
































































































































$856.03 million and consisted mainly of deposits in other banks and overnight deposits with the Federal
Reserve Bank.

The average balance of interest-bearing deposits in other banks, at the Federal Reserve Bank of Richmond,
and federal funds sold during the second quarter of 2019 was $698.65 million, or 6.77%, of average total
earning assets, compared with $652.13 million, or 6.51%, of average total earning assets for the fourth
quarter of 2018.

Securities Available for Sale.  Our AFS securities portfolio is reported at fair value, which is determined
based on market prices of similar instruments.  The AFS securities portfolio was $1.26 billion at June 30,
2019, compared with $1.10 billion at December 31, 2018.  The average balance during the second quarter of
2019 was $1.21 billion, compared to $1.08 billion at December 31, 2018.  The average AFS securities
portfolio represented 11.75% and 10.77% of average earning assets in second quarter 2019 and fourth
quarter 2018, respectively.  During the three and six months ended June 30, 2019, we had sales, maturities,
and calls totaling $29.38 million and $156.28 million in investment securities that were classified as AFS,
respectively.

The securities are held primarily for earnings, liquidity, and asset/liability management purposes and
reviewed quarterly for possible other-than-temporary impairments.  During this review, we analyze the
length of time the fair value has been below cost, the expectation for that security’s performance, the
creditworthiness of the issuer, whether we intend to sell the security, and whether it is more likely than not
that the Company will be required to sell the security before the recovery of the amortized cost basis, which
may be maturity.  These factors are analyzed on an individual basis.

Securities Held to Maturity.  HTM securities are valued at amortized cost.  Securities HTM were
$50.57 million at June 30, 2019, and $50.60 million at December 31, 2018.  The average balance during the
second quarter of 2019 was $49.84 million, compared with $51.58 million in fourth quarter 2018,
representing 0.49% and 0.51% of total average earning assets, respectively.  These securities are held
primarily for yield and pledging purposes.  Similar to AFS securities, HTM securities are reviewed quarterly
for possible other-than-temporary impairment.

Loans Held for Sale.  At June 30, 2019, we held $362.77 million in mortgage loans originated and intended
for sale in the secondary market, as compared with $220.99 million at December 31, 2018.  Average loans
held for sale were 2.73% of average earning assets for the quarter ended June 30, 2019, and 2.65% of
average earning assets for the quarter ended December 31, 2018.  The majority of mortgage loans held for
sale have been precommitted to investors, which minimizes our interest rate risk.

Loan Portfolio.  Loans, net of unearned income and deferred costs, were $8.13 billion at June 30, 2019,
which was $0.11 billion, or 1.35%, above the $8.02 billion at December 31, 2018.  As a percentage of total
average earning assets, average loans were 78.27% for the quarter ended June 30, 2019, compared with
79.04% for the quarter ended December 31, 2018.  Management reforecasts on a quarterly basis and
anticipates annualized loan portfolio growth will be in the low-to-mid single digits for the remainder of
2019.

Allowance for Loan Losses and Asset Quality.  The allowance for loan losses is established through a
provision for loan losses charged against earnings.  The level of the allowance for loan losses is based on
management’s evaluation of the risk inherent in the loan portfolio at the balance sheet date and changes in
the nature and volume of loan activity.  This evaluation includes a review of loans for which collection may
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not be reasonably assured.  It considers internal risk grades, estimated fair value of the underlying collateral,
current economic conditions, historical loan loss experience, and other current factors that warrant
consideration in determining an adequate allowance.

The allowance for loan losses consists of three elements:  (i) specific valuation allowances determined in
accordance with ASC 310, Receivables, based on probable losses on specific loans; (ii) historical valuation
allowances determined in accordance with ASC 450, Contingencies, based on historical loan loss experience
for similar loans with similar characteristics and trends, adjusted, as necessary, to reflect the impact of
current conditions; and (iii) general valuation allowances determined in accordance with ASC 450 based on
general economic conditions and other qualitative risk factors both internal and external to the Company.  

It is our policy to recommend internal risk grades on all loans as a component of the approval process.
Based on the size of the loan, senior credit officers, regional credit administrators, and the chief credit officer
review the classification to ensure accuracy and consistency of classifications, which are then validated by
the internal loan review process.  Loan classifications are internally reviewed on a sample basis to determine
if any changes in the circumstances of the loan require a different risk grade.  To determine the most
appropriate risk grade classification for each loan, the credit officers examine the borrower’s liquidity level,
asset quality, the amount of the borrower’s other indebtedness, cash flow, earnings, sources of financing, and
existing lending relationships.  The allowances established for probable losses on specific loans are based on
a regular analysis and evaluation of classified loans.

