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Boards of Directors

Atlantic Coast Federal MHC
Atlantic Coast Federal Corporation

Atlantic Coast Bank

505 Haines Avenue

Waycross Georgia 31501

Members of the Boards of Directors

At your request we have completed and hereby provide an independent appraisal

Appraisal of the estimated pro forma market value of the common stock to be issued by Atlantic

Coast Federal Corporation Waycross Georgia ACFC or the Company in connection with the

mutual-to-stock conversion of Atlantic Coast Federal MHC the MHC The MHC currently has

majority ownership interest in and its principal asset consists of approximately 65.06% of the

common stock of ACFC the MHC Shares the mid-tier holding company for Atlantic Coast Bank
Waycross Georgia the Bank The remaining 34.94% of ACFCs common stock is owned by

public stockholders ACFC which completed its initial public stock offering in October 2004 owns

100% of the common stock of the Bank It is our understanding that ACFC will offer its stock

representing the majority ownership interest held by the MHC in subscription offering to Eligible

Account Holders Supplemental Eligible Account Holders and Other Members To the extent that

shares remain available for purchase after satisfaction of all subscriptions received in the

subscription offering the shares may be offered for sale in community offering to members of the

local community with preference given first to residents of the Georgia counties of Chatham
Coffee and Ware and the Florida counties of Clay Duval Flag ler Nassau and St Johns and then

to ACFCs public stockholders

This Appraisal is furnished pursuant to the requirements of the Code of Federal Regulations

563b.7 and has been prepared in accordance with the Guidelines for Appraisal Reports for the

Valuation of Savings and Loan Associations Converting from Mutual to Stock Form of

Organization of the Office of Thrift Supervision OTS which have been adopted in practice by

the Federal Deposit Insurance Corporation FDIC

Plan of Conversion and Stock Issuance

On June 16 2010 the respective Boards of Directors of the MHC the Company and the

Bank adopted Plan of Conversion and Reorganization the Plan of Conversion pursuant to

which the mutual holding company will convert to the stock form of organization Pursuant to the

Plan of Conversion newly formed ACFC will be organized as stock subsidiary of the mid-tier

holding company ii the MHC will merge with and into the mid-tier holding company the MHC
Merger with the mid-tier holding company being the survivor and the MHC Shares will be

cancelled iii the mid-tier holding company will merge with the newly formed ACFC the Mid-Tier

Merger with ACFC as the resulting entity and the Bank becoming wholly-owned subsidiary of

Washington Headquarters
Three Ballston Plaza Telephone 703 528-1700

1100 North Glebe Road Suite 1100 Fax No 703 528-1 788

Arlington VA 22201 Toll-Free No 866 723-0594

www.rpfinancial.com E-Mail mail@rpfinancial.com
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ACFC and iv immediately after the Mid-Tier Merger newly formed ACFC will offer and sell

shares of its common stock to certain depositors of the Bank residents of the Banks local

community and shareholders of the Company and others in the manner and subject to the priorities

set forth in the Plan of Conversion As of August 20 2010 the MHCs ownership interest in ACFC
approximated 65.06% The Company will also issue shares of its common stock to the public

stockholders of ACFC pursuant to an exchange ratio that will result in the public shareholders

owning the same aggregate percentage of the newly issued ACFC common stock as owned

immediately prior to the conversion As of August 20 2010 the public stockholders ownership

interest in ACFC approximated 34.94%

RP Financial LC RP Financial is financial consulting firm serving the financial

services industry nationwide that among other things specializes in financial valuations and

analyses of business enterprises and securities including the pro forma valuation for savings

institutions converting from mutual-to-stock form The background and experience of RP Financial

is detailed in Exhibit V-i We believe that except for the fee we will receive for our appraisal we
are independent of the Company the Bank the MHC and the other parties engaged by the Bank
or the Company to assist in the stock conversion process

Valuation Methodology

In preparing our Appraisal we have reviewed the regulatory applications of ACFC the

Bank and the MHC including the prospectus as filed with the OTS and the Securities and

Exchange Commission SEC We have conducted financial analysis of ACFC the Bank and
the MHC that has included review of audited financial information for fiscal years ended

December 31 2005 through 2009 and the six months ended June 30 2010 and due diligence

related discussions with ACFCs management Crowe Horwath LLP the Companys independent

auditor through the end of fiscal 2009 and McGladrey Pullen LLP the Companys current

independent accounting firm Luse Gorman Pomerenk Schick P.C ACFCs conversion counsel
and Stifel Nicolaus Weisel our marketing advisor and sales agent in connection with the stock

offering All assumptions and conclusions set forth in the Appraisal were reached independently

from such discussions In addition where appropriate we have considered information based on
other available published sources that we believe are reliable While we believe the information

and data gathered from all these sources are reliable we cannot guarantee the accuracy and

completeness of such information

We have investigated the competitive environment within which ACFC operates and have

assessed ACFCs relative strengths and weaknesses We have kept abreast of the changing

regulatory and legislative environment for financial institutions and analyzed the potential impact on

ACFC and the industry as whole We have analyzed the potential effects of the stock conversion

on ACFCs operating characteristics and financial performance as they relate to the pro forma

market value of ACFC We have analyzed the assets held by the MHC which will be consolidated

with ACFCs assets and equity pursuant to the completion of conversion We have reviewed the

economic and demographic characteristics of the Companys primary market area We have

compared ACFCs financial performance and condition with selected publicly-traded thrifts in

accordance with the Valuation Guidelines as well as all publicly-traded thrifts and thrift holding

companies We have reviewed the current conditions in the securities markets in general and the

market for thrift stocks in particular including the market for existing thrift issues initial public

offerings by thrifts and thrift holding companies and second-step conversion offerings We have



Boards of Directors

August 20 2010

Page

excluded from such analyses thrifts subject to announced or rumored acquisition and/or

institutions that exhibit other unusual characteristics

The Appraisal is based on ACFCs representation that the information contained in the

regulatory applications and additional information furnished to us by ACFC and its independent

auditor legal counsel and other authorized agents are truthful accurate and complete We did not

independently verify the financial statements and other information provided by ACFC or its

independent auditor legal counsel and other authorized agents nor did we independently value

the assets or liabilities of ACFC The valuation considers ACFC only as going concern and
should not be considered as an indication of ACFCs liquidation value

Our appraised value is predicated on continuation of the current operating environment

for ACFC and for all thrifts and their holding companies Changes in the local state and national

economy the legislative and regulatory environment for financial institutions and mutual holding

companies the stock market interest rates and other external forces such as natural disasters or

significant world events may occur from time to time often with great unpredictability and may
materially impact the value of thrift stocks as whole or the value of ACFCs stock alone It is our

understanding that there are no current plans for selling control of ACFC following completion of

the second-step stock offering To the extent that such factors can be foreseen they have been

factored into our analysis

The estimated pro forma market value is defined as the price at which ACFCs common
stock immediately upon completion of the second-step stock offering would change hands
between willing buyer and willing seller neither being under any compulsion to buy or sell and

both having reasonable knowledge of relevant facts

Valuation Conclusion

It is our opinion that as of August 20 2010 the estimated aggregate pro forma valuation of

the shares to be issued in the conversion of the MHC including newly-issued shares

representing the MHCs current ownership interest in Company and exchange shares issued to

existing public shareholders of the Company was $30740390 at the midpoint equal to 3074039
shares at $10.00 per share

Establishment of the Exchange Ratio

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

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

fully converted company The Board of Directors of the MHC has independently determined the

exchange ratio The determined exchange ratio has been designed to preserve the current

aggregate percentage ownership in ACFC equal to 34.94% as of June 30 2010 The exchange
ratio to be received by the existing minority shareholders of ACFC will be determined at the end of

the offering based on the total number of shares sold in the subscription and community offerings

Based upon this calculation and the valuation conclusion and offering range concluded above the

exchange ratio would be 0.1948 shares 0.2291 shares 0.2635 shares and 0.3030 shares of newly

issued shares of ACFC stock for each share of stock held by the public shareholders at the

minimum midpoint maximum and supermaximum of the offering range respectively RP

Financial expresses no opinion on the proposed exchange of newly issued ACFC shares for the

shares held by the public stockholders or on the proposed exchange ratio The resulting range of
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value pursuant to regulatory guidelines the corresponding number of shares based on the Board

approved $10.00 per share offering price and the resulting exchange ratios are shown below

Exchange Shares

Offering Issued to the Exchange

Total Shares Shares Public Shareholders Ratio

Shares

Super Maximum 4065416 2645000 1420416 0.3030

Maximum 3535145 2300000 1235145 0.2635

Midpoint 3074039 2000000 1074039 0.2291

Minimum 2612933 1700000 912933 0.1948

Distribution of Shares

Super Maximum 100.00% 65.06% 34.94%

Maximum 100.00% 65.06% 34.94%

Midpoint 100.00% 65.06% 34.94%

Minimum 100.00% 65.06% 34.94%

Aggregate Market Value1

Super Maximum $40654160 $26450000 $14204160

Maximum $35351450 $23000000 $12351450

Midpoint $30740390 $20000000 $10740390

Minimum $26129330 $17000000 $9129330

Based on offering price of $10.00 per share

Limiting Factors and Considerations

Our valuation is not intended and must not be construed as recommendation of any kind

as to the advisability of purchasing shares of the common stock Moreover because such

valuation is necessarily based upon estimates and projections of number of matters all of which

are subject to change from time to time no assurance can be given that persons who purchase

shares of common stock in the conversion will thereafter be able to buy or sell such shares at

prices related to the foregoing valuation of the estimated pro forma market value thereof The

appraisal reflects only valuation range as of this date for the pro forma market value of ACFC

immediately upon issuance of the stock and does not take into account any trading activity with

respect to the purchase and sale of common stock in the secondary market following the

completion of the second-step offering

RP Financials valuation was based on the financial condition operations and shares

outstanding of ACFC as of June 30 2010 the date of the financial data included in the prospectus

The proposed exchange ratio to be received by the current public stockholders of ACFC and the

exchange of the public shares for newly issued shares of ACFC common stock as full public
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company was determined independently by the Boards of Directors of the MHC ACFC and the

Bank RP Financial expresses no opinion on the proposed exchange ratio to public stockholders

or the exchange of public shares for newly issued shares

In order to further increase the Companys capital no sooner than six months following the

completion of the Companys conversion offering the Board has indicated its intent to initiate

public offering of shares of common stock whereby non-transferable priority right will be given to

purchasers in the conversion offering with any remaining shares offered to stockholders of record

who did not purchase shares in the conversion offering as of date proximate to the supplemental

offering and then to the general public Each non-transferable right will entitle the holder to

purchase $40 worth of common stock in the supplemental offering and will be valid for 12 months

from the completion of the conversion In addition the non-transferable right will provide each
holder anti-dilution price protection in the event ACFC issues shares of common stock during the

12 months following completion of the conversion offering at price per share of less than $10.00
If stockholder sells the shares purchased in the conversion offering prior to the supplemental

offering the rights granted with the shares of common stock will be voided

The amount timing and pro forma impact of the issuance of additional common shares are

subject to the Companys future financial condition operating results and market conditions all of

which are unknown at this time Additionally the Company has not requested nor received

regulatory approval for secondary offering nor are such shares being registered and approved
for sale by the SEC at this time The future trading of the common stock may be impacted by

these uncertainties and the many contingencies involved in the secondary offering However the

potential impact on the pro forma market value of the common stock to be issued in the Second

Step Conversion Offering of the potential impact of completion of secondary offering of

common stock the issuance of the rights to purchase common stock in secondary offering

and the right to receive anti-dilution price protection in the event of secondary offering cannot

be determined at this time Accordingly no effect has been incorporated into the pro forma market

valuation herein

RP Financial is not seller of securities within the meaning of any federal and state

securities laws and any report prepared by RP Financial shall not be used as an offer or solicitation

with respect to the purchase or sale of any securities RP Financial maintains policy which

prohibits RP Financial its principals or employees from purchasing stock of its client institutions
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This valuation will be updated as provided for in the conversion regulations and guidelines

These updates will consider among other things any developments or changes in the financial

performance and condition of ACFC management policies and current conditions in the equity

markets for thrift shares both existing issues and new issues These updates may also consider

changes in other external factors which impact value including but not limited to various changes
in the legislative and regulatory environment for financial institutions the stock market and the

market for thrift stocks and interest rates Should any such new developments or changes be

material in our opinion to the valuation of the shares appropriate adjustments to the estimated

pro forma market value will be made The reasons for any such adjustments will be explained in

the update at the date of the release of the update The valuation will also be updated at the

completion of ACFCs stock offering

Respectfully submitted

RP FINANCIAL LC

James Hennessey
Director
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1.1

OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Atlantic Coast Bank the Bank is federally-chartered stock savings bank which

conducts operations through its main office in Waycross Georgia and total of 10 full service

branch offices which cover broad section of southeastern portions of the State of Georgia and

northeastern sections of the State of Florida Specifically the northernmost office is located in

Garden City Georgia near the City of Savannah to the Orange Park office in northeast Florida

which are outside the City of Jacksonville Certain of the locations reflect in part the credit

union roots and the location of CSX Corporations operations and reflect several prior

acquisitions credit unions and bank branch acquisitions The Bank also employs variety of

alternative delivery mechanisms including AIMs online banking and telephone call center

The Companys executive offices are in Jacksonville Florida

Originally chartered in 1939 as Atlantic Coast Line Credit Union serving the employees

of the CSX Corporation and its predecessors Atlantic Coast evolved through the years into

full-service multi-branch financial institution serving the general public and operating in

southeast Georgia and northeast Florida Atlantic Coast completed conversion from federal

credit union charter to federal mutual savings bank charter as of November 2000 the

Charter Conversion The objective of the Charter Conversion was to better serve customers

and the local community through the broader lending and to expand its customer base beyond

the limited field of membership permitted for credit unions The Charter Conversion and related

growth potential coupled with the ability to raise external capital through the mutual holding

company structure are believed to enhance the ability to remain competitive while providing

customers with superior service and broad array of financial services products

The Banks post Charter Conversion operations have been characterized by relatively

strong growth in loans and deposits portion of the growth is attributable to several branch

acquisitions as Atlantic Coast Bank acquired total of three branches in fiscal 2002 and 2003 in

two separate transactions Additionally Atlantic Coast Bank has taken advantage of its

expanded lending authority as evidenced in the growth of permanent residential mortgages and

commercial and multi-family loans income producing property loans while continuing to

expand its branch office network through de novo branching
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Since the Charter Conversion the Bank has been regulated by the Office of Thrift

Supervision OTS The Bank is currently member of the Federal Home Loan Bank FHLB

system The Banks deposits are insured up to the regulatory maximums by the Federal

Deposit Insurance Corporation FDIC

Atlantic Coast reorganized into mutual holding company MHC structure in January

2003 and no stock was issued publicly at the time Simultaneous with the MHC reorganization

wholly-owned mid-tier stock holding company was formed known as Atlantic Coast Federal

Corporation ACFC or the Company and Atlantic Coast Bank became wholly-owned

subsidiary of the Company The MHC and the Company were both capitalized with $50000 in

cash concurrent with their formation

In October 2004 the Company completed minority stock issuance selling minority

ownership position i.e 40% of the total outstanding shares to the public while the MHC

retained majority ownership interest 60% ownership Gross proceeds raised in pursuant to

the minority stock issuance totaled $58.2 million The most significant asset of the Company is

its equity investment in the Bank in addition the Company has extended loan to the Banks

employee stock ownership plan ESOP As of June 30 2010 the Company had $901.4

million in assets $586.7 million in deposits and total equity of $53.2 million or 5.90% of total

assets The Companys audited and unaudited financial statements are included by reference

as Exhibit I-I

Plan of Conversion and Reorganization

On June 16 2010 Atlantic Coast Federal Corporation announced that the Boards of

Directors of the MHC ACFC and the Bank unanimously adopted Plan of Conversion and

Reorganization the Plan of Conversion pursuant to which ACFC will convert from the three-

tier MHC structure to the full stock holding company structure and concurrently conduct

second-step conversion offering Second Step Conversion or Offering that will include the

sale of the MHCs ownership interest in ACFC Pursuant to the Plan of Conversion ACFC will

be succeeded by new Maryland chartered stock corporation named Atlantic Coast Federal

Corporation ACFC or the Company The Company will also issue exchange shares of its

common stock to the public shareholders pursuant to an exchange ratio that will result in the

same 34.9% aggregate ownership percentage as immediately before the Offering
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Potential Secondary Offering

Predicated on completion the Company has indicated desire sell additional common

stock in secondary offering with the intent to complete an additional stock issuance no sooner

than six months following the completion of the Second Step Conversion offering The

Company may seek to complete secondary offering in order to increase the capital raised

relative to the amount that can be raised in the conversion offering alone Management

believes the additional capital that can be raised in the secondary offering at point in time

following the Second Step Conversion could enhance the ability for ACFC to execute its

business plan which focuses on improving asset quality and reducing the rate of operating

losses over the near term and realizing growth and earnings improvement over the intermediate

and longer term The amount timing and pro forma impact of the issuance of additional

common shares are subject to the Companys future financial condition operating results and

market conditions all of which are unknown at this time Additionally the Company has not

requested nor received regulatory approval for secondary offering nor are such shares being

registered and approved for sale by the SEC at this time Given these uncertainties and the

many contingencies involved in the sale of additional shares in secondary offering following

the completion of the Second Step Conversion transaction the potential valuation impact of

completion of secondary offering of common stock cannot be quantified at this time

Purpose of the Reorganization

The Second Step Conversion will bolster the Companys capital and liquidity position

and facilitate the Banks continued regulatory capital compliance in the current recessionary

environment Additionally management believes that the enhanced capital position will

facilitate ACFC ability to reduce the level of NPA5 and the Bank and Companys credit risk

exposure The foregoing reflects managements estimates of the near term benefits of the

Second Step Conversion Management further believes the ability to navigate through the short

term uncertainty posed by recessionary environment will enhance the ability of the Company

to be viable and effective competitor once the economy realizes improvement Moreover

many of the Companys competitors have been similarly impacted by asset quality problems

and stressed capital positions which have reduced the level of competition for well-capitalized

banking institutions The incremental capital will bolster the ability to absorb credit related

losses as it seeks to resolve asset quality problems on an expedited basis In this regard the
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Company may likely realize losses in the range of $2 million to $3 million on asset sales in the

June 2010 quarter

The projected use of stock proceeds is highlighted below

The Company The Company is expected to retain up to 50% of the net

conversion proceeds At present Company funds net of the loan to the

ESOP are expected to be invested initially into high quality investment

securities with short- to intermediate-term maturities generally consistent

with the current investment mix portion of the proceeds will also be

utilized to repay holding company loan which was taken down in the

second quarter of 2010 Over time Company funds are anticipated to be

utilized for various corporate purposes possibly including acquisitions

infusing additional equity into the Bank repurchases of common stock

and the payment of regular and/or special ash dividends

The Bank The balance of the net offering proceeds will be infused into

the Bank Cash proceeds i.e net proceeds less deposits withdrawn to

fund stock purchases infused into the Bank are anticipated to become

part of general operating funds and are expected to initially be invested

in short-term investments pending longer term deployment i.e funding

lending activities purchasing mortgage backed securities MBS
general corporate purposes and/or expansion and diversification

Over the near term the Company expects to continue to preserve its capital position

limiting growth and focusing on resolving problem assets with the objective of minimizing the

Companys credit risk exposure Over the intermediate term to longer term once ACFCs credit

risk exposure and NPAs have reduced the Company will seek to undertake moderate growth

and other strategies to enhance ACFCs long term earnings potential and shareholder returns

Strategic Overview

Throughout much of its corporate history ACFCs strategic focus was on serving its

historical credit union field of membership However the Charter Conversion was undertaken to

broaden the traditional customer base tied to the CSX Corporation with the objective of

enhancing future growth prospects while minimizing the risk exposure related to conducting

businesses with customer base tied to single employer The Company has been generally

successful in diversifying the customer base as result of deposit growth particularly in the

Florida market and as result of the purchase of branches and expanded mortgage lending

activities including both internal originations and purchases
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In summary following the Charter Conversion management began to reengineer the

Companys operations to community-oriented institution emphasizing service its local

orientation and comparatively broader array of commercial and consumer products and

services Balance sheet growth has been focused on the Jacksonville market in northern

Florida given the large size and more favorable growth characteristics of the Jacksonville area

in comparison to the Waycross area where the Companys operations have historically been

centered In order to accelerate the ability to grow in ACFCs northern Florida markets the

Company acquired three branches in two separate transactions consummated in fiscal 2002

and 2003 Conversely the Company sold the Fernandina Beach and Lake City branches in

August 2008 and December 2009 respectively due to the Companys assessment that these

branches were not sufficiently profitable and/or did not fit well within the existing branch

structure Aside from the profitability considerations pertaining to these recent branch sales the

divestitures also facilitated balance sheet shrinkage and the regulatory capital ratios

The Companys operating strategy through fiscal 2008 was designed to take advantage

of the broad geographic footprint encompassed by ACFCs offices particularly in the northern

Florida market which was growth oriented economically healthy market until the onset of the

worldwide financial crisis and the subsequent deep economic recession Over the fiscal 2005 to

2008 timeframe the Company realized strong loan growth which was largely attributable to the

origination and purchase of mortgage loans the majority of which were secured by properties

within the Companys markets The focus of the ACFCs mortgage lending encompasses both

residential i.e secured by 1-4 family properties and commercial and multi-family property

lending as permanent mortgage loans excluding construction loans ranged from 65% to 70%

of the loan portfolio over the last five fiscal years Expansion of the mortgage loan portfolio was

facilitated by employment of an in-house lending staff including both residential and commercial

mortgage loan officers and the Company supplemented its internal loan origination volume with

brokered and purchased loans ACFC also developed credit administration function separate

and apart from the loan origination function in the period following the Charter Conversion

As noted above the Companys growth oriented business plan was in place through the

end of fiscal 2008 and resulted in aggregate asset growth equal to 33.9% for the fiscal 2005 to

2008 periods which translated into 10.2% compounded annual growth rate for the period

Subsequently total assets have diminished from the 2008 decreasing by 9.5% over the

eighteen months ended June 30 2010 The asset shrinkage reflects the Companys response

to the recessionary economic environment which resulted in operating losses and reduction in
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ACFCs regulatory capital ratios In response the Company sold branch offices outside of its

core market area and commenced selling mortgage loans to the secondary market rather than

retaining loans for portfolio investments In conjunction with the effort to reduce assets and

preserve its regulatory capital ratios the Company has sought to minimize expenses by

reducing staffing and reducing or otherwise amending certain employee and director benefit

programs in order to reduce operating expenses

The economic recession experienced nationally has impacted the Companys markets

both in terms of job losses and increasing rates of unemployment which in turn has resulted in

increased loan delinquency rates and loan foreclosures Additionally real estate prices

including both the prices of residential and income producing properties has diminished eroding

the collateral value of the properties securing the Companys mortgage loans As result of the

foregoing while the Company has historically maintained very strong credit quality ratios the

level of NPAs have increased from approximate 1% of assets as of the end of fiscal 2007 to

3.22% of assets as of June 30 2010 Additionally NPAs plus performing trouble debt

restructurings TDRs have increased to 5.07% of total assets The adverse asset quality

trends have also impacted the Companys operating condition as result of increasing levels of

loan loss provisions

Retail deposits have consistently served as the primary interest-bearing funding source

for the Company In recent years the Company has sought to expand checking and other

transaction accounts in conjunction with the increased emphasis on marketing to commercial

accounts Through fiscal 2008 the Company was required to maintain large base of

certificates of deposits CDs and high cost money market accounts in order to generate

sufficient deposit funds to fund the asset base In fiscal 2009 through the first six months of

fiscal 2010 funding pressures have lessened as the Company seeks to preserve its regulatory

capital ratios and the need to price funds on highly competitive basis has diminished as well

which has benefitted ACFCs cost of funds

The Company utilizes borrowings as supplemental funding source to facilitate

management of funding costs and interest rate risk FHLB advances constitute the Companys

largest source of borrowings the majority of the Companys borrowed funds have fixed rates

and have been used to fund both leveraging through investment in securities and whole loans

To the extent additional borrowings are utilized by the Company following the Second Step
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Conversion FHLB advances would likely continue to be the principal source of such borrowings

followed by reverse repurchase agreements

The Company has reported operating losses over the last two fiscal years and for the

twelve months ended June 30 2010 In this regard the Companys earnings have been

impacted by the aforementioned increase in NPA5 and loan loss provisions Additionally the

high level of NPAs has adversely impacted the Companys net interest margin as relatively

high portion of ACFCs assets are in non-interest earning form while expenses related to

problem asset resolution have increased the Companys operating costs

The capital raised in the Second Step Conversion will enhance the Companys earnings

with the reinvestment of the proceeds and provide an additional capital cushion to address the

NPAs over the near term and capital for growth over the longer term The post-offering

business plan of the Company is expected to focus on near problem asset resolution and

growth of core deposits The capital infusion will bolster the Banks regulatory capital ratios and

ability to address problem assets resolution Importantly the Company believes that its status

as well-capitalized publicly traded full stock company will enhance the ability to expand

business lines balance sheet over the long term relative to the many local competitors which

have been similarly impacted by asset quality problems and weakened capital positions but

which have been unable to tap the equity markets to increase their capitalization summary of

the Companys key operating ratios for this period is presented in Exhibit 1-2

Regulatory Agreement

Primarily as result of the aforementioned operating losses and adverse trends with

respect to the Companys asset quality ACFC and the Bank have become subject to

increased regulatory scrutiny and oversight In August 2009 ACFC and the Bank entered into

memorandums of understanding the MOU with the Office of Thrift Supervision requiring the

Company to address certain areas of operations Under the MOU the Bank is required to

utilize four quarter roll forward budget to address among other things capital adequacy

appropriate allowances for loan and lease losses and liquidity analysis the BOLl

investment limit is 25% of total capital and the Bank is not to add additional BOLl unless it is

within this limit review and enhance the liquidity policy develop written plan to mitigate

any risks to capital and liquidity from repurchase agreements reduce brokered deposits to

not more than $52.5 million by June 30 2011 obtain OTS approval for the payment of any
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dividends develop plan to enhance the compliance management program including Bank

