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Item 1. Business

General

New Peoples Bankshares, Inc. (New Peoples) is a Virginia financial holding company headquartered in Honaker,
Virginia. From January 1, 2009 to March 3, 2016, New Peoples was a bank holding company. On March 4, 2016 the
Federal Reserve Bank of Richmond approved New Peoples’s election to become a financial holding company. Our
business is conducted primarily through New Peoples Bank, Inc., a Virginia banking corporation (the Bank). The
Bank has a division doing business as New Peoples Financial Services which offers investment services through its
broker-dealer relationship with LPL Financial Services, Inc. NPB Insurance Services, Inc. (NPB Insurance) is a
subsidiary of the Bank and offers insurance services only.

The Bank offers a range of banking and related financial services focused primarily on serving individuals, small to
medium size businesses, and the professional community. We strive to serve the banking needs of our customers
while developing personal, hometown relationships with them. Our board of directors believes that marketing
customized banking services enables us to establish a niche in the financial services marketplace where we do
business.

The Bank is headquartered in Honaker, Virginia and operates 19 full service offices in southwestern Virginia,
southern West Virginia and eastern Tennessee. The Bank also operates a loan production office in the eastern
Tennessee county of Washington.

We provide professionals and small and medium size businesses in our market area with responsive and
technologically enabled banking services. These services include loans that are priced on a deposit relationship basis,
easy access to our decision makers, and quick and innovative action necessary to meet a customer’s banking needs.
Our capitalization and lending limit enable us to satisfy the credit needs of a large portion of the targeted market
segment. When a customer needs a loan that exceeds our lending limit, we try to find other financial institutions to
participate in the loan with us.

Our History
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The Bank was incorporated under the laws of the Commonwealth of Virginia on December 9, 1997 and began
operations on October 28, 1998. On September 27, 2001, the shareholders of the Bank approved a plan of
reorganization under which they exchanged their shares of Bank common stock for shares of New Peoples common
stock. On November 30, 2001, the reorganization was completed and the Bank became New Peoples’ wholly-owned
subsidiary.

In June 2003, New Peoples formed two new wholly-owned subsidiaries, NPB Financial Services, Inc. (currently
named NPB Insurance Services, Inc.) and NPB Web Services, Inc. (NPB Web), a web design and hosting company.

The Bank, through its division New Peoples Financial services, offers fixed and variable annuities, fee based asset
management and other investment products through a broker/dealer relationship with LPL Financial Services, Inc.

NPB Web is inactive.

In July 2004, NPB Capital Trust I was formed to issue $11.3 million in trust preferred securities.

In September 2006, NPB Capital Trust 2 was formed to issue $5.2 million in trust preferred securities.

Table Of Contents 1
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In July 2016, the Bank and its wholly-owned subsidiary NPB Insurance Services, Inc. commenced a business
relationship with The Hilb Group of Virginia dba CSE Insurance Services, a division of the Hilb Group, LLC (“CSE”),
located in Abingdon, Virginia, to provide insurance services for the Bank’s current and future customers. Effective
July 1, 2016, NPB Insurance Services, Inc. sold its existing book of business to CSE. These customers are now
serviced by CSE and the Bank refers future insurance needs of its bank customers to CSE.

Branch Locations

After a period of significant branch expansion between 2000 and 2008, we have consolidated some of our branch
operations to improve efficiency. Currently, in addition to our headquarters in Honaker, Virginia we have 18 branches
located in Abingdon, Virginia; Big Stone Gap, Virginia; Bluefield, Virginia; Bristol, Virginia; Castlewood, Virginia;
Chilhowie, Virginia; Clintwood, Virginia; Gate City, Virginia; Grundy, Virginia; Haysi, Virginia; Lebanon, Virginia;
Pound, Virginia; Pounding Mill, Virginia; Tazewell, Virginia; Weber City, Virginia; Wise, Virginia; Princeton, West
Virginia; and Kingsport, Tennessee. In July 2016, a loan production office was opened in Jonesborough, Tennessee.

Our Market Areas

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

within our Bank’s targeted trade area, as well.

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

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

Internet Site

We have our internet banking site at www.newpeoplesbank.com. The site includes a customer service area that
contains branch and ATM locations, product descriptions and current interest rates offered on deposit accounts.
Customers with internet access can access account balances, make transfers between accounts, enter stop payment
orders, order checks, and use an optional bill paying service.

