FIRST RELIANCE BANCSHARES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

NOTE 17 - STOCK COMPENSATION PLAN - continued

A summary of the status of the Company’s 2003 stock option plan as of December 31, 2007 and 2006, and changes
during the period is presented below:

2007 2006
Weighted- Weighted-
Average Average
Exercise Exercise
Shares Price Shares Price
Outstanding at beginning of year 321,992 § 7.95 400,363 $ 7.75
Granted - R B
Exercised (43,145) 5.56 (78,371) 6.94
Forfeited - -
Expired - -
Outstanding at end of year 278,847 8.32 321,992 7.95

The total intrinsic value of options exercised during December 31, 2007 and 2006 was $375,627 and $678,693,
respectively.

The following table summarizes information about stock options outstanding under the Company’s plan at December 31,
2007:

QOutstanding Exercisable
Number of options 278,847 278,846
Weighted average remaining life 4.99 4.99
Weighted average exercise price $ 832 % 8.32

The aggregate intrinsic value of options outstanding at December 31, 2007 was $731,057.

The Company measures the fair value of each option award on the date of grant using the Black-Scholes option pricing
mode] with the following assumptions: the risk-free interest rate is based on the U.S. Treasury yield curve in effect at the
time of the grant; the dividend yield is based on the Company's dividend yield at the time of the grant (subject to
adjustment if the dividend yield on the grant date is not expected to approximate the dividend yield over the expected life
of the options); the volatility factor is based on the historical volatility of the Company's stock (subject to adjustment if
historical volatility is reasonably expected to differ from the past); the weighted-average expected life is based on the
historical behavior of employees related to exercises, forfeitures and cancellations. These assumptions are summarized
in a table appearing in Note 16 to these financial statements.

No stock options have been granted since June 2005. The Company received $239,746 and $544,138 as a result of stock
option exercises during the years ended December 31, 2007 and 2006, respectively. In accordance with SFAS 123(R),
the amounts received upon exercise will be included as a financing activity in the accompanying statements of cash flows
for the period subsequent to the adoption of SFAS 123(R), and is reported as an operating activity in periods prior to its
adoption.

NOTE 18 - REGULATORY MATTERS

The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a material effect on the Company’s financial
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Company
and the Bank must meet specific capital guidelines that involve quantitative measures of the Company’s and the Bank’s
assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The
Company’s and the Bank’s capital amounts and classifications are also subject to qualitative judgments by the regulators
about components, risk-weightings, and other factors.
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FIRST RELIANCE BANCSHARES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

NOTE 18 - REGULATORY MATTERS - continued

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
mainfain minimum ratios (set forth in the table below) of Tier 1 and total capital as a percentage of assets and off-
balance-sheet exposures, adjusted for risk-weights ranging from 0% to 100%. Tier 1 capital of the Company and the
Bank consists of common shareholders’ equity, excluding the unrealized gain or loss on securities available-for-sale,
minus certain intangible assets. Tier 2 capital consists of the allowance for loan losses subject to certain limitations.
Total capital for purposes of computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital.

The Company and the Bank are also required to maintain capital at a minimum level based on average assets (as
defined), which is known as the leverage ratio. Only the strongest institutions are allowed to maintain capital at the
minimum requirement of 3%. All others are subject to maintaining ratios 1% to 2% above the minimum.

As of the most recent regulatory examination, the Bank was deemed well-capitalized under the regulatory framework for
prompt corrective action. To be categorized well capitalized, the Bank must maintain total risk-based, Tier 1 risk-based,
and Tier 1 leverage ratios as set forth in the table below. There are no conditions or events that management believes
have changed the Bank’s categories.

The following table summarizes the capital amounts and ratios of the Company and the Bank and the regulatory
minimum requirements.

