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Part I. FINANCIAL INFORMATION
Item 1. Financial Statements

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)
Seacoast Banking Corporation of Florida and Subs&B

June 30 December 31
(Dollars in thousands, except share amot 2014 2013
ASSETS
Cash and due from ban $ 40,178 $ 48,56
Interest bearing deposits with other banks 113,85! 143,06:
Total cash and cash equivale 154,03( 191,62:
Securities
Available for sale (at fair value 518,35: 641,61:
Held for investment (fair value: $155,935 at Jufe2014) 156,49¢ 0
Total Securitie: 674,85: 641,61:
Loans held for sal 18,12¢ 13,83:
Loans 1,335,19. 1,304,20
Less: Allowance for loan losses (18,140 (20,06¢)
NET LOANS 1,317,05; 1,284,13
Bank premises and equipment, 34,65 34,50¢
Other real estate ownq 6,19¢ 6,86(
Other intangible asse 32¢ 71¢
Other assets 88,91" 95,65
$ 2,294,150 $  2,268,94i
LIABILITIES
Deposits $ 1,80553 $  1,806,04
Federal funds purchased and securities sold umpieements to repurchase, maturing within 30 ( 141,66. 151,31(
Borrowed funds 50,00( 50,00(
Subordinated del 53,61( 53,61(
Other liabilities 8,90¢ 9,371
2,059,71 2,070,33
SHAREHOLDERS' EQUITY
Common stock, par value $0.10 per share, authofi@geD0,000 shares, issued 26,003,751 and
outstanding 25,998,823 shares at June 30, 201&sued 23,638,373 and outstanding 23,637,43¢
shares at December 31, 2( 2,59¢ 2,364
Other shareholders' equity 231,84( 196,24(
TOTAL SHAREHOLDERS' EQUITY 234,43 198,60:
$ 2,294,150 $  2,268,94i

See notes to condensed consolidated financiahstates.




CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaittil)

Seacoast Banking Corporation of Florida and Subs&b

Three Months Ende

Six Months Ende

June 30 June 30
(Dollars in thousands, except per share ¢ 2014 2013 2014 2013
Interest and fees on loa 14,10 $ 14,26+ 27,90 $ 28,29:
Interest and dividends on securit 3,63¢ 3,02¢ 7,08¢ 6,221
Interest on interest bearing deposits and otheysiments 24¢€ 224 514 452
TOTAL INTEREST INCOME 17,98° 17,51 35,49¢ 34,97(
Interest on deposi 57C 692 1,171 1,432
Interest on borrowed money 692 707 1,382 1,42¢
TOTAL INTEREST EXPENSE 1,26: 1,39¢ 2,55¢ 2,85¢
NET INTEREST INCOME 16,72t 16,11« 32,94¢ 32,11«
Provision (recapture) for loan losses (1,444 56E (2,179 1,51¢
NET INTEREST INCOME AFTEF
PROVISION (RECAPTURE) FOR LOAN LOSSE 18,16¢ 15,54¢ 35,12¢ 30,59¢
Noninterest incom
Other income 5,89¢ 6,33¢ 11,45¢ 12,26¢
Securities gains, net (includes net gains of $0%&inih other
comprehensive income reclassifications for theghmenths an
six months ended June 30, 2014, respectively, $8%6) and
($394) for the three and six months ended Jun@@B,
respectively). 0 114 17 13¢
TOTAL NONINTEREST INCOME 5,89¢ 6,44¢ 11,47: 12,40:
TOTAL NONINTEREST EXPENSES 20,68 19,04« 39,46¢ 38,00:
INCOME BEFORE INCOME TAXES 3,38 2,95¢ 7,13( 4,99¢
Provision for income taxes (includes $0 in incomeeéxpense from
reclassification items for both the three monthd sim months
ended for 2014, respectively, and $137 and $152046,
respectively) 1,464 0 2,918 0
NET INCOME 1,91¢ 2,95¢ 4,215 4,99¢
Preferred stock dividends and accretion of prefesteck discount 0 937 0 1,874
NET INCOME AVAILABLE TO COMMON
SHAREHOLDERS 1,91t $ 2,017 4,217 $ 3,12¢
PER SHARE COMMON STOCK
Net income dilutet 0.07 $ 0.11 0.1€ $ 0.17
Net income basi 0.07 0.11 0.1¢€ 0.1%
Cash dividends declar¢ 0.0C 0.0C 0.0C 0.0C
Average shares outstandi- diluted 25,998,12 18,936,48 25,828,39 18,930,87
Average shares outstanding - basic 25,826,82 18,794,65 25,659,15 18,792,05

See notes to condensed consolidated financiahstates.




CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVECOME (Unaudited)
Seacoast Banking Corporation of Florida and Subs&b

Three Months Ende

Six Months Ende

June 30 June 30
(Dollars in thousands 2014 2013 2014 2013
NET INCOME $ 191¢ $ 2,95¢ 4,217 $ 4,99¢
Other comprehensive incorr
Unrealized gains (losses) on securities availaiesdle 9,62¢ (12,490 13,93 (13,809
Unrealized (losses) on securities that were traresdéo securities
held for investment, n¢ (3,13%) 0 (3,137 0
Unrealized gains on transfer of securities heldrgestment into
securities available for sa 0 0 0 724
Reclassification adjustment for losses (gains)udet in net
income 0 (35€) 1 (399
Benefit (provision) for income taxes (2,50%) 4,95¢ (4,16¢) 5,201
COMPREHENSIVE INCOME (LOSS) $ 590 $ (4,937 $ 10,84 $ (3,276

See notes to condensed consolidated financiahstates.




CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (audited)
Seacoast Banking Corporation of Florida and Subs&b

Six Months Ende

June 30
(Dollars in thousands 2014 2013
Cash flows from operating activitir
Interest receive 36,65! $ 36,99:
Fees and commissions recei\ 10,95¢ 11,61«
Interest paic (2,579 (2,887
Cash paid to suppliers and employ (38,449 (30,35)
Origination of loans held for sa (85,429 (120,18
Proceeds from loans held for s 81,12} 130,18(
Net change in other assets 484 1,712
Net cash provided by operating activit 2,77¢ 27,07(
Cash flows from investing activitie
Maturity of securities available for se 45,85 91,77(
Maturity of securities held for investme 2,27( 0
Proceeds from sale of securities available for 4,061 55,51¢
Purchase of securities available for ¢ (75,785 (168,35
Net new loans and principal repayme (32,437 (45,607)
Proceeds from the sale of other real estate o 2,21¢ 3,44¢
Proceeds from sale of Federal Home Loan Bank
Federal Reserve Bank sta 60C 62C
Purchase of Federal Home Loan Bank
Federal Reserve Bank sta 0 (672)
Additions to bank premises and equipment (1,719 (1,904
Net cash used in investing activiti (54,939 (64,564
Cash flows from financing activitie
Net decrease in depos (508) (20,35
Net increase (decrease) in federal funds purchasédepurchase agreeme (9,64¢) 24,13:
Issuance of common stock, net of related exp 24,63’ 0
Stock based employee benefit pli 81 97
Dividends paid on preferred shares 0 (1,250)
Net cash provided by financing activiti 14,56 2,62¢
Net decrease in cash and cash equiva (37,599 (34,86¢)
Cash and cash equivalents at beginning of period 191,62« 174,98

Cash and cash equivalents at end of period

154,03( $ 140,11




CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (tmued) (Unaudited)
Seacoast Banking Corporation of Florida and Subs&b

Six Months Ende

June 30

(Dollars in thousands 2014 2013

Reconciliation of net income to cash provided bgraging activities

Net income 4217 $ 4,99¢

Adjustments to reconcile net income to net caskigen by operating activitie:
Depreciatior 1,57¢ 1,34(
Amortization of premiums and discounts on secugijtreet 963 2,49¢
Other amortization and accretion, | 54t 51
Change in loans held for sale, | (4,297) 9,99:
Provision (recapture) for loan loss (2,179 1,51¢
Gain on sale of securitit () (139
Gain on sale of loar (66€) (802)
Losses on sale and wi-downs of other real estate owr 14t 1,06¢
Losses on disposition of fixed ass (10 2
Change in interest receivat 38 (13€)
Change in interest payat (20 (32)
Change in prepaid expens (40¢) 4,52
Change in accrued tax 3,15( 372
Change in other asse 484 1,712
Change in other liabilities (7417) 10€

Net cash provided by operating activit 2,77¢  $ 27,07(

Supplemental disclosure of non cash investing gietsz
Fair value adjustment to AFS securit 13,89t $ (13,47¢)
Transfer from loans to other real estate ow 1,65¢ 2,62
Matured securities recorded as a receiv 372 2,41:
Purchase of securities on trade ¢ 0] 9,961
Transfer from securities held for investment tousities available for sal 0] 13,81¢
Transfer from securities available for sale to siies held for investmer 158,78: 0]

See notes to condensed consolidated financiahsémts.




NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT (UNAUDITED)
SEACOAST BANKING CORPORATION OF FLORIDA AND SUBSIBRIES

NOTE A— BASIS OF PRESENTATION

The accompanying unaudited condensed consolidataddial statements have been prepared in accadaith U. S. generally accep
accounting principles for interim financial infortian and with the instructions to Form 10-Q andeRl0-01 of Regulation &- Accordingly
they do not include all of the information and foaotes required by U. S. generally accepted accogndrinciples for complete financ
statements. In the opinion of management, all &adjests (consisting of normal recurring accruals)sidered necessary for a fair present:
have been included. Operating results for thensixith period ended June 30, 2014, are not neclyssaticative of the results that may
expected for the year ending December 31, 201spother period. For further information, referth@ consolidated financial statements
footnotes thereto included in the Company’s annebrt on Form 10-K for the year ended Decembef813.

Use of Estimates

The preparation of these condensed consolidateddial statements required the use of certain agtsnby management in determining
Company’s assets, liabilities, revenues and exgersgual results could differ from those estimates

Specific areas, among others, requiring the apicaof managemerg’ estimates include determination of the allowafiocdoan losses, tt
valuation of investment securities available fdes&air value of impaired loans, contingent lidiak, fair value of other real estate owned,
the valuation of deferred tax assets. Actual reszduld differ from those estimates.

NOTE B— RECENTLY ISSUED ACCOUNTING STANDARDS, Not adoptes of June 30, 2014

Accounting Standards Update No. 2-01- Accounting for Investments in Qualified Affalote Housing Projects- In January 2014, FAS
issued ASU 2014-01. This update provides guidaadeviestors in affordable housing projects thatlifuéor the low-income housing cred
The ASU will allow investors, in certain casesgtelify for the use of the effective yield methddagcounting in lieu of the equity methoc
the cost method. The new standard deems that orgesthiould disclose information which allows usari#s financial statements to underst
this type of investment and the risks involved)uding the related tax credits.

The amendments in this Update are effective faafigyears beginning after December 15, 2014. Baibption is permitted. The Company
adopt the methodologies prescribed by this ASUheydate required, and is currently analyzing tiece$ the ASU will have on its financ
position and results of operations.

Accounting Standards Update No. 2-04- Reclassification of Residential Real Estate Cotkdteed Consumer Mortgage Loans uj
Foreclosure— In January 2014, FASB issued ASU 2004L-This amendment is intended to reduce divemsipractice by clarifying when an
substance repossession or foreclosure occurs, bhad & creditor should be considered to have redgitgsical possession of residential
estate property. The Update also defines whendbeuating change for the loan should take place.




The amendments in this Update are effective faafigears beginning after December 15, 2014. Eatbption is permitted. The Company
adopt the methodologies prescribed by this ASUHgydate required, and does not anticipate thafAsilg will have a material effect on
financial position or results of operations.

Accounting Standards Update No. 2-09- Revenue from Contracts with Customers (Topig).dn May 2014, the Financial Accounti
Standards Board (FASB) issued Accounting Standdgpitate (ASU) No. 20149. The ASU is a converged standard between theBFa#&
the IASB that provides a single comprehensive ragerecognition model for all contracts with custesnacross transactions and indust
The primary objective of the ASU is revenue rectignithat represents the transfer of promised gaodservices to customers in an am
that reflects the consideration to which the ergitpects to be entitled in exchange for those goodervices. The ASU is effective for inte
and annual reporting periods beginning after De@mib, 2016. The Company is currently assessingrpact of adoption of ASU 2014-09.

Accounting Standards Update No. 2-11- Transfers and Servicing (Topic 860): RepurehsMaturity Transactions, Repurche
Financings, and Disclosureln June 2014, the FASB issued ASU No. 2Q14-This ASU requires secured borrowing accountiagtment fc
repurchase-tonaturity transactions and provides guidance on wuing for repurchase financing arrangements. &) is effective fo
interim and annual reporting periods beginningraftecember 15, 2014. The adoption of this ASU vaBult in additional disclosures, bu
not expected to impact significantly the Comparggasolidated financial position or results of opierss.

Accounting Standards Update No. 2-12- Compensation — Stock Compensation (Topic 7A&)ounting for Shar&ased Payments When
Terms of an Award Provide That a Performance Tafgatld be Achieved after the Requisite Serviceddeh June 2014, the FASB isst
ASU No. 201412. This ASU requires that a performance targdtdffacts vesting and that could be achieved dlfterrequisite service peri
be treated as a performance condition and shoulbaeeflected in estimating the gratate fair value of the award. This ASU is effectioe
interim and annual reporting periods beginning raBecember 15, 2015 with earlier adoption permitf€de adoption of this ASU is r
expected to impact significantly the Company’s adidated financial position or results of operation

NOTE C— BASIC AND DILUTED EARNINGS (LOSS) PER COMMON SHAR

Equivalent shares of 502,000 and 88,000 relatestdick options, and stock settled appreciation sigbt each of the periods ended June
2014 and 2013, respectively, were excluded fronttmeputation of diluted EPS because they would leeen anti-dilutive.




Three Months Ende Six Months Ende

June 30 June 30
(Dollars in thousands, except per share ¢ 2014 2013 2014 2013
Basic:
Net income available to common shareholc $ 1,91¢ $ 2,017 $ 4217 $ 3,12¢
Average basic shares outstand 25,826,82 18,794,65 25,659,15 18,792,05
Basic earnings per share $ 0.07 $ 0.11 $ 0.1¢ $ 0.17
Diluted:
Net income available to common shareholc $ 1,91¢ $ 2017 $ 4217 $ 3,12¢
Average basic shares outstand 25,826,82 18,794,65 25,659,15 18,792,05
Employee restricted stock 171,29¢ 141,82¢ 169,23. 138,82!
Average diluted shares outstand 25,998,12 18,936,48 25,828,39 18,930,87
Diluted earnings per share $ 0.07 $ 0.11 $ 0.1€ $ 0.17

NOTE D— SECURITIES

The amortized cost and fair value of securitiesilable for sale and held for investment at June 304 and December 31, 2013

summarized as follows:
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June 30, 201

Gross Gross Gross
Amortized Unrealized Unrealized Fair
(Dollars in thousands Cost Gains Losses Value
SECURITIES AVAILABLE FOR SALE
U.S. Treasury securities and obligations of U.Svéoment
Sponsored Entitie $ 10C (O 0 $ 10C
Mortgagebacked securities of U.S. Government Sponsoredi&s 104,83 2,192 (512) 106,51
Collateralized mortgage obligations of U.S. GoveenirSponsored
Entities 272,16( 78t (6,58¢€) 266,35¢
Private mortgage backed securi 29,87¢ 27€ 0 30,15:
Private collateralized mortgage obligatic 75,90" 1,021 (23€) 76,69:
Collateralized loan obligatior 32,65¢ 0 (39¢) 32,26(
Obligations of state and political subdivisions 5,76 50€ 0 6,27:
$ 521,30! 4,78 $ (7,730 $ 518,35:
SECURITIES HELD FOR INVESTMENT
Collateralized mortgage obligations of U.S. GoveenirSponsored
Entities 109,73: 46 $ (77¢) $ 109,00:
Mortgage-backed securities of U.S. Government SpeasEntities 46,76 16¢ 0 46,93:
$ 156,49¢ 21t $ (77¢) $ 155,93!
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December 31, 201

Gross Gross Gross
Amortized Unrealized Unrealized Fair
(Dollars in thousands Cost Gains Losses Value
SECURITIES AVAILABLE FOR SALE
U.S. Treasury securities and obligations of U.8vé&nment

Sponsored Entitie $ 10C $ 0 $ 0 $ 10C
Mortgagebacked securities of U.S. Government Sponsoreitiés 129,46¢ 1,45¢€ (4,189 126,73!
Collateralized mortgage obligations of U.S. Goweemt Sponsore(

Entities 383,39: 77€ (14,747 369,42:
Private mortgage backed securi 29,80( 0 (22¢) 29,57«
Private collateralized mortgage obligatic 76,52( 731 (419) 76,83¢
Collateralized loan obligatior 32,59: 0 (413) 32,17¢
Obligations of state and political subdivisions 6,58¢ 19z (15) 6,764

$ 658,45¢ $ 3,15¢ $ (20,009 $ 641,61:

Proceeds from sales of securities during the sirtmperiod ended June 30, 2014 were $4,061,000 gwitks gains of $17,000 and no g
losses. Proceeds from sales of securities duriagithmonth period ended June 30, 2013 were $55)8Q9ith gross gains of $496,000
gross losses of $357,000.

On May 31, 2014 management identified $158.8 mmillid investment securities available for sale aaddferred them to held for investm:
The unrealized holding losses at the date of tearietaled $3.0 million.

The securities that were transferred into the Faldnvestment category from the available for saeegory, the unrealized holding losses ¢
date of the transfer will continue to be reporteatiher comprehensive income, and will be amortmesr the remaining life of the security
an adjustment of yield in a manner consistent \hh amortization of a discount. The amortizatiorunfealized holding losses reportet
equity will offset the effect on interest incometbé amortization of the discount.

