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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding twelve months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. x YES o
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Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). x

YES oNO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one)

o Large Accelerated Filer = x Accelerated Filer o Non-Accelerated Filer =~ o Smaller Reporting Company
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FORWARD-LOOKING STATEMENTS

Part I of this report contains forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934 and the Private Securities Litigation Reform Act of 1995, which statements are inherently
subject to risks and uncertainties. Forward-looking statements are statements that include projections, predictions,
expectations or beliefs about future events or results or otherwise are not statements of historical fact. Further,
forward-looking statements are intended to speak only as of the date made. Such statements are often characterized by
the use of qualifying words (and their derivatives) such as “expect,” “believe,” “estimate,” “plan,” “project,” or other statemen
concerning our opinions or judgment about future events. Our actual results may differ materially from those
anticipated in any forward-looking statements, as they will depend on many factors about which we are unsure,
including many factors which are beyond our control. Factors that could influence the accuracy of such
forward-looking statements include, but are not limited to, the financial success or changing strategies of our
customers, our level of success in integrating acquisitions, actions of government regulators, the level of market
interest rates, and general economic conditions. For additional information about factors that could affect the matters
discussed in this paragraph, see the “Risk Factors” section of our 2014 Annual Report on Form 10-K.
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Part 1. Financial Information

Item 1 - Financial Statements

First Bancorp and Subsidiaries

Consolidated Balance Sheets

($ in thousands-unaudited)

ASSETS
Cash and due from banks, noninterest-bearing
Due from banks, interest-bearing
Federal funds sold
Total cash and cash equivalents

Securities available for sale
Securities held to maturity (fair values of $174,756, $182,411, and $57,192)

Presold mortgages in process of settlement

Loans — non-covered
Loans — covered by FDIC loss share agreement
Total loans
Allowance for loan losses — non-covered
Allowance for loan losses — covered
Total allowance for loan losses
Net loans

Premises and equipment
Accrued interest receivable
FDIC indemnification asset
Goodwill
Other intangible assets
Foreclosed real estate — non-covered
Foreclosed real estate — covered
Bank-owned life insurance
Other assets

Total assets

LIABILITIES
Deposits: Noninterest bearing checking accounts

March 31,
2015

$84,208
159,527
752
244,487

178,190
170,804

8,273

2,275,570
119,829

2,395,399
(33,770 )
(2,226 )
(35,996 )
2,359,403

75,573
8,744
18,452
65,835
1,877
8,978
2,055
55,793
21,124
$3,219,588

$591,283

December

31, March 31,
2014 2014
(audited)

81,068 219,779
171,248 163,489
768 821

253,084 384,089

164,034 180,190
178,687 53,937

6,019 4,587

2,268,580 2,256,726
127,594 190,551
2,396,174  2,447.277
(38,345 ) (44,706
(2,281 ) (3,421
(40,626 ) (48,127
2,355,548 2,399,150

75,113 76,970
8,920 8,990

22,569 35,504
65,835 65,835

2,058 2,640
9,771 11,740
2,350 19,504

55,421 44,367
18,974 27,320
3,218,383 3,314,823
560,230 511,612
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Interest bearing checking accounts 578,784 583,903 550,702
Money market accounts 571,124 551,002 557,346
Savings accounts 183,036 180,317 177,744
Time deposits of $100,000 or more 433,942 470,066 584,481
Other time deposits 335,445 350,388 404,839
Total deposits 2,693,614 2,695,906 2,786,724
Borrowings 116,394 116,394 136,394
Accrued interest payable 619 686 758
Other liabilities 15,717 17,698 14,860
Total liabilities 2,826,344 2,830,684 2,938,736

Commitments and contingencies

SHAREHOLDERS’ EQUITY
Preferred stock, no par value per share. Authorized: 5,000,000 shares
Series B issued & outstanding: 63,500, 63,500, and 63,500 shares 63,500 63,500 63,500
Series C, convertible, issued & outstanding: 728,706, 728,706, and 728,706 shares 7,287 7,287 7,287
Common stock, no par value per share. Authorized: 40,000,000 shares
Issued & outstanding: 19,740,183, 19,709,881, and 19,695,316 shares 132,752 132,532 132,215
Retained earnings 190,150 184,958 171,021
Accumulated other comprehensive income (loss) (445 ) (578 ) 2,064
Total shareholders’ equity 393,244 387,699 376,087
Total liabilities and shareholders’ equity $3,219,588 3,218,383 3,314,823

See accompanying notes to consolidated financial statements.
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First Bancorp and Subsidiaries

Consolidated Statements of Income

($ in thousands, except share data-unaudited)

INTEREST INCOME

Interest and fees on loans

Interest on investment securities:
Taxable interest income
Tax-exempt interest income

Other, principally overnight investments
Total interest income

INTEREST EXPENSE
Savings, checking and money market accounts
Time deposits of $100,000 or more
Other time deposits
Borrowings
Total interest expense

Net interest income

Provision for loan losses — non-covered
Provision (reversal) for loan losses — covered
Total provision (reversal) for loan losses

Net interest income after provision for loan losses

NONINTEREST INCOME

Service charges on deposit accounts

Other service charges, commissions and fees
Fees from presold mortgage loans

Commissions from sales of insurance and financial products

Bank-owned life insurance income

Foreclosed property gains (losses) — non-covered

Foreclosed property gains (losses) — covered

FDIC indemnification asset income (expense), net

Other gains (losses)
Total noninterest income

NONINTEREST EXPENSES
Salaries
Employee benefits
Total personnel expense
Net occupancy expense

Three Months Ended
March 31,

2015 2014
$29,441 36,086
1,359 1,001

463 470
195 119
31,458 37,676
269 252
847 1,183
342 456
297 250
1,755 2,141
29,703 35,535
104 3,365
(268 ) 210
(164 ) 3,575
29,867 31,960
2,892 3,573
2,542 2,367
808 607
561 594
371 327
(494 ) (156
237 2,117
(2,392 ) (4,916
4 19
4,529 298
11,497 11,648
2,183 2,311
13,680 13,959
1,869 1,880
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Equipment related expenses 956 928
Intangibles amortization 180 194
Other operating expenses 7,029 6,590
Total noninterest expenses 23,714 23,551

Income before income taxes 10,682 8,707
Income tax expense 3,694 3,031
Net income 6,988 5,676
Preferred stock dividends 217 ) (217
Net income available to common shareholders $6,771 5,459

Earnings per common share:

Basic $0.34 0.28

Diluted 0.33 0.27
Dividends declared per common share $0.08 0.08
Weighted average common shares outstanding:

Basic 19,721,992 19,688,183

Diluted 20,454,614 20,424,475

See accompanying notes to consolidated financial statements.
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First Bancorp and Subsidiaries

Consolidated Statements of Comprehensive Income

($ in thousands-unaudited)

Net income
Other comprehensive income (loss):
Unrealized gains (losses) on securities available for sale:

Unrealized holding gains (losses) arising during the period, pretax
Tax (expense) benefit

Postretirement Plans:

Amortization of unrecognized net actuarial (gain) loss
Tax expense (benefit)

Other comprehensive income (loss)

Comprehensive income

See accompanying notes to consolidated financial statements.
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Three Months
Ended
March 31,
2015 2014
$6,988 5,676
247 303
95 ) (118)
31 ) 54 )
12 33
133 164
$7,121 5,840
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First Bancorp and Subsidiaries

Consolidated Statements of Shareholders’ Equity

. Accumulate@iotal
(In thousands, except per share - unaudited) Common Stock Other Share-
Preferred Retained Comprehenlsllgﬁiers,
Stock Shares Amount Earnines Income Eauit
g (Loss) quity
Balances, January 1, 2014 $70,787 19,680 $132,099 167,136 1,900 371,922
Net income 5,676 5,676
Cash dividends declared ($0.08 per common share) (1,574 ) (1,574 )
Preferred dividends 217 ) 217 )
Stock-based compensation 15 116 116
Other comprehensive income (loss) 164 164
Balances, March 31, 2014 $70,787 19,695 $132,215 171,021 2,064 376,087
Balances, January 1, 2015 $70,787 19,710 $132,532 184,958 (578 ) 387,699
Net income 6,988 6,988
Cash dividends declared ($0.08 per common share) (1,579 ) (1,579 )
Preferred dividends 17 ) 217 )
Stock-based compensation 30 220 220
Other comprehensive income (loss) 133 133
Balances, March 31, 2015 $70,787 19,740 $132,752 190,150 (445 ) 393,244

See accompanying notes to consolidated financial statements.
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First Bancorp and Subsidiaries

Consolidated Statements of Cash Flows

Three Months
Ended
March 31,
($ in thousands-unaudited) 2015 2014
Cash Flows From Operating Activities
Net income $6,988 5,676
Reconciliation of net income to net cash provided by operating activities:
Provision (reversal) for loan losses (164 ) 3,575
Net security premium amortization 802 493
Purchase accounting accretion and amortization, net 835 (2,628 )
Foreclosed property losses and write-downs, net 257 2,273
Other losses (gains) 4 ) (19 )
Decrease in net deferred loan costs 163 169
Depreciation of premises and equipment 1,132 1,157
Stock-based compensation expense 127 23
Amortization of intangible assets 180 194
Origination of presold mortgages in process of settlement (30,651) (19,110)
Proceeds from sales of presold mortgages in process of settlement 28,364 20,073
Decrease in accrued interest receivable 176 659
Decrease (increase) in other assets (3,116 ) 1,735
Decrease in accrued interest payable (67 ) (121 )
Increase (decrease) in other liabilities (1,921 ) 43
Net cash provided by operating activities 3,101 14,192
Cash Flows From Investing Activities
Purchases of securities available for sale (30,535) (13,474)
Purchases of securities held to maturity (1,146 )
Proceeds from maturities/issuer calls of securities available for sale 16,394 6,194
Proceeds from maturities/issuer calls of securities held to maturity 8,459
Net decrease (increase) in loans (3,869 ) 13,646
Proceeds from FDIC loss share agreements 2,282 9,384
Proceeds from sales of foreclosed real estate 2,403 7,739
Purchases of premises and equipment (1,600 ) (783 )
Net cash provided (used) by investing activities (7,612 ) 22,706
Cash Flows From Financing Activities
Net increase (decrease) in deposits (2,292 ) 35,708
Net increase in borrowings 90,000
Cash dividends paid — common stock (1,577 ) (1,574 )
Cash dividends paid — preferred stock 217 ) 17 )
Net cash provided (used) by financing activities (4,086 ) 123,917
Increase (decrease) in cash and cash equivalents (8,597 ) 160,815
Cash and cash equivalents, beginning of period 253,084 223,274

11
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Cash and cash equivalents, end of period

Supplemental Disclosures of Cash Flow Information:
Cash paid during the period for:
Interest
Income taxes
Non-cash transactions:
Unrealized gain (loss) on securities available for sale, net of taxes
Foreclosed loans transferred to other real estate

See accompanying notes to consolidated financial statements.
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First Bancorp and Subsidiaries

Notes to Consolidated Financial Statements

(unaudited) For the Periods Ended March 31, 2015 and 2014

Note 1 - Basis of Presentation

In the opinion of the Company, the accompanying unaudited consolidated financial statements contain all adjustments
necessary to present fairly the consolidated financial position of the Company as of March 31, 2015 and 2014 and the
consolidated results of operations and consolidated cash flows for the periods ended March 31, 2015 and 2014. All
such adjustments were of a normal, recurring nature. Reference is made to the 2014 Annual Report on Form 10-K
filed with the SEC for a discussion of accounting policies and other relevant information with respect to the financial
statements. The results of operations for the periods ended March 31, 2015 and 2014 are not necessarily indicative of
the results to be expected for the full year. The Company has evaluated all subsequent events through the date the
financial statements were issued.

Note 2 — Accounting Policies

Note 1 to the 2014 Annual Report on Form 10-K filed with the SEC contains a description of the accounting policies
followed by the Company and discussion of recent accounting pronouncements. The following paragraphs update that
information as necessary.

In January 2014, the Financial Accounting Standards Board (“FASB”) amended the Equity Method and Joint Ventures
topic of the Accounting Standards Codification. The amendments provide criteria that must be met in order to apply a
proportional amortization method to Low-Income Housing Tax Credit investments and provide guidance on the
method used to amortize the investment, the impairment approach, and the eligibility criteria for entities that have
other arrangements (e.g., loans) with the limited liability entity. The amendments were effective for the Company on
January 1, 2015 for new investments in qualified affordable housing projects. These amendments did not have a
material effect on the Company’s financial statements.

In January 2014, the FASB amended the Receivables topic of the Accounting Standards Codification. The
amendments are intended to resolve diversity in practice with respect to when a creditor should reclassify a
collateralized consumer mortgage loan to other real estate owned (“OREO”). In addition, the amendments require a
creditor to reclassify a collateralized consumer mortgage loan to OREO upon obtaining legal title to the real estate

13
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collateral, or the borrower voluntarily conveying all interest in the real estate property to the lender to satisfy the loan
through a deed in lieu of foreclosure or similar legal agreement. The amendments were effective for the Company on
January 1, 2015. In implementing this guidance, assets that are reclassified from real estate to loans are measured at
the carrying value of the real estate at the date of adoption. Assets reclassified from loans to real estate are measured at
the lower of the net amount of the loan receivable or the fair value of the real estate less costs to sell at the date of
adoption. These amendments did not have a material effect on the Company’s financial statements.

In May 2014, the FASB issued guidance to change the recognition of revenue from contracts with customers. The
core principle of the new guidance is that an entity should recognize revenue to reflect the transfer of goods and
services to customers in an amount equal to the consideration the entity receives or expects to receive. The guidance
will be effective for the Company for interim and annual reporting periods beginning after December 15, 2017. The
Company can apply the guidance using either a full retrospective approach or a modified retrospective approach. The
Company does not expect these amendments to have a material effect on its financial statements.

In June 2014, the FASB issued guidance which makes limited amendments to the guidance on accounting for certain
repurchase agreements. The new guidance (1) requires entities to account for repurchase-to-maturity transactions as
secured borrowings (rather than as sales with forward repurchase agreements), (2) eliminates accounting guidance on
linked repurchase financing transactions, and (3) expands disclosure requirements related to certain transfers of
financial assets that are accounted for as sales and certain transfers (specifically, repos, securities lending transactions,
and repurchase-to-maturity transactions) accounted for as secured borrowings. The amendments were effective for the
Company on January 1, 2015. These amendments did not have a material effect on the Company’s financial
statements.

Page 9
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In June 2014, the FASB issued guidance which clarifies that performance targets associated with stock compensation
should be treated as a performance condition and should not be reflected in the grant date fair value of the stock
award. The amendments will be effective for the Company for fiscal years that begin after December 15, 2015. The
Company will apply the guidance to all stock awards granted or modified after the amendments are effective. The
Company does not expect these amendments to have a material effect on its financial statements.

In January 2015, the FASB issued guidance to eliminate from U.S. GAAP the concept of an extraordinary item, which
is an event or transaction that is both (1) unusual in nature and (2) infrequently occurring. Under the new guidance, an
entity will no longer (1) segregate an extraordinary item from the results of ordinary operations; (2) separately present
an extraordinary item on its income statement, net of tax, after income from continuing operations; or (3) disclose
income taxes and earnings-per-share data applicable to an extraordinary item. The amendments will be effective for
fiscal years, and interim periods within those fiscal years, beginning after December 15, 2015, with early adoption
permitted provided that the guidance is applied from the beginning of the fiscal year of adoption. The Company will
apply the guidance prospectively.

