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Fidelity Southern Corporation (“Fidelity”), a Georgia corporation incorporated
on August 3, 1979, is registered as a bank holding company under the Bank
Holding Company Act of 1956, as amended.

Fidelity Bank was founded in 1974 and is one of the largest community
banks in metro Atlanta.

Fidelity Southern Corporation, through its operating subsidiaries Fidelity
Bank (www.lionbank.com) and LionMark Insurance Company, provides a
wide range of banking, mortgage and investment services, and credit-related
insurance products to a growing customer base through 23 branches in
Atlanta, Georgia, and a branch in Jacksonville, Florida.

As of December 31, 2008, Fidelity had total assets and shareholders’ equity
of $1.76 billion and $136.6 million, respectively.

Common Stock:

Fidelity’s common stock trades on the NASDAQ Global Select Market
under the symbol LION.

Annual Meeting: |

The Annual Meeting of Shareholders will be held on Thursday, April 23,
2009, at 3:00 p.m. in Fidelity’s Board Room, Suite 1550, at 3490 Piedmont
Road, NE, Atlanta, Georgia 30305.



LETTER FROM THE CHAIRMAN

March 16, 2009

To Our Shareholders:

We have talked about the strengths of your company repeatedly over the last several years and
those strengths have now put us in a unique position in the Atlanta market. We are a public company
with the transparency that brings. And with our 23 branches and their professional bankers, we have
the only substantial deposit generating capacity of all the community banks here. Our back office is, in
fact, front and center with sophisticated technology, systems, and controls in place, with well-trained
and motivated professionals.

The most unique distinguishing feature is, however, our diversified loan portfolio which is
contrary to other community banks in Atlanta, as they have concentrated on real estate loans, both
residential and commercial.

Just as important as what we do is what we do not do. We have not owned subprime mortgages
nor any of the so-called toxic assets. Our securities portfolio is plain vanilla which means, among other
things, no derivatives. We do not have a non-owner occupied commercial real estate portfolio. We
have not bought loan participations from others.

We do have increased focus in our business lending, SBA lending, mortgage lending, and
indirect automobile lending. Though at a greatly reduced level, we continue to make residential
construction loans. Our residential construction business is clearly laid out in this report with its risk
level easy to measure and easy to monitor. We examine this portfolio rigorously and mark it to market
at least quarterly. Our efforts to sell properties we now own are aggressive and we extend help to our
builders in their sales efforts, too. House prices have already declined to historical trend lines and the
oversupply continues to decline. For us, not selling at liquidation prices has been a prudent decision.

Again, contrary to some banks, it is important that our home equity portfolio is very small and
was generated in-house. ‘

Commercial business lending has continued its steady growth and margins have begun to
expand. Lenders have been added this year and we look to hire others.

SBA lending slowed with the freeze-up of the financial markets. Those markets now are
functioning again and should improve. We have added lenders here this year and plan on having
continuing contributions from this decision.

Mortgage lending has significantly increased in 2009 with the refinance boom. We sell these
loans to others as we do with some of our SBA loans and automobile loans. As the mortgage market
develops, we expect to take market share. We have planned for well over a year to expand our effort in

mortgage finance, as many smaller mortgage shops closed, leaving a natural void for a bank mortgage
lender.



Our indirect automobile lending has been the safety valve for us during this recession, because
it had %duttl;nrt;ygnﬂhon dollars in loans which paid off each month, providing liquidity and,
effectﬁvely, capit'él‘.je‘“fé’&ﬁdi}v Héi’\fé"_‘stepped up our effort in automobile lending with hiring more people
and sﬁgning w \b/ dealerships as customers. Charge-offs have indeed increased, but the business
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L%Céfa.dﬁ@psryyﬁéogl},;}nﬁ 007 and 2008 were necessary so that we could absorb the losses caused
by residential real estate: Overhead was reduced substantially by the painful trimming of staff and by
controlling loan production. However, the taking of $48.2 million in TARP funding has altered the
picture, making the steps in lending activities outlined above possible. Contrary to the beliefs of some,
TARP funding is a loan from the government with warrants attached and an interest rate of 5%.

For us, taking this loan was prudent. Risk based capital improved from 10.29% at December
31,2007, to 12.92% at December 31, 2008. Our focus has shifted again to providing for slow and
steady growth. If we are able to find the right fit, we want to add to our footprint here in Atlanta or
perhaps in Florida where we have one branch in Jacksonville and substantial loan business there.

Dr. Don Harp was elected to the Board of Directors in August 2008. Dr. Harp is Minister
Emeritus of Peachtree Road United Methodist Church, after having served as its Senior Minister for
twenty years. After graduating from Young Harris Junior College, Dr. Harp received his Bachelor

-of Arts degree from Huntingdon College, his Masters of Divinity from Emory University, and his
Doctorate of Divinity from McCormick Theological Seminary at the University of Chicago. Dr. Harp
is a member of the Buckhead Coalition and a Trustee of Young Harris College. He teaches at the
Candler School of Theology at Emory University. Dr. Harp’s deep involvement in the community and
understanding of the role of institutions will be immensely valuable to our organization.

We also learned in March this year that James H. Miller IIT will not stand for re-election to our
Board. He has been named President of Southern Nuclear Operating Company, a division of Southern
Company, and has moved to Birmingham, Alabama. We will miss his insightful advice, but know he
and his wife Kathy will thrive in Birmingham. ‘ ‘

Stephen H. Brolly was promoted to Chief Financial Officer in December. Prior to being named
Interim CFO in August 2008, Steve had been Treasurer for the Company since May 2006. He has
almost ten years of financial institution management experience with a publicly traded (NASDAQ)
financial institution. He is a certified public accountant, having worked approximately 13 years in the
audit practice of Deloitte & Touche’s Philadelphia office. He received his Bachelor of Science degree
in accounting from Drexel University in Philadelphia.

_ We have had much hurt throughout the bank over the last year with many deaths affecting our
families. Rod Marlow, our Chief Financial Officer until August 2008, after long service as Controller,
died in January 2009. We are all saddened by this terrible loss.

Karina Lichirie Miller, my wife, died suddenly in November 2008. She had served on the
board of a subsidiary, Fidelity National Capital Investors, and attended bank board meetings for years.
She was an integral part of this bank’s success since 1976 and is directly responsible for many of
our customers being here. For the outpouring of sympathy and support, my family and I are forever
grateful.



FIDELITY SOUTHERN CORPORATION
3490 Piedmont Road NE
Suite 1550
Atlanta, Georgia 30305

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS
To Be Held on March 19, 2009

The Special Meeting of Shareholders of Fidelity Southern Corporation will be held at
One Securities Centre, 3490 Piedmont Road NE, Suite 1550, Atlanta, Georgia 30305, on
Thursday, March 19, 2009, at 2:00 p.m. for the following purposes:

1. To approve the reservation of 2,277,790.29 shares of the Company’s common stock
(2,266,458 shares adjusted for the stock dividend to be distributed by the Company on
February 13, 2009) (the “Warrant Shares™) for issuance upon the exercise of that
certain Warrant dated December 19, 2008, issued in connection with Fidelity Southern
Corporation’s participation in the U.S. Treasury’s TARP Capital Purchase Program.
The number of shares reserved may be modified in accordance with the terms of the
Warrant.

2. To grant management of Fidelity Southern Corporation the authority to adjourn the
 Special Meeting to another time and date in order to allow the Board of Directors to
solicit additional proxies or attendance at the Special Meeting.

3. To transact such other business as may properly come before the Special Meeting or
any adjournment thereof.

Only shareholders of record at the close of business on February 4, 2009, will be entitled
to notice of and to vote at the Special Meeting or any adjournment thereof.

Important Notice Regarding the Availability of Proxy Materials for the Shareholder
Meeting to be Held on March 19, 2009: The proxy statement is available at
http://materials.proxyvote.com/316394.

A Proxy Statement and a Proxy are enclosed. Whether or not you plan to attend, please
vote your shares by completing, signing, dating, and returning the enclosed Proxy as soon as
possible in the postage-paid envelope provided.

By Order of the Board of Directors,

Martha C. Fleming
Corporate Secretary

February 6, 2009
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FIDELITY SOUTHERN CORPORATION
3490 Piedmont Road NE
Suite 1550
Atlanta, Georgia 30305

PROXY STATEMENT

GENERAL INFORMATION

The enclosed proxy card is solicited on behalf of the Board of Directors of Fidelity Southern
Corporation (“Fidelity” or “Company™) in connection with the Special Meeting of Shareholders (“Special
Meeting”) to be held at One Securities Centre, 3490 Piedmont Road NE, Suite 1550, Atlanta, Georgia 30305,
on Thursday, March 19, 2009, at 2:00 p.m., and at any adjournment thereof. This proxy statement and the
enclosed proxy card are being malled to our shareholders on or about February 11, 2009.

“Your vote is very important. For this reason, the Board of Directors is requestlng that you permit
your common stock to be represented at the Special Meeting by the individuals named on the enclosed proxy
card. If no specification is made, the proxies will be voted for approval of the Reservation of the Warrant
Shares and for the Adjournment Proposal, and upon such other matters as may properly come before the
Special Meeting or any adjournment thereof, according to the best judgment of the Proxy Committee elected
by the Board of Directors and composed of Edward G. Bowen, M.D. and H. Palmer Proctor, Jr.

The presence of a majority of the votes entitled to be cast at the Special Meeting, represented in
person or by proxy, will constitute a quorum. A majority of the votes cast at the Special Meeting is required
to approve the Reservation of the Warrant Shares, the Adjournment Proposal and any other proposals, unless
the vote of a greater number is required by law.

Who Can Vote

Each shareholder of record at the close of business on February 4, 2009, is entitled to notice of and to
vote at the Special- Meeting or any adjournment thereof. Each share of Fidelity common stock entitles the
shareholder to one vote on any matter coming before a meeting of Fidelity shareholders. On February 4,
2009, the record date for the Special Meeting, there were 9,632,341 shares of Fidelity common stock
outstanding and eligible to vote. The enclosed proxy card shows the number of shares that you are entitled to
vote. If you own any shares in Fidelity’s Direct Stock Purchase and Dividend Reinvestment Plan or the
Employee Stock Purchase Plan, the enclosed proxy card includes the number of shares you had in that plan
on the record date for the Spec1al Meeting, as well as the number of shares registered in your name.

How Do I Cast My Vote

If you are the record owner of your shares (either in certificates, book-entry, or in the Direct Stock

Purchase and Dividend Reinvestment Plan or the Employee Stock Purchase Plan), you have the following
votlng optlons

> By mail by completing, signing, dating, and returning the enclosed proxy card; or
> By attending the Special Meeting and voting your shares in person.

Even if you plan to attend the Special Meeting, we encourage you to vote your shares by proxy.



If you provide specific voting instructions, your shares will be voted as instructed. If you hold shares
in your name and sign and return a proxy card without giving specific voting instructions, your shares will be
voted for the proposals at the Special Meeting. If you hold your shares in your name and do not return a
valid proxy or vote in person at the Special Meeting, your shares will not be voted.

If you hold your shares in a brokerage account or through another nominee, your broker or nominee
(the “record holder”) is forwarding these proxy materials to you along with voting instructions. The record
holder is required to vote your shares in accordance with your instructions. If you donot give the record
holder instructions, the record holder may have the authority to vote your shares in its discretion if permitted
by the exchange or other organization of which the record holder is a member. Although most brokers and
nominees offer telephone voting, availability and specific procedures will depend on their voting
arrangements. Please follow their directions carefully.

Every vote is important! Please vote your shares promptly.
What Am I Voting On
There are two proposals that W111 be presented for your consideration at the Spec1al Meeting:

> Proposal One. To approve the reservation of 2,277,790.29 shares of F1de11ty common stock
(2,266,458 shares adjusted for the stock dividend to be distributed by the Company on
February 13, 2009) for issuance upon the exercise of that certain Warrant dated December
19,2008, issued in connection with Fidelity’s participation on the U.S. Treasury Capital
Purchase Program, whrch number of shares may be modified pursuant to the terms of the
Warrant ‘

» Proposal Two. To grant management of Fidelity Southern Corporation authority to adjourn
the Special Meeting to another time and date in order to allow the Board of Directors to
solicit additional proxies or attendance at the Special Meeting.

Other business may be addressed at the Special Meeting if it properly comes before the Special
Meeting. However, we are not aware of any such other business.

Canl Change My Vote

If you are a record owner, you may revoke your proxy and change your vote at any tlme before
voting begins on any proposal. You may do this by either giving our Corporate Secretary written notice of
your revocation, submitting a new signed proxy card with a later date, or by attending the Special Meeting
and electing to vote in person. However, your attendance at the Special Meeting will not automatically
revoke your proxy; you must specifically revoke your proxy. If your shares are held in nominee or “street
name,” you should contact your broker or other nominee regarding the revocation of proxies.

What Quorum is Needed to Hold the Special Meeting

Tn order to conduct the Special Meeting, a majority of Fidelity shares entitled to vote must be present
in person or.by proxy. This is called a quorum. If you return a valid proxy or elect to vote in person at the
Special Meeting, you will be considered part of the quorum.

Abstentions, withheld votes, and broker non-votes will be included in the calculation of the number
of shares represented in person or by proxy at the Special Meeting in determining whether the quorum
requirement is satisfied. Abstentions, withheld votes, and broker non-votes will not, however, be counted for
purposes of determining whether any proposal has received sufficient votes for approval.



What Vote is Needed

For each proposal to be presented at the meeting, the affirmative vote of the majority of the votes:
cast at the Special Meeting is needed for approval of such proposal.

What is our Voting Recomméndation

Our Board of Directors recommends that you vote “FOR” the reservation of the Warrant Shares and
the Adjournment Proposal.

Proxy cards that are timely signed, dated, and returned but do not contain instructions on how you -
want to vote will be voted in accordance with our Board of Directors’ recommendation.

Proxy Solicitation

Fidelity will bear the expenses of soliciting proxies, including the cost of preparing and mailing this
proxy statement. Fidelity will furnish solicitation materials to banks, brokerage houses, and other custodians,
nominees, and fiduciaries for forwarding to beneficial owners of shares of the common stock and normal
handling charges may be paid for such forwarding service. In addition, directors, officers, and other
employees of Fidelity who will not be additionally compensated therefor may solicit proxies in person or by
telephone, email, or other means. ‘

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table reflects the number of shares of common stock beneficially owned as of
December 31, 2008, by (1) each person known to be the beneficial owner of more than five percent of the
common stock of Fidelity, (2) each director, (3) each named executive officer (as defined in Item 402(a)(3)
of Regulation S-K under the Securities Exchange Act of 1934), and (4) all directors and named executive
officers as a group. :

Unless otherwise indicated, each of the named individuals and each member of the group has sole or
shared voting power or investment power with respect to the shares shown. Unless otherwise indicated, the
address of each person or entity named in the table is.c/o Fidelity Southern Corporation, 3490 Piedmont
Road NE, Suite 1550, Atlanta, Georgia 30305.

The number of shares beneficially owned by each shareholder is determined under rules promulgated
by the Securities and Exchange Commission (“SEC”). The information is not necessarily indicative of
beneficial ownership for any other purpose. Under these rules, beneficial ownership includes any shares as to
which the individual has sole or shared voting power or investment power and any shares as to which the

.individual has the right to acquire beneficial ownership within 60 days of December 31, 2008, through the
exercise of any stock option, warrant, or other right. The inclusion in the following table of those shares,
however, does not constitute an admission that the named shareholder is a direct or indirect beneficial owner
of those shares. '



Name of Beneficial Owner

Amount and Nature of

Beneficial Ownership

Percent of Class

Tontine Partners, LP 895,299 9.32%
55 Railroad Avenue, 3™ Floor
Greenwich, CT 06830-6378
Sagus Financial Fund LP 653,877 6.80
3399 Peachtree Road # 2040
Atlanta, GA 30326 ‘
James B. Miller, Jr. 2,950,737 30.70
Major General (Ret) David R. Bockel 11,832 @ *
Edward G. Bowen, M.D. 17,275 @ *
Dr. Donald A. Harp, Jr. 3,729 *
Kevin S. King 12,003 @ *
James H. Miller III 46,108 *
H. Palmer Proctor, Jr. 73,673 © *
Robert J. Rutland 149,441 © 1.56
W. Clyde Shepherd III 78,906 *
Rankin M. Smith, Jr. 18,299 @ *
Stephen H. Brolly 5126 © *
David Buchanan 34,528 10 *
All directors and executive officers 3,401,657 4V 35.40%
as a group (12 persons)

*Less than 1 %.

O Includes 324,716 shares held by Mr. Miller’s children, grandchild, and family trust, and 187,386 shares held by Berlin
American, LLC and Berlin American Company II, companies of which Mr. Miller and his wife’s estate own 40%. Also
includes 89,655 shares owned by his wife’s estate.

@ TIncludes 265 shares held by Major General (Ret) Bockel’s wife.

®  Includes 10,560 shares held by Dr. Bowen as trustee for Target Benefit Plan.

@ Includes 4,396 shares held by Mr. King’s wife.

®  Includes 18,667 shares that Mr. Proctor has the right to acquire pursuant to outstanding stock options.

©  Includes 6,000 shares held by Mr. Rutland’s children and 7,920 shares held by a family foundation.

@ Includes 34,530 shares held by a Shepherd family trust, 5,000 shares held by a family partnership, and 1,800 shares held in trust
for minor children.

®  Includes 298 shares owned by Mr. Smith’s wife.

©  Includes 3,333 shares that Mr. Brolly has the right to acquire pursuant to outstanding stock options.

(9 fncludes 3,333 shares that Mr. Buchanan has the right to acquire pursuant to outstanding stock options.

(B Includes 25,333 shares that the beneficial owners have the right to acquire pursuant to outstanding stock options.

PROPOSAL ONE: RESERVATION OF THE WARRANT SHARES

Background - TARP Capital Purchase Program

On October 14, 2008, the U.S. Department of the Treasury (the “Treasury”) announced the Troubled
Asset Relief Program (“TARP”) Capital Purchase Program (the “Program”). The Program was instituted by
the Treasury pursuant to the Emergency Economic Stabilization Act of 2008 (“EESA”), which provides up
to $700 billion to the Treasury to, among other things, take equity positions in financial institutions. The
Program is intended to encourage U.S. financial institutions to build capital and thereby increase the flow of
financing to businesses and consumers.

On December 19, 2008, as part of the Program, Fidelity entered into a Letter Agreement (“Letter
Agreement”) and a Securities Purchase Agreement — Standard Terms attached thereto (“Securities Purchase
Agreement”) with the Treasury, pursuant to which Fidelity agreed to issue and sell, and the Treasury agreed
to purchase (1) 48,200 shares (the “Preferred Shares”) of Fidelity’s Fixed Rate Cumulative Perpetual
Preferred Stock, Series A, having a liquidation preference of $1,000 per share, and (2) a ten-year warrant (the
“Warrant”) to purchase up to 2,266,458 shares of the Company’s common stock, no par value (“Common
Stock™), at an exercise price of $3.19 per share, for an aggregate purchase price of $48.2 million in cash.
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While our capital and liquidity position were strong prior to receiving the $48.2 million investment
from the Treasury, our Board of Directors determined that it was in the best interest of Fidelity and our -
shareholders to participate in the Program to further strengthen our capital and liquidity position, given the
current and future uncertainty of the local and national economy. We believe that the Program provided us
an opportunity to access additional capital with very favorable pricing and terms. The additional capital will
enable us to continue to be well-positioned to support our existing operations as well as our anticipated future
growth. Our plan is to use the proceeds to increase our lending capacity by making prudent loans to
creditworthy individuals and businesses in our markets, improve our ability to work with troubled borrowers,
and support our broader strategic growth and community service initiatives. -

The Preferred shares will qualify as Tier 1 capital for regulatory purposes and rank senior to the
Common Stock. The Preferred Shares pay a cumulative dividend rate of 5% per annum for the first five years
they are outstanding and thereafter at a rate of 9% per-annum. The Preferred Shares are non-voting but have
voting rights on matters that could adversely affect the Preferred Shares. After three years, the Preferred
Shares are callable at 100% of the issue price plus any accrued and unpaid dividends. Prior to the end of
three years, the Preferred Shares may be redeemed with the proceeds from a qualifying equity offering of any
Tier 1 perpetual preferred or common stock. The Treasury’s consent is required for any increase in common
dividends per share or certain repurchases of common stock until December 19, 2011, unless prior to such
third anniversary either the Preferred Stock issued to the Treasury is redeemed in whole or the Treasury has
transferred all of the Preferred Stock to third partles ' '

In the event that we do not pay dividends on the Preferred Stock for six dividend periods, whether or
not such periods are consecutive, the size of our Board of Directors will automatically be increased by two -
and the holders of the Preferred Stock will have the right to elect two directors to fill such newly created
directorships at the next annual meeting and at each subsequent annual meetings until all accrued and unpaid
dividends for all past dividend periods, including the latest completed dividend period, on all outstanding
shares of Preferred Stock have been declared and paid in full.

The Warrant issued to the Treasury in connection with Fidelity’s participation in the Program
contemplated an exercise price of $3.19 per share, which was equal to the market price of our Common
Stock at the time of prehmmary approval of our participation in the Program, calculated on a 20-trading day
trailing average. The amount of earnings per share dilution resulting from the issuance of the Warrant will
depend upon the value of our Common Stock during the period that the Warrant is outstanding. See
Fidelity’s pro forma’ consohdated statements of income under the heading “Pro Forma Financial
Information” for additional information on earnings per share dilution. The Warrant requires that, subject to
receipt of necessary shareholder approvals, Fidelity will at all times reserve and keep available, out of its
authorized but unissued Common Stock, solely for the purpose of prov1d1ng for the exercise of the Warrant,
the aggregate number of shares of Common Stock then issuable upon exercise of the Warrant at any time.
Additionally, the Warrant requires that Fidelity list and maintain the listing of the Warrant Shares on the
NASDAQ Global Select Market, which is the exchange on which Fidelity’s Common Stock is listed.

On January 22, 2009, the Board of Directors of Fidelity approved the distribution of a stock dividend
on February 13, 2009 (the “Distribution Date”) of one new share for every 200 shares held on the record date
of February 2, 2009. Section 13(A) of the Warrant requires Fidelity to adjust the number of common shares
issuable upon exercise of the Warrant and the exercise price of the Warrant if Fidelity declares and
distributes a dividend on its common stock in shares of common stock. The Warrant originally provided that
the holder was entitled to receive 2,266,458 shares of Fidelity common stock at an exercise price of $3.19 per
share upon exercise of the Warrant. As a result of the stock dividend, as of the Distribution Date, the
Treasury will be entitled to receive 2,277,790.29 shares of common stock at an exercise price of $3.17 per
share upon exercise of the Warrant.

In connection with Fidelity’s participation with the Program, Fidelity adopted the Treasury’s
standards for executive compensation and corporate governance set forth in Section 111 of EESA for the
period during which the Treasury holds equity issued under the Program. To ensure compliance with these
standards, within the time frame prescribed by the Program, Fidelity has entered into agreements with its
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senior executive officers who would be subject to the standards. The executive officers have agreed to,
among other things, (1) “clawback” provisions relating to.the repayment by the executive officers of .
incentive compensation based on materially inaccurate financial statements or performance metrics and (2)
limitations on certain post-termination “parachute” payments.

Pursuant to the Securities Purchase Agreement, Fidelity is required is file a registration statement to
register for resale the securities issued to Treasury in connection with the Program. Fidelity filed the
required registration statement on Form S-3 with the SEC on January 29, 2009.

The Letter Agreement, including the Securities Purchase Agreernerit, the Warrant, and the form of
agreement with our senior executive officers were filed as exhibits to our Form 8-K, filed on December 19,
2008, with the Securities and Exchange Commlssmn

See Appendix A for the Summary of Semor Preferred Terms and Summary of Warrant Terms
as published by the Treasury.

Approval of the Reservation of the Warrant Shares

Our shares of Common Stock are listed on the NASDAQ Global Select Market. The Warrant
requires that Fidelity list and maintain the listing of the Warrant Shares that are issuable upon the exercise of
the Warrant on this exchange. Under NASDAQ’s listing requirements, our shareholders must approve the
issuance of the Warrant Shares prior to hstmg because the number of Warrant Shares exceeds 20% of our
outstanding shares of Common Stock prior to.the issuance of the Warrant Shares, and the exercise price of
the Warrant is less than the greater of the book value or market value of our Common Stock. Accordingly,
we are seeking shareholder approval of the reservation of 2,277,790.29 shares of Common Stock (2,266,458
shares adjusted for the stock dividend to be distributed by the Company on February 13, 2009) for issuance
upon the exercise of the Warrant, which number of shares may be revised pursuant to the terms of the
Warrant.

Failure to Receive Shareholder Approval

Under the terms of the Warrant, if at any time (i) following the date on which the shares of
Common Stock of Fidelity are no longer listed or admitted to trading on a national securities exchange
(other than in connection with any Business Combination, as defined in the Warrant) or (ii) following the
18-month anniversary of the date the Warrant was issued and until the receipt of the shareholder approval
allowing the full exercise of the Warrant, the Treasury may cause Fidelity to exchange all or a portion of the
Warrant for an economic interest (to be determined by the Treasury after consultation with Fidelity) of
Fidelity classified as permanent equity under U.S. GAAP having a value equal to the fair market value of
the portion of the Warrant so exchanged.

Use of Proceeds

The capital we received in the Capital Purchase Program will enable us to continue to be well-
positioned to support our existing operations as well as our anticipated future growth. We plan to use the
proceeds to increase our lending capacity by making prudent loans to creditworthy individuals and
businesses in our markets, improve our ability to work with troubled borrowers, and support our broader
strateglc growth and commumty service initiatives.

Since it is uncertain when or if the Treasury or its successors in interest to the Warrant will exercise
the Warrant, we are unable to determine what our use of proceeds from such exercise will or would be.

~ Pro Forma Financial Information
The unaudited pro forma condensed consolidated financial data set forth below has been derived by
the application of pro forma adjustments to Fidelity’s historical financial statements for the year ended

December 31, 2007 and as of and for the nine months ended September 30, 2008. The unaudited pro forma
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consolidated financial data gives effect to the events discussed below as if they had occurred on January 1,
2007, and January 1, 2008, in the case of the statement of income data and September 30, 2008, in the case
of the balance sheet and regulatory capital ratio data. The key assumptions in the following pro forma
statements include the following:

» The issuance of Preferred Shares under the Program for $48.2 million,

» The issuance of the Warrant to purchase 2,277,790.29 shares of Fidelity common stock
(2,266,458 shares adjusted for the stock dividend to be distributed by the Company on
February 13, 2009) under the Program, and

- » The investment of the proceeds in earning assets.

The pro forma financial data may change materially based on the timing and utilization of the proceeds
as well as certain other factors including any subsequent changes in Fidelity’s common stock price.

The information should be read in conjunction with Fidelity’s audited financial statements and the
related notes filed as part of our Annual Report on Form 10-K for the year ended December 31, 2007, and
our unaudited consolidated financial statements and the related notes filed as part of our Quarterly Report on
Form 10-Q for the quarter ended September 30, 2008.

.. The following unaudited pro forma consolidated financial data is not necessarily indicative of our
financial position, results of operations or regulatory capital position that actually would have been attained
had proceeds from the Program been received, or the issuance of the Warrant been made, at the dates
indicated, and is not necessarily indicative of our financial position, results of operations or regulatory capital
position that will be achieved in the future. In addition, as noted above, until the receipt of the shareholder
approval allowing the full exercise of the Warrant, the Treasury may cause F1de11ty to exchange all ora
portion of the Warrant for an equivalent economic interest in Fidelity. ~

We have included the following unaudited pro forma consolidated financial data solely for the
purpose of providing shareholders with information that may be useful for purposes of considering and
evaluating the Reservation of the Warrant Shares proposal. Our future results are subject to prevailing
economic and industry specific conditions and financial, business and other known and unknown risks and
uncertainties, certain of which are beyond our control. These factors include, without limitation, those
described in this proxy statement and those described under Item 1A of our Annual Report on Form 10-K for
the year ended December 31, 2007, in Item 1A of our Quarterly Report on Form 10-Q for the quarter ended
September 30, 2008, and in our other reports filed with the SEC.



FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
PRO FORMA CONSOLIDATED BALANCE SHEET

Balance sheet data:

ASSETS

Cash and due from banks

Securities and other interest earning assets(l) '
Loans, net '

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY -

Deposits
Borrowed funds
Other liabilities
Total liabilities

Stockholders' eczuity
Preferred stock

Common stock )
Common stock warrants @

Discount on preferred @ ¢

Retained earnings

Accumulated comprehensive income
Total stockholders' equity. .

Total liabilities and stockholders' equity ‘

Historical - , Pro Forma .

September 30, Pro Forma September 30,
2008 Adjustments 2008

'$ 21,370 $ - $ 21,370

189,573 48,200 237,773

1,449,827 s 1,449,827

99,328 99,328

$1,760,098 $48,200 . $1,808,298

$1,465,819. $ - $1,465,819

188,476 188,476

12,537 12,537

1,666,832 — 1,666,832

- 48,200 48,200

46,808 46,808

- - 4,413 4,413

L (4413) (4,413)

47,559 ) S 47,559

(1,101) | o (1,101)

93,266 48,200 141,466 -
. $1,760,098 .. $48,200 $1,808,298

(1) Reflects the issuance of $48,200,000 of Fidelity Southern Corporation senior preferred shares. Proceeds are assumed to, be

initially invested in Fed Funds.

(2) The carrying values of the senior preferred stock and the common stock warrarits are determinied based on their relative fair
values at issue date. The fair value of the senior preferred-stock was estimated us1ng a'market rate of 12.4%. The fair value of the
common stock warrants was estimated to be $1.25 per share and was determined using the Black-Scholes model with the:following

assumptions; dividend yleld 1.25%; risk-free interest rate, 1.185%; expected life, 10 years; and volatility, 37.44%.

(3) The dlscount on the senior preferred stock is amortized over 1ts estlmated 11fe of five years using the effective yield method



FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
PRO FORMA CONSOLIDATED STATEMENT OF INCOME

- Historical o e Pro Forma
Nine Months Nine Months
Ended _ Ended
September 30, Pro Forma September 30,
RELRTEES 2008 Adjustments 2008
Income Statement Data: :
Total interest income " R ‘ - $79,725 $ 91 $79,816
Total interest expense S : 44,007 44,007
Net interest income 35,718 9 ‘ - 35,809
Provision for loan losses ek 21,850 21,850
Net interest income after provision for loan losses 13,868 91 13,959
Total noninterest income ' 13,893 . 13,893
Total noninterest expense (3_) 36,426 36,426
Income before income taxes z (8,665) 91 (8,574)
Income tax expense (3,998) 35 - (3,963)
Net income . B $ (4,667) $ 56 (4,611)
Effective dividend on preferred stock ) Y . : 2,496
Net income available to common stockholders =~ - $(7,107)
Selected Financial Ratios
Earnings per share ‘ T
Basic $ (0.50) $ (0.26) $ (0.76)
Diluted $ (0.50) $ (0.21) $ (0.71)
Average basic shares outstanding 9,404,001 - 9,404,001
Average diluted shares outstanding @ 9,404,001 593,428 ‘ 9,997,429

(1) The funds received from the senior preferred stock issue are assumed to be initially invested in Fed Funds at a rate
0f 0.25%. An incremental tax rate of 38% was assumed. Subsequent redeployment of the funds is anticipated but the
timing of such redeployment is uncertain.

(2) The pro forma average diluted shares outstanding includes the estimated effect of the exercise of the warrants arid
are accounted for under the treasury stock method, using the nine month average stock price of $4.32.

(3) The issuance costs expected to be incurred were immaterial; therefore, no effect was given in the pro forma.

(4) Consists of dividends of $1,834,000 on preferred stock at a 5% annual rate. : ‘ «
(5) Includes accretion of discount on preferred stock over a 5 year amortization period. The discount is determined - -
based on the value that'is allocated to the warrants upon issuance. The discount is accreted back to par value on an
effective yield method over a 5-year term, which is the expected life of the preferred stock upon issuance. The
estimated accretion is based on a number of assumptions that are subject to change. These assumptions include the,
discount (market rate at issuance) rate on the senior preferred stock of 12.4%, and assumptions underlying the value
of the common stock warrants. The proceeds are allocated based on the relative fair value of the warrants as
compared to the fair value of the senior preferred stock.



FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
PRO FORMA CONSOLIDATED STATEMENT OF INCOME

Income Statement Data:

Total interest income

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses
Total noninterest income '
Total noninterest expense ©

Income before income taxes

Income tax expense

Net income

Effective dividend on preferred stock @6
Net income available to common stockholders

Selected Financial Ratios
Earnings per share
Basic
Diluted
Average basic shares outstanding -
Average diluted shares outstanding @

Historical Pro Forma
Twelve Twelve
Months Months
Ended Ended
December 31, Pro Forma December 31,
2007 Adjustments 2007
$113,462 $121 $113,583
66,682 66,682
46,780 121 46,901
8,500 - 8,500
38,280 121 - 38,401
17,911 17,911
47,203 47,203
8,988 121 9,109
2,354 46 2,400
$ 6,634 $75 6,709
3,326
$ 3,383
$ 071 $(0.35) $ 036
$ 071 $(0.41) $ 030
9,330,932 - 9,330,932
9,344,891 1,811,893 11,156,784

(1) The funds received from the senior preferred stock issue are assumed to be initially invested in Fed Funds at a rate
of 0.25%. An incremental tax rate of 38% was assumed. Subsequent redeployment of the funds is anticipated but the

timing of such redeployment is uncertain.

(2) The pro forma average diluted shares outstanding include the estimated effect of the exercise of the warrants and
are accounted for under the treasury stock method, using the twelve month average stock price of $15.91.
(3) The issuance costs expected to be incurred were immaterial; therefore, no effect was given in the pro forma.

(4) Consists of dividends of $2,443,000 on preferred stock at a 5% annual rate.

(5) Includes accretion of discount on preferred stock over a 5 year amortization period. The discount is determined
based on the value that is allocated to the warrants upon issuance. The discount is accreted back to par value on an
effective yield method over a 5-year term, which is the expected life of the preferred stock upon issuance. The
estimated accretion is based on a number of assumptions that are subject to change. These assumptions include the
discount (market rate at issuance) rate on the senior preferred stock of 12.4%, and assumptions underlying the value
of the common stock warrants. The proceeds are allocated based on the relative fair value of the warrants as

compared to the fair value of the senior preferred stock.
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Pro Forma as of
September 30, 2008
Assuming. Investment
of $48.2 million of

' September 30, 2008 Preferred Stock
Regulatory Capital Ratios Actual Pursuant to Program
Fidelity Southern Corporation S

Tier I Leverage Ratio ' 7.06% 10.70%

Tier 1 Risk Based Ratio ‘ 7.75% : 11.68%

Total Risk Based Ratio , . 10.92% 14.04%
Fidelity Bank

Tier 1 Leverage Ratio 7.81% 10.55%

Tier 1 Risk Based Ratio : 8.57% ) 11.57%

Total Risk Based Ratio o 10.45% 13.45%

The Board recommends that Shareholders vote in favor of the Reservation of the Warrant Shares
Proposal.

PROPOSAL TWO: TO AUTHORIZE MANAGEMENT TO ADJOURN
THE SPECIAL MEETING IF NECESSARY

If the number of shares of common stock present or represented at the Special Meeting and voting
in favor of the Reservation of the Warrant Shares Proposal is insufficient to approve that proposal, then
Fidelity’s management may move to adjourn the Special Meeting in order to enable the Board to continue to
solicit additional proxies in favor of the Reservation of the Warrant Shares Proposal. In that event, you will

be asked only to vote upon the Adjournment Proposal but not the Reservation of the Warrant Shares
Proposal. '

. In this Adjournment Proposal, the Board is asking you to authorize the holder of any proxy
solicited by the Board to vote in favor of adjourning the Special Meeting and any later adjournment under
the circumstances described above. If the shareholders approve this Adjournment Proposal, then
management could adjourn the Special Meeting (and any adjourned section of the Special Meeting) to use
the additional time to solicit additional proxies in favor of the Reservation of the Warrant Shares Proposal,
including the solicitation of proxies from shareholders that have previously voted against the Reservation of
the Warrant Shares Proposal. Among other things, approval of the Adjournment Proposal could mean that
even if proxies representing a sufficient number of votes against the Reservation of the Warrant Shares
Proposal have been received, management could adjourn the Special Meeting without a vote on the
Reservation of the Warrant Shares Proposal and seek to convince the holders of those shares to change
their votes to vote in favor of the Reservation of the Warrant Shares Proposal.

The Board believes that if the number of shares of common stock present or represented at the
Special Meeting and voting in favor of the Reservation of the Warrant Shares Proposal is insufficient to
approve that proposal, it is in the best interests of the Fidelity’s shareholders to enable the Board, for a
limited period of time, to continue to seek to obtain a sufficient number of additional votes to approve the
Reservation of the Warrant Shares Proposal.

The Board recommends that shareholders vote FOR the Adjournment Proposal.
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SHAREHOLDER PROPOSALS

In order for a shareholder proposal to be included in Fidelity’s proxy statement for its next annual
meeting of shareholders, the proposal must be received at least 120 calendar days prior to the one-year
anniversary of the date Fidelity’s proxy statement was released to shareholders in connection with the
previous year’s annual meeting. As a result, shareholder proposals submitted for consideration at the next
Annual Meeting of Shareholders must have been received by Fidelity on or before November 21, 2008 to be
included in the 2009 proxy materials. In addition, if Fidelity does not have notice of a shareholder proposal
for the annual meeting of shareholders at least 45 days before the one-year anniversary of the date Fidelity’s
proxy statement was released to shareholders for the previous year’s annual meeting, proxies solicited by
Fidelity’s management will confer discretionary authority upon management to vote upon any such matter.
Fidelity’s proxy statement for its 2009 Annual Meeting of Shareholders will include the date by which
shareholder proposals must be received by Fidelity in order to be included in the 2010 proxy materials. SEC
Rule 14a-8 provides additional information regarding the content and procedure applicable to the submission
of shareholder proposals to be included in Fidelity’s 2010 proxy statement.

COMMUNICATIONS WITH FIDELITY AND THE BOARD

The following options are available to shareholders who want to communicate with Fidelity or the
Board: '

To communicate with the Board of Directors, address communications to the Board of Directors in
care of the Corporate Secretary of Fidelity at 3490 Piedmont Road NE, Suite 1550, Atlanta, Georgia 30305.
Communications that are intended specifically for a designated director should be addressed to the director in
care of the Corporate Secretary of Fidelity at the above address. The Corporate Secretary shall cause the
communications to be delivered to the addressees. ‘ :

To receive information about Fidelity or Fidelity Bank, one of the following methods may be used:

1. Fidelity Bank’s website, located at www.lionbank.com, contains product and marketing data.

2. Fidelity’s website, Investor Relations section, located at www.fidelitysouthern.com, contains
Fidelity financial information in addition to Audit, Compensation, and Nominating Committee
Charters, and Fidelity’s Conflict of Interest Policy / Code of Ethics. Online versions of
Fidelity’s annual reports, proxy statements, Forms 10-K and 10-Q, press releases, and other SEC
filings are also available through this website.

3. Information, such as Fidelity’s latest quarterly earnings release, the Annual Report on its Form

~ 10-K, or Form 10-Q can also be obtained free of charge by calling or writing Investor Relations.

If you would like to contact us, please call Fidelity Investor Relations at (404) 240‘-1504,’0\1 send
correspondence to Fidelity Southern Corporation, Attn: Investor Relations, 3490 Piedmont Road NE, Suite
1550, Atlanta, Georgia 30305.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The rules of the SEC allow Fidelity to “incorporate by reference” into this proxy statement. certain
information that we have filed with the SEC. This means that we can disclose important information to
shareholders by referring the shareholders to another document. The information incorporated by reference
into this proxy statement is an important part of this proxy statement and is considered to be part of this
proxy statement from the date we file that information with the SEC. Any reports filed by us with the SEC
after the date of this proxy statement will automatically update and, where applicable, supersede any
information contained in this proxy statement or incorporated by reference into this proxy statement. '

The following items in documents filed by Fidelity with the SEC are incorporated by reference into
this proxy statement: '
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* Items 7, 7A, 8, and 9 of Fidelity Southern Corporation’s Annual Report on Form 10-K for the Year
Ended December 31, 2007;-and

* Items 1, 2, and 3 of Fidelity Southern Corporation’s Quarterly Reports on Form 10-Q for the
Quarters Ended March 31, 2008, June 30, 2008, and September 30, 2008.

A copy of any of the documents referred to above will be furnished within one business day of
receipt of written or oral request, without charge, by writing to Fidelity Southern Corporation, 3490
Piedmont Road, Suite 1550, Atlanta, Georgia 30305, Attn: Investor Relations, or by phone to (404) 240-
1504. The documents referred to above are also available from the Edgar filings that can be obtained through
the SEC’s Internet Website (http://www.sec.gov).

OTHER MATTERS THAT MAY COME BEFORE THE SPECIAL MEETING
Management knows of no matters, other than the Reservation of the Warrant Shares Proposal and the
Adjournment Proposal, that are to be brought before the Special Meeting. If any other matter should be

presented for consideration and voted upon, it is the intention of the persons named as proxies in the enclosed
proxy to vote in accordance with their judgment as to what is in the best interest of Fidelity.

By Order of the Board of Directors,

Martha C. Fleming
Corporate Secretary

February 6, 2009
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Appendix A

Issuer:

Initial Holder:

Size:

Security:

Ranking:

Regulatory
Capital
Status:

Term:

TARP Capital Purchase Program
Senior Preferred Stock and Warrants

Summary of Senior Preferred Terms

Qualifying Financial Institution (“QFI”) means (i) any U.S. bank or U.S
savings association not controlled by a Bank Holding Company
(“BHC”) or Savings and Loan Company (“SLHC™); (ii) any top-tier U.S.
BHC, (iii) any top-tier U.S. SLHC which engages solely or
predominately in activities that are permitted for financial holding
companies under relevant law; and (iv) any U.S. bank or U.S. savings
association controlled by a U.S. SLHC that does not engage solely or
predominately in activities that are permitted for financial holding
companies under relevant law. QFI shall not mean any BHC, SLHC,
bank or savings association controlled by a foreign bank or company.
For purposes of this program, “U.S. bank”, “U.S. savings association”,
“U.S. BHC” and “U.S. SLHC” means a bank, savings association, BHC or
SLHC organized under the laws of the United States or any State of the
United States, the District of Columbia, any territory or possession of the
United States, Puerto Rico, Northern Mariana Islands, Guam, American

' Samoa, or the Virgin Islands. The United States Department of the

Treasury will determine eligibility and allocation for QFIs after
consultation with the appropriate Federal banking agency.

United States Department of the Treasury (the “UST”).

QFIs may sell preferred to the UST subject to the limits and terms
described below.

Each QFI may issue an amount of Senior Preferred equal to not less
than 1% of its risk-weighted assets and not more than the lesser of (i)
$25 billion and (ii) 3% of its risk-weighted assets.

Senior Preferred, liquidation preference $1,000 per share. (Depending
upon the QFI’s available authorized preferred shares, the UST may
agree to purchase Senior Preferred with a higher liquidation preference
per share, in which case the UST may require the QFI to appoint a
depositary to hold the Senior Preferred and issue depositary receipts.)

Senior to common stock and pari passu with existing preferred shares

other than preferred shares which by their terms rank junior to any
existing preferred shares.

Tier 1.

Perpetual life.



Dividend:

Redemption:

Restrictions
on Dividends:

Common dividends:

The Senior Preferred will pay cumulative dividends at a rate of 5% per
annum until the fifth anniversary of the date of this investment and
thereafter at a rate of 9% per annum. For Senior Preferred issued by
banks which are not subsidiaries of holding companies, the Senior
Preferred will pay non-cumulative dividends at a rate of 5% per annum
until the fifth anniversary of the date of this investment and thereafter at
a rate of 9% per annum. Dividends will be payable quarterly in arrears on
February 15, May 15, August 15 and November 15 of each year.

Senior Preferred may not be redeemed for a period of three years from
the date of this investment, except with the proceeds from a Qualified
Equity Offering (as defined below) which results in aggregate gross
proceeds to the QFI of not less than 25% of the issue price of the Senior
Preferred. After the third anniversary of the date of this investment, the
Senior Preferred may be redeemed, in whole or in part, at any time and
from time to time, at the option of the QFI. All redemptions of the Senior
Preferred shall be at 100% of its issue price, plus (i) in the case of
cumulative Senior Preferred, any accrued and unpaid dividends and (ii)
in the case of noncumulative Senior Preferred, accrued and unpaid
dividends for the then current dividend period (regardless of whether any
dividends are actually declared for such dividend period), and shall be
subject to the approval of the QFI’s primary federal bank regulator.

“Qualified Equity Offering” shall mean the sale by the QFI after the
date of this investment of Tier 1 qualifying perpetual preferred stock
or common stock for cash.

Following the redemption in whole of the Senior Preferred held by the
UST, the QFI shall have the right to repurchase any other equity
security of the QFI held by the UST at fair market value.

