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Forward-Looking Statements and Factors that Could Affect Future Results

Certain statements contained in this Annual Report that are not statements of historical fact constitute forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995 (the Act), notwithstanding that
such statements are not specifically identified. In addition, certain statements may be contained in the Company’s
future filings with the SEC, in press releases, and in oral and written statements made by or with the approval of the
Company that are not statements of historical fact and constitute forward-looking statements within the meaning of
the Act. Examples of forward-looking statements include, but are not limited to: (i) projections of revenues, income or
loss, earnings or loss per share, the payment or nonpayment of dividends, capital structure and other financial items;
(ii) statements of plans and objectives of Colony Bankcorp, Inc. or its management or Board of Directors, including
those relating to products or services; (iii) statements of future economic performance; and (iv) statements of
assumptions underlying such statements. Words such as “believes,” “anticipates,” “expects,” “intends,” “targeted” and similar
expressions are intended to identify forward-looking statements but are not the exclusive means of identifying such
statements.

Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from
those in such statements. Factors that could cause actual results to differ from those discussed in the forward-looking
statements include, but are not limited to:

·Local and regional economic conditions and the impact they may have on the Company and its customers and theCompany’s assessment of that impact.

·Changes in estimates of future reserve requirements based upon the periodic review thereof under relevant regulatoryand accounting requirements.

·The effects of and changes in trade, monetary and fiscal policies and laws, including interest rate policies of theFederal Reserve Board.

·Inflation, interest rate, market and monetary fluctuations.

·Political instability.

·Acts of war or terrorism.

·The timely development and acceptance of new products and services and perceived overall value of these productsand services by users.

·Changes in consumer spending, borrowings and savings habits.

·Technological changes.

·Acquisitions and integration of acquired businesses.

·The ability to increase market share and control expenses.

- 3 -
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Forward-Looking Statements and Factors that Could Affect Future Results (Continued)

·The effect of changes in laws and regulations (including laws and regulations concerning taxes, banking, securitiesand insurance) with which the Company and its subsidiary must comply.

·The effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well asthe Financial Accounting Standards Board and other accounting standard setters.

·Changes in the Company’s organization, compensation and benefit plans.

·The costs and effects of litigation and of unexpected or adverse outcomes in such litigation.

·Greater than expected costs or difficulties related to the integration of new lines of business.

·The Company’s success at managing the risks involved in the foregoing items.

Forward-looking statements speak only as of the date on which such statements are made.  The Company undertakes
no obligation to update any forward-looking statement to reflect events or circumstances after the date on which such
statement is made, or to reflect the occurrence of unanticipated events.

Readers should carefully review all disclosures we file from time to time with the Securities and Exchange
Commission (SEC).

- 4 -
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Part I
Item 1

Business

COLONY BANKCORP, INC.

General

Colony Bankcorp, Inc. (the “Company” or “Colony”) is a Georgia business corporation which was incorporated on
November 8, 1982. The Company was organized for the purpose of operating as a bank holding company under the
Federal Bank Holding Company Act of 1956, as amended, and the bank holding company laws of Georgia (Georgia
Laws 1976, p. 168, et. seq.). On July 22, 1983, the Company, after obtaining the requisite regulatory approvals,
acquired 100 percent of the issued and outstanding common stock of Colony Bank (formerly Colony Bank of
Fitzgerald and The Bank of Fitzgerald), Fitzgerald, Georgia, through the merger of the Bank with a subsidiary of the
Company which was created for the purpose of organizing the Bank into a one-bank holding company.  Since that
time, Colony Bank has operated as a wholly-owned subsidiary of the Company.  Our business is conducted primarily
through our wholly-owned subsidiary, which provides a broad range of banking services to its retail and commercial
customers.  The company headquarters are located at 115 South Grant Street, Fitzgerald, Georgia 31750, its telephone
number is 229-426-6000 and its Internet address is http://www.colonybank.com.  We operate twenty-nine domestic
banking offices and one corporate operations office and, at December 31, 2014, we had approximately $1.15 billion in
total assets, $746.1 million in total loans, $979.3 million in total deposits and $99.0 million in stockholder’s equity. 
Deposits are insured, up to applicable limits, by the Federal Deposit Insurance Corporation.

The Parent Company

Because Colony Bankcorp, Inc. is a bank holding company, its principal operations are conducted through its
subsidiary bank, Colony Bank (the “Bank”).  It has 100 percent ownership of its subsidiary and maintains systems of
financial, operational and administrative controls that permit centralized evaluation of the operations of the subsidiary
bank in selected functional areas including operations, accounting, marketing, investment management, purchasing,
human resources, computer services, auditing, compliance and credit review.  As a bank holding company, we
perform certain stockholder and investor relations functions.

Colony Bank - Banking Services

Our principal subsidiary is the Bank.  The Bank, headquartered in Fitzgerald, Georgia, offers traditional banking
products and services to commercial and consumer customers in our markets.  Our product line includes, among other
things, loans to small and medium-sized businesses, residential and commercial construction and land development
loans, commercial real estate loans, commercial loans, agri-business and production loans, residential mortgage loans,
home equity loans, consumer loans and a variety of demand, savings and time deposit products.  We also offer
internet banking services, electronic bill payment services, safe deposit box rentals, telephone banking, credit and
debit card services, remote depository products and access to a network of ATMs to our customers.  Colony Bank
conducts a general full service commercial, consumer and mortgage banking business through twenty-nine offices
located in central, south and coastal Georgia cities of Fitzgerald, Warner Robins, Centerville, Ashburn, Leesburg,
Cordele, Albany, Thomaston, Columbus, Sylvester, Tifton, Moultrie, Douglas, Broxton, Savannah, Eastman, Chester,
Soperton, Rochelle, Pitts, Quitman and Valdosta, Georgia.

For additional discussion of our loan portfolio and deposit accounts, see “Management’s Discussion of Financial
Condition and Results of Operations - Loans and Deposits.”
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Subordinated Debentures (Trust Preferred Securities)

During the second quarter of 2004, the Company formed Colony Bankcorp Statutory Trust III for the sole purpose of
issuing $4,500,000 in Trust Preferred Securities through a pool sponsored by FTN Financial Capital Market.  The
securities have a maturity of thirty years and are redeemable after five years with certain exceptions.

During the second quarter of 2006, the Company formed Colony Bankcorp Capital Trust I for the sole purpose of
issuing $5,000,000 in Trust Preferred Securities through a pool sponsored by SunTrust Bank Capital Markets.  The
securities have a maturity of thirty years and are redeemable after five years with certain exceptions.

During the first quarter of 2007, the Company formed Colony Bankcorp Capital Trust II for the sole purpose of
issuing $9,000,000 in Trust Preferred Securities through a pool sponsored by Trapeza Capital Management, LLC. 
The securities have a maturity of thirty years and are redeemable after five years with certain exceptions.  Proceeds
from this issuance were used to pay off trust preferred securities issued on March 26, 2002 through Colony Bankcorp
Statutory Trust I.

During the third quarter of 2007, the Company formed Colony Bankcorp Capital Trust III for the sole purpose of
issuing $5,000,000 in Trust Preferred Securities through a pool sponsored by Trapeza Capital Management, LLC. 
The securities have a maturity of thirty years and are redeemable after five years with certain exceptions.  Proceeds
from this issuance were used to pay off trust preferred securities issued on December 19, 2002 through Colony
Bankcorp Statutory Trust II.

Corporate Restructuring and Business Combinations

On April 30, 1984, after acquiring the requisite regulatory approvals, the Company acquired 100 percent of the issued
and outstanding stock of Colony Bank Wilcox (formerly Community Bank of Wilcox and Pitts Banking Company),
Pitts, Wilcox County, Georgia.  As part of the transaction, Colony issued an additional 17,872 shares of its $10.00 par
value common stock, all of which was exchanged with the holders of shares of common stock of Pitts Banking
Company for 100 percent of the 250 issued and outstanding shares of common stock of Pitts Banking Company. 
Since the date of acquisition, Colony Bank Wilcox operated as a wholly-owned subsidiary of the Company until it
was merged into Colony Bank effective August 1, 2008.

On November 1, 1984, after obtaining the requisite regulatory approvals, the Company acquired 100 percent of the
issued and outstanding common stock of Colony Bank Ashburn (formerly Ashburn Bank), Ashburn, Turner County,
Georgia, for a combination of cash and interest-bearing promissory notes.  Since the date of acquisition, Colony Bank
Ashburn operated as a wholly-owned subsidiary of the Company until it was merged into Colony Bank effective
August 1, 2008.

On September 30, 1985, after obtaining the requisite regulatory approvals, the Company acquired 100 percent of the
issued and outstanding common stock of Colony Bank of Dodge County, (formerly The Bank of Dodge County),
Chester, Dodge County, Georgia.  The stock was acquired in exchange for the issuance of 3,500 shares of common
stock of Colony.  Since the date of acquisition, Colony Bank of Dodge County operated as a wholly-owned subsidiary
of the Company until it was merged into Colony Bank effective August 1, 2008.