Available Information

We file annual, quarterly, and current reports, proxy statements and other information with the Securities and
Exchange Commission (the SEC). Our SEC filings are filed electronically and are available to the public online at the
SEC’s web site at www.sec.gov. In addition, any document we file with the SEC can be read and copied at the SEC’s
public reference facilities at 100 F Street, N.E., Washington, D.C. 20549. Copies of documents can be obtained at
prescribed rates by writing to the Public Reference Section of the SEC at 100 F Street, N.E., Washington, D.C. 20549.
The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. We also provide a link to our filings on the SEC website, free of charge, through our internet
website www.npbankshares.com under "Investor Relations."

Table Of Contents )
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Banking Services

General. We accept deposits, make consumer and commercial loans, issue drafts, and provide other services
customarily offered by a commercial bank, such as business and personal checking and savings accounts, walk-up
tellers, drive-in windows, and 24-hour automated teller machines. The Bank is a member of the Federal Reserve
System and its deposits are insured under the Federal Deposit Insurance Act (the FDIA) to the maximum limit.

Loans. Generally, we offer a full range of short-to-medium term commercial, 1-4 family residential mortgages and
personal 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 may include secured and unsecured loans for financing automobiles, home
improvements, education, personal investments and other purposes.

Our lending activities are subject to a variety of lending limits imposed by state law. While differing limits may apply
in certain circumstances based on the type of loan or the nature of the borrower (including the borrower’s relationship
to the Bank), the Bank generally is subject to a loan-to-one-borrower limit of an amount equal to 15% of its capital
and surplus plus the allowance for loan losses. The Bank voluntarily may choose to impose a policy limit on loans to a
single borrower that is less than the legal lending limit.

We obtain short-to-medium term commercial and personal loans through direct solicitation of business owners and
continued business from existing customers. Completed loan applications are reviewed by our loan officers. As part of
the application process, 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 after
debt service. Loan quality is analyzed based on the Bank’s experience and its credit underwriting guidelines.

Loans by type as a percentage of total loans are as follows:

December 31,
2016 2015 2014 2013 2012
Commercial, financial and agricultural 11.75% 10.76% 10.99% 11.70% 12.61%

Real estate — construction 550% 3.33% 337% 4.55% 4.66%
Real estate — commercial 22.05% 22.34% 23.62% 25.59% 28.70%
Real estate — residential 55.97% 58.00% 56.37% 52.87% 48.39%
Installment loans to individuals 473% 5.57% 5.65% 5.29% 5.64%
Total 100.00% 100.00% 100.00% 100.00% 100.00%

10
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Commercial Loans. We make commercial loans to qualified businesses in our market area. Our commercial lending
consists primarily of commercial and industrial loans to finance accounts receivable, inventory, property, plant and
equipment. Commercial business loans generally have a higher degree of risk than residential mortgage loans, but
have commensurately higher yields. Residential mortgage loans are generally 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
easily 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 may be substantially dependent on the success of the business itself.

Further, the collateral for commercial business loans may depreciate over time and cannot be appraised with as much
precision as residential real estate. To manage these risks, our underwriting guidelines require us to secure commercial
loans with both the assets of the borrowing business and other additional collateral and guarantees that may be
available. In addition, we actively monitor certain measures of the borrower, including advance rate, cash flow,
collateral value and other appropriate credit factors.

Table Of Contents 3
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Residential Mortgage Loans. Our residential mortgage loans consist of residential first and second mortgage loans,
residential construction loans, home equity lines of credit and term loans secured by first and second mortgages on the
residences of borrowers for home improvements, education and other personal expenditures. We make mortgage loans
with a variety of terms, including fixed and floating or variable rates and a variety of maturities.

Under our underwriting guidelines, residential mortgage loans are generally 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 easily
ascertainable. These loans are made consistent with our appraisal policies and real estate lending policies, which detail
maximum loan-to-value ratios and maturities. New requirements arising out of the response to the recent financial
crisis for extending residential mortgage loans may impact our ability to make these types of loans in the same volume
as in the past.