Historical valuation allowances are calculated based on the historical loss experience of specific types of
loans.  We calculate historical loss ratios for pools of similar loans with similar characteristics based on the
proportion of actual charge-offs experienced to the total population of loans in the pool.  The historical loss
ratios are updated quarterly based on actual charge-off experience.  A historical valuation allowance is
established for each pool of similar loans based upon the product of the historical loss ratio and the total
dollar amount of the loans in the pool.  Our pools of similar loans include groups of construction and land
development loans, commercial real estate loans, commercial and industrial business loans, 1-4 family
residential real estate loans, multi-family real estate loans, and consumer and other loans.

General valuation allowances are based on general economic conditions and other qualitative risk factors
both internal and external to TowneBank.  In general, such valuation allowances are determined by
evaluating, among other things:  (i) the experience, ability, and effectiveness of the Company’s lending
management and staff; (ii) the effectiveness of the Company’s loan policies, procedures, and internal
controls; (iii) changes in asset quality; (iv) changes in loan portfolio volume; (v) the composition and
concentrations of credit; (vi) the effectiveness of the internal loan review function; (vii) the impact of
national economic trends on portfolio risks; and (viii) the impact of local economic trends on portfolio risk.
Management evaluates the degree of risk that each one of these components has on the quality of the loan
portfolio on a quarterly basis to determine an appropriate general valuation allowance. 

The allowance for loan losses at June 30, 2019, and December 31, 2018, was $54.53 million and
$52.09 million, respectively.  The allowance was equal to 0.67% of total loans outstanding at June 30, 2019,
compared with 0.65% at December 31, 2018.  Excluding purchased loans, the allowance was equal to 0.81%
of loans outstanding at June 30, 2019, down marginally from 0.82% at December 31, 2018.  We believe the
slight decline in the ratio from the prior year, excluding purchased loans, is appropriate given the risk profile
of our loan portfolio and the level of diversification therein.  Reflective of strong credit quality, classified
loans, defined as loans in the substandard and doubtful categories, remained low at 0.60% of total loans at
June 30, 2019, up slightly from 0.57% at December 31, 2018.  Loans 30 to 89 days past due were
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$8.03 million, including purchased impaired loans of $0.16 million at June 30, 2019, as compared to
$14.33 million at December 31, 2018.  Total past due and nonaccruing loans were $27.08 million, including
purchased impaired past-due loans of $0.59 million at June 30, 2019, compared to $20.20 million, including
purchased impaired past due loans of $1.56 million, at December 31, 2018.  The increase in past due loans at
June 30, 2019, compared to December 31, 2018, was driven by a single commercial relationship of
approximately $10 million.  The allowance was equal to 3.00x of nonperforming loans at June 30, 2019,
compared with 10.97x at December 31, 2018.  This decrease is largely attributable to the addition of one
large relationship that was placed on nonaccrual during the quarter.  Overall, economic conditions have been
in flux in recent months.  Domestic economic news has been mixed, while labor market conditions have
continued to show relative strength in the form of low jobless claims.  Despite the mixed economic news, we
believe the continued strength and quality of our loan portfolio supports the level of our allowance for loan
losses and is adequate to cover loan losses inherent in the loan portfolio at June 30, 2019.

For additional financial details regarding the analysis of the allowance for loan losses, see Note 5 – Loans
and Allowance for Loan Losses of the Notes to Consolidated Financial Statements in this report.  The
following table provides information on the allowance for loan losses and nonperforming assets for the
periods presented (dollars in thousands):

Three Months Ended Six Months Ended
June 30, March 31, June 30,

2019 2018 2019 2019 2018
Nonperforming Assets

Nonperforming loans $ 18,202 $ 3,919 $ 5,696 $ 18,202 $ 3,919
Former bank premises 1,510 2,253 2,223 1,510 2,253
Foreclosed property 14,517 20,133 17,071 14,517 20,133

Total nonperforming assets $ 34,229 $ 26,305 $ 24,990 $ 34,229 $ 26,305

Loans past due 90 days and still accruing interest $ 415 $ 22 $ 117 $ 415 $ 22

Asset Quality Ratios
Allowance for loan losses to nonperforming loans 3.00x 12.64x 9.36x 3.00x 12.64x
Allowance for loan losses to period-end loans 0.67% 0.64% 0.66% 0.67% 0.64%
Allowance for loan losses to period-end loans
   excluding purchased loans 0.81% 0.84% 0.81% 0.81% 0.84%
Nonperforming loans to period-end loans 0.22% 0.05% 0.07% 0.22% 0.05%
Nonperforming assets to period-end assets 0.29% 0.24% 0.22% 0.29% 0.24%
Net charge-offs to average loans (annualized) 0.08% 0.01% 0.01% 0.05% 0.02%

