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Approximate date of commencement of proposed sale to the public: As soon as practicable after this Registration Statement becomes
effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933 check the following box:

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. ~

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.

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.
(Check one):

Large accelerated filer ~ Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company X

CALCULATION OF REGISTRATION FEE

Title of Each Class of Amount to Proposed Maximum Proposed Maximum Amount of
Aggregate Offering Aggregate Offering
Securities to Be Registered be Registered Price Per Share Price Registration Fee

Common Stock, par value $2.00 per share (1)(4) 24,113,225 $1.50 $36,169,838 $4,145
Subscription Rights to Purchase Shares of Common Stock (2)

Warrants (3)

Shares of Common Stock underlying the Warrants (4) 4,822,645 $1.75 $ 8,439,629 $ 967
Total (5) $44,609,467 $5,112

(1) This registration statement relates to (a) shares of our common stock, including shares received by two directors upon conversion of their
loans to the Company into common stock, which assumes a September 15, 2012 issue date; (b) subscription rights to purchase shares of

our common stock for shareholders of [record date, 2012]; (c) Warrants deliverable upon the purchase of every five shares of
common stock, including the conversion of the director loans to common stock; and (d) shares of our common stock underlying the
Warrants.

(2) The subscription rights are being issued without consideration. Pursuant to Rule 457(g), no separate registration fee is payable with respect
to these subscription rights because the subscription rights are registered in the same registration statement as the common stock to be
offered pursuant thereto.

(3) The Warrants are being issued without consideration. Pursuant to Rule 457(g) no separate registration fee is payable with respect to these
Warrants because the Warrants are being registered in the same registration statement as the common stock to be offered pursuant thereto.

(4) Calculated pursuant to Rule 457(0) based on an estimate of the proposed maximum offering price.

(5) Registration fee previously paid.
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The registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the
registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until this Registration Statement shall become effective on such date as the
Securities and Exchange Commission, acting pursuant to said Section 8(a), may determine.

Table of Contents 4



Edgar Filing: NEW PEOPLES BANKSHARES INC - Form S-1/A

Table of Conten
Subject to completion, dated June 22, 2012

The information in this preliminary prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This preliminary prospectus is not an offer to sell
these securities and it is not soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS

Up to $25,000,000.50 of Common Stock at a Subscription Price of $1.50 per share
For every five Shares purchased, one non-transferable warrant granted

to purchase one share of Common Stock

We are conducting a rights offering and an offering of common stock to the public on a best efforts basis at a price of $1.50 per share. We are
distributing, at no charge, to holders of our common stock, non-transferable subscription rights to purchase up to 16,666,667 shares
($25,000,000.50) of our common stock. In the rights offering, you will receive one subscription right for each share you own as of 5:00 p.m.
Eastern Time on [record date, 2012]. The subscription rights will not be listed for trading on any stock exchange or trading market. As of the

close of business on [record date, 2012], there were [10,010,178] shares of our common stock issued and outstanding. We must sell a minimum

of 6,666,667 shares ($10,000,000.50) in the rights offering and the public offering, if any, to complete the offering. We refer to the sale of
6,666,667 shares or $10,000,000.50 as the minimum of the offering range (the Minimum Offering Amount ), and the sale of 16,666,667 shares or
$25,000,000.50 as the maximum of the offering range (the Maximum Offering Amount ). The rights offering and the public offering are being
conducted to raise sufficient capital to comply with our capital plan, as approved by federal and state bank regulatory agencies.

Each subscription right will entitle you to purchase 1.665 shares of our common stock at a subscription price of $1.50 per share (the Basic
Subscription Privilege ). If you fully exercise your Basic Subscription Privilege and other shareholders do not fully exercise their Basic
Subscription Privilege, you will be entitled to exercise an over-subscription privilege (the Over-Subscription Privilege ), subject to certain
limitations and subject to allotment, to purchase a portion of the unsubscribed shares of our common stock at the same subscription price of
$1.50 per share. The rights offering will expire at 5:00 p.m. Eastern Time on [August 15,] 2012. We reserve the right to extend the expiration
date one or more times, but in no event will we extend the rights offering beyond [September 15,] 2012.

Subscriptions are irrevocable and may not be cancelled or modified.

We may offer any shares of common stock that remain unsubscribed for (after taking into account all Over-Subscription Privileges exercised) at
the expiration of the rights offering to the public at $1.50 per share. The public offering will be conducted on a best efforts basis and shall
terminate on [October 15,] 2012, unless extended, but not later than [December 31,] 2012. Members of our Board of Directors have already
committed to purchase $1,000,000.50 or 666,667 shares in the offering.

All payments of the subscription price will be held in escrow by Registrar and Transfer, the escrow agent for the offering, until we have
subscriptions for at least the Minimum Offering Amount (or the expiration of the rights offering, whichever is later) after which we may elect
(but are not required) to issue the shares subscribed for on one or more occasions unless and until we reach the Maximum Offering Amount or
the offering expires or is cancelled.

For each five shares purchased in the rights offering or public offering, purchasers will receive, without charge, one warrant to purchase one
share of our common stock at a purchase price of $1.75 per share. The warrant will be exercisable for a period of five years from the date the
warrants are issued and may be exercised only by payments in the form described herein, and will be non-transferable with no fractional
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warrants issued. The warrants are not attached to the shares being offered in this offering; if a purchaser subsequently transfers shares in this
offering, the purchaser will retain any related warrants. The warrants will not be listed for trading on any stock exchange or market.
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In addition to this offering, we will be issuing 3,813,225 shares of our common stock to two of our directors pursuant to the conversion into
equity of loans previously extended by them to us in the total principal amount of $5.45 million, plus accrued interest (the Conversion Shares ).
The number of Conversion Shares is based on the assumption of a September 15, 2012 issuance date and the current rate of interest of 3.25% per
annum on the loans remaining in effect until the issuance date. We will issue 3,633,333 shares of our common stock pursuant to the conversion
of the loans and 179,892 shares will be issued in exchange for accrued interest. A change in the closing date or the rate of interest prior to
issuance date would cause the number of Conversion Shares to be greater or fewer. These unsecured loans will be converted to common stock at
the conversion price of $1.50 per share and the Conversion Shares will be issued regardless of whether we meet the minimum amount of
subscriptions to complete the rights offering and the public offering and will not be counted towards the Minimum Offering Amount. The
directors who receive the Conversion Shares will be issued warrants on the same terms and conditions as those issued to purchasers in the rights
offering and public offering. The number of warrants presently estimated to be issued in connection with the Conversion Shares is 762,643.

OUR BOARD OF DIRECTORS IS NOT MAKING A RECOMMENDATION REGARDING YOUR EXERCISE OF THE
SUBSCRIPTION RIGHTS. You should carefully consider whether to exercise your subscription rights prior to the expiration of the
rights offering.

INVESTING IN OUR COMMON STOCK INVOLVES RISK, INCLUDING THE POSSIBLE LOSS OF PRINCIPAL. YOU SHOULD
READ CAREFULLY THE RISK FACTORS SECTION BEGINNING ON PAGE 16 OF THIS PROSPECTUS.

We reserve the right to cancel the rights offering and any public offering at any time. In the event that the rights offering and/or any public
offering is cancelled, all subscription payments received by the subscription/escrow agent for subscriptions that have not been accepted will be
returned as soon as practicable, without interest, and no shares other than shares previously issued or to be issued in connection with accepted
subscriptions, if any, and the Conversion Shares will be issued.

Our common stock is quoted on the OTC Bulletin Board Pink Sheets under the symbol NWPP. The last reported sales price of our common
stock reported on May 7, 2012 was $1.05 per share.

Neither the Securities and Exchange Commission nor any state or other securities commission has approved or disapproved of these
securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a criminal offense.

The shares of our common stock are not deposits or other obligations of any bank or savings association and are not insured or
guaranteed by the Federal Deposit Insurance Corporation, the Deposit Insurance Fund or any other governmental entity.

Minimum Offering Amount Maximum Offering Amount
Per Share Total Per Share Total
Offering price per share $1.50 $10,000,000.50 $1.50 $25,000,000.50
Proceeds to us "’ $1.50 $10,000,000.50 $1.50 $25,000,000.50

(M Before deducting offering expenses payable by us estimated to be approximately $300,000.
We anticipate that shares purchased in this offering and related warrants will be delivered to purchasers from time to time as we direct once we
have received subscriptions for the Minimum Offering Amount (but in any event not prior to the expiration of the rights offering).

