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Indicate by checkmark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K x

Indicate by checkmark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
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The aggregate market value of the registrant’s common voting and non-voting common equity held by non-affiliates of
the registrant, computed by reference to the price at which the stock was last sold on the NASDAQ Global Market as
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement for the Corporation’s Annual Meeting of Shareholders to be held on May
22, 2012, are incorporated by reference in Part III of this Form 10-K.
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PART I

In addition to historical information, the following report contains forward-looking statements that are subject to risks
and uncertainties that could cause Access National Corporation’s actual results to differ materially from those
anticipated. Readers are cautioned not to place undue reliance on these forward-looking statements, which reflect
management’s analysis only as of the date of the report. For discussion of factors that may cause our actual future
results to differ materially from those anticipated, please see “Item 1A – Risk Factors” and “Item 7 – Management’s
Discussion and Analysis of Financial Condition and Results of Operations – Forward-Looking Statements” herein.

ITEM 1 – BUSINESS

Access National Corporation (the “Corporation” or “ANC”) was organized June 15, 2002 under the laws of Virginia to
operate as a bank holding company.  The Corporation has two active wholly owned subsidiaries:  Access National
Bank (the “Bank” or “ANB”), and Access National Capital Trust II. Effective June 15, 2002, pursuant to an Agreement
and Plan of Reorganization dated April 18, 2002 between the Corporation and the Bank, the Corporation acquired all
of the outstanding stock of the Bank in a statutory share exchange transaction.

The Bank is the primary operating business of the Corporation. The Bank provides credit, deposit, and mortgage
services to middle market commercial businesses and associated professionals, primarily in the greater Washington,
D.C. Metropolitan Area. The Bank was organized under federal law in 1999 as a national banking association to
engage in a general banking business to serve the communities in and around Northern Virginia. Deposits with the
Bank are insured to the maximum amount provided by the Federal Deposit Insurance Corporation (“FDIC”). The Bank
offers a comprehensive range of financial services and products and specializes in providing customized financial
services to small and medium sized businesses, professionals, and associated individuals. The Bank provides its
customers with personal customized service utilizing the latest technology and delivery channels. The various
operating and non-operating entities that support the Corporation’s business directly and indirectly are listed below:

PARENT
ENTITY / COMPANY / YEAR
ACTIVITY SOLE MEMBER ORGANIZED

Access National Corporation N/A 2002

A Virginia corporation with common stock listed on the NASDAQ Global Market, and serves as the Bank’s holding
company. The bank holding company is subject to regulatory oversight by the Federal Reserve System. Its primary
purpose is to hold the common stock of the commercial bank subsidiary and support related capital activities.
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Access National Bank ANC 1999

Primary operating entity holding a national bank charter issued under the laws of the United States. Its principal
activities are subject to regulation by the Office of the Comptroller of the Currency (the “Comptroller”). The Bank’s
primary business is serving the credit, depository and cash management needs of businesses and associated
professionals. Deposits of the Bank are insured by the FDIC.

Access National Mortgage Corporation ANB 1985
(“ANMC” or the “Mortgage Corporation”)

During 2011 the Bank closed the Mortgage Corporation and all mortgage banking activities were transferred to the
Bank under a separate business division of the Bank (the “Mortgage Division”). The Mortgage Corporation ceased
conducting new business on July 1, 2011 and will be dissolved in 2012.

Access Real Estate L.L.C ANB 2003

Access Real Estate was formed to acquire and hold title to real estate for the Corporation. Access Real Estate owns a
45,000 square foot, three story office building located at 1800 Robert Fulton Drive in Reston, Virginia that serves as
the corporate headquarters for the Corporation, Bank, Mortgage Division, and Access Real Estate. Access Real Estate
also owns vacant land in Fredericksburg that was purchased for future expansion of the Bank.

2
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PARENT
ENTITY / COMPANY / YEAR
ACTIVITY SOLE MEMBER ORGANIZED

Access Capital Management Holding, L.L.C (“ACM”)ANB 2011

ACM is a Virginia limited liability company whose sole member is ANB. ACM is the holding company for Capital
Fiduciary Advisors, L.L.C. (“CFA”), Access Investment Services, L.L.C. (“AIS”), and Access Insurance Group, L.L.C.
(“AIG”). ACM provides a full range of wealth management services to individuals.

Capital Fiduciary Advisors, L.L.C. ACM 2011

CFA is a Registered Investment Advisor with the Securities and Exchange Commission (“SEC”) and provides wealth
management services to high net worth individuals, businesses, and institutions. Activities are supervised by the
Bank’s primary regulator, the Comptroller, as well as the SEC.

Access Investment Services, L.L.C. ACM 2011

AIS is a limited liability company whose sole member is ACM. AIS provides financial planning services to clients
along with access to a full range of investment products. Activities are supervised by the Bank’s primary regulator, the
Comptroller, as well as the SEC.

Access Insurance Group, L.L.C. ACM 2011

AIG is a limited liability company whose sole member is ACM. AIG is presently inactive and when activated will
provide access to a wide variety of insurance products.