Secrecy Act and anti-money laundering programs and correct all deficiencies and

weaknesses identified in the 2009 Report of Examination Management believes the Company

and Bank have addressed all the corrective actions mandated in the MOU and ACFC and the

Bank are believed to be in substantial compliance with the requirements of the memorandum

Balance Sheet Trends

Growth Trends

Table 1.1 shows the Companys historical balance sheet data for the past five years

and at June 30 2010 Balance sheet growth trends for the Company presented in Table 1.1

highlighting the trends noted previously Since December 31 2005 total assets increased at

4.4% compounded annual rate expanding from $640.1 million to $901.4 million as of June 30

2010 Over this four and one-half year timeframe the asset composition in terms of loans and

investments has changed modestly as the proportion of loans-to-assets has diminished as the

Company has ceased purchasing loans and has sold portion of its internally originated loans

As result the proportion of investment securities/assets has increased from 9.7% as of the

end of fiscal 2005 to 22.2% as of June 30 2010

The Companys assets are funded through combination of deposits borrowings

and retained earnings Deposits have always comprised the majority of funding liabilities

increasing at an annual rate of 3.0% since the end of fiscal 2005 However the long term

growth trend masks the relatively strong deposit growth realized from the end of fiscal 2005 to

the end of fiscal 2008 21.0% aggregate growth which was diminished by subsequent deposit

shrinkage of 7.9% for the 18 month period through June 30 2010 In this regard deposit

shrinkage was partially the result of the sale of the Fernandina Beach and Lake City branches in

August 2008 and December 2009 respectively

Borrowed funds have increased at comparatively faster pace by 17.7%

compounded annually as the Company relied heavily on borrowed funds to supplement

deposits when asset growth was comparatively rapid during the fiscal 2005 to 2008 period

Over the fiscal 2005 to 2007 period borrowed funds were utilized to fund loan growth in excess

of deposit growth
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Equity has diminished at an 11.7% compounded annual pace reflecting the impact of

dividends and periodic share repurchases as well as the impact of recent operating losses

which have more than offset prior years earnings for the 2005 to 2007 period Going forward

equity will be increased modestly with the completion of the Second Step Conversion The

post-offering equity growth rate will primarily be function of the Companys ability to improve

asset quality and stem the loan loss provisions and asset quality which have resulted in the

recent erosion of ACFCs capital base

Loans Receivable

The Companys lending strategy has evolved over the last several fiscal years but

has primarily emphasized real estate lending including both 1-4 family residential and income

property loans secured by multi-family or commercial properties ACFCs loan portfolio

composition as of June 30 2010 underscores the emphasis permanent first mortgage loans

secured by 1-4 family residential properties totaled $287.7 million equal to 48.7% of gross

loans while multi-family and commercial real estate loans totaled $110.8 million equal to

approximately 18.7% of gross loans Reflecting its former credit union roots the Company

maintains large portfolio of home equity loans $89.2 million equal to 15.1% of total loans and

consumer loans $73.0 million equal to 12.4% of total loans

The Companys lending strategy has evolved over time In this regard the Company

sought to gradually diversify the loan portfolio to include construction and commercial mortgage

loans particularly as management sought to leverage the proceeds received in the first step

mutual holding company offering in the 2005 to 2007 period The internal loan origination

capacity was bolstered by loan purchases as the Company purchased both residential whole

loans and commercial/multi-family mortgage loans and participations The Company stopped

purchasing loans in fiscal 2008 as the depth of the economic crisis became apparent

Additionally the Company sold larger portion of its residential mortgage loan originations on

servicing released basis to facilitate shrinkage and to generate liquidity for the branch sales

Cash Investments and Mortgage-Backed Securities

ACFCs preference is to deploy the majority of assets into loans while maintaining

required liquidity The Company anticipates initially reinvesting the net offering proceeds into

investments with short-to-intermediate maturities pending longer-term deployment primarily into

loans
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As of June 30 2010 the Companys portfolio of cash and cash equivalents totaled

$29.9 million equal to 3.3% of assets It is the Companys current practice to classify all

investment securities including MBS as available for sale AFS As of June 30 2010 the

investment portfolio totaled $200.0 million equal to 22.2% of total loans see Exhibit 1-3 for the

investment portfolio composition MBS including collateralized mortgage obligations comprise

the largest segment of the investment portfolio totaling $165.9 million or 18.4% of assets and

83.0% of investment securities as of June 30 2010 The balance of the investment portfolio

was comprised of U.S Government and agency securities $20.3 million and municipal

securities $885000

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

of the investment portfolio are anticipated over the near term The level of cash and

investments is anticipated to increase initially following Second Step Conversion

Bank Owned Life Insurance

As of June 30 2010 the balance of bank owned life insurance BOLl totaled $23.2

million which reflects modest increase over the last five fiscal years owing to increases in the

cash surrender value of the policies The balance of the BOLl reflects the value of life insurance

contracts on selected members of the Companys management and has been purchased with

the intent to offset various benefit program expenses on tax advantaged basis The increase

in the cash surrender value of the BOLl is recognized as an addition to non-interest income on

an annual basis The Bank is precluded from purchasing additional BOLl as it is subject to

regulatory requirements that limit the BOLl investment to 25% of total capital

Intangible Assets

The Company maintained balance of goodwill equal to $2.8 million through fiscal

2008 but recognized full impairment of this intangible asset in fiscal 2009 Accordingly as of

June 30 2010 the remaining balance of intangibles totaled $99000 and consisted of core

deposit intangibles attributable to prior branch acquisition The CDI will continue to be

amortized through 2014
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Funding Structure

Retail deposits have generally met the substantial portion of the Companys funding

needs supplemented with modest amount of borrowed funds from the Federal Home Loan

Bank of Atlanta and through reverse repurchase agreements

The Company maintains strong level of savings and transaction accounts which

totaled $264.7 million or 44.0% of total deposits as of June 30 2010 however certificates of

deposits CD5 comprise the single largest element of deposits and equaled $337.0 million or

56.0% of total deposits In comparison demand deposit money market and passbook savings

accounts equaled $97.2 million 16.2% of deposits $132.3 million 22.0% of deposits and

$35.1 million 5.8% of deposits

The Company has continually utilized borrowed funds over the last five fiscal years

with the majority of borrowings consisting of FHLB advances and reverse repurchase

agreements As of June 30 2010 FHLB advances totaled $170.7 million representing 18.9%

of total assets while reverse repurchase agreements totaled $92.8 million equal to 10.3% of

assets The Company typically utilizes borrowings when such funds are priced attractively

relative to deposits to lengthen the duration of liabilities to enhance earnings when

attractive revenue enhancement opportunities arise and to generate additional liquid funds

if required

The borrowed funds consist of both fixed and variable rate FHLB advances and

structured reverse repurchase agreements which are callable at the option of the lender The

majority of the Companys borrowed funds carry high interest cost as the weighted average

rate of the FHLB advances was 3.58% as of June 30 2010 and the reverse repurchase

agreements carried weighted average cost of 5.04% In addition to the cost both the FHLB

advances and the reverse repurchase agreements carry steep prepayment penalties essentially

precluding their prepayment Accordingly the borrowed funds will continue to lend an upward

bias to ACFCs funding costs until their maturity and/or until market interest rate levels rise

Equity

Stockholders equity totaled $53.2 million equal to 5.9% of assets on reported

basis as of June 30 2010 As noted previously ACFCs capital base has diminished at an

11.7% compounded annual pace since the end of fiscal 2005 reflecting the impact of dividends

and periodic share repurchases as well as the impact of recent operating losses which have
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more than offset prior years earnings for the 2005 to 2007 period The offering proceeds will

serve to further strengthen the Companys regulatory capital position and ability to address the

weak economy in its markets as well as the recent increase in the level of non-performing

assets

Income and Expense Trends

Table 1.2 shows the Companys historical income statements for the fiscal years ended

2005 to 2009 and for the twelve months ended June 30 2010 on reported basis The

Companys net earnings fluctuated in relatively narrow range of $5.0 million to $5.1 million in

fiscal 2005 to 2006 Thereafter earnings began to diminish and the Company has posted

operating losses since fiscal 2008 Specifically ACFC reported loss equal to $2.8 million

0.29% of average assets in fiscal 2008 which increased to $29.3 million 3.01% of average

assets in fiscal 2009 For the twelve months ended June 30 2010 ACFC reported loss

equal to $28.5 million or 3.06% of average assets

The significant losses were primarily the result of impaired credit quality in the loan

portfolio which was evidenced by higher NPAs and which resulted in the establishment of loan

loss provisions which were well above the historical average Additionally the Company

recorded significant net non-operating expenses many of which were related to the

deteriorating economic and credit environment The trends and characteristics with respect to

the Companys earnings are described more fully below

Net Interest Income

Over the period from fiscal 2005 to the twelve months ended June 30 2010 net

interest income has remained relatively stable in dollar terms but diminished as percent of

average assets In this regard interest income increased reflecting the impact of balance sheet

growth while interest expense also increased offsetting the revenue benefit from net earnings

perspective
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After reaching peak level of $23.3 million in fiscal 2008 net interest income diminished to

$21.8 million reported for fiscal 2009 and $22.9 million for the twelve months ended June 30

2010 The decline stems from both the reduction in the Companys total assets as ACFC

sought to shrink the balance sheet and owing to the increase in non-performing assets

Additionally the Companys diminishing yield-cost spreads from 2.67% in fiscal 2007 to 2.14%

in fiscal 2009 was also factor see Exhibit 1-4 In this regard large portion of the

Companys borrowed funds are fixed rate fixed term borrowings with relatively lengthy maturities

and with relatively high interest rates Thus as market interest rates have declined the

disparity between the cost of the portfolio borrowings and other funding sources at the current

market rate has widened

The reduction of NPAs is key strategy of management over the long term and the

Company sold non-performing loans with principal balance of approximately $6.3 million in the

June 2010 quarter Likewise the Company has sought to reduce credit risk exposure and

NPAs by reducing commercial real estate and construction loan balances Reduction of NPAs

coupled with reinvestment of the offering proceeds from both the Second Step Conversion

Offering should positively impact the Companys earnings initially Over the intermediate to

longer term significant improvement to the Companys earnings will likely be dependent upon

improvements in the Companys asset quality as well as improvements in the economy of the

Companys Florida and Georgia markets

Loan Loss Provisions

Provisions for loan losses have typically been limited reflecting the Companys

relatively strong asset quality historically and the secured nature of the loan portfolio the

majority of the loan portfolio is secured by real estate collateral in the Companys market area

However since fiscal 2007 the Company has increased the level of loan loss provisions in

response to deteriorating asset quality

As result loan loss provisions have increased since the end of fiscal 2007 to $13.9

million in fiscal 2008 and $24.9 million in fiscal 2009 For the twelve months ended June 30

2010 loan loss provisions totaled $21.3 million equal to 2.28% of average assets At June 30

2010 the Company maintained valuation allowances of $10.2 million equal to 1.71% of total

loans and 47.1% of non-performing loans Exhibit 1-5 sets forth the Companys loan loss

allowance activity during the review period Going forward the Company will continue to

evaluate the adequacy of the level of general valuation allowances GVAs on regular basis
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and establish additional loan loss provisions in accordance with the Companys asset

classification and loss reserve policies

Non-Interest Income

The contribution from non-interest income before net gains has increased modestly

over the last five fiscal years from $7.9 million equal to 1.11% of average assets in fiscal 2005

to $8.7 million equal to 0.93% of average assets for the twelve months ended June 30 2010.

The largest component of the Companys non-interest income consists of deposit services

charges and fees which are earned primarily based on transaction services for deposit account

customers Other components of non-interest income include returns on the investment in

BOLl and from other financial services including debit card interchange income and safe

deposit box rentals

Growth of fee income has been limited over the last several fiscal years as deposit

growth has been limited particularly in fee generating transaction accounts Future levels of fee

income may be limited by Regulation Reg that prohibit financial institutions from charging

consumers fees for paying overdrafts on automated teller machine and one-time debit card

transactions unless consumer consents to opt-in to the overdraft service for those types of

transactions

Operating Expenses

The Companys operating expenses were subject to increase over the fiscal 2005 to

2008 period due to asset growth emphasis in commercial lending and branching both from

acquisition and de novo branching In particular cost increases have been associated with

expanded commercial lending activities and the need to maintain compensation levels in line

with the market in highly competitive banking environment Similarly increasing benefit costs

including the expense of the stock-based benefit plans and such benefits as medical insurance

premiums have also been factor in increasing compensation costs Reflecting the foregoing

operating expenses increased from $19.5 million or 2.76% of average assets in fiscal 2005 to

$25.5 million or 2.60% of average assets for fiscal 2008 Importantly over this timeframe the

operating expense ratio diminished as asset growth exceeded the rate of growth of operating

expenses
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Operating expenses have diminished in fiscal 2009 and for the 12 months ended

June 30 2010 $21.3 million equal to 2.28% of average assets as the Company eliminated the

supplemental executive retirement plans SERP and the related accrual expense was

eliminated from compensation Additionally the Company has undertaken two staffing

reductions in the second quarter of 2008 and in late 2008 and early 2009 as well as reduced

other controllable overhead costs in an effort to stem the operating losses At the same time

the Company has incurred increased expenses compensation and other overhead as result

of problem asset management and resolution which has offset some of the potential cost

savings from the cost reduction efforts in other areas

Operating expenses are expected to increase on post-offering basis as result of

the expense of the stock-related benefit plans Management has indicated that it will continue

to seek to minimize operating costs which should be facilitated by the business plan which

seeks to limit growth and improve asset quality over the near term

Non-Operating Income/Expense

Non-operating income and expenses have typically had limited impact on earnings

over the last several years and have primarily consisted of gains on the sale of loans and

investments However deteriorating economy which has led to significant increase in net

non-operating expenses as noted below In this regard losses on loan sales real estate owned

REO the OTTI impairment expense on securities and the goodwill impairment expense were

all related to the deteriorating asset quality or economy The most significant element of non-

operating income was generated through the elimination of the SERP which management and

the Board conceded in order to bolster the Bank and Companys asset quality ratios

Twelve Months Ended

December 31 2009 June 30 2010

Amount Pct1 Amount Pct1

$000 $000

Net Gain Loss on Sale of Loans 609 -0.06% 961 -0.10%

Net Gain Loss on Sale of Securities 383 0.04% 1397 0.15%

Net Gain Loss on Repossessed Assets 1488 -0.15% 1488 -0.16%

Life Insurance Proceeds in Excess of CSV 0.00% 0.00%

OTTI Loss on Securities 4467 -0.46% 3228 -0.35%

Elimintation of SERP Liability 2684 0.28% 2684 0.29%

Goodwill Impairment 2811 -0.29% 2811 -0.30%

Total Non-Operating lncome/Expense 6308 -0.65% 4407 -0.47%
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Taxes

The Company was in fully taxable position through fiscal 2008 In fiscal 2009

ACFC recorded an income tax expense equal to $6.1 million notwithstanding the significant

operating losses reported in that year owing to the establishment of 100% valuation allowance

against the deferred tax asset As the Company did not receive any tax benefit from the

operating losses the actual cost was $17.1 million As of June 30 2010 the Companys net

deferred tax asset totaled $17.1 million and there was 100% valuation allowance against this

asset Accordingly the Company has not been realizing tax benefits for recent operating

losses Conversely to the extent ACFC reports earnings the substantial net operating loss

carryforwards NOLs will be available to offset future taxable income on an unlimited basis in

the Companys current structure providing significant future benefit to the Company if

profitability is restored

Efficiency Ratio

The Companys efficiency ratio deteriorated from fiscal 2005 to fiscal 2007 reflecting

that the ratio of net interest income to average assets fell while the ratio of operating expenses

and non-interest income to average assets remained unchanged The impact of the

deteriorating efficiency ratio on core earnings was minimized by the positive earnings impact of

balance sheet growth and as result core earnings were relatively stable over the fiscal 2005

to 2006 period

The efficiency ratio reflects improvement since the end of fiscal 2007 diminishing

from 86.07% to 67.33% for the twelve months ended June 30 2010 The improvement is the

result of both modest increases to the Companys net interest margin as well as reductions in

operating costs Importantly deteriorating asset quality ratios for the Company and the

resulting higher level of loan loss provisions have more than offset the earnings benefit of the

expanding level of net interest income Moreover given the current high level of NPAs loan

loss provisions may continue to limit the earnings benefit of an improving efficiency ratio at least

over the near term On post-offering basis the efficiency ratio may show some improvement

from the benefit of reinvesting the proceeds from both the Second Step Conversion offering

However portion of the benefit is expected to be at least partially offset by the increased

expense of the stock benefit plans
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Interest Rate Risk Management

The primary aspects of the Companys interest rate risk management include

Emphasizing the origination of adjustable rate residential mortgage loans or

hybrid ARMS with repricing frequencies of up to five years when market

conditions permit limited in the recent rate environment

Utilizing short-to-intermediate term investment portfolio which more closely

matches the duration of funding liabilities

Selling portion of the fixed rate mortgage loans originated based on risk and

profitability considerations

Promoting transaction accounts and when appropriate longer-term CDs

Maintaining stable depositor relationships by providing quality service and

multiple delivery channels so as to diminish the need to price funds on

highly competitive basis

Utilizing longer-term borrowings when such funds are attractively priced

relative to deposits and prevailing reinvestment opportunities

Utilizing interest rate swap agreements on limited basis to more finely tune

the effective repricing structure of funding liabilities

Maintaining balance of cash or short-term investments and

Maintaining an acceptable level of capital which provides favorable level of

interest-earning assets relative to interest-bearing liabilities

Limiting investment in fixed assets and other non-earning assets and

seeking to resolve existing non-performing assets as quickly as possible

The rate shock analysis as of June 30 2010 see Exhibit 1-6 reflects modest liability

sensitive position with the net portfolio value NPV declining by $13.8 million or 21.6%

pursuant to positive 200 basis point instantaneous and permanent rate shock Overall the

data suggests ACFCs earnings would be adversely impacted by rising interest rates although

the Company has been somewhat successful in reducing its exposure to interest rate risk At

the same time there are numerous limitations inherent in such analyses such as the credit risk

of the Companys adjustable rate loans in rising interest rate environment

Lending Activities and Strategy

Over the last five fiscal years the Company has been primarily emphasizing real estate

lending primarily 1-4 family residential mortgage loans and to lesser extent commercial



RP Financial LC OVERVIEW AND FINANCIAL ANALYSIS

1.20

mortgage and multi-family mortgage loans The majority of the Companys 1-4 family residential

mortgage loans consist of loans which are conforming to agency standards and the non

conforming residential loans are conforming but for the loan amount i.e jumbo loans To

lesser extent the Company extends consumer loans Details regarding the Companys loan

portfolio composition are included in Exhibits 1-7 and 1-8

Residential Lending

As of June 30 2010 residential mortgage loans approximated $287.7 million or

48.7% of total loans ACFC originates both fixed rate and adjustable rate 1-4 family mortgage

loans The Companys general philosophy is to seek to originate adjustable rate loans and/or

shorter-term fixed rate mortgage loans for portfolio hybrid loans with fixed rate of up to

years initially when competitive and market conditions permit The Company also originates

longer term fixed rate loans and may either place such loans into portfolio or sell them on

servicing released basis depending upon various considerations which include an assessment

of the interest rate risk exposure of holding the loans ACFC has recently been originating

longer term fixed rate loans for sale on servicing released basis as it has sought to shrink the

balance sheet

Adjustable-rate loans are tied to variety of indices including rates based on

Treasury securities The majority of adjustable-rate loans carry an initial fixed rate of interest for

either three or five years which then convert to an interest rate that is adjusted based upon the

applicable index and in accordance with the note As of June 30 2010 the interest only portion

of this portfolio totaled $61.2 million or 10.4% of the total loan portfolio and 21.3% of the total

one- to four-family residential mortgage loan portfolio ACFC does not currently originate or

purchase interest only one-to four-family residential mortgage loans and ceased such activity in

December 2007

ACFC originates one-to-four family loans up to loan-to-value LTV ratio of 90%

with private mortgage insurance PMI being required for loans in excess of an 80.0% LIV

ratio The majority of the 1-4 family mortgage loans which have been originated or purchased

by the Company are secured by residences in the Companys markets in Georgia and Florida

The Company was purchasing loans from out of state brokers through fiscal 2008 but has

ceased purchasing loans
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As complement to 1-4 family permanent mortgage lending the Company also has

offered home equity loans including fixed rate amortizing term loans and variable rate lines of

credit tied to the Prime rate In the current market environment the Company has limited the

origination of home equity lines of credit and has focused on extending fixed rate term loans

As of June 30 2010 home equity loans totaled $89.2 million equal to 15.1% of total loans

55.5% of which were home equity loans secured by first mortgages As of June 30 2010

interest only lines of credit totaled $41.8 million or 46.9% of the total home equity loans and

14.5% of total residential mortgage loans

Commercial Mortgage Multi-Family Mortgage and Land Loan Lending

Commercial real estate loans totaled $78.1 million equal to 13.2% of total loans

while other mortgage loans consisting primarily of multi-family mortgage and land loans totaled

$32.7 million equal to 5.5% of total loans Commercial real estate and multi-family loans

originated by ACFC are extended up to loan-to-value LTV ratio of 80% and carry

adjustable rates with amortization periods generally ranging from 20 to 30 years and

minimum debt service coverage of 1.2 times The Companys fixed rate product have typically

been originated with five or ten year call provisions and priced at premium to the rate of the

U.S Treasury of corresponding maturity The majority of adjustable-rate loans carry an initial

fixed-rate of interest for either three or five years and then convert to an interest rate that is

adjusted annually based upon the index Prepayment penalties are frequently incorporated into

the loan agreements to discourage prepayment within the first several years of the loan

Adjustable rate loans typically consist of loans which are fixed for the first five years and reprice

annually thereafter

Loans to commercial and individual borrowers secured by land and multi-family

property total $32.7 million as of June 30 2010 Multi-family residential loans are generally

originated with adjustable interest rates based on prime or U.S Treasury securities Loan-to-

value ratios on multi-family residential loans do not exceed 75% of the appraised value of the

property securing the loan These loans require monthly payments amortize over period of

up to 30 years The Company offers both fixed and adjustable rate land loans to individual and

commercial borrowers Essentially all of these loans are secured by property located in the

Companys primary market

The typical commercial or multi-family loans that the Company seeks to originate or

purchase has principal balance in the range of $500000 to $2.0 million but may be larger
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particularly if the loan is well-collateralized or extended to very credit-worthy borrower The

Company has largely ceased originating commercial and multi-family mortgage loans as it

seeks to minimize its risk exposure and reduce NPAs

Construction Loans

Construction loans comprised the balance of the Companys mortgage loan portfolio

amounting to $12.7 million 2.1% of total loans at June 30 2010 The Companys construction

loan balance has diminished from peak level of $37.4 million at the end of fiscal 2006 and the

Company expects the balance to continue to decline as ACFC has virtually ceased originating

new construction loans except where it has contractual obligation to do so

Non-Mortciacie Loans

ACFC originates non-mortgage loans including consumer loans which in the

aggregate totaled $72.9 million as of June 30 2010 12.4% of total loans which excludes

mortgage-based home equity loans which totaled $89.2 million Loans secured by

manufactured homes totaled $41.4 million or 7.0% of the gross loan portfolio as of June 30

2010 Manufactured home loans have fixed rate of interest and may carry terms up to twenty

years Down payments are required and the amounts are based on several factors including

the borrowers credit history The second most significant component of the consumer loan

portfolio consists of automobile loans The loans are originated primarily through the

Companys branch network and are underwritten by the in-house staff Loans secured by

automobiles totaled $17.5 million or 3.0% of the gross loan portfolio as of June 30 2010

Automobile loans have fixed rate of interest and may carry terms up to six years Down

payments are required and the amounts are based on several factors including the borrowers

credit history

The Company also extends commercial loans for the purpose of financing leases

working capital lines of credit loans for equipment and loans for other business purposes As

of June 30 2010 the portfolio of commercial non-mortgage loans totaled $17.8 million equal to

3.0% of total loans

The future lending strategy is expected to focus on residential mortgage lending and

small business lending In this regard the Company will continue to originate permanent

mortgage loans for its portfolio typically including shorter term fixed rate and adjustable rate



RI Financial LC OVERVIEW AND FINANCIAL ANALYSIS
1.23

loans Additionally the Company will be seeking to build relationships with mortgage bankers

and brokers both in market and out-of-market who will source mortgage loan originations for

the Company Substantially all of the loans will be sold typically with servicing rights released

and the Company will manage the underwriting and processing of the loan The other area

where the Company may expand lending is with respect to small business lending which the

Company sees as underserved in the current environment benefit of small business lending

will be that the Company believes it will be able to attract deposit relationship with the credit

relationship enhance the stability and cost of its funding sources

Loan Originations Purchases and Sales

The Companys residential loan originations have primarily come from the following

sources historically internal loan originations generated through direct solicitation by the

Companys business development officers or by referrals through ACFCs branches or presence

on the Internet loan brokers and whole loan participation purchases from other lenders

primarily within the Companys normal lending territory The Company also periodically

purchased pools of 1-4 family residential mortgage loan pools from various secondary market

sources Such loans may be comprised of loans both within and outside the Companys

primary market At present the Companys residential loan originations are primarily derived

from an in-house staff In the future the Company will be seeking to expand its relationships

with mortgage brokers and bankers to expand the volume of secondary market loan sales with

the objective of increasing revenue without substantially impacting the balance of total assets

The Company has originated commercial loans internally and supplemented the internal

loan origination capacity through purchases At the present time the Company has largely

ceased origination of new commercial and construction loans

Consumer loans are primarily extended to provide full range of services to customers

and are originated by in-house staff Such loans are primarily evaluated utilizing statistical

credit scoring models to evaluate the borrowers creditworthiness

Asset Quality

The Companys asset quality has historically been strong and the level of NPAs has

been modest generally well below level of 1% of assets However ACFC has recently

realized an increase in the level of NPAs primarily related to the recessionary economic
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environment Specifically the Companys delinquencies have increased as result of growing

unemployment in its markets and the slack economy has depressed the collateral value of many

of the Companys security properties As reflected in Exhibit 1-9 the total NPA balance i.e

loans 90 days or more past due and REO as of June 30 2010 was $29.1 million equal to