In February 2015, the FASB issued guidance which amends the consolidation requirements and significantly changes
the consolidation analysis required under U.S. GAAP. The amendments are expected to result in the deconsolidation
of many entities. The amendments will be effective for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2015, with early adoption permitted (including during an interim period), provided that
the guidance is applied as of the beginning of the annual period containing the adoption date. The Company does not
expect these amendments to have a material effect on its financial statements.

In April 2015, the FASB issued guidance that will require debt issuance costs related to a recognized debt liability to
be presented in the balance sheet as a direct deduction from the carrying amount of that debt liability. This update
affects disclosures related to debt issuance costs but does not affect existing recognition and measurement guidance
for these items. The amendments will be effective for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2015, with early adoption permitted. The Company does not expect these amendments
to have a material effect on its financial statements.

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

Note 3 — Reclassifications

Certain amounts reported in the period ended March 31, 2014 have been reclassified to conform to the presentation for
March 31, 2015. These reclassifications had no effect on net income or shareholders’ equity for the periods presented,
nor did they materially impact trends in financial information.
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Note 4 — Equity-Based Compensation Plans

At March 31, 2015, the Company had the following equity-based compensation plans: the First Bancorp 2014 Equity
Plan, the First Bancorp 2007 Equity Plan, and the First Bancorp 2004 Stock Option Plan. The Company’s shareholders
approved all equity-based compensation plans. The First Bancorp 2014 Equity Plan became effective upon the
approval of shareholders on May 8, 2014. As of March 31, 2015, the First Bancorp 2014 Equity Plan was the only
plan that had shares available for future grants.

The First Bancorp 2014 Equity Plan is intended to serve as a means to attract, retain and motivate key employees and
directors and to associate the interests of the plans’ participants with those of the Company and its shareholders. The
First Bancorp 2014 Equity Plan allows for both grants of stock options and other types of equity-based compensation,
including stock appreciation rights, restricted stock, restricted performance stock, unrestricted stock, and performance
units.

Recent equity grants to employees have either had performance vesting conditions, service vesting conditions, or both.
Compensation expense for these grants is recorded over the various service periods based on the estimated number of
equity grants that are probable to vest. No compensation cost is recognized for grants that do not vest and any
previously recognized compensation cost will be reversed. As it relates to director equity grants, the Company grants
common shares, valued at approximately $16,000 to each non-employee director (currently 8 in total) in June of each
year. Compensation expense associated with these director grants is recognized on the date of grant since there are no
vesting conditions.

Page 10
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Pursuant to an employment agreement, the Company granted the chief executive officer 75,000 non-qualified stock
options and 40,000 shares of restricted stock during the third quarter of 2012. The option award would have fully
vested on December 31, 2014 if the Company achieved a certain earnings target for 2014. The Company did not
achieve the applicable target, and therefore, the option award was forfeited as of December 31, 2014. No
compensation expense was recognized for the option award. The restricted stock award will vest in full on December
31, 2015, if the Company achieves a certain earnings target in 2015, and will be forfeited if the applicable target is not
achieved. Based on current conditions, the Company has concluded that it is not probable that the restricted stock
award will vest, and thus no compensation expense has been recorded.

In 2014, the Company’s Compensation Committee determined that seven of the Company’s senior officers would
receive 50% of the bonus earned under the Company’s annual incentive plan in shares of restricted stock, instead of
being exclusively cash, which had been the Company’s standard practice. This resulted in the Company granting a total
of 14,882 shares of restricted common stock to those officers on February 24, 2015. The shares vest annually in
one-third increments beginning on December 31, 2015. The total compensation expense associated with this grant was
$258,000, which is being recorded over the vesting period. The Company recorded $23,300 in compensation expense
during the three months ended March 31, 2015 related to these grants, and expects to record $23,300 in compensation
expense during each remaining quarter of 2015.

Also, on February 24, 2015, the Company granted a total of 30,404 shares of restricted common stock to eleven senior
officers. The shares vest annually in one-third increments beginning on December 31, 2015. The total compensation
expense associated with this grant was $527,000, which is being recorded over the vesting period. The Company
recorded $80,500 in compensation expense during the three months ended March 31, 2015 related to these grants, and
expects to record $80,500 in compensation expense during each remaining quarter of 2015.

Based on the Company’s performance in 2013, the Company granted long-term restricted shares of common stock to
the chief executive officer on February 11, 2014 with a two year minimum vesting period. The total compensation
expense associated with this grant was $278,200 and the grant will fully vest on January 1, 2016. One third of this
value was expensed during each of 2013 and 2014, with the remaining one third being expensed in 2015. The
Company recorded $23,200 in compensation expense during each of the three months ended March 31, 2015 and
2014, and expects to record $23,200 in compensation expense in each remaining quarter of 2015.

Under the terms of the Predecessor Plans and the First Bancorp 2014 Equity Plan, options can have a term of no
longer than ten years, and all options granted thus far under these plans have had a term of ten years. The Company’s
options provide for immediate vesting under certain conditions if there is a change in control (as defined in the plans).

At March 31, 2015, there were 179,102 options outstanding related to the three First Bancorp plans, with exercise
prices ranging from $14.35 to $22.12. At March 31, 2015, there were 959,632 shares remaining available for grant
under the First Bancorp 2014 Equity Plan.
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The Company issues new shares of common stock when options are exercised.

The Company measures the fair value of each option award on the date of grant using the Black-Scholes
option-pricing model. The Company determines the assumptions used in the Black-Scholes option pricing model as
follows: the risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of the grant; the
dividend yield is based on the Company’s dividend yield at the time of the grant (subject to adjustment if the dividend
yield on the grant date is not expected to approximate the dividend yield over the expected life of the option); the
volatility factor is based on the historical volatility of the Company’s stock (subject to adjustment if future volatility is
reasonably expected to differ from the past); and the weighted-average expected life is based on the historical
behavior of employees related to exercises, forfeitures and cancellations.

The Company recorded total stock-based compensation expense of $127,000 and $23,800 for the three-month periods
ended March 31, 2015 and 2014, respectively, which relates to the employee grants discussed above and is recorded

as “salaries expense.” Stock based compensation is reflected as an adjustment to cash flows from operating activities on
the Company’s Consolidated Statement of Cash Flows. The Company recognized $49,500 and $9,300 of income tax
benefits related to stock based compensation expense in the income statement for the three months ended March 31,
2015 and 2014, respectively.

Page 11
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As noted above, certain of the Company’s stock option grants contain terms that provide for a graded vesting schedule
whereby portions of the award vest in increments over the requisite service period. The Company has elected to
recognize compensation expense for awards with graded vesting schedules on a straight-line basis over the requisite
service period for the entire award. Compensation expense is based on the estimated number of stock options and
awards that will ultimately vest. Over the past five years, there have only been minimal amounts of forfeitures, and
therefore the Company assumes that all awards granted without performance conditions will become vested.

The following table presents information regarding the activity for the first three months of 2015 related to the
Company’s stock options outstanding:

Options Outstanding
Weighted- Weighted-

Number Average  Average Aggregate
of . Intrinsic
Exercise = Contractual
Shares . Value
Price Term (years)
Balance at January 1, 2015 179,102 $ 18.55
Granted — —
Exercised — —
Forfeited — —
Expired — —
Outstanding at March 31, 2015 179,102 $ 18.55 1.8 $125,000
Exercisable at March 31, 2015 179,102 $ 18.55 1.8 $125,000

The Company did not have any stock option exercises during the three months ended March 31, 2015 or 2014. The
Company recorded no tax benefits from the exercise of nonqualified stock options during the three months ended
March 31, 2015 or 2014.

Page 12
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The following table presents information regarding the activity the first three months of 2015 related to the Company’s
outstanding restricted stock:

Long-Term Restricted Stock
Number of Weighted-Average

Units Grant-Date Fair Value
Nonvested at January 1, 2015 45,219 $ 10.68
Granted during the period 45,286 17.33
Vested during the period — —
Forfeited or expired during the period — —
Nonvested at March 31, 2015 90,505 $ 14.01

Note 5 — Earnings Per Common Share

Basic Earnings Per Common Share is calculated by dividing net income available to common shareholders by the
weighted average number of common shares outstanding during the period. Diluted Earnings Per Common Share is
computed by assuming the issuance of common shares for all potentially dilutive common shares outstanding during
the reporting period. Currently, the Company’s potentially dilutive common stock issuances relate to stock option
grants under the Company’s equity-based compensation plans and the Company’s Series C Preferred Stock, which is
convertible into common stock on a one-for-one ratio.

In computing Diluted Earnings Per Common Share, adjustments are made to the computation of Basic Earnings Per
Common shares, as follows. As it relates to stock options, it is assumed that all dilutive stock options are exercised
during the reporting period at their respective exercise prices, with the proceeds from the exercises used by the
Company to buy back stock in the open market at the average market price in effect during the reporting period. The
difference between the number of shares assumed to be exercised and the number of shares bought back is included in
the calculation of dilutive securities. As it relates to the Series C Preferred Stock, it is assumed that the preferred stock
was converted to common stock during the reporting period. Dividends on the preferred stock are added back to net
income and the shares assumed to be converted are included in the number of shares outstanding.

If any of the potentially dilutive common stock issuances have an anti-dilutive effect, which is the case when a net
loss is reported, the potentially dilutive common stock issuance is disregarded.

The following is a reconciliation of the numerators and denominators used in computing Basic and Diluted Earnings
Per Common Share:
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For the Three Months Ended March 31,

2015 2014
($ in thousands except per Income Shares Per Share Income Shares Per Share
(Numer- (Denom- (Numer- (Denom-
share amounts) . Amount . Amount
ator) inator) ator) inator)

Basic EPS
Net income available to common shareholders $6,771 19,721,992 $ 0.34 $5,459 19,688,183 $ 0.28

Effect of Dilutive Securities 58 732,622 58 736,292

Diluted EPS per common share $6,829 20,454,614 $ 0.33 $5,517 20,424,475 $ 0.27
For the three months ended March 31, 2015 and 2014, there were 84,000 options and 255,229 options, respectively,
that were antidilutive because the exercise price exceeded the average market price for the period, and thus are not
included in the calculation to determine the effect of dilutive securities. Also, for the three months ended March 31,
2014, the Company excluded 75,000 options that had an exercise price below the average market price for the period,

but had performance vesting requirements that the Company concluded were not probable to vest.

Page 13
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Note 6 — Securities

The book values and approximate fair values of investment securities at March 31, 2015 and December 31, 2014 are
summarized as follows:

March 31, 2015 December 31, 2014
Amortized Fair Unrealized Amortized Fair Unrealized
($ in thousands) Cost Value Gains (Losses) Cost Value Gains (Losses)

Securities available for sale:
Government-sponsored enterprise securities $44,291 44,365 97 23 ) 27,546 27,521 33 58 )

Mortgage-backed securities 127,382 126,930 761 (1,213) 130,073 129,510 751 (1,314)

Corporate bonds 1,000 900 — (100 ) 1,000 865 — (135 )

Equity securities 5,960 5,995 48 (13 ) 6,105 6,138 46 (13 )
Total available for sale $178,633 178,190 906 (1,349) 164,724 164,034 830 (1,520)
Securities held to maturity:

Mortgage-backed securities $118,399 118,385 115 (129 ) 124,924 124,861 45 (108 )

State and local governments 52,405 56,371 3,966 — 53,763 57,550 3,787 —
Total held to maturity $170,804 174,756 4,081 (129 ) 178,687 182,411 3,832 (108 )

Included in mortgage-backed securities at March 31, 2015 were collateralized mortgage obligations with an amortized
cost of $95,000 and a fair value of $97,000. Included in mortgage-backed securities at December 31, 2014 were
collateralized mortgage obligations with an amortized cost of $108,000 and a fair value of $111,000. All of the
Company’s mortgage-backed securities, including the collateralized mortgage obligations, were issued by
government-sponsored corporations.

The Company owned Federal Home Loan Bank (“FHLB”) stock with a cost and fair value of $5,871,000 at March 31,
2015 and $6,016,000 at December 31, 2014, which is included in equity securities above and serves as part of the
collateral for the Company’s line of credit with the FHLB. The investment in this stock is a requirement for
membership in the FHLB system. Periodically the FHLB recalculates the Company’s required level of holdings, and
the Company either buys more stock or the FHLB redeems a portion of the stock at cost.

The following table presents information regarding securities with unrealized losses at March 31, 2015:

Securities in an Securities in an
Unrealized Unrealized
in thousands L. L. Total
($ ) Loss Position for Loss Position for

Less than 12 Months More than 12 Months
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Fair Value Unrealizecl:air Value Unrealized Fair Unrealized
Losses Losses Value Losses
Government-sponsored enterprise securities $ — — 2,977 23 2,977 23
Mortgage-backed securities 86,232 404 29,291 938 115,523 1,342
Corporate bonds — — 900 100 900 100
Equity securities — — 19 13 19 13
State and local governments — — — — — —
Total temporarily impaired securities $ 86,232 404 33,187 1,074 119,419 1,478

The following table presents information regarding securities with unrealized losses at December 31, 2014:

Securities in an Securities in an
. Unrealized Unrealized
(8 in thousands) Loss Position for Loss Position for Total
Less than 12 Months More than 12 Months
Fair Value Unreallzec}:air Value Unrealized Fair Unrealized
Losses Losses Value Losses
Government-sponsored enterprise securities $ 5,489 11 2,953 47 8,442 58
Mortgage-backed securities 69,985 318 33,557 1,104 103,542 1,422
Corporate bonds — — 865 135 865 135
Equity securities — — 17 13 17 13
State and local governments — — — — — —
Total temporarily impaired securities $ 75,474 329 37,392 1,299 112,866 1,628
Page 14
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In the above tables, all of the non-equity securities that were in an unrealized loss position at March 31, 2015 and
December 31, 2014 are bonds that the Company has determined are in a loss position due primarily to interest rate
factors and not credit quality concerns. The Company has evaluated the collectability of each of these bonds and has
concluded that there is no other-than-temporary impairment. The Company does not intend to sell these securities, and
it is more likely than not that the Company will not be required to sell these securities before recovery of the
amortized cost. The Company has also concluded that each of the equity securities in an unrealized loss position at
March 31, 2015 and December 31, 2014 was in such a position due to temporary fluctuations in the market prices of
the securities. The Company’s policy is to record an impairment charge for any of these equity securities that remains
in an unrealized loss position for twelve consecutive months unless the amount is insignificant.

The aggregate carrying amount of cost-method investments was $5,871,000 and $6,016,000 at March 31, 2015 and
December 31, 2014, respectively, which was the FHLB stock discussed above. The Company determined this stock
was not impaired at either period end.

The book values and approximate fair values of investment securities at March 31, 2015, by contractual maturity, are
summarized in the table below. Expected maturities may differ from contractual maturities because issuers may have
the right to call or prepay obligations with or without call or prepayment penalties.