To Be Well-
Minimum Requirement Capitalized Under
For Capital Prompt Corrective
(Dollars in thousands) Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2007
The Company
Total capital (to risk-weighted assets) — $ 52,586 10.29% $ 40,883 8.00% N/A N/A
Tier 1 capital (to risk-weighted assets) 47,315 9.26% 20,438 4.00% N/A N/A
Tier 1 capital (to average assets) 47,315 9.46% 20,006 4.00% N/A N/A
The Bank
Total capital (to risk-weighted assets)  $ 53,824 10.53% $ 40,877 8.00% $ 51,096 10.00%
Tier 1 capital (to risk-weighted assets) 48,554 9.50% 20,438 4.00% 30,658 6.00%
Tier 1 capital (to average assets) 48,554 8.85% 21,945 4.00% 27,445 5.00%
December 31, 2006
The Company
Total capital (to risk-weighted assets) — $ 48,458 12.45%  $ 31,149 8.00% N/A N/A
Tier 1 capital (to risk-weighted assets) 44,456 11.42% 15,575 4.00% N/A N/A
Tier 1 capital (to average assets) 44,456 9.90% 17,968 4.00% N/A N/A
The Bank
Total capital (to risk-weighted assets)  $ 46,444 11.86% 4 31,333 8.00% $ 39,166 10.00%
Tier 1 capital (to risk-weighted assets) 42,442 10.84% 15,666 4.00% 23,500 6.00%
Tier 1 capital (to average assets) 42,442 9.45% 17,968 4.00% 22,460 5.00%

NOTE 19 - UNUSED LINES OF CREDIT

As of December 31, 2007, the Company had unused lines of credit to purchase federal funds from unrelated companies
totaling $37,000,000. These lines of credit are available on a one to fourteen day basis for general corporate purposes.
The Company also has a line of credit to borrow funds from the Federal Home Loan Bank of up to $177,511,264. As of
December 31, 2007 and 2006, the Company had borrowed $69,000,000 and $28,500,000, respectively, on this line.
Additionally, the Company has the ability to buy brokered time deposits at December 31, 2007.
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NOTE 20 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the amount for which the asset or obligation could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are made at a specific
point in time based on relevant market information and information about the financial instruments. Because no market
value exists for a significant portion of the financial instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various financial instruments, and
other factors.

The following methods and assumptions were used to estimate the fair value of significant financial instruments:
Cash and Due from Banks - The carrying amount is a reasonable estimate of fair value.

Federal Funds Sold and Purchased - Federal funds sold and purchased are for a term of one day and the carrying
amount approximates the fair value.

Securities Available-for-Sale - Fair value equals the carrying amount which is the quoted market price. If quoted market
prices are not available, fair values are based on quoted market prices of comparable securities.

Nonmarketable Equity Securities - The carrying amount of nonmarketable equity securities is a reasonable estimate of
fair value since no ready market exists for these securities.

Loans Held-for-Sale - The carrying amount of loans held for sale is a reasonable estimate of fair value.

Loans Receivable - For certain categories of loans, such as variable rate loans which are repriced frequently and have no
significant change in credit risk and credit card receivables, fair values are based on the carrying amounts. The fair value
of other types of loans is estimated by discounting the future cash flows using the current rates at which similar loans
would be made to the borrowers with similar credit ratings and for the same remaining maturities.

Deposits - The fair value of demand deposits, savings, and money market accounts is the amount payable on demand at
the reporting date. The fair values of certificates of deposit are estimated using a discounted cash flow calculation that
applies current interest rates to a schedule of aggregated expected maturities.

Securities Sold Under Agreements to Repurchase - The carrying amount is a reasonable estimate of fair value because
these instruments typically have terms of one day.

Advances From Federal Home Loan Bank - The fair values of fixed rate borrowings are estimated using a discounted
cash flow calculation that applies the Company’s current borrowing rate from the Federal Home Loan Bank. The
carrying amounts of variable rate borrowings are reasonable estimates of fair value because they can be repriced
frequently.

Junior Subordinated Debentures - The carrying value of junior subordinated debentures approximates its fair value
since the debentures were issued at a floating rate.

Accrued Interest Receivable and Payable - The carrying value of these instruments is a reasonable estimate of fair value.