3.22% of assets consisting primarily of non-accruing loans and small balance of real estate

owned REO In contrast the ratio of NPAs/Assets was below 1% as recently as the end of

fiscal 2007 In addition the Company has significant balance of restructured loans such that

the ratio of NPAs and 90 day accruing delinquent loans/Assets ratio includes performing

TDRs totaled $45.7 million equal to 5.07% of assets The ratio of allowances to total loans

equaled 1.71% while reserve coverage in relation to NPAs equaled 35.22% see Exhibit 1-5 and

reserve coverage in relation to NPAs and 90 day accruing delinquent loans equaled 22.42%

The Company has taken several steps to address the deterioration in asset quality which

is largely the result of erosion of real estate values which has impacted the collateral value

of the Companys loans and the recession which has resulted in job losses and lower

personal income levels both of which have adversely impacted borrowers ability to repay their

loans with the Company Management has instituted proactive strategy to aggressively

reduce non-performing assets through accelerated charge-offs loan work out programs

enhanced collection practices the use of distressed asset sales and improved risk

management Additionally the Company has undertaken the following steps to improve asset

quality

Beginning in 2009 management began to accelerate its charge-offs of one- to

four-family residential mortgage loans by taking partial or full charge-offs in the

period that such loans became non-accruing

The Company has restructured loans through TDRs in circumstances in which it

is believed that the borrower can service the loan pursuant to the renegotiated

terms providing the Company with savings from the expense of foreclosure

proceedings and the holding and disposition expenses of selling foreclosed property

In 2009 due to the elevated delinquency of one- to four-family residential loans and

the increasing complexity of workout for these types of loans the Company engaged

the services of national third party servicer for certain loans One- to four-family

residential mortgage loans and any associated home equity loan that become 60

days past due are assigned to the third party servicer for collection ACFC will also

assign other one- to four-family residential mortgage loans to the third party servicer

irrespective of delinquency status if management believes the loan may have

collection risk At June 30 2010 the outstanding balance of loans assigned to the

third party servicer was $126.5 million



RF Financial LC OVERVIEW AND FINANCIAL ANALYSIS

1.25

In order to reduce the expenses of the foreclosure process and selling of

foreclosed property ACFC has sold certain non-performing loans through

national loan sales of distressed assets The Company has also accepted short

sales of residential property by borrowers where such properties are sold at

loss and the proceeds of such sales are paid to ACFC

The Company has enhanced the internal risk management processes In 2010
ACFC established an independent risk committee of the Board of Directors to

evaluate and monitor system market and credit risk

ACFC has bolstered staffing in the servicing and collections area to in an effort to quickly

identify potential loan delinquencies as they occur and to develop resolutions strategies with

respect to problem borrowers Other steps taken by the Company to improve asset quality have

been to tighten underwriting and limit high risk-weight lending in the current environment until

real estate prices appear to have stabilized and the economy shows signs of firming

Management believes the completion of the Second Step Conversion will enhance the

ability to absorb credit-related losses which may accelerate overall improvement in asset

quality In this regard the Company completed sale in the second quarter of 2010 and may

undertake additional loan sales or loan restructurings at loss to the Company to facilitate the

reduction in classified assets

Funding Composition and Strategy

As of June 30 2010 the Companys assets were funded primarily with deposits and to

lesser extent borrowings and equity see Exhibits 1-10 I-li and 1-12 The Companys

deposit services generally cater to individuals rather than commercial businesses

Deposits

Local retail deposits have consistently addressed the substantial portion of ACFCs

funding needs with core deposits in the form of non-interest bearing checking passbook

accounts and money market deposit accounts comprising the majority of deposits In the

aggregate these accounts totaled $264.7 million or 44.0% of total deposits as of June 30

2010 At this same date CDs accounted for approximately 56.0% of deposits Approximately

67% of CDs had remaining maturities of one year or less Large balance CDs i.e balances

greater than $100000 which tend to be more rate sensitive than lower balance CDs

accounted for $152.1 million or 25.3% of deposits at June 30 2010
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Deposits have diminished since the end of fiscal 2008 facilitated by reduction in

the price paid for new deposit funds and two branch sales

Borrowings

Borrowings have been utilized primarily as supplemental funding source to fund

lending and investment security activity As of June 30 2010 borrowed funds consisted of

$170.7 million of Federal Home Loan Bank FHLB advances Maturities on ACFCs portfolio of

borrowed funds extend out to as long as years 2016 Fixed-rate advances includes amounts

which may be converted by the FHLB at various designated dates following issuance from

fixed-rate to variable-rate debt or for certain advances adjusted to current market fixed rates

As of the most recent fiscal year end convertible advances had balance of $125.0 million and

the weighted average cost of all the Companys FHLB advances at June 30 2010 was 3.58%

Securities sold under agreements to repurchase are secured by mortgage-backed

securities with carrying amount of $92.8 million at June 30 2010 The agreements carry

various periods of fixed interest rates that convert to callable floating rates in the future Upon

conversion each agreement may be terminated in whole by the lender each following quarter

At maturity or termination the securities underlying the agreements will be returned to the

Company As of June 30 2010 the weighted average rate of the agreements was 5.04%

Overall the borrowed funds enhanced the Companys ability to expand the balance

sheet through fiscal 2008 At the same time the cost of such funds is relatively high

particularly as short term rates have dropped to record low levels The relatively high cost and

lengthy remaining term to maturity of the Companys borrowed funds will remain an impediment

to future profitability until their respective maturities

Legal Proceedings

Other than the routine legal proceedings that occur in the Companys ordinary course of

business the Company is not involved in litigation which is expected to have material impact

on the Companys financial condition or operations
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II MARKET AREA ANALYSIS

Introduction

ACFC currently conducts operations through its main office in Waycross Georgia and

total of 10 additional branch offices which cover broad section of southeastern portions of

Georgia and northeastern sections of Florida Specifically the northernmost office is located in

Garden City Georgia near the city of Savannah and the branch network extends to the

Julington Creek office in northeast Florida which is midway between Jacksonville and St

Augustine Certain of the locations reflect in part the credit union roots and the location of CSX

Corporations operations and reflect several prior acquisitions credit unions and bank branch

acquisitions

Important from the perspective of this analysis the Companys offices deposits and

lending activities are concentrated in two areas including Waycross Georgia Ware County

where the headquarters office one branch and drive-up facility are located and in the

Jacksonville Florida Metropolitan Statistical Area MSA or the Greater Jacksonville Area of

Duval County where five branches are situated and which has been an area of growth for the

Company over the last several years Overall more than three-quarters of the Companys

deposits were in these two markets as of June 30 2009 Given this regional concentration the

regional economic and demographic trends for the Waycross Georgia and Greater Jacksonville

markets have been the focus of the analysis set forth herein

The Company will seek to gradually expand its regional branch office network over

time given the financial stability of the Company based on the perceived market opportunity

and may also seek to acquire other financial institutions In the current environment the

Company may seek to acquire failed institutions from the FDIC if an attractive opportunity arises

and assuming completion of the Second Step Conversion as well as targeted reduction in

NPAs Moreover ACFC will continue to extend the reach of its branch network through

continued operation of the network of ATMs Internet and telephone banking

map reflecting the broad geographic coverage of ACFCs offices as well as the relative

concentration of offices in the Waycross and Greater Jacksonville markets is set forth below
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Future growth opportunities for ACFC vii on F1F owth an1 rbility of the regional

economy demographic growth trends and the nature and intensity of the competitive

environment These factors have been briefly examined in the following pages to help

determine the growth potential that exists for the Company and the relative economic health of

ACFCs market area The growth potential and the stability provided by the market area have

direct bearing on the market value of the Company and will be factored into our valuation

analysis accordingly Exhibit ll1 provides description of ACFCs office facilities and Exhibit ll

provides historical interest rates

on the BankJgjy

Like many markets nationwide ACFCs market area has been impacted by the

recessionary environment The real estate market has been particularly impacted as the high

growth Georgia market and the Companys markets in northern Florida became overbuilt In

July 2010 Georgia maintained the ninth highest foreclosure rate in the United States and

posted the seventh highest number of foreclosure filings nationwide By comparison Florida
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reported the third highest foreclosure rate in the United States and posted the second highest

number of foreclosure filings nationwide as reported by RealtyTrac leading online

marketplace of foreclosure properties with detailed property loan and home sales data The

mounting foreclosures on top of an already overbuilt market have resulted in both Georgia and

Florida being high on the list of bank failures over the last several years

total of 258 banks and thrifts have failed nationwide since 2009 with 118

occurring in 2010 alone The state of Georgia while home to just 3% of all U.S banks reported

14% of the nations bank failures since the beginning of 2009 while Florida also reported 14%

Currently Georgia Florida and Illinois are tied for the highest number of bank collapses with

each state reporting 36 bank failures since 2009 Eleven Georgia banks and 22 Florida banks

have been seized by regulators this year with defaulting construction and development loans

playing significant role in many of the failures

Given the high level of delinquent loans haunting the remaining Georgia and Florida

based banks more financial institution failures are expected Poorly underwritten loans to

builders and developers in the Atlanta area is at the root of many of the Georgia failures Most

of the failed Georgia institutions made outsized bets during the real estate boom on residential

and commercial construction projects in the Atlanta area Additionally weakened commercial

real estate market which has increased delinquencies rates in those portfolios has also

contributed to the growing number of problem institutions Likewise the problems in Floridas

banking industry have been focused in areas where new development was the greatest which

resulted in an overbuilt market once the recession took hold including both the east and west

coastal area

The Companys Georgias markets in the southeastern portion of the state were not

impacted to the same extent as the Atlanta area as new development was limited Specifically

in July 2010 in every 732 housing units 0.14% foreclosure rate in Ware County received

foreclosure filing which was very low in comparison to DeKaIb County where Atlanta is

located where in every 262 housing units 0.38% foreclosure rate received foreclosure

filing over the same time period In comparison the United States posted 0.25% foreclosure

rate in every 397 housing units for July 2010 while the Atlanta MSA reported 2.43%

foreclosure rate and the nearby Savannah MSA reported 1.36% foreclosure rate The Atlanta

MSA had the 30th highest foreclosure rate and the nearby Savannah MSA was the 59th highest

foreclosure rate of all the metro areas in the United States
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Real Estate Markets Impact on ACFCs Florida Markets

Like many markets nationwide ACFCs markets in Georgia and Florida have been

impacted by the recessionary environment which has lead to the Companys deteriorating asset

quality In this regard much of the Companys recent loan growth has been realized in Florida

and thus recent price depreciation in Floridas real estate market has impacted the Companys

asset quality more significantly than weakness in the Georgia market

Recent trends with respect to single family home sales in northeastern Florida are

shown in the chart below While there are significant month-to-month fluctuations home sales

were up at the end of the first quarter 2010 as shown below Updated data as of July 2010

shows that sales are down from the first quarter of 2010 and monthly sales figures have tended

to be below the level recorded for the same month in the prior year

Single-Family Home Sales

Duval Clay Nassau St Johns and Putnam counties

___________________________

S.srce flond Awiciatiui Reilhi
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Median prices continued to decline during July of 2010 as the median price for

homes fell 9% to $143400 compared with $156800 during the same period last year Floridas

statewide median home prices were down 7% to $138000 over the past year On positive

note median home prices are slightly up from the first quarter of 2010 for Jacksonville and the

state of Florida

Median Single-family home sale price
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troubling measure the unemployment rate remains above 10.0% As of July

2010 the Jacksonville areas unemployment rate was 11.7% which has increased for the

second consecutive month from 10.8% in May 2010 However the unemployment rate has

climbed steadily since the 2008 economic meltdown as during better economic times the

unemployment rate was holding at 3.1% in the spring of 2007 which is shown below

Unemployment

14 -------rn-- -________ .--- .-----_________
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The Jacksonville areas growing unemployment rate coupled with depreciating real

estate values has resulted in increasing foreclosure rates As shown below foreclosure activity

increased over the past few years Jacksonville ranked as the 331d highest MSA nationally for

foreclosures in the first quarter of 2010 down from the 26th ranking for foreclosures in 2009
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Due to the considerable slowing of economic growth and the resulting downturn in

the real estate market management believes growth in the market area will be moderate in the

near term In addition the Northeast Florida Association of Realtors expects 2010 to continue

as it has with slow and steady sales increases adding that the recovery will take some time

but the market appears to be stabilizing

Economic Overview Ware County Georgia

Ware County is primarily rural area with population estimated at 36000 less

than 15000 of who lived in the City of Waycross The economy of the market area is based on

manufacturing transportation and service industries and agriculture CSX Transportation Inc

which employs more than 950 workers at its Hump Yard in Waycross essentially serves as

major southeastern switching yard and service center for the CSX Railroad Many of the

smaller manufacturing industries and other employers in Waycross and the surrounding area

are related to the towns location at major regional rail hub for CSX Transportation and ready

access to major highways Waycross is at the junction of U.S Routes 82 and 84 which

provide easy access to major interstate routes including 1-95 and 1-75 Farm products

produced in Ware County and the surrounding area primarily include blueberries tobacco and

cotton as well as livestock including cattle and hogs Importantly Ware County is relatively

small market with limited growth trends Thus the Company expanded its market into larger
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more growth oriented markets such as Duval County Florida which is described below

Economic Overview Duval County Florida

Jacksonvilles economy has historically been tied to the military and defense

industries primarily the Navy and has realized strong growth since the beginning of World War

II As result of the mild climate and relatively low cost of living in comparison to many areas

of southern Florida the area has attracted many retirees The surrounding area also has

significant tourism industry Moreover many other businesses including banks and financial

services companies have transformed Jacksonville into regional financial center in the

southeastern U.S These characteristics coupled with growth of the Port of Jacksonville into

the 38th largest port in the U.S have all contributed to growth of the Jacksonville area economy

Market Area Demographics

Table 2.1 includes detailed information regarding the demographic trends for the

Companys market area counties from 2000 to 2010 and projected through 2015 Data for the

states of Georgia and Florida is included for comparative purposes The data shows wide

diversity of size and growth levels for the markets served by ACFC In this regard the Ware

County market Waycross where the Company maintains approximately one-third of its

deposits is relatively small total population approximating 36000 and has actually een

experiencing minimal growth in terms of its total population base from 2000 to 2010 While the

Companys other markets in Georgia Chatham County and Coffee County are larger in terms

of the overall population and household levels the Companys retail presence in these markets

is relatively limited they represented 2.9% and 3.6% of the Companys total deposits as of June

30 2009

At the same time the rationale for expansion into larger more vibrant markets is

evidenced in the data as Duval County Florida i.e the Jacksonville market represents

comparatively huge market 912000 residents and 1.4 million residents in the Jacksonville

MSA which has been growing by approximately 1.6% from 2000 to 2010 Likewise the

Companys other Florida markets in Clay and St Johns Counties have experienced more

favorable growth trends however with smaller population size The St Johns County area

shows the most significant growth out of all the counties that ACFC serves with growth

projections reflecting that it will continue to grow at faster pace into 2015
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Table 2.1

Atlantic Coast Federal Corporation

Summary Demographic Information

Year Growth Rate

Population 000 2000 2010 2015 2000-2010 2010-2015

United States 281422 311213 323209 1.0% 0.8%

Florida 15982 18918 19721 1.7% 0.8%

Clay County 141 193 210 3.2% 1.7%

Duval County 779 912 979 1.6% 1.4%

St Johns County 123 192 220 4.5% 2.8%

Georgia 8186 10014 10763 2.0% 1.5%

Chatham County 232 259 273 1.1% 1.1%

Coffee County 37 41 41 0.9% 0.3%

Ware County 35 36 36 0.1% 0.1%

Households 000

United States 105480 116761 121360 1.0% 0.8%

Florida 6338 7449 7763 1.6% 0.8%

Clay County 50 69 76 3.3% 1.8%

Dual County 304 364 392 1.8% 1.5%

St Johns County 50 76 87 4.3% 2.8%

Georgia 3006 3662 3938 2.0% 1.5%

Chatham County 90 100 106 1.1% 1.2%

Coffee County 13 14 15 0.7% 0.4%

Ware County 13 14 14 0.3% 0.3%

Median Household Income

United States $42164 $54442 $61189 2.6% 2.4%

Florida 38843 49910 56032 2.5% 2.3%

Clay County 48948 61237 69117 2.3% 2.5%

Dul County 40737 52034 54702 2.5% 1.0%

St Johns County 50102 64898 73834 2.6% 2.6%

Georgia 42686 56184 64184 2.8% 2.7%

Chatham County 37854 47645 55103 2.3% 3.0%

Coffee County 30698 36162 40843 1.7% 2.5%

Ware County 28527 34599 39610 1.9% 2.7%

Per Capita Income

United States $21587 $26739 $30241 2.2% 2.5%

Florida 21557 25768 28460 1.8% 2.0%

Clay County 20868 25810 28519 2.1% 2.0%

Duval County 20753 26819 28099 2.6% 0.9%

St Johns County 28674 35133 38937 2.1% 2.1%

Georgia 21154 26398 30445 2.2% 2.9%

Chatham County 21152 24000 28241 1.3% 3.3%

Coffee County 15530 16984 19433 0.9% 2.7%

Ware County 14384 17559 19958 2.0% 2.6%

Less Than $25000 to $50000-

2010 HH Income Dist.% $25000 50000 $100000 $1 00000

United States 20.8 24.7 35.7 18.8

Florida 22.6 27.5 34.8 15.2

Clay County 12.9 24.3 43.5 19.2

Duel County 20.0 27.8 35.5 16.7

St Johns County 16.2 22.1 31.1 30.7

Georgia 20.6 23.5 36.7 19.2

Chatham County 25.8 27.1 34.8 12.3

Coffee County 33.0 31.9 29.4 5.8

Ware County 36.2 30.2 28.3 5.4

Source ESRI
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Income characteristics for the Companys markets are also reflected in the data set forth

in Table 2.1 Generally ACFCs markets in Georgia are in rural and/or less prosperous regions

of the State which is reflected in the comparatively moderate income levels as measured by

average household income median household income and per capita income Specifically the

median household and per capita income in Ware County equaled $34599 and $17559

respectively as of 2010 which falls approximately 38% and 33% below the state aggregate

respectively While income levels in the Companys other Georgia markets are higher than

Ware County they too fall below the Georgia aggregate level

By comparison income levels in Duval County are relatively comparable to the Florida

aggregate In this regard the median household income in Duval County equaled $51595 as

of 2010 which exceeded the state aggregate by 3.4% while per capita income equaled

$25622 which fell 0.6% below the state aggregate In St Johns and Clay Counties the

income levels also exceeded the Florida averages

Local Economy/Largest Employers

The largest employers in Ware County and Duval County reflect the characteristics

and trends previously described In this regard the major employers in Ware County reflect the

status of Waycross and Ware County as regional center for jobs shopping and health care

among other components As result of its status as regional employment hub the

population of Ware County approximately doubles during the working day when residents of

nearby areas commute into the market for work as such large employers as Satilla Regional

Medical Center 1200 employees CSX Transportation 950 employees and Baptist Village

Inc 360 employees Other large manufacturing employers include Simmons Company

mattress manufacturer Clayton Homes producer of manufactured homes and Carolina Skiff

manufactures small boats

The largest employers in Duval County reflects the traditionally large role played by

the military but also reflects the growing importance of other business and industries on the

local economy including health care retailing and financial services see Table 2.2 In this

regard the largest employer and two of the five largest employers in the market is the U.S

Navy which employs more than 35000 workers at the Mayport Naval Station and the

Jacksonville Naval Air Station Other large employers include health care providers and

financial services companies whose presence in Jacksonville has been growing over the last

several decades
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Table 2.2

Atlantic Coast Federal Corporation

Major Employers in Ware County and Duval County

umber of

Company Employees Product/Service

Ware County

Satilla Regional Medical Center 1200 Hospital

Ware County School System 1100 Gov./Education

CSX 950 Rail/Freight Transport

Wal-Mart 488 Retail

Ware State Prison 388 State Prison

Baptist Village 360 Nursing Home
Carolina Skiff 250 Boat Manufacturer

Simmons Company 232 Mattress Manufacturer

Scotbuilt Homes 190 Manufactured Housing

Clayton Homes 185 Manufactured Housing

Duval County

Jacksonville Naval Air Station 25245 Government/Military

Duval County Public Schools 14489 Govt/Education

Mayport Naval Station 12677 Government/Military

City of Jacksonville 8828 Municipal Govt

Baptist Health System 8100 Health Care-Hospital

Blue Cross/Blue Shield of FL 7000 Health Insurer

CSX 5000 Railroad Corp HQ
Mayo Clinic 5000 Health Care

Citi 4600 Credit Card Company
Bank of America 4000 Regional Bank Sys

Sources Okefenokee Area Development Authority for Ware County and the Northeast

Florida Regional Development Partnership for Duval County

Unemployment Rates

Unemployment levels on local state and national level have been increasing over

the most recent 12 months reflecting recessed state of economy see Table 2.3

Specifically all of the Companys market area counties are higher than the national

unemployment rate except for Chatham County in Georgia reflecting the impact of the

economic downturn on the Companys markets Notably Coffee and Ware Counties were

above the Georgia unemployment rate of 9.9% for July 2010 as only Duval County was above

the Florida unemployment rate of 11.5% Unemployment rates for both Georgia and Florida

were above the national unemployment rate of 9.5% and the Companys market area counties
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ranged from low of 9.6% in St Johns County Florida to high of 16.5% in Coffee County

Georgia

Table 2.3

Atlantic Coast Federal Corporation

Unemployment Trends

July2009 July2010
Region Unemployment Unemployment

United States 9.4% 9.5%

Georgia 9.9 9.9

Chatham County 9.6 9.7

Coffee County 16.9 16.5

WareCounty 11.2 11.5

Florida 10.8 11.5

Clay County 9.4 10.4

Duval County 11.2 12.4

St Johns County 8.6 9.6

Unemployment rates are not seasonally adjusted

Source U.S Bureau of Labor Statistics

Competition

As savings bank with its primary business functions of real estate lending and the

gathering deposits in southeast Georgia and northeast Florida ACFCs primary competitors are

other financial institutions with offices in the local market including banks thrifts and credit

unions other mortgage loan originators those depository and lending organizations not

physically located within the market but capable of doing business remotely through the Internet

or by other means and other competitors such as investment firms mutual funds insurance

companies etc

Competition among financial institutions in the Companys market is significant As

larger institutions compete for market share to achieve economies of scale the environment for

the Companys products and services is expected to remain highly competitive Community

sized institutions such as ACFC typically compete with larger institutions on pricing or operate in

niche that will allow for operating margins to be maintained at profitable levels

Table 2.4 displays deposit market trends in recent years for Ware and Duval Counties as

well as the other markets where ACFC maintains branch offices The Company maintains

relatively strong market share in Ware County where it is the largest financial institution holding
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approximately 28% of the total deposit market Total deposits in the Ware County market

realized 7.1% annual growth overall over the last three years with ACFC growing at faster

rate of 8.7% over the same time period The Duval County market represents much larger

market overall in excess of $30 billion of total deposits but ACFCs market share is much

smaller equal to approximately 0.9% of the total deposit market

The largest competitors in the markets served by ACFC are comprised of some of the

largest financial institutions in the Southeast U.S and the nation as whole See Table 2.5 In

this regard while ACFC holds the largest market share in Ware County there are other

significant competitors including WBT Bankshares Inc Patterson Bankshares Inc and

SunTrust Banks Inc each of which holds share of the deposit market greater than 10% The

Duval County market also reflects significant level of competition with significant number of

large banks community banks and credit unions In this regard the two largest financial

institutions in the market Bank of America Corp and EverBank Financial together hold more

than 60% of the deposit market
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Table 2.4

Atlantic Coast Federal Corporation

Deposit Summary

Dollars in Thousands

As of June 30

2006 2009 Deposit

Market Number of Market No of Growth Rate

Deposits Share Branches Deposits Share Branches 2006-2009

State of Georgia $169490000 100.0% 2741 $186132000 100.0% 2839 3.2%

Commercial Banks 162799000 96.1% 2536 180648000 97.1% 2694 3.5%

Savings Institutions 6691000 3.9% 205 5484000 2.9% 145 -6.4%

Chatham County $4417585 100.0% 88 $4882197 100.0% 101 3.4%

Commercial Banks 4362223 98.7% 85 4826925 98.9% 98 3.4%

Savings Institutions 55362 1.3% 55272 1.1% -0.1%

AllanticCoast 17502 0.4% 16890 0.3% -1.2%

Coffee County $602979 100.0% 16 $664934 100.0% 17 3.3%

Commercial Banks 586494 97.3% 15 643830 96.8% 16 3.2%

Savings Institutions 16485 2.7% 21104 3.2% 8.6%

AlanticCoast 16485 2.7% 21104 3.2% 8.6%

Ware County $655431 100.0% 10 $804141 100.0% 12 7.1%

Commercial Banks 483271 73.7% 582784 72.5% 10 6.4%

Savings Institutions 172160 26.3% 221357 27.5% 8.7%

AllanticCoast 172160 26.3% 221357 27.5% 8.7%

Stateof Florida $363416000 100.0% 5310 $400979000 100.0% 5820 3.3%

Commercial Banks 296869000 81.7% 4465 355137000 88.6% 5286 6.2%

Savings Institutions 66547000 18.3% 845 45842000 11.4% 534 -11.7%

ClayCounty $1138867 100.0% 28 $1270360 100.0% 32 3.7%

Commercial Banks 1071754 94.1% 26 1208253 95.1% 30 4.1%

Savings Institutions 67113 5.9% 62107 4.9% -2.6%

Allantic Coast 0.0% 41809 3.3% NA

Duval County $23200454 100.0% 176 $30356688 100.0% 204 9.4%

Commercial Banks 19285097 83.1% 153 24014518 79.1% 184 7.6%

Savings Institutions 3915357 16.9% 23 6342170 20.9% 20 17.4%

AtlanticCoast 293891 1.3% 264537 0.9% -3.4%

Saint Johns County $2489873 100.0% 60 $2786112 100.0% 68 3.8%

Commercial Banks 2221165 89.2% 52 2419770 86.9% 57 2.9%

Savings Institutions 268708 10.8% 366342 13.1% 11 10.9%

Atlantic Coast 0.0% 18793 0.7% NA

Source FDIC
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Table 2.5

Atlantic Coast Federal Corporation

Competitor Analysis

IiFITeY

2009 2009

2009 Total Total

Number Deposits in Market

2009 2008 of Market Share

Rank Rank Institution ST Type Branches $000
Atlantic Coast Fed Corp MHC GA Thrift 221357 33.87

