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On behalf of the Board of Direcrors, Advisory Boards and your dedicared
team of First Capital Bank associates, we would like to present Firse Capital
Bancorp, Inc.’s 2008 Annual Report. This was an unprecedented year for our
industry and one in which your company's primary focus was maintaining the

strength of its balance sheet and capital position for the future.

For theyear ended December 31, 2008, First Capital Bancorp, Inc. reported net
income of $170 Thousand or 6 cents per share, ascompared to $1.7 Million or 72
cents per share, for the year ended December 31, 2007. This was due primarily
to a significant increase in the allowance for loan losses. The provision tor
loan loss was $2.9 Million for the year ended December 31, 2008 compared to
$676 Thousand for the year ended Decemnber 31, 2007. This resulted in a year
end loan loss provision of $5.1 Million. In addition, the Prime Rate dropped
400 basis points in 2008 and wiggered significant reductions in net interest
margins that our company is aggressively responding to through offserting

reductions in funding costs.

The deterioration in the national economy has taken its toll in our market,
particularly the local real estate market, which in tun took an increasing
toll on our real estate loan portfolio. This has resulted in higher, but man-
ageable, levels of non performing assets resulting in increasing provision
for loan losses.

While vear to date net loans charge-off total $353 Thousand or .09% of
the loan portfolio, we continue to be concerned with the state of the local
economy and the pressure it puts on our customer base, therefore we believe
this level of loan loss reserves is prudent in light of the times.

Total assets grew by $79.7 Million over the same period last year to $431.6
Million, an increase of 22.7%. Net loans grew $73.2 Million o $367.4
Million, an increase of 24.9% over the previous year. Deposits grew to $334.3
Million, an increase of 31.0% over the previous year. The Company continues
to operate in an active marketplace and has been successful in improving it
market share, enjoying double-digit growth each year since its inception in
1998, The growth over the past several years confirms the Company’s ability
ro efficienty utilize its plattorm while expanding our banking franchise.

Net interest income after provision for loan losses for the year endec
December 31, 2008, increased to $11.0 Million, an increase of 12.8% over
2007 results. This increase was due to sound loan growth in an environment
where the industry as a whole was batting a third year of significant interest
margin compression. Non-interest expense increased 17.9% in 2008 primarily
due to growth of the Bank franchise, including the opening of a new branch
office in Bon Air this past summer and our new branch at WestMark, which
replaced our original Broad Street branch. In addition, this was the Bank’s first
full year of a branch operation at The James Center in Richmond’s downtown
financial district. Tn 2007, the Company was successtul in attracting two top
perfom‘;ing bankers to join its senior management team — Richard McNeil,
heading up the Private Client Group, and Del Ward, leading the Business
Banking Group. First Capital Bank continues to differentiate irself within the
marketplace by housing commercial lenders throughout our branch franchise,
and is acrively seeking to expand its presence in markets served by its Privare
Client Group.

First Capital Bancorp, Inc. stock closed at $6.43 per share at year-end, as com-
pared to $11.55 per share a year earlier. The Company’s stock performance was
unfortunately characteristic of that of the financial services industry in response

to the sub-prime mortgage crisis. However, First Capital Bankcorp, Inc. does

not have any sub-prime mortgage
loans or investments on its balance
sheet. The Company remains “well
capitalized” by regulatory standards
and had a very successful capital
offering in 2007 o support con-
rinued asser and earnings growth.
As a result, First Capital Bancorp,
Inc. is very well poised to continue to grow our franchise, remain focused on
earnings growth and capitalize efficiencies within our pladform in a market
that will nacurally drive an element of “internalization” as companies adjust w0
a declining real estate market, resulting asset quality concerns and compressed
interest rate margins.

In QOcrober of this year, John Presley joined our team as Managing Director
and CEO of First Capital Bancorp. John was previously the president and
CEO of First Marketr Bank here in Richmond as well as the Chief Financial
Officer ar National Commerce Financial and Marshall & llsley Corporation.
We believe that John's experience with larger organizations and the Richmond
community will be beneficial as he partners with Bob Watts, President and
CEOQ of First Capital Bank to lead our company into the furure.

In summary, 2008 was a challenging year for First Capital Bancorp, Inc. and
the industry. However, in light of those challenges the company experienced
significant growth. Asset quality remained sound considering the current
environment. Qur assoctates continue to have high morale and the company
enjoys an employee trnover ratio that is well below industry standards. We
opened another highly visible branch, broadened our senior management
team, and maintained strong capital levels to support dealing with this envi-
ronment and potential growth of the company. While the banking industry
as a whole dealt with the changing dynamics of the real estare market and
significant compression in net interest margin, Firse Capiral Bancorp, Inc. was
fortunate to report positive net income in 2008.

We hope that you concur that the company’s performance in 2008 was a
reflection of the current economic conditions and that the company is well
positioned for the future. Your First Capital Bancorp, Inc. wam is highly
commitred to continued success and is focused on further promoting the com-
pany’s franchise while driving shareholder value. We'll continue to strategically
open new offices in Central Virginia (including a Mechanicsville branch in
the fall of 2009), remain true to our commitment to strong asset quality, con-
stantly seek new business opportunities and strive to deliver a superior banking
experience within the communities we serve. As always, we remain steadfast
to the one simple principle that drives the company’s financial decisions,

customer service, shareholder value and employee relations . . .

... people matter!

Grant S, C
Chairman

Bob Watts
Presicent

First Capital Bancorp
President and CEO
First Capital Bank

John Presley
CEO

First Capital Bancorp



First Capital Bancorp Selected Historical Financial Information

2008 2007 2006

(in thousands, except per share amounts)
Income Statement Data

Interest income $24,044 $20,356 $15,263
Interest expense 12,996 10,563 7,691
Net interest income 11,048 9,793 7,572
Provision for loan losses 2,924 676 404
Net interest income after provision for loan losses 8,124 9,117 7,168
Noninterest income 744 809 465
Noninterest expense 8,560 7,259 5,261
Income before income taxes 308 2,667 2,372
Income tax expense 138 925 801
Net income $170 $1,742 $1,571
Per Share Data’
Basic earnings per share $0.06 $0.72 $0.87
Diluted earnings per share 0.06 0.71 0.83
Book value per share 11.92 11.73 8.72
Balance Sheet Data
Assets $431,553 $351,867 $257,241
Gross loans, net of unearned income 367,440 296,723 201,585
Deposits 334,300 255,108 194,302
Shareholders’ equity 35,420 34,859 15,659
Average shares outstanding, basic 2,971 2,414 1,796
Average shares outstanding, diluted 2,984 2,469 1,889

Selected Performance Ratios

Return on average assets 0.04% 0.61% 0.69%
Return on average equity 0.49 6.80 10.74
Efficiency ratio 72.60 68.47 65.46
Net interest margin 2.89 3.54 3.41
Equity to assets 8.21 9.91 6.09
Tier 1 risk-based capital ratio 10.62 12.98 10.39
Total risk-based capital ratio 4 12.41 14.44 12.28
Leverage ratio 9.62 12.50 8.80
Asset Quality Ratios
Non-performing loans to period-end loans 1.18% 0.02% 0.06%
Non-performing assets to total assets 1.52 0.01 0.05
Net loan charge-offs (recoveries) to average loans 0.10 0.01 0.02

Allowance for loan losses to loans
outstanding at end of period 1.36 0.84 091

"All per share data has been restated to reflect a three for two stock split on December 28, 2005.






