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“One person said to me, 'I have a list of 300 potentially attractive stocks,
and I constantly watch them, waiting for just one of them to become cheap
enough to buy.' Well, that's a reasonable thing to do. But how many people
have that kind of discipline? Not one in 100.” — Charlie Munger
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Editorial note: | decided to try something different with this issue and use more of a running
narrative format rather than break it up into sections. I also decided not to spread all the
financials and instead rely on snapshots from the FDIC website and Excel tables/charts where
appropriate. I’ll call this the Scuttleblurb style of analysis after the newsletter of the same name.
Let me know what you think.

Thomasville Bancshares
(Ticker: THVB | Disclosure: None)

Fintwit alerted me to THVB, a microcap bank based in Thomasville, —“—NB Thomasville
Georgia. Colarion LLC (@colarion) posted a link to the company’s National Bank
annual meeting with the comment that the president of the bank was
“boring his audience to tears” giving a lecture on how to run a great
bank. The words simple and boring are exactly what I look for in ‘||—NB §1NANC'AL
banks.

ERVICES

There isn’t a ton of publicly available information on the company.
THVB isn’t required to report quarterly to the SEC. Apparently it ST. SIMONS BANK & TRUST
doesn’t even need to file Qs or Ks with the FDIC. It does file call

reports, which, together with the bank’s annual reports and a couple
of audits, provided enough material for me to conclude it was worth TALLAHASSEE

writing up. Even if there’s not enough information to make a strong NATIONAL BANK
buy decision, getting to know a bank like THVB is worth the time.

At 3.00x book value it’s not cheap but I think it’s worth adding to the Watchlist.


https://twitter.com/colarion
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Thomasville Bancshares was founded in 1995 in Thomasville, Georgia. Among those founding
the bank are current CEO, Stephen Cheney, and current President, Charles “Bert” Hodges. Their
vision was to create a true community bank that differentiated itself from competitors. Cheney
and Hodges reflected on what they sought to do then and continue to do today during a 25"
anniversary chat recorded in 2020. In short, they sought to go back to the roots of banking with
loan officers empowered to make decisions locally and based on values such as a borrower’s
character and reputation. Cheney called it the “soft side of banking”, which I think has indeed
been lost over the years. As they put it in the 2020 talk, community banks are drawn to look like
the big banks. THVB has intentionally gone in the opposite direction, a strategy that seems to be
paying off as it keeps the bank closer to the customer. They also appear to attract long-time
employees. Many of the names on the older annual reports and even the early SEC filings appear
on the annual report today.

THVB illustrates the importance of defining a relevant market. THVB’s $1.3 billion in deposits
are a rounding error compared to the roughly $20 trillion in bank deposits in the United States.
But look at its market share of deposits in Thomasville, the county seat of Thomas County, home
to some 18,000 residents. There THVB dominates the local market with a nearly 60% market
share. The number two player, $55 billion (assets) Georgia-based Synovus Bank, is way back at
a mere 15%. Truist Bank, a $500 billion (assets) “giant” commands under a 4% share.

Selected Market June 30, 2022
State: County: City: Zip Code:
Qutside of Inside of
GEORGIA THOMAS THOMASVILLE ALL Market Market ———
State/
State Bank Federal No. of Deposits No. of Deposits Market
Institution Name CERT (Hgtrd) Class Charter Offices (3000) Offices ($000) Share
Thomasville National Bank 34068 GA N Federal 2 308,414 2 1,096,414 58.80%
Synovus Bank 873 GA SM State 258 49,262,102 3 272,888 14.63%
Tc Federal Bank 29331 GA SB Federal 1 118,157 1 242,657 13.019
Ameris Bank 20504 GA NM State 167 19,714,251 1 118,529 6.36%
Truist Bank 9846 NC NM State 217 435,375,132 1 67,868 3.64Y%
The First Bank 34217 MS SM State 87 5,244,089 1 66,310 3.56%
Number of Institutions in the Market: 6 TOTALS 2,632 510,022,145 9 1,864,666 100.00
| 7 l

Source: FDIC

THVB maintains a nice base of $1.2 billion in core deposits, which should serve it well as
funding costs to rise and liquidity becomes harder to come by. Even though the bank boasts an
enviable $500 million in deposits for each of its two in-market branches, its funding cost are in-
line with its peers. This tells us what we already know; that banking is a competitive business
with no direct cost advantage stemming from market share.

