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PART I.

ITEM 1.  BUSINESS

The Company

Landmark Bancorp, Inc. (the �Company�) is a bank holding company incorporated under the laws of the State of Delaware.  Currently, the
Company�s business consists solely of the ownership of Landmark National Bank (the �Bank�), which is a wholly-owned subsidiary of the
Company.  As of December 31, 2006, the Company had $590.6 million in consolidated total assets.

The Company is headquartered in Manhattan, Kansas and has expanded its geographic presence through acquisitions in the past several years. 
Effective January 1, 2006, the Company completed the acquisition of First Manhattan Bancorporation, Inc. (�FMB�), the holding company for
First Savings Bank F.S.B.  In conjunction with the transaction, FMB was merged into the Bank (the �2006 Acquisition�). In August 2005, the
Company acquired 2 branches in Great Bend, Kansas. Effective April 1, 2004, the Company acquired First Kansas Financial Corporation (�First
Kansas�), the holding company for First Kansas Federal Savings Association (�First Kansas Federal�).  In conjunction with the transaction, First
Kansas was merged into the Bank (the �2004 Acquisition�).  Effective October 9, 2001, Landmark Bancshares, Inc., the holding company for
Landmark Federal Savings Bank, and MNB Bancshares, Inc., the holding company for Security National Bank, completed their merger into
Landmark Merger Company, which immediately changed its name to Landmark Bancorp, Inc. (the �2001 Merger�).  In addition, Landmark
Federal Savings Bank merged with Security National Bank and the resulting bank changed its name to Landmark National Bank.

As a bank holding company, the Company is subject to regulation by the Board of Governors of the Federal Reserve System (the �Federal
Reserve�).  The Company is also subject to various reporting requirements of the Securities and Exchange Commission (the �SEC�).

Pursuant to the 2006 Acquisition, the 2004 Acquisition and the 2001 Merger, the Bank succeeded to all of the assets and liabilities of FMB, First
Savings Bank F.S.B., First Kansas, First Kansas Federal, Landmark Federal Savings Bank and Security National Bank.  The Bank is principally
engaged in the business of attracting deposits from the general public and using such deposits, together with borrowings and other funds, to
originate consumer, commercial, multi-family, and one-to-four family residential mortgage loans in the Bank�s principal market areas, as
described below.  Since the 2001 Merger, the Bank has focused on originating greater numbers and amounts of consumer, commercial, and
agricultural loans.  Additionally, greater emphasis has been placed on diversification of the deposit mix through expansion of core deposit
accounts such as checking, savings, and money market accounts.  The Bank has also diversified its geographical markets as a result of the 2006
Acquisition, the 2004 Acquisition and the 2001 Merger.  The Company�s main office is in Manhattan, Kansas with branch offices in central,
eastern and southwestern Kansas.  The Company continues to
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explore opportunities to expand its banking markets through mergers and acquisitions, as well as branching opportunities.

The results of operations of the Bank and the Company are dependent primarily upon net interest income and, to a lesser extent, upon other
income derived from loan servicing fees and customer deposit services.  Additional expenses of the Bank include general and administrative
expenses such as salaries, employee benefits, federal deposit insurance premiums, data processing, occupancy and related expenses.

Deposits of the Bank are insured by the Deposit Insurance Fund (the �DIF�) of the Federal Deposit Insurance Corporation (the �FDIC�) up to the
maximum amount allowable under applicable federal law and regulation.  The Bank is regulated by the Office of the Comptroller of the
Currency (the �OCC�), as the chartering authority for national banks, and the FDIC, as the administrator of the DIF.  The Bank is also subject to
regulation by the Board of Governors of the Federal Reserve System with respect to reserves required to be maintained against deposits and
certain other matters.  The Bank is a member of the Federal Reserve Bank of Kansas City and the Federal Home Loan Bank (the �FHLB�) of
Topeka.

The Company�s executive office and the Bank�s main office are located at 701 Poyntz Avenue, Manhattan, Kansas 66502.  The telephone number
is (785) 565-2000.

Market Area

The Bank�s primary deposit gathering and lending markets are geographically diversified with locations in eastern, central, and southwestern
Kansas.  The primary industries within these respective markets are also diverse and dependent upon a wide array of industry and governmental
activity for their economic base.  A brief description of these three geographic areas and the communities which the Bank serves within these
communities is summarized below.

