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April 18, 2011

Dear Shareholders, Customers, Employees and Friends:
We are pleased to provide you with the 2010 Annual Report of Georgia-Carolina Bancshares, Inc.

Total assets grew during 2010 to $495,300,000. This growth was accomplished despite the tough
economic environment we are all experiencing. At the end of 2010, the Company remains “well capitalized”
by all regulatory standards and all of our capital ratios increased during the year.

The Company recorded net income of $1,533,000 or $.44 per diluted share for 2010. Those earnings
are down from the $3,752,000 or $1.07 per share earned in 2009. This decline in earnings is primarily due
to significant additions to our provision for loan losses during the year. The provision for loan losses totaled
$8,355,000 for 2010, up significantly from $3,082,000 for 2009.

As evidenced by the loan loss provision increase, the focus during the year remained on asset quality. We
increased our allowance for loan loss reserve to 2.48% of loans at December 31, 2010, up from 1.51% at the
end of 2009, while reducing total non-performing assets by $1,648,000. Total non-performing assets totaled
2.82% of loans at the end of 2010, down from 3.12% at the end of 2009 and 3.57% at the end of 2008.

Our core earnings, excluding the provision for loan losses and other real estate owned expense, showed
solid growth. Pre-tax income before these items grew from $7,154,000 in 2009 to $10,722,000 in 2010.
This was accomplished through increased net interest income, increased mortgage gain on sale income
and controlled operating expenses. These earnings improvements were able to absorb the additions to our
allowance for loan loss reserve and generate a net profit for the year.

We remain optimistic about 2011 and beyond. These are still uncertain economic times, so we will
continue to manage your company in a conservative and prudent manner.

We extend to you a special invitation to attend the Annual Meeting of our Shareholders to be held at 4:00
pm on May 23, 2011 at the Main Office and Corporate Headquarters located at 3527 Wheeler Road.

Thank you for your interest and support of your Company and your Bank.

Sincerely,

S

RemerY. Brinson Il
President & Chief Executive Officer




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

MARKET INFORMATION

The Company’s common stock trades on the Over-The-Counter Bulletin Board under the symbol “GECR”. The market for
the Company’s common stock must be characterized as a limited market due to its relatively low trading volume and lack of
analyst coverage. The following table sets forth for the periods indicated the quarterly high and low sales prices per share as
reported by the Over-The-Counter Bulletin Board. These quotations also reflect inter-dealer prices without retail mark-ups,
mark-downs, or commissions and may not necessarily represent actual transactions. The share prices below reflect all stock
splits.

Fiscal year ended December 31, 2010

First Quarter $ 8.00 $ 6.25
Second Quarter $ 8.00 $ 6.55
Third Quarter $ 8.00 $ 5.15
Fourth Quarter $ 8.00 $ 5.36
Fiscal year ended December 31, 2009
First Quarter $10.00 $ 5.75
Second Quarter $ 9.98 $ 5.25
Third Quarter $ 8.00 $ 6.25
Fourth Quarter $ 8.00 $ 6.25

HOLDERS OF COMMON STOCK

As of March 21, 2011, the number of holders of record of the Company’s common stock was approximately 572.

DIVIDENDS

No cash dividends were paid by the Company during the years ended December 31, 2010 or 2009. Future dividends will

be determined by the Board of Directors of the Company in light of circumstances existing from time to time, including

the Company’s growth, financial condition and results of operations, the continued existence of the restrictions described
below on the Bank'’s ability to pay dividends and other factors that the Board of Directors of the Company considers relevant.
In addition, the Board of Directors of the Company may determine, from time to time, that it is prudent to pay special
nonrecurring cash dividends in addition to or in lieu of regular cash dividends. Such special dividends will depend upon

the financial performance of the Company and will take into account its capital position. No special dividend is presently
contemplated.

Because the Company’s principal operations are conducted through the Bank, the Company generates cash to pay dividends
primarily through dividends paid to it by the Bank. Accordingly, any dividends paid by the Company will depend on the
Bank’s earnings, capital requirements, financial condition and other factors. Under Georgia law, the Bank may pay dividends
only when and if the Bank is not insolvent. In addition, dividends may not be declared or paid at any time when the Bank
does not have combined paid-in capital and appropriated retained earnings equal to at least 20% of the Bank’s capital stock.
Moreover, dividends may not be paid by the Bank without the prior approval of the Georgia Banking Department, if the
dividends are in excess of specified amounts fixed by the Georgia Banking Department. ’




EQUITY COMPENSATION PLAN INFORMATION

The Company currently has three equity compensation plans: (i) the 1997 Stock Option Plan, which was approved by
shareholders; (ii) the 2004 Incentive Plan, which was approved by shareholders; and (iii) the Directors Equity Incentive Plan,
which has not been approved by shareholders. The following table provides information as of December 31, 2010 regarding
the Company’s then existing compensation plans and arrangements:

A eighted-averége
exercise price of

| up
_ of outstanding option
. warnants and rights

PLAN CATEGORY =
Equity compensation plans approved
“by security holders:

1997 Stock Option Plan................. 159,038 $9.60 -
2004 Incentive Plan.......ccocooevenen... 124,251 $10.38 200,874
Equity compensation plans not
approved by security holders - - 54,539
Total o 283,289 $9.94 255,413

DIRECTORS EQUITY INCENTIVE PLAN

The Directors Equity Incentive Plan provides that non-employee directors of the Company and the Bank may elect to
purchase shares of the Company’s common stock in lieu of receiving cash for director fees earned in each calendar quarter.
The purchase price for shares acquired under the plan is $2.00 less than the average closing market price of the Company’s
common stock for the last ten trading days of each quarter as reported on the Over-the-Counter Bulletin Board. A non-
employee director may join the plan at any time during the last seven days of each calendar quarter. The Directors Equity
Incentive Plan also provides non-employee directors of the Company and the Bank annual retainer shares in the form

of 1) base award shares, plus 2) bonus shares for service as Board chairman, plus 3) bonus shares for service on various
committees. Non-employee advisory board members also qualify to receive annual award shares from the Directors Equity
Incentive Plan provided they meet an agreed upon annual attendance requirement.




Selected Financial Data

Our selected consolidated financial data presented below as of and for the years ended December 31, 2006 through 2010 is ‘
derived from our audited consolidated financial statements. Our audited consolidated financial statements as of December
31, 2010 and 2009 and for each of the years in the three year period ended December 31, 2010 are included elsewhere in
this report. All years have been restated as necessary for stock dividends and stock splits.

($ in thousands, except per share data)

Selected Balance Sheet Data:

- Assets $ 495,311 $ 484,013 $ 460,828 $ 447,869 $ 417,471
Investment securities and FHLB stock 79,431 47,289 59,795 60,393 55,404
Loans, held for investment 316,809 336,849 336,293 322,201 280,883
Loans, held for sale 46,570 58,135 28,402 39,547 56,758
Allowance for loan losses 7,866 5,072 4,284 5,059 4,386
Deposits 414,749 405,240 377,009 379,966 341,342
Short-term borrowings 3,469 7,297 15,859 17,473 38,661
Long-term debt 25,000 25,000 25,400 10,500 600
Other liabilities and other borrowings 7,119 3,203 3,476 3,959 4,742
Shareholders’ equity 44,976 43,273 39,084 35,971 32,126

Selected Results of Operations Data:
Interest income 24,409 24,604 26,371 29,019 25,335
Interest expense 7,290 9,722 13,038 15,706 11,969
Net interest income 17,119 14,882 13,333 13,313 13,366
Provision for loan losses 8,355 3,082 1,456 909 898
Net interest income after provision for
loan losses 8,764 11,800 11,877 12,404 - 12,468
Non-interest income 13,246 14,157 9,920 9,932 © 9,800
Non-interest expense 20,543 20,902 17,745 17,816 17,911
Income before taxes 1,467 5,055 4,052 4,520 4,357
Income tax expense (benefit) (66) 1,303 1,252 1,619 1,460
Net income $ 1,533 $ 3,752 $ 2,800 $ 2,901 $ 2,897
Per Share Data .
Net income — basic $ 0.44 $ 1.08 $ 0.82 $ 0.85 $ 0.86
Net income — diluted $ 0.44 $ 1.07 $ 0.80 $ 0.83 $ 0.83
Book value $ 12.72 $ 1237 $  11.31 $ 1058 $ 9.51
Weighted average number of shares outstanding:
Basic 3,519,408 3,484,309 3,426,860 3,393,224 3,370,277

Diluted 3,519,408 3,492,871 3,503,856 3,508,606 3,489,564




Performance Ratios:

Return on average assets 0.32% 0.79% 0.62% 0.69% 0.78%
Return on average equity 3.41% 8.93% 7.36% 8.39% 9.57%
Net interest margin (1) 3.83% 3.37% 3.15% 3.36% 3.81%
Efficiency ratio (2) 67.65% 71.98% 76.31% 76.64% 77.39%
Loan (excl LHFS) to deposit ratio 76.39% 83.12% 89.20% 84.80% 82.29%
Asset Quality Ratios:

Nonperforming loans to total loans 1.72% 1.57% 1.39% 3.20% 0.68%

Nonperforming assets to total loans

(excl LHFS + OREO) 2.82% 3.12% 3.57% 3.73% 1.03%

Allowance for loan losses to

nonperforming loans 125.71% 81.94% 84.65% 43.77% 191.86%
Allowance for loan losses to total loans

(excl LHFS) 2.48% 1.51% 1.27% 1.57% 1.56%
Capital Ratios:
Average equity to average assets 9.36% 8.81% 8.41% 8.16% 8.11%
Leverage ratio 9.32% 8.96% 8.59% 8.18% 7.85%
Tier 1 risk-based capital ratio 11.75% 10.50% 9.82% 9.39% 9.25%
Total risk-based capital ratio 13.01% 11.74% 10.91% 10.72% 10.50%

(1) Non-tax equivalent.
(2) Computed by dividing non-iriterest expense by the sum of net interest income and non-interest income, excluding gains and losses on the sale of assets.

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

The following discussion provides information about the major components of the results of operations and financial
condition, liquidity and capital resources of the Company and Bank and should be read in conjunction with the “Business”
and “Financial Statements” sections included elsewhere in this report.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company and Bank are in accordance with accounting principles generally
accepted in the United States and conform to general practices within the banking industry. Application of these principles
requires management to make estimates or judgments that affect the amounts reported in the financial statements and

the accompanying notes. These estimates are based on information available as of the date of the financial statements;
accordingly, as this information changes, the financial statements could reflect different estimates or judgments. Certain
policies inherently have a greater reliance on the use of estimates, and as such have a greater possibility of producing results
that could be materially different than originally reported.

Estimates or judgments are necessary when assets and liabilities are required to be recorded at fair value, when a decline in
the value of an asset not carried on the financial statements at fair value warrants an impairment write-down or valuation
reserve to be established, or when an asset or liability needs to be recorded contingent upon a future event. Carrying assets
and liabilities at fair value inherently results in more financial statement volatility. The fair values and the information used to
record the valuation adjustments for certain assets and liabilities are based either on quoted market prices or are provided by
other third-party sources, when available. When third-party information is not available, valuation adjustments are estimated
in good faith by management primarily through the use of internal cash flow modeling techniques.

The most significant accounting policies for the Company and Bank are presented in Note 1 to the consolidated financial
statements. These policies, along with the disclosures presented in the other financial statement notes, provide information
on how significant assets and liabilities are valued in the financial statements and how those values are determined.
Management views critical accounting policies to be those that are highly dependent on subjective or complex judgments,
estimates and assumptions, and where changes in those estimates and assumptions could have a significant impact on the
financial statements. Management currently views the determination of the allowance for loan losses to be the only critical
accounting policy.




The allowance for loan losses represents management’s estimate of probable credit losses inherent in the loan portfolio.
Estimating the amount of the allowance for loan losses requires significant judgment and the use of estimates related to

the amount and timing of expected future cash flows on impaired loans, estimated losses on non-impaired loans based on
historical loss experience, and consideration of current economic trends and conditions, all of which may be susceptible to
significant change. The loan portfolio also represents the largest asset type on the consolidated balance sheet. Loan losses
are charged off against the allowance, while recoveries of amounts previously charged off are credited to the allowance.

A provision for loan losses is charged to operations based on management’s periodic evaluation of the factors previously
mentioned, as well as other pertinent factors.

The allowance for loan losses consists of an allocated component and an unallocated component. The components of the
allowance for loan losses represent an estimation made pursuant to either ASC 450-20, “Contingencies: Loss Contingencies,”
or ASC 310-10-35, “Receivables: Subsequent Measurement.” The allocated component of the allowance for loan losses
reflects expected losses resulting from analyses developed through specific credit allocations for individual loans and
historical loss experience for each loan category. The specific credit allocations are based on regular analyses of all loans over
a fixed-dollar amount where the internal credit rating is at or below a predetermined classification. These analyses involve a
high degree of judgment in estimating the amount of loss associated with specific loans, including estimating the amount and
timing of future cash flows and collateral values. The historical loss element is determined using the average of actual losses
incurred over prior years for each type of loan. The historical loss experience is adjusted for known changes in economic
conditions and credit quality trends such as changes in the amount of past due and nonperforming loans. The resulting loss
allocation factors are applied to the balance of each type of loan after removing the balance of impaired loans from each
category. :

There are many factors affecting the allowance for loan losses; some are quantitative while others require qualitative
judgment. Although mapagement believes its process for determining the allowance adequately considers all the potential
factors that could potentially result in credit losses, the process includes subjective elements and may be susceptible to
significant change. To the extent actual outcomes differ from management’s estimates, additional provisions for loan losses
could be required that could adversely affect the Bank’s earnings or financial position in future periods.

Additional information on the Bank’s loan portfolio and allowance for loan losses can be found in the “Loan Portfolio”
section on page 10. Note 1 to the consolidated financial statements also includes additional information on the Bank’s
accounting policies related to the allowance for loan losses.

CONSOLIDATED FINANCIAL INFORMATION

Certain consolidated financial information for the Company and Bank as of and for the years ended December 31, 2010,
2009 and 2008 is presented below:

2009

- 2008
tal Assets 'Net

kTo_ta‘l Assets

ssets Net lﬁtonie’)a
($ in thousands)
GECR consolidated $ 495,311 $ 1,533 $ 484,013 $ 3,752 $ 460,828 $ 2,800
The Bank $ 495,223 1,665 $ 483,916 3,919 $ 460,726 2,983
The Company $ (132) $ (167) $ (183)

The Company incurred $200,418, $253,524 and $269,108 in operational costs for the years ended December 31, 2010,
2009 and 2008, respectively. These costs were partially offset by income tax benefits of $68,142, $86,198 and $86,497 for
2010, 2009 and 2008, respectively. In total, the net losses for the Company were $132,276, $167,326, and $182,611 for
the years ended December 31, 2010, 2009 and 2008, respectively. The Company’s operational costs are primarily funded by
proceeds from the exercise of stock options. -

The Company’s line of credit issued in June 2009 with its correspondent bank, First National Bankers Bank, which provided
the Company the ability to draw a principal sum of $1.0 million in periodic advances matured on June 5, 2010. The
Company did not renew the line of credit. The outstanding principal balance at December 31, 2009 was $0.