The Team at First Capital

We are proud of the excellent service we offer to each and every person who comes through our doors. Listed
below are the First Capital Bank team members who make that sevvice possible and deliver it with enthusiastic

professionalism every day.

Beth Adam, Branch Manager

Carol Adkins, Assistant Branch Manager

Barry Almond, SVP/Sr. Retail Banking Leader
Luci Armistead-Jones, Loan Operations Specialist
Rochelle Bauserman, Vault Teller

Diane Bell, Teller

Bill Bien, SVP/Sr. Lending Officer

Suzi Breen, Teller

Carol Brickey, AVP/Human Resources Director
Lindsay Brown, Customer Service Rep./Float Team
Karen Caruthers, Vault Teller

Barbara Caspero, Portfolio Manager

Dennis Coward, Courier

Patty Cuccia, SVP/Operations

Kimbetley Davis, Sr. Real Estate Loan Administrator
Cris Dudding, Operations Wire Assistant

Melissia Eck, Branch Manager

Sara Everett, Vault Teller

Donna Everhart, 7eller

Lisa Farwell, AVP/Branch Manager

Don Garber, Consultant

Ashley Guyton, Teller

Desiree Harlow, Assistant Branch Manager
Citirah Harris, Loan Support Specialist

Nicky Harris, AVP/Loan Underwriting Sup. Specialist
Kyle Hendricks, VP/Commercial Lending Officer
Margaret Hernandez, AVP/Private Banker

Brad Hildebrandt, EVP/Sr. Credit Officer

Christy Horton, Mortgage Loan Processor

Synda Humphreys, Customer Service Rep.

Marie Kennison, Teller

Jackie King, Customer Service Rep./Float Team
Danielle Knightly, Assistant Branch Manager
Brian Lange, AVP/Branch Manager

Steve Lewis, VP/Director of IT

Melissa Lynch, Customer Service Rep./Floar Team
Kathy Martin, Assistant Branch Manager

Laura McCombs, VP/Commercial Lending Officer

Missy McGhee, Assistant Branch Manager
Richard McNeil, SVP/Private Client Group Leader
Jerry Meek, Courier

Michael Mercatante, AVP/Security & BSA Officer
Michelle Mickle, Loan Operations Specialist

Jo Ann Mills, Vault Teller

Anh Nguyen, Operations Specialist

Beth Nilles, VP/Lending Administration

Ashley Nuttle, Assistant Branch Manager

Beth O’Donnell, Branch Manager

Helen Osegueda, Customer Service Rep./Float Team
Jamie Palmore, Operations Posting Clerk

Karen Plummer, Branch Manager

John Presley, Managing Director & CEO

Shelley Putney, Treasury Mgmt. & Dep. Serv. Officer
Will Ranson, SVP/Chief Financial Officer

Stacy Ray, Senior Loan Support Specialist

Peggy Robbins, Float Team Manager

Datlene Rodriguez, Teller

Teresa Salvia, Real Estate Loan Administrator

Ray Santelli, FVP/Commercial Lending Officer
Terri Santora, Retail Banking Center Liaison

Jeane Schall, Sr. Management Assistant/Receptionist
Jessica Scimone, Assistant Branch Manager

Jim Sedlar, SVP/ASGD and Construction Lending
Nikki Shibley, Teller

Suzanne Shulman, Vault Teller

Ashley Smith, Loan Underwriting Sup. Specialist
Trudy Smith, Loan Support Specialist

Daily Stern, Loan Review Specialist

Zenola Studwood, Teller

Ann Terry, Teller

Marnie Triscari, Branch Manager

Kate Wagner, SVP/Chief Operating Officer
Monica Walsh, Mortgage Team Leader

Del Ward, SVP/Business Banking Team Leader
Kendra Washman, Portfolio Manager

Bob Watts, CEOQ/President

Heather Wilson, Vault Teller
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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ANNUAL REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2008
Commission file number 001-33543
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Virginia 11-3782033
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Glen Allen, Virginia 23060
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Securities registered under Section 12(b) of the Exchange Act:
None

Securities registered under Section 12(g) of the Act:

Common Stock, $4.00 par value
(Title of Class)

Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during the past 12
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requirements for the past 90 days [x] Yes | ] No

Check if no disclosure of delinquent filers in response to Item 465 of Regulation S-B is contained in this form, and no disclosure

will be contained, to the best of registrant’s knowledge, in-definitive proxy of information statements incorporated by reference in
Part Il of this Form 10-K or any amendment to this Form 10-K [ x |

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
[ JYes[x]No

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

reporting company. See the definition of “large accelerated filer,” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated.filer [ ] Smaller reporting company [x]

State the aggregate market value of the voting stock held by non-affiliates computed by reference to the price at which the stock
was sold, or the average bid and asked prices of such stock, as of a specified date within the past 60 days. The aggregate market

value of the voting stock held by non-affiliates computed based on a sale price of $6.00 for the Bank’s common stock on March 27,
2009 is approximately $14,533,000.
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PARTI
Company

First Capital Bancorp, Inc. is a bank holding company headquartered in Glen Allen, Virginia. We
conduct our primary operations through our wholly-owned subsidiary, First Capital Bank, which opened
for business in 1998.

We emphasize personalized service, access to decision makers and a quick turn around time on
lending decisions. Our slogan is “Where People Matter.” We have a management team, officers and
other employees with extensive experience in our primary market which is the Richmond, Virginia
metropolitan area. We strive to develop personal, knowledgeable relationships with our customers, while
at the same time offering products comparable to those offered by larger banks in our market area.

First Capital Bank operates seven full service branch offices (alternatively referred to herein as
“branches” and “offices”), throughout the greater Richmond metropolitan area. Our bank engages in a
general commercial banking business, with a particular focus on the needs of small and medium-sized
businesses and their owners and key employees and the professional community.

We continued to experience growth in assets during 2008. As of December 31, 2008, we had
assets of $31.6 million, a $79.7 million, or 22.7%, increase from December 31, 2007. The severe
economic conditions in the real estate market in 2008 significantly affected our profitability as we made
significant additions to our allowance for loan losses during the year. For 2008, our net income was $170
thousand compared to net income for 2007 of $1.7 million. Our earnings per diluted share for 2008 were
$0.06 compared to $0.71 and $0.83 for 2007 and 2006, respectively. The continued deterioration of the
real estate market, unemployment and the difficulties of the financial sector will continue to adversely
affect our profitability.

CAUTION ABOUT FORWARD-LOOKING STATEMENTS

Certain information contained in this Report on Form 10-K may include “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended. These forward-looking statements are
generally identified by phrases such as “we expect,” “we believe” or words of similar import.