Nonperforming assets consist of nonaccrual loans, foreclosed real estate, and other repossessed collateral.  It
is our policy to place commercial loans on nonaccrual status when full collection of principal and interest
becomes doubtful, or when any portion of principal or interest becomes 90 days past due, whichever occurs
first, unless the debt is both well-secured and in the process of collection.  When loans are placed on
nonaccrual status, interest receivable is reversed against interest income recognized in the current period, and
any prior-year unpaid interest is charged off against the allowance for loan losses.  Interest payments
received thereafter are applied as a reduction of the remaining principal balance so long as doubt exists as to
the ultimate collection of the principal.  Loans are removed from nonaccrual status when they become
current as to both principal and interest and when the collection of principal or interest is no longer doubtful.
Similarly, residential mortgage loans and other consumer loans are also placed on nonaccrual status when
full collection of principal and interest becomes doubtful, or when any portion of principal or interest
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becomes 120 days past due, whichever occurs first, unless the debt is both well-secured and in the process of
collection.

At June 30, 2019, we had $34.23 million in nonperforming assets, which amounted to 0.29% of total assets.
Additionally, there were $0.42 million in loans past due 90 days or more that were accruing interest.
Nonperforming assets consisted of $18.20 million in nonperforming loans, $1.51 million in former bank
premises related to the merger with Monarch, as well as $14.52 million in foreclosed property.
Nonperforming loans increased by $12.51 million from March 31, 2019, as additions to nonaccrual loans in
the commercial real estate, residential 1-4 family, and commercial and industrial categories during the
second quarter of 2019 exceeded transfers to OREO, charge-offs, and payments received.  Foreclosed
property decreased from $17.07 million at March 31, 2019, and $20.13 million at June 30, 2018.  The 5
largest foreclosed property developments represented approximately 94.50% of total foreclosed property at
June 30, 2019, with the largest development representing approximately 52.48%.  Foreclosed property
consists of three residential properties, 13 construction and development properties, and two commercial
properties.

At June 30, 2019, loans 60-89 days past due, excluding nonperforming loans, totaled $0.98 million.
Additionally, there are other performing loans in the substandard category, totaling $15.94 million, which are
current but have certain documentation deficiencies or other potential weaknesses that management has
determined warrant additional monitoring.  All loans in these categories are subject to constant management
attention, and their status is reviewed on a regular basis.

In order to maximize the collection of loan balances, we evaluate troubled loan accounts on a case-by-case
basis to determine if a loan modification would be appropriate.  We may pursue loan modifications when
there is a reasonable chance that an appropriate modification would allow our clients to continue servicing
the debt.  Because some TDRs may not ultimately result in the complete collection of principal and interest
(as modified by the terms of the restructuring), additional incremental losses could result.  These potential
incremental losses have been factored into our overall allowance for loan losses estimate.

At June 30, 2019, nonaccruing TDRs, which are included in nonperforming loans, totaled $3.44 million and
accruing TDRs totaled $20.35 million.  Nonaccruing loans that are modified can be placed back on accrual
status when both principal and interest are current, there is a sustained repayment performance of six months
or longer, and it is probable that we will be able to collect all amounts due (both principal and interest)
according to the terms of the loan agreement.  All restructured loans are considered impaired in the calendar
year of restructuring.  In subsequent years, a restructured loan may cease being classified as impaired if the
loan was modified at a market rate and has performed according to the modified terms for at least six
months.

The following table provides information on the composition of nonperforming loans by loan type as of the
dates indicated (in thousands):
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June 30, December 31,
2019 2018

Real estate - commercial 3,065 538

Real estate - residential 1-4 family 3,708 1,954

Commercial and industrial business loans 10,925 1,820

Consumer and other loans 504 437

Total nonperforming loans $ 18,202 $ 4,749

Allocation of the Allowance for Loan Losses.  The following table provides a breakdown of the allowance
for loan losses among the various loan types as of the dates indicated (in thousands):

June 30, December 31,
2019 2018 2018

Real estate loans:

Real estate - construction and land development $ 6,555 $ 5,777 $ 6,171

Real estate - commercial 20,683 18,187 19,488

Real estate - multi-family 1,115 1,157 1,011

Real estate - residential 1-4 family 10,551 9,846 10,245

Total real estate loans 38,904 34,967 36,915

Commercial and industrial business loans 9,069 7,767 8,669

Consumer and other loans 6,554 6,801 6,510

Total $ 54,527 $ 49,535 $ 52,094

Deposits.  Total deposits at June 30, 2019, were $9.27 billion, representing an increase of $0.90 billion, or
10.73%, compared to December 31, 2018.  Total average deposits were $8.82 billion during the second
quarter of 2019, compared to $7.72 billion during second quarter 2018 and $8.31 billion during fourth
quarter 2018.

