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RP® FINANCIAL, LC.
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Boards of Directors

Atlantic Coast Federal MHC
Atlantic Coast Federal Corporation
Atlantic Coast Bank

5035 Haines Avenue

Waycross, Georgia 31501

Members of the Boards of Directors:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal™) of the estimated pro forma market value of the common stock to be issued by
Atlantic Coast Federal Corporation, Waycross, Georgia (“ACFC” or the “Company”) in
connection with the mutual-to-stock conversion of Atlantic Coast Federal MHC (the “MHC”).
The MHC currently has a majority ownership interest in, and its principal asset consists of,
approximately 63.82% of the common stock of ACFC (the “MHC Shares™), the mid-tier holding
company for Atlantic Coast Bank, Waycross, Georgia (the “Bank™). The remaining 36.18% of
ACFC’s common stock is owned by public stockholders. ACFC, which completed its initial
public stock offering in October 2004, owns 100% of the common stock of the Bank. It is our
understanding that ACFC will offer its stock, representing the majority ownership interest held
by the MHC, in a subscription offering to Eligible Account Holders, Supplemental Eligible
Account Holders and Other Members. To the extent that shares remain available for purchase
after satisfaction of all subscriptions received in the subscription offering, the shares may be
offered for sale in a community offering to members of the local community and the public at
large.

This Appraisal is fumished pursuant to the requirements of the Code of Federal
Regulations 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"™), which have been adopted in
practice by the Federal Deposit Insurance Corporation (“FDIC™).

Plan of Conversion and Stock Issuance

On May 7, 2007, the respective Boards of Directors of the MHC, the Company and the
Bank adopted a Plan of Conversion and Reorganization (the “Plan of Conversion™), pursuant to
which the mutual holding company will convert to the stock form of organization. Pursuant to
the Plan of Conversion, (1) the MHC will convert to stock form, (ii) the MHC and the Company
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will merge into the Bank and the Bank will become a wholly owned subsidiary of a newly
chartered stock company (the “Company”), (i11) the shares of common stock of the Company
held by persons other than the MHC will be converted into shares of common stock of the
Company pursuant to an exchange ratio designed to preserve the percentage ownership interests
of such persons, and (iv) the Company will offer and sell shares of its common stock to certain
depositors of the Bank, residents of Bank’s local community and shareholders of the Company
and others in the manner and subject to the priorities set forth in the Plan of Conversion. As of
June 8, 2007, the MHC’s ownership interest in ACFC approximated 63.82%. The Company will
also issue shares of its common stock to the public stockholders of ACFC pursuant to an
exchange ratio that will result in the public shareholders owning the same aggregate percentage
of the newly issued ACFC common stock as owned immediately prior to the conversion. As of
June 8, 2007, the public stockholders’ ownership interest in ACFC approximated 36.18%.

RP® Financial, LC,

RP® Financial, LC. (“RP Financial”) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterpriscs and securities, including the pro forma valuation for savings
institutions converting from mutval-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, 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 stock conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of ACFC, the
Bank and the MHC, including the prospectus as filed with the OTS and the Securities and
Exchange Commission (“SEC™). We have conducted a financial analysis of ACFC, the Bank
and the MHC that has included a review of audited financial information for fiscal years ended
December 31, 2002 through 2006, a review of various unaudited information and internal
financial reports through March 31, 2007, and due diligence related discussions with ACFC’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 counsel;
and Ryan Beck and Company, ACFC’s marketing advisor in connection with the stock offering.
All assumptions and conclusions set forth in the Appraisal were reached indcpendently 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 ACFC operates and
have assessed ACFC’s relative strengths and weaknesses. We have kept abreast of the changing
regulatory and legislative environment for financial institutions and analyzed the potential
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impact on ACFC and the industry as a whole. We have analyzed the potential effects of the
stock conversion on ACFC’s operating characteristics and financial performance as they relate to
the pro forma market value of ACFC. We have analyzed the assets held by the MHC, which will
be consolidated with ACFC’s assets and equity pursuant to the completion of conversion. We
have reviewed the economic and demographic characteristics of the Company’s primary market
area. We have compared ACFC’s financial performance and condition with selected publicly-
traded thrifts in accordance with the Valuation Guidelines, as well as all publicly-traded thrifts
and thrift holding companies. We have reviewed the current conditions in the securities markets
in general and the market for thrift stocks in particular, including the market for existing thrift
issues, initial public offerings by thrifts and thrift holding companies, and second-step
conversion offerings. We have excluded from such analyses thrifts subject to announced or
rumored acquisition, and/or institutions that exhibit other unusual characteristics.

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

Our appraised value is predicated on a continuation of the current operating environment
for ACFC and for all thrifts and their 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 value of
ACFC’s stock alone. It is our understanding that there are no current plans for selling control of
ACFC following completion of the second-step stock offering. To the extent that such factors
can be forescen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which ACFC’s common
stock, immediately upon completion of the second-step stock 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.

Valuation Conclusion

It is our opinion that, as of June 8, 2007, the estimated aggregate pro forma valuation of
the shares to be issued in the conversion of the MHC, including: (1) newly-issued shares
representing the MHC’s ownership interest in ACFC, and (2) exchange shares issued to existing
public shareholders of ACFC, was $235,024,420 at the midpoint, equal to 23,502,442 shares at a
per share value of $10.00. The resulting range of value pursuant to regulatory guidelines and the
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corresponding number of shares based on the Board approved $10.00 per share offering price is
set forth below.

Exchange Shares

Offering Issued to the Exchange
Total Shares Shares  Public Shareholders Ratig

Shares x)
Supermaximum 31,081,980 19,837,500 11,244,480 227273
Maximum 27,027,808 17,250,000 9,777,808 1.97628
Midpoint 23,502,442 15,000,000 8,502,442 1.71851
Minimum 19,977,076 12,750,000 7,227,076 1.46073
Distribution of Shares
Supermaximum 100.00% 63.82% 36.18%
Maximum 100.00% 63.82% 36.18%
Midpoint 100.00% 63.82% 36.18%
Minimum 100.00% 63.82% 36.18%
Aggregate Market Value(l)
Supermaximum $310,819,800  $198,375,000 $112,444,800
Maximum 270,278,080 172,500,000 97,778,080
Midpoint 235,024,420 150,000,000 85,024,420
Minimum 199,770,760 127,500,000 72,270,760

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

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange the public shares for newly issued shares of ACFC stock as
a fully converted company. The Board of Directors of the MHC has independently determined
the exchange ratio. The determined exchange ratio has been designed to preserve the current
aggregate percentage ownership in ACFC equal to 63.82% as of March 31, 2007. The exchange
ratio to be received by the existing minority shareholders of ACFC will be determined at the end
of the offering, based on the total number of shares sold in the subscription and community
offerings. Based upon this calculation, and the valuation conclusion and offering range
concluded above, the exchange ratio would be 1.46073 shares, 1.71851 shares, 1.97628 shares
and 2.27273 shares of newly issued shares of ACFC stock for each share of stock held by the
public shareholders at the minimum, midpoint, maximum and supermaximum of the offering
range, respectively. RP Financial expresses no opinion on the proposed exchange of newly
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issued Company shares for the shares held by the public stockholders or on the proposed
exchange ratio.

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 conversion will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the estimated pro forma market value
thereof. The appraisal reflects only a valuation range as of this date for the pro forma market
value of ACFC immediately upon issuance of the stock and does not take into account any
trading activity with respect to the purchase and sale of common stock in the secondary market
following the completion of the second-step offering.

RP Financial’s valuation was based on the financial condition, operations and shares
outstanding of ACFC as of March 31, 2007, the date of the financial data included in the
prospectus. The proposed exchange ratio to be received by the current public stockholders of
ACFC and the exchange of the public shares for newly issued shares of ACFC common stock as
a full public company was determined independently by the Boards of Directors of the MHC,
ACFC and the Bank. RP Financial expresses no opinion on the proposed exchange ratio to
public stockholders or the exchange of public shares for newly issued shares.

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 1o the purchase or sale of any securities. RP Financial maintains a
policy which prohibits RP Financial, its principals or employees from purchasing stock of its
client institutions.
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This 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 financial performance and condition of ACFC, management policies, and current conditions
in the equity markets for thrift shares, both existing issues and new issues. 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 for financial institutions, 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 rclease of the update. The valuation will also be
updated at the completion of ACFC’s stock offering.

Respectfully submitted,

RP® FINANCIAL, LC.

o P

es P. Hennesscy
Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Atlantic Coast Bank (the “Bank™) is a federally-chartered stock savings bank which
conducts operations through its main office in Waycross, Georgia, and a total of 12 additional
full service 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, ncar 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 varicty of alternative delivery mechanisms, including 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 northcast 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 10 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

authority, as evidenced in the growth of permanent residential mortgages and commercial and
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multi-family loans (“income producing property loans”), while continuing to expand its branch

office network through de novo branching.

Since the Charter Conversion, the Bank has becn 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
Federal Deposit Insurance Corporation (“FDIC™).

Atlantic Coast reorgamzed 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.

In October 2004, the Company completed a minority stock issuance, selling a minority
ownership position (i.c., 40% of the total outstanding shares) to the public while the MHC
retained a majority ownership interest (60% ownership). Gross proceeds raised in pursuant to
the minority stock issuance totaled $58.2 million. The most significant asset of the Company is
its equity investment in the Bank; in addition, the Company has e¢xtended a loan to the Bank’s
employee stock ownership plan (“ESOP”). As of March 31, 2007, the Company had $886.2
million in assets, $594.2 million in deposits and total equity of $90.0 million, or 10.15% of total

assets. The Company’s audited financial statements arc included by reference as Exhibit I-1.

Plan of Conversion and Reorganization

On May 7, 2007 the Company announced that the Boards of Directors of the MHC, the
Company and the Bank unanimously adopted a Plan of Conversion and Reorganization (the
“Plan of Conversion”), pursuant to which the organization will convert from the two-tier mutual
holding company structure to the full stock holding company structure and undertake a second-
step conversion. In the second-step conversion, the Company will sell shares of common stock
in an offering (the “Second Step Conversion” or the “Offering™) that will represent the

ownership interest in ACFC currently owned by the MHC. As of June 8, 2007, the MHC’s
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ownership interest in ACFC approximated 63.82%. The Company will also issue shares of its
common stock to the public stockholders of ACFC pursuant to an exchange ratio that will result
in the public sharcholders owning the same aggregate percentage of the newly issued ACFC
common stock as owned immediately prior to the conversion. As of June 8, 2007, the public

stockholders’ ownership interest in the Company approximated 36.18%.

Purpose of the Reorganization

A key component of the Company’s business plan is to complete a Second Step
Conversion offering. In particular, the additional cquity capital raised in the Second Step
Conversion will increase the capital level to support further expansion, improve the overall
competitive position of ACFC in the local market area, enhance profitability and reduce interest
rate risk. Importantly, the additional equity capital raised in the conversion will provide a larger
capital cushion for continued growth and diversification in the regional area, as well as increase
the lending capability. Future growth opportunities are expected through the current branch
network as well as through de novo branching. 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 MHC structure has limited the opportunity to acquire other institutions —
so the Second Step Conversion should facilitate the Company’s ability to pursue such
acquisitions through increased capital as well as the ability to use common stock as merger
consideration. Further, the Second Step Conversion will increase the public ownership, which is
expected to improve the liquidity of the common stock. The increased capital should facilitate
the ability of the Company 1o pursue further diversification of products and services as well as
support recent diversification efforts. An added benefit of the Company’s increased capital will
be the increased regulatory loans-to-borrower limit at the Bank level as the Company seeks to

build commercial account relationships, including some large relationships.

The projected use of stock proceeds is highlighted below.

. The Company. The Company is expected to retain up to 50% of the net
conversion proceeds. At present, Company funds, net of the loan to the
ESOP, are expected to be invested initially into investment securities




RP® Financial LC.
Page 1.4

consistent with the Bank’s current composition (i.e., U.S. Agency
securities and high quality mortgage-related securities with laddered
maturities and durations typically no longer than five years} Over time,
Company funds are anticipated to be utilized for various corporate
purposes, possibly including acquisitions, infusing additional equity into
the Bank, repurchases of common stock, and the payment of regular
and/or special cash dividends.

. The Bank. The balance of the net offering proceeds will be infused into
the Bank. The increase in the Bank's capital will be less, as the amount to
be borrowed by the ESOP to fund a 6% stock purchase will be accounted
for as a contra-equity. Cash proceeds (i.e., net proceeds less deposits
withdrawn to fund stock purchases) infused into the Bank are anticipated
to become part of general operating funds, and are expected to initially be
invested in short-term investments pending longer term deployment, i.e.,
funding lending activities, purchasing MBS and for general corporate
purposes.

Strategic Overview

Throughout much of its corporate history, ACFC’s strategic focus was on serving its
historical credit union field of membership. However, the Charter Conversion was undertaken to
broaden the traditional customer base tied to the CSX corporation with the objective of
enhancing future growth prospects while minimizing the risk exposure related to conducting
businesses with a customer base tied to a single employer. The Company has been generally
successful in diversifying the customer base as a result of deposit growth, particularly in the
Florida market and as a resuit of the purchase of branches and expanded mortgage lending

activities, including both internal originations and purchases.

In summary, following the Charter Conversion, management bcgan to reengineer the
Company’s operations to a commumnity-oriented institution emphasizing service, its local
orientation and a comparatively broader array of commercial and consumer products and
services. Balance sheet growth has been focused on 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
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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 cxpense over 10 years using an accelerated method. The Company will seck
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. In this regard, ACFC has recently opened one new branch offices and will
be opening a second new office shortly while relocating the existing operations of an existing
branch to a new owned facility in a superior location. Additionally, the Company anticipates
that growth opportunities may 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 17.4% and
13.2% respectively, since the end of fiscal 2002. Additionally, the Charter Conversion enhanced
the ability to expand deposits, loans and assets, coupled with the additional capital from the
Minority Stock Issuance have led to earnings growth for the Company, notwithstanding a highly

competitive environment as well as spread compression attributable to a flat yield curve.

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 38% 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
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rate loans. The Company also employs a staff of three commercial loan officers who originated
the majonty of the Company’s commercial and multi-family mortgage loan volume in recent
years. Additionally, ACFC has a credit administration function separate and apart from the loan

origination function with the objective of maintaining the Company’s asset quality.

Retail deposits have consistently served as the primary interest-bearing funding source
for the Company. In recent years, the Company has sought to expand checking and other
transaction accounts in conjunction with the increased emphasis on marketing to commercial
accounts. At the same time, the Company has been required to maintain a large base of
certificates of deposits (“CDs”) and high cost money market accounts in order to generate

sufficient deposit funds to fund loan growth.

The Company utilizes borrowings as a supplemental funding source to facilitate
management of funding costs and interest rate risk. FHLB advances constitute the Company’s
largest source of borrowings; the majority of the Company’s borrowed funds have fixed rates
and have been used to fund both leveraging through investment in securities and whole loans.
Following the Second Step Conversion, the Company may use additional borrowings to facilitate
leveraging of its higher capital position that will result from the stock offering, in which
borrowings would be utilized to fund purchases of investment securities and MBS at a positive
spread to improve earnings and return on equity. To the extent additional borrowings are utilized
by the Company, FHI.B advances would likely continue to be the principal source of such

borrowings followed by reverse repurchase agreements.

The Company’s earnings base is largely dependent upon net interest income and
operating expense levels, as sources of non-interest operating income remain relatively limited,
notwithstanding management’s efforts to increase their levels. The Company’s core earnings
have generally been trending upward as the Company benefited from loan growth funded
through a mix of deposits and borrowed funds. Additionally, earnings increased as a result of the
reinvestment benefit of the proceeds raised in the minority stock issuance completed in fiscal

2004 net of the cost of the stock-related benefit plans.

The post-offering business plan of the Company is expected to continue to focus on

products and services which the Company has recently emphasized. Specifically, the Company
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will continue to be an independent community-oriented financial institution with a commitment
to local real estate and non-mortgage financing with operations funded by retail deposits,
borrowings, equity capital and internal cash flows. In addition, the Company will emphasize
pursuing further diversification into commercial real estate and construction loans, and the
development of broad-based commercial loan and deposit relationships within market

constraints.

Balance Sheet Trends

Growth Trends

Over the last 5 years, the Company has implemented a strategy of growth and
expansion, realized both through internal growth at existing branches as well as through the
acquisition of two offices in Florida in fiscal 2002 and the establishment of a de novo branch in
the most recent fiscal year. The impetus for the balance sheet growth in the 2000 to 2004 period
primarily included a strategic intent to grow and diversify the customer base away from its
traditional credit union membership. More recently, since the minority stock issuance completed
in 2004, the Company has been seeking to grow the balance sheet with the objective of

increasing eamings per share and long-term shareholder vatue.

This growth and expansion strategy is evidenced in the summary balance sheet data
set forth in Table 1.1, which shows that total assets increased 17.43% annually from $447.7
million at the end of fiscal 2002, to $886.2 million as of March 31, 2007. While loans reflect the
greatest increase in dollar terms, investments increased at a faster rate on a percentage basis;
investments and MBS together increased from $28.6 million to $129.4 million, or by 42.6% in
aggregate on a compounded annual basis. The more rapid growth rate for investments is
reflective of the impact of the infusion of the net offering proceeds from the minority stock
issuance completed in fiscal 2004 and subsequent efforts to maintain adequate liquidity as well

as the desire of management to leverage the Company’s strengthened capital position.

The Company’s assets are funded through a combination of deposits, borrowings and
retained earnings. Deposits have always comprised the majority of funding liabilities, increasing

at an annual rate of 12.5% since 2002. Borrowings have also increased at a healthy pace
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reflecting certain asset-liability management strategies and wholesale leveraging opportunities.
In the future, the Company expects to continue to utilize FHLB advances and reverse repurchase
agreements in several ways: (1) as an alternative source of liquidity to fund loan and other
halance sheet growth; and (2) in connection with potential leveraging and/or interest rate risk

management strategies, particularly if the yield curve steepens.

Annual equity growth equaled 21.8% since the end of fiscal 2002, with the expanded
capital base primarily reflecting the impact of retained earnings over the period and the minority
stock issuance completed in fiscal 2004. Since the end of fiscal 2004, capital has decreased from
$98.7 million to $30.0 million which is attributable to dividend payments and stock repurchases
exceeding retained earnings for the period. Coupled with moderate 1o strong balance sheet
growth achieved over the period, the equity-to-assets ratio declined from 15.5% as of the end of
fiscal 2004 to 10.2% as of March 31, 2007. The post-offering equity growth rate is expected to
be impacted by a number of factors including the higher level of capitalization, the reinvestment
of the offering proceeds, the expense of the stock benefit plans and the potential impact of

dividends and stock repurchascs.

Loans Receivable

The Company has been emphasizing real estate secured lending, including primarily
the origination and purchase of 1-4 family residential mortgage loans as well as commercial and
multi-family morigage 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 the majority of the 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 thereafier).
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. The Company typically designates the longer term
fixed rate loans which it intends to sell as “available for sale™ at the time of origination; loans
available for sale totaled $8.4 million as of March 31, 2007. The remaining balance of the

mortgage loan portfolio consists of a mix of loans secured by multi-family and commercial
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properties as well as properties under construction reflecting the Company’s efforts to diversify

the loan portfolic mix.

ACFC’s loan portfolio composition as of March 31, 2007, reflects the emphasis on
mortgage lending and that notwithstanding efforts to increase the commercial and construction
loan portfolios, 1-4 family mortgage loans remain the single largest component of the loan
portfolio.  Specifically, permanent first mortgage loans secured by 1-4 family residential
properties totaled $336.6 million, equal to 52.4% of total loans, while an additional 15.0% of the
portfolio was comprised of home equity loans or lines of credit secured by 1-4 family residential
properties. At the same date, multi-family and commercial real estaie loans and land loans
approximated 15.4% of the loan portfolio while the balance of the loan portfolio consisted of
construction loans (5.2%) and non-mortgage consumer and business loans {12.1% excluding

home equity loans).

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.

As of March 31, 2007, the Company’s portfolio of cash and cash equivalents totaled
$47.3 million, equal to 5.3% of assets, while interest-earning deposits at other financial
institutions totaled $700,000. It is the Company’s current practice to classify all investment
securities (including MBS) as available for sale (“AFS”). As of March 31, 2007, the investment
portfolio totaled $129.4 million, equal to 14.6% of total loans (see Exhibit I-3 for the investment
portfolio composition). MBS comprise the largest segment of the investment portfolio, totaling
$112.1 million, or 12.7% of assets and 81.9% of investment securities, as of March 31, 2007.
The balance of the investment portfolio was comprised of U.S. Government and agency

securities ($14.6 million) and municipal securities ($2.7 million).

No major changes to the composition and practices with respect to the management of

the investment portfolio are anticipated over the near term. The level of cash and investments is
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anticipated to increase initially following Offering, pending gradual redeployment into higher

yielding loans.

Bank Ovwned Life Insurance

As of March 3], 2007, the balance of bank owned life insurance (“BOLI”) totaled
$21.6 million, which reflects a modest increase over the last several fiscal years owing to
increases in the cash surrender value of the policies. The balance of the BOLI reflects the value
of life insurance contracts on selected members of the Company’s management and has been
purchased with the intent to offset various benefit program expenses on a tax advantaged basis.
The increase in the cash surrender value of the BOLI is recognized as an addition to non-interest

income on an annual basis,

Funding Structure

Retail deposits have generally met the substantial portion of the Company’s funding
nceds supplemented with a modest amount of borrowed funds from the Federal Home Loan

Bank of Atlanta and through reverse repurchase agreements.

The Company maintains a strong level of savings and transaction accounts, which
totaled $286.3 million, or 48.2% of total deposits, as of March 31, 2007, however, certificates of
deposits (“CDs™) comprise the single largest segment of deposits and equaled $307.9 million, or
51.8% of total deposits. In comparison, demand deposit, money market and passbook savings
accounts equaled $96.8 million (16.3% of deposits), $147.4 million (24.8% of deposits), and
$42.0 million (7.1% of deposits).