Such forward-looking statements involve known and unknown risks including, but not limited to,
the following factors:

* the ability to successfully manage our growth or implement our growth strategies if we
are unable to identify attractive markets, locations or opportunities to expand in the
future;

* our ability to continue to attract low cost core deposits to fund asset growth;

* changes in interest rates and interest rate policies and the successful management of
interest rate risk;

* maintaining cost controls and asset quality as we open or acquire new locations;

* maintaning capital levels adequate to support our growth and operations;

* changes in general economic and business conditions in our market area;



* reliance on our management team, including our ability to attract and retain key
personnel;

¢ risks inherent in making loans such as repayment risks and fluctuating collateral values;

* competition with other banks and financial institutions, and companies outside of the
banking industry, including those companies that have substantially greater access to
capital and other resources;

¢ demand, development and acceptance of new products and services;

problems with technology utilized by us;

changing trends in customer profiles and behavior;

changes in banking and other laws and regulations applicable to us; and

other factors described in “Risk Factors” above.

Although we believe that our expectations with respect to the forward-looking statements are
based upon reliable assumptions within the bounds of our knowledge of our business and operations,
there can be no assurance that our actual results, performance or achievements will not differ materially
from any future results, performance or achievements expressed or implied by such forward-looking
statements.

ITEM 1. BUSINESS
General

First Capital Bancorp, Inc. is a bank holding company that was incorporated under Virginia law
in 2006. Pursuant to a statutory share exchange that was effective on September 8, 2006, we became a
bank holding company. We conduct our primary operations through our wholly owned subsidiary, First
Capital Bank, which is chartered under Virginia law. We have one other wholly owned subsidiary,
FCRV Statutory Trust 1, which is a Delaware Business Trust that we formed in connection with the
issuance of trust preferred debt in September, 2006.

Our principal executive offices are located at 4222 Cox Road, Suite 200, Glen Allen, Virginia
23060, and our telephone number is (804) 273-1160. We maintain a website at www.Icapitalbank.com.

First Capital Bank, a Virginia banking corporation headquartered in Glen Allen, Virginia, was
incorporated under the laws of the Commonwealth of Virginia as a state-chartered bank in 1997. The
bank is a member of the Federal Reserve System and began banking operations in late 1998. The bank is
a community oriented financial institution that offers a full range of banking and related financial services
to small and medium-sized businesses, professionals and individuals located in its market area. This
market area consists of the Richmond, Virginia metropolitan area, with a current emphasis on western
Henrico County, Chesterfield County, the City of Richmond, the Town of Ashland, and the surrounding
vicinity. The bank’s goal is to provide its customers with high quality, responsive and technologically
advanced banking services. In addition, the bank strives to develop personal, knowledgeable
relationships with its customers, while at the same time it offers products comparable to those offered by
larger banks in its market area. We believe that the marketing of customized banking services has
enabled the bank to establish a niche in the financial services marketplace in the Richmond metropolitan
area.

The bank currently conducts business from its executive offices and seven branch locations. See
“Item 2 — Description of Property”.



Products and Services

We offer a full range of deposit services that are typically available in most banks including
checking accounts, NOW accounts, savings accounts and other time deposits of various types, ranging
from daily money market accounts to longer-term certificates of deposit. The transaction accounts and
time certificates are tailored to our market area at rates competitive to those offered in the area. In
addition, we offer certain retirement account services, such as Individual Retirement Accounts (IRAs).

We also offer a full range of short-to-medium term commercial and consumer loans. Commercial
loans include both secured and unsecured loans for working capital (including inventory and receivables),
business expansion (including acquisition of real estate and improvements) and purchase of equipment
and machinery. Consumer loans include secured (and unsecured loans) for financing automobiles, home
improvements, education and personal investments. Additionally, we originate fixed and floating-rate
mortgage and real estate construction and acquisition loans.

Other services we offer include safe deposit boxes, certain cash management services, traveler’s
checks, direct deposit of payroll and social security checks and automatic drafts for various accounts,
selected on-line banking services and a small and medium-sized businesses courier service. We also have
become associated with a shared network of automated teller machines (ATMs) that may be used by our
customers throughout Virginia and other states located in the Mid-Atlantic region.

Our Market Area

Our primary market is the Richmond, Virginia metropolitan area, which includes Chesterfield
County, Henrico County, Hanover County, the Town of Ashland and the City of Richmond. Richmond is
the capital of Virginia. All of our branches are located in the Richmond metropolitan area. The
Richmond metropolitan area is the third-largest metropolitan area in Virginia and is one of the state’s top
growth markets based on population and median household income.

Our market area has been subject to large scale consolidation of local banks, primarily by larger,
out-of-state financial institutions. We believe that there is a large customer base in our market area that
prefers doing business with a local institution. We seek to fill this banking need by offering timely
personalized service, while making it more convenient by continuing to build our branch network
throughout the Richmond metropolitan area where our customers live and work. To that end, in 2002, we
initiated a branching strategy to better ensure that our branch network covers more of the markets in
which our customers live and conduct business. We have made significant investments in our
infrastructure and believe our current operating platform is sufficient to support a substantially larger
banking institution without incurring meaningful additional expenses.

Employees

As of March 25, 2009, we had a total of 77 full time equivalent employees. We consider
relations with our employees to be excellent. Our employees are not represented by a collective
bargaining unit.

Economy

The current economic recession, which economists suggest began in late 2007, became a major
recognizable force in the late summer or early fall of 2008 in the United States and locally. Since then,



the stock markets have dropped sharply, foreclosures have increased dramatically, unemployment has
risen significantly, the capital and liquidity of financial institutions have been severely challenged and
credit markets have been greatly reduced. In the U.S,, the government has provided support for financial
institutions in order to strengthen capital, increase liquidity and ease the credit markets.

Competition

We compete as a financil intermediary with other commercial banks, savings and loan
associations, credit unions, mortgage banking firms, consumer finance companies, securities brokerage
firms, insurance companies, money market mutual funds and other financial institutions operating in the
Richmond metropolitan area and elsewhere. Many of our non-bank competitors are not subject to the
same extensive federal regulations that govern federally-insured banks and state regulations governing
state chartered banks. As a result, such non-bank competitors may have certain advantages over us in
providing certain services.

Our primary market area is a highly competitive, highly branched banking market. Competition
in the market area for loans to small and medium-sized businesses and professionals is intense, and
pricing is important. Many of our competitors have substantially greater resources and lending limits than
us and offer certain services, such as extensive and established branch networks, that we are not currently
providing. Moreover, larger institutions operating in the Richmond metropolitan area have access to
borrowed funds at lower cost than the funds that are presently available to us. Deposit competition
among institutions in the market area also is strong. Competition for depositors’ funds comes from U.S.
Government securities, private issuers of debt obligations and suppliers of other investment alternatives
for depositors, among other sources.