Results of Operations — Comparison of 2010 and 2009

BALANCE SHEET

For the year ended December 31, 2010, the consolidated Company and Bank experienced an increase in total assets. Total
assets increased $11.3 million or 2.3%, to $495.3 million at December 31, 2010 from $484.0 million at December 31,

2009. Average total assets were $480.2 million in 2010 and $476.5 million in 2009, an increase of $3.7 million or 0.8%.
Loans held for sale decreased from $58.1 million at December 31, 2009 to $46.6 million at December 31, 2010, a decrease
of $11.5 million or 19.8%. All other loans decreased with a portfolio balance, net of allowance for loan losses, of $309.0
million at December 31, 2010 compared to $331.8 million at December 31, 2009, a decrease of $22.8 million or 6.9%.
Commercial and industrial loans decreased $2.6 million or 11.4%, from $22.9 million at December 31, 2009 to $20.3
million at December 31, 2010. Real estate mortgage loans increased $4.4 million or 2.2%, from $199.2 million at December
31, 2009 to $203.6 million at December 31, 2010, and real estate construction loans decreased $21.0 million or 19.6%,
from $107.4 million at December 31, 2009 to $86.4 million at December 31, 2010. Consumer loans decreased $0.9 million
or 12.0%, from $7.5 million at December 31, 2009 to $6.6 million at December 31, 2010. The decreases in most categories
are primarily the result of weaker demand during the economic recession experienced over the past two years. Construction
loans declined primarily as a result of borrower pay downs and charge offs in our Savannah market. However, the increase

in real estate mortgage loans is the result of the overall stability of the Richmond, McDuffie, and Columbia County, Georgia
market areas. The decline in loan demand coupled with strong deposit growth, created abundant liquidity, resulting in
significant increases in cash and due from banks as well as securities available-for-sale. Cash and due from banks grew $18.6
million or 142.8% to $31.7 million at December 31, 2010 from $13.1 million at December 31, 2009. At December 31, 2010
and 2009 interest bearing balances with correspondent banks comprised $25.5 million and $2.1 million, respectively, of cash
and due from banks. Securities available-for-sale increased $32.4 million or 73.0% to $76.9 million at December, 31, 2010
compared to $44.5 million at December 31, 2009.

The allowance for loan losses was $7.9 million at December 31, 2010 and $5.1 million at December 31, 2009. This
represents an increase of $2.8 million or 55.1%. The increase in the allowance is based upon management’s rating and
assessment of the loan portfolio and the credit risk inherent in the portfolio, and reflects the state of the economy and

an increase in loan charge-offs during 2010. The Bank’s ratio of allowance for loan losses to gross loans was 2.16% at
December 31, 2010 and 1.28% at December 31, 2009. Substantially all loans held for sale originated by the Bank consist
of well-secured single family residential mortgage loans which are originated with a sales commitment and are sold in the
secondary market shortly after origination, thus greatly reducing the Bank’s credit risk. The Bank’s ratio of allowance for loan
losses to gross loans, excluding loans held for sale, was 2.48% at December 31, 2010, compared to 1.51% at December 31,
2009.

Foreclosed real estate decreased $1.7 million or 38.4% to $2.8 million at December 31, 2010 compared to $4.5 million at
December 31, 2009.

The asset growth of the Bank during 2010 was primarily funded through deposit account activity within the Bank’s existing
market. Total deposit accounts at December 31, 2010 were $414.7 million, an increase of $9.5 million or 2.3%, from $405.2
million at December 31, 2009. Brokered deposits totaled $30.4 million at December 31, 2010, a decrease of $32.1 million
or 51.3%, compared to $62.5 million at December 31, 2009. The Bank utilizes Promontory Interfinancial Network (CDARS)
to obtain and retain large time deposits of customers seeking full FDIC insurance coverage. Through network member
institutions the CDARS deposits are broken into smaller deposits in order to receive insurance coverage beyond the FDIC's
$250,000 limit. CDARS deposits decreased $27.7 million or 67.2% to $13.5 million at December 31, 2010 from $41.2
million at December 31, 2009. This decline in brokered and CDARS deposits is a direct result of the Bank’s increased reliance
on core deposits. Deposits excluding brokered and CDARs increased $69.5 million or 23.0% to $371.1 million at December
31,2010 compared to $301.7 million at December 31, 2009. Total other borrowings by the Bank were $32.1 million at
December 31, 2010, a slight decrease of $0.2 million or 0.6%, from the balance of $32.3 million at December 31, 2009.
However, due to a change to ASC 860-10 “Transfers and Servicing” regarding loan participations, $3.6 million of participated
loans were classified as “other borrowings” at December 31, 2010.

The Bank’s loan to deposit ratio was 87.6% at December 31, 2010 and 97.5% at December 31, 2009. Excluding mortgage
loans held for sale, this ratio was 76.4% for 2010 and 83.1% for 2009.




INCOME STATEMENT

Interest income was $24.4 million for 2010 compared to $24.6 million for 2009, a slight decrease of $0.2 million or 0.8%.
This decrease was primarily the result of declining interest rates and weakened loan demand during the economic recession
experienced over the past two years. Interest expense decreased $2.4 million or 25.0%, from $9.7 million for 2009 to $7.3
million for 2010. This decrease in interest expense was primarily due to the lower cost of funds resulting from the falling
interest rate environment since 2008. In an effort to obtain growth in deposit accounts to maintain steady borrowing levels
and reduce the need for brokered deposits, the Bank focuses its marketing efforts in the local markets served by the Bank. As
a result of these efforts, the Bank experienced growth in interest bearing deposits in 2010. Interest bearing deposits increased
$9.6 million or 2.6%, from $363.5 million at December 31, 2009 to $373.1 million at December 31, 2010. This increase

in interest bearing deposits was primarily the result of an increase in money market accounts. Non-interest bearing deposits
decreased slightly by $0.2 million or 0.5%, from $41.8 million at December 31, 2009 to $41.6 million at December 31,
2010. Net interest income was $17.1 million for 2010 compared to $14.9 million for 2009, an increase of $2.2 million or
14:8%. Net interest margin increased to 3.83% for the year ended December 31, 2010 from 3.37% for 2009.

The provision for loan losses was $8.4 million for 2010 compared to $3.1 million for 2009, an increase of $5.3 million

or 171.0%. This increase is the result of management’s detailed review of the Bank’s loan portfolio and adequacy of the
allowance for loan losses, the level of the Bank’s non-performing assets, charge-offs and loan delinquencies, and the overall
weakness in the economy. The majority of the increase in the provision for loan losses was due to a provision of $4,706,000
in the second quarter of 2070. As a result of the increase in the provision for loan losses, the ratio of the allowance for loan
losses to total loans, excluding loans held for sale, increased to 2.48% at December 31, 2010 from 1.51% at December 31,
2009. Net charge-offs were $5.6 million in 2010, up from the $2.3 million in 2009, resulting in annual charge-off to average
loans ratios of 1.49% and 0.67%, respectively. Management considers the current allowance for loan losses to be appropriate
based upon its detailed analysis of the potential risk in the portfolio; however, there can be no assurance that charge-offs in
future periods will not exceed the allowance for loan losses or that additional provisions will not be required.

Non-interest income for 2010 was $13.2 million compared to $14.2 million for 2009, a decrease of $1.0 million or 7.0%.
This decrease in 2010 is primarily due to the $1.7 million gain on sale of 183 lots and another parcel of land in the Willhaven
Subdivision in Augusta, Georgia in 2009, partially offset by a higher 2010 gain on sale of mortgage loans. Gain on sale

of mortgage loans increased from $9.7 million in 2009 to $10.8 million in 2010, an increase of $1.1 million or 11.3%.
However, the mortgage origination volume sold in 2010 was $553.2 million compared to $606.5 million in 2009, a decrease
of $53.3 million or 8.8%.

Non-interest expense decreased from $20.9 million in 2009 to $20.5 million in 2010, a decrease of $0.4 million or 1.7%.
This decrease is primarily the result of reduced incentive expense, FDIC assessment cost, and control of other expenses, offset
by higher salaries and other real estate expenses.

In total, net income decreased in 2010 by $2.2 million or 59.1%, from $3.7 million in 2009 to $1.5 million in 2010 as a
result of each of the above factors.




DISTRIBUTION OF ASSETS, LIABILITIES AND SHAREHOLDERS” EQUITY; INTEREST RATES AND
INTEREST DIFFERENTIAL

The following table presents the average balance sheet of the consolidated Company for the years ended December 31,
2010, 2009 and 2008. Also presented is the consolidated Company’s actual interest income and expense from each asset
and liability, the average yield of each interest-earning asset and the average cost of each interest-bearing liability. This table
includes all major categories of interest-earning assets and interest-bearing liabilities:

CONSOLIDATED AVERAGE BALANCE SHEETS
($ in thousands)

ASSETS
INTEREST-EARNING ASSETS
Loans, net of unearned income $373,779 $22,379 5.99% $ 386,961 $ 22,260 5.75% $360,689 $ 23,186 6.43%

Investment securities 54,978 1,989 3.62% 52,672 2,337 4.44% 61,375 3,100 5.05%
Fed funds sold & cash in banks 18,202 41 0.23% 4,051 7 0.17% 3,996 85 2.13%
Total interest-earning assets 446,959 24,409 5.46% 443,684 24,604 5.55% 426,060 26,371 6.19%

NON-INTEREST-EARNING ASSETS

Cash and due from banks 8,226 8,686 6,296
Bank premises and fixed assets. 9,476 9,877 10,260
Accrued interest receivable 1,657 1,748 1,956
Other assets 20,019 17,506 12,978
Allowance for loan losses (6,158) (5,026) (5,190)

Total assets $ 480,179 $476,475 $ 452,360

LIABILITIES AND
SHAREHOLDERS’ EQUITY
INTEREST-BEARING DEPOSITS

NOW accounts $ 38473 § 226 0.59% $35300 $ 211 0.60% $ 31,674 % 376 1.19%
Savings accounts 52,102 570 1.09% 52,515 587 1.12% 67,259 1,408 2.09%
Money market accounts 24,826 309 1.24% 11,945 - 139 1.16% 8,773 167 1.90%
Time accounts 246,359 5,232 2.12% 256,146 7,808 3.05% 231,736 9,999 4.31%

Total interest-bearing deposits 361,760 6,337 1.75% 355,906 8,745 2.46% 339,442 11,950  3.52%

OTHER INTEREST-BEARING

LIABILITIES
Borrowed funds 29,190 953 3.26% 38,614 977 2.53% 37,390 1,088 2.91%
Total interest-bearing liabilities 390,950 7,290 1.86% 394,520 9,722 2.46% 376,832 13,038 3.46%

NON-INTEREST-BEARING
LIABILITIES AND
SHAREHOLDERS” EQUITY

Demand deposits 42,066 36,439 33,501
Other liabilities 2,202 3,519 3,971
Shareholders’ equity 44,961 41,997 38,056
Total liabilities and
shareholders equity $ 480,179 $ 476,475 $ 452,360
Net interest income $17,119 $ 14,882 $ 13,333
Interest rate spread 3.60% 3.08% 2.73%
Net interest margin 3.83% 3.37% 3.15%

Average loans (excl LHFS) to
average deposits 81.52% 86.73% 88.67%




RATE/VOLUME ANALYSIS OF NET INTEREST INCOME

The following table sets forth information regarding changes in net interest income attributable to changes in average
balances and changes in rates for the periods indicated. The effect of a change in average balance has been determined by
applying the average rate in the earlier period to the change in average balance in the later period, as compared with the
earlier period. The balance of the change in interest income or expense and net interest income has been attributed to a
change in average rate. Non-accruing loans have been included in the category “Net loans and loans held for sale.”

rison of Years Ended

9. © . December3i 7009 and 2008
($ in thousands)

Increase (Decrease) Due to

_Rate ‘Balance _ Rate _ Total

Interest earned on:

“Tax-exempt securities $ (38 $ 5 $ (43 $ 82 $ O $ 75
Taxable securities 148 (453) (305) (558) (280) (838)
Federal funds sold and cash in banks 23 11 34 2 (80) (78)
Net loans and loans held for sale __(758) 877 119 1.689 _(2.615) __(926)

Total interest income _$(625) $ 430 $ (195 $1.215 $(2.982) $(1.767)

Interest paid on:

NOW deposits . 19 (4) 15 43 (208) (165)

Money market deposits 150 20 170 60 (88) (28)
Savings deposits (5) (12) (17) (309) (512) (821)
Time deposits . (298) (2,278) (2,576) 1,053 (3,244) (2,191)
Borrowed funds (238) 214 (24) 36 (147) (111)

Total interest expense 372 $(2,060) $(2,432) $_ 883 $(4,199) $(3,316)

Increase (decrease) in net interest income 253 $ 2,490 § 2237 $ 332 $ 1217 $ 1,549

LOAN PORTFOLIO

The Bank engages in a full complement of lending activities, including commercial, consumer and real estate loans. As of
December 31, 2010, the Bank’s loan portfolio, excluding loans held for sale, consisted of 64.2% real estate mortgage loans,
27.3% real estate construction loans, 6.4% commercial loans and 2.1% consumer loans.

The Bank’s real estate mortgage loans include commercial mortgage lending and residential mortgage lending. The Bank's
commercial mortgage loans are generally secured by office buildings, retail establishments and other types of property. The
Bank’s residential mortgage loans are primarily single-family residential loans secured by the residential property.

The Bank’s real estate construction loans consist of residential and commercial construction loans as well as land
development loans. These loans are primarily construction and development loans to builders in the Augusta and Savannah,
Georgia areas and the Jacksonville, Florida area.

Commercial lending is directed principally towards businesses whose demands for funds fall within the Bank’s legal lending
limits and which are potential deposit customers of the Bank. This category of loans includes loans made to individual,
partnership or corporate borrowers, for a variety of business purposes. These loans include short-term lines of credit, short- to
medium-term plant and equipment loans, loans for general working capital and letters of credit.

The Bank’s consumer loans consist primarily of installment loans to individuals for personal, family or household purposes,
including automobile loans to individuals and pre-approved lines of credit.

While risk of loss in the Bank’s loan portfolio is primarily tied to the credit quality of the various borrowers, risk of loss may
also increase due to factors beyond the Bank’s control, such as local, regional and/or national economic downturns. General
conditions in the real estate market may also impact the relative risk in the Bank’s real estate portfolio.

With respect to loans which exceed the Bank’s lending limits or established credit criteria, the Bank may originate such
loans and sell them to another bank. The Bank may also purchase loans originated by other banks. Management of the Bank
does not believe that its loan purchase participations will necessarily pose any greater risk of loss than loans which the Bank
" originates.
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The following table presents the categories of loans contained in the Bank’s loan portfolio as of the end of the five most recent
fiscal years and the total amount of all loans for such periods:

e
008 | 2007

. 2010 2009

($ in thousands)

Type of Loan
Commercial and industrial $ 20,298 $ 22,906 $ 31,173 $ 29,582 $ 27,692
Real estate — construction 86,418 107,429 105,032 89,580 73,502
Real estate — residential 61,194 66,050 65,958 53,557 47,319
Real estate — commercial 142,351 133,140 125,194 139,111 121,822
Consumer 6,606 7,468 9,092 10,487 10,609

Subtotal $316,867 $ 336,993 $ 336,449 $322,317 $ 280,944
Less:
Unearned income and deferred loan fees (58) (144) (156) (116) 61)
Allowance for possible loan losses (7,866) (5,072) (4,284) (5,059) (4,386)
Total (net of allowance) $ 308,943 $331,777 $ 332,009 $317,142 $ 276,497

In addition to the above, the Bank also had $46.6 million and $58.1 million of single family residential mortgage loans held
for sale that were originated by the Bank’s Mortgage Division at December 31, 2010 and 2009, respectively.