The Company has continually utilized borrowed funds over the last five fiscal years,
with the majority of borrowings consisting of FHLB advances. As of March 31, 2007, FHLB
advances totaled $142.0 million, representing 16.0% of total assets, The Company typically
utilizes borrowings: (1) when such funds are priced attractively relative to deposits; (2) to
lengthen the duration of liabilities; (3) to enhance earnings when attractive revenue enhancement
opportunities arise; and (4) to generate additional liquid funds, if required. Recent growth in

borrowings was attributable to efforts to fund loan growth without relying solely on deposits.
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The other source of borrowings consists of repurchase agreements which totaled $53.5 million,
equal to 6.0% of total assets as of March 31, 2007.

Capital

As a mutual institution, the Company’s equity was primarily impacted by the level of
earnings for the period from fiscal 2002 through the end of fiscal 2004. With the completion of
the minority stock issuance in October 2004, ACFC’s capital was more than doubled and
equaled $98.7 million, or 15.48% of assets as of December 31, 2004. Earnings since year end
2004 have been more than offset by the impact of the Company’s capital management strategies,
including the payment of dividends and share repurchases. As a result, the Company’s equity
had diminished to $90.0 million as of March 31, 2007, reflecting a 4.0% compounded annual
rate of decline since the end of fiscal 2004. Moreover, the capital ratio has diminished at an even
faster pace reflecting the impact of asset growth, as the equity-to-assets ratio which equaled
15.48% as of December 31, 2004, had declined to 10.15% as of March 31, 2007. The Bank
maintained capital surpluses relative to its regulatory capital requirements at March 31, 2007,
and thus qualified as a “well capitalized” institution. The offering proceeds will scrve to further
strengthen the Company’s regulatory capital position and support further growth. As discussed
previously, the post-offering equity growth rate is expected to be impacted by a number of
factors including the higher level of capitalization, the reinvestment of the offering proceeds, the

expense of the stock benefit plans and the potential impact of dividends and stock repurchases.

Income and Expense Trends

Table 1.2 shows the Company’s historical income statements for the fiscal years ended
December 31, 2002 to 2006 and for the twelve months ended March 31, 2007. The Company’s
net earnings have fluctuated, increasing to $4.4 million (0.91% of average assets) in fiscal 2003,
from $3.2 million (0.76% of average assets) in fiscal 2002, primarily as a result significant gains
on the sale of loans reported during the year ($2.6 million of net non-operating income).
However, core earnings, excluding the gains on sale, was in 2 much narrower range of $2.7
million to $3.2 million over the fiscal 2002 to fiscal 2004 timeframe, with the limited earnings

growth resulted from the earnings benefit of comparatively modest loan and asset growth being
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offset by spread compression as loan yields declined at a faster pace than funding costs as many

portfolio loans refinanced in response to the low interest rates prevailing over the period.

The Company reported higher earnings in fiscal 2005 and 2006, with profitability
increasing to $5.0 million (0.71% of average assets) and $5.1 million (0.66% of average assets),
respectively, before declining to $4.6 million equal to 0.59% of average assets for the twelve
months ended March 31, 2007. Increased earnings reported by the Company for the fiscal 2005
to fiscal 2006 period, is both the result of the reinvestment benefit of the proceeds raised in the
minority stock issuance net of the cost of the stock-related benefit plans and balance sheet
growth achieved over the last two fiscal years since the ACFC completed its minority stock
issuance. Specifically, the Company benefited from growth on both a retail basis (i.e., loans and
deposits) and wholesale basis (i.e., investment securities and borrowed funds). Core earnings
followed the same trend as non-recurring income and expenses have typically been a limited

factor in the Company’s operations. These trends are described more fully below.

Net Interest Income

Net interest income increased over the last five and one-quarter fiscal years reflecting
the reinvestment of proceeds from the minority stock issuance and the impact of balance sheet
growth. However, the ratio of net interest income to average assets has diminished dramatically
over the corresponding timeframe. Specifically, net interest income increased from a level of
$17.8 million in fiscal 2002 to $21.8 million for the twelve months ended March 31, 2007, owing
to several factors previously discussed; the reinvestment benefit of the proceeds raised in the
minority stock issuance net of the cost of the stock-related benefit plans as well as loan and
overall balance sheet growth realized over the period following the minority stock issuance.
However, the ratio of net interest income to average assets has diminished, from 4.24% in fiscal
2002, to 2.78% for the twelve months ended March 31, 2007. Importantly, growth in net interest
income achieved in fiscal 2005 and 2006 has occurred notwithstanding ongoing spread

compression as described below.

Data pertaining to the Company’s interest rate spreads are set forth in Exhibit I-4 and
show that its spreads have declined modestly over the last three fiscal years. Specifically, the

Company’s interest rate spread decreased from 3.29% in fiscal 2004 to 2.55% in fiscal 2006, and
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diminishing still further to 2.22% for the three months ended March 31, 2007. The yield-cost
spreads are the resuit of several factors including the flattening yield curve experienced over the
last several fiscal vears as the Federal Reserve Open Market Committee has increased the
targeted Federal Funds rate 17 times in 25 basis point increments while longer term interest rates
have increased at a much more modest pace. Additionally, the increased reliance on borrowed
funds to fund operations and the highly competitive loan market, particularly strong competition
for the high credit quality relationships which ACFC seeks to build have also been factors in the
spread compression, increasing the cost of funds and limiting the Company’s yields,
respectively. The initial reinvestment of the offering proceeds should increase net interest
income as the funds are reinvested with longer-term earnings benefits realized through

leveraging of the proceeds.

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
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, loan loss provisions in the
2002 to 2004 time pertod reflected the impact of a relatively high level of NPAs, including

reserves allocated to specific problem loans included in the balance of classified assets.

Loan loss provisions diminished in fiscal 2006 relative to the prior year levels as the
perceived assets quality has improved, and the ratio of NPAs to assets appears to have stabilized
at comparatively modest levels. Additionally, the limited level of chargeoffs in fiscal 2006 and
for the three months ¢nded March 31, 2007, have reduced the need to establish additional loan
loss provisions. 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 March 31, 2007, loan loss provisions totaled $695,000, or 0.09% of average

assets.
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Non-Interest Income

The contribution from non-interest income (before net gains) has increased over the
last five fiscal years, from $4.6 million, equal to 1.10% of average assets in fiscal 2002, to $7.7
million, equal to 0.97% of average assets for the twelve months ended March 31, 2007. The
largest component of the Company’s non-interest income consists of deposit services charges
and fees, which are earned primarily based on transaction services for deposit account customers.
Other components of non-interest income include returns on the investment in BOLI, and from

other financial services including debit card interchange income and safe deposit box rentals.

Growth in non-interest income from fiscal 2004 to fiscal 2006 is largely the result of
increased ATM and check card overdraft fees which reflects the impact of several fee initiatives
started in 2005, which focused on improving the Company’s discipline over service charge fees
and collections. Management expects the growth of service charges and fees to be flat as most of
the initiatives became fully effective in the third and fourth quarters of 2005 and that new
revenues, to the extent they can be realized, will be principally generated from expanded
products and services in existing markets and new branches opened in the fourth quarter of 2006
and in fiscal 2007.

Operating Expenses

The Company’s operating expenses have increased in recent years due to asset growth,
empbhasis in commercial lending, and branching, both from acquisition and de novo branching.
In particular, cost increases have been associated with expanded commercial lending activities
and the need to maintain compensation levels in line with the market in a highly competitive
banking environment. Similarly, increasing benefit costs including the expense of the stock-
based benefit plans and such benefits as medical insurance premiums have also been a factor in
increasing compensation costs. Reflecting the foregoing, operating expenses have increased
from $14.7 million, or 3.51% of average assets in fiscal 2002, to $22.2 million, or 2.83% of
average assets, for the twelve months ended March 31, 2007. Importantly, we note the reduction

in the operating expense ratio atiributable to asset growth exceeding the rate of growth of

operating expenses.
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Operating expenses are expected to increase on a post-offering basis as a result of the
expense of the stock-related benefit plans, as well as to the planned branching and growth
initiatives which are currently underway. At the same time, continued balance sheet growth and

reinvestment of the offering proceeds should largely offset the anticipated expense increase.

Non-Operating Income/Expense

Non-operating income and expense items have been a not been a significant factor in
the Company’s operations, with the exception of the impact of the sale of the credit card
portfolio in fiscal 2003, which generated a $2.7 million pre-tax gain (the sale reflected the
termination of the credit card product offering on a direct basis). Other than this one non-
recurring item, non-operating revenues and expenses have been limited. For the 12 months
ended March 31, 2007, net non-operating income totaled $247,000, equal to 0.03% of average

assets.

Taxes

The Company’s tax rate was in the 33% to 35% range from fiscal 2002 and fiscal
2004. The Company adopted several tax planning strategies including the BOLI investment as
well as investment in non-taxable municipal securities which have subsequently reduced the

effective tax rate to 32% for fiscal 2006, and for the twelve months ended March 31, 2007.

Efficiency Ratio

The Company’s efficiency ratio reflects an adverse trend since the beginning of 2004,
reflecting the fact that the benefit of a diminishing operating expense ratio has been more than
offset by declining spreads and margins. The Company has sought to counter a worsening
efficiency ratio through growth, which has translated into higher net income and earnings per
share. Specifically, the efficiency ratio increased from 65.66% in fiscal 2002 to 75.43% for the
twelve months ended March 31, 2007. On a post-Offering basis, the efficiency ratio may show
some improvement from the benefit of reinvesting the proceeds from the Offering. However, a

portion of the benefit may be offset by the increased expense of the stock benefit plans
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Interest Rate Risk Management

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

»

The rate shock analysis as of March 31, 2007 (see Exhibit 1-5) shows that the expected
change in the economic value of equity (“EVE”) under a 200 basis point increase or decrease in
interest rates was a negative $5.99 million (7.31% of base case EVE) and negative $5.85 million
(7.14% of base case EVE), suggesting that the Company’s economic value would be adversely
impacted under both rising and falling interest rate scenarios. Importantly, 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.

projected to be further reduced following the completion of the conversion and reinvestment of

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 portfolioc 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);

Utilizing interest rate swap agreements on a limited basis to more finely tune
the effective repricing structure of funding liabilities;

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

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

the net conversion proceeds into interest-earning assets.

Moreover, the Company’s interest rate risk exposure is
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Lending Activities and Stratepy

Over the last five fiscal years, 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.e., jumbo loans). To
a lesser extent, the Company extends consumer loans. Details regarding the Company’s loan

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

Residential Lending

As of March 31, 2007, residential mortgage loans approximated $336.9 million, or
52.4% 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
90%, with private mortgage insurance (“PMI") being required for loans in excess of an 80.0%
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.
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As a complement to 1-4 family permanent mortgage lending, the Company also
offers home equity loans including fixed rate amortizing term loans and variable rate lines of

credit tied to the Prime rate.

Commercial Mortgage , Multi-Family Mortgage and Land Loan Lending

Commercial real estate loans totaled $64.9 million, equal to 10.1% of total loans,
while other mortgage loans, consisting primarily of multi-family mortgage and land loans totaled
$33.9 million, equal to 5.3% 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 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. The majority of adjustable-rate loans carry an initial fixed-
rate of interest for either three or five years and then convert to an interest rate that is adjusted
annually based upon the index. 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.

Loans to commercial and individual borrowers secured by land and multi-family
property total $33.9 million as of March 31, 2007. Multi-family residential loans are generally
originated with adjustable interest rates based on prime or U.S. Treasury securities. Loan-to-
value ratios on multi-family residential loans do not exceed 75% of the appraised value of the
property securing the loan. These loans require monthly payments, amortize over a period of up
to 30 years. The Company offers both fixed and adjustable rate land loans to individual and
commercial borrowers, Essentially all of these loans are secured by property located in the
Company’s primary market. The loans carry a maximum loan-to-value ratio of 90% for loans to

individuals and 63% to commercial entities.

The typical commercial or multi-farnily loans that the Company seeks to originate or
purchase has a principal balance in the range of $500,000 to $2.0 million, but may be larger,

particularly if the loan is well-collateralized or extended to a very credit-worthy borrower. Such
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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 over the last five fiscal years. 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 $33.3 million (5.2% of total loans) at March 31, 2007. While the Company was
for several years an active participant in commercial construction lending, ACFC has

deempbhasized this business line and is primarily focused on residential construction lending.

Residential construction loans will continue to be emphasized 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 85% 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 85% or less. In this regard, the Company is seeking to
participate in the significant residential construction business in prevailing in the northern
Florida area. The Company’s builder loan portfolio is typically limited to small to mid-sized
developers, and the Company seeks to limit the exposure to any one builder to approximately

four houses under construction at any one time,

Non-Mortgage oans

ACFC ornginates non-mortgage loans, including commercial and consumer loans
(excluding mortgage-based home equity loans which totaled $96.2 million), which in the
aggregate, totaled $78.0 million as of March 31, 2007 (12.1% of total loans). Automobile loans
currently represent the largest portion of its consumer loan portfolio. The Company offers
fixed-rate automobile loans on a direct basis with terms of up to 84 months for new and recent
model used cars and up to 60 months for older model used cars. ACFC will make such loans up
to 100% of the vehicle purchase price on new cars and up to 100% of the NADA retail value of

used cars.
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The Company also extends commercial loans for the purposc of financing leases,
working capital lines of credit, loans for equipment and loans for other business purposes. As of
March 31, 2007, the portfolio of commercial non-mortgage loans totaled $12.7 million, equal to
2.0% of total loans.

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 three commercial loan officers who originate the
majority of the Company’s commercial, multi-family and land loan volume in fiscal 2006.
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.

Asset Quali

The Company’s asset quality unfavorably impacted by loan underwriting and credit
administration procedures in the fiscal 2002 through 2004. In this regard, the Bank experienced
and increase in nonperforming loans and impaired ioans primarily during this period, consisting
of a few large commercial real estate loans. As a result, the Company increased its loan loss
allowances and established provisions to bolster the allowance for loan loss account in response

to an increase in loan chargeoffs,
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Non-performing assets reached a fiscal year end peak of $7.0 million, equal to 1.09% of
assets in fiscal 2004. The level of NPAs and the Company’s apparent credit risk exposure has
subsequently diminished as management revamped the loan underwriting and credit
administration procedures, and employed individuals with significant in-market lending
experience to manage the commercial and construction lending function. Specifically, NPAs
have diminished from $7.0 million in fiscal 2005, to $3.3 million (0.40% of assets) at the end of
fiscal 2006, and $4.3 million (0.49% of assets) as of March 31, 2007. The ratio of allowances to
total loans equaled 0.75% while reserve coverage in relation to NPAs equaled 112.16% as of
March 31, 2007 (see Exhibit [-9 and 1-10).

With respect to asset quality, management remains watchful of conditions in the real
estate market, particularly in Florida which experienced a significant run-up in real estate vatues
through 2006. Many areas of Florida appear to be overbuilt and property values have declined in
many areas of the state. As yet, the Company’s asset quality has not been significantly impacted

by these trends.

Funding Composition and Strategy

As of March 31, 2007, the Company’s assets were funded primarily with deposits, and, to
a lesser extent, borrowings and equity (see Exhibits I-11, I-12 and 1-13). The Company’s deposit
services cater to primarily individuals rather than commercial businesses, although the

commercial segment has been growing in recent periods.

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 $286.3 million, or 48.2% of total deposits as of March 31,
2007. At this same date, CDs accounted for approximately 51.8% of deposits. Approximately
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 $117.5 million, or 38.2% of deposits, at March 31, 2007.
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Borrowings

Borrowings have been utilized primarily as a supplemental funding source to fund
lending and investment security activity. As of March 31, 2007, borrowed funds consisted of
$142.0 million of Federal Home Loan Bank (FHLB) advances. Maturities on ACFC’s portfolio
of borrowed funds extend out to as long as 9 years (2016). Fixed-rate advances includes
amounts which may be converted by the FHLB, at various designated dates following issuance,
from fixed-rate to variable-rate debt, or for certain advances, adjusted to current market fixed

rates. As of the most recent fiscal year end, convertible advances had a balance of $99.0 million

Securities sold under agreements to repurchase are secured by mortgage-backed
securities with a carrying amount of $53.5 million at March 31, 2007. The agreements carry
various periods of fixed interest rates that convert to callable floating rates in the future. Upon
conversion, each agreement may be terminated in whole by the lender each following quarter.
At maturity or termination, the securities underlying the agreements will be returned to the
Company. As of March 31, 2007, the weighted average rate of the agreements was 4.49%,
which would be subject to upward adjustment if interest rate levels remained unchanged from the

current level.

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.e., a means of Jocking 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 March 31, 2007, ACFC did not have any active subsidiaries other than the Bank.
During 2005, the Bank formed Atlantic Coast Holdings, Inc. as a wholly owned subsidiary for
the purpose of marnaging and investing in certain securities, as well as owning all of the common
stock and 85% of the preferred stock of Coastal Properties, Inc., a real estate investment trust.

Coastal Properties, Inc. was formed for the purpose of holding Georgia and Florida first lien
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residential mortgages originated by Atlantic Coast Bank. First Community Financial Services,

Inc., an additional subsidiary of Atlantic Coast Bank, 1s currently inactive.

Lcga’ Proceedings

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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H. MARKET AREA

Introduction

ACFC currently conducts operations through its main office in Waycross, Georgia, and a
total of 12 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 their newest branch, the Julington Creek office in northeast Florida, which is midway
between Jacksonville and St. Augustine. 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).

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, one branch, and a drive-up facility are located, and in Jacksonville
(Duval County) where six 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,
2006. 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 bricfly 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.

Local and Regional Market Conditions

Economic Overview — Ware Countv, 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 1,200 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 Transporation and ready access to major highways (Waycross is at the junction of
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U.S. Routes 1, 82 and 84, which provide easy access to major interstate routes including [-95 and
1-75). 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
Il. As a result of the mild climate and relatively low cost of living in comparison to many areas
of southern Florida, the areca has attracted many retirees. The surrounding area also 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

40" largest port in the U.S. have all contributed to growth of the Jacksonville area economy.

Market Area Demographics

Table 2.1 includes detailed information regarding the demographic trends for the
Company’s market area counties from 2000 to 2006 and projected through 2011. Data for the
State of Georgia and Florida is included for comparative purposes. The data 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
experiencing no growth in terms of its total population base from 2000 to 2006. While the
Company’s other markets in Georgia (Chatham County and Coffee County) are larger in terms
of the overall population and household levels, the Company’s retail presence in these markets is
relatively limited (they represented 3.2% and 3.0% of the Company’s total deposits as of June
30, 2006.
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Fonulation (000}

United States
Georgia
Chatham County
Coffee County
Ware County

Households (000

United States
Georgia
Chatham County
Coflee County
Ware County

Median Household Income ($)

United States
Georgia
Chatham County
Coffea County
Ware County

Per Capita Income ($)

United States
Georgia
Chatham County
Coffee County
Ware County

2006 HH Income Dist.(%)

United States
Georgia
Chatham County
Coffee County
Ware County

Table 2.1
Atlantic Coast Federal Corporation
Summary Demographic information

Year Growth Rate
2000 2008 2011 2000-2006  2006-2011
281,422 303,582 323,786 13% 1.3%
8,186 9,554 10,868 2.6% 2.6%
232 250 261 1.3% 0.9%
37 41 43 1.5% 1.0%
35 35 36 0.0% 0.1%
105,480 114 050 121,863 1.3% 1.3%
3,006 3,520 4,009 2.7% 2.6%
S0 97 102 1.3% 1.0%
13 15 15 1.4% 1.1%
13 14 14 0.2% 0.2%
$42,164 $51,546 $60,704 3.4% 3.3%
42 686 53,080 63,595 3.7% 3.7%
37.854 46,416 53,454 3.5% 2.9%
30,698 35545 40,059 2.5% 2.4%
28,527 34,085 38,905 3.0% 2.7%
$21,587 $27,084 $32,082 3.9% 4.0%
21,154 27,169 33,850 4.3% 4 8%
21,152 26,120 32,080 3.6% 4.2%
15,530 18,122 20,852 2.6% 2.8%
14,384 18,160 21,203 4.0% 3.1%
Less Than $25,000 to $50,000-  $100,000 to
$25.000 50,000 $100,000 $150,000  $150,000+
227 258 31.8 12.1 7.7
219 248 32.7 125 8.1
27.0 28.5 295 10.6 6.4
339 324 25.3 53 3.1
371 301 258 52 2.0
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Population (000}

United States
Florida

Clay County
Columbia County
Duval County
Nassau County
St Johns County

Households (000)

United States
Flcrida

Clay County
Columbia County
Duval County
Nassau County
St. Johnsg County

Table 2.1
Atlantic Coast Federal Corporation
Summary Demographic Information

Median Household Income ($}

United States
Florida

Clay County
Columbia County
Duval County
Nassau County
St. Johns County

Per Capita Income

Uniled States
Florida

Ciay County
Columbia County
Duvai County
Nassau County
St. Johns Ceunty

2006 HH Income Dist.(%}

United States
Florida

Ciay County
Columbia County
Duval County
Nassau County
St Johns County

Source: ESRI.

Year

2000 2006 2011
281,422 303,682 323,786
15,882 - 18,478 20,865
141 178 218

57 64 72

779 875 959

58 68 79

123 170 228
105,480 114,050 121,863
6,338 7,310 8,271
50 64 79

21 24 27

304 343 377

22 26 3

50 €9 92
$42,164 £51,546 $60,704
38,843 46,736 54,189
48,948 58,380 66,945
30,811 35,837 40,500
40,737 48,955 56,744
46,054 53,483 80,013
50,102 681,758 73,133
$21,587 $27,084 $32,982
21,557 26,399 31,953
20,868 25,820 31,227
14,598 18,112 21,045
20.753 25,455 30,882
22,836 27,210 32,083
28,674 36,613 45,785
Less Than $25,000 to $50,000-
$25.000 50000  $100.000
227 25.8 318
24.0 201 N4
14.5 27.2 387
33.4 33.2 257
222 287 33
20.0 263 36.1
17.2 238 318

Growth Rate
2000-2006  2006-2011
1.3% 1.3%
2.4% 2.5%
4.0% 4.2%
2.1% 2.3%
2.0% 1.8%
2.9% 3.0%
5.6% 6.0%
1.3% 1.3%
2.4% 2.5%
4.2% 4.3%
2.3% 2.6%
2.0% 1.9%
3.0% 3.1%
5.6% 6.0%
3.4% 3.3%
31% 3.0%
3.0% 2.8%
2.6% 2.5%
3.1% 3.0%
2.5% 2.3%
3.5% 3.4%
3.9% 4.0%
3.4% 3.9%
3.6% 3.9%
3.7% 3.0%
3.5% 3.9%
3.0% 3.3%
4.2% 46%
$100,000 to
$150.000  $150,000+
121 77
104 8.1
14.4 53
58 2.0
10.6 52
11.3 6.3
15.2 12.0
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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 (875,000 residents and 1.3 million residents in the
Jacksonville MSA) which has been growing relatively rapidly (by over 5.5% from 2000 to
2006). Likewise, the other Florida markets in Clay, Columbia, and Nassau Counties where the
Company maintains office facilities have experienced favorable growth trends. ACFC has
recently expanded its footprint into the nearby attractive St. Johns County area, with the
Julington branch opening in October of 2006. This area shows the most growth out of all the
counties that ACFC serves, it also will continue to grow at a faster pace into 2011. ACFC plans

to build another branch in St. Johns County later in the year.