Governmental Monetary Policies

Our earnings and growth are affected ot only by general economic conditions, but also by the
monetary policies of various governmental regulatory authorities, particularly the Federal Reserve Bank
(“FRB”). The FRB implements national monetary policy by its open market operations in United States
Government securities, control of the discount rate and establishment of reserve requirements against both
member and nonmember financial institutions’ deposits. These actions have a significant effect on the
overall growth and distribution of loans, investments and deposits, as well as the rates earned on loans, or
paid on deposits.

Our management is unable to predict the effect of possible changes in monetary policies upon our
future operating results.

Lending Activities
Credit Policies

The principal risk associated with each of the categories of loans in our portfolio is the
creditworthiness of our borrowers. Within each category, such risk is increased or decreased, depending
on various factors. The risks associated with real estate mortgage loans, commercial loans and consumer
loans vary based on employment levels, consumer confidence, fluctuations in the value of real estate and
other conditions that affect the ability of borrowers to repay indebtedness. The risk associated with real
estate construction loans varies based on the supply and demand for the type of real estate under
construction. In an effort to manage these risks, we have loan amount approval limits for individual loan
officers based on their position and level of experience.



We have written policies and procedures to help manage credit risk. We use a loan review
process that includes a portfolio management strategy, guidelines for underwriting standards and risk
assessment, procedures for ongoing identification and management of credit deterioration, and annual
independent third party portfolio reviews to establish loss exposure and to monitor compliance with
policies. Our loan approval process includes our Management Loan Committee, the Loan Committee of
the Board of Directors and, for larger loans, the Board of Directors. Our Senior Credit Officer is
responsible for reporting to the Directors monthly on the activities of the Management Loan Committee
and on the status of various delinquent and non-performing loans. The Loan Committee of the Board of
Directors also reviews lending policies proposed by management. Our Board of Directors establishes our
total lending limit and approves proposed lending policies approved by the Loan Committee of the Board.

Loan Originations

Real estate loan originations come primarily through direct solictations by our loan officers,
continued business from current customers, and through referrals. Construction loans are obtained by
solicitations of our construction loan officers and continued business from current customers.
Commercial real estate loan originations are obtained through broker referrals, direct solicitation by our
loan officers and continued business from current customers. We may also purchase loan participations
from other community banks in Virginia.

Our loan officers, as part of the application process, review all loan applications. Information is
obtained concerning the income, financial condition, employment and credit history of the applicant. If
commercial real estate is involved, information is also obtained concerning cash flow available for debt
service. Loan quality is analyzed based on our experience and credit underwriting guidelines. Real estate
collateral for loans in excess of $250 thousand are appraised by independent appraisers who have been
pre-approved by meeting the requirement of providing a current and valid license certification and based

on the lender’s experience with these appraisers. Evaluations for real estate collateral for loans Ess than
$250 thousand are made by the loan officer.

In the normal course of business, we make various commitments and incur certain contingent
liabilities that are disclosed but not reflected in our annual financial statements including commitments to
extend credit. At December 31, 2008, commitments to extend credit totaled $112.6 million.

Construction Lending

We make local construction and land acquisition and development loans. Residential houses and
commercial real estate under construction and the underlying land secure construction loans. At
December 31, 2008, construction, land acquisition and land development loans outstanding were $86.5
million, or 23.2% of total loans. These loans are concentrated in our local markets. The average life of a
construction loan is less than one year. Because the interest rate charged on these loans usually floats
with the market, these loans assist us in managing our interest rate risk. Construction lending entails
significant additional risks, compared to residential mortgage lending. Construction loans often involve
larger loan balances concentrated with single borrowers or groups of related borrowers. In addition, the
value of the building under construction is only estimable when the loan funds are disbursed. Thus, it is
more difficult to evaluate accurately the total loan funds required to complete a project and related loan-
to-value ratios. To mitigate the risks associated with construction lending, we generally limit loan
amounts to 80% of appraised value in addition to analyzing the creditworthiness of the borrowers. We
also obtain a first lien on the property as security for construction loans and typicaily require personal
guarantees from the borrower’s principal owners.



Commercial Business Loans

Commercial business loans generally have a higher degree of risk than loans secured by real
property but have higher yields. To manage these risks, we generally obtain appropriate collateral and
personal guarantees from the borrower’s principal owners and monitor the financial condition of its
business borrowers. Residential mortgage loans generally are made on the basis of the borrower’s ability
to make repayment from employment and other income and are secured by real estate whose value tends
to be readily ascertainable. In contrast, commercial business loans typically are made on the basis of the
borrower’s ability to make repayment from cash flow from its business and are secured by business
assets, such as commercial real estate, accounts receivable, equipment and inventory. As a result, the
availability of funds for the repayment of commercial business loans is substantially dependent on the
success of the business itself. Furthermore, the collateral for commercial business loans may depreciate
over time and generally cannot be appraised with as much precision-as residential real estate. We have a
loan review and monitoring process to regularly assess the repayment ability of commercial borrowers.
At December 31, 2008, commercial loans totaled $51.1 million, or 13.7% of the total loan portfolio.

Commercial Real Estate Lending

Commercial real estate loans are secured by various types of commercial real estate in our market
area including commercial buildings and offices, recreational facilities, small shopping centers, churches
and hotels. At December 31, 2008, commercial real estate loans totaled $106.8 million, or 28.7% of our
total loans. We may lend up to 80% of the secured property’s appraised value. Commercial real estate
lending entails significant additional risk, compared with residential mortgage lending. Commercial real
estate-loans typically involve larger loan balances concentrated with single borrowers or groups of related
borrowers. Additionally, the payment experience on loans secured by income producing properties is
typically dependent on the successful operation of a business or a real estate project and thus may be
subject, to a greater extent, to adverse conditions in the real estate market or in the economic
environment. Our commercial real estate loan underwriting criteria requires an examination of debt
service coverage ratios, the borrower’s creditworthiness and prior credit history and reputation, and we
typically require personal guarantees or endorsements of the borrowers’ principal owners. In addition, we
carefully evaluate the location of the security property.

Residential Real Estate Lending

Residential real estate loans at December 31, 2008, accounts for $122.6 million, or 32.9% of our
total loan portfolio. Residential first mortgage loans represent $68.9 million or 56.2% of total residential
real estate loans. Land loans represent $25.2 million or 20.6% of total residential real estate loans.
Multifamily and home equity loans represent $6.2 million and $15.4 million, respectively, and junior
liens account for $6.8 million of total residential real estate loans.

All residential mortgage loans originated by us contain a “due-on-sale” clause providing that we
may declare the unpaid principal balance due and payable upon sale or transfer of the mortgaged
premises. In connection with residential real estate loans, we require title insurance, hazard insurance and
if required, flood insurance. We do not require escrows for real estate taxes and insurance.

Consumer Lending

We offer various secured and unsecured consumer loans, including unsecured personal loans and
lines of credit, automobile loans, boat loans, deposit account loans, installment and demand loans and



credit cards. At December 31, 2008, we had consumer loans of $5.6 million or 1.5% of total loans. Such
loans are generally made to customers with whom we have a pre-existing relationship. We currently
originate all of our consumer loans in our market area.