WBT Bankshares Inc GA Bank HC 96010 14.69

Patterson Bankshares Inc GA Bank HC 75670 11.58

SunTrust Banks Inc GA Bank 68337 10.46

BBT Corp NC Bank 68243 10.44

Bank of Amenca Corp NC Bank 46450 7.11

United Community Banks Inc GA Bank 43538 6.66

Liberty Shares Inc GA Bank HC 33859 5.18

Total For Institutions In Market 10 653464

I1TIfl

2009 2009

2009 Total Total

Number Deposits in Market

2009 2008 of Market Share

Rank Rank Institution ST Type Branches $000
Bank of America Corp NC Bank 24 12956347 42.73

E.erBank Financial FL Thrift HC 5752713 18.97

Wells Fargo Co CA Bank 39 4998290 16.49

SunTrust Banks Inc GA Bank 23 1486145 4.90

Banco Bilbao Vizcaya Argent SA Bank 14 805595 2.66

JacksonAlIe Bancorp Inc FL Bank 594470 1.96

Regions Financial Corp AL Bank 17 472693 1.56

First Guaranty BTC Co FL CommI Bank 396818 1.31

13 Fifth Third Bancorp OH Bank 368374 1.22

10 10 Florida Capital Group Inc FL Bank HC 315961 1.04

12 Atlantic Coast Fed Corp MHC GA Thrift 264537 0.87

Total For Institutions In Market 199 30317940

Note Market Share is for U.S Territories only and non-retail branches are not included
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Ill PEER GROUP ANALYSIS

This chapter presents an analysis of ACFCs operations versus group of comparable

publicly-traded financial institutions the Peer Group selected from the universe of all publicly-

traded financial institutions in manner consistent with the regulatory valuation guidelines and

other regulatory guidance The basis of the pro forma market valuation of ACFC is derived from

the pricing ratios of the Peer Group institutions incorporating valuation adjustments for key

differences in relation to the Peer Group Since no Peer Group can be exactly comparable to

ACFC key areas examined for differences are financial condition profitability growth and

viability of earnings asset growth primary market area dividends liquidity of the shares

marketing of the issue management and effect of government regulations and regulatory

reform

Peer GrouD Selection

The Peer Group selection process is governed by the general parameters set forth in the

regulatory valuation guidelines and other regulatory guidance The Peer Group is comprised of

only those publicly-traded thrifts whose common stock is either listed on national exchange

NYSE or AMEX or is NASDAQ listed since their stock trading activity is regularly reported and

generally more frequent than non-publicly traded and closely-held institutions Non-listed

institutions are inappropriate since the trading activity for thinly-traded or closely-held stocks is

typically highly irregular in terms of frequency and price and thus may not be reliable indicator

of market value We have also excluded from the Peer Group those companies under

acquisition or subject to rumored acquisition mutual holding companies and recent

conversions since their pricing ratios are subject to unusual distortion and/or have limited

trading history recent listing of the universe of all publicly-traded savings institutions is

included as Exhibit Ill-I

Ideally the Peer Group should be comprised of locally or regionally-based institutions

with comparable resources strategies and financial characteristics There are approximately

142 publicly-traded institutions nationally which includes approximately 32 publicly-traded

MHCs Given this limited number of public full stock thrifts it is typically the case that the Peer

Group will be comprised of institutions which are not directly comparable but the overall group

will still be the best fit group To the extent that differences exist between the converting
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institution and the Peer Group valuation adjustments will be applied to account for the

differences Since ACFC will be full stock public company upon completion of the Offering

we considered only full stock companies to be viable candidates for inclusion in the Peer Group

Based on the foregoing from the universe of 106 fully converted publicly-traded thrifts

we selected ten institutions with characteristics similar to those of ACFC The selection process

applied is described below followed by brief description of each member of the Peer Group

Screen Florida and Georgia institutions There were no publicly traded thrift

institutions eligible for inclusion in the Peer Group as there were no publicly traded

thrifts in based in Florida and the only two publicly traded thrift institutions based in

Georgia were subsidiaries of mutual holding companies which are inappropriate for

the valuation peer group for thrift undertaking second step conversion

transaction

Screen Thrift institutions with assets between $400 million and $3.0 billion

Based on the importance that asset size plays in franchise value and resources of

financial institution market capitalization and liquidity of the stock

NPAJAssets ratios between 2% and 7.5% Asset quality is an important consideration

in investors perception of value in the current environment As of June 30 2010 the

Companys ratio of NPAs/assets equaled 3.22% and NPAs including accruing TDRs

equaled 5.07% of assets Accordingly in selecting the Peer Group we were seeking

to select comparable thrifts with similar asset quality ratios in the aggregate such

that the perceived investment risks and returns were captured in their respective

pricing ratios

Return on Assets ROA ratios less than 0.30% Given the Companys recent

operating losses our Peer Group selection was focused on selecting comparable

public thrifts with weak operating returns or losses Moreover we excluded three

thrifts reporting operating losses merely as result of one-time non-recurring

goodwill impairment charges

Other Considerations We also excluded several institutions operating in inner city

markets Caver Bancorp of New York and Broadway Financial Corp of CA which

also were minority owned and operated as well as company which had converted

in the last twelve months Omni-American Bancorp of Texas Overall in selecting

the Peer Group we sought to balance characteristics as regional market asset

quality and earnings in order to best match the corresponding characteristics for the

Company

Table 3.1 shows the general characteristics of each of the Peer Group companies

While there are expectedly some differences between the Peer Group companies and ACFC

we believe that the Peer Group companies on average provide good basis for valuation

subject to valuation adjustments The following sections present comparison of ACFCs
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financial condition income and expense trends loan composition interest rate risk and credit

risk versus the Peer Group as of the most recent publicly available date summary

description of the key characteristics of each of the Peer Group companies is detailed below

and market area comparative analysis is provided in Exhibit 111-2

First Defiance Financial Corp Inc First Defiance Financial Corp is savings

and loan holding company based in Defiance Ohio First Defiance Financial

Corp conducts operations from 35 retail banking offices in northwestern Ohio

and nearby areas in Michigan and Indiana First Defiance Financial Corp.s

operating objectives include expansion diversification within its markets growth

of its fee based income and growth internally and through acquisitions of

financial institutions branches and financial services businesses First Defiance

Financial Corp has completed three whole bank acquisitions several branch

acquisitions and acquisitions of other financial services companies over the last

decade At June 30 2010 First Defiance Financial Corp had total assets of

$2.0 billion deposits of $1.6 billion and tangible equity-to-assets ratio of 8.5%

The ratio of NPAs/Assets was 2.59% and was thus favorable relative to the Peer

Group average For the 12 months ended June 30 2010 First Defiance

Financial Corp reported earnings of $4.5 million for return on average assets

of 0.22% First Defiance Financial Corp had market capitalization of $82

million as of August 20 2010

BankFinancial Corp of IL BankFinancial Corp operates through total of 18

offices in the Chicago Illinois metropolitan area BankFinancial Corp.s asset

investment strategy reflects ratio of loans/assets which is modestly above the

Peer Group average and loan portfolio composition which is heavily weighted

towards commercial and multi-family mortgage loans The ratio of NPAs/Assets

falls modestly above the Peer Group average at 4.25% of assets Reported

earnings are above the Peer Group average and median reflecting in part below

average level of loan loss provisions At June 30 2010 BankFinancial Corp had

total assets of $1.6 billion deposits of $1.3 billion and tangible equity-to-assets

ratio of 14.9% For the twelve months ended June 30 2010 BankFinancial

Corp reported net income of $183000 for return on average assets of

0.01% BankFinancial Corp had market capitalization of $183 million at August

20 2010

MutualFirst Financial Inc of IN MutualFirst Financial operates through 33

offices in northern and central Indiana MutualFirst Financials balance sheet

structure reflects balance sheet structure similar to the average Peer Group

company The loan composition weighted toward residential mortgages and the

Company reported positive operating returns 0.22% ROA in contrast to the

Companys and the Peer Groups losses on average The favorable earnings

performance in comparison to the Peer Group may be attributable to its

comparatively lower level of NPAs 2.31% versus 4.10% for the Peer Group on

average At June 30 2010 MutualFirst Financial had total assets of $1.4 billion

deposits of $1.1 billion and tangible equity-to-assets ratio of 9.0% For the

twelve months ended June 30 2010 MutualFirst Financial reported earnings of

$3.2 million for return on average assets of 0.22% MutualFirst Financial had

market capitalization of $50 million at August 20 2010
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Abington Bancorp of PA operates 20 branches in the Philadelphia metropolitan

area The asset structure reflects relatively modest proportion of loans/assets

as Abington Bancorp has sought to leverage its strong capital ratio following the

completion of its second step conversion in June 2007 Abington Bancorps loan

portfolio reflects high level of construction lending in comparison to the Peer

Group average and NPAs have increased as result albeit to levels which are

below the Peer Group average and median The deteriorating asset quality has

impacted Abington Bancorps earnings as loan loss provisions have increased to

the upper end of the Peer Group range while the Companys ROA was at the

lower end of the Peer Group range At June 30 2010 Abington Bancorp had

total assets of $1.3 billion deposits of $882.2 million tangible equity-to-assets

ratio of 16.8% and NPA/Assets ratio equal to 2.78% For the twelve months

ended June 30 2010 Abington Bancorp reported net net loss equal to $5.4

million for return on average assets of -0.44% Abington Bancorp had market

capitalization of $200 million at August 20 2010

CFS Bancorp Inc of IN CFS Bancorp is savings and loan holding company
operating 22 banking offices in northern Indian and Illinois CFS Bancorp

maintains diversified loan portfolio with levels of commercial mortgage loans

exceeding the Peer Group average CFS Bancorp has recently reported

operating losses as NPA5/assets have increased to 7.41% which exceeds the

level of any Peer Group company individually and loan losses have increased as

result At June 30 2010 CFS Bancorp had total assets of $1.1 billion

deposits of $899.5 million and tangible equity-to-assets ratio of 10.3% For

the twelve months ended June 30 2010 CFS Bancorp reported net loss of

$995000 equal to 0.09% of average assets CFS Bancorp had market

capitalization of $53 million at August 20 2010

Legacy Bancorp of MA operates 20 branch offices in western Massachusetts

and eastern New York The overall balance sheet structure and composition of

the loan portfolio are similar to the Peer Group averages Operating losses were

comparatively significant -0.86% ROA reflecting the impact of losses on

investment securities as well as high loan loss provisions NPAs are at the lower

end of the Peer Group range equal to 2.50% of assets At June 30 2010

Legacy Bancorp had total assets of $956.2 million deposits of $674.8 million

and tangible equity-to-assets ratio of 10.8% For the twelve months ended

June 30 2010 Legacy Bancorp reported net loss of $8.1 million for return on

average assets of -0.86% Legacy Bancorp had market capitalization of $72

million at August 20 2010

First PacTrust Bancorp of CA operates through offices in San Diego and

Riverside Counties Like the Companys markets First PacTrusts markets have

been significantly impacted by the recessionary economic environment which

has resulted in increased delinquency and foreclosure rates as well as declining

real estate values First PacTrusts status as former credit union also

enhances its comparability to the Company The majority of First PacTrusts

loans are for 1-4 family residential loans but it has also diversified modestly into

commercial real estate lending First PacTrusts balance sheet composition is

broadly similar to the Company in terms of loan and deposit concentrations while

recent operating losses reflect the impact of very high levels of loan loss

provisions as the NPA/Assets ratio has increased to 7.02% which is at the
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upper end of the Peer Group range At June 30 2010 First PacTrust had total

assets of $881.5 million deposits of $682.4 million and tangible equity-to-

assets ratio of 10.9% For the twelve months ended June 30 2010 First

PacTrust reported net loss equal to $688000 for return on average assets of

-0.08% First PacTrust had market capitalization of $41 million at August 20

2010

Riverview Bancorp Inc of WA operates through 18 offices in Oregon and

Washington primarily in the Portland metropolitan area Riverview Bancorps

assets and liabilities reflect greater proportion of loans and deposits than the

Peer Group average with significant proportion of the loan portfolio devoted to

high risk-weight lending including both income producing property loans and

construction and development loans Like the Companys markets Riverview

Bancorps markets have been significantly impacted by the recessionary

economic environment which has resulted in increased delinquency and

foreclosure rates as well as declining real estate values Coupled with the high

risk-weight portfolio Riverview Bancorp has posted high level of loan loss

provisions 1.71% of average assets reflecting its relatively high level of NPAs

5.66% of assets versus the Peer Group average of 4.10% At June 30 2010

Riverview Bancorp had total assets of $863.4 million deposits of $715.6 million

and tangible equity-to-assets ratio of 7.0% For the twelve months ended June

30 2010 Riverview Bancorp reported net loss equal to $4.0 million for return

on average assets of -0.46% Riverview Bancorp had market capitalization of

$22 million at August 20 2010

Fidelity Bancorp Inc of PA operates through total of 14 branch offices in the

Pittsburgh metropolitan area The balance sheet reflects significant wholesale

component with investments and borrowings comprising larger proportion of

total assets in comparison to the Peer Group average Fidelity Bancorp reported

loss over the last twelve months primarily owing to realized and unrealized

losses on investment securities and other than temporary impairment charges on

investment securities Lending is primarily concentrated in 1-4 family mortgage

loans both in terms of whole loans and through significant investment in MBS
while diversification into commercial mortgage lending is below the Peer Group

average At June 30 2010 Fidelity Bancorp had total assets of $708.1 million

deposits of $446.3 million tangible equity-to-assets ratio of 6.4% and an

NPA/Assets ratio equal to 2.30% For the twelve months ended June 30 2010

Fidelity Bancorp reported net loss of $2.9 million for loss on average assets

of -0.39% Fidelity Bancorp had market capitalization of $15 million at August

20 2010

Jefferson Bancshares Inc of Tennessee Jefferson Bancshares Inc

Jefferson Bancshares is savings and loan holding company based in

Morristown Tennessee which is located in the northeastern portion of the

Tennessee Jefferson Bancshares recently completed an acquisition transaction

on an unassisted basis but at nominal purchase price effectively doubling the

branch structure to total of 12 offices As result Jefferson Bancshares has

substantially leveraged the capital raised in its second step conversion which

was completed in 2003 The ratio of NPAs/Assets equals 4.18% which falls

modestly below the Peer Group average and the loan portfolio reflects broad

mix of mortgage loans and comparatively smaller balances of non-mortgage
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loans At March 31 2010 Jefferson Bancshares had total assets of $663.2

million deposits of $480.4 million and tangible equity-to-assets ratio of 8.4%

For the twelve months ended March 31 2010 Jefferson Bancshares reported

earnings of $1.1 million for return on average assets of 0.16% Jefferson

Bancshares had market capitalization of $23 million at June 30 2010

In the aggregate the Peer Group companies maintain slightly higher tangible equity

level in comparison to the industry average 10.44% of assets versus 10.28% for all public

companies Moreover both the all public group and the Peer Group are reporting operating

losses on core basis core operating loss equal to 0.15% of average assets for the Peer

Group versus loss of 0.22% for all public companies Accordingly both reported negative

ROEs Credit quality issues were important factors impacting earnings for both NPAslAssets

averaged 4.06% and 4.10% for all public companies and the Peer Group respectively Overall

the Peer Groups key pricing ratios were at discount to all publicly traded thrift institutions on

P/TB basis 78.82% P/TB for all full stock publicly traded thrifts versus 56.97% for the Peer

Group on average Importantly the PIE multiple was not meaningful for the Peer Group given

their low or negative earnings levels and similarly many institutions in the all public group were

reporting operating losses or very low earnings levels rendering the earnings approach to

valuation less important in the current environment

A/I

Publicly-Traded Peer Group

Financial Characteristics Averages

Assets $Mil $2929 $1148
Market Capitalization $Mil $320 $74

Tangible Equity/Assets 10.28% 10.44%

NPAIAssets1 4.06% 4.10%

Core Return on Average Assets 0.22% 0.15%
Core Return on Average Equity 1.07% 1.25%

Pricing Ratios Averages2
Price/Core Earnings 17.98x N.M

Price/Tangible Book 78.82% 56.97%

Price/Assets 8.20% 6.01%

Includes all NPAs and 90 day accruing delinquent loans

Based on market prices as of August 20 2010

Sources Table 4.3

The companies selected for the Peer Group were relatively comparable to ACFC on

average and are considered to be the best fit Peer Group While there are many similarities
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between ACFC and the Peer Group on average there are some differences as well The

following comparative analysis highlights key similarities and differences relative to the Peer

Group

Financial Condition

Table 3.2 shows comparative balance sheet measures for ACFC and the Peer Group

reflecting balances as of June 30 2010 for the Company and the Peer Group except Jefferson

Federal Bancshares of TN which is as of March 31 2010 ACFCs equity-to-assets ratio of

5.9% was below the Peer Groups average equity/assets ratio of 11.7% Tangible equity-to-

assets ratios for the Company and the Peer Group equaled 5.9% and 10.3% respectively with

the narrowed differential reflecting the Companys nominal goodwill balance in comparison to

the Peer Group On pro forma basis ACFCs reported and tangible equity will continue to fall

below the Peer Group average and median at the midpoint of the offering range Both the

Company and the Peer Group currently maintain surpluses with respect to their respective

regulatory capital requirements

The increase in ACFCs pro forma equity position following the completion of the Second

Step Conversion Offering will enhance the ability to address the high level of NPAs which

management believes will facilitate the restoration of profitable operations At the same time

the Companys capital remains at risk given the level of NPAs and in view of the uncertainties

with respect to the strength of the expected economic recovery and the related recovery of real

estate values Important from the perspective of the valuation the Peer Group is subject to

these same risks given their moderate capital levels on average and the high level of NPAs and

recent history of loan loss provisions and weak earnings or losses these were primary elements

of the Peer Group selection criteria However the Peer Group may be better able to withstand

such risks given that their capital is higher than the Companys pro forma capital

The Companys asset composition reflects modestly lower concentration of loans to

assets at 67.0% versus 69.4% average for the Peer Group Comparatively the ratio of cash

investments and MBS for the Company was higher than for the Peer Group 26.6% of assets

versus 22.3% for the Peer Group The comparatively lower ratio of loans reflects that the

Companys portfolio has realized significant shrinkage in excess of the average rate of

shrinkage of the Peer Groups loan portfolio as the Company has substantially retrenched from

lending to fully focus on the resolution of problem assets Overall the Companys interest-
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earning assets lEA approximated 93.6% of assets which is slightly higher than the

comparative Peer Group ratio of 91.7% Both the Companys and the Peer Groups lEA ratios

exclude BOLl as an interest-earning asset On pro forma basis immediately following the

Second Step Conversion portion of the proceeds will initially be invested into federal funds or

shorter term investment securities increasing the relative proportion of cash and investments for

the Company in comparison to the Peer Group over the short term

ACFCs funding liabilities currently reflect higher level of borrowed funds and lower

level of funding through deposits Specifically the ratio of deposits/assets equaled 63.8% for

the Company versus an average of 75.3% for the Peer Group while borrowed funds equaled

29.8% and 12.2% inclusive of subordinated debt for the Peer Group respectively Total

interest-bearing liabilities IBL maintained as percent of assets equaled 93.6% and 87.5%

for ACFC and the Peer Group respectively reflecting the Companys lower equity position The

ratio of IBL will be reduced on post-offering basis as the Company funds greater portion of

its operations with equity

key measure of balance sheet strength for financial institution is IEAIIBL ratio with

higher ratios often facilitating stronger profitability levels depending on the overall asset/liability

mix Presently the Companys IEAIIBL ratio of 100.0% is below the Peer Groups average ratio

of 104.8% The additional capital realized from stock proceeds will considerably increase the

IEAIIBL ratio as the net proceeds realized from ACFCs stock offering are expected to be

reinvested into interest-earning assets and the increase in the Companys equity position will

result in lower level of interest-bearing liabilities funding assets

ACFC posted asset shrinkage equal to 8.64% versus stable asset base reported by

the Peer Group companies on average The Companys asset shrinkage in contrast to the

stable asset levels reported by the Peer Group is attributable in part to the recessionary

environment which has impacted the Companys Florida markets to greater extent than many

of the Peer Groups markets i.e higher unemployment rates declining real estate values

higher foreclosure rates etc. Additionally the Company has actively sought to undertake

shrinkage with the objective of minimizing its regulatory required capital levels As result

ACFC realized 12.03% shrinkage of the loan portfolio for the most recent twelve month period

versus reduction of 7.21% on average for the Peer Group portion of the funds generated

through loan portfolio shrinkage was redeployed into cash investments and MBS which

increased by 2.52% for the Company and 39.49% for the Peer Group
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The Companys deposit base diminished by 8.65% for the most recent twelve month

period as compared to an average deposit growth rate of 6.59% for the Peer Group Both the

Company and the Peer Groups borrowings declined by 0.70% and 28.32% respectively with

the Peer Groups positive deposit growth funding portion of the borrowings repaid by the Peer

Group

The Companys equity decreased by 31.30% for the twelve months ended June 30

2010 versus an average rate of shrinkage of less than 1% for the Peer Group The significant

shrinkage of ACFCs capital reflects the more significant recent operating losses reported by the

Company as its ROA equaled -3.06% versus much less significant loss equal to -0.17%

reported for the Peer Group on average Reversing the recent trend of capital erosion will be

primarily dependent on reducing loan loss provisions and improving asset quality which will

facilitate earnings improvement

Income and Expense Components

Table 3.3 shows comparative income statement measures for ACFC and the Peer

Group reflecting earnings for the twelve months ended June 30 2010 for ACFC and as of the

latest date for which information is publicly available for the Peer Group ACFC reported

significant operating loss equal 3.06% of average assets versus net loss equal to 0.17% of

average assets for the Peer Group based on the average and loss equal to 0.08% based on

the median Important from valuation perspective in the current environment both the

Companys and the Peer Groups earnings have been depressed by deteriorating asset quality

which was key characteristic for inclusion in the Peer Group However loan loss provisions

reported by ACFC have been materially higher than the Peer Group average contributing to the

Companys significantly greater net overall operating losses

The Companys interest income to average assets exceeded the Peer Group average

while the ratio of interest expense to average assets was also higher such that ratio of net

interest income to average assets was below the Peer Group average The Companys higher

interest income ratio was the result of both higher yield on interest-earning assets 5.32%

which exceeds the Peer Group average and median of 5.07% and 5.01% respectively and

higher lEA ratio Overall the Companys ratio of interest income to average assets equaled

5.01% versus an average of 4.66% for the Peer Group
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The Companys interest expense ratio to average assets equal to 2.55% versus 1.57%

of average assets for the Peer Group reflects the Companys higher utilization of borrowings

and the Companys deposit composition reliant on CDs and money market accounts both of

which entail relatively high cost the Companys average cost of funds equaled 2.89% versus

an average of 1.80% for the Peer Group Additionally ACFCs IBL ratio exceeds the Peer

Group average further contributing to its higher interest expense ratio when measured as

percentage of average assets

Non-interest operating income is higher contributor to ACFCs earnings relative to the

Peer Group at 0.93% and 0.84% respectively The Companys non-interest income ratio is

comparatively higher primarily reflecting the high level of fee income generated through the

Companys deposit accounts and ATM network

ACFC operates with modestly lower operating expense ratio than the Peer Group

primarily reflecting the impact of the Companys recent cost cutting measures which resulted in

approximately $2.5 million of aggregate cost savings The operating expense ratios for ACFC

and the Peer Group were 2.28% and 2.93% respectively Intangible assets amortization was

higher for the Company reflecting the non-recurring goodwill impairment expense On post-

offering basis the Companys operating expenses can be expected to increase with the

incremental cost of the stock-based benefit plans as well as the reestablishment of portion of

the SERP Plan expense upon completion of the Second Step Conversion Offering

ACFCs efficiency ratio operating expenses as percent of the sum of non-interest

operating income and net interest income of 67.3% is more favorable than the Peer Groups

ratio of 77.1% as the Companys lower net interest income was more than offset by its lower

operating expense ratio and higher non-interest income from core earnings standpoint

However loan loss provisions have adversely impacted the Companys core earnings levels to

greater extent as noted below On post-offering basis the Companys efficiency ratio may

improve marginally with the reinvestment of the offering proceeds and thus remain at an

advantage

Loan loss provisions are at high levels relative to the historical averages reflecting the

increasing level of NPAs for both the Company and the Peer Group Specifically loan loss

provisions equaled 2.59% of average assets for ACFC for the 12 months ended June 30 2010

which exceeded the average of 1.06% for the Peer Group While the Company is anticipating

that its loan loss provisions may be lower in the future estimating the level of future loan loss
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provisions is difficult in the current operating environment and may be predicated on the

stabilization of ACFCs credit quality ratios among other factors

Non-operating expenses were comparatively modest for the Peer Group equal to 0.10%

of average assets in comparison to the Companys non-operating expenses equal to 0.47%

The Companys non-operating expenses consisted of loss on the sale of loans and REO as well

as non-cash OTTI and goodwill impairment charges offset by more modest gains on securities

sales and elimination of the SERP liability Notwithstanding the magnitude of the non-operating

losses the Company was not profitable even after excluding such items in the calculation of

estimated core earnings

The Company reported tax expense for the most recent twelve month period

notwithstanding the operating losses The tax expense reflects the establishment of valuation

allowances on deferred tax assets rather than an actual cash payment for taxes The Company

expects to be in non-taxable position for at least the near term future In contrast it appears

that the majority of the Peer Group companies are in taxable position with an average tax rate

of 33.10%

Loan Composition

Table 3.4 presents the most recent data related to the Companys and the Peer Groups

loan portfolio compositions as well as data pertaining to investment in mortgage-backed

securities loans serviced for others and risk-weighted assets The Companys loan portfolio

composition reflected higher level of 1-4 family permanent mortgage loans/assets based on

respective ratios of 44.82% and 31.15% Coupled with higher portion of assets in MBS

18.41% for the Company versus 8.27% for the Peer Group the combination of 1-4 family

mortgages and MBS equaled 63.23% for the Company as compared to 39.42% for the Peer