Off-Balance-Sheet Financial Instruments - Fair values of off-balance sheet lending commitments are based on fees
currently charged to enter into similar agreements, taking into account the remaining terms of the agreements and the
counterparties' credit standing.
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NOTE 20 - FAIR VALUE OF FINANCIAL INSTRUMENTS - continued

The carrying values and estimated fair values of the Company’s financial instruments were as follows:

December 31,
2007 2006

Carrying Estimated Fair Carrying Estimated Fair

Amount Value Amount Value
Financial Assets:
Cash and due from banks $ 7,164,650 $ 7,164,650 $§ 17,328,075 $ 17,328,075
Federal funds sold - - 14,135,000 14,135,000
Securities available-for-sale 58,580,313 58,580,313 35,931,271 35,931,271
Nonmarketable equity securities 3,930,400 3,930,400 2,187,600 2,187,600
Loans, including loans held for sale 487,738,540 481,470,000 360,123,046 350,547,000
Accrued interest receivable 3,092,767 3,092,767 2,464,531 2,464,531

Financial Liabilities:
Demand deposit, interest-bearing

transaction, and savings accounts $ 168,812,402

$ 168,812,402

$ 154,182,263

$ 154,182,263

Certificates of deposit 280,685,313 280,593,000 218,755,820 219,450,000
Securities sold under agreements
to repurchase 7,927,754 7,927,754 8,120,014 8,120,014
Advances from Federal Home
Loan Bank 69,000,000 69,000,000 28,500,000 28,465,000
Federal Funds Purchased 13,359,000 13,359,000 - -
Note payable 3,000,000 3,000,000 - -
Junior subordinated debentures 10,310,000 10,310,000 10,310,000 10,310,000
Accrued interest payable 767,577 767,577 766,276 766,276
Notional Estimated Fair Notional Estimated Fair
Amount Value Amount Value
Off-Balance-Sheet Financial Instruments:
Commitments to extend credit $ 76,545,909 $ - $ 67,370,404 $ -
Standby letters of credit 2,721,249 - 3,543,270 -

NOTE 21 - SUBSEQUENT EVENTS

On November 10, 2007, the Bank entered into a contract to purchase approximately 1.37 acres of land located in North
Charleston, South Carolina. The purchase price for the property was $1,400,000. The contract included an inspection
period of ninety days from the effective date in which the Banj had the right to terminate the contract. The purchase of

this property closed on March 10, 2008.
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NOTE 22 - FIRST RELIANCE BANCSHARES, INC. (PARENT COMPANY ONLY)

Condensed Balance Sheets

Assets
Cash
Investment in banking subsidiary
Marketable Investments
Nonmarketable equity securities
Investment in trust
Other assets

Total assets
Liabilities
Accounts payable

Note payable
Junior subordinated debentures

Total liabilities
Shareholders’ equity

Total liabilities and shareholders’ equity

Condensed Statements of Income

Income

Expenses

Loss before income taxes and equity in
undistributed earnings of banking subsidiary

Income tax benefit

Income before equity in undistributed earning
of banking subsidiary

Equity in undistributed earnings of banking subsidiary

Net income

December 31,

2007 2006
$ 665,117 $ 923,308
48,530,277 42,389,421
251,650 311,505
- 100,000
310,000 310,000
773,761 499,301

$ 50,530.805

$ 44,533,535

$ 192,901 $ 130,272
3,000,000 -

10,310,000 10,310,000

13,502,901 10,440,272

37.027,904 34,093,263

$ 50,530,805 $ 44533535

December 31,

2007 2006
$ 21,533 $ 24,623
850.585 755,001
(829,052) (730,378)
276,275 315,501
(552,777) (414,877)
3.112.297 3.660.785
$ 2,559,520 $ 3,245,908



FIRST RELIANCE BANCSHARES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

NOTE 22 - FIRST RELIANCE BANCSHARES, INC. (PARENT COMPANY ONLY) - continued

Condensed Statements of Cash Flows

December 31,
2007 2006

Cash flows from operating activities
Net income $ 2,559,520 $ 3,245,908
Adjustments to reconcile net income to net cash
provided by operating activities:

Increase in other assets (276,960) (441,960)
Increase in other liabilities 82,980 65,476
Equity in undistributed earnings of banking subsidiary (3.112.297) (3,660.785)
Net cash used by operating activities (746.757) (791,361)
Cash flows from investing activities
Purchase of nonmarketable equity securities (100,000)
Investment in banking subsidiary (3,000,000)
Proceeds on sale of non marketable securities 102,500 -
Net cash used by investing activities (2,897.,500) (100,000)
Cash flows from financing activities
Proceeds from exercise of stock options 239,746 544,138
Issuance of shares to ESOP 198,380 472,747
Sale of treasury stock (145,198) 9,896
Issuance of restricted stock 76,379 33,632
Issuance of shares to Advisory Board 16,759 15,025
Proceeds from note payable 3.000,000 -
Net cash provided (used) by financing activities 3.386,066 1,075,438
(Decrease) increase in cash (258,191) 184,077
Cash and cash equivalents, beginning of year 923,308 739,231
Cash and cash equivalents, ending of year $ 665117 $ 923.308
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NOTE 23 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The tables below represent the quarterly results of operations for the years ended December 31, 2007 and 2006,

respectively:
December 31, 2007
Fourth Third Second First
Total interest and fee income $ 10,097,678 $ 9,708,594 $ 9,318,103 $ 8,416,112
Total interest expense 4,740,765 5,011,381 4,653,632 4,027.431
Net interest income 5,356,913 4,697,213 4,664,471 4,388,681
Provision for loan losses 773.702 408,962 325,202 135,234
Net interest income after provisions
for loan losses 4,583,211 4,288,251 4,339,269 4,253,447
Other income 1,420,328 1,264,500 1,423,726 1,193,185
Other expense 5,344,626 4,624,605 4,486,802 4,505,242
Income before income tax expense 658,913 928,208 1,276,193 941,390
Income tax expense 299,182 343,331 368,486 234,183
Net income $ 359,731 $ 584877 § 907,708 § 707.207
Basic income per common share $ 10 $ 17 $ 26§ 21
Diluted income per common share $ 19 $ 17§ 26 0§ 20
December 31, 2006
Fourth Third Second First
Total interest and fee income $ 8,571,562 $ 8,484,778 $ 7,635,918 $ 7,024,327
Total interest expense 4.001.265 3.938.100 3.258.676 3.015.658
Net interest income 4,570,297 4,546,678 4,377,242 4,008,669
Provision for loan losses 224,500 477,205 440,501 250,285
Net interest income after provisions
for loan losses 1,345,797 4,069,473 3,936,741 3,758,384
Other income 1,166,574 1,232,896 1,252,768 938,455
Other expense 4,340,612 4,024,389 4.022,098 3,885,285
' Income before income tax expense 1,171,759 1,277,980 1,167,411 811,554
. Income tax expense 187,382 413.068 344,495 237.851
Net income $ 984377 $ 864912 § 822916 $ 573,703
B
i Basic income per common share $ 30 3 25 $ .24 $ 17
Diluted income per common share $ 27 8 25 § 23§ 16




- Earnings Per Share - continued

Basic carnings per share
Income available to common shareholders
Effect of dilutive securities
Stock options
Non - vested restricted stock
Diluted earnings per share
Income available to common shareholders plus assumed conversions

N - Comprehen In

The of ather comp

For the Nine Months Ended September 30, 2008:
Unrealized losses on sceurities available-for-sale
Reclassification adjustment for gains (losses) realized in net income

For the Nine Months Ended September 30, 2007:
U lized losses on ities available-f |
Reclassification adjustment for gains (losses) realized in net income

For the Three Months Ended September 30, 2008:
U ized losses on ilable-for-sale
Reclassification adjustment for gains (losses) realized in net income

For the Three Months Ended September 30, 2007:
Unrealized gains on securities available-for-sale
Reclassification adjustment for gains (losses) realized in net income

income and related tax effects are as follows:

Page 13 of 42

FIRST RELIANCE BANCSHARES, INC.