For as long as any Senior Preferred is outstanding, no dividends may be

declared or paid on junior preferred shares, preferred shares ranking pari
passu with the Senior Preferred, or common shares (other than in the
case of pari passu preferred shares, dividends on a pro rata basis with
the Senior Preferred), nor may the QFI repurchase or redeem any junior
preferred shares, preferred shares ranking pari passu with the Senior |
Preferred or common shares, unless (i) in the case of cumulative Senior
Preferred all accrued and unpaid dividends for all past dividend periods

- on the Senior Preferred are fully paid or (ii) in the case of non-
- cumulative Senior Preferred the full dividend for the latest completed

dividend period has been declared and paid in full.

The UST’s consent shall be required for any increase in common
dividends per share until the third anniversary of the date of this
investment unless prior to such third anniversary the Senior Preferred

~ isredeemed in whole or the UST has transferred all of the Senior

Preferred to third parties. -



Repurchases:

Voting rights:

Transferability:

Executive
Compensation:

The UST’s consent shall be required for any share repurchases (other
than (i) repurchases of the Senior Preferred and (ii) repurchases of junior
preferred shares or common shares in connection with any benefit plan in
the ordinary course of business consistent with past practice) until the
third anniversary of the date of this investment unless prior to such third
anniversary the Senior Preferred is redeemed in whole or the UST has
transferred all of the Senior Preferred to third parties. In addition, there
shall be no share repurchases of junior preferred shares, preferred shares
ranking pari passu with the Senior Preferred, or common shares if
prohibited as described above under “Restrictions on Dividends”.

The Senior Preferred shall be non-voting, other than class voting rights
on (i) any authorization or issuance of shares ranking senior to the Senior
Preferred, (ii) any amendment to the rights of Senior Preferred, or (iii)
any merger, exchange or similar transaction which would adversely
affect the rights of the Senior Preferred.

If dividends on the Senior Preferred are not paid in full for six
dividend periods, whether or not consecutive, the Senior Preferred
will have the right to elect 2 directors. The right to elect directors will
end when full dividends have been paid for four consecutive dividend
periods.

The Senior Preferred will not be subject to any contractual restrictions on
transfer. The QFI will file a shelf registration statement covering the
Senior Preferred as promptly as practicable after the date of this
investment and, if necessary, shall take all action required to cause such
shelf registration statement to be declared effective as soon as possible.
The QFI will also grant to the UST piggyback registration rights for the -
Senior Preferred and will take such other steps as.may be reasonably
requested to facilitate the transfer of the Senior Preferred including, if
requested by the UST, using reasonable efforts to list the Senior
Preferred on a national securities exchange. If requested by the UST, the
QFTI will appoint a depositary to hold the Senior Preferred and issue
depositary receipts. ’

As a condition to the closing of this investment, the QFI and its senior
executive officers covered by the EESA shall modify or terminate all
benefit plans, arrangements and agreements (including golden parachute
agreements) to the extent necessary to be in compliance with, and
following the closing and for so long as UST holds any equity or debt

securities of the QFI, the QFI shall agree to be bound by, the executive

compensation and corporate governance requirements of Section 111 of
the EESA and any guidance or regulations issued by the Secretary of the
Treasury on or prior to the date of this investment to carry out the
provisions of such subsection. As an additional condition to closing, the
QFI and its senior executive officers covered by the EESA shall grant to
the UST a waiver releasing the UST from any claims that the QFI and



Warrant:

Term:

~ Exercisability:

Transferability:

such senior executive officers may otherwise have as a result of the
issuance of any regulations which modify the terms of benefits plans,
arrangements and agreements to eliminate any provisions that would not
be in compliance with the executive compensation and corporate
governance requirements of Section 111 of the EESA and any guidance
or regulations issued by the Secretary of the Treasury on or prior to the
date of this investment to:carry out the provisions of such subsection.

Summary of Warrant Terms

The UST will receive warrants to purchase a number of shares of
common stock of the QFI having an aggregate market price equal to 15%
of the Senior Preferred amount on the date of investment, subject to
reduction as set forth below under “Reduction”. The initial exercise price
for the warrants, and the market price for determining the number of
shares of common stock subject to the warrants, shall be the market price
for the common stock on the date of the Senior Preferred investment

(calculated on a 20-trading day trailing average), subject to customary

anti-dilution adjustments. The exercise price shall be reduced by 15% of
the original exercise price on each six-month anniversary of the issue
date of the warrants if the consent of the QFI stockholders described

‘below:has not been received, subject to a maximum reduction of 45% of

the original exercise price.

10 years

Immediately exercisable, in whole or in part

The warrants will not be subject to any contractual restrictions on
transfer; provided that the UST may only transfer or exercise an
aggregate of one- half of the warrants prior to the earlier of (i) the date
on which the QFI has received aggregate gross proceeds of not less than
100% of the issue price of the Senior Preferred from one or more
Qualified Equity Offerings and (ii) December 31, 2009. The QFI will file
a shelf registration statement covering the warrants and the common
stock underlying the warrants as promptly as practicable after the date of
this investment and, if necessary, shall take all action required to cause
such shelf registration statement to be declared effective as soon as
possible. The QFI will also grant to the UST piggyback registration
rights for the warrants and the common stock underlying the warrants
and will take such other steps as may be reasonably requested to
facilitate the transfer of the warrants and the common stock underlying
the warrants. The QFI will apply for the listing on the national exchange
on which the QFI’s common stock is traded of the common stock
underlying the warrants and will take such other steps as may be
reasonably requested to facilitate the transfer of the warrants or the
common stock.



Voting:

Reduction:

Consent:

Substitution:

The UST will agree not to exercise voting power with respect to any
shares of common stock of the QFI issued to it upon exercise of the
warrants. : v '

In the event that the QFI has received aggregate gross proceeds of not
less than 100% of the issue price of the Senior Preferred from one or
more Qualified Equity Offerings on or prior to December 31, 2009, the
number of shares of common stock underlying the warrants then held by
the UST shall be reduced by a number of shares equal to the product of
(i) the number of shares originally underlying the warrants (taking into
account all adjustments) and (i) 0.5.

In the event that the QFI does not have sufficient available authorized
shares of common stock to reserve for issuance upon exercise of the
warrants and/or stockholder approval is required for such issuance under
applicable stock exchange rules, the QFI will call a meeting of its
stockholders as soon as practicable after the date of this investment to
increase the number of authorized shares of common stock and/or
comply with such exchange rules, and to take any other measures
deemed by the UST to be necessary to allow the exercise of warrants into
common stock.

In the event the QFI is no longer listed or traded on a national securities
exchange or securities association, or the consent of the QFI stockholders
described above has not been received within 18 months after the
issuance date of the warrants, the warrants will be exchangeable, at the -
option of the UST, for senior term debt or another economic instrument
or security of the QFI such that the UST is appropriately compensated
for the value of the warrant, as determined by the UST.
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We understand that we will need to remain resilient as we have been since 1974, as we face a changing
environment. We will continue to do those things that have contributed to our being able to weather this
recession. Following The Golden Rule is first. Training and motivating all our people is second. Third
is making loans; that is what banks do. Fourth is being persistent and keeping our eye on the long view.

I want us to be a bank owned by customer shareholders and employee shareholders, which will lead to a better
recognition of the value of the company in its share price. I see the future as full of opportunity. People still
want to do business where they are known and are treated with respect. Your President, Palmer Proctor, and
your Board of Directors have the vision to get us to that future.

Please know all of us, your employees, thank ebach of you for your interest and for your support.

'Sincerely,
\7&“ Uaa LLLJ’

James B. Miller, Jr.
Chairman
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

IXi ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2008
Commission File Number 000-22374

Fidelity Southern Corporation

(Exact name of registrant as specified in its charter)

Georgia 58-1416811
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
3490 Piedmont Road, Suite 1550 30305
Atlanta, Georgia (Zip Code)

(Address of principal executive offices)

Registrant’s telephone number, including area code: (404) 240-1504
Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act:
Common Stock, without stated par value
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes[ ] No [X]

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes{ ]
No [X]

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes [X] No[ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein and will
not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part
111 of this Form 10-K or any amendment to this Form 10-K. [ ]

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

Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated filer {X] Smaller reporting company [ ]
(Do not check if a smaller reporting company) :

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes[ ] No [X]

The aggregate market value of the common equity held by non-affiliates of the registrant (assuming for these purposes, but
without conceding, that all executive officers and directors are “affiliates” of the registrant) as of June 30, 2008 (based on the average
bid and ask price of the Common Stock as quoted on the NASDAQ National Market System on June 30, 2008), was $29,061,864.

At March 9, 2009, there were 9,729,942 shares of Common Stock outstanding, without stated par value.
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant’s Annual Report to Shareholders for fiscal year ended December 31, 2008, are incorporated by reference

into Part II. Portions of the registrant’s definitive Proxy Statement for the 2009 Annual Meeting of Shareholders are incorporated by
reference into Part I11.



Item 1.
Item 1A.
Item 1B.
Item 2.
Item 3.
Item 4.

Item 5.

Item 6.
Item 7.

Item 7A.
Item 8.
Item 9.

Item 9A.
Item 9B.

Item 10.
Item 11.
Item 12.

Item 13.

Item 14.

Item 15.

TABLE OF CONTENTS

PART I
BUSIIIESS ...oviiiiiiiieciieeetie ettt e s teesre e st eesieeesateseser e bt e s e ressneosertesrneesarssenbae s bnes
RASK FACTOTS. ... eitiitieeiteeiteniesieeie st steeir ettt sttt be st sae e shee b e saesnasnassaescavssnane s
Unresolved Staff CommEntS ........ccceevierieriieeiiinicriccieccercce e
PLOPEILIES 1.uveiveerieeieteeiieeece ettt st sttt be st ae b abebs s e s sna e b nes
Legal ProCEedings ......coveuvviuiniiiriiiiiniiiiiisicteteis sttt
Submission of Matters to a Vote of Security Holders........cccocceeevincnceniniiciininniinns

PART II

Market For Registrant’s Common Equity, Related Stockholder Matters, and Issuer

Purchases of Equity Securities..........ccecervvenererreerecennne. et e st s sttt sre s
Selected Financial Data..........coccceiiiiniiiiiiiiniiecicrc e e

Management’s Discussion and Analysis of Financial Condition and Results of

OPETALIONS ..evvviveeerieeiieritesiieset et e nee st e caressresebeesba e s st ebe e s tontesnaesneesreeanresasssbsosesstssans
Quantitative and Qualitative Disclosures About Market RisK...........ccoceveriercnienennnene
Financial Statements and Supplementary Data.......cocoooveviivceiiniiiininiiiinnn

Changes in and Disagreements with Accountants on Accounting and Financial

DISCIOSULE. c.eeiereeei i eeeetttttsesessesssassssssssrsrersaeraetesssssasessasssssssbenssrnrrsseeaessssnnnnenns
CONLTOLS ANA PLOCEAULES v.eeeeeeeeeeee ittt ettt eeeseereteeesesersteseeessssteessassssbaseesssssranneeesss
011015 g 1190 w1 1:15 (o)1 FUUUURURU RO TSRS

PART III

Directors, Executive Officers and Corporate GOVErnance...........cocovvvevvrenciiineiniiinenns
EXeCutive COmMPENSALION. ....cccvirerrririeirererieeeeerrierreeeresseessessseesseeeeessesseesseesseessessnesnsssnns

Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder MAtters .........cuecuevuiuieiiiiieiinnieiiee s
Certain Relationships and Related Transactions..........coceeeeeereenrerencnenniesnneninsiinnnens
Principal Accountant Fees and Services ........cocevirveeneneninecinsioninceenreieseeeenienneens

PART IV

Exhibits, Financial Statement Schedules .......cocivvviieiieeiieiiieeeeiee et seeeere e

24
24
24
24



PART1
Item 1. Business
General

Fidelity Southern Corporation (“FSC” or “Fidelity”) is a bank holding company headquartered in
Atlanta, Georgia. We conduct operations primarily though Fidelity Bank, a state chartered wholly-owned
subsidiary bank (the “Bank™). The Bank was organized as a national banking corporation in 1973 and
converted to a Georgia chartered state bank in 2003. LionMark Insurance Company (“LIC”) is a wholly-owned
subsidiary of FSC and is an insurance agency offering consumer credit related insurance products. FSC also
owns five subsidiaries established to issue trust preferred securities. The “Company”, “we” or “our”, as used
herein, includes FSC and its subsidiaries, unless the context otherwise requires.

At December 31, 2008, we had total assets of $1.763 billion, total loans of $1.444 billion, total deposits
of $1.444 billion, and shareholders’ equity of $136.6 million.

Forward-Looking Statements

This report on Form 10-K may include forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended, that reflect our current expectations relating to present or future trends or factors generally affecting
the banking industry and specifically affecting our operations, markets and services. Without limiting the
foregoing, the words “believes,” “expects,” “anticipates,” “estimates,” “projects,” “intends,” and similar
expressions are intended to identify forward-looking statements. These forward-looking statements are based
upon assumptions we believe are reasonable and may relate to, among other things, the continuing deterioration
of the economy and its impact on operating results, credit quality, liquidity, capital, the adequacy of the
allowance for loan losses, changes in interest rates, and litigation results. These forward-looking statements are
subject to risks and uncertainties. Actual results could differ materially from those projected for many reasons,
including without limitation, changing events and trends that have influenced our assumptions.
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These trends and events include (1) real estate values in the Atlanta, Georgia, metropolitan area and in
eastern and northern Florida markets; (2) general business and economic conditions; (3) conditions in the
financial markets and economic conditions generally and the impact of recent efforts to address difficult market
and economic conditions; (4) our liquidity and sources of liquidity; (5) the terms of the U.S. Treasury
Department’s (the “Treasury”) equity investment in us; (6) the limitations on executive compensation imposed
through our participation in the TARP Capital Purchase Program; (7) a deteriorating economy and its impact on
operations and credit quality; (8) the ability of the Treasury to unilaterally amend any provision of the purchase
agreement we entered into as part of the TARP Capital Purchase Program; (9) unique risks associated with our
construction and land development loans; (10) our ability to raise capital; (11) the impact of a recession on our
consumer loan portfolio and its potential impact on our commercial portfolio; (12) economic conditions in
Atlanta, Georgia; (13) our ability to maintain and service relationships with automobile dealers and indirect
automobile loan purchasers and our ability to profitably manage changes in our indirect automobile lending
operations; (14) the accuracy and completeness of information from customers and our counterparties; (15)
changes in the interest rate environment and their impact on our net interest margin; (16) difficulties in
maintaining quality loan growth; (17) less favorable than anticipated changes in the national and local business
environment, particularly in regard to the housing market in general and residential construction and new home
sales in particular; (18) the impact of and adverse changes in the governmental regulatory requirements
affecting us; (19) the effectiveness of our controls and procedures; (20) our ability to attract and retain skilled
people; (21) greater competitive pressures among financial institutions in our market; (22) changes in political,
legislative and economic conditions; (23) inflation; (24) greater loan losses than historic levels and an
~ insufficient allowance for loan losses; (25) failure to achieve the revenue increases expected to result from our

1



investments in our growth strategies, including our branch additions and in our transaction deposit and lending
businesses; (26) the volatility and limited trading of our common stock; and (27) the impact of dilution on our
common stock.

This list is intended to identify some of the principal factors that could cause actual results to differ
materially from those described in the forward-looking statements included herein and are not intended to
represent a complete list of all risks and uncertainties in our business. Investors are encouraged to read the risks
discussed under “Item 1A. - Risk Factors.”

Market Area, Products and Services

The Bank provides an array of financial products and services for business and retail customers
primarily through 23 branches in Fulton, Dekalb, Cobb, Clayton, Gwinnett, Rockdale, Coweta and Barrow
Counties in Georgia, a branch in Jacksonville, Duval County, Florida, and on the Internet at
www.lionbank.com. The Bank’s customers are primarily individuals and small and medium sized businesses
located in Georgia. Mortgage and construction loans are also provided through a branch in Jacksonville,
Florida. Automobile loans and Small Business Administration (“SBA”) loans are provided through employees
located throughout the Southeast.

The Bank is primarily engaged in attracting deposits from individuals and businesses and using these
deposits and borrowed funds to originate commercial loans, commercial loans secured by real estate, SBA
loans, construction and residential real estate loans, direct and indirect automobile loans, residential mortgage
and home equity loans, and secured and unsecured installment loans. Internet banking, including on-line bill
pay, and Internet cash management services are available to individuals and businesses, respectively.
Additionally, the Bank offers businesses remote deposit services, which allow participating companies to scan
and electronically send deposits to the Bank for improved security and funds availability. The Bank also
provides international trade services. Trust services, credit card loans, and merchant services activities are
provided through agreements with third parties. Investment services are provided through an agreement with an
independent broker-dealer. '

We have grown our assets, deposits, and business internally by building on our lending products,
expanding our deposit products and delivery capabilities, opening new branches, and hiring experienced
bankers with existing customer relationships in our market. We have never purchased loan participations from
any other financial institution.

Deposits

The Bank offers a full range of depository accounts and services to both individuals and businesses. As
of December 31, 2008, deposits totaled approximately $1.444 billion, consisting of (dollars in millions):

Noninterest-bearing demand deposits..........cccevvrerrereerereererrciiiininiines $ 139
Interest-bearing demand deposits and money market accounts................... 209
SAVINGS AEPOSIES. ...vervrrmeererrerereiiiresiiniinicsrete st s e saesns 199
Time deposits ($100,000 or more) ..... et eer e ee et e e e n ettt e e et e eaeeareneenrennes 318
Time deposits, including brokered deposits (less than $100,000)............... 579
TOUAL. ettt ettt et e e et e et e et e beeeve s se e s e ssbeassaenseenseesseesseasaesbeeseennee $1,444

A marketing program to increase the number and volume of our personal and business demand deposit
accounts was launched in January 2006, with the goals of building relationships with existing customers, adding
new customers, increasing transaction accounts, and helping manage our rising cost of funds. Based on the
success of this program, the Bank intends to continue this marketing program during 2009.

2



Lending

The Bank’s primary lending activities include commercial loans to small and medium sized businesses,
SBA sponsored loans, consumer loans (primarily indirect automobile loans), construction loans, and residential
real estate loans. Commercial lending consists of the extension of credit for business purposes, primarily in the
Atlanta metropolitan area. SBA loans, originated in the Atlanta metropolitan area and throughout the Southeast,
are primarily made through the Bank’s SBA loan production office in Covington, Georgia. The Bank offers
direct installment loans to consumers on both a secured and unsecured basis. Secured construction loans to
homebuilders and developers and residential mortgages are primarily made in the Atlanta, Georgia, and
Jacksonville, Florida, metropolitan areas. The loans are generally secured by first and second real estate
mortgages.

As of December 31, 2008, the Bank had total loans outstanding, including loans held-for-sale, consisting
of (dollars in millions):

Total Held-for-

Loans Sale Loans
Commercial, financial and agricultural..... $ 152 $ 7 $ 145
Real estate — mortgage—commercial .......... 228 25 - 203
Real estate — construction.................ouveneeee. 253 8 245
Real estate — mortgage-residential............. 117 1 116
Consumer installment loans........................ 694 15 679
Total ..o $1,444 $56 $1,388

The loan categories in the above schedule are based on certain regulatory definitions and classifications.
Certain of the following discussions are in part based on the Bank defined loan portfolios and may not conform
to the above classifications.

Commercial and Industrial Lending

The Bank originates commercial and industrial loans, which include certain SBA which are partially
guaranteed loans that are generally secured by property such as inventory, equipment and accounts receivable.
All commercial loans are evaluated for the adequacy of repayment sources at the time of approval and are
regularly reviewed for any deterioration in the ability of the borrower to repay the loan. In most instances,
collateral is required to provide an additional source of repayment in the event of default by the borrower. The
structure of the collateral varies from loan to loan depending on the financial strength of the borrower, the
amount and terms of the loan, and the collateral available to be pledged.

Commercial Real Estate Lending

The Bank engages in commercial real estate lending through direct originations. The Bank’s
commercial real estate portfolio loans are made to small and medium sized businesses to provide
diversification, to generate assets that are sensitive to fluctuations in interest rates, and to generate deposit and
other relationships. Commercial real estate loans are generally prime-based floating-rate loans or shorter-term
(one to five year) fixed-rate loans.

The Bank has a growing portfolio of SBA loans and SBA loans held-for-sale as a result of increased
SBA loan production. These loans are primarily commercial real estate related, with a portion of each loan
guaranteed by the SBA or with other SBA credit enhancements.



Consumer Lending

The Bank’s consumer lending activity primarily consists of indirect automobile lending. The Bank also
makes direct consumer loans (including direct automobile loans), residential mortgage and home equity loans,
and secured and unsecured personal loans.

Indirect Automobile Lending

The Bank purchases, on a nonrecourse basis, consumer installment contracts secured by new and used
vehicles purchased by consumers from franchised motor vehicle dealers and selected independent dealers
located throughout the Southeast. A portion of the indirect automobile loans the Bank originates is generally
sold with servicing retained. At December 31, 2008, we were servicing $238 million in loans we had sold,
primarily to other financial institutions.

During 2008, the Bank produced $382.4 million of indirect automobile loans, while profitably selling
$75.3 million to third parties with servicing retained and $24.0 million with service released. The balances in
indirect automobile loans held-for-sale fluctuate from month to month as pools of loans are developed for sale
and due to normal monthly principal payments.

Real Estate Construction Lending

The Bank originates real estate construction and development loans that consist primarily of one-to-four
family residential construction and development loans made to builders and developers. Loan disbursements
are closely monitored by management to ensure that funds are being used strictly for the purposes agreed upon
in the loan covenants. The Bank employs both internal staff and external inspectors to ensure that requests for
loan disbursements are substantiated by regular inspections and reviews. Construction and development loans
are similar to all residential loans in that borrowers are underwritten according to their adequacy of repayment
sources at the time of approval. Unlike conventional residential lending, however, signs of deteriorationin a -
construction loan or development loan customer’s ability to repay the loan are measured throughout the life of
the loan and not only at origination or when the loan becomes past due. In most instances, loan amounts are
limited to 80% of the appraised value upon completion of the construction project. The Bank originates real
estate construction loans throughout Atlanta, Georgia, and from our Jacksonville, Florida branch.

Real Estate Mortgage Lending

The Bank’s residential mortgage loan business focuses on one-to-four family properties. We offer
Federal Housing Authority (“FHA”™), Veterans Administration (“VA”), and conventional and non-conforming
residential mortgage loans. The Bank operates our residential mortgage banking business from four locations in
the Atlanta metropolitan area. The Bank is an approved originator and servicer for the Federal Home Loan
Mortgage Corporation (“FHLMC”) and the Federal National Mortgage Association (“FNMA?”), and is an
approved originator for loans insured by the Department of Housing and Urban Development (“HUD”).

The balances in mortgage loans held-for-sale fluctuate due to economic conditions, interest rates, the
level of real estate activity, the amount of mortgage loans retained by the Bank, and seasonal factors. During
2008, we originated approximately $20 million in loans, while selling $21 million to third parties.

In January 2009, we hired 58 new employees in a major expansion of our mortgage division in Atlanta.
In the first two months of the expansion, we originated approximately $69 million in new loans. The Bank
primarily sells originated residential mortgage loans and processes brokered loans, servicing released, to
investors. The Bank does not service mortgage loans for third parties.



Brokerage Services

The Bank offers a full array of brokerage products through an agreement with an independent full
service broker-dealer.

International Trade Services

The Bank provides services to individuals and business clients to meet their international business
requirements. Letters of credit, foreign currency drafts, foreign and documentary collections, export finance,
and international wire transfers represent some of the services provided.

Investment Securities

At December 31, 2008, we owned investment securities totaling $159 million. Management’s
conservative investment philosophy attempts to accept less yield through less risky investments. Investment
securities include agencies of the U.S. Government, including mortgage backed securities, bank qualified
municipal bonds, and FHLB stock. During 2006, 2007 and 2008, the Bank did not invest-in any preferred stock
of Fannie Mae or Freddie Mac, trust preferred obligations, collateralized mortgage obligations (“CMQ’s”),
auction rate securities (“ARS”), or collateralized debt obligations (“CDQO’s™).

Significant Operating Policies
Lending Policy

The Board of Directors of the Bank has delegated lending authority to our management, which in turn
delegates lending authority to our loan officers, each of whom is limited as to the amount of secured and
unsecured loans he or she can make to a single borrower or related group of borrowers. As our lending
relationships are important to our success, the Board of Directors of our Bank has established review
committees and written guidelines for lending activities. In particular, the Officers’ Credit Committee reviews
lending relationships with a total exposure exceeding $250,000. In addition, the Officers’ Credit Committee
approves all commercial loan relationships up to $5 million and residential construction loan relationships up to
$10 million. The Loan and Discount Committee must approve all commercial loan relationships exceeding $5
million and all residential construction loan relationships exceeding $10 million.

The Bank’s written guidelines for lending activities require, among other things, that:

e  secured loans, except for loans made under the Bank’s SBA program and indirect automobile
loans which are generally secured by the vehicle purchased, be made to persons and companies
which are well-established and have net worth, collateral, and cash flow to support the loan;

o real estate loans be secured by real property located primarily in Georgia or Florida;

e  unsecured loans be made to persons who maintain depository relationships with the Bank and

- have significant financial strength; ;

e loan renewal requests be reviewed in the same manner as an application for a new loan; and

e  working capital loans to be repaid out of conversion of assets or current earnings of the
commercial borrower and that such loans generally be secured by the assets of the commercial
borrower.

Residential construction loans are made through the use of officer guidance lines, which are approved,
when appropriate, by the Bank’s Officers Credit Committee or the Loan and Discount Committee. These
guidance lines are approved for established builders and developers with track records and adequate financial
strength to support the credit being requested. Loans may be for speculative starts or for pre-sold residential
property to specific purchasers.



Inter-agency guidelines adopted by Federal banking regulators require that financial institutions
establish real estate lending policies. The guidelines also establish certain maximum allowable real estate loan-
to-value standards. The Bank has adopted policies and standards, which are in compliance with Federal and
state regulatory requirements.

Loan Review and Nonperforming Assets

The Bank’s Credit Review Department reviews the Bank’s loan portfolios to identify potential
deficiencies and recommends appropriate corrective actions. The Credit Review Department reviews more than
30% of the commercial and construction loan portfolios and reviews 10% of the consumer loans originated
annually. The results of the reviews are presented to the Bank’s Loan and Discount Committee on a monthly
basis.

The Bank maintains an allowance for loan losses, which is established and maintained through
provisions charged to operations. Such provisions are based on management’s evaluation of the loan portfolio,
including loan portfolio concentrations, current economic conditions, the economic outlook, past loan loss
experience, adequacy of underlying collateral, and such factors which, in management’s judgment, deserve
consideration in estimating losses. Loans are charged off when, in the opinion of management, such loans are
deemed to be uncollectible. Subsequent recoveries are added to the allowance.

Asset/Liability Management

The Company’s Asset/Liability Committee (“ALCO”) manages on an overall basis the mix of and terms
related to the Company s assets and liabilities. ALCO attempts to manage asset growth, liquidity, and capital in
order to maximize income and reduce interest rate risk. ALCO directs our overall acquisition and allocation of
funds and reviews and sets rates on deposits, loans, and fees.

Investment Portfolio Policy

The Company’s investment portfolio policy is designed to maximize income consistent with liquidity,
risk tolerance, collateral needs, asset quality, regulatory constraints, and asset/liability objectives. The policy is
reviewed at least annually by the Boards of Directors of FSC and the Bank. The Boards of Directors are
provided information on a regular basis concerning significant purchases and sales of investment securities,
including resulting gains or losses. They are also provided information related to average matunty, Federal
taxable equivalent yield, and appreciation or depreciation by investment categories.

Supervision and Regulation

The following is a brief summary of FSC’s and the Bank’s supervision and regulation as financial
institutions and is not intended to be a complete discussion of all NASDAQ Stock Market, state or federal rules,
statutes and regulations affecting their operations, or that apply generally to business corporations or NASDAQ
listed companies. Changes in the rules, statutes and regulations applicable to FSC and the Bank can affect the
operating environment in substantial and unpredictable ways.

General

We are a registered bank holding company subject to regulation by the Board of Governors of the
Federal Reserve System (the “Federal Reserve”) under the Bank Holding Company Act of 1956, as amended
(the “Act”). We are required to file annual and quarterly financial information with the Federal Reserve and are
subject to periodic examination by the Federal Reserve.



The Act requires every bank holding company to obtain the Federal Reserve’s prior approval before (1)
it may acquire direct or indirect ownership or control of more than 5% of the voting shares of any bank that it
does not already control; (2) it or any of its non-bank subsidiaries may acquire all or substantially all of the
assets of a bank; and (3) it may merge or consolidate with any other bank holding company. In addition, a bank
holding company is generally prohibited from engaging in, or acquiring, direct or indirect control of the voting
shares of any company engaged in non-banking activities. This prohibition does not apply to activities listed in
the Act or found by the Federal Reserve, by order or regulation, to be closely related to banking or managing or
controlling banks as to be a proper incident thereto. Some of the activities that the Federal Reserve has
determined by regulation or order to be closely related to banking are:

making or servicing loans and certain types of leases;
performing certain data processing services;
acting as fiduciary or investment or financial advisor;
providing brokerage services;
underwriting bank eligible securities; '
. underwriting debt and equity securities on a limited basis through separately capltahzed subs1d1ar1es
and
« -making investments in corporations or projects designed primarily to promote community welfare.

e o o o o o

Although the activities of bank holding companies have traditionally been limited to the business of
banking and activities closely related or incidental to banking (as discussed above), the Gramm-Leach-Bliley
Act (the “GLB Act”) relaxed the previous limitations and permitted bank holding companies to engage in a
broader range of financial activities. Specifically, bank holding companies may elect to become financial
holding companies, which may affiliate with securities firms, and insurance companies and engage in other
activities that are financial in nature. ‘Among the activities that are deemed “financial in nature” include:

¢ lending, exchanging, transferring, investing for others or safeguarding money or securities;

e insuring, guaranteeing, or indemnifying against loss, harm, damage, illness, disability, or death, or
providing and issuing annuities, and acting as principal, agent, or broker with respect thereto;

o providing financial, investment, or economic advisory services, including advising an investment
company;

 issuing or selling instruments representmg interest in pools of assets penn1ss1b1e for a bank to hold
directly; and

e underwriting, dealing in or making a market in securities.

A bank holding company may become a financial holding company under this statute only if each of its
subsidiary banks is well capitalized, is well managed and has at least a satisfactory rating under the Community
Reinvestment Act. A bank holding company that falls out of compliance with such requirement may be
required to cease engaging in certain activities. Any bank holding company that does not elect to become a
financial holding company remains subject to the bank holding company restrlctlons of the Act. Fidelity has no
current plans to register as a financial: holdlng company.

F1de11ty must also reglster with the Georgia Department of Banking and Finance (“GDBF”) and file
periodic information with the GDBF. As part of such registration, the GDBF requires information with respect
to the financial condition, operations, management and intercompany relationships of Fidelity and the Bank and
related matters. The GDBF may also require such other information as is necessary to keep itself informed as to
whether the provisions of Georgia law and the regulations and orders issued there under by the GDBF have
been complied with, and the GDBF may examine Fidelity and the Bank. The Florida Office of Financial
Regulation (“FOFR”) does not examine or directly regulate out-of-state holding companies for banks with a
branch located in the State of Florida.



Fidelity is an “affiliate” of the Bank under the Federal Reserve Act, which imposes certain restrictions
on (1) loans by the Bank to Fidelity, (2) investments in the stock or securities of Fidelity by the Bank, (3) the
Bank’s taking the stock or securities of an “affiliate” as collateral for loans by the Bank to a borrower, and (4)
the purchase of assets from Fidelity by the Bank. Further, a bank holding company and its subsidiaries are
prohibited from engaging in certain tie-in arrangements in connection with any extension of credit, lease or sale
of property or furnishing of services.

The Bank is regularly examined by the Federal Deposit Insurance Corporation (the “FDIC”). As a state
banking association organized under Georgia law, the Bank is subject to the supervision of, and is regularly
examined by, the GDBF. The Bank’s Florida branch is subject to examination by the FOFR. Both the FDIC
and GDBF must grant prior approval of any merger, consolidation or other corporation reorganization involving
the Bank.

In December 2008, Fidelity Bank signed a memorandum of understanding (“MOU”) with the GDBF
and the FDIC. The MOU, which relates primarily to the Bank’s asset quality and loan loss reserves, requires
that the Bank submit plans and report to the GDBF and the FDIC regarding its loan portfolio and profit plans,
among other matters. The MOU also requires that the Bank maintain its Tier 1 Leverage Capital ratio at not
less than 8% and an overall well-capitalized position as defined in applicable FDIC rules and regulations during
the life of the MOU. Additionally, the MOU requires that, prior to declaring or paying any cash dividends to
the Company, the Bank must obtain the prior written consent of the GDBF and the FDIC. Management
believes the Company will remain in compliance with the MOU.

TARP Capital Purchase Program

On October 14, 2008, the Treasury announced the Troubled Asset Relief Program (“TARP”) Capital
Purchase Program (the “Program”). The Program was instituted by the Treasury pursuant to the Emergency
Economic Stabilization Act of 2008 (“EESA”), which provides up to $700 billion to the Treasury to, among
other things, take equity positions in financial institutions. The Program is intended to encourage U.S. Financial
institutions to build capital and thereby increase the flow of financing to businesses and consumers.

On December 19, 2008, as part of the Program, Fidelity entered into a Letter Agreement (“Letter
Agreement”) and a Securities Purchase Agreement — Standard Terms with the Treasury, pursuant to which ,
Fidelity agreed to issue and sell, and the Treasury agreed to purchase (1) 48,200 shares (the “Preferred Shares™)
of Fidelity’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A, having a liquidation preference of
$1,000 per share, and (2) a ten-year warrant (the “Warrant”) to purchase up to 2,266,458 shares of the
Company’s common stock at an exercise price of $3.19 per share, for an aggregate purchase price of $48.2
million in cash.

In connection with Fidelity’s participation with the Program, Fidelity adopted the Treasury’s standards
for executive compensation and corporate governance set forth in section 111 of EESA and any guidance or
regulations adopted thereunder for the period during which the Treasury holds equity issued under the Program.
To ensure compliance with these standards, within the time frame prescribed by the Program, Fidelity has
entered into agreements with its senior executive officers who would be subject to the standards. The executive
officers have agreed to, among other things, (1) “clawback” provisions relating to the repayment by the
executive officers of incentive compensation based on materially inaccurate financial statement or performance
metrics and (2) limitations on certain post-termination “parachute” payments. In addition, the Letter Agreement
provides that the Treasury may unilaterally amend any provision of the Letter Agreement to the extent requ1red
to comply with any changes in applicable federal law



The Special Inspector General for the Troubled Asset Relief Program (“SIGTARP”), was established
pursuant to Section 121 of EESA, and has the duty, among other things, to conduct, supervise, and coordinate
audits and investigations of the purchase, management and sale of assets by the Treasury under TARP and the
Program, including the shares of Preferred Shares purchased from Fidelity.

American Recovery and Reinvestment Act of 2009

On February 17, 2009, the American Recovery and Remvestment Act of 2009 (“ARRA”) was enacted.
The ARRA, commonly known as the economic stimulus or economic recovery package, includes a wide variety
of programs intended to stimulate the economy and provide for extensive infrastructure, energy, health, and
education needs. In addition, ARRA imposes certain new executive compensation and corporate expenditure
limits on all current and future TARP recipients, including Fidelity, until the institution has repaid the Treasury,
which is now permitted under ARRA without penalty and without the need to raise new capital, subject to the
Treasury’s consultation with the recipient’s appropriate regulatory agency. The executive compensation
standards are more stringent than those currently in effect under the Program or those previously proposed by
the Treasury, but it is not yet clear how these executive compensation standards will relate to the similar
standards announced by the Treasury in its guidelines on February 4, 2009, or whether the standards will be
considered effective immediately or only after implementing regulations are issued by the Treasury. The new
standards include (but are not limited to) (i) prohibitions on bonuses, retention awards and other incentive
compensation, other than restricted stock grants which do not fully vest during the TARP period up to one-third
of an employee’s total annual compensation, (ii) prohibitions on golden parachute payments for departure from
a company, (iii) an expanded clawback of bonuses, retention awards, and incentive compensation if payment is
based on materially inaccurate statements of earnings, revenues, gains or other criteria, (iv) prohibitions on
compensation plans that encourage manipulation of reported earnings, (v) retroactive review of bonuses,
retention awards and other compensation previously provided by TARP recipients if found by the Treasury to
be inconsistent with the purposes of TARP or otherwise contrary to public interest, (vi) required establishment
of a company-wide policy regarding “excessive or luxury expenditures”, and (vii) inclusion in a participant’s
proxy statements for annual shareholder meetings of a nonbinding “say on pay” shareholder vote on the
compensation of executives. . '

Temporary Liquidity Guarantee Program

On November 21, 2008, the Board of Directors of the FDIC adopted a final rule relating to the
Temporary Liquidity Guarantee Program (“TLG Program”). The TLG Program was announced by the FDIC on
October 14, 2008, preceded by the determination of systemic risk by the Treasury, as an initiative to counter the
system-wide crisis in the nation’s financial sector. Under the TLG Program the FDIC will (i) guarantee,
through the earlier of maturity or June 30, 2012, certain newly issued senior unsecured debt issued by
participating institutions and (ii) provide full FDIC deposit insurance coverage for noninterest-bearing
transaction deposit accounts, Negotiable Order of Withdrawal accounts paying less than 0.5% interest per
annum and Interest on Lawyers Trust Accounts held at participating FDIC-insured institutions through
December 31, 2009. Coverage under the TLG Program was available for the first 30 days without charge. The
fee assessment for coverage of senior unsecured debt ranges from 50 basis points to 100 basis points per annum,
depending on the initial maturity of the debt. The fee assessment for deposit insurance coverage is 10 basis
points per quarter on amounts in covered accounts exceeding $250,000. Fidelity elected to participate in both
guarantee programs. - '

Payment of Dividends
We are a'legal entity separate and distinct from the Bank. Most of the revenue we receive results from

dividends paid to us by the Bank. There are statutory and regulatory requirements apphcable to the payment of
dividends by the Bank, as well as by us to our shareholders.
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Under the regulations of the GDBF, dividends may not be declared out of the retained earnings of a state
bank without first obtaining the written permission of the GDBF, unless such bank meets all the following
requirements:

(a) total classified assets as of the most recent examination of the bank do not exceed 80% of equity
capital (as defined by regulation);

(b) the aggregate amount of dividends declared or anticipated to be declared in the calendar year does
not exceed 50% of the net profits after taxes but before dividends for the previous calendar year; and

(c) the ratio of equity capital to adjusted assets is not less than 6%.

- The payment of dividends by Fidelity and the Bank may also be affected or limited by other factors,
such as the requirement to maintain adequate capital above regulatory guidelines. In addition, if, in the opinion
of the applicable regulatory authority, a bank under its jurisdiction is engaged in or is about to engage in an
unsafe or unsound practice (which, depending upon the financial condition of the bank, could include the
payment of dividends), such authority may require, after notice and hearing, that such bank cease and desist
from such practice. The FDIC has issued a policy statement providing that insured banks should generally only
pay dividends out of current operating earnings. In addition to the formal statutes and regulations, regulatory
authorities consider the adequacy of each of the Bank’s total capital in relation to its assets, deposits and other
such items. Capital adequacy considerations could further limit the availability of dividends to the Bank.

The MOU requires the Bank obtain prior written consent of the GDBF and the FDIC before paying any
dividends. For 2008, our declared cash dividend payout to common stockholders was $1.8 million. In addition,
the Company declared a stock dividend of one share for every 200 shares owned in the fourth quarter of 2008.
Dividends for 2009 will be reviewed quarterly, with the declared and paid dividend consistent with current
earnings, capital requirements, and forecasts of future earnings.

Pursuant to the terms of the Letter Agreement, the ability of Fidelity to declare or pay dividends or
distributions of its common stock is subject to restrictions, including a restriction against increasing dividends
from the last quarterly cash dividend per share (80.01) declared on the common stock prior to December 19,
2008, as adjusted for subsequent stock dividends and other similar actions. In addition, as long as the Preferred
Shares are outstanding, dividend payments are prohibited until all accrued and unpaid dividends are paid on
such preferred stock, subject to certain limited exceptions. This restriction will terminate on the third
anniversary of the date of issuance of the Preferred Shares or, if earlier, the date on which the Preferred Shares
have been redeemed in whole or the Treasury has transferred all of the Preferred Shares to third parties.

Capital Adequacy

The Federal Reserve and the FDIC have implemented substantially identical risk-based rules for
assessing bank and bank holding company capital adequacy. These regulations establish minimum capital
standards in relation to assets and off-balance sheet exposures as adjusted for credit risk. Banks and bank
holding companies are required to have (1) a minimum level of Total Capital (as defined) to risk-weighted
assets of eight percent (8%); and (2) a minimum Tier 1 Capital (as defined) to risk-weighted assets of four
percent (4%). In addition, the Federal Reserve and the FDIC have established a minimum three percent (3%)
leverage ratio of Tier 1 Capital to quarterly average total assets for the most highly-rated banks and bank
holding companies. “Tier 1 Capital” generally consists of common equity excluding unrecognized gains and
losses on available for sale securities, plus minority interests in equity accounts of consolidated subsidiaries and
certain perpetual preferred stock less certain intangibles. The Federal Reserve and the FDIC will require a bank
holding company and a bank, respectively, to maintain a leverage ratio greater than four percent (4%) if either is
experiencing or anticipating significant growth or is operating with less than well-diversified tisks inthe
opinion of the Federal Reserve. The Federal Reserve and the FDIC use the leverage ratio in tandem with the
risk-based ratio to assess the capital adequacy of banks and bank holding companies. The FDIC and the Federal
Reserve consider interest rate risk in the overall determination of a bank’s capital ratio, requiring banks with
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greater interest rate risk to maintain adequate capital for the risk. While under the MOU, the Bank must
maintain a leverage ratio of at least eight percent (8%).

In addition, Section 38 of the Federal Deposit Insurance Act-implemented the prompt corrective action
provisions that Congress enacted as a part of the Federal Deposit Insurance Corporation Improvement Act of
1991 (the “1991 Act”). The “prompt corrective action” provisions set forth five regulatory zones in which all
banks are placed largely based on their capital positions. Regulators are permitted to take increasingly harsh
action as a bank’s financial condition declines. Regulators are also empowered to place in receivership or
require the sale of a bank to another depository institution when a bank’s capital leverage ratio reaches 2%.
Better capitalized institutions are generally subject to less onerous regulation and supervision than banks with
lesser amounts of capital.

The FDIC has adopted regulations implementing the prompt corrective action provisions of the 1991
Act, which place financial institutions in the following five categories based upon capitalization ratios: (1) a
“well capitalized” institution has a Total risk-based capital ratio of at least 10%, a Tier 1 risk-based ratio of at
least 6% and a leverage ratio of at least 5%; (2) an “adequately capitalized” institution has a Total risk-based
capital ratio of at least 8%, a Tier 1 risk-based ratio of at least 4% and a leverage ratio of at least 4%; (3) an
“undercapitalized” institution has a Total risk-based capital ratio of under 8%, a Tier 1 risk-based ratio of under
4% or a leverage ratio of under 4%; (4) a “significantly undercapitalized” institution has a Total risk-based
capital ratio of under 6%, a Tier 1 risk-based ratio of under 3% or a leverage ratio of under 3%; and (5) a
“critically undercapitalized” institution has a leverage ratio of 2% or less. Institutions in any of the three
undercapitalized categories would be prohibited from declaring dividends or making capital distributions. The
FDIC regulations also establish procedures for “downgrading” an institution to a lower capital category based
on supervisory factors other than capital.

To continue to conduct its business as currently conducted, the Company and the Bank will need to
maintain capital well above the minimum levels. As of December 31, 2008 and 2007, the most recent
notifications from the FDIC categorized the Bank as “well capitalized” under current regulations.

Internal Control Reporting

The 1991 Act also imposes substantial auditing and reporting requirements and increases the role of
independent accountants and outside directors of banks.

Commercial Real Estate

In December, 2006 the federal banking agencies, including the FDIC, issued a final guidance on
concentrations in commercial real estate lending, noting that increases in banks’ commercial real estate
concentrations could create safety and soundness concerns in the event of a significant economic downturn.
The guidance mandates certain minimal risk management practices and categorizes banks with defined levels of
such concentrations as banks that may warrant elevated examiner scrutiny. The regulatory guideline of
residential construction and Acquisition and Development loans as a percentage of capital is a maximum of
100%. The Bank’s ratio decreased from 177% at December 31, 2007 to 124% at December 31, 2008. The
regulatory guideline for all real estate loans, except owner-occupied property as a percentage of capital is a
maximum of 300%. The Bank’s ratio decreased from 237% at December 31, 2007 to 172% at December 31,
2008. Although management believes that our credit processes and procedures meet the risk management
standards dictated by this guidance, regulatory authorities could effectively limit increases in the real estate
concentrations in the Bank’s loan portfolios and require additional credit administration and management costs
associated with the portfolios.
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Loans

Inter-agency guidelines adopted by federal bank regulators mandate that financial institutions establish
real estate lending policies with maximum allowable real estate loan-to-value limits, subject to an allowable
amount of non-conforming loans as a percentage of capital. The Bank adopted the federal guidelines in 2001.

