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PART I

ITEM 1.  BUSINESS

The disclosures set forth in this item are qualified by ITEM 1A. RISK FACTORS and the section captioned “Caution
About Forward-Looking Statements” and other cautionary statements set forth elsewhere in this report.

General

Village Bank and Trust Financial Corp. (the “Company”) was incorporated in January 2003 and was organized under
the laws of the Commonwealth of Virginia as a bank holding company whose activities consist of investment in its
wholly-owned subsidiary, Village Bank (the “Bank”).  The Bank opened to the public on December 13, 1999 as a
traditional community bank offering deposit and loan services to individuals and businesses in the Richmond, Virginia
metropolitan area.  During 2003, the Company acquired or formed three wholly owned subsidiaries of the Bank,
Village Bank Mortgage Corporation (“Village Bank Mortgage”), a full service mortgage banking company, Village
Insurance Agency, Inc. (“Village Insurance”), a full service property and casualty insurance agency, and Village
Financial Services Corporation (“Village Financial Services”), a financial services company.  Currently, Village
Insurance and Village Financial Services have no ongoing operations.  In addition we provide investment services
through a separate division of the Bank, Village Investment Services.

The Company is the holding company of and successor to the Bank.  Effective April 30, 2004, the Company acquired
all of the outstanding stock of the Bank in a statutory share exchange transaction.  In the transaction, the shares of the
Bank’s common stock were exchanged for shares of the Company’s common stock, par value $4.00 per share
(“Common Stock”), on a one-for-one basis.  As a result, the Bank became a wholly-owned subsidiary of the Company,
the Company became the holding company for the Bank and the shareholders of the Bank became shareholders of the
Company.

We offer a wide range of banking and related financial services, including checking, savings, certificates of deposit
and other depository services, and commercial, real estate and consumer loans.  In addition we provide investment
services through a separate division of the Bank, Village Investment Services.  We are a community-oriented and
locally managed financial institution focusing on providing a high level of responsive and personalized services to our
customers, delivered in the context of a strong direct relationship with our customers.  We conduct our operations
from our main office/corporate headquarters location in Chesterfield County, and we have fourteen branch offices.

On October 14, 2008, Village Bank and Trust Financial Corp. and Village Bank completed a merger with River City
Bank from which the Company acquired approximately $154 million in assets and three branch offices.

Business Strategy

Our current business strategies include the following:

•To be a full service financial services provider enabling us to establish and maintain relationships with our
customers.

•To reduce the level of our nonperforming assets.  Nonperforming assets, consisting of nonaccrual loans and real
estate acquired through foreclosure, reached record highs in 2011 and continue to have a negative effect on
profitability.  We have committed significant resources to reduce the level of nonperforming assets.
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●     To comply with the requirements agreed to with our Regulatory Authorities.  The Bank has entered into an
agreement with the Federal Deposit Insurance Corporation and the Virginia Bureau of Financial Institutions,
agreeing among other matters to: (1) improve its credit risk exposure; (2) comply with regulatory capital
requirements of 8% Tier 1 leverage capital and 11% total risk-based capital ratios; and (3) not grow its assets more
than 10% per year.  This agreement is more fully discussed later in this Annual Report.

•In addition, the Company also entered into a Memorandum of Understanding with the Federal Reserve Bank of
Richmond (the “Reserve Bank”).  Pursuant to this Memorandum of Understanding, the Company must submit to the
Reserve Bank acceptable policies and procedures to ensure that the Company does not violate Sections 23A and
23B of the Federal Reserve Act and Regulation W of the Federal Reserve, which governs transactions between the
Company and the Bank.  In addition, the Company will not, without prior written approval of the Reserve Bank:

o declare or pay any dividends on its common stock or preferred stock;
o take dividends or any other form of payment representing a reduction in capital from the Bank;

o make any payments on trust preferred securities;
o incur, increase, repay, refinance or guarantee any debt; or

o purchase or redeem any shares of its stock.

