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March 4, 2009

Mr. Neil M. Barofsky

Special Inspector General — TARP

1500 Pennsylvania Ave., N.W., Suite 1064
Washington, D.C. 20220

Dear Mr. Barofsky,

On behalf of Citizens South Banking Corporation (the “Company”), which participated in the Troubled
Asset Relief Program (“TARP”) Capital Purchase Plan (“CPP”) through the sale on December 12, 2008,
to the U.S. Treasury Department (“Treasury”) of $20.5 million of preferred stock and a warrant to
purchase 428,870 shares of the Company’s stock and as requested in your letter dated February 6, 2009,
I am providing the following information.

(1) (a) The primary purpose for obtaining the additional capital raised through the CPP was to
improve our capital ratios and thereby increase the Company’s ability to lend money in our local
market area in the future; (b) upon receipt of the $20.5 million in proceeds from the sale of the
preferred stock, the funds were deposited into the general operating account of the Company.
Therefore, there was no segregation of these funds from other corporate funds; (c) since the sale
of the preferred stock, the Company has 1) injected an additional $15.0 million in capital to the
Company’s wholly-owned subsidiary, Citizens South Bank; 2) originated 185 loans totaling
$21.0 million and initiated loan commitments totaling $16.5 million through Citizens South
Bank. These are generally loans to individuals and small to medium size businesses; 3) opened a
new loan production office in a new market; and 4) created a $20.5 million program (the amount
of the funds received from the CPP) to fund new low-interest rate residential mortgage loans. A
copy of the press release announcing the program and a summary of the details of the program
are included as attachments to our response. Our new low-interest rate mortgage program was
featured in an article in the Washington Post by business columnist Steven Pearlstein (copy of
article attached). As a result of this exposure in the Washington Post, our program was also
featured on national news broadcasts such as NBC Nightly News with Brain Williams, Fox and
Friends, and CNBC, as well as several local print and television outlets (copies of articles
attached). We officially began advertising this program on Friday, February 20, 2009.

However, as of February 28, 2009, we have already closed one loan for $65,000 under this
program and have two other commitments totaling $280,000. Had our Company not raised the
$20.5 million in capital, we would not have created our low-interest rate mortgage loan program;
(d) we expect that we will fulfill our $20.5 million pledge to fund low-interest rate residential
mortgage loans before the end of 2009. ‘
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. On February 19, 2009, the Company’s Internal Auditor conducted an Executive Incentive

Compensation Review for the Company’s Compensation Committee. This report was presented to

the Company’s Audit Committee and Compensation Committee on March 4, 2009. The conclusion

of the review was that the Company’s Executive Annual Incentive Plan does not encourage senior
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exccutives to take unnecessary and excessive risks that could threaten the value of the Company.

b(4)

We trust that these responses fully answer the questions posed in your February 6, 2009, letter.
Should you need any additional information, please feel free to contact me at (704) 884-2260. 1
herby certify, to the best of my knowledge, that the information provided herein is accurate and
correct.

Sincerely,

Kim S. Price
President and Chief Executive Officer



OFFICE OF THR SPECIAL INSPECTOR GENERAL
TROUBLED ASSET RELIEF PROGRAM
1500 Pennsylvania Ave., N.W., Suite 1064
Washington, D.C. 20220

February 6, 2009

Ms. Kim S, Price

Citizens South Bank

519 South New Hope Road
Gastonia, NC 28054-4040

Dear Ms. Kim S. Price,

The Emergency Economic Stabilization Act of 2008 (“EESA”) that established the Troubled
Asset Relief Program (TARP) also created the Office of the Special Inspector General for
Troubled Asset Relief Program (SIGTARP). SIGTARP is responsible for coordinating and
conducting audits and investigations of any program established by the Secretary of the Treasury
under the act. As part of an audit into TARP recipients’ use of funds and their compliance with

BEESA’s executive compensation requirements,

T am requesting that you provide my office, within 30 days of this request, the following
information:

(1) A narrative response specifically outlining (a) your anticipated use of
TARP funds; (b) whether the TARP funds were segregated from other
institutional funds; (c) your actual use of TARP funds to date; and (d)
your expected use of unspent TARP funds. In your response, please take
into consideration your anticipated use of TARP funds at the time that
you applied for such funds, or any actions that have taken that you would
not have been able to take absent the infusion of TARP funds.