- 6 -
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On July 31, 1991, after obtaining the requisite regulatory approvals, the Company acquired 100 percent of the issued
and outstanding common stock of Colony Bank Worth, (formerly Worth Federal Savings and Loan Association and
Bank of Worth), Sylvester, Worth County, Georgia.  The stock was acquired in exchange for cash and the issuance of
7,661 shares of common stock of Colony for an aggregate purchase price of approximately $718,000.  Since the date
of acquisition, Colony Bank Worth operated as a wholly-owned subsidiary of the Company until it was merged into
Colony Bank effective August 1, 2008.

On November 8, 1996, Colony organized Colony Management Services, Inc. to provide support services to each
subsidiary.  Services provided include loan and compliance review, internal audit and data processing. Colony
Management Services, Inc. operated as a wholly-owned subsidiary of the Company until it was merged into Colony
Bank effective August 1, 2008.

On November 30, 1996, after obtaining the requisite regulatory approvals, the Company acquired 100 percent of the
issued and outstanding common stock of Colony Bank Southeast (formerly Broxton State Bank), Broxton, Coffee
County, Georgia in a business combination accounted for as a pooling of interests.  Broxton State Bank became a
wholly-owned subsidiary of the Company through the exchange of 157,735 shares of the Company’s common stock
for all of the outstanding stock of Broxton State Bank.  Since the date of acquisition, Colony Bank Southeast operated
as a wholly-owned subsidiary of the Company until it was merged into Colony Bank effective August 1, 2008.

On March 2, 2000, Colony Bank Ashburn purchased the capital stock of Colony Mortgage Corp (formerly Georgia
First Mortgage Company) in a business combination accounted for as a purchase.  The purchase price of $346,725
was the fair value of the net assets of Georgia First Mortgage Company at the date of purchase.  Colony Mortgage
Corp is primarily engaged in residential real estate mortgage lending in the state of Georgia. Colony Mortgage Corp
operated as a subsidiary of Colony Bank effective with the August 1, 2008 merger until October 1, 2012 when the
corporation was dissolved.

On March 29, 2002, after obtaining the requisite regulatory approvals, the Company acquired 100 percent of the
issued and outstanding stock of Colony Bank Quitman, FSB, (formerly Quitman Federal Saving Bank), Quitman,
Brooks County, Georgia.  Quitman Federal Savings Bank became a wholly-owned subsidiary of the Company through
the exchange of 367,093 shares of the Company’s common stock and cash for an aggregate acquisition price of
$7,446,163.  Since the date of acquisition, Colony Bank Quitman, FSB operated as a wholly-owned subsidiary of the
Company until it was merged into Colony Bank effective August 1, 2008.

On March 19, 2004, Colony Bank Ashburn purchased Flag Bank - Thomaston office in a business combination
accounted for as a purchase.  Since the date of acquisition, the Thomaston office operated as an office of Colony Bank
Ashburn until August 1, 2008 when it became an office of Colony Bank.

On August 1, 2008, the Company effected a merger of its seven banking subsidiaries and its one nonbank subsidiary
into one surviving bank subsidiary, Colony Bank (formerly Colony Bank of Fitzgerald).

- 7 -
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Markets and Competition

The banking industry in general is highly competitive.  Our market areas of central, south and coastal Georgia have
experienced good economic and population growth the past several years, however the current downturn in the
housing and real estate market that began in late 2007 along with recessionary fears has proven to be quite challenging
- not only for Colony but the entire banking industry.  In our markets, we face competitive pressures in attracting
deposits and making loans from larger regional banks and smaller community banks, thrift institutions, credit unions,
consumer finance companies, mortgage bankers, brokerage firms and insurance companies.  The principal factors in
competing for deposits and loans include interest rates, fee structures, range of products and services offered and
convenience of office and ATM locations.  The banking industry is also experiencing increased competition for
deposits from less traditional sources such as money market and mutual funds.  In addition, intense market demands,
economic concerns, volatile interest rates and customer awareness of product and services have forced banks to be
more competitive - often resulting in margin compression and a decrease in operating efficiency.

In response to competitive issues, the Company merged all of its operations into one operating subsidiary, Colony
Bank, effective August 1, 2008.  This consolidation effort enabled the Company to align products, pricing and
marketing efforts while re-allocating resources to support management’s future growth strategies.

Correspondents

Colony Bank has correspondent relationships with the following banks: Federal Reserve Bank in Atlanta, Georgia;
SunTrust Bank in Atlanta, Georgia; FTN Financial in Memphis, Tennessee, CenterState Bank in Lake Wales, Florida
and Federal Home Loan Bank in Atlanta, Georgia.  The correspondent relationships facilitate the transactions of
business by means of loans, collections, investment services, lines of credit and exchange services.  As compensation
for these services, the Bank maintains balances with its correspondents in noninterest-bearing accounts and pays some
service charges.

Employees

On December 31, 2014, the Company had a total of 311 full-time and 9 part-time employees.  We consider our
relationship with our employees to be satisfactory.

The Company has a noncontributory profit-sharing plan covering all employees subject to certain minimum age and
service requirements.  The Company reinstated contributions in 2014.  In addition, the Company maintains a
comprehensive employee benefit program providing, among other benefits, hospitalization, major medical, life
insurance and disability insurance.  Management considers these benefits to be competitive with those offered by
other financial institutions in our market area.  Colony’s employees are not represented by any collective bargaining
group.

- 8 -

Edgar Filing: COLONY BANKCORP INC - Form 10-K

10



Table of Contents
Part I (Continued)
Item 1 (Continued)

SUPERVISION AND REGULATION
BANK HOLDING COMPANY REGULATION

General

Colony is a bank holding company within the meaning of the Bank Holding Company Act of 1956, as amended
(BHCA).  We are extensively regulated under federal and state law.  Generally, these laws and regulations are
intended to protect our depositors, not necessarily our shareholders or our creditors.  As a bank holding company
registered with the Federal Reserve under the BHCA and the Georgia Department of Banking and Finance (“the
Georgia Department”) under the Financial Institutions Code of Georgia, we are subject to supervision, examination and
reporting by the Federal Reserve and the Georgia Department.  Our activities are limited to banking, managing or
controlling banks, furnishing services to or performing services for its subsidiaries, or engaging in any other activity
that the Federal Reserve determines to be so closely related to banking, or managing or controlling banks, as to be a
proper incident to these activities.

Colony is required to file with the Federal Reserve and the Georgia Department periodic reports and any additional
information as they may require.  The Federal Reserve and Georgia Department will also regularly examine the
Company.  The Federal Deposit Insurance Corporation (“FDIC”) and Georgia Department also examine the Bank.

The following is a summary of certain provisions of certain laws that affect the regulation of bank holding companies
and banks.  The discussion is qualified in its entirety by reference to applicable laws and regulations.  Changes in such
laws and regulations may have a material effect on our business and prospects.

Activity Limitations

The BHCA requires prior Federal Reserve approval for, among other things:

· the acquisition by a bank holding company of direct or indirect ownership or control of more than 5 percent of thevoting shares or substantially all of the assets of any bank, or

·a merger or consolidation of a bank holding company with another bank holding company.

Similar requirements are imposed by the Georgia Department.

A bank holding company may acquire direct or indirect ownership or control of voting shares of any company that is
engaged directly or indirectly in banking, or managing or controlling banks, or performing services for its authorized
subsidiaries.  A bank holding company may also engage in or acquire an interest in a company that engages in
activities that the Federal Reserve has determined by regulation or order to be so closely related to banking as to be a
proper incident to these activities.  The Federal Reserve normally requires some form of notice or application to
engage in or acquire companies engaged in such activities.  Under the BHCA, Colony will generally be prohibited
from engaging in or acquiring direct or indirect control of more than 5 percent of the voting shares of any company
engaged in activities other than those referred to above.

The BHCA permits a bank holding company located in one state to lawfully acquire a bank located in any other state,
subject to deposit percentage, aging requirements and other restrictions.  The Riegle-Neal Interstate Banking and
Branching Efficiency Act also generally provides that national and state chartered banks may, subject to applicable
state law, branch interstate through acquisitions of banks in other states.
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In November 1999, Congress enacted the Gramm-Leach-Bliley Act, which made substantial revisions to the statutory
restrictions separating banking activities from other financial activities.  Under the Gramm-Leach-Bliley Act, bank
holding companies that are well capitalized, well managed and meet other conditions can elect to become “financial
holding companies.”  As financial holding companies, they and their subsidiaries are permitted to acquire or engage in
activities that were not previously allowed bank holding companies, such as insurance underwriting, securities
underwriting and distribution, travel agency activities, broad insurance agency activities, merchant banking and other
activities that the Federal Reserve determines to be financial in nature or complementary to these activities.  Financial
holding companies continue to be subject to the overall oversight and supervision of the Federal Reserve, but the
Gramm-Leach-Bliley Act applies the concept of functional regulation to the activities conducted by subsidiaries.  For
example, insurance activities would be subject to supervision and regulation by state insurance authorities.  While
Colony has not elected to become a financial holding company in order to exercise the broader activity powers
provided by the Gramm-Leach-Bliley Act, it may elect to do so in the future.

