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PART I
Item 1. Business

Summit Financial Group, Inc. (“Company” or “Summit”) is a $1.39 billion financial holding company headquartered in
Moorefield, West Virginia. We provide community banking services primarily in the Eastern Panhandle and South
Central regions of West Virginia and the Northern region of Virginia. We provide these services through our
community bank subsidiary, Summit Community Bank (“Summit Community” or “Bank”). We also operate Summit
Insurance Services, LLC in Moorefield, West Virginia and Leesburg, Virginia.

Community Banking

We provide a wide range of community banking services, including demand, savings and time deposits; commercial,
real estate and consumer loans; letters of credit; and cash management services. The deposits of Summit Community
are insured by the Federal Deposit Insurance Corporation ("FDIC").

In order to compete with other financial service providers, we principally rely upon personal relationships established
by our officers, directors and employees with our clients, and specialized services tailored to meet our clients’

needs. We have maintained a strong community orientation by, among other things, supporting the active
participation of staff members in local charitable, civic, school, religious and community development activities. We
also have a marketing program that primarily utilizes local radio and newspapers to advertise. Banking, like most
industries, is becoming more dependent on technology as a means of marketing to customers, including the internet,
which we also utilize. This approach, coupled with continuity of service by the same staff members, enables Summit
Community to develop long-term customer relationships, maintain high quality service and respond quickly to
customer needs. We believe that our emphasis on local relationship banking, together with a prudent approach to
lending, are important factors in our success and growth.

All operational and support functions that are transparent to clients are centralized in order to achieve consistency and
cost efficiencies in the delivery of products and services by each banking office. The central office provides services
such as data processing, bookkeeping, accounting, treasury management, loan administration, loan review,
compliance, risk management and internal auditing to enhance our delivery of quality service. We also provide
overall direction in the areas of credit policy and administration, strategic planning, marketing, investment portfolio
management and other financial and administrative services. The banking offices work closely with us to develop new
products and services needed by their customers and to introduce enhancements to existing products and services.

Lending

Our primary lending focus is providing commercial loans to local businesses with annual sales generally ranging from
$300,000 to $30 million and providing owner-occupied real estate loans to individuals. Typically, our customers have
financing requirements between $50,000 and $1 million. We generally do not seek loans of more than $5 million but
will consider larger lending relationships exhibiting above average credit quality. Under our commercial banking
strategy, we focus on offering a broad line of financial products and services to small and medium-sized businesses
through full service banking offices. Summit Community Bank has senior management with extensive lending
experience. These managers exercise substantial authority over credit and pricing decisions, subject to loan
committee approval for larger credits.

We segment our loan portfolio in to the following major lending categories: commercial, commercial real estate,
construction and development, residential real estate, and consumer. Commercial loans are loans made to commercial
borrowers that are not secured by real estate. These encompass loans secured by accounts receivable, inventory,
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equipment, as well as unsecured loans. Commercial real estate loans consist of commercial mortgages, which
generally are secured by nonresidential and multi-family residential properties. Commercial real estate loans are made
to many of the same customers and carry similar industry risks as the commercial loan portfolio. Construction and
development loans are loans made for the purpose of financing construction or development projects. This portfolio
includes commercial and residential land development loans, one-to-four family housing construction both pre-sold
and speculative in nature, multi-family housing construction, non-residential building construction, and undeveloped
land. Residential real estate loans are mortgage loans to consumers and are secured primarily by a first lien deed of
trust. These loans are traditional one-to-four family residential mortgages. Also included in this category of loans are
second liens on one-to-four family properties as well as home equity loans. Consumer loans are loans that establish
consumer credit that is granted for the consumer’s personal use. These loans include automobile loans, recreational
vehicle loans, as well as personal secured and unsecured loans.

Table of Contents
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Our loan underwriting guidelines and standards are consistent with the prudent banking practices applicable to the
relevant exposure and are updated periodically and presented to the Board of Directors for approval. The purpose of
these standards and guidelines are: to grant loans on a sound and collectible basis, to invest available funds in a safe
and profitable manner, to serve the legitimate credit needs of our primary market area, and to ensure that all loan
applicants receive fair and equal treatment in the lending process. It is the intent of the underwriting guidelines and
standards to: minimize losses by carefully investigating the credit history of each applicant, verify the source of
repayment and the ability of the applicant to repay, collateralize those loans in which collateral is deemed to be
required, exercise care in the documentation of the application, review, approval, and origination process, and
administer a comprehensive loan collection program.

