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The information required by Item 14 isincorporated herein by reference to the information that appears under the heading "Independent Public Accountants” in the Registrant's
Proxy Statement for the 2015 Annual Meeting of Shareholders.

PART |
Forward-L ooking Statements

Thisreport contains forward-looking statements with respect to the financial condition, results of operations and business of American National Bankshares Inc. (the "Company')
and itswholly owned subsidiary, American National Bank and Trust Company (the "Bank"). These forward-looking statements involve risks and uncertainties and are based on the
beliefs and assumptions of management of the Company and on information available to management at the time these statements and disclosures were prepared. Forward-looking
statements are subject to numerous assumptions, estimates, risks, and uncertainties that could cause actual conditions, events, or results to differ materially from those stated or implied
by such forward-looking statements.

A variety of factors, some of which are discussed in more detail in Item 1A — Risk Factors, may affect the operations, performance, business strategy, and results of the Company.
Those factorsinclude but are not limited to the following:

Financial market volatility including the level of interest rates could affect the values of financial instruments and the amount of net interest income earned,;

General economic or business conditions, either nationally or in the market areas in which the Company does business, may be less favorable than expected, resulting in
deteriorating credit quality, reduced demand for credit, or aweakened ability to generate deposits;

Competition among financial institutions may increase and competitors may have greater financial resources and develop products and technology that enable those competitors to
compete more successfully than the Company;

Businesses that the Company is engaged in may be adversely affected by legislative or regulatory changes, including changes in accounting standards;

The ability to retain key personnel;

The failure of assumptions underlying the allowance for loan losses; and

Risks associated with mergers, acquisitions, and other expansion activities.

ITEM 1-BUSINESS

American National Bankshares Inc. is aone-bank holding company organized under the laws of the Commonwealth of Virginiain 1984. On September 1, 1984, the Company
acquired all of the outstanding capital stock of American National Bank and Trust Company, a national banking association chartered in 1909 under the laws of the United States.
American National Bank and Trust Company is the only banking subsidiary of the Company.

On July 1, 2011, the Company completed its merger with MidCarolina Financial Corporation ("MidCarolina") pursuant to the terms and conditions of the Agreement and Plan of
Reorganization, dated December 15, 2010, between the Company and MidCarolina. MidCarolinawas headquartered in Burlington, North Carolina, and engaged in banking operations
through its subsidiary bank, MidCarolinaBank. The transaction has expanded the Company's footprint in North Carolina, adding eight branches in Alamance and Guilford Counties.

On January 1, 2015, the Company completed its acquisition of MainStreet BankShares, Inc. ("MainStreet"). The merger of MainStreet with and into the Company was effected
pursuant to the terms and conditions of the Agreement and Plan of Reorganization, dated as of August 24, 2014, between the Company and MainStreet, and arelated Plan of Merger
(the"MainStreet Merger Agreement"). Immediately after the merger of MainStreet into the Company, Franklin Community Bank, N.A. ("Franklin Bank"), MainStreet's wholly-owned
bank subsidiary, merged with and into the Bank.

Pursuant to the MainStreet Merger Agreement, the former holders of shares of MainStreet common stock received $3.46 in cash and 0.482 shares of the Company's common
stock for each share of MainStreet common stock held immediately prior to the effective date of the merger, plus cashin lieu of fractional shares. Each option to purchase shares of
MainStreet common stock that was outstanding immediately prior to the effective date of the merger vested upon the merger and was converted into an option to purchase shares of the
Company's common stock, adjusted based on a0.643 exchange ratio. Each share of the Company's common stock outstanding immediately prior to the merger remained outstanding and
was unaffected by the merger. The cash portion of the merger consideration was funded through a cash dividend of $6 million from the Bank to the Company, and no borrowing was
incurred by the Company or the Bank in connection with the merger.
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MainStreet was the holding company for Franklin Bank. As of December 31, 2014, MainStreet had total net oans of approximately $122 million, total assets of approximately
$164 million, and total deposits of approximately $137 million. Franklin Bank provided banking servicesto its customers from three banking offices located in Rocky Mount, Hardy, and
Union Hall, Virginia, which are now branch offices of the Bank.

As of December 31, 2014, the operations of the Company are conducted at twenty-four banking offices and two loan production officesin Roanoke, Virginiaand Raleigh, North
Carolina. American National Bank provides afull array of financial products and services, including commercial, mortgage, and consumer banking; trust and investment services; and
insurance. Services are also provided through thirty-one ATMs, "Online Banking," and "Telephone Banking."

Competition and Markets

Vigorous competition existsin the Company's service areas. The Company competes not only with national, regional, and community banks, but also with other types of financial
institutions including savings banks, finance companies, mutual and money market fund providers, brokerage firms, insurance companies, credit unions, and mortgage companies.

The Company has the second largest deposit market share in the City of Danville and Pittsylvania County, combined. The Company had a deposit market share in the Danville
Micropolitan Statistical Areaof 29.2% at June 30, 2014, based on Federal Deposit I nsurance Corporation ("FDIC") data.

The Southern Virginiamarket, in which the Company has a significant presence, continues to experience slow economic growth, like much of the country. The region's economic base
continues to be weighted toward the manufacturing sector. Although the region was negatively impacted by the elimination of many textile plant closings over several decades, the
area has experienced some new manufacturing plant openings as well as job growth in the technology area. Other important industries include farming, tobacco processing and sales,
food processing, and packaging tape production.

The Company's market areasin North Carolina are Alamance County and Guilford County, North Carolina, where there is strong competition in attracting deposits and making loans.
Its most direct competition for deposits comes from commercial banks, savings institutions and credit unions located in the market area, including large financial institutions that have
greater financial and marketing resources available to them. The Company had a deposit market sharein Alamance County of 13.4% at June 30, 2014, based on FDIC data.

Supervision and Regulation

The Company and the Bank are extensively regulated under federal and state law. The following information describes certain aspects of that regulation applicable to the Company
and the Bank and does not purport to be complete. Proposals to change the laws and regulations governing the banking industry are frequently raised in U.S. Congress, in state
legislatures, and before the various bank regulatory agencies. The likelihood and timing of any changes and the impact such changes might have on the Company and the Bank are
impossible to determine with any certainty. A changein applicable laws or regulations, or achange in the way such laws or regulations are interpreted by regulatory agencies or courts,
may have amaterial impact on the business, operations, and earnings of the Company and the Bank.

American National Bankshares Inc.

American National Bankshares Inc. is qualified as a bank holding company ("BHC") within the meaning of the Bank Holding Company Act of 1956, as amended (the "BHC Act"),
and isregistered as such with the Board of Governors of the Federal Reserve System (the"FRB"). Asabank holding company, American National Bankshares Inc. is subject to
supervision, regulation and examination by the FRB and is required to file various reports and additional information with the FRB. American National Bankshares Inc. is also registered
under the bank holding company laws of Virginiaand is subject to supervision, regulation and examination by the Virginia State Corporation Commission (the "SCC").

Under the Gramm-L each-Bliley Act, aBHC may elect to become afinancia holding company and thereby engage in a broader range of financial and other activities than are
permissible for traditional BHC's. In order to qualify for the election, all of the depository institution subsidiaries of the BHC must be well capitalized, well managed, and have achieved a
rating of "satisfactory" or better under the Community Reinvestment Act (the"CRA"). Financia holding companies are permitted to engage in activities that are "financial in nature” or
incidental or complementary thereto as determined by the FRB. The Gramm-Leach-Bliley Act identifies several activities as "financial in nature," including insurance underwriting and
sales, investment advisory services, merchant banking and underwriting, and dealing or making a market in securities. American National Bankshares Inc. has not elected to become a
financia holding company, and has no plans to become afinancia holding company.
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American National Bank and Trust Company

American National Bank and Trust Company is afederally chartered national bank and is amember of the Federal Reserve System. It is subject to federal regulation by the Office of
the Comptroller of the Currency (the "OCC"), the FRB, and the FDIC.

