42745 U 8. Highway 27 CenterState (863) 419-7750

Davenport, FL 33837 Bonks of Floida, Inc. Fax (863 419-7798

Mr. Neil M. Barofsky March 4, 2009
Special Inspector General

Office of the Special Inspector General

Troubled Asset Relief Program

1500 Pennsylvania Ave., N.W., Suite 1064

Washington, D.C. 20220

Dear Mr. Barofsky:

Our response to your letter of February 6, 2009 is as follows.

When the TARP CPP was first offered to us in October 2008 we were profitable, well capitalized and
although our non performing loans and assets were higher than what we had experienced in our past

history, they compared favorably to our Florida peer group and the industry in general, Pre-TARP, our
regulatory capital ratios at September 30, 2008 were as follows:

Total capital to risk weighted assets 14.9%
Tier 1 capital to risk weighted assets 13.6%
Tier 1 capital to average assets 11.1%

In addition to regulatory capital ratios, our common equity and common tangible equity ratios were
12.1% and 9.7%, respectively, as of the same date. Although earnings decreased year to year, we did
have net income of $3.4 million in 2008, compared to $7.8 million in 2007, a decrease of approximately
56%. A summary of our non-performing loans and non-performing assets over the past twelve quarters
has been attached as Exhibit A.

In October, we were encouraged to participate in the TARP CPP. We felt that it was an attractively
priced source of capital, and, although we didn’t need the capital, as stated above, we felt that we could
use it to grow our deposits and loans either organically and/or through acquisition. As most everyone else
in these uncertain times, we also had a significant feeling of uncertainty about the real estate market in
particular and the overall economy in general. As such, we felt it prudent to accumulate excess capital as
a precaution of any unknowns which may surface in the future.

Since November we have continued to grow loans and deposits. During December, January and
February, we have originated approximately $48 million of new loans, and net deposits have grown
approximately $300 million between the end of November and the end of February. Included in the
deposit growth is our January 2009 purchase of approximately $180 million of deposits from the FDIC
pursuant to it closing the Ocala National Bank in Ocala, Florida. We have also identified approximately
$20 million of loans from the Ocala transaction which we expect to purchase from the FDIC during
March.

We also have programs in place whereby we can help CenterState qualified borrowers who are having
difficulty with their mortgage on their primary residence or their small business. We are committed to
this policy because it makes good business sense, yet TARP enhances our ability to broaden this type
commitment.



There were no actions taken that we could not have taken absent the infusion of the TARP capital. We
had the necessary capital, and would have taken these actions whether we had TARP capital or not.
However, as stated above, these are uncertain times, and as an abundance of caution we felt it prudent to

maintain excess capital.

| b(4)

The TARP capital is a segregated capital component of our shareholders’ equity. The actual funds we
received in exchange for the preferred stock and warrant is co-mingled with other institutional assets and

is not segregated.

On February 3, 2009, the Compensation Committee met to discuss executive compensation requirements
associated with the TARP CPP. The purpose of the meeting was to consider the report of the senior risk
officer, ask questions, engage in discussion and arrive at a determination. Based on the senior risk
officer’s report and analysis, input from the Company’s corporate attorney and from the Company’s CEQ,
along with the Commitiee’s own discussion and analysis, the Committee unanimously concluded that the
SEQ’s incentive compensation arrangements do not encourage the SEOs to take unnecessary and
excessive risks that would threaten the value of the institution. The Committee members executed the
appropriate certification as required, and the CEO executed his certification that these events had taken
place and submitted such certification to the U.S. Treasury.

also noted that SEQ ¢

During this same meeting, the Committ xcess of $500,000 per

year will not be tax deductible. € 7. The E “”"E’} %if{é}
Committee is required to approve all SEQ compensation. Clawback provisions under CPP were also

discussed and acknowledged. The Committee acknowledged that companies participating in the CPP

may not make “golden parachute payments to an SEO during the period of TIB&SUIY s investment in the

It is our understanding, that the new TARP CAP incorporates all the requirements of TARP CPP and adds
additional requirements spec:ﬁca ypr Ohlbl‘tm“ the paymem of incentive compensatson to the five highest
paid ‘employees.” ' T
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I certify the accur{cggf\thg information provided in this letter.
}

Chairman of thc Board,
Chief Executive Officer and President
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