Consumer loans may entail greater risk than residential mortgage loans, particularly in the case of
consumer loans that are unsecured, such as loans secured by rapidly depreciable assets such as
automobiles. Any repossessed collateral for a defaulted consumer loan may not provide an adequate
source of repayment as a result of the greater likelihood of damage, loss or depreciation. Due to the
relatively small amounts involved, any remaining deficiency often does not warrant further substantial
collection efforts against the borrower. In addition, consumer loan collections are dependent on the
borrower’s continuing financial stability, and thus are more likely to be adversely affected by job loss,
divorce, illness or personal bankruptcy.

The underwriting standards we employ to mitigate the risk for consumer loans include a
determination of the applicant’s payment history on other debts and an assessment of their ability to meet
existing obligations and payments on the proposed loan. The stability of the applicant’s monthly income
may be determined by verification of gross monthly income from primary employment and from any
verifiable secondary income. Although creditworthiness of the applicant is of primary consideration, the
underwriting process also includes an analysis of the value of the security in relation to the proposed loan
amount.

SUPERVISION AND REGULATION
General

As a bank holding company, we are subject to regulation under the Bank Holding Company Act
of 1956, as amended, and the examination and reporting requirements of the Board of Governors of the
FRB. As a statechartered commercial bank, First Capital Bank is subject to regulation, supervision and
examination by the Virginia State Corporation Commission’s Bureau of Financial Institutions (the
“BFI”). It is ako subject to regulation, supervision and examination by the FRB. Other federal and state
laws, including various consumer and compliance laws, govern the activities of the bank, the investments
that it makes and the aggregate amount of loans that it may grant to one borrower.

The following description summarizes the significant federal and state laws applicable to us and
our subsidiary. To the extent that statutory or regulatory provisions are described, the description is
qualified in its entirety by reference to that particular statutory or regulatory provision.

First Capital Bancorp, Inc.

Bank Holding Company Act. As a bank holding company, we are subject to regulation under
the Bank Holding Company Act of 1956, as amended (“BHC Act”), and we are registered as such with,
and are subject to examination by, the FRB. Pursuant to the BHC Act, we are subject to limitations on
the kinds of business in which we can engage directly or through subsidiaries. We are permitted to
manage or control banks. Generally, however, we are prohibited, with certain exceptions, from acquiring
direct or indirect ownership or control of more than five percent of any class of voting shares of an entity
engaged in non-banking activities, unless the FRB finds such activities to be “so closely related to
banking” as to be deemed “a proper incident thereto” within the meaning of the BHC Act. Activities at
the bank holding company level are limited to:

* banking, managing or controlling banks;
¢ furnishing services to or performing services for its subsidiaries; and

10



* engaging in other activities that the FRB has determined by regulation or order to be so
closely related to banking as to be a proper incident to these activities.

Bank acquisitions by bank holding companies are also regulated. A bank holding company may
not acquire more than five percent of the voting shares of another bank without prior approval of the
FRB. The BHC Act subjects bank holding companies to minimum capital requirements. Regulations and
policies of the FRB also require a bank holding company to serve as a source of financial and managerial
strength to its subsidiary banks. The FRB’s policy is that a bank holding company should stand ready to
use available resources for assisting a subsidiary bank. Under certain conditions, the FRB may conclude
that certain actions of a bank holding company, such as a payment of a cash dividend, would constitute an
unsafe and unsound banking practice. Some of the activities that the FRB has determined by regulation to
be proper incidents to the business of a bank holding company include making or servicing loans and
specific types of leases, performing specific data processing services and acting in some circumstances as
a fiduciary or investment or financial adviser. The only activity in which we are engaged is the operation
of First Capital Bank. We have no present intention to engage in any other permitted activities.
However, we may determine to engage in additional activities if it is deemed to be in our best interests.

With some limited exceptions, the BHC Act requires every bank holding company to obtain the
prior approval of the FRB before:

e acquiring substantially all the assets of any bank;

* acquiring direct or indirect ownership or control of any voting shares of any bank if after
such acquisition it would own or control more than 5% of the voting shares of such bank
(unless it already owns or controls the majority of such shares); or

¢ merging or consolidating with another bank holding company.

In addition, and subject to some exceptions, the BHC Act and the Change in Bank Control Act,
together with their regulations, require FRB approval prior to any person or company acquiring “control”
of a bank holding company. Control is conclusively presumed to exist if an individual or company
acquires 25% or more of any class of voting securities of the bank holding company. Control is
rebuttably presumed to exist if a person acquires 10% or more, but less than 25%, of any class of voting
securities and either has registered securities under Section 12 of the Securities Exchange Act of 1934 or
no other person owns a greater percentage of that class of voting securities immediately after the
transaction. The regulations provide a procedure for challenging this rebuttable control presumption.

Financial Holding Companies and Financial Activities. The Gramm-Leach-Bliley Act
established a comprehensive framework to permit affiliations among commercial banks, insurance
companies, securities firms, and other financial service providers by revising and expanding the BHC Act
framework to permit a holding company system to engage in a full range of financial activities through
qualification as a new entity known as a financial holding company. We have not determined whether to
become a financial holding company, but we may consider such a conversion in the future if it appears to
be in our best interest.

Dividends. No Virginia corporation may make any distribution to stockholders if, after giving it
effect, (i) the corporation would not be able to pay its existing and reasonably foreseeable debts, liabilities
and obligations, whether or not liquidated, matured, asserted or contingent, as they become due in the
usual course of business; or (ii) the corporation’s total assets would be less than the sum of its total
liabilities plus, the amount that would be needed if the corporation were to be dissolved at the time of the
distribution, to satisfy the preferential rights upon dissolution of stockholders whose preferential rights
are superior to those receiving the distribution.
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In a policy statement, the FRB has advised bank holding companies that it believes that payment
of cash dividends in excess of current earnings from operations is inappropriate and may be cause for
supervisory action. As a result of this policy, banks and their holding companies may find it difficult to
pay dividends out of retained earnings from historical periods prior to the most recent fiscal year or to
take advantage of earnings generated by extraordinary items such as sales of buildings or other large
assets in order to generate profits to enable payment of future dividends.

The primary source of funds for payment of dividends by us to our stockholders will be the
receipt of dividends and interest from First Capital Bank. Our ability to receive dividends from First
Capital Bank will be limited by applicable law. The power of the board of directors of an insured
depository institution to declare a cash dividend or other distribution with respect to capital is subject to
statutory and regulatory restrictions which limit the amount available for such distribution, depending
upon the earnings, financial condition and cash needs of the institution, as well as general business
conditions. Federal law prohibits insured depository institutions from making capital distributions,
including dividends, if after such transaction, the institution would be undercapitalized. A bank is
undercapitalized for this purpose if its leverage ratio, Tier 1 risk-based capital ratio and total risk-based
capital ratio are not at least 5%, 6% and 10%, respectively. See “Regulatory Capital Requirements”
below.

