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SAG ToOu SHA OLDE

We are making good on our promise to weather this economic storm which we conveyed to you in last years annual

report In 2009 Peoples Bancorporation Inc turned the corner to profitability recording net income of $320000

While that figure certainly pales in comparison to our much stronger earnings of recent years we feel fortunate to be

operating in the black while so many of our peers are reporting losses during these very stressful economic times

We redoubled our efforts to boost earnings during thi difficult year and that theme was present throughout our

entire organization

Last year we committed to improve our net interest margin control overhead expenses and protect asse quality

Our return to profitability is attributed to our diligent fforts in these three specific areas For instance we imp oved

the net interest margin from 3.22% to 354% which grew net interest income from $16 million in 2008 to $17

million in 2009 This was accomplished in spite of the fact that the Federal Reserve pt th prime lending rate very

low at 25% throughout the yea Attacking overhead we reduced salaries and benefits by $1 million cut marketing

and advertising by more than half and nerally eliminated exp nse wherever practicable With asset quality remaining

front and center in this difficult economy we made provision for $5 million in loan losses in 2009 This marks

amatic improvement over the $13 million lo loss provision from the prior year

According to regulators and nalysts following the banking industry th capital is king theme continues as the nation

feels the effects of the worst recession since the Ore Depression Peoples Bancorporation was deemed by the

Treasury Department to be healthy enough to participate in the Troubled Asset Relief Program enabling us to issue

$12 million of preferred stock which is considered Tier Capital for regulatory purposes With this infusion we

improved our Tier Capi alto 03% of ass ts up from 33% at the end of 2008

Just behind asset quality and capital concerns liquidity remains top iority for most community banks The funding

of loans and investments hrough the use of non traditional sources of liquidity rather than retail deposits has become

too commonplace in recent ars and this has contributed to number of bank failures copIes Bancorporation was

fortunate to grow its deposits by $39 million du ing 2009 This large influx of cash coupled with the funds collected

from the preferred stock issuanc allowed us to elimin te 00% of the 34 million bt had bo row from the

Federal Home Loan Bank of Atlanta as well as epaying the $1 million loan from correspondent bank Accordingly

our liquidity position is as strong as it has been in numb of years

While we were successful in becoming profitable onc again we are far from satisfied with this years bottom line

Ou net income which represents an improvement of $8 million over the ior year still is not near the level it should

be While it will not happen ove night will continue to improve our overall financial health and stronger earning

will follow As this economic cycle turns the demand for loans will eventually return and inte est rates will be more

conducive to profitable community banking We ar optimistic about the Companys ospe ts for the future

have all heard lot of political rhetoric blaming this economic

recession on the banks for excessive nding practices and then

mor rec ntly for slowing the recovery by not lending enough money

Closer to home we have heard stories that banks are no longer

lending mon to customers Plea know that we definitely have

money to lend and that we emain committed to serving you for

all of your banking needs Come by any of our mily of community

nks nd you will see that we are reliable responsive and

proudly lending as usual On behalf of our Board of Directors

BAN RPORA our management and ou dedicated employees we sincerely

MAN COMMI appreciat your continued support and our ongoing relati nship

standing left to right William West Robert Dye Jr

James Kimbeil If and Kyie Thomas

seated left to right And ew Westbrook Ill

Biggie Ridgeway and Daniel Minnis



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

FINANCiAL HIGHLIGHTS
Al/amounts except per share data in thousands

2002 2003 2004 2005 2006 2007 2008 2009

Balance Sheet

Total Assets $416122 $421756 $429796 $487977 $503814 $558443 559875 $556601

Total Deposits 328174 353329 346145 390346 385045 417621 445369 484996

Total Loans net 247637 292814 322212 373641 354011 414688 389494 366143

Investment Securities 86170 86493 71247 78061 99469 102693 112247 116213

Total Earning Assets 394351 399925 400809 456456 470172 523597 520908 504799

ShareholdersEquity 32747 36161 38240 41171 46064 50241 41512 54443

Income Statement

Net Interest Income 12609 13381 14622 17357 19337 18924 16634 17895

Provision For Loan Losses 944 1106 589 848 943 900 13820 4958

Other Operating Income 6564 10302 4996 3609 3648 3842 732 3980

Other Operating Expenses 11380 14665 13847 14338 15621 15966 17106 17286

Income BeforeTaxes 6849 7912 5182 5780 6421 5900 13560 369

IncomeTaxes 2466 2868 1654 1652 1935 1557 5184 689

Net Income Loss 4383 5044 3528 4128 4486 4343 8376 320

Net Income Loss Available To

Common Shareholders 4383 5044 3528 4128 4486 4343 8376 224

Basic Income per

Common Share 0.65 0.75 0.52 0.60 0.65 0.59 1.19 0.03

Selected Ratios

ReturnOnAverageAssets 1.21% 1.18% 0.82% 0.88% 0.91% 0.84% -1.50% 0.06%

Return On Average Common Equity 14.49% 14.52% 9.45% 10.20% 10.29% 9.03% -17.55% -0.53%

Per share data has been restated to reflect 5% stock dividends in 2002 2003 2004 2005 2006 and 2007 and the three-for-two split

in 2004

Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors

Peoples Bancorporation Inc and Subsidiaries

Easley South Carolina

We have audited the accompanying consolidated balance sheets of Peoples Bancorporation Inc and Subsidiaries theCompany as of December 312009 and 2008 and

the related consolidated statements of income loss shareholders equity and comprehensive income and cash flows for each of the years then ended These consolidated

financial statements are the responsibility of the Companys management Our responsibility is to express an

opinion on these consolidated financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States Those standards require that we plan and

perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the 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 audits provide reasonable basis for our opinion

In our opinionthe consolidated financial statements referred to above present fairly in all material respects the financial position of Peoples Bancorporation

Inc and Subsidiaries as of December 312009 and 2008 and the results of their operations and their cash flows for each of the years then ended in conformity

with U.S generally accepted accounting principles

We were not engaged to examine managements assessment of the effectiveness of the Companys internal control over financial reporting as of December 312009

included in the accompanying Managements Annual Report on Internal Control Over Financial Reporting included in the Companys Form 10-K filed with the Securities and

Exchange commission and accordingly we do not express an opinion thereon

Greenville South Carolina

March 302010



2009 PEOPLES BANCORPORATION INC.AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
Amounts in thousands except share inform otion

DECEMBER 31

2009 2008

ASSETS

CASHANDDUEFROMBANKS 11862 7874

INTEREST BEARING DEPOSITS IN OTHER BANKS 420 765

FEDERAL FUNDS SOLD 14592 9185

Total cash and cash equivalents 26874 17824

SECURITIES

Trading assets 128 47

Available for sale 103227 96003

Held to maturity fair value of $8621 2009 and $12666 2008 8402 12651

Other investments at cost 4456 3546

LOANS netof allowancefor loan losses of $7431 2009 and $9217 2008 366143 389494

PREMISES AND EQUIPMENT net of accumulated depreciation 12270 13200

ACCRUED INTEREST RECEIVABLE 2371 2685

ASSETS ACQUIRED IN SETTLEMENT OF LOANS 11490 5428

CASH SURRENDER VALUE OF LIFE INSURANCE 12304 11815

OTHER ASSETS 8936 7182

TOTAL ASSETS 556601 559875

LIABILITIES AND SHAREHOLDERS EQjJITY

DEPOSITS

Noninterest-bearing 55367 51091

Interest-bearing 429629 394278

Total deposits 484996 445369

SECURITIES SOLD UNDER REPURCHASE AGREEMENTS 12785 22181

FEDERAL FUNDS PURCHASED 399 1028

ADVANCES FROM FEDERAL HOME LOAN BANK 34600

NOTES PAYABLE-OTHER 11000

ACCRUED INTEREST PAYABLE 2049 2636

OTHER LIABILITIES 1929 1549

TOTAL LIABILITIES 502158 518363

COMMITMENTS AND CONTINGENCIES Notes 11 and 12

SHAREHOLDERS EQUITY

Preferred stock 15000000 shares authorized

Preferred stock SerIes $1000 per share liquidation preference

issued and outstanding 12660 shares at December 312009 and

noneatDecember3l2008 11991

Preferred stock Series $1000 per share liquidation preference

issued and outstanding 633 shares at December 312009 and

none at December 312008 697

Common stock 15000000 shares authorized $1.11 par value per

share 7003003 2009 shares and 7070139 2008 shares

issued and outstanding 7774 7848

Additional paid-in capital 41658 41752

Retained earnings deficit 9702 9564
Accumulated other comprehensive income 2025 1476

TOTAL SHAREHOLDERS EQUITY 54443 41512

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 556601 559875

The accompanying notes are an integral part of these consolidated financial statements



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME LOSS
Amounts in thousands except per share information