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 measurcd
by average household income, median household income and per capita income. Specifically,
the median household and per capita income in Ware County equaled $34,095 and $18,160
respectively, as of 2006, which falls 36% and 33% below the staie 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 growing are
relatively comparable to the Florida aggregate. In this regard, the median houschold income in
Duval County equaled $48,955 as of 2006, which excceded the state aggregate by 4.8%, while
per capita income equaled $25,455, which fell 3.6% below the state aggregate. In St. Johns
County, where ACFC is seeking to grow, the income levels exceeded the Florida average. The
median household income and per capita income averages in St. Johns County equaled $61,758

and $36,613, which were 32.1% and 38.7% higher than the state aggregates.

Local Economy/Largest Employers

The largest employers in Ware County and the Jacksonville MSA reflect the
characteristics and trends previously described. In this regard, the major employers in Ware

County reflect the status of Waycross and Ware County as a regional center for jobs, shopping
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and health care, among other components. In this regard, the population of Ware County
approximately doubles during the working day when residents of nearby areas commute into the
market for work, at such large employers as CSX (1,250 employees), Satilla Health Services
(1,200 employees) and Baptist Village Inc. (575 employees). Other large manufacturing
employers include Simmons Company (mattress manufacturer), Clayton Homes (producer of
manufactured homes), Carolina Skiff which manufactures small boats and Voith Paper Fabrics

which produces paper machine dryer fabrics.

The largest employers in the Jacksonville MSA reflects the traditionally large role
played by the military, but also reflects the growing importance of other business and industries
on the local economy including health care, retailing and financial services (see Table 2.2). In
this regard, the largest employer and two of the five largest employers in the market is the U.S.
Navy, which e¢mploys more than 25,000 workers at the Mayport Naval Station and the
Jacksonville Naval Air Station. Retailing is also important as Jacksonville serves as the
corporate headquarters for one of the largest grocers in the U.S. (Winn-Dixie employing 6,200).
Other large employers include health care providers and financial services companies, whose

presence in Jacksonville has been growing over the last several decades.
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Atlantic Coast Federal Corporation

Table 2.2

Major Employers in Ware County and the Jacksonville MSA

Company
Ware County

CSX Transportation

Satilla Health Services

Ware County Board of Education
Baptist Village, Inc.

Simmons Company

Scotbuilt Homes

Carolina Skiff

Clayton Homes

GATX

Voith Paper Fabrics

Jacksonville MSA

Jacksonville Naval Air Station
Duval County Public Schools
Mayport Naval Station

City of Jacksonville

Blue Cross/Blue Shield
Baptist Health System
Winn-Dixie Stores (Corporate Hgtrs.)
Mayo Clinic

CSX Transportation

Citibank

Bank of America

Clay County School Board

2006
Employees

1,250
1,200
1,200
575
225
200
256
178
135
132

25245
16,003
15,293
8,828
8,200
7,000
6,200
5,000
4,400
4,200
4,000
4,000

Product/Service

Rail/Freight Transport.
Hospital
Gov./Education
Nursing Home
Mattress Manufacturer
Manufactured Housing
Boat Manufacturer
Manufactured Housing
Railroad Car Repairs
Man. Paper Fabrics

Government/Military
Govt./Education
Government/Military
Municipal Govt,
Health Insurer
Health Care

Grocery

Health Care

Railroad Corp. Hqtrs.
Credit Card Company
Regional Bank Sys.
Public Education

Sources: Okefenokee Devclopment Authority for Ware County and the Northeast
Florida Regional Development Partnership for the Jacksonville MSA,

Unemployment Rates

Unemployment levels on a local, state and national level have generally remained
stable or improved slightly, reflecting both the impact of the economic recovery as well as
limited job creation in the face of strong productivity growth.

unemployment rate has held constant, but there has been improvement in the Florida and

Specifically, the national

Georgia unemployment rates generally, including the Company’s markets.
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Table 2.3
Atlantic Coast Federal Corporation
Unemployment Trends (1)
March 2006 March 2007
Region Unemployment Unemployment
United States 4.7% 4.4%
Georgia 4.6 4.1
Chatham County 37 3.4
Coffee County 5.3 5.3
Ware County 5.0 4.6
Florida 33 33
Columbia County 2.9 29
Clay County 2.8 2.9
Duval County 3.2 33
Nassau County 2.7 2.8
St. Johns County 2.6 2.7

(1) Unemployment rates are not seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

Competition

As a savings bank with its primary business functions of real estate lending and the
gathering deposits in southeast Georgia and northeast Florida, ACFC’s primary competitors are:
(1) other financial institutions with offices in the local market (including banks, thrifts and credit
unions); (2) other mortgage loan originators; (3) those depository and lending organizations not
physically located within the market but capable of doing business remotely through the Internet
or by other means; and (4) other competitors such as investment firms, mutual funds, insurance

companies, etc.

Competition among financial institutions in the Company’s market is significant. As
larger institutions compete for market share to achieve economies of scale, the environment for
the Company’s products and services is expected to remain highly competitive. Community-
sized institutions such as ACFC typically compete with larger institutions on pricing or operate
in a niche that will allow for operating margins to be maintained at profitable levels. The

Company’s Plan as set forth herein reflects elements of both strategies.
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Table 2.4 displays deposit market trends in recent years for Ware and Duval Counties
as well as the other markets where ACFC maintains branch offices. The Company maintains a
relatively strong market share in Ware County, where it is the largest financial institution holding
appravimately 26% of the total deposit market. Importantly, growth in the Ware County market
has been limited, as total deposits have only realized 2.6% annual growth overall over the last
two years. The Duval County market represents a much larger market overall (in excess of $23
billion of total deposits) but ACFC’s market share is much smaller, equal to approximately 1.1%
of the total deposit market.

The largest competitors in the markets served by ACFC are comprised of some of the
largest financial institutions in the Southeast U.S. and the nation as a whole (See Table 2.5). In
this regard, while ACFC holds the largest market share in Ware County, there are other
significant competitors including PrimeSouth Bank, Waycross Bank & Trust and SunTrust Bank,
each of which holds a 10% share of the deposit market or greater. The Duval County market
also reflects a significant level of competition with a significant number of large banks,
community banks and credit unions. In this regard, the two largest financial institutions in the

market (Bank of America and Wachovia) together hold more than 50% of the deposit market.
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Table 2.4
Atlantic Coast Federal Corporation
Deposit Summary
(Dollars in Thousands)

As of June 30,

2004 2008 Deposit

Market Number of Market No. of Growth Rate

Deposits Share Branches Deposits Share  Branches 2004-2006

State of Georgia $132,040,745 100.0% 2,596 $160,489,384 100.0% 2741 13.3%
Commaercial Banks 126,380,298 95.7% 2,444 162,798,692 96.1% 2,536 13.5%
Savings Institutions 5,660,447 4.3% 152 6,680,692 3.9% 205 B.7%
Chatham County $3,548,273 100.0% 78 $4,417,585 100.0% 88 11.6%
Commercial Banks 3,496,572 98.5% 76 4,362,223 98.7% 85 11.7%
Savings Institutions 51,701 1.5% 2 55,362 1.3% 3 3.5%
Atlantic Coast 21,354 0.6% 1 17,502 0.4% 1 -9.5%
Coffee County $542,538 100.0% 17 $602,979 100.0% 16 5.4%
Commercial Banks 526,822 97.1% 16 586,494 97.3% 15 5.5%
Savings Institutions 15,716 2.9% 1 16,485 2.7% 1 2.4%
Atlantic Coast 15,716 2.9% 1 16,485 2.7% 1 2.4%
Woare County $623,097 100.0% 9 $655,431 100.0% 10 2.6%
Commercial Banks 459 357 73.7% 7 483 271 73.7% 8 2.6%
Savings Institutions 163,740 26.3% 2 172,160 26.3% 2 25%
Allantic Coast 163,740 26.3% 2 172,160 26.3% 2 2.5%
State of Florida $300,961,284 100.0% 4,897 $363,415,173 100.0% 5,310 8.9%
Commercial Banks 248,611,907 82.6% 4217 296,868,502 81.7% 4 465 9.3%
Savings institutions 52,349,377 17.4% 680 66,546,671 18.3% 845 12.7%
Clay County $797.812 100.0% 28 $1,176,186 100.0% 29 21.4%
Commercial Banks 766,700 96.1% 27 1,071,754 91.1% 26 18.2%
Savings Institutions 31,112 3.9% 1 104,432 8.9% 3 83.2%
Aflantic Coast 31,112 3.9% 1 37,315 3.2% 1 9.5%
Columbia County $587 941 100.0% 17 $875,839 100.0% 16 22.1%
Commercial Banks 464,532 79.0% 13 549,055 62.7% 12 8.7%
Savings Institutions 123,409 21.0% 4 326,784 37.3% 4 62.7%
Atlantic Coast 32,490 5.5% 1 46,917 5.4% 1 20.2%
Duval County $16,352,509 100.0% 166 823,163,135 100.0% 175 19.0%
Commercial Banks 13,868,218 84.8% 152 19,285,097 83.3% 153 17.9%
Savings Institutions 2,484,291 15.2% 14 3,878,038 16.7% 22 24,9%
Allantic Coast 176,181 1.1% 5 256,572 1.1% 5 20.7%
Nassay County $609,236 100.0% 18 $814,037 100.0% 17 15.6%
Commercial Banks 605,646 98 4% 17 806,484 99.1% 16 15.4%
Savings Institutions 3,580 0.6% 1 7,553 0.8% 1 45.0%
Atlantic Coast 3,590 0.6% 1 7.553 0.9% 1 45 0%

Source: FDIC.
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Table 2.5
Atlantic Coast Federal Corporation
Competitor Analysis

June 30, 2006

Total Market
; Rank Company Name City State Charier Branches Deposits Share
| ($000) (%)
E Ware County
| L 1  Atlantic Coast Bank Waycross GA  Thrift 2 $172,160 24.24|
| 2 PrimeSouth Bank Atlanta GA  Bank 1 129,767 18.27
3  Waycross Bank & Trust Waycross GA  Bank 1 90,085 12.68
4 SunTrust Bank Atlanta GA Bank 1 83,324 11.73
5  United Community Bank Blairsville GA  Bank 1 53,319 7.51
6 Bank of America NA Charlotte NC Bank ] 52,069 733
7 Branch Banking & Trust Company Winston-Salem NC Bank 1 42,203 3.94
3  Patterson Bank Patterson GA  Bank 1 40,072 5.64
9  Peoples Bank Blackshear GA  Bank ] 30,157 425
10 Community United FCU Waycross GA  Credit Union 1 11,315 1.59
11 Ware County School Emps. FCU  Waycross GA  Credit Union 1 3,436 048
12 Heritage Bank Hinesville GA Bank 1 2347 0.34
Total 13 $710,254 100.00
Duval County
1 Bank of America NA Charlotte NC Bank 27 8,326,668 29.42
2 Wachovia Bank NA Charlonte NC Bank 4] 6,131,657 21.66
3 Everbank Jacksonville FL  Thrift 5 3,026,895 10.69
4 VyStar Credit Union Jacksonville FL  Credit Union 1 2,642 875 9.34
5  SunTrust Bank Atlanta GA Bank 25 1,590,295 5.62
6  Community First CU of FL Jacksonville FL.  Credit Union 1 951,131 3.36
7 Compass Bank Birmingham AL  Bank 14 882,067 3.12
8  AmSouth Bank Birmingham AL  Bank 13 421,943 1.49
9  First Guaranty B&TC Jacksonville FL  Bank 7 322,868 1.14
L0 Florida Telco Credit Union Jacksonville FL  Credit Union ] 305,298 1.08
[ 11 Adantic Coast Bank Waycross GA  Thrift 5 256,572 0.91]
12 R-G Crown Bank Casselberry FL.  Thrift 6 278,277 0.98
13 JAX Federal Credit Union Jacksonville FL  Credit Union 1 261,316 0.92
14 Mercantile Bank Orlando FL  Bank 5 260,015 0.92
15 Jacksonville Bank Jacksonville FI.  Bank ) 256,592 0.91
}6 Branch Banking & Trust Co. Winston-Salem NC Bank 6 215,659 0.76
}7  State Emps Credit Union Jacksonville FL  Credit Union 1 188,911 0.67
18 Oceanside Bank Jacksonville Beach FL  Bank 4 183,511 0.65
19 Monticelio Bank Jacksonville FL  Thrift 2 180,860 0.64
All Others Financial [nsitutions NA. NA, N.A. 43 1,623,874 5.74
Total 213 $28,307,284 100.0

Swurce: SNL Securities and FDIC,
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of ACFC’s operations versus a group of comparable
savings institutions (the “Peer Group™) selected from the universe of all publicly-traded savings
institutions in a manner consistent with the regulatory valuation guidelines. The basis of the pro
forma market valuation of ACFC is derived from the pricing ratios of the Peer Group
institutions, incorporating valuation adjustments for key differences in relation to the Peer
Group. Since no Peer Group can be exactly comparable to ACFC, key areas examined for
differences are: financial condition; profitability, growth and viability of eamings; asset growth;
primary market area; dividends; liquidity of the shares; marketing of the issue; management; and

effect of government regulations and regulatory reform.

Peer Group Sclection

The Peer Group selection process is governed by the general parameters set forth in the
regulatory valuation guidelines. Accordingly, the Peer Group is comprised of only those
publicly-traded savings institutions whose common stock 1s cither listed on a national exchange
(NYSE or AMEX), or is NASDAQ listed, since their stock trading activity is regularly reported
and generally more frequent than non-publicly traded and closely-held institutions. Institutions
that are not listed on a national exchange or NASDAQ are inappropriate, since the trading
activity for thinly-traded or closely-held stocks is typically highly irregular in terms of frequency
and price and thus may not be a reliable indicator of market value. We have also excluded from
the Peer Group those companies under acquisition or subject to rumored acquisition, mutual
holding companies and recent conversions, since their pricing ratios are subject to unusual
distortion and/or have limited trading history. A recent listing of the universe of all publicly-
traded savings institutions is included as Exhibit 11I-1.

Ideally, the Peer Group, which must have at least 10 members to comply with the
regulatory valuation guidelines, should be comprised of locally or regionally-based institutions
with comparable resources, strategies and financial characteristics. There are approximately 170

publicly-traded institutions nationally, including approximately 40 publicly-traded MHC and,
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thus, it is typically the case that the Peer Group will be comprised of institutions with relatively
comparable characteristics. To the extent that differences exist between the converting
institution and the Peer Group, valuation adjustments will be applied to account for the
differences. Since ACFC will be a full public company upon completion of the offering, we
considered only full stock companies to be viable candidates for inclusion in the Peer Group.
From the universe of publicly-traded thrifts, we selected ten institutions with characteristics
similar to those of the Company. In the selection process, we applied the following “screen” to
the universe of all publicly traded full stock companies:

Screen #1. All Southeast thrift institutions, including Florida baged thrifts, with total

assets of less than $2 billion and return on equity ratios of less than 12.0%. All eight of
the companies meeting the foregoing search criteria was profitable on a core basis and

were included in the valuation peer group. Additionally, we included First Community
Bank Corp. of Florida which had an ROE just exceeding the 10% guideline limit given its
Florida location where the Company has a majority of its branches and loans.

Additionally, in order to round out the Peer Group to a total of ten fully converted
institutions, we selected two mid-Atlantic based thrifts (ESB Financial and Fidelity Bancorp)
which have similar asset sizes compared to the Company and which are located outside of the
northeast megalopolis. Thus, their markets were deemed to be relatively comparable to the

Company, Florida and Georgia markets.

Table 3.1 shows the general characteristics of each of the 10 Peer Group companies.
While there are expectedly some differences between the Peer Group companies and ACFC, we
believe that the Peer Group companies, on average, provide a good basis for valuation subject to
valuation adjustments. The following sections present a comparison of ACFC’s financial
condition, income and expense trends, loan composition, intcrest rate risk and credit risk versus

the Peer Group as of the most recent publicly available date.
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A summary description of the key characteristics of each of the Peer Group companies is

detailed below.

. ESB Financial Corp of PA reported total assets of $1.9 billion and operates
through a total of 26 branch offices in western Pennsylvania. ESB Financial
Corp.’s assets reflect the lowest ratio of loans in comparison to any Peer Group
company on an individual basis, while borrowed funds were also relatively high.
As a result of the relatively high ratio of wholesale investment and borrowed
funds, operating expenses for ESB Financial Corp. were comparatively modest
but the net interest income and ROA was also comparatively limited as a result of
its narrow spreads. NPAs were low for ESB Financial Corp.

. First Fed. Barcshares of AR maintains $835 million in total assets and operates
through a total of 15 branches in Arkansas. The balance sheet composition
reflects a relatively high proportion of loans, with a comparatively high
proportion of the loan portfolio comprised of higher risk-weight construction and
commercial mortgage loans. Earnings are comparable to the Peer Group average
as its strong spreads and non-interest income levels are offset by its higher
operating expenses in comparison to the Peer Group average. The level of high
risk-weight lending may contribute to the higher NPAs in relation to the Peer
Group average; reserve coverage ratios are lower as well in comparison to the
Peer Group.

. Citizens South Banking of NC was selected for the Peer Group primarily based
on its size ($738 million of assets) and location in the southeastern U.S. which is
relatively comparable to the Company’s market. Citizens South reported an ROA
which was above the Peer Group average as earnings were supported by its loan
portfolio, which included a relatively high level of diversification into multi-
family and commercial mortgage loans. NPAs were below the Peer Group
average while reserve coverage ratios in relation to NPAs were above the Peer
Group average.

. Fidelity Bancorp, Inc. of PA operates through a total of 13 branch offices in the
Pittsburgh metropolitan area. The balance sheet reflects a comparatively high
ratio of leveraging, with investments and borrowings comprising significant
segments of the balance sheet. The ROA approximates the Peer Group average
reflecting as the limited spreads on the wholesale aspects of its operations are
offset by correspondingly low operating expenses. Lending is primarily
concentrated in 1-4 family mortgage loans, both in terms of whole loans and a
significant investment in MBS.

. Federal Trust Corp. of FL was selected for the Peer Group as the only Peer
Group company operating within the States of Florida or Georgia where the
Company operates. Federal Trust Corp. operates with $707 million of total assets
and operates through a total of 6 branches. Federal Trust Corp. operates with a
relatively high proportion of loans, including a construction loan portfolio which
exceeds the Peer Group average. The ROA is below the Peer Group average
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owing to a high cost of funds and notwithstanding a comparatively modest
operaling expense ratio. NPAs were above the Peer Group average while reserve
coverage ratios in relation to NPAs were below the Peer Group average.

Commurity Financial Corp. of VA has $450 million of total assets and operates
through eight branch offices in western Virginia. The asset base is comprised
primarily of loans and deposits with limited balances of investments and
borrowed funds. Reflecting the foregoing, the ROA is above the Peer Group
average supported by its relatively strong net interest margin (i.e., resulting from
the high ratio of loans and the yield potential of the commercial loan portfolio)
and strong fee income. The ratio of NPAs is below the Peer Group average while
reserve coverage is relatively comparable.

First Community Bank Corp. of Florida has $402 million of total assets and
operates through 4 offices in the Miami metropolitan area. First Community
Bank Corp. maintains the highest ratio of loans and deposits of any of the Peer
Group companies and its ROA, which is modestly above the Peer Group average,
is supported by its relatively strong net interest margin as a result. Asset quality is
strong in comparison to the Peer Group average, both in terms of the ratio of
NPAs and reserve coverage.

Jefferson Bancshares of TN has $330 million of total assets and operates
through a single office eastern Tennessee. The asset base is comprised primarily
of loans and deposits with limited balances of investments and borrowed funds.
Enhancing the comparability to the Company, Jefferson Bancshares has the
highest capital ratio of any of the Peer Group companies reflecting the impact of
the completion of its second step conversion in July 2003. Notwithstanding the
strong capital ratio, operating rcturns are below the Peer Group average reflecting
high expenses as Jefferson Bancshares has focused on balance sheet growth.

First Keystone Financial, Inc. of PA with assets of $522 million operates
through a total of 8 branches in Pennsylvania within the Philadelphia metropolitan
area. First Keystone operates with a highly leveraged equity position. Other key
balance sheet aggregates are otherwise relatively comparable to the Peer Group
averages. First Keystone Financial’s ROA is the lowest of the ten Peer Group
companies, reflecting its comparatively modest net interest margin. The loan
portfolio reflects an emphasis on 1-4 family residential mortgage lending while
credit quality measures, in terms of the ratio of NPAs, fall within the range
exhibited by the Peer Group average and median.

Great Pee Dee Bancorp of SC has $219 million of total assets and operates
through three offices in South Carolina. The asset base is comprised primarily of
loans while the deposit and borrowings portfolios approximate the Peer Group
averages. Likewise, the ROA also approximates the Peer Group average as a
result of similarities in all key areas of core eamings. The loan portfolio is
modestly diversified and asset quality is relatively strong while reserve coverage
is similar to the Peer Group average.
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. GS Financial Corp. of LA has $169 million of total assets and is thus, the
smallest of the Peer Group companics in terms of total assets. GS Financial
operates through four offices in Louisiana and maintains a relatively large
investment portfolio for leveraging purposes. Earnings are supported by loan loss

| recoveries over the past twelve months and the loan portfolio shows a modest
level of diversification into multi-family and commercial mortgage loans. Asset

i quality appears to have been strengthened by new management with a background
in commercial banking.