•To reduce our total assets and liabilities.  Due to a continued depressed economy as well as capital limitations, we
will be making efforts to decrease our loans, deposits and borrowings in 2012.  These efforts may include reducing
our lending efforts, repricing of higher cost certificates of deposit to encourage these customers to withdraw their
deposits, and not replacing maturing Federal Home Loan Bank advances as they mature.

•To attract commercial and retail customers by providing the breadth of products offered by larger banks while
maintaining the quick response and personal service of a community bank.  We will continue to look for
opportunities to expand our products and services.  We have established a diverse product line, including
commercial, mortgage and consumer loans as well as a full array of deposit products and services.

Our officers, employees and the directors live and work in our market area.  We believe that the existing and future
banking market in our community represents an opportunity for locally owned and locally managed community
banks.  In view of the continuing trend in the financial services industry toward consolidation into larger, statewide,
regional and national institutions, the market exists for the personal and customized financial services that an
independent, locally owned bank with local decision making can offer.  With the flexibility of our smaller size and
through an emphasis on relationship banking, including personal attention and service, we can be more responsive to
the individual needs of our customers than our larger competitors.  As a community oriented and locally managed
institution, we make most of our loans in our community and can tailor our services to meet the banking and financial
needs of our customers who live and do business in our market.

Location and Market Area

Our overall strategy is to become the premier financial institution serving the Richmond metropolitan area.  We
recognized early on that to be successful with this strategy, we needed to grow aggressively, expanding our branch
network to reach the most people possible.  Initially, we focused our operations in Chesterfield County, Virginia,
which, despite its potential for business development and population growth, has been underserved by community
banks.  Chesterfield’s resources are very favorable for businesses seeking a profitable and stable environment.  The
county offers superb commercial and industrial sites, an educated work force, well-designed and developed
infrastructure
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and a competitive tax structure.  Chesterfield has been awarded the U.S. Senate Gold Medallion for Productivity and
Quality.  The county has the highest bond rating from three rating agencies - Standard and Poors, Moody’s and Fitch.

Once we established a strong banking presence in Chesterfield County market with eight branches, we continued the
implementation of our strategy by expanding our franchise into other counties in the Richmond Metropolitan area.  In
addition to Chesterfield County, we have now opened three branches in both Hanover and Henrico Counties and one
in Powhatan County; all three along with Chesterfield have seen strong population growth in recent years.  Our
mortgage company has experienced a significant increase in loan production as a result of the addition of a loan
production office in Northern Virginia.

At December 31, 2011, we had fourteen full service banking offices, which were staffed by 54 full-time
employees.  Our senior staff averages more than 25 years of professional or banking experience.  Our principal office,
which houses our executive officers and loan department, was opened in August 2008 and is located at 15521
Midlothian Turnpike, Midlothian, Virginia 23113.  Our main telephone number is (804) 897-3900.

Historically the Richmond Metropolitan area has been a favorable market for us to provide banking
services.  However, with the depressed economy that started in late 2008 and was prevalent throughout 2009, 2010
and 2011, this market area was negatively impacted by the decline in the housing market, especially in Chesterfield
County where residential housing has been an economic driver in the past.  Because a substantial part of our loan
portfolio is collateralized by residential real estate primarily in Chesterfield County, this decline in the housing market
has had a negative impact on our asset quality.  The result has been a substantial increase in nonperforming assets, and
in turn, a negative impact on profitability.  See further discussion of nonperforming assets under Asset Quality in
Management’s Discussion and Analysis of Financial Condition and Results of Operations following.

Banking Services

We receive deposits, make consumer and commercial loans, and provide other services customarily offered by a
commercial banking institution, such as business and personal checking and savings accounts, drive-up windows, and
24-hour automated teller machines.  We have not applied for permission to establish a trust department and offer trust
services.  We are not a member of the Federal Reserve System.  Our deposits are insured under the Federal Deposit
Insurance Act to the limits provided thereunder.

