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approximately $94,412,000. The aggregate market value was computed by reference the last sale of the Common Stock of the issuer at $11.03
per share on June 30, 2008. For the purposes of this response, directors, executive officers and holders of 5% or more of the issuer s Common
Stock are considered the affiliates of the issuer at that date.
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this Annual Report on Form 10-K.
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PART I

Item 1. Business
General

CenterState Banks of Florida, Inc. ( We,  CenterState, CSFL, orthe Company ) was incorporated under the laws of the State of Florida on
September 20, 1999. CenterState is a registered bank holding company under the Bank Holding Company Act of 1956, as amended (the BHC

Act ) and owns all the outstanding shares of CenterState Bank Central Florida National Association ( Central ), CenterState Bank National
Association ( CSNA ), CenterState Bank of Florida National Association ( CSB ), and Valrico State Bank ( VSB ) (collectively, the Banks ).

In April 2007, we closed the acquisition of Valrico Bancorp, Inc. and its wholly owned subsidiary bank, VSB. VSB operates in Hillsborough
County, which is contiguous to Pasco and Polk Counties, where we both previously and currently have banking locations.

On November 30, 2007, CSNA purchased all of the assets and assumed all of the liabilities of CenterState Bank Mid Florida, a bank we
acquired on March 31, 2006. Following the acquisition by CSNA of CenterState Bank Mid Florida, the shell of CenterState Bank Mid Florida
was merged with and into Atlantic Southern Bank, a wholly owned subsidiary of Atlantic Southern Financial Group, Inc., for a payment by
Atlantic Southern Bank to CenterState of $1.0 million. The transaction allowed us to consolidate our two subsidiary banks, and facilitated
Atlantic Southern Bank s expansion into Florida.

Central and CSNA commenced operations in 1989. CSB commenced operations in 1992. Central s operations are conducted from its main office
located in Kissimmee, Florida, and branch offices located in St. Cloud, Poinciana, Ocoee and Orlando, Florida. CSNA operations are conducted
from its main office located in Zephyrhills, Florida, and branch offices located in Zephyrhills, Bushnell, Wildwood, Dade City, Inverness,
Spring Hill, Crystal River, Brooksville, Leesburg, Clermont, Groveland, and Eustis, Florida. CSB operates through twelve banking locations all
within Polk County, Florida. These cities within Polk County include Winter Haven, Haines City, Davenport, Lake Alfred, Auburndale,
Lakeland and Lake Wales. VSB conducts business from its main office located in Valrico, Florida and branch offices located in Brandon, Lithia,
Plant City and Riverview, Florida. Our three national bank subsidiaries are subject to the supervision of the Office of the Comptroller of the
Currency and our state bank subsidiary (VSB) is under the supervision of the Florida Office of Financial Regulation and the FDIC. As of
December 31, 2008, we operated through our four wholly owned subsidiary banks, with 37 banking locations located in nine counties in central
Florida. We have plans to close three branches during 2009. One will close on March 31, 2009 and the other two will close on April 15, 2009.
The three branches combined have total deposits of approximately $25 million, which will be transferred to three of our other existing branch
offices. On January 30, 2009 we purchased approximately $180 million of the deposits of Ocala National Bank ( ONC ) from the FDIC. ONC,
which was closed by the FDIC on Friday, January 30, 2009, operated from four branch locations in Ocala, Florida. On Monday morning,
February 2, 2009, all four branches opened as CenterState Bank branch offices. We did not purchase any loans, but have a thirty day option to
select any loans we want to purchase. At this time, we are considering the purchase of approximately $20 million of loans we have selected from
the portfolio. See Executive Summary, branching activities, for additional discussion relating to our branching activities.

On November 21, 2008, as part of the Troubled Asset Relief Program ( TARP ) Capital Purchase Program, we issued and sold to the U.S.
Department of the Treasury (the Treasury ), (a) 27,875 shares (the Preferred Shares ) of our Fix Rate Cumulative Perpetual Preferred Stock,
Series A, having a liquidation preference of $1,000 per share, and (b) a ten-year warrant (the Warrant ) to purchase up to 250,825 shares of our
voting common stock, par value $0.01 per share ( Common Stock ), at an exercise price of $16.67 per share. For a detailed description of this
program, what we agreed to do and what we received, refer to our Form 8-K filed on November 24, 2008, as well as our Form S-3 filed on
December 17, 2008 and our 424B2 Prospectus filed on January 2, 2009.
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During the fourth quarter of 2008, we initiated a correspondent banking and bond sales division. The division is integrated with and part of our
lead subsidiary bank, CSB, located in Winter Haven, Florida. We hired substantially all the employees of the Royal Bank of Canada s ( RBC )
bond sales division, who were previously employees of Alabama National Bank ( ALAB ) prior to RBC s acquisition of ALAB. Although the
business is operated through our Winter Haven subsidiary bank, the employees are physically located in a newly leased facility in Birmingham,
Alabama. See Executive Summary, correspondent banking division, for additional discussion relating to this new business activity.

Our Company provides a range of consumer and commercial banking services to individuals, businesses and industries. The basic services we
offer include: demand interest-bearing and noninterest-bearing accounts, money market deposit accounts, time deposits, safe deposit services,
cash management, direct deposits, notary services, money orders, night depository, travelers checks, cashier s checks, domestic collections,
savings bonds, bank drafts, automated teller services, drive-in tellers, and banking by mail and by internet. In addition, we make secured and
unsecured commercial and real estate loans and issue stand-by letters of credit. Our Company provides automated teller machine (ATM) cards,
thereby permitting customers to utilize the convenience of larger ATM networks. We also offer internet banking services to our customers. In
addition to the foregoing services, our offices provide customers with extended banking hours. We do not have a trust department, however,
trust services are available to customers through a business relationship with another bank. We also offer other financial products to our
customers, including mutual funds, annuities and other products, through a relationship with Infinex Investment, Inc. Beginning in the fourth
quarter of 2008, we began selling bonds and fixed income securities to correspondent banks, and we began accepting deposits of correspondent
banks (i.e. federal funds purchased) as well as commercial checking accounts, and starting in 2009 we are beginning to offer safe-keeping
services, bond accounting services, and asset/liability consulting related services.

The revenue of our Company is primarily derived from interest on, and fees received in connection with, real estate and other loans, and from
interest and dividends from investment securities and short-term investments. The principal sources of funds for our lending activities are
customer deposits, repayment of loans, and the sale and maturity of investment securities. Our principal expenses are interest paid on deposits,
and operating and general administrative expenses.

As is the case with banking institutions generally, our Company s operations are materially and significantly influenced by general economic
conditions and by related monetary and fiscal policies of financial institution regulatory agencies, including the Board of Governors of the
Federal Reserve System (the Federal Reserve ). Deposit flows and costs of funds are influenced by interest rates on competing investments and
general market rates of interest. Lending activities are affected by the demand for financing of real estate and other types of loans, which in turn
is affected by the interest rates at which such financing may be offered and other factors affecting local demand and availability of funds. We
face strong competition in the attraction of deposits (our primary source of lendable funds) and in the origination of loans. See Competition.

CenterState Shared Services ( CSS ) (formerly C.S. Processing, Inc.) is a wholly owned subsidiary of our Company s subsidiary banks. CSS
processes checks and renders statements (i.e. item processing center ), provides certain information technology services, human resource services
and credit analysis services for our subsidiary banks.

At December 31, 2008, our Company s primary assets were our ownership of 100% of the stock of each of our four banks. At December 31,
2008, we had total consolidated assets of $1,333,143,000, total consolidated loans of $892,001,000, total consolidated deposits of $993,800,000,
and total consolidated stockholders equity of $179,165,000.
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Note about Forward-Looking Statements

This Form 10-K contains forward-looking statements, such as statements relating to our financial condition, results of operations, plans,
objectives, future performance and business operations. These statements relate to expectations concerning matters that are not historical facts.
These forward-looking statements reflect our current views and expectations based largely upon the information currently available to us and are
subject to inherent risks and uncertainties. Although we believe our expectations are based on reasonable assumptions, they are not guarantees of
future performance and there are a number of important factors that could cause actual results to differ materially from those expressed or
implied by such forward-looking statements. By making these forward-looking statements, we do not undertake to update them in any manner
except as may be required by our disclosure obligations in filings we make with the Securities and Exchange Commission under the Federal
securities laws. Our actual results may differ materially from our forward-looking statements.

Lending Activities

We offer a range of lending services, including real estate, consumer and commercial loans, to individuals and small businesses and other
organizations that are located in or conduct a substantial portion of their business in our market area. The Company s consolidated loans at
December 31, 2008 and 2007 were $892,001,000, or 67% and $841,405,000 or 69%, respectively, of total consolidated assets. The interest rates
charged on loans vary with the degree of risk, maturity, and amount of the loan, and are further subject to competitive pressures, money market
rates, availability of funds, and government regulations. We have no foreign loans or loans for highly leveraged transactions.

Our loans are concentrated in three major areas: commercial loans, real estate loans, and consumer loans. A majority of our loans are made on a
secured basis. As of December 31, 2008, approximately 84% of our consolidated loan portfolio consisted of loans secured by mortgages on real
estate, 9% of the loan portfolio consisted of commercial loans (not secured by real estate) and 7% of our loan portfolio consisted of consumer
and other loans.

Our commercial loan portfolio includes loans to individuals and small-to-medium sized businesses located primarily in Polk, Osceola, Pasco,
Hernando, Hillsborough, Citrus, Sumter, Lake and Orange counties, as well as Marion county commencing in 2009, for working capital,
equipment purchases, and various other business purposes. A majority of commercial loans are secured by equipment or similar assets, but these
loans may also be made on an unsecured basis. Commercial loans may be made at variable or fixed rates of interest. Commercial lines of credit
are typically granted on a one-year basis, with loan covenants and monetary thresholds. Other commercial loans with terms or amortization
schedules of longer than one year will normally carry interest rates which vary with the prime lending rate and will become payable in full and
are generally refinanced in three to five years. Commercial and agricultural loans not secured by real estate amounted to approximately 9% of
our Company s total loan portfolio as of December 31, 2008 and 2007.

Our real estate loans are secured by mortgages and consist primarily of loans to individuals and businesses for the purchase, improvement of or
investment in real estate, for the construction of single-family residential and commercial units, and for the development of single-family
residential building lots. These real estate loans may be made at fixed or variable interest rates. Generally, we do not make fixed-rate
commercial real estate loans for terms exceeding five years. Loans in excess of five years are generally adjustable. Our residential real estate
loans generally are repayable in monthly installments based on up to a 15-year or a 30-year amortization schedule with variable or fixed interest
rates.

Our consumer loan portfolio consists primarily of loans to individuals for various consumer purposes, but includes some business purpose loans
which are payable on an installment basis. The majority of these loans are for terms of less than five years and are secured by liens on various
personal assets of the borrowers, but consumer loans may also be made on an unsecured basis. Consumer loans are made at fixed and variable
interest rates, and are often based on up to a five-year amortization schedule.
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For additional information regarding the Company s loan portfolio, see Management s Discussion and Analysis of Financial Condition and
Results of Operations.

Loan originations are derived primarily from employee loan officers within our local market areas, but can also be attributed to referrals from
existing customers and borrowers, advertising, or walk-in customers.

Certain credit risks are inherent in making loans. These include prepayment risks, risks resulting from uncertainties in the future value of
collateral, risks resulting from changes in economic and industry conditions, and risks inherent in dealing with individual borrowers. In
particular, longer maturities increase the risk that economic conditions will change and adversely affect collectibility. We attempt to minimize
credit losses through various means. In particular, on larger credits, we generally rely on the cash flow of a debtor as the source of repayment
and secondarily on the value of the underlying collateral. In addition, we attempt to utilize shorter loan terms in order to reduce the risk of a
decline in the value of such collateral.

Deposit Activities

Deposits are the major source of our funds for lending and other investment activities. We consider the majority of our regular savings, demand,
NOW and money market deposit accounts to be core deposits. These accounts comprised approximately 51% and 45% of our consolidated total
deposits at December 31, 2008 and 2007, respectively. Approximately 49% of our consolidated deposits at December 31, 2008, were certificates

of deposit compared to 55% at December 31, 2007. Generally, we attempt to maintain the rates paid on our deposits at a competitive level. Time
deposits of $100,000 and over made up approximately 27% of consolidated total deposits at December 31, 2008 and 31% at December 31, 2007.
The majority of the deposits are generated from Polk, Osceola, Orange, Pasco, Hernando, Hillsborough, Sumter, Lake and Citrus counties.
Generally, we do not accept brokered deposits and we do not solicit deposits on a national level. We obtain all of our deposits from customers in

our local markets. For additional information regarding the Company s deposit accounts, see Management s Discussion and Analysis of Financial
Condition and Results of Operations Deposits.

Investments

A portion of our assets are invested in U.S. Treasury securities, obligations of U.S. government agencies, municipal securities, mortgage backed
securities and federal funds sold. Our investments are managed in relation to loan demand and deposit growth, and are generally used to provide
for the investment of excess funds at acceptable risks levels while providing liquidity to fund increases in loan demand or to offset fluctuations
in deposits.

With respect to our investment portfolio, we invest in U.S. Treasury securities, obligations of U.S. government agencies, mortgage backed
securities and municipal securities, because such securities generally represent a minimal investment risk. Occasionally, we may purchase
certificates of deposits of national and state banks. These investments may exceed $250,000 in any one institution (the limit of FDIC insurance
for deposit accounts). Federal funds sold and money market accounts represent the excess cash we have available over and above daily cash
needs. This money is invested on an overnight basis with approved correspondent banks.

‘We monitor changes in financial markets. In addition to investments for our portfolio, we monitor daily cash positions to ensure that all available
funds earn interest at the earliest possible date. A portion of the investment account is invested in liquid securities that can be readily converted
to cash with minimum risk of market loss. These investments usually consist of U.S. Treasury securities, obligations of U.S. government
agencies, mortgage backed securities and federal funds. The remainder of the investment account may be placed in investment securities of
different type and/or longer maturity. Daily surplus funds are sold in the federal funds market for one business day. We attempt to stagger the
maturities of our securities so as to produce a steady cash-flow in the event cash is needed, or economic conditions change.
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Correspondent Banking

Correspondent banking involves one bank providing services to another bank which cannot provide that service for itself from an economic or
practical standpoint. We purchase correspondent services offered by larger banks, including check collections, purchase of federal funds,
security safekeeping, investment services, coin and currency supplies, overline and liquidity loan participations and sales of loans to or
participation with correspondent banks.

We have established correspondent relationships with Federal Home Loan Bank, Independent Bankers Bank of Florida, and SunTrust Banks.
The Company pays for such services.