Transactions with Affiliates

Under federal law, all transactions between and among a state nonmember bank and its affiliates, which
include holding companies, are subject to Sections 23A and 23B of the Federal Reserve Act and Regulation W
promulgated thereunder. Generally, these requirements limit these transactions to a percentage of the bank’s
capital and require all of them to be on terms at least as favorable to the bank as transactions with non-affiliates.
In addition, a bank may not lend to any affiliate engaged in non-banking activities not permissible for a bank
holding company or acquire shares of any affiliate that is not a subsidiary. The FDIC is authorized to impose
additional restrictions on transactions with affiliates if necessary to protect the safety and soundness of a bank.
The regulations also set forth various reporting requirements relating to transactions with affiliates.

Financial Privacy

In accordance with the GLB Act, federal banking regulators adopted rules that limit the ability of banks
and other financial institutions to disclose non-public information about consumers to nonaffiliated third parties.
These limitations require disclosure of privacy policies to consumers and, in some circumstances, allow
consumers to prevent disclosure of certain person information to a nonaffiliated third party. The privacy
provisions of the GLB Act affect how consumer information is transmitted through diversified financial
companies and conveyed to outside vendors.

Anti-Money Laundering Initiatives and the USA Patriot Act

A major focus of governmental policy on financial institutions in recent years has been aimed at
combating terrorist financing. This has generally been accomplished by amending existing anti-money
- laundering laws and regulations. The USA Patriot Act of 2001 (the “USA Patriot Act”) has imposed significant
new compliance and due diligence obligations, creating new crimes and penalties. The United States Treasury
Department has issued a number of implementing regulations that apply to various requirements of the USA
Patriot Act to us and the Bank. These regulations impose obligations on financial institutions to maintain
appropriate policies, procedures and controls to detect, prevent and report money laundering and terrorist
financing and to verify the identity of their customers. Failure of a financial institution to maintain and
implement adequate programs to combat tetrrorist financing, or to comply with all of the relevant laws or
regulations, could have serious legal and reputational consequences for the institution.

Future Legislation

Various legislation affecting financial institutions and the financial industry is from time to time
introduced in Congress. Such legislation may change banking statutes and the operating environment of
Fidelity and its subsidiaries in substantial and unpredictable ways, and could increase or decrease the cost of
doing business, limit or expand permissible activities or affect the competitive balance depending upon whether
any of this potential legislation will be enacted, and if enacted, the effect that it or any implementing
regulations, would have on the financial condition or results of operations of Fidelity or any of its subsidiaries.
With the recent enactments of EESA and ARRA, the nature and extent of future legislative and regulatory
changes affecting financial institutions is very unpredictable at this time.
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Competition

The banking business is highly competitive. The Bank competes for traditional bank business with
numerous other commercial banks and thrift institutions in Fulton, DeKalb, Cobb, Clayton, Gwinnett,
Rockdale, Coweta and Barrow Counties, Georgia, the Bank’s primary market area other than for residential
construction and development loans, SBA loans, residential mortgages, and indirect automobile loans. The
Bank also competes for loans with insurance companies, regulated small loan companies, credit unions, and
certain governmental agencies. The Bank competes with independent brokerage and investment companies, as
well as state and national banks and their affiliates and other financial companies. Many of the companies with
whom the Bank competes have greater financial resources.

The indirect automobile financing and mortgage banking industries are also highly competitive. In the
indirect automobile financing industry, the Bank competes with specialty consumer finance companies,
including automobile manufacturers’ captive finance companies, in addition to other financial institutions. The
residential mortgage banking business competes with independent mortgage banking companies, state and
national banks and their subsidiaries, as well as thrift institutions and insurance companies.

Employees and Executive Officers

As of December 31, 2008, we had 366 full-time equivalent employees. We are not a party to any
collective bargaining agreement. We believe that our employee relations are good. We afford our employees a
variety of competitive benefit programs including a retirement plan and group health, life and other insurance
programs. We also support training and educational programs designed to ensure that employees have the types
and levels of skills needed to perform at their best in their current positions and to help them prepare for
positions of increased responsibility. -

Executive Officers of the Registrant

The Company’s executive officers, their ages, their positions with the Company at March 6, 2009, and
the period during which they have served as executive officers, are as follows:

Name Age Since Position

James B. Miller, Jr. 68 1979 Principal Executive Officer, Chairman of the Board and
Chief Executive Officer of Fidelity since 1979; President
of Fidelity from 1979 to April 2006; Chairman of Fidelity
Bank since 1998; President of Fidelity Bank from 1977 to
1997, and from December 2003 through September 2004
and Chief Executive Officer of Fidelity Bank from 1977
to 1997 and from December 2003 until present. A
director of Fidelity Bank since 1976. Chairman of
LionMark Insurance Company, a wholly-owned
subsidiary, since November 2004. A director of Interface,
Inc., a carpet and fabric manufacturing company, since
2000, and of American Software, Inc., a software
development company, since 2002.

H. Palmer Proctor, Jr. 41 1996 President of Fidelity since April 2006; Senior Vice
' President of Fidelity from January 2006 through April

2006; Vice President of Fidelity from 1996 through
January 2006; Director and President of Fidelity Bank
since October 2004 and Senior Vice President of Fidelity
Bank from 1996 through September 2004. Director and
Secretary/Treasurer of LionMark Insurance Company, a
wholly-owned subsidiary, since November 2004.
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Stephen H. Brolly 46 2008 Principal Financial and Accounting Officer of Fidelity
and Chief Financial Officer of Fidelity and Fidelity Bank
since August 2008; Treasurer of Fidelity and Fidelity
Bank from May 2006 through August 2008. Chief
Financial Officer of LionMark Insurance Company, a
wholly-owned subsidiary, since August 2008. Senior
Vice President, Chief Accounting Officer and Controller
of Sun Bancorp, Inc. in Vineland, New Jersey from 1999
to 2006. '

David Buchanan 51 1995 Vice President of Fidelity since 1999; Executive Vice
: President of Fidelity Bank since October 2004; and Senior
Vice President of Fidelity Bank from 1995 through
September 2004. President of LionMark Insurance
Company, a wholly-owned subsidiary, since November
2004.

Available Information

We file annual, quarterly, and current reports, proxy statements, and other documents with the Securities
and Exchange Commission (the “SEC”) under the Securities Exchange Act. The public may read and copy any
materials that we file with the SEC at the SEC’s Public Reference Room at 450 Fifth Street, NW, Washington,
DC 20549. The public may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-800-SEC-0330. Also, the SEC maintains an Internet web site that contains reports, proxy and
information statements, and other information regarding issuers, including Fidelity, that file electronically with
the SEC. The public can obtain any documents that we file with the SEC at http://www.sec.gov.

We also make available free of charge on or through our Internet web site (http://www.lionbank.com)
our Annual Report to Shareholders, our Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q,
our current reports on Form 8-K and if applicable, amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the SEC.

Item 1A. Risk Factors

The following risk factors and other information included in this Annual Report on Form 10-K should
be carefully considered. The risks and uncertainties described below are not the only ones we face. Additional
risks and uncertainties not presently known to us or that we currently deem immaterial also may adversely
impact our business operations. If any of the following risks occur, our business, financial condition, operating
results, and cash flows could be materially adversely affected.

Risks Related to our Business

A significant portion of the Bank’s loan portfolio is secured by real estate loans in the Atlanta, Georgia,
metropolitan area and in eastern and northern Florida markets, and a continued downturn in real estate
market values in those areas may adversely affect our business.

Currently, our lending and other businesses are concentrated in the Atlanta, Georgia, metropolitan area
and eastern and northern Florida. As of December 31, 2008, real estate mortgage, construction and commercial
real estate loans, accounted for 41.3% of our total loan portfolio. Therefore, conditions in these markets will
strongly affect the level of our nonperforming loans and our results of operations and financial condition. Real
estate values and the demand for commercial and residential mortgages and construction loans are affected by,
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among other things, changes in general and local economic conditions, changes in governmental regulation,
monetary and fiscal policies, interest rates and weather. The residential real estate markets in Atlanta and
Jacksonville continue to experience a slowdown in sales and continued pricing declines. Continued declines in
our real estate markets could adversely affect the demand for new real estate loans, and the value and liquidity
of the collateral securing our existing loans. Adverse changes in our markets could also reduce our growth rate,
impair our ability to collect loans, and generally affect our financial condition and results of operations.

The earnings of financial services companies are significantly affected by general business and economic
conditions.

Our operations and profitability are impacted by general business and economic conditions in the United
States and abroad. These conditions include recession, short-term and long-term interest rates, inflation, money
supply, political issues, legislative and regulatory changes, fluctuations in both debt and equity capital markets,
broad trends in industry and finance, and the strength of the U.S. economy and the local economies in which we
operate, all of which are beyond our control. A deterioration in economic conditions could result in an increase
in loan delinquencies and non-performing assets, decreases in loan collateral values and a decrease in demand
for our products and services, among other things, any of which could have a material adverse impact on our
financial condition and results of operations. '

Our business may be adversely affected by conditions in the financial markets and economic conditions
generally and there can be no assurance that recent efforts to address difficult market and economic
conditions will be effective. :

Since mid-2007, and particularly during the second half of 2008, the financial markets and economic
conditions generally were materially and adversely affected by significant declines in the values of nearly all
asset classes and by a serious lack of liquidity. This was initially triggered by declines in home pri¢es and the
values of subprime mortgages, but spread to all commercial and residential mortgages as property prices
declined rapidly and to nearly all asset classes. The effect of the market and economic downturn also spread to
other areas of the credit markets and in the availability of liquidity. The magnitude of these declines led to a
crisis of confidence in the financial sector as a result of concerns about the capital base and viability of certain
financial institutions. During this period, interbank lending and commercial paper borrowing fell sharply,
precipitating a credit freeze for both institutional and individual borrowers. Unemployment has also increased
significantly. ‘

The recently enacted Emergency Economic Stabilization Act of 2008 and American Recovery and
Reinvestment Act of 2009 were signed into law in response to the financial crisis affecting the banking system,
financial markets and economic conditions generally. Pursuant to the EESA, the Treasury has the authority
under the Troubled Asset Relief Program to purchase up to $700 billion of mortgages, mortgage-backed
securities and certain other financial instruments from financial institutions for the purpose of stabilizing and
providing liquidity to the U.S. financial markets. The Treasury announced the Capital Purchase Program under
TARP pursuant to which it has purchased and will continue to purchase senior preferred stock in participating
financial institutions. This includes a wide variety of programs intended to stimulate the economy and provide
for extensive infrastructure, energy, health, and education needs. In addition, ARRA imposes certain new
executive compensation and corporate expenditure limits on all current and future TARP recipients until the
institution has repaid the Treasury, which is now permitted under ARRA without penalty and without the need
to raise new capital, subject to the Treasury’s consultation with the recipient’s appropriate regulatory agency.

The EESA followed, and has been followed by, numerous actions by the U.S. Congress, Federal
Reserve Board, the Treasury, the FDIC, the SEC and others to address the current crisis, including most
recently the ARRA. These measures include homeowner relief that encourage loan restructuring and
modification; the establishment of significant liquidity and credit facilities for financial institutions and
investment banks; the lowering of the federal funds rate; emergency action against short selling practices; a
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temporary guaranty program for money market funds; the establishment of a commercial paper funding facility
to provide back-stop liquidity to commercial paper issuers; and coordinated international efforts to address
illiquidity and other weaknesses in the banking sector. There can be no assurance, however, as to the actual
impact that EESA, including TARP and the Program, the ARRA and the other initiatives describe above will
have on the banking system and financial markets or on us. The failure of these programs to help stabilize the
banking system and financial markets and a continuation or worsening of current economic conditions could
materially and adversely affect our business, financial condition, results of operations, access to credit or the
trading price of our common stock.

Liquidity is essential to our businesses and we rely on external sources to finance a significant portion of
our operations.

Liquidity is essential to our businesses. Our liquidity could be substantially affected in a negative
fashion by an inability to raise funding in the long-term or short-term debt capital markets or the equity capital
markets or an inability to access the secured lending markets. Factors that we cannot control, such as disruption
of the financial markets or negative views about the financial services industry generally, could impair our-
ability to raise funding. In addition, our ability to raise funding could be impaired if lenders develop a negative
perception of our long-term or short-term financial prospects. Such negative perceptions could be developed if
we suffer a decline in the level of our business activity or regulatory authorities take significant action against
us, among other reasons. If we are unable to raise funding using the methods described above, we would likely
need to finance or liquidate unencumbered assets to meet maturing liabilities. We may be unable to sell some
of our assets, or we may have to sell assets at a discount from market value, either of which could adversely
affect our results of operations and financial condition.

Future dividend payments and common stock repurchases are restricted by the terms of the Treasury s
equity investment in us. :

Under the terms of the Program, until the earlier of the third anniversary of the date of issuance of the
Preferred Shares and the date on which the Preferred Shares have been redeemed in whole or the Treasury has
transferred all of the Preferred Shares to third parties, we are prohibited from increasing dividends on our
common stock from the last quarterly cash dividend per share ($0.01) declared on the common stock prior to -
December 19, 2008, as adjusted for subsequent stock dividends and other similar actions, and from making
certain repurchases of equity securities, including our common stock, without the Treasury’s consent. -
Furthermore, as long as the Preferred Shares are outstanding, dividend payments and repurchases or
redemptions relating to certain equity securities, including our common stock, are prohibited until all accrued
and unpaid dividends are paid on such preferred stock, subject to certain limited exceptions.

The limitations on executive compensation imposed through our participation in the Capital Purchase
Program may restrict our abtlzty to attract, retain and motivate key employees, which could adversely affect
our operations. ,

As part of our participation in the Program, we agreed to be bound by certain executive compensation
restrictions, including limitations on severance payments and the clawback of any bonus and incentive
compensation that were based on materially inaccurate financial statements or any other materially inaccurate
performance metric criteria. Subsequent to the issuance of the preferred stock, the ARRA was enacted, which
provides more stringent limitations on severance pay and the payment of bonuses. To the extent that any of
these compensation restrictions do not permit us to provide a comprehensive compensation package to our key
employees that is competitive in our market area, we may have difficulty in attracting, retaining and motivating
our key employees, which could have an adverse effect on our results of operations.
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The terms governing the issuance of the preferred stock to the Treasury may be changed, the effect of
which may have an adverse effect on our operations.

The terms of the Letter Agreement in which we entered into with the Treasury provides that the
Treasury may unilaterally amend any provision of the Letter Agreement to the extent required to comply with
any changes in applicable federal law that may occur in the future. We have no assurances that changes in the
terms of the transaction will not occur in the future. Such changes may place restrictions on our business or
results of operation, which may adversely affect the market price of our common stock.

Fluctuations in interest rates could reduce our profitability and affect the value of our assets.

Like other financial institutions, our earnings and cash flows are subject to interest rate risk. Our
primary source of income is net interest income, which is the difference between interest earned on loans and
investments and the interest paid on deposits and borrowings. We expect that we will periodically experience
imbalances in the interest rate sensitivities of our assets and liabilities and the relationships of various interest
rates to each other. Over any defined period of time, our interest-earning assets may be more sensitive to
changes in market interest rates than our interest-bearing liabilities, or vice versa. In addition, the individual
market interest rates underlying our loan and deposit products (e.g., prime versus competitive market deposit
rates) may not change to the same degree over a given time period. In any event, if market interest rates should
move contrary to our position, our earnings may be negatively affected. Also, the volume of nonperforming
assets will negatively impact average yields if and as it increases. In addition, loan volume and quality and
deposit volume and mix can be affected by market interest rates. Changes in levels of market interest rates,
including the current declining rate environment, could materially adversely affect our net interest spread, asset
quality, origination volume and overall profitability.

In September 2007, the Federal Reserve began lowering the targeted Federal funds rate, reducing the
rate to 4.25% by the end of 2007. In 2008, as the economic crisis deepened, the Federal Reserve continued to
lower interest rates to a historic low of .25% by December of 2008. While these short-term market interest rates
(which we use as a guide to price our deposits) decreased, the yield on our earning assets decreased more
quickly which in combination with heavy competition for deposit accounts had a negative impact on our interest
rate spread and net interest margin during 2008. If short-term interest rates continue to decline, and if rates on
many of our deposits and borrowings continue to reprice downward slower than the rates on many of our loans,
we would experience further compression of our interest rate spread and net interest margin, which would have
a negative impact on our profitability. Income could also be adversely affected if the interest rates paid on
deposits and other borrowings increase quicker than the interest rates received on loans and other investments
during periods of rising interest rates.

We principally manage interest rate risk by managing our volume and the mix of our earning assets and
funding liabilities. In a changing interest rate environment, we may not be able to manage this risk effectively.
If we are unable to manage interest rate risk effectively, our business, financial condition, and results of
operations could be materially harmed.

Changes in the level of interest rates also may negatively affect our ability to originate construction,
commercial and residential real estate loans, the value of our assets, and our ability to realize gains from the sale
of our assets, all of which ultimately affect our earnings.

Construction and land development loans are subject to unique risks that could adversely affect earnings.

Our construction and land development loan portfolio was $253 million at December 31, 2008,
comprising 17.5% of total loans. Construction and land development loans are often riskier than home equity
loans or residential mortgage loans to individuals. During general economic slowdowns, like the one we are
currently experiencing, these loans represent higher risk due to slower sales and reduced cash flow that could
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impact the borrowers’ ability to repay on a timely basis. In addition, regulations and regulatory policies
affecting banks and financial services companies undergo continuous change and we cannot predict when
changes will occur or the ultimate effect of any changes. Since the latter part of 2006, there has been continued
regulatory focus on construction, development and commercial real estate lending. Changes in the federal
policies applicable to construction, development or commercial real estate loans make us subject to substantial
limitations with respect to making such loans, increase the costs of making such loans, and require us to have a
- greater amount of capital to support this kind of lending, all of which could have a material adverse effect on
our profitability or financial condition.

The allowance for loan losses may be insufficient.

The Bank maintains an allowance for loan losses, which is established and maintained through
provisions charged to operations. Such provisions are based on management’s evaluation of the loan portfolio,
including loan portfolio concentrations, current economic conditions, the economic outlook, past loan loss
experience, adequacy of underlying collateral, and such other factors which, in management’s judgment,
deserve consideration in estimating loan losses. Loans are charged off when, in the opinion of management,
such loans are deemed to be uncollectible. Subsequent recoveries are added to the allowance.

The determination of the appropriate level of the allowance for loan losses inherently involves a high
degree of subjectivity and requires management to make significant estimates of current credit risks and trends,
all of which may undergo material changes. Changes in economic conditions affecting borrowers, new
information regarding existing loans, identification of additional problem loans and other factors may require an
increase in the allowance for loan losses. In addition, bank regulatory agencies periodically review the Bank’s
allowance for loan losses and may require an increase in the provision for loan losses or the recognition of
further loan charge-offs, based on judgments different than those of management. In addition, if charge-offs in
future periods exceed the estimated charge-offs utilized in determining the sufficiency of the allowance for loan
losses, we will need additional provisions to increase the allowance. Any increases in the allowance for loan
losses will result in a decrease in net income and, possibly, regulatory capital, and may have a material adverse
effect on our financial condition and results of operations. See “Allowance for Loan Losses” in Item 7 —
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ located elsewhere
in this report for further discussion related to our process for determining the appropriate level of the allowance
for loan losses. :

We operate in a highly competitive industry and market area.

We face substantial competition in all areas of our operations from a variety of different competitors,
many of which are larger and have more financial resources. Such competitors primarily include national,
regional, and community banks within the markets in which we operate. Additionally, various out-of-state
banks continue to enter the market area in which we currently operate. We also face competition from many
other types of financial institutions, including, without limitation, savings and loans, credit unions, finance
companies, brokerage firms, insurance companies, and other financial intermediaries. Many of our competitors
have fewer regulatory constraints and may have lower cost structures. Additionally, due to their size, many
competitors may be able to achieve economies of scale and, as a result, may offer a broader range of products
and services, as well as better pricing for those products and services. A weakening in our competitive position,
could adversely affect our growth and profitability, which, in turn, could have a material adverse effect on our
financial condition and results of operations.

Our profitability depends significantly on economic conditions in the Atlanta metropolitan area.

Our success depends primarily on the general economic conditions of the Atlanta metropolitan area and
the specific local markets in which we operate. Unlike larger national or regional banks that are more
geographically diversified, the Bank provides banking and financial services to customers primarily in the
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Atlanta metropolitan areas including Fulton, Dekalb, Cobb, Clayton, Gwinnett, Rockdale, Coweta and Barrow
Counties. The local economic conditions in these areas have a significant impact on the demand for our
products and services as well as the ability of our customers to repay loans, the value of the collateral securing
loans and the stability of our deposit funding sources. A significant decline in general economic conditions,
caused by a significant economic slowdown, recession, inflation, acts of terrorism, outbreak of hostilities, or
other international or domestic occurrences, unemployment, changes in securities markets, or other factors
could impact these local economic conditions and, in turn, have a material adverse effect on our financial
condition and results of operations.

The Bank may be unable to maintain and service relationships with automobile dealers and the Bank is
subject to their willingness and ability to provide high quality indirect automobile loans.

The Bank’s indirect automobile lending operation depends in large part upon the ability to maintain and
service relationships with automobile dealers, the strength of new and used automobile sales, the loan rate and
other incentives offered by other purchasers of indirect automobile loans or by the automobile manufacturers
and their captive finance companies, and the continuing ability of the consumer to qualify for and make
payments on high quality automobile loans. There can be no assurance the Bank will be successful in
maintaining such dealer relationships or increasing the number of dealers with which the Bank does business, or
that the existing dealer base will continue to generate a volume of finance contracts comparable to the volume
historically generated by such dealers, which could have a material adverse effect on our financial condition and
results of operations.

Financial services companies depend on the accuracy and completeness of information about customers
and counterparties.

In deciding whether to extend credit or enter into other transactions, we may rely on information
furnished by or on behalf of customers and counterparties, including financial statements, credit reports, and
other financial information. We may also rely on representations of those customers, counterparties or other
third parties, such as independent auditors, as to the accuracy and completeness of that information. Reliance
on inaccurate or misleading financial statements, credit reports or other financial information could have a
material adverse impact on our business and, in turn, our financial condition and results of operations.

We are subject to extensive governmental regulation.

We are subject to extensive supervision and regulation by Federal and state governmental agencies,
including the FRB, the GDBF and the FDIC. Current and future legislation, regulations, and government policy
could adversely affect the Company and the financial institution industry as a whole, including the cost of doing
business. Although the impact of such legislation, regulations, and policies cannot be predicted, future changes
may alter the structure of, and competitive relationships among, financial institutions and the cost of doing
business, which could have a material adverse effect on our financial condition and results of operations.

Our growth may require us to raise additional capital in the future, but that capital may not be available
when it is needed.

We are required by Federal regulatory authorities to maintain adequate levels of capital to support our
operations. We anticipate our capital resources will satisfy our capital requirements for the foreseeable future.
We may at some point, however, need to raise additional capital to support our growth. If we raise capital
through the issuance of additional shares of our common stock or other securities, it would dilute the ownership
interest of our current shareholders and may dilute the per share book value of our common stock. New
investors may also have rights, preferences and privileges senior to our current shareholders, which may
adversely impact our current shareholders.
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Our ability to raise additional capital, if needed, will depend on conditions in the capital markets at that
time, which are outside our control, and on our financial performance. Accordingly, we cannot assure that we
will have the ability to raise additional capital, if needed, on terms acceptable to us. If we cannot raise
additional capital when needed, our ability to further expand our operations through internal growth or
acquisitions could be materially impaired, which could have a material adverse effect on our financial condition
and results of operations.

The building of market share through our branching strategy could cause our expenses to increase faster
than revenues. : :

We intend to continue to build market share in the greater Atlanta metropolitan area through our
branching strategy. While we have no commitments to branch during 2009, there are branch locations under
consideration and others may become available. There are considerable costs involved in opening branches and
new branches generally require a period of time to generate sufficient revenues to offset their costs, especially
in areas in which we do not have an established presence. '

Accordingly, any new branch can be expected to negatively impact our earnings for some period of time
until the branch reaches certain economies of scale. Our expenses could be further increased if we encounter
delays in the opening of new branches. Finally, we have no assurance that new branches will be successful,
even after they have been established. '

Our controls and procedures may fail or be circumvented.

Management regularly reviews and updates our internal controls, disclosure controls and procedures,
and corporate governance policies and procedures. Any system of controls, however well designed and
operated, is based in part on certain assumptions and can provide only reasonable, not absolute, assurances that
the objectives of the system are met. Any fajlure or circumvention of our controls and procedures or failure to
comply with regulations related to controls and procedures could have a material adverse effect on our business,
results of operations, and financial condition.

We may not be able to attract and retain skilled people.

Our success depends, in large part, on our ability to attract and retain key people. Competition for the
best people in most activities that we engage in can be intense and we may not be able to hire people or to retain
them. The unexpected loss of services of one or more of our key personnel could have a material adverse
impact on our business because of their skills, knowledge of our market, years of industry experience, and the
difficulty of promptly finding qualified replacement personnel. :

Our information systems may experience an interruption or breach in security.

We rely heavily on communications and information systems to conduct our business. Any failure,
interruption or breach in security of these systems could result in failures or disruptions in our customer
relationship management, general ledger, deposit, loan, and other systems. While we have policies and
procedures designed to prevent or limit the effect of the failure, interruption or security breach of our
information systems, there can be no assurance that any such failures, interruptions or security breaches will not
occur ot, if they do occur, that they will be adequately addressed. The occurrence of any failures, interruptions
or security breaches of our information systems could damage our reputation, result in a loss of customer
business, subject us to additional regulatory scrutiny, or expose us to civil litigation and possible financial
liability, any of which could have a material adverse effect on our financial condition and results of operations.

20



We are subject to claims and litigation.

From time to time, customers and others make claims and take legal action pertaining to the Company’s
performance of our responsibilities. Whether customer claims and legal action related to the Company’s
performance of our responsibilities are founded or unfounded, or if such claims and legal actions are not
resolved in a manner favorable to the Company, they may result in significant financial liability and/or
adversely affect the market perception of the Company and our products and services, as well as impact
customer demand for those products and services. Any financial liability or reputation damage could have a
material adverse effect on our business, which, in turn, could have a material adverse effect on our financial
condition and results of operations.

Risks Related to our Common Stock
Our stock price can be volatile.

Stock price volatility may make it more difficult for shareholders to resell common stock when they
want and at prices they find attractive. Our stock price can fluctuate significantly in response to a variety of
factors including, among other things:

news reports relating to trends, concerns and other issues in the financial services industry;
actual or anticipated variations in quarterly results of operations;

recommendations by securities analysts;

operating and stock price performance of other companies that investors deem comparable to us;
perceptions in the marketplace regarding the Company and/or our competitors;

significant acquisitions or business combinations, strategic partnerships, joint ventures or capital
commitments by or involving the Company or our competitors; '
changes in government laws and regulation; and

geopolitical conditions such as acts or threats of terrorism or military conflicts.

General market fluctuations, industry factors, and general economic and political conditions and events,
such as economic slowdowns or recessions, interest rate changes or credit loss trends, could also cause our
stock price to decrease, regardless of operating results.

Our common stock trading volume is less than that of other larger financial services companies.

~ Although our common stock is listed for trading on the NASDAQ Global Select Market, the trading
volume in our common stock is less than that of larger financial services companies. A public trading market
having the desired characteristics of depth, liquidity, and orderliness depends on the presence in the marketplace
of willing buyers and sellers of our common stock at any given time. This presence depends on the individual
decisions of investors and general economic and market conditions over which we have no control. Given the
lower trading volume of our common stock, significant sales of our common stock, or the expectation of these
sales, could cause our stock price to fall.

The exercise of the Warrant by the Treasury would dilute existing shareholders’ ownership interest and
may make it more difficult for us to take certain actions that may be in the best interest of shareholders.

In addition to the issuance of the Preferred Shares, we also granted the treasury the Warrant to purchase
2,266,458 shares of common stock at a price of $3.19 per share. If the Treasury exercises the entire Warrant, it
would result in a significant dilution to the ownership interest of our existing shareholders and dilute the
earnings per share value of our common stock. Further, if the Treasury exercises the entire Warrant, it will
become the second largest shareholder of Fidelity. The Treasury has agreed that it will not exercise voting
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power with regard to the shares that it acquires by exercising the Warrant. However, Treasury’s abstention
from voting may make it more difficult for us to obtain shareholder approval for those matters that require a
majority of total shares outstanding, such as a business combination involving Fidelity.

Item 1B. Unresolved Staff Comments
None
Item 2. Properties

Our principal executive offices consist of 19,175 square feet of leased space in Atlanta, Georgia. Our
support operations are principally conducted from 65,897 square feet of leased space located at 3 Corporate
Square, Atlanta, Georgia. The Bank has 23 branch offices located in Fulton, Dekalb, Cobb, Clayton, Gwinnett,
Rockdale, Coweta and Barrow Counties, Georgia, and a branch in J acksonville, Duval County, Florida, of
which 14 are owned and 10 are leased. The Company leases a SBA loan production office in Covington,
Georgia, and an off-site storage space in Atlanta, Georgia. In 2009, the Company added a mortgage origination
office in Alpharetta, Georgia. ;

Item 3. Legal Proceedings

We are a party to claims and lawsuits arising in the course of normal business activities. Although the
ultimate outcome of all claims and lawsuits outstanding as of December 3 1, 2008, cannot be ascertained at this

~ L,

time, it is the opinion of management that these matters, when resolved, will not have a material adverse effect
on our results of operations or financial condition.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2008.
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PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our market information and number of shareholders of record is incorporated by reference to the
information that is contained under the caption “Market Price — Common Stock” included in our Annual Report
to.Shareholders, for year ended December 31, 2008, a copy of which is filed as Exhibit 13 to this Form 10-K.

Dividends

The Company declared approximately $1.8 million, $3.4 million, and $3.0 million in cash dividends on
common stock in 2008, 2007, and 2006, respectively. In addition, the Company declared a stock dividend of
one share for every 200 shares owned in the fourth quarter of 2008. Management cannot assure that this trend
will continue. Future dividends will require a quarterly review of current and projected earnings for the
remainder of 2009 in relation to capital requirements prior to the determination of the dividend. The foliowing
schedule summarizes per share common stock dividends declared for the last three years:

Dividend
2008 2007 2006
First QUATTET .....ccovevrrececeereerereererenenenenenians $.09 $.09 $.08
Second Quarter........cocceevvevimeiiniiiiiniiinirennn, .09 .09 .08
Third QUarter......c.cccovevvcenevcenniiniiireneeeean 01 .09 .08
Fourth Quarter................... etreeeereiereeeeeeeaaaens — .09 .08
FOrthe Year .....coovveeivcieeeeseeeeeeeneeveennes $.19 $.36 $.32

In December 2008, Fidelity Bank signed a memorandum of understanding with the GDBF and the
FDIC. The MOU, which relates primarily to the Bank’s asset quality and loan loss reserves, requires that the
Bank submit plans and report to the GDBF and the FDIC regarding its loan portfolio and profit plans, among
other matters. The MOU also requires that the Bank maintain its Tier 1 Leverage Capital ratio at not less than
8% and an overall well-capitalized position as defined in applicable FDIC rules and regulations during the life
of the MOU. Additionally, the MOU requires that, prior to declaring or paying any cash dividends to the
Company, the Bank must obtain the prior consent of the GDBF and the FDIC.

In addition, pursuant to the terms of the Letter Agreement entered into with the Treasury under the
Capital Purchase Program, the ability of Fidelity to declare or pay dividends or distributions its common stock
is subject to restrictions, including a restriction against increasing dividends from the last quarterly cash
dividend per share ($0.01) declared on the common stock prior to December 19, 2008, as adjusted for
subsequent stock dividends and other similar actions. In addition, as long as the Preferred Shares are
outstanding, dividend payments are prohibited until all accrued and unpaid dividends are paid on such preferred
stock, subject to certain limited exceptions. This restriction will terminate on the third anniversary of the date
of issuance of the Preferred Shares or, if earlier, the date on which the Preferred Shares have been redeemed in
whole or the Treasury has transferred all of the Preferred Shares to third parties.

See Note 12 to the consolidated financial statements in Item 8 for a further discussion of the restrictions
on our ability to pay dividends.

Share Repurchases

Fidelity did not repurchase any securities during the fourth quarter of 2008.
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Sale of Unregistered Securities

On December 19, 2008, as part of the Capital Purchase Program, Fidelity entered into the Letter
Agreement with the Treasury, pursuant to which Fidelity agreed to issue and sell, and the Treasury agreed to
purchase (1) 48,200 shares of Fidelity’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A, having a
liquidation preference of $1,000 per share, and (2) a ten-year Warrant to purchase up to 2,266,458 shares of the
Company’s common stock, at an exercise price of $3.19 per share, for an aggregate purchase price of $48.2
million in cash. The Preferred Shares qualify as Tier I capital under risk-based capital guidelines and will pay
cumulative dividends at a rate of 5% per annum for the first five years and 9% per annum thereafter. The
Preferred Shares are non-voting except for class voting rights on matters that would adversely affect the rights
of the holders of the Preferred Shares.

Other than the recent sale of Preferred Shares, Fidelity has not sold any unregistered securities in the
past three years.

Securities Authorized for Issuance Under Equity Compensation Plans
The following table presents information as of December 31, 2008, with respect to shares of common
stock of Fidelity that may be issued under equity compensation plans. The equity compensation plans of

Fidelity consist of the Stock Option Plans and the 401(k) tax qualified savings plan.

Number of Securities Remaining

Number of Securities Available for Future Issuance
to be Issued upon Weighted Average Under Equity Compensation
Exercise of Exercise Price of Plans (Excluding Securities
Plan Category ' Outstanding Options  Outstanding Options Reflected in Column A)
Equity Compensation Plans
Approved by Shareholders™... 517,074 ‘ $8.89 323,166
Equity Compensation Plans
Not Approved by
Shareholders®.................conn.. N/A N/A N/A
Total..cooniiieieeiecrccee 517,074 $8.89 323,166

(1) 1997 Stock Option Plan and 2006 Equity Incentive Plan
(2) Excludes shares issued under the 401(k) Plan.

Shareholder Return Performance Graph

The following graph compares the percentage change in the cumulative five-year shareholder return on
Fidelity’s Common Stock (traded on the NASDAQ National Market under the symbol “LION”) with the
cumulative total return on the NASDAQ Composite Index, and the SNL NASDAQ Bank Index.

The graph assumes that the value invested in the Common Stock of Fidelity and in each of the two
indices was $100 on December 31, 2003, and all dividends were reinvested.
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Index 2003 2004 2005 2006 2007 2008
Fidelity Southern Corporation.... $100.00  $145.46 $139.28 $147.37 § 75.58 $ 30.13
NASDAQ Composite................. 100.00 108.59 = 110.08 120.56 132.39 78.72
SNL NASDAQ Bank Index ....... 100.00 114.61 111.12 124.75 97.94 71.13

Item 6. Selected Financial Data
The following table contains selected consolidated financial data. This information should be read in

conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and the consolidated financial statements and notes included in this report.
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SELECTED FINANCIAL DATA
Years Ended December 31,

(1) Adjusted for stock dividends

26

2008 2007 2006 2005 2004
(Dollars in thousands except per share data) .

INLErESt INCOMIE ...vvveerrreereerreieresesesrersererterteresseseseeseesreseas $ 104,054 $ 113,462 $ 97,804 $ 74,016 $ 59,609
INterest EXPense .......ceceevereriveereraenas 57,636 66,682 54,275 34,684 23,961
Net interest income 46,418 46,780 43,529 39,332 35,648
Provision for 10an 10SS€S.......cccvvivveeriiiniiceceieeeeeveseeenes 36,550 8,500 3,600 2,900 4,800
Noninterest income, including securities gains................ 17,636 17,911 15,699 14,339 14,641
Securities gains, net 1,306 2 - 32 384
NONINEEIESt EXPENSC..vrrrrerrerreereirererrirrerierasrasiesessissereersenes 48,839 47,203 40,568 35,001 34,070
Net (10SS) INCOME..c.c.verieeiiirirareeereeer et (12,236) 6,634 10,374 10,326 7,632
Dividends declared — common ..........cocoveeenvenrvrceveeeenne. 1,783 3,357 2,964 2,567 1,799
Per Share Data:
Net (loss) income:

Basic (1088) €armings™.........oouovveeeverserererreresrsereenenes $  (130) $ 70 $ 1.1 $ .11 $ .84

Diluted (loss) earnings™®.... (1.30) 70 1.11 1.11 .83
Book value® 9.15 10.56 10.09 9.30 8.56
Dividends declared 19 .36 32 28 20
Dividend payout Tatio .........cccererrmeeereeernunrererereierenserrenes -% 50.61% 28.57% 24.86% 23.56%
Profitability Ratios:
REtUIN ON AVETAE ASSELS..vuvrerrerrireerenerriserensrsesesseesnaesenns (70)% 41% 70% 79% .66%
Return on average shareholders’ equity... (12.43) 6.84 11.67 12.59 10.29
Net interest Margin .........ccoceeeeeerecerreiesererersreeeesereeesnnns 2.84 3.04 3.10 3.17 3.22
Efficiency ratio......cccoeovrecninciinireeeneeie e eeennens 76.25 72.97 68.49 65.21 67.75
Asset Quality Ratios:
Net charge-offs to average loans 1.36 % A45% 19% 23% 29%
Allowance to period-end 10ans ........cooceceerveeernrerrvrerrennan 243 1.19 1.07 1.17 1.29
Nonperforming assets to total loans, OREO and repos.... 7.89 1.65 40 25 .29
Allowance to nonperforming loans, OREO and repos..... 29 x Tlx 2.52x 4.50x 5.53x
Liquidity Ratios:
Total loans to total depoSits .....cevereveeereveiriversivrnneinrcninns 100.01 % 103.30% 100.18% 100.51% 97.93%
Loans to total deposits.....ccueveviererecerivernrenens 96.14 98.77 95.98 97.79 94.57
Average total loans to average earning assets 89.81 90.34 88.36 86.58 82.85
Capital Ratios:
LEVEIAgE c..cvvviiireriiiiiiiiiiicnicrccseiereesiesressesseneeeennes 10.04 % 7.93% 8.07% 8.64% 8.74%
Risk-based capital

THET 1ottt ea bt 11.10 8.43 8.54 9.60 9.88

Total cooeieeeeceee 13.67 11.54 10.37 11.97 11.91
Average equity to average assets 5.66 5.93 5.99 6.29 6.38
Balance Sheet Data (At End of Period):
ASSCES oottt et s $1,763,113 $1,686,484 $1,649,179 $1,405,703 $1,223,717
Earming aSSetS ......cceverririvrrierrenecreeeereereereeeeneereesseeesnnas 1,635,722 1,597,855 1,562,736 1,342,335 1,170,535
Total 10ANS ...l 1,443,862 1,452,013 1,389,024 1,129,777 995,289
Total deposits .... . 1,443,682 1,405,625 1,386,541 1,124,013 1,016,377
Long-term debt......... 115,027 92,527 - 83,908 94,908 70,598
Shareholders’ EqUILY .......c.coerviereierenrrerireiees e ~ 136,604 99,963 94,647 86,739 78,809
Daily Average:
ASSEES ...t reas $1,738,494 $1,635,520 $1,483,384 $1,304,090 $1,162,651

- Earning assets.... 1,649,022 1,553,602 1,415,105 1,247,480 1,114,141

Total loans......... 1,481,066 1,403,461 1,250,386 1,080,025 923,103
Total deposits .... .. 1,445,485 1,377,503 1,223,428 1,072,695 969,815
Long-term debt......coccoeveveivrererviiiveenenns 111,475 90,366 94,111 81,817 80,205
Shareholders’ €qUILY .....ccecvrrerereerereenreerioreerisresenreersseesnes 98,461 97,059 88,866 82,002 74,137



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
CONSOLIDATED FINANCIAL REVIEW

The following management discussion and analysis addresses important factors affecting the results of
operations and financial condition of FSC and its subsidiaries for the periods indicated. The consolidated
financial statements and accompanying notes should be read in conjunction with this review.

Overview

Our profitability, as with most financial institutions, is significantly dependent upon net interest income,
which is the difference between interest received on interest-earning assets, such as loans and securities, and the
interest paid on interest-bearing liabilities, principally deposits and borrowings. During a period of economic
slow down the lack of interest income from nonperforming assets and an additional provision for loan losses
can greatly reduce our profitability. Results of operations are also affected by noninterest income, such as
service charges on deposit accounts and fees on other services, income from indirect automobile and SBA
lending activities, mortgage banking, brokerage activities, and bank owned life insurance; as well as noninterest
expenses such as salaries and employee benefits, occupancy, furniture and equipment, professional and other
services, and other expenses, including income taxes.

Economic conditions, competition, and the monetary and fiscal policies of the Federal government
significantly affect financial institutions. Poor performance of subprime loans initiated the credit crisis that
began in the summer of 2007, followed by substantial declines in residential home sales and prices, the slowing
of the national economy and by a serious lack of liquidity. By the end of 2007, the credit turmoil mlgrated to
consumer lending, as demonstrated by the increase in credit card delinquencies and automobile repossessions in
all reglons of the U.S., including our southeast markets. In 2008, the financial crisis worsened and led to a
crisis of confidence in the financial sector as a result of concerns about the capital base and viability of certain
financial institutions and the Treasury had to step in with capital infusions for many financial institutions.
During this period, interbank lending and commercial paper borrowing fell sharply, precipitating a credit freeze
for both institutional and individual borrowers. The national unemployment rate increased to 7.2% in
December 2008 from 4.9% in December 2007. In 2008, short-term interest rates decreased as the Federal
Reserve continued to lower rates in response to the national credit and liquidity crisis.

The credit and liquidity crisis had a major impact on the Atlanta and Florida economies, particularly in
the residential construction and development markets. Many builders and building related businesses have
suffered financially due to the decreasing home prices, lack of demand for houses and the over supply of houses
and residential lots. Additionally, this crisis has affected the consumer as demonstrated by the increased
delinquencies and foreclosures throughout 2008. These are the primary reasons that, when compared to 2007,
our net charge-offs increased 215% to $19.4 million during 2008 and our provision for loan losses increased
330% to $36.6 million. Our allowance for loan losses as a percentage of loans outstanding increased to 2.43%
at December 31, 2008, from 1.19% at the end of 2007.

Since our inception in 1974, we have pursued managed profitable growth through internal expansion
built on providing quality financial services. During 2008, our loan growth slowed compared to prior years due
in part to the slowing economy and also to management’s decision to reduce the Company’s exposure in the
real estate construction market. The loan portfolio is well diversified among consumer, business, and real
estate.

Net loss for 2008 was $12.2 million compared to net income of $6.6 million in 2007. Net loss per basic

and diluted share was $1.30 for 2008 compared to net income of $.70 in 2007. Key factors impacting our
financial condition and results of operations for 2008 are summarized below:
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e The provision for loan losses for 2008 was $36.6 million compared to $8.5 million in 2007. Net
charge-offs for 2008 were 1.36% of average loans outstanding compared to .45% for 2007. The
allowance for loan losses was 2.43% of outstanding loans and provided a coverage ratio of 29.2 % of
nonperforming loans.

e The net interest margin declined 20 basis points in 2008 to 2.84% from 3.04% in 2007, resulting
from a 94 basis point decrease in the cost of funds which lagged the 100 basis point decrease in the
yield on earning assets. While both the cost of funds and the yield on earning assets were negatively
affected by the decrease in market interest rates, the yield on earning assets was also negatively
affected by the increase in nonperforming loans which decreases loan interest income.

e Total assets increased $76.6 million or 4.5% to $1.763 billion at the end of 2008 compared to $1.686
billion at year end 2007. This increase was primarily due to the 206.3% increase in cash and cash
equivalents as a result of proceeds from the issuance of preferred stock, higher investment securities,

- and higher Other Real Estate, partially offset by an increase in the allowance for loan losses.

The Bank’s franchise spans eight Counties in the metropolitan Atlanta market and has one branch office
in Jacksonville, Florida. Our lending activities and the total of our nonperforming assets are significantly
influenced by the local economic environments in Atlanta and Jacksonville. Our net interest margin is affected

by prevailing interest rates, nonperforming assets and competition among financial institutions for loans and
deposits. Atlanta’s and Jacksonville’s economies continue to be negatively impacted by the weak real estate
market. Management expects the economy to continue to deteriorate through 2009 pressuring earnings for the
year. On the other hand, market turmoil and disruptions will provide opportunities to attract new customer
relationships, and talented and experienced bankers. We plan to pursue these opportunities on a selective basis.

Our overall focus is on building shareholder value. Our mission is “to continue growth, improve
earnings and increase shareholder value; to treat customers, employees, community and shareholders according
to the Golden Rule; and to operate within a culture of strong internal controls.” The strong focus in 2009 will
be on credlt quahty, expense controls, conservation of cap1ta1 and modest quallty loan growth.

Critical Accounting Policies

Our accounting and reporting policies are in'accordance with U.S. generally accepted accounting
principles and conform to general practices within the financial services industry. Our financial position and
results of operations are affected by management’s application of accounting policies, including estimates,
assumptions, and judgments made to arrive at the carrying value of assets and liabilities and amounts reported
for revenues, expenses, and related disclosures. Different assumptions in the application of these policies, or
conditions significantly different from certain assumptions, could result in material changes in our consolidated
financial position or consolidated results of operations. Our accounting policies are fundamental to
understanding our consolidated financial position and consolidated results of operations. Our significant
accounting policies are discussed in detail in Note 1 in the “Notes to Consolidated Financial Statements.”
Significant accounting policies have been periodically discussed and reviewed with and approved by the Audit
Committee of the Board of Directors and the Board of Directors.