Securities Available for Sale Securities Held to Maturity

Amortized Fair Amortized Fair
($ in thousands) Cost Value Cost Value
Debt securities
Due within one year $— — 774 793
Due after one year but within five years 44,291 44,365 10,966 11,683
Due after five years but within ten years — — 37,920 40,964
Due after ten years 1,000 900 2,745 2,931
Mortgage-backed securities 127,382 126,930 118,399 118,385
Total debt securities 172,673 172,195 170,804 174,756
Equity securities 5,960 5,995 — —
Total securities $ 178,633 178,190 170,804 174,756

At March 31, 2015 and December 31, 2014 investment securities with carrying values of $91,904,000 and
$100,113,000, respectively, were pledged as collateral for public deposits.

The Company recorded no gains or losses on securities during the three month periods ended March 31, 2015 or 2014.
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Note 7 — Loans and Asset Quality Information

The loans and foreclosed real estate that were acquired in FDIC-assisted transactions are covered by loss share
agreements between the FDIC and the Company’s banking subsidiary, First Bank, which afford First Bank significant
loss protection - see Note 2 to the financial statements included in the Company’s 2011 Annual Report on Form 10-K
for detailed information regarding these transactions. Because of the loss protection provided by the FDIC, the risk of
the loans and foreclosed real estate that are covered by loss share agreements are significantly different from those
assets not covered under the loss share agreements. Accordingly, the Company presents separately loans subject to the
loss share agreements as “covered loans” in the information below and loans that are not subject to the loss share
agreements as ‘“non-covered loans.”

On July 1, 2014, one of the Company’s loss share agreements with the FDIC expired. The agreement that expired
related to the non-single family assets of Cooperative Bank, a failed bank acquisition from June 2009. Accordingly,
the remaining balances associated with these loans and foreclosed real estate were transferred from the covered
portfolio to the non-covered portfolio on July 1, 2014. The Company will bear all future losses on this portfolio of
loans and foreclosed real estate. Immediately prior to the transfer to non-covered status, the loans in this portfolio had
a carrying value of $39.7 million and the foreclosed real estate in this portfolio had a carrying value of $3.0 million.
Of the $39.7 million in loans that lost loss share protection, approximately $9.7 million were on nonaccrual status and
$2.1 million were classified as accruing troubled debt restructurings as of July 1, 2014. Additionally, approximately
$1.7 million in allowance for loan losses associated with this portfolio of loans was transferred to the allowance for
loan losses for non-covered loans on July 1, 2014.

Page 15
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The following is a summary of the major categories of total loans outstanding:

March 31, 2015 December 31, 2014 March 31, 2014
($ in thousands)
Amount Percentaganount Percentaganount Per

All loans (non-covered and covered):

Commercial, financial, and agricultural $176,013 7% $160,878 7% $179,363 7%
Real estate — construction, land development & other land loans 285,319 12% 288,148 12% 296,141 12!
Real estate — mortgage — residential (1-4 family) first mortgages 776,313 33% 789,871 33% 829,671 34

Real estate — mortgage — home equity loans / lines of credit 223,679 9% 223,500 9% 229,167 9%
Real estate — mortgage — commercial and other 885,282 37% 882,127 37% 857,327 35
Installment loans to individuals 48,010 2% 50,704 2% 54,849 3%
Subtotal 2,394,616 100% 2,395,228 100% 2,446,518 10
Unamortized net deferred loan costs 783 946 759
Total loans $2,395,399 $2,396,174 $2,447.277

The following is a summary of the major categories of non-covered loans outstanding:

March 31, 2015 December 31, 2014 March 31, 2014
($ in thousands)

Amount Percentaganount Percentaganount Per
Non-covered loans:

Commercial, financial, and agricultural $174,516 8% $159,195 7% $176,597 8%
Real estate — construction, land development & other land loans 279,780 12% 282,604 13% 269,216 12!
Real estate — mortgage — residential (1-4 family) first mortgages 690,910 31% 700,101 31% 729,080 32!

Real estate — mortgage — home equity loans / lines of credit 211,337 9% 210,697 9% 215,128 10
Real estate — mortgage — commercial and other 870,234 38% 864,333 38% 811,612 36
Installment loans to individuals 48,010 2% 50,704 2% 54,334 2%
Subtotal 2,274,787 100% 2,267,634 100% 2,255,967 10
Unamortized net deferred loan costs 783 946 759
Total non-covered loans $2,275,570 $2.,268,580 $2,256,726

The carrying amount of the covered loans at March 31, 2015 consisted of impaired and nonimpaired purchased loans
(as determined on the date of acquisition), as follows:
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Impaired . )
ImpairedPurchasd‘donimpairgcf) mmp alrfi%tal Total
urchased Covered
Purchasefloans Purchased Covered
Loans — — Loans — Loans - Loans — Loans -
($ in thousands) ) ) ; Unpaid ; Unpaid
CarryingUnpaid Carrying Principal Carrying Principal
Value PrincipaMValue Value
Balance Balance

Balance
Covered loans:
Commercial, financial, and agricultural $63 121 1,434 1,426 1,497 1,547
Real estate — construction, land development & other land loans 304 529 5,235 6,108 5,539 6,637
Real estate — mortgage — residential (1-4 family) first mortgages 337 1,288 85,066 99,858 85,403 101,146

Real estate — mortgage — home equity loans / lines of credit 12 19 12,330 14,356 12,342 14,375
Real estate — mortgage — commercial and other 1,146 3,188 13,902 14,997 15,048 18,185

Total $1,862 5,145 117,967 136,745 119,829 141,890
Page 16
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The carrying amount of the covered loans at December 31, 2014 consisted of impaired and nonimpaired purchased
loans (as determined on the date of the acquisition), as follows:

Impaired . .

ImpairedPurchasd‘donimpairN mmp alrfi%tal Total
?’urchased Covered
Purchasefloans Purchased Loans - Covered Loans —

. Loans — — Loans — ) Loans — )
(8 in thousands) CarryingUnpaid Carryin Carryin Unpaid
Tying L npal yimng Principal yimng Principal
Value PrincipaValue Balance Value Balance

Balance
Covered loans:
Commercial, financial, and agricultural $66 123 1,617 1,661 1,683 1,784
Real estate — construction, land development & other land loans 309 534 5,235 6,471 5,544 7,005
Real estate — mortgage — residential (1-4 family) first mortgages 362 1,298 89,408 104,678 89,770 105,976

Real estate — mortgage — home equity loans / lines of credit 12 19 12,791 15,099 12,803 15,118
Real estate — mortgage — commercial and other 1,201 3,209 16,593 17,789 17,794 20,998
Total $1,950 5,183 125,644 145,698 127,594 150,881

The following table presents information regarding covered purchased nonimpaired loans since December 31, 2013.
The amounts include principal only and do not reflect accrued interest as of the date of the acquisition or beyond.

($ in thousands)

Carrying amount of nonimpaired covered loans at December 31, 2013 $207,167
Principal repayments (50,183 )
Transfers to foreclosed real estate (5,061 )
Transfers to non-covered loans due to expiration of loss-share agreement (38,987)
Net loan (charge-offs) / recoveries (3,301 )
Accretion of loan discount 16,009
Carrying amount of nonimpaired covered loans at December 31, 2014 125,644
Principal repayments (8,942 )
Transfers to foreclosed real estate 505 )
Net loan (charge-offs) / recoveries 213
Accretion of loan discount 1,557
Carrying amount of nonimpaired covered loans at March 31, 2015 $117,967

As reflected in the table above, the Company accreted $1,557,000 of the loan discount on purchased nonimpaired
loans into interest income during the first quarter of 2015. As of March 31, 2015, there was remaining loan discount of
$16,365,000 related to purchased accruing loans. If these loans continue to be repaid by the borrowers, the Company
will accrete the remaining loan discount into interest income over the covered lives of the respective loans. In such
circumstances, a corresponding entry to reduce the indemnification asset will be recorded amounting to approximately
80% of the loan discount accretion, which reduces noninterest income. At March 31, 2015, the Company also had

28



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

$2,687,000 of loan discount related to purchased nonaccruing loans. It is not expected that a significant amount of this
discount will be accreted, as it represents estimated losses on these loans.

Page 17
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The following table presents information regarding all purchased impaired loans since December 31, 2013, the
majority of which are covered loans. The Company has applied the cost recovery method to all purchased impaired
loans at their respective acquisition dates due to the uncertainty as to the timing of expected cash flows, as reflected in

the following table.

($ in thousands)

Contractual
Principal
Receivable

Purchased Impaired Loans
Balance at December 31, 2013 $ 6,263
Change due to payments received (599

Change due to loan charge-off 2
Other 197
Balance at December 31, 2014 5,859
Change due to payments received (42
Other A3
Balance at March 31, 2015 $ 5,814

Fair Market
Value
Adjustment —
Write Down
(Nonaccretable
Difference)

3,121
227
29
(115
3,262
62

3
3,321

Carrying
Amount

3,142
826 )
@r )
) 312
2,597
104 )
) —
2,493

Because of the uncertainty of the expected cash flows, the Company is accounting for each purchased impaired loan
under the cost recovery method, in which all cash payments are applied to principal. Thus, there is no accretable yield
associated with the above loans. During the first quarter of 2015 and 2014, the Company received $0 and $179,000,
respectively, in payments that exceeded the initial carrying amount of the purchased impaired loans, which is included

in the loan discount accretion amount discussed previously.

Nonperforming assets are defined as nonaccrual loans, restructured loans, loans past due 90 or more days and still
accruing interest, nonperforming loans held for sale, and foreclosed real estate. Nonperforming assets are summarized

as follows:

ASSET QUALITY DATA ($ in thousands)

Non-covered nonperforming assets
Nonaccrual loans

Restructured loans - accruing

March 31,
2015

$47,416
33,997

December 31, March 31,

2014
$ 50,066 $44,129
35,493 26,335

30



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

Accruing loans > 90 days past due — —

Total non-covered nonperforming loans 81,413 85,559
Foreclosed real estate 8,978 9,771
Total non-covered nonperforming assets $90,391 $ 95,330

Covered nonperforming assets

Nonaccrual loans (1) $8.,596 $ 10,508
Restructured loans - accruing 3,874 5,823
Accruing loans > 90 days past due — —
Total covered nonperforming loans 12,470 16,331
Foreclosed real estate 2,055 2,350
Total covered nonperforming assets $14,525 $ 18,681
Total nonperforming assets $104,916 $ 114,011

70,464
11,740
$82,204

$31,986
7,429
39,415
19,504

$58,919

$141,123

(1) At March 31, 2015, December 31, 2014, and March 31, 2014, the contractual balance of the nonaccrual loans
covered by FDIC loss share agreements was $14.1 million, $16.0 million, and $49.3 million, respectively.

Page 18
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The remaining tables in this note present information derived from the Company’s allowance for loan loss model.
Relevant accounting guidance requires certain disclosures to be disaggregated based on how the Company develops
its allowance for loan losses and manages its credit exposure. This model combines loan types in a different manner
than the tables previously presented.

The following table presents the Company’s nonaccrual loans as of March 31, 2015.

($ in thousands) Non-covered Covered Total
Commercial, financial, and agricultural:
Commercial — unsecured $ 217 — 217
Commercial — secured 2,998 — 2,998
Secured by inventory and accounts receivable 536 147 683
Real estate — construction, land development & other land loans 6,796 1,024 7,820
Real estate — residential, farmland and multi-family 23,371 5,042 28,413
Real estate — home equity lines of credit 2,140 290 2,430
Real estate — commercial 11,027 2,093 13,120
Consumer 331 — 331
Total $ 47416 8,596 56,012

The following table presents the Company’s nonaccrual loans as of December 31, 2014.

($ in thousands) Non-covered Covered Total
Commercial, financial, and agricultural:

Commercial — unsecured $ 187 1 188
Commercial — secured 2,927 — 2,927
Secured by inventory and accounts receivable 454 103 557
Real estate — construction, land development & other land loans 7,891 1,140 9,031
Real estate — residential, farmland and multi-family 24,459 7,785 32,244
Real estate — home equity lines of credit 2,573 278 2,851
Real estate — commercial 11,070 1,201 12,271
Consumer 505 — 505

Total $ 50,066 10,508 60,574
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The following table presents an analysis of the payment status of the Company’s loans as of March 31, 2015.

30-59 60-89
Days Days Nonaccru Total
($ in thousands) Y 8urrent Loans
Past Past Loans .
Receivable
Due Due
Non-covered loans
Commercial, financial, and agricultural:
Commercial - unsecured $172 33 217 36,102 36,524
Commercial - secured 1,097 235 2,998 116,571 120,901
Secured by inventory and accounts receivable — 21 536 23,939 24,496

Real estate — construction, land development & other land loans 2,219 1,207 6,796 246,629 256,851

Real estate — residential, farmland, and multi-family 13,902 2,268 23,371 799,110 838,651
Real estate — home equity lines of credit 497 301 2,140 196,238 199,176
Real estate - commercial 1,171 1,318 11,027 743,502 757,018
Consumer 345 198 331 40,296 41,170
Total non-covered $19.403 5,581 47416 2,202,387 2,274,787
Unamortized net deferred loan costs 783
Total non-covered loans $2,275,570
Covered loans $4359 — 8,596 106,874 119,829
Total loans $23,762 5,581 56,012 2,309,261 2,395,399

The Company had no non-covered or covered loans that were past due greater than 90 days and accruing interest at
March 31, 2015.

The following table presents an analysis of the payment status of the Company’s loans as of December 31, 2014.

30-59 60-89
Days Days Nonaccr Total
($ in thousands) Y y u8urrent Loans
Past Past Loans .
Receivable
Due Due
Non-covered loans
Commercial, financial, and agricultural:
Commercial - unsecured $191 35 187 36,871 37,284
Commercial - secured 1,003 373 2,927 102,671 106,974
Secured by inventory and accounts receivable 30 225 454 21,761 22,470
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Real estate — construction, land development & other land loans 1,950 139 7,891 247,535 257,515

Real estate — residential, farmland, and multi-family 11,272 3,218 24,459 807,884 846,833
Real estate — home equity lines of credit 1,585 352 2,573 194,067 198,577
Real estate - commercial 3,738 996 11,070 738,981 754,785
Consumer 695 131 505 41,865 43,196
Total non-covered $20,464 5,469 50,066 2,191,635 2,267,634
Unamortized net deferred loan costs 946
Total non-covered loans $2,268,580
Covered loans $4,385 964 10,508 111,737 127,594
Total loans $24,849 6,433 60,574 2,303,372 2,396,174

The Company had no non-covered or covered loans that were past due greater than 90 days and accruing interest at
December 31, 2014.
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The following table presents the activity in the allowance for loan losses for non-covered loans for the three months
ended March 31, 2015.

