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Board of Directors

Atlantic Coast Federal Mutual Holding Company
Atlantic Coast Federal Corporation

Atlantic Coast Federal

505 Haines Avenue

Waycross, Georgia 31501

Members of the Boards:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal”) of the estimated pro forma market value of the Common Stock which is to be
offered in connection with the Plan of Stock Issuance (the “Plan’), described below.

This Appraisal is furnished pursuant to the requirements of 563b.7 and has been prepared
in accordance with the “Guidelines for Appraisal Reports for the Valuation of Savings and Loan
Associations Converting from Mutual to Stock Form of Organization” of the Office of Thrift
Supervision (“OTS”), including the most recent revisions as of October 21, 1994, and applicable
interpretations thereof.

Description of Plan of Stock Issuance

Atlantic Coast Federal Mutual Holding Company (the “MHC”) is a federally chartered
mutual holding company regulated by the OTS. The MHC was formed in 2003 in conjunction
with the mutual holding company reorganization of Atlantic Coast Federal, Waycross, Georgia,
(“Atlantic Coast Federal” or the “Bank™); no stock was issued publicly in the mutual holding
company reorganization. Simultaneous with the mutual holding company reorganization, a
wholly-owned mid-tier stock holding company was formed known as Atlantic Coast Federal
Corporation (the “Company”) and Atlantic Coast Federal became a wholly-owned subsidiary of
the Company. Pursuant to the Plan, the Company will offer for sale up to 49.0% of its common
stock (the “Minority Stock Issuance”) to the Bank’s Eligible Account Holders, Supplemental
Eligible Account Holders and tax-qualified plans of the Bank (including the employee stock
ownership plan, or “ESOP”). Any shares that are not sold in the Subscription Offering may be
offered for sale in the Direct Community Offering and subsequently, if appropriate, to the public
in a Syndicated Community Offering. The number of shares of common stock to be sold in the
Offering will approximate 40% of the total shares. The number of shares issued to the MHC will
approximate 60% of the total shares.

Washington Headquarters

Rosslyn Center Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Toll-Free No.: (866) 723-0594
www.rpfinancial.com - E-Mail: mail@rpfinancial.com
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Immediately following the Minority Stock Issuance, the primary assets of the Company
will be the capital stock of the Bank and the net offering proceeds remaining after contributing
proceeds to the Bank. The Company will retain up to 50% of the net offering proceeds. The
Company intends to use a portion of the proceeds to make a loan directly to the ESOP to enable
the ESOP to purchase up to 8.0% of the shares of common stock sold in the offering.

RP® Financial, LC.

RP® Financial, LC. (“RP Financial”) is a financial consulting and valuation firm serving
the financial services industry nationwide that, among other things, specializes in financial
valuations and analyses of business enterprises and securities, including the pro forma valuation
for savings institutions converting from mutual-to-stock form. The background and experience
of RP Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for
our appraisal and assisting the Bank and the Company in the preparation of the post-conversion
business plan, we are independent of the Company, the Bank, the MHC and the other parties
engaged by the Bank or the Company to assist in the Minority Stock Issuance.

Valuation Methodology

In preparing our appraisal, we have reviewed the Bank’s and the Company’s regulatory
applications, including the prospectus as filed with the OTS and the Securities and Exchange
Commission (“SEC”). We have conducted a financial analysis of the Bank that has included a
review of its audited financial information for fiscal years ended December 31, 1999 through
2003, and due diligence related discussions with the Company’s management; Crowe Chizek
and Company LLC, the Company’s independent auditor; Luse, Gorman Pomerenk and Schick,
the Company’s legal counsel for the stock conversion, and Friedman, Billings, Ramsey & Co.,
Inc., the Company’s financial and marketing advisors in connection with the Company’s stock
offering. All conclusions set forth in the Appraisal were reached independently from such
discussions. In addition, where appropriate, we have considered information based on other
available published sources that we believe are reliable. While we believe the information and
data gathered from all these sources are reliable, we cannot guarantee the accuracy and
completeness of such information.

We have investigated the competitive environment within which the Company operates
and have assessed the Company’s relative strengths and weaknesses. We have kept abreast of
the changing regulatory and legislative environment for financial institutions and analyzed the
potential impact on the Company and the industry as a whole. We have analyzed the potential
effects of the stock issuance on the Company’s operating characteristics and financial
performance as they relate to the pro forma market value. We have reviewed the economy in the
Company’s primary market area and have compared the Company’s financial performance and
condition with publicly-traded thrifts in mutual holding company form, as well as all publicly-
traded thrifts. We have reviewed conditions in the securities markets in general and in the
market for thrift stocks in particular, including the market for existing thrift issues and the market
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for initial public offerings by thrifts. We have specifically considered the market for the stock of
publicly-traded mutual holding companies, including the market for initial public offerings in
conjunction with other MHC reorganizations. We have excluded from such analyses thrifts
subject to announced or rumored acquisition, mutual holding company institutions that have
announced their intent to pursue second step conversions, and/or those institutions that exhibit
other unusual characteristics. We have also considered the expected market for the Company’s
public shares.

Our Appraisal is based on the Company’s representation that the information contained in
the regulatory applications and additional information furnished to us by the Company, its
independent auditors, legal counsel and other authorized agents are truthful, accurate and
complete. We did not independently verify the financial statements and other information
provided by the Company, its independent auditors, legal counsel and other authorized agents
nor did we independently value the individual assets or liabilities, on or off balance sheet, of the
Company. The valuation considers the Company only as a going concern and should not be
considered as an indication of the Company’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for the Bank, the MHC and the Company and for all thrifts and their holding companies,
including mutual holding companies. Changes in the local, state and national economy, the
legislative and regulatory environment for financial institutions and mutual holding companies,
the stock market, interest rates, and other external forces (such as natural disasters or significant
world events) may occur from time to time, often with great unpredictability, and may materially
impact the value of thrift stocks as a whole or the Bank’s, the MHC’s and the Company’s values
“alone. It is our understanding that there are no current or long-term plans for pursuing a second.
step conversion or for selling control of the Company or the Bank at this time. To the extent that
such factors can be foreseen, they have been factored into our analysis.

Pro forma market value is defined as the price at which the Company’s stock,
immediately upon completion of the offering, would change hands between a willing buyer and a
willing seller, neither being under any compulsion to buy or sell and both having reasonable

knowledge of relevant facts.
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Valuation Conclusion

It is our opinion that, as of March 5, 2004, the aggregate market value of the Company’s
common stock, assuming a full conversion offering, is $120.0 million. The resulting range of
value pursuant to regulatory guidelines and the corresponding number of shares based on the
$10.00 per share offering price is set forth below:

Total Aggregate

Shares Issued(1)  Market Value(1)
Minimum 10,200,000 $102,000,000
Midpoint 12,000,000 $120,000,000
Maximum 13,800,000 $138,000,000
Supermaximum 15,870,000 $158,700,000

(1) Based on a $10.00 per share price, pursuant to a full conversion.