Depository institutions, including the Bank, are subject to extensive federal and state regulations that significantly affect their business and activities. Regulatory bodies have
broad authority to implement standards and initiate proceedings designed to prohibit depository institutions from engaging in unsafe and unsound banking practices. The standards
relate generally to operations and management, asset quality, interest rate exposure, and capital. The bank regulatory agencies are authorized to take action against institutions that fail
to meet such standards.

Aswith other financial institutions, the earnings of the Bank are affected by general economic conditions and by the monetary policies of the FRB. The FRB exerts a substantial
influence on interest rates and credit conditions, primarily through open market operationsin U.S. Government securities, setting the reserve requirements of member banks, and
establishing the discount rate on member bank borrowings. The policies of the FRB have a direct impact on loan and deposit growth and the interest rates charged and paid thereon.
They also impact the source, cost of funds, and the rates of return on investments. Changes in the FRB's monetary policies have had a significant impact on the operating results of the
Bank and other financial institutions and are expected to continue to do so in the future; however, the exact impact of such conditions and policies upon the future business and
earnings cannot accurately be predicted.

The Dodd-Frank Act

On July 21, 2010, President Obamasigned into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Dodd-Frank Act"). The Dodd-Frank Act significantly
restructures the financial regulatory regimein the United States and has a broad impact on the financial servicesindustry as aresult of the significant regulatory and compliance
changes required under the act. While significant rulemaking under the Dodd-Frank Act has occurred, certain of the act's provisions require additional rulemaking by the federal bank
regulatory agencies, a process which will take yearsto fully implement. The Company believes that short- and long-term compliance costs for the Company will be greater because of
the Dodd-Frank Act.

A summary of certain provisions of the Dodd-Frank Act is set forth below:

Increased Capital Standards. The federal banking agencies are required to establish minimum leverage and risk-based capital requirements for banks and bank holding companies.
See "Capital Reguirements— Basel |11 Capital Requirements” below. Among other things, the Dodd-Frank Act provides for newer and stronger standards.

Deposit Insurance. The Dodd-Frank Act makes permanent the $250,000 deposit insurance limit for insured deposits. Amendments to the Federal Deposit Insurance Act also revise
the assessment base against which an insured depository institution's deposit insurance premiums paid to the Deposit Insurance Fund (the "DIF") will be calculated. Under the
amendments, the assessment base will no longer be the institution's deposit base, but rather its average consolidated total assets |ess its average tangible equity during the assessment
period. Additionally, the Dodd-Frank Act makes changes to the minimum designated reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated amount of
total insured deposits and eliminating the requirement that the FDIC pay dividends to depository institutions when the reserve ratio exceeds certain thresholds. The Dodd-Frank Act
also provides that depository institutions may pay interest on demand deposits.

The Consumer Financial Protection Bureau (“CFPB"). The Dodd-Frank Act creates the CFPB within the FRB. The CFPB is charged with establishing rules and regulations under
certain federal consumer protection laws with respect to the conduct of providers of certain consumer financial products and services.

Compensation Practices. The Dodd-Frank Act provides that the appropriate federal regulators must establish standards prohibiting as an unsafe and unsound practice any
compensation plan of abank holding company or bank that provides an insider or other employee with "excessive compensation" or could lead to a material financial loss to such firm.
In June 2010, prior to the Dodd-Frank Act, the federal bank regulatory agencies promulgated the I nteragency Guidance on Sound | ncentive Compensation Policies, which requires that
financial institutions establish metrics for measuring the impact of activities to achieve incentive compensation with the related risk to the financial institution of such behavior.
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Although a significant number of the rules and regulations mandated by the Dodd-Frank Act have been finalized, certain of the act's requirements have yet to be implemented.
Given the uncertainty associated with the manner in which the provisions of the Dodd-Frank Act will be implemented by the federal bank regulatory agenciesin the future, the full
extent of the impact such requirements will have on the operations of the Company and the Bank is unclear. The changes resulting from the Dodd-Frank Act may affect the profitability
of business activities, require changes to certain business practices, impose more stringent regul atory requirements or otherwise adversely affect the business and financial condition of
the Company and the Bank. These changes may also require the Company to invest significant management attention and resources to evaluate and make necessary changes to comply
with new statutory and regulatory requirements.

Deposit Insurance

The deposits of the Bank are insured up to applicable limits by the Deposit Insurance Fund of the FDIC and are subject to deposit insurance assessments to maintain the DIF. On
April 1, 2011, the deposit insurance assessment base changed from total deposits to average total assets minus average tangible equity, pursuant to arule issued by the FDIC as
required by the Dodd-Frank Act.

The Federal Deposit Insurance Act (the "FDIA"), as amended by the Federal Deposit Insurance Reform Act and the Dodd-Frank Act, requires the FDIC to set aratio of deposit
insurance reserves to estimated insured deposits of at least 1.35%. The FDIC utilizes arisk-based assessment system that imposes insurance premiums based upon arisk matrix that
takes into account abank's capital level and supervisory rating. On February 27, 2009, the FDIC introduced three possible adjustments to an institution'sinitial base assessment rate: (i)
adecrease of up to five basis points for long-term unsecured debt, including senior unsecured debt (other than debt guaranteed under the Temporary Liquidity Guarantee Program) and
subordinated debt and, for small institutions, a portion of Tier 1 capital; (ii) an increase not to exceed 50% of an institution's assessment rate before the increase for secured liabilitiesin
excess of 25% of domestic deposits; and (iii) for non-Risk Category | institutions, an increase not to exceed 10 basis points for brokered depositsin excess of 10% of domestic deposits.
In 2014 and 2013, the Company paid only the base assessment rate for "well capitalized" institutions, which totaled $647,000 and $647,000, respectively, in regular deposit insurance
assessments.

On May 22, 2009, the FDIC issued afinal rule that levied a special assessment applicable to all insured depository institutions totaling 5 basis points of each institution's total
assets less Tier 1 capital as of June 30, 2009, not to exceed 10 basis points of domestic deposits. The special assessment was part of the FDIC's efforts to rebuild the DIF. Deposit
insurance expense during 2009 for the Bank included an additional $1.2 million recognized in the second quarter related to the special assessment. On November 12, 2009, the FDIC
issued arulethat required all insured depository institutions, with limited exceptions, to prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for al
of 2010, 2011, and 2012. In December 2009, the Bank paid $2.9 million in prepaid risk-based assessments, which amount was expensed in the appropriate periods through December 31,
2012. The remaining balance of $1.7 million in prepaid risk-based assessments was refunded in 2013.

In addition, all FDIC insured institutions are required to pay assessments to the FDIC at an annual rate of approximately one basis point of insured deposits to fund interest
payments on bonds issued by the Financing Corporation, an agency of the federal government established to recapitalize the predecessor to the Savings Association Insurance Fund.
These assessments will continue until the Financing Corporation bonds mature in 2017 through 2019.