Real
Estate — Real Real
. Constructidsstate — Real
Commercia . . Estate —
Financial and RemdentlalHome Estate — Unallos
($ in thousands) " Developmdrigrmland, ) Commercidlonsumer 0‘Total
and Equity cated
A riculturag and Lines of and
& ther Multi- Credit Other
Land family
Loans
As of and for the three months ended March 31, 2015
Beginning balance $8,391 6,470 9,720 3,731 9,045 841 147 38,
Charge-offs 944 ) (1,256 ) (1,569 ) (67 ) 923 ) (601 ) — (5,3
Recoveries 88 267 16 17 202 91 — 681
Provisions (1,778 ) 525 2,659 482 (2,405 ) 464 157 104
Ending balance $5,757 6,006 10,826 4,163 5,919 795 304 33,7
Ending balances as of March 31, 2015: Allowance for loan losses
Individually evaluated for impairment $131 415 1,690 — 505 — — 2,74
Collectively evaluated for impairment $5,626 5,591 9,136 4,163 5,414 795 304  31(
Loans acquired with deteriorated credit quality $— — — — — — — —
Loans receivable as of March 31, 2015:
Ending balance $181,921 256,851 838,651 199,176 757,018 41,170 — 2,27
Unamortized net deferred loan costs 783
Total non-covered loans $2,27
Ending balances as of March 31, 2015: Loans
Individually evaluated for impairment $800 6,720 23,527 — 20,504 — — 51,5
Collectively evaluated for impairment $181,121 250,131 815,124 199,176 735,883 41,170 — 2,27
Loans acquired with deteriorated credit quality $— — — — 631 — — 631

Page 21

36



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

The following table presents the activity in the allowance for loan losses for non-covered loans for the year ended

December 31, 2014.

Real
Estate — Real
. Real
. Constructidnstate —
Commercia . . Estate —
Financial and RemdentlalHome
($ in thousands) and Developmdriaymland, Equity
. and .
Agrlcultura% . Lines of
ther Multi- Credit
Land family
Loans
As of and for the year ended December 31, 2014
Beginning balance $7.432 12,966 15,142 1,838
Charge-offs (4,039 ) (2,148 ) (4,417 ) (912
Recoveries 140 398 331 45
Transfer from covered category 36 813 51 —
Provisions 4,822 (5,559 ) (1,387 ) 2,760
Ending balance $8,391 6,470 9,720 3,731
Ending balances as of December 31, 2014: Allowance for loan losses
Individually evaluated for impairment $211 415 1,686 —
Collectively evaluated for impairment $8,180 6,055 8,034 3,731
Loans acquired with deteriorated credit quality $— — — —
Loans receivable as of December 31, 2014:
Ending balance $166,728 257,515 846,833 198,577
Unamortized net deferred loan costs
Total non-covered loans
Ending balances as of December 31, 2014: Loans
Individually evaluated for impairment $784 7,991 24,010 476
Collectively evaluated for impairment $165,944 249,524 822,823 198,101

Loans acquired with deteriorated credit quality $— — —
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The following table presents the activity in the allowance for loan losses for non-covered loans for the three months
ended March 31, 2014.

Real
Estate — Real Real
. Constructidnstate — Real
Commercia . . Estate —
. ) and Residential Estate —
. Financial, Home . Unallo-
($ in thousands) Developmédriarmland, ) Commercidlonsumer
and Equity cated
A riculturag and Lines of and
& ther Multi- Credit Other
Land family
Loans
As of and for the three months ended March 31, 2014
Beginning balance $7.,432 12,966 15,142 1,838 5,524 1,513 (152)
Charge-offs 625 ) 927 ) (770 ) (106 ) (612 ) (428 ) —
Recoveries 28 236 65 5 95 117 —
Provisions 2,054 (3,625 ) (1,704 ) 1,925 4,368 (172 ) 519
Ending balance $8,889 8,650 12,733 3,662 9,375 1,030 367
Ending balances as of March 31, 2014: Allowance for loan losses
Individually evaluated for impairment $197 466 2,285 — 571 — —
Collectively evaluated for impairment $8,692 8,184 10,448 3,662 8,804 1,030 367
Loans acquired with deteriorated credit quality $— — — — — — —
Loans receivable as of March 31, 2014:
Ending balance $184,468 241,310 870,354 200,857 712,509 46,469 —
Unamortized net deferred loan costs
Total non-covered loans
Ending balances as of March 31, 2014: Loans
Individually evaluated for impairment $1,093 7411 21,110 499 16,050 11 —
Collectively evaluated for impairment $183,375 233,899 849,244 200,358 696,459 46,458 —

Loans acquired with deteriorated credit quality $— — — — — —
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The following table presents the activity in the allowance for loan losses for covered loans for the three months ended

March 31, 2015.

($ in thousands) Covered Loans

As of and for the three months ended March 31, 2015

Beginning balance $ 2,281
Charge-offs (440
Recoveries 653
Provisions (reversal) (268
Ending balance $ 2,226

Ending balances as of March 31, 2015: Allowance for loan losses

Individually evaluated for impairment $ 1,058
Collectively evaluated for impairment 1,144
Loans acquired with deteriorated credit quality 24

Loans receivable as of March 31, 2015:
Ending balance — total $ 119,829

Ending balances as of March 31, 2015: Loans

Individually evaluated for impairment $ 7,868
Collectively evaluated for impairment 110,099
Loans acquired with deteriorated credit quality 1,862

The following table presents the activity in the allowance for loan losses for covered loans for the year ended

December 31, 2014.

($ in thousands) Covered Loans

As of and for the year ended December 31, 2014

Beginning balance $ 4,242
Charge-offs (6,948
Recoveries 3,616
Transferred to non-covered (1,737
Provisions 3,108
Ending balance $ 2,281

Ending balances as of December 31, 2014: Allowance for loan losses
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Individually evaluated for impairment
Collectively evaluated for impairment

Loans acquired with deteriorated credit quality
Loans receivable as of December 31, 2014:
Ending balance — total

Ending balances as of December 31, 2014: Loans
Individually evaluated for impairment
Collectively evaluated for impairment

Loans acquired with deteriorated credit quality
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$ 1,161
1,046
74

$ 127,594

$ 11,484
114,160
1,950

40



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

Index

The following table presents the activity in the allowance for loan losses for covered loans for the three months ended

March 31, 2014.

($ in thousands) Covered Loans

As of and for the three months ended March 31, 2014

Beginning balance $ 4,242
Charge-offs (2,948
Recoveries 1,917
Provisions 210
Ending balance $ 3,421

Ending balances as of March 31, 2014: Allowance for loan losses

Individually evaluated for impairment $ 620
Collectively evaluated for impairment 2,789
Loans acquired with deteriorated credit quality 12

Loans receivable as of March 31, 2014:
Ending balance — total $ 190,551

Ending balances as of March 31, 2014: Loans

Individually evaluated for impairment $ 28,460
Collectively evaluated for impairment 158,803
Loans acquired with deteriorated credit quality 3,288
Page 25
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The following table presents loans individually evaluated for impairment by class of loans as of March 31, 2015.

($ in thousands)

Non-covered loans with no related allowance recorded:
Commercial, financial, and agricultural:

Commercial - unsecured

Commercial - secured

Secured by inventory and accounts receivable

Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family

Real estate — home equity lines of credit

Real estate — commercial

Consumer
Total non-covered impaired loans with no allowance

Total covered impaired loans with no allowance

Total impaired loans with no allowance recorded

Non-covered loans with an allowance recorded:

Commercial, financial, and agricultural:

Commercial - unsecured

Commercial - secured

Secured by inventory and accounts receivable

Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family

Real estate — home equity lines of credit

Real estate — commercial

Consumer
Total non-covered impaired loans with allowance

Total covered impaired loans with allowance

Total impaired loans with an allowance recorded

Recorded
Investment

$ 32
18
4,775

9,771

17,827

$ 32,423
$ 5,266

$ 37,689

$ 166
584
1,945

13,756

3,308

$ 19,759
$ 4,464

$ 24,223

Unpaid
Principal
Balance

35
19

6,105

11,215

21,824

39,198
9,417

48,615

170
595

4,255

14,204

3,389

22,613
5,171

27,784

Related
Allowance

48
83

415

1,690

505

2,741
1,082

3,823

Average
Recorded
Investment

33

12
5,826
9,468
238

17,618

33,199
6,682

39,881

153
595

1,530

14,301

3,405

19,984
4,842

24,826
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Interest income recorded on non-covered and covered impaired loans during the year ended March 31, 2015 was
insignificant.
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The following table presents loans individually evaluated for impairment by class of loans as of December 31, 2014.

($ in thousands)

Non-covered loans with no related allowance recorded:
Commercial, financial, and agricultural:

Commercial - unsecured

Commercial - secured

Secured by inventory and accounts receivable

Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family

Real estate — home equity lines of credit

Real estate — commercial

Consumer
Total non-covered impaired loans with no allowance

Total covered impaired loans with no allowance

Total impaired loans with no allowance recorded

Non-covered loans with an allowance recorded:

Commercial, financial, and agricultural:

Commercial - unsecured

Commercial - secured

Secured by inventory and accounts receivable

Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family

Real estate — home equity lines of credit

Real estate — commercial

Consumer
Total non-covered impaired loans with allowance

Total covered impaired loans with allowance

Total impaired loans with an allowance recorded

Recorded
Investment

$ 33

6,877
9,165
476
17,409

7
$ 33,972

$ 8,097

$ 42,069

$ 140
606

1,114
14,845
3,501

$ 20,206
$ 5,220

$ 25,426

Unpaid
Principal
Balance

7,944
10,225
498
20,786

10
39,504

12,081

51,585

143
612

3,243

15,257

3,530

22,785
5,719

28,504

Related
Allowance

47
164

415

1,686

165

2,477
1,229

3,706

Average
Recorded
Investment

20

95
6,430
7,776
388

11,911

26,627
16,986

43,613

142
550
15
1,487

14,418

6,420

23,044
8,513

31,557
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Interest income recorded on non-covered and covered impaired loans during the year ended December 31, 2014 was
insignificant.
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The Company tracks credit quality based on its internal risk ratings. Upon origination a loan is assigned an initial risk
grade, which is generally based on several factors such as the borrower’s credit score, the loan-to-value ratio, the
debt-to-income ratio, etc. Loans that are risk-graded as substandard during the origination process are declined. After
loans are initially graded, they are monitored monthly for credit quality based on many factors, such as payment
history, the borrower’s financial status, and changes in collateral value. Loans can be downgraded or upgraded
depending on management’s evaluation of these factors. Internal risk-grading policies are consistent throughout each

loan type.

The following describes the Company’s internal risk grades in ascending order of likelihood of loss:

Numerical

Risk Grade
Pass:

1

2

Watch or
Standard:

9

Special
Mention:

5
Classified:

6

Page 28

Description

Loans with virtually no risk, including cash secured loans.

Loans with documented significant overall financial strength, including non-cash secured or unsecured
loans that have no minor or major exceptions to the lending guidelines.

Loans with documented satisfactory overall financial strength, including non-cash secured or unsecured
loans that have no major exceptions to the lending guidelines. If unsecured, loans would include
support of a strong guarantor or co-maker.

Loans to borrowers with acceptable financial condition, including non-cash secured or unsecured loans
that have minor or major exceptions to the lending guidelines, but the exceptions are properly
mitigated. Primary or secondary source of repayment is sufficient and if secured, loan would include
the support of a satisfactory guarantor or co-maker.

Existing loans that meet the guidelines for a Risk Graded 5 loan, except the collateral coverage is
sufficient to satisfy the debt with no risk of loss under reasonable circumstances.

Existing loans with major exceptions that cannot be mitigated. Potential for loss is possible.

Loans that have a well-defined weakness that may jeopardize the liquidation of the debt if deficiencies
are not corrected. Loss is not only possible, but probable.

Loans that have a well-defined weakness that make the collection or liquidation improbable. Loss
appears imminent, but the exact amount and timing is uncertain.

Loans that are considered uncollectible and are in the process of being charged-off. This grade is a
temporary grade assigned for administrative purposes until the charge-off is completed.
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The following table presents the Company’s recorded investment in loans by credit quality indicators as of March 31,

2015.

($ in thousands)

Non-covered loans:
Commercial, financial, and agricultural:
Commercial - unsecured
Commercial - secured
Secured by inventory and accounts receivable
Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family
Real estate — home equity lines of credit
Real estate - commercial
Consumer

Total
Unamortized net deferred loan costs

Total non-covered loans

Total covered loans

Total loans

At March 31, 2015, there was an insignificant amount of loans that were graded “8” with an accruing status.

Page 29

Pass
(Grades
1,2,
& 3)

$18,177

50,695
10,641

91,840

222,114
122,598
242,960

25,299

$784,324

$13,363

$797,687

Watch

Pass — or
Acceptable/ Standard
Average  Loans

(Grade 4) (Grade

9)
14,735 5
59,418 61
12,331 —
132,494 846

514,229 4,845
63,401 1,549
449,463 8,427

14,189 53
1,260,260 15,786

67,274 683

1,327,534 16,469

Special
Mention
Loans
(Grade
5)

1,258
3,996
329
14,570
40,088
5,010
29,843

685
95,779

9,254

105,033

Loans
(Grades
6,7, &
8)

2,132
3,733
659
10,305
34,004
4,478
15,298

613
71,222

20,659

91,881

47

Credit Quality Indicator (Grouped by Internally Assigned Gr
Classified

Nonac
Loans

217

2,998
536

6,796
23,37
2,140
11,02

331
47,41

8,596

56,01
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The following table presents the Company’s recorded investment in loans by credit quality indicators as of December

31, 2014.
($ in thousands) Credit Quality Indicator (Grouped by Internally Assigned Gr
Pass — Wach Special  Classified
Pass Acceptable or Mention Loans
(Grades p Standard Nonac
/ Loans (Grades
1,2, Loans Loans
&3) Average (Grade (Grade 6,7, &
(Grade 4) 9) 5) 8)
Non-covered loans:
Commercial, financial, and agricultural:
Commercial - unsecured $17,856 15,649 5 1,356 2,231 187
Commercial - secured 32,812 62,361 62 4,481 4,331 2,927
Secured by inventory and accounts receivable 10,815 9,928 — 767 506 454
Real estate — construction, land development & other land loans 87,806 135,072 771 13,066 12,909 7,891
Real estate — residential, farmland, and multi-family 221,581 520,790 4,536 40,993 34,474 24,45
Real estate — home equity lines of credit 122,528 62,642 1,135 5,166 4,533 2,573
Real estate - commercial 223,197 465,395 9,057 30,318 15,748 11,07
Consumer 25,520 15,614 54 855 648 505
Total $742,115 1,287,451 15,620 97,002 75,380 50,06
Unamortized net deferred loan costs
Total non-covered loans
Total covered loans $14,349 70,989 632 10,503 20,613 10,50
Total loans $756,464 1,358,440 16,252 107,505 95,993 60,57

At December 31, 2014, there was an insignificant amount of loans that were graded “8” with an accruing status.

Troubled Debt Restructurings

The restructuring of a loan is considered a “troubled debt restructuring” if both (i) the borrower is experiencing financial
difficulties and (ii) the creditor has granted a concession. Concessions may include interest rate reductions or below

market interest rates, principal forgiveness, restructuring amortization schedules and other actions intended to

minimize potential losses.
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The vast majority of the Company’s troubled debt restructurings modified during the periods ended March 31, 2015
and 2014 related to interest rate reductions combined with restructured amortization schedules. The Company does
not generally grant principal forgiveness.

All loans classified as troubled debt restructurings are considered to be impaired and are evaluated as such for
determination of the allowance for loan losses. The Company’s troubled debt restructurings can be classified as either
nonaccrual or accruing based on the loan’s payment status. The troubled debt restructurings that are nonaccrual are
reported within the nonaccrual loan totals presented previously.