The table below presents an analysis of maturities of certain categories of loans as of December 31, 2010:

Type of Loan e in ‘ -
Yearorless 1to5Years  5Years Total
($ in thousands)
Commercial and industrial $ 10,962 $ 9,336 $ - $ 20,298
Real estate - construction 77,342 8,994 82 86,418
Total $ 88,304 $ 18,330 $ 82 $106,716

The following is a presentation of an analysis of sensitivities of certain loans (those presented in the maturity table above) to
changes in interest rates as of December 31, 2010 (in thousands):

Loans due after T year with predetermined interest rates $17,037
Loans due after 1 year with floating interest rates $ 1,375
Total loans due after 1 year $18,412

The following table presents information regarding non-accrual and past due loans at the dates indicated:

Loans accounted for on a non-accrual basis

Number 50 63 56 65 49

Amount $ 6,257 $ 6,190 $ 5,061 $ 11,558 $ 2,286
Accruing loans which are contractually

past due 90 days or more as to principal

and interest payments

Number - - 3 4 2
Amount $ - $ - $ 1 $ 18 $ 71

Accrual of interest is discontinued when a loan becomes 90 days past due as to principal and interest or when, in
management’s judgment, the interest will not be collectible in the normal course of business. Additional interest income
of approximately $179,000 in 2010 would have been recorded if all loans accounted for on a non-accrual basis had been
current in accordance with their original terms. No interest income has been recognized in 2010 on loans that have been
accounted for on a non-accrual basis.
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The following table presents loans classified as “troubled debt restructurings” as defined in ASC 310-40:

($ in thousands)
Troubled debt restructurings $ 9250 $ 4,188 $ - $ - $ -

At December 31, 2010, there were no loans classified for regulatory purposes as doubtful, substandard or special mention
that have not been disclosed above which (i) represent or result from trends or uncertainties which management reasonably
expects will materially impact future operating results, liquidity or capital resources, or (ii) represent material credits about
which management is aware of any information which causes management to have serious doubts as to the ability of such
borrowers to comply with the loan repayment terms.

SUMMARY OF LOAN LOSS EXPERIENCE

An analysis of the Bank’s loss experience is furnished in the following table for the periods indicated.

($ in thousands)

Allowance for loan losses, beginning of year ~ $ 5,072 $ 4,284 $ 5,059 $ 4,386 $ 3,756
Charge-offs:

Real estate — construction 3,663 1,382 1,107 - -
Real estate — residential 980 553 798 28 98
Real estate — commercial 850 - 26 - -
Commercial and industrial 139 208 223 163 106
Consumer 147 199 110 97 95
5.779 2,342 2,264 288 : 299

Recoveries: '
Real estate — construction 16 - - - -
Real estate — residential 13 4 3 11 8
Real estate — commercial 22 1 - - -
Commercial and industrial 63 14 5 10 16
Consumer 104 29 25 31 7
218 48 . 33 52 31
Net (charge-offs) recoveries (5,561) (2,294) (2,231) (236) (268)
Provision charged to operations 8,355 3,082 1,456 909 898
Allowance for loan losses, end of year $ 7,866 $ 5,072 $ 4,284 $ 5,059 $ 4,386

Ratio of net (charge-offs) recoveries during
the period to average loans outstanding
during the period (1.49%) (.67%) (.67%) (.08%) (.10%)

ALLOWANCE FOR LOAN LOSSES

In the normal course of business, the Bank has recognized and will continue to recognize losses resulting from the inability of
certain borrowers to repay loans and the insufficient realizable value of collateral securing such loans.

Accordingly, management has established an allowance for loan losses, which totaled approximately $7,866,000 at
December 31, 2010, which is allocated according to the following table, along with the percentage of loans in each category
to total loans:
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($ in thousands)

Commercial

and industrial $ 227 6.4% $ 259 6.8% $ 436 9.3% $ 562 9.2% $ 883 9.9%
Real estate -

construction 3,908 27.3% 2,364 31.9% 1,838 31.2% 1,928 27.8% 1,442 26.2%
Real estate -

residential 1,070 19.3% 827 19.6% 622 19.6% 639 16.6% 650 16.8%
Real estate -

commercial 1,617 44 9% 1,319 39.5% 1,147 37.2% 1,608 43.2% 1,110 43.4%
Consumer 251 2.1% 176 2.2% 133 2.7% 195 3.2% 191 3.7%
Unallocated 793 - 127 - 107 - 127 -- 110 -
Total $7,866 $5,072 $4,284 $5,059 $4,386

In evaluating the Bank’s allowance for loan losses, management takes into consideration concentrations within the loan
portfolio, past loan loss experience, growth of the portfolio, current economic conditions and the appraised value of
collateral securing loans. Although management believes the allowance for loan losses is adequate, management’s evaluation
of losses is a continuing process which may necessitate adjustments to the allowance in future periods.

Real estate residential loans constituted approximately 19.3% of outstanding loans at December 31, 2010. Residential
mortgages are generally secured by the underlying residence. Management of the Bank currently believes that these loans are
adequately secured.

Real estate commercial loans were approximately 44.9% of outstanding loans at December 31, 2010. Management believes
the risk of loss for commercial real estate loans is generally higher than residential loans. Management continuously monitors
the performance of the commercial real estate portfolio and collateral values. '

Real estate construction loans represented approximately 27.3% of the Bank’s outstanding loans at December 31, 2010.
This category of the loan portfolio consists of commercial and residential construction and development loans located in the
Bank’s market areas in Georgia and Florida. Management of the Bank closely monitors the performance of these loans and
periodically inspects properties and development progress. Management considers these factors in estimating and evaluating
the allowance for loan losses.

Commercial loans represented approximately 6.4% of outstanding loans at December 31, 2010. Commercial loans are.
generally considered by management as having greater risk than other categories of loans in the Bank’s loan portfolio.
However, the Bank generally originates commercial loans on a secured basis, and at December 31, 2010, over 99% of
the Bank’s commercial loans were secured. Management believes that the secured status of a substantial portion of the
commercial loan portfolio greatly reduces the risk of loss inherently present in commercial loans.

Consumer loans represented approximately 2.1% of outstanding loans at December 31, 2010 and are also well secured.

At December 31, 2010, the majority of the Bank’s consumer loans were secured by collateral primarily consisting of
automobiles, boats and other personal property. Management believes that these loans inherently possess less risk than other
categories of loans.

Loans held for sale consist of single family residential mortgage loans originated by the Bank’s Mortgage Division. These loans
are originated with an investor purchase commitment and are sold shortly after origination by the Bank.

The Bank’s management and Board of Directors monitor the loan portfolio monthly to evaluate the adequacy of the
allowance for loan losses. Ratings on classified loans are also reviewed and performance is evaluated in determining the
allowance. The provision for loan losses charged to operations is based on this analysis. In addition, management and
the Board consider such factors as delinquent loans, collateral values and economic conditions in their evaluation of the
adequacy of the allowance for loan losses.
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CASH AND DUE FROM BANKS

Cash on hand, cash items in the process of collection, and amounts due from correspondent banks and the Federal
Reserve Bank are included in “Cash and Due from Banks.” As of December 31, 2010, interest-bearing cash on deposit
with correspondent banks totaled $3.3 million compared to $2.1 million as of December 31, 2009. Interest-bearing cash
on deposit in the Federal Reserve excess balance fund was $22.2 million as of December 31, 2010 compared to $0 as of
December 31, 2009. Funds required to be on reserve with the Federal Reserve totaled $0 and $78,000 as of December 31,
2010 and 2009, respectively.

INVESTMENTS

As of December 31, 2010, investment securities comprised approximately 17.9% of the Bank’s assets. The Bank invests
primarily in obligations of the United States Treasury or agencies of the United States, mortgage-backed securities and
obligations, certain obligations of states and municipalities, corporate securities, Federal Home Loan Bank stock, and bank-
owned life insurance. The Bank also enters into federal funds transactions with its principal correspondent banks. The Bank
may act as a net seller or net purchaser of such funds.

The following table presents, for the dates indicated, the estimated fair market value of the Bank’s investment securities
available for sale. The Bank has classified all of its investment securities as available for sale:

: December3t, = ¢
2010 2009 12008

($ in thousands)
Obligations of the U.S. Treasury and other U.S government agencies $28,229 $10,652 $27,330
Mortgage-backed securities 39,600 23,904 20,190
Obligations of States and political subdivisions 9,075 9,783 9,924
Corporate obligations - 122 150
Total investment securities $ 76,904 $ 44,461 $ 57,594
Federal Home Loan Bank stock 2,527 2,828 2,201
Total investment securities and FHLB stock $ 79,431 $47,289: $ 59,795

The following tables present the contractual maturities and weighted average yields of the Bank’s investment securities as of
December 31, 2010:

OneTo Over
Five Years TenYears
($ in thousands) ]

Obligations of the U.S. Treasury and other U.S. government agencies $ - $ 1,987 $ 10,441 $ 15,801
Mortgage-backed securities 419 - 1,774 37,408
Obligations of States and political subdivisions - 1,495 4,325 3,255
Federal Home Loan Bank stock 2,527 - - -
Total $ 2,946 $ 3,482 $ 16,540 $ 56,464
. Weighted Average Yiel

Onelo _ Five Ve

Five Years Ten Years

Obligations of the U.S. Treasury and other U.S. government agencies 1.00% 6.00%
Mortgage-backed securities - 3.13%
Obligations of States and political subdivisions - 4.01% 4.06%
Federal Home Loan Bank stock - - -
Total weighted average yield 2.52% 2.29% 3.31%

The weighted average yields on tax-exempt obligations presented in the table above have been computed on a tax-equivalent
basis.
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Increased liquidity has resulted in significant increases in investment securities, resulting in greater occurrence of issuer
concentrations. The table below reflects investments with issuers exceeding 10% of the Company’s shareholders’ equity as of
December 31, 2010:

~ BookValue _ Market Value
($ in thousands)

Freddie Mac

U.S. agency securities $ 9,500 $ 9,441
Mortgage-backed securities 7,542 7,733
Ginnie Mae
Mortgage-backed securities 11,442 11,566
Fannie Mae
Mortgage-backed securities 15,718 15,782
- Small Business Association
U.S. agency securities 14,265 14,261
Total $ 58,467 $ 58,783

In September 2007, an $8.0 million bank-owned life insurance policy (BOLI) was acquired in order to insure the key officers
of the Bank. Per ASC 325-30, “Investments in Insurance Contracts,” this policy is recorded at its cash surrender value, net

of surrender charges and/or early termination charges. As of December 31, 2010, the BOLI cash surrender value was $9.2
million resulting in other income for 2010 of $398,000 and an annualized net yield of 4.43%.

DEPOSITS

The Bank offers a wide range of commercial and consumer interest bearing and non-interest bearing deposit accounts,
including checking accounts, money market accounts, negotiable order of withdrawal (“NOW”) accounts, individual
retirement accounts, certificates of deposit and regular savings accounts. The sources of deposits are residents, businesses
and employees of businesses within the Bank’s market area, obtained through the personal solicitation of the Bank’s officers
and directors, direct mail solicitation and advertisements published in the local media. Although de-emphasized in 2010,
the Bank has also utilized the brokered certificate of deposit market and the CDARS program for funding needs for loan
origination and liquidity. These brokered and CDARS deposits are included in time deposits on the balance sheet. The Bank
pays competitive interest rates on time and savings deposits. In addition, the Bank has implemented a service charge fee
schedule competitive with other financial institutions in the Bank’s market area, covering such matters as maintenance fees
on checking accounts, per item processing fees on checking accounts, returned check charges and similar items.

The following table details, for the indicated periods, the average amount of and average rate paid on each of the following
deposit categories:

($ in thousands)

Deposit Category
Non-interest bearing

demand deposits $ 42,066 - $ 36,439 - $ 33,501 -
NOW and money market deposits 63,299 0.85% 47,245 0.74% 40,447 1.34%
Savings deposits 52,102 1.09% 52,515 1.12% 67,259 2.09%
Time deposits 246,359 2.12% 256,146 3.05% 231,736 4.31%

The maturities of certificates of deposit and individual retirement accounts of $100,000 or more as of December 31, 2010
were as follows:

E 010

($ in thousands)
Three months or less $ 23,973
Over three months through six months 30,996
Over six months through twelve months 43,211
Over twelve months 73,663
Total $171,843
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BORROWED FUNDS

The Bank’s borrowed funds consist of short-term borrowings and long-term debt, including federal funds purchased, retail
repurchase agreements and lines of credit with the Federal Home Loan Bank and the Federal Reserve. The average balance of .
borrowed funds was approximately $29.2 million, $38.4 million, and $36.8 million for the years ended December 31, 2010,
2009, and 2008.

The most significant borrowed funds categories for the Bank are the lines of credit from the Federal Home Loan Bank,
consisting of the “Loans Held for Sale” program, a 1-4 family and commercial real estate loans line of credit (1-4 LOC), and
two long-term convertible advances.

At December 31, 2010, 2009 and 2008, there was no outstanding balance on the LHFS line of credit. The average balance
outstanding for the year 2010 on the LHFS line of credit was $3,000 with a weighted average interest rate of 0.97%. The
average balance outstanding for the year 2009 on the LHFS line of credit was $1.7 million with a weighted average interest
rate of 1.05%. For 2008, the average balance outstanding was $76,000 with a weighted average interest rate of 3.20%. The
maximum amount outstanding on the LHFS line of credit at any month end during 2010 was $0, compared to $10.8 million,
in 2009, and $4.0 million in 2008. The LHFS line of credit is secured by the mortgage loans held for sale originated with

the borrowed funds. The interest rate on the LHFS line of credit is equal to the Federal Home Loan Bank’s Daily Rate Credit
Program rate plus 50 basis points.

At December 31, 2010, the outstanding balance on the 1-4 LOC was $0, compared to an outstanding balance of $3.6 million
with an interest rate of 0.36% at December 31, 2009. In 2008 the outstanding balance was $6.0 million with an interest rate
of 0.46%. The average balance outstanding on the 1-4 LOC was $244,000 for 2010 with a weighted average interest rate

of 0.47%. The average balance outstanding on the 1-4 LOC was $4.6 million for 2009 with a weighted average interest rate
of 0.47%. In 2008, the average balance outstanding was $8.3 million with a weighted average interest rate of 2.40%. The
maximum amount outstanding on the 1-4 LOC at any month end during 2010 was $7.0 million, compared to $8.6 million in
2009, and $24.0 million in 2008. This 1-4 LOC is secured by the Bank’s portfolio of 1-4 family first mortgage loans, excluding
those loans that are held for sale, and commercial real estate loans. The interest rate on the 1-4 LOC is equal to the Federal
Home Loan Bank’s Daily Rate Credit Program. ‘

During 2007, a long-term convertible advance was established as an additional line of credit. At December 31, 2010, the
outstanding balance on this advance was $10.0 million with a weighted average interest rate of 3.83%. This advance matures
December 2012 and was callable until December 2010. An additional, but similar, long-term convertible advance was also
established during 2008. At December 31, 2010, the outstanding balance on this advance was $15.0 million with a weighted
average interest rate of 3.33%. This advance matures May 2013 and was callable until May 2010.

RETURN ON EQUITY AND ASSETS

The following table presents certain profitability, return and capital ratios for the Company as of the end of the past three
fiscal years.