The following is a summary of our more critical significant accounting policies that are hlghly
dependent on estimates, assumptions, and judgments.

Allowance for Loan Losses
The allowance for loan losses is established and maintained through provisions charged to operations.
Such provisions are based on management’s evaluation of the loan portfolio, including loan portfolio

concentrations, current economic conditions, the economic outlook, past loan loss experience, adequacy of
underlying collateral, and such other factors which, in management’s judgment, deserve consideration in

28



estimating loan losses. Loans are charged off when, in the opinion of management, such loans are deemed to be
uncollectible. Subsequent recoveries are added to the allowance.

A formal review of the allowance for loan losses is prepared at least monthly to assess the probable
credit risk inherent in the loan portfolio, including concentrations, and to determine the adequacy of the
allowance for loan losses. For purposes of the monthly management review, the loan portfolio is separated by
loan type and each loan type is treated as a homogeneous pool. In accordance with the Interagency Policy
Statement on the Allowance for Loan and Lease Losses, the level of allowance required for each loan type is
determined based upon historical charge-off experience and current economic trends. In addition to the
homogenous pools of loans, every commercial, commercial real estate, SBA, and construction loan is assigned
a risk rating using established credit policy guidelines. All nonperforming commercial, commercial real estate,
SBA, and construction loans and loans deemed to have greater than normal risk characteristics are reviewed
monthly by Credit Review to determine the level of additional allowance for loan losses, if any, required to be
specifically assigned to these loans.

Capitalized Servicing Assets and Liabilities

The majority of our indirect automobile loan pools and certain SBA loans are sold with servicing
retained. When the contractually specific servicing fees on loans sold servicing retained exceed the estimated
costs to service those loans, a capitalized servicing asset is recognized. When the estimated costs to service
loans exceed the contractually specific servicing fees on loans sold servicing retained, a capitalized servicing
liability is recognized. Servicing assets and servicing liabilities are amortized over the expected lives of the
serviced loans utilizing the interest method. Management makes certain estimates and assumptions related to
costs to service varying types of loans and pools of loans, the projected lives of loans and pools of loans sold
servicing retained, and discount factors used in calculating the present values of servicing fees projected to be
received.

No less frequently than quarterly, management reviews the status of all loans and pools of loans sold
with related capitalized servicing assets to determine if there is any impairment to those assets due to such
factors as earlier than estimated repayments or significant prepayments. Any impairment identified in these
assets will result in reductions in their carrying values and a corresponding increase in operating expenses.

Loan Related Revenue Recognition

Loans are reported at principal amounts outstanding net of deferred fees and costs. Interest income and
ancillary fees from loans are a primary source of revenue. Interest income is recognized in a manner that results
in‘a level yield on principal amounts outstanding. Rate related loan fee income, loan origination, and
commitment fees, and certain direct origination costs are deferred and amortized as an adjustment of the yield
over the contractual lives of the related loans, taking into consideration assumed prepayments. The accrual of
interest is discontinued when, in management’s judgment, it is determined that the collectibility of interest or
principal is doubtful. ' :

For commercial, SBA, construction, and real estate loans, the accrual of interest is discontinued and the
~ loan categorized as nonaccrual when, in management’s opinion, due to deterioration in the financial position or
operations of the borrower, the full repayment of principal and interest is not expected, or principal or interest
has been in default for a period of 90 days or more, unless the obligation is both well secured and in the process
of collection. Commercial, SBA, construction, and real estate secured loans may be returned to accrual status
when management expects to collect all principal and interest and the loan has been brought current. Interest
received on well collateralized nonaccrual loans is recognized on the cash basis. If the commercial, SBA,
construction or real estate secured loan is not well collateralized, payments are applied to reduce principal.
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Consumer loans are placed on nonaccrual upon becoming 90 days past due or sooner if, in the opinion
of management, the full repayment of principal and interest is not expected. On consumer loans, any payment
received on a loan on which the accrual of interest has been suspended is applied to reduce principal.

When a loan is placed on nonaccrual, interest accrued during the current accounting period is reversed
and interest accrued in prior periods, if significant, is charged off and adjustments to principal are made if the
collateral related to the loan is deficient.

Income Taxes

We file a consolidated Federal income tax return, as well as tax returns in several states. Income taxes
are accounted for in accordance with SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109”).
Under the liability method of SFAS No. 109, deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are recovered or settled.
Deferred tax assets are reviewed annually to assess the probability of realization of benefits in future periods or
whether valuation allowances are appropriate. Under SFAS No. 109, the effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. The
calculation of the income tax provision is complex and requires the use of judgments and estimates in its
determination. ' \

Results of Operations
2008 Compared to 2007
Net Income

Our net loss for the year ended December 31, 2008, was $12.2 million or $1.30 basic and fully diluted
loss per share. Net income for the year ended December 31, 2007, was $6.6 million or $.70 basic and fully
diluted earnings per share. The $18.9 million decrease in net income in 2008 compared to 2007 was primarily
due to a $28.1 million increase in the provision for loan losses as a result of increased charge-offs and
nonperforming assets. : :

Net interest income decreased during 2008 compared to 2007 as the average balance of interest-earning
assets increased $95.4 million, resulting in an increase in interest income, more than offset by a 20 basis point
decline in the net interest margin. Noninterest income decreased by $275,000 or 1.5% to $17.6 million in 2008
compared to- 2007, primarily due to a decrease in revenues from SBA lending activities of $1.2 million, and a
decrease in other income of $375,000, offset in part by a $1.3 million gain from the mandatory redemption of
29,267 shares of Visa, Inc. upon Visa’s initial public offering. Noninterest expense increased $1.6 million or
3.5% in 2008 compared to 2007 primarily due to increases in ORE expenses of $3.2 million.and FDIC
insurance expense of $818,000 compared to 2007 partially offset by reductions in Visa litigation accruals of
$1.0 million, fraud losses, placement fees, and various other expenses. :

Net Interest Income/Margin

Taxable-equivalent net interest income was $46.9 million in 2008 compared to $47.3 million in 2007, a
decrease of $378,000 or .8%. Average interest-earning assets in 2008 increased $95.4 million to $1.649 billion,
a 6.1% increase when compared to 2007. Average interest-bearing liabilities increased $104.0 million to
$1.497 billion, a 7.5% increase. The net interest rate margin decreased by 20 basis points to 2.84% in 2008
when compared to 2007.
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Tax-equivalent interest income decreased $9.4 million or 8.3% to $104.5 million during 2008 compared
with 2007 as a result of a 100 basis point decrease in the yield on interest-earning assets somewhat offset by the
net growth of $95.4 million or 6.1% in average interest-earning assets. The average balance of loans
outstanding in 2008 increased $77.6 million or 5.5% to $1.481 billion when compared to 2008. The yield on
average loans outstanding decreased 105 basis points to 6.52% when compared to 2007, in large part due to
decreasing yields on the consumer loan portfolio, consisting primarily of indirect automobile loans as well as
significant increases in nonperforming loans. The average balance of investment securities increased $9.2
million as principal payments on mortgage backed securities were more than offset by investment purchases
during the year. Average Federal funds sold increased $7.1 million or 146.3% to $12.0 million and interest-
bearing deposits increased $1.5 million or 131.9% to $2.6 million due to management’s decision to maintain
higher levels of liquidity in light of the continuing credit and liquidity crisis.

Interest expense in 2008 decreased $9.0 million or 13.6% to $57.6 million as a result of a $104.0 million
or 7.5% growth in average interest-bearing liability balances, more than offset by a 94 basis point decrease in
the cost of interest-bearing liabilities due to decreasing prevailing interest rates as the Federal Reserve
aggressively lowered interest rates during 2008. Average total interest-bearing deposits increased $70.1 million
or 5.6% to $1.317 billion during 2008 compared to 2007, while average borrowings increased $33.9 million or
23.1% to $180.8 million. The increase in average total interest-bearing deposits was primarily due to an
increase of $86.2 million in average time deposits as customers sought higher yields as overall interest rates fell.

The cost of funds for subordinated debt decreased from 9.08% for 2007 to 7.83% in 2008 primarily as a
result of the full year effect of the addition of $20.0 million in trust preferred securities which have a five year
fixed rate of 6.62% then convert to a floating rate at 140 basis points over three-month LIBOR. 1In addition,
Fidelity Southern Statutory Trust I and II have floating rate indexes which decreased from 8.30% and 7. 58%,
respectively at December 31, 2007 to 4.57% and 3.76% at December 31, 2008.
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Average Balances, Interest and Yields

For the Years Ended December 31,

2008 2007 2006
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate Balance Expense Rate
(Dollars in thousands)
ASSETS ’
Interest-Earning Assets:
Loans, net of unearned income(l)(z)
Taxable ....oueurrerrercccerrieieeecemrerereee s $1,472,573 $ 96,009 6.52% $1,390,625 $105,222 7.57%  $1,239,437 $88,884 7.17%
Tax-exempt") 8,493 581 697 12,837 1,052 820 10,949 871 7.95
Total 10aNS....ccceeeveeecverenenieenrecccrrnnne 1,481,066 96,590 6.52 1,403,462 106,274 7.57 1,250,386 89,755 7.18
Investment securities
Taxable......cccorreeeencecccneneermnenee 139,391 6,867 4.93 137,370 6,964 5.07 155,955 7,893 5.03
Tax-exempt ..o 13,975 833 596 6,782 390 575 - - -
Total Investment securities.. 153,366 7,700 5.05 144,152 7,354 5.12 155,955 7,893 5.03
Interest-bearing deposits....... 2,630 36 1.38 1,134 58 5.08 1,484 74 5.00
Federal funds sold ........ccceuenen. 11,960 179 1.49 4855 243 5.01 7,280 360 4,94
Total interest-earning assets .............. 1,649,022 104,505 6.34 1,553,603 113,929 7.34 1,415,105 98,082 6.93
Noninterest-Earning Assets: .
Cash and due from banks ..........cceecereereneene 22,239 23,383 22,411
Allowance for loan losses . . (22,610) (14,644) (13,133)
Premises and equipment.................. 19,537 18,875 15,516
Other real estate owned.........ccoevvveevevnens 12,624 2,918 80
Other assets 57,682 51,385 43,405
Total assets $1,738,494 $1,635,520 $1,483,384
LIABILITIES AND SHAREHOLDERS’ EQUITY
Interest-Bearing Liabilities:
Demand deposits ......occevreemesencriicisisisinenens $ 271,429 6,226 2.29 $ 293,336 10,243 3.49 $ 234,871 6,561 2.79
Savings deposits ......c.cocreveerrercervecreeenennnnis 209,301 6,043 2.89 203,529 8,881 - 4.36 177,505 7,328 4,13
Time deposits. 836,049 36,453 4.36 749,803 38,778 517 683,074 - 31,462 4.61
Total interest-bearing deposits. 1,316,779 48,722 3.70 1,246,668 57,902 4.64 1,095,450 45,351 4.14
Federal funds purchased 9,001 265 2.94 10,310 548 531 12,171 637 5.23
Securities sold under agreements to
FEPUICHASE. .cvvvervrerereeenrenssesnssesrsensenes 34,924 921 2.64 21,674 657 3.03 28,954 928 3.21
Other short-term borrowings...........e.coceveee 25,393 879 3.46 24,516 1,111 4,54 25,337 1,058 4.17
Subordinated debt........coccvrereecrcrerecneccannn 67,527 5,284 7.83 54,478 4,945 9.08 46,908 4,378 9.33
Long-term debt 43,948 1,565 3.56 35,888 1,519 423 47,203 1,923 4.07
Total interest-bearing liabilities 1,497,572 57,636 3.85 1,393,534 66,682 4.79 1,256,023 54,275 432
Noninterest-Bearing Liabilities and
Shareholders’ Equity:
Demand deposits ........coeververurerernsencrcererenes 128,706 130,835 127,978
Other liabilities 13,755 14,092 10,517
Shareholders’ equity.....ooeeeerercorerseeenerceren 98,461 97,059 88,866
Total liabilities and shareholders’
equity. $1,738,494 $1,635,520 $1,483,384
Net interest income/spread $46,869  2.49 $ 47,247 2.55 $43,807 2.61
Net interest rate margin ............ 2.84 3.04 3.10

(1) Fee income relating to loans is included in interest income.

(2) Nonaccrual loans are included in average balances and income on such loans, if recognized, is recognized on a cash basis.

(3) Interest income includes the effects of taxable-equivalent adjustments of $192,000, $350,000, and $278,000, for 2008, 2007, and 2006, respectively, using a

combined tax rate of 35%.

(4) Interest income includes the effects of taxable-equivalent adjustments of $259,000 and $147,000 for 2008 and 2007, respectively, using a combined tax rate of

35%.
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Rate/Volume Analysis

2008 Compared to 2007 2007 Compared to 2006
Variance Attributed to® Variance Attributed to'”
Net Net

Volume Rate Change  Volume Rate Change
(Dollars in thousands)

Net Loans:
TAXADIE ..vveveeveeieieieeie ettt © 85961 $(15,174)  $(9,213) $11,241 $5,097  $16,338
Tax-eXeMPt? .....ooovorveerrerieer e ssees s sensens (327) (145) @72) 153 28 181
Investment Securities:
Taxable ...ccceeveriiieiiececc 102 (199) 97 987) 58 (929)
Tax eXeMPtP ... 428 15 443 416 4420
Federal funds sold........cccoocivrniiiinnniniincne, 191 (255) (64) (122) 5 (117)
Interest-bearing deposits ........cocvvcrvvercceriiniiinne, 40 (62) 22 an 1 (16)
Total interest-earning assets ........c.coveevrceercrnenns $6,395 $(15,820) $(9,425) $10,684 $5,193 . $15,877
Interest-Bearing Deposits:
DEMAN.....coveveerereeerereeertesreenieneteseneesesesseesaessnsesanes $(719) $ (3,299) $(4,018) § 1,832 $1,850 $ 3,682
SAVIIEZS...eeeereeeeieneeireete st ens e eveseesesissa e 245 (3,083) (2,838) 1,121 432 1,553
TN ottt 4,158 (6,482) (2,324) - 3,255 4,061 7,316
Total interest-bearing deposits .......c..c.cecvrreveucne. 3,684 (12,864) (9,180) 6,208 6,343 12,551
Federal funds purchased ...........cc.cooeeiveerrvneunenienins (63) (221) (284) 99) 10 (89)
Securities sold under agreements to repurchase...... 359 94) 265 222y - @49 @71
Other short-term borrowings.........cooeeveveeneiiecnns ‘ 40 272) (232) (€x)) 90 53
Subordinated debt .........ccccerirevencnnnnien, 1,082 (743) 339 689 (122) 567
Long-term debt ..o 309 (263) 46 (478) 74 (404)
Total interest-bearing liabilities.........c.ceceverennnnce $5411 $(14,457)  $(9,046) $ 6,061 - $6,346 $12,407

(1) The change in interest due to both rate and volume has been allocated to the components in proportion to the relationship of the dollar
amounts of the change in each.
(2) Reflects fully taxable equivalent adjustments using a combined tax rate of 35%.

Provision for Loan Losses

Management’s policy is to maintain the allowance for loan losses at a level sufficient to absorb probable
losses inherent in the loan portfolio. The allowance is increased by the provision for loan losses and decreased
by charge-offs, net of recoveries.

The provision for loan losses was $36.6 million in 2008, $8.5 million in 2007 and $3.6 million in 2006.
Net charge-offs were $19.4 million in 2008 compared to $6.2 million in 2007 and $2.3 million in 2006. The
increase in the provision in 2008 compared to 2007 was primarily due to charge-offs and charge-downs on
residential construction and indirect automobile loans due to deteriorating credit quality. Although we do not
have a direct exposure to the subprime market, residential construction and development credit issues first
surfacing with the subprime mortgage problems migrated to consumer loans, including our indirect automobile
loan portfolio, during the second half of 2007 and continued in 2008. The metropolitan Atlanta construction
market in general and new home sales in particular continued their decline in 2008.

The allowance for loan losses as a percentage of loans outstanding at the end of 2008, 2007, and 2006
was 2.43%, 1.19% and 1.07%, respectively. The allowance for loan losses as a percentage of loans has
increased in 2008 in response to the housing downturn, the worsening economy and its negative impact on
consumer loans, resulting in declining credit quality and increased charge-offs. Adversely classified assets to
total assets increased from 2.83% at the end of 2007 to 9.98% at the end of 2008.
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For additional information on asset quality, refer to the discussions regarding loans, credit quality,
nonperforming assets, and the allowance for loan losses.

Analysis of the Allowance for Loan Losses

December 31,
2008 2007 2006 2005 2004
(Dollars in thousands)
Balance at beginning of year........c...ccoeeereveeeirererenneens $16,557 - $14,213 $12,912 $12,443 $10,189
Charge-offs:
Commercial, financial and agncultural ................... 99 200 1 385 384
SBA .ottt sss e sae e seessenesresrenees 220 - 67 - -
Real estate-construction ..........ceeeeerevevervevesivrerinrnnnss 9,083 1,934 - - -
Real estate-mortgage .........ooveveervererreneneerneienencnnes 332 82 5 160 454
Consumer installment.............cocceevieevenrnreccieenenee. 10,841 5,301 3,616 2,890 2,770
Total charge-offs.........coccrvicrniiiiiniiiicicncns 20,575 7,517 3,689 3,435 3,608
Recoveries: ’
Commercial, financial and agricultural ................... 5 257 505 284 456
SBA cooreieseetsretes sttt 215 - 145 - -
Real estate-construction ..........oocverereensereesereenenee 43 190 - - -
Real estate-mortgage .........coeevereceerecernnininnniinencacnn 14 78 7 41 66
Consumer installment..........ccocecevverevienenrnerenrennene. 882 . 836 733 679 540
TOtal TECOVETIES...ouverrirerrerirerrerieenereeearsrereseens 1,159 1,361 1,390 1,004 1,062
Net charge-offs ........coeeveeerrsninesiinesenreeveeseesiennns 19,416 6,156 2,299 2,431 2,546
Provision for 10an 10SSES .........covuvmveerrreerreeiveerneivnninsenes 36,550 8,500 3,600 2,900 4,800
Balance at end of Year...........ccoeieveeervieeiniereseeenenas $33,691 $16,557 $14,213 $12,912 $12,443
Allowance for loan losses as a percentage of loans ..... 2.43% 1.19% 1.07% 1.17% 1.29%
Ratio of net charge-offs during period to average loans '
OULSEANAING, NEL....covivverrerierierrerrererverearsaoressonsasnrnes 1.36 45 19 23 29

Consumer installment loan net charge-offs of $10.0 million increased 123.0% over charge-offs of $4.5
million in 2007. The majority of consumer installment loan charge-offs were related to indirect automobile
loan repossessions and liquidations.

Real estate construction loan net charge-offs were $9.0 million in 2008 compared to $1.7 million in
2007. These charge-offs were related to residential construction builders and were attributed to the slow down
in housing construction and sales. We will continue to closely monitor the activity and trends in the residential
housing construction portfolio as well as the rest of the loan portfolio.

Noninterest Income

Noninterest income for 2008 was $17.6 million compared to $17.9 million in 2007, a 1.5% decrease.
This decrease was primarily due to a decrease in revenues from SBA lending, and other operating income
somewhat offset by a $1.3 million gain from the mandatory redemption of 29,267 shares of Visa, Inc.

Income from SBA lending activities which includes gains from the sale of SBA loans and ancillary fees
on loans sold with servicing retained, totaled $1.3 million for 2008, compared to $2.4 million for 2007. The
decrease was due to lower sales in 2008 as a result of the continuing volatility in credit markets, particularly
with respect to SBA 504 loans. Loans sold decreased from $40.0 million in 2007 to $18.2 million which
included no SBA 504 loan sales in 2008. Based on management’s analysis, it is more advantageous to hold
these high yielding loans until the market recovers to a more normal level. Our intent is to sell the SBA loans

classified as held-for-sale when the market returns to more normal levels. Sales volume is anticipated to be flat
in 2009.
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Other operating income decreased $375,000 to $1.5 million in 2008 compared to 2007 because of lower
retail brokerage fee income, and lower insurance sales commissions somewhat offset by higher gains on sale of
other real estate. Brokerage fee income decreased because of both the slowing economy and a restructuring of
the Bank’s brokerage division. Insurance commissions decreased due to lower production. Gains on sale of
ORE increased because of the increased volume of foreclosed properties and the related sales.

Income from indirect lending activities for 2008, which includes both net gains from the sales of indirect
automobile loans and servicing and ancillary loan fees on loans sold, decreased $222,000 or 4.1% to $5.2
million compared to $5.4 million for 2007. The decrease was due primarily to a decrease in loan sales in 2008
compared to 2007. There were sales of $99.3 million of indirect automobile loans in 2008 with $75.3 million
sold servicing retained, compared to sales of $176.3 million in 2007 with $157.3 million sold servicing retained.
Income from indirect automobile lending activities is an important source of our noninterest income and is
heavily driven by investor purchases at favorable volume and pricing, movements in interest rates, competitive
pricing, and current loan production, which varies with significant changes in automobile sales and
manufacturers’ marketing packages in our markets.

Noninterest Expense

Noninterest expense during 2008 increased $1.6 million or 3.5% to $48.8 million when compared to
2007, due primarily to increases in other operating expenses as the Bank experienced write-downs and other
expenses related to the increase in ORE as well as higher FDIC insurance premiums. Somewhat offsetting
these increases were decreases in expenses related to our proportional share of Visa litigation indemnification
obligations because of our Visa membership, and decreases in other discretionary expenses.

Other operating expenses increased $1.7 million or 24.5% to $8.8 million in 2008 when compared to
2007. The increase was primarily related to increased expenses related to the increase in ORE in 2008
compared to 2007. ORE write-downs and related expenses increased to $3.3 million in 2008 compared to
$105,000 in 2007. The average ORE balance increased to $12.6 million in 2008 compared to $2.9 million in
2007.. FDIC insurance premiums increased $818,000 in 2008 compared to 2007 as a result of higher premiums
in 2008 compared to 2007 due to the expiration of a one time assessment credit. Appraisal fees increased
$230,000 in 2008 compared to 2007 due to the management’s efforts to value impaired assets in a period of
significant declines in real estate values. Partially offsetting these increases was a $1.0 million reduction in
expense related to the Bank’s proportional share of Visa litigation expenses under our indemnification
obligation as a Visa member bank. In addition, there were decreases in placement fees, due to fewer new hires,
fraud losses, dealer track application expense due to fewer indirect loan originations, travel related expenses,
and other various expenses.

Provision for Income Taxes

The provision for income taxes (benefit) expense for 2008 and 2007 was $(9.1) million and $2.4
million, respectively, with effective tax rates of (42.7)% and 26.2%, respectively. The income tax benefit
recorded in 2008 was primarily the result of a pretax loss as well as the recognition of state income tax credits
earned during the year. The full benefit of the current year loss has been recognized due to the availability of
sufficient income in the previous two years allowing the carryback of these losses for both Federal and state
purposes.
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2007 Compared to 2006
Net Income

Our net income for-the year ended December 31, 2007, was $6.6 million or $.70 basic and fully diluted
earnings per share. Net income for the year ended December 31, 2006, was $10.4 million or $1.11 basic and
fully diluted earnings per share.

The $3.7 million decrease in net income in 2007 compared to 2006 was primarily due to a $4.9 million
increase in the provision for loan losses as a result on increased charge-offs and nonperforming assets and a
$6.6 million increase in noninterest expense, offset in part by a $3.3 million increase in net interest income and
a $2.2 million increase in noninterest income. Net interest income increased during 2007 compated to 2006 as
the growth in volume exceeded the impact of a decline in the net interest margin and resulted in greater net
interest income. Noninterest income increased by $2.2 million or 14.1% to $17.9 million in 2007 compared to
2006, primarily due to an increase in revenues from indirect lending activities of $1.3 million, an increase in
revenues from service charges on deposit accounts of $600,000, in part as a result of growth in the numbers of
accounts serviced, as well as an increase in SBA lending activities of $300,000. Noninterest expense increased
$6.6 million or 16.36% in 2007 compared to 2006 primarily due to increases in salaries and employee benefits
and other operating expenses. '

Net Interest Income/Margin

Taxable-equivalent net interest income was $47.3 million in 2007 compared to $43.8 million in 2006, an
increase of $3.5 million or 7.9%. Average interest-earning assets increased in 2007 to $1,554 million, a 9.8%
increase when compared to 2006. Average interest-bearing liabilities increased to $1,394 million, a 10.9%
increase. The net interest rate margin decreased by six basis points to 3.04% in 2007 when compared to 2006.

Tax-equivalent interest income increased $15.9 million or 16.2% to $114.0 million during 2007
compared with 2006 as a result of the net growth of $138.5 million or 9.8% in average interest-earning assets
and a 41 basis point increase in the yield on interest-earning assets. The average balance of loans outstanding in
2007 increased $153.1 million or 12.2% to $1,403 million when compared to 2006. The yield on average loans
outstanding increased 39 basis points to 7.57% when compared to 2006, in large part due to increasing yields on
the consumer loan portfolio, consisting primarily of indirect automobile loans. Offsetting this growth was an
$11.8 million decrease in average investment securities balances, as principal payments on mortgage backed
securities were utilized in part to fund higher yielding loan growth. '

Interest expense in 2007 increased $12.4 million or 22.9% to $66.7 million as a result of a $137.5
million or 11.0% growth in average interest-bearing liability balances, coupled with a 47 basis point increase in
the cost of interest-bearing liabilities due to increasing prevailing interest rates and aggressive competition for
funds from other financial institutions as the Bank grew deposits to fund our loan growth. Average total
interest-bearing deposits increased $151.2 million or 13.8% to $1,247 million during 2007 compared to 2006,
while average borrowings increased $13.7 million or 9.3% to $146.9 million.

The cost of funds for subordinated debt decreased from 9.33% for 2006 to 9.08% in 2007 primarily as a
result of the addition of $20 million in trust preferred securities which have a five year fixed rate of 6.62% then.
convert to a floating rate at 140 basis points over three-month LIBOR.

Noninterest Income

Noninterest income for 2007 was $17.9 million compared to $15.7 million in 2006, a 14.1% increase.
This increase was primarily due to an increase in revenues from indirect lending, an increase in revenues from
service charges on deposit accounts and increased revenue from SBA lending activities, as described below.
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Income from indirect lending activities for 2007 increased $1.3 million or 30.3% to $5.4 million
compared to $4.1 million for 2006. The increase was due primarily to increased ancillary loan servicing fees on
both portfolio loans and on loans sold servicing retained and increased gains resulting from loan sales. In 2007,
indirect automobile loan production was $565.8 million and increased $49.8 million or 9.65% when compared
to 2006. There were sales of $176 million of indirect automobile loans in 2007 with $156 million sold servicing
retained, compared to sales of $123 million in 2006.

Service charges on deposit accounts increased $583,000 or 13.9% and other fees and charges increased
$230,000 or 14.0%, primarily due to the growing number of transaction accounts resulting from the transaction
account acquisition program initiated in early 2006 and continuing through 2007 to attract lower-costing
deposits generating service charges and fees.

Income from SBA lending activities for 2007 totaled $2.4 million compared to $2.1 million for 2006,
due to the continued expansion of the SBA lending business resulting in an increased volume of gains on sales,
coupled with a growing servicing portfolio generating increased servicing and ancillary fees. Loans sold
increased from $30.6 million in 2006 to $40.0 million in 2007. :

Noninterest Expense

Noninterest expense during 2007 increased $6.6 million or 16.4% to $47.2 million when compared to -
2006, due primarily to increases in salaries and employee benefits and other operating expenses as the result of
hiring new lenders and our branch network expansion. We also experienced increases in operating expenses as
a result of increases in the volume of accounts serviced and the expensing of our proportional share of Visa
litigation indemnification obligations.

Salaries and employee benefits increased $3.5 million or 15.7% to $25.8 million in 2007 compared to
2006. The increase was primarily attributable to the addition of seasoned loan production and branch
operations staff, including SBA, indirect automobile and commercial lenders to increase lending volume, and
staff for the three new branches added in 2007. The number of full-time equivalent employees at December 31,
2007, was 406 compared to 374 full-time equivalent employees at December 31, 2006.

Other operating expenses increased $2.0 million or 39.3% to $7.0 million in 2007 when compared to
2006. The increase was primarily related to hiring costs, business development costs, and costs in numerous
expense areas due to branch network expansion, production growth, account volume growth and account
activity increases related to both loans and deposits. In addition, the Company recorded a charge of $567,000
pretax for its proportional share of a settlement of the Visa litigation with American Express, a reserve for the
lawsuit between Visa and Discover Financial Services, and the incremental liability for certain other Visa
litigation under our indemnification obligation as a Visa member bank.

Financial Condition

We manage our assets and liabilities to maximize long-term earnings opportunities while maintaining
the integrity of our financial position and the quality of earnings. To accomplish this objective, management
strives for efficient management of interest rate risk and liquidity needs. The primary objectives of interest-
sensitivity management are to minimize the effect of interest rate changes on the net interest margin and to
manage the exposure to risk while maintaining net interest income at acceptable levels. Liquidity is provided
by our attempt to carefully structure our balance sheet and through unsecured and secured lines of credit with

other financial institutions, the Federal Home Loan Bank of Atlanta (the “FHLB”), and the Federal Reserve
Bank of Atlanta (the “FRB”).
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The Asset/Liability Management Committee (“ALCO”) meets regularly to, among other things, review
our interest rate sensitivity positions and our balance sheet mix, monitor our capital position and ratios, review
our product offerings and pricing, including rates, fees and charges, monitor our funding needs and sources, and
assess our current and projected liquidity.

Market Risk

Our primary market risk exposures are interest rate risk, credit risk and liquidity risk. We have little or
no risk related to trading accounts, commodities, or foreign exchange.

Interest rate risk, which encompasses price risk, is the exposure of a banking organization’s financial
condition and earnings ability to withstand adverse movements in interest rates. Accepting this risk can be an
important source of profitability and shareholder value; however, excessive levels of interest rate risk can pose a
significant threat to assets, earnings, and capital. Accordingly, effective risk management that maintains
interest rate risk at prudent levels is essential to our success.

ALCO, which includes senior management representatives, monitors and considers methods of
managing the rate and sensitivity repricing characteristics of the balance sheet components consistent with
maintaining acceptable levels of changes in portfolio values and net interest income with changes in interest
rates. The primary purposes of ALCO are to manage our interest rate risk consistent with earnings and
liquidity, to effectively invest our capital, and to preserve the value created by our core business operations.
Our exposure to interest rate risk compared to established tolerances is reviewed on at least a quarterly basis by
our Board of Directors.

Evaluating a financial institution’s exposure to changes in interest rates includes assessing both the
adequacy of the management process used to control interest rate risk and the organization’s quantitative levels
of exposure. When assessing the interest rate risk management process, we seek to ensure that appropriate
policies, procedures, management information systems, and internal controls are in place to maintain interest
rate risk at prudent levels with consistency and continuity. Evaluating the quantitative level of interest rate risk
exposure requires us to assess the existing and potential future effects of changes in interest rates on our
consolidated financial condition, including capital adequacy, earnings, liquidity, and, where appropriate, asset

quality.

Interest rate sensitivity analysis, referred to as Equity at Risk, is used to measure our interest rate risk by
computing estimated changes in earnings and in the net present value of our cash flows from assets, liabilities,
and off-balance sheet items in the event of a range of assumed changes in market interest rates. Net present
value represents the market value of portfolio equity and is equal to the market value of assets minus the market
value of liabilities, with adjustments made for off-balance sheet items. This analysis assesses the risk of loss in
market risk sensitive instruments in the event of a sudden and sustained 200 basis point increase or decrease in
market interest rates.

We utilize a statistical research firm specializing in the banking industry to provide various quarterly
analyses and special analyses, as requested, related to our current and projected financial performance,
including rate shock analyses. Data sources for this and other analyses include quarterly FDIC Call Reports and
the Federal Reserve Y-9C, management assumptions, statistical loan portfolio information, industry norms and
financial markets data. For purposes of evaluating rate shock, rate change induced sensitivity tables are used in
determining the timing and volume of repayment, prepayment, and early withdrawals.

Earnings and fair value estimates are subjective in nature and involve uncertainties and matters of
significant judgment and, therefore, cannot be determined with precision. Assumptions have been made as to
appropriate discount rates, prepayment speeds, expected cash flows, and other variables. Changes in
assumptions significantly affect the estimates and, as such, the derived earnings and fair value may not be
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indicative of the negotiable value in an actual sale or comparable to that reported by other financial institutions.
In addition, the fair value estimates are based on existing financial instruments without attempting to estimate
the value of anticipated future business. The tax ramifications related to the realization of the unrealized gains
and losses can have a significant effect on fair value estimates and have not been considered in the estimates.
Our policy states that a negative change in net present value (equity at risk) as a result of an immediate and
sustained 200 basis point increase or decrease in interest rates should not exceed the lesser of 2% of total assets
or 15% of total regulatory capital. It also states that a similar increase or decrease in interest rates should not
negatively impact net interest income or net income by more than 5% or 15%, respectively.

The following schedule reflects an analysis of our assumed market value risk and earnings risk inherent
in our interest rate sensitive instruments related to immediate and sustained interest rate variances of 200 basis
points, both above and below current levels (rate shock analysis). It also reflects the estimated effects on net
interest income and net income over a one-year period and the estimated effects on net present value of our
assets, liabilities, and off-balance sheet items as a result of an immediate and sustained increase or decrease of
200 basis points in market rates of interest as of December 31, 2008 and 2007 (dollars in thousands):

Raté Shock Analysis ~
December 31, 2008 December 31, 2007
» +200 Basis -200 Basis +200 Basis -200 Basis
Market Rates of Interest ___Points Points ' Points Points
Change in net present value .............c...c......u.. $(7,550) $15,640 $(2,783) $(329)
Change as a percent of total assets.................. (43)% - .89% (1% (.02)%
Change as a percent of regulatory equity ....... (3.54)% 7.34% (1.53)% (.18)%
Percent change in net interest income ............ (1.97)% (2.62)% (.60)% (.28)%
Percent change in net income......................... (7.68)% (10.28)% - (2.76)% (1.30)%

The rate shock analysis at December 31, 2008, indicated that the effects of an immediate and sustained
increase or decrease of 200 basis points in market rates of interest would fall within policy parameters and
approved tolerances for equity at risk, net interest income and net income. ' ’

We have historically been asset sensitive to six months, however, we have been liability sensitive from
six months to one year, largely mitigating the potential negative impact on net interest income and net income
over a full year from a sudden and sustained decrease in interest rates. Likewise, historically the potential
positive impact on net interest income and net income of a sudden and sustained increase in interest rates is
reduced over a one-year period as a result of our liability sensitivity in the six-month to one-year time frame.

As discussed above, the negative impact of an immediate and sustained 200 basis point increase in
market rates of interest on the net present value (equity at risk) was within established tolerances at December
31, 2008, though somewhat higher than that at December 31, 2007, primarily because of the reduced sensitivity
in our transactional deposits. Also, the negative impact of an immediate and sustained 200 basis point decrease
in market rates of interest on net interest income and net income was well within established tolerances but
reflected an increase in interest rate sensitivity at December 31, 2008, compared to year-end 2007. We follow
FDIC guidelines for non-maturity deposits such as interest-bearing transaction and savings accounts in the
interest rate sensitivity (gap) analysis; therefore, this analysis does not reflect the full impact of rapidly rising or
falling market rates of interest on these accounts compared to the results of the rate shock analysis presented.

Rate shock analysis provides only a limited, point in time view of interest rate sensitivity. The gap
analysis also does not reflect factors such as the magnitude (versus the timing) of future interest rate changes
and asset prepayments. The actual impact of interest rate changes upon earnings and net present value may
differ from that implied by any static rate shock or gap measurement. In addition, net interest income and net
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present value under various future interest rate scenarios are affected by multiple other factors not embodied in
a static rate shock or gap analysis, including competition, changes in the shape of the Treasury yield curve,
divergent movement among various interest rate indices, and the speed with which interest rates change.

Interest Rate Sensitivity

The major elements used to manage interest rate risk include the mix of fixed and variable rate assets
and liabilities and the maturity and repricing patterns of these assets and liabilities. It is our policy not to invest
in derivatives. We perform a quarterly review of assets and liabilities that reprice and the time bands within
which the repricing occurs. Balances generally are reported in the time band that corresponds to the
instrument’s next repricing date or contractual maturity, whichever occurs first. However, fixed rate indirect
automobile loans, mortgage backed securities, and residential mortgage loans are primarily included based on
scheduled payments with a prepayment factor incorporated. Through such analyses, we monitor and manage
our interest sensitivity gap to minimize the negative effects of changing interest rates. ‘ '

The interest rate sensitivity structure within our balance sheet at December 31, 2008, indicated a
cumulative net interest sensitivity liability gap of 7.06% when projecting out one year. In the near term, defined
as 90 days, there was a cumulative net interest sensitivity asset gap of 8.47% at December 31,2008. When
projecting forward six months, there was a net interest sensitivity asset gap of 2.25%. This information
represents a general indication of repricing characteristics over time; however, the sensitivity of certain deposit
products may vary during extreme swings in the interest rate cycle (see “Market Risk”). Since all interest rates
and yields do not adjust at the same velocity, the interest rate sensitivity gap is only a general indicator of the
potential effects of interest rate changes on net interest income. Our policy states that the cumulative gap at six
months and one year should generally not exceed 15% and 10%, respectively. Our cumulative gap at one year
is well within this guideline. The interest rate shock analysis is generally considered to be a better indicator of
interest rate risk. ‘

The following table illustrates our interest rate sensitivity gap at December 31, 2008, as well as the
cumulative position at December 31, 2008. All amounts are categorized by their actual maturity or repricing
date with the exception of non-maturity deposit accounts. As a result of prior experience during periods of rate
volatility and management’s estimate of future rate sensitivities, we allocate the non-maturity deposit accounts
noted below, based on the estimated duration of those deposits (dollars in thousands): o '

Interest Rate Sensitivity Analysis

Repricing Within
0-30 31-60 61-90 91-120 121-150 151-180 181-365 Over One
Days Days Days Days Days Days Days Year Total

Interest-Earning Assets: e o : ! o o
Investment SECUTIties ........cccvwuns $ 1,08 $ 1,047 § 1,035 $ 6,306 $ 1,012 $ 1,001 $ 15855 . $131,510 § 158,824
Loans 552,448 50,294 28,609 28,235 34,501 27,528 183,435 482,972 1,388,022
Loans held-for-sale.................... 967 15,000 - 10,000 - 10,000 19,873 - 55,840
Federal funds sold ......c.c.occocernees 23,184 - - - - - - - 23,184
Due from banks — interest- o

CAMING ....ovvreerncnrurerensesirernines 9,853 - - - - - - . = 9,853

Total interest-earning assets... 587,510 66,341 29,644 44,541 35,513 38,529 219,163 614,482 1,635,723
Interest-Bearing Liabilities:
Demand deposit accounts........... 8,318 6,932 6,239 6,100 5,961 5,823 24,954 - 74,308 138,635
Savings and NOW accounts....... 171,478 4,919 2,459 2,459 2,459 2,459 12,297 124,828 323,358
Money market accounts.............. 34,059 10,643 8,869 6,823 5,248 3,749 2,343 13,095 84,829
Time deposits >$100,000............ 20,924 20,625 48,942 23,834 6,889 14,701 134,049 47,574 317,538
Time deposits <$100,000........... 35,690 41,446 64,582 43,562 . 42,69 35,314 193,920 122,117 579,321
Long-term debt......cceueveemrerererenne - - 25,774 2,500 - - - 86,753 115,027
Short-term borrowings ............... 21,007 6,565 5,471 4,208 3,237 2,312 3,945 8,273 55,018

Total interest-bearing .

Habilities....occerrvevivniirnnens 291,476 91,130 162,336 89,486 66,484 64,358 371,508 476,948 1,613,726
Interest sensitivity gap.............. $296,034  §(24,789) $(132,692) $(44,945) _ $(30,971) _ $(25,829) _$(152,345) $137,534  $§ 21,997
Cumulative gap at 12/31/08 ....... $296,034  $271,245  §$ 138,553 $ 93,608 $62,637 $36,808  $(115,537) $ 21,997
Ratio. of cumulative gap to total )

interest-earning assets at
12/31/08 18.10% 16.58% 8.47% 5.72% 3.83% 2.25% (7.06)% - 1.34%

Ratio of interest sensitive assets
to interest sensitive liabilities at '
12/31/08 201.56% 72.80% 18.26% 49.77% 53.42% 59.87% 58.99% 128.84%
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Liquidity

Liquidity is defined as the ability to meet anticipated customer demands for funds under credit
commitments and deposit withdrawals at a reasonable cost and on a timely basis. Management measures the
liquidity position by giving consideration to both on-balance sheet and off-balance sheet sources of and
demands for funds on a daily and weekly basis.

Management seeks to maintain a stable net liquidity position while optimizing operating results, as
reflected in net interest income, the net yield on earning assets, and the cost of interest-bearing liabilities in
particular. ALCO meets regularly to review the current and projected net liquidity positions and to review
actions taken by management to achieve this liquidity objective. While the desired level of liquidity will vary
depending on a number of factors, it is the primary goal of Fidelity to maintain a sufficient level of liquidity in
both normal operating conditions and in periods of market or industry stress. Levels of total liquidity, short-
term liquidity, and short-term liquidity sources will be important in 2009 based on projected core loan growth
and projected SBA and indirect automobile loan production and sales.

Sources of liquidity include cash and cash equivalents, net of Federal requirements to maintain reserves
against deposit liabilities; investment securities eligible for sale or pledging to secure borrowings from dealers
and customers pursuant to securities sold under agreements to repurchase (“repurchase agreements”); loan
repayments; loan sales; deposits and certain interest-sensitive deposits; brokered deposits; a collateralized
contingent line of credit at the FRB Discount Window; a collateralized line of credit from the FHLB; and,
borrowings under unsecured overnight Federal funds lines available from correspondent banks. The principal
demands for liquidity are new loans, anticipated fundings under credit commitments to customers, and deposit
withdrawals. '

The Company has limited liquidity, and it relies primarily on interest and dividends from subsidiaries
equity, subordinated debt, and trust preferred securities, interest income, management fees, and dividends from
the Bank as sources of liquidity. Interest and dividends from subsidiaries ordinarily provide a source of
liquidity to a bank holding company. The Bank pays interest to Fidelity on the Bank’s subordinated debt and its
short-term investments in the Bank and cash dividends on its preferred stock and common stock. Under the
regulations of the GDBF, bank dividends may not exceed 50% of the prior year’s net earnings without approval
from the GDBF. If dividends received from the Bank were reduced or eliminated, our liquidity would be
adversely affected.

In addition to the availability of brokered deposits, as of December 31, 2008, we had the following
sources of available unused liquidity (in thousands):

December 31,

2008
Unpledged securities.................... ettt e $ 5,000
FHLB QAVANCES ....vveevivieeiiicceeeeeee e se e e e e e eerseneeseeseess e eseses 43,000
FRB lines......... ettt et re e et e 175,000
Unsecured Federal funds 1ines.........cccoveveeveeeeeeerennnnnn. e — 37,000
Additional FRB line based on eligible but unpledged collateral........ 305,000
Total sources of available unused liquidity .............cccoevvvrvevieceenenenn. $565,000

The Bank received notification on February 20, 2009 that one of its unsecured Federal funds lines was
increased by $10 million.
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Net cash flows from operating activities primarily result from net income adjusted for the following
noncash items: the provision for loan losses, depreciation, amortization, loans held-for-sale, and the lower of
cost or market adjustments, if any. Net cash flows provided by operating activities in 2008 were positively
impacted by proceeds from sales of loans of $142.6 million and negatively impacted primarily by $132.8
million in loans originated for resale, and a net loss of $12.2 million. Net cash flows used in investing activities
were negatively impacted primarily by $35.8 million in loan production volume net of repayments and $44.3
million of cash outflows for purchases of investment securities available-for-sale. In addition, the net cash
flows used in investing activities were positively impacted by net cash inflows from investment securities of
$22.4 million. Net cash flows provided by financing activities were positively impacted by increases in time
deposits of $153.3 million and the issuance of preferred stock of $48.2 million, offset in part by a decrease of
$115.3 million in transactional deposits.

Contractual Obligations and Other Commitments

The following schedule provides a summary of our financial commitments to make future payments,
primarily to fund loan and other credit obligations, long-term debt, and rental commitments primarily for the
lease of branch facilities, the operations center, the SBA lending office, and the commercial lending,
construction lending, and executive offices as of December 31, 2008. Payments for borrowings do not include
interest. Payments related to leases are based on actual payments specified in the underlying contracts. Loan
commitments, lines of credit, and letters of credit are presented at contractual amounts; however, since many of
these commitments are “revolving” commitments as discussed below and many are expected to expire unused
or partially used, the total amount of these commitments does not necessarily reflect future cash requirements.