Page 30

49



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

Index
The following table presents information related to loans modified in a troubled debt restructuring during the three
months ended March 31, 2015 and 2014.

For the three months For the three months
($ in thousands) ended ended
March 31, 2015 March 31, 2014

Num&?_ Post- Num%rf:er- Post-
odificatidodificatio odificatioModification
o 0
ConthsgructureRhstructur d Resttsructure&estructured
Ii?afances Balances tﬁaaclances Balances
Non-covered TDRs — Accruing
Commercial, financial, and agricultural:
Commercial — unsecured — $ — $ — —$— $—
Commercial — secured —_ — — — — —
Secured by inventory and accounts receivable — — — — — —
Real estate — construction, land development & other land loans

Real estate — residential, farmland, and multi-family 1 113 113 2 337 337
Real estate — home equity lines of credit — — — - —
Real estate — commercial 1 51 51 - _
Consumer - — — - _

Non-covered TDRs — Nonaccrual

Commercial, financial, and agricultural:

Commercial — unsecured —_ — — — — —
Commercial — secured —_ — — — — —
Secured by inventory and accounts receivable — — — — — —
Real estate — construction, land development & other land loans — — —
Real estate — residential, farmland, and multi-family 4 305 305 2 106 106
Real estate — home equity lines of credit — — — — — —
Real estate — commercial —_ — — — — —

Consumer — — — - — —
Total non-covered TDRs arising during period 6 469 469 4 443 443
Total covered TDRs arising during period — Accruing 2 $139 $ 139 — $— $—
Total covered TDRs arising during period — Nonaccrual — — — 5 710 682
Total TDRs arising during period 8 $ 608 $ 608 9 $1,153 $1,125

Accruing restructured loans that were modified in the previous 12 months and that defaulted during the three months
ended March 31, 2015 and 2014 are presented in the table below. The Company considers a loan to have defaulted
when it becomes 90 or more days delinquent under the modified terms, has been transferred to nonaccrual status, or
has been transferred to foreclosed real estate.

($ in thousands)
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Non-covered accruing TDRs that subsequently defaulted

Real estate — construction, land development & other land loans
Real estate — residential, farmland, and multi-family

Real estate — commercial

Total non-covered TDRs that subsequently defaulted

Total accruing covered TDRs that subsequently defaulted

Total accruing TDRs that subsequently defaulted
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For the three months

ended

March 31, 2015

Number
of
Contracts

p—

Recorded
Investment
$ _

34
$ 34
$ _
$ 34

For the three months

ended
March 31, 2014
I:fumber Recorded
Investment

Contracts

1 $ 5

1 71

2 $ 76

_ s —

2 $ 76
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Note 8 — Deferred Loan Costs

The amount of loans shown on the Consolidated Balance Sheets includes net deferred loan costs of approximately
$783,000, $946,000, and $759,000 at March 31, 2015, December 31, 2014, and March 31, 2014, respectively.

Note 9 — FDIC Indemnification Asset

The FDIC indemnification asset is the estimated amount that the Company will receive from the FDIC under loss
share agreements associated with two FDIC-assisted failed bank acquisitions. See page 40 of the Company’s 2014
Annual Report on Form 10-K for a detailed explanation of this asset.

The FDIC indemnification asset was comprised of the following components as of the dates shown:

($ in thousands) March 31, December 31, March 31,

2015 2014 2014
Receivable related to loss claims incurred, not yet reimbursed $ 4,884 6,899 7,101
Receivable related to estimated future claims on loans 12,886 14,933 24,764
Receivable related to estimated future claims on foreclosed real estate 682 737 3,639
FDIC indemnification asset $ 18,452 22,569 35,504

Included in the receivable related to loss claims incurred, not yet reimbursed, at March 31, 2015, is $1.2 million
related to two claims involving the same borrower for which the FDIC has denied the claims because the FDIC
disagrees with the collection strategy that the Company undertook. The Company has notified the FDIC that it is
invoking the arbitration provisions contained in the loss share agreement, as the Company does not believe it has
breached any provisions of the loss share agreement that would invalidate the claims. No allowance or reserve has
been established for the disputed amount.

The following presents a rollforward of the FDIC indemnification asset since December 31, 2014.

($ in thousands)

Balance at December 31, 2014 $22.569
Decrease related to favorable changes in loss estimates (500 )
Increase related to reimbursable expenses 441
Cash received (2,282)
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Related to accretion of loan discount (1,752)
Other 24 )
Balance at March 31, 2015 $18,452
Page 32
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Note 10 — Goodwill and Other Intangible Assets

The following is a summary of the gross carrying amount and accumulated amortization of amortizable intangible

assets as of March 31, 2015, December 31, 2014, and March 31, 2014 and the carrying amount of unamortized

intangible assets as of those same dates.

March 31, 2015
Gross

Carrvin Accumulated
ymg Amortization

($ in thousands)
Amortizable intangible assets:

Amount

Customer lists $678 517
Core deposit premiums 8,560 6,844
Total $9,238 7,361

Unamortizable intangible assets:

Goodwill $65,835

December 31, 2014

March 31, 2014

Gross‘ Accumulated Gross. Accumulated
Carrying o Carrying .
Amortization Amortization
Amount Amount
678 505 678 473
8,560 6,675 8,560 6,125
9,238 7,180 9,238 6,598

65,835 65,835

Amortization expense totaled $180,000 and $194,000 for the three months ended March 31, 2015 and 2014,

respectively.

The following table presents the estimated amortization expense for the last three quarters of calendar year 2015 and
for each of the four calendar years ending December 31, 2019 and the estimated amount amortizable thereafter. These
estimates are subject to change in future periods to the extent management determines it is necessary to make
adjustments to the carrying value or estimated useful lives of amortized intangible assets.

($ in thousands)

Expense
April 1 to December 31,2015 $ 541
2016 654
2017 404
2018 129
2019 122
Thereafter 27

Total $ 1,877

Note 11 — Pension Plans

Estimated Amortization
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The Company has historically sponsored two defined benefit pension plans — a qualified retirement plan (the “Pension
Plan’) which was generally available to all employees, and a Supplemental Executive Retirement Plan (the “SERP”),
which was for the benefit of certain senior management executives of the Company. Effective December 31, 2012, the
Company froze both plans for all participants. Although no previously accrued benefits were lost, employees no
longer accrue benefits for service subsequent to 2012.

The Company recorded pension income totaling $267,000 and $285,000 for the three months ended March 31, 2015
and 2014, respectively, which primarily related to investment income from the Pension Plan’s assets. The following
table contains the components of the pension income.

For the Three Months Ended March 31,

2015 2014 2015 2014 2015 Total 2014 Total
($ in thousands) gle;lr?lon Pension Plan SERP SERP Both Plans Both Plans
Service cost $— — 79 56 79 56
Interest cost 341 349 52 53 393 402
Expected return on plan assets (708) (689 ) — — (708 ) (689 )
Amortization of transition obligation —— — — — — —
Amortization of net (gain)/loss — — 31 ) 54 ) @31 ) (54 )

Amortization of prior service cost — — — — — _
Net periodic pension (income)/cost $(367) (340 ) 100 55 (267 ) (285 )

Page 33
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The Company’s contributions to the Pension Plan are based on computations by independent actuarial consultants and
are intended to be deductible for income tax purposes. The contributions are invested to provide for benefits under the
Pension Plan. The Company does not expect to contribute to the Pension Plan in 2015.

The Company’s funding policy with respect to the SERP is to fund the related benefits from the operating cash flow of
the Company.

Note 12 — Comprehensive Income

Comprehensive income is defined as the change in equity during a period for non-owner transactions and is divided
into net income and other comprehensive income. Other comprehensive income includes revenues, expenses, gains,
and losses that are excluded from earnings under current accounting standards. The components of accumulated other
comprehensive income for the Company are as follows:

($ in thousands)
March 31, 2015 December 31, 2014 March 31, 2014

Unrealized gain (loss) on securities available for sale $ 442 ) (691 ) (1,718 )
Deferred tax asset (liability) 173 270 671
Net unrealized gain (loss) on securities available for sale (269 ) (421 ) (1,047 )
Additional pension asset (liability) (288 ) (257 ) 5,081
Deferred tax asset (liability) 112 100 (1,970 )
Net additional pension asset (liability) (176 ) (157 ) 3,111
Total accumulated other comprehensive income (loss) $ (445 ) (578 ) 2,064

The following table discloses the changes in accumulated other comprehensive income (loss) for the three months
ended March 31, 2015 (all amounts are net of tax).

Unrealized Gain

($ in thousands) (Loss) on Additional
. Pension Asset Total
Securities (Liability)
Available for Sale
Beginning balance at January 1, 2015 $ @21 ) (157 ) (578)
Other comprehensive income (loss) before reclassifications 152 — 152
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Amounts reclassified from accumulated other comprehensive income — (19 ) (19 )
Net current-period other comprehensive income (loss) 152 (19 ) 133
Ending balance at March 31, 2015 $ (69 ) (176 ) (445)

The following table discloses the changes in accumulated other comprehensive income (loss) for the three months
ended March 31, 2014 (all amounts are net of tax).

Unrealized Gain

($ in thousands) (Loss) on Additional
Securities Pension Asset Total
Available for (Liability)
Sale
Beginning balance at January 1, 2014 $ (1,232 ) 3,132 1,900
Other comprehensive income (loss) before reclassifications 185 — 185
Amounts reclassified from accumulated other comprehensive income — 21 ) 21 )
Net current-period other comprehensive income (loss) 185 21 ) 164
Ending balance at March 31, 2014 $ (1,047 ) 3,111 2,064
Page 34
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Note 13 — Fair Value

Relevant accounting guidance establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. The guidance describes
three levels of inputs that may be used to measure fair value:

Level 1: Quoted prices (unadjusted) of identical assets or liabilities in active markets that the entity has the ability to
access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about the assumptions that
market participants would use in pricing an asset or liability.

The following table summarizes the Company’s financial instruments that were measured at fair value on a recurring
and nonrecurring basis at March 31, 2015.

($ in thousands)
Fair Significant

Quoted Prices in C g
Value at Active Markets for Other Significant

Description of Financial Instruments March . ObservableUnobservable Inputs
Identical Assets
31, (Level 1) Inputs (Level 3)
2015 (Level 2)
Recurring
Securities available for sale:
Government-sponsored enterprise securities $44,365 — 44,365 —
Mortgage-backed securities 126,930 — 126,930 —
Corporate bonds 900 — 900 —
Equity securities 5,995 — 5,995 —
Total available for sale securities $178,190 — 178,190 —
Nonrecurring
Impaired loans — covered $4,464 — — 4,464
Impaired loans — non-covered 21,158 — — 21,158
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Foreclosed real estate — covered
Foreclosed real estate — non-covered

2,055 —
8,978 —

2,055
8,978

The following table summarizes the Company’s financial instruments that were measured at fair value on a recurring
and nonrecurring basis at December 31, 2014.

($ in thousands)

Description of Financial Instruments

Recurring

Securities available for sale:
Government-sponsored enterprise securities
Mortgage-backed securities

Corporate bonds

Equity securities

Total available for sale securities

Nonrecurring
Impaired loans — covered
Impaired loans — non-covered
Foreclosed real estate — covered
Foreclosed real estate — non-covered
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Fair Value
at
December
31,

2014

Quoted Prices in
Active Markets
for Identical
Assets (Level 1)

$27,521 —
129,510 —
865 —
6,138 —
$164,034 —

$5,220 —
20,512 —
2,350 —
9,771 —

Significant Significant
Other Unobservable
Observable
Inputs puts
(Level 2) (Level 3)
27,521 —
129,510 —
865 —
6,138 —
164,034 —
— 5,220
— 20,512
— 2,350
— 9,771
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The following is a description of the valuation methodologies used for instruments measured at fair value.

Securities Available for Sale — When quoted market prices are available in an active market, the securities are classified
as Level 1 in the valuation hierarchy. If quoted market prices are not available, but fair values can be estimated by
observing quoted prices of securities with similar characteristics, the securities are classified as Level 2 on the

valuation hierarchy. Most of the fair values for the Company’s Level 2 securities are determined by our third-party
securities portfolio manager using matrix pricing. Matrix pricing is a mathematical technique widely used in the

industry to value debt securities without relying exclusively on quoted prices for the specific securities but rather by
relying on the securities’ relationship to other benchmark quoted securities. For the Company, Level 2 securities

include mortgage-backed securities, collateralized mortgage obligations, government-sponsored enterprise securities,
and corporate bonds. In cases where Level 1 or Level 2 inputs are not available, securities are classified within Level 3
of the hierarchy.

The Company reviews the pricing methodologies utilized by the portfolio manager to ensure the fair value
determination is consistent with the applicable accounting guidance and that the investments are properly classified in
the fair value hierarchy. Further, the Company validates the fair values for a sample of securities in the portfolio by
comparing the fair values provided by the portfolio manager to prices from other independent sources for the same or
similar securities. The Company analyzes unusual or significant variances and conducts additional research with the
portfolio manager, if necessary, and takes appropriate action based on its findings.

Impaired loans — Fair values for impaired loans in the above tables are measured on a non-recurring basis are based on
the underlying collateral values securing the loans, adjusting for estimated selling costs, or the net present value of the
cash flows expected to be received for such loans. Collateral may be in the form of real estate or business assets
including equipment, inventory and accounts receivable. The vast majority of the collateral is real estate. The value of
real estate collateral is determined using an income or market valuation approach based on an appraisal conducted by
an independent, licensed third party appraiser (Level 3). The value of business equipment is based upon an outside
appraisal if deemed significant, or the net book value on the applicable borrower’s financial statements if not
considered significant. Likewise, values for inventory and accounts receivable collateral are based on borrower
financial statement balances or aging reports on a discounted basis as appropriate (Level 3). Any fair value

adjustments are recorded in the period incurred as provision for loan losses on the Consolidated Statements of Income.

