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Virginia 16-1694602
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

15521 Midlothian Turnpike, Midlothian, Virginia 23113
(Address of principal executive offices) (Zip code)

804-897-3900

(Registrant’s telephone number, including area code)

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

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

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

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

Large Accelerated Filer ~ Accelerated Filer ~
Non-Accelerated Filer * (Do not check if smaller reporting company) Smaller Reporting Company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
“"Nox

Indicate the number of shares outstanding of each of the issuer’s classes of common equity, as of the latest practicable
date.

5,338,295 shares of common stock, $4.00 par value, outstanding as of July 21, 2014
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Part I — Financial Information

ITEM 1 - FINANCIAL STATEMENTS

Village Bank and Trust Financial Corp. and Subsidiary
Consolidated Balance Sheets

June 30, 2014 (Unaudited) and December 31, 2013
(dollar amounts in thousands, except per share amounts)

Assets

Cash and due from banks

Federal funds sold

Total cash and cash equivalents
Investment securities available for sale
Loans held for sale

Loans

Outstanding

Allowance for loan losses

Deferred fees and costs

Other real estate owned, net of valuation allowance
Assets held for sale

Premises and equipment, net

Bank owned life insurance

Accrued interest receivable

Other assets

Liabilities and Stockholders' Equity
Liabilities

Deposits

Noninterest bearing demand
Interest bearing

Total deposits

Federal Home Loan Bank advances
Long-term debt - trust preferred securities
Other borrowings

Accrued interest payable

Other liabilities

June 30,
2014

$11,094
46,244
57,338
57,486
12,189

263,171
(5,681 )
694
258,184
15,670
13,403
12,968
6,856
1,340
6,622

$442,056

$63,695
325,582
389,277
15,000
8,764
1,987
1,337
6,642

December 31,
2013

$ 15,221
24,988
40,209
57,748
8,371

286,563
(7,239
683
280,007
16,742
13,359
12,409
6,765
1,486
7,077

$ 444,173

$ 57,244
333,384
390,628
18,000
8,764
2,713
1,093
4,731
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Total liabilities 423,007 425,929

Stockholders' equity
Preferred stock, $4 par value, $1,000 liquidation preference, 1,000,000 shares authorized,

14,738 shares issued and outstanding 59 59
Common stock, $4 par value, 10,000,000 shares authorized; 5,338,295 shares issued and

outstanding at June 30, 2014 5,338,295 shares issued and outstanding at December 31, 21,353 21,353
2013

Additional paid-in capital 38,078 38,054
Accumulated deficit (39,417) (38,066
Common stock warrant 732 732
Discount on preferred stock - (50
Stock in directors rabbi trust (878 ) (878
Directors deferred fees obligation 878 878
Accumulated other comprehensive loss (1,756 ) (3,838
Total stockholders' equity 19,049 18,244

$442,056 $ 444,173

See accompanying notes to consolidated financial statements.
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Village Bank and Trust Financial Corp. and Subsidiary

Consolidated Statements of Operations

Three and Six Months Ended June 30 2014, and 2013

(dollar amounts in thousands, except per share amounts) (Unaudited)

Three Months Ended June 30, Six Months Ended June 30,

2014 2013 2014 2013
Interest income
Loans $ 3,795 $ 4,622 $ 7,766 $ 9,765
Investment securities 322 239 654 427
Federal funds sold 25 28 44 53
Total interest income 4,142 4,889 8,464 10,245
Interest expense
Deposits 767 950 1,553 1,993
Borrowed funds 190 219 444 443
Total interest expense 957 1,169 1,997 2,436
Net interest income 3,185 3,720 6,467 7,809
Provision for loan losses - - 100 823
Net interest income after provision for loan losses 3,185 3,720 6,367 6,986
Noninterest income
Service charges and fees 601 634 1,084 1,145
Gain on sale of loans 1,352 2,372 2,163 4,328
Gain on sale of assets 3 - 3 598
Gain on sale of investment securities 1 127 1 217
Rental income 250 214 506 427
Other 112 111 236 297
Total noninterest income 2,319 3,458 3,993 7,012
Noninterest expense
Salaries and benefits 2,679 2,973 5,449 5,926
Commissions 347 546 569 1,033
Occupancy 393 513 875 1,070
Equipment 174 179 380 357
Supplies 78 119 166 224
Professional and outside services 642 637 1,281 1,324
Advertising and marketing 56 79 139 142
Expenses related to foreclosed real estate 404 752 687 2,274
Other operating expenses 816 790 1,648 1,570
Total noninterest expense 5,589 6,588 11,194 13,920
Net income (loss) before income tax expense (benefit) (85 ) 590 (834 ) 78

Income tax expense (benefit) - - - -
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Net income (loss) (85
Preferred stock dividends and amortization of discount 295
Net income (loss) available to common shareholders  $ (380
Earnings (loss) per share, basic $ (0.07

Earnings (loss) per share, diluted $ (0.07

See accompanying notes to consolidated financial statements.