FORTHE YEARS ENDED DECEMBER31

INTEREST INCOME
2009 2008

Interest and fees on loans 23190 27188

Interest on securities

Taxable 3468 3050

Tax-exempt 1498 1502

lnterestonfederalfundssold 61

Total interest income 28165 31801

INTEREST EXPENSE

Interest on deposits 9907 13113

Interest on federal funds purchased and securities sold

under repurchase agreements
87 343

Interest on advances from Federal Home Loan Bank 94 1606

Interest on notes payable other 182 105

Total interest expense
10270 15167

Net interest income 17895 16634

PROVISION FOR LOAN LOSSES 4958 13820

Net interest income after provision for loan losses 12937 2814

NONINTEREST INCOME

Service charges on deposit accounts 1665 1900

Customer service fees 111 133

Mortgage banking 519 359

Brokerage services 192 196

Bank owned life insurance 548 532

Gain loss on sale/call of securities available for sale 10 48

Gain loss on sale of assets acquired in settlement of loans 248 41

Impairment write-down on securities 160 2890

Other noninterest income 847 591

Total noninterest income 3980 732

NONINTEREST EXPENSES

Salaries and benefIts 8441 9415

Occupancy 986 956

Equipment 1191 1351

Marketing and advertising 177 403

Communications 249 268

Printing and supplies 152 186

Bank paid loan costs 1589 813

Directors fees 365 435

Other post employment benefits 360 351

ATM and interchange expense 323 369

Legal and professional fees 810 650

Regulatory assessments 1267 433

Other operating 1376 1476

Total noninterest expenses 17286 17106

Loss before income taxes 369 13560

BENEFIT FOR INCOME TAXES 689 5184

Net income loss 320 8376
Deductions to determine amounts available to common shareholders

Dividends declared or accumulated on preferred stock 471

Net accretion of discount on preferred stock 73

Net loss available to common shareholders 224 8376

BASIC NET LOSS PER COMMON SHARE 0.03 1.19

DILUTED NET LOSS PER COMMON SHARE 0.03 1.19

The accompanying notes are an integral part of these consolidated financial statements



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQJITY AND COMPREHENSIVE INCOME
For the years ended December 312009 and 2008

Amounts in thousands except share in formation

Accumulated Total

Additional Retained Other Share-

Preferred Shares Preferred Stock Common Stock Paid-In Earnings Comprehensive holders

SeriesT SeriesW SeriesT SeriesW Shares Amount Capital deficit Income Equity

BALANCE

DECEMBER312007 7056337 7833 41624 784 50241

Net loss 8376 8376
Other comprehensive

income net of tax

Unrealized holding

losses on securities

available for sale

net of income

taxesof$1356 2631 2631

Reclassification

adjustment for

losses included in net

income net of income

taxes of $999 1939 1939

Comprehensive

income 7684
Cashdividends 1060 1060
Proceeds from stock

options exercised 13802 15 56 71

Stock-based

compensation 72 72

Cumulative effect of

post retirement cost

of life insurance 128 128

BALANCE

DECEMBER312008 7070139 7848 41752 9564 1476 41512

Net income 320 320

Other comprehensive

income net of tax

Unrealized holding

losses on securities

available for sale

net of income

taxesof$283 543 543

Reclassification

adjustment for

losses included in net

income net of income

taxes of

Comprehensive

income 869

Issuance of preferred

stock 12660 633 11910 705 12615

Cash dividends on

preferred stock 385 385

Common shares

surrendered by

dissenting

shareholders 67636 75 168 243

Proceeds from stock

options exercised 500

Accretion

amortization

of preferred stock 81 73
Stock-based

compensation 73 73

BALANCE

DECEMBER312009 12660 633 11991 697 7003003 7774 41658 9702 2025 54443

The accompanying notes are an integral part of these consolidated financial statements



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Amounts in thousands

FOR THE YEARS ENDED DECEMBER31

2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES

Net income loss 320 8376

Adjustments to reconcile net income loss to net cash

provided by operating activities

Gain on sale of premises and equipment

Gain loss on sale of securities available for sale 10 48

Gain loss on sale of assets acquired in settlement of loans 248 41

Net change in trading assets 81 145

Impairment write-down on securities 160 2890

Provision for loan losses 4958 13820

Benefit from deferred income taxes 603 3031

Depreciation 1059 1142

Amortization and accretion net of premiums and discounts on securities 50 17

Stock-based compensation
73 72

Decrease in accrued interest receivable 314 636

Increase in other assets 1180 3462

Decrease in accrued interest payable 587 1829

Increase in other liabilities 380 786

Net cash provided by operating activities 4600 2894

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of securities held to maturity
444

Purchases of securities available for sale 29036 28289

Sales purchases of other investments 910 1249

Proceeds from principal pay downs on securities available for sale 16115 7419

Proceeds from the maturities and calls of securities available for sale 6000 2750

Proceeds from the sale of securities available for sale 320 4845

Proceeds from maturity of securities held to maturity 4252 865

Investment in bank owned life insurance 489 593

Proceeds from sale of other real estate owned 9474 3283

Net decrease in loans 2857 3686

Proceeds from the sale of premises and equipment 97

Purchase of premises and equipment 129 677

Net cash used for investing activities 8459 5809

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in deposits 39627 27748

Net increase decrease in federal funds purchased 1028 599

Net increase decrease in securities sold under repurchase agreements 9396 2357

Net decrease in advances from Federal Home Loan Bank 45201 19500

Proceeds from the exercise of stock options 71

Proceeds from the issuance of preferred stock and warrants 12615

Common shares surrendered by dissenting shareholders 243

Cash dividends paid 385 1060
Net cash used provided by financing activities 4009 10215

Net increase in cash and cash equivalents 9050 7300

CASH AND CASH EQUIVALENTS BEGINNING OF YEAR 17824 10524

CASH AND CASH EQUIVALENTS END OF YEAR 26874 17824

CASH PAID FOR

Interest 10905 16996

Incometaxes 29 126

NON-CASH TRANSACTIONS

Change in unrealized gain loss on available for sale securities 831 1049

Loans transferred to other real estate 15536 7688

The accompanying notes are an integral part of these consolidated financial statements



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE ONE SUMMARY OF SIGNIFICANT ACCOUNTING POliCIES AND ACTIVITIES

Principles of consolidation and nature of operations

The consolidated financial statements include the accounts of Peoples Bancorporation Inc theCompany and its wholly owned subsidiaries

The Peoples National Bank Bank of Anderson N.A.and Seneca National Bank collectively referred to as the Banks All significant intercompany

balances and transactions have been eliminated The Banks operate under individual national bank charters and provide full banking services to

customers The Banks are subject to regulation by the Office of the Comptroller of the Currency 0CC The Company is subject to regulation

by the Federal Reserve Board FRB

Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America

requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent

assets and liabilities at the date of the financial statements and the reported amounts of interest and noninterest income and expenses during

the reporting period Actual results could differ from those estimates

Segments

The Company through its subsidiaries provides broad range of financial services to individuals and companies These services include demand

time and savings deposits lending and ATM processing and are substantially the same across subsidiaries While the Companys decision-makers

monitor the revenue streams of the various financial products and services by product line and by subsidiary the operations and the allocation of

resources are managed and financial performance is evaluated on an organization-wide basis Accordingly the Companys banking operation is

considered by management to be one reportable operating segment

Securities

Debt securities are classified upon purchase as available for sale held to maturity or trading Such assets classified as available for sale are carried

at fair value Unrealized holding gains or losses are reported as component of shareholders equity accumulated other comprehensive income

loss net of deferred income taxes Securities classified as held to maturity are carried at cost adjusted for the amortization of premiums and

the accretion of discounts into interest income using methodology which approximates level yield of interest over the estimated remaining

period until maturity To qualify as held to maturity the Company must have the ability and intent to hold the securities to maturity Trading

securities are carried at market value Unrealized holding gains or losses are recognized in income Gains or losses on dispositions of securities

are based on the difference between the net proceeds and the adjusted carrying amount of the securities sold using the specific identification

method

Loans and interest on loans

Loans are stated at the principal balance outstanding reduced by the allowance for loan losses Interest income is recognized over the term of

the loan based on the contractual interest rate and the principal balance outstanding

Loans generally are placed on non-accrual status when principal or interest becomes ninety days past due or when payment in full is not

anticipated Interest payments received after loan is placed on non-accrual status are applied as principal reductions until such time the loan

is returned to accrual status Generally loan is returned to accrual status when the loan is brought current and the collectibility of principal

and interest is no longer in doubt

Allowance for loan losses

The allowance for loan losses is established as losses are estimated to have occurred through provision for loan losses charged to earnings

