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Item 1. Financial Statements

UNION FINANCIAL BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS

March 31, 2003 and September 30, 2002 (unaudited)

ASSETS
Cash
Short term interest-bearing deposits

Total cash and cash equivalents

Investment and mortgage-backed securities
Loans, net

Office properties and equipment, net
Federal Home Loan Bank Stock, at cost
Accrued interest receivable

Intangible assets

Cash surrender value of life insurance
Other assets

TOTAL ASSETS

LIABILITIES
Deposit accounts
Advances from the Federal Home Loan Bank and other borrowings
Securities sold under agreements to repurchase
Corporate obligated floating rate capital securities
Accrued interest on deposits
Advances from borrowers for taxes and insurance
Other liabilities

TOTAL LIABILITIES

SHAREHOLDERS EQUITY

Serial preferred stock, no par value, authorized—500,000 shares, issued and
outstanding—None

Common stock—$0.01 par value, authorized—2,500,000 shares, issued and
outstanding—1,965,438 shares at 3/31/03 and 1,958,069 at 9/30/02

March 31,
2003

Sepember 30,
2002

(DOLLARSIN THOUSANDYS)

$ 1,630 $ 1,346
5,743 7,385

7,373 8,731
157,748 117,633
154,222 161,576
6,393 6,523

3,835 2,900

1,866 1,728

5,325 5,643

4,848 4,724

3,152 1,510

$ 344762 $ 310,968
$ 213067 $ 200,303
75,725 57,000
17,000 17,000
8,000 8,000

439 427

154 414

2,438 626
316,823 283,770

20 20
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Additional paid-in capital 11,650 11,573
Accumulated other comprehensive gain 1,529 1,421
Retained earnings, substantially restricted 14,740 14,184
TOTAL SHAREHOLDERS EQUITY 27,939 27,198
TOTAL LIABILITIESAND SHAREHOLDERS EQUITY $ 344,762 $ 310,968

See notes to consolidated financial statements.
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UNION FINANCIAL BANCSHARES, INC.
CONSOLIDATED STATEMENTSOF INCOME
Three and Six Months Ended March 31, 2003 and 2002 (unaudited)

Three Months Ended Six Months Ended
March 31, March 31, March 31, March 31,
2003 2002 2003 2002

(DOLLARSIN THOUSANDS) (DOLLARSIN THOUSANDYS)
Interest Income:

Loans $ 2,765 $ 3157 % 5673 $ 6,325

Deposits and federal funds sold 2 5 9 11

Mortgage-backed securities 836 1,082 1,776 2,031

Interest and dividends on investment

securities 694 481 1,167 928
Total Interest Income 4,297 4,725 8,625 9,295

Interest Expense:

Deposit accounts 1,161 1,466 2,391 3,242

Trust preferred corporate obligation 103 116 216 133

Advances from the FHLB and other

borrowings 905 857 1,846 1,636
Total Interest Expense 2,169 2,439 4,453 5,011
Net I nterest Income 2,128 2,286 4,172 4,284

Provision for Loan L osses 235 250 415 340

Net | nterest Income After Provision for

L oan L osses 1,893 2,036 3,757 3,944
Non I nterest Income:
Feesfor financial services 420 368 867 700
L oan servicing costs (43) (20) (111) (89)
Net gain (loss) on sale of investments 182 (42 243 (41)
Total Non Interest Income 559 306 999 570

Non Interest Expense:
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Compensation and employee benefits 806 732 1,556 1,400
Occupancy and equipment 439 377 846 769
Deposit insurance premiums 8 8 17 17
Professional services 117 89 227 157
Advertising/Public relations 29 24 72 88
Real estate operations 18 25 39 32
Deposit premium intangible 159 83 318 165
Goodwill amortization — 82 — 163
Other 214 287 410 523
Total Non Interest Expense 1,790 1,707 3,485 3,314
Income Befor e Income Taxes 662 635 1,271 1,200
Income tax expense 165 163 321 300
Net Income $ 497 $ 472 $ 950 $ 900
Basic Net Income Per Common Share $ 025 $ 024 $ 048 $ 0.46
Diluted Net Income Per Common Share $ 024 $ 023 $ 046 $ 0.45

Weighted Average Number of Common

Shar es Outstanding

Basic 1,964,496 1,951,990 1,962,486 1,939,310
Diluted 2,061,586 2,028,913 2,054,788 2,016,223

See notes to consolidated financial statements.
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UNION FINANCIAL BANCSHARES, INC.
CONSOLIDATED STATEMENTSOF CASH FLOWS
Six Months Ended Mar ch 31, 2003 and 2002 (unaudited)

OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:
Provision for loan losses
Amortization of intangibles
Depreciation expense
Recognition of deferred income, net of costs
Deferral of feeincome, net of costs
Changes in operating assets and liabilities:
Increase in accrued interest receivable
Increase in other assets
Increase (decrease) in other liabilities
Increase in accrued interest payable

Net cash provided by (used by) operating activities

INVESTING ACTIVITIES:
Purchase of investment and mortgage-backed securities:
Held to maturity
Availablefor sale
Proceeds from sale of investment and mortgage-backed securities
Proceeds from maturity of investment and mortgage-backed
securities:
Availablefor sale
Principal repayments on mortgage-backed securities:
Held to maturity
Availablefor sale
Net (increase) decrease in loans

Six Months Ended

March 31,
2003

March 31,
2002

(IN THOUSANDS)

(IN THOUSANDS)

$ 950 $ 900
415 340
318 328
588 450

(110) (45)
109 153
(138) (140)
(1,766) (479)
1,552 (1,679)
12 7
1,930 (164)
— (8,000)
(75,586) (32,532)
15,585 10,909
120 5,122
— 532
19,460 5,234
7,354 (7,621)
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Purchase of FHLB stock (935) 188
Redemption of FHLB stock — (275)
Purchase of office properties and equipment (458) (130)
Net cash used by investing activities $ (34,460) $ (26,573)
FINANCING ACTIVITIES:
Proceeds from the dividend reinvestment plan 56 56
Dividends paid in cash ($0.20 per share—2003 and $0.20 per share
—2002) (394) (387)
Proceeds from the exercise of stock options 21 142
Proceeds from term borrowings 18,725 14,493
Proceeds from issuance of trust preferred corporate obligations — 8,000
Increase in deposit accounts 12,764 5,307
Net cash provided by financing activities 31,172 27,611
NET (DECREASE) \ INCREASE IN CASH AND CASH
EQUIVALENTS (1,358) 874
CASH AND CASH EQUIVALENTSAT BEGINNING OF
PERIOD 8,731 6,608
CASH AND CASH EQUIVALENTSAT END OF PERIOD $ 7373 % 7,482
SUPPLEMENTAL DISCLOSURES:
Cash paid for:

Income taxes $ 122 $ 1,566

Interest 4,453 5,011
Non-cash transactions:

L oans foreclosed $ 173 $ 185

See notes to consolidated financia statements.
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BALANCEAT
SEPTEMBER 30, 2001
Net income
Other comprehensive
income
Unrealized losses on
securities:
Unrealized holding losses
arising during period

Comprehensive income
Options exercised
Dividend reinvestment plan
contributions
Cash dividend ($.20 per
share)

BALANCE AT MARCH
31, 2002

BALANCEAT
SEPTEMBER 30, 2002
Net income
Other comprehensive
income
Unrealized gains on
securities:
Unrealized holding gains
arising during period

Comprehensive income

UNION FINANCIAL BANCSHARES, INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY
SIX MONTHSENDED MARCH 31, 2003 AND 2002 (UNAUDITED)

Retained Accumulated

Common Stock Additional  Earnings Other Total
Paid-in Substantially Comprehensive  Shareholders

Shares Amount Capital Restricted Income Equity

(In Thousands, Except Share Data)

1924478 $ 20 $ 11,321 $ 13217 $ (182) $ 24,376
900 900
(423) (423)
477
23,605 142 142
5,688 56 56
(387) (387)
1953771 $ 20 $ 11519 $ 13730 $ (605) $ 24,664
1,958,069 20 11,573 14,184 1,421 27,198
950 950
108 108
1,058
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Options exercised 3,300 21 21

Dividend reinvestment plan

contributions 4,069 56 56

Cash dividend ($.20 per

share) (394) (394)

BALANCE AT MARCH

31, 2003 1965438 $ 20 $ 11650 $ 14740 $ 1529 $ 27,939
6
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UNION FINANCIAL BANCSHARES, INC.