The FRB has authority to prohibit a bank holding company from engaging in practices which are
considered to be unsafe and unsound. Depending upon the financial condition of First Capital Bank and
upon other factors, the FRB could determine that the payment of dividends or other payments by us or
First Capital Bank might constitute an unsafe or unsound practice. Finally, any dividend that would cause
a bank to fall below required capital levels could also be prohibited.

Regulatory Capital Requirements. State banks and bank holding companies are required to
maintain a minimum risk capital ratio of 10% (at least 5% in the form of Tier 1 capital) of risk-weighted
assets and off-balance sheets items. Tier 1 capital consists of common equity, noncumulative perpetual
preferred stock and minority interest in the equity accounts of consolidated subsidiaries and excludes
goodwill. Tier 2 capital consists of cumulative perpetual preferred stock, limited-life preferred stock,
mandatory convertible securities, subordinated debt and (subject to a limit of 1.25% of risk-weighted
assets) general loan loss reserves. In calculating the relevant ratio, a bank’s assets and off-balance sheet
commitments are risk-weighted: thus, for example, most commercial loans are included at 100% of their
book value while assets considered less risky are included at a percentage of their book value (e.g., 20%
for interbank obligations and 0% for vault cash and U.S. treasury securities).

We are subject to leverage ratio guidelines as well. The leverage ratio guidelines require
maintenance of a minimum ratio of 3% Tier 1 capital to total assets for the most highly rated
organizations. Institutions that are less highly rated, anticipating significant growth or subject to other
significant risks will be required to maintain capital levels ranging from 1% to 2% above the 3%
minimum.

Recent federal regulation established five tiers of capital measurement ranging from “well
capitalized” to “critically undercapitalized.” Federal bank regulatory authorities are required to take
prompt corrective action with respect to inadequately capitalized banks. If a bank does not meet the
minimum capital requirement set by its regulators, the regulators are compelled to take certain actions,
which may include prohibition on payment of dividends to its holding company or requiring the adoption
of a capital restoration plan which must be guaranteed by the bank’s holding company.
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Cross-Institution Assessments. Any insured depository institution owned by us can be assessed
for losses incurred by the FDIC in connection with assistance provided to, or the failure of, any other
depository institution owned by us.

First Capital Bank

First Capital Bank is subject to various state and federal banking laws and regulations that impose
specific requirements or restrictions on and provide for general regulatory oversight with respect to
virtually all aspects of its operations. The following is a brief summary of the material provisions of
certain statutes, rules and regulations that affect First Capital Bank. This summary is qualified in its
entirety by reference to the particular statutory and regulatory provisions referred to below.

General. First Capital Bank is under the supervision of, and subject to regulation and
examination by, the BFI and FRB. As such, First Capital Bank is subject to various statutes and
regulations administered by these agencies that govern, among other things, required reserves,
investments, loans, lending limits, acquisitions of fixed assets, interest rates payable on deposits,
transactions among affiliates and First Capital Bank, the payment of dividends, mergers and
consolidations, and establishment of branch offices. As noted previously, First Capital Bank is a member
of the Federal Reserve System. As such, the FRB, as the primary federal regulator of First Capital Bank,
has the authority to impose penalties, initiate civil and administrative actions, and take other steps to
prevent First Capital Bank from engaging in unsafe and unsound practices.

Mergers and Acquisitions. Under federal law, previously existing restrictions on interstate bank
acquisitions were abolished effective September 29, 1995, and since such date bank holding companies
from any state have been able to acquire banks and bank holding companies located in any other state.
Effective June 1, 1997, the law allows banks to merge across state lines, subject to earlier “opt-in” or
“opt-out” action by individual states. The law also allows interstate branch acquisitions and de novo
branching if permitted by the “host state.” Effective July 1, 1995, Virginia adopted early “opt-in”
legislation which permits interstate bank mergers. Virginia law also permits interstate branch acquisitions
and de novo branching if reciprocal treatment is accorded Virginia banks in the state of the acquirer.

Although the above laws had the potential to have a significant impact on the banking industry, it
is not possible for our management to determine, with any degree of certainty, the impact such laws have
had on First Capital Bank.

Financial Services Legislation. On November 1, 1999, then President Clinton signed into law
the Gramm-Leach-Bliley Act of 1999 (the “GLB Act”). The GLB Act implemented fundamental changes
in the regulation of the financial services industry in the United States, further transforming the already
converging banking, insurance and securities industries by permitting further mergers and affiliations
which will combine commercial banks, insurers and securities firms under one holding company. Many
of these changes are discussed above.

The provisions of the GLB Act have had a significant impact on the banking industry in general.
However, it is not possible for us to determine, with any degree of certainty at this time, the impact that
such provisions have had on First Capital Bank and its operations.

Dividends. The amount of dividends payable by First Capital Bank depends upon its earnings
and capital position, and is limited by federal and state law, regulations and policy. In addition, Virginia
law imposes restrictions on the ability of all banks chartered under Virginia law to pay dividends. Under
such law, no dividend may be declared or paid that would impair a bank’s paid-in capital. Each of the
BFI and the FDIC have the general authority to limit dividends paid by First Capital Bank if such
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payments are deemed to constitute an unsafe and unsound practice. In particular, Section 38 of the
Federal Deposit Insurance Act (“FDIA”) would prohibit First Capital Bank from making a dividend if it
were “undercapitalized” or if such dividend would result in the institution becoming “undercapitalized.”

Under current supervisory practice, prior approval of the FRB is required if cash dividends
declared in any given year exceed the total of First Capital Bank’s net profits for such year, plus its
retained profits for the preceding two years. In addition, First Capital Bank may not pay a dividend in an
amount greater than its undivided profits then on hand after deducting current losses and bad debts.
Federal law further provides that no insured depository institution may make any capital distribution
(which would include a cash dividend) if, after making the distribution, the institution would not satisfy
one or more of its minimum capital requirements.

Insurance of Accounts, Assessments and Regulation by the FDIC

The deposits of the bank are insured by the FDIC up to the limits set forth under applicable law.
The deposits of First Capital Bank are subject to the deposit insurance assessments of the Deposit
Insurance Fund of the FDIC.

The FDIC recently amended its risk-based deposit assessment system for 2007 to implement
authority granted by the Federal Deposit Insurance Reform Act of 2005. Under the revised system,
insured institutions are assigned to one of four risk categories based on supervisory evaluations,
regulatory capital levels and certain other factors. An institution’s assessment rate depends upon the
category to which it is assigned. Risk Category I, which contains the least risky depository institutions, is
expected to include more than 90% of all institutions. Unlike the other categories, Risk Category I
contains further risk differentiation based on the FDIC’s analysis of financial ratios, examination
component ratings and other information. Assessment rates are determined by the FDIC and currently
range from five to seven basis points for the healthiest institutions (Risk Category I) to 43 basis points of
assessable deposits for the riskiest (Risk Category IV). The FDIC may adjust rates uniformly from one
quarter to the next, except that no single adjustment can exceed three basis points.

