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To Our Shareholders
• ii

The year 2008 will be remembered for a long time to come. We saw events unfold ;that were
unimaginable just a short time ago, including the collapse of two prestigious Wall Street firmsj a federal
bailout of Fannie Mae and Freddie Mac, and federal bailouts of numerous other financial institutions. As
we moved later into the year, each week seemed to bring new negative headlines that sent Shockwaves
throughout the global financial system.
Meanwhile, The Page Valley Bank celebrated its 115* year of doing business. We opened oiir doors in
the midst of the Panic of 1893, and we have seen the Panic of 1907, the Great Depression and tlie Savings
and Loan Crisis ofthe 1980's all come and go. We plan to weather the current storm as well and emerge
as a bank even more prepared and capable to serve its customers and accommodate their banking needs.
While we remain a well capitalized institution on solid footing, the events of 2008 did not leave Bliie
Ridge Bankshares, Inc. (BRBS) unscathed. The Company suffered a net pre-tax effect securities loss of
$389,000 during the year, driven largely by $200,000 in losses on preferred stock of Faimie Mae and
Freddie Mac. Additionally, the termination of The Page Valley Bank's defined benefit plan generated a
larger loss than anticipated, due to declines in the equities market. However, in light ofthe market's
continued deterioratioii since the final termination of the plan in July 2008, I remain confident that the
right decision was made by your Board ofDirectors in removing the volatility and uncertainty ^associated
with a defined benefit plan.
;
Many other important events fbr BRBS tmfolded in 2008. In the early summer months, thej Company
executed a 25,000 share repurchase plan. This was the first time that the Board implemented a repurchase
initiative of this size. The plan was instituted to provide an opportimity fbr BRBS shareholdersjito dispose
of shares in an orderly manner and we believe it will improve the long-term return to you, a shareholder
that retained your owriership interest in the Company.
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The Company also realized significant asset growth during the year. At December 31, 2008, consolidated
assets were up 18.5% from the prior year, pushing BRBS (and PVB) over $100 million in asssets for the
first time. The growth in assets is a strategic move by your Board and Management to iricrease the
earning asset base in prder to eam additional interest income in an industry that continues to experience
fierce competition. The primary driver ofthe asset growth was a significant increase in the loan portfolio.
While the current environment contains considerable uncertainty, the Bank focused its efforts on loans
that it deemed to be of the appropriate risk fbr its lending policies and balance sheet structure. :i
As we look ahead to 2009 and beyond, many significant questions remain about the future face of
commercial banking in the United States. However, we are focused on forging ahead while working on
improving shareholder return and striving to provide our customers the absolute best service possible.
It is a tremendous honor for the directors, officers and employees to work on your behalf Words caimot
express pur profound gratitude. As always, I would also like to remind you that the best way to help
improve the value of your investment isto refer business to the Bank or to Page Valley Investments, LLC
whenever possible. I would also encourage you to contact me anytime you have questions or concems
regarding the Company.
i
Sincerely,.

yiQcrri^ Q C CPia^^/ndtmj
Monte L. Layman
President and CEO

BLUE RIDGE BANKSHARES, INC.
FINANCIAL fflGHLIGHTS

2007

2008
FORTHEYEAR
Net income
Dividends declared
Eamings per share
Dividend per share

AT YEAR END
Totalassets
Total investments
Net loans
Deposits
Stockholders' equity
Book value per share
Common stoek outstanding

KEY RATIOS
Retum on average assets
Retum on average equity
Equity to assets
Increase in assets
Increase (decrease) in eamings per share
Increase in book value per share

513,739
230,481
2.57
1.20

$

666,803
248,066
3.12
1.16

$ 106,895,415
21,181,360
76,199,734
81,742,912
10,363,314
54.96
188,578

$

90,242,890
29,583,376
51,857,813
74,813,560
11,511,357
53.78
214,034

.52%
4.70%
9.69%
18.45%
(17.63)%
2.19%

.74%
5.91%
12.76%
.33%
1.96%
5.31%

Financial Statements

Blue Ridge Bankshares, Inc.
Pailentof
The Page Valley I Bank
Luray, Virginia
Decemben 31, 2008
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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Blue Ridge Bankshares, Inc.
Luray, Virginia

We have audited the accompanying consolidated balance sheet of Blue Ridge Bankshards, Inc. and
subsidiaries as ofDecember 31, 2008, and the related consolidated statements of income, ijchanges in
stockholders' equity, and cash flows for the year then ended. These consolidated financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. The consolidated financial statements of Blue
Ridge Bankshares, Inc. asof December 31, 2007 were audited by S.B. Hoover & Company, L.L.P. whose
report dated Febniary 25, 2008, expressed an unqualified opinion on those statements. The financial
statements as of December 31,2007 were reported upon before the restatement referred to in >«[ote 3.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are fi'ee of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis fbr our opinion.
;
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Blue Ridge Bankshares, Inc. and subsidiaries as of December 31, 2008,
and the results of its operations and its cash flows for the year then ended in conformity vvith accounting
principles generally accepted in the United States of America.
As described in Note 3 ofthe financial statements, the Company determined it had used aii erroneous
method of accounting for loan origination fees received and loan origination costs incurred.:; The 2007
financial statements have been restated to reflect the correction of this error.
!
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BLUE RIDGE BANKSHARES, INC.
CONSOLIDATED BALANCE SHEETS
December 31,
2008
2007

ASSETS
Cash and due from banks
Interest bearing balances with banks
Federal funds sold
Investment securities
Securities available for sale (at fair value)
Securities held to maturity (fair value of $10,623,501
in 2008, $ 12,094,597 in 2007)
Restricted investments
Total Investment Securities
Loans
Allowance for loan losses
Net Loans
Bank premises and equipment, net
Bank-owned life insurance
Otherassets
TotalAssets

$

1,874,000
1,972,000

$

2,509,842
100,000
353,000

9,372,585

17,009,239

10,721,575
1.087.200
21,181,360

12,122,837
451.300
29,583,376

76,777,037
(577.303)
76,199,734

52,399,698
(541.885)
51,857,813

1,843,367
2,375,431
1.449.523

1,884,402
2,276,155
1.678.302

$106J95,415

$ 90.242.890

$ 17,384,733
18,437,227
7,690,154
38.230.798

$ 17,718,428
13,819,145
7,978,974
35.297.013

. 81,742,912

74,813,560

258,000
14,223,810
307.379

3,500,000
417.973

96.532.101

78.731.533

942,890
9,418,140
2.284

1,070,170
55,809
10,349,905
-35.473

10.363.314

11.511.357

SIMMMIS.