Such a market share does, however, allow for leveraging overhead expense. Indeed, we see this
with THVB’s slightly lower occupancy expense and assets per employee some 40% above peer
group at over $11 million per employee.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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FDIC Certificate # 34068 FRB District/ID_RSSD 6 / 2344753 THOMASVILLE NATIONAL BANK; THOMASVILLE, GA Non Int Inc, Exp, Yields
OCC Charter # 22883 County: THOMAS Noninterest Income, Expenses and Yields--Page 3 02/07/2023 03:45:12 PM
Public Report
5Q 12/31/2022 12/31/2021 12/31/2020 12/31/2019 12/31/2018
Trend
Percent of Average Assets BANK PG4 PCT BANK PG4 PCT BANK PG4 PCT BANK PGS PCT BANK PG5 PCT
B Y L T T T T e s
Personnel Expense 1.26 1.38 40 1.28 139 389 137 148 43 | 141 164 31 148 1. 62 37 |
B o o e S S S S S S S S S S
Occupancy Expense ~~ | 018 025 22 0.18 026 20 019 029 17 021 032 19 022 032 20
Other Oper Exp (Incl Intangibles) — /N 068 071 50 065 073 40 068 077 39 | 072 083 36 076 084 40
Total Overhead Expense N 212 235 37 | 212 240 34 224 257 33 | 233 280 25 246 281 30
Overhead Less Nonint Inc /\| 073 1.66 3 0.72 1.55 5 088 161 9 090 2.04 3 094 205 3

Other Income & Expense Ratios:

Efficiency Ratio "N\ 4297 5887 7 4679 5981 12 4578 60.38 7 46.05 63.95 6 46.92 63.60 7
Avg Personnel Exp Per Empl($000) " 14187 10530 86 12559 10313 79 11888 9947 77 11525 84.50 88 10955 81.16 88
Assets Per Employee ($Million) -/ 1139 815 83 1059 826 78 958 764 77 | 817 557 86 771 538 85
FDIC Certificate # 34068 FRB DistrictID_RSSD 6 / 2344753 THOMASVILLE NATIONAL BANK; THOMASVILLE, GA Summary Ratios
OCC Charter # 22883 County: THOMAS Summary Ratios--Page 1 02/07/2023 03:45:12 PM
Public Report
5Q 12/31/2022 12/31/2021 12/31/2020 12/31/2018 12/31/2018
Trend
Earnings and Profitability BANK PG4 PCT ~BANK PG4 PCT BANK PG4 PCT | BANK PGS PCT BANK PG5 PCT

Percent of Average Assets:

Interest Income (TE) 3.97 369 73 34 341 50 4.09 379 74 483 446 77 464 427 78
N N R R R R S SN N M RN N S S S S S S M M S R S S R S
I Interest Expense 0.42 0.40 59 0.28 025 60 0.55 0.52 56 119 083 82 091 061 82
o o o o e o e e e e e e e e e e e e e I o o e e e e e (R o e e e e e ]
Net Interest Income (TE) 3.55 3.29 74 313 3.15 47 3.54 3.27 71 363 362 51 373 365 57
T 1 T
I+ Noninterest Income 1.39 0.65 91 1.39 0.82 84 1.36 0.91 79 144 071 90 152 071 91
R R S S R N RN N NN SN R R S R S R S S R S S M S N S R S R R S S R S
- Noninterest Expense 212 235 37 212 240 34 224 257 KX 233 280 25 246 281 30
Pre-Provision Net Revenue (TE) 281 1.64 93 241 162 90 2.66 1.69 92 273 158 95 278 160 96
- Provision: Loan & Lease Losses 0.46 009 97 0.22 005 91 043 031 75 023 012 83 021 011 81
- Provision: Credit Loss Oth Assets N/A 0.01 NA N/A  -0.01 NA N/A 0.00 N/A N/A 000 NA N/A 000 NA
Pretax Operating Income (TE) 2.35 155 91 2.18 157 87 223 1.36 91 250 145 95 257 147 96
+ Realized Gains/Losses Sec -0.18  -0.01 2 0.00 0.01 49 0.00 0.03 KX] 0.00 0.01 51 0.00 0.00 74
+ Unrealized Gains / Losses Equity Sec 000 000 93 000 000 85 000 000 74 N/A 000 NA N/A 000 N/A
Pretax Net Operating Income (TE) 217 1.53 88 218 159 86 223 1.40 90 250 147 94 257 147 96
Net Operating Income 1.70 1.23 87 1.70 127 83 1.75 1.13 a8 197 122 90 200 122 92
Net Inc Attrib to Min Ints 0.00 0.00 97 0.00 000 96 0.00 0.00 96 0.00 0.00 98 0.00 0.00 98
Net Income Adjusted Sub S 1.70 1.18 90 1.70 123 87 1.75 1.09 91 197 115 95 200 1.14 96
I———————————————————————————————————————————————————
Net Income 1.70 1.23 87 1.70 127 83 1.75 1.13 88 197 122 90 200 122 92

Because this table expresses items in terms of percentage

of average assets, net income represents after tax ROA.