Securities with a carrying value of $97,858,000 &9d,740,000, respectively, at June 30, 2014 wkrdged as collateral for United Ste
Treasury deposits, and other public and trust depd3ecurities with a carrying value of $179,408 &nd $179,056,000, respectively, v
pledged as collateral for repurchase agreements.

The amortized cost and fair value of securitieduate 30, 2014, by contractual maturity, are showlovin. Expected maturities will differ fro
contractual maturities because borrowers may Haeight to call or repay obligations with or wititccall or prepayment penalties.
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Held for Investmen

Available for Sale

Amortized Fair Amortized Fair

(Dollars in thousands Cost Value Cost Value
Due in less than one ye $ 0 $ 0 $ 0 % 0
Due after one year through five ye. 0 0 541 55C
Due after five years through ten ye 0 0 8,05¢ 7,94¢
Due after ten years 0 0 29,93( 30,13¢
0 0 38,52¢ 38,63!
Mortgagebacked securities of U.S. Government Sponsoreities 46,76¢ 46,93: 104,83 106,51

Collateralized mortgage obligations of U.S. GoveeninSponsored

Entities 109,73: 109,00: 272,16( 266,35¢
Private mortgage backed securi 0 0 29,87¢ 30,15:
Private collateralized mortgage obligatic 0 0 75,907 76,69:
No contractual maturit 0 0 0 0
$ 156,49¢ $ 155,93! $ 521,30 $ 518,35:

The estimated fair value of a security is determhibased on market quotations when available ogtifivailable, by using quoted market pr
for similar securities, pricing models or discouhtash flows analyses, using observable marketvda¢ae available. The tables below indir
the amount of securities with unrealized losses @eribd of time for which these losses were outitamat June 30, 2014 and Decembe

2013, respectively.
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June 30, 201

Less than 12 montt 12 months or longe Total

Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands Value Losses Value Losses Value Losses
Mortgage-backed securities of U.S.

Government Sponsored Entit $ 0 $ (O 29,537 $ (512) $ 29,537 $ (512)
Collateralized mortgage obligations of U.S.

Government Sponsored Entit 126,40° (77¢) 165,89. (6,586 292,29¢ (7,369
Private collaterlized mortgage obligatic 7,045 (20%) 11,62¢ (131) 18,66¢ (23€)
Collateralized loan obligations 22,59¢ (229) 9,66: (169 32,26 (399)
Total temporarily impaired securities $ 156,04¢ $ (1,112) $ 216,71t $ (7,399 $ 372,76t $ (8,510

December 31, 201
Less than 12 montt 12 months or longe Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands Value Losses Value Losses Value Losses
Mortgage-backed securities of U.S.

Government Sponsored Entit $ 33,428 $ (2,045 $ 35,04: $ (2,149 $ 68,46¢ $ (4,189
Collateralized mortgage obligations of U.S.

Government Sponsored Entit 287,31 (12,450 45,65’ (2,299 332,96¢ (14,74°)
Private mortage backed securit 29,57: (22€) 0 0 29,57: (22€)
Private collateralized mortgage obligatic 47,65: (413 0 0 47,65: (413)
Collateralized loan obligatior 32,17¢ (419 0 0 32,17¢ (4139)
Obligations of state and political subdivisions 50z (14) 0 (1) 50z (15)
Total temporarily impaired securities $ 43064 $ (1556) $ 80,70 $ (4,442 $ 511,34« $ (20,000

At June 30, 2014, approximately $0.2 million of therealized losses pertain to private label sdesriecured by collateral originated in 2
and prior. Their fair value is $18.7 million anda#iributable to a combination of factors, incluglirelative changes in interest rates sinc
time of purchase and decreased liquidity for thegestment securities in general. The collateralanlying these mortgage investments are 3
and 15year fixed and 10/1 adjustable rate mortgage l@atislow loan to values, subordination and histallic have had minimal foreclosui
and losses. Based on its assessment of thesesfaotanagement believes that the unrealized lossebese debt security holdings ai
function of changes in investment spreads andéstailate movements and not changes in credit gyusiinagement expects to recover
entire amortized cost basis of these securities.
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At June 30, 2014, the Company also had $7.8 mithibanrealized losses on collateralized mortgadeyations and mortgage backed secur
of government sponsored entities having a fair eati $321.8 million that were attributable to a d&dnation of factors, including relati
changes in interest rates since the time of puechBse contractual cash flows for these securitiesguaranteed by U.S. government age
and U.S. governmerdgponsored enterprises. Based on its assessmemsaf factors, management believes that the ureddlisses on the
debt security holdings are a function of changemwestment spreads and interest movements andhaoiges in credit quality. Managen
expects to recover the entire amortized cost lmglsese securities.

At June 30, 2014, the Company also had $0.4 milibanrealized losses on collateralized loan oliloges having a fair value of $32.3 milli
that were attributable to a combination of factams|uding relative changes in interest rates sitheetime of purchase. Based on its asses:
of these factors, management believes that thealired losses on these debt security holdings &wedaion of changes in investment spre
and interest movements and not changes in crediitguManagement expects to recover the entirertizeal cost basis of these securities.

As of June 30, 2014, management does not interdlksecurities that are in unrealized loss pasitiand it is not more likely than not that
Company will be required to sell these securitiefole recovery of the amortized cost basis. Theeefmanagement does not consider
investment to be other-than-temporarily impairedwate 30, 2014.

Included in other assets is $11.7 million of Fedet@me Loan Bank and Federal Reserve Bank stodkdstt par value. At June 30, 2014,
Company has not identified events or changes augistances which may have a significant adversetedin the fair value of the $11.7 mill
of cost method investment securities.

NOTE E— LOANS

Information relating to loans is summarized asofol:

June 30 December 3:

(Dollars in thousands 2014 2013
Construction and land developmi $ 57,39 % 67,45(
Commercial real esta 538,21° 520,38:
Residential real esta 606,79¢ 592,74t
Commercial and financi: 87,28t 78,63¢
Consume 45,24’ 44,713
Other loans 26C 28(
NET LOAN BALANCES $1,335,19; $ 1,304,20

(1) Net loan balances as of June 30, 2014 and DeceB1het013 are net of deferred costs of $2,949,0@D%%618,000, respective
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The following table presents the contractual agifighe recorded investment in past due loans bgsct# loans as of June 30, 2014
December 31, 2013:

June 30, 201
Accruing
Accruing Accruing Greatel Total
30-59 Days 60-89 Days Than Financing
(Dollars in thousand: Past Due Past Due 90 Days Nonaccrua Current Receivable:
Construction & land developme $ 0 $ (O (O 1,02: $ 56,37C $ 57,39!
Commercial real esta 1,63« 44¢ 0 3,752 532,38. 538,21
Residential real esta 42( 0 16,501 589,78 606,79t
Commercial and financiz 66 0 0 10 87,20¢ 87,28t
Consume 45 26 0 45% 44,717 45,24
Other 0 0 0 0 26C 26C
Total $ 2,168 $ 557 $ 0 $ 21,74 $ 1,310,72' $ 1,335,19
December 31, 201
Accruing
Accruing Accruing Greatel Total
30-59 Days 60-89 Days Than Financing

(Dollars in thousands Past Due Past Due 90 Days Nonaccrua Current Receivable:
Construction & land developme $ 3 $ 0 $ 0 $ 1,30z $ 66,14: $ 67,45(
Commercial real esta 684 34t 0 5,111 514,24 520,38:
Residential real esta 974 90¢ 16C 20,70¢ 569,99¢ 592,741
Commercial and financit 35% 0 0 13 78,27( 78,63t
Consume 33 27 0 541 44,11 44,71
Other 0 0 0 0 28C 28C
Total $ 2,047 $ 1,281 $ 16C $ 27,67: $ 1,273,04 $ 1,304,20

The Company utilizes an internal asset classificasiystem as a means of reporting problem and f&tenoblem loans. Under the Compasy’
risk rating system, the Company classifies probéer potential problem loans as “Special Mentiogubstandard,” and “Doubtfulind thes
loans are monitored on an ongoing basis. Substdridans include those characterized by the dispossibility that the Company will sust
some loss if the deficiencies are not correctednisoclassified as substandard may require a spedidwance, but generally does not ex
30% of the principal balance. Loans classified asit3ful, have all the weaknesses inherent in tlatassified Substandard with the ad
characteristic that the weaknesses present malexioh or liquidation in full, on the basis of cently existing facts, conditions and valt
highly questionable and improbable. The principalhbce of loans classified as doubtful are geneddlarged off. Loans that do not curre
expose the Company to sufficient risk to warramassification in one of the aforementioned categormit possess weaknesses that de
management’s close attention are deemed to bedpdention. Risk ratings are updated any time theaton warrants.
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Loans not meeting the criteria above are considévede passated loans and risk grades are recalculated at Eanually by the lo:
relationship manager. The following tables preskatrisk category of loans by class of loans basethe most recent analysis performed i
June 30, 2014 and December 31, 2013:

June 30, 201

Constructior Commercia

& Land Commercia Residentia and Consumel

(Dollars in thousands Developmer Real Estatt  Real Estatt Financial Loans Total
Pass $ 5359F $ 507,60t $ 574,63t $ 87,04¢ $ 43,84¢ $ 1,266,73
Special mentiol 542 2,82¢ 30¢ 19 304 4,00(
Substandar 0 12,57 1,39¢ 58 522 14,55«
Doubtful 0 0 0 0 0 0
Nonaccrua 1,02: 3,752 16,50 10 452 21,74¢
Pas-Troubled debt restructur: 1,71C 5,48( 24 0 0 7,21¢
Troubled debt restructures 52% 5,97¢ 13,91¢ 15C 37% 20,94:

$ 57,39 $ 53821 $ 606,79 $ 87,28 $ 4550. $ 1,335,19;
December 31, 201

Constructior Commercia

& Land Commercia Residentia and Consumel

(Dollars in thousands Developmer Real Estatt  Real Estat Financial Loans Total
Pass $ 63,18¢ $ 485,26¢ $ 554,68 $ 77,84 $ 43,267 $ 1,224,24
Special mentiol 582 6,81( 824 382 30C 8,89¢
Substandar 0 15,88¢ 1,67( 24¢ 45¢ 18,257
Doubtful 0 0 0 0 0 0
Nonaccrua 1,30z 5,111 20,70 13 541 27,67
Pas-Troubled debt restructur 1,83¢ 5,58¢ 30 0 0 7,452
Troubled debt restructures 541 1,722 14,83¢ 152 432 17,68¢

$ 67,45( $ 520,38: $ 592,74t $ 78,63t $ 44,99: $ 1,304,20

NOTE F— IMPAIRED LOANS AND ALLOWANCE FOR LOAN LOSSES

During the six months ending June 30, 2014 and 206&@ly identified troubled debt restructurings PRs") totaled $5.3 million and $5
million, respectively. Loans that are modified, here full collection under the modified termsdsubtful are classified as nonaccrual Ic
from the date of modification.

The Companys TDR concessions granted generally do not incfodgiveness of principal balances. Loan modificasiare not reported
calendar years after modification if the loans waadified at an interest rate equal to the yielflsew loan originations with comparable 1
and the loans are performing based on the terrtieakstructuring agreements.

When a loan is modified as a TDR, there is notraati material impact on the loans within the Cdidsted Balance Sheet, as princ

balances are generally not forgiven. Most loanerpie modification were classified as an impairedrl and the allowance for loan losse
determined in accordance with Company policy.
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The following table presents loans that were medifivithin the six months ending June 30, 2014:

Pre- Pos-
Modification Modification

Number Outstandinc Outstanding Specific Valuation

(Dollars in thousands of Recordec Recordec Reserve Allowance

Troubled Debt Restructurings Modifis Contracts Investmen Investmen Recordec Recordec
Residential real esta 3 3 601 $ 564 $ 0 % 37
Commercial real estate 1 4,30( 3,97¢ 0 32¢
4 9% 4901 $ 4,53¢ $ 0 $ 362

No accruing loans that were restructured within tiielve months preceding June 30, 2014 defaultethgluhe six months ended June
2014. The Company considers a loan to have dethuteen it becomes 90 days or more delinquent uttteermodified terms, has be

transferred to nonaccrual status, or has beenféraed to other real estate owned.

As of June 30, 2014 and December 31, 2013, the @oyprecorded investment in impaired loans and theedlvaluation allowance were

follows:
June 30, 201
Unpaid Related
Recordec Principal Valuation
(Dollars in thousands Investmen Balance Allowance
Impaired Loans with No Related Allowance Recorc
Construction and land developm: $ 2,20¢ $ 2,67 $ 0
Commercial real esta 3,12¢ 4,671 0]
Residential real esta 10,02: 14,05: 0
Commercial and financii 15C 15C 0
Consume 281 324 0
Impaired Loans with an Allowance Record
Construction and land developmt 1,047 1,43 311
Commercial real esta 12,08t 12,18: 81t
Residential real esta 20,42° 21,45( 3,44(
Commercial and financii 10 10 1C
Consume 54t 59¢ 117
Total:
Construction and land developm 3,25¢ 4,10¢ 311
Commercial real esta 15,21( 16,86¢ 81t
Residential real esta 30,45( 35,50: 3,44(
Commercial and financii 16C 16C 1C
Consumer 82€ 923 117
$ 49,90: $ 57,55! $ 4,69:¢
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December 31, 201

Unpaid Related
Recordec Principal Valuation
(Dollars in thousands Investmen Balance Allowance
Impaired Loans with No Related Allowance Recorc
Construction and land developm: $ 2,561 $ 3,18 $ 0
Commercial real esta 4,481 6,57 0]
Residential real esta 12,36¢ 17,37 0
Commercial and financii 158 158 0]
Consume 42¢ 56¢ 0
Impaired Loans with an Allowance Record
Construction and land developmt 1,12C 1,19 14¢
Commercial real esta 7,931 8,04¢ 63¢
Residential real esta 23,36¢ 24,76t 4,52¢
Commercial and financii 13 13 13
Consume 54¢ 57:¢ 11¢
Total:
Construction and land developmt 3,681 4,37 14¢
Commercial real esta 12,41¢ 14,62 63¢
Residential real esta 35,73 42,13¢ 4,52¢
Commercial and financii 16€ 16€ 13
Consumer 97:% 1,14: 11¢€

$ 52,96¢ $ 62,44¢ $ 5,44¢




For the six months ended June 30, 2014 and 20&@3Cdmpanys average recorded investments in impaired loads@ated interest incor
were as follows:

Six Months Endet Six Months Ende
June 30, 201 June 30, 201
Average Interest Average Interest
Recordec Income Recordec Income
(Dollars in thousands Investmen Recognizet Investmen Recognizet
Impaired Loans with No Related Allowan
Recorded
Construction & land developme $ 2,19¢ $ 51 % 2,21¢ $ 5C
Commercial real esta 2,39¢ 7 9,19¢ 18
Residential real esta 12,33: 7 15,08 1C
Commercial and financi: 76 5 0 0
Consume 34t 0 142 1
Impaired Loans with an Allowance Record
Construction & land developme 1,311 12 1,54 19
Commercial real esta 9,85: 361 24,11t 274
Residential real esta 22,21t 251 23,41¢ 28¢
Commercial and financi: 88 0 0 0
Consume 541 1C 58¢€ 11
Total:
Construction & land developme 3,507 63 3,76: 69
Commercial real esta 12,24° 36¢ 33,30¢ 29z
Residential real esta 34,54¢ 25¢€ 38,50z 29¢
Commercial and financi: 164 5 0 0
Consumer 88¢€ 1C 72¢€ 12
$ 51,35 $ 704 $ 76,30: $ 66¢

Impaired loans also include loans that have beedifiad in troubled debt restructurings where cosgmss to borrowers who experien
financial difficulties have been granted. At Jufle 3014 and December 31, 2013, accruing TDRs ®t#28.2 million and $25.1 millio
respectively.

Interest payments received on impaired loans a@rded as interest income unless collection oféneaining recorded investment is douk
at which time payments received are recorded asctigs to principal. For the six months ended 3Me2014 and 2013, the Comp
recorded $704,000 and $669,000, respectively tarést income on impaired loans.