Average noninterest-bearing demand deposits as a percentage of average total deposits were 31.64% during
second quarter 2019 and 32.28% during the same period in 2018.  Average noninterest-bearing demand
deposits were 31.90% of average total deposits for fourth quarter 2018.  The cost of interest-bearing deposits
was 1.45% for second quarter 2019, compared with 0.89% for second quarter 2018 and 1.23% for fourth
quarter 2018.
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The following tables set forth a summary of our various deposit categories and their respective cost rates for
the periods presented (dollars in thousands):

Average Balance/Cost Rate
Three Months Ended

June 30, March 31, December 31,
2019 2018 2019 2018

Interest-bearing demand
and money market
accounts $ 3,312,313 0.85% $ 2,945,897 0.49% $ 3,174,157 0.80% $ 3,122,973 0.72%

Regular savings 281,221 1.33% 306,937 1.23% 285,499 1.46% 293,135 1.38%
Certificates of deposit 2,433,479 2.28% 1,977,973 1.43% 2,290,056 2.11% 2,245,039 1.91%

Total interest-bearing 6,027,013 1.45% 5,230,807 0.89% 5,749,712 1.35% 5,661,147 1.23%
Noninterest-bearing

demand 2,788,596 2,493,211 2,630,813 2,651,495
Total $ 8,815,609 0.99% $ 7,724,018 0.60% $ 8,380,525 0.93% $ 8,312,642 0.83%

Average Balance/Cost Rate
Six Months Ended

June 30, June 30,
2019 2018

Interest-bearing demand and
money market accounts $ 3,243,616 0.82% $ 2,860,596 0.46%

Regular savings 283,348 1.39% 307,734 1.19%
Certificates of deposit 2,362,165 2.20% 1,922,737 1.33%

Total interest-bearing 5,889,129 1.40% 5,091,067 0.84%
Noninterest-bearing 2,710,141 2,398,693

Total $ 8,599,270 0.96% $ 7,489,760 0.57%

The following table provides the average balance and composition of our deposits by major classification for
the periods presented (dollars in thousands):

Average Balance and Composition
Three Months Ended

June 30, March 31, December 31,
2019 2018 2019 2018

Interest-bearing demand and
money market accounts $ 3,312,313 37.57% $ 2,945,897 38.14% $ 3,174,157 37.88% $ 3,122,973 37.57%

Regular savings 281,221 3.19% 306,937 3.97% 285,499 3.41% 293,135 3.53%
Certificates of deposit 2,433,479 27.60% 1,977,973 25.61% 2,290,056 27.32% 2,245,039 27.00%

Total interest-bearing 6,027,013 68.36% 5,230,807 67.72% 5,749,712 68.61% 5,661,147 68.10%
Noninterest-bearing 2,788,596 31.64% 2,493,211 32.28% 2,630,813 31.39% 2,651,495 31.90%

Total $ 8,815,609 100.00% $ 7,724,018 100.00% $ 8,380,525 100.00% $ 8,312,642 100.00%
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Advances from the Federal Home Loan Bank of Atlanta.  Advances from the FHLB at June 30, 2019, were
$532.0 million, compared to $799.32 million at December 31, 2018.  The average borrowing cost for second
quarter 2019 was 1.90% and 2.11% in fourth quarter 2018.

The scheduled maturity dates, call dates, and related fixed interest rates on advances from the FHLB at
June 30, 2019, are summarized as follows (dollars in thousands):

Call / Reset Date
Outstanding

AmountMaturity Interest Rate
11/15/2028 3.43% — $ 4,088
12/01/2028 2.83% — 2,916
11/04/2019 1.26% — 260,000
03/06/2020 2.51% 07/08/2019 100,000
04/09/2020 2.48% 07/09/2019 115,000
05/03/2021 2.53% 07/03/2019 50,000

Total FHLB Loans $ 532,004

At June 30, 2019, certain residential HELOCs, agency securities, and commercial mortgages secured by real
estate with carrying values of $1.53 billion collateralized the advances from the FHLB.  At December 31,
2018, certain residential HELOCs, second mortgages, agency securities, and commercial mortgages secured
by real estate with carrying values of $1.59 billion collateralized the advances from the FHLB.