Commitment Maturity or Payment Due by Period

Commitments More Than 1 3 Years or

or Long-term 1 Year or Year but Less More but Less 5 Years or
Borrowings Less Than 3 Years Than 5 Years More
(Dollars in thousands)
Home equity lines..........cccceene. $ 47,728 $ 2,921 $ 8,988 $ 8,827 $ 26,992
Construction..........cccveevveeerveennn, 77,473 77,473 - - -
Acquisition and development .... 2,941 2,286 655 - -
Commercial .......cocoeevevvicerernn. 55,997 51,993 2,622 969 413
SBA ..o 5,013 2,978 - - 2,035
Mortgage................ 3,534 3,534 - - —
Letters of Credit.... 8,413 8,178 235 - -
Lines of Credit...............ccco........ 1,725 478 55 — 1,192
Total financial commitments'" .. 202,824 149,841 12,555 9,796 30,632
Subordinated debt'”!................... 67,527 - - - 67,527
Long-term borrowings® ........... 47,500 - 27,500 7,500 12,500
Rental commitments™ .............. 9,705 2,550 2,504 3,163 1,488
Purchase obligations®™............... 3,131 1,676 901 554 -
Total commitments and long-

term borrowings............... $330,687 $154,067 $43,460 $21,013 $112,147

(1) Financial commitments include both secured and unsecured obligations to fund. Certain residential construction and acquisition and
development commitments relate to “revolving” commitments whereby payments are received as individual homes or parcels are sold;
therefore, the outstanding balances at any one time will be less than the total commitment. Construction loan commitments in excess of
one year have provisions to convert to term loans at the end of the construction period.

(2) Subordinated debt is comprised of five trust preferred security issuances. We have no obligations related to the trust preferred security
holders other than to remit periodic interest payments and to remit principal and interest due at maturity. Each trust preferred security
provides us the opportunity to prepay the securities at specified dates from inception, the fixed rate issues with declining premiums based
on the time outstanding or at par after designated periods for all issues.

(3) All long-term borrowings are collateralized with investment grade securities or with pledged real estate loans.

(4) Leases and other rental agreements typically have renewal options either at predetermined rates or market rates on renewal.

(5) Purchase obligations include significant contractual obligations under legally enforceable contracts with contract terms that are both fixed
and determinable with initial terms greater than one year. The majority of these amounts are primarily for services, including core
processing systems and telecommunications maintenance.
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Off-Balance Sheet Arrahgements

We are a party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of our customers, and to reduce our own exposure to fluctuations in interest rates.
These financial instruments, which include commitments to extend credit and letters of credit, involve to
varying degrees elements of credit and interest rate risk in excess of the amount recognized in the consolidated
financial statements. The contract or notional amounts of these instruments reflect the extent of 1nvolvement
we have in particular classes of financial instruments.

Our exposure to credit loss, in the event of nonperformance by customers for commitments to extend
credit and letters of credit, is represented by the contractual or notional amount of those instruments. We use
the same credit policies in making commitments and conditional obligations as we do for recorded loans. Loan
commitments and other off-balance sheet exposures are evaluated by Credit Review quarterly and reserves are
prov1ded for risk as deemed appropriate.

Commitments to extend credit are agreements to lend to customers as long as there is no violation of any
condition established in the agreement. Substantially all of our commitments to extend credit are contingent
upon customers maintaining specific credit standards at the time of loan funding. We minimize our exposure to
loss under these commitments by subjecting them to credit approval and monitoring procedures. Thus, we will
deny funding a commitment if the borrower’s financial condition deteriorates during the commitment period,
such that the customer no longer meets the pre-established conditions of lending. Commitments generally have
fixed expiration dates or other termination clauses and may require payment of a fee. We evaluate each
customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary
upon extension of credit, is based on management’s credit evaluation of the borrower. Collateral held varies,
but may include accounts receivable, inventory, property, plant and equipment, and income-producing
commercial properties.

Standby and import letters of credit are commitments issued by us to guarantee the performance of a
customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loans or lines of credit to customers. We hold collateral supporting those commitments
as deemed necessary.

Loans

During 2008, total loans outstanding, which included loans held-for-sale, decreased $8.2 million or .6%
to $1.444 billion when compared to 2007. Loan production decreased in 2008 compared to 2007 in addition to
increased charge-offs and the sale of $138.2 million in loans. The decrease in loans was the result of a $26.9
million or 3.8% decrease in consumer installment loans, consisting primarily of indirect automobile loans, to
$679.3 million because of management’s efforts to preserve regulatory capital ratios by shrinking the balance
sheet as well as reduced volume due to the ongoing economic recession. After receiving the preferred stock
capital infusion through TARP, management began to expand lending efforts. Construction loans decreased
$36.9 million or 13.1% to $245.2 million. Contributing to the decline were significant construction loan
payoffs, which more than offset loan production. Somewhat offsetting these decreases were increases in
commercial, financial and agricultural loans, including SBA loans, of $28.9 million or 24.8% to $145.4 million,
increases in real estate mortgage loans of $21.9 million or 23.3% to $115.6 million, and increases in
commercial real estate loans, including SBA loans, of $12.6 million or 6.7% to $202.5 million.

Loans held-for-sale decreased $7.8 million or 12.3% to $55.8 million primarily due to a $23.0 million or
60.5% decrease in indirect automobile loans held-for-sale, partially offset by an increase in SBA loans held-for-

sale of $15.6 million. The fluctuations in the held-for-sale balances are due to loan production levels and
demands of loan investors.
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Loans, by Category

December 31,

2008 2007 2006 2005 2004
(Dollars in thousands)
Loans:
Commercial, financial and agricultural.......... $ 137,988 $ 107,325 $ 107,992 $ 88,532 $ 79,597
Tax exempt commercial...........ccivvniinninnnn. 7,508 9,235 14,969 7,572 6,245
Real estate-mortgage-commercial................. 202,516 189,881 163,275 104,996 98,770
Total commercial.......c.cccoverveeeinieecinreennn. 348,012 306,441 286,236 201,100 184,612
Real estate-construction........ccocveeeceeereenrerennn. 245,153 282,056 306,078 257,789 199,127
Real estate-mortgage-residential ................ 115,527 93,673 91,652 85,086 86,997
Consumer installment ........ccceevvvevrrierieinnennee 679,330 706,188 646,790 555,194 490,490
LOANS cociviireiiueieeeceeeveeenreseensaveeeenens S 1,388,022 1,388,358 1,330,756 1,099,169 961,226
Allowance for 1oan 10SSes ......coceevveriveritinnernen (33,691) (16,557) (14,213) (12,912) (12,443)
Loans, net of allowance.........cco.ccevevevvennnen. $1,354,331 $1,371,801 $1,316,543 $1,086,257 $948,783
Total Loans:
LLOANS....oiiieee e ceee et et eerrenie e see s sieesaiees $1,388,022 $1,388,358 $1,330,756 $1,099,169 $961,226
Loans Held-for-Sale:
Residential mortgage .......ccovvevvviniivncninnnn 967 1,412 321 1,045 4,063
Consumer installment ...........coocoeeiiciiiienines 15,000 38,000 43,000 26,000 30,000
SBA ottt e e 39,873 24,243 14,947 3,563 -
Total loans held-for-sale........cc.cooveeiernnenne ‘ 55,840 63,655 58,268 30,608 34,063
Total 10ANS ..c.veeereereeieeeerireereeeeeeeeeeranean $1,443,862 $1,452,013 $1,389,024 $1,129,777 $995,289
Loan Maturity and Interest Rate Sensitivity
December 31, 2008
One
Within Through Over Five
One Year Five Years Years Total
(Dollars in thousands)
Loan Maturity:
Commercial, financial and agricultural.................... $ 93,452 $45,177 $ 6,867 $145,496
Real estate — construction .........cceeeeervereverenieeencnnee 238,622 : 6,531 - 245,153
TOtAL oottt $332,074 $51,708 $ 6,867 $390,649
Interest Rate Sensitivity:
Selected loans with:
Predetermined interest rates:
Commercial, financial and agricultural ............... $ 35,506 $44,354 $ 6,867 $ 86,727
Real estate — CONSLIUCTION ....evvevvveeiereerrerensirenens 77,789 4,576 - 82,365
Floating or adjustable interest rates: ;
Commercial, financial and agricultural ............... 57,946 823 - 58,769
Real estate — construction................. rrereereeeaas 160,833 1,955 - 162,788
TOtAL oot erire e e r e areeees $332,074 $51,708 $ 6,867 $390,649

Construction Loans

The following tables represent our Construction loan balances, excluding SBA loans, as of December
31, 2007 and 2008 and the activity for the year ended December 31, 2008.
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Total Construction Loans

Houses Lots Total
Number Balance Number Balance Balance
(Dollars in thousands)
January 1, 2008 ......ccooeneniniiiiienne 700 $149,523 2,138 $119,770 $269,293
Advances.....cccovvvvernveneennnn, oo 255 18,171 57 4,474 22,645
Disbursements/Draws .......ccoccveevenne. - 59,519 - 7,683 67,202
Loans Paid-out/Principal payments ... (289) (99,201) (201) (11,108)  (110,309)
Loans transferred to REO .................. (143) (11,265) (55) (4,789) (16,054)
Charge-offs ......ccccovvvvrnrinenncns S - (1,675) — (6,276) (7,951)
December 31,2008 .......cccovvvvvverennnnn. 523 $115,072 1,939 $109,754 $224,826
Atlanta, Georgia
Houses Lots Total
Number Balance = Number Balance Balance
_ (Dollars in thousands)
January 1,2008.......cccoevireirrieienenn, 494 $118,517 864 $58,929 $177,446
AdVances........cceeveeeieiecieceeeeeeeieen 69 5,771 20 2,556 8,327
Disbursements/Draws ........cccccccieuneen.. - 33,666 - 4,205 37,871
Loans Paid-out/Principal payments ... (83) (64,638) (95) (6,961) (71,599)
Loans transferred to REO .................. (140) (10,083) (55) (4,789) (14,872)
Charge-offs ......ccceevevievieiieiciecene, — (619) — (3,047) (3,666)
December 31, 2008 .........ccoveeevvviennnnne 340 $ 82,614 734 $50,893 $133,507
Florida
Houses Lots Total
Number Balance Number Balance ‘Balance
(Dollars in thousands)
January 1, 2008 ........oooeviveeieeieeiees 206 $31,006 1,274 $60,841 $91,847
AdVances......coooevvvvevevei e, 186 12,400 37 1,918 14,318
Disbursements/Draws ........................ - 25,853 — 3,478 29,331
Loans Paid-out/Principal payments ... (206) (34,563) (106) (4,147) (38,710)
Loans transferred to REO .................. 3) (1,182) - = - (1,182)
Charge-offs .....cocoovveeveciniiiceeer, — (1,056) — (3,229) (4,285)
December 31,2008 .........ccceevvvemrennn.n. 183 $32,458 1,205 $58,861 $91,319

Credit Quality

Credit quality risk in the loan portfolio provides our highest degree of risk and is under stress due to the
housing slow down and current recession. We manage and control risk in the loan portfolio through adherence
to standards established by the Board of Directors and senior management, combined with a commitment to
producing quality assets, monitoring loan performance, developing profitable relationships, and meeting the
strategic loan quality and growth targets. Our credit policies establish underwriting standards, place limits on
exposures, which include concentrations and commitments, and set other limits or standards as deemed
necessary and prudent. Also included in the policy, primarily determined by the amount and type of loan, are
various approval levels, ranging from the branch or department level to those that are more centralized. We

45



maintain a diversified portfolio intended to spread risk and reduce exposure to economic downturns, which may
occur in different segments of the economy or in particular industries. Industry and loan type diversification is
reviewed at least quarterly.

Management has taken numerous steps to reduce credit risk in the loan portfolio and to strengthen the
credit risk management team and processes. A special assets group was organized in 2008 to evaluate potential
nonperforming loans, to properly value nonperforming assets, and to facilitate the timely disposition in these
assets while minimizing losses to the Company. In addition, all credit policies have been reviewed and revised
as necessary, and experienced managers are in place and have strengthened all lending areas and Credit
Administration. Primarily due to increasing charge-offs and charge-downs on residential construction loans and
indirect automobile loans and an increase in adversely classified residential construction loans, the provision for
loan losses for the year ended December 31, 2008, was $36.6 million compared to a $8.5 million for the year
ended December 31, 2007. Net charge-offs in 2008 increased to $19.4 million compared to $6.2 million during
2007, largely due to an increase in real estate construction and indirect lending charge-offs. This increase is a
function of the slowing housing market and the recession in general and its impact on consumers. The
- provision increase is a result of higher construction loan charge-offs and charge -downs and is attributable to the
slow down in housing construction and sales. It is also related to increasing charge-offs in the consumer
indirect lending portfolio of loans which at December 31, 2008, made up 47.5% of the total loan portfolio. The
allowance for loan losses as a percentage of loans was 2.43% as of the end of 2008 compared to 1.19% at the
end of 2007.

The Credit Review Department (“Credit Review”) regularly reports to senior management and the Loan
and Discount Committee of the Board regarding the credit quality of the loan portfolio, as well as trends in the
portfolio and the adequacy of the allowance for loan losses. Credit Review monitors loan concentrations,
production, loan growth, as well as loan quality, and independent from the lending departments, reviews risk
ratings and tests credits approved for adherence to our lending standards. Finally, Credit Review also performs
ongoing, independent reviews of the risk management process and adequacy of loan documentation. The
results of its reviews are reported to the Loan and Discount Committee of the Board. The consumer collection
function is centralized and automated to ensure timely collection of accounts and consistent management of
risks associated with delinquent accounts.

Nonperforming Assets

Nonperforming assets consist of nonaccrual loans, troubled debt restructured loans, if any,
repossessions, and other real estate. Nonaccrual loans are loans on which the interest accruals have been
discontinued when it appears that future collection of principal or interest according to the contractual terms
may be doubtful. Troubled debt restructured loans are those loans whose terms have been modified, because of
economic or legal reasons related to the debtors’ financial difficulties, to provide for a reduction in principal,
change in terms, or modification of interest rates to below market levels. Repossessions include vehicles and
other personal property that have been repossessed as a result of payment defaults on indirect automobile loans
and commercial loans.

Nonperforming Assets

December 31,

2008 2007 2006 2005 2004
(Dollars in thousands)

NoNAcCrual 10AnS......veeveveeveeceeeeiiiei e sreee e eeee e $ 98,151 $14,371 $4,587 $1,993 $1,578
RepOSSESSIONS ..cevireenieirieerreceneeeeceeneeniians e 2,016 2,512 937 819 625
Other real State ......ccveevvcevieeiieniereneeresrrecer e esreees 15,063 7,308 - - 665

Total nonperforming assets .........coceeevererernrenns $115,230 $24,191 $5,524 $2,812 $2,868
Loans past due 90 days or more and still accruing .. _$ - $ 23 $ - § - $ 2
Ratio of loans past due 90 days or more and still

aceruing to total loans .........cveevveverernieeneeienncid % % - % . ~% —%
Ratio of nonperforming assets to total loans and

TEPOSSESSIONS c.vvevverervrerrereareseesrerseesessesseenesesnes 7.89 1.65 40 25 .29
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The increase in nonperforming assets from December 31, 2007, to December 31, 2008, was primarily
driven by increases in nonaccrual loans and other real estate, over 90% of the aggregate balances of which are
secured by real estate. Management believes it has been proactive in charging down and charging off these
nonperforming assets as appropriate. Management’s assessment of the overall loan portfolio is that loan quality
and performance are decreasing under pressure from the economic recession, and the slow real estate market in
Atlanta in particular. Management is being aggressive in evaluatmg credit relationships and proactive in
addressing problems.

When a loan is classified as nonaccrual, to the extent collection is in question, previously accrued
interest is reversed and interest income is reduced by the interest accrued in the current year. If any portion of
the accrued interest was accrued in a previous period, accrued interest is reduced and a charge for that amount is
~ made to the allowance for loan losses. For 2008, the gross amount of interest income that would have been
recorded on nonaccrual loans, if all such loans had been accruing interest at the original contract rate, was
approximately $1.6 million compared to $188,000 and $133,000 during 2007 and 2006, respectively. For
additional information on nonaccrual loans see “Critical Accounting Policies — Allowance for Loan Losses.”

Allowance for Loan Losses

As discussed in “Critical Accounting Policies — Allowance for Loan Losses,” the allowance for loan
losses is established and maintained through provisions charged to operations. Such provisions are based on
management’s evaluation of the loan portfolio including current economic conditions, loan portfolio
concentrations, the economic outlook, past loan loss experience, adequacy of underlying collateral, and such -
other factors which, in management’s judgment, deserve consideration in estimating loan losses. Loans are
charged off when, in the opinion of management, such loans are deemed to be uncollectible. Subsequently,
recoveries are added to the allowance.

For all loan categories, historical loan loss experience, adjusted for changes in the risk characteristics of
each loan category, current trends, and other factors, is used to determine the level of allowance required. '
Additional amounts are allocated based on the possible losses of individual impaired loans and the effect of
economic conditions on both individual loans and loan categories. Since the allocation is based on estimates

and subjective judgment, it is not necessarily indicative of the spec1ﬁc amounts of losses that may ultimately
occur.

In determining the allocated allowance, all portfolios are treated as homogenous pools. The allowance
for loan losses for the homogenous pools is allocated to loan types based on historical net charge-off rates
adjusted for any current or anticipated changes in these trends. Within the commercial, commercial real estate,
and business banking portfolios, every nonperforming loan and loans having greater than normal risk
characteristics are not treated as homogenous pools and are individually reviewed for a specific allocation. The
specific allowance for these individually reviewed loans is based on a specific loan impairment analysis.

In determining the appropriate level for the allowance, management ensures that the overall allowance
appropriately reflects a margin for the imprecision inherent in most estimates of the range of probable credit
losses. This additional allowance, if any, is reflected in the unallocated portion of the allowance.

At December 31, 2008, the allowance for loan losses was $33.7 million, or 2.43% of loans compared to
$16.6 million, or 1.19% of loans at December 31, 2007. Net charge-offs as a percent of average loans
outstanding was 1.36% in 2008 compared to .45% for 2007. The allocated allowance for real estate
construction loans increased $8.3 million to $11.0 million at December 31, 2008, when compared to 2007,
primarily due to the increase in adversely classified construction loans and the associated specific reserves. The
reserve factor for the construction loan portfolio also increased in 2008 as a result of higher charge-offs
resulting from the credit crisis and its impact on the Atlanta real estate market. This increase in the reserve
factor was somewhat offset by the $36.9 million decrease in construction loan balances during 2008. The
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allowance allocated to indirect automobile loans increased $7.2 million or 88.0% to $15.3 million from $8.1
million at the end of 2007. The increase is primarily the result of a higher reserve factor due to increased
charge-offs during 2008 from the weakening economy net of a decrease in loans outstanding. The allowance
allocated to commercial loans was $5.6 million at December 31, 2008, compared to $4.2 million at December
31,2007. The increase is primarily a result of increased commercial loans outstanding as well as an increase in
adversely rated and problem loans at December 31, 2008 compared to December 31, 2007.

The unallocated allowance increased $304,000 to $1.1 million at December 31, 2008, compared to year-
end 2007 based on management’s assessment of losses inherent in the loan portfolio and not reflected in
specific allocations, in part related to increasing net charge-offs relative to average loan balances as well as the
continued poor economic outlook both nationally and locally. See “Provisions for Loan Losses.”

Allocation of the Allowance for Loan Losses

December 31, 2008 December 31, 2007 December 31, 2006
Allowance %o* Allowance %* Allowance %*
(Dollars in thousands)
Commercial, financial and agricultural®...  § 5,587 25.07%  $ 4,228 22.07%  $ 5226 21.51%
Real estate — construction .....c..ceccevevvvernee. 11,042 17.66 2,776 20.32 2,580 23.00
Real estate — mortgage-residential ........... 599 8.32 562 6.75 521 6.89
Consumer installment ..........ccocceeervcencennenne 15,364 48.95 8,196 50.86 5,223 48.60
Unallocated ......ocevveererreerrereecrerererneeens 1,099 - 795 - 394 -
TOtaAl ..o $33,691 100.00%  $16,557 100.00% $13,944 100.00 %
December 31, 2005 December 31, 2004
Allowance %* Allowance %*
Commercial, financial and agricultural®.............ccco....... I $ 3,717 1830%  $ 4,703 19.20 %
Real estate — CONSLIUCTION ....vvvvveeeeversriecrreerrerinrasersinsesesssensesosecsne 2,331 2345 2,041 20.72
- Real estate — mortgage—residential ..........c.ccoeiiniiinnniiiinns 610 7.74 588 9.05
Consumer INSEAIIMENT ......ocoeiiiiiiericeec e sanee 4,892 50.51 4,540 51.03
UNALLOCALEA ...coovvi ittt eerre et e s eeereeesre s see e e baeeennees 1,093 — 302 —
TOtAl ..ot eererria et e reaeneeaaeaee $12,643 100.00 % $12,174 100.00 %

*Percentage of respective loan type to loans.
(1) Includes allowance allocated for real estate—mortgage—commercial loans and SBA loans.

Investment Securities

The levels of taxable and tax free municipal securities and short-term investments reflect our strategy of
maximizing portfolio yields within overall asset and liability management parameters while providing for
pledging and liquidity needs. Investment securities other than the investment in FHLB stock, on an amortized
cost basis totaled $151 million and $134 million at December 31, 2008 and 2007, respectively. The increase of
$18 million in investments at December 31, 2008, compared to December 31, 2007, was attributable to
management’s decision to enter into a series of transactions in March and April of 2008 to take advantage of the
steepness of the yield curve. In March, the Bank purchased $19.6 million in agency (U.S. government
sponsored entity) mortgage backed securities and funded the transaction with $20.0 million in laddered maturity
advances from the Federal Home Loan Bank. In April, the Bank purchased $10.0 million in agency (U.S.
government sponsored entity) mortgage backed securities and funded the transaction with $10 million in
laddered maturity advances from the Federal Home Loan Bank. In addition, the Bank added six general
obligation municipal bonds to the portfolio for a total of $5.0 million and purchased a $10 million Federal
Home Loan Bank discount bond. Decreasing the size of the investment portfolio were principal paydowns on
mortgage backed securities of $17 million, a $5.0 million agency note which was called at par, the sale of a
$792,000 general obligation municipal security, and the sale of seven agency mortgage backed securities
totaling $3.6 million. We intend to purchase investment securities in 2009 in excess of the repayments and
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prepayments from mortgage backed securities to increase available collateral and to initially leverage the capital
received from the preferred stock issuance until sufficient loans can be generated.

The estimated weighted average life of the securities portfolio was 7.2 years at December 31, 2008,
compared to 6.0 years at December 31, 2007. At December 31, 2008, approximately $127 million based on the
amortized cost of investment securities were classified as available-for-sale, compared to $104 million based on
the amortized cost at December 31, 2007. The net unrealized gain on these securities available-for-sale at
December 31, 2008, was $2.2 million before taxes, compared to a net unrealized loss of $1.3 million before
taxes at December 31, 2007. The unrealized loss positions associated with municipal securities resulted not
from credit quality issues, but from market interest rate increases over the interest rates prevalent at the time the
securities were purchased, and are considered temporary.

At December 31, 2008 and 2007, we classified all but $24.8 million and $29.1 million, respectively, of
our investment securities as available-for-sale. We maintain a relatively high percentage of our investment
portfolio as available-for-sale for possible liquidity needs related primarily to loan production, while held-to-
maturity securities are primarily utilized for pledging as collateral for public deposits and other borrowings.

Distribution of Investment Securities

December 31,
2008 » 2007 2006
Amortized Fair  Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(Dollars in thousands)

U.S. Treasury securities and obligations
of U.S. Government corporations and ‘
AZENCIES «evevevereirreieieieeseeresieieennean $ 9830 §$ 9,954 $ 5000 $ 5,007 $ 9,997 $ 9917

Municipal SeCUrities.....cooervrvererrecererrnnne 15,222 14,384 10,985 11,050 - -
Mortgage backed securities.................... 126,340 129,878 117,525 115,819 134,545 131,364
TOtal oo e $151,392  $154,216 $133,510  $131,876 $144,542 $141,281

The following table depicts the maturity distribution of investment securities and average yields as of
December 31, 2008 and 2007. All amounts are categorized by their expected repricing date. The expected
maturities may differ from the contractual maturities of mortgage backed securities because the mortgage holder
of the underlying mortgage loans has the right to prepay their mortgage loans without prepayment penalties.

The expected maturities may differ from the contractual maturities of callable agencies and municipal securities
because the issuer has the right to redeem the callable security at predetermined prices at specified times prior to
maturity.
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Maturity Distribution of Investment Securities and Average Yields"

December 31, 2008 December 31, 2007
Amortized Fair Average Amortized Fair Average
Cost  Value Yield" Cost Value Yield®

" (Dollars in thousands)
Available-for-Sale:

U.S. Treasury securities and obligations of
U.S. Government corporations and

agencies:
Due after one year through five years.. $ 9,830 § 9,954 2.58% § 5,000 $ 5,007 5.00%
Municipal securities” : ~
Due after-one year through five years .. 3,012 2,889 5.45 503 518 6.05
Due five years through ten years.......... 4,962 4,889 5.37 3,332 3,291 523
Due after ten years........cceoevveenveerencecnns 7,248 6,606 5.84 7,150 7,241 5.82
Mortgage backed securities
Due after one year through five years .. 10,229 10,478 4.65 17,748 - 17,587 4.80
Due five years through ten years.......... 84,950 87,376 5.12 65,758 64,624 5.00
Due after ten years........coccevreeeeceeneeenne . 6,368 6,557 5.31 4,955 4,881 5.21
$126,599  $128,749 $104,446 $103,149

Held-to-Maturity:

Mortgage backed securities

Due after one year through five years .. 4,711 4,854 447% $ 6,327 $ 6,309 ' 4.66%
Due five years through ten years........... 20,082 20,613 5.03 22,737 22,418 5.03
$ 24,793  § 25,467 © $ 29,064 $ 28,727

(1) Weighted average yields are calculated on thé basis of the carrying value of the security.
(2) Interest income includes the effects of taxable equivalent adjustments of $259,000 in-2008 and $147,000 in 2007,

Deposits and Funds Purchased

Total deposits increased $38.1 million or 2.7% during 2008 to $1.444 billion at December 31, 2008,
from $1.406 billion at December 31, 2007, due primarily to an increase in time deposits of $153.3 million or
20.6% to $896.9 million and an increase in noninterest-bearing demand deposits of $7.0 million or 5.3% to
$138.6 million. Interest-bearing demand and money market deposits decreased $105.3 million or 33.5% to
$208.7 million and savings deposits decreased $17.0 million or 7.8% to $199.5 million. As interest rates fell in
2008, time deposits increased as our customers attempted to earn higher yields than were available in checking
and savings accounts. Management also encouraged this behavior by offering special interest rates in certain
terms to help manage the duration of the Bank’s deposit liabilities and projected liquidity. Approximately $53
million of the increase was in wholesale certificates of deposit. The use of these funds allows management to
structure the maturities of deposits to fill in projected gaps quickly and with known funding amounts. The
increase in noninterest-bearing demand deposits was in part due to an increase in the number of transaction
accounts as the result of continued benefits from the transaction account acquisition initiative continuing in
2008, and in part due to unlimited deposit insurance coverage available through December 31, 2009, for
noninterest-bearing transaction account through the FDIC’s Temporary Liquidity Guarantee Program.
Management believes the decreases in interest-bearing demand and money market account balances and savings
account balances was due to customers looking for higher yields in certificate of deposits as discussed
previously and to increased use of cash as the credit markets have tightened.

Average interest-bearing deposits during 2008 increased $70.1 million over 2007 average balances to
$1.317 billion, as a result of customers seeking FDIC insurance protection and moving out of the volatile equity
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markets. The average balance of time deposits increased $86.2 million to $836.0 million, and the average
balance of savings deposits increased $5.8 million to $209.3 million, while the average balance of interest-
bearing demand deposits decreased $21.9 million to $271.4 million. Core deposits, obtained from a broad range -
of customers, and our largest source of funding, consist of all interest-bearing and noninterest-bearing deposits
except time deposits over $100,000 and brokered deposits obtained through investment banking firms utilizing
master certificates. Brokered deposits totaled $189.8 million and $136.6 million at December 31, 2008 and
2007, respectively, and are included in other time deposit balances in the consolidated balance sheets. The
average balance of interest-bearing core deposits was $845.3 million and $835.2 million during 2008 and 2007,
respectively.

Noninterest-bearing deposits are comprised of certain business accounts, including correspondent bank
accounts and escrow deposits, as well as individual accounts. Average noninterest-bearing demand deposits
totaling $128.7 million represented 13.2% of average core deposits in 2008 compared to an average balance of
$130.8 million or 13.5% in 2007. The average amount of, and average rate paid on, deposits by category for the
periods shown are presented in the following table (dollars in thousands):

Selected Statistical Information for Deposits

: December 31,
2008 2007 2006

Average Average Average
Amount Rate Amount Rate Amount Rate
Noninterest-bearing demand deposits... $ 128,706 % $ 130,835 % $ 127,978 —%
Interest-bearing demand deposits.......... 271,429 2.29 293,336 3.49 234,871 2.79
Savings deposits.......coevererreerererereneenens 209,301 2.89 203,529 4.36 177,505 4.13
Time deposits......cccoevrveeiveincsnsnesiones 836,049 4.36 749,803 5.17 . 683,074 4,61
Total average deposits..........cccceune. $1,445,485 3.37 $1,377,503 4.20 $1,223,428 3.71

Maturity Distribution of Time Deposits

December 31, 2008
$100,000 or
Other More Total

» (Dollars in thousands)

Three months O 1885 ....cvveviiverirenreresririeensenne $135,101 $ 90,492 - $225,593
Over three through six months...........ccceevuenne. 121,566 45,424 166,990
Over six through 12 months .........cc.coco.lrvvnenneae 193,920 134,049 327,969
Over one through tWo Years ........c.cc.cceeveeennenn 83,865 42,772 126,637
Over two through three years.........cccoccevcinnne 36,034 2,097 38,131
Over three through four years ..........covieuenns 8,564 2,706 11,270
Over four through five years ......cc.ccoeeccereeeenneee ~ 270 - 270
OVer fivVe YEars ....coccvvevevmeeeiiiciiiieniniiisennens — — -
Total ..o v $579,320 '$317,540 $896,860

Short-Term Debt

FHLB short-term borrowings totaled $2.5 million at December 31, 2008, and were drawn on a
collateralized line maturing April 6, 2009, at a rate of 2.44%. All FHLB advances are collateralized with
qualifying residential, home equity, and commercial real estate mortgage loans and, from time to time, agency
notes or agency mortgage backed securities. FHLB short-term borrowings totaled $35.0 million at December
31, 2007, and consisted of two borrowing amounts drawn on a collateralized line $20 million matured January
30, 2008, at a rate of interest of 4.56% and $15 million matured February 19, 2008 at a rate of 4.58%.
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Other short-term borrowings totaled approximately $55.0 million and $71.0 million at December 31,
2008 and 2007, respectively, consisting of the FHLB short-term borrowings listed above, and $52.5 million and
$24.0 million, respectively, in overnight repurchase agreements primarily with commercial customers at an
average rate of 1.78% and 1.53%. In addition, at December 31, 2007, long-term fixed rate borrowings
collateralized with mortgage backed securities totaling $12.0 million with an average rate of 3.82% were within
one year of maturity and included in short-term borrowings.

A total of $5.0 million of unsecured overnight Federal funds purchased through lines provided by
commercial banks with an average rate of 3.85% was outstanding on December 31, 2007. There were no

Federal funds purchased outstanding at December 31, 2008.

Schedule of Short-Term Borrowings(l)

Maximum Average Weighted
Outstanding at Average Interest Rate Ending Average Interest
Years Ended December 31 Any Month-End Balance During Year Balance Rate at Year-End
(Dollars in thousands)
2008 $106,348 $69,318 2.98% $55,017 1.81%
2007 oo 79,163 56,500 4.10 75,954 3.44
2006 ..o 98,470 66,462 3.95 72,061 4.10

(1) Consists of Federal funds purchased, securities sold under agreements to repurchase, long-term borrowings within a year to maturity, and
borrowings from the FHLB that mature either overnight or on a remaining fixed maturity not to exceed one year.

Subordinated Debt and Other Long-Term Debt

The Company had approximately $115.0 million and $92.5 million of subordinated debt and other long-
term debt outstanding at December 31, 2008 and 2007, respectively. Approximately $67.5 million in trust
preferred securities, classified as subordinated debt, including approximately $2.0 million in subordinated debt
incurred to acquire stock in the trust preferred subsidiaries were outstanding at December 31, 2008 and 2007.
The Company also had $47.5 million and $25 0 million at December 31, 2008 and 2007, in Federal Home Loan
Bank Advances.

The $22.5 million or 90.0% increase in long-term debt at December 31, 2008 compared to December
31, 2007 is a result of two laddered transactions initiated in 2008. In March of 2008, the Bank purchased
approx1mate1y $20.0 million in fixed rate agency mortgage backed securities which were funded with $20.0
million in laddered two year through five year maturity long-term Federal Home Loan Bank advances. In April
2008, the Bank purchased $10 million in fixed rate agency mortgage backed securities which were funded with
$10 million in laddered one year through five year Federal Home Loan Bank advances. The long-term
advances are discussed below. :

On March 12, 2008, the Company entered into a $5.0 million four year FHLB fixed rate advance
collateralized with pledged qualifying real estate loans and maturing March 12, 2012. The advance bears
interest at 3.2875%. The Bank may prepay the advance subject to a prepayment penalty. However, should the
FHLB receive compensation from its hedge parties upon a prepayment that compensation would be payable to
the Bank less an administrative fee.

On March 12, 2008 the Company entered into a $5.0 million two year FHLB Bermudan convert1ble
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2010. The FHLB
exercised its option on June 12, 2008 to.convert the interest rate from a fixed rate to a variable rate based on
three-month LIBOR plus a spread charged by the FHLB to its members for an adjustable rate credit advance
with the same remaining maturity. As a result of the conversion the Bank elected to prepay the advance,
without penalty, on the conversion date.
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On March 12, 2008, the Company entered into a $5.0 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2013. The advance
had an interest rate of 2.395% at December 31, 2008. The FHLB has the one time option on March 12, 2010 to
convert the interest rate from a fixed rate to a variable rate based on three-month LIBOR plus a spread charged
by the FHLB to its members for an adjustable rate credit advance with the same remaining maturity.

On March 12, 2008, the Company entered into a $5.0 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2013. The advance
had an interest rate of 2.79% at December 31, 2008. The FHLB has the one time option on March 14, 2011 to
convert the interest rate from a fixed rate to a variable rate based on three-month LIBOR plus a spread charged
by the FHLB to its members for an adjustable rate credit advance with the same remaining maturity.

On April 3, 2008, the Company entered into a $2.5 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing April 3, 3013. The advance had
an interest rate of 2.40% at December 31, 2008. The FHLB has the one time option on April 5, 2010 to convert
the interest rate from a fixed rate to a variable rate based on three-month LIBOR plus a spread charged by the
FHLB to its members for an adjustable rate credit advance with the same remaining maturity.

On April 1, 2008, the Company entered into a $2.5 million four year FHLB Fixed Rate advance
collateralized with pledged qualifying real estate loans and maturing April 2, 2012. The advance had an interest
rate of 3.24% at December 31, 2008.

On April 4, 2008, the Company entered into a $2.5 million two year FHLB Fixed Rate advance
collateralized with pledged qualifying real estate loans and maturing April 5, 2010. The advance had an interest
rate of 2.64% at December 31, 2008.

On November 5, 2007, the Company entered into a $25 million three year FHLB European Convertible
Advance collateralized with pledged qualifying real estate loans and maturing November 5, 2010. The advance
bears interest at 4.06% and had a one time FHLB conversion option in November of 2008. Under the
provisions of the advance, which the FHLB did not exercise, the FHLB had the option to convert the advance
into a three-month LIBOR based floating rate advance.

If the Bank should decide to prepay any of the convertible advances above prior to conversion by the
FHLB, it will be subject to a prepayment penalty. However, should the FHLB receive compensation from its
hedge parties upon a prepayment, that compensation would be payable to the Bank less an administrative fee.
Also, should the FHLB decide to exercise its option to convert the advances to variable rate, the Bank can
prepay the advance on the conversion date and each quarterly interest payment date thereafter with no
prepayment penalty.

On August 20, 2007, we issued $20 million in fixed-floating rate capital securities of Fidelity Southern
Statutory Trust ITI with a liquidation value of $1,000 per security. Interest is fixed at 6.62% for five yearsand
then converts to a floating rate, which will adjust quarterly at a rate per annum equal to the three-month LIBOR
plus 1.40%. The issuance has a final maturity of 30 years, but may be redeemed with regulatory approval at
any distribution payment date on or after September 15, 2012, or at any time upon certain events, such as a
change in the regulatory treatment of the trust preferred securities, at the redemption price of 100%, plus
accrued and unpaid interest, if any.

On March 17, 2005, we issued $10 million in floating rate capital securities of Fidelity Southern
Statutory Trust IT with a liquidation value of $1,000 per security. Interest is adjusied quarterly at a rate per
annum equal to the three-month LIBOR plus 1.89%. The capital securities had an initial rate of 4.87% and a
rate of 3.76% and 6.88% at December 31, 2008 and December 31, 2007, respectively. The issuance has a final
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maturity of 30 years, but may be redeemed at any distribution payment date on or after March 17, 2010, at the -
redemption price of 100%.

On June 26, 2003, we issued $15 million in Floating Rate Capital Securities of Fidelity Southern
Statutory Trust I with a liquidation value of $1,000 per security. Interest is adjusted quarterly at a rate per
annum equal to the three-month LIBOR plus 3.10%. The capital securities had an initial rate of 4.16%, with the
provision that prior to June 26, 2008, the rate will not exceed 11.75%. The rates in effect on December 31,
2008 and 2007, were 4.57% and 7.96%, respectively. The issuance has a final maturity of 30 years, but may be
redeemed at any distribution payment date on or after June 26, 2008, at the redemption price of 100%.

On July 27, 2000, we issued $10.0 million of 11.045% Fixed Rate Capital Trust Preferred Securities of
Fidelity National Capital Trust I with a liquidation value of $1,000 per share. On March 23, 2000, we issued
$10.5 million of 10.875% Fixed Rate Capital Trust Pass-through Securities of FNC Capital Trust I with a
liquidation value of $1,000 per share. Both issues have 30 year final maturities and are redeemable in whole or
in part after ten years at declining redemption prices to 100% after 20 years.

The trust preferred securities were sold in private transactions exempt from registration under the
Securities Act of 1933, as amended (the “Act”) and were not registered under the Act. The trust preferred
securities are included in Tier 1 capital by the Company in the calculation of regulatory capital, subject to a
limit of 25% for all restricted core capital elements, with any excess included in Tier 2 capital. The payments to
the trust preferred securities holders are fully tax deductible.

The $65.5 million of trust preferred securities issued by trusts established by us, as of December 31,
2008 and 2007, are not consolidated for financial reporting purposes in accordance with FASB Interpretation
No. 46, “Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51 (Revised),”. Thus, the
equity investments in the subsidiaries created to issue the obligations, the obligations themselves, and related
dividend income and interest expense are reported on a deconsolidated basis, with the investments in the
amount of $2.0 million at December 31, 2008 and 2007, reported as other assets and dividends included as other
noninterest income. The obligations, including the amount related to the equity investments, in the amount of
$67.5 million at December 31, 2008 and 2007, are reported as subordinated debt, with related interest expense
reported as interest on subordinated debt.

On March 1, 2005, the FRB announced the adoption of a rule entitled “Risk-Based Capital Standards:
Trust Preferred Securities and the Definition of Capital” (“Rule”) regarding risk-based capital standards for
bank holding companies (“BHCs”) such as Fidelity. The Rule provides for a five-year transition period, with an
effective date of March 31, 2009, but requires BHCs not meeting the standards of the Rule to consult with the
FRB and develop a plan to comply with the standards by the effective date.

The Rule defines the restricted core capital elements, including trust preferred securities, which may be
included in Tier 1 capital, subject to an aggregate 25% of Tier 1 capital net of goodwill limitation. Excess
restricted core capital elements may be included in Tier 2 capital, with trust preferred securities and certain
other restricted core capital elements subject to a 50% of Tier 1 capital limitation. The Rule requires that trust
preferred securities be excluded from Tier 1 capital within five years of the maturity of the underlying junior
subordinated notes issued and be excluded from Tier 2 capital within five years of that maturity at 20% per year
for each year during the five-year period to the maturity. The Company’s first junior subordinated note matures
in March 2030.

Our only restricted core capital elements consist of $65.5 million in trust preferred securities issues and
$1.3 million in other identifiable intangibles; therefore, the Rule has minimal impact on our capital ratios, our
financial condition, or our operating results. The trust preferred securities are eligible for our regulatory Tier 1
capital, with a limit of 25% of the sum of all core capital elements. All amounts exceeding the 25% limit are
includable in the Company’s regulatory Tier 2 capital.
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Shareholders’ Equity

On December 19, 2008, as part of the Capital Purchase Program, Fidelity entered into the Letter
Agreement with the Treasury, pursuant to which Fidelity agreed to issue and sell, and the Treasury agreed to
purchase (1) 48,200 Preferred Shares, and (2) the Warrant to purchase up to 2,266,458 shares of the Company’s
common stock at an exercise price of $3.19 per share, for an aggregate purchase price of $48.2 million in cash.
The Preferred Shares qualify as Tier I capital under risk-based capital guidelines and will pay cumulative
dividends at a rate of 5% per annum for the first five years and 9% per annum thereafter. The Preferred Shares
are non-voting except for class voting rights on matters that would adversely affect the rights of the holders of
the Preferred Shares.

Shareholders’ equity at December 31, 2008 and 2007, was $136.6 million and $100.0 million,
respectively. The $36.6 million increase at December 31, 2008 compared to December 31, 2007 was primarily
the result of the issuance of the issuance of Preferred Shares described above.

Recent Accounting Pronouncements

See Note 1 — “Summary of Significant Accounting Policies” in the accompanying Notes to
Consolidated Financial Statements included elsewhere in this report for details of recently issued accounting
pronouncements and their expected impact, if any, on our operations and financial condition.

Quarterly Fmanclal Information

The following table sets forth, for the periods 1ndlcated certain consolidated quarterly financial
information. This information is derived from unaudited consolidated financial statements that include, in the
opinion of management, all normal recurring adjustments which management considers necessary for a fair
presentation of the results for such periods. The results for any quarter are not necessarily indicative of results
for any future period. This information should be read in conjunction with our consolidated financial
statements and the notes thereto included elsewhere in this report.

CONSOLIDATED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

2008 2007
Fourth Third Second  First Fourth  Third Second First
Quarter  Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(In thousands except per share date)

Interest iNCOME.........ccevveeereeieeneesreenrereens $24,329  $26,088 $26,164  $27,473 $28,680  $29,064 $28,317 $27,401
Interest €Xpense.......cccvveeevecrveccrecrciinnieenns 13,629 14,152 14,096 15,759 16,874 17,047 16,618 16,143
Net interest iNCOME .......ccevvrrververrvvererrnenes 10,700 11,936 12,068 11,714 11,806 12,017 11,699 11,258
Provision for loan 10sses ........ccoereevevrennne 14,700 11,400 5,850 4,600 3,550 2,800 1,650 500
Noninterest iNCOME ..........ccevverveererereererens 3,743 . 3,851 4,365 5,677 4,304 4,795 4,346 4,465
Noninterest EXpense.....oeeveererreereererrerneas 12,413 12,579 12,461 11,387 12,450 11,836 11,379 11,537

(Loss) income before income (benefit) $(12,670) (8,192) (1,878) 1,404 110 2,176 3,016 3,686

Income tax (benefit) expense................. (5,101)  (3,318) (976) 295 (211 497 946 1,122
Net (108S) iNCOME ......ovovveervrererrrerircrrneens $ (7,569) $(4,874) $ (902) $ 1,109 $ 321 $ 1,679 § 2,070 $ 2,564
(Loss) earnings per share: ‘

Basic (loss) earnings per share.............. $ (8) $ (5SS (1) $§ 12 $ 03 $§ .18 § 22 § 27
Diluted (loss) earnings per share®........... $ (8) $ (51)$ (1) $§ 128 03 § 18 § 22§ 27
Weighted average shares outstanding® .. 9,606 9,537 9,488 9470 9,456 9,435 9,416 9,390

(1) Adjusted for stock dividends
Item 7A. Quantitative and Qualitative Disclosures About Market Risk

See Item 7, “Market Risk” and “Interest Rate Sensitivity” for a quantitative and qualitative discussion
about our market risk.
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Item 8. Financial Statements and Supplementary Data

Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Fidelity Southern Corporation

We have audited the accompanying consolidated balance sheets of Fidelity Southern Corporation and subsidiaries as of
December 31, 2008 and 2007, and the related consolidated statements of operations, shareholders' equity, and cash flows
for each of the three years in the period ended December 31, 2008. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Fidelity Southern Corporation and subsidiaries at December 31, 2008 and 2007 and the consolidated results of
their operations and their cash flows for each of the three years in the period ended December 31, 2008, in conformity
with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Fidelity Southern Corporation’s internal control over financial reporting as of December 31, 2008, based on

criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated March 12, 2009 expressed an unqualified opinion thereon.