Loan losses are charged against the allowance when management believes the uncollectibility of loan balance is confirmed Subsequent

recoveries if any are credited to the allowance

The allowance for loan losses is evaluated on regular basis by management and is based upon managements periodic review of the

anticipated collectibility of the loans in light of historical experience the nature and volume of the loan portfolio adverse situations that may

affect the borrowers ability to repay estimated value of any underlying collateral and prevailing economic conditions This evaluation is

inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes available

The allowance consists of specific general and unallocated 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 covers

non-classified loans and is based on historical loss experience adjusted for qualitative factors An unallocated component is maintained to cover

uncertainties that could affect managements estimate of probable losses The unallocated component of the allowance reflects the margin of

imprecision inherent in the underlying assumptions used in the methodologies for estimating specific and general losses in the portfolio

loan is considered impaired when based on current information and events it is probable that the Company will be unable to collect the

scheduled payments of principal or interest when due according to the contractual terms of the loan agreement 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 case-by-case basis taking into consideration all of the

circumstances surrounding the loan and the borrower including the length of the delay the reasons for the delay the borrowers prior payment

record and the amount of the shortfall in relation to the principal and interest owed Impairment is measured on loan-by-loan basis for



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE ONE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES CONTINUED

commercial and construction loans by either the present value of expected future cash flows discounted at the loans effective interest rate

the loans 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 consumer and

residential loans for impairment disclosures unless such loans are the subject of restructuring agreement

Premises and equipment

Premises and equipment are stated at cost less accumulated depreciation Depreciation is calculated using the straight-line method over

the estimated useful lives of the assets Additions to premises and equipment and major replacements or betterments are added at cost

Maintenance repairs and minor replacements are charged to expense when incurred When assets are retired or otherwise disposed of

the cost and accumulated depreciation are removed from the accounts and any gain or loss is reflected in income

Assets acquired in settlement of loans

Assets acquired in settlement of loans represent properties acquired through foreclosure or deed in lieu of foreclosure and are carried at the

lower of cost or fair value adjusted for estimated selling costs Fair values of real estate owned are reviewed regularly and writedowns are recorded

when it is determined that the carrying value of real estate exceeds the fair value less estimated costs to sell Costs relating to the developnent

and improvement of such property are capitalized whereas those costs relating to holding the property are charged to expense

Advertising and public relations expense

Advertising promotional and other business development costs are generally expensed as incurred External costs incurred in producing media

advertising are expensed the first time the advertising takes place External costs relating to direct mailing costs are expensed in the period in

which the direct mailings are sent

Income taxes

The provision for income taxes includes deferred taxes on temporary differences between the recognition of certain income and expense items

for tax and financial statement purposes Income taxes are computed on the liability method as described in Accounting Standards Codification

ASC Topic 740

Statements of cash flows

For the purposes of reporting cash flows the Company considers cash and cash equivalents to be those amounts included in the balance sheet

captions Cash and Due From Banks Interest-bearing Deposits in Other Banksand Federal Funds Sold Cash and cash equivalents have an

original maturity of three months or less

Risks and uncertainties

In the normal course of its business the Company encounters two significant types of risk economic and regulatory There are three main

components of economic risk interest rate risk credit risk and market risk The Company is subject to interest rate risk to the degree that its

interest-bearing liabilities mature or reprice at different speeds or on different bases than its interest-earning assets Credit risk is the risk of

default on the Companys loan or investment portfolio that results from borrowers inability or unwillingness to make contractually required

payments Market risk reflects changes in the value of collateral underlying loans receivable the valuation of real estate held by the Company

and the valuation of loans held for sale and securities available for sale

The Company is subject to the regulations of various government agencies These regulations can and do change significantly from period to

period The Company also undergoes periodic examinations by the regulatory agencies which may subject it to further changes with respect to

asset valuations amounts of required loss allowances and operating restrictions resulting from the regulatorsjudgments based on information

available to them at the time of their examination

Reclassifications

Certain prior year amounts have been reclassified to conform with the current years presentation These reclassifications had no effect on

previously reported net income loss or shareholders equity

Stock option compensation plans

The Company has an employee stock option compensation plan through which the Board of Directors may grant stock options to officers and

employees to purchase common stock of the Company at prices not less than 100 percent of the fair value of the stock on the date of grant

The Company also has another employee stock option plan under which options may no longer be granted but under which exercisable options

remain outstanding The outstanding options under both plans become exercisable in various increments beginning on the date of grant and

expiring ten years from the date of grant The Company also has non-employee directors stock option plan through which non-employee

directors of the Company or the Banks are granted options to purchase 500 shares of common stock for each year served on the board to

maximum of 5000 options per director The option price shall not be less than 100 percent of the fair value of the stock on the grant date

The outstanding options become exercisable on the grant date and expire at the earlier of the end of the directors term or ten years from the

grant date The Company also has another non-employee directorsstock option plan under which options may no longer be granted but under

which exercisable options remain outstanding



2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES 2009 PEOPLES BANCORPORATION INC AND SUBSIDIARIES

NOTES TO CONSOUDATED FINANCIAL STATEMENTS

NOTE ONE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES CONTINUED

The Company follows the requirements of ASC Topic 718 to account for its stock option plans In accordance with the provisions of this statement

the Company recorded approximately $73000 and $72000 of compensation expense in 2009 and 2008 respectively

Recently issued accounting standards

The following is summary of recent authoritative pronouncements that affect accounting reporting and disclosure of financial information by

the Company

In June 2009the FASB issued Accounting Standards Update No.2009-01 ASU 2009-01Topic 105 GenerallyAccepted Accounting Principles

amendments based on Statement of Financial Accounting Standards No.168The FASB Accounting Standards Codification TM and the Hierarchy

of Generally Accepted Accounting Principles ASU 2009-01 amends the FASB Accounting Standards Codification for the issuance of FASB

Statement No 168 SFAS 168 The FASB Accounting Standards Codification TM and the Hierarchy of Generally Accepted Accounting Principles

ASU 2009-1 includes SFAS 168 in its entirety including the accounting standards update instructions contained in Appendix of the Statement

The FASB Accounting Standards Codification TM Codification became the source of authoritative U.S generally accepted accounting principles

GAAP recognized by the FASB to be applied by nongovernmental entities Rules and interpretive releases of the Securities and Exchange

Commission SEC under authority of federal securities laws are also sources of authoritative GAAP for SEC registrants On the effective date of

this Statement the Codification superseded all then-existing non-SEC accounting and reporting standards All other non-grandfathered non-SEC

accounting literature not included in the Codification became non-authoritative This Statement was effective for the Companys financial

statements beginning in the interim period ended September 302009

In October 2009 the Financial Accounting Standards Board FASB issued Accounting Standards Update No.2009-13 ASU 2009-13

Revenue Recognition Topic 605 Multiple-Deliverable Revenue Arrangements consensus of the FASB Emerging Issues Task Force ASU 2009-13

addresses the accounting for multiple-deliverable arrangements to enable vendors to account for products or services deliverables separately

rather than as combined unit Subtopic 605-25 Revenue Recognition Multiple-ElementArrangements establishes the accounting and

reporting guidance for arrangements under which the vender will perform multiple revenue-generating activities Specifically this subtopic

addresses how to separate deliverables and how to measure and allocate arrangement consideration to one or more units of accounting

The amendments in this ASU will be effective for revenue arrangements entered into or materially modified in fiscal years beginning on or after

June 152010 with early adoption permitted This ASU is not expected to have any effect on the Companys results of operations financial position

or disclosures

In October 2009 the FASB issued Accounting Standards Update No.2009-15 ASU 2009-1 5Accounting for Own-Share Lending Arrangements in

Contemplation of Convertible Debt Issuances or Other Financing ASU 2009-15 provides accounting guidance for own-share lending arrangements

issued in contemplation of the issuance of convertible debt or other financing arrangements An entity for which the cost to an investment banking

firm or third-party investors of borrowing its shares is prohibitive may enter into share-lending arrangements that are executed separately but

in connection with convertible debt offering Although the convertible debt instrument is ultimately sold to investors the share-lending

arrangement is an agreement between the entity and an investment bank and is intended to facilitate the ability of investors to hedge the conversion

option in the entitys convertible debt Loaned shares are excluded from basic and diluted earnings per share unless default of the share-lending

arrangement occurs at which time the loaned shares would be included in the basic and diluted earnings-per-share calculation If dividends on

the loaned shares are not reimbursed to the entity any amounts including contractual dividends and participation rights in undistributed earnings

attributable to the loaned shares shall be deducted in computing income available to common shareholders in manner consistent with the

two-class method in Accounting Standards Codification Topic 260-1 0-45-60B Earnings Per Share This ASU did not have any effect on the

Companys results of operations financial position or disclosures

In December 2009 the FASB issued Accounting Standards Update No.2009-16 ASU 2009-16 Accounting for Transfers of FinancialAssets