Notes to C d Ci d Financial §

Three Months Ended September 30, 2007

Income Shares Per Share
(Numerator) [0l il ) Amount
s 584,877 3,485,861 3 0.17
- 31,648
- 7,665
s 584,877 3,525,174 $ 0.17
Pre-tax Tax Net-of-tax
Amount Bencfit (Expense) Amount
s (1,937,592) S 658,781 S (1278,811)
3 (1,937,592)  § 658,781 $ (1,278,811)
s (327,355) § 111,301 s (216,054)
3,496 (1,189) 2,307
s (323859) § 10,112 $ (213,747)
N (780,997)  § 265,539 $ (515,458)
$ (780,997) 8 265,539 3 (515,458)
S 333,162 N (113,275)  § 219,887
$ 333,162 3 (113,275)  § 219,887

Accumulated other comprehensive income cousists solely of net unrealized gains and losses on securities available for sale, net of the deferred tax effects.
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Assets
Cash and cash cquivalents:
Cash and du from banks
Federal funds sold

Total cash and cash equivalents
Securities available-for-sale
Nonmarketable equity securities

Total investment securities

Loans held for sale
Loans receivable
Less allowance for loan losses

Loans, net

Premises, fumiture and equipment, net

Accrued interest receivable

Other real estate owned

Cash surrender value life insurance

Other assets

Total asscts

Liabilities and Sharcholders” Equity
Liabilities
Deposits
Nonintercst-bearing transaction accounts
Interest-bearing transaction accounts

Savings
Time deposits $100,000 and over
Other time deposits
Total deposits
sold under ag) to repurch

Federal funds purchased
Advances from Federal Home Loan Bank

Junior subordinated debentures
Accrued interest payable
Other liabilities

Total liabilitics

Sharcholders’ Equity

Common stock, S0.01 par value; 20,000,000 shares authorized,
Issued 3,523,775 sharcs at June 30, 2008 and 3,504,313 shares at December 31, 2007
Shares Outstanding 3,513,524 at June 30, 2008 and 3,494,646 at December 31, 2007

Nonvested restricted stack
Capital surplus

Treasury stock (10,251 and 9,667 shares at cost in 2008 and 2007, respectively)

Retained eamings
Accumulated other comprehensive loss

Total shareholders® equity

Total liabilities and sharcholders® equity

FIRST RELIANCE BANCSHARES, INC.

Condensed Consolidated Balance Sheets

See notes to condesed financial statements
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June 30, December 31,
2008 2007
(Unaudited) (Audited)
6,771,796 7,164,650
6,015,000 -
12,792,796 7,164,650
55,125,216 58,580,313
4,372,200 3,930,400
59,497,416 62,510,713
10,447,997 19,600,850
466,428,206 468,137,690
(5,740,860) (5,270,607)
460,687,346 462,867,083
23,678,331 22,233,746
2,712,271 3,092,767
473,550 196,950
10,769,838 10,540,273
4,092,857 3,497,180
585,152,402 591,704,212
47,008,751 43,542,528
28,321,944 39,450,393
82,073,717 85,819,481
179,899,406 169,825,252
118,971,469 110,860,061
456,275,287 449,497.715
6,421,356 17,927,754
- 13,359,000
68,500,000 69,000,000
3,000,000 3,000,000
10,310,000 10,310,000
596,016 761,571
2,396,273 814,262
547,498,932 554,676,308
35,135 34,946
(237,078) (152,762)
26,050,718 25,875,012
(153,500) (145,198)
12,722.9017 11,417,275
(764,722) (1,369)
37,653,470 37,027,904
585,152,402 591,704,212
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FIRST RELIANCE BANCSHARES, INC.
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C i C i S of Income
(Unaudited)
Six Months Ended Three Months Ended
June 30, June 30,
2008 2007 2008 2007
Interest income:
Loans, including fees $ 17,660,316 8 16,510,892 8,560,841 N 8,618,219
Investment securities:
Taxable 615,964 446,076 329,580 211,742
Nontaxable 655,492 352,957 327,882 182,816
Federal funds sold 11,840 336,410 9,947 257,151
Other interest income 113,964 87,880 62,674 41,575
Total 19,117,576 17,734,215 9,290,924 9,318,103
Interest expense:
Time Deposits over $100,000 4,032,916 3,152,637 1,995,863 1,760,167
Other deposits 3,405,068 4,604,489 1,502,973 2,416,821
Other interest expense 1,884,358 923,937 964,838 476,644
Total 9,322,342 8,681,063 4,463,674 4,653,632
Net interest income 9,795,234 9,053,152 4,827,250 4,664,471
Provision for loan losses 1,147,397 460,436 645,794 325,202
Net interest income after provision for loan losses 8,647,837 8,592,716 4,181,456 4,339,269
Nonintercst income:
Service charges on deposit accounts 929,852 908,437 492,117 465,767
Gatin on s of mortgage loans 1,126,357 1,116,131 566,973 645,889
Brokerage fees 106,557 85,869 56,227 45,009
Income from Bank Owned Life Insurance 229,565 201,050 107,811 100,310
Other charges, commissions and lecs 238,095 167,394 124,823 89,632
Gain on sale of securities - 5,996 - 4,975
Gain on sale of other real estate - 20,374 - 11,009
Gain on sale of fixed assets - 16,104 - 1,689
Other non-interest income 100,869 95,556 50,950 59,446
Total 2,731,295 2,616,911 1,399,501 1,423,726
Noninterest expenses:
Salarics and employee benelits 5,153,376 5,227,430 2,808,625 2,631,655
Occupancy expunse 731,432 655,892 391,729 318,496
Furniture and equipment expense 422,490 419,763 209,531 229,102
Other operating expenses 2,554,715 2,688,958 1,317,792 1,307,548
Total 9,462,073 8,992,043 4,721,671 4,436,801
Income before income taxes 1,917,059 2,217,584 853,280 1,276,194
Income tax expense 407,515 602,669 169,859 368,486
Net income S 1,509,544 S 1,614,915 683,421 S 907,708
Earnings per share
Basic carnings per share N 0.43 s 0.47 0.20 s 0.26
Diluted camings per share N 043 S 0.45 020 § 0.26