NOTESTO CONSOL IDATED FINANCIAL STATEMENTS
(UNAUDITED)

1. Presentation of Consolidated Financial Statements

The accompanying unaudited consolidated financial statements of Union Financial Bancshares, Inc. (the
“Corporation” or “Union Financial”) were prepared in accordance with instructions for Form 10-QSB and,
therefore, do not include all disclosures necessary for a complete presentation of consolidated financial
condition, results of operations, and cash flows in conformity with generally accepted accounting principles.
However, all adjustments which are, in the opinion of management, necessary for the fair presentation of the
interim consolidated financial statements have been included. All such adjustments are of anormal and
recurring nature. The consolidated financial statements include the Corporation’s wholly owned subsidiaries,
Provident Community Bank (the “Bank”), afederally charted stock savings bank, and Union Financial
Statutory Trust | (the “Trust”), a statutory trust created under the laws of the state of Connecticut. The results
of operations for the six months ended March 31, 2003 are not necessarily indicative of the results which
may be expected for the entire fiscal year. The consolidated balance sheet as of September 30, 2002 has been
derived from the Corporation’s audited financial statements presented in the annual report to shareholders.
Certain amountsin the prior year’s financial statements have been reclassified to conform with current year
classifications.

Recently Issued Accounting Standards

In December 2002, the FASB issued SFAS No. 148 Accounting for Stock-Based Compensation—Transition
and Disclosure—an amendment of FASB Statement No. 123 . This Statement amends FASB Statement No.
123, Accounting for Stock-Based Compensation , to provide alternative methods of transition for a voluntary
change to the fair value based method of accounting for stock-based employee compensation. In addition,
this Statement amends the disclosure requirements of Statement 123 to require prominent disclosures in both
annual and interim financial statements about the method of accounting for stock-based employee
compensation and the effect of the method used on reported results. The Corporation adopted this standard
effective December 31, 2002. SFAS No. 148 had no impact upon adoption as the Corporation has not el ected
the fair value treatment of stock-based compensation.

Additional accounting standards that have been issued or proposed by the FASB that do not require adoption
until a future date are not expected to have a material impact on the consolidated financial statements upon
adoption.
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2. Income Per Share

Basic income per share amounts for the six months ended March 31, 2003 and 2002 were computed based
on the weighted average number of common shares outstanding during the period. Diluted income per share
adjusts for the dilutive effect of outstanding common stock options during the periods.

3. Assets Pledged

Approximately $67,003,000 and $24,063,000 of debt securities at March 31, 2003 and September 30, 2002,
respectively, were pledged by the Bank as collateral to secure deposits of the State of South Carolina, and
Union and Laurens Counties. The Bank pledges as collateral for Federal Home Loan Bank advances the
Bank=s Federal Home L oan Bank stock and has entered into a blanket collateral agreement with the Federal
Home Loan Bank whereby the Bank maintains, free of other encumbrances, qualifying mortgages (as
defined) with unpaid principal balances equal to, when discounted at 75% of the unpaid principal balances,
100% of total advances. The Bank will also pledge securities to cover additional advances from the Federal

Home Loan Bank that exceed the qualifying mortgages balance along with security repurchase lines with
various brokerage houses.

4. Contingencies and L oan Commitments

The Bank isaparty to financial instruments with off-balance-sheet risk in the normal course of businessto
meet the financing needs of its customers. These instruments expose the Bank to credit risk in excess of the
amount recognized on the balance sheet.

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit is represented by the contractual amount of those instruments.
The Bank uses the same credit policies in making commitments and conditional obligations as it does for on-

bal ance-sheet instruments. Total credit exposure at March 31, 2003 related to these items is summarized
below:

Contract Amount

L oan Commitments:
Approved loan commitments $ 593,000
Unadvanced portions of loans and credit lines 15,208,000
Total loan commitments $ 15,801,000

Loan commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Loan commitments generally have fixed expiration dates or other
termination clauses and may require payment of afee. The Bank evaluates each customer’ s creditworthiness
on a case-by-case basis. The amount of collateral obtained upon extension of credit is based on
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Commitments outstanding at March 31, 2003 consist of fixed and adjustable rate |oans provided above at
rates ranging from 5.0% to 6.5%. Commitments to originate loans generally expire within 30 to 60 days.

Commitments to fund credit lines (principally variable rate, consumer lines secured by real estate and
overdraft protection) totaled approximately $40,087,000 at March 31, 2003. Of these lines, the outstanding
loan bal ances totaled approximately $24,879,000. The Bank aso has commitments to fund warehouse lines
of credit for various mortgage banking companies totaling $3,000,000, which had an outstanding balance at
March 31, 2003 of $0.

5. Corporation Obligated Floating Rate Capital Securities

On November 14, 2001, the Corporation sponsored the creation of the Trust. The Corporation is the owner
of al of the common securities of the Trust. On December 18, 2001, the Trust issued $8,000,000 in the form
of floating rate capital securities through a pooled trust preferred securities offering. The proceeds from this
issuance, along with the Corporation’s $248,000 capital contribution for the Trust’s common securities, were
used to acquire $8,248,000 aggregate principal amount of the Corporation’ s floating rate junior subordinated
deferrable interest debentures due December 18, 2031 (the “Debentures’), which constitute the sole asset of
the Trust. The interest rate on the Debentures and the capital securitiesis variable and adjustable quarterly at
3.60% over the three-month LIBOR, with an initial rate of 5.60%. A rate cap of 12.50% is effective through
December 18, 2006. The Corporation has, through the Trust agreement establishing the Trust, the Guarantee
Agreement, the notes and the related Debenture, taken together, fully irrevocably and unconditionally
guaranteed all of the Trust’s obligations under the capital securities.

A summary of the Trust securities issued and outstanding follows:

Amount
Outstanding at
March 31, Distribution
Prepayment Payment
Name 2003 2002 Rate Option Date Maturity Frequency

Union Financial
Statutory Trust | $ 8,000,000 $ 8,000,000 4.88% December 18,2006 December 18,2031  Quarterly

The stated maturity of the Debenturesis December 18, 2031. In addition, the Debentures are subject to
redemption at par at the option of the Corporation, subject to prior regulatory approval, in whole or in part
on any interest payment date after December 18, 2006. The Debentures are al so subject to redemption prior
to December 18, 2006 at 107.5% of par after the occurrence of certain events that would either have a
negative tax effect on the Trust or the Corporation or would result in the Trust being treated as an investment
company that is required to be registered under the Investment Company Act of 1940. Upon repayment of
the Debentures at their stated maturity or following their redemption, the Trust will use the proceeds of such
repayment to redeem an equivaent amount of outstanding trust preferred
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securities and trust common securities.

The Corporation has the right, at one or more times, to defer interest payments on the Debentures for up to
twenty consecutive quarterly periods. All deferrals will end on an interest payment date and will not extend
beyond December 18, 2031, the stated maturity date of the Debentures. If the Corporation defers interest
payments on the Debentures, the Trust will also defer distributions on the capital securities. During any
deferral period, each installment of interest that would otherwise have been due and payable will bear

additional interest (to the extent payment of such interest would be legally enforceable) at the applicable
distribution rate, compounded quarterly.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward L ooking Statements

Management’ s discussion and analysis of financial condition and results of operations and other portions of
this Form 10-Q contain certain “forward-looking statements’ concerning the future operations of the
Corporation and the Bank. These forward-looking statements are generally identified by the use of the words
“believe,” “expect,” “intend,” “anticipate,” “estimate,” “project,” or similar expressions. Management
intends to take advantage of the safe harbor provisions of the Private Securities Litigation Reform Act of
1995 and isincluding this statement for the express purpose of availing the Corporation of the protections of
such safe harbor with respect to all forward-looking statements contained in this report to describe future
plans and strategies. Management’ s ability to predict results or the effect of future plans or strategiesis
inherently uncertain. Factors which could effect actual results include interest rate trends, the genera
economic climate in the Corporation’s and the Bank’ s market area and the country as awhole, the ability of
the Corporation and the Bank to control costs and expenses, competitive products and pricing, loan
delinquency rates, and changes in federal and state regulation. These factors should be considered in
evaluating the forward-looking statements, and undue reliance should not be placed on such statements.