For impaired loans whose impairment is measureddas the present value of expected future cassfla total of $141,000 and $799,(

respectively, was included in interest income fog six months ended June 30, 2014 and 2013, amdsexs the change in present v
attributable to the passage of time.
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Activity in the allowance for loan losses for thede and six-month periods ended June 30, 2014hissirized as follows:

Allowance for Loan Losses for the Three Months Ehdlene 30, 201

Provision Net
Beginning for Loan Charge (Chargeoffs) Ending
(Dollars in thousands Balance Losses Offs Recoverie:  /Recoveries Balance
Construction & land developme $ 79 $ 24C % (19¢) $ 27 $ (269 $ 867
Commercial real esta 6,75 (1,529 (50) 18 (32 5,19z
Residential real esta 10,35¢ (32 (95) 40C 30& 10,63
Commercial and financiz 853 (167) 0 23 23 70¢
Consumer 712 43 (40) 25 (15) 74C
$ 19,47. $ (1,449 $ (381) $ 49: $ 112 $ 18,14(
Allowance for Loan Losses for the Six Months Endade 30, 201.
Provision Net
Beginning for Loan Charge (Chargeoffs) Ending
(Dollars in thousands Balance Losses Offs Recoverie:  /Recoveries Balance
Construction & land developme $ 80¢ $ 204 % (199 $ 54 % (14%) $ 867
Commercial real esta 6,16( (1,087 (139 254 12C 5,19
Residential real esta 11,65¢ (1,410 (207) 58¢ 382 10,63
Commercial and financic 71C 53 (108¢) 54 (54) 70¢
Consumer 731 61 (97) 45 (52 74C
$ 20,06¢ $ (2,179 $ (745 $ 9% $ 251 $ 18,14(

Activity in the allowance for loan losses for thede and six-month periods ended June 30, 2018nssrized as follows:

Allowance for Loan Losses for the Three Months Ehdlene 30, 201

Provision Net
Beginning for Loan Charge (Chargeoffs) Ending
(Dollars in thousands Balance Losses Offs Recoverie:  /Recoveries Balance
Construction & land developme $ 1,10¢ $ (26) $ (22%) $ 18 $ (205 $ 877
Commercial real esta 8,44¢ (427) (1,519 221 (1,296 6,72t
Residential real esta 10,72: 1,10% (82¢) 15C (67€) 11,15:
Commercial and financiz 55¢ (199 0 19¢ 19¢ 563
Consumer 704 104 (52) 4 (48) 76C
$ 2154 $ 565 $ (2,618 $ 591 $ (2,029 $ 20,07¢
Allowance for Loan Losses for the Six Months Endade 30, 201
Provision Net
Beginning for Loan Charge (Chargtoffs) Ending
(Dollars in thousands Balance Losses Offs Recoverie:  /Recoverie: Balance
Construction & land developme $ 1,132 % 167 $ (557) $ 13 % 429 $ 877
Commercial real esta 8,84¢ (378 (2,04¢) 30C (1,746 6,72t
Residential real esta 11,09( 1,58¢ (1,772) 247 (1,525 11,15
Commercial and financic 46¢ (123 (60) 27¢ 21¢ 563
Consumer 563 264 (79) 12 (67) 76C
$ 22,10¢ $ 1,51t $ (4,519 $ 97C $ (3549 $ 20,07¢
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The allowance for loan losses is composed of sipeaifowances for certain impaired loans and gdnalfawances grouped into loan pc
based on similar characteristics. The Compsuhyan portfolio and related allowance at June2BQ4 and 2013 is shown in the following tak

At June 30, 201
Individually Evaluated fo Collectively Evaluated fa

Impairment Impairment Total

Carrying Associatec Carrying Associatec Carrying Associatec
(Dollars in thousands Value Allowance Value Allowance Value Allowance
Construction & land developme $ 3,25¢ $ 311 $ 54137 $ 55¢ $ 57,39 $ 867
Commercial real esta 15,21¢( 81¢ 523,00° 4,37¢ 538,21° 5,19:
Residential real esta 30,45( 3,44( 576,34t 7,191 606,79t 10,63:
Commercial and financit 16C 10 87,12¢ 69¢ 87,28¢ 70¢
Consumer 82¢€ 117 44,67¢ 623 45,50! 74C

$ 49,90: $ 4,690 $ 128529 $ 13,447 $ 133519 $ 18,14(

At June 30, 201
Individually Evaluated fo Collectively Evaluated fa

Impairment Impairment Total

Carrying Associatec Carrying Associatec Carrying Associatec
(Dollars in thousands Value Allowance Value Allowance Value Allowance
Construction & land developme $ 3,84¢ % 178 $ 57,268 $ 70z $ 61,11¢ $ 877
Commercial real esta 21,15¢ 1,05¢ 492,44 5,671 513,59¢ 6,72¢
Residential real esta 37,16: 4,00¢ 544,21¢ 7,147 581,37¢ 11,15:
Commercial and financiz 0 0 65,224 563 65,22« 563
Consumer 712 124 43,86: 63€ 44,57 76C

$ 62,87¢ $ 535¢ $ 1,203,01' $ 14,71¢ $ 1,265,89 $ 20,07¢

NOTE G— INCOME TAXES

Management expects to realize the $59.8 milliomen deferred tax assets well in advance of theitstat carryforward period. At June !
2014, approximately $9.7 million of existing defirtax assets are not related to net operatingdasscredits and therefore, have no expiri
date. Approximately $41.1 million of the remainidgferred tax assets relate to federal net operatisges which will expire in annt
installments beginning in 2029 through 2032. Adufiilly, approximately $7.7 million of the deferreak assets relate to state net oper:
losses which will expire in annual installments ibeghg in 2027 through 2032. Tax credit carryfordsarat June 30, 2014 include fed
alternative minimum tax credits totaling $1.3 nailiwhich have an unlimited carryforward period.

A valuation allowance could be required in futureripds based on the assessment of the positivenegdtive evidence. Management’
conclusion at June 30, 2014 that it is more likddgn not that the net deferred tax assets of $68l&n will be realized is based up
management’s estimate of future taxable income.dgaments estimate of future taxable income is based oerniat projections whic
consider historical performance, various interrstineates and assumptions, as well as certain ettdata all of which management believe
be reasonable although inherently subject to damt judgment. If actual results differ signifitgnfrom the current estimates of future tax:
income, even if caused by adverse macro-economidittons, a valuation allowance may need to berndexbfor some or all of the Company’
deferred tax assets. Such an increase to the deéftax asset valuation allowance could have a mhtadverse effect on the Compasay’
financial condition and results of operations.
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The effective tax rate for the second quarter df4&2@as higher than first quarter 2014 due to memglated expenses that are not deductibl
tax purposes. The effective rate for the last simths of 2014 is expected to be approximately pergent.

NOTE H— EQUITY CAPITAL

The Company is well capitalized for bank regulatpoyposes. To be categorized as well capitalizeel, Gompany must maintain minim
total risk-based, Tier 1 risk-based and Tier 1 flege ratios as set forth under “Capital Resourdeshis Report. At June 30, 2014,
Company’s principal subsidiary, Seacoast NatiorelB or “Seacoast National”’, met the ris&sed capital and leverage ratio requiremen
well capitalized banks under the regulatory framewfor prompt corrective action.

The Companys Series A Preferred Stock with a par value of 8@dr share and totaling $50 million was fully reaeed at December 31, 20
During the first six months of 2013 dividends afefipercent or $1,250,000 were remitted to holdéteeSeries A Preferred Stock.

The Company closed on an additional $25 milliomammon equity in January 2014 related to a fouudrigr 2013 capital offering.
NOTE |— CONTINGENCIES

The Company and its subsidiaries, because of theenaf their businesses, are at all times sultijeotimerous legal actions, threatened or 1
Management presently believes that none of thd legeceedings to which it is a party are likelyhave a materially adverse effect on
Companys consolidated financial condition, operating resol cash flows, although no assurance can begiwth respect to the ultime
outcome of any such claim or litigation.

NOTE J— FAIR VALUE

In certain circumstances, fair value enables the@my to more accurately align its financial perfance with the market value of activ
traded or hedged assets and liabilities. Fair wakmable a company to mitigate the mmenomic earnings volatility caused from finan
assets and financial liabilities being carried dtecent bases of accounting, as well as to momueately portray the active and dyna
management of a compasybalance sheet. ASC 820 provides additional geeldar estimating fair value when the volume aneleot
activity for an asset or liability has significantlecreased. In addition, it includes guidance @eniifying circumstances that indicat
transaction is not orderly. Under ASC 820, fairnealmeasurements for items measured at fair value r@eurring and nonrecurring basi
June 30, 2014 and 2013 included:
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Quoted Price

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Value Assets Inputs Inputs

(Dollars in thousands Measurement (Level 1) (Level 2) (Level 3)
June 30, 201
Available for sale securities (: $ 518,35: $ 10C $ 518,25: $ 0
Loans available for sale (: 18,12¢ 0 18,12¢ 0
Loans (1) 11,67¢ 0 9,03t 2,64:
Other real estate owned ( 6,19¢ 0 1,24: 4 ,95¢
June 30, 201
Available for sale securities (. $ 672,80¢ $ 101 $ 672,70¢ $ 0
Loans available for sale (: 26,02¢ 0 26,02¢ 0]
Loans (1) 20,69: 0 11,04¢ 9,64:
Other real estate owned ( 10,06 0 2,02 8,041

(1) See Note F. Nonrecurring fair value adjustmentfotms identified as impaired reflect full or partiarite-downs that are based on
loan’'s observable market price or current appraised gadfithe collateral in accordance with ASC 3

(2) Fair value is measured on a nonrecurring basis éoc@dance with ASC 3¢.

(3) See Note D for further detail of fair value of imdiual investment categorie

(4) Recurring fair value basis determined using obsklwanarket data

The fair value of impaired loans which are not bied debt restructurings is based on recent reatecappraisals less estimated costs of
For residential real estate impaired loans, appdaislues or internal evaluation are based on dhgparative sales approach. These imp.
loans are considered level 2 in the fair valuearery. For commercial and commercial real estagmired loans, evaluations may use eitt
single valuation approach or a combination of apph@s, such as comparative sales, cost and/or @mapproach. A significant unobserve
input in the income approach is the estimated alipdtion rate for a given piece of collateral. aine 30, 2014 the range of capitalization |
utilized to determine fair value of the underlyiogllateral averaged approximately 8.5 percent. sihients to comparable sales may be t
by an appraiser to reflect local market conditionsther economic factors and may result in chamngése fair value of an asset over time
such, the fair value of these impaired loans isared level 3 in the fair value hierarchy.

Fair value of securities available for sale anddhfelr investment are determined using valuatiohnéques for individual investments
described in Note D.

When appraisals are used to determine fair valdetlam appraisals are based on a market approaehaithvalue of other real estate ow

(“OREOQ?") is classified as a level 2 input. When thé value of OREO is based on appraisals whicjuire significant adjustments to market
based valuation inputs or apply an income apprdasked on unobservable cash flows, OREO is cladsiid_evel 3 inputs.
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Transfers between levels of the fair value hienarate recognized on the actual date of the evemiroumstances that caused the tran
which generally coincides with the Company’s moytahd/or quarterly valuation process.

During the six months ended June 30, 2014, there we transfers between level 1 and level 2 assetied at fair value.
For loans classified as level 3 the transfers ¢ot&l0.5 million for the first six months of 2014nsisting of loans that became impaired du
2014. Transfers out consisted of foreclosures riiggdo OREO of $0.5 million, including principabpments totaling $3.6 million and otl

reductions totaling $0.8 million. No sales wereoreled.

Chargeeffs recognized upon loan foreclosures are generdfset by general or specific allocations of thiélowance for loan losses ¢
generally do not, and did not during the reportedquls, significantly impact the Company’s provisior loan losses.

For OREO classified as level 3 during the firstrsi@nths of 2014, foreclosed loans transferredtaldéd $0.7 million. Transfers out totaled §
million, consisting of sales of $1.1 million andlwation write-downs of $0.2 million.

The carrying amount and fair value of the Compargther significant financial instruments that aod measured at fair value on a recut
basis in the balance sheet as of June 30, 2012Gi8lis as follows:

Quoted Price

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs
(Dollars in thousands Amount (Level 1) (Level 2) (Level 3)
At June 30, 201
Financial Asset
Held to maturity securities (: $ 156,49¢ $ 0 $ 155,93" $ 0
Loans, ne 1,305,37. 0 0 1,310,08.
Financial Liabilities
Deposit liabilities 1,805,53 0 0 1,806,16:
Borrowings 50,00( 0 53,42 0]
Subordinated del 53,61( 0 42,88t 0]
At June 30, 201
Financial Asset
Loans, ne $ 1,225,12.  $ 0 $ 0 $ 1,232,11.
Financial Liabilities
Deposit liabilities 1,738,60! 0 0 1,740,10.
Borrowings 50,00( 0 54,30: 0]
Subordinated del 53,61( 0 37,521 0
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(1) See Note D for further detail of fair value of midiual investment categories.

The short maturity of Seacoastissets and liabilities results in having a sigaift number of financial instruments whose failueaequals ¢
closely approximates carrying value. Such finanicisiruments are reported in the following balaskeet captions: cash and cash equiva
interest bearing deposits with other banks, federads purchased and securities sold under agrddmespurchase, maturing within 30 days.

The following methods and assumptions were usezstionate the fair value of each class of finanicisfrument for which it is practicable
estimate that value at June 30, 2014 and 2013:

Securities: U.S. Treasury securities are reported at fainealtilizing Level 1 inputs. Other securities clfied as available for sale ¢
reported at fair value utilizing Level 2 inputs.rRbese securities, the Company obtains fair vateasurements from an independent pri
service. The fair value measurements consider eabkr data that may include dealer quotes, magk&tasls, cash flows, the U.S. Trea:
yield curve, live trading levels, trade executioatal market consensus prepayment speeds, creditniaion and the bor's terms an
conditions, among other things.

The Company reviews the prices supplied by thegeddent pricing service, as well as their undedypmicing methodologies, f
reasonableness and to ensure such prices aredaligittetraditional pricing matrices. In generalgt@ompany does not purchase investi
portfolio securities that are esoteric or that haveomplicated structure. The Compangntire portfolio consists of traditional investmes
nearly all of which are U.S. Treasury obligatiofexjeral agency bullet or mortgage p#ssugh securities, or general obligation or rew
based municipal bonds. Pricing for such instrumenfairly generic and is easily obtained. Fromito time, the Company will validate, o
sample basis, prices supplied by the independecihgrservice by comparison to prices obtained frihind-party sources or derived us
internal models.

Loans: Fair values are estimated for portfolios of loamigh similar financial characteristics. Loans @®gregated by type such
commercial, mortgage, etc. Each loan category iithén segmented into fixed and adjustable rateresteterms and by performing ¢
nonperforming categories. The fair value of loangept residential mortgages, is calculated byadisting scheduled cash flows through
estimated maturity using estimated market discoatgs that reflect the credit and interest ratksrimherent in the loan. For resider
mortgage loans, fair value is estimated by disdagntontractual cash flows adjusting for prepaynmesgumptions using discount rates b
on secondary market sources. The estimated faievalnot an exit price fair value under ASC 82@wtkhis valuation technique is used.

Loans held for saleFair values are based upon estimated values tedeéved from independent third party purchasers.
Deposit Liabilities: The fair value of demand deposits, savings adsoamd money market deposits is the amount payltke reportin

date. The fair value of fixed maturity certificate deposit is estimated using the rates curreoffgred for funding of similar remainil
maturities.
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Borrowings: The fair value of floating rate borrowings is thimount payable on demand at the reporting date faihvalue of fixed ra
borrowings is estimated using the rates currerffigred for borrowings of similar remaining matuei

Subordinated dehtThe fair value of the floating rate subordinatkabt is estimated using discounted cash flow aisafysd estimates
the Company'’s current incremental borrowing ratesfmilar instruments, and dealer quotes for simiiebt.

NOTE K— PENDING ACQUISITION
Acquisition

On April 24, 2014, Seacoast signed a definitiveeagrent and plan of merger with The BANKshares,, lacbank holding compa
(“BANKshares”). BANKshares founded in 1989, is headquartered int®ifPark, Florida, and following the closing of theerger, th
acquisition is expected to add approximately $68fiam in assets, $516 million in deposits, and $38illion in loans, based on amou
outstanding at June 30, 2014, along with twelventnalocations throughout central Florida. For themary ended December 31, 2(C
BANKshares reported net income of $3.0 million, dadthe six months ended June 30, 2014 had neimecof $1.3 million. The aktock
transaction provides that BANKshares’ shareholaéliseceive 0.4975 shares of Seacoast common sBaged on Seacoasttlosing price ¢
July 25, 2014, the transaction would be valuedpgtraximately $73.1 million, with closing to be coleted in the fourth quarter of 20
subject to regulatory approvals and customary ietpsbnditions.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
SECOND QUARTER 2014

The following discussion and analysis is desigmeedrovide a better understanding of the signifidantors related to the Compagyesults ¢
operations and financial condition. Such discussind analysis should be read in conjunction with @ompanys Condensed Consolida
Financial Statements and the related notes inclirdkis report. For purposes of the following dission, the words the “Company,” “we,
“us,” and “our” refer to the combined entities d&8oast Banking Corporation of Florida and itsaieend indirect wholly owned subsidiaries.

STRATEGIC OVERVIEW

A number of significant milestones marking both wfitative and qualitative improvements in our bess were attained in 2013, be
positioning the Company to increase net incomevtaoraon shareholders in 2014, and prospectively. dresduded:

. the recapture of the $45 million valuation allowamn net deferred tax assets;
o asuccessful raise of $75 million in common equity;
« the termination of the Bank’s formal agreement wfith Office of the Comptroller of the Currency (“GQ, and

« the redemption of the Company’s $50 million in ¢aitsling Series A Preferred Stock originally issteethe U.S. Department of
Treasury under the Troubled Asset Relief Progi

In addition, through ongoing investments in loaonduction personnel, digital technology and the @ffeof asset quality improvements
expense management, the Company has proactiveiljopes! its business for growth. We believe ougé&ted plan to grow our customer
commercial franchise is the best way to build shel@er value, and we expect to supplement this trawrough strategic acquisiti
opportunities from time to time.

Through our new Accelerate offices, the Companytinaes to focus on reaching customers in uniqueswaneating a path to achieve hic
customer satisfaction. The Accelerate offices ptevbur customers with talented, resutiented staff, specializing in loans to the snr
business market segment. From their tenure andenaxperience, our bankers are familiar with thdtitnde of challenges the small busin
customer faces. Seacoast intends to build custosteionships with depth that surpass traditiomathmercial lending, and open opportuni
into other areas in which we provide services.

Our customer growth strategy has included investmandigital delivery and products that we beliehave contributed to increasing ¢
customer funding. As of June 30, 2014, over 57%wfonline customers have adopted our mobile prodfiierings, and the total number
services utilized by our retail customers increaseain average of 3.4 per household, primarily tduen increase in debit card activation, di
deposit and mobile banking users. Personal anchéssimobile banking has grown from 10,240 usedsiaé 30, 2013 to 18,594 users at .
30, 2014, an increase of over 81 percent. We ameertdrating on building a more integrated distfitnutsystem which will allow us to redt
our fixed costs as we further invest in technoldggigned to better serve our customers.
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A persistent emphasis on expense reduction resultée successful implementation of first and secquarter 2014 cost savings totaling !
million and $1.9 million, respectively, annuallyh@se savings were the result of negotiations withcorrent vendors for competitive prici
changes in organizational structure, and the teatitin of the regulatory agreement and its requirgmeOur focus remains on building

customer franchise, increasing loan productionjenhivesting in resources to support revenue groWtie cost reductions in the second qu
were fully implemented, but only partially realizéd the quartes core expenses. The third quarter will have tHebenefit of these co
reductions. Cost savings identified continue tadiavested in marketing, digital services and datalytics, with a year-tdate investment

approximately $748,000 absorbed in current yearaijpe expense. Total investments in these areaprajected to total approximately $
million annually to support sustained efforts iesk areas. These investments are in addition teulb&tantial investments we made last
primarily in the startup and support of our Accaterbusiness distribution platform which has cbntied to growth in net interest income
quarter. Total operating expense for the Accelgultform is expected to total $4.7 million in 204dd has provided an increase in comme
loans outstanding and a stronger loan pipelineytdés.