Access Capital Trust II ANC 2003

A Delaware corporate trust established for the purpose of issuing trust preferred capital securities.
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ACME Real Estate, L.L.C (“ACME” or “ACME Real Estate”)ANB 2007

ACME is a Virginia limited liability company whose sole member is ANB. ACME is a real estate holding company
whose purpose is to hold title to the properties acquired by the Bank either through foreclosure or property deeded in
lieu of foreclosure. Activities are supervised by the Bank’s primary regulator, the Comptroller.

The principal products and services offered by the Bank are listed below:

BUSINESS BANKING SERVICES BUSINESS BANKING SERVICES PERSONAL BANKING
Lending Cash Management SERVICES

Accounts Receivable Lines of Credit

Accounts Receivable Collection

Accounts

Growth Capital Term Loans

Business Acquisition Financing

Partner Buyout Funding

Debt Re-financing

Franchise Financing

Equipment Financing

Commercial Mortgages

Commercial Construction Loans

SBA Preferred Lender Loans

Online Banking

Checking Accounts

Money Market Accounts

Sweep Accounts

Zero Balance Accounts

Overnight Investments

Certificates of Deposit

Business Debit Cards

Lockbox Payment Processing

Payroll Services

Employer Sponsored Retirement Plans

Personal Checking Accounts

Savings / Money Market Accounts

Certificates of Deposit

Residential Mortgage Loans

Asset Secured Loans

Loans for Business Investment

Construction Loans

Lot & Land Loans

Investment Management

Financial Planning

Retirement Account Services

Qualified Plans

Bank revenues are derived from interest and fees received in connection with loans, deposits, and investments. Interest
paid on deposits and borrowings are the major expenses, followed by administrative and operating expenses.
Revenues from the Mortgage Division consist primarily of gains from the sale of loans and loan origination fees.
Major expenses of the Mortgage Division consist of personnel, advertising, and other operating expenses. Revenue,
net of inter-company dividends, generated by the Bank (excluding the Mortgage Division) totaled $38.9 million in
2011. The Mortgage Division contributed $34.3 million; others contributed $1.7 million prior to inter-company
eliminations. In 2011, the Bank’s pre-tax earnings amounted to 79.0% of the Corporation’s total income before taxes
and the Mortgage Division and others contributed the remaining 21.0%.
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The economy, interest rates, monetary and fiscal policies of the federal government, and regulatory policies have a
significant influence on the Corporation, the Bank, the Mortgage Division, and the banking industry as a whole. The
economy shows signs of gradual improvement with the national unemployment rate dropping from 9.1% in January,
2011 to 8.3% in January, 2012. The January, 2012 statement of the Federal Open Market Committee (“FOMC”)
projected interest rates will remain low until the end of 2014. The continued low rate environment will help to keep
mortgage rates low, which is favorable for mortgage originations, but will continue to stress net interest margins.

The Bank operates from five banking centers located in Virginia: Chantilly, Tyson’s Corner, Reston, Leesburg and
Manassas, and online at www.accessnationalbank.com. Additional offices may be added from time to time based upon
management’s constant analysis of the market and opportunities.

The Mortgage Division specializes in the origination of conforming and government insured residential mortgages to
individuals in the greater Washington, D.C. Metropolitan Area, the surrounding areas of its branch locations, outside
of its local markets via direct mail solicitation, and otherwise. The Mortgage Division has established offices
throughout Virginia; in Fairfax, Reston, Roanoke, and McLean. Offices outside the state of Virginia include Crofton
in Maryland, New Smyrna Beach in Florida, Winchester in Massachusetts, Nashville in Tennessee, Denver in
Colorado, Indianapolis in Indiana, Atlanta in Georgia, and San Antonio in Texas.

The following table details the geographic distribution of the real estate collateral securing mortgage loans originated
by the Mortgage Division in the periods indicated. The individually named states are those in which the Mortgage
Division had a physical presence during the periods described. In addition to making loans for purchases within its
markets, the Mortgage Division makes loans to borrowers for second homes located elsewhere, as well as utilizes
direct mail to solicit loans outside its local markets, which practices account for the “Other States” category. Percentages
are of the total dollar value of originations, as opposed to the number of originations.

Loan Origination By State
Year Ended December 31,
Offices2011 2010 2009

COLORADO 1 4.56 % 3.92 % 4.84 %
FLORIDA 1 2.40 % 0.00 % 0.00 %
GEORGIA 1 4.90 % 4.06 % 3.81 %
INDIANA 1 9.15 % 8.22 % 0.78 %
MASSACHUSETTS 1 2.30 % 2.69 % 2.87 %
MARYLAND 1 9.15 % 8.85 % 7.50 %
TENNESSEE 1 5.23 % 5.60 % 3.72 %
TEXAS 1 4.86 % 4.45 % 4.00 %
VIRGINIA 6 20.12 % 27.92 % 22.23 %

14 62.67 % 65.71 % 49.75 %
Other States 37.33 % 34.29 % 50.25 %
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100.00% 100.00% 100.00%

The Mortgage Division’s activities rely on insurance provided by the Department of Housing and Urban Development
(“HUD”) and the Veterans Administration. In addition we underwrite mortgage loans in accordance with guidelines for
programs under Fannie Mae and Freddie Mac that make these loans marketable in the secondary market.

