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Report at the close of business as of the end of fiscal year

This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a)
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified

This report form is to be filed by all top-tier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S, inter-
mediate holding companies organized under U.S. law, and by
any foreign banking organization that does not meet the require-
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211.23 of Regulation K (12 C.FR. §
211.23). (See page one of the general instructions for more detail
of who must file.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

NOTE: The Annual Report of Holding Companies must be signed by
one director of the top-tier holding company. This individual should
also be a senior official of the top-tier holding company, In the svent
that the top-tier holding company does not have an individual who is
a senior official and is also a director, the chairman of the board must
sign the report. If the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General Instructions for the
authorized individual who must sign the report.

1,J8 Garrett

Cheif Financial Officer
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that the Reporter individual consent to public release of all

delails in the m%:ﬁg that individual.
Co irector and Officlal )

Date of Signature ?, [/} & - o

Slgnatura‘o‘f.HoW

Date of Report (top-tier holdlng company's fiscal year-end):

December 31, 2017
Month / Day / Year

WA
Reporter’s Legal Entity identifier (LEI) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

GrandSqyth Bangorporation _
Legal Title of Holding Company

PO Box 6548

(Marlmg Address of lhe Ho|d|ng Campany) Street / P.O. Box

Greenville sC 29606

cty  sme  ZipCode o

381 Halton Road. Greenville, SC 29607

Physu:al Locallon (tl d|ﬂerent frorn mmlmg addross)

Person to whom questions about this report should be directed:
AC Whitley Controller
Name  Tte
864-527-7131

Area (Eﬂ/ l;hone Numberl Extenswn
864-527-7309

A_rsa Code { FAX Num—b;t:"ﬂ -
ac.whitley@grandsouth.com_
E-mall Address
www.Qrandsouth.com
Address (JRL} for the Holdmg COfnpany s web page

For holding companies not registered with the SEC—
Indicate status of Annual Report to Shareholders:
is included with the FR Y-6 repont
will be sent under separale cover
(1 is not prepared

For Federal Reserve Bank Use Only ‘T
rRssDID  2A 2R
cr_ s

0=No
1=Yes| 0

Is confidential treatment requested for any portion of
this repor SUBMISSIONT ,...vvveeviiecivnriiiie i eeians
In accordance with the Generat Instructions for this report
{check only one},

1. a letter justifying this request is belng provided along
Wilh the TeROM i citinrmssan vi smsammmny iimsnibilias some s SRS AR D

2. aletter justifying this request has been provided separately ... D

NOTE: Information for which confidential lreatment is being requested
must be provided separaiely and labeled

as "confidential."

Pubdi¢; reporting burden for this Information coflection Is esimated to vary from 1.3 to 101 hours per response, wilh an average of 5.50 hours per response, including time to gather and

In data In the required form and to review instructions and complete the information collection. Send commeni(s regarding this b t

of any othar aspect of this collection of

information, including suggestions for reducing this burden lo: Secretary, Board of Govemors of the Federal Reserve System, 20th and C Streets, NW. Washington, DC 20551, and fo the

Office of Management and Budge!, Paperwork Reduction Project (7100-0297), Washinglon, DC 20503.

03/2018



Form FR Y-6

GrandSouth Bancorporation, Inc.
381 Halton Road
Greenville, South Carolina 29607
Fiscal Year Ending December 31, 2017

Report item

1:  The BHC does not prepare form 10K with the SEC.
Enclosed are two copies of the company’s audlted financial statements.

2a: Organizational Chant

GrandSouth Bancorporation
{No LEI)
Physical Address: 381 Halton Road
Greenville, SC 29607

Mailing Address: P. O. Box 6548
Greenville, SC 29606

Incorporated in South Carolina

100%
GrandSouth Capital Trust 1
(No LEI)
381 Halton Road
Greenville, SC
Incorporated in Delaware
100%
GrandSouth Bank

(No LEl)

381 Halton Road
Greenville, SC 29607
Incorporated in South Carolina

2b: Domestic branches

Main Office: 381 Halton Road
Greenville, SC 29607

Full service branch: 325 South Main Street
Fountain Inn, SC 29644

Full service branch; 1601 North Fant Street
Anderson, SC 29621

Full service branch; 501 West Wade Hampton Blvd.
Greer, SC 29650

Full service branch: 1901 Assembly St
Columbia, SC 29201

Full service branch: 1055 St Matthews Rd
Orangeburg, SC 29115



Results: A list of branches for your depository institution: GRANDSOUTH BANK {ID_RSSD: 2728661)
This depository institution is held by GRANDSOUTH BANCORPORATION (2929833} of GREENVILLE, SC.
The data are as of 12/31/2017. Data reflects information that was received and processed through 07/05/2018.

Reconciliation and Verification Steps
1. In the Data Action column of each branch row, enter one or more of the actions specified below
2. IFrequired, enter the date in the Effective Date column

Actions

OK: if the branch information is correct, enter ‘OK' in the Data Action column.

Change: If the branch information is incorrect or incomplete, revise the data, enter 'Change' in the Data Action column and the date when this information first became valid in the Effective Date column.
dose: If a branch listed was sold or closed, enter 'Close' in the Data Action column and the sale or closure date in the Effective Date column,

Delete: If a branch listed was never owned by this depository institution, enter 'Delete’ in the Data Action column.

Add: If a reportable branch is missing, insert a row, add the branch data, and enter 'Add' in the Data Action column and the opening or acquisition date in the Effective Date column.

If printing this list, you may need to adjust your page setup in MS Excel, Try using landscape orientation, page scaling, and/or legal sized paper.

Submission Procedure -
When you are finished, send a saved copy to your FRB contact. See the detailed instructions on this site for more information.
if you are e-mailing this to your FRB contact, put your institution name, city and state in the subject line of the e-mail.

Note:
To satisfy the FR Y-10 reporting requirements, you must also submit FR Y-10 Domestic Branch Schedules for each branch with a Data Action of Change, Close, Delete, or Add.
The FR Y-10 report may be submitted in a hardcopy format or via the FR Y-10 Online application - https://y10online.federalreserve.gov.

* FDIC UNINUM, Office Number, and ID_RSSD columns are for reference only. Verification of these values is not required.

Data Action | Effective Date [Branch Service Type Branch ID_RSSD* |Popular Name Street Address State Zip Code |County Country FDIC UNINUM®* |Office Number™ |Head Office Head Office ID_RSSD* |Comments
aK Full Service {Head Office) 2728661 | GRANDSOUTH BANK 381 HALTON ROAD GREENVILLE 5C 25607 GREENVILLE UNITED STATES |Not Required | Not Required GRANDSOUTH BANK 2728661
CHANGE 6/30/2017 | Full Service 3678491 |ANDERSON BRANCH 1601 NORTH FANT STREET ANDERSON SC 29621 ANDERSON UNITED STATES |Not Required Not Required GRANDSOUTH BANK 2728561
OK Full Service 5040168 | COLLIMBLA BRANCH 1901 Y STREET, SUITE 100 COLUMBIA SC 29201 RICHLAND UNITED STATES [Not Reguired Not Required  |GRANDSOUTH BANK 2728561
0K Full Service 3281958 | FOUNTAIN INN BRANCH | 325 SOUTH MAIN STREET FOUNTAIN INN |SC 29644 GREENVILLE UNITED STATES |Not Required | Not Requited GRANDSCUTH BANK 2728661
oK Full Service 493 BRANCH 501 WEST WADE HAMPTON BOULEVARD GREER SC. 29650 GREENVILLE UNITED STATES | Not Require: Mat Required GEANDSOUTM BANK 2728661
OK Full Service 5044719 |ORANGEBURG BRANCH  }1055 ST MATTHEWS ROAD ORANGEBURG _|SC 29115 [ORANGEBURG UNITED STATES |Not Required Not Required GRANDSOUTH BANK 2728661