Foreclosed real estate — Foreclosed real estate, consisting of properties obtained through foreclosure or in satisfaction of
loans, is reported at the lower of cost or fair value. Fair value is measured on a non-recurring basis and is based upon
independent market prices or current appraisals that are generally prepared using an income or market valuation
approach and conducted by an independent, licensed third party appraiser, adjusted for estimated selling costs (Level

3). At the time of foreclosure, any excess of the loan balance over the fair value of the real estate held as collateral is
treated as a charge against the allowance for loan losses. For any real estate valuations subsequent to foreclosure, any
excess of the real estate recorded value over the fair value of the real estate is treated as a foreclosed real estate
write-down on the Consolidated Statements of Income.
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For Level 3 assets and liabilities measured at fair value on a recurring or non-recurring basis as of March 31, 2015, the
significant unobservable inputs used in the fair value measurements were as follows:

($ in thousands)

Fair Value
Descrintion at Valuation
P March 31, Technique
2015
. Appraised value; PV
Tmpaired loans - $ 4,464 of expected cash
covered
flows
. Appraised value; PV
Impaired loans - 21,158 of expected cash

non-covered

flows

Appraised value;
Foreclosed real estate 2,055 independent market
— covered .

prices

Appraised value;
Foreclosed real estate 8.978 independent market
— non-covered .

prices

Significant Unobservable
Inputs

Discounts to reflect current market
conditions, ultimate collectability, and
estimated costs to sell

Discounts to reflect current market
conditions, ultimate collectability, and
estimated costs to sell

Discounts to reflect current market
conditions and estimated costs to sell

Discounts to reflect current market
conditions, abbreviated holding period and
estimated costs to sell

General Range
of Significant
Unobservable
Input Values

0-10%

0-10%

0-10%

0-40%

For Level 3 assets and liabilities measured at fair value on a recurring or non-recurring basis as of December 31, 2014,
the significant unobservable inputs used in the fair value measurements were as follows:

($ in thousands)

Fair
Value at :
o Valuation
Description December .
31 Technique
2014
Impaired loans — Appraised value; PV of
$5,220
covered expected cash flows
Impaired loans — Appraised value; PV of
20,512
non-covered expected cash flows
Appraised value;
Foreclosed real 2,350  independent market
estate — covered .
prices
Appraised value;
Foreclosed real 9,771 independent market
estate — non-covered .
prices

Significant Unobservable
Inputs

Discounts to reflect current market
conditions, ultimate collectability, and
estimated costs to sell

Discounts to reflect current market
conditions, ultimate collectability, and
estimated costs to sell

Discounts to reflect current market
conditions and estimated costs to sell

Discounts to reflect current market
conditions, abbreviated holding period and
estimated costs to sell

General Range
of Significant
Unobservable
Input Values

0-10%

0-10%

0-10%

0-40%
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Transfers of assets or liabilities between levels within the fair value hierarchy are recognized when an event or change
in circumstances occurs. There were no transfers between Level 1 and Level 2 for assets or liabilities measured on a
recurring basis during the three months ended March 31, 2015 or 2014.

For the three months ended March 31, 2015 and 2014, the increase in the fair value of securities available for sale was
$247,000 and $303,000, respectively, which is included in other comprehensive income (net of tax expense of
$95,000 and $118,000, respectively). Fair value measurement methods at March 31, 2015 and 2014 are consistent
with those used in prior reporting periods.
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The carrying amounts and estimated fair values of financial instruments at March 31, 2015 and December 31, 2014
are as follows:

March 31, 2015 December 31, 2014
Level in Fair

Value Carrying Estimated Carrying  Estimated

($ in thousands) Hierarchy Amount Fair Value Amount Fair Value
Cash and due from banks, noninterest-bearing Level 1 $84,208 84,208 81,068 81,068
Due from banks, interest-bearing Level 1 159,527 159,527 171,248 171,248
Federal funds sold Level 1 752 752 768 768
Securities available for sale Level 2 178,190 178,190 164,034 164,034
Securities held to maturity Level 2 170,804 174,756 178,687 182,411
Presold mortgages in process of settlement Level 1 8,273 8,273 6,019 6,019
Total loans, net of allowance Level 3 2,359,403 2,335,626 2,355,548 2,328,244
Accrued interest receivable Level 1 8,744 8,744 8,920 8,920
FDIC indemnification asset Level 3 18,452 17,964 22,569 21,856
Bank-owned life insurance Level 1 55,793 55,793 55,421 55,421
Deposits Level 2 2,693,614 2,693,961 2,695,906 2,696,153
Borrowings Level 2 116,394 106,844 116,394 105,407
Accrued interest payable Level 2 619 619 686 686

Fair value methods and assumptions are set forth below for the Company’s financial instruments.

Cash and Amounts Due from Banks, Federal Funds Sold, Presold Mortgages in Process of Settlement, Accrued
Interest Receivable, and Accrued Interest Payable - The carrying amounts approximate their fair value because of the
short maturity of these financial instruments.

Available for Sale and Held to Maturity Securities - Fair values are provided by a third-party and are based on quoted
market prices, where available. If quoted market prices are not available, fair values are based on quoted market prices
of comparable instruments or matrix pricing.

Loans - For nonimpaired loans, fair values are estimated for portfolios of loans with similar financial characteristics.
Loans are segregated by type such as commercial, financial and agricultural, real estate construction, real estate
mortgages and installment loans to individuals. Each loan category is further segmented into fixed and variable
interest rate terms. The fair value for each category is determined by discounting scheduled future cash flows using
current interest rates offered on loans with similar risk characteristics. Fair values for impaired loans are primarily
based on estimated proceeds expected upon liquidation of the collateral or the present value of expected cash flows.
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FDIC Indemnification Asset — Fair value is equal to the FDIC reimbursement rate of the expected losses to be incurred
and reimbursed by the FDIC and then discounted over the estimated period of receipt.

Bank-Owned Life Insurance — The carrying value of life insurance approximates fair value because this investment is
carried at cash surrender value, as determined by the issuer.

Deposits - The fair value of deposits with no stated maturity, such as noninterest-bearing checking accounts, savings
accounts, interest-bearing checking accounts, and money market accounts, is equal to the amount payable on demand
as of the valuation date. The fair value of certificates of deposit is based on the discounted value of contractual cash
flows. The discount rate is estimated using the rates currently offered in the marketplace for deposits of similar
remaining maturities.

Borrowings - The fair value of borrowings is based on the discounted value of contractual cash flows. The discount
rate is estimated using the rates currently offered by the Company’s lenders for debt of similar remaining maturities.

Fair value estimates are made at a specific point in time, based on relevant market information and information about
the financial instrument. These estimates do not reflect any premium or discount that could result from offering for
sale at one time the Company’s entire holdings of a particular financial instrument. Because no highly liquid market
exists for a significant portion of the Company’s financial instruments, fair value estimates are based on judgments
regarding future expected loss experience, current economic conditions, risk characteristics of various financial
instruments, and other factors. These estimates are subjective in nature and involve uncertainties and matters of
significant judgment and therefore cannot be determined with precision. Changes in assumptions could significantly
affect the estimates.
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Fair value estimates are based on existing on- and off-balance sheet financial instruments without attempting to
estimate the value of anticipated future business and the value of assets and liabilities that are not considered financial
instruments. Significant assets and liabilities that are not considered financial assets or liabilities include net premises
and equipment, intangible and other assets such as deferred income taxes, prepaid expense accounts, income taxes
currently payable and other various accrued expenses. In addition, the income tax ramifications related to the
realization of the unrealized gains and losses can have a significant effect on fair value estimates and have not been
considered in any of the estimates.

Note 14 — Shareholders’ Equity Transactions

Small Business Lending Fund

On September 1, 2011, the Company completed the sale of $63.5 million of Series B Preferred Stock to the Secretary
of the Treasury under the Small Business Lending Fund (SBLF). The fund was established under the Small Business
Jobs Act of 2010 that was created to encourage lending to small businesses by providing capital to qualified
community banks with assets less than $10 billion.

Under the terms of the stock purchase agreement, the Treasury received 63,500 shares of non-cumulative perpetual
preferred stock with a liquidation value of $1,000 per share, in exchange for $63.5 million.

The Series B Preferred Stock qualifies as Tier 1 capital. The dividend rate, as a percentage of the liquidation amount,
fluctuated on a quarterly basis during the first 10 quarters during which the Series B Preferred Stock was outstanding,
based upon changes in the level of “Qualified Small Business Lending” or “QSBL”. For the first nine quarters after
issuance, the dividend rate could range from one percent (1%) to five percent (5%) per annum based upon the increase
in QSBL as compared to the baseline. For the tenth calendar quarter through four and one half years after issuance
(the “temporary fixed rate period”), the dividend rate will be fixed at between one percent (1%) and seven percent (7%)
based upon the level of QSBL compared to the baseline. After four and one half years from the issuance, the dividend
rate will increase to nine percent (9%). For quarters subsequent to the issuance in 2011, the Company was able to
continually increase its level of small business lending and as a result, the dividend rate has steadily decreased from
5.0% in 2011 to 1.0% in early 2013. The Company is now in the “temporary fixed rate period,” in which the dividend
rate is fixed for the Company at 1%. Unless redeemed, this rate will increase to 9% after four and one half years from
the stock issuance, which is March 2016 for the Company. Subject to regulatory approval, the Company is generally
permitted to redeem the Series B Preferred Shares at par plus unpaid dividends.

For each of the first three months of 2015 and 2014, the Company accrued approximately $159,000 in preferred
dividend payments for the Series B Preferred Stock. This amount is deducted from net income in computing “Net
income available to common shareholders.”
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Stock Issuance

On December 21, 2012, the Company issued 2,656,294 shares of its common stock and 728,706 shares of the
Company’s Series C Preferred Stock to certain accredited investors, each at the price of $10.00 per share, pursuant to a
private placement transaction. Net proceeds from this sale of common and preferred stock were $33.8 million and
were used to strengthen and remove risk from the Company’s balance sheet in anticipation of a planned disposition of
certain classified loans and write-down of foreclosed real estate.

The Series C Preferred Stock qualifies as Tier 1 capital and is Convertible Perpetual Preferred Stock, with dividend
rights equal to the Company’s Common Stock. Each share of Series C Preferred Stock will automatically convert into
one share of Common Stock on the date the holder of Series C Preferred Stock transfers any shares of Series C
Preferred Stock to a non-affiliate of the holder in certain permissible transfers. The Series C Preferred Stock is
non-voting, except in limited circumstances.
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The Series C Preferred Stock pays a dividend per share equal to that of the Company’s common stock. During each of
the first quarters of 2015 and 2014, the Company accrued approximately $58,000 in preferred dividend payments for
the Series C Preferred Stock.

Note 15 — Legal Proceedings and Contingencies

The Company is not involved in any legal proceedings which, in management's opinion, could have a material effect
on the consolidated financial position of the Company. In November 2014, the Company received a Wells Notice
from the SEC related to the Company's alleged failure to disclose certain related party transactions from 2009-2011.
Since receipt of the Wells Notice letter, the Company has pursued negotiation discussions with the SEC staff in an
attempt to resolve these matters. Based upon the discussion to date, management believes it is more likely than not
that a settlement will be reached, involving a cease and desist order regarding these matters, but without any
admissions by the Company, and a financial penalty in an amount that is not expected to have a material effect on the
Company. Also, see “Part II, Item 1 - Legal Proceedings” for more information.

As discussed above in Note 9, the FDIC has denied $1.2 million in loss share claims that the Company has filed
because the FDIC disagrees with the collection strategy that the Company undertook. The Company has notified the
FDIC that it is invoking the arbitration provisions contained in the loss share agreement, as the Company believes it
did not breach any provisions of the loss share agreement that would invalidate the claims. No allowance or reserve
has been established for the disputed amount.
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Item 2 - Management's Discussion and Analysis of Consolidated Results of Operations and Financial Condition

Critical Accounting Policies

The accounting principles we follow and our methods of applying these principles conform with accounting principles
generally accepted in the United States of America and with general practices followed by the banking industry.
Certain of these principles involve a significant amount of judgment and may involve the use of estimates based on
our best assumptions at the time of the estimation. The allowance for loan losses, intangible assets, and the fair value
and discount accretion of loans acquired in FDIC-assisted transactions are three policies we have identified as being
more sensitive in terms of judgments and estimates, taking into account their overall potential impact to our
consolidated financial statements.

Allowance for I.oan Losses

Due to the estimation process and the potential materiality of the amounts involved, we have identified the accounting
for the allowance for loan losses and the related provision for loan losses as an accounting policy critical to our
consolidated financial statements. The provision for loan losses charged to operations is an amount sufficient to bring
the allowance for loan losses to an estimated balance considered adequate to absorb losses inherent in the portfolio.

Our determination of the adequacy of the allowance is based primarily on a mathematical model that estimates the
appropriate allowance for loan losses. This model has two components. The first component involves the estimation
of losses on individually evaluated “impaired loans”. A loan is considered to be impaired when, based on current
information and events, it is probable we will be unable to collect all amounts due according to the contractual terms
of the loan agreement. A loan is specifically evaluated for an appropriate valuation allowance if the loan balance is
above a prescribed evaluation threshold (which varies based on credit quality, accruing status, troubled debt
restructured status, and type of collateral) and the loan is determined to be impaired. Factors considered by
management in determining impairment include payment status, borrowers’ financial data, cash flow, and various other
factors. The estimated valuation allowance is the difference, if any, between the loan balance outstanding and the
value of the impaired loan as determined by either 1) an estimate of the cash flows that we expect to receive from the
borrower discounted at the loan’s effective rate, or 2) in the case of a collateral-dependent loan, the fair value of the
collateral.

The second component of the allowance model is an estimate of losses for all loans not considered to be impaired
loans (“general reserve loans”). General reserve loans are segregated into pools by loan type and risk grade, and
estimated loss percentages are assigned to each loan pool, based on historical losses adjusted for any environmental
factors used to reflect changes in the collectability of the portfolio not captured by the historical loss data. Loss
percentages are based on a multiple of the estimated loss rate for loans of a similar loan type with normal risk. The
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multiples assigned vary by type of loan, depending on risk, and we have consulted with an external credit review firm
in assigning those multiples.

The reserves estimated for individually evaluated impaired loans are then added to the reserve estimated for general
reserve loans. This becomes our “allocated allowance.” The allocated allowance is compared to the actual allowance for
loan losses recorded on our books and any adjustment necessary for the recorded allowance to absorb losses inherent

in the portfolio is recorded as a provision for loan losses. The provision for loan losses is a direct charge to earnings in
the period recorded. Any remaining difference between the allocated allowance and the actual allowance for loan

losses recorded on our books is our “unallocated allowance.”

Loans covered under loss share agreements (referred to as “covered loans”) are recorded at fair value at acquisition date.
Therefore, amounts deemed uncollectible at acquisition date become a part of the fair value calculation and are
excluded from the allowance for loan losses. Subsequent decreases in the amount expected to be collected result in a
provision for loan losses with a corresponding increase in the allowance for loan losses. Subsequent increases in the
amount expected to be collected are accreted into income over the life of the loan. Proportional adjustments are also
recorded to the FDIC indemnification asset.

Although we use the best information available to make evaluations, future material adjustments may be necessary if
economic, operational, or other conditions change. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review our allowance for loan losses. Such agencies may require us to recognize
additions to the allowance based on the examiners’ judgment about information available to them at the time of their
examinations.
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For further discussion, see “Nonperforming Assets” and “Summary of Loan Loss Experience” below.

Intangible Assets

Due to the estimation process and the potential materiality of the amounts involved, we have also identified the
accounting for intangible assets as an accounting policy critical to our consolidated financial statements.

When we complete an acquisition transaction, the excess of the purchase price over the amount by which the fair
market value of assets acquired exceeds the fair market value of liabilities assumed represents an intangible asset. We
must then determine the identifiable portions of the intangible asset, with any remaining amount classified as
goodwill. Identifiable intangible assets associated with these acquisitions are generally amortized over the estimated
life of the related asset, whereas goodwill is tested annually for impairment, but not systematically amortized.
Assuming no goodwill impairment, it is beneficial to our future earnings to have a lower amount assigned to
identifiable intangible assets and higher amount of goodwill as opposed to having a higher amount considered to be
identifiable intangible assets and a lower amount classified as goodwill.