Based on the foregoing valuation, the Board has determined to offer 40% of the full value
for sale in the minority stock offering, the following range:

Offering
Total Shares MHC Shares Shares

Shares(1)

Minimum 10,200,000 6,120,000 4,080,000
Midpoint 12,000,000 7,200,000 4,800,000
Maximum 13,800,000 8,280,000 5,520,000
Supermaximum 15,870,000 9,522,000 6,348,000
Distribution of Shares(2)

Minimum 100.00% 60.00% 40.0%
Midpoint 100.00% 60.00% 40.0%
Maximum 100.00% 60.00% 40.0%
Supermaximum 100.00% 60.00% 40.0%
Aggregate Market Value

Minimum $102,000,000 $61,200,000 $40,800,000
Midpoint $120,000,000 $72,000,000 $48,000,000
Maximum $138,000,000 $82,800,000 $55,200,000
Supermaximum $158,700,000 $95,220,000 $63,480,000

(1) Based on offering price of $10.00 per share.

(2) Based on 40.00% of the conversion valuation range.
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Limiting Factors and Considerations

Our valuation is not intended, and must not be construed, as a recommendation of any
kind as to the advisability of purchasing shares of the Common Stock. Moreover, because such
valuation is necessarily based upon estimates and projections of a number of matters, all of
which are subject to change from time to time, no assurance can be given that persons who
purchase shares of Common Stock in the Offering will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the pro forma market value thereof.

RP Financial’s valuation was determined based on the financial condition and operations
of the Bank as of December 31, 2003, the date of the financial data included in the regulatory
applications and prospectus.

RP Financial is not a seller of securities within the meaning of any federal and state
securities laws and any report prepared by RP Financial shall not be used as an offer or
solicitation with respect to the purchase or sale of any securities. RP Financial maintains a
policy which prohibits the company, its principals or employees from purchasing stock of its
client institutions.

The valuation will be updated as provided for in the conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in
the Company’s financial performance and condition, management policies, and current
conditions in the equity markets for thrift shares. These updates may also consider changes in
other external factors which impact value including, but not limited to: various changes in the
legislative and regulatory environment, the stock market and the market for thrift stocks, and
interest rates. Should any such new developments or changes be material, in our opinion, to the
valuation of the shares, appropriate adjustments to the estimated pro forma market value will be
made. The reasons for any such adjustments will be explained in the update at the date of the
release of the update.

Respectfully submitted,
RP® FINANCIAL, LC.
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James P. Hennessey
Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Atlantic Coast Federal (“Atlantic Coast” or the “Bank™) is a federally-chartered stock
savings bank which conducts operations through its main office in Waycross, Georgia, and a
total of 13 additional branch offices (includes one limited service facility) which cover a broad
section of southeastern portions of the State of Georgia and northeastern sections of the State of
Florida. Specifically, the northernmost office is located in Garden City, Georgia, near the City
of Savannah, to the Orange Park and Lake City offices in northeast Florida, which are outside the -
City of Jacksonville. Certain of the locations reflect, in part, the credit union roots and the
location of CSX Corporation’s operations, and reflect several prior acquisitions (credit unions
and bank branch acquisitions). The Bank also employs a variety of alternative delivery

mechanisms, including approximately 15 ATMs, online banking and a telephone call center.

Originally chartered in 1939 as “Atlantic Coast Line Credit Union”, serving the
employees of the CSX Corporation and its predecessors, Atlantic Coast evolved through the
years into a full-service multi-branch financial institution serving the general public and
operating in southeast Georgia and northeast Florida. Atlantic Coast completed a conversion
from a federal credit union charter to a federal mutual savings bank charter as of November 1,
2000 (the “Charter Conversion™). The objective of the Charter Conversion was to better serve
customers and the local community through the broader lending and to expand its customer base
beyond the limited field of membership permitted for credit unions. The Charter Conversion and
related growth potential coupled with the ability to raise external capital through the mutual
holding company structure are believed to enhance the ability to remain competitive while

providing customers with superior service and a broad array of financial services products.

The Bank’s post Charter Conversion operations have been characterized by relatively
strong growth in loans and deposits. A portion of the growth is attributable to several branch
acquisitions as Atlantic Coast acquired a total of three branches in fiscal 2002 and 2003 in two

separate transactions. Additionally, Atlantic Coast has taken advantage of its expanded lending
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authority, as evidenced in the growth of permanent residential mortgages and commercial and

multi-family loans (“income producing property loans”).

Since the Charter Conversion, the Bank has been regulated by the Office of Thrift
Supervision (“OTS”). The Bank is currently a member of the Federal Home Loan Bank
(“FHLB”) system. The Bank’s deposits are insured up to the regulatory maximums by the
Savings Association Insurance Fund (“SAIF”) of the Federal Deposit Insurance Corporation
(“FDIC”).

Atlantic Coast reorganized into a mutual holding company (“MHC”) structure in January
2003, and no stock was issued publicly at the time. Simultaneous with the MHC reorganization,
a wholly-owned mid-tier stock holding company was formed known as Atlantic Coast Federal
Corporation (“ACFC” or the “Company”), and Atlantic Coast became a wholly-owned
subsidiary of the Company. The MHC and the Company were both capitalized with $50,000 in
cash concurrent with their formation. The public stock offering being pursued by the Company

will not result in any organizational change.

Atlantic Coast Federal MHC is a federally chartered mutual holding company which was
formed in January 2003 in conjunction with the mutual holding company reorganization of
Atlantic Coast Federal. As a result of the mutual holding company reorganization in which no
stock was issued publicly, Atlantic Coast Federal Bank converted to a stock bank and issued all
of its common stock to Atlantic Coast Federal Corporation, the mid-tier holding company and
the MHC’s wholly-owned subsidiary. At the present time, the assets of the MHC include
approximately $50,000 of cash as well as the common stock of Atlantic Coast Federal
Corporation. Currently, loans and deposits to CSX Corporation employees are estimated to
equal less than 20%, and management believes that the proportion of business with CSX

employees will continue to diminish in the future.

Description of Plan of Stock Issuance

Pursuant to the Plan of Stock Issuance, the Company will publicly offer a 40% minority
position of its common stock (“Minority Stock Issuance” or “Offering”), and the MHC will

retain a 60% majority interest in the Company. ACFC will continue to be the sole subsidiary of
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the MHC and will own 100% of the Bank’s outstanding stock. The Company will retain
approximately 50% of the net offering proceeds, a portion of which will be loaned to the newly-

formed employee stock ownership plan (“ESOP”) to purchase 8% of the offering shares.

The offering proceeds are expected to facilitate the Company’s continued expansion and
d1vers1ﬁcat10n The Offering also provides the opportunity for local stock ownership, which |
may enhance the financial success of the Company if local shareholders become/remain
customers and promote the Company’s products and services. The following summary indicates

the initial allocation and reinvestment of the offering proceeds.

¢ MHC. The MHC currently is the sole shareholder of the Company, and
will retain a 60% majority ownership upon completion of the Offering.
The MHC is not currently expected to engage in business activity other
than stock ownership of the Company. The MHC was capitalized with
$50,000 upon formation January 1, 2003.

o Atlantic Coast Federal Corporation. The Company is expected to retain
up to 50% of the net offering proceeds, which will be utilized to fund the
loan for stock purchased by the newly-formed ESOP and will retained by
the Company for initial reinvestment in high quality investment securities
with short to intermediate term maturities. Over time, such funds are
earmarked for various corporate purposes, including the possible payment
of regular and/or special cash dividends, infusing additional equity into the
Bank and/or repurchases of publicly-held common stock. Dividends are
expected to be periodically paid to the Company from the Bank.

o Atlantic Coast Federal. At least 50% of the net proceeds will be infused
into the Bank as equity. The net investable cash is expected to be lower
than the paid-in capital, based on expectations of deposit withdrawals to
fund stock purchases. Cash proceeds infused into the Bank will initially
become part of general funds, which are expected to be initially invested
into cash and short-term investments pending longer-term reinvestment
into loans and investments.