Form FRY-6
GrandSouth Bancorporation, Inc.
December 31, 2017

‘Report item 3: Securities holders

Current Shareholders with ownership, control or holdings of 5% or more with Shareholders not listed in (3)(1)(a) through (31X c ) that had ownership, control

power to vote as of 12/31/2017 or holdings of 5% or more with power to vote during the fiscal year ending
12/31/2017.
Percentage of Percentage of
Voting Shares in Voting Shares in
Name City, State Bank Holding Company Name City, State Bank Holding Company
Mason Y. Gamrett  Belton, SC 999,396 - 22.2% Common Stock Ithan Creek Master Salt Lake City, UT 416,667 - 9.3% Common Stock ~
United States 65,040 - 1.4% Options on Investors (Cayman) United States 0 - 0.0% Options on
Citizen Common Stock Common Stock
John B. Garrett Greenville, SC 442,885 - 9.8% Common Stock JCSD Capital, LLC Walnut Creek, CA 296,706 - 6.6% Common Stock

United States 28,630 - 0.6% Options on
Citizen Common Stock United States 0 - 0.0% Options onCommon Stock




Form FR ¥-6

GrandSouth Bancorporation, Inc.

December 31, 2017

Report ltem 4: Insiders
4K e}
List names of
ather companies
(include
partnarships)
# 25% or more of
(3Ke) [O0) voting securities are
[L}] {2 {3)ib) Titie & Posltion Percontage of held (List names
Names & Principel a)e) Title & Position with Other (4}a) Voting Shares in  of companies and
Address Occupation if other Titie & Position with S L i Subsidi P ge of
(City, Stata, than with Bank with Bank Holding (include names (include names of Votlng Sheres in {include names  voting securities
Country} Holding Company of subsidiaries) other businesses) Bank Holding < of ries) held)
Mason Y. Garrett NA Chairman & CEO Owecky & Chairman NA 999,396 - 22.2% Common Siock  NA NA
Pelzer, SC Director GrandaSouth Bank 65,040 « 1.4% Options on
Commeon Stock
Jasnes B. Schwiers NA President & COO Chiel Executive Ottcer NA 22,764 - 0.5% Common Stock NA NA
Greenyile, SC Director GrandSouth Bank 28,000 - 0.6% Optlons on
Caommon Stock
John B. Garelt N/A Chied Financial Officer Chlef Financial Officer NA 442,885 - 9.8% Commmon Stack  NA NA
Graenville, SC Director GrandSauth Bank 21,630 - 0.5% Options on
Common Stock
Harold E. Gatcett Owner, Go With Garrett's Golft  Cirectin Director Owner, Go With Gametr's Golf Cars 173,256 - 3.8% Common Steck  N/A Go With Garrett's Goll Cars and
Fauntain Inn, SC Cars and Spacialty Vehchag GrandSouth Bank and Specialty Vehicles 0 - 0.0% Options on Specialty Vehicles (100%)
Common Stock
Mechas! L Gault Aetired [recens Diector Retlired 69,931 « 1.6% Comman Stock NA Upstate Investors (25%)
Fountain lnn, SC GrandSouth Bank 0 - 0.0% Options on
Common Stock
Baety Q. Gross, Jr. Atiomey, Baety O Gross, Jr, Dvetine Direclor & Secretary Attorney, Baety O Gross, Jr, 30,745 - 0% Common Stk N/A Baety O Gross, Jr..
Simpsonvile, SC Attomey at Law GrandSouth Bank Alioiney at Law Founiain Inn, SC 0 - 0.0% Opliens on Atornay at Law (100%)
Common Stack
S. Hunter Howard, Jr Owner,CEQ, Tha Springs at Director, Vica Chairman Diractor Owner, CEG, The Springs at 39,437 - 8.9% Common Stk N/A Curtis Group (70%)
Simpsonville, SC Simpsonville. Simpsonville, SC GrangSouth Bank Simpsoavtee, Simpsonville, SC 0 - 0.0% Optians on Professional Buildings (50%)
Common Stock Howard Development Corp {50%)
Hilicrest Centre (50%)
HK Realty (50%)
Captain Hook Li,P (34%)
Oceanview Il {45%)
Jiter Holdings LLC {34%)
Anthony Morgan Viece Chairman, ACL Alrshop. Dieens Direcior Vice Ghairman, ACL Airshop, 0 - 0.0% Common Stock A NA
Easley. SC Easley. SC GrandSouth Bank Easley, SC 0 - 0.0% Options on
Common Stock
J. Calhoun Pruitt Atlorney, Pruitt & Pruitt, Anderson, Director Oirector Attorney, Puilt & Pruitt, Anderson, 5,167 - 0.1% Common Stock NA Pruiti & Pryift, Attorneys {100%}
Anderson, SC sC GrangSouth Bank sc 5,500 - 0.1% Options on McDufe N, Inc. (100%)
Common Stock Eslates at North Hamplon, LLC (50%)
Fish Camp Assoclates, LLC (25%)
PLUMM, LLC {30%)
24 Properiies, LLC (50%)
John Shealy QOwner, Capital Concrele Dwecior Dicactor Owmner, Capital Concrete Company 1,500 0.0% Common Siock NA Capital Concrete Moldings, nc. (75%}
Lexington, SC Company GrandSowh Bank G-« 0.0% Options on Peak 4, LLC (50%)

Common Stock



GrandSouth Bancorporation and Subsidiary

Report on Consolidated Financial Statements

For the years ended December 31, 2017 and 2016
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@ elliott davis

Independent Auditor's Report

To the Board of Directors and Shareholders
GrandSouth Bancorporation
Greenville, South Carolina

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of GrandSouth Bancorporation and its Subsidiary
which comprise the consolidated balance sheets as of December 31, 2017 and 2016, and the related consolidated statements
of income, comprehensive income, changes in shareholders’ equity and cash flows for the years then ended and the related
notes to the consolidated financial statements collectively, the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
GrandSouth Bancorporation and its Subsidiary as of December 31, 2017 and 2016, and the results of its operations and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of
America.

Z%@w .

Greenville, South Carolina
March 20, 2018
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Grandsouth Bancorporation and Subsidiary
Consolidated Balance Sheets

As of December 31, 2017 and 2016

2017 2016
~ (Dollars in thousands)
Assets

Cash and due from banks S 22,799 S 34,923
Interest bearing transaction accounts with other banks 14,290 3,086
Federal funds sold 4,368 5,309
Cash and cash equivalents 41,457 43,318
Certificates of deposit with other banks 13,500 2,500
Securities available-for-sale 21,440 25,543
Other investments, at cost 1,271 1,319

Loans, net of allowance for loan losses of $7,414 for 2017 and
$5,158 for 2016 543,980 413,633
Premises and equipment, net 12,215 10,211
Bank owned life insurance 6,543 6,390
Assets acquired in settlement of loans 4,923 4,902
Interest receivable 4,728 3,755
Deferred income taxes 1,664 1,530
Goodwill 737 737
Other assets 1,275 1,676
Total assets S 653,733 S 515,514

