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Unl ess the context
refer to Jacksonville Bancorp, Inc., its wholly owned subsidiary, The
Jacksonvil | e Bank

or our

we",

requires otherw se, references in this report to "us",

and the Bank's wholly owned subsidiary, Fountain Financial

Inc., on a consolidated basis. References to the "Conpany" denote Jacksonville

Bancorp, Inc.

and The Jacksonville Bank is referred to as the "Bank".

I TEM 1. DESCRI PTI ON OF BUSI NESS

FORWARD- LOOKI NG STATEMENTS

This report contains certain forward-1ooking statenents related to our future
results, including certain projections and business trends. Assunptions relating
to forward-|ooking statenents involve judgnents with respect to, anong other
things, future econonic, conpetitive, and nmarket conditions, and future business

deci sions, al

of which are difficult or inpossible to predict accurately and



many of which are beyond our control. Wen used in this report, the words
"estimate", "project", "anticipate", "intend", "believe", "expect", and simlar
expressions, are intended to identify forward-I|ooking statements. Although we
bel i eve that assunptions underlying the forward-|ooking statements are
reasonabl e, any of the assunptions could prove inaccurate, and we may not
realize the results contenplated by these statements. Managenent decisions are
subjective in many respects and susceptible to interpretations and periodic
revi sions based on actual experience and business devel opments, the inpact of
whi ch may cause us to alter our business strategy or capital expenditure plans
and may, in turn, affect our results of operations. In Iight of the significant
uncertainties inherent in the forward-1ooking information included in this
report, you should not regard the inclusion of such information as our
representation that we will achieve any strategy, objectives, or other plans

These statenents by their nature involve substantial risks and uncertainties
certain of which are beyond our control, and actual results may differ
materially depending on a variety of inportant factors. The risks
uncertainties, and other factors affecting actual results include, but are not
limted to, those discussed below and in other filings with the Securities and
Exchange Conmi ssion

o] our relatively limted operating history, which makes it nore
difficult to predict results and potentially increases financia
sensitivity to econom ¢ changes

o econom ¢ and political conditions, specifically in North Florida
where we focus our operations;

o conpetitive circunmstances in banking markets, specifically in
Fl orida and Jacksonville

o] changes in |egislation, bank regul ation, and governnental nonetary
policies, which could affect the banking industry as a whole, and us
specifically;

o] our ability to attract and retain talented and experienced senior
managenment and enpl oyees

o] mai ntai ning capital sufficient to support expansion and growth plans
in atinely manner

0 changes in the interest rate environnent

o] our success in attracting deposits and making | oans on terns which
are nutually beneficial to us and our custoners

o] our managenent of credit risk and mninzation of nonperformng
assets;

o] changes in rel evant accounting principles

o] constraints on our growh resulting fromconditions inposed by

regul ators; and

o] mai nt ai ni ng the pace of technol ogical changes in line with the
banki ng and financial industry

GENERAL

We were incorporated under the laws of the State of Florida on October 24, 1997
for the purpose of organizing the Bank. Qur only business is the ownership and
operation of the Bank, and its fiscal year ends Decenber 31. The Bank is a
Florida state-chartered comerci al bank, and its deposits are insured by the
Federal Deposit Insurance Corporation ("FDIC'). The Bank opened for business on
May 28, 1999, and provides community banking services to businesses and
individuals in Jacksonville, Florida

We offer a variety of conpetitive banking services, including |Internet banking
In order to conpete with the financial institutions in the market, we use our

i ndependent status to the fullest extent. This includes an enphasis on
speci al i zed services for the small business owner and professional and persona
contacts by our officers, directors, and enployees. Loan participations are
arranged for customers whose | oan denands exceed legal lending limts. Qur
product lines include personal and business online banking and sweep accounts
tied to Goldman Sachs proprietary funds, in addition to our traditional banking
products. In 2002, we began offering standard nortgage products with various



long-termfixed rate alternatives, pursuant to an agreenent with PHH Mrtgage
Services. Furthernore, through our subsidiary, Fountain Financial, Inc., and our
mar keting agreenment with New England Financial (an affiliate of MetLife), we are
able to neet the investnent and insurance needs of our customers

Substantial consolidation of the Florida banking market has occurred since the
early 1980's. According to the FDIC, the number of commercial banking entities
operating in Florida declined from approxi mately 550 as of Decenber 31, 1980, to
approxi mately 265 as of Decenber 31, 2000, or over 50%in the 20 year period. W
believe Florida has been particularly attractive to regional bank hol ding
conpani es because it is the fourth |argest state in the country in terns of

total population (approximately 16 million) and is the third fastest grow ng
state in the country (23.5%from 1990 to 2000). As nore out-of-state bank
hol di ng conpani es enter the Florida market, we believe that the nunber of
depository institutions headquartered and operating in Florida will continue to
decline. Qur marketing programis directed primarily toward the advantages of

| ocal ownership and nenagenent, as well as fiscal responsibility, persona
service, and custoner relationships. W also focus on snall- and nmediumsize
busi nesses, professional firns, and active affluent consuners. Particul ar
enphasis is placed on building personal face-to-face relationships. Qur
managenent and busi ness devel opment teanms have extensive experience with
individuals and conpanies within these targeted market segments in the
Jacksonvill e area. Based on our experience, we believe that we have been and
will continue to be effective in gaining narket share in a banking environnent
generally characterized by a high level of custoner discontent

REGULATI ON AND SUPERVI SI ON

We operate in a highly regul ated environnment, where statutes, regul ations, and
admi ni strative policies govern our business activities. We are supervised by
exam ned by, and subnmit reports to, a nunber of regulatory agencies, including
the Federal Reserve Board, the FDIC, and the Florida Departnent of Banking and
Fi nance (Florida DBF)

We are regul ated by the Federal Reserve Board under the Federal Bank Hol di ng
Conpany Act ("BHC Act"), which requires every bank hol di ng conpany to obtain the
prior approval of the Federal Reserve Board before acquiring nore than 5% of the
voting shares of any bank or all or substantially all of the assets of a bank,
and before merging or consolidating wi th another bank hol di ng conpany. The
Federal Reserve Board, under its regulations and published policy statenents

has nmi ntai ned that a bank hol di ng conpany nust serve as a source of financia
strength to its subsidiary bank(s). In adhering to the Federal Reserve Board
policy, the Conpany may be required to provide financial support for the Bank at
a tinme when, absent such policy, the Conpany may not otherw se deemit advi sable
to provi de such assistance

At one tinme, a bank hol ding conpany was generally prohibited fromacquiring
control of any conpany which was not a bank and from engagi ng in any business
ot her than the business of banking or managi ng and controlling banks. In Apri
1997, the Federal Reserve Board revised and expanded the list of perm ssible
non- banki ng activities in which a bank hol di ng conpany coul d engage; however
limtations continue to exist under certain |aws and regul ations. The

Granm Leach-Bliley Act ("GLB Act") repeals certain regulations pertaining to
bank hol di ng conpani es and elim nates many of the previous prohibitions
Specifically, Title | of the G amm Leach-Bliley Act repeals Sections 20 and 32
of the G ass-Steagall Act and is intended to facilitate affiliations anong
banks, securities firms, insurance firms, and other financial conpanies. To
further this goal, the GLB Act anends Section 4 of the BHC Act to authorize bank
hol di ng conpani es that qualify as "financial holding conpanies" to engage in
securities, insurance and other activities that are financial in nature or
incidental to a financial activity. The activities of bank hol di ng conpani es
that are not financial holding conpanies continue to be linmted to activities
aut hori zed under the BHC Act, such as activities that the Federal Reserve Board
previously has determined to be closely related to banking and pernmissible for
bank hol di ng conpani es

Wth respect to expansion, we may establish branch offices anywhere within the
State of Florida with regulatory approval. We are also subject to the Florida
banki ng and usury laws linmting the ampunt of interest that can be charged when
maki ng |1 oans or other extensions of credit. In addition, the Bank, as a
subsidiary of the Conpany, is subject to restrictions under federal law in
dealing with the Conpany and other affiliates. These restrictions apply to
extensions of credit to an affiliate, investnents in the securities of an
affiliate, and the purchase of assets froman affiliate.



While not its only source of income, the primary source of the Conpany's incone
is expected to be dividends fromthe Bank. A Florida state-chartered conmerci a
bank may not pay cash dividends that woul d cause the bank's capital to fal

bel ow t he m ni mum anmount required by federal or state |law. Accordingly
comrerci al banks may only pay dividends out of the total of current net profits
plus retained net profits of the preceding two years to the extent it deens
expedi ent, except as follows. Twenty percent of the net profits in the preceding
two year period may not be paid in dividends, but nust be retained to increase
capital surplus until such surplus equals the anpunt of capital stock issued and
outstanding. In addition, no bank may pay a dividend at any tine that the tota
of net inconme for the current year when conmbined with retained net incone from
the preceding two years produces a |loss. The future ability of the Bank to pay
di vidends to the Conpany will also depend in part on the FDIC capita
requirenents in effect at such tinme and our ability to conply with such
requirenents.

Loans and extensions of credit by all banks are subject to |legal |ending
limtations. Under state law, a state bank nmay generally grant unsecured | oans
and extensions of credit in an amount up to 15% of its uninpaired capital and
surplus to any person. In addition, a state bank may grant additional |oans and
extensions of credit to the sane person of up to 10% of its uninpaired capita
and surplus, provided that the transactions are fully secured. This 10%
limtation is separate from and in addition to, the 15%limitation for
unsecured | oans. Loans and extensions of credit nay exceed these general |ending
limts only if they qualify under one of several exceptions

We are subject to regulatory capital requirements inposed by the Federal Reserve
Board and the FDIC. Both the Federal Reserve Board and the FDI C have established
ri sk based capital guidelines for bank hol di ng conpani es and banks which make
regul atory capital requirements nore sensitive to differences in risk profiles
of various banking organi zations. The capital adequacy guidelines issued by the
Federal Reserve Board are applied to bank hol di ng conpanies on a consolidated
basis with the banks owned by the holding conpany. The FDIC s risk based capita
guidelines apply directly to state banks regardl ess of whether they are a

subsi diary of a bank hol ding conpany. Both agencies' requirenents (which are
substantially simlar) provide that banking organizati ons nust have m ni num
capital equivalent to 8% of risk weighted assets to be considered adequately
capitalized. The risk weights assigned to assets are based primarily on the
perceived levels of risk to capital. For exanple, securities with an

uncondi tional guarantee by the United States government are assigned the | owest
risk weighting. A risk weight of 50%is assigned to | oans secured by
owner - occupi ed one-to-four famly residential properties. The aggregate anmount
of assets assigned to each risk category is nmultiplied by the risk weight
assigned to that category to determ ne
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the wei ghted val ues, which are added together to determ ne total risk weighted
assets.

The Federal Deposit |nsurance Corporation |Inprovenent Act of 1991 ("FDI Cl A")
created and defined five capital categories (well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized, and critically
undercapitalized), which are used to determ ne the nature of any corrective
action the appropriate regulator may take in the event an institution reaches a
given |l evel of undercapitalization. For exanple, an institution which becones
undercapitalized nmust subnmit a capital restoration plan to the appropriate
regulator outlining the steps it will take to beconme adequately capitalized
Upon approving the plan, the regulator will nonitor the institution's
conpliance. Before a capital restoration plan will be approved, an entity
controlling a bank (i.e., the holding conpany) nust guarantee conpliance with
the plan until the institution has been adequately capitalized for four
consecutive cal endar quarters. The liability of the holding conpany is limted
to the lesser of 5% of the institution's total assets at the tinme it becane
undercapitalized or the amobunt necessary to bring the institution into
conpliance with all capital standards. Further, in the event of the bankruptcy
of the parent hol ding conpany, such guarantee would take priority over the

parent's general unsecured creditors. Undercapitalized institutions also will be
restricted from payi ng managenent fees, dividends, and other capita
distributions, will be subject to certain asset growth restrictions, and will be

required to obtain prior approval fromthe appropriate regulator to open new
branches or expand into new lines of business. As an institution drops to |ower
capital levels, the extent of action to be taken by the appropriate regulator
increases, restricting the types of transactions in which the institution nmay



engage and ultimately providing for the appointnent of a receiver for certain
institutions deemed to be critically undercapitalized.

The FDI ClI A al so required each federal banking agency to prescribe, and the
Federal Reserve Board and the FDI C have adopted, for all insured depository
institutions and their hol ding conpani es, safety and soundness standards
relating to such itens as: internal controls, infornation and audit systens,
asset quality, |oan docunentation, classified assets, credit underwiting,
interest rate risk exposure, asset growth, earnings, conpensation, fees and
benefits, valuation of publicly traded shares and such other operational and
managerial standards as the agency deens appropriate. Finally, each federal
banki ng agency was required to prescribe standards for enployment contracts and
ot her conpensation arrangenments w th executive officers, enployees, directors
and principal stockholders of insured depository institutions that would

prohi bit conpensation and benefits and other arrangenents that are excessive or
that could lead to a material financial loss. If an insured depository
institution or its holding conpany fails to neet any of the standards descri bed
above, it will be required to submt to the appropriate federal banking agency a
pl an specifying the steps that will be taken to cure the deficiency. If an
institution fails to submt an acceptable plan or fails to inplement a plan, the
appropriate federal banking agency will require the institution or holding
conpany to correct the deficiency and, until corrected, may inpose further
restrictions on the institution or hol ding conpany, including any of the
restrictions applicable under the pronpt corrective action provisions of the
FDI CI A. Both the capital standards and the safety and soundness standards which
the FDICl A inplenents were designed to bolster and protect the deposit insurance
fund.

In response to the directives issued under the FDICIA the regul ators have
adopted regul ati ons whi ch, anong other things, prescribe the capital thresholds
for each of five established capital categories. The following table reflects
these capital thresholds

Table 1
TOTAL RI SK BASED TIER 1 RI SK BASED TIER 1

CAPI TAL RATI O CAPI TAL RATI O LEVERAGE RATI O
Well capitalized (1) 10% 6% 5%
Adequately capitalized (1) 8% 4% 4% (2)
Under capi talized (3) Less than 8% Less than 4% Less than 4%
Significantly undercapitalized Less than 6% Less than 3% Less than 3%
Critically undercapitalized -- -- Less than 2%

(1) An institution nmust neet all three m ninmuns.

(2) 3% for conposite 1 rated institutions, subject to appropriate federa
banki ng agency gui del i nes

(3) An institution falls into this category if it is below the adequately
capitalized level for any of the three capital neasures

Under these capital categories, the Bank is classified as well capitalized. At
Decenber 31, 2002, the Bank's total risk-based capital and Tier 1 ratios were
11.11% and 10. 14% respectively

Under federal |aw and regul ations and subject to certain exceptions, the
addition or replacenment of any director, or the enploynent, dismssal, or
reassignment of a senior executive officer at any tine that the Bank is not in
conpliance with applicable mnimum capital requirements, or otherwise in a
troubl ed condition, or when the FDIC has determ ned that such prior notice is
appropriate, is subject to prior notice to, and potential disapproval by, the
FDI C

Proposals to change the | aws and regul ati ons governing the banking industry are
frequently introduced in Congress, in the state |egislatures and by the various
bank regul atory agencies. Accordingly, the scope of regulation and perm ssible
activities of the Conpany and the Bank are subject to change by future federa
and state |egislation or regulation
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MARKET AREA AND COWPETI TI ON



Qur primary market area is all of Duval County (including primarily the

Sout hsi de, Arlington, Mandarin, Beaches and Downtown areas of Jacksonville).
Jacksonville is the largest city in the United States as neasured by | and area.
Jacksonville is home to the Jacksonville Jaguars, one of the newest NFL
franchises and is the corporate headquarters to a nunber of regional and
national conpanies. Duval County has a strong commercial and industrial base,
whi ch has been steadily expanding in recent years. In its January 2002 issue,
EXPANSI ON MANAGEMENT MAGAZI NE rat ed Jacksonville as the "Nunmber One" city in
America for business relocation and expansion, having evaluated factors such as
busi ness environment, quality and availability of workers, operating costs,
taxes, incentives, and quality of life.