In aggregate, the Peer Group companies maintain a lower level of capital as the indusiry
average (10.95% of assets versus 12.44% for all public companies), generate a higher level of
core earnings as a percent of average assets (0.68% core ROAA for the Peer Group and 0.55%
for all public companies), and generate a slightly higher ROE based on core earnings (7.01%
core ROE versus 5.34% for all public companies). Overall, the Peer Group’s pricing ratios were
at a modest discount to all publicly traded thrift institutions, including both the P/E multiple and
the P/B and P/TB ratios.

All
Publicly-Traded Peer Group
Financial Characteristics {Averages)

Assets ($Mil) $3,022 3648
Market Capitalization ($Mil) $436 $74
Equity/Assets (%) 12.44% 10.95%
Core Return on Average Assets (%) 0.55% 0.68%
Core Return on Average Equity (%) 5.34% 7.01%
Pricing Ratios (Averages)(1)

Price/Core Earnings (x) 20.08x 18.81x
Price/Book (%) 143.68% 126.85%
Price/Tangible Book (%) 161.98% 140.59%
Price/Assets (%) 17.86% 13.30%

(1) Based on market prices as of June 8, 2007.

Ideally, the Peer Group companies would be comparable to ACFC in terms of all of the
selection criteria, but the universe of publicly-traded thrifts does not provide for an appropriate
number of such companies. However, in general, the companies selected for the Peer Group

were fairly comparable to ACFC, as will be highlighted in the following comparative analysis.
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Financial Condition

Table 3.2 shows comparative balance sheet measures for the Company and the Peer
Group. The Company’s ratios reflect balances as of March 31, 2007, while the Peer Group’s
ratios are as of the latest date for which financial data is publicly available (December 31, 2006
or March 31, 2007). ACFC’s equity-to-assets ratio of 10.2% fell between the Peer Group’s
average and median net worth ratio of 10.9% and 8.8%, respectively, even before the completion
of the Offering. Tangible equity equaled 9.9% while intangibles maintained by the Peer Group
averaged 0.7% of assets, translating into a tangible equity-to-assets ratio of 10.2% on average for
the Peer Group. The Company’s pro forma tangible capital position will increase with the
addition of stock proceeds. The increase in ACFC’s pro forma capital position will be favorable
from a risk perspective and in terms of future earnings potential that may be realized through
leverage and lower funding costs. At the same time, the Company’s higher pro forma
capitalization will also result in a lower retum on equity. Both the Company’s and the Peer
Group’s capital ratios rcflected capital surpluses with respect to the regulatory capital

requirements.

The Company’s asset composition reflects a higher concentration of loans to assets, at
73.4% wversus a 72.5% average for thc Peer Group. Comparatively, the ratio of cash,
investments, and MBS for the Company was lower than for the Peer Group (20.9% of assets
versus 21.9% for the Peer Group). Overall, the Company’s interest-earning assets (“1EA™)
approximated 94.3% of assets, which is nearly equal to the comparative Peer Group ratio of
94.4%. On a pro forma basis, the Company’s IEA advantage is expected to increase as the net

proceeds are reinvested into [EA.

The Company’s deposits equaled 67.1% of assets, which was similar to the Peer Group
average of 69.0%. Borrowings were also utilized to a relatively comparable degree by the
Company and the Peer Group, based on borrowings/assets ratios of 22.1% and 19.3% (includes
subordinated debt), respectively. Total interest-bearing liabilities (“IBL”) maintained by ACFC
and the Peer Group, equaled 89.3% and 88.3% of assets, respectively. The ratio of IBL will be
reduced on a post-offering basis as the Company funds a greater portion of its operations out of

capital.
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ACFC posted higher annual asset growth than the Peer Group, at 14.96% and 2.83%,
respectively. In this regard, balance sheet growth rates for the Company are calculated for the
twelve months ended March 31, 2007, while growth rates for the Peer Group are for the most
recent twelve month period for which data is publicly available. The Company’s comparatively
faster growth is attributable to efforts to expand lending, particularly following the completion of
the minority stock issuance in 2004. In this regard, the Company has employed additional loan
officers and otherwise sought to expand the loan and deposit portfolios, both through internal
organic growth (i.e. loan originations and deposit growth at existing offices) supplemented by
growth achieved through loan participations funded by increased borrowings and deposits
generated at new branches. The results of such efforts are evidenced in the rate of growth of the
loan portfolio, which increased at an 8.53% for the Company, while the Peer Group’s loan
portfolio also realized strong growth equal to 9.01%. The portfolio of cash, investment and MBS
increased significantly for the Company, by 47.44% as compared to modest shrinkage of 6.63%
for the Peer Group.

The Company’s deposit growth rate exceeded the Peer Group average as ACFC sought to
fund targeted asset growth. Importantly, as discussed in the financial analysis in Section One,
much of the Company’s deposit growth has been accomplished with CDs and high yield money
market accounts which the Company has priced on a highly competitive basis in order to realize
the targeted growth objectives. Likewise, borrowed funds increased much more rapidly for the

Company at a 38.65% annual pace versus modest shrinkage for the Peer Group equal to 8.63%.

The Company’s capital declined by 4.36% as compared to modest growth of 6.88% for
the Peer Group based on the average. Reduction of the Company’s equity and the modest
growth for the Peer Group reflects the adoption of dividend and capital management strategies
by both the Company and the Peer Group. On a post-offering basis, the Company’s capital
growth rate is expected to remain comparatively modest as the benefit of reinvestment of the
Offering proceeds may be offset by additional share repurchases, the payment of dividends and

as expenses may likely increase reflecting the impact of the expanded stock benefit pians.
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Income and Expense Components

Table 3.3 displays comparative statements of operations for the Company and the Peer
Group. ACFC and the Peer Group reported net income to average assets ratios of 0.59% and
0.68%, respectively. The Company’s modestly lower ROA is the result of a higher ratio of
operating expenses to average assets, as non-interest fee income was superior while net interest

income as a percent of average assets was similar to the Peer Group average.

The Company’s interest income ratio exceeded the Peer Group average which was offset
by the higher ratio of interest expense to average assets in comparison to the Peer Group. The
Company’s higher interest income ratio was the result of its higher yield on interest-earning
assets (6.59% versus 6.45% for the Peer Group) and may have resulted from recent growth of the
loan portfolio in the higher interest rate environment which has prevailed over the last several
years. The Company’s higher interest expense ratio, 3.49% versus 3.36% of average assets for
the Peer Group, may likely reflect the impact of the recent growth initiatives by ACFC which
were funded, in part, by CDs and money market accounts priced on a highly competitive basis in
relation to the prevailing market. The imcrease in wholesale borrowed funds was also a factor in
the Company’s increasing funding costs. ACFC’s interest expense ratio is expected to diminish
on a pro forma basis, as the Offering proceeds will represent interest-free funds for the
Company. Overall, the Company’s net interest income ratio of 2.78% compared closely to the

Peer Group average of 2.80% as previously noted.

Non-interest operating income is a higher contributor to ACFC’s earnings relative to the
Peer Group, at 0.97% and 0.47%, respectively. The Company’s non-interest income ratio is
comparatively higher, primarily reflecting the high level of fec income generated through the
Company’s deposit accounts and ATM network. Moreover, the level of fee income reflects in
part, the high level of transaction accounts and the recent imposition of a revamped service fee
schedule. Importantly, while the Company has benefited from the high level of fee income, there
have been offsetting operating costs associated with ACFC’s base of transaction accounts as

noted below,




07 ERURLL JY AQ 2002 () 1yBuAdon

"USHEULIGIUI Yons JO ssauatlardiuod 10 ASeunade ay a9jurrend JOUUED am Ing 'aigelal
912 2A3XRQ BM SAIINOR LI PEUIEIGO USSR SBY eige’ SI) Ut pOPIA0I USNZULOJUL Y| "SUGKENDRY '3 RDURLIY LJH PUB ‘6/2in211 BULSHO pun spoda) atesed a0 "SIUSWIIZIS [2OUBLY PAHPNBUN PUB PaYPNY IN0S

%2G'5E  SOL'ES %SOE  %ILE  %eL'S %000 %00~ %000 %HEOE  KRIF0 HIZC %00 NSLD %EPE %IOT- WIFE HROBT  KOT'O  %SKD NL [0 2U| Sareysoueg uos:ayar  18dr
%ZZOE  WN %lOT  HKOTY  %IGD %000 %E00 %800 KETZ  %OS0 KOO %000 %000 %LSZ %L00 %EEZ %bLC  WESD %90 {€)0s 1o drooueg 93 964 Jeain 3034
%OIELL  1Z6'ES KOLE  %IFE  %ETD %000 %Z0'0-  HO0CG  BSET %00 %00 %I0D KOO0 BOTF WSHI- RGYE RZ6T  %IED  WELL ¥1i0 'd1o] [RRUBUIA 8D YISO
%WSLBZ  9ELZS %S0C  %GYE %699 %000 %O0L'0 %000  BEIT  %LBD WIG0 %000 %000 %IVZT WIED %OET WNOCE  WEZY  %h90 HY |0 s@ioysoreyg PI4 WL HESd
WN 552'e$ WN WN WN %000 %EQD %000 %522 %IED %BIE0 %O0T %OCD %EST %Fi0 %ELE %ILE %060  %5L0 (€174 Jo dieD ¥g Agunwwo] sy 1494
%ESHL  086'VS %ITL  HWSEE  %LTS %00 %00 HIOD  KOLSL  %HIPD WSKO RI00- %FOD ORI %LLO WIET WBSE  WEFS  %iSO vd jo 'ou| ‘dioaueg Aigeply 1S4
%BL'GZ  EL0'8 %EE'L  KOEY  RILD OG0 %G00 %000 WKL RETO BEZO W00 %000 %ESL 600 HIOT %OOFY  HI0OG  BELO Tdsodio) s ] meped  1a4
%6C'8  0Z9'L$ %ISE  WCEE UGS %000 %EOD  HYO0  %ILL  %OKD HUC'D K000 HPOD %ILL %00 PPl %I9E  %I0S %60 vd jo "dio) eoueuly 53 1G$3
%I0ZE  WN %EZTE  %IFE  %GLD %000 %000 %000  WESZT  RILO HESO NHO0D RELC %LZE %BOD REET %OLE  WEKY %060 {LwA o dod ‘wg fnwed 9440
%EL'ZE  G6L'SH %BOE %L %98D %000 %000  %OLD  %B2ZZT %90 %90 WOO0 WELG HIGT %ILD WPET WEZT  %EL'S  %ELO ON jo Bupjueq yinog suazpy  0aSO
GROID) BlqeIedne]

%I0'ZE  ¥EF'YE NS0T WLLE  %E9D %000 %00 KOO0  HEPZ  %EPO  WOPO KOO0 %Z0O %PLT %PO0 %EE'T WOCC  NEZO %GO sumIpoN
%GOBZ  EEIPE BLIZ  WHEE  %GFQ %l00 %20'C  %I0Q  %ICT  %IVD WEPD WOO0 %00 %lE8Z %00 %08Z HOLC  %ILD %390 salieroay
OIS SRETeAIEY

wOS LT LEC'PS %I0E  KIFE  %EYY %000 %100 %000  %OFE  %IT1 HETL WIOO- KOO0 %OOT %PLO WPLE %LET %509  %HISO0 suBipey
%OSLZ  LECKS %L0E  BIFE  %EP'9 %000 %LO0- %000 WOPE  %AZT WEZTL %IOO- %00 WOOE %PLC GHEL'E NIET %S0T %290 safesany
CLY T

%FOES  BPS'VS HELT  %IPE  HEOD %000 %100 00D %BYZ  HIF0 %ISO %000 %000 %IGEZ %00 %RSELZT %IOE  HEGS %SO suBipap
%I5'ZC  809'SS %E9Z  WBYE  %EL'D %000 %EO0 %00  %ESZ %990 HEIC OO0 HEO0 %BYZ %600 %LLT %ID'E  WBLS  %IG0 saberony

%BLLE FA 81 %9z %EL'Y %65'% %000 %EOD %00 %EF'Z %60 %I6°0 %000 %000 %692 %600 %BLZT %NEVE %.1Z°9 %850 £00Z 1€ UdBW
G157y [el6pe 4 807 aUENY
By W8] dWwg 914 pEedS Spuni O S@88Y UQ [TVE- TR V] 1) HouY gsuadyj alloou] SWoOU| IdY Fa@ wIAGld YaiUG (N 2 eusdX3 3Wwoou]  Swood]
eAfpayy 151988y 1SCD-PIA %09 PISIA oBNXg  EN RMpooD)  yeo RO PBYY  IY ueo]  Jayy  slaolg BN
'OWIN OW3W ®o] ! IN _sso
Spaaidg pue 's1507) ‘splRLL sway| "dO-uoyN d¥3 RGOS awgou| JayiQ ALODU| 15018U] 1o

£00Z "1E YR PApUT SUINOW Z1 By} Jod
soeiedwo) pue ‘dion eiapad 1Se0”) Jjueny
speludg ‘180 ‘EpialA PUR S)assy aBRiany JO JUSDIe SE SICOU|
£ oL

1€ 2304
D7 ‘toouviitd o o




i

RP® Financial, LC.
Page 3.12

ACFC operates with a modestly higher operating expense ratio than the Peer Group,
reflecting the costs associated with maintaining its base of transaction accounts and providing
retail banking services through 13 offices. The relatively high cost structure of the Company’s
operations is evidenced by data showing the number of employees maintained relative to asset
size. Assets per full time equivalent employee equaled $5.2 million for the Company, versus a
comparable measure of $4.8 million for the Peer Group on average. Overall, the operating
expense ratios for ACFC were 2.83% versus 2.32% and 2.43% for the Peer Group based on the
average and median, respectively. Intangible assets amortization was nominal for the Peer
Group, and the Company had no amortizing intangible assets. On a post-offering basis, the
Company’s operating expenses can be expected to increase with the incremental cost of the
stock-based benefit plans and to the costs of targeted expansions, including the branching and
other expansion initiatives. At the same time, the Company will be seeking to offset such costs

by increasing revenues through targeted growth.

ACFC’s efficiency ratio (operating expenses as a percent of the sum of non-interest
operating income and net interest income) of 75.4% is slightly less favorable than the Peer
Group’s ratio of 71.6%. On a post-offering basis, the Company’s efficiency ratio may improve
marginally with the reinvestment of the offering proceeds. Thus, the Company’s efficiency ratio

is expected to remain at an advantage.

Loan loss provisions for the Company and the Peer Group were relatively modest,
amounting to 0.09% and 0.01% (recovery) of average assets for ACFC and the Peer Group,
respectively, reflecting relatively strong asset quality and limited loan chargeoffs for both.
However, the modestly higher level of loss provisions established by the Peer Group is

consistent with its higher level of NPAs in comparison to the Company’s lower ratio.

Non-operating income and expense were negligible for ACFC and the Peer Group
enhancing their overall comparability and limiting the need for valuation adjustment in the

section to follow.

The Company’s effective tax rate for the last 12 months of 31.8% is modestly higher than

the Peer Group average of 28.1%. The Company expects that its effective tax rate will continue
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to approximate the recent historical level in fiscal 2007, and thus may continue to be modestly

above the Peer Group average.

Loan Composition

ACFC’s loan portfolio reflects a comparatively greater concentration of 1-4 family
residential mortgage loans and MBS, which aggregated to 61.5% of assets and 41.1% of assets
for the Company and the Peer Group, respectively (see Table 3.4). Loans secured by permanent
1-4 family residential mortgage loans equaled 48.9% of assets for the Company versus 31.8% on

average for the Peer Group, while MBS comprised 12.7 and 9.3%, respectively.

The Peer Group’s lending activities show greater diversification in various areas of high
risk-weight lending including multi-family and commercial mortgage lending and non-mortgage
consumer lending. Specifically, multi-family and commercial mortgage loans represented 19.7%
of assets which was modestly greater than the 11.1% ratio for the Company, while construction
loans equaled 14.0% of assets on average for the Peer Group versus 3.8% for the Company.
Conversely, the Company was a more active consumer lender, with 7.4% of assets invested n
consumer loans versus 3.1% percent for the Peer Group on average. Overall, risk-weighted
assets to total assets equaled 68.8% for the Company which was comparable to the Peer Group
average of 68.9%. The comparable risk assets/assets ratio is attributable to the similar ratio of
loans overall and relatively similar level of diversification into high risk weight lending, albeit in

different loan types.

Credit Risk

The Company’s credit risk exposurc appears to be similar to the Peer Group's risk
exposure, on average, based on the ratio of non-performing assets. As shown in Table 3.5, the
Company’s ratio of non-performing assets and accruing loans that are more than 90 days past
due equaled 0.49% of assets, which was lower than the comparable Peer Group ratio of 0.69%
based on the average but higher than the 0.31% of assets ratio based on the median. The
Company maintained a ratio of non-performing loans/loans which fell between the Peer Group

average and median (0.53% versus 0.73% based on the average and 0.41% based on the median
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for the Peer Group). Chargeoffs were modest for both the Company and Peer Group while the

ratio of reserves/loans and reserves/NPAs is below the Peer Group average and median.

The one area of potential risk relates to recent adverse trends with respect to Florida real
estate. In this regard, many areas of Florida, particularly southern portions of the state appear to
be overbuilt and have realized declining values. As yet, the Company’s asset quality has not
been impacted by these trends and the Company’s market appears to have remained

comparatively stable in relation to many areas of Florida.

Interest Rate Risk

Table 3.6 reflects various key ratios highlighting the relative interest rate risk exposure of
the Company and the Peer Group. From a balance sheet perspective, ACFC’s higher capital
position on a pro forma basis and improved pro forma IEA/IBL ratio suggest lower exposure.
On a post-offering basis, these ratios should improve relative to the Peer Group. In the absence
of comparability in timely interest rate risk reporting and methodology, we reviewed quarterly
changes in the net interest income ratio. In general, the quarterly fluctuations in the Company’s

net interest income ratio were below the Peer Group average.

To analyze interest rate risk associated with the net interest margin, we also reviewed
quarterly changes in net interest income as a percent of average assets for ACFC and the Peer
Group. In general, the recent relative fluctuations in the Company’s net interest income to
average assets ratios were considered to be slightly greater than the Pecr Group average, and
thus, based on the interest rate environment that prevailed during the period analyzed in Table
3.6, ACFC was viewed as maintaining a similar to modestly greater degree of interest rate risk
exposure in the net interest margin. However, the Company’s net interest income ratio should be
stabilized to some degree following the Offering, given the initial expected proceeds

reinvestment strategy (primarily short-to-intermediate term investment securities).

Summary

Based on the above analysis, RP Financial concluded that the Peer Group forms a

reasonable basis for determining the pro forma market value of ACFC. Such general
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characteristics as asset size, capital position, interest-earning asset composition, funding
composition, core earnings measures, loan composition, credit quality and exposure to interest
rate risk all tend to support the reasonability of the Peer Group from a financial standpoint.
Those areas where differences exist will be addressed in the form of valuation adjustments to the

extent necessary.
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IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology used to determine ACFC’s
estimated pro forma market value of the common stock to be issued in conjunction with the
Second Step Conversion transaction. The valuation incorporates the appraisal methodology
promulgated by the Federal and state banking agencies for standard conversions and mutual
holding company offerings, particularly regarding selection of the Peer Group, fundamental
analysis on both the Company and the Peer Group, and determination of the Company’s pro

forma market value utilizing the market value approach.

Appraisal Guidelines

The OTS written appraisal guidelines, originally released in October 1983 and updated in
late-1994, and adopted by the FDIC, specify thc market value methodology for estimating the
pro forma market value of an institution. The valuation methodology provides for: (1} the
selection of a peer group of comparable publicly-traded institutions, excluding from
consideration institutions which have recently converted, subject to acquisition or in MHC form;
(2) a financial and operational comparison of the subject company to the selected peer group,
identifying key differences and similarities; and (3) a valuation analysis in which the pro forma
market value of the subject company is determined based on the market pricing of the peer group
as of the date of valuation, incorporating valuation adjustments for key differences. In addition,
the pricing characteristics of recent conversions, both at conversion and in the aftermarket, must

be considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter III, which constitutes “fundamental analysis” techniques. Additionally, the valuation

incorporates a “technical analysis” of recently completed stock conversions, including closing
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pricing and aftermarket trading of such offerings. It should be noted that these valuation
analyses cannot possibly fully account for ail the market forces which impact trading activity and

pricing characteristics of a particular stock on a given day.

The pro forma market value determined herein is a preliminary value for the Company’s
to-be-issued stock. Throughout the Second Step Conversion process, RP Financial will: (1)
review changes in ACFC’s operations and financial condition; (2) monitor ACFC’s operations
and financial condition relative to the Peer Group to identify any fundamental changes; (3)
monitor the external factors affecting value including, but not limited to, local and national
gconomic conditions, interest rates, and the stock market environment, including the market for
thrift stocks; and (4) monitor pending conversion offerings (including those in the offering
phase), both regionally and nationally. If material changes should occur during the Second Step
Conversion process, RP Financial will evaluate if updated valuation reports should be prepared
reflecting such changes and their related impact on value, if any. RP Financial will also prepare
a final valuation update at the closing of the offering to determine if the prepared valuation

analysis and resulting range of value continues to be appropriate.

The appraised value determined herein is based on the current market and operating
environment for the Company and for all thrifts. Subsequent changes in the local and national
economy, the legislative and regulatory environment, the stock market, interest rates, and other
external forces (such as natural disasters or major world ¢vents), which may occur from time to
time (often with great unpredictability) may materially impact the market value of all thrift
stocks, including ACFC’s value, or ACFC’s value alone. To the extent a change in factors
impacting the Company’s value can be reasonably anticipated and/or quantified, RP Financial

has incorporated the estimated impact into the analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was presented in Chapter IIl. The following sections summarize the key differences between the
Company and the Peer Group and how those differences affect the pro forma valuation.

Emphasis is placed on the specific strengths and weaknesses of the Company relative to the Peer
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Group in such key areas as financial condition, profitability, growth and viability of earnings,
asset growth, primary market area, dividends, liquidity of the shares, marketing of the issue,
management, and the effect of government regulations and/or regulatory reform. We have also
considered the market for thrift stocks, including the market for new issues, to assess the impact

on value of ACFC coming to market at this time.