The Corporation and its subsidiaries are headquartered in Fairfax County, Virginia and primarily focus on serving the
greater Washington, D.C. Metropolitan Area.

Our Strategy – Historical and Prospective

Our view of the financial services marketplace is that community banks must be effective in select market niches that
are underserved and should stay clear of competing with large national competitors on a head-to-head basis for broad
based consumer business. We started by organizing a de novo national bank in 1999. The focus of the Bank was and is
serving the small and medium sized businesses and their associated professionals in the greater Washington, D.C.
Metropolitan Area. We find that large national competitors are ineffective at addressing this market; it is difficult to
distinguish where a business’s financial needs stop and the personal financial needs of that business’s professionals
start. We believe that emerging businesses and the finances of their owners are best served hand-in-hand.

4
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Our core competency is judgmental discipline of commercial lending based upon our personnel and practices that help
our clients strategize and grow their businesses from a financial perspective. As financial success takes hold in the
business, personal goals and wealth objectives of the business owners become increasingly important. Our second
competency is a derivative of the first. We have the personnel and know how to provide private banking services and
the skills and strategy that assist our individual clients to acquire assets, build wealth, and manage their resources.
Mortgage banking and the related activities in our model go hand-in-hand with supplying effective private banking
services. Unlike most banking companies, the heart of our Mortgage Division is ingrained into our commercial bank,
serving the same clients side-by-side in a coordinated and seamless fashion. We believe that lending is not enough in
today’s environment to attract and retain commercial and professional clients. The credit services must be backed up
by competitive deposit and cash management products and operational excellence. We have made significant
investments in skilled personnel and the latest technology to ensure we can deliver these services.

We generally expect to have fewer branch locations compared to similar size banking companies. We do not view our
branch network as a significant determinant of our growth. Our marketing strategies focus on benefits other than
branch location convenience.

The goal was and is to generate 70-80% of the Corporation’s net income from the core business of the Bank, with the
rest of our consolidated net income to be generated from related fee income activities. We will consider entering other
related fee income businesses that serve our target market as opportunities, market conditions, and our capacity
dictate. See Note 18 to the consolidated financial statements for additional information on segment performance.

We expect to grow our Bank by continuing to hire and train our own skilled personnel. We provide a sound
infrastructure that facilitates the success of businesses, their owners and key personnel, not only today but tomorrow
and on into the ensuing decades. We will consider growth by careful acquisition; however, that is not our primary
focus.

Lending Activities

The Bank’s lending activities involve commercial real estate loans, residential mortgage loans, commercial loans,
commercial and residential real estate construction loans, home equity loans, and consumer loans. These lending
activities provide access to credit to small and medium sized businesses, professionals, and consumers in the greater
Washington, D.C. Metropolitan Area. Loans originated by the Bank are classified as loans held for investment. The
Mortgage Division originates residential mortgages and home equity loans that are held on average fifteen to
forty-five days pending their sale primarily to mortgage banking subsidiaries of large financial institutions. The Bank
is also approved to sell loans directly to Fannie Mae and Freddie Mac and is able to securitize loans that are insured
by the Federal Housing Administration. In the past, when the Mortgage Division was a separate subsidiary of the
Bank, the Bank would, in certain circumstances, purchase adjustable rate mortgage loans in the Bank’s market area
directly from the Mortgage Corporation to supplement loan growth in the Bank’s portfolio.  These circumstances were
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infrequent and such purchases totaled $302 thousand in 2011. In the future, the Bank may continue to retain certain
loans originated by the Mortgage Division for the same purpose. Loans held in the Bank’s portfolio at December 31,
2011 resulting from the Mortgage Corporation’s inability to sell the loan to a third party totaled $725 thousand. The
Mortgage Division also brokers certain loans that do not conform to their existing products.  Each of our principal
loan types are described below.

At December 31, 2011 loans held for investment totaled $569.4 million compared to $491.5 million at year end 2010.
During 2011 the Bank experienced growth in both Commercial Real Estate Loans and Commercial Loans reflecting
improvement in the local economic conditions.

The Bank’s lending activities are subject to a variety of lending limits imposed by federal law. While differing limits
apply in certain circumstances based on the type of loan, in general, the Bank’s lending limit to any one borrower on
loans that are not fully secured by readily marketable or other permissible collateral is equal to 15% of the Bank’s
capital and surplus. Permissible collateral consists of: inventory, accounts receivable, general intangibles, equipment,
real estate, marketable securities, cash, and vehicles. The Bank has established relationships with correspondent banks
to participate in loans when loan amounts exceed the Bank’s legal lending limits or internal lending policies. At
December 31, 2011 unsecured loans were comprised of $2.9 million in commercial loans and approximately $124
thousand in consumer loans and collectively equal approximately 0.5% of the loans held for investment portfolio.