We offer a full range of short-to-medium term commercial and personal loans.  Commercial loans include both
secured and unsecured loans for working capital (including inventory and receivables), business expansion (including
acquisition of real estate and improvements) and purchase of equipment and machinery.  Consumer loans include
secured and unsecured loans for financing automobiles, home improvements, education and personal
investments.  We also originate fixed and variable rate mortgage loans and real estate construction and acquisition
loans.  Residential loans originated by our mortgage company are usually sold in the secondary mortgage market.

Our lending activities are subject to a variety of lending limits imposed by federal and state law.  While differing
limits apply in certain circumstances based on the type of loan or the nature of the borrower (including the borrower’s
relationship to the bank), in general, for loans that are not secured by readily marketable or other permissible
collateral, we are subject to a loans-to-one borrower limit of an amount equal to 15% of our capital and surplus.  We
may voluntarily choose to impose a policy limit on loans to a single borrower that is less than the legal lending
limit.  We are a member of the Community Bankers’ Bank and may participate out portions of loans when loan
amounts exceed our legal lending limits or internal lending policies.

Lending Activities
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In addition, we also provide a select range of real estate finance services.  Our primary lending activities are
principally directed to our market area.

Loan Portfolio.  The net loan portfolio was $412,567,000 at December 31, 2011, which compares to $446,555,000 at
December 31, 2010.  The Company continued to see a decline in loan levels in 2011, with a decline of 7.6% compared
to a decline of 2.3% in 2010.  The declines in loans in 2011 and 2010 were a direct result of the prolonged economic
downturn and our decision to increase capital ratios to meet regulator requirements.  We intend to allow our loan level
to continue to decline in 2012 in order to assist us in meeting the capital ratios required by our regulators.  Our loan
customers are generally located in the Richmond metropolitan area.

Commercial Real Estate Lending.  We finance commercial real estate for our clients and commercial real estate loans
represent the largest segment of our loan portfolio.  This segment of our loan portfolio has been the largest segment
since 2004 due to the significant real estate opportunities in our market area.  We generally will finance
owner-occupied commercial real estate at an 80% loan-to-value ratio or less.  In many cases our loan-to-value ratio is
less than 80%, which provides us with a higher level of collateral security.  Our underwriting policies and procedures
focus on the borrower’s ability to repay the loan as well as assessment of the underlying real estate.  Risks inherent in
managing a commercial real estate loan portfolio relate to sudden or gradual drops in property values as well as
changes in the economic climate.  We attempt to mitigate those risks by carefully underwriting loans of this type as
well as following appropriate loan-to-value standards.  Commercial real estate loans (generally owner occupied) at
December 31, 2011 were $168,796,000, or 39.5% of the total loan portfolio.

Residential Mortgage Lending.  We make permanent residential mortgage loans for inclusion in the loan
portfolio.  We seek to retain in our portfolio variable rate loans secured by one-to-four-family residences.  However,
the majority of permanent residential loans are made by the Bank’s subsidiary, Village Bank Mortgage, which sells
them to investors in the secondary mortgage market on a pre-sold basis.  Given the low fixed rate residential loan
market in recent years, this allows us to offer this service to our customers without retaining a significant low rate
residential loan portfolio which would be detrimental to earnings as interest rates increase.  We originate both
conforming and non-conforming single-family loans.

Before we make a loan we evaluate both the borrower’s ability to make principal and interest payments and the value
of the property that will secure the loan.  We make first mortgage loans in amounts up to 90% of the appraised value
of the underlying real estate.  We retain some second mortgage loans secured by property in our market area, as long
as the loan-to-value ratio combined with the first mortgage does not exceed 90%.  For conventional loans in excess of
80% loan-to-value, private mortgage insurance is required.