Liabilities and Shareholders' Equity

Deposits
Noninterest bearing S 89,688 S 69,878
Interest bearing 480,310 360,449
Total deposits 569,998 430,327
Federal Home Loan Bank advances 19,000 22,000
Other borrowings 550 -
Junior subordinated debentures 8,247 8,247
Interest payable 208 111
Other liabilities 5,097 4,140
Total liabilities 603,100 464,825

Commitments and Contingencies - Notes 11 and 14

Shareholders' equity
Preferred stock - Series A - no par value; shares issued and

outstanding - 287,895 1,298 1,298
Common stock - no par value; 20,000,000 shares authorized; shares
issued and outstanding - 4,502,190 for 2017 and 4,483,990 for 2016 32,650 32,058
Retained earnings 16,921 17,528
Accumulated other comprehensive loss (236) (195)
Total shareholders' equity 50,633 50,689
Total liabilities and shareholders' equity S 653,733 S 515,514

See Notes to Consolidated Financial Statements
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Grandsouth Bancorporation and Subsidiary

Consolidated Statements of Income

For the years ended December 31, 2017 and 2016

2017 2016
(Dollars in thousands,

except per share)

Interest income

Interest and fees on loans S 36,073 S 29,109

Investment securities:

Taxable 359 371
Nontaxable 114 242
Dividends 56 42

Other 553 178

Total interest income 37,155 29,942
Interest expense

Deposits 4,436 2,174

Federal Home Loan Bank advances 238 134

Junior subordinated debt 263 213

Total interest expense 4,937 2,521

Net interest income 32,218 27,421
Provision for loan losses 6,089 3,269

Net interest income after provision for loan losses 26,129 24,152
Noninterest income

Service charges on deposit accounts 529 441

Gain on sale of securities 10 120

Net gain on sale of premises and equipment 19 11

Increase in value of life insurance assets 153 164

Other 172 272

Total noninterest income 883 1,008
Noninterest expenses

Salaries and employee benefits 15,218 12,905

Premises and equipment 1,808 1,441

(Gain) loss on sale and impairment of assets acquired in settlement of loans 205 (325)

Data processing 1,248 1,014

Insurance 690 438

Printing, postage and supplies 449 423

Professional fees 1,740 1,528

Miscellaneous loan expense 1,739 1,599

Other operating 1,126 1,078

Total noninterest expenses 24,223 20,101
Income before income taxes 2,789 5,059
Income tax provision 1,999 1,875
Net income 790 3,184
Deductions for amounts not available to common shareholders:

Dividends declared or accumulated on preferred stock (91) (121)
Net income available to common shareholders S 699 S 3,063
Per common share

Net income, basic S 0.16 S 0.69

Net income, assuming dilution S 0.16 S 0.66

See Notes to Consolidated Financial Statements
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Grandsouth Bancorporation and Subsidiary

Consolidated Statements of Comprehensive Income
For the years ended December 31, 2017 and 2016

2017 2016
(Dollars in thousands)

Net income S 790 S 3,184
Other comprehensive income (loss)

Change in unrealized gain (loss) on securities available for sale
Unrealized holding gain (loss) arising during the period

21 (571)
Tax expense (11) 208

Reclassification of realized gain (10) (120)
Tax expense 3 41

Other comprehensive income (loss) 3 (442)
Comprehensive income S 793 S 2,742

See Notes to Consolidated Financial Statements
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Grandsouth Bancorporation and Subsidiary

Consolidated Statements of Changes in Shareholders' Equity
For the years ended December 31, 2017 and 2016

Accumulated

Shares of other
common Common Preferred Retained comprehensive
stock stock stock earnings income (loss) Total

(Dollars in thousands)

Balance, December 31, 2015 3,522,645 S 20,996 S 5,193 S 16,310 S 247 S 42,746
Net income - - - 3,184 - 3,184
Other comprehensive loss - . - - (442) (442)
Dividends on preferred stock - - - (121) - (121)
Dividends on common stock - - - (1,815} - (1,815)
Redemption of series T-3 preferred stock - - (3,895) (30) - (3,925)
Issuances of common stock 1,000,000 11,439 - - - 11,439
Redemption of common stock (75,585) (1,000) - - - (1,000)
Exercise of stock options 36,930 194 - - - 194
Share-based compensation - 429 - - - 429

Balance, December 31, 2016 4,483,990 S 32,058 S 1,298 $ 17,528 S (195) $ 50,689
Net income - - - 790 - 790
Other comprehensive income - - - - 3 3
Dividends on preferred stock - - - (91) - (91)
Dividends on common stock - - - (1,350) - (1,350)
Reclassification of income tax effects

to retained earnings - - - 44 (44) -
Exercise of stock options 18,200 103 - - - 103
Share-based compensation - 489 - - - 489
Balance, December 31, 2017 4,502,190 $ 32,650 S 1,298 S 16,921 S (236) S 50,633

See Notes to Consolidated Financial Statements
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Grandsouth Bancorporation and Subsidiary

Consolidated Statements of Cash Flows

For the years ended December 31, 2017 and 2016

2017 2016
(Dollars in thousands)
Operating activities
Net income S 790 S 3,184
Adjustments to reconcile net income to net cash provided by operating activities
Provision for loan losses 6,089 3,269
Writedowns of assets acquired in settiement of loans 288 245
Depreciation 772 600
Securities accretion and premium amortization, net 157 62
Gain on sale and call of available-for-sale securities (10) (120)
Gain on sale or other disposition of premises and equipment (19) (11)
Gain on sale of assets acquired in settlement of loans (83) (570)
Increase in cash surrender value of bank owned life insurance (153) (164)
Deferred income tax benefit (142) (7)
Increase in interest receivable (973) (622)
Increase in interest payable 97 13
Decrease in other assets 401 307
Increase in other liabilities 958 1,013
Share-based compensation expense 489 429
Net cash provided by operating activities 8,661 7,628
Investing activities
Purchases of available-for-sale securities (2,830) (27,531)
Purchases of certificates of deposit (12,250) (1,000)
Maturities and calls of available-for-sale securities 4,860 12,751
Paydowns of available-for-sale mortgage-backed securities 1,937 1,523
Proceeds from sale of available-for-sale securities - 1,966
Proceeds from sale of certificates of deposit 1,250 500
Purchase of other investments (590) (1,254)
Proceeds of redemptions of other investments 638 1,211
Purchases of student loans 20,000 -
Net increase in loans made to customers (157,390) (52,349)
Purchases of premises and equipment and construction in progress (2,819) (2,029)
Proceeds from sale of premises and equipment 62 43
Proceeds from sale of assets acquired in settlement of loans 727 1,169
Net cash used for investing activities (146,405) (65,000)
Financing activities
Net increase in deposits 139,671 80,066
Proceeds from other borrowings 550 -
Proceeds from Federal Home Loan Bank advances 54,000 28,500
Repayment of Federal Home Loan Bank advances (57,000) (28,500)
Proceeds from issuances of common stock - 11,439
Cash dividends paid on preferred stock (91) (121)
Cash dividends paid on common stock (1,350) (1,815)
Redemption of series T-3 preferred stock - (3,925)
Redemption of common stock - (1,000)
Exercise of stock options 103 194
Net cash provided by financing activities 135,883 84,838
Increase (decrease) in cash and cash equivalents (1,861) 27,466
Cash and cash equivalents, beginning 43,318 15,852
Cash and cash equivalents, ending S 41,457 S 43,318
Supplemental disclosure of cash flow information
Cash paid during the period for:
Interest S 4,840 S 2,508
Income taxes 1,972 1,892
Noncash investing and financing activities:
Transfer of loans to assets acquired in settlement of loans 954 483
Change in unrealized gain or loss on available for sale securities 21 (571)
Charge offs of loans (4,295) (2,821)

See Notes to Consolidated Financial Statements
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GrandSouth Bancorporation and Subsidiary

Notes to Consolidated Financial Statements

December 31, 2017 and 2016

Note 1. Organization and Significant Accounting Policies

GrandSouth Bancorporation (the “Company”) is a South Carolina corporation organized in 2000 for the purpose
of being a holding company for GrandSouth Bank (the “Bank”). On October 2, 2000, pursuant to a Plan of Exchange
approved by the shareholders, all of the outstanding shares of $2.50 par value common stock of the Bank were
exchanged for shares of no par value common stock of the Company. The Company presently engages in no
business other than that of owning the Bank, has no employees, and operates as one business segment. The
Company is regulated by the Federal Reserve Board. The consolidated financial statements include the accounts
of the Company and the Bank. All significant intercompany transactions and accounts have been eliminated in
consolidation. The GrandSouth Capital Trust 1 (see Note 10) is an unconsolidated subsidiary.

