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PART 1
Item 1. Business.

Certain statements contained in this Annual Report on Form 10-K which are not statements of historical fact constitute
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. See
“Cautionary Statement Regarding Forward-Looking Information” under Item 1A. Risk Factors on page 11 of this
Annual Report on Form 10-K.

General

Rurban Financial Corp., an Ohio corporation (the “Company”), is a bank holding company registered under the Bank
Holding Company Act of 1956, as amended, and is subject to regulation by the Board of Governors of the Federal
Reserve System (the “Federal Reserve Board”). The Company was organized in 1983. The executive offices of the
Company are located at 401 Clinton Street, Defiance, Ohio 43512.

Through its direct and indirect subsidiaries, The State Bank and Trust Company (“State Bank”), RFCBC, Inc.
(“RFCBC”), Rurbanc Data Services, Inc. dba RDSI Banking Systems (“RDSI”), Rurban Mortgage Company (“RMC”),
Rurban Investments, Inc. (“RII”’), Rurban Statutory Trust I (“RST I”’), and Rurban Statutory Trust IT (“RST II”), the
Company is engaged in a variety of activities, including commercial banking, data and item processing, and trust and
financial services, as explained in more detail below. State Bank owns all of the outstanding stock of Rurban
Mortgage Company (“RMC”) and Rurban Investments Inc. (“RII”).

General Description of Holding Company Group
State Bank

State Bank is an Ohio state-chartered bank, which offers a full range of commercial banking services, including
checking accounts, passbook savings, money market accounts and time certificates of deposit; automatic teller
machines; commercial, consumer, agricultural and residential mortgage loans (including “Home Value Equity” line of
credit loans); personal and corporate trust services; commercial leasing; bank credit card services; safe deposit box
rentals; Internet and telephone banking; and other personalized banking services. The trust and financial services
division of State Bank, Reliance Financial Services (“RFS”), offers various trust and financial services, including asset
management services for individuals and corporate employee benefit plans, as well as brokerage services through
PrimeVest Financial Services. State Bank presently operates nineteen banking centers, all located within the Ohio
counties of Allen, Defiance, Fulton, Lucas, Paulding, Wood and Williams, and one located in Allen County,
Indiana. State Bank also presently operates two Loan Production Offices, one in Franklin County, Ohio and one in
Steuben County, Indiana. At December 31, 2010, State Bank had 196 full-time equivalent employees.

RMC

RMC is an Ohio corporation and wholly-owned subsidiary of State Bank. RMC is a mortgage company; however, it
ceased originating mortgage loans in the second quarter of 2000 and is presently inactive. At December 31, 2010,
RMC had no employees.

RFCBC

RFCBC is an Ohio corporation and wholly-owned subsidiary of the Company that was incorporated in August
2004. RFCBC operates as a loan subsidiary in servicing and working out problem loans. At December 31, 2010,
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RFCBC had no employees.

RDSI

RDSI has been in operation since 1964 and became an Ohio corporation in June 1976. RDSI has one operating
location in Defiance, Ohio. In September 2006, RDSI acquired Diverse Computer Marketers, Inc. (“DCM”) which was

merged into RDSI effective December 31, 2007 and now operates as a division of RDSI doing business as
“DCM”. DCM has one operating location in Lansing, Michigan.

_3-




Edgar Filing: RURBAN FINANCIAL CORP - Form 10-K

RDSI provides data processing and item processing and related services to community banks located in Illinois,
Indiana, Michigan, Ohio and Wisconsin. At December 31, 2010, RDSI had 43 full-time equivalent employees.

RSTI

RST I is a trust that was organized in August 2000. In September 2000, RST I closed a pooled private offering of
10,000 Capital Securities with a liquidation amount of $1,000 per security. The proceeds of the offering were loaned
to the Company in exchange for junior subordinated debentures with terms similar to the Capital Securities. The sole
assets of RST I are the junior subordinated debentures and the back-up obligations, which in the aggregate, constitute
a full and unconditional guarantee by the Company of the obligations of RST I under the Capital Securities.

RST II

RST II is a trust that was organized in August 2005. In September 2005, RST II closed a pooled private offering of
10,000 Capital Securities with a liquidation amount of $1,000 per security. The proceeds of the offering were loaned
to the Company in exchange for junior subordinated debentures with terms similar to the Capital Securities. The sole
assets of RST II are the junior subordinated debentures and the back-up obligations, which in the aggregate, constitute
a full and unconditional guarantee by the Company of the obligations of RST II under the Capital Securities.