Our current one-to-four-family residential adjustable rate mortgage loans have interest rates that adjust annually after
a fixed period of 1, 3 and 5 years, generally in accordance with the rates on comparable U.S. Treasury bills plus a
margin.  Our adjustable rate mortgage loans generally limit interest rate increases to 2% each rate adjustment period
and have an established ceiling rate at the time the loans are made of up to 6% over the original interest rate.  There
are risks resulting from increased costs to a borrower as a result of the periodic repricing mechanisms of these
loans.  Despite the benefits of adjustable rate mortgage loans to our asset/liability management, they pose additional
risks, primarily because as interest rates rise; the underlying payments by the borrowers rise, increasing the potential
for default.  At the same time, the marketability of the underlying property may be adversely affected by higher
interest rates.  At December 31, 2011, $135,948,000, or 31.8% of our loan portfolio, consisted of residential mortgage
loans.

Real Estate Construction Lending.  This segment of our loan portfolio is predominantly residential in nature and
comprised of loans with short duration, meaning maturities of twelve months or less.  Residential houses under
construction and the underlying land for which the loan was obtained secure the construction loans.  Construction
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estimated prior to the completion of the home.  Thus it is more difficult to evaluate accurately the total loan funds
required to complete a project and related loan-to-value ratios.  To mitigate these risks we generally limit loan
amounts to 80% of appraised values on pre-sold homes and 75% on speculative homes, and obtain first lien positions
on the property taken as security.  Additionally, we offer real estate construction financing to individuals who have
demonstrated the ability to obtain a permanent loan.  At December 31, 2011, construction loans totaled $80,527,000,
or 18.8% of the total loan portfolio.

Commercial Business Lending.  Our commercial business lending consists of lines of credit, revolving credit
facilities, term loans, equipment loans, stand-by letters of credit and unsecured loans.  Commercial loans are written
for any business purpose including the financing of plant and equipment, carrying accounts receivable, general
working capital, contract administration and acquisition activities.  Our client base is diverse, and we do not have a
concentration of loans in any specific industry segment.  Commercial business loans are generally secured by accounts
receivable, equipment, inventory and other collateral such as marketable securities, cash value of life insurance, and
time deposits.  Commercial business loans have a higher degree of risk than residential mortgage loans, but have
higher yields.  To manage these risks, we generally obtain appropriate collateral and personal guarantees from the
borrower’s principal owners and monitor the financial condition of business borrowers.  The availability of funds for
the repayment of commercial business loans may substantially depend on the success of the business itself.  Further,
the collateral for commercial business loans may depreciate over time and cannot be appraised with as much precision
as residential real estate.  All commercial loans we make have recourse under the terms of a promissory note.  At
December 31, 2011, commercial loans totaled $37,735,000, or 8.8% of the total loan portfolio.

Consumer Installment Lending.  We offer various types of secured and unsecured consumer loans.  We make
consumer loans primarily for personal, family or household purposes as a convenience to our customer base since
these loans are not the primary focus of our lending activities.  Our general guideline is that a consumer’s total debt
service should not exceed 40% of the consumer’s gross income.  Our underwriting standards for consumer loans
include making a determination of the applicant’s payment history on other debts and an assessment of his or her
ability to meet existing obligations and payments on the proposed loan.  The stability of an applicant’s monthly income
may be determined by verification of gross monthly income from primary employment and additionally from any
verifiable secondary income.  Consumer loans totaled $4,866,000 at December 31, 2011, which was 1.1% of the total
loan portfolio.

Loan Commitments and Contingent Liabilities.  In the normal course of business, the Company makes various
commitments and incurs certain contingent liabilities which are disclosed in the footnotes of our annual financial
statements, including commitments to extend credit.  At December 31, 2011, undisbursed credit lines, standby letters
of credit and commitments to extend credit totaled $62,594,000.

Credit Policies and Administration.  We have a comprehensive lending policy, which includes stringent underwriting
standards for all types of loans.  Our lending staff follows pricing guidelines established periodically by our
management team.  In an effort to manage risk, all credit decisions in excess of the officers’ lending authority must be
approved prior to funding by a management loan committee and/or a board of directors-level loan committee.  Any
loans above $5,000,000 require full board of directors’ approval.  Management believes that it employs experienced
lending officers, secures appropriate collateral and carefully monitors the financial conditions of our borrowers and
the concentration of such loans in the portfolio.