Financial institutions primarily conpete with one another for deposits. In turn,
a bank's deposit base directly affects such bank's loan activities and general
growth. Primary conpetitive factors include interest rates on deposits and

| oans, service charges on deposit accounts, the availability of unique financial
servi ces products, a high level of personal service, and personal relationships
bet ween our officers and custoners. We conpete with financial institutions that
have greater resources, and that may be able to offer nobre services, unique
services, or possibly better terns to their custoners. W believe, however, that
we will be able to continue to attract sufficient deposits to effectively
conpete with other area financial institutions.

We are in conpetition with existing area financial institutions, including
comrerci al banks and savings institutions, insurance conpanies, consuner finance
conpani es, brokerage houses, nortgage banki ng conpanies, credit unions, and

ot her business entities which target traditional banking markets. W face
increased conpetition due to the GLB Act, discussed under REGULATI ON AND

SUPERVI SI ON, which allows insurance firms, securities firms, and other
non-traditional financial conpanies to provide traditional banking services. Due
to the growth of the Jacksonville area, it can be anticipated that significant
conpetition will continue fromexisting financial services providers, as well as
new entrants to the market.

DEPCSI TS

We offer a wide range of deposit accounts, including commercial and retail
checking, noney market, individual retirement and statenment savings accounts,
and certificates of deposit with fixed rates and a range of naturity options.
Qur sources of deposits are primarily residents, businesses, and enpl oyees of
busi nesses within our market areas, obtained through personal solicitation by
our officers and directors, direct mail solicitation, and advertisenents
published in the local media. We pay conpetitive interest rates on
interest-bearing deposits. In addition, our service charge schedule is
conpetitive with other area financial institutions, covering such matters as
mai nt enance and per item processing fees on deposit accounts and speci al
handling charges. We are also part of the Star and Cirrus ATM networks, and a
nenber of both VISA and MasterCard.

LOAN PORTFOLI O

Qur board of directors has adopted certain policies and procedures to guide
individual loan officers in carrying out |ending functions. The board of
directors has formed a Directors' Loan Conmittee and appointed five directors to
provide the follow ng oversight:

o] ensure conpliance with loan policy, procedures and guidelines as
wel | as appropriate regulatory requirenents;

o] approve | oans above an aggregate anmount of $500,000 to any entity
and/or related interests;

o noni tor overall loan quality through review of information relative
to all new | oans;

o approve | ending authority for individual officers;
0 noni tor our |oan review systens; and
o review the adequacy of the loan | oss reserve.

The board of directors realizes that occasionally |oans need to be nade which
fall outside the typical policy guidelines. Consequently, the Chief Executive
O ficer has the authority to nake certain policy exceptions on loans up to

$500, 000. Policy exceptions on |oans greater than $500, 000 nust be approved by
the Directors' Loan Committee, and the full board of directors reviews reports



of all loans and policy exceptions at its regular nmeetings. Both internal and
external independent auditors also evaluate the quality of |oans, and determ ne
if loans are originated in accordance with the guidelines established by the
board of directors.

We recognize that credit |osses will be experienced and the risk of loss will
vary with, anong other things, the type of |oan being nade, the creditworthiness
of the borrower over the termof the loan and, in the case of a collateralized
loan, the quality of the collateral, as well as general econonmic conditions. W
intend to maintain an adequate allowance for |oan | osses based on, anong ot her
things, industry standards, managenent's experience, historical |oan |oss
experience, evaluation of econom ¢ conditions, and regul ar reviews of

del i nquenci es and | oan portfolio quality. W follow a conservative |ending
policy, but one which permts prudent risks to assist businesses and consuners
primarily in our principal nmarket areas. Interest rates vary depending on our
cost of funds, the loan maturity, the degree of risk, and other loan terms. As
appropriate, interest rates are adjustable with fluctuations in the "prime"
rate. The long term|oan-to-deposit ratio target is 85%to 90% W believe this
range will allow us to neet the credit needs of custoners while maintaining
adequate liquidity.

Commercial loans are primarily underwitten on the basis of the borrowers'
ability to service such debt fromincone. As a general practice, we take as
collateral a security interest in any available real estate, equipnment, or other
chattel, although |oans may al so be made on an unsecured basis. Collateralized
wor ki ng capital loans typically are secured by short-term assets whereas
long-termloans are primarily secured by |long-term assets.
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Consuner | oans are extended for various purposes, including purchases of

aut onpobi | es, recreational vehicles, and boats. W also offer home inprovenent
and second nortgage | oans, hone equity |loans and lines of credit, personal, and
deposit account collateralized |oans. Loans to consuners are extended after a
credit evaluation, including the creditworthiness of the borrower(s), the
purpose of the credit, and the secondary source of repaynment. Consuner |oans are
made at fixed and variable interest rates and may be nade on terns of up to ten
years.

I NVESTMENTS

The primary objective of the investnent portfolio is to develop a m xture of
investnents with maturities and conpositions so as to earn an acceptable rate of
return while neeting liquidity requirenents. We invest primarily in obligations
guaranteed by the U. S. governnent and governnent-sponsored agencies. W also
enter into federal funds transactions through our principal correspondent banks
and are typically a net seller of funds. Investnents with maturities in excess
of one year are generally readily sal able on the open narket.

EMPLOYEES
As of Decenber 31, 2002, we had 28 enpl oyees, 26 of whomwere full tine.
Executive Oficers of the Registrant

The following, in addition to M. Pomar who serves as a director, are our

executive officers:
Positions Held and Principal QOccupations

Nanme Age During the Past Five Years

Scott M Hall 38 Executive Vice President and Senior Loan Officer
of the Bank. M. Hall has over 15 years of
experience in the financial services industry.
Before joining the Bank, he was enployed with
First Union National Bank in Jacksonville for 8
years as Vice President/Commercial Banking
Rel ati onshi p Manager. His comunity activities
include the Jacksonville Chanber of Commerce and
Habitat for Humanity, and he is a menber of the
Clay County Ceneral Covernment Conmittee. M. Hall
is a graduate of the University of North Florida,
where he received his Bachel or of Business
Admi ni stration degree in Finance.



Cheryl L. Whal en 41 Executive Vice President and Chief Financial
O ficer for both the Conpany and the Bank. Ms.
VWal en is also Chief Administrative Oficer and
Cashi er of the Bank, and has over 20 years of
experience in the financial services industry.
From March 1990 until March 1999, Ms. Wal en was
with the O Neil Conpanies and Merchants and
Southern Bank in Gainesville, Florida; initially
as Senior Vice President and Cashier, and |ater as
Executive Vice President and Chief Financial
O ficer, and President of O Neil Management
Services, Inc. Ms. Wialen has a Certified Internal
Audi tor designation and is a graduate of Florida
State University, where she received her Bachel or
of Science degree in Accounting.

DATA PROCESSI NG

We currently have an agreement with Metavante Corporation, formerly known as M &
| Data Services, to provide our core processing and support certain customer
products and delivery systenms. W believe that Metavante Corporation will
continue to be able to provide state of the art data processing and customner
service related processing at a conpetitive price to support our future growth.

| TEM 2. DESCRI PTI ON OF PROPERTI ES

We | ease 5,000 square feet of office space for our headquarters in downtown
Jacksonville. The five year lease calls for rent of $20.25 per square foot (as
of Novenber 2002) including commpn area maintenance fees, and is subject to
annual increases of 4%

On June 11, 1998, we purchased branch office quarters |ocated at 10325 San Jose
Boul evard, Jacksonville, Florida, and expanded the |ocation from 2,777 square
feet to 3,015 square feet, with three drive-through teller stations. The
purchase price was $587,500, and the cost of renovati on was approxi mately

$500, 000.

On January 28, 2000, we purchased |and at 12740-200 Atlantic Boul evard,
Jacksonville, Florida, for $600,000. The construction of a freestanding branch
on that |and cost $530,000 and was conpleted in July 2000.

| TEM 3. LEGAL PROCEEDI NGS

There are no material pending | egal proceedings to which we are a party or to
whi ch any of our properties are subject; nor are there naterial proceedings
known to be contenpl ated by any governmental authority; nor are there material
proceedi ngs known to us, pending or contenplated, in which any of our directors,
officers, affiliates or any principal security holders, or any associate of any
of the foregoing, is a party or has an interest adverse to us.

I TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

There were no matters submtted to a vote of security holders during the fourth
quarter of 2002.

PART ||

Qur conmon stock began trading on the OTC Bulletin Board on Septenber 13, 1999,
at $10.50 per share under the symbol JAXB. On Cctober 17, 2002, our stock was
approved for listing on the Nasdaq Smal | Cap Market and began tradi ng under the
sanme synbol on October 23, 2002. The followi ng table shows the high and | ow sale
prices for each quarter of 2001 and 2002.

The prices quoted reflect inter-dealer prices, without retail mark-up,

mar k- down, or commi ssion, and may not necessarily represent actual transactions.

Year Quarter Hi gh Low



2001 First $10. 2500 $ 8.6250
Second $10. 2000 $ 9.2500
Third $10. 0000 $ 9.0000
Fourth $ 9.6000 $ 8.1000

2002 First $10. 30 $ 8.75
Second $11. 05 $ 9.75
Third $11. 50 $10. 50
Fourth $12. 11 $10. 50

The total nunber of holders of record of our common stock as of March 21, 2003,
was approxi mately 215. The common stock cl osed at $12.51 on that date.

It is the policy of our board of directors to reinvest earnings for such period
of tinme as is necessary to ensure our successful operations. There are no
current plans to initiate paynent of cash dividends, and future dividend policy
wi Il depend on our earnings, capital and regulatory requirenents, financial
condition, and other factors considered rel evant by our board of directors.

Qur ability to pay dividends to stockhol ders depends significantly on the Bank's
ability to pay dividends to the Conmpany in anpunts sufficient to service our
obligations. Such obligations may include an obligation to make any paynents
with respect to securities issued in the future which have an equal or greater
di vidend preference to our common stock. We nay al so issue additional capital
stock, or incur indebtedness with the prior approval of the Federal Reserve

Boar d.

In addition, the Bank is restricted in its ability to nmake capital distributions
to the Conpany under federal and state banking |aws and regul ations. All

di vidends nust be paid out of current net profits then on hand plus retained net
profits of the preceding two years, after deducting bad debts, depreciation and
other worthless assets, and after mmking provision for reasonably anticipated
future | osses on loans and other assets. A state bank may not declare a dividend
that woul d cause the capital accounts of a bank to fall below the m ni rum anpbunt
required by law, regulation, order, or any witten agreement with the Florida
DBF or any federal regulatory agency.
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I TEM 6. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

(Dol lars in thousands, except per share figures)

Table 2

At or for the Year Ended Decenber

2002 2001 2000 1999
Fi nanci al Condition Data:
Cash and cash equivalents .......... ... ... ... ... .. .... $ 4,281 $ 5, 288 $ 2,385 $ 1,479
S CUMN I LI S ittt 12,531 7,532 3, 145 2,005
Loans, Net ... ... 108, 933 68, 134 34,183 7,968
All other assets .......... ... i, 5, 086 5,524 5,323 3,116
Total @SSetsS ...t $ 130,831 $ 86, 478 $ 45, 036 $ 14,568
DEPOSit ACCOUNES .o\ttt et e e e e $ 110,128 $ 75, 619 $ 37, 341 $ 6,174
O her borrowings . ... 7,747 3, 360 -- --
Al other liabilities ......... .. 389 202 156 155
Stockholders' equity ......... .. 12,567 7,297 7,539 8, 239
Total liabilities and stockholders' equity ......... $ 130,831 $ 86, 478 $ 45, 036 $ 14, 568
Operations Data:
Total interest iNCOME ....... ... ... i, $ 6, 699 $ 4,273 $ 2,052 $ 398
Total interest exXPense . ...........iiiiiinnnnnn.. 2,763 2,060 889 102



Net interest income ........... ... . .. .. i, 3,936 2,213 1,163 296
Provision for loan 10SSes .............iiiiiiinenn. 443 343 264 80

Net interest income after provision for |oan | osses 3,493 1, 870 899 216
Noninterest INCOMB .. ... ... ...t 580 458 261 55
Noni Nt erest exXPensSe . ... ...t 3,134 2,645 2,326 2,079

Earni ngs (1 oss) before income taxes (benefit) ...... 939 (317) (1, 166) (1, 808)
Income taxes (benefit) ....... .. . .. . . . . . . .. 355 (119) (436) (685)

Net earnings (10SS) ... ... .. .. $ 584 $ (198) $ (730) $ (1,123)
Per Share Dat a:
Basic and diluted earnings (loss) per share ............ $ 0. 44 $ (0.19) $ (0.72) $ (1.84)
Total shares outstanding at end of year ................ 1, 467, 066 1,017, 066 1,017, 066 1,017, 066
Book val ue per share at end of year .................... $ 8.57 $ 7.17 $ 7.41 $ 8.10
Rati os and Ot her Data:
Return on average assets .............uuiiiiininnnnennn. 0. 53% (0.32)% (2.53)% (12.35)%
Return on average equity ...........oouuiiniiininnnnnn 5.40% (2.68)% (9.36)% (20.26) %
Average equity to average asSets ....................... 9. 85% 11.95% 27.06% 60. 96%
Interest rate spread during the period ................. 3.37% 3.24% 3. 70% 1.46%
Net yield on average interest-earning assets ........... 3.89% 4.11% 5.15% 4.90%
Noni nt erest expense to average assets .................. 2.86% 4.28% 8.07% 22.87%
Average interest-earning assets to average interest-

bearing liabilities ...... .. ... . . . . .. . . . . 1.19 1.22 1.37 3.04
Nonperform ng | oans and forecl osed real estate as a

percentage of total assets at end of year .......... -- -- -- --
Al l owance for |l oan | osses as a percentage of total |oans

at end of year ...... ... 1. 00% 0. 96% 1. 00% 1.00%
Total nunmber of banking offices ........................ 3 3 3 2
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MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI Tl ON
AND RESULTS OF OPERATI ONS
YEARS ENDED DECEMBER 31, 2002 AND 2001
GENERAL

We were incorporated on Cctober 24, 1997, and were organi zed to conduct the
operations of the Bank. The Bank is a Florida state-chartered comercial bank,
and the FDIC insures its deposits. Through the Bank, which opened for business
on May 28, 1999, we provide a variety of community banking services to
busi nesses and individuals in Duval County, Florida. During 2000, the Bank
formed Fountain Financial, Inc., a wholly owned subsidiary insurance agency. The

primary business activities of Fountain Financial, Inc., consist of referral of
our custoners to third parties for sale of insurance products.

FORWARD- LOOKI NG STATEMENTS

The followi ng discussions contain forward-|ooking statements that are based on
assunptions and may describe our future plans, strategies, and expectations.
Pl ease refer to FORWARD- LOOKI NG STATEMENTS at | TEM 1 for further detail
regarding forward-1ooking statenments within this docunent, and the risks and
uncertainties that could cause actual results to differ materially fromthose
anticipated by such statenents.

LI QUI DI TY AND CAPI TAL RESOURCES

Liquidity represents an institution's ability to provide funds to satisfy
demands from depositors and borrowers by either converting assets into cash or
accessing new or existing sources of incremental funds. A state-chartered
comrercial bank is required to maintain a liquidity reserve of at |east 15% of
its total transaction accounts and 8% of its total nontransaction accounts
subject to certain restrictions. The reserve may consi st of cash on hand, demand
deposits due from correspondent banks, other investnents, and marketable
securities. At Decenber 31, 2002, the Bank exceeded its regulatory liquidity
requi rements. Please see the additional disclosure on sources of funds under the
section hereof entitled DEPOSI TS AND OTHER SOURCES OF FUNDS.