Additional legacy cost reductions (primarily brarmdnsolidations) have been identified that we bégin to implement in the fourth quarte
this year. Annualized savings are estimated at $iilBon when fully implemented. One time chargedated to the cost reductions
estimated at approximately $4 million and will beurred in the fourth quarter 2014.

EARNINGS OVERVIEW

Our net interest income increased $611,000 dutiegsecond quarter of 2014 compared to the samedpieri2013 but our net interest mai
was 2 basis points lower, principally due to lowpreads earned due to lower interest rates impgpttisnasset add on rates over the prior
Our focus has been and will continue to be to imerour deposit mix by increasing low cost depaaitd adding to our loan balances to o
compressed interest rate spreads expected to wenbwver the reminder of 2014 and into 2015. Impdogeedit and asset quality meas:
permitted a benefit of $1,444,000 to be recordedldan losses for the second quarter 2014, vers$56&,000 provision a year ago (
“Provision for Loan Losses” and “Allowance for Loansses”).Noninterest income (excluding securities gainsyei@sed in the second qua
of 2014, by $439,000, the primary cause being lawertgage banking fees of $401,000 (see “Noninténesme”).

Net income for the three months ended June 30, 20$4,918,000, compared to net income $2,954,00€he second quarter of 20:
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CRITICAL ACCOUNTING ESTIMATES
The preparation of consolidated financial statesmeatjuires management to make judgments in thecatiph of certain of its accounti
policies that involve significant estimates anduaggtions. These estimates and assumptions, whighmmagerially affect the reported amot
of certain assets, liabilities, revenues and experare based on information available as of the dfathe financial statements, and chang
this information over time and the use of revisetineates and assumptions could materially affeabwarts reported in subsequent finar
statements. Management, after consultation with Goenpanys Audit Committee, believes the most critical acding estimates al
assumptions that involve the most difficult, sukijgzand complex assessments are:

« the allowance and the provision for loan los:

+ fair value measurement

e other than temporary impairment of securit

» realization of deferred tax assets; i

e contingent liabilities
The following is a discussion of the critical acnting policies intended to facilitate a readewnderstanding of the judgments, estimate:
assumptions underlying these accounting policiestha possible or likely events or uncertaintieen to us that could have a material ef

on our reported financial information.

Allowance and Provision for Loan Losses

The information contained on pages 37 and 42-Htedlto the “Provision for Loan Losses”, “Loan Raib”, “Allowance for Loan Losses”
and “Nonperforming Assets” is intended to desctifbe known trends, events and uncertainties whichdcmaterially affect the Compary’
accounting estimates related to our allowancedan llosses.

Fair Value Measurements

All impaired loans are reviewed quarterly to detimenif fair value adjustments are necessary basekhown changes in the market and/oi
project assumptions. When necessary, the “Asjpgraised value may be adjusted based on moretrepraisal assumptions received by
Company on other similar properties, the tax asskasarket value, comparative sales and/or an iatealuation. If an updated assessme
deemed necessary and an internal valuation carmataile, an external “As Iglppraisal will be obtained. A specific reserve stablishe
and/or the loan is written down to the current ‘I85appraisal value.

Collateral dependent impaired loans are loans d@natsolely dependent on the liquidation of theatehal for repayment which incluc
repayment from the proceeds from the sale of tiiatecal, cash flow from the continued operationtled collateral, or both. All OREO a
repossessed assets (“REP@r¢ reviewed quarterly to determine if fair valuwguatments are necessary based on known changies marke
and/or project assumptions. When necessary, thelsAsppraisal is adjusted based on more recent appessamptions received by
Company on other similar properties, the tax assessmarket value, comparative sales and/or amialtealuation is performed. If an upda
assessment is deemed necessary, and an interaatiealcannot be made, an external appraisal willdguested. Upon receipt of the “As
appraisal a charge-off is recognized for the déffee between the loan amount and its current faiket value.
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“As Is” values are used to measure fair markete/aln impaired loans, OREO and REPOs.

At June 30, 2014, outstanding securities desigrasealailable for sale totaled $518,353,000. Thevédue of the available for sale portfolic
June 30, 2014 was less than historical amortizest, qmroducing net unrealized losses of $2,952,0@¢Q have been included in ot
comprehensive income as a component of sharehbldguity (net of taxes). During the second quarteP@f4, the Company designate
portion of its available for sale securities asdhfelr investment. The investments were acquired &san portfolio substitute. The investrr
securities transferred had longer durations anddvioet more price sensitive if interest rates werantrease. The carrying value and fair v
of held for investment securities was $156,498,806 $155,935,000, respectively, at June 30, 20hé. Gompany made no change to
valuation techniques used to determine the faweglbf securities during 2014. The fair value afhesecurity available for sale was obtai
from independent pricing sources utilized by maimaricial institutions. The fair value of many stared municipal securities are not rea
available through market sources, so fair valugnedés are based on quoted market price or pri€esnolar instruments. Generally, 1
Company obtains one price for each security. Howeagtual values can only be determined in an demgth transaction between a will
buyer and seller that can, and often do, vary ftbese reported values. Furthermore, significanhgea in recorded values due to chang
actual and perceived economic conditions can o@qidly, producing greater unrealized losses ongai the available for sale portfolio.

As of June 30, 2014, the Compasiyivestment securities, except for approximat@ly $nillion of securities issued by states andrthelitical
subdivisions generally are traded in large liquigrkets. U.S. Treasury and U.S. Government agenlgadions totaled $482.7 million, or 7:
percent of the total securities portfolio. The réamdar of the portfolio consists of private labetsgties, most secured by collateral originate
2005 or prior years with low loan to values, andrent FICO scores above 700. Generally these s@msutiave credit support exceeding
The collateral underlying these mortgage investsiemé primarily 30- and 1fear fixed rate, 5/1 and 10/1 adjustable rate nagegloan:
Historically, the mortgage loans serving as cotldtéor those investments have had minimal foragles and losses. During the second
third quarters of 2013, the Company invested $32iflion in uncapped 3nonth Libor floating rate collateralized loan olaligpns
Collateralized loan obligations are special purpeseicles that purchase loans as assets that previteady stream of income and pos
capital appreciation. The primary collateral foe thecurities is first lien senior secured corpodebt. The Company has purchased s
tranches rated AAA or AA and performed stress tegkdch indicated that the senior subordinatiorels\are sufficient and no principal los
forecast, verifying the independent credit and strent grade rating.

Our investments are reviewed quarterly for othemtemporary impairment (“OTTI")The following primary factors are considered
securities identified for OTTI testing: percent lilee in fair value, rating downgrades, subordinatiduration, amortized loan-tmlue, and th
ability of the issuers to pay all amounts due isardance with the contractual terms. Prices obtainem pricing services are usually
adjusted. Based on our internal review procedunelstlae fair values provided by the pricing servjcgs believe that the fair values provis
by the pricing services are consistent with thegples of ASC 820, Fair Value Measurement. Howgwaroccasion pricing provided by
pricing services may not be consistent with otHeseoved prices in the market for similar securitiésing observable market factors, incluc
interest rate and yield curves, volatilities, pyapant speeds, loss severities and default ratesCtmpany may at times validate the obse
prices using a discounted cash flow model and uiegbserved prices for similar securities to wheibee the fair value of its securities.
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Changes in the fair values, as a result of defaiigg economic conditions and credit spread chansfesuld only be temporary. Furtt
management believes that the Compamyther sources of liquidity, as well as the cdsh firom principal and interest payments fromr
securities portfolio, reduces the risk that losgesld be realized as a result of a need to sellrfézs to obtain liquidity.

The Company also held stock in the Federal HomenlRenk of Atlanta (“FHLB")totaling $4.3 million as of June 30, 2014, $0.6liorl les:
than year-end 2013’s balance. The Company accdaniss FHLB stock based on the industry guidantéABC 942, Financial Services
Depository and Lending, which requires the investinte be carried at cost and evaluated for impaitrbased on the ultimate recoverabilit
the par value. We evaluated our holdings in FHLd&ktat June 30, 2014 and believe our holdingsérstbck are ultimately recoverable at

We do not have operational or liquidity needs thiatild require redemption of the FHLB stock in tleeelseeable future and, therefore, |
determined that the stock is not other-than-temygrianpaired.

Realization of Deferred Tax Assets

At June 30, 2014, the Company had net deferreddagts (“DTA”)of $59.8 million. Although realization is not assdr management beliey
that realization of the carrying value of the DT#more likely than not, based upon expectations disture taxable income and tax planr
strategies, as defined by ASC 740 Income Taxesoimparison, at June 30, 2013 the Company had natd$23.2 million.
Lower credit costs and increased earnings befoesttor 2013 resulted in the Compasmgonclusion that recovery of its net deferredasset
was more likely than not from future earnings ahdréfore the deferred tax valuation allowance of.&4million was entirely reversed
September 30, 2013. The most important factorssihygported this conclusion were:

* Income before tax*IBT") had increased over the past five quarters as areslis improvec

» Credit costs improved and overall credit risk weduced to a level which decreased the impact amdutixable earning

» Credit processes, policies and governance hadibg@oved and enhance

« IBT results for the third quarter of 2013 and floe nine months ended September 30, 2013 indicatatirrualized steady state incc

before tax of $13-86 million per year, assuming a normalized loars lpvision and no improvement in economic condgiavhict
recovered the net operating loss c-forwards before expiratiot
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e Since 2008 the Company made steady improvemengsspt quality, loan growth, core deposit business @ersonal accoun
noninterest income and maintained strong capitadsahroughout the challenging economic environiy

e At September 30, 2013, the Company no longer tacea year cumulative loss, a
» The OCC, Seacoast Natio’'s primary regulator, terminated its formal agreenie2013.

Contingent Liabilities

The Company is subject to contingent liabilities;liding judicial, regulatory and arbitration predings, and tax and other claims arising 1
the conduct of our business activities. These mdicgs include actions brought against the Comant/or our subsidiaries with respec
transactions in which the Company and/or our sudnséb acted as a lender, a financial advisoro&diror acted in a related activity. Accrt
are established for legal and other claims whéedomes probable that the Company will incur areaegp and the amount can be reasol
estimated. Company management, together with @&ysrrconsultants and other professionals, asstesgsobability and estimated amot
involved in a contingency. Throughout the life ad@ntingency, the Company or our advisors may ledadditional information that can affi
our assessments about probability or about thenasts of amounts involved. Changes in these aseassman lead to changes in reco
reserves. In addition, the actual costs of resgltirese claims may be substantially higher or latlvan the amounts reserved for the claim:
June 30, 2014 and 2013, the Company had no signifiaccruals for contingent liabilities and had kmmwn pending matters that co
potentially be significant.

RESULTS OF OPERATIONS

NET INTEREST INCOME

Net interest income (on a fully taxable equivaleasis) for the second quarter of 2014 totaled F000, increasing from 20’s first quarte
by $502,000 or 3.1 percent, and higher than secodter 2013 result by $607,000 or 3.8 percent. The year gear improvement resu
from increases in net loans and investment seesridmpared to a year ago. The following tableildatat interest income and margin res
(on a tax equivalent basis) for the past five qurartNet interest income for the third quarter 2@B3 higher, due to a recovery of interes
nonaccrual loans of $505,000.

Net Interes Net Interes
Income Margin
(Dollars in thousands (tax equivalent  (tax equivalent
Second quarter 201 $ 16,17: 3.12%
Third quarter 201 16,87: 3.2¢8
Fourth quarter 201 16,33¢ 3.0¢
First quarter 201. 16,271 3.07
Second quarter 201 16,77¢ 3.1C
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Fully taxable equivalent net interest income iamon term and measure used in the banking indhstris not a term used under generally
accepted accounting principles (“GAAP”). We beli¢kiat these presentations of tax-equivalent netést income and tax equivalent net
interest margin aid in the comparability of neeigtst income arising from both taxable and tax-gxtesaurces over the periods presented. We
further believe these non-GAAP measures enhanestors’ understanding of the Company’s businesgarfdrmance, and facilitate an
understanding of performance trends and comparisthghe performance of other financial instituto The limitations associated with these
measures are the risk that persons might disagreethe appropriateness of items comprising thesssures and that different companies
might calculate these measures differently, inclgdis a result of using different assumed tax ratesse disclosures should not be considere
an alternative to GAAP. The following informationprovided to reconcile GAAP measures and tax edgn¥ net interest income and net
interest margin on a tax equivalent basis.

Seconc First Fourth Third Seconc

Quarter Quarter Quarter Quarter Quarter
(Dollars in thousands 2014 2014 2013 2013 2013
Nontaxable interest incon $ 101 $ 106 $ 11z $ 107 $ 10¢
Tax Rate 35% 35% 35% 35% 35%
Net interest income (TE $ 16,77¢ $ 16,277 $ 16,33t $ 16,87 $ 16,17:
Total net interest income (not T 16,72¢ 16,22: 16,27" 16,81¢ 16,11«
Net interest margin (TE 3.1(% 3.0™% 3.0&% 3.25% 3.12%
Net interest margin (not TE 3.0¢ 3.0¢ 3.0¢ 3.2¢ 3.11

The level of nonaccrual loans, changes in the pgrassets mix, and the Federal Reserve’s polioiesring interest rates have been primary
forces affecting net interest income and net irstemgargin results.

The earning asset mix changed year over year inmgaeet interest income. For the second quart@04#, average loans (the highest yiel
component of earning assets) as a percentage cdgevearning assets totaled 61.7 percent, comparéd.1 percent a year ago. Aver
securities as a percentage of average earningassetased from 30.8 percent a year ago to 3Xc@peduring the second quarter of 2014
interest bearing deposits and other investmentsdsed to 7.0 percent in 2014 from 8.1 percen0iiB2Average total loans as a percenta
earning assets increased, and the mix of loans geasrally improved, with volumes related to comriarand commercial real est
representing 48.9 percent of total loans at June28@4 (compared to 47.7 percent at June 30, 2@iR), lower yielding residential lo
balances with individuals (including home equitarie and lines, and personal construction loansgesepting 47.7 percent of total loan
June 30, 2014 (versus 48.8 percent at June 30) 2848 “Loan Portfolio”).

The yield on earning assets for the second quaft2014 was 3.33 percent, 6 basis points lower 2Gi8's second quarter, a reflection of
lower interest rate environment. The following &tktails the yield on earning assets (on a taikalgunt basis) for the past five quarters:
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Seconc First Fourth Third Seconc

Quarter Quarter Quarter Quarter Quarter
2014 2014 2013 2013 2013
Yield 3.3 % 3.31% 3.3"% 3.52% 3.3%

The yield on loans decreased 28 basis points # de2cent over the last twelve months with nonaaicleans totaling $21.7 million or 1
percent of total loans at June 30, 2014 (versus3$3@lion or 2.6 percent of total loans at June 3013). The yield on investment securi
improved, increasing 26 basis points year over y@&.15 percent for the second quarter of 201f#eating reduced prepayments of princ
from refinancing activities on mortgage backed sities in the portfolio and higher aduit rates for recent purchases. Also, the yielchterés
bearing deposits and other investments was sliginglyer at 0.64 percent for second quarter 2014,1ulpasis points compared to a year eal

Average earning assets for the second quarter b4 2fcreased $90.3 million or 4.3 percent compare@0135 second quarter balan
Average loan balances for 2014 increased $68.6omidr 5.4 percent to $1,338.4 million, averagesstment securities increased $37.0 mi
or 5.8 percent to $678.4 million, and average adtbearing deposits and other investments deated€e3 million or 9.1 percent to $15
million.

Commercial and commercial real estate loan prodnctor the first six months of 2014 totaled approately $91 million, compared
production for all of 2013 and 2012 of $200 milliand $111 million, respectively. Improvements imeoercial production have resulted fr
a focused program to target small business segnesgsmpacted by the lingering effects of the ss@gm. Our strategy has been to focu
hiring commercial lenders for the larger metroolitmarkets in which the Company competes, pringigatlando and Palm Beach. W
commercial production improving during 2013 and 20deriodend total loans outstanding have increased by $&8li®n or 5.5 percent sin
June 30, 2013. At June 30, 2014 the Compaigytal commercial and commercial real estate fppaline was $58 million, versus $30 mill
at March 31, 2104 and $47 million at the end of¢geeond quarter of 2013.

Closed residential mortgage loan production forfitst and second quarters of 2014 totaled $40ianiland $61 million, respectively, of whi
$19 million and $28 million was sold servicingleased. In comparison, closed residential moeidagn production for the first and sec
quarters of 2013 totaled $56 million and $80 milliacespectively, of which $33 million and $49 nuli was sold servicingeleasec
Applications for residential mortgages totaled $i7iRion during the first six months of 2014, commed to $211 million for the same perioc
2013. Most of our loan production has been focuseg@urchased home mortgages. Existing home satb@me mortgage loan refinanc
activity in the Company’s markets remains fairlgtde, with some demand for new home constructioargimg.