We have an established credit policy that includes procedures for underwriting each type of loan and lending
personnel have been assigned specific authorities based upon their experience. Loans in excess of an individual loan
officer’s authority are presented to our Loan Committee for approval. The Loan Committee meets weekly to facilitate a
timely approval process for our clients. Loans are approved based on the borrower’s capacity for credit, collateral and
sources of repayment. Loans are actively monitored to detect any potential performance issues. We manage our loans
within the context of a risk grading system developed by management based upon extensive experience in
administering loan portfolios in our market. Payment performance is carefully monitored for all loans. When loan
repayment is dependent upon an operating business or investment real estate, periodic financial reports, site visits, and
select asset verification procedures are used to ensure that we accurately rate the relative risk of our assets. Based
upon criteria that are established by management and the Board of Directors, the degree of monitoring is escalated or
relaxed for any given borrower based upon our assessment of the future repayment risk.

5
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The Bank does not currently hold any pay option adjustable rate mortgages, loans with teaser rates, subprime loans,
Alt A loans or any other loans considered to be “high-risk loans” in its loans held for investment portfolio, and did not
during 2011, 2010 or 2009. The Mortgage Division does not currently originate any subprime loans or Alt A loans,
did not originate such loans in 2011, 2010 or 2009, and does not expect to offer these programs in the future.

Loan Portfolio – Loans Held for Investment.  The following outlines the composition of loans held for investment.

Commercial Real Estate Loans-Owner Occupied: Loans in this category represent 30.14% of our loan portfolio held
for investment, as of December 31, 2011. This category represents loans supporting an owner occupied commercial
property. Repayment is dependent upon the cash flows generated by operation of the commercial property. Loans are
secured by the subject property and underwritten to policy standards. Policy standards approved by the Board of
Directors from time to time set forth, among other considerations, loan to value limits, cash flow coverage ratios, and
the general creditworthiness of the obligors.

Commercial Real Estate Loans-Non-Owner Occupied: Also known as Commercial Real Estate Loans-Income
Producing. Loans in this category represent 18.44% of our loan portfolio held for investment, as of December 31,
2011. This category includes loans secured by commercial property that is leased to third parties and loans to
non-profit organizations such as churches and schools. Also included in this category are loans secured by farmland
and multifamily properties. Repayment is dependent upon the cash flows generated from rents or by the non-profit
organization. Loans are secured by the subject property and underwritten to policy standards. Policy standards
approved by the Board of Directors from time to time set forth, among other considerations, loan to value limits, cash
flow coverage ratios, and the general creditworthiness of the obligors.

Residential Real Estate Loans: This category includes loans secured by first or second mortgages on one to four
family residential properties, generally extended to existing consumers of other Bank products, and represents 22.56%
of the loan portfolio, as of December 31, 2011. Of this amount, the following sub-categories exist as a percentage of
the whole Residential Real Estate Loan portfolio: Home Equity Lines of Credit 16.4%; First Trust Mortgage Loans
70.6%; Loans Secured by a Junior Trust 13.0%.

Home Equity Loans are extended to borrowers in our target market. Real estate equity is the largest component of
consumer wealth in our marketplace. Once approved, this consumer finance tool allows the borrowers to access the
equity in their home or investment property and use the proceeds for virtually any purpose. Home Equity Loans are
most frequently secured by a second lien on residential property. One to Four Family Residential First Trust Loan, or
First Trust Mortgage Loan, proceeds are used to acquire or refinance the primary financing on owner occupied and
residential investment properties. Junior Trust Loans, or Loans Secured by Second Trust Loans, are to consumers
wherein the proceeds have been used for a stated consumer purpose. Examples of consumer purposes are education,
refinancing debt, or purchasing consumer goods. The loans are generally extended in a single disbursement and repaid
over a specified period of time.
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Loans in the Residential Real Estate portfolio are underwritten to standards within a traditional consumer framework
that is periodically reviewed and updated by our management and Board of Directors: repayment source and capacity,
value of the underlying property, credit history, savings pattern, and stability.

Commercial Loans: Commercial Loans represent 23.15% of our loan portfolio held for investment as of December 31,
2011. These loans are to businesses or individuals within our target market for business purposes. Typically the loan
proceeds are used to support working capital and the acquisition of fixed assets of an operating business. These loans
are underwritten based upon our assessment of the obligor’s(s’) ability to generate operating cash flow in the future
necessary to repay the loan. To address the risks associated with the uncertainties of future cash flow, these loans are
generally well secured by assets owned by the business or its principal shareholders and the principal shareholders are
typically required to guarantee the loan.

Real Estate Construction Loans: Real Estate Construction Loans, also known as construction and land development
loans, comprise 5.22% of our held for investment loan portfolio, as of December 31, 2011. These loans generally fall
into one of four circumstances: first, loans to construct owner occupied commercial buildings; second, loans to
individuals that are ultimately used to acquire property and construct an owner occupied residence; third, loans to
builders for the purpose of acquiring property and constructing homes for sale to consumers; and fourth, loans to
developers for the purpose of acquiring land that is developed into finished lots for the ultimate construction of
residential or commercial buildings. Loans of these types are generally secured by the subject property within limits
established by the Board of Directors based upon an assessment of market conditions and up-dated from time to time.
The loans typically carry recourse to principal borrowers. In addition to the repayment risk associated with loans to
individuals and businesses, loans in this category carry construction completion risk. To address this additional risk,
loans of this type are subject to additional administrative procedures designed to verify and ensure progress of the
project in accordance with allocated funding, project specifications, and time frames.