Sce notes to condesed financial statements
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FIRST RELIANCE BANCSHARES, INC.
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Cond d Ci lidated of Sharcholders' Equity and Comprehensive Income
For the six months ended June 30, 2008 and 2007
(Unaudited)
Accumulated
Other
Compre-
bensive
Common Stock Restricted Treayury Retained Income
Sbares Amount Surplus Stock Stock Earnings (Losy) Total
Balance,

December 31, 2006 3424878 S 34249 S 25257814 5 66,131) - s 8857755 8 9576 § 34,093,263
Netincome 1614915 1614915
Other comprehensive

loss, net of tax

benefit o $222,198 (433,634) (433,634)
Comprehensive income 1,181,281
Issuance of shares (o 404c plun 13,383 134 198,246 198,380
Restricted stock 7018 7 106.663 (76397) 30337
Exercise of stock options 39,145 391 213,430 213,821
Balance, June 30, 2007 348354 S s 15,776,153 3 (142.528) -3 WATLETH S (424,058) 3 35,717,082
Bahice,

December 31, 2007 3494646 S 946 S RIS (152,762) (45,198) S 047275 § 1369 § 37,027,904
Adjustment to reflect the

cumulative-eflect of change in

Accounting for Life Insurunce

Amangement (203,902) (203,902)
Balance

December 3, 2007 3494,646 34,946 875,012 (152.762) (145,198) 1,213373 (1,369) 36,824,002
Net income 1,509,544 1,509,544
Other comprehensive foss

Net of tax

benefit o $393 242 (763.353) (763353)
Comprahensive lncome 746,191
Purchuse of Treasury Stock (8302) (8302)
Restricted stock 14,028 140 150,739 (84.316) 66,563
Excreise of Stock Options 4,850 49 24.967 25,016
Balance, June 30, 2008 3513,524 8 EENEC 26,050,718 S (237,078) (53,500 3 2712917 8472 5 37,653470

See notes to condesed financial statements
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FIRST RELIANCE BANCSHARES, INC.

C C i das of Cash Flows
(Unaudited)

Six Months Ended
June 30,

2008 2007

Cash flows from operating activities:
Net income s 1,509,544 s 1,614.915
Adjustments to reconcile net income o net cash
Provided by operating activities:

Provision for loan losses 1,147,397 460,436
Depreciation and amortization expense 472,929 359,363
Gain on sale of equipment - (16,104)
Gain on sale of other real estate owned - (20,374)
Gain on sale of available-for-sale securities - (5,996)
Write down of other real estate owned 106,750 -
Discount accretion and premium amortization 15,581 31,135
Disbursements for loans held-for-sale (74.296,578) (69,616,601)
Proceeds from loans held-for-sale 83,449,431 69,775,703
Deferred income tax benefit (582,426) (1,005,942)
Decrease in interest receivable 380,496 42,850
Increase (decrease) in interest payable (171,561) 14,131
A ization of deferred P ion on restricted stock 66,563 30,337
Increase (decrease) in other liabilities 1,405,049 (661,247)
(Increase) decrease in other assets 3,078 165,044
Net cash provided by opcrating activities 13,506,253 1,167,650