Capital Requirements

2014 Capital Requirements. The FRB, the OCC and the FDIC have issued substantially similar risk-based and leverage capital guidelines applicable to all banks and bank holding
companies. In addition, those regulatory agencies may from time to time require that a banking organization maintain capital above the minimum levels because of itsfinancial condition
or actual or anticipated growth. Under the risk-based capital requirements of these federal bank regulatory agencies that were effective through December 31, 2014, American National
Bankshares Inc. and American National Bank were required to maintain aminimum ratio of total capital (which isdefined as core capital and supplementary capital less certain specified
deductions from total capital such asreciprocal holdings of depository institution capital instruments and equity investments) to risk-weighted assets of at least 8.0%. In determining
the amount of risk-weighted assets, all assets, including certain off-balance sheet activities, recourse obligations, residual interests and direct credit substitutes, were multiplied by a
risk-weight factor assigned by the capital regulation based on the risks believed inherent in the type of asset. At least half of the total capital wasrequired to be "Tier 1 capital," which
consisted principally of common and certain qualifying preferred shareholders' equity (including trust preferred securities), less certain intangibles and other adjustments. The
remainder ("Tier 2 capital") consisted of cumulative preferred stock, long-term perpetual preferred stock, alimited amount of subordinated and other qualifying debt (including certain
hybrid capital instruments) and alimited amount of the general loan loss allowance. The Tier 1 and total capital to risk-weighted asset ratios of the American National Bankshares Inc.
were 16.59% and 17.86%, respectively, as of December 31, 2014, thus exceeding the minimum requirements. The Tier 1 and total capital to risk-weighted asset ratios of American
National Bank were 15.23% and 16.48%, respectively, as of December 31, 2014 also exceeding the minimum requirements.

6




Index

Each of the federal bank regulatory agenciesalso established aminimum leverage capital ratio of Tier 1 capital to average adjusted assets ("Tier 1 leverageratio") that was
effective through December 31, 2014. The guidelines required aminimum Tier 1 leverage ratio of 3.0% for bank holding companies and national banks with the highest supervisory
rating. All other bank holding companies and national banks were required to maintain a minimum leverage ratio of 4.0%, unless a different minimum was specified by an appropriate
regulatory authority. In addition, for adepository institution to have been considered "well capitalized" under the regulatory framework for prompt corrective action, itsleverageratio
must have been at least 5.0%. The FRB has not advised the Company, and the OCC has not advised the Bank, of any specific minimum leverage ratio applicable to either entity. The
Tier 1 leverageratio of American National Bankshares Inc. as of December 31, 2014 was 12.16%, which is above the minimum requirements.

Basel 111 Capital Requirements effective January 1, 2015. On June 7, 2012, the FRB issued a series of proposed rules intended to revise and strengthen its risk-based and leverage
capital requirements and its method for cal culating risk-weighted assets. The rules were proposed to implement the Basel 111 regulatory capital reforms from the Basel Committee on
Banking Supervision and certain provisions of the Dodd-Frank Act. On July 2, 2013, the Federal Reserve approved certain revisions to the proposals and finalized new capital
requirements for banking organizations.

Effective January 1, 2015, the final rules require the Company and the Bank to comply with the following new minimum capital ratios: (i) anew common equity Tier 1 capital ratio of
4.5% of risk-weighted assets; (ii) aTier 1 capital ratio of 6% of risk-weighted assets (increased from the prior requirement of 4%); (iii) atotal capital ratio of 8% of risk-weighted assets
(unchanged from the prior requirement); and (iv) aleverage ratio of 4% of total assets (unchanged from the prior requirement). These aretheinitial capital requirements, which will be
phased in over afour-year period. When fully phased in on January 1, 2019, the rules will require the Company and the Bank to maintain (i) aminimum ratio of common equity Tier 1 to
risk-weighted assets of at |east 4.5%, plus a2.5% "capital conservation buffer" (which is added to the 4.5% common equity Tier 1 ratio asthat buffer is phased in, effectively resulting in
aminimum ratio of common equity Tier 1 to risk-weighted assets of at least 7% upon full implementation), (ii) aminimum ratio of Tier 1 capital to risk-weighted assets of at |east 6.0%,
plusthe 2.5% capital conservation buffer (which isadded to the 6.0% Tier 1 capital ratio asthat buffer is phased in, effectively resulting in aminimum Tier 1 capital ratio of 8.5% upon
full implementation), (iii) aminimum ratio of total capital to risk-weighted assets of at least 8.0%, plus the 2.5% capital conservation buffer (which is added to the 8.0% total capital ratio
asthat buffer is phased in, effectively resulting in aminimum total capital ratio of 10.5% upon full implementation), and (iv) a minimum leverage ratio of 4%, calculated astheratio of Tier
1 capital to average assets.

The capital conservation buffer requirement will be phased in beginning January 1, 2016, at 0.625% of risk-weighted assets, increasing by the same amount each year until fully
implemented at 2.5% on January 1, 2019. The capital conservation buffer is designed to absorb losses during periods of economic stress. Banking institutions with aratio of common
equity Tier 1 to risk-weighted assets above the minimum but below the conservation buffer will face constraints on dividends, equity repurchases, and compensation based on the
amount of the shortfall.

With respect to the Bank, the rules also revised the "prompt corrective action™ regulations pursuant to Section 38 of the FDIA by (i) introducing acommon equity Tier 1 capital
ratio requirement at each level (other than critically undercapitalized), with the required ratio being 6.5% for well-capitalized status; (ii) increasing the minimum Tier 1 capital ratio
requirement for each category, with the minimum ratio for well-capitalized status being 8.0% (as compared to the prior ratio of 6.0%); and (iii) eliminating the current provision that
provides that a bank with acomposite supervisory rating of 1 may have a3.0% Tier 1 leverageratio and still be well-capitalized. These new thresholds were effective for the Bank as of
January 1, 2015. The minimum total capital to risk-weighted assets ratio (10.0%) and minimum leverage ratio (5.0%) for well-capitalized status were unchanged by the final rules

The new capital requirements also include changes in the risk weights of assets to better reflect credit risk and other risk exposures. These include a 150% risk weight (up from
100%) for certain high volatility commercial real estate acquisition, development and construction loans and nonresidential mortgage loans that are 90 days past due or otherwise on
nonaccrual status, a20% (up from 0%) credit conversion factor for the unused portion of acommitment with an original maturity of one year or lessthat is not unconditionally
cancelable, a 250% risk weight (up from 100%) for mortgage servicing rights and deferred tax assets that are not deducted from capital, and increased risk-weights (from 0% to up to
600%) for equity exposures.
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Based on management's understanding and interpretation of the new capital rules, it believes that, as of December 31, 2014, the Company and the Bank would meet all capital
adequacy reguirements under such rules on afully phased-in basis asif such requirements were in effect as of such date.

Dividends

The Company's principal source of cash flow, including cash flow to pay dividendsto its shareholders, is dividendsit receives from the Bank. Statutory and regulatory limitations
apply to the Bank's payment of dividends to the Company. As ageneral rule, the amount of a dividend may not exceed, without prior regulatory approval, the sum of net incomein the
calendar year to date and the retained net earnings of the immediately preceding two calendar years. A depository institution may not pay any dividend if payment would cause the
institution to become "undercapitalized" or if it already is "undercapitalized.” The OCC may prevent the payment of adividend if it determines that the payment would be an unsafe and
unsound banking practice. The OCC also has advised that a national bank should generally pay dividends only out of current operating earnings.

Permitted Activities

Asabank holding company, American National Bankshares Inc. islimited to managing or controlling banks, furnishing servicesto or performing servicesfor its subsidiaries, and
engaging in other activities that the FRB determines by regulation or order to be so closely related to banking or managing or controlling banks as to be a proper incident thereto. In
determining whether a particular activity is permissible, the FRB must consider whether the performance of such an activity reasonably can be expected to produce benefits to the public
that outweigh possible adverse effects. Possible benefits include greater convenience, increased competition, and gainsin efficiency. Possible adverse effects include undue
concentration of resources, decreased or unfair competition, conflicts of interest, and unsound banking practices. Despite prior approval, the FRB may order a bank holding company or
its subsidiaries to terminate any activity or to terminate ownership or control of any subsidiary when the FRB has reasonable cause to believe that a seriousrisk to the financial safety,
soundness or stability of any bank subsidiary of that bank holding company may result from such an activity.