Through our lead subsidiary bank in Winter Haven, Florida, we have initiated a correspondent banking and bond sales division during the fourth
quarter of 2008. The business lines are primarily divided into three inter-related revenue generating activities. The first, and largest, revenue
generator is commissions earned on fixed income security sales. The second category includes: (1) correspondent bank deposits (i.e. federal
funds purchased); (2) correspondent bank checking accounts; and (3) loans to correspondent banks. The third, and smallest revenue generating
category, includes fees from safe-keeping activities, bond accounting for correspondents, and asset/liability consulting related activities. The
customer base includes small to medium size financial institutions primarily located in Florida, Georgia and Alabama, but will also include
several other southeastern States. For additional information regarding the Company s newly initiated correspondent banking division, see
Management s Discussion and Analysis of Financial Condition and Results of Operations Executive Summary.

Data Processing

Beginning in December 2007 and ending in February 2008 each of our banks converted their third party core data processing service bureau to a
single in-house solution operated through our banks wholly owned subsidiary CSS. The core data processing system provides automated general
ledgers, deposit processing and accounting services, and loan processing and accounting services. The systems were substantially identical to the
third party system, except all the processing now occurs in-house. Each of our subsidiary business units maintains its own data processing
system, with its own general ledger, deposit accounting system and loan accounting system, all housed on the same equipment maintained at
CSS. The output of each of these comprehensive systems for each of our banks is then consolidated at the holding company level.

CSS also provides item processing services and certain other information technology ( IT ) services for our subsidiary banks. These services
include; sorting, encoding, processing, and imaging checks and rendering checking and other deposit statements to commercial and retail
customers, as well provide IT services, including intranet and internet services for each subsidiary bank and the Company overall. The total cost
of providing these services are charged to each subsidiary bank based on usage.

Effect of Governmental Policies

The earnings and business of our Company are and will be affected by the policies of various regulatory authorities of the United States,
especially the Federal Reserve. The Federal Reserve, among other things, regulates the supply of credit and deals with general economic
conditions within the United States. The instruments of monetary policy employed by the Federal Reserve for these purposes influence in
various ways the overall level of investments, loans, other extensions of credit and deposits, and the interest rates paid on liabilities and received
on assets.

Interest and Usury

Our Company is subject to numerous state and federal statutes that affect the interest rates that may be charged on loans. These laws do not,
under present market conditions, deter us from continuing the process of originating loans.
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Supervision and Regulation

Banks and their holding companies, and many of their affiliates, are extensively regulated under both federal and state law. The following is a
brief summary of certain statutes, rules, and regulations affecting our Company, and our subsidiary Banks. This summary is qualified in its
entirety by reference to the particular statutory and regulatory provisions referred to below and is not intended to be an exhaustive description of
the statutes or regulations applicable to the business of our Company and subsidiary Banks. Supervision, regulation, and examination of banks
by regulatory agencies are intended primarily for the protection of depositors, rather than shareholders.

Bank Holding Company Regulation. Our Company is a bank holding company, registered with the Federal Reserve under the BHC Act. As
such, we are subject to the supervision, examination and reporting requirements of the BHC Act and the regulations of the Federal Reserve. The
BHC Act requires that a bank holding company obtain the prior approval of the Federal Reserve before (i) acquiring direct or indirect ownership
or control of more than 5% of the voting shares of any bank, (ii) taking any action that causes a bank to become a subsidiary of the bank holding
company, or (iii) merging or consolidating with any other bank holding company.

The BHC Act further provides that the Federal Reserve may not approve any transaction that would result in a monopoly or would be in
furtherance of any combination or conspiracy to monopolize or attempt to monopolize the business of banking in any section of the United

States, or the effect of which may be substantially to lessen competition or to tend to create a monopoly in any section of the country, or that in
any other manner would be in restraint of trade, unless the anticompetitive effects of the proposed transaction are clearly outweighed by the

public interest in meeting the convenience and needs of the community to be served. The Federal Reserve is also required to consider the

financial and managerial resources and future prospects of the bank holding companies and banks concerned and the convenience, and needs of
the community to be served. Consideration of financial resources generally focuses on capital adequacy and consideration of convenience and
needs issues includes the parties performance under the Community Reinvestment Act of 1977 (the CRA ), both of which are discussed below.

Banks are subject to the provisions of the CRA. Under the terms of the CRA, the appropriate federal bank regulatory agency is required, in
connection with its examination of a bank, to assess such bank s record in meeting the credit needs of the community served by that bank,
including low- and moderate-income neighborhoods. The regulatory agency s assessment of the bank s record is made available to the public.
Further, such assessment is required of any bank which has applied to:

charter a bank,

obtain deposit insurance coverage for a newly chartered institution,

establish a new branch office that will accept deposits,

relocate an office, or

merge or consolidate with, or acquire the assets or assume the liabilities of, a federally regulated financial institution
In the case of a bank holding company applying for approval to acquire a bank or other bank holding company, the Federal Reserve will assess
the record of each subsidiary bank of the applicant bank holding company, and such records may be the basis for denying the application.

The BHC Act generally prohibits a bank holding company from engaging in activities other than banking, or managing or controlling banks or
other permissible subsidiaries, and from acquiring or retaining direct or indirect control of any company engaged in any activities other than
those activities determined by the Federal Reserve to be so closely related to banking or managing or controlling banks as to be a proper incident
thereto. In determining whether a particular activity is permissible, the Federal Reserve must consider whether the performance of such an
activity can reasonably be expected to produce benefits to the public, such as greater
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convenience, increased competition, or gains in efficiency that outweigh possible adverse effects, such as undue concentration of resources,
decreased or unfair competition, conflicts of interest, or unsound banking practices. For example, factoring accounts receivable, acquiring or
servicing loans, leasing personal property, conducting securities brokerage activities, performing certain data processing services, acting as agent
or broker in selling credit life insurance and certain other types of insurance in connection with credit transactions, and certain insurance
underwriting activities have all been determined by regulations of the Federal Reserve to be permissible activities of bank holding companies.
Despite prior approval, the Federal Reserve has the power to order a holding company or its subsidiaries to terminate any activity or terminate its
ownership or control of any subsidiary, when it has reasonable cause to believe that continuation of such activity or such ownership or control
constitutes a serious risk to the financial safety, soundness, or stability of any bank subsidiary of that bank holding company.

Gramm-Leach-Bliley Act. Enacted in 1999, the Gramm-Leach-Bliley Act permits the creation of new financial services holding companies that
can offer a full range of financial products under a regulatory structure based on the principle of functional regulation. The law eliminated the
legal barriers to affiliations among banks and securities firms, insurance companies, and other financial services companies. The law also
provides financial organizations with the opportunity to structure these new financial affiliations through a holding company structure or a
financial subsidiary. The law reserves the role of the Federal Reserve Board as the supervisor for bank holding companies. At the same time, the
law also provides a system of functional regulation which is designed to utilize the various existing federal and state regulatory bodies. The law
also sets up a process for coordination between the Federal Reserve Board and the Secretary of the Treasury regarding the approval of new
financial activities for both bank holding companies and national bank financial subsidiaries.

The law also includes a minimum federal standard of financial privacy. Financial institutions are required to have written privacy policies that
must be disclosed to customers. The disclosure of a financial institution s privacy policy must take place at the time a customer relationship is
established and not less than annually during the continuation of the relationship. The act also provides for the functional regulation of bank
securities activities. The law repealed the exemption that banks were afforded from the definition of broker, and replaced it with a set of limited
exemptions that allow the continuation of some historical activities performed by banks. In addition, the act amended the securities laws to
include banks within the general definition of dealer. Regarding new bank products, the law provides a procedure for handling products sold by
banks that have securities elements. In the area of Community Reinvestment Act activities, the law generally requires that financial institutions
address the credit needs of low-to-moderate income individuals and neighborhoods in the communities in which they operate. Bank regulators
are required to take the Community Reinvestment Act ratings of a bank or of the bank subsidiaries of a holding company into account when
acting upon certain branch and bank merger and acquisition applications filed by the institution. Under the law, financial holding companies and
banks that desire to engage in new financial activities are required to have satisfactory or better Community Reinvestment Act ratings when they
commence the new activity.

Bank Regulation. CenterState/Osceola, CenterState Bank and CSNA are chartered under the national banking laws. Valrico State Bank is a State
chartered Bank. Each of the deposits of the Banks is insured by the FDIC to the extent provided by law. The Banks, other than Valrico State
Bank, are subject to comprehensive regulation, examination and supervision by the OCC. Valrico State Bank is subject to comprehensive
regulation, examination and supervision by the Florida Office of Financial Regulation (the OFR ) and the FDIC. The Banks also are subject to
other laws and regulations applicable to banks. Such regulations include limitations on loans to a single borrower and to its directors, officers
and employees; restrictions on the opening and closing of branch offices; the maintenance of required capital and liquidity ratios; the granting of
credit under equal and fair conditions; and the disclosure of the costs and terms of such credit. Our national bank subsidiaries are examined
periodically by the OCC. Valrico State Bank is examined periodically by the OFR and FDIC. The Banks submit to their examining agencies
periodic reports regarding their financial condition and other matters. The bank regulatory agencies have a broad range of powers to enforce
regulations under their jurisdiction, and to take discretionary actions determined to be for the protection and safety and soundness of banks,
including the
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institution of cease and desist orders and the removal of directors and officers. The bank regulatory agencies also have the authority to approve
or disapprove mergers, consolidations, and similar corporate actions.

There are various statutory limitations on the ability of our Company to pay dividends. The bank regulatory agencies also have the general
authority to limit the dividend payment by banks if such payment may be deemed to constitute an unsafe and unsound practice. For information
on the restrictions on the right of our Banks to pay dividends to our Company, see Part I Item 5 Market for the Registrant s Common Equity,
Related Stockholder Matters and Purchases of Equity Securities.

Under federal law, federally insured banks are subject, with certain exceptions, to certain restrictions on any extension of credit to their parent
holding companies or other affiliates, on investment in the stock or other securities of affiliates, and on the taking of such stock or securities as
collateral from any borrower. In addition, banks are prohibited from engaging in certain tie-in arrangements in connection with any extension of
credit or the providing of any property or service.

The Financial Institutions Reform, Recovery and Enforcement Act of 1989 ( FIRREA ) imposed major regulatory reforms, stronger capital
standards for savings and loan associations and stronger civil and criminal enforcement provisions. FIRREA also provides that a depository
institution insured by the FDIC can be held liable for any loss incurred by, or reasonably expected to be incurred by, the FDIC in connection
with:

the default of a commonly controlled FDIC insured depository institution; or

any assistance provided by the FDIC to a commonly controlled FDIC insured institution in danger of default.
The FDIC Improvement Act of 1991 ( FDICIA ) made a number of reforms addressing the safety and soundness of deposit insurance funds,
supervision, accounting, and prompt regulatory action, and also implemented other regulatory improvements. Periodic full-scope, on-site
examinations are required of all insured depository institutions. The cost for conducting an examination of an institution may be assessed to that
institution, with special consideration given to affiliates and any penalties imposed for failure to provide information requested. Insured state
banks also are precluded from engaging as principal in any type of activity that is impermissible for a national bank, including activities relating
to insurance and equity investments. The Act also recodified restrictions on extensions of credit to insiders under the Federal Reserve Act.

Capital Requirements. The Federal Reserve Board and bank regulatory agencies require bank holding companies and financial institutions to
maintain capital at adequate levels based on a percentage of assets and off-balance sheet exposures, adjusted for risk weights ranging from 0% to
100%. Under the risk-based standard, capital is classified into two tiers. Tier 1 capital consists of common shareholders equity (excluding the
unrealized gain (loss) on available-for-sale securities), trust preferred securities subject to certain limitations, and minus certain intangible assets.
Tier 2 capital consists of the general allowance for credit losses except for certain limitations. An institution s qualifying capital base for purposes
of its risk-based capital ratio consists of the sum of its Tier 1 and Tier 2 capital. The regulatory minimum requirements are 4% for Tier 1 and 8%
for total risk-based capital. At December 31, 2008, our Tier 1 and total risk-based capital ratios were 16.2% and 17.4%, respectively.

Bank holding companies and banks are also required to maintain capital at a minimum level based on total assets, which is known as the
leverage ratio. The minimum requirement for the leverage ratio is 3%, but all but the highest rated institutions are required to maintain ratios 100
to 200 basis points above the minimum. At December 31, 2008, our leverage ratio was 12.6%.

FDICIA contains prompt corrective action provisions pursuant to which banks are to be classified into one of five categories based upon capital
adequacy, ranging from well capitalized to critically undercapitalized and which require (subject to certain exceptions) the appropriate federal
banking agency to take prompt corrective action with respect to an institution which becomes significantly undercapitalized or critically
undercapitalized.
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The OCC and the FDIC have issued regulations to implement the prompt corrective action provisions of FDICIA. In general, the regulations
define the five capital categories as follows:

an institution is  well capitalized if it has a total risk-based capital ratio of 10% or greater, has a Tier 1 risk-based capital ratio of 6%
or greater, has a leverage ratio of 5% or greater and is not subject to any written capital order or directive to meet and maintain a
specific capital level for any capital measures;

an institution is adequately capitalized if it has a total risk-based capital ratio of 8% or greater, has a Tier 1 risk-based capital ratio of
4% or greater, and has a leverage ratio of 4% or greater;

an institution is undercapitalized if it has a total risk-based capital ratio of less than 8%, has a Tier 1 risk-based capital ratio that is
less than 4% or has a leverage ratio that is less than 4%;

an institution is  significantly undercapitalized if it has a total risk-based capital ratio that is less than 6%, a Tier 1 risk-based capital
ratio that is less than 3% or a leverage ratio that is less than 3%; and

an institution is  critically undercapitalized ifits tangible equity is equal to or less than 2% of its total assets.
The OCC and the FDIC, after an opportunity for a hearing, have authority to downgrade an institution from well capitalized to adequately
capitalized or to subject an adequately capitalized or undercapitalized institution to the supervisory actions applicable to the next lower category,
for supervisory concerns.

Generally, FDICIA requires that an undercapitalized institution must submit an acceptable capital restoration plan to the appropriate federal
banking agency within 45 days after the institution becomes undercapitalized and the agency must take action on the plan within 60 days. The
appropriate federal banking agency may not accept a capital restoration plan unless, among other requirements, each company having control of
the institution has guaranteed that the institution will comply with the plan until the institution has been adequately capitalized on average during
each of the three consecutive calendar quarters and has provided adequate assurances of performance. The aggregate liability under this
provision of all companies having control of an institution is limited to the lesser of:

5% of the institution s total assets at the time the institution becomes undercapitalized or

the amount which is necessary, or would have been necessary, to bring the institution into compliance with all capital standards
applicable to the institution as of the time the institution fails to comply with the plan filed pursuant to FDICIA
An undercapitalized institution may not acquire an interest in any company or any other insured depository institution, establish or acquire
additional branch offices or engage in any new business unless the appropriate federal banking agency has accepted its capital restoration plan,
the institution is implementing the plan, and the agency determines that the proposed action is consistent with and will further the achievement
of the plan, or the appropriate Federal banking agency determines the proposed action will further the purpose of the prompt corrective action
sections of FDICIA.