The date of this prospectus is 2012.
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Virginia Locations

Honaker (HQ)
53 Commerce Drive

Honaker, VA 24260

Abingdon
350 West Main Street

Abingdon, VA 24210

Big Stone Gap
419 Shawnee Avenue, East

Big Stone Gap, VA 24219

Bland
427 Main Street

Bland, VA 24315

Bluefield
514 Commerce Drive

Bluefield, VA 24605

Bristol-Linden Square
101 Linden Square Drive

Bristol, VA 24202
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Norton
600 Trent Street, Northeast

Norton, VA 24273

Pound
11241 Indian Creek Road

Pound, VA 24279

Pounding Mill

12602 Gov. G.C. Perry Highway

Pounding Mill, VA 24637

Tazewell
157 Tazewell Mall Circle

Tazewell, VA 24651

Weber City
1299 US Highway 23 South

Weber City, VA 24290

Wise
5448 Wise-Norton Road

Wise, VA 24293

West Virginia Locations

Bluewell
996 Coal Heritage Road

Bluewell, WV 24701

Princeton
1221 Stafford Drive

Princeton, WV 24740

Tennessee Locations

Kingsport

2600 North John B Dennis Highway

Kingsport, TN 37660



Castlewood

87 Miners Drive

Castlewood, VA 24224

Chilhowie

155 East Lee Highway

Chilhowie, VA 24319

Clintwood

198 Colley Shopping Center

Clintwood, VA 24228

Gate City
663 East Jackson Street

Gate City, VA 24251

Grundy
20445 Riverside Drive

Grundy, VA 24614

Haysi
111 Haysi Main

Haysi, VA 24256

Jonesville
108 Fisher Road

Jonesville, VA 24263

Table of Contents

Edgar Filing: NEW PEOPLES BANKSHARES INC - Form S-1/A



Lebanon
1421 East Main Street

Lebanon, VA 24266
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ABOUT THIS PROSPECTUS

You should rely only on the information contained in or incorporated by reference into this prospectus. Please see Incorporation by Reference.
We have not authorized anyone to provide you with different or additional information. If anyone provides you with different or additional
information, you should not rely on it. We are not making an offer to sell the securities in any jurisdiction where the offer or sale is not permitted
or in which the person making such offer or solicitation is not qualified to do so or to any person to whom it is unlawful to make such offer or
solicitation. The information that appears in or is incorporated by reference into this prospectus may only be accurate or complete as of the date
of this prospectus or the date of the document in which incorporated information appears. Our business, financial condition, liquidity, results of
operations and prospects may have changed since those dates.

It is important for you to read and consider all of the information contained in or incorporated by reference into this prospectus before making
your investment decision to purchase shares of our common stock in this offering. Neither we, nor any of our officers, directors, agents or
representatives make any representation to you about the legality of an investment in our common stock. You should not interpret the contents of
this prospectus to be advice of any kind. You should consult with your own advisors for advice about the suitability of this investment or other
legal, tax, business, or financial questions that you should consider before investing in our common stock.

We use industry forecasts and projections and market data throughout this prospectus, including data from publicly available information and
industry publications. These forecasts and projections, which may not be achieved, are based upon surveys and market research and the
preparers experience in the industry. We believe that the surveys and market research others have performed are reliable, but we have not
independently investigated or verified this information.

Unless the context requires otherwise or unless otherwise noted:

all references to New Peoples Bankshares,  the company, our company, we, our or us areto New Peoples Bankshares, Inc. anc
wholly-owned subsidiary, New Peoples Bank, collectively.

all references to the Bank are to New Peoples Bank, a wholly-owned subsidiary of New Peoples Bankshares.

all references to eligible shareholder(s) are to our shareholders of record at 5.00 p.m. Eastern Time on 2012.

all references to the offering and this offering are to the rights offering and public offering together in general.
QUESTIONS AND ANSWERS RELATING TO THE OFFERING

Below are answers to what we anticipate will be common questions about the rights offering and the public offering. The answers are based on
selected information included elsewhere in this prospectus. The following questions and answers do not contain all of the information that may
be important to you and may not address all of the questions that you may have about the rights offering and the public offering. This prospectus
and the documents incorporated by reference into this prospectus contain more detailed descriptions of the terms and conditions of the rights
offering and the public offering and provide additional information about us and our business, including potential risks related to the rights
offering and the public offering, the shares of our common stock offered hereby and our business.

What is the rights offering?

We are distributing, at no charge, to holders of shares of our common stock as of 5:00 p.m. Eastern Time on , 2012, the record date,
non-transferable subscription rights to purchase shares of our common stock at a price of $1.50 per whole share. You will receive one
subscription right for each share you own as of the record date above. Each subscription right entitles the holder to a Basic Subscription
Privilege and an Over-Subscription Privilege, which are described below.

Why are we conducting the offering?

Table of Contents 12
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We are conducting the offering to increase our equity capital and improve our capital ratios to strengthen our balance sheet as we continue to
resolve and manage our elevated levels of nonperforming assets, and to raise sufficient capital to enable compliance with our capital plan, as
approved by federal and state bank regulatory agencies. Our capital position has been impacted by increases in our provision for loan losses and
write downs of our other real estate owned portfolio due to the economic downturn and deteriorating real estate market conditions.
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As a result, we have reported a cumulative net loss of $24.2 million from January 1, 2009 through March 31, 2012. All of our capital ratios

currently meet the minimum regulatory capital requirements necessary for us to be considered a well capitalized financial institution, although

our regulators encourage higher levels. Capitalization of any company is of critical importance, especially during difficult times. We believe that
capital requirements may increase in the future due to financial reform legislation. In addition, we are currently operating under a written

agreement (the Formal Agreement ) with the Board of Governors of the Federal Reserve System ( Federal Reserve ), through the Federal Reserve
Bank of Richmond ( Federal Reserve Bank ), and the Virginia State Corporation Commission Bureau of Financial Institutions (the Virginia
Bureau ). We believe we have made progress in our compliance efforts under the Formal Agreement, and we believe all of the written plans
required to date, as discussed in the following paragraph, have been submitted on a timely basis.

Under the terms of the Formal Agreement, the Company and the Bank agreed to develop and submit for approval within specified time periods
written plans addressing a number of operational and managerial aspects of the Bank and maintenance of sufficient capital at New Peoples
Bankshares, on a consolidated basis, and the Bank, on a stand-alone basis. We have submitted the required capital plan, which has been

approved by federal and state bank regulatory agencies. The Minimum Offering Amount to be sold in the offering is intended to raise sufficient
capital to enable us to comply with the approved capital plan. For more details, please see Prospectus Summary Supervisory Actions. We expect
to use the proceeds of this offering to increase the Bank s equity capital, to serve as a buffer for any possible future degradation in the Bank s loan
or asset portfolios, and for general corporate uses. See Use of Proceeds.

Our board of directors has chosen to include a rights offering as part of the offering to allow existing shareholders the opportunity to purchase
additional shares of our common stock based on their pro rata ownership percentage, while giving existing shareholders the opportunity to limit
their ownership dilution from a sale of common stock to other shareholders or other investors in the public offering and the issuance of the
Conversion Shares.

What is the Basic Subscription Privilege?

The Basic Subscription Privilege gives our eligible shareholders the opportunity to purchase before the public offering 16,666,667 shares of our
common stock at a subscription price of $1.50 per share. For every share you owned as of the record date, your Basic Subscription Privilege
allows you to purchase 1.665 shares of common stock. For example, if you owned 100 shares of common stock as of the record date, you would
have the right to purchase 166 shares of our common stock in the rights offering for $1.50 per share (or a total payment of $249). You may
exercise all or a portion of your Basic Subscription Privilege, or you may choose not to exercise any subscription rights at all. If you exercise
less than all of your Basic Subscription Privilege, you will not be entitled to purchase additional shares under your Over-Subscription Privilege.
See The Offering The Rights Offering Basic Subscription Privilege.

Fractional shares resulting from the exercise of Basic Subscription Privileges will be eliminated by rounding down to the nearest whole share,
with the total subscription payment being adjusted accordingly. Any excess subscription payments received by the subscription agent in the
rights offering will be returned as soon as practicable, without interest or penalty, after the rights offering expires.

If you hold a New Peoples Bankshares, Inc. stock certificate, the number of shares you may purchase pursuant to your Basic Subscription

Privilege is indicated on the enclosed rights certificate. If you hold your shares in the name of a broker, dealer, custodian bank or other nominee

(a nominee record holder ) who uses the services of the Depository Trust Company ( DTC ), you will not receive a rights certificate. Instead, DTC
will issue one Basic Subscription Privilege to your nominee record holder on your behalf for every share of our common stock that you own as

of the record date. Your nominee record holder should contact you regarding the number of shares you may purchase pursuant to your Basic
Subscription Privilege. If you are not contacted by your nominee record holder, you should contact your nominee as soon as possible. See The
Offering The Rights Offering How to Exercise Subscription Rights.

What is the Over-Subscription Privilege?

If you purchase all of the shares available to you pursuant to your Basic Subscription Privilege, you may also choose to purchase a portion of

any shares that our other shareholders do not purchase through the exercise of their Basic Subscription Privilege. You should indicate on your
rights certificate, or the form provided by your nominee if your shares are held in the name of a nominee record holder, how many additional

shares you would like to purchase pursuant to your Over-Subscription Privilege.
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We can provide no assurances that you will actually be entitled to purchase the number of shares issuable upon the exercise of your
Over-Subscription Privilege in full at the expiration of the rights offering. We will not be able to satisfy any orders for shares pursuant to the
Over-Subscription Privilege if all of our shareholders exercise their Basic Subscription Privileges in full, and we will only honor an
Over-Subscription Privilege to the extent sufficient shares are available following the exercise of Basic Subscription Privileges.

To the extent the aggregate subscription price of the actual number of unsubscribed shares available to you pursuant to the Over-Subscription
Privilege is less than the amount you actually paid in connection with the exercise of the Over-Subscription Privilege, you will be allocated only
the number of unsubscribed shares available to you, and any excess subscription payments will be returned to you, without interest or penalty, as
soon as practicable.

To the extent the amount you actually paid in connection with the exercise of the Over-Subscription Privilege is less than the aggregate
subscription price of the maximum number of unsubscribed shares available to you pursuant to the Over-Subscription Privilege, you will be
allocated the number of unsubscribed shares for which you actually paid in connection with the Over-Subscription Privilege.