Recent Developments
State Bank

State Bank aggressively managed down the level of problem assets throughout the year. At December 31,
2010, non-performing assets had declined $6.5 million from the prior year. The level of non-performing assets to total
assets of 2.09 percent was down from 3.02 percent for the prior year.

Operating expense reductions were a critical part of State Bank’s efforts during the year, and included a branch closing,
staff reductions and operating efficiencies throughout the organization.

Mortgage loan production continued to be a key part of State Bank revenue growth. Total gain on sale from saleable
loans, the majority of which was mortgage production, was $4.8 million during 2010, an increase of 43 percent over
the 2009 revenue levels.

Loan loss provision was a significant drain on earnings during 2010. For the year, provision expense was $7.6 million
to cover loan charge-offs of $7.9 million. The bank’s loan loss allowance of 1.57 percent is up 2 basis points from the
prior year. This allowance provided a coverage level for our non-performing loans of 55 percent.

RDSI

On April 27, 2009, the Company announced a transaction between RDSI and New Core Holdings, Inc. d/b/a New
Core Banking Systems, headquartered in Birmingham, AL (“New Core”). As part of this transaction, RDSI and New
Core entered into a Reseller Software License and Support Agreement pursuant to which RDSI was granted rights as
the exclusive provider of New Core’s Single Source™ software. RDSI and New Core also entered into an Agreement and
Plan of Merger pursuant to which New Core would be merged with a newly-created subsidiary of RDSI and become a
wholly-owned subsidiary of RDSI. A prerequisite of this merger would be the spin-off of RDSI from Rurban,
resulting in RDSI becoming a separate independent public company. This would be followed immediately by the
merger of RDSI and New Core. On July 28, 2010, RDSI announced that the proposed strategic partnership and
merger with New Core Holdings, Inc. could not be successfully completed as previously contemplated. As part of
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that announcement, RDSI incurred a significant write-off of hardware, software and development costs of $10.0
million. That write-off, together with an aggregate of $6.3 million in Goodwill and intangible impairments related to
the loss of client banks and associated revenue at RDSI, drove the bulk of the net loss in 2010 at the
Company. Included in the $10 million impairment was a $3.0 million loan loss to New Core Holdings, Inc.

-4 -
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Competition

State Bank experiences significant competition in attracting depositors and borrowers. Competition in lending
activities comes principally from other commercial banks in the lending areas of State Bank, and to a lesser extent,
from savings associations, insurance companies, governmental agencies, credit unions, securities brokerage firms and
pension funds. The primary factors in competing for loans are interest rates charged and overall banking services.

State Bank’s competition for deposits comes from other commercial banks, savings associations, money market funds
and credit unions as well as from insurance companies and securities brokerage firms. The primary factors in
competing for deposits are interest rates paid on deposits, account liquidity and convenience of office location.

RDSI and DCM also operate in a highly competitive field. RDSI and DCM compete primarily on the basis of the
value and quality of their data processing and item processing services and convenience to their customers.

RFS operates in the highly competitive trust services field and its competition consists primarily of other bank trust
departments.

Supervision and Regulation

The following is a description of the significant statutes and regulations applicable to the Company and its
subsidiaries. The description is qualified in its entirety by reference to the full text of the statutes, regulations and
policies that are described. Also, such statutes, regulations and policies are continually under review by the U.S.
Congress and state legislatures and federal and state regulatory agencies. A change in statutes, regulations or
regulatory policies applicable to the Company or its subsidiaries could have a material effect on our business.

Regulation of Bank Holding Companies and Their Subsidiaries in General

The Company is a bank holding company and, as such, is subject to regulation under the Bank Holding Company Act
of 1956, as amended (the “Bank Holding Company Act”). The Bank Holding Company Act requires the prior approval
of the Federal Reserve Board before a bank holding company may acquire direct or indirect ownership or control of
more than 5% of the voting shares of any bank (unless the bank is already majority owned by the bank holding
company), acquire all or substantially all of the assets of another bank or bank holding company, or merge or
consolidate with any other bank holding company. Subject to certain exceptions, the Bank Holding Company Act
also prohibits a bank holding company from acquiring 5% of the voting shares of any company that is not a bank and
from engaging in any business other than banking or managing or controlling banks. The primary exception to this
prohibition allows a bank holding company to own shares in any company the activities of which the Federal Reserve
Board had determined, as of November 19, 1999, to be so closely related to banking as to be a proper incident thereto.
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The Company is subject to the reporting requirements of, and examination and regulation by, the Federal Reserve
Board. The Federal Reserve Board has extensive enforcement authority over bank holding companies, including,
without limitation, the ability to assess civil money penalties, issue cease and desist or removal orders, and require that
a bank holding company divest subsidiaries, including its subsidiary banks. In general, the Federal Reserve Board
may initiate enforcement actions for violations of laws and regulations and unsafe or unsound practices. A bank
holding company and its subsidiaries are prohibited from engaging in certain tying arrangements in connection with
extensions of credit and/or the provision of other property or services to a customer by the bank holding company or
its subsidiaries.