If an institution is  critically undercapitalized, it must comply with the restrictions described above. In addition, the appropriate Federal banking
agency is authorized to restrict the activities of any critically undercapitalized institution and to prohibit such an institution, without the
appropriate Federal banking agency s prior written approval, from:

entering into any material transaction other than in the usual course of business;
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paying excessive compensation or bonuses; and
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paying interest on new or renewed liabilities at a rate that would increase the institution s weighted average costs of funds to a level
significantly exceeding the prevailing rates of interest on insured deposits in the institution s normal market areas.
The prompt corrective action provisions of FDICIA also provide that in general no institution may make a capital distribution if it would cause
the institution to become undercapitalized. Capital distributions include cash (but not stock) dividends, stock purchases, redemptions, and other
distributions of capital to the owners of an institution.

Additionally, FDICIA requires, among other things, that:

only a well capitalized depository institution may accept brokered deposits without prior regulatory approval and

the appropriate federal banking agency annually examine all insured depository institutions, with some exceptions for small, well
capitalized institutions and state-chartered institutions examined by state regulators.
FDICIA also contains a number of consumer banking provisions, including disclosure requirements and substantive contractual limitations with
respect to deposit accounts.

As of December 31, 2008, each of our subsidiary Banks met the capital requirements of a well capitalized institution.

Enforcement Powers. Congress has provided the federal bank regulatory agencies with an array of powers to enforce laws, rules, regulations and
orders. Among other things, the agencies may require that institutions cease and desist from certain activities, may preclude persons from
participating in the affairs of insured depository institutions, may suspend or remove deposit insurance, and may impose civil money penalties
against institution-affiliated parties for certain violations.

Maximum Legal Interest Rates. Like the laws of many states, Florida law contains provisions on interest rates that may be charged by banks and
other lenders on certain types of loans. Numerous exceptions exist to the general interest limitations imposed by Florida law. The relative
importance of these interest limitation laws to the financial operations of the Banks will vary from time to time, depending on a number of
factors, including conditions in the money markets, the costs and availability of funds, and prevailing interest rates.

Branch Banking. Banks in Florida are permitted to branch state wide. Such branch banking, however, is subject to prior approval by the bank
regulatory agencies. Any such approval would take into consideration several factors, including the bank s level of capital, the prospects and
economics of the proposed branch office, and other conditions deemed relevant by the bank regulatory agencies for purposes of determining
whether approval should be granted to open a branch office.

Change of Control. Federal law restricts the amount of voting stock of a bank holding company and a bank that a person may acquire without
the prior approval of banking regulators. The overall effect of such laws is to make it more difficult to acquire a bank holding company and a
bank by tender offer or similar means than it might be to acquire control of another type of corporation. Consequently, shareholders of the
Company may be less likely to benefit from the rapid increases in stock prices that may result from tender offers or similar efforts to acquire
control of other companies. Federal law also imposes restrictions on acquisitions of stock in a bank holding company and a state bank. Under the
federal Change in Bank Control Act and the regulations thereunder, a person or group must give advance notice to the Federal Reserve before
acquiring control of any bank holding company, the OCC before acquiring control of any national bank and the FDIC and the OFR before
acquiring control of a state bank. Upon receipt of such notice, the bank regulatory agencies may approve or disapprove the acquisition. The
Change in Bank Control Act creates a rebuttable presumption of control if a member or group acquires a certain percentage or more of a bank
holding company s or state bank s voting stock, or if one or more other control factors set forth in the Act are present.
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Interstate Banking. Federal law provides for nationwide interstate banking and branching. Under the law, interstate acquisitions of banks or bank
holding companies in any state by bank holding companies in any other state are permissible subject to certain limitations. Florida has a law that
allows out-of-state bank holding companies (located in states that allow Florida bank holding companies to acquire banks and bank holding
companies in that state) to acquire Florida banks and Florida bank holding companies. The law essentially provides for out-of-state entry by
acquisition only (and not by interstate branching) and requires the acquired Florida bank to have been in existence for at least three years.

Effect of Governmental Policies. Our earnings and businesses are affected by the policies of various regulatory authorities of the United States,
especially the Federal Reserve. The Federal Reserve, among other things, regulates the supply of credit and deals with general economic
conditions within the United States. The instruments of monetary policy employed by the Federal Reserve for those purposes influence in
various ways the overall level of investments, loans, other extensions of credit, and deposits, and the interest rates paid on liabilities and received
on assets.

Sarbanes-Oxley Act. In 2002, the Sarbanes-Oxley Act was enacted which imposes a myriad of corporate governance and accounting measures
designed that shareholders are treated and have full and accurate information about the public companies in which they invest. All public
companies are affected by the Act. Some of the principal provisions of the Act include:

the creation of an independent accounting oversight board ( PCAOB ) to oversee the audit of public companies and auditors who
perform such audits;

auditor independence provisions which restrict non-audit services that independent accountants may provide to their audit clients;

additional corporate governance and responsibility measures which (a) require the chief executive officer and chief financial officer
to certify financial statements and internal controls and to forfeit salary and bonuses in certain situations, and (b) protect
whistleblowers and informants;

expansion of the authority and responsibilities of the company s audit, nominating and compensation committees;

mandatory disclosure by analysts of potential conflicts of interest; and

enhanced penalties for fraud and other violations.
USA Patriot Act. In 2001, the USA Patriot Act was enacted. The Act requires financial institutions to help prevent, detect and prosecute
international money laundering and financing of terrorism. The effectiveness of a financial institution in combating money laundering activities
is a factor to be considered in any application submitted by the financial institution with the bank regulatory agencies. Our Banks have adopted
systems and procedures designed to comply with the USA Patriot Act and regulations adopted thereunder by the Secretary of the Treasury.

Competition

We encounter strong competition both in making loans and in attracting deposits. The deregulation of the banking industry and the widespread
enactment of state laws which permit multi-bank holding companies as well as an increasing level of interstate banking have created a highly
competitive environment for commercial banking. In one or more aspects of its business, our Company competes with other commercial banks,
savings and loan associations, credit unions, finance companies, mutual funds, insurance companies, brokerage and investment banking
companies, and other financial intermediaries. Most of these competitors, some of which are affiliated with bank holding companies, have
substantially greater resources and lending limits, and may offer certain services that we do not currently provide. In addition, many of our
non-bank competitors are not subject to the same extensive federal regulations that govern bank holding companies and federally insured banks.
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Federal and state laws also have heightened the competitive environment in which financial institutions must conduct their business, and the
potential for competition among financial institutions of all types has increased significantly.

To compete, we rely upon specialized services, responsive handling of customer needs, and personal contacts by its officers, directors, and staff.
Large multi-branch banking competitors tend to compete primarily by rate and the number and location of branches while smaller, independent
financial institutions tend to compete primarily by rate and personal service.

Employees

As of December 31, 2008, we had a total of approximately 399 full-time equivalent employees. The employees are not represented by a
collective bargaining unit. We consider relations with employees to be good.

Statistical Profile and Other Financial Data

Reference is hereby made to the statistical and financial data contained in the section captioned Management s Discussion and Analysis of
Financial Condition and Results of Operations, for statistical and financial data providing a review of our Company s business activities.

Availability of Reports furnished or filed with the Securities and Exchange Commission (SEC)

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Exchange Act are available on our internet website at www.csflbanks.com or
www.centerstatebanks.com.

Item 1A.  Risk Factors

We have identified risk factors described below, which should be viewed in conjunction with the other information contained in this document
and information incorporated by reference, including our consolidated financial statements and related notes. If any of the following risks or
other risks which have not been identified or which we may believe are immaterial or unlikely, actually occur, our business, financial condition
and results of operations could be harmed. As noted previously, this report contains forward-looking statements that involve risks and
uncertainties, including statements about our future plans, objectives, intentions and expectations. Many factors, including those described
below, could cause actual results to differ materially from those discussed in forward-looking statements.

Risks Related to Our Business

Recent negative developments in the financial services industry and the U.S. and global credit markets may adversely impact our
operations and results

Negative developments in the latter portion of 2007 and during 2008 in the capital markets have resulted in uncertainty in the financial markets
in general with the expectation of the general economic downturn continuing in 2009 and beyond. Loan portfolio performances have
deteriorated at many institutions resulting from, among other factors, a weak economy and a decline in the value of the collateral supporting
their loans. The competition for our deposits has increased significantly due to liquidity concerns at many of these same institutions. Stock prices
of bank holding companies, like ours, have been negatively affected by the current condition of the financial markets, as has our ability, if
needed, to raise capital or borrow in the debt markets, compared to prior years. As a result, there is a potential for new federal or state laws and
regulations regarding lending and funding practices and capital and liquidity standards, and financial institution regulatory agencies are expected
to be very aggressive in responding to concerns and trends identified in examinations, including the expected issuance of
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many formal enforcement actions. Negative developments in the financial services industry and the impact of any new legislation in response to
those developments could negatively impact our operations by restricting our business operations, including our ability to originate or sell loans,
and adversely impact our financial performance.

Deterioration in the housing market and homebuilding industry could lead to additional loan losses and reduced earnings

There has been substantial industry concern and publicity over asset quality among financial institutions due in large part to issues related to
declining real estate values and general economic concerns. As of December 31, 2008, the Banks non-performing loans were approximately
$19.9 million, or 2.23% of the loan portfolio. Nonperforming assets were approximately $24.8 million as of this same date, or 1.86% of total
assets. Furthermore, the housing and the residential markets recently have experienced a variety of difficulties and changed economic
conditions. If market conditions continue to deteriorate, they may lead to additional valuation adjustments on the Banks loan portfolios and real
estate owned as the Banks continue to reassess the market value of their loan portfolios, the losses associated with the loans in default and the
net realizable value of real estate owned. The homebuilding industry has experienced a significant and sustained decline in demand for new
homes and an oversupply of new and existing homes available for sale in various markets, including the markets in which the Banks lend.
Customers who are builders and developers face greater difficulty in selling their homes in markets where these trends are more pronounced.
Consequently, the Banks are facing increased delinquencies and non-performing assets as these customers are forced to default on their loans.
The Banks do not anticipate that the housing market will improve in the near-term, and accordingly, additional downgrades, provisions for loan
losses and charge-offs relating to their loan portfolios may occur.

Loan Portfolio includes commercial and industrial loans that have higher risks

The Banks commercial and commercial real estate loans at December 31, 2008, were $80.5 million and $434.5 million, respectively, or 9.0%
and 48.7% of total loans. Commercial and commercial real estate loans generally carry larger loan balances and can involve a greater degree of
financial and credit risk than other loans. Any significant failure to pay on time by the Banks customers would hurt our earnings. The increased
financial and credit risk associated with these types of loans are a result of several factors, including the concentration of principal in a limited
number of loans and borrowers, the size of loan balances, the effects of general economic conditions on income-producing properties and the
increased difficulty of evaluating and monitoring these types of loans. In addition, when underwriting a commercial or industrial loan, the Banks
may take a security interest in commercial real estate, and, in some instances upon a default by the borrower, we may foreclose on and take title
to the property, which may lead to potential financial risks for us under applicable environmental laws. If hazardous substances were discovered
on any of these properties, we may be liable to governmental agencies or third parties for the costs of remediation of the hazard, as well as for
personal injury and property damage. Many environmental laws can impose liability regardless of whether the Banks knew of, or were
responsible for, the contamination.

Furthermore, the repayment of loans secured by commercial real estate is typically dependent upon the successful operation of the related real
estate or commercial project. If the cash flow from the project are reduced, a borrower s ability to repay the loan may be impaired. This cash flow
shortage may result in the failure to make loan payments. In such cases, the Banks may be compelled to modify the terms of the loan. In

addition, the nature of these loans is such that they are generally less predictable and more difficult to evaluate and monitor. As a result,
repayment of these loans may, to a greater extent than residential loans, be subject to adverse conditions in the real estate market or economy.
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Possible use of more costly brokered deposits

We can offer no assurance that the Banks will be able to maintain or increase their market share of deposits in their highly competitive service
areas. If they are unable to do so, they may be forced to accept increased amounts of out-of-market or brokered deposits. As of December 31,
2008, the Banks had no brokered deposits. At times, the cost of out-of-market and brokered deposits may exceed the cost of deposits in the local
market. In addition, the cost of out-of-market and brokered deposits can be volatile, and if the Banks are unable to access these markets or if
costs related to out-of-market and brokered deposits increases, the Banks liquidity and ability to support demand for loans could be adversely
affected.

Our business is subject to the success of the local economies where we operate

Our success significantly depends upon the growth in population, income levels, deposits and housing starts in our primary and secondary
markets. If the communities in which we operate do not grow or if prevailing economic conditions locally or nationally continue to remain
challenged, our business may be adversely affected. Prolonged adverse economic conditions in our specific market area could reduce our growth
rate, affect the ability of our customers to repay their loans to us and generally affect our financial condition and results of operations. We are
less able than a larger institution to spread the risks of unfavorable local economic conditions across a large number of diversified economies.
Moreover, we cannot give any assurance we will benefit from any market growth or favorable economic conditions in our primary market areas
if they do occur.

If the value of real estate in our core Florida market were to decline materially, a significant portion of our loan portfolio could become
under-collateralized, which could have a material adverse effect on us

With most of our loans concentrated in Central Florida, a continued decline in local economic conditions could adversely affect the values of our
real estate collateral. Consequently, a prolonged decline in local economic conditions may have a greater effect on our earnings and capital than
on the earnings and capital of larger financial institutions whose real estate loan portfolios are geographically diverse.

In addition to the financial strength and cash flow characteristics of the borrower in each case, the Banks often secure loans with real estate
collateral. At December 31, 2008, approximately 84% of the Banks loans have real estate as a primary or secondary component of collateral.
The real estate collateral in each case provides an alternate source of repayment in the event of default by the borrower and may deteriorate in
value during the time the credit is extended. If we are required to liquidate the collateral securing a loan to satisfy the debt during a period of
reduced real estate values, our earnings and capital could be adversely affected.

An inadequate allowance for loan losses would reduce our earnings

The risk of credit losses on loans varies with, among other things, general economic conditions, the type of loan being made, the
creditworthiness of the borrower over the term of the loan and, in the case of a collateralized loan, the value and marketability of the collateral
for the loan. Management maintains an allowance for loan losses based upon, among other things, historical experience, an evaluation of
economic conditions and regular reviews of delinquencies and loan portfolio quality. Based upon such factors, management makes various
assumptions and judgments about the ultimate collectibility of the loan portfolio and provides an allowance for loan losses based upon a
percentage of the outstanding balances and for specific loans when their ultimate collectibility is considered questionable. If management s
assumptions and judgments prove to be incorrect and the allowance for loan losses is inadequate to absorb losses, or if the bank regulatory
authorities require the Banks to increase the allowance for loan losses as a part of their examination process, the Banks earnings and capital
could be significantly and adversely affected.