For example, if (i) there are 100 excess shares available for purchase by three shareholders who have each timely, validly, and fully exercised
their Basic Subscription Privileges and (ii) shareholder A requests an additional 100 shares pursuant to shareholder A s Over-Subscription
Privilege, shareholder B requests an additional 70 shares pursuant to shareholder B s Over-Subscription Privilege, and shareholder C requests an
additional 30 shares pursuant to shareholder C s Over-Subscription Privilege, twice as many excess shares have been requested pursuant to
Over-Subscription Privileges as are available, resulting in a pro rata allocation of 50% of each request. In this example, assuming (x) timely and
valid exercise of the Over-Subscription Privileges, (y) timely receipt of sufficient payment for the excess shares requested pursuant to such
Over-Subscription Privileges, and (z) that the beneficial ownership limitation described below is not applicable, the pro rata allocation would be
as follows:

Shareholder A would receive 50 excess shares pursuant to the Over-Subscription Privilege;

Shareholder B would receive 35 excess shares pursuant to the Over-Subscription Privilege; and

Shareholder C would receive 15 excess shares pursuant to the Over-Subscription Privilege.
To properly exercise your Over-Subscription Privilege, you must deliver to the subscription agent the subscription payment related to your
Over-Subscription Privilege before the rights offering expires. If you send payment by personal check, payment will not be deemed to have been
delivered to the subscription agent until the check has cleared, which may take several days. Because we will not know the total number of
unsubscribed shares before the rights offering expires, if you wish to maximize the number of shares you purchase pursuant to your
Over-Subscription Privilege, you will need to deliver payment in an amount equal to the aggregate subscription price for the maximum number
of shares that may be available to you (i.e., the aggregate payment for both your Basic Subscription Privileges and for any additional shares you
desire to purchase pursuant to your Over-Subscription Privilege). See The Offering The Rights Offering Over-Subscription Privilege.

Fractional shares resulting from the exercise of the Over-Subscription Privilege will be eliminated by rounding down to the nearest whole share,
with the total subscription payment being adjusted accordingly. Any excess subscription payments received by the subscription agent will be
returned as soon as practicable, without interest or penalty.

Is an eligible shareholder required to exercise all of the subscription rights received in the rights offering?

No. You may exercise any number of your subscription rights or you may choose not to exercise any subscription rights. If you do not exercise
any subscription rights, the number of shares of our common stock you own will not change by this offering, but the dilution of your percentage
ownership of the company will be greater.

How can eligible shareholders minimize the dilution of their ownership interest in the company?

By exercising your Basic Subscription Privileges in full. Because we are converting into shares of our common stock on the same terms as the
offering loans totaling $5.45 million plus accrued interest extended to the company by two of our directors, there will be some dilution in the
relative ownership interests of our current shareholders. These two directors, H. Lynn Keene and B. Scott White, extended unsecured loans to
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the company which enabled the company to pay off the outstanding balance of the company s line of credit owed to the Federal Deposit
Insurance Corporation (the FDIC ) as receiver for Silverton Bank, which line of credit was secured by the Bank s common stock. The company
had attempted unsuccessfully to refinance this line of credit, and without the loans provided by these two directors, the company would have

been unlikely to have been able to repay the line of
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credit when due resulting in default. To minimize the financial impact of these loans, directors Keene and White, agreed that the company could
retire the indebtedness by converting it to equity on the same terms as in this offering. As a result of issuing the Conversion Shares, your
percentage ownership of our equity will be reduced to some extent, but this dilution in ownership can be minimized by exercising your Basic
Subscription Privilege in full. In addition, if you do not exercise your Basic Subscription Privilege in full, you will not be entitled to exercise
your Over-Subscription Privilege, which further acts to minimize the ownership dilution associated with the Conversion Shares. Our current
shareholders who do not participate in the offering will suffer a significant dilution in their relative percentage ownership in our company upon
issuance of our common stock in the offering. The above information does not apply to the recipients of the Conversion Shares.

For example, if we sell the Minimum Offering Amount, current shareholders will own approximately 49% of our outstanding common stock
while new investors will own approximately 32% of our outstanding common shares (however, if the rights offering is fully subscribed, all of
the new investors will be current shareholders). The Conversion Shares will account for approximately 19% of our outstanding common stock if
the Minimum Offering Amount is sold. If we sell the Maximum Offering Amount, current shareholders will own approximately 33% of our
outstanding common stock while new investors will own approximately 55% of our outstanding common shares (again, if the rights offering is
fully subscribed, all of the new investors will be current shareholders). The Conversion Shares will account for approximately 12% of our
outstanding common stock if the Maximum Offering Amount is sold.

Furthermore, our net tangible book value as of March 31, 2012 was approximately $26.0 million, or $2.60 per share. Net tangible book value per
share is determined by dividing our total tangible assets, less total liabilities, by the number of shares of our common stock outstanding as of
March 31, 2012. If we sell the Minimum Offering Amount, our pro forma net tangible book value as of March 31, 2012 would have been
approximately $41.5 million, or $2.02 per share. This represents an immediate decrease in net tangible book value of $0.58 per share to existing
shareholders, and an immediate accretion in net tangible book value of $0.52 per share to new investors (all of whom will be existing
shareholders if the rights offering is fully subscribed). If we sell the Maximum Offering Amount, our pro forma net tangible book value as of
March 31, 2012 would have been approximately $56.5 million, or $1.85 per share. This represents an immediate decrease in net tangible book
value of $0.75 per share to existing shareholders, and an immediate accretion in net tangible book value of $0.35 per share to new investors
(again, all of whom will be existing shareholders if the rights offering is fully subscribed).

For more information regarding the dilutive and accretive effects of this offering, please see Dilution beginning on page
How soon must an eligible shareholder act to exercise subscription rights?

If you received a rights certificate and elect to exercise any or all of your subscription rights, the subscription agent must receive your completed
and signed rights certificate and payment, including final clearance of any personal check, before the rights offering expires on [August 15,]
2012, at 5:00 p.m., Eastern Time. If you hold your shares in the name of a broker, dealer, custodian bank or other nominee record holder, your
nominee record holder may establish a deadline before the expiration of the rights offering by which you must provide it with your instructions
to exercise your subscription rights. Although our board of directors mays, in its discretion, extend the expiration date of the rights offering, but
not beyond [September 15,] 2012 in any event, we currently do not intend to do so. Our board of directors may cancel the rights offering at any
time. If we cancel the rights offering, all subscription payments received will be returned as soon as practicable, without interest or penalty. See
The Offering The Rights Offering Payment Method for Subscription Rights.

Although we will make reasonable attempts to provide this prospectus to our shareholders, the rights offering and all subscription rights will
expire on the expiration date ([August 15,] 2012 unless extended, but not beyond [September 15,] 2012),whether or not we have been able to
locate each person entitled to subscription rights.

How does an eligible shareholder exercise subscription rights if he or she owns shares in certificate form?

If you hold a common stock certificate and you wish to participate in the rights offering, you must deliver a properly completed and signed
rights certificate, together with payment of the purchase price, to the subscription agent before 5:00 p.m., Eastern Time, on [August 15,] 2012
(unless the expiration date is extended by our board of directors). If you send a personal check, payment will not be deemed to have been
delivered to the subscription agent until the check has cleared. In certain cases, you may be required to provide signature guarantees.

Please follow the delivery instructions on the rights certificate. You are solely responsible for completing delivery to the subscription agent of
your subscription documents, rights certificate and payment. You should allow sufficient time for delivery of your subscription materials to the
subscription agent and for clearance of personal checks so that the subscription agent receives the materials and payment by 5:00 p.m., Eastern
Time, on [August 15,] 2012.
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If you send a payment that is insufficient to purchase the number of shares you requested, or if the number of shares you requested is not
specified in the forms, the payment received will be applied to exercise your subscription rights to the fullest extent possible based on the
amount of the payment received, subject to the availability of shares under the Over-Subscription Privilege and the elimination of fractional
shares.

How does an eligible shareholder participate in the rights offering if his or her shares are held in the name of a broker, dealer, custodian
bank or other nominee record holder ( street name )?

If you hold your shares of common stock through a broker, dealer, custodian bank or other nominee record holder, then your nominee record
holder is the record holder of the shares you own. The nominee record holder must exercise the subscription rights on your behalf. If you wish to
purchase our common stock through the rights offering, you should contact your broker, dealer, custodian bank or other nominee record holder
as soon as possible. Please follow the instructions of your nominee record holder. Your nominee record holder may establish a deadline that may
be before the expiration date of the rights offering.

To whom should eligible shareholder send forms and payment to exercise subscription rights?

We have appointed Registrar and Transfer Company to act as subscription agent, escrow agent and information agent for the offering. We will
pay all customary fees and expenses of the subscription agent, escrow agent and the information agent related to the offering. We also have
agreed to indemnify Registrar and Transfer Company from liabilities that they may incur in connection with the offering.

Eligible shareholders whose shares are held in the name of a broker, dealer, custodian bank or other nominee record holder, should follow the
instructions of the nominee record holder with respect to submitting subscription documents and subscription payment to that record holder. If
your nominee record holder does not provide you submission instructions, you should contact your nominee record holder as soon as possible. If
you are the record holder, then you should send your subscription documents, rights certificate and subscription payment by mail or overnight
courier to:

Registrar and Transfer Company
Attn. Reorg. Department

10 Commerce Drive

Cranford, NJ 07016
1-800-368-3948

You or, if applicable, your nominee record holder are solely responsible for completing delivery to the subscription agent of your subscription
documents, rights certificate and payment. You should allow sufficient time for delivery of your subscription materials to the subscription agent
and clearance of payment before the expiration of the rights offering at 5:00 p.m. Eastern Time on [August 15,] 2012, unless extended at our
discretion, but not beyond [September 15,] 2012.

If an eligible shareholder participates in the rights offering may he or she also participate in the public offering?