Financia Condition

Assets

Total assets of the Corporation increased $33,794,000, or 10.87%, to $344,762,000 at March 31, 2003 from
$310,968,000 at September 30, 2002. Investments and mortgage-backed securities increased approximately
$40,115,000, or 34.10%, from September 30, 2002 to March 31, 2002, due to the purchase of mortgage
backed securities and municipal securities that was funded primarily with additional borrowings. The
securities purchases offset lower loan demand and provided additional balance sheet growth.

L oans decreased $7,354,000, or 4.55%, to $154,222,000 at March 31, 2003. The Corporation continuesto
focus on consumer and commercia lending with reduced emphasis on residential mortgage loans. Consumer
and commercial loans outstanding during this period increased $9,041,000, or 14.62%, while outstanding
residential mortgage |oans decreased $17,430,000 or 20.34%. Other assets increased $1,642,000, or
108.74%, to $3,152,000 at March 31, 2003 from $1,510,000 at September 30, 2002, due to an increasein
outstanding receivables as aresult of a specia purpose financing program that was started in the fourth
quarter of fiscal year 2002.
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Liabilities

Total liabilities increased $33,053,000, or 11.65%, to $316,823,000 at March 31, 2003 from $283,770,000 at
September 30, 2002. Deposits increased $12,764,000, or 6.37%, to $213,067,000 at March 31, 2003 from
$200,303,000 at September 30, 2002. The increase was due primarily to growth in certificates of deposits as
aresult of ongoing promotions for longer term products. In addition, during the quarter ending March 31,
2003, the Corporation received $5,000,000 from the State of South Carolina deposit bid program for aterm
of six months at a cost of approximately 1.68%.

Borrowings from the Federal Home Loan Bank (FHLB) increased $18,725,000, or 32.85%, to $75,725,000
at March 31, 2003 from $57,000,000 at September 30, 2002. The increase in borrowings from the FHLB
were utilized to fund additional growth for the Corporation. Other liabilities increased $1,812,000, or
289.46%, to $2,438,000 at March 31, 2003 from $626,000 at September 30, 2002, due to an increase in loan
suspense as aresult of a change in loan funding procedures.

Shareholders’ Equity

Shareholders' equity increased $741,000, or 2.72%, to $27,939,000 at March 31, 2003 from $27,198,000 at
September 30, 2002 due to net income year to date, along with an increase in unrealized gains in securities
available for sale, offset by the payment of $0.20 per share quarterly dividends.

Liquidity
Liquidity isthe ability to meet demand for loan disbursements, deposit withdrawals, repayment of debt,

payment of interest on deposits and other operating expenses. The primary sources of liquidity are savings
deposits, loan repayments, borrowings, maturity of securities and interest payments.

While maturities and scheduled amortization of 1oans and securities are predictable sources of funds, deposit
outflows and mortgage prepayments are greatly influenced by general interest rates, economic conditions
and competition. The primary investing activities of the Corporation are the origination of commercial and
consumer loans, and the purchase of investment and mortgage-backed securities. These activities are funded
primarily by principal and interest payments on loans and investment securities, deposit growth, securities
sold under agreements to repurchase and the utilization of FHLB advances.

During the six months ended March 31, 2003, the Corporation’s loan originations totaled $32,584,000. At
March 31, 2003, the Corporation’ s investment in investment and mortgage backed securities totaled
$157,748,000. Additionally, outstanding loan commitments (including commitments to fund credit lines)
totaled $15,800,000 at March 31, 2003.
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Management of the Corporation anticipates that it will have sufficient funds available to meet its current loan
commitments.

During the six months ended March 31, 2003, total deposits increased $12,764,000. The Corporation closely
monitorsits liquidity position on adaily basis. Certificates of deposit, which are scheduled to mature in one
year or less from March 31, 2003, totaled $60,400,000. The Corporation relies primarily on competitive
rates, customer service, and long-standing relationships with customers to retain deposits. From time to time,
the Corporation will also offer competitive special productsto its customers to increase retention and to
attract new deposits. Based upon the Corporation’ s experience with deposit retention and current retention
strategies, management believes that, although it is not possible to predict future terms and conditions upon
renewal, a significant portion of such deposits will remain with the Corporation. If the Corporation requires
funds beyond its ability to generate them internally, additional sources of funds are available through FHLB
advances and securities sold under agreements to repurchase. At March 31, 2003, the Corporation had
$75,725,000 of FHLB borrowings and $17,000,000 of securities sold under agreements to repurchase.

Capital Resources

The capital requirement of the Bank consists of three components: (1) tangible capital, (2) core capital and
(3) risk based capital. Tangible capital must equal or exceed 1.5% of adjusted total assets. Core capital must
be a minimum of 4% of adjusted total assets and risk based capital must be a minimum of 8% of risk
weighted assets.

As of March 31, 2003, the Bank’ s capital position, as calculated under regulatory guidelines, exceeds these
minimum requirements as follows (dollars in thousands):

Requirement Actual Excess
Tangible capital $ 5,061 $ 27,229 $ 22,168
Tangible capital to adjusted total assets 1.50% 8.07% 6.57%
Core capital $ 13,591 $ 27,229 $ 13,638
Core capital to adjusted total assets 4.00% 8.07% 4.07%
Risk based capital $ 12,982 $ 28,858 $ 15,876
Risk based capital to risk weighted assets 8.00% 17.78% 9.78%

Results of operations for the six months ended March 31, 2003 and 2002

General

Net income increased $50,000, or 5.56%, to $950,000 for the six months ended March 31, 2003 as compared
to the same period in 2002. An increase in non-interest income was partially
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offset by a decrease in net interest income and increase in the provision for loan losses and increases in non-
interest expense.

Interest Income

Interest income decreased $670,000, or 7.21%, for the six months ended March 31, 2003 as compared to the
same period in 2002. Interest income on loans decreased by 10.31%, or $652,000, to $5,673,000 for the six
months ended March 31, 2003 from $6,325,000 for the six months ended March 31, 2002, due primarily to
declining market interest rates along with a smaller average balance of loans. Interest and dividends on
investment and mortgage-backed securities decreased $18,000, or 0.61%, for the six months ended March
31, 2003 to $2,952,000 from $2,970,000 during the same period in 2002. The decrease was due primarily to
lower investment yields offset by increased investments in mortgage-backed securities and municipal
securities.

Interest Expense

Interest expense decreased $558,000, or 11.14%, for the six months ended March 31, 2003 as compared to
the six months ended March 31, 2002, due primarily to lower deposit rates from a declining market interest
rate environment. Interest expense on deposit accounts decreased $851,000, or 26.25%, to $2,391,000 for the
six months ended March 31, 2003 from $3,242,000 during the same period in 2002. Interest expense on
borrowings increased $210,000, or 12.84%, for the six months ended March 31, 2003 as compared to the
same period in the previous year due to a higher level of borrowings offset by lower market interest rates
during the period. The Corporation also extended borrowing terms during this period to improve interest rate
risk exposure. The Corporation also recorded $216,000 for the six months ended March 31, 2003 compared
to $133,000 for the six months ended March 31, 2003 for interest expense on the trust preferred securities
that were issued on December 18, 2001.

Provision for Loan Loss

During the six months ended March 31, 2003, the provision for loan losses was $415,000 as compared to
$340,000 for the same period in the previous year. The increase in the provision reflects the implementation
of arisk weighted loan loss reserve methodology that is intended to more closely track the level of risk of
different types of loans. During this same period, non-accrual loans increased $149,000 from $1,866,000 at
September 30, 2002 to $2,015,000 at March 31, 2003. The increased provision also reflects the
Corporation’s continued movement from longer term, fixed rate residential mortgage |oans to shorter term,
floating rate consumer and commercial loans. Consumer and commercial loans carry higher risk weighted
rates in the reserve calculation as compared to residential mortgage loans. Management believes the
Corporation’s loan loss alowance is adequate to absorb future loan losses inherent in the portfolio. The
Corporation’s loan loss allowance at March 31, 2003 was approximately 1.04%
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of the Corporation’s outstanding loan portfolio and 80.84% of non-performing loans compared to .83% of
the Corporation’ s outstanding loan portfolio and 162.46% of non-performing loans at March 31, 2002.