écémber 31, _«
112009 772008

Return on Average Assets 0.32% 0.79% 0.62%
Return on Average Equity 3.41% 8.93% 7.36%
Dividend Payout Ratio - - -
Equity to Assets Ratio 9.08% 8.94% 8.48%

LIQUIDITY AND INTEREST RATE SENSITIVITY

Deposit levels and the associated timing and quantity of funds flowing into and out of a bank inherently involve a degree of
uncertainty. In order to ensure that it is capable of meeting depositors’ demands for funds, the Bank must maintain adequate
liquidity. Liquid assets consisting primarily of cash and deposits due from other banks, federal funds sold, funds held in a
Federal Reserve excess balance account, and investment securities maturing within one year provide the source of such
funds. Insufficient liquidity may force a bank to engage in emergency measures to secure necessary funding, which could be
costly and negatively affect earnings. The Bank monitors its liquidity on a monthly basis and seeks to maintain it at an optimal
level.

As of December 31, 2010, the Bank’s liquidity ratio was 28.5% as compared to 23.4% at December 31, 2009. In addition to
the liquid assets described above, the Bank has a reserve funding source in the form of federal funds lines of credit with First
National Bankers Bank and SunTrust Bank. Management is not aware of any demands, commitments or uncertainties which
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could materially affect the Bank'’s liquidity position. However, should an unforeseen demand for funds arise, the Bank held
readily marketable investment securities at December 31, 2010 with a total market value of $79.1 million in its available-for-
sale portfolio and Federal Home Loan Bank stock which would provide an additional source of liquidity.

Gap management is a conservative asset/liability strategy designed to maximize earnings over a complete interest rate cycle
while reducing or minimizing the Bank’s exposure to interest rate risk. Various assets and liabilities are termed “rate sensitive”
when the interest rate can be replaced. By definition, the “gap” is the difference between rate sensitive assets and rate
sensitive liabilities in a given time horizon. At December 31, 2010, the Bank was asset sensitive in the 0-3 month and 5 years
or more time frames, but liability sensitive in the 3-12 month and 1-5 years time frames.

The following is an analysis of rate sensitive assets and liabilities as of December 31, 2010:

($ in thousan 5)

Taxable securities $ 158 $ 261 $ 1,987 $ 65,423 $ 67,829
Tax-exempt securities - - 1,495 7,580 9,075
Federal funds sold and cash in banks 25,526 - - - 25,526
Loans 150,913 74,914 77,407 60,145 363,379
Total rate sensitive assets 176,597 75,175 80,889 133,148 465,809
NOW and money market deposits 74,681 - - - 74,681
Savings deposits 53,880 - - - 53,880
Time deposits 36,520 113,196 94,772 98 244,586
Total rate sensitive deposits 165,081 113,196 94,772 98 373,147
Borrowed funds ' 3,467 - - . 3,467
Total rate sensitive liabilities 168,548 113,196 94,772 98 376,614
Excess of rate sensitive assets less rate
sensitive liabilities $ 8,049 $(38,021) $(13,883) $ 133,050 $.89,195
Cumulative ratio of rate sensitive assets )
to liabilities 105% 89% 88% 124%
Cumulative gap $ 8,049 $(29,972) $ (43,855) $ 89,195
CAPITAL RESOURCES

The equity capital of the Bank totaled $44.6 million at December 31, 2010, an increase of $1.5 million, or 3.5%, from equity
capital of $43.1 million at December 31, 2009. The increase in equity capital was attributable to the Bank’s net income of
$1.7 million, offset by a decrease of $0.1 million in the Bank’s after-tax unrealized gain/(loss) on available-for-sale securities
which, under ASC 320-10, “Investments-Debt and Equity Securities,” is recognized in the available-for-sale portion of the
bond portfolio by making adjustments to the equity capital account. The equity capital of the Company consolidated totaled
$45.0 million at December 31, 2010 compared to $43.3 million at December 31, 2009.

Management believes that the capitalization of the Company and the Bank consolidated is adequate to sustain the growth
experienced in 2010. The following table sets forth the applicable actual and required capital ratios for the Company and the
Bank as of December 31, 2010:

Total risk-based capital ratio 12.91% 8.0%
Tier 1 Capital ratio 11.65% 4.0%
Leverage ratio 9.17% 4.0%
Company — Consolidated

Total risk-based capital ratio ' 13.01% 8.0%
Tier 1 Capital ratio 11.75% 4.0%
Leverage ratio 9.24% 4.0%

The above ratios indicate that the capital position of the Company and the Bank are sound and that the Company is well
positioned for future growth.

There are no commitments of capital resources known to management which would have a material impact on the Bank’s
capital position.
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FAIR VALUE MEASUREMENT

Fair value measurements for assets and liabilities where there exists limited or no observable market data and therefore
measurements are based primarily upon estimates, are often calculated based on the economic and competitive environment, |
the characteristics of the asset or liability, and other factors. Therefore, the results cannot be determined with precision and
may not be realized in an actual sale or immediate settlement of the asset or liability. Additionally, there may be inherent
weaknesses in any calculation technique, and changes in the underlying assumptions used, including discount rates and
estimates of future cash flows, could significantly affect the results of current or future values.

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Securities available-for-sale are recorded at fair value on a recurring basis. Additionally,
from time to time, the Company may be required to record at fair value other assets on a nonrecurring basis, such as loans
held for sale, loans held for investment, and certain other assets. These nonrecurring fair value adjustments typically involve
application of lower of cost or market accounting or write-downs of individual assets.

Investment securities available-for-sale are recorded at fair value on a recurring basis. Fair value measurement is based upon
quoted prices, if available. If quoted prices are not available, fair values are measured using independent pricing models or
other model-based valuation techniques such as present value of future cash flows, adjusted for the securities’ credit rating,
prepayment assumptions, and other factors such as credit loss assumptions. At December 31, 2010, the Company classified
$76.9 million of investment securities available-for-sale subject to recurring fair value adjustments as Level 2. The Company’s
principal market for these securities is the secondary institutional markets and valuations are based on observable market
data in those markets.

MARKET RISK

Market risk is the risk arising from adverse changes in the fair value of financial instruments due to a change in interest rates,
exchange rates and equity prices. Our primary market risk is interest rate risk.

The primary objective of asset/liability management is to manage interest rate risk and achieve reasonable stability in net
interest income throughout interest rate cycles. This is achieved by maintaining the proper balance of rate sensitive earning
assets and rate sensitive liabilities. The relationship that compares rate sensitive earning assets to rate sensitive liabilities is the
principal factor in projecting the effect that fluctuating interest rates will have on future net interest income. Rate sensitive
earning assets and interest-bearing liabilities are those that can be re-priced to current market rates within a relatively short
time period. Management monitors the rate sensitivity of earning assets and interest-bearing liabilities over the entire life of
these instruments in order to manage this risk.

We have not experienced a high level of volatility in net interest income primarily because of the relatively large base of
core deposits that do not re-price on a contractual basis. These deposit products include regular savings, interest-bearing
transaction accounts and money market savings accounts. Balances for these accounts are reported based on historical
re-pricing. However, the rates paid are typically not directly related to market interest rates, since management has some
discretion in adjusting these rates as market rates change.

OFF-BALANCE SHEET ARRANGEMENTS

In the ordinary course of business, the Bank may enter into off-balance sheet financial instruments which are not reflected in
the financial statements. These instruments include commitments to extend credit and standby letters of credit. Such financial
instruments are recorded in the financial statements when funds are disbursed or the instruments become payable.

Following is an analysis of significant off-balance sheet financial instruments:

(% in thousands)

Commitments to extend credit $49,477 $ 59,082
Standby letters of credit 5,154 5,712
Total $ 54,631 $ 64,794
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CONTRACTUAL OBLIGATIONS

We have various contractual obligations that we must fund as part of our normal operations. The following table shows
aggregate information about our contractual obligations, including interest, and the periods in which payments are due. The
amounts and time periods are measured from December 31, 2010, based upon rates in effect at December 31, 2010.

Time Deposits

Long-Term Debt

Data Processing Obligations
- Operating Lease Obligations

Service Contract Obligations

Total

- Payments D

($ in thousands

© Total = lessthan 1-3years 3.
 lyear
$244,586 $149,716 $ 82,629 $ 12,144
27,154 957 26,197 - -
3,261 712 1,423 1,126 -
703 297 378 14 14
400 287 113 - -
$276,104 $151,969 $110,740 $ 13,284 111
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Consolidated Statements of Cash Flows
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Report of Independent Registered Public Accounting Firm

The Board of Directors
Georgia-Carolina Bancshares, Inc.
Augusta, Georgia

We have audited the accompanying consolidated statements of financial condition of Georgia-Carolina Bancshares, Inc
and subsidiary (the “Company”) as of December 31, 2010 and 2009 and the related consolidated statements of income,
changes in stockholders’ equity, and cash flows for the years then ended December 31, 2010. The Company’s management
is responsible for these consolidated financial statements. 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
consolidated financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Georgia-Carolina Bancshares, Inc. and subsidiary as of December 31, 2010 and 2009 and the results of their
operations and their cash flows for the years then ended December 31, 2010, in conformity with accounting principles
generally accepted in the United States of America.

Augusta, Georgia
March 29, 2011
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
For the Years Ended December 31, 2010 and 2009

($ in thousands, except per share amounts)

2010 2009
Cash and due from banks $ 31,696 $ 13,055
Federal funds sold - 3,175
Securities available-for-sale 76,904 44,461
Loans, net of allowance for loan losses of $7,866 and $5,072, respectively 308,943 331,777
Loans held for sale 46,570 58,135
Bank premises and equipment 9,271 9,654
Accrued interest receivable 1,697 1,851
Foreclosed real estate, net of allowance 2,751 4,466
Deferred tax asset, net 2,475 1,018
Federal Home Loan Bank stock 2,527 2,828
Bank-owned life insurance 9,210 8,812
Other assets 3,267 4,781
Total assets $495,311 $484,013
e _ LIABILITIES AND SHAREHOLDERS' EQUITY.
Liabilities
Deposits
Non-interest bearing $ 41,602 $ 41,787
Interest-bearing:
NOW accounts 38,668 36,395
Savings 53,880 51,424
Money market accounts 36,013 . 19,232
Time deposits of $100,000 or more 171,843 E 179,123
Other time deposits 72,743 77,279
Total deposits 414,749 405,240
Federal Home Loan Bank borrowings - 3,600
Repurchase agreements 3,467 3,697
Long-term debt 25,000 25,000
Other borrowings 3,625 -
Other liabilities 3,494 3,203
Total liabilities 450,335 440,740
Shareholders’ equity '
Preferred stock, par value $.001; 1,000,000 shares
authorized; none issued - -
Common stock, par value $.001; 9,000,000 shares
authorized; 3,536,715 and 3,499,477 shares issued and
outstanding, respectively 4 4
Additional paid-in capital 15,847 15,567
Retained earnings 28,889 27,355
Accumulated other comprehensive income 236 347
Total shareholders’ equity 44,976 43,273
Total liabilities and shareholders’ equity $495,311 $484,013

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME
For the Years Ended December 31, 2010 and 2009

($ in thousands, except per share amounts)

Interest income

Interest and fees on loans $ 22,379 $ 22,260
Interest on taxable securities 1,620 1,925
Interest on nontaxable securities 369 412
Interest on Federal funds sold and cash in banks 41 7
Total interest income 24,409 24,604
Interest expense
~ Interest on time deposits of $100,000 or more 3,578 5,415
Interest on other deposits 2,759 3,330
Interest on funds purchased and other borrowings 953 977
Total interest expense 7,290 9,722
Net interest income 17,119 14,882
Provision for loan losses 8,355 3,082
Net interest income after provision for loan losses 8,764 11,800
Non-interest income
Service charges on deposits 1,476 1,496
Gain on sale of mortgage loans 10,780 9,735
Other income 990 2,926
Total non-interest income 13,246 14,157
Non-interest expense )
Salaries and employee benefits 12,511 12,776
Occupancy expenses 1,650 1,657
Other expenses 6,382 . 6,469
Total non-interest expense 20,543 20,902
Income before income taxes 1,467 5,055
Income tax expense (benefit) (66) 1,303
Net income $ 1,533 $ 3,752
Earnings per common share
Basic $ 044 $ 1.08
Diluted $ 0.44 $ 1.07

See notes to consolidated financial statements.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the Years Ended December 31, 2010 and 2009
($ in thousands)

Net income $ 1,533 $ 3,752
Other comprehensive income (loss):
Unrealized holding gain (loss) arising during the period (139 -217
Reclassification for gain (loss) included in net income (35) -
Tax effect 63 (78)
Total other comprehensive income (loss) ain 139
Comprehensive income $ 1422 $ 3,891

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the Years Ended December 31, 2010 and 2009
($ in thousands)

$ 39,084
3,752

139
52
80

166

, ital
Balance at January 1, 2009 3,456,816 $15,268 $ 23,604
Net income - - 3,752
Change in unrealized gain (loss)
on securities available-for-sale,

-net of deferred taxes - - -
Proceeds from exercise of stock options 21,103 52 -
Stock-based compensation expense - 80 -
Issuance of stock for compensation 21,558 167 ()

Balance at December 31, 2009 3,499,477 15,567 27,355
Net income - - 1,533
Change in unrealized gain (loss)

on securities available-for-sale,

net of deferred taxes - - -
Disqualifying disposition, net tax effect - 9 -
Proceeds from exercise of stock options 11,954 15 -
Stock-based compensation expense - 83 -
Issuance of stock for compensation 25,284 173 1

Balance at December 31, 2010 3,536,715 $ 15,847 $ 28,889

43,273
1,533

(111)
9

15
83
174

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2010 and 2009

($ in thousands)

Cash flows from operating activities

Net income $ 1,533 $ 3,752
Adjustments to reconcile net income to net
cash provided by (used in) operating activities:
Depreciation and amortization 658 677
Provision for loan losses 8,355 3,082
(Gains) losses on sales of foreclosed real estate 72 (1,764)
- Losses on sales of premises and equipment 3 -
Gain on sales of securities (19) -
Increase in cash value of bank-owned life insurance (398) (410)
Stock-based compensation expense 83 80
Stock compensation 173 166
Deferred income tax (1,394) (245)
Gain on loans held for sale (10,780) (9,735)
Proceeds from sale of loans held for sale 560,651 619,768
Originations of loans held for sale (538,306) (639,766)
(Increase) decrease in accrued interest receivable 154 83
Increase (decrease) in accrued interest payable (235) (721)
(Increase) decrease in other assets 1,410 (2,702)
Increase in other liabilities 535 316
Net cash provided by (used in) operating activities 22,495 (27,419)
Cash flows from investing activities ,
(Increase) decrease in Federal funds sold 3,175 (3,175)
Loan originations and collections, net 13,053 $(9,187)
Purchases of available-for-sale securities (62,634) (16,183)
Proceeds from maturities, sales, and calls of
available-for-sale securities 30,036 29,533
Net (increase) decrease of FHLB stock 301 (627)
Proceeds from sale of foreclosed real estate - 3,069 10,852
Net additions to premises and equipment (173) (145)
Net cash provided by (used in) investing activities (13,173) 11,068
Cash flows from financing activities
Increase (decrease) in deposits 9,509 28,231
Increase (decrease) in FHLB borrowings - (2,400)
Increase (decrease) in repurchase agreements
and other borrowings (205) (6,431)
Proceeds from stock options exercised 15 52
Net cash provided by financing activities 9,319 19,452
Net increase in cash and due from banks 18,641 3,101
Cash and due from banks at beginning of the year 13,055 - 9,954
Cash and due from banks at end of the year $ 31,696 $ 13,055
See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of business

Georgia-Carolina Bancshares, Inc. (the “Company”) is a one-bank holding company. Substantially all of its business is
conducted by its wholly-owned subsidiary, First Bank of Georgia (the “Bank”). The Bank is engaged in community banking
activities through its locations in Thomson and Augusta, Georgia and the surrounding area. Most of the Bank’s loans and
loan commitments have been made to customers in the Columbia, Richmond, and McDuffie County, Georgia areas. Many
of the Bank’s loan customers are also depositors of the Bank. The Bank has established a mortgage division that operates as
First Bank Mortgage. This division currently has locations in the Augusta and Savannah, Georgia areas and in Jacksonville,
Florida. The division originates residential real estate mortgage loans and provides financing to residential construction and
development companies. Substantially all residential mortgage loans originated by the division are sold in the secondary
market. The Bank is also the parent company of Willhaven Holdings, LLC, which holds certain other real estate of the Bank.