Qur primary source of cash during 2002 was net deposit inflows of $34.5 mllion.
Cash was used primarily to originate | oans and purchase securities. At Decenber
31, 2002, we had outstanding conmitnments to originate |oans totaling $3.9
mllion and commtments to borrowers for available lines of credit totaling
$16.1 nillion.

LOAN PORTFOLI O COVPCSI Tl ON

Comercial real estate |oans conprise the |argest group of loans in our
portfolio, amounting to $63.5 million, or 57.7%of the total |oan portfolio as
of Decenber 31, 2002, increasing from$26.2 mllion, or 38.0% at Decenber 31,
2001. Residential real estate |oans conprise the second | argest group of |oans
in the portfolio, anpbunting to $25.8 nmillion or 23.5%of the total |oan
portfolio at December 31,2002, as conpared to $13.6 nmillion or 19.8% at Decenber
31, 2001. As of Decenmber 31, 2002, commercial |oans anpunted to $16.6 million or
15. 1% of total |oans, which were $25.1 nillion or 36.5% at Decenber 31, 2001.
The following table sets forth the conposition of our loan portfolio (dollars in
t housands):

Table 3
At Decenber 31,
2002 2001 2000
Amount % of Total Ampbunt % of Total Amount % of Tot al

Comercial .............. $ 16,648 15. 1% $ 25,105 36. 5% $ 18,078 52. 4%
Commercial real estate .. 63,520 57.7 26, 159 38.0 7,254 21.0
Residential real estate . 25, 825 23.5 13, 595 19.8 5,748 16. 7
Consuner and other ...... 4,057 3.7 3,917 5.7 3,417 9.9

110, 050 100. 0% 68, 776 100. 0% 34, 497
Add (deduct):
Al l owance for |oan |osses (1, 100) (657) (344)
Net deferred (fees) costs (17) 15 30
Loans, net .............. $ 108, 933 $ 68,134 $ 34,183

CREDI T RI SK

Qur primary business is making comercial, real estate, business and consumer

l oans. That activity entails potential |oan |osses, the magnitude of which
depend on a variety of econonmic factors affecting borrowers which are beyond our
control. While we have instituted underwiting guidelines and credit review
procedures to protect us from avoidable credit |osses, sonme |osses will
inevitably occur. At Decenber 31, 2002, we had nonperforning assets (loans on
nonaccrual ) of $851, 000, of which $728,000 was delinquent ninety days or nore.
In addition, we charged off no loans in 2002.
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The followi ng table presents information regarding the total allowance for |oan

losses as well as the allocation of such ampunts to the various categories of
l oans (dollars in thousands):

Ampunt % of Total

$ 2,092 26. 0%
2,613 32.4
2,567 31.8

787 9.8
8, 059 100. 0%
(80)
(11)
$ 7,968
1999

% of Loans

Table 4
At Decenber 31,
"""" 2002 2000 2000
""""" %of Loans  %of Loans  %of Loans
Amount to Total Loans Ampunt to Total Loans Ampunt to Total Loans Ampunt to Total Loans
Commercial .......... i $ 330 15. 1% $ 239 36.5% $ 98 52. 4%

Commercial real estate .................. 254 57.7 222 38.0 55 21.0

$ 21 26. 0%
26 32.4



Residential real estate ................. 134 23.5 62 19.8 22 16.7 26 31.8
Consuner and other ...................... 30 3.7 33 5.7 27 9.9 7 9.8
Unal | ocat ed general allowance ........... 352 -- 101 -- 142 -- -- --
Total allowance for loan losses ......... $1, 100 100. 0% $ 657 100. 0% $ 344 100. 0% $ 80 100. 0%
Al l owance for |oan | osses as a percentage

of total loans outstanding ........... 1.00% 0. 96% 1. 00% 1. 00%

REGULATI ON AND LEG SLATI ON

Wth a state-chartered commercial bank, we are subject to extensive regulation
by the Federal Reserve Board, the Florida DBF, and the FDIC. W file reports
with these regulatory agencies concerning our activities and financial
condition. We also nust obtain regulatory approvals prior to entering into
certain transactions, such as nergers with or acquisitions of other financial
institutions, or other expansion of l|ocations and facilities. Periodic

exam nations are performed by the regul atory agencies to nonitor our conpliance
with various regulatory requirenents.

REGULATORY CAPI TAL REQUI REMENTS

We are required to neet
not a valuation allowance and has not
It represents a restriction on stockholders' equity. Quantitative nmeasures
established by regulation to ensure capital adequacy require us to maintain

m ni num anounts and percentages of total and Tier 1 capital (as defined in the
regulations) to risk weighted assets (as defined), and of Tier 1 capital (as
defined) to average assets (as defined). We believe, as of Decenmber 31, 2002,
that the Bank was well capitalized and neets all capital adequacy requirenents
to which it is subject. The regulatory mninunms to be considered adequately or
wel | capitalized, and the Bank's actual data for the indicated periods are set
forth in the table below (dollars in thousands).

certain mninmumregulatory capital requirenents. This is
been created by charges agai nst earnings.

Table 5

ADEQUATELY CAPI TALI ZED

BANK ACTUAL M NI MUM CRI TERI A
AMOUNT % AMOUNT %
AT DECEMBER 31, 2002:
Total capital to risk weighted assets ... $ 12,563 11.11% $ 9,045 8. 00%
Tier 1 capital to risk weighted assets .. 11, 463 10. 14 4,522 4.00
Tier 1 capital to average assets ........ 11, 463 9.22 4,971 4.00
AT DECEMBER 31, 2001:
Total capital to risk weighted assets ... $ 7,102 9. 80% $ 5,798 8. 00%
Tier 1 capital to risk weighted assets .. 6, 445 8. 89 2,900 4.00
Tier 1 capital to average assets ........ 6, 445 8. 39 3,073 4.00
MARKET RI SK
Market risk is the risk of loss fromadverse changes in market prices and rates.

Qur nmarket risk arises primarily frominterest rate risk inherent in I ending and
deposit taking activities. To that end, we actively nonitor and manage interest
rate risk exposure. The nmeasurenment of market risk associated with financial
instrunents is nmeaningful only when all related and offsetting on- and

of f - bal ance sheet transactions are aggregated, and the resulting net positions
are identified. Disclosures about the fair value of financial instrunents, which
reflect changes in market prices and rates, can be found in Note 7 of the NOTES
TO CONSOLI DATED FI NANCI AL STATEMENTS.

Qur primary objective in managing interest rate risk is to mninmze the adverse
inmpact of changes in interest rates on net interest income and capital, while
adj usting our asset-liability structure to obtain the nmaxi mumyiel d-cost spread
on that structure. We rely primarily on our asset-liability structure to control
interest rate risk. However, a sudden and substantial change in interest rates
may adversely inpact earnings, to the extent that the interest rates borne by
assets and liabilities do not change at the same speed, to the same extent, or
on the sanme basis. We do not engage in trading activities.

WELL CAPI TALI ZED
M NI MUM CRI TERI A

AMOUNT %
$ 11, 306 10. 00%
6,784 6.00
6,214 5.00
$ 7,247 10. 00%
4, 350 6. 00
3,841 5.00



| MPACT OF | NFLATI ON AND CHANG NG PRI CES

The financial statenents and rel ated data presented herein have been prepared in
accordance with generally accepted accounting principles, which requires the
measur ement of financial position and operating results in terns of historica
dollars, without considering changes in the relative purchasi ng power of nobney
over time due to inflation. Unlike npost industrial conpanies, substantially al

of our assets and liabilities are nonetary in nature. As a result, interest
rates have a nore significant inpact on our performance than the effects of
general levels of inflation. Interest rates do not necessarily nobve in the sane
direction or in the sane magnitude as the prices of goods and services, since
such prices are affected by inflation to a |arger extent than interest rates
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SECURI Tl ES

The securities portfolio is conprised of U S. Governnment agency securities,

nort gage- backed securities, and a State of |srael bond. The securities portfolio
is categorized as either "held to maturity", "available for sale", or "trading".
Securities held to maturity represent those securities which we have the
positive intent and ability to hold to maturity. Securities available for sale
represent those investnents which may be sold for various reasons including
changes in interest rates and liquidity considerations. These securities are
reported at fair market value, and unrealized gains and | osses are excluded from
operations and reported in other conprehensive inconme (loss). Trading securities
are held prinmarily for resale and are recorded at their fair values. Unrealized
gains or losses on trading securities are included i mediately in earnings.
During 2002 and 2001 we had no trading securities.

The following table sets forth the anortized costs and fair value of our
securities portfolio (dollars in thousands):

AT DECEMBER 31, 2002 AT DECEMBER 31, 2001

AMORT| ZED FAI R AMORT| ZED FAI R
COSsT VALUE COoSsT VALUE
SECURI TI ES AVAI LABLE FOR SALE:
U.S. Government agency securities $10, 049 $10, 192 $6, 177 $6, 109
Mor t gage- backed securities ...... 2,246 2,289 1, 370 1, 373
$12, 295 $12, 481 $7, 547 $7, 482
SECURI TY HELD TO MATURI TY:
State of Israel bond ............ $ 50 $ 50 $ 50 $ 57

The following table sets forth, by maturity distribution, certain information
pertaining to the securities (dollars in thousands):

Table 6
AVAI LABLE FOR SALE HELD TO MATURI TY
CARRYI NG AVERAGE CARRYI NG AVERAGE
VALUE Yl ELD VALUE Yl ELD
AT DECEMBER 31, 2002:
Due after one year through five years ... $ 253 5. 45% $ -- --
Due after five through ten years ........ 2,339 6.11 50 7.50
Due after ten years ..................... 7, 600 6. 23 -- --
Mort gage- backed securities .............. 2,289 4.77 -- --
Total ... ... $ 12,481 5.92% $ 50 7.50%
AT DECEMBER 31, 2001:
Due after one year through five years ... $ 253 5. 45% $ -- --
Due after five through ten years ........ 1,736 6. 04 50 7.50%

Due after ten years ..................... 4,120 6.17 -- --



ASSET - LIABILITY STRUCTURE

As part of our asset and liability nmanagenent, we have enphasi zed establishing
and inplenenting internal asset-liability decision processes, as well as
communi cations and control procedures to aid in enhancing our earnings. W
bel i eve that these processes and procedures provide us with better capita

pl anni ng, asset mix and volunme controls, |oan pricing guidelines, and deposit
interest rate guidelines, which should result in tighter controls and |ess
exposure to interest rate risk

The matching of assets and liabilities may be anal yzed by exam ning the extent
to which such assets and liabilities are interest rate sensitive and by
monitoring an institution's interest rate sensitivity gap. An asset or liability
is said to be interest rate sensitive within a specific period if it will nmature
or reprice within that time period. The interest rate sensitivity gap is defined
as the difference between interest-earning assets and interest-bearing
liabilities maturing or repricing within a given tinme period. The gap ratio is
conputed as rate sensitive assets less rate sensitive liabilities as a
percentage of total assets. A gap is considered positive when the amount of
interest rate sensitive assets exceeds interest rate sensitive liabilities. A
gap i s considered negative when the ampunt of interest rate sensitive
liabilities exceeds interest rate sensitive assets. During a period of rising
interest rates, a negative gap would be expected to adversely affect net
interest incone, while a positive gap should result in an increase in net
interest income. During a period of falling interest rates, a negative gap woul d
be expected to result in an increase in net interest income, while a positive
gap shoul d adversely affect net interest incone

In order to mnimze the potential for adverse effects of material and prol onged
changes in interest rates on the results of operations, we continue to nonitor
asset and liability nanagenment policies to appropriately match the maturities
and repricing terms of interest-earning assets and interest-bearing liabilities
Such policies consist primarily of: (1) enphasizing the origination of variable
rate loans; (2) maintaining a stable core deposit base; and (3) maintaining a
sound level of liquid assets (cash and securities)
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The following table sets forth certain information relative to our
interest-earning assets and interest-bearing liabilities at Decenmber 31, 2002
that are estimated to mature or are scheduled to reprice within the period shown
(dollars in thousands)

Table 7
OVER 6
3 MONTHS OR OVER 3 MONTHS MONTHS TO 1 OVER 1 YEAR OVER 5 YEARS
LESS TO 6 MONTHS YEAR TO 5 YEARS TO 10 YEARS
Loans: (1)
Variable rate ....................... $42, 418 $ 4 $ 9 $ 1,677 $ --
Fixed rate ............. .. . ..o 1,276 1,011 1, 836 35, 621 18, 966
Total loans ...................... 43, 694 1,015 1, 845 37, 298 18, 966
Securities (2) ... 170 108 193 1, 245 2,785
Federal funds sold ...................... 357 -- -- -- --
Total rate sensitive assets ...... 44,221 1,123 2,038 38, 543 21,751
Deposit accounts: (3)
NOW deposits ..., -- -- 1,534 767 768
Money market deposits ............... -- -- -- 3, 286 --
Savings deposits ............. ... .... 2,915 2,915 1, 458 4,373 2,915
Time deposits ........... ... 11, 113 13, 373 19, 804 27,707 419

Total deposit accounts ........... 14, 028 16, 288 22,796 36, 133 4,102

65, 942



Federal fund purchased .............. 3,000 -- -- .- .-
OQther borrowings .................... 4,747 -- -- .- .-

Total rate sensitive liabilities . $21,775 16, 288 22,796 36, 133 4,102

101, 094

Gap repricing differences ............... $22, 446 (15, 165)

(20, 758) 2, 410 17, 649 15, 076

21,658

Cumul ative gap .. ..ovvi i 22,446 7,281 (13, 477)

(11, 067) 6, 582 21, 658

Cunul ative gap/total assets ............. 17. 2% 5.6% (10.3)%

(8.5)% 5. 0% 16. 6%

(1) Variable rate loans are included in the period in which the interest rates
are next schedul ed to adjust rather than in the period in which the |oans
mature. Fixed rate loans are schedul ed, including repaynents, according to
their contractual maturities.

(2) Securities are schedul ed at anortized cost through the next repricing date
or the maturity date, as appropriate, w th nortgage-backed instrunments
schedul ed in accordance with expected cash flows.

(3) Transaction accounts (NOW npney narket, and savings) are treated as
interest rate sensitive based on historical experience and expectations
regarding the sensitivity of those deposits. Tine deposits are schedul ed
based on the maturity dates of the instruments.

The followi ng table reflects contractual principal repaynents by period of our
folio at Decenber 31, 2002 (in thousands):

Tabl e 8

COMMERCI AL REAL
ESTATE LOANS

RESI DENTI AL REAL
ESTATE LOANS

COMMERCI AL LOANS

CONSUMER LOANS

2007 .. 292 15, 783 1, 747 141

O the total loan portfolio at Decenber 31, 2002, 59.9% have variable interest
rates and 40.1% have fixed interest rates. Of the $85.8 mllion of |oans due
after 2003, 72.1% have fixed interest rates and 27.9% have adjustable interest
rates.

Schedul ed contractual principal repayments of |oans do not reflect the actual
life of such assets. The average life of loans is substantially |less than their
average contractual terms due to prepaynents. In addition, due-on-sale clauses
on | oans generally give us the right to declare a conventional |oan imediately
due and payable in the event, anpng other things, that the borrower sells real
property subject to a nortgage and the loan is not repaid. The average life of
nortgage | oans tends to increase, however, when current nortgage |loan rates are
substantially higher than rates on existing nortgage |oans and, conversely,
decrease when rates on existing nortgages are substantially higher than current
nortgage | oan rates.
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ORI G NATI ON, SALE AND REPAYMENT OF LOANS. We generally originate |oans in our
pri mary geographical lending area in Northeast Florida. The follow ng table sets
forth total |oans originated and repaid (dollars in thousands).