Cash flows from investing activities:
Net (increase) decrease in loans receivable 623,490 (51,218,168)

Purchases of securities available-for-sale - (10,019,236)
Proceeds on sales of securities available-for-sale - 9,785,569
Aaturities of s ities available-for-sal 2,282,921 1,067,689
Purchase of non marketable equity securities (441,800) (857,300)
Proceeds on sale of nonmarketable equity securities - 1,052,000
Sales of other real estate owned 25,500 869,222
Proceeds from disposal of premises, fumiture, and equipment - 38,066
Purchases of premises and equipment (1,797,105) (4,489,472)
Net cash provided (used) by investing activities 693,006 (53,771,630)
Cash flows from financing activities:
Nt increase (decrease) in demand deposits, interest bearing and savings accounts (11,407,990) 6,892,789
Net increase in certificates of deposit and other time deposits 18,185,561 44,922,760
Decrease in Federal Funds purchased (13,359,000) -
Net (decrease) increase in securities sold under agreements to repurchase (1,506,398) 3,010,825
Decrease in advances from the Federal Home Loan Bank (500,000) (2,500,000)
Proceeds from issuance of shares 10 ESOP - 198,380
Sale of treasury stock (8,302) -
Procecds from the excrcise of stock options 25,016 213,821
Net cash provided (used) by financing activities (8,571,113) 52,738,575
Net increase in cash and cash equivalents 5,628,146 134,595
Cash and cash equivalents, beginning of period 7,164,650 31,463,075
Cash and cash equivalents, end of period S 12,792,796 3 31,597,670
Cash paid during the period for
Income taxes s 922,499 $ 378,034
Interest $ 9,493,903 $ 8,695,194

See notes to condensed financial statements.
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FIRST RELIANCE BANCSHARES, INC.

Notes to C C idated Financial §
N - Basis of Prescatation
The accompanying financial statements have been prepared in accordance with the requirements for interim financial and, lingly, they are lensed and omit discl , which would substantially duplicate those contained in the
most recent annual report to shareholders. The financial statements as of fune 30, 2008 and 2007 and for the interim periods then ended are unaudited and, in the opinion of include all adj ol normal recurring accruals)

considered necessary for a fair presentation. The financial information as of December 31, 2007 has been derived from the audited financial statements as of that date. For further information, refer to the financial statements and the notes included in
First Reliance Bancshares, Inc.'s 2007 Annual Report on Form 10-K.

Note 2 - Recently Issued A ing P

The following is a summary of recent authoritative pronouncements:

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” (“SFAS 141(R)") which replaces SFAS 141, SFAS 141(R) establishes principles and requirements for how an acquirer in a business combination recognizes and
measurcs in its financial statements the identifiable assets acquired, the liabilitics assumed, and any controlling interest; recognizes and measures goodwill acquired in the business combination or a gain from a bargain purchase; and determines what
information to disclose to enable users of the financial statements to evaluate the nature and fnancial effects of the business combination. SFAS 141(R) is effcctive for acquisitions by the Company taking place on or after January 1, 2009. Early
adoption is prohibited. Accordingly, a calendar year-cnd company is required to record and disclose business combinations following existing accounting guidance until January 1, 2009. The Company will assess the impact of SFAS 141(R) if and

when a future acquisition occurs.