The provision for loan loss cal culation includes a segmentation of loan categories subdivided by residential
mortgage, commercia and consumer loans. Each category israted for all loans including performing groups.
The weights assigned to each performing group is developed from previous loan loss experience and as the
loss experience changes, the category weight is adjusted accordingly. In addition, as the loan categories
increase and decrease in balance, the provision for loan loss calculation will adjust accordingly.

The changes in the allowance for loan losses consisted of the following (in thousands):

Balance at beginning of fiscal year $ 1,371
Provision for loan losses 415
(Charge-offs) recoveries, net (157)
Balance at end of quarter $ 1,629

The following table sets forth information with respect to the Bank’ s non-performing assets at the dates
indicated (dollars in thousands):

March 31, 2003 September 30, 2002

Non-accruing loans which are
contractually past due 90 days or more:

Real Estate $ 718 % 916
Commercid 1,170 524
Consumer 127 426
Tota $ 2015 $ 1,866
Percentage of loans receivable, net 1.24% 1.15%

Percentage of allowance for loan losses to
total loans outstanding 1.04% 0.85%

Allowance for loan losses $ 1,629 $ 1,371

Real estate acquired through foreclosure
and repossessed assets, net of allowances  $ 330 $ 356
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from $1,866,000 at September 30, 2002. The increase in commercial loans was the result of the classification
of two local loans that are well supported by commercial real estate and business equipment. These loans are
supported by mortgages, equipment, and automobiles that should reduce the risk of loss for the Corporation.

Non-Interest Income

Total non-interest income increased $429,000, or 75.26%, to $999,000 for the six months ended March 31,
2003 from $570,000 for the same period in the previous year. Fees from financial servicesincreased
$167,000, or 23.86%, to $867,000 for the six months ended March 31, 2003 from $700,000 for the same
period in the previous year. The increase was due primarily to the development of new fee income programs
that were implemented during the first quarter of the 2003 fiscal year. Gain on the sale of investments was
$243,000 for the six months ended March 31, 2003 as the Corporation sold investments with higher price
volatility.

Non-Interest Expense

For the six months ended March 31, 2003, total non-interest expense increased $171,000, or 5.16%, to
$3,485,000 from $3,314,000 for the same period in 2002. Compensation and employee benefits increased
$156,000, or 11.14%, to $1,556,000 for the six month period ended March 31, 2003 from $1,400,000 for the
same period in 2002, due primarily to staff additions resulting from a new branch opening that is scheduled
for completion in the third quarter of the current fiscal year. Occupancy and equipment expense increased
$77,000, or 10.01%, to $846,000 for the six months ended March 31, 2003 from $769,000 for the same
period in 2002, due to higher depreciation and equipment expense. Professional services expense increased
$70,000, or 44.59%, to $227,000 for the six months ended March 31, 2003 from $157,000 for the same
period in 2002 due to higher legal and audit expenses as aresult of costs incurred from the Corporation’s
pending charter change to a national bank charter. Real estate operations expense increased $7,000, or
21.88%, to $39,000 for the six months ended March 31, 2003 from $32,000 for the same period in 2002, due
to higher disposition costs for loan foreclosures and asset repossessions. Other expense decreased $113,000,
or 21.61%, to $410,000 for the six months ended March 31, 2003 from $523,000 for the same period in
2002, due primarily to lower telephone expense that resulted from reductions in long distance usage and
lower customer statement processing expense that resulted from the Corporation’ s conversion to statement
Imaging in the previous fiscal year.
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Item 3. Controls and Procedures

(a) Evaluation of disclosure controls and procedures . The Corporation maintains controls and procedures
designed to ensure that information required to be disclosed in the reports that the Corporation files or submits
under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time
periods specified in the rules and forms of the Securities and Exchange Commission. Based upon their evaluation
of those controls and procedures performed within 90 days of the filing date of this report, the chief executive
officer and the chief financial officer of the Corporation concluded that the Corporation’ s disclosure controls and
procedures were adequate.

(b) Changesin internal controls . The Corporation made no significant changes in itsinternal controls or in other
factorsthat could significantly affect these controls subsequent to the date of the evaluation of those controls by
the chief executive officer.
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PART Il -OTHER INFORMATION

Item 1. Legal Proceedings

The Corporation isinvolved in various claims and legal actions arising in the normal course of
business. Management believes that these proceedings are immaterial to the Corporation’s
financial condition and results of operations.

[tem 2. Changesin Securities

The Corporation has the right, at one or more times, unless an event of default exists under the
floating rate junior subordinated deferrable interest debentures due December 18, 2031 (the
“Debentures’), to defer interest payments on the Debentures for up to 20 consecutive quarterly
periods. During thistime, the Corporation will be prohibited from declaring or paying cash
dividends on its common stock.

[tem 3. Defaults upon Senior Securities

Not applicable.

[tem 4. Submission of Matters to a \VVote of Security Holders

The Annual Meeting of the Stockholders of the Corporation was held on January 29, 2003. The results
of the vote on the matters presented at the meeting is as follows:

1) Thefollowing individuals were elected as directors, each for a three-year term by the following

vote:
Votes For Votes Withheld
Louis M. Jordan 1,407,308 95,981
Dwight V. Neese 1,310,067 193,222
John S. McMeekin 1,399,092 104,197

2) The appointment of Elliott Davis, LLC, as auditors for the Corporation for the fiscal year ending
September 30, 2003 was ratified by the shareholders by the following vote:

http://secfilings.nasdag.com/filingFrameset.asp?Fi... ARES+INC& FormType=10QSB& RevdDate=5%2F 7%2F2003& pdf = (26 of 68)9/8/2003 5:25:35 AM



NASDAQ | SEC Filing

For 1,414,477 Against 64,507 Abstain 24,305

18

http://secfilings.nasdag.com/filingFrameset.asp?Fi... ARES+INC& FormType=10QSB& RevdDate=5%2F 7%62F2003& pdf= (27 of 68)9/8/2003 5:25:35 AM



NASDAQ | SEC Filing

Table of Contents

[tem 5. Other Information

None

[tem 6. Exhibits and Reports on Form 8-K

Exhibits

10(a)

10(b)

99(a)

99(b)

Employment
Agreement
with Dwight
V. Neese.

Employment
Agreement
with

Richard H.
Flake.

Chief
Executive
Officer
Certification
Pursuant to
Section 906
of the
Sarbanes-
Oxley Act
of 2002

Chief
Financial
Officer
Certification
Pursuant to
Section 906
of the
Sarbanes-
Oxley Act
of 2002
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Reports on Form 8-K

On January 29, 2003, the Corporation filed a Form 8-K in which it announced under Item 5 that
the Board of Directors had approved a stock repurchased program authorizing the Corporation to
repurchase up to 98,000 shares of the Corporation’s common stock. The press rel ease announcing
the Corporation’ s stock repurchase was attached by exhibit.

On March 7, 2003, the Corporation filed a Form 8-K in which it announced under Item 5 that it
has submitted an application to the Office of the Comptroller of the Currency to convert the
charter of its banking subsidiary, Provident Community Bank, from afederal savings bank to a
national bank. The press release announcing the Corporation’ s submission of the conversion
application to the Office of the Comptroller of the Currency was attached by exhibit.
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SIGNATURES

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

U NION F INANCIAL B ANCSHARES, | NC.

(Registrant)
Date: By: /IS DWIGHT V. N ESSE
5/2/03
Dwight V. Neese, CEO
Date: By: /sl RICHARD H. F LAKE
5/2/03

Richard H. Flake, CFO
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CERTIFICATION

|, Dwight V. Neese, certify that:

1

2.

| have reviewed this report on Form 10-QSB of Union Financial Bancshares, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state amaterial 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 quarterly report;

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 quarterly report;

The registrant’ s other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a. designed such disclosure controls and procedures 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 quarterly report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this quarterly report (the “Evaluation Date”); and

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’ s other certifying officersand | have disclosed, based on our most recent evaluation, to
the registrant’ s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

a. al significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’ s ability to record, process, summarize and report financial data and have
identified for the registrant’ s auditors any material weaknessesin internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’ sinternal controls; and
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6. Theregistrant’s other certifying officers and | have indicated in this quarterly report whether or not
there were significant changesin internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective actions
with regard to significant deficiencies and material weaknesses.