Yes. Whether or not you elect to participate in the rights offering, you may subscribe for shares in the public offering, if available. However, if
sufficient shares are subscribed for in the rights offering which, together with the shares subscribed by our directors, equal or exceed the
Maximum Offering Amount (that is, the greatest number of shares we are offering in total in the offering) or if the Board of Directors chooses to
terminate the offering once the shares subscribed equal or exceed the Minimum Offering Amount, you may not receive any shares in the public
offering for which you have subscribed.

Are there any limits on the number of shares I may purchase?

As a bank holding company, we are subject to regulation by the Federal Reserve and the Virginia Bureau. The Federal Reserve and the Virginia
Bureau have the authority to prevent individuals and entities from acquiring control of us. Under Federal Reserve rules and Virginia law, if you
and your affiliates ( as defined in the applicable Federal and Virginia law and regulations) directly or indirectly, or through one or more
subsidiaries, or acting in concert with one or more persons or entities, will own more than 25% of our common stock after giving effect to the
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rights offering, then you will be deemed conclusively to control us and would need to obtain prior approval of the Federal Reserve and Virginia
Bureau to complete the purchase. If, after giving effect to the rights offering, and any shares you acquire in the public offering, you and your
affiliates (as defined in the applicable Federal law and regulations) will own 10% or more of our common stock, you will be presumed to control
us and would need to obtain prior approval of the Federal Reserve to complete the purchase, unless the circumstances support a rebuttal of such
presumption. Except for the Conversion Shares, we will not issue shares pursuant to the exercise of Basic Subscription Privileges or
Over-Subscription Privileges, or to any investor in the public offering who, in our sole opinion, could be required to obtain prior clearance or
approval from or submit a notice to any federal or state bank regulatory authority to acquire, own or control such shares if, as of the date we are
to issue shares acquired in the offering (not earlier than [August 15,] 2012 or later than [October 15,] 2012 (unless we extend the offering but not
beyond December 31, 2012) such clearance or approval has not been obtained or any applicable waiting period has not expired. See The
Offering Limitation on the Purchase of Shares. You are urged to consult your own legal counsel regarding whether you are required to seek the
prior approval of the Federal Reserve and Virginia Bureau in connection with your exercise of subscription rights or before subscribing in the
public offering.

How was the $1.50 per share subscription price determined?

Our board of directors (excluding directors Keene and White who will receive the Conversion Shares) determined the subscription price of the
shares offered in the offering and for purposes of the Conversion Shares after considering a number of factors in determining the price. These
factors included, the need to offer the shares at a price that would be attractive to investors, historical and current trading prices for our common
stock, general conditions in the financial services industry, the need for capital, and alternatives available to us for raising capital, potential
market conditions, and the receipt of a fairness opinion of Scott & Stringfellow, LLC ( S&S ) delivered on March 19, 2012. In conjunction with
its review of these factors, the board of directors also reviewed our history and prospects, including our past and present earnings, our prospects
for future earnings, and the outlook for our industry, our current financial condition and regulatory status and a range of discounts to market
value represented by the subscription prices in prior offerings of other financial institutions.

We retained S&S to advise us with respect to an appropriate per share subscription price for the shares of common stock and warrants to be
issued in connection with the offering. On March 19, 2012, S&S rendered a fairness opinion to our board of directors that stated that the
consideration to be received by the Company for a share and warrant in the offering was fair, from a financial point of view, to the company and
the subscription price was fair, from a financial point of view, to our shareholders (other than directors Keene and White).

We have attached the full text of S&S s fairness opinion as Annex A to this prospectus. You should read the entire opinion to understand the
assumptions made, matters considered and limitations on the review undertaken by our financial advisor. The opinion does not constitute a
recommendation as to whether you should exercise your rights in the rights offering or acquire shares in the public offering.

A discussion of the factors considered and analysis by S&S is set out in the section entitled Determination of Subscription Price on page .
We have agreed to pay S&S a fee of $100,000 in connection with the fairness opinion, which payment is not conditioned on consummation of
the offering or subscription for a certain number of shares.

The subscription price does not necessarily bear any relationship to book value of our assets, net worth, past operations, net income, cash flows,
losses, financial condition, or any other established criteria for value. You should not consider the subscription price as an indication of value of
the company or our common stock. You should not assume or expect that, after the offering, our common stock will trade at or above the
subscription price in any given time period. The market price of our common stock may decline during or after the offering. You may not be
able to sell the underlying shares purchased during the offering at a price equal to or greater than the subscription price, and the market price for
our common stock may be lower than the exercise price of the warrants. You should obtain a current quote for our common stock before
subscribing and make your own assessment of our business and financial condition, our prospects for the future, and the terms of this offering.

May subscription rights or the warrants I receive in the offering be transferred?

No. You may not sell, transfer or assign your subscription rights or, should you acquire shares, the warrants you receive to anyone. Subscription
rights and warrants will not be listed for trading on any stock exchange or market. Rights certificates may be completed or warrants exercised
only by the shareholder of record who receives the certificate or warrants. The warrants are not attached to the shares being offered in this
offering; if a purchaser subsequently transfers shares purchased in this offering, the purchaser will retain any related warrants.

Table of Contents 21



Edgar Filing: NEW PEOPLES BANKSHARES INC - Form S-1/A

Table of Conten
What are the terms of the warrants that will be issued in connection with the issuance and sale of the shares?

For every five shares you acquire in this offering you will be issued a warrant entitling you to purchase one share of common stock for $1.75 per
whole share. Each warrant is exercisable immediately upon completion of the offering and expires on the fifth anniversary of the completion of
the offering. Subsequent to issuance, the warrants will be adjusted to reflect any stock split, stock dividend or similar events affecting our
common stock. The warrants will not be transferable and assignable. The terms of the warrants shall not permit cashless exercise. The warrants
will not have voting rights.

No fractional warrants will be issued. If you purchase a number of shares that is not a multiple of five, the number of warrants that you receive
will be rounded to the nearest whole warrant. For example, if you purchase 15 shares, you will receive three warrants for three shares. If,
however, you purchase 14 shares, you will receive two warrants for two shares.

Will the recipients of the Conversion Shares be entitled to warrants?

Yes. We will issue warrants to the recipients of the Conversion Shares with the same terms as the warrants issued in connection with other
shares acquired in the offering.

Are we requiring a minimum overall subscription to complete the offering?

Yes. We are requiring an overall minimum subscription to complete the offering. We must receive valid subscriptions in the rights offering and
the public offering for a minimum of 6,666,667 shares ($10,000,000.50) in order to complete the offering. If we do not, we will terminate the
offering and, except for the Conversion Shares, we will cancel all subscriptions and return the funds held in escrow, without interest, to the
shareholders who subscribed in the rights offering and investors who subscribed in the public offering. See The Offering Overview.

Can the board of directors cancel or extend the offering?

Yes. Our board of directors may decide to cancel the rights offering, the public offering, or the entire offering at any time and for any reason. If
0, any money received from subscribing shareholders and investors in the canceled offering will be returned as soon as practicable, without
interest or penalty. We also have the right to extend the offering for additional periods ending no later than December 31, 2012, although we do
not presently intend to do so.

Has the board of directors made a recommendation to eligible shareholders regarding the rights offering or to investors in the public
offering?

No. Our board of directors is making no recommendation regarding your subscription for shares in this offering, including the exercise of
subscription rights by eligible shareholders. Shareholders and other investors who acquire shares will incur investment risk on new money
invested. We cannot predict the price at which our shares of common stock will trade after the offering. The market price for our common stock
may decrease to an amount below the subscription price, and if you purchase shares at the subscription price, you may not be able to sell the
underlying shares of our common stock in the future at the same price or a higher price. You should make your decision based on your
assessment of our business and financial condition, our prospects for the future, the terms of the offering and the information contained in, or
incorporated by reference into, this prospectus. See Risk Factors for a discussion of some of the risks involved in investing in shares of our
common stock.

Will our directors and executive officers participate in the offering?

Yes. Our directors have collectively committed to subscribe for 666,667 shares, which would represent 48.70% of the shares the directors are
eligible to subscribe for in the exercise of their Basic Subscription Right. In addition, two directors will receive 3,813,225 Conversion Shares
(3,633,333 shares pursuant to the conversion of loans outstanding and 179,892 shares in exchange for accrued interest, assuming a constant
interest rate of 3.25% per annum on the loans being converted, a September 15, 2012 issuance date and any necessary regulatory approvals). We
expect executive officers, together with their affiliates, to participate in this offering at varying levels, but they are not required to do so. Our
directors and officers are entitled to participate in the offering on the same terms and conditions applicable to all shareholders. No director or
executive officer will acquire shares in connection with the offering that will cause his beneficial ownership to exceed 9.9% of our outstanding
common stock, except possibly the two directors (Mr. Keene and Mr. White) receiving the Conversion Shares. The beneficial ownership of
directors Keene and White could each exceed 9.9% depending on the number of shares issued in
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connection with the offering. For example, if we sell the Minimum Offering Amount, Mr. Keene and Mr. White would beneficially own
approximately 11.40% and 13.71%, respectively, of our outstanding shares. If we sell the Maximum Offering Amount, Mr. Keene and
Mr. White would own approximately 7.68% and 9.24%, respectively, of our outstanding stock. A beneficial ownership level over 10% would
cause a regulatory rebuttable presumption of control of the company and would require approval by the Federal Reserve, which we expect to be
received. Following the offering and issuance of the Conversion Shares, our directors and executive officers are expected to beneficially own
20,677,013 shares of common stock, or 30.88% of our total outstanding shares of common stock if we sell the Minimum Offering Amount, and
30,677,013 shares of common stock, or 20.81% of the total outstanding shares of common stock if we sell the Maximum Offering Amount. See
The Offering Directors and Executive Officers Participation.