In addition to borrowings from the FHLB, we maintain various borrowing arrangements with financial
institutions to support liquidity needs.  As of June 30, 2019, we had no outstanding balances on these
borrowing agreements with other financial institutions.  Average total borrowings, including FHLB
advances, during second quarter 2019 were $678.80 million, compared with $920.39 million for fourth
quarter 2018, while the average cost of these funds was 1.93% and 1.97%, respectively.

Subordinated Debt, net.  On July 17, 2017, the Company issued $250.0 million of fixed-to-floating rate
subordinated notes due July 30, 2027, in a public offering.  The Company received $247.07 million in net
proceeds after deducting discounts and issuance costs. The subordinated notes accrue interest at a fixed rate
of 4.50% for the first five years until July 30, 2022.  From and including this date and for the remaining five
years of the subordinated notes’ term, interest will accrue at a floating rate of three-month LIBOR plus
2.55%.  The Company may redeem the subordinated notes, in whole or in part, on or after July 30, 2022.  At
June 30, 2019, the carrying value of the subordinated notes totaled $248.16 million, compared with
$247.86 million at December 31, 2018.  Average subordinated debt during second quarter 2019 was
$248.06 million, compared to $247.77 million during fourth quarter 2018, while the average cost of the
debentures was 4.78% for both quarters.

Common Stock and Dividends.  Our common stock is listed on the Nasdaq Global Select Market under the
symbol TOWN.

On February 27, 2019, we declared a quarterly shareholder cash dividend of $0.16 per common share.  The
dividend was paid April 10, 2019, to shareholders of record on March 29, 2019.  
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On May 22, 2019, we declared a quarterly shareholder cash dividend of $0.18 per common share.  The
dividend was paid on July 10, 2019, to shareholders of record on June 28, 2019.  All dividends paid are
limited by the requirement to meet capital guidelines issued by regulatory authorities, and future declarations
are subject to financial performance and regulatory requirements.

Liquidity and Capital Structure.  Liquidity represents our ability to provide funds to meet customer
demands for loan and deposit withdrawals without impairing profitability.  Our liquid assets consist of cash,
interest-bearing deposits in financial institutions, federal funds sold, and investments and loans maturing
within one year.  Asset liquidity is also provided by managing both loan and security maturities.

Risk-based capital guidelines for United States banking organizations have been issued by the Board of
Governors of the Federal Reserve System, the FDIC, and the Office of the Comptroller of the Currency.  Per
these guidelines, we consider our sources of liquidity to be adequate to meet our estimated needs and have
sufficient alternative sources of liquidity to meet our funding commitments and growth plans.

In July 2013, the FDIC and the other federal banking agencies approved the final rules implementing
Basel III.  On January 1, 2015, the Company became subject to the FDIC final rule’s revised definitions of
regulatory capital, the new minimum regulatory capital ratios, and various regulatory capital adjustments and
deductions according to transition provisions and timelines.  All banking organizations began calculating
standardized total risk-weighted assets on January 1, 2015.  A transition period for the capital conservation
buffer under Basel III for all banking organizations began on January 1, 2016, until it was fully implemented
on January 1, 2019.

Risk-based capital ratios, which include CETI, tier I capital, total capital, and leverage capital, are calculated
based on Basel III regulatory transitional guidance related to the measurement of capital, risk-weighted
assets, and average assets.  As indicated below, as of June 30, 2019, our risk-based capital ratios are 11.58%
for CETI, 11.62% for tier I capital, and 14.85% for total capital, which are well above the required
minimums of 7.00%, 8.50%, and 10.50%, respectively.  Under the FDIC rules, we are considered "well
capitalized" as of June 30, 2019.
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The following table provides information on our risk-based capital position as of the dates indicated (dollars
in thousands):

June 30, March 31,
2019 2018 2019

Tier I Capital:
Shareholders’ equity $ 1,606,452 $ 1,476,786 $ 1,565,656

Less:  goodwill and disallowed intangible assets, net of deferred tax 493,559 478,088 496,500
AOCI-related adjustments 15,143 (17,944) (1,791)
Noncontrolling interests 12,689 14,025 11,808

Total common equity tier I capital 1,085,061 1,002,617 1,059,139

Included noncontrolling interests 3,219 2,824 2,987
Total tier I capital 1,088,280 1,005,441 1,062,126

Tier II Capital:
Qualifying allowance for loan losses (1) 54,527 49,535 53,303
Qualifying subordinated debt 248,160 247,563 248,010