Under Federal Reserve Board policy, a bank holding company is expected to act as a source of financial strength to its
subsidiary bank and to commit resources to support its subsidiary bank. Pursuant to this policy, the Federal Reserve
Board may require a bank holding company to contribute additional capital to an undercapitalized subsidiary bank and
may disapprove of the payment of dividends to shareholders if the Federal Reserve Board determines that the payment
of such dividends would be an unsafe or unsound practice.

State Bank is a member of the Federal Reserve System, so its primary federal regulator is the Federal Reserve
Board. The Federal Reserve Board issues regulations governing the operations of State Bank and examines State
Bank. The Federal Reserve Board may initiate enforcement action against insured depository institutions and
affiliated persons for violations of laws and regulations and for engaging in unsafe or unsound practices. The deposits
of State Bank are insured by the Federal Deposit Insurance Corporation (“FDIC”) and are subject to the applicable
provisions of the Federal Deposit Insurance Act.

As a state-chartered bank incorporated under Ohio law, State Bank is also subject to regulation, supervision and
examination by the Ohio Division of Financial Institutions (the “Division”). The Division may initiate supervisory
measures or formal enforcement actions against Ohio state-chartered banks and, if the grounds provided by law exist,
the Division may place an Ohio bank in conservatorship or receivership. Whenever the Division considers it
necessary or appropriate, the Division may also examine the affairs of any holding company or any affiliate or
subsidiary of an Ohio bank.

Various requirements and restrictions under the laws of the United States and the State of Ohio affect the operations of
State Bank, including requirements to maintain reserves against deposits, restrictions on the nature and amount of
loans which may be made and the interest that may be charged thereon, restrictions relating to investments and other
activities, limitations on credit exposure to correspondent banks, limitations on activities based on capital and surplus,
limitations on payment of dividends, and limitations on branching. Various consumer laws and regulations also affect
the operations of State Bank.

The Federal Home Loan Banks (“FHLBs”) provide credit to their members in the form of advances. As a member of
the FHLB of Cincinnati, State Bank must maintain certain minimum investments in the capital stock of the FHLB of
Cincinnati. State Bank was in compliance with these requirements at December 31, 2010.

Dividends

In January 2010, the Company announced that it had elected to suspend payment of quarterly cash dividends. There
can be no assurance as to if or when the Company might reinstate dividends to shareholders or as to the amount of any
dividends which may be declared in future periods.

The Company is a bank holding company and its ability to declare and pay dividends is dependent on certain federal

regulatory considerations, including the guidelines of the Federal Reserve Board regarding capital adequacy and
dividends. In addition, the ability of the Company to obtain funds for the payment of dividends and for other cash
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requirements is largely dependent on the amount of dividends that may be declared and paid by its subsidiaries. State
Bank may not pay dividends out of its surplus if, after paying these dividends, it would fail to meet the required
minimum levels under the risk-based capital guidelines and minimum leverage ratio requirements established by the
Federal Reserve Board. In addition, State Bank must obtain the approval of the Federal Reserve Board and the Ohio
Division of Financial Institutions if a dividend in any year would cause the total dividends for that year to exceed the
sum of the bank’s current year’s net profits and the retained net profits for the preceding two years, less required
transfers to surplus. Payment of dividends by State Bank may be restricted at any time at the discretion of its
regulatory authorities, if they deem such dividends to constitute an unsafe and/or unsound banking practice. These
provisions could have the effect of limiting the Company’s ability to pay dividends on its outstanding common shares
in the future.
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Transactions with Affiliates, Directors, Executive Officers and Shareholders

Sections 23A and 23B of the Federal Reserve Act and Federal Reserve Board Regulation W restrict transactions by
banks and their subsidiaries with their affiliates. Any company or entity that controls, is controlled by or is under
common control with a bank is generally considered to be an affiliate of the bank.