(2) Your specific plans, and the status of implementation of those plans, for
addressing executive compensation requirements associated with the
funding. Information provided regarding executive compensation should
also include any assessments made of loan risks and their relationship to
executive compensation; how limitations on executive compensation will
be implemented in line with Department of Treasury guidelines; and
whether any such limitations may be offset by other changes fo other,
longer-term or deferred forms of executive compensation.
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In connection with this request:

(1) We anticipate that responses might well be quantitative as well as
qualitative in nature regarding the impact of having the funds, and we
encourage you to make reference to such sources as statements to the
media, shareholders, or others concerning your intended or actual use of
TARP funds, as well as any internal email, budgets, or memoranda
describing your anticipated use of funds. We ask that you segregate and
preserve all documents referencing your use or anticipated use of TARP
funds such as any internal email, budgets, or memoranda regarding your
anticipated or actual use of TARP, funds.

(2) Your response should include copies of pertinent supporting
documentation (financial or otherwise) to support your response.

(3) Further, I request that, your response be signed by a duly anthorized senior
executive officer of your company, including a statement certifying the
accuracy of all statements, representations, and supporting information
provided, subject to the requirements and penalties set forth in Title 18,
United States Code, Section 1001.

(4) Responses should be provided electronically within 30 days to SIGTARP
at SIGTARP.response@do.treas.gov, with an original signed certification
and any other supporting documentation mailed to: Speeial Inspector
General - TARP; 1500 Pennsylvania Avenue, NW; Suite 1064;
Washington, D.C. 20220.

We think this initiative is vital to providing transparency the TARP program and the ability of
SIGTARP and others to assess the effectiveness of TARP programs over time. If you have any
questions regarding this initiative, please feel free to contact Mr. Barry W, Holman, my Deputy
Inspector General for Audit at (202) 927-9936.

Very truly yours,

"’} z"’f?
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Neil M. Barofsky
Special Inspector General

OMB Control No, 1505-0212
(Expires August 2009)

An agency is not authorized to conduct, and persons are not required to respond to, an information collection request
ualess it displays a valid coutrol number. Response is mandatory for all selected participants in the TARP program.
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Press Release Source: Citizens South Bank

Citizens South Bank to Use Entire TARP Allocation for Low-Interest
Mortgage Program Designed to Boost the Sluggish Housing Market

Thursday February 5, 12:23 pm ET

GASTONIA, N.C., Feb. 5 /PRNewswire-FirstCall/ -- Citizens South Bank (Nasdaqg: CSBC - News) announced today that it will use all
of its $20.5 million in federal Troubled Assets Relief Program (TARP) money to create a 30-year residential loan program with a
starting interest rate of 3.5 percent in an effort to stimulate the local housing market.

The loan program, which uses the bank's entire $20.5 million in federal TARP funds allocated under the Capital Purchase Program
(CPP), has a maximum rate of 5.5 percent and waives closing costs. Citizens South has continued to lend as the financial crisis has

unfolded.

"CPP funds issued as part of the TARP are intended to stimulate the economy by enabling banks to increase lending, and we are
glad to utilize the funds we received under the program as Congress intended,” said Kim S. Price, president and CEQ of Citizens
South Bank. "We are participating in the program from a position of financial strength and our new reduced-rate mortgage program

represents an expansion of our current lending.”

The new Citizens South program will bring together builders and developers, who are Citizens South customers and have extra
housing stock or residential lots ready for sale, with consumers who are looking for the best possible mortgage rate. Participating
builders and developers will agree to pay the closing costs on the mortgages as a form of assistance to qualified homebuyers.

"Recent consumer surveys show that lower interest rates provide people with the assistance they need to purchase a home," Price
said. "We believe this program is the best use of our CPP funds because it promotes home ownership and generates work for
builders, developers, construction workers and real estate agents."

While the program sets the interest rate for the first 24 months of the loan at 3.5 percent and adjusts the rate to 5.5 percent at the
start of the 25th month, all applicants will be qualified as if they were receiving a 5.5 percent interest rate for the life of the loan.

"We have always been a conservative institution and we want to make sure we continue to make responsible loans while assisting
our community in recovering from the recession," Price added. "Additionally, all of these loans will stay with our bank and not be

resold.”

About Citizens South

Citizens South Banking Corporation is the parent corporation for Citizens South Bank, which was established in 1904 and is
headquartered in Gastonia, N.C. The Bank has 15 full-service banking offices located in the Charlotte, N.C. region. As of December
31, 2008, the Company had consolidated assets of $817 million, outstanding loans of $627 million, total deposits of $581 million and

stockholders' equity of $105 million.