Group

The data reflects that the Peer Groups lending activities show greater diversification in

multi-family and commercial mortgage lending Specifically multi-family and commercial

mortgage loans represented 12.29% of assets for the Company versus an average of 24.91%

for the Peer Group Most other areas of high risk-weight lending were also modestly greater for

the Peer Group as the proportion of construction and land loans and commercial business loans

both exceeded ACFCs investment Conversely the Companys investment in consumer loans
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exceeded the Peer Group average 8.10% for the Company versus an average of 1.35% for the

Peer Group Reflecting the Companys lower investment in loans overall and higher proportion

of assets invested in MBS and 1-4 family mortgage loans the Companys risk-weighted assets-

to-assets ratio equaled 58.48% which was below the average of 74.63% for the Peer Group

Credit Risk

Given the importance of asset quality in investors perception of value in the current

environment coupled with the recent increase in NPAs and loan loss provisions reported by the

Company we sought to include thrifts with similar asset quality characteristics in the Peer

Group Accordingly the ratio of NPAs/assets Including 90 day delinquencies equaled 5.07%

for the Company versus an average of 4.10% and median of 3.48% for the Peer Group as

shown in Table 3.5 While the NPA/Assets ratio is relatively high the Companys ratio includes

$16.6 million of TDRs which are performing in accordance with the restructured terms but are

considered to be an impaired asset Excluding performing TDRs the Companys ratio of

NPAs/Assets is materially lower equal to 3.22% of assets

Reserve coverage for the Company reflects some similarities and some differences

relative to the Peer Group ACFCs loss reserves as percent of loans equaled 1.71% and thus

fell short of the Peer Group average of 1.92% but fell within the range of ratios exhibited by the

Peer Group companies individually At the same time the higher reserve level may be

warranted by the Companys ratio of NPAs and 90 Day Accruing Delinquencies/Assets such

that ACFCs ratio of Reserves/NPLs equal to 47.12% fell between the Peer Group average

and median

Interest Rate Risk

Table 3.6 reflects various key ratios highlighting the relative interest rate risk exposure of

the Company versus the Peer Group In terms of balance sheet composition ACFC interest

rate risk characteristics were considered to be slightly less favorable than the Peer Groups as

implied by the Companys lower tangible equity-to-assets and IEA/IBL ratios The Companys

non-interest earning assets were modestly below the Peer Group average On pro forma

basis the infusion of stock proceeds should serve to improve these ratios relative to the Peer

Group
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Table 3.5

Credit Risk Measures and Related Information

Corrçarable Institution Analysis

As of June 30 2010 or Mast Recent Date Available

NPAs Rsrves/

REO/ 90DeV NFLs/ Rsrves/ Rsrves/ MAs
Institution Assets Assets Loans Loans NPLs 90DeI

Atlantic Coast Federal Corporation 0.81% 5.07% 6.53% 1.71% 47.12% 22.42%

All Ribhc Corrpanies

Averages 0.50% 3.76% 4.66% 1.66% 64.71% 48.71%

Medians 0.23% 2.61% 3.68% 1.35% 45.03% 40.21%

Corrparable Group

Averages 0.78% 4.10% 4.55% 1.92% 47.39% 38.65%

Medians 0.78% 3.48% 4.07% 1.92% 39.57% 37.24%

Corrarable Group

ABBC Abington Bancorp Inc of PA 1.04% 2.78% 2.96% 0.96% 32.59% 20.29%

BFIN BankFinancial Corp of IL 0.48% 4.25% 5.10% 1.66% 32.56% 28.52%

CITZ OFS Bancorp Inc of Manster IN 1.08% 7.41% 8.74% 2.33% 26.65% 21 .70%

FSBI
Fidelity Bancorp Inc of PA 0.03% 2.30% 3.91% 1.46% 37.23% 34.90%

FDEF First Defiance Fin Corp of OH 0.63% 2.62% 2.57% 2.45% 95.41% 72.68%

FPTB First PacTrust Bancorp of GA 0.95% 7.02% 7.38% 2.44% 33.04% 28.59%

JFBI Jefferson Bancshares Inc of TN1 1.20% 4.18% 4.23% 2.17% 51.38% 51.38%

LEGC Legacy Bancorp Inc of MA 0.14% 2.50% 3.44% 1.44% 41 .91% 39.57%

IVFSF MatualFirst Fin Inc of IN 0.53% 2.31% 2.40% 1.57% 65.53% 48.85%

RVSB Riverview Bancorp Inc of WA 1.73% 5.66% 4.73% 2.72% 57.62% 40.04%

Financial information is for the quarter ending March 31 2010

Source Audited and unaudited financial statemants corporate reports and offering circulars and RP Financial LC cak

information provided in this table has been obtained from sources we believe are reliable but we cannot guarai

conpieteness of such information

Copyright 2010 by RP Financial LC
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Table 3.6

Interest Bate Fsk Measures and Net Interest Incone Volatility

Conparable Institution Analysis

As of June 30 2010 or M3st Recent Date Available

Balance Sheet Measures

Tang I\bn-Darn Quarterly Change in Net Interest Incone

uity/ EA/ Assets/

Institution Assets IBL Assets 6/30/2010 3/31/2010 12/31/2009 9/30/2009 6/30/2009 3/31/2009

change in net interest incorrw is annualized in basis points

Atlantic Coast Federal Corp of GA rvl-IC 5.9% 100.0% 6.4% 28 14 21 -14

AN Public Corrpanies 10.9% 107.8% 6.4% -1

CorTparable Group

Averages 10.3% 105.1% 8.3% -2 -1

Medians 9.7% 103.7% 8.3% -2 -3 -3 -2

Corrtarable Group

ABBC Abington Bancorp Inc of PA 16.8% 114.1% 6.8% -4 -4 21 -10 -2

BAN BankFinancialCorp of 14.9% 112.0% 7.8% -11 -5 -4 10 -1 -3

CITZ CFS Bancorp Inc of vtnster IN 10.3% 102.5% 9.0% -6 -11 13 10 18

FSBI Fidelity Bancorp Inc of PA 6.4% 103.8% 4.5% 20 -3 -10 -1 -41 -1

Fi FirstDefianceFunancialCorp.ofOH 8.5% 103.6% 9.1% 11 -12 -4 27 -2 -3

FPTB FirstPacTrustBancorpofGA 10.9% 105.7% 6.1% -12 -1 14 35

JFBI Jefferson Bancshares Inc of TN 8.4% 100.9% 12.0% NA 14 -17 -7 16 34

LC Legacy Bancorp Inc of MA 10.8% 106.7% 7.6% -2 -12 -3 -17

VFSF MitualFirst Financial Inc of I1 9.0% 101.4% 8.8% -3 -2 -8

RVSB Rverview Bancorp Inc of WA 7.0% 100.0% 10.9% 20 -1 21 19 -1

Financial inforrmtion is for the quarter ending Merch 31 2010

NAChange is greater than 100 basis points during the quarter

Source SFL Financial LC and Financial LC caiculations The inforrmtion provided in this table has been obtained from sources we believe

are reliable but we cannot guarantee the accuracy or corrpleteness of such infornetion

Copyright 2010 by Financial LC

To analyze interest rate risk associated with the net interest margin we also reviewed

quarterly changes in net interest income as percent of average assets for ACFC and the Peer

Group In general the recent relative fluctuations in the Companys net interest income to

average assets ratios were considered to be slightly greater than the Peer Group average and

thus based on the interest rate environment that prevailed during the period analyzed in Table

3.6 ACFC was viewed as maintaining similar degree of interest rate risk exposure in the net

interest margin However the Companys net interest income ratio should be stabilized to some

degree following the Second Step Conversion given the initial expected proceeds reinvestment

strategy primarily short-to-intermediate term investment securities
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Summary

Based on the above analysis and the criteria employed in the selection of the companies

for the Peer Group RP Financial concluded that the Peer Group forms reasonable basis for

determining the pro forma market value of ACFC Such general characteristics as asset size

equity position lEA composition funding composition core earnings measures loan

composition credit quality and exposure to interest rate risk all tend to support the reasonability

of the Peer Group from financial standpoint Those areas where differences exist will be

addressed in the form of valuation adjustments to the extent necessary
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IV VALUATION ANALYSIS

Introduction

This section presents the valuation analysis and methodology used to determine the

estimated pro forma market value of the common stock to be issued by ACFC in conjunction

with the Second Step Conversion transaction The valuation incorporates the appraisal

methodology promulgated by the Federal and state banking agencies for standard conversions

and mutual holding company offerings particularly regarding selection of the Peer Group

fundamental analysis on both the Company and the Peer Group and determination of the

Companys pro forma market value utilizing the market value approach

Appraisal Guidelines

The OTS written appraisal guidelines originally released in October 1983 and updated

in late-i 994 specify the market value methodology for estimating the pro forma market value of

an institution The OTS written appraisal guidelines specify the market value methodology for

estimating the pro forma market value of an institution pursuant to mutual-to-stock conversion

Pursuant to this methodology peer group of comparable publicly-traded institutions is

selected financial and operational comparison of the subject company to the peer group is

conducted to discern key differences and valuation analysis in which the pro forma market

value of the subject company is determined based on the market pricing of the peer group as of

the date of valuation incorporating valuation adjustments for key differences In addition the

pricing characteristics of recent conversions both at conversion and in the aftermarket must be

considered

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines

Accordingly the valuation incorporates detailed analysis based on the Peer Group discussed

in Chapter III which constitutes fundamental analysis techniques Additionally the valuation

incorporates technical analysis of recently completed stock conversions particularly second

step conversions including closing pricing and aftermarket trading of such offerings It should

be noted that these valuation analyses cannot possibly fully account for all the market forces

which impact trading activity and pricing characteristics of particular stock on given day
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The pro forma market value determined herein is preliminary value for the Companys

to-be-issued stock Throughout the conversion process RP Financial will review changes

in ACFCs operations and financial condition monitor ACFCs operations and financial

condition relative to the Peer Group to identify any fundamental changes monitor the

external factors affecting value including but not limited to local and national economic

conditions interest rates and the stock market environment including the market for thrift

stocks and ACFCs stock specifically and monitor pending conversion offerings particularly

second-step conversions including those in the offering phase both regionally and nationally

If material changes should occur during the conversion process RP Financial will evaluate if

updated valuation reports should be prepared reflecting such changes and their related impact

on value if any RP Financial will also prepare final valuation update at the closing of the

offering to determine if the prepared valuation analysis and resulting range of value continues to

be appropriate

The appraised value determined herein is based on the current market and operating

environment for the Company and for all thrifts Subsequent changes in the local and national

economy the legislative and regulatory environment the stock market interest rates and other

external forces such as natural disasters or major world events which may occur from time to

time often with great unpredictability may materially impact the market value of all thrift stocks

including ACFCs value or ACFCs value alone To the extent change in factors impacting the

Companys value can be reasonably anticipated and/or quantified RP Financial has

incorporated the estimated impact into the analysis

Valuation Analysis

fundamental analysis discussing similarities and differences relative to the Peer Group

was presented in Chapter III The following sections summarize the key differences between

the Company and the Peer Group and how those differences affect the pro forma valuation

Emphasis is placed on the specific strengths and weaknesses of the Company relative to the

Peer Group in such key areas as financial condition profitability growth and viability of

earnings asset growth primary market area dividends liquidity of the shares marketing of the

issue management and the effect of government regulations and/or regulatory reform We

have also considered the market for thrift stocks in particular new issues to assess the impact

on value of the Company coming to market at this time
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Financial Condition

The financial condition of an institution is an important determinant in pro forma market

value because investors typically look to such factors as liquidity capital asset composition and

quality and funding sources in assessing investment attractiveness The similarities and

differences in the Companys and the Peer Groups financial strengths are noted as follows

Overall AlL Composition The Companys asset composition includes lower

proportion of loans overall with residential mortgage loans exceeding the Peer

Group average reflecting both the historical emphasis on residential mortgage

lending and recent retrenchment from high risk-weight lending by ACFC
Notwithstanding the lower ratio of total loans to assets the Companys ratio of

interest income to average assets is above the Peer Group average The

Companys funding base exhibits some differences in relation to the Peer Group

as the greater proportion of borrowings and the Companys Floridas operations

and credit union roots have contributed to its relatively high funding costs The

Companys less favorable ratio of IEA/IBL will improve on post-Offering basis

thereby diminishing or reversing the current disadvantage

Credit Quality The Companys ratio of NPAs and 90 Day Accruing

Delinquencies/Assets exceeded the Peer Group average At the same time

ACFCs NPAs had significant balance of TDRs which were performing

pursuant to their renegotiated terms such that the ratio of NPAs/Assets

compared more closely to the Peer Group average The Company maintains

lower reserve coverage in relation to total loans and NPA and 90 day

delinquencies but reserve coverage in relation to NPLs is similar

Balance Sheet Liquidity The Company currently maintains higher level of

cash investments and MBS and the level of cash and investments will be

bolstered over the near term with the infusion of the offering proceeds from the

Second Step Conversion The Companys borrowing capacity is considered to

be modestly lower relative to the Peer Groups borrowings capacity given the

Companys higher level of borrowings

Equity The Company currently operates with lower equity-to-assets ratio than

the Peer Group Additionally while ACFCs pro forma capital position will be

enhanced modestly following the Second Step Conversion it will remain below

the Peer Group average and median levels based on the current estimated

offering range The Companys increased pro forma equity will enhance the

leverage capacity relative to the Peer Group while the anticipated reduction in the

IBL ratio will enhance ACFCs comparability to the Peer Group

On balance we considered that the completion of the Second Step Conversion will

enhance the Companys liquidity in comparison to the Peer Group while such key factors as

credit risk will be similar to the Peer Group At the same time the Companys pro forma capital

position will be below the Peer Group average Overall we have applied no adjustment for this

factor
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Profitability Growth and Viability of Earnings

Earnings are key factor in determining pro forma market value as the level and risk

characteristics of an institutions earnings stream and the prospects and ability to generate

future earnings heavily influence the multiple that the investment community will pay for

earnings The major factors considered in the valuation are described below

ReDorted Earnings The Company reported significantly higher operating losses

relative to the Peer Group based on an average returns/losses on average

assets ROAA basis -3.06% of average assets versus -0.17% for the Peer

Group Reinvestment of the net conversion proceeds into interest-earning

assets will increase the Companys profitability after taking into account the

additional expenses related to the new stock benefit plans that will be

implemented in connection with or after the Second-Step Conversion offering

Core Earnings The most significant disparity between the Company and the

Peer Groups earnings composition is with respect to loan loss provisions which

totaled 2.59% for the Company versus an average of 1.06% for the Peer Group

Additionally net non-operating expenses equaled 0.47% for the Company which

exceeded the Peer Group average of 0.10% Accordingly the Companys

greater operating loss is primarily attributable to these two factors Until the level

of NPA5 for the Company and the Peer Group has stabilized or starts to diminish

it is expected that core earnings may continue to be subject to volatility owing to

credit-related factors and other non-operating items

Interest Rate Risk Quarterly changes in the Companys and the Peer Groups

net interest income to average assets ratios indicated the degree of volatility

associated with the Companys net interest margin fell within the range exhibited

by the Peer Group Other measures of interest rate risk such as the capital and

the IEA/IBL ratio were less favorable for the Company thereby indicating that the

Company maintained higher dependence on the yield-cost spread to sustain

net interest income On pro forma basis the Companys capital position and

IEAIIBL ratio will be enhanced by the infusion of stock proceeds and thus

diminish the Peer Groups relative advantage in this regard and improve the

Companys interest rate risk exposure position

Credit Risk As noted above loan loss provisions were significant factor

contributing to the Companys greater operating losses in comparison to the Peer

Group Additionally given the high level of NPAs both the Company and the

Peer Groups earnings will continue to be subject to credit-related volatility until

the ratio of NPAs/Assets stabilizes and/or diminishes

Earnings Growth Potential Several factors were considered in assessing

earnings growth potential First the infusion of stock proceeds will increase the

Companys earnings growth potential with respect to increasing earnings through

leverage Moreover to the extent the increased capitalization facilitates the

reduction of NPAs for ACFC potentially through bulk sale transactions at loss

to the Company ACFCs long term earnings potential may be enhanced Other

factors impacting the Companys earnings growth potential include future

reductions in funding costs as CDs and term borrowings mature and are replaced
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with deposit or borrowed funds at the lower rates prevailing today Additionally

the Company has 100% valuation allowance established for its deferred tax

asset to the extent the Company can reverse the current operating losses to

earnings NOL5 may be available to offset the taxable income until they are

exhausted

Return on Equity Current operating losses for the Company and the Peer Group

have resulted in negative ROE reflecting erosion of their respective capital

bases The Company is projecting that losses will diminish in the future

However the reversal of earnings to positive levels which would result in future

capital increases for both the Company and the Peer Group continues to be

highly dependent on stabilization of asset quality as well as the strength and

direction of the local economy and real estate markets

Overall we concluded that slight downward adjustment for profitability growth and

viability of earnings was appropriate reflecting the Companys greater operating losses on both

core and reported basis The adjustment takes into account the Companys expectations that

future loan loss provisions will likely be below the fiscal 2009 and trailing twelve months ended

June 30 2010 levels but that the improvement will be dependent upon future economic

conditions and stabilization and/or improvement in the asset quality ratios

Asset Growth

The Companys assets shrank at an 8.6% pace for the most recent twelve month period

versus stable asset base reported by the Peer Group on average The Companys asset

shrinkage in the most recent period is attributable in part to the recessionary environment which

has impacted the Companys Florida markets Georgia markets as well but to lesser degree

to greater extent than many of the Peer Groups markets i.e higher unemployment rates

declining real estate values higher foreclosure rates etc. At the same time the Peer Groups

growth rates are also being impacted by recessionary economic environment and increasing

NPAs On pro forma basis the Companys tangible equity-to-assets ratio will be enhanced

modestly While the Company has indicated an intent to limit the shrinkage following

completion of the Second Step Conversion the pro forma capital ratio will remain below the

Peer Group average and further shrinkage may be required On balance slight downward

adjustment was applied for asset growth

Primary Market Area

The general condition of an institutions market area has an impact on value as future

success is in part dependent upon opportunities for profitable activities in the local market
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served The majority of the Companys retail lending and depository operations are generated

in Ware County Georgia and Duval County Florida Whereas the former has relatively small

population base and limited growth characteristics the latter has is comparatively larger in

terms of its total population and its historical demographic growth trends have been more

favorable see Exhibit 111-2

Overall the average characteristics of the Peer Groups markets generally fell within the

range reflected for ACFCs principal markets Specifically the Peer Groups markets were

moderately sized in terms of total population in comparison to the relatively small market

represented by Ware County and the relatively large market represented by Duval County

While population growth rates were comparatively strong for Duval County in comparison to the

Peer Group average growth in Ware County fell below the Peer Group average while per

capita income levels were below the Peer Group average for Ware County the Companys

Florida markets including Duval Clay and St Johns Counties had income levels approximating

or exceeding the Peer Group averages The Peer Groups deposit market share and average

unemployment rate fell within the range exhibited by ACFCs principal markets

On balance we concluded that slight downward adjustment was required for the

Companys market area primarily reflecting the Companys exposure to the Florida market and

owing to investors perceptions that real estate price depreciation in Floridas real estate markets

has been greater than many other market areas and that the expected economic recovery may

take longer as result

Dividends

ACFC is currently precluded from paying dividend under the terms of the MOU unless

prior approval is received from OTS Until the Company is released from the terms of the MOU

the Company is not expected to pay dividend Accordingly no dividends are expected to be

paid by ACFC over the near to intermediate term

Seven out total of ten of the Peer Group companies pay regular cash dividends with

implied dividend yields ranging from 0.82% to 3.33% The average dividend yield on the stocks

of the Peer Group institutions was 1.55% as of August 20 2010 As of August 20 2010

approximately 64% of all fully-converted publicly-traded thrifts had adopted cash dividend

policies see Exhibit IV-1 exhibiting an average yield of 3.13% The dividend paying thrifts

generally maintain higher than average profitability ratios facilitating their ability to pay cash

dividends
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The Companys dividend capacity will be enhanced by the Second Step Conversion and

resulting increase in capital to levels more closely approximating the Peer Group average At

the same time the Companys recent earnings history and the presence of the MOU which

restricts the Companys capacity to pay dividend until the MOUs termination or amendment

are both negatives with respect to the dividend On balance we concluded that slight

downward adjustment was warranted for the dividends valuation parameter in comparison to the

Peer Goup

Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public

markets All ten of the Peer Group members trade on the NASDAQ Global Select Market

Typically the number of shares outstanding and market capitalization provides an indication of

how much liquidity there will be in particular stock The market capitalization of the Peer

Group companies ranged from $21.6 million to $200.3 million as of August 20 2010 with

average and median market values of $74.1 million and $51.7 million respectively The shares

issued and outstanding to the public shareholders of the Peer Group members ranged from 3.1

million to 21.1 million with average and median shares outstanding of 10.1 million and 8.4

million respectively The Companys Second-Step stock offering is expected to provide for

pro forma market value and shares outstanding that will be in the lower end of the range of

market values and shares outstanding indicated for Peer Group companies Like the large

majority of the Peer Group companies the Companys stock will continue to be quoted on the

NASDAQ Global Market following the stock offering Overall we anticipate that the Companys

stock will modestly lower level of liquidity than the Peer Group companies on average and

therefore concluded with slight downward adjustment for this factor

Marketing of the Issue

We believe that four separate markets exist for thrift stocks including those coming to

market such as ACFCs the after-market for public companies in which trading activity is

regular and investment decisions are made based upon financial condition earnings capital

ROE dividends and future prospects the new issue market in which converting thrifts are

evaluated on the basis of the same factors but on pro forma basis without the benefit of prior

operations as fully-converted publicly-held company and stock trading history the

acquisition market for thrift franchises in Florida and Georgia and the market for the public
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stock of ACFC All of these markets were considered in the valuation of the Companys to-be

issued stock

The Public Market

The value of publicly-traded thrift stocks is easily measurable and is tracked by

most investment houses and related organizations Exhibit IV-1 provides pricing and financial

data on all publicly-traded thrifts In general thrift stock values react to market stimuli such as

interest rates inflation perceived industry health projected rates of economic growth

regulatory issues and stock market conditions in general Exhibit IV-2 displays historical stock

market trends for various indices and includes historical stock price index values for thrifts and

commercial banks Exhibit IV-3 displays historical stock price indices for thrifts only

In terms of assessing general stock market conditions the performance of the

overall stock market has been mixed in recent quarters Stocks started the fourth quarter of

2009 with sell-off as investors reacted negatively to economic data showing slowdown in

manufacturing activity from August to September and more job losses than expected for

September Energy and material stocks led stock market rally heading into mid-October as

stock markets rallied around the world Good earnings reports from J.P Morgan Chase and

Intel pushed the Dow Jones Industrial Average DJIA above 10000 close in mid-October

Mixed economic data and concerns of the sustainability of the recovery following the removal of

the federal stimulus programs provided for volatile trading at the close of October Stocks

moved higher in early-November with the DJIA topping 10000 again on renewed optimism

about the economy aided by report that manufacturing activity rose around the world in

October Expectations that interest rates and inflation would remain low following weaker

than expected employment report for October sustained the rally heading into mid-November

The DJIA hit new highs for the year in mid-November as investors focused on upbeat earnings

from major retailers signs of economic growth in Asia and the Federal Reserves commitment

to low interest rates Stocks traded unevenly through the second half of November reflecting

investor uncertainty over the strength of the economic recovery and Dubai debt worries Easing

fears about the Dubai debt crisis along with favorable employment report for November

served to bolster stocks at the end of November and into early-December Mixed economic

data including better-than-expected increase in November retail sales and November

wholesale inflation rising more than expected sustained narrow trading range for the broader

stock market heading into mid-December Worries about the state of European economies and

the dollars surge upended stocks in mid-December Helped by some positive economic data
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and acquisition deals in mining and health care the DJIA posted gains for six consecutive

sessions in late-December Overall the DJIA closed up 18.8% for 2009 which was 26.4%

below its all time high

Stocks started 2010 in positive territory on mounting evidence of global

manufacturing rebound while mixed earnings reports provided for an up and down market in

mid-January The DJIA moved into negative territory for the year heading in into late-January

with financial stocks leading the market lower as the White House proposed new limits on the

size and activities of big banks Technology stocks led the broader market lower at the close of

January as disappointing economic reports dampened growth prospects for 2010 Concerns

about the global economy and European default worries pressured stocks lower in early-

February as the DJIA closed below 10000 for the first time in three months Upbeat corporate

earnings and some favorable economic news out of Europe and China help stocks to rebound

in mid-February The positive trend in the broader stock market continued into the second half

of February as investors seized on mild inflation data and more signs that the U.S economy

was recovering Weak economic data pulled stocks lower at the end of February although the

2.6% increase in the DJIA for the month of February was its strongest showing since November

The DJIA moved back into positive territory for 2010 in early-March as the

broader market rallied on better-than-expected employment report for February Stocks

trended higher through mid-March with the DJIA closing up for eight consecutive trading

sessions Factors contributing to the eight day winning streak in the DJIA included bullish

comments by Citigroup expectations of continued low borrowing costs following the Federal

Reserves mid-March meeting that concluded with keeping its target rate near zero and

brightening manufacturing outlook Following one day pull back the positive trend in the

broader market continued heading into late-March Gains in the health-care sector following the

passage of health-care legislation better-than-expected existing home sales in February first

time jobless claims falling more than expected and solid earnings posted by Best Buy all

contributed to the positive trend in stocks The DJIA moved to 19-month high approaching the

end of the first quarter as oil stocks led the market higher in response to new evidence of global

economic strength Overall the DJIA completed its best first quarter since 1999 with 4.1%

increase for the quarter

More signs of the economy gaining strength sustained the positive trend in the

broader stock market at the start of the second quarter of 2010 The DJIA closed above 11000

heading into mid-April based on growing optimism about corporate earnings and recovering
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economy Fraud charges against Goldman Sachs halted six day rally in the market in mid-

April as financial stocks led one day sell-off in the broader market The broader stock market

generally sustained positive trend during the second half of April with encouraging first

quarter earnings reports and favorable economic data supporting the gains Financial stocks

pulled the broader stock market lower at the end of April on news of criminal investigation of