In addition to the normal repayment risks, all loans in our portfolio are subject to the state of the economy and the
related effects on the borrower and/or the real estate market.  Generally, longer-term loans have periodic interest rate
adjustments and/or call provisions.  Our senior management monitors the loan portfolio closely to ensure that past due
loans are minimized and that potential problem loans are swiftly dealt with.  In addition to the internal business
processes employed in the credit administration area, the Company utilizes an outside consulting firm to review the
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independent commentary on specific loans and loan administration activities.

Lending Limit.  As of December 31, 2011, our legal lending limit for loans to one borrower was approximately
$6,880,000.  However, we generally will not extend credit to any one individual or entity in excess of $5,000,000,
and, as noted above, any amount over that must be approved by the full Board of Directors.

Investments and Funding

We balance our liquidity needs based on loan and deposit growth via the investment portfolio, purchased federal
funds, and Federal Home Loan Bank advances.  It is our goal to provide adequate liquidity to support our loan
growth.  Should we have excess liquidity, investments are used to generate earnings.  In the event deposit growth does
not fully support our loan growth, a combination of investment sales, federal funds and Federal Home Loan Bank
advances will be used to augment our funding position.  However, we believe that due to a continued depressed
economy as well as capital limitations, we will be making efforts to decrease our loans, deposits and borrowings in
2012.  These efforts will include reducing our lending efforts, repricing of higher cost certificates of deposit to
encourage these customers to withdraw their deposits, and not replacing maturing Federal Home Loan Bank advances
as they mature.

Our investment portfolio is actively monitored and is classified as “available for sale.”  Under such a classification,
investment instruments may be sold as deemed appropriate by management.  On a monthly basis, the investment
portfolio is marked to market via equity as required by generally accepted accounting principles.  Additionally, we use
the investment portfolio to balance our asset and liability position.  We will invest in fixed rate or floating rate
instruments as necessary to reduce our interest rate risk exposure.

For securities classified as available-for-sale securities, we evaluate whether a decline in fair value below the
amortized cost basis is other than temporary.  If the decline in fair value is judged to be other than temporary, the cost
basis of the individual security is written down to fair value as a new cost basis and the amount of the write-down is
included in earnings.  There were no securities at December 31, 2011 where a decline in market value was considered
other than temporary.

Asset and Liability Management

Our Asset Liability Management Committee (ALCO), composed of senior managers of the Bank, manages the Bank’s
assets and liabilities and strives to provide a stable, optimized net interest income and margin, adequate liquidity and
ultimately a suitable after-tax return on assets and return on equity. ALCO conducts these management functions
within the framework of written policies that the Bank’s board of directors has adopted.  ALCO works to maintain an
acceptable position between rate sensitive assets and rate sensitive liabilities.  The board of directors oversees the
ALCO function on an ongoing basis.

Competition

We encounter strong competition from other local commercial banks, savings and loan associations, credit unions,
mortgage banking firms, consumer finance companies, securities brokerage firms, insurance companies, money
ma r k e t  mu t u a l  f u nd s  a nd  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .   A  numbe r  o f  t h e s e  c ompe t i t o r s  a r e
well-established.  Competition for loans is keen, and pricing is important.  Most of our competitors have substantially
greater resources and higher lending limits than ours and offer certain services, such as extensive and established
branch networks and trust services, which we do not provide at the present time.  Deposit competition also is strong,
and we may have to pay higher interest rates to attract deposits.  Nationwide banking institutions and their branches
have increased competition in our markets, and federal legislation adopted in 1999 allows non-banking companies,
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acquisitions involving all four regional banks formerly headquartered in central Virginia over the past fifteen
years.  Additionally, other larger banks from outside Virginia have acquired local banks.  We believe that the
Company can capitalize on the such merger activity and attract customers from those who are dissatisfied with the
acquired banks.