Our real estate underwriting loan-to-value (“LTV”) policy limits are at or below current bank regulatory guidelines, as
follows:

Regulatory Summit

LTV LTV
Policy
Guideline  Limit
Undeveloped land 65% 65%
Land development 75% 70%
Construction:
Commercial, multifamily, and
other non-residential 80% 80%
1-4 family residential, consumer
borrower 85% 85%
1-4 family residential,
commercial borrower 85% 80%
Improved property 85% 80%
Owner occupied 1-4 family 90% 85%
Home equity 90% 90%

Exceptions are permitted to these regulatory guidelines as long as such exceptions are identified, monitored, and
reported to the Board of Directors at least quarterly, and the total of such exceptions do not exceed 100% of Summit
Community’s total regulatory capital, which totaled $148.8 million as of December 31, 2012. As of this date, we had
loans approximating $54.7 million that exceeded the above regulatory LTV guidelines, as follows:

Residential real

estate
Owner occupied — 1st lien $ 12.0 million
Owner occupied — 2nd lien $ 2.0 million
Commercial real
estate
Residential non-owner occupied, 1st lien $ 4.0 million
Owner occupied commercial real estate $ 23.5 million
Other commercial real estate $ 3.7 million
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Construction, development & land $ 9.5 million

Our underwriting standards and practice are designed to originate both fixed and variable rate loan products consistent
with the underwriting guidelines discussed above. Adjustable rate and variable rate loans are underwritten giving
consideration both to the loan’s initial rate and to higher assumed rates commensurate with reasonably anticipated
market conditions. Accordingly, we want to insure that adequate primary repayment capacity exists to address both
future increases in interest rates, and fluctuations in the underlying cash flows available for repayment. Historically,
we have not offered “payment option ARM” loans. Further, we have had no loan portfolio products which were
specifically designed for “sub-prime” borrowers (defined as consumers with a credit score of less than 599).

Table of Contents
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Supervision and Regulation
General

We, as a financial holding company, are subject to the restrictions of the Bank Holding Company Act of 1956, as
amended (“BHCA”), and are registered pursuant to its provisions. As a registered financial holding company, we are
subject to the reporting requirements of the Board of Governors of the Federal Reserve System (“FRB”), and are subject
to examination by the FRB. As a financial holding company doing business in West Virginia, we are also subject to
regulation by the West Virginia Division of Financial Institutions and must submit annual reports to the West Virginia
Division of Banking.

The BHCA prohibits the acquisition by a financial holding company of direct or indirect ownership of more than five
percent of the voting shares of any bank within the United States without prior approval of the FRB. With certain
exceptions, a financial holding company is prohibited from acquiring direct or indirect ownership or control or more
than five percent of the voting shares of any company which is not a bank, and from engaging directly or indirectly in
business unrelated to the business of banking or managing or controlling banks.

The FRB, in its Regulation Y, permits financial holding companies to engage in non-banking activities closely related
to banking or managing or controlling banks. Approval of the FRB is necessary to engage in these activities or to
make acquisitions of corporations engaging in these activities as the FRB determines whether these acquisitions or
activities are in the public interest. In addition, by order, and on a case by case basis, the FRB may approve other
non-banking activities.

The BHCA permits us to purchase or redeem our own securities. However, Regulation Y provides that prior notice
must be given to the FRB if the total consideration for such purchase or consideration, when aggregated with the net
consideration paid by us for all such purchases or redemptions during the preceding 12 months is equal to 10 percent
or more of our consolidated net worth. Prior notice is not required if (i) both before and immediately after the
redemption, the financial holding company is well-capitalized; (ii) the financial holding company is well-managed and
(iii) the financial holding company is not the subject of any unresolved supervisory issues.

Federal law restricts subsidiary banks of a financial holding company from making certain extensions of credit to the
parent financial holding company or to any of its subsidiaries, from investing in the holding company stock, and limits
the ability of a subsidiary bank to take its parent company stock as collateral for the loans of any borrower.
Additionally, federal law prohibits a financial holding company and its subsidiaries from engaging in certain tie-—in
arrangements in conjunction with the extension of credit or furnishing of services.

Summit Community is subject to West Virginia statutes and regulations, and is primarily regulated by the West
Virginia Division of Financial Institutions and is also subject to regulations promulgated by the FRB and the Federal
Deposit Insurance Corporation (“FDIC”). As members of the FDIC, the deposits of the bank are insured as required by
federal law. Bank regulatory authorities regularly examine revenues, loans, investments, management practices, and
other aspects of Summit Community. These examinations are conducted primarily to protect depositors and not
shareholders. In addition to these regular examinations, Summit Community must furnish to regulatory authorities
quarterly reports containing full and accurate statements of their affairs.