In general, Sections 23A and 23B and Regulation W:

elimit the extent to which a bank or its subsidiaries may engage in “covered transactions” with any one affiliate to an
amount equal to 10% of the bank’s capital stock and surplus (i.e., tangible capital);

elimit the extent to which a bank or its subsidiaries may engage in “covered transactions” with all affiliates to 20% of
the bank’s capital stock and surplus; and

erequire that all covered transactions be on terms substantially the same, or at least as favorable to the bank or
subsidiary, as those provided to nonaffiliated.

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

A bank’s authority to extend credit to executive officers, directors and greater than 10% shareholders, as well as
entities such persons control, is subject to Sections 22(g) and 22(h) of the Federal Reserve Act and Regulation O
promulgated thereunder by the Federal Reserve Board. Among other things, these loans must be made on terms
substantially the same as those offered to unaffiliated individuals (or be made under a benefit or compensation
program and on terms widely available to employees) and must not involve a greater than normal risk of
repayment. In addition, the amount of loans a bank may make to these persons is based, in part, on the bank’s capital
position, and specified approval procedures must be followed in making loans which exceed specified amounts.

Regulatory Capital

The Federal Reserve Board has adopted risk-based capital guidelines for bank holding companies and for state
member banks, such as State Bank. The risk-based capital guidelines include both a definition of capital and a
framework for calculating risk weighted assets by assigning assets and off-balance-sheet items to broad risk
categories. The minimum ratio of total capital to risk weighted assets (including certain off-balance-sheet items, such
as standby letters of credit) is 8%. Of that 8%, at least 4% must be comprised of common shareholders’ equity
(including retained earnings but excluding treasury stock), non-cumulative perpetual preferred stock, a limited amount
of cumulative perpetual preferred stock, and minority interests in equity accounts of consolidated subsidiaries, less
goodwill and certain other intangible assets (“Tier 1 capital”). The remainder of total risk-based capital (‘“Tier 2 capital”)
may consist, among other things, of certain amounts of mandatory convertible debt securities, subordinated debt,
preferred stock not qualifying as Tier 1 capital, allowance for loan and lease losses and net unrealized gains, after
applicable taxes, on available-for-sale equity securities with readily determinable fair values, all subject to limitations
established by the guidelines. Under the guidelines, capital is compared to the relative risk related to the balance
sheet. To derive the risk included in the balance sheet, one of four risk weights (0%, 20%, 50%, and 100%) is applied
to different balance sheet and off-balance sheet assets, primarily based on the relative credit risk of the
counterparty. The capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings and other factors.

-7-
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The Federal Reserve Board also imposes a minimum leverage ratio (Tier 1 capital to total assets) of 3% for bank
holding companies and state member banks that meet certain specified conditions, including no operational, financial
or supervisory deficiencies, and including having the highest regulatory rating. The minimum leverage ratio is
1%-2% higher for other bank holding companies and state member banks based on their particular circumstances and
risk profiles and those experiencing or anticipating significant growth. Failure to meet applicable capital guidelines
could subject a banking institution to a variety of enforcement remedies available to federal and state regulatory
authorities, including the termination of deposit insurance by the FDIC.

The federal banking regulators have established regulations governing prompt corrective action to resolve capital
deficient banks. The regulations establish five capital level categories: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized and critically undercapitalized. Under these regulations, institutions
which become undercapitalized can become subject to mandatory regulatory scrutiny and limitations, which increase
as capital decreases. Such institutions may also be required to file capital plans with their primary federal regulator,
and their holding companies may be required to guarantee the capital shortfall up to 5% of the assets of the capital
deficient institution at the time it becomes undercapitalized.

The Company’s management believes that the Company and State Bank, at year end 2010, satisfied all requirements to
be deemed “well capitalized”.

Federal Deposit Insurance Corporation (“FDIC”)

The FDIC is an independent federal agency which insures the deposits of federally-insured banks and savings
associations up to certain prescribed limits and safeguards the safety and soundness of financial institutions. State
Bank’s deposits are subject to the deposit insurance assessments of the FDIC. Under the FDIC’s deposit insurance
assessment system, the assessment rate for any insured institution may vary according to regulatory capital levels of
the institution and other factors such as supervisory evaluations.