Table 9

YEAR ENDED DECEMBER 31,



Ori gi nations:

Commercial 10ans .. ... $ 15, 174 $ 22,014 $ 24, 400 $ 5,171
Comrercial real estate loans ........... ... ... .. . ..., 44, 460 22,255 5 772 2,617
Residential real estate loans ............. .. ... ... .. ....... 16, 915 11, 755 5,061 3, 320
CoNSUMBI | 0ANS ... it e e e e e e 2,260 2,095 3, 890 1,078
Total loans originated ............ .. .. ... ... ... ....... 78, 899 58, 119 39, 123 12,186

Less - principal reductions ......... ... i 37,535 23, 840 12, 685 4,127
Increase in total loans ............ ... $ 41,274 $ 34,279 $ 26, 438 $ 8, 059

The following table sets forth certain information regardi ng nonaccrual |oans,
including the ratio of such loans to total assets as of the dates indicated
(dollars in thousands).

Tabl e 10

AT DECEMBER 31,

2002 2001 2000 1999
Nonper f ormi ng (nonaccrual) | oans:
Commercial 1 08NS ...t $ 442 $ -- $ -- $ --
Residential real estate loans ................... ... .......... 409 99 -- --
Consuner loans and other .............. ... .. ... ... . . . ..o -- 2 -- --
Total nonperformng (nonactual) loans ..................... 851 101 -- --
Total nonperforming loans to total assets ................. 0. 65% 0.12% -- --

The following table sets forth information with respect to activity in the
al l owance for |oan | osses for the periods indicated (dollars in thousands).

Table 11
YEAR ENDED DECEMBER 31,
C2002 2001 2000 1099
Average loans outstanding, net ................ it $ 89, 043 $ 46, 768 $ 18,176 $ 1, 696
Al l owance at beginning of year .......... .. ... . ... . i ; _______ g;; $ 344 $ 80 $ --
Charge-offs - consumer 10ans ............. .. -- 30 -- --
RECOVEIT BS .. -- -- -- --
Net charge-offs ... ... . . . . -- 30 -- --
Provi sion for loan | osses charged to operating expenses ........ 443 343 264 80
Al l owance at end of year .......... .. .. ... ;:::;,:i;(:) $ 657 $ 344 $ 80
Rati o of net charge-offs to average |oans outstanding .......... --% 0. 06% --% --%
Total loans at end of year .......... .. . .. ... ;"_Ha_a;a $ 68, 766 $ 34, 497 $ 8, 059
Al l owance as a percent of total loans .......................... _______I._(_)B% 0. 96% 1.00% 1. 00%

DEPCSI TS AND OTHER SOURCES OF FUNDS

GENERAL. In addition to deposits, the sources of funds available for |ending and
ot her busi ness purposes include |oan repaynents, |oan sales, federal funds
purchased lines of credit, and securities sold under agreenments to repurchase.
Loan repaynments are a relatively stable source of funds, while deposit inflows
and outflows can be influenced significantly by general interest rates and nobney



mar ket conditions. Borrow ngs may be used on a short-termbasis to conpensate
for reductions in other sources, such as deposits, or due to favorable
differentials in rates and other costs.

DEPCSI TS. Deposits are attracted principally fromour primary geographic market
areas in Duval County, Florida. W have al so enhanced our geographical diversity
by offering certificates of deposit nationally to other financial institutions.
We offer a broad selection of deposit products including demand deposit
accounts, NOW accounts, noney narket accounts, regular savings accounts, term
certificates of deposit and retirement savings plans (such as IRAs). Certificate
of deposit rates are set to encourage |longer maturities as cost and narket
conditions will allow Deposit account ternms vary, with the prinmary differences
bei ng the m ni num bal ance required, the time period the funds nust remain on
deposit, and the associated interest rates. Managenent sets the deposit interest
rates weekly based on a review of deposit flows for the previous week, and a
survey of rates
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anong conpetitors and other financial institutions. W have enphasized
comrerci al banking relationships in an effort to increase denand deposits as a

percentage of total deposits.

The following table shows the distribution of, and certain other information
relating to, our deposit accounts by type (dollars in thousands):

Table 12
AT DECEMBER 31,
2002 2001
% OF % OF
AMOUNT DEPGCSI TS AMOUNT DEPOCSI TS

Demand deposits . ... ... $ 16,781 15. 2% $ 14,190 18. 8%
NOW depOSi 1S ..ot 3,069 2.8 3,111 4.1
Money market deposits ............ . ... 3, 286 3.0 2,884 3.8
SavinNgs depoSits ..ttt 14,576 13.2 17,915 23.7

Subtotal ... 37,712 34.2 38, 100 50. 4
Certificates of deposit:

1.00% 1.99% . . ..ot 1,971 1.8 -- --

2,009 2.99%0 . . 22,935 20.9 2,376 3.1

3.00% 3. 9900 . . .. 31,174 28.3 13, 787 18.2

4.00% 4.99% . ... 13, 325 12.1 15, 194 20.1

5.00% 5.99% . ... .. 1,479 1.3 715 1.0

6.00966.99%0 . . . 1,532 1.4 4,677 6.2

T.00% 7. 10% . . .ot -- -- 770 1.0
Total certificates of deposit (1) ...................... 72,416 65. 8 49. 6
Total deposits ... $110, 128 100. 0% 100. 0%
(1) I ncludes individual retirement accounts ("IRAs") totaling $503 and $174 at

Decenber 31, 2002 and 2001, respectively, all of which are in the form of
certificates of deposit.

Junmbo certificates ($100,000 and over) nmature as follows (in thousands):

AT DECEMBER 31,

2002 2001
Three nonths or €SS ... ... i $ 4,885 $ 2,900
More than three nonths to six nonths ............. 4,561 2,027
More than six nonths to one year ................. 6, 140 7,266
One to five years ...... ... 7,253 2,166



RESULTS OF OPERATI ONS

Qur operating results depend primarily on our net interest incone, which is the
di fference between interest inconme on interest-earning assets and interest
expense on interest-bearing liabilities, consisting primarily of deposits. Net
interest income is determned by the difference between yields earned on
interest-earning assets and rates paid on interest-bearing liabilities
("interest rate spread") and the relative anpbunts of interest-earning assets and
interest-bearing liabilities. Qur interest rate spread is affected by

regul atory, economc, and conpetitive factors that influence interest rates

| oan demand, and deposit flows. In addition, our net earnings are affected by
the I evel of nonperform ng |oans and foreclosed real estate, as well as the

| evel of noninterest incone and noninterest expense, such as salaries and

enpl oyee benefits, occupancy and equi pnent costs, and income taxes
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The following table sets forth, for the periods indicated, information
regarding: (1) the total dollar amunt of interest and dividend incone from
interest-earning assets and the resultant average yield; (2) the total dollar
anmount of interest expense on interest-bearing liabilities and the resultant
average costs; (3) net interest/dividend incone; (4) interest rate spread; and
(5) net interest margin. Average bal ances are based on average daily bal ances
(dollars in thousands)

Tabl e 13

YEARS ENDED DECEMBER 31,

| NTEREST

2002 2001
| NTEREST | NTEREST
AVERAGE AND AVERAGE  AVERAGE AND AVERAGE AVERAGE

BALANCE DI VI DENDS Yl ELD/ RATE BALANCE DI VI DENDS Yl ELD/ RATE BALANCE

Interest-earning assets

Loans(1) ................. $ 89,043 $ 6,016 6.76% $ 46,768 $ 3,852 8.24% $ 18,176
Securities ............... 10, 153 649 6. 39 5,290 340 6.43 2,395
Ot her interest-earning
assets (2) ............ 1,918 34 1.77 1,804 81 4.49 2,015
Total interest-earning
assets ............. 101, 114 6, 699 6.63 53, 862 4,273 7.93 22,586
Noni nt er est - earni ng assets ... 8,611 8, 006 6, 251
Total assets .......... $109, 725 $ 61, 868 $ 28, 837
Interest-bearing liabilities
Savi ngs deposits ......... $ 19, 363 500 2.58 $ 15, 800 640 4. 05 9,334
NOW deposits ............. 2,545 12 0. 47 2,732 27 0.49 1,488
Money mar ket deposits .... 3,357 66 1.97 1, 823 56 3.07 1,502
Tinme deposits ............ 58, 729 2,172 3.70 22,954 1, 316 5.73 4,105
OQther borrowings ......... 678 13 1.92 660 21 3.18 75
Total interest-bearing
liabilities ........ 84,672 2,763 3.26 43, 969 2,060 4.69 16, 504
Noni nt er est - beari ng
liabilities .............. 14, 248 10, 508 4,530
St ockhol ders' equity ......... 10, 805 7,391 7,803
Total liabilities and
st ockhol ders' equity $109, 725 $ 61, 868 $ 28, 837
Net interest/dividend income . $ 3,936 $ 2,213
Interest rate spread (3) ..... 3.37% 3.24%

Net interest margin (4) ...... 3. 89% 4. 11%

AND
DI VI DENDS

$ 1,760
165

AVERAGE
YI ELD/ RATE

9. 68%
6.89

oo RN O
©
s

3. 70%

5.15%



Rati o of average
interest-earning assets
to average
i nterest-bearing
liabilities .............. 1.19 1.22

(1) Aver age | oan bal ances include nonaccrual | oans.

(2) I ncludes federal funds sold.

(3) Interest rate spread represents the difference between the average yield
on interest-earning assets and the average cost of interest-bearing
liabilities.

(4) Net interest margin is net interest incone divided by average
interest-earning assets.

RATE/ VOLUME ANALYSI S

The followi ng tables set forth certain information regarding changes in interest
incone and interest expense for the periods indicated. For each category of
interest-earning assets and interest-bearing liabilities, information is
provided on changes attributable to (1) changes in rate (change in rate

mul tiplied by prior volune); (2) changes in volune (change in volume nultiplied
by prior rate); and (3) changes in rate-volune (change in rate nultiplied by
change in volune). Dollars are in thousands.
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YEAR ENDED DECEMBER 31, 2002 VS. 2001:
Table 14
| NCREASE ( DECREASE) DUE TO
RATE VOLUME RATE/ VOLUME TOTAL
Interest-earning assets:
LO@NS . . $ (692) $ 3,483 $ (627) $ 2,164
SECUI T ti BS oo (2) 313 (2) 309
Other interest-earning assets ..............iiiiiiiinaoa.. (49) 5 (3) (47)
Total .. (743) 3,801 (632) 2,426
Interest-bearing liabilities:
Savi ngs, nmoney market and NOWdeposits ..................... (256) 174 (63) (145)
Time deposits ... (466) 2,050 (728) 856
BOIr I OWE NOS ..ottt (8) -- -- (8)
Total .. (730) 2,224 (791) 703
Net change in net interest income .................cciiiiiinn... $ (13) $ (597) $ 159 $ 1,723
YEAR ENDED DECEMBER 31, 2001 VS. 2000:
Tabl e 15
| NCREASE ( DECREASE) DUE TO
RATE VOLUME RATE/ VOLUME TOTAL
Interest-earning assets:
LO@NS . .ttt $ (262) $ 2,767 $ (413) $ 2,092
SECUM I L S oottt (112) 199 (13) 175
OQther interest-earning assets .......... ..., (36) 13 (23) (46)
TOt Al ot (309) 2,979 (449) 2,221
Interest-bearing liabilities:
Savi ngs, noney market and NOWdeposits ..................... (173) 397 (109) 115



Time deposits ... (39) 1, 261

BOIr I OWE NOS . .ottt (3) 39
Total . (215) 1, 697
Net change in net interest incCome .................ccoiiiiininn... $ (94) $ 1,282

YEAR ENDED DECEMBER 31, 2002, COWVPARED TO YEAR ENDED DECEMBER 31, 2001

GENERAL. Net earnings for the year ended Decenber 31, 2002, total ed $584, 000 or
$0. 44 per basic and diluted share, conpared to a net |oss of $198,6000 or $0.19
per basic and diluted share in 2001

| NTEREST | NCOVE AND EXPENSE. |Interest incone totaled $6,699,000 for the year
ended Decenber 31, 2002, conpared to $4,273,000 in 2001. Interest earned on

| oans was $6, 016,000 in 2002 conpared to $3,852,000 in 2001. This increase
resulted prinarily froman increase in the average |oan portfolio balance from
$46.8 mllion for the year ended Decenber 31, 2001, to $89.0 million for the
year ended Decenber 31, 2002, and was partially offset by a decrease in the
wei ghted average yield from8.24% for 2001 to 6.76% for 2002

Interest on securities was $649,000 for the year ended Decenber 31, 2002, as
conpared to $340,000 for the year ended Decenber 31, 2001. This increase
resulted prinarily froman increase in the average investnment securities
portfolio from$5.3 million for 2001 to $10.2 million for 2002. Interest on
federal funds sold totaled $34,000 in 2002 conpared to $81, 000 in 2001

I nterest expense on deposit accounts anpunted to $2, 750,000 for the year ended
Decenber 31, 2002, conpared to $2,039,000 in 2001. The increase resulted froman
increase in the average bal ance of interest-bearing deposits from $43.3 nillion
in 2001 to $84.0 nmillion in 2002, offset by a decrease in the weighted average
cost of interest-bearing deposits from4.71%in 2001 to 3.27% in 2002. Interest
on ot her borrow ngs anpbunted to $13,000 for the year ended Decenber 31, 2002
with a weighted average cost of 1.92%

PROVI SI ON FOR LOAN LOSSES. The provision for loan | osses is charged to earnings
to bring the total allowance to a |evel deened appropriate by managenent and is
based upon our volunme and types of |ending, industry standards, the anount of
nonper form ng | oans, general economic conditions (particularly as they relate to
our narket areas), and other factors related to the collectibility of our |oan
portfolio. The provision for the year ended Decenber 31, 2002, was $443, 000
conpared to $343,000 in 2001. The increase for 2002 was due to growth in the

| oan portfolio. Managenent believes that the allowance for |oan |osses of

$1, 100, 000 at Decenber 31, 2002, is adequate
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NONI NTEREST | NCOVE. Noni nterest inconme increased to $580, 000 for the year ended
Decenber 31, 2002, conpared to $458,000 for the year ended Decermber 31, 2001
This increase resulted prinarily froman increase in fees and service charges on
deposit accounts due to the significant increase in the nunber of accounts. The
anmount of noninterest income from nondeposit-related sources decreased by

$21, 000, prinarily due to outsourcing our bankcard nerchant program The

mer chant program changes resulted in a decrease of $77,000, which was partially
of fset by $44,000 in incone generated by nortgage origination activities
inmplenented in 2002

OTHER EXPENSE. Ot her expense total ed $3,134,000 for the year ended Decenber 31
2002, conpared to $2, 645,000 in 2001. The increase resulted primarily from an

increase in salaries and enpl oyee benefits expense of $260,000, an increase in
advertising and business devel opnment of $52,000, and an increase in occupancy

expense of $38, 000

I NCOVE TAXES (BENEFI T). Inconme tax expense for the year ended Decenmber 31, 2002
was $355,000 (an effective rate of 38% conpared to a benefit of $119,000 in
2001 (an effective rate of 38%.

YEAR ENDED DECEMBER 31, 2001 COWMPARED TO YEAR ENDED DECEMBER 31, 2000

GENERAL. Net loss for the year ended December 31, 2001, was $198,000 or $.19 per
basic and diluted share, conpared to a net |oss of $730,000 or $.72 per basic
and diluted share in 2000. During the years ended Decenber 31, 2001 and 2000

the Bank had not achi eved the average asset size necessary to operate
profitably. The Bank commenced operations on May 28, 1999, and had achi eved five




consecutive nonths of profitability as of Decenber 31, 2001.

| NTEREST | NCOVE AND EXPENSE. Interest incone total ed $4,273,000 for the year
ended Decenber 31, 2001, conpared to $2,052,000 in 2000. Interest earned on

| oans was $3,852,000 in 2001 conpared to $1, 760,000 in 2000. This increase
resulted prinarily froman increase in the average |oan portfolio balance from
$18.2 million for the year ended Decenber 31, 2000, to $46.8 million for the
year ended Decenber 31, 2001, and was partially offset by a decrease in the
wei ghted average yield from9.68%for 2000 to 8.24% for 2001.