Banking Acquisitions; Changesin Control

The BHC Act requires, among other things, the prior approval of the FRB in any case where a bank holding company proposesto (i) acquire direct or indirect ownership or control
of more than 5% of the outstanding voting stock of any bank or bank holding company (unlessit already owns amajority of such voting shares), (ii) acquire all or substantialy al of the
assets of another bank or bank holding company, or (iii) merge or consolidate with any other bank holding company. In determining whether to approve a proposed bank acquisition,
the FRB will consider, among other factors, the effect of the acquisition on competition, the public benefits expected to be received from the acquisition, the projected capital ratios and
levels on a post-acquisition basis, and the acquiring institution's performance under the Community Reinvestment Act of 1977 (the"CRA") and its compliance with fair housing and
other consumer protection laws.

Subject to certain exceptions, the BHC Act and the Change in Bank Control Act, together with the applicable regulations, require FRB approval (or, depending on the
circumstances, no notice of disapproval) prior to any person or company acquiring "control" of a bank or bank holding company. A conclusive presumption of control existsif an
individual or company acquires the power, directly or indirectly, to direct the management or policies of an insured depository institution or to vote 25% or more of any class of voting
securities of any insured depository institution. A rebuttable presumption of control existsif a person or company acquires 10% or more but less than 25% of any class of voting
securities of an insured depository institution and either the institution has registered its securities with the Securities and Exchange Commission under Section 12 of the Securities
Exchange Act of 1934 (the "Exchange Act") or no other person will own agreater percentage of that class of voting securitiesimmediately after the acquisition. The Company's common
stock is registered under Section 12 of the Exchange Act.

In addition, Virginialaw requires the prior approval of the SCC for (i) the acquisition of more than 5% of the voting shares of a Virginiabank or any holding company that controls a
Virginiabank, or (ii) the acquisition by a Virginia bank holding company of abank or its holding company domiciled outside Virginia.
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Source of Srength

FRB policy has historically required bank holding companies to act as a source of financial and managerial strength to their subsidiary banks. The Dodd-Frank Act codified this
policy as astatutory requirement. Under this requirement, the Company is expected to commit resources to support the Bank, including at times when the Company may not bein a
financial position to provide such resources. Any capital loans by a bank holding company to any of its subsidiary banks are subordinate in right of payment to depositors and to
certain other indebtedness of such subsidiary banks. In the event of a bank holding company's bankruptcy, any commitment by the bank holding company to afederal bank regulatory
agency to maintain the capital of asubsidiary bank will be assumed by the bankruptcy trustee and entitled to priority of payment.

Safety and Soundness

There are anumber of obligations and restrictions imposed on bank holding companies and their subsidiary banks by law and regulatory policy that are designed to minimize
potential 1oss to the depositors of such depository institutions and the FDIC insurance fund in the event of a depository institution default. For example, under the Federal Deposit
Insurance Corporation Improvement Act of 1991, to avoid receivership of an insured depository institution subsidiary, abank holding company isrequired to guarantee the compliance
of any subsidiary bank that may become "undercapitalized" with the terms of any capital restoration plan filed by such subsidiary with its appropriate federal bank regulatory agency up
to the lesser of (i) an amount equal to 5% of the institution's total assets at the time the institution became undercapitalized or (ii) the amount that is necessary (or would have been
necessary) to bring the institution into compliance with all applicable capital standards as of the time the institution fails to comply with such capital restoration plan.

Under the FDIA, the federal bank regulatory agencies have adopted guidelines prescribing saf ety and soundness standards. These guidelines establish general standardsrelating
tointernal controls and information systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth and compensation, fees and benefits.
In general, the guidelines require, among other things, appropriate systems and practices to identify and manage the risk and exposures specified in the guidelines.

The Federal Deposit Insurance Cor poration Improvement Act

Under the Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA"), the federal bank regulatory agencies possess broad powers to take prompt corrective
action to resolve problems of insured depository institutions. The extent of these powers depends upon whether the institution is "well capitalized," "adequately capitalized,"
"undercapitalized,” "significantly undercapitalized," or “critically undercapitalized," as defined by the law. Under regulations established by the federal bank regulatory agenciesand in
effect prior to December 31, 2014, a"well capitalized" institution must have had a Tier 1 capital ratio of at least 6%, atotal capital ratio of at least 10%, and aleverage ratio of at least 5%,
and not have been subject to a capital directive order. An"adequately capitalized" institution must have had a Tier 1 capital ratio of aleast 4%, atotal capital ratio of at least 8%, and a
leverage ratio of at least 4%, or 3% in some cases. Management believes, as of December 31, 2014 and 2013, that the Company met the requirements for being classified as "well
capitalized.”

Reflecting changes under the new Basel 111 capital requirements, the relevant capital measures that became effective on January 1, 2015 for prompt corrective action are the total
capital ratio, the common equity Tier 1 ("CET1") capital ratio, the Tier 1 capital ratio and the leverageratio. A bank will be (i) "well capitalized" if the institution has atotal risk-based
capital ratio of 10.0% or greater, a CET1 capital ratio of 6.5% or greater, a Tier 1 risk-based capital ratio of 8.0% or greater, and aleverage ratio of 5.0% or greater, and is not subject to
any capital directive order; (ii) "adequately capitalized" if the institution has atotal risk-based capital ratio of 8.0% or greater, a CET1 capital ratio of 4.5% or greater, a Tier 1 risk-based
capital ratio of 6.0% or greater, and aleverage ratio of 4.0% or greater and is not "well capitalized"; (iii) "undercapitalized" if theinstitution has atotal risk-based capital ratio that isless
than 8.0%, a CET 1 capitdl ratio less than 4.5%, a Tier 1 risk-based capital ratio of less than 6.0% or aleverage ratio of less than 4.0%; (iv) "significantly undercapitalized" if the institution
has atotal risk-based capital ratio of lessthan 6.0%, a CET1 capital ratio less than 3%, a Tier 1 risk-based capital ratio of less than 4.0% or aleverageratio of less than 3.0%; and (v)
“critically undercapitalized” if the institution's tangible equity is equal to or less than 2.0% of average quarterly tangible assets. An institution may be downgraded to, or deemed to be
in, acapital category that islower than indicated by its capital ratiosif it is determined to be in an unsafe or unsound condition or if it receives an unsatisfactory examination rating with
respect to certain matters. A bank's capital category is determined solely for the purpose of applying prompt corrective action regulations, and the capital category may not constitute
an accurate representation of the bank's overall financial condition or prospects for other purposes. Management believes that had the new Basel 111 capital requirements been in effect
as of December 31, 2014, the Company would have met the requirements for being classified as "well capitalized.”

Asrequired by FDICIA, the federal bank regulatory agencies al so have adopted guidelines prescribing safety and soundness standards rel ating to, among other things, internal
controls and information systems, internal audit systems, loan documentation, credit underwriting, and interest rate exposure. In general, the guidelines require appropriate systems and
practices to identify and manage the risks and exposures specified in the guidelines. In addition, the agencies adopted regulations that authorize, but do not require, an institution
which has been notified that it is not in compliance with safety and soundness standard to submit a compliance plan. If, after being so notified, an institution failsto submit an
acceptable compliance plan, the agency must issue an order directing action to correct the deficiency and may issue an order directing other actions of the typesto which an
undercapitalized institution is subject under the prompt corrective action provisions described above.