Next, I’ll turn to Exhibit B, which is, I think, THVB’s real source of above average earning
power. The bank’s non-interest income as a percentage of assets was double its peer group in
2022 and has been consistently around 1.40% of assets. I’'m always suspicious of this number as
it can hide a lot, from bank overdraft charges, fees, and one-time items. THBV’s is consistent
and it stems from its asset management business, TNB Financial Services.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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In 2021, THVB earned $15.6 million from its financial services unit, which managed some $3.9
billion. Doing the math its earnings come out to 0.40% of AUM, a number that seems reasonable
considering the hands-on nature of the trust services they provide. I have conflicting feelings
about this type of business. On the one hand it lends itself to asset gathering in the name of
earning higher fees and can result in a fiduciary that’s not really acting in the best interests of
clients. On a less cynical note, these fees could be at risk as the industry continues to reduce fees.
On the other hand, such services, especially in a smaller community, are vitally important to the
long-term health of that community.

In some ways THVB reminds me of Gene Abegg’s Illinois National Bank and Trust of
Rockford, Illinois (a bank at one time owned by Berkshire Hathaway). Rockford Bank had a
long track record of superior returns on assets and it too had a trust department.

In addition to the two branches in Thomasville, THVB has a branch in St. Simons, a semi-
contiguous island on the Atlantic coast of Georgia, about 3 hours east of Thomasville. It
established the branch in 2010 and does business under the name of St. Simon Bank & Trust.
Here it has the #3 spot in deposit market share behind Truist and Synovus. See below.

Selected Market June 30, 2022
State: County: City: Zip Code:
GEORGIA GLYNN SAINT SIMONS ISLAND ALL Outside of Inside of
Market Market
State/
State Bank Federal No. of Deposits No. of Deposits Market
Institution Name CERT (Hqtrd) Class Charter Offices ($000) Offices ($000) Share
Truist Bank 9846 NC NM State 217 434,881,466 1 561,534 37.70%
Synovus Bank 873 GA SM State 259 49,363,484 2 171,506 11.51%
1 Thomasville National Bank 34068 GA N Federal 3 1,264,557 1 140,271 9.42% I

—————————————— — e PR R PRy S ey S———— _——
Bank of America, National Association 3510 NC N Federal 3,904 1,963,912,708 1 128,152 8.60%
Wells Fargo Bank, National Association 3511 sD N Federal 4,765 1,441,925,897 1 108,103 7.26%
Primesouth Bank 5694 GA NM State 7 922,986 1 97 466 6.54%
United Community Bank 16889 sC NM State 187 21,080,430 1 91,613 6.15%
South Coast Bank & Trust 16283 GA NM State 1 129,586 1 60,749 4.08%
Ameris Bank 20504 GA NM State 167 19,774,646 1 58,134 3.90%
Bank Ozk 110 AR NM State 231 19,940,972 1 43,215 2.90%
Southeastern Bank 5685 GA NM State 9 572,721 1 28,743 1.93%
Number of Institutions in the Market: 11 TOTALS 11,650 3,953,769,453 12 1,489,486 100.00

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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THVB’s fourth branch is located in Tallahassee, Florida, about 45 minutes south, a market in
which it ranks 11™. This branch opened in 2020 under the name Tallahassee National Bank.

Selected Market June 30, 2022
State: County: City: Zip Code:
FLORIDA LEON TALLAHASSEE ALL Outside of Inside of
State/
State Bank Federal No. of Deposits No. of Deposits Market

Institution Name CERT (Hqtrd) Class Charter Offices ($000) Offices ($000) Share

Wells Fargo Bank, National Association 3511 sD N Federal 4,760 1,440,026,746 6 2,007,254 21.81%
Capital City Bank 9622 FL SMm State 48 2426410 14 1,412,338 15.35%
Bank of America, National Association 3510 NC N Federal 3,900 1.962,700,575 5 1,340,285 14.56%
Truist Bank 9846 NC NM State 21 434,209,007 7 1,233,993 13.41%
Prime Meridian Bank 58694 FL NM State 2 143,987 2 641,498 6.97%
Hancock Whitney Bank 12441 MS NM State 177 29,512,916 3 444712 4.83%
Regions Bank 12368 AL SM State 1.290 139,147,677 4 415,323 4.51%
The First Bank 34217 MS SM State 82 4,922,506 6 387,893 4.22%
Centennial Bank 11241 AR SMm State 224 19,558,617 6 378,067 411%
Synovus Bank 873 GA SMm State 257 49,173,974 4 361,016 3.92%

| Thomasville National Bank 34068 GA N Federal 3 1,236,685 1 168,143 1.83% I

Tc Federal Bank 20331 GA SB Federal 1 242,657 1 118,157 1.28%
Ameris Bank 20504 GA NM State 167 19,720,184 1 112,596 1.22%
Jpmorgan Chase Bank, National Association 628 OH N Federal 4,816 2,128,391,344 2 70,656 0.77%
American Commerce Bank, National Association 57686 GA N Federal 3 317,252 1 47 479 0.52%
Peoplessouth Bank 21292 GA NM State 29 946,118 2 45,885 0.50%
Midsouth Bank 2777 AL NM State 1 556,405 1 16,978 0.18%
Number of Institutions in the Market: 17 TOTALS 17.881 6,233,233,060 66 9,202,273 100.00

Not surprisingly, THVB’s loan book is heavy on real estate, making up 79% of the $1.3 billion
gross loan figure. Loans grew from $732 million in 2018, a 15% CAGR. The mix then was
roughly the same so we can conclude that no major changes occurred in the bank’s strategy.