M v MLL?
Atlanta, Georgia :

March 12, 2009
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31,
2008 2007
(Dollars in thousands)
ASSETS
Cash and dUe TTOIM BANKS .....cvecvieericer ettt ssee s smesece it ere b esaessessesbessassbaesaeesneennne $ 58,988 $ 22,085
Interest-bearing deposits With BanKs.........cccocvvviiiivniniiinis e 9,853 1,357
Federal fUnds SOIa........ooivviviiierierieieeerereeer e sieteieseesaese s sse e et sess b s sneseesssnssbsesssbeses sevesns 23,184 6,605
Cash and cash eqUIVAIENLS ......c..ccivieericiiiniiii e st esene 92,025 30,047
Investment securities available-for-sale (amortized cost of $126,599 and $104,446 at
December 31, 2008 and 2007, reSPECtiVEly) ....ooceviiiivniiiiiiir e 128,749 103,149
Investment securities held-to-maturity (approximate fair value of $25,467 and $28,727 at
December 31, 2008 and 2007, reSPECtIVELY) ....ccvviriiiiriiiiinmiiiiriieiinirisnnerer e 24,793 29,064
Investment in FHLB STOCK .. .vviiiioieeiicrtieenereeestieeerreeeesetreessneessesessasssssessnnesssnesesseesssssesssssnasssnss 5,282 5,665
L0anSs BEld-TOr=SALE .......vciiriiterieerieirrreer ettt s e sttt bes b s e a s s bbbt b e s besn e e s e anen 55,840 63,655
LLOGIS vvvveieeeeeuieeeereeetensistesseseessessoanessassessensarsassssass e b e bassantaaaas e R ene e b et se s b e R e sb e e ben s e e SabseRbeaserben 1,388,022 1,388,358
ALOWANCE FOT 101 JOSSES c.vviviiiviiieerieitrcreerrerertestrestt et e s e e et essesteseessesresetsetsssanasssaessssssesnnes sen (33,691) (16,557)
Loans, net of allowance fOr 1081 10SSES ......ovuieererieirierineeerrieiitesesisssnsiseesseseseassass 1,354,331 1,371,801
Premises and EqUIPIIENT, NEL.......o.cerueueeereermiueeinisiireriistsniessesesesessseses s rsssssssessssssssssssasssons 19,311 18,821
ONET TEAL ESTALE ..veeveeeereeerereecireieeeeeessseerereseeseessteeeasessraensssrsseseesesteeasssrrresaessesssssssasresssssasesosisen 15,063 7,307
ACCrUed INTEIESE TECEIVADIC ....eviuvrrieriiiiciiee i cceierecesserarees s raeessssasessseatassssneessssessnsensesssssnnses 8,092 9,367
Bank oWned 1ife INSUTANCE .......cvivveirieeirerriecrerierereeesrtesaesessessessessessessessessessnessessesssssssesssssnesnnss 27,868 26,699
ORI ASSEES .uviiveiiiiierrerereeeeseeesteeseseesseeesseesssasseesbessasessnaesnesesessesstesstssseortassbseatssosanesbsessnsasesans 31,759 20,909
TOLAL ASSELS .veveveevrueerenrereinireressssesseseseesessnsesessessisasesessesssesessesasassesenesseneneensonsasssesessnses $1,763,113 $1,686,484
LIABILITIES
Deposits
Noninterest-bearing demand AEPOSILS ......c.euvvverreerreererrirrimrinriieeiisisii st esssssssnses $ 138,634 $ 131,597
Interest-bearing deposits:
Demand and money mMarket .........cccoevvoiiiiniiiiniie e 208,723 314,067
SAVIIIEZS 1. vevvvererieerreneteirbeste e saese et stesetebe s eae s e ssa s b ratsae s s s s ber e e e rebab s bababe s b e s e s nen s b e b e st eaes satene 199,465 216,442
Time deposits, $100,000 AN OVET .....c.cccoevrmriiriiiiiiiiriir i ns 317,540 285,497
OLher time AEPOSILS ...vververreerirrereriere ettt b bk s s s e be e s senes 579,320 458,022 .
TOtAl AEPOSILS ....cueenerriiiieiniretie e e e 1,443,682 1,405,625
Federal funds purchased ........c.ccourerereueccniceunenneee i sasss s s - 5,000
Other ShOIt-tEIT DOITOWINES. ...veverrreeecieieieieciereeeretesirssesesreresistsasis e ssas s s sse e anssessssasns s 55,017 - 70,954
SUDOTAINALEA AEDL ...ttt ettt et be s re s s b et saesre e nesaebassaes senbe s 67,527 67,527
Other 1ong-teImm debt......ccvirriiciieiee et s s 47,500 25,000
Accrued INterest PAYADIE .......ccccviiverieie et 7,038 6,760
OBhEr LHADIHLIES ..vvveeeevereciiieeiieeeieerereeeieeesiestesessesssreessssesssssssssssesssessressssnessseessaneessnnnseosas isssasasen 5,745 5,655
TOtA] LHADIIEIES ...vevveeeiererireteetesiete e cretesseseseereresnessasseseesenessenseressesnesrsssassssssnsssssnsanes 1,626,509 1,586,521
SHAREHOLDERS’ EQUITY
Preferred Stock, no par value. Authorized 10,000,000; 48,200 shares issued and :
outstanding, net 0f AISCOUNL.......c.verevevireereriiciriiiii e sb e 43,813 I
Common Stock, no par value. Authorized 50,000,000; issued and outstanding 9,658,089
and 9,368,904 at 2008 and 2007, respectively........ccovvviniiiiiiniennneennnnn rverrrnreeearaeearaeaees . 51,886 46,164
Accumulated other comprehensive gain (10ss), net 0f tax .....couvveeiiieeeiniiininnieccinens 1,333 , (804)
Retained Earnings.......oovevieeriiienenrenreinieiinesiiiienie ettt st s sae b saesie s 39,572 54,603
Total shareholders’ EQUILY .....cccoueeriemrerrcrieiiiiic e e 136,604 99,963
Total liabilities and shareholders’ €quity ... $1,763,113 $1,686,484

See accompanying notes to consolidated financial statements.

57



Interest Income:

Loans; including fees
Investment securities
Federal funds sold and bank deposits
' Total interest income

Interest Expense:

Deposits .c..o.eecrrereieneneccieneennneans
Short-term borrowings

Subordinated debt

Other long-term debt
Total interest expense
Net Interest Income

Net Interest Income After Provision for Loan Losses...............

Noninterest Income:
Service charges on deposit accounts
Other fees and charges
Mortgage banking activities
Indirect lending activities
SBA lending activities
Bank owned life insurance
Securities gains, net
Other.....covevinenirirenireceeen,
Total noninterest income
Noninterest Expense:
Salaries and employee benefits
Furniture and equipment
Net occupancy.........cccceveeevrrecrnnnne
Communication..........c.coceeiiur e,

Advertising and promotion
Stationery, printing and supplies
Insurance........ccceecevevevereneerennnne,

. Total noninterest expense

(Loss) income before income tax (benefit) expense .........oueerniene

Income tax (benefit) expense

" Net (loss) income

Preferred stock dividends
Net income available to common equity
(Loss) earnings per share:

Basic (loss) earnings per share
Diluted (loss) earnings per share
Weighted average shares outstanding — Basic

Weighted average shares outstanding — Fully Diluted..............

See accompanying notes to consolidated financial statements.

l Years Ended December 31,

FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

2008

2007

2006

(Dollars in thousands, except per share data)

$ 96,398 $105,924 $ 89,477
7,441 7,237 7,893
215 301 434
104,054 113,462 97,304
48,722 57,902 45,351
2,065 12,316 2,623
5,284 4,945 4,378
1,565 1,519 1,923
57,636 66,682 54,275
46,418 46,780 43,529
36,550 8,500 3,600
9,868 38,280 39,929
4,757 4,730 4,207
1,944 1,872 1,642 .
340 339 676
5,227 5,449 4,136
1,250 2,444 2,147
1,278 1,166 1,109
1,306 2 -
1,534 1,909 1,782
17,636 17,911 15,699
25,827 25,815 22,314
2,949 2,942 2,636
4,137 4,105 3,557
1,654, 1,729 1,548
3,823 3,559 2,955
645 928 1,348

647 758 850

344 296 299
8,813 7,071 5,061
48,839 47,203 40,568
(21,335) 8,988 15,060
(9,099) 2,354 4,686
(12,236) 6,634 10374
106 - -

$ (12,342) $ 6,634 $ 10374
$ (130 $ .70 $  L11
$  (130) $ .70 $ LI
9,525,298 9,424 475 9,361,045
9,525,298 9,438,574 9,372,547
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated
Other
Comprehensive
Preferred Stock Common Stock Treasury Stock Income (Loss)  Retained
Shares  Amount _Shares . Amount Shares Amount Net of Tax Earnings Total
(In thousands, except per share data)

Balance December 31, 2005...............coecnnnnnne - 3 - 9,241 $44,178 3 $Q17) $(1,434)  $44,012 $ 86,739
Comprehensive income: '

Net income . - - - - - - - 10,374 10,374

Other comprehensive loss, net of tax - - - - (156) - (156)

Comprehensive income............. R - - - - - - - - 10,218
Common stock issued under:

Employee benefit plans........cc.cevirveiennannn. - - 38 420 - - - - 420

Dividend reinvestment plan ............cocounnuenes. - - 9 217 3) 17 - - 234
Common dividends declared ($.32 per share) .... - - — — - - - (2,964) (2,964)
Balance December 31, 2006...............ccocounnnnee. - - 9,288 44,815 - - (1,590) 51,422 94,647
Comprehensive income:

Net income - - - - - - - 6,634 6,634

Other comprehensive loss, net of tax - — - - - - 786 - 786

Comprehensive income - - - - - -~ ' - - 7,420

FIN 48 Reserve for Uncertain Tax

Position - - - - - - - (96) (96)

Common stock issued and share-based

compensation under:

Employee benefit plans.........overecicinininnn - - 50 857 - - - - 857

Dividend reinvestment plan - -~ 31 492 - - - - 492
Common dividends declared ($.36 per share) .... - - - - - - - (3,357 (3,357
Balance December 31, 2007 ...........cccconnmnnne. - - 9,369 46,164 - - (804) 54,603 99,963
Comprehensive income:

Net loss . - - - - - - - (12,236) (12,236)

Other comprehensive income, net of tax ..... - — - - — - 2,137 ‘ - 2,137

Comprehensive 10SS c.ccveevmrcvemnivcvcririnnnn: - - - - - - - - (10,099)

EITF 06-04 Cumulative effect adjustment .. - - - - - - - (594) (594)
Common stock issued and share-based i

compensation under:

Employee benefit plans.......c.cocovvvrnrenennne, - - 109 701 - - - - 701

Dividend reinvestment plan ........... - - 85 297 - - - - 297
Issuance of Preferred Stock.......coeeeene. 48 43,787 - - - - - - 43,787
Accretion of discount on preferred stock. - 26 - - - - - (26) -
Issuance of common stock warrants ... - - - 4,413 - - - - 4,413
Preferred stock dividend . - - - - - - - (80) (80)
Common dividends declared ($.19 per share) .... - - - - - - - (1,783) (1,783)
Common stock dividend - - 95 311 - - - (311) -
Cash paid for fractional interest associated

with stock dividend .........coivvnciniiiiiinninnnn, - - - - - - : - () @
Balance December 31,2008...........c..cccoeennnnne. 48  $43,813 9,658 $51,886 — $ - . $1,333  $39,572 $136,604

See accompanying notes to consolidated financial statements.
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating Activities:

Net (J0SS) INCOME .....oceeeveereeiirreriaeeeesestesessesseseesseiaessensesessetessessensessereessesenns

Adjustments to reconcile net income to net cash provided by (used in)
operating activities: ‘
Provision for 10an 10SSES......ccccooeirrrierieiriiiiee et
Depreciation and amortization of premises and equipment...............c........
Other amMOTtiZAtION......ccveevieeverer et sesree e et s s e saasae s aese e
Impairment of other real eState.........coccovreverieeverirrererrr e
Share-based COMPENSALION .........cccrvveriiririiieiereresesteeeieee e essesreseeseesenns
Excess tax benefit from share-based compensation ............ccoceeereerecvernannns
Proceeds from sale of 10anS.........cccvvrveciiiniece e e

Loans originated for resale ........ccovvvvverireieneesieceecree e
Securities Zains, NEt.....ccceeeeeerirerrieieeecrirere e saeseseesssresessessnssesaensessarens
GainNs 0N 108N SALES ...coveviereriieeeerierereteet et ese s e

Net decrease (increase) in accrued interest receivable ........ccocevvvvevvereennnse.
Net increase in cash value of bank owned life insurance ............cco.cenrernee.
Net increase in deferred iNCOME tAXES.....cvevvreereeiieereriiereiietesieeeeresreerennns
Net increase in Other aSSELS......covevieriviiirreririeriesesieie e ees s se et esnevesbeas
Net increase (decrease) increase in accrued interest payable .................
Net (decrease) increase in other liabilities.........coceeverrieirrinevecnnieianeennens
Net cash provided by (used in) operating activities...........ceeereeeereerennns
Investing Activities:
Purchases of investment Securities available-for-sale.........c..ococeveervrivinreenen.
Purchase of investment in FHLB Stock........c.cccoovviieeiincieiieccceeeecrnee.
Sales of investment securities available-for-sale ..........ccoeueviiiinvnececeenen,
Maturities and calls of investment securities held-to-maturity ..........c..c.ce......
Maturities and calls of investment securities available-for-sale......................
Redemption of investment in FHLB Stock.........ccocevieinniniinnnnniccnrienninnne,
Net inCrease N JOANS ......cc.ecveeiiciirererererrie s ere e isesressseerernesrereenes
Capital improvements to other real estate OWned ......c....oceverreeeniresiiinennnnas
Purchases of premises and eqUIPMENt........ccooocoerierverrierivnrireees e
Net cash used in INVeSting aCtIVItIEs.......ccevveeeiverveereereceriee et se e crees
Financing Activities: )
Net (decrease) increase in demand deposits, money market accounts, and
SAVINES ACCOUNLS ...c...veucererieeriireeerieetestetetetesttenrtesaesessesseressssesesessesessess
Net increase (decrease) in time dePOSILS ......cvvecvieeiserreererreiereeereeresreeernerenne
Proceeds from issuance of other long-term debt.........ccccooveeiecviinieveveecnnnnen.
Payment of called other long-term debt.........ocveveiirivenrirercecren e,
Proceeds from issuance of subordinated debt ............ccveeenrrecinerinieeceerene.
Repayment of other long-term debt ..........cccoeveieiiicrineceeceeee e
(Decrease) increase in short-term bOrrowWings .........oceeeeveeiiicieeeevessievennnene.
Proceeds from issuance of preferred StocK.........oouvvviveeenierienerieereeeenennens
Proceeds from issuance of common StOCK ........ccceevveriveieriieniecisieeeseeinenne.
Excess tax benefit from share-based compensation...........ccccevvieeesirevienene
Dividends Paid......c.coccrviieivmrirniieniieeer ettt ere e
Net cash provided by financing activities.........ccovuvveriveeeeeveieneesriereerienn
Net increase (decrease) in cash and cash equivalents ...........oceceeveverereneerrenen.
Cash and cash equivalents, beginning of year ..........cooeceevirivnvevneeceennenene.
Cash and cash equivalents, end of Year...........cceceeeiceveieiieeeeeeeeeene
Supplemental disclosures of cash flow information:
Cash paid during the year for:
ITELESE ...ttt sttt et et sn e se s b v ana e ananerene
INCOME EAXES ...eoviitieeiniciericiente ettt bttt sbassesaesesaenbens
Non-cash transfers of loans to other real estate............ccoererrverernriirecnnreinneenns
StOCK dIVIAENAS..........eeneiiieii et e et

See accompanying notes to consolidated financial statements.
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Years Ended December 31,

2008 2007 2006
(Dollars in thousands)
$ (12,236) $ 6,634 $ 10,374
36,550 8,500 3,600
2,141 2,151 1,975
368 500 337
2,353 85 -
169 130 30
- (15) _
142,575 233,694 179,080
7,634 1,173 376
(132,813) (235,893) (204,013)
(1,306) 2 -
(1,947) (3,188) (2,727
(197) (118) (112)
1,275 (55) (2,576)
(1,169) (1,005) (960)
(8,117) (2,244) (1,057)
(4,451) (4.779) (3,345)
278 (282) 2,573
(584) 595 1,894
30,523 5,881 (14,551
(44,314) (10,984) -
(4,927) (7,896) (5.,405)
5,417 o -
4,289 4,131 5,167
18,072 17,791 15,017
5,310 7,065 5,490
(35,805) (71,838) (234,150)
(821) (367) -
(2,631) (2,169) (6,710)
(55,410) (64,267) (220,591)
(115,284) 38,704 101,161
153,341 (19,620) 161,367
27,500 25,000 -
- (25,000) -
- 20,619 -
(5,000) (12,000) (11,000)
(20,937) 3,893 (20,427)
48,200 - -
828 1,204 624
—_ 15 —
(1,783) (3,357) (2,964)
86,865 29,458 228,761
61,978 (28,928) (6,381)
30,047 58,975 65,356
$ 92,025 $ 30,047 $ 58975
$ 58,730 $ 66,964 $ 51,703
$ 1,394 § 5812 $_ 5,230
$ 16,725 $ 8,080 $ 264
$ 311 $ - $ -
$_ 7,550 $ 1,025 $ 4495




FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2008

1. Summary of Significant Accounting Policies
' Basis of Presentation

The consolidated financial statements include the accounts of Fidelity Southern Corporation and its
wholly-owned subsidiaries. Fidelity Southern Corporation (“FSC” or “Fidelity””) owns 100% of Fidelity Bank
(the “Bank”) and LionMark Insurance Company (“LIC”), an insurance agency offering consumer credit related
insurance products. FSC also owns five subsidiaries established to issue trust preferred securities, which
entities are not consolidated for financial reporting purposes. FSC is a financial services company that offers
traditional banking, mortgage, and investment services to its customers, who are typically individuals or small
to medium sized businesses. All significant intercompany accounts and transactions have been eliminated in
consolidation. The “Company”, as used herein, includes FSC and its subsidiaries, unless the context otherwise
requires.

The consolidated financial statements have been prepared in conformity with U. S. generally accepted
accounting principles followed within the financial services industry. In preparing the consolidated financial
statements, management is required to make estimates and assumptions that affect the reported amounts of ‘
assets and liabilities as of the date of the balance sheet and revenues and expenses for the period. Actual results
could differ significantly from those estimates. Material estimates that are particularly susceptible to significant
change in the near term relate to the determination of the allowance for loan losses, the calculations of and the
amortization of capitalized servicing rights, valuation of deferred tax accounts and the valuation of real estate or
other assets acquired in connection with foreclosures or in satisfaction of loans. In addition, the actual lives of
certain amortizable assets and income items are estimates subject to change.

The Company has five trust preferred subsidiaries which are deconsolidated for financial reporting
purposes in accordance with Financial Accounting Standards Board (“FASB”) Interpretation No. 46(R)
“Consolidation of Variable Interest Entities (revised December 2003), an Interpretation of ARB No. 51”. The
equity investments in the subsidiaries created to issue the obligations, the obligations themselves, and related
dividend income and interest expense are reported on a deconsolidated basis, with the investments reported as
other assets and dividends included as other noninterest income. The obligations, including the amount related
to the equity investments are reported as subordinated debt, with related interest expense reported as interest on
subordinated debt. The Company principally operates in one business segment, which is community banking.

Cash and Cash Equivalents

Cash and cash equivalents include cash, amounts due from banks, and Federal funds sold. Generally,
Federal funds are purchased and sold within one-day periods.

Investment Securities

In accordance with Statements of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for
Certain Investments in Debt and Equity Securities,” the Company classifies our investment securities in one of
the following three categories: trading, available-for-sale, or held-to-maturity. Trading securities are bought
and held principally for the purpose of selling them in the near term. The Company does not engage in that
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activity. Held-to-maturity securities are those designated as held-to-maturity when purchased, which the
Company has the ability and positive intent to hold until maturity. All other debt securities not included in
trading or held-to-maturity are classified as available-for-sale.

Available-for-sale securities are recorded at fair value. Held-to-maturity securities are recorded at cost,
adjusted for the amortization of premiums or accretion of discounts. Unrealized gains and losses, net of related
income taxes, on available-for-sale securities are excluded from income and are reported as a separate
component of shareholders’ equity. A decline in the fair value below cost of any available-for-sale or held-to-
maturity security that is deemed other than temporary results in a charge to income and the establishment of a
new cost basis for the security.

Purchase premiums and discounts are amortized or accreted over the life of the related investment
securities as an adjustment to yield using the effective interest method. Dividend and interest income are
recognized when earned. Realized gains and losses for securities sold are included in income on a trade date
basis and are derived using the specific identification method for determining the cost of securities sold.

Loans and Interest Income

Loans are reported at principal amounts outstanding net of deferred fees and costs. Interest income is
recognized using the effective interest method on the principal amounts outstanding. Rate related loan fee
income is included in interest income. Loan origination and commitment fees as well as certain direct
origination costs are deferred and the net amount is amortized as an adjustment of the y1e1d over the contractual
lives of the related loans, taking into consideration assumed prepayments.

For commercial, construction, Small Business Administration (“SBA”) and real estate loans, the accrual
of interest is discontinued and the loan categorized as nonaccrual when, in management’s opinion, due to
deterioration in the financial position of the borrower, the full repayment of principal and interest is not
expected or principal or interest has been in default for a period of 90 days or more, unless the obligation is both
well secured and in the process of collection within 30 days. Commercial, construction, SBA and real estate
secured loans may be returned to accrual status when management expects to collect all principal and interest
and the loan has been brought fully current. Consumer loans are placed on nonaccrual upon becoming 90 days
past due or sooner if, in the opinion of management, the full repayment of principal and interest is not expected.
Any payment received on a loan on which the accrual of interest has been suspended is applied to reduce
principal.

When a loan is placed on nonaccrual, interest accrued during the current accounting period is reversed.
Interest accrued in prior periods, if significant, is charged off against the allowance and adjustments to principal
made if the collateral related to the loan is deficient.

Impaired loans are evaluated based on the present value of expected future cash flows discounted at the
loan’s original effective interest rate, or at the loan’s observable market price, or the fair value of the collateral,
if the loan is collateral dependent. Impaired loans are specifically reviewed loans for which it is probable that
the Bank will be unable to collect all amounts due according to the terms of the loan agreement. A specific
valuation allowance is required to the extent that the estimated value of an impaired loan is less than the
recorded investment. SFAS No. 114, “Accounting by Creditors for Impairment of a Loan,” does not apply to
large groups of smaller balance, homogeneous loans, which are consumer installment loans, and which are
collectively evaluated for impairment. Smaller balance commercial loans are also excluded from the
application of the statement. Interest on impaired loans is reported on the cash basis as received when the full
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recovery of principal and interest is anticipated, or after full principal and interest has been recovered when
collection of interest is in question. :

Allowance for Loan Losses

The allowance for loan losses is established and maintained through provisions charged to operations.
Such provisions are based on management’s evaluation of the loan portfolio, including loan portfolio
concentrations, current economic conditions, the economic outlook, past loan loss experience, adequacy of
underlying collateral, and such other factors which, in management’s judgment, deserve consideration in
estimating loan losses. Loans are charged off when, in the opinion of management, such loans are deemed to be
uncollectible. Subsequent recoveries are added to the allowance.

A formal review of the allowance for loan losses is prepared at least monthly to assess the probable
credit risk inherent in the loan portfolio, including concentrations, and to determine the adequacy of the
allowance for loan losses. For purposes of the monthly management review, the consumer loan portfolio is
separated by loan type and each loan type is treated as a homogeneous pool. In accordance with the Interagency
Policy Statement on the Allowance for Loan and Lease Losses, the level of allowance required for each loan
type is determined based upon historical charge-off experience, current economic trends and other current
factors. Additionally, every commercial, commercial real estate, SBA, and construction loan is assigned a risk
rating using established credit policy guidelines. Every nonperforming commercial, commercial real estate,
SBA, and construction loan 90 days or more past due and with outstanding balances exceeding $50,000, as well
as certain other performing loans with greater than normal credit risks as-determined by management and the
Credit Review Department (“Credit Review”), are reviewed monthly by Credit Review to determine the level of
allowance required to be specifically allocated to these loans. Management reviews its allocation of the
allowance for loan losses versus the actual performance of each of the portfolios and adjusts allocation rates to
reflect the recent performance of the portfolio, as well as current underwriting standards and other current
factors which might impact the estimated losses in the portfolio.

In determining the appropriate level for the allowance, management ensures that the overall allowance
appropriately reflects a margin for the imprecision inherent in most estimates of the range of probable credit
losses. This additional allowance may be reflected in an unallocated portion of the allowance. Based on
management’s evaluation of the allowance for loan losses, a provision for loan losses is charged to operations if
additions to the allowance are required.

Management believes that the allowance for loan losses is adequate and appropriate. While
management uses available information to recognize losses on loans, future additions to the allowance may be
necessary based on changes in economic conditions or other factors and the additions may be significant. In
addition, various regulatory agencies, as an integral part of their examination process, periodically review the
Bank’s allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance
based on their judgments about information available to them at the time of their examination.

Additionally, contractually outstanding and undisbursed loan commitments and letters of credit have a
loss factor applied similar to the outstanding balances of loan portfolios. Additions to the reserve for
outstanding loan commitments are not included in the allowance for loan losses but, instead, are included in
other liabilities, and are reported as other operating expenses and not included in the provision for loan losses.
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A substantial portion of the Bank’s loans is secured by real estate located in the metropolitan Atlanta,
Georgia, area. In addition, most of the Bank’s other real estate and most consumer loans are located in this
same market area. Accordingly, the ultimate collectibility of a substantial portion of the loan portfolio and the
recovery of a substantial portion of the carrying amount of other real estate are susceptible to changes in market
conditions in this market area.

Loans Held-For-Sale

Loans held-for-sale include certain originated residential mortgage loans, certain SBA loans, and a pool
of indirect automobile loans at December 31, 2008 and 2007. The Company has the ability and intent to sell
loans classified as held-for-sale and those loans held-for-sale are recorded at the lower of cost or market on an
aggregate basis. Any loans initially determined to be held-for-sale and later transferred to the held for
investment portfolio are transferred at the lower of cost or market. For residential mortgage loans, this is
determined by outstanding commitments from investors for committed loans and on the basis of current
delivery prices in the secondary mortgage market for uncommitted loans, if any. For SBA loans, this is
determined primarily based on loan performance and available market information. For indirect automobile
loans, the market is determined based on evaluating the estimated market value of the pool being accumulated
for sale. There are certain regulatory capital requirements that must be met in order to qualify to originate
residential mortgage loans and these capital requirements are monitored to assure compliance. The Company
was in compliance with these requirements at December 31, 2008. :

Gains and losses on sales of loans are recognized at the settlement date. Gains and losses are
determined as the difference between the net sales proceeds, including the estimated value associated with
servicing assets or liabilities, and the net carrying value of the loans sold.

Capitalized Servicing Assets and Liabilities

‘The majority of the indirect automobile loan pools and certain SBA loans are sold with servicing
retained. When the contractually specific servicing fees on loans sold servicing retained exceed the estimated
costs to service those loans, a capitalized servicing asset is recognized based on fair value. When the estimated
costs to service loans exceed the contractually specific servicing fees on loans sold servicing retained, a
capitalized servicing liability is recognized based on fair value. Servicing assets and servicing liabilities are
amortized over the expected lives of the serviced loans utilizing the interest method. Management makes
certain estimates and assumptions related to costs to service varying types of loans and pools of loans, the
projected lives of loans and pools of loans sold servicing retained, and discount factors used in calculating the
present values of servicing fees prOJected to be received.

No less frequently than quarterly, management reviews the status of all loans and pools of loans sold
with related servicing assets to determine if there is any impairment to those assets due to such factors as earlier
than estimated repayments or significant prepayments. Any impairment identified in these assets will result in
reductions in their carrying values and a corresponding increase in operating expenses.
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Premises and Equipment

- Premises and equipment, including leasehold improvements, are stated at cost less accumulated
depreciation and amortization. Depreciation is computed using the straight-line method over an estimated
useful life of 20 to 39 years for buildings and three to 15 years for furniture and equipment. Leasehold
improvements are amortized using the straight-line method over the lease term or estimated useful life,
whichever is shorter.

Other Real Estate

Other real estate represents property acquired through foreclosure or deed in lieu of foreclosure in
satisfaction of loans. Other real estate is carried at the lower of cost or fair value less estimated selling costs.
Costs to complete houses foreclosed during construction are capitalized. Fair value is determined on the basis
of current appraisals, comparable sales, and other estimates of value obtained principally from independent
sources and may include an undivided interest in the fair value of other repossessed assets.. Any excess of the
loan balance at the time of foreclosure or acceptance in satisfaction of loans over the fair value less selling costs
of the real estate held as collateral is treated as a loan loss and charged against the allowance for loan losses.
Gain or loss on sale and any subsequent adjustments to reflect changes in fair value and selling costs are
recorded as a component of income. Based on appraisals, environmental tests, and other evaluations as
necessary, superior liens, if any, may be serviced or satisfied and repair or capltahzable expenditures may be
incurred in an effort to maximize recoveries.

Income Taxes

The Company files a consolidated Federal income tax return. Taxes are accounted for in accordance
with SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109”). Under the liability method of SFAS
No. 109, deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are recovered or settled. Under SFAS No.
109, the effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period
that includes the enactment date. The Company adopted FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes - an interpretation of SFAS No. 109” (“FIN 48™), effectlve January 1, 2007. See
“Recent Accounting Pronouncements” for the details.

Earnings Per Common Share

Earnings per share are presented in accordance with requirements of SFAS No. 128, “Earnings Per
Share.” Any difference between basic earnings per share and diluted earnings per share is a result of the
dilutive effect of stock options and warrants.

Share-based Compensation

The Company accounts for stock-based compensation under the fair value recognition provisions of
SFAS No. 123(R), “Share-Based Payment” (“SFAS No. 123(R)”). The Company adepted SFAS No. 123(R).
effective January 1, 2006 using the modified prospective method. Under the modified prospective application,
SFAS No. 123(R) applies to new awards and to awards modified, repurchased, or cancelled after January 1,
2006. The attribution of compensation costs for earlier awards will be based on the same method and on the
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same grant-date fair values previously determined for the pro forma disclosures required for companies that did
not adopt the fair value accounting method for stock-based employee compensation. Future levels of
compensation costs recognized related to stock-based compensation awards may be impacted by new awards
and/or modifications, repurchases, and cancellations of existing awards before and after the adoption of the
standard as well as possible future changes in the underlying valuation assumptions used in the Black-Scholes
Option Pricing model.

Fair Value

The Company measures or monitors some of its assets and liabilities on a fair value basis. Fair value is
used on a recurring basis for certain assets and liabilities in which fair value is the primary basis of accounting.
Additionally, fair value is used on a non-recurring basis to evaluate assets for impairment or for disclosure
purposes. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Depending on the nature of the
asset or liability, the Company uses various valuation techniques and assumptions when estimating fair value,
which are in accordance with SFAS No. 157 and FSP FAS 157-3, “Determining the Fair Value of a Financial
Asset When the Market forthat Asset is Not Active,” when applicable.

In accordance with SFAS No. 157, the Company applied the following fair value hierarchy:

Level 1 — Assets or liabilities for which the identical item is traded on an active exchange, such as
publicly-traded instruments or future contracts. ’

Level 2 — Assets and liabilities valued based on observable market data for similar instruments.

Level 3 — Assets or liabilities for which significant valuation assumptions are not readily observable in
the market; instruments valued based on the best available data, some of which is internally developed, and
c0n51ders risk prem1ums that a market part1c1pant would require.

When determining the fair Value measurement for assets and liabilities required or permitted to be
recorded at fair value, the Company considers the principal or most advantageous market in which it would
transact and considers assumptions that market participants would use when pricing the asset or liability. When
possible, the Company looks to active and observable markets to price identical assets or liabilities. When
identical assets and liabilities are not traded in active markets, the Company looks to market observable data for
similar assets and liabilities. Nevertheless, certain assets and liabilities are not actively traded in observable
markets and the Company must use alternative valuation techniques to derive a fair value measurement.

Recent Accounting Pronouncements

In March 2006, the FASB issued SFAS No. 156, “Accountmg for Servicing of Fmanmal Assets (“SFAS
No. 156”). This statement amended SFAS No. 140, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities,” with respect to the accounting for separately recognized servicing
assets and servicing liabilities. SFAS No. 156 requires companies to recognize a servicing asset or servicing
liability initially at fair value each time they undertake an obligation to service a financial asset by entering into
a servicing contract. The statement permits a company to choose either the amortized cost method or fair value
measurement method for each class of separately recognized servicing asset. This statement was effective as of
the beginning of a company’s first fiscal year after September 15, 2006. The adoption of SFAS No. 156 did not
have a material impact to the Company’s financial condition or statement of operations.
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In July 2006, the FASB issued FIN 48. This interpretation of SFAS No. 109 prescribes the minimum
recognition threshold a tax position is requ1red to meet before being recognized in the financial statements, as
well as criteria for subsequently recognizing, derecognizing and measuring such tax positions for financial
statement purposes. FIN 48 also requires expanded disclosure with respect to the uncertainty in income taxes.
In addition, FIN 48 removes income taxes from the guidance of SFAS No. 5, “Accounting for Contingencies.”

The Company adopted FIN 48 on January 1,2007. The total amount of uncertain tax benefits at December 31,
2008 was $150,000.

In September 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force
(“EITF”) on EITF Issue No. 06-5, “Accounting for Purchases of Life Insurance — Determining the Amount That
Could Be Realized in Accordance With FASB Technical Bulletin No. 85-4, Accounting for Purchases of Life
Insurance,” (“EITF No. 06-05”). EITF No. 06-05 indicates that the cash surrender value as well as additional
amounts included in the contractual terms of the policy that will be paid upon surrender of the policy should be
considered in determining the amount recognized as an asset. In addition, the amount that could be realized
under the insurance contract should be determined on assumed surrender at the individual policy or certificate
level, unless all are required to be surrendered as a group. In addition, fixed amounts recoverable in future
periods in excess of one year should be recorded at their present value. The Company adopted EITF No. 06-05
on January 1, 2007. There was no material impact on the Company’s financial condition or statement of
operations.

In September 2006, the FASB ratified the consensus on EITF issue No. 06-04, “Accounting for Deferred
Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements”
(“EITF No. 06-04”). EITF No. 06-04 requires recognition of a liability and related compensation costs for
endorsement split dollar life insurance policies that provide a benefit to an employee that extends to
postretirement periods. EITF No. 06-04 is effective as of a company’s first fiscal year after December 15, 2007,
and should be applied as a change in accounting principle through a cumulative-effect adjustment to retained
earnings or through retrospective application. The Company recorded a charge to retained earnings of $594,000
net of tax in the first quarter of 2008 and incurred expense in 2008 of approximately $212,000.

In September 2006, the Securities and Exchange Commission (“SEC”) released Staff Accounting
Bulletin (“SAB”) No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements™ (“SAB No. 108”). SAB 108 addresses the diversity in
quantifying financial statement misstatements and the potential to build up improper amounts on the balance
sheet. The bulletin requires that both a balance sheet approach and an income statement approach should be
used when quantifying and evaluating the materiality of a misstatement. It also contains guidance on correcting
errors under this dual approach. - It does not change the position in SAB No. 99 regarding qualitative
considerations in assessing materiality of misstatements. SAB No. 108 was effective as of a company’s first
fiscal year after November 15, 2006. The adoption of SAB No. 108 did not have a material impact on the
Company’s financial condltlon or statement of operations.

In October, 2008, FASB issued FSP FAS 157-3, “Determining the Fair Value of a Financial Asset When
the Market for That Asset Is Not Active.” The staff position addressed concerns among financial entities
regarding assets trading in markets that were at one time active but have subsequently become inactive. Under
FSP FAS 157-3, entities must take into account the facts and circumstances to determine whether the known
trades in an inactive market are reflective of orderly transactions that are not forced liquidations or distressed
sales. If an entity makes this determination, they can classify the assets as Level 3 of the fair value hierarchy
and use an appropriate valuation approach relying to an extent on unobservable inputs, and thus following the
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appropriate disclosures associated with a recurring Level 3 asset. This FSP was effective upon issuance. FSP
FAS 157-3 did not have a material effect on the Company’s financial position, and statement of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 1577).
This statement defines fair value, establishes a framework for measuring fair value, and expands disclosures
about fair value measurements. It does not require any new fair value measurements but applies whenever other
accounting pronouncements require or permit fair value measurements. The Company adopted this statement
effective January 1, 2008. There was no material impact on the Company’s financial condition and statement of
operations.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit
Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R)” (“SFAS No. 158”). This statement
requires the recognition of the overfunded or underfunded status of a defined benefit postretirement plan (other
than a multiemployer plan) as an asset or liability in the statement of financial position and recognition of
changes in that funded status in the year in which the changes occur through comprehensive income. It also
requires measurement of the funded status of the plan as of the date of the year-end statement of financial
position.. The Company adopted the statement effective January 1, 2007. There wasno material impact on the
Company’s financial condition or statement of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS No. 159”). This statement provides companies with an option to report selected
financial assets and liabilities at fair value in an effort to reduce both complexity in accounting for financial
instruments and the volatility in earnings caused by measuring related assets and liabilities differently. It also
establishes presentation and disclosure requirements designed to facilitate comparisons between companies that
choose different measurement attributes for similar types of assets and liabilities. The Company adopted this
statement effective January 1, 2008. There was no material impact on the Company’s financial condition and
statement of operations.

In January 2009, the FASB issued FSP Emerging Issues Task Force (“EITF”) 99-20-1, “Amendments to
the Impairment Guidance of EITF Issue No. 99-20” (“FSP EITF 99-20-1). This FSP amends the impairment
(and related interest income measurement) guidance in EITF Issue No. 99-20, “Recognition of Interest Income
and Impairment on Purchased Beneficial Interest and Beneficial Interests That Continue to Be Held by a
Transferor in Securitized Financial Assets,” (“EITF 99-20”) to achieve more consistent determination of
whether an other-than-temporary impairment has occurred for debt securities classified as available-for-sale or
held-to-maturity. FSP EITF 99-20-1 aligns itself more closely with the requirements of SFAS No. 115,
“Accounting for Certain Investments in Debt and Equity Securities,” as it no longer requires exclusive reliance
on market participant assumptions regarding future cash flows. Instead, companies with securities that qualify
under the requirement of EITF 99-20 are permitted to use management judgment regarding the probability of
collecting all cash flows along with market participant data in making other-than-temporary impairment
determinations. FSP EITF 99-20-1 is effective for the first interim or annual reporting period ending after
December 15, 2008. The Company adopted FSP FAS EITF 99-20-1, as required, in the fourth quarter of 2008
with no material impact on its results of operations, financial position, and liquidity.

In December 2008, the FASB issued FSP No. 140-4 and FIN 46(R)-8, “Disclosures by Public Entities
(Enterprises) about Transfers of Financial Assets and Interests in Variable Interest Entities” (“FSP FAS 140-4
and FIN 46(R)-8"). The objective of this FSP is to provide financial statement users with more information on
a transferor’s continuing involvement with transfers of financial assets and public companies’ involvement with
variable interest entities. FSP FAS 140-4 and FIN 46(R)-8 also requires disclosures by public companies that
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(a) sponsor a qualifying special-purpose entity (“SPE”) that holds a variable interest in the qualifying SPE but
was not the transferor of financial assets to the qualifying SPE and (b) service a qualifying SPE that holds a
significant variable interest in the qualifying SPE but was not the transferor of financial assets to the qualifying
SPE. FSP FAS 140-4 and FIN 46(R)-8 is effective for the first interim or annual reporting period ending after
December 15, 2008. The Company adopted FSP FAS 140-4 and FIN 46(R)-8, as required, in the fourth quarter
of 2008 with no material impact on its results of operations, financial position, and liquidity.

In September 2008, the FASB issued FSP No. 133-1 and Financial Interpretation (“FIN) 45-4,
“Disclosures about Credit Derivatives and certain Guarantees: An Amendment of FASB Statement No. 133
and FASB Interpretation No. 45; and Clarification of the Effective Date of FASB Statement No. 161 (“FSP
FAS 133-1 and FIN 45-4”). The intention of this FSP is to enhance disclosures about credit derivatives by
requiring additional information about the potential adverse effects of changes in credit risk on the financial
position, financial performance, and cash flows of the sellers of credit derivatives. It amends SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities” and FASB Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indebtedness to Others,” by requiring
disclosures by sellers of credit derivatives, including credit derivatives embedded in hybrid instruments, as well
as disclosures about the current status of the payment/performance risk of a guarantee. FSP FAS 133-1 and FIN
45-4 clarifies the disclosures required by Statement 161 should be provided for any reporting period beginning
after November 15, 2008. This FSP is effective for annual or interim reporting periods ending after November
15, 2008. The Company adopted FSP FAS 133-1 and FIN 45-4, as required, in the fourth quarter of 2008 with
no material impact on its results of operations, financial position, and liquidity.

2. Regulatory Matters

The Board of Governors of the Federal Reserve System (the “FRB”) is the primary regulator of FSC, a
bank holding company. The Bank is a state chartered commercial bank subject to Federal and state statutes
applicable to banks chartered under the banking laws of the State of Georgia and to banks whose deposits are
insured by the Federal Deposit Insurance Corporation (the “FDIC”), the Bank’s primary Federal regulator. The
Bank is a wholly-owned subsidiary of FSC. The FRB, the FDIC, and the Georgia Department of Banking and
Finance (the “GDBF”) have established capital adequacy requirements as a function of their oversight of bank
holding companies and state chartered banks. Each bank holding company and each bank must maintain certain
minimum capital ratios.

The Bank’s primary Federal regulator is the FDIC and the GDBEF is its state regulator. The FDIC and
the GDBF examine and evaluate the financial condition, operations, and policies and procedures of state
chartered commercial banks, such as the Bank, as part of their legally prescribed oversight responsibilities.
Additional supervisory powers and regulations mandated by the Federal Deposit Insurance Corporation
Improvement Act of 1991 (“FDICIA”) include a “prompt corrective action” program based upon five regulatory
categories for banks in which all banks are placed, largely based on their capital positions. Regulators are
permitted to take increasingly harsh action as a bank’s financial condition declines. Regulators are also
empowered to place in receivership or require the sale of a bank to another institution when a bank’s capital
leverage ratio reaches 2%. Better capitalized institutions are subject to less onerous regulation and supervision
than banks with lesser amounts of capital.

To implement the prompt corrective action provisions of FDICIA, the FDIC has adopted regulations
placing financial institutions in the following five categories based upon capitalization ratios: (i) a “well
capitalized” institution has a total risk-based capital ratio of at least 10%, a Tier 1 risk-based ratio of at least 6%
and a leverage ratio of at least 5% and is not subject to an enforcement action requiring it to maintain a specific
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level of capital; (ii) an “adequately capitalized” institution has a total risk-based ratio of at least 8%, a Tier 1
risk-based ratio of at least 4% and a leverage ratio of at least 4% (or 3% if it received a CAMELS composite
rating of 1 and is not experiencing significant growth); (iii) an “undercapitalized” institution has a total risk-
based ratio of under 8%, a Tier 1 risk-based ratio of under 4% or a leverage ratio of under 4% ( or 3% in certain
circumstances); (iv) a “significantly undercapitalized” institution has a total risk-based ratio of under 6%, a Tier
1 risk-based ratio of under 3% or leverage ratio of under 3%; and (v) a “critically undercapitalized” institution
has a leverage ratio of 2% or less. Institutions in any of the three undercapitalized categories are prohibited
from declaring dividends or making capital distributions. The regulations also establish procedures for
“downgrading” an institution to a lower capital category based on supervisory factors other than capital.

Capital leverage ratio standards require a minimum ratio of Tier 1 capital to adjusted total assets
(“leverage ratio”) for the Bank of 4.0%. Institutions experiencing or anticipating significant growth or those
with other than minimum risk profiles may be expected to maintain capital above the minimum levels.

In December 2008, Fidelity Bank signed a memorandum of understanding (“MOU”) with the GDBF
and the Federal Deposit Insurance Corporation (the “FDIC™). The MOU, which relates primarily to the Bank’s
asset quality and loan loss reserves, requires that the Bank submit plans and report to the GDBF and the FDIC
regarding its loan portfolio and profit plans, among other matters. The MOU also requires that the Bank
maintain its Tier 1 Leverage Capital ratio at not less than 8% and an overall well-capitalized position as defined
in applicable FDIC rules and regulations during the life of the MOU. Additionally, the MOU requires that,
prior to declaring or paying any cash dividends to the company, the Bank must obtain the prior written consent
of the GDBF and the FDIC.