14

Table of Contents 20



Edgar Filing: CENTERSTATE BANKS OF FLORIDA INC - Form 10-K

Table of Conten

Our business strategy includes continued growth, and our financial condition and results of operations could be negatively affected if we
fail to grow or fail to manage our growth effectively

We intend to continue pursuing a growth strategy for our business. Our prospects must be considered in light of the risks, expenses and
difficulties frequently encountered by companies in significant growth stages of development. Particularly in light of prevailing economic
conditions, we cannot assure you we will be able to expand our market presence in our existing markets or successfully enter new markets or
that any such expansion will not adversely affect our results of operations. Failure to manage our growth effectively could have a material
adverse effect on our business, future prospects, financial condition or results of operations, and could adversely affect our ability to successfully
implement our business strategy. Also, if our growth occurs more slowly than anticipated or declines, our operating results could be materially
adversely affected.

Our ability to successfully grow will depend on a variety of factors including the continued availability of desirable business opportunities, the

competitive responses from other financial institutions in our market areas and our ability to manage our growth. While we believe we have the
management resources and internal systems in place to successfully manage our future growth, there can be no assurance growth opportunities

will be available or growth will be successfully managed.

We may face risks with respect to future expansion

We may acquire other financial institutions or parts of those institutions in the future and we may engage in additional de novo branch
expansion. We may also consider and enter into new lines of business or offer new products or services. We also may receive future inquiries
and have discussions with potential acquirors of us. Acquisitions and mergers involve a number of risks, including:

the time and costs associated with identifying and evaluating potential acquisitions and merger partners;

the estimates and judgments used to evaluate credit, operations, management and market risks with respect to the target institution
may not be accurate;

the time and costs of evaluating new markets, hiring experienced local management and opening new offices, and the time lags
between these activities and the generation of sufficient assets and deposits to support the costs of the expansion;

our ability to finance an acquisition and possible dilution to our existing shareholders;

the diversion of our management s attention to the negotiation of a transaction, and the integration of the operations and personnel of
the combining businesses;

entry into new markets where we lack experience;

the introduction of new products and services into our business;

the incurrence and possible impairment of goodwill associated with an acquisition and possible adverse short-term effects on our
results of operations; and

the risk of loss of key employees and customers.
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We may incur substantial costs to expand, and we can give no assurance such expansion will result in the levels of profits we seek. There can be
no assurance integration efforts for any future mergers or acquisitions will be successful. Also, we may issue equity securities, including
common stock and securities convertible into shares of our common stock in connection with future acquisitions, which could cause ownership
and economic dilution to our current shareholders and to investors purchasing common stock in this offering. There is no assurance that,
following any future mergers or acquisition, our integration efforts will be successful or our company, after giving effect to the acquisition, will
achieve profits comparable to or better than our historical experience.
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The building of market share throughout our de novo branching strategy could cause our expenses to increase faster than revenues

We may continue to build market share in Central Florida through our de novo branching strategy. There are considerable costs involved in
opening branches and new branches generally do not generate sufficient revenues to offset their costs until they have been in operation for at
least a year or more. Accordingly, our new branches can be expected to negatively impact our earnings for some period of time until the
branches reach certain economies of scale. Our expenses could be further increased if we encounter delays in the opening of any of our new
branches. Finally, we have no assurance our new branches will be successful even after they have been established.

Our recent results may not be indicative of our future results

We may not be able to sustain our historical rate of growth or may not even be able to grow our business at all. In addition, our recent growth
may distort some of our historical financial ratios and statistics. Various factors, such as economic conditions, regulatory and legislative
considerations and competition, may also impede or prohibit our ability to expand our market presence. If we experience a significant decrease
in our historical rate of growth, our results of operations and financial condition may be adversely affected due to a high percentage of our
operating costs being fixed expenses.

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

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our operations. We anticipate our
capital resources as a result of the recent sale of the Series A preferred stock to the Treasury will satisfy our capital requirements for the
foreseeable future. We may at some point, however, need to raise additional capital to support our continued growth.

Our ability to raise additional capital, if needed, will depend on conditions in the capital markets at that time, which are outside our control, and
on our financial performance. Accordingly, we cannot assure you of our ability to raise additional capital if needed on terms acceptable to us. If
we cannot raise additional capital when needed, our ability to further expand our operations through internal growth and acquisitions could be
materially impaired.

Changes in interest rates may negatively affect our earnings and the value of our assets.

Our earnings and cash flows are largely dependent upon our net interest income. Net interest income is the difference between interest income
earned on interest-earnings assets, such as loans and investment securities, and interest expense paid on interest-bearing liabilities, such as
deposits and borrowed funds. Interest rates are sensitive to many factors that are beyond our control, including general economic conditions,
competition and policies of various governmental and regulatory agencies and, in particular, the policies of the Board of Governors of the
Federal Reserve. Changes in monetary policy, including changes in interest rates, could influence not only the interest our Banks receive on
loans and investment securities and the amount of interest they pay on deposits and borrowings, but such changes could also affect (i) the Banks
ability to originate loans and obtain deposits, (ii) the fair value of our financial assets and liabilities, including the available for sale securities
portfolio, and (iii) the average duration of our interest-earning assets. This also includes the risk that interest-earning assets may be more
responsive to changes in interest rates than interest-bearing liabilities, or vice versa (repricing risk), the risk that the individual interest rates or
rates indices underlying various interest-earning assets and interest-bearing liabilities may not change in the same degree over a given time
period (basis risk), and the risk of changing interest rate relationships across the spectrum of interest-earning asset and interest-bearing liability
maturities (yield curve risk), including a prolonged flat or inverted yield curve environment. Any substantial, unexpected, prolonged change in
market interest rates could have a material adverse affect on our financial condition and results of operations.
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Competition from financial institutions and other financial service providers may adversely affect our profitability

The banking business is highly competitive and we experience competition in each of our markets from many other financial institutions. We
compete with commercial banks, credit unions, savings and loan associations, mortgage banking firms, consumer finance companies, securities
brokerage firms, insurance companies, money market funds, and other mutual funds, as well as other super-regional, national and international
financial institutions that operate offices in our primary market areas and elsewhere.

We compete with these institutions both in attracting deposits and in making loans. In addition, we have to attract our customer base from other
existing financial institutions and from new residents. Many of our competitors are well-established, larger financial institutions. While we
believe we can and do successfully compete with these other financial institutions in our primary markets, we may face a competitive
disadvantage as a result of our smaller size, lack of geographic diversification and inability to spread our marketing costs across a broader
market. Although we compete by concentrating our marketing efforts in our primary markets with local advertisements, personal contacts, and
greater flexibility and responsiveness in working with local customers, we can give no assurance this strategy will be successful.

We are subject to extensive regulation that could limit or restrict our activities

We operate in a highly regulated industry and are subject to examination, supervision, and comprehensive regulation by various federal and state
agencies. Our compliance with these regulations is costly and restricts certain of our activities, including payment of dividends, mergers and
acquisitions, investments, loans and interest rates charged, interest rates paid on deposits and locations of offices. We are also subject to
capitalization guidelines established by our regulators, which require us to maintain adequate capital to support our growth.

The laws and regulations applicable to the banking industry could change at any time, and we cannot predict the effects of these changes on our
business and profitability. Because government regulation greatly affects the business and financial results of all commercial banks and bank
holding companies, our cost of compliance could adversely affect our ability to operate profitably.

We are dependent upon the services of our management team

Our future success and profitability is substantially dependent upon the management and banking abilities of our senior executives. We believe
that our future results will also depend in part upon our attracting and retaining highly skilled and qualified management and sales and marketing
personnel. Competition for such personnel is intense, and we cannot assure you that we will be successful in retaining such personnel. We also
cannot guarantee that members of our executive management team will remain with us. Changes in key personnel and their responsibilities may
be disruptive to our business and could have a material adverse effect on our business, financial condition and results of operations.

Our profitability could be adversely affected if we are unable to promptly deploy the capital raised in our recent offering

We may not be able to immediately deploy all of the capital raised in the recent sale of the Series A preferred stock to the Treasury. Investing the
offering proceeds in securities until we are able to deploy the proceeds will provide lower margins than we generally earn on loans, potentially
adversely affecting shareholder returns, including earnings per share, return on assets and return on equity.
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The trading volume in our common stock has been low and the sale of substantial amounts of our common stock in the public market
could depress the price of our common stock

Our common stock is thinly traded. The average daily trading volume of our shares on The Nasdaq National Market during 2008 was
approximately 14,000 shares. Thinly traded stock can be more volatile than stock trading in an active public market. We cannot predict the
extent to which an active public market for our common stock will develop or be sustained after this offering. In recent years, the stock market
has experienced a high level of price and volume volatility, and market prices for the stock of many companies have experienced wide price
fluctuations that have not necessarily been related to their operating performance. Therefore, our shareholders may not be able to sell their shares
at the volumes, prices, or times that they desire.

We cannot predict the effect, if any, that future sales of our common stock in the market, or availability of shares of our common stock for sale
in the market, will have on the market price of our common stock. We therefore can give no assurance sales of substantial amounts of our
common stock in the market, or the potential for large amounts of sales in the market, would not cause the price of our common stock to decline
or impair our ability to raise capital through sales of our common stock.

Our ability to pay dividends is limited and we may be unable to pay future dividends

Our ability to pay dividends is limited by regulatory restrictions and the need to maintain sufficient consolidated capital. The ability of our four
bank subsidiaries to pay dividends to us is limited by their obligations to maintain sufficient capital and by other general restrictions on their
dividends that are applicable to national banks and state banks that are regulated by the FDIC. If we do not satisfy these regulatory requirements,
we will be unable to pay dividends on our common stock.

Our preferred shares impact net income available to our common shareholders and our earnings per share

As long as there are Series A preferred shares outstanding, no dividends may be paid on our common stock unless all dividends on the preferred
shares have been paid in full. The dividends declared on our Series A preferred shares will reduce the net income available to common
shareholders and our earnings per common share. Additionally, warrants to purchase our common stock issued to the Treasury, in conjunction
with the Series A preferred shares may be dilutive to our earnings per share. The Series A preferred shares will also receive preferential
treatment in the event of liquidation, dissolution or winding up of our business.

Holders of our junior subordinated debentures have rights that are senior to those of our common stockholders

We have supported our continued growth through the issuance of trust preferred securities from a special purpose trust and accompanying junior
subordinated debentures. At December 31, 2008, we had outstanding trust preferred securities and accompanying junior subordinated debentures
totaling $12.5 million. Payments of the principal and interest on the trust preferred securities of this special purpose trust are conditionally
guaranteed by us. Further, the accompanying junior subordinated debentures we issued to the special purpose trust are senior to our shares of
common stock. As a result, we must make payments on the junior subordinated debentures before any dividends can be paid on our common
stock and, in the event of our bankruptcy, dissolution or liquidation, the holders of the junior subordinated debentures must be satisfied before
any distributions can be made on our common stock. We have the right to defer distributions on our junior subordinated debentures (and the
related trust preferred securities) for up to five years, during which time no dividends may be paid on our common stock.

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

Our Holding Company owns no real property. Our corporate office is leased from one of our subsidiary banks, and is located at 42745 U.S.
Highway 27, Davenport, Florida 33837. Our Company, through our banks, currently operates a total of 37 banking offices. Of these offices there
are two mini offices in active adult communities. These offices are leased for nominal amounts, and generally consist of a room that is set aside
for us in the community club house or community center. These offices are opened for abbreviated periods and cater to the residents of the gated
community. Of the 35 full service offices, we lease nine, two of these we built the building but are leasing the land, and two are temporary

leased facilities until the construction on the permanent buildings are completed. See Note 6 to the Consolidated Financial Statements of our
Company included in this Annual Report on Form 10-K and Management s Discussion and Analysis Bank Premises and Equipment, for
additional information regarding our premises and equipment.

Item 3. Legal Proceedings

Our banks are periodically parties to or otherwise involved in legal proceedings arising in the normal course of business, such as claims to
enforce liens, claims involving the making and servicing of real property loans, and other issues incident to their respective businesses. We do
not believe that there is any pending or threatened proceeding against the Banks which would have a material adverse effect on our consolidated
financial position.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of our Company security holders during the fourth quarter of the year ended December 31, 2008.
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PART II

Item S. Market for Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

The shares of our Common Stock are traded on the Nasdaq National Market System. The following sets forth the high and low trading prices for
trades of our Common Stock that occurred during 2008 and 2007. Historical per share data has been adjusted to reflect our May 2006 two for
one stock split.

2008 2007
High Low High Low
1st Quarter $17.61 $12.12 $21.50 $17.01
2nd Quarter 14.34 10.40 19.99 16.32
3rd Quarter 18.00 9.70 18.52 15.36
4th Quarter 18.00 12.81 16.10 11.75

As of December 31, 2008, there are 12,474,315 shares of common stock outstanding. There were approximately 989 registered shareholders as
of that date, as reported by our transfer agent, Continental Stock Transfer & Trust Company.

Dividends

We have historically paid cash dividends on a quarterly basis, on the last business day of the calendar quarter. The following sets forth per share
cash dividends paid during 2008 and 2007.

2008 2007
1st Quarter $0.04 $0.035
2nd Quarter $0.04 $0.035
3rd Quarter $0.04 $ 0.04
4th Quarter $0.04 $ 0.04

The payment of dividends is a decision of our Board of Directors based upon then-existing circumstances, including our rate of growth,
profitability, financial condition, existing and anticipated capital requirements, the amount of funds legally available for the payment of cash
dividends, regulatory constraints and such other factors as the Board determines relevant. The source of funds for payment of dividends by our
Holding Company is dividends received from our Banks, or excess cash available at the Holding Company level. Payments by our subsidiary
Banks to our Holding Company are limited by law and regulations of the bank regulatory authorities. There are various statutory and contractual
limitations on the ability of our Banks to pay dividends to our Holding Company. The bank regulatory agencies also have the general authority
to limit the dividends paid by banks if such payment may be deemed to constitute an unsafe and unsound practice. Our subsidiaries may not pay
dividends from their paid-in surplus. All dividends must be paid out of undivided profits then on hand, after deducting expenses, including
reserves for losses and bad debts. In addition, a national bank is prohibited from declaring a dividend on its shares of common stock until its
surplus equals its stated capital, unless there has been transferred to surplus no less than one/tenth of the bank s net profits of the preceding two
consecutive half-year periods (in the case of an annual dividend). The approval of the OCC is required if the total of all dividends declared by a
national bank in any calendar year exceeds the total of its net profits for that year combined with its retained net profits for the preceding two
years, less any required transfers to surplus. As to a state bank, no dividends may be paid at a time when the Bank s net income from the
preceding two years is a loss or which would cause the capital accounts of the Bank to fall below the minimum amount required by law,
regulation, order or any written agreement with the Florida Department or a Federal regulatory agency.