The primary identifiable intangible asset we typically record in connection with a whole bank or bank branch
acquisition is the value of the core deposit intangible, whereas when we acquire an insurance agency, the primary
identifiable intangible asset is the value of the acquired customer list. Determining the amount of identifiable
intangible assets and their average lives involves multiple assumptions and estimates and is typically determined by
performing a discounted cash flow analysis, which involves a combination of any or all of the following assumptions:
customer attrition/runoff, alternative funding costs, deposit servicing costs, and discount rates. We typically engage a
third party consultant to assist in each analysis. For the whole bank and bank branch transactions recorded to date, the
core deposit intangibles have generally been estimated to have a life ranging from seven to ten years, with an
accelerated rate of amortization. For insurance agency acquisitions, the identifiable intangible assets related to the
customer lists were determined to have a life of ten to fifteen years, with amortization occurring on a straight-line
basis.

Subsequent to the initial recording of the identifiable intangible assets and goodwill, we amortize the identifiable
intangible assets over their estimated average lives, as discussed above. In addition, on at least an annual basis,
goodwill is evaluated for impairment by comparing the fair value of our reporting units to their related carrying value,
including goodwill (our community banking operation is our only material reporting unit). If the carrying value of a
reporting unit were ever to exceed its fair value, we would determine whether the implied fair value of the goodwill,
using a discounted cash flow analysis, exceeded the carrying value of the goodwill. If the carrying value of the
goodwill exceeded the implied fair value of the goodwill, an impairment loss would be recorded in an amount equal to
that excess. Performing such a discounted cash flow analysis would involve the significant use of estimates and
assumptions.
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In our 2014 goodwill impairment evaluation, we engaged a consulting firm that used various valuation techniques to
assist us in concluding that our goodwill was not impaired.

We review identifiable intangible assets for impairment whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. Our policy is that an impairment loss is recognized, equal to the difference
between the asset’s carrying amount and its fair value, if the sum of the expected undiscounted future cash flows is less
than the carrying amount of the asset. Estimating future cash flows involves the use of multiple estimates and
assumptions, such as those listed above.

Fair Value and Discount Accretion of Loans Acquired in FDIC-Assisted Transactions

We consider the determination of the initial fair value of loans acquired in FDIC-assisted transactions, the initial fair
value of the related FDIC indemnification asset, and the subsequent discount accretion of the purchased loans to
involve a high degree of judgment and complexity. We determine fair value accounting estimates of newly assumed
assets and liabilities in accordance with relevant accounting guidance. However, the amount that we realize on these
assets could differ materially from the carrying value reflected in our financial statements, based upon the timing of
collections on the acquired loans in future periods. To the extent the actual values realized for the acquired loans are
different from the estimates, the FDIC indemnification asset will generally be impacted in an offsetting manner due to
the loss-sharing support from the FDIC.

Page 42

72



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

Index

Because of the inherent credit losses associated with the acquired loans in a failed bank acquisition, the amount that
we record as the fair values for the loans is generally less than the contractual unpaid principal balance due from the
borrowers, with the difference being referred to as the “discount” on the acquired loans. We have applied the cost
recovery method of accounting to all purchased impaired loans due to the uncertainty as to the timing of expected cash
flows. This will generally result in the recognition of interest income on these impaired loans only when the cash
payments received from the borrower exceed the recorded net book value of the related loans.

For nonimpaired purchased loans, we accrete the discount over the lives of the loans in a manner consistent with the
guidance for accounting for loan origination fees and costs.

FDIC Indemnification Asset

The FDIC indemnification asset is the estimated amount that the Company will receive from the FDIC under loss
share agreements associated with two FDIC-assisted failed bank acquisitions. See page 40 of the Company’s 2014
Annual Report on Form 10-K for a detailed explanation of this asset.
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The following table presents additional information regarding our covered loans, loan discounts, allowances for loan
losses and the corresponding FDIC indemnification asset:

($ in thousands)

Cooperative  Bank of Bank of
Single Asheville Asheville
At March 31, 2015 Family Single Family = Non-Single Total
Loss Share ~ Loss Share Family Loss
Loans Loans Share Loans
Expiration of loss share agreement 6/30/2019 3/31/2021 3/31/2016
Nonaccrual covered loans
Unpaid principal balance $ 6,566 884 6,616 14,066
Carrying value prior to loan discount* 6,178 734 4,372 11,284
Loan discount 923 442 1,323 2,688
Net carrying value 5,255 292 3,049 8,596
Allowance for loan losses 524 5 55 584
Indemnification asset recorded 1,039 294 498 1,831
All other covered loans
Unpaid principal balance 97,452 8,601 21,771 127,824
Carrying value prior to loan discount* 97,324 8,517 21,757 127,598
Loan discount 13,020 1,648 1,697 16,365
Net carrying value 84,304 6,869 20,060 111,233
Allowance for loan losses 1,182 57 403 1,642
Indemnification asset recorded 8,843 1,237 1,005 11,085
All covered loans
Unpaid principal balance 104,018 9,485 28,387 141,890
Carrying value prior to loan discount* 103,502 9,251 26,129 138,882
Loan discount 13,943 2,090 3,020 19,053
Net carrying value 89,559 7,161 23,109 119,829
Allowance for loan losses 1,706 62 458 2,226
Indemnification asset recorded 9,882 1,531 1,503 12,916 **
Foreclosed Properties
Net carrying value 1,171 — 884 2,055
Indemnification asset recorded 529 — 153 682

For the Three Months Ended March 31, 2015
Loan discount accretion recognized 506 216 835 1,557
Ir}demnlflcatlor.l asset expense associated with the loan 735 189 229 1753
discount accretion recognized

* Reflects partial charge-offs
** A present value adjustment of $30 reduces the carrying value of this asset to $12,886.
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Current Accounting Matters

See Note 2 to the Consolidated Financial Statements above for information about accounting standards that we have
recently adopted.

RESULTS OF OPERATIONS

Overview

Net income available to common shareholders for the first quarter of 2015 amounted to $6.8 million, or $0.33 per
diluted common share, compared to net income available to common shareholders of $5.5 million, or $0.27 per
diluted common share, recorded in the first quarter of 2014. The higher earnings in 2015 were primarily the result of a
lower provision for loan losses.

Net Interest Income and Net Interest Margin

Net interest income for the first quarter of 2015 amounted to $29.7 million, a 16.4% decrease from the $35.5 million
recorded in the first quarter of 2014.

Our net interest margin (tax-equivalent net interest income divided by average earning assets) in the first quarter of
2015 was 4.19% compared to 5.13% for the first quarter of 2014. The 4.19% net interest margin was a six basis point
decrease from the 4.25% margin realized in the fourth quarter of 2014. The lower margins are primarily due to lower
amounts of discount accretion on loans purchased in failed-bank acquisitions and lower average asset yields — see
additional discussion below. Loan discount accretion amounted to $1.6 million in the first quarter of 2015, $2.2
million in the fourth quarter of 2014, and $6.4 million in the first quarter of 2014. The lower amount of accretion is
due to the unaccreted discount amount that resulted from prior acquisitions continuing to wind down.

Our cost of funds has steadily declined from 0.31% in the first quarter of 2014 to 0.26% in the first quarter of 2015,
which has had a positive impact on our net interest margin.

Provision for Loan Losses and Asset Quality
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We recorded a negative provision for loan losses (reduction of the allowance for loan losses) of $0.2 million in the
first quarter of 2015 compared to a provision for loan losses of $3.6 million in the first quarter of 2014. As discussed
below, we record provisions for loan losses related to both non-covered and covered loan portfolios — see explanation
of the terms “non-covered” and “covered” in the section below entitled “Note Regarding Components of Earnings.”

The provision for loan losses on non-covered loans amounted to $0.1 million in the first quarter of 2015 compared to
$3.4 million in the first quarter of 2014. The lower provision recorded in 2015 was primarily a result of improved
credit quality trends, minimal loan growth, and generally improving economic trends.

We recorded a negative provision for loan losses on covered loans of $0.3 million in the first quarter of 2015
compared to a $0.2 million in provision for loan losses in the first quarter of 2014. The negative provision in 2015
primarily resulted from lower levels of covered nonperforming loans, declining levels of total covered loans and net
loan recoveries (recoveries, net of charge-offs) of $0.2 million realized during the quarter.

Total non-covered nonperforming assets amounted to $90.4 million at March 31, 2015 (2.92% of total non-covered
assets), $95.3 million at December 31, 2014 (3.09% of total non-covered assets), and $82.2 million at March 31, 2014
(2.65% of total non-covered assets). The increase in non-covered nonperforming assets when comparing March 31,
2015 to March 31, 2014 was primarily due to the Company transferring $14.8 million in nonperforming assets from
covered status to non-covered status on July 1, 2014 upon the scheduled expiration of a loss sharing agreement with
the FDIC associated with those assets.

Total covered nonperforming assets have declined in the past year, amounting to $14.5 million at March 31, 2015,
$18.7 million at December 31, 2014 and $58.9 million at March 31, 2014. Over the past twelve months, we have
resolved a significant amount of covered loans and has experienced strong property sales along the North Carolina
coast, which is where most of our covered assets are located. Also, as discussed in the preceding paragraph, on July 1,
2014 the Company transferred $14.8 million in nonperforming assets from covered status to non-covered status upon
the expiration of a loss sharing agreement.
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Noninterest Income

Total noninterest income for the three months ended March 31, 2015 was $4.5 million compared to $0.3 million for
the comparable period of 2014.

Core noninterest income for the first quarter of 2015 was $7.2 million, a decrease of 3.9% from the $7.5 million
reported for the first quarter of 2014. Core noninterest income includes i) service charges on deposit accounts, ii) other
service charges, commissions, and fees, iii) fees from presold mortgages, iv) commissions from financial product
sales, and v) bank-owned life insurance income. The primary reason for the decrease in core noninterest income in
2015 was lower service charges on deposit accounts, which declined from $3.6 million in the first quarter of 2014 to
$2.9 million in the first quarter of 2015. After the elimination of free checking for most customers with low balances
in late 2013, monthly fees earned on deposit accounts have gradually declined over the past several quarters as a result
of more customers meeting the requirements to have the monthly service charge waived. Fewer instances of fees
earned from customers overdrawing their accounts have also impacted this line item.

Noncore components of noninterest income resulted in net losses of $2.6 million in the first quarter of 2015 and net
losses of $7.2 million in the first quarter of 2014. The largest variances in noncore noninterest income related to gains
(losses) on covered foreclosed properties and indemnification asset income (expense) — see discussion in the section
entitled “Components of Earnings.”

Noninterest Expenses

Noninterest expenses amounted to $23.7 million in the first quarter of 2015 compared to $23.6 million recorded in the
first quarter of 2014. In 2015, a lower level of salary expense, resulting from a decline in the number of employees,
was offset by miscellaneous items of other operating expense.

Balance Sheet and Capital

Total assets at March 31, 2015 amounted to $3.2 billion, a 2.9% decrease from a year earlier. Total loans at March 31,
2015 amounted to $2.4 billion, a 2.1% decrease from a year earlier, and total deposits amounted to $2.7 billion at
March 31, 2015, a 3.3% decrease from a year earlier.
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Investment securities totaled $349.0 million at March 31, 2015 compared to $234.1 million at March 31, 2014. In the
fourth quarter of 2014, we used a portion of our excess cash balances to purchase approximately $125 million in
investment securities.

Non-covered loans amounted to $2.3 billion at March 31, 2015, an increase of $18.8 million from March 31, 2014.
The increase was due to the reclassification of $39.7 million in loans from covered status to non-covered status in
connection with the July 1, 2014 expiration of a loss sharing agreement. Non-covered loans increased $7 million
during the first quarter of 2015 as a result of internal initiatives to drive loan growth. Loans covered by FDIC loss
share agreements are expected to continue to decline as those loans continue to pay down.

The lower amount of deposits at March 31, 2015 compared to March 31, 2014 was primarily due to declines in retail
time deposits and brokered deposits, with increases in checking accounts offsetting a large portion of the decline.
Time deposits are generally one of our most expensive funding sources, and thus the shift from this category has
benefited our overall cost of funds.

We remain well-capitalized by all regulatory standards, with a Total Risk-Based Capital Ratio at March 31, 2015 of
17.61% compared to the 10.00% minimum to be considered well-capitalized. Our tangible common equity to tangible
assets ratio was 8.08% at March 31, 2015, an increase of 78 basis points from a year earlier.

Note Regarding Components of Earnings

Our results of operation are significantly affected by the on-going accounting for two FDIC-assisted failed bank
acquisitions. In the discussion above and elsewhere in this document, the term “covered” is used to describe assets
included as part of FDIC loss share agreements, which generally result in the FDIC reimbursing the Company for 80%
of losses incurred on those assets. The term “non-covered” refers to the Company’s legacy assets, which are not included
in any type of loss share arrangement.
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For covered loans that deteriorate in terms of repayment expectations, we record immediate allowances through the
provision for loan losses. For covered loans that experience favorable changes in credit quality compared to what was
expected at the acquisition date, including loans that payoff, we record positive adjustments to interest income over
the life of the respective loan — also referred to as loan discount accretion. For covered foreclosed properties that are
sold at gains or losses or that are written down to lower values, we record the gains/losses within noninterest income.

The adjustments discussed above are recorded within the income statement line items noted without consideration of
the FDIC loss share agreements. Because favorable changes in covered assets result in lower expected FDIC claims,
and unfavorable changes in covered assets result in higher expected FDIC claims, the FDIC indemnification asset is
adjusted to reflect those expectations. The net increase or decrease in the indemnification asset is reflected within
noninterest income.

The adjustments noted above can result in volatility within individual income statement line items. Because of the
FDIC loss share agreements and the associated indemnification asset, pretax income resulting from amounts recorded
as provisions for loan losses on covered loans, discount accretion, and losses from covered foreclosed properties is
generally only impacted by 20% of these amounts due to the corresponding adjustments made to the indemnification
asset.

Components of Earnings

Net interest income is the largest component of earnings, representing the difference between interest and fees
generated from earning assets and the interest costs of deposits and other funds needed to support those assets. Net
interest income for the three month period ended March 31, 2015 amounted to $29.7 million, a decrease of $5.8
million, or 16.4%, from the $35.5 million recorded in the first quarter of 2014. Net interest income on a tax-equivalent
basis for the three month period ended March 31, 2015 amounted to $30.1 million, a decrease of $5.8 million, or
16.2%, from the $35.9 million recorded in the first quarter of 2014. We believe that analysis of net interest income on
a tax-equivalent basis is useful and appropriate because it allows a comparison of net interest income amounts in
different periods without taking into account the different mix of taxable versus non-taxable investments that may
have existed during those periods.

Three Months Ended March 31,

($ in thousands) 2015 2014
Net interest income, as reported $ 29,703 35,535
Tax-equivalent adjustment 390 373
Net interest income, tax-equivalent $ 30,093 35,908

There are two primary factors that cause changes in the amount of net interest income we record - 1) changes in our
loans and deposits balances, and 2) our net interest margin (tax-equivalent net interest income divided by average
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interest-earning assets).

For the three months ended March 31, 2015, the lower net interest income compared to the same period of 2014 was
due to a lower net interest margin (see discussion below).
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The following table presents net interest income analysis on a tax-equivalent basis.