ASU No.2009-16 formally incorporates into the FASB Codification amendments to Statement of Financial Accounting Standards SFAS
No.140 Accounting for Transfers and Servicing of FinancialAssets and Extinguishments of Liabilities made by SFAS No.166 Accounting for Transfers

of FinancialAssets an amendment of FASB Statement No 140 primarily to eliminate the concept of qualifying special-purpose entity

limit the circumstances under which financial asset should be derecognized when the entire financial asset has not been transferred to

non-consolidated entity requires additional disclosures concerning transferors continuing involvement with transferred financial assets

and requires that all servicing assets and liabilities be initially measured at fair value This guidance is effective as of the start of the first

annual reporting period beginning after November 152009 for interim periods within the first annual reporting period and for all subsequent

annual and interim reporting periods ASU 2009-16 is not expected to have material impact on the Companys results of operations financial

position or disclosures however the Company will need to review future loan participation agreements and other transfers of financial assets for

compliance with the new standard

In December 2009 the FASB issued Accounting Standards Update No.2009-17 ASU 2009-17 Improvements to Financial Reporting by Enterprises

Involved with Variable Interest Entities ASU No.2009-17 formally incorporates into the FASB Codification amendments to FASB Interpretation FIN
No 46R Consolidation of Variable Interest Entities made by SFAS No 167 Amendments to FASB Interpretation No 46R to require that

comprehensive qualitative analysis be performed to determine whether holder of variable interests in variable interest entity also has

controlling financial interest in that entity In addition the amendments require that the same type of analysis be applied to entities that were

previously designated as qualified special-purpose entities This ASU is effective as of the start of the first annual reporting period beginning after

November 15 2009for interim periods within the first annual reporting period and for all subsequent annual and interim reporting periods

ASU 2009-17 is not expected to have material impact on the Companys results of operations financial position or disclosures
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NOTE ONE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES CONTINUED

In January 201 0the FASB issued Accounting Standards Update No.2010-01 Accounting for Distributions to Shareholders with Components of Stock

and Cash ASU No.2010-01 ASU No.201 0-01 provides guidance on the accounting for distributions offering shareholders the choice of receiving

cash or stock Under such guidance the stock portion of the distribution is not considered to be stock dividend and for purposes of calculating

earnings per share it is deemed new share issuance not requiring retroactive restatement This guidance is effective for the first reporting period

including interim periods ending after December 152009 It is not expected to have material impact on the Companys results of operations

financial position or disclosures

In January 2010 the FASB issued Accounting Standards Update No.201 0-02Accounting and Reporting for Decreases in Ownership of Subsidiary

Scope Clariui cation ASU No 2010-02 ASU No.2010-02 amends FASB Accounting Standards Codification ASC Topic 810Consolidationto

clarify that deconsolidation accounting also applies to subsidiary or group of assets that is business or nonprofit activity The amended

guidance also requires additional disclosures concerning retained investment in the period of deconsolidation of subsidiary or de-recognition

of group of assets This guidance is effective beginning in the period an entity first adopts SFAS No 160 Non-controlling Interests in Consolidated

Financial Statements and if it was previously adopted it is effective in the first interim or annual reporting period ending on or after December 15

2009 ASU No.2010-02 is not expected to have material impact on the Companys results of operationsfiriancial position or disclosures

In January 2010 the FASB issued Accounting Standards Update No.2010-05 Escro wed ShareArrangements and the Presumption of Compensation

ASU No.2010-05 ASU No.2010-05 officially incorporates into the FASB Codification the SEC Staffs position concerning escrowed share

arrangements and the presumption that such arrangements are compensatory This guidance was effective immediately as it simply incorporated

Emerging Issues Task Force EITF Topic D-1 10 Escro wed Share Arrangements and the Presumption of Compensation into the FASB Codification

It is not expected to have material impact on the Companys results of operationsfinancial position or disclosures

In January 2010 the FASB issued Accounting Standards Update No.2010-06 Improving Disclosures about Fair Value Measurements ASU No

2010-06 ASU No.2010-06 amends FASB ASC Topic 820-10-50 Fair Value Measurements and Disclosures to require additional information to

be disclosed principally regarding Level measurements and transfers to and from Level and In addition enhanced disclosure is required

concerning inputs and valuation techniques used to determine Level and Level measurements This guidance is generally effective for interim

and annual reporting periods beginning after December 152009 however requirements to disclose separately purchases sales issuances and

settlements in the Level reconciliation are effective for fiscal years beginning after December 152010 and for interim periods within such years

ASU No.2010-06 is not expected to have material impact on the Companys results of operations or financial position and will have minimal

impact on its disclosures

In February 2010 the FASB issued Accounting Standards Update No.2010-08 Technical Corrections to Various Topics ASU No.2010-08

This Accounting Standards Update clarifies the guidance on embedded derivatives and hedging Subtopic 815-15 by eliminating inconsistencies

and outdated provisions ASU No.2010-08 is effective for the Company in the first quarter of 2010 and is not expected to have material impact

on the Companys results of operationsfinancial position or disclosures

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not expected to have material

impact on the Companys financial position results of operations or cash flows

NOTE TWO RESTRICTIONS ON CASH AND DUE FROM BANKS

The Banks are required to maintain average reserve balances with the Federal Reserve Bank FRB based upon percentage of deposits

The average amounts of reserve balances maintained by the Banks at December 312009 and 2008 were approximately $756000 and

$820000 respectively

NOTE THREE SECURITIES

Securities are summarized as follows as of December31 tabular amounts in thousands

2009

Amortized Unrealized Holding Fair

TRADING ASSETS Cost Gains Losses Value

OTHER SECURITIES

Maturing after ten years
128 128
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NOTE THREE SECURITIES CONTINUED

SECURITIES HELD TO MATURITY

OBLIGATIONS OF STATES AND POLITICAL

SUBDIVISIONS

Maturing within one year

Maturing after one year but within five years

Maturing after five years but within ten years

Maturing after ten years

Total securities held to maturity

2009

Amortized Unrealized Holding Fair

Cost Gains Losses Value

6792 340 7132

597

3244

3317

1463

8402 219 8621

TRADING ASSETS

OTHER SECURITIES

Maturing after ten years

SECURITIES AVAILABLE FOR SALE

GOVERNMENT SPONSORED ENTERPRISE

SECURITIES

Maturing within one year

Maturing after one year but within five years

Maturing after five years but within ten years

MORTGAGE BACKED SECURITIES

Maturing within one year

Maturing after one year but within five years

Maturing after ten years

Amortized Unrealized Holding Fair

Cost Gains Losses Value

47 47

1000 28 1028

7990 384 8374

1970 1971

10960 413 11373

764 770

10380 241 10621

43697 1523 45220

54841 1770 56611

SECURITIES AVAILABLE FOR SALE

GOVERNMENT SPONSORED ENTERPRISE

SECURITIES

Maturing after five years but within ten years

MORTGAGE BACKED SECURITIES

Maturing within one year

Maturing after one year but within five years

Maturing after five years but within ten years

Maturing after ten years

OTHER SECURITIES

Maturing after ten years

OBLIGATIONS OF STATES AND POLITICAL

SUBDIVISIONS

Maturing after one year but within five years

Maturing after five years but within ten years

Maturing after ten years

Total securities available for sale

47

59

39

23

80

103

201

1410

55162

3147

4094

63813

604

457

4327

24166

28950

100159

596

3117

3260

1429

1431

57329

3166

4206

66132

565

493

4402

24503

29398

103227

21

2214

25

118

2378

36

98

417

551

3269

127

57

34

2008

11
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NOTE THREE SECURITIES CONTINUED

2008

OTHER SECURITIES

Maturing after ten years

OBLIGATIONS OF STATES AND POLITICAL

SUBDIVISIONS

Maturing within one year

Maturing after one year but within five years

Maturing after five years but within ten years

Maturing after ten years

Total securities held to maturity

1951 1958

4623 76 4699

4100 46 4138

1977 112 1871

12651 137 122 12666

Management evaluates securities for other-than-temporary impairment at least on quarterly basis and more frequently when economic or

market concerns warrant such evaluation Consideration is given to the length of time and the extent to which the fair value has been less

than cost the financial condition and near-term prospects of the issuer and the intent and ability of the Company to retain its investment

in the issuer for period of time sufficient to allow for any anticipated recovery in fair value

The following table shows gross unrealized losses and fair value aggregated by investment category and length of time that individual securities

have been in continuous unrealized loss position at December 312009

SECURITIES AVAILABLE FOR SALE tabular amounts in thousands

Less Than 12 Months

Fair Unrealized

Value Losses

10148 59

12 Months or More

Fair Unrealized

Value Losses

476 39

One individual security available for sale was in continuous loss position for twelve months or more