Shawnee, Douglas, Miami, Osage, and Bourbon counties are located in eastern Kansas and encompass the Bank locations in Topeka, Auburn,
Lawrence, Paola, Louisburg, Osawatomie, Osage City, and Fort Scott.  Shawnee County�s market, which encompasses the Bank locations in
Topeka and Auburn, is strongly influenced by the State of Kansas, City of Topeka, two regional hospitals and several major private firms and
public institutions.  The Bank�s Lawrence location is located in Douglas County and is significantly impacted by the University of Kansas, the
largest university in Kansas.  The communities of Paola, Louisburg, and Osawatomie, located within Miami County, are influenced by the high
growth of the Kansas City market resulting in housing growth and small private industries and business.  Additionally, the Osawatomie State
Hospital is a major government employer within the county.  Bourbon and Osage Counties are primarily agricultural with small private
industries and business firms, while Bourbon County is also influenced by a regional hospital and Fort Scott Community College.

Bank locations within central Kansas include the communities of Manhattan within Riley County, Wamego which is located within
Pottawatomie County, Junction City which is located
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in Geary County, Great Bend and Hoisington within Barton County, and LaCrosse located in Rush County.  The Riley, Pottawatomie and Geary
County economies are significantly impacted by employment at Fort Riley Military Base and Kansas State University, the second largest
university in Kansas, which is located in Manhattan.  Several private industries and businesses are also located within these counties. 
Agriculture, oil, and gas are the predominant industries in Barton County.  Additionally manufacturing and service industries also play a key role
within this central Kansas market.  LaCrosse, located within Rush County, is primarily an agricultural community with an emphasis on crop and
livestock production.

The counties of Ford and Finney were founded on agriculture, which continues to play a major role in the economy.  Predominant activities
involve crop production, feed lot operations, and food processing.   Dodge City is known as the �Cowboy Capital of the World� and maintains a
significant tourism industry.  Both Dodge City and Garden City are recognized as regional commercial centers within the state with small
business, manufacturing, retail, and service industries having a significant influence upon the local economies.  Additionally, each community
has a community college which also attracts a number of individuals from the surrounding area to live within the community to participate in
educational programs and pursue a degree.

Competition

The Company faces strong competition both in attracting deposits and making real estate, commercial and other loans.  Its most direct
competition for deposits comes from commercial banks and other savings institutions located in its principal market areas, including many large
financial institutions which have greater financial and marketing resources available to them.  The ability of the Company to attract and retain
deposits generally depends on its ability to provide a rate of return, liquidity and risk comparable to that offered by competing investment
opportunities.  The Company competes for loans principally through the interest rates and loan fees it charges and the efficiency and quality of
services it provides borrowers.  Additionally, competition may increase as a result of the continuing reduction on restrictions on the interstate
operations of financial institutions.  The financial services industry is also likely to become more competitive as further technological advances
enable more companies to provide financial services.  These technological advances may diminish the importance of depository institutions and
other financial intermediaries in the transfer of funds between parties.

Employees

At December 31, 2006, the Bank had a total of 207 employees (194 full time equivalent employees).  The Company has no direct employees. 
Employees are provided with a comprehensive benefits program, including basic and major medical insurance, life and disability insurance, sick
leave, and a 401(k) profit sharing plan.  Employees are not represented by any union or collective bargaining group and the Bank considers its
employee relations to be good.
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Lending Activities

General.  The Bank strives to provide each market area it serves a full range of financial products and services to small
and medium sized businesses and to consumers.  The Bank targets owner-operated businesses and utilizes Small
Business Administration and Farm Services Administration lending as a part of its product mix.  Each market has an
established loan committee which has authority to approve credits, within established guidelines.  Concentrations in
excess of those guidelines must be approved by either a corporate loan committee comprised of the Bank�s Chief
Executive Officer, the Credit Risk Manager, and three other senior commercial lenders or the bank�s board of
directors.  When lending to an entity, the Bank generally obtains a guaranty from the principals of the entity.  The loan
mix is subject to the discretion of the Bank�s board of directors and the demands of the local marketplace.