$ 90.242.890

LIABILITIES
Deposits
Demand deposits
Noninterest bearing
Interest bearing
Savings deposits
Time deposits
Total Deposits
Federal funds purchased
Other borrowed funds
Other liabilities
Total Liabilities
STOCKHOLDERS'EQUITY
Common stock, $5 par vaiue, authorized - 500,000 shares;
outstanding- 188,578 and 214,034 shares, respectively
Paid-incapital
Retainedearnings
Accumulated other comprehensive loss
Total Stockholders' Equity
Total Liabilities and Stockholders' Equity

The Accompanying Notes Are An Integral Part Of This Statement.

BLUE RTOGE BANKSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME
Years Ended
December 3 i,
2008
3 2007
INTEREST INCOME
Interest and fees on loans
Interest on federal fimds sold
Interest and dividends on investment securities
Taxable
Nontaxable

$

4,435,374
10,743

$ 3,625,344
38,032

838,675
284.402

'1,083,150
I 270.327

5.569.194

!5,016,853

284,404
1,218,677
177.135

? 96,148
1,477,033
i 35.317

Total Interest Expense

1.680.216

1.608.498

Net Interest Income

3,888,978

0,408,355

Total Interest Income
INTEREST EXPENSE
Interest on savings and interest bearing demand deposits
Interest on time deposits
Interest on borrowed fiinds

64.000

PROVISION FOR LOAN LOSSES
Net Interest Incorae after Provision for Loan Losses
; NONINTEREST INCOME
Service charges, fees and commission
Eamings on investment in life insurance
: Securities gains (losses)
Other noninterest income

3.824.978

3.408.355

756,453
99,276
(388,944)
177.680

! 650,266
1 93,519
'! 131.569

644.465

Total Noninterest Income
: NONINTEREST EXPENSE
Salaries
Employee benefits
Occupancy expenses
Equipment expenses
Printing, stationery and supplies
Audits and examinations
Advertising expense
Directors fees
ATM card expenses
Service contracts
Other contractual services
Other noninterest expehse
Termination of defined benefit plan

1,630,268
644,782
183,417
314,660
91,129
103,707
76,594
99,622
95,301
127,807
72,614
336,366
141,676

Total Noninterest Expenses
Income before Income Taxes
•INCOME T A X E X P E N S E

i 875.354
1,652,933
5 438,918
:; 191,579
5 328,580
'i 54,384
1 78,557
:i 67,184
1 97,070
!i 67,206
Vl27,442
; 50,185
1 279,112
*

.

3.917.943

3.433.150

551,500

] 850,559

37.761

j 183.756

Netlncome

$

513.739

$

: 666.803

Net Earnings per Share

$

2.57

$

i!

Weighted Average Shares Outstanding

199.862

The Accompanying Notes Are An Integral Part Of This Statement.

3.12

i 213.894

BLUE RTOGE BANKSHARES, INC.
CONSOLTOATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Common
Stock
BALANCE AS PREVIOUSLY
REPORTED
$ 1,070,250 $

Paid-in
Capital

Retained
Earnings

56,421 $10,027,462 $ (222,334) $10,931,799

Correction of error in accounting
for deferred loan fees (Note 3)
RESTATED BALANCES
DECEMBER 31,2006
Comprehensive Net Income
Net Income (as restated in 2008)
Changes in unrealized losses
on securities available
for sale, net of deferred
income tax liability of
$(132,810)
Total Comprehensive Income
Treasury stock purchased and
retired (200 shares)
Issuance of stock (184 shares)
Cash Dividends

Accumulated
Other
Comprehensive
Income (Loss) Total

(96.294)

$ 1.070.250 $

-

56.421 $ . J J i y i S $==J[222J14> $ 1 M 2 5 ^ 5

666,803

- 666,803

257,807
(1,000)
920

(8,800)
8,188

.

BALANCE DECEMBER 31,2007 $ 1.070.170 $
Comprehensive Net Income
Netlncome
Changes in unrealized losses
on securities available
for sale, net of deferred
income tax asset of
$17,097
Total Comprehensive Income
Treasury stock purchased and
retired (25,654 shares)
(128,270)
Issuance ofstock (198 shares)
990
Cash Dividends
_____^
BALANCE DECEMBER 31,2008 $J 942.890 $

(96.294)

(9,800)
9,108
(248.066)

55.809 $10.349.905 $

'

(248.066)
21471 $11.511.357

513,739

513,739

(33,189)

(64,323)
8,514

257,807
924,610

(1,215,023)
(230.481) _ _ _ _ _
$ 9.418.14^ $^

The Accompanying Notes Are An Integral Part Of This Statement.

(33.189)
480,550
(1,407,616)
9,504
(230.481)

BLUE RTOGE BANKSHARES, INC.
CONSOLTOATED STATEMENTS OF CASH FLOWS
Years Ended
December 31,
. 2008
« 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Netincome
Adjustments to reconcile net income to
net cash prbvided by operating activities:
;
Provision for loan losses
Deferred income taxes
v
Securities Ibsses
Non-cash investment income
Loss on disposition ofassets
.
Depreciation
Investment amortization expense, net
Decrease in other assets
Increase (decrease) in accmed expenses
Income from liinited liability companies
Increase in carrying value of life insurance investment
Total adjustments
Net Cash Provided by Operating Activities
CASH FLOWS FROM BWESTING ACTIVITIES
Purchases of securities available for sale
Purchases of securities held to maturity
Proceeds from calls and maturities of securities available for sale
Proceeds from paydowns of mortgage-backed securities
available for sale
Proceeds from salesof securities available for sale
Proceeds from calls and maturities ofsecurities held to maturity
Proceeds front paydowns of mortgage-backed securities held
tomaturiW.
Purchases of interest bearing balances with banks
Federal funds sold
Net increase in loans
Purchase of bank premises and equipment
Proceeds from sale of assets
Distributions from limited liability companies
Purchase of restricted investments
Net Cash Used in Investing Activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net change in demand and savings deposits
Net change in time deposits
Federal Home Loan Bank advances
Federal Home Loan Bank repayments
Federal fiinds purchased
Cash dividends paid
Purchase of ti;easury stock
Sale of issued stock
Net Cash Provided by (Used in) Financing Activities
CASHANDCASHEQUIVALENTS
Net decrease in cash and cash equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

$

513,739

$

64,000
(118,753)
388,944
(86,930)
14,521
205,291
9,453
210,988
(110,594)

666,803

(20,595)
4,446
225,381
13,575
69,168
49,181
(26,063)
(91519)

(99,276)
477.644

I

221.574

991.383

i!