The FDIC is authorized to prohibit any insured institution from engaging in any activity that poses a serious threat to
the insurance fund and may initiate enforcement actions against a bank, after first giving the institution’s primary
regulatory authority an opportunity to take such action. The FDIC may also terminate the deposit insurance of any
institution that has engaged in or is engaging in unsafe or unsound practices, is in an unsafe or unsound condition to
continue operations or has violated any applicable law, order or condition imposed by the FDIC.

Monetary Policy and Economic Conditions

The commercial banking business is affected not only by general economic conditions, but also by the policies of
various governmental regulatory authorities, including the Federal Reserve Board. The Federal Reserve Board
regulates money and credit conditions and interest rates in order to influence general economic conditions primarily
through open market operations in U.S. Government securities, changes in the discount rate on bank borrowings and
changes in reserve requirements against bank deposits. These policies and regulations significantly affect the overall
growth and distribution of bank loans, investments and deposits, and the interest rates charged on loans as well as the
interest rates paid on deposits and accounts.

_8-
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Holding Company Activities

In November 1999, the Gramm-Leach-Bliley Act was enacted, permitting bank holding companies to become
financial holding companies and thereby affiliate with securities firms and insurance companies and engage in other
activities that are financial in nature. A bank holding company may become a financial holding company if each of its
subsidiary banks is well capitalized under the Federal Deposit Insurance Corporation Act of 1991 prompt corrective
action provisions, is well managed, and has at least a satisfactory rating under the Community Reinvestment Act by
filing a declaration that the bank holding company wishes to become a financial holding company. No regulatory
approval is required for a financial holding company to acquire a company, other than a bank or savings association,
engaged in activities that are financial in nature or incidental to activities that are financial in nature, as determined by
the Federal Reserve Board.

The Gramm-Leach-Bliley Act defines “financial in nature” to include: (i) securities underwriting, dealing and market
making; (ii) sponsoring mutual funds and investment companies; (iii) insurance underwriting and agency; (iv)
merchant banking activities; and (v) activities that the Federal Reserve Board has determined to be closely related to
banking.

The Company has not elected to become a financial holding company. The Company intends to continue to analyze
the proposed advantages and disadvantages of becoming a financial holding company on a periodic basis.

SEC and NASDAQ Regulation

The Company is subject to the jurisdiction of the SEC and certain state securities authorities relating to the offering
and sale of its securities. The Company is subject to the registration, reporting and other regulatory requirements of
the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and the rules adopted by the SEC under those acts. The Company’s common shares are listed on The NASDAQ
Global Market under the symbol “RBNF”, and the Company is subject to the rules and regulations of The NASDAQ
Stock Market, Inc. (“NASDAQ”) applicable to listed companies.

Sarbanes-Oxley Act of 2002 and Related Rules Affecting Corporate Governance

As mandated by the Sarbanes-Oxley Act of 2002 (“SOX”), the SEC has adopted rules and regulations governing, among
other matters, corporate governance, auditing and accounting, executive compensation, and enhanced the timely
disclosure of corporate information. The SEC has also approved corporate governance rules promulgated by
NASDAQ. The Board of Directors of the Company has taken a series of actions to comply with the NASDAQ and
SEC rules and to further strengthen its corporate governance practices. The Company has adopted and implemented a
Code of Conduct and Ethics and a copy of that policy can be found on the Company’s website at
www.rurbanfinancial.net by first clicking “Corporate Governance” and then “Code of Conduct”. The Company has also
adopted charters of the Audit Committee, the Compensation Committee and the Governance and Nominating
Committee, which charters are available on the Company’s website at www.rurbanfinancial.net by first clicking
“Corporate Governance” and then “Supplementary Info”.

USA Patriot Act

The Uniting and Strengthening of America by Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act of 2001 (the “Patriot Act”) gives the United States Government greater powers over financial institutions
to combat money laundering and terrorist access to the financial system in our country. The Patriot Act requires
regulated financial institutions to establish programs for obtaining identifying information from customers seeking to
open new accounts and establish enhanced due diligence policies, procedures and controls designed to detect and
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Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank Act”) was enacted into
law on July 21, 2010. The Dodd-Frank Act is expected to significantly change the regulation of financial institutions
and the financial services industry. Because the Dodd-Frank Act requires various federal agencies to adopt a broad
range of regulations with significant discretion, many of the details of the new law and the effects they will have on
the Company will not be known for months and even years.