Interest on securities was $340,000 for the year ended Decenber 31, 2001, as
conpared to $165,000 for the year ended Decenber 31, 2000. This increase
resulted prinarily froman increase in the average investnment securities
portfolio from$2.4 nmillion for 2000 to $5.3 million for 2001. Interest on
federal funds sold totaled $81,000 in 2001 conpared to $127,000 in 2000. The
aver age bal ance of these assets decreased from $2.0 million at Decenber 31,
2000, to $1.8 nmillion at Decenber 31, 2001, and the weighted average yield
decreased from6.30%in 2000 to 4.49%in 2001.

I nterest expense on deposit accounts anpunted to $2, 039,000 for the year ended
Decenber 31, 2001, conpared to $884,000 in 2000. The increase resulted from an
increase in the average bal ance of interest-bearing deposits from$16.4 nillion
in 2000 to $43.3 mllion in 2001, and was partially offset by a decrease in the
wei ght ed average cost of interest-bearing deposits from5.40%in 2000 to 4.70%
in 2001. Interest on other borrow ngs ambunted to $21,000 for the year ended
Decenber 31, 2001, with a wei ghted average cost of 3.18%

PROVI SI ON FOR LOAN LOSSES. The provision for |loan |osses is charged to earnings
to bring the total allowance to a | evel deened appropriate by managenent and is
based upon our volunme and types of |ending, industry standards, the anount of
nonperform ng | oans, general econom c conditions (particularly as they relate to
our narket areas), and other factors related to the collectibility of our |oan
portfolio. The provision for the year ended Decenber 31, 2001, was $343, 000
conpared to $264,000 in 2000. The increase for 2001 was due to growth in the

| oan portfolio. Managenent believes that the allowance for |oan |osses of

$657, 000 at Decenber 31, 2001, is adequate.

NONI NTEREST | NCOVE. Noni nterest inconme increased to $458,000 for the year ended
Decenber 31, 2001, conpared to $261,000 for the year ended December 31, 2000.
This increase resulted primarily froman increase in fees and service charges on
deposit accounts due to the significant increase in the nunber of deposit
accounts.

OTHER EXPENSE. Ot her expense total ed $2, 645,000 for the year ended Decenber 31,
2001, conpared to $2,326,000 in 2000. The increase of $319,000 resulted
primarily froman increase in salaries and enpl oyee benefit expense of $169, 000
and an increase in data processing costs of $172,000.

I NCOVE TAXES. The incone tax benefit for the year ended Decenber 31, 2001, was
$119, 000 (an effective rate of 38% conpared to $436,000 in 2000 (an effective
rate of 37%.
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SELECTED QUARTERLY RESULTS ( UNAUDI TED)

The follow ng tables present summarized quarterly data (dollars in thousands,
except per share anounts).

Tabl e 16
YEAR ENDED DECEMBER 31, 2002
FI RST SECOND THI RD
QUARTER QUARTER QUARTER
Interest iNCOME ... ... e $ 1,392 $ 1,611 $ 1,816
INterest eXPeNSEe .. .. ... 612 664 757
Net interest iNCOMB ....... ... it 780 947 1, 059

Provision for loan 1osses .............. ... 107 138 97



Net interest inconme after

provision for loan losses ......................... 673
Noninterest iNCOMB . ... ... 161
Noni nterest exXpense . ............uuiiiiininiiiiina 754
Earni ngs before income taxes ............. .. ... ... 80
INCOIME L aXES ...ttt 30
Net  arNi NS ..ottt e e $ 50
Basi ¢ and diluted earnings per conmon share ........... $ 0.05
Table 17

FI RST
QUARTER

Interest iNCOME ... ... . e $ 928
INterest eXPenSe . ... ... 471
Net interest inCcome ........... ..., 457
Provision for loan 1osses .............. ... 40

Net interest income after

provision for loan losses ......................... 417
Noninterest iNCOME ................. ... ... o, 86
Noni Nt erest exXPensSe . ... ... ...t 684
Loss before income tax benefit ........................ (181)
Income tax benefit ..... ... . . .. . . . . ... (68)
Net | 0SS .o $ (113)
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809 962 1, 049

109 153 157

767 824 789

151 201 417

57 112 156

$ 94 $ 179 $ 261

$ 0.07 $ 0.12 $ 0.20

YEAR ENDED DECEMBER 31, 2001

SECOND THI RD FOURTH

QUARTER QUARTER QUARTER

$ 976 $ 1,108 $ 1,261

462 549 578

514 559 683

63 87 153

451 472 530

113 115 144

649 638 674

(85) (51) .-

(32) (19) --

$  (53) $ (32 $ .-

$ (0.05) $ (0.03) $ .-
Page
...... 19
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...... 23
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| ndependent Auditors' Report

Board of Directors
Jacksonvil |l e Bancorp, Inc.
Jacksonville, Florida:

We have audited the acconpanyi ng consolidated bal ance sheets of
Jacksonvill e Bancorp, Inc. and Subsidiary, (the "Conpany") at Decenber 31, 2002
and 2001, and the rel ated consolidated statenents of operations, stockhol ders’
equity, and cash flows for the years then ended. These financial statenents are
the responsibility of the Conpany's managenment. Qur responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes exam ning, on a
test basis, evidence supporting the ampunts and di sclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estinmates made by managenent, as well as evaluating the overall
financial statement presentation. W believe that our audits provide a
reasonabl e basis for our opinion.

I'n our opinion, the consolidated financial statenents referred to above
present fairly, in all material respects, the financial position of the Conpany
at Decenmber 31, 2002 and 2001, and the results of its operations and its cash
flows for the years then ended, in conformity with accounting principles
general ly accepted in the United States of Anerica.

HACKER, JOHNSON & SM TH PA
Tanpa, Florida
February 6, 2003
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JACKSONVI LLE BANCORP, | NC., AND SUBSI DI ARY

CONSOLI DATED BALANCE SHEETS
(Dol lars in thousands, except per share anpunts)

Tabl e 18
AT DECEMBER 31,
2002 2001
ASSETS
Cash and due frombanks ...... ... . ... $ 3,924 $ 5,174
Federal funds sold ..... ... ... 357 114
Total cash and cash equivalents ....... ... . . . . . . . . 4,281 5,288
Securities available for sale ........ . . . . . . . . . . e 12, 481 7,482
Securities held to MRLUritY ... 50 50
Loans, net of allowance for |oan |osses of $1,100 in 2002 and $657 in 2001 108, 933 68, 134
Accrued interest receivable ....... . . . 660 459
Prem ses and equi pment, Net . ... ... ... 3,122 3,304
Federal Home Loan Bank stock, at COSt ........... .. ...t 132 63
Deferred i NCOMB taXES .. ...ttt e 988 1, 437
O NI @SS S oot 184 261
Tot Al @SS S $ 130,831 $ 86,478
LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY

Liabilities:
Noni nt er est -bearing demand deposits ......... ..., $ 16,781 $ 14,190
Money market, NOW and savings deposits ........... ... . 20, 931 23,910
TiMB depPOSI 1S ..ttt 72,416 37,519



Total depoSit S ...t 110, 128 75,619
Federal funds purchased ........... ... i 3, 000 1, 250
Other BOrrOW NOS ..ot 4,747 2,110
Gher liabilities ... ... . 389 202
Total liabilities ... ... ... $ 118, 264 $ 79,181
Commi t ments and contingencies (Notes 4, 7, and 11)
St ockhol ders' equity:
Preferred stock, $.01 per value; 2,000,000 shares authorized,
none issued or outstandiNg ............ i $ -- $ --
Common stock, $.01 par value; 8,000,000 shares authorized,
1,467,066 and 1,017,066 shares issued and outstanding ............. 15 10
Addi tional paid-in capital ......... . . . . .. 14,229 9, 705
Accurmul ated deficit ...... ... .. (1,793) (2,377)
Accumul at ed ot her conprehensive income (10SS) ............. ... ....... 116 (41)
Total stockholders' equity ........ .. i $ 12,567 $ 7,297
Total liabilities and stockholders' equity ...................... $ 130, 831 $ 86,478

See Acconpanying Notes to Consolidated Financial Statenents.
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JACKSONVI LLE BANCORP, | NC., AND SUBSI DI ARY

CONSOLI DATED STATEMENTS OF OPERATI ONS
(Dol lars in thousands, except per share anounts)

Tabl e 19

YEAR ENDED DECEMBER 31,

2002
I nterest incomne:
LOANS ottt e e $ 6,016
S CUN It S oot 649
Ot her interest-earniNg asSetsS .. ... .. ...ttt 34
Total interest INCOMB .. .. ... . e e 6, 699
I nterest expense:
DEPOSI S ot 2,750
QLher DOrrOW NOS . ..ot e 13
Total interest eXPeNSEe ... ...t 2,763
Net interest IiNCOME . ... ... e 3,936
Provision for [oan | 0SSES . ...t e 443
Net interest income after provision for loan losses ................... 3,493
Noni nt erest incone:
Fees and service charges on deposit accounts ....................o..... 445
[ B 1T Y 135
Total noninterest INCOMB . ... ... e e 580
Noni nt er est expense:
Sal aries and enployee benefits ...... ... ... 1,571
OCCUPANCY EXPENSE . ottt it et e et e e e e e e e e e e 558
Dat @ ProCeSSIi N . oo vttt et e 394
Professional fees ... ... . . . 152

Tel ephone eXPEeNSES . . ... 70

1,311
520
369
107

54



ADVEr ti ST NG o oo
Courier, freight and postage ........... ...
[, 7=

Total noniNterest EeXPeNSE ... ...ttt

Earni ngs (1 oss) before income taxes (benefit) ........ ... .. ... ... .. .......
Income taxes (benefit) . ... ... ...

Net earni Ngs (1 0SS) ...t
Earnings (loss) per share, basic and diluted ............. ... ... ... .......
Wei ght ed average nunber of common shares outstanding for basic ...........

Wei ght ed average nunber of common shares outstanding for diluted .........

See Acconpanying Notes to Consolidated Financial Statenents.
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JACKSONVI LLE BANCORP, | NC., AND SUBSI DI ARY
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUI TY

YEARS ENDED DECEMBER 31, 2002 AND 2001
(Dol lars in thousands)

Tabl e 20
ADDI TI ONAL
COMVON PAID-I N
STOCK CAPI TAL
Bal ance at Decenmber 31, 2000 ................ $ 10 $ 9, 705
Conpr ehensi ve i ncone:
Net 1 0SS ... i -- --
Change in unrealized gain (loss)
on securities available for sale,
net of tax benefit of $26 .............. -- --
Conpr ehensive income (loss) ..............
Bal ance at December 31, 2001 ................ $ 10 $ 9, 705
Conpr ehensi ve i ncone:
Net earnings ........... ...y -- --
Change in unrealized gain (loss)
on securities available for sale,
net of taxes of $94 ........ ... ... ..... -- --
Conprehensive income .....................
Proceeds fromthe sale of common
stock, net of offering costs of $196 ..... 5 4,524
Bal ance at Decenmber 31, 2002 ................ $ 15 $ 14, 229

1, 335,831 1,017, 066

1,341, 844 1,017, 066

ACCUMULATED
DEFI CI T

$  (2,179)

(198)

$  (2,377)

584

$  (1,793)

ACCUMULATED OTHER
COMPREHENSI VE

I NCOVE (LOSS)

$ 3
(44)

$ (41)
157

$ 116

See Acconpanying Notes to Consolidated Financial Statenents.
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JACKSONVI LLE BANCORP, | NC., AND SUBSI DI ARY

CONSOL| DATED STATEMENTS OF CASH FLOWS
(Dol lars in thousands)

Tabl e 21

TOTAL
STOCKHOLDERS
EQUI TY



YEAR ENDED DECEMBER 31,

2002 2001
Cash flows from operating activities:
Net arni NGS (1 0SS) ottt $ 584 $ (198)
Adj ustments to reconcile net earnings (loss) to net cash provided by
operating activities:
Depreciation and anmortization .......... ... ...t 277 275
Provision for loan 10SSes ................ . . . . . it . 443 343
Deferred income taxes (benefit) ...... ... ... . . . . .. ... .. 355 (119)
Net anortization of deferred loan costs (fees) .................... 9 14
Net anprtization of securities ........... ... ... (55) (23)
Increase in accrued interest receivable and other assets .......... (124) (280)
Increase in other liabilities ....... ... .. . . . . . . ... .. 187 46
Loss on disposal of premises and equipnent ........................ -- 4
Net cash provided by operating activities ....................... 1,676 62
Cash flows frominvesting activities:
Purchase of securities held to maturity ......... ... ... ... . ... ..... -- (500)
Proceeds fromcall of securities held to maturity ................... -- 500
Purchases of securities available for sale .......................... (10, 252) (8,178)
Proceeds fromcalls and paydowns of securities available for sale ... 5, 559 3,744
Net increase in 10aNS ... ... ... (41, 251) (34, 308)
Purchases of premises and equipnment, net ............................ (95) (29)
Purchase of Federal Hone Loan Bank stock ............................ (69) (26)
Net cash used in investing activities ........... . ... ..., (46, 108) (38, 797)
Cash flows from financing activities:
Net increase in depoSits ... ... e 34, 509 38, 278
Net increase in federal funds purchased ............................. 1,750 1, 250
Net increase in other borrowings ......... ... ... .. 2,637 2,110
Proceeds from sal e of conmon stock, net of offering costs ........... 4,529 --
Net cash provided by financing activities ....................... 43, 425 41, 638
Net (decrease) increase in cash and cash equivalents ..................... (1, 007) 2,903
Cash and cash equival ents at beginning of year ........................... 5, 288 2,385
Cash and cash equivalents at end of year .............. ..., $ 4,281 $ 5,288
Suppl enental discl osure of cash flow information:
Cash paid during the year for:
I =T 0= $ 2,715 $ 2,025
INCOMB L AXES ottt ettt e e e e $ -- $ --
Noncash transaction: Accunul ated other conprehensive incone
(loss), net change in unrealized gain (loss) on securities
available for sale, net of tax ........ ... ... . . . . . . . . . . . . $ 157 $ (44)

See Acconpanying Notes to Consolidated Financial Statenents.
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JACKSONVI LLE BANCORP, | NC., AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
DECEMBER 31, 2002 AND 2001 AND YEARS THEN ENDED

(1) SUMVARY COF SI GNI FI CANT ACCOUNTI NG POLI Cl ES

ORGANI ZATI ON. Jacksonvill e Bancorp, Inc. (the "Hol di ng Conpany"), was
incorporated on October 24, 1997, in the State of Florida. The Hol di ng Conpany
is a one-bank hol ding conpany and owns 100% of the outstanding shares of The
Jacksonville Bank (the "Bank"). The Hol di ng Conpany's only business is the
owner shi p and operation of the Bank. The Bank's deposits are insured by the
Federal Deposit Insurance Corporation. The Bank provides a variety of comunity
banki ng services to businesses and individuals through its three offices in
Jacksonville, Duval County, Florida. The primary business activities of the
Bank's whol Iy owned subsidiary, Fountain Financial, Inc. (the "lInsurance



Agency"), consists of referral of custonmers of the Bank to third parties for
sal e of insurance products.

BASI S OF PRESENTATI ON. The acconpanyi ng consol i dated financial statenments of the
Conpany include the accounts of the Hol ding Conpany, the Bank, and the |nsurance
Agency (collectively, the "Conmpany"). All significant interconpany accounts and
transactions have been elinmnated in consolidation. The accounting and reporting
practices of the Conpany conformto accounting principles generally accepted in
the United States of America and to general practices within the banking
industry.

USE OF ESTIMATES. In preparing consolidated financial statements in conformty
with accounting principles generally accepted in the United States of Anerica
managenent is required to make estinmates and assunptions that affect the
reported amounts of assets and liabilities as of the date of the consolidated
bal ance sheet and reported anpunts of revenues and expenses during the reporting
period. Actual results could differ fromthose estinmates. Material estimtes
that are particularly susceptible to significant change in the near termrelate
to the deternmination of the allowance for |oan | osses and deferred tax assets.