888.377

(13,698,817)
6,450,000
1,058,775
13,390,094
350,000
1,039,181
(1,872,000)
353,000
(24,405,921)
(168,573)
230,367

il (8,023,399)
i (1,127,952)
j! 13,750,000
I

• 374,844

I

235,000

|| 1,061,327
I

(635.900)

(106,000)
(8,447,170)
(205,625)
9,031
25,824
(22.900)

(17.909.794)

jj (2.477.020)

3,995,567
2,933,785
19,100,000
(8,376,190)
258,000
(230,481)
(1,407,616)
9.504

(1,409,519)
81,744
10,300,000
(9,300,000)
(248,066)
(9,800)
9.108

16.282.569

(576.533)

(635,842)

i| (2,165,176)

2.509.842

j 4.675.018

$ 1.874.000

$ 2.509.842

$ 1,762,087
235,000

$ 1,608,135
i 220,000

Supplemental Information
Interest paid
i
Income taxes paid
NON CASH ACTIVITY
The
le Company received an equity interest in an investment valued
at $86,930 as part of a reorganization of the investee

The Accompanying Notes Are An Integral Part Of This Statement.

BLUE RTOGE BANKSHARES, INC.
NOTES TO THE CONSOLTOATED FINANCIAL STATEMENTS
NATURE OF OPERATIONS
Blue Ridge Bankshares, Inc. ("Company") through The Page Valley Bank ("Bank") operates
under a charter issued by the Commonwealth of Virginia and provides commercial banking
services. A s a state chartered bank, the Bank is subject to regulation by the Virginia Bureau of
Financial Institutions and the Federal Reserve Bank. The Bank provides services to customers
located primarily in Page and eastem Rockingham Counties in the Commonwealth of Virginia.
Additionally, the Company provides financial advisory services through Page Valley
Investments, LLC in the same primary service area as the Bank.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accounting and reporting policies employed by the Company conform to generally accepted
accounting principles and practices within the banking industry.
a.

Consolidation Policy
The consolidated financial statements include the accounts of Blue Ridge Bankshares, Inc.
and its wholly-owned subsidiaries. The Page Valley Bank and Page Valley Investments,
LLC. All significant intercompany balances and transactions have been eliminated.

b.

Use of Estimates in the Preparation of Financial Statements
In preparing the financial statements, management is required to make estimates and
assumptions that affect the reported amounts in those statements. Actual results could differ
significantly from those estimates. A material estimate that is particularly susceptible to
significant changes is the determination ofthe allowance for loan losses, which is sensitive
to changes in local and national economic conditions.

c.

Reclassification ofFinancial Statement Presentation
Certain reclassifications have been made to the December 31, 2007 financial statements to
conform to the December 31, 2008 financial statement presentation. Such reclassifications
have had no effect on net income as previously reported.

d.

Cash and Cash Equivalents
Cash and cash equivalents include cash on hand and correspondent balances in other
financial institutions.

e.

Investmentsecurities
Management detennines the appropriate classification of securities at the time of purchase.
If managemerit has the intent and the Compariy has the ability at the time of purchase to
hold securities until maturity, they are classified as held to maturity and carried at
amortized historical cost. Securities not intended to be held to maturity are classified as
available for sale and carried at fair value. Securities available for sale are intended to be
used as part ofthe Company's asset and liability management strategy and may be sold in
response to changes in interest rates, prepayment risk or other similar factors.
Amortization of premiums and accretion of discounts on securities are reported as
adjustments to interest income using the effective interest method. Realized gains and
losses on dispositions are based on the net proceeds and the adjusted book value of the
securities sold using the specific identification method. Unrealized gains and losses on
investment securities available for sale are based on the difference between book value and
fair value of each security. These gains and losses are credited or charged to shareholders'
equity, whereas realized gains and losses flow through the Company's current eamings.

BLUE RTOGE BANKSHARES, EVC;
NOTES TO THE CONSOLTOATED FINANCIAL STATEMENTS (CONTINUED)
2.

i SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): r : :
f.

i :
g.

'

•••

•

•

i

Loahs
!
Loans are carried on the balance sheet net of any unearaed discount and the allowance for
loan losses. Interest income on loans is based generally on the daily amount of principal
outstanding. The accrual of interest on impaired loans is discontinued when, inithe opinion
of managenient, the interest income recognized will not be collected. Receipts bn impaired
ioans are applied to principal until the loan is brought current and collection is; reasonably
assured. Loans are considered past due based on the contractual terms ofthe loan.
Allowance fbr Loan Losses
,
The allowance for loan losses is established as losses are estimated to haye occurred
through a provision for loan losses charged to eamings. Loan losses are charged against
the allowance when management believes the uncollectibility of a loan I balance is
confirmed. Subsequent recoveries, ifany, are credited to the allowance.
I
-

'

'

-

.

•

•

'

'

'I

The allowance for loan losses is evaluated on a regular basis by management and is
based upori management's periodic review pf the collectibility of the loansj in light of
historical experience, the nature and volume ofthe loan portfolio, adverse situations that
may affect the borrower's ability to repay, estimated value ofany underlying collateral,
and prevailing economic conditions. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as more iriformation
becomes available.
;l
The allowance consists of specific and general components. The specific 'component
relates to loans that are classified as doubtful, substandard, or special mention. For such
loans that are also classified as impaired, an allowance is established | when the
discounted cash flows (or collateral value or observable market price) of tHe impaired
loan is lower than the carrying value of that loan. The general component (Rovers nonclassified loans and is based on historical loss experience adjusted fbr i qualitative
factors.
1|
A loan is considered impaired when, based on current information and events, it is
probable that the Company will be unable to collect the scheduled payirients of principal
or interest, when due according to the contractual terras ofthe loan agreeraent. Factors
considered by management in determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal and interest payments when
due. Loans that experience insignificant payment delays and payment shortfalls
generally are not classified as impaired. Management determines the significance of
payment delays and payment shortfalls on a case-by-case basis, taking into consideration
all of the circurastances surrounding the loan and the borrower, including the length of
the delay, the reasons for the delay, the borrower's prior payment record, and the araount
of the shortfall in relation to the principal and interest owed. Impairment is measured on
a loan-by-loan basis for commercial and constmction loans by either the present value of
expected future cash flows discounted at the loan's effective interest rate,ithe loan's
obtainable market price, or the fair value of the collateral if the loan is collateral
dependent.
Large groups of smaller balance homogeneous loans are collectively evaluated for
impairment. Accordingly, the Company does not separately identify individual consuraer
and residential loans for irapairraent disclosures, unless such loans are the subject of a
restmcturing agreeraent.
;

BLUE RTOGE BANKSHARES, INC.
NOTES TO THE CONSOLTOATED FINANCIAL STATEMENTS (CONTINUED)

SUMMARY O F SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):
h.

Bank Owned Life Insurance
The Corapany owns and is the beneficiary of several single premium life insurance
contracts insuring key executives of the Company. The policies are stated at cash
surrender value, with changes in value recorded in income for the year.

i.