6

Edgar Filing: ACCESS NATIONAL CORP - Form 10-K

15



Consumer Loans: Consumer Loans make up approximately 0.49% of our loan portfolio, as of December 31, 2011.
Most loans are well secured with assets other than real estate, such as marketable securities or automobiles. Very few
loans are unsecured. As a matter of operation, management discourages unsecured lending. Loans in this category are
underwritten to standards within a traditional consumer framework that is periodically reviewed and updated by our
management and Board of Directors: repayment source and capacity, collateral value, credit history, savings pattern,
and stability.

Loans Held for Sale (“LHFS”). Loans in this category are originated by the Mortgage Division and comprised of
residential mortgage loans extended to consumers and underwritten in accordance with standards set forth by an
institutional investor to whom we expect to sell the loan. Loan proceeds are used for the purchase or refinance of the
property securing the loan. Loans are sold with the servicing released to the investor. The LHFS loans are closed in
our name and carried on our books until the loan is delivered to and purchased by an investor, generally within fifteen
to forty-five days. In 2011, we originated $797.0 million of loans processed in this manner, down from $824.7 million
in 2010. At December 31, 2011 loans held for sale totaled $95.1 million compared to $82.2 million at year end 2010.
The amount of loans held for sale outstanding at the end of any given month fluctuates with the volume of loans
closed during the month and the timing of loans purchased by investors.

Brokered Loans

Brokered loans are underwritten and closed by a third party lender. We are paid a fee for procuring and packaging
brokered loans. In 2011, we originated a total volume of $34.6 million in residential mortgage loans under this type of
delivery method compared to $84.2 million in 2010. Brokered loans accounted for 4.2% and 9.3% of the total loan
volume of the Mortgage Division at December 31, 2011 and 2010, respectively. The risks associated with this activity
are limited to losses or claims arising from fraud.

Deposits

Deposits are the primary source of funding loan growth. At December 31, 2011 deposits totaled $645.0 million
compared to $627.8 million on December 31, 2010.

Market Area

The Corporation, the Bank, and the Mortgage Division are headquartered in Fairfax County and primarily serve the
Northern Virginia region and the Greater Washington, D.C. Metropolitan Area. We believe that the economic
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conditions in Fairfax County provide a reasonable proxy for economic conditions across our primary market, the
greater Washington, D.C. Metropolitan Area. Fairfax County is a diverse and thriving urban county. As per the 2010
Census, the population of the county was 1,081,726, making it the most populous jurisdiction in the Commonwealth
of Virginia, with about 13.5% of Virginia's population. The proximity to Washington, D.C. and the influence of the
federal government and its spending provides somewhat of a recession shelter for the area. Virginia receives more
federal procurement dollars than any other state and Fairfax County ranks the highest among counties. Forbes
Magazine has ranked Virginia number 1 or number 2 among the best states for businesses in each of the last 6 years.
The U.S. Census Bureau and the Fairfax County government provide the following information about current
economic conditions and trends in Fairfax County.

The median sales price of new single-family homes in Fairfax County that sold in January through November, 2011
was $865,649, an increase of 4.2% compared to the 2010 median of $831,000, and up 9.3% from $791,984 in 2009. In
2011 building permits for single family homes in Fairfax County totaled 799 units, compared to 847 units in 2010, and
766 units in 2009.

The commercial office vacancy rate in Fairfax County at year end 2011 was 18.3%, up from 17.8% at year end 2010.
The increase in vacancy rates is partially attributable to space vacated by the military and government as a result of the
Defense Base Closure and Realignment and Commission. While vacancy rates and building permits are common
measures of the general health of the real estate industry, we have not discerned any material correlation between such
measures and the performance of our loan portfolio.

At December 31, 2011 and 2010, the Bank had approximately $105 million and $81 million, respectively in
non-owner income producing commercial real estate loans. The properties securing these loans are generally small
office buildings and industrial properties located in our trade area with less than ten tenants. Income producing
property loans are underwritten with personal and business guarantees that provide secondary sources of repayment
and mitigate market risk factors.

The unemployment rate for Fairfax County was 4.2% in December, 2011 compared to 6.1% for the state of Virginia
and 8.5% for the nation. At December 31, 2010 the unemployment rate for Fairfax County was 4.4%, 6.4% for the
state of Virginia and 9.1% for the nation.

The median household income in Fairfax County was $103,010 in 2010 up from $102,499 in 2009 and down from
$107,400 in 2008.

7
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Competition

The Bank competes with virtually all banks and financial institutions which offer services in its market area. Much of
this competition comes from large financial institutions headquartered outside the state of Virginia, each of which has
greater financial and other resources to conduct large advertising campaigns and offer incentives. To attract business
in this competitive environment, the Bank relies on personal contact by its officers and directors, local promotional
activities, and the ability to provide personalized custom services to small and medium sized businesses and
professionals. In addition to providing full service banking, the Bank offers and promotes alternative and modern
conveniences such as internet banking, automated clearinghouse transactions, remote deposit capture, and courier
services for commercial clients. Because federal regulation of financial institutions changes regularly and is the
subject of constant legislative debate, we cannot foresee how federal regulation of financial institutions may change in
the future. However, it is possible that current and future governmental regulatory and economic initiatives could
impact the competitive landscape in the Bank’s markets.