As long as there are Series A preferred shares outstanding, no dividends may be paid on our common stock unless all dividends on the preferred
shares have been paid in full. The dividends declared on our Series A preferred shares will reduce the net income available to common
shareholders and our earnings per common share. Additionally, warrants to purchase our common stock issued to the Treasury, in conjunction
with the
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Series A preferred shares may be dilutive to our earnings per share. The Series A preferred shares will also receive preferential treatment in the
event of liquidation, dissolution or winding up of our business.

Share Repurchases
We did not repurchase any shares of our common stock during 2008.
Stock Plans

With respect to information regarding our securities authorized for issuance under equity incentive plans, the information contained in the
section entitled Equity Compensation Plan Information in our Definitive Proxy Statement for the 2009 Annual Meeting of Shareholders is
incorporated herein by reference.

Performance Graph

Shares of our common stock are traded on the NASDAQ National Market System. The following graph compares the yearly percentage change
in cumulative shareholder return on the Company s common stock, with the cumulative total return of the SNL Southeast Bank Index and the
NASDAQ Bank Index, since December 31, 2003 (assuming a $100 investment on December 31, 2003 and reinvestment of all dividends).

2003 2004 2005 2006 2007 2008

CenterState Banks of Florida, Inc. 100 170 185 225 131 185

SNL Southeast Bank Index 100 119 121 142 107 43

NASDAQ Bank Index 100 111 106 118 92 70
21

Table of Contents 28



Edgar Filing: CENTERSTATE BANKS OF FLORIDA INC - Form 10-K

Table of Conten

Item 6. Selected Consolidated Financial Data

The selected consolidated financial data presented below should be read in conjunction with management s discussion and analysis of financial
condition and results of operations, and the consolidated financial statements and footnotes thereto, of the Company at December 31, 2008 and
2007, and the three year period ended December 31, 2008, presented elsewhere herein.

Selected Consolidated Financial Data

For the twelve month period ending or as of December 31

(Dollars in thousands except for share and per share

data) 2008 2007 2006 2005 2004
SUMMARY OF OPERATIONS:

Total interest income $ 68,082 $ 75,173 $ 59,113 $ 40,266 $ 29,088
Total interest expense (27,797) (32,825) (22,010) (11,722) (7,874)
Net interest income 40,285 42,348 37,103 28,544 21,214
Provision for loan losses (6,520) 2,792) (717) (1,065) (1,270)
Net interest income after provision for loan losses 33,765 39,556 36,386 27,479 19,944
Non-interest income 9,324 7,104 5,913 5,177 4,798
Gain on sale of bank branch office real estate 1,483

Sale of bank shell 1,000

Gain on sale of branches 1,844
Non-interest expense (39,936) (35,964) (28,981) (22,602) (19,646)
Income before income taxes 4,636 11,696 13,318 10,054 6,940
Income taxes (1,215) (3,897) (4,859) (3,724) (2,567)
Net income $ 3,421 $ 7799 $ 8459  §$ 6,330 % 4,373
PER COMMON SHARE DATA:

Basic earnings per share $ 026 §$ 064 § 077 $ 068 § 0.59
Diluted earnings per share $ 026 $ 063 $ 075 $ 066 $ 0.57
Common equity per common share outstanding $ 1222 § 1192  § 1054  § 926 §$ 7.09
Tangible common equity per common share outstanding $ 964  § 928 § 938 § 877 $ 6.45
Dividends per common share $ 0.16 $ 015 $ 0.14 $ 013 $ 0.12
Actual shares outstanding 12,474,315 12,436,407 11,129,020 10,500,772 8,137,426
Weighted average common shares outstanding 12,452,375 12,108,590 10,964,890 9,357,046 7,500,316
Diluted weighted average common shares outstanding 12,585,036 12,294,537 11,232,059 9,629,194 7,656,308
BALANCE SHEET DATA:

Assets $ 1,333,143 $ 1,217,430 $ 1,077,102 $ 871,521 $ 753,779
Total loans 892,001 841,405 657,963 516,658 441,005
Allowance for loan loss 13,335 10,828 7,355 6,491 5,685
Total deposits 993,800 972,620 892,806 717,337 659,630
Other borrowings 141,183 75,646 52,792 42,811 24,627
Corporate debenture 12,500 12,500 10,000 10,000 10,000
Preferred stockholders equity 26,787

Common stockholders equity 152,378 148,282 117,332 97,241 57,664
Total stockholders equity 179,165 148,282 117,332 97,241 57,664
Tangible capital 147,099 115,439 104,386 92,087 52,438
Goodwill 28,118 28,118 9,863 4,675 4,675
Core deposit intangible (CDI) 3,948 4,725 3,083 479 551
Average total assets 1,238,005 1,189,268 981,640 808,177 673,669
Average loans 856,260 791,886 605,236 482,819 421,229
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1,108,180
975,352
823,121
923,591
154,521
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1,068,591
963,033
775,282
854,251
138,425

894,286
807,471
610,732
670,562
109,794

744,298
678,149
496,046
544,663

78,037

618,589
584,442
445,358
481,468

51,340
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Selected Consolidated Financial Data continued

For the twelve month period ending or as of December 31

(Dollars in thousands except for share and per

share data) 2008 2007 2006 2005 2004
SELECTED FINANCIAL RATIOS:

Return on average assets 0.28% 0.66% 0.86% 0.78% 0.65%
Return on average equity 2.21% 5.63% 7.70% 8.11% 8.52%
Dividend payout 58% 23% 18% 19% 21%
Efficiency (1) 81% 73% 68% 67% 76%
Net interest margin, tax equivalent

basis (2) 3.70% 4.01% 4.17% 3.84% 3.43%
Net interest spread, tax equivalent basis (3) 3.19% 3.25% 3.35% 3.27% 3.06%
CAPITAL RATIOS:

Tier 1 leverage ratio 12.59% 10.78% 11.23% 12.35% 8.60%
Risk-based capital

Tier 1 16.17% 13.80% 15.60% 18.10% 13.40%
Total 17.43% 14.97% 16.60% 19.23% 14.61%
Average equity to average assets 12.48% 11.64% 11.18% 9.66% 7.62%
ASSET QUALITY RATIOS:

Net charge-offs to average loans 0.47% 0.12% 0.08% 0.05% 0.07%
Allowance to period end loans 1.49% 1.29% 1.12% 1.26% 1.29%
Allowance for loan losses to non-performing loans 67% 266% 1,206% 430% 634%
Non-performing assets to total assets 1.86% 0.40% 0.06% 0.18% 0.17%
OTHER DATA:

Banking locations 37 37 30 26 25
Full-time equivalent employees 399 371 320 275 257

(1) Efficiency ratio is non-interest expense divided by the sum of net interest income before the provision for loan losses plus non-interest
income, exclusive of non-recurring items.

(2) Net interest margin is net interest income divided by total average earning assets.

(3) Netinterest spread is the difference between the average yield on earning assets and the average yield on average interest bearing
liabilities.
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Quarterly Financial Information

The following table sets forth, for the periods indicated, certain consolidated quarterly financial information. This information is derived from
our unaudited financial statements which include, in the opinion of management, all normal recurring adjustments which management considers
necessary for a fair presentation of the results for such periods. The sum of the four quarters of earnings per share may not equal the total
earnings per share for the full year due to rounding. This information should be read in conjunction with our consolidated financial statements
and the notes thereto included elsewhere in this document. The results for any quarter are not necessarily indicative of results for future periods.

Selected Quarterly Data

(Dollars are in thousands)

2008 2007
(Dollars in thousands except for per share data) 4Q 3Q 2Q 1Q 4Q 3Q 2Q 1Q
Interest income $ 16429 $16,821 $16,866 $17,966 $19,191 $19,839 $19,623 $16,520
Interest expense (6,364)  (6,445) (6,836) (8,152)  (8,586) (8,938)  (8,379) (6,922)
Net interest income 10,065 10,376 10,030 9,814 10,605 10,901 11,244 9,598
Provision for loan losses (2,637) (1,764) (1,515) (604) (1,605) (529) (376) (282)
Net interest income after
Provision for loan losses 7,428 8,612 8,515 9,210 9,000 10,372 10,868 9,316
Non-interest income 3,346 1,810 1,750 1,757 1,923 1,959 1,903 1,540
Gain on sale of bank branch office real estate 1,483
Sale of bank shell 1,000
Securities gain (loss) 426 197 6) 44 5 2
Non-interest expenses (11,356)  (9,613) 9,560) (9,407) (9,315) 9,442)  (9,362) (8,073)
Income before income tax expense (156) 1,006 2,182 1,604 2,613 2,891 3,409 2,783
Income tax expense 237 (245) (714) 493) (854) (939) (1,129) (975)
Net income $ 81 $ 761 $ 1468 $ IL,111 $ 1,759 $ 1952 $ 2,280 $ 1,808
Basic earnings per common share $ (@©O01) $ 006 $ 012 $ 009 $ 014 $ 016 $ 018 $ 0.16
Diluted earnings per common share $ @©oO1) $ 006 $ 012 $ 009 $ 014 $ 015 $ 018 $ 0.16
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

Some of the statements in this report constitute forward-looking statements, within the meaning of the Private Securities Litigation Reform Act

of 1995 and the Securities Exchange Act of 1934. These statements related to future events, other future financial performance or business

strategies, and include statements containing terminology such as may, will, should, expects, scheduled, plans, intends, anticipates,
estimates, potential, or continue or the negative of such terms or other comparable terminology. Actual events or results may differ materially

from the results anticipated in these forward looking statements, due to a variety of factors, including, without limitation: the effects of future

economic conditions; governmental monetary and fiscal policies, as well as legislative and regulatory changes; the risks of changes in interest

rates and the level and composition of deposits, loan demand, and the values of loan collateral; and the effects of competition from other

commercial banks, thrifts, consumer finance companies, and other financial institutions operating in our market area and elsewhere. All forward

looking statements attributable to our Company are expressly qualified in their entirety by these cautionary statements. We disclaim any intent

or obligation to update these forward looking statements, whether as a result of new information, future events or otherwise. There is no

assurance that future results, levels of activity, performance or goals will be achieved.
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Our discussion and analysis of earnings and related financial data are presented herein to assist investors in understanding the financial condition
of our Company at December 31, 2008 and 2007, and the results of operations for the years ended December 31, 2008, 2007 and 2006. This
discussion should be read in conjunction with the consolidated financial statements and related footnotes of our Company presented elsewhere
herein. Historical per share data has been adjusted to reflect our May 2006 two for one stock split.

Executive Summary
Organizational structure

Our consolidated financial statements include the accounts of CenterState Banks of Florida, Inc. (the Parent Company, = Company, Corporate,
CenterState or CSFL ), and our four wholly owned subsidiary banks, and their wholly owned subsidiary, CenterState Shared Services, Inc.
( CSS ), formerly C.S. Processing, Inc.

Our four subsidiary banks operate through locations in nine counties throughout Central Florida, providing traditional deposit and lending
products and services to its commercial and retail customers. CSS is a wholly owned subsidiary of our subsidiary banks, which provides item
processing services, human resource services, credit analyst services and information technology services for these subsidiary banks. As of
December 31, 2008 we operated through 37 banking locations. We plan to close three branches during 2009. One will close on March 31, 2009
and the other two will close on April 15, 2009. The three branches combined have total deposits of approximately $25 million, which will be
transferred to three of our other existing branch offices. On January 30, 2009 we purchased approximately $180 million of the deposits of Ocala
National Bank ( ONC ) from the FDIC. ONC, which was closed by the FDIC on Friday, January 30, 2009, operated from four branch locations in
Ocala, Florida. On Monday morning, February 2, 2009, all four branches opened as CenterState Bank branch offices. See branching activities,
below for additional discussion related to our branch activities. During the fourth quarter of 2008, we initiated a correspondent banking and bond
sales division. The division is integrated with and part of our lead subsidiary bank, CSB, located in Winter Haven, Florida. See correspondent
banking division, below for additional discussion relating to this new business activity.

Through our subsidiary banks, we conduct commercial banking business consisting of attracting deposits from the general public and applying
those funds to the origination of commercial, consumer and real estate loans (including commercial loans collateralized by real estate). Our
profitability depends primarily on net interest income, which is the difference between interest income generated from interest-earning assets
(i.e. loans and investments) less the interest expense incurred on interest-bearing liabilities (i.e. customer deposits and borrowed funds). Net
interest income is affected by the relative amounts of interest-earning assets and interest-bearing liabilities, and the interest rate earned and paid
on these balances. Net interest income is dependent upon the interest rate spread which is the difference between the average yield earned on our
interest-earning assets and the average rate paid on our interest-bearing liabilities. The interest rate spread is impacted by interest rates, deposit
flows, and loan demand. Additionally, and to a lesser extent, our profitability is affected by such factors as the level of non-interest income and
expenses, the provision for credit losses, and the effective tax rate. Non-interest income consists primarily of service fees on deposit accounts
and related services, and also includes commissions earned on bond sales, brokering single family home loans, sale of mutual funds, annuities
and other non traditional and non insured investments. Non-interest expense consists of compensation, employee benefits, occupancy and
equipment expenses, and other operating expenses.

We operate under a decentralized organizational structure. Each of our subsidiary banks is managed by its own bank president, who has the
primary responsibility for the profitability and growth of the individual business unit. Each bank has its own charter, management team and
board of directors, although most of the Company s board directors are also board members of one or more of our subsidiary banks, and our
Chairman is either the chairman or at least a board member of all our subsidiary banks. Except for the largest and/or riskier lending facilities,
which require approval of a senior committee comprised of each subsidiary bank president and our
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CEO, each bank generally makes its own lending decisions. Although lending decisions are made at each bank, credit (loan) review is performed
by Parent Company employees, who are independent of the loan origination process and of the individual banks. The Chief Loan Review
officer, who also is the Company s Chief Internal Auditor, reports directly to the Company s Audit Committee, with a dotted line to our CEO.
This system of checks and balances has worked well for us in the past, and is clearly being tested in this current economy and real estate market.