What form of payment is required to purchase shares?

Payments submitted to the subscription agent must be made U.S. Dollars, by personal check drawn on any U.S. bank including New Peoples
Bank, or a cashier s check drawn only on New Peoples Bank and in either case payable to Registrar and Transfer Company or wire transfer. If
you send payment by personal check, payment will not be deemed to have been delivered to the subscription agent until the check has cleared,
which may take several days after receipt.

When will I receive my new shares?

If, when and after we receive subscriptions for the Minimum Offering Amount (but not prior to the expiration of the rights offering) we may
elect (but we are not required) to issue the shares subscribed for in the offering on one or more occasions until we reach the Maximum Offering
Amount or the offering expires or we cancel it, whichever occurs first, at which time we will issue the shares not previously issued as soon as
practicable afterward.

After I send in my payment to the subscription agent, may I cancel my subscription?

No. All subscriptions are irrevocable unless the offering is cancelled or we don t receive subscriptions for the Minimum Offering Amount, even
if you later learn information that you consider to be unfavorable to your subscription. You should not subscribe unless you are certain that you
wish to purchase shares at the subscription price of $1.50 per share.

What effects will the offering have on our outstanding common stock?

Assuming no other transactions by us involving our common shares, prior to the expiration of the offering, if we sell the Maximum Offering
Amount together with the Conversion Shares, an approximate additional 20,479,892 shares of our common stock will be issued and outstanding
after the closing of the offering, for an approximate total of 30,490,070 shares of common stock outstanding. In addition, warrants for 4,095,978
shares will be issued. As a result of the offering, the ownership interests and voting interests of the existing shareholders will be diluted, but
shareholders can minimize the dilution by exercising their Basic Subscription Privilege to the fullest extent. The exact number of shares that we
will issue in the offering will depend on the number of shares that are subscribed for in the rights offering and acquired by investors in the public
offering.

In addition, if the subscription price of the shares is less than the market price of our common stock it will likely reduce the market price per
share of shares you already hold.

How much will the company receive from the offering?

If we sell the Maximum Offering Amount, we estimate that the proceeds to us will be $25,000,000.50. If we sell the Minimum Offering
Amount, we estimate that the proceeds to us from the offering will be approximately $10,000,000.50. See Use of Proceeds.

Are there risks in purchasing?

Yes. The purchase of our common stock involves risks. Your subscription represents the purchase of additional shares of common stock, and

you should consider this investment as carefully as you would consider any other investment. Among other things, you should carefully consider
the risks described under the heading Risk Factors beginning on page __ of this prospectus and in the documents incorporated by reference into
this prospectus.
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If subscriptions for the Minimum Offering Amount are not received, will my subscription payment be refunded to me?

Yes. The subscription agent will hold all funds it receives in a segregated bank account until completion of the offering. If we do not receive
subscriptions for the Minimum Offering Amount, all subscription payments received by the subscription agent will be returned as soon as
practicable, without interest or penalty, but the Conversion Shares will still be issued. For shareholders who exercise subscription rights related
to shares held in street name, it may take longer for you to receive your subscription payment because the subscription agent will return
payments through the nominee record holder of your shares.

What fees or charges apply if I purchase shares in the offering?

We are not charging any fee or sales commission to you or to issue shares to you if you subscribe. If you are an eligible shareholder and you
exercise your subscription rights through a broker, dealer, custodian bank or other nominee record holder, you are responsible for paying any
fees your record holder may charge you.

What are the U.S. federal income tax consequences to eligible shareholders of exercising subscription rights?

For U.S. federal income tax purposes, you should not recognize income or loss in connection with the receipt or exercise of subscription rights in
the rights offering or the purchase of shares in the public offering. You should consult your tax advisor as to your particular tax consequences
resulting from the offering. For a detailed discussion, see Certain U.S. Federal Income Tax Consequences.

To whom should investors in the offering send subscription forms and payment?
Registrar and Transfer Company
Attn: Reorg. Department
10 Commerce Drive
Cranford, NJ 07016
1-800-368-3948
Checks should be payable to Registrar and Transfer Company
For wire transfers:
For Benefit Of:  Registrar and Transfer Company
As Subscription Agent for Various Holders
Account No: 276-053-5977
Bank: TD Bank
6000 Atrium Way
Mt. Laurel, NJ 08054
ABA No: 031-201-360

Whom should I contact if I have other questions?
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If you have any questions regarding the offering, completing any form or submitting payment, please contact Registrar and Transfer Company at
(800) 368-5948.
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PROSPECTUS SUMMARY

The following summary contains certain material information about us and this offering. Because this is a summary, it may not contain all of the
information important to you. Therefore, to understand this offering fully, you should read the entire prospectus carefully before making a
decision to invest in our common stock, including the risks discussed under the Risk Factors section and the information incorporated by
reference in this prospectus, including our audited consolidated financial statements and the accompanying notes in our Annual Report on Form
10-K for the year ended December 31, 2011 and Quarterly Report on Form 10-Q for the quarter ended March 31, 2012.

The Company

The company is a Virginia bank holding company headquartered in Honaker, Virginia. We provide financial services to individuals, small to
medium-size businesses, and the professional community within our local markets. We conduct our operations primarily through our
wholly-owned subsidiary, New Peoples Bank, Inc., a Virginia banking corporation, and its wholly-owned subsidiary NPB Insurance Services,
Inc., an insurance agency. The Company s other subsidiaries include NPB Web Services, Inc., which is currently inactive and NPB Capital Trust
I and NPB Capital Trust 2, which were formed for the issuance of trust preferred securities.

We opened for business on October 28, 1998 with three branch offices and have expanded to 23 full-service offices across southwestern
Virginia, southern West Virginia, and northeastern Tennessee. We have been able to grow our loan and deposit market share by developing
personal, hometown relationships with the individuals, small and medium-sized businesses, and professionals in our communities. We believe
that providing customized, responsive banking solutions through our talented network of bankers has enabled us to establish strong, lasting
relationships within our communities. We have approximately 4,400 local shareholders, many of whom are customers of the Bank.

Our principal business objective is to attract deposits and lend those deposits to creditworthy borrowers within our markets, providing a
risk-adjusted return to our shareholders. We offer traditional loan and deposit banking services, as well as investment services, remote deposit
capture, internet banking, mobile banking and telephone banking coupled with responsive and other technologically advanced banking solutions.
These services include loans that are priced on a deposit relationship basis, easy access to our decision makers, and the ability to take quick and
innovative action necessary to meet a customer s banking needs.

At March 31, 2012, we had consolidated total assets of $768.7 million, gross loans of $573.8 million, total deposits of $699.1 million and
shareholders equity of $26.2 million. For the quarter ended March 31, 2012, we had a net loss of $2.5 million, primarily resulting from a loan
loss provision of $2.0 million and other real estate owned expense of $2.0 million. For the year ended December 31, 2011, we had a net loss of
$8.9 million, primarily resulting from a loan loss provision expense of $8.0 million, other real estate owned expense of $5.6 million and a
non-cash goodwill impairment of $4.1 million. We continue to maintain a strong net interest margin. For the quarter ended March 31, 2012, our
net interest margin was 4.15% and for the year ended December 31, 2011 our net interest margin was 4.29%.

At March 31, 2012, the Company fell below the minimum capital requirement for regulatory well-capitalized status as a result of the tier

1leverage ratio decreasing to 3.92%, which was below the minimum requirement of 4.00%. Our tier 1 capital ratio was 6.27%, our total capital

to risk-weighted assets was 9.08%, and our tangible equity to tangible assets was 3.39%. Tangible book value per share at March 31, 2012 was
$2.60. The Bank remains well capitalized at March 31, 2012 with a tier 1 leverage ratio of 5.83%, a tier 1 capital ratio of 9.33% and a total risk
based capital ratio of 10.61%. We did not apply for, and therefore are not participating in, the Treasury s Troubled Asset Relief Program ( TARP ),
the related Capital Purchase Program, or any other bank capital program offered by the Treasury.
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Our Market Area

Our primary market area consists of southwestern Virginia, southern West Virginia and northeastern Tennessee. Specifically, we operate in the
southwestern Virginia counties of Russell, Scott, Washington, Tazewell, Buchanan, Dickenson, Wise, Lee, Smyth, and Bland; Mercer County in
southern West Virginia and the northeastern Tennessee county of Sullivan (collectively, the Tri-State Area ). The close proximity and mobile
nature of individuals and businesses in adjoining counties and nearby cities in Virginia, West Virginia and Tennessee place these markets within
our Bank s targeted trade area, as well.

10

Table of Contents 29



Edgar Filing: NEW PEOPLES BANKSHARES INC - Form S-1/A

Table of Conten

Accessibility to Interstates 1-77, I-81, 1-26, [-64 and I-75, as well as major state and U.S. highways including US 19, US 23, US 58, US 460 and
US 421, make the area an ideal location for businesses to serve markets in the Mid-Atlantic, Southeast and Midwest. The area is strategically
located midway between Atlanta-Pittsburgh, Charlotte-Cincinnati, and Richmond-Louisville, and is within a day s drive of more than half of the
U.S. population. A regional airport located in Bristol, Tennessee serves the area with commercial flights to and from major cities in the United
States. Commerecial rail service providers include CSX Transportation and Norfolk Southern Railways.