The Company expects to continue to pursue a controlled growth strategy, leveraging its
strong pro forma capital, primarily through growth through the current delivery channels. If
appropriate, ACFC may also consider various capital management strategies to assist in the long-

run objective of increasing return on equity.
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Strategic Overview

As noted previously, the Company has implemented a strategy to continue to cater to its
historical credit union field of membership, but also to reduce its perceived risk profile
(particularly credit risk profile) by broadening the customer base. This customer diversification
strategy was facilitated through the Charter Conversion in conjunction with broadening the
traditional and alternative delivery channels, emphasizing marketing and competitive pricing
strategies and building both the internal loan origination capacity and building broker
relatidnships to increase loan volume. During the mid-1990s, the deposit and loan balances
attributable to CSX Corporation employees accounted for the substantial majority of assets and
liabilities. Today, having increased in size, the proportion of deposits and loans are estimated by
management to have diminished to less than 20%, which illustrates the success of its customer
diversification strategy. The loan customer diversification is directly attributable to the purchase
of branches and expanded mortgage lending activities, including both internal originations and

purchases.

As the credit union lending restrictions were removed, the Company commenced an
active program of originating loans to non-customers. This loan customer diversification has
lessened the Company’s credit risk profile directly linked to the employee concentration with
CSX Corporation. At the same time, the Company’s credit risk exposure has increased as
reflected by data pertaining to non-performing assets which shows that non-performing assets
(“NPAs”) have increased from $1.6 million (0.52% of assets) as of the end of fiscal 1999, to $8.6
million (1.71% of assets) as of the end of fiscal 2003.

In response to the perceived deterioration in asset quality and in response to findings of
following a regulatory examination completed by the OTS in early 2003, the Board of Directors
adopted a resolution (the “Resolution”) on May 29, 2003, addressing certain areas of operation
of Atlantic Coast Federal Corporation. The Resolution addressed limiting the total assets of
Atlantic Coast Federal Corporation to no more than $510 million at December 31, 2003. In
addition, the Board of Directors agreed to discontinue certain lending activities until adequate
staffing, underwriting policies and procedures, and loan review programs were established and
reviewed by the Office of Thrift Supervision. These lending activities included commercial,

construction, non-residential real estate, land acquisition and land development, and non-
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mortgage commercial loans. The Company believes it is has addressed all matters related to the
resolution, as the Bank’s commercial loan department has recently been restructured, and as
policies and procedures have been revamped to address areas of regulatory criticism while an
experienced commercial lender has also been employed to manage the commercial lending
operations. However, loans underwritten pursuant to prior underwriting processes and

procedures comprise the majority of the loan portfolio.

Balance sheet growth has been primarily generated in the Jacksonville market in northern
Florida given the large size and more favorable growth characteristics of the Jacksonville area in
comparison to the Waycross area where the Company’s operations have historically been
centered. In order to accelerate the ability to grow in ACFC’s northern Florida markets, the
Company acquired three branches in two separate transactions (consummated in fiscal 2002 and
2003). In total, the Company assumed approximately $30 million of deposits, and acquired $2
million in fixed assets acquired, $15 million in loans branch-related loans. The transaction
resulted in both amortizable intangibles and non-amortizable goodwill, totaling $3 million. The
core deposit intangible (approximately $1 million in the aggregate for the three acquisitions) is
being amortized to expense over 10 years using an accelerated method. The Company will seek
to continue to growth through the acquisition of branches or other financial institutions, as well
as through de novo branching and organic growth realized through the current existing branch
and delivery system. Additionally, the Company anticipates that growth opportunities will result
from bank consolidation in the local market and the resulting fallout of customers who are

attracted to ACFC’s community-bank orientation and emphasis on customer service.

The ability to market to a broader customer base (both from an employer and geographic
standpoint) and the ability to offer an expanded line of products, particularly in the mortgage
area, have contributed to the Company’s asset and loan growth, which have equaled 12.6% and
13.1% respectively, since the end of fiscal 1999. However, while the Charter Conversion
enhanced the ability to expand deposits, loans and assets, such growth has not translated into
significant core earnings growth. Specifically, the Company’s conversion to a taxable entity
coupled with growth in operating costs and loan loss provisions substantially offset the increase

“in the net interest margin from a core earnings perspective.
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The Company’s current operating strategy is designed to take advantage of the broad
geographic footprint encompassed by ACFC’s offices, particularly in the northern Florida market

which is perceived to be a growth oriented market by management.

The Company’s strong loan growth in recent years has been largely attributable to the
origination of mortgage loans (as well as limited purchases), most of which are secured by
properties within the Company’s markets. The focus of the ACFC’s mortgage lending
encompasses both residential (i.e., secured by 1-4 family properties) and commercial and multi-
family property lending. Approximately 50% of the Company’s residential mortgage loans are
originated through broker relationships while the balance is originated by in-house personnel.
The Company has also supplemented its internal loan origination capacity through 1-4 family
residential loan purchases, primarily of adjustable rate loans. The Company also employs a staff
of 4 commercial loan officers who originated the majority of the Company’s commercial and

multi-family mortgage loan volume in fiscal 2003.

The Company’s strong deposit growth has been bolstered by the purchase of three
branches and the employment of premium pricing of deposits and low fees on transaction
accounts. Expectedly, the Company’s cost of deposits exceeds the competitive market average.
The Company’s recent growth has also been bolstered through the utilization of borrowed funds
(FHLB advances).

While ACFC recognized certain benefits as a credit union including its non-taxable status
and strong corporate ties, that charter limited the types of products and services it could offer and
to whom. Prior to the Charter Conversion, the Company had developed a niche in mortgage
lending but was limited in its ability to expand such lending operations beyond the field of
membership. Today, the Company has the ability to serve the local community and offer a more
diverse array of products and services. ACFC offers a wide array of banking services including
savings, certificate and checking accounts, ATM and debit cards, wire transfers, Internet
banking, fixed or adjustable-rate mortgage loans on residential, multifamily and commercial
properties as well as consumer loans. The business strategy employed by the Company seeks to
provide quality service, charge limited fee, pay highly competitive rates on savings, and charge

equitable loan rates.
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Balance Sheet Trends

Growth Trends

Growth trends over the last five years underscore the impact of the foregoing
strategies, particularly following the Charter Conversion. For example, during fiscal 2000, the
Company’s assets increased by only 7.7%, which was relatively comparable to the growth rate
experienced throughout the latter half of the 1990s. By comparison, since the Charter
Conversion, annual asset growth has approximated 14.3% (see Table 1.1 for details; the detailed
audited and unaudited financial statements are incorporated herein by reference as noted in
Exhibit I-1, and key operating ratios are set forth in Exhibit I-2). The majority of the asset and
loan growth since the Charter Conversion has been funded with competitively priced deposits,
although the Company has also increased borrowings to supplement deposits. The Company’s
growth in the most recent fiscal year approximated 11% and was reflective of the $510 million

asset cap pursuant to the Resolution.