At December 31, 2008, our four subsidiary banks are operating an aggregate of 37 bank branch locations in nine Counties in central Florida as
summarized in the table below:

No. of
Subsidiary Banks locations Counties
CenterState Bank Central Florida, N.A. ( Central ) 7 Osceola, Orange
CenterState Bank, N.A. ( CSB/West ) 13 Pasco, Hernando, Citrus, Sumter, Lake
CenterState Bank of Florida ( CSB/Polk ) 12 Polk
Valrico State Bank ( VSB ) 5 Hillsborough

Branching activities

We opened three new branches in 2006 and three in 2007. We did not open any new branches during 2008 and have no plans to open any during
2009. During April of 2008, we sold one branch office building located in Orange County and simultaneously entered into an agreement to lease
back the real estate for a period of one year with an option to renew the lease for an additional year. We are not going to renew the lease and will
close the office on March 31, 2009. The deposit and loan accounts will be transferred to the nearest existing office. The branch has been
operating since 1996 and currently has deposits of approximately $12 million.

We are also closing two additional small branches effective April 15, 2009. One branch operates from a leased facility in Hernando County since
it opened in August 2007. Currently it has less than $3 million in deposits. The other branch opened in October 1998 in Sumter County and
currently has approximately $10 million in total deposits. We own the Sumter County branch real estate and plan to offer it for sale. The deposit
and loan accounts will be transferred to other existing branches.

After these three branches are closed, the Company s branch network will decrease from 37 to 34. The estimated annual cost savings is expected
to approximate $500,000. We do not expect to open any new branches in 2009. However, on January 30, 2009, we purchased the deposits of
Ocala National Bank ( ONC ) from the FDIC for approximately $3,000,000, a premium of approximately 1.7%. Total deposits purchased
approximated $180,000,000. ONC, which was closed by the FDIC on Friday, January 30, 2009, operated from four bank branch locations of
which two were leased and two were owned. Pursuant to the transaction, we have the option to purchase the two owned locations, plus all the
furniture and equipment, and assume the leases at fair value, to be determined by appraisal. ONC branches opened as our branches on Monday
morning, February 2, 2009. If we decide to keep all four of these new branches, our branch network will be increased to 38 (after closing the
three branches discussed above).

TARP

On November 21, 2008, as part of the Troubled Asset Relief Program ( TARP ) Capital Purchase Program, we issued and sold to the U.S.
Department of the Treasury (the Treasury ), (a) 27,875 shares (the Preferred Shares ) of our Fixed Rate Cumulative Perpetual Preferred Stock,
Series A, having a liquidation preference of $1,000 per share, and (b) a ten-year warrant (the Warrant ) to purchase up to 250,825 shares of our
voting common stock, par value $0.01 per share ( Common Stock ), at an exercise price of $16.67 per share.
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For a detailed description of this program, what we agreed to do and what we received, refer to our Form 8-K filed on November 24, 2008, as
well as our Form S-3 filed on December 17, 2008 and our 424B2 Prospectus filed on January 2, 2009. In summary, we issued 5% Cumulative
Perpetual Preferred Stock along with a Warrant to purchase up to 250,825 shares of our common stock at an exercise price of $16.67 to the U.S.
Department of Treasury, in exchange for $27,875,000 cash, which we received on November 21, 2008. The 5% dividends are paid quarterly and
after five years the rate increases to 9% and remains at that level into perpetuity. After the initial three years, we are permitted to redeem it at any
time. In addition, we can redeem it during the initial three years under certain conditions. If we raise qualifying equity capital equal to
$27,875,000 or more prior to December 31, 2009, half of the Warrant (125,412 shares) will be cancelled. We are restricted from increasing our
cash dividend on common shares from its current level of $0.04 per quarter during the initial three years, there are certain restrictions with
regard to our ability to repurchase our own common shares and lastly, there are certain restrictions which subject us to certain executive
compensation limitations included in the Emergency Economic Stabilization Act of 2008 ( EESA ).

Correspondent banking division

Through our lead subsidiary bank in Winter Haven, Florida, we initiated a correspondent banking and bond sales division during the fourth
quarter of 2008. This new business line was created by way of a management lift-out. We hired substantially all the employees of the Royal
Bank of Canada s ( RBC ) bond sales division, who were previously employees of Alabama National Bank ( ALAB ) prior to RBC s acquisition of
ALAB. The division operates out of a newly leased facility in Birmingham, Alabama. The business lines are primarily divided into three
inter-related revenue generating activities. The first, and largest, revenue generator is commissions earned on fixed income security sales. The
second category includes: (1) correspondent bank deposits (i.e. federal funds purchased); (2) correspondent bank checking accounts; and

(3) loans to correspondent banks. The third, and smallest revenue generating category, includes fees from safe-keeping activities, bond
accounting for correspondents, and asset/liability consulting related activities. The customer base includes small to medium size financial
institutions primarily located in Florida, Georgia and Alabama, but will also include several other southeastern States. During the fourth quarter
of 2008, we earned gross commission revenue on bond sales of $1,412,000. At December 31, 2008, we had $88,976,000 in deposits of
correspondent banks (federal funds purchased).

Critical Accounting Policies

Our accounting policies are integral to understanding the results reported. Accounting policies are described in detail in Note 1 of the notes to
the consolidated financial statements. The critical accounting policies require management s judgment to ascertain the valuation of assets,
liabilities, commitments and contingencies. We have established policies and control procedures that are intended to ensure valuation methods
are well controlled and applied consistently from period to period. In addition, the policies and procedures are intended to ensure that the process
for changing methodologies occurs in an appropriate manner. The following is a brief description of our current accounting policies involving
significant management valuation judgments.

Allowance for Loan Losses

The allowance for loan losses represents our estimate of probable incurred losses inherent in the existing loan portfolio. The allowance for loan
losses is increased by the provision for loan losses charged to expense and reduced by loans charged off, net of recoveries. The allowance for
loan losses is determined based on our assessment of several factors: reviews and evaluation of individual loans, changes in the nature and
volume of the loan portfolio, current economic conditions and the related impact on specific borrowers and industry concentrations, historical
loan loss experiences and the level of classified and nonperforming loans.

Changes in the financial condition of individual borrowers, in economic conditions, in historical loss experience and in the condition of the
various markets in which collateral may be sold may all affect the required level of the allowance for loan losses and the associated provision for
loan losses.
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A standardized loan grading system is utilized at each of our subsidiary banks. The grading system is integral to our risk assessment function
related to lending. Loan officers of each bank assign a loan grade to their newly originated loans in accordance with the standard loan grades.
Throughout the lending relationship, the loan officer is responsible for periodic reviews, and if warranted he/she will downgrade or upgrade a
particular loan based on specific events and/or analyses. We use a loan grading system of 1 through 7. Grade 1 is excellent and grade 7 is

doubtful. Loans graded 5 or higher are placed on a watch list each month end and reported to that particular bank s board of directors. The
Company s loan review officer, who is independent of the lending function and is not an employee of any subsidiary bank, periodically reviews
each bank s loan portfolio and lending relationships. He may disagree with a particular bank s grade on a particular loan and subsequently
downgrade or upgrade such loan(s) based on his risk analysis. As such, our lending process is decentralized, but our credit review process is
centralized.

Beginning in late 2007, the Company s CEO initiated a new program referred to as centercourt, whereby all of our bank presidents and their chief
lending officers are gathered together in one room along with our CEO, CFO, COO and Chief Loan Review officer. Each bank president and his
chief lending officer present their prepared written report on the status of their bank s loan portfolio. Past due, non accrual, impaired, potentially
impaired, and loans in process of foreclosure, as well as OREO issues are presented and discussed. These meetings are generally held once per
quarter. The objectives include early and quick identification and resolutions of potential loan losses, as well as sharing information and ideas
between banks. The process also contributes to each bank s allowance for loan loss analysis assumptions and preparation.

We maintain an allowance for loan losses that we believe is adequate to absorb probable losses inherent in our loan portfolio. The allowance
consists of two components. The first component consists of amounts specifically reserved ( specific allowance ) for specific loans identified as
impaired, as defined by Statement of Financial Accounting Standard No. 114 ( SFAS 114 ). Impaired loans are those loans that management has
estimated will not repay as agreed upon. Each of these loans is required to have a written analysis supporting the amount of specific reserve
allocated to the particular loan, if any. That is to say, a loan may be impaired (i.e. not expected to repay as agreed), but may be sufficiently
collateralized such that we expect to recover all principle and interest eventually, and therefore no specific reserve is warranted.

The second component, which we refer to as Statement of Financial Accounting Standard No. 5 ( SFAS 5) loans, is a general reserve ( general
allowance ) on all of the Company s loans other than those identified as impaired. We group these loans into categories with similar
characteristics and then apply a loss factor to each group which is derived from our historical loss factor for that category adjusted for current
internal and external environmental factors, as well as for certain loan grading factors. The aggregate of these two components results in our
total allowance for loan losses.

Goodwill and Intangible Assets

Goodwill represents the excess of cost over fair value of assets of business acquired. Goodwill and intangible assets acquired in a purchase
business combination and determined to have an indefinite useful life are not amortized, but instead tested for impairment at least annually.
Intangible assets with estimable useful lives are amortized over their respective estimated useful lives to their estimated residual values, or in the
case of core deposit intangibles, zero. We acquired CenterState Bank of Florida, in Winter Haven, Florida, on December 31, 2002, CenterState
Bank Mid Florida on March 31, 2006 and Valrico State Bank on April 2, 2007. Consequently, we were required to record the assets acquired,
including identified intangible assets, and liabilities assumed at their fair value, which involves estimates based on third party valuations, such as
appraisals, internal valuations based on discounted cash flow analyses or other valuation techniques. The determination of the useful lives of
intangible assets is subjective, as is the appropriate amortization period for such intangible assets. In addition, purchase acquisitions typically
result in recording goodwill, which is subject to ongoing periodic impairment tests based on the fair value of the reporting unit compared to its
carrying amount, including goodwill. As of November 30, 2008, the required annual impairment test of goodwill was performed and no
impairment existed
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as of the valuation date. If for any future period we determine that there has been impairment in the carrying value of our goodwill balances, we
will record a charge to our earnings, which could have a material adverse effect on our net income. Goodwill and intangible assets are described
further in Note 7 of the notes to the consolidated financial statements.

COMPARISON OF RESULTS OF OPERATIONS FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007.
Net Income

Our net income for the year ended December 31, 2008 was $3,421,000 or $0.26 per share (basic) and $0.26 per share (diluted), compared to
$7,799,000 or $0.64 per share (basic) and $0.63 per share (diluted) for the year ended December 31, 2007.

The primary reasons for the decrease in 2008 net income compared to 2007, was the increase in our loan loss provision ($6,520,000 versus
$2,792,000), which was a reflection of the continued deterioration of the real estate market in Florida specifically and the overall economy in
general, and secondly, the decrease in our net interest income ($40,285,000 versus $42,348,000), which was caused by compression in our net
interest margin ( NIM ). These and other factors contributing to the decrease in our 2008 net income compared to 2007 are discussed below.

Net Interest Income/Margin
Net interest income consists of interest income generated by earning assets, less interest expense.

Net interest income decreased $2,063,000 or 5% to $40,285,000 during the year ended December 31, 2008 compared to $42,348,000 for the
same period in 2007. The decrease was the result of a $7,091,000 decrease in interest income less a $5,028,000 decrease in interest expense.

Interest earning assets averaged $1,108,180,000 during the year ended December 31, 2008 as compared to $1,068,591,000 for 2007, an increase
of $39,589,000, or 4%. The yield on average interest earning assets decreased 89 basis points ( bps ) to 6.14% (89bps to 6.20% tax equivalent
basis) during the year ended December 31, 2008, compared to 7.03% (7.09% tax equivalent basis) for 2007. The combined net effects of the
$39,589,000 increase in average interest earning assets and the 89bps decrease in yield on average interest earning assets resulted in the
$7,091,000 ($6,968,000 tax equivalent basis) decrease in interest income between the two years.

Interest bearing liabilities averaged $923,591,000 during the year ended December 31, 2008 as compared to $854,251,000 for 2007, an increase
of $69,340,000, or 8%. The cost of average interest bearing liabilities decreased 83bps to 3.01% during the year ended December 31, 2008,
compared to 3.84% for 2007. The combined net effects of the $69,340,000 increase in average interest bearing liabilities and the 83bps decrease
in cost of average interest bearing liabilities resulted in the $5,028,000 decrease in interest expense between the two years.
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See the tables Average Balances Yields & Rates, and Analysis Of Changes In Interest Income And Expenses below.
Average Balances Yields & Rates
(Dollars are in thousands)
Years Ended December 31,
2008 2007

Average Interest Average Average Interest

Balance Inc/ Exp Rate Balance Inc / Exp
ASSETS:
Loans (1) (2) (7) $ 856,260 $57,519 6.72% $ 791,886 $61,971
Securities available for sale taxable 154,270 7,822 5.07% 191,674 9,388
Securities available for sale tax exempt (7) 38,070 2,060 5.41% 35,933 1,824
Federal funds sold and other 59,580 1,345 2.26% 49,098 2,531
TOTAL INTEREST EARNING ASSETS $ 1,108,180 $ 68,746 6.20%  $ 1,068,591 $75,714
Allowance for loan losses (11,750) 9,114)
All other assets 141,575 129,791
TOTAL ASSETS $ 1,238,005 $ 1,189,268
LIABILITIES & STOCKHOLDERS EQUITY
Deposits:
Now $ 141,756 $ 953 0.67% $ 125,468 $ 1,375
Money market 112,957 2,298 2.03% 114,457 3,314
Savings 67,215 733 1.09% 53,195 431
Time deposits 501,193 20,952 4.18% 482,162 23,570
Repurchase agreements 30,818 459 1.49% 58,329 2,582
Other borrowed funds (3) 57,152 1,584 2.77% 8,765 532
Corporate debenture (4) 12,500 818 6.54% 11,875 1,021
TOTAL INTEREST BEARING LIABILITIES $ 923,591 $27,797 301% $ 854,251 $32,825
Demand deposits 152,231 187,751
Other liabilities 7,662 8,841
Total stockholders equity 154,521 138,425
TOTAL LIABILITIES AND
STOCKHOLDERS EQUITY $ 1,238,005 $ 1,189,268
NET INTEREST SPREAD (tax equivalent basis) (5) 3.19%
NET INTEREST INCOME (tax equivalent basis) $ 40,949 $ 42,889
NET INTEREST MARGIN (tax equivalent basis) (6) 3.70%

(1) Loan balances are net of deferred origination fees and costs.
(2) Interest income on average loans includes loan fee recognition of $336 and $523 for the years ended December 31, 2008 and 2007,

respectively.
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4.89%
4.43%
6.07%
8.60%

3.84%

3.25%

4.01%

38



Table of Contents

Edgar Filing: CENTERSTATE BANKS OF FLORIDA INC - Form 10-K

30

39



Edgar Filing: CENTERSTATE BANKS OF FLORIDA INC - Form 10-K

I f Conten
(3) Includes Federal Home Loan Bank advances, Federal Funds Purchased and correspondent bank deposits (Federal Funds Purchased).
(4) Includes net amortization of origination costs and amortization of purchase accounting adjustment of ($1) and $16 during year ended
December 31, 2008 and 2007, respectively.
(5) Represents the average rate earned on interest earning assets minus the average rate paid on interest bearing liabilities.
(6) Represents net interest income divided by total earning assets.
(7) Interest income and rates include the effects of a tax equivalent adjustment using applicable statutory tax rates to adjust tax exempt
investment income on tax exempt investment securities and loans to a fully taxable basis.
Analysis of Changes in Interest Income and Expenses
(Dollars are in thousands)
Net Change Dec 31, 2008 versus 2007
Net

Volume Rate Change
INTEREST INCOME
Loans (tax equivalent basis) $ 4,778 $ (9,230) $ (4,452)
Securities available for sale taxable (1,887) 321 (1,566)
Securities available for sale tax exempt 112 124 236
Federal funds sold and other 457 (1,643) (1,186)
TOTAL INTEREST INCOME (tax equivalent basis) $ 3,460 $(10,428) $ (6,968)
INTEREST EXPENSE
Deposits
NOW accounts $ 161 $ (583) $ 422
Money market accounts (43) 973) (1,016)
Savings 131 171 302
Time deposits 901 3,519) (2,618)
Repurchase agreements (882) (1,241) (2,123)
Other borrowed funds 1,484 (432) 1,052
Corporate debenture 51 (254) (203)
TOTAL INTEREST EXPENSE $ 1,803 $ (6,831) $(5,028)
NET INTEREST INCOME (tax equivalent basis) $ 1,657 $ (3,597) $ (1,940)

The table above details the components of the changes in net interest income for the last two years. For each major category of interest earning
assets and interest bearing liabilities, information is provided with respect to changes due to average volume and changes due to rates, with the
changes in both volumes and rates allocated to these two categories based on the proportionate absolute changes in each category.