The Tri-State Area has a diversified economy supported by natural resources, which include coal, natural gas, limestone, and timber; agriculture;
healthcare; education; technology; manufacturing and services industries. Predominantly, the market is comprised of locally-owned and operated
small businesses. Considerable investments in high-technology communications, high-speed broadband network and infrastructure have been
made which has opened the area to large technology companies and future business development potential for new and existing businesses.
Industries are taking advantage of the low cost of doing business, training opportunities, available workforce and an exceptional quality of life
experience for employers and employees alike.

Competitive Strengths

Our overall mission continues to be to build a high performing community bank focused on providing high quality, state of the art, golden rule
banking services within our communities, resulting in increased shareholder value. Our immediate business strategy is directed towards
returning to profitability, improving asset quality, and enhancing our regulatory capital levels so that over the long-term, we may position
ourselves favorably to take advantage of future growth opportunities within our markets and to pay dividends to shareholders. We believe the
following business strengths have historically differentiated us from our banking competitors and will provide the foundation for us to return to
being a high performing institution built on serving our customers and creating franchise value through profitable growth.

Leading Deposit Market Share. At June 30, 2011, there were 39 financial institutions, exclusive of credit unions, operating 304 branch offices
holding approximately $10.9 billion in total deposits in the Tri-State Area. At June 30, 2011, we held the number two deposit market share
position with approximately 8.85% of the Tri-State Area deposits. Deposits in the Tri-State Area grew at a 5-year compounded annual rate of
approximately 2.3%, while our deposits increased over the same period at a rate of 4.6%. Additionally, we have strong market penetration with
convenient branch locations. Our 27 branch offices ranked us second in total number of branch offices among financial institutions in the
Tri-State Area as of June 30, 2011 (we have since closed four branch offices).

Core Deposit Base. Since inception, we have focused on providing high quality, golden rule banking services within our communities. Our
ability to provide superior service combined with one of the largest branch networks in the Tri-State Area has enabled us to develop a strong
core deposit base from which we are able to fund our loan growth. At March 31, 2012, checking, money market and savings accounts comprised
39.15% of our total deposits, with 16.14% being noninterest bearing. In addition, 77.21% of our total deposits were core deposits (defined as
total deposits less certificates of deposit with balances greater than $100,000), and we held only $2.7 million in brokered deposits which we
believe compares favorably to many of our bank peers.

Historically Strong Net Interest Margin Management. We continue to focus on successfully managing a strong net interest margin. During the
past five years, we have maintained an annual average net interest margin in excess of 4.00%. We have been able to do this through effectively
managing the pricing on our deposits and loans. As a result of our core deposit mix, we have historically maintained a low cost of deposits. For
the quarter ended March 31, 2012, our cost of deposits was 1.03%, which continues to drive a strong net interest margin. For the year ended
December 31, 2011, our cost of deposits was 1.11%. For the quarter ended March 31, 2012, our net interest margin was 4.15% and for the year
ended December 31, 2011, our net interest margin was 4.29%. We believe we can continue to maintain a strong net interest margin above 4.00%
which is a key contributor to delivering consistent profitability resulting in solid returns to shareholders. We will accomplish this by continuing
to improve asset quality, cultivating and growing our core deposit base, and by effectively positioning ourselves to maintain or improve our net
interest margin in both rising and falling interest rate cycles.
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Management Team. Our executive management team has significant community banking experience developing and managing relationships
with individuals, small to medium-sized businesses, and professionals in our communities. Our executive management team consists of 4
officers who have over 130 years of combined experience, with an average of over 33 years experience in the financial services industry. The
table below identifies our executive officers:

Years of
Name Position Experience
Jonathan H. Mullins President and Chief Executive Officer 31
Frank Sexton, Jr. Executive Vice President and Chief Operating Officer 40
C. Todd Asbury Executive Vice President, Chief Financial Officer, Secretary and Treasurer 24
Stephen W. Trescot Executive Vice President and Chief Credit Officer 39

Board of Directors. Our board of directors is comprised of eleven community leaders, ten of whom are independent. In 2010, we named as
directors Jonathan Mullins, our CEO, and Eugene Hearl, a retired 40 year southwest Virginia banking veteran who has held the President and
CEO position at two local community banks and served as a Regional President for the former Dominion Bank. Our board of directors and
insiders currently own approximately 9.90% of our common stock and have agreed to purchase $1.0 million (666,667 Shares) in the offering
(exclusive of the debt conversion discussed below), which would result in pro forma ownership of 20.81% if the Maximum Offering Amount are
sold and 30.88% if the Minimum Offering Amount are sold.

As reported in our Annual Report on Form 10-K for the year ended December 31, 2011, during 2010, the branch location in Grundy, Virginia
which was part of a condominium in which the Bank and director Michael McGlothlin owned the only units was condemned by the Virginia
Department of Transportation. Subsequently, a new building was constructed on adjacent property with the condemnation proceeds. The parties
intend the new building to be subject to a condominium agreement, the terms of which have not been finalized although they are likely to be
substantially similar to the terms of the previous condominium agreement. The Bank s branch in the new building was opened on January 31,
2011 and a portion of the building comparable to his condemned unit was occupied by director McGlothlin at this time as well. Final settlement
of the transaction was expected to occur in early 2012, but is now expected to occur by the end of the second quarter when the necessary
appraisal is to be completed.

Recent Investments in our Company

Two of our directors, H. Lynn Keene and B. Scott White, have provided a combined $5.45 million in unsecured credit to the company in the
fourth quarter of 2010 and first quarter of 2011. These loans provided us with working capital and enabled us to retire the outstanding $4.9
million line of credit we owed to the FDIC, as receiver for Silverton Bank, which was secured by the Bank s common stock. The company is
obligated (but subject to any required regulatory approval) to convert $5.45 million plus any accrued but unpaid interest of this indebtedness into
common stock. The loans bear interest at a variable rate equal to the Prime Rate as published in the Money Rates section of the Wall Street
Journal. The current interest rate on the loans is 3.25% per annum.

We will convert the $5.45 million indebtedness and accrued interest to common stock with the same terms and conditions offered in the offering
upon completion or termination of the offering. Full conversion would result in Mr. Keene and Mr. White beneficially owning an approximate
total of 2,357,310 and 2,834,657 shares, respectively, including previously owned shares, 8,060 vested stock options each, and shares acquired
in this offering, of the company s common stock. Such beneficial ownership totals for Mr. Keene and Mr. White would result in pro forma
beneficial ownership of 7.68% and 9.24%, respectively, if the Maximum Offering Amount is sold, and 11.40% and 13.71%, respectively, if the
Minimum Offering Amount is sold. The number of Conversion Shares and related percentages of beneficial ownership totals for Mr. Keene and
Mr. White as set forth above are based on the assumption that the loans being converted into the Conversion Shares continue to bear interest at
the current rate through the issuance date, are issued on September 15, 2012 and that they receive any necessary regulatory approvals. The
acquisition of these additional shares by these directors through the conversion of this indebtedness could cause each director (together with the
director s affiliates (as defined in the applicable Federal Reserve regulations) total ownership of our shares to exceed 10% of our total
outstanding shares, depending on the number of shares sold in this offering. An ownership level over 10% would require regulatory approval,
which we expect to be received.
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Response to Recent Economic and Operational Challenges
Asset Quality Stabilization

The current economic crisis has severely affected many financial institutions across the United States, including our company. The deterioration
of the residential and commercial real estate markets has resulted in significant increases in our nonperforming assets. Our total nonperforming
assets increased from $34.2 million or 3.99% of total assets at December 31, 2009 to $61.4 million or 7.98% of total assets at March 31, 2012.
However, as the chart below highlights, we believe asset quality has begun to stabilize as nonperforming assets has remained relatively flat since
December 31, 2010.

Nonperforming Asset Migration

($ in 000s) For the For the Years Ended December 31,

Quarter Ended

March 31, 2012 2011 2010 2009 2008
90 Days Past Due (still accruing) $ 2,667 $ 1,504 $ 1,693 $ 3,875 $ 33
Nonaccrual Loans 43,679 42,316 45,781 24,713 6,414
Other Real Estate Owned (OREQ) 15,009 15,092 12,346 5,643 2,496
Total NPAs $ 61,355 $58,912 $59,819 $ 34,231 $ 8,943
NPAs/Total Assets 7.98% 7.55% 7.02% 3.99% 1.11%
NPLs/Total Loans 8.08% 7.33% 6.71% 3.74% 0.89%
NCOs/Average Loans 1.57% 2.79% 2.14% 0.15% 0.17%

We believe we have been aggressive in working towards the resolution of our nonperforming assets. The significant improvements in our credit
underwriting and special assets departments have increased our ability to identify and monitor potential credit issues. Since 2009, we have
expensed a total of $45.0 million in provision for loan losses and recognized net charge-offs of $34.1 million which resulted in a cumulative net
loss of $24.2 million during that time period. At March 31, 2012, our allowance for loan losses to gross loans was 3.14%. These losses have
decreased our regulatory capital levels. The proceeds from this offering should strengthen our regulatory capital levels and provide management
the flexibility to continue resolving our nonperforming assets and restoring the company back to profitability.