9




Index

Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994, as amended (the "Interstate Banking Act"), generally permits well capitalized bank holding companiesto
acquire banksin any state, and preempts all state laws restricting the ownership by abank holding company of banks in more than one state. The Interstate Banking Act also permitsa
bank to merge with an out-of-state bank and convert any officesinto branches of the resulting bank if both states have not opted out of interstate branching; and permits a bank to
acquire branches from an out-of-state bank if the law of the state where the branches are located permits the interstate branch acquisition. Under the Dodd-Frank Act, a bank holding
company or bank must be well capitalized and well managed to engage in an interstate acquisition. Bank holding companies and banks are required to obtain prior FRB approval to
acquire more than 5% of aclass of voting securities, or substantially all of the assets, of a bank holding company, bank or savings association. The Interstate Banking Act and the
Dodd-Frank Act permit banks to establish and operate de novo interstate branches to the same extent a bank chartered by the host state may establish branches.

Transactions with Affiliates

Pursuant to Sections 23A and 23B of the Federal Reserve Act and Regulation W, the authority of the Bank to engage in transactions with related parties or "affiliates" or to make
loanstoinsidersislimited. Loan transactions with an affiliate generally must be collateralized and certain transactions between the Bank and its affiliates, including the sale of assets,
the payment of money or the provision of services, must be on terms and conditions that are substantially the same, or at |east as favorable to the Bank, as those prevailing for
comparable nonaffiliated transactions. In addition, the Bank generally may not purchase securities issued or underwritten by affiliates.

Loans to executive officers, directors or to any person who directly or indirectly, or acting through or in concert with one or more persons, owns, controls or has the power to vote
more than 10% of any class of voting securities of a bank (a"10% Shareholders"), are subject to Sections 22(g) and 22(h) of the Federal Reserve Act and their corresponding
regulations (Regulation O) and Section 13(k) of the Exchange Act relating to the prohibition on personal loans to executives (which exempts financial institutionsin compliance with the
insider lending restrictions of Section 22(h) of the Federal Reserve Act). Among other things, these |oans must be made on terms substantially the same as those prevailing on
transactions made to unaffiliated individual s and certain extensions of credit to those persons must first be approved in advance by a disinterested majority of the entire board of
directors. Section 22(h) of the Federal Reserve Act prohibitsloansto any of those individuals where the aggregate amount exceeds an amount equal to 15% of an institution's
unimpaired capital and surplus plus an additional 10% of unimpaired capital and surplusin the case of loansthat are fully secured by readily marketable collateral, or when the aggregate
amount on all of the extensions of credit outstanding to all of these persons would exceed the Bank's unimpaired capital and unimpaired surplus. Section 22(g) of the Federal Reserve
Act identifieslimited circumstances in which the Bank is permitted to extend credit to executive officers.

Consumer Financial Protection

The Company is subject to a number of federal and state consumer protection laws that extensively govern its relationship with its customers. These laws include the Equal Credit
Opportunity Act, the Fair Credit Reporting Act, the Truth in Lending Act, the Truth in Savings Act, the Electronic Fund Transfer Act, the Expedited Funds Availability Act, the Home
Mortgage Disclosure Act, the Fair Housing Act, the Real Estate Settlement Procedures Act, the Fair Debt Collection Practices Act, the Service Members Civil Relief Act, laws governing
flood insurance, federal and state laws prohibiting unfair and deceptive business practices, foreclosure laws ,and various regul ations that implement some or al of the foregoing. These
laws and regul ations mandate certain disclosure requirements and regul ate the manner in which financial institutions must deal with customers when taking deposits, making loans,
collecting loans and providing other services. If the Company fails to comply with these laws and regulations, it may be subject to various penalties. Failure to comply with consumer
protection requirements may also result in failure to obtain any required bank regulatory approval for merger or acquisition transactions the Company may wish to pursue or being
prohibited from engaging in such transactions even if approval is not required.
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The Dodd-Frank Act centralized responsibility for consumer financial protection by creating a new agency, the CFPB, and giving it responsibility for implementing, examining,
and enforcing compliance with federal consumer protection laws. The CFPB focuses on (i) risks to consumers and compliance with the federal consumer financial laws, (ii) the marketsin
which firms operate and risks to consumers posed by activitiesin those markets., (iii) depository institutions that offer awide variety of consumer financial products and services, and
(iv) non-depository companies that offer one or more consumer financial products or services.

The CFPB has broad rulemaking authority for awide range of consumer financial laws that apply to all banks, including, among other things, the authority to prohibit "unfair,
deceptive or abusive" acts and practices. Abusive acts or practices are defined as those that materially interfere with aconsumer's ability to understand aterm or condition of a
consumer financial product or service or take unreasonable advantage of aconsumer's (i) lack of financial savvy, (ii) inability to protect himself in the selection or use of consumer
financial products or services, or (iii) reasonable reliance on a covered entity to act in the consumer'sinterests. The CFPB can issue cease-and-desist orders against banks and other
entities that violate consumer financial laws. The CFPB may also institute a civil action against an entity in violation of federal consumer financial law in order to impose acivil penalty
or injunction.

Community Reinvestment Act

The CRA requires the appropriate federal banking agency, in connection with its examination of abank, to assess the bank's record in meeting the credit needs of the
communities served by the bank, including low and moderate income neighborhoods. Furthermore, such assessment is also required of banks that have applied, among other things, to
merge or consolidate with or acquire the assets or assume the liabilities of an insured depository institution, or to open or relocate a branch. In the case of aBHC applying for approval
to acquire abank or BHC, the record of each subsidiary bank of the applicant BHC is subject to assessment in considering the application. Under the CRA, institutions are assigned a
rating of "outstanding,” "satisfactory," "needs to improve," or "substantial non-compliance." The Company was rated "satisfactory" in its most recent CRA evaluation.

Anti-Money Laundering Legislation

The Company is subject to the Bank Secrecy Act and other anti-money laundering laws and regulations, including the USA Patriot Act of 2001. Among other things, these laws
and regulations require the Company to take steps to prevent the use of the Company for facilitating the flow of illegal or illicit money, to report large currency transactions, and to file
suspicious activity reports. The Company isalso required to carry out a comprehensive anti-money laundering compliance program. Violations can result in substantial civil and
criminal sanctions. In addition, provisions of the USA Patriot Act require the federal bank regulatory agencies to consider the effectiveness of afinancial institution's anti-money
laundering activities when reviewing bank mergers and BHC acquisitions.

Privacy Legislation

Several recent laws, including the Right to Financial Privacy Act, and related regulationsissued by the federal bank regulatory agencies, also provide new protections against the
transfer and use of customer information by financial institutions. A financial institution must provide to its customers information regarding its policies and procedures with respect to
the handling of customers' personal information. Each institution must conduct an internal risk assessment of its ability to protect customer information. These privacy provisions
generally prohibit afinancial institution from providing a customer's personal financial information to unaffiliated parties without prior notice and approval from the customer.

Incentive Compensation

In June 2010, the federal bank regulatory agencies issued comprehensive final guidance on incentive compensation policies intended to ensure that the incentive compensation
policies of financial institutions do not undermine the safety and soundness of such institutions by encouraging excessive risk-taking. The Interagency Guidance on Sound Incentive
Compensation Policies, which covers al employees that have the ability to materially affect the risk profile of afinancial institutions, either individually or as part of agroup, is based
upon the key principles that afinancial institution's incentive compensation arrangements should (i) provide incentives that do not encourage risk-taking beyond the institution's ability
to effectively identify and managerisks, (ii) be compatible with effective internal controls and risk management, and (iii) be supported by strong corporate governance, including active
and effective oversight by the financial institution's board of directors.