The FDIC is authorized to prohibit any insured institution from engaging in any activity that the
FDIC determines by regulation or order to pose a serious threat to the Deposit Insurance Fund. Also, the
FDIC may initiate enforcement actions against a bank, after first giving the institution’s primary
regulatory authority an opportunity to take such action. The FDIC may terminate the deposit insurance of
any depository institution if it determines, after a hearing, that the institution has engaged or is engaging
in unsafe or unsound practices, is in an unsafe or unsound condition to continue operations, or has
violated any applicable law, regulation, order or any condition imposed in writing by the FDIC. It also
may suspend deposit insurance temporarily during the hearing process for the permanent termination of
insurance, if the institution has no tangible capital. If deposit insurance is terminated, the deposits at the
institution at the time of termination, less subsequent withdrawals, shall continue to be insured for a
period from six months to two years, as determined by the FDIC. We are not aware of any existing
circumstances that could result in termination of any of First Capital Bank’s deposit insurance.

Capital Requirements. The various federal bank regulatory agencies, including the FRB, have
adopted risk-based capital requirements for assessing the capital adequacy of banks and bank holding
companies. Virginia chartered banks must also satisfy the capital requirements adopted by the BFI. The
federal capital standards define capital and establish minimum capital requirements in relation to assets
and off-balance sheet exposure, as adjusted for credit risk. The risk-based capital standards currently in
effect are designed to make regulatory capital requirements more sensitive to differences in risk profile
among bank holding companies and banks, to account for off-balance sheet exposure and to minimize
disincentives for holding liquid assets. Assets and off-balance sheet items are assigned to broad risk



categories, each with appropriate risk weights. The resulting capital ratios represent capital as a
percentage of total risk-weighted assets and off-balance sheet items.

The minimum requirement for the ratio of total capital to risk-weighted assets (including certain
off-balance sheet obligations, such as stand-by letters of credit) is 8%. At least half of the risk-based
capital must consist of common equity, retained earnings and qualifying perpetual preferred stock, less
deductions for goodwill and various other tangibles (“Tier 1 capital™). Tier 2 capital includes the hybrid
capital instruments and other debt securities, preferred stock and a limited amount of the general valuation
allowance for loan losses. The sum of Tier 1 capital and Tier 2 capital is “total risk-based capital.”

The FRB also has adopted regulations which supplement the risk-based guidelines to include a
minimum leverage ratio of Tier 1 capital to quarterly average assets (“Leverage Ratio™) of 3%. The FRB
has emphasized that the foregoing standards are supervisory minimums and that a banking organization
will be permitted to maintain such minimum levels of capital only if it receives the highest rating under
the regulatory rating system and the banking organization is not experiencing or anticipating significant
growth. All other banking organizations are required to maintain a Leverage Ratio of at least 4% to 5%
of Tier 1 capital. These rules further provide that banking organizations experiencing internal growth or
making acquisitions will be expected to maintain capital positions substantially above the minimum
supervisory levels and comparable to peer group averages, without significant reliance on ntangible
assets. The FRB continues to consider tangible Tier 1 Leverage Ratio as the ratio of a banking
organization’s Tier 1 capital, less deductions for intangibles otherwise includable in Tier 1 capital, to total
tangible assets.

The Federal Financial Institutions Examination Council establishes the guidelines which banks
follow in preparing their quarterly Reports of Condition and Income (“Call Report) which are filed with
their supervisory agency. The guidelines in most respects follow accounting principles generally
accepted in the United States (“GAAP”) in presenting the financial condition of each institution. An
exception exists in the manner that recognition of deferred tax asset balances are treated for the purpose
of calculating capital adequacy. In preparing the Call Report schedules dealing with regulatory capital, an
institution can recognize only that portion of its deferred tax asset balance which equates to projected
earnings for the ensuing 12 month period. Any amount in excess o that is disallowed when calculating
the institution’s capital ratios. All capital ratios reported by First Capital Bank following recognition of
its deferred tax asset balance at June 30, 2003, will be in accordance with the Regulatory Accounting
Princples (“RAP”) noted above. All other financial statements presented by the Bank, including all other
Call Report presentations, will be in accordance with GAAP.

Section 38 of the FDIA, as amended by the Federal Deposit Insurance Corporation Improvement
Act of 1991 (“FDICIA”), requires that the federal banking agencies establish five capital levels for
insured depository institutions — “well capitalized,” “adequately capitalized,” “undercapitalized,”
“significantly undercapitalized” and “critically undercapitalized” ~ and requires or permits such agencies
to take certain supervisory actions as an insured institution’s capital level falls.

As of December 31, 2008, we and First Capital Bank both exceeded all capital requirements
under all applicable regulations.

Safety and Soundness. The federal banking agencies have broad powers under current federal
law to take prompt corrective action to resolve problems of insured depository institutions. The extent of
these powers depends upon whether the institutions in question are “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized,” or “critically undercapitalized,” all such
terms are defined under uniform regulations defining such capital levels issued by each of the federal
banking agencies.
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On December 19, 1991, FDICIA was enacted into law. FDICIA requires each federal banking
regulatory agency to prescribe, by regulation or guideline, standards for all insured depository institutions
and depository institution plding companies relating to: (i) internal controls, information systems and
audit systems; (ii) loan documentation; (iii) credit underwriting; (iv) interest rate risk exposure; (v) asset
growth; (vi) compensation, fees and benefits; and (vii) such other operational and managerial standards as
the agency determines to be appropriate. On July 10, 1995, the federal banking agencies, including the
FRB, adopted final rules and proposed guidelines concerning standards for safety and soundness required
to be prescribed by regulation pursuant to Section 39 of the FDIA. In general, the standards relate to (1)
operational and managerial matters; (2) asset quality and earnings; and (3) compensation. The
operational and managerial standards cover (a) internal controls and information systems; (b) internal
audit systems; (c) loan documentation; (d) credit underwriting; () interest rate exposure; (f) asset growth;
and (g) compensation, fees and benefits.

Activities and Investments of Insured State-Chartered Banks. The activities and equity
investments of FDIC-insured, state-chartered banks are generally limited to those that are permissible for
national banks. Under regulations dealing with equity investments, an insured state bank generally may
not directly or indirectly acquire or retain any equity investment of a type, or in an amount, that is not
permissible for a national bank. An insured state bank is not prohibited from, among other things, (i)
acquiring or retaining a majority interest in a subsidiary; (ii) investing as a limited partner in a partnership
the sole purpose of which is direct or indirect investment in the acquisition, rehabilitation or new
construction of a qualified housing project, provided that such limited partnership investments may not
exceed 2% of the bank’s total assets; (iii) acquiring up to 10% of the voting stock of a company that
solely provides or reinsures directors’, trustees’ and officers’ liability insurance coverage or bankers’
blanket bond group insurance coverage for insured depository institutions; and (iv) acquiring or retaining
the voting shares of a depository institution if certain requirements are met. In addition, an insured state -
chartered bank may not, directly, or indirectly through a subsidiary, engage as “principal” in any activity
that is not permissible for a national bank unless the FDIC has determined that such activities would pose
no risk to the insurance fund of which it is a member and the bank is in compliance with applicable
regulatory capital requirements. Any insured state-chartered bank directly or indirectly engaged in any
activity that is not permitted for a national bank must cease the impermissible activity. The scope of
permissible activities available to FDIC-insured, state chartered banks may be expanded by the recently
enacted financial services legislation. See “Supervision and Regulation — First Capital Bank — Financial
Services Legislation.”