Provision for Loan Losses

The provision for loan losses (expense) increased $3,728,000, to $6,520,000 during the year ending December 31, 2008 compared to $2,792,000
for 2007. Our policy is to maintain the allowance for loan losses at a level sufficient to absorb probable incurred losses inherent in the loan
portfolio. The allowance is increased by the provision for loan losses, which is a charge to current period earnings, and is decreased by
charge-offs, net of recoveries on prior loan charge-offs. Therefore, the provision for loan losses (Income Statement effect) is a residual of
management s determination of allowance for loan losses (Balance Sheet approach). In determining the adequacy of the allowance for loan
losses, we consider those levels maintained by conditions of individual
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borrowers, the historical loan loss experience, the general economic environment, the overall portfolio composition, and other information. As
these factors change, the level of loan loss provision changes. See credit quality and allowance for loan losses regarding the allowance for loan
losses for additional information.

Non-Interest Income

Non-interest income for the year ended December 31, 2008 was $10,807,000 compared to $8,104,000 for 2007. This increase was the result of
the following components listed in the table below (amounts listed are in thousands of dollars).

$ increase % Increase
(in thousands of dollars) 2008 2007 (decrease) (decrease)
Service charges on deposit accounts $ 4,490 $4,436 $ 54 1.2%
Commissions from bond sales 1,412 1,412 n/a
Commissions from mortgage broker activities 87 187 (100) (53.5)%
Commissions from sale of mutual funds and annuities 503 586 (83) (14.2)%
Debit card and ATM fees 1,075 905 170 18.8%
Loan related fees 402 381 21 5.5%
BOLI income 387 353 34 9.6%
Other service charges and fees 320 269 51 19.0%
(Loss) on sale or disposition of fixed assets (13) (20) 7 35.0%
Gain on sale of securities 661 7 654 9,342.9%
Subtotal $ 9,324 $7,104 $ 2,220 31.3%
Gain on sale of bank branch office real estate 1,483 1,483 n/a
Sale of bank charter 1,000 (1,000) n/a
Total non-interest income $10,807 $ 8,104 $ 2,703 33.4%

We sold one of our branch office buildings on April 1, 2008 for $2,500,000 and simultaneously entered into an agreement to lease back the real
estate for a period of one year with an option to renew the lease for an additional year. We recognized a pre-tax gain on the sale of
approximately $1,483,000 during April 2008. We are not going to renew the lease, and plan to close the office on March 31, 2009. We will
transfer all the loan and deposit accounts to one or more of our existing offices. See Executive Summary for a discussion on our branching
activity including this sale.

The Parent Company and two of its subsidiary banks, (CenterState Bank West Florida, N.A. ( CSWFL ) and CenterState Bank Mid Florida ( Mid
FL )), Atlantic Southern Financial Group, Inc. (a Georgia Corporation) and it s wholly owned subsidiary, Atlantic Southern Bank (collectively
referred to as  Atlantic Southern ) entered into several related agreements (the Transaction ) which closed on November 30, 2007. In summary, a
description of the Transaction is as follows: CSWFL effectively purchased substantially all the assets and assumed the liabilities of Mid FL,

except for the Mid FL main office (a leased office) and a minimum amount of deposits and capital required by banking laws. Atlantic Southern
then acquired Mid FL, through a merger. Atlantic Southern paid to the Company an amount equal to the remaining amount of capital of Mid FL
(after the sale (transfer) by Mid FL of its assets and liabilities to CSWFL) plus an additional amount of $1,000,000. Atlantic Southern then
transferred Mid FL. s main office to CSWFL. The Company recognized a gain on the sale of $1,000,000 (included in non interest income) less
transaction expenses of approximately $100,000. Transaction expenses are included in non interest expense. The Company continues to operate

the same locations operated by CSWFL and Mid FL, except it is now operating these locations under one charter instead of two. All customer

loan and deposit accounts/relationships have been retained by the Company. Following the Transaction, CSWFL changed its name to

CenterState Bank, N.A.

We acquired VSB on April 2, 2007, and, as such, we recognized nine months of non interest income generated by VSB in 2007 compared to
twelve months in 2008. The difference between the two years related to the three months equates to approximately $200,000.
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We initiated a correspondent banking division during the fourth quarter of 2008. The primary revenue generator of this new business unit is
bond sales to correspondent banks. During the fourth quarter of 2008, we recognized $1,412,000 of gross revenue from commissions on bond
sales. See Executive Summary for further discussion relating to our new correspondent banking division.

We sold approximately $38,000,000 of securities available for sale during 2008, generating a net gain on sale of $661,000. The sales were a
result of liquidity management and asset/liability management.

Commissions from mortgage broker activities is dependent on market place forces including supply and demand of single family residential
property in our local markets, and the interest rate environment which primarily effects refinancing activity. As the residential real estate market

in Florida deteriorated, activity decreased, resulting in decreased commissions earned in 2008 compared to 2007.

Sales of mutual funds and annuities are somewhat dependent on market place forces, but primarily dependent on the successful efforts of our
investment sales representatives. These commissions will fluctuate period to period.

Non-Interest Expense

Non-interest expense for the year ended December 31, 2008 increased $3,972,000, or 11.0%, to $39,936,000, compared to $35,964,000 for
2007. The table below breaks down the individual components. Amounts are in thousands of dollars.

$ increase % Increase
(in thousands of dollars) 2008 2007 (decrease) (decrease)
Employee salaries and wages $17,172 $ 14,825 $ 2,347 15.8%
Employee incentive/bonus compensation 763 1,501 (738) (49.2)%
Employee stock option expense 402 509 (107) (21.0)%
Employer 401K matching contributions 484 450 34 7.6%
Deferred compensation expense 137 137
Health insurance and other employee benefits 1,743 2,266 (523) (23.1)%
Payroll taxes 1,209 1,120 89 7.9%
Other employee related expenses 445 390 55 14.1%
Incremental direct cost of loan origination (871) (1,034) 163 15.8%
Total salaries, wages and employee benefits $21,484 $ 20,027 $ 1,457 7.3%
Occupancy expense 4,143 3,966 177 4.5%
Depreciation of premises and equipment 2,590 2,305 285 12.4%
Supplies, stationary and printing 743 690 53 7.7%
Marketing expenses 1,359 1,096 263 24.0%
Data processing expense 1,141 1,452 311) 21.49)%
Legal, auditing and other professional fees 1,245 1,101 144 13.1%
Bank regulatory related expenses 1,230 468 762 162.8%
Postage and delivery 367 308 59 19.2%
ATM and debit card related expenses 724 667 57 8.5%
CDI amortization 777 842 (65) (7.71)%
Loss on sale of repossessed real estate ( OREO ) 51 5 46 920.0%
Valuation write down of repossessed real estate ( OREO ) 434 434
Loss on repossessed assets other than real estate 125 2 123 6,150.0%
Foreclosure related expenses 396 69 327 473.9%
Internet and telephone banking 358 283 75 26.5%
Operational write-offs and losses 291 314 (23) (7.3)%
Correspondent accounts and Federal Reserve charges 263 259 4 1.5%
Conferences/Seminars/Education/Training 223 199 24 12.1%
Director fees 321 245 76 31.0%
Other expenses 1,671 1,666 5 0.3%
Total non-interest expense $ 39,936 $ 35,964 $ 3,972 11.0%
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We acquired VSB on April 2, 2007, and, as such, we recognized nine months of non-interest expense generated by VSB in 2007, compared to
twelve months in 2008. Three months of operating expenses at VSB equates to approximately $1,400,000. Although we did not open any new
branches in 2008, we did initiate a new correspondent banking division in Birmingham, Alabama during the fourth quarter of 2008. See

Executive Summary for our discussion relating to our new correspondent banking division. The most significant expense related to this new
division was compensation related expenses during November and December of 2008. These will be included in our compensation analysis
below.

Our largest non-interest expense is employee and employee related expenses. Total salaries, wages and employee benefits for 2008 accounted
for 54% of our total non-interest expense, compared to 56% for 2007. Looking at the table above, employee salaries and wages increased by
$2,347,000, or 15.8% to $17,172,000 for 2008, compared to $14,825,000 for 2007. The increase was due to (1) a 7% increase in average FTEs

( full time equivalent employees) year to year (388.2 versus 362.3), which was a result of twelve months of VSB in 2008 versus nine months in
2007, as well as adding some additional employees late in the year relating to our correspondent banking division, in addition to the fact that
three of our newest branches were not opened for the entire year in 2007, but were in 2008, and (2) an 8% increase in our average salary expense
per FTE year to year ($44,235 versus $40,919), which was due to adding higher compensated employees to our employee mix, as well as normal
salary increases.

We use a combination of performance incentive/bonus guidelines to motivate our employees to perform. These are primarily all tied to earnings
performance and growth metrics. As our net income increases and our assets grow, our employee incentive/bonus compensation also increases.
In addition, we also have incentive compensation programs tied to growth of core deposits for certain employee classes responsible for these
types of deposit customer relationships. As indicated in the table above, our incentive/bonus compensation expense for 2008 was $763,000,
which represents a 49.2% decrease compared to $1,501,000 recorded in 2007. Comparing our 2008 financial results to 2007, our net income
decreased by 54% and our average assets year to year grew by 4%. Most of this year s incentive/bonus compensation (approximately 77%)
relates to two of our four banks. See our Compensation Discussion and Analysis in our current year s Proxy Statement for a discussion of
executive compensation.

We have been attempting to lower our employee health insurance costs since 2007. Effective October 1, 2007, we changed insurance company
and third party administrators, and effective January 1, 2008, we initiated a Health Savings Account plan ( HSA ), as well as other consumer
driven initiatives. The results of our efforts is reflected in the $523,000 decrease in health insurance and other employee benefits expense during
2008, compared to 2007, a 23.1% decrease.

During 2008 our occupancy expense increased by $177,000 (4.5%) and our depreciation expense increased by $285,000 (12.4%) compared to
2007. Most of this increase was due to our 2007 acquisition of VSB. VSB s occupancy and depreciation expense was included in our
consolidated financial statements for nine months during 2007 compared to twelve months in 2008. We also added three new branches which
were not operating during the entire year of 2007 but were for the entire year in 2008. We moved one of our newer branches (pre 2007) from its
temporary location to a newly constructed building in the beginning of 2008, and lastly we increased depreciation expense relative to the data
processing equipment purchases that were made in late 2007 and early 2008 pursuant to converting our IT to an in-house solution.

As shown in the non-interest expense table above, marketing expenses increased by $263,000, or 24% year to year. Most of this increase relates
to the checking account marketing campaign which had previously been in place at one of our banks. That bank is continuing the program and
our other three have started the program during various times in 2008.

Data processing expense decrease $311,000 (21.4%) during 2008 compared to 2007. Beginning in December 2007 and ending in February 2008,
we converted each of our banks core processing to in-house data processing solutions. This conversion was responsible for the decrease in this
expense item year to year.
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Bank regulatory expenses, including deposit insurance expense, increased by $762,000, or 162.8% in 2008 compared to 2007. The banking
regulatory authorities began increasing their charges to all banks during the first quarter of 2008. Given the current banking environment, it is
anticipated these charges will continue to increase further into the foreseeable future. As a part of an amended restoration plan recently
announced by the FDIC to raise the Deposit Insurance Fund to 1.15% of industry insurable deposits, effective April 1, 2009, banks in the best
risk category will pay base assessment rates to the FDIC ranging from $0.12 to $0.16 per $100.00 of insurable deposits on an annual basis. This
compares to the current range for the similar category of $0.05 to $0.07 per $100.00 of deposits. In addition, on February 27, 2009, the FDIC
adopted an interim rule imposing a special assessment on insured institutions of 20 basis points for deposits on June 30, 2009. The assessment is
to be collected on September 30, 2009. If the 20 basis points assessment was applied against our December 31, 2008 deposits, the assessment
would approximate $1,987,000. The FDIC s interim rule would also permit the FDIC to impose an emergency special assessment after June 30,
2009, of up to ten basis points if necessary to maintain public confidence in federal deposit insurance.

Loss on repossessed real estate and other assets as well as foreclosure related expenses as a group was $1,006,000 during 2008 compared to
$76,000 during 2007, resulting in an increase of $930,000, or 1,234%. The increase is reflective of the current real estate environment in Central
Florida and the economy in general.

Income Tax Provision

The income tax provision for the year ended December 31, 2008, was $1,215,000, an effective tax rate of 26.2%, as compared to $3,897,000 for
the year ended December 31, 2007, an effective tax rate of 33.3%. This year we had more tax exempt interest income from tax exempt securities
than last year, which had a decreasing effect on our effective tax rate. We also had more Bank Owned Life Insurance ( BOLI ) income this year
than last year, which is also tax exempt and also results in a decreasing effect on our effect tax rate. In addition, we also had less stock option
expense this year relating to incentive stock options which are not tax deductible expenses, resulting in a decreasing effect on our effective tax
rate. Because of our low taxable income this year compared to last year, our marginal federal tax was 34% this year compared to 35% last year.
Lastly, in addition to having more tax exempt income this year compared to last year in absolute terms, it resulted in a larger effect on our
effective tax rate because we were working off a significantly lower taxable income number. Income taxes are described and discussed further in
Note 13 of our notes to our consolidated financial statements.