Individuals
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Other
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residential
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11%
THVB 2022
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$1.27 billion o0
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1%
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Related to strategy, | find it interesting that THVB employs a decentralized model of running the
bank. Contrary to Hingham Institution for Savings (HIFS | Disclosure: Long) which
centralizes all credit decisions (not even the president of the bank can make a loan without
executive committee sign off), THVB pushes decisions to its lenders and branches (I don’t know
individual loan officer limits or when credit decisions have to go higher up, which they surely do
at some point, but the bank prides itself on this point).

One fact I’ll put in the negative category is the level of insider loans. Again, | like the Hingham
model of eliminating the risk rather than mitigating it. At the end of 2021 (the latest audit
available) the bank had $21 million of insider loans. That represents 1.7% of total loans and 16%
of bank capital. This is more worrisome considering that, according to the bank’s CFO on a
phone call with me, the bank doesn’t have a controlling shareholder. From what I can tell it is
closely held within employees and the local community. But I consider it a negative not to have
insiders with lots of obvious skin in the game. | should note that the latest proxy on file in 2007,
listed the CEO owning 5% of the bank and the president owning 3%. Insiders in total owned
28% of shares.

A contra fact here is the bank’s history of loan losses. The bank prides itself on putting credit
quality first, and I’d conclude based on its history that it has been successful on that front. Still,
banks that fail do well and good until they fall off a cliff, so it’s something that would have to be
monitored very closely. Changes in management, loan strategy, expansion, etc. could be red
flags that the loan book is going to blow up.

THOMASVILLE BANCSHARES
NET CHARGE OFFS % AVG LOANS

2.50% CHARGE OFF RATE
ALL COMMERCIAL BANKS
REAL ESTATELOANS ———

CHARGE OFF RATE
__—ALL COMMERCIAL BANKS
- ALL LOANS

2.00%
1.50%

1.00%

0.50%

0.00% - E—nfm N @ @ § @ @ m;*:::;_”'—”"m}ﬁ@_;ﬂ

[
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SOURCES: FDIC AND FRED DATA

Another important asset to examine is the securities portfolio. Lots of banks these days are
finding themselves with headaches, if not in trouble, because the value of their longer duration
fixed income portfolio declined when interest rates rose. Whether or not the change in value is
run through the income statement or counted for capital purposes, from an economic standpoint
the damage is real.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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THVB is okay on this front. The bank had no held-to-maturity securities on its book at year end
2022, and the available-for-sale book was just 10.4% of assets. 100% of the portfolio was in
Treasuries or Agencies at the end of 2022. And based on the 2021 audited financial statements
the entire book was due in three years or less.

Capital allocation at THVB appears simple and straightforward based on available data. In 2011
the bank had 5.6 million shares outstanding, a number that’s risen to 6.0 million in 2021 (0.70%
CAGR). Equity capital in 2011 was $41 million and stood at $130 million at the end of 2022.
The delta is dividends which have been paid out at about a 45-50% rate over that time.

Judging by the bank’s history going back 20 years it’s been successful in earning solid returns on
assets and equity. What’s more, the bank appears to be getting better, with a clear step-up in
returns beginning after the Great Recession, and again beginning in 2018. Today it earns, cleanly
(i.e., without returns boosted by asset sales or unusual items), about 1.75% on assets and 20% on
equity.

THOMASVILLE BANCSHARES
3.00% RETURN ON ASSETS & EQUITY 25.0%

2:50% 20.0%
" -]

2.00%
15.0%
1.50%
10.0%

1.00%

5.0%
0.50% °

0.00% 0.0%

207 402 020 50\ g01® T HN® NP N NP 0N OV G0N0 00 509 dFT 0 4007 aO* (0 (o

EmROA —ROE SOURCE: FDIC

We come to the $400 million question (THVB’s current market cap): What’s it worth? My
general rule of thumb, if you could call it that, is a fair value of a bank is 10x its ROA. In the
case of THVB that means 1.75x book value or about $225 million. That’s about 45% below its
current price in the market. Then again, if the bank can continue to earn 20% ROE it could pay
out 75% of earnings of about $20 million and still grow at 5%. Such a bank might be worth 20x
earnings, which is $400 million. Considering the lack of fully available disclosures I wouldn’t be
comfortable paying such a price for THVB. But looking at its long history of good returns and
conservative credit standards | could see paying a modest premium. It’s thinly traded too. An
average of about 1,000 shares trades daily.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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Bank of South Carolina

(Ticker: BKSC | Disclosure: None) L%Qa[]ﬁ%&u% @a/wé}m

BKSC is a great example proving that a bank need not be large to generate good returns for its
shareholders. This South Carolina-based bank had $650 million in assets at the end of 2022 and
has a current market cap of just $92 million. In other words, it’s tiny. And yet it’s been able to
generate consistent low-double-digit returns on equity without undue leverage.