The FRB will review, as part of the regular, risk-focused examination process, the incentive compensation arrangements of financial institutions, such as the Company, that are not
"large, complex banking organizations." These reviews will be tailored to each financial institution based on the scope and complexity of the institution's activities and the preval ence of
incentive compensation arrangements. The findings of the supervisory initiatives will beincluded in reports of examination. Deficiencieswill be incorporated into the institution's
supervisory ratings, which can affect the institution's ability to make acquisitions and take other actions. Enforcement actions may be taken against afinancial institution if itsincentive
compensation arrangements, or related risk-management control or governance processes, pose arisk to theinstitution's safety and soundness and the financial institution is not taking
prompt and effective measures to correct the deficiencies. At December 31, 2014, the Company had not been made aware of any instances of non-compliance with the final guidance.
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Volcker Rule

The Dodd-Frank Act prohibits insured depository institutions and their holding companies from engaging in proprietary trading except in limited circumstances, and prohibits
them from owning equity interestsin excess of 3% of Tier 1 capital in private equity and hedge funds (known asthe "Volcker Rule"). On December 10, 2013, the federal bank regulatory
agencies adopted final rulesimplementing the Volcker Rule. These final rules prohibit banking entities from (i) engaging in short-term proprietary trading for their own accounts, and (ii)
having certain ownership interests in and relationships with hedge funds or private equity funds. Thefinal rules areintended to provide greater clarity with respect to both the extent of
those primary prohibitions and of the related exemptions and exclusions. The final rules also require each regulated entity to establish an internal compliance program that is consistent
with the extent to which it engages in activities covered by the Volcker Rule, which must include (for the largest entities) making regular reports about those activities to regulators.
Although the final rules provide some tiering of compliance and reporting obligations based on size, the fundamental prohibitions of the Volcker Rule apply to banking entities of any
size, including the Company and the Bank. The final rules were effective April 1, 2014, with full compliance being phased in over a period which will end on July 21, 2016. The Company
has evaluated the implications of the final rules on its investments and does not expect any material financial implications.

Under rulesimplementing the Volcker Rule, banking entities would have been prohibited from owning certain collateralized debt obligations ("CDOs") backed by trust preferred
securities ("TruPS") as of July 21, 2015, which could have forced banking entities to recognize unrealized market | osses based on the inability to hold any such investments to maturity.
However, on January 14, 2014, the federal bank regulatory agenciesissued an interim rule, effective April 1, 2014, exempting TruPS CDOs from the VVolcker Ruleif (i) the CDO was
established prior to May 19, 2010, (ii) the banking entity reasonably believes that the offering proceeds of the CDO were used to invest primarily in TruPS issued by banks with less
than $15 billion in assets, and (iii) the banking entity acquired the CDO on or before December 10, 2013. The regulators solicited comments on the interim final rule, and this exemption
could change prior to its effective date. The Company currently does not have any impermissible holdings of TruPS CDOs under the final rule and therefore, will not be required to
divest of any such investments or change their accounting treatment. The Company is continuously reviewing itsinvestments to ensure compliance as the various provisions of the
Volcker Rule regulations become effective.

Ability-to-Repay and Qualified Mortgage Rule

Pursuant to the Dodd-Frank Act, the CFPB issued afinal rule on January 10, 2013 (effective on January 10, 2014), amending Regulation Z asimplemented by the Truth in Lending
Act, requiring mortgage lenders to make a reasonable and good faith determination based on verified and documented information that a consumer applying for amortgage loan has a
reasonable ability to repay the loan according to its terms. Mortgage lenders are required to determine consumers' ability to repay in one of two ways. Thefirst alternative requires the
mortgage lender to consider the following eight underwriting factors when making the credit decision: (i) current or reasonably expected income or assets; (ii) current employment
status; (iii) the monthly payment on the covered transaction; (iv) the monthly payment on any simultaneous|oan; (v) the monthly payment for mortgage-related obligations; (vi) current
debt obligations, alimony, and child support; (vii) the monthly debt-to-income ratio or residual income; and (viii) credit history. Alternatively, the mortgage lender can originate
"qualified mortgages,” which are entitled to a presumption that the creditor making the |oan satisfied the ability-to-repay requirements. In general, a"qualified mortgage" is amortgage
loan without negative amortization, interest-only payments, balloon payments, or terms exceeding 30 years. In addition, to be a qualified mortgage the points and fees paid by a
consumer cannot exceed 3% of the total loan amount. Qualified mortgages that are "higher-priced" (e.g. subprime loans) garner arebuttable presumption of compliance with the ability-
to-repay rules, while qualified mortgages that are not "higher-priced" (e.g. prime loans) are given asafe harbor of compliance. The Company is predominantly an originator of compliant
qualified mortgages.

Effect of Governmental Monetary Policies

The Company's operations are affected not only by general economic conditions, but also by the policies of various regulatory authorities. In particular, the FRB regulates money
and credit conditions and interest rates to influence general economic conditions. These policies have a significant impact on overall growth and distribution of loans, investments and
deposits; they affect interest rates charged on loans or paid for time and savings deposits. FRB monetary policies have had a significant effect on the operating results of commercial
banks, including the Company, in the past and are expected to do so in the future. Asaresult, the Company is unable to predict the effects of possible changes in monetary policies
upon its future operating results.

12




Index

Employees

At December 31, 2014, the Company employed 284 full-time equivalent persons. In the opinion of the management of the Company, the rel ationship with employees of the

Company and the Bank is good.

Internet Accessto Company Documents

The Company provides access to its Securities and Exchange Commission (the "SEC") filings through alink on the Investor Relations page of the Company's website at
www.amnb.com. Reports availableinclude the annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all anendments to those reports as soon as
reasonably practicable after the reports are filed electronically with the SEC. The information on the Company's website is not incorporated into this Annual Report on Form 10-K or any
other filing the Company makes with the SEC. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding issuers that

file electronically with the SEC at www.sec.gov.

Executive Officers of the Company

The following table lists, as of December 31, 2014, the executive officers of the Company, their ages, and their positions:

Position

Name Age
CharlesH. Majors 69
Jeffrey V. Haley 54
William W. Traynham 59

Executive Chairman of the Company and the Bank since January 2013; prior thereto, Chairman and Chief Executive
Officer of the Company since January 2012; Chairman of the Bank since January 2012; prior thereto, President and Chief
Executive Officer of the Company; Chairman and Chief Executive Officer of the Bank from June 2010 to December 2011,
prior thereto, Chief Executive Officer and President of the Bank.

President and Chief Executive Officer of the Company and Bank since January 2013; prior thereto, President of the
Company and Chief Executive Officer of the Bank since January 2012; prior thereto, Executive Vice President of the
Company from June 2010 to December 2011; prior thereto, Senior Vice President of the Company from July 2008 to May
2010; President of the Bank since June 2010; prior thereto, Executive Vice President of the Bank, as well as President of
Trust and Financial Servicesfrom July 2008 to May 2010; prior thereto, Executive Vice President and Chief Operating
Officer of the Bank from November 2005 to June 2007.

Senior Vice President, Chief Financial Officer, Treasurer and Secretary of the Company since April 2009; Executive Vice
President, Chief Financial Officer, and Cashier of the Bank since April 2009; prior thereto, President and Chief Financial
Officer of Community Bankshares Inc. and Chief Financia Officer of Community Resource Bank, NA from 1992 until the
sale of the company in 2008.

Effective January 1, 2015, Charles H. Mgjors was appointed Chairman of the Board of the Company and the Bank and is no longer an employee of the Bank.