Employees

At December 31, 2011 the Corporation had 286 employees, 104 of whom were employed by the Bank (excluding the
Mortgage Division), 174 of whom were employed by the Mortgage Division, and 8 of whom were employed by the
wealth management subsidiaries. None of the employees of the Corporation is subject to a collective bargaining
agreement. Management considers employee relations to be good.

Supervision and Regulation

Set forth below is a brief description of the material laws and regulations that affect the Corporation. The description
of these statutes and regulations is only a summary and does not purport to be complete. This discussion is qualified in
its entirety by reference to the statutes and regulations summarized below. No assurance can be given that these
statutes or regulations will not change in the future.

General. The Corporation is subject to the periodic reporting requirements of the Securities and Exchange Act of
1934, as amended (the “Exchange Act”), which include, but are not limited to, the filing of annual, quarterly, and other
reports with the SEC. As an Exchange Act reporting company, the Corporation is directly affected by the
Sarbanes-Oxley Act of 2002 (the “SOX”), which aimed at improving corporate governance and reporting procedures
and requires expanded disclosure of the Corporation’s corporate operations and internal controls, among other things.

When enacted in 2002, Section 404(a) of the SOX required public companies to include in their annual reports on
Form 10-K an assessment from management of the effectiveness of the company’s internal control over financial
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reporting, and Section 404(b) of the SOX required the company’s auditor to attest to and report on management’s
assessment. From 2002 through 2012, the SEC had delayed implementation of Section 404(b) of the SOX for public
companies with a public float below $75 million (i.e. companies that are smaller reporting companies or
non-accelerated filers). In July 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
“Dodd-Frank Act”) permanently exempted smaller reporting companies and non-accelerated filers from Section 404(b)
of the SOX, and the SEC made conforming amendments to certain of its rules and forms in September 2010. The
Corporation has voluntarily provided an attestation by the Corporation’s auditor on management’s assessment of the
Corporation’s internal control over financial reporting in this Annual Report on Form 10-K.

The Corporation is a bank holding company within the meaning of the Bank Holding Company Act of 1956, and is
registered as such with, and subject to the supervision of, the Board of Governors of the Federal Reserve System and
the Federal Reserve Bank of Richmond (the “FRB”). Generally, a bank holding company is required to obtain the
approval of the FRB before it may acquire all or substantially all of the assets of any bank, and before it may acquire
ownership or control of the voting shares of any bank if, after giving effect to the acquisition, the bank holding
company would own or control more than 5% of the voting shares of such bank. The FRB’s approval is also required
for the merger or consolidation of bank holding companies.

The Corporation is required to file periodic reports with the FRB and provide any additional information as the FRB
may require. The FRB also has the authority to examine the Corporation and the Bank, as well as any arrangements
between the Corporation and the Bank, with the cost of any such examinations to be borne by the Corporation. The
FRB has the power to order any bank holding company or its subsidiaries to terminate any activity or to terminate its
ownership or control of any subsidiary when the FRB has reasonable grounds to believe that continuation of such
activity or ownership constitutes a serious risk to the financial soundness, safety or stability of any bank subsidiary of
the bank holding company.

8
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Banking subsidiaries of bank holding companies are also subject to certain restrictions imposed by federal law in
dealings with their holding companies and other affiliates. Subject to certain restrictions set forth in the Federal
Reserve Act, a bank can loan or extend credit to an affiliate, purchase or invest in the securities of an affiliate,
purchase assets from an affiliate or issue a guarantee, acceptance or letter of credit on behalf of an affiliate, as long as
the aggregate amount of such transactions of a bank and its subsidiaries with its affiliates does not exceed 10% of the
capital stock and surplus of the bank on a per affiliate basis or 20% of the capital stock and surplus of the bank on an
aggregate affiliate basis. In addition, such transactions must be on terms and conditions that are consistent with safe
and sound banking practices. In particular, a bank and its subsidiaries generally may not purchase from an affiliate a
low-quality asset, as defined in the Federal Reserve Act. These restrictions also prevent a bank holding company and
its other affiliates from borrowing from a banking subsidiary of the bank holding company unless the loans are
secured by marketable collateral of designated amounts. Additionally, the Corporation and its subsidiary are
prohibited from engaging in certain tie-in arrangements in connection with any extension of credit, sale or lease of
property or furnishing of services.

A bank holding company is prohibited from engaging in or acquiring direct or indirect ownership or control of more
than 5% of the voting shares of any company engaged in non-banking activities. A bank holding company may,
however, engage in or acquire an interest in a company that engages in activities which the FRB has determined by
regulation or order are so closely related to banking as to be a proper incident to banking. In making these
determinations, the FRB considers whether the performance of such activities by a bank holding company would offer
advantages to the public that outweigh possible adverse effects.

As a national bank, the Bank is subject to regulation, supervision, and regular examination by the Comptroller. Each
depositor’s account with the Bank is insured by the FDIC to the maximum amount permitted by law. The Bank is also
subject to certain regulations promulgated by the FRB and applicable provisions of Virginia law, insofar as they do
not conflict with or are not preempted by federal banking law.