) 590
221
) $ 369

) $ 0.09
) $ 0.09

(834
517
$ (1,351

$ (0.25
$ (0.25
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Village Bank and Trust Financial Corp. and Subsidiary

Consolidated Statements of Changes in Comprehensive Income (L oss)
Three and Six Months Ended June 30, 2014 and 2013

(dollar amounts in thousands) (Unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Net income (loss) $(85 ) $590 $(834 ) $78
Other comprehensive income (loss)
Unrealized holding gains (losses) arising during the period 1,323 (3,726 ) 3,149 (3,705 )
Tax effect 450 (1,267 ) 1,070 (1,260 )
Net change in unrealized holding gains (losses) on securities available for 373 (2459 ) 2079 (2,445 )
sale, net of tax
Reclassification adjustment
Reclassification adjustment for gains realized in income (loss) (1 ) (127 ) ( )y (217 )
Tax effect - 43 ) - 74 )
Reclassification for gains included in net income (loss), net of tax (1 ) (84 ) (A ) (143 )
Minimum pension adjustment 3 3 6 6
Tax effect 1 1 2 2
Minimum pension adjustment, net of tax 2 2 4 4
Total other comprehensive income (loss) 874 (2,541 ) 2,082 (2,584 )
Total comprehensive income (loss) $ 789 $(1,951 ) $1,248 $(2,506)

See accompanying notes to consolidated financial statements.
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Village Bank and Trust Financial Corp. and Subsidiary
Consolidated Statements of Stockholders' Equity

Six Months Ended June 30, 2014 and 2013

(dollar amounts in thousands) (Unaudited)

Balance, December
31,2013
Amortization of
preferred stock
discount

Preferred stock
dividend

Stock based
compensation
Minimum pension
adjustment

(net of income taxes
of $2)

Net loss

Change in unrealized
gain (loss) on
investment securities
available-for-sale,
net of
reclassification and
tax effect

Balance, June 30,
2014

Balance, December
31,2012
Amortization of
preferred stock
discount

Preferred stock
dividend

Directors
Additional lo);scount iSHtOCk DeferredAccumulated
Preferr€ébmmon Paid-in ~ Accumulated Preferred DirectorsFees ~ Other
Stock Stock Capital  Deficit WarrantStock ?il;sl? Obligatidoss Total

$59 $21,353 $38,054 $(38,066) $732 $(50 ) $(878 ) $878 $(3,838 ) $18,244

- - - (50 ) - 50 - - -

- - - 467 ) - - - - - 467 )

- - 24 - - - - - 24

- - - - - - - - 4 4

- - 834 ) - - - - (834 )

_ . - - - - - - 2,078 2,078
$59 $21,353 $38,078 $(39,417 ) $732 $- $(878 ) $878 $(1,756 ) $19,049
$59 $17,007 $40,705 $(33,174 ) $732 $(199 ) $- $- $(166 ) $24,964

- (74 ) - 74 - - - -

- - (368 ) - - - - - (368 )

1 1

11
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Stock based

compensation

Minimum pension

adjustment

(net of income taxes 4 4
of $2)

Net income - - - 78 - - - - - 78
Change in unrealized

gain (loss) on

investment securities

available-for-sale, - - - - - - - - (2,588 ) (2,588)
net of

reclassification and

tax effect

Balance, June 30,

2013 $59 $17,007 $40,706 $(33,538 ) $732 $(125 ) $- $- $(2,750 ) $22,091

See accompanying notes to consolidated financial statements.
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Village Bank and Trust Financial Corp. and Subsidiary
Consolidated Statements of Cash Flows

Six Months Ended June 30, 2014 and 2013

(dollar amounts in thousands) (Unaudited)

2014

Cash Flows from Operating Activities

Net income (loss) $(834 )
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating

activities:

Depreciation and amortization 325
Deferred income taxes (308 )
Valuation allowance deferred income taxes 308
Provision for loan losses 100
Write-down of other real estate owned 369
Valuation allowance other real estate owned 429 )
Gain on securities sold (1 )
Gain on loans sold (2,163 )
Gain on sale of premises and equipment 3 )
Gain (Loss) on sale of other real estate owned 234 )
Stock compensation expense 24
Proceeds from sale of mortgage loans 79,367
Origination of mortgage loans for sale (81,022)
Amortization of premiums and accretion of discounts on securities, net 205
Decrease (increase) in interest receivable 146
Increase in bank owned life insurance 91 )
Decrease (increase) in other assets (656 )
Increase in interest payable 244
Increase (decrease) in other liabilities 1,444
Net cash provided by (used in) operating activities (3,209 )

Cash Flows from Investing Activities
Purchases of available for sale securities -
Proceeds from the sale or calls of available for sale securities 3,207

Net decrease in loans 17,426
Proceeds from sale of other real estate owned 5,663
Purchases of premises and equipment (898 )
Proceeds from sale of premises and equipment 17

Net cash provided by investing activities 25,415

Cash Flows from Financing Activities

Net decrease in deposits (1,351 )
Net decrease in Federal Home Loan Bank Advances (3,000 )
Net decrease in other borrowings (726 )
Net cash used in financing activities (5,077 )

2013

$78

656

(39 )
823

646

(217 )
(4,328 )
(598 )
235
150,970
(142,213)
187

(120 )
(96 )
2,571
121

(966 )
7,710
(52,134 )
15,330
42,992
2,211
(201 )
1,681
9,879
(17,328 )
(5,000 )
(426 )
(22,754 )

13
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Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental Disclsoure of Cash Flow Information
Cash payments for interest

Supplemental Schedule of Non Cash Activities

Real estate owned assets acquired in settlement of loans
Dividends on preferred stock accrued

See accompanying notes to consolidated financial statements.

17,129
40,209

$57,338

$1,496

$4,297
$467

(5,165
53,131

$47,966

$2,166

$4,931
$368

)

14
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Village Bank and Trust Financial Corp. and Subsidiary
Notes to Condensed Consolidated Financial Statements
Three and Six Months Ended June 30, 2014 and 2013

(Unaudited)

Note 1 - Principles of presentation

Village Bank and Trust Financial Corp. (the “Company”) is the holding company of Village Bank (the “Bank”). The
consolidated financial statements include the accounts of the Company, the Bank and the Bank’s subsidiary. All
material intercompany balances and transactions have been eliminated in consolidation.

In the opinion of management, the accompanying condensed consolidated financial statements of the Company have
been prepared on the accrual basis in accordance with generally accepted accounting principles for interim financial
information. Accordingly, they do not include all of the information and footnotes required by generally accepted
accounting principles for complete financial statements. However, all adjustments that are, in the opinion of
management, necessary for a fair presentation have been included. The results of operations for the three and six
month periods ended June 30, 2014 are not necessarily indicative of the results to be expected for the full year ending
December 31, 2014. The unaudited interim financial statements should be read in conjunction with the audited
financial statements and notes to financial statements that are presented in the Company’s Annual Report on Form
10-K for the year ended December 31, 2013 as filed with the Securities and Exchange Commission.

The Company has evaluated events and transactions occurring subsequent to the consolidated balance sheet date of
June 30, 2014 for items that should potentially be recognized or disclosed in these consolidated financial statements.
The evaluation was conducted through the date these consolidated financial statements were issued.

Note 2 - Use of estimates

The preparation of 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 as of the date of the balance sheets and statements of
operations for the period. Actual results could differ significantly from those estimates. Material estimates that are
particularly susceptible to significant change include the determination of the allowance for loan losses and its related
provision, and the estimate of the fair value of assets held for sale.