Limitations on Acquisitions of Bank Holding Companies

As a general proposition, other companies seeking to acquire control of a bank holding company would require the
approval of the Federal Reserve under the BHCA.  In addition, individuals or groups of individuals seeking to acquire
control of a bank holding company would need to file a prior notice with the Federal Reserve (which the Federal
Reserve may disapprove under certain circumstances) under the Change in Bank Control Act.  Control is conclusively
presumed to exist if an individual or company acquires 25 percent or more of any class of voting securities of the bank
holding company.  Control may exist under the Change in Bank Control Act if the individual or company acquires 10
percent or more of any class of voting securities of the bank holding company.

Source of Strength Doctrine

In accordance with Federal Reserve Board policy, the holding company is expected to act as a source of financial and
managerial strength to the Bank. Under this policy, the holding company is expected to commit resources to support
its bank subsidiary, including at times when the holding company may not be in a financial position to provide it. As
discussed below, the holding company could be required to guarantee the capital plan of the Bank if it becomes
undercapitalized for purposes of banking regulations. Any capital loans by a bank holding company to its subsidiary
bank are subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary bank. The
BHC Act provides that, in the event of a bank holding company’s bankruptcy, any commitment by the bank holding
company to a federal bank regulatory agency to maintain the capital of a bank subsidiary will be assumed by the
bankruptcy trustee and entitled to priority of payment.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank Act”) has added additional guidance
regarding the source of strength doctrine and has directed the regulatory agencies to promulgate new regulations to
increase the capital requirements for bank holding companies to a level that matches those of banking institutions.

- 10 -
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Sale of TARP Securities

On January 9, 2009, the Company, pursuant to the TARP CPP, issued and sold to the Treasury, for an aggregate cash
purchase price of $28 million, (i) 28,000 shares (the “Preferred Shares”) of the Company’s Fixed Rate Cumulative
Perpetual Preferred Stock, Series A, having a liquidation preference of $1,000 per share, and (ii) a ten-year warrant
(the “Warrant”) to purchase up to 500,000 shares of our common stock, par value $1.00 per share, at an exercise price of
$8.40 per share.  On January 29, 2013, the Company’s 28,000 shares of Cumulative Perpetual Preferred Stock, Series
A was sold by the Treasury to the public through a modified dutch auction. This auction was part of the Treasury’s
ongoing efforts to wind down its remaining TARP bank investments. On June 5, 2013, the Company’s Warrant for
500,000 shares of common stock was also sold by the Treasury to the public through an auction. Neither the sale of
the Preferred Stock nor the sale of the Warrant to new investors resulted in any accounting entries and neither
transaction had an impact of the Company’s capital position.

Cumulative dividends on the Preferred Shares accrued at a rate of 5 percent per annum for the first five years from
initial issuance and accrue at a rate of 9 percent per annum thereafter. The Preferred Shares continue to have no
maturity date and rank senior to the Company’s Common Stock. The Preferred Shares continue to be redeemable at the
option of the Company at 100 percent of their liquidation preference, plus any accrued and unpaid dividends.

Capital; Dividends; Source of Strength

The Federal Reserve imposes certain capital requirements on bank holding companies under the Bank Holding
Company Act, including a minimum leverage ratio and a minimum ratio of “qualifying” capital to risk-weighted assets.
These requirements are described below under “Capital Regulations.” Subject to its capital requirements and certain
other restrictions, we are able to borrow money to make a capital contribution to Colony Bank, and such loans may be
repaid from dividends paid from Colony Bank to us.

The ability of Colony Bank to pay dividends, however, will be subject to regulatory restrictions that are described
below under “Dividends.” We are also able to raise capital for contributions to Colony Bank by issuing securities
without having to receive regulatory approval, subject to compliance with federal and state securities laws.

In accordance with Federal Reserve policy, which has been codified by the Dodd-Frank Act, we are expected to act as
a source of financial strength to Colony Bank and to commit resources to support Colony Bank in circumstances in
which we might not otherwise do so. In furtherance of this policy, the Federal Reserve may require a financial holding
company to terminate any activity or relinquish control of a nonbank subsidiary (other than a nonbank subsidiary of a
bank) upon the Federal Reserve’s determination that such activity or control constitutes a serious risk to the financial
soundness or stability of any subsidiary depository institution of the bank holding company. Further, federal bank
regulatory authorities have additional discretion to require a financial holding company to divest itself of any bank or
nonbank subsidiary if the agency determines that divestiture may aid the depository institution’s financial condition.
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BANK REGULATION

General

The Bank is a commercial bank chartered under the laws of the State of Georgia, and as such is subject to supervision,
regulation and examination by the Georgia Department of Banking and Finance (DBF). The Bank is a member of the
FDIC, and their deposits are insured by the FDIC’s Deposit Insurance Fund up to the amount permitted by law.  The
FDIC and the Georgia Department routinely examine the Bank and monitor and regulate all of the Bank’s operations,
including such things as adequacy of reserves, quality and documentation of loans, payments of dividends, capital
adequacy, adequacy of systems and controls, credit underwriting and asset liability management, compliance with
laws and establishment of branches.  Interest and other charges collected or contracted for by the Bank is subject to
state usury laws and certain federal laws concerning interest rates.  The Bank files periodic reports with the FDIC and
the Georgia Department.

BUSINESS

Recent Developments

The Bank operated under a Memorandum of Understanding (“MOU”) from November 23, 2010 until October 1, 2013
when the MOU was lifted by regulatory agencies and replaced with a Board Resolution (BR) to ensure that the Bank’s
overall condition remains satisfactory.  The BR was lifted by regulatory agencies effective October 22, 2014 and there
are currently no agreements in place with regulatory agencies.

Prior to October 22, 2014, the BR required the Bank to develop, implement, and maintain various processes to
improve the Bank’s risk management of its loan portfolio, reduce adversely classified assets in accordance with certain
timeframes, limit the extension of additional credit to borrowers with adversely classified loans subject to certain
exceptions, adopt a written plan to properly monitor and reduce the Bank’s commercial real estate concentration,
continue to maintain the Bank’s loan loss provision and review its adequacy at least quarterly, and formulate and
implement a written plan to improve and maintain earnings to be forwarded for review by the Georgia Department
and FDIC.  The Bank was also required to obtain approval before any cash dividends can be paid.
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Transactions with Affiliates and Insiders

The Company is a legal entity separate and distinct from the Bank.  Various legal limitations restrict the Bank from
lending or otherwise supplying funds to the Company and other nonbank subsidiaries of the Company, all of which
are deemed to be “affiliates” of the Bank for the purposes of these restrictions.  The Company and the Bank are subject
to Section 23A of the Federal Reserve Act.  Section 23A defines “covered transactions,” which include extensions of
credit, and limits a bank’s covered transactions with any affiliate to 10 percent of such bank’s capital and surplus and
with all affiliates to 20 percent of such bank’s capital and surplus.  All covered and exempt transactions between a
bank and its affiliates must be on terms and conditions consistent with safe and sound banking practices, and banks
and their subsidiaries are prohibited from purchasing low-quality assets from the bank’s affiliates.  Finally,   Section 23
A requires that all of a bank’s extensions of credit to an affiliate be appropriately secured by acceptable collateral,
generally United States government or agency securities.  The Company and the Bank are also subject to Section 23B
of the Federal Reserve Act, which generally limits covered and other transactions between a bank and its affiliates to
terms and under circumstances, including credit standards, that are substantially the same or at least as favorable to the
bank as prevailing at the time for transactions with unaffiliated companies.  The Dodd-Frank Wall Street Reform and
Consumer Protection Act (the “Dodd-Frank Act”) enhances the requirements for certain transactions with affiliates
under Section 23A and 23B, including an expansion of the definition of “covered transactions” and increasing the
amount of time for which collateral requirements regarding covered transactions must be maintained.  The Bank is
also subject to restrictions on extensions of credit to its executive officers, directors, principal shareholders and their
related interests. These extensions of credit (1) must be made on substantially the same terms, including interest rates
and collateral, as those prevailing at the time for comparable transactions with third parties, and (2) must not involve
more than the normal risk of repayment or present other unfavorable features. Effective July 21, 2011, an insured
depository institution is prohibited from engaging in asset purchases or sales transactions with its officers, directors or
principal shareholders unless on market terms and, if the transaction represents greater than 10 percent of the capital
and surplus of the bank, it has been approved by a majority of the disinterested directors.