The FRB has broad authority to prohibit activities of bank holding companies and their nonbanking subsidiaries which

represent unsafe and unsound banking practices or which constitute violations of laws or regulations. The FRB also
can assess civil money penalties for certain activities conducted on a knowing and reckless basis, if those activities
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caused a substantial loss to a depository institution. The penalties can be as high as $1 million for each day the
activity continues.

Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

On July 21, 2010, sweeping financial regulatory reform legislation entitled the “Dodd-Frank Wall Street Reform and
Consumer Protection Act” (the “Dodd-Frank Act”) was signed into law. The Dodd-Frank Act implements far-reaching
changes across the financial regulatory landscape, including provisions that, among other things, will:

§ Centralize responsibility for consumer financial protection by creating a new agency, the Bureau of Consumer

Financial Protection, responsible for implementing, examining and enforcing compliance with federal consumer
financial laws.

Table of Contents
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§ Require the bank regulators to seek to make its capital requirements for all banks countercyclical so that capital
requirements increase in times of economic expansion and decrease in times of economic contraction.

§ Require financial holding companies to be well-capitalized and well-managed as of July 21, 2011. Bank holding
companies and banks must also be both well-capitalized and well-managed in order to acquire banks located
outside their home state.

§ Change the assessment base for federal deposit insurance from the amount of insured deposits to consolidated
assets less tangible capital, eliminate the ceiling on the size of the Deposit Insurance Fund (DIF) and increase the
floor of the size of the DIF, which generally will require an increase in the level of assessments for institutions with
assets in excess of $10 billion.

§ Impose comprehensive regulation of the over-the-counter derivatives market, which would include certain
provisions that would effectively prohibit insured depository institutions from conducting certain derivatives
businesses in the institution itself.

§ Implement corporate governance revisions, including with regard to executive compensation and proxy access by
shareholders that apply to all public companies, not just financial institutions.

§ Make permanent the $250 thousand limit for federal deposit insurance and provide unlimited federal deposit
insurance until January 1, 2013 for non-interest bearing demand transaction accounts at all insured depository
institutions.

§ Repeal the federal prohibitions on the payment of interest on demand deposits, thereby permitting depository
institutions to pay interest on business transaction and other accounts.

§ Amend the Electronic Fund Transfer Act (EFTA) to, among other things, give the Federal Reserve the authority to
establish rules regarding interchange fees charged for electronic debit transactions by payment card issuers having
assets over $10 billion and to enforce a new statutory requirement that such fees be reasonable and proportional to
the actual cost of a transaction to the issuer.

Many aspects of the Dodd-Frank Act are subject to rulemaking and will take effect over several years, making it
difficult to anticipate the overall financial impact on our Company, our customers or the financial industry more
generally. Provisions in the legislation that affect deposit insurance assessments, payment of interest on demand
deposits and interchange fees could increase the costs associated with deposits as well as place limitations on certain
revenues those deposits may generate.

The Deposit Insurance Fund (“DIF”) of the FDIC insures deposit accounts in the Bank up to a maximum amount per
separately insured depositor. Under the Dodd-Frank Act, the maximum amount of federal deposit insurance coverage
has been permanently increased from $100,000 to $250,000 per depositor, per institution. On November 9, 2010, the
FDIC issued a final rule to implement a provision of the Dodd-Frank Act that provides temporary unlimited deposit
insurance coverage for noninterest-bearing transaction accounts at all FDIC-insured depository institutions.
Institutions cannot opt out of this coverage, nor will the FDIC charge a separate assessment for the insurance.

The FDIC did not extend its Transaction Account Guarantee Program beyond its sunset date of December 31, 2010,

which provided a full guarantee of certain Negotiable Order of Withdrawal accounts (“NOW accounts”). The FDIC
insures NOW accounts up to the standard maximum deposit insurance amount as noted above.
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FDIC-insured depository institutions are required to pay deposit insurance premiums based on the risk an institution
poses to the DIF. In order to restore reserves and ensure that the DIF will be able to adequately cover losses from
future bank failures, the FDIC approved new deposit insurance rules in November 2009. Continuing declines in the
DIF may result in the FDIC imposing additional assessments in the future, which could adversely affect Summit
Community’s capital levels and earnings.