Effective January 1, 2015, William W. Traynham was appointed Executive Vice President of the Company.
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ITEM 1A —RISK FACTORS
Risks Related to the Company's Business
The Company's businessis subject to interest raterisk, and variationsin interest rates may negatively affect financial performance.

Changes in the interest rate environment may reduce the Company's profits. It isexpected that the Company will continue to realize income from the spread between the interest
earned on loans, securities, and other interest earning assets, and interest paid on deposits, borrowings and other interest bearing liabilities. Net interest spreads are affected by the
difference between the maturities and repricing characteristics of interest earning assets and interest bearing liabilities. In addition, loan volume and yields are affected by market
interest rates on loans, and the current interest rate environment encourages extreme competition for new loan originations from qualified borrowers. Management cannot ensure that it
can minimize the Company'sinterest rate risk. While an eventual increasein the general level of interest rates may increase the loan yield and the net interest margin, it may adversely
affect the ability of certain borrowers with variable rate loans to pay the interest and principal of their obligations. Accordingly, changesin levels of market interest rates could
materially and adversely affect the net interest spread, asset quality, loan origination volume, and overall profitability of the Company.

The Company faces strong competition from financial services companies and other companies that offer banking and other financial services, which could negatively affect the
Company's business.

The Company encounters substantial competition from other financial institutionsin its market area. Ultimately, the Company may not be able to compete successfully against
current and future competitors. Many competitors offer the same banking services that the Company offers. These competitorsinclude national, regional, and community banks. The
Company also faces competition from many other types of financial institutions, including savings banks, finance companies, mutual and money market fund providers, brokerage firms,
insurance companies, credit unions, financial subsidiaries of certain industrial corporations, and mortgage companies. In particular, competitors include several major financial
companies whose greater resources may afford them a marketplace advantage by enabling them to maintain numerous banking locations and ATMs and conduct extensive promotional
and advertising campaigns. I ncreased competition may result in reduced business for the Company.

Additionally, banks and other financial institutions with larger capitalization and financial intermediaries not subject to bank regulatory restrictions have larger lending limitsand are
thereby able to serve the credit needs of larger customers. Areas of competition include interest rates for loans and deposits, efforts to obtain loans and deposits, and range and quality
of products and services provided, including new technol ogy-driven products and services. Technological innovation continues to contribute to greater competition in domestic and
international financial services markets as technological advances enable more companies to provide financial services. If the Company is unable to attract and retain banking
customers, it may be unable to continue to grow loan and deposit portfolios and its results of operations and financial condition may be adversely affected.

Changesin economic conditions could materially and negatively affect the Company's business.

The Company's businessis directly impacted by economic, political, and market conditions, broad trends in industry and finance, legislative and regulatory changes, changesin
government monetary and fiscal policies, and inflation, all of which are beyond the Company's control. A deterioration in economic conditions, whether caused by global, national or
local events, especially within the Company's market area, could result in potentially negative material consequences such as the following, among others: loan delinquencies
increasing; problem assets and foreclosures increasing; demand for products and services decreasing; low cost or noninterest bearing deposits decreasing; and collateral for loans,
especially real estate, declining in value, in turn reducing customers' borrowing power, and reducing the value of assets and collateral associated with existing loans. Each of these
conseguences may have amaterial adverse effect on the Company's financial condition and results of operations.

Trust division income is amajor source of non-interest income for the Company. Trust and Investment Services fee revenue islargely dependent on the fair market value of assets
under management and on trading volumes in the brokerage business. General economic conditions and their subseguent effect on the securities markets tend to act in correlation.
When general economic conditions deteriorate, securities markets generally decline in value, and the Company's Trust and | nvestment Service revenues are negatively impacted as
asset values and trading volumes decrease.
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The Company's credit standards and its on-going credit assessment processes might not protect it from significant credit losses.

The Company takes credit risk by virtue of making loans and extending loan commitments and | etters of credit. The Company manages credit risk through a program of
underwriting standards, the review of certain credit decisions and an on-going process of assessment of the quality of the credit already extended. The Company's exposure to credit
risk is managed through the use of consistent underwriting standards that emphasize local lending while avoiding highly leveraged transactions as well as excessive industry and other
concentrations. The Company's credit administration function employs risk management techniques to help ensure that problem loans are promptly identified. While these procedures
are designed to provide the Company with the information needed to implement policy adjustments where necessary and to take appropriate corrective actions, and have proven to be
reasonably effective to date, there can be no assurance that such measures will be effectivein avoiding future undue credit risk.

The Company'sfocus on lending to small to mid-sized community-based businesses may increaseits credit risk.

Most of the Company's commercial business and commercial real estate |oans are made to small business or middle market customers. These businesses generally have fewer
financial resourcesin terms of capital or borrowing capacity than larger entities and have a heightened vulnerability to economic conditions. If general economic conditionsin the
market areasin which the Company operates negatively impact thisimportant customer sector, the Company's results of operations and financial condition may be adversely affected.
Moreover, aportion of these |oans have been made by the Company in recent years and the borrowers may not have experienced a complete business or economic cycle. The
deterioration of the borrowers' businesses may hinder their ability to repay their loans with the Company, which could have amaterial adverse effect on the Company's financial
condition and results of operations.

The Company depends on the accuracy and completeness of information about clients and counterparties, and itsfinancial condition could be adversely affected if it relies on
misleading information.

In deciding whether to extend credit or to enter into other transactions with clients and counterparties, the Company may rely on information furnished to it by or on behalf of
clients and counterparties, including financial statements and other financial information, which the Company does not independently verify. The Company also may rely on
representations of clients and counterparties as to the accuracy and compl eteness of that information and, with respect to financial statements, on reports of independent auditors. For
example, in deciding whether to extend credit to clients, the Company may assume that a customer's audited financial statements conform with accounting principles generally accepted
in the United States ("GAAP") and present fairly, in all material respects, the financial condition, results of operations and cash flows of the customer. The Company's financial
condition and results of operations could be negatively impacted to the extent it relies on financial statements that do not comply with GAAP or are materially misleading.

The allowance for loan losses may not be adequate to cover actual losses.

In accordance with accounting principles generally accepted in the United States, an allowance for loan losses is maintained to provide for loan losses. The allowance for loan
losses may not be adequate to cover actual credit losses, and future provisions for credit losses could materially and adversely affect operating results. The allowance for loan lossesis
based on prior experience, as well as an evaluation of the risksin the current portfolio. The amount of future lossesis susceptible to changesin economic, operating, and other outside
forces and conditions, including changesin interest rates, all of which are beyond the Company's control; and these losses may exceed current estimates. Federal bank regulatory
agencies, as a part of their examination process, review the Company's loans and allowance for loan losses. While management believes that the allowance for loan losses is adequate
to cover current losses, it cannot make assurances that it will not further increase the allowance for 1oan losses or that regulators will not require it to increase this allowance. Either of
these occurrences could adversely affect earnings.

Nonperforming assets take significant time to resolve and adversely affect the Company'sresults of operationsand financial condition.

The Company's nonperforming assets adversely affect its net incomein various ways. The Company does not record interest income on nonaccrual loans, which adversely affects
itsincome and increases credit administration costs. When the Company receives collateral through foreclosures and similar proceedings, it isrequired to mark the related asset to the
then fair market value of the collateral less estimated selling costs, which may, and often does, result in aloss. Anincreasein thelevel of nonperforming assets also increases the
Company'srisk profile and may impact the capital levels regulators believe are appropriate in light of such risks. The Company utilizes various techniques such as workouts,
restructurings and loan sales to manage problem assets. Increasesin or negative adjustmentsin the value of these problem assets, the underlying collateral, or in the borrowers'
performance or financial condition, could adversely affect the Company's business, results of operations and financial condition. In addition, the resolution of nonperforming assets
requires significant commitments of time from management and staff, which can be detrimental to the performance of their other responsibilities, including generation of new loans.
There can be no assurance that the Company will avoid increases in nonperforming loansin the future.
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A downturn in thelocal real estate market could materially and negatively affect the Company's business.