The following changes that will be implemented pursuant to the Dodd-Frank Act may have an effect on the Company’s
business:

ethe Dodd-Frank Act creates a Consumer Financial Protection Bureau with broad powers to adopt and enforce
consumer protection regulations;

enew capital regulations for bank holding companies will be adopted, which may impose stricter requirements, and
any new trust preferred securities will no longer constitute Tier I capital;

ethe federal law prohibiting the payment of interest on commercial demand deposit accounts will be eliminated
effective in July 2011;

ethe standard maximum amount of deposit insurance per customer is permanently increased to $250,000, and
non-interest bearing transaction accounts will have unlimited insurance through December 31, 2012;

ethe assessment base for determining deposit insurance premiums will be expanded to include liabilities other than
just deposits; and

enew corporate governance requirements applicable generally to all public companies in all industries will require
new compensation practices and disclosure requirements, including requiring companies to “claw back” incentive
compensation under certain circumstances, to provide shareholders the opportunity to cast a non-binding vote on
executive compensation and to consider the independence of compensation advisers.

Many provisions of the Dodd-Frank Act have not yet been implemented and will require interpretation and rule
making by federal regulators. While the ultimate effect of the Dodd-Frank Act on the Company cannot yet be
determined, the law is likely to increase compliance costs and fees paid to regulators, along with possible restrictions
on the operations of the Company.

Effect of Environmental Regulation

Compliance with federal, state and local provisions regulating the discharge of materials into the environment, or

otherwise relating to the protection of the environment, has not had a material effect upon the capital expenditures,

earnings or competitive position of the Company and its subsidiaries. The Company believes that the nature of the

operations of its subsidiaries has little, if any, environmental impact. The Company, therefore, anticipates no material

capital expenditures for environmental control facilities for its current fiscal year or for the foreseeable future. The

Company’s subsidiaries may be required to make capital expenditures for environmental control facilities related to
properties which they may acquire through foreclosure proceedings in the future; however, the amount of such capital

expenditures, if any, is not currently determinable.

Available Information
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The Company will provide, without charge, to each shareholder, upon written request to Rurban Financial Corp., P.O.
Box 467, Defiance, Ohio 43512, Attention: Linda Sickmiller, Investor Relations Department, a copy of the Company's
Annual Report on Form 10-K, including the Financial Statements and Schedules thereto required to be filed with the
SEC, for the Company's most recent fiscal year.

-10 -
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The Company maintains an Internet website at www.rurbanfinancial.net (this uniform resource locator, or URL, is an

inactive textual reference only and is not intended to incorporate the Company’s website into this Annual Report on
Form 10-K). The Company makes available free of charge on or through its Internet website the Company’s annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports

filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as well as the Company’s definitive proxy
statements filed pursuant to Section 14 of the Exchange Act, as soon as reasonably practicable after the Company

electronically files such material with, or furnishes such material to, the SEC.

Item 1A. Risk Factors
Cautionary Statement Regarding Forward-Looking Information

Certain statements contained in this Annual Report on Form 10-K, and in other statements that we make from time to
time in filings by the Company with the SEC, in press releases, and in oral and written statements made by or with the
approval of the Company which are not statements of historical fact constitute forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. Examples of forward-looking statements
include: (a) projections of income or expense, earnings per share, the payment or non-payment of dividends, capital
structure and other financial items; (b) statements of plans and objectives of the Company or our Board of Directors or
management, including those relating to products and services; (c) statements of future economic performance; (d)
statements of future customer attraction or retention; and (d) statements of assumptions underlying these
statements. These forward-looking statements include, but are not limited to, statements preceded by or that include
the words or phrases “anticipates,” “believes,” “plans,” “intends,” “expects,” “projects,” “estimates,” “should,” “may,
allow,” “will likely result,” “will continue,” “will remain,” or similar expressions.

9 G 99 ¢ LT3 99 ¢
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The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements to
encourage companies to provide prospective information so long as those statements are identified as forward-looking
and are accompanied by meaningful cautionary statements identifying important factors that could cause actual results
to differ materially from those discussed in the forward-looking statements. We desire to take advantage of the “safe
harbor” provisions of the Act.

Forward-looking statements involve risks and uncertainties. Actual results may differ materially from those predicted
by the forward-looking statements because of various factors and possible events, including those factors identified
below. There is also the risk that the Company’s management or Board of Directors incorrectly analyzes these risks
and forces, or that the strategies the Company develops to address them are unsuccessful.

Forward-looking statements speak only as of that date on which they are made. Except as may be required by law, the
Company undertakes no obligation to update any forward-looking statement to reflect events or circumstances after
the date on which the statement is made to reflect unanticipated events.