Strategic Initiatives Implemented by Company

In order to better insulate ourselves from any future challenges affecting the economy at large and improve our internal processes, we have
implemented significant personnel and structural changes to improve our overall risk management, credit underwriting and monitoring
capabilities necessary to identify and manage more effectively the risks inherent in our loan portfolio. Along with these changes, the company
believes it has been aggressive in both charging off problem loans and supplementing the loan loss reserve for any future losses in the loan
portfolio. As evidence, the company has cumulatively charged-off $26.3 million in bad loans since September 30, 2010 and currently reports a
loan loss reserves/total loans figure of 3.14% as of March 31, 2012. In response to the recent economic and operational challenges we have taken
the following steps:

Proactively Downsized Balance Sheet and Back-office Operations

Reduced gross loans over $189.8 million from $763.6 million to $573.8 million from December 31, 2009 to March 31, 2012;

Closed/consolidated eight underperforming branch offices since 2010, and will continue to evaluate performance of the
branch network;
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Reduced overhead through aforementioned branch closings and a reduction in full time equivalent employees resulting in
excess of $1.0 million in annual non-interest expense cost savings; and

Lowered our cost of deposits over 122 basis points from 2.25% at December 31, 2009 to 1.03% at March 31, 2012.
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Enhanced and Reorganized Management and Board of Directors
Hired a new, outside Chief Credit Officer with over 30 years experience in credit administration and loan portfolio risk;
Re-positioned our former Chief Credit Officer to Senior Loan Officer with responsibility for the Bank s loan production and

business development; and
Appointed a new outside director, Eugene Hearl, who has over 40 years of banking experience to the board of directors.

Updated and Improved Internal Controls and Procedures

More fully developed and staffed the special assets department with eight full-time employees;

Created a commercial lending division with nine lenders and support staff managed by the Bank s Senior Lending Officer;

Adopted new loan policies and procedures with stricter credit underwriting standards, streamlined the loan approval process,
and implemented a continuing education program for employees;

Enhanced loan concentration identification and implemented new procedures for monitoring and managing loan
concentrations;

Reduced all loan concentration limits below Federal Reserve guidelines;

Established a new allowance for loan loss model and policy and assigned oversight to an employee with significant
Allowance for Loan Loss ( ALLL ) experience;

Improved our liquidity position, approved a new liquidity policy and enhanced liquidity reporting; and

Developed a newly revised three year strategic and capital plan.
Projected Loan Loss Analyses

In addition to the increased provisioning, proactive balance sheet management, personnel enhancements and improved internal controls outlined
above, we and a third party loan review firm have conducted several portfolio stress tests to better project the future loan losses in our loan
portfolio. These methodologies included:

Third Party Stress Test The company engaged a third party loan review firm to perform a comprehensive stress test on a significant
portion of our loan portfolio in order to help us estimate the potential credit losses remaining in our loan portfolio over the next two
years. The stress test forecasted potential credit losses for three scenarios: low, medium and high. The most recent stress test

performed was based on our September 30, 2010 loan portfolio and OREO properties and projected the potential low, medium and

high loss scenarios that could be incurred through September 30, 2012.
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Third Party Loan Review In addition to the third party loan loss stress tests described above, the company also engaged the same
third party to perform quarterly loan reviews in 2010 and 2011 to supplement the company s quarterly ALLL methodology and
internal loan reviews. The company has engaged the third party for loan reviews again in 2012.

SCAP Analysis In May 2009, nineteen of the largest banks in the U.S. participated in a Federal Reserve stress test ( the SCAP
analysis ) to estimate the level of potential credit losses across the U.S. banking system. The company, with the help of its financial
advisor, replicated this analysis to project its potential credit losses by loan type using the Federal Reserve s more adverse loss rates.

Internal Loan Review The company conducted an extensive review of its loan portfolio in the fourth quarter of 2011. The review
forecasted the potential credit impairment losses for each classified loan in the special assets department and projected potential
impairment losses for the remainder of the loan portfolio by applying additional loss rates. Results from this analysis were consistent
with those of the most recent third party loan review and SCAP analysis discussed above.
It is important to note that we have not relied on any singular methodology outlined above to estimate potential losses inherent in our loan
portfolio, and we believe that each of the analyses produced conclusions that are consistent with management s assessment of the portfolio.
Further, while the strength of the economic recovery (particularly as it affects real estate values) is largely uncertain, based on the loan
impairment analyses performed above, our internal financial projections, and the additional capital expected to be raised in this offering, we
believe that our capital levels will be at levels sufficient to satisfy our current regulatory requirements.

14

Table of Contents 36



Edgar Filing: NEW PEOPLES BANKSHARES INC - Form S-1/A

Table of Conten
Supervisory Actions

On August 4, 2010, we entered into and have since been operating under the Formal Agreement with the Federal Reserve and the Virginia
Bureau. The Formal Agreement is referenced as an Exhibit to our 2011 Form 10-K which incorporates it by reference from our Form 8-K filed
with the Securities and Exchange Commission ( SEC ) on August 6, 2010. We believe we have made good progress in our compliance efforts
under the Formal Agreement, and we believe all of the written plans required to date, as discussed in the following paragraph, have been
submitted on a timely basis.

Under the terms of the Formal Agreement, the Bank agreed to develop and submit for approval within specified time periods written plans to:

(a) strengthen the board of directors oversight of management and the Bank s operation; (b) strengthen the Bank s management and Board
governance; (c) strengthen credit risk management policies; (d) enhance lending and credit administration; (e) enhance the Bank s management
of commercial real estate concentrations; (f) conduct ongoing review and grading of the Bank s loan portfolio; (g) improve the Bank s position
with respect to loans, relationships, or other assets in excess of $1 million which are now or in the future become past due more than 90 days,
which are on the Bank s problem loan list, or which are adversely classified in any report of examination of the Bank; (h) review and revise, as
appropriate, current policy and maintain sound processes for maintaining an adequate allowance for loan and lease losses; (i) enhance
management of the Bank s liquidity position and funds management practices; (j) revise its contingency funding plan; (k) revise its strategic plan;
and (1) enhance the Bank s anti-money laundering and related activities.

In addition, the Bank agreed that it will: (a) not extend, renew, or restructure any credit that has been criticized by the Federal Reserve Bank or

the Virginia Bureau absent prior board of directors approval in accordance with the restrictions in the Formal Agreement; (b) eliminate all assets
or portions of assets classified as loss and thereafter charge off all assets classified as loss in the federal or state report of examination, unless
otherwise approved by the Federal Reserve Bank. We believe we are in compliance with these requirements.

Under the terms of the Formal Agreement, both the Company and the Bank have agreed to submit capital plans to maintain sufficient capital at
the Company and at the Bank, on a stand-alone basis, and to refrain from declaring or paying dividends without prior regulatory approval. The
Company has also agreed that it will not take any other form of payment representing a reduction in the Bank s capital or make any distributions
of interest, principal, or other sums on subordinated debentures or trust preferred securities without prior regulatory approval. The Company may
not incur, increase or guarantee any debt without prior regulatory approval and has agreed not to purchase or redeem any shares of its stock
without prior regulatory approval. We have submitted the required capital plan, which has been approved, and the Company is in compliance
with the provisions relating to distributions from the Bank. The Minimum Offering Amount to be sold in the offering is intended to raise
sufficient capital to enable us to comply with the approved capital plan.

Under the terms of the Formal Agreement, the Company and the Bank have appointed a committee to monitor compliance with the Formal
Agreement. The directors of the Company and the Bank have recognized and unanimously agree with the common goal of financial soundness
represented by the Formal Agreement and have confirmed the intent of the directors and executive management to diligently seek to comply
with all requirements of the Formal Agreement.

Risk Factors

Before investing, you should carefully consider the information set forth under Risk Factors, beginning on page 16, for a discussion of risks
related to an investment in our common stock.

Corporate Information

Our principal executive offices are located at 67 Commerce Drive, Honaker, Virginia 24260, and our telephone number is (276) 873-6288.
Information on our websites, www.npbankshares.com and www.newpeoplesbank.com, is not incorporated herein by reference and are not part
of this prospectus.
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RISK FACTORS

An investment in the shares involves various risks. You should carefully consider the risk factors listed below. These risk factors may cause the
Company s future earnings to be lower or its financial condition to be less favorable than it expects. In addition, other risks which we are not
aware of, or which we do not believe are material, may cause the Company s earnings to be lower, or hurt its future financial condition. You
should read this section together with the other information in this prospectus.

Factors Related to Us

On August 4, 2010, we entered into the Formal Agreement with the Federal Reserve and the Virginia Bureau. This is a form of
regulatory enforcement: a written agreement under Section 8 of the Federal Deposit Insurance Act. It imposes significant requirements
and restrictions on us. Failure to comply could result in additional regulatory enforcement actions which would severely and adversely
affect us.

We have entered into the Formal Agreement with the Federal Reserve and the Virginia Bureau by which we have committed ourselves to taking
specified actions within specified periods of time to improve our safety and soundness in light of our current diminished asset quality, earnings,
and liquidity. (See Supervisory Actions section of this document for detailed information.) The Formal Agreement is referenced as an exhibit to
our 2011 Form 10-K, which incorporates it by reference from our Form 8-K filed with the SEC on August 6, 2010. Under the Formal

Agreement, the Bank agreed to develop and submit for approval within specified time periods written plans to: (a) strengthen board oversight of
management and the Bank s operation; (b) if appropriate after review, to strengthen the Bank s management and board governance; (c) strengthen
credit risk management policies; (d) enhance lending and credit administration; (e) enhance the Bank s management of commercial real estate
concentrations; (f) conduct ongoing review and grading of the Bank s loan portfolio; (g) improve the Bank s position with respect to loans,
relationships, or other assets in excess of $1 million which are now or in the future become past due more than 90 days, which are on the Bank s
problem loan list, or which are adversely classified in any report of examination of the Bank; (h) review and revise, as appropriate, current

policy and maintain sound processes for maintaining an adequate allowance for loan and lease losses; (i) enhance management of the Bank s
liquidity position and funds management practices; (j) revise its contingency funding plan; (k) revise its strategic plan; and (1) enhance the Bank s
anti-money laundering and related activities.