Table of Contents
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As required by the Dodd-Frank Act, on February 7, 2011, the FDIC finalized new rules which would redefine the
assessment base as “average consolidated total assets minus average tangible equity.” The new rate schedule and other
revisions to the assessment rules became effective April 1, 2011, for use in calculating the June 2011 assessments
which were due in September 2011. The FDIC’s final rules also eliminated risk categories and debt ratings from the
assessment calculation for large banks (over $10 billion) and instead used scorecards that the FDIC believes better
reflect risks to the DIF.

In addition to deposit insurance assessments by the DIF, all FDIC-insured depository institutions must pay an annual
assessment to provide funds for the repayment of debt obligations of the Financing Corporation (“FICO”). The FICO is
a government-sponsored entity that was formed to borrow the money necessary to carry out the closing and ultimate
disposition of failed thrift institutions by the Resolution Trust Corporation. The FICO assessments are set quarterly.

Permitted Non-banking Activities

The FRB permits, within prescribed limits, financial holding companies to engage in non-banking activities closely
related to banking or to managing or controlling banks. Such activities are not limited to the state of West

Virginia. Some examples of non-banking activities which presently may be performed by a financial holding
company are: making or acquiring, for its own account or the account of others, loans and other extensions of credit;
operating as an industrial bank, or industrial loan company, in the manner authorized by state law; servicing loans and
other extensions of credit; performing or carrying on any one or more of the functions or activities that may be
performed or carried on by a trust company in the manner authorized by federal or state law; acting as an investment
or financial advisor; leasing real or personal property; making equity or debt investments in corporations or projects
designed primarily to promote community welfare, such as the economic rehabilitation and the development of low
income areas; providing bookkeeping services or financially oriented data processing services for the holding
company and its subsidiaries; acting as an insurance agent or a broker; acting as an underwriter for credit life
insurance which is directly related to extensions of credit by the financial holding company system; providing courier
services for certain financial documents; providing management consulting advice to nonaffiliated banks; selling retail
money orders having a face value of not more than $1,000, traveler's checks and U.S. savings bonds; performing
appraisals of real estate; arranging commercial real estate equity financing under certain limited circumstances;
providing securities brokerage services related to securities credit activities; underwriting and dealing in government
obligations and money market instruments; providing foreign exchange advisory and transactional services; and acting
under certain circumstances, as futures commission merchant for nonaffiliated persons in the execution and clearance
on major commodity exchanges of futures contracts and options.

Credit and Monetary Policies and Related Matters

Summit Community is affected by the fiscal and monetary policies of the federal government and its agencies,
including the FRB. An important function of these policies is to curb inflation and control recessions through control
of the supply of money and credit. The operations of Summit Community are affected by the policies of government
regulatory authorities, including the FRB which regulates money and credit conditions through open market
operations in United States Government and Federal agency securities, adjustments in the discount rate on member
bank borrowings, and requirements against deposits and regulation of interest rates payable by member banks on time
and savings deposits. These policies have a significant influence on the growth and distribution of loans, investments
and deposits, and interest rates charged on loans, or paid for time and savings deposits, as well as yields on
investments. The FRB has had a significant effect on the operating results of commercial banks in the past and is
expected to continue to do so in the future. Future policies of the FRB and other authorities and their effect on future
earnings cannot be predicted.
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The FRB has a policy that a financial holding company is expected to act as a source of financial and managerial
strength to each of its subsidiary banks and to commit resources to support each such subsidiary bank. Under the
source of strength doctrine, the FRB may require a financial holding company to contribute capital to a troubled
subsidiary bank, and may charge the financial holding company with engaging in unsafe and unsound practices for
failure to commit resources to such a subsidiary bank. This capital injection may be required at times when Summit
may not have the resources to provide it. Any capital loans by a holding company to any subsidiary bank are
subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary bank. In addition, the
Crime Control Act of 1990 provides that in the event of a financial holding company's bankruptcy, any commitment
by such holding company to a Federal bank or thrift regulatory agency to maintain the capital of a subsidiary bank
will be assumed by the bankruptcy trustee and entitled to a priority of payment.

Table of Contents
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The Financial Institutions Reform, Recovery and Enforcement Act ("FIRREA") provides that depository institutions
insured by the FDIC may be liable for any losses incurred by, or reasonably expected to be incurred by, the FDIC in
connection with (i) the default of a commonly controlled FDIC-insured depository institution, or (ii) any assistance
provided by the FDIC to a commonly controlled FDIC-insured depository institution in danger of default. "Default" is
defined generally as the appointment of a conservator or receiver and "in danger of default" is defined generally as the
existence of certain conditions indicating that a "default" is likely to occur in the absence of regulatory

assistance. Accordingly, in the event that any insured bank or subsidiary of Summit causes a loss to the FDIC, other
bank subsidiaries of Summit could be liable to the FDIC for the amount of such loss.