Construction Loans. 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. Construction loans also involve additional risks attributable to the fact that loan funds are advanced upon
the security of property under construction, which is of uncertain value prior to the completion of construction. Thus,
it is more difficult to evaluate the total loan funds required to complete a project and related loan-to-value ratios
accurately. To minimize the risks associated with construction lending, loan-to-value limitations for residential,
multi-family and non-residential construction loans are in place. These are in addition to the usual credit analysis of
borrowers. Management feels that the loan-to-value ratios help to minimize the risk of loss and to compensate for
normal fluctuations in the real estate market. Maturities for construction loans generally range from 4 to 12 months for
residential property and from 6 to 18 months for non-residential and multi-family properties.

Consumer Loans. Our consumer loans consist primarily of installment loans to individuals for personal, family and
household purposes. The specific types of consumer loans that we make include home improvement loans, debt
consolidation loans and general consumer lending. Consumer loans entail greater risk than residential mortgage loans
do, particularly in the case of consumer loans that are unsecured, such as lines of credit, or secured by rapidly
depreciating assets such as automobiles. In such cases, any repossessed collateral for a defaulted consumer loan may
not provide an adequate source of repayment of the outstanding loan balance as a result of the greater likelihood of
damage, loss or depreciation. The 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.
Furthermore, the application of various federal and state laws, including federal and state bankruptcy and insolvency
laws, may limit the amount which can be recovered on such loans. A borrower may also be able to assert against the
Bank as an assignee any claims and defenses that it has against the seller of the underlying collateral.

Our underwriting policy for consumer loans seeks to limit risk and minimize losses, primarily through a careful
analysis of the borrower. In evaluating consumer loans, we require our lending officers to review the borrower’s level
and stability of income, past credit history and the impact of these factors on the ability of the borrower to repay the
loan in a timely manner. In addition, we maintain an appropriate margin between the loan amount and collateral value.

12
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Deposits. We offer a variety of deposit products for both individual and business customers. These include demand
deposit, interest-bearing demand deposit, savings deposit, and money market deposit accounts. In addition, we offer
certificates of deposit with terms ranging from 7 days to 60 months and individual retirement accounts with terms
ranging from 12 months to 60 months.

Investment Services. We offer a variety of investment services for both individual and business customers. These
services include fixed income products, variable annuities, mutual funds, indexed certificates of deposit, individual
retirement accounts, long term care insurance, employee group benefit plans, college savings plans, financial
planning, managed money accounts, and estate planning. We offer these services through our broker-dealer
relationship with LPL Financial Services, Inc.

Other Bank Services. Other bank services include safe deposit boxes, cashier’s checks, certain cash management

services, direct deposit of payroll and social security checks and automatic drafts for various accounts. We offer ATM

card services that can be used by our customers throughout Virginia and other regions. We also offer consumer and
commercial VISA credit card services. Electronic banking services include debit cards, internet banking, telephone
banking, mobile banking, remote deposit capture, and wire transfers.

Table Of Contents 4
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We do not presently anticipate obtaining trust powers, but we are able to provide similar services through our
affiliation with LPL Financial Services, Inc.

Competition

The banking business is highly competitive. We compete as a financial 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
southwestern Virginia, southern West Virginia, and eastern Tennessee market area and elsewhere. Our market area is
a highly competitive, highly branched banking market.

Competition in the market area for loans to small businesses and professionals, the Bank’s target market, is intense,
and pricing is important. Many of our larger competitors have substantially greater resources and lending limits than
we have. They offer certain services, such as extensive and established branch networks and trust services that we do
not expect to provide or will not provide in the near future. Moreover, larger institutions operating in the market area
have access to borrowed funds at lower costs than are available to us. Deposit competition among institutions in the
market area also is strong. As a result, it is possible that we may have to pay above-market rates to attract deposits.

While pricing is important, our principal method of competition is service. As a community banking organization, we
strive to serve the banking needs of our customers while developing personal, hometown relationships with them. As a
result, we provide a significant amount of service and a range of products without the fees that customers can expect
from larger banking institutions.

