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Noti ce Regardi ng Forward-Looki ng Statenents
This Annual Report on Form 10-K contains certain forward-1|ooking statenents.
Assunptions relating to forward-1ooking statenents involve judgnents with
respect to, anong other things, future economi c, conpetitive, and market
conditions, and future business decisions, all of which are difficult or
impossible 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-|ooking statenments. Although we believe that assunptions underlying the
forward-|ooking statements are reasonable, any of the assunptions could prove
inaccurate, and we may not realize the results contenplated by these statenents.
Managenent deci sions are subjective in many respects and susceptible to
interpretations and periodic revisions based on actual experience and business
devel opnents, the inpact of which may cause us to alter our business strategy or
capital expenditure plans and may, in turn, affect our results of operations. In
light of the significant uncertainties inherent in the forward-1|ooking
information included in this report, you should not regard the inclusion of such
informati on as our representation that we will achieve any strategy, objectives,
or other plans. Readers are cautioned not to place undue reliance on these
forward-|ooking statenents, which speak only as of the date hereof. The Conpany
does not undertake any obligation to publicly release any revisions to these
forward-| ooking statements to reflect events or circunstances after the date
hereof or to reflect the occurrence of unanticipated events.

PART |
Unl ess the context requires otherwi se, references in this report to "the
Conpany, " "we," "us," or "our" refer to Jacksonville Bancorp, Inc., its wholly
owned subsidiary, The Jacksonville Bank, and the Bank's wholly owned subsidiary,
Fountain Financial, Inc., on a consolidated basis. References to "Bancorp"

denote Jacksonville Bancorp, Inc.; The Jacksonville Bank is referred to as the
" Bank".

I TEM 1. DESCRI PTI ON OF BUSI NESS

Gener al

We were incorporated under the laws of the State of Florida on Cctober

24, 1997 for the purpose of organizing the Bank. Bancorp is a one-bank hol di ng
conpany owni ng 100% of the outstanding shares of the Bank. Qur only business is
the ownership and operation of the Bank. The Bank is a Florida state-chartered
commerci al bank, and its deposits are insured by the Federal Deposit |Insurance
Corporation ("FDIC'). The Bank opened for business on May 28, 1999 and currently
provides a variety of community banking services to businesses and individuals
through its four offices in Jacksonville, Duval County, Florida. The Bank will
open its fifth office in the second quarter of 2006.

We offer a variety of conpetitive commercial and retail banking services. 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 small business owners along with the professional and
personal relationships of our officers, directors and enpl oyees. Loan
participations are arranged for custonmers whose | oan demands exceed | egal
lending limts. Qur product lines include personal and business online banking
and sweep accounts tied to Gol dman Sachs proprietary funds, in addition to our



tradi tional banking products. In 2002, we began offering standard nortgage
products with various long-termfixed rate alternatives, pursuant to an
agreement with PHH Mortgage Services. Furthernmore, through our subsidiary,
Fountain Financial, Inc., and our marketing agreenent w th New Engl and Fi nanci al
(an affiliate of MetLife), we are able to neet the investnent and insurance
needs of our customners.

Substantial consolidation of the Florida banking narket has occurred since the
early 1980's. As npbre out-of-state bank hol ding conpanies enter the Florida

mar ket, we believe that the number of depository institutions headquartered and
operating in Florida will continue to decline. Qur marketing programs focus on
the advantages of |ocal ownership and managenent, personal service and custoner
rel ationships. Particular enphasis is placed on building personal face-to-face
rel ati onshi ps. OQur managenment and busi ness devel opnent teans have extensive
experience with individuals and conpanies w thin our targeted market segments in
the Jacksonville area. Based on our experience, we believe that we have been and
will continue to be effective in gaining market share.

Mar ket Area and Conpetition

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 covering 841 square mles
and is a leading financial and insurance center. Jacksonville is home to the
Jacksonvill e Jaguars and is the corporate headquarters to a nunber of regional
and national conpani es. Duval County has a strong commercial and industrial
base, which has been steadily expanding in recent years.
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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
services products, a high level of personal service, and personal relationships
bet ween our officers and custonmers. We conpete with financial institutions that
have greater resources, and that may be able to offer nore services, unique
services, or possibly better terns to their customers. We 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
commer ci al banks and savings institutions, insurance conpani es, consuner finance
conpani es, brokerage houses, nortgage banki ng conpanies, credit unions, and

ot her business entities which target traditional banking markets. We face
increased conpetition due to the GLB Act, discussed under Regul ation and

Supervi sion, which allows insurance firns, 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
competition will continue fromexisting financial services providers, as well as
new entrants to the market.

Deposits

We offer a wi de range of deposit accounts, including comercial and

retail checking, nmoney market, individual retirenment and statenment savings
accounts, and certificates of deposit with fixed rates and a range of maturity
options. Qur sources of deposits are primarily residents, businesses, and

enpl oyees of businesses within our market areas, obtained through personal
solicitation by our officers and directors, direct mauil solicitation, and
advertisenents published in the [ocal nmedia. We also have the ability to obtain
deposits fromthe "national CD market" as an additional source of funding. W
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 nmmi ntenance and per item processing fees on deposit
accounts and special handling charges. We are also part of the Star, Cirrus,
Presto and Plus ATM networks, and a nenber of VISA

Lending Activities
Qur board of directors has adopted certain policies and procedures to guide
i ndividual loan officers in carrying out |ending functions. The board of
directors has forned a Directors' Loan Conmittee and appointed six directors to
provide the follow ng oversight:

o ensure conpliance with |oan policy, procedures and guidelines as



wel | as appropriate regulatory requirenents;

o] approve secured | oans above an aggregate ampunt of $500, 000 and
unsecured | oans above an aggregate anpunt of $100,000 to any entity
and/or related interests;

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

o] approve | ending authority for individual officers;

o} nonitor our |oan review systens; and

o] revi ew the adequacy of the loan | oss reserve.

The board of directors realizes that occasionally | oans need to be made which
fall outside the typical policy guidelines. Consequently, the Chief Executive
O ficer and Senior Loan O ficer have the authority to neke certain policy
exceptions on secured |oans up to $500,000. In addition, the Chief Executive
O ficer and Senior Loan O ficer have the authority to make certain policy
exceptions on unsecured |oans up to $100,000 and $20, 000, respectively. Policy
exceptions on secured and unsecured | oans greater than $500, 000 and $100, 000,
respectively, nust be approved by the Directors' Loan Conmittee, and the full
board of directors reviews reports of all l[oans and policy exceptions at its
regul ar neetings. Additionally, the Bank has an independent conpany that al so
evaluates the quality of loans and determines if |oans are originated in
accordance with the guidelines established by the board of directors.

We recogni ze that credit |losses will be experienced and the risk of loss wll
vary with, among other things, the type of |oan being made, 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 econom c conditions. W
intend to mamintain an adequate allowance for |oan | osses based on, anpbng other
things, industry standards, managenent's experience, historical |oan |oss
experience, evaluation of econom c conditions, and regular reviews of

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

Loan Portfolio Conposition

The conposition of the Bank's |loan portfolio at December 31, 2005 and 2004 is
indicated below, along with the growth fromthe prior year.

Table 1
% | ncrease
Total Loans % of Tot al Total Loans % of Tot al (Decrease) from
Decenber 31, Loans Decenber 31, Loans Decenber 31,
(dollars in thousands) 2005 2004 2004 to 2005
Real estate nortgage | oans:
Conmer ci al $ 135, 115 56.1% $ 113,761 59. 9% 18. 8%
Resi denti al 57, 985 24. 7% 46, 663 24. 6% 24. 3%
Construction(1) 20, 245 10. 2% 5,621 3.0% 260. 2%
Far ml and 900 0. 4% 2,160 1.0% (58.3)%
Commerci al | oans 16, 681 7.1% 15, 855 8.3% 5.2%
Consuner | oans 3,461 1.5% 6,013 3.2% (42.4)%
TOTAL $ 234, 387 100.0% $ 190, 073 100. 0% 23. 3%

(1) O the $20,245 construction |loans at Decenmber 31, 2005, $18,832 are
permanent commercial real estate loans in the construction phase.

Qur nonperform ng | oans as a percentage of gross |oans decreased from 0.34% at
Decenber 31, 2004 to 0.33% at Decenber 31, 2005.

Commer ci al Loans



Commercial loans are prinarily underwitten on the basis of the borrowers’
ability to service such debt fromincome. 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 |oans typically are secured by short-term assets whereas
long-termloans are primarily secured by |ong-term assets.

Commer ci al Real Estate

Commercial real estate loans are typically segnented into three categories:
owner occupied commercial properties, properties used by non-profit

organi zations (i.e., churches and schools) and commercial properties |eased to
third parties for investnment purposes. Conmercial real estate |oans are secured
by the subject property and are underwritten based upon standards set forth in
the policy as approved by the Board of Directors. Such standards include, anobng
other factors, loan to value limts, cash flow coverage and general

credi tworthiness of the obligors.

Resi denti al

Residential real estate loans include |oans secured by first or second nortgages
on one to four fam ly residential properties. Loans in the residential real
estate portfolio are underwritten in accordance with policies set forth and
approved by the Board of Directors, including repaynent capacity and source,

val ue of the underlying property, credit history and stability.

O her

Consumer | oans are extended for various purposes, including purchases of

aut onobi | es, recreational vehicles, and boats. W also offer hone inprovenent
and second nortgage | oans, hone equity loans and lines of credit, personal

| oans, 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 repaynent. Consuner |oans
are made at fixed and variable interest rates and may be made on terns of up to
ten years.

Loan Referral Prograns
Referred residential nortgage | oans are underwitten and closed by a third party
lender. We are paid a fee for procuring these |oans.

Additionally, during the third quarter of 2005, the Bank entered into a |oan
referral agreement with a third party |ender whereby we can offer an unsecured
line of credit up to $100,000 to small business custoners. The product, which is
branded by The Jacksonville Bank, is underwitten and closed by the third party.
We are paid a fee for each referral in addition to participating in a revenue
sharing arrangenment on outstanding bal ances. The program was kicked off in the
fourth quarter.

I nvest ments

The primary objective of the investment portfolio is to develop a m xture of
investnments with maturities and conpositions so as to earn an acceptable rate of
return while neeting liquidity requirenments. We invest primarily in obligations
guaranteed by the U S. governnment and governnment-sponsored agenci es. W al so
enter into federal funds transactions through our principal correspondent banks.
Investments with maturities in excess of one year are generally readily sal able
on the open market.

Enpl oyees

As of Decenmber 31, 2005, the Bank had 46 enpl oyees, 45 of whomwere full tine.
Except for certain officers of the Bank who presently serve as officers of the
Conpany, the Conpany does not have any enpl oyees. Managenent believes Conpany
rel ati ons have been good.

Data Processing

We currently have an agreement with Metavante Corporation, formerly known as M &
| Data Services, to provide our core processing and support certain custoner
products and delivery systens. We believe that Metavante Corporation wll
continue to be able to provide state of the art data processing and custoner
service rel ated processing at a conpetitive price to support our future grow h.

Regul ati on and Supervi sion
We operate in a highly regul ated environment, where statutes, regulations, and
admi ni strative policies govern our business activities. W are supervised by,



exam ned by, and submt reports to, a nunber of regulatory agencies, including
the Federal Reserve Board, the FDIC, and the Florida Departnent of Financial
Servi ces.

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 ding 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 nerging or consolidating with another bank hol ding conpany. The
Federal Reserve Board, under its regulations and published policy statenents,
has nmi ntai ned that a bank hol ding conpany nust serve as a source of financial
strength to its subsidiary bank(s). In adhering to the Federal Reserve Board
policy, Bancorp may be required to provide financial support for the Bank at a
ti me when, absent such policy, Bancorp may not otherwi se deemit advisable to
provi de such assistance.

At one tinme, a bank holding conpany was generally prohibited fromacquiring
control of any conpany which was not a bank and from engaging in any business
ot her than the business of banking or managi ng and controlling banks. In April
1997, the Federal Reserve Board revised and expanded the |ist 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 |laws and regul ati ons. The

Gramm 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 firnms, insurance firms, and other financial conpanies. To
further this goal, the GLB Act amends 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 conmpani es
that are not financial holding conpanies continue to be limted to activities
aut horized under the BHC Act, such as activities that the Federal Reserve Board
previously has determined to be closely related to banking and permnissible 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. W are also subject to the Florida
banki ng and usury laws limting the ambunt of interest that can be charged when
maki ng | oans or other extensions of credit. In addition, the Bank, as a
subsidiary of Bancorp, is subject to restrictions under federal |law in dealing
with Bancorp 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 Bancorp's incone is
expected to be dividends fromthe Bank. A Florida state-chartered commerci al
bank may not pay cash dividends that woul d cause the bank's capital to fall

bel ow t he m ni mum anount required by federal or state |law. Accordingly,

commer ci al banks nmay 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. No bank may pay a dividend at any tinme that the
total of net income for the current year when conbined with retained net inconme
fromthe preceding two years produces a |loss. The future ability of the Bank to
pay dividends to Bancorp will also depend in part on the FDI C capital
requirements in effect at such time and our ability to conply with such
requirenents.
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Loans and extensions of credit by all banks are subject to |legal |ending
limtations. Under state |law, a state bank may generally grant unsecured |oans
and extensions of credit in an anpunt 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 same person of up to 10% of its uninpaired capital
and surplus, provided that the transactions are fully secured. This 10%
limtation is separate from and in addition to, the 15%limtation for
unsecured | oans. Loans and extensions of credit may exceed these general |ending
limts only if they qualify under one of several exceptions.

We are subject to regulatory capital requirenents 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 ding conpani es and banks whi ch nmake
regul atory capital requirements nore sensitive to differences in risk profiles
of various banki ng organi zations. The capital adequacy guidelines issued by the
Federal Reserve Board are applied to bank hol ding conpanies on a consolidated
basis with the banks owned by the hol ding conpany. The FDIC s risk based capita
guidelines apply directly to state banks regardl ess of whether they are a
subsidiary of a bank hol ding conpany. Both agencies' requirements (which are
substantially simlar) provide that banking organi zations nmust have m ni mum
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 governnment 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 anount
of assets assigned to each risk category is nmultiplied by the risk weight
assigned to that category to determne the weighted val ues, which are added
together to determne total risk weighted assets

The Federal Deposit Insurance Corporation |nprovenment 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 |evel of undercapitalization. For exanple, an institution which becomnes
undercapitalized nust submit a capital restoration plan to the appropriate
regul ator outlining the steps it will take to becone adequately capitalized
Upon approving the plan, the regulator will nmonitor 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 tine it becane
undercapitalized or the ampbunt 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 growh restrictions, and will be

required to obtain prior approval fromthe appropriate regulator to open new
branches or expand into new |ines of business. As an institution drops to |ower
capital levels, the extent of action to be taken by the appropriate regul ator
increases, restricting the types of transactions in which the institution may
engage and ultimately providing for the appointnent of a receiver for certain
institutions deemed to be critically undercapitalized

The FDIClI A al so required each federal banking agency to prescribe, and the
Federal Reserve Board and the FDIC have adopted, for all insured depository
institutions and their hol ding conpanies, safety and soundness standards
relating to such itens as: internal controls, information 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
manageri al standards as the agency deens appropriate. Finally, each federa
banki ng agency was required to prescribe standards for enploynment contracts and
ot her conpensation arrangenents with executive officers, enployees, directors
and principal sharehol ders of insured depository institutions that would

prohi bit conpensation and benefits and other arrangenments that are excessive or
that could lead to a material financial loss. If an insured depository
institution or its holding conpany fails to nmeet any of the standards described
above, it will be required to submit 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 submit an acceptable plan or fails to inplenent 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 holding conpany, including any of the
restrictions applicable under the pronpt corrective action provisions of the
FDICIA. Both the capital standards and the safety and soundness standards that
the FDICIA inplenents were designed to bolster and protect the deposit insurance
fund

In response to the directives issued under the FDICIA the regulators have
adopt ed regul ati ons whi ch, anmong other things, prescribe the capital thresholds
for each of five established capital categories. The following table reflects



these capital thresholds:
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Table 2
Total Risk-Based Tier 1 Risk-Based Tier 1
Capital Ratio Capital Ratio Leverage Ratio
Wel |l capitalized (1) 10% 6% 5%
Adequately capitalized (1) 8% 4% 4% 2)
Undercapitalized (3) Less than 8% Less thand4% Less than 4%

Significantly undercapitalized Less than 6% Less than 3% Less than 3%
Critically undercapitalized -- -- Less than 2%

(1) An institution nust nmeet all three m ninuns.

(2) 3% for conposite 1 rated institutions, subject to appropriate federal
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, 2005, the Bank's total risk-based capital and Tier 1 risk-based
capital ratios were 10.17% and 9.25% respectively. The Tier 1 leverage ratio
was 8.34% as of the sane date.

Under federal |aw and regul ations and subject to certain exceptions, the
addition or replacenment of any director, or the enploynent, dismssal, or
reassi gnnent of a senior executive officer at any time that the Bank is not in
conpliance with applicable mninmumcapital requirenents, or otherwise in a
troubl ed condition, or when the FDIC has determined that such prior notice is
appropriate, is subject to prior notice to, and potential disapproval by, the
FDI C.

Proposal s 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 Bancorp and the Bank are subject to change by future federal and
state |egislation or regulation.

For Additional |nformation

We are required to conply with the informational requirenments of the Exchange
Act and, accordingly, we file annual reports, quarterly reports, current
reports, proxy statements and other information with the SEC. You may read or
obtain a copy of these reports at the SEC s public reference roomat 100 F.
Street, N E., Room 1580, Washington, D.C. 20549. You nmmy obtain information on
the operation of the public reference roomand their copy charges by calling the
SEC at 1-800- SEC-0330. The SEC mmintains a website that contains registration
statements, reports, proxy information statenments and other information
regarding registrants that file electronically with the SEC. The address of the
website is http://ww. sec. gov.

I TEM 1A. RI SK FACTORS

An investnent in our common stock involves a number of risks. Before making an

i nvest nent deci sion, you should carefully consider all of the risks. If any of
the events contenplated by the risk factors discussed bel ow actual ly i npact us,
our business, financial condition and results of operations could be nmaterially
adversely affected. If this were to occur, the trading price of our common stock
coul d decline.

RI SKS RELATED TO OUR BUSI NESS

Since we comenced operations in 1999, we have had a relatively short history of
experiencing profits.

We rely on the profitability of the Bank to provide funding for our operations.
We can not assure you that we will consistently operate profitably in the
future. Wiile we project that the Bank will be profitable in all future periods,



we are unable to assure you that we will earn profits as projected, that we wll
be able to maintain profitability, or that the Bank will be able to consistently
fund our ongoi ng operations

We are not certain that our capital will be adequate to continue to support the
current rate of growth.

Future capital requirements depend on many factors, including the ability to
successfully attract new customers and provi de additional services, the timng
of opening new branch | ocations, and our profitability levels. |If adequate
capital is not available, we will be subject to an increased |evel of regulatory
supervi sion, we may not be able to expand our operations, and our business
operating results and financial condition could be adversely affected
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We may require additional capital in the future, which could result in dilution
of your ownership interest

Any capital that is likely to be generated by our operations over the next
several years is expected to be needed to continue expandi ng our operations
Addi tionally, current proposed FDI C guidance entitled, Concentrations in
Commerci al Real Estate Lending, Sound Ri sk Management Practices, addresses high
and increasing concentrations of comercial real estate |loans. |f the proposed
regul ation is passed, additional capital levels could be required. If we sel
additional equity securities to neet capital requirements or finance future
growt h and expansion of our operations, such sale could result in significant
dilution of your ownership percentage

Customers may not repay their |oans, which could have a material adverse effect
on our profitability.

The risk that custonmers nay fail to repay their loans is inherent in any bank

I ending relationship. If our |loans are not repaid in accordance with the |oan
terms, it could have a material adverse effect on our earnings and overal
financial condition as well as the value of our comon stock. We focus our

I ending activity in comercial, commercial real estate, residential, hone equity
and consuner | oans

Qur managenent attenpts to minimze credit exposure by carefully nonitoring the
concentration of loans within specific industries and through |oan application
and approval procedures. However, we are unable to assure you that such

nmoni toring and procedures will reduce lending risks. Credit |osses can cause
insolvency and failure of a financial institution and, in such event

sharehol ders could | ose their entire investnent

Qur business focus in the Jacksonville area of Florida could neke us vul nerable
to adverse econonmic conditions in the area

Qur operations are materially affected by and sensitive to the econony of our
mar ket areas in northeastern Florida, and are particularly inpacted by the
econoni ¢ conditions in Duval County and the Jacksonville nmetropolitan area
Because our business is focused in the Jacksonville area, we could be nore

af fected by a weakening of the Jacksonville area econony than banking
institutions with operations in diverse geographical areas

A sl owdown in the econony could dimnish the quality of our l|oan portfolio and
our financial performance

Recent econonic indicators have shown declines in U 'S. economc activities
Adverse econoni c devel opnents can inpact the collectibility of |oans and may
negatively affect our earnings and financial condition. In addition, the banking
industry in general is affected by econom c conditions such as inflation
recession, unenploynent, and other factors beyond our control. A prolonged
econoni ¢ recession or other econom c dislocation could cause increases in
nonperform ng assets and inpair the values of real estate collateral, thereby
causi ng operating | osses, decreasing liquidity, and eroding capital. Al though we
bel i eve our loan policy and | oan review processes result in sound and consi st ent
credit decisions on our loans, we can not assure you that future declines in the
econony, particularly in our market areas, would not have a material adverse

ef fect on our financial condition, results of operations, or cash flows.