CASH AND CASH EQUI VALENTS. For purposes of the consolidated statements of cash
flows, cash, and cash equival ents include cash and bal ances due from banks and
federal funds sold, both of which nmature within ninety days. The Bank is
required by law or regulation to maintain cash reserves in the formof vault
cash or in noninterest-earning accounts with the Federal Reserve Bank or other
qual i fied banks. These reserve requirenments at Decenber 31, 2002 and 2001 were
approxi mately $304, 000 and $232, 000, respectively

SECURI TI ES. The Conpany may classify its securities as either trading, held to
maturity or available for sale. Trading securities are held principally for
resale and recorded at their fair values. Unrealized gains and | osses on trading
securities are included imediately in earnings. Held to naturity securities are
those which the Conpany has the positive intent and ability to hold to maturity
and are reported at anortized cost. Available for sale securities consist of
securities not classified as trading securities nor as held to maturity
securities. Unrealized holding gains and | osses, net of tax, on available for
sal e securities are excluded fromoperations and reported in other conprehensive
incone (loss). Gains and |osses on the sale of available for sale securities are
recorded on the trade date and are determ ned using the specific identification
met hod. Prem uns and di scounts on securities are recognized in interest incone
using the interest method over the period to maturity.

LOANS. Loans that managenent has the intent and ability to hold for the
foreseeable future or until maturity or payoff are reported at their outstanding
principal adjusted for any charge-offs, the allowance for |oan |osses, any
deferred fees or costs on originated |oans, and unanortized prem uns or

di scounts on purchased | oans. Loan origination fees are deferred and certain
direct origination costs are capitalized. Both are recognized as an adjustnent
of the yield of the related | oan

The accrual of interest on loans is discontinued at the tine the |loan is ninety
days delinquent unless the loan is well collateralized and in process of
collection. In all cases, |loans are placed on nonaccrual or charged off at an
earlier date if collection of principal or interest is considered doubtful. Al
interest accrued but not collected for |oans that are placed on nonaccrual or
charged off is reversed against interest incone. The interest on these loans is
accounted for on the cash-basis or cost-recovery nethod, until qualifying for
return to accrual. Nonaccrual |oans are returned to accrual status when all the
principal and interest anpunts contractually due are brought current and future
paynments are reasonably assured

ALLOAMNCE FOR LOAN LOSSES. The al l owance for |oan |osses is established as
| osses are estimated to have occurred through a provision for |oan |osses
charged to operations. A loan loss is charged against the allowance when
managenent believes the uncollectibility of |oan balances is confirned
Subsequent recoveries, if any, are credited to the allowance

The all owance for loan losses is evaluated on a regul ar basis by managenent and
is based upon managenent's periodic review of the collectibility of loans in
light of historical experience, the nature and volune of the |oan portfolio
adverse situations that may affect the borrowers' ability to repay, estimted
val ue of any underlying collateral, and prevailing econom c conditions. This
evaluation is inherently subjective as it requires estimtes that are
susceptible to significant revision as nore information becones avail abl e

(conti nued)
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(1) Summary of Significant Accounting Policies, Continued

ALLOWMANCE FOR LOAN LOSSES, CONTINUED. A |loan is considered inpaired when, based
on current information and events, it is probable that the Conpany will be
unable to collect the schedul ed payments of principal or interest when due
Factors consi dered by nanagement in deternining inpairnent include paynent
status, collateral value, and the probability of collecting scheduled principa
and interest payments when due. Loans that experience insignificant paynent

del ays and paynent shortfalls generally are not classified as inpaired
Managenent determ nes the significance of paynment del ays and paynent shortfalls
on a case-by-case basis, taking into consideration all of the circunmstances
surroundi ng the | oan and the borrower, including the length of the delay, the
reasons for the delay, the borrower's prior paynent record, and the anount of
the shortfall in relation to the principal and interest owed. Inpairnent is
measured on a | oan-by-loan basis for significant comercial and comercial rea
estate |l oans by either the present value of expected future cash flows

di scounted at the loan's effective interest rate, the |loan's obtainable market
price, or the fair value of the collateral if the loan is collateral dependent
Large groups of snuller bal ance honpbgeneous | oans are collectively evaluated for
i mpai rnment. Accordingly, the Conpany does not separately identify individua
consuner or residential loans for inpairnment disclosures

| NCOVME TAXES. Deferred income tax assets and liabilities are recorded to reflect
the tax consequences on future years of tenporary differences between revenues
and expenses reported for financial statements and those reported for inconme tax
purposes. Deferred tax assets and liabilities are nmeasured using the enacted tax
rates expected to apply to taxable income in the years in which those tenporary
differences are expected to be realized or settled. Valuation allowances are
provi ded agai nst assets which are not likely to be realized

The Hol di ng Conpany and its subsidiaries file a consolidated incone tax return
Income taxes are allocated proportionately to the Hol di ng Conpany and
subsi di ari es as though separate inconme tax returns were filed

PREM SES AND EQUI PMENT. Land is carried at cost. Building and | easehol d
improvenments, furniture, fixtures and equi pment are stated at cost |ess
accunul at ed depreciation and anortization. Depreciation and anortization are
conput ed using the straight-line nmethod over the estimted useful life of each
type of asset. The Conpany will capitalize interest during the construction
period of major capital devel opnments such as the construction of office
facilities.

STOCK- BASED COVPENSATI ON. St at enment of Financial Accounting Standards (SFAS) No
123, Accounting for Stock-Based Conpensation, as amended by SFAS No. 148
Accounting for Stock-Based Conpensation Transition and Disclosure (collectively
"SFAS No. 123"), encourages all entities to adopt a fair value based nethod of
accounting for enployee stock conpensation plans, whereby conpensation cost is
measured at the grant date based on the value of the award and is recogni zed
over the service period, which is usually the vesting period. However, it also
allows an entity to continue to neasure conpensation cost for those plans using
the intrinsic value based nethod of accounting prescribed by Accounting
Principles Board Opinion No. 25, Accounting for Stock |ssued to Enpl oyees
("Opinion No. 25"), whereby conpensation cost is the excess, if any, of the
quoted market price of the stock at the grant date (or other neasurenent date)
over the amount an enpl oyee nust pay to acquire the stock. Stock options issued
under the Conpany's stock option plan have no intrinsic value at the grant date
and under Opinion No. 25 no conpensation cost is recognized for them The
Conpany has elected to continue with the accounting nethodol ogy in Opinion No
25 and, as a result, has provided pro forma disclosures of net earnings (loss)
and earnings (loss) per share and other disclosures, as if the fair value based
met hod of accounting had been applied

TRANSFER OF FI NANCI AL ASSETS. Transfers of financial assets are accounted for as
sal es, when control over the assets has been surrendered. Control over
transferred assets is deened to be surrendered when (1) the assets have been
isolated fromthe Conpany, (2) the transferee obtains the right (free of
conditions that constrain it fromtaking advantage of that right) to pledge or
exchange the transferred assets, and (3) the Conpany does not maintain effective
control over the transferred assets through an agreenent to repurchase them



before their maturity.

OFF- BALANCE SHEET | NSTRUMENTS. In the ordinary course of business the Conpany
has entered into off-balance sheet financial instruments consisting of

comm tnents to extend credit, unused lines of credit, and standby letters of

credit. Such financial instrunents are recorded in the consolidated financial
statenments when they are funded.

FAI R VALUES OF FI NANCI AL | NSTRUMENTS. The fair value of a financial instrument
is the current anmpunt that woul d be exchanged between willing parties, other
than in a forced liquidation. Fair value is best determ ned based upon quoted
mar ket prices. However, in many instances, there are no quoted market prices for
the Conpany's various financial instruments. In cases where quoted market prices
are not available, fair values are based on estimtes using present value or

ot her val uation techniques. Those techniques are significantly affected by the
assunptions used, including the discount rate and esti mates of future cash
flows. Accordingly, the fair value estimates may not be realized in an i mediate
settlement of the instrument or may not necessarily represent the underlying
fair value of the Conpany. The followi ng nmethods and assunptions were used by
the Conpany in estimating fair values of financial instrunents:

CASH AND CASH EQUI VALENTS. The carrying amounts of cash and cash
equi val ents approximate their fair val ues.

SECURI TI ES. Fair values for securities held to maturity and available for
sal e are based on quoted market prices, where available. |If quoted market
prices are not available, fair values are based on quoted market prices of
conpar abl e i nstrunments.

FEDERAL HOME LOAN BANK STOCK. Federal Home Loan Bank stock is stated at
redenption val ue which approxi mtes fair val ue.

(conti nued)
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(1) Summary of Significant Accounting Policies, Continued

LOANS. For variable rate loans that reprice frequently and have no
significant change in credit risk, fair values are based on carrying
values. Fair values for fixed rate nortgage (e.g. one-to-four famly
residential), comrercial real estate, and commercial |oans are estimted
using di scounted cash flow analysis, using interest rates currently being
offered for loans with simlar ternms to borrowers of similar credit
quality.

ACCRUED | NTEREST RECEI VABLE. The carrying anpunt of accrued interest
recei vabl e approxi mates fair val ue.

DEPCSIT LIABILITIES. The fair values disclosed for demand, NOW npney

mar ket and savi ngs deposits are, by definition, equal to the anpunt

payabl e on demand at the reporting date (that is, their carrying anounts).
Fair values for fixed rate certificates of deposit are estimated using a
di scounted cash flow calculation that applies interest rates currently
being offered on certificates to a schedul e of aggregated expected nonthly
maturities on tinme deposits.

Federal Funds Purchased. The carrying anount of federal funds purchased
approxi mates fair val ue.

OTHER BORROW NGS. The carrying anmount of other borrow ngs, which consist
of securities sold under agreenments to repurchase, approxinmates fair
val ue.

OFF- BALANCE SHEET | NSTRUMENTS. Fair values for off-bal ance sheet |ending
comitnents are based on fees currently charged to enter into simlar
agreenents, taking into account the remaining terns of the agreenents and
the counterparties' credit standing.

ADVERTI SI NG. The Conpany expenses all nedia advertising as incurred.

EARNI NGS (LOSS) PER SHARE. Basic earnings (loss) per share has been conputed on
the basis of the wei ghted average nunber of shares of common stock outstanding



during the year. Diluted earnings per share were conputed based on the wei ghted
average nunmber of shares outstanding plus the effect of outstanding stock
options, conputed using the treasury stock method. Such options were
antidilutive for the year ended Decenber 31, 2001. Earnings (loss) per common
share have been conputed based on the follow ng:

Tabl e 22

Year Ended Decenber 31,

2002 2001
Wei ght ed average nunmber of common shares outstanding used
to cal cul ate basis earnings per common share: ........................ 1, 335, 831 1,017, 066
Effect of dilutive stock options ........ ... ... . 6,013 --
Wei ght ed average nunmber of common shares outstanding used
to calculate diluted earnings per common share: ...................... 1, 341, 844 1,017, 066

COMPREHENSI VE | NCOVE (LOSS). Accounting principles generally require that
recogni zed revenue, expenses, gains and | osses be included in net earnings
(loss). Although certain changes in assets and liabilities, such as unrealized
gains and | osses on available for sale securities, are reported as a separate
conponent of the equity section of the consolidated bal ance sheet, such itens
along with net earnings (loss), are conponents of conprehensive incone (lo0ss).

RECLASSI FI CATIONS. Certain reclassifications of prior year anmounts have been
made to conformto the current year presentation.

RECENT PRONOUNCEMENTS. | n Novenber 2002, the Financial Accounting Standards
Board issued FASB Interpretation No. 45, "CGuarantor's Accounting and Disclosure
Requi renents for Guarantees, Including Indirect Guarantees of |ndebtedness to
O hers" ("FIN 45"), which expands previously issued accounting gui dance and

di sclosure requirenents for certain guarantees. FIN 45 requires the Conpany to

recognize an initial liability for the fair value of an obligation assuned by
issuing a guarantee. The provision for initial recognition and neasurenent of
the liability will be applied on a prospective basis to guarantees issued or

nodi fied after Decermber 31, 2002. The adoption of FIN 45 is not expected to
materially affect the consolidated financial statenents.

(conti nued)
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(2) Securities
Securities have been classified according to nanagenent's intent. The carrying

amount of securities and their approximate fair values are as follows (in
t housands):

Tabl e 23
Unrealized Unrealized
Anortized Cost Gai ns Losses Fair Val ue
Decenmber 31, 2002
Avail abl e for Sale:
U. S, Government agenCi @S ... ...ttt $ 10, 049 $ 157 $ (14) $ 10, 192
Mort gage- backed securities ............. i, 2,246 43 -- 2,289
$ 12, 295 $ 200 $ (14) $ 12, 481
Held to Maturity:
State of Israel bond .............. ... i $ 50 $ -- $ -- $ 50

Decenber 31, 2001
Avail abl e for Sale:



U.S. GOVernment agenCi @S . ... ... $ 7 $ (75) $ 6,109
Mort gage- backed securities ............ . i 15 (12) 1,373
$ 22 $ (87) $ 7,482
Held to Maturity:

State of Israel bond ......... ... ...t $ 50 $ 7 $ -- $ 57
The scheduled maturities of securities at Decenmber 31, 2002, are as follows (in
t housands):
Tabl e 24

Avail able for Sale Held to Maturity
Anortized Cost Fair Val ue Anprtized Cost Fair Val ue

Due after one through five years ........... .. .. . . ... .. $ 250 $ 253 $ -- $ .-
Due after five through ten years ........ ... .. .. .. .. . . ..., 2,247 2,339 50 50
Due after ten years .......... . 7,552 7,600 -- --
Mort gage-backed securities ........ ... 2,246 2,289 -- --

Total o $ 12,295 $ 12, 481 $ 50 $ 50
At Decenber 31, 2002 and 2001, the Conpany had pl edged securities with a
carrying value of approxinmately $4.4 mllion and $2.0 nmillion respectively for
borrowi ngs under a repurchase agreenment. There were no sales of securities in
2002 or 2001

(3) Loans
The conponents of loans are as follows (in thousands):
Tabl e 25
Decenber 31,
2002 2001

Commercial real estate ......... ... $ 63,520 $ 26,159
COMMEBY Ci Al ..o 16, 648 25,105
Residential real estate .......... ... ... e 25, 825 13, 595
Consumer and Ot her ... . 4, 057 3,917

Total | 0aNnS .. ... e 110, 050 68, 776
Add (deduct):

Allowance for 1oan | 0SSeS ... ... (1, 100) (657)

Net deferred (fees) COStS ... ... (17) 15
L0@ANS, NMBl $ 108,933 $ 68,134

An anal ysis of the change in the allowance for |oan |losses follows (in
t housands):

Tabl e 26
Year Ended Decenber 31
2002 2001
Begi NNiNg bal ance ... ... . $ 657 $ 344
Provision for 1oan | 0SSeS .. ... .. 443 343
Loans charged of f ... ... . . -- (30)

ENding bal @nCe . ...t $ 1,100 $ 657




(conti nued)
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(3) Loans, Continued

The average net investnment on inpaired | oans and interest income recognized and
received on collateral dependent inpaired |oans are as follows (in thousands):

Tabl e 27

At Decenber 31,

2002 2001
Loans identified as inpaired:
Gross loans with no related allowance for losses ...................... $ -- $ --
Gross loans with related allowance for |losses recorded ................ 388 --
Less: Allowance on these 10ans .......... .. . . i (58) --
Net Investment in inpaired loan ......... ... . . . ... ... . .. $ 330 $ --

Tabl e 28
At Decenber 31,
2002 2001
Average investnent in inmpaired loans ............... .. ... . ... ... ..., $ 46 $ --
Interest incone recognized on inmpaired loans ............................. $ -- $ --
Interest incone received on inpaired loans ........... ... .ot $ -- $ --

Nonaccrual and past due |oans were as follows (in thousands):

Tabl e 29
Year Ended Decenber 31
2002 2001
Nonaccrual | 08NS .. ... . $ 851 $ 101
Past due ninety days or nore, but still accruing ......................... $ -- $ --
Ot Al oo $ 851 $ 101
(4) Prem ses and Equi pnent
A sunmary of premi ses and equi pment follows (in thousands):
Tabl e 30
Decenber 31,
2002 2001
LanNd . e $ 1,075 $ 1, 075

BUI L di NOS . 1, 358 1, 357



Leasehol d i MProvemBNtS . ... ... 145

Furniture, fixtures and equi pmeNt .. ... ... ... 1, 384
Total, At COSE ... 3,962
Less accunul ated depreciation and anortization ........................... (840)
Prem ses and equi pment, Net . ... ... ... $ 3,122

The Conpany | eases certain office facilities under an operating |ease. The
noncancel | abl e | ease contai ns annual escal ation clauses and three five-year
renewal options. Rental expense under operating | eases was approxi mately

$121, 000 and $130, 000 during the years ended Decenber 31, 2002 and 2001,
respectively. Future minimumrental conmmtnments under this | ease at Decenber 31,
2002, are as follows (in thousands):

Amount
2008 165
2004 . 141
$ 411

(conti nued)
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(5) DEPCSI TS

The total tine deposits with a m ni num denom nation of $100,000 at Decenber 31,
2002 and 2001, were $22.8 nmillion and $14.4 nillion respectively.