According to a market share report prepared by the Federal Deposit Insurance Corporation (the FDIC), as of June 30,
2016, the most recent date for which market share information is available, the Bank’s deposits as a percentage of total
deposits in its major market areas were as follows: Russell County, VA — 23.28%, Scott County, VA — 34.16%,
Dickenson County, VA —27.92%, Tazewell County, VA — 9.24%, Smyth County, VA — 2.27%, Buchanan County, VA —
9.08%, Wise County, VA — 11.40%, Washington County, VA — 2.74%, and the City of Bristol, VA — 1.81%, Mercer
County, WV —5.53%, and City of Kingsport, TN — 1.26%.

Employees

As of December 31, 2016, we had 255 total employees, of which 243 were full-time employees. None of our
employees are covered by a collective bargaining agreement, and we consider relations with employees to be
excellent.

14
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Supervision and Regulation

General. As a financial holding company, we are subject to regulation under the Bank Holding Company Act of 1956,
as amended (“BHCA”), and the examination and reporting requirements of the Board of Governors of the Federal
Reserve System (the “Federal Reserve”). We are also subject to Chapter 13 of the Virginia Banking Act, as amended
(“Virginia Act”). As a state-chartered commercial bank, the Bank is subject to regulation, supervision and examination
by the Virginia State Corporation Commission’s Bureau of Financial Institutions (“BFI”’). As a member of the Federal
Reserve system, the Bank is also subject to regulation, supervision and examination by the Federal Reserve. Other
federal and state laws, including various consumer protection and compliance laws, govern the activities of the Bank,
such as the investments that it makes and the aggregate amount of loans that it may grant to one borrower.

The following description summarizes the most significant federal and state laws applicable to New Peoples and its
subsidiaries. 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.

The Bank Holding Company Act. Under the BHCA, the Federal Reserve examines New Peoples periodically. New
Peoples is also required to file periodic reports and provide any additional information that the Federal Reserve may
require. Activities at the bank holding company level are generally limited to:

Table Of Contents 5
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*  banking, managing or controlling banks;

»  furnishing services to or performing services for its subsidiaries; and

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

Thus, the activities we can engage in are restricted as a matter of law.

With some limited exceptions, the BHCA requires every bank holding company to obtain the prior approval of the
Federal Reserve before:

*  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.

As a result, our ability to engage in certain strategic activities is conditioned on regulatory approval.

In addition, and subject to some exceptions, the BHCA and the Change in Bank Control Act require Federal Reserve
approval prior to any person or company acquiring “control” of a bank holding company as defined in the statutes and
regulations. These requirements make it more difficult for control of our company to change or for us to acquire
substantial investments.

Financial Holding Company. As of March 4, 2016 the Company qualified as a financial holding company (“FHC”). The
Gramm-Leach-Bliley Act created this category of bank holding companies. FHC’s may directly or indirectly through

16
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subsidiaries engage in financial activities and activities “incidental” or “complimentary” to financial activities. Generally,
a FHC need not give prior notice of acquisitions or activities, but must notify the Federal Reserve within 30 days after
the event.

The BHCA provides a long list of “financial” activities such as underwriting, brokering or selling insurance; providing
financial or investment advice; underwriting; dealing in or making a market in securities.

There are other potential “financial” activites in which the Federal Reserve is permitted to designate as permitted
financial or incidental to financial activities.

We do not currently undertake activities specifically permitted to us as a FHC.

The Virginia Act. As a bank holding company registered with the BFI, we must provide the BFI with information
concerning our financial condition, operations and management, among other reports required by the BFI. New
Peoples is also examined by the BFI in addition to its Federal Reserve examinations. Similar to the BHCA, the
Virginia Act requires that the BFI approve the acquisition of direct or indirect ownership or control of more than 5%
of the voting shares of any Virginia bank or bank holding company like us.

Payment of Dividends. New Peoples is a separate legal entity that derives the majority of its revenues from dividends
paid to it by its subsidiaries. The Bank is subject to laws and regulations that limit the amount of dividends it can pay.
In addition, both New Peoples and the Bank are subject to various regulatory restrictions relating to the payment of
dividends, including requirements to maintain capital at or above regulatory minimums. Banking regulators have
indicated that banking organizations should generally pay dividends only if the organization’s net income available to
common shareholders over the past year has been sufficient to fully fund the dividends and the prospective rate of
earnings retention appears consistent with the organization’s capital needs, asset quality and overall financial
condition. The FDIC has the general authority to limit the dividends paid by FDIC insured banks if the FDIC deems
the payment to be an unsafe and unsound practice. The FDIC has indicated that paying dividends that deplete a bank’s
capital base to an inadequate level would be an unsound and unsafe banking practice. In October 2009, the Federal
Reserve Bank of Richmond (“Richmond FRB”) restricted the Company from paying dividends without prior approval.
This restriction was lifted when the Written Agreement was terminated effective January 20, 2016. For additional
discussion concerning the Written Agreement, see Note 3, “Formal Written Agreement”.