Date: May 2, 2003
/S D wWIGHT V. N EESE

Dwight V. Neese
President and Chief Executive Officer
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CERTIFICATION

I, Richard H. Flake, certify that:

1

2.

| have reviewed this report on Form 10-QSB of Union Financial Bancshares, Inc.;

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 quarterly report;

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 quarterly report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a. designed such disclosure controls and procedures 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 quarterly report is being prepared,;

b. evauated the effectiveness of the registrant’ s disclosure controls and procedures as of adate within
90 days prior to the filing date of this quarterly report (the “ Evaluation Date”); and

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’ s other certifying officers and | have disclosed, based on our most recent evaluation, to
the registrant’ s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

a. al significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’ s ability to record, process, summarize and report financial data and have
identified for the registrant’ s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’ s internal controls; and
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6. Theregistrant’s other certifying officers and | have indicated in this quarterly report whether or not
there were significant changesin internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective actions
with regard to significant deficiencies and material weaknesses.

Date: May 2, 2003
/S RICHARD H. F LAKE

Richard H. Flake
Executive Vice President and Chief Financial Officer

EXHIBIT 10A
EMPLOYMENT AGREEMENT

THISAGREEMENT (the “Agreement”), made this 1st day of January, 2003, by and among UNION
FINANCIAL BANCSHARES, INC. , aDelaware corporation (“the Company”), PROVIDENT
COMMUNITY BANK , awholly owned subsidiary of the Company (the “Bank”), and Dwight V. Neese (the
“Executive’).

WITNESSETH

WHEREAS, the Company and the Bank desires to retain the services of the Executive as the President and Chief
Executive Officer of the Company and the Bank;

WHEREAS, the Company and the Bank have previously entered into an employment agreement with the
Executive;

WHEREAS, the Executive and the respective Boards of Directors of the Bank and the Company desire to enter
into an updated and revised agreement setting forth the terms and conditions of the continuing employment of the
Executive and the related rights and obligations of each of the parties,

NOW, THEREFORE, in consideration of the premises and mutual covenants herein contained, it is agreed as
follows:

1. Employment . The Executive is employed as the President and Chief Executive Officer of the Company and
the Bank, reporting directly to their respective Boards. The Executive shall have responsibility for the general
management and control of the business and affairs of the Company, the Bank, and their respective subsidiaries,
and shall perform all duties and shall have all powers which are commonly incident to the offices of President
and Chief Executive Officer or which, consistent with those offices, are delegated to him by the respective
Boards.

2. Location and Facilities . The Executive will be furnished with the working facilities and staff customary for
executive officers with the title and duties set forth in Section 1 and as are necessary for him to perform his
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duties. The location of such facilities and staff shall be at the principa administrative offices of the Company and
the Bank, or at such other site or sites customary for such offices.

3.Term.

a.  Theterm of this Agreement shall be (i) theinitial term, consisting of the period commencing on the date
of this Agreement (the “ Effective Date”) and ending on the third anniversary of the Effective Date, plus
(if) any and all extensions of theinitial term made pursuant to this Section 3.

1
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b. Commencing on the Effective Date and on each day thereafter, the term under this Agreement shall be
renewed automatically for an additional one (1) day period beyond the then effective expiration date
without action by any party, provided that neither the Company, on the one hand, nor Executive, on the
other, shall have given at least sixty (60) days written notice of its or his desire that the term not be
renewed. In the case such notice is given by one party to the other, the term of this Agreement shall
become fixed and shall end on the third anniversary of the date of written notice.

4. Base Salary .

a. TheBank agreesto pay the Executive during the term of this Agreement a base salary at the rate of
$168,000 per annum, payable in accordance with the Bank’s customary payroll practices.

b. TheBoard of the Bank shall review annually the rate of the Executive’' s base salary based upon factors
they deem relevant, and may maintain or increase his salary, provided that no such action shall reduce
the rate of salary below the rate in effect on the Effective Date. In addition, it is the intention of the
parties to this Agreement that the Board of Directors of the Bank or a committee designated by the
Board for such purpose shall also review this Agreement not less than annually to evaluate the
provisions hereof and to determine whether the continuing extension of the term of the Agreement is
appropriate.

c. Inthe absence of action by the Board of the Bank, the Executive shall continue to receive salary at the
per annum rate specified on the Effective Date or, if another rate has been established under the
provisions of this Section 4, the rate last properly established by action of the Board of the Bank under
the provisions of this Section 4.

5. Bonuses . The Executive shall be entitled to participate in any discretionary bonus or other incentive
compensation programs that the Board of the Company or the Bank may establish from time to time for the
benefit of the officers or employees of the Company or the Bank.

6. Benefit Plans . The Executive shall be entitled to participate in such life insurance, medical, dental, pension,
profit sharing, and retirement plans, stock compensation plans and other programs and arrangements as may be
approved from time to time by the Company or the Bank for the benefit of their respective employees.

7. Vacation and L eave . The Executive shall be entitled to vacations and other leave in accordance with Bank
policy for senior executives, or otherwise as approved by the Board, but in any event, not less than four (4) weeks
vacation per calendar year.
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8. Expense Payments and Reimbur sements . The Executive shall be rembursed for all reasonabl e out-of -

pocket business expenses that he shall incur in connection with his services under this Agreement upon
substantiation of such expenses in accordance with applicable policies of the Company or the Bank. In addition,
the Executive shall be reimbursed for business-related expenses associated with his membership in the Poinsett
Club and such other clubs as may agreed upon by the Executive and the Board of the Bank.

9. Loyalty .

a.  During the term of this Agreement the Executive: (i) shall devote all histime, attention, skill, and efforts

to the faithful performance of his duties hereunder; provided, however, that from time to time, the
Executive may serve on the boards of directors of, and hold any other offices or positions in, companies
or organizations which will not present any conflict of interest with the Company or the Bank or any of
their subsidiaries or affiliates, unfavorably affect the performance of Executive' s duties pursuant to this
Agreement, or violate any applicable statute or regulation and (ii) shall not engage in any business or
activity contrary to the business affairs or interests of the Company or the Bank.

Nothing contained in this Agreement shall prevent or limit the Executive' s right to invest in the capital
stock or other securities of any business dissimilar from that of the Company and the Bank, or, solely as
apassive, minority investor, in any business.

10. Termination and Termination Pay . Subject to Section 11 of this Agreement, the Executive’ s employment

under this Agreement may be terminated in the following circumstances:

a

Death . The Executive' s employment under this Agreement shall terminate upon his death during the
term of this Agreement, in which event the Executive's estate shall be entitled to receive the
compensation due to the Executive through the last day of the calendar month in which his death
occurred.

Retirement . Notwithstanding anything in this Agreement to the contrary, this Agreement shall, unless
otherwise extended by mutual agreement of the parties, terminate immediately upon the Executive's
attainment of age 65, unless prior to such date an event or occurrence which is reasonably likely to
constitute a Change in Control has been announced by the Company or otherwise publicly disclosed.
For all other purposes, the Executive' s termination of employment at age 65 shall be considered his
retirement and the Executive' s termination of employment at retirement shall be treated in the same
manner asif he voluntarily terminated employment pursuant to Section 10(f).

3
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c. Disability .

I.  The Company, the Bank, or the Executive may terminate the Executive' s employment after having
established the Executive' s Disability. For purposes of this Agreement, “Disability” meansa
physical or mental infirmity that impairs the Executive’s ability to substantially perform his duties
under this Agreement and that results in the Executive’ s becoming eligible for long-term disability
benefits under the Company’s or the Bank’ s long-term disability plan (or, if the Company or the
Bank has no such plan in effect, that impairs the Executive’ s ability to substantially perform his
duties under this Agreement for a period of one hundred eighty (180) consecutive days). The
Boards of the Company and the Bank shall determine whether or not the Executive is and continues
to be permanently disabled for purposes of this Agreement in good faith, based upon competent
medical advice and other factors that they reasonably believe to be relevant. As a condition to any
benefits, such Board may require the Executive to submit to such physical or mental evaluations
and tests as it deems reasonably appropriate.

ii. Inthe event of such Disability, the Executive s obligation to perform services under this Agreement
will terminate. In the event of such termination, the Executive shall continue to receive seventy-five
(75) percent of his monthly base salary (at the annual rate in effect on his date of termination)
through the earlier of the date of the Executive' s death, the date he attains age 65 or the date which
isthree (3) years after the Executive’ s termination date Such payments shall be reduced by the
amount of any short- or long-term disability benefits payable to the Executive under any other
disability program sponsored by the Company or the Bank. In addition, during any period of the
Executive s Disability in which heis receiving payments under this paragraph, the Executive and
his dependents shall, to the greatest extent possible, continue to be covered under al benefit plans
(including, without limitation, retirement plans and medical, dental and life insurance plans) of the
Company and the Bank in which Executive participated prior to his Disability on the same terms as
if Executive were actively employed by the Company and the Bank.