I wouldn’t consider BKSC a great bank but it’s a pretty good one worth keeping on your radar.

The Bank of South Carolina is headquartered in Charleston, South Carolina with five branches
within a ten-mile radius. A sixth branch is slated to open in June 2023. Charleston appears to be
a vibrant area, with Boeing, Volvo, and Mercedes operating in the area.
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Bank of South Carolina
9 aroling Bank of South

BKSC’s branches are all within a 10-mile radius of Charleston. SC

The bank was founded in 1986 by Hugh Lane, Jr. and a group of local businessmen. | like that
Lane still owns nearly 15% of the bank, with insiders in total owning just shy of 30%. The
company’s ESOP plan owns 6.5%. | also like that board members were paid $10,000 or less for
their service as directors, and that management isn’t overcompensated. Lane took home a salary
of $320 thousand in 2021 and had total comp of $369 thousand. In January 2023, the bank
announced that longtime President and CEO, Fleetwood Hassell, would retire at the end of
September 2023. Succeeding Hassell is the bank’s 38-year-old CFO, Eugene Walpole, 1V, who
has been with the BKSC since 2012.

Unlike Thomasville Bancshares above, BKSC is a tiny player in its market — at least according to
FDIC data. It has a tiny 3% share of the $12 billion deposits in the City of Charleston. And yet
its cost of funds was just 0.15% in 2022. This compares to its peer group (assets) average of
0.56%. From what I can tell deposits in Charleston aren’t abnormally inexpensive. First Capital
Bank, a $566 million SC-based bank with one of its four branches in Charleston, had funding
costs of 1.15%. Beacon Community Bank, a two-branch, $500 million asset bank had a 0.94%
cost of funds. Clearly, I’'m missing something.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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Selected Market June 30, 2022
State: County: City: Zip Code:
SOUTH CAROLINA CHARLESTON CHARLESTON ALL Outsido of Insido of
State/
State Bank Federal No. of Deposits No. of Deposits Market

Institution Name CERT (Hqtrd) Class Charter Offices ($000) Offices ($000) Share

Wells Fargo Bank, National Association 351 sD N Federal 4,758 1,439,773,063 8 2,260,937 19.29%
Bank of America, National Association 3510 NC N Federal 3,899 1,961,935,299 6 2,105,561 17.96%
Southstate Bank, National Association 33555 FL N Federal 280 37.277.612 9 1,679,472 14.33%
Truist Bank 9846 NC NM State 2,114 434,048,499 4 1,394,501 11.90%
Synovus Bank 873 GA sM State 257 48,723,307 4 811,683 6.92%
First-Citizens Bank & Trust Company 11063 NC NM State 581 88,880,711 5 552,884 4.72%
TD Bank, National Association 18409 DE N Federal 1,158 355,994,642 4 363,773 3.10%
Southern First Bank 35295 sC NM State 1" 2,534,640 1 356,266 3.04%
The Bankof Souh Coots e e o 22 e e S e e 2252 e e o 207 e 25
Servisfirst Bank 57993 AL NM State 22 11,461,636 1 324,639 277%
United Bank 22858 VA SM Slate 219 22,967,254 3 279,463 2.38%
First Capital Bank 34966 sC NM State 3 156,845 1 238,215 2.03%
Pinnacle Bank 35583 TN NM State 120 32,547,530 4 214,141 1.83%
Beacon Community Bank 59106 sC NM State 2 169,328 1 212,994 1.82%
Regions Bank 12368 AL SM State 1,293 139,437,322 1 125,678 1.07%
PNC Bank, National Association 6384 DE N Federal 2614 446,561,703 1 119,344 1.02%
United Community Bank 16889 sC NM State 187 21,074,905 1 97,138 0.83%

The bank has generated consistent ROAs and ROEs over the past twenty years, including during
2009 with the Great Recession.