Securities purchases for the investment portfalic?014 and 2013 have been conducted principallseitovest funds from maturities &
principal repayments, as well as to reinvest exéesds (in an interest bearing deposit) at the Fddeeserve Bank, and the proceeds -
sales. During the first six months of 2014, maiesit(principally paydowns of $47.4 million) totaled $48.1 million andcsrities portfoli
purchases totaled $75.8 million. In comparison,ti@r six months ended June 30, 2013 maturitieteth$91.8 million and securities portfc
purchases totaled $168.4 million.
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The cost of average interdstaring liabilities in the second quarter of 201akvidentical to first quarter 2014 and was 3 bpsists lower tha
for the second quarter of 2013, reflecting the loiméerest rate environment and improved deposit fhe following table details the cost
average interest bearing liabilities for the paat fjuarters:

Seconc First Fourth Third Seconc
Quarter Quarter Quarter Quarter Quarter
2014 2014 2013 2013 2013
Rate 0.39% 0.39% 0.3t% 0.36% 0.36%

The Company’s retail core deposit focus produceshgt growth in core deposit customer relationshpgen compared to prior yeartesults
Lower rates paid on interest bearing deposits du2ibL4 (and last several quarters) reduced theatheast of total deposits to 0.13 percent
the second quarter of 2014, 3 basis points lowen the same quarter a year ago. A significant corapiofavorably affecting the Compasy’
net interest margin, the average balances of loest interest bearing deposits (NOW, savings andewonarket) totaled 80.1 percent of t
average interest bearing deposits during the segoader of 2014, an improvement compared to tlegame of 76.5 percent a year ago. W
interest rates are predicted to remain low throR@h4, prospective reductions in interest bearingodié costs will be more challenging
produce due to more limited pricing opportunities. During the second quarte2@i4, the average rate for lower cost interestibgaeposit
of 0.07 percent was nominally lower, by 1 basimp@iom the second quarter 2013. CD rates paid \eaver, averaging 0.60 percent for
second quarter 2014, a 7 basis point decrease cethfin20135 second quarter. Average CDs (the highest cosponeant of interest beari
deposits) were 19.9 percent of interest bearingsiepfor 2014’s second quarter, compared to 28tBgmt for the second quarter of 2013.

Average deposits totaled $1,806.0 million during sfecond quarter of 2014, and were $67.3 millighéi compared to the second quart
2013, even with a reduction of time deposits. Ageraggregate amounts for NOW, savings and monelemnbalances increased $59.8 mil
or 6.1 percent to $1,040.7 million for 2014 complat@ the second quarter of 2013, average noniritbezsing deposits increased $50.4 mil
or 11.1 percent to $505.9 million for 2014 compate®013, and average CDs decreased by $42.8 mitlidl4.2 percent to $259.3 milli
over the same period. With the low interest ratdrenment and lower CD rate offerings availablestomers have been more complacent
are leaving more funds in lower cost average baait savings and other liquid deposit productsphg no interest or a lower interest rate
addition, growth in commercial relationships reisgtfrom an improved local economy and our increaf®eus on small business in our re
stores and our Accelerate business channel haketsn core commercial business funding (nonirgedemand, NOW and money mal
accounts) of $449.6 million at June 30, 2014, angase of $43.6 million or 10.7 percent year oeary

Average shorterm borrowings have been principally comprisedweep repurchase agreements with customers of &stadational, whic
decreased $9.7 million to $150.1 million or 6.1qeett for the second quarter of 2014 as compar@18 for the same period. With balar
typically peaking during the fourth and first queag each year, public fund clients with larger beés have the most significant influence
average sweep repurchase agreement balances dirtgtdaring the year.
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Prospectively, we expect our net interest margigrtov as our lending initiatives produce improveduits and our problem loan liquidat
activities are concluded. We are positioned fasrgger earnings performance with a more typicaldy@lrve and as excess liquidity is deplc
into higher earning assets. Our focus on achiewiogeased household growth year over year showduyme future organic revenue growth
the long term value of core household relationslaiges revealed, as more products are sold and fgeed and as normalized interest 1
return as the economy improves.

PROVISION FOR LOAN LOSSES

Management determines the provision for loan lossesrged to operations by continually analyzing andnitoring delinquencie
nonperforming loans and the level of outstandinigii@es for each loan category, as well as the atmmfumet chargesffs, and by estimatir
losses inherent in its portfolio. While the Compangolicies and procedures used to estimate thagiwavfor loan losses charged to operat
are considered adequate by management, factorsxébelie control of the Company, such as general@uanconditions, both locally a
nationally, make managemestjudgment as to the adequacy of the provision alavance for loan losses necessarily approximatd
imprecise (see “Nonperforming Assets” and “Allowarfor Loan Losses”).

The provision for loan losses is the result of tailled analysis estimating an appropriate and aategallowance for loan losses. The ana
includes the evaluation of impaired loans as pieedrunder FASB Accounting Standards Codificatf?xSC”) 310, Receivables as well as
analysis of homogeneous loan pools not individuallgluated as prescribed under ASC 450, Contingen8iased on the improvement
nonaccrual loans and the reduction in potentiablem loans since year end 2013 and year over peahé first and second quarters of 2(
we recorded a negative provision for loan losse$0of million and $1.4 million, respectively, whicbmpared to provisioning for loan los
in the first and second quarters of 2013 totalidgd$nillion and $0.6 million, respectively. Net ceeries for the first and second quarter
2014 of $0.1 million and $0.1 million, respectivebpmpared to net chargéfs of $1.5 million and $2.0 million in the firsihd second quarte
of 2013, respectively. Delinquency trends remaim émd show continued stability (see “Nonperformigsgets”).

Note F to the financial statements (titI'iImpaired Loans and Allowance for Loan Losseptpvides additional information concerning
Company’s allowance and provisioning for loan lesse

NONINTEREST INCOME

Noninterest income, excluding securities gainsossés, totaled $5,896,000 for the second quart2db, $439,000 or 6.9 percent lower 1
2013's second quarter and $338,000 or 6.1 percent hiaerthe first quarter 2014. Noninterest incomeoaated for 26.1 percent of tc
revenue (net interest income plus noninterest irga@Rrcluding securities gains or losses) duringstmond quarter of 2014, compared to
percent a year ago.

Noninterest income for the second quarter of 2@ pared to first quarter 2014 and the second euaft2013, is detailed as follown
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Seconc First Seconc

Quarter Quarter Quarter

(Dollars in thousands 2014 2014 2013
Service charges on depos $ 1,48¢ $ 1,507 $ 1,641
Trust income 703 671 67t
Mortgage banking fee 85t 661 1,25¢
Brokerage commissions and fe 41C 37¢ 362
Marine finance fee 34C 254 41¢
Interchange incom 1,51« 1,40 1,38¢
Other depos-based EFT fee 83 98 87
Other income 507 58E 507

Total $ 5,89 $ 5,55¢ $ 6,33t

For the second quarter of 2014, revenues from theapanys wealth management services businesses (trusbrakérage) increased
$76,000 or 7.3 percent year over year versus segaader 2013, and were higher for the first sixiths of 2014 compared to 2013 by $25.
or 1.2 percent. Included in the $76,000 increasmfa year ago, trust revenue was higher by $280@01 percent and brokerage commiss
and fees increased by $48,000 or 13.3 percent.ad@ypency fees were the primary cause for the Bwecaease in trust revenue versus set
quarter 2013. The $48,000 overall increase in bage commissions and fees for 2014 included areaser of $41,000 in insurance ann
income.

Service charges on deposits for the second quaft2d14 were $157,000 or 9.6 percent lower year gear versus 2018'result, and we
$201,000 lower or 6.3 percent for the first six mienof 2014 when compared to the same period 08.2D1iring the second quarter of 2C
overdraft fees decreased $125,000 or 11.9 pereamtgver year and represented approximately 62pedd total service charges on depa
lower than the average of 67 percent for all of 20Ihe regulators continue to review the bankindusiry’s practices around overdi
programs and additional regulation could furtheluae fee income for the Company’s overdraft sesvice

For the second quarter of 2014, fees from thenegourse sale of marine loans totaled $340,008hty)i lower by $79,000, compared to sec
quarter 2013, and were lower for the first six nenénded June 30, 2014 compared to 208&8ult, by $97,000 or 14.0 percent. The Sea
Marine Division originated $52 million in loans ding the first six months of 2014, of which 73 percevas sold, with the remaining
million placed in the loan portfolio. In comparisariginations totaled $40 million during the fissk months of 2013, of which 94 percent v
sold. The Seacoast Marine Division is headquartardet. Lauderdale, Florida with lending professitmin Florida, California, Washingt
and Oregon.

Greater usage of check or debit cards over thegeastral years by core deposit customers and aeaised cardholder base has increase
interchange income. For the second quarter of 2ibtdrchange income increased $126,000 or 9.1 pemmmpared to second quarter 2(
and was $265,000 or 10.0 percent higher for thret §ix months of 2014 versus 2013’s income. Otlegroditbased electronic funds trans
(“EFT”) income was lower (by $4,000) versus a year agth®isecond quarter and decreased by $4,000 orefc2mi for the first six mont
of 2014 compared to 2013. Interchange revenuepsriient upon business volumes transacted, as svétieafees permitted by VISR anc
MasterCarc .

38




The Company originates residential mortgage loandsi markets, with loans processed by commissiammagloyees of Seacoast Natio
Many of these mortgage loans are referred by thepamy’s branch personnel. Mortgage banking fees in thergbquarter of 2014 decrea
$401,000 or 31.9 percent from 2083econd quarter result, and were $854,000 or (3&&:nt lower for the six months ended June 304
compared to a year ago the same period. Mortgaglkirgarevenue as a component of overall noninténestme was 13.2 percent for 20
compared to 17.2 percent for all of 2013. Mortgagesnues are dependent upon favorable interes, rasewell as good overall econo
conditions, including the volume of home sales.itRe#ial real estate sales and activity in our mtgkmproved during 2013, with transacti
increasing, prices firming and affordability imping. However, during the fourth quarter of 2013 amtd 2014, the volume of transactions
been dampened by higher interest rates. The Comywasythe number one originator of home purchasdgages in Martin, St. Lucie a
Indian River counties during 2013 and the firsefimonths of 2014, based on the data availabletéo da

NONINTEREST EXPENSE:!

The Company’s overhead ratio was in the low to 6@t in years prior to the recession. Lower earnimgs@clical credit costs in 2012, 2(
and 2010 resulted in this ratio increasing to pe&ent, 90.1 percent, and 104.6 percent, respdctivor 2013, this ratio was 82.9 percent.
the first six months of 2014, the overhead ratic ®6.9 percent and total noninterest expenses $1e463,000 or 3.8 percent higher versu:
first six months a year ago, totaling $39,446,066r 2014, noninterest expense includes mergerecklaharges for the acquisition
BANKshares of $1,240,000 and severance costs 3,880 for organizational restructuring. Withoutgbeharges, the overhead ratio woul
82.2 percent.

During the first and second quarters of 2014, ahoost reductions totaling $1.4 million and $1.9lion, respectively, were implemented, i
resulted in severance expense of $393,000. Offgetiie cost reductions were continued investmentair digital delivery channels along w
our new Accelerate business offices, combined witheased advertising and data analytics. Addititegacy cost reductions of $1.8 milli
will be implemented in late 2014, primarily brancbnsolidations realigning our expense structurefoltus on growth initiatives al
improvements in the customer experience. @me-charges related to these new initiatives atienated at $4.0 million and will be incurrec
the fourth quarter of 2014.

Salaries and wages totaling $7,768,000 were lowe$134,000 or 1.7 percent for the second quart@0&# compared to second quarter 2
Commission payments for 2014 related to revenuergdion from wealth management and lending prodoctiecreased $99,000 or 1
percent, cash and stock incentives were $54,08090percent lower during the second quarter of 2@¥4us the same period in 2013. Sal:
and wages were slightly higher for the six monthdesl June 30, 2014, up by $20,000 to $15,392,000.

In the second quarter of 2014, employee benefgtsasere higher by $258,000 or 14.1 percent whempeoed to a year ago. Costs for our sel
funded health care plan were higher by $196,00@hersecond quarter 2014 compared to second guegtear ago, due to higher claims
utilization. Matching 401K contributions associateith employee salary deferrals were returned telte prerecession, and were $72,(
higher during the second quarter of 2014 compaveti¢ second quarter of 2013. Employee benefiscoste $217,000 or 5.4 percent hig
for the six months ended June 30, 2014 versus raagea with 401K contributions by the Company thienary cause, increasing $167,000.
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Outsourced data processing costs totaled $1,81Id00Be second quarter of 2014, an increase 0O RO® or 11.0 percent from a year ¢
Seacoast National utilizes third parties for itgsecdata processing systems. During the second equaft2014, the increase in core (
processing costs of $177,000 or 15.8 percent wagpthmary cause for the overall increase, as altre$uncreased customers and
transactions. For the first six months for 2014sourced data processing costs were $377,000 OrpE2cent higher, compared to a year
We are implementing improvements and enhancemelated to mobile remote deposit capture, and atlggtal products and services dur
2014, which will increase our outsourced data pssitey costs as customers adopt the new digitalpted

Total occupancy, furniture and equipment expengethe second quarter of 2014 increased $146,0@020percent (on an aggregate basi
$2,492,000 year over year versus 281Xpense. Similarly, these costs were $239,0801gpercent higher for the six month period ended
30, 2014, versus prior year. Depreciation for lbafimprovements and newly acquired furniture agdipment was $147,000 higher for
second quarter of 2014, the primary cause beinditieenew Accelerate Business locations openeduin@rlando and Palm Beach marl
during the latter half of 2013.

For the second quarter of 2014, marketing expensge unchanged compared to the same period in 204&-todate these costs wi
$354,000 or 31.2 percent higher, versus 2013. biredl and media were utilized more extensivelyimyithe first quarter of 2014 for seasc
advertising promoting our “Good ldea and Uncommoaimpaign that focused on the Seacoast brand. Aicted, marketing expenditul
were lower in the second quarter of 2014 compari¢hl the first quarter of 2014, and we expect camgithmomentum in customer acquisi
with less spend requirement moving forward over4201

Legal and professional fees were higher, increasin§1,973,000 from second quarter a year ago j&782000. Second quarter 2014 inclu
$1,205,000 related to the acquisition of BANKshaiesluding $779,000 for legal fees, $123,000 f&tACfees, and $303,000 for additio
professional fees related to investment bankingal ées for other real estate owned (OREQO) wed3$®0 higher, entirely due to a reco\
of legal fees of $650,000 from a single commerb@rower in the second quarter a year ago. In @adib the investment banking fees, o
professional fees were higher year over year dutiegsecond quarter for annual information secipépetration testing, Bank Secrecy
(BSA) system analysis, and fees related to ourreakiction initiatives.

FDIC assessments were lower and totaled $309,00¢hésecond quarter of 2014 compared to $720,00Qhe second quarter of 20
reflecting the termination of the regulatory enfarent actions in 2013. Year-ttate through June 30, 2014, FDIC assessments \§dz0R(
or 44.5 percent lower, versus a year ago.

Net losses on other real estate owned (OREOQO) grassessed assets, and asset disposition expessemgesl with the management of OF
and repossessed assets (aggregated) totaled $0&h8210,000, respectively, for the first ancbsedcquarters of 2014. In comparison, tt
costs totaled $857,000 and $604,000 for the findt second quarters of 2013, respectively. OREOnbakhave declined by $3.9 million si
June 30, 2013, and total $6.2 million at June 8142 The Company expects these costs to contintentain lower prospectively, as propt
values are improving .
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CAPITAL RESOURCES

The Company’s equity capital at June 30, 2014 haased $73.2 million to $234.4 million since J80e2013, and the ratio of shareholder:
equity to period end total assets was 10.22 peraedune 30, 2014, compared with 7.38 percent ia¢ RO, 2013, and 8.75 percen
December 31, 2013.

Seacoast’'s management uses certain “non-GAAP” dilahmeasures in its analysis of the Company’stabptdequacy. Seacoasthanageme
uses these measures to assess the quality oflcapitdelieves that investors may find it usefuthrir analysis of the Company. The ca|
measures are not necessarily comparable to sipdfztal measures that may be presented by othepamies. The Comparg/capital positio
remains strong, meeting the general definitionveélt capitalized”, with a total riskased capital ratio of 19.06 percent at June 304 20ighe
than June 30, 2013’s ratio of 17.42 percent anceBéer 31, 2013’s ratio of 16.88 percent.

The Company and Seacoast National are subjectriougageneral regulatory policies and requiremeelating to the payment of dividen
including requirements to maintain adequate capltave regulatory minimums. The appropriate fedeaak regulatory authority may prohi
the payment of dividends where it has determined tite payment of dividends would be an unsafensound practice. The Company
legal entity separate and distinct from SeacoasioNa and its other subsidiaries, and the Compapyimary source of cash and liquid
other than securities offerings and borrowingglivédends from its bank subsidiary. With the liffiof regulatory agreements during the t
quarter of 2013, prior OCC approval is no longeuieed for any payments of dividends from Seacbd&tonal to the Company which are
in excess of regulatory limits.

At June 30, 2014, the capital ratios for the Comypeamd its subsidiary, Seacoast National, were kse:

Seacoas Seacoas Minimum to be
(Consolidatec  National Well Capitalized

June 30, 201¢

Tier 1 capital ratic 17.81% 15.9€% 6%
Total risk-based capital rati 19.0¢% 17.21% 10%
Tier 1 leverage rati 10.95% 9.8(% 5%

* For subsidiary bank only

Changes in rules under new Basel Il guidelines tfikect on January 1, 2015, and they will afféesit based capital calculations. The Comy
has taken a prospective look at its ratios, uritkese new guidelines and believes it will not sigaifitly impact its ratios.
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FINANCIAL CONDITION
Total assets increased $110,476,000 or 5.1 pefirmentJune 30, 2013 to $2,294,156,000 at June 314.20
LOAN PORTFOLIO

Total loans (net of unearned income) were $1,33500D at June 30, 2014, $69,299,000 or 5.5 penteme than at June 30, 2013,
$30,985,000 or 2.4 percent more than at DecembeR@l3. Loan production of $342 million was retairia the loan portfolio during tl
twelve months ended June 30, 2014. The Companyncestto look for opportunities to invest excegsiilility and believes the best current

is to fund loan growth. Additional commercial rédaiship managers hired over the past twelve monéve increased loan growth, and
continue to do so prospectively. The following tabktails loan portfolio composition at June 3Q,.£Mecember 31, 2013 and June 30, 2013

June 30 December 31 June 30

(Dollars in thousands 2014 2013 2013
Construction and land developmi $ 57,39: $ 67,45( $ 61,11¢
Commercial real esta 538,21° 520,38: 513,59¢
Residential real esta 606,79t 592,74¢ 581,37¢
Commercial and financic 87,28t 78,63¢ 65,22«
Consume 45,24 44,71: 44,29¢
Other loans 26C 28C 281

NET LOAN BALANCES $ 1,335,19. $ 1,304,200 $ 1,265,809

The Company defines commercial real estate in derme with the guidance on “Concentrations in CorciakReal Estate Lending'th{e
“Guidance”) issued by the federal bank regulat@greies in 2006.