Regulatory Enforcement Authority. Applicable banking laws include substantial enforcement
powers available to federal banking regulators. This enforcement authority includes, among other things,
the ability to assess civil monetary penalties, to issue cease-and-desist or removal orders and to initiate
injunctive actions against banking organizations and institution-affiliated parties, as defined. In general,
these enforcement actions may be initiated for violations of laws and regulations and unsafe or unsound
practices. Other actions or inactions may provide the basis for enforcement action, inclu ding misleading
or untimely reports filed with regulatory authorities.

Monetary Policy

The commercial banking business is affected not only by general economic conditions but also by
the monetary policies of the FRB. The instruments of monetary policy employed by the FRB include
open market operations in United States government securities, changes in the discount rate on member
bank borrowing and changes in reserve requirements against deposits held by all federally insured banks.
The FRB’s monetary policies have had a significant effect on the operating results of commercial banks
in the past and are expected to continue to do so in the future. In view of changing conditions in the
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national and international economy and in the money markets, as well as the effect of actions by monetary
fiscal authorities, including the FRB, no prediction can be made as to possible future changes in interest
rates, deposit levels, loan demand or the business and earnings of the bank.

Federal Reserve System

In 1980, Congress enacted legislation that imposed reserve requirements on all depository
institutions that maintain transaction accounts or non-personal time deposits. NOW accounts, money
market deposit accounts and other types of accounts that permit payments or transfers to third parties fall
within the definition of transaction accounts and are subject to these reserve requirements, as are any non-
personal time deposits at an institution. For net transaction accounts in 2007, the first $7.8 million, the
same amount as in 2006, will be exempt from reserve requirements. A 3% reserve ratio will be assessed
on net transaction accounts over $7.8 million up to and including $40.5 million, also the same amount as
in 2006. A 10% reserve ratio will be applied above $40.5 million. These percentages are subject to
adjustment by the FRB. Because required reserves must be maintained in the form of vault cash or in a
non-interest-bearing account at, or on behalf of, a Federal Reserve Bank, the effect of the reserve
requirement is to reduce the amount of the institution’s interest-earning assets.

Transactions with Affiliates

Transactions between banks and their affiliates are governed by Sections 23A and 23B of the
Federal Reserve Act. An affiliate of a bank is any bank or entity that controls, is controlled by or is under
common control with such bank. Generally, Sections 23A and 23B:

e limit the extent to which the bank or its subsidiaries may engage in “covered
transactions” with any one affiliate to an amount equal to 10% of such institution’s
capital stock and surplus, and maintain an aggregate limit on all such transactions with
affiliates to an amount equal to 20% of such capital stock and surplus; and

¢ require that all such transactions be on terms substantially the same, or at least as
favorable, to the association or subsidiary as those provided to a nonaffiliate.

The term “covered transaction” includes the making of loans, purchase of assets, issuance of a
guarantee and other similar types of transactions.

Loans to Insiders

The Federal Reserve Act and related regulations impose specific restrictions on loans to directors,
executive officers and principal shareholders of banks. Under Section 22(h) of the Federal Reserve Act,
loans to a director, an executive officer and to a principal shareholder of a bank, and some affiliated
entities of any of the foregoing, may not exceed, together with all other outstanding loans to such person
and affiliated entities, the bank’s loan-to-one borrower limit. Loans in the aggregate to insiders and their
related interests as a class may not exceed two times the bank’s unimpaired capital and unimpaired
surplus until the bank’s total assets equal or exceed $100,000,000, at which time the aggregate is limited
to the bank’s unimpaired capital and unimpaired surplus. Section 22(h) also prohibits loans, above
amounts prescribed by the appropriate federal banking agency, to directors, executive officers and
principal shareholders of a bank or bank holding company, and their respective affiliates, unless such loan
is approved in advance by a majority of the board of directors of the bank with any “interested” director
not participating in the voting. The FDIC has prescribed the loan amount, which includes all other
outstanding loans to such person, as to which such prior board of director approval is required, as being
the greater of $25,000 or 5% of capital and surplus (up to $500,000). Section 22(h) requires that loans to
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directors, executive officers and principal shareholders be made on terms and underwriting standards
substantially the same as offered in comparable transactions to other persons.

Community Reinvestment Act

Under the Community Reinvestment Act and related regulations, depository institutions have an
affirmative obligation to assist in meeting the credit needs of their market areas, including low and
moderate-income areas, consistent with safe and sound banking practice. The Community Reinvestment
Act requires the adoption by each institution of a Communiy Reinvestment Act statement for each of its
market areas describing the depository institution’s efforts to assist in its community’s credit needs.
Depository institutions are periodically examined for compliance with the Community Reinvestment Act
and are assigned ratings in this regard. Banking regulators consider a depository institution’s Community
Reinvestment Act rating when reviewing applications to establish new branches, undertake new lines of
business, and/or acquire part or all of another depository institution. An unsatisfactory rating can
significantly delay or even prohibit regulatory approval of a proposed transaction by a bank holding
company or its depository institution subsidiaries.

The GLB Act and federal bank regulators have made various changes to the Community
Reinvestment Act. Among other changes, Community Reinvestment Act agreements with private parties
must be disclosed and annual reports must be made to a bank’s primary federal regulatory. A bank
holding company will not be permitted to become a financial holding company and no new activities
authorized under the GLB Act may be commenced by a holding company or by a bank financial
subsidiary if any of its bank subsidiaries received less than a “satisfactory” rating in its latest Community
Reinvestment Act examination. First Capital Bank received a “satisfactory” rating during its latest
examination.

Fair Lending; Consumer Laws

In addition to the Community Reinvestment Act, other federal and state laws regulate various
lending and consumer aspects of the banking business. Governmental agencies, including the Department
of Housing and Urban Development, the Federal Trade Commission and the Department of Justice, have
become concerned that prospective borrowers experience discrimination in their efforts to obtain loans
from depository and other lending institutions. These agencies have brought litigation against depository
institutions alleging discrimination against borrowers. Many of these suits have been settled, in some
cases for material sums, short of a full trial.

Recently, these governmental agencies have clarified what they consider to be lending
discrimination and have specified various factors that they will use to determine the existence of lending
discrimination under the Equal Credit Opportunity Act and the Fair Housing Act, including evidence that
a lender discriminated on a prohibited basis, evidence that a lender treated applicants differently based on
prohibited factors in the absence of evidence that the treatment was the result of prejudice or a conscious
intention to discriminate, and evidence that a lender applied an otherwis