Annual equity growth equaled 11.7% since the end of fiscal 1999, in part reflecting the
Company’s tax benefit realized as a result of the Charter Conversion and its fully taxable status
beginning in fiscal 2001. The post-offering equity growth rate is expected to initially fall below
historical levels given the increased equity, the initial anticipated low return on the net offering
proceeds in the current interest rate environment and the cost of the stock benefit plans and
public company reporting. Over the longer term, as the new equity is leveraged through growth,

the return on equity is expected to improve.

From a funding perspective, the Company has been pricing its deposits at a premium
and/or been providing low fee or other attractive features on its transaction accounts. Thus,
many of the Company’s depositors are either rate or fee-based customers, which again provide
limited opportunity for cross-selling, particularly for those depositors who are located outside the
Company’s market area. Similarly, many of the Company’s loans are originated through brokers
where there is little, if any, on-going relationship with the customer. These characteristics will

be considered in the pricing section.
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Loans Receivable

In conjunction with the charter conversion to a mutual thrift, the Company has been
emphasizing real estate lending, including primarily the origination and purchase of 1-4 family
residential mortgage loans as well as commercial and multi-family mortgage loans. The majority
of ACFC’s 1-4 family residential mortgage loans consist of loans which are conforming to
standards set by Freddie Mac, Fannie Mae or Ginnie Mae, notwithstanding the fact that the
Company generally holds loans it originates for portfolio. The Company seeks to emphasize
residential mortgages which are variable rate or hybrid ARMs (i.e., fixed for a period of up to 7
years and adjustable thereafter). The Company also offers 15 and 30 year fixed rate loans, and
may sell a portion of such loans for interest rate risk management purposes. However, the
Company has recently retained such loans in an effort to maintain its asset yields and overall
profitability in the low interest rate environment currently prevailing. The remaining balance of
the mortgage loan portfolio consists of a mix of loans secured by multi-family and commercial

properties as well as properties under construction.

ACFC’s loan portfolio composition as of December 31, 2003, reflects the Company’s
emphasis on residential lending, whereby permanent first mortgage loans secured by 1-4 family
residential properties totaled $237.9 million, equal to 53.9% of total loans, while an additional
8.8% of the portfolio was comprised of home equity loans or lines of credit secured by 14
family residential properties. At the same date, multi-family and commercial real estate loans
approximated 14.5% of the loan portfolio while the balance of the loan portfolio consisted of
construction and loans (6.9%) and non-mortgage loans (15.9%). The relatively large balance of
consumer loans reflects ACFC’s credit union roots and historical emphasis on consumer lending.
The Company has deemphasized consumer lending since completing the Charter Conversion and

recently sold the majority of its credit card portfolio.

Cash, Investments and Mortgage-Backed Securities

ACFC’s preference is to deploy the majority of assets into loans while maintaining
required liquidity. The Company anticipates initially reinvesting the net offering proceeds into
investments with short-to-intermediate maturities, pending longer-term deployment primarily

into loans.
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As of December 31, 2003, the Company’s portfolio of cash and liquidity investments
totaled $38.6 million, or 7.7% of total assets. At this date, this portfolio was comprised of non-
interest bearing cash and cash equivalents ($9.0 million), interest-bearing deposits at other
financial institutions ($0.5 million), and various investment quality securities ($26.0 million)
including securities issued by various federal entities, municipal securities, mortgage-backed
securities and mutual funds. All of the Company’s investment securities are classified as
available for sale (“AFS”). Additionally, the Company maintains a modest investment in FHLB

stock with a book value of $3.1 million.

Funding Structure

Retail deposits have generally met the substantial portion of the Company’s funding
needs supplemented with a modest amount of borrowed funds from the Federal Home Loan
Bank of Atlanta. Prior to the Charter Conversion, ACFC also had the capacity to borrow from a

corporate credit union.

The Company maintains a strong level of savings and transaction accounts, which
totaled $179.8 million, or 45.8% of total deposits, as of December 31, 2003, however,
certificates of deposits (“CDs”) comprise the single largest segment of deposits and equaled
$212.5 million, or 54.2% of total deposits. In comparison, demand deposit, money market and
passbook savings accounts equaled $42.1 million (10.7% of deposits), $60.3 million (15.4% of
deposits), and $77.4 million (19.7% of deposits).

Borrowings have been utilized primarily as a supplemental funding source to fund
lending activity. As of December 31, 2003, borrowed funds consisted of $61.0 million of FHLB
advances, with maturities extending out to 2014. The Company has utilized advances both for
liquidity management (i.e., to bolster cash for lending) and interest rate risk management
purposes (i.e., to lock in a rate on longer term funds). The Company may continue to utilize
borrowings as a supplemental funding source in the future, generally on a short-to-intermediate

term basis.
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Capital

Annual capital growth for the Company has approximated 11.65% since the end of
fiscal 1999. As of December 31, 2003, ACFC’s equity totaled $43.2 million, or 8.64% of total
assets, while tangible equity equaled $40.5 million, equal to 8.11% of total assets. The Bank
maintained capital surpluses relative to its regulatory capital requirements at December 31, 2003,
and thus qualified as a “well capitalized” institution. The offering proceeds will serve to further
strengthen Atlantic Coast’s regulatory capital position and support further growth. The equity
growth rate is expected to slow for the Company on a post-offering basis given the pro forma

increase in equity, low reinvestment yields currently available and the potential dividend policy.

Income and Expense Trends
The Company’s historical earnings and profitability reflect the impact of the Charter

Conversion. Specifically, earnings and profitability reflect the resulting taxable status since the
beginning of 2000 and the large one-time benefit from the establishment of a deferred tax asset
attributable primarily to the valuation allowances. In order to analyze earnings on a comparable

basis prior to the Charter Conversion, we have applied a 38% tax rate to pre-tax earnings.

Earnings for the 12 months ended December 31, 2003, totaled $4.4 million, or 0.91% of
average assets (see Table 1.2), while core earnings were estimated at $2.7 million, or 0.56% of
average assets, after adjusting for non-recurring expenses on a tax-effected basis. The
Company’s reported and core earnings have fluctuated over the last five fiscal years, reflecting
the impact of taxes, growth and non-recurring gains on sale. Specifically, peak earnings on a
reported basis were equal to $5.6 million ($2.2 million on a tax adjusted basis) in fiscal 2000 as
income reflected a non-recurring tax benefit upon the Company’s conversion to a taxable entity.
Reported earnings subsequently declined in fiscal 2001 reflecting in part, the impact of taxes.
Earnings in fiscal 2002 and 2003 were supported by non-recurring gains on sale while core
earnings (i.e., reported earnings adjusted to exclude non-recurring items) reported modest

increases over these periods. These trends are described more fully below.
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Net Interest Income

Net interest income steadily increased over the last five fiscal years, primarily
reflecting the benefit of balance sheet growth. Specifically, net interest income increased from
$13.6 million in fiscal 1999 to $19.4 million in fiscal 2003. Measured as a percentage of average
assets, the Company’s net interest margin reflects a downward trend between fiscal 1999 and
2003, declining from 4.47% of average assets to 4.00% of average assets. However, the majority
of the reduction occurred in fiscal 1999 as the Company’s ratio of net interest income to average

assets has fluctuated within a 37 basis point range since fiscal 2000.