15
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Note 3 - Earnings (loss) per common share

The following table presents the basic and diluted earnings (loss) per common share computation (in thousands,
except per share data):

Three Months Ended June  Six Months Ended June

30, 30,

2014 2013 2014 2013
Numerator
Net income (loss) - basic and diluted $ (85 ) $ 590 $ (834 ) $78
Preferred stock dividend and accretion 295 221 517 442
Net income (loss) available to common shareholders $ (380 ) $ 369 $ (1,351 ) $ (364 )
Denominator
Weighted average shares outstanding - basic 5,338 4,252 5,338 4,252
Dilutive effect of common stock options and restricted i ) i i
stock awards
Weighted average shares outstanding - diluted 5,338 4,254 5,338 4,252

Earnings (loss) per share - basic and diluted
Earnings (loss) per share - basic $ (0.07 ) $ 0.09 $ (0.25 ) $(0.09 )
Effect of dilutive common stock options - - - -

Earnings (loss) per share - diluted $ (0.07 ) $ 0.09 $ (0.25 ) $(0.09 )
Outstanding options and warrants to purchase common stock were considered in the computation of diluted earnings
per share for the periods presented. Stock options for 104,302 and 247,630 shares of common stock were not included
in computing diluted earnings per share for the three and six months ended June 30, 2014 and 2013, respectively,

because their effects were anti-dilutive. Warrants for 499,029 shares of common stock were not included in computing
earnings per share in 2014 and 2013 because their effects were also anti-dilutive.

Note 4 — Investment securities available for sale

At June 30, 2014 and December 31, 2013, all of our securities were classified as available-for-sale. The following
table presents the composition of our investment portfolio at the dates indicated (dollars in thousands):

17
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Gross Gross Estimated

Par Amortized Unrealized Unrealized Fair Average

Value Cost Gains Losses Value Yield
June 30, 2014
US Tresuries
Five to ten years $8,000 $7,833 $ - $ (255 ) $7,578 213 %
US Government Agencies
One to Five years 4,000 4,174 - (93 ) 4,081 0.89 %

31,625 33,407
35,625 37,581

Five to ten years

Mortgage-backed securities

More than ten years 635 655
Municipals

Five to ten years 6,155 6,642
More than ten years 5,780 7,312

11,935 13,954
Total investment securities $56,195 $ 60,023

December 31, 2013
US Tresuries

Five to ten years $8,000 $7,825
US Government Agencies
One to Five years 4,000 4,194

31,625 33,510
35,625 37,704

Five to ten years

Mortgage-backed securities

More than ten years 2,782 2,792
Municipals

Five to ten years 6,155 6,684
More than ten years 6,780 8,428
Total 12,935 15,112

Total investment securities $59,342 $ 63,433

- (1,428 ) 31,979 1.82 %
- (1,521 ) 36,060 1.71 %

2 2 ) 655 243 %
- (331 ) 6,311 285 %
- (430 ) 6,882 335 %
- (761 ) 13,193 312 %

$ 2 $ (2,539 ) $57,486 210 %

&
1

$ (615 ) $7,210 213 %
- (166 ) 4,028 0.89 %
- (3,187 ) 30,323 1.82 %
- (3,353 ) 34351 1.71 %
10 (50 ) 2,752 243 %
- (678 ) 6,006 285 %
- (999 ) 7,429 334 %
- (1,677 ) 13,435 312 %

$ 10 $ (5,695 ) $57,748 213 %

Investment securities available for sale that have an unrealized loss position at June 30, 2014 and December 31, 2013

are detailed below (in thousands):

Securities in a loss

position for less than

12 Months

Fair Unrealized

Value Losses
June 30, 2014
US Treasuries - -

Securities in a loss
position for more than

12 Months Total

Fair Unrealized Fair Unrealized

Value Losses Value Losses
7,578 (255 ) 7,578 (255 )

19
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US Government Agencies $- $- $36,060 $ (1,521 ) $36,060 $ (1,521
Municipals - - 13,193 (761 ) 13,193 (761
Mortgage-backed securities 525 (2 ) - - 525 2
Total $525 $Q2 ) $56,831 $ (2,537 ) $57,356 $ (2,539
December 31, 2013

US Treasuries $7,210 $(@615 ) $- $ - $7,210 $ (615
US Government Agencies $34,350 $ (3,353 ) $- $- $34,350 $ (3,353
Municipals 10,864 (1,471 ) 2,571 (206 ) 13435 (1,677
Mortgage-backed securities 1,861 (50 ) - - 1,861 (50

Total

10

$54,285 $ (5,489 ) $2,571 $ (206 ) $56,856 $ (5,695

N N

20
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Management does not believe that any individual unrealized loss as of June 30, 2014 and December 31, 2013 is other
than a temporary impairment. These unrealized losses are primarily attributable to changes in interest rates. As of June
30, 2014, management does not have the intent to sell any of the securities classified as available for sale and
management believes that it is more likely than not that the Company will not have to sell any such securities before a
recovery of cost. Approximately $22 million of these securities are pledged against current and potential fundings.