A schedul e of maturities of time deposits follows (in thousands):

YEAR ENDI NG DECEMBER 31, AMOUNT
2008 L 44,290

2004 L 16, 102

20005 L 6, 394

2006 .. 823

2007 and thereafter ........ .. .. . 4,807

$72, 416

(6) OTHER BORROW NGS

The Conpany entered into daily repurchase agreements with a financial
institution. These agreenents require the Conpany to pledge securities as
col lateral for borrowi ngs under the agreenent. Infornation concerning these
agreenents is summarized as follows (in thousands):

Table 31

AT OR FOR YEAR ENDED

DECEMBER 31,

2000 2001
Bal ance at end of year ........ ... . $ 4,747 $ 2,110
Average balance during year . ........... i $ 360 $ 319
Average interest rate during Year .............ii e 1.75% 2.72%
Maxi mum nont h-end bal ance during year ........ .. ... ... $ 4,747 $ 2,110
Securities pledged as collateral for this agreenment ...................... $ 4,368 $ 2,017




(7) FINANCI AL | NSTRUMENTS

The estimated fair values of the Conpany's financial instrunents are as follows
(in thousands):

Tabl e 32
AT DECEMBER 31, 2002 AT DECEMBER 31, 2001
CARRYI NG AMOUNT FAI R VALUE CARRY! NG AMOUNT FAI R VALUE
Fi nanci al assets:
Cash and cash equivalents .......... ... ... ... ... ... ... .... $ 4,281 $ 4,281 $ 5, 288 $ 5, 288
Securities available for sale .......... ... ... ... ... ....... 12, 481 12,481 7,482 7,482
Securities held to maturity .......... . . ... 50 50 50 57
LOANS 108, 933 110, 114 68, 134 68, 946
Accrued interest receivable ....... ... .. .. ... ... .. 660 660 459 459
Financial liabilities:
DEPOSI 1S ot $ 110, 128 $ 112, 735 $ 75,619 $ 76,571
Federal funds purchased .......... ... ... . . . .. 3,000 3,000 1, 250 1, 250
Other BOrroW NGS ..ottt 4,747 4,747 2,110 2,110

The Conpany is a party to financial instrunents with off-balance sheet risk in
the normal course of business to neet the financing needs of its custoners.
These financial instruments are conmmitnents to extend credit, unused |lines of
credit, and standby letters of credit and may involve, to varying degrees,
elements of credit and interest rate risk in excess of the anmpunt recognized in
the bal ance sheet. The contract amounts of these instrunents reflect the extent
of involvenent the Conpany has in these financial instrunments.

The Conpany's exposure to credit loss in the event of nonperformance by the
other party to the financial instrument for conmtnments to extend credit is
represented by the contractual anmount of those instrunents. The Conpany uses the
sane credit policies in making conmmtnments as it does for on-bal ance sheet
instrunents.

(conti nued)
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(7) FINANCI AL | NSTRUVENTS, CONTI NUED

Commitnments to extend credit are agreenents to lend to a custonmer as |ong as
there is no violation of any condition established in the contract. Conm tnents
generally have fixed expiration dates or other term nation clauses and may
require paynment of a fee. Since some of the commtments are expected to expire
wi t hout being drawn upon, the total conm tnent ampunts do not necessarily
represent future cash requirenents. The Conpany eval uates each custoner's credit
wor t hi ness on a case-by-case basis. The anpunt of collateral obtained if deenmed
necessary by the Conpany upon extension of credit is based on managenent's
credit evaluation of the counterparty.

Standby letters of credit are conditional commitnents issued by the Conpany to
guarantee the performance of a custonmer to a third party. The credit risk
involved in issuing letters of credit is essentially the same as that involved
in extending |oans to custoners.

Commitnments to extend credit, unused lines of credit and standby letters of
credit typically result in loans with market interest rates when funded. A
summary of the notional anpunts of the Conpany's financial instrunents, with
of f - bal ance sheet risk at Decenmber 31, 2002, follows (in thousands).

Tabl e 33

CONTRACT CARRYI NG ESTI MATED
AMOUNT AMOUNT FAI R VALUE

Commitnments to extend credit .................. $ 3,938 -- --



Unused lines of credit ........................ $ 16, 110 --

Standby letters of credit ..................... $ 955 --

(8) CREDIT RISK

The Conpany grants the majority of its loans to borrowers throughout Duval
County, Florida. Al though the Conpany has a diversified | oan portfolio, a
significant portion of its borrowers' ability to honor their contracts is
dependent upon the econony in Duval County, Florida.

(9) | NCOVE TAXES

I ncome taxes (benefit) consisted of the following (in thousands):

YEAR ENDED DECEMBER 31,

2001
$  (102)

(17)
s (119

YEAR ENDED DECEMBER 31,

Tabl e 34
2002
Def erred:
Federal ... $ 303
Stat & . 52
Total deferred income taxes (benefit) ....... . ... ... . . .. .. . . . ... ... $ 355
Income taxes (benefit) is different than that conputed by applying the federal
statutory rate of 34% as indicated in the follow ng analysis (dollars in
t housands):
Tabl e 35
2002
AMOUNT
Income taxes (benefit) at statutory federal incone
TaX FaAL @ . $ 319
Increases in incone taxes (benefit) resulting from
State tax benefit, net of federal tax benefit .............. 34
QL her 2
$ 355
(conti nued)
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(9) | NCOVE TAXES, CONTI NUED
The tax effects of tenporary differences that give rise to significant portions

of the deferred tax assets and deferred tax liabilities are presented below (in
t housands) .

Tabl e 36

% OF

34. 0% $ (108)
3.6 (11)
.2 --
(37.8)%  $ (119)

AT DECEMBER 31,

% OF



Deferred tax assets:

Unrealized | oss on securities available for sale .................... $ -- $ 24
Allowance for loan [0Sses ....... ... . . . . . . it 253 86
Organi zational and preopening COSES ... .......ouiuiiniiiiiiinnnn 99 172
Net operating loss carryforwards ............ . . . . . .. . ... 942 1, 420
Gross deferred tax asset .............. ..., 1,294 1,702
Deferred tax liabilities:
Unrealized gain on securities available for sale .................... 70 --
DEpPreci @ati ON . ..o 181 149
Deferred 1 0aNn COStS . ...t 52 111
[ 7= 3
Gross deferred tax liabilities ........... ... ... .. ... .. ...... 306 265
Net deferred tax asSet ............iiiiui e $ 988 $ 1,437
At Decenber 31, 2002, the Conpany had net operating |loss carryforwards for
federal and state income tax purposes as follows (in thousands):
YEAR EXPI RI NG AMOUNT
2000, L 362
2020, L 1, 649
2002 492
$2, 503
(10) RELATED PARTY TRANSACTI ONS
The Conpany has entered into transactions with its executive officers,
directors, and their affiliates, in the ordinary course of business. Loans to
such related parties anpunted to approxinately $4.4 nmillion and $3.8 nmillion and
deposits fromsuch related parties were approximately $2.8 nillion and $1.9
mllion at December 31, 2002 and 2001 respectively.
(11) CONTI NGENCI ES
Various |egal clains and other contingent liabilities may arise fromtime to
tinme in the normal course of business which, in the opinion of management of the
Bank, will not have a material effect on the Conpany's consolidated financial
statements.
(12) STOCK OPTI ON PLAN
The Conpany established a Stock Option plan (the "Plan") for its directors,
of ficers, and enpl oyees. The total nunber of options which can be granted under
this Plan is 220,099. Both qualified and nonqualified options can be granted,
and all options have ten year terns and vest over periods up to five years. As
of Decenber 31, 2002, 80,242 shares remain available to be granted under the
Plan. A summary of stock option transactions follows (dollars in thousands,
except per share anounts):
Tabl e 37
AVERAGE
NUMBER OF PER SHARE
SHARES PRI CES
Qutstandi ng at Decermber 31, 2000 ......... ..., 140, 500 $ 10. 00
Options forfeited ...... ... (65, 000) 10. 00
Options granted .. ... ... 60, 357 10. 00
Qutstanding at Decermber 31, 2001 ......... ... ... i, 135, 857 10. 00
Options granted .. ... ... 4, 000 10. 00
Qutstandi ng at Decermber 31, 2002 ........ ...t 139, 857 $ 10. 00

AGGREGATE
OPTI ON
PRI CE

$ 1, 405

(650)

604

1,359

40

$ 1,399
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(12) STOCK OPTI ON PLAN, CONTI NUED

These options are exercisable as follows:

WEI GHTED
NUMBER AVERAGE
YEAR ENDI NG DECEMBER 31, OF SHARES PRI CE

Currently exercisable ......... ... .. .. ... . ... . ... .. 116, 857 $ 10. 00
2003 9, 900 10. 00
2004 L 9, 900 10. 00
2005 L 1, 600 10. 00
2006 .. 800 10. 00
2007 800 10. 00

The wei ghted average remaining contractual life of the options at Decenber 31,
2002 and 2001, was 6.9 years and 7.9 years, respectively.

The Conpany accounts for their stock option plan under the recognition and
measur ement principles of APB No. 25. No stock-based enpl oyee conpensation cost
is reflected in net earnings (loss), as all options granted under the plan have
exercise prices which were equal to or exceeded the narket value of the
underlying common stock on the grant date. The following table illustrates the
effect on net earnings (loss) and earnings (loss) per share if the Conpany had
applied the fair value recognition provisions of FASB No. 123 to stock-based
enpl oyee conpensati on.

Tabl e 38
YEAR ENDED DECEMBER 31,
2002 2001

Net earnings (10ss), as reported ....... ... .. . . ... $ 584 $ (198)
Deduct: Total stock-based enpl oyee conpensation

determ ned under the fair value based method for

all awards, net of related tax effect ........................... 42 89
Proforma net earnings (10SS) . ... ... 542 (287)
Basic earnings (loss) per share:

AS reported .. ... .44 (.19)

Proof OrmB .. .41 (.28)
Di luted earnings (loss) per share:

AS TepOrted .. .. .44 (.19)

Prof OrmB ... .40 (.28)

In order to calculate the fair value of the options, it was assuned that the
risk-free interest rate was 5.26% and 4.5% during the years ended Decenber 31,
2002 and 2001, respectively, there would be no dividends paid by the Conpany
over the exercise period, the expected |life of the options would be the entire
exercise period, and stock volatility would be zero due to the mininmal trading
of the stock prior to 2002. Stock volatility for 2002 was .13% For purposes of
the proforma disclosures the estinated fair value is treated as expense during
the vesting period. The follow ng information summarizes the fair val ue of
options granted under the plan (in thousands).



Tabl e 39

YEAR ENDED DECEMBER 31

Wei ght ed average per share grant-date fair value of options
issued during the year ......... ... i $ 4.17 $ 3.50

(13) PROFIT SHARI NG PLAN

The Conpany sponsors a 401(k) profit sharing plan which is available to al

enpl oyees electing to participate after nmeeting certain |ength-of-service
requirements. Expense relating to the Conpany's contributions to the profit
sharing plan was $78,000 and $61,000 for the years ended Decenber 31, 2002 and
2001.

(14) REGULATORY MATTERS

Banki ng regul ations place certain restrictions on dividends and | oans or
advances made by the Bank to the Hol di ng Conpany

(conti nued)
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(14) REGULATORY MATTERS, CONTI NUED

The Bank is limted in the ambunt of cash dividends that nay be paid. The anpunt
of cash dividends that may be paid is based on the Bank's net earnings of the
current year conbined with the Bank's retained earnings of the preceding two
years, as defined by state banking regul ati ons. However, for any dividend

decl aration, the Bank nust consider additional factors such as the anount of
current period net earnings, liquidity, asset quality and capital adequacy
These factors could further limt the anount of dividends which the Bank could
declare. In addition, bank regulators have the authority to prohibit banks from
paying dividends if they deem such paynent to be an unsafe or unsound practice

The Bank is subject to various regulatory capital requirenments adm ni stered by
the regul atory banking agencies. Failure to neet mninmum capital requirenments
can initiate certain nandatory and possibly additional discretionary actions by
regul ators that, if undertaken, could have a direct material effect on the
Conpany' s consol i dated financial statenents. Under capital adequacy guidelines
and the regul atory framework for pronpt corrective action, the Bank nust neet
specific capital guidelines that involve quantitative nmeasures of its assets
liabilities, and certain off-balance sheet itens as cal cul ated under regulatory
accounting practices. The capital ampunts and classification are also subject to
qualitative judgnments by the regul ators about conponents, risk weightings, and
ot her factors.

Quantitative neasures established by regulation to ensure capital adequacy
require the Bank to nmintain mnimum anobunts and percentages (set forth in the
following table) of total and Tier 1 capital (as defined in the regulations) to
ri sk weighted assets (as defined) and of Tier 1 capital (as defined) to average
assets (as defined). Managenent believes, as of Decenber 31, 2002, the Bank net
all capital adequacy requirenents to which it is subject

As of Decenber 31, 2002, the npst recent notification fromthe regulatory
authorities categorized the Bank as well capitalized under the regulatory
framework for pronpt corrective action. To be categorized as well capitalized
an institution nmust maintain mninmumtotal risk based, Tier 1 risk based, and
Tier 1 leverage percentages as set forth in the follow ng tables. There are no
conditions or events since that notification that managenent believes have
changed the Bank's category. The Bank's actual capital anmpunts and percentages
are also presented in the table (dollars in thousands)

Tabl e 40

M NI MUM



AS

AS

OF DECEMBER 31, 2002:
Total capita

Tier 1 capita
Tier 1 capita

OF DECEMBER 31, 2001:
Total capita

Tier 1 capita
Tier 1 capita

to risk weighted assets
to risk weighted assets
to total

average assets

to risk weighted assets
to risk weighted assets
to total

average assets
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(15) PARENT COVPANY ONLY FI NANCI AL | NFORNVATI ON

The Hol di ng Conmpany's unconsolidated financia

t housands)

Tabl e 41

Cash
I nvest nent

Condensed Ba

ASSETS

in subsidiary

Prem ses and equi pnent

O her

O her
St ockhol ders'

assets

Total assets

ance Sheets

LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY

liabilities
equity

Tot a

liabilities and stockhol ders

CONDENSED STATEMENTS OF OPERATI ONS

Tabl e 42

Revenues
Expenses

Loss before earnings (loss) of subsidiary
Earni ngs (1 oss) of subsidiary

M NI MUM FOR
CAPI TAL
ACTUAL ADEQUACY PURPCSES
AMOUNT % AMOUNT %
$12, 563 11.11% $ 9,045 8. 00%
11, 463 10. 14 4,522 4.00
11, 463 9.22 4,971 4.00
$ 7,102 9. 80% $ 5,798 8. 00%
6, 445 8. 89 2,900 4.00
6, 445 8.39 3,073 4.00

(conti nued)

information is as follows (in

AT DECEMBER 31

2002 2001
$ 433 $ 84
11, 579 6, 706
563 563
$12,579 $ 7,360
12,567 7,297
......... $12,579 $ 7,360
Year Ended Decenber 31
2002 2001
$ 2 $ --
(134) (145)
......... (132) (145)
716 (53)

TO BE VELL
CAPI TALI ZED UNDER

PROVPT
CORRECTI VE ACTI ON
PROVI SI ONS

AMOUNT %
$11, 306 10. 00%
6, 784 6. 00
6,214 5. 00
$ 7,247 10. 00%
4,350 6. 00
3,841 5.00



Net earnings (1 0SS) . ... $ 584 $ (198)

Condensed Statenments of Cash Fl ows

Tabl e 43

Year Ended Decenber 31,

Cash flows from operating activities:
Net earnings (1 0SS) . .u it $ 584 $ (198)
Adj ustments to reconcile net earnings (loss)
to net cash used in operating activities:

AmDrtization ... .. ... 3 3
Equity in undistributed earnings (loss) of subsidiaries ....... (716) 53
Net increase in other assets ................uiiiiiiiiiinnnnnn. -- (152)
Increase (decrease) in other liabilities ...................... (51) 39
Net cash used in operating activities ......................... (180) (255)
Cash flows frominvesting activities:
Net investment in subsidiary .......... . . . (4, 000) (900)
Proceeds from sal e of conmon stock, net of offering costs .......... 4,529 --
Net cash provided by (used in) investing activities ......... 529 (900)
Net increase (decrease) in cash and cash equivalents ..................... 349 (1, 155)
Cash and cash equivalents at beginning of year ......... ... ... .......... 84 1, 239
Cash and cash equivalents at end of year ............ ... ... . $ 433 $ 84

Noncash transaction:
Accumnul at ed ot her conprehensive inconme (loss), change in
unrealized (loss) gain on securities available for sale,
Net Of L aX .. $ 157 $ (44)
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I TEM 8. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND

None.