As shown in the loan table below, construction mdi development loans (excluding loans to indiglduincreased $2.7 to $27.6 million fr

June 30, 2013. Construction and land developmeansido individuals for personal residences wereetoyear over year, decreasing ¢
million or 17.7 percent from June 30, 2013.
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June 30

2014 2013
(In millions) Funded Unfunded Total Funded Unfunded Total
Construction and land developm:
Residential
Town homes $ 11 $ 0t $ 1€ $ 0C $ 0C $ 0.C
Single family residence 5.1 14.1 19.2 0.C 5.C 5.C
Single family land and lot 4.t 0.C 4.t 5.C 0.C 5.C
Multifamily 3.t 0.C 3.t 3.¢ 0.C 3.€
14.2 14.¢ 28.¢ 8.¢ 5.C 13.¢
Commercial:
Office buildings 0.C 0.C 0.C 1.€ 0.¢ 2.t
Retail trade 2.4 0.€ 3.C 1.8 1.3 3.1
Land 4.1 1.€ 5.7 7.2 0.C 7.2
Healthcare 0.C 0.C 0.C 2.C 5.8 8.7
Churches and educational faciliti 1.€ 1.3 2.C 2.5 1.¢€ 4.4
Lodging 5.2 1.3 6.5 0.C E .E
Convenience stores 0.1 2.2 2.3 0.C 0.C 0.C
13.¢ 7.C 20.4 16.C 16.4 32.4
Total residential and commerc 27.¢ 21.€ 49.2 24.¢ 21.4 46.:
Individuals:
Lot loans 13.1 0.C 13.1 15.F 0.C 15.F
Construction 16.7 12.7 29.4 20.7 16.1 36.¢
29.¢ 12.7 42.F 36.2 16.1 52.2
Total $ 57.. $ 34: $ 917 $ 611 $ 37 $ 98.¢

Commercial real estate mortgages totaled $538Ibm#énd were higher by $24.6 million or 4.8 peirtcanJune 30, 2014, compared to Jun:
2013. The Compang’ten largest commercial real estate funded anandef loan relationships at June 30, 2014 aggreégat$106.4 milliol
(versus $107.6 million a year ago) and for the @ mercial real estate relationships in excess ahififon the aggregate funded and unfun
totaled $221.8 million (compared to 28 relationshy $209.8 million a year ago).

Commercial real estate mortgage loans, excludimgtcoction and development loans, were comprisatiefollowing loan types at June
2014 and 2013:
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June 30

2014 2013

(In millions) Funded Unfunded Total Funded Unfunded Total

Office buildings $ 122.¢  $ 2t % 1251 % 112.C $ 1¢ $ 113.¢
Retail trade 142.¢ 1.3 144.] 135.F 0.C 135t
Industrial 82.2 0.€ 82.¢ 83.c 0.€ 84.2
Healthcare 41.¢ 1.C 42.¢€ 42.1 1.1 43.2
Churches and educational faciliti 26.7 0.C 26.7 26.4 0.C 26.2
Recreatior 3.2 0.1 3.4 2.€ 0.1 2.7
Multifamily 18.7% 0.C 18.7 9.t 0.C i
Mobile home park: 1.7 0.C 1.7 1.¢ 0.C 1.¢
Lodging 17.C 0.C 17.C 17.5 0.C 17.5
Restauran 3.€ 0.C 3.€ 3.t 0.C 3.t
Agriculture 4.€ 1.2 5.E 7.1 1.C 8.1
Convenience store 20.¢ 0.8 21.7 20.z 0.C 20.z
Marina 18.5 0.C 18.t 20.¢ 0.C 20.¢
Other 33k 0.7 34.2 31.1 0.C 31.1
Total $ 538.. $ 82 % 546.¢. $ 513.¢ $ 5 $ 518.¢

Fixed rate and adjustable rate loans secured bynewoial real estate, excluding construction lodowled approximately $354 million a
$184 million, respectively, at June 30, 2014, coragdo $343 million and $171 million, respectivedyyear ago.

Residential mortgage lending is an important segroéthe Company’s lending activities. The Compé#iap never offered sulime, Alt A,
Option ARM or any negative amortizing residentiaams, programs or products, although we have atgihand hold residential mortg:
loans from borrowers with original or current FI@@dit scores that are less than “prim@ubstantially all residential originations havet
underwritten to conventional loan agency standamiduding loans having balances that exceed agemabye limitations. The Compa
selectively adds residential mortgage loans t@adtgfolio, primarily loans with adjustable rateshéT Companys asset mitigation staff hand
all foreclosure actions together with outside legainsel.

Exposure to market interest rate volatility witlspect to longerm fixed rate mortgage loans held for investmemhanaged by attempting
match maturities and nericing opportunities and through loan sales of fieed rate product. For the first and second tprarof 2014, close
residential mortgage loan production totaled $4fioniand $61 million, respectively, of which $19llon and $28 million of fixed rate loa
were sold servicing released while adjustable petedwere added to the portfolio. In comparisonsetbresidential mortgage loan produc
totaled $56 million and $80 million during the fisnd second quarters of 2013, respectively, watB Million and $49 million sold servicil
released.

Adjustable rate residential real estate mortgagexe kigher at June 30, 2014, by $35.1 million dr @ercent, and fixed rate residential
estate mortgages were lower, by $6.5 million or gecent, compared to a year ago. At June 30, 2&dgroximately $408 million or ¢
percent of the Comparg/residential mortgage balances were adjustablapaced to $373 million or 64 percent at June 3@,32Q.oan
secured by residential properties having fixedsatealed approximately $91 million at June 30,£04f which 15- and 3@ear mortgage
totaled approximately $21 million and $70 milliamspectively. The remaining fixed rate balancesveemprised of home improvement lo:
most with maturities of 10 years or less, that dased $7.3 million or 11.7 percent since June B@32In comparison, loans securec
residential properties having fixed rates totalggraximately $98 million at June 30, 2013, with 1&nd 30year fixed rate resident
mortgages totaling approximately $26 million an $fillion, respectively. The Company also has alshwme equity line portfolio totalir
approximately $53 million at June 30, 2014, slightigher than the $49 million that was outstandihdune 30, 2013.
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Reflecting the impact on lending during an imprgvieconomy, commercial loans increased $22.1 milinB33.8 percent year over year
totaled $87.3 million at June 30, 2014, compare®66.2 million a year ago. Commercial lending &tieg are directed principally towai
businesses whose demand for funds are within thep@oy’s lending limits, such as small- to medisized professional firms, retail ¢
wholesale outlets, and light industrial and mantufideg concerns. Such businesses are smaller djdcsuo the risks of lending to small
medium sized businesses, including, but not limitedhe effects of a downturn in the local econppuyssible business failure, and insuffic
cash flows.

The Company also provides consumer loans (inclutlisillment loans, loans for automobiles, boats, ather personal, family and housel
purposes, and indirect loans through dealers tmfia automobiles) which increased $0.9 million.argercent year over year and totaled $
million (versus $44.3 million a year ago). In adlfit real estate construction loans to individasured by residential properties totaled $
million (versus $20.7 million a year ago), and desitial lot loans to individuals which totaled $L&illion (versus $15.5 million a year ago).

At June 30, 2014, the Company had commitments terteans of $159 million, compared to $155 millenJune 30, 2013.

Loan Concentrations

The Company has reduced exposure to loan typesvérat most impacted by stressed market conditiomsgl the recession. In addition
Company reduced its exposure to larger balance tettionships (including multiple loans to a sigborrower or borrower grou

Commercial loan relationships greater than $10oniltotaled $52.8 million at June 30, 2014 compaee$65,135 at June 30, 2013.

Commercial loan relationships greater than $10ionilas a percent of tier 1 capital and the allovedioc loan losses totaled 23.6 percent at
30, 2014, compared with 28.2 percent at June 308.20

Concentrations in total construction and developni@gens and total commercial real estate (CRE)dd@ave also been reduced. As show

the table below, under regulatory guidance for troicion and land development and commercial rette loan concentrations as a percel
of total risk based capital, Seacoast NationabsIportfolio in these categories (as defined inghilance) have improved.
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June 30 December 31 June 30
2014 2013 2013
Construction and land development loans to toskl based capit: 24% 3C% 28%
CRE loans to total risk based cap 165% 172% 17(%

ALLOWANCE FOR LOAN LOSSES

Management continuously monitors the quality of the:n portfolio and maintains an allowance for ldagses it believes sufficient to abs
probable losses inherent in the loan portfolio. Blewance for loan losses declined to a total 1,$40,000 or 1.36 percent of total loar
June 30, 2014 consistent with the reduced cresktand net chargeffs. This amount is $1,938,000 less than at Juhe313 and $1,928,0
less than at December 31, 2013. The allowanceofam losses (“ALLL”)framework has two basic elements: specific alloveanor loan
individually evaluated for impairment, and a forierblased component for pools of homogeneous loansmiitie portfolio that have simil
risk characteristics, which are not individuallyakyated.

The first element of the ALLL analysis involves tlstimation of allowance specific to individuallyaduated impaired loans, includi
accruing and nonaccruing restructured commercidl@mnsumer loans. In this process, a specific alwe is established for impaired lo
based on an analysis of the most probable soufaepayment, including discounted cash flows, litation of collateral, or the market value
the loan itself. It is the Comparsypolicy to charge off any portion of the loan deena loss. Restructured consumer loans are al$gated ir
this element of the estimate. As of June 30, 2€1d specific allowance related to impaired loardividually evaluated totaled $4.7 millic
compared to $5.4 million as of June 30, 2013.

The second element of the ALLL analysis, the gdnaltawance for homogeneous loan pools not indigluevaluated, is determined
applying allowance factors to pools of loans withire portfolio that have similar risk charactedsti The general allowance factors
determined using a baseline factor that is develdpem an analysis of historical net chamféexperience and qualitative factors designec
intended to measure expected losses. These bafmtinoes are developed and applied to the varioas pools. Adjustments may be mad
baseline reserves for some of the loan pools baseth assessment of internal and external inflieeanecredit quality not fully reflected in 1
historical loss. These influences may include elnesuch as changes in concentration risk, macnoesiz conditions, and/or rect
observable asset quality trends.

In addition, our analyses of the adequacy of theaaince for loan losses also takes into accourlitgtige factors such as credit quality, I¢
concentrations, internal controls, audit resulisff surnover, local market conditions and loanwgtto.

The Companys independent Credit Administration Departmentgassall loss factors to the individual internakriatings based on an estirr
of the risk using a variety of tools and informatidts estimate includes consideration of the l@fainemployment which is incorporated i
the overall allowance. In addition, the portfol®degregated into a graded loan portfolio, residentstallment, home equity, and unseci
signature lines, and loss factors are calculateddoh portfolio.
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The loss factors assigned to the graded loan piortice based on the historical migration of actoakes by grade over 4, 8, 12, 16, 20 ar
quarter intervals. Minimum and maximum averageohisal loss rates over one to five years are refegd in setting the loss factors by gi
within the graded portfolio. Management uses hisabrioss factors as its starting point, and qaélie elements are considered to caj
trends within each portion of the graded portfolidhe direction and expectations of past dues, ehaffg, nonaccruals, classified loa
portfolio mix, market conditions, and risk managemeontrols are considered in setting loss facforshe graded portfolio. The loan I
migration indicates that the minimum and maximurerage loss rates and median loss rates over thengay quarters have been declin
Also, the level of criticized and classified lodmss been declining as a result of a combinatiompgfades, loan payoff and loan sales, w
are reducing the risk profile of the loan portfolfdditionally, the risk profile has declined givére shift in complexion of the graded portfc
particularly a reduced level of commercial reahstoan concentrations.

Residential and consumer (installment, secured liaed unsecured lines) are analyzed differentlyskgratings, or grades, are not assigne
individual loans. Residential and consumer loasdssare tracked by pool. Management examines sharical losses over one to five year
its determination of the appropriate loss factarvimtages of loans currently in the portfolio amot the vintages that produced the signifi
losses in prior years. These loss factors are dlogusted by qualitative factors determined by manaant to reflect potential probable los
inherent in each loan pool. Qualitative factors nraglude various loan or property types, loan tdugaconcentrations and economic
environmental factors.

Residential loans that become 90 days past duplaced on nonaccrual and a specific allowance idenfar any loan that becomes 120 ¢
past due. Residential loans are subsequently writtavn if they become 180 days past due and suitb-ehawns are supported by a curi
appraisal, consistent with current banking regatsti

Our chargeoff policy meets or exceeds regulatory minimumssdas on unsecured consumer loans are recogni28diays past due compa
to the regulatory loss criteria of 120 days. Sedwensumer loans, including residential real estte typically chargedif or charged dow
between 120 and 180 days past due, depending ocotla¢eral type, in compliance with Federal Finahénstitution Examination Count
guidelines. Commercial loans and real estate laamsypically placed on nonaccrual status whencipal or interest is past due for 90 day
more, unless the loan is both secured by collateawming realizable value sufficient to discharge thebt infull and the loan is in the leg
process of collection. Secured loans may be chaidgeah to the estimated value of the collateral witleviously accrued unpaid inter
reversed. Subsequent chaafés may be required as a result of changes inttagket value of collateral or other repayment peatp Initia
chargeeff amounts are based on valuation estimates defioen appraisals, broker price opinions, or otimarket information. Generally, n
appraisals are not received until the foreclosucegss is completed; however, collateral valuesezeduated periodically based on ma
information and incremental charge-offs are recdiiflé@ is determined that collateral values haeelthed from their initial estimates
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Management continually evaluates the allowancddan losses methodology seeking to refine and esghéiris process as appropriate. /
result, it is likely that the methodology will comaie to evolve over time.

Our Loan Review unit is independent, and perforamnireviews and evaluates a representative sampgledit extensions after the fact
appropriate individual internal risk ratings. LoReview has the authority to change internal ridkngs and is responsible for assessing
adequacy of credit underwriting. This unit repdait®ctly to the Directors’ Credit Risk Committee $¢acoast National’s board of directors.

Net recoveries for the first and second quartei20d# totaled $139,000 and $112,000, respecticelnpared to net charc-offs of $1,517,00
and $2,027,000 for the same periods in 2013. Note fhe financial statements (titled “Impaired Leaend Allowance for Loan Lossés”
summarizes the Comparsyallocation of the allowance for loan losses tostauction and land development loans, commercidlrasidentic
estate loans, commercial and financial loans, arumer loans, and provides more specific detginading chargeffs and recoveries f
each loan component and the composition of the paatiolio at June 30, 2014 and 2013. Although ¢herno assurance that we will not h
elevated chargeifs in the future, we believe that we have siguaifitly reduced the risks in our loan portfolio @hdt with stabilizing mark
conditions, future charge-offs should continue ¢clihe.

The allowance as a percentage of loans outstandasy1.36 percent at June 30, 2014, compared to def&nt at June 30, 2013. -
allowance for loan losses represents managemestimate of probable incurred losses inhererthénloan portfolio. The reduced level
impaired loans and lower classified loans (inclgdapecial mention and substandard grades) corgdttat a lower risk of loss and the loy
allowance for loan losses as of June 30, 2014.riBkeprofile of the loan portfolio has been redudsdimplementing a program to reduce
level of credit risk in the portfolio by strengthieg credit management methodologies and implemgraitow risk “back-to-basicsstrategi
plan for loan growth. New loan production has &uifto adjustable rate residential real estate |oawaeroccupied commercial real est:
small business loans for professionals and busisessid consumer lending. Strategies, processesoatitbls are in place to ensure that
production is well underwritten and maintains au®®n smaller, diversified and lowask lending. Average commercial loan size

$524,000 for the first six months of loan produatio 2014. Aided by initiatives embodied in newroarograms and continued aggres
collection actions, the portfolio mix has changeandatically and has become more diversified. Therawed mix is most evident by reducti
in income producing commercial real estate andtcocison and land development loans over the legtial years. Prospectively, we anticij
that the allowance will continue to decline as ecpetage of loans outstanding as we continue tanspevement in our credit quality, w
some offset to this perspective for more normahIgeowth as business activity and the economy ingro

Concentrations of credit risk, discussed underctigion “Loan Portfolio"of this discussion and analysis, can affect thelle¥ the allowanc
and may involve loans to one borrower, an affiiaggoup of borrowers, borrowers engaged in or dépenupon the same industry, or a gi
of borrowers whose loans are predicated on the $gpeeof collateral. The Comparsyimost significant concentration of credit is atfudio of
loans secured by real estate. At June 30, 2014 dmepany had $1.202 billion in loans secured by estate, representing 90.1 percent of
loans, the volume up from $1.156 billion but slighbwer as a percent of total loans (versus 9k&ent) at June 30, 2013. In addition,
Company is subject to a geographic concentratiareaxfit because it only operates in central antheastern Florida.
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While it is the Company policy to charge off in the current period loamsvhich a loss is considered probable, there dditianal risks o
future losses that cannot be quantified preciselgtiibuted to particular loans or classes of fodecause these risks include the state «
economy, borrower payment behaviors and local mackeditions as well as conditions affecting indival borrowers, management’
judgment of the allowance is necessarily approxdmanhd imprecise. The allowance is also subjecteigulatory examinations a
determinations as to adequacy, which may takedntount such factors as the methodology used tole# the allowance for loan losses
the size of the allowance for loan losses in comparto a group of peer companies identified byrétrilatory agencies.