BANK OF SOUTH CAROLINA

3.00% RETURN ON ASSETS & EQUITY 20.0%
18.0%
2:50% 16.0%
2.00% 14.0%
12.0%

1.50% 10.0%

8.0%
1.00%
° 6.0%
4.0%
0.50% °

2.0%

0.00%
2077 702 900 90N? 0\® N1 (A8 LN GO 10NP AT N GO0 007 00 T 00 0 a0 00 o0
EmROA ——ROE

0.0%

SOURCE: FDIC

The steady decline in ROA between 2019 and 2022 jumps out. A closer look reveals the culprit
to be a decline in net interest income, specifically a result of lower interest income. There’s not
enough detail in the 2021 annual report or elsewhere to conclusively say the reason for BKSC’s
NIM going down, but it appears consistent with the market, at least until 2022.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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as % avg assets 2022 2021 2020 2019 2018
Interest income 3.06% 3.36% 3.86% 4.59% 4.41%
Interest expense 0.05% 0.03% 0.06% 0.19% 0.16%

BKSC net interest income  3.01% 3.33% 3.79% 4.41% 4.25%

Peer group NIM 3.68% 3.52% 3.94% 4.46% 4.27%

BKSC & PEER GROUP
NET INTEREST INCOME

5.00%
4.50%
4.00%
3.50%
3.00%
2.50%
2022 2021 2020 2019 2018
= BKSC net interest income == Peer group NIM
FDIC Certificate # 26912 FRB District/ID_RSSD 5/ 246022 BANK OF SOUTH CAROLINA, THE; CHARLESTON, SC Summary Ratios
OCC Charter # 0 County: CHARLESTON Summary Ratios--Page 1 02/20/2023 12:44:35 AM
Public Report
5Q 12/31/2022 12/31/2020 12/31/2018
Trend
Earnings and Profitability BANK PG5 PCT BANK PG5 PCT BANK PG5 PCT
Percent of Average Assets:
Interest Income (TE) N— 306 368 13 3.86 3.94 44 441 427 61
- Interest Expense ~ o005 0.38 1 0.06 0.56 0 016 061 4
Net Interest Income (TE) “e— 301 330 29 379 336 82 425 365 87
+ Noninterest Income 028 057 18 0.76 074 59 039 071 24
- Noninterest Expense | — 1.94 240 22 270 260 57 261 281 39
Pre-Provision Net Revenue (TE) N 135 149 40 1.86 156 72 203 160 81
- Provision: Loan & Lease Losses oo 0.07 10 005 021 12 008 01 41
- Provision: Credit Loss Oth Assets N/A 0.00 N/A N/A 0.00 N/A N/A 000 NA
Pretax Operating Income (TE) N— 137 142 47 1.81 133 82 196 147 84
+ Realized Gains/Losses Sec T 001 001 95 0.00 002 50 0.00 000 80
+ Unrealized Gains / Losses Equity Sec —  0.00 0.00 94 0.00 0.00 90 N/A 000 NA
Pretax Net Operating Income (TE) N— 138 141 49 181 137 80 196 147 84
Net Operating Income N—— 105 118 40 1.38 115 70 165 122 82
Net Inc Attrib to Min Ints T 0.00 0.00 99 0.00 0.00 99 0.00 0.00 98
_Neincami Aﬂ]sﬁd_Sub_S_ N — 105 1.09 47 1.38 106 78 165 114

(

Net Income 1.05 1.18 40

1.38 114 70

1656 122 82

Because this table expresses items in terms of percentage

of average assets, net income represents after tax ROA.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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FDIC Certificate # 26912 FRB District/ID_RSSD 5 / 246022 BANK OF SOUTH CAROLINA, THE; CHARLESTON, SC Non Int Inc, Exp, Yields
OCC Charter # 0 County: CHARLESTON Noninterest Income, Expenses and Yields—-Page 3 02/20/2023 12:44:35 AM
Public Report
5Q 12/31/2022 12/31/2020 12/31/2018
Trend
Percent of Average Assets BANK PG5 PCT BANK PG5 PCT BANK PG5 PCT
Personnel Expense — 123 140 33 180 1.53 78 159 1.62 49
Occupancy Expense \— | 038 02 84 045 029 88 036 0.32 63
Other Oper Exp (Incl Intangibles) \— | 034 073 2 045 076 7 066 0.84 26
Total Overhead Expense N 194 240 22 270 260 57 261 281 39
Overhead Less Nonint Inc N—/_ 166 1.80 38 194 181 58 222 205 62
Other Income & Expense Ratios:
T Ty e P P
I Efficiency Ratio 7N 5894 6164 41

5021 6270 37 |5287 6395 15 5617 6360
Avg Personnel Exp Per Empl($000) N 10047 9210 69 11545 8817 85 9276 8450 87.14 81.16 ss

Assets Per Employee ($Million) T\ 807 690 74 700 634 68 543 538 60

I don’t see anything unusual in BKSC’s loan book. As with many banks its size the portfolio is
concentrated in real estate.