Qur location on the east coast of Florida makes us susceptible to
weat her-rel at ed probl ens.

We rely on our ongoing operations to sustain profitability. Although we have a
di saster recovery plan in place, we cannot ensure that severe weather conditions
will not have a material adverse effect on our financial condition, results of
operations, or cash flows.

We are subject to governnment regul ation and nonetary policy that could constrain
our growmh and profitability.

Bank regul ators have inposed various conditions. The conditions include, anong
other things, that: (1) the Conmpany would not assune additional debt w thout
prior approval by the Federal Reserve Board; (2) the Conpany and the Bank wil
remain well-capitalized at all times; (3) we will nake appropriate filings with
the regul atory agencies; and (4) the Bank will nmeet all regulatory requirenents
as set forth. The regulatory capital requirenments inposed on the Bank coul d have
the effect of constraining growh.

We are subject to extensive state and federal governnent supervision and
regul ati ons that inpose substantial limtations with respect to |oans, purchase
of securities, paynent of dividends, and many ot her aspects of the banking

busi ness. Regul ators include the Board of Governors of the Federal Reserve
System (the "Federal Reserve Board"), the Federal Deposit |nsurance Corporation
("FDIC'), and the Florida Departnment of Banking and Finance (the "Florida DBF")
Applicable laws, regulations, interpretations, and enforcenent policies have
been subject to significant and sonetinmes retroactively applied changes and may
be subject to significant future changes. Many of these regulations are intended
to protect depositors, the public, and the FDI C, not sharehol ders. Future

| egislation or governnent policy could adversely affect the banking industry,
our operations, or sharehol ders. The burden inposed by federal and state
regul ati ons nay place banks, in general, and us, specifically, at a conpetitive
di sadvant age conpared to | ess regul ated conpetitors. Federal econom c and
monetary policy may affect our ability to attract deposits, make |oans, and
achi eve satisfactory operating results.
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We coul d be negatively inpacted by changes in interest rates and econom c
condi tions.

Qur results of operations may be materially and adversely affected by changes in
prevailing econom c conditions, including declines in real estate market val ues
rapid changes in interest rates, and the nonetary and fiscal policies of the
federal government. CQur profitability is partly a function of the spread between
the interest rates earned on investments and | oans and those paid on deposits
and other liabilities. Recently, our interest rate spreads have w dened due to
rising interest rates and changi ng market conditions. This has had a positive

i npact on our net interest income; however, we are unable to guarantee that such
factors will continue. As with npost banking institutions, our net interest
spread is affected by general econom c conditions and other factors that
influence market interest rates and our ability to respond to changes in such
rates. At any given time, our assets and liabilities may be affected differently
by a given change in interest rates. As a result, an increase or decrease in
rates could have a material adverse effect on our net income, capital and
liquidity. While we take measures to reduce interest-rate risk, these neasures
may not adequately minimze exposure to interest-rate risk

The Conpany i s dependent on the operating performance of the Bank to provide the
Conpany with operating funds

The Conpany is a bank hol di ng conpany and i s dependent upon dividends fromthe
Bank for funds to pay expenses and any cash dividends to sharehol ders. The Bank
is subject to regulatory linmtations regarding the paynment of dividends, and no
cash dividends are anticipated in the foreseeable future. Therefore, the Bank
may not be able to provide us with adequate funds to conduct our ongoi ng
operations

We face conpetition froma variety of conpetitors.

We face conpetition for deposits, |oans and other financial services from other
communi ty banks, regional banks, out-of-state and in-state national banks



savings banks, thrifts, credit unions and other financial institutions as well
as other entities which provide financial services, including consumer finance
conpani es, securities brokerage firnms, nortgage brokers, insurance conpanies,
mutual funds, and other |ending sources and alternative investment providers.
Sonme of these financial institutions and financial services organizations are
not subject to the sane degree of regulation as we are. We face increased
conpetition due to the Granm Leach-Bliley Act which allows insurance firnmns,
securities firms, and other non-traditional financial conpanies to provide
traditional banking services. Due to the growth of the Jacksonville area, it can
be expected that significant conpetition will continue fromexisting financial
services providers, as well as new entrants to the market. Many of these
conpetitors have been in business for many years, have established custoners,
are larger, have substantially higher lending Iimts than we do, and are able to
of fer certain services that we do not provide, such as certain |oan products and
international banking services. In addition, many of these entities have greater
capital resources than we have, which anong other things may allow themto price
their services at levels nore favorable to the custoner or to provide |arger
credit facilities. If we are unable to attract and retain customers with
personal services, attractive product offerings and conpetitive rates, our

busi ness, results of operations, future growth and operational results will be
adversely affected.

Qur lending limt restricts our ability to conpete with |arger financial
institutions.

Qur per custoner lending limt is approximately $5.4 million, subject to further
reduction based on regulatory criteria relevant to any particular |oan.
Accordingly, the size of |oans which we can offer to potential custoners is |ess
than the size which many of our conpetitors with larger lending linmts are able
to offer. This limt has affected and will continue to affect our ability to
seek relationships with | arger businesses in the market. W accommpdate |oans in
excess of our lending limt through the sale of portions of such |loans to other
banks. However, we nmy not be successful in attracting or maintaining custoners
seeking larger loans or in selling portions of such larger |oans on terns that
are favorable to us.
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We may need to spend significant noney to keep up with technol ogy so we can
remain conpetitive.

The banking i ndustry continues to undergo rapid technol ogi cal changes with
frequent introduction of new technol ogy-driven products and services. In
addition to providing better service to custonmers, the effective use of

technol ogy increases efficiency and enables us to reduce costs. Qur future
success depends in part upon our ability to address the needs of our customers
by using technol ogy to provide products and services that will satisfy custoner
denands for convenience as well as to create additional operating efficiencies.
Many of our conpetitors have substantially greater resources to invest in
technol ogi cal inprovenents. Such technol ogy may permit conpetitors to perform
certain functions at a |lower cost than we can. W may not be able to effectively
i mpl enent new technol ogy-driven products and services or be successful in
marketing these to our custoners.

We are dependent on the experience and expertise of our current managenment and
their departure may inpair our operations.

We are dependent primarily upon the services of Glbert J. Pomar, 111, Chief
Executive O ficer and President of the Conpany and the Bank, Valerie Kendall,
Chief Financial O ficer, and Scott Hall, Senior Loan Officer. If the services of

these individuals were to becone unavailable for any reason, or if we were
unable to hire highly qualified and experienced personnel to replace them our
operating results could be adversely affected. Wiile we have an enpl oynent
agreement with M. Pomar and M. Hall, we do not have an agreenent with Ms.
Kendal I .

RI SKS RELATED TO OUR COMMON STOCK

Qur common stock is thinly traded and, therefore, you nay have difficulty
selling shares.

Qur common stock is traded on the NASDAQ However, we are unable to provide



assurance that an active market will exist in the future or that shares can be
i qui dated without delay.

We do not anticipate paying dividends for the foreseeable future.

We do not anticipate dividends will be paid on our common stock for the
foreseeabl e future. The Conpany is |argely dependent upon dividends paid by the
Bank to provide funds to pay cash dividends if and when the board of directors
may decl are such dividends. No assurance can be given that future earnings wll
be sufficient to satisfy regulatory requirenents and pernmit the |egal paynent of
di vidends to shareholders at any time in the future. Even if we could legally
decl are dividends, the anpunt and tim ng of such dividends would be at the

di scretion of our board of directors. The board may in its sole discretion

deci de not to declare dividends.

The market price of our conmon stock may be volatile.

The market price of our conmmon stock is subject to fluctuations as a result of a
variety of factors, including the follow ng:

o quarterly variations in our operating results or those of other
banki ng institutions;

o] changes in national and regional econom c conditions, financial
mar kets, or the banking industry; and

o ot her devel opments affecting us or other financial institutions.

The trading volume of our common stock is limted, which may increase the
volatility of the market price for our stock. In addition, the stock market has
experienced significant price and volunme fluctuations in recent years. This
volatility has had a significant effect on the market prices of securities

i ssued by many conpani es for reasons not necessarily related to the operating
per f ormance of these conpanies.

Qur articles of incorporation and byl aws contain provisions that may delay or
prevent a change of control.

Sections 607.0901 t hrough 607.0908 of the Florida Business Corporation Act (the
"FBCA") provide for supermmjority voting and inpose other requirenments on
certain business conbinations with interested shareholders and Iimt voting
rights of certain acquirers of control shares. Federal |aw requires the approval
of the Federal Reserve Board before acquisition of "control" of a bank hol ding
conpany. Qur articles of incorporation provide that the FBCA's control shares
statute applies to acquisitions of our shares unless the acquirer has acquired
the shares (1) for others in good faith and not to circunvent the control shares
statute and requires instruction fromothers to vote the shares or (2) through a
distribution conducted by us in a private or public offering or under a warrant,
option or enployee benefit plan, under the | aws of descent and distribution,
froma donee of a lifetime gift, through a transfer between imediate famly
menbers or through satisfaction of a pledge or security interest.
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Qur articles of incorporation also (1) provide for a board of directors that is
divided into three classes of directors; (2) require the shareholders to take
action at a duly called neeting and not by witten consent; (3) limt the
board's ability to increase the nunber of directors; (4) require the affirnative
vote of holders of two-thirds of our voting stock for certain affiliated
transactions such as nergers, consolidations, sales, |eases, pledges, transfers,
di ssolutions, reclassifications with or |Ioans to sharehol ders owning nore than
10% of our shares or their affiliates unless the transaction is approved by the
disinterested directors and certain other conditions are net; (5) require the
board of directors to consider a variety of factors when eval uating any proposal
involving a potential tender or exchange offer, nmerger, sale or business

conbi nation, including the social and econonic inpact of such a proposal on
custoners, enployees, and the comunities in which we operate or are |ocated,
and on our ability to fulfill our corporate objectives and perform under
applicable statutes and regulations; and (6) require the affirmative vote of

hol ders of at |east 66% of the voting stock to change any provisions of the
articles of incorporation relating to the right of shareholders to act by
consent, the classification of the board, affiliated transactions or control
share acquisitions. These provisions may have the effect of delaying or
preventing a change in control. As a result, these provisions could adversely
af fect the price of our common stock by reducing the gain which could



potentially be realized by a shareholder in a change of control.

I TEM 2. DESCRI PTI ON OF PROPERTI ES

Year Location Appr oxi mat e
Property Location Est abl i shed Squar e Foot age Omed / Leased
Headquarters(1)
100 North Laura Street 2004 14, 815 Leased
Branch O fice
10325 San Jose Boul evard 1998 3,567 Owned
Branch O fice
12740- 200 Atlantic Boul evard 2000 3, 080 Omned
Branch O fice(2)
4343 Roosevelt Boul evard 2005 3,127 Leased
Branch O fice(3)
7880 Gate Parkway 2006 9,372 Leased

(1) The Bank has a ten-year |ease that expires Septenmber 30, 2014 for our
headquarters | ocation which specifies rent of $20.00 per square foot and
is subject to annual increases of $0.50 per square foot on Cctober 1st of
each year through Septenber 30, 2014. The Bank has five options of five
years each conmmenci ng on Cctober 1, 2014, and the last option term shall
end on Septenber 30, 2039

(2) The Bank took occupancy of this Branch on Novenber 1, 2005 and opened for
busi ness on February 6, 2006. The Bank has a ten-year |ease that expires
Novenber 1, 2015 for this branch, which specifies rent of $90, 000 per
annum and is subject to annual increases of 3% on Novernber 1 of each year
through Novenber 1, 2015. The Bank has four renewal options of five years
each commencing on Novenber 1, 2015, and the last option termshall end on
Novenber 1, 2035.

(3) The Bank took occupancy of this branch on January 13, 2006 and expects to
open for business in the second quarter of 2006. The Bank has a 10-year
| ease that expires January 13, 2016 for this branch, which specifies rent
of $210,870 per annum and is subject to annual increases on the
anniversary date to the extent of any percentage change that occurs in the
consuner price index for all urban consuners. The Bank has two renewal
options of five years each commencing January 13, 2016 and the | ast option
shall end on January 13, 2026

| 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 material proceedi ngs
known to be contenpl ated by any governnmental authority; nor are there nateri al
proceedi ngs known to us, pending or contenplated, in which any of our directors,
of ficers, affiliates or any principal security holders, or any associate of any
of the foregoing, is a party or has an interest adverse to us
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| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

There were no matters submitted to a vote of security holders during the fourth
quarter of 2005

PART |

ITEM 5. MARKET FOR REG STRANT'S COMMON EQUI TY AND RELATED SHAREHOLDER MATTERS

Qur common stock is traded on NASDAQ under the synbol JAXB. The follow ng table
shows the high and | ow sale prices of our common stock for each quarter of 2004



and 2005.

Year Quarter Hi gh Low
2004 First $20. 88 $15. 85
Second $26. 34 $20. 63
Third $26. 65 $24. 90
Fourth $27. 85 $25.72
2005 First $30. 00 $25. 75
Second $30. 00 $26. 40
Third $30. 90 $25. 50
Fourth $34. 00 $27. 96

As of March 1, 2006, the Corporation had 1,721,009 outstanding shares of common
stock, par value $.01 per share, held by approxi mately 161 registered
shar ehol ders of record.

It is the policy of our board of directors to reinvest earnings for such period
of time as is necessary to ensure our successful operations. There are no
current plans to initiate paynment of cash dividends, and future dividend policy
wi || depend on our earnings, capital and regulatory requirenents, financial
condition, and other factors considered relevant by our board of directors. For
more information regarding the Conpany's ability to pay dividends, please refer
to the Regul ati on and Supervision section under |tem 1.

The infornmation regarding equity conpensation plans contai ned under the caption
"Equity Conpensation Plans" in our Definitive Proxy Statement for the 2006
Annual Meeting of Shareholders is incorporated herein by reference.

Fol | owi ng approval by the sharehol ders at the 2003 Annual Meeting, the Conpany
established the Directors' Stock Purchase Plan for non-enpl oyee directors. Under
this Plan, directors nmay elect to receive shares of the Conpany's conmon stock
as an alternative to the equivalent of cash for directors' fees. Al
transactions executed under this Plan were open market purchases and were
accounted for as treasury stock on the date of purchase. The Conpany repurchased
1,650 shares of its comon stock during the last quarter for issuance under this
Pl an.
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| TEM 6. SELECTED FI NANCI AL DATA

The sel ected consolidated financial data presented below as of and for the years
ended Decenber 31, 2005, 2004, 2003, 2002 and 2001 is unaudited and has been
derived fromour Consolidated Financial Statements and from our records. The
information presented bel ow should be read in conjunction with the Consolidated
Financial Statements and rel ated notes and "Managenent's Di scussion and Anal ysis
of Financial Condition and Results of Operations."

At or for the Year Ended Decenber 31,
(Dol lars in thousands, except per share figures)

Table 3
Fi nanci al Condition Data: 2005 2004 2003 2002 2001
Cash and cash equivalents ..................... $ 4,767 $ 6, 735 $ 3, 894 $ 4,281 $ 5,288
SeCUrities ..o 24,261 23,175 16, 830 12,531 7,532
Loans, net . ... .. ... 232,031 188, 137 150, 976 108, 933 68, 134
Al other assets ......... ... .. 11, 985 5,697 5,167 5,086 5,524
Total assets ........ ... $ 273,044 $ 223,744 $ 176, 867 $ 130, 831 $ 86, 478
Deposit acCcounts ............iiiiiiinnininn 234, 211 201, 188 158, 539 110, 128 75, 619
Other bOorrowings . ........ i 17, 650 4,000 4,296 7,747 3, 360
All other liabilities ......... ... .. ... ........ 1, 337 752 625 389 202
Sharehol ders' equity .......... . ... ... ........ 19, 846 17, 804 13, 407 12,567 7,297
Total liabilities and sharehol ders' equity $ 273, 044 $ 223,744 $ 176, 867 $ 130, 831 $ 86, 478



Qper ati ons Dat a: 2005 2004 2003 2002 2001
Total interest income .............. ... ... 15, 748 10, 858 8,729 6, 699 4,273
Total interest expense ........................ 6, 529 3,928 3,111 2,763 2,060
Net interest income ............. .. .0 uuiuo... 9,219 6, 930 5,618 3,936 2,213
Provision for loan losses ..................... 481 282 1, 580 443 343
Net interest inconme after provision for

loan 10SSeS ... .. i 8,738 6, 648 4,038 3,493 1,870
Noninterest income ..............iiiiien... 964 767 1, 550 580 458
Noni nterest expenses .......................... 6, 287 5,274 3,971 3,134 2,645
Income (loss) before income taxes (benefit) ... 3,415 2,141 1, 617 939 (317)
Income taxes (benefit) ........ ... .. ... ... ... ... 1, 242 806 613 355 (119)
Net inconme (10SS) ....... ..., $ 2,173 % 1,33 % 1,004 $ 584  $ (198)
Per Share Dat a:
Basic earnings (loss) per share ............... $ 1.27 $ . 86 $ .68 % .44 % (.19)
Diluted earnings (loss) per share ............. 1.21 .79 .67 .44 (.19)
Di vi dends decl ared per share .................. -- -- -- -- --
Total shares outstanding at end of year ....... 1,714,716 1, 708, 366 1, 467, 166 1, 467, 066 1,017, 066
Book val ue per share at end of year ........... $ 11.57 $ 10. 42 $ 9.14 $ 8.57 $ 7.17
Ratios and Other Data:
Return on average assets ...................... 0. 88% 0. 66% 0. 64% 0. 53% (0.32)%
Return on average equity ...................... 11.69% 8. 84% 7.80% 5. 40% (2.68)%
Average equity to average assets .............. 7.49% 7.46% 8.16% 9. 85% 11. 95%
Interest rate spread during the period ........ 3.27% 3.14% 3.31% 3.37% 3.24%
Net yield on average interest-earning assets .. 3. 88% 3.53% 3.72% 3. 89% 4.11%
Noni nt erest expenses to average assets ........ 2.53% 2.60% 2.52% 2.86% 4.28%
Average interest-earning assets to average

interest-bearing liabilities ............. 1.22 1.19 1.20 1.19 1.22
Nonperform ng | oans and forecl osed assets as a

percentage of total assets at end of year . 28% . 29% .63% . 68% . 12%
Al'l owance for |oan | osses as a percentage of

total loans at end of year ............... 0. 94% 0.97% 1.10% 1.00% 0. 96%
Total nunber of banking offices(1) ............ 3 3 3 3 3
1) Ampunt represents banking offices operating at December 31 of each year.

The Bank currently has four operating offices, with a fifth expected to
open in the second quarter of 2006.
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I TEM 7.
MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS
Years Ended Decenber 31, 2005, 2004 and 2003
Gener al

Jacksonvill e Bancorp, Inc. ("Bancorp") was incorporated on October 24, 1997 and
was organi zed to conduct the operations of The Jacksonville Bank (the "Bank").

The Bank is a Florida state-chartered commercial bank that opened for business

on May 28, 1999, and its deposits are insured by the Federal Deposit Insurance
Cor poration. The Bank provides 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. The prinmary business
activities of Fountain Financial, Inc. consist of the referral of our custoners
to third parties for the sale of insurance products.

Busi ness Strategy

Qur primary business segnent is community banking and consists of attracting
deposits fromthe general public and using such deposits and ot her sources of
funds to originate comercial business |oans, commercial real estate |oans,
residential nortgage |oans and a variety of consuner |loans. We also invest in
nort gage- backed securities and securities backed by the United States
Governnment, and agencies thereof, as well as other securities.

Qur goal is to sustain profitable, controlled growth by focusing on increasing
our loan and deposit market share in the Northeast Florida market by devel oping
new financial products, services and delivery channels; closely nanaging yields
on earning assets and rates on interest-bearing liabilities; focusing on

noni nterest income opportunities, controlling the growh of noninterest expenses
and maintaining strong asset quality. Although our current strategy is to grow
organically, growth through acquisition would be considered if price, culture
and market fit within our strategies.