Table Of Contents 6
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Capital Requirements. The Federal Reserve has issued risk-based and leverage capital guidelines applicable to

banking organizations that it supervises. Under the risk-based capital requirements, the Bank and the Company are
each generally required to maintain a minimum ratio of total capital to risk-weighted assets (including certain
off-balance sheet activities, such as standby letters of credit) of 8%. At least half of the total capital must be composed
of “Tier 1 Capital”, which is defined as common equity, retained earnings and qualifying perpetual preferred stock, less
certain intangibles. The remainder may consist of “Tier 2 Capital”, which is defined as specific subordinated debt, some
hybrid capital instruments and other qualifying preferred stock and a limited amount of the loan loss allowance. These
risk-based capital standards attempt to measure capital adequacy relative to the institution’s risk profiles. In addition,
each of the federal banking regulatory agencies has established minimum leverage capital requirements for banking
organizations. Under these requirements, banking organizations must maintain a minimum ratio of Tier 1 capital to
adjusted average quarterly assets of between 3% and 5%, subject to federal bank regulatory evaluation of an
organization’s overall safety and soundness. The principal objective of the leverage ratio is to constrain the degree to
which an institution may leverage its equity capital base. In sum, the capital measures used by the federal banking
regulators are:

*  the Total Capital ratio, which is the total of Tier 1 Capital and Tier 2 Capital;

. the Tier 1 Capital ratio;

. the Leverage ratio; and,

*  the Common Equity Tier 1 Capital ratio.

Under these regulations, a bank will be:

» “well capitalized” if it has a Total Capital ratio of 10% or greater, a Tier 1 Capital ratio of 6% or greater, a leverage
ratio of 5% or greater, and is not subject to any written agreement, order, capital directive, or prompt corrective action
directive by a federal bank regulatory agency to meet and maintain a specific capital level for any capital measure;

* “adequately capitalized” if it has a Total Capital ratio of 8% or greater, a Tier 1 Capital ratio of 4% or greater, and a
leverage ratio of 4% or greater — or 3% in certain circumstances — and is not well capitalized;

18
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» “undercapitalized” if it has a Total Capital ratio of less than 8%, a Tier 1 Capital ratio of less than 4% - or 3% in
certain circumstances;

* “significantly undercapitalized” if it has a Total Capital ratio of less than 6%, a Tier 1 Capital ratio of less than 3%, or
a leverage ratio of less than 3%; or

* “critically undercapitalized” if its tangible equity is equal to or less than 2% of average quarterly tangible assets,

The risk-based capital standards of the Federal Reserve explicitly identify concentrations of credit risk and the risk
arising from non-traditional activities, as well as an institution’s ability to manage these risks, as important factors to
be taken into account by the agency in assessing an institution’s overall capital adequacy. The capital guidelines also
provide that an institution’s exposure to a decline in the economic value of its capital due to changes in interest rates be
considered as a factor in evaluating a banking organization’s capital adequacy. Thus, the capital level of a bank can be
of regulatory concern even if it is “well-capitalized” under the regulatory formula and a “well-capitalized” bank can be
required to maintain even higher capital levels based on its asset quality or other regulatory concerns.

Table Of Contents 7
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The regulators may take various corrective actions with respect to a financial institution considered to be capital
deficient. These powers include, but are not limited to, requiring the institution to be recapitalized, prohibiting asset
growth, restricting interest rates paid or dividends, requiring prior approval of capital distributions by any bank
holding company that controls the institution, requiring divestiture by the institution of its subsidiaries or by the
holding company of the institution itself, requiring new election of directors, and requiring the dismissal of directors
and officers. Bank holding companies can be called upon to boost their subsidiary bank’s capital and to partially
guarantee the institution’s performance under its capital restoration plan. If this occurs, capital which otherwise would
be available for holding company purposes, including possible distributions to shareholders, would be required to be
downstreamed to the subsidiary bank. As of December 31, 2016, the Bank was “well capitalized,” with a Total Capital
ratio of 16.64%; a Tier 1 Capital ratio of 15.39%; a leverage ratio of 9.93%, and a Common Equity Tier 1 Capital
ratio of 15.39%.