The Bank was incorporated in 1998 and operates as a South Carolina chartered bank providing full banking services
to its customers. The Bank is subject to regulation by the South Carolina State Board of Financial Institutions and

the Federal Deposit Insurance Corporation (“FDIC").

Basis of presentation:

The accounting and reporting policies conform to accounting principles generally accepted in the United States of
America and to general practices within the banking industry. The Company uses the accrual basis of accounting.
In certain instances, amounts reported in prior years’ consolidated financial statements have been reclassified to
conform to the current presentation. Such reclassifications had no effect on previously reported shareholders’
equity or net income.

Estimates:

The preparation of consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the
consolidated financial statements and the reported amounts of income and expenses during the reporting
periods. Actual results could differ from those estimates.

Concentrations of credit risk:

The Company makes loans to individuals and small businesses for various personal and commercial purposes
primarily in South Carolina. The Company’s loan portfolio is not concentrated in loans to any single borrower or
in a relatively small number of borrowers; however, 62% of the loan portfolio is secured by real estate. The market
risk associated with declining real estate values exposes the Company to potential losses in the event of borrower
default. An additional 14% of the Company’s loan portfolio is collateralized by automobiles; this concentration is
somewhat mitigated by low per-borrower exposure and by the geographical diversity of the borrowers.
Management is not aware of any other concentrations of loans to classes of borrowers or industries.
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Note 1. Organization and Significant Accounting Policies, Continued

Concentrations of credit risk, continued:

In addition to monitoring potential concentrations of loans to particular borrowers or groups of borrowers,
industries and geographic regions, management monitors exposure to credit risks that could arise from potential
concentrations of lending products and practices such as loans that subject borrowers to substantial payment
increases (e.g., principal deferral periods, loans with initial interest-only periods, etc.), and loans with high loan-to-
value ratios. Additionally, there are industry practices that could subject the Company to increased credit risk
should economic conditions change over the course of a loan’s life. For example, the Company makes variable
rate loans and fixed rate principal-amortizing loans with maturities prior to the loan being fully paid (i.e., balloon
payment loans). These loans are underwritten and monitored to manage the associated risks. Management has
determined that there is no concentration of credit risk associated with its lending policies or practices.

The Company’s investment portfolio consists principally of obligations of the United States of America,
government-sponsored entities and general obligation municipal securities. In the opinion of management, there
is no concentration of credit risk in its investment portfolio. The Company places its deposits and correspondent
accounts with and sells its federal funds to high quality institutions. Management believes credit risk associated
with correspondent accounts is not significant.

Investment securities:

The Bank’s investments in equity and debt securities are classified into one of three categories:

1. Available-for-sale: Securities that are not classified as either held-to-maturity or as trading securities
and are reported at fair value, which is determined using quoted market prices. Unrealized gains and
losses are reported, net of income taxes, as separate components of shareholders’ equity
(accumulated other comprehensive income). Gains or losses on dispositions of securities are based
on the difference between the net proceeds and the adjusted carrying amounts of the securities sold
using the specific identification method. Premiums and discounts are amortized into interest income
by a method that approximates a level yield.

2. Held-to-maturity: Securities that the Company has the ability and intent to hold until maturity. These
securities are stated at cost, adjusted for the amortization of premiums and the accretion of discounts.
Premiums and discounts are included in interest income using a method that approximates a level
yield. The Company has no held-to-maturity securities.

3. Trading: Securities that are bought and held principally for the purpose of selling in the near future.
Trading securities are reported at fair value, and related unrealized gains and losses are recognized in
the income statement. The Company has no trading securities.

Securities are evaluated for other-than-temporary impairment on a quarterly basis or more often if a potential
loss-triggering event occurs. Impairment is considered to be other-than-temporary if it is more likely than not that
a security will mature or be sold before its amortized cost can be recovered. In determining if there is evidence of
credit deterioration, various factors are considered, including the severity of decline in market value below cost,
the period of time over which the decline in fair value has existed, and the financial condition and near-term
prospects of the issuer, including any specific events that may influence the operations of the issuer.
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Note 1. Organization and Significant Accounting Policies, Continued

Investment securities, continued:

Investment securities are considered to be other-than-temporarily impaired if it is probable that the issuer will be
unable to make contractual payments as required or if management believes that the security’s value will not
recover within the estimated recovery period. For debt securities, management also considers the causes of the
decline in value including changes in the general level of interest rates, as well as industry and issuer-specific
factors, the issuer’s financial condition, its near-term prospects and current ability to make future payments in a
timely manner, changes in rating agencies’ ratings at the evaluation date as compared with such ratings at the
date of acquisition, and any likely action by such agencies. In addition, for asset-backed securities, the credit
performance of the underlying collateral, including delinquency rates, cumulative losses to date, and any
remaining credit enhancements is compared with expected credit losses. Other-than-temporary impairments
related to credit issues are recognized through earnings.

Other investments:

Other investments include the Bank’s investment in the Federal Home Loan Bank of Atlanta (“FHLB”) in which, as
a member institution, the Bank is required to own stock. The stock is generally pledged against any borrowings
from the FHLB. No ready market exists for the stock and it has no quoted market value. However, redemption of
the stock historically has been at par value.

Loans and interest income on loans:

Loans are stated at the principal balance outstanding, increased or reduced by deferred net loan costs or fees.
The allowance for loan losses is deducted from total loans in the consolidated balance sheets. Loan origination
and commitment fees and certain direct loan origination costs (principally salaries and employee benefits) are
deferred and amortized as an adjustment of the related loan’s yield. Generally, these amounts are amortized over
the contractual life of the related loans or commitments. Interest income is recognized on an accrual basis over
the term of the loan based on the principal amount outstanding.

Loans are generally placed on nonaccrual status when principal or interest becomes ninety days past due, or when
payment in full is not anticipated. When a loan is placed on nonaccrual status, interest accrued but not received
is generally reversed against interest income. If collectability is in doubt, cash receipts on nonaccrual loans are not
recorded as interest income, but are used to reduce principal. Loans are not returned to accrual status until the
borrower demonstrates the ability to pay principal and interest.