The following table shows gross unrealized losses and fair value aggregated by investment category and length of time that individual

securities have been in continuous unrealized loss position at December 31 2008

SECURITIES AVAI LABLE FOR SALE tabular amounts in thousands

Government sponsored enterprise securities

Mortgage backed securities

Other securities

State and political subdivisions

Total

Less Than 12 Months

Fair Unrealized

Value Losses

12 Months or More

Fair Unrealized Fair

Value Losses Value

7625 275 7625

8142 374 8142

Unrealized

Losses

OBLIGATIONS OF STATES AND POLITICAL

SUBDIVISIONS

Maturing after one year but within five years

Maturing after five years but within ten years

Maturing after ten years

Total securities available for sale

SECURITIES HELD TO MATURITY

Amortized Unrealized Holding Fair

Cost Gains Losses Value

767 162 99 830

457 28 -485

3221 107 3328

23521 130 275 23376

27199 265 275 27189

93767 2610 374 96003

Government sponsored enterprise securities

Mortgage backed securities

Other securities

State and political subdivisions

Total

Total

Fair

Value

8823

18971

Unrealized

Losses

103

162 476 39

10148

476

8823

19447

59

39

103

201

Total

517 99 517 99

275

374
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE THREE SECURITIES CONTINUED

No individual securities available for sale were in continuous loss position for twelve months or more

SECURITIES HELD TO MATURITY tabular amounts in thousands

Less Than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

State and political subdivisions 2295 122 2295 122

Total 2295 122 2295 122

No individual securities held to maturity were in continuous loss position for twelve months or more

The Company has the ability and believes it is more likely
than not it can hold these securities until such time as the value recovers or the

securities mature The Company believes based on industry analyst reports and credit ratings that the deterioration in value is attributable to

changes in market interest rates and not in the credit quality of the issuer and therefore these losses are not considered other-than-temporary

The categoryother securitiesabove is comprised of mortgage-backed securities corporate debt securities equity securities and investments

in Bankers Bank stock

OTHER INVESTMENTS AT COST tabular amounts in thousands

The Banks as member institutions are required to own certain stock investments in the Federal Home Loan Bank of Atlanta FHLB and the FRB

These investments are carried at cost and are generally pledged against any borrowings from these institutions see Note No ready market

exists for these stocks and they have no quoted market values The Companys investments in these stocks are summarized below

DECEMBER 31

2009 2008

Federal Reserve Bank 827 483

Federal Home Loan Bank 3629 2585

Interest-bearing deposits in other banks maturing after three months 478

4456 3546

Securities with carrying amounts of $30761000 and $43459000 as of December 312009 and 2008 respectively were pledged to secure

public deposits and for other purposes required or permitted by law

NOTE FOUR LOANS AND ALLOWANCE FOR LOAN LOSSES DECEMBER 31

Loans are summarized as follows tabular amounts in thousands 2009 2008

Commercial and industrial not secured by real estate 39981 43451

Commercial and industrial secured by real estate 120102 111844

Residential real estate mortgage 126544 124445

Residential real estate construction 72668 104390

Loans to individuals for household family and other personal expenditures 14279 14581

373574 398711

Less allowance for loan losses 7431 9217

366143 389494

The composition of gross loans by rate type is as follows tabular amounts in thousands DECEMBER 31

2009 2008

Variable-rate loans 123207 145998

Fixed-rate loans 250367 252713

373574 398711
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE FOUR LOANS AND ALLOWANCE FOR LOAN LOSSES CONTINUED

Changes in the allowance for loans losses were as follows tabular amounts in thousands FOR THE YEARS ENDED
DECEMBER 31

2009 2008

BALANCEBEGINNINGOFYEAR 9217 4310

Provision for loan losses 4958 13820

Loans charged off 6989 9037

Loans recovered 245 124

BALANCEENDOFYEAR 7431 9217

The following is summary of information pertaining to impaired loans and non-accrual loans tabular amounts in thousands

DECEMBER 31

2009 2008

Impaired loans without valuation allowance 12544 13592

Impaired loans with valuation allowance 2202 3079

Total impaired loans 14746 16671

Valuation allowance related to impaired loans 747 1608

Total non-accrual loans 14881 16950

Total loans past-due ninety days or more and still accruing

Foregone interest income on non-accrual loans 1101 753

Average investment in impaired loans 17781 10802

Interest income recognized on impaired loans

Interest income recognized on cash basis on impaired loans

NOTE FIVE PREMISES AND EQJJIPMENT

The principal categories and estimated useful lives of premises and equipment are summarized in the table below tabular amounts in thousands

Estimated
DECEMBER 31

Useful Lives 2009 2008

Land 3873 3873

Building and improvements 15-40 years 9966 9951

Furniture fixtures and equipment 10 years 8972 8879

22811 22703

Less accumulated depreciation 10541 9503

12270 13200

Depreciation expense of approximately $1059000 and $1142000 for 2009 and 2008 respectively is included in occupancy and equipment

expenses in the accompanying consolidated statements of income

NOTE SIX ASSETS ACCWJRED IN SETTLEMENT OF LOANS
FORTHE YEARS ENDED

The following summarizes the activity of assets acquired in settlement of loans tabular amounts in thousands DECEMBER 31

2009 2008

BALANCE BEGINNING OF YEAR 5428 1023

Additions 15536 7688

Sales 9344 2886

Write downs 130 397

BALANCE END OFYEAR 11490 5428
NOTE SEVEN DEPOSITS

The composition of deposits is as follows tabular amounts in thousands DECEMBER 31

2009 2008

Demand deposits noninterest bearing 55367 51091

NOW and money market accounts 137744 96160

Savings deposits 10370 9771

Time certificates $100000 or more 125922 97769

Other time certificates 155593 190578

Total 484996 445369
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NOTE SEVEN DEPOSITS CONTINUED
DECEMBER 31

2009 2008
Time certificates maturing

Within one year
242527 265342

After one but within two years
24539 15651

After two but within three years
13614 6864

After three but within four years
432 259

After four years
403 231

281515 288347

Transaction and savings accounts 203481 157022

484996 445369

Certificates of deposit in excess of $100000 totaled approximately $111042000 and $86380000 at December 312009 and 2008 respectively

Interest expense on certificates of deposit in excess of $100000 was approximately $2598000 in 2009 and $3907000 in 2008 The Banks had

brokered time certificates of approximately $59565000 at December 312009 and $77411000 at December 31 2008.Traditional brokered time

deposits at the Banks amounted to approximately $25048000 at December 312009 and $44458000 at December 312008 Brokered time

deposits within the Certificate of Deposit Account Registry Service CDARS at the Banks amounted to approximately $34517000 at

December 312009 and $32953000 at December 312008

NOTE EIGHT SECURITIES SOLD UNDER REPURCHASE AGREEMENTS

Securities sold under repurchase agreements are summarized as follows tabular amounts in thousands DECEMBER 31

Government sponsored enterprise securities with an amortized cost 2009 2008

of $19910000 $20764000 fair value and $28686000

$29673000 fair value at December 312009 and 2008 respectively collateralize the agreements 12785 22181

The Banks enter into sales of securities under agreements to repurchase These obligations to repurchase securities sold are reflected as liabilities

in the consolidated balance sheets The dollar amount of securities underlying the agreements remains in the asset accounts The securities

underlying the agreements are book entry securities maintained by safekeeping agent The weighted average interest rate of these agreements

was 0.53 percent and 1.56 percent for 2009 and 2008 respectively The agreements mature daily Securities sold under agreements to repurchase

averaged $16122000 and $20832000 during 2009 and 2008 respectively The maximumamounts outstanding at any month-end were

$19671000 and $25557000 during 2009 and 2008 respectively

NOTE NINE FEDERAL FUNDS PURCHASED

At December 312009 the Banks had the ability to purchase federal funds from unrelated banks under short-term lines of credit totaling

$21500000 These lines of credit are available on one- to seven-day basis for general corporate purposes

NOTE TEN ADVANCES UNDER LINES OF CREDIT FROM FEDERAL HOME LOAN BANKAND NOTES PAYABLE OTHER

Under lines of credit the Banks have the ability to borrow up to 20 percent of their total assets from the FHLB subject to available qualifying

collateral Borrowings may be obtained under various FHLB lending programs with various terms Borrowings from the FHLB require qualifying

collateral which includes certain mortgage loans investment securities and FHLB stock and may require purchasing additional stock in the FHLB

The Banks had no advances at December 312009 and advances of $34600000 at December 312008 at an interest rate of 0.46 percent which

matured daily At December 312009 and 2008 the lines were collateralized by qualifying mortgage loans aggregating approximately $52661000

and $67201000 respectively and by FHLB stock owned by all three Banks The Banks also had lines collateralized by investment securities owned

by the Banks in the amount of $12649000 and $13149000 at December 312009 and 2008 respectively As of December 312009 the Banks

had the ability to borrow $65310000 in the aggregate from the FHLB

In 2008 the Company obtained $15000000 line of credit from correspondent bank to enable it to inject additional capital into the Banks

The Company subsequently drew on this line of credit and injected total of $1 1500000 into its three Banks At December 312008 the line

of credit is presented on the consolidated balance sheet as note payable-other with an outstanding balance of $11000000 This line of credit

was repaid in full in April 2009 using portion of the proceeds upon the sale of preferred stock to the S.Treasury pursuant to its Capital Purchase