The modest decline in the net interest income ratio primarily reflects expanded
mortgage lending, which has lower yields than consumer lending. Moreover, loan yields have
been adversely impacted by the high prepayment rates, particularly on higher coupon loans.
Additionally, some of the residential ARMs had low initial “teaser” rates which provided a
limited spread compared to the cost of funds. Also, the Company’s cost of funds is relatively
high as the growth objectives were realized through highly competitive pricing on selected

deposit accounts.

The Company spreads registered improvement since fiscal 2001 (see Exhibit I-4),
increasing from 3.38% in fiscal 2001, to 3.94% and 3.96% in fiscal 2002 and fiscal 2003,
respectively. The improvement in ACFC’s spreads is primarily the result of a reduction in the
Company’s cost of funds, from 5.11% in fiscal 2001, to 2.95% in fiscal 2003, which was
partially offset by a 158 basis point reduction in the Company’s asset yields over the

corresponding time frame.

Loan Loss Provisions

Provisions for loan losses have historically reflected the large balance of consumer
loans, particularly automobile loans which resulted in a high level of chargeoffs. Loan loss
provisions have remained relatively high subsequent to the Charter Conversion and shift in
lending strategy reflecting: (1) the high growth in total loans, including income producing
property loans; and (2) the Company’s limited experience historically with respect to income
producing property lending and the higher risk profile of such lending. Additionally, recent loan

loss provisions also reflect the increase in NPAs, including reserves allocated to specific problem
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loans included in the balance of classified assets. Going forward, the Company will continue to
evaluate the adequacy of the level of general valuation allowances (“GVAs”) on a regular basis,
and establish additional loan loss provisions in accordance with the Company’s asset
classification and loss reserve policies. For the 12 months ended December 31, 2003, loan loss

provisions totaled $4.2 million, or 0.87% of average assets.

Non-Interest Income

Non-interest income for the most recent 12 months totaled $4.9 million, or 1.01% of
average assets, primarily reflecting fee income generated through: the Company’s deposit
accounts, including various service and non-sufficient fund (“NSF”) charges and interchange
fees; and ATM related fees, reflecting foreign transactions at its ATMs and interchange income

resulting from the Company’s customers utilizing foreign ATMs.

The Company sold its credit card portfolio with a principal balance of approximately
$13.0 million for a $2.6 million gain, which is reflected as a non-operating income item for
purposes of this analysis. In the future, ACFC expects that interchange income (and expenses)

will diminish as a result of the sale of this portfolio.

Operating Expenses

Prior to the Charter Conversion, the Company had a relatively high level of operating
expenses, reflecting a comparatively greater number of labor intensive transaction accounts and
smaller consumer loans. Since the Charter Conversion, operating expenses have increased at a
relatively rapid pace, in part reflecting the additional compensation, marketing, and other costs
related to the growth and expansion plans. In particular, operating costs have increased as a
result of the costs related to the acquisition of branches and the related staffing costs.
Additionally, the Company has incurred expenses as it sought to resolve problem assets
(including the related litigation costs) and bolster its staff and credit administration processes and
procedures in response to the Resolution adopted in May 2003. As a result, operating expenses
increased from $11.1 million in fiscal 1999, to $15.9 million for fiscal 2003. However, the
Company’s relatively faster balance sheet growth has diminished the operating expense ratio,
which declined from 3.64% of average assets in fiscal 1999, to 3.28% in fiscal 2003.




RP®F inancial, LC.
Page 1.15

Operating expenses are expected to increase on a post-offering basis as a result of the
expense of the stock-related benefit plans and the costs related to operating as a public company.
At the same time, continued balance sheet growth and reinvestment of the offering proceeds

should at least partially offset the anticipated expense increase.

Non-Operating Income/Expense

Non-operating income and expense items have been a significant factor in the
Company’s operations. In this regard, gains on the sale of loans have been the most significant
contributor to the Company’s non-operating revenues reflecting the impact of the sale of the
credit card portfolio in fiscal 2003. Other significant non-operating items include gains on the
sale of investments in fiscal 2002. The gains on the sale of loans and investments are primarily
interest rate related and/or are otherwise a one-time event (such as the sale of the credit card
portfolio which reflects the termination of a business line). For the 12 months ended December
31, 2003, net non-operating income totaled $2.6 million, equal to 0.54% of average assets. From

a valuation perspective, we will give less weight to non-recurring gains.

Taxes

Prior to fiscal 2000, ACFC incurred no tax liabilities due to its exempt status as a
credit union. Following the Charter Conversion, the Company became subject to standard
taxation, which approximated a combined federal and state tax rate of 35% for the most recent

fiscal year.

Efficiency Ratio

The Company’s efficiency ratio improved since fiscal 2000, from 69.96% to 65.41%
in fiscal 2003, as balance sheet growth offset operating expense growth, Important from a core
earnings perspective, the efficiency ratios ignore the impact of loan loss provisions which have
trended upward in response to both growth of the loan portfolio and an increase in the level of
NPAs. On a post-offering basis, the efficiency ratio may show some slight improvement,

although low reinvestment yields may limit the benefit.
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Interest Rate Risk Management

The primary aspects of the Company’s interest rate risk management include:

» Emphasizing the origination of adjustable rate residential mortgage loans or
hybrid ARMS with repricing frequencies of up to seven years when market
conditions permit;

> Selling a portion of the fixed rate mortgage loans originated based on risk and
profitability considerations;

» Maintaining a diversified loan portfolio which includes loans secured by
commercial real estate and multi-family properties as well as non-mortgage
loans which carry short terms to maturity and/or variable interest rates;

» Improving commercial loan underwriting and administration with the
objective of maintaining strong asset quality (this will limit loan losses and
enable the Company to maintain a high ratio of interest-earning assets);

> Maintaining a balance of cash or short-term investments; and

» Maintaining an acceptable level of capital which provides a favorable level of
interest-earning assets relative to interest-bearing liabilities.

The rate shock analysis as of December 31, 2003 (see Exhibit I-5) reflects a modest
liability sensitive position as the expected change in net portfolio value (“NPV”) under a 200
basis point increase in interest rates was a negative 53 basis points and the post-shock NPV ratio
equaled 14.09%. Accordingly, the Bank possesses a “Minimal” exposure to interest rate risk as
of December 31, 2003. Based on OTS estimates incorporating December 31, 2003 financial data
and market rate information, assuming a positive 200 basis point instantaneous and permanent
rate shock, the Bank’s post-shock NPV ratio fell in the fourth quintile relative to all OTS
regulated thrifts while the change in NPV also put the Company in the fourth quintile. Thus, the
Company’s risk exposure is at the lower end of the range in comparison to other OTS regulated

thrifts.

Overall, the data suggests ACFC’s eamnings would be negatively impacted by rising
interest rates, but to a lesser extent, relative to other OTS regulated institutions. At the same -
time, there are numerous limitations inherent in such analyses, such as the credit risk of

Company’s adjustable rate loans in a rising interest rate environment. Moreover, the
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Company’s interest rate risk exposure is projected to be further reduced following the

completion of the conversion and reinvestment of the net conversion proceeds into interest-

earning assets.