Under federal law, the OCC may order the pro rata assessment of shareholders of a national bank whose capital stock
has become impaired, by losses or otherwise, to relieve a deficiency in such national bank's capital stock. This statute
also provides for the enforcement of any such pro rata assessment of shareholders of such national bank to cover such
impairment of capital stock by sale, to the extent necessary, of the capital stock of any assessed shareholder failing to
pay the assessment. Similarly, the laws of certain states provide for such assessment and sale with respect to the
subsidiary banks chartered by such states. Summit, as the sole stockholder of Summit Community, is subject to such
provisions.

Capital Requirements

As a financial holding company, we are subject to FRB risk-based capital guidelines. The guidelines establish a
systematic analytical framework that makes regulatory capital requirements more sensitive to differences in risk
profiles among banking organizations, takes off-balance sheet exposures into explicit account in assessing capital
adequacy, and minimizes disincentives to holding liquid, low-risk assets. Under the guidelines and related policies,
financial holding companies must maintain capital sufficient to meet both a risk-based asset ratio test and leverage
ratio test on a consolidated basis. The risk-based ratio is determined by allocating assets and specified off-balance
sheet commitments into four weighted categories, with higher levels of capital being required for categories perceived
as representing greater risk. Summit Community is subject to substantially similar capital requirements adopted by its
applicable regulatory agencies.

Generally, under the applicable guidelines, a financial institution's capital is divided into two tiers. "Tier 1", or core
capital, includes common equity, noncumulative perpetual preferred stock (including related surplus) and minority
interests in equity accounts of consolidated subsidiaries, less goodwill and other intangibles. "Tier 2", or
supplementary capital, includes, among other things, cumulative and limited-life preferred stock, hybrid capital
instruments, mandatory convertible securities, qualifying subordinated debt, and the allowance for loan losses, subject
to certain limitations, less required deductions. "Total capital” is the sum of Tier 1 and Tier 2 capital. Financial
holding companies are subject to substantially identical requirements, except that camulative perpetual preferred stock
can constitute up to 25% of a financial holding company's Tier 1 capital.

Financial holding companies are required to maintain a risk-based capital ratio of 8%, of which at least 4% must be
Tier 1 capital. The appropriate regulatory authority may set higher capital requirements when an institution's
particular circumstances warrant. For purposes of the leverage ratio, the numerator is defined as Tier 1 capital and the
denominator is defined as adjusted total assets (as specified in the guidelines). The guidelines provide for a minimum
leverage ratio of 4% for financial holding companies that meet certain specified criteria, including excellent asset
quality, high liquidity, low interest rate exposure and the highest regulatory rating. Financial holding companies not
meeting these criteria are required to maintain a leverage ratio which exceeds 4% by a cushion of at least 1 to 2
percent.
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The guidelines also provide that financial holding companies experiencing internal growth or making acquisitions will
be expected to maintain strong capital positions substantially above the minimum supervisory levels, without
significant reliance on intangible assets. Furthermore, the FRB's guidelines indicate that the FRB will continue to
consider a "tangible Tier 1 leverage ratio" in evaluating proposals for expansion or new activities. The tangible Tier 1
leverage ratio is the ratio of an institution's Tier 1 capital, less all intangibles, to total assets, less all intangibles.

Section 305 of FDICIA (as defined below) required the FRB and other banking agencies to revise their risk-based
capital standards to ensure that those standards take adequate account of interest rate risk. This final rule amends the
capital standards to specify that the banking agencies include, in their evaluations of a bank’s capital adequacy, an
assessment of the exposure to declines in the economic value of the bank’s capital due to changes in interest rates.
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Failure to meet statutorily mandated capital guidelines or more restrictive ratios separately established for a financial
institution could subject the Company or Summit Community to a variety of enforcement remedies, including

issuance of a capital directive, the termination of deposit insurance by the FDIC, a prohibition on accepting or
renewing brokered deposits, limitations on the rates of interest that the institution may pay on its deposits and other
restrictions on its business. As described below under the “Federal Deposit Insurance Corporation Improvement Act of
19917, significant additional restrictions can be imposed on Summit Community if it would fail to meet applicable
capital requirements..

