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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x
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Cautionary Notice Regarding Forward Looking Statements

Some of the statements in this Report, including, without limitation, matters discussed under the caption Management s Discussion and Analysis,
are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements relate to
future events or our future financial performance, and include statements about the competitiveness of the banking industry, potential regulatory
obligations, our entrance and expansion into other markets, integration of recently acquired banks, pending or proposed acquisitions, our other
business strategies, our expectations with respect to our allowance for loan losses and impaired loans, , and other statements that are not
historical facts. When we use words like may, plan, contemplate, project, predict, anticipate, believe, intend, expect, estim:
will, and similar expressions, you should consider them as identifying forward-looking statements, although we may use other phrasing. These
forward-looking statements involve risks and uncertainties and are based on our beliefs and assumptions, and on the information available to us
at the time that these disclosures were prepared. These forward looking statements include risks and uncertainties and may not be realized due to
a variety of factors, including, but not limited to the following: (1) competitive pressures among depository and other financial institutions;
(2) changes in the interest rate environment; (3) the effects of future economic conditions; (4) legislative or regulatory changes, including
changes in accounting standards; (5) costs or difficulties related to the integration of our businesses; (6) deposit attrition, customer loss or
revenue loss; (7) the failure of assumptions underlying the establishment of reserves for possible loan losses; and (8) changes in the equity
markets.

Many of such factors are beyond our ability to control or predict, and readers are cautioned not to put undue reliance on such forward-looking
statements. We disclaim any obligation to update or revise any forward-looking statements contained in this Report, whether as a result of new
information, future events or otherwise.

All written or oral forward looking statements attributable to us are expressly qualified in their entirety by this Cautionary Notice. Our actual
results may differ significantly from those we discuss in these forward looking statements. For other factors, risks and uncertainties that could
cause our actual results to differ materially from estimates and projections contained in these forward looking statements, please read the Risk
Factors section of this Annual Report beginning on page 20.
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PART I

ITEM1. BUSINESS
Information About Buckhead Community Bancorp, Inc.

Description of Business

Buckhead Community Bancorp, Inc. ( Buckhead Community or the Company ) is a Georgia corporation registered under the Bank Holding
Company Act of 1956, as amended (the BHCA ). Buckhead Community was formed on October 15, 1996 to serve as the holding company of its
wholly-owned banking subsidiary, The Buckhead Community Bank (the Bank ). On December 4, 2007, the Company completed its acquisition
of Allied Bancshares, Inc. ( Allied ), a Georgia corporation based in Cumming, Forsyth County, Georgia, and the parent holding company of First
National Bank of Forsyth County ( FNB Forsyth ).

Buckhead Community, through the Bank, provides a broad range of community banking services to commercial, small business and retail
customers, offering a variety of transaction and savings deposit products, cash management services, secured and unsecured loan products,
including revolving credit facilities, and letters of credit and similar financial guarantees. Buckhead Community and the Bank primarily serve
customers in Fulton, Forsyth, Cobb and Hall counties within the greater Atlanta, Georgia banking market.

The Buckhead Community Bank

The Bank was incorporated as a federally-chartered commercial banking association in 1998, and converted its charter to become a Georgia
state-chartered bank on July 1, 2005. The Bank is headquartered in Atlanta, Fulton County, Georgia and operates a total of seven full-service
banking locations in Fulton, Forsyth, Cobb and Hall counties in the greater Atlanta, Georgia metropolitan area. The Bank s branches in Fulton
County operate under the trade names The Buckhead Community Bank, = The Sandy Springs Community Bank, = The Midtown Community Bank,
and The Alpharetta Community Bank. In late August, 2007, the Bank opened a full-service de-novo branch in Atlanta, Cobb County, Georgia
operating under the trade name Cobb Community Bank. On December 4, 2007, in connection with the Company s acquisition of Allied, the Bank
acquired FNB Forsyth and its two bank branches operating in Cumming, Forsyth County, Georgia, and Gainesville, Hall County, Georgia.

These two branches are now operated by the Bank under the trade names Forsyth Community Bank and Hall Community Bank, respectively.
The Bank also operates a loan production office in Suwanee, Georgia.

The Bank is a full service commercial bank focusing on meeting the banking needs of individuals and small- to medium-sized businesses. The
Bank offers a broad line of banking and financial products and services customary for full service banks of similar size and character. These
services include consumer loans, real estate loans, and commercial loans as well as maintaining deposit accounts such as checking accounts,
money market accounts, and a variety of certificates of deposit. The Bank attracts most of its deposits and conducts most of its lending
transactions from and within its primary service area encompassing Fulton, Forsyth, Cobb and Hall counties, Georgia.
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Regulatory Oversight and Capital Adequacy
Regulatory Oversight

The Buckhead Community Bank is currently operating under heightened regulatory scrutiny and entered into an informal Memorandum of
Understanding ( MOU ) dated November 10, 2008. The MOU places certain requirements and restrictions on the Bank including but not limited
to:

The Tier I Leverage Ratio, Tier I Risk Based Ratio, and the Total Risk Based Capital Ratio must be at least 8%, 6% and 10%,
respectively.

Plans must be made for the scheduled reduction of certain classified assets.