Goldman Sachs The sell-off in the stock market sharpened during the first week of May

largely on the basis of heightened concerns about possible ripple effects stemming from

Greeces credit crisis Stocks surged after European Union leaders agreed to massive bailout

to prevent Greeces financial troubles from spreading throughout the region but then reversed

course heading into the second half of May on continued worries about the fallout from Europes

credit crisis and an unexpected increase in U.S jobless claims Chinas promise not to unload

its European debt sparked one-day rally in late-May which was followed by lower close for

the DJIA on the last trading day of May as downgrade of Spains credit rekindled investors

fears about Europes economy Overall it was the worst May for the DJIA since 1940 Volatility

in the broader stock market continued to prevail in early-June rebound in energy shares

provided for the third biggest daily gain in the DJIA for 2010 which was followed by one day

decline of over 300 points in the DJIA as weaker than expected employment numbers for May

sent the DJIA to close below 10000 The DJIA rallied back over 10000 in mid-June as stocks

were boosted by upbeat comments from the European Central Bank rebound in energy

stocks tame inflation data and some regained confidence in the global economic recovery

Weak housing data for May and persistent worries about the global economy pulled stocks

lower in late-June The DJIA closed out the second quarter of 2010 at new low for the year

reflecting decline of 10% for the second quarter

disappointing employment report for June 2010 extended the selling during the

first week of July Following seven consecutive days of closing lower the DJIA posted gain as

bargain hunters entered the market Some strong earnings reports at the start of second

quarter earnings season and upbeat data on jobs supported seven day winning streak in the

broader stock market and pushed the DJIA through the 10000 mark going into mid-July

Renewed concerns about the economy snapped the seven day winning streak in the DJIA

although losses in the broader stock market were pared on news that Goldman Sachs reached

settlement with the SEC Stocks slumped heading into the second half of July as Bank of

America and Citigroup reported disappointing second quarter earnings and an early-July

consumer confidence report showed that consumers were becoming more pessimistic



RI Financial LC VALUATION ANALYSIS
IV.11

Favorable second quarter earnings supported rally in the broader stock market in late-July

with the DJIA moving back into positive territory for the year Overall the DJIA was up 7.1% for

the month of July which was its strongest performance in year

Better-than-expected economic data helped to sustain the stock market rally at

the beginning of August 2010 but stocks eased lower following the disappointing employment

report for July The downturn in the broader stock market accelerated in the second half of

August as number of economic reports for July showed the economy was losing momentum

which more than overshadowed pick-up in merger activity On August 20 2010 the DJIA

closed at 10213.62 an increase of 9.5% from one year ago and decrease of 2.1% year-to-

date and the NASDAQ closed at 2179.76 an increase of 9.6% from one year ago and

decrease of 3.9% year-to-date The Standard Poors 500 Index closed at 1071.69 on August

20 2010 an increase of 6.4% from one year ago and decrease of 3.9% year-to-date

The market for thrift stocks has been somewhat uneven in recent quarters but in

general has underperformed the broader stock market Some disappointing economic data

pushed thrift stocks along with the broader market lower at the beginning of fourth quarter of

2009 Thrift stocks rebounded modestly through mid-October aided by rally in the broader

stock market and strong earnings report from J.P Morgan Chase Concerns of more loan

losses and disappointing report on September new home sales provided for modest retreat

in thrift prices in late-October After bouncing higher on better-than-expected report for third

quarter GDP growth financial stocks led the broader market lower at the end of October in the

face of negative report on consumer spending In contrast to the broader market thrift stocks

edged lower following the Federal Reserves early-November statement that it would leave the

federal funds rate unchanged Thrift stocks rebounded along with the broader market going into

mid-November following some positive reports on the economy and comments from the

Federal Reserve that interest rates would remain low amid concerns that unemployment and

troubles in commercial real estate would weigh on the economic recovery Fresh economic

data that underscored expectations for slow economic recovery and Dubai debt worries

pushed thrift stocks lower during the second half of November Financial stocks led broader

market rebound at the close of November and into early-December which was supported by

favorable report for home sales in October and expectations that the Dubal debt crisis would

have limited impact on U.S banks The favorable employment report for November added to

gains in the thrift sector in early-December Financial stocks edged higher in mid-December on

news that Citigroup was repaying TARP funds which was followed by pullback following
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report that wholesale inflation rose more than expected in November and mid-December

unemployment claims were higher than expected More attractive valuations supported snap-

back rally in thrift stocks heading into late-December which was followed by narrow trading

range for the thrift sector through year end Overall the SNL Index for all publicly-traded thrifts

was down 10.2% in 2009 which reflects significant declines in the trading prices of several large

publicly-traded thrifts during 2009 pursuant to reporting significant losses due to deterioration in

credit quality

Thrift stocks traded in narrow range during the first few weeks of 2010 as

investors awaited fourth quarter earnings reports that would provide further insight on credit

quality trends An unexpected jump in jobless claims and proposed restrictions by the White

House on large banks depressed financial stocks in general heading into late-January Amid

mixed earnings reports thrift stocks traded in narrow range for the balance of January

Financial stocks led the broader market lower in early-February and then rebounded along with

the broader market in mid-February on some positive economic data including signs that prices

were rising in some large metropolitan areas Mild inflation readings for wholesale and

consumer prices in January sustained the upward trend in thrift stocks heading into the second

half of February Comments by the Federal Reserve Chairman that short-term interest rates

were likely to remain low for at least several months helped thrift stocks to ease higher in late-

February

The thrift sector moved higher along with the broader stock market in-early

March 2010 aided by the better-than-expected employment report for February Financial

stocks propelled the market higher heading into mid-March on optimism that Citigroup would be

able to repay the U.S Government after successful offering of trust preferred securities The

Federal Reserves recommitment to leaving its target rate unchanged for an extended period

sustained the positive trend in thrift stocks through mid-March Thrift stocks bounced higher

along with the broader stock market heading into late-March which was followed by slight

pullback as debt worries sent the yields on Treasury notes higher

An improving outlook for financial stocks in general along with positive reports

for housing employment and retail sales boosted thrift stocks at the start of the second quarter

of 2010 nominal increase in March consumer prices and strong first quarter earnings

report from JP Morgan Chase Co supported broad rally in bank and thrift stocks heading

into mid-April which was followed by pullback on news that the SEC charged Goldman Sachs

with fraud Thrift stocks generally underperformed the broader stock market during the second
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half of April as financial stocks in general were hurt by uncertainty about the progress of

financial reform legislation Greeces debt crisis and news of criminal investigation of Goldman

Sachs Thrift stocks retreated along the broader stock market in the first week of May based on

fears that the growing debt crisis in Europe could hurt the economic recovery Likewise thrift

stocks surged higher along with the broader stock market after European Union officials

announced massive bailout plan to avert public-debt crisis and then retreated heading into

the second half of May on lingering concerns about the euro News of rising mortgage

delinquencies in the first quarter of 2010 an expected slowdown in new home construction and

uncertainty over financial reform legislation further contributed to lower trading prices for thrift

stocks Thrift stocks participated in the one-day broader market rally in late-May and then

declined along with the broader stock market at the close of May Some positive economic

reports provided boost to thrift stocks at the start of June which was followed sharp decline

in the sector on the disappointing employment report for May Gains in the broader stock

market provided boost to thrift stocks as well heading in mid-June Weaker-than-expected

housing data for May and uncertainty surrounding the final stages of the financial reform

legislation pressured thrift stocks lower in late-June

Thrift stocks declined along with the broader stock market at the start of the third

quarter of 2010 as home sales in May declined sharply following the expiration of special tax

credit for home buyers report showing that home loan delinquencies increased in May

further depressed thrift stocks while the broader market moved higher on more attractive

valuations Financial stocks helped to lead the stock market higher through mid-July as State

Street projected second quarter profit well above analysts forecasts which fueled more

optimistic outlook for second quarter earnings reports for the financial sector Thrift stocks

retreated along with the financial sector in general in mid-July on disappointing retail sales data

for June and second quarter earnings results for Bank of America and Citigroup reflecting an

unexpected drop in their revenues Some favorable second quarter earnings reports which

reflected improving credit measures helped to lift the thrift sector in late-July and at the

beginning of August Thrift stocks pulled back along with the broader market on weak

employment data for July which raised fresh concerns about the strength of the economy and

the risk of deflation The sell-off in thrift stocks became more pronounced in the second half of

August with signs of slower growth impacting most sectors of the stock market Thrift stocks

were particularly hard hit by the dismal housing data for July which showed sharp declines in

both existing and new home sales On August 20 2010 the SNL Index for all publicly-traded
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thrifts closed at 538.58 decrease of 5.1% from one year ago and decrease of 8.3% year-to-

date

The New Issue Market

In addition to thrift stock market conditions in general the new issue market for

converting thrifts is also an important consideration in determining the Banks pro forma market

value The new issue market is separate and distinct from the market for seasoned thrift stocks

in that the pricing ratios for converting issues are computed on pro forma basis specifically

the numerator and denominator are both impacted by the conversion offering amount unlike

existing stock issues in which price change affects only the numerator and the pro forma

pricing ratio incorporates assumptions regarding source and use of proceeds effective tax

rates stock plan purchases etc which impact pro forma financials whereas pricing for existing

issues are based on reported financials The distinction between pricing of converting and

existing issues is perhaps no clearer than in the case of the price/book P/B ratio in that the

P/B ratio of converting thrift will typically result in discount to book value whereas in the

current market for existing thrifts the P/B ratio may reflect premium to book value Therefore

it is appropriate to also consider the market for new issues both at the time of the conversion

and in the aftermarket

The marketing for converting thrift issues turned more positive in the fourth

quarter of 2009 and through the first two quarters of 2010 as indicated by an increase in

conversion activity and the relative success of those offerings At the same time the recent

second step conversions generally closed at the lower end of their respective offering ranges

and most have traded flat to lower in aftermarket trading As shown in Table 4.1 two standard

conversions and six second-step conversions have been completed during the past three

months The recently completed second-step conversion offerings are considered to be more

relevant for our analysis particularly those which were completed in late-June and the first half

of July In general second-step conversions tend to be priced and trade in the aftermarket at

higher P/B ratios than standard conversions We believe investors take into consideration the

generally more leveraged pro forma balance sheets of second-step companies their track

records as public companies prior to conversion and their generally higher pro forma ROE

measures relative to standard conversions in pricing their common stocks As shown in Table

4.1 with the exception of Oritani Financial Corp all of the second-step conversion offerings

were completed between the minimum and midpoint of their offering ranges potentially
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reflecting the larger size of the Oritani transaction and its timing in late June which preceded the

market selloff in July when most of the other second step conversions completed their

respective transactions The average closing pro forma price/tangible book ratio of the recent

second-step conversion offerings equaled 79.1% On average the second-step conversion

offerings reflected 2.3% decrease in price from their IPO prices after the first week of trading

As of August 20 2010 the recent second-step conversion offerings reflected an average

decrease of 4.0% in price from their IPO prices

Shown in Table 4.2 are the current pricing ratios for the fully-converted offerings

completed during the past three months that trade on NASDAQ or an Exchange The current

average P/TB ratio for the recent fully-converted offerings equaled 74.5% based on closing

stock prices as of August 20 2010

The Acquisition Market

Also considered in the valuation was the potential impact on ACFCs stock price

of recently completed and pending acquisitions of other thrift institutions operating in Florida and

Georgia As shown in Exhibit lV-4 there were 23 Florida and Georgia bank and thrift

acquisitions completed from the beginning of 2008 through August 20 2010 and there are

currently acquisitions pending of Florida and Georgia financial institutions The recent

acquisition activity involving Florida and Georgia savings institutions may imply certain degree

of acquisition speculation for the Companys stock To the extent that acquisition speculation

may impact the Companys offering we have largely taken this into account in selecting

companies for the Peer Group which operate in markets that have experienced comparable

level of acquisition activity as the Companys market and thus are subject to the same type of

acquisition speculation that may influence ACFCs stock However since converting thrifts are

subject to three-year regulatory moratorium from being acquired acquisition speculation in

ACFCs stock would tend to be less compared to the stocks of the Peer Group companies

Trading in ACFCs Stock

Since ACFCs stock currently trades under the symbol ACFC on the NASDAQ

RP Financial also considered the recent trading activity in the valuation analysis ACFC had

total of 13415874 shares issued and outstanding at August 20 2010 of which 4687374

shares were held by public shareholders and traded as public securities The Companys stock

has had 52 week trading range of $1 .18 to $4.25 per share and its closing price on August 20

2010 was $2.30 implying an aggregate value of $30.9 million
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There are significant differences between the Companys stock currently being

traded and the conversion stock that will be issued by the Company Such differences include

different liquidity characteristics different return on equity for the conversion stock the stock is

currently traded based on speculation of range of exchange ratios Since the pro forma

impact has not been publicly disseminated to date it is appropriate to discount the current

trading level As the pro forma impact is made known publicly the trading level will become

more informative

In determining our valuation adjustment for marketing of the issue we considered trends

in both the overall thrift market the new issue market including the new issue market for thrift

conversions and the local acquisition market for thrift stocks Additionally we have considered

the impact of the MOU and the fact that the Companys capital position is only modestly

increased on pro forma basis While the Company has indicated an intent to raise additional

capital following the Second Step Conversion through secondary offering of common stock

the amount timing and ultimate ability to complete such an offering are unknown at this time

Furthermore this uncertainty coupled with the potential ownership dilution from secondary

offering could impact the marketing of the Companys stock in the Second Step Conversion.

Taking these factors and trends into account RP Financial concluded that moderate

downward adjustment was appropriate in the valuation analysis for purposes of marketing of the

issue

Manaciement

ACFCs management team appears to have experience and expertise in all of the key

areas of the Companys operations Exhibit IV-5 provides summary resumes of ACFCs Board

of Directors and senior management The Company has recently experienced operating losses

and erosion of its capital base and there is currently an informal regulatory agreement in place

Importantly many of the Peer Group companies have also experienced deterioration of their

respective asset quality ratios and have reported lower earnings or losses relative to the

historical average The Company has recently bolstered the Board by employing an individual

as Executive Chairman who has lengthy experience in the banking industry at senior executive

levels of much larger institutions than ACFC The Company currently does not have any senior

management positions that are vacant
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Overall there does not appear to be significant disparity between the quality and depth

of management of the Company and the Peer Group Therefore on balance we concluded no

valuation adjustment relative to the Peer Group was appropriate for this factor

Effect of Government Regulation and Regulatory Reform

In summary as fully-converted regulated institution ACFC will operate in substantially

the same regulatory environment as the Peer Group members -- all of whom are in capital

compliance Exhibit IV-6 reflects ACFCs pro forma regulatory capital ratios At the same time

the Company is operating under the terms of the MOU which subjects the Company to higher

level of regulatory scrutiny and oversight and as noted previously requires OTS approval for

any dividend payments Based on the available public disclosures only two of the Peer Group

companies are subject to similar regulatory agreements Riverview Bancorp of WA and CFS

Bancorp of IN both of which are subject to informal regulatory agreements similar in nature to

the Companys MOU Additionally Fidelity Bancorp of PA has made an informal commitment to

the Federal Reserve not to pay dividends

On balance we have applied slight downward for the effect of government regulation

and regulatory reform primarily to account for the presence of the MOU and the resulting

enhanced regulatory oversight that the MOU implies

Summary of Adjustments

Overall based on the factors discussed above we concluded that the Companys pro

forma market value should reflect the following valuation adjustments relative to the Peer

Group

Key Valuation Parameters Valuation Adiustment

Financial Condition No Adjustment

Profitability Growth and Viability of Earnings Slight Downward

Asset Growth Slight Downward

Primary Market Area Slight Downward

Dividends Slight Downward

Liquidity of the Shares Slight Downward

Marketing of the Issue Moderate Downward

Management No Adjustment

Effect of Govt Regulations and Regulatory Reform Slight Downward
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Valuation Approaches

In applying the accepted valuation methodology promulgated by the OTS and adopted

by the FDIC i.e the pro forma market value approach including the fully-converted analysis

described above we considered the three key pricing ratios in valuing the Companys to-be-

issued stock price/earnings PIE price/book P/B and price/assets P/A approaches

all performed on pro forma basis including the effects of the stock proceeds In computing the

pro forma impact of the Second Step Conversion Offering and the related pricing ratios we

have incorporated the valuation parameters disclosed in the Companys prospectus for offering

expenses reinvestment rate effective tax rate and stock benefit plan assumptions summarized

in Exhibits IV-7 and IV-8 In our estimate of value we assessed the relationship of the pro

forma pricing ratios relative to the Peer Group and recent conversion offerings

In our estimate of value we assessed the relationship of the pro forma pricing ratios

relative to the Peer Group and recent conversion offerings

RP Financials valuation placed an emphasis on the following

P/E Approach The P/E approach is generally the best indicator of long-term value

for stock However both the Company and the Peer Group have experienced

either operating losses or weak earnings levels which was defining criteria for the

Peer Group selection Accordingly the earnings approach has been rendered less

meaningful to the Companys pro forma valuation and we have given comparatively

greater weight to the other valuation approaches

P/B Approach P/B ratios have generally served as useful benchmark in the

valuation of thrift stocks particularly in the context of an initial public offering as the

earnings approach involves assumptions regarding the use of proceeds RP

Financial considered the P/B approach to be valuable indicator of pro forma value

particularly as the earnings approach has been rendered less meaningful to the

Companys valuation in view of ACFC recent operating losses and low earnings or

losses reported by the Peer Group We have also modified the P/B approach to

exclude the impact of intangible assets i.e price/tangible book value or P/TB in

that the investment community frequently makes this adjustment in its evaluation of

this pricing approach

P/A Approach P/A ratios are generally less reliable indicator of market value as

investors typically assign less weight to assets and attribute greater weight to book

value and earnings Furthermore this approach as set forth in the regulatory

valuation guidelines does not take into account the amount of stock purchases

funded by deposit withdrawals thus understating the pro forma P/A ratio At the

same time the P/A ratio is an indicator of franchise value and can be valuable

indicator of value when equity and/or earnings are low which is the case for ACFC
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Trading of ACFC stock Converting institutions generally do not have stock

outstanding ACFC however has public shares outstanding due to the mutual

holding company form of ownership Since ACFC is currently traded on the

NASDAQ it is an indicator of investor interest in the Companys conversion stock

and therefore received some weight in our valuation Based on the August 20 2010

stock price of $2.30 per share and the 13415874 shares of ACFC stock

outstanding the Companys implied market value of $30.9 million was considered in

the valuation process However since the conversion stock will have different

characteristics than the Companys shares and since this updated pro forma

information has not been publicly disseminated to date the current trading price of

ACFCs stock was somewhat discounted herein but will become more important

towards the closing of the offering

The Company has adopted Statement of Position SOP 93-6 which causes earnings

per share computations to be based on shares issued and outstanding excluding unreleased

ESOP shares For purposes of preparing the pro forma pricing analyses we have reflected all

shares issued in the offering including all ESOP shares to capture the full dilutive impact

particularly since the ESOP shares are economically dilutive receive dividends and can be

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

In preparing the pro forma pricing analysis we have taken into account the pro forma

impact of the MHC net assets that will be consolidated with the Company and thus will increase

equity and earnings At June 30 2010 the MHC had unconsolidated net assets of $26

thousand These entries have been added to the Companys June 30 2010 reported financial

information to reflect the consolidation of the MHC into the Companys operations

Consistent with the prospectus disclosure we have taken into account the establishment

of the liability for the Supplemental Executive Retirement Plan SERP equal to $925000 The

adjustment is made to historical equity in the computations of pro forma equity set forth in

Exhibits IV-7 and IV-8

Based on the application of the three valuation approaches taking into consideration the

valuation adjustments discussed above RP Financial concluded that as of August 20 2010

the aggregate pro forma market value of ACFCs conversion stock was $30740390 at the

midpoint equal to 3074039 shares at $10.00 per share The midpoint and resulting valuation

range is based on the sale of 65.06% current MHC ownership interest to the public which

provides for an $20000000 public offering at the midpoint value

Price-to-Earnings PIE The application of the P/E valuation method requires

calculating the Companys pro forma market value by applying valuation P/E multiple fully-
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converted basis to the pro forma earnings base In applying this technique we considered

both reported earnings and recurring earnings base that is earnings adjusted to exclude any

one-time non-operating items plus the estimated after-tax earnings benefit of the reinvestment

of the net proceeds The reinvestment rate of 2.60% was based on the Companys business

plan for reinvestment of the net proceeds which assumes that the net proceeds will be invested

in mix of 15 year MBS 50% of total proceeds and U.S Treasury securities with weighted

average maturity of five years 50% of total proceeds

The Companys reported loss equal to $28.5 million for the most recent twelve month

period Even after excluding net non-operating losses ACFC was in loss position owing to

the high level of loan loss provisions Six of the ten Peer Group also reported trailing twelve

month operating losses while the remaining four Peer Group companies reported modest

operating returns such that only one Peer Group company reported meaningful core earnings

multiple Accordingly in the absence of core earnings for the Company and meaningful core

earnings multiple for the Peer Group we have primarily relied on the remaining valuation

approaches to derive the Companys pro forma market value

Price-to-Book P/B The application of the P/B valuation method requires

calculating the Companys pro forma market value by applying valuation P/B ratio derived

from the Peer Groups P/B ratio to the Companys pro forma book value In applying the P/B

approach we considered both reported book value and tangible book value Based on the

$30.7 million midpoint valuation ACFCs pro forma P/B and P/TB ratios equaled 44.68% and

44.74% respectively In comparison to the respective average P/B and P/TB ratios indicated

for the Peer Group of 50.53% and 56.97% the Companys ratios reflected discounts of 11.6%

and 21.5% respectively In comparison to the Peer Groups median P/B and P/TB ratios of

48.02% and 52.17% respectively the Companys pro forma P/B and P/TB ratios at the midpoint

value reflected discounts of 7.0% and 14.2% respectively The Companys pro forma P/TB

ratios at the minimum and the super maximum equaled 39.54% and 54.67% respectively

Price-to-Assets P/A The P/A valuation methodology determines market value

by applying valuation P/A ratio to the Companys pro forma asset base conservatively

assuming no deposit withdrawals are made to fund stock purchases In all likelihood there will

be deposit withdrawals which results in understating the pro forma P/A ratio which is computed

herein At the $30.7 million midpoint of the valuation range the Companys value equaled

3.35% of pro forma assets Comparatively the Peer Group companies exhibited median P/A
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ratio of 4.33% which implies discount of 22.1% has been applied to the Companys pro forma

P/A ratio In comparison to the Peer Groups average P/A ratio of 6.01% the Companys pro

forma P/A ratio at the midpoint value reflects discount of 44.3%

Comparison to Recent Offerings

As indicated at the beginning of this chapter RP Financials analysis of recent

conversion offering pricing characteristics at closing and in the aftermarket has been limited to

technical analysis and thus the pricing characteristics of recent conversion offerings can not

be primary determinate of value Particular focus was placed on the P/TB approach in this

analysis since the P/E multiples do not reflect the actual impact of reinvestment and the source

of the stock proceeds i.e external funds vs deposit withdrawals In comparison to the six

recent second step conversions which completed their respective offerings at 79.1% based on

the average and 80.7% based on the median the Companys P/TB ratio of 44.74% at the

midpoint value reflects an implied discount of 43.4% At the top of the superrange the

Companys P/TB ratio of 54.67% reflects discount of 30.9% relative to the average of the six

second step conversion transactions completed during the last three months We believe the

discounts on P/TB basis are appropriate in view of the Companys recent operating losses

only one of the six companies completing second step conversion was not profitable and the

comparatively higher level of NPAs relative to the companies which have recently completed

their second step conversions

Valuation Conclusion

Based on the foregoing it is our opinion that as of August 20 2010 the estimated

aggregate pro forma valuation of the shares of the Company to be issued and outstanding at

the end of the conversion offering including newly-issued shares representing the MHCs

current ownership interest in Company and exchange shares issued to existing public

shareholders of the Company was $30740390 at the midpoint equal to 3074039 shares at

$10.00 per share Based on the pro forma valuation and the percent ownership interest

represented by the MHC Shares the number of shares of common stock offered for sale in the

Second Step Conversion will range from minimum of 1700000 shares to maximum of

2300000 shares with midpoint offering of 2000000 shares Based on an offering price of

$10.00 per share the amount of the offering in the Second Step Conversion will range from

minimum of $17000000 to maximum of $23000000 with midpoint of $20000000 If
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market conditions warrant the number of shares offered can be increased to an adjusted

maximum of 2645000 shares the supermaximum equal to an offering of $26450000 at the

offering price of $10.00 per share The pro forma figures for shares outstanding aggregate

market value and exchange ratio at each point in the valuation range are shown below The pro

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

in Exhibits IV-7 and IV-8

Exchange Shares

Offering Issued to the Exchange

Total Shares Shares Public Shareholders Ratio

Shares

Super Maximum 4065416 2645000 1420416 0.3030

Maximum 3535145 2300000 1235145 0.2635

dpoint 3074039 2000000 1074039 0.2291

Minimum 2612933 1700000 912933 0.1948

Distribution of Shares

Super Maximum 100.00% 65.06% 34.94%

Maximum 100.00% 65.06% 34.94%

Midpoint 100.00% 65.06% 34.94%

Minimum 100.00% 65.06% 34.94%

Aggregate Market Value1

Super Maximum $40654 160 $26450000 $14204160

Maximum $35351450 $23000000 $12351450

Fdpoint $30740390 $20000000 $10740390

Minimum $26129330 $17000000 $9129330

Based on offering price of $10.00 per share

Establishment of the Exchange Ratio

OTS regulations provide that in conversion of mutual holding company ACFCs

stockholders are entitled to exchange the public shares for newly issued shares in the fully

converted company The Board of Directors of ACFC has independently determined the

exchange ratio which has been designed to preserve the current aggregate percentage

ownership in the Company held by the public shareholders The exchange ratio to be received
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by the existing ACFC shareholders of the Company will be determined at the end of the offering

based on the total number of shares sold in the subscription and syndicated offerings and the

final appraisal Based on the valuation conclusion herein the resulting offering value and the