Bank Premises and Equipment
Bank premises and equipment are stated at cost, less any accuraulated depreciation.
Depreciation is recognized over the estimated useful lives of the assets on a straight-line
basis. Maintenance and repairs are charged to operations as incurred. Gains and losses on
dispositions are reflected in noninterest incorae or expense.

j.

Income Taxes
Amounts provided for incorae tax expense are based on income reported for financial
statement purposes rather than amounts currently payable under income tax laws. Deferred
taxes, which arise principally from temporary differences between the period in which
certain income and expenses are recognized for financial accounting purposes and the
period in which they affect taxable income, are included in the amounts provided for
incorae taxes.

k.

Earnings Per Share
Eamings per share are based on the weighted average number of shares outstanding.

1.

Financiallnstruments
In the ordinary course of business the Bank has entered into coramitments to extend credit.
Such financial instmments are recorded in the financial statements when they are fimded.

m.

Recent Accounting Pronouncements
In June 2006, the Financial Accounting Standards Board (FASB) issued FASB
Interpretation No. 48 (FIN 48), Accotmting for Uncertainty iri Income Tcixes - an
interpretation of FASB Statement 109. FIN 48 clarifies the accounting for uncertainty in
income taxes recognized in a coriipany's financial statements in accordance with FASB
State No. 109, Accountingfor Income Taxes. FIN 48 prescribes a comprehensive raodel for
recognizing, raeasuring, presenting and disclosing in the financial statements tax positions
taken or expected to be taken bn a tax retum. If there are changes in net assets as a result of
the application of FIN 48 these will be accounted for as an adjustment tb the opening
balance of retained eamings. Additional disclosures about the amounts of such liabilities
will be required also. The Company presently recognizes income tax positions based ori
management's estimate of whether it is reasonably possible that a liability has been
incurred for unrecognized income tax benefits by applying FASB Statement No. 5,
Accounting for Contingencies. The Company has elected to defer the application of
Interpretation 48 in accordance with FASB Staff Position FIN 48-3. This FSP defers the
effective date of Interpretation 48 for nonpublic.companies included within its scope to the
annual financial statements for fiscal years beginning after December 15, 2008. The
Corapany will be required to adopt FIN 48 in its 2009 annual financial stateraents.
Management has not assessed the impact of FIN 48 on its consolidated financial position
and results of operations.

BLUE RIDGE BANKSHARES, INC.
NOTES TO THE CONSOLTOATED FINANCIAL STATEMENTS (CONTINIJED)

CORRECTION OF ERROR

i
-

•

'"

"

-

'

•

i[

'

•

i

In prior years, the Company recognized loan received fees as income and the icosts of loan
originations in the year ofthe origination. During 2008, the Company began deferring loan fees
and capitalizirig loan costs in accordance with generally accepted accounting standards. This
correction ofan error resulted in the restatement of retained eamings as of January 1, 2007 and
the reported eamings for 2007. The restatement decreased retained eamings at January 1, 2007
by $96,294 ($145,900 before income tax effect of $49,606). The correction alsb; resulted in a
decrease in loans of $145,900 and an increase of $49,606 in other assets at Januaryi 1, 2007. Net
income after the correction decreased by $ 15,472 (net of tax benefit bf $7,971) foi- the year ended
December 31,2007.
•
.

•

'

•

•

•

•

•

•

- t

INFREQUENT ITEM

•

,

.

5

During 2008, the Gompany terminated its defined benefit plan held fbr the benefit] of employees
of the Bank. , The termination resulted in a one-time expense of $414,924. The plan was
terminated by the Company in an effort to improve overall financial risk management by
removing the volatility associated with a defined benefit plan.
CASHANDDUEFROMBANKS

l

The Bank has entered into several compensating balance agreements with its correspondent
banks. The total included in cash and due from banks related to these agreements at December
31,2008 and 2007 was $375,000.
j;
INTEREST BEARING BALANCES WITH BANKS •

?
i

The Barik has invested in certificates of deposit with other institutions insured by the Federal
Deposit Insurance Corporation (FDIC). All balances raaintained are below the jl threshold for
FDIC insurance coverage. The total balances in these accounts at December 31, 2008 was
$1,972,000, with a balance of $100,000 maturing in June 2009, and the remainirig $1,872,000
maturing in July 2009.
I
INVESTMENTSECURITIES

i :
• •

"

.

'

'

J
il

•

The amortized cost and fair values of investment securities are as fbllows:
Amortized
Cost
December 31, 2008
Available for Sale
U. S; Treasury
and Agency.
Mortgage backed
securities
Equity securities
Held to Maturitv
State and municipal
Mortgage backed
securities
Total Investment
Securities

Gross
Unrealized
Gains

"

?
!!

Gross
Unrealized
Losses

i Fair
i Value
ii

i
'\

$

340,000

$

$

$

340,000
!;

7,834,489
1.195.583

107,639
12.480

2,537
115,069

9.370.072

120.119

117.606

17,939,591
; 1.092.994
19.372,585
.

7,511,391

66,102

3.210.184

17.764

: 10.721.575

83.866

179,516

lj

li 7,397,977
!

•

2,424

:! 3.225.524
10.623.501

181.940
• •

$20,091,647

$

203.985

$

299.546

!

$ 19.996.086

BLUE RTOGE BANKSHARES, INC.
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INVESTMENT SECURITIES (CONTINUED)
Amortized
Cost
December 31, 2007
AvaUable for Sale
U. S. Treasury
and Agency
Mortgage backed
securities
Equity securities

$12,546,708

34,123

$

Gross
Unrealized
Losses

$

Fair
Value

35,639

$ 12,545,192

3,546,203
862.580

26,977
41.982

12,077
1.618

3,561,103
902.944

16.955.491

103.082

49,334

17.009.239

7,868,671

75,139

22,521

7,921,289

4.254.166

299

81.157

4.173.308

12.122.837

75.438

103.678

12.094.597

$ 29.078.328

$= 178.520

153.012

$29,103,836

Held to Maturitv
State and raunicipal
Mortgage backed
securities
Total Investraent
Securities

Gross
Unrealized
Gains

$

Proceeds from sales and maturities of available for sale securities during 2008 and 2007 were
$19,840,094 and $13,750,000, resulting in a loss of $388,944 for 2008 and no gain or loss for
2007.
During 2008 and 2007, held to raaturity securities with book values of $1,039,181 and
$1,061,327, respectively, were either called or raatured resulting in no gain or loss for both
years.
The amortized cost and fair value of investment securities at Deceraber 31,2008, by contractual
maturity, are sho^yn below. Expected maturities will differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without prepayment penalties.
Securities Available for Sale
Ariiortized
Fair
Cost
Value
Amounts maturing:
Within one year
After one year through
five years
After five years
throug ten years
After ten years
Equily securities
Tofal

$

66,003

$

65,891

Securities Held to Maturitv
Amortized
Fair
Cost
Value
$

860,643

$

861,614

365,010

330,449

7,285,123

7,339,493

1,930,201
5,969.145

1,955,353
6.029.768

1,447,687
1.128.122

1,418,629
1.003.765

8,381,461
991.124

10,721,575

10,623,501

$ 9.372.585

$10,721,575

$10,623,501

8,330,359
1.039.713
$= 9.370.072

,

Investment securities with a book value and approximate fair value of $849,000 and $1,271,000,
at December 31, 2008 and 2007, respectively, were pledged to secure public deposits and for
other purposes required by law.