No cash dividends may be paid without prior regulatory approval.
As of December 31, 2008 and the subsequent period prior to the issuance of this report, we were not in compliance with the requirements of the
MOU. Our failure to comply with this informal agreement could result in further action by our banking regulators such as the issuance of a
formal written agreement (i.e. Order to Cease and Desist). Management and the Board of Directors are working on plans to improve our capital
ratios and to reduce the level of classified assets and are also considering various strategic alternatives. Since inception, the Company has not
paid a dividend on the common stock of its holding company, Buckhead Community Bancorp, Inc. From time to time the Bank has paid
dividends to the holding company. Dividends from the Bank represent the primary source of the Company s cash flow. Our current regulatory
status may prohibit the Bank from paying dividends to the Company. See Supervision and Regulation Payment of Dividends on page 18. The
Company has elected to defer the payment of interest on its holding company debt for one year. (See Interest Deferral section of Note 13, Junior
Subordinated Debt, of the Consolidated Financial Statements in Item 8.)

Capital Adequacy

As of December 31, 2008, the Company was not well capitalized under regulatory guidelines. In light of the requirement to improve capital
ratios of the Bank, management is pursuing a number of strategic alternatives. Current market conditions for banking institutions, the overall
uncertainty in financial markets and the Company s high level of non-performing assets are potential barriers to the success of these strategies.
Failure to adequately address the regulatory concerns may result in actions by the banking regulators, including but not limited to, entry into a
formal written agreement. Ongoing failure to adequately address regulatory concerns could ultimately result in the eventual appointment of a
receiver or conservator of the Bank s assets. If current adverse market factors continue for a prolonged period of time, new adverse market
factors emerge, and/or the Company is unable to successfully execute its plans or adequately address regulatory concerns in a sufficiently timely
manner, it could have a material adverse effect on the Company s business, results of operations and financial position.

Operating Losses

The Company incurred a net loss of $36.4 million for the year ended December 31, 2008. This loss was largely the result of dramatic increases
in non-performing assets, which caused us to replenish and build our allowance for loan and lease losses and our reserve for OREO losses.
Margin compression also contributed to our net loss for 2008. Additionally, during the fourth quarter of 2008, we recorded impairment charges
of $17.4 million related to goodwill and core deposit intangible assets. Although we have attempted to manage our balance sheet to improve net
interest margin, in many cases we have had to sacrifice profitability for liquidity, such as offering higher rates to attract time deposits. We made
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efforts to reduce non-interest expense, by way of a reduction in force, salary reductions and other general cost-cutting measures. In late 2008, we
also revamped our service charge structure in an effort to boost noninterest income for 2009. During the first quarter of 2009, we have continued
to examine noninterest expense and have made further reductions in cost where possible.

Interest reversals on non-performing loans and increases to nonearning, foreclosed assets could continue in 2009, and hinder our ability to
improve our net interest income. Also, increases in the allowance for loan and lease losses and the reserve for OREO losses are likely to
continue in 2009, which will negatively impact our ability to generate net income during the year.

Business Activities of the Company and the Bank
Lending Services

Lending Policy. The Bank seeks creditworthy borrowers within a limited geographic area. Its primary lending function is to make real estate
loans, particularly construction loans for new residential and commercial properties. The Bank also makes consumer loans to individuals and to
small- and medium-sized businesses. The Bank s loan portfolio as of December 31, 2008, was as follows:

Loan

Category Ratio
Real estate lending 86%
Commercial lending 12%
Consumer lending 2%

During 2008, the Bank experienced dramatic increases in non-performing loans and foreclosed assets. As a result, we have had to implement
changes to our traditional lending practices to respond to the current economic environment. Our focus has shifted from loan portfolio growth to
effectively managing problem loans. Additionally, we have tightened our credit standards for loan renewals. The following discussion generally
describes our general lending practices. However, our application of these practices towards the extension of new credit will be restricted for the
foreseeable future.

Loan Approval and Review. The Bank s loan approval policies provide for various levels of officer lending authority. When the total amount of
loans to a single borrower exceeds an individual officer s lending authority, an officer with a higher lending limit or the loan committee
determines whether to approve the loan request.

Lending Limits. The Bank s lending activities are subject to a variety of lending limits imposed by law. Differing limits apply based on the type
of loan or the nature of the borrower, including the borrower s relationship to the Bank. These limits increase or decrease as the Bank s capital
increases or decreases as a result of its earnings or losses, among other reasons.

Credit Risks. The principal economic risk associated with each category of the loans that the Bank makes is the creditworthiness of the borrower.
General economic conditions and the strength of the services and retail market segments affect borrower creditworthiness. General factors
affecting a commercial borrower s ability to repay include interest, inflation and the demand for the commercial borrower s products and services,
as well as other factors affecting a borrower s customers, suppliers and employees.

Risks associated with real estate loans also include fluctuations in the value of real estate, new job creation trends, tenant vacancy rates and, in
the case of commercial borrowers, the quality of the borrower s management. Consumer loan repayments depend upon the borrower s financial
stability and are more likely to be adversely affected by divorce, job loss, illness and personal hardships.

Table of Contents 8



Edgar Filing: BUCKHEAD COMMUNITY BANCORP INC - Form 10-K

Table of Conten

Other larger banks in our market area make proportionately more loans to medium- to large-sized businesses than we do. Many of the
commercial loans that the Bank makes are to small- to medium-sized businesses that may be less able to withstand competitive, economic and
financial pressures than larger borrowers.

Real Estate Loans. The Bank s loan portfolio consists primarily of commercial real estate loans, construction and development loans and
residential real estate loans primarily in and around Fulton, Forsyth, Cobb and Hall Counties. These loans include certain commercial loans
where the Bank takes a supplemental interest in real estate, but not as principal collateral. Home equity loans and lines of credit are classified as
consumer loans.

The Bank s residential real estate loans consist principally of single family acquisition and development and construction loans with maturities of
one year or less. Term financing of residential single family property is a small portion of the total portfolio and is generally limited to one year
maturities based on 20 year amortizations to