New Capital Requirements. On July 2, 2013, the Federal Reserve adopted final Basel III capital rules for U.S. 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) a new common equity Tier 1 capital ratio of 4.5% of risk-weighted assets;
(i1) a Tier 1 capital ratio of 6.0% of risk-weighted assets (increased from the current requirement of 4.0%); (iii) a total
capital ratio of 8.0% of risk-weighted assets (unchanged from current requirement); and (iv) a leverage ratio of 4.0%
of total assets. These are the initial capital requirements and the remainder will be phased in over a five-year period.
When fully phased in on January 1, 2019, the rules will require the Company and the Bank to maintain (i) a minimum
ratio of common equity Tier 1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer” (which
is added to the 4.5% common equity Tier 1 ratio as that buffer is phased in, effectively resulting in a minimum ratio of
common equity Tier 1 to risk-weighted assets of at least 7.0% upon full implementation), (ii) a minimum ratio of Tier
1 capital to risk-weighted assets of at least 6.0%, plus the capital conservation buffer (which is added to the 6.0% Tier
1 capital ratio as that buffer is phased in, effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full
implementation), (iii) a minimum ratio of total capital to risk-weighted assets of at least 8.0%, plus the capital
conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a
minimum total capital ratio of 10.5% upon full implementation), and (iv) a minimum leverage ratio of 4.0%,
calculated as the ratio 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 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 a ratio 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 a common 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 current 6.0%); and (iii) eliminating the current provision that provides that a bank with a composite
supervisory rating of 1 may have a 3.0% Tier 1 leverage ratio and still be well-capitalized.
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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, a 20% (up from 0%) credit conversion factor for the unused portion of a commitment
with an original maturity of one year or less that is not unconditionally cancellable, 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.

As a result of the new capital requirements effective January 1, 2015, the Bank experienced increases in its capital
levels. Part of this increase was due to the regulatory changes concerning deferred tax assets being excluded in the
capital calculations. As a result of the deferred tax valuation allowance of $5.7 million as of December 31, 2015,
which had been expensed in prior years, we did not have to deduct any of our deferred tax assets in the calculation of
our capital ratios for 2015. For our 2016 capital ratios, we only had to deduct $151 thousand of our deferred tax asset
due to the deferred tax valuation allowance of $5.4 million as of December 31, 2016. In prior years we would have
had to deduct the portion of our deferred tax asset that would only be recognizable in a one year time period. See Note
22 of the Notes to the Consolidated Financial Statements for further discussion of our capital requirements and ratios.
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Other Safety and Soundness Regulations. There are a number of obligations and restrictions imposed on bank holding
companies and their bank subsidiaries by federal law and regulatory policy that are designed to reduce potential loss
exposure to the depositors of such depository institutions and to the FDIC insurance funds in the event that the
depository institution is insolvent or is in danger of becoming insolvent. For example, the Federal Reserve requires a
bank holding company to serve as a source of financial strength to its subsidiary depository institutions and to commit
resources to support such institutions in circumstances where it might not do so otherwise. These requirements can
restrict the ability of bank holding companies to deploy their capital as they otherwise might.

Interstate Banking and Branching. Banks in Virginia may branch without geographic restriction. Current federal law
authorizes interstate acquisitions of banks and bank holding companies without geographic limitation. Bank holding
companies may acquire banks in any state without regard to state law except for state laws requiring a minimum time
a bank must be in existence to be acquired. The Virginia Act generally permits out of state bank holding companies or
banks to acquire Virginia banks or bank holding companies subject to regulatory approval. These laws have the effect
of increasing competition in banking markets.