Source: Citizens South Bank

Copyright © 2008 Yahoo! Inc. Al rights reserved. Privacy Policy - Terms of Service - Copyright Policy - Send Feadback
Copyright © 2008 PR Newswire. All rights reserved. Republication or redistribution of PRNewswire content is expressly prohibited without the prior written consent of

PRNewswire. PRNewswire shall not be liable for any errors or delays in the content, or for any actions taken in refiance thereon.
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Citizens South Bank
C P P - Mortgage Program

3%:% fixed interest rate for the first two years
5%:% fixed interest rate beginning in 25" month

30-year term

80% loan to value (“LTV”) ratio based on the
lesser of value or cost (75% L1v for jumbo oans)

90% LTV ratio with mortgage insurance

No closing costs

Citizens South to waive origination fee, builder to pay all other closing
costs including but not limited to commitment fee, appraisal fee, flood,
title insurance, attorneys fees, etc

Construction / Permanent loans are included in
the CPP Mortgage program

Only owner-ocCupied residential properties are

eligible for this program (No second homes or investment
properties)

This program is available exclusively to the
buyers of homes and lots currently financed for
participating builder and developer customers
of Citizens South Bank

Limited Time Offer



Contact the following builders and developers:

CHARLOTTE

Citizens South Bank Mortgage ~ Jeff Todd

704-688-1117
ieffreytodd@allizenssauth.com

Rickenbaker Construclion
Company - Ed Rickenbaker
704-377-5511
rickanbakerce@carolina.rncom

GASTON

Citizens South Bank Mortgage -
Kim Baldwin

704-884-2344

kim. baldwin@icilizenssouth.com

Steve Gammaons
T04-884-2345
steve.gammons@oitizenssouth.com

Johnsan Homes ~ Kim Harrill
704~445 sletei]
{li@jchnsonar

iates.nel

Ashiey Place Patlo Homes -
Harold Robinson
704-629.3773
frobinson@caralina.rroom

Rudlsili Development, LLE -
John Rudisiil

704-806-7208
Jrudisift 1 @carofina.rrcom

Sunset Valley Subdivision - Steve Sisk

704-813-1747
DWHJ@bslisouth.net

Reeger Bullders, Inc. - Ron Reeger
704-913-1826
reager@belisouth.net

Robert Robinson Bulider ~ Bob Robinson

704-813-0699

‘Thomas Properties, Inc, ~

John Thomas

704-864-8248
thomaspruperties2@caralina.rmeom

Colony Cuatom Homes, ing, ~
Peter T. Harakas

704-854-8860

Catawba Hills, LLC -~ Robert Dienst
704-309-0123
bdienst@diensthomes.com
Beckham Homes ~ Pete Beckham
704-361-6416
beckhamhomes i @hotmail.com
indian Creek Investment Co, -~
Bud Black

704-530-7055

alact{2@acloom

ucms maﬁon ; :1 ban
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Armoni Homes - Angela Abedi
704-394.3888
angabedi@belisouth.net

Mclean Homes, Ine. - Trip Molean
704-913-2788
Iimcleans@earolinasr.oom

LAKE NORMAN

Gitizens South Bank Mortgage -
Shella MeCarty

T04.658-9842
shellamecarty@eitizenssouth.com

Quest Custom Homes - David Dowdy

704-400-4358
david@quesicustomhomes.com

Strom Construction, nc, -
Chris Strom

828-478-9460
chrig@stromeonstructioning.com

Zande Homes Inc. - Brent Zande
704-363-6380
brent@zandehomes.com

Wild Hare Development, inc. -
Bo Quickel

704-696-2662
info@bobuilt.com

Mid-Atlantic Custom Bullders
Wendy Smith

704.634-4135
wendy@thelamilymattersteam.com

Phoenix Rising, LLC - Wendy Smith
704-634-4135
werdy@thefanilymatiersteam.com

Barton Buillding Concepts, Inc, -
Trish Wilds

704-675-0630
trishwilds@yahoo.com

Schreiner Custom Homes ~
Steve Schreiner
704-766-2550
stevedischreinergrp.com

Meredith Hames, LLO - Frank Steiner
704-264-5081
meradithhomeslic@aol.com

The Enclave at Timber Ridge, LLG ~

Diane Austin
704-362-3188
daustin@builderdeveloperadvisors com

MONROE

Citizens South Bank Woertgage -~
Jaif Todd

704-898-1117

jetirey lodd@aitizanssouth.com
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American Community Homaes, LLC ~
Danny Jordan