The Bank is subject to the regulations of Federal and state banking agencies and is periodically examined by them.

Significant accounting policies

Basis of presentation: The consolidated financial statements include the accounts of the Company and the Bank. Significant
inter-company transactions and accounts are eliminated in consolidation. The accounting and reporting policies of the
Bank conform to accounting principles generally accepted in the United States of America and general practices within the
banking industry.

Estimates: The preparation of consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reparted amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements,
as well as the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance for
losses on loans, including valuation allowances for impaired loans, and the-valuation of real estate acquired in connection
with foreclosures or in satisfaction of loans. In connection with the determination of the allowances for losses on loans and
foreclosed real estate, management obtains independent appraisals for significant properties. Management must also make
estimates in determining the estimated useful lives and methods for depreciating premises and equipment. '

While management uses available information to recognize losses on loans and foreclosed real estate, future additions to the
allowances may be necessary based on changes in local economic conditions. In addition, regulatory agencies, as an integral
part of their examination process, periodically review the Company’s allowance for losses on loans. Such agencies may
require the Company to recognize additions to the allowances based on their judgments about information available to them
at the time of their examinations. Because of these factors, it is reasonably possible that the allowance for losses on loans may
change materially in the near term.

Significant concentrations of credit risk: A substantial portion of the Bank’s loan portfolio is with customers in the Thomson
and Augusta, Georgia market areas. The ultimate collectibility of a substantial portion of the portfolio is therefore susceptible
to changes in the economic and market conditions in and around these areas.

Significant concentrations of deposit risk: On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform
and Consumer Protection Act into law, which, in part, permanently raises the current standard maximum deposit insurance
amount (SMDIA) to $250,000. On November 9, 2010, the FDIC issued a Final Rule implementing section 343 of the Dodd-
Frank Wall Street Reform and Consumer Protection Act that provides for unlimited insurance coverage of noninterest-bearing
transaction accounts. Beginning December 31, 2010, through December 31, 2012, all noninterest-bearing transaction
accounts are fully insured, regardless of the balance of the account, at all FDIC-insured institutions. During the year, the
Company from time to time may have had amounts on deposit in excess of the insured limits.

Cash and due from banks: For purposes of reporting cash flows, cash and due from banks includes cash on hand and
amounts due from banks (including cash items in the process of clearing). The Bank maintains due from accounts with banks
primarily located in Georgia and Alabama. Balances generally exceed insured amounts.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investment securities: The Bank’s investments in securities are classified and accounted for as follows:

Securities available-for-sale — Securities classified as available-for-sale are identified when acquired as being available-for-
sale to meet liquidity needs or other purposes. They are carried at fair value with unrealized gains and losses, net of taxes,
reported in other comprehensive income.

The Bank has not classified any securities as held-to-maturity or trading.

Realized gains and losses on the sale of securities are determined using the specific-identification method on a trade date
basis. Dividends and interest income are recognized when earned. A decline in fair value of individual available-for-sale
securities below cost that is deemed other than temporary, results in write-downs of individual securities to their fair value.

The amortization or premiums and accretion of discounts are recognized in interest income using methods approximating the
interest method over the life of the securities.

Declines in the fair value of 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: 1) the length of time and
the extent to which the fair value has been less than cost, 2) the financial condition and near-term prospects of the issuer, and
3) 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.

Federal Home Loan Bank Stock — Federal Home Loan Bank Stock consists of the cost of the Company’s investment in

the stock of Federal Home Loan Bank. The stock has no quoted market value and no ready market exists. Investment in
the Federal Home Loan Bank is a condition of borrowing from the Federal Home Loan Bank, and the stock is pledged to
collateralize such borrowings. At December 31, 2010 and 2009, the Company’s investment in Federal Home Loan Bank
stock was $2,527,000 and $2,828,000, respectfully. Dividends received on this stock are included in other non-interest
income.

Loans and interest income: Loans are stated at principal amounts outstanding less unearned income and the allowance for
loan losses. Interest income on loans is credited to income based on the principal amount outstanding at the respective rate
of interest, except for unearned interest on discounted loans that is recognized as income over the term of the loan using a
method that approximates a level yield.

Loans originated and intended for sale in the secondary market are stated at the lower of cost or estimated fair value in the
aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges to income. Interest rate

risk is minimal as rates on loans originated and intended for sale are locked with the investor and the loans are held in the
portfolio only temporarily until funding from the investor is completed. The Bank also manages credit risk by having loans
greater than $650,000 pre-approved by the secondary market investors, while all other loans are approved internally.

Loan commitments, whose underlying mortgage loans at origination will be held for sale upon funding of the loan, are
derivative instruments as defined by ASC 815-10, “Derivatives and Hedging.” Loan commitments are recognized on the
consolidated balance sheet in other assets and other liabilities at fair value, with changes in their fair values recognized in
current period earnings. At the inception of a loan commitment, the Bank generally will simultaneously enter into a best
efforts forward loan sale commitment to protect the Bank from losses on sales of the loans underlying the loan commitment
by securing the ultimate sale price and delivery date of the loan.

Accrual of interest income is discontinued when a loan becomes 90 days past due as to principal and interest or when, in
management’s judgment, the interest will not be collectible in the normal course of business. Accrual of interest on such
loans is resumed when, in management’s judgment, the collection of interest and principal becomes probable. When a loan
is placed on non-accrual status, all interest previously accrued but not collected is reversed against current interest income.
Interest income is subsequently recognized only to the extent cash payments are received.

The accrual of interest on impaired loans is discontinued when, in management’s judgment, the borrower may be unable to
meet payments as due. Impairment on loans is measured using either the discounted expected cash flow method or value of
collateral method. A loan is impaired when, based on current information and events, it is probable that the Bank will
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

be unable to collect all amounts due according to the contractual terms of the loan agreement. Impairments on loans are
charged to the allowance for loan losses. Management of the Bank evaluates the borrower's ability to pay, the value of any
collateral, and other factors in determining when a loan is impaired. Management does not consider a loan to be impaired
during a period of delay in payment if it is expected that the Bank will collect all amounts due including interest accrued at
the contractual interest rate for the period of the delay.

Interest payments on impaired loans are applied to the remaining principal balance until the balance is fully recovered. Once
principal is recovered, cash payments received are recorded as recoveries to the extent of any principal previously charged-
off and then as interest income.

Loan origination fees, net of certain direct origination costs, are deferred and recognized as an adjustment of the related loan
yield over the life of the loan. Loan origination fees and direct loan origination costs on loans held for sale are deferred and
recognized at the time the loan is sold.

Allowance for loan losses: The allowance for loan losses is established through a provision for loan losses charged to
expense. Loans, including impaired loans, are charged against the allowance for loan losses when management believes that
collectibility of the principal is unlikely. The allowance is an amount that management believes will be adequate to absorb
estimated losses inherent in the loan portfolio. The evaluation of the adequacy of the allowance takes into consideration
collectability of the loans-in light of historical experience, the nature and volume of the loan portfolio, adverse situations
that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic
conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available. :

Foreclosed real estate: Foreclosed real estate represents properties acquired through foreclosure or other proceedings. The
property is held for sale and is recorded at the lower of the recorded amount of the loan, or fair value of the property, less
estimated costs of disposal. Any write-down to fair value at the time of foreclosure is charged to the allowance for loan
losses. Foreclosed real estate is reported at fair market value. Property is evaluated regularly to ensure the carrying amount is
supported by its current fair value. Expenses to maintain such assets and subsequent changes in the valuation allowance are
included in other noninterest expenses, while gains and losses on disposal are included in noninterest income.

Bank premises and equipment: Premises and equipment are stated at cost, less accumulated depreciation, and computed by
straight-line and declining balance methods over the estimated useful lives of the assets, which range from three to thirty-nine years.

Financial instruments: In the ordinary course of business, the Company has entered into off balance sheet financial
instruments consisting of commitments to extend credit, commercial letters of credit and standby letters of credit. Such
financial instruments are recorded in the consolidated financial statements when they become payable.

Bank-owned life insurance (BOLD: In order to insure the lives of its key officers, the Bank has acquired a bank-owned life insurance
policy. BOLI is recorded at its cash surrender value, net of surrender charges and/or early termination charges, in accordance with
ASC 325-30, “Investments in Insurance Contracts.” The change in cash value is recorded as other income/expense.

Income taxes: Provisions for income taxes are based on amounts reported in the statements of income after exclusion of
nontaxable income, such as interest on state and municipal securities, and include deferred taxes on temporary differences in
the recogpnition of income and expense for tax and financial statement purposes. Deferred taxes are computed on the liability
method. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than
not that some portion or all of the deferred tax assets will not be realized. In accordance with ASC 740-10, “Income Taxes,” it
is the Company’s policy to recognize interest and penalties associated with uncertain tax positions as components of income
taxes and to disclose the recognized interest and penalties, if material.

Earnings per share: Earnings per share are calculated on the basis of the weighted average number of shares outstanding

in accordance with ASC 260-10, “Earnings Per Share.” This Statement establishes standards for computing and presenting
earnings per share and applies to entities with publicly held common stock or potential future issuances of common stock.
The Company’s outstanding stock options are the primary component of the Company’s diluted earnings per share.

28




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair value of financial instruments: The following methods and assumptions are used by the Bank in estimating fair values of
financial instruments. In cases where quoted market prices of financial instruments are not available, fair values are based on
estimates 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. Accordingly, the aggregate fair value amounts
presented are not intended to and do not represent the underlying value of the Bank.

Cash and due from banks, Federal funds sold, and interest-bearing deposits in banks — Due to the short-term nature of these
instruments, their estimated fair values approximate their carrying amounts.

Available-for-sale securities — Estimated fair values are based on quoted market prices when available. Where quoted market
prices are not available, quoted market prices of comparable instruments or discounted cash flow methods are used to
estimate fair value.

Loans and loans held for sale — Fair values for loans are estimated by discounted cash flows using interest rates currently
being offered by the Bank for loans with similar terms and similar credit quality. For loan commitments, the Bank utilizes
prevailing interest rates being offered on similar loans to estimate the fair value of the commitment.

Deposit liabilities, other borrowings, and repurchase agreements — Due to the short-term nature of demand and savings
accounts and repurchase agreements, the estimated fair value of these instruments approximates their carrying amounts.

In addition, due to the short-term nature of borrowings from other institutions, the estimated fair value of these.instruments
approximates their carrying amounts. Fair values for certificates of deposit are estimated by discounted cash flows using
interest rates currently being offered by the Bank on certificates of deposits.

Commitments to extend credit and standby letters of credit are not recorded until such commitments are funded. The value of
these commitments is equal to the fees charged to enter into such agreements. The Bank has determined that such instruments
do not have a material distinguishable fair value, and no fair value has been assigned to these instruments.

Comprehensive income: Accounting principles generally require that recognized revenue, expenses, gains, and losses be
included in net income, although certain changes in assets and liabilities, such as unrealized gains and losses on available-
for-sale securities, are reported as a separate component of the equity section of the statement of financial condition. Such
items, along with net income, are components of comprehensive income.

Stock-based compensation: The Company uses the fair value recognition provisions of ASC 718-10, “Compensation-Stock
Compensation,” to account for compensation costs under its stock option plans. In adopting ASC 718-10, the Company
elected to use the modified prospective method to account for the transition from the previously utilized intrinsic value
method to the fair value recognition method. Under the modified prospective method, compensation cost is recognized
from the adoption date forward for all new stock options granted and for any outstanding unvested awards as if the fair
value method had been applied to those awards as of the date of grant. See Note 10 for additional information regarding the
Company’s stock-based compensation plans.

Recently issued accounting standards

In December 2010, the FASB issued Accounting Standards Update (ASU) 2010-29, which updates ASC 805-10, “Business
Combinations.” The Business Combinations topic of the ASC was amended to specify that if a public entity presents
comparative consolidated financial statements, the entity should disclose revenue and earnings of the combined entity as
though the business combination that occurred during the current year had occurred as of the beginning of the comparable
prior annual reporting period only. The amendment also requires that the supplemental pro forma disclosures include a
description of the nature and amount of any material, nonrecurring pro forma adjustments directly attributable to the business
combination included in the reported pro forma revenue and earnings. This amendment is effective for the Company for
business combinations for which the acquisition date is on or after January 1, 2011, although early adoption is permitted. The
Company does not expect the amendment to have any impact on the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

In December 2010, the FASB issued Accounting Standards Update (ASU) 2010-28, which updates ASC 350-20, “Intangibles
— Coodwill and Other.” The Intangibles topic of the ASC was amended to modify Step 1 of the goodwill impairment test for
reporting units with zero or negative carrying amounts. For those reporting units, an entity is required to perform Step 2 of the
goodwill impairment test if it is more likely than not that a goodwill impairment exists. Any resulting goodwill impairment
should be recorded as a cumulative-effect adjustment to beginning retained earnings upon adoption. [mpairments occurring
subsequent to adoption should be included in earnings. The amendment is effective for the Company beginning January 1,
2011. Early adoption is not permitted. The Company does not expect the amendment to have any impact on the consolidated
financial statements.

In August 2010, two updates were issued to amend various SEC rules and schedules: Release No. 33-9026, Technical
Amendments to Rules, Forms, Schedules and Codification of Financial Reporting Policies, and the issuance of SEC Staff
Accounting Bulletin 112. The amendments related primarily to business combinations and removed references to “minority
interest” and added references to “controlling” and “noncontrolling interests”. The updates were effective upon issuance but
had no impact on the Company’s consolidated financial statements.

In July 2010, the FASB issued Accounting Standards Update (ASU) 2010-20, “Disclosures about the Credit Quality of
Financing Receivables and the Allowance for Credit Losses,” which updates ASC 310-10, “Receivables.” The update amended
the Receivables topic of the ASC to require expanded disclosures related to a company’s allowance for credit losses and

the credit quality of its financing receivables. The amendments will require the allowance disclosures to be provided on a
disaggregated basis. The Company is required to begin to comply with the disclosures in its consolidated financial statements
for the year ended December 31, 2010. The new disclosure are effective for the Company for the current year and have been
reflected in Note 4. '

In January 2010, the FASB issued Accounting Standards Update (ASU) 2010-06, “Improving Disclosure about Fair Value
Measurements,” which updates ASC 820-10, “Fair Value Measurements and Disclosures.” The update amended fair value
guidance to require disclosures for significant amounts transferred in and out of Levels T and 2 and the reasons for such
transfers and to require that gross amounts of purchases, sales, issuances and settlements be provided in the Level 3
reconciliation. Disaggregation of classes of assets and liabilities is also required. The new disclosures are effective for the
Company for the current year and have been reflected in Note 15.