Our regulatory capital ratios and Summit Community’s capital ratios as of year end 2012 are set forth in the table in
Note 16 of the notes to the consolidated financial statements on page 84.

Basel III Standards. On June 7, 2012, the federal bank regulatory agencies issued a series of proposed rules that would
revise their risk-based and leverage capital requirements and their method for calculating risk-weighted assets to make
them consistent with the agreements that were reached by the Basel Committee on Banking Supervision in “Basel III:
A Global Regulatory Framework for More Resilient Banks and Banking Systems” (‘“Basel III”’) and certain provisions of
the Dodd-Frank Act. The proposed rules would apply to all depository institutions, top-tier bank holding companies
with total consolidated assets of $500 million or more, and top-tier savings and loan holding companies (“banking
organizations”). Among other things, the proposed rules establish a new common equity tier 1 minimum capital
requirement of 4.5% and a higher minimum tier 1 capital requirement of 6.0% and assign higher risk weightings
(150%) to exposures that are more than 90 days past due or are on nonaccrual status and certain commercial real estate
facilities that finance the acquisition, development or construction of real property. Additionally, the U.S.
implementation of Basel III contemplates that, for banking organizations with less than $15 billion in assets, the
ability to treat trust preferred securities as tier 1 capital would be phased out over a ten-year period. The proposed
rules also required unrealized gains and losses on certain securities holdings to be included for purposes of calculating
regulatory capital requirements. The proposed rules limit a banking organization’s capital distributions and certain
discretionary bonus payments if the banking organization does not hold a “capital conservation buffer” consisting of a
specified amount of common equity tier 1 capital in addition to the amount necessary to meet its minimum risk-based
capital requirements. The proposed rules indicated that the final rule would become effective on January 1, 2013, and
the changes set forth in the final rules will be phased in from January 1, 2013 through January 1, 2019. However, the
agencies have recently indicated that, due to the volume of public comments received, the final rule would not be in
effect on January 1, 2013.

When fully phased in on January 1, 2019, Basel III requires banks to maintain the following new standards and
introduces a new capital measure “Common Equity Tier 17, or “CET1”. Basel III increases the CET1 to risk-weighted
assets to 4.5%, and introduces a capital conservation buffer of an additional 2.5% of common equity to risk-weighted
assets, raising the target CET1 to risk-weighted assets ratio to 7%. It requires banks to maintain a minimum ratio of
Tier 1 capital to risk weighted assets of at least 6.0%, plus the capital conservation buffer effectively resulting in Tier
1 capital ratio of 8.5%. Basel III increases the minimum total capital ratio to 8.0% plus the capital conservation buffer,
increasing the minimum total capital ratio to 10.5%. Basel III also introduces a non-risk adjusted tier 1 leverage ratio
of 3%, based on a measure of total exposure rather than total assets, and new liquidity standards.

Federal Deposit Insurance Corporation Improvement Act of 1991
The Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA") substantially revised the bank
regulatory and funding provisions of the Federal Deposit Insurance Corporation Act and made revisions to several

other banking statues.

FDICIA establishes a new regulatory scheme, which ties the level of supervisory intervention by bank regulatory
authorities primarily to a depository institution's capital category. Among other things, FDICIA authorizes regulatory
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authorities to take "prompt corrective action" with respect to depository institutions that do not meet minimum capital
requirements. FDICIA establishes five capital tiers: well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized and critically undercapitalized.

By regulation, an institution is "well-capitalized" if it has a total risk-based capital ratio of 10% or greater, a Tier 1
risk-based capital ratio of 6% or greater and a Tier 1 leverage ratio of 5% or greater and is not subject to a regulatory
order, agreement or directive to meet and maintain a specific capital level for any capital measure. Summit
Community was a "well capitalized" institution as of December 31, 2012. Well-capitalized institutions are permitted
to engage in a wider range of banking activities, including among other things, the accepting of "brokered deposits,"
and the offering of interest rates on deposits higher than the prevailing rate in their respective markets.
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Another requirement of FDICIA is that Federal banking agencies must prescribe regulations relating to various
operational areas of banks and financial holding companies. These include standards for internal audit systems, loan
documentation, information systems, internal controls, credit underwriting, interest rate exposure, asset growth,
compensation, a maximum ratio of classified assets to capital, minimum earnings sufficient to absorb losses, a
minimum ratio of market value to book value for publicly traded shares and such other standards as the agencies deem
appropriate.

Community Reinvestment Act
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