Note 5 — Loans and allowance for loan losses

The following table presents the composition of our loan portfolio (excluding mortgage loans held for sale) at the
dates indicated (dollars in thousands):

June 30, 2014 December 31, 2013
Amount % Amount %
Construction and land development
Residential $5,669 2.15 % $2,931 1.02 %
Commercial 25,352  9.64 % 28,179 9.84 %

31,021 11.79% 31,110 10.86 %
Commercial real estate

Owner occupied 59,974 22.78% 73,584 25.68 %
Non-owner occupied 41,578 15.80% 43,868 1531 %
Multifamily 10,140 3.85 % 11,560 403 %
Farmland 1,353 051 % 1,463 051 %

113,045 4294% 130,475 45.53 %
Consumer real estate

Home equity lines 20,832 792 % 21,246 741 %
Secured by 1-4 family residential,

First deed of trust 65,377 24.84% 66,873 23.34 %
Second deed of trust 7,937 3.02 % 8,675 3.03 %

94,146 35.78% 96,794 33.78 %
Commercial and industrial loans
(except those secured by real estate) 23,304 8.86 % 26,254 9.16 %

Consumer and other 1,655 0.63 % 1,930 0.67 %
Total loans 263,171 100.0% 286,563 100.0 %
Deferred loan cost, net 694 683
Less: allowance for loan losses (5,681 ) (7,239 )

$258,184 $280,007

The Company assigns risk rating classifications to its loans. These risk ratings are divided into the following groups:

21
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Risk rated 1 to 4 loans are considered of sufficient quality to preclude an adverse rating. 1-4 assets generally are well
-protected by the current net worth and paying capacity of the obligor or by the value of the asset or underlying
collateral;
Risk rated 5 loans are defined as having potential weaknesses that deserve management’s close attention;
Risk rated 6 loans are inadequately protected by the current sound worth and paying capacity of the obligor or of the
“collateral pledged, if any; and,

11

22



Edgar Filing: Village Bank & Trust Financial Corp. - Form 10-Q

Risk rated 7 loans have all the weaknesses inherent in substandard loans, with the added characteristics that the
-weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions and values,
highly questionable and improbable.

. Loans rated 6 or 7 are considered “Classified” loans for regulatory classification purposes.

The following tables provide information on the risk rating of loans at the dates indicated (in thousands):

Risk Rated Risk Rated Risk Rated Risk Rated Total

1-4 5 6 7 Loans
June 30, 2014
Construction and land development
Residential $5,125 $ 269 $ 275 $ - $5,669
Commercial 18,970 1,824 4,558 25,352
24,095 2,093 4,833 - 31,021
Commercial real estate
Owner occupied 46,947 6,620 6,407 - 59,974
Non-owner occupied 34,585 1,462 5,531 - 41,578
Multifamily 9,398 742 - 10,140
Farmland 1,332 21 - 1,353
92,262 8,824 11,959 - 113,045
Consumer real estate
Home equity lines 18,240 467 2,125 - 20,832
Secured by 1-4 family residential
First deed of trust 51,901 6,219 7,257 - 65,377
Second deed of trust 6,445 121 1,371 - 7,937
76,586 6,307 10,753 - 94,146
Commercial and industrial loans
(except those secured by real estate) 17,550 3,188 2,566 - 23,304
Consumer and other 1,547 80 28 - 1,655
Total loans $212,040 $20,992 $30,139 $ - $263,171
December 31, 2013
Construction and land development
Residential $2,715 $- $216 $ - $2,931
Commercial 18,265 2,711 7,203 - 28,179
20,980 2,711 7,419 - 31,110
Commercial real estate
Owner occupied 51,810 13,214 8,560 - 73,584
Non-owner occupied 31,990 3,454 8,424 - 43,868
Multifamily 10,804 756 - - 11,560
Farmland 1,346 - 117 - 1,463
95,950 17,424 17,101 - 130,475
Consumer real estate
Home equity lines 17,610 727 2,909 - 21,246
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Secured by 1-4 family residential

First deed of trust 49,843
Second deed of trust 6,598
74,051

Commercial and industrial loans
(except those secured by real estate) 22,786

Consumer and other 1,739
Total loans $215,506
12

6,646
212
7,585

1,042
131

$ 28,893

10,384
1,865
15,158

2,426
60

$42,164 %

66,873
8,675
96,794

26,254
1,930

$286,563
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The following table presents the aging of the recorded investment in past due loans and leases as of the dates indicated