Lending Activities and Strategy

Since the Charter Conversion, the Company has been primarily emphasizing real estate
lending, primarily 1-4 family residential mortgage loans and, to a lesser extent, commercial
mortgage and multi-family mortgage loans. The majority of the Company’s 1-4 family
residential mortgage loans consist of loans which are conforming to agency standards, and the
non-conforming residential loans are conforming but for the loan amount (i.€., jumbo loans). To

a lesser extent, the Company extends consumer loans. Details regarding the Company’s loan

- portfolio composition are included in Exhibits I-6, I-7 and I-8.

Residential Lending

As of December 31, 2003, residential mortgage loans approximated $237.9 million,
or 53.9% of total loans. ACFC originates both fixed rate and adjustable rate 1-4 family mortgage
loans. The Company’s general philosophy is to seek to originate adjustable rate loans and/or
shorter-term fixed rate mortgage loans for portfolio (hybrid loans with a fixed rate of up to 7
years initially) when competitive and market conditions permit. The Company also originates
longer term fixed rate loans and may either place such loans into portfolio or sell them on a
servicing released basis, depending upon various considerations which include an assessment of
the interest rate risk exposure of holding the loans. ACFC has recently been originating longer
term fixed rate loans for portfolio with the objective of maintaining overall yields and

profitability.

The repricing of ARM loans is tied to a variety of indexes primarily including the
U.S. Treasury rate and LIBOR. Depending on the type of loan, there are a variety of periodic
and lifetime rate caps which are generally structured based on the conditions prevailing in the

competitive market.

ACFC originates one-to-four family loans up to a loan-to-value (“LTV”) ratio of

97%, with private mortgage insurance (“PMI”) being required for loans in excess of an 80.0%
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LTV ratio. Substantially all of the 1-4 family mortgage loans originated or purchased by the

Company are secured by residences in the Company’s markets in Georgia and Florida.

As a complement to 1-4 family permanent mortgage lending, the Cbmpany also
offers home equity loans including fixed rate amortizing term loans and variable rate lines of

credit tied to the Prime rate.

Multi-Family and Commercial Mortgage Lending

Commercial real estate and multi-family loans totaled $64.0 million, equal to 14.5%
of total loans. Commercial real estate and multi-family loans originated by ACFC are extended
up to a loan-to-value (“LTV”) ratio of 75% and carry adjustable rates with amortization periods
generally ranging from 20 to 30 years, and a minimum debt service coverage of 1.2 times. The
Company’s fixed rate product, which comprises the largest portion of ACFC’s loan origination
volumes historically, have typically been originated with five or ten year call provisions and
priced at a premium to the rate of the U.S. Treasury of corresponding maturity. Prepayment
penalties are frequently incorporated into the loan agreements to discourage prepayment within
the first several years of the loan. Adjustable rate loans typically consist of loans which are fixed

for the first five years and reprice annually thereafter.

The typical commercial or multi-family loans that the Company seeks to originate or
purchase has a principal balance in the range of $500,000 to $1.5 million, but may be larger,
particularly if the loan is well-collateralized or extended to a very credit-worthy borrower. Such
loans are typically collateralized by local properties (within the Company’s normal lending
territory), consisting primarily of small office buildings, family-type business establishments and
apartment buildings. The Company’s commercial real estate and multi-family loan portfolio has
exhibited relatively strong growth since the Charter Conversion and has grown proportionally to
total loans. Furthermore, management has targeted the portfolio for future growth, both in dollar

terms and as a percentage of the loan portfolio.

Construction Loans

Construction loans comprised the balance of the Company’s mortgage loan portfolio,

amounting to $30.6 million (6.9% of total loans) at December 31, 2003. While the Company
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was for several years an active participant in commercial construction lending, ACFC has largely

ceased such lending and is primarily focused on residential construction lending.

Residential construction loans will continue to be offered by the Company in the
future, generally for the construction of pre-sold homes, which typically convert into permanent
loans at the end of the construction period. The Company requires an 80% LTV ratio for
construction loans on owner occupied homes. ACFC may lend to builders for “spec” homes but
in such cases, will require a LTV ratio of 80% or less. In this regard, the Company is seeking to
participate in the significant residential construction business in prevailing in the Jacksonville
area. The Company’s builder loan portfolio is typically limited to small to mid-sized dévelopers,
and the Compény seeks to limit the exposure to any one builder to approximately five houses

under construction at any one time.

Non-Mortgage 1oans

ACFC originates non-mortgage loans, including commercial and consumer loans
(excluding mortgage-based home equity loans which totaled $38.8 million), which in the
aggregate, totaled $70.4 million as of December 31, 2003 (15.9% of total loans). The majority
of ACFC’s non-mortgage loans consist of consumer loans including primarily auto loans,
personal credit lines, and other miscellaneous consumer loans. The current consumer loan
portfolio reflects its credit union roots but the portfolio balance has diminished by more than
50% over the last three years as ACFC has focused its lending efforts on mortgage loans, as they
are perceived to be more profitable. Moreover, shrinkage has been facilitated by the sale of the
majority of the credit card portfolio with a balance of $13.0 million for a $2.7 million gain in
fiscal 2003. While the Company will continue to offer consumer loans in the future, the

portfolio is expected to diminish in proportion to total loans.

In the past, the Company occasionally extended commercial loans, leases, working
capital lines of credit, loans for equipment and loans for other business purposes. Such loans are
typically extended to accommodate existing customers. As of December 31, 2003, the portfolio
of commercial non-mortgage loans totaled $2.6 million. A portion of the commercial loans in

the Company’s portfolio were acquired with branches purchased over the last several years. The
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Company is precluded from making non-mortgage commercial loans until at least the next

regulatory examination by the Resolution.

Loan Originations, Purchases and Sales

The Company’s 1-4 family mortgage loan originations will primarily come from the
following: (1) internal loan originations generated through direct solicitation by the Company’s
business development officers or by referrals through ACFC’s branches or presence on the
Internet; (2) loan brokers; and (3) whole loan participation purchases from other lenders
(primarily within the Company’s normal lending territory). The Company also periodically
evaluates the purchase of 1-4 family residential mortgage loan pools from various secondary
market sources. Such loans may be comprised of loans both within and outside the Company’s
primary market.

The Company also employs a staff of 4 commercial loan officers who originate the
majority of the Company’s commercial and multi-family mortgage loan volume in fiscal 2003.
ACFC may also utilize loan brokers to acquire commercial and multi-family mortgage loans

from time-to-time or may purchase participation interests from other lenders.

Consumer loans are primarily extended to provide a full range of services to customers
and are originated by in-house staff. Such loans are primarily evaluated utilizing statistical credit

scoring models to evaluate the borrowers creditworthiness.