d. Just Cause.

i.  TheBoard of the Company or the Bank may, by written notice to the Executive in the form and
manner specified in this paragraph, immediately terminate his employment with the Company or
the Bank, respectively, at any time, for Just Cause. The Executive shall have no right to receive
compensation or other benefits for any period after termination for Just Cause except for vested
benefits. Termination for “Just Cause” shall mean
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termination because of, in the good faith determination of the Company’s or the Bank’s Board, the
Executive's:

(1) Personal dishonesty;

(2) Incompetence;

(3 Willful misconduct;

(4) Breach of fiduciary duty involving personal profit;

(5) Intentional failure to perform duties under this Agreement;

(6) Willful violation of any law, rule or regulation (other than traffic violations or similar offenses)
that reflects adversely on the reputation of the Bank, any felony conviction, any violation of
law involving moral turpitude, or any violation of afinal cease-and-desist order; or

(7) Materia breach by the Executive of any provision of this Agreement.

Notwithstanding the foregoing, the Executive shall not be deemed to have been terminated for Just
Cause by the Company or the Bank unless there shall have been delivered to the Executive a copy
of aresolution duly adopted by the affirmative vote of not |ess than three-fourths (3/4) of the entire
membership of the Board of the Company or the Bank at a meeting of such Board called and held
for the purpose (after reasonable notice to the Executive and an opportunity for the Executive to be
heard before the Board with counsel), finding that in the good faith opinion of such Board the
Executive was guilty of conduct described above and specifying the particulars thereof.

e. Certain Regulatory Events .

If the Executive is removed and/or permanently prohibited from participating in the conduct of the
Bank’s affairs by an order issued under Sections 8(e)(4) or 8(g)(1) of the Federal Deposit Insurance
Act (“FDIA") (12 U.S.C. 8. 8. 1818(e)(4) and (g)(1)), al obligations of the Bank under this
Agreement shall terminate as of the effective date of the order, but vested rights of the parties shall
not be affected.

If the Bank isin default (as defined in Section 3(x)(1) of FDIA), all obligations of the Bank under
this Agreement shall terminate as of the date of default, but vested rights of the parties shall not be
affected.
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If anotice served under Sections 8(e)(3) or (g)(1) of the FDIA (12 U.S.C. Sections 1818(¢e)(3) and
(9)(1)) suspends and/or temporarily prohibits the Executive from participating in the conduct of the
Bank’s affairs, the Bank’ s obligations under this Agreement shall be suspended as of the date of
such service, unless stayed by appropriate proceedings. If the charges in the notice are dismissed,
the Bank shall, (x) pay the Executive al or part of the compensation withheld while its contract
obligations were suspended, and (y) reinstate (in whole or in part) any of its obligations which were
suspended.

f.  Voluntary Termination by Executive . In addition to his other rights to terminate under this Agreement,

the Executive may voluntarily terminate employment with the Bank and the Company during the term
of this Agreement upon at least sixty (60) days prior written notice to each Board, in which case the
Executive shall receive only his compensation, vested rights and employee benefits up to the date of his
termination.

g. Without Just Cause or With Good Reason .

In addition to termination pursuant to Sections 10(a) through 10(f), (x) the Board of the Company
or the Bank, respectively, may, by written notice to the Executive, immediately terminate his
employment with the Company or the Bank, respectively, at any time for areason other than Just
Cause (atermination “Without Just Cause”) and (y) the Executive may, by written notice to the
Boards of the Company and the Bank, immediately terminate this Agreement at any time within
ninety (90) days following an event constituting “ Good Reason” as defined below (atermination
“With Good Reason”).

Subject to Section 11 hereof, in the event of termination under this Section 10(g), the Executive
shall be entitled to receive his base salary for the remaining term of the Agreement, including any
renewals or extensions thereof (determined at the highest annual rate of base salary in effect
pursuant to Section 4 of this Agreement for any of the twelve (12) months immediately preceding
the date of such termination), plus annual cash bonuses for each year (prorated in the event of
partial years) remaining under such term (determined by reference to the highest annual cash bonus
received by the Executive in any of the three (3) calendar years preceding the termination). The
sum due under this Section 10(g) shall be paid in one lump sum within ten (10) calendar days of
such termination. Also, in such event, (i) the Executive shall, within ten (10) days of histermination
date, receive alump sum payment equal to the value of the benefits he would have received in each
of the three calendar years following the year in which his termination occurs under any tax-
qualified or non-tax-qualified retirement programs in which the Executive participated prior to his
termination (with the amount of
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the benefits determined by reference to the benefits received by the Executive under such programs
during the twelve (12) months preceding his termination date, or, if applicable, the accruals made
on the Executive' s behalf during such period and without regard to whether such programs were or
are actually maintained after his termination date) and (ii) the Executive shall, for athirty six (36)
month period, continue to participate in any benefit plans of the Company and the Bank that
provide health (including medical and dental), life or disability insurance, or similar coverage upon
terms no less favorabl e than the most favorable terms provided to senior executives of the Bank
during such period. In the event that the Company or the Bank is unable to provide the coverage
referred to in the preceding clause (ii) by reason of the Executive no longer being an employee, the
Company and the Bank shall provide the Executive with comparable coverage on an individual
policy or, if individual coverage is not available, provide a cash payment equivalent to the value of
such coverage.

lii. “Good Reason” shall exist if, without Executive' s express written consent, the Company or the
Bank materially breach any of its respective obligations under this Agreement. Without limitation,
such amaterial breach shall be deemed to occur upon any of the following:

(1) A material reduction in the Executive' s responsibilities or authority, or a requirement that the
Executive report to any person or group other than the Boards of the Company and the Bank
(or any other effective reduction in reporting responsibilities) in connection with his
employment with the Company or the Bank;

(2) Assignment to the Executive of duties of a non-executive nature or duties for which heis not
reasonably equipped by his skills and experience;

(3) A reduction in salary or benefits contrary to the terms of this Agreement, or, following a
Changein Control as defined in Section 11 of this Agreement, any reduction in salary or
material reduction in benefits below the amounts to which he was entitled prior to the Change
in Control;

(4) Termination of incentive and benefit plans, programs or arrangements, or reduction of the
Executive' s participation to such an extent as to materially reduce their aggregate value below
their aggregate value as of the Effective Date; or

(5) Following a Changein Control only, arequirement that the Executive relocate his principal
business office or his principal place of

~
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residence outside of the area consisting of athirty five (35) mile radius from the current main
office and any branch of the Bank, or the assignment to the Executive of duties that would
reasonably require such arelocation.

Iv. Notwithstanding the foregoing, areduction in base salary or areduction or elimination of the

Executive' s participation or benefits under one or more benefit plans maintained by the Company
or the Bank as part of agood faith, overall reduction in salary or reduction or elimination of such
plan or plans or benefits thereunder applicable to al participants in amanner that does not
discriminate against the Executive (except as such discrimination may be necessary to comply with
law) shall not constitute an event of Good Reason or a material breach of this Agreement, provided
that benefits of the type or to the general extent as those offered under such plans prior to such
reduction or elimination are not available to other officers of the Company or the Bank or any
company that controls either of them under a plan or plans in or under which the Executive is not
entitled to participate.

(v). Notwithstanding anything in this Agreement to the contrary, during the twelve (12) month period

beginning on the effective date of a Change in Control (as defined in Section 11(a)) and continuing
through the first anniversary of such date, the Executive may voluntarily terminate his employment
under this Agreement for any reason and such termination shall constitute termination With Good
Reason.

h. Continuing Covenant Not to Compete or Interfere with Relationships . Regardless of anything herein to the

contrary, following atermination by the Company, the Bank or the Executive pursuant to Section 10(g) and
continuing until the first anniversary of the effective date of such termination, the Executive shall not serve asan
officer, director or employee of any bank holding company, bank, savings association, savings and loan holding
company, or mortgage company which offers products or services competing with those offered by the Company
or the Bank from any office in any city, town or county where Bank maintains an office as of the date of the
Executive s termination and shall not interfere with the relationship of the Company or the Bank and any of its
employees, agents, or representatives.