704-361-3619

dan2334@acl.com

Phoenlx Bullding Co., Inc, «
Fred Rimmer
704-221-2158
frimmer@perunion.com

Caroling Heritage Builders -
Jeff Newton
704-651-3378

Pinnacle Homes USA -

Crystal Hollingsworth
704-291-3181
pinnaclehomesusa@carolingcom

Lockard Reed - Joe Childress
704-295-1500
joe@lockardreed.com

Centroling Bullders - Lynsey Webber
704.908-T763

lynsey@livestarcarolit com

True Homes -« Mark Boyce
704-238-1229
mboycedirughomesusa.cont

Gold Medaltion Homes, LLC -
Kathy Dowless

704-821-7608
kalthy@goldimedalionhomaeslic.com

DB Homes - Shay Patel
704-309-0852
shaypat@us.tbrm.com

ROCK HILL

Citizens South Bank Morlgage ~
Elizabeth Carriere

BO3-328-9984
slizabeth.carriereficiizenssouth.com

Myra Birt
BO3-328-9901
yrahin@cilizenssouth.com

C.W. Collins Company, Inc. ~
Sonny Colling

BO3-366-6203
ceolins@comporium.nal

Hen Saglimbeni
704-361-8657

The Village at India Hook -~ Ed Burgan
B864-313-0589
shurgan@mysouthstyle.com

Primo Real Estate Development -
Torry Cousin

€80-228-3703
terry@primodavalopers.com

Nu-South Builders - Keut Olson
704-843-0760
nusouth@belisouth.net

SALISBURY

Citizens South Bank Mortgage -
Dava Brown

704-647-6275
dava.brown@citizenssouth.com

Fortress Bullders ~ David Cox
704.794-3282
241@windslream.nat

Hinceman Construction Co. Inc. -~
Lonnie Hinceman

704-202-4668
Hincermnandggmall.com

Troy L. Treece Construction Ca, -
Troy Tresce

T04-202-8423
treace123@sarthlink.nst

Upscale Construction - Byron Brush

704-202-4719
chrush@oarolina.reom

Bryon Brush Construction, Inc, -
Byron Brush

704-202-47189
Aorush@windstream.com

Advanced Technology Canstructien, Inc, ~

Jerry Pickler
704-202-2862
jerry.pickler@ysahoo.cam

Bost Construction Co. Inc, -~ Tom Bost

704-202-4876
tombost@bhellsouth.net

STATESVILLE

Citizens South Bank Mortgage ~
Dava Brown

704-647-62786
davabrownéicitizenssouth.com

Tsumas Real Estate and Development -

Harry Tsumas
704-873-7000
hsumas@lsumasrealestate.com

PMA Investments, LLC ~ Valerie Stevens

704-658-5614

e
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By Steven Pearlstein i

Wednesday, February 11, 2009; Page D01
Wall Street is not pleased.

Hunkered-down executives and hyperactive traders were

TOOLBOX
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more than a little disappointed with what they heard
from our straight-shooting new Treasury secretary as he
unveiled his plans for Bank Bailout 2.0.

i Comments are closed for this item.
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Big Lessons in Finance From a Little
Rank You've Never Heard Of

Transcript: Steven Pearlstein on
Timothy Geithner's Bailout

Not enough clarity, they complained. Still no light at the end of the tunnel, bemoaned others.
Like spoiled, petulant children, they demonstrated their dissatisfaction by driving stock prices
down another 5 percent.

PO R P
Abepe e mant

By now, I hope you've learned enough not to be taken in by the self-serving
floor patter. These guys won't be happy until the government agrees to relieve them of every
last one of their lousy loans and investments at inflated prices, recapitalize every major bank
and brokerage and insurance company on sweetheart terms and restore them to the glory
days, so they can once again earn inflated profits and obscene pay packages by screwing over
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their customers and their shareholders.

For the Wall Street wise guys, bailout
politics is just another game to be
played, another market to be
manipulated, another set of risks to be
You worked hard to have i arbitraged.

a place to call home. ?

Later today, nine Titans of Finance will
testify before the unwieldy House
Financial Services Committee about the
| fine mess they have got us into and how
citl the first $350 billion in bank bailout
' money was used. The chief executives
have probably wised up enough to know
, to leave the Gulfstream back home and
fly in commercial with the hoi polloi. But don't hold your breath waiting for an expression of
contrition or gratitude, let alone any clarity on their own plans for using the government's
bailout money.