Residential loans are priced and originated following underwriting standards that are consistent with guidelines established by the major buyers
in the secondary market.  Commercial and consumer loans generally are issued at or above the national prime rate.  While the origination of one
to four family residential loans continues to be a key component of our business, the majority of these loans are sold in the secondary market. 
The Bank is focusing on the generation of commercial and consumer loans to grow and diversify the loan portfolio.  The Bank has no potential
negative amortization loans.  The following is a brief description of each major category of the Bank�s lending activity.

Commercial Lending.  Loans in this category include loans to service, retail, wholesale and light manufacturing
businesses, including agricultural operations.  Commercial loans are made based on the financial strength and
repayment ability of the borrower, as well as the collateral securing the loans.  The Bank targets owner-operated
businesses as its customers and makes lending decisions based upon a cash flow analysis of the borrower as well as a
collateral analysis.  Accounts receivable loans and loans for inventory purchases are generally on a one-year
renewable term and loans for equipment generally have a term of seven years or less.  The Bank generally takes a
blanket security interest in all assets of the borrower.  Equipment loans are generally limited to 75% of the cost or
appraised value of the equipment.  Inventory loans are generally limited to 50% of the value of the inventory, and
accounts receivable loans are generally limited to 75% of a predetermined eligible base.

The Bank also provides short-term credit for operating loans and intermediate term loans for farm product, livestock and machinery purchases
and other agricultural improvements.  Farm product loans have generally a one-year term and machinery and equipment and breeding livestock
loans generally have five to seven year terms.  Extension of credit is based upon the borrower�s ability to repay, as well as the existence of federal
guarantees and crop insurance coverage.  These loans are generally secured by a blanket lien on livestock, equipment, feed, hay, grain and
growing crops.  Equipment and breeding livestock loans are generally limited to 75% of appraised value.
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Real Estate Lending.  Commercial, residential, construction and multi-family real estate loans represent the largest class
of loans of the Bank.  Generally, residential loans retained in portfolio are variable rate with adjustment periods of five
years or less and amortization periods of either 15 or 30 years.  Commercial real estate loans, including agricultural
real estate, generally have amortization periods of 15 or 20 years.  The Bank has a security interest in the borrower�s
real estate.  The Bank also generates long term fixed rate residential real estate loans which are sold in the secondary
market.  Commercial real estate, construction and multi-family loans are generally limited, by policy, to 80% of the
appraised value of the property.  Commercial real estate, including agricultural real estate loans, are also supported by
an analysis demonstrating the borrower�s ability to repay.  Residential loans that exceed 80% of the appraised value of
the real estate generally are required, by policy, to be supported by private mortgage insurance, although on occasion
the Bank will retain non-conforming residential loans to known customers at premium pricing.

Consumer and Other Lending.  Loans classified as consumer and other loans include automobile, boat, student loans,
home improvement and home equity loans, the latter two secured principally through second mortgages.  With the
exception of home improvement loans and home equity loans, the Bank generally takes a purchase money security
interest in collateral for which it provides the original financing.  The terms of the loans typically range from one to
five years, depending upon the use of the proceeds, and generally range from 75% to 90% of the value of the
collateral.  The majority of these loans are installment loans with fixed interest rates.  Home improvement and home
equity loans are generally secured by a second mortgage on the borrowers personal residence and, when combined
with the first mortgage, limited to 80% of the value of the property unless further protected by private mortgage
insurance.  The home improvement loans are generally made for terms of five to seven years with fixed interest rates. 
The home equity loans are generally made for terms of ten years on a revolving basis with the interest rates adjusting
monthly tied to the national prime interest rate.

Loan Origination and Processing

Loan originations are derived from a number of sources.  Residential loan originations result from real estate broker referrals, direct solicitation
by the Bank�s loan officers, present depositors and borrowers, referrals from builders and attorneys, walk in customers and, in some instances,
other lenders. Consumer and commercial real estate loan originations emanate from many of the same sources. Residential loan applications are
underwritten and closed based upon standards which generally meet secondary market guidelines.  The average loan is less than $500,000.

The loan underwriting procedures followed by the Bank conform to regulatory specifications and are designed to assess both the borrower�s
ability to make principal and interest payments and the value of any assets or property serving as collateral for the loan.  Generally, as part of the
process, a loan officer meets with each applicant to obtain the appropriate employment and financial information as well as any other required
loan information.  The Bank then obtains reports with respect to the borrower�s credit record, and
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orders, on real estate loans, and reviews an appraisal of any collateral for the loan (prepared for the Bank through an independent appraiser).