$10.00 per share offering price the indicated exchange ratio at the midpoint is 0.2291 shares of

the Company for every one public share held by public shareholders Furthermore based on

the offering range of value the indicated exchange ratio is 0.1948 at the minimum 0.2635 at the

maximum and 0.3030 at the supermaximum RP Financial expresses no opinion on the

proposed exchange of newly issued Company shares for the shares held by the public

stockholders or on the proposed exchange ratio
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Exhibit 1-2

Atlantic Coast Financial Corporation

Key Operating Ratios

At or For the Six

Months Ended June

30 At or For the Years Ended December 31

2010 2009 2009 ZOOS 2007 2006 2005

tjnaudited

Selected Consolidated Financial Ratios and Other Data

Performance Ratios

Return loss on assets ratio of net income loss to average

total assets 1.51% 1.54% 3.0l% 0.29% 0.I2% 0.66% 0.71%

Return loss on equity ratio of net income loss to average

equity 23.81% l8.96% 38.40% 3.22% 1.22% 5.48% 5.07%

Average interest rate spread4 2.63% 2.04% 2.14% 2.21% 2.23% 2.55% 2.62%

Net interest margin25 2.78% 2.29% 2.37% 2.53% 2.67% 2.99% 3.06%

Efficiency ratio6 72.50% 99.06% 93.65% 76.99% 86.94% 73.08% 69.88%

Non-interest expense to average total assets 2.55% 2.60% 234% 2.61% 2.85% 2.78% 2.78%

Average interest-earning assets to average interest-bearing

liabilities 105.86% 108.22% 107.92% 109.06% 110.%% 113.01% 116.92%

Dividend payout ratio5 3.39% O.9% 2l3.6% 712.5% 110.53% 72.22%

Asset Quality Ratios

Non-performing assets to total assets 3.22% 4.68% 4.44% 2.90% 1.03% 0.40% 0.39%

Non-performing loans to total loans 3.64% 6.06% 5.64% 3.43% 1.11% 0.48% 0.45%

Allowance for loan losses to non-performing loans 47.12% 28.28% 39.29% 41 .50% 82.69% 154.21% 175.36%

Allowance for loan losses to total loans 1.71% 1.71% 2.22% 1.43% 0.92% 0.73% 0.78%

Net charge-ofis to average outstanding loans 4.74% 2.94% 3.11% 135% 0.13% 0.06% 0.27%

Capital Ratios

Total capital to risk-weighted assets 11.1% 11.4% 11.40% 11.60% 12.10% 13.80% 15.90%

Tier capital to risk-weighted assets 9.9% 10.3% 10.20% 10.80% 1.20% 13.10% 15.00%

Tier capital to average assets 5.8% 6.4% 6.l0% 7.50% 7.70% 9.30% 10.00%

Average equity to average assets 6.33% 8.12% 7.83% 9.03% 10.23% 12.00% 14.07%

Other Data

Numberof full service offices II 12 II 12 13 13 12

Numberofloans 10781 11670 11094 14126 14101 14679 15151

Numberofdepositaccounts 40951 42036 39282 46148 48334 49896 51738

The six months ended June 30 2010 and the year ended December 31 2009 income tax expenses reflect the establishment of valuation

allowance for our deferred tax asset The 2005 income tax expenses included benefit of $895000 for the elimination of tax-related

contingent liability
for the same amount The tax-related contingent liability was established by us in 2000 upon becoming taxable entity

and reflected the tax effect of the bad debt deduction taken by us in 2000 and 2001 calendar tax years We believed the filing position was

supportable based upon reasonable interpretation of the federal income tax laws and the underlying regulations However due to the lack

of prior rulings on similar fact patterns it was unknown whether the accounting method would be sustained upon audit by either the federal

01 State tax authorities The applicable statute of limitations expired with respect to the 2001 tax year on September 152005 making the

contingent liability unnecessary

Ratios for the six months ended June 302010 and 2009 are annualized

The dividend payout ratio represents dividends declared per share divided by net income per share The following table sets forth aggregate

cash dividends paid per period which is calculated by multiplying the dividend declared per share by the number of shares outstanding as of

the applicable record date

For the Six Months

Ended June 30 For the Years Ended December 31

2010 2009 2009 2008 2007 2006 2005

In Thousands
Dividends paid to public

stockholders 44 90 2136 2644 2048 1384

Dividends paid to

Atlantic Coast Federal

MHC 524

Total dividends paid
44 90 2136 2644 2048 1908
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Atlantic Coast Financial Corporation

Key Operating Ratios continued

Atlantic Coast Federal Corporation ceased paying quarterly cash dividend in September 2009 Payments listed above exclude cash

dividends waived by Atlantic Coast Federal MHC of$l75000 during the six-month period ended June 30 2009 $175000 $4 lmillion

$5.0 million $3.7 million and $1.7 million during the years ended December 31 2009200820072006 and 2005 respectively Atlantic

Coast Federal MHC began waiving dividends in May 2005 and as of June 30 2010 had waived dividends totaling $14.7 million

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

average cost of interest-bearing liabilities for the period

The net interest margin represents net interest income as percent of average interest-earning assets for the period

The efficiency ratio represents non-interest expense divided by the sum of net interest income and non-interest income
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Exhibit 1-3

Atlantic Coast Financial Corporation

Investment Portfolio Composition

At December 31

At June 302010 2009 2008 2007

Carrying Percent of Carrying Percent of Carrying Percent of Carrying Percent of

Value Total Value Total Value Total Value Total

Dollars in Thousands

Securities available for sale

U.S.governmentandagency 20.279 1014% 15752 8.85% 14200 9.63% 11510 8.58%

State and municipal 885 0.44 844 0.47 2513 1.70 8684 6.47

Mortgage-backed securities 54660 27.32 38.410 21.59 37948 25.73 33282 24.81

U.S Government collateralized

mortgageobligations 111322 55.65 102439 57.57 76076 51.59 62349 46.49

Other collateralized mortgage

obligations 12.894 6.45 20.493 11.52 16.737 11.35 18.308 13.65

Total _i0.0.00% $ii2.23.8 _JQ0.00% $I474i4 i0000% $134133 100.00%
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Exhibit 1-4

Atlantic Coast Financial Corporation

Yields and Costs

For the six months ended June 30

AtJune3O 2010 2009

2010

Average Average Average Average Average

Yield/Cost Balance Interest \ield1Cost Balance Interest ieldiCostt

Dollars in Thousands

Interest-earning assets

Loansreceivable2 6.28% 623879 18.681 5.99% 729.514 21088 5.78%

Securities 3.98% 200456 4119 4.11% 163875 3821 4.66%

Otherinterestearningassets4 0.32% 31.660 94 0.59% 47.572 43 0.18%

Total interest-earning assets 5.23% 855995 22.894 5.35% 940961 24.952 5.30%

Non-interest-earning assets 50.643 57.997

Total assets S99L25

Interest-bearing liabilities

Savings deposits 0.71% 42695 142 0.67% 34435 65 0.38%

Interest bearing demand accounts 1.490/0 79334 644 1.62% 72534 723 1.99%

Moneymarketaccounts 1.07% 123224 734 l.19% 138444 1.309 1.89%

Time
deposits 2.63% 296142 3943 2.66% 345974 6649 3.84%

Securities sold under agreements to

repurchase 5.04% 92800 2322 5.00% 92800 3421 7.37%

Federal Home Loan Bank advances 3.67% 172130 3121 3.63% 185288 2000 2.16%

Otherborrowings 8.00% 2.314 88 7.61%

Total interest-bearing liabilities 2.4 1% 808639 10.994 2.72% 869475 14167 __%
Non-interest-bearing liabilities 40.575 48328
Total liabilities 849214 917803

Stockholders equity 7.424 81.155

Total liabilities and stockholders

equity S9.f38 $_.921.958

Net interest income iL90Q 10.78.5

Net interest rate spread 2..63% _______
Net earning assets6 $iL48.6
Net interest margi ........2.94% .._%
Average interest-earning assets to

interest-bearing liabilities

Yields and costs for the six months ended June 3020 LO and 2009 are annualized

Calculated net of deferred loan fees Not full tax equivalents as the numbers would not change materially form those presented in the table

Calculated based on carrying value Not full tax equivalents as the numbers would not change materially from those presented in the table

footnotes continue on next page
Includes Federal Home Loan Bank stock at cost and term deposits with other financial institutions

Net interest spread represents the difference between the yield on average interest-earning assets and the cost of average interest-bearing

liabilities

Net earning assets represents total interest-earning assets less total interest-bearing liabilities

Net Interest margin represents net interest income divided by average total interest-earning assets
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Exhibit 1-5

Atlantic Coast Financial Corporation

At or For the

Six Months Ended

June 30 At or For the Year Ended December 31

2010 2009 2009 2008 2007 2006 2005

Dollars in Thousands

Balance at beginning of period 13810 10598 10598 6482 4705 4587 3956

Charge-offs

Real estate loans

One-tofour-family 6758 3990 8350 3514 133 107 192

Commercial 1079 590 3822 3393 605

OtherW 875 3393 3605 777 41

Construction loans

One- to four-family 50 50 336 275

Commercial 3307

Acquisition development

Other loans

Homeequity 2033 2045 4715 1.392 550 14 160

Consumer 833 587 1408 1232 1819 1094 1249

Commercial business 698 549 590 345 135 120

Total charge-otis 15581 11204 22540 10989 2953 1.215 2326

Recoveries

Real estate loans

One- to four-family 548 145 252 25 54 40

Commercial 550 893 83 51

Othez 16 18 45

Construction loans

One- to four-family

Commercial

Acquisition development

Other loans

Home equity 87 121 240 71 18

Consumer 149 190 351 533 1145 703 732

Commercial business 18 12

Totalrecoveries 790 472 879 1157 2114 858 836

Net charge-otis 14791 10732 21661 9832 839 357 1490

Provision for loan losses 11217 12007 24873 13948 2616 475 2J21

Balance at end of period $........iQ2.3 S.. 11873 $_.J.3.EJ.0 $......J.0.59 6.482 4705

Ratios

Net charge-otis to average loans 253 4.74% 2.94% 3.11% 1.35% 0.13% 0.06% 0.27%

Net charge-offs to average non

pcrforming1oans33 62.91% 30.13% 60.61% 125.89% 24.71% 11.36% 43.41%

Allowance for loan losses to non

performingloan3 47.12% 28.28% 39.29% 41.50% 82.69% 154.21% 175.36%

Allowance as percent of total Ioans15

1.71% 1.71% 2.22% 1.43% 0.92% 0.73% 0.78%

Consists of land and multi-family loans

Total loans are net of deferred fees and costs and purchase premiums or discounts

Ratios at or for the six months ended June 30 2010 and 2009 are annualized
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Exhibit 1-6

Atlantic Coast Financial Corporation

Interest Rate Risk Analysis

At June 30 2010

Net Interest Income

Increase Decrease in

NPV as Percentage of Estimated Net Interest

Change Estimated Decrease in NPV Present Value of Assets Income

Interest Rates Increase Estimated

basis points Estimated Decrease Net Interest

NPV Amount Percent NPV Ratio basis points Income Amount Percent

Dollars in thousands

300 36315 27486 43.1% 4.29% 264 22038 2359 967%
200 50023 13778 2l.6% 5.73% 120 23807 590 2.42%
100 60950 2851 4.5% 6.77% IS 24102 295 1.21%

63801 6.93% 24397

-100 61322 2479 3.9% 657% 36 24.284 113 0.45%

Assumes an instantaneous uniform change in interest rates at all mathrities

NPV is the discounted
present value of expected cash flows from assets liabilities and off-balance sheet contracts

Present value of assets represents
the discounted

present
value of incoming cash flows on interest-earning assets

NPV Ratio represents NPV divided by the present value of assets
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EXHIBIT l-8

Atlantic Coast Financial Corporation

Contractual Maturity by Loan Type
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Exhibit 1-9

Atlantic Coast Financial Corporation

Non-Performing Assets

At June 30 At December 31

2010 2009 2008 2007 2006 2005

Dollars in Thousands

Non-accrual loans

Real estate

One to four-family 7657 11115 9542 2312 325 697

Commercial 176 2638 5126 280 430 238

Other 7335 9.638 2941 1073 104 109

Construction

One- to four-family
86 551

Commercial 1682 4988 3169 2407

Acquisition development 404 404 1812

Other

Home equity 1976 2.973 1525 774 280 35

Consumer 630 882 387 221 445 597

Commercial business IS 170 772 915 940

Total non-performing loans 19875 32.638 24.758 7.839 3050 2616

Non-accrual troubled debt

restructurings

Real estate

One- to four-family 555 1228 777

Commercial 1257 1257

Other

Construction

One- to four-family

Commercial

Acquisition development

Other

Honieequity

Consumer 38 27

Commercial business

Total non-accrual troubled debt

restructurings 1.850 2.5 12 777

Total non-performing loans 21.725 35.150 25.535 7.839 3.050 2.616

Real estate owned
Real estate

One- to four-family 1142 1000 513 325 247 310

Commercial 4.178 2403 1849 39

Other 1964 1562 10 76

Construction

One-to four-family 56 63 960 1.325

Commercial

Acquisition development

Other

Home equity

Consumer

Commercial business

Total real estate owned .__j02 1.726 286 ._1LQ

Total non-performing assets $29.0 54Q..I1B $2J 9565 2926

Total troubled debt restructurings 18.460 $22.66Q $_.666 $.._ $_ _________

Total accruing troubled debt

restructurings $_.21 $.........L89

Total impaired loans including troubled

debt restructurings $6.M2 $44.392 S24.8i $_1L472 $._LS46 2004

Ratios

Non-performing loans to total loans 3.64% 5.64% 3.43% 1.11% 0.48% 0.45%

Non-performing loans to total assets 2.4 1% 3.85% 2.56% 0.84% 0.36% 0.39%

Non-performing assets to total assets 3.22% 4.44% 2.90% 1.03% 0.40% 0.39%

Consists of land and multi-family loans
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Exhibit 1-10

Atlantic Coast Financial Corporation

Deposit Composition

For the Sn Months Ended

June 302010 For the year ended December 312009

Weighted Weighted

Average Average Average Average

Balance Percent Rate Balance Percent Rate

Dollars in Thousands

Deposit type

Non-interest-bearing demand 35130 6.09% 36974 6.00%

Savings 48060 833 0.67 34.496 5.60 0.38

Intercst-bcaringdemand 78758 13.65 1.64 75513 12.26 1.90

Moncymarketdemand 121.200 21.00 1.20 140.090 22.75 1.69

Total transactions accounts 283148 49.07 1.09 287073 46.61 1.37

Certificates of deposit 293863 50.93 2.69 328773 53.39 3.65

Total deposts 577.011 100.00% 1.91% L4i 100.00% 2.59%

For the year ended December31

2008 2007

Weighted Weighted

Average Average Average Average
Balance Percent Rate Balance Percent Rate

Dollars in Thousands

Deposit type

Non-interest-bearing demand 38574 6.41% 38441 6.54%

Savings 35t32 5.84 0.38 40333 6.86 0.39

Interest-bearing demand 58709 9.76 2.45 50.092 8.52 2.96

Money market demand 132.313 21.99 3.05 155863 26.51 4.50

Total transactions accounts 264728 44.00 2.12 284729 48.44 3.03

Certificatesofdeposit 336.982 56.00 3.96 303.102 51.56 5.00

Total deposits 601.7 10 100.00% 3.43% L.SRLX.3i 1000% 4.04%
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Exhibit I-i

Atlantic Coast Financial Corporation

Time Deposit Rate/Maturity

At June 302010

Period to Maturity

Less Than or More Than More Than

Equal to One to Two to More Than Percent of

One Year Two Years Three Years Three Years Total Total

Dollars in thousands

Interest Rate Range

Less than 2.00% 129922 4953 18 134893

2.00%to2.99% 7061 41.094 10509 536 1.415 60.614

3.00%to3.99% 6803 2965 2603 3014 8922 24307
4.00% to 4.99% 49950 7283 2036 6202 62470

5.00%to5.99% 2560 5021 649 1348 9579

6.00% to 6.99% __________

Total 191296 $jJ1 $JQ3.32



EXHIBIT 1-12

Atlantic Coast Financial Corporation

Borrowings Activity



Exhibit 1-12

Atlantic Coast Financial Corporation

Borrowings Activity

The following table sets forth information as to Fl-LB advances for the periods indicated

At or For the Six Months

Ended June 30 At or For the Year Ended December 31

2010 2009 2009 2008 2007

Dollars in Thousands

Balanceatendofperiod 170741 177647 182694 184850 173000

Averagebalanceoutstanding 172130 185288 180316 191055 148184

Maximum month-end balaiice 174725 204858 204858 207592 173000

Weighted average interest rate during the period 3.63% 3.69% 3.75% 3.97% 4.49%

Weighted average interest rate at end of period... 3.58% 3.75% 3.45% 4.05% 4.23%

The following table sets forth information as to securities sold under agreements to repurchase for

the periods indicated

At or For the Six Months

Ended June30 At or For the Year Ended December 31

2010 2009 2009 2008 2007

Dollars in Thousands

Balance at end of period 92800 92.800 92800 92800 78500

Average balance outstanding 92800 92800 92800 89793 45077
Maximum month-end balance 92800 92800 92800 92800 78500

Weighted average interest rate during the period 5.00% 4.32% 4.57% 4.45% 4.42%

Weighted average interest rate at end of period... 5.04% 4.3 1% 4.80% 4.30% 4.25%
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Exhibit Il-i

Atlantic Coast Financial Corporation

Branch Office Detail

Net Book Value

Location Ownedor Leased June 30 2010

In Thousands

HOME AND EXECUTIVE OFFICE

AND MAIN BRANCH
505 Haines Avenue Owned 1355

WaycrossGA 31501

FLORIDA REGIONAL CENTER

12724 Gran Bay Parkway Leased 29

Suite 150 Expires April
2012

Jacksonville FL 32258

BRANCH OFFICES

Drive-up Facility
Owned 112

400 Haines Avenue

Waycross GA 31501

2110 Memorial Drive Owned 547

WaycrossGA 31501

1390 South Gaskin Avenue Owned 400

Douglas GA 31533

213 Hwy 80 West Owned 268

Garden City GA 31408

10328 Deerwood Park Blvd Owned 914

Jacksonville FL 32256

8048 Normandy Blvd Owned 1053

Jacksonville FL 32221

1567 Kingsley Avenue Leased 686

Orange Park FL 32073 Expires Ianuaiy 2018

930 University Avenue North Owned 996

Jacksonville FL 32211

1700 South Third Stiaet Owned 1474

Jacksonville Beach FL 32250

1425 Atlantic Blvd Owned 3.745

Neptune Beach FL 32266

2766 Race Track Road Owned 2083

Jacksonville FL 32259
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Exhibit 11-2

Historical Interest Rates

Prime 90 Day One Year 10 Year

Year/Qtr Ended Rate T-BI T-BilI T-Bond

2001 Quarter 8.00% 4.30% 4.09% 4.93%

Quarter 6.75% 3.65% 3.72% 5.42%

Quarter 6.00% 2.40% 2.49% 4.60%

Quarter4 4.75% 1.74% 2.17% 5.07%

2002 Quarter 4.75% 1.79% 2.70% 5.42%

Quarter2 4.75% 1.70% 2.06% 4.86%

Quarter 4.75% 1.57% 1.53% 3.63%

Quarter4 4.25% 1.22% 1.32% 3.83%

2003 Quarter 4.25% 1.14% 1.19% 3.83%

Quarter 4.00% 0.90% 1.09% 3.54%

Quarter3 4.00% 0.95% 1.15% 3.96%

Quarter 4.00% 0.95% 1.26% 4.27%

2004 Quarter 4.00% 0.95% 1.20% 3.86%

Quarter2 4.00% 1.33% 209% 4.62%

Quarter3 4.75% 1.70% 2.16% 4.12%

Quarter 5.25% 2.22% 2.75% 4.24%

2005 Quarter 5.75% 2.80% 3.43% 4.51%

Quarter 6.00% 3.12% 3.51% 3.98%

Quarter 6.75% 3.55% 4.01% 4.34%

Quarter 7.25% 4.08% 4.38% 4.39%

2006 Quarter 7.75% 4.63% 4.82% 4.86%

Quarter2 8.25% 5.01% 5.21% 5.15%

Quarter 8.25% 4.88% 4.91% 4.64%

Quarter 8.25% 5.02% 5.00% 4.71%

2007 Quarter 8.25% 5.04% 4.90% 4.65%

Quarter 8.25% 4.82% 4.91% 5.03%

Quarter 7.75% 3.82% 4.05% 4.59%

Quarter4 7.25% 3.36% 3.34% 3.91%

2008 Quarter 5.25% 1.38% 1.55% 3.45%

Quarter 5.00% 1.90% 2.36% 3.99%

Quarter3 5.00% 0.92% 1.78% 3.85%

Quarter4 3.25% 0.11% 0.37% 2.25%

2009 Quarter 3.25% 0.21% 0.57% 2.71%

Quarter 3.25% 0.19% 0.56% 3.53%

Quarter 3.25% 0.14% 0.40% 3.31%

Quarter 3.25% 0.06% 0.47% 3.85%

2010 Quarter 3.25% 0.16% 0.41% 3.84%

Quarter 3.25% 0.18% 0.32% 2.97%

As of Aug 20 2010 3.25% 0.15% 0.26% 2.62%

End of period data

Source SNL Financial LC



EXHIBIT Ill-i

General Characteristics of Publicly-Traded Institutions
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EXHIBIT 111-2

Peer Group Market Area Comparative Analysis



1D qi-oCo0-COC00Co-C 00 100C6
tJ -r---r-

O.0C4C-0 ci OCcNN
ci co

CJ C1

coN-r-to.--- 00 NCCc
aCijj CoCoc0N---C wooeco

Co CO

N- N- N-

Co N- 000c .1c1QcCo0 DI
.-

c1

a0 D-0NCo-Lfl-ccc0 0C-1O
Oo

c.J 00 000 100 0O010oodcoco c- -oou
.- to

It N- N- CD .1 10
.- N-

N-
N-

N-C10.- -.-- 6N NN
IC

JaEjvO o_aO
N- UI .-

IC

N- 0N N-Ne
It

N- It Co It 6- N-000 N- CO IC
00

F-00 N- CO

a0C
0OWaQO_iOCOIOO OOOCo

Cj
LL

ci

2a-15E-oCO 0-fl .0C.-cj OJ- -o

00 c.r
.-

0occ2cmCCcI.
.2

caoa-



EXHIBIT IV-1

Stock Prices

As of August 20 2010
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EXHIBIT IV-2

Historical Stock Price Indices



Exhibit IV-2

Historical Stock Price Indices

SNL SNL

MASDAQ Thrift Bank

Year/Qtr Ended DJIA SP 500 Comosite dex

2001 Quarter 9878.8 1160.3 1840.3 885.2 459.2

Quarter2 10502.4 1224.4 2160.5 964.5 493.7

Quarter3 8847.6 1040.9 1498.8 953.9 436.6

Quarter4 10021.5 1148.1 1950.4 918.2 473.7

2002 Quarter 10403.9 1147.4 18454 1006.7 498.3

Quarter2 9243.3 989.8 1463.2 1121.4 468.9

Quarter3 7591.9 815.3 11721 984.3 396.8

Quarter4 8341.6 879.8 1335.5 1073.2 419.1

2003 Quarter 7992.1 848.2 1341.2 1096.2 401.0

Quarter2 8985.4 974.5 1622.8 1266.6 476.1

Quarter3 9275.1 996.0 1786.9 1330.9 490.9

Quarter4 10453.9 1112.0 2003.4 1482.3 548.6

2004 Quarter 10357.7 1126.2 1994.2 1585.3 562.2

Quarter 10435.5 11408 20478 1437.8 546.6

Quarter3 10080.3 1114.6 1896.8 1495.1 556.0

Quarter 10783.0 1211.9 2175.4 1605.6 595.1

2005 Quarter 10503.8 1180.6 1999.2 1516.6 551.0

Quarter2 10275.0 1191.3 2057.0 1577.1 563.3

Quarter3 10568.7 1228.8 2151.7 15272 546.3

Quarter 10717.5 1248.3 2205.3 1616.4 582.8

2006 Quarter 11109.3 1294.8 2339.8 1661.1 595.5

Quarter2 11150.2 1270.2 2172.1 1717.9 601.1

Quarter3 11679.1 1335.9 2258.4 1727.1 634.0

Quarter4 12463.2 1418.3 2415.3 1829.3 658.6

2007 Quarterl 12354.4 1420.9 2421.6 1703.6 634.4

Quarter2 13408.6 1503.4 2603.2 1645.9 622.6

Quarter3 13895.6 1526.8 2701.5 1523.3 595.8

Quarter4 13264.8 1468.4 2652.3 1058.0 492.9

2008 Quarter 12262.9 1322.7 2279.1 1001.5 442.5

Quarter2 11350.0 1280.0 2293.0 822.6 332.2

Quarter3 10850.7 1166.4 2082.3 760.1 414.8

Quarter 8776.4 903.3 1577.0 653.9 268.3

2009 Quarter 7608.9 797.9 1528.6 542.8 170.1

Quarter2 8447.0 919.3 1835.0 538.8 227.6

Quarter3 9712.3 1057.1 2122.4 561.4 282.9

Quarter4 10428.1 1115.1 2269.2 587.0 260.8

2010 Quarter 10856.6 1169.4 2398.0 626.3 301.1

Quarter2 9774.0 1030.7 2109.2 564.5 257.2

As of Aug 20 2010 10213.6 1071.7 2179.8 538.6 248.0

End of period data

Source SNL Financial LC



EXHIBIT IV-3

Historical Thrift Stock Indices



Tliriftlnveslor

Index Values

Index Values Price Appreciation

07/30/10 06/30/10 12/31/09 07/31/09 Month YTD LTM

All Pub.Traded Thrifts 585.7 564.5 587.0 571.1 3.76 -0.21 2.55

MHC Index 3058.5 3070.1 2962.4 2943.6 -0.38 3.24 3.90

Stock Exchange Indexes
___________ ______ ______________ ______

NYSE-Alt Thrifts 294.9 293.9 331.6 358.2 0.36 -11.07 -17.66

NYSEThrifts 121.5 110.8 110.2 93.5 9.63 1024 29.87

OTClhrifts 1551.8 1520.1 1597.4 1598.3 2.08 -2.86 -2.91

Geo9.phiclndexes _____ ____ ______
Mid-Atlanticlhrifts 2529.6 2413.0 2420.4 2260.5 4.83 4.51 11.90