(in thousands):

June 30, 2014
Construction and land
development
Residential
Commercial

Commercial real estate
Owner occupied
Non-owner occupied
Multifamily

Farmland

Consumer real estate
Home equity lines

30-59
Days

Past Due

$ -
179
179

Secured by 1-4 family residential

First deed of trust
Second deed of trust

Commercial and industrial loans

(except those secured by real

estate)
Consumer and other

Total loans

December 31, 2013
Construction and land
development
Residential
Commercial

Commercial real estate
Owner occupied
Non-owner occupied
Multifamily

Farmland

29
19

$ 325

199

221
194

60-89
Days

Past Due

50
281

331

$ 331

116
116

346

Greater

Than

90
Days

Total
Past

Due

179
179

148
281
429
29
19

$ 656

116
116

199
346
221
194

Current

$5,669
25,173
30,842

59,974
41,578
10,140
1,353
113,045

20,684

65,096
7,937
93,717

23,275
1,636

$262,515

$2,931
28,063
30,994

73,385
43,522
11,339
1,269

Total

Loans

$5,669
25,352
31,021

59,974
41,578
10,140
1,353
113,045

20,832

65,377
7,937
94,146

23,304
1,655

$263,171

$2,931
28,179
31,110

73,584
43,868
11,560
1,463

Recorded

Investment

>

90 Days

and

Accruing

$

$

$

25
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614 346 - 960 129,515 130,475 -
Consumer real estate
Home equity lines 98 403 - 501 20,745 21,246 -
Secured by 1-4 family residential
First deed of trust 555 362 - 917 65,956 66,873 -
Second deed of trust - 24 - 24 8,651 8,675 -
653 789 - 1,442 95,352 96,794 -
Commercial and industrial loans
(except those secured by real 25 122 60 207 26,047 26,254 60
estate)
Consumer and other 6 15 - 21 1,909 1,930 -
Total loans $ 1,298 $ 1,388 $ 60 $2746  $283,817 $286,563 $ 60

Loans are considered impaired when, based on current information and events it is probable the Company will be
unable to collect all amounts due in accordance with the original contractual terms of the loan agreement, including
scheduled principal and interest payments. Loans evaluated individually for impairment include non-performing
loans, such as loans on non-accrual, loans past due by 90 days or more, restructured loans and other loans selected by
management. The evaluations are based upon discounted expected cash flows or collateral valuations. If the
evaluation shows that a loan is individually impaired, then a specific reserve is established for the amount of
impairment. Impairment is evaluated in total for smaller-balance loans of a similar nature and on an individual loan
basis for other loans. If a loan is impaired, a specific valuation allowance is allocated, if necessary, so that the loan is
reported net, at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of
collateral if repayment is expected solely from the collateral. Interest payments on impaired loans are typically applied
to principal unless collectability of the principal amount is reasonably assured, in which case interest is recognized on
a cash basis. Impaired loans, or portions thereof, are charged off when deemed uncollectible. Impaired loans are set
forth in the following table as of the dates indicated (in thousands):

13
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With no related allowance recorded
Construction and land development
Residential

Commercial

Commercial real estate
Owner occupied
Non-owner occupied
Multifamily

Farmland

Consumer real estate

Home equity lines

Secured by 1-4 family residential
First deed of trust

Second deed of trust

Commercial and industrial loans
(except those secured by real estate)
Consumer and other

With an allowance recorded
Construction and land development
Commercial

Commercial real estate

Owner occupied

Non-Owner occupied

Consumer real estate

Secured by 1-4 family residential
First deed of trust

Second deed of trust

Commercial and industrial loans
(except those secured by real estate)

Total

Construction and land development
Residential

Commercial

Commercial real estate

June 30, 2014

Allowance

$ -

26

226
336
562

363
41
404

11
1,003

26

Unpaid
Recorded Principal Related
InvestmenBalance
$275 $275

3,811 3,811
4,086 4,086
2,320 2,320
8,884 8,884
2,348 2,348
21 450
13,573 14,002
1,022 1,230
7,225 7,303
1,086 1,197
9,333 9,730
750 855
18 18
27,760 28,691
601 601
4,084 4,099
1,288 1,288
5,372 5,387
1,881 2,623
107 107
1,988 2,730
115 115
8,076 8,833
275 275
4,412 4,412
4,687 4,687
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Owner occupied 6,404 6,419 226
Non-owner occupied 10,172 10,172 336
Multifamily 2,348 2,348 -
Farmland 21 450 -