All forward-looking statements attributable to the Company or any person acting on our behalf are qualified in their

entirety by the following cautionary statements.

-11 -
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Changes in economic conditions could adversely affect our earnings, as our borrowers’ ability to repay loans and the
value of the collateral securing our loans decline.

Our success depends to a large extent upon local and national economic conditions, as well as governmental fiscal and
monetary policies. Conditions such as inflation, recession, unemployment, changes in interest rates, money supply and
other factors beyond our control can adversely affect our asset quality, deposit levels and loan demand and, therefore,
our earnings and our capital. Because we have a significant amount of real estate loans, additional decreases in real
estate values could adversely affect the value of property used as collateral and our ability to sell the collateral upon
foreclosure. Adverse changes in the economy may also have a negative effect on the ability of our borrowers to make
timely repayments of their loans, which would have an adverse impact on our earnings and cash flows.

We continue to experience difficult economic conditions and high unemployment in our market areas, which has

impaired the ability of our customers to make payments on their loans, and a significant continued decline in the

economy in our market areas could have a materially adverse effect on our financial condition and results of

operations. As a result of these economic conditions, the Company’s future earnings continue to be susceptible to
further declining credit conditions in the markets in which we operate.

Our earnings are significantly affected by the fiscal and monetary policies of the federal government and its agencies.

The policies of the Federal Reserve Board impact us significantly. The Federal Reserve Board regulates the supply of

money and credit in the United States. Its policies directly and indirectly influence the rate of interest earned on loans

and paid on borrowings and interest-bearing deposits, and can also affect the value of financial instruments we

hold. Those policies determine to a significant extent our cost of funds for lending and investing. Changes in those

policies are beyond our control and are difficult to predict. Federal Reserve Board policies can also affect our

borrowers, potentially increasing the risk that they may fail to repay their loans. For example, a tightening of the

money supply by the Federal Reserve Board could reduce the demand for a borrower’s products and services. This
could adversely affect the borrower’s earnings and ability to repay its loan, which could have a material adverse effect
on our financial condition and results of operations.

Changes in interest rates could have a material adverse effect on our financial condition and results of operations.

Our earnings depend substantially on our interest spread, which is the difference between the rates we earn on loans,
securities and other earning assets and the interest rates we pay on deposits and other borrowings. These rates will
depend on many factors that are partly or entirely outside of our control, including general economic conditions and
the policies of various governmental and regulatory authorities. While we have taken measures intended to manage
the risks of operating in a changing rate environment, there can be no assurance that such measures will be effective in
avoiding undue interest rate risk. As market interest rates rise, we will have competitive pressures to increase the rates
we pay on deposits, which will result in a decrease in net interest income and could have a material adverse effect on
our financial condition and results of operations.

If our actual loan losses exceed our allowance for loan losses, our net income will decrease.

Our loan customers may not repay their loans according to their terms, and the collateral securing the payment of
these loans may be insufficient to pay any remaining loan balance. We may experience significant loan losses, which
could have a material adverse effect on our operating results. In accordance with accounting principles generally
accepted in the United States, we maintain an allowance for loan losses to provide for loan defaults and
non-performance, which when combined, we refer to as the allowance for loan losses. Our allowance for loan losses
may not be adequate to cover actual credit losses, and future provisions for credit losses could have a material adverse
effect on our operating results. Our allowance for loan losses is based on prior experience, as well as an evaluation of
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the risks in the current portfolio. The amount of future losses is susceptible to changes in economic, operating and
other conditions, including changes in interest rates that may be beyond our control, and these losses may exceed
current estimates. Federal regulatory agencies, as an integral part of their examination process, review our loans and
allowance for loan losses. We cannot assure you that we will not further increase the allowance for loan losses or that
regulators will not require us to increase this allowance. Either of these occurrences could have a material adverse
effect on our financial condition and results of operations.

-12 -
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RDSI may continue to experience net operating losses as a result of the loss of data processing customers.

On July 28, 2010, the Company announced that it had determined that the planned spin-off of RDSI and merger with
New Core cannot be successfully completed. RDSI is working to address a wind-down of the relationships with New
Core to enable both companies to pursue their separate strategic directions. As a result of this determination, together
with the loss of RDSI’s data processing client base and associated revenue, the Company recorded a $5.6 million
pre-tax charge in the second quarter of 2010 for impairment and write-downs of hardware, software and
developmental costs related to the data processing business of RDSI. The Company also recorded a $3.0 million loan
provision and associated charge-off at RDSI during the second quarter of 2010 relating to a loan to New Core
Holdings Inc. for software development costs.