We'll work hard to help you
keep it

Citi rapewt sheeps’

In that regard, the committee probably would have learned more if they'd left the big boys to
wallow in their gilded bunkers and invited Kim Price up from Gastonia, N.C.

Price is the president of Citizens South, a 104-year-old community bank with about $800
million in assets, 15 offices and 150 employees that operates in the shadow and under the
radar of the big national banks -- Bank of America and Wachovia -- headquartered across the
river in Charlotte.

Citizens is among the stronger and more conservative banks in the Charlotte market. Despite
setting aside $3.2 million last year for expected loan losses, the bank managed to post a profit
of $3.1 million, down from $5.7 million the year before. Citizens never got into subprime
lending or 100 percent loans, and for its caution lost a lot of business during the go-go years.
Now, however, its reward is that its nonperforming loans are less than half of 1 percent of all

its loans.

Like many healthy banks, Citizens late last year figured it was in for a tough couple of years
with the national recession and the continued turmoil in financial services, which anchors the
regional economy. So it applied and won $20.5 million in bailout funds from the Treasury
Department on the usual terms requiring a 5 percent annual dividend payment to the
government. A few weeks ago, while reading a newspaper article, Price came up with an
ingenious plan for how to use it.

The article was about the reluctance of people to buy a house in the current market, and what
kinds of incentives had been used successfully by builders and bankers to get them to close a
deal. Two stood out: lower rates and the waiving of closing costs. And that got Price to
thinking: What if Citizens were to use its federal bailout money to offer below-market
mortgage rates with no closing costs to consuniers who would buy a house, or a house lot,
from builders and developers who had borrowed money from Citizens?

Price asked some of his loan officers to check with the builders and developers, who not
surprisingly were excited enough about the project to be willing to chip in some money to
help cover a portion of the forgone closing costs. So last week, Citizens launched its

|

i
|
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“marketing campaign for the $20.5 million program, in collaboration with its builder-
developer customers, offering 30-year loans with an initial teaser rate of 3.5 percent for the

first two years, rising to a fixed 5.5 percent rate (the current market rate) for the balance of
the loan.

"As we see it, it's a win-win-win situation all round," Price explained to me. The builders and

developers win by having a tool to help move their unsold inventory. The consumer wins by
getting a cut-rate loan. And Citizens wins because it lowers the risk that it will have to write
off even more of its commercial loans while taking a modest step to help stimulate the local
economy. And, of course, the public relations bump isn't bad either.

What's striking, however, is the attitude Price expresses in talking of the new program. He's
enough of a profit-making businessman to know that when the government is offering 5
percent equity money, he'd be a damn fool not to take it, even if his bank is already well
capitalized. And yet he's sensitive enough about obligation that he feels comes with taking
taxpayer money that he was anxious to use it in a visible way to benefit his community and
his customers, as well as his shareholders.

In truth, Citizens won't literally be using its federal bailout money to make these mortgage
loans. In fact, no bank would -- using money that costs 5 percent to make 5.5 percent loans
won't get you very far in the banking business. But what each dollar of government capital
does for Citizens, or any other bank, is give it the ability to go out and borrow another §9
from depositors or the Federal Home Loan Bank at a rate of 2.5 percent or less.

By the way, Kim Price would have had no trouble meeting the Obama administration's new

$500,000 salary cap for executives at banks taking bailout money. His total pay package last

year was $456,146, including a base salary of $250,000; a bonus of $64,800; $63,920 worth
of Citizens stock; and $33,415 in other perks, including country club membership and a
company car (driver not included).

And get this: Somehow the directors of Citizens South managed to attract and retain a chief
executive who turned in respectable profits during good times and bad, and yet was able to
pay him only 10 times the salary of the average employee. Pretty neat, huh?

So here's a question the House Financial Services Committee might put to the Titans of
Finance: How is it that Kim Price, a community banker with an undergraduate degree from
Appalachian State University, a tiny executive staff and a pay package that you would
consider insulting, somehow managed to come up with a more creative use for his
government bailout money than any of you?
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A Happy Banking Tale, and Faint Praise We Can Live With

By STEPHEN J. DUBNER

Interesting piece here by Washington Post columnist Steven Pearlstein about a relatively small
North Carolina bank called Citizens South, which avoided bad loans, has remained profitable, and then
applied for and won $20.5 million in TARP bailout funds.