At June 30, 2011, the latest date such information is available from the FDIC, the Bank’s deposit market share in
Chesterfield County was 8.37% and 0.75% in the Richmond MSA.

Regulation

We are subject to extensive regulation by certain federal and state agencies and receive periodic examinations by
those regulatory authorities.  As a consequence, our business is affected by state and federal legislation and
regulations.

General. The discussion below is only a summary of the principal laws and regulations that comprise the regulatory
framework applicable to us.  The descriptions of these laws and regulations, as well as descriptions of laws and
regulations contained elsewhere herein, do not purport to be complete and are qualified in their entirety by reference
to applicable laws and regulations.  In recent years, regulatory compliance by financial institutions such as ours has
placed a significant burden on us both in costs and employee time commitment.

Bank Holding Company.  The Company is a bank holding company under the federal Bank Holding Company Act of
1956, as amended, and is subject to supervision and regulation by the Board of Governors of the Federal Reserve
System (the “Federal Reserve”) and Virginia Bureau of Financial Institutions (the “BFI”).  As a bank holding company,
the Company is required to furnish to the Federal Reserve annual and quarterly reports of its operations and such
additional information as the Federal Reserve may require.  The Federal Reserve, Federal Deposit Insurance
Corporation (the “FDIC”) and BFI also may conduct examinations of the Company and/or its subsidiary bank.

Bank Regulation.  As a Virginia-chartered bank that is not a member of the Federal Reserve System, the Bank is
subject to regulation, supervision and examination by the BFI and the FDIC.  Federal and state law also specify the
activities in which we may engage, the investments we may make and the aggregate amount of loans that may be
granted to one borrower.  Various consumer and compliance laws and regulations also affect our operations.  Earnings
are affected by general economic conditions, management policies and the legislative and governmental actions of
various regulatory authorities, including those referred to above.  The following description summarizes some of the
laws to which we are subject.  The BFI and the FDIC conduct regular examinations, reviewing such matters as the
overall safety and soundness of the institution, the adequacy of loan loss reserves, quality of loans and investments,
management practices, compliance with laws, and other aspects of our operations.  In addition to these regular
examinations, we must furnish the FDIC and BFI with periodic reports containing a full and accurate statement of our
affairs. Supervision, regulation and examination of banks by these agencies are intended primarily for the protection
of depositors rather than shareholders.

Consent Order.  In February 2012, the Bank entered into a Stipulation and Consent to the Issuance of a Consent Order
(“Consent Agreement”) with the FDIC and the BFI (the “Supervisory Authorities”), and the Supervisory Authorities have
issued the related Consent Order (the “Order”) effective February 3, 2012.  The description of the Consent Agreement
and the Order set forth below:

Management. The Order requires that the Bank have and retain qualified management, including at a minimum a chief
executive officer, senior lending officer and chief operating officer, with qualifications and experience commensurate
with their assigned duties and responsibilities within 90 days from the effective date of the order.  Within 30 days of
the effective date of the Order, the Bank must retain a bank consultant to develop a written analysis and assessment of
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plan of action in response to each recommendation contained in the management report, and a timeframe for
completing each action.

Capital Requirements. Within 90 days from the effective date of the Order and during the life of the Order, the Bank
must have Tier 1 capital equal to or greater than 8 percent of its total assets, and total risk-based capital equal to or
greater than 11 percent of the Bank’s total risk-weighted assets.  Within 90 days from the effective date of the Order,
the Bank must submit a written capital plan to the Supervisory Authorities.  The capital plan must include a
contingency plan in the event that the Bank fails to maintain the minimum capital ratios required in the Order, submit
a capital plan that is acceptable to the Supervisory Authorities, or implement or adhere to the capital plan.