Loan applicants are notified promptly of the decision of the Bank.  Prior to closing any long-term loan, the borrower must provide proof of fire
and casualty insurance on the property serving as collateral, and such insurance must be maintained during the full term of the loan.  Title
insurance is required on loans collateralized by real property.

6

Edgar Filing: LANDMARK BANCORP INC - Form 10-K

Lending Activities 9



SUPERVISION AND REGULATION

General

Financial institutions, their holding companies and their affiliates are extensively regulated under federal and state law.  As a result, the growth
and earnings performance of the Company may be affected not only by management decisions and general economic conditions, but also by the
requirements of federal and state statutes and by the regulations and policies of various bank regulatory authorities, including the OCC, the
Board of Governors of the Federal Reserve System (the �Federal Reserve�) and the FDIC.  Furthermore, taxation laws administered by the Internal
Revenue Service and state taxing authorities and securities laws administered by the Securities and Exchange Commission (the �SEC�) and state
securities authorities have an impact on the business of the Company. The effect of these statutes, regulations and regulatory policies may be
significant, and cannot be predicted with a high degree of certainty.

Federal and state laws and regulations generally applicable to financial institutions regulate, among other things, the scope of business, the kinds
and amounts of investments, reserve requirements, capital levels relative to operations, the nature and amount of collateral for loans, the
establishment of branches, mergers and consolidations and the payment of dividends. This system of supervision and regulation establishes a
comprehensive framework for the respective operations of the Company and its subsidiaries and is intended primarily for the protection of the
FDIC-insured deposits and depositors of the Bank, rather than shareholders.

The following is a summary of the material elements of the regulatory framework that applies to the Company and its subsidiaries.  It does not
describe all of the statutes, regulations and regulatory policies that apply, nor does it restate all of the requirements of those statutes, regulations
and regulatory policies that are described. As such, the following is qualified in its entirety by reference to applicable law.  Any change in
applicable statutes, regulations or regulatory policies may have a material effect on the business of the Company and its subsidiaries.

The Company

General.  The Company, as the sole shareholder of the Bank, is a bank holding company.  As a bank holding company,
the Company is registered with, and is subject to regulation by, the Federal Reserve under the Bank Holding Company
Act of 1956, as amended (the �BHCA�).  In accordance with Federal Reserve policy, the Company is expected to act as
a source of financial strength to the Bank and to commit resources to support the Bank in circumstances where the
Company might not otherwise do so.  Under the BHCA, the Company is subject to periodic examination by the
Federal Reserve.  The Company is also required to file with the Federal Reserve periodic reports of the Company�s
operations and such additional information regarding the Company and its subsidiaries as the Federal Reserve may
require.
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Acquisitions, Activities and Change in Control.  The primary purpose of a bank holding company is to control and manage
banks. The BHCA generally requires the prior approval of the Federal Reserve for any merger involving a bank
holding company or any acquisition by a bank holding company of another bank or bank holding company.  Subject
to certain conditions (including deposit concentration limits established by the BHCA), the Federal Reserve may
allow a bank holding company to acquire banks located in any state of the United States. In approving interstate
acquisitions, the Federal Reserve is required to give effect to applicable state law limitations on the aggregate amount
of deposits that may be held by the acquiring bank holding company and its insured depository institution affiliates in
the state in which the target bank is located (provided that those limits do not discriminate against out-of-state
depository institutions or their holding companies) and state laws that require that the target bank have been in
existence for a minimum period of time (not to exceed five years) before being acquired by an out-of-state bank
holding company.

The BHCA generally prohibits the Company from acquiring direct or indirect ownership or control of more than 5% of the voting shares of any
company that is not a bank and from engaging in any business other than that of banking, managing and controlling banks or furnishing services
to banks and their subsidiaries.  This general prohibition is subject to a number of exceptions. The principal exception allows bank holding
companies to engage in, and to own shares of companies engaged in, certain businesses found by the Federal Reserve to be �so closely related to
banking ... as to be a proper incident thereto.�  This authority would permit the Company to engage in a variety of banking-related businesses,
including the operation of a thrift, consumer finance, equipment leasing, the operation of a computer service bureau (including software
development), and mortgage banking and brokerage. The BHCA generally does not place territorial restrictions on the domestic activities of
non-bank subsidiaries of bank holding companies.