Total tier II capital 302,687 297,098 301,313
Total Risk-Based Capital $ 1,390,967 $ 1,302,539 $ 1,363,439
Total assets $ 11,942,480 $ 10,831,653 $ 11,568,263
Total risk-weighted assets (2) 9,366,379 8,853,100 9,218,731
Average assets for leverage capital purposes 11,039,388 10,058,759 10,708,517
Risk-weighted assets to total assets 78.43% 81.73% 79.69%
Risk-based capital ratios:

Common equity tier I (7.0% minimum requirement) 11.58% 11.33% 11.49%
Tier I (8.5% minimum requirement) 11.62% 11.36% 11.52%
Total (10.5% minimum requirement) 14.85% 14.71% 14.79%
Tier I leverage ratio (5.0% minimum requirement) 9.86% 10.00% 9.92%

   (1) Limited to 1.25% of risk-weighted assets.
   (2) Risk-weighted assets are determined based on the regulatory capital requirements in effect for the periods presented.
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Non-GAAP Reconciliations.  The Company presents return on average assets, return on average tangible
assets, return on average equity, and return on average tangible equity.  Management excludes the balance of
average goodwill and other intangible assets from the Company’s calculation of return on average tangible
assets and return on average tangible equity.  This adjustment allows management to review the Company’s
core operating results and core capital position.  

Three Months Ended
June 30, Six Months Ended June 30,

2019 2018 2019 2018

Return on average assets (GAAP basis) 1.20% 1.32% 1.17% 1.18%

Impact of excluding average goodwill and other
intangibles and amortization 0.15% 0.16% 0.14% 0.14%

Return on average tangible assets 1.35% 1.48% 1.31% 1.32%



Three Months Ended
June 30, Six Months Ended June 30,

2019 2018 2019 2018

Return on average equity (GAAP basis) 8.83% 9.55% 8.49% 8.52%

Impact of excluding average goodwill and other
intangibles and amortization 5.07% 5.64% 5.01% 4.95%

Return on average tangible equity 13.90% 15.19% 13.50% 13.47%

The Company presents book value (period-ended shareholders’ equity divided by the period-ended common
shares outstanding) and tangible book value.  In calculating tangible book value, goodwill and other
intangible assets are excluded, allowing management to review the Company’s core capital position. 

Three Months Ended
June 30,

2019 2018

Book value (GAAP basis) $ 21.95 $ 20.22

Impact of excluding goodwill and other intangibles and amortization (6.71) (6.72)

Tangible book value $ 15.05 $ 13.50
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Disclosures About Market Risk.  Our ALCO monitors loan, investment, and liability portfolios to ensure
comprehensive management of interest rate risk.  These portfolios are analyzed for proper fixed-rate and
variable-rate mixes under various interest rate scenarios.

The asset/liability management process is designed to achieve relatively stable net interest margins and
ensure liquidity by coordinating the volumes, maturities, or repricing opportunities of earning assets,
deposits, and borrowed funds.  It is the responsibility of the ALCO to determine and achieve the most
appropriate volume and mix of earning assets and interest-bearing liabilities, as well as ensure an adequate
level of liquidity and capital within the context of corporate performance goals.  The ALCO also sets policy
guidelines and establishes long-term strategies with respect to interest rate risk exposure and liquidity.  The
ALCO meets regularly to review our interest rate risk and liquidity positions in relation to present and
prospective market and business conditions, and adopts funding and balance sheet management strategies
intended to ensure that the potential impact on earnings and liquidity as a result of fluctuations in interest
rates is within acceptable standards.

Market Risk.  The effective management of market risk is essential to achieving our strategic objectives.  As
a financial institution, our most significant market risk exposure is interest rate risk.  The primary objective
of interest rate risk management is to minimize the effect that changes in interest rates have on net interest
income.  This is accomplished through active management of asset and liability portfolios, with a focus on
the strategic pricing of asset and liability accounts and management of appropriate maturity mixes of assets
and liabilities.  The goal of these activities is the development of appropriate maturity and repricing
opportunities in our portfolios of assets and liabilities that will produce consistent net interest income during
periods of changing interest rates. 

Prudent balance sheet management requires processes that monitor and protect us against unanticipated or
significant changes in the level of market interest rates.  Net interest income stability should be maintained in
changing rate environments by ensuring that interest rate risk is kept to an acceptable level.  

The ability to reprice our interest-sensitive assets and liabilities over various time intervals is of critical
importance.  An asset-sensitive balance sheet structure implies that assets, such as loans and securities, will
reprice faster than liabilities; consequently, net interest income should be positively affected in an increasing
interest rate environment.  Conversely, a liability-sensitive balance sheet structure implies that liabilities,
such as deposits, will reprice faster than assets; consequently, net interest income should be positively
affected in a decreasing interest rate environment.