2005 Executive Overview

The following were significant factors related to 2005 results as conpared to
2004. The 2005 performance is reflective of the successful execution of our
strategy to focus on organic growth within the Northeast Florida market. Qur net
incone was $2.2 nmillion in 2005 as conpared to $1.3 million in 2004, an increase
of $838,000, or 62.8% OQur diluted earnings per share were $1.21 in 2005 as
conpared to $0.79 in 2004, an increase of $0.42 per diluted share, or 53.2%
Return on average assets and return on average equity were 0.88% and 11.69%
respectively, in 2005 conpared to 0.66% and 8.84% respectively, in 2004.

During 2005, the Conpany fully absorbed the 2004 investnments in staffing and the
relocation of its main office and headquarters. Two additional branch |ocations
were announced in the first and third quarters of 2005. The first of the new
branches opened on February 6, 2006 and is a former SouthTrust branch which
becane available as a result of the nerger between Al abane's Sout hTrust Bank and
North Carolina's Wachovia Bank. The other branch is strategically |ocated in one
of the fastest growi ng areas of Jacksonville and is anticipated to open during
the second quarter of 2006. This will bring the total branches in the
Jacksonville market to five. The Conpany is now well positioned to support

ongoi ng organi ¢ growth.

Credit quality renmined healthy in 2005 with no substantial charge-offs in 2005
or 2004. The allowance for loan | oss as a percentage of total |oans outstanding
was 0.94% at Decenmber 31, 2005, conpared to 0.97% at Decenber 31, 2004.

Interest income was $15.7 nmillion in 2005 as conpared to $10.9 million in 2004,
an increase of $4.9 mllion, or 45.0% primarily due to an increase in 2005 of
$41.4 mllion in average interest-earning assets conpared to 2004. Additionally,
the net interest margin increased by 35 basis points due to the successful

impl enentation of the Bank's strategy to attract and retain | ow cost core
deposits as well as benefiting fromthe rise in short-termrates by the Federal
Reserve Board.

During 2005, we recorded strong growth in both residential and commercial real
estate loans. During the year, residential real estate |oans increased by $11.3
mllion, or 24.3% while commercial real estate |oans increased by $34.7
mllion, or 28.6% Total |oans increased by $44.3 nmillion, or 23.3%
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Total deposits increased by $33.0 million, or 16.4% during 2005. The follow ng
are changes in the deposit categories:

o] Noni nt er est - beari ng deposits increased $12.8 million, or 46.1% This
is primarily due to an increase in commercial deposits of $11.0
mllion, or 40.1% resulting fromthe Conpany's strategy to
transition into | owcost core deposits.

o Money mar ket deposits increased by $40.3 million, or 58.4% This is



primarily due to the popularity of the WOW nopney narket account

whi ch was introduced in 2004. The product was closed for new
accounts in July 2004; however, existing account hol ders have
continued to add deposits. Additionally, comercial accounts have
increased $4.5 mllion due to a strategic focus on enhancing new and
existing relationships. The certificate of deposit portfolio
declined by $12.9 nillion, or 16.3% The Conpany's managenent

deci ded to pursue |ocal deposits nore aggressively by offering
conpetitive deposit products in an effort to attract core deposits,
whi |l e not being as aggressive in the National CD market.

During 2004, all renmining stock warrants resulting froma 2002 offering, which
were set to expire on Septenmber 30, were exercised resulting in additional
capital of $2.9 million. This was the primary driver of the basic average shares
outstanding increasing to 1,711,148 in 2005 from 1,555,266 in 2004. The diluted
wei ght ed average shares outstanding increased to 1,799,674 from 1,697,734 in the
sane periods.

Noni nt erest inconme increased $197,000 in 2005 primarily due to incone earned on
a $4.5 mllion Bank Oaned Life Insurance contract entered into by the Bank
during the second quarter of 2005. Service charges increased in conjunction with
the growth in core transacti on deposits. Mrtgage origination fees increased

20. 8% during 2005.

Critical Accounting Policies

A critical accounting policy is one that is both very inportant to the portrayal
of the Conpany's financial condition and requires managenent's nost difficult,
subj ective or conplex judgnents. The circunstances that make these judgnments
difficult, subjective or conplex have to do with the need to nmake estimates
about the effect of matters that are inherently uncertain. Based on this
definition, the Conpany's primary critical accounting policy is the

establ i shment and nmi ntenance of an allowance for |oan |oss.

The all owance for loan loss is established through a provision for |oan |oss
charged to expense. Loans are charged agai nst the allowance for |oan | oss when
managenent believes that the collectibility of the principal is unlikely. The

al  owance is an anpunt that managenent believes will be adequate to absorb
inherent | osses on existing |oans that may become uncoll ectible based on

eval uations of the collectibility of the |oans. The evaluations take into

consi deration such objective factors as changes in the nature and vol une of the
|l oan portfolio and historical |oss experience. The evaluation also considers
certain subjective factors such as overall portfolio quality, review of specific
probl em | oans and current econonmic conditions that may affect the borrowers’
ability to pay. The level of the allowance for loan loss is also inpacted by
increases and decreases in |oans outstanding, because either nore or |ess

al l owance is required as the amount of the Conpany's credit exposure changes. To
the extent actual loan losses differ materially from managenent's esti mate of
these subjective factors, loan growmh/run-off accelerates, or the mx of |oan
types changes, the level of the provision for |Ioan loss, and related all owance
can, and will, fluctuate.

Recent Accounting Pronouncenents

On Decenber 16, 2004, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 123 (revised 2004), Share-Based Paynent ("Statenent 123(R)"), which is
a revision of Statement 123 and supersedes Opinion 25. Staterment 123(R) requires
expensing of the fair value of enployee stock options and other forms of

st ock- based conpensati on. The Conpany adopted Statenent 123(R) using the
"modi fied prospective" method on January 1, 2006. Under the "nodified
prospective" nethod, the Conpany will begin recognizing conpensation cost

begi nning on the grant date for all options granted after the adoption date as
wel | as any renmining unvested options. The Conpany does not anticipate any

maj or changes in conpensation strategies or business practices as a result of
adoption of Statenment 123(R).

The adoption of SFAS 123(R) is expected to result in additional conpensation
expense of:

2006 $ 124
2007 121
2008 98
2009 33

2010 8
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I n Decenber 2004, the FASB issued Statement No. 153, Exchange of Nonnonetary
Assets, ("Statenment 153"), an anendment of APB Opinion No. 29, Accounting for
Nonmonetary Transactions. This statenent anends the principle of APB No. 29 and
generally requires that the transaction is recorded at fair value with gain or

l oss recognition in inconme. Statenment 153 renpved the APB 29 exception that
exchanges of "similar, productive" nonnonetary assets be accounted for at book
value and nore broadly provides exceptions only for transactions that |ack
"commercial substance." Statenent 153 is effective for exchanges in fiscal years
begi nning after June 15, 2005. The Conpany adopted Statenent 153 on January 1
2006, and adoption is not expected to have a material inpact on the financial
condition, results of operations or liquidity of the Conpany

In May 2005, the FASB issued Statenment No. 154, Accounting for Changes and Error
Corrections, as anended, ("Statenent 154"), which replaces APB No. 20 and FASB
Statenent 3. Staterment 154 nodifies prior guidance on accounting changes and
error corrections and requires retrospective application for changes in
accounting principles (unless that principle designates otherw se), retroactive
restatement for error corrections and prospective nethod for changes in
estimates. Statenment 154 is effective for accounting changes and corrections of
errors in fiscal years beginning after Decenber 15, 2005. The Conpany adopted
St atenent 154 on January 1, 2006, and adoption is expected to change the
Conpany's procedures for accounting changes and error corrections (if any)
according to the nethods required by Statenent 154

In March 2004, the FASB Energing |ssues Task Force (EITF) rel eased |Issue 03-1
The Meani ng of Other-Than- Tenporary Inpairnment and Its Application to Certain
I nvest ments, which addressed ot her-than-tenporary inpairnment for certain debt
and equity investnents. The recognition and nmeasurenent requirements of |ssue
03-1, and other disclosure requirenments not already inplenmented, were effective
for periods beginning after June 15, 2004. In Septenber 2004, the FASB Staff

i ssued FASB Staff Position (FSP) EITF-03-1a, which delayed the effective date
for certain nmeasurenent and recognition guidance contained in |ssue 03-1. The
FSP required the application of pre-existing other-than-tenporary gui dance
during the period of delay until a final consensus is reached. In Novenber 2005
the FASB staff issued FSP FAS 115-1 and FAS 124-1, The Meani ng of

O her - Than- Tenporary | npairment and Its Application to Certain Investnents

whi ch permanently del ayed certai n nmeasurenment and recognition gui dance
(paragraphs 10-18) of Issue 03-1 and anmended FAS 115 and FAS 124. According to
FSP FAS 115-1 and FAS 124-1, inpaired securities should be witten down to fair
val ue as of the Bal ance Sheet date and the anpunt is recognized based on
expected cash flows. FSP FAS 115-1 and FAS 124-1 applies to all investnents and
is effective for periods beginning after Decenber 15, 2005. The Conpany adopted
FSP FAS 115-1 and FAS 124-1 on January 1, 2006, and adoption is not expected to
materially inpact the financial condition, results of operations or liquidity of
t he Conpany.

SOP 03-3 requires acquired loans, including debt securities and |oans acquired
in a business conbination, to be recorded at the anpunt of the purchaser's
initial investment and prohibits carrying over valuation allowances fromthe
seller for these loans that have evidence of deterioration in credit quality
since origination, and it is probable all contractual cash flows on the |oan
wi Il be unable to be collected. The provisions of this SOP are effective for

| oans acquired in fiscal years beginning after Decenber 15, 2004 and their
adoption is not expected to have a material inmpact on the financial condition
the results of operations or liquidity of the Conpany

Securities

The securities portfolio is categorized as either "held to maturity," "avail abl e
for sale," or "trading." Securities held to naturity represent those securities
whi ch the Bank has the positive intent and ability to hold to maturity
Securities available for sale represent those investments which may be sold for
various reasons, including changes in interest rates and liquidity

consi derations. These securities are reported at fair narket val ue and
unreal i zed gains and | osses are excluded fromearnings and reported in
accunul at ed other conprehensive inconme (loss). Trading securities are held
primarily for resale and are recorded at their fair values. Unrealized gains or
| osses on trading securities are included i nmediately in earnings. During 2005
2004 and 2003, the Bank had no trading securities.
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The following table sets forth the anortized costs and fair value of our
securities portfolio (dollars in thousands):

Table 4
At Decenber 31, 2005 At Decenber 31, 2004 At Decenber 31, 2003
Anortized Fair Anortized Fair Anortized Fair
Cost Val ue Cost Val ue Cost Val ue

Securities available for sale:

U.S. Governnment agency securities $ 7,295 % 7,108 % 8,295 % 8,116 $ 14,089 $ 14, 006

Mor t gage- backed securities 12, 458 12, 231 14, 369 14, 325 2,769 2,774

State and muni ci pal securities 5, 036 4,872 686 684 -- --

Tot al $ 24,789 $ 24,211 $ 23,350 $ 23,125 $ 16,858 $ 16, 780

Security held to maturity:

State of Israel bond $ 50 $ 50 $ 50 $ 50 $ 50 $ 50
The following table sets forth, by maturity distribution, certain information
pertaining to the securities (dollars in thousands):
Tabl e 5

After 1 Year After 5 Years
Wthin 1 Year Wthin 5 Years Wthin 10 Years After 10 Years
Anmpunt Yield Anpunt Yield Anmount Yield Anpunt Yield

At Decenber 31, 2005:
Securities available for sale:

U.S. Governnent agency $ -- .- $ 1,973 3.86% $ 2,729 4.66% $ 2,406 5.00%

securities

Mor t gage- backed securities -- -- 2,602 3.78% 1, 086 4. 20% 8, 543 4. 00%

State and nuni ci pal securities -- -- -- -- 2,725 5.54% 2,147 6. 03%

Tot al $ -- -- $ 4,575 3.81% $ 6,540 4.95% $ 13,096 4.52%
Security held to maturity:

State of Israel bond $ 50 7.50%

Tot al $ 50 7.50%
Total s
Anpunt Yield

At Decenber 31, 2005:
Securities available for sale:

U.S. Governnment agency $ 7,108 4.55%
securities

Mor t gage- backed securities 12,231 3.97%
State and rmuni ci pal securities 4,872 5.76%

Tot al $ 24,211 4.51%

Security held to maturity:

State of Israel bond $ 50 7.50%

Tot al $ 50 7.50%

Loan Portfolio Conposition

Commercial real estate |oans conprise the largest group of |loans in our
portfolio anounting to $156.3 million, or 66.7%of the total l|oan portfolio, at
Decenber 31, 2005, increasing from$121.5 mllion, or 63.9% at Decenber 31,
2004. Residential real estate |oans conprise the second |argest group of |oans
in the portfolio, ampbunting to $58.0 mllion, or 24.7%of the total |oan
portfolio, at Decermber 31, 2005, as conpared to $46.7 mllion, or 24.6% at
Decenber 31, 2004. As of Decenber 31, 2005, commercial |oans ampbunted to $16.7
mllion, or 7.1%of total |oans, which were $15.9 million, or 8.3% at Decenber



31, 2004. The following table sets forth the conposition of our |

(dollars in thousands):

oan portfolio

At Decenber 31,
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Tabl e 6
2005
% of
Anpunt Tot al Anpunt
Conmerci al real estate(l) $ 156, 260 66.7% $ 121,54
Commercial .............. 16, 681 15, 85
Residential real estate . 57, 985 24.7 46, 66
Consumer and other ...... 3,461 6,01
$ 234,387 100.0% $ 190, 07
Add (deduct):
Al | owance for
| oan | osses . (2,207) (1,84
Net deferred
(fees) costs (149) (9
Loans, net .............. $ 232,031 $ 188, 13
At Decenber 31,
2002
% of
Anmpunt Tot al Anpunt
Commercial real estate(l)  -----------  -------- oo---o------
Commercial .............. $ 63, 520 57.7% $ 26, 159
Resi dential real estate . 16, 648 15.1 25, 105
Consumer and other ...... 25, 825 23.5 13,595
4,057 3.7 3,917
$ 110, 050 100. 0% $ 68, 776
Add (deduct):
Al | owance for
| oan | osses . (1, 100) (657
Net deferred
(fees) costs (17) 15
Loans, net .............. $ 108, 933 $ 68, 134
The following table reflects the contractual principal repaynents

our loan portfolio at Decenber 31,
Table 7

Commer ci al

Real

Years Ending Commer ci al Estate
Decenber 31, Loans Loans( 1)
Less than 1 year 12,993 $ 31, 594
1-5 years .......... 3,021 81, 329
Greater than 5 years 667 43, 337

2005 (in thousands):

Resi denti al
Mor t gage
Loans

2004 2003
% of % of
Tot al Armpunt Tot al
2 63.9% $ 93, 899 61. 5%
5 8.3 16, 443 10.8
3 24.6 36, 594 24.0
3 3.2 5,729 3.7
3 100.0% $ 152, 665 100. 0%
3) (1,679)
3) (10)
7 $ 150, 976
2001
% of
Tot al
38. 0%
36.5
19.8
5.7
100. 0%
)
by period of
Consuner
Loans Tot al
$ 1, 356 $ 52, 636
1, 415 102, 310
690 79, 441



Total .............. $ 16,681 $ 156,260 $ 57,985 % 3,461 $ 234,387
(1) For presentation purposes, construction and farm and | oans have been

classified as conmercial real estate |oans.
Table 8

Loans Maturing

(in thousands) Wthin 1 Year 1-5 Years After 5 Years Tot al
Loans with:
Fixed interest rates .. $ 10,751 $ 62,746 $ 37,222 $ 110, 719
Variable interest rates 41, 885 39, 564 42,219 123, 668
Total Loans ........... $ 52,636 $ 102, 310 $ 79,6441 $ 234, 387

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 loans 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 |oan 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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Credit Risk

Qur primary business is neking comercial, real estate, business, and consuner
|l oans. That activity entails potential |oan |osses, the nagnitude of which
depends on a variety of economc factors affecting borrowers which are beyond
our control. Wile the Conpany has instituted underwiting guidelines and credit
review procedures to protect it from avoi dable credit |osses, sone |losses wll
inevitably occur. At Decenber 31, 2005, the Conpany had nonperform ng assets of
$766, 000, of which $447,000 was past due 90 days or nore but still accruing
interest. In addition, it charged off |oans totaling $117,000 in 2005.

Loans are placed on nonaccrual status when nanagenent has concerns relating to
the ability to collect the loan principal and interest and generally when such

| oans are 90 days or nobre past due. A loan is considered inpaired when it is
probabl e that not all principal and interest anmpunts wll be collected according
to the loan contract. The follow ng 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):

Nonper formi ng | oans:

Commercial loans ............ciiuunnn.. $753  $413  $596  $442 $ --
Resi dential real estate loans ........... 10 33 130 409 99
Consuner |oans and other ................ 3 208 -- -- 2

Total nonperforming loans .......... $766  $654  $726 $851 $101

Total nonperforming loans to total

assets............. ... .. 0.28% 0.29% 0.41% 0.65% 0.12%



Nonperform ng | oans includes a | oan past due over 90 days and still on accrual
totaling $447,000, which was brought current by the custonmer in January, 2006.
In addition to the nonperform ng |oans identified above, the Conpany has
identified approximately $92,000 in additional inpaired |oans at Decenber 31
2005 through its ongoing |oan review process.

Al |l owance and Provision for Loan Losses

The al |l owance for |oan |osses is a valuation allowance for credit |losses in the
| oan portfolio. During 2004, managenent adopted a new net hodol ogy to properly
anal yze and determi ne an adequate |oan |oss allowance. The analysis is based on
sound, reliable and well docunmented information and is designed to support an
al  owance that is adequate to absorb all estimated incurred |osses in the
Conpany's | oan and | ease portfolio.

Due to their simlarities, the Conpany has grouped the |loan portfolio into three
conponents. The conponents are residential real estate, consuner |oans and
commerci al | oans. The Conpany has created a | oan classification systemto
properly calculate the allowance for |oan | osses. Comercial and commercial real
estate loans are individually evaluated for inmpairnment. If a loan is inpaired, a
portion of the allowance is allocated so that the loan is reported, net, at the
present value of estimated future cash flows using the loan's existing rate or
at the fair value of collateral if repaynent is expected solely fromthe sale of
the collateral. Large groups of smaller bal ance honpgeneous | oans, such as
consumer and residential real estate |oans, are collectively evaluated for

i mpai rnent and, accordingly, they are not separately identified for inpairnment

di scl osures

In estimating the overall exposure to |loss on inpaired | oans, the Conpany has
consi dered a nunber of factors, including the borrower's character, overall
financial condition, resources and paynent record, the prospects for support
fromany financially responsible guarantors, and the realizable value of any
collateral .
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The Conpany al so considers other internal and external factors when determ ning
the all owance for |oan |osses. These factors include, but are not limted to,
changes in national and |ocal econom c conditions, commercial |ending staff
limtations, inpact fromlengthy commercial |oan workout and charge-off period,
| oan portfolio concentrations and trends in the |oan portfolio.

Seni or managenent and the Board of Directors review this calculation and the
under|ying assunptions on a routine basis not |ess frequently than quarterly.

The al |l owance for |oan | osses ambunted to $2.2 million and $1.8 million at
Decenber 31, 2005 and Decenber 31, 2004, respectively. Based on an anal ysis
perforned by managenent at Decenber 31, 2005, the allowance for loan |osses is
considered to be adequate to cover estimated |oan |losses in the portfolio as of
that date. However, managenent's judgnment is based upon a nunber of assunptions
about future events, which are believed to be reasonable, but which may or may
not prove valid. Thus, there can be no assurance that charge-offs in future
periods will not exceed the allowance for loan |osses or that significant
additional increases in the allowance for |oan losses will not be required.