Additionally, bank holding companies that meet certain eligibility requirements prescribed by the BHCA and elect to operate as financial
holding companies may engage in, or own shares in companies engaged in, a wider range of nonbanking activities, including securities and
insurance underwriting and sales, merchant banking and any other activity that the Federal Reserve, in consultation with the Secretary of the
Treasury, determines by regulation or order is financial in nature, incidental to any such financial activity or complementary to any such
financial activity and does not pose a substantial risk to the safety or soundness of depository institutions or the financial system generally.  As
of the date of this filing, the Company has not applied for approval to operate as a financial holding company.

Federal law also prohibits any person or company from acquiring �control� of an FDIC-insured depository institution or its holding company
without prior notice to the appropriate federal bank regulator.  �Control� is conclusively presumed to exist upon the acquisition of 25% or more of
the outstanding voting securities of a bank or bank holding company, but may arise under certain circumstances at 10% ownership.
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Capital Requirements.  Bank holding companies are required to maintain minimum levels of capital in accordance with
Federal Reserve capital adequacy guidelines.  If capital levels fall below the minimum required levels, a bank holding
company, among other things, may be denied approval to acquire or establish additional banks or non-bank
businesses.

The Federal Reserve�s capital guidelines establish the following minimum regulatory capital requirements for bank holding companies: (i) a
risk-based requirement expressed as a percentage of total assets weighted according to risk; and (ii) a leverage requirement expressed as a
percentage of total assets.  The risk-based requirement consists of a minimum ratio of total capital to total risk-weighted assets of 8% and a
minimum ratio of Tier 1 capital to total risk-weighted assets of 4%.  The leverage requirement consists of a minimum ratio of Tier 1 capital to
total assets of 3% for the most highly rated companies, with a minimum requirement of 4% for all others.  For purposes of these capital
standards, Tier 1 capital consists primarily of permanent stockholders� equity less intangible assets (other than certain loan servicing rights and
purchased credit card relationships). Total capital consists primarily of Tier 1 capital plus certain other debt and equity instruments that do not
qualify as Tier 1 capital and a portion of the company�s allowance for loan and lease losses.

The risk-based and leverage standards described above are minimum requirements. Higher capital levels will be required if warranted by the
particular circumstances or risk profiles of individual banking organizations. For example, the Federal Reserve�s capital guidelines contemplate
that additional capital may be required to take adequate account of, among other things, interest rate risk, or the risks posed by concentrations of
credit, nontraditional activities or securities trading activities.  Further, any banking organization experiencing or anticipating significant growth
would be expected to maintain capital ratios, including tangible capital positions (i.e., Tier 1 capital less all intangible assets), well above the
minimum levels.  As of December 31, 2006, the Company had regulatory capital in excess of the Federal Reserve�s minimum requirements.

Dividend Payments.  The Company�s ability to pay dividends to its stockholders may be affected by both general
corporate law considerations and policies of the Federal Reserve applicable to bank holding companies.  As a
Delaware corporation, the Company is subject to the limitations of the Delaware General Corporation Law
(the �DGCL�). The DGCL allows the Company to pay dividends only out of its surplus (as defined and computed in
accordance with the provisions of the DGCL) or if the Company has no such surplus, out of its net profits for the
fiscal year in which the dividend is declared and/or the preceding fiscal year. Additionally, policies of the Federal
Reserve caution that a bank holding company should not pay cash dividends unless its net income available to
common stockholders over the past year has been sufficient to fully fund the dividends and the prospective rate of
earnings retention appears consistent with its capital needs, asset quality, and overall financial condition.  The Federal
Reserve also possesses enforcement powers over bank holding companies and their non-bank subsidiaries to prevent
or remedy actions that represent unsafe or unsound practices or violations of applicable statutes and regulations. 
Among these powers is the ability to proscribe the payment of dividends by banks and bank holding companies.
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Federal Securities Regulation.  The Company�s common stock is registered with the SEC under the Securities Exchange
Act of 1934, as amended (the �Exchange Act�).  Consequently, the Company is subject to the information, proxy
solicitation, and other restrictions and requirements of the SEC under the Exchange Act.