Monetary Policy. The commercial banking business is affected not only by general economic conditions but also by
the monetary policies of the Federal Reserve. The Federal Reserve’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
unsettled conditions in the national and international political environment, economy and money markets, as well as
governmental fiscal and monetary policies their impact on interest rates, deposit levels, loan demand or the business
and earnings of the Bank is unpredictable.

Federal Reserve System. Depository institutions that maintain transaction accounts or nonpersonal time deposits are
subject to reserve requirements. These reserve requirements are subject to adjustment by the Federal Reserve. 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. These provisions restrict the amount and provide conditions with respect to loans,
investments, transfers of assets and other transactions between New Peoples and the Bank.

Loans to Insiders. The Bank is subject to rules on the amount, terms and risks associated with loans to executive
officers, directors, principal shareholders and their related interests.

Community Reinvestment Act. Under the Community Reinvestment Act, depository institutions have an affirmative
obligation to assist in meeting the credit needs of their market areas, including low and moderate-income areas,
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consistent with safe and sound banking practice. The Community Reinvestment Act emphasizes the delivery of bank
products and services through branch locations in its market areas and requires banks to keep data reflecting their
efforts to assist in its community’s credit needs. Depository institutions are periodically examined for compliance with
the Community Reinvestment Act and are periodically 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. A bank holding company will not be permitted to become a financial holding
company and no new activities authorized under the GLBA (see below) 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. The Bank received a rating of “Satisfactory” at its last Community
Reinvestment Act performance evaluation, as of June 13, 2016.
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Other Laws. Banks and other depository institutions also are subject to numerous consumer-oriented laws and
regulations. These laws, which include the Truth in Lending Act, the Truth in Savings Act, the Real Estate Settlement
Procedures Act, the Electronic Funds Transfer Act, the Equal Credit Opportunity Act, the Fair and Accurate Credit
Transactions Act of 2003 and the Fair Housing Act, require compliance by depository institutions with various
disclosure and consumer information handling requirements. These and other similar laws result in significant costs to
financial institutions and create potential liability for financial institutions, including the imposition of regulatory
penalties for inadequate compliance.

Gramm-Leach-Bliley Act of 1999. The Gramm-Leach-Bliley Act of 1999 (“GLBA”) covers a broad range of issues,
including a repeal of most of the restrictions on affiliations among depository institutions, securities firms and
insurance companies.

For example, the GLBA permits unrestricted affiliations between banks and securities firms. It also permits bank
holding companies to elect to become financial holding companies, which can engage in a broad range of financial
services including securities activities such as underwriting, dealing, investment, merchant banking, insurance
underwriting, sales and brokerage activities. In order to become a financial holding company, a bank holding company
and all of its affiliated depository institutions must be well-capitalized, well-managed and have at least a satisfactory
Community Reinvestment Act rating. We converted from a financial holidng company to a bank holding company on
January 1, 2009 and remained a bank holding company until March 3, 2016. On March 4, 2016 the Federal Reserve
Bank of Richmond approved New Peoples’s election to convert back to a financial holding company.

Essentially as discussed above, GLBA removed many of the limitations on affiliations between commercial banks and
their holding companies and other financially related business that had been in place since the Depression. Recently,
this effect of GLBA has been the subject of controversy and cited as one of the causes of the financial services crisis.
As aresult, The Dodd-Frank Act (as discussed later) addressed some of the criticized aspects of GLBA.

The GLBA also provides that the states continue to have the authority to regulate insurance activities, but prohibits the
states in most instances from preventing or significantly interfering with the ability of a bank, directly or through an
affiliate, to engage in insurance sales, solicitations or cross-marketing activities.

USA Patriot Act. The USA Patriot Act provides for the facilitation of information sharing among governmental
entities and financial institutions for the purpose of combating terrorism and money laundering. Regulatory authorities
must consider the effectiveness of a financial institution’s anti-money laundering activities, for example, its procedures
for effective customer identification, when reviewing bank mergers and acquisitions. Various other laws and
regulations require the Bank to cooperate with governmental authorities in respect to counter-terrorism activities.
Although it does create a reporting obligation and cost of compliance for the Bank, the USA Patriot Act has not
materially affected New Peoples’ products, services or other business activities.
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Privacy and Fair Credit Reporting. Financial institutions, such as the Bank, are required to disclose their privacy
policies to customers and consumers and require that such customers or consumers be given a choice (through an
opt-out notice) to forbid the sharing of nonpublic personal information about them with nonaffiliated third persons.
The Bank also requires business partners with whom it shares such information to assure the Bank that they have
adequate security safeguards and to abide by the redisclosure and reuse provisions of applicable law. In addition to
adopting federal requirements regarding privacy, individual states are authorized to enact more stringent laws relating
to the use of customer information. To date, Virginia has not done so. These privacy laws create compliance
obligations and potential liability for the Bank.