In assessing the adequacy of the allowance, maragearlies predominantly on its ongoing reviewted toan portfolio, which is undertak
both to ascertain whether there are probable |asdsnust be charged off and to assess the rigkacteristics of the portfolio in aggreg:
This review considers the judgments of managenat,also those of bank regulatory agencies thagwethe loan portfolio as part of th
regular examination process. Our bank regulatove lggnerally agreed with our credit assessment hemtbe regulators could seek additic
provisions to our allowance for loan losses, whiciuld reduce our earnings.

NONPERFORMING ASSET!

Nonperforming asset“NPAs”) at June 30, 2014 totaled $27,943,000 and were ésetpof $21,745,000 of nonaccrual loans and $6008
of other real estate owned (“OREOgpmpared to $43,329,000 at June 30, 2013 (comprgedl33,266,000 in nonaccrual loans

$10,063,000 of OREO). At June 30, 2014, approxiiya®y.9 percent of nonaccrual loans were secureth waal estate, the remain
principally by marine vessels. See the tables bdtmwdetails about nonaccrual loans. At June 3042®onaccrual loans have been wri
down by approximately $7.1 million or 27.2 percefthe original loan balance (including specifiqoairment reserves).

As anticipated, the Company closed a number of OREI@s during the last twelve months that reduc®&EO outstanding. OREO
declined $3.9 million or 38.4 percent since June2Bd3. This is reflective of our improving creditality.

The table below shows the nonperforming loan infidwy quarter for 2014, 2013 and 2012:

New Nonperforming Loan

(Dollars in thousands 2014 2013 2012
First quartel $ 1,651 $ 2,86¢ $ 20,20}
Second quarte 81C 2,94¢ 17,29:
Third quartel 2,01¢ 14,52:
Fourth quarte 2,167 6,891

During the six months ended June 30, 2014, $2.5omiln loans were moved to nonperforming, compa@&10.0 million for all of 201
Most of these loans are collateralized by realtestdPAs are subject to changes in the economyy bationally and locally, changes
monetary and fiscal policies, changes in borrowpeg/ment behaviors and changes in conditions affgotarious borrowers from Seacc
National. Based on lower classified assets and imagpdoan balances as of June 30, 2014, managebedietes that prospective inflows
nonaccrual loans will continue to decline.
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The Company pursues loan restructurings in seleztisds where it expects to realize better valuas thay be expected through traditic
collection activities. The Company has worked wétail mortgage customers, when possible, to aehliewer payment structures in an ef
to avoid foreclosure. TDRs are part of the Compsrigss mitigation activities and can include ragéductions, payment extensions
principal deferrals. Company policy requires TDRsttare classified as nonaccrual loans after resifimg remain on nonaccrual u
performance can be verified, which usually requ#i@smonths of performance under the restructuoad kerms. We are optimistic that som
these credits will rehabilitate and be upgradedwgmigrating to nonperforming or OREO prospecyivélccruing restructured loans tota
$28.2 million at June 30, 2014 compared to $29l6aniat June 30, 2013, with a $2.7 million declineaccruing TDR commercial real es
mortgages the primary cause. The tables belovosttt details related to nonaccrual and restructioends.

Nonaccrual Loan Accruing

June 30, 201 Non- Pel- Restructure(

(Dollars in thousands Current forming Total Loans

Construction & land developme

Residentia $ 40z $ 41 $ 444 % 2,02(
Commercial 197 0 197 0
Individuals 15 367 382 215
61¢ 40¢ 1,02 2,23:
Residential real estate mortgar 1,40¢ 15,09¢ 16,50° 13,94:
Commercial real estate mortgages 901 2,851 3,752 11,45¢
Real estate loar 2,92¢ 18,357 21,28: 27,63¢
Commercial and financii 0 10 10 15C
Consumer 0 45% 458 373
$ 2,92t § 18,82( $ 21,74 $ 28,15’

At June 30, 2014 and 2013, total TDRs (performing aonperforming) were comprised of the followiongis by type of modification:

2014 2013

(Dollars in thousands Number Amount Number Amount
Rate reductiol 111 ¢ 21,78: 118 $ 21,11:
Maturity extended with change in ten 75 9,88 85 16,19¢
Forgiveness of principi 1 1,68¢ 1 1,83¢
Chapter 7 bankruptcie 57 3,50¢ 58 2,85¢
Not elsewhere classifie 10 3,371 9 4,374

254 $ 40,23 271 $ 46,37"
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During the first and second quarter of 2014, neigdintified TDRs totaled $0.4 million and $4.9 nali, respectively, compared to $1
million for all of 2013. During the second quartdr2014, a single commercial credit of $4.3 millimas transferred from nonaccrual loan
TDRs. During 2013, newly identified TDRs trendewvéy, with $4.4 million, $4.1 million, $1.7 millioand $0.5 million recorded in the fir
second, third and fourth quarters of 2013, respelsti Loan modifications are not reported in cakengears after modification if the loans w
modified at an interest rate equal to the yielda@# loan originations with comparable risk and Itrens are performing based on the tern
the restructuring agreements. No accruing loanswieae restructured within the twelve months préegdune 30, 2014 defaulted during
six months ended June 30, 2014, compared to $7Zd@0Me first six months of 2013. A restructuredu is considered in default whe
becomes 60 days or more past due under the modifiets, has been transferred to nonaccrual sttiss been transferred to other real e
owned.

At June 30, 2014, loans totaling 49,902,000 wenasitctered impaired (comprised of total nonaccrual dDRs) and $4,693,000 of 1
allowance for loan losses was allocated for poatihdisses on these loans, compared to $62,878,0D&% 359,000, respectively, at June
2013.

In accordance with regulatory reporting requireragidans are placed on nonaccrual following thealR€lassification of Loan interager
guidance. Typically loans 90 days or more past agereviewed for impairment, and if deemed imphire placed on nonaccrual. C
impaired, the current fair market value of the attal is assessed and a specific reserve anddogestif taken. Quarterly thereafter, the I
carrying value is analyzed and any changes areppptely made as described above.

CASH AND CASH EQUIVALENTS

Total cash and cash equivalents decreased $37li6muluring the first six months of 2014. Increasescash included the receipt of $Z
million for the issuance of common stock and $2iBion in net cash provided from operations. Moharn offsetting, and decreasing cash
cash equivalents, net maturities, sales and pueshafssecurities utilized $23.6 million, aggregdéposit and repurchase agreement decr
$10.2 million, and new loans net of principal repepts totaled $32.4 million.

SECURITIES

At June 30, 2014, the Company had no trading steesirhad $518,353,000 in securities availablestde (76.8 percent of the total portfo
and had $156,498,000 in securities held for investn{23.2 percent of the total portfolio). The Ca@myp's total securities portfolio increas
slightly, by $2.0 million or 0.3 percent from Ju@8, 2013. At the end of May 2014, the Company mo&egbrtion of its available for s:
portfolio to held to maturity in the belief thatsteepened yield curve would reduce their fair valttee Company has the ability to hold tr
securities to maturity.

As part of the Companyg’ interest rate risk management process, an avetaggion for the securities portfolio is targetdd.addition
securities are acquired which return principal rhbntthat can be reinvested. Agency and private |labertgage backed securities
collateralized mortgage obligations comprise $638,200 of total securities, approximately 94.3 patof the portfolio. Remaining securit
are largely comprised of U.S. Treasury, U.S. Gowemit agency securities and tax-exempt bonds idsyisthtes, counties and municipalities.
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The effective duration of the investment portfadibJune 30, 2014 was 3.8 years, compared to aaggawhen the duration was 4.3 ye
Duration increased in 2013 due to a steeper yialdecas interest rates increased approximatelyo8000 basis points for 5 and 10 y
maturities in 2013. The Compasyinvestments do not extend beyond an averageiaurat 5.0 years if interest rates increase infthare
Management believes the effective average duratioine portfolio will decline to 3.0 years over 2Dif the yield curve remains unchanged.

At June 30, 2014, available for sale securities faubs losses of $7,732,000 and gross gains oB84W0, compared to gross losse
$20,003,000 and gross gains of $3,156,000 at Deeefih 2013. All of the securities with unrealizZedses are reviewed for other-than
temporary impairment at least quarterly. As a ftesuthese reviews during the first and second tgusiof 2014 and all four quarters of 201
was determined that none of the securities witlealimed losses were not other than temporarily iredeand the Company has the intent
ability to retain these securities until recovementhe periods presented (see additional discussgioler “Critical Accounting EstimateSair
Value Measurements”).

Company management considers the overall qualitthefsecurities portfolio to be high. The Compamag Imo exposure to securities v
subprime collateral. The Company holds no interiestaust preferred securities.

DEPOSITS AND BORROWINGS

The Companys balance sheet continues to be primarily coreddn@he Company continues to utilize a focusedlratal commercial depo:
growth strategy that has successfully generategl @eposit relationships and increased servicebqesehold.

Total deposits increased $66,928,000, or 3.8 perte$1,805,537,000 at June 30, 2014 comparethéoyear earlier. Declining single sen
time deposits have been more than offset by inorgdew cost or no cost deposits. Since June 3@32ihterest bearing deposits (NC
savings and money markets deposits) increased BB or 6.6 percent to $1,037,506,000, nonintdyearing demand deposits increz
$41,281,000 or 8.8 percent to $509,798,000, anddeldseased $38,624,000 or 13.0 percent to $258233,

Securities sold under repurchase agreements dedreasr the past twelve months by $19,272,000 d f@rcent to $141,662,000 at June
2014. Repurchase agreements are offered by Seddatishal to select customers who wish to sweepexdalances on a daily basis
investment purposes. Funds from local governmetities) comprise a significant amount of the outditag balance, with safety a me
concern for these customers. At June 30, 2014 uh&er of sweep repurchase accounts was 118, cethfiafl42 a year ago.

At June 30, 2014, other borrowings were comprisesubordinated debt of $53.6 million related tostrpreferred securities issued by tr

organized by the Company, and advances from thereeHome Loan Bank (“FHLB"pf $50.0 million. The FHLB advances mature in 2|
For 2014 and 2013, the weighted average cost ofF BB advances was 3.22 percent, unchanged.
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The Company has two wholly owned trust subsidiai8B3CF Capital Trust | and SBCF Statutory Trusthdt were both formed in 2005.
2007, the Company formed an additional wholly owtredt subsidiary, SBCF Statutory Trust Ill. TheD3Qrusts each issued $20.0 mill
(totaling $40.0 million) of trust preferred secig# and the 2007 trust issued an additional $12lliomin trust preferred securities. All trt
preferred securities are guaranteed by the Compargy junior subordinated basis. The Federal Reseruées permit qualified trust prefer
securities and other restricted capital elementsetincluded as Tier 1 capital up to 25 percertavé capital, net of goodwill and intangib
The Company believes that its trust preferred sgesiiqualify under these revised regulatory capiikes (including Basel IIl) and expects 1
it will be able to treat all $52.0 million of trugreferred securities as Tier 1 capital. For refgmapurposes, the trust preferred securitie!
added to the Company’s tangible common shareholdgrsty to calculate Tier 1 capital. The weighte@rage interest rate of our outstanc
subordinated debt related to trust preferred stesinwas 1.71 percent during the first six month&@il4, compared to 1.74 percent for a
2013.

OFF-BALANCE SHEET TRANSACTIONS

In the normal course of business, we may engagevariety of financial transactions that, underegafly accepted accounting principles, ei
are not recorded on the balance sheet or are eatand the balance sheet in amounts that differ filoenfull contract or notional amour
These transactions involve varying elements of etaidcedit and liquidity risk.

Lending commitments include unfunded loan commitim@md standby and commercial letters of crediar§e majority of loan commitmer
and standby letters of credit expire without befimgded, and accordingly, total contractual amowamésnot representative of our actual fu
credit exposure or liquidity requirements. Loan aatments and letters of credit expose the Compangredit risk in the event that |
customer draws on the commitment and subsequexitdytd perform under the terms of the lending agrent.

Loan commitments to customers are made in the rarowase of our commercial and retail lending basses. For commercial customers,
commitments generally take the form of revolvingdit arrangements. For retail customers, loan camerits generally are lines of cre
secured by residential property. These instrumardgsnot recorded on the balance sheet until funelsdvanced under the commitment.
loan commitments, the contractual amount of a camenmt represents the maximum potential credit thskt could result if the enti
commitment had been funded, the borrower had ndbimeed according to the terms of the contract, mmaollateral had been provided. L
commitments were $159 million at June 30, 2014 %&b million at June 30, 2013.

INTEREST RATE SENSITIVITY

Fluctuations in interest rates may result in charigahe fair value of the Compamyfinancial instruments, cash flows and net inteiresome
This risk is managed using simulation modeling atcglate the most likely interest rate risk utitigiestimated loan and deposit growth.
objective is to optimize the Company’s financiabion, liquidity, and net interest income whileniting their volatility.

Senior management regularly reviews the overadlrast rate risk position and evaluates strategigaanage the risk. The Compasiyhos
recent Asset and Liability Management Committee (") model simulation indicates net interest income woncrease 7.5 perceni
interest rates are shocked 200 basis points uptheenext 12 months and 4.1 percent if interegsrare shocked up 100 basis points.
compares with the Comparsysecond quarter 2013 model simulation, which miéid net interest income would increase 6.3 peitanteres
rates are shocked 200 basis points up over thelzextonths and 3.9 percent if interest rates aveksgd up 100 basis points. Recent regul:
guidance has placed more emphasis on rate shocks.
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The Company had a positive gap position based otraciual and prepayment assumptions for the n2xhdnths, with a positive cumulat
interest rate sensitivity gap as a percentage taf &arning assets of 9.6 percent at June 30, 2ZIHi4.result includes assumptions for ¢
deposit re-pricing validated for the Company byiratependent third party consulting group.

The computations of interest rate risk do not nemély include certain actions management may uallerto manage this risk in respons
changes in interest rates. Derivative financialrimaents, such as interest rate swaps, options, faprs, futures and forward contracts ma
utilized as components of the Company’s risk mameeye profile.

LIQUIDITY MANAGEMENT

Liquidity risk involves the risk of being unable tond assets with the appropriate duration andased liability, as well as the risk of
being able to meet unexpected cash needs. Liqupditgning and management are necessary to ensarability to fund operations ct
effectively and to meet current and future potédmidigations such as loan commitments and unexgedéeposit outflows.

Funding sources primarily include customer-basede odeposits, collaterddacked borrowings, cash flows from operations, asde
securitizations and sales.

Cash flows from operations are a significant congparof liquidity risk management and we considehlieposit maturities and the sched
cash flows from loan and investment maturities pagiments. Deposits are also a primary source afdity. The stability of this fundir
source is affected by numerous factors, includigigirns available to customers on alternative imaests, the quality of customer sen
levels, safety and competitive forces. We routingde securities and loans as collateral for sedooewings. In the event of severe ma
disruptions, we have access to secured borrowimgaigh the FHLB and the Federal Reserve Bank cdmdl under its borrower-icustod:
program.

Contractual maturities for assets and liabilitiess tr@viewed to meet current and expected futuredity requirements. Sources of liquidity, b
anticipated and unanticipated, are maintained tiit@iportfolio of high quality marketable assetshsas residential mortgage loans, secu
held for sale and interest bearing deposits. Thmgzmy is also able to provide short term finanafigts activities by selling, under
agreement to repurchase, United States Treasur@amdrnment agency securities not pledged to sqmuskic deposits or trust funds. At Ji
30, 2014, Seacoast National had available unsedumesl of $45 million and lines of credit under @nt lendable collateral value, which
subject to change, of $623 million. Seacoast Nafitvad $390 million of United States Treasury amy&nment agency securities, mortc
backed securities and collateral lending obligationt pledged and available for use under repuecagseements, and had an additional
million in residential and commercial real estataris available as collateral. In comparison, agJ8®, 2013, the Company had avail:
unsecured lines of $30 million and lines of credfit$536 million, and had $419 million of TreasurgdaGovernment agency securit
mortgage backed securities and collateral lendiniggations not pledged and available for use unépurchase agreements, as well @
additional $169 million in residential and commatcial estate loans available as collateral.
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Liquidity, as measured in the form of cash and caghivalents (including interest bearing depositsgled $154,030,000 on a consolid;
basis at June 30, 2014 as compared to $140,118j0D@e 30, 2013. The composition of cash and egslvalents has changed from a
ago. Over the past twelve months, cash and due Banks increased $6,502,000 to $40,175,000 andesitbearing deposits increase
$113,855,000 from $106,446,000. The interest bgateposits are maintained in Seacoast Natieredtount at the Federal Reserve Bar
Atlanta. Cash and cash equivalents vary with sedsteposit movements and are generally highereémtimter than in the summer, and v
with the level of principal repayments and investirectivity occurring in Seacoast Natiorsafecurities and loan portfolios. Our intent haar
to reinvest excess liquidity into our loan and s&@s portfolios, as market opportunities and doods meet expectations.

The Company does not rely on and is not dependenffebalance sheet financing or wholesale funding.

The Company is a legal entity separate and disfioch Seacoast National and its other subsidiaN&sious legal limitations, includir
Section 23A and 23B of the Federal Reserve Act Bederal Reserve Regulation W, restrict Seacoasbindtfrom lending or otherwi
supplying funds to the Company or its nisank subsidiaries. The Company has traditionaligdeupon dividends from Seacoast National
securities offerings to provide funds to pay thempany’s expenses, to service the Compsurdebt and to pay dividends upon Comy
common stock and preferred stock. During the tlgudrter of 2013, formal regulatory agreements wlith OCC were removed, thert
allowing Seacoast National to pay dividends to@wenpany without prior OCC approval. At June 30,£20he Company had cash and «
equivalents at the parent of approximately $25.4ianj compared to $5.1 million at June 30, 201&nRining funds of $25 million fro
CapGen Capital for the fourth quarter 2013 comntoslksoffering were received on January 13, 201teraktgulatory approval of CapGen’
investment. These funds were the primary contribttdhe increase in the parent’s cash and casivaqats, compared to year-end 2013.