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

Year Ended Decenber 31,

Table 9
2005 2004
Al l owance at beginning of year ............ ... ... $1,843  $1,679
Char ge-of f s:
Consuner and other loans ............ ... ... ... .. .... 15 --

Commercial real estate ........... .. . ... i -- --
Commercial loans ........ .. . .. 102 130

$1, 100 $ 657

171 --
778 --

$ 344



Residential real estate ............. ... ... .. .......... -- -- 52 -- --
117 130 1,001 -- 30
Recoveri es:
CONSUMBI 1 0ANS ...ttt -- -- -- -- --
Conmmercial real estate ................ ... ... ... ... -- -- -- -- --
Commercial loans ........ ... -- 12 -- -- --
Residential real estate .......... ... .. .. .. .. ... ... ... -- -- -- -- --
- - 12 - - .- .-
Net charge-offs ... ... .. . . . . . . . 117 118 1,001 - - 30
Provision for loan | osses charged to operating expenses 481 282 1,580 443 343
All owance at end of year........... ... .. ... $2, 207 $1, 843 $1, 679 $1, 100 $ 657
Rati o of net charge-offs to average | oans outstanding.. 0. 06% 0.07% 0. 75% 0. 00% 0. 06%
Al l owance as a percent of total loans ................. 0. 94% 0.97% 1.10% 1. 00% 0. 96%
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The following table presents information regarding the total allowance for |oan
|l osses as well as the allocation of such anpunts to the various categories of
| oans (dollars in thousands):
Tabl e 10
At Decenber 31,
2005 2004 2003
% of % of % of
Loans Loans Loans
to Total to Total to Total
Amount Loans Amount Loans Amount Loans
Commercial real estate ...... $ 1,286 66. 7% $ 979 63.9% $ 413 61. 5%
Commercial .................. 268 7.1 380 8.3 265 10.8
Residential real estate ..... 621 24.7 425 24.6 166 24.0
Consuner and other .......... 32 1.5 59 3.2 45 3.7
Unal | ocat ed general allowance -- -- - -- 790 --
Total allowance for
loan losses ............. $ 2,207 100.0% $ 1,843 100.0% $ 1,679 100. 0%
Al l owance for |oan |osses
as a percentage of total
| oans outstanding ....... 0.94% 0.97% 1.10%
<CAPTI ON\>
At December 31,
2002 2001
% of % of
Loans Loans
to Total to Total
Amount Loans Amount Loans
Commercial real estate ...... $ 254 57.7% $ 222 38. 0%



Commercial .................. 330 15.1 239 36.5
Residential real estate ..... 134 23.5 62 19.8
Consumer and other .......... 30 3.7 33 5.7
Unal | ocat ed general allowance 352 -- 101 --
Total allowance for

loan losses ............. $ 1,100 100. 0% $ 657 100. 0%
Al l owance for |oan |osses

as a percentage of total

| oans outstanding ....... 1.00% 0. 96%

As di scussed previously, managenent revised its valuation process during 2004.
This change in methodol ogy resulted in the unallocated portion of the allowance
for loan | osses at Decenber 31, 2003 being nore precisely allocated between the
Conpany's individual |oan categories as shown above.

Deposits and O her Sources of Funds

General. In addition to deposits, the sources of funds available for |ending and
ot her busi ness purposes include |oan repaynments, |oan sales, Federal Home Loan
Bank (FHLB) advances, federal funds purchased lines of credit, and securities
sol d under agreenents to repurchase. Loan repaynents are a relatively stable
source of funds, while deposit inflows and outflows are influenced significantly
by general interest rates and noney market 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.

Deposits. Deposits are attracted principally fromour primary geographic narket
areas in Duval County, Florida. The Bank al so enhanced its geographical
diversity by offering certificates of deposits nationally to other financial
institutions. The Bank offers a broad sel ecti on of deposit products, including
denand deposit accounts, NOW accounts, noney market accounts, regular savings
accounts, termcertificates of deposit, and retirenent savings plans (such as
IRAs). Certificate of deposit rates are set to encourage |longer nmaturities as
cost and market conditions will allow Deposit account ternms vary, with the
primary differences being the m ninum bal ance required, the time period the
funds nust remamin on deposit, and the associated interest rates. The Conpany

hol ds quarterly Asset Liability Conmttee (ALCO neetings, conprised of nenbers
of the Board of Directors and managenent. |n addition, pricing neetings are held
by menbers of managenent on a nonthly basis or nmore frequently if economc
conditions dictate. The Bank enphasi zes commerci al banking and smal| business
relationships in an effort to increase denand deposits as a percentage of total
deposi ts.

The following table shows the distribution of, and certain other information
relating to, our deposit accounts by type (dollars in thousands):
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Table 11
At Decenber 31,
2005 2004 2003

Aver age Aver age Aver age Aver age Aver age Aver age

Bal ance Rate Paid Bal ance Rate Paid Bal ance Rate Paid
Dermand deposits $ 34, 475 0. 00% $ 22,607 0. 00% $ 19, 008 0. 00%
NOW deposits 8,103 0.22 7,980 0.14 4,024 0.17
Money mar ket deposits 89, 987 3.77 41, 888 2.37 5,744 1. 36
Savi ngs deposits 13, 495 1.97 13, 817 1.25 16, 384 1.31
Ti me deposits 69, 411 3.25 98, 391 2.69 97, 235 2.86

Total deposits $ 215,471 2.75% $ 184,683 2.07% $ 142,395 2.16%

The following table presents maturity of our tine deposits at Decenmber 31, 2005:



Deposi ts Deposits

$100, 000 Less Than

and G eater $100, 000 Tot al
Due three nonths or |ess $ 7,436 $ 15,594 $ 23,030
Due nore than three nonths to six nonths 4,832 4,953 9,785
More than six nonths to one year 4,011 8, 803 12, 814
One to five years 8, 187 12, 317 20, 504
More than five years -- 71 71

$ 24, 466 $ 41,738 $ 66,204

Liquidity

The Conpany's liquidity is its ability to maintain a steady flow of funds to
support its ongoing operating, investing and financing activities. Qur Board
est abl i shes policies and anal yzes and manages liquidity to ensure that adequate
funds are available to neet normal operating requirenents in addition to
unexpect ed custonmer demands for funds, such as high |levels of deposit
withdrawal s or loan denand, in a tinmely and cost-effective nanner. The npbst
inportant factor in the preservation of liquidity is maintaining public
confidence that facilitates the retention and growth of a large, stable supply
of core deposits and whol esale funds. Utimtely, public confidence is generated
through profitable operations, sound credit quality and a strong capital
position. Liquidity nmanagenent is viewed froma long-termand a short-term
perspective as well as froman asset and liability perspective. W nonitor
liquidity through a regular review of |oan and deposit maturities and | oan and
deposit forecasts to minimze funding risk. Sources of liquidity include
converting liquid assets to cash, custoner deposits and borrow ngs.

As di scussed above, sources of liquidity include principal paydowns of |oans and
investnment securities, custoner deposits, and borrow ngs. The Bank has an
unsecured federal funds purchased accommpdation with its main correspondent
bank, totaling $5 mllion at Decermber 31, 2005, none of which was utilized as of
that date. In addition, the Conpany has invested in FHLB stock for the purpose
of establishing credit lines with FHLB. This line is collateralized by a bl anket
lien arrangenent on the Conpany's first nortgage |oans, second nortgage |oans
and comercial real estate |oans. Based on this collateral and the Conpany's

hol di ngs of FHLB stock, the Conpany was eligible to borrow up to $39.3 million
fromthis credit line, of which it had borrowed $13.7 million at Decenber 31,
2005. In addition, the Conpany had available credit lines with other
correspondent banks totaling $27.2 mllion.

Schedul ed maturities and paydowns of its investnment securities are an additional
source of liquidity. During 2005, the Conpany had received approximately $5.8
mllion frommaturities and paydowns of investnment securities. The Bank al so has
the ability to convert marketable securities into cash or access new or existing
sources of increnental funds if the need should arise.

At Decenber 31, 2005, the Bank had outstanding commtnents to borrowers for
available lines of credit and letters of credit totaling $31.3 nillion and
$549, 000, respectively. Based on the sources of liquidity discussed above, the
Conpany believes that it has access to sufficient funds to cover such

conmmi tments, should the need arise.
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Regul atory Capital Requirenents

The Bank is required to nmeet certain mninmmregulatory capital requirenments.
Quantitative neasures established by regulation to ensure capital adequacy
require us to maintain mninumanmunts 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). As of
Decenber 31, 2005, the Bank and Conpany net all capital adequacy requirenents to
whi ch they were subject. The regulatory capital mninmunms and the Conpany's and
Bank's actual data for the indicated periods are set forth in the table bel ow
(dollars in thousands).

Table 12



To Be Vel
Capi talized Under

For Capital Pronpt Corrective
Act ual Adequacy Purposes Action Provisions
Anount Rati o Anmpunt Rati o Anmount Rati o

2005
Total Capital to risk weighted assets

Consol i dat ed $ 26,413 10.97% $ 19,258 8. 00% N A N A

Bank 24, 505 10. 17 19, 284 8.00 $ 24,105 10. 00%
Tier 1 (Core) Capital to risk weighted assets

Consol i dat ed 24, 206 10. 05 9, 629 4.00 N A N A

Bank 22,298 9.25 9, 642 4.00 14, 463 6. 00
Tier 1 (Core) Capital to average assets

Consol i dat ed 24,206 9. 06 10, 682 4.00 N A N A

Bank 22,298 8.34 10, 698 4.00 13,373 5.00
2004
Total Capital to risk weighted assets

Consol i dat ed $ 23,787 12.15% $ 15,662 8. 00% N A N A

Bank 19,781 10. 11 15, 651 8.00 $ 19,564 10. 00%
Tier 1 (Core) Capital to risk weighted assets

Consol i dat ed 21,944 11.21 7,831 4.00 N A N A

Bank 17,938 9.17 7,826 4.00 11,738 6. 00
Tier 1 (Core) Capital to average assets

Consol i dat ed 21,944 10. 09 8, 699 4.00 N A N A

Bank 17,938 8.24 8,704 4.00 10, 880 5. 00

Of f - Bal ance- Sheet Arrangenents and Contractual Obligations

The Conpany is a party to financial instruments with off-bal ance-sheet risk in
the normal course of business to neet the financing needs of its custoners.
These financial instrunents are commitnents to extend credit, unused |ines of
credit, and standby letters of credit, and may involve, to varying degrees,

el enents of credit and interest-rate risk in excess of the ampunt recognized in
the consolidated bal ance sheet. The contract ampunts of these instrunents
reflect the extent of involvenment the Conpany has.

The Conpany's exposure to credit loss in the event of nonperformance by the
other party to the financial instrument for conmitnments to extend credit is
represented by the contractual amount of those instruments. The Conpany uses the
sane credit policies in neking commtnments as for on-bal ance-sheet instrunents.

Commitnments to extend credit are agreenents to lend to a custoner as long as
there is no violation of any condition established in the contract. Conm tnents
general ly have fixed expiration dates or other term nation clauses and may
require payment of a fee. Since sone of the conmitments are expected to expire
wi t hout being drawn upon, the total conmmitment anounts do not necessarily
represent future cash requirenents. The Conpany eval uates each custoner's credit
worthiness on a case-by-case basis. The ambunt of collateral obtained, if deenmed
necessary by the Conpany upon extension of credit, is based on nanagenent's
credit evaluation of the counterparty.

Standby letters of credit are conditional commtnents issued by the Conpany to
guarantee the performance of a custoner 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.
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The following is a sunmary of the Conpany's contractual obligations, including
certai n on-bal ance-sheet obligations, at Decenber 31, 2005 (in thousands):

Tabl e 13

Payments Due by Period



Less than 1-3 3-5 More than

Contractual Obligations Tot al 1 Year Year s Year s 5 Years
Certificates of deposit.......... $ 66,204 $ 45,629 $ 18,277 $ 2,227 % 71
FHLB advances.................... 13, 650 10, 650 3, 000 -- --
Subordinated debt................ 4,000 -- -- -- 4,000
Operating leases................. 6,421 608 1, 311 1, 375 3,127
Standby letters of credit........ 549 549 -- -- --
Unused |ine of credit loans...... 31, 277 31, 277 - - - - - -
Total ... i $ 122,101 $ 88,713 $ 22,588 $ 3,602 $ 7,198

Asset - Liability Structure

As part of its asset and liability managenent, the Bank has enphasi zed
establishing and inplenmenting internal asset-liability decision processes as
wel | as communications and control procedures to aid in enhancing its earnings.
It is believed that these processes and procedures provide the Bank with better
capital planning, asset m x and volume 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 tinme period if it wll
mature 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 total of
rate-sensitive assets exceeds rate-sensitive liabilities. A gap is considered
negative when the ampunt of rate-sensitive liabilities exceeds 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 incone. During a period of falling
interest rates, a negative gap would be expected to result in an increase in net
interest incone, while a positive gap should adversely affect net interest

i ncone.

In order to mninmze the potential for adverse effects of material and prol onged
changes in interest rates on the results of operations, the Bank continues to
noni tor asset and liability managenent policies to appropriately match the
maturities and repricing ternms of interest-earning assets and interest-bearing
liabilities. Such policies have consisted primarily of: (1) enphasizing the
origination of variable-rate loans; (2) nmaintaining a stable core deposit base;
and (3) mamintaining a sound |level of liquid assets (cash and securities).

The following table sets forth certain infornation relating to our
interest-earning assets and interest-bearing liabilities at Decenber 31, 2005
that are estimated to mature or are scheduled to reprice within the period shown
(dollars in thousands):
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Table 14
Over 3 Over
Mont hs Over 6 Over 1 5 Years Over
3 Mont hs to 6 Mont hs Year to to 10 10
or Less Mont hs to 1 Year 5 Years Year s Year s
Loans (1):
Variable rate $ 125,978 $ 1, 297 $ 3,679 $ 27,240 $ 263 $ --
Fi xed rate 10, 633 8, 303 12, 340 43, 403 938 313
Total |oans 136, 611 9, 600 16, 019 70, 643 1, 201 313

Securities -- -- -- 4,625 6, 540 13,096

$ 158, 457
75, 930



Federal funds sold 368 -- -- -- -- -- 368
Federal Home Loan Bank stock 1, 062 -- -- -- -- -- 1, 062
Total rate sensitive assets $ 138,041 $ 9, 600 $ 16, 019 $ 75, 268 $ 7,741 $ 13, 409 $ 260,078
Deposit accounts:
NOW deposi ts 6, 440 -- -- -- -- -- 6, 440
Money mar ket accounts 109, 188 -- -- - - -- -- 109, 188
Savi ngs deposits 11, 797 -- -- -- - - -- 11, 797
Ti me deposits 23,030 9, 785 12,814 20, 504 71 -- 66, 204
Total deposit accounts (2) 150, 455 9,785 12, 814 20, 504 71 -- 193, 629
FHLB advances 10, 650 -- -- 3, 000 -- -- 13, 650
Subor di nat ed debt 4,000 - - - - - - -- - - 4,000
Total rate sensitive
liabilities $ 165, 105 $ 9,785 $ 12,814 $ 23,504 $ 71 $ -- $ 211,279
Gap repricing difference $ (27,064) $ (185) $ 3, 205 $ 51,764  $ 7,670 $ 13,409 $ 48,799
Cunul ative gap $ (27,064) $ (27,249) $ (24,044) $ 27,720 $ 35, 390 $ 48, 799
Cunul ative gap to
total rate-sensitive assets (10.4)% (10.5)% (9.2)% 10. 7% 13. 6% 18. 8%

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

(2) Certain liabilities such as NOWN noney narket and savings accounts
while technically subject to inmediate repricing in response to
changi ng market rates, historically do not reprice as quickly nor to
the extent as other interest-sensitive accounts

Resul ts of Operations

Qur operating results depend prinarily on our net interest incone, which is the
di fference between interest incone 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 anpunts of interest-earning assets and
interest-bearing liabilities. Qur interest rate spread is affected by

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

| oan demand, and deposit flows. In addition, our net earnings are also affected
by the | evel of nonperform ng |oans and forecl osed assets, as well as the |eve
of noninterest incone and noni nterest expense, such as salaries and enpl oyee
benefits, occupancy and equi pnent costs, and incone taxes

The following table sets forth, for the periods indicated, information
regarding: (1) the total dollar amount of interest and dividend income from
interest-earning assets and the resultant average yield; (2) the total dollar
amount of interest expense on interest-bearing liabilities and the resultant
average costs; (3) net interest/dividend income; (4) interest rate spread; and
(5) net interest margin. Average bal ances are based on average daily bal ances
(dollars in thousands).
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Tabl e 15

Year Ended Decenber 31,



I nterest Aver age I nterest Aver age

Aver age and Yi el d/ Aver age and Yi el d/
Bal ance Di vi dends Rat e Bal ance Di vi dends Rat e
I nterest-earning assets:
Loans (1) ... .uuvn e $ 211,456 $ 14,708 6.96% $ 168,954 $ 9, 886 5. 85%
Securities(2). ... oo 24,034 992 4.13 18, 722 880 4.70
O her interest-earning assets(3)... 2,183 50 2.29 8, 626 92 1.07
Total interest-earning assets... $ 237,673 $ 15, 750 6.63 $ 196,302 $ 10, 858 5.53
Noni nterest-earning assets(4)......... 10, 493 6, 337
Total assets.................... $ 248, 166 $ 202,639
Interest-bearing liabilities
Savings deposits................... 13, 495 266 1.97 13, 817 173 1.25
NOW deposits. . ..o, 8, 103 18 0.22 7,980 11 0.14
Money narket deposits.............. 89, 987 3,394 3.77 41, 888 991 2.37
Time deposits...................... 69, 411 2,255 3.25 98, 391 2,650 2.69
FHLB advances. ..................... 8,879 337 3.80 -- -- --
Subor di nat ed debentures............ 4,000 246 6.15 2,164 99 4.57
O her interest-bearing
liabilities(5)................... 414 13 3.14 241 4 1.66
Total interest-bearing
liabilities................... 194, 289 6,529 3.36 164, 481 3,928 2.39
Noni nterest-bearing liabilities....... 35, 281 23,049
Sharehol ders' equity.................. 18, 596 15, 109
Total liabilities and
sharehol ders' equity.......... $ 248, 166 $ 202,639
Net interest/dividend inconme.......... $ 9,221 $ 6, 930
Interest rate spread (6).............. 3.27% 3. 14%
Net interest margin (7)............... 3. 88% 3.53%
Rati o of average interest-
earning assets to average
interest-bearing liabilities....... 1.22 1.19
<CAPTI ON>
2003
I nterest Aver age
Aver age and Yi el d/
Bal ance Di vi dends Rat e
Interest-earning assets:
Loans (1)....... ..., $ 133,109 $ 7,816 5.87%
Securities(2)......... . 15, 956 897 5.62
O her interest-earning assets(3)... 1, 769 16 1.06

Total interest-earning assets... $ 150,834 $ 8,729 5. 80



Noni nterest-earning assets(4)......... 6, 865

Total assets.................... $ 157,699

Interest-bearing liabilities:

Savings deposits................... 16, 384 214 1.31
NOW deposits. . .......oovvnno.. 4,024 7 0.17
Money market deposits.............. 5,744 78 1.36
Time deposits...................... 97, 235 2,779 2.86
FHLB advances...................... -- -- --
Subor di nat ed debentures............ -- -- --
O her interest-bearing
liabilities(5). ..o, 1,948 33 1.69
Total interest-bearing
liabilities................... 125, 335 3,111 2.48
Noni nterest-bearing liabilities....... 19, 490
Sharehol ders' equity.................. 12,874
Total liabilities and
sharehol ders' equity.......... $ 157,699
Net interest/dividend income.......... $ 5,618
Interest rate spread (6).............. 3.31%
Net interest margin (7)............... 3.72%

Rati o of average interest-
earning assets to average
interest-bearing liabilities....... 1.20

(1) Aver age | oans include nonperform ng |oans. Interest on |oans includes |oan
fees of $269 in 2005, $162 in 2004 and $61 in 2003.

(2) Interest incone and rates include the effects of a tax equival ent
adj ustment using a federal tax rate of 34%in adjusting tax-exenpt
interest on tax-exenpt investment securities to a fully taxable basis.

(3) I ncl udes federal funds sold.

(4) For presentation purposes, the BOLI acquired by the Bank has been incl uded
in noninterest-earning assets.
I ncludes federal funds purchased.

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

(7) Net interest nmargin is net interest inconme divided by average
interest-earning assets.