Writing on the eve of the testimony by eight gigantic bankers before the House Financial Services
Committee, Pearlstein lauds Citizens South and its president, Kim Price, for the sanity and creativity
with which they put that $20.5 million to use:

A few weeks ago, while reading a newspaper article, Price came up with an ingenious plan for how to
use it.

The article was about the reluctance of people to buy a house in the current market, and what kinds of
incentives had been used successfully by builders and bankers to get them to close a deal. Two stood
out: lower rates and the waiving of closing costs. And that got Price to thinking: What if Citizens were
to use its federal bailout money to offer below-market mortgage rates with no closing costs to
consumers who would buy a house, or a house lot, from builders and developers who had borrowed
money from Citizens?

Price asked some of his loan officers to check with the builders and developers, who not surprisingly
were excited enough about the project to be willing to chip in some money to help cover a portion of
the forgone closing costs. So last week, Citizens launched its marketing campaign for the $20.5 million
program, in collaboration with its builder-developer customers, offering 30-year loans with an initial
teaser rate of 3.5 percent for the first two years, rising to a fixed 5.5 percent rate (the current market
rate) for the balance of the loan.

“As we see it, it’s a win-win-win situation all round,” Price explained to me.

Pearlstein is particularly impressed that Price’s total pay package last year was just $456,146, a
rounding error for most of the eight banking kings who came to talk to Congress. This leads Pearlstein
to deliver a zesty kicker to his column:

So here’s a question the House Financial Services Committee might put to the Titans of Finance: How
is it that Kim Price, a community banker with an undergraduate degree from Appalachian State
University, a tiny executive staff, and a pay package that you would consider insulting, somehow
managed to come up with a more creative use for his government bailout money than any of you?

Some graduates of Appalachian State University (ahem, ahem) might take offense at Pearlstein’s
insinuation. But this strikes me as a case of faint praise that such people should happily accept.

(Hat tip: Craig Popelars.)
Copyright 2009 The New York Times Company | Privacy Policy | NYTimes.com 620 Eighth Avenue New York, NY 10018
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Gastonia banker’s TARP loans win fans across
U.S.

Citizens South CEO in the spotlight for using bailout money for mortgages

Charlotte Business Journal - by Adam O’Daniel Staff writer

Kim Price sees himself as a small-town banker who's just using eommon sense. But his plan to
allocate government bailout money for new mortgages is anything but common.

Price, chief executive of Citizens South Banking Corp., is calching the eye of people across the
country who are frustrated with bailouts and finicky lenders. When NBC Nightly News and The
Washington Post did stories on Price’s plan, Gastonia-based Citizens South Bank became a populist

poster child.

Now Price is gaining favor with local home builders and adding his voice to the calls for simpler solutions

to the recession.

Citizens South applied for $20.5 million from the Troubled Asset Relief Program last fall, Price decided
to leverage the gavernment capital to add as much as $100 million to Citizens South’s mortgage portfolio.
In doing so, he reasoned, the bank would give the struggling local economy a modest boost.

The bank’s new mortgage product offers home buyers a 3.5% introductory interest rate for the first
24 months. The rate then increases to a fixed 5.5% for the rest of the 30-year term.

To qualify, buyers must purchase a home or lot from a builder financed by Citizens South. The builder
pays the closing costs, and the bank waives origination fees.

Ttkp:/fchar is.comfchark les/2008/03/02 story12.itmiZt=printable (1 of 3} [2/27/2009 11:08:56 AM]
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The initiative is designed 1o attract buyers from the sidelines and help builders sell houses so they can
pay their debts and stay afloat. “It's just not that complicated,” Price says.

Still, he's receiving phone calls every day from fellow bankers and the news media. He keeps
handwritten notes in his shirt pocket in case another reporter calls.

Price doesn’t understand the fascination. “You design the program to meet the demand. That's just the way

I think.”

National attention
Sam Caldwell, an analyst with New York-based Keefe, Bruyette & Woods Inc., says he predicted Price's
spin on the TARP money would generate some local publicity. But he didn’t expect the national buzz,

*Clearly, it paid off,” he says. Caldwell says he’s unaware of any other bank with a similar offer, “I think
it makes a lot of sense, especially if the loans are structured carefully.”

Price says his bank will underwrite the TARP mortgages conservatively, requiring an 80% loan-to-
value ratio and sound credit history.