Interest Rate Risk.  We utilize a variety of measurement techniques to identify and manage our exposure to
interest rates.  We do not use off-balance-sheet financial instruments to manage interest rate sensitivity and
net interest income.  We do, however, use a variety of traditional and on-balance-sheet tools to manage our
interest rate risk.  Gap analysis, which monitors the "gap" between interest-sensitive assets and liabilities, is
one such tool.  In addition, we use simulation modeling to forecast future balance sheet and income
statement behavior.  By studying the effects on net interest income of rising, stable, and falling interest rate
scenarios, we can position ourselves to take advantage of anticipated interest rate movement and to protect
ourselves from unanticipated rate movements by understanding the dynamic nature of our balance sheet
components.
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At June 30, 2019, we had $1.11 billion more assets than liabilities subject to repricing within one year and,
therefore, were in an asset-sensitive position.  This is a one-day position, which is continually changing and
is not necessarily indicative of our position at any other time.  There were no known reported material
changes in interest rate risk information from the preceding year-end.

Earnings Simulation Analysis:  Management uses simulation analysis to measure the sensitivity of net
interest income to changes in interest rates.  The model calculates an earnings estimate based on current and
projected balances and rates.  This method is subject to the accuracy of the assumptions that underlie the
process, but it provides an additional analysis of the sensitivity of earnings to changes in interest rates to
static gap analysis.  Assumptions used in the model rates are derived from historical trends, peer analysis,
and management’s outlook, and include loans and deposit growth rates and projected yields and rates.  All
maturities, calls, and prepayments in the securities portfolio are assumed to be reinvested in like instruments.
Mortgage loans and mortgage-backed securities prepayment assumptions are based on industry estimates of
prepayment speeds for portfolios with similar coupon ranges and seasoning.  Different interest rate scenarios
and yield curves are used to measure the sensitivity of earnings to changing interest rates.  Interest rates on
different asset and liability accounts move differently when the prime rate changes and are reflected in the
different rate scenarios.

The following table represents interest rate sensitivity on our net interest income using different rate
scenarios:

% Change in
Change in Prime Rate Net Interest Income

+ 300 basis points 12.33 %
+ 200 basis points 8.45 %
+ 100 basis points 5.01 %
- 100 basis points (6.20)%
- 200 basis points (14.11)%

Market Value Simulation:  Market value simulation is used to calculate the estimated fair value of assets
and liabilities over different interest rate environments.  Market values are calculated based on discounted
cash flow analysis.  The net market value is the market value of all assets minus the market value of all
liabilities.  The change in net market value over different rate environments is an indication of the longer
term repricing risk in the balance sheet.  The same assumptions are used in the market value simulation as in
the earnings simulation.  The following table reflects the change in net market value over different rate
environments:

Change in Net Market Value
Change in Prime Rate (dollars in thousands)

+ 300 basis points $ (62,312)
+ 200 basis points $ (39,856)
+ 100 basis points $ (9,039)
- 100 basis points $ (75,997)
- 200 basis points $ (289,671)
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Controls and Procedures.  As of June 30, 2019, our management, with the participation of our Chief
Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls and
procedures pursuant to Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended.  Based on
this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures are adequate and effective.

Management assessed the effectiveness of our internal control over financial reporting as of June 30, 2019.
There were no changes that occurred during the period covered by this Form 10-Q that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II.  OTHER INFORMATION
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Item 1.  Legal Proceedings
In the ordinary course of operations, we are a party to various legal proceedings.  Based upon information
currently available, management believes that such legal proceedings, in the aggregate, will not have a
material adverse effect on our business, financial condition, or results of operations.

Item 1A.  Risk Factors
For information regarding factors that could affect the Company’s results of operations, financial
condition, or liquidity, see the risk factors discussed in Part I, Item 1A, of TowneBank’s 2018 Annual
Report on Form 10-K.  See also "Forward-Looking Statements," included in Part I, Item 2, of this
Quarterly Report on Form 10-Q.  There have been no material changes from the risk factors previously
disclosed in TowneBank’s 2018 Annual Report on Form 10-K.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds
None

Item 3.  Defaults Upon Senior Securities
None

Item 4.  Mine Safety Disclosures
Not applicable

Item 5.  Other Information
None

Item 6.  Exhibits

Exhibit No. Description

(10.1) First Amendment to the Amended and Restated Change in Control Employment
Agreement, dated May 15, 2019, between TowneBank and G. Robert Aston, Jr.
(incorporated herein by reference to Exhibit 10.1 to our Form 8-K, previously filed with
the FDIC on May 15, 2019).