18,945 19,389 562
Consumer real estate

Home equity lines 1,022 1,230 -
Secured by 1-4 family residential,

First deed of trust 9,106 9,926 363
Second deed of trust 1,193 1,304 41

11,321 12,460 404
Commercial and industrial loans
(except those secured by real estate) 865 970 11
Consumer and other 18 18 -
$35,836 $37,524 $ 1,003

14
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December 31, 2013
Unpaid
Recorded Principal Related
InvestmenBalance Allowance
With no related allowance recorded
Construction and land development

Residential $216 $216 $ -
Commercial 3,452 3,497 -
3,668 3,713 -
Commercial real estate
Owner occupied 1,919 1,969
Non-owner occupied 11,769 11,928 -
Multifamily 2,373 2,373 -
Farmland 117 450 -

16,178 16,720 -
Consumer real estate

Home equity lines 1,630 1,685 -
Secured by 1-4 family residential

First deed of trust 8,177 8,319 -
Second deed of trust 1,125 1,249 -

10,932 11,253 -
Commercial and industrial loans
(except those secured by real estate) 809 983 -
Consumer and other 34 34 -
31,621 32,703 -

With an allowance recorded
Construction and land development

Commercial 1,753 1,753 220
Commercial real estate

Owner occupied 9,794 9,948 680
Non-Owner occupied 1,297 1,297 371

11,091 11,245 1,051
Consumer real estate
Secured by 1-4 family residential
First deed of trust 2,184 2,870 484
Second deed of trust 132 132 32
2,316 3,002 516
Commercial and industrial loans
(except those secured by real estate) 151 151 43
15,311 16,151 1,830

Total

Construction and land development

Residential 216 216 -
Commercial 5,205 5,250 220

5,421 5,466 220
Commercial real estate
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Owner occupied 11,713

Non-owner occupied 13,066

Multifamily 2,373

Farmland 117
27,269

Consumer real estate

Home equity lines 1,630

Secured by 1-4 family residential,

First deed of trust 10,361

Second deed of trust 1,257
13,248

Commercial and industrial loans

(except those secured by real estate) 960

Consumer and other 34
$46,932

15

11,917
13,225
2,373
450
27,965

1,685

11,189
1,381
14,255

1,134
34
$48,854

680
371

1,051

484
32
516
43

$ 1,830
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The following is a summary of average recorded investment in impaired loans with and without a valuation allowance
and interest income recognized on those loans for the periods indicated (in thousands):

For the Three Months
Ended June 30, 2014

Average Interest
Recorded Income
Investment  Recognized Investment

With no related allowance recorded
Construction and land development

Residential $ 182 $

Commercial 3,951
4,133

Commercial real estate

Owner occupied 2,970

Non-owner occupied 9,957

Multifamily 2,352

Farmland 21
15,300

Consumer real estate

Home equity lines 1,398

Secured by 1-4 family residential

First deed of trust 7,990

Second deed of trust 1,224
10,612

Commercial and industrial loans
(except those secured by real estate) 821
Consumer and other 26

$ 30,892 $

With an allowance recorded
Construction and land development

Commercial 602

Commercial real estate

Owner occupied 4,459

Non-Owner occupied 1,288
5,747

Consumer real estate
Secured by 1-4 family residential

First deed of trust 1,848
Second deed of trust 107
1,955

Commercial and industrial loans
(except those secured by real estate) 115
8,419

42
42

38
82
36

156

108
19
129
10

338

W

12

For the Six Months
Ended June 30, 2014

Average

Recorded

284
3,960
4,244

2,345
8,949
2,359
21
13,674

1,026

7,649
1,090
9,765

758
20
$ 28,461

606

1,298
4,108
5,406

1,951
108
2,059

116
$ 8,187

Interest
Income
Recognized

98
100

65
215
71
351
16
193
33
242
23

717

15

92

92

W

112
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Total

Construction and land development

Residential 182

Commercial 4,553
4,735

Commercial real estate

Owner occupied 7,429

Non-owner occupied 11,245

Multifamily 2,352

Farmland 21
21,047

Consumer real estate

Home equity lines 1,398

Secured by 1-4 family residential,

First deed of trust 9,838

Second deed of trust 1,331
12,567

Commercial and industrial loans
(except those secured by real estate) 936
Consumer and other 26