Individuals
Commercial and 1%

Non-farm non- industrial Oth
residential 15% e
26% 1%

Construction

BKSC 2022 13%
Loan Book Farmland
$332 million 0%

Multifamily
3%

1-4 Family

residential
41%
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The bank’s history of loan losses suggests its management knows what it’s doing.

BANK OF SOUTH CAROLINA
NET CHARGE OFFS % AVG LOANS

2.50% ALL COMMERCIAL BANKS
CHARGE OFF RATE
ALL COMMERCIAL BANKS — ALL LOANS

REAL ESTATE LOANS

2.00%

1.50%

1.00%

0.50%

0.00%
208 408 2020 101?108 0N (0N® P oM G0N GV N 0N 0 0P BT (98 (0% o (o j?
SOURCES: FDIC AND FRED DATA

Over the past few years BKSC has seen an outsize increase in deposits compared to loans.
Between 2018 and 2022, deposits grew from $383 million to $600 million, a +12% CAGR. Over
the same period loans grew from $272 million to $327 million, a +4.7% CAGR. Where did the
deposits end up? In the investment portfolio, specifically in Treasuries/Agencies, which swelled
from $91 million in 2018 to $225 million in 2022.

That’s all well and good. But what stuck out at me was the inconsistency of the statement below
from the 2021 letter to shareholders speaking of avoiding risk with it excess deposits and the fact
that it reported AOCI losses of $20 million in 2022.

The Bank's deposit growth continued during 2021
increasing 32% from 2020. The challenge of properly
investing excess liquidity continues. To manage this,
we have expanded our Investment Portfolio by $77
million year-over-year

We appear to be heading into a different
interest rate environment, as the Federal Reserve

considers making rate changes this year and beyond.
From BKSC 2021 letter to shareholders.
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=
Here’s the detail from the 3Q22 filing:
September 30, 2022
Gross r Gross
Amortized Unrealized | Unrealized | Estimated Fair
Cost Gains Losses 1 Value
U.S. Treasury Notes $ 180,427,400 $ — 15 (13,114,300) I8 167,313,100
Government-Sponsored Enterprises 66,138,873 —1 (10,797,720) | 55,341,153
Municipal Securities 51,055,152 34 1 (4,322,796) 46,732,390
Total $ 297621425 § 34 1 (28.234.816) |3 269,386,643
| "
December 31, 2021
Gross Gross
Amortized Unrealized Unrealized Estimated Fair
Cost Gains Losses Value
U.S. Treasury Notes $ 101,269,851  § 68,848 § (1,276,399) $ 100,062,300
Government-Sponsored Enterprises 76,355,720 275,123 (1,909,834) 74,721,009
Municipal Securities 37,421,880 335,912 (193,612) 37,564,180
Total $ 215,047,451  § 679,883 $ (3,379,845) $ 212,347,489

The losses won’t be realized if these investments are indeed held until maturity, but it’s quite
disconcerting to see one-third of equity capital disappear in the course of less than a year.

The hit to equity makes valuation a tad more difficult. Should we ignore the mark-to-market
losses or factor them into our valuation in some way? I don’t think I’d pay more than $70 million
for BSKC, which is 10x my estimate of its earnings power. That’s about 1.8x the now lower
book value of $38 million and about 1.25x its equity prior to the hit from the securities portfolio.

WHAT’S COMING NEXT ISSUE:

The March issue will feature a look at some aggregates companies, including Martin Marietta
Materials, Inc. (MLM), Vulcan Materials (VMC), and a microcap enterprise hidden in America’s
midlands.

As always, | appreciate your thoughts, comments, feedback, and of course recommendations for
companies to look at.

Copyright 2023 by Watchlist Investing, LLC and Adam J. Mead | See important disclaimers on last page.
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Watch