COMPARISON OF RESULTS OF OPERATIONS FOR THE YEARS ENDED DECEMBER 31, 2007 AND DECEMBER 31, 2006.
Net Income

Our net income for the year ended December 31, 2007 was $7,799,000 or $0.64 per share (basic) and $0.63 per share (diluted), compared to
$8,459,000 or $0.77 per share (basic) and $0.75 per share (diluted) for the year ended December 31, 2006.

Our return on average assets ( ROA ) and return on average equity ( ROE ) for the year ended December 31, 2007 were 0.66% and 5.63%, as
compared to the ROA and ROE of 0.86% and 7.70%, for the year ended December 31, 2006.

The significant items contributing to our 2007 net income compared to 2006 are discussed below.
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Net Interest Income/Margin
Net interest income consists of interest income generated by earning assets, less interest expense.

Net interest income increased $5,245,000 or 14% to $42,348,000 during the year ended December 31, 2007 compared to $37,103,000 for the
same period in 2006. The increase was the result of a $16,060,000 increase in interest income less a $10,815,000 increase in interest expense.

Interest earning assets averaged $1,068,591,000 during the year ended December 31, 2007 as compared to $894,286,000 for the same period in
2006, an increase of $174,305,000, or 19%. The yield on average interest earning assets increased 42 basis points ( bps ) to 7.03% (46bps to
7.09% tax equivalent basis) during the year ended December 31, 2007, compared to 6.61% (6.63% tax equivalent basis) for the same period in
2006. The combined net effects of the $174,305,000 increase in average interest earning assets and the 42bps (46bps tax equivalent basis)
increase in yield on average interest earning assets resulted in the $16,060,000 ($16,392,000 tax equivalent basis) increase in interest income
between the two years.
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Interest bearing liabilities averaged $854,251,000 during the year ended December 31, 2007 as compared to $670,562,000 for the same period in
2006, an increase of $183,689,000, or 27%. The cost of average interest bearing liabilities increased 56bps to 3.84% during the year ended
December 31, 2007, compared to 3.28% for the same period in 2006. The combined net effects of the $183,689,000 increase in average interest
bearing liabilities and the 56bps increase in cost of average interest bearing liabilities resulted in the $10,815,000 increase in interest expense

between the two years.
See the tables Average Balances Yields & Rates, and Analysis Of Changes In Interest Income And Expenses below.
Average Balances Yields & Rates

(Dollars are in thousands)

Years Ended December 31,

2007

Average Interest  Average Average

Balance Inc/ Exp Rate Balance
ASSETS:
Loans (1) (2) (7) $ 791,886 $61,971 7.83% $605,236
Securities available for sale taxable 191,674 9,388 4.90% 217,709
Securities available for sale tax exempt (7) 35,933 1,824 5.08% 8,542
Federal funds sold and other 49,098 2,531 5.15% 62,799
TOTAL INTEREST EARNING ASSETS $1,068,591 $75,714 7.09% $ 894,286
Allowance for loan losses 9,114) (7,130)
All other assets 129,791 94,484
TOTAL ASSETS $ 1,189,268 $981,640
LIABILITIES & STOCKHOLDERS EQUITY
Deposits:
Now $ 125468 $ 1,375 1.10% $ 100,268
Money market 114,457 3,314 2.90% 106,707
Savings 53,195 431 0.81% 48,053
Time deposits 482,162 23,570 4.89% 355,704
Repurchase agreements 58,329 2,582 4.43% 49,830
Other borrowed funds (3) 8,765 532 6.07% 0
Corporate debenture (4) 11,875 1,021 8.60% 10,000
TOTAL INTEREST BEARING LIABILITIES $ 854251 $32,825 3.84% $ 670,562
Demand deposits 187,751 196,739
Other liabilities 8,841 4,545
Total stockholders equity 138,425 109,794
TOTAL LIABILITIES AND
STOCKHOLDERS EQUITY $ 1,189,268 $981,640
NET INTEREST SPREAD (tax equivalent
basis) (5) 3.25%
NET INTEREST INCOME (tax equivalent basis) $ 42,889
NET INTEREST MARGIN (tax equivalent
basis) (6) 4.01%
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2006
Interest
Inc / Exp

$ 46,549
9,169
468
3,136

$59,322

$ 659
2,651
343
15,337
2,156

0

864

$22,010

$37.312

Average
Rate

7.69%
4.21%
5.48%
4.99%

6.63%

0.66%
2.48%
0.71%
4.31%
4.33%
0.00%
8.64%

3.28%

3.35%

4.17%
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(8) Loan balances are net of deferred origination fees and costs.

(9)  Interest income on average loans includes loan fee recognition of $523 and $521 for the years ended December 31, 2007 and 2006,
respectively.

(10)  Includes short-term (usually overnight) Federal Home Loan Bank advances and Federal Funds Purchased.

(11)  Includes net amortization of origination costs and amortization of purchase accounting adjustment of $16 and $38 during year ended
December 31, 2007 and 2006, respectively.

(12) Represents the average rate earned on interest earning assets minus the average rate paid on interest bearing liabilities.

(13)  Represents net interest income divided by total earning assets.

(14) Interest income and rates include the effects of a tax equivalent adjustment using applicable statutory tax rates to adjust tax exempt
investment income on tax exempt investment securities and loans to a fully taxable basis.

Analysis of Changes in Interest Income and Expenses

(Dollars are in thousands)

Net Change Dec 31, 2007 versus 2006

Net

Volume Rate Change
INTEREST INCOME
Loans (tax equivalent basis) $14,593 $ 829 $15,422
Securities available for sale taxable (1,172) 1,391 219
Securities available for sale tax exempt 1,393 37 1,356
Federal funds sold and other (703) 98 (605)
TOTAL INTEREST INCOME (tax equivalent basis) $14,111 $ 2,281 $ 16,392
INTEREST EXPENSE
Deposits
NOW accounts $ 196 $ 520 $ 716
Money market accounts 202 461 663
Savings 39 49 88
Time deposits 5,982 2,251 8,233
Repurchase agreements 375 51 426
Other borrowed funds 532 532
Corporate debenture 161 (@Y) 157
TOTAL INTEREST EXPENSE $ 7,487 $ 3,328 $10,815
NET INTEREST INCOME (tax equivalent basis) $ 6,624 $ (1,047) $ 5,577

The table above details the components of the changes in net interest income for the last two years. For each major category of interest earning
assets and interest bearing liabilities, information is provided with respect to changes due to average volume and changes due to rates, with the
changes in both volumes and rates allocated to these two categories based on the proportionate absolute changes in each category.

Provision for Loan Losses

The provision for loan losses (expense) increased $2,075,000, to $2,792,000 during the year ending December 31, 2007 compared to $717,000
for the comparable period in 2006. Our policy is to maintain the allowance for loan losses at a level sufficient to absorb probable incurred losses
inherent in the loan portfolio. The allowance is increased by the provision for loan losses, which is a charge to current period earnings, and is
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decreased by charge-offs, net of recoveries on prior loan charge-offs. Therefore, the provision for loan losses (Income Statement effect) is a

residual of management s determination of allowance for loan losses (Balance Sheet approach). In determining the adequacy of the allowance for

loan losses, we consider those levels maintained by conditions of individual borrowers, the historical loan loss experience, the general economic

environment, the overall portfolio composition, and other information. As these factors change, the level of loan loss provision changes. See
credit quality and allowance for loan losses regarding the allowance for loan losses for additional information.

Non-Interest Income

Non-interest income for the year ended December 31, 2007 was $8,332,000 compared to $6,136,000 for the comparable period in 2006. This
increase was the result of the following components listed in the table below (Amounts listed are in thousands of dollars).

$ increase % Increase
(in thousands of dollars) 2007 2006 (decrease) (decrease)
Service charges on deposit accounts $4,436 $ 3,401 $ 1,035 30.4%
Commissions from mortgage broker activities 187 341 (154) (45.2)%
Commissions from sale of mutual funds and annuities 586 695 (109) 15.7%
Debit card and ATM fees 905 592 313 52.9%
Loan related fees 381 315 66 21.0%
BOLI income 353 277 76 27.4%
Other service charges and fees 269 228 41 18.0%
(Loss) gain on sale or disposition of fixed assets (20) 47 (67) (142.6)%
Gain on sale of securities 7 17 (10) (58.8)%
Subtotal $7,104 $5,913 $ 1,191 20.1%
Sale of bank charter 1,000 1,000 100.0%
Total non-interest income $8,104 $5,913 $ 2,191 37.1%

As previously reported, the Company and two of its subsidiary banks, (CenterState Bank West Florida, N.A. ( CSWFL ) and CenterState Bank
Mid Florida ( Mid FL )), Atlantic Southern Financial Group, Inc. (a Georgia Corporation) and its wholly owned subsidiary, Atlantic Southern
Bank (collectively referred to as  Atlantic Southern ) entered into several related agreements (the Transaction ) which closed on November 30,
2007. In summary, a description of the Transaction is as follows: CSWFL effectively purchased substantially all the assets and assumed the
liabilities of Mid FL, except for the Mid FL main office (a leased office) and a minimum amount of deposits and capital required by banking
laws. Atlantic Southern then acquired Mid FL, through a merger. Atlantic Southern paid to the Company an amount equal to the remaining
amount of capital of Mid FL (after the sale (transfer) by Mid FL of its assets and liabilities to CSWFL) plus an additional amount of $1,000,000.
Atlantic Southern then transferred Mid FL s main office to CSWFL. The Company recognized a gain on the sale of $1,000,000 (included in non
interest income) less transaction expenses of approximately $100,000. Transaction expenses are included in non interest expense. The Company
continues to operate the same locations operated by CSWFL and Mid FL, except we are now operating these locations under one charter instead
of two. All customer loan and deposit accounts/relationships have been retained by the Company. Following the Transaction, CSWFL changed
its name to CenterState Bank, N.A.

Excluding the sale of the Mid FL bank shell, our remaining non-interest income increased by $1,196,000 or 19.5% in 2007 compared to 2006.
We acquired Mid FL on March 31, 2006, and, as such, we recognized nine months of non interest income generated by Mid FL in 2006,
compared to twelve months in 2007. In addition, we acquired VSB on April 2, 2007, and, as such, in this case, we recognized nine months of
non interest income generated by VSB in 2007 compared to nothing in 2006. When removing these two subsidiaries from the above non-interest
income table, the remaining difference between the two years decreases from $1,196,000, or 19.5% to approximately $439,000, or 7.4%. This
remaining increase is primarily due to our general business growth.
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Commissions from mortgage broker activities is dependent on market place forces including supply and demand of single family residential
property in our local markets, and the interest rate environment which primarily effects refinancing activity. As the residential real estate market

in Florida deteriorated, activity decreased, resulting in decreased commissions earned in 2007 compared to 2006.

Sales of mutual funds and annuities are somewhat dependent on market place forces, but primarily dependent on the successful efforts of our
investment sales representatives.

Non-Interest Expense

Non-interest expense for the year ended December 31, 2007 increased $6,988,000, or 23.9%, to $36,192,000, compared to $29,204,000 for
2006. The table below breaks down the individual components. Amounts are in thousands of dollars.

$ increase % Increase

(in thousands of dollars) 2007 2006 (decrease) (decrease)
Employee salaries and wages $ 14,825 $12,063 $ 2,762 22.9%
Employee incentive/bonus compensation 1,501 2,061 (560) (27.2)%
Employee stock option expense 509 594 (85) (14.3)%
Health insurance and other employee benefits 2,266 1,760 506 28.8%
Payroll taxes 1,120 932 188 20.2%
Other employee related expenses 840 647 193 29.8%
Incremental direct cost of loan origination (1,034) (1,096) 62 5.7%
Total salaries, wages and employee benefits $20,027 $ 16,961 $ 3,066 18.1%
Occupancy expense 3,966 3,240 726 22.4%
Depreciation of premises and equipment 2,305 1,935 370 19.1%
Supplies, stationary and printing 690 607 83 13.7%
Marketing expenses 1,096 585 511 87.4%
Data processing expense 1,452 1,105 347 31.4%
Legal, auditing and other professional fees 1,101 673 428 63.6%
Bank regulatory related expenses 468 326 142 43.6%
Postage and delivery 308 276 32 11.6%
ATM related expenses 667 535 132 24.7%
CDI amortization 842 514 328 63.8%
Loss on sale of repossessed real estate ( OREO ) 5 5 100.0%
Loss on repossessed assets other than real estate 2 (20) 22 110.0%
Foreclosure related expenses 69 12 57 475.0%
Internet and telephone banking 283 262 21 8.0%
Operational write-offs and losses 314 58 256 441.4%
Correspondent accounts and Federal Reserve charges 259 196 63 32.1%
Conferences/Seminars/Education/Training 199 158 41 25.9%
Director fees 245 159 86 54.1%
Other expenses 1,666 1,399 267 36.8%
Total non-interest expense $ 35,964 $ 28,981 $ 6,983 24.1%

From a macro viewpoint, the most significant components when comparing current year non-interest expense to prior year are the acquisitions of
Mid FL and VSB. We acquired Mid FL on March 31, 2006, and, as such, we recognized nine months of non-interest expense generated by Mid
FL during 2006, compared to twelve months in 2007. We acquired VSB on April 2, 2007, and, as such, we recognized nine months of
non-interest expense generated by VSB in 2007, compared to nothing in 2006. When removing these two subsidiaries from
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the above non-interest expense table, the remaining difference between the two years decreases from $6,983,000, or 24.1% to approximately
$1,788,000, or 6.7%. This remaining increase is primarily due to our general business growth. The narrative below discusses changes in selected
line items year to year.

Our largest non-interest expense is employee and employee related expenses. Total salaries, wages and employee benefits for 2007 accounted
for 56% of our total non-interest expense, compared to 59% for 2006. Looking at the table above, employee salaries and wages increased by
$2,762,000, or 22.9% to $14,825,000 for 2007, compared to $12,063,000 for 2006. Removing the Mid FL component (approximately
$1,200,000 in 2007 and $799,000 in 2006) and the VSB component ($1,641,000 in 2007 and nothing in 2006), reduces the net increase from
$2,762,000, or 22.9%, to $720,000, or 6.4%. This remaining increase of $720,000 was due to a combination of increase in average FTEs ( full
time equivalent employees) year to year (289 FTEs versus 283 FTEs, excluding Mid FL and VSB) and salary increases commensurate with our
ma