11. Termination in Connection with a Changein Control .

a. For purposes of this Agreement, a“Change in Control” shall be deemed to occur on the earliest of:

The acquisition by any entity, person or group (other than the acquisition by atax-qualified
retirement plan sponsored by the Company or the Bank) of beneficial ownership, asthat termis
defined in Rule 13d-3 under the Securities Exchange Act of 1934, of more than 25% of the
outstanding
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capital stock of the Company or the Bank entitled to vote for the election of directors (“Voting
Stock™);

ii.  The commencement by any entity, person, or group (other than the Company or the Bank, a
subsidiary of the Company or the Bank, or atax-qualified retirement plan sponsored by the
Company or the Bank) of atender offer or an exchange offer for more than 25% of the outstanding
Voting Stock of the Company or the Bank;

iii. The effective time of (x) amerger or consolidation of the Company or the Bank with one or more
other corporations as a result of which the holders of the outstanding Voting Stock of the Company
or the Bank immediately prior to such merger exercise voting control over less than 51% of the
Voting Stock of the surviving or resulting corporation, or (y) atransfer of substantially all of the
property of the Company or the Bank other than to an entity of which the Company or the Bank
owns at least 51% of the Voting Stock; and

iv. At such timethat, during any period of two (2) consecutive years, individuals who at the beginning
of such period constitute the Board of the Company or the Bank (the “ Continuing Directors’) cease
for any reason to constitute at least two-thirds thereof, provided that any individual whose election
or nomination for election as a member of the Board was approved by avote of at |east two-thirds
of the Continuing Directors then in office shall be considered a Continuing Director.

b. If within the period ending two years after a Change in Control, (i) the Company or the Bank shall
terminate the Executive' s employment Without Just Cause, or (ii) the Executive shall voluntarily
terminate his employment With Good Reason, the Company or the Bank shall, within ten (10) calendar
days of the termination of the Executive’s employment, make a lump-sum cash payment to him equal to
three (3) times the sum of the Executive’s (x) current base salary (determined at the highest annual rate
of base salary in effect pursuant to Section 4 of this Agreement for any of the twelve (12) months
immediately preceding the effective date of the Change in Control or, if higher, the rate in effect on the
Executive s termination date) and (y) the highest cash bonus paid to the Executive or accrued on the
Executive s behalf with respect to any of the three (3) most recently completed fiscal years of the Bank
preceding the effective date of the Change in Control. Also, in such event, (i) the Executive shall, within
ten (10) days of histermination date, receive alump sum payment equal to the value of the benefits he
would have received in each of the three calendar years following the year in which his termination
occurs under any tax-qualified or non-tax-qualified retirement programs in which the Executive
participated prior to histermination (with the amount of the benefits determined by reference to the
benefits received by the Executive under such programs during the

9
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twelve (12) months preceding the Change in Control or, if applicable, the accruals made on the
Executive s behalf during such period and without regard to whether such programs were or are actually
maintained after the Change in Control) and (ii) the Executive shall, for athirty six (36) month period,
continue to participate in any benefit plans of the Company and the Bank that provide health (including
medical and dental), life or disability insurance, or similar coverage upon terms no less favorable than
the most favorable terms provided to senior executives of the Bank during such period. In the event that
the Company or the Bank is unable to provide the coverage referred to in the preceding clause (ii) by
reason of the Executive no longer being an employee, the Company and the Bank shall provide the
Executive with comparable coverage on an individual policy or, if individual coverageis not available,
provide a cash payment equivalent to the value of such coverage. The cash payments and benefits
provided under this Section 11 shall be paid or provided in lieu of any payments or benefits also
required under Section 10(g) of this Agreement because of atermination in such period. Upon the
Executive' s termination pursuant to this Section 11(b), the Bank shall (i) transfer title to the Executive
of his Bank-provided automobile and (ii) transfer to the Executive the office furniture and desktop and
laptop computers used by the Executive prior to his termination. Such transfers shall be subject to
appropriate tax reporting. The Executive’ s rights under Section 10(g) are not otherwise affected by this
Section 11.

12. Indemnification and Liability | nsurance .

a

Indemnification . The Company and the Bank agree to indemnify the Executive (and his heirs,

executors, and administrators), and to advance expenses related thereto, to the fullest extent permitted
under applicable law and regulations against any and all expenses and liabilities reasonably incurred by
him in connection with or arising out of any action, suit, or proceeding in which he may be involved by
reason of his having been a director or Executive of the Company or the Bank or any of their
subsidiaries (whether or not he continues to be a director or Executive at the time of incurring any such
expenses or liabilities) such expenses and liabilities to include, but not be limited to, judgements, court
costs, and attorney’ s fees and the cost of reasonable settlements, such settlements to be approved by the
Board of the Company or the Bank, if such action is brought against the Executive in his capacity asan
Executive or director of the Company or the Bank or any of their subsidiaries. Indemnification for
expense shall not extend to matters for which the Executive has been terminated for Just Cause. Nothing
contained herein shall be deemed to provide indemnification prohibited by applicable law or regulation.
Notwithstanding anything herein to the contrary, the obligations of this Section 12 shall survive the term
of this Agreement by a period of six (6) years.

Insurance . During the period in which indemnification of the Executive is required under this Section,

the Company or the Bank shall provide the Executive (and his heirs, executors, and administrators) with
coverage under a directors and

10
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Executives' liability policy at the expense of the Company or the Bank, at least equivalent to such
coverage provided to directors and senior Executives of the Company or the Bank, whichever is more
favorable to the Executive.

13. Reimbur sement of Executive's Expensesto Enforce this Agreement . The Company or the Bank shall

reimburse the Executive for al out-of-pocket expenses, including, without limitation, reasonable attorney’ s fees,
incurred by the Executive in connection with successful enforcement by the Executive of the obligations of the
Company or the Bank to the Executive under this Agreement. Successful enforcement shall mean the grant of an
award of money or the requirement that the Company or the Bank take some action specified by this Agreement
(i) asaresult of court order; or (ii) otherwise by the Company or the Bank following an initial failure of the
Company or the Bank to pay such money or take such action promptly after written demand therefor from the
Executive stating the reason that such money or action was due under this Agreement at or prior to the time of
such demand.

14. Adjustment of Certain Payments and Benefits.

@

(b)

Tax Indemnification . Anything in this Agreement to the contrary notwithstanding and except as set
forth below, in the event it shall be determined that any payment, benefit or distribution made or
provided by the Company or the Bank to or for the benefit of the Executive (whether made or provided
pursuant to the terms of this Agreement or otherwise) (each referred to herein as a“Payment”), would
be subject to the excise tax imposed by Section 4999 of the Internal Revenue Code of 1986, as amended
(the “Code”) or any interest or penalties are incurred by the Executive with respect to such excise tax
(the excise tax, together with any such interest and penalties, are hereinafter collectively referred to as
the “Excise Tax”), the Executive shall be entitled to receive an additional payment (a*“Gross-Up
Payment”) in an amount such that after payment by the Executive of all taxes (including any interest or
penalties imposed with respect to such taxes), including, without limitation, any income taxes (and any
interest and penalties imposed with respect thereto) and Excise Tax imposed upon the Gross-Up
Payment, the Executive retains an amount of the Gross-Up Payment equal to the Excise Tax imposed
upon the Payments.

Determination of Gross-Up Payment . Subject to the provisions of Section 14(c), al determinations
required to be made under this Section 14, including whether and when a Gross-Up Payment is required
and the amount of such Gross-Up Payments and the assumptions to be utilized in arriving at such
determination, shall be made by a certified public accounting firm reasonably acceptable to the
Company as may be designated by the Executive (the “ Accounting Firm”) which shall provide detailed
supporting calculations both to the Company, the Bank and the Executive within fifteen (15) business
days of the receipt of notice from the Executive that there has been Payments, or such earlier timeasis
requested by the Company and the Bank. All fees and expenses of the Accounting Firm shall be borne
solely by the Company and the Bank. Any Gross-Up Payment, as determined pursuant to this Section
14,

11
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shall be paid by the Company to the Executive within five days of (i) the later of the due date for the
payments of any Excise Tax, and (ii) the receipt of the Accounting Firm’s determination. Any
determination by the Accounting Firm shall be binding upon the Company and the Executive. Asa
result of the uncertainty in the application of Section 4999 of the Code, at the time of theinitial
determination by the Accounting Firm hereunder, it is possible that Gross-Up Payments which will not
have been made by the Company and the Bank should have been made (“Underpayment”), consistent
with the calculations required to be made hereunder. In the event that the Company and the Bank
exhaust their remedies pursuant to Section 14(c) and the Executive thereafter is required to make a
payment of any Excise Tax, the Accounting Firm shall determine the amount of the Underpayment that
has occurred and any such Underpayment shall be promptly paid by the Company to or for the benefit
of the Executive.