Sarbanes-Oxley Act. The Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”) is intended to increase corporate
responsibility, provide enhanced penalties for accounting and auditing improprieties by publicly traded companies and
to protect investors by improving the accuracy and reliability of corporate disclosures made pursuant to the securities
law. The changes required by the Sarbanes-Oxley Act and its implementing regulations are intended to allow
shareholders to monitor the performance of companies and their directors more easily and effectively.

Table Of Contents 10

25



Edgar Filing: NEW PEOPLES BANKSHARES INC - Form 10-K

The Sarbanes-Oxley Act generally applies to all domestic companies, such as New Peoples, that file periodic reports
with the Securities and Exchange Commission (‘“SEC”) under the Securities Exchange Act of 1934, as amended. The
Sarbanes-Oxley Act includes significant additional disclosure requirements and expanded corporate governance rules
and the SEC has adopted extensive additional disclosures, corporate governance provisions and other related rules
pursuant to it. New Peoples has expended, and will continue to expend, considerable time and money in complying
with the Sarbanes-Oxley Act.

Federal Deposit Insurance Corporation. The Bank’s deposits are insured by the Deposit insurance Fund, as
administered by the FDIC, to the maximum amount permitted by law, now $250,000 per depositor.

Dodd-Frank Wall Street Reform and Consumer Protection Act. The Dodd-Frank Act was signed into law on July 21,
2010. Its wide ranging provisions affect all federal financial regulatory agencies and nearly every aspect of the
American financial services industry. Among the provisions of the Dodd-Frank Act that directly impact the Company
is the creation of an independent Consumer Financial Protection Bureau (CFPB), which has the ability to write rules
for consumer protections governing all financial institutions. All consumer protection responsibility formerly handled
by other banking regulators is consolidated in the CFPB. It also oversees the enforcement of all federal laws intended
to ensure fair access to credit. For smaller financial institutions such as the Company and the Bank, the CFPB will
coordinate its examination activities through their primary regulators.

The Dodd-Frank Act contains provisions designed to reform mortgage lending, which includes the requirement of
additional disclosures for consumer mortgages. The CFPB has implemented mortgage lending regulations to carry out
its mandate. In addition, the Federal Reserve has issued new rules, effective October 1, 2011, which had the effect of
limiting the fees charged to merchants by credit card companies for debit card transactions. The result of these rules is
to limit the amount of interchange fee income available explicitly to larger banks and indirectly to us. The Dodd-Frank
Act also contains provisions that affect corporate governance and executive compensation.

The Dodd-Frank Act provisions themselves are extensive; however, there is much uncertainty concerning the ultimate
impact of this legislation. The process of adopting and implementing the regulations is not complete and the Trump
Administration has indicated its intent to pare back regulations under Dodd-Frank substantially. Whether and to what
extent this will happen and its effect on the financial services industry and the economy as a whole are unknown.

Future Regulatory Uncertainty. Because federal and state regulation of financial institutions changes regularly and is
the subject of constant legislative debate, New Peoples cannot forecast how regulation of financial institutions may
change in the future and impact its operations. New Peoples fully expects that the financial institution industry will
remain heavily regulated notwithstanding any regulatory relief that is adopted.

Subsequent Events
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We have considered subsequent events through the date of the financial statements in this Form 10-K.

Item 1A. Risk Factors

Not applicable.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

At December 31, 2016, the Company's net investment in premises and equipment in service was $30.0 million. Our

main office and operations center is located in Honaker, Virginia. This location contains a full service branch, and our

administration and operations center.
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The Bank owns all of its 19 full service branches, including its headquarter office, as well as its loan production office
in Tennessee. The locations of these branches are described in Item 1.

The Bank owns a location in Dungannon, Virginia that is now currentl

28