Exhibit I-9, which shows the Company’s recent data regarding loan originations,
repayments and sales, highlights ACFC’s emphasis on mortgage lending. The Company’s loan
diversification efforts are evidenced by the multi-family, commercial mortgage and construction
loan level, which totaled $56.5 million, or 25.9% of all loan originations in fiscal 2003.
However, residential mortgage loan originations comprised the bulk of all loan originations,
totaling $111.6 million (51.3% of total originations). Moreover, the Company has been an active
loan purchaser acquiring $34.7 million of loans (primarily adjustable rate 1-4 family mortgages)

in the most recent fiscal year.
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Asset Quality

The Company’s asset quality has historiéally reflected a moderate level of delinquency,
primarily in the consumer loan portfolio, but ACFC has recently experienced deterioration in its
asset quality ratios as reflected in the increasing level of NPAs and classified assets experienced
over the last several years. Moreover, reserve coverage in relation to non-performing loans has
also declined. Such trends are reflected in the data in Exhibit I-10, which shows that the balance
of NPAs has increased, from $1.6 million, equal to 0.52% of assets in fiscal 1999, to $8.6
million, equal to 1.73% of assets at the end of fiscal 2003. As of December 31, 2003, classified
assets totaled $19.9 million, equal to 4.0% of assets, which reflects a 652.0% increasé from the
prior fiscal year end. While the balance of NPAs has been increasing, reserve coverage as a
percent of non-performing loans has diminished, from 310.23% at the end of fiscal 1999 to
87.13% as of the end of fiscal 2003 (see Exhibit I-11).

The increase in nonperforming loans and impaired loans primarily consists of a few large
commercial real estate loans for which management has identified significant concerns about the
borrowers’ ability to repay the loans in accordance with the original terms of the loans. In this
regard, the amount of allowance for loan losses allocated to individual loan relationships
increased significantly during 2003 from $1.6 million at December 31, 2002 to $4.0 million at
Decernb_er 31, 2003.

Approximately $2.6 million or 40% of the allowance for loan losses balance has been
allocated to an individual problem loan relationship as of December 31, 2003. The outstanding
loan balance for this loan relationship is approximately $4.8 million as of December 31, 2003.
ACFC has identified significant concerns about the borrower’s ability to pay according to the

original loan terms as a result of poor operating results and insufficient cash flows.

At December 31, 2003, the Company owned an interest in lease pools with an
outstanding balance of approximately $1.0 million, net of approximately $150,000 of the
allowance for loan losses which has been allocated to these leases. The seller of the leases has
declared bankruptcy and the Company does not expect to recover any funds from this source.
The Company has filed claims against the insurance company which had issued surety bonds in

connection with the leases while the insurance company has filed suit against the seller of the
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leases as well as ACFC. The outcome of this matter is uncertain but the Company has incurred
significant expense in connection with these assets over the last several years. Legal costs
incurred on this matter were $447,000 and $500,000 for 2002 and 2003, respectively.

Management continues to vigorously pursue collection on the surety bonds.

In addition to these specific asset quality problems, we believe there are several other risk
factors with respect to the Company’s asset quality. First, a significant element of growth within
the loan portfolio has consisted of loans secured by commercial and multi-family properties.
The performance of such loans tends to be highly correlated to the strength of the local economy
including the real estate markets, all of which have been very strong in the Company’s markets
through the last several years. Accordingly, in the event of a market downturn, loan portfolio
quality may likely diminish more rapidly in comparison to other local lenders. The second risk
factor-pertains-to-the limited seasoning of a large portion of the loan portfolio. As reflected in
Table 1.1, the balance of loans receivable has increased by $169 million, or by 63% since the end
of fiscal 1999. The limited seasoning of the portfolio is important since asset quality problems in
mortgage loans often do not initially arise within the first several years following origination.
Moreover, many of the loans originated recently have had relatively large balances (see the
discussion regarding specific asset quality problems above), which concentrates the Company’s

credit risk exposure in the event of delinquency of even a small number of large loans.

Funding Composition and Strategy

As of September 30, 2003, the Company’s assets were funded primarily with deposits,
and, to a lesser extent, borrowings and equity (see Exhibits I-12, I-13 and 1-14). The Company’s

deposit services cater to primarily individuals rather than commercial businesses.

Deposits

Local retail deposits have consistently addressed the substantial portion of ACFC’s
funding needs, with core deposits in the form of non-interest bearing checking, passbook
accounts, and money market deposit accounts comprising the majority of deposits. In the
aggregate, these accounts totaled $179.8 million, or 45.8% of total deposits as of December 31,
2003. At this same date, CDs accounted for approximately 54.2% of deposits. Approximately
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70% of CDs had remaining maturities of one year or less. Large balance CDs (i.e. balances
greater than $100,000), which tend to be more rate sensitive than lower balance CDs, accounted
for $56.5 million, or 14.4% of deposits, at September 30, 2002.

Borrowings

Borrowings have been utilized primarily as a supplemental funding source to fund
lending and investment security activity. As of December 31, 2003, borrowed funds consisted of
$70.0 million of Federal Home Loan Bank (FHLB) advances. Maturities on ACFC’s portfolio of
borrowed funds extend out to as long as 10 years (2014). Borrowed funds have been employed
both as a liquidity management tool (i.e., to bolster funds when deposits fall short of the
Company’s requirements), as an earnings tool (i.e., to increase interest-earning assets through
leverage), and as an interest rate risk management tool (i.c., a means of locking in longer term
funds). The Company will continue to utilize borrowings as a supplemental funding source in

the future, generally for these same purposes.

Subsidiaries
At December 31, 2003 ACFC did not have any subsidiaries other than the Bank and First

Community Financial Services, Inc., an inactive wholly-owned subsidiary of ACFC.

Legal Proceedings
7 Other than the routine legal proceedings that occur in the Company’s ordinary course of
business, the Company is not involved in litigation which is expected to have a material impact

on the ACFC’s financial condition or operations.
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II. MARKET AREA

Introduction

ACFC currently conducts operations through its main office in Waycross, Georgia, and a
total of 13 additional branch offices which cover a broad section of southeastern portions of the
State of Georgia and northeastern sections of the State of Florida. Specifically, the northernmost
office is located in Garden City, Georgia, near the City of Savannah, and the branch network
extends to the Orange Park and Lake City offices in northeast Florida, which are outside the City
of Jacksonville. Certain of the locations reflect, in part, the credit union roots and the iocation of
CSX Corporation’s operations, and reflect several prior acquisitions (credit unions and bank

branch acquisitions).

Important from the perspective of this analysis, the Company’s offices, deposits and
lending activities are concentrated in two areas including Waycross, Georgia (Ware County)
where the headquarters office as well as one branch are located, and in Jacksonville (Duval
‘Count);) ‘where five branches are situated, and which has been an area of growth for the
Company which has purchased 3 branches in Jacksonville over the last several years. Overall,
approximately three-quarters of the Company’s deposits were in these two markets as of June 30,
2003. Given this regional concentration, the regional economic and demographic trends for the

Waycross, Georgia and Jacksonville markets have been the focus of the analysis set forth herein.