In August 2009, the FASB issued Accounting Standards Update (ASU) 2009-05, “Measuring Liabilities at Fair Value,” which
updates ASC 820-10, “Fair Value Measurements and Disclosures.” ASU 2009-05 clarifies that the fair value of a liability can
be measured relative to the quoted price of the liability when it trades as an asset in an active market, without adjusting the
price for restrictions that prevent the sale of the liability. ASU 2009-05 was effective beginning October 1, 2009. The adoption
of ASU 2009-05 did not have a material impact on the Company’s financial condition, results of operations, or liquidity.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies, but not
specifically addressed in this report, are not expected to have a material impact on the Company’s financial condition, results
of operations, or liquidity.

NOTE 2 - CASH AND DUE FROM BANKS

Cash on hand, cash items in the process of collection, and amounts due from correspondent banks and the Federal

Reserve Bank are included in Cash and due from banks. As of December 31, 2010, interest-bearing cash on deposit with
correspondent banks totaled $3.3 million compared to $2.1 million as of December 31, 2009. Interest-bearing cash on
deposit in the Federal Reserve was $22.2 million as of December 31, 2010 compared to $0 as of December 31, 2009. Funds
required to be on reserve with the Federal Reserve totaled $0 and $78,000 as of December 31,2010 and 2009, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 3 - INVESTMENT SECURITIES

The amortized cost and fair value amounts of securities owned as of December 31, 2010 and 2009 are shown below:

_ losses
nds)

Securities available-for-sale:

U.ST Government and agency $ 28,265 $ 61 $ 97 $ 28,229
Mortgage-backed 39,167 715 (282) 39,600
State and municipal 9,103 127 (155) 9,075
Total $ 76,535 $ 903 $  (534) $ 76,904

;Am‘ortiie,’d,,

. Cost {
B ands)
Securities available-for-sale:

U.S. Government and agency $ 10,501 $ 151 $ - $ 10,652
Mortgage-backed 23,446 680 (222) 23,904
Corporate obligations 195 - (73) 122
State and municipal 9,776 134 127y, 9,783
Total $ 43,918 $ 965 $ (422 $ 44,461

The amortized cost and fair value of securities as of December 31, 2010 by contractual maturity are as follows. Actual
maturities may differ from contractual maturities in mortgage-backed securities, as the mortgages underlying the securities
may be called or prepaid without penalty; therefore, these securities are not included in the maturity categories in the
following maturity summary.

($ in thousands)

Less than one year $ - $ -
One to five years 3,459 3,482
Five to ten years 14,871 14,766
Over ten years 19,038 19,056
Mortgage-backed securities 39,167 39,600
Total $76,535 $ 76,904

—_—t )
Securities with a carrying amount of approximately $65.5 million at December 31, 2010 and $40.3 million at December 31,

2009 were pledged to secure public deposits and for other purposes.

In 2010 the Bank sold $2.4 million in securities available-for-sale, realizing a loss of $19,000. There were no material gross
realized gains or gross realized losses on sales of securities during 2009.

Information pertaining to securities with gross unrealized losses at December 31, 2010 and December 31, 2009, aggregated
by investment category and length of time that individual securities have been in a continuous loss position, follows:

31




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 3 - INVESTMENT SECURITIES (CONTINUED)

Securities available-for-sale:
U.S. agency
State and municipal
Corporate obligations
Mortgage-backed
Total

Securities available-for-sale:

U.S. agency $ - $ - - % -5 - -
State and municipal (M 197 1 (126) 1,426 3
Corporate obligations - - - (73) 122 1
Mortgage-backed : (170) 7,019 6 (52) 763 2
Total $ (171) $§ 7,216 7 $ (251) § 2,311 6

Management evaluates securities for other-than-temporary impairment on a periodic basis, and more frequently when
economic or market conditions warrant such evaluation. Consideration is given to (1) the length of time and-the extent to
which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuers, and (3) the
intent and ability of the Bank to retain its investment in the issuer for a period of time sufficient to allow for any anticipated
recovery in fair value.

The gross unrealized losses are primarily the result of changes in market interest rates and not related to the credit quality of
the underlying issuer. As the Bank has the ability to hold the securities for the foreseeable future, no declines are deemed to
be other than temporary.

Included in “Other assets” is an investment of approximately $499,000, net of amortization, in a real estate rehabilitation
project located in Georgia that will provide the Bank with state tax credits for approximately the next five years.

NOTE 4 - LOANS

The composition of loans for the years ended December 31, 2010 and 2009 is summarized as follows:

($in thousands}

Commercial and industrial $ 20,298 $ 22,906
Real estate — construction 86,418 107,429
Real estate — residential 61,194 66,050
Real estate — commercial 142,351 133,140
Consumer 6,606 7.468
Total loans receivable 316,867 336,993
Deferred loan fees (58) (144)
Total loans 316,809 336,849
Allowance for loan losses (7,866) (5,072)
Loans, net of allowance for loan losses $308,943 $331,777

The Company categorizes loans into risk grades based on relevant information about the ability of borrowers to service their
debt such as: future repayment ability, financial condition, collateral, administration, management ability of borrower, and
history and character of borrower. Grades are assigned at loan origination and may be changed due to the result of a loan
review or at the discretion of management. The Company uses the following definitions for risk grades:
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Grade 1: Loans classified as Grade 1 are considered the highest quality with borrowers of unquestionable financial strength.
Financial standing of the individual is known and borrower exhibits superior liquidity, net worth, cash flow and leverage.

Grade 2: Loans classified as Grade 2 are considered above average quality and have minimal risk. The borrower has stable
and reliable cash flow and above average liquidity.

Grade 3: Loans classified as Grade 3 are considered average quality. The borrower has reliable cash flow and alternate
sourcés of repayment which may require the sale of assets. Financial position has been leveraged to a modest degree,
however, the borrower has a relatively strong net worth considering income and debt.

Grade 4: Loans classified as Grade 4 are considered below average quality. The borrower’s sources of income or cash flow
have become unstable or may possibly decline given current business or economic conditions. The borrower may also have a
highly leveraged financial position or limited capital.

Grade 5: Loans classified as Grade 5 are considered to be special mention assets. These loans have potential weaknesses
which may inadequately protect the Bank’s position at some future date. The borrower exhibits some degree of weakness in
financial condition that may manifest itself in a reduction of net worth or liquidity. Infrequent delinquencies may occur.

Grade 6: Loans classified as Grade 6 are considered to be substandard. These loans have well defined weaknesses in the
primary repayment source and undue reliance is placed on secondary repayment sources such as collateral or guarantors.
No loss is currently expected, however there is a distinct possibility that the Bank will sustain some future loss if the credit
weaknesses are not corrected. Net worth, repayment ability, management and collateral protection all exhibit weakness.

As of December 31, 2010 and 2009 the risk grades of loans by loan type are as follows:
Credit Risk Profile by Risk Grade Category:

($ /n t/%oﬁéan 5)

Grade 1 $ 251 $ - 3 - $ - $ 794 $ 1,045
Grade 2 133 - 235 1,059 100 1,527
Grade 3 15,939 14,879 48,901 86,109 5,370 171,198
Grade 4 3,338 62,594 7,801 44,126 99 117,958
Grade 5 - 4,375 568 2,862 - 7,805
Grade 6 637 4,348 3,666 8,195 125 16,971
In process - 222 23 - 118 363

Total loans receivable $ 20,298 $ 86,418 $ 61,194 $ 142,351 $ 6,606 $316,867

/ ($ in thousands)

Grade 1 $ 217 % - % - 3 -3 183 § 400
Grade 2 - - 486 150 109 745 -
Grade 3 17,037 10,686 59,359 116,711 6,698 210,491
Grade 4 4,449 88,099 2,854 7,783 76 103,261
Grade 5 664 1,342 823 1,683 23 4,535
Crade 6 583 7,594 2,300 6,813 165 17,455
In process (44) (292) 228 - 214 106
Total loans receivable $ 22906 $107,429 $ 66050 $133,140 $ 7468 $336993
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ans Receivable

‘Commercial  Real Estate Estate  Real Estate. .
&Industrial Construction Residential Commercial = Consumer ‘Unallocated = Total

Allowance for loan losses:

Beginning balance $ 259  $ 2,364 $ 827 $ 1,319 § 176  $ 127 $ 5,072
Charge-offs (139) (3,663) (980) (850) (147) - (5,779)
Recoveries 63 16 13 22 104 - 218
Provisions 44 5,191 1,210 1,126 118 666 8,355

Ending Balance $227 $ 3908 $ 1070 $ 1617 $ 251 % 793 $ 7,866

Ending Balances:

Individually evaluated for impairment $30 % 160 $ 271 % 149 § 73 3 - 3 683
Collectively evaluated for impairment $197 $ 3,748 § 799 $ 1,468 § 178 % 793 $ 7,183

Loans receivable:

Ending balance - total $ 20298 $ 86418 § 61,194 $142351 $ 6606 $ - $316,867

Ending balances:

Individually evaluated for impairment b 627 $ 4347 $ 3,185 $ 8146 $ 122§ - $ 16427
Collectively evaluated for impairment $ 19671 § 82,071 § 58009 $134205 $ 6,484 - $300,440

[n 2009 the allowance for loan losses increased from a beginning balance of $4,284,000 to an ending balance as of
December 31, 2009 of $5,072,000. The changes in allowance for loan losses in 2009 were a provision of $3,082,000,
recoveries of $48,000 and charge-offs of $2,342,000. c

($ in thousands)
With no related allowance recorded:

Commercial and industrial $ 597 §% 608 $ - $ 481 % 30
Real estate-construction 3,705 7,330 - 7,341 ) 97
Real estate—residential 2,466 2,628 - 2,677 81
Real estate-commercial 7,680 8,530 - 8,534 498
Consumer 49 68 - 77 2
Total $ 14,497 $ 19,164 $ - $ 19,110 $ 708
With an allowance recorded:
Commercial and industrial $ 30 % 30 % 30 % 36 2
Real estate—construction 642 703 160 703 27
Real estate~residential 719 719 271 642 37
Real estate-commercial 466 466 149 473 32
Consumer 73 73 73 77 6
Total $ 1,930 $ 1,991 $ 683 §$ 1,931 $ 104
Total:
Commercial and industrial $ 627 $ 638 §$ 30 % 517 32
Real estate-construction 4,347 8,033 160 8,044 124
Real estate-residential 3,185 3,347 271 3,319 118
Real estate-commercial 8,146 8,996 149 9,007 530
Consumer 122 141 73 154 8
Total $ 16,427 $ 21,155 $ 683 $ 21041 $ 812

At December 31, 2009 impaired loans totaled approximately $18,894,000 and the allowance for loan losses specifically
reserved for these impaired loans totaled approximately $1,047,000. There were approximately $13,444,000 in impaired
loans that did not require a specific reserve in the allowance for loan losses at December 31, 2009. The average recorded
‘investment in impaired loans was approximately $20,352,000 at December 31, 2009. Interest income, on an accrual basis,
recognized on loans while they were impaired totaled approximately $879,000 as of December 31, 2009.
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Recorded :

. 60-89 Days GreaterThan
[ fatDue. | 90 Days

($ in thousands)

Commercial and industrial $ 152 $ 30 $ 9 % 191 $ 20,107 $ 20,298 $ -
Real estate-construction 675 943 3,618 5,236 81,182 86,418 -
Real estate-residential 1,177 740 691 2,608 58,586 61,194 -
Real estate—commercial 55 217 90 362 141,989 142,351 -
Consumer 16 38 50 104 6,502 6,606 -

Total $ 2,075 $ 1,968 $ 4458 $ 8,501 $308,366 $316,867 $ -

Loans Receivable on Nonaccrual Status
__As of December 31, 2010 and 200

2010
($ in thousands)
Commercial and industrial $ 34
Real estate—construction 3,753
Real estate-residential 1,979
Real estate-commercial 408
Consumer 83
Total $ 6,257

Commercial and industrial 1 $ 546 $ 546
Real estate-construction 3 1,569 1,569
Real estate—residential 2 1,190 1,190
Real estate-commercial 9 5,945 5,945

Total 15 $ 9,250 $ 9,250

At December 31, 2010, executive officers and directors, and companies in which they have a beneficial ownership,

were indebted to the Bank in the aggregate amount of approximately $12,474,000. The interest rates on these loans were
substantially the same as rates prevailing at the time of the transactions, and repayment terms are customary for the type of
loan involved. Following is a summary of transactions for the years ended December 31, 2070 and 2009:

($ in thousandﬁ) k

Balance at beginning of the year $ 13,820 $ 14,086
Advances 3,967 8,136
Repayments (5,313) (8,402)

Balance at end of the year $ 12,474 $ 13,820

35



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 5 - FORECLOSED REAL ESTATE

A summary of foreclosed real estate for the years ended December 31, 2010 and 2009 is as follows:

($ in thousands)

Carrying amount of property $ 2,751 $ 4,466
Less: valuation allowance - -
Balance at end of the year $ 2,751 $ 4,466

There was no provision charged to income for each of the years presented.

NOTE 6 - BANK PREMISES AND EQUIPMENT

Bank premises and equipment consist of the following for the years ended December 31, 2010 and 2009:

($ in thousands)

Land and improvements $ 3,804 $ 3,844
Building and improvements 6,384 6,331
Equipment, furniture and fixtures 4,558 4,682

. 14,746 14,857
Less: accumulated depreciation (5,475) (5,203)
Premises and equipment, net $ 9,271 $ 9,654

Depreciation expense for the years ended December 31, 2010 and 2009 was approximately $553,000 and $572,000,
respectively. ' S

NOTE 7 - DEPOSITS

At December 31, 2010 and 2009, the scheduled maturities of time deposit liabilities were as follows:

($ in thousands)

One year or less $ 149,716 $178,185
Over one year through three years 82,629 76,829
Over three years 12,241 1,388
Balance at end of the year $ 244,586 $ 256,402

To manage the Bank’s funding capabilities, the Bank may also enter into repurchase agreements with customers and may
obtain short-term funding from other institutions. Repurchase agreements with customers are generally secured by investment
securities owned by the Bank and are established at prevailing market rates. Short-term funding from other institutions is
generally overnight or 30-day funding at current market rates. Total repurchase agreements were approximately $3.5 million
and $3.7 million at December 31, 2010 and 2009, respectively.

NOTE 8 - FEDERAL HOME LOAN BANK ADVANCES

As of December 31, 2010 and 2009, the Bank had credit availability, or potential borrowing capacity, of 25% of total assets,
subject to the Bank’s financial condition and collateral balances with the FHLB. One of the advance products utilized in 2010
was the “Loans Held for Sale” (LHFS) program. The line is collateralized by the Bank’s mortgage loans held for sale. Advances
under this line are due 90 days from the date of the advance. As of December 31, 2010 and 2009, the Bank did not have a
balance outstanding under the LHFS program. As of December 31, 2010, the Bank had $27.1 million in loans held for sale
pledged as collateral under this line. The Bank also maintains a line of credit with the FHLB which is secured by 1-4 family
and commercial real estate loans held in the Bank’s loan portfolio. As of December 31, 2010 the Bank did not have a balance
outstanding and had $3.6 million outstanding as of December 31, 2009 on the 1-4 family line of credit. The weighted
average interest rate on the outstanding balance for this line was 0.36% as of December 31, 2009. In 2007, a long-term
convertible advance was established. At December 31, 2010, the outstanding balance on this advance was $10.0 million
with a weighted average interest rate of 3.83%. This advance matures December 2012 and was callable until December
'2010. An additional but similar long-term convertible advance was established during 2008. At December 31, 2010, the
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NOTE 8 - FEDERAL HOME LOAN BANK ADVANCES (CONTINUED)

outstanding balance on this advance was $15.0 million with a weighted average interest rate of 3.33%. This advance matures
May 2013 and was callable until May 2010. At December 31, 2010, the Bank had $33.7 million in loans pledged as
collateral under this line.