Allowance for loan losses:

The provision for loan losses charged to operating expense reflects the amount deemed appropriate by
management to establish an adequate allowance to meet the present estimated loss characteristics of the current
loan portfolio. Management’s estimate is based on periodic and regular evaluation of individual loans, the overall
risk characteristics of the various portfolio segments, past experience with losses, and prevailing and anticipated
economic conditions. Loans that are determined to be uncollectible are charged against the allowance. The
provision for loan losses and recoveries on loans previously charged off are added to the allowance.
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Note 1. Organization and Significant Accounting Policies, Continued

Allowance for loan losses, continued:

The Company accounts for impaired loans at the loan’s fair value if it is probable that the lender will be unable to
collect all amounts due in accordance with the terms of the loan agreement. Fair value may be determined based
upon the present value of expected cash flows, market price of the loan, if available, or value of the underlying
collateral. Expected cash flows are required to be discounted at the loan’s effective interest rate.

When the ultimate collectability of an impaired loan’s principal is in doubt, wholly or partially, all cash receipts are
applied to principal. Once the reported principal balance has been reduced to zero, future cash receipts are
recoveries of any amounts previously charged off. Further cash receipts are applied to interest income to the
extent that any interest has been foregone.

The Company designates loan modifications as troubled debt restructurings (“TDRs”) when, for economic or legal
reasons related to the borrower’s financial difficulties, a concession is granted to the borrower that would not
otherwise be considered. Once a loan is classified as a TDR, it is also classified as an impaired loan. If a loan
demonstrated performance under the previous terms and shows capacity to continue performing under the
restructured terms, the loan will remain on accrual status. If the loan does not perform under the modified terms,
the loan is placed on nonaccrual status. However, if a loan is materially delinquent on payments prior to the
restructuring, but shows capacity to perform under the modified terms, the loan will be placed on nonaccrual
status.

A loan currently on nonaccrual status will return to accrual status when there is economic substance to the
restructuring, the remaining note is reasonably assured of repayment in accordance with its modified terms, and
the borrower has demonstrated sustained repayment performance in accordance with the modified terms for a
reasonable period of time (typically six months).

Premises and equipment:

Premises and equipment are stated at cost, less accumulated depreciation. Depreciation is computed using the
straight-line method over the estimated useful lives of the related assets. Maintenance and repairs are charged
to operations while major improvements are capitalized. Upon retirement, sale or other disposition of premises
and equipment, the cost and accumulated depreciation are eliminated from the accounts and any gain or loss is
included in income from operations.

Bank owned life insurance:

The Company has entered into arrangements that provide for deferred compensation for certain officers. Bank
owned life insurance policies provide an informal and indirect method for funding those arrangements. The
amounts recorded as bank owned life insurance in the consolidated balance sheets represent the cash surrender
value of the policies. The deferred compensation liability is included in other liabilities at the present value of the
obligation.

10
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Note 1. Organization and Significant Accounting Policies, Continued

Assets acquired in settlement of loans:

Assets acquired in settlement of loans include real estate acquired through foreclosure or deed taken in lieu of
foreclosure and repossessed assets. These assets are recorded at fair value, less estimated costs to sell, at the
date of foreclosure, establishing a new cost basis. Loan losses arising from the acquisition of such property as of
that date are charged against the allowance for loan losses. Subsequent to foreclosure, valuations are periodically
performed by management, and the assets are carried at the lower of the new cost basis or fair value, less
estimated costs to sell. Revenues and expenses from operations and changes in any subsequent valuation
allowance are included in other noninterest expense in the Consolidated Statements of Income.

Goodwill:

Goodwill is calculated as the purchase premium after adjusting for the fair value of net assets acquired. Goodwill
is not amortized but is reviewed for potential impairment on an annual basis, or when events or circumstances
indicate a potential impairment, at the reporting unit level. The impairment test is performed in two phases. The
first step of the goodwill impairment test compares the fair value of the reporting unit with its carrying amount,
including goodwill. If the fair value of the reporting unit exceeds its carrying amount, goodwill of the reporting
unit is not considered impaired; however, if the carrying amount of the reporting unit exceeds its fair value, an
additional step has to be performed. This additional step compares the implied fair value of the reporting unit’s
goodwill with the carrying amount of that goodwill. An impairment loss is recorded to the extent that the carrying
amount of goodwill exceeds its implied fair value. As of December 31, 2017 and 2016, it was determined that the
Company’s recorded goodwill was not impaired.

Income taxes:

The Company uses an asset and liability approach for financial accounting and reporting of deferred income taxes.
Deferred tax assets and liabilities are determined based on the difference between the financial statement and
income tax bases of assets and liabilities as measured by the currently enacted tax rates which are assumed will
be in effect when these differences reverse. If it is more likely than not that some portion or all of a deferred tax
asset will not be realized, a valuation allowance is recognized. Deferred income tax expense or credit is the result
of changes in deferred tax assets and liabilities.

Advertising and public relations expense:

The Company generally expenses advertising and promotion costs as they are incurred. External costs incurred in
producing media advertising are expensed the first time the advertising takes place. External costs relating to
direct mailings are expensed in the period in which the direct mailings are sent.

Earnings per common share:

Net income available to common shareholders per share is computed on the basis of the weighted average
number of common shares outstanding. The treasury stock method is used to compute the effect of stock options
on the weighted average number of common shares outstanding for diluted earnings per common share.

11
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Note 1. Organization and Significant Accounting Policies, Continued

Earnings per common share, continued:

As it relates to the Series A Preferred Stock, for diluted earnings per share, it is assumed that the preferred stock
was converted to common stock during the reporting period. Dividends on the preferred stock are added back to
net income and the shares assumed to be converted are included in the number of shares outstanding.

Statement of cash flows:

For purposes of reporting cash flows, cash and cash equivalents are defined as those amounts included in the
balance sheet caption “Cash and cash equivalents”. Cash and cash equivalents have an original maturity of three
months or less.

Retirement plan:

The Company has a salary reduction profit sharing plan pursuant to Section 401(k) of the Internal Revenue Code
as more fully described in Note 15. The Company does not sponsor any postretirement or postemployment
benefits, except with respect to certain supplemental benefits that were provided to certain executive officers by
the Board of Directors, as more fully described in Note 15.

Fair value of financial instruments:

The Company is required to provide disclosures of fair value information for financial instruments, whether or not
recognized in the consolidated balance sheets, when it is practicable to estimate the fair value. Financial
instruments are defined as cash, evidence of an ownership interest in an entity or contractual obligations, which
require the exchange of cash or other financial instruments. Certain items are specifically excluded from the
disclosure requirements, including the Company’s common stock and other nonfinancial instruments such as
property and equipment and other assets and liabilities. See Note 18 for fair value disclosures.

Risks and uncertainties:

In the normal course of business the Company encounters two significant types of risks: economic and regulatory.
There are three main components of economic risk: interest rate risk, credit risk and market risk. The Company is
subject to interest rate risk to the degree that its interest-bearing liabilities reprice or mature at different times,
or on different bases, than its interest-earning assets. Credit risk is the risk of default on the Company’s loan and
investment securities portfolios that results from a borrower’s inability or unwillingness to make contractually
required payments. Market risk reflects changes in the value of collateral underlying loans receivable and the
valuation of real estate held by the Company.

The Company is subject to the regulations of various governmental agencies (regulatory risk). These regulations
can and do change significantly from period to period. The Company undergoes periodic examinations conducted
by the regulatory agencies which may subject it to further changes with respect to asset valuations, amounts of
required loan loss allowance, and operating restrictions resulting from the regulators’ judgments based on
information available to them at the time of their examination.

12
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Note 1. Organization and Significant Accounting Policies, Continued

Share-based compensation:

The Company has a share-based employee compensation plan, which is described more fully in Note 16.

