


President’s Letter

Dear Stockholder:

| am pleased to report that 2012 was our third consecutive year of earnings
improvement. Net income totaled $4.901 million compared to $4.688 million in
2011, $3.741 million in 2010 and $1.954 million in 2009. The improved earnings
were primarily the result of our improving net interest income, which increased to
$20.931 million,compared to $19.961 millionin 2011.The combined improvement
of $970 thousand in our interest income was the result of our interest expense
declining $1.425 million, while our interest income only declined $455 thousand.
While in recent years, many banks have been struggling with a shrinking net
interest margin, we have been fortunate to enjoy three consecutive years of
improved margins. Our net interest margin for 2012 rose to 3.95% as compared to
3.87%, 3.77% and 3.70% in 2011, 2010 and 2009, respectively. This improvement
is primarily the result of balance sheet leverage, meaning that we have a higher
percentage of our balance sheet invested in higher yielding and longer term loans, as opposed lower yielding,
shorter term assets, such as investments and federal funds sold.

As a result of the improved earnings, the Board of Directors voted recently to increase the quarterly dividend
from $.16 to $.17, a 6.25% increase. With this increase, and at our recent stock price of $17.04 per share, the
annual dividend yield is approximately 3.99%. This continues to be a very attractive dividend yield in the current
interest rate environment. When | wrote the annual report letter in March of 2012, our stock price was $14.60.
Combining the price change and the dividends paid in the last four quarters, results in an annual return in
excess of 21%.

While the price is not as high as we would like for it to be, we have made significant improvements compared
to our lowest price approximately two years ago of $11.75. As is typical in recent economic cycles, community
bank stocks tend to go down in price more slowly than large banks, but also tend to recover more slowly than
those same large banks. While there are some limited exceptions, generally large banks have not returned to
their pre-recessions highs. Given that community banks tend to trade only hundreds or thousands of shares
per day, it is unlikely that they (we) will reach pre-recession stock price levels until the large banks that trade
hundreds of thousands or millions of shares per day reach their pre-recession peak.

Stockholder’s equity continues to increase through the earnings that we retain and through shares issued as part
of our dividend reinvestment program. If you don't already participate in the dividend reinvestment program,
| urge you to consider this easy, no-cost way of increasing your ownership in our Company. Stockholder’s
equity has increased to $49.384 million, as compared to $46.180 million and $42.229 million in 2011 and 2010,
respectively. Capital growth is vital to our ability to continue expanding our Company through opening new
offices and growing our market share in our existing locations.

As | stated in our earnings press release in late January, economic activity in our markets appears to be picking
up. We've seen an improvement in recent loan demand. This improved demand crosses multiple business
lines, as we are seeing good growth in our Dealer Finance Division, strong interest in our new Fishersville Loan
Production Office and improved loan demand in our established markets. In support of our increased loan
demand, we also grew our deposit base almost $18 million in 2012, from $435.9 million to $453.8 million.
We believe that the increased loan demand and deposit growth are signs that customers continue to seek a
combination of good products, fair pricing and friendly, local service.

| hope everyone can attend the stockholders meeting in May. We thank you for your support and look forward
to being able to fellowship together and answer any questions you may have.
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Dean W. Withers
President/CEO
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Three Year Summary of Selected Financial Charts
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