list

As of February 28, 2023

Count: 27

ATCHLIST

Current See
Price Market Cap Issue #

Company Name

Industry

AAON, Inc. Building Products AAON $93  $4,962,452,093 1
Berkshire Hathaway Conglomerate BRK.B $304 $671,032,379,795 14
Hingham Institution for Savings Banking HIFS $282 $605,088,634 1
Monarch Cement Building Products MCEM $109 $411,045,700 2
International Flavors and Fragrances Foods/Seasonings IFF $93 $23,739,530,597 3
McCormick Foods/Seasonings MKC $74 $19,959,009,778 3
Bank7 Banking BSVN $29 $268,662,616 4
Plumas Bancorp Banking PLBC $42 $243,586,598 4
Auburn Bancorp Banking AUBN $24 $85,087,320 5
Waste Management Waste Management WM $150 $61,365,670,726 6
Republic Services Waste Management RSG $129 $40,920,702,473 6
Waste Connections Waste Management ~ WCN $135 $34,679,620,863 6
Boston Beer Company Alcoholic beverages SAM $331 $4,067,324,933 7,12
Constellation Brands Alcoholic beverages STZ $224 $41,397,707,016 7,12
Anheuser-Busch InBev Alcoholic beverages  BUDFF $61 $105,518,695,523 7,12
Heineken Alcoholic beverages  HKHHY $43 $46,747,286,108 7,12
Old Dominion Freight Line Logistics ODFL $344 $37,836,429,638 8
Saia, Inc. Logistics SAIA $271  $7,192,185,565 8
Fastenal Industrial Distributing FAST $52 $29,667,112,253 9
Jack Henry & Associates Banking Software JKHY $166 $12,139,083,138 11
Home Depot Home Improvement HD $296 $301,831,927,679 18
Lowes Home Improvement LOW $206 $124,586,917,145 18
Sherwin-Williams Paint/coatings SHW $223 $57,505,972,502 19
Copart Vehicle remarketing CPRT $71 $33,666,486,845 20
Triumph Financial Banking TFIN $62 $1,416,878,000 21
Thomasville Bancshares Banking THVB $64 $386,276,544 23
Bank of South Carolina Banking BKSC $17 $91,835,330 23

Click here to see the latest Watchlist and Suspect List on Google Sheets.
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About

After nearly two decades as an individual investor, a decade in commercial credit at various banks, and a
few years managing money for friends/family in the background, I decided to go full-time managing
money for clients in 2020. Watchlist Investing is an extension—albeit separate and distinct—of what | do
day-to-day as a practicing capital allocator. Inverting the margin of safety principle, | hope to add value to
readers above and beyond the nominal cost of the newsletter.

My investing style is influenced by my background growing up
in a family of business owners. | followed suit selling firewood
through high school and founding a welding business in college. THE COMPLETE

Looking at stocks as businesses is natural to me. My investing FINANCIAL HISTORY OF

approach rests on fundamental value investing tenets, but it’s °
adapted to suit my style. I'm 100% certain I’'m not the best BerkSI | I re
7

—GUY SPIER

investor or analyst, but | hope to improve over time.

Between 2016 and 2021, | wrote a book on Berkshire Hathaway.
The Complete Financial History of Berkshire Hathaway was and
is my passion project. | hope it brings new shareholders up to

Chronological Analysis

speed on the company and provide a fresh look to longtime -_— of

shareholders, in addition to serving as a resource/reference book. %‘Q Warren Buffett &
It can be purchased here. | also created } 4  Charlie Mungers
www.theoraclesclassroom.com as an extension of the book, Y Conglomerate Masterpicce

which includes an archive of a lot of BRK material.

Adam J. Mead
D I SCLAI M E R Foreword by CHRISTOPHER P, BLOOMSTRAN

Legalese: Copyright Watchlist Investing, LLC and Adam J. Mead. All rights reserved.
Reproduction in whole or in part, without written permission, is strictly prohibited.
Watchlist Investing is intended as an information source for investors capable of making Subscrl be .
their own investment decisions and for general entertainment/instructional purposes. AL AL NL A XS
Under no circumstances does any information posted in this newsletter represent a
recommendation to buy or sell a security. The information in this newsletter, and on its Paid: Receive 10-12 newsletters
related website, is not intended to be, nor does it constitute, investment advice or per year delivered to your inbox
recommendations. Watchlist Investing does not provide specific advice for investors. ! '
Consult your professional investment adviser before making any investment decisions. - =h
We do not provide any warranty or guarantee as to the accuracy, timeliness, performance, Free: Slgnup for my W66k|y
completeness or suitability of the information and materials found or offered in this Substack newsletter, check out my
newsletter, or on its related website, for any particular purpose. Past performance is not YouTube page and find me on

a good predictor of future performance. Performance and returns shown are unaudited. T — !
Results are not guaranteed, and we assume no liability whatsoever for any losses that may Twitter.
occur. No compensation for suggesting particular securities is solicited or accepted. Adam
J. Mead and/or members of his family and/or clients may hold positions in securities Contact me:

mentl(?ned in thls.newsletter or on its related website. Investing in stocks is risky and may Watchlistinvestinq@qmai l.com
result in substantial losses.

Plain language/bottom line: NOTHING - and | mean nothing at all - of what | write, imply,

link to, comment on, etc. should be considered investment advice. This newsletter is intended as a general publication for
information/educational/entertainment purposes and is not and should not be considered investment advice or an offer to buy or sell securities.
I’'m licensed as a registered investment advisor and have a fiduciary duty to put clients first. That means ahead of all subscribers and me. Watchlist
Investing subscribers are NOT my clients. All of that said, | will endeavor to let subscribers know when | or clients own the securities | discuss, but
| have no duty to keep you informed if anything changes. Good morals (and the law) also mean | won't use this publication to tout or pump and
dump securities, etc. | don’t want to go anywhere within 500 miles of that gray line.
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