(c) Treatment of Claims. The Executive shall notify the Company and the Bank in writing of any claim by
the Internal Revenue Service that, if successful, would require the payment by the Company and the
Bank of the Gross-Up Payment. Such notification shall be given as soon as practicable but no later than
ten business days after the Executive isinformed in writing of such claim and shall apprise the
Company and the Bank of the nature of such claims and the date on which such claim is requested to be
paid. The Executive shall not pay such claim prior to the expiration of the thirty (30) day period
following the date on which it gives such notice to the Company and the Bank (or such shorter period
ending on the date that any payment of taxes with respect to such claim is due). If the Company and the
Bank notify the Executive in writing prior to the expiration of such period that it desires to contest such
claim, the Executive shall:

(i) givethe Company and the Bank any information reasonably request by the Company and the Bank
relating such claim,

(if) take such action in connection with contesting such claim as the Company and the Bank shall
reasonably request in writing from time to time, including, without limitation, accepting legal
representation with respect to such claim by an attorney reasonably selected by the Company and
the Bank,

(iii) cooperate with the Company and the Bank in good faith in order effectively to contest such claim,
and

(iv) permit the Company and the Bank to participate in any proceedings relating to such claim;
provided, however, that the Company and the Bank shall bear and pay directly all costs and
expenses (including additional interest and penalties) incurred in connection with such contest and
indemnity and hold the Executive harmless, on an after-tax basis, for an Excise Tax or income tax
(including interest and penalties with respect thereto) imposed as a result of

12
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such representation and payment of costs and expenses. Without limitation on the foregoing
provisions of this Section 14(c), the Company and the Bank shall control all proceedingstaken in
connection with such contest and, at its sole options, may pursue or forgo any and all
administrative appeals, proceedings, hearings and conferences with the taxing authority in respect
of such claim and may, at its sole options, either direct the Executive to pay the tax claimed and
sue for arefund or contest the claim in any permissible manner, and the Executive agrees to
prosecute such contest to a determination before any administrative tribunal, in a court of initial
jurisdiction and in one or more appellate courts, as the Company and the Bank shall determine;
provided, however, that if the company directs the Executive to pay such claim and suefor a
refund, the Company and the Bank shall advance the amount of such payment to the Executive, on
an interest-free basis, from any Excise Tax or income tax (including interest or penalties with
respect thereto) imposed with respect to such advance or with respect to any imputed income with
respect to such advance; and further provided that any extension of the statute of limitations
relating to payment of taxes for the taxable year of the Executive with respect to which such
contested amount. Furthermore, the Company’s and the Bank’ s control of the contest shall be
limited to issues with respect to which a Gross-Up Payment would be payable hereunder and the
Executive shall be entitled to settle or contest, as the case may be, any other issues raised by the
Internal Revenue Service or any other taxing authority.

(d) Adjustmentsto the Gross-Up Payment . If, after the receipt by the Executive of an amount advanced by
the Company pursuant to Section 14(c), the Executive becomes entitled to receive any refund with
respect to such claim, the Executive shall (subject to the Company’ s complying with the requirements
of Section 14(c)) promptly pay to the Company the amount of such refund (together with any interest
paid or credited thereon after taxes applicable thereto). If, after the receipt by the Executive of an
amount advanced by the Company pursuant to Section 14(c), a determination is made that the Executive
shall not be entitled to any refund with respect to such claim and such denial of refund prior to the
expiration of thirty (30) days after such determination, then such advance shall be forgiven and shall not
be required to be repaid and the amount of such advance shall offset, to the extent thereof, the amount of
Gross-Up Payment required to be paid.

15. Injunctive Relief . If thereis abreach or threatened breach of Section 10(h) of this Agreement, the Company
or the Bank and the Executive agree that there is no adequate remedy at law for such breach, and that the
Company and the Bank each shall be entitled to injunctive relief restraining the Executive from such breach or
threatened breach, but such relief shall not be the exclusive remedy hereunder for such breach. The parties hereto
likewise agree that the Executive, without limitation, shall be entitled to injunctive relief to enforce the
obligations of the Company and the Bank under Section 11 of this Agreement.

13
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16. Successor s and Assigns .

a.  This Agreement shall inure to the benefit of and be binding upon any corporate or other successor of the
Company or the Bank which shall acquire, directly or indirectly, by merger, consolidation, purchase or
otherwise, all or substantially all of the assets or stock of the Company or the Bank.

b. Sincethe Bank and the Company are contracting for the unique and personal skills of the Executive, the
Executive shall be precluded from assigning or delegating his rights or duties hereunder without first
obtaining the written consent of the Bank and the Company.

17. No Mitigation . The Executive shall not be required to mitigate the amount of any payment provided for in
this Agreement by seeking other employment or otherwise and no such payment shall be offset or reduced by the
amount of any compensation or benefits provided to the Executive in any subsequent employment.

18. Notices . All notices, requests, demands and other communications in connection with this Agreement shall
be made in writing and shall be deemed to have been given when delivered by hand or 48 hours after mailing at
any general or branch United States Post Office, by registered or certified mail, postage prepaid, addressed as
follows, or to such other address as shall have been designated in writing by the addressee:

a. If to the Company or the Bank:

Union Financial Bancshares, Inc.
Provident Community Bank
P.O. Box 866

Union, South Carolina 29379

Copy to: Corporate Secretary
b. If to the Executive:

Dwight V. Neese
1527 Cureton Drive
Rock Hill, SC 29732

19. Joint and Severally Liability; Payments by the Company and the Bank . To the extent permitted by law,
except as otherwise provided herein, the Company and the Bank shall be jointly and severally liable for the
payment of all amounts due under this Agreement. The Company hereby agrees that it shall be jointly and
severaly liable with the Bank for the payment of all amounts due under this Agreement and shall guarantee the
performance of the Bank’ s obligations thereunder, provided that the Company shall not be required by this
Agreement to pay to the

14
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Executive asalary or any bonuses or any other cash payments, except in the event that the Bank does not fulfill
the obligations to the Executive hereunder for such payments.

20. No Plan Created by this Agreement . The Executive, the Company and the Bank expressly declare and
agree that this Agreement was negotiated among them and that no provision or provisions of this Agreement are
intended to, or shall be deemed to, create any plan for purposes of the Employee Retirement Income Security Act
or any other law or regulation, and the Company, the Bank and the Executive each expressly waives any right to
assert the contrary. Any assertion in any judicial or administrative filing, hearing, or process by or on behalf of
the Executive or the Company or the Bank that such a plan was so created by this Agreement shall be deemed a
material breach of this Agreement by the party making such an assertion.

21. Amendments . No amendments or additions to this Agreement shall be binding unless made in writing and
signed by all of the parties, except as herein otherwise specifically provided.

22. Applicable L aw . Except to the extent preempted by Federal law, the laws of the State of South Carolina
shall govern this Agreement in all respects, whether as to its validity, construction, capacity, performance or
otherwise.

23. Severability . The provisions of this Agreement shall be deemed severable and the invalidity or
unenforceability of any provision shall not affect the validity or enforceability of the other provisions hereof.

24. Headings . Headings contained herein are for convenience of reference only.

25. Entire Agreement . This Agreement, together with any understanding or modifications thereof as agreed to
in writing by the parties, shall constitute the entire agreement among the parties hereto with respect to the subject
matter hereof, other than written agreements with respect to specific plans, programs or arrangements described
in Sections 5 and 6. This Agreement supercedes and replacesin its entirety the Agreement dated July 27, 1995, as
amended, between the Company, the Bank and the Executive.

26. Status of Director ship . The Executive agrees that, in the event of his termination of employment pursuant
to any provision of Section 10, if heisthen serving as a director of the Bank, the Company or any subsidiary or
affiliate thereof, he will submit his resignation from such directorship, effective as of his date of termination of
employment.
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