In December 2007, the FASB issucd SFAS No. 160, * ling Interests in C lidated Financial -an i of ARB No. 51" (“SFAS 160"). SFAS 160 establishes new accounting and reporting standards for the noncontrolling
interest in a subsidiary and for the deconsolidation of a subsidiary. Before this statement, limited guidance cxisted for reporting noncontrolling interests (minority interest). As a result, diversity in practice exists. [n some cases minority interest is
reported as a liability and in others it is reported in the mezzanine section between liabilities and equity. Speci ly. SFAS 160 requires the recognition of @ noncontrolling interest (minority interest) as equity in the consolidated finan stalements
and separate from the parent's equity. The amount of net income attributable to the noncontrolling interest will be included in consolidated net income on the face of the income statement. SFAS 160 clarifies that changes in a parent’s ownership
interest in a subsidiary that do not result in d lidation are equity tr i if’ the parent retains its controlling financial interest. In addition, this statement requires that a parent recognize gain or loss in net income when a subsidiary is
deconsolidated. Such gain or loss will be measured using the fair value of the lling equity i on the lidation date. SFAS 160 also includes expanded disclosure requirements regarding the interests ol the parent and its
noncontrolling interests. SFAS 160 is effective for the Company on January 1, 2009. Earlier adoption is prohibited. The Company is currently evaluating the impact, if any, the adoption of SFAS 160 will have on its financial position, results of

operations and cash flows

In March 2008, the FASB issucd SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activitics” (“SFAS 161%). SFAS 161 requires enhanced disclosures about an entity's derivative and hedging activities and thereby improving the
transparency of financial reporting. It is intended 1o enhance the current disclosure framework in SFAS 133 by requiring that objectives for using derivative i be di 1 in terms of underlying risk and accounting designation. This
disclosure betier conveys the purpose of derivative use in terms of the risks that the entity is intending to manage. SFAS 161 is effective for the Company on January 1, 2009. This pronouncement does not impact accounting measurements but will
result in additional disclosures if the Company is involved in material derivative and hedging activities at that time.

In February 2008, the FASB issued FASB Staf( Position No. 140-3, “Accounting for Transfers of Financial Assets and Repurchase Financing Transactions” (“FSP 140-3"). This FSP pravides guidance on accounting for a transfer of a financial asset
and the transferor’s repurchase financing of the asset. This FSP presumes that an initial transfer of a financial asset and a repurchase financing are considered part of the same arrangement (linked transaction) under SFAS No. 140. However, if certain
criteria are met, the initial transfer and repurchase financing are not eval 1 as a linked ion and are | separately under Statement 140, FSP 140-3 will be effective for financial statements issued for fiscal years beginning after
November 15, 2008, and interim periods within those fiscal years and earlier application is not permitted. A lingly, this FSP is clfective for the Company on January 1, 2009. The Company is currently evaluating the impact, if any, the adoption of
FSP 140-3 will have on its financial position, results of operations and cash flows.
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Notes to C o i i ial §

Note 2 - Recently Issued Accounting Pr § inved

In April 2008, the FASB issued FASB Staff Position No. 142-3, “Determination of the Useful Life of Intangible Assets™ (“FSP 142-3"). This FSP amends the factors that should be in ping renewal or i ions used to
determine the useful life of a recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets™. The intent of this FSP is to improve the consistency between the useful life of a recognized intangible under SFAS No. 142
and the period of expected cash flows used to measure the fair value of the asset under SFAS No. 141(R), “Business Combinations,” and other U.S. generally accepted accounting principles. This FSP is effective for financial statements issued for fiscal
years beginning afier December 15, 2008, and interim periods within those fiscal years and early adoption is prohibited. Accordingly, this FSP is effective for the Company on January 1, 2009. The Company does not believe the adoption of FSP 142-3
will have a material impact on its financial position, results of operations or cash flows.

Effective January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements™ (“SFAS 157") which provides a framework for measuring and disclosing fair value under generally accepted accounting principles. SFAS 157 requires
disclosures about the fair value of assets and liabilities recognized in the balance sheet in periods sub to initial ition, whether the are made on a recurring basis (for example, available-for-sale i ities) or on a
nonrecurring basis (for example, impaired loans).

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. SFAS 157 also establishes a fair value hicrarchy which requires an entity to maximize the use ol observable inputs and minimize the use of unobservable inputs when measuring fair value. The standard describes
three levels of inputs that may be used to measure fair value: :

Level 1 Quoted prices in active markets for identical assets or liabilities. Level | assets and liabilities include debt and equity securities and derivative contracts that are traded in an
active exchange market, as well as U.S. Treasuries and money market funds.

Level 2 Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities. Level 2 assets and liabilities include debt securities
with quoted prices that are<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>