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EXCHANGE ACT OF 1934
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Commission File No. 000-52592
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(State or other jurisdiction (1.R.S. Employer
of incorporation) Identification No.)

1201 Knox Abbott Drive
Cayce, South Carolina 29033
(Address of principal executive offices)

(803) 794-2265
(Registrant’s telephone number including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes 0 No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a

smaller reporting company. See definition of “accelerated filer,” “large accelerated filer” and “smaller reporting company” in
Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer o

Non-accelerated o Smaller reporting company x
(do not check if smaller reporting company)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date:
1,764,439 shares of common stock, $.01 par value per share, were issued and outstanding as of May 13, 20009.
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CONGAREE BANCSHARES, INC.

PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

Consolidated Condensed Balance Sheets

Assets:
Cash and due from banks
Federal funds sold
Total cash and cash equivalents

Securities available-for-sale
Non-marketable equity securities

Loans receivable
Less allowance for loan losses
Loans, net

Premises, furniture and equipment, net
Accrued interest receivable
Other assets

Total assets

Liabilities:
Deposits:
Noninterest-bearing transaction accounts
Interest-bearing transaction accounts
Savings and money market
Time deposits $100,000 and over
Other time deposits
Total deposits

Federal Home Loan Bank advances
Accrued interest payable
Other liabilities

Total liabilities

Shareholders’ equity:
Preferred stock, $.01 par value, 10,000,000 shares authorized:
Series A cumulative perpetual preferred stock 3,285 and 0 shares issued and outstanding
at March 31, 2009 and December 31, 2008, respectively
Series B cumulative perpetual preferred stock 164 and 0 shares issued and outstanding
at March 31, 2009 and December 31, 2008, respectively
Common stock, $.01 par value, 10,000,000 shares authorized; 1,764,439 shares issued and
outstanding
Capital surplus
Retained deficit
Accumulated other comprehensive income

Total shareholders’ equity
Total liabilities and shareholders’ equity
See notes to consolidated condensed financial statements.

3

March 31, 2009 December 31,

(unaudited) 2008 (audited)
$ 2,551,395 $ 4,130,319
— 3,494,000
2,551,395 7,624,319
13,266,441 13,843,218
474,300 435,952
111,178,877 107,547,656
1,601,888 1,688,840
109,576,989 105,858,816
3,565,782 3,667,099
449,937 472,880
26,150 101,820

$ 129,910,994

$ 132,004,104

$ 12276990 $ 11,190,632
4,198,169 4,358,995
28,865,062 24,905,711
37,208,607 45,288,107
31,006,108 32,791,115
113,554,936 118,534,560
3,000,000 3,000,000
195,887 224,434
210,959 182,011

$ 116,961,782

$ 121,941,005

3,111,387 —
180,896 —
17,644 17,644
17,502,694 17,436,270
(8,147,578) (7,612,931)
284,169 222,116
12,949,212 10,063,099

$ 129,910,994

$ 132,004,104
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CONGAREE BANCSHARES, INC.
Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended
March 31,
2009 2008
Interest income:
Loans, including fees $ 1,438,695 $ 1,145,427
Securities available for sale, taxable 200,667 188,101
Federal funds sold 683 7,526
Total interest income 1,640,045 1,341,054
Interest expense:
Time deposits $100,000 and over 372,203 181,454
Other deposits 443,972 443,268
Other borrowings 18,988 30,729
Total interest expense 835,163 655,451
Net interest income 804,882 685,603
Provision for loan losses 177,300 187,866
Net interest income after provision for loan losses 627,582 497,737
Noninterest income:
Service charges on deposit accounts 33,250 13,672
Residential mortgage origination fees 12,472 37,613
Loss on sale of other real estate owned — (11,545)
Gain on sale of securities 51,479 71,599
Gain on sale of assets 3,423 —
Other than temporary impairment on nonmarketable equity securities (60,352) —
Other 12,121 18,820
Total noninterest income 52,393 130,159
Noninterest expense:
Salaries and employee benefits 710,659 750,700
Net occupancy 89,736 89,661
Furniture and equipment 47,130 57,366
Other operating 341,913 340,998
Total noninterest expense 1,189,438 1,238,725
Loss before income tax benefit (509,463) (610,829)
Income tax benefit — —
Net loss $ (509,463) $ (610,829)
Net accretion of preferred stock to redemption value 7,283 —
Preferred dividends accrued 40,282 —
Net loss available to common shareholders $ (557,028) $ —
Loss per common share
Basic loss per common share $ 032) $ (0.35)
Average common shares outstanding 1,764,439 1,764,439

See notes to consolidated condensed financial statements.
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CONGAREE BANCSHARES, INC.

Consolidated Condensed Statement of Changes in Shareholders’ Equity (Deficit) and Comprehensive Income

Balance, December 31,
2007
Net loss

Other comprehensive
income, net of taxes of
$97,472

Comprehensive loss
Stock and warrant
compensation expense

Balance, March 31, 2008

Balance, December 31,
2008

Issuance of Series A
Preferred Stock

Issuance of Series B
Preferred Stock

Accretion of Series A
discount on Preferred
Stock

Amortization of Series B
premium on Preferred
Stock

Dividends on Preferred
Stock

Net loss

Other comprehensive
income, net of taxes of
$31,967

Comprehensive loss

Stock and warrant
compensation expense

Balance, March 31, 2009

(Unaudited)
Accumulated
Other
Common Stock Preferred Stock Capital Retained-  Comprehensive
Shares Amount Shares Amount Surplus Deficit Income Total
1,764,439 $ 17,644 — $ — $17,141,232 $(4,309,992) $ 86,904 $ 12,935,788
(610,829) (610,829)
102,146 __ 102,146
(508,683)
— — 74,902 — — 74,902
1,764,439 $ 17,644 $ — $17.216,134 $(4,920,821) $ 189,050 $ 12,502,007
1,764,439 $ 17,644 — $ — $17,436,270 $(7,612,931)$ 222,116 $ 10,063,099

3,285 3,103,339

164 181,661
8,048 (8,048)

(765) 765

(17,901)

(509,463)

66,424

3,103,339

181,661

(17,901)
(509,463)

62,053 62,053

(447,410)

66,424

1,764,439 $ 17,644 3,449 $3,292,283 $17,502,694 $(8,147,578) $

284,169 $12,949,212

See notes to consolidated condensed financial statements.
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CONGAREE BANCSHARES, INC.