1. Financial Condition

‘The financial condition of an institution is an important determinant in pro forma market
value, because investors typically look to such factors as liquidity, capital, asset composition and
quality, and funding sources in assessing investment attractiveness. The similarities and

differences in the Company’s and the Peer Group’s financial strength are noted as follows:

. Overall A/L Composition. The Company’s asset composition includes a lower
proportion of loans overall, with both residential mortgage loans and consumer
loans exceeding the Peer Group average. The Peer Group was modestly more
diversified in the areas of construction and commercial lending, including both
commercial mortgage and commercial non-mortgage lending. The Company’s
net interest income ratio 1s comparable to the Peer Group average. The
composition of funding liabilities for the Company and the Peer Group is
relatively similar in broad terms, as the ratio of deposits and borrowings for the
Company compared closely to the Peer Group average. However, ACFC’s recent
growth has primarily been funded through higher cost CDs and short term
borrowed funds increasing the cost of funds which impacted the Company’s
spreads and margins. Overall, the Company maintained a comparable level of
interest-earning assets and a slightly higher level of interest-bearing liabilities
compared to the Peer Group, which provided for a modestly lower IEA/IBL ratio
for the Company. The Company’s ratio of [EA/IBL will improve on a post-
offering basis, potentially reversing the current disadvantage.

. Credit Quality. The Company’s credit risk profile appears to be similar based on
NPAs/assets, which fell between the Peer Group median and average. At the
same time, the ratio of reserves/loans and reserves/NPAs is below the range of the
Peer Group average and median. The Company maintains a comparable ratio of
loans and a similar ratio of risk-weighted asset/total assets. The Company will
continue to seek to expand higher risk-weight loans in the future, primarily with
respect to the commercial loan portfolio, potentially increasing its credit exposure
on an incremental basis over the long term.

Additionally, we also considered recent adverse trends with respect to the Florida
real estate markets where the Company conducts lending operations. While there
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appears to be some weakness in terms of sales and values, ACFC’s markets have
been less impacted than other markets in Florida, and the Company’s asset quality
has not been impacted as yet.

Balance Sheet Liquidity. The Company currently maintains a slightly lower level
of cash, investments and MBS on a pre-Offering basis. Like the Peer Group, the
majority of the Company’s investments are designated AFS. The Company’s
borrowing capacity is considered to be similar to the Peer Group’s borrowings
capacity, in light of the comparable level of borrowings maintained by the
Company. The infusion of the Offering proceeds will initially increase the
Company’s level of liquid assets pending investment into loans and other longer-
term investments.

Capital. The Company operates with a lower pre-offering capital ratio than the
Peer Group, 10.2% and 10.9% of assets, respectively. However, following the
Second Step Conversion offering, the Company’s equity-to-assets ratio will
exceed the Peer Group average. ACFC’s higher pro forma capital position
implies greatcr leverage capacity, lower dependence on interest-bearing liabilities
to fund assets and a greater capacity to absorb unanticipated losses. At the same
time, the Company’s higher pro forma capital position will depress its return on
equity.

On balance, ACFC’s balance sheet strength was considered 1o be more favorable than

that of the Peer Group, based on the relatively comparability of their asset /liability composition,

taking into account the relative credit quality and overall capital strength. Accordingly, a

moderate upward adjustment was determined to be appropriate for the Company’s financial

condition.

2. Profitability, Growth and Viability of Earnings

Eamings are a key factor in determining pro forma market valhe, as the level and risk

characteristics of an institution’s earnings stream and the prospects and ability to generate future

earnings heavily influence the multiple the investment community will pay for earnings. The

major factors considered in the valuation are described below.

Reported Earnings. The Company reported modestly lower profitability in terms
of its ROA in comparison to the Peer Group average for the most recent 12
months, primarily reflecting its comparatively higher level of operating expense,
which was only partially offset by its higher level of non-interest income.
Reinvestment of stock proceeds into interest-eaming assets will serve to increase
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the Company’s earnings on an ROAA basis. At the same time, the Company will
incur additional expenses related o the stock benefit plans that will be
implemented in connection with the Offering (6.00% ESOP and 3.00% Restricted
Stock Plan based on the offering amount).

Core Earnings. Non-operating items were negligible for both the Company and
the Peer Group and thus, ACFC’s ROA on corc earnings basis remained at a
modest disadvantage in comparison to the Peer Group average.

Interest Rate Risk. Quarterly changes in the Company’s and the Peer Group’s net
interest income to average assets ratios indicated a greater degree of volatility was
associated with the Company’s net interest margin. ACFC’s capital ratios were
less favorable on a pre-Offering basis, but the equity/assets and the IEA/IBL
ratios will improve with the infusion of the Second Step Conversion proceeds.

Credit Risk. Loan loss provisions had a limited impact on the Company’s and
Peer Group’s profitability for the past year and the Company’s NP A/assets ratio is
similar in comparison to the Peer Group, with the ratio falling between the
average and median. The Company’s ratio of reserves to total loans and reserves
to NPAs is below the average and median indicated by the Peer Group. However,
while the Company maintains a similar risk weighted assets ratio, a portion of the
Company’s loan portfolio is secured by Florida real estate, which may increase
risk exposure relative to the Peer Group (eight out of ten of the Peer Group
companies are based outside of Florida).

Earnings Growth Potential. Several factors were considered in assessing earnings
growth potential.  First, the infusion of stock proceeds will increase the
Company’s earnings growth potential with respect to leverage capacity and
providing the Company with additional liquidity for purposes of funding loan
growth. Second, opportunities to increase earnings through loan and deposit
growth are considered to be slightly more favorable based on the demographic
and economic trends prevailing in Duval County versus the Peer Group’s markets
(i.e., reflecting its markets comparatively strong income levels and slightly lower
unemployment rate). While growth trends in the Company’s Georgia markets are
relatively less favorable, the Company expects that most of its future growth will
take place in northern Florida. Additionally, the Company has a favorable track
record recently with respect to the ability to realize asset and earnings growth in
comparison to the Peer Group. The Company will be seeking to continue its retail
expansion following the offering and the strengthened pro forma capital position
will support such efforts.

Return on Equity. The Company’s pro forma capital position will exceed the Peer
Group average. Notwithstanding the higher pro forma ROA, the Company’s pro
forma core ROE is anticipated to be lower than the Peer Group average as a result
of its very strong capital ratio.
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Overall, we concluded that a slight upward adjustment for profitability, growth and
viability of earnings was appropriate, in view of ACFC higher ROA and lower pro forma ROE,
as well as the factors relating to the Company’s credit risk and interest rate exposure and

earnings growth.

3. Asset Growth

The Company’s recent asset growth exceeded the Pecer Group average, reflecting the
Company’s efforts to support earnings through leveraging equity, which has included both
growth in the loan and investment portfolios. Specifically, ACFC experienced comparatively
strong asset growth of 14.96% during the most recent twelve month period, versus a 2.83% asset
growth rate posted by the Peer Group based on the average. As described in Section III, the
Company’s comparatively faster growth is attributable to efforts to expand lending, particularly
following the completion of the minority stock issuance in 2004. In this regard, the Company
has employed additional loan officers and has otherwise sought to expand the loan portfolio,
both through internal originations and though loan participations. Similarly, the Company has
been expanding its retail branch presence with the objective of increasing the retail deposit base.
On a pro forma basis, the Company should have the equity to facilitate continued growth and

expansion. On balance, we believe a moderate upward adjustment was warranted for this factor.

4. Primary Market Area

The general condition of an institution’s market area has an impact on value, as future
success is in part dependent upon opportunities for profitable activities in the local market
served. The majority of the Company’s loans and deposits are generated in Ware County,
Georgia, and Duval County, Florida; whereas the former has a relatively small population base
and limited growth characteristics, the latter has realized relatively favorable economic and

demographic trends in comparison to the Peer Group (see Table 4.1).

Overall, the average characteristics of the Peer Group’s markets generally fell within the
range reflected for ACFC’s principal markets. Specifically, the Peer Group’s markets were

moderately sized in terms of total population in comparison to the relatively small market
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represented by Ware County and the relatively large market represented by Duval County.
While population growth rates were comparatively strong for Duval County in comparison to the
Peer Group average, growth in Ware County fell below the Peer Group average, while per capita
income levels were below the Peer Group average for Ware County, Duval County had modestly
higher income levels. The Peer Group’s deposit market share and average unemployment rate
fell within the range exhibited by ACFC’s principal markets. On balance, we concluded that a
slight upward adjustment was required for the Company’s market area, primarily reflecting that
the Company has oriented its future growth toward the northern Florida market which has

experienced relatively favorable economic and demographic growth trends.

5. Dividends

ACFC has indicated its preliminary intent to pay dividends in an amount such that current
minority shareholders of ACFC will continue to receive the same total cash dividend payment,
with the per share dividend amount adjusted for the exchange ratio in the Second Step
Conversion. At the current midpoint valuation, the annual dividend payment would equal $0.30
per share and provide a yield of 3.0% based on the $10.00 per share initial offering price (i.e.,
reflects the stated intent to maintain the current dividend of $0.52 per share adjusted for the
exchange ratio to minority shareholders). However, future declarations of dividends by the
Board of Directors will depend upon a number of factors, including investment opportunities,
growth objectives, financial condition, profitability, tax considerations, minimum capital
requirements, regulatory limitations, stock market characteristics and general economic

conditions.

Nine out of the ten of the Peer Group companies pay regular cash dividends, with implied
dividend yields ranging from 1.96% to 4.00%. The average dividend yield on the stocks of the
Peer Group institutions was 1.6% as of June 8, 2007, representing an average payout ratio of
23.5% of core carnings. As of June 8, 2007, approximately 85% of all publicly-traded thrifts had
adopted cash dividend policies (sec Exhibit [V-1) exhibiting an average yield of 2.19% and an
average payout ratio of 35.73% of eamings. The dividend paying thrifts generally maintain
higher than average profitability ratios, facilitating their ability to pay cash dividends.
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The Company’s indicated dividend policy provides for a modestly higher yield compared
to the yield provided by the Peer Group. While the Company’s implied payout ratio of 95.83%
of pro forma eamings at the midpoint is above the Peer Group’s payout ratio, the Company’s
ability to maintain a higher payout ratio is supported by its higher pro forma equity to-assets ratio
equal to 22.0% at the midpoint compared to 11.0% for the Peer Group. Accordingly, on balance,

we concluded that no adjustment was warranted for purposes of the Company’s dividend policy.

6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public
markets. Nine of the Peer Group companies trade on the NASDAQ system while one company
is traded on the American Stock Exchange (“AMEX”). Typically, the number of shares
outstanding and market capitalization provides an indication of how much liquidity there will be
in a particular stock. The market capitalization of the Peer Group companies ranged from $25.8
million to $143.1 million as of June 8, 2007, with average and median market values of $74.0
million and $72.5 million, respectively. The shares issued and outstanding to the public
shareholders of the Peer Group members ranged from 1.3 million to 12.8 million, with average
and median sharcs outstanding cqualing 5.6 million and 4.6 million, respectively. The
Company’s pro forma market value and shares outstanding for the Company will exceed the Peer
Group average and median, as well as each of the Peer Group companies individually.
Accordingly, we anticipate that the liquidity in the Company’s stock will be modestly greater
relative to the Peer Group companies’ stocks and have applied a slight upward adjustment for

this factor.

7. Marketing of the Issue

We believe that four separate markets need to be considered for thrift stocks such as the
Company coming to market: (1) the after-market for public companies, in which trading activity
is regular and investment decisions are made based upon financial condition, earnings, capital,
ROE, dividends and future prospects; (2) the new issue market in which converting thrifts are
¢valuated on the basis of the same factors, but on a pro forma basis without the benefit of prior

operations as a fully-converted publicly-held company and stock trading history; (3) the
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acquisition market for thrift franchises in Georgia and Florida; and (4) the market for the public
stock of the Company. All of these markets were considered in the valuation of the Company’s

to-be-issued stock.

A. The Public Market

The value of publicly-traded thrift stocks is easily measurable, and is tracked by
most investment houses and related organizations. Exhibit [V-1 provides pricing and financial
data on all publicly-traded thrifts. In general, thrift stock values react to market stimuli such as
interest rates, inflation, perceived industry health, projected rates of economic growth, regulatory
issues and stock market conditions in general. Exhibit IV-2 displays historical stock market
trends for various indices and includes historical stock price index valucs for thrifts and

commercial banks. Exhibit [V-3 displays historical stock price indices for thrifts only.

In terms of assessing general stock market conditions, the performance of the
overall stock market has been mixed over the past year. The broader stock market moved lower
during the first part of June 2006, as stocks tumbled afier an inflation warning by the Federal
Reserve Chairman stoked fears of future rate increases. Comparatively, stocks rallied in mid-
June following reassuring inflation comments by the Federal Reserve Chairman. Higher interest
rates dampened the rally ahead of the Federal Reserve meeting in late-June. Stocks surged
higher following the Federal Reserve meeting in late-June, as comments from the Federal
Reserve served to calm inflation worries and raised expectations of an end to the current cycle of

rate increases,

Geopolitical turmoil and higher oil prices pulled stocks lower at the start of the
third quarter of 2006. The broader stock market rallied briefly in mid-July on comments from
the Federal Reserve that hinted at the possibility of a pause in the current cycle of rate increases
and some favorable second quarter earnings reports. After trading in a narrow range during late-
July and early-August, stocks retreated following the Federal Reserve meeting in August. While
the Federal Reserve left rates unchanged, stocks declined on concems of an economic slow
down. Favorable inflation data reflected in wholesale and retail prices for July provided a boost
to stocks in mid-August. Stocks traded in a narrow range before strengthening at the end of

August, as oil prices dropped below $70 a barrel for the first time in two months and the
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unemployment rate for August dropped to 4.7%. The Dow Jones Industrial Average moved to a
four-month high in mid-September, with further declines in oil prices and the Federal Reserve’s
decision to leave rates unchanged helping to sustain the positive trend. Stocks retreated
modestly heading into late-September, as investors reacted negatively to an economic report
showing a slow down in business activity in the Mid-Atlantic region. Lower oil prices and a

strong consumer sentiment report helped stocks to rally at the close of the third quarter,

The broader stock market rally was sustained into the fourth quarter of 2006, as
the DJIA moved to an all-time high in early-October. Lower oil prices and growing expectations
that the next move by the Federal Reserve would be to cut rates extended the stock market rally
into mid-October, with the DJIA approaching the 12000 market. The DJIA closed above 12000
heading into late-October 2006, with optimism about corporate earnings, the Federal Reserve’s
decision to hold rates steady and lower oil prices sustaining the rally. Despite a slight pullback at
the end of October, the 3.4% gain in DJIA for October was the best monthly gain since
November 2005. Stocks continued to edge lower at the beginning of November, but then
rebounded strongly in mid-November. Favorable inflation data reflected in wholesale and
consumer prices for October, merger news and upbeat comments by the Federal Reserve about
interest rates were factors that contributed to rally in the broader market. Stocks traded in a
narrow range ahead of the holiday shopping season in late-November. After posting a big one
day loss in late-November on concerns about retail sales, lower oil prices, merger news and
favorable economic reports provided a boost to stocks in early-December. The DJIA traded to
record highs in mid- and late-December, as stocks benefited from some robust economic reports

and investors betting on a strong finish for the year.

Lower ol prices helped to sustain the positive trend in stocks at the start of 2007,
which was followed by a mild pullback due to weakness in technology stocks. Optimism about
the economy and some favorable earnings reports helped to lift the DJIA to a record high
heading into late-January 2007, which was followed by a one day sell-off on a weak housing
report and concerns about higher rates. Stocks surged higher at the end of January 2007, as the
Federal Reserve concluded its late-January meeting with no change in rates. The broader stock
market traded in a narrow range in early-February and then the DJIA rallied to a new record in

mid-February. Comments by the Federal Reserve Chairman that helped to alleviate concerns of
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higher rates, as well as lower oil prices, were factors that contributed to the mid-February rally.
Comparatively, higher oil prices contributed to a downturn in stocks heading into late-February.
A sell-off in China’s stock market turned into a global market sell-off, as the DJTA plunged over
400 points on February 27"

Stocks recovered some of the losses from the one day sell-off in early-March
2007, as the broader stock market benefited from a rebound in China’s stock market. Mounting
troubles for subprime mortgage lenders and weak economic data fueled a sharp downturn in the
broader stock market in mid-March, rcflecting concerns that rising subprime mortgage
delinquencies would filter into the broader economy. Following the sell-off, merger
announcements, rallies in overseas markets and a drop in oil prices supported a rebound in the
broader stock market ahead of the March meeting of the Federal Reserve. The Federal Reserve’s
decision to hold rates steady strengthened the stock market rebound, as investors were buoyed by
the Federal Reserve’s assessment that the economy continued to expand at a moderate pace.

Stocks fluctuated at the close of the first quarter on mixed economic data,

Signs of an improving housing market provided a boost to the stock market at the
start of the second quarter 2007, with news of an increase in an index of pending existing home
sales during February supporting a one-day gain of more than 120 points in the DJIA. News of
Iran’s release of British hostages, lower oil prices and a favorable March employment report also
contributed to the broader market gains in early-April. The broader market rally continued
through most of April, as merger news and strong corporate profits lifted the DJIA above a close
of 13000 in late-April. For the month of April, the DJIA closed up 5.7%. Stronger than
expected manufacturing data and lower oil prices helped to propel the DJIA to five consecutive
record highs in early-May. Following a sharp one day sell-off on a weak retail sale report for
April, the positive trend in the broader stock market continued into mid-May. A new wave of
corporate deals, lower oil prices and a stronger than expected reading for May consumer
confidence was noted factors that held to sustain the rally. Stocks eased lower in late-May
reflecting profit taking and concerns about a pullback in China’s stock market. As an indication
of the general trends in the nation’s stock markets over the past year, as of June 8, 2007 the DJIA
closed at 13424.39 an increase of 23.3% from one year ago and an increase of 7.7% year-to-date,

and the NASDAQ closed at 2573.54 an increase of 20.5% from one year ago and an increase of
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6.6% year-to-date. The Standard & Poors 500 Index closed at 1507.67 on June 8, 2007 an

increase of 20.4% from one year ago and an increase of 6.3% year-to-date.

The market for thrift stocks has been mixed during the past twelve months, but, in
general, thrift stocks have underperformed the broader stock market. Inflation fears, sparked by
comments from the Federal Reserve Chairman, pulled thrift stocks lower along with the broader
market in early-June 2006. Acquisition speculation helped thrift stocks to stabilize ahead of the
broader market heading into mid-June. Interest rate concerns weighed on thrift stocks in mid-
June, although thrift stocks moved higher following comments from the Federal Reserve
Chairman that eased inflationary concerns. Thrift stocks traded in a narrow range ahead of the
Federal Reserve meeting in late-June and then rallied strongly following statements from the

Federal Reserve that hinted at the possibility of taking a break from raising interest rates further.

Activity in thrift stocks was neutral at the beginning of the third quarter of 2006,
which was followed by a downturn in thrift stocks along with the broader market in mid-July.
Comments from the Federal Reserve indicating expectations of inflation moderating and some
positive second quarter earnings Sparked a brief rally in thrft stocks, which was followed by a
pull back in late-July. Earnings falling short of expectations due to margin compression
contributed to the sell-off in thrift stocks. Thrift stocks bounced higher in early-August, as July
employment data provided signs of a slowing economy and increased expectations that the
Federal Reserve would stop raising rates. Mortgage data showing a drop in loan fundings
reversed the positive trend in thrift stocks heading into mid-August, which was followed by an
upturn in mid-August as thrift stocks participated in the broader market rally that was powered
by favorable inflation data. Thrift stocks trended lower in late-August, reflecting concerns of a
slowdown in housing. A favorable August employment report provided a boost (o the thrift
sector at the beginning of September. Inflationary fears prompted a brief sell-off in thrift stocks
heading into mid-September, which was followed by a rebound as falling oil prices benefited

stocks in general.

Thrift stocks advanced at the start of the fourth quarter of 2006, based on
economic data that suggested the economy was slowing and comments from the Federal Reserve

Chairman that raised hopes of a decline in short-term interest rates. Acquisition news and
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strength in the broader market sustained the upward trend in thrift stocks into mid-October.
Thrift stocks sold off with the broader market at the end of October and into early-November, as
economic data showing slower growth raised concerns for some investors, Strength in the
broader market supported a rebound in thrift stocks ahead of the national elections. Favorable
inflation data boosted thrifts stocks along with the broader market in mid-November. Weaker
than expected housing data pressured thrift stocks lower heading into late-November. Merger
news, including Bank of New York’s announced merger with Mellon Financial Corp., sparked
gains in thrift stocks in early-December 2006. Thrift stocks traded in a narrow range through
mid-December, as the Federal Reserve left interest rates unchanged as expected. An upbeat
report on home sales helped thrift and bank stocks participate in the broader market rally in late-

December.

Thnft stocks traded lower at the start of 2007, as a favorable employment report
for December reduced expectations of the Federal Reserve cutting interest rates. Mixed fourth
quarter earnings reports and investor nervousness ahead of the Federal Reserve rate meeting
provided for a choppy trading market for thrift issues in mid- and late-January 2007 Thrift stocks
posted gains in late-January and early-February 2007, as thrift investors reacted favorably to the
Federal Reserve’s decision to hold rates steady at its late-January meeting. While the DJIA
moved to a new high in mid-February, thrift stocks traded in a narrow range heading into late-
February. The late-February seil-off triggered by the downturn in China’s stock market hit thrift
stocks as well. Selling pressure in thrift stocks increased during the first half of March, as
mortgage lenders in general were hurt by the detenoration in market conditions for subprime
mortgage lenders. In mid-March, the Mortgage Bankers Association reported that subprime
mortgage delinquencies rose to a four year high during the fourth quarter of 2006. Thrift stocks
participated in the broader stock market rally following the Federal Reserve’s decision to hold
rates steady at its March meeting, based on expectations that the economy would continue to
expand at a moderate pace. Thrift stocks pulled back in late-March, as lenders were hurt by
news that sales of new homes fell for the second straight month in February and consumer

confidence dropped in March.