Rat e/ Vol une Anal ysi s

The following table sets forth certain information regardi ng changes in interest
income and interest expense for the periods indicated. For each category of
interest-earning assets and interest-bearing liabilities, infornmation is
provided on changes attributable to (1) changes in rate (change in rate
nmultiplied by prior volume); (2) changes in volunme (change in volume nultiplied
by prior rate); and (3) changes in rate-volume (change in rate nultiplied by
change in volune). Dollars are in thousands.
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Years Ended Decenber 31, 2005 vs. 2004:

Increase (Decrease) Due to (1)



I nterest-earning assets:

Loans . ... $ 2,067 $ 2,755 $ 4,822
Securities .......... .. (116) 228 112
O her interest-earning assets .... 58 (100) (42)

Total ...... .. 2,009 2,883 4,892

Interest-bearing liabilities:

Savings deposits ................. 97 (4) 93
NOW deposits ..................... 7 -- 7
Money mar ket deposits ............ 819 1,584 2,403
Time deposits .................... 480 (875) (395)
FHLB advances .................... -- 337 337
Subordi nated debentures .......... 42 105 147

Gt her interest-bearing liabilities 5 4 9
Total ... 1,450 1,151 2,601

Net change in net interest incone ... $ 559 $ 1,732 $ 2,291
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Years Ended Decenber 31, 2004 vs. 2003:

I ncrease (Decrease) Due to (1)

Rat e Vol une Tot al
Interest-earning assets:
Loans . ... $ (27) $ 2,097 % 2,070
Securities ....................... (159) 142 (17)
Ot her interest-earning assets .... 3 73 76
Total ....... ... (183) 2,312 2,129
Interest-bearing liabilities:
Savings deposits ................. (9) (32) (41)
NOW deposits ........... ... ... (2) 6 4
Money narket deposits ............ 96 817 913
Time deposits .................... (162) 33 (129)
FHLB advances .................... -- -- --
Subordi nated debentures .......... -- 99 99
O her interest-bearing liabilities (1) (28) (29)
Total ... ... (78) 895 817
Net change in net interest incone ... $ (105) $ 1,417 % 1,312

(1) The change in interest due to both rate and volume has been allocated to
the volune and rate conponents in proportion to the relationship of the
dol I ar ampbunts of the absolute change in each.
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Year Ended Decenber 31, 2005 conpared to year ended Decenber 31, 2004

General . Net earnings for the year ended Decenber 31, 2005 was $2.2 nmillion,
or $1.27 per basic share, and $1.21 per diluted share conpared to a net



earnings of $1.3 million, or $.86 per basic and $.79 per diluted share in
2004.

Interest Income and Expense. Interest inconme totaled $15.7 mllion for the
year ended Decenber 31, 2005, conpared to $10.9 million in 2004. Interest
earned on loans was $14.7 nmillion in 2005, conpared to $9.9 nillion in
2004. This increase resulted froman increase in the average |oan
portfolio balance from$169.0 mllion for the year ended Decermber 31, 2004
to $211.5 million for the year ended Decenmber 31, 2005, conbined with an
increase in the average rate paid on loans fromb5.85%in 2004 to 6.96%in
2005. The Conpany was able to benefit froman increase in short-term
interest rates by the Federal Reserve Board in 2005.

Interest on securities was $990, 000 for the year ended Decenber 31, 2005,
conpared to $880,000 for the year ended Decenber 31, 2004. The Conpany
invested approxinately $7.2 mllion in new securities in the current year
while continuing with the plan executed by managenent in 2004 to mitigate
extension risk within the securities portfolio by shortening the duration.
This, along with called securities, resulted in an overall decline in the
portfolio yield of 57 basis points.

I nterest expense on deposit accounts ampunted to $5.9 nillion for the year
ended Decenber 31, 2005, conpared to $3.8 nillion in 2004. The increase
resulted froman increase in the average bal ance of interest-bearing
deposits from $162.1 million in 2004 to $181.0 million in 2005, conbined
with an increase in the weighted average cost of interest-bearing deposits
from2.36%in 2004 to 3.28% in 2005 due to the increases in short-term
interest rates by the Federal Reserve Board during 2005. Interest on FHLB
advances, subordinated debt and other borrow ngs ampunted to $596, 000 for
the year ended Decenber 31, 2005, with a wei ghted average cost of 4.48%
I'n June 2004, the Conpany issued $4.0 million of trust preferred
securities priced at three-nonth LIBOR plus 263 basis points.

Provi sion for Loan Losses. The provision for |oan |osses is charged to
earnings to bring the total allowance to a | evel deened appropriate by
managenent and i s based upon the vol unme and type of |ending conducted by
t he Conpany, the ampbunt of nonperform ng | oans, and general econom c
conditions, particularly as they relate to the Conpany's narket areas, and
other factors related to the collectibility of the Conpany's | oan
portfolio. The provision for the year ended Decenber 31, 2005 was
$481, 000, conpared to $287,000 in 2004. This increase was a result of the
increase in average | oans outstanding during 2005, as credit quality
remai ned healthy with nonperform ng | oans at 0.33% of total |oans
out standing at year-end and net charge-offs at 0.06% of average |oans for
the year. Managenent believes that the allowance for |oan |osses of $2.2
m|lion at Decenber 31, 2005 is adequate.

Noni nterest Incone. Noninterest incone increased to $964,000 for the year
ended Decenber 31, 2005, conpared to $767,000 for the year ended Decenber
31, 2004. This increase is mainly the result of $135,000 earned on the
$4.5 m|lion Bank Omed Life Insurance contract entered into during the
second quarter of 2005.

Noni nt erest Expense. Noninterest expense totaled $6.3 nillion for the year
ended Decenber 31, 2005, conpared to $5.3 million in 2004. During 2005,
the Conpany fully absorbed the cost of 2004 staff additions and the
relocation of its main office and headquarters. Additionally, during the
fourth quarter, the Conpany began absorbi ng personnel and occupancy
expenses related to its fourth branch (announced during the third quarter
of 2005) which opened for business February 6, 2006. Advertising and
busi ness devel opment expenses increased slightly due to the Conpany's
canpaign to attract small business custoners as well as its ongoing
efforts to prompte its current product |ines. Professional fees decreased
during 2005 primarily as a result of the SEC s decision to postpone the
external audit requirements of Section 404 of the Sarbanes-Oxl ey Act of
2002 for conpanies with less than $75 nmillion in public float. However,
the Conmpany will continue with its internal inplenmentation of Section 404
during 2006.

I ncome Taxes (Benefit). Incone taxes for the year ended Decenber 31, 2005 was
$1,242,000 (an effective rate of 36.4% conpared to $806,000 in 2004 (an
effective rate of 37.6%.
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Year Ended December 31, 2004 conpared to year ended Decenmber 31, 2003

General . Net earnings for the year ended Decenber 31, 2004 was $1.3 mllion,
or $.86 per basic share, and $.79 per diluted share conpared to a net
earnings of $1.0 million, or $.68 per basic and $.67 per diluted share in
2003.

Interest Income and Expense. Interest inconme totaled $10.9 million for the
year ended Decenber 31, 2004, conpared to $8.7 million in 2003. Interest
earned on loans was $9.9 nillion in 2004, conpared to $7.8 nmillion in
2003. This increase resulted primarily froman increase in the average
loan portfolio balance from$133.1 nillion for the year ended Decenber 31,
2003 to $169.0 million for the year ended Decermber 31, 2004, and was
partially offset by a slight decrease in the weighted average yield from
5.87% for 2003 to 5.85% for 2004.

Interest on securities was $880,000 for the year ended Decenber 31, 2004,
conpared to $897,000 for the year ended Decenber 31, 2003. This decrease
resulted primarily froma plan executed by managenent to nitigate
extension risk within the securities portfolio by shortening the duration.
This, along with called securities, resulted in an overall decline in the
portfolio yield of 92 basis points.

I nterest expense on deposit accounts ampunted to $3.8 mllion for the year
ended Decenber 31, 2004, conpared to $3.1 nmillion in 2003. The increase
resulted froman increase in the average bal ance of interest-bearing
deposits from $123.4 million in 2003 to $162.1 nillion in 2004, offset
slightly by a decrease in the weighted average cost of interest-bearing
deposits from2.49%in 2003 to 2.36% in 2004. Interest on other borrow ngs
amounted to $103,000 for the year ended Decenber 31, 2004, with a wei ghted
average cost of 4.28% In June of 2004, the Conpany issued $4.0 nillion of
trust preferred securities priced at three-nmonth LIBOR plus 263 basis

poi nts.

Provi sion for Loan Losses. The provision for |oan |osses is charged to
earnings to bring the total allowance to a | evel deenmed appropriate by
managenent and i s based upon the volunme and type of |ending conducted by
t he Conpany, the ampbunt of nonperform ng | oans, and general economc
conditions, particularly as they relate to the Conpany's market areas, and
other factors related to the collectibility of the Conmpany's | oan
portfolio. The provision for the year ended Decenber 31, 2004 was $282, 000
conpared to $1.6 million in 2003. The decrease for 2004 was due to
specific allowances and charge-offs during 2003 partially offset by growth
in the loan portfolio. Managenment believes that the allowance for |oan
| osses of $1.8 million at Decenber 31, 2004 is adequate.

Noni nterest Incone. Noninterest incone decreased to $767,000 for the year
ended Decenber 31, 2004, conpared to $1.6 nillion for the year ended
Decenmber 31, 2003. The year-to-year change included two one-tinme events.
First was an $850,000 litigation settlenment received in 2003. The
litigation settlement resulted froma |l essor's nonconpliance with certain
provisions of a | ease agreenent. Second was a $68,000 | oss on the di sposal
of prem ses and equi pment. The | oss was due to the relocation of the
corporate headquarters during the fourth quarter. Partially offsetting the
decrease in noninterest income from 2003 to 2004 were increases in fees
and service charges on deposit accounts. The increases arose primarily
fromgrowth in the nunmber of new deposit accounts, including accounts
generated fromthe successful WOW account canpaign conducted during the
second quarter of 2004.

Noni nt erest Expense. Noninterest expense totaled $5.3 mllion for the year
ended Decenber 31, 2004, conpared to $4.0 nmillion in 2003. The increase
resulted primarily froman increase in salaries and enpl oyee benefits
expense of $572,000, an increase in professional fees of $211,000, an
increase in advertising of $204,000, an increase in occupancy and
equi pnent expense of $169, 000 and an increase in other expense of $76, 000.
The increase in salaries resulted mainly froma nunber of staff increases,
such as a risk nmanager, a human resource director and a financi al
controller, all considered inportant in supporting the continuing growth
of the Conpany. There were al so a nunmber of additions to staff in our
custoner contact areas. The increase in advertising expense was primarily



associated with the successful WOW account canpai gn which was designed to
significantly change the mix of deposits fromfewer certificates of
deposits to nore noney nmarket accounts. The increase in professional fees
was primarily associated with the ongoing strengthening of our
infrastructure and providing for the nore stringent reporting requirenents
set forth by the Sarbanes-Oxl ey Act of 2002.

I ncome Taxes. Incone taxes for the year ended Decenber 31, 2004 was $806, 000
(an effective rate of 37.6% conpared to $613,000 in 2003 (an effective
rate of 37.9%.
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I TEM 7A.  QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

Mar ket Ri sk

Market risk is the risk of Ioss fromadverse changes in narket prices and rates.
Qur market risk arises primarily frominterest-rate risk inherent in |lending and
deposit-taking activities. To that end, we actively nmonitor and manage
interest-rate risk exposure. Disclosures about the fair value of financial
instrunents, which reflect changes in market prices and rates, can be found in
Note 14 of the Notes to Consolidated Financial Statements.

The Conpany utilizes a third party and its proprietary sinulation nodel to
assist in identifying and managing interest-rate risk. The Decenber 31, 2005
anal ysis of the Conpany's sensitivity to changes in net interest incone under
varying assunptions for changes in market interest rates is presented bel ow
Specifically, the nodel derives expected interest income and interest expense
resulting froman i medi ate and parallel shift in the yield curve in the amunts
shown.

Rat e changes are matched with known repricing intervals and assunptions about
new growth and expected prepaynments. Assunptions are based on the Conpany's
experience as well as industry standards under varying market and interest-rate
environments. The neasurenment 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.

The anal ysis exaggerates the sensitivity to changes in key interest rates by
assunming an i medi ate change in rates with no nanagenment intervention to change
the conposition of the balance sheet. The Bank's prinmary objective in managi ng
interest-rate risk is to mninmze the adverse inpact of changes in interest
rates on net interest inconme and capital, while adjusting our asset-liability
structure to obtain the maximum yiel d-cost spread on that structure. 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 sane speed, to the same extent, or on the same basis. The Bank
does not engage in trading activities.

Tabl e 16

Interest Rates Most Li kely Interest Rates

Decrease 200 BP Interest Rate Forecast I ncrease 200 BP
Hypot hetical Interest Inconme $ 17,038, 289 $ 20,494,811 $ 23,793, 305
Hypot hetical |nterest Expense 5,237,585 8,078, 554 10, 968, 771
Hypot hetical Net Interest Inconme 11, 800, 704 12, 416, 256 12, 824,534
After tax change in net incone (382, 209) 253, 586
Hypot heti cal Market Value of Equity 26, 324, 893 24,193, 354 21, 154, 949
Hypot heti cal Change in Market Val ue 2,131,539 (3,038, 405)

Whi | e managenent carefully nonitors the exposure to changes in interest rates
and takes necessary actions as warranted to decrease any adverse inpact, there
can be no assurance on the actual effect on net interest incone as a result of
rate changes.



I npact of Inflation and Changing Prices

The financial statenents and rel ated data presented herein have been prepared in
accordance with generally accepted accounting principles, which require the
measurenment of financial position and operating results in ternms of historical
dol l'ars, without considering changes in the relative purchasing power of noney
over time due to inflation. Unlike nmost industrial conpanies, substantially all
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 nove in the sane
direction or in the same nmagnitude as the prices of goods and services, since
such prices are affected by inflation to a larger extent than interest rates.
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REPORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

Jacksonvill e Bancorp, Inc.
Jacksonville, Florida

We have audited the acconpanying consol i dated bal ance sheets of Jacksonville
Bancorp, Inc. as of Decenber 31, 2005 and 2004, and the rel ated consolidated
statements of incone, shareholders' equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Conpany's
managenent. Qur responsibility is to express an opinion on these financial
statements based on our audits. The consolidated statenents of income, changes
in sharehol ders' equity, and cash flows of Jacksonville Bancorp, Inc. for the
year ended Decenber 31, 2003 were audited by other auditors whose report dated
February 13, 2004 expressed an unqualified opinion on those statenents.

We conducted our audits in accordance with the standards of the Public Conpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financi al
statements are free of material misstatenent. An audit includes exam ning, on a
test basis, evidence supporting the anpunts and disclosures in the financial
statements. An audit al so includes assessing the accounting principles used and
significant estimates made by managenent, as well as evaluating the overall
financial statenment presentation. W believe that our audits provide a



reasonabl e basis for our opinion.

I'n our opinion, the 2005 and 2004 consolidated financial statements referred to
above present fairly, in all material respects, the financial position of the
Conpany as of Decenber 31, 2005 and 2004, and the results of its operations and
its cash flows for the years then ended, in conformity with U S. generally
accepted accounting principles

Crowe Chizek and Conpany LLC

Fort Lauderdal e, Florida
February 8, 2006
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JACKSONVI LLE BANCORP, | NC.
CONSOLI DATED BALANCE SHEETS
Decenber 31
(Dol lar ampbunts in thousands except per share data)
2005 2004
ASSETS
Cash and due from financial institutions $ 4,399 $ 4,715
Federal funds sold 368 2,020
Cash and cash equival ents 4,767 6, 735
Securities available for sale 24,211 23,125
Securities held to naturity
(fair value 2005-$50, 2004- $50) 50 50
Loans, net of allowance for |oan | osses of $2,207
in 2005 and $1,843 in 2004 232,031 188, 137
Bank owned |ife insurance 4,635 --
Federal Home Loan Bank stock, at cost 1, 062 353
Prem ses and equi prent, net 3,821 3,794
Accrued interest receivable 1, 425 973
Def erred incone taxes 464 110
Ot her assets 578 467
Total assets $ 273,044 $ 223,744
LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
Deposits
Noni nt er est - beari ng $ 40,582 $ 27,779
Money mar ket, NOW and savi ngs deposits 127, 425 94, 324
Ti me deposits 66, 204 79, 085
Total deposits 234,211 201, 188
Federal Honme Loan Bank advances 13, 650 --
Subor di nat ed debent ures 4,000 4,000
Other liabilities 1, 337 752
Total liabilities 253, 198 205, 940
Shar ehol ders' equity
Preferred stock, $.01 par value; 2,000,000 shares
aut hori zed; none issued or outstanding -- --
Common stock, $.01 par val ue; 8,000,000 shares
aut hori zed; 1,716,366 and 1, 708, 366 shares issued
in 2005 and 2004 17 17
Addi tional paid-in capital 17,526 17, 381
Ret ai ned ear ni ngs 2,718 546
Treasury stock, at cost (2005-1,650 shares, 2004-0
shar es) (54) --

Accurul at ed ot her conprehensive | oss (361) (140)



Total sharehol ders' equity

Total liabilities and sharehol ders' equity

See acconpanyi ng notes to financia

JACKSONVI LLE BANCORP, | NC.

CONSOLI DATED STATEMENTS OF | NCOVE

Years ended Decenber 31

(Dol l'ar ampunts in thousands except per share data)

Table 17

Interest and dividend incone
Loans, including fees
Taxabl e securities
Tax- exenpt securities
Federal funds sold and other

Total interest income

I nterest expense
Deposits
Federal Home Loan Bank advances
Subor di nat ed debent ures
Federal funds purchased and repurchase
agreenents

Total interest expense

Net interest incone

Provision for |oan |osses

Net interest income after provision for |oan |osses

Noni nt erest income
Service charges on deposit accounts
Litigation settlement
Net gain on sales of securities
Net gain (loss) on sales of foreclosed assets
Net | oss on disposal of prem ses and equi pnent
O her

Total noninterest incone

Noni nt er est expense
Sal ari es and enpl oyee benefits
Cccupancy and equi pnent
Dat a processing
Advertising and busi ness devel opnent
Pr of essi onal fees
Tel ephone
Director fees
Courier, freight and postage
O her

Total noninterest expense

19, 846 17, 804
$ 273,044 $ 223,744
st atenent s.
F-2
2005 2004 2003
$ 14,708 $ 9,886 $ 7,816
910 876 897
80 4 -
50 92 16
15, 748 10, 858 8, 729
5,933 3, 825 3,078
337 .- --
246 99 --
13 4 33
6, 529 3,928 3,111
9,219 6, 930 5,618
481 282 1,580
8, 738 6, 648 4,038
625 654 557
-- -- 850
. 5 .-
-- 20 (2)
. (68) .-
339 156 145
964 767 1, 550
3,195 2,543 1,971
1,012 724 555
438 400 391
415 399 195
375 469 258
62 64 67
202 165 125
124 98 73
464 412 336
6, 287 5,274 3,971



I nconme before incone taxes 3,415 2,141 1,617

I ncome tax expense 1, 242 806 613

Net incone $ 2,173 $ 1,335 $ 1,004

Ear ni ngs per share:
Basi c $ 1.27 % .86 % . 68
Di | ut ed $ 1.21 % .79 % . 67

See acconpanyi ng notes to financial statenents.
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JACKSONVI LLE BANCORP, | NC.
CONSOLI DATED STATEMENTS OF CHANGES | N SHAREHOLDERS' EQUI TY
Years ended Decenber 31,
(Dol lar ampunts in thousands except per share data)

Tabl e 18

Ret ai ned

Common St ock Addi ti onal Ear ni ngs
————————————————————————————— Pai d-In (Accunul at ed

Shar es Anpunt Capi t al Deficit)

Bal ance at January 1, 2003 1,467, 066 $ 15 $ 14,229 $ (1, 793)
Conpr ehensi ve i ncone:
Net incone 1, 004
Change in unrealized gain (loss) on
securities available for sale, net of
reclassification and tax benefit of $29

Total conprehensive incone
Exerci se of conmon stock warrants 100 1

Bal ance at Decenber 31, 2003 1, 467, 166 15 14, 230 (789)
Conpr ehensi ve i ncone:
Net incone 1, 335
Change in unrealized gain (loss) on
securities available for sale, net of
sale, net of reclassification and tax
benefit of $85

Total conprehensive incone
Exerci se of conmon stock options,
including tax benefit of $65 16, 300 230
Exerci se of common stock warrants 224,900 2 2,921

Bal ance at Decenber 31, 2004 1, 708, 366 17 17, 381 546
Conpr ehensi ve incone:
Net incone 2,173
Change in unrealized gain (loss) on
securities available for sale, net of
recl assification and tax benefit of $218

Total conprehensive inconme
Purchase of treasury stock (6, 150)
| ssuance of treasury stock 4,500 (1)
Exerci se of comnmon stock options,
including tax benefit of $53 8, 000 145

