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Research Update:
Carolina First Bank Rating Lowered To

'BB+/B'; Outlook Negative

Overview

e There is greater banking industry risk and potential for higher credit
| osses through 2009-2010.

« W are downgrading Carolina First Bank to 'BB+/ B from' BBB/ A-2'.

e The negative outlook reflects the potential for Carolina First's | oan
portfolio to deteriorate.

Rating Action

On June 17, 2009, Standard & Poor's Ratings Services |owered its counterparty
credit rating on Carolina First Bank to 'BB+/B from'BBB/A-2'. The outlook is
negative. The ratings were renmpved from CreditWatch Negative, where it was

pl aced May 4, 2009.

Rationale

The downgrade reflects our negative view of industry risk and our expectation
that Carolina First's asset quality and profitability will renain under
pressure at |least during the next year, nore so than at similar bank peers. In
particular, we expect Carolina First's large concentration of Florida
construction | oans, which led to net |osses in 2008, to continue to inhibit

t he bank's performance through 2009 and into 2010. W al so expect to see
weakening in Carolina First's South Carolina and North Carolina-based
portfolios in 2009, although they are unlikely to devel op the sane depth of
probl ens that we've seen in Florida

In addition to its asset-quality issues, the conpany's earnings tend to
under performthose of peers as a result of its bel ow peer core deposit funding
and relatively high expense structure, although both of these neasures are
i mprovi ng under the new strategies the conpany's new management team has put
in place. In addition, the conpany perforned relatively worse than its peers
in our recent credit stress testing.

Mtigating our asset-quality concerns sonewhat are the conpany's good
capital position and its adequate liquidity profile; however, these strengths
are outwei ghed by its high concentration of conmercial real estate loans, its
el evated and still rising net charge-offs, and its pressured profitability
outl ook. W al so believe that capitalization ratios could come under
addi tional pressure if our expectation for current |oan | osses materializes.

Managenment has nade a nunber of positive changes in the past year,

i ncluding strengthening its credit managenent team focusing nore on expandi ng
its retail presence within its markets, and reducing its overhead structure.

Al t hough these strategic initiatives are still in the early stages of

i npl enentation and will take tine to bear fruit, we viewthemas positive
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steps that should ultinately strengthen the organi zation. Carolina First Bank
operates a general banking business across South Carolina, North Carolina, and
Florida. It is the primary subsidiary of The South Financial Goup Inc., a
$13.3 billion financial holding company based in Geenville, S.C

The ratings downgrade was part of an ongoing industry review and foll ows
our recent criteria on stress testing and U. S. banks.

Outlook

The outl ook is negative. We see Carolina First's exposure to construction

| oans, particularly inits Florida portfolio, as a source of ongoing stress

t hrough 2009 and 2010. If credit quality weakens nore than we expect under our
base-case stress testing, and profitability and capital |evels suffer
accordingly, we could |ower the rating.

Related Research

e "Credit Stress Testing For Financial Institutions,” published April 29,
2009

e "Stress Testing U S. Financial Institutions,” published April 29, 2009

e "What Stress Tests Reveal about U. S. Banks' Capital Needs," published May
1, 2009

Ratings List
Downgr aded; CreditWatch/ Qutl ook Action

To From
Carolina First Bank
Counterparty Credit Rating BB+/ Negati ve/ B BBB/ WAt ch Neg/ A- 2
South Financial Goup Inc. (The)
Preferred Stock B- BB-/ WAt ch Neg

Conplete ratings information is available to RatingsDirect subscribers at

www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. st andardandpoors. com sel ect your
preferred country or region, then Ratings in the |eft navigation bar, foll owed
by Find a Rating.
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