A favorable report on February pending existing home sales sparked gains in

thrift stocks at the start of the second quarter 2007. In contrast to the broader market, thrift
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stocks trended lower in mid-April as a weak housing market and the overhang of problems in the
subprime lending market continued to weigh on the thrift sector. Some positive earnings reports
helped to boost thrift stocks heading into the second half of April, but the rally did not match
gains posted in the broader market. A late-April report showing a decline in home sales in
March served to dampen enthusiasm for thrift stocks, while news of Bank of America’s $21
billion proposed acquisition of LaSalle Bank Corp. had little impact on trading activity among
thrift and bank stocks. Thrift stocks headed higher along with the broader stock market in early-
May, but did not sustain the upward momentum into mid-May. A disappointing report on the
outlook for the housing market weighed on the thrift sector in mid-May, with the National
Association of Home Builders report projecting that home sales and housing production would
not begin to improve until late in 2007. Merger news provided a boost to thrift stocks headed
into late-May, but the gains were not sustained as thrift stocks traded lower on news of stronger
economic data and higher interest rates. On June 8, 2007, the SNL Index for all publicly-traded
thrifts closed at 1,703.4, a decrease of 0.9% from one year ago and 6.9% year-to-date.

B. The New [ssue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Company’s pro forma
market value. The new issue market is separate and distinct from the market for seasoned thrift
issues in that the pricing ratios for converting issues are computed on a pro forma basis,
specifically: (1) the numerator and denominator are both impacted by the conversion offering
amount, unlike existing stock issues in which price change affects only the numerator; and (2)
the pro forma pricing ratio incorporates assumptions regarding source and use of proceeds,
effective tax rates, stock plan purchases, etc. which impact pro forma financials, whereas pricing
for existing issues are based on reported financials. The distinction between pricing of
converting and existing issues is perhaps no clearer than in the case of the price/book (“P/B™)
ratio in that the P/B ratio of a converting thrift will typically result in a discount to tangible book
value whereas in the current market for existing thrifts the P/B ratio often reflects a premium to
book value. Therefore, it is appropriate to also consider the market for new issues, both at the

time of the conversion and in the afiermarket.
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The market for converting thrift issues has been relatively stable over the past
several quarters, with most converting issues having successful offerings and reflecting modest
price appreciation in initial trading activity. As shown in Table 4.2, two standard and three
mutual holding company offerings were completed during the past three months. However,
second-step conversion offerings are considered to be more relevant for our analysis, and only
one was completed over the last three months. In general, second-step conversions tend to be
priced (and trade in the aftermarket) at a higher P/B ratio than standard conversions. We believe
investors take into consideration the generally more leveraged pro forma balance sheets of
second-step companies, their track records as public companies prior to conversion, and their
generally higher pro forma ROE measures relative to standard conversions in pricing their
common stocks. The only second step conversion completed in the three months ended June 8,
2007, was by Peoples United Financial, which represents the largest second step conversion
offering ever. Peoples United closed between the midpeint and the maximum of its offering
range at a pro fornma P/TB ratio of 142.2%, while the pro forma P/E multiple was 29.0 times, and

was trading just below its IPO price (i.e., 0.1% below) after the first month of trading.

Although just outside the three month lookback period, there were two other
second step conversion offerings completed in January 2007. Osage Bancorp of Oklahoma
closed at the midpoint of its offering range on January 18, 2007, at a pro forma P/TB ratio of
103.2%, while the pro forma P/E multiple was 34.2 times. Osage Bancshares declined in after-
market trading, reflecting a 6.8% declinc after one month. Westfield Financial closed at the
maximum of its offering range on January 4, 2007, at a pro forma P/TB ratio of 111.2%, while
the pro forma P/E multiple was 34.0 times, and reflected modest price appreciation of 8.5% after

the first month of trading on a fully converted basis.

C. The Acquisition Market

Also considered in the valuation was the potential impact on the Company’s stock
price of recently completed and pending acquisitions of other savings institutions headquartered
in Georgia and Florida. As shown in Exhibit IV-4, there were nine thrift acquisitions completed
from the beginning of 2006 through year-to-date 2007. The recent acquisition activity involving

savings institutions may imply a certain degree of acquisition speculation for the Company’s
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stock. To the extent that acquisition speculation may impact the Company’s offering, we have
largely taken this into account in selecting companies for the Peer Group which operate in
markets that have experienced a comparable level of acquisition activity as the Company’s
market and, thus, are subject to the same type of acquisition speculation that may influence
ACFC’s stock. However, since converting thrifts are subject to a three-year regulatory
moratorium from being acquired, acquisition speculation in ACFC’s stock would tend to be less

compared to the stocks of the Peer Group companies.

D. Trading in ACEC’s Stock

Since ACFC’s minority stock currently trades under the symbol “ACFC” on the
NASDAQ national stock market, RP Financial also considered the recent trading activity in the
valuation analysis. ACFC had a total of 13,676,071 shares issued and outstanding at June 8,
2007, of which 4,947,571 shares were held by public shareholders and traded as public
securities. As of June 8, 2007, the Company’s closing stock price was $18.56 per share. There
are significant differences between the Company’s minority stock (currently being traded) and
the conversion stock that will be issued by the Company. Such differences include different
liquidity characteristics (the new conversion stock will be more liquid owing to larger number of
public shares available to trade) and a different return on equity for the conversion stock. Since
the pro forma impact has not been publicly disseminated to date, it is appropriate to discount the
current trading level. As the pro forma impact is made known publicly, the trading level will

become more informative.

* % ¥ k& * %k ¥ ¥k ¥ *k #

In determining our valuation adjustment for marketing of the issue, we considered trends
in both the overall thrift market, the new issue market including the new issue market for second-
step conversions, the acquisition market and recent trading activity in the Company’s minority
stock. Taking these factors and trends into account, RP Financial concluded that no adjustment

was appropriate in the valuation analysis for purposes of marketing of the issue.
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8. Management

ACFC’s management team appears to have experience and expertise in all of the key
areas of the Company’s operations. Exhibit IV-5 provides summary resumes of ACFC’s Board
of Directors and senior management. The financial characteristics of the Company suggest that
the Board and senior management have been effective in implementing an operating strategy that
can be well managed by the Company’s present organizational structure. The Company

currently does not have any senior management positions that are vacant.

Similarly, the returns, capital positions, and other operating measures of the Peer Group
companies are indicative of well-managed financial institutions, which have Boards and
management teams that have been effective in implementing competitive operating strategies.
Therefore, on balance, we concluded no valuation adjustment relative to the Peer Group was

appropriate for this factor.

9, Effect of Government Regulation and Regulatory Reform

In summary, as a fully-converted federally-insured institution, ACFC will operate in
substantially the same regulatory cnvironment as the Peer Group members — all of whom are
well capitalized institutions and are operating with no apparent restrictions. Exhibit [V-6 reflects
the Company’s pro forma regulatory capital ratios, while the Peer Group’s regulatory capital
ratios were previously shown in Table 3.2. On balance, no adjustment has been applied for the

effect of government regulation and regulatory reform.

Summary of Adjustments

Overall, based on the factors discussed above, we concluded that the Company’s pro
forma market value should reflect the following valuation adjustments relative to the Peer

Group:
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Key Valuation Parameters: Valuation Adjustment
Financial Condition Moderate Upward
Profitability, Growth and Viability of Earnings Slight Upward
Asset Growth Moderate Upward
Primary Market Area Slight Upward
Dividends No Adjustment
Liquidity of the Shares Slight Upward
Marketing of the Issue No Adjustment
Management No Adjustment

Effect of Government Regulations and Regulatory Reform  No Adjustment

Valuation Approaches

In applying the accepted valuation methodology promulgated by the OTS and adopted by
the FDIC, i.e., the pro forma market value approach, including the fully-converted analysis
described above, we considered the three key pricing ratios in valuing the Company’s to-be-
issued stock — price/earnings (“P/E™), price/book (“P/B”), and price/assets (“P/A") approaches --
all performed on a pro forma basis including the effects of the stock proceeds. In computing the
pro forma impact of the Second Step Conversion and the related pricing ratios, we have
incorporated the valuation parameters disclosed in ACFC’s prospectus for offering expenses,

reinvestment rate, effective tax rate and stock benefit plan assumptions (summarized in Exhibits

IV-7 and IV-8).

RP Financial’s valuation placed an emphasis on the following:

P/E Approach. The P/E approach is generally the best indicator of long-term
value for a stock. Given the similarities between the Company’s and the Peer
Group’s operating strategies, earnings composition and overall financial
condition, the P/E approach was carefully considered in this valuation. At the
same time, since reported eamnings for both the Company and the Peer Group
included certain non-recurring items, we also made adjustments to earnings to
arrive at core earnings estimates for the Company and the Peer Group and
resulting price/core earnings ratios.

P/B Approach. P/B ratios have generally served as a useful benchmark in the
valuation of thrift stocks, particularly in the context of a public offering, as the
earnings approach involves assumptions regarding the use of proceeds. RP
Financial considered the P/B approach to be a useful indicator of pro forma
value, taking into account the pricing ratios under the P/E and P/A
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approaches. We have also modified the P/B approach to exclude the impact
of intangible assets (i.e., price/tangible book value or “P/TB”), in that the
investment community frequently makes this adjustment in its evaluation of
this pricing approach.

) P/A Approach. P/A ratios are generally a less reliable indicator of market
value, as investors typically assign less weight to assets and attribute greater
weight to book value and earnings - we have also given less weight to the
assets approach. Furthermore, this approach as set forth in the regulatory
valuation guidelines does not take into account the amount of stock purchases
funded by deposit withdrawals, thus understating the pro forma P/A ratio. At
the same time, the P/A ratio is an indicator of franchise value, and, in the case
of highly capitalized institutions, high P/A ratios may limit the investment
communitly’s willingness to pay market multiples for earnings or book value
when ROE is expected to be low,

» Trading of ACFC stock. Converting institutions generally do not have stock
outstanding. ACFC, however, has public shares outstanding due to the mutual
holding company form of ownership. Since ACFC is currently traded on the
NASDAQ, it is an indicator of investor interest in the Company’s conversion
stock and therefore received some weight in our valuation. Based on the June
8, 2007 stock price of $18.56 per share and the 13,676,071 shares of ACFC
stock outstanding, the Company’s implied market value of $253.8 million was
considered in the valuation process. However, since the conversion stock will
have different characteristics than the minority shares, and since pro forma
information has not been publicly disseminated to date, the current trading
price of ACFC’s stock was somewhat discounted herein but will become more
important towards the closing of the offering.

The Company has adopted Statement of Position (“SOP") 93-6, which causes earnings
per share computations to be based on shares issued and outstanding excluding unrcleased ESOP
shares. For purposes of preparing the pro forma pricing analyses, we have reflected all shares
issued in the offering, including all ESOP shares, to capture the full dilutive impact, particularly
since the ESOP shares are economically dilutive, receive dividends and can be voted. However,

we did consider the impact of SOP 93-6 in the valuation.

Based on the application of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that, as of June 8, 2007, the
aggregate pro forma market value of ACFC’s conversion stock was $235,024,420 at the

midpoint, equal to 23,502,442 shares at $10.00 per share. The midpoint and resulting valuation
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range is based on the sale of a 63.82% ownership interest to the public, which provides for a

$150.0 million public offering at the midpoint value.

1. Price-to-Eamings (“P/E”). The application of the P/E valuation method requires

calculating the Company’s pro forma market value by applying a valuation P/E multiple to the
pro forma earnings base. In applying this technique, we considered both reported earnings and a
recurring earnings base, that is, earnings adjusted to exclude any one-time non-operating items,
plus the estimated after-tax earnings benefit of the reinvestment of the net proceeds. The
Company’s reported earnings equaled $4.623 million for the twelve months ended March 31,
2007, In deriving the Company’s core earnings, the only adjustment made to reported earnings
was to eliminate gains on the sale of REO loans and investment securities of $247,000.
Accordingly, on a tax affected basis, reflecting the marginal tax rate of 38%, the Company’s core
earnings were determined to equal $4.470 million for the 12 months ended March 31, 2007
(Note: see Exhibit IV-9 for the adjustments applied to the Peer Group’s eamings in the

calculation of core earnings).

Based on the Company’s reporied and estimated core earnings, and incorporating the
impact of the pro forma assumptions discussed previously, the Company’s pro forma reported
P/E multiples at the $235.0 million midpoint value equaled 31.67 times, which provided for a
premium of 78.9% relative to the Peer Group’s average reported earnings multiples of 17.70
times (see Table 4.3). On a core earnings basis, the Company’s P/E at the midpoint of the
valuation range was 32.33 times, which was 71.9% higher than the Peer Group’s average core

earnings multiple of 18.81 times.

2. Price-to-Book (“P/B™). The application of the P/B valuation method requires

calculating the Company’s pro forma market value by applying a valuation P/B ratio, derived
from the Peer Group’s P/B ratio, to the Company’s pro forma book value, including
approximately $519,000 of net assets at the MHC. In applying the P/B approach, we considered
both reported book value and tangible book value. Based on the $235.0 million midpoint
valuation, ACFC’s pro forma P/B and P/TB ratios equaled 104.75% and 106.10%, respectively.
In comparison to the respective average P/B and P/TB ratios indicated for the Peer Group of
126.85% and 140.59%, the Company’s ratios reflected discounts of 17.4% and 24.5%. At the
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top of the super range, the Company’s P/B and P/TB ratios equaled 115.95% and 117.21%,
respectively. In comparison to the Peer Group’s average P/B and P/TB ratios, the Company’s
P/B and P/TB ratios at the top of the super range reflected discounts of 8.6% and 16.6%,

respectively.

3. Price-to-Assets (“P/A”). The P/A valuation methodology determines market

value by applying a valuation P/A ratio to the Company’s pro forma asset base, conservatively
assuming no deposit withdrawals are made to fund stock purchases. In all likelihood there will
be deposit withdrawals, which results in understating the pro forma P/A ratio computed herein.
At the midpoint of the valuation range, ACFC’s value equaled 23.03% of pro forma assets.
Comparatively, the Peer Group companies exhibited an average P/A ratio of 13.30%, indicating

a 73.2% premium.

Comparison to Recent Qfferings

As indicated at the beginning of this chapter, RP Financial’s analysis of recent conversion
offering pricing characteristics at closing and in the aftermarket has been limited to a “technical”
analysis and, thus, the pricing characteristics of recent conversion offenings can not be a primary
determinate of value. Particular focus was placed on the P/TB approach in this analysis, since
the P/E multiples do not reflect the actual impact of reinvestment and the source of the stock
proceeds (i.e., external funds vs. deposit withdrawals). Given the large size and diversified
operations of Peoples United in comparison to the Company, we did not consider the results of

Peoples United’s offering to be very relevant in the determination of value herein.

Other second step conversion offerings completed in 2007 include Westfield Financial,
which closed in January 2007 at a pro forma P/TB ratios of 111.2% and a pro forma P/E ratio of
34.0 times. During their first week of trading as a fully-converted company, the stock price of
Westfield Financial increased by 9.0% from its IPO price, and by 9.0% over the first month of
trading. Osage Bancshares, which is perhaps the most relevant transaction given its comparable
size, closed at 103.0% of pro forma book value and a pro forma P/E multiple of 34.2 times, and

diminished in after-market trading by 6.8% after the first month as a fully-converted company.
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Valuation Conclusion

Based on the foregoing, it is our opinion that, as of June &, 2007, the estimated aggregate

pro forma market value of the Company, inclusive of the sale of the MHC’s ownership interest

to the public shareholders was $235,024,420 at the midpoint. Based on this valuation and the

approximate 63.82% ownership interest being sold in the public offering, the midpoint value of

the Company’s stock offering 1s $150,000,000, equal to 15,000,000 shares at a per share value of

$10.00. The resulting range of value pursuant to regulatory guidelines and the corresponding

number of shares based on the Board approved $10.00 per share offering price is set forth below.

The pro forma valuation calculations relative to the Peer Group are shown in Table 4.3 and are

detailed in Exhibit V-7 and Exhibit IV-§.

Total Shares

Shares

Supermaximum 31,081,980
Maximum 27,027,808
Midpoint 23,502,442
Minimum 19,977,076

Distribution of Shares

Supermaximum 100.00%
Maximum 100.00%
Midpoint 100.00%
Minimum 100.00%

Aggregate Market Value(l)

Supermaximum $310,819,800
Maximum 270,278,080
Midpoint 235,024,420
Minimum 199,770,760

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

Establishment of the Exchange Ratio

Exchange Shares

Offering Issued to the
Shares  Public Shareholders
19,837,500 11,244 480
17,250,000 9,777,808
15,000,000 8,502,442
12,750,000 7,227,076
63.82% 36.18%
63.82% 36.18%
63.82% 36.18%
63.82% 36.18%
$198,375,000  $112,444,800
172,500,000 97,778,080
150,000,000 85,024,420
127,500,000 72,270,760

Exchange

Ratio
(x)
227273
1.97628
1.71851
1.46073

OTS regulations provide that in a conversion of a mutual holding company, the minority

stockholders are entitled to exchange the public shares for newly issued shares of ACFC stock as



RP® Financial, LC.
Page 4.26

a fully converted company. The Board of Directors of the MHC has independently determined
the exchange ratio. The determined exchange ratio has been designed to preserve the current
aggregate percentage ownership in ACFC equal to 36.18% as of June 8, 2007. The exchange
ratio to be received by the existing minority shareholders of ACFC will be determined at the end
of the offering, based on the total number of shares sold in the subscription and community
offerings. Based upon this calculation, and the valuation conclusion and offering range
concluded above, the exchange ratio would be 1.46073 shares, 1.71851 shares, 1.97628 shares
and 2.27273 shares of newly issued shares of ACFC stock for each share of stock held by the
public shareholders at the minimum, midpoint, maximum and supermaximum of the offering
range, respectively. RP Financial expresses no opinion on the proposed exchange of newly
issued Company shares for the shares held by the public stockholders or on the proposed

exchange ratio.
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Exhibit 1-2

Atlantic Coast Federal Corporation

Key Operating Ratios

At or For the three

Selected Consolidated Financial Ratios and Other Data:

Performance Ratios:

Return on assets (ratio of net income 10 average total assets)®.....

Retumn on equity (ratio of net income to average equlty)“’

Dividend payout ratio®™*. .

Average interest rate spreadm"

Net interest margin®™>.._...

Efficiency ratic®® ..

Operating expense 10 average total assets® .,

Average mlerest-eammg asscts to average mtercst-bcanng
liabilities...

Asset Quality Ratios:

Non-performing assets to total assets.......
Non-performing loans to total loans
Allowance for loan losses to non-performing loans
Aliowance for loan tosses to total loans......
Net charge-offs to average outstanding loans ...

Capital Ratios:

Total capital to risk-weighted assets . .........cocovieies oo,
Tier [ capital to risk-weighted assets.
Tier | capital to average assets ...
Average equity 10 aVETALE A5SELS ..oiviers vt e e

Other Data:

Number of full service offices ..o e
Numberof loans ..o
Number of deposit aceounts™ ...

Months Ended
March 31,

At or For the Years Ended December 31,

2007 2006

2006 2005 2004 2003 2002

0.36% 0.69%
3.47% 5.56%
216.67% 90.00%
2.22% 2.63%
2.66% 3.02%
79.84% 72.73%
2.66% 2.79%

110.91%  113.05%

0.49% 0.42%
0.52% 0.51%
14295%  145.14%
0.75% 0.75%
0.09% 0.11%

12.7% 14.6%

11.9% 13.8%
8.2% 9.9%

10.48% 12.35%

i3 13
13,704 13,704
45,482 46,492

0.66% 0.71% 0.56% 0.91% 0.76%
5.48% 5.07%% 6.05% 10.77% 8.49%
110.53% 72.22% —% —% — %
2.55% 2.62% 3.25% 398% 4.06%
2.99% 3.06% 3.64% 4.25% 4.45%
73.08% 69.93%%  68.11% $9.01% 63.50%
2.78% 2.78% 295% 328% 3.50%

113.01%  116.87% 11663%  10355%  112.03%

0.40% 0.39% 1.05% 1.73% 0.90%
0.47% 0.45% 1.28% 1.72% 0.75%
15421%  175.36%  59.42% 87.13%  161.96%
0.73% 0.78% 0.76% 1.49% 1.22%
0.06% 0.27% 1.16% 0.57% 0.76%

13.9% 15.9% 17.4% 12.9% 12.6%
13.1% 15.0% 16.8% 11.7% 11.4%
93% 10.0% 119% $.1% 8.4%

12.00% 14.07% 9.29% 8.46% 8.93%

13 12 12 12 10
14,679 15,151 15,840 15,378 16,558
49,896 51,738 56,962 65,954 68,253

(i} The 2005 income tax expenses included a benefit of $895,000 for the elimination of a 1ax-related contingent liability for the same amount. The
tax-related contingent liability has been established by us in 2000 upon becoming a taxable entity and reflected the tax effect of the bad deduction
taken by us in 2000 and 2001 calendar tax years, We belicved the filing position was supportable based upon a reasonable interpretation of the
federal income tax laws and the underlying regulations. However, due to the lack of prior rulings on similar fact patterns, it was unknown
whether the accounting method would be sustamned upon audit by either the federal or state tax authorities. The applicable statute of limitations
expired with respect to the 2001 1ax year on September 15, 2005, making the contingent liability unnecessary.

(2) Ratios for the three months ended March 31, 2007 and 2006 are annualized.

(3) The dividend payout ratio represents dividends declared per share divided by net income per share.

(4) The average interest rate spread represents the difference between the weighted-average yield on interest-earning assets and the weighted-

average cost of interest-bearing liabilities for the period,

(5) The net interest margin represents net interest income as a percent of average interest-carning assets for the period.
(6) The efficiency ratio represents non-interest expense divided by the sum of net interest income and non-interest income.
(7) Changes to our deposit system in 2004, enabled us to purge old account information that had existed since a system conversion in 2002.

Approximately 7,000 accounts were affecied.