“And you should probably have a job,” he quips. “I'm joking. Of course you need a job. Excuse my
French, but I'm just so pissed off at the subprimers who got us into this mess.”

Price believes stabilizing the housing market will stabilize the economy.

And he has another idea for encouraging a housing rebound. Instead of offering confusing tax credits
that won't benefit taxpayers until next year, he proposes allowing new home buyers to submit their
closing settlement statement to the Internal Revenue Service for an immediate tax rebate.

“That would put money right back into the hands of people who will spend it,” he says, “What's the
first thing your wife does when you buy a new house? She goes to Lowe’s for paint and carpet. Maybe buys

a new bedroom suite.”

Peter Harakas, a Gastonia home builder and Citizens South customer, hopes more baukers stait
thinking like Price. Harakas, owner of Colony Custom Homes Inc., watched his business halt in
recent months. But after Citizens South launched its new mortgage offering last month, his
company became the first to sell a home under the program.

nttp:f/char j ainfchart 12009/03/02/stary L2 htmi?t=printable (2 of 3) [2/27/2008 11:08:56 AM]
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“I¢'s the simple ideas that people often miss,” says Huarakas, whose company specializes in patio
homes priced up to $350,000. “And community bankers are the innovators. They're the ones
dealing directly with customers on a daily basis.”

Humble heginnings

Price fostered his down-to-earth business sense through personal experience. He grew up in a rented
house on a mill hill in Shelby; that was all his family could afford. He paid his way through
Appalachian State University when higher-pedigree colleges didn't fit his middle-class budget. After
college, Price then moved up through small community banks around the state. He had a stintas a
banking regulator before taking the reins at Citizens South 12 years ago.

His conservative leadership at Citizens South kept the bank from taking a bath in subprime losses —
as many competitors did, Price never made a subprime loan. Citizens South boasts past-due loans at
only 0.48% of its total lending. The state average is almost 2%.

The bank managed to post a $3.08 miliion profit in 2008, down from about $5.7 million in 2007,

And, with Wachovia Corp.’s sale to Wells Fargo & Co., Citizens South’s $817 million in assets rank
second (albeit a distant second) to Bank of America Corp. among banks based in the Charlotte region.

Price’s office, decorated with a photo of his two children, is smaller than most people’s bedrooms.
When NBC News shadowed him last week, the cameras caught him eating pasta with his wife at
home. During an interview, his slight Southern drawl takes nervous pauses as he collects his thoughts.
But that doesn’t stop him from voicing his disapproval of some measutes coming from Washington.

“We need to apply more Main Street ideas and less Wall Street,” Price says. “We need less
regression analysis, more common sense.”

aodaniel@bizjournals.com

All contents of this site © American Cily Business Journals Inc. All rights reserved.
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o is the best use of our CPP
Funds hrevanse it promaiss hiome
ovviendilp sl penerones work for

Price

budtdees, developers, consgricdn
wwkers and real estite agems.”

Larger batrtks fave cosie utider
fiee this wesk, after President Ol
i adnnuaished Woll Sreet Tirms
Tar paying nut mor than ST b
Hon i sned-ol-yeas honuses even
s they aveepted billions in -

payer assisianee. nd Wells P,
which s acveptnd $25 Willlon in
federal abd, decided 10 cancel @
privey employee npprecintion wip
10 Las Vegas.

Speraling of the firdt Tall of the
3700 billion federal batout B e
cewed heavy criticism far focus-
ing wo hwavily on bunk aed fisne
cial ingtiution bailouts and 1on
Tissie ot heiping mitlons ol heare
ovnees fesing forechosure of
Bomy motges.

‘the poverament s expecied (o
refunse nest week sric guidelines
fear by the sucand holf of the fed-
el srimdus could be speat.

Prive said rhe pew residentind
Ioan progeant IS not R nsponse o
public eriticisny of politied dueto-
Tie, but resulted from s survey by
the Nationad Assaciation of
Humebotliders  that porentdal
Bamehuyers are looking for fow
interest rates sod iy dova pay-
HHEHL

“The howsing marbet b aeally
the buginning sad the cotse of

s and i our opinjon, il e
Bousing that leads as out of diis”
frice suid. “We tiink it's » win fur
framehuyers, for buiklers and de-

. velapers, for consiruction work-
ers, for s bank. S a win lor the
geonon”

Chivens South was the first
Lank headguartered B Guston
Cmm:iy 1o vell preforred stock to
it fedural gavenmat s pass of

she Cupital Pur-
ehgse Mun. On k.
2, Gastoniu-hised
Allianee Bank &
Trugt alse revelend
1.5 sdffion from