The regulations of the FDIC, the Comptroller, and FRB govern most aspects of the Corporation’s business, including
deposit reserve requirements, investments, loans, certain check clearing activities, issuance of securities, payment of
dividends, branching, deposit interest rate ceilings, and numerous other matters.

As a consequence of the extensive regulation of commercial banking activities in the United States, the Corporation’s
business is particularly susceptible to changes in state and federal legislation and regulations, which may have the
effect of increasing the cost of doing business, limiting permissible activities or increasing competition.

The Dodd-Frank Act.   On July 21, 2010, the Dodd-Frank Act was signed into law. The Dodd-Frank Act, among
other things includes the following:
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·
Creates a new consumer financial protection bureau that will have rulemaking authority for a wide range of consumer
protection laws that would apply to all banks and have broad powers to supervise and enforce consumer protection
laws.

·Changes standards for Federal preemption of state laws related to federally chartered institutions and theirsubsidiaries.

·
Permanently increases the deposit insurance coverage to $250 thousand and provides unlimited federal deposit
insurance for noninterest-bearing demand transaction accounts at all insured depository institutions until December
31, 2012, and allows depository institutions to pay interest on business checking accounts starting July 2011.

·
Changes the assessment base for federal deposit insurance from the amount of insured deposits to consolidated assets
less tangible capital, eliminates the ceiling on the size of the Deposit Insurance Fund (“DIF’), and increases the floor of
the size of the DIF.

·

Many aspects of the Dodd-Frank Act are subject to rulemaking and will take effect over several years, making it
difficult to anticipate the overall financial impact on the Corporation, its subsidiaries, its customers or the financial
industry more generally. Provisions in the legislation that affect the payment of interest on demand deposits and
interchange fees are likely to increase the costs associated with deposits as well as place limitations on certain
revenues those deposits may generate. Provisions in the legislation that revoke the Tier 1 capital treatment of trust
preferred securities and otherwise require revisions to the capital requirements of the Corporation and the Bank could
require the Corporation and the Bank to seek other sources of capital in the future. Some of the rules that have been
proposed and, in some cases, adopted to comply with the Dodd-Frank Act’s mandates are discussed further below.
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Dividends. There are both federal and state regulatory restrictions on dividend payments by both the Bank and the
Corporation that may affect the Corporation’s ability to pay dividends on its common stock. As a bank holding
company, the Corporation is a separate legal entity from the Bank. Virtually all of the Corporation’s income results
from dividends paid to the Corporation by the Bank. The amount of dividends that may be paid by the Bank depends
upon the Bank’s net income and capital position and is limited by federal and state law, regulations, and policies. In
addition to specific regulations governing the permissibility of dividends, both the FRB and the Virginia Bureau of
Financial Institutions are generally authorized to prohibit payment of dividends if they determine that the payment of
dividends by the Bank would be an unsafe and unsound banking practice. The Corporation meets all regulatory
requirements and began paying dividends in February 2006. The Corporation paid dividends totaling $1.4 million in
2011. See “Item 5 - Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities”.

Capital Requirements. The FRB, the Comptroller, and the FDIC have adopted risk-based capital adequacy guidelines
for bank holding companies and banks. These capital adequacy regulations are based upon a risk-based capital
determination, whereby a bank holding company’s capital adequacy is determined in light of the risk, both on and
off-balance sheet, contained in the company’s assets. Different categories of assets are assigned risk weightings and are
counted at a percentage of their book value.

The regulations divide capital between Tier 1 capital (core capital) and Tier 2 capital. For a bank holding company,
Tier 1 capital consists primarily of common stock, related surplus, non-cumulative perpetual preferred stock, minority
interests in consolidated subsidiaries, and a limited amount of qualifying cumulative preferred securities. Goodwill
and certain other intangibles are excluded from Tier 1 capital. Further, as long as the Corporation has total
consolidated assets of less than $15 billion, the Corporation may include in Tier 1 and total capital the Corporation’s
trust preferred securities that were issued before May 19, 2010. Tier 2 capital consists of an amount equal to the
allowance for loan and lease losses up to a maximum of 1.25% of risk-weighted assets, limited other types of
preferred stock not included in Tier 1 capital, hybrid capital instruments, and term subordinated debt. Investments in
and loans to unconsolidated banking and finance subsidiaries that constitute capital of those subsidiaries are excluded
from capital. The sum of Tier 1 and Tier 2 capital constitutes qualifying total capital. The guidelines generally require
banks to maintain a total qualifying capital to weighted risk assets level of 8% (the “Risk-based Capital Ratio”). Of the
total 8%, at least 4% of the total qualifying capital to risk weighted assets (the “Tier 1 Risk-based Capital Ratio”) must
be Tier 1 capital.