Comprehensive income (loss):

Comprehensive income (loss) consists of net income or loss for the current period and other comprehensive
income (loss), defined as income, expenses, gains and losses that bypass the consolidated statements of income
and are reported directly in a separate component of shareholders’ equity. The Company classifies and reports
items of other comprehensive income (loss) according to their nature, reports total comprehensive income or loss
in the consolidated statements of comprehensive income and displays the accumulated balance of other
comprehensive income or loss separately in consolidated statements of changes in shareholders’ equity and in
the shareholders’ equity section of the consolidated balance sheets. See Note 17 for further discussion.

Recently issued accounting pronouncements:

The following is a summary of recent authoritative pronouncements:

In May 2014, the FASB issued guidance to change the recognition of revenue from contracts with customers. The
core principle of the new guidance is that an entity should recognize revenue to reflect the transfer of goods and
services to customers in an amount equal to the consideration the entity receives or expects to receive. The
guidance will be effective for the Company for reporting periods beginning after December 15, 2017.

The Company will apply the guidance using a full retrospective approach. The Company’s revenue is comprised
of net interest income and noninterest income. The scope of the guidance explicitly excludes net interest income
as well as many other revenues for financial assets and liabilities including loans, leases, securities, and derivatives.
Accordingly, the majority of our revenues will not be affected. The Company is currently assessing our revenue
contracts related to revenue streams that are within the scope of the standard. Our accounting policies will not
change materially since the principles of revenue recognition from the ASU are largely consistent with existing
guidance and current practices applied by our businesses. We have not identified material changes to the timing
or amount of revenue recognition. Based on the updated guidance, we do anticipate changes in our disclosures
associated with our revenues. We will provide qualitative disclosures of our performance obligations related to
our revenue recognition and we continue to evaluate disaggregation for significant categories of revenue in the
scope of the guidance.

in August 2015, the FASB deferred the effective date of ASU 2014-09, Revenue from Contracts with Customers.
As a result of the deferral, the guidance in ASU 2014-09 will be effective for the Company for reporting periods
beginning after December 15, 2017. The Company will apply the guidance using a full retrospective approach.
The Company does not expect these amendments to have a material effect on its financial statements.

13
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Note 1. Organization and Significant Accounting Policies, Continued

Recently issued accounting pronouncements, continued:

In January 2016, the FASB amended the Financial Instruments topic of the Accounting Standards Codification to
address certain aspects of recognition, measurement, presentation, and disclosure of financial instruments. The
amendments will be effective for fiscal years beginning after December 15, 2017, including interim periods within
those fiscal years. The Company will apply the guidance by means of a cumulative-effect adjustment to the
balance sheet as of the beginning of the fiscal year of adoption. The amendments related to equity securities
without readily determinable fair values will be applied prospectively to equity investments that exist as of the
date of adoption of the amendments. The Company does not expect these amendments to have a material effect
on its financial statements.

In February 2016, the FASB amended the Leases topic of the Accounting Standards Codification to revise certain
aspects of recognition, measurement, presentation, and disclosure of leasing transactions. The amendments will
be effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal
years. Early adoption is permitted.

We expect to adopt the guidance using the modified retrospective method and practical expedients for transition.
The practical expedients allow us to largely account for our existing leases consistent with current guidance except
for the incremental balance sheet recognition for lessees. We have started an initial evaluation of our leasing
contracts and activities. We have also started developing our methodology to estimate the right-of use assets and
lease liabilities, which is based on the present value of lease payments (the December 31, 2017 future minimum
lease payments were $1.6 million). We do not expect a material change to the timing of expense recognition, but
we are early in the implementation process and will continue to evaluate the impact. We are evaluating our
existing disclosures and may need to provide additional information as a result of adoption of the ASU.

In March 2016, the FASB amended the Revenue from Contracts with Customers topic of the Accounting Standards
Codification to clarify the implementation guidance on principal versus agent considerations and address how an
entity should assess whether it is the principal or the agent in contracts that include three or more parties. The
amendments will be effective for the Company for reporting periods beginning after December 15, 2017. The
Company does not expect these amendments to have a material effect on its financial statements.

In March 2016, the FASB issued guidance to simplify several aspects of the accounting for share-based payment
award transactions including the income tax consequences, the classification of awards as either equity or
liabilities, and the classification on the statement of cash flows. Additionally, the guidance simplifies two areas
specific to entities other than public business entities allowing them apply a practical expedient to estimate the
expected term for all awards with performance or service conditions that have certain characteristics and also
allowing them to make a one-time election to switch from measuring all liability-classified awards at fair value to
measuring them at intrinsic value. The amendments will be effective for the Company for annual periods
beginning after December 15, 2016 and interim periods within those annual periods. Early adoption is permitted.
The Company does not expect these amendments to have a material effect on its financial statements.

14
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Note 1. Organization and Significant Accounting Policies, Continued

Recently issued accounting pronouncements, continued:

In April 2016, the FASB amended the Revenue from Contracts with Customers topic of the Accounting Standards
Codification to clarify guidance related to identifying performance obligations and accounting for licenses of
intellectual property. The amendments will be effective for the Company for reporting periods beginning after
December 15, 2017. The Company does not expect these amendments to have a material effect on its financial
statements.

In May 2016, the FASB amended the Revenue from Contracts with Customers topic of the Accounting Standards
Codification to clarify guidance related to collectability, noncash consideration, presentation of sales tax, and
transition. The amendments will be effective for the Company for reporting periods beginning after December 15,
2017. The Company does not expect these amendments to have a material effect on its financial statements.

In June 2016, the FASB issued guidance to change the accounting for credit losses and modify the impairment
model for certain debt securities. The amendments will be effective for the Company for reporting periods
beginning after December 15, 2020. Early adoption is permitted for all organizations for periods beginning after
December 15, 2018.

The Company will apply the amendments to the ASU through a cumulative-effect adjustment to retained earnings
as of the beginning of the year of adoption. While early adoption is permitted beginning in first quarter 2019, we
do not expect to elect that option. We are evaluating the impact of the ASU on our consolidated financial
statements. We expect the ASU will result in an increase in the recorded allowance for loan losses given the change
to estimated losses over the contractual life of the loans adjusted for expected prepayments. The majority of the
increase results from longer duration portfolios. In addition to our allowance for loan losses, we will also record
an allowance for credit losses on debt securities instead of applying the impairment model currently utilized. The
amount of the adjustments will be impacted by each portfolio’s composition and credit quality at the adoption
date as well as economic conditions and forecasts at that time.

In August 2016, the FASB amended the Statement of Cash Flows topic of the Accounting Standards Codification
to clarify how certain cash receipts and cash payments are presented and classified in the statement of cash flows.
The amendments will be effective for the Company for fiscal years beginning after December 15, 2017 including
interim periods within those fiscal years. Early adoption is permitted. The Company does not expect these
amendments to have a material effect on its financial statements.

In October 2016, the FASB amended the Consolidation topic of the Accounting Standards Codification to revise
the consolidation guidance on how a reporting entity that is the single decision maker of a variable interest entity
(VIE) should treat indirect interests in the entity held through related parties that are under common control with
the reporting entity when determining whether it is the primary beneficiary of that VIE. The amendments will be
effective for the Company for fiscal years beginning after December 15, 2016 including interim periods within
those fiscal years. Early adoption is permitted. The Company does not expect these amendments to have a
material effect on its financial statements.
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Note 1. Organization and Significant Accounting Policies, Continued

Recently issued accounting pronouncements, continued:

In December 2016, the FASB issued technical corrections and improvements to the Revenue from Contracts with
Customers Topic. These corrections make a limited number of revisions to several pieces of the revenue
recognition standard issued in 2014. The effective date and transition requirements for the technical corrections
will be effective for the Company for reporting periods beginning after December 15, 2017. The Company will
apply the guidance using a full retrospective approach. The Company does not expect these amendments to have
a material effect on its financial statements.