The following table sets forth the capital requirements for the Bank under FDIC regulations and the
Bank’s capital ratios at December 31, 2008 and 2007:

FDIC Regulations December 31,
Adequately ~ Well _ .
Capital Ratios Capitalized _Capitalized 2008 2007
LEVETAZE. ....ovveverereeereerssensssesssssssssnssnes 4.00% 5.00%% 9.97% 8.10%
Risk-Based Capital: .
THET Larierieeieeeecie e esenenie 4.00 6.00 11.01 8.60
Total i 8.00 10.00 12.92 10.29

(1) 8% required by memorandum of understanding

The FRB, as the primary regulator of FSC, has established capital requirements as a function of its
oversight of bank holding companies.
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The following table depicts FSC’s capital ratios at December 31, 2008 and 2007, in relation to the
minimum capital ratios established by the regulations of the FRB (dollars in thousands):

December 31, 2008 December 31, 2007
Amount Percent Amount Percent
Tier 1 Capital:
ACtUALl..ooiiiiiiiiec e $173,303 11.10 % $132,637 8.43 %
MIDNITUD o 63,018 4.00 62,954 4.00
EXCESS uviivreetreereeriieecveneeesieerveeninee $110,285 7.10 % $ 69,683 4.43 9,
Total Risk-Based Capital:
Actual.....oooiiiieiiieeieeee e $213406 = 13.67% $181,567 11.54 9,
MINIMUI ..o 126,037 8.00 125,909 8.00
EXCESS wvvieiiiviee e eeereeieeeens $ 87,369 5.67 % $ 55,658 3.54 %
Tier 1 Capital Leverage Ratio:
ACtal. ..ot 10.04 % 7.93 %
MINIMUM e evree e e 4.00 4.00
EXCESS wvvvveeviinrienreertveenrieesreenaeesneeseeens 6.04 % 3.939%

On March 1, 2005, the FRB announced the adoption of a rule entitled “Risk Based Capital Standards:
Trust Preferred Securities and the Definition of Capital” (“Rule”) regarding risk-based capital standards for
bank holding companies (“BHCs”) such as FSC. The Rule provides for a five-year transition period, with an
effective date of March 31, 2009, but requires BHCs not meeting the standards of the Rule to consult with the
FRB and develop a plan to comply with the standards by the effective date.

The Rule defines the restricted core capital elements, including trust preferred securities, which may be
included in Tier 1 capital, subject to an aggregate 25% of Tier 1 capital net of goodwill limitation. Excess
restricted core capital elements may be included in Tier 2 capital, with trust preferred securities and certain
other restricted core capital elements subject to a 50% of Tier 1 capital limitation. The Rule requires that trust
preferred securities be excluded from Tier 1 capital within five years of the maturity of the underlying junior
subordinated notes issued and be excluded from Tier 2 capital within five years of that maturity at 20% per year
for each year during the five-year period to the maturity. The Company’s first junior subordinated note matures
in March 2030.

The Company’s only restricted core capital elements consist of $65.5 million in trust preferred securities
issues and $1.3 million in other identifiable intangibles; therefore, the Rule has a minimal impact on our capital
ratios, financial condition, or operating results. The trust preferred securities are eligible for our regulatory Tier
1 capital, with a limit of 25% of the sum of all core capital elements. All amounts exceeding the 25% limit are
includable in our regulatory Tier 2 capital.
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3. Investment Securities

Investment securities at December 31, 2008 and 2007, are summarized as follows (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost .Gains Losses Value
Securities available-for-sale at December 31, 2008:
U.S. Treasury securities and obligations of U.S. '
Government corporations and agencies.............. $ 9,830 $ 124 $ - $ 9954
Municipal SECUTIties .....c.cooevrerrverecerecireeerererernes 15,222 52 (8990) 14,384
Mortgage backed securities..........ccoooveeveevrireevennnnne 101,547 2,864 - 104,411
TOtal oo et $126,599 $3,040 $ (890 $128,749
Securities held-to-maturity at December 31, 2008:

Mortgage backed securities.........ccceeveerevrinrireneennnnn, $ 24,793 $ 674 $ — $ 25,467
Securities available-for-sale at December 31, 2007:

U.S. Treasury securities and obligations of U.S.

Government corporations and agencies.............. $ 5,000 $ 7 $ - $ 5,007
Municipal SECUTILIES ....vevvvereeierisierierirrereeereesreeeen 10,985 131 (66) 11,050
Mortgage backed securities...........ccceovevrrrvenrrernennen 88,461 104 (1,473) 87,092
TOtal..eoveec s $104,446 $242 $(1,539) $103,149

Securities held-to-maturity at December 31, 2007:
Mortgage backed securities...........ccceoerrreieveervernen. $ 29,064 $ 10 $ (34D $ 28,727

The Bank had a $5.0 million security called in both 2008 and 2007. A gross gain of $2,000 was
recognized on the security called in 2007. Securities totaling $4.4 million were sold in 2008 of which $4.1
million were held-for-sale. Proceeds received were $5.4 million for a gross gain of $1.3 million. There were no

sales of investment securities in 2007 and 2006. There were no investments held in trading accounts during
2008, 2007, or 2006. |

The following table depicts the amortized cost and estimated fair value of investment securities at
December 31, 2008 and 2007.

December 31, 2008 December 31, 2007 .
Amortized ' Amortized
Cost Fair Value Cost Fair Value
Available-for-Sale ‘
U.S. Treasury securities and obligations
of U.S. Government corporations and
AZENCIES 1vevviriieee it eeeeeveereeeeensenne $ 9,830 $ 9,954 $ 5,000 $ 5,007
Municipal SECUITtIES........ovevicvieeereiiveerennns 15,222 14,384 10,985 11,050
Mortgage backed securities...........ccceuenen. 101,547 104,411 88,461 87,092
Total..oeeeiicreieceee e $126,599 $128,749 $104,446 $103,149
Held-to-Maturity
Mortgage backed securities.............c.c.c..... $ 24,793 $ 25,467 $ 29,064 $ 28,727
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The following table reflects the gross unrealized losses and fair values of investment securities with
unrealized losses at December 31, 2008 and 2007, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss and temporarily impaired position (dollars in
thousands): ‘

12 Months or Less More Than 12 Months
Fair Unrealized Fair Unrealized
Value Losses Value Losses
Available-for-Sale at December 31, 2008 o ‘ '
U.S. Government corporations and
AENCIES ..o 8 - $ - s - -8 -
Municipal SECUTItes ........covoviierrieerereceerienenn, 11,218 890 - -
Mortgage backed securities............oueveveene. - — ‘ - : -~
TOtal ..o $11,218 $890 $ - $ -
Held-to-Maturity at December 31, 2008
Mortgage backed securities.........cc.cvvennenn.. - 8 - $ - $ — $ -
Available-for-Sale at December 31, 2007
U.S. Government corporations and
AZENCIES ..vvvereererreraa, FOSRURUN $ - $ - $ - $ -
Municipal SECUTItiEs ........ccoverrvmererreecerenaenae 5,805 66 - -
Mortgage backed securities.......................... - — 167,890 1,473
TOtAl .ot o $ 5,805 $ 66 $67,890 $1,473
Held-to-Maturity at December 31, 2007
Mortgage backed securities...........oouvvieeennn, $ - $ - $28,191 $ 347

Declines in fair value of held-to-maturity and available-for-sale securities below their cost that are
deemed to be other than temporary are reflected in earnings as realized losses. In estimating other-than-
temporary impairment losses, management considers, among other things, (i) the length of time and the extent
to which the fair value has been less than cost, (ii) the financial condition and near-term prospects of the issuer,
and (iii) the financial conditions and near term prospects of the insurer, if applicable, (iv) the intent and ability
of the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated
recovery in fair value. '

~ Certain individual investment securities were in a continuous unrealized loss position at December 31,
2008 and 2007, for 10 months and 37 months, respectively. However, all these investment securities at
December 31, 2008, were municipal securities and the unrealized loss positions resulted not from credit quality
issues, but from market interest rate increases over the interest rates prevalent at the time the securities were
purchased, and are considered temporary. At December 31, 2008, the Company had unrealized losses of
$890,000 related to 16 individual municipal securities purchased during 2008, all of which are gerieral
obligations of the municipalities. In determining other-than-temporary losses on municipal securities,
management primarily considers the credit rating of the municipality itself as the primary source of repayment
and secondarily the financial viability of the insurer of the obligation.
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Also, as of December 31, 2008, management had the ability and intent to hold the temporarily impaired
securities for a period of time sufficient for a recovery of cost. Accordingly, as of December 31, 2008,
management believes the impairments detailed in the table above are temporary and no impairment loss has
been recognized in the Company’s Consolidated Statements of Income.

Investment securities with a carrying value aggregating approximately $150 million and $122 million at
December 31, 2008 and 2007, respectively, were pledged as collateral for: (i) public deposits with pledged
amounts totaling $76 million and $74 million, respectively; (ii) securities sold under overnight agreements to
repurchase with pledged amounts totaling $54 million and $33 million, respectively; (iii) collateral for certain
short-term and long-term fixed rate laddered maturity borrowings with pledged amounts totaling approximately
zero and $14 million, respectively, (iv) collateral pledged for advances from the Federal Home Loan Bank of
Atlanta, $19 million and zero, respectively, and (v) for other purposes required by law with pledged amounts
totaling $755,000 and $829,000, respectively. :

4. Loans

Loans outstanding, by classification, are summarized as follows, net of deferred loan fees and expenses
of $1.9 million and $1.0 million at December 31, 2008 and 2007, respectively (dollars in thousands):

December 31,
2008 2007

Commercial, financial and agricultural...........ccocccvvivinnnnnne. $ 145,496 $ 116,560
Real estate-mortgage-commercial ..........cccevviverveiineenininnnens - 202,516 189,881

Total COMMELCIAL ....voveeeviierenrereieere e seeieeseenenes 348,012 306,441
Real estate-coNSIruCtiON ......ccceeevveeneeeieeinninniinneineeeeeenis 245,153 282,056
Real estate-mortgage-residential..........cccooveiveniininiinncnnnns 115,527 93,673
Consumer iNStAlIMENT .......c..evreverreererereeriecescieasseaesssssenaenns 679,330 706,188

TOtAl 10ANS ....eeviiieeeiereeeietertere e eeste st s sres bbb 1,388,022 1,388,358
Less: Allowance for 1oan 108S€S.......ccccccvvvieneiiniiinninniinnnnn. (33,691) (16,557)

Loans, net Of AllOWANCE. .......rrvvvrreeerssiereessereresnneseenns '$1,354,331  $1,371,801

Loans held-for-sale at December 31, 2008 and 2007, totaled approximately $56 million and $64 million,
respectively, of which $15 million and $38 million, respectively, were indirect automobile loans; and $40
million and $24 million were SBA loans at December 31, 2008 and 2007, respectively; and $1 million and $1.
million, respectively, were residential mortgage loans. The Bank was servicing for others 19,855 and 21,330
indirect automobile loans on December 31, 2008 and 2007, respectively, totaling $238 million and $282
million, respectively. The Bank was also servicing 121 SBA loan sales or participations totaling $72 million at
December 31, 2008, and 113 SBA loan sales or participations totaling $62 million at December 31, 2007.

Approximately $64 million and $68 million in commercial loans secured by real estate; $49 million and
$42 million in home equity lines of credit and second mortgage loans on residential real estate; and $35 million
and $24 million in residential first mortgage real estate loans were pledged to the Federal Home Loan Bank of
Atlanta (the “FHLB”) at December 31, 2008 and 2007, respectively, as collateral for borrowings. In addition,
there were $1 million and $164,000 in multifamily first mortgage real estate loans pledged to the FHLB at
December 31, 2008 and 2007, respectively. Approximately $218 million and $128 million in indirect
automobile loans were pledged to the Federal Reserve Bank of Atlanta at December 31, 2008 and 2007,
respectively, as collateral for potential Discount Window contingent borrowings.
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Loans in nonaccrual status totaled approximately $98 million, $14 million, and $5 million at December
31, 2008, 2007 and 2006, respectively. The average recorded investment in impaired loans during 2008, 2007,
and 2006 was approximately $68 million, $13 million, and $4 million, respectively. If such impaired loans had
been on a full accrual basis, interest income on these loans would have been approximately $1.6 million,
$188,000, and $133,000, in 2008, 2007, and 2006, respectively.

Loans totaling approximately $17 million, and $8 million, were transferred to other real estate in 2008,
and 2007, respectively.

The Bank has loans outstanding to various executive officers, directors, and their related interests.
Management believes that all of these loans were made in the ordinary course of business on substantially the -
same terms, including interest rate and collateral, as those prevailing at the time for comparable transactions
with other customers, and did not involve more than normal risks. The following is a summary of activity
during 2008 for such loans (dollars in thousands):

Loan balances at January 1, 2008 ............ccccoevvevvevevineecieceeenene SRR - $1,392

9
NEW 10aNS.....ccoiieiiieiiceeeceecee e e : 320
Less — Loan repayments............cccceeenuene. et ee et e s eesseeesadesannessneed (103)
Loan balances at December 31, 2008.................. et rrerereee e ee i reenrbeesnrtaeen $1,609

The following is a summary of activity in the allowance for loan losses (dollars in thousands):

December 31,

2008 2007 2006
Balance at beginning of year ...........ccocceerveverrenns.n, $ 16,557 $14,213 $12,912
Provision for 10an 10SSES...........cccvvvvvivivevveineesini e 36,550 8,500 3,600
Loans charged off ............cccoooeviveriviecicce, . (20,575) (7,517) (3,689)
Recoveries on loans charged off.............................. 1,159 1,361 1,390
Balance at end of year ...........ccoooovveiieveecieeienen, $ 33,691 $16,557 $14,213

Impaired loans are summarized as follows at December 31, 2008 and 2007 (dollars in thousands):

December 31,

2008 2007
Impaired loans with related allowance for loan losses
calculated under SFAS No. 114......cooviviiniriiinnn. $ 97,851 $17,591
Impaired loans with no related allowance for loan losses
calculated under SFAS No. 114......coovvvivivivieiinrernnien. 16,993 11,544
Total impaired 10ans .........cccoveeviiieinennienieeceeens $114,844 $29,135
Valuation allowance related to impaired loans................... $ 9,940 $ 1,310
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The average impaired loans and interest income recognized are summarized below (dollars in
thousands):

For the Years Ended December 31,

2008 2007 2006
Average impaired 10ans®) ..........c..ccoooervriienrrninnienens $68,531 $18,007 $24,958
Interest income recognized on impaired loans............... $ 596 $ 1,845 $ 1,938
Cash basis interest recognized on impaired loans.......... 4 $ - $ - § 128

(1) Average based on end of month outstandings

5. Other Real Estate

There was no other real estate subject to a long-term first mortgage at December 31, 2008. There were
write-downs totaling $2.4 million in 2008 and $85,000 in 2007 on other real estate owned recorded in other
operating expenses. There were no write-downs on other real estate owned during 2006. There were proceeds
from sales of approximately $7.6 million, $1.2 million, and $376,000 from other real estate owned by the
Company in 2008, 2007, and 2006, respectively, resulting in net gains on sales of $197,000, $118,000 and
$112,000 in 2008, 2007 and 2006, respectively.

Real estate owned consisted of the following (dollars in thousands):

December 31,

2008 2007
Commercial.......oocovviveveievieieerenenn. $ 837 $1,577
Residential ........cccoevevvemiveeiniinenenn 9,197 2,652
LOES woiiveeeereeetr ettt r e e 7,113 3,163
Gross other real estate................ 17,147 7,392
Valuation allowance ....................... (2,084) (85)
Total real estate owned............ $15,063 $7,307

Gains on sales and capitalized costs related to real estate owned are summarized below (dollars in
thousands): '

For the Years Ended December 31,

2008 2007 2006
Net gains on sales of real estate owned........ $197 $118 $112
Capitalized costs of real estate owned.......... $821 $367 $ —
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6. Premises and Equipment
Premises and equipment are summarized as follows (dollars in thousands):

December 31,

2008 2007
Land.....ooeevureeenreeecenieeenisesssensieoe, e $ 481 $ 5,051
Buildings and improvements................cocoeevveeeereveeeeeieeeseeeeee e 17,217 14,983
Furniture and eqUuipment .............c.coevevueveeiereeeeeeeeeee e, 16,865 16,650

38,903 36,684
Less accumulated depreciation and amortization........... e (19,592) (17,863)
Premises and eqUIPMENt, NEL..........ovevevemeerereeeeeeeeeeeeeeeeeeeeeeesereseseseeens $ 19,311 $ 18,821

7. Deposits

- Time deposits over $100,000 as of December 31, 2008 and 2007, were approximately $318 million and
$285 million, respectively. Maturities for time deposits over $100,000 as of December 31, 2008, in excess of
one year are as follows: $43 million in one to two years, $2 million in two to three years, and $3 million in
three to five years. Related interest expense was $14 million, $16 million, and $12 million for the years ended
December 2008, 2007, and 2006, respectively. Included in demand and money market deposits were NOW
accounts totaling $94 million, $119 million, and $88 million at December 31, 2008, 2007, and 2006,
respectively.

Brokered deposits obtained through investment banking firms under master certificates totaled
approximately $190 million, $137 million, and $132 million as of December 31, 2008, 2007, and 2006,
respectively, and were included in other time deposits. Brokered deposits outstanding at December 31, 2008,
were acquired in 2008, 2007 and 2005 and had original maturities of 9 to 60 months. Brokered deposits
outstanding at December 31, 2007, were acquired in 2007, 2006 and 2005 and had original maturities of 12 to
60 months. The weighted average cost of brokered deposits at December 31, 2008, 2007, and 2006, was 4.27%,
5.02%, and 4.60%, respectively, and related interest expense totaled $7.4 million, $5.9 million, and $5.5 million
during 2008, 2007, and 2006, respectively.
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8. Short-Term Borrowings

Short-term debt is summarized as follows (dollars in thousands):

December 31,
2008 2007

Unsecured overnight Federal funds purchased from commercial banks at an average rate ‘

01 3.85% at December 31, 2007 .....ooeiies et et ee e $ - $ 5,000
Overnight repurchase agreements primarily with commercial customers at an average rate

of 1.78% and 1.53% at December 31, 2008 and 2007, respectively .........ccccoeererereennnn. g 52,517 23,954
FHLB collateralized borrowing with a fixed rate of 4.56% at December 31, 2007 and a

maturity date of January 30, 2008 ..........cccoeeevrereennnrnn, et e e er et enr——eia—reesitessettesrnaeeens - 20,000
FHLB collateralized borrowing with a fixed rate of 4.58% at December 31, 2007 and a

maturity date of February 19, 2008 ...........ccoovoeievviniciirieereceeeeree v sve v - 15,000
FHLB collateralized borrowing with a fixed rate of 2.44% at December 31, 2008, and a

maturity date of APril 3, 2009 .......cooveiiiiiiieect et 2,500 -
Fixed rate debt collateralized with mortgage backed securities with an interest rate of

3.90% maturing November 17, 2008.......ccceeoiiioieericeeieeeeerre e seesereesssesteessssessaessseens » - 7,000
Fixed rate debt collateralized with mortgage backed securities with an interest rate of

3.71% maturing December 11, 2008 .........cccocieierreiriirrreniererereeeeeseereeeese e saesre e eveenas - 5,000
Other ShOrt-term DOTTOWINGS. ....c..ccveiieieieiiieresterreste e ereeeete e eseereeeesssieenesesestsesesreereensenens 55,017 70,954

TOMAL e eeee e eeees e eeees s eeses e eee e esee s e ee e ees e eee e e $55,017  $75,954

Short-term borrowings mature either overnight or on a remaining fixed maturity not to exceed one year.
Overnight repurchase agreements consist primarily of balances in the transaction accounts of commercial
customers swept nightly to an overnight investment account. All short-term repurchase agreements are
collateralized with investment securities having a market value equal to or greater than, but approximating, the
balance borrowed. Term fixed rate advances with the FHLB are collateralized with pledged qualifying real
estate loans. A daily rate line of credit advance with the FHLB is a line collateralized with pledged qualifying
real estate loans which may be increased or decreased daily and may be drawn on to the extent of available
pledged collateral. It reprices daily and bears a rate comparable to that of overnight Federal funds. At
December 31, 2008 and 2007, the Company had a collateralized line of credit with the FHLB, which required
loans secured by real estate, investment securities or other acceptable collateral, to borrow up to a maximum of
approximately $176 million and $169 million, respectively, subject to available qualifying pledged collateral.
At December 31, 2008 and 2007, the Company had a contingent line of credit collateralized with consumer
loans with the Federal Reserve Bank of Atlanta Discount Window. In addition, the Company had an unused
term repurchase line available with another financial institution at December 31, 2008 and 2007, the borrowing
amount is dependent upon the market value of securities available to transfer and the agreed upon Buyer’s
Margin Amount, as defined in the repurchase line. The Company had securities with an aggregate market value
of $650,000 and $9 million available under the repurchase line at December 31, 2008 and 2007, respectively.
Finally, the Company had $37 million and $62 million, respectively, in total unsecured Federal funds lines
available with various financial institutions as of December 31, 2008 and 2007. The weighted average rate on
short-term borrowings outstanding at December 31, 2008, 2007, and 2006, was 1.81%, 3.44% and 4.10%,
respectively.
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9. Subordinated Debt and Other Long-Term Debt
Subordinated Debt and Other Long-term Debt are summarized as follows (dollars in thousands):

December 31,
2008 © 2007

Subordinated Debt

Fixed rate 30-year capital pass-through securities with interest at 10.875%, payable semi-
annually, redeemable in whole or part on or after March 8, 2010, at a declining redemption
price ranging from 105.438%6 10 100%0.......couvereueeeeeiiriiieceicece st eeeeeeneeseseeeeseseseeeans $ 10,825 $10,825

Fixed rate 30-year trust preferred securities with interest at 11.045%, payable semi-annually,
redeemable in whole or part on or after July 19, 2010, at a declining redemption price
‘ranging from 105.523% t0 100%.....cccrvvurreirririniniriereretce et sttt eseeaeneseseaen 10,309 10,309

Floatmg rate 30-year capital securities with interest adjusted quarterly at three-month LIBOR
plus 3.10%, with a rate at December 31, 2008 and 2007, of 4.57% and 7.96%,
respectively, with interest payable quarterly, redeemable in whole or part on or after June
26,2008, at a redemption price of 100%........ peeieereereerseteareraaeoteat e tentesteeteene st eenneaeneeneaeeeresreras 15,464 15,464

Floating rate 30-year capital securities with interest adjusted quarterly at three-month LIBOR
plus 1.89%, with a rate at December 31, 2008 and 2007, of 3.76% and 6.88%,
respectively, with interest payable quarterly, redeemable in whole or part on or after March
17,2010, at a redemption Price Of 100%0. .........c.ovveuerereremreeerereesiesieeeeeseeseseeesieeseseeseeesesesnenes 10,310 10,310

Floating rate 30-year capital securities with interest fixed at 6.62% until September 15, 2012,
when the interest rate will become variable and adjusted quarterly at three-month LIBOR
plus 1.40%, with interest payable quarterly, redeemable in whole or part on or after
September 15, 2012, at a redemption price of 100%. ..........v.eveveeveeeeeereeerererieresesresessresseresans 20,619 20,619

Subordinated debt............ et e et et e be et e bt e be e eeteebeesasertreseestesbean eerireerea et et 67,527 67,527
Long-Term Debt

FHLB three year European Convertible Advance with interest at 4.06% maturing November 5
2010, with a one-time FHLB conversion option to reprice to a three-month LIBOR-based ’
floating rate at the end 0f ONE YEAT ........c.eivivrreiceiirieiecece et see e 25,000 25,000

b

FHLB four year Fixed Rate Advance with interest at 3.2875% maturing March 12, 2012............ 5,000 -

FHLB five year European Convertible Advance with interest at 2.395% maturing March 12,
2013, with a one-time FHLB conversion option to reprice to a three-month LIBOR-
based floating rate at the end of two years .................. et ettt ne s saeaeas 5,000 -

FHLB five year European Convertible Advance with interest at 2.79% maturing March 12,
2013, with a one-time FHLB conversion option to reprice to a three-month LIBOR-
. based floating rate at the end Of thIee YEAIS ......c.cueiueviieeeeeeeeeeeeeeeesesee e eeeresesesesese e 5,000 -

FHLB four year Fixed Rate Credit Advance with interest at 3.24% maturing April 2, 2012......... 2,500 -

FHLB five year European Convertible Advance with interest at 2.40% maturing April 3, 2013,
with a one-time FHLB conversion option to reprlce to a three-month LIBOR-based
floating rate at the €Nnd OF tWO YEALS..........ccevrieiereriterecesecte et e e eeseseesssassessrans 2,500 -

FHLB two year Fixed Rate Credit Advance with interest at 2.64% maturing April 5, 2010 ......... 2,500 —
LONG-EITN AEDL ...ttt ettt ee e s e e e s teeeeneerereeesaeeea 47,500 25,000
Total subordinated debt and 1ong-term debt................coviviveimieeieeirie oo eeeeeee e es e eseis $115,027 $92,527
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Subordinated debt and other long-term debt note maturities as of December 31, 2008, are summarized as
follows (dollars in thousands): :

‘ Amount
2000, ettt ettt ettt e et e e e e e a e e s e e e a e ebeesaaesrnaeseee e beeereans $ 27,500
20T T ettt et e e et e et e et e eat e e b e e et e et e nr e et eeateena e raeetaaeneeanaetaen -
2002ttt e e e e e re e e aa e eb e e e b e e e b e e eteesabaeeraesbneenrrens 7,500
2003 ettt ee e et e e be e beeeeaeeebaeataeaare e sreeaneeebaesaraesnsaaen 12,500
OT4 ettt e er e et e e ta e sbt e e ra e e raeetteseraesnanenaee e rae e -
RO CATIET .ottt e e bar e e e e s rarae e e e ssabssaeae e e s meeeeeeaennnne 67,527

TOtal....eeeeeeee e $115,027

The equity investments in the subsidiaries created to issue the obligations, the obligations themselves,
and related dividend income and interest expense are reported on a deconsolidated basis in accordance with
FASB Interpretation No. 46, “Consolidation of variable Interest Entities, an Interpretation of ARB No. 51
(Revised),” with the investments in the amount of $2 million reported as other assets and dividends included as
other noninterest income. The obligations, including the amount related to the equity investments, in the
amount of $67.5 million are reported as subordinated debt, with related interest expense reported as interest on
subordinated debt.

The Company has five business trust subsidiaries that are variable interest entities, FNC Capital Trust I
(“FNCCTYI”), Fidelity National Capital Trust I (“FidNCTI"), Fidelity Southern Statutory Trust I (“FSSTI”),
Fidelity Southern Statutory Trust II (“FSSTII”) and Fidelity Southern Statutory Trust III (“FSSTIII™)
(collectively, the “Trust Subsidiaries”). During 2000, FNCCTI and FidNCTI and during 2003, 2005, and 2007
FSSTI, FSSTII, and FSSTIII, respectively, issued common securities, all of which were purchased and are held
by the Company, totaling $2 million and are classified by the Company as other assets and trust preferred
securities totaling $67.5 million classified as subordinated debt, which were sold to investors, with 30-year
maturities. In addition, the $2 million borrowed from the business trust subsidiaries to purchase their respective
common securities are classified as subordinated debt. The trust preferred securities are callable by the business
trust subsidiaries on or after defined periods. The trust preferred security holders may only terminate the
business trusts under defined circumstances such as default, dissolution, or bankruptcy. The trust preferred
security holders and other creditors, if any, of each business trust have no recourse to the Company and may
only look to the assets of each business trust to satisfy all debts and obligations.

The only assets of the Trust Subsidiaries are subordinated debentures of the Company, which were
purchased with the proceeds from the issuance of the common and preferred securities. FNCCTI and FidNCTI
have fixed interest rates of 10.875% and 11.045%, respectively, while FSSTI and FSSTII have current interest
rates of 4.57% and 3.76%, respectively, and reprice quarterly at interest rates set at 3.10% and 1.89%, -
respectively, over three-month LIBOR. FSSTIII currently has a fixed rate of 6.62% until September 15, 2012
when it will be repriced quarterly at 1.40% over three-month LIBOR. The Company makes semi-annual -
interest payments on the subordinated debentures to FNCCTI and FidNCTT and quarterly interest payments to
FSSTI, FSSTII, and FSSTIII which use these payments to pay dividends on the common and preferred
securities. The trust preferred securities are eligible for regulatory Tier 1 capital, with a limit of 25% of the sum
of all core capital elements. All amounts exceeding the 25% limit are includable in regulatory Tier 2 capital in
the aggregate amount of 50% of the sum of all core capital elements (see Note 2 — “Regulatory Matters™).
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In November 2005, the Company entered into a $25 million 5-year FHLB European Convertible
Advance collateralized with pledged qualifying real estate loans and maturing November 3, 2010, with interest
at 4.38%, with a one-time FHLB conversion option at the end of the second year. Under the provisions of the
advance, the FHLB converted the advance into a three-month LIBOR-based floating rate advance effective
November 5, 2007, at which time the Company terminated the agreement without penalty. To replace this
borrowing, on November 5, 2007, the Company entered into a $25 million three year FHLB European
Convertible Advance collateralized with pledged qualifying real estate loans and maturing November 5, 2010.
The advance bears interest at 4.06% with a one time FHLB conversion option in November, 2008 which was
not exercised. Under the provisions of the advance, the FHLB had the optlon to convert the advance into a
three-month LIBOR based floating rate advance.

In March of 2008, the Bank purchased approximately $20.0 million in fixed rate agency mortgage
backed securities which were funded with $20.0 million in laddered two year through five year maturity long-
term Federal Home Loan Bank advances. In April 2008, the Bank purchased $10 million in fixed rate agency
mortgage backed securities which were funded with $10 million in laddered one year through five year Federal
Home Loan Bank advances. The associated long-term advances are discussed below.

On March 12, 2008, the Company entered into a $5.0 million four year FHLB fixed rate advance
collateralized with pledged qualifying real estate loans and maturing March 12, 2012. The advance bears
interest at 3.2875%. The Bank may prepay the advance subject to a prepayment penalty. However, should the
FHLB receive compensation from its hedge parties upon a prepayment, that compensation would be payable to
the Bank less an administrative fee.

On March 12, 2008, the Company entered into a $5.0 million two year FHLB Bermudan convertible
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2010. The FHLB
exercised its option on June 12, 2008 to convert the interest rate from a fixed rate to a variable rate based on
three-month LIBOR. As a result of the conversion the Bank elected to prepay the advance on the conversion
date.

On March 12, 2008, the Company entered into a $5.0 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2013. The advance
had an interest rate of 2.395% at December 31, 2008. The FHLB has the one time option on March 12, 2010 to
convert the interest rate from a fixed rate to a variable rate based on three-month LIBOR plus a spread charged
by the FHLB to its members for an adjustable rate credit advance with the same remaining maturity.

On March 12, 2008, the Company entered into a $5.0 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing March 12, 2013. The advance
‘had an interest rate of 2.79% at December 31, 2008. The FHLB has the one time option on March 14, 2011 to
convert the interest rate from a fixed rate to a variable rate based on three-month LIBOR plus a spread charged
by the FHLB to its members for an adjustable rate credit advance with the same remaining maturity.

On April 3, 2008, the Company entered into a $2.5 million five year FHLB European convertible
advance collateralized with pledged qualifying real estate loans and maturing April 3, 2013. The advance had
an interest rate of 2.40% at December 31, 2008. The FHLB has the one time option on April 5, 2010 to convert
the interest rate from a fixed rate to a Varlable rate based on three-month LIBOR plus a spread charged by the
FHLB to its members for an adjustable rate credit advance with the same remaining maturity.
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On April 1, 2008, the Company entered into a $2.5 million four year FHLB Fixed Rate advance

collateralized with pledged qualifying real estate loans and maturing April 2, 2012. The advance had an interest
rate of 3.24% at December 31, 2008.

On April 4, 2008, the Company entered into a $2.5 million two year FHLB Fixed Rate advance
collateralized with pledged qualifying real estate loans and maturing April 5,2010. The advance had an interest
rate of 2.64% at December 31, 2008.

If the Bank should decide to prepay any of the convertible advances above prior to conversion by the
FHLB, it will be subject to a prepayment penalty. However, should the FHLB receive compensation from its
hedge parties upon a prepayment, that compensation would be payable to the Bank less an administrative fee.
Also, should the FHLB decide to exercise its option to convert the advances to variable rate, the Bank can
prepay the advance on the conversion date and each quarterly interest payment date thereafter with no
prepayment penalty. : »

There was no indebtedness to directors, executive officers, or principal holders of equity securities in
excess of 5% of shareholders’ equity at December 31, 2008 or 2007.

10. Income Tax

Income tax expense (benefit) attributable to pretax income consists of (dollars in thousands):

Current Deferred Total
Year ended December 31, 2008:-
Federal......c.cooveevveniivnennnnnnc et $ (996) $(6,108) $(7,104)
SEALE....cvveereeeieeertieeerreeeeaeeere e e eeereennes - 14 (2,009) (1,995)

$ (982) $(8,117) $(9,099)

Year ended December 31, 2007:

Federal..oo.imeeeeeeieiesieseeereseseesrnsenns $4,546 $(1,923) $2,623
SEALE e vereeereeseeriieeeeesres s iaeneie e 52 (321) (269)
$4,598 $(2,244) $ 2,354

Year ended December 31, 2006:
FEAEral...eeeeeeeeereeseeeeeeeeeesensssesnsennens $5,378 $ (953) $ 4,425
State............. e 365 (104) 261
’ ‘ ' $5,743 $(1,057) $ 4,686
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Income tax expense differed from amounts computed by applying the statutory U.S. Federal income tax rate to
pretax income as a result of the following (dollars in thousands):

2008 % 2007 % 2006 %
Taxes at statutory rate..........ccceeeuenenne. $(7,254) (34.0)% $3,056 34.0%  $5,120 34.0%
Increase (reduction) in income taxes :
resulting from:
State income tax expense, net of : '
Federal income (benefit) tax ....... (1,371) (6.4) 177). (2.0) 173 1.2
Cash surrender value of life
INSUTANCE ..cevevriieeeeeeneereeeieane (345) (1.6) (376) (4.2) (387) (2.6)
Tax exempt iNCOME........cceevveerinene (324) (1.5) (325) (3.6) (192) (1.3)
Other, n€t....cceevviriieeireereiennen 195 8 176 2.0 (28) (.2)
Income tax (benefit) expense.. $(9,099) 42. 1% $2,354 26.2%  $4,686 31.1%

The tax effects of temporary differences that give rise to significant portions of deferred téx assets and
deferred tax liabilities at December 31, 2008 and 2007, are presented below (dollars in thousands):

December 31,
2008 2007

: Assets Liabilities Assets Liabilities

Allowance for 10an 10SS€s .........cocveveiveveenen. - $12,789 s - $6,183 $ -

Accelerated depreciation..........cccoceeeverveennen. - 707 - 691

Deferred loan fees, net ...........cccceeeevveennennnee. - 53 - 11

Deferred compensation ........cccccccceeeeeenennee. 849 - 566 —

Other real estate.........c.occoveeeeeceeiiieciienenee, 1,821 - 465 -

Visa settlement and indemnification............ - - 215 -

State tax carryforward..........cccoevriieriiiannnne 627 - 104 L=
Unrealized holding gains and losses on :

securities available-for-sale.................... - 817 493 -

OtheT..couviiiieeciice e 595 340 336 67

$16,681 $1,917 $8,362 $769

There is no valuation allowance provided at December 31, 2008 and 2007 for any of the deferred tax
assets based on management’s belief that all deferred tax asset benefits will be realized.

Uncertain Tax Positions
The Company is subject to the possibility of a tax audit in numerous jurisdictions in the U.S. until the

applicable expiration of the statutes of limitations. For Federal and state purposes, the Company is no longer
subject to tax examinations by tax authorities for tax years before 2005.

&3



FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Effective January 1, 2007, the Company adopted FIN 48, “Accounting for Uncertainty in Income Taxes.” See

“Recent Accounting Pronouncements” for additional information. The reconciliation of our gross unrecognized
tax benefits is as follows:

2008 2007
Beginning balance.............coveererereireseresenseeneresesssesnenns $ 189,000 $198,000
Gross increases to tax positions in prior periods .............. 117,000 .-
Gross decreases to tax positions in prior periods.............. (35,000) -
Gross increases to current period tax positions................. - -
Reductions due to expiration of statute of limitations...... (75,000) (9,000)
Ending Balance ..........coeeveveeiriecenieenieeereinesieeeneeseeneene $ 196,000 $189,000

Unrecognized tax benefits related to federal and state tax positions may decrease by a range of $38,000
to $129,000 by December 31, 2009 due to tax years closing during 2009. The Company accrued approximately
$46,000 and $70,000, for the payment of interest at December 31, 2008 and 2007, respectively. For financial
accounting purposes, interest and penalties accrued, if any, are classified as other expense. The amount of
unrecognized tax benefits at December 31, 2008 that if recognized would impact the Company’s effective tax
rate is $150,000.

11. Employee Benefits

The Company maintains a 401(k) defined contribution retirement savings plan (the “Plan”) for
employees age 21 or older. Employees’ contributions to the Plan are voluntary. The Company matches 50% of
the first 6% of participants’ contributions in Fidelity Southern Corporation common stock. For the years ended
December 31, 2008, 2007, and 2006, the Company contributed $429,409, $362,927, and $333,423 respectively,
net of forfeitures, to the Plan.

The Company’s 1997 Stock Option Plan authorized the grant of options to management personnel for up
to 500,000 shares of the Company’s common stock. All options granted have three to eight year terms and vest
ratably over three to five years of continued employment. No options may be or were granted after March 31,
2007, under this plan.

The Fidelity Southern Corporation Equity Incentive Plan (the “2006 Incentive Plan”), permits the grant
of stock options, stock appreciation rights, restricted stock, restricted stock units, and other incentive awards
(“Incentive Awards”). The maximum number of shares of our common stock that may be issued under the
2006 Incentive Plan is 750,000 shares, all of which may be stock options. Generally, no award shall be
exercisable or become vested or payable more than 10 years after the date of grant. Options granted under the
2006 Incentive Plan have four year terms and vest ratably over three years of continued employment. There
were 362,000 options granted during 2008 under the 2007 Incentive Plan and a total of 4,167 incentive shares
have been awarded to numerous individuals based on longevity. During 2008, the Company accrued $54,000
related to incentive share awards to be distributed in 2009. Incentive awards available under the 2006 Incentive
Plan totaled 323,166 shares at December 31, 2008.

The per share weighted fair value of stock options is calculated using the Black-Scholes option pricing
model. Expected volatilities are based on implied volatilities from historical volatility of the Company’s stock.
The Company uses historical data to estimate option exercise and employee termination within the valuation
model. All option grantees are considered one group for valuation purposes. The expected term of options
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granted is derived from the output of the option valuation model and represents the period of time that options
granted are expected to be outstanding. The risk-free rate period within the contractual life of the option is
based on the U.S. Treasury yield curve in effect at the time of grant. The fair values of the options granted were
based upon the discounted value of future cash flows of options using the following assumptions:

2008 2007 2006
RISK-TIEE TALE ....eevieeieeieeienir ettt 3.27% 4.88% 4.60%
Expected term of the options (In years) .......cccvvevvvivecrivinnnnen, 4 3 3
Expected forfeiture.........ccevvevermnmeeeiceciiecnneiieceeee, 15.00% 15.00% -%
Expected dividends ........ccoceevereniriincciinninenc 14 1.93 1.52
Expected vOlatility .....cccooovvvieniineniiiiiiiiie, 28.53 15.48 22.23

A summary of option activity under the plan as of December 31, 2008, and changes during the year then
ended is presented below:

Weighted
Weighted Average

Number Average Remaining Aggregate

of share Exercise Contractual Intrinsic

options Price Term Value
Outstanding at January 1, 2008............... 178,905 $18.10
Granted.......ccovvveeeeieneieeeiereniee e, 362,000 4.60
EXErcised......coovevireecreniineenieeiecsveneenee - -
Forfeited......coooveeieiieiieeeecieeeeeeecivenen, 23,831 12.78
Outstanding at December 31, 2008......... 517,074 $ 8.89° 3.85 $ -
Exercisable at December 31, 2008.......... 71,331 $17.49 2.37 § -

The weighted-average grant-date fair value of share options granted during the years 2008, 2007 and
2006 was $.93, $2.62 and $3.40, per share, respectively. The aggregate intrinsic value of share options
exercised during the years ended December 31, 2007, and 2006 was $119,000, and $282,000, respectively.
There were no options exercised during the year ended December 31, 2008. Cash received from option exercise
for the years ended December 31, 2007 and 2006 was $161,000, and $198,000, respectively. There were no tax
benefits realized from option expenses during the years ended December 31, 2008, 2007 and 2006.
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A summary of the status of the Company’s nonvested share options as of December 31, 2008, and
changes during the year then ended is presented below:

Weighted

Average
Number of Grant-Date
share options Fair Value
Nonvested at January 1, 2008................. 161,643 - $2.81
Granted........occoviiniicniinininicen 362,000 .93
VeSted .ooovviriiieeeieiiie e, 55,903 2.83
Forfeited......ocoovvivivviiiiiiiiccierceeees e, 21,997 1.85
Nonvested at December 31, 2008............ 445,743 $1.33

As of December 31, 2008, there was $353,000 of total unrecognized compensation cost related to
nonvested share-based compensation arrangements granted under the plan. The cost is expected to be
recognized over a weighted average period of 1.98 years. The total fair value of shares vested during the years
ended December 31, 2008, 2007 and 2006 was $158,000, $49,000, and $44,000, respectively. The Company
has a policy of issuing shares from the Company’s authorized and unissued shares to satisfy share option
exercises and expects to issue an insignificant amount of shares for share option exercises during 2009.

12. Commitments and Contingencies
The approximate future minimum rental commitment as of December 31, 2008, for all noncancellable

leases with initial or remaining terms of one year or more are shown in the following table (dollars in
thousands):

Amount

2009 ...t s e s s e e st e s e e e atesbeenatesaeens $2,550
2000 ettt e e s e st e e s bt e s b e st e at e s teseatessreens 2,504
120 USRS 2,149
2002 et s r b et e s ebe e s re s r e e s nresbeeeateeraean 1,013
2003 et eat s et b e sar e e rtesnresbe e e ateenarenn 918
THETEATIET ... .covviieiiiiceeecre ettt ettt e e esr e sesntassbesesbessssssssaeesasaens 571

TOAL ..ottt et bt tert s aa st et st esebens $9,705

Rental expense for all leases amounted to approximately $2,637,000, $2,483,000, and $2,303,000 in
2008, 2007, and 2006, respectively, net of sublease revenues of $2,000 in 2008 and 2007. There were no
sublease revenues in 2006.

Due to the nature of their activities, the Company and its subsidiaries are at times engaged in various
legal proceedings that arise in the normal course of business, some of which were outstanding at December 31,
2008. While it is difficult to predict or determine the outcome of these proceedings, it is the opinion of
management and its counsel that the ultimate liabilities, if any, will not have a material adverse impact on the
Company’s consolidated results of operations or its financial position.
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The Federal Reserve Board requires that banks maintain cash on hand and reserves in the form of
average deposit balances at the Federal Reserve Bank based on the Bank’s average deposits. At December 31,
2008, the available credits exceeded the reserve requlrement and only minimal balances were maintained to
provide a positive reserve balance.

In 2007, the Company recorded a charge of $567,000 pretax for its proportional share of a settlement of
the Visa litigation with American Express, a reserve for the lawsuit between Visa and Discover Financial
Services, and the incremental liability for certain other Visa litigation under our indemnification obligation as a
Visa member bank. In 2008, this accrual was reversed after the successful public offering of Visa stock. As of
December 31, 2008 the Company had a $152,000 pretax charge recorded for its proportional share.of additional
litigation expense related to its Visa indemnification obligation.

13. Shareholders’ Equity

Generally, dividends that may be paid by the Bank to FSC are subject to certain regulatory limitations.
In particular, under Georgia banking law applicable to Georgia state chartered commercial banks such as the
Bank, the approval of the GDBF will be required if the total of all dividends declared in any calendar year by
the Bank exceeds 50% of the Bank’s net profits for the prior year or if certain other provisions relating to
classified assets and capital adequacy are not met. Based on this rule, at December 31, 2008 and 2007, the
Bank could pay approximately zero and $4 million in dividends for 2009 and 2008, respectively, without GDBF
regulatory approval. In December 2008, Fidelity Bank signed a memorandum of understanding (“MOU”) with
the GDBF and the Federal Deposit Insurance Corporation (the “FDIC”). The MOU, which relates primarily to
the Bank’s asset quality and loan loss reserves, requires that the Bank submit plans and report to the GDBF and
the FDIC regarding its loan portfolio and profit plans, among other matters. The MOU also requires that the
Bank maintain its Tier 1 Leverage Capital ratio at not less than 8% and an overall well-capitalized position as
defined in applicable FDIC rules and regulations during the life of the MOU. Additionally, the MOU requires
that, prior to declaring or paying any cash dividends to the Company, the Bank must obtain the prior written
consent of the GDBF and the FDIC. At December 31, 2008 and 2007, the Bank’s total shareholders’ equity
was approximately $177 million and $136 million, respectively. In 2008 and 2007, FSC mvested $52 million
and $5 million, respectively in the Bank in the form of capital infusions.