The FRB, the Comptroller, and the FDIC have adopted leverage requirements that apply in addition to the risk-based
capital requirements. Banks and bank holding companies are required to maintain a minimum leverage ratio of Tier 1
capital to average total consolidated assets (the “Leverage Ratio”) of at least 3% for the most highly-rated, financially
sound banks and bank holding companies and a minimum Leverage Ratio of at least 4% for all other banks. The FDIC
and the FRB define Tier 1 capital for banks in the same manner for both the Leverage Ratio and the Risk-based
Capital Ratio. However, the FRB defines Tier 1 capital for bank holding companies in a slightly different manner. An
institution may be required to maintain Tier 1 capital of at least 4% or 5%, or possibly higher, depending upon the
activities, risks, rate of growth, and other factors deemed material by regulatory authorities. As of December 31, 2011,
the Corporation and Bank both met all applicable capital requirements imposed by regulation.
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Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”).   There are five capital categories
applicable to insured institutions, each with specific regulatory consequences. If the appropriate federal banking
agency determines, after notice and an opportunity for hearing, that an insured institution is in an unsafe or unsound
condition, it may reclassify the institution to the next lower capital category (other than critically undercapitalized)
and require the submission of a plan to correct the unsafe or unsound condition. The Comptroller has issued
regulations to implement these provisions. Under these regulations, the categories are:

a.     Well Capitalized — The institution exceeds the required minimum level for each relevant capital measure. A well
capitalized institution is one (i) having a Risk-based Capital Ratio of 10% or greater, (ii) having a Tier 1 Risk-based
Capital Ratio of 6% or greater, (iii) having a Leverage Ratio of 5% or greater and (iv) that is not subject to any order
or written directive to meet and maintain a specific capital level for any capital measure.

b.     Adequately Capitalized — The institution meets the required minimum level for each relevant capital measure. No
capital distribution may be made that would result in the institution becoming undercapitalized. An adequately
capitalized institution is one (i) having a Risk-based Capital Ratio of 8% or greater, (ii) having a Tier 1 Risk-based
Capital Ratio of 4% or greater and (iii) having a Leverage Ratio of 4% or greater or a Leverage Ratio of 3% or greater
if the institution is rated composite 1 under the CAMELS (Capital, Assets, Management, Earnings, Liquidity, and
Sensitivity to market risk) rating system.

c.     Undercapitalized — The institution fails to meet the required minimum level for any relevant capital measure. An
undercapitalized institution is one (i) having a Risk-based Capital Ratio of less than 8% or (ii) having a Tier 1
Risk-based Capital Ratio of less than 4% or (iii) having a Leverage Ratio of less than 4%, or if the institution is rated a
composite 1 under the CAMEL rating system, a Leverage Ratio of less than 3%.
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d.     Significantly Undercapitalized — The institution is significantly below the required minimum level for any relevant
capital measure. A significantly undercapitalized institution is one (i) having a Risk-based Capital Ratio of less than
6% or (ii) having a Tier 1 Risk-based Capital Ratio of less than 3% or (iii) having a Leverage Ratio of less than 3%.

e.     Critically Undercapitalized — The institution fails to meet a critical capital level set by the appropriate federal
banking agency. A critically undercapitalized institution is one having a ratio of tangible equity to total assets that is
equal to or less than 2%.

An institution which is less than adequately capitalized must adopt an acceptable capital restoration plan, is subject to
increased regulatory oversight, and is increasingly restricted in the scope of its permissible activities. Each company
having control over an undercapitalized institution must provide a limited guarantee that the institution will comply
with its capital restoration plan. Except under limited circumstances consistent with an accepted capital restoration
plan, an undercapitalized institution may not grow. An undercapitalized institution may not acquire another institution,
establish additional branch offices or engage in any new line of business unless determined by the appropriate federal
banking agency to be consistent with an accepted capital restoration plan, or unless the FDIC determines that the
proposed action will further the purpose of prompt corrective action. The appropriate Federal banking agency may
take any action authorized for a significantly undercapitalized institution if an undercapitalized institution fails to
submit an acceptable capital restoration plan or fails in any material respect to implement a plan accepted by the
agency. A critically undercapitalized institution is subject to having a receiver or conservator appointed to manage its
affairs and for loss of its charter to conduct banking activities.

An insured depository institution may not pay a management fee to a bank holding company controlling that
institution or any other person having control of the institution if, after making the payment, the institution, would be
undercapitalized. In addition, an institution cannot make a capital distribution, such as a dividend or other distribution
that is in substance a distribution of capital to the owners of the institution if following such a distribution the
institution would be undercapitalized. Thus, if payment of such a management fee or the making of such would cause
the Bank to become undercapitalized, it could not pay a management fee or dividend to the Corporation.

As of December 31, 2011, both the Corporation and the Bank were considered “well capitalized.”

Basel III Capital Framework. In December 2010, the Basel Committee on Banking Supervision (the “Basel
Committee”) released its final framework for strengthening international capital and liquidity regulation, now officially
identified by the Basel Committee as "Basel III". Basel III, when implemented by the U.S. banking agencies and fully
phased-in, will require bank holding companies and their bank subsidiaries to maintain substantially more capital,
with a greater emphasis on common equity. Implementation is presently scheduled to be phased in between 2014 and
2019, although it is possible that implementation may be delayed as a result of multiple factors including the current
condition of the banking industry within the U.S. and abroad.
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The Basel III final capital framework, among other things, (i)
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