RDSI currently provides data processing services exclusively to State Bank, as RDSI has discontinued offering data
processing services to other client banks. However, RDSI continues to offer item processing and network services,
and expects to maintain those primary businesses going forward. The current customer base at RDSI is significantly
lower than the prior year and RDSI anticipates normal levels of attrition going forward. Should RDSI be unable to
replace lost clients and expand its existing client base, revenue will decline and additional operating losses within that
business segment are likely to occur.

FDIC insurance premiums may increase materially, which could negatively affect our profitability.

The FDIC insures deposits at FDIC insured financial institutions, including State Bank. The FDIC charges the insured
financial institutions premiums to maintain the Deposit Insurance Fund at a certain level. During 2008 and 2009,
there were higher levels of bank failures which dramatically increased resolution costs of the FDIC and depleted the
deposit insurance fund. The FDIC collected a special assessment in 2009 to replenish the Deposit Insurance Fund and
also required a prepayment of an estimated amount of future deposit insurance premiums. If the costs of future bank
failures increase, deposit insurance premiums may also increase.

Legislative or regulatory changes could adversely impact our businesses.

The financial services industry is extensively regulated. We are subject to state and federal regulation, supervision
and legislation that govern almost all aspects of our operations. Laws and regulations may change from time to time
and are primarily intended for the protection of consumers, depositors, federal deposit insurance funds and the
banking system as a whole, and not to benefit our shareholders. The impact of any changes to laws and regulations or
other actions by regulatory agencies may negatively impact us. In light of current conditions in the global financial
markets and the global economy, regulators have increased their focus on the regulation of the financial services
industry. Most recently, the federal government has intervened on an unprecedented scale in responding to the
stresses experienced in the global financial markets. Some of the laws enacted by Congress and regulations
promulgated by the federal banking regulators subject us and other financial institutions to additional restrictions,
oversight or costs that may have an impact on our business, results of operations or the price of our common shares.

-13-
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The Dodd-Frank Act was signed into law on July 21, 2010, and, although it became generally effective in July 2010,
many of its provisions have extended implementation periods and delayed effective dates and will require extensive
rulemaking by regulatory authorities. The Dodd-Frank Act, including future rules implementing its provisions and the
interpretation of those rules, could result in a number of adverse impacts on the Company and its subsidiaries. The
levels of capital and liquidity with which we must operate may be subject to more stringent capital requirements. In
addition, we may be subjected to higher deposit insurance premiums to the FDIC. We may also be subject to
additional regulations under the newly established Bureau of Consumer Financial Protection which was given broad
authority to implement new consumer protection regulations. These and other provisions of the Dodd-Frank Act may
place significant additional costs on us, impede our growth opportunities and place us at a competitive disadvantage.

In addition, effective July 2011, the Dodd-Frank Act eliminates the federal law prohibition on the payment of interest
on commercial demand deposit accounts. Depending on competitive responses, this change to a long-standing law
could have a material adverse effect on State Bank.

We may be a defendant from time to time in a variety of litigation and other actions, which could have a material
adverse effect on our financial condition and results of operations.

The Company and its subsidiaries may be involved from time to time in a variety of litigation arising out of our
businesses. The risk of litigation increases in times of increased troubled loan collection activity. Our insurance may
not cover all claims that may be asserted against us, and any claims asserted against us, regardless of merit or eventual
outcome, may harm our reputation. Should the ultimate judgments or settlements in any litigation exceed our
insurance coverage, they could have a material adverse effect on our financial condition and results of operations. In
addition, we may not be able to obtain appropriate types or levels of insurance in the future, nor may we be able to
obtain adequate replacement policies with acceptable terms, if at all.

Our success depends upon our ability to attract and retain key personnel.

Our success depends upon the continued service of our senior management team and upon our ability to attract and
retain qualified financial services personnel. Competition for qualified employees is intense. We cannot assure you
that we will be able to retain our existing key personnel or attract additional qualified personnel. If we lose the
services of our key personnel, or are unable to attract additional qualified personnel, our business, financial condition
and results of operations could be adversely affected.

We depend upon the accuracy and completeness of information about customers.

In deciding whether to extend credit or enter into other transactions with customers, we may rely on information
provided to us by customers, including financial statements and other financial infor