NOTE 9 - LINE OF CREDIT

The Company’s line of credit issued in June 2009 with its correspondent bank, First National Bankers Bank, which provided
the Company the ability to draw a principal sum of $1.0 million in periodic advances, matured on June 5, 2010. The
Company did not renew the line of credit. The outstanding principal balance at December 31, 2009 was $0.

NOTE 10 - EMPLOYEE BENEFIT PLANS

The Bank has a 401(k) salary-deferred plan covering substantially all employees. At the discretion of the Bank’s Board of
Directors, the Bank may match a percentage of the annual amounts deferred by employees. Matching amounts are funded by
the Bank as accrued. Total deferred and matching amounts are limited to amounts that can be deducted for Federal income
tax purposes. The Bank’s matching contributions were approximately $195,000 and $171,000, respectively, for each of the
years in the two year period ended December 31, 2010.

The Bank has a Nonqualified Executive Deferred Compensation Plan (“EDCP”) covering a select group of key employees and
senior management. The EDCP allows participating employees to elect each year to defer compensation into a participant
account. At its discretion, the Bank may also elect to make discretionary contributions to the participant account. For the
two year period ended December 31, 2010, the EDCP expense, including employee deferrals and contributions made by the
Bank, totaled $30,000 and $23,000, respectively. The accrued liability related to the EDCP was apprOXImately $63,000 and
$33,000 at December 31, 2010 and 2009, respectively.

The Bank also has a Supplemental Executive Retirement Plan (“SERP”) for the benefit of certain key officers. The SERP
provides selected employees who satisfy specific eligibility requirements with supplemental benefits upon retirement,
termination of employment, death, disability or a change of control of the Bank, in certain prescribed circumstances. The
Bank recorded expense totaling $226,000 and $203,000, respectively, for each of the years in the two year period ended
December 31, 2010. The accrued liability related to the SERP was approximately $615,000 and $389,000 as of December
31,2010 and 2009, respectively.

NOTE 11 - SHAREHOLDERS” EQUITY AND REGULATORY REQUIREMENTS

The primary source of funds available to the Company is the payment of dividends by its subsidiary bank. Banking regulations
limit the amount of dividends that may be paid by the Bank without prior approval of regulatory agencies.

The Bank is subject to various regulatory capital requirements administered by state and Federal banking agencies. Failure

to meet minimum capital requirements can trigger certain mandatory, and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the Bank’s consolidated financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital
guidelines that involve quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items, as calculated
under regulatory accounting practices. The Bank’s capital amounts and classification are also subject to qualitative judgments
by the regulators about components, risk weightings, and other factors. Prompt corrective action provisions are not applicable
to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts
and ratios (set forth in the table below) of total and Tier | capital (as defined in the regulations) to risk-weighted assets (as
defined) and of Tier | capital (as defined) to average assets (as defined). Management believes that, as of December 31, 2010,
the Bank met all capital adequacy requirements to which it is subject.

As of December 31, 2010, the most recent notification from the regulatory agencies categorized the Bank as well-capitalized
under the regulatory framework for prompt corrective action. To be categorized as well-capitalized, the Bank must maintain
minimum total risk-based, Tier [ risk-based, and Tier | leverage ratios, as set forth in the table below. There are no conditions
or events since that notification that management believes have changed the Bank’s category.
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NOTE 11 - SHAREHOLDERS” EQUITY AND REGULATORY REQUIREMENTS (CONTINUED)

The Bank’s actual capital amounts (in thousands) and ratios as of December 31, 2010 and 2009 are presented in the
following tables:

As of December 31, 2010:
Total capital (to risk weighted assets)

Bank $ 49,175 12.91% $30,472 8.0% $ 38,090 10.0%

Consolidated $ 49,539 13.01% $ 30,472 8.0% $ 38,090 10.0%
Tier 1 capital (to risk weighted assets)

Bank $ 44,376 11.65% $ 15,236 4.0% $ 22,854 6.0%

Consolidated $ 44,739 11.75% $15,236 4.0% $ 22,854 6.0%
Tier 1 leverage (to average assets)

Bank $ 44,376 9.17% $ 19,365 4.0% $ 24,207 5.0%

Consolidated $ 44,739 9.24% $ 19,368 4.0% $24,210 5.0%

_ Amount | Ratio
As of December 31, 2009:

Total capital (to risk weighted assets)

Bank $47,782 11.69% $32,698 8.0% $ 40,872 10.0%

Consolidated $ 47,997 11.74% $ 32,698 8.0% $ 40,872 - 10.0%
Tier 1 capital (to risk weighted assets)

Bank $ 42,710 10.45% $16,349 4.0% $ 24,523 6.0%

Consolidated $ 42,926 10.50% $ 16,349 4.0% $ 24,523 6.0%
Tier 1 leverage (to average assets)

Bank $42,710 8.91% $19,164 4.0% $ 23,955 5.0%

Consolidated $ 42,926 8.96% $19,164 4.0% $ 23,956 5.0%

During 1997, the Company adopted the 1997 Stock Option Plan (the “1997 Plan”) for eligible directors, officers, and key
employees of the Company and the Bank. Options are granted to purchase common shares at prices not less than the fair
market value of the stock at the date of grant. Fair market value is defined to mean the average closing price for the ten
business days prior to the date of board approval and grant. The maximum number of shares reserved and available for
issuance under the 1997 Plan is 345,000 shares, as adjusted for the Company’s stock splits and stock dividends.

During early 2005, the Company adopted the 2004 Incentive Plan (the “2004 Plan”) for eligible directors, officers, and
key employees of the Company and the Bank. Options are granted to purchase common shares at prices not less than the
fair market value of the stock at the date of grant. Fair market value is defined to mean the average closing price for the

ten business days prior to the date of board approval and grant. The maximum number of shares reserved and available for
issuance under the 2004 Plan is 330,125 shares, as adjusted for the Company’s stock split in 2005.

The Plans provide for the grant of both incentive and nonqualified stock options to purchase the Company’s common stock.
The Stock Option Committee of the Board of Directors of the Company establishes to whom options shall be granted and
determines exercise prices, vesting requirements, method of exercise and the number of shares covered by each option,
subject to the approval of the Company’s Board of Directors.

ASC 718-10, “Compensation-Stock Compensation,” requires all share-based payments to employees, including grants of
employee stock options, to be recognized as expense in the statement of earnings based on their fair values. The amount of
compensation is measured at the fair value of the options when granted and this cost is expensed over the required service
period, which is normally the vesting period of the options. The Company recorded compensation expense of approximately
$83,000 and $80,000 in 2010 and 2009, respectively related to employee stock options.
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The fair value for these options was estimated on the date of grant using a Black-Scholes option valuation model that used the
following range of assumptions for each of the years presented:

2010 2009

Expected volatility 74.8% - 74.8% 66.8% - 95.7%
Weighted-average volatility 74.82% 78.20%
Expected dividends 0% 0%

) Expected term (in years) 7.0-7.0 7.0-7.0
Risk-free rate 3.66% 3.00%
Weighted-average grant date fair value $ 4.98 $ 5.70

Total intrinsic value of options exercised $ 79,936 $ 94,583

In addition, the model assumed that each option was exercised in the initial year of vesting.

For purposes of proforma disclosures, the estimated fair value of options is amortized to expense over the option’s vesting
period. Option valuation models require the input of highly subjective assumptions, including the expected stock price
volatility. Changes in the subjective input assumptions can materially affect the fair value estimate. In management’s opinion,
the model does not necessarily provide a reliable single measure of the fair value of options.

Vesting requirements are determined by the Board of Directors at the time options are granted and generally provide for
vesting over a seven-year period. The plans provide that vesting periods may not exceed ten years.

A summary of the Company’s stock option activity under the plans as of December 31, 2010 and 2009, and changes and
related information for the years then ended, is presented below: '

Options
Outstanding at January 1, 2010 273,888 $  9.69
Granted 36,318 ) 7.00
Exercised (18,292) (3.33)
Forfeited or expired (8,625) (3.43)
Outstanding at December 31, 2010 283,289 $ 994 4.50 $ 239,951
Exercisable at December 31, 2010 205,205 $ 10.33 3.15 $ 211,407
Outstanding at January 1, 2009 286,875 $9.18
Granted 25,613 8.06
Exercised (27,700) (3.79)
Forfeited or expired (10,900) (7.43)
Outstanding at December 31, 2009 273,888 $  9.69 4.43 $ 267,086
Exercisable at December 31, 2009 217,894 $ 9.44 3.48 $ 265,265

In 2010 and 2009 the Company had net-settled option exercise transactions, in which a portion of the options exercised were
withheld for payment of the entire exercise. The net options exercised were as follows:

L _ 2009
Gross options exercised 18,292 27,700
Options withheld as payment 6,338 6,597
Net options exercised 11,954 21,103

A summary of common stock issued through the exercise of employee stock options and director compensation are as follows:

2010
Net options exercised 11,954
Issuance of stock for compensation 25,284
Net issuance of common stock 37,238
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At December 31, 2010, options both outstanding and exercisable under both plans have exercise prices that range from
$3.33 per share to $20.41 per share. The weighted-average remaining contractual life of options outstanding at December 31,
2010 was approximately 4.50 years or 54 months.

A summary of the status of the Company’s nonvested shares as of December 31, 2010 and 2009, and changes during the
years then ended, is presented below:

Nonvested Shares

Nonvested at January 1, 2010 55,994 $5.82
Granted 36,318 4.98
Vested (14,228) 5.95
Forfeited - -
Nonvested at December 31, 2010 78,084 5.41
Nonvested at January 1, 2009 49,581 $6.36
Granted 25,613 5.70
Vested (15,200) 7.14
Forfeited (4,000) 7.43
Nonvested at'December 31, 2009 55,994 $5.82

As of December 31, 2010, there was $372,171 of total unrecognized compensation cost related to the Company’s nonvested
shares granted under the plans. This cost is expected to be recognized over a weighted-average period of 2.83 years. The total
fair value of shares vested during the years ended December 31, 2010 and 2009, was $84,595 and $115,712, respectively.

As of December 31, 2010, the Company has issued shares of common stock to non-employee directors as compensation for
services rendered under the Company’s Directors’ Equity Incentive Plan. The Company recorded $173,000 and $167,000

in stock compensation expense related to the issuance of these shares for the years ended December 31, 2010 and 2009,
respectively. For shares issued as retainer stock, the shares are issued at fair value and the expense recognized was equal to
the fair value of the shares on the date of grant. In addition, directors may choose to purchase stock under this plan in lieu of
directors fees paid for meeting attendance. These shares are purchased at $2.00 below the fair value of the shares on the date
of the grant. The Company records the expense related to the purchases at fair value of the shares on the date of the grant.

At December 31, 2010 there were 54,539 shares authorized and unissued under the plan. The following table represents
activity in the Directors’ Equity Incentive Plan in 2010 and 2009:

09
Beginning shares authorized and unissued 93,326
Shares issued (25,284) (13,503)
Ending shares authorized and unissued 54,539 79,823

Following is a reconciliation of the income amounts and common stock amounts utilized in computing the Company’s
earnings per share for each of the years ended December 31, 2010 and 2009: :

($in thousands, except per share)

Basic EPS - Income available to common stockholders $1,533 3,519,408 $0.44
Effect of stock options outstanding - - -
Diluted EPS - Income available to common stockholders, plus conversions $1,533 3,519,408 $0.44
2009
Basic EPS - income available to common stockholders $3,752 3,484,309 $1.08
Effect of stock options outstanding - 8,562 (0.01)
Diluted EPS - Income available to common stockholders, plus conversions $ 3,752 3,492,871 $1.07
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For the year ended December 31, 2010 there were 19,120 options that were antidilutive since the exercise price exceed the
average market price for the year. These antidilutive common stock equivalents have been omitted from the calculation of
diluted earnings per common share for 2010.

NOTE 12 - INCOME TAXES

Total income taxes in the statements of income for the years ended December 31, 2010 and 2009 are as follows (in thousands):

Current tax provision $1,328 $ 1,548
Deferred tax expense (benefit) (1,394) (245)
Total income tax expense (benefit) $ (66) $ 1,303

The Bank’s provision for income taxes differs from the amounts computed by applying the Federal and state income tax
statutory rates to income before income taxes. A reconciliation of the differences is as follows:

Federal statutory rates .
3.6

State taxes, net of federal benefit

Tax-exempt income (2.8)
Nondeductible interest 0.3

State tax credits (17.1) (2.6)
Bank-owned life insurance 9.2) (2.8) :
Other (8.0) (3.9) ’
Total (4.5)% 25.8%

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amount 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 expected to be recovered in income. Deferred tax assets are reduced by a valuation allowance if it is more likely
than not that the tax benefits will not be realized. The Company has created a full valuation allowance for the amount

of Georgia low-income housing tax credits. Due to expiration dates of the credits and the Company’s projected income, it.

is more likely than not that the Company will not utilize the credits. Management has evaluated the effect of the guidance
provided by U S Generally Accepted Accounting Principles on Accounting for Uncertainty in Income Taxes that became
effective January 1, 2009. Management has evaluated all other tax positions that could have a significant effect on the
consolidated financial statements and determined the Company had no uncertain income tax positions at December 31, 2010.

The primary components of deferred income taxes at December 31, 2010 and 2009 are as follows:

($ in thousands)
Deferred tax assets

Allowance for loan losses $ 2,175 $ 1,285
Amortization of GA low-income housing tax credits 190 159
Executive compensation plans 258 151
Nonaccrual loan interest 48 33
Valuation adjustment of other real estate owned 406 -
State tax credits 356 -
Valuation allowance on GA low-income housing tax credits (546) (159)

Deferred income tax assets 2,887 1,469

Deferred tax liabilities

Unrealized gain on securities available-for-sale (133) (195)
Qualified prepaids (96) (58)
Depreciation on bank premises and equipment (183) (198)

Deferred income tax liabilities (412) (451)

Net deferred income tax assets $ 2,475 $ 1,018
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Realization of deferred tax assets is dependent on sufficient future taxable income during the period that deductible
temporary differences are expected to be available to reduce taxable income.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, the Bank may enter into off-balance-sheet financial instruments that are not reflected in

the consolidated financial statements. These instruments include commitments to extend credit and standby letters of credit.
Such financial instruments are recorded in the consolidated financial statements when funds are disbursed or the instruments
become payable. ‘

The Bank uses the same credit policies for these off-balance-sheet financial instruments as it does for other instruments that
are recorded in the consolidated financial statements.

Following is an analysis of significant off-balance-sheet financial instruments for the years ended December 31, 2010 and
2009:

2010 2009

($ in thousands)
Commitments to extend credit $ 49,477 $ 59,082
Standby letters of credit 5,154 5,712
Total $ 54,631 $ 64,794

Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since
many of the commitment amounts expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. In managing the Bank’s credit and market risk exposure, the Bank may participate these
commitments with other institutions when funded. The credit risk involved in issuing these financial instruments is essentially
the same as that involved in extending loans to customers. The amount of collateral obtained, if deemed necessary by the
Bank, upon extension of credit is based on management’s credit evaluation of the customer. Collateral held varies, but

may include real estate and improvements, marketable securities, accounts receivable, inventory, equipment, and personal

property.