In addition, the Bank agreed that it would: (a) not extend, renew, or restructure any credit that has been criticized by the Federal Reserve Bank or
the Virginia Bureau absent prior board of directors approval in accordance with the restrictions in the Agreement; and (b) eliminate all assets or
portions of assets classified as loss and thereafter charge off all assets classified as loss in a federal or state report of examination, which has
been done.

The Company and the Bank agreed to submit capital plans to maintain sufficient capital at the Company, on a consolidated basis, and the Bank,
on a stand-alone basis, and to refrain from declaring or paying dividends without prior regulatory approval. The capital plans have been
approved by federal and state bank regulatory agencies. The Company agreed that it would not take any other form of payment representing a
reduction in the Bank s capital or make any distributions of interest, principal, or other sums on subordinated debentures or trust preferred
securities without prior regulatory approval. The Company may not incur, increase or guarantee any debt without prior regulatory approval and
has agreed not to purchase or redeem any shares of its stock without prior regulatory approval.

Under the terms of the Formal Agreement, the Company and the Bank have appointed a committee to monitor compliance.

The Formal Agreement affects our management, operations, business and financial condition and requires us to take certain actions and achieve
certain results which we may fail to do notwithstanding our best efforts. The status of our various efforts to achieve and maintain compliance
with this agreement is outlined in our 2011 Form 10-K filed with the SEC and March 31, 2012 Form 10-Q which are incorporated herein by
reference. Taking these actions could materially and adversely affect your investment as they are designed to protect depositors, not necessarily
shareholders. In any event, compliance efforts will occupy significant management time and effort and distract from management s ability to
carry out our regular business and impose additional costs. This could also have an adverse effect on your investment even if we achieve full
compliance with the requirements of the Formal Agreement. Failure to take actions or achieve the required results under the Formal Agreement
would likely lead to additional enforcement actions by the banking regulators which could materially and adversely affect your investment,
possibly up to and including receivership, in which case you could lose your entire investment. You should review the Formal Agreement and
the discussion concerning it in our 2011 Form 10-K and March 31, 2012 Form 10-Q.
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We may not be successful in selling the minimum number of shares in this offering and in raising sufficient capital to bring us into
compliance with our capital plan, which may lead to adverse consequences for our shareholders.

Pursuant to the terms of the Formal Agreement, we have submitted the required capital plan to the appropriate federal and state bank regulatory
agencies, which have approved the plan. According to our capital plan, the sale of the minimum number of shares offered in this offering will
provide an additional cushion of capital against potential future loan losses. If we are unable to raise the Minimum Offering Amount in this
offering, we may need to seek alternative measures to increase our capital levels such as a private placement of common stock with a limited
group of investors and/or disposing of additional branch offices. We may also have to merge into another financial institution or sell our assets
and deposits to another financial institution, assuming that there are financial institutions that are interested. If these alternatives turn out
unsuccessful and capital levels continue to decrease, the Bank s primary federal regulator, the Federal Reserve, may close the Bank and place it
in the receivership of the FDIC. The Bank s receivership will result in the loss of shareholders investments in their entirety.

The private placement of common stock could further dilute the value of your common stock beyond the terms of this offering. Furthermore, if a
merger or sale of assets and deposits occurs, it is likely that shareholders of the Company would receive consideration for their stock interests
similar in valuation to that received by shareholders of distressed companies, which may be less than the book value of the Company. In
addition, if there is a liquidation event after a sale transaction, shareholders of the Company may receive little or no value for their shares in
connection with the liquidation event.

Difficult market conditions have adversely affected our industry and us.

Continued declines in the real estate market over the past year after the previous dramatic declines, with falling prices and increasing
foreclosures, stubbornly high unemployment and under-employment, and the generally depressed economy have negatively impacted the credit
performance of loans (particularly real estate related loans) and resulted in significant write-downs of asset values by financial institutions,
including us (we discuss our real estate exposure below). These write-downs have caused many financial institutions to seek additional capital,
to reduce or eliminate dividends, to merge with larger and stronger institutions and, in some cases, to fail. Reflecting concern about the stability
of the financial markets generally and the strength of counterparties, many lenders and institutional investors have reduced available funding to
borrowers, including to other financial institutions. This market turmoil and tightening of credit and high levels of unemployment have led to an
increased level of commercial and consumer delinquencies, lack of consumer confidence, increased market volatility and widespread reduction
of business activity generally. The resulting economic pressure on consumers and retailers and lack of confidence in the financial markets
adversely affect our business and results of operations. Continuing market depression or stagnation or the lack of material improvement in
unemployment rates may reduce yet further consumer confidence levels and may cause additional adverse changes in payment patterns, causing
increases in delinquencies and default rates generally and among consumers and commercial businesses specifically, which may negatively
impact our charge-offs and provision for credit losses even more. In sum, worsening of these conditions would likely exacerbate the adverse
effects of these difficult market conditions on us and others in the financial institutions industry.

We have a high concentration of loans secured by real estate and the downturn in the real estate market, should it deepen or be
extended, could result in additional losses and materially and adversely affect our business, financial condition, results of operations and
future prospects further.

A significant portion of our loan portfolio is dependent on real estate. In addition to the financial strength and cash flow characteristics of the
borrower in each case, we often secure loans with real estate collateral. At March 31, 2012, approximately 86.41% of our loans had real estate as
a primary or secondary component of collateral. The real estate collateral in each case provides an alternate source of repayment in the event of
default by the borrower and may deteriorate in value during the time the credit is extended. As a result, the recession, particularly as it has
affected the real estate market as discussed above, has impacted us very negatively. Further adverse changes in the economy affecting values of
real estate generally or in our primary markets specifically could significantly impair the value of our collateral and result in further
under-collateralization in our portfolio. In such a case, as discussed below, it would be likely that we would be required to increase our provision
for loan losses beyond current provisions, which would negatively affect our results of operations and impact capital. Liquidation of collateral
securing a loan to satisfy the debt during a period of reduced real estate values diminishes our ability to recover fully on defaulted loans by
foreclosing and selling the real estate collateral and we would be more likely to suffer losses on defaulted loans. Future charge-offs are
substantially dependent on economic factors. While we have
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been aggressively charging off nonperforming loans and would therefore expect charge-offs to decline over time, if the recovery continues to be
slow or if another recession occurs, real estate market values and customers ability to repay may be further adversely affected. Although recent
delinquency trends have shown some improvement, it is uncertain if this trend will continue. A majority of the larger credits in our current
portfolio have been currently valued and exposures have been identified and charged-off accordingly. As part of our aggressive efforts,
acquisition, development and construction loans have been closely scrutinized to determine potential exposures and charge-offs. We are not
making these types of loans currently due to the risk of the construction market. Although we have reviewed the majority of these types of loans
and obtained current appraisals, future deterioration of real estate values, in particular regarding out of market projects, could occur and result in
future charge-offs in this category. These circumstances could further adversely affect our return to profitability and financial condition.

Additional provisions for our allowance for loan losses and charge-offs because of economic, regulatory or other circumstances may
adversely affect our results of operations.

We maintain an allowance for loan losses that we believe is a reasonable estimate of known and inherent losses in our loan portfolio. Through a
periodic review and analysis of the loan portfolio, management determines the amount of the allowance for loan losses by considering general
market conditions, credit quality of the loan portfolio, the collateral supporting the loans and performance of our customers relative to their
financial obligations with us. As discussed above, the amount of future losses is susceptible to changes in economic, operating and other
conditions, including changes in interest rates that may be beyond our control, and these losses may exceed our current estimates even though
we made substantial increases in our loan loss reserve in 2009, 2010, 2011, and through March 31, 2012. In addition, because of the severity of
the recent recession and its ongoing effects on our loan portfolio, it is more difficult for us to adequately identify and measure risk associated
with establishing the allowance for loan losses because, among other things, historical factors are not as reliable as guidelines. Thus, the
identification and measurement of risk in our loan portfolio depends on our ability to establish appropriate processes and credit culture for the
difficult environment we are in. We cannot assure that we can achieve this. Although we believe the allowance for loan losses is a reasonable
estimate of known and inherent losses in our loan portfolio, for the reasons discussed here, we cannot fully predict such losses or that our loan
loss allowance will be adequate in the future. Excessive loan losses have a material impact on our financial performance. In light of these factors
we may have to make additions to our loan loss reserve levels, which may affect our short-term earnings.

Also, Federal and state regulators periodically review our allowance for loan losses and may require us to increase our provision for loan losses
or recognize further loan charge-offs, based on judgments different than those of our management. Any increase in the amount of our provision
or loans charged-off as required by these regulatory agencies would also have a negative effect on our operating results and capital.

We currently have a high level of nonperforming assets which have negatively affected our recent financial performance. Should we
continue to experience material increases or reclassifications in our nonperforming asset classes, management may need to consider a
range of additional capital markets strategic alternatives.

Our nonperforming assets adversely affect our net income in various ways: we do not accrue interest on nonperforming loans, we must provide
for probable loan losses through a current period charge to our provision for loan losses; non-interest expense increases when we write down the
value of properties in our other owned real estate portfolio to reflect changing market values, there are legal fees associated with the resolution
of problem assets, as well as carrying costs, and the resolution of nonperforming assets require the active involvement of management. If our
nonperforming assets increase further, our losses could increase which could have a material adverse affect on our financial condition and results
of operations.

We are taking aggressive measures to resolve our nonperforming loans which have resulted and may continue to result in charge-offs and
increased OREO write-downs. We believe our enhanced identification of our nonperforming loans together with our aggressive resolution
efforts reduce the likelihood that nonperforming lo