Bal ance at Decenber 31, 2005 1,714,716 $ 17 $ 17,526 $ 2,718




<CAPTI ON>

Accunul at ed

O her
Treasury Conpr ehensi ve
St ock I ncone (Loss) Tot al
Bal ance at January 1, 2003 $ -- $ 116 $ 12, 567
Conpr ehensi ve incone:
Net incone 1, 004
Change in unrealized gain (loss) on
securities available for sale, net of
recl assification and tax benefit of $29 (165) (165)
Total conprehensive incone 839
Exerci se of conmon stock warrants 1
Bal ance at Decenber 31, 2003 -- (49) 13, 407
Conpr ehensi ve incone:
Net incone 1, 335
Change in unrealized gain (loss) on
securities available for sale, net of
sal e, net of reclassification and tax
benefit of $85 (91) (91)
Total conprehensive incone 1, 244
Exerci se of conmon stock options,
including tax benefit of $65 230
Exerci se of common stock warrants 2,923
Bal ance at Decenber 31, 2004 -- (140) 17, 804
Conpr ehensi ve i ncone:
Net incone 2,173
Change in unrealized gain (loss) on
securities available for sale, net of
recl assification and tax benefit of $218 (221) (221)
Total conprehensive incone 1, 952
Purchase of treasury stock (186) (186)
I ssuance of treasury stock 132 131
Exerci se of conmon stock options,
including tax benefit of $53 145
Bal ance at Decenber 31, 2005 $ (54) $ (361) $ 19, 846
See acconpanyi ng notes to financial statenents.
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JACKSONVI LLE BANCORP, | NC.
CONSOL| DATED STATEMENTS OF CASH FLOWS
Years ended Decenber 31,
(Dol I 'ar anpunts in thousands except per share data)
Tabl e 19
2005 2004 2003
Cash flows fromoperating activities
Net incone $ 2,173 $ 1,335 $ 1,004
Adj ustments to reconcile net incone
to net cash fromoperating activities
Provision for |oan |osses 481 282 1, 580



Depreciation and anortization 424 309 278
Earni ngs on Bank owned |ife insurance (135) -- --
I ssuance of treasury stock as conpensation 131 -- --
Loss on disposal of premises and equi pnent -- 68 --
Deferred incone tax (benefit) expense (221) 419 613
Net anortization of deferred | oan fees (201) (97) (25)
Net anortization (accretion) of securities 45 13 (14)
Net realized gain on sales of securities -- (5) --
Net realized (gain) |oss on sale of
forecl osed asset -- (20) 2
Net change in:
Ot her assets (525) (158) (250)
Accrued expenses and other liabilities 638 191 236
Net cash from operating activities 2,810 2,337 3,424
Cash flows frominvesting activities
Avail abl e for sale securities:
Sal es -- 3, 800 --
Maturities, prepaynments and calls 5, 750 7,928 8, 155
Pur chases (7,235) (18, 227) (12, 704)
Loan originations and paynments, net (44,174) (37, 345) (44, 266)
Purchase of Bank owned |ife insurance (4, 500) -- --
Additions to premi ses and equi pnent (489) (1,421) (96)
Purchase of Federal Honme Loan Bank st ock,
net of redenptions (709) (87) (134)
Proceeds from sale of foreclosed assets, net -- 415 273
Net cash frominvesting activities (51, 357) (44, 937) (48,772)
Cash flows from financing activities
Net change in deposits 33,023 42,649 48, 411
Net change in federal funds purchased -- (4, 296) 1, 296
Net change in short-term Federal Home Loan Bank
advances 10, 650 -- --
Net change in other borrow ngs -- -- (4,747)
Proceeds from i ssuance of subordinated debt - - 4,000 --
Proceeds fromlong-term Federal Home Loan Bank
advances 3, 000 -- --
Proceeds from exercise of common stock warrants -- 2,923 1
Proceeds from exerci se of common stock options 92 165 --
Purchase of treasury stock (186) -- --
Net cash from financing activities 46, 579 45, 441 44,961
Net change in cash and cash equival ents (1, 968) 2,841 (387)
Begi nni ng cash and cash equival ents 6, 735 3, 894 4,281
Endi ng cash and cash equival ents $ 4,767 $ 6,735 $ 3,894
Suppl enental cash flow information:
Interest paid $ 6,487 $ 3,939 $ 3,097
I ncone taxes paid 1,131 65 --
Suppl enent al noncash di scl osures:
Transfers fromloans to repossessed assets $ -- $ -- $ 668
See acconpanying notes to financial statenents.
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Nature of Operations and Principles of Consolidation:

is a financial

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS

(Dol I ar anmpunts in thousands except per share data)

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES

hol di ng conmpany headquartered in Jacksonville,

Fl ori da. The

Jacksonvil |l e Bancorp, Inc.



consol i dated financial statements include the accounts of Jacksonville Bancorp
Inc. and its wholly owned, primary operating subsidiary, The Jacksonville Bank
and the Bank's wholly owned subsidiary, Fountain Financial, Inc. The
consolidated entity is referred to as "the Conpany," and the Bank and its
subsidiaries are referred to as "the Bank." The Conpany's financial condition
and operating results principally reflect those of the Bank. All interconpany
transactions and bal ances are elinminated in consolidation

The Conpany currently provides financial services through its four offices in
Jacksonville, Duval County, Florida, with one additional Duval County office
expected to open in the second quarter of 2006. Qur prinmary business segnment is
communi ty banking and consists of attracting deposits fromthe general public
and using such deposits and other sources of funds to originate comrercia

busi ness | oans, comercial real estate |oans, residential nortgage |oans and a
vari ety of consuner |oans. Substantially all |oans are secured by specific itens
of collateral, including business assets, consuner assets, and commercial and
residential real estate. Commercial |oans are expected to be repaid fromcash
flow from operations of businesses. There are no significant concentrations of
|l oans to any one industry or customer. However, the custoners' ability to repay
their loans is dependent on the real estate and general economic conditions in
the area

Use of Estimates: To prepare financial statements in conformty with U S
general |y accepted accounting principles, managenent nmakes estimtes and
assunpti ons based on avail able information. These estinmates and assunptions
affect the ampunts reported in the financial statements and the disclosures
provided, and actual results could differ fromthose estimates. Changes in
assunptions or in market conditions could significantly affect the estimte

Cash Flows: For the purposes of the consolidated statenments of cash flows, cash
and cash equival ents include cash on hand, noninterest-bearing deposits with
other financial institutions under 90 days and federal funds sold. Net cash
flows are reported for customer |oan and deposit transactions, interest-bearing
deposits in other financial institutions, short-term Federal Honme Loan Bank
(FHLB) advances, federal funds purchased and ot her borrow ngs.

Securities: Debt securities are classified as held to maturity and carried at
anorti zed cost when managenent has the positive intent and ability to hold them
to maturity. Debt securities are classified as available for sale when they

m ght be sold before maturity. Equity securities with readily determ nable fair
values are classified as available for sale. Securities available for sale are
carried at fair value, with unrealized hol ding gains and | osses reported in

ot her conprehensive incone, net of tax. Other securities, such as FHLB stock
are carried at cost

JACKSONVI LLE BANCORP, | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar anpunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES (Conti nued)

Interest income includes anortization of purchase premi unms and accretion of
purchase di scounts. Prem uns and di scounts on securities are anortized on the
level yield without anticipating prepaynents, except for nortgage-backed
securities where prepaynents are anticipated. Gains and | osses are recorded on
the trade date and determ ned using the specific identification nmethod

Declines in the fair value of securities below their cost that are
other-than-tenporary are reflected as realized | osses. In estimating

ot her-than-tenporary | osses, managenment considers: the length of time and extent
that fair value has been less than cost; the financial condition and near term
prospects of the issuer; and the Conpany's ability and intent to hold the
security for a period sufficient to allow for any anticipated recovery in fair
val ue

Loans: Loans that managenent has the intent and ability to hold for the
foreseeable future or until maturity or payoff are reported at the principa

bal ance outstanding, net of unearned interest, deferred |oan fees and costs, and
al  owance for loan | osses. Interest incone is accrued on the unpaid principa



bal ance. Loan origination fees, net of certain direct origination costs, are
deferred and recogni zed in interest incone using the |evel-yield nmethod w thout
anticipating prepaynents.

Interest income on nortgage and conmercial |oans is discontinued at the tine the
loan is 90 days delinquent unless the loan is well-secured and in process of
col l ection. Unsecured consumer |oans are typically charged of f when the |oan
becones 90 days past due. Consumer |oans secured by collateral other than real
estate are charged off after a review of all factors affecting the ability to
collect on the loan, including the borrower's character, overall financia
condition, resources and paynment record, the prospects for support from any
financially responsible guarantors, and the realizable value of any collateral
Past due status is based on the contractual terns of the loan. In all cases

| oans 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 received for |oans placed on nonaccrual is reversed
agai nst interest income. Interest received on such loans is accounted for on the
cash-basis or cost-recovery nmethod, until qualifying for return to accrual

Loans are returned to accrual status when all the principal and interest ampunts
contractually due are brought current and future payments are reasonably

assured

Overdrawn customer checking accounts are reclassified as consuner |oans and are
eval uated on an individual basis for collectibility. The bal ances, which total ed
$178 and $357 at Decenber 31, 2005 and 2004, respectively, are included in the
estimate of allowance for |oan |osses and are charged off when collectibility is
consi dered doubt ful

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol l'ar ampbunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES (Conti nued)

Al 'l owance for Loan Losses: The allowance for |oan |losses is a valuation

al | owance for probable incurred credit |osses. Loan | osses are charged agai nst
the al |l owance when managenent believes the uncollectibility of a |oan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance
Managenent estimates the all owance bal ance required using past |oan |oss
experience, the nature and volune of the portfolio, information about specific
borrower situations and estimated collateral values, econom c conditions, and
other factors. Allocations of the allowance may be made for specific |oans, but
the entire allowance is available for any |oan that, in nanagenent's judgnent,
shoul d be charged off

The al |l owance consists of specific and general conponents. The specific
conponent relates to loans that are individually classified as inpaired or |oans
ot herwi se classified as special nention, substandard or doubtful. The genera
conponent covers non-cl assified | oans by |oan type and is based on historica

| oss experience for each |loan type adjusted for current factors

A loan is inpaired when full payment under the loan ternms is not expected
Commerci al and commercial real estate |oans are individually evaluated for
impairnment. If aloan is inpaired, a portion of the allowance is allocated so
that the loan is reported, net, at the present value of estimated future cash
flows using the loan's existing rate or at the fair value of collateral if
repaynent is expected solely fromthe sale of the collateral. Large groups of
smal | er bal ance honpgeneous | oans, such as consuner and residential real estate
| oans, are collectively evaluated for inpairment and, accordingly, they are not
separately identified for inpairnment disclosures

Forecl osed Assets: Assets acquired through or in place of |oan foreclosure are
initially recorded at fair value when acquired, establishing a new cost basis.
If fair value declines subsequent to foreclosure, a valuation allowance is
recorded through expense. Costs incurred after acquisition are expensed

Prem ses and Equi pment: Land is carried at cost. Prem ses and equi pment are
stated at cost |ess accunul ated depreciation. Buildings and rel ated conponents
are depreciated using the straight-line nethod with useful lives ranging from5
to 40 years. Furniture, fixtures and equi pment are depreciated using the



straight-line method with useful lives ranging from3 to 10 years.

Long-term Assets: Premi ses and equi pnent and other |ong-term assets are revi ewed
for inpairment when events indicate their carrying anount nmay not be recoverable
from future undi scounted cash flows. If inpaired, the assets are recorded at
fair value.

Loan Conmi tnments and Rel ated Financial Instrunments: Financial instrunments
include of f-bal ance-sheet credit instrunents, such as commitnents to nmake | oans
and commercial letters of credit, issued to neet custoner financing needs. The
face ampunt for these itens represents the exposure to | oss, before considering
customer collateral or ability to repay. Such financial instrunents are recorded
when they are funded.

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar ampbunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES (Conti nued)

Bank Owmned Life |Insurance: The Bank has purchased |ife insurance policies on
certain key enpl oyees. Bank owned life insurance is recorded at its cash
surrender value or its realizable value. Changes in cash surrender value are
recogni zed as tax-free noninterest income and are included in other incone on
the Statement of I|ncone.

St ock Conpensation: The Conpany follows the provisions of SFAS 148, Accounting
for Stock-Based Conpensation-Transition and Disclosure ("Statement 148"), which
provides transition nethods to and enhances the disclosure requirenments of SFAS
123, Accounting for Stock-Based Conpensation ("Statement 123"). As permitted
under Statenments 148 and 123, the Conpany currently follows the guidelines of
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to

Enpl oyees ("Opinion 25") and di scloses pro fornma conpensation expense in
accordance with Statenment 148.

As permitted by Statenment 123, enpl oyee conpensati on expense under stock options
is calculated using the intrinsic value nethod. No stock-based conpensation cost
is reflected in net incone, as all options granted had an exercise price equal
to or greater than the market price of the underlying common stock at date of
grant. The following table illustrates the effect on net incone and earnings per
share if expense was neasured using the fair value recognition provisions of
FASB St atenment No. 123, Accounting for Stock-Based Conpensation.

2005 2004 2003
Net inconme as reported $ 2,173 $ 1,335 $ 1,004
Deduct: Stock-based conpensati on expense
determ ned under fair value based nethod 120 117 76
Pro forma net incone 2,053 1,218 928
Basi c earnings per share as reported 1.27 . 86 .68
Pro forma basic earnings per share 1.20 .78 .63
Di | uted earnings per share as reported 1.21 .79 . 67
Pro forma diluted earnings per share 1.14 .72 .62

The fair value of options granted and pro forma effects are conputed using
option pricing nodels, using the followi ng wei ghted average assunptions as of
grant date.

Risk-free interest rate 3.49% 4.32% 4.28%



Expected option life 8. 65 years 8.59 years 10 years

Expected stock price volatility 23.05% 20. 99% 14. 00%
Di vidend yield 0. 00% 0. 00% 0. 00%
Wei ght ed average fair val ue of

options granted during year $ 11.03 % 9. 05 $ 4.70

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol lar ampbunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES (Conti nued)

I ncome Taxes: Inconme tax expense is the total of the current year incone tax due
or refundable and the change in deferred tax assets and liabilities. Deferred
tax assets and liabilities are the expected future tax amounts for the tenporary
di fferences between carrying amounts and tax bases of assets and liabilities
conput ed using enacted tax rates. A valuation allowance, if needed, reduces
deferred tax assets to the anpbunt expected to be realized

Ear ni ngs Per Common Share: Basic earnings per commopn share is net inconme divided
by the weighted average number of common shares outstanding during the period
Dil uted earnings per common share includes the dilutive effect of additiona
potential commpn shares issuabl e under stock options

The effect of stock options and warrants is the sole commpn stock equival ent for
the purposes of calculating diluted earnings per common share

Conpr ehensi ve | ncone: Conprehensive incone consists of net incone and other
conprehensi ve incone. Other conprehensive incone includes unrealized gains and
| osses on securities available for sale which are al so recogni zed as separate
components of equity.

Treasury Stock: Treasury stock is carried at cost. Gains and | osses on issuances
are based on the narket price of the underlying commpn stock at the date of sale
and are determned using the first-in, first-out (FIFO nethod. Gains on

i ssuances are credited to additional paid-in capital while |osses are charged to
additional paid-in capital to the extent that previous net gains fromissuances
are included therein, otherwise to retained earnings. Gains or |osses on the

i ssuances of treasury stock are not credited or charged to incone

Loss Contingencies: Loss contingencies, including clainms and | egal actions
arising in the ordinary course of business, are recorded as liabilities when the
l'i keli hood of loss is probable and an anpunt or range of |oss can be reasonably
esti mated. Managenent does not believe there now are such matters that will have
a material effect on the financial statenents.

Restrictions on Cash: Cash on hand or on deposit with the Federal Reserve Bank
of $450 and $772 was required to neet regulatory reserve and clearing
requirements at year end 2005 and 2004, respectively. These bal ances do not earn
interest. In addition, cash and cash equival ents include deposits at the Federa
Home Loan Bank of Atlanta (FHLB) totaling $93 and $164 in 2005 and 2004
respectively. These bal ances earn interest and are required to cover interest
payments and stock purchases associated with advances on the FHLB |ine of
credit.

Fair Value of Financial Instruments: Fair values of financial instruments are
estimated using relevant market information and other assunptions, as nore fully
disclosed in a separate note. Fair value estimates involve uncertainties and
matters of significant judgment regarding interest rates, credit risk
prepaynents, and other factors, especially in the absence of broad markets for
particular itens. Changes in assunptions or in market conditions could
significantly affect the estimates.

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol lar anmpbunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES (Conti nued)



Operating Segnments: While the chief decision makers nmonitor the revenue streans
of the various products and services, operations are nmanaged and fi nanci al
performance is eval uated on a Conpany-w de basis. Accordingly, all of the
financial service operations are considered by managenent to be aggregated into
one reportabl e operating segnent.

Recl assifications: Sone itens in the prior year financial statenents were
reclassified to conformto the current presentation.

Ef fect of Newly |Issued but Not Yet Effective Accounting Standards: On Decenber
16, 2004, the Financial Accounting Standards Board ("FASB") issued SFAS No. 123
(revised 2004), Share-Based Paynment ("Statenent 123(R)"), which is a revision of
Statenent 123 and supersedes Opinion 25. Statement 123(R) requires expensing of
the fair value of enployee stock options and other forms of stock-based
conpensation. The Conpany adopted Statenent 123(R) using the "nodified
prospective" nethod on January 1, 2006. Under the "nodified prospective" nethod,
the Conpany wi |l begin recognizing conpensation cost beginning on the grant date
for all options granted after the adoption date as well as any remaining

unvest ed options. The Conpany does not anticipate any mmjor changes in
conpensation strategi es or business practices as a result of adoption of
Statenent 123(R).

The adoption of SFAS 123(R) is expected to result in additional conpensation
expense of:

2006 $ 124
2007 121
2008 98
2009 33
2010 8

I n Decenber 2004, the FASB i ssued Statenment No. 153, Exchange of Nonnobnetary
Assets, ("Statenent 153"), an anendment of APB Opinion No. 29, Accounting for
Nonnonetary Transactions. This statenent anends the principle of APB No. 29 and
generally requires that the transaction is recorded at fair value with gain or
l oss recognition in incone. Statement 153 renpved the APB 29 exception that
exchanges of "similar, productive" nonnonetary assets be accounted for at book
val ue and nore broadly provides exceptions only for transactions that |ack
"commercial substance." Statenment 153 is effective for exchanges in fiscal years
begi nning after June 15, 2005. The Conpany adopted Statenment 153 on January 1,
2006, and adoption is not expected to have a material inpact on the financial
condition, results of operations or liquidity of the Conpany.

In May 2005, the FASB issued Statenment No. 154, Accounting for Changes and Error
Corrections, as anended, ("Statenent 154"), which replaces APB No. 20 and FASB
Statement 3. Statenent 154 nodifies prior guidance on accounting changes and
error corrections and requires retrospective application for changes in
accounting principles (unless that principle designates otherw se), retroactive
restatement for error corrections and prospective nethod for changes in
estimates. Statenent 154 is effective for accounting changes and corrections of
errors in fiscal years beginning after Decenber 15, 2005. The Conpany adopted
St at ement 154 on

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar anmpunts in thousands except per share data)

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES (Conti nued)

January 1, 2006, and adoption is expected to change the Conpany's procedures for
accounting changes and error corrections (if any) according to the nmethods
required by Statenment 154.

I'n March 2004, the FASB Energing |ssues Task Force (EITF) rel eased |Issue 03-1,
The Meani ng of Ot her-Than-Tenporary |npairment and Its Application to Certain

I nvest ments, which addressed ot her-than-tenporary inpairnment for certain debt
and equity investnents. The recognition and nmeasurenent requirenents of |ssue
03-1, and other disclosure requirements not already inplenmented, were effective
for periods beginning after June 15, 2004. In Septenber 2004, the FASB Staff

i ssued FASB Staff Position (FSP) EI TF-03-1a, which delayed the effective date



for certain nmeasurenent and recognition guidance contained in |Issue 03-1. The
FSP required the application of pre-existing other-than-tenporary gui dance
during the period of delay until a final consensus is reached. In Novenber
the FASB staff issued FSP FAS 115-1 and FAS 124-1, The Meani ng of

O her - Than-Tenporary | npairment and Its Application to Certain |Investnents,
whi ch permanently del ayed certai n nmeasurenent and recognition gui dance
(paragraphs 10-18) of Issue 03-1 and anended FAS 115 and FAS 124. According to
FSP FAS 115-1 and FAS 124-1, inpaired securities should be witten down to fair
val ue as of the Bal ance Sheet date and the anmpunt is recognized based on
expected cash flows. FSP FAS 115-1 and FAS 124-1 applies to all investnents and
is effective for periods beginning after Decenmber 15, 2005. The Conpany adopted
FSP FAS 115-1 and FAS 124-1 on January 1, 2006, and adoption is not expected to
materially inpact the financial condition, results of operations or liquidity of
t he Conpany.