In January 2017, the FASB issued guidance to clarify the definition of a business with the objective of adding
guidance to assist entities with evaluating whether transactions should be accounted for as acquisitions (or
disposals) of assets or businesses. The amendment to the Business Combinations Topic is intended to address
concerns that the existing definition of a business has been applied too broadly and has resulted in many
transactions being recorded as business acquisitions that in substance are more akin to asset acquisitions. The
guidance will be effective for the Company for reporting periods beginning after December 15, 2017. Early
adoption is permitted. The Company does not expect these amendments to have a material effect on its financial
statements.

In January 2017, the FASB amended the Goodwill and Other Topic of the Accounting Standards Codification to
simplify the accounting for goodwill impairment for public business entities and other entities that have goodwill
reported in their financial statements and have not elected the private company alternative for the subsequent
measurement of goodwill. The amendment removes Step 2 of the goodwill impairment test. A goodwill
impairment will now be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed
the carrying amount of goodwill. The effective date and transition requirements for the technical corrections will
be effective for the Company for reporting periods beginning after December 15, 2020. Early adoption is
permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The
Company does not expect these amendments to have a material effect on its financial statements.

In February 2017, the FASB amended the Other Income Topic of the Accounting Standards Codification to clarify
the scope of the guidance on nonfinancial asset derecognition as well as the accounting for partial sales of
nonfinancial assets. The amendments conform the derecognition guidance on nonfinancial assets with the model
for transactions in the new revenue standard. The amendments will be effective for the Company for reporting
periods beginning after December 15, 2017. The Company does not expect these amendments to have a material
effect on its financial statements.

In March 2017, the FASB amended the requirements in the Compensation—Retirement Benefits Topic of the
Accounting Standards Codification related to the income statement presentation of the components of net
periodic benefit cost for an entity’s sponsored defined benefit pension and other postretirement plans. The
amendments will be effective for the Company for interim and annual periods beginning after December 15, 2017.
Early adoption is permitted. The Company does not expect these amendments to have a material effect on its
financial statements.
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Note 1. Organization and Significant Accounting Policies, Continued

Recently issued accounting pronouncements, continued:

In March 2017, the FASB amended the requirements in the Receivables—Nonrefundable Fees and Other Costs
Topic of the Accounting Standards Codification related to the amortization period for certain purchased callable
debt securities held at a premium. The amendments shorten the amortization period for the premium to the
earliest call date. The amendments will be effective for the Company for interim and annual periods beginning
after December 15, 2018. Early adoption is permitted. The Company does not expect these amendments to have
a material effect on its financial statements.

In May 2017, the FASB amended the requirements in the Compensation—Stock Compensation Topic of the
Accounting Standards Codification related to changes to the terms or conditions of a share-based payment award.
The amendments provide guidance about which changes to the terms or conditions of a share-based payment
award require an entity to apply modification accounting. The amendments will be effective for the Company for
annual periods, and interim periods within those annual periods, beginning after December 15, 2017. Early
adoption is permitted. The Company does not expect these amendments to have a material effect on its financial
statements.

In February 2018, the FASB Issued (ASU 2018-02), Income Statement (Topic 220): Reclassification of Certain Tax
Effects from Accumulated Other Comprehensive Income, which requires Companies to reclassify the stranded
effects in other comprehensive income to retained earnings as a result of the change in the tax rates under the
Tax Cuts and Jobs Act. The Company has opted to early adopt this pronouncement by retrospective application
to each period (or periods) in which the effect of the change in the tax rate under the Tax Cuts and Jobs Act is
recognized. The impact of the reclassification from other comprehensive income to retained earnings is
approximately $44,000.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are
not expected to have a material impact on the Company’s financial position, results of operations or cash flows.

Note 2. Restrictions on Cash and Due from Banks
The Bank is required by regulation to maintain average cash reserve balances, computed by applying prescribed
percentages to its various types of deposits, either at the Bank or in an account maintained with the Federal

Reserve Bank. The average amounts of the cash reserve balances required at December 31, 2017 and 2016 were
approximately $56,000 and $878,000, respectively.

17



T — T Y e W VT ey
GrandSouth Bancorporation and Subsidiary

Notes to Consolidated Financial Statements

December 31, 2017 and 2016

Note 3. Investment Securities

The aggregate amortized cost and estimated fair values of securities, as well as gross unrealized gains and losses
of securities were as follows:

_ December 31
2017 2016
Gross Gross Gross Gross
unrealized unrealized Estimated unrealized unrealized Estimated
Amortized holding holding fair Amortized holding holding fair
cost gains losses value cost gains losses value

(Dollars in thousands)
Available-for-sale
Government-sponsored

enterprises (GSEs) $ 6,000 $ ) 137 $ 5863 $ 7,000 $ - S 139 § 6,861
State, county and municipal 2,844 - 32 2,812 6,716 50 64 6,702
Mortgage-backed securities

Issued by GSEs 12,902 29 166 12,765 12,144 49 213 11,980

Total $ 21,746 S 29 §$ 335 $ 21440 S 25860 $ 99 § 416 S 25,543

Securities issued by government-sponsored enterprises include debt instruments issued by the Federal Home
Loan Banks, Federal Home Loan Mortgage Company, and the Federal National Mortgage Association. The
amortized cost and estimated fair value of securities by contractual maturity are shown below. Expected
maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalities.

Available-for-sale
Amortized Estimated
cost fair value
(Dollars in thousands)

Due within one year S - S =
Due after one through five years 3,005 2,980
Due after five through ten years 5,184 5,085
Due after ten years 13,557 13,375

S 21,746 S 21,440

The estimated fair values and gross unrealized losses of all of the Company’s investment securities whose
estimated fair values were less than amortized cost as of December 31, 2017 and 2016 which had not been
determined to be other-than-temporarily impaired are presented below. The securities have been aggregated by
investment category and the length of time that individual securities have been in a continuous unrealized loss
position.
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Note 3. Investment Securities, Continued

Continuously in Unrealized Loss Position for a Period of

Less than 12 Months 12 Months or more Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
fair value loss fair value loss fair value loss
Available-for-sale, December 31, 2017: (Dollars in thousands)
Government-sponsored enterprises S - S - S 5863 S 137 $ 5863 $ 137
State, county and municipal securities 694 1 1,683 32 2,377 33
Mortgage-backed securities issued by
GSEs 5,046 29 5,847 136 10,893 165
Total S 5740 $ 30 S 13,393 § 305 § 19,133 S 335
Available-for-sale, December 31, 2016: (Dollars in thousands)
Government-sponsored enterprises S 5861 $ 139 § - S - S 5861 $ 139
State, county and municipal securities 2,802 64 - - 2,802 64
Mortgage-backed securities issued by
GSEs 8,573 213 - - 8,573 213
Total $ 17236 S 416 S - S - 8§ 17236 S 416

The Company individually evaluated the above noted securities that were in an unrealized loss position at
December 31, 2017 and 2016, noting that the securities are primarily in an unrealized loss position due to interest
rate factors and the broader economy in general. Based on this evaluation of these securities, no other-than-
temporary impairment was noted at December 31, 2017 and 2016.