Dividends

The Company is a legal entity separate and distinct from the Bank.  The principal source of the Company’s cash flow,
including cash flow to pay dividends to its stockholders, is dividends that the Bank pays to it.  Statutory and
regulatory limitations apply to the Bank’s payment of dividends to the Company as well as to the Company’s payment
of dividends to its stockholders.  While the Bank operated under a Board Resolution until October 22, 2014 when the
Board Resolution was lifted, the Bank was required to obtain approval from the Georgia Department of Revenue and
the FDIC before any dividends could be paid.  The Bank was granted approval by these regulators on November 15,
2014 to pay a dividend of $12 million to the Company.

As of December 31, 2014, the Company has obtained approval from its regulators to declare and pay scheduled
dividend payments on its equity securities and interest on its junior subordinated debentures in each instance where it
has sought such approval, except for the requests to pay (i) the dividend payment on the TARP preferred stock due on
February 15, 2012 and (ii) the interest payments on its four series of junior subordinated debentures due on March 19,
2012, March 30, 2012, April 2, 2012 and April 30, 2012, respectively, all of which were denied by the regulators
because of a lack of funds at the Company to make such payments. With approval of the $12 million dividend, the
Company was able to reinstate payments on its Preferred Stock dividends and the interest due on its junior
subordinated debentures.  As of December 31, 2014, the Company is current on all scheduled payments.
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As of December 31, 2014, the Bank had sought regulatory approval three times to declare and pay a cash dividend to
the Company. On one occasion, in the first quarter of 2012, the Bank’s request was denied. On the second occasion, in
the fourth quarter of 2012, the Bank’s request was approved. The Bank therefore declared and paid a cash dividend to
the Company in the first quarter of 2013. On the third occasion, in the fourth quarter of 2014, the Bank’s request was
approved.  The Bank therefore declared and paid a cash dividend to the Company in the fourth quarter of 2014.

The Company used the dividend proceeds for general corporate purposes and payment of dividends on its Preferred
Stock and payment of interest on its junior subordinated debentures.  The Bank does not have to seek regulatory
approval for dividends to the Company as long as the dividend payment does not exceed one-half of prior year
earnings.  Any request that exceeds one-half of prior year Bank earnings would require regulatory approval.  The
Company cannot give any assurances that such future requests will receive approval or whether such approvals will
contain similar restrictions that the proceeds therefore may not be used to pay dividends on the Company’s equity
securities or interest on its junior subordinated debentures.

A variety of federal and state laws and regulations affect the ability of the Bank and the Company to pay dividends.  A
depository institution may not pay any dividend if payment would cause it to become undercapitalized or if it already
is undercapitalized.  The federal banking agencies may prevent the payment of a dividend if they determine that the
payment would be an unsafe and unsound banking practice.  Moreover, the federal agencies have issued policy
statements that provide that bank holding companies and insured banks should generally only pay dividends out of
current operating earnings.  In addition, regulations promulgated by the Georgia Department limit the Bank’s payment
of dividends.

Enforcement Policies and Actions

Federal law gives the Federal Reserve and FDIC substantial powers to enforce compliance with laws, rules and
regulations.  Bank or individuals may be ordered to cease and desist from violations of law or other unsafe or unsound
practices.  The agencies have the power to impose civil money penalties against individuals or institutions of up to
$1,000,000 per day for certain egregious violations.  Persons who are affiliated with depository institutions can be
removed from any office held in that institution and banned from participating in the affairs of any financial
institution.  The banking regulators have not hesitated to use the enforcement authorities provided in federal law.
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Current Capital Adequacy Requirements

Bank holding companies and banks are currently subject to various regulatory capital requirements administered by
state and federal banking agencies that apply until the increased capital requirements of the new capital rules are
effective and fully phased-in. Capital adequacy guidelines and, additionally for banks, prompt corrective action
regulations, involve quantitative measures of assets, liabilities, and certain off-balance sheet items calculated under
regulatory accounting practices. Capital amounts and classifications are also subject to qualitative judgments by
regulators about components, risk weighting, and other factors.  The current risk-based capital guidelines for bank
holding companies and banks require capital ratios that vary based on the perceived degree of risk associated with a
banking organization’s operations for both transactions reported on the balance sheet as assets, such as loans, and those
recorded as off-balance sheet items, such as commitments, letters of credit and recourse arrangements. The risk-based
capital ratio is determined by classifying assets and certain off-balance sheet financial instruments into weighted
categories, with higher levels of capital being required for those categories perceived as representing greater risks and
dividing its qualifying capital by its total risk-adjusted assets and off-balance sheet items. Bank holding companies
and banks engaged in significant trading activity may also be subject to the market risk capital guidelines and be
required to incorporate additional market and interest rate risk components into their risk-based capital standards.

The currently effective risk-based capital guidelines of the regulatory agencies were based upon the 1988 capital
accord (“Basel I”) of the Basel Committee on Bank Supervision (“Basel Committee”), a committee of central banks and
bank supervisors/regulators from the major industrialized countries that develops broad policy guidelines, which each
country’s supervisors can use to determine the supervisory policies they apply to their home jurisdiction. In 2004, the
Basel Committee proposed a new capital accord (“Basel II”) to replace Basel I that provided approaches for setting
capital standards for credit risk and capital requirements for operational risk and refining the existing capital
requirements for market risk exposures. U.S. banking regulators published a final rule for Basel II implementation for
certain banks, but a definitive rule was not issued, and instead the new capital rules to implement Basel III were first
proposed in 2010.

Under the current capital requirements, there are three fundamental capital ratios: a total risk-based capital ratio, a Tier
1 risk-based capital ratio, and a Tier 1 leverage ratio. To be deemed “well capitalized” a bank must have a total
risk-based capital ratio, a Tier 1 risk-based capital ratio, and a Tier 1 leverage ratio of at least ten percent, six percent,
and five percent, respectively. There is currently no Tier 1 leverage requirement for a holding company to be deemed
well-capitalized. At December 31, 2014, the respective capital ratios of the Company and the Bank exceeded the
minimum percentage requirements to be deemed “well-capitalized” for regulatory purposes.
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December 31,
2014
Amount Percent

Leverage Ratio
Actual $127,220 11.18 %
Well-Capitalized Requirement 56,886 5.00
Minimum Required (1) 45,509 4.00
Risk Based Capital:
Tier 1 Capital
Actual 127,220 16.78
Well-Capitalized Requirement 37,899 5.00
Minimum Required (1) 30,320 4.00
Total Capital
Actual 136,022 17.95
Well-Capitalized Requirement 75,799 10.00
Minimum Required (1) 60,639 8.00

(1)Represents the minimum requirement. Institutions that are contemplating acquisitions or anticipating orexperiencing significant growth may be required to maintain a substantially higher leverage ratio.

The federal banking agencies may require banks and bank holding companies subject to enforcement actions to
maintain capital ratios in excess of the minimum ratios otherwise required to be deemed well capitalized, in which
case institutions may no longer be deemed to be well capitalized and may therefore be subject to applicable
restrictions.

Prompt Corrective Action Provisions

The Federal Deposit Insurance Act requires the federal bank regulatory agencies to take “prompt corrective action” with
respect to a depository institution if that institution does not meet certain capital adequacy standards, including
requiring the prompt submission of an acceptable capital restoration plan. Depending on the bank’s capital ratios, the
agencies’ regulations define five categories in which an insured depository institution will be placed: well-capitalized,
adequately capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized. At each
successive lower capital category, an insured bank is subject to more restrictions, including restrictions on the bank’s
activities, operational practices or the ability to pay dividends or executive bonuses. Based upon its capital levels, a
bank that is classified as well-capitalized, adequately capitalized, or undercapitalized may be treated as though it were
in the next lower capital category if the appropriate federal banking agency, after notice and opportunity for hearing,
determines that an unsafe or unsound condition, or an unsafe or unsound practice, warrants such treatment.
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Legislative and Regulatory Developments

The implementation and effect of legislation and regulations enacted since 2008 in response to the U.S. economic
downturn and financial industry instability continued in 2014 as modest recovery returned to many institutions in the
banking sector. Many institutions, including the Company, have exited Treasury investments under the TARP, and
certain provisions of the Dodd-Frank Act are effective and have been fully implemented, including the revisions in the
deposit insurance assessment base for FDIC insurance and the permanent increase in coverage to $250,000; the
permissibility of paying interest on business checking accounts; the removal of barriers to interstate branching and
required disclosure and shareholder advisory votes on executive compensation. Action in 2013 to implement the final
Dodd-Frank Act provisions included (i) final new capital rules, (ii) a final rule to implement the so called Volcker
Rule restrictions on certain proprietary trading and investment activities and (iii) final rules and increased enforcement
action by the CFPB.