Program In December 2009 the Company cancelled the line of credit

NOTE ELEVEN INCOME TAXES FOR THE YEARS ENDED

Provision for income taxes consists of the following tabular amounts in thousands
DECEMBER 31

2009 2008

Current tax provision

Federal 126 2153

State
40

Total current taxes 86 2153

Deferred tax benefit 603 3031

689 5184

15
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NOTE ELEVEN INCOME TAXES CONTINUED

Income taxes differ from the tax expense computed by applying the statutory federal income tax rate of 34 percent to income before income taxes

The reasons for these differences are as follows tabular amounts in thousands

FOR THE YEARS ENDED
DECEMBER 31

2009 2008

Tax benefit expense at statutory rate 42 4610
Increase decrease in taxes resulting from

State income taxes net of federal benefit 26

Tax-exempt interest income 513 511

Investment in life insurance 160 150

Other 87

Provision for income taxes benefit 689 5184

Deferred tax assets liabilities result from temporary differences in the recognition of revenue and expenses for tax and financial statement

purposes Management believes realization of the deferred tax assets is more likely
than not and accordingly has not recorded valuation

allowance The sources and the cumulative tax effect of temporary differences are as follows tabular amounts in thousands

DECEMBER 31

2009 2008
Deferred tax assets _________ _________

Allowance for loan losses 2526 3134

Deferred compensation 340 254

Other than temporary impairment 1032 1033

Alternativeminimumtaxcredit 918

Other 553 417

5369 4838

Deferred tax liabilities 104

Depreciation 210 180

Prepaid expenses 1043 758
Unrealized holding gains on securities available for sale 1255 1042

Net deferred tax assets included in other assets 4114 3796

The Company has analyzed the tax positions taken or expected to be taken in its tax returns and concluded it has no liability related to uncertain

tax positions in accordance with ASCTopic 740

NOTE TWELVE FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Banks are parties to financial instruments with off-balance sheet risk in the normal course of business to meet the financing needs of their

customers These financial instruments include commitments to extend credit and standby letters of credit They involve to varying degrees

elements of credit and interest rate risk in excess of the amounts recognized in the balance sheets

The Companys exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to

extend credit and standby letters of credit is represented by the contractual amounts of those instruments The Company uses the same credit

policies in making commitments and conditional obligations as it does for on-balance sheet instruments

Commitments to extend credit are agreements to lend to customer as long as there is no violation of any material condition established in the

contract Commitments generally have fixed expiration dates or other termination clauses and may require the payment of fee At December

312009 unfunded commitments to extend credit were $70731000 of which $65435000 were at variable rates and $5296000 were at fixed

rates These commitments included $4651000 of unfunded amounts of construction loans $47179000 of undisbursed amounts of home

equity lines of credit $12436000 of unfunded amounts under commercial lines of credit and $6465000 of other commitments to extend credit

The Company evaluates each customers creditworthiness on case-by-case basis The amount of collateral obtained if deemed necessary by

the Company upon extension of credit is based on managements credit evaluation of the borrower Collateral varies but may include accounts

receivable inventory property plant and equipment commercial and residential real estate

At December 312009 there was $2953000 committed under letters of credit The credit risk involved in issuing letters of credit is essentially

the same as that involved in extending loan facilities to customers Collateral varies but may include accounts receivable inventory equipment
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NOTE TWELV13 FINANCIAL INSTRUMENTS WITH OFFBALANCE SHEET RISR CONTINUED

marketable securities and property Since most of the letters of credit are expected to expire without being drawn upon they do not necessarily

represent future cash requirements The Company has not recorded liability for the current carrying amount of the obligation to perform as

guarantor and no contingent liability was considered necessary as such amounts were not considered material

NOTE THIRTEEN COMMITMENTS AND CONTINGENCIES

The Company is from time to time party to various lawsuits and claims arising from the ordinary conduct of its business Management does

not expect such matters to have any material adverse effect on the financial position or results of operations of the Company

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of loans receivable investment

securities federal funds sold and amounts due from banks

The Company makes loans to individuals and small businesses for various personal and commercial purposes primarily in the upstate region of

South Carolina The Companys loan portfolio is not concentrated in loans to any single borrower or to relatively small number of borrowers

Additionally management is not aware of any concentrations of loans to classes of borrowers or industries that would be similarly affected by

economic conditions Howevera substantial portion of the Companys loans are secured by real estate

In addition to monitoring potential concentrations of loans to particular borrowers or groups of borrowers industries and geographic regions

management monitors exposure to credit risk that could arise from potential concentrations of lending products and practices such as loans

that subject borrowers to substantial payment increases e.g principal deferral periods loans with initial interest-only periods etc and loans

with high loan-to-value ratios Additionally there are industry practices that could subject the Company to increased credit risk should economic

conditions change over the course of loans life For example the Company makes variable rate loans and fixed rate principal-amortizing loans

with maturities prior to the loan being fully paid i.e balloon payment loans These loans are underwritten and monitored to manage the

associated risks Management has determined that there is no concentration of credit risk associated with its lending policies or practices

The Companys investment portfolio consists principally of obligations of the United States of America its agencies or its corporations and

general obligation municipal securities In the opinion of management there is no concentration of credit risk in its investment portfolio

The Company places its deposits and correspondent accounts with and sells its federal funds to high quality institutions Management believes

credit risk associated with correspondent accounts is not significant

NOTE FOURTEEN RELATED PARTY TRANSACTIONS

At December 312009 and 2008 certain officers directors employees related parties and companies in which they have 10 percent or more

beneficial ownership were indebted to the Banks in the aggregate amount of $22406000 and $21691000 respectively During 2009

$6388000 of new loans were made to this group and repayments of $5673000 were received This same group had deposits in the Banks of

$6863000 and $5839000 at December 312009 and 2008 respectively

NOTE FIFTEEN COMMON STOCKAND EARNINGS PER SHARE

Earnings loss per common share is computed and presented in accordance with ASC Topic 260 The assumed conversion of stock options

creates the difference between basic and diluted net income loss per common share Income loss per share is calculated by dividing net

income loss by the weighted average number of common shares outstanding for each period presented

DECEMBER 31

2009 2008

Net loss available to common shareholders 224 8376

Weighted average shares outstanding

Basic 7030935 7062218

Diluted 7030935 7062218

Loss per common share 0.03 1.19

Basic 0.03 1.19

Diluted

Common shares totaling 58899 were excluded from the 2009 earnings per share calculation because they are considered anti-dilutive and 242

shares were excluded from the calculation in 2008



2009 PEOPLES BANCORPORATION INC.AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE FIFTEEN COMMON STOCKAND EARNINGS PER SHARE CONTINUED

Special Meeting of the Shareholders was called on January 92009 for the sole purpose of amending the Companys Articles of Incorporation

to authorize the Board of Directors to issue shares of Preferred Stock small group of dissenting shareholders representing 67636 shares of

Common Stock exercised their right to surrender their shares to the Company in exchange for fair value The Company paid $243000 in cash for

these surrendered shares in 2009 The dissenting shareholders asserted that their shares had greater fair value and in accordance with South

Carolina law the Company brought suit to have the court determine what additional amount if any is due The litigation is ongoing

NOTE SIXTEEN PREFERRED STOCKAND RESTRICTIONS ON DIVIDENDS

On April 242009 the Company entered into Letter Agreement and Securities Purchase Agreement the Purchase Agreement with the U.S

Treasury Department Treasury under the Troubled Asset Relief Program TARP Capital Purchase Program pursuant to which the Company

sold the Treasury 12660 shares of the Companys Fixed Rate Cumulative Perpetual Preferred Stock Series Tthe SeriesT Preferred Stock and

ii warrant the Warrant to purchase 633 shares of the Companys Fixed Rate Cumulative Perpetual Preferred Stock Series the Series

Preferred Stock for an aggregate purchase price of $12660000 in cash The Series Preferred Stock and Series Preferred Stock are referred

to collectively as the Preferred Stock The Warrant was exercised by Treasury immediately and the net proceeds from the sale of $12615000

were allocated between the Series Preferred Stock and the Series Preferred Stock based on their relative fair values at the time of the sale

Of the net proceeds $11910000 was allocated to the Series Preferred Stock and $705000 was allocated to the Series Preferred Stock

The accretion of the discount recorded on the Series Preferred Stock net of the amortization of the premium recorded on the Series

Preferred Stock is offset directly against retained earnings over five-year period applying level yield and is reported on the consolidated

statement of income in the determination of the amount of net income loss available to common shareholders

The Series Preferred Stock will pay cumulative dividends at rate of 5% per annum for the first five years and 9% per annum thereafter