EFFECTS OF INFLATION AND CHANGING PRICES

The condensed consolidated financial statementsedatéd financial data presented herein have pespared in accordance with U.S. GA
which require the measurement of financial positord operating results in terms of historical dsllavithout considering changes in
relative purchasing power of money, over time, thumflation.

Unlike most industrial companies, virtually all thfe assets and liabilities of a financial instibutiare monetary in nature. As a result, int
rates have a more significant impact on a finaniiatitution’s performance than the general level of inflatiblowever, inflation affec
financial institutions by increasing their costgods and services purchased, as well as the tsslasies and benefits, occupancy expe
and similar items. Inflation and related increasemterest rates generally decrease the markeievaf investments and loans held and
adversely affect liquidity, earnings, and sharebdtequity. Mortgage originations andfieancings tend to slow as interest rates increase
higher interest rates likely will reduce the Comyarearnings from such activities and the income ftioensale of residential mortgage loar
the secondary market.

SPECIAL CAUTIONARY NOTICE REGARDING FORWARD LOOKINGTATEMENTS
Various of the statements made herein under th&ocep“Managemens Discussion and Analysis of Financial Conditiord desults ¢
Operations”, “Quantitative and Qualitative Disclossi about Market Risk”, “Risk Factors” and elsevehare “forward-looking statements”

within the meaning and protections of Section 27Ahe Securities Act of 1933 and Section 21E of $seurities Exchange Act of 1934
amended (the “Exchange Act”).
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Forwardiooking statements include statements with respectur beliefs, plans, objectives, goals, expeatati anticipations, estimates .
intentions, and involve known and unknown risks;antainties and other factors, which may be beymundcontrol, and which may cause
actual results, performance or achievements ofdesato be materially different from future respfisrformance or achievements express
implied by such forward-looking statements. Youwdddaot expect us to update any forward-lookingesteents.

All statements other than statements of histofigetl are statements that could be forward-lookiagesnents. You can identify these forward
looking statements through our use of words suctmay,” “will,” “anticipate,” “assume,” “should,” Support”, “indicate,” “would,” “believe,”
“contemplate,” “expect,” “estimate,” “continue,” dfther”, “point to,” “project,” “could,” “intend”or other similar words and expressions o

future. These forward-looking statements may nateladized due to a variety of factors, includingthwut limitation:
» the effects of future economic and market cond#joncluding seasonalit
» governmental monetary and fiscal policies, as agllegislative, tax and regulatory chan¢

» legislative and regulatory changes, including clesni banking, securities and tax laws and reguiatiand their application by ¢
regulators, and changes in the scope and cost & FiBurance and other covera

» changes in accounting policies, rules and pragct

» the risks of changes in interest rates on the leamel composition of deposits, loan demand, liquidihd the values of loan collate
securities, and interest sensitive assets anditiesj interest rate risks, sensitivities and shepe of the yield curvi

» the effects of competition from other commerciahlks thrifts, mortgage banking firms, consumer riicea companies, credit unio
securities brokerage firms, insurance companiesiemaonarket and other mutual funds and other firsnoistitutions operating in o
market areas and elsewhere, including institutioperating regionally, nationally and internatiogaltogether with such competiti
offering banking products and services by maiggbbne, computer and the Interr

 the failure of assumptions underlying the estabtisht of reserves for possible loan los:

» the risks of mergers and acquisitions, includehauit limitation, unexpected transaction costs,uditig the costs of integrating operatic
the risks that the businesses will not be integratecessfully or that such integration may be ndiffecult, time-consuming or costly thi
expected

« the potential failure to fully or timely realize pacted revenues and revenue synergies, includirijeasesult of revenues following 1
merger being lower than expect
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 the risk of deposit and customer attrition; anyrgfes in deposit mix; unexpected operating and atbsts, which may differ or change fr
expectations

» the risks of customer and employee loss and busidissuption, including, without limitation, as thesult of difficulties in maintainir
relationships with employees; increased competipiressures and solicitations of customers by catopgtas well as the difficulties a
risks inherent with entering new markets; i

» other risks and uncertainties described hereiniodr annual report on Form 10for the year ended December 31, 2013 and otherir
our Securities and Exchange Commissior*SEC”, reports and filings

All written or oral forwardlooking statements attributable to us are expregsblified in their entirety by this cautionary im& We have r

obligation and do not undertake to update, reviseoorect any of the forwarlboking statements after the date of this repartafter the
respective dates on which such statements othearésmade.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
See Management’s discussion and analysis “Int&at& Sensitivity”.
Market risk refers to potential losses arising fromanges in interest rates, and other relevantehaakes or prices.

Interest rate risk, defined as the exposure ofimetest income and Economic Value of Equity, oWVEE’ to adverse movements in intel
rates, is the Company’s primary market risk, andhiyiarises from the structure of the balance sleentrading activities). The Company
also exposed to market risk in its investing atitgi The Company’s Asset/Liability Committee, &L'CO,” meets regularly and is respons
for reviewing the interest rate sensitivity pogitiof the Company and establishing policies to nworéind limit exposure to interest rate r
The policies established by the ALCO are reviewed approved by the CompasyBoard of Directors. The primary goal of intereste risl
management is to control exposure to interestrisite within policy limits approved by the Boardhdse limits reflect the Comparsytoleranc
for interest rate risk over short-term and long¥térorizons.

The Company also performs valuation analyses, waietused for evaluating levels of risk preserihebalance sheet that might not be ti
into account in the net interest income simulato@alyses. Whereas net interest income simulatighlights exposures over a relatively s
time horizon, valuation analysis incorporates aliftflows over the estimated remaining life ofaalance sheet positions. The valuation o
balance sheet, at a point in time, is defined asltbcounted present value of asset cash flowssheidiscounted value of liability cash flo
the net result of which is the EVE. The sensitiagfyEVE to changes in the level of interest ratea measure of the longer-termpmeing risks
and options risks embedded in the balance sheetritiast to the net interest income simulationictvlassumes interest rates will change
a period of time, EVE uses instantaneous changeges.

EVE values only the current balance sheet, and doesicorporate the growth assumptions that aeel urs the net interest income simula
model. As with the net interest income simulatioodel, assumptions about the timing and variabdityalance sheet cash flows are critici
the EVE analysis. Particularly important are theuasptions driving prepayments and the expectedgdsaim balances and pricing of
indeterminate life deposit portfolios. Core deposite a more significant funding source for the @any, making the lives attached to ¢
deposits more important to the accuracy of our tiegleof EVE. The Company periodically reassessesasssumptions regarding
indeterminate lives of core deposits utilizing addpendent third party resource to assist. Wittelowterest rates over a prolonged period
average lives of core deposits have trended higheéifavorably impacted model estimates of EVE fghér rates. Based on our second qu
2014 modeling, an instantaneous 100 basis poinéase in rates is estimated to increase the EVEp&dent versus the EVE in a stable
environment, while a 200 basis point increase tiesrés estimated to increase the EVE 14.7 percent.

While an instantaneous and severe shift in inteass is used in this analysis to provide an eggnof exposure under an extremely ad\
scenario, a gradual shift in interest rates wowdeha much more modest impact. Since EVE measheediscounted present value of ¢
flows over the estimated lives of instruments,¢hange in EVE does not directly correlate to thgréle that earnings would be impacted o
shorter time horizon, i.e., the next fiscal yeaurther, EVE does not take into account factors aglfuture balance sheet growth, chang
product mix, change in yield curve relationshipsd @&hanging product spreads that could mitigateatheerse impact of changes in inte
rates.
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Item 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

As of the end of the period covered by this repart,evaluation was carried out under the supervisiod with the participation of ¢
management, including the Chief Executive Offidc@EQ) and Chief Financial Officer (CFO), of the etigeness of the design and opers
of our disclosure controls and procedures (as ddfin Rules 13a-15(e) or 13d{e)). Based on that evaluation and the identibioaof the
material weakness in our internal control over fiicial reporting as described below, the CEO and ®&@e concluded that our disclos
controls and procedures were not effective to enthat information required to be disclosed byruseports that we file or submit under
Securities Exchange Act of 1934 are recorded, gsext summarized and reported within the time dergpecified in Securities and Excha
Commission rules and forms.

During the fourth quarter of 2013, management aafed that there was a material weakness in the @oygpinternal control over financ
reporting because the Company did not have a dodésigned to provide for an effective review oé thccounting for previously recorc
charge-offs, a non-routine matter, related to auneatroubled debt restructured loan.

Changes in Internal Control over Financial Repagrtin

As reported in our 2013 Annual Report, managementiacted a thorough and methodical evaluation astihg of our internal controls o
financial reporting as of December 31, 2013, whigsulted in the identification of one material cohtveakness. Management has revise:
existing processes surrounding this material weskraad changes have been implemented but haveehbegn fully testedThe Compan
believes the steps taken to remediate the wealaresappropriate and the Company expects the weslktadse fully remediated and tes
before the end of the Companyfiscal year. Notwithstanding this material weasiemanagement believes, the consolidated fin:
statements included in this report fairly presengll material respects, the Compasfinancial position, results of operation and cisivs for
the period presented in conformity with U.S. GAAP.
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Part Il OTHER INFORMATION

Item 1. Legal Proceedings

The Company and its subsidiaries are subject, & didinary course, to litigation incident to thesimess in which they are engac
Management presently believes that none of thd [@gaeedings to which the Company or any of itssétiaries is a party or of which any
their property is the subject are materially likedyhave a material adverse effect on the Compargnsolidated financial position, or opera
results or cash flows, although no assurance cagiviea with respect to the ultimate outcome of angh claim or litigation.

Item 1A. Risk Factors

In addition to the other information set forth hist report, you should consider the factors disedse “Part |, Item 1A. Risk Factorsfi out
report on Form 10k for the year ended December 31, 2013, which coudderially affect our business, financial conditiand prospecti
results. The risks described in this report, inBorm 10K or our other SEC filings are not the only risksifig our Company. Additional ris
and uncertainties not currently known to us or that currently deem to be immaterial also may maligriadversely affect our busine
financial condition or future results. There haeet no material changes with respect to the ristofa disclosed in our Annual Report on fi
10-K for the year ended December 31, 2013.
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Issuer purchases of equity securities during tis¢ &ind second quarters of 2014 were as follows:

Maximum

Total Total Number o Number of
Number of Shares Purchas Shares that Ma
Shares Average Price as part of Publii yet be Purchas:
Period Purchase! Paid Per Shai Announced Plar  Under the Plai
1/1/14 to 1/31/1- 90€ $ 12.2( 152,90: 12,09¢
2/1/14 to 2/28/1- 49 10.7¢ 152,95( 12,05(
3/1/14 to 3/31/14 1,55: 11.0( 154,50: 10,49°
Total - 15tQuarter 2,50¢ 11.4¢ 154,50: 10,49’
4/1/14 to 4/30/1: 35E 11.1¢ 154,85¢ 10,14:
5/1/14 to 5/31/14 13t 10.5¢ 154,99: 260,00
6/1/14 to 6/30/14 2,12¢ 10.5( 157,11¢ 257,88.
Total - 2nd Quarter 2,61¢ 10.5¢ 157,11¢ 257,88.

* The plan to purchase equity securities totalif§,000 shares was approved on September 18, 2@bInavexpiration date. An additional

250,000 shares was added to the plan and approvisthy 20, 2014.

Item 3. Defaults upon Senior Securities

None
Item 4. Mine Safety Disclosures
None

Iltem 5. Other Information

During the period covered by this report, there wasnformation required to be disclosed by us @uarent Report on Form B-that was nc
so reported, nor were there any material changésetgrocedures by which our security holders nempmmend nominees to our Boart

Directors.
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Item 6. Exhibits
Exhibit 31.1
Exhibit 31.2
Exhibit 32.1
Exhibit 32.2

Exhibit 101

Certification of the Chief Executive Officer Pursitiao Section 302 of the Sarba-Oxley Act of 2002
Certification of the Chief Financial Officer Pursudo Section 302 of the Sarba-Oxley Act of 2002
Statement of Chief Executive Officer§uant to 18 U.S.C. Section 1350, Adopted PursiaaBection 906 of
the Sarban«-Oxley Act of 2002

Statement of Chief Financial OfficarrBuant to 18 U.S.C. Section 1350, Adopted PursiaaBection 906 of
the Sarban«-Oxley Act of 2002

The following materials from Seacoaanking Corporation of Florida’s Quarterly Reportieorm 10 for the
quarter ended June 30, 2014 formatted in XBRL (p3itde Business Reporting Language): (i) the Coadén
Consolidated Balance Sheets, (ii) the Condenseddidated Statements of Operations, (iii) the Cosee
Consolidated Statements of Cash Flows, (iv) theeBltd Condensed Consolidated Financial Staterr
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisddiport to be signed on its behalf by
undersigned thereunto duly authorized.

SEACOAST BANKING CORPORATION OF FLORID;

August 11, 2014 /s/ Dennis S. Hudson, |
DENNIS S. HUDSON, Il
Chairman & Chief Executive Office

August 11, 2014 /s/ William R. Hahl
WILLIAM R. HAHL
Executive Vice President Chief Financial Office

63




EXHIBIT 31.1

Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

[, Dennis S. Hudson, lll, certify that:

1.

2.

| have reviewed this quarterly report on Forn-Q of Seacoast Banking Corporation of Flori

Based on my knowledge, this report does not cordaiy untrue statement of a material fact or omistate a material fe
necessary to make the statements made, in lighteafircumstances under which such statements made, not misleading wi
respect to the period covered by this ref

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in a
material respects the financial condition, resaftsperations and cash flows of the registrantfaamd for, the periods presen
in this report;

The registrans other certifying officer(s) and | are responsitoleestablishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repaogtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned unc
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries,
made known to us by others within those entitiestigularly during the period in which this rep@teing preparec

Designed such internal control over financial reéipgr, or caused such internal control over finahoégorting to b
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the registemtisclosure controls and procedures and presentdadis report oL
conclusions about the effectiveness of the disceosantrols and procedures, as of the end of thiegeovered by th
report based on such evaluation;

Disclosed in this report any change in the tegms's internal control over financial reporting thatcoored during th
registrant's most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to erally affect, the registrardt’internal control over financial reportil
and




5. The registrans other certifying officer(s) and | have disclosbadsed on our most recent evaluation of internakrob ove

financial reporting, to the registrant’s auditorslahe audit committee of the registranitoard of directors (or persons perforn
the equivalent functions

a. All significant deficiencies and material weaknessethe design or operation of internal contro¢ofinancial reportin

which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
registran’s internal control over financial reportir

Date: August 11, 2014 /s/ Dennis S. Hudson , |

Dennis S. Hudson, |
Chairman & Chief Executive Officer




EXHIBIT 31.2

Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

[, William R. Hahl, certify that:

1.

2.

| have reviewed this quarterly report on Forn-Q of Seacoast Banking Corporation of Flori

Based on my knowledge, this report does not cordaiy untrue statement of a material fact or omistate a material fe
necessary to make the statements made, in lighteafircumstances under which such statements made, not misleading wi
respect to the period covered by this ref

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in a
material respects the financial condition, resaftsperations and cash flows of the registrantfaamd for, the periods presen
in this report;

The registrans other certifying officer(s) and | are responsitoleestablishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repaogtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned unc
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries,
made known to us by others within those entitiestigularly during the period in which this rep@teing preparec

Designed such internal control over financial reéipgr, or caused such internal control over finahoégorting to b
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the registemtisclosure controls and procedures and presentdadis report oL
conclusions about the effectiveness of the disceosantrols and procedures, as of the end of thiegeovered by th
report based on such evaluation;

Disclosed in this report any change in the tegms's internal control over financial reporting thatcoored during th
registrant's most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to erally affect, the registrardt’internal control over financial reportil
and




5. The registrans other certifying officer(s) and | have disclosbadsed on our most recent evaluation of internakrob ove

financial reporting, to the registrant’s auditorslahe audit committee of the registranitoard of directors (or persons perforn
the equivalent functions

a. All significant deficiencies and material weaknessethe design or operation of internal contro¢ofinancial reportin

which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
registran’s internal control over financial reportir

Date: August 11, 2014 /s/ William R. Hahl

William R. Hahl
Executive Vice President and Chief Financial Office




EXHIBIT 32.1

STATEMENT OF CHIEF EXECUTIVE OFFICER OF
SEACOAST BANKING CORPORATION OF FLORIDA
PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Seacoast Banking Corporation of Florida (“Camg’) for the period ended Ju

30, 2014 (“Report™)], Dennis S. Hudson, Il , Chairman and Chief Exa@iOfficer of the Company, do hereby certify, gusint to 18 U.S.
§ 1350, as adopted pursuant to § 906 of The Sasb@rkey Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations
the Company

Date: August 11, 2014 /s/ Dennis S. Hudson , |

Dennis S. Hudson, I
Chairman & Chief Executive Officer




EXHIBIT 32.2

STATEMENT OF CHIEF FINANCIAL OFFICER OF
SEACOAST BANKING CORPORATION OF FLORIDA
PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Seacoast Banking Corporation of Florida (“Camg’) for the period ended Ju
30, 2014 (“Report”)], William R. Hahl, Executive Vice President andi€ftinancial Officer of the Company, do herebytiégrpursuant to 1
U.S.C. § 1350, as adopted pursuant to § 906 ofSEnbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations
the Company

Date: August 11, 2014 /s/ William R. Hahl
William R. Hahl
Executive Vice President and Chief Financial Office