On December 19, 2008, as part of the Treasury’s Capital Purchase Program, Fidelity entered into a
Letter Agreement (“Letter Agreement”) and a Securities Purchase Agreement — Standard Terms with the
Treasury, pursuant to which Fidelity agreed to issue and sell, and the Treasury agreed to purchase (1) 48,200
shares (the “Preferred Shares”) of Fidelity’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A, having
a liquidation preference of $1,000 per share, and (2) a ten-year warrant (the “Warrant™) to purchase up to
2,266,458 shares of the Company’s common stock, no par value (“Common Stock”), at an exercise price of
$3.19 per share, for an aggregate purchase price of $48.2 million in cash. The Preferred Shares qualify as Tier I
capital under risk-based capital guidelines and will pay cumulative dividends at a rate of 5% per annum for the
first five years and 9% per annum thereafter. The Preferred Shares may be redeemed after December 19, 2011
at the stated amount of $1,000 per share plus any accrued and unpaid dividends. The Preferred Shares are non-

voting except for class voting rights on matters that would adversely affect the rights of the holders of the
Preferred Shares.

Pursuant to the terms of the Letter Agreement, the ability of Fidelity to declare or pay dividends or
distributions its common stock is subject to restrictions, including a restriction against increasing dividends
from the last quarterly cash dividend per share ($0.01) declared on the common stock prior to December 19,
2008, as adjusted for subsequent stock dividends and other similar actions. In addition, as long as the Preferred
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Shares are outstanding, dividend payments are prohibited until all accrued and unpaid dividends are paid on
such preferred stock, subject to certain limited exceptions. This restriction will terminate on the third
anniversary of the date of issuance of the Preferred Shares or, if earlier, the date on which the Preferred Shares
have been redeemed in whole or the Treasury has transferred all of the Preferred Shares to third parties.
Also, under current Federal regulations, the Bank is limited in the amount it may loan to its nonbank

affiliates, including FSC. As of December 31, 2008 and 2007, there were no loans outstanding from the Bank
to FSC. S

Earnings per share were calculated as follows:

For the Years Ended December 31,

2008 2007 2006
NEL INCOMIE ...ttt see e eae $(12,236) $6,634 $10,374
Less dividends on preferred stock.........coovvevecvnnnnns (106) — —
Net income available to shareholders ........................ $(12,342) $6,634 $10,374
Average common shares outstanding .........ccccceeuenne. 9,431 9,331 9,268
Effect of stock dividends ............ccoveveeeerireveeeincnninnns 94 94 93
Average common shares outstanding — basic ............ 9,525 9,425 9,361
Dilutive stock options and warrants............c..ccevne.n. - 14 11
Average common shares outstanding — dilutive........ 9,525 9,439 9,372
Earnings pér share — basiC.........cccccoeeeievereeeeivereennns $ (1.30) $ .70 $ 111
Earnings per share — dilutive..........ccccooveveeeeeeevenennnes $ (1.30) $ .70 $ 111

In November 2008, the Company issued a stock dividend equal to one share for every 200 shares owned
as of the record date. InJanuary of 2009, the Company issued a stock dividend equal to one share for every 200
shares owned as of the record date. Basic and diluted earnings per share for prior years have been retroactively
adjusted to reflect these stock dividends as shown below:

, 2007 2006
Basic EPS, previously reported............ccocovivrerrennnen. $.71 $1.12
Effect of stock dividend..........ccccooveveveiivnviniiicinee. (.01) ‘ (.01
Restated basic EPS..........ccccoeiverieveviiiceeeeecenas $.70 $1.11
Dilutive EPS, previously reported...............cccveueee. $.71 $1.12
Effect of stock dividend............cccooevveviveeeiiiiiiii, (.01) (.01)
Restated dilutive EPS.........ccccoeiieeeieieerc, $.70 $1.11

14. Components of Other Comprehensive Income (Loss)

SFAS No. 130, “Reporting Comprehensive Income,” establishes standards for reporting comprehensive
(loss) income. Comprehensive (loss) income includes net income and other comprehensive (loss) income,
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which is defined as non-owner related transactions in equity. The only other comprehensive (loss) income item
is unrealized gains or losses, net of tax, on securities available-for-sale.

The amounts of other comprehensive (loss) income included in equity with the related tax effect and the
accumulated other comprehensive (loss) income are reflected in the following schedule (dollars in thousands):

Accumulated
Tax Other
Gain/(Loss) (Expense) Comprehensive
Before Tax /Benefit Income/(Loss)
January 1, 2006.........ccovveerivinrenierieeenenereesessensenenes $(1,434)
Unrealized market adjustments for the period......... - 8 (251) $ 95 (156)
Less adjustment for net gains included in income... — — -
December 31, 2000..........ccoooviveiererrreneeeneeeeeineenen $ 251y $§ 95 (1,590)
Unrealized market adjustments for the period......... $1,268 $ (481) 787
Less adjustment for net gains included in income.... 2 )] 1
December 31, 2007 ......cvreeeeeeiiercieeseeeneseneenene $1,266 $ (480) (804)
Unrealized market adjustments for the period......... $3,493 $(1,327) 2,166
Less adjustment for net gains included in income... 47 (18) 29
December 31, 2008......cccooeininenieeenceeneeeens $3,446 $(1,309) $1,333

15. Fair Value of Financial Instruments

Effective January 1, 2008, the Company adopted the provisions of SFAS No. 157, “Fair Value
Measurements” for financial assets and financial liabilities with the exception of the application to nonfinancial
assets and liabilities measured at fair value on a nonrecurring basis (such as other real estate) in accordance with
FAS 157-2. SFAS No. 157 establishes a common definition of fair value and framework for measuring fair
value under U.S. GAAP. Fair value is an exit price, representing the amount that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants. SFAS No. 157
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (level 1 measurements) and the lowest priority to unobservable inputs (level 3 measurements). The
three levels of the fair value hierarchy under SFAS No. 157 are described below:

Level 1 — Unadjusted quoted prices in active markets that are accessible at the measurement date for
identical, unrestricted assets or liabilities;

Level 2 — Quoted prices in markets that are not active, or inputs that are observable, either directly, for
substantially the full term of the asset or liability;

Level 3 — Prices or valuation techniques that require inputs that are both significant to the fair value
measurement and unobservable (i.e., supported by little or no market activity).

A financial instrument’s level within the hierarchy is based on the lowest level of input that is significant
to the fair value measurement. The following table presents the assets that are measured at fair value on a
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recurring basis by level within the fair value hierarchy as reported on the consolidated statements of financial
position at September 30, 2008 (dollars in thousands).

Fair Value Measurements at December 31, 2008

Quoted Prices
in Active Significant
Markets for Other
Identical Observable Significant
Securities Inputs Unobservable
Total Level 1 Level 2 Inputs Level 3

Available-for-sale securities ..... $128,749 - $ - $128,749 $ -

Investment Securities classified as available-for-sale are reported at fair value utilizing Level 2 inputs.
For these securities, the Company obtains fair value measurements from an independent pricing service. The
fair value measurements consider observable data that may include dealer quotes, market spreads, cash flows,
the U.S. Treasury yield curve, live trading levels, trade execution data, market consensus prepayment speeds,
credit information and the bond’s terms and conditions, among other things. The investments in the company’s
portfolio are generally not quoted on an exchange but are actively traded in the secondary institutional markets.

The following table presents the assets that are measured at fair value on a non-recurring basis by level
within the fair value hierarchy as reported on the consolidated statements of ﬁnanc1a1 position at December 31,
2008 (dollars in thousands).

Falr Value Measurements at December 31, 2008

Quoted Prices
- in Active - Significant
Markets for Other
Identical Observable Significant
Securities Inputs Unobservable
Total Level 1 Level 2 Inputs Level 3
SBA loans held-for-sale............ $39,873 8 - $ = $39,873
Impaired loans........ccccccevenenneee 97,851 — 3 — 4 97,851

$137,724 $ - $ — $137,724

Impaired loans are evaluated and valued at the time the loan is identified as impaired, at the lower of
cost or fair value. Fair value is measured based on the value of the collateral securing these loans and is
classified at a Level 3 in the fair value hierarchy. Collateral may include real estate, or business assets
including equipment, inventory and accounts receivable. The value of real estate collateral is determined based
on an appraisal by qualified licensed appraisers hired by the Company. The value of business equipment is -
based on an appraiser hired by the Company. The value of business equipments is based on an appraisal by
qualified licensed appraisers hired by the Company if significant, or the equipment’s net book value on the
business’ financial statements. Inventory and accounts receivable collateral are valued based on independent
field examiner review or aging reports. Appraised and reported values may be discounted based on
management’s h1storlca1 knowledge, changes in market conditions from the time of the valuation, and
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management’s expertise and knowledge of the client and client’s business. Impaired loans are evaluated on at
least a quarterly basis for additional impairment and adjusted accordingly.

SBA loans held-for-sale are valued based on observable current market prices or, if quoted market prices
are not available, on quoted market prices of comparable instruments. In instances when significant valuation
assumptions are not readily observable in the market, instruments are valued based on the best available data in
order to approximate fair value. This data may be internally-developed and considers risk premiums that a
market participant would require.

SFAS 107, “Disclosures about Fair Value of Financial Instruments,” (“SFAS 107”) requires disclosure

of fair value information about financial instruments, whether or not recognized in the balance sheet, for which

it is practicable to estimate that value. In cases where quoted market prices are not available, fair values are
based on settlements using present value or other valuation techniques. Those techniques are significantly
affected by the assumptions used, including the discount rate and estimates of future cash flows. In that regard,
the derived fair value estimates cannot be substantiated by comparison to independent markets, and, in many
cases, could not be realized in immediate settlement of the instrument. SFAS 107 excludes certain financial
instruments and all non-financial instruments from its disclosure requirements. Accordingly, the aggregate fair
value amounts presented do not represent the underlying value of the Company.

December 31,

2008 2007

Carrying Fair Carrying Fair
Amount Value Amount Value

(Dollars in thousands)
Financial Instruments (Assets):

Cash and due from banks.........ccccoevvevveeeiiennnen. $ 68,841 $ 68,841 $ 23,442 $ 23442
Federal funds SOld......coovvvieeeiiciiieeiieeeeee e 23,184 23,184 6,605 6,605
Investment securities available-for-sale................ 128,749 128,749 103,149 103,149
Investment securities held-to-maturity ................. 24,793 25,467 29,064 28,727
Investment in FHLB stocK......cocoevvviviiviiniiiineeenn. 5,282 5,282 5,665 5,665
TOtal 10ANS....cviiiieiceicieieceee e e e 1,443,862 1,456,135 1,452,013 1,466,016
Total financial instruments (assets) .......ccceeveeeuneen. 1,694,711 $1,707,658 1,619,938 $1,633,604
Non-financial instruments (assets)......c.ccccceevenenne. 68,402 66,546

Total aSSELS ...covveeerieeeiiieieeeciee e $1,763,113 ’ $1,686,484
Financial Instruments (Liabilities): '
Noninterest-bearing demand deposits................... $ 138634 $ 138,634 $ 131,597 $ 131,597
Interest-bearing deposits .......coccerverreerverieiiennens 1,305,048 1,314,211 1,274,028 1,276,535

Total deposits .....cceceveverceiieeeniiiiicieens 1,443,682 1,452,845 - 1,405,625 1,408,132
Short-term borrowings........ccceeeeeerevercecienene . 55,017 55,032 75,954 75,930
Subordinated debt ........ e — e eeraeeaeaeeaaas 67,527 48,069 67,527 65,343
Other long-term debt..........ccccevievieviirieiieiiceens 47,500 46,252 25,000 24,728
Total financial instruments (liabilities)................. 1,613,726 $1,602,198 1,574,106 $1,574,133
Non-financial instruments (liabilities and :

shareholders’ equity) .....c..coeevvrcervirininnncnns 149,387 112,378

Total liabilities and shareholders’ equity ..... $1,763,113 $1,686,484
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The carrying amounts reported in the consolidated balance sheets for cash, due from banks, and Federal
funds sold approximate the fair values of those assets. For investment securities, fair value equals quoted
market prices, if available. If a quoted market price is not available, fair value is estimated using quoted market
prices for similar securities or dealer quotes.

Ownership in equity securities of bankers’ bank (FHLB stock) is restricted and there is no established
market for their resale. The carrying amount is a reasonable estimate of fair value.

Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are
segregated by type. The fair value of performing loans is calculated by discounting scheduled cash flows
through the remaining maturities using estimated market discount rates that reflect the credit and interest rate
risk inherent in the loans. .

Fair value for significant nonperforming loans is estimated taking into consideration recent external
appraisals of the underlying collateral for loans that are collateral dependent. If appraisals are not available or if
the loan is not collateral dependent, estimated cash flows are discounted using a rate commensurate with the
risk associated with the estimated cash flows. Assumptions regarding credit risk, cash flows, and discount rates
are judgmentally determined using available market information and specific borrower information.

The fair value of deposits with no stated maturities, such as noninterest-bearing demand deposits,
savings, interest-bearing demand, and money market accounts, is equal to the amount payable on demand. The
fair value of time deposits is based on the discounted value of contractual cash flows based on the discount rates
currently offered for deposits of similar remaining maturities.

The carrying amounts reported in the consolidated balance sheets for short-term debt approximate those
liabilities” fair values.

The fair value of the Company’s long-term debt is estimated based on the quoted market prices for the
same or similar issues or on the current rates offered to us for debt of the same remaining maturities.

For off-balance sheet instruments, fair values are based on rates currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the counterparties’ credit standing
for loan commitments and letters of credit. Fees related to these instruments were immaterial at December 31,
2008 and 2007, and the carrying amounts represent a reasonable approximation of their fair values. Loan
commitments, letters and lines of credit, and similar obligations typically have variable interest rates and
clauses that deny funding if the customer’s credit quality deteriorates. Therefore, the fair values of these items
are not significant and are not included in the foregoing schedule. |

This presentation excludes certain financial instruments and all nonfinancial instruments. The
disclosures also do not include certain intangible assets, such as customer relationships, deposit base
intangibles, and goodwill. Accordingly, the aggregate fair value amounts presented do not represent the
underlying value of the Company.

16. Financial Instruments With Off-Balance Sheet Risk

The Company is a party to financial instruments with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers and to reduce its own exposure to fluctuations in interest
rates. These financial instruments, which include commitments to extend credit and letters of credit, involve to
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varying degrees elements of credit and interest rate risk in excess of the amount recognized in the consolidated
financial statements. The contract or notional amounts of these instruments reflect the extent of involvement
the Company has in particular classes of financial instruments.

The Company’s exposure to credit loss, in the event of nonperformance by customers for commitments
to extend credit and letters of credit, is represented by the contractual or notional amount of those instruments.
The Company uses the same credit policies in making commitments and conditional obligations as it does for
recorded loans. Loan commitments and other off-balance sheet exposures are evaluated by Credit Review
quarterly and reserves are provided for risk as deemed appropriate.

Commitments to extend credit are agreements to lend to customers as long as there is no violation of any
condition established in the agreement. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since many of the commitments are expected to expire

. without being drawn upon, the total commitment amounts do not necessarily represent future cash requirements.
The Bank evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Bank upon extension of credit, is based on management’s credit
evaluation of the borrower. Collateral held varies, but may include accounts receivable, inventory, property,
plant and equipment, and income-producing commercial properties.

Standby and import letters of credit are commitments issued by the Bank to guarantee the performance
of a customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. The Bank holds collateral supporting those commitments as
deemed necessary. )

The Company has undertaken certain guarantee obligations for commitments to extend credit and letters
of credit that have certain characteristics as specified by FASB Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others — an
interpretation of FASB Statements No. 5, 57, and 107 and rescission of FASB Interpretation No. 34” (“FIN
45). As noted in Note 14, the fair value of credit and letters of credit are insignificant to the Company.

Financial instruments with off-balance sheet risk at December 31, 2008, are summarized as follows
(dollars in thousands):

Financial Instruments Whose Contract Amounts Represent Credit Risk:

December 31,

2008
Loan commitments: :

Commercial real estate, construction and land development............... $ 80,414
COMIMETCIAL...eeeiieeeeereeeissireriteeesesrireteereeeeeseessesssssssssssssnnsssssnsasssssrrnnes 55,997
SBA ... oottt ettt et be st e s e e be et e b e nneesae st e reeaseraes 5,013
HOME @QUILY ..coveeiiieeieciiiriietccrcccn e 47,728
MoOrtgage l0ans........cccevivveviveiiiineiiiicinie s 3,534
LiANES OF CTEAIL coneeeeeeirie ettt eerrereeereeeesrreee e saarseeasnrraeessareaens 1,725
Standby letters of credit and bankers acceptances.............cccovveinnennne 8,413
Federal funds line........ccocceovuveeencueenne eterrteeraraeeeertaeseanrrraeraearaeeeenaeeeese —

Total 10an COMMILIMENTS ......coeeieeeeeeierireririeererisieeeeseerrssessssassesssses $202,824
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17. Other Assets, Other Liabilities and Other Operating Expenses

Other assets and other liabilities at December 31, 2008 and 2007, consisted of the following (dollars in
thousands):

December 31,

2008 2007

Other Assets
Receivables and prepaids............coceevveeeriereeeereeieererenenae $ 5,326 $ 2,234
Deferred tax assets, net............ e 14,764 7,593
Common stock of trust preferred securities subsidiaries.... 2,027 2,027
Investment in Georgia tax credits...........ccveveruerivererenennnee 1,454 1,657
Florida bank charter............cccovevvivicerieicieeceeeeceeeeee, 1,289 1,289
SEIVICING ASSEIS....iueurrreuiirrerieeiesnreeeseresteesseseseesesssesessenes 3,043 2,485
OFRET ...ttt 3,856 3,624

TOtAl .., $31,759 $20,909
Other Liabilities _
Payables and accrued eXpenses ...........cccouververeeecierenenennne. $ 1,614 $ 2,869
OthET ... et 4,131 - 2,786 ¢

TOtal . e $ 5,745 $ 5,655

Other expenses for the years ended December 31,2008, 2007, and 2006, consisted of the followmg
(dollars in thousands): :

Years Ended December 31,

2008 2007 2006

Other Operating Expenses
EMPlOYEE EXPENSES .....cecvrveerirmceieeeneeeerenassessesessesssens $ 720 $1,338 $1,146
ATM, check card fees..........couvueviiiniiiiceneeeeeeeeeeees 545 522 486
Regulatory fees and assessments............ceceevvveeriereerennen. 1,350 545 486
Cost of operation of other real estate.............cccecerveunen.n. 3,286 - 105 -
Visa 1itigation eXpense ..........cccevveerirereneisreseeeeseesennenan. ' 415) 567 —
Other operating eXpenses ..........ccoeereerereerereeesesseressesennen. 3,327 3,994 2,943

TOtAl....ceeieiieccreee e, $8,813 $7,071 $5,061
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18. Condensed Financial Information of Fidelity Southern Corporation (Parent Company Only)

Condensed Balance Sheets

December 31,

2008 2007
(Dollars in thousands)

Assets: - '
LT | VT SO OPOPURURUEPIRPRPPPITNE $ 14,488 $ 18,890
LAN oetiiiiiiiieiceiieeccieee e errereeree s e rrrreasranee s ssteessnraesesreaeesrnnaeennes 189 419
Investment in bank subsidiary ........ceceeveevenenieerieieninerene e 177,209 135,705
Investments in and amounts due from nonbank subsidiaries............. 2,210 2,389
Subordinated loans to SUbSIAIATIES.....cccovvereiviereeireerieeeeereere e eeeeenas 10,000 10,000
OHhEr @SSELS .uvvreieiiirireiieieiireecereeeertreeesieeeesiraesessssasesssressssnrnesasnseasannee 1,094 1,059

TOtAL ASSEES ...vovvivivievereereeeeeeseeeeeteetesteiereeteebeeseebesre b esaesseresrenses . $205,190 $168,462
Liabilities:
LONG-EIM AEDL.....vcveeierieirieiriereieieeeee ettt ettt $ 67,527 $ 67,527
Other Habilities.....covveiiiviriierierieeciiens e e ecteeeestee s e eeve s ssinebeesnnenesans 1,059 972

Total liabilities.....cceevrvrrirriereirierieiieeeecreeeeiree s erraesesnre e e e renee e ene 68,586 68,499
Shareholders’ Equity: _
Preferred StOCK ....ooovviiireieireccre et e e 43,813 -
Common SEOCK ......c.eeveririerrieicitiini e s ' 51,886 46,164
Accumulated other comprehensive gain (loss), net of tax................. 1,333 (804)
Retained €arnings.........ccevvvirvereeienierneeernessenieesteniesseeseesseseessessesseene 39,572 54,603

Total shareholders’ equity.........ccocvevuee. e e e ee— e —e e e aaas 136,604 99,963

Total liabilities and shareholders’ equity .........ccoeeeevvevrerrerrunnens $205,190 $168,462

Condensed Statements of Income
Years Ended December 31,
2008 2007 2006
(Dollars in thousands)
Interest Income: ~
Deposits in Dank............ccceevieeriiiiiececeee e $ 295 $ 449 $ 367
Subordinated 10an t0 bank...........ocvvreveviiinreeinienenese e 659 853 831
Total INLEreSt INCOME.....vioviirreirieireecetie et stee e see s ereeesar e vresreeeanes 954 1,302 1,198
Interest Expense — Long-term debt ..., 5,267 4,928 4,361
Net Interest EXPeNSe ..........ccoeieiiiriiiieniiirecneireeeseesenenseesseseeens 4,313) (3,626) (3,163)
Noninterest Income:
LeaSe IMCOME.........coooriirireeeceeecet et e et steeteeeeereees e aeeseeaeresenees 140 120 120
Dividends from subsidiaries.............ccoeveevvererevrevreeeeeniesceeeeeceree e 2,460 3,990 3,640
Management fEES .........ccoviviieieriiiecieee e e 664 687 469
10 11 1 1= S OO U OO SRR U ORUUU P TRT 448 161 138
Total NONINTETESt INCOME ...ccviieeeeevreererreeeerreresreeesssrresesrseesssresesans 3,712 4,958 4,367
Noninterest EXPense .............coccovveiieniernienennienirnneeneeseesenseesnennns 662 684 650
(Loss) income before income taxes and equity in undistributed
income Of SUDSIAIAIIES.........cecvvierrecriririesinee e e see e seesinsvnens (1,263) 648 554

Income tax benefit.........ceeveeveeriiiiieericee e (1.414) 1,270 1,173
Income before equity in undistributed income of subsidiaries......... 151 1,918 1,727
Equity in undistributed income of subsidiaries...........cccoeevveevenrenen. (12,387) 4,716 8,647
Net (L0sS) INCOME..........ccoooviiiriiricriicnrecieccr et rr e senes $(12,236) $ 6,634 $10,374
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Condensed Statements of Cash Flows

Operating Activities:

Net (loss) income

Equity in undistributed income of subsidiaries............ccceceeeverivennne.
Gain on sale of 1and .........cc.oooevevveirererireieeeeee e
Proceeds from sale of 1and...........c.ccoeveveveiererereeeneeeeeeie e
(Increase) decrease in Other asSets ........cccvvvrrerververriniienreseervennens
Increase (decrease) in other liabilities...........coccvverieveninniiiinnnnll e

Net cash flow
Investing Activit

s provided by operating activities.........cc..ccccuenne.
ies:

Net increase in loans to and investment in subsidiaries...................
Net cash flows used in investing activities ........c.ccovvreeveererennens

Financing Activi

ties: :

Issuance of preferred Stock ......c..coecvecineeicrnninnnneneierc e
Issuance of subordinated debt...........coooviiiiiiiiiiiiiiriieeieieeeeee e
Issuance of Common StOCK.....covvviviiviirer e

Dividends paid ...

Net cash flows provided by (used in) financing activities.........
Net (decrease) increase in Cash.......coccovvevrveveniineniennrinernnonnenens
Cash, beginning of YEar .........coo.eiveevevieniiiniineenienieonreninieesieeseeienes

Cash, end of year
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Years Ended December 31,

2008 2007 2006
(Dollars in thousands)

$(12,236) $ 6,634 $10,374
12,387 (4,716) (8,647)

(291) - -

521 - —

(35) (153) 1,225
7 45 (22)

353 1,810 2,930
(52,000) (5,619) (6,000)
(52,000) (5,619) (6,000)

48,200 - -

- 20,619 -

828 1,204 624
(1,783) (3,357) (2,964)
47,245 18,466 (2,340)
(4,402) 14,657 (5,410)

18,890 4,233 9,643

$ 14,488 $18,890 $ 4,233




Item 9. Changes In and Disagreements With Accountants On Accounting and Financial Disclosure.

None
Item 9A. Controls and Procedures
REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision and
with the participation of management, including the Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31,
2008, based on the framework set forth in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Based on that evaluation, management
concluded that our internal control over financial reporting was effective as of December 31, 2008.

Management’s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2008, has been audited by Ernst & Young LLP, an independent reglstered pubhc accounting
firm, as stated in their report which is included elsewhere herein.

Evaluation of Disclosure Controls and Procedures

Pursuant to Rule 13a-15(b) under the Securities Exchange Act of 1934, Fidelity carried out an
evaluation, with the participation of the Company’s management, including the Company’s Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the Company’s disclosure controls and procedures
(as defined under Rule 13a-15(e) under the Securities Exchange Act of 1934) as of the end of the period
covered by this report. Based upon that evaluation, Fidelity’s Chief Executive Officer and Chief Financial
Officer concluded that Fidelity’s disclosure controls and procedures are effective to ensure that information
required to be disclosed by us in the reports that we file or submit under the Securities Exchange Act of 1934 is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms,
and that such information is accumulated and communicated to management, including the principal executive
officer and principal financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting
There has been no change in Fidelity’s internal control over financial reporting during the three months

ended December 31, 2008, that has materially affected, or is reasonably likely to materially affect, Fidelity’s
internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Fidelity Southern Corporation

We have audited Fidelity Southern Corporation’s internal control over financial reporting as of December 31,
2008, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Fidelity Southern Corporation’s
management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an op1n1on
on the company s internal control over financial reportlng based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2)
provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of the company’s assets that could have a material effect on the financial
statements. ,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate. :

In our opinion, Fidelity Southern Corporation maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Fidelity Southern Corporation and subsidiaries as of
December 31, 2008 and 2007, and the related consolidated statements of operations, shareholders' equity, and
cash flows for each of the three years in the period ended December 31, 2008 and our report dated March 12,

2009, expressed an unqualified opinion thereon.
Sanet ¥ MLL?

Atlanta, Georgia
March 12, 2009
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Item 9B. Other Information
None.
PART III
Item 10. Directors, Executive Officers and Corporate Governance

The information required by Item 10 is incorporated herein by reference to the information that appears
under the headings “Election of Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance,” ¢
Code of Ethics,” and “Meetings and Committees of the Board of Directors,” in the Company’s Proxy Statement
for the 2009 Annual Meeting of Shareholders (“Proxy Statement”). Pursuant to instruction 3 to paragraph (b) of
Item 401 of Regulation S-K, information relating to the executive officers of Fidelity is included in Item 1 of
this Annual Report on Form 10-K.

The Conflict of Interest/Code of Ethics Policy of the registrant is set forth on our website at
www.fidelitysouthern.com.

Item 11. Executive Compensation
The information required by Item 11 is incorporated herein by reference to the information that appears
under the headings “Executive Compensation,” “Compensation Committee Report,” and “Compensation

Committee Interlocks and Insider Participation” in the Company ] Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by Item 12 is incorporated herein by reference to the information that appears
under the heading “Security Ownership of Certain Beneficial Owners and Management” in the Company’s
Proxy Statement. Information relating to the Company’s equity compensation plans is included in Item 5 of this
Annual Report on Form 10-K under the heading “Equity Compensation Plan Information”.

Item 13. Certain Relationships and Related Transactions

The information required by Item 13 is incorporated herein by reference to the information that appears
under the headings “Election of Directors” and “Certaln Relationships and Related Party Transactions” in the
Company’s Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by Item 14 is incorporated by reference to the information that appears under
the heading “Fees Paid by Fidelity to Ernst & Young” in the Company’s Proxy Statement.

99



PART IV

Item 15. Exhibits, Financial Statement Schedules

(@)  Documents filed as part of this Report

(1) Financial Statements

(2) Financial Statement Schedules
All financial statement schedules are omitted as the required information is
inapplicable or the information is presented in the Consolidated Financial Statements
and the Notes thereto in Item 8 above.

(3) Exhibits '
The exhibits filed herewith or incorporated by reference to exhibits previously filed
with the SEC are set forth in Item 15(b)

(b)  Exhibits

The following exhibits are required to be filed with this Report by Item 601 of Regulation S-K.

Exhibit No.
3(a)

3(b)

10(a)

10 (b)#
10(c)#
10(d)#
10(e)#

10(H#

Name of Exhibit

Amended and Restated Articles of Incorporation of Fidelity Southern Corporation,
as amended effective December 16, 2008

By-Laws of Fidelity Southern Corporation, as amended (incorporated by reference
from Exhibit 3(b) to Fidelity Southern Corporation’s Quarterly Report on Form
10-Q for the quarter ended September 30, 2007)

See Exhibits 3(a) and 3(b) for provisions of the Amended and Restated Articles of
Incorporation, as amended, and By-laws, which define the rights of the
shareholders.

Fidelity Southern Corporation Defined Contribution Master Plan and Trust
Agreement and related Adoption Agreement, as amended (incorporated by
reference from Exhibit 10(a) to Fidelity Southern Corporation’s Registration
Statement on Form 10, Commission File No. 0-22374)

Amended and Restated Supplemental Deferred Compensation Plan (incorporated
by reference from Exhibit 10.7 to Fidelity Southern Corporation’s Form 8-K filed
January 25, 2006)

Fidelity Southern Corporation 1997 Stock Option Plan (incorporated by reference
from Exhibit A to Fidelity Southern Corporation’s Proxy Statement, dated April
21, 1997, for the 1997 Annual Meeting of Shareholders)

Fidelity Southern Corporation Equity Incentive Plan dated April 27, 2006,

(incorporated by reference from Exhibit 10.1 to Fidelity Southern Corporation’s

Form 8-K filed May 3, 2006)

Forms of Stock Option Agreements for the Fidelity Southern Corporation Equity
Incentive Plan dated April 27, 2006 (incorporated by reference from Exhibit 10.1
to Fidelity Southern Corporation’s Form 8-K filed January 18, 2007)

Employment Agreement among Fidelity, the Bank and James B. Miller, Jr., dated
as of January 18, 2007 (incorporated by reference from Exhibit 10.1 to Fidelity
Southern Corporation’s Form 8-K filed January 22, 2007)
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10(g)#

10(h)#

10()#

10G)#

10(k)#

10(Iy#

10(m)

10(n)

10(0)

10(p)

13
21
23
24
311

31.2

Employment Agreement among Fidelity, the Bank and H. Palmer Proctor, Jr.,
dated as of January 18, 2007 (incorporated by reference from Exhibit 10.2 to
Fidelity Southern Corporation’s Form 8-K filed January 22, 2007)

Executive Continuity Agreement among Fidelity, the Bank and James B. Miller,
Jr., dated as of January 19, 2006 (incorporated by reference from Exhibit 10.3 to
Fidelity Southern Corporation’s Form 8-K filed January 25, 2006)

Executive Continuity Agreement among Fidelity, the Bank and H. Palmer Proctor,
Jr., dated as of January 19, 2006 (incorporated by reference from Exhibit 10.4 to
Fidelity Southern Corporation’s Form 8-K filed January 25, 2006)

Executive Continuity Agreement among Fidelity, the Bank and Stephen H. Brolly
dated as of May 22, 2006

Executive Continuity Agreement among Fidelity, the Bank and David Buchanan
dated as of January 19, 2006 (incorporated by reference from Exhibit 10.6 to
Fidelity Southern Corporation’s Form 8-K filed January 25, 2006)

Form of 2009 Incentive Compensation Plan among Fidelity, the Bank and James
B. Miller, Jr., H. Palmer Proctor, Jr., Stephen H. Brolly and David Buchanan
dated as of January 22, 2009 (incorporated by reference from Exhibit 10.1 to
Fidelity Southern Corporation’s Form 8-K filed January 26, 2009)

Director Compensation Arrangements (incorporated by reference for Exhibit 10()
to Fidelity Southern Corporation’s Annual Report on Form 10-K for the year
ended December 31, 2005)

Warrant to Purchase up to 2,266,458 shares of Common Stock, dated December 19,
2008 (incorporated by reference from Exhibit 4.1 to Fidelity Southern
Corporation’s Form 8-K filed December 19, 2008)

Letter Agreement, dated December 19, 2008, including Securities Purchase
Agreement — Standard Terms, incorporated by reference therein, between the
Company and the United States Department of the Treasury (incorporated by
reference from Exhibit 10.1 to Fidelity Southern Corporation’s Form 8-K filed
December 19, 2008)

Form of Senior Executive Officer Agreement (incorporated by reference from
Exhibit 10.1 to Fidelity Southern Corporation’s Form 8-K filed December 19, 2008)

Annual Report to Shareholders

Subsidiaries of Fidelity Southern Corporation

Consent of Ernst & Young LLP

Powers of Attorney (included on signature page hereto)

Certification of Chief Executive Officer pursuant to Securities Exchange Act Rules
13a-14 and 15d-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Financial Officer pursuant to Securities Exchange Act Rules
13a-14 and 15d-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.
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32.1  Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

322  Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

# Indicates director and management contracts or compensatory plans or arrangements.

(¢)  Financial Statement Schedules.
See Item 15 (a) (2) above.

SIGNATURES -

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Fidelity
Southern Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. ' ' ‘

FIDELITY SOUTHERN CORPORATION

By:  /s/ JAMES B. MILLER, JR.
JAMES B. MILLER, JR.
Chief Executive Officer and
Chairman of the Board
(Principal Executive Officer)

By: /s/ STEPHEN H. BROLLY
STEPHEN H. BROLLY
Chief Financial Officer
(Principal Financial and Accounting Officer)

March 13, 2009
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POWER OF ATTORNEY AND SIGNATURES

Know all men by these presents, that each person whose signature appears below constitutes and
appoints James B. Miller, Jr. and Stephen H. Brolly, or either of them, as attorney-in-fact, with each having the
power of substitution, for him in any and all capacities, to sign any amendments to this Report on Form 10-K
and to file the same, with exhibits thereto, and other documents in connection therewith, with the Securities and
Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or his substitute
or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of Fidelity Southern Corporation and in the capacities and on the dates
indicated.

Signature — Title Date
/s/ JAMES B. MILLER, JR. Chairman of the Board and Director March 13, 2009
James B. Miller, Jr. (Principal Executive Officer)
/s/ STEPHEN H. BROLLY Chief Financial Officer (Principal March 13, 2009
Stephen H. Brolly Financial and Accounting Officer)
/s/ DAVID R. BOCKEL Director , March -13, 2009

Major General (Ret) David R. Bockel

/ s/ EDWARD G. BOWEN ‘ Director March 13, 2009

Edward G. Bowen, M.D.

/s/ DONALD A. HARP, JR. Director | March 13, 2009

Dr. Donald A. Harp, Jr.

/s/ KEVIN S. KING Director March 13, 2009

Kevin S. King

/s/ JAMES H. MILLER 111 Director March 13, 2009

James H. Miller II1

/s/ H. PALMER PROCTOR, JR. Director , March 13, 2009
H. Palmer Proctor, Jr. ’

/s/ ROBERT J. RUTLAND Director ‘ March 13, 2009

Robert J. Rutland

/s/ W. CLYDE SHEPHERD I11 Director ’ March 13, 2009

W. Clyde Shepherd Il

/s/ RANKIN M. SMITH, JR. Director : March 13, 2009
Rankin M. Smith, Jr. ‘
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Exhibit
No.

3(a)
10G)

13
21
23

31.1
31.2

32.1

322

EXHIBIT INDEX

Name of Exhibit

Amended and Restated Articles of Incorporation of Fidelity Southern Corporation, as amended
effective December 16, 2008

Executive Contmulty Agreement among Fidelity, the Bank and Stephen H. Brolly dated as of
May 22, 2006

Annual Report to Shareholders
Subsidiaries of Fidelity Southern Corporation
Consent of Emnst & Young LLP

Certification of Chief Executive Officer pursuant to Securities Exchange Act Rules 13a-14 and
15d-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Securities Exchange Act Rules 13a-14 and
15d-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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FIDELITY SOUTHERN CORPORATION
FIDELITY BANK

Boards of Directors

James B. Miller, Jr.
Chairman and CEQ
Fidelity Southerm Corporation
Fidelity Bank
LionMark Insurance Company
Board Member
Berlin American Companies
Interface, Inc.
American Software

James B. Miller, Jr.  Major General (Ret) W. Clyde Shepherd, Jr.

Chairman David R. Bockel Founder
‘ Major General (Ret) David R. Bockel
Deputy Executive Director W. Clyde Shepherd, Jr.,
Founder

Reserve Officers Association
of the United States
Washington, D.C.

Director Emeritus

Edward G. Bowen, M.D.
Retired
Gynecologist and

Obstetrician Senior Management

Dr. Doncid A, HO, J

Edward G. Bowen,
M.D. James B. Miller, Jr.
: Chairman and CEQ
Fidelity Southern Corporation
Fidelity Bank
LionMark Insurance Company

Dr. Donald A. Harp, Jr.
Minister Emeritus
Adjunct Professor
Candler School of Theology
Emory University

H. Palmer Proctor, Jr.

Kevin 8. King President
Afforney Fidelity Southern Corporation
Executive Director Fidelity Bank

Greenfield Hebrew Academy Secretary and Treasurer

James H. Miller It LionMark Insurance Company

Kevin S King

James H. Miller Il

H. Palmer Proctor, Jr. Robert J. Rutland

Rankin M. Smith, Jr.

W. Clyde Shepherd il

President and CEO
Southem Nuclear Operating Company

H. Palmer Proctor, Jr.

President
Fidelity Southern Corporation
Fidelity Bank

Secretary and Treasurer
LionMark Insurance Company

Robert J. Rutland, Founder
Chairman and CEO
Greyland Development Group

W. Clyde Shepherd HI
President

Plant Improvement Co., Inc.
President

Toco Hill, inc.

Rankin M. Smith, Jr.
Owner and Manager
Seminole Plantation

Stephen H. Brolly

Chief Financial Officer
Fidelity Southern Corporation
Fidelity Bank
LionMark Insurance Company

David Buchanan
Vice President
Fidelity Southern Corporation
Execufive Vice President
Fidelity Bank
President
LionMark Insurance Company



OFFICES

Banking Services

Mailing Address
P.O. Box 105075
Atlanta, GA 30348
(404) 639-6500

Internet Banking
www lionbank.com

Telephone Banking
(404) 248-LION
(888) 248-LION outside Atlanta

Buckhead

3490 Piedmont Rd. NE
Atlanta, GA 30305
(404) 814-8114

Canton Road

830 Old Piedmont Rd.
Marietta, GA 30066
(770) 219-0175

Conyers

1945 GA Highway 138, North
Conyers, GA 30013

(404) 553-2300

Crabapple

10920 Crabapple Rd.
Roswell, GA 30075
(404) 553-2175

Decatur

160 Clairemont Ave.
Decatur, GA 30030
(404) 553-2025

Dunwoody

1425 Dunwoody Village Pkwy.
Dunwoody, GA 30338

(404) 553-2100

Jacksonville, FL

10151 Deerwood Park Blvd.
Building 200

Suite 100

Jacksonville, FL 32256

(904) 996-1000

Lawrenceville

415 Grayson Hwy.
Lawrenceville, GA 30045
(770) 237-0121

Merchants Waik

1223 Johnson Ferry Rd.
Marietta, GA 30068
(770) 973-5494

Newnan

102 Newnan Crossing Bypass
Newnan, GA 30265

(404) 553-2325

Northlake

2255 Northlake Pkwy.
Tucker, GA 30084
(404) 553-2050

Peachfree Center
260 Peachiree St.

Suite 100

Atlanta, GA 30303
(404) 524-1171

Peachtree Corners

3500 Holcomb Bridge Rd.
Norcross, GA 30092

(404) 553-2150

Perimeter Center

2 Perimeter Center East
Atlanta, GA 30346
(404) 553-2075

Perimeter West

135 Perimeter Center West ;

Atlanta, GA 30346
(404) 553-2200

River Exchange

2080 Riverside Pkwy.
Lawrencevilie, GA 30043
(404) 553-2125

Roswell

1325 Hembree Rd.
Roswell, GA 30076
(770) 667-9797

Sandy Springs

225 Sandy Springs Cir.
Sandy Springs, GA 30328
(404) 553-2250

Southlake

1267 Southiake Circle
Morrow, GA 30260
(404) 553-2225

Sugarloaf

1115 Old Peachtree Rd.
Suwanee, GA 30024
(678) 512-7000

Terrell Mill ,

1642 Powers Ferry Road SE
Suite 230

Marietta, GA 30067

(770) 952-0212

Toco Hills

2936 North Druid Hills Rd.
Atlanta, GA 30329

(404) 553-2275

Vinings

3020 Paces Mill Road
Suite 150

Atlanta, GA 30339
(770) 434-7800

Winder

133 West Athens Street
Suite C .
winder, GA 30680
(404) 553-2000

Operations Center

Atlanta

3 Corporate Square
7th Floor.

Aflanta, GA 30329
{404) 639-6500

Mortgage Services

(404} 248-5466
(888) 248-5466

Investment Services*

(404) 248-5466
(888) 248-5466

Credit Insurance

LionMark Insurance Company
(404) 639-6872

SBA Loan Production Office

Covington, GA
1122 Pace Street
Covington, GA 30014
(770) 784-1956

*Investment services offéred exclusively
through Reliance Corporation, LLC, member
NASD/SIPC, an independent broker/dealer,

. and: are not FDIC insured or insured by any.

Federal Government Aggency; are nof dée-
posits or guaranteed by Fidelity Bank: and are
subject to risk and my lose value.



Direct Stock Purchase and Dividend Reinvestment Plan Market Price - Common Stock

Fidelity Southern Corporation’s Direct Stock Purchase and Dividend Reinvestment .
. . . 2008 High Low
Plan was established to provide shareholders with an easy way to purchase shares of
. T Fourth Quarter $ 4.89 $ 149
stock. This Plan allows shareholders to make initial direct stock purchases of $1,000 .
. . .. Third Quarter 6.68 2.26
to $10,000. It also allows shareholders to reinvest their quarterly dividends and make
. ot e, L. Second Quarter 8.68 4.26
cash investments in Fidelity’s common stock for a minimum of $100 up to $10,000 First Quarter 10.30 7.24
per transaction and $120,000 per year. Go to www.bnymellon.com/shareowner/isd or ) )
www.fidelitysouthern.com to get more information and purchase online. . 2007 Hich Low
Executive Offices Telephone Banking Fourth Quarter $15.05 $ 8.45
* 3490 Piedmont Road, NE 404-248-LION (5466) Third Quarter 17.44 12.98
Suite 1550 888-248-LION (5466) Second Quarter 19.16 16.46
Atlanta, GA 30305 First Quarter 19.00 18.03
404-639-6500
) . Online Banking As of March 5, 2009, there were approximately
Main Office Number www.lionbank.com 750 shareholders of record. In addition, shares of
404-639-6500 approximately 1,400 beneficial owners of Fidelity’s
common stock were held by brokers, dealers, and
. . . . thei i .
Independent Registered Public Accounting Firm el nominees
Ernst & Young LLP
Atlanta, GA Equal Opportunity Employer
Fidelity Southern Corporation is an equal opportunity
Lega| Counsel employer. All matters regarding recruiting, hiring,

training, compensation, benefits, promotions,
transfers, and all other personnel policies will
continue to be free from all discriminatory practices.

Kilpatrick Stockton LLP
Atlanta, GA

Financial Information
Shareholders and others seeking financial information about Fidelity may call Martha
Fleming at 404-240-1504, write her at 3490 Piedmont Rd, N.E., Suite 1550, Atlanta, Our Mis sion:

Fidelity’s mission is

Georgia 30305, or go to www.fidelitysouthern.com and see Investor Relations for
more information concerning Fidelity’s products and services, news releases, financial

information, and other material relating to Fidelity Southern Corporation. to continue g rowth,
Transfer Agent and Regist improve earnings
ransrer Agent and registrar .
BNY Mellon Shareowner Services and increase
480 Washington Boulevard, 27" Floor shareholder valu e,

Jersey City, New Jersey 07310-1900
(866) 203-4394

(201) 680-6685 (Outside the U.S. and Canada) to treat customers,

(800) 231-5469 (TDD phone — Hearing Impaired) emp | oyees,
www.bnymellon.com/shareowner/isd commun Ity and
As a Fidelity Southern Corporation shareholder, you are invited to take advantage of our shareholders
convenient shareholder services or request more information about Fidelity Southern accordin gto the
Corporation. Golden Rule:
BNY Mellon Shareowner Services maintains the records for our registered shareholders
and can help you with a variety of shareholder related services at no charge, including: and to o per ate
+ Change of name or address * Lost stock certificates within a culture
+ Consolidation of accounts * Transfer of stock to another person of stron g internal
* Duplicate mailings + Additional administrative services

« Dividend reinvestment enrollment controls.

Access your investor statements online 24 hours a day, 7 days a week with MLinkSM. W e are:
For more information, go to www.bnymellon.com/shareowner/isd. ,

You can also send mail to BNY Mellon at: Atlanta’s

Fidelity Southern Corporation Commun ity Bank
c/o BNY Mellon Shareowner Services
P. O. Box 358015

Pittsburgh, PA 15252-8015
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FIDELITY
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CORPORATION

3490 Piedmont Road NE | Suite 1550 | Atlanta, Georgia 30305

(404) 248-LION

www.fidelitysouthern.com