The Series Preferred Stock will pay cumulative dividends at rate of 9% per annum The cumulative dividend for the Preferred Stock is accrued

and payable on February 15 May 15 August 15 and November 15 of each year The Company has declared and paid $385000 in preferred stock

dividends to the U.S.Treasury in 2009 Both the SeriesT and Series Preferred Stock qualify as Tier capital and may be redeemed after April

242012 at the stated amount of $1000 per share plus any accrued and unpaid dividends Prior to April 242012 the Preferred Stock may be

redeemed only with proceeds from the sale of qualifying equity securities The Preferred Stock is non-voting except for class voting rights on

matters that would adversely affect the rights of the holders of the Series or Series Preferred Stock

Pursuant to the terms of the Purchase Agreement the ability of the Company to declare or pay dividends or other distributions on its Common

Stock is subject to restrictions including restriction against increasing dividends from the last quarterly cash dividend per share declared on

the Common Stock prior to April 242009 In additionas long as the Preferred Stock is outstandingCommon Stock dividend payments are

prohibited until all accrued and unpaid dividends are paid on such Preferred Stock subject to certain limited exceptions This restriction will

terminate on April 242012 or earlier if the Preferred Stock has been redeemed in whole or if the Treasury has transferred all of the Preferred

Stock to third parties The Company paid no cash dividends to its common shareholders in 2009

NOTE SEVENTEEN STOCK OPTION COMPENSATION PLANS

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the following weighted

average assumptions for grants in 2009 and 2008 dividend yields of $0 to $0.20 per share expected volatility from 22 to 39 percent risk-free

interest rates from 2.44 to 3.98 percent and expected life of 10 years The weighted average fair market value of options granted approximated

$1.49 in 2009 and $1.82 in 2008

summary of the status of the plans as of December 312009 and 2008 and changes during the years ending on those dates is presented below

all shares and exercise prices have been adjusted for stock dividends and the stock
split

since the date of grant

Weighted Weighted

Average Average
Exercise Contractual

Aggregate

Shares Price Term Years Intrinsic Value

Outstanding at December 312007 168749 10.29

Granted 16000 7.62

Exercised 14615 5.34

Forfeited or expired 23871 9.89

Outstanding at December 312008 146263 10.56

Granted 15500 2.77

Exercised 500 2.75

Forfeited or expired 6395 9.27

Outstanding at December 312009 154868 9.86 6.23

Optionsexercisableatyear-end 129999 10.21 6.14

Shares available for grant at December 312009 361150
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NOTE SEVENTEEN STOCK OPTION COMPENSATION PLANS CONTINUED

Number of
Weighted Average

Shares
Grant Date Fair Value

Non-vested options at December 312008 29297 11.38

Granted 15500 2.77

Vested 17013 11.19

Forfeited or expired 2915 12.62

Non-vested options at December 312009 24869 8.02

As of December 312009 we have unrecognized compensation cost of $76814 related to unvested stock options

Options Outstanding Options Exercisable

Weighted Average

Number Remaining Number Weighted Average

Of Shares
Contractual Weighted Average Of Shares Exercise

Outstanding
Life Years Exercise Price Exercisable Price

7721 0.2 8.16 7721 8.16

5646 1.0 8.80 5646 8.80

6318 1.3 7.60 6318 7.60

8016 2.3 8.86 8016 8.86

10461 2.5 9.34 10461 9.34

5730 3.3 10.47 5730 10.47

22096 4.3 14.49 22096 14.49

1823 4.6 13.71 1823 13.71

4046 5.3 15.66 4046 15.66

1158 5.5 14.77 984 14.77

2316 5.6 14.90 1968 14.90

5788 5.7 14.90 4920 14.90

1736 5.8 14.08 1476 14.08

1102 6.1 12.02 771 12.02

1102 6.2 11.89 771 11.89

6063 6.3 10.25 4244 10.25

6613 6.3 11.42 5786 11.42

1102 6.5 10.44 771 10.44

4280 6.7 10.43 2996 10.43

2204 6.8 10.21 1542 10.21

6422 7.0 10.48 3532 10.48

1050 7.2 9.95 578 9.95

3675 7.3 9.52 2022 9.52

6300 7.3 11.19 6300 11.19

1050 7.5 11.42 578 11.42

1050 7.9 9.57 578 9.57

1500 8.0 8.05 600 8.05

3500 8.3 7.75 1400 7.75

1000 8.3 7.50 400 7.50

7000 8.4 7.60 7000 8.00

500 8.5 5.35 200 5.35

1500 8.7 7.50 600 7.50

1000 9.0 3.25 250 3.25

7500 9.4 2.75 7500 2.75

1500 9.5 2.75 375 2.75

5000 9.6 2.70 2.70

154868 6.2 9.86 129999 10.21

The plans are administered by the Board of Directors or by committee designated by the Board.The plans provide that if the shares of

common stock shall be subdivided or combined into greater or smaller number of shares or if the Company shall issue any shares of common

stock as stock dividend on its outstanding common stock the number of shares of common stock deliverable upon the exercise of options

shall be increased or decreased proportionately and appropriate adjustments shall be made in the purchase price per share to reflect such

subdivision combination or stock dividend
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NOTE EIGHTEEN EMPLOYEE BENEFIT PL%.NS

The Company maintains 401k retirement plan for all eligible employees Upon ongoing approval of the Board of Directors the Company

matches employee contributions equal to one-hundred percent of such contributions which do not exceed three percent of the contributors

annual salary plus fifty percent of such contributions as exceed three percent but do not exceed five percent of the contributors annual salary

subject to certain adjustments and limitations Contributions to the plan of $212553 and $240441 were charged to operations during 2009 and

2008 respectively

Supplemental benefits have been approved by the Board of Directors for certain executive officers of the Company These benefits are not

qualified under the Internal Revenue Code and they are not funded However source for certain funding is provided informally and indirectly by

life insurance policies owned by the Banks The Company recorded expense related to these benefits of $282360 and $260746 in 2009 and

2008 respectively

NOTE NINETEEN REGULATORY MATFERS

The Banks are subject to various regulatory capital requirements administered by the federal banking agencies Failure to meet minimum capital

requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that if undertaken could have direct

material effect on the Banksfinancial statements Under capital adequacy guidelines and the regulatory framework for prompt corrective action

the Banks must meet specific capital guidelines that involve quantitative measures of the Banksassets liabilities and certain off-balance sheet

items as calculated under regulatory accounting practices The Banks capital amounts and classifications are also subject to qualitative judg

ments by the regulators about components risk weighting and other factors

Quantitative measures established by regulation to ensure capital adequacy require the Banks to maintain minimum amounts and ratios set

forth in the table below of total and Tier capital to risk-weighted assets and of Tier capital to adjusted total assets Management believes as

of December 312009 that the Banks meet all capital adequacy requirements to which they are subject

On October 152008 one of the Companys Bank subsidiaries the assets of which represent approximately 25% of the Companys total

consolidated assets entered into formal agreement with the 0CC for the Bank to take various actions with respect to the operation of the Bank

The actions include

creation of committee of the Banks board of directors to monitor compliance with the agreement and make monthly

reports to the board of directors and the 0CC

development implementation and adherence to program to improve the Banks loan portfolio management

adoption implementation and adherence to written policies and procedures for maintaining an adequate allowance for loan

and lease losses in accordance with generally accepted accounting principles and regulatory guidance

protection of its interest in its criticized assets those assets classified aslossdoubtfulsubstandardorspecial mention

by internal or external loan review or examination and adoption implementation and adherence to written program

designed to eliminate the basis of the criticism as well as restricting further extensions of credit to borrowers whose loans

are subject to criticism

development implementation and adherence to written program to improve its construction loan underwriting standards

adoption implementation and adherence to written asset diversification program that appropriately identifies and

manages concentration of credit risk

adoption implementation and adherence to strategic plan capital program and profit plan

ensuring that the level of liquidity at the Bank is sufficient to sustain the Banks current operations and meet anticipated or

extraordinary demand and

obtaining determination of no supervisory objection from the 0CC before accepting brokered deposits

Additionally the Bank is required by the agreement to submit numerous periodic reports to the 0CC regarding various aspects of the

foregoing actions

The agreement resulted from the OCCs examination of the Bank that commenced in the second quarter of 2008 Since the latter part of 2006

the Bank has experienced an increase in criticized assets as the economy in the Banks primary lending areas has come under increasing down

ward pressure The substantive actions called for by the agreement should strengthen the Bank and make it more efficient in the long-term

Implementation of the agreement has increased the Banks administrative costs somewhat for the near-term but the amount of such increase is

not expected to be material to the Company

The Banks actual capital amounts and ratios and minimum regulatory amounts and ratios are presented as follows
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NOTE NINETEEN REGULATORY MATTERS CONTINUED