EXHIBIT I-3

Atlantic Coast Federal Corporation
Investment Portfolio Composition




Exhibit I-3
Atlantic Coast Federal Corporation
Investment Portfolio Composition

At December 31,
At March 31, 2007 2006 2005 2004
Carrying Percent of Carrying Percent of Carrying Percent of Carrying Percent of
Value Total Value Total Value Total Value Total
(Dollars in Thousands)
Securitics available for sale:
U.S. government and agency ............... $ 14600 1641% $ 16230 1641%  § 32,07 4458% % 20853 39.07%
State and municipal............... 2,740 1.74 1,729 1.74 5,361 7.45 11,930 2236
Mortguge-backed securities .. 112,063 B1.85 81,222 BI.85 34,525 47.97 10,603 15.87
Corporate commercial paper. — — _— — — — 9,967 18.68
Mutual Funds ................. — — — — — — 10 0.02
TOtal oo cvcir e 8_129,403 __100.00%  $_ 99231 _10000% S 71965 _100.00% §_ 53363 _100.00%
At Decennber 31,
At March 31, 2007 2006 2005 2004
Carrying Percent of Carrying Percent of Carrying Percent of Carrying Percent of
Value Total Value Total Value Total Value Total

(Dollars in Thousands)
Other eaming assets:

Interest-carning deposits with banks..... s 37i2 31.03% § 30486 76.92% 8 15518 6421% § 18,286 50.10%
Federal funds sold and securities
purchased under agreements to
TESEH] ot — — — — — — 11,800 3233
Federal Home 1.0an Bank stock... 7,988 17.44 7,948 20.05 7.074 2853 5511 15.10
Other investments ........cc...... 700 1.53 _1.200 3.03 1,800 7.26 900 2.47
Total oo, 345,810 __10000% 0§ 39634 _100.00% 8§ 24792 100.00%  §_36497 __100.00%
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Yields and Costs
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[nterest Rate Analysis




Exhibit I-5
Atlantic Coast Federal Corporation
Interest Rate Risk Analysis

Economic Value of Equity and Duration of Assets and Liabilities at March 31, 2007

Change in Interest Rate
Decrease 3% Decrease 2% Decrease 1% Increase 1% Increase 2% Increase 3%
Duration of assets'!! 211 2.11 213 235 241 2.4]
Duration of liabilities™ 2.44 244 244 2.18 2.07 2.07
Differential in duration ©.33) (0.33) (0.32) 0.17 0.34 0.34

Amount of change in
Economic Vatue of Equity™ $  (8,766,566) $  (5,851,044) §

Percentage change in
Economic Vaiue of Equity™® (10.70%) (7.14%)

{(2,787,3605 §  (1,484032) §  (5992220) §  (8,982330)

(3.40%) (1.81%) (7.31%) (10.96%)

(1)  Expressed as number of years before asset/liability reprices to achieve siate rate of interest rate increase.
(2)  Represents the cumulative five year pre-tax impact on the Company’s equity due to increased or {decreased) net interest margin.
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Exhibit I-6
Atlantic Coast Federal Corporation
Fixcd Rate and Adjustable Rate Loans

Due After December 31, 2007

Fixed Rate Adjustable Rate Tatal

(Trollars in Thousands)
Real estate loans:

One- to four-family ..o $ 115449 £ 218,539 $ 333988
Commercial 21,159 32,819 54,018
Other™ . e 15,780 14,653 30,433
Construction loans:
One- to four-family ..o $ 4,027 $ 6,407 $ 10,434
Commercial........o.cveveeeeiicierien s 1,758 1,104 2,862
Acquisition & development............ = 2,103 2,103
Other loans:
Home equity........ccoooeeverevnvenee e $ 20,175 s 70,788 s 90,963
CONSUIMET ..o e 58,938 747 59,685
Commercial busingss...........ceeevies 1.047 386 10,433
Total loans ..o, 8238373 3 356,546 $__3565919

(1)  Consists of land and multi-family loans.
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Loan Portfolio Composition
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EXHIBIT I-8

Atlantic Coast Federal Corporation
Contractual Maturity by Loan Type
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Atlantic Coast Federal Corporation
Non-Performing Assets




Exhibit I-9
Atlantic Coast Federal Corporation
Non-Performing Assets

At March 31, At December 31,

2007 2006 2005 2004 2003 2002

(Dollars in Thousands)

Non-accrual loans:

Real estate:
One- to four-family .....o.coenviiines. § 707 s 325 5 697 $ 1,931 5 465 s 365
Commercial......... 349 430 238 3271 5,670 —
Other'™ e 103 104 109 — - -
Construction:
One- to four-family ..., 713 551 — — — —_
Commercial .........cooveerne — — — — — —_
Acquisition & development.............. - — — — —_ —
Other:
Home equity.. 329 280 35 — — —
Consumer ............ 282 445 597 290 267 868
Commercial Business.......... 912 913 940 1.166 i.165 1,664
Total non-performing loans............. $ 3395 § 3050 3 25616 6658 $ 7567 $. 2897
Loans greater than 39 days delinquent
and still accruing:
Real esiate:
One- to four-family ..ooocevvvveiiioee. — s — $ — $ - 3 — s —
Commercial..._.. — — — — — —
Other'™. e - — — — — _
Construction:
One- to four-family ........ccoocooeeenn — —_ — — — —
Commercial .....c..ovvvevvnirrnsnnnenins B —_— — —_ — —
Acquisition & development............... —_ — — —_— _ —
Other:
Home equity......c.oociemvnricnrenns - - — — — —
Consumer —_ — — — — —
Commercial Business..........ooveevenne. — — — — —_ —_
Total loans 90 days and still
BECIUING -..cvevo e 5 - $ — h — 5 - by — s —
Total non-performing loans.................... 3395 3.050 2,616 6,658 1,567 2.897
Real estate owned:
Real estate:
One- to four-family ..o, 8 176 ) 247 b 310 5 323 $ 107 $ 1,141
Commercial 39 39 — — — _
Other™. .. e — — —— - —_ _
Construction:
One- to four-family ........................ 717 — — — —_ 454
Commercial..................... — — —_ — —_ —
Acquisiton & development.............. — — — — - —
Other:
Home equity..........ocoeeveminicree v — —_ — —_— — —
Consumer ............. — — — — - —
Commercial Business... —_ — — — — —
Total real estate owned.................... 932 286 310 323 1,079 1,141
Total non-perferming assets ................... §_4327 B 3336 §.. 2920 §_ 6098] § B646 S 4038
Ratios:
Non-performing loans to total loans ........ 0.52% 0.48% 0.45% 1.28% 1.72% 0.75%
Non-performing loans to total assets ....... 0.49% 0.40% 0.39% 1.09% 1.73% 0.90%

n Consists of land and multi-family loans.




EXHIBIT 1-10

Atlantic Coast Federal Corporation
Loan Loss Allowance Activity




Balance at beginning of period ................

Charge-offs:
Real estate loans:
One- to four-family .........cc.ooeeevee
Commercial ...,
Other"
Construction loans:
One- to four-family .............coceereen
Commercial ............... ..
Acquisition & development .............
‘ Other loans:

Home equity.......cccooooooeveeeeeeeceee
Consumer.............
' Commercial Business
' Total charge-offs..................

, Recoveries:
Real estate loans:
One- to four-family ..........
Commercial......... .
Construction Joans:
One- 10 four-family............
Commercial ... .
Acquisition & development .............
Other loans:
Horne equity ...
Consumer..............
Commercial Business .
Total recoveries.................... R

Net charge-offs ..o
Provision for loan losses ... .
Balance at end of pericd ...

Ratios:

Net charge-offs to average loans @...........

Net charge-offs to average non-
performing loans...........cceovovvee i

Allowance for loan losses to non-
performing 10ans...............coeveveciceinnn

Altowance as a pereent of total loans™.....

(1) Consists of land and multi-family [oans.

Exhibit I-10
Atlantic Coast Federal Corporation
Loan Loss Allowance Activity

At or For the
Three Months Ended

March 31, At or For the Years Ended December 31,
2007 2006 2006 2005 2004 2003 2002
(Dollars in Thousands)

4,705 b3 4,587 $ 4,587 $ 3,956 $ 6,593 ) 4,692 3,766
25 38 107 192 78 300 500
—_ —_ — 605 4,637 — —
43 — — — — — —
34 14 14 160 63 25 —_

320 322 1,094 1,249 1,642 2259 2752

— — — 120 — 664 251

423 374 1,215 2,326 6,420 3,248 3,503

4 54 40 7 86 1

4 21 83 51 — —_ —

2 — 18 1 B ] 2 —

229 194 703 732 750 823 745

— — — 12 — _ —

276 218 858 836 808 911 746

147 155 357 1,490 5612 2,337 2,757

296 76 . .a15 2121 2975 4238 3,683

4953 3 4508 5 _ 4705 § 4587 §. 395 5_ 6503 4,69
0.09% 0.11% 0.06% 0.27% 1.16% 0.57% 0.76%
18.09% 13.42% 11.36% 43.41% 122.10% 30.88% 95.171%
142.95% 145.14% 154.21% 175.36% 59.42% 87.13% 161.96%
0.75% 0.75% 1.20%

0.73% 0.78% 0.75% 1.47%

(2) Total loans are net of deferred fees and costs and purchase premiums or discounts
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Atlantic Coast Federal Corporation
Deposit Composition




Exhibit I-11

Atlantic Coast Federal Corporation

Deposit Composition

At Marceh 31, 2007 At December 31, 2006
Weighted Weighted
Average Average
Balance Percent Rate Balance Percent Rate
(Dollars in Thousands)
Deposit type:
Non-interest bearing demand ... $ 43,001 7.24% —% $ 38,301 6.68% —%
SAVINES ..ot 7.08 0.40 41,9135 731 0.42
Interest beanng demand ............ 9.07 3.06 52,895 923 3.00
Money market demand...... 24,80 4.63 116314 2031 4.69
Total transactions accounts 48.18 3.02 249,425 43.53 2.89
Certificates of deposit ... 51.82 5.00 323627 56,47 483
Total deposits..........cooeeeene 100.00% 4.05% § 573032 __100.00% 3.99%




EXHIBIT I-12

Atlantic Coast Federal Corporation
Time Deposit Rate/Maturity




Exhibit 1-12
Atlantic Coast Federal Corporation

Time Deposit Rate/Maturity

At March At December 31,
31,2007 2006 2005 2004
(In Thousands)
Interest

Rate:

Less than 2.00%..... M — 8 — 3 - 3 31,809

2.00% - 259%....... 1,280 2316 26,103 116,689

3.00% - 399%....... 23,298 39,926 159,222 66,954

4.00%-499%....... 70,373 104,175 108,841 26,144

5.00%-599%....... 212,676 177,070 1,520 1,162

6.00%-699%....... 282 137 2,183 5.973

Total ..o, 8307900 8 323627 B__297.860 §__ 24873]

Less thao or More thao More than More than
¢qual to one one to two two to three  three to four More than
year yetars years YELars four years Total
(In Thousands)
Interest

Rate:
Lessthan 200% ... § — % - % — 5 - § - 5 -
2.00% -2.99% ... 881 262 122 16 — 1,281
3.00%-3.99%....... 14,050 3,898 5,343 8 — 23,259
4.00% - 4.99%....... 30,404 21,123 11,164 7,649 33 70,373
5.00%-599%. ... 175,864 25,352 6,773 1,335 3,350 212,674
6.00% - 699%. ... 282 — — — — 282
Total oo, 3221481 % 50635 % 23402 § 9008 £ 3383 £ 307,909




EXHIBIT I-13

Atlantic Coast Federal Corporation
Borrowings Activity




Balance at end of period.. oo
Average balance outstanding. ........ .

Maximum month-end balance..........................
Weighted average interest rate during the period .
Weighted average interest rate at end of period....

Exhibit I-13
Atlantic Coast Federal Corporation
Borrowings Activity

At or For the Three Months

Ended March 31, At or For the Years Ended December 31,
2007 2006 2006 2005 2004
{Dollars in Thousands)

$ 142000 % 128,000 5 144,000 $ 129,000 s 100,314
$ 143,644 $ 129,000 s 128,260 $ 119,462 $ 87,640
$ 144000 § 129,000 3 144,000 $ 129,000 $ 100,314

4.35% 4.11% 4.26% 4.18% 4.26%

4.46% 4.46% 4.45% 4.18% 3.67%




EXHIBIT II-1

Description of Office Facilities




Exhibit IT-1
Atlantic Coast Federal Corporation
Description of Office Facilities

Net Book Value
Location Owaoed or Leased March 31, 2007
(In Thousands)}
HOME AND EXECUTIVE
OFFICE AND MAIN BRANCH
505 Haines Avenue Owned $ 1,567
Waycross, GA 31501
FLORIDA REGIONAL CENTER
10151 Deerwood Park Bivd, Leased 73
Building 100 Suite 501
Jacksonville, FI, 32256
BRANCH OFFICES:
Drive-up Facility Owned 71
400 Haines Avenue
Waycross, GA 31501
2110 Memorial Drive Owned $ 557
Waycross, GA 31501
1390 South Gaskin Avenue Ovwned 468
Douglas, GA 31533
213 Hwy 80 West Owned 284
Garden City, GA 31408
10328 Deerwood Park Blvd. Owned 1,142
Jacksonville, FL. 32256
8048 Normandy Blvd. Owned 1,106
Jacksonville, FL 32221
1970 Solomon Street Owned 190
Orange Park, FL 32073
463 West Duval Street Owned 143
Lake City, FL 32055
930 University Avenue, North Owned 1,084
Jacksonville, FL 32211
1700 South Third Street Owned 1,501
Jacksonville Beach, FL 32200
1425 Atlantic Blvd. Owned 2,988
Neptune Beach, FL 32233
2766 Race Track Road Owned 2,547
Jacksonville, FL 32259
715 Centre Street Owned 1,086

Fernandina Beach, FL 32034

U Lease expires in June 2008.




EXHIBIT I1-2

Historical Interest Rates




Year/Qtr. Ended

1999: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2000; Quarter 1
Quarter 2
Quarter 3
Quarter 4

2001; Quarter 1
Quarier 2
Quarter 3
Quarter 4

2002: Quarter 1
Quanrer 2
Quarter 3
Quarter 4

2003: Quarter 1
Quarer 2
Quarter 3
Quarter 4

2004: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2005: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2006; Quarter 1
Quarter 2
Quarter 3
Quarter 4

2007: Quarter 1
As of June 8, 2007

(1) End of period data.

Sources: Federal Reserve.

Historical Interest Rates(1)

Prime
Rate

7.75%
7.75%
8.25%
8.50%

9.00%
9.50%
9.50%
9.50%

8.00%
6.75%
6.00%
4.75%

4.75%
4.75%
4.75%
4.25%

4.25%
4.00%
4,00%
4.00%

4.00%
4.00%
4.75%
5.25%

5.75%
6.00%
6.75%
7.25%

7.75%
8.25%
8.25%
8.25%

8.25%
8.25%

Exhibit 11-2

90 Day
1-Bill

4.49%
4.78%
4.88%
5.33%

588%
5.88%
6.23%
5.89%

4.30%
3.65%
2.40%
1.74%

1.78%
1.70%
1.57%
1.22%

1.14%
0.80%
0.95%
0.95%

0.95%
1.33%
1.70%
222%

2.80%
3.12%
3.55%
4.08%

4.63%
501%
4.88%
5.02%

5.04%
4.77%

One Year
T-Bilt

4.72%
5.07%
5.22%
5.98%

6.28%
6.08%
6.07%
5.32%

4.09%
3.72%
2.49%
2.17%

2.70%
2.06%
1.53%
1.32%

1.19%
1.09%
1.15%
1.26%

1.20%
2.09%
2.16%
2.75%

3.43%
3.51%
4.01%
4.38%

4.82%
521%
4.91%
5.00%

4.90%
4.96%

10 Year
T-Bond

5.25%
581%
5.90%
6.45%

6.03%
6.03%
5.80%
512%

4.93%
5.42%
4.60%
507%

5.42%
4.86%
3.63%
3.83%

3.83%
3.54%
3.96%
427%

3.86%
462%
4.12%
4.24%

4.51%
3.98%
4.34%
4.39%

4 86%
5.15%
4.64%
4.71%

4.65%
5.12%




EXHIBIT 1II-1

General Characteristics of Publicly-Traded Institutions
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EXHIBIT IV-1

Stock Prices:
As of June 8, 2007
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EXHIBIT IV-2

Historical Stock Price Indices




Year/Qir. Ended

1999: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2000 Quarter 1
Quarter 2
Quarter 3
Quarter 4

2001: Quarter1
Quarter 2
Quarter 3
Quarter 4

2002; Quarter 1
Quarter 2
Quarter 3
Quarter 4

2003: Quartes 1
Quarter 2
Quarter 3
Quarter 4

2004: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2005: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2006: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2007: Quarter 1
As of June 8, 2007

{1) End of period data.

Exhibit Iv-2

Historical Stock Price Indices{1)

DJ

§786.2
10870.8
10337.0
114971

10921.9
10447 .9
10650.9
10786.9

9878.8
10502.4
88476
10021.5

10403.9
9243.3
7591.9
83418

7962.1
8985.4
9275.1
10453.9

10357.7
10435.5
10080.3
10783.0

10503.8
10275.0
10568.7
10717.5

11109.3
11150.2
11679.1
12483.2

12354 .4
13424 .4

S&P 500

1286.4
13727
1282.7
1469.3

1498.8
1454 6
1436.5
1320.3

1160.3
1224.4
1040.9
1148.1

1147.4
989.8
815.3
8798

848.2
974.5
996.0
1112.0

1126.2
1140.8
11148
1211.9

1180.6
1191.3
1228.8
1248.3

12948
1270.2
1335.9
1418.3

1420.9
1507.7

Sources: SNL Securities and Wall Street Journal,

SNL
NASDAQ Thrift
Composite Index
2,461.4 707.6
2686.1 695.6
2.746.2 609.1
4,069.3 562.4
4,572.8 545.6
3,966.1 567.8
3,672.8 718.3
2,470.5 874.3
1,840.3 885.2
2,160.5 964.5
1,498.8 853.6
1,950.4 918.2
1,845.4 1006.7
1,463.2 1121.4
1,172.1 984.3
1,3358.5 1073.2
1,341.2 1096.2
1.622.8 1266.6
1,786.9 1330.9
2,003.4 1482.3
1,994.2 1585.3
20478 1437.8
1,896.8 1495.1
21754 1605.6
19902 1516.6
2057.0 15771
2,151.7 1527.2
2,205.3 1616.4
2,339.8 1661.1
2,172.1 1717.9
2.258.4 17271
24153 1829.3
242186 1703.6
25735 1703.4

SNL
Bank
Index

448.4
479.3
409.9
416.7

421.2
387.4
464.6
476.4

4592
493.7
436.6
473.7

498.3
468.9
396.8
419.1

401.0
476.1
490.9
548.6

562.2
546.6
556.0
5951

551.0
563.3
546.3
582.8

5955
801.1
634.0
658.6

634.4
638.5




EXHIBIT IV-3

Historical Thrift Stock Indices




BN Thritinvestor

Index Values

Index Values Price Appredation (%)

04/30/07 03/30/07 12/29/06 04/28/06 1 Month YTD LT™
All Pub. Traded Thrifts 1,695.9 1,703.6 1,8293 1,714.0 -0.45 -7.29 -1.05
MHC Index 3,753.6 37736 3,8747 3,158.7 -0.53 -3.13 18.80
Stock Exchange Indexes
AMEX Thrifts 694.7 7204 7452 6278 477 -6.78 10.65
NYSE Thrifts 1,052.0 1,042.7 1,143.0 1,085.7 0.89 -7.96 -3.10
OTC Thrifts 2,129.6 21753 22719 2,0748 -2.10 6.26 2.64
Geographic Indexes
Mid-Atlantic Thrifts 39319 40208 4,104.1 3,834.2 -2.21 -4.20 255
Midwestern Thrifts 3,3521 3,400.5 36237 3,459.7 -1.42 -7.50 -3.11
New England Thrifts 2,0823 2,1955 22230 18229 -5.16 -6.33 14.23
Southeastern Thrifts 1,380.6 14172 1.670.8 1.530.2 -2.59 -17.37 -9.78
Southwestern Thrifts 1,423.7 1,4909 1,538.4 14254 -4.50 -7.45 -0.12
Western Thrifts 1.5623 15162 17171 16422 3.04 -9.02 -4.87
Asset Size Indexes
Less than $250M 1,173 1,219.9 1.2415 1,386.7 -3.83 5.5 -15.40
$250M to. $500M 3,5324 3,533.8 3,587.6 33976 -0.04 -1.54 397
$500M 10 518 2,085.2 2,1000 2,135 1,884.2 -0.70 -2.34 1067
$1Bto 558 24185 2,484.1 2,6933 2,508.1 -2.64 -10.20 -3.57
Over $5B 1,015.7 10164 1,096.0 1,028.7 -0.07 -7.33 -1.27
Pink Indexes .
Pink Thrifts 5135 509.2 5159 463.8 0.84 -0.47 10.71
Less than $75M 577.8 575.0 576.9 513 0.48 015 12.61
Over $75M 5323 527.9 535.0 4812 0.85 -0.49 10.63
Comparative Indexes
Dow Jones Industrials 13,0629 12,3544 124632 11,3671 5.74 4.81 14,92
S&P 500 1.4824 1,420%9 1,418.3 1,310.6 433 4.52 131

Al SNL indexes are market-value weighted; Le. an institution’s effect on an index is proportionate to that institution's market capitallzation. All SNL thrift indexes, except for the SNL
MHC index, began at 100 on March 30, 1984, The SHL MHC Index began at 201.082 on Dec 31, 1992, the level of the SNL Thiift index on that date. On March 30, 1984, the 5&P 500 closed
#t 159.2 and the Dow Jonies industrials stood at 1,1564.9.

Mid-Atantic DE, DC, MD, NJ, NY, PA, PR Midwest: 1A, IL IN, KS, KY, MI, MN, MO, ND, NE, OH, SO, Wt;
New England: CT, MA, ME, NH, RI, VT; Southeast: AL, AR, FL, GA, M5, NC, SC TN, VA, WV,
Southwest: CO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, ID, MT, NV, OR, WA, WY




EXHIBIT IV-4

Market Area Acquisition Activity
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EXHIBIT IV-5

Atlantic Coast Federal Corporation
Director and Senior Management Summary Resumes




Exhibit [V-5
Atlantic Coast Federal Corporation
Director and Scnior Management Summary Resumes

Directors

Charles E. Martin, Jr. Mr. Martin is a retired employee of CSX Transportation, Inc., Waycross,
Georgia, where he worked as a machinist for over 20 years.

Forrest W. Sweat, Jr. Mr. Sweat is a partner in the law firm of Walker & Sweat, Waycross,
Georgia. He has practiced law since 1982,

Thomas F. Beeckler. Mr. Beeckler is the owner, president and chief executive officer of the
Beeckler Company, Jacksonville, Florida, a real estate development firm. Mr. Beeckler founded the
company in 1990.

Robert J. Larison, Jr. Mr. Larison has served as the president and chief executive officer of
Atlantic Coast Federal Corporation since its organization in 2003 and Atlantic Coast Bank and Atlantic
Coast Federal Credit Union since 1983,

W. Eric Palmer. Mr. Palmer is employed by the Mayo Clinic, Jacksonville, Florida, where he
has served as a director of patient financia! services for the past three years. Prior to serving as a director,
Mr. Palmer served as a section manager of accounts receivable at the Mayo Clinic for four years.