$ 39,311

16

49
49

38
82
36

156

110
22
134
10

350

284
4,566
4,850

3,643
13,057
2,359
21
19,080

1,026

9,600
1,198
11,824

874
20
$ 36,648

113
115

65
307
71
443
16
195
36
247
23

829
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For the Three Months
Ended June 30, 2013

Average
Recorded
Investment
With no related allowance recorded
Construction and land development
Commercial $ 5,505
5,505
Commercial real estate
Owner occupied 1,639
Non-owner occupied 14,749
Multifamily 778
Farmland -
17,166
Consumer real estate
Home equity lines 1,632
Secured by 1-4 family residential
First deed of trust 10,627
Second deed of trust 962
13,221

Commercial and industrial loans
(except those secured by real estate) 692
Consumer and other 247

$ 36,831

With an allowance recorded
Construction and land development

Commercial 2,023

Commercial real estate

Owner occupied 7,316

Non-Owner occupied 1,783

Farmland 694
9,793

Consumer real estate

Home equity lines 269

Secured by 1-4 family residential

First deed of trust 1,483

Second deed of trust 44
1,796

Commercial and industrial loans
(except those secured by real estate) 98

13,710
Total
Construction and land development
Commercial 7,528
7,528

Interest
Income
Recognized

$ 46
46

207

207
23
114

24
161

$ 424

50

156
59

215

A~ o0

280

96
96

For the Six Months
Ended June 30, 2013
Average  Interest
Recorded Income
Investment Recognized

$ 5,859 $ 106

5,859 106
1,896 49
14,837 414
775 39
17,508 502
1,257 23
10,419 262
1,034 30
12,710 315
664 15
523 5

$37,264  $ 943

3,277 52
8,023 256
2,260 60
1,044 1
11,327 317
269 7
1,482 14
136 4
1,887 25
159 4

$16,650 $ 398

9,136 158
9,136 158
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Commercial real estate

Owner occupied 8,955

Non-owner occupied 16,532

Multifamily 778

Farmland 694
26,959

Consumer real estate

Home equity lines 1,901

Secured by 1-4 family residential,

First deed of trust 12,110

Second deed of trust 1,006
15,017

Commercial and industrial loans
(except those secured by real estate) 790
Consumer and other 247

$ 50,541

17

363
59

422
23
122

28
173

$ 704

9,919
17,097
775
1,044
28,835

1,526

11,901
1,170
14,597

823
523
$53,914

49
670
99
1
819

30
276
34
340
19

$ 1,341
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Included in impaired loans are loans classified as troubled debt restructurings (“TDRs”). A modification of a loan’s terms
constitutes a TDR if the creditor grants a concession to the borrower for economic or legal reasons related to the
borrower’s financial difficulties that it would not otherwise consider. For loans classified as impaired TDRs, the
Company further evaluates the loans as performing or nonperforming. If, at the time of restructure, the loan is not
considered nonaccrual, it will be classified as performing. TDRs originally classified as nonperforming are able to be
reclassified as performing if, subsequent to restructure, they experience six months of payment performance according

to the restructured terms. The following is a summary of performing and nonaccrual TDRs and the related specific
valuation allowance by portfolio segment as of the dates indicated (dollars in thousands):

Specific
Valuation
Total Performing Nonaccrual Allowance
June 30, 2014
Construction and land development
Residential $145 $ - $ 145 $ -
Commercial 4,263 4,106 157 -
4,408 4,106 302 -
Commercial real estate
Owner occupied 6,404 5,806 598 -
Non-owner occupied 9,100 8,699 401 -
Multifamily 2,348 2,348 - -
17,852 16,853 999 -
Consumer real estate
Home equity lines 160 - 160 -
Secured by 1-4 family residential
First deeds of trust 7,022 4,155 2,867 247
Second deeds of trust 635 572 63 -
7,817 4,727 3,090 247
Commercial and industrial loans
(except those secured by real estate) 251 - 251 -
Consumer and other 18 18 -

$30,346 $25,686 $ 4,660 $ 247

Number of loans 110 64 46 13

18
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Specific
Valuation
Total  Performing Nonaccrual Allowance
December 31, 2013
Construction and land development

Residential $216 $ 216 $ - $ -
Commercial 4,922 3,393 1,528 211
5,138 3,609 1,528 211

Commercial real estate

36