Consolidated Condensed Statements of Cash Flows
(unaudited)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used by operating activities:

Provision for loan losses
Depreciation and amortization expense
Discount accretion and premium amortization
Stock and warrant compensation expense
Decrease in accrued interest receivable
Decrease in accrued interest payable
Gain from sale of securities available-for-sale
Gain from sale of premises, furniture and equipment
Loss on sale of other real estate owned
Other than temporary impairment in investment securities
Decrease (increase) in other assets
Increase (decrease) in other liabilities
Net cash used for operating activities

Cash flows from investing activities:

Purchase of non-marketable equity securities
Proceeds from maturities/calls of securities available-for-sale
Proceeds from sale of securities available-for-sale
Proceeds from sale of premises, furniture and equipment
Purchase of securities available-for-sale
Net increase in loans receivable
Purchase of premises, furniture and equipment
Net cash used in investing activities

Cash flow from financing activities:

Increase in noninterest-bearing deposits

(Decrease) increase in interest-bearing deposits

Repayments of federal funds purchased

Proceeds from Federal Home Loan Bank advances

Dividends paid on preferred stock

Proceeds from issuance of preferred stock

Increase in securities sold under agreements to repurchase
Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents

Three Months Ended

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See notes to consolidated condensed financial statements.
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March 31,

2009 2008
$ (509,463) $ (610,829)
177,300 187,866
62,365 64,541
(19,145) (14,842)
66,424 74,902
22,943 (11,076)
(28,547) 55,296
(51,479) (71,599)
(3,423) —
— 11,545
60,352 —
43,705 (159,692)
28,948 (47,234)
(150,020) (521,122)
(98,700) (160,700)
420,740 393,634
1,692,154 2,292,342
90,865 —
(1,371,473) (1,251,622)
(3,895,473) (16,643,436)
(48,492) (184,848)
(3,210,379) (15,554,630)
1,086,358 2,648,875
(6,065,982) 14,183,877
— (3,658,000)
— 3,000,000
(17,901) —
3,285,000 —
— 111,648
(1,712,525) 16,286,400
(5,072,924) 210,648
7,624,319 4,122,721
$ 2,551,395 $ 4,333,369
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CONGAREE BANCSHARES, INC.
Notes to Consolidated Condensed Financial Statements

Note 1 — Business and Basis of Presentation

Business Activity and Organization

Congaree Bancshares, Inc. (the “Company™) is a South Carolina corporation organized to operate as a bank holding company
pursuant to the Federal Bank Holding Company Act of 1956 and the South Carolina Bank Holding Company Act, and to own and
control all of the capital stock of Congaree State Bank (the “Bank™). The Bank is a state chartered bank organized under the laws of
South Carolina. From our inception in November 2005 and before opening the Bank for business on October 16, 2006, we engaged
in organizational and pre-opening activities necessary to obtain regulatory approvals and to prepare our subsidiary, the Bank, to
commence business as a financial institution. The Bank primarily is engaged in the business of accepting deposits insured by the
Federal Deposit Insurance Corporation (the “FDIC”), and providing commercial, consumer and mortgage loans to the general public.

Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and with the instructions to Form 10-Q.
Accordingly, they do not include all information and footnotes required by accounting principles generally accepted in the United
States of America for complete financial statements. However, in the opinion of management, all adjustments (consisting of normal
recurring adjustments) considered necessary for a fair presentation have been included. Operating results for the three month period
ended March 31, 2009 are not necessarily indicative of the results that may be expected for the year ending December 31, 2009. For
further information, refer to the financial statements and footnotes thereto included in our Annual Report on Form 10-K for 2008 as
filed with the Securities and Exchange Commission.

Note 2 — Summary of Significant Accounting Policies

A summary of these policies is included in our Annual Report on Form 10-K filed with the Securities and Exchange
Commission for the year ended December 31, 2008. For further information, refer to the consolidated financial statements and
footnotes thereto included in our Annual Report on Form 10-K for 2008 as filed with the Securities and Exchange Commission.
Accounting standards that have been issued or proposed by the Financial Accounting Standards Board that do not require adoption
until a future date are not expected to have a material impact on the consolidated financial statements upon adoption.

Statement of Cash Flow

For purposes of reporting cash flows, the Company considered certain highly liquid debt instruments purchased with a
maturity of three months to be cash equivalents. Cash equivalents include amounts due from banks and federal funds sold. Generally,
federal funds are sold for one-day periods.

Loss Per Share

Basic loss per share is computed by dividing net loss by the weighted-average number of common shares outstanding.
Diluted loss per share is computed by dividing net loss by the weighted-average number of common shares outstanding and dilutive
common share equivalents using the treasury stock method. Dilutive common share equivalents include common shares issuable upon
exercise of outstanding stock warrants and stock options. There were no dilutive common share equivalents outstanding during the
three months ended March 31, 2009 and 2008 due to the net loss; therefore, basic loss per share and diluted earnings per share were
the same.

For the three For the three
months ended months ended
March 31, 2009 March 31, 2008
Net loss per common share — basic computation:
Net loss available to common shareholders $ (557,028) $ (610,829)
Average common shares outstanding - basic 1,764,439 1,764,439
Basic loss per common share $ (032) $ (0.35)

6/8/2009 2:51 PM
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Comprehensive Income

Accounting principles generally require that recognized income, expenses, gains, and losses be included in net income.
Although certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as
a separate component of the equity section of the balance sheet, such items, along with net income, are components of comprehensive
income.

The change in the components of other comprehensive income and related tax effects are as follows for the three months
ended March 31, 2009 and 2008:

2009 2008

Change in unrealized gains on securities available-for-sale $ 145499 $ 271,217
Reclassification adjustment for gain realized in net income during the

period (51,479) (71,599)

Net change in unrealized gains on securities 94,020 199,618

Tax effect (31,967) (97,472)

Net-of-tax amount $ 62,053 $ 102,146

Note 3 - Recently Issued Accounting Pronouncements

FSP EITF 99-20-1, “Amendments to the Impairment Guidance of EITF Issue No. 99-20,” (“FSP EITF 99-20-1") was issued
in January 2009. Prior to the FSP, other-than-temporary impairment was determined by using either Emerging Issues Task Force
(“EITF”) Issue No. 99-20, “Recognition of Interest Income and Impairment on Purchased Beneficial Interests and Beneficial Interests
that Continue to be Held by a Transferor in Securitized Financial Assets,” (“EITF 99-20") or SFAS No. 115, “Accounting for Certain
Investments in Debt and Equity Securities,” (“SFAS 115”) depending on the type of security. EITF 99-20 required the use of market
participant assumptions regarding future cash flows regarding the probability of collecting all cash flows previously projected.

SFAS 115 determined impairment to be other than temporary if it was probable that the holder would be unable to collect all amounts
due according to the contractual terms. To achieve a more consistent determination of other-than-temporary impairment, the FSP
amends EITF 99-20 to determine any other-than-temporary impairment based on the guidance in SFAS 115, allowing management to
use more judgment in determining any other-than-temporary impairment. The FSP was effective for reporting periods ending after
December 15, 2008. Management has reviewed the Company’s security portfolio and evaluated the portfolio for any other-
than-temporary impairments.

On April 9, 2009, the FASB issued three staff positions related to fair value which are discussed below.

FSP SFAS 115-2 and SFAS 124-2, “Recognition and Presentation of Other-Than-Temporary Impairments,” (“FSP SFAS
115-2 and SFAS 124-2") categorizes losses on debt securities available-for-sale or held-to-maturity determined by management to be
other-than-temporarily impaired into losses due to credit issues and losses related to all other factors. Other-than-temporary
impairment (OTT]I) exists when it is more likely than not that the security will mature or be sold before its amortized cost basis can be
recovered. An OTTI related to credit losses should be recognized through earnings. An OTTI related to other factors should be
recognized in other comprehensive income. The FSP does not amend existing recognition and measurement guidance related to other-
than-temporary impairments of equity securities. Annual disclosures required in SFAS 115 and FSP SFAS 115-1 and SFAS 124-1
are also required for interim periods (including the aging of securities with unrealized losses).

FSP SFAS 157-4, “Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That are Not Orderly” recognizes that quoted prices may not be determinative of
fair value when the volume and level of trading activity has significantly decreased. The evaluation of certain factors may necessitate
that fair value be determined using a different valuation technique. Fair value should be the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction, not a forced liquidation or distressed sale. If a transaction is considered
to not be orderly, little, if any, weight should be placed on the transaction price. If there is not sufficient information to conclude as to
whether or not the transaction is orderly, the transaction price should be considered when estimating fair value. An entity’s intention
to hold an asset or liability is not relevant in determining fair value. Quoted prices provided by pricing services may still be used
when estimating fair value in accordance with SFAS 157; however, the entity should evaluate whether the quoted prices are based on
current information and orderly transactions. Inputs and valuation techniques are required to be disclosed in addition to any changes
in valuation techniques.

6/8/2009 2:51 PM



http://idea.sec.gov/Archives/edgar/data/1353523/000110465909032758/...

FSP SFAS 107-1 and APB 28-1, “Interim Disclosures about Fair Value of Financial Instruments” requires disclosures about
the fair value of financial instruments for interim reporting periods of publicly traded companies as well as in annual financial
statements and also requires those disclosures in summarized financial information at interim reporting periods A publicly traded
company includes any company whose securities trade in a public market on either a stock exchange or in the over-the-counter
market, or any company that is a conduit bond obligor. Additionally, when a company makes a filing with a regulatory agency in
preparation for sale of its securities in a public market it is considered a publicly traded company for this purpose.

The three staff positions are effective for periods ending after June 15, 2009, with early adoption permitted for periods
ending after March 15, 2009, in which case all three must be adopted. The Company will adopt the staff positions for its second
quarter 10-Q but does not expect the staff positions to have a material impact on the consolidated financial statements.

Also on April 1, 2009, the FASB issued FSP SFAS 141(R)-1, “Accounting for Assets Acquired and Liabilities Assumed in
a Business Combination That Arise from Contingencies.” The FSP requires that assets acquired and liabilities assumed in a business
combination that arise from a contingency be recognized at fair value. If fair value cannot be determined during the measurement
period as determined in SFAS 141 (R), the asset or liability can still be recognized if it can be determined that it is probable that the
asset existed or the liability had been incurred as of the measurement date and if the amount of the asset or liability can be reasonably
estimated. If itis not determined to be probable that the asset/liability existed/was incurred or no reasonable amount can be
determined, no asset or liability is recognized. The entity should determine a rational basis for subsequently measuring the acquired
assets and assumed liabilities. Contingent consideration agreements should be recognized initially at fair value and subsequently
reevaluated in accordance with guidance found in paragraph 65 of SFAS 141 (R). The FSP is effective for business combinations
with an acquisition date on or after the beginning of the Company’s first annual reporting period beginning on or after December 15,
2008. The Company will assess the impact of the FSP if and when a future acquisition occurs.

The Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin (“SAB™) No. 111 on April 9, 2009 to
amend Topic 5.M., “Other Than Temporary Impairment of Certain Investments in Debt and Equity Securities” and to supplement FSP
SFAS 115-2 and SFAS 124-2. SAB 111 maintains the staff’s previous views related to equity securities; however debt securities are
excluded fromits scope. The SAB provides that “other-than-temporary” impairment is not necessarily the same as “permanent”
impairment and unless evidence exists to support a value equal to or greater than the carrying value of the equity security investment,
a write-down to fair value should be recorded and accounted for as a realized loss. The SAB was effective upon issuance and had no
impact on the Company’s financial position.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not
expected to have a material impact on the Company’s financial position, results of operations or cash flows.

Note 4 — Capital Purchase Program

On January 9, 2009, as part of the Capital Purchase Program established by the U.S. Department of the Treasury (“Treasury”) under
the Emergency Economic Stabilization Act of 2008 (the “EESA”), Congaree Bancshares, Inc. (the “Company” or the “Registrant™)
entered into a Letter Agreement (including a Side Letter Agreement and the Securities Purchase Agreement - Standard Terms
incorporated by reference therein, the “Purchase Agreement™) with Treasury dated January 9, 2009, pursuant to which the Company
issued and sold to Treasury (i) 3,285 shares of the Company’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A, having a
liquidation preference of $1,000 per share (the “Series A Preferred Stock™), and (ii) a ten-year warrant to purchase 164 shares of the
Company’s Fixed Rate Cumulative Perpetual Preferred Stock, Series B, (the “Series B Preferred Stock”), having a liquidation
preference of $1,000 per share, at an initial exercise price of $0.01 per share (the “Warrant”), for an aggregate purchase price of
$3,285,000 in cash. The Warrants were immediately exercised.
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Note 5 - Fair Value Measure ments

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 subsequent to initial recognition, whether the measurements
are made on a recurring basis (for example, available-for-sale investment securities) 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 hierarchy which requires an entity to maximize the use of 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 1 assets and liabilities include debt and
equity securities and derivative contracts that are traded in an active exchange market, as well as U.S. Treasury,
other U.S. Government and agency mortgage-backed debt securities that are highly liquid and are actively traded
in over-the-counter markets.

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 traded less frequently than exchange-traded instruments and derivative
contracts whose value is determined using a pricing model with inputs that are observable in the market or can
be derived principally from or corroborated by observable market data. This category generally includes certain
derivative contracts and impaired loans.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of
the assets or liabilities. Level 3 assets and liabilities include financial instruments whose value is determined
using pricing models, discounted cash flow methodologies, or similar techniques, as well as instruments for
which the determination of fair value requires significant management judgment or estimation. For example, this
category generally includes certain private equity investments, retained residual interests in securitizations,
residential mortgage servicing rights, and highly-structured or long-term derivative contracts.

Assets and liabilities measured at fair value on a recurring basis are as follows as of March 31, 2009:

Quoted market price Significant other Significant
in active markets observable inputs unobservable inputs
(Level 1) (Level 2) (Level 3)
Available-for-sale investment securities $ — $ 13,266,441 $ —
Total $ — 3 13,266,441 $ —

Assets measured at fair value on a nonrecurring basis are as follows as of March 31, 2009:

Quoted market price Significant other Significant
in active markets observable inputs unobservable inputs
(Level 1) (Level 2) (Level 3)
Impaired loans $ — $ 810,794 $ —
Total $ — 3 810,794 $ —
10
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The Company predominantly lends with real estate serving as collateral on a substantial majority of loans. Loans which are deemed
to be impaired are primarily valued at the fair values of the underlying real estate collateral.

The Company has no assets or liabilities whose fair values are measured using level 3 inputs.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion reviews our results of operations and assesses our financial condition. You should read the following
discussion and analysis in conjunction with the accompanying consolidated financial statements. The commentary should be
read in conjunction with the discussion of forward-looking statements, the financial statements, and the related notes and the
other statistical information included in this report.

DISCUSSION OF FORWARD-LOOKING STATEMENTS

This report contains statements which constitute forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These statements are based on many assumptions
and estimates and are not guarantees of future performance. Our actual results may differ materially from those anticipated in any
forward-looking statements, as they will depend on many factors about which we are unsure, including many factors which are
beyond our control. The words “may,” “would,” “could,” “will,” “expect,” “anticipate,” “believe,” “intend,” “plan,” and “estimate,”
as well as similar expressions, are meant to identify such forward-looking statements. Our actual results may differ materially from
the results discussed in the forward-looking statements, and our operating performance each quarter is subject to various risks and
uncertainties that include, without limitation, those described under the heading “Risk Factors” in our Annual Report for the year
ended December 31, 2008 filed with the Securities and Exchange Commission, and the following:

significant increases in competitive pressure in the banking and financial services industries;
changes in the interest rate environment which could reduce anticipated or actual margins;
changes in political conditions or the legislative or regulatory environment;

general economic conditions, either nationally or regionally and especially in our primary service area, becoming less
favorable than expected, resulting in, among other things, a deterioration in credit quality;

changes occurring in business conditions and inflation;

changes in technology;

changes in deposit flows;

changes in monetary and tax policies;

the level of allowance for loan loss;

the rate of delinquencies and amounts of charge-offs;

the rates of loan growth and the lack of seasoning in our loan portfolio;

adverse changes in asset quality and resulting credit risk-related losses and expenses;
loss of consumer confidence and economic disruptions resulting from terrorist activities;
changes in the securities markets; and

other risks and uncertainties detailed from time to time in our filings with the Securities and Exchange Commission.

All forward-looking statements in this report are based on information available to us as of the date of this report. We
undertake no obligation to publicly update or otherwise revise any forward-looking statements, whether as a result of new
information, future events, or otherwise.

Overview

Our Bank opened for business on October 16, 2006. All activities of the Company prior to that date relate to the
organization of the Bank. The following discussion describes our results of operations for the three months ended March 31, 2009
and 2008 and also analyzes our financial condition as of March 31, 2009.

Like most community banks, we derive the majority of our income from interest we receive on our loans and investments.
Our primary source of funds for making these loans and investments is our deposits, on which we pay interest. Consequently, one of
the key measures of our success is our amount of net interest income, or the difference
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between the income on our interest-earning assets, such as loans and investments, and the expense on our interest-bearing liabilities,
such as deposits, also known as net interest margin. Another key measure is the spread between the yield we earn on these interest-
earning assets and the rate we pay on our interest-bearing liabilities, which is referred to as net interest spread.

There are risks inherent in all loans, so we maintain an allowance for loan losses to absorb probable losses on existing
loans that may become uncollectible. We establish and maintain this allowance by charging a provision for loan losses against our
operating earnings. In the following section, we have included a detailed discussion of this process.

In addition to earning interest on our loans and investments, we earn income through fees and other expenses we charge to
our clients. We describe the various components of this non-interest income, as well as our non-interest expense, in the following
discussion.

Critical Accounting Policies

We have adopted various accounting policies that govern the application of accounting principles generally accepted in the
United States of America and with general practices within the banking industry in the preparation of our financial statements. Our
significant accounting policies are described in the footnotes to our audited consolidated financial statements as of December 31,
2008, as filed on our Annual Report on Form 10-K.

Certain accounting policies involve significant judgments and assumptions by us that have a material impact on the carrying
value of certain assets and liabilities. We consider these accounting policies to be critical accounting policies. The judgment and
assumptions we use are based on historical experience and other factors, which we believe to be reasonable under the
circumstances. Because of the nature of the judgment and assumptions we make, actual results could differ from these judgments and
estimates that could have a material impact on the carrying values of our assets and liabilities and our results of operations.

Allowance for Loan Losses

We believe the allowance for loan losses is the critical accounting policy that requires the most significant judgment and
estimates used in preparation of our consolidated financial statements. Some of the more critical judgments supporting the amount of
our allowance for loan losses include judgments about the credit worthiness of borrowers, the estimated value of the underlying
collateral, the assumptions about cash flow, determination of loss factors for estimating credit losses, the impact of current events and
conditions, and other factors impacting the level of probable inherent losses. Under different conditions or using different
assumptions, the actual amount of credit losses incurred by us may be different from management’s estimates provided in our
consolidated financial statements. Refer to the portion of this discussion that addresses our allowance for loan losses for a more
complete discussion of our processes and methodology for determining our allowance for loan losses.

Income Taxes

We use assumptions and estimates in determining income taxes payable or refundable for the current year, deferred income
tax liabilities and assets for events recognized differently in our financial statements and income tax returns, and income tax benefit or
expense. Determining these amounts requires analysis of certain transactions and interpretation of tax laws and regulations.
Management exercises judgment in evaluating the amount and timing of recognition of resulting tax liabilities and assets. These
judgments and estimates are reevaluated on a continual basis as regulatory and business factors change. No assurance can be given
that either the tax returns submitted by us or the income tax reported on the financial statements will not be adjusted by either adverse
rulings by the United States Tax Court, changes in the tax code, or assessments made by the Internal Revenue Service. We are subject
to potential adverse adjustments, including, but not limited to, an increase in the statutory federal or state income tax rates, the
permanent non-deductibility of amounts currently considered deductible either now or in future periods, and the dependency on the
generation of future taxable income, including capital gains, in order to ultimately realize deferred income tax assets.

Recent Legislative and Regulatory Initiatives to Address Financial and Economic Crises

Markets in the United States and elsewhere have experienced extreme volatility and disruption for more than 12 months.
These circumstances have exerted significant downward pressure on prices of equity securities and virtually all other asset classes,
and have resulted in substantially increased market volatility, severely constrained credit and capital markets, particularly for
financial institutions, and an overall loss of investor confidence. Loan portfolio performances have
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deteriorated at many institutions resulting from, among other factors, a weak economy and a decline in the value of the collateral
supporting their loans. Dramatic slowdowns in the housing industry, due in part to falling home prices and increasing foreclosures
and unemployment, have created strains on financial institutions. Many borrowers are now unable to repay their loans, and the
collateral securing these loans has, in some cases, declined below the loan balance. In response to the challenges facing the financial
services sector, several regulatory and governmental actions have recently been announced including:

The Emergency Economic Stabilization Act of 2008 (the “EESA”), approved by Congress and signed by President Bush on
October 3, 2008, which, among other provisions, allowed the Treasury Department to purchase troubled assets from banks,
authorized the Securities and Exchange Commission to suspend the application of marked-to-market accounting, and
temporarily raised the basic limit of FDIC deposit insurance from $100,000 to $250,000; the legislation contemplated a
return to the $100,000 limit on December 31, 2009;

On October 7, 2008, the FDIC approved a plan to increase the rates banks pay for deposit insurance;

On October 14, 2008, the U.S. Treasury announced the creation of the Capital Purchase Program (the “CPP’") which
encourages and allows financial institutions to build capital through the sale of senior preferred shares to the Treasury
Department on terms that are non-negotiable;

On October 14, 2008, the FDIC announced the creation of the Temporary Liquidity Guarantee Program (“TLGP”), which
seeks to strengthen confidence and encourage liquidity in the banking system. The TLGP has two primary components that
are available on a voluntary basis to financial institutions:

The Transaction Account Guarantee Program (“TAGP”), which provides unlimited deposit insurance
coverage through December 31, 2009 for noninterest-bearing transaction accounts (typically business
checking accounts) and certain funds swept into noninterest-bearing savings accounts. Institutions
participating in the TLGP pay a 10 basis points fee (annualized) on the balance of each covered account in
excess of $250,000, while the extra deposit insurance is in place;

The Debt Guarantee Program (“DGP”), under which the FDIC guarantees certain senior unsecured debt of
FDIC-insured institutions and their holding companies. The unsecured debt must be issued on or after
October 14, 2008 and not later than June 30, 2009, and the guarantee is effective through the earlier of the
maturity date or June 30, 2012. The DGP coverage limit is generally 125% of the eligible entity’s eligible
debt outstanding on September 30, 2008 and scheduled to mature on or before June 30, 2009 or, for
certain insured institutions, 2% of their liabilities as of September 30, 2008. Depending on the term of the
debt maturity, the nonrefundable DGP fee ranges from 50 to 100 basis points (annualized) for covered
debt outstanding until the earlier of maturity or June 30, 2012. The TAGP and DGP are in effect for all
eligible entities, unless the entity opted out on or before December 5, 2008.

On February 17, 2009, the American Recovery and Reinvestment Act (the “Recovery Act”) was signed into law in an effort
to, among other things, create jobs and stimulate growth in the United States economy. The Recovery Act specifies
appropriations of approximately $787 billion for a wide range of Federal programs and will increase or extend certain
benefits payable under the Medicaid, unemployment compensation, and nutrition assistance programs. The Recovery Act
also reduces individual and corporate income tax collections and makes a variety of other changes to tax laws. The
Recovery Act also imposes certain limitations on compensation paid by participants in the U.S. Treasury’s Troubled Asset
Relief Program (“TARP”).

On March 23, 2009, the U.S. Treasury, in conjunction with the FDIC and the Federal Reserve, announced the Public-Private
Partnership Investment Program for Legacy Assets which consists of two separate plans, addressing two distinct asset
groups:

The Legacy Loan Program, which the primary purpose will be to facilitate the sale of troubled mortgage
loans by eligible institutions, which include FDIC-insured federal or state banks and savings associations.
Eligible assets may not be strictly limited to loans; however, what constitutes an eligible asset will be
determined by participating banks, their primary regulators, the FDIC and the U.S. Treasury. Additionally,
the Loan Program’s requirements and structure will be subject to notice and comment rulemaking, which
may take some time to complete.
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The Securities Program, which will be administered by the U.S. Treasury, involves the creation of
public-private investment funds to target investments in eligible residential mortgage-backed securities
and commercial mortgage-backed securities issued before 2009 that originally were rated AAA or the
equivalent by two or more nationally recognized statistical rating organizations, without regard to rating
enhancements (collectively, “Legacy Securities”). Legacy Securities must be directly secured by actual
mortgage loans, leases or other assets, and may be purchased only from financial institutions that meet
TARRP eligibility requirements.

On January 9, 2009, as part of the CPP, we entered into a CPP Purchase Agreement with the Treasury Department, pursuant
to which we sold (i) 3,285 shares of our Fixed Rate Cumulative Perpetual Preferred Stock, Series A, and (ii) a warrant to purchase
164 shares of our Fixed Rate Cumulative Perpetual Preferred Stock, Series B for an aggregate purchase price of $3,285,000 million
in cash. The CPP Warrant was immediately exercised.

We will participate in the TAGP and have not opted out of the DGP.

Results of Operations
Three months ended March 31, 2009 and 2008

General

Our net loss was $509,463 and $610,829 for the quarters ended March 31, 2009 and 2008, respectively. The decrease in net
loss is primarily due to a decrease in salaries and benefits and an increase in our net interest income after provision for loan losses in
the first quarter of 2009, due to growth in our loan portfolio.

Net Interest Income

Our primary source of revenue is net interest income. Net interest income is the difference between income earned on
interest-bearing assets and interest paid on deposits and borrowings used to support such assets. The level of net interest income is
determined by the balances of interest-earning assets and interest-bearing liabilities and corresponding interest rates earned and paid
on those assets and liabilities, respectively. Inaddition to the volume of and corresponding interest rates associated with these
interest-earning assets and interest-bearing liabilities, net interest income is affected by the timing of the repricing of these interest-
earning assets and interest-bearing liabilities. The impact of the Federal Reserve’s recent interest rate decreases will resultina
decrease in both the yields on our variable rate assets and the rates that we pay for our short-term deposits and borrowings. The net
interest spread and net interest margin decreased during the three months ended March 31, 2009 as a result of the bank having more
interest-bearing liabilities than interest-earning assets that repriced as market rates decreased over the period. Our net interest
margins for the three months ended March 31, 2009 and 2008 were 2.55% and 3.48%, respectively.

Net interest income was $804,882 for the quarter ended March 31, 2009, compared to $685,603 for the same period in
2008. Interest income of $1,640,045 for the quarter ended March 31, 2009 included $1,438,695 on loans, $200,667 on investment
securities and $683 on federal funds sold. Interest income of $1,341,054 for the quarter ended March 31, 2008 included $1,145,427
on loans, $188,101 on investment securities and $7,526 on federal funds sold. Total interest expense of $835,163 for the quarter
ended March 31, 2009 included $816,175 related to deposit accounts and $18,988 on federal funds purchased and other borrowings.
Total interest expense of $655,451 for the quarter ended March 31, 2008 included $624,722 related to deposit accounts and $30,729
on federal funds purchased and other borrowings.

Provision for Loan Losses

We have established an allowance for loan losses through a provision for loan losses charged as a non-cash expense to our
statement of operations. We review our loan portfolio periodically to evaluate our outstanding loans and to measure both the
performance of the portfolio and the adequacy of the allowance for loan losses. Please see the discussion below under “Provision
and Allowance for Loan Losses” for a description of the factors we consider in determining the amount of the provision we expense
each period to maintain this allowance.
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Our provision for loan losses for the quarter ended March 31, 2009 was $177,300, a decrease of $10,566, or 5.62% over
our provision of $187,866 for the quarter ended March 31, 2008. The provision continues to be maintained at a level based on
management’s evaluation of the adequacy of the reserve for possible loan losses given the size, mix, and quality of the current loan
portfolio. Management also relies on our limited history of past-dues and charge-offs, as well as peer data to determine our loan loss
allowance.

Noninterest Income

Noninterest income for the quarter ended March 31, 2009 was $52,393 compared to $130,159 for the quarter ended
March 31, 2008. Noninterest income for the quarter ended March 31, 2009 consisted primarily of a gain on sale of investment
securities of $51,479, service charges on deposit accounts of $33,250, and were offset by an other than temporary impairment on
investment securities of $60,352. The other than temporary impairment charge was an equity investment in another financial
institution that was closed by the Office of the Comptroller of the Currency and placed into receivership on May 1, 2009. We
recorded an impairment charge of $94,993 for the year ended December 31, 2008. The charge of $60,352 represented the remaining
balance of our investment and we do not have any additional exposure to this financial institution. Noninterest income for the quarter
ended March 31, 2008 consisted primarily of a gain on sale of investment securities of $71,599 and mortgage loan origination fees of
$37,613. The decrease of $77,766 is primarily the result of the other than temporary impairment charge on nonmarketable equity
securities of $60,352, a decrease of mortgage loan origination fees of $25,141 and a decrease of gain on sale of securities of
$20,120.

Noninterest Expenses

The following table sets forth information related to our noninterest expenses for the quarters ended March 31, 2009 and

2008.
March 31, March 31,
2009 2008

Compensation and benefits $ 710,659 $ 750,700
Occupancy and equipment 136,866 147,027
Data processing and related costs 65,201 92,530
Marketing, advertising and shareholder communications 22,285 55,182
Legal and audit 85,124 22,014
Other professional fees 23,925 7,811
Supplies, postage and telephone 27,829 45,006
Insurance 6,699 5,450
Credit related expenses 4,380 28,261
Courier and armored carrier service 2,530 3,093
Regulatory fees and FDIC insurance 63,647 17,518
Other 40,293 64,133

Total noninterest expense $ 1,189,438 $ 1,238,725

The most significant component of noninterest expense is compensation and benefits, which totaled $710,659 for the quarter
ended March 31, 2009, compared to $750,700 for the quarter ended March 31, 2008. The decrease is primarily related to staff
reductions. Legal and audit expense of $85,124 increased from $22,014 for the quarter ended March 31, 2008, as a result of having
to amend regulatory filings due to the disallowance of the deferred tax asset. Regulatory fees and FDIC insurance increased from
$17,518 for the quarter ended March 31, 2008 to $63,647 for the quarter ended March 31, 2009, primarily due to an increase in the
FDIC insurance assessment as total deposits increased significantly over this period.

Income Tax Benefit
The Company had no currently taxable income for the quarter ended March 31, 2009 and 2008. The Company has recorded
a valuation allowance equal to the net deferred tax asset as the realization of this asset is dependent on the Company’s ability to

generate future taxable income during the periods in which temporary differences become deductible.

Balance Sheet Review

General

At March 31, 2009, total assets were $129,910,994 compared to $132,004,104 at December 31, 2008, for a decrease of
$2,093,110, or 1.59%. The decrease in assets resulted from a decrease in cash and cash equivalents as a result of
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a decrease in total deposits. Interest-earning assets comprised approximately 96.16% and 94.94% of total assets at March 31, 2009
and December 31, 2008, respectively. Gross loans totaled $111,178,877and investment securities were $13,740,741 at March 31,
2009. Gross loans totaled $107,547,656 and investment securities were $14,279,170 at December 31, 2008.

Deposits totaled $113,554,936 at March 31, 2009 and $118,534,560 at December 31, 2008. The decrease of $4,979,624 is
primarily due to brokered deposits that were not renewed. Federal Home Loan Bank Advances were $3,000,000 at March 31, 2009
and December 31, 2008. Shareholders’ equity was $12,949,212 and $10,063,099 at March 31, 2009 and December 31, 2008,
respectively.

Loans

Since loans typically provide higher interest yields than other interest-earning assets, it is our goal to ensure that the highest
percentage of our earning assets is invested in our loan portfolio. Gross loans outstanding at March 31, 2009 were $111,178,877, or
89.0% of interest-earning assets and 85.6% of total assets, compared to $107,547,656, or 88.3% of interest-earning assets and 81.5%
of total assets at December 31, 2008.

Loans secured by real estate mortgages comprised approximately 86.4% of loans outstanding at March 31, 2009. Most of
our real estate loans are secured by residential and commercial properties. We do not generally originate traditional long term
residential mortgages, but we do issue traditional second mortgage residential real estate loans and home equity lines of credit. We
obtain a security interest in real estate whenever possible, in addition to any other available collateral. This collateral is taken to
increase the likelihood of the ultimate repayment of the loan. Generally, we limit the loan-to-value ratio on loans we make to 80%.
Commercial loans and lines of credit represented approximately 11.2% of our loan portfolio at March 31, 2009. Our construction
and development loans represented approximately 16.2% of our loan portfolio at March 31, 2009.

Due to the short time our portfolio has existed, the loan mix shown below may not be indicative of the ongoing portfolio mix.
We attempt to maintain a relatively diversified loan portfolio to help reduce the risk inherent in concentration of certain types of
collateral.

The following table summarizes the composition of our loan portfolio as of March 31, 2009 and December 31, 2008:

March 31, 2009 December 31, 2008
Percentage Percentage
Amount of Total Amount of Total
Real Estate:
Construction and land development $ 18,021,912 16.21% $ 17,150,969 15.95%
Commercial 30,856,692 27.75 29,539,423 27.46
Residential mortgages 21,331,924 19.18 20,646,023 19.20
Home equity lines 25,790,843 23.20 25,414,399 23.63
Total real estate 96,001,371 86.34 92,750,814 86.24
Commercial 12,402,041 11.16 11,870,971 11.04
Consumer 2,775,465 2.50 2,925,871 2.72
Gross loans 111,178,877 100% 107,547,656 100%
Less allowance for loan losses (1,601,888) (1,688,840)
Total loans, net $ 109,576,989 $ 105,858,816

Provision and Allowance for Loan Losses

We have established an allowance for loan losses through a provision for loan losses charged to expense on our
consolidated statement of operations. The allowance for loan losses for the three months ended March 31, 2009 and 2008 is
presented below:
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Three Months Ended

March 31,
2009 2008
Balance at beginning of the period $ 1688840 $ 552,600
Provision for loan losses 177,300 187,866
Loans charged-off (264,252) (7,215)
Recoveries of loans previously charged-off — —
Balance at end of the period $ 1601888 $ 733251

The allowance for loan losses was $1,601,888 and $1,688,840 as of March 31, 2009 and December 31, 2008, respectively,
and represented 1.44% and 1.57% of outstanding loans at March 31, 2009 and December 31, 2008, respectively.

The allowance for loan losses represents an amount which we believe will be adequate to absorb probable losses on
existing loans that may become uncollectible. Our judgment as to the adequacy of the allowance for loan losses is based on a number
of assumptions about future events, which we believe to be reasonable, but which may or may not prove to be accurate. Our
determination of the allowance for loan losses is based on evaluations of the collectibility of loans, including consideration of factors
such as the balance of impaired loans, the quality, mix, and size of our overall loan portfolio, economic conditions that may affect the
borrower’s ability to repay, the amount and quality of collateral securing the loans, our historical loan loss experience, and a review
of specific problem loans. We also consider subjective issues such as changes in the lending policies and procedures, changes in the
local/national economy, changes in volume or type of credits, changes in volume/severity of problem loans, quality of loan review
and board of director oversight, concentrations of credit, and peer group comparisons. Due to our limited operating history, to date
the provision for loan losses has been made primarily as a result of our assessment of general loan loss risk compared to banks of
similar size and maturity.

Due to our short operating history, the loans in our loan portfolio and our lending relationships are of very recent origin. In
general, loans do not begin to show signs of credit deterioration or default until they have been outstanding for some period of time, a
process known as seasoning. As a result, a portfolio of older loans will usually behave more predictably than a newer portfolio.
Because our loan portfolio is new, the current level of delinquencies and defaults may not be representative of the level that will
prevail when the portfolio becomes more seasoned, which may be higher than current levels. If delinquencies and defaults increase,
we may be required to increase our provision for loan losses, which would adversely affect our results of operations and financial
condition. Periodically, we will adjust the amount of the allowance based on changing circumstances. We will charge recognized
losses to the allowance and add subsequent recoveries back to the allowance for loan losses. There can be no assurance that
charge-offs of loans in future periods will not exceed the allowance for loan losses as estimated at any point in time or that provisions
for loan losses will not be significant to a particular accounting period especially considering the overall weakness in the commercial
real estate market in our market areas.

Because of our short operating history and the lack of seasoning of our loan portfolio, we do not allocate the allowance for
loan losses to specific categories of loans. Instead, we evaluate the adequacy of the allowance for loan losses on an overall portfolio
basis utilizing our credit grading system which we apply to each loan. We have retained an independent consultant to review the loan
files on a test basis to assess the grading of samples of loans.

At March 31, 2009 and December 31, 2008 nonaccrual loans totaled $810,794 and $294,596 respectively. Generally, a
loan will be placed on nonaccrual status when it becomes 90 days past due as to principal or interest, or when management believes,
after considering economic and business conditions and collection efforts, that the borrower’s financial condition is such that
collection of the loan is doubtful. A payment of interest on a loan that is classified as nonaccrual will be recognized as income when
received.

Deposits

Our primary source of funds for our loans and investments is our deposits. Total deposits as of March 31, 2009 and
December 31, 2008 were $113,554,936 and $118,534,560, respectively. The following table shows the balance outstanding and the
average rates paid on deposits for the quarter ending March 31, 2009 and the year ending December 31, 2008.
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March 31, 2009 December 31, 2008
Amount Rate Amount Rate

Non-interest bearing demand deposits 12,276,990 —% $ 11,190,632 —%
Interest-bearing checking 4,198,169 0.25 4,358,995 0.76
Money market 28,169,002 2.28 24,274,390 291
Savings 696,060 0.80 631,321 0.95
Time deposits less than $100,000 31,006,108 3.76 45,288,107 4.05
Time deposits $100,000 and over 37,208,607 3.43 32,791,115 4.03

Total 113,554,936 3.11% $ 118,534,560 3.54%

Core deposits, which exclude time deposits of $100,000 or more and brokered certificates of deposit, provide a relatively
stable funding source for our loan portfolio and other earning assets. Our core deposits were $76,346,329 and $85,743,445 at
March 31, 2009 and December 31, 2008, respectively. Our loan-to-deposit ratio was 97.91% and 90.73% at March 31, 2009 and
December 31, 2008, respectively. Due to the competitive interest rate environment in our market, we utilized brokered certificates of
deposit as a funding source in 2008 when we were able to procure these certificates at interest rates less than those in the local
market. All of our time deposits are certificates of deposits.

Borrowings and lines of credit

At March 31, 2009, the Bank had short-term lines of credit with correspondent banks to purchase a maximum of $4,000,000
in unsecured federal funds on a one to fourteen day basis and $6,600,000 in unused federal funds on a one to thirty day basis for
general corporate purposes. One of these federal funds lines for $2,000,000 was issued through a correspondent bank (Silverton,
NA) that was placed in receivership on May 1, 2009. The FDIC has formed a bridge bank, Silverton Bridge Bank, NA, to operate the
bank until either a buyer is found or they begin liquidating the assets of the bank. It is anticipated that this federal funds line will
remain in place until July 31, 2009. We will be evaluating various alternatives to replace this line during the second quarter of
2009. The interest rate on borrowings under these lines is the prevailing market rate for federal funds purchased. These
accommodation lines of credit are renewable annually and may be terminated at any time at the correspondent banks’ sole discretion.
At March 31, 2009 and December 31, 2008, we had none outstanding.

We are also a member of the Federal Home Loan Bank. At March 31, 2009 and December 31, 2008 we had $3,000,000
outstanding at an interest rate of 2.62% with a maturity date of February 25, 2013. The bank borrowed the funds to reduce the cost of
funds on money used to fund loans. The bank has remaining credit availability of $10,170,000 at the Federal Home Loan Bank.

Capital Resources

Total shareholders’ equity was $12,949,212 at March 31, 2009, an increase of $2,886,113 from $10,063,099 at
December 31, 2008. The increase is primarily due to the CPP Agreement we entered into with the Treasury on January 9, 2009 which
resulted in the issuance of 3,285 shares of Series A preferred stock and 164 shares of Series B preferred stock for an aggregate
amount of $3,285,000. These amounts were partially offset by our net loss for the period of $509,463.

The Federal Reserve and bank regulatory agencies require bank holding companies and financial institutions to maintain
capital at adequate levels based on a percentage of assets and off-balance sheet exposures, adjusted for risk weights ranging from 0%
to 100%. The Federal Reserve guidelines contain an exemption from the capital requirements for “small bank holding companies”,
which in 2006 were amended to cover most bank holding companies with less than $500 million in total assets that do not have a
material amount of debt or equity securities outstanding registered with the SEC. Although we file periodic reports with the SEC, we
believe that because our stock is not registered under Section 12 of the Securities Exchange Act and is not listed on any exchange or
otherwise actively traded, the Federal Reserve Board will interpret its new guidelines to mean that we qualify as a small bank
holding company. Nevertheless, our Bank remains subject to these capital
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requirements. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary
actions by regulators that, if undertaken, could have a direct material effect on the Bank’s financial statements. Under capital
adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank’s assets, liabilities and certain off-balance sheet items as calculated under regulatory
accounting practices. The Bank’s capital amounts and classifications are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors. Regardless, our Bank is “well capitalized” under these minimum capital requirements
as set per bank regulatory agencies.

Under the capital adequacy guidelines, regulatory capital is classified into two tiers. These guidelines require an institution
to maintain a certain level of Tier 1 and Tier 2 capital to risk-weighted assets. Tier 1 capital consists of common shareholders’
equity, excluding the unrealized gain or loss on securities available for sale, minus certain intangible assets. In determining the
amount of risk-weighted assets, all assets, including certain off-balance sheet assets, are multiplied by a risk-weight factor of 0% to
100% based on the risks believed to be inherent in the type of asset. Tier 2 capital consists of Tier 1 capital plus the general reserve
for loan losses, subject to certain limitations. We are also required to maintain capital at a minimum level based on total average
assets, which is known as the Tier 1 leverage ratio.

At the bank level, we are subject to various regulatory capital requirements administered by the federal banking agencies.
To be considered “adequately capitalized” under these capital guidelines, we must maintain a minimum total risk-based capital of
8%, with at least 4% being Tier 1 capital. In addition, we must maintain a minimum Tier 1 leverage ratio of at least 4%. To be
considered “well-capitalized,” we must maintain total risk-based capital of at least 10%, Tier 1 capital of at least 6%, and a leverage
ratio of at least 5%.

The following table sets forth the bank capital ratios at March 31, 2009. For all periods, the bank was considered “well
capitalized”.

(Dollars in thousands)

Adequately Capitalized Well Capitalized
Actual Requirement Requirement
Amount Ratio Amount Ratio Amount Ratio

Total capital to risk weighted

assets $ 11,307 1093% $ 8,276 8.00% $ 10,345 10.00%
Tier 1 capital to risk weighted

assets $ 10,010 9.67% $ 4,141 4.00% $ 6,211 6.00%
Tier 1 capital to average assets ~ $ 10,010 7.76% $ 5,160 4.00% $ 6,450 5.00%

We believe that our capital is sufficient to fund the activities of the bank in its initial stages of operation and that the rate of
asset growth will not negatively impact the capital base. We have no plans for significant capital expenditures in 2009.

Off-Balance Sheet Risk

Through the Bank, we have made contractual commitments to extend credit in the ordinary course of our business activities.
These commitments are legally binding agreements to lend money to our clients at predetermined interest rates for a specified period
of time. We evaluate each client’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary
by us upon extension of credit, is based on our credit evaluation of the borrower. Collateral varies but may include accounts
receivable, inventory, property, plant and equipment, commercial and residential real estate. We manage the credit risk on these
commitments by subjecting them to normal underwriting and risk management processes.

At March 31, 2009 we had issued commitments to extend credit of approximately $19,352,638 through various types of
lending arrangements. At December 31, 2008 we had issued commitments to extend credit of approximately $23,394,000 through
various types of lending arrangements. There were two standby letters of credit included in the commitments for $110,000 at
March 31, 2009 and December 31, 2008.

Commitments generally have fixed expiration dates or other termination clauses and may require the payment of a fee. A
significant portion of the unfunded commitments relate to consumer equity lines of credit and commercial lines of credit. Based on
historical experience, we anticipate that a portion of these lines of credit will not be funded.

Except as disclosed in this document, we are not involved in off-balance sheet contractual relationships, unconsolidated

related entities that have off-balance sheet arrangements or transactions that could result in liquidity needs or other commitments that
significantly impact earnings.
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Liquidity

Liquidity represents the ability of a company to convert assets into cash or cash equivalents without significant loss, and the
ability to raise additional funds by increasing liabilities. Liquidity management involves monitoring our sources and uses of funds in
order to meet our day-to-day cash flow requirements while maximizing profits. Liquidity management is made more complicated
because different balance sheet components are subject to varying degrees of management control. For example, the timing of
maturities of our investment portfolio is fairly predictable and subject to a high degree of control at the time investment decisions are
made. However, net deposit inflows and outflows are far less predictable and are not subject to the same degree of control.

At March 31, 2009, our liquid assets, consisting of cash and due from banks and federal funds sold, amounted to $2,551,395,
or approximately 1.96% of total assets. Our investment securities available for sale at March 31, 2009 amounted to $13,266,441, or
approximately 10.21% of total assets. Unpledged investment securities traditionally provide a secondary source of liquidity since
they can be converted into cash in a timely manner. At March 31, 2009, $2,534,469 of our investment securities were pledged to
secure public entity deposits.

Our ability to maintain and expand our deposit base and borrowing capabilities serves as our primary source of liquidity.
We plan to meet our future cash needs through the liquidation of temporary investments and the generation of deposits. In addition, we
will receive cash upon the maturities and sales of loans and maturities, calls and prepayments on investment securities. We maintain
federal funds purchased lines of credit with correspondent banks totaling $10,600,000. Availability on these lines of credit was
$10,600,000 at March 31, 2009. We are a member of the Federal Home Loan Bank (“FHLB"), from which applications for
borrowings can be made. The FHLB requires that investment securities or qualifying mortgage loans be pledged to secure advances
from them. We are also required to purchase FHLB stock in a percentage of each advance. At March 31, 2009 we had $3,000,000
outstanding at the FHLB. We believe that our existing stable base of core deposits along with continued growth in this deposit base
will enable us to successfully meet our long term liquidity needs.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Not applicable.

Item 4. Controls and Procedures

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our
disclosure controls and procedures as defined in Exchange Act Rule 13a-15(e). Based upon that evaluation, our Chief Executive
Officer and Chief Financial Officer have concluded that our current disclosure controls and procedures are effective as of March 31,
2009. There have been no significant changes in our internal controls over financial reporting during the fiscal quarter ended
March 31, 2009 that have materially affected, or are reasonably likely to materially affect, our internal controls over financial
reporting.

The design of any system of controls and procedures is based in part upon certain assumptions about the likelihood of future
events. There can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions,
regardless of how remote.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

There are no pending legal proceedings to which we are a party or of which any of our property is the subject.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Not applicable.

Item 3. Default Upon Senior Securities

Not applicable.

Item 4. Submission of Matters to a VVote of Security Holders

Not applicable.

Item 5. Other Information

Not applicable.
Item 6. Exhibits
31.1 Rule 13a-14(a) Certification of the Principal Executive Officer and Principal Financial Officer
32 Section 1350 Certifications.
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: May 15, 2009 By: /s/ Charlie T. Lovering
Charlie T. Lovering
Chief Executive Officer and Chief Financial Officer
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EXHIBIT INDEX

Exhibit

Number Description

311 Rule 13a-14(a) Certification of the Principal Executive Officer and Principal Financial Officer.
32 Section 1350 Certifications.
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