For the Three Months Ended March 31,

2015
Average
Volume
($ in thousands)
Assets
Loans (1) $2,391,071
Taxable securities 283,515
Non-taxable securities (2) 53,049
Short-term investments, principally federal funds 183,097
Total interest-earning assets 2,910,732
Cash and due from banks 65,910
Premises and equipment 75,677
Other assets 142,251
Total assets $3,194,570
Liabilities
Interest bearing checking $562,849
Money market deposits 557,558
Savings deposits 181,154
Time deposits >$100,000 450,258
Other time deposits 342,089
Total interest-bearing deposits 2,093,908
Borrowings 116,394
Total interest-bearing liabilities 2,210,302
Noninterest bearing checking 575,065
Other liabilities 17,030
Shareholders’ equity 392,173
Total liabilities and shareholders’ equity $3,194,570

Net yield on interest-earning assets and net interest income
Interest rate spread

Average prime rate

Average
Rate

4.99%
1.94%
6.52%
0.43%
4.44%

0.06%
0.12%
0.05%
0.76%
0.41%
0.28%
1.03%
0.32%

4.19%
4.12%

3.25%

Interest
Earned

or Paid

2014

Average
Volume

$29,441 $2,459,368

1,359
853
195
31,848

$82
165
22
847
342
1,458
297
1,755

$30,093

180,228
53,975
143,235
2,836,806

83,243

77,440

181,359
$3,178,848

$529,110
553,792
173,228
575,627
414,987
2,246,744
47,394
2,294,138

492,450

15,842

376,418
$3,178,848

(1) Average loans include nonaccruing loans, the effect of which is to lower the average rate shown.
Includes tax-equivalent adjustments of $390,000 and $373,000 in 2015 and 2014, respectively, to reflect the tax

2

by the related nondeductible portion of interest expense.

Average Interest
Rate Earned
or Paid
5.95% $36,086
2.25% 1,001
6.33% 843
0.34% 119
5.44% 38,049
0.06% $80
0.11% 151
0.05% 21
0.83% 1,183
0.45% 456
0.34% 1,891
2.14% 250
0.38% 2,141
5.13% $35,908
5.06%
3.25%

benefit that we receive related to tax-exempt securities, which carry interest rates lower than similar taxable
investments due to their tax exempt status. This amount has been computed assuming a 39% tax rate and is reduced
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Average loans outstanding for the first quarter of 2015 were $2.391 billion, which was 2.8% lower than the average
loans outstanding for the first quarter of 2014 ($2.459 billion). The lower amount of average loans outstanding in
2015 is due to minimal organic loan growth and the continued resolution of covered loans within our “covered loan’
portfolio through foreclosure, charge-off, or repayment.

The mix of our loan portfolio remained substantially the same at March 31, 2015 compared to December 31, 2014,
with approximately 90% of our loans being real estate loans, 7% being commercial, financial, and agricultural loans
and the remaining 3% being consumer installment loans. The majority of our real estate loans are personal and
commercial loans where real estate provides additional security for the loan.

Average total deposits outstanding for the first quarter of 2015 were $2.669 billion, which was 2.6% less than the
average deposits outstanding for the first quarter of 2014 ($2.739 billion). Average transaction deposit accounts
(noninterest bearing checking, interest bearing checking, money market and savings accounts) increased from $1.74

B

’

9

billion at March 31, 2014 to $1.877 billion at March 31, 2015, representing growth of $128 million, or 7.3%. With the

growth of our transaction deposit accounts, we were able to further reduce our reliance on higher cost sources of
funding, specifically time deposits. Average time deposits declined from $991 million at March 31, 2014 to $792
million at March 31, 2015, a decrease of $199 million, or 20.0%. This favorable change in funding mix was largely
responsible for our average cost of interest bearing liabilities decreasing from 0.38% in the first quarter of 2014 to

0.32% in the first quarter of 2015. Our total cost of funds, which includes noninterest bearing checking accounts at a

zero percent cost, was 0.26% in the first quarter of 2015 compared to 0.31% in the first quarter of 2014.
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See additional information regarding changes in the Company’s loans and deposits in the section below entitled
“Financial Condition.”

Our net interest margin (tax-equivalent net interest income divided by average earning assets) for the first quarter of
2015 was 4.19% compared to 5.13% for the first quarter of 2014. The lower margin was primarily a result of a lower
amount of discount accretion on loans purchased in failed-bank acquisitions (see discussion below).

Our net interest margin benefitted from the net accretion of purchase accounting premiums/discounts associated with
the Cooperative acquisition that occurred in June 2009 and, to a lesser degree, the acquisition of The Bank of
Asheville in January 2011. For the three months ended March 31, 2015 and 2014, we recorded $1,557,000 and
$6,362,000, respectively, in net accretion of purchase accounting premiums/discounts that increased net interest
income. The following table presents the detail of the purchase accounting adjustments that impacted net interest
income.

For the Three Months Ended

. March 31,
$ in thousands 2015 March 31, 2014
Interest income — reduced by premium amortization on loans $ — (49 )
Interest income — increased by accretion of loan discount 1,557 6,408
Interest expense — reduced by premium amortization of deposits  — 3
Impact on net interest income $ 1,557 6,362

See additional information regarding net interest income in the section entitled “Interest Rate Risk.”

The decrease in discount accretion in 2015 is due to the unnaccreted discount amount that resulted from prior
acquisitions continuing to wind down. Unaccreted loan discount has declined from $39.6 million at December 31,
2013 to $19.1 million at March 31, 2015.

We recorded total negative provisions for loan losses of $0.2 million for the first quarter of 2015 compared to total
provisions for loan losses of $3.6 million in the first quarter of 2014.

Our provision for loan losses on non-covered loans amounted to $0.1 million in the first quarter of 2015 compared to
$3.4 million in the first quarter of 2014. The lower provision in 2015 was primarily the result of improved credit
quality trends, minimal loan growth, and generally improving economic trends.
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We recorded a negative provision for loan losses on covered loans of $0.3 million in the first quarter of 2015
compared to provision for loan losses of $0.2 million in the first quarter of 2014. The decrease was primarily due to
lower levels of covered nonperforming loans during the period, stabilization in the underlying collateral values of
nonperforming loans, and $0.2 million in net loan recoveries realized in the first quarter of 2015.

Total noninterest income was $4.5 million in the first quarter of 2015 compared to $0.3 million for the first quarter of
2014.

As presented in the table below, core noninterest income for the first quarter of 2015 was $7.2 million, a decrease of
3.9% from the $7.5 million reported for the first quarter of 2014. As noted above, core noninterest income includes 1)
service charges on deposit accounts, ii) other service charges, commissions, and fees, iii) fees from presold mortgages,
iv) commissions from financial product sales, and v) bank-owned life insurance income.

The following table presents our core noninterest income for the three month periods ending March 31, 2015 and
2014, respectively.
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For the Three Months Ended

$ in thousands g/{ﬁrSCh 31, March 31, 2014
Service charges on deposit accounts $ 2,892 3,573
Other service charges, commissions, and fees 2,542 2,367
Fees from presold mortgages 808 607
Commissions from sales of insurance and financial products 561 594
Bank-owned life insurance income 371 327

Core noninterest income $ 7,174 7,468

As shown in the table above, service charges on deposit accounts decreased from $3.6 million in the first quarter of
2014 to $2.9 million in the first quarter of 2015. After the elimination of free checking for most customers with low
balances in late 2013, monthly fees earned on deposit accounts have gradually declined over the past several quarters
as a result of more customers meeting the requirements to have the monthly service charge waived. Fewer instances of
fees earned from customers overdrawing their accounts have also impacted this line item.

Other service charges, commissions, and fees increased in 2015 compared to 2014, primarily as a result of higher
debit card interchange fees. We earn a small fee each time a customer uses a debit card to make a purchase. Due to the
growth in checking accounts and increased customer usage of debit cards, we have experienced increases in this line
item.

Fees from presold mortgages increased from $0.6 million in the first quarter of 2014 to $0.8 million in the first quarter
of 2015. Mortgage loan activity increased this quarter in comparison to prior year due to higher production volumes
resulting from favorable mortgage rates in the quarter.

Commissions from sales of insurance and financial products amounted to approximately $0.6 million for each of the
first three months of 2014 and 2015.

Bank-owned life insurance income increased to $0.4 million in the first quarter of 2015 compared to $0.3 million in
the first quarter of 2014. In the second quarter of 2014, we purchased $10 million in additional bank owned life
insurance, which has resulted in increased income since the purchase.

Within the noncore components of noninterest income, we recorded a net loss on non-covered foreclosed properties of
$0.5 million in the first quarter of 2015 compared a $0.2 million loss in the first quarter of 2014. We continue to
actively pursue disposal of our foreclosed properties and have been willing to accept reasonable levels of losses in
order to do so.
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Gains on covered foreclosed properties were $0.2 million for the three months ended March 31, 2015 compared to
losses of $2.1 million recorded for the three months ended March 31, 2014. Losses on covered foreclosed properties
have generally declined as a result of significantly lower levels of covered foreclosed properties held by the Company
and stabilization in property values.

Indemnification asset income (expense) is recorded to reflect additional (decreased) amounts expected to be received
from the FDIC related to covered assets. The three primary items that result in recording indemnification asset income
(expense) are 1) income from loan discount accretion, which results in indemnification expense, 2) provisions for loan
losses on covered loans, which result in indemnification income and 3) foreclosed property gains (losses) on covered
assets, which also result in indemnification expense (income). In the first quarter of 2015, we recorded $2.4 million in
indemnification asset expense compared to $4.9 million in indemnification asset expense in the first quarter of 2014.
This variance is primarily due to lower indemnification asset expense associated with the lower loan discount
accretion income in the first quarter of 2015, as shown in the following table:

- For the Three Months
($ in millions) Ended
March 31, I;/iarch
2015 2014
Indemnification asset expense associated with loan discount accretion income $ (1.7 ) (5.9 )
Indemnification asset income (expense) associated with loan losses (recoveries), net 0.4 ) 0.4 )
Indemnification asset income (expense) associated with foreclosed property losses (gains) 0.2 ) 1.6
Other sources of indemnification asset income (expense) (0.1 ) 0.2 )
Total indemnification asset income (expense) $ 24 ) 4.9 )

Page 50

87



Edgar Filing: FIRST BANCORP /NC/ - Form 10-Q

Index
Noninterest expenses amounted to $23.7 million in the first quarter of 2015, a 0.7% increase over the $23.6 million
recorded in the same period of 2014.

Personnel expense (salaries and employee benefits expense) was $13.7 million for the first quarter of 2015 compared
to $14.0 million in the first quarter of 2014. The decrease has been primarily associated with reductions in personnel
as the Company continues its efforts to control costs and improve efficiency.

The combined amount of occupancy and equipment expense did not vary materially when comparing the first quarter
of 2015 to the first quarter of 2014, amounting to approximately $2.8 million in each quarter.

Other operating expenses amounted to $7.0 million for the first quarter of 2015 compared to $6.6 million in the first
quarter of 2014, with the increase related to miscellaneous items of other operating expense. Legal expense associated
with the legal proceeding discussed below in the section “Liquidity, Commitments, and Contingencies,” higher debit
card expense, and an upgrade to our internet network are the primary components impacting the increase in this line
item.

For the first quarter of 2015, the provision for income taxes was $3.7 million, an effective tax rate of 34.6%. For the
first quarter of 2014, the provision for income taxes was $3.0 million, an effective tax rate of 34.8%.

We accrued total preferred stock dividends of $0.2 million in each of the three month periods ended March 31, 2015
and 2014. These amounts are deducted from net income in computing “net income available to common shareholders.”
Preferred dividends related to our Series B Preferred Stock and our Series C Preferred Stock. Our Series B Preferred
Stock relates to $63.5 million in preferred stock that was issued to the U.S. Treasury in September 2011 in connection
with our participation in the Small Business Lending Fund. From the September 2011 issuance date until December
31, 2013, the dividend rate on this stock was subject to fluctuation between 1% and 5% per anum based upon changes
in the level of our “Qualified Small Business Lending” (“QSBL”). We were able to continually increase our levels of
QSBL such that our dividend rate decreased to approximately 1.0% by the first quarter of 2013 and remained at that
level through December 31, 2013, at which point the dividend rate became fixed at 1.0%. The dividend rate will
remain at 1.0% until March 2016, at which point the dividend rate automatically increases to 9%. Subject to
regulatory approval, which cannot be assured, it is our intent to redeem the Series B Preferred Stock prior to the
dividend rate increase. Our Series C Preferred Stock relates to the December 2012 issuance of 728,706 shares of
preferred stock that pay dividends at the same rate as we pay to holders of our common stock.

The Consolidated Statements of Comprehensive Income reflect other comprehensive income of $133,000 during the
first quarter of 2015 compared to other comprehensive income of $164,000 during the first quarter of 2014. The
primary component of other comprehensive income for the periods presented was changes in unrealized holding gains
(losses) of our available for sale securities. Our available for sale securities portfolio is predominantly comprised of
fixed rate bonds that generally increase in value when market yields for fixed rate bonds decrease and decline in value
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when market yields for fixed rate bonds increase. Management has evaluated any unrealized losses on individual
securities at each period end and determined that there is no other-than-temporary impairment.
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FINANCIAL CONDITION

Total assets at March 31, 2015 amounted to $3.22 billion, a 2.9% decrease from a year earlier. Total loans at March
31, 2015 amounted to $2.40 billion, a 2.1% decrease from a year earlier, and total deposits amounted to $2.69 billion,
a 3.3% decrease from a year earlier.

The following table presents information regarding the nature of changes in our levels of loans and deposits for the
twelve months ended March 31, 2015 and for the first quarter of 2015.

Transfer
due to
April 1,2014 to E:l?;lzfnat glternfl; Expiration Ba(llanfce at Total t Internatl
March 31, 2015 ginning rowth, oo end o percentage percentage
of period  net period growth growth
Share
Agreement
Loans — Non-covered $2,256,726 (20,829) 39,673 2,275,570 0.8% -0.9%
Loans — Covered 190,551 (31,049) (39,673 ) 119,829 -37.1% -16.3%
Total loans 2447277 (51,878) — 2,395,399 -2.1% 2.1%
Deposits — Noninterest bearing checking 511,612 79,671 — 591,283 15.6% 15.6%
Deposits — Interest bearing checking 550,702 28,082 — 578,784 5.1% 5.1%
Deposits — Money market 553,935 14,817 — 568,752 2.7% 2.7%
Deposits — Savings 177,744 5,292 — 183,036 3.0% 3.0%
Deposits — Brokered 150,272 (87,471) — 62,801 -58.2% -58.2%
Deposits — Internet time 1,967 (1,718 ) — 249 -87.3% -87.3%
Deposits — Time>$100,000 436,245 (62,646) — 373,599 -14.4% -14.4%
Deposits — Time<$100,000 404,247 (69,137) — 335,110 -17.1% -17.1%
Total deposits $2,786,724 (93,110) — 2,693,614 -3.3% -3.3%
January 1, 2015 to
March 31, 2015
Loans — Non-covered $2,268,580 6,990 — 2,275,570 0.3% 0.3%
Loans — Covered 127,594 (7,765 ) — 119,829 -6.1% -6.1%
Total loans $2,396,174 (775 ) — 2,395,399  0.0% 0.0%
Deposits — Noninterest bearing checking $560,230 31,053 — 591,283 5.5% 5.5%
Deposits — Interest bearing checking 583,903 5,119 ) — 578,784 -0.9% -0.9%
Deposits — Money market 548,255 20,497 — 568,752 3.7% 3.7%
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