Jon C. Parker, Sr. Mr. Parker has served as our senior vice president and chief financial officer
since our organization in 2003 and senior vice president and chief financial officer of Atlantic Coast Bank
and Atlantic Coast Federal Credit Union since September 1999. Prior to such time he served as
controller. On March 1, 2007 and on May 18, 2007, Mr. Parker relinquished his duties as chief financial
officer of Atlantic Coast Bank and Atlantic Coast Federal Corporation, respectively.

Frederick D. Franklin, Jr. Mr. Franklin has been a partner in the law firm of Rogers Towers,
P.A., Jacksonville, Florida since January 2004. From 1997 to 2004, he was a partner in the law firm of
Holland & Knight, Jacksonville, Florida. Mr. Franklin specializes in complex commercial litigation.

Robert J. Smith. Mr. Smith is a certified public accountant. He has served as a mortgage banking
executive with PHH Mortgage in Jacksonville, Florida, since January 2001 except for the period from
April 2002 to July 2003, during which he was employed by Basis 100, a technology company which
served the mortgage banking industry. Prior to his employment with PHH Mortgage (formerly known as
Cendant Mortgage) in 2001, he was employed by Merrill Lynch Credit Corporation, Jacksonville,
Florida, for over 10 years and, prior to thal, was a Senior Manager for Deloitte & Touche LLP, where he
was recognized as a National Industry Specialist in the savings and loan and real estate industries.

H. Dennis Woods. Mr. Woods was employed by CSX Transportation, Inc., Waycross, Georgia,
from 1964 until his retirement in November 2005, He most previously served as the business manager of
the company’s warehouse in Waycross, Georgia.




Exhibit IV-5 (continued)
Atlantic Coast Federal Corporation
Director and Senior Management Summary Resumes

Executive Qfficers Who Are Not Directors

Carl W. Insel. Mr. Insel has served as market president of Florida since his appointment in
December 2006. Prior to that Mr. Insel served as executive vice president beginning in October 2004.
Mr. Insel previously served as senior vice president for retail banking at the National Bank of Commerce,
Atlanta, Georgia, where he worked from 1996 to September 2004,

Thomas B. Wagers, Sr. Mr. Wagers has served as chief operating officer of Atlantic Coast Bank
since his appointment in December, 2006 and previously served as vice president of finance, beginning in
June 2004. Prior to joining Atlantic Coast Bank, Mr. Wagers was an independent accounting consultant
from August 2002 until May 2004 and has over 14 years of banking experience.

Dawna R. Miller. Ms. Miller has served as senior vice president and chief financial officer of
Atlantic Coast Bank since March 1, 2007 and of Atlantic Coast Federal Corporation since May 18, 2007.
Formerly with National Australia Bank Limited and from 2002 to 2005, Ms. Miller served as Vice
President and Controller of National Americas Investment, Inc., Director of SR Funding Corporation,
Vice President of MSRA Holdings, Inc. and First Vice President and Controlier of HomeSide Lending,
Inc. Ms. Miller has over 15 years experience in the financial services industry. Ms. Miller worked as an
independent business consultant since 2005 prior to joining Atlantic Coast Bank.

Phillip 8. Buddenbohm. Mr. Buddenbohm has served as senior vice president of credit
administration since March 2005. Formerly a first vice president in the Consumer Services Division of
National Commerce Financial Corporation in Memphis, Tennessee, he has 10 years of experience in
lending, credit administration and branch services.

Philip S. Hubacher. Mr. Hubacher has served as treasurer of Atlantic Coast Bank since 1988.
He is a lieutenant ¢olonel in the United States Air Force Reserve.

Tricia H. Echols. Ms. Echols has served as market president of Georgia since her appointment in
December 2006. Prior to this appointment, she served as vice president of consumer loan operations for
over five vears. Ms. Echols has been with Atlantic Coast Bank since 1993 serving in various management
positions.




EXHIBIT IV-6

Atlantic Coast Federal Corporation
Pro Forma Repulatory Capital Ratios




stitution: Aclantic Coast Federal Corporation

Actual, As of Pro Forma at March 31, 2007
March 31, 2007 Minimum Midpoint Maximum Maximum As Adjusted
Percent Percent Percent Percent Percent
Amount  of Assets  Amount of Assets  Amount of Assets Amount of Agsets  Amount of Assels
\pital and Retained {Dollars in Thousands)

-amings Under Generally
wceepted Accounting Principles $74,680 8.49% $130,083 13.80% 5$139,904 14.67% 5149724 15.52% $161,018 16.47%

er | Capital (Leverage) ........ £71,943 8.21% $127,346 13.56% $137,167 14,43% $146,987 15.28% $158,281 16.24%
quirement . .. ........ .. 315.054 400%  37.576 4.00% 38,023 4.00% 38470 4.00% 38983 4.00%
EESS L e $£36,889 421% 389,770 9.56% $99,144 10.43% $108,517 11.28% $119,297 12.24%
er | Capital (Risk-Based) ...... $71,943 11.89% $127,346 20.61% $137,167 22.12% $146,987 23.62% $158,281 25.33%
}quirement ... ....... ... 24.206 4.00%  24.710 4.00% 24,799 4.00% 24,889 4.00% 24,991 4.00%
OBSS . . e $47.737 7.89% $102,636 16.61% $112,367 18.12% $122,098 19.62% 3$133,289 21.33%
ital Risk-Based ............. $76,796 12.69% $132,199 21.40% $142,020 2291% 3$151,840 24.40% $163,134 26.11%
sk-Based Requirement ... ...... 48411 8.00% 49420 8.00%  49.599 8.00% 49,777 8.00% 49,983 8.00%
CESS . L $28,385 4.69% $82,7179 13.40% $£92.421 14.91% $102,063 16.40% $113,151 18.11%
:t Proceeds Afier Exp. Infused (50%) $63,053 $74,224 $85,394 $98,240

ss. ESQP (7.650) (2,000) (10,350} (11,903)

ss: SBIP [ 0 4] 0
o Forma Increase $55,403 $£65,224 $75,044 $86,338




EXHIBIT IV-7

Atlantic Coast Federal Corporation
Pro Forma Analysis Sheet




EXHIBIT Iv-7

PRO FORMA ANALYSIS SHEET
Allantic Coasl Federal Corporation

Prices as of June B, 2007

Subject Pear Group Georgia Thrifts All Public Thrifts
Vajuat idpoi g iples Symbol al Midpoir Mean Median Mean Maedi Mean Median
Price-eamnings muhiple = P/E 31.87 x 17.70x 18.00x NM NM 20.14x 17.66x
Price-core aarnings multiple = PiICE 323 x 18.81x 18.06x NM NM 20.08x 18.42x
Price-book ratio = P/B 104.75% 128.85% 116.20% 65.48% £.48% 143.68% 131.51%
Price-tangible book ratio = PTB 106.10% 140.58% 134.29% 8.00% 8.00% 161.98% 155.88%
Price-assets ratio = PiA 23.03% 13.30% 13.50% 0.40% 0.40% 17.66% 14.53%
Valuation Paramelers Adjusted
Pre-Conversion Earnings (Y} $4,623,000 (12 Mihs 03/07) ESOP Stock {% of Offering + Foundation) (E) 6.00%
Pre-Conversion Core Eamings {(YC) $4,470,000 (12 Mihs 03/07)  Cost of ESOP Borrowings (S} 0.00%
Pre-Conversion Book Value (B} $89,951,000 (2) ESOP Amortization (T) 20.00 Years
Pre-Conv Tang. Book Value (B) $87.077.000 (2) Stock Program (% of Offering + Foundation {M) 3.00%
Pre-Conversion Assets (A} $886,216,000 Stock Programs Vesting (N) 5.00 Years
Reinvestment Rate {R) 4.50% Fixed Expenses $1,300.000
Tax rate (TAX) 38.00% Variable Expenses 1.00%
After Tax Reinvest. Rate (R) 3.04% Percentage Sold {PCT) £3.8232%
Est. Conversion Expenses (1){(X} 1.73% MHC Assets (MHC1) $519,000
Price/Share $10.00 MHC Assets as a % of Offtering (MHC2) £.35%
Foundstion Cash Contribution (FC) o 00% Options as % of Offenng (01} 7.50%
Foundsation Stock Contribution (FS) 0.00% Shares Estimated Qplion Vahkre (02) 22,00%
Foundation Tax Benefit (FT) 50 Option Vesting Period (Q3) 5.00
% of Options taxable {04) 25.00%
Calculali © Forma Value A Nversion
1. V= P/E * (¥} V= $235024420
1-PIE* PCT * ((1-X-BE-M-FS+MHC2)R - {(1-TAX)*{EM) - (1-TAX)"(M/N}-(1-TAX 04)*{01702/03))
2. V= PiCore E * (YC) Ve $235,024 420
1 - PiCore E * PCT * {{1-X-E-M-FS+MHC2)'R - (1-TAX}"(E/T) - {1- TAX)*{MIN}-(1-TAX*04)*(01°02/03)))
3 V= PiB * (B+FT+MHC1) W= §235024.420
1.PMB"PLT * {1-X-E-M-FC-FS)
4. V= P/TB " {B+FT+MHC1) V= $235.024 420
1-PTB * PCT * (1-X-E-M-FC-FS)
5 V= PiA * (A+FT+MHC1) V= $235,024.420
1-PiA*PCT * {1-X-E-M-FC-F5)
Shares 2nd Step Ful Phs: Total Market
2nd Step Exchange Conversion Foundation Capitatization  Exchanpe
Gonclusion OHering Shares Sharas hares Shares Shares Ratio
Supermaximum 19,837,500 11,244 480 31,081,980 0 31,081,980 227273
Maximum 17,250,000 8,777,808 27,027,808 Q 27,027,808 1.97828
Midpaim 15,000,000 8.502 442 21,502 442 o] 23,502,442 1.71851
Minimum 12,750,000 7,227,076 19,877,076 0 19,977,076 446073
Market Value
2nd Step Full Total Market
2nd Step Exchange Conversion Foundation Capitalization
Conclusion Cftering Value  Shares Value § Value Valug 3 Value
Supermaximum $198,375,000 5112444 80C $310,819,800 30 $310,815,800
Maximum $172,500,000 397,778,080 $270,270,080 0 $270,276,080
Midpaint $150,000,000 $85,024 420 $235,024,420 0 3$235,024,420
Minimum $127,500,000 372,270,757 $199,770,760 0 $199,770,760

{1) Estimated offering expenses at midpoint of the offering,
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Atlantic Coast Federat Corporation
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Exhibit V-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Aflantic Coast Federal Corporation

At the Minimum of the Range

1. Fully Converted Value and Exchange Ratio
Fully Converted Value
Exchange Ratio

2nd Step Offering Proceeds

Less: Estimated Offering Expenses
Plus: MHC Assets

2nd Step Net Conversion Proceeds

2. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

$195,770,760
1.46073

$127,500,000
2,432,866
519,000
$125,586,134

$125,586,134

Less: Cash Contribution to Foundation {0)
Less: Stock Contribution to Foundation 0
Less: ESOP Stock Purchases (1)} (7,650,000)
Less: Restricted Stock Purchases (2) (3,825 834}
Net Proceeds to be Reinvested $114,110,300
Estimated after-tax net incremental rate of return 3.04%
Earnings increase $3,466,671
Less: Estirmated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings(3) (237,150)
Less: Stock Programs Vesting (3) (474,403)
Less: Option Plan Vesting (4) (380,862)
Net Earnings Increase $2,374,256
Net
Before Earnings After
3.  Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2007 (reported) $4,623,000 $2,374,256 $6,997 256
12 Months ended March 31, 2007 {core) $4,470,000 $2,374,2586 $6,844,256
Before Net Addition Tax Benefit After
4. Pro Forma Net Worth Conversion to Equity of Foundation Conversion
March 31, 2007 $89,951,000 $114,110,300 $0 $204,061,300
March 31, 2007 (Tangible) $87.077,000 $114,110,300 $0 $201,187,300
Before Net Cash Tax Benefit After
5. Pro Forma Assets Conversion Proceeds of Foundation Conversion

March 31, 2007 $886,216,000 $114,110,300

(1) Includes ESOP purchases of 6.00% of the second step offering.

50

{2) Includes Restricted Stock Plan purchases of 3.00% of the second step offering.
{3) ESOP amortized over 20 years, Restricted Stock amortized over 5 years, tax effected 38.00%
{4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25% taxable.

$1.000,326,300




Exhibit 1V-8
PRO FORMA EFFECT OF CONVERSION PRCCEEDS
Atlantic Coast Federal Corporation
At the Midpoint of the Range

1. Fully Converted Value and Exchange Ratio

Fully Converted Value $235,024,420
Exchange Ratio 1.71851
2nd Step Offering Proceeds $150,000,000
Less: Estimated Offering Expenses 2,591 491
Plus: MHC Assets 519,000
2nd Step Net Conversion Proceeds $147,927,509 !

2. Estimated Additional income frem Conversion Proceeds

Net Conversion Proceeds $147,927 509
Less: Cash Contribution to Foundation {0y
Less: Stock Contribution to Foundation 0
Less: ESOP Stock Purchases (1) (9,000,000)
L.ess: Restricted Stock Purchases (2) (4,500,982)
Net Proceeds to be Reinvested $134,426,527
Estimated after-tax net incremental rate of return 3.04%
Eamnings Increase $4,083,878
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings(3) (279,000)
Less: Stock Programs Vesting (3) (558,122)
Less: Option Plan Vesting (4) (448.073)
Net Earnings Increase $2,798,684
Net
Before Earnings After

3. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2007 (reported) $4.623,000 $2,798,684 $7.421,684
12 Months ended March 31, 2007 (core) $4,470,000 $2,798 684 $7,268,684

Before Net Cash Tax Benefit After

4. Pro Forma Net Worth Conversion Proceeds of Foundation Cenversion
March 31, 2007 $89,951,000 $134,426,527 30 $224,377,527
March 31, 2007 (Tangible) $87,077,000 $134,426 527 $0 $221,503,627

Before Net Cash Tax Benefit After ‘

5. Pro Forma Assets Conversion Proceeds of Foundation Conversion

March 31, 2007 $886,216,000 $134,426,527 $0 $1.020,642,527

(1)} Inciudes ESOP purchases of 6.00% of the second step offering.

(2) Includes Restricted Stock Plan purchases of 3.00% of the second step offering.

(3} ESOP amortized over 20 years, Restricted Stock amortized over 5 years, tax effecte 38.00%
(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25% taxable.



Exhibit IvV-8

PRC FORMA EFFECT OF CONVERSION PROCEEDS

Atlantic Coast Federal Corporation
At the Maximum of the Range

Fully Converted Value and Exchange Ratio

Fully Converted Value
Exchange Ratio

2nd Step Offering Proceeds

$270,278,080
1.97628

$172,500,000

Less: Estimated Offering Expenses 2,750,116
Plus: MHC Assets 519,000
2nd Step Net Conversion Proceeds $170,268,884
Estimated Additional income from Conversion Proceeds
Net Conversion Proceeds $170,268,884
Less: Cash Contribution to Foundation (0}
Less: Stock Contribution to Foundation o
Less: ESOP Stock Purchases (1) (10,350,000}
Less: Restricted Stock Purchases (2) {5,176,129)
Net Proceeds to be Reinvested $154,742,755
Estimated after-tax net incrementat rate of retumn 3.04%
Earnings Increase $4,701,085
Less: Estimated cost of ESCP borrowings 0
Less: Amortization of ESOP borrowings(3) (320,850)
Less: Stock Programs Vesting (3) (641,840)
Less: Option Plan Vesting (4) {515,283}
Net Earnings Increase $3,223,112
Net
Before Earnings After
Pro Forma Eamings Conversion Increase Conversion
12 Months ended March 31, 2007 (reported) $4.623,000 $3,223,112 $7.846,112
12 Months ended March 31, 2007 {core) $4,470,000 $3,223,112 $7,693,112
Before Net Cash Tax Benefit After
Pro Forma Net Worth Conversion Proceeds of Foundation Conversign
March 31, 2007 $85951,000 $154,742,755 $0 $244 693,755
March 31, 2007 (Tangible) $87.077,000 $154,742 755 $0 $241,819,755
Before Net Cash Tax Benefit After

Pro Forma Assets

March 31, 2007

Conversion Proceeds

$886,216,000 $154,742,755

of Foundation Conversion

$0 $1,040,958,755

(1) Includes ESOP purchases of 6.00% of the second step offering.

(2) Includes Restricted Stock Plan purchases of 3.00% of the second step offering.

(3) ESOF amortized over 20 years, Restricted Stock amortized over 5 years, lax effe 38.00%
{(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25% taxable.




Exhibit V-8

PRC FORMA EFFECT OF CONVERSION PROCEEDS

Atlantic Coast Federal Corporation

Al the Supermaximum Value

Fully Converted Value and Exchange Ratio

Fully Converted Value
Exchange Ratic

2nd Step Offering Proceeds

$310,819,800
2.27273

$198,375,000

Less: Estimated Offering Expenses 2,932,535
Plus: MHC Assets 519,000

2nd Step Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

$1585961,465

$195,961,465

Less: Cash Contribution to Foundation (0)
Less: Stock Contribution to Foundation 0
Less: ESOP Stock Purchases (1) (11,902,500)
Less: Restricted Stock Purchases (2) {5,952,548)
Net Proceeds to be Reinvested $178,106.417
Estimated after-tax net incremental rate of return 3.04%
Eamings Increase $5,410.873
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings(3) (368,978)
Less: Stock Programs Vesting (3) (738,118}
Less: Option Plan Vesting (4) (592.5786)
Net Earnings Increase 83,711,204
Net
Before Earnings After
Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2007 (reported) $4,623,000 $3,711,204 $8,334,204
12 Months ended March 31, 2007 (core) $4 470,000 $3,711,204 $8,181,204
Before Net Cash Tax Benefit After
Pro Forma Net Worth Conversion Proceeds of Foundation Conversion

March 31, 2007 $89,951,000 $178,106,417 $0 $268,057,417

March 31, 2007 (Tangible) $87.077,000 $178,106,417 $0 $265,183,417
Before Net Cash Tax Benefit After

Pro Forma Assets Conversicn Proceeds of Foundation Conversion

March 31, 2007

$886,216,000 $178,106,417

$0

$1,064,322 417

{1) includes ESCP purchases of 6.00% of the second step offering.

{2) Includes Restricted Stock Plan purchases of 3.00% of the second step offering.

(3) ESOP amortized over 20 years, Restricted Stock amortized over 5 years, tax effect 38.00%
{4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25% taxable.



EXHIBIT IV-9

Peer Group Core Earnings Analysis
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EXHIBIT V-1

RP® Financial, LC.
Firm Qualifications Statement




RP® FINANCIAL, LC.
Financial Services Industry Consultants

FIRM QUALIFICATION STATEMENT

RP® Financial provides financial and management consulting, merger advisory and valuation services to the financial
services industry nationwide. RP® Financial establishes long-term client relationships through its wide array of services,
emphasis on quality and timeliness, hands-on involvement by our principals and senior staff, careful structuring of strategic
plans and transactions and providing sophisticated valuation analyses consistent with accepted valuation practices. RP®
Financial’s staff draws from backgrounds in consulting, valuation, regulatory agencies and investment banking. Our
clients include commercial banks, thrifts, credit unions, mortgage companies and other financial service companies.

[ STRATEGIC & CAPITAL PLANNING ]

RP® Financial’s strategic and capital planning scrvices are designed to provide effective workable plans with quantifiable
results. RP® Financial analyzes stratcgic options to enhance shareholder value, achieve regulatory approval or other
established objectives. Our planning services involve conducting situation analyses; establishing mission statements,
strategic goals and objectives; and identifying strategies 1o enhance franchise and/or market value, capital management,
earnings improvement, operational matters and organizational issues. Strategy development typically focuses on: capital
formation and management, asset/liability targets, profitability, return on equity and market value of stock. Our proprietary
financial simulation models provide the basis for evaluating the financial impact of alternative strategies and assessing
their feasibility/compatibility with regulations and/or other guidelines.

MERGER & ACQUISITION SERVICES I

RP® Financial’s merger and acquisition (M&A) services include targeting potential buyers and sellers, assessing
acquisition merit, conducting detailed duc ditigence, negotiating and structuring merger transactions, preparing merger
business plans and financial simulations, rendering faimess opinions, preparing mark-to-market analyses and assisting in
implementing post-acquisition strategies. Through our financial simulations, comprehensive in-house data bases, valuation
expertise and regulatory knowledge, RP® Financial’s M&A consulting focuses on enhancing shareholder returns.

VALUATION SERVICES |

RP® Financial's extensive valuation practice includes valuations for a variety of purposes including mergers and
acquisitions, thrift mutual-to-stock conversions, insurance company demutualizations, ESOPs, subsidiary companies, mark-
to-market transactions and various other corporation valuation requirements. Our principals and staff are highly
experienced in performing valuation appraisals which conform with regulatory guidelines and appraisal industry standards.
RP® Financial is the nation’s leading valuation firm for mutual-to-stock conversions of thrift institutions.

OTHER CONSULTING SERVICES & DATA BASES

RP® Financial offers other services including branching and diversification strategies, feasibility studies and special
research studies. RP® Financial assists banks and thrifts prepare CRA plans and related applications. RP® Financial’s
consulting services are aided by in-house data bases and proprietary valuation and financial simulation models.

f RP® Financial’s Key Personnel (Years of Relevant Experience) & Contact Information

Ronald $. Riggins, Managing Director (27) (703) 647-6543 rriggins@rpfinancial.com
William E. Pommerening, Managing Director (22)  (703) 647-6546 wpommerening{@rpfinancial.com
Gregory E. Dunn, Senior Vice President (23) (703) 647-6548 gdunn@rpfinancial. com
James P. Hennessey, Senior Vice President (21) (703) 647-6544 jhennessey@rpfinancial.com
James J. Oren, Senior Vice President (20) (703) 647-6549 Jjoren@rpfinancial.com

Washington Headquarters

Rosslyn Center Telephone: (703) 528-1700

1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788

Arlington, VA 22209 . @ Toli-Free No.: (866) 723-0594
www.rpfinancial.com g E-Mail: mail@rpfinancial.com