The Bank

General.  The Bank is a national bank, chartered by the OCC under the National Bank Act.  The deposit accounts of the
Bank are insured by the DIF.  The Bank is a member of the Federal Reserve System and the Federal Home Loan Bank
System.  As a national bank, the Bank is subject to the examination, supervision, reporting and enforcement
requirements of the OCC, the chartering authority for national banks.  The FDIC, as administrator of the DIF, also has
regulatory authority over the Bank.

Deposit Insurance. As an FDIC-insured institution, the Bank is required to pay deposit insurance premium assessments
to the FDIC. The FDIC has adopted a risk-based assessment system under which insured depository institutions are
assigned to one of four risk assessment categories based upon their respective levels of capital, supervisory
evaluations and other financial factors. Institutions that are well-capitalized and exhibit minimal or no supervisory
weaknesses pay the lowest premium while institutions that are less than adequately capitalized and considered of
substantial supervisory concern pay the highest premium. An institution�s risk-classification is determined by the
FDIC.

For the past several years, FDIC insurance assessments ranged from 0% to 0.27% of total deposits. Pursuant to regulatory amendments adopted
by the FDIC, effective January 1, 2007, insurance assessments will range from 0.05% to 0.43% of total deposits (unless subsequently adjusted
by the FDIC). FDIC-insured institutions that were in existence as of December 31, 1996, and paid an FDIC-insurance assessment prior to that
date (�eligible institutions�), as well as successors to eligible institutions, will be entitled to a credit that may be applied to offset insurance
premium assessments due for assessment periods beginning on and after January 1, 2007. The amount of an eligible institution�s assessment
credit will be equal to the institution�s pro rata share (based on its assessment base as of December 31, 1996, as compared to the aggregate
assessment base of all eligible institutions as of December 31, 1996) of the aggregate amount the FDIC would have collected if it had imposed
an assessment of 10.5 basis points on the combined assessment base of all institutions insured by the FDIC as of December 31, 2001. Subject to
certain statutory limitations, an institution�s assessment credit may be applied to offset the full amount of premiums assessed in 2007, but may
not be applied to more than 90% of the premiums assessed in 2008, 2009 or 2010. The FDIC will track the amount of an institution�s assessment
credit and automatically apply it to the institution�s premium assessment to the maximum extent permitted by federal law.

FICO Assessments.   The Financing Corporation (�FICO�) is a mixed-ownership governmental corporation chartered by
the former Federal Home Loan Bank Board pursuant to the Federal Savings and Loan Insurance Corporation
Recapitalization Act of 1987 to function as a financing vehicle for the recapitalization of the former Federal Savings
and Loan Insurance
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Corporation.  FICO issued 30-year non-callable bonds of approximately $8.2 billion that mature by 2019.  Since 1996, federal legislation has
required that all FDIC-insured depository institutions pay assessments to cover interest payments on FICO�s outstanding obligations.  These
FICO assessments are in addition to amounts assessed by the FDIC for deposit insurance.  During the year ended December 31, 2006, the FICO
assessment rate was approximately 0.01% of deposits.

Supervisory Assessments.  National banks are required to pay supervisory assessments to the OCC to fund the operations
of the OCC.  The amount of the assessment is calculated using a formula that takes into account the bank�s size and its
supervisory condition.  During the year ended December 31, 2006, the Bank paid supervisory assessments to the OCC
totaling $134,000.

Capital Requirements.  Banks are generally required to maintain capital levels in excess of other businesses. The OCC has
established the following minimum capital standards for national banks, such as the Bank: (i) a leverage requirement
consisting of a minimum ratio of Tier 1 capital to total assets of 3% for the most highly-rated banks with a minimum
requirement of at least 4% for all others; and (ii) a risk-based capital requirement consisting of a minimum ratio of
total capital to total risk-weighted assets of 8% and a minimum ratio of Tier 1 capital to total risk-weighted assets of
4%.  In general, the components of Tier 1 capital and total capital are the same as those for bank holding companies
discussed above.