2005,

Adoption of New Accounting Standards: SOP 03-3 requires acquired | oans,
including debt securities and | oans acquired in a business conbination, to be
recorded at the amount of the purchaser's initial investnent and prohibits
carrying over valuation allowances fromthe seller for these |oans that have
evidence of deterioration in credit quality since origination, and it is
probabl e all contractual cash flows on the loan will be unable to be collected.
The provisions of this SOP are effective for loans acquired in fiscal years
begi nning after Decenber 15, 2004 and their adoption is not expected to have a

material inpact on the financial condition, the results of operations or
liquidity of the Conpany.
JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar anpunts in thousands except per share data)
NOTE 2 - SECURI TI ES

The fair value of available for sale securities and the related gross unrealized
gains and | osses recogni zed in accunul ated ot her conprehensive income (|oss)
were as follows:

Gross Gross
Fai r Unrealized Unrealized
Val ue Gai ns Losses

2005
U.S. Treasury and federal agency $ 7,108 $ 7 $ (194)
Mor t gage- backed 12,231 16 (243)
State and county muni ci pal 4,872 -- (164)
Tot al $ 24,211 $ 23 % (601)

2004
U. S. Treasury and federal agency $ 8,116 $ 20 $ (199)
Mor t gage- backed 14, 325 41 (85)
State and county muni ci pal 684 -- (2)
Tot al $ 23,125 $ 61 $ (286)

The carrying anount, unrecogni zed gai ns and | osses,
held to maturity were as follows:

and fair value of securities

Gross Gross
Carrying Unr ecogni zed Unrecogni zed Fair
Anount Gai ns Losses Val ue
2005
O her $ 50 $ -- 8 -- 8 50

2004



O her $ 50 $ -- 8 -- % 50

Sal es of available for sale securities

were as follows: 2005 2004 2003
Proceeds $ -- $ 3,800 $ --
Gross gains -- 43 --
Gross | osses -- (38) --

The tax provision related to these net realized gains and | osses was $0, $2 and
$0.

JACKSONVI LLE BANCORP, | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar ampbunts in thousands except per share data)

NOTE 2 - SECURI TI ES (Conti nued)
The fair value of debt securities and carrying anmount, if different, at year end

2005 by contractual maturity were as follows. Securities not due at a single
maturity date, primarily nortgage-backed securities, are shown separately.

Hel d-to-maturity Avai |l abl e
—————————————————————— for sale
Carrying Fair Fair
Armount Val ue Val ue
Due in one year or |ess $ -- $- $ --
Due fromone to five years 50 50 1,973
Due fromfive to ten years -- -- 5,454
Due after ten years -- -- 4,553
Mor t gage- backed -- -- 12,231
Tot al $ 50 $ 50 $ 24,211

Securities pledged at year end 2005 and 2004 had a carrying ambunt of $0 and
$2, 249 and were pledged to secure repurchase agreenents. At year end 2005 and
2004, there were no hol dings of securities of any one issuer, other than the

U S. CGovernnent and its agencies, in an anount greater than 10% of sharehol ders'
equity.

Securities with unrealized | osses at year end 2005 and 2004, aggregated by
investnent category and length of tine that individual securities have been in a
continuous unrealized | oss position, are as follows:

Tabl e 20

Less than 12 Months 12 Months or Mre

Fair Unreal i zed Fair Unrealized

Val ue Loss Val ue Loss
2005
U. S. Treasury and federal agency $ 495 % (5 $ 6,106 $ (189)
Mor t gage- backed 4,226 (82) 6, 536 (161)
State and county muni ci pal 4,872 (164) -- --

Total tenporarily inpaired $ 9,593 $ (251) $ 12,642 $ (350)

$ 6,601

Loss
$ (194)
(243)
(164)
$ (601)




2004

U.S. Treasury and federal agency $ 4,270 $ (29) $ 3,325 $ (170) $ 7,595
Mor t gage- backed 7,826 (72) 360 (13) 8,186
State and county rmuni ci pal 684 (2) -- -- 684
Total tenporarily inpaired $ 12,780 $ (103) $ 3,685 $ (183) $ 16, 465

$ (199)
(85)

(2)

$ (286)

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol lar ampbunts in thousands except per share data)

NOTE 2 - SECURI TI ES (Conti nued)

The Conpany eval uates securities for other-than-tenporary inpairment at |east on
a quarterly basis, and nore frequently when econonmic or market concerns warrant
such eval uation. Consideration is given to the length of time and the extent to
whi ch the fair value has been less than cost, the financial condition and
near-term prospects of the issuer, and the intent and ability of the Conpany to
retain its investment in the issuer for a period of time sufficient to allow for
any anticipated recovery in fair value. In analyzing an issuer's financia
condition, the Conpany may consider whether the securities are issued by the
federal governnent or its agencies, whether downgrades by bond rating agencies
have occurred, and the results of reviews of the issuer's financial condition

The Conpany views these unrealized |osses to be tenporary in nature. The driving
factor behind the reduction in fair value below cost is the increase in market
interest rates, not the credit quality of the debt securities, nost of which are
rated Aaa or higher and have not been downgraded. The Conpany's portfolio val ue
has declined 2.63% from cost which is consistent with normal fluctuations of

val ue due to changes in interest rates. The Conpany expects that the val ue of
its portfolio will recover over tine as the debt securities approach maturity

As managenent has the ability to hold these securities until maturity, or for
the foreseeable future if classified as available for sale, no declines are
deened to be other-than-tenporary

NOTE 3 - LOANS

Loans at year end were as follows:

2005 2004
Commer ci al $16, 681 $15, 855
Real estate
Resi denti al 57,985 46, 663
Conmer ci al 135,115 113,761
Construction(1) 20, 245 5,621
Far m and 900 2,160
Consuner 3,461 6,013
Subt ot al 234,387 190,073
Less: Net deferred | oan fees (149) (93)
Al l owance for |oan |osses (2,207) (1,843)
Loans, net $232, 031 $188, 137

(1) O the $20, 245 construction |oans at December 31, 2005, $18,832 are
permanent commercial real estate loans in the construction phase

Activity in the allowance for |oan | osses was as follows:

2005 2004 2003
Begi nni ng bal ance $ 1,843 $ 1,679 $ 1,100
Provision for | oan |osses 481 282 1, 580

Loans char ged- of f (117) (130) (1,001)



Recoveri es -- 12 --

Endi ng bal ance $ 2,207 $ 1,843 $ 1,679

JACKSONVI LLE BANCORP, | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol lar ampbunts in thousands except per share data)
NOTE 3 - LOANS (Conti nued)

I npaired | oans were as foll ows:

2005 2004
Year-end | oans with no allocated all owance
for loan | osses $ -- $ 209
Year-end |l oans with allocated all owance
for loan |osses 408 342
Tot al $ 408 $ 551
Anpbunt of the allowance for |oan |osses allocated $ 165 $ 245
2005 2004 2003
Average of inpaired |oans during the year $ 481 $ 758 $1,318
Interest income recognized during inpairment 24 25 --
Cash-basis interest inconme recognized 24 25 --

Nonperform ng | oans were as foll ows:

2005 2004
Loans past due over 90 days still on accrual $ 447 $  --
Nonaccrual | oans 319 654
Loans past due over 90 days and still on accrual includes one |oan totaling

$447, which was brought current by the custonmer in January, 2006. Nonperform ng
I oans includes both smaller balance honpgeneous | oans totaling $450 in 2005 and
$453 in 2004 that are collectively evaluated for inpairment and individually
classified inpaired |oans totaling $316 in 2005 and $201 in 2004.

NOTE 4 - PREM SES AND EQUI PMENT

Year -end preni ses and equi pment were as foll ows:

2005 2004

Land $ 1,075 $ 1,075
Bui | di ngs 1, 358 1, 358
Furniture, fixtures and equi pment 1, 546 1,391
Leasehol d i nprovenents 980 940
Construction in progress 96 --

5, 055 4,764
Less: Accunul ated depreciation (1, 234) (970)

$ 3,821 $ 3,794

JACKSONVI LLE BANCORP, | NC.
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(Dol I ar ampunts in thousands except per share data)

NOTE 4 - PREM SES AND EQUI PMENT ( Conti nued)



Depreci ati on expense, including anortization of |easehold inprovenents, was
$320, $216 and $191 for the years ended Decenber 31, 2005, 2004 and 2003,
respectively.

Construction in Progress: Construction in progress represents |easehold
i mprovenents and furniture and equi pnent for the Conpany's two newest office
facilities expected to open in 2006.

Qperating Leases: The Conpany | eases certain office facilities under operating

| eases that generally contain annual escal ation clauses and renewal options.
Rent expense was $419, $257 and $187 for 2005, 2004 and 2003, respectively. Rent
conm tments under noncancel abl e operating | eases, before considering renewal
options that generally are present, were as follows:

2006 $ 608
2007 640
2008 671
2009 682
2010 693
Thereafter 3,127

Tot al $ 6,421

NOTE 5 - DEPCSI TS

Ti ne deposits of $100,000 or nore were $24,466 and $20,904 at year end 2005 and
2004.

Schedul ed maturities of tine deposits for the next five years were as foll ows:

2006 $ 45,629
2007 16, 048
2008 2,229
2009 1,952
2010 275
Thereafter 71

NOTE 6 - FEDERAL HOVE LOAN BANK ADVANCES
At year end, advances from FHLB were as fol | ows:

Advances maturing April 11, 2008, at a

fixed rate of 4.36% $ 3,000 $ --
Over ni ght advances naturing daily, at a

daily variable interest rate of 4.40%

at Decenber 31, 2005 10, 650 --

JACKSONVI LLE BANCORP, | NC.
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NOTE 6 - FEDERAL HOVE LOAN BANK ADVANCES ( Conti nued)

Each advance is payable at its maturity date, with a prepayment penalty for
fixed rate advances. The advances were collateralized by a blanket |ien
arrangenent of the Conpany's first nortgage |oans, second nortgage | oans and
comercial real estate |loans. Collateralized | oans total ed $51, 852 at Decenber
31, 2005. Based on this collateral and the Conpany's hol dings of FHLB stock, the
Conpany was eligible to borrow up to $39,260 at year end 2005.

Payment | nformation
Requi red paynments over the next five years are:

2006 $ 10, 650
2007 .-
2008 3, 000



2009 --
2010 .-

NOTE 7 - SUBORDI NATED DEBENTURES

On June 17, 2004, the Conpany participated in a pooled offering of trust
preferred securities. The Conpany formed Jacksonville Statutory Trust | (the
"Trust"), a wholly owned statutory trust subsidiary for the purpose of issuing
the trust preferred securities. The Trust used the proceeds from the issuance of
$4,000 in trust preferred securities to acquire junior subordinated debentures
of the Conpany. The trust preferred securities essentially mrror the debt
securities, carrying a cunulative preferred dividend at a variable rate equal to
the interest rate on the debt securities (three-nmonth LIBOR plus 263 basis
points). The initial rate in effect at the tinme of issuance was 4.06% and is
subject to change quarterly. The rate in effect at Decenber 31, 2005 was 7.13%
The debt securities and the trust preferred securities each have 30-year lives
The trust preferred securities and the debt securities are callable by the
Conpany or the Trust, at their respective option after five years, and at
varying prem unms and sooner in specific events, subject to prior approval by the
Federal Reserve Board, if then required. The Conmpany has treated the trust
preferred securities as Tier 1 capital up to the nmaxi rum anpunt all owed, and the
remai nder as Tier 2 capital for federal regulatory purposes (see Note 12)

In relation to the issuance, bank regul ators have inposed various conditions on
the Conpany. The conditions include, anong other things, that: (1) the Conpany
woul d not assune additional debt w thout prior approval by the Federal Reserve
Board; and (2) the Conpany and the Bank will remain well-capitalized at al
tinmes.

Under FASB Interpretation No. 46, the trust is not consolidated with the
Conpany. Accordingly, the Conpany does not report the securities issued by the
trust as liabilities, and instead reports as liabilities the subordinated
debentures issued by the Conpany and held by the trust.

There are no required principal paynments on subordi nated debentures over the
next five years.

JACKSONVI LLE BANCORP, | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar ampbunts in thousands except per share data)

NOTE 8 - BENEFI T PLANS

Profit Sharing Plan: The Conpany sponsors a 401(k) profit sharing plan which is
available to all enployees electing to participate after nmeeting certain

| engt h- of -service requirements. The plan allows contributions by enployees up to
15% of their conpensation, which are matched equal to 100% of the first 6% of
the conpensation contributed. Expense for 2005, 2004 and 2003 was $113, $105 and
$90, respectively.

Directors' Stock Purchase Plan: Follow ng approval by the sharehol ders at the
2003 Annual Meeting, the Conpany established the Directors' Stock Purchase Plan
for nonenpl oyee directors. Under this Plan, directors may elect to receive
shares of the Conpany's conmmpn stock as an alternative to the equival ent anounts
of cash for directors' fees. A total of 100,000 shares of the Conpany's conmmon
stock were nade avail abl e for issuance, all of which remained avail able for

i ssuance at Decenber 31, 2005 and 2004, as all transactions executed to date
were open market purchases. The Conpany's expense in connection with this plan
was $187, $176 and $116 in 2005, 2004 and 2003, respectively, which is included
in director fees and other expenses in the acconpanyi ng consol i dated statenents
of incone.

NOTE 9 - | NCOME TAXES

I ncome tax expense (benefit) was as follows:

2005 2004 2003
Current federal $ 1,228 $ 330 $ --
Current state 235 57 --
Deferred federal (188) 358 523

Deferred state (33) 61 90



Tot al $ 1,242 $ 806 $ 613

Effective tax rates differ fromfederal statutory rate of 34% applied to incone
before inconme taxes due to the follow ng:

2005 2004 2003
Federal statutory rate tinmes financial statenent
i ncone $ 1,161 $ 728 $ 550
Ef fect of:
Tax- exenpt incone (70) (1) -
State taxes, net of federal benefit 145 78 59
O her, net 6 1 4
Tot al $ 1,242 $ 806 $ 613
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NOTE 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 as follows:

2005 2004
Deferred tax assets:
Al l owance for |oan |osses $ 605 $ 497
Net unrealized | oss on securities available for sale 218 85
O her 43 --
866 582
Deferred tax liabilities:
Depr eci ati on 369 405
O her 33 67
402 472
Net deferred tax asset $ 464 % 110

NOTE 10 - RELATED PARTY TRANSACTI ONS

Loans to principal officers, directors and their affiliates in 2005 were as
foll ows:

Begi nni ng bal ance $ 5,745
New | oans 4,329
Repaynent s (2,066)
Endi ng bal ance $ 8,008

Deposits from principal officers, directors and their affiliates at year end
2005 and 2004 were $6, 464 and $5, 129, respectively.

NOTE 11 - STOCK OPTI ONS AND WARRANTS

Stock Options: Options to buy stock are granted to directors, officers and

enpl oyees under the Conpany's Stock Option Plan. Options available to be issued
are equal to 15% of the total shares outstanding. As of Decenber 31, 2005 and
2004, the Plan provided for the issuance of up to 257,207 and 256, 254 opti ons,
respectively. Exercise price is the market price at date of grant, so there is



no conpensation expense recogni zed in the inconme statenment. The nmaxi mum option
termis ten years, and options vest over three to five years.
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NOTE 11 - STOCK OPTI ONS AND WARRANTS ( Conti nued)

A summary of the activity in the plan is as follows:

Table 21
2005 2004 2003
W\ei ght ed Wei ght ed Wei ght ed
Aver age Aver age Aver age
Exerci se Exerci se Exerci se
Shar es Price Shar es Price Shar es Price

Qut st andi ng at begi nning of year 197, 657 $ 13.50 172, 357 $ 10.48 139,857 $ 10.00
Granted 5, 000 29.00 46, 500 23.25 32,500 12.55
Exerci sed (8, 000) 11. 48 (16, 300) 10. 09 -- --
Forfeited or expired (800) 23.25 (4,900) 11. 25 -- --
Qut st andi ng at end of year 193, 857 $ 13.94 197, 657 $ 13.50 172,357 $ 10.48
Options exercisable at year end 133, 157 $ 11.06 124, 357 $ 10.12 126,757 $ 10.00

Options outstanding at year end 2005 were as foll ows:

Qut st andi ng Exerci sabl e
Wi ght ed
Aver age
Remai ni ng
Cont r act ual
Nunber Life Nunmber
$ 10.00 115, 357 4.93 113, 757
$ 12.55 28, 500 7.18 10, 800
$ 23.25 45, 000 8. 27 8, 600
$ 29.00 5, 000 9.70 --

Qut st andi ng at year end 193, 857 133, 157

Stock Warrants: During 2002, the Conpany had conpleted an offering of 225,000
investnent units, initially to existing shareholders through a rights offering,
and then to the general public in a community offering. Each unit offered for
$21. 00 consisted of two shares of commn stock and one warrant to purchase one
share of commpn stock for $13.00 through Septenber 30, 2004. All stock warrants
i ssued have been exercised. During 2004, there were 224,900 warrants exercised,
resulting in additional capital of $2,923.
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NOTE 12 - CAPI TAL REQUI REMENTS AND RESTRI CTI ONS ON
RETAI NED EARNI NGS

Banks and bank hol di ng conmpani es are subject to regulatory capital requirenments
admi ni stered by federal banking agencies. Capital adequacy guidelines and,
additionally for banks, pronpt corrective action regulations involve



quantitative nmeasures of assets, liabilities, and certain off-bal ance-sheet
items cal cul ated under regul atory accounting practices. Capital anpunts and
classifications are also subject to qualitative judgments by regulators. Failure
to nmeet capital requirenents can initiate regulatory action.

Pronpt corrective action regul ations provide five classifications: well
capitalized, adequately capitalized, undercapitalized, significantly
undercapitalized, and critically undercapitalized, although these ternms are not
used to represent overall financial condition. If adequately capitalized,

regul atory approval is required to accept brokered deposits. If
undercapitalized, capital distributions are limted, as is asset growh and
expansi on, and capital restoration plans are required. At year end 2005 and
2004, the npbst recent regulatory notifications categorized the Bank and Conpany
as well capitalized under the regulatory framework for pronpt corrective action.
There are no conditions or events since that notification that nmanagenent

bel i eves have changed the institution's category.

Actual and required capital anpunts (in mllions) and ratios are presented bel ow
at year end.

Tabl e 22
To Be Well
Capitalized Under
For Capital Pronpt Corrective
Act ual Adequacy Purposes Action Provisions
Ampunt Rati o Amount Rati o Amount Rati o
2005
Total Capital to risk
wei ght ed assets
Consol i dat ed $ 26,413 10.97% $ 19, 258 8. 00% N A N A
Bank 24, 505 10. 17 19, 284 8.00 $ 24,105 10. 00%
Tier 1 (Core) Capital to risk
wei ght ed assets
Consol i dat ed 24,206 10. 05 9, 629 4.00 N A N A
Bank 22,298 9.25 9, 642 4.00 14, 463 6.00
Tier 1 (Core) Capital to
average assets
Consol i dat ed 24,206 9. 06 10, 682 4.00 N A N A
Bank 22,298 8.34 10, 698 4.00 13, 373 5.00
JACKSONVI LLE BANCORP, | NC.
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NOTE 12 - CAPI TAL REQUI REMENTS AND RESTRI CTI ONS
ON RETAI NED EARNI NGS ( Conti nued)
Tabl e 23
To Be Vel
Capitalized Under
For Capital Pronpt Corrective
Act ual Adequacy Purposes Action Provisions
Anmpunt Rati o Amount Rati o Amount Rati o
2004
Total Capital to risk
wei ght ed assets
Consol i dat ed $ 23,787 12.15% $ 15, 662 8. 00% N A N A
Bank 19, 781 10.11 15, 651 8.00 $ 19, 564 10. 00%

Tier 1 (Core) Capital to risk



wei ght ed assets
Consol i dat ed 21,944 11.21 7,831 4.00
Bank 17,938 9.17 7,826 4.00
Tier 1 (Core) Capital to
average assets
Consol i dat ed 21,944 10. 09 8, 699 4.00
Bank 17,938 8.24 8,704 4.00

Di vidend Restrictions - The Conpany's principal source of funds for dividend
paynents is dividends received fromthe Bank. Banking regul ations require

mai ntaining certain capital levels and restrict the payment of dividends by the
Bank to the Conpany or by the Conpany to sharehol ders. Specifically, a Florida
state-chartered commercial bank nay not pay cash dividends that would cause its
capital to fall below the m nimum anmount required by federal or state |aw
Accordi ngly, commercial 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 expedient, except that no bank may pay a dividend at any tinme that the
total of net income for the current year when conbined with retained net inconme
fromthe preceding two years produces a |loss. The future ability of the Bank to
pay dividends to the Conpany al so depends in part on the FDI C capital
requirements in effect and the Conpany's ability to conply with such
requirenents.

During 2006, the Bank could, w thout prior approval, declare dividends of
approxi mately $4,044 plus any 2006 net profits retained to the date of the
di vi dend decl arati on.