(10.2) First Amendment to the Amended and Restated Change in Control Employment
Agreement, dated May 15, 2019, between TowneBank and J. Morgan Davis
(incorporated herein by reference to Exhibit 10.2 to our Form 8-K, previously filed with
the FDIC on May 15, 2019).

(31.1) Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

(31.2) Chief Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

(32) Certification Pursuant to 18 U.S.C. Section 1350 as adopted by Section 906 of the
Sarbanes-Oxley Act of 2002.

(99) Report of Independent Registered Public Accounting Firm dated August 9, 2019.



Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

TOWNEBANK

August 9, 2019 By: /s/ J. Morgan Davis
Date J. Morgan Davis

President/Chief Executive Officer

August 9, 2019 By: /s/ William B. Littreal
Date William B. Littreal

Senior Executive Vice President/Chief
Financial Officer
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CERTIFICATIONS

I, J. Morgan Davis, certify that:

1. I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2019, of TowneBank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors, and the audit committee of the
registrant’s board of directors (or persons performing equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize, and report financial information; and
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(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

August 9, 2019 /s/ J. Morgan Davis
Date J. Morgan Davis

President/Chief Executive Officer
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CERTIFICATIONS

I, William B. Littreal, certify that:

1. I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2019, of TowneBank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors, and the audit committee of the
registrant’s board of directors (or persons performing equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize, and report financial information; and
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(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

August 9, 2019 /s/ William B. Littreal
Date William B. Littreal

Senior Executive Vice President/Chief Financial
Officer
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CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED BY

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. §1350, as adopted by §906 of the Sarbanes-Oxley Act of 2002, the undersigned
officers of TowneBank do hereby certify, to such officer’s knowledge, that: 

1. Our Quarterly Report on Form 10-Q for the quarter ended June 30, 2019 (the "Report") fully complies
with the requirements of Section 13(a) of the Securities Exchange Act of 1934; and 

2. The information contained in the Report fairly presents, in all material respects, our financial condition
and results of operations as of and for the period covered by the Report.

August 9, 2019 /s/ J. Morgan Davis
Date J. Morgan Davis

President/Chief Executive Officer

August 9, 2019 /s/ William B. Littreal
Date William B. Littreal

Senior Executive Vice President/Chief Financial
Officer

A signed original of this written statement required by Section 906 has been provided to TowneBank and will
be retained by TowneBank and furnished to the Federal Deposit Insurance Corporation or its staff upon
request.
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Report of Independent Registered Public Accounting Firm 
 
 
To the Board of Directors and 
Shareholders of TowneBank 

 
Results of Review of Interim Financial Statements 
 
We have reviewed the consolidated balance sheets of TowneBank and subsidiaries (the 
“Company”) as of June 30, 2019 and 2018, the related consolidated statements of income, 
comprehensive income, cash flow and equity for the three and six-month periods ended June 
30, 2019 and 2018, and the related notes (collectively referred to as the “interim financial 
statements”). Based on our reviews, we are not aware of any material modifications that should 
be made to the interim financial statements referred for them to be in conformity with accounting 
principles generally accepted in the United States of America. 
 
We have previously audited, in accordance with the standards of the Public Company 
Accounting Oversight Board (United States) (“PCAOB”), the consolidated balance sheet of 
TowneBank and subsidiaries as of December 31, 2018, and the related consolidated 
statements of income, comprehensive income, equity, and cash flows for the year then ended 
(not presented herein); and in our report dated March 1, 2019, we expressed an unqualified 
opinion on those consolidated financial statements. In our opinion, the information set forth in 
the accompanying consolidated balance sheet as of December 31, 2018, is fairly stated, in all 
material respects, in relation to the consolidated balance sheet from which it has been derived.  
 
Basis for Review Results 
 
These interim financial statements are the responsibility of the Company’s management. We 
conducted our review in accordance with the standards of the PCAOB. A review of interim 
financial information consists principally of applying analytical procedures and making inquiries 
of persons responsible for financial and accounting matters. It is substantially less in scope than 
an audit conducted in accordance with standards of the PCAOB, the objective of which is the 
expression of an opinion regarding the financial statements taken as a whole. Accordingly, we 
do not express such an opinion. 
 
We are a public accounting firm registered with the PCAOB and are required to be independent 
with respect to the Company in accordance with the U.S. federal securities laws and the 
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB. 

 
 
Norfolk, Virginia 
August 9, 2019 
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