Charge-offs. The Order requires the Bank to eliminate from its books, by charge-off or collection, all assets or
portions of assets classified “Loss” and 50 percent of those classified “Doubtful”.  If an asset is classified “Doubtful”, the
Bank may, in the alternative, charge off the amount that is considered uncollectible in accordance with the Bank’s
written analysis of loan or lease impairment.  The Order also prevents the Bank from extending, directly or indirectly,
any additional credit to, or for the benefit of, any borrower who has a loan or other extension of credit from the Bank
that has been charged off or classified, on whole or in part, “loss” or “doubtful” and is uncollected.  The Bank may not
extend, directly or indirectly, any additional credit to any borrower who has a loan or other extension of credit from
the Bank that has been classified “substandard.”  These limitations do not apply if the Bank’s failure to extend further
credit to a particular borrower would be detrimental to the best interests of the Bank.

Asset Growth. While the Order is in effect, the Bank must notify the Supervisory Authorities at least 60 days prior to
undertaking asset growth that exceeds 10% or more per year or initiating material changes in asset or liability
composition.  The Bank’s asset growth cannot result in noncompliance with the capital maintenance provisions of the
Order unless the Bank receives prior written approval from the Supervisory Authorities.

Restriction on Dividends and Other Payments. While the Order is in effect, the Bank cannot declare or pay dividends,
pay bonuses, or pay any form of payment outside the ordinary course of business resulting in a reduction of capital
without the prior written approval of the Supervisory Authorities.  In addition, the Bank cannot make any distributions
of interest, principal, or other sums on subordinated debentures without prior written approval of the Supervisory
Authorities.

Brokered Deposits. The Order provides that the Bank may not accept, renew, or roll over any brokered deposits unless
it is in compliance with the requirements of the FDIC regulations governing brokered deposits.  These regulations
prohibit undercapitalized institutions from accepting, renewing, or rolling over any brokered deposits and also prohibit
undercapitalized institutions from soliciting deposits by offering an effective yield that exceeds by more than 75 basis
points the prevailing effective yields on insured deposits of comparable maturity in the institution’s market area.  An
“adequately capitalized” institution may not accept, renew, or roll over brokered deposits unless it has applied for and
been granted a waiver by the FDIC.

Written Plans and Other Material Terms. Under the terms of the Order, the Bank is required to prepare and submit the
following written plans or reports to the FDIC and the Commissioner:

·Plan to improve liquidity, contingency funding, interest rate risk, and asset liability
management

·Plan to reduce assets of $250,000 or greater classified “doubtful” and “substandard”

·Revised lending and collection policy to provide effective guidance and control over
the Bank’s lending and credit administration functions
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·Effective internal loan review and grading system

·Policy for managing the Bank’s other real estate

·Business/strategic plan covering the overall operation of the Bank

·Plan and comprehensive budget for all categories of income and expense for the
year 2011

·Policy and procedures for managing interest rate risk

·Assessment of the Bank’s information technology function

Under the Order, the Bank’s board of directors has agreed to increase its participation in the affairs of the Bank,
including assuming full responsibility for the approval of policies and objectives for the supervision of all of the
Bank’s activities.  The Bank must also establish a board committee to monitor and coordinate compliance with the
Order.

The Bank has already taken many actions to comply with the Order including establishing a board committee to
monitor and coordinate compliance with the Order, hiring a consultant to assist the Bank with compliance, hiring a
consultant to perform a review of management, charging off all assets or portions of assets classified “Loss” and 50
percent of those classified “Doubtful”, and rewritten our loan policy to address issues identified in the Order.

The Order will remain in effect until modified or terminated by the Supervisory Authorities.

Memorandum of Understanding.  In addition, the Company also entered into a Memorandum of Understanding with
the Federal Reserve Bank of Richmond (the “Reserve Bank”).  Pursuant to this Memorandum of Understanding, the
Company must submit to the Reserve Bank acceptable policies and procedures to ensure that the Company does not
violate Sections 23A and 23B of the Federal Reserve Act and Regulation W of the Federal Reserve, which governs
transactions between the Company and the Bank.  In addition, the Company will not, without prior written approval of
the Reserve Bank:

• declare or pay any dividends on its common stock or preferred stock;
• take dividends or any other form of payment representing a reduction in capital from the Bank;

• make any payments on trust preferred securities;
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