PART 111

I TEM 9. DI RECTORS, EXECUTI VE OFFI CERS, PROMOTERS AND CONTROL PERSONS; COMPLI ANCE

The information regarding directors contained under the caption "Proposal 1:
El ection of Directors" in our Proxy Statenment for the 2003 Annual Meeting of
Shar ehol ders, which will be filed with the Securities and Exchange Conmi ssion
prior to April 30, 2003, is incorporated herein by reference.

The infornation regardi ng executive officers who are not directors is set forth
inltem1 of this report under the caption "Executive Oficers of the
Regi strant."

The infornation regarding reports required under Section 16(a) of the Securities
Exchange Act of 1934 contained under the caption "Section 16(a) Benefici al

Owner shi p Reporting Conpliance" in our proxy statement for the 2003 Annual
Meeting of Sharehol ders, which will be filed with Securities and Exchange

Commi ssion prior to April 30, 2003, is incorporated herein by reference.

| TEM 10. EXECUTI VE COVPENSATI ON



The infornation contained under the caption "Executive Conpensation" in our
Proxy Statement for the 2003 Annual Meeting of Sharehol ders, which will be filed
with the Securities and Exchange Conmi ssion prior to April 30, 2003, is
incorporated herein by reference.

I TEM 11. SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND MANAGEMENT

The infornation contained under the caption "Security Ownership of Certain
Beneficial Omners and Managenent” in our Proxy Statement for the 2003 Annual
Meeting of Shareholders, which will be filed with the Securities and Exchange
Commi ssion prior to April 30, 2003, is incorporated herein by reference.

I TEM 12. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The information contained under the captions "Certain Rel ationships and Rel ated
Transactions" and "Conpensation Committee Interlocks and Insider Participation"
in our Proxy Statement for the 2003 Annual Meeting of Sharehol ders, which will
be filed with the Securities and Exchange Conmi ssion prior to April 30, 2003, is
incorporated herein by reference.

I TEM 13. EXH BI TS AND REPORTS ON FORM 8- K

(A) EXHI BITS. The follow ng exhibits were filed with or are incorporated by
reference into this report.

Exhi bit No. Description of Exhibit

3.1 Articles of Incorporation of Registrant (incorporated by
reference to Exhibit 3.1 of the Conpany's Registration
Statenment on Form SB-2, as effective with the Securities and
Exchange Commi ssion on Septenber 30, 1998, Registration No.
333-64815).

3.2 Byl aws of Registrant (incorporated by reference to Exhibit 3.2
of the Conpany's Quarterly Report on Form 10-QSB for the
period ending June 30, 2002).

4.1 Speci men Common Stock Certificate of Registrant (incorporated
by reference to Exhibit 4.0 of the Conpany's Registration
Statenment on Form SB-2, as effective with the Securities and
Exchange Conmi ssion on Septenber 30, 1998, Registration No.
333-64815) .

10.1 Stock Option Plan (incorporated by reference to Exhibit 99.1
to the Conpany's Registration Statenent on Form S-8 filed as
of Novenber 9, 1999).

10. 2 Amendnment to Stock Option Plan (incorporated by reference to
Exhibit 10.2 of the Conpany's Quarterly Report on Form 10- QSB
for the period ending June 30, 2002).

10.3 Servicing Agreement with M & | Data Services (now known as
Met avant e Corporation) (incorporated by reference to Exhibit
10.3 to the Conpany's Registration Statenment on Form SB-2, as
effective with the Securities and Exchange Conmi ssion on
Sept ember 30, 1998, Registration No. 333-64815).

10. 4 Enpl oynent Agreenent with G lbert J. Pomar, II11 (incorporated
by reference to Exhibit 10.1 to the Conpany's Form 10-QSB for
the quarter ended June 30, 1999).

21 Subsi di ari es of the Registrant

23 Consent of |ndependent Accountants

99.1 CEO Certification required under Section 906 of Sarbanes-Oxely
Act of 2002

99.2 CFO Certification required under Section 906 of Sarbanes-Oxely



Act of 2002

(B) REPORTS ON FORM 8-K. We filed a Form 8-K during the forth quarter of 2002,
to report that the Comany's stock had been admtted to trading on the NASDAQ
Smal | Cap Market effective COctober 2002.
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You can obtain a copy of the Exhibits to this Annual Report on Form 10-KSB by
contacting our Corporate Secretary, Cheryl L. Walen, at 76 South Laura Street,
Suite 104, Jacksonville, Florida 32202; (904) 421-3040; cwhal en@ axbank.com

| TEM 14. CONTROLS AND PROCEDURES

(A) EVALUATI ON OF DI SCLOSURE CONTROLS AND PROCEDURES. The Conpany mmi ntains
controls and procedures designed to ensure that information required to be
disclosed in the reports that the Conpany files or submts under the Securities
Exchange Act of 1934 is recorded, processed, sumuarized and reported within the
tinme periods specified in the rules and forns of the Securities and Exchange
Conmi ssi on. Based upon their evaluation of those controls and procedures
perfornmed within 90 days of the filing date of this report, the Chief Executive
and Chief Financial O ficers of the Conpany concluded that the Conpany's

di scl osure controls and procedures were adequate.

(B) CHANGES I N | NTERNAL CONTROLS. The Conpany made no significant changes inits
internal controls or in other factors that could significantly affect these
control s subsequent to the date of the evaluation of those controls by the Chief
Executive and Chief Financial Officers.
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S| GNATURES

Pursuant to the requirenents of Sections 13 and 15(d) of the Securities Exchange
Act of 1934, the Registrant has duly caused this report to be signed on its
behal f by the undersigned, thereunto duly authorized.

JACKSONVI LLE BANCORP, | NC.

Dat ed: March 28, 2003 By: /s/ Glbert J. Pomar, |11

G lbert J. Pomar, |11
Chi ef Executive Officer

Dat ed: March 28, 2003 By: /s/ Cheryl L. Walen

Cheryl L. Whal en

Executive Vice President and
Chi ef Financial Oficer
(Principal Accounting Oficer)

Pursuant to the requirenents of the Securities Act of 1934, this Form 10-KSB has
been signed by the follow ng persons in the capacities and as of the dates
i ndi cat ed:

Si gnature Title Dat e

/sl D. Mchael Carter Di rector March 28, 2003

D. Mchael Carter, C P.A

/sl Melvin Gottlieb Di rector March 28, 2003

Melvin Cottlieb

/'s/ James M Heal ey Di rector March 28, 2003

Janes M Heal ey

/'s/ John C. Kowkabany Di rector March 28, 2003



John C. Kowkabany

/'s/ Rudol ph A. Kraft Di rector March 28, 2003

Rudol ph A. Kraft

/sl R C Mlls Di rector March 28, 2003
R CMils
/sl Glbert J. Pomar, 1|11 Di rector March 28, 2003
Glibert J. Pomar, 111
/'s/ John W Rose Director March 28, 2003

John W Rose

/'s/ Donald E. Roller Chai rman of the Board March 28, 2003
------------------------------- of Directors
Donal d E. Roller

/'s/ John R Schultz Di rector March 28, 2003

John R Schultz

/'sl Price W Schwenck Di rector March 28, 2003

Price W Schwenck

/'s/ Charles F. Spencer Director March 28, 2003

Charles F. Spencer

/'s/ Bennett A. Tavar Di rector March 28, 2003
Bennett A. Tavar
/sl Gary L. Wnfield Di rector March 28, 2003

Gary L. Wnfield, MD.

1.
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CERTI FI CATI ONS

Glbert J. Pomar, IIIl, certify, that:

I have reviewed this annual report on Form 10-KSB of Jacksonville Bancorp,

Inc.;

Based on nmy know edge, the annual report does not contain any untrue
statement of a material fact or onmt to state a nmaterial fact necessary to
make the statements nade, in light of the circumstances under which such
statenents were nmade, not misleading with respect to the period covered by
this annual report;

Based on my know edge, the financial statenents, and other financial
information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual
report;

The registrant's other certifying officer and | are responsible for
establ i shing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we

have:

(a)

(b)

desi gned such disclosure controls and procedures to ensure that
material information relating to the registrant, including its
consol i dated subsidiaries, is made known to us by others w thin
those entities, particularly during the period in which this annual
report is being prepared;

eval uated the effectiveness of the registrant's disclosure controls



1

and procedures as of a date within 90 days prior to the filing date
of this annual report (the "Evaluation Date"); and

(c) presented in this annual report our concl usions about the
ef fecti veness of the disclosure controls and procedures based on our
eval uation as of the Evaluation Date

The registrant's other certifying officer and | have discl osed, based on
our nost recent evaluation, to the registrant's auditors and the audit
committee of registrant's board of directors (or persons performng the
equi val ent function)

(a) all significant deficiencies in the design or operation of the
internal controls which could adversely affect the registrant's
ability to record, process, summarize and report financial data and
have identified for the registrant's auditors any materia
weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves managenent or
ot her enpl oyees who have a significant role in the registrant's
internal controls; and

The registrant's other certifying officer and | have indicated in this
annual report whether or not there were significant changes in interna
controls or in other factors that could significantly affect the interna
control s subsequent to the date of our npst recent evaluation, including
any corrective actions with regard to significant deficiencies and
materi al weaknesses

Dat e: March 28, 2003 By: /s/ Glbert J. Pomar, III
G lbert J. Pomar, III,
Presi dent and Chi ef
Executive O ficer

Cheryl L. Whalen, certify, that

I have reviewed this annual report on Form 10-KSB of Jacksonville Bancorp
I nc.;

Based on nmy know edge, the annual report does not contain any untrue
statement of a material fact or omt to state a material fact necessary to
make the statenments made, in light of the circunstances under which such
statenents were nmade, not misleading with respect to the period covered by
this annual report

Based on ny know edge, the financial statements, and other financia
information included in this annual report, fairly present in all materia
respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annua
report;

The registrant's other certifying officer and | are responsible for

est abl i shing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

(a) desi gned such disclosure controls and procedures to ensure that
material information relating to the registrant, including its
consol i dated subsidiaries, is made known to us by others w thin
those entities, particularly during the period in which this annua
report is being prepared

(b) eval uated the effectiveness of the registrant's disclosure controls
and procedures as of a date within 90 days prior to the filing date
of this annual report (the "Evaluation Date"); and

(c) presented in this annual report our conclusions about the
ef fecti veness of the disclosure controls and procedures based on our
eval uation as of the Evaluation Date

The registrant's other certifying officer and I have disclosed, based on
our nost recent evaluation, to the registrant's auditors and the audit
comittee of registrant's board of directors (or persons performng the



equi val ent function):

(a) all significant deficiencies in the design or operation of the
internal controls which could adversely affect the registrant's
ability to record, process, summarize and report financial data and
have identified for the registrant's auditors any materi al
weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves managenent or
ot her enpl oyees who have a significant role in the registrant's
internal controls; and

6. The registrant's other certifying officer and | have indicated in this
annual report whether or not there were significant changes in internal
controls or in other factors that could significantly affect the internal
control s subsequent to the date of our npst recent evaluation, including
any corrective actions with regard to significant deficiencies and
materi al weaknesses.

Date: March 28, 2003 By: /s/ Cheryl L. \Walen

Cheryl L. Whal en, Executive Vice
President and Chief Financial Oficer

Section 2: EX-21

EXH BIT 21

Subsi di ari es of the Registrant
The Jacksonville Bank, a Florida state-chartered commercial bank.

Fountai n Financial, Inc.
Bank.

, a subsidiary insurance agency of The Jacksonville

Section 3; EX-23

EXH BI T 23

Consent of |ndependent Auditors

We hereby consent to the incorporation by reference in the Registration

St at enents on Form S-8 No. 333-90609 dated Novenber 9, 1999, of Jacksonville
Bancorp, Inc., and in the rel ated prospectuses, of our report dated February 6,
2003, with respect to the consolidated financial statements which are included
in this Annual Report on Form 10-KSB for the year ended Decenber 31, 2002.

HACKER, JOHNSON & SM TH PA

Tanpa, Florida
March 28, 2003

Section 4: EX-99.1A

EXHI BIT 99.1

CERTI FI CATI ON PURSUANT TO
18 U.S. C. SECTI ON 1350,
AS ADDED BY



SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Annual Report of Jacksonville Bancorp, Inc. (the
"Conpany") on Form 10-KSB for the period ended Decenber 31, 2002, as filed with
the Securities and Exchange Conmi ssion (the "Report"), |, Glbert J. Pomar, 111,
Presi dent and Chief Executive O ficer of the Conpany, certify, pursuant to 18
U S.C. ss. 1350, as added by ss. 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully conplies with the requirements of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934; and

2. To ny know edge, the information contained in the Report fairly presents,
in all material respects, the financial condition and results of
operations of the Conpany as of and for the period covered by the Report.

Date: March 28, 2003 By: /s/ Glbert J. Pomar, 111

Gl bert J. Pomar, I11, President
and Chi ef Executive Oficer

Section 5: EX-99.1B

EXH BIT 99.1

CERTI FI CATI ON PURSUANT TO
18 U.S. C. SECTI ON 1350,
AS ADDED BY
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Annual Report of Jacksonville Bancorp, Inc. (the
"Conpany") on Form 10-KSB for the period ended Decenber 31, 2002, as filed with
the Securities and Exchange Conmi ssion (the "Report"), |, Cheryl L. Whalen,
Executive Vice President and Chief Financial Oficer of the Conpany, certify,
pursuant to 18 U.S.C. ss. 1350, as added by ss. 906 of the Sarbanes-Oxley Act of
2002, that:

1. The Report fully conplies with the requirenents of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934; and

2. To ny know edge, the information contained in the Report fairly presents,
in all material respects, the financial condition and results of
operations of the Conpany as of and for the period covered by the report.

Date: March 28, 2003 By: /s/ Cheryl L. Whalen

Cheryl L. \Whal en, Executive Vice
President and Chief Financial Oficer