The New Capital Rule and Minimum Capital Ratios

In July 2013, the federal bank regulatory agencies adopted final regulations which revised their risk-based and
leverage capital requirements for banking organizations to meet requirements of the Dodd-Frank Act and to
implement international agreements reached by the Basel Committee on Banking Supervision intended to improve
both the quality and quantity of banking organizations’ capital (“Basel III”). Although many of the rules contained in
these final regulations are applicable only to large, internationally active banks, some of them will apply on a
phased-in basis to all banking organizations, including the Company and the Bank.

The following are among the new requirements that will be phased-in beginning January 1, 2015:

·an increase in the minimum Tier 1 capital ratio from 4.00% to 6.00% of risk-weighted assets;

·a new category and a required 4.50% of risk-weighted assets ratio is established for “common equity Tier 1” as a subsetof Tier 1 capital limited to common equity;

·a minimum non-risk-based leverage ratio is set at 4.00% eliminating a 3.00% exception for higher rated banks;

·changes in the permitted composition of Tier 1 capital to exclude trust preferred securities, mortgage servicing rightsand certain deferred tax assets and include unrealized gains and losses on available for sale debt and equity securities;

·
the risk-weights of certain assets for purposes of calculating the risk-based capital ratios are changed for high
volatility commercial real estate acquisition, development and construction loans, certain past due non-residential
mortgage loans and certain mortgage-backed and other securities exposures;

·an additional “countercyclical capital buffer” is required for larger and more complex institutions; and
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·

The prompt corrective action standards will change when the new capital rule ratios become effective. Under the new
standards, in order to be considered well-capitalized, the Bank would be required to meet the new common equity
Tier 1 ratio of 6.5%, an increased Tier 1 ratio of 8% (increased from 6%), a total capital ratio of 10% (unchanged)
and a leverage ratio of 5% (unchanged).

Management believes that, as of December 31, 2014, the Company and the Bank would meet all applicable capital
requirements under the new capital rules on a fully phased-in basis if such requirements were currently in effect (see
“Legislative and Regulatory Developments”).

An additional capital conservation buffer of 2.5% of risk weighted assets above the regulatory minimum capital ratios
established under the new final capital rule will be phased-in from 2016 to 2019 and must be met to avoid limitations
on the ability of the Bank to pay dividends, repurchase shares or pay discretionary bonuses. Including the capital
conservation buffer of 2.5%, the new final capital rule would result in the following minimum ratios: (i) a Tier 1
capital ratio of 8.5%, (ii) a common equity Tier 1 capital ratio of 7.0%, and (iii) a total capital ratio of 10.5%. The new
capital conservation buffer requirement would be phased-in beginning in January 2016 at 0.625% of risk-weighted
assets and would increase each year until fully implemented in January 2019. While the new final capital rule sets
higher regulatory capital standards for the Company and the Bank, bank regulators may also continue their past
policies of expecting banks to maintain additional capital beyond the new minimum requirements. The
implementation of the new capital rules or more stringent requirements to maintain higher levels of capital or to
maintain higher levels of liquid assets could adversely affect the Company’s net income and return on equity, restrict
the ability to pay dividends or executive bonuses and require the raising of additional capital.

Final Volcker Rule

In December 2013, the federal bank regulatory agencies adopted final rules that implement a part of the Dodd-Frank
Act commonly referred to as the “Volcker Rule.” Under these rules and subject to certain exceptions, banking entities,
including the Company and the Bank, will be restricted from engaging in activities that are considered proprietary
trading and from sponsoring or investing in certain entities, including hedge or private equity funds that are
considered “covered funds.” These rules became effective on April 1, 2014. Certain collateralized debt obligations
(“CDO”) securities backed by trust preferred securities were initially defined as covered funds subject to the investment
prohibitions of the final rule. Action taken by the Federal Reserve in January 2014 exempted many such securities to
address the concern that many community banks holding such CDO securities may have been required to recognize
losses on those securities.
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CFPB Actions

The Dodd-Frank Act provided for the creation of the CFPB as an independent entity within the Federal Reserve with
broad rulemaking, supervisory and enforcement authority over consumer financial products and services, including
deposit products, residential mortgages, home-equity loans, credit cards, and other consumer loans. The CFPB’s
functions include investigating consumer complaints, conducting market research, rulemaking, supervising and
examining bank consumer transactions, and enforcing rules related to consumer financial products and services. CFPB
regulations and guidance apply to all financial institutions and banks with $10 billion or more in assets and are subject
to examination by the CFPB. Banks with less than $10 billion in assets, including the Bank, will continue to be
examined for compliance by their primary federal banking agency. Significant recent CFPB developments that may
affect the Bank’s operations and compliance costs include:

·

the issuance of final rules for residential mortgage lending, which became effective January 10, 2014, including
definitions for “qualified mortgages” and detailed standards by which lenders must satisfy themselves of the borrower’s
ability to repay the loan and revised forms of disclosure under the Truth in Lending Act and the Real Estate
Settlement Procedures Act;

· the issuance of a policy report on arbitration clauses which could result in the restriction or prohibition of lendersincluding arbitration clauses in consumer financial services contracts;

·actions taken to regulate and supervise credit bureaus and debt collections; and

·positions taken by the CFPB on fair lending, including applying the disparate impact theory in auto financing, whichcould make it harder for lenders to charge different rates or apply different terms to loans to different customers.

Bank Holding Company Regulation

As contained in both federal and state banking laws and regulations, a wide range of requirements and restrictions
apply to bank holding companies and their subsidiaries which:

·
require periodic reports and such additional information as the Federal Reserve may require bank holding companies
to meet or exceed minimum capital requirements (see “Legislative and Regulatory Developments” and “Current Capital
Adequacy Requirements”);

·

require that bank holding companies serve as a source of financial and managerial strength to subsidiary banks and
commit resources as necessary to support each subsidiary bank. The source-of-strength doctrine most directly affects
bank holding companies where a bank holding company’s subsidiary bank fails to maintain adequate capital levels. In
such a situation, the subsidiary bank will be required by the Bank’s federal regulator to take “prompt corrective action”
(see “Prompt Corrective Action Provisions”);

· limit dividends payable to shareholders and restrict the ability of bank holding companies to obtain
dividends or other distributions from their subsidiary banks;
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·
require a bank holding company to terminate an activity or terminate control of or liquidate or divest certain
subsidiaries, affiliates or investments if the Federal Reserve believes the activity or the control of the subsidiary or
affiliate constitutes a significant risk to the financial safety, soundness or stability of any bank subsidiary;

·

require the prior approval for changes in senior executive officer or directors and prohibit golden parachute
payments, including change in control agreements, or new employment agreements with such payment
terms, which are contingent upon termination when a bank holding company is deemed to be in troubled
condition;

·
regulate provisions of certain bank holding company debt, including the authority to impose interest ceilings and
reserve requirements on such debt and require prior approval to purchase or redeem securities in certain situations;
and

·require prior approval of acquisitions and mergers with other banks or bank holding companies and consider certaincompetitive, management, financial, and anti-money laundering compliance impact on the U.S.

Other Restrictions on the Company’s Activities

Subject to prior notice or Federal Reserve approval, bank holding companies may generally engage in, or acquire
shares of companies engaged in, activities determined by the Federal Reserve to be so closely related to banking or
managing or controlling banks as to be a proper incident thereto. Bank holding companies that elect and retain
“financial holding company” status pursuant to the Gramm-Leach-Bliley Act of 1999 (“GLBA”) may engage in these
nonbanking activities and broader securities, insurance, merchant banking and other activities that are determined to
be “financial in nature” or are incidental or complementary to activities that are financial in nature without prior Federal
Reserve approval. Pursuant to the GLBA and the Dodd-Frank Act, in order to elect and retain financial holding
company status, a bank holding company and all depository institution subsidiaries of that bank holding company
must be well capitalized and well managed, and, except in limited circumstances, depository subsidiaries must be in
satisfactory compliance with the Community Reinvestment Act (“CRA”), which requires banks to help meet the credit
needs of the communities in which they operate. Failure to sustain compliance with these requirements or correct any
non-compliance within a fixed time period could lead to the required divestiture of subsidiary banks or the termination
of all activities that do not conform to those permissible for a bank holding company. The Company has not elected
financial holding company status and neither Company nor the Bank has engaged in any activities determined by the
Federal Reserve to be financial in nature or incidental or complementary to activities that are financial in nature.

Sarbanes-Oxley Act

The Company is subject to the accounting oversight and corporate governance requirements of the Sarbanes-Oxley
Act of 2002, including, among other things, required executive certification of financial presentations, requirements
for board audit committees and their members, and disclosure of controls and procedures and internal control over
financial reporting.
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Regulation of the Bank

As a Georgia-chartered commercial bank whose deposits are insured by the FDIC, the Bank is subject to regulation,
supervision, and regular examination by the Georgia Department of Banking and Finance and by the FDIC as a
nonmember state bank, as the Bank’s primary Federal regulator. Specific federal and state laws and regulations which
are applicable to banks regulate, among other things, the scope of their business, their investments, their reserves
against deposits, the timing of the availability of deposited funds, their activities relating to dividends, investments,
loans, the nature and amount of and collateral for certain loans, servicing and foreclosing on loans, borrowings, capital
requirements, certain check-clearing activities, branching, and mergers and acquisitions.