The capital requirements described above are minimum requirements.  Higher capital levels will be required if warranted by the particular
circumstances or risk profiles of individual institutions.  For example, regulations of the OCC provide that additional capital may be required to
take adequate account of, among other things, interest rate risk or the risks posed by concentrations of credit, nontraditional activities or
securities trading activities.

Further, federal law and regulations provide various incentives for financial institutions to maintain regulatory capital at levels in excess of
minimum regulatory requirements. For example, a financial institution that is �well-capitalized� may qualify for exemptions from prior notice or
application requirements otherwise applicable to certain types of activities and may qualify for expedited processing of other required notices or
applications. Additionally, one of the criteria that determines a bank holding company�s eligibility to operate as a financial holding company is a
requirement that all of its financial institution subsidiaries be �well-capitalized.�  Under the regulations of the OCC, in order to be �well-capitalized�
a financial institution must maintain a ratio of total capital to total risk-weighted assets of 10% or greater, a ratio of Tier 1 capital to total
risk-weighted assets of 6% or greater and a ratio of Tier 1 capital to total assets of 5% or greater.

Federal law also provides the federal banking regulators with broad power to take prompt corrective action to resolve the problems of
undercapitalized institutions.  The extent of the regulators� powers depends on whether the institution in question is �adequately capitalized,�
�undercapitalized,� �significantly undercapitalized� or �critically undercapitalized,� in each case as defined by regulation.  Depending upon the capital
category to which an institution is assigned, the regulators� corrective powers include: (i) requiring the institution to submit a
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capital restoration plan; (ii) limiting the institution�s asset growth and restricting its activities; (iii) requiring the institution to issue additional
capital stock (including additional voting stock) or to be acquired; (iv) restricting transactions between the institution and its affiliates; (v)
restricting the interest rate the institution may pay on deposits; (vi) ordering a new election of directors of the institution; (vii) requiring that
senior executive officers or directors be dismissed; (viii) prohibiting the institution from accepting deposits from correspondent banks; (ix)
requiring the institution to divest certain subsidiaries; (x) prohibiting the payment of principal or interest on subordinated debt; and (xi)
ultimately, appointing a receiver for the institution.

As of December 31, 2006: (i) the Bank was not subject to a directive from the OCC to increase its capital to an amount in excess of the
minimum regulatory capital requirements; (ii) the Bank exceeded its minimum regulatory capital requirements under OCC capital adequacy
guidelines; and (iii) the Bank was �well-capitalized,� as defined by OCC regulations.

Dividends.  The primary source of funds for the Company is dividends from the Bank. Under the National Bank Act, a
national bank may pay dividends out of its undivided profits in such amounts and at such times as the bank�s board of
directors deems prudent.  Without prior OCC approval, however, a national bank may not pay dividends in any
calendar year that, in the aggregate, exceed the bank�s year-to-date net income plus the bank�s retained net income for
the two preceding years.

The payment of dividends by any financial institution is affected by the requirement to maintain adequate capital pursuant to applicable capital
adequacy guidelines and regulations, and a financial institution generally is prohibited from paying any dividends if, following payment thereof,
the institution would be undercapitalized.  As described above, the Bank exceeded its minimum capital requirements under applicable guidelines
as of December 31, 2006.  As of December 31, 2006, approximately $122,000 was available to be paid as dividends by the Bank. 
Notwithstanding the availability of funds for dividends, however, the OCC may prohibit the payment of any dividends by the Bank if the OCC
determines such payment would constitute an unsafe or unsound practice.

Insider Transactions.  The Bank is subject to certain restrictions imposed by federal law on extensions of credit to the
Company, on investments in the stock or other securities of the Company and the acceptance of the stock or other
securities of the Company as collateral for loans made by the Bank. Certain limitations and reporting requirements are
also placed on extensions of credit by the Bank to its directors and officers, to the directors and officers of the
Company, to principal shareholders of the Company, and to �related interests� of such directors, officers and principal
shareholders.  In addition, federal law and regulations may affect the terms upon which any person who is a director or
officer of the Company or the Bank or a principal shareholder of the Company may obtain credit from banks with
which the Bank maintains correspondent relationships.

Safety and Soundness Standards.  The federal banking agencies have adopted guidelines that establish operational and
managerial standards to promote the safety and soundness of federally insured depository institutions.  The guidelines
set forth standards for internal controls, inform
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