The Company offersavariety of secured loans, including commercial lines of credit, commercial term loans, real estate, construction, home equity lines of credit, consumer and
other loans. Many of these loans are secured by real estate (both residential and commercial) located in the Company's market area. A downturn in the real estate market in the areasin
which the Company conducts its operations could negatively affect the Company's business because significant portions of itsloans are secured by real estate. At December 31, 2013,
the Company had approximately $841 million in loans, of which approximately $709 million (84.3%) were secured by real estate. The ability to recover on defaulted loans by selling the
real estate collateral could then be diminished and the Company would be more likely to suffer losses.

Substantially all of the Company'sreal property collateral islocated in its market area. If thereisadeclinein real estate values, especialy in the Company's market area, the
collateral for loans would deteriorate and provide significantly less security.

The Company relies upon independent appraisals to determine the value of thereal estate which secures a significant portion of itsloans, and the valuesindicated by such
appraisals may not berealizableif the Company isforced to foreclose upon such loans.

A significant portion of the Company's loan portfolio consists of |oans secured by real estate. The Company relies upon independent appraisers to estimate the val ue of such real
estate. Appraisalsare only estimates of value and the independent appraisers may make mistakes of fact or judgment which adversely affect the reliability of their appraisals. In
addition, events occurring after the initial appraisal may cause the value of the real estate to increase or decrease. Asaresult of any of these factors, the real estate securing some of
the Company's loans may be more or |ess valuable than anticipated at the time the loans were made. If adefault occurs on aloan secured by real estate that is less valuable than
originally estimated, the Company may not be able to recover the outstanding balance of the loan and will suffer aloss.

The Company is dependent on key personnel and the loss of one or more of those key personnel may materially and adversely affect the Company's operations and prospects.

The Company currently depends on the services of anumber of key management personnel. Theloss of key personnel could materially and adversely affect the results of
operations and financial condition. The Company's success also dependsin part on the ability to attract and retain additional qualified management personnel. Competition for such
personnel is strong and the Company may not be successful in attracting or retaining the personnel it requires.

Theinability of the Company to successfully manage its growth or implement its growth strategy may adver sely affect the Company's results of operations and financial condition.

The Company may not be able to successfully implement its growth strategy if it is unable to identify attractive markets, locations or opportunities to expand in the future. In
addition, the ability to manage growth successfully depends on whether the Company can maintain adequate capital levels, cost controls and asset quality, and successfully integrate
any businesses acquired into the Company.

Asthe Company continues to implement its growth strategy by opening new branches or acquiring branches or banks, it expects to incur increased personnel, occupancy and
other operating expenses. In the case of new branches, the Company must absorb those higher expenses while it begins to generate new deposits; thereis also further time lag
involved in redeploying new depositsinto attractively priced loans and other higher yielding earning assets. The Company's plans to expand could depress earningsin the short run,
evenif it efficiently executes a branching strategy leading to long-term financial benefits.

Difficultiesin combining the operations of acquired entities with the Company's own operations may prevent the Company from achieving the expected benefits from acquisitions.

The Company may not be able to achieve fully the strategic objectives and operating efficiencies expected in an acquisition, including the Company's recent acquisition of
MainStreet. Inherent uncertainties exist in integrating the operations of an acquired entity. In addition, the markets and industries in which the Company and its potential acquisition
targets operate are highly competitive. The Company may lose customers or the customers of acquired entities as aresult of an acquisition; the Company may lose key personnel,
either from the acquired entity or from itself; and the Company may not be able to control the incremental increase in noninterest expense arising from an acquisition in amanner that
improvesits overall operating efficiencies. These factors could contribute to the Company's not achieving the expected benefits from its acquisitions within desired time frames, if at
all. Future business acquisitions could be material to the Company and it may issue additional shares of common stock to pay for those acquisitions, which would dilute current
shareholders ownership interests. Acquisitions also could require the Company to use substantial cash or other liquid assets or to incur debt; the Company could therefore become
more susceptible to economic downturns and competitive pressures.
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The Company is subject to extensive regulation which could adversely affect its business.

The Company's operations as a publicly traded corporation, a bank holding company, and an insured depository institution are subject to extensive regulation by federal, state, and
local governmental authorities and are subject to various laws and judicial and administrative decisions imposing requirements and restrictions on part or all of the Company's
operations. Because the Company's businessis highly regulated, the laws, rules, and regulations applicable to it are subject to frequent and sometimes extensive change. Such changes
could include higher capital requirements, increased insurance premiums, increased compliance costs, reductions of non-interest income and limitations on services that can be
provided. Actions by regulatory agencies or significant litigation against the Company could cause it to devote significant time and resources to defend itself and may lead to liability
or penaltiesthat materially affect the Company and its shareholders. Any future changesin the laws, rules or regulations applicable to the Company may negatively affect the
Company's business and results of operations.

The Dodd-Frank Act substantially changes the regulation of the financial servicesindustry and it could have a material adverse effect upon the Company.

The Dodd-Frank Act provides wide-ranging changesin the way banks and financial services firms generally are regulated and affects the way the Company and its customers and
counterparties do business with each other. Among other things, it requiresincreased capital and regulatory oversight for banks and their holding companies, changes the deposit
insurance assessment system, changes responsibilities among regulators, establishes the new Consumer Financial Protection Bureau, and makes various changes in the securities laws
and corporate governance that affect public companies, including the Company. The Dodd-Frank Act also requires numerous studies and regulations related to itsimplementation.

The Company is continually evaluating the effects of the Dodd-Frank Act, together with implementing the regulations that have been proposed and adopted. The ultimate effects of the
Dodd-Frank Act and the resulting rulemaking cannot be predicted at thistime, but it hasincreased the Company's operating and compliance costs in the short-term, and it could have a
material adverse effect on the Company's results of operation and financial condition.

Recently enacted capital standards may have an adverse effect on the Company's profitability, lending, and ability to pay dividends on the Company's securities.

In July 2013, the FRB released itsfinal rules which implement the Basel 111 regulatory capital reforms from the Basel Committee on Banking Supervision and certain changes required
by the Dodd-Frank Act. Under the final rules, minimum requirements for both the quality and quantity of capital held by banking organizations have increased. Consistent with the
international Basel framework, the rule includes a new minimum ratio of common equity Tier 1 capital to risk-weighted assets of 4.5% and acommon equity Tier 1 capital conservation
buffer of 2.5% of risk-weighted assets that appliesto all supervised financial institutions. The rule also, among other things, raised the minimum ratio of Tier 1 capital to risk-weighted
assets from 4% to 6% and included a minimum leverage ratio of 4% for all banking organizations. The new rules became effective January 1, 2015. The potential impact of the new capital
rulesincludes, but is not limited to, reduced lending and negative pressure on profitability and return on equity due to the higher capital requirements. To the extent the Company is
required to increase capital in the future to comply with the new capital rules, its ability to pay dividends on its securities may be reduced.

New regulationsissued by the Consumer Financial Protection Bureau could adversely the Company's earnings.

The CFPB has broad rulemaking authority to administer and carry out the provisions of the Dodd-Frank Act with respect to financial institutions that offer covered financial
products and services to consumers. Pursuant to the Dodd-Frank Act, the CFPB issued afinal rule effective January 10, 2014, requiring mortgage lenders to make a reasonable and