The Bank is a member of the Federal Home Loan Bank of Atlanta (“FHLB”) and, accordingly, is required to own
restricted stock in that institution in amounts that may vary from time to time. The FHLB stock is carried at cost
because it has no quoted market value and no ready market exists. Investment in FHLB stock is a condition of
borrowing from the FHLB, and the stock is pledged to collateralize the borrowings. Dividends received on FHLB
stock are included in other interest income. During 2017, the Bank purchased $590,000 and redeemed $639,000
in FHLB stock. At December 31, 2017 and 2016, the investment in FHLB stock was $1,271,000 and $1,319,000,
respectively.

At December 31, 2017 and 2016, securities with a carrying value of $250,000 were pledged as collateral to secure
FHLB advances, public deposits and other purposes.
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December 31, 2017 and 2016

Note 4. Loans
Loans consisted of the following as of December 31:

2017 2016
(Dollars in thousands)

Commerecial, financial and agricultural S 157,074 S 130,577
Real estate - construction, land development and other land loans 54,580 38,371
Real estate - mortgage 289,029 214,679
Installment loans to individuals 50,711 35,164

Loans, gross 551,394 418,791
Allowance for possible loan losses (7,414) (5,158)

Loans - net ) 543,980 $ 413,633

Variable rate and fixed rate loans totaled $182,296,000 and $369,098,000, respectively, at December 31, 2017.

At December 31, 2017, approximately $36,180,000 of loans were pledged as collateral to secure amounts
borrowed from the FHLB.

The Company has purchased a portfolio of student loans with a carrying value of $43,500,000 and $30,219,000 at
December 31, 2017 and 2016, respectively. The carrying value and accrued interest of these loans is 98%

guaranteed by the issuing guarantee agency. These loans are included above in Installment loans to individuals.

Credit quality:

The following table summarizes delinquencies and nonaccruals, by portfolio class, as of December 31, 2017.

Real estate -
construction,
Commercial, land
financial development Installment
and and other Real estate- loans to
_agricultural land loans mortgage individuals Total

(Dollars in thousands)

30-59 days past due $ 43 S - S -5 1,342 $ 1,385
60-89 days past due 58 - 66 1,597 1,721
90 days, still accruing - - - 3,417 3,417
Nonaccrual 476 - 1,268 - 1,744
Total past due and nonaccrual 577 - 1,334 6,356 8,267
Current 156,497 54,580 287,695 44,355 543,127

Total loans ) 157,074 $ 54,580 $ 289,029 $ 50,711 S 551,394
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Note 4. Loans, Continued

Credit quality, continued:

Of the amounts listed above, $1,317,000 of the 30-59 days past due, $1,561,000 of the 60-89 days past due and
$3,417,000 of the greater than 90 days past due, still accruing are 98% guaranteed as to principal and interest by
the issuing guarantee agency, and therefore have continued to be accounted for as accruing loans. After 270 days
of the borrower’s default, the third-party loan servicer will file a claim. The guarantee payment will be for the
guaranteed percentage of principal and interest through the date the claim is paid.

The following table summarizes delinquencies and nonaccruals, by portfolio class, as of December 31, 2016.

Real estate -
construction,
Commercial, land
financial development Installment
and and other Real estate- loans to
_agricultural land loans mortgage individuals Total

(Dollars in thousands)

30-59 days past due ) 18 § 1,070 S 614 S 2,070 $ 3,772
60-89 days past due - - 1,140 938 2,078
90 days, still accruing - - - 4,627 4,627
Nonaccrual 1,117 78 1,975 - 3,170
Total past due and nonaccrual 1,135 1,148 3,729 7,635 13,647
Current 129,442 37,223 210,950 27,529 405,144

Total loans S 130,577 S 38,371 S 214,679 $ 35,164 S 418,791

Of the installment loans to individuals listed above, $2,067,000 of the 30-59 days past due, $910,000 of the 60-89
days past due and $4,627,000 of the greater than 90 days past due, still accruing are 98% guaranteed as to
principal and interest by the issuing guarantee agency, and therefore have continued to be accounted for as
accruing loans. After 270 days of the borrower’s default, the third-party loan servicer will file a claim. The
guarantee payment will be for the guaranteed percentage of principal and interest through the date the claim is
paid.

The gross interest income that would have been recorded under the original terms of the nonaccrual loans was
$227,000 and $152,000 for 2017 and 2016, respectively.

As part of the loan review process, loans are given individual credit grades, representing the risk the Company
believes is associated with the loan balance. Credit grades are assigned based on factors that impact the
collectability of the loan, the strength of the borrower, the type of collateral, and loan performance. Commercial
loans are individually graded at origination and credit grades are reviewed on a regular basis in accordance with
our loan policy. Consumer loans are assigned a “pass” credit rating unless something within the loan warrants a
specific classification grade.
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Note 4. Loans, Continued

Credit quality, continued:

The following table summarizes management’s internal credit risk grades, by portfolio class, as of
December 31, 2017.

Real estate -
construction,
Commercial, land
financial development Installment
and and other Real estate- loans to
agricultural land loans mortgage individuals Total
(Dollars in thousands)
Grade 1 — Minimum risk S 196 S - S -8 232§ 428
Grade 2 — High quality 1,151 - 335 10 1,496
Grade 3 — Above average 1,100 59 5,927 32 7,118
Grade 4 — Average 20,187 9,738 84,793 962 115,680
Grade 5 — Acceptable 131,947 43,293 183,213 49,409 407,862
Grade 6 — Watch list 1,421 1,066 4,370 56 6,913
Grade 7 — Substandard 1,072 424 10,391 10 11,897
Total loans S 157,074 S 54,580 S 289,029 S 50,711 $ 551,394

The following table summarizes management’s internal credit risk grades, by portfolio class, as of
December 31, 2016.

Real estate -
construction,
Commercial, land
financial development Installment
and and other Real estate- loans to
agricultural land loans mortgage individuals Total
(Dollars in thousands)
Grade 1 — Minimum risk S 93 § -5 - S 165 $ 258
Grade 2 — High quality 108 - 355 - 463
Grade 3 — Above average 1,466 - 12,262 34 13,762
Grade 4 — Average 15,784 13,890 62,567 508 92,749
Grade 5 — Acceptable 111,329 18,966 123,267 34,450 288,012
Grade 6 — Watch list 397 1,755 9,364 2 11,518
Grade 7 — Substandard 1,400 3,760 6,864 5 12,029
Total loans S 130,577 $ 38371 S 214,679 S 35,164 S 418,791
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Note 4. Loans, Continued

Credit quality, continued:

At December 31, 2017 and 2016, approximately 97% and 94%, respectively, of the loan portfolio, had a credit
grade of Acceptable or better. For loans to qualify for this grade, they must be performing relatively close to
expectations, with no significant departures from the intended source and timing of repayment. Loans totaling
$6.9 million and $11.5 million were classified as watch list at December 31, 2017 and 2016, respectively. This
classification is utilized for loans with an elevated credit risk to borrowers with an adequate credit history and
financial strength and are experiencing declining trends (e.g., financial, economic, or industry specific). Loans are
designated as such in order to be monitored more closely than other credits in the loan portfolio. At December 31,
2017 and 2016, substandard loans totaled $11.9 million and $12.0 million, respectively. This classification is
employed when loans are inadequately protected by the current sound worth and paying capacity of the borrower
or of the collateral pledged; have well-defined weaknesses that jeopardize the liquidation of the loan; and there
is a distinct possibility that the Company will sustain some loss if the deficiencies are not corrected.

The following tables summarize information relative to impaired loans individually evaluated for impairment, by
portfolio class, at December 31, 2017 and 2016. The recorded investment in impaired loans is the unpaid princi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>