Midwestern Thrifts 2024.4 2032.3 2084.0 2268.2 -0.39 -2.86 -10.75

New England Thrifts 1550.9 1486.2 1682.2 1700.9 4.35 -7.80 -8.82

Southeastern Thrifts 252.4 248.2 238.6 308.7 1.69 5.78 -18.24

SouthwesternThrifts 302.9 302.4 339.0 352.6 0.16 -10.64 -14.08

Western Thrifts 53.5 50.3 56.6 45.4 6.48 -5.40 17.89

Asset Size Indexes
______ ______ ________ ________

Less than 5250M 768.8 767.0 810.0 965.0 0.25 -5.08 -20.33

$2SOMto$500M 2432.8 2460.4 2247.4 2346.0 -1.12 8.25 3.70

$500Mto SiB 1117.6 1105.1 1096.7 1192.8 1.14 1.91 -6.30

SiB to 55B 1437.9 1380.8 1393.3 1508.6 4.14 3.20 -4.68

Over $5B 296.5 285.1 301.5 280.6 4.00 -1.66 5.69

Pink Indexes _____ ________

PinkThrifts 143.0 146.5 142.1 162.1 -2.39 0.64 -11.80

Less than $75M 423.6 446.0 406.8 491.6 -5.03 4.11 -13.85

Over$75M 143.5 146.9 142.8 162.5 -2.26 0.49 -11.64

______ _____. ______
Dow Jones Industrials 10465.9 9774.0 10428.1 9171.6 7.08 0.36 14.11

SP500 1101.6 1030.7 1115.1 987.5 6.88 -1.21 11.56

All SNL indexes are market-value weighted i.ean institutions effect on an index is proportionate to that institutions market capitalization.AII SNL thrift indexes except for the SNL MIIC

Index began at 100 on March 301 984.The SNL MlIC Index began at 201.082 on Dec 31 992 the level of the SNLThritt Index on that date On March 30 1984the SP 500 closed at

159.2 and the Dow Jones Industrials stood at 1164.9

Mid-Atlantic DE DC MD NJ NY PA PR Midwest IA IL IN KS Ml MN MO ND NE OH SDWI

New England CT MA ME NH RlV1 Southeast AL AR FL GA MS NC SC TN VA WV
Southwest CO LA NM OK.TX UT West AZ AK CA HI ID MT NV ORWA WY

AUGUST2010 SNLFinanc 31



EXHIBIT IV-4

Florida and Georgia Bank and Thrift Acquisitions 2008 Present
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EXHIBIT IV-5

Atlantic Coast Financial Corporation

Director and Senior Management Summary Resumes



Exhibit lV-5

Atlantic Coast Financial Corporation

Director and Senior Management Summary Resumes

Directors

Charles Martin Jr Mr Martin serves as the lead independent director of Atlantic Coast

Federal Corporation and served as Chairman of the Board from May 2004 to May 2010 Mr Martin also

serves as Chairman of the Board of Atlantic Coast Bank Mr Martin is retired employee of CSX

Transportation Inc Waycross Georgia where he worked as machinist for over 20 years Mr Martin

has served as director of Atlantic Coast Bank and its predecessor Atlantic Coast Federal Credit Union

since 1982 In his role as director of Atlantic Coast Federal Credit Union Mr Martin headed the credit

committee after obtaining credit certification under program offered by Florida State University Mr
Martin has used his knowledge and experience to provide input on the development of credit policies and

procedures as well as being an advisor to Atlantic Coast Bank management in loan decisions and problem

loan situations Prior to 2005 Mr Martin was long-time resident of Waycross Georgia This provides

Mr Martin access to many community leaders and organizations which provides Atlantic Coast Federal

Corporation business development and growth opportunities

Forrest Sweat Jr Mr Sweat is partner in the law firm of Walker Sweat Waycross

Georgia He has practiced law since 1982 Mr Sweat specializes in providing legal counsel in real estate

acquisition lending and related matters large part of Atlantic Coast Banks lending program involves

residential and commercial lending Mr Sweat was originally nominated to serve as director due to his

experience in this area and he was re-nominated to serve again to provide the benefit of his expertise to

Atlantic Coast Bank and the board of directors as member with management on the loan and

Community Reinvestment Act CRA committees

Thomas Beeckler Mr Beeckler is the owner president and chief executive officer of the

Beeckler Company Jacksonville Florida real estate development firm Mr Beeckler founded the

company in 1990 Mr Beeckler was originally nominated and re-nominated again this
year as director

due to his real estate development experience which contributes to Atlantic Coast Banks evaluation of

real estate lending opportunities in Florida as member of the loan committee Mr Beecklers experience

in acquisition and development of real estate is also used to assist the board of directors in the negotiation

for acquisition of property for branches and other business office space

JayS Sidhu Mr Sidhu was appointed as the Executive Chairman of the Board in May 2010

Mr Sidhu is Chairman and Chief Executive Officer of New Century Bank headquartered in Phoenixville

Pennsylvania where he has served since June 2009 Mr Sidhu also is the Chairman and Chief Executive

Officer of Sidhu Advisors LLC financial services consulting company which suspended operations in

2010 Previously Mr Sidhu served as Chairman and Chief Executive Officer of the Philadelphia-based

Sovereign Bank where he was employed from 1986 until 2006 Under his leadership Sovereign Bank

grew from small thrift with less than $1 billion in assets to nearly $90 billion institution with branch

network of 800 locations serving customers from Maryland to New Hampshire Mr Sidhu was nominated

to the board of directors due to his extensive experience in the financial services industry as well as his

capital markets background Mr Sidhu is also very experienced in public company operations and

management and is expected to contribute meaningfully to the boards work in evaluating strategic

opportunities and offering guidance with respect to credit management

Frederick Franklin Jr Mr Franklin has been partner in the law firm of Rogers Towers

PA Jacksonville Florida since January 2004 He currently serves as the Chairman of the firms



litigation department From 1997 to 2004 he was partner in the law firm of Holland Knight

Jacksonville Florida His legal experience also includes service as the General Counsel for the City of

Jacksonville and its independent authorities Mr Franklin specializes in complex commercial litigation

and has more than 20
years experience representing banks and federal banking agencies in loan workouts

commercial foreclosures and lender liability actions His extensive experience as an attorney provides

guidance to the board of directors in number of areas including litigation contract negotiation and risk

management

Robertf Smith Mr Smith certified public accountant in the State of Florida is currently

employed by the Cypress Insurance Group in Jacksonville Florida as Executive Vice President Finance

and Non-Insurance Operations From January 2001 through June 2008 he served as senior mortgage

banking executive with PHIl Mortgage NYSEPl-IH in Jacksonville Florida except for the period from

April 2002 to July 2003 during which he was employed by Basis 100 technology company which

served the mortgage banking industry Prior to his employment with PHH Mortgage in 2001 he was

Senior Vice President of Merrill Lynch Credit Corporation NYSEBAC Jacksonville Florida for over

nine years and prior to that was Senior Manager for Deloitte Touche LLP where he was recognized

as National lndustry Specialist in the savings and loan and real estate industries Mr Smith was

originally nominated as director because of his breadth of accounting expertise and experience in the

mortgage finance and capital markets Mr Smiths expertise also qualifies him as financial expert

which was the basis of his selection as chairman of the audit committee

Dennis Woods Mr Woods is retired employee of CSX Transportation Inc Waycross

Georgia where he worked from 1964 until 2005 He most previously served as the business manager of

the companys warehouse in Waycross Georgia Mr Woods has served as director of Atlantic Coast

Bank and its predecessor Atlantic Coast Federal Credit Union since 1987 For the years 1977 to 1986

Mr Woods also served as member of Atlantic Coast Federal Credit Unions supervisory committee

where through his interaction with regulators and outside accountants Mr Woods developed knowledge

and skills that enable him to serve on Atlantic Coast Banks audit committee Mr Woods long-standing

service and knowledge of Atlantic Coast Federal Corporations operations has provided valuable insight

and direction into the development of Atlantic Coast Banks corporate governance practices Further as

long-time resident in Waycross Georgia where Atlantic Coast Bank has its largest market share Mr
Woods offers important insight in to financial service needs regarding products and services

Robert Larison Jr Mr Larison has served as our president and chief executive officer since

our organization in 2003 and Atlantic Coast Bank and Atlantic Coast Federal Credit Union since 1983

Mr Larisons financial institutions industry experience and his long service to Atlantic Coast Bank

provides the board with the expertise of seasoned financial services executive



Exhibit IV-5 continued

Atlantic Coast Financial Corporation

Director and Senior Management Summary Resumes

Eric Palmer Mr Palmer is employed by the Mayo Clinic Jacksonville Florida where he

serves as Section head of patient financial services Prior to serving as section head Mr Palmer served

as section manager of accounts receivable at the Mayo Clinic for four years Mr Palmer is active in

number of Jacksonville area civic organizations which provide an opportunity for the community to learn

more about Atlantic Coast Bank and its products and services Mr Palmer was associated with Atlantic

Coast Federal Credit Union as director of its credit union service organization and its community

advisory board In those roles Mr Palmer interfaced with members and member organizations along

with helping identify business development opportunities Mr Palmer was originally nominated as

director in order to use his previous experience and familiarity with Atlantic Coast Federal Credit Union

members to assist management in the transition from credit union business to publicly traded federal

thrift The knowledge and insight Mr Palmers acquires about our Florida markets through his

involvement in Jacksonville civic organizations is used by Atlantic Coast Bank to design products and

develop marketing plans

Bhanu Choudhrie Mr Choudhrie was appointed to the board of directors in July 2010 He has

been Executive Director of CC Alpha Group Limited London-based family private equity group

since November 2006 and was the Executive Director of CC Business Solutions Ltd from June 2003 to

November 2006 Mr Choudhrie is private equity investor with investments in the United States United

Kingdom Europe and Asia He is also director of New Century Bank Phoenixville Pennsylvania The

board of directors appointed Mr Choudhrie to obtain the benefit of his business and finance experience

and knowledge of global economic trends that can impact the domestic economy

Thomas FranklarnL Mr Frankland was appointed to the board of directors in August 2010

He was formerly partner with the international accounting firm PriceWaterhouseCoopers and his

diverse background includes experience in many key corporate areas including financial services venture

capital mergers and acquisitions and strategic planning and execution Since 2006 Mr Frankland has

served on the executive committee of Springboard Capital LLC Jacksonville-based venture capital fund

focused on early-stage financing opportunities for emerging companies From 1998 to 2006 he was

Chief Financial Officer and later Chief Operating Officer of CNB Florida Bancshares and subsequently

Chief Operating Officer at Mercantile Bank both in Jacksonville and the latter being unit of The South

Financial Group The South Financial Group acquired CNB Florida Bancshares in 2004

Executive Officers Who are Not Directors

Thomas Wagers Sr Mr Wagers has served as chief financial officer since May 2009 He

previously served as chief operating officer of Atlantic Coast Bank beginning in December 2006 and as

vice president of finance beginning in June 2004 Mr Wagers has over 18 years of banking experience

including 12 years in various senior internal audit and finance positions with Barnett Banks Inc from

1985 until 1997 Mr Wagers is Certified Public Accountant in Florida and upon graduating with B.S

degree in accounting from East Tennessee State University in 1979 worked for the national public

accounting firm of Coopers and Lybrand leaving as audit manager to join Barnett Banks Inc in 1985

Prior to joining Atlantic Coast Bank Mr Wagers was an independent accounting consultant from August

2002 until May 2004 after working in the food distribution business from 1998 until 2002



Philip Buddenbohm Mr Buddenbohm has served as senior vice president-chief risk officer

since September 2007 He previously served as senior vice president of credit administration from March

2005 until September 2007 Formerly first vice president in the Consumer Services Division of

National Commerce Financial Corporation in Memphis Tennessee he has 14
years

of experience in

lending credit administration and branch services

Philip Hubacher Mr Hubacher has served as treasurer of Atlantic Coast Bank since 1988

He is lieutenant colonel in the United States AirForce Reserve



EXHIBIT IV-6

Atlantic Coast Financial Corporation

Pro Forma Regulatory Capital Ratios
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EXHIBIT V-7

Atlantic Coast Financial Corporation

Pro Forma Analysis Sheet



EXHIBIT IV-7

PRO FORMA ANALYSIS SHEET

Atlantic Coast Federal Corporation

Prices as of AUgUSt 20 2010

Subect Peer Group All Public Thrifts

Valuation Midpoint Pricing Multiples Midpoint tlaan Median Mean edl8n
Price-earnings multiple P/E 1.08 30.31x 33.73x 18.54x 15.93x

Price-core earnings multi P/CE 128 24.OOx 2400x 17.98x 1719x

Price-book ratio P/B 44.68% 50.53% 48.02% 70.74% 68.12%

Price-tangible book ratio P/TB 44.74% 56.97% 52.17% 78.82% 75.42%

Price-assets ratIo P/A 3.35% 6.01% 4.33% 8.20% 6.96%

Valuation Parameters
1lI.l3tM1

Pie-Conversion Earnings $28478000 1.2 14th5 3/10 ESOP Stock of Orfenng Foundation 4.00%

Pre-Conversion Core Earnings YC $24071000 12 Mths 3/10 Cost of ESOP Borrowings 0.00%

Pre-Converslon Book Value $52466000 ESOP Amortization 20.00 Years

Pre-Conv Tang Book Value $52367000 Stock Program of Offering Foundation 4.00%

Pre-Conversion Assets $901734000 Stock Programs Vesting 5.00 Years

Reinvestment Rate 2.60k Fixed Expenses so

Tax rate TAX 0.00% Variable Expenses 11.50%

After Tax Reinvest Rate 2.60% Percentage Sold PCT 65.0610%

Est Conversion Expenses 1X 1.0.42% MHC Assets MHC1 $25613

Price/Share $10.00 MHC Assets as of Offering MIIC2 013%
Foundation Contribution FC 0.00% Options as of Offering 01 10.00%

Secondary Stock Issuance SC 0.00% Shares Sold Options Value ass of Issue Price 02 28.90%

Foundation Tax Benefit FT $0 Option Vesting Period 03 5.00

of Options taxable 04 25.00%

Calculation of Pro Fornia Value After Conversion

P/I $30740390

P/E PCT 1-x-E-MMIIC2R 1-TAXE/T 1-TAXM/N-1-TAXO401O2/03

P/Core YC $30740390

P/Core PCT 1-X-E-MMHC2R 1TAXEfT l-TAXM/N-1-TAXO4O1O2/O3

Vx P/B BFTMHC1 $30740390

P/B PCT 1-X-I-M-FC

P/TB BFTMHCI $30740390

P/TB PCT 1-X-E-M-FC

P/A AFTMHC1 $30740390

P/A PCT 1-X-E-M-FC

Plus

2nd Step Full Secondary Total Market

2nd Step Exchange Conversion Issuance Capitalization Exchange

Conduslon Offering Shares Sbsiea bares Shares Shares Sstio

Supermaximum 2645.000 1.420417 4065417 4065417 0.3030

Maximum 2300000 1235146 3535146 3535146 0.2635

MidpoInt 2000000 1074039 3074039 3074039 0.2291

Minimum 1700000 912933 2.612933 2612933 0.1948

M.rket Value Plus

2nd Step Full Secondary Total Market

2nd Step Exchange Conversion Issuance Capitalization

Conclusion QffnJ1 Shares Value $..Vaisse iue tYkie

Supermaximum $26450000 $14204170 $40654170 $0 $40654170

Maximum $23000000 $12351460 $35351460 $35351460

Midpoint $20000000 $10740390 $30740390 $30740390

Minimum $17000000 $9129332 $26129330 $26129330

EstImated offering expenses at midpoint of the offering



EXHIBIT IV-8

Atlantic Coast Financial Corporation

Pro Forma Effect of Conversion Proceeds



Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Atlantic Coast Federal Corporation

At the Minimum of the Range

Fully Converted Value and Exchange Ratio

Fully Converted Value $26 129330

Exchange Ratio 0.19476

2nd Step Offering Proceeds $17000000

Less Estimated Offering Expenses 1954767

Plus MHC Assets 25613

2nd Step Net Conversion Proceeds $15070846

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $15070846

Less Cash Contribution to Foundation

Less Stock Contribution to Foundation

Less ESOP Stock Purchases 680000
Less Restricted Stock Purchases 680000

Net Proceeds to be Reinvested $13710846

Estimated after-tax net incremental rate of return 2.60%

Earnings Increase $356482

Less Estimated cost of ESOP borrowings

Less Amortization of ESOP borrowings3 34000
Less Stock Programs Vesting 136000

Less Option Plan Vesting 98260
Net Earnings Increase $88222

Net

Before Earnings After

Pro Forma Earnings Conversion Increase Conversion

12 Months ended June 30 2010 reported $28478000 $88222 $28389778

12 Months ended June 30 2010 core $24071000 $88222 $23982778

Before Net Addition Tax Benefit After

Pro Forma Net Worth Conversion to EQuity of Foundation Conversion

June 30 2010 $52466000 $13710846 $0 $66176846

June 30 2010 Tangible $52367000 $13710846 $0 $66077846

Before Net Cash Tax Benefit After

Pro Forma Assets Conversion Proceeds of Foundation Conversion

June 30 2010 $901734000 $13710846 $0 $915444846

Includes ESOP purchases of 4.00% of the second step offering

Includes Restricted Stock Plan purchases of 4.00% of the second step offering

ESOP amortized over 20 years Restricted Stock amortized over years tax effected 0.00%

Option valuation based on Black-Scholes model year vesting and assuming 25% taxable



Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS
Atlantic Coast Federal Corporation

At the Midpoint of the Range

Fully Converted Value and Exchange Ratio

Fully Converted Value $30740390

Exchange Ratio 0.22913

2nd Step Offering Proceeds $20000000

Less Estimated Offering Expenses 2083320
Plus MHC Assets 25613

2nd Step Net Conversion Proceeds $17942293

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $17942293

Less Cash Contribution to Foundation

Less Stock Contribution to Foundation

Less ESOP Stock Purchases 800000
Less Restricted Stock Purchases 800000

Net Proceeds to be Reinvested $16342293

Estimated after-tax net incremental rate of return 2.60%

Earnings Increase $424900

Less Estimated cost of ESOP borrowings

Less Amortization of ESOP borrowings3 40000
Less Stock Programs Vesting 160000
Less Option Plan Vesting 115600

Net Earnings Increase $109300

Net

Before Earnings After

Pro Forma Earnings Conversion Increase Conversion

12 Months ended June 30 2010 reported $28478000 $109300 $28368700
12 Months ended June 30 2010 core $24071000 $109300 $23961700

Before Net Cash Tax Benefit After

Pro Forma Net Worth Conversion Proceeds of Foundation Conversion

June 30 2010 $52466000 $16342293 $0 $68808293

June 30 2010 Tangible $52367000 $16342293 $0 $68709293

Before Net Cash Tax Benefit After

Pro Forma Assets Conversion Proceeds of Foundation Conversion

June 30 2010 $901734000 $16342293 $0 $918076293

Includes ESOP purchases of 4.00% of the second step offering

Includes Restricted Stock Plan purchases of 4.00% of the second step offering

ESOP amortized over 20 years Restricted Stock amortized over years tax effecte 0.00%

Option valuation based on Black-Scholes model year vesting and assuming 25% taxable



Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Atlantic Coast Federal Corporation

At the Maximum of the Range

Fully Converted Value and Exchange Ratio

Fully Converted Value $35351460

Exchange Ratio 0.26350

2nd Step Offering Proceeds $23000000

Less Estimated Offering Expenses 2211873
Plus MHC Assets 25613

2nd Step Net Conversion Proceeds $20813740

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $20813740

Less Cash Contribution to Foundation

Less Stock Contribution to Foundation

Less ESOP Stock Purchases 920000
Less Restricted Stock Purchases 920000

Net Proceeds to be Reinvested $18973740

Estimated after-tax net incremental rate of return 2.60%

Earnings Increase $493317

Less Estimated cost of ESOP borrowings

Less Amortization of ESOP borrowings3 46000
Less Stock Programs Vesting 184000
Less Option Plan Vesting 132940

Net Earnings Increase $130377

Net

Before Earnings After

Pro Forma Earnings Conversion5 Increase Conversion

12 Months ended June 30 2010 reported $28478000 $130377 $28347623
12 Months ended June 30 2010 core $24071000 $130377 $23940623

Before Net Cash Tax Benefit After

Pro Forma Net Worth Conversion Proceeds of Foundation Conversion

June 30 2010 $52466000 $18973740 $0 $71439740

June 30 2010 Tangible $52367000 $18973740 $0 $71340740

Before Net Cash Tax Benefit After

Pro Forma Assets Conversion Proceeds of Foundation Conversion

June 30 2010 $901734000 $18973740 $0 $920707740

Includes ESOP purchases of 4.00% of the second step offering

Includes Restricted Stock Plan purchases of 4.00% of the second step offering

ESOP amortized over 20 years Restricted Stock amortized over years tax effe 0.00%

Option valuation based on Black-Scholes model year vesting and assuming 25% taxable



Exhibit IV-8

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Atlantic Coast Federal Corporation

At the Supermaximum Value

Fully Converted Value and Exchange Ratio

Fully Converted Value $40654170

Exchange Ratio 0.30303

2nd Step Offering Proceeds $26450000

Less Estimated Offering Expenses 2359709
Plus MHC Assets 25613

2nd Step Net Conversion Proceeds $24115904

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $24115904

Less Cash Contribution to Foundation

Less Stock Contribution to Foundation

Less ESOP Stock Purchases 1058000
Less Restricted Stock Purchases 1058000

Net Proceeds to be Reinvested $21999904

Estimated after-tax net incremental rate of return 2.60%

Earnings Increase $571998

Less Estimated cost of ESOP borrowings

Less Amortization of ESOP borrowings3 52900
Less Stock Programs Vesting 211600
Less Option Plan Vesting 152881

Net Earnings Increase $154617

Net

Before Earnings After

Pro Forma Earnings Conversion5 Increase Conversion

12 Months ended June 30 2010 reported $28478000 $154617 $28323383
12 Months ended June 30 2010 core $24071000 $154617 $23916383

Before Net Cash Tax Benefit After

Pro Forma Net Worth Conversion Proceeds of Foundation Conversion

June 30 2010 $52466000 $21999904 $0 $74465904

June 30 2010 Tangible $52367000 $21999904 $0 $74366904

Before Net Cash Tax Benefit After

Pro Farina Assets Conversion Proceeds of Foundation Conversion

June 30 2010 $901734000 $21999904 $0 $923733904

Includes ESOP purchases of 4.00% of the second step offering

Includes Restricted Stock Plan purchases of 4.00% of the second step offering

ESOP amortized over 20 years Restricted Stock amortized over years tax effect 0.00%

Option valuation based on Black-Scholes model year vesting and assuming 25% taxable
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RP Financial LC
Firm Qualifications Statement



RP FINANCIAL LC
Serving the Financial Services Industry Since 1988

IIIWI Ull 3SI

RP Financial RP provides financial and management consulting merger advisory and valuation services to the

financial services industry nationwide We offer broad array of services high quality and prompt service hands-on

involvement by principals and senior staff careful structuring of strategic initiatives and sophisticated valuation and other

analyses consistent with industry practices and regulatory requirements Our staff maintains extensive background in

financial and management consulting valuation and investment banking Our clients include commercial banks thrifts

credit unions mortgage companies and other financial services companies

STRATEGIC PLANNING SERVICES

RPs
strategic planning services are designed to provide effective feasible plans with quantifiable results We analyze

strategic options to enhance shareholder value achieve regulatory approval or realize other objectives Such services

involve conducting situation analyses establishing mission/vision statements strategic goals and objectives and

identifying strategies to enhance franchise and/or market value capital management earnings enhancement operational

matters and organizational issues Strategic recommendations typically focus on capital formation and management

assetlliability targets profitability return on equity and stock pricing Our proprietary financial simulation models provide

the basis for evaluating the impact of various strategies and assessing their feasibility and compatibility with regulations

MERGER AD VISORYSER VICES

RPs merger advisory services include targeting potential buyers and sellers assessing acquisition merit conducting due

diligence negotiating and structuring merger transactions preparing merger business plans and financial simulations

rendering fairness opinions preparing mark-to-market analyses and supporting the implementation of post-acquisition

strategies RP is also expert in de novo charters shelf charters and negotiating acquisitions of troubled institutions

Through financial simulations comprehensive data bases valuation proficiency and regulatory familiarity RPs merger

advisory services center on enhancing shareholder returns

VALUATIONSERVICES

RPs extensive valuation practice includes bank and thrift mergers thrift mutual-to-stock conversions goodwill

impairment insurance company demutualizations ESOPs subsidiary companies purchase accounting and other purposes

We are highly experienced in performing appraisals which conform to regulatory guidelines and appraisal standards RP
is the nations leading valuation firm for thrift mutual-to-stock conversions with appraised values ranging up to $4 billion

OTI1ZR CONSULTING SER VICES

RP offers other consulting services including evaluating the impact of regulatory changes TARP etc branching and

diversification strategies feasibility studies and special research We assist banks/thrifts in preparing CRA plans and

evaluating wealth management activities on de novo or merger basis Our other consulting services are aided by

proprietary valuation and financial simulation models

Ronald Riggins Managing Director 29 703 647-6543 rrigginsrpfinancial.com

William Pommerening Managing Director 26 703 647-6546 wpommereningrpfinanciaI.com

Gregory Dunn Director 27 703 647-6548 gdunnrpfinancial.com

James Hennessey Director 24 703 647-6544 jhennesseyrpfinancial.com

James Oren Director 23 703 647-6549 joren@rpfinancial.com

Timothy Biddle Senior Vice President 20 703 647-6552 tbiddle@rpfinancial.com

Janice Hollar Senior Vice President 24 703 647-6554 jhollarrpfinancial.com

Washington Headquarters

Rosslyn Center Telephone 703 528-1700

1100 North Glebe Road Suite 1100 Fax No 703 528-1788

Arlington VA 22201 Toll-Free No 866 723-0594

www.rpfinancial.com E-Mail mailrpfinancia1.com