Enforcement Authority

The federal and Georgia regulatory structures give the bank regulatory agencies extensive discretion in connection
with their supervisory and enforcement activities and examination policies, including policies with respect to the
classification of assets and the establishment of adequate loan loss reserves for regulatory purposes. The regulatory
agencies have adopted guidelines to assist in identifying and addressing potential safety and soundness concerns
before an institution’s capital becomes impaired. The guidelines establish operational and managerial standards
generally relating to: (1) internal controls, information systems, and internal audit systems; (2) loan documentation;
(3) credit underwriting; (4) interest-rate exposure; (5) asset growth and asset quality; and (6) compensation, fees, and
benefits. Further, the regulatory agencies have adopted safety and soundness guidelines for asset quality and for
evaluating and monitoring earnings to ensure that earnings are sufficient for the maintenance of adequate capital and
reserves. If, as a result of an examination, the DBF or the FDIC should determine that the financial condition, capital
resources, asset quality, earnings prospects, management, liquidity, or other aspects of the Bank’s operations are
unsatisfactory or that the Bank or its management is violating or has violated any law or regulation, the DBF and the
FDIC, and separately the FDIC as insurer of the Bank’s deposits, have residual authority to:

·require affirmative action to correct any conditions resulting from any violation or practice;

·direct an increase in capital and the maintenance of higher specific minimum capital ratios, which may preclude theBank from being deemed well capitalized and restrict its ability to accept certain brokered deposits;

·restrict the Bank’s growth geographically, by products and services, or by mergers and acquisitions, including biddingin FDIC receiverships for failed banks;

·
enter into or issue informal or formal enforcement actions, including required Board resolutions, memoranda of
understanding, written agreements and consent or cease and desist orders or prompt corrective action orders to take
corrective action and cease unsafe and unsound practices;

·require prior approval of senior executive officer or director changes; remove officers and directors and assess civilmonetary penalties; and

·terminate FDIC insurance, revoke the charter and/or take possession of and close and liquidate the Bank or appointthe FDIC as receiver.
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Deposit Insurance

The FDIC is an independent federal agency that insures deposits through the Deposit Insurance Fund (the “DIF”) up to
prescribed statutory limits of federally insured banks and savings institutions and safeguards the safety and soundness
of the banking and savings industries. The amount of FDIC assessments paid by each DIF member institution is based
on its relative risk of default as measured by regulatory capital ratios and other supervisory factors. The FDIC may
terminate a depository institution’s deposit insurance upon a finding that the institution’s financial condition is unsafe or
unsound or that the institution has engaged in unsafe or unsound practices that pose a risk to the DIF or that may
prejudice the interest of the Bank’s depositors. The termination of deposit insurance for a bank would also result in the
revocation of the Bank’s charter by the DBF. The Bank’s FDIC insurance expense totaled $966 thousand for 2014. We
are generally unable to control the amount of premiums that we are required to pay for FDIC insurance. If there are
additional bank or financial institution failures or if the FDIC otherwise determines, we may be required to pay even
higher FDIC premiums. Any future increases in FDIC insurance premiums may have a material and adverse effect on
our earnings and could have a material adverse effect on the value of, or market for, our common stock.

Dividends

It is the Federal Reserve’s policy that bank holding companies should generally pay dividends on common stock only
out of income available over the past year, and only if prospective earnings retention is consistent with the
organization’s expected future needs and financial condition. It is also the Federal Reserve’s policy that bank holding
companies should not maintain dividend levels that undermine their ability to be a source of strength to its banking
subsidiaries. The Federal Reserve has also discouraged payment ratios that are at maximum allowable levels unless
both asset quality and capital are very strong.

The Bank is a legal entity that is separate and distinct from the Company. The Company is dependent on the
performance of the Bank for funds which may be received as dividends from the Bank for use in the operation of the
Company and the ability of the Company to pay dividends to shareholders. Subject to the regulatory restrictions which
currently further restrict the ability of the Bank to declare and pay dividends under applicable Georgia law, future cash
dividends by the Bank will depend upon management’s assessment of future capital requirements, contractual
restrictions and other factors. When effective, the new minimum capital rule may restrict dividends by the Bank if the
additional capital conservation buffer is not achieved.

Operations and Consumer Compliance Laws

The Bank must comply with numerous federal and state anti-money laundering and consumer protection and privacy
statutes and implementing regulations, including the USA Patriot Act of 2001, GLBA, the Bank Secrecy Act, the
Foreign Account Tax Compliance Act (effective 2013), the CRA, the Fair Credit Reporting Act, as amended by the
Fair and Accurate Credit Transactions Act, the Equal Credit Opportunity Act, the Truth in Lending Act, the Fair
Housing Act, the Home Mortgage Disclosure Act, the Real Estate Settlement Procedures Act, the National Flood
Insurance Act, and various federal and state privacy protection laws. Noncompliance with these laws could subject the
Bank to lawsuits and could also result in administrative penalties, including, fines and reimbursements. The Bank and
the Company are also subject to federal and state laws prohibiting unfair or fraudulent business practices, untrue or
misleading advertising and unfair competition.
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These laws and regulations mandate certain disclosure and reporting requirements and regulate the manner in which
financial institutions must deal with customers when taking deposits, making loans, servicing, collecting, and
foreclosure of loans, and providing other services. Failure to comply with these laws and regulations can subject the
Bank to various penalties, including but not limited to enforcement actions, injunctions, fines or criminal penalties,
punitive damages to consumers, and the loss of certain contractual rights.

The Dodd-Frank Act provided for the creation of the CFPB as an independent entity within the Federal Reserve. The
CFPB is a new regulatory agency for United States banks. The CFPB has broad rulemaking, supervisory, and
enforcement authority over consumer financial products and services, including deposit products, residential
mortgages, home-equity loans, credit cards, and other consumer loans. The CFPB’s functions include investigating
consumer complaints, conducting market research, rulemaking, supervising and examining banks consumer
transactions, and enforcing rules related to consumer financial products and services. Pursuant to the Dodd-Frank Act,
banks (such as the Bank) with less than $10 billion in assets will continue to be examined for compliance with the
consumer laws and the regulations of the CFPB by their primary federal banking agency.

The CFPB has adopted revisions to Regulation Z, which implements the Truth in Lending Act (“TILA”). The revisions
took effect on January 10, 2014 and apply to all consumer mortgages (except home equity lines of credit, timeshare
plans, reverse mortgages, or temporary loans). The revisions mandate specific underwriting criteria for home loans in
order for creditors to make a reasonable, good faith determination of a consumer’s ability to repay and establish certain
protections from liability under this requirement for “qualified mortgages” meeting certain standards. In particular, it
will prevent banks from making “no doc” and “low doc” home loans, as the rules require that banks determine a
consumer’s ability to pay based in part on verified and documented information. Because we do not originate “no doc” or
“low doc” loans, we do not believe this regulation will have a significant effect on our operations.

Iran Sanctions Related Disclosure

Under the Iran Threat Reduction and Syrian Human Rights Act of 2012, which added Section 13(r) to the Securities
Exchange Act of 1934, as amended, we are required to include certain disclosures in our periodic reports if we or any
of our “affiliates” knowingly engaged in certain specified activities during the period covered by this Annual Report on
Form 10-K. Because the SEC defines the term “affiliate” broadly, it includes any entity controlled by us as well as any
person or entity that controls us or is under common control with us. We do not believe we and our consolidated
subsidiaries have knowingly engaged in any transaction or dealing reportable under Section 13(r) of the Exchange Act
during fiscal year 2014.

- 23 -

Edgar Filing: COLONY BANKCORP INC - Form 10-K

26



Table of Contents
Part I (Continued)
Item 1 (Continued)

Anti-Money Laundering and the USA Patriot Act

A major focus of governmental policy on financial institutions in recent years has been aimed at combating money
laundering and terrorist financing. The USA PATRIOT Act of 2001 (the “USA Patriot Act”) substantially broadened the
scope of United States anti-money laundering laws and regulations by imposing significant new compliance and due
diligence obligations, creating new crimes and penalties and expanding the extra-territorial jurisdiction of the United
States. The United States Treasury Department has issued and, in some cases, proposed a number of regulations that
apply various requirements of the USA Patriot Act to financial institutions such as the Bank. These regulations impose
obligations on financial institutions to maintain appropriate policies, procedures and controls to detect, prevent and
report money laundering and terrorist financing and to verify the identity of their customers. Certain of those
regulations impose specific due diligence requirements on financial institutions that maintain correspondent or private
banking relationships with non-U.S. financial institutions or persons. Failure of a financial institution to maintain and
implement adequate programs to combat money laundering and terrorist financing, or to comply with all of the
relevant laws or regulations, could have serious legal and reputational consequences for the Company.