Avscus Pan Aystoe,
AB&T  prosident
ant URO, said the bank s not
et designed formal program for
the TARP morney, bu plins are o
use the monvy @ strengthen the
panky caphial position, wake
tuglguality ey wnd putentislly
expand (he bank's faotjine.
Wislle hauks have Gren ariti-
sSred for nut fuvesting more in
Main Streer, Aysoun said regulae
ors we i the sarne thoe advising
Hawks to hold more capial i re-
serve. Like any financiaf invdiu-
gy, Aystue sall Be fsosensitive
il aptnion, but oriticlsm
ut been dirrcted at community

fritneks.

“ /s it ot huying jos or
tnking huge bopuses” Aysgoe
sabd, “f don't think consmuniy
areks its # whele e dolng that
fypeof thing.”

Beth Price s Asyeoe suid the
mongy wonld sot be used w
make risky or subprime Inans
And Prce said uny loans made
with fedural funds would be kept
o the baok's Books wnd would
nart be resnld t annther insthee
ton fur servicing,

Chizens Souths new progrim
sets the nterust g for the finst 233
nonhs uf the Joan s 3.5 percent
atid wdfusts the me 635 prcent
afier thar, All spplicanns will be
pieitiad as ¥ they were vepeiving
a 5.5 pereent interest rate for the
§ifee ol the lnan.

“The program is upen o any of
shie communities served by Gl
zenss South, which has 19 full
serviee offives in the Chadduue e
ghon, Price said. But the progrm
wilf andy fest for o limiual dow e
salel.

i pulng o o il et mane
ey's pone” Prive sald. " We van't do
this nn an unlimbed basis beo
vanse the pricing is ot o batgain
senment”

Yot eant repcht Huviness feditr
Franted frckson at Y0868 1833
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Executive Incentive Compensation Review
March 4, 2009

On December 12, 2008, Citizens South Banking Corporation received an investment from the U.S.
Treasury Department by the issuance of senior preferred stock under the Troubled Asset Relief
Program (TARP) Capital Purchase Program (CPP). The U.S. Treasury Department issued interim
final rules on January 16, 2009, for reporting and recordkeeping requirements under the executive
compensation standards of the Trouble Asset Relief Program’s Capital Purchase Program. The
interim final rule imposes compensation restrictions on the amounté paid to the principal executive
officer (“PEQ"), chief financial officer (“CFO"), plus the next three most highly compensated senior
executive officers (“SEOs”). The five Senior Executive Officers identified in December 2008
pursuant to the TARP rules are CEO Kim S. Price, CFO Gary F. Hoskins, EVP Daniel M. Boyd, IV, EVP
Paul L. Teem, Jr., and SVP Ira McD. Flowe, Jr.

Within 120 days of the closing date of the Securities Purchase Agreement between the financial
institution and the Treasury, the CEO is required to certify that the Compensation Committee has
reviewed the senior executg{eé’ incentive compensation arrangements with the financial

wF

institution’s senior risk officer amntemal Audit) to ensure that these arrangements

do not encourage senior executives to take unnecessary and excessive risks that could threaten the

value of the financial institution. The CEO must provide the 120-day certification to the TARP Chief

Compliance Officer.



Internal Audit met with the Citizens South Banking Corporation Compensation Committee on
March 4, 2009, to discuss the senior executives’ incentive compensation arrangements. Based on
Internal Audit’s interpretation of the interim final rules issued on January 16, 2009, by the U.S.
Treasury Department, Internal Audit concludes that Citizens South Bank’s Executive Annual
Incentive Plan does not encourage senior executives to take unnecessary and excessive risks that
could threaten the value of the financial institution. This conclusion is based on the following

components of the Citizens South Bank Executive Annual Incentive Plan:

Due to the fact that the rules issued on January 16, 2009, by the U.S. Treasury Department are
“interim”, Internal Audit will continue to monitor for any updates in the rules and requirements to
ensure that Citizens South Banking Corporation is in full compliance with the U.S. Treasury

Department’s executive compensation standards of the Troubled Asset Relief Program'’s Capital

Purchase Program.

BT slyby

r Date
Vice Presidént, Internal Audit

/’4,‘// < /ﬁ{y 5//4‘7"’

BenR. Rudisiﬁ, 11 ‘ Date /
Compensation Committee Chairman