The Company, as part of its retail mortgage loan production activities, routinely enters into short-term commitments to
originate loans. Most of the loans will be sold to third parties upon closing. For those loans, the Company enters into

best efforts individual forward sales commitments at the same time the commitments to originate are finalized. While the
forward sales commitments function as an economic offset and effectively eliminate the Company’s financial risk of rate
changes during the rate lock period, both the commitment to originate mortgage loans that will be sold and the commitment
to sell the mortgage loans are derivatives, the fair values of which are essentially equal and offsetting. The fair values are
calculated based on changes in market interest rates after the commitment date. The notional amounts of these mortgage loan
origination commitments and the related forward sales commitments were approximately $52.0 million each at December
31, 2010 compared to approximately $45.6 million each at December 31, 2009. The net unrealized gains/losses of the
origination and sales commitments did not have a material effect on the consolidated financial statements of the Company at
December 31, 2010 or December 31, 20009.

The Company has executed individual forward sales commitments related to retail mortgage loans, which are classified as
loans held for sale. The forward sales commitments on retail mortgage loans function as an economic offset and mitigate
the Company’s market risk on these loans. The notional value of the forward sales commitments on retail mortgage loans at
December 31, 2010 was approximately $44.8 million compared to approximately $65.8 million at December 31, 2009.
The fair value of the sales commitments on retail mortgage loans resulted in no material gains or losses to the Company at
December 31, 2010 or December 31, 2009.

The nature of the business of the Bank is such that it ordinarily results in a certain amount of litigation. In the opinion of
management, at December 31, 2010, there were no pending litigation matters in which the anticipated outcome would have
* a material adverse effect on the consolidated financial statements.
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NOTE 13 - COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Bank has various contractual obligations that we must fund as part of our normal operations. The following table shows
aggregate information as of December 31, 2010 about our contractual obligations for data processing, operating leases and
service contracts as well as the periods in which payments are due.

($ in thousands)

Data processing obligations 3,261 712 1,423 1,126 -
Operating lease obligations 703 297 378 14 14
Service contract obligations 400 287 113 - -
Total $4,364 $1,296 $1,914 $1,140 $14

Rental expense of office premises and equipment was as follows:

V( $in thousands)

Office premises rental expense $ 331 $ 284
Equipment rental expense $ 14 $ 13
NOTE 14 - SUPPLEMENTAL CONSOLIDATED CASH FLOW INFORMATION
0o 2009

($ in thousands) c .
Income taxes paid $ 222 $ 1,630 '
Interest paid $ 7,525 $10,443
Interest received $ 24,563 $ 24,687
Real estate acquired by foreclosure (non-cash) $ 1,426 $ 6,337

Unrealized gain/(loss) on securities (non-cash) $ (174) $ 217

NOTE 15 - FAIR VALUE OF FINANCIAL INSTRUMENTS

For assets and liabilities recorded at fair value, it is the Company’s policy to maximize the use of observable inputs and
minimize the use of unobservable inputs when developing fair value measurements, in accordance with the fair value
hierarchy in ASC 820-10, “Fair Value Measurements and Disclosures.” This standard also requires fair value measurements to
be separately disclosed by level within the fair value hierarchy.

Fair value measurements for assets and liabilities where there exists limited or no observable market data and, therefore, are
based primarily upon estimates, are often calculated based on the economic and competitive environment, the characteristics
of the asset or liability, and other factors. Therefore, the results cannot be determined with precision and may not be realized
in an actual sale or immediate settlement of the asset or liability. Additionally, there may be inherent weaknesses in any
calculation technique, and changes in the underlying assumptions used, including discount rates and estimates of future cash
flows, could significantly affect the results of current or future values.

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Securities available-for-sale are recorded at fair value on a recurring basis. Additionally,
from time to time, the Company may be required to record at fair value other assets on a nonrecurring basis, such as loans
held for sale, loans held for investment, and certain other assets. These nonrecurring fair value adjustments typically involve
application of lower of cost or market accounting or write-downs of individual assets.

The estimated fair values of the Bank’s financial instruments, for those instruments for which the Bank’s management believes
estimated fair value does not by nature approximate the instruments’ carrying amount, are as follows at December 31, 2010
and 2009:

43



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

~ Value

€ 0 . Value
($ in millions)
Loans and loans held for sale, net of allowance $ 363.4 $ 400.5 $ 395.0 $ 435.5
Time deposits $ 244.6 $ 246.8 $ 256.4 $ 259.7

Estimated fair value information of investment securities is presented in Note 3 to the consolidated financial statements.

Under ASC 820-10, the Company groups assets and liabilities at fair value in three levels, based on the markets in which the
assets and liabilities are traded and the reliability of the assumptions used to determine fair value. These levels are as follows:

Level 1 - Valuations for assets and liabilities traded in active exchange markets, such as the New York Stock Exchange. The
Company has no Level 1 assets or liabilities at December 31, 2010.

Level 2 —Valuations are obtained from readily available pricing sources via independent providers for market transactions
involving similar assets or liabilities. The Company’s principal market for these securities is the secondary institutional markets
and valuations are based on observable market data in those markets. At December 31, 2010, Level 2 securities include U.S.
Government agency obligations, state and municipal bonds, corporate debt securities, mortgage-backed securities, and FHLB
stock. Level 2 assets also include impaired loans and foreclosed assets as discussed below.

Level 3 - Valuations for assets and liabilities that are derived from other valuation methodologies, including option pricing
models, discounted cash flow models and similar techniques, and not based on market exchange, dealer, or broker traded
transactions. Level 3 valuations incorporate certain assumptions and projections in determining the fair value assigned to
such assets or liabilities. The Company has no Level 3 assets or liabilities at December 31, 2010. '

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value:

Investment Securities Available-for-Sale

Investment securities available-for-sale, including FHLB stock, are recorded at fair value on a recurring basis. Fair value
measurement is based upon quoted prices, if available. If quoted prices are not available, fair values are measured using
independent pricing models or other model-based valuation techniques such as present value of future cash flows, adjusted
for the securities’ credit rating, prepayment assumptions, and other factors such as credit loss assumptions. At December 31,
2010 and 2009 the Company classified $76.9 million and $47.3 million, respectively, of investment securities available-for-
sale, including FHLB stock, subject to recurring fair value adjustments as Level 2.

Loans Held for Sale

Loans held for sale are carried at the lower of cost or market value. The fair value of loans held for sale is based on what
secondary markets are currently offering for portfolios with similar characteristics. As such, the Company classifies loans
subjected to nonrecurring fair value adjustments as Level 2. There were no fair value adjustments related to the $46.6 million
and $58.1 million of loans held for sale at December 31, 2010 and 2009, respectively.

Loans

The Company does not record loans at fair value on a recurring basis. However, from time to time, a loan is considered
impaired and an allowance for loan losses is established. Loans for which it is probable that payment of interest and
principal will not be made in accordance with the contractual terms of the loan agreement are considered impaired. Once
an individual loan is identified as impaired, management measures the impairment in accordance with ASC 310-10-35,
“Receivables-Subsequent Measurements.” The fair value of impaired loans is estimated using one of several methods,
including collateral value, market value of similar debt, enterprise value, liquidation value, and discounted cash flows. Those
impaired loans not requiring an allowance represent loans for which the fair value of the expected repayments or collateral
exceed the recorded investments in such loans. At December 31, 2009, substantially all of the total impaired loans were
evaluated based on the fair value of the collateral. In accordance with ASC 820-10, impaired loans where an allowance is
established based on the fair value of collateral require classification in the fair value hierarchy. When the fair value of the
collateral is based on an observable market price or a current appraised value, the Company records the impaired loans as
* nonrecurring Level 2. When an appraised value is not available or management determines the fair value of the collateral is
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NOTE 15 - FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

further impaired below the appraised value and there is no observable market price, the Company records the impaired loan
as nonrecurring Level 3. Impaired loans, classified as Level 2, totaled $16.4 million and $18.9 million at December 31, 2010
and 2009, respectively. Specific loan loss allowances for impaired loans totaled $683,000 and $1.0 million at December 31,
2010 and 2009, respectively.

Foreclosed Assets

Foreclosed assets are adjusted to fair value upon transfer of the loans to foreclosed assets. Subsequently, foreclosed assets

are carried at the lower of carrying value or fair value. Fair value is based upon independent market prices, appraised values
of the collateral or management’s estimation of the value of the collateral. When the fair value of the collateral is based on
an observable market price or a current appraised value, the Company records the foreclosed asset as nonrecurring Level 2.
When an appraised value is not available or management determines the fair value of the collateral is further impaired below
the appraised value and there is no observable market price, the Company records the foreclosed assets as nonrecurring
Level 3. Foreclosed real estate, classified as Level 2, totaled $2.8 million and $4.5 million at December 31, 2010 and 2009,
respectively.

Below is a table that presents information about certain assets and liabilities measured at fair value on a recurring basis:

rements at Decem

Description

Available-for-sale securities

Description

($ n thouééhds)‘
Available-for-sale securities $ 47,289 $ - $ 47,289 $ -

NOTE 16 - BANK-OWNED LIFE INSURANCE (BOLI)

In September 2007, an $8.0 million bank-owned life insurance policy (BOLI) was acquired in order to insure the key officers
of the Bank. Per ASC 325-30, “Investments in Insurance Contracts,” this policy is recorded at its cash surrender value, net

of surrender charges and/or early termination charges. As of December 31, 2010, the BOLI cash surrender value was $9.2
million resulting in other income for 2010 of $398,000 and an annualized net yield of 4.43%.
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NOTE 17 - OTHER EXPENSES

Other non-interest expenses for the years ended December 31, 2010 and 2009 are as follows:

2010 . 2009
($ in thousands)
Data processing $ 987 $ 1,044
FDIC assessment 688 883
ORE expense/valuation adjustments 972 781
- Legal and accounting 553 518
Printing and supplies 333 321
Advertising 221 237
Business development 158 151
Telecommunications 217 207
Outside services 234 349
Courier and postage 171 150
Software license fees 96 142
City and county taxes 170 129
Directors fees 207 219
Travel and employee meals & entertainment 175 165
Other . 1,200 1,173
Total $6,382 $ 6,469

NOTE 18 - ACCUMULATED OTHER COMPREHENSIVE INCOME

The components of accumulated other comprehensive income and related tax effects as of December 31, 2010 and 2009 are
as follows: '

010 200
(% in thousands)

Unrealized holding gains/(losses) on available-for-sale securities $369 $ 543
Tax effect ) (133) (196)
Net of tax amount $236 $ 347

NOTE 19 — QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table represents summarized data for each of the quarters in 2010 and 2009:

1Q 20

A9 2. L - 3Q
($ in thousands, except earnings per share data)
Interest income $ 5,983 $6,118 $6,257 $ 6,051 $ 6,385 $6,285 $ 6,154 $5,780
Interest expense 1,775 1,801 1,833 1,881 2,092 2,399 2,584 2,647
Net interest income 4,208 4,317 4,424 4,170 4,293 3,886 3,570 3,133
Provision for loan losses 922 1,641 4,706 1,086 1,172 670 613 627
Net interest income after provision '
for loan losses 3,286 2,676 (282) 3,084 3,121 3,216 2,957 2,506
Non-interest income 3,456 3,707 3,035 3,029 3,570 4,172 3,727 2,632
Securities gain (loss) - - 19 - 5 51 - -
Non-interest expenses 4,755 5,027 5,676 5,085 5,450 5,365 5,436 4,651
[ncome before income tax expense (benefit) 1,987 1,356 (2,904) 1,028 1,246 2,074 1,248 487
Income tax expense (benefit) 489 253 (998) 190 282 580 349 92
Net income (loss) $ 1,498 $1,103 $(1,906) $ 838 $ 964 $1,494 $ 899 $ 395
Basic earnings (loss) per common share  $ 0.42 $ 0.31 $ (0.54) $ 0.24 $ 0.28 $ 043 $ 0.26 $ 011
$ )

(
Diluted earnings (loss) per common share $ 0.42  $ 0.31 (0.54 $ 024 $ 027 $ 0.43 $ 0.26 $ 0.11
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NOTE 20 - CONDENSED FINANCIAL INFORMATION ON GEORGIA-CAROLINA BANCSHARES, INC.

(PARENT COMPANY ONLY)
Condensed Balance Sheet
December 31, 2010 and 2009
($ in thousands)
Assets
Cash

Investment in subsidiary

Other assets

Deferred tax benefit
Total assets

Liabilities
Other liabilities
Total liabilities

Shareholders’ equity
Total liabilities and shareholders’ equity

Condensed Statement of Income
Years Ended December 31, 2010 and 2009
($ in thousands)

Income, dividends from subsidiary
Expenses
Director compensation
Legal fees
Audit exam and accounting fees
Annual report and proxy
Shareholder services
Other
Total expenses
Loss before income tax benefits and equity in undistributed earnings of subsidiary
Income tax benefits
Loss before equity in undistributed earnings of subsidiary
Equity in undistributed earnings of subsidiary
Net income

Condensed Statement of Cash Flows
Years Ended December 31, 2010 and 2009
($ in thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Stock-based compensation expense
Stock compensation
Equity in undistributed earnings of subsidiary
Net change in other assets and liabilities
Net cash provided by operating activities
Cash flows from financing activities
Payments on borrowed funds
Proceeds from issuance of common stock, and exercise of stock options
Net cash provided by (used in) financing activities
. Net change in cash
Cash at beginning of the year
Cash at end of the year
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L2010
$ 316 $ 185
44,612 43,057
60 34
77 86
$ 45,065 $ 43,362
$ 89 $ 89
89 89
44,976 43,273
$ 45,065 $ 43,362

47 55
57 66

42 38

27 60

13 16

14 18

200 253
(200) (253)

68 86

(132) (167)
1,665 3,919

$ 1,533 $ 3,752

$1,533 $3,752
83 80

173 167
(1,665) (3,919)
(8) (63)

116 17

- (500)

15 52

15 (448)

131 (431)
185 616

$ 316 $ 185
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SHAREHOLDER INFORMATION

Stock Market Listing:
Georgia-Carolina Bancshares, Inc. common stock is listed on the Over-the-Counter Bulletin Board under the
symbol of GECR. The principal market maker for the Company is Morgan Keegan & Co., Inc.

Corporate Offices:
3527 Wheeler Road
Augusta, GA 30909
Telephone: (706) 731-6600

Subsidiary:
First Bank of Georgia
Member FDIC

Annual Meeting:
The Company's Annual Meeting of Shareholders will be held Monday, May 23,2011 at 4:00 p.m. in the Lobby
of the Corporate Headquarters and Main Office, 3527 Wheeler Road, Augusta, Georgia 30909.

Financial Information:

Financial analysts and interested investors desiring information regarding Ceorgia-Carolina Bancshares, Inc.
should contact the President & Chief Executive Officer, Georgia-Carolina Bancshares, Inc., Post Office Box
15148, Augusta, Georgia 30919-1148. Additional information regarding First Bank of Ceorgxa may be obtamed
on the internet at www.firstbankofga.com or by calling (706) 731-6600.

Annual Report on Form 10-K:

A copy of the Company’s 2010 Annual Report on Form 10-K, filed with the Securities and Exchange
Commission, is available free of charge by contacting the Chief Financial Officer, Georgia-Carolina Bancshares,
Inc., Post Office Box 15148, Augusta, GA 30919-1148.

Stock Transfer Agent, Registrar & Dividend Paying Agent:
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certificates, or duplicate 1099 requests.
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Special Legal Counsel: General Counsel: General Counsel:
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