Office of Foreign Assets Control Regulation

The United States has imposed economic sanctions that affect transactions with designated foreign countries, nationals
and others. These are typically known as the “OFAC” rules based on their administration by the U.S. Treasury
Department Office of Foreign Assets Control (“OFAC”). The OFAC-administered sanctions targeting countries take
many different forms. Generally, however, they contain one or more of the following elements: (i) restrictions on
trade with or investment in a sanctioned country, including prohibitions against direct or indirect imports from and
exports to a sanctioned country and prohibitions on “U.S. persons” engaging in financial transactions relating to making
investments in, or providing investment-related advice or assistance to, a sanctioned country; and (ii) a blocking of
assets in which the government or specially designated nationals of the sanctioned country have an interest, by
prohibiting transfers of property subject to U.S. jurisdiction (including property in the possession or control of U.S.
persons). Blocked assets (e.g., property and bank deposits) cannot be paid out, withdrawn, set off or transferred in any
manner without a license from OFAC. Failure to comply with these sanctions could have serious legal and
reputational consequences.

Legislative and Regulatory Initiatives

From time to time, various legislative and regulatory initiatives are introduced in Congress and state legislatures, as
well as by regulatory agencies. Such initiatives may include proposals to expand or contract the powers of bank
holding companies and depository institutions or proposals to substantially change the financial institution regulatory
system. Such legislation could change banking statutes and the operating environment of the Company in substantial
and unpredictable ways. If enacted, such legislation could increase or decrease the cost of doing business, limit or
expand permissible activities or affect the competitive balance among banks, savings associations, credit unions, and
other financial institutions. The Company cannot predict whether any such legislation will be enacted, and, if enacted,
the effect that it, or any implementing regulations, would have on the financial condition or results of operations of the
Company. A change in statutes, regulations or regulatory policies applicable to the Company or any of its subsidiaries
could have a material effect on the business of the Company.
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Risk Factors

Not Applicable.

Item 1B

Unresolved Staff Comments

Not Applicable.

Item 2

Properties

The principal properties of the Registrant consist of the properties of the Bank.  The Bank owns all of the banking
offices occupied except two offices in Tifton, one office in Valdosta, and one office in Douglas which are leased.  In
addition, the Company owns the corporate offices located in Fitzgerald, Georgia.

Item  3

Legal Proceedings

The Company and its subsidiary may become parties to various legal proceedings arising from the normal course of
business.  As of December 31, 2014, there are no material pending legal proceedings to which Colony or its subsidiary
are a party or of which any of its property is the subject.

Item 4

Mine Safety Disclosures

Not Applicable.
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Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchase of Equity Securities

Effective April 2, 1998, Colony Bankcorp, Inc. common stock is quoted on the NASDAQ Global Market under the
symbol “CBAN.”  Prior to this date, there was no public market for the common stock of the registrant.

The following table sets forth the high, low and close sale prices per share of the common stock as reported on the
NASDAQ Global Market, and the dividends declared per share for the periods indicated.

Year Ended December 31, 2014 High Low Close

Fourth Quarter 8.00 6.30 7.88
Third Quarter 7.13 6.00 6.70
Second Quarter 6.31 5.45 6.31
First Quarter 6.50 5.90 6.13

Year Ended December 31, 2013

Fourth Quarter 6.40 5.81 6.10
Third Quarter 7.47 5.85 5.85
Second Quarter 7.50 5.21 6.81
First Quarter 5.95 3.55 5.45

No cash dividends were paid on its common stock in 2013 or 2014.  The Company’s board of directors suspended the
payment of dividends in the third quarter of 2009.  For a description of the restrictions and limitations on the
Company’s ability to pay dividends, please see “Dividends” on Page 18.

As of December 31, 2014, the Company had approximately 1,898 common stockholders of record.

On March 30, 2010, Colony Bankcorp, Inc. accepted the subscriptions of several investors in a private placement
offering to accredited investors under an exemption from registration contained in Section 4(2) of the Securities Act of
1933 and Rule 506 of Regulation D under the Securities Act.  The Company offered a maximum of 1,216,545 shares
of its common stock at a price of $4.11-$4.50 per share.  The price for non-affiliates was determined using a twenty
day average trading price as quoted on NASDAQ Stock Market immediately prior to the beginning of the offering. 
All of the shares were purchased for a total of $5.08 million, less offering expenses of approximately $20,000. The
offering was closed      March 30, 2010.

Issuer Purchase of Equity Securities

The Company purchased no shares of the Company’s common stock during the quarter ended December 31, 2014.
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Selected Financial Data

Year Ended December 31,
2014 2013 2012 2011 2010
(Dollars in Thousands, except per share data)

Selected Balance Sheet Data
Total Assets $1,146,898 $1,148,551 $1,139,397 $1,195,376 $1,275,658
Total Loans, Net of Unearned Interest and Fees 745,733 750,857 746,816 716,264 813,189
Total Deposits 979,303 987,529 979,685 999,985 1,059,124
Investment Securities 274,624 263,295 268,342 303,937 303,886
Federal Home Loan Bank Stock 2,831 3,164 3,364 5,398 6,064
Stockholders’ Equity 99,027 89,954 95,759 96,613 92,959
Selected Income Statement Data
Interest Income 44,762 45,186 47,289 51,793 58,738
Interest Expense 6,799 7,497 11,016 16,806 21,523

Net Interest Income 37,963 37,689 36,273 34,987 37,215
Provision for Loan Losses 1,308 4,485 6,785 8,250 13,350
Other Income 9,125 8,377 9,733 9,951 10,006
Other Expense 34,980 34,617 35,379 33,051 33,856

Income (Loss) Before Tax 10,800 6,964 3,842 3,637 15
Income Tax Expense (Benefit) 3,268 2,335 1,201 1,104 (459 )

Net Income (Loss) 7,532 4,629 2,641 2,533 474
Preferred Stock Dividends 2,689 1,509 1,435 1,400 1,400

Net Income (Loss) Available to Common
Stockholders $4,843 $3,120 $1,206 $1,133 $(926 )

Weighted Average Common Shares Outstanding 8,439 8,439 8,439 8,439 8,149
Shares Outstanding 8,439 8,439 8,439 8,439 8,443
Intangible Assets $152 $188 $224 $259 $295
Dividends Declared - - - - -
Average Assets 1,128,052 1,118,071 1,139,814 1,205,891 1,269,607
Average Stockholders’ Equity 94,751 93,358 96,541 94,737 94,452
Net Charge-Offs 4,312 5,416 9,698 20,880 16,471
Reserve for Loan Losses 8,802 11,806 12,737 15,650 28,280
OREO 10,402 15,502 15,941 20,445 20,208
Nonperforming Loans 18,341 24,118 29,855 38,837 28,921
Nonperforming Assets 28,743 39,620 46,162 59,708 49,262
Average Interest-Earning Assets 1,057,608 1,048,185 1,066,333 1,132,523 1,199,216
Noninterest-Bearing Deposits 128,340 115,261 123,967 94,269 102,959
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Year Ended December 31,
2014 2013 2012 2011 2010
(Dollars in Thousands, except per share data)

Per Share Data:
Net Income (Loss) Per Common Share (Diluted) $0.57 $0.37 $0.14 $0.13 $(0.11 )
Common Book Value Per Share 8.42 7.34 8.05 8.17 7.75
Tangible Common Book Value Per Share 8.40 7.32 8.02 8.14 7.72
Dividends Per Common Share 0.00 0.00 0.00 0.00 0.00
Profitability Ratios:
Net Income (Loss) to Average Assets 0.43 % 0.28 % 0.11 % 0.09 % (0.07 )%
Net Income (Loss) to Average Stockholders’ Equity 5.11 3.34 1.25 1.20 (0.98 )
Net Interest Margin 3.60 3.61 3.41 3.11 3.12
Loan Quality Ratios:
Net Charge-Offs to Total Loans 0.58 0.72 1.30 2.92 2.03
Reserve for Loan Losses to Total Loans and OREO 1.16 1.54 1.67 2.12 3.39
Nonperforming Assets to Total Loans and OREO 3.80 5.17 6.05 8.10 5.91
Reserve for Loan Losses to Nonperforming Loans 47.99 48.95 42.66 40.30 97.78
Reserve for Loan Losses to Total Nonperforming Assets 30.62 29.80 27.59 26.21 57.41
Liquidity Ratios:
Loans to Total Deposits (2) 76.15 76.03 76.23 71.63 76.78
Loans to Average Earning Assets (2) 70.51 71.63 70.04 63.24 67.81
Noninterest-Bearing Deposits to Total Deposits 13.11 11.67 12.65 9.43 9.72
Capital Adequacy Ratios:
Common Stockholders’ Equity to Total Assets 6.20 5.39 5.96 5.77 5.13
Total Stockholders’ Equity to Total Assets 8.63 7.83 8.40 8.08 7.29
Dividend Payout Ratio 0.00 0.00 0.00 0.00 NM  (1)

(1)Not meaningful due to net loss recorded.
(2)Total loans, net of unearned interest and fees.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements and Factors that Could Affect Future Results

Certain statements contained in this Annual Report that are not statements of historical fact constitute forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995 (the Act), notwithstanding that
such statements are not specifically identified.  In addition, certain statements may be contained in the Company’s
future filings with the SEC, in press releases, and in oral and written statements made by or with the approval of the
Company that are not statements of historical fact and constitute forward-looking statements within the meaning of
the Act.  Examples of forward-looking statements include, but are not limited to: (i) projections of revenues, income
or loss, earnings or loss per share, the payment or nonpayment of dividends, capital structure and other financial
items; (ii) statements of plans and objectives of Colony Bankcorp, Inc. or its management or Board of Directors,
including those relating to products or services; (iii) statements of future economic performance; and (iv) statements
of assumptions underlying such statements.  Words such as “believes,” “anticipates,” “expects,” “intends,” “targeted” and similar
expressions are intended to identify forward-looking statements but are not the exclusive means of identifying such
statements.

Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from
those in such statements. Factors that could cause actual results to differ from those discussed in the forward-looking
statements include, but are not limited to:

·Local and regional economic conditions and the impact they may have on the Company and its customers and theCompany’s assessment of that impact.

·Changes in estimates of future reserve requirements based upon the periodic review thereof under relevant regulatoryand accounting requirements.

·The effects of and changes in trade, monetary and fiscal policies and laws, including interest rate policies of theFederal Reserve Board.

·Inflation, interest rate, market and monetary fluctuations.

·Political instability.

·Acts of war or terrorism.

·The timely development and acceptance of new products and services and perceived overall value of these productsand services by users.

·Changes in consumer spending, borrowings and savings habits.

·Technological changes.

·Acquisitions and integration of acquired businesses.

·The ability to increase market share and control expenses.
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·The effect of changes in laws and regulations (including laws and regulations concerning taxes, banking, securitiesand insurance) with which the Company and its subsidiaries must comply.

·The effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well asthe Financial Accounting Standards Board and other accounting standard setters.

·Changes in the Company’s organization, compensation and benefit plans.

·The costs and effects of litigation and of unexpected or adverse outcomes in such litigation.

·Greater than expected costs or difficulties related to the integration of new lines of business.

·The Company’s success at managing the risks involved in the foregoing items.

Forward-looking statements speak only as of the date on which such statements are made.  The Company undertakes
no obligation to update any forward-looking statement to reflect events or circumstances after the date on which such
statement is made, or to reflect the occurrence of unanticipated events.

The Company

Colony Bankcorp, Inc. (Colony) is a bank holding company headquartered in Fitzgerald, Georgia that provides,
through its wholly-owned subsidiary (collectively referred to as the Company), a broad array of products and services
throughout central, south and coastal Georgia markets. The Company offers commercial, consumer and mortgage
banking services.

Application of Critical Accounting Policies and Accounting Estimates

The accounting and reporting policies of the Company are in accordance with accounting principles generally
accepted in the United States of America and conform to general practices within the banking industry.  The
Company’s financial position and results of operations are affected by management’s application of accounting policies,
including judgments made to arrive at the carrying value of assets and liabilities and amounts reported for revenues,
expenses and related disclosures.  Different assumptions in the application of these policies could result in material
changes in the Company’s financial position and/or results of operations.  Critical accounting policies are those
policies that management believes are the most important to the portrayal of the Company’s financial condition and
results of operations, and they require management to make estimates that are difficult and subjective or complete.

Allowance for Loan Losses - The allowance for loan losses provides coverage for probable losses inherent in the
Company’s loan portfolio.  Management evaluates the adequacy of the allowance for loan losses quarterly based on
changes, if any, in underwriting activities, the loan portfolio composition (including product mix and geographic,
industry or customer-specific concentrations), trends in loan performance, regulatory guidance and economic factors. 
This evaluation is inherently subjective, as it requires the use of significant management estimates.  Many factors can
affect management’s estimates of specific and expected losses, including volatility of default probabilities, collateral
values, rating migrations, loss severity and economic and political conditions.  The allowance is increased through
provisions charged to operating earnings and reduced by net charge-offs.
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The Company determines the amount of the allowance based on relative risk characteristics of the loan portfolio.  The
allowance recorded for loans is based on reviews of individual credit relationships and historical loss experience.  The
allowance for losses relating to impaired loans is based on the loan’s observable market price, the discounted cash
flows using the loan’s effective interest rate, or the value of collateral for collateral dependent loans.

Regardless of the extent of the Company’s analysis of customer performance, portfolio trends or risk management
processes, certain inherent but undetected losses are probable within the loan portfolio.  This is due to several factors,
including inherent delays in obtaining information regarding a customer’s financial condition or changes in their
unique business conditions, the judgmental nature of individual loan evaluations, collateral assessments and the
interpretation of economic trends.  Volatility of economic or customer-specific conditions affecting the identification
and estimation of losses for larger nonhomogeneous credits and the sensitivity of assumptions utilized to establish
allowances for homogeneous groups of loans are among other factors.  The Company estimates a range of inherent
losses related to the existence of these exposures.  The estimates are based upon the Company’s evaluation of risk
associated with the commercial and consumer levels and the estimated impact of the current economic environment.

Other Real Estate Owned and Foreclosed Assets

Other real estate owned (OREO) or other foreclosed assets acquired through loan foreclosure are initially recorded at
fair value less costs to sell when acquired, establishing a new cost basis.  The adjustment at the time of foreclosure is
recorded through the allowance for loan losses.  Due to the subjective nature of establishing the fair value when the
asset is acquired, the actual fair value of the other real estate owned or foreclosed asset could differ from the original
estimate.  If it is determined that fair value declines subsequent to foreclosure, the valuation allowance is adjusted
through a charge to noninterest expense.  Operating costs associated with the assets after acquisition are also recorded
as noninterest expense. Gains and losses on the disposition of other real estate owned and foreclosed assets are netted
and recognized in noninterest expense.  Management obtains appraisals performed by certified, third-parties within
one year of placing a property into OREO.  The fair value of the property is then evaluated by management annually
going forward, or more often if necessary.  Annual evaluations may be performed by certified third parties, or
internally by management comparing recent sales of similar properties within the Company’s OREO portfolio.

Overview

The following discussion and analysis presents the more significant factors affecting the Company’s financial
condition as of December 31, 2014 and 2013, and results of operations for each of the years in the three-year period
ended December 31, 2014. This discussion and analysis should be read in conjunction with the Company’s
consolidated financial statements, notes thereto and other financial information appearing elsewhere in this report.

Taxable-equivalent adjustments are the result of increasing income from tax-free loans and investments by an amount
equal to the taxes that would be paid if the income were fully taxable based on a 34 percent  federal tax rate, thus
making tax-exempt yields comparable to taxable asset yields.

Dollar amounts in tables are stated in thousands, except for per share amounts.
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Results of Operations

The Company’s results of operations are determined by its ability to effectively manage interest income and expense,
to minimize loan and investment losses, to generate noninterest income and to control noninterest expense.  Since
market forces and economic conditions beyond the control of the Company determine interest rates, the ability to
generate net interest income is dependent upon the Company’s ability to obtain an adequate spread between the rate
earned on earning assets and the rate paid on interest-bearing liabilities.  Thus, the key performance for net interest
income is the interest margin or net yield, which is taxable-equivalent net interest income divided by average earning
assets.  Net income (loss) available to common shareholders totaled $4.84 million, or $0.57 per diluted common share
in 2014, compared to $3.12 million, or $0.37 per diluted common share in 2013, and to $1.21 million, or $0.14 per
diluted common share in 2012.

Selected income statement data, returns on average assets and average equity and dividends per share for the
comparable periods were as follows:

$ % $ %
2014 2013 Variance Variance 2013 2012 Variance Variance

Taxable-equivalent net interest
income $38,080 $37,859 $ 221 0.58 % $37,859 $36,417 $ 1,442 3.96 %
Taxable-equivalent adjustment 117 170 (53 ) (31.18 ) 170 144 26 18.06

Net interest income 37,963 37,689 274 0.73 37,689 36,273 1,416 3.90
Provision for loan losses 1,308 4,485 (3,177 ) (70.84 ) 4,485 6,785 (2,300 ) (33.90 )
Noninterest income 9,125 8,377 748 8.93 8,377 9,733 (1,356 ) (13.93 )
Noninterest expense 34,980 34,617 363 1.05 34,617 35,379 (762 ) (2.15 )

Income before income taxes $10,800 $6,964 $ 3,836 55.08 $6,964 $3,842 $ 3,122 81.26
Income Taxes 3,268 2,335 933 39.96 2,335 1,201 1,134 94.42

Net income $7,532 $4,629 $ 2,903
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