NOTE 13 - LOAN COWM TMENTS AND OTHER RELATED ACTI VI TI ES

Sone financial instruments, such as loan commitments, credit lines, letters of
credit, and overdraft protection, are issued to neet custoner financing needs.
These are agreenments to provide credit or to support the credit of others, as
long as conditions established in the contract are net, and usually have
expiration dates. Commitnents may expire wi thout being used. O f-bal ance-sheet
risk to credit |loss exists up to the face anount of these instrunents, although
material |losses are not anticipated. The sane credit policies are used to make
such commitnents as are used for |oans, including obtaining collateral at
exerci se of the conmitnent.
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NOTE 13 - LOAN COWM TMENTS AND OTHER RELATED ACTI VI TI ES (Conti nued)
There are no unused lines of credit or letters of credit offered at a fixed

rate. The contractual anount of variable rate financial instruments with
of f - bal ance-sheet risk was as follows at year end.

2005 2004
Loan commitnents and unused |lines of credit $31, 277 $24,512
Standby letters of credit 549 1, 045

NOTE 14 - FAIR VALUES OF FI NANCI AL | NSTRUMENTS

Carrying anount and estinated fair values of financial instrunents were as
follows at year end:

Anmpunt Val ue Anpunt Val ue
Fi nanci al assets
Cash and cash equival ents $ 4,767 $ 4,767 $ 6,735 $ 6,735
Securities available for sale 24,211 24,211 23,125 23,125
Securities held to maturity 50 50 50 50
Loans, net 232,031 230, 714 188, 137 187, 575
Federal Home Loan Bank stock 1, 062 1, 062 353 353

Accrued interest receivable 1,425 1,425 973 973

N A
11,738

N A
10, 880

N A
6. 00

N A
5.00



Financial liabilities

Deposits 234, 211 231,934 201, 188 202, 656
Federal funds purchased -- -- -- --
FHLB advances 13, 650 13, 650 -- --
Subor di nat ed debentures 4,000 4,000 4,000 4,000
Accrued I nterest Payable 161 161 119 119

The nethods and assunptions used to estimate fair value are described as
foll ows:

Carrying amobunt is the estimated fair value for cash and cash equival ents,
interest-bearing deposits, FHLB stock, accrued interest receivable and payable,
denmand deposits, short-term debt, including FHLB advances, subordinated
debentures and variable rate | oans or deposits that reprice frequently and
fully. Security fair values are based on market prices or dealer quotes and, if
no such information is available, on the rate and termof the security and
informati on about the issuer. For fixed rate |oans or deposits and for variable
rate | oans or deposits with infrequent repricing or repricing limts, fair value
is based on discounted cash flows using current nmarket rates applied to the
estimated life and credit risk. Fair values for inpaired | oans are esti mated
using di scounted cash flow analysis or underlying collateral values. Fair val ue
of loans held for sale is based on market quotes. Fair value of debt is based on
current rates for simlar financing. The fair value of off-bal ance-sheet itens
is considered nom nal .

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol lar ampbunts in thousands except per share data)
NOTE 15 - PARENT COMPANY ONLY CONDENSED FI NANCI AL | NFORMATI ON

Condensed financial information of Jacksonville Bancorp, Inc. follows:

CONDENSED BALANCE SHEETS

Decenber 31,
2005 2004
ASSETS
Cash and cash equival ents $ 1,669 $ 3,441
I nvestment in banking subsidiaries 21,938 17,798
Ot her assets 360 665
Total assets $ 23,967  $21,904
LI ABI LI TIES AND EQUI TY
Subor di nat ed debt $ 4,000 $ 4,000
Accrued expenses and other liabilities 121 100
Shar ehol ders' equity 19, 846 17, 804
Total liabilities and sharehol ders' equity $ 23,967 $21, 904
CONDENSED STATEMENTS OF | NCOME
Years ended Decenber 31,
2005 2004 2003

Ot her income $ 5 $ 2 % --
I nterest expense (246) (99) --
O her expense (528) (508) (416)
I ncome (|l oss) before income tax

and undi stributed subsidiary incone (769) (605) (416)
I ncome tax expense (benefit) (282) (227) (157)

Equity in undistributed subsidiary inconme 2,660 1,713 1, 263



Net income $ 2,173 $ 1,335 $ 1,004
JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar anmpunts in thousands except per share data)
NOTE 15 - PARENT COVPANY ONLY CONDENSED FI NANCI AL
| NFORMATI ON ( Cont i nued)
CONDENSED STATEMENTS OF CASH FLOWS
Years ended Decenber 31
2005 2004 2003
Cash flows from operating activities
Net incone $ 2,173 $ 1,335 $ 1,004
Adj ust ment s:
Equity in undistributed subsidiary income (2,660) (1,713) (1, 263)
Anortization 2 1 3
| ssuance of treasury stock as conpensation 131 -- --
Change in other assets 302 (297) 261
Change in other liabilities 74 20 68
Net cash from operating activities 22 (654) 73
Cash flows frominvesting activities
Investnents in subsidiaries (1, 700) (3,500) --
Net cash frominvesting activities (1, 700) (3,500) --
Cash flows from financing activities
Proceeds fromissuance of subordinated debt -- 4,000 --
Proceeds from exerci se of conmon stock warrants -- 2,923 1
Proceeds from exerci se of stock options 92 165 --
Purchase of treasury stock (186) -- --
Net cash from financing activities (94) 7,088 1
Net change in cash and cash equivalents (1,772) 2,934 74
Begi nni ng cash and cash equival ents 3,441 507 433
Endi ng cash and cash equival ents $ 1,669 $ 3,441 $ 507
JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I 'ar anmpunts in thousands except per share data)
NOTE 16 - EARNI NGS PER SHARE
The factors used in the earnings per share conputation follow
Tabl e 24
2005 2004 2003
Basi c
Net incone $ 2,173  $ 1,335 % 1,004

Wi ght ed average common shares

out st andi ng 1,711, 148 1, 555, 266 1,467,070



Basi c earnings per common share $ 1.27 % 86 $ .68
Di | uted
Net incone $ 2,173  $ 1,335 % 1,004
Wi ght ed average common shares
out standi ng for basic earnings per
common share 1,711, 148 1, 555, 266 1, 467,070
Add: Dilutive effects of assuned
exerci ses of stock options and warrants 88, 526 142, 468 30, 815
Aver age shares and dilutive potential
commmon shares 1,799,674 1,697,734 1, 497, 885
Di | uted earnings per common share $ 1.21 $ .79 $ . 67

St ock options for 47,000, 34,000 and 33,000 shares of common stock were not
considered in conputing diluted earnings per common share for 2005, 2004 and
2003, respectively, because they were anti-dilutive.

NOTE 17 - OTHER COWPREHENSI VE | NCOMVE (LOSS)

O her conprehensive inconme (loss) conponents and related tax effects were as
foll ows:

2005 2004 2003

Unreal i zed hol di ng gains (losses) on

avail abl e for sale securities $ (354) $ (142) $ (264)
Recl assification adjustment for (gains) |osses

realized in inconme -- (5) --
Net unrealized gains (losses) (354) (147) (264)
Tax effect 133 56 99
O her conprehensive inconme (Il oss) $ (221) $ (91) $ (165)

JACKSONVI LLE BANCORP, | NC.
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(Dol I ar anmpunts in thousands except per share data)

NOTE 18 - QUARTERLY FI NANCI AL DATA ( UNAUDI TED)

Ear ni ngs per Share

Tabl e 25
Net | nterest
I ncome after
I nterest Provision for Net s e
I ncome Loan Loss I nconme
2005
First Quarter 3, 356 1, 980 367
Second Quarter 3,639 1,963 443
Third Quarter 4,175 2,301 676
Fourth Quarter 4,578 2,494 687

2004



First Quarter 2,433 1, 455 383

Second Quarter 2,528 1,575 335
Third Quarter 2,840 1, 698 317
Fourth Quarter 3, 057 1, 920 300

I TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE

On April 30, 2004, Hacker, Johnson & Smith PA ("Hacker, Johnson") was advised
that the firm s services as auditors of the Conpany were term nated. The Conpany
further engaged Crowe Chizek and Conmpany LLC ("Crowe Chizek") to serve as its
principal independent accountant in auditing the Conpany's financial statenents
and performng review of interimfilings, subject only to the finalization of
Crowe Chizek's routine due diligence procedures. The decision to replace

audi tors was approved by the Conpany's Board of Directors, pursuant to the
recommendation of the Audit Committee.

I'n connection with the audit of the Conpany's consolidated financial statements
for the year ended Decenber 31, 2003, and through the date of this Form 10-K,
there were no disagreenents with Hacker, Johnson on any matters of accounting
principles or practices, financial statement disclosure, or auditing scope and
procedures which, if not resolved to the satisfaction of Hacker, Johnson, would
have caused Hacker, Johnson to make reference to the matter in their report.

I'n addition, the Conpany did not engage Crowe Chizek during the year ended
Decenber 31, 2003, or any subsequent interimperiod prior to engagi ng Crowe
Chi zek, regarding the application of accounting principles to a specified
transaction, either conpleted or proposed, or the type of audit opinion that
m ght be rendered on the Conpany's financial statenents.

| TEM 9A. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures. The Conpany maintains
controls and procedures designed to ensure that information required to be
disclosed in the reports that the Conpany files or submits under the Securities
Exchange Act of 1934 is recorded, processed, sumarized and reported within the
time periods specified in the rules and fornms of the Securities and Exchange
Conmi ssi on. Based upon their evaluation of those controls and procedures
perforned as of the end of the period covered by this report the Chief Executive
and Chief Financial Oficers of the Conpany concluded that the Conpany's

di scl osure controls and procedures were adequate.

(b) Changes in internal controls. The Conpany made no significant changes in its
internal controls or in other factors that could significantly affect these
controls subsequent to the date of the evaluation of those controls by the Chief
Executive and Chief Financial Oficers.

34
PART 111
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS

The information regarding our directors and executive officers contained under
the captions "Proposal 1: Election of Directors," "Executive Oficers of the
Regi strant," and "Section 16(a) Beneficial Owmership Reporting Conpliance" in
our Definitive Proxy Statenment for the 2006 Annual Meeting of Shareholders is
incorporated herein by reference.

We have adopted a code of ethics which is applicable to our principal executive
of ficer, principal financial officer, principal accounting officer or
controller, or persons performng simlar functions. The full text of our code
of ethics is available on our website (ww.jaxbank.com.

| TEM 11. EXECUTI VE COMPENSATI ON

The infornation contained under the captions "Executive Conpensation,"
"Directors' Fees," and "Conpensation Conm ttee Interlocks and Insider
Participation" in our Definitive Proxy Statement for the 2006 Annual Meeting of
Shar ehol ders is incorporated herein by reference.

. 26
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I TEM 12. SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND NMANAGEMENT

The infornmation contained under the caption "Security Owmership of Directors and
O ficers and Certain Beneficial Owmers" in our Definitive Proxy Statenment for
the 2006 Annual Meeting of Shareholders is incorporated herein by reference.

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The information contained under the caption "Certain Rel ationships and Rel ated
Transactions"” in our Definitive Proxy Statenment for the 2006 Annual Meeting of
Shar ehol ders is incorporated herein by reference.

| TEM 14. PRI NCI PAL ACCOUNTANT FEES AND SERVI CES

The informati on contai ned under the caption "Principal Accountant Fees and

Services" in our Definitive Proxy Statenent for the 2006 Annual Meeting of
Shar ehol ders is incorporated herein by reference.

PART 1V
| TEM 15. EXHI BI TS
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 Statenent
on Form SB-2, as effective with the Securities and Exchange
Conmi ssi on 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 period ending
June 30, 2002 filed on August 14, 2002, File No. 000-30248)

4.1 Speci men Common Stock Certificate of Registrant (incorporated by
reference to Exhibit 4.0 of the Conpany's Registration Statenent
on Form SB-2, as effective with the Securities and Exchange
Conmi ssi on 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 Statenment on Form S-8 filed on
Novermber 9, 1999, File No. 333-90609).

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 filed on August 14, 2002, File
No. 000-30248).

10.3 Anendrment No. 1 to Stock Option Plan (incorporated by reference
to Exhibit 4.1 to the Conpany's Registration Statement on Form
S-8 filed on August 28, 2003, Registration No. 333-108331).

10. 4 Jacksonvill e Bancorp, Inc., Directors' Stock Purchase Pl an
(incorporated by reference to Appendi x A of the Conpany's Proxy
Statenent filed on April 10, 2003, File No. 000-30248)

10.5 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 Commi ssion on
Sept enber 30, 1998, Registration No. 333-64815).
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10.6 Enpl oynment Agreenent with G lbert J. Pomar, 111 (incorporated by
reference to Exhibit 10.1 to the Conpany's Form 10-QSB for the
quarter ended June 30, 1999, filed on August 13, 1999, File No.
000-30248) .

10.7 Lease Agreenent between The Jacksonville Bank and ABS Laura
Street, LLC (incorporated herein by reference fromthe Exhibits
to Form 10-QSB for the quarter ended Septenber 30, 2004, filed



Novenber 15, 2004).
14 Code of Ethics

16.1 Letter re Change in Certifying Accountant (incorporated herein by
reference to Exhibit 16 to the Conpany's Current Report on Form
8-K filed on May 6, 2004, File No. 000-30248).

21 Subsi di ari es of the Registrant

23.1 Consent of Crowe Chizek and Conpany LLC, |ndependent Registered
Public Accounting Firm

23.2 Consent of Hacker, Johnson & Smith PA, |ndependent Registered
Public Accounting Firm

31.1 Certification of Chief Executive Oficer required by Rule
13a- 14(a)/ 15d-14(a) of the Exchange Act.

31.2 Certification of Chief Financial O ficer required by Rule
13a- 14(a)/ 15d-14(a) of the Exchange Act.

32.1 Certification of Chief Executive Oficer pursuant to 18 U. S.C.
Section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002.

32.2 Certification of Chief Financial O ficer pursuant to 18 U S.C
Section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002.

99.1 Report of Hacker, Johnson & Smith PA dated February 13, 2004
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SI GNATURES

Pursuant to the requirenments 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.

Dated: March 13, 2006 By:

G lbert J. Pomar, 1|11
President and Chi ef Executive Oficer

Dated: March 13, 2006 By:

Val erie A Kendall

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

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

Signature Title Dat e

Di rector March 13, 2006

D. Mchael Carter, C. P.A

Director March 13, 2006

Melvin CGottlieb



Di rector March 13, 2006
James M Healey

Director March 13, 2006
John C. Kowkabany

Director March 13, 2006
Rudolph A Kraft

Di rector March 13, 2006
R CMIs

Di rector March 13, 2006
Glbert J. Pomar, 111

Director March 13, 2006
John W Rose

Chai rman of the Board March 13, 2006
————————————————————————————— of Directors
Donald E. Roller

Di rector March 13, 2006
John R Schultz

Di rector March 13, 2006
Price W Schwenck

Director March 13, 2006
Charles F. Spencer

Di rector March 13, 2006
Bennett A Tavar

Di rector March 13, 2006
Gary L Wnfield, MD.
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Section 2: EX-21

EXH BIT 21
Subsi di ari es of the Registrant

The Jacksonville Bank, a Florida state-chartered commercial bank.
Fountain Financial, Inc., an insurance agency subsidiary of The Jacksonville

Bank.
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Section 3: EX-23.1

EXHI BIT 23.1

Consent of |ndependent Registered Public Accounting Firm
We consent to the incorporation by reference in Registration Statenent Nos.
333-90609, 333-108330 and 333-108331 on Form S-8 of Jacksonville Bancorp, Inc.,

of our report dated February 8, 2006, appearing in this Annual Report on Form
10- K of Jacksonville Bancorp, Inc. for the year ended Decenber 31, 2005.

CROVWE CHI ZEK AND COWPANY LLC
Fort Lauderdal e, Florida
March 23, 2006
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Section 4: EX-23.2

EXHI BI T 23.2

Consent of |ndependent Registered Public Accounting Firm
We hereby consent to the incorporation by reference in Registration Statenents
Nos. 333-90609, 333-108330 and 333-108331 of Jacksonville Bancorp, Inc. of our

report dated February 13, 2004 appearing in this Annual Report on Form 10-K of
Jacksonville Bancorp, Inc. for the year ended Decenber 31, 2005.

HACKER, JOHNSON & SM TH PA
Tanpa, Florida
March 20, 2006
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Section 5: EX-31.1

EXH BIT 31.1

CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CER
REQUI RED BY RULE 13A- 14(A)/15(D)-14(A) OF THE EXCHANGE ACT

I, Glbert J. Pomar, |11, certify that:

1. | have reviewed this annual report on Form 10-K of Jacksonville Bancorp,
Inc.;

2. Based on nmy know edge, the annual report does not contain any untrue

statenent of a material fact or omt to state a material fact necessary to
make the statements made, in light of the circunstances under which such
statements were nade, not nisleading with respect to the period covered by
this annual report;

3. Based on ny know edge, the financial statenments, 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;



4. 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-15(e) and 15d-15(e)) and internal
control over financial reporting as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and we have:

(a) Desi gned such di sclosure controls and procedures, or caused such
di scl osure controls and procedures to be designed under our
supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the
period in which this annual report is being prepared;

(b) Desi gned such internal control over financial reporting, or caused
such internal control over financial reporting to be designed under
our supervision, to provide reasonabl e assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally
accepted accounting principles.

(c) Eval uated the effectiveness of the registrant's disclosure controls
and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures as of
the end of the period covered by this annual report based on such
eval uation; and

(d) Di sclosed in this annual report any change in the registrant's
internal control over financial reporting that occurred during the
regi strant's nost recent fiscal quarter (the registrant's fourth
fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the
registrant's internal control over financial reporting.

5. The registrant's other certifying officer and | have disclosed, based on
our nost recent evaluation of internal control over financial reporting,
to the registrant's auditors and the audit committee of the registrant's
board of directors (or persons perform ng the equival ent functions):

(a) Al'l significant deficiencies and material weaknesses in the design
or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; 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 control over financial reporting.

Date: March 13, 2006 By: /s/ Glbert J. Pomar, III

G lbert J. Pomar, |1, President and
Chi ef Executive Officer
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Section 6: EX-31.2

EXH BIT 31.2
CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CER
REQUI RED BY RULE 13A-14(A)/15(D)-14(A) OF THE EXCHANGE ACT
I, Valerie A Kendall, certify that:

1. I have reviewed this annual report on Form 10-K of Jacksonville Bancorp,
Inc.;



2. Based on ny know edge, the annual report does not contain any untrue
statement of a mamterial fact or onmit to state a material fact necessary to
make the statenments nade, in Iight of the circunstances under which such
statements were nmade, not nmisleading with respect to the period covered by
thi s annual report;

3. Based on ny know edge, the financial statenents, and other financial
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 annual report;

4. The registrant's other certifying officer and | are responsible for
est abl i shing and nmi ntaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and we have

(a) Designed such disclosure controls and procedures, or caused such
di scl osure controls and procedures to be designed under our
supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in
whi ch this annual report is being prepared

(b) Designed such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability
of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles

(c) Evaluated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the
ef fectiveness of the disclosure controls and procedures as of the end
of the period covered by this annual report based on such eval uation
and

(d) Disclosed in this annual report any change in the registrant's interna
control over financial reporting that occurred during the registrant's
nost recent fiscal quarter (the registrant's fourth fiscal quarter in
the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant's interna
control over financial reporting

5. The registrant's other certifying officer and | have discl osed, based on
our nost recent evaluation of internal control over financial reporting, to
the registrant's auditors and the audit comittee of the registrant's board
of directors (or persons performng the equivalent functions)

(a) Al significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to
record, process, summurize and report financial information; and

(b) Any fraud, whether or not material, that involves managenent or other
enpl oyees who have a significant role in the registrant's interna
control over financial reporting

Date: March 13, 2006 By: /s/ Valerie A Kendal

Val erie A Kendall, Executive Vice
President and Chief Financial Oficer
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Section 7: EX-32.1



EXH BIT 32.1

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

I'n connection with the Annual Report of Jacksonville Bancorp, Inc. (the
"Conpany") on Form 10-K for the period ended Decenmber 31, 2005, as filed with
the Securities and Exchange Conmi ssion (the "Report"), |, Glbert J. Pomar, III,
President and Chief Executive 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 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 13, 2006 By: /s/ Glbert J. Pomar, III
G lbert J. Pomar, |1, President and
Chi ef Executive O ficer
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Section 8: EX-32.2

EXHI BI T 32.2

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

I'n connection with the Annual Report of Jacksonville Bancorp, Inc. (the
"Conpany") on Form 10-K for the period ended Decenmber 31, 2005, as filed with
the Securities and Exchange Conmission (the "Report"), |, Valerie A Kendall,
Executive Vice President and Chief Financial O ficer of the Conpany, certify,
pursuant to 18 U S.C. ss.1350, as added by ss. 906 of the Sarbanes-Oxl ey Act of
2002, that:

1. The Report fully conplies with the requirenments 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 13, 2006 By: /s/ Valerie A Kendall

Val erie A Kendall, Executive Vice
Presi dent and Chief Financial O ficer
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