To Be Well

Capitalized Under

For Capital Prompt Corrective

Adequacy Purposes Action Provisions

Actual Minimum Minimum

Amount Ratio Amount Ratio Amount Ratio

PEOPLES BANCORPORATION INC dollar amounts in thousands

As of December 312009

Total Capital to risk-weighted assets 54568 13.67% 31934 8.00% N/A N/A

Tier Capital to risk-weighted assets 49546 12.41 15970 4.00 N/A N/A

Tier Capital to adjusted total assets 49546 9.03 21947 4.00 N/A N/A

As of December 312008

Total Capital to risk-weighted assets 45435 10.77 33749 8.00 N/A N/A

Tier Capital to risk-weighted assets 40040 9.49 16877 4.00 N/A N/A

Tier Capital to adjusted total assets 40040 7.33 21850 4.00 N/A N/A

THE PEOPLES NATIONAL BANK

As of December 312009

Total Capital to risk-weighted assets 33201 12.87 20638 8.00 25797 10.00%

Tier Capital to risk-weighted assets 29954 11.61 10320 4.00 15480 6.00

Tier Capital to adjusted total assets 29954 8.73 13725 4.00 17156 5.00

As of December 312008

Total Capital to risk-weighted assets 34922 12.44 22458 8.00 28072 10.00

Tier Capital to risk-weighted assets 31297 11.15 11228 4.00 16841 6.00

Tier Capital to adjusted total assets 31297 9.06 13818 4.00 17272 5.00

BANK OF ANDERSON NA
As of December 3120091

Total Capital to risk-weighted assets 13111 15.16 10378 12.00 N/A N/A

Tier Capital to risk-weighted assets 12025 13.90 8651 10.00 N/A N/A

Tier Capital to adjusted total assets 12025 9.01 10677 8.00 N/A N/A

As of December 31 2008

Total Capital to risk-weighted assets 13922 15.27 10941 12.00 N/A N/A

Tier Capital to risk-weighted assets 12777 14.02 9113 10.00 N/A N/A

Tier Capital to adjusted total assets 12777 9.58 10670 8.00 N/A N/A

SENECA NATIONAL BANK

As of December 312009

Total Capital to risk-weighted assets 6703 12.31 4356 8.00 5445 10.00

Tier Capital to risk-weighted assets 6017 11.05 2178 4.00 3267 6.00

Tier Capital to adjusted total assets 6017 8.08 2979 4.00 3723 5.00

As of December 312008

Total Capital to risk-weighted assets 7198 14.44 3988 8.00 4985 10.00

Tier Capital to risk-weighted assets 6574 13.19 1994 4.00 2990 6.00

Tier Capital to adjusted total assets 6574 9.76 2695 4.00 3368 5.00

Minimum ratios have been revised to reflect minimum required regulatory ratios for this Bank as required by the 0CC

NOTE TWENTY FAIR VALUE OF FINANCIAL INSTRUMENTS

ASC Topic 820 requires disclosure of fair value information whether or not recognized in the balance sheets when it is practical to estimate the

fair value ASC Topic 820 defines financial instrument as cash evidence of an ownership interest in an entity or contractual obligations which

require the exchange of cash or other financial instruments Certain items are specifically excluded from the disclosure requirements including

the Companys common stock premises and equipment and other assets and liabilities

Fair value approximates carrying value for the following financial instruments due to the short-term nature of the instrument cash and due from banks

interest-bearing deposits in other banks federal funds sold and purchased short-term FHLB advances and securities sold under repurchase agreements
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NOTE TWENTY FAIR VALUE OF FINANCIAL INSTRUMENTS CONTINUED

Securities are valued using quoted fair market prices Other investments are valued at par value

Fair value for variable-rate loans that reprice frequently loans held for sale and for loans that mature in less than three months is based on the

carrying value Fair value for fixed-rate mortgage loans personal loansand all other loans primarily commercial maturing after three months is

based on the discounted present value of the estimated future cash flows Discount rates used in these computations approximate the rates

currently offered for similar loans of comparable terms and credit quality

Fair value for cash surrender value life insurance approximates its carrying value

Fair value for demand deposit accounts and interest-bearing accounts with no fixed maturity date is equal to the carrying value Certificate of

deposit accounts and securities sold under repurchase agreements maturing within one year are valued at their carrying value The fair value of

certificates of deposit are estimated by discounting cash flows from expected maturities using current interest rates on similar instruments

Fair value for note payable-other is based on discounted cash flows using the Companys current incremental borrowing rate Discount rates

used in these computations approximate rates currently offered for similar borrowings of comparable terms and credit quality

Fair value of off-balance sheet instruments is based on fees currently charged to enter into similar arrangements taking into account the

remaining terms of the agreement and the counterparties credit standing

The Company has used managements best estimate of fair value based on the above assumptions Thus the fair values presented may not be

the amounts which could be realized in an immediate sale or settlement of the instrument In addition any income taxes or other expenses

which would be incurred in an actual sale or settlement are not taken into consideration in the fair value presented

DECEMBER 31

2009 2008

Carrying Fair Carrying Fair

Amount Value Amount Value

Financial assets

Cash and due from banks 11862 11862 7874 7874

Interest-bearing deposits in other banks 420 420 765 765

Federalfundssold 14592 14592 9185 9185

Trading assets 128 128 47 47

Securities available for sale 103227 103227 96003 96003

Securities held to maturity 8402 8621 12651 12666

Other investments 4456 4456 3546 3546

Loans gross 373574 370420 398711 395447

Cash surrender value of life insurance 12304 12304 11815 11815

Financial liabilities

Deposits 484996 477788 445369 442221

Securities sold under repurchase agreements 12785 12785 22181 22181

Federal funds purchased 399 399 1028 1028

Advances from Federal Home Loan Bank 34600 34600

Notes payable other 11000 11000

The ASC for fair value provides framework for measuring and disclosing fair value under generally accepted accounting principles and 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 recurring basis for example available-for-sale investment securities or on nonrecurring basis for example

impaired loans

Fair value is identified as the exchange price that would be received for an asset or paid to transfer 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

The standard establishes 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
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NOTE TWENTY FAIR VALUE OF FINANCIAL INSTRUMENTS CONTINUED

LEVEL Quoted prices in active markets for identical assets or liabilities Level 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 and other securities that are

highly liquid and are actively traded in over-the-counter markets

LEVEL Observable inputs other than Level 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 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 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 U.S

Government and agency mortgage-backed debt securities and impaired loans that are carried at the appraisal value of the

underlying collateral

LEVEL 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 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 recurring basis are as follows as of December 312009 tabular amounts in thousands

Quoted market price in

active markets for identical Significant other Significant

assets/liabilities observable inputs unobservable inputs
Recurring Basis

Level Level Level Total

Available for sale

investmentsecurities 103227 103227

Trading assets 128 128

Total 128 103227 103355

Nonrecurring Basis

Impaired loans 14746 14746

Other real estate owned 11490 11490

Total 26236 26236

NOTE TWENTY ONE CONDENSED FINANCIAL INFORMATION

Following is condensed financial information of Peoples Bancorporation Inc parent company only tabular amounts in thousands

CONDENSED BALANCE SHEETS

DECEMBER 31

ASSETS
2009 2008

Cash 1589 373

Investment in bank subsidiaries 52892 52123

Other assets 294 287

TOTAL ASSETS 54775 52783

LIABILITIES AND SHAREHOLDERS EQUITY

Notes payable 11000

Other liabilities
332 271

Shareholders equity 54443 41512

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 54775 52783
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NOTE TWENTY ONE CONDENSED FINANCIAL INFORMATION CONTINUED

CONDENSED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER31

2009 2008

INCOME

Fees and dividends from subsidiaries 5189 6724

EXPENSES

Interest expense
182 104

Salaries and benefits 3477 3751

Occupancy

Equipment
392 457

Otheroperating 1139 1394

5197 5715

EQUITY IN UNDISTRIBUTED NET INCOME LOSS
OF BANK SUBSIDIARIES 220 9481

Income loss before income taxes 212 8472

INCOME TAX BENEFIT 108 96

NET INCOME LOSS 320 8376

CONDENSED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER31

2009 2008

OPERATING ACTIVITIES

Net income loss 320 8376

Adjustments to reconcile net income loss to net cash provided

by operating activities

Equity in undistributed net income loss of bank subsidiaries 220 9481

Stock based compensation 73 72

Increase decrease in other assets 1026

Decrease increase in other liabilities 61 314

Net cash provided by operating activities 227 1889

FINANCING ACTIVITIES

Payments for investments in bank subsidiaries 12500

Net change in borrowings 11000 11000

Proceeds from the exercise of stock options 71

Proceeds from the issuance of perferred stock 12615

Common shares surrendered for cash by dissenting shareholders 243

Cash dividends 385 1060
Proceeds repayment of advances from subsidiaries 1200

Net cash provided by used for financing activities 989 3689

Net increase decrease in cash 1216 1800

CASH BEGINNING OF YEAR 373 2173

CASHENDOFYEAR 1589 373
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