A map reflecting the broad geographic coverage of ACFC’s offices as well as the relative

concentration of offices in the Waycross and Jacksonville markets is set forth below.
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Future growth opportunities for ACFC depend on the growth and stability of the regional
economy, demographic growth trends, and the nature and intensity of the competitive
environment. These factors have been briefly examined in the following pages to help determine
the growth potential that exists for the Company and the relative economic health of ACFC’s
market area. The growth potential and the stability provided by the market area have a direct
bearing on the market value of the Company, and will be factored into our valuation analysis

accordingly.
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Local and Regional Market Conditions

Economic Overview — Ware County, Georgia

Ware County is a primarily rural area with a population estimated at 35,000, less than
15,000 of who lived in the City of Waycross. The economy of the market area is based on
manufacturing, transportation and service industries and agriculture. The transportation sector is
dominated by CSX Transportation, which employs more than 1,500 workers at its “Hump Yard”
in Waycross, which is essentially serves as a major southeastern switching yard and service
center for the CSX Railroad. Many of the smaller manufacturing industries and other employers
in Waycross and the surrounding area are related to the town’s location at a major regional rail
hub for CSX Transpiration and ready access to major highways (Waycross is at the junction of
U.S. Routes 1, 82 and 84, which provide easy access to major interstate routes including I-95 and
I-75). Farm products produced in Ware County and the surrounding area primarily include
blueberries, tobacco and cotton as well as livestock, including cattle and hogs. Importantly,
Ware County is a relatiVely small market with limited growth trends. Thus, the Company has
been seeking to expand its market into larger more growth oriented markets such as Duval

County, Florida, which is described below.

Economic Overview — Duval County, Florida

Jacksonville’s economy has historically been tied to the military and defense
industries, primarily the Navy, and has realized strong growth since the beginning of World War
II. As aresult of the mild climate, the location on the ACFC of Florida, and relatively low cost
of living in comparison to many areas of southern Florida has attracted many retirees and the
surrounding area has a significant tourism industry. Moreover, many other businesses including
banks and financial services companies have transformed Jacksonville into a regional financial
center in the southeastern U.S. These characteristics, coupled with growth of the Port of
Jacksonville into the 14™ largest port in the U.S. have all contributed to growth of the

Jacksonville area economy.
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Market Area Demographics

Table 2.1 includes detailed information regarding the demographic trends for the
Company’s market area counties from 2000 to 2003 and projected through 2008. Data for the
State of Georgia and Florida is included for comparative purposes. The shows a wide diversity
of size and growth levels for the markets served by ACFC. In this regard, the Ware County
market (Waycross) where the Company maintains approximately one-third of its deposits, is
relatively small (total population approximating 35,000) and has actually been shrinking in terms
of its total population base over the last decade. While the Company’s other markets in Georgia
(Chatham County and Coffee County) are larger in terms of the overall popuiation and
household levels, the Company’s retail presence in these markets is relatively limited (they

represented 4.3% and 3.3% of the Company’s total deposits as of June 30, 2003.

At the same time, the rationale for targeted expansion into larger more vibrant markets
is clearly evidenced in the data as Duval County, Florida (i.e., the Jacksonville market)
represents a comparatively huge market (816,000 residents and 1.1 million residents in the
Jacksonville MSA) which has been growing relatively rapidly (by almost 20% since the:
beginning of the last decade). Likewise, the other Florida markets in Clay and Columbia
Counties where the Company maintains office facilities have experienced favorable growth

trends, which the Company will seek to exploit in the future.

Income characteristics for the Company’s markets are also reflected in the data set
forth in Table 2.1. Generally, ACFC’s markets in Georgia are in rural and/or less prosperous
regions of the state, which is reflected in the comparatively moderate income levels as measured
by average household income, median household income and per capita income. Specifically,
the median household and per capita income in Ware County equaled $31,124 and 16,766,
respectively, as of 2003, which falls 35% and 32% below the state aggregate, respectively.
While income levels in the Company’s other Georgia markets are higher than Ware County, they

too fall below the Georgia aggregate level.

By comparison, income levels in Duval County where the Company is seeking to

grow are relatively comparable to the Florida aggregate. In this regard, the median household
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Table 2.1
Atlantic Coast Financial Corporation
Summary Demographic Information

Year Growth Rate

Population (000) 000 2003 2008 2000-2003  2003-2008
United States 281,422 291,629 309,303 1.2% 1.2%
Georgia 8,186 8,813 9,955 2.5% 2.5%
Chatham County 232 236 242 0.6% 0.5%
Coffee County 37 39 43 1.7% 1.8%
Ware County 35 35 35 -0.3% -0.3%
Households (000
United States 105,480 109,362 117,074 1.2% 1.4%
Georgia 3,006 3,233 3,672 24% 2.6%
Chatham County 90 92 95 0.8% 0.7%
Coffee County 13 14 16 1.9% 2.0%
Ware County 13 13 13 -0.1% -0.1%
Median Household income ($)
United States $42,729 $46,615 $54,319 2.9% 3.1%
Georgia 43,201 48,001 57,317 3.6% 3.6%
Chatham County 38,020 42,626 50,135 3.9% 3.3%
Coffee County 31,329 34,239 39,305 3.0% 2.8%
Ware County 28,487 31,124 34,711 3.0% 2.2%
Per Capita Income - _($)
United States $21,587 $24,733 - 4.6% N/A
Georgia 21,154 24,628 - 5.2% N/A
Chatham County 21,152 25,207 — 6.0% N/A
Coffee County 15,530 18,254 — 5.5% N/A
Ware County 14,384 16,766 - 5.2% N/A

Less Than  $25,000to $50,000-  $100,000 to
2003 HH Income Dist.(%) $25.000 50,000 $100.000 $150,000 $150,000+
United States 25.5 27.8 30.5 13.1 3.2
Georgia 245 275 316 10.1 6.3
Chatham County 30.1 27.8 28.0 8.0 6.2
Coffee County 36.3 324 23.4 4.4 34
Ware County 41.2 30.8 224 37 1.8
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Population (000)

United States
Florida

Clay County
Columbia County
Duval County

Households (000)

United States
Florida

Clay County
Columbia County
Duval County

Table 2.1
Atlantic Coast Financial Corporation
Summary Demographic Information

Median Household income ($}

United States
Florida

Ciay County
Columbia County
Duval County

Per Capita Income - _($)

United States
Florida

Clay County
Columbia County
Duval County

2003 HH Income Dist.(%)

United States
Florida

Clay County
Columbia County
Duval County

Source: ESBI.

Year Growth Rate
2000 2003 2008 2000-2003  2003-2008
281,422 291,629 309,303 1.2% 1.2%
156,982 16,996 18,700 2.1% 1.8%
141 153 173 2.8% 2.5%
57 60 66 1.9% 1.9%
779 816 871 1.6% 1.3%
105,480 109,362 117,074 1.2% 1.4%
6,338 6,729 7,452 2.0% 2.1%
50 55 63 2.9% 2.8%
21 22 25 2.2% 22%
304 318 342 1.6% 1.4%
$42,729 $46,615 $54,319 2.8% 3.1%
39,303 42,332 48,611 2.5% 28%
49,106 52,412 59,302 2.2% 2.5%
31,048 33,473 37,782 2.5% 2.5%
41,116 44,061 50,254 2.3% 27%
$21,587 $24,733 -—- 4.6% N/A
21,557 24,118 — 3.8% N/A
20,868 22,903 — 3.2% N/A
14,598 16,583 - 4.3% N/A
20,753 23,046 - 3.6% N/A
Less Than  $25,000 to $50,000-  $100,000 to
$25.000 50,000 $100.000 $150,000 $150,000+
255 27.8 30.5 13.1 3.2
27.8 30.5 28.7 7.9 5.