BLUE RTOGE BANKSHARES, INC.
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INVESTMENT SECURITIES (CONTINUED)
•1

•

Information pertaining to securities with gross unrealized losses at December 31,2008 and 2007
aggregated by investment category and length pf time that individual securities have been in a
continuous loss position, fbllows:
2008

State and
Municipal
Mortgage
backed
Equity
securities
Total
2007

Less than 12 Months
Gross
Unrealized
Fairvalue
Losses

$2,358,207 $(142,467) $ 363,069 $(37,049) $2,721,276 i$(179,516)
|
114,137
(2,451) 1,060,126
(2,510) 1,174,263. j (4,961)
575.892

(115.069)

575.892 \ (115.069)

$ 3.048.236 $(259.987) $ 1.423.195 $ (39.559) $ 4.471.431 ii$(299.546)
Less than 12 Months
Gross
Unrealized
Fairvalue
Losses

U.S. Treasuiy
and agency $
State and
Municipal
Mortgage
backed
Equity
securities _ ;
Total

Total
12 Months or Greater
Gross
I Gross
Unrealized
JQnrealized
Fairvalue
Losses
Fairvalue i Losses

$

$

12 Months or Greater
Gross
Unrealized
Fairvalue
Losses

Total
! Gross
Unrealized
Fairvalue { Losses

$7,812,331 $ (35,639) $7,« 12,331 :$ (35,639)

99,750

(250)

3,050,821

8,325

(34)

4,529,111

(1.618)

(22,271)

3,150,571 : (22,521)
i
(93,200) 4,537,436 i| (93,234)
i
^ _ _ _ _ i (1.618)

108.075 $ (1.902) $15.392.263 $(151.110) $15.500.338 i$(153.012)

Manageraent evaluates securities for other-than-temporary irapairment on a quarterly basis,
and raore frequently when economic or raarket concems warrant such i evaluation.
Consideration is given to (1) the length of tirae and the extent to which the fair value has been
less than cost, (2) the financial condition and near-terra prospects of the issuer, iand (3) the
intent and ability of the Corapany to retain its investment in the issuer for a period of time
sufficient to allow fbr any anticipated recovery m fair value. <
At December 31, 2008, the Company had securities which have depreciated 6.6% in value
from the amortized cost. In analyzing an issuer's financial condition,raanageraentconsiders
whether the securities are issued by the federal govemment or its agencies, whether
downgrades by bond rating agencies have occurred, and the results of reviews ofthe issuer's
fmancial condition. As raanageraent has the ability and intent to hold debt securities until
raaturity, or for the foreseeable future if classified as available-for-sale, no declines are
deeraed to be other-than-teraporary.
:
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LOANS
Following is a summary ofloans (rounded to thousands):
Deceraber 31,
2007

2008
Real Estate Loaris
Constmction and land development
Secured by farm land
Secured by 1 - 4 faraily residential
Other real estate loans
Commercial andjlndustrial Loans
Agricultural Loans (not secured by real estate)
Loans to Individuals
Installraent
Single payraent loans
Municipal Loans
Other Loans
Gross Loans
Less uneamed income on loans
Loans, less uneamed income

$ 6,261,000
1,379,000
39,480,000
19,795,000
4,673,000
165,000

$ 5,393000
284,000
29,339,000
10,520,000
2,561,000
399,000

2,207,000
287,000
981,000
1.780.000

2,182,000
457,000
46,000
1.388.000

77,008,000
(231,000)

52,569,000
(169.000)

$ 76.777.000

$52,400,000

Nonaccmal and irapaired loans were insignificant.

9.

ALLOWANCE FOR LOAN LOSSES
A sumralary ofthe changes in the allowance for loan losses is shown in the following schedule:
December 31,
2008
2007

10.

Balance, Beginning of Year
Provision for loan losses
Loan recoveries
Loans charged off

$

Balance, End of Year •

$

541,885
64,000
27,214
(55.796)

$

577.303

$

567,825
22,649
(48.589)
541.885

BANK PREMISES AND EQUIPMENT
Bank premises arid equipment are suraraarized as follows:
2008

December 31,
2007

Buildings and land
Fumiture, fixtures and equipment
Software

$ 2,119,801
1,913,127
464.642

$ 2,103,296
1,859,709
365.993

Less - Accumulated depreciation

4,497,570
2.654,203

4,328,998
2,444.596

$ 1.843.367

$ 1.884.402

Depreciation expense for 2008 ahd 2007 was $210,988 and $225,381, respectively.

BLUE RTOGE BANKSHARES, INC.
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11.

TIMEDEPOSITS
"'

i!
•"

"

"

•

-

•

•

-

ii

The aggregate araounts of certificates of deposit, with a minimura denomination of $100,000
were $7,620,000 and $6,624,000 at December 31,2008 and 2007, respectively. ij
•

'

•

•

.

•

'

'

il

At Deceraber 31, 2008, the scheduled maturities of time deposits are as fbllows (rounded to
thousands):
ii
Within three raonths
After three raonths through one year
After one year through three years
Over three years

$ 8,866,000
13,374,000
11,012,000
4.979.000
$38.231.000

12.

BORROWINGS
The Bank has a line ofcredit from the Federal Home Loan Bank of Atlanta (FHLB) secured by
the Bank's real estate loan portfolio. The FHLB will lend up to 20% ofthe Banki's total assets
at the prior quarter end, subject to certain eligibility requirements, including adequate
collateral. At; Deceraber 31, 2008, the Bank had borrowings frora FHLB ij that totaled
$14,223'810. The interest rate on the bortowings range from .46% to 3;94% depending on
stmcture and raaturity. The borrowings at year-end also required the Bank to biwn $732,100
of FHLB's activity based stock that is correlated to the level of borrowings. This amount is
includedwith restricted investments on the consolidated balance sheets.
i!
The total borrowed includes $5,800,000 on a daily adjusting rate line that matures December
22, 2009. The principal on the remaining fixed-rate bortowings matures as follo\^|s:
$

Within three months
After three months through one year
After one year through three years
Over three years
Total fixed-rate borrowings
Daily variable rate

276,190
2,928,570
2,126,191
3.092.859
8,423,810
5.800.000

$14.223.810

Total FHLB borrowings

At December 31, 2007, the Bank had daily variable rate advances from the Federal Home
Loan Barik ofAtlanta (FHLB) totaling $3,500,000
i!
,

.

- J
13.

-

•

'

:

•

'

.

•

ij

'

'

In addition the Bank has established lines ofcredit for federal funds purchases of $2,300,000
with its correspondent bank ofwhich $258,000 was borrowed as ofDecember 31,12008.
COMMONSTOCK
The Company has 500,000 shares of $5 par value authorized common stock ofwhich 188,578
and 214,034 shares were issued and outstanding at December 31, 2008 and 2007,| respectively.
During 2008, the Board ofDirectors authorized a share repurchase plan whereby 25,000 shares
were authorized to be purchased from shareholders at a price of $55 per share. The repurchase
plan was initiated to provide on a one-tirae basis liquidity to current shareholders and the
opportunity for greater equity retums to remaining shareholders prospectively.
i;
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14.

CHANGES IN COMPREHENSIVE INCOME
2008
Netlncome
Other comprehensive income (loss),
net of income tax expense (benefit:
Gross unrealized gains (losses) on
available-for-sale securities
Less: Reclassification adjustraent
for (gains) losses included in
netincome
Coraprehensive income

IS.

2007

$513,739

$ 666,803

(32,337)

257,807

(852)
$480.550

$ 924.610

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS
In accordance with the requirements of FAS Nb. 107, Disclosure About Fair Value ofFinancial
Instruments, fair value disclosure estimates are being made for like kmd financial instruments.
Fan- value estimates are based on present value of expected future cash flows, quoted raarket
prices of similar financial instruments, if available, and other valuation techniques. These
valuations are significantly affected by the discount rates, cash flow assuraptions and risk
assuraptions used. Therefore, the fair value estimates may not be substantiated by comparison to
independent markets and are not intended to reflect the proceeds that may be realizable in an
iraraediate settlement of the fmancial instmments.
FAS No. 107 excludes certain items forrii the disclosure requirements, and accordmgly, the
aggregate fair value of araounts presented do not represent the underlying value ofthe Company.
Management does not have the intention to dispose of a significant portion of its fmancial
instruments and, therefore, the unrealized gains or losses should not be interpreted as a forecast
of future eamings and cash flows.
The following table represents the estiraates of fair value offinancial instruraents as ofDeceraber
31,2008 (the Corapany was exempted from reporting this information for 2007):
2008
Canying
Araount

Fair
Value

FINANCIAL ASSETS:
Cash and short-term investraents
Investmentsecurities
Net loans
Accmed interest receivable
Life insurance investraents

3,846,000 $
21,181,360
76,199,734
411,360
2,375,431

3,846,000
21,083,286
83,703,734
411,360
2,375,431

FINANCIAL LIABILITIES:
Deposits
Fed funds purchased
Other bortowed fimds
Accmed interest payable

81,742,912
258,000
14,223,810
213,522

82,340,912
258,000
14,498,810
213,522

BLUE RTOGE BANKSHARES, INC.
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15.

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS
.: (CONTINUED),

ij

The following raethods and assuraptions are used to estimate the fair value of financial
instniments:
i
Cash and short terra investments:

|

; The carrying amount fbr cash and short-terra investments is a reasonable estiraate ofjfair value.
Short-terra investments consist ofcertificates ofdeposit in other banks.
i
ij

I Investment securities:
Fair values fbr investraent securities are based on quoted raarket prices, if available.! If raarket
pricesarenotavailable, quoted raarket prices of similar securities are used.
|
I iNet loans:

?

:

The fair value of net loans is based on a discounted value ofthe estunated futureji cash flow
expected to be received through the earlier of the loan payout or the loan repricing jldate. The
mterest rate applied in the discounted cash flow raethod reflects average current rates! on sunilar
loans adjusted for relative risk and raaturity. Fair values of irapaired loans are estiniated based
on estimates of net realization of underlymg collateral.
Deposits:

i|

:•

'

'

•-

i|

.

The canying amount is considered a reasonable estimate of fair value for demand and savings
deposits and other variable rate deposit accounts. The fair value of fixed maturity certificates of
deposh is estimated by a discounted cash flow method usirig the interest rates curtently offered
fbr deposits of similar remaining maturhies.
I
:

Accmed interest receivable and payable:

i

•

il

The canying amounts of accmed interest receivable and payable approximate their fam values.
Off-balance sheet instruments:

I

The fan- value of commitments is estimated using the fees cunently charged to enfer into sirailar
: agreeraents, taking into account the remaining terras ofthe agreeraents and the present credit
standmg of the customers. The amountof fees currently charged on coraraitraents is detennined
to be insignificant and therefore the fair value and carrying value ofoff-balance sheet instruraents
are not shown.
i
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16.

FAIR VALUE MEASUREMENTS
Fair values ofassets and liabilities measured on a recuning basis at December 31, 2008 and 2007
are as follows:
Fair Value Measurements at Reporting Date Usmg
Quoted
Prices in
Active
Markets
Significant
for
Other
Significant
Identical
Observable
Unobservable
Assets
Inputs
Inputs
FairValue
(Levell)
(Level 2)
(Level 3)
December 31,2008:
Available-for-sale securities

$

December 31,2007:
Available-for-sale securities

$

$

$

17,009,239 $

$

9,372,585

9,372,585

$

17,009,239 $

Gains and losses (realized and unrealized) included in eamings for the year are reported in
noninterest income as follows:

December 31,2008:
Total gains or losses included in
eamings for the year
Change in unrealized gains or losses relating
to assets still held at year end

$

(33,337)

$

257,807

December 31,2007:
Total gains or losses included in
eamings for the year
Change in unrealized gains or losses relating
to assets still held at year end

BLUE RTOGE BANKSHARES, INC.
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17.

INCOMETAXES

I

'

A reconciliation between the araount of total incorae taxes and the araount coraputed by
raultiplying income by the applicable federal income tax rates is as fbllows:
i

•

-

-

"

'

ii

•

•

December 31,
2008
J
2007

Income taxes coraputed at the applicable
federal income tax rate
Tax exempt municipal income
Income from life insurance
State income tax, riet of federal benefits

$187,510 I $297,596
(91,803) i;
(83,387)
(33,754) ii
(31,796)
676

Other, net
;

• •

(24.192) li

Income Tax Expense

667

$.^37,761 i $ 183.75:6

The current arid deferred components of incorae tax experise are as fbllows:
i|
Deceraber 31,
2008
I
2007
Cun-ent tax expense
Defened tax expense

$ 156,514 i $204,351
(118.753) jl
(20.595)

,

Incorae Tax Expense

$__37.761 |! $ 183,756

Defened tax assets have been provided for temporary differences related to thd allowance for
loan losses, recognition of loan fee incorae, and capital loss carryforwards.! Defened tax
liabilities have been provided for temporary differences related to depreciation and unrealized
securities gains.
i i '
the net deferi-ed tax asset was raade up of the following:
December 31,
2008
I 2007
Defened tax assets
Defened tax liabilities

$

Net Defened Tax Asset

$

358,389 1$ 273,359
(167.152) li (200.875)
i

191.237

i%

~

'

72.484

lj

This amount has been included as part ofother assets on the balance sheet.

i

The Company incuned a capital loss of $232,000 in 2008 that will be carried foi^vard and used
against any future capital gains the Company might recognize. The loss carryforward will expire
in 2013 ifnot utilized befbre then.
i
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18.

EMPLOYEE BEIVEFITS
The Bank has a 401(k) Profit Sharing Plan that covers all full-tune employees. Eraployees may
make voluntary contributions subject to certain limits: based on federal tax laws. The Bank
matches 100 percent of an employee's contribution up to five percent of his or her salary. The
Bank's Board of Directors may make additional confributions at its discretion. Eraployees
become eligible to participate after one year of continuous service and the benefits vest over a
five-year period. For the year ended Deceraber 31, 2008, total expenses attributable to this plan
were $ 106,157. This plan replaced the defined benefit plan that was frozen in 2007, terrainated
Ul 2008 and described hereafter.
The Bank participated in the Virginia Bankers' Association Master Defined Benefit Pension Plan
and Tmst throug Septeraber 20, 2007. The plan was frozen on this date and ceased to accrue
benefits for eraployees thereafter.
Plan assets consisted primariiy of investments in stocks and bonds. Information pertaining to the
activity in the plan is as follows:
Change in benefit obligation:
Projected benefit obligation at beginnmg of year
Service cost
Interest cost
Actuarial (gain) loss
Benefits paid
Curtailment gain
Settlement loss

2008

2007

$ 3,800,060

$ 4,224,002
134,304
250,123
697,616
(159,205)
(1,346,780)

178,858
(487,477)
(3,633,117)
141.676

Projected Benefit Obligation at End of Year

3.800.060

2008
Change in plan assets:
Fair value of plan assets at beginning ofyear
Actual retum on plan assets
Employer contributions
Benefits paid

2007
3,541,494
417,771

3,800,060
(308,619)
141,676
(3.633.117)

(159.205)

Fair Value of Plan Assets at End of Year
Asset (gain) loss

3.800.060
(121,415)

626.057

Funded status
Unrecognized net actuarial loss
Unrecognized net obligation at transition
Unrecognized prior service cost
Prepaid Pension Cost

268,933
4.315
$

273.248

BLUE iODGE BANKSHARES, INC.
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18.

EMPLOYEE BENEFITS (CONTINUED)
The comjjonents of net periodic pension cost are as follows:
2007

2008
Service cost
Interest cost
Expected return on plan assets
Amortization bf prior service cost
Amortization ofnet obligation at transition
Recognized loss due to settlement
Recognized net actuarial loss
Pension Expense

178,858
(317,438)
4,315

$

$i

134,304
. 250,123
(296,356)
4,323
(4,789)

141,676
407.513

38.570

414.924

$i; 126.175

This ambunt has been included as part of employee benefits expense on the statement of
income fbr 2007.
I
Assumptions
2008

ii2007

N/A
8.50%
N/A

ii4.79%
i8.50%
115.00%

4.79%
8.50%
N/A

116.00%
i!8.50%
i|5.00%

Weighted-average assumptions used to determine
benefit obligations at September 30:
Discount rate
Expected return on plan assets
Rate bf compensation increase
Weighted-average assumptions used to determine
net periodic benefit cost for the end ofthe year:
Discountrate
Expected return on plan assets
Rate of compensation increase

The expected rate of retum on plan assets was determined by the plan historical long-term
investment performance, cunent asset allocation, and estiraates of future long-term retums by
asset class.
ji
Asset Allocatiori

i

—

il

—

The pension plan's weighted-average asset allocation at year end by asset category was as
fbllows:
i
2008
i!2007
Asset Category;
}
Mutual Funds - Fixed Income
N/A
* 35%
Mutual Funds-Equity
N/A
i; 60%
Cash and Equivalent
N/A
j 5%
Total

hfla%
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18.

EMPLOYEE BENEFITS (CONTINUED)
The tmst fiind was sufficiently diversified to raaintain a reasoriable level of risk without
impmdently sacrificing retum, with a targeted asset allocation of 40% fixed income and 60%o
equities. The Investment Manager selected mvestment fund managers with demonsfrated
experience and expertise, and funds with demonsfrated historical performance, for the
impleraentation of the Plan's investment sfrategy. The Investment Manager considered both
actively and passively managed investment strategies and allocated funds across the asset classes
to develop an efficient investraent stmcture.
It was the responsibility of the Tmstee to administer the investments of the Tmst withm
reasonable costs, being carefiil to avoid sacrificmg quality. These costs included raanageraent
and custodial fees, consultmg fees, transaction costs and other adminisfrative costs chargeable to
the Tmst.

19.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK
In the norraal course of business, to raeet the credit needs of its custoraers, the Bank has raade
commitments to extend credit of $1,166,000 and $6,030,000 as of December 31, 2008 and 2007,
respectively. These coramitments represent a credit risk which is not recognized in the
consolidated balance sheet. The Bank uses the same credit policies in making commitments as it
does for the loans reflected in the balance sheet. Comraitments to extend credit are generally
raade for a period of one year and interest rates are deterrained when funds are disbursed.
Collateral and other security for the loans are deterrained on a case-by-case basis. Since raany of
the comraitments are expected to expire without being drawn upon, the total coramitment
amounts do not necessarily represent future cash requirements. The disfribution of commitments
to extend credit approximates the disfribution of loans outstanding.

20.

COMMITMENTS AND CONTINGENCIES ,
In the ordinary course ofbusiness, the Bank has various outstanding commitments and contingent
liabilities that are not reflected m the accompanying consolidated financial statements.
Management does not anticipate any loss resuhing from these coramitraents.

21.

LEASE COMMITMENTS
The Bank leases real property in McGaheysville, Vu-ginia for a branch that began operations in
March 2003. The lease term coraraenced March 1, 2003 and continues for fifteen years, with
five optional one year extensions. Base annual rent, including utilities, is $36,300 or $3,025 per
month, adjusted annually for inflation as listed by the Consumer Price Index.
At December 31, 2008, the aggregate future mmimura rental comraitraents (base rents) under this
noncancellable operating lease are as follows:
Fiscal Year
Ending
2009
2010
2011
2012
2013
Thereafter

Annual
Payments
$
39,504
39,504
39,504
39,504
39,504
164,600
.$

362.120

Rent expense for 2008 and 2007 was $39,3 87 and $37,987, respectively.
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22.

CONCENTRATION OF CREDIT RISK

il

The raajority ofthe Bank's loans are made to customers in the Bank's frade area and a substantial
portion Of tiie loans are secured by real estate. Accordmgly, the ultimate collectibility of the
Bank's loan portfolio is susceptible to changes in local economic conditions including the
agribusiness sector and the real estate market. A summary of loans by type is shown in Note 8.
Collateral required by the Bank is determined on an mdividual basis depending on thei nature of
the loan and the financial condition of the bonower. In addition, investraent in | state and
raunicipal securities mclude governmental entities whhm the Bank's market area.
ji ,
The Bank also had deposits in and federal funds sold to other cominercial banks in i excess of
federally insured liraits totaling $424,000 and $1,606,000 at Deceraber 31, 2008 4nd 2007,
respectively.
;
.'

23.

-

•

•

'

'

•

•

•

i

'^i

TRANSACTIONS WTTH RELATED PARTIES
:

'

•

i^

During the year, officers and directors and their related interests were customers oif and had
fransactions with the Bank during the norraal course ofbusiness. These fransactions were raade
: on substantially the sarae terms as those prevailing for other customers and did not involve any
abnormal risk. Loan transactions to such related parties are shown in the following schedule:
i2007

2008
484,000
437,000
(220.000)

Total loans, beginning ofyear
Advances
Curtailments
$

Total loans, end ofyear

188,000
404,000
(108.000)

701.000

$

484.000

Additionally, four related parties participated in the share repurchase plan irapleraented by the
Board of Dhectors in 2008. The transactions were subject to the same terms and conditions to all
participants m the offering, inchiding share price and timelines. The total number,} of shares
repurchased from related parties was 10,427 for a total dollar value of $573,485.
i
;

24.
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•

'

•
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REGULATORY MATTERS

.

•'

•

'

il

•

•

i

The principal source of funds of Blue Ridge Bankshares, Inc. is dividends paid by its
subsidiary bank. The various regulatory authorities impose restrictions on dividends paid by a
state bank. A state bank cannot pay dividends (without the consent of state banking
authorities) in excess ofthe total net profits (net incorae less dividends paid) ofthe cunent
year to date and the combined retained net profits ofthe previous two years. As pf January 1,
2009, The Page Valley Bank could pay dividends to Blue Ridge Bankshares, Inc. of
approximately $1,410,000 without the permission of regulatory authorities. The ability to pay
such a dividend would additionally be affected by the subsidiary bank's capital availability.
The Bank is subject to various regulatory capital requirements administered by the federal
bankmg agencies. Failure to meet muiiraum capital requirements can initiate certain mandatory and possibly additional discretionary - actions by regulators that, if undertaken, could have a
dhect raaterial effect on the Bank's fmancial stateraents. Under capital adequacy guidelmes and
the regulatory framework for prompt corrective action, the Bank must meet specific capital
guidelmes that involve quantitative measures of the Bank's assets, liabilities, and ciertain offbalance-sheet items as calculated under regulatory accountmg practices. The Bank's capital
amounts and classification are alsb subject to qualitative judgments by the regulators about
coraponents, risk weightmgs, and other factors.

BLUE RTOGE BANKSHARES, INC.
NOTES TO THE CONSOLTOATED FINANCIAL STATEMENTS (CONTINUED)
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REGULATORY MATTERS (CONTINUED)
Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain mmunura ratios (set forth in the following table) of total and Tier I capital (as defined in
the regulations) to risk-weighted assets (as defmed), and of Tier I capital (as defined) to average
assets (as defined). Management believes, as of December 31, 2008, that the Bank meets all
capital adequacy requirements to which it is subject.

The Bank is corisidered well capitalized under the regulatory framework for prompt conective
action. To remain categorized as well capitalized, the Bank will have to mamtain muiiraum total
risk-based, Tier 1risk-based,and Tier 1 leverage ratios as disclosed in the table below. There are
no conditions or events smce the most recent notification that management believes have
changed the Bank's prompt conective action category.
To Be Well Capitalized
Under The Prompt
For Capital
Conective Action
Actual
Adequacy Purposes
Provisions
As ofDecember 31,2008
Amount
Ratio
Amount Ratio
Amount
Ratio
Total risk-based capital
(To risk rated assets)
Consolidated
Page Valley Bank

$ 10,938
$ 8,208

15.31%
11.98%

5,716
5,480

8%
8%

Tier I capital
(To risk rated assets)
Consolidated
Page Valley Bank

$ 10,361
$ 7,631

14.50%
11.14%

2,858
2,740

4%
4%

TierlCapital
(To average assets)
Consolidated
Page Valley Bank

$ 10,361
$ 7,631

10.51%
7.24%

3,943
4,216

12,130
7,547

22.31%
14.59%

$
$

$

11,588
7,005

21.31%
13.55%

$
$

11,588
7,005

12.85%
8.28%

7,145
6,850

10%
10%

$

4,287
4,110

6%
6%

4%
4%

$
$

4,928
5,270

5%
5%

4,350
4,137

8%
8%

$
$

5,437
5,171

10%

. $
$

2,175
2,068

4%
4%

$
$

3,262
3,103

6%

$
$

3;606
3,385

4%
4%

• $
$

4,507
4,232

5%

$
$

•

$

As ofDecember 31,2007
Total risk-based capital
(To risk rated assets)
Consolidated
Page Valley Bank
Tier I capital
(To risk rated assets)
Consolidated
Page Valley Bank
Tier I Capital
(To average assets)
Consolidated
Page Valley Bank

$

• $
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Executive Officers
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Michael W. Noblette
Vice President i

Brian K. Plum i
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Officers and Employees
•*

MAIN OFFICE

EAST LURAY BRANCH

Branch and Lending

Donna S. Dofflemyer, Branch Manager
Pamela G. Miller
Betty J. White
Shiriey B. Frye

Juanita A. Woodward, Office Manager
Dianna C. Keeney, Assistant Vice President
Jonathan B. Comer, Business Development Officer
Kimberly F. Good, Loan Officer
Cheryl E. Petefish, Loan Officer
Rebecca K. Do vel
Katie M. Hailey
Jill M. Taylor
LisaM. Tumer
Sara E. Vaughn
Bookkeeping/Data Processing

SHENANDOAH BRANCH
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Ashley N. Nevitt
Sheila J. Painter
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Cynthia D. Fravel, Assistant Vice President
Alice B. Beahm
Melissa A. Deeds
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Patricia B. Painter
Corporate

Rhonda K. King, Branch Manager
Crystal L. Breeden
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PAGE VALLEY INVESTMENTS, LLC

Sharon S. Lamb, Assistant Cashier
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Julie A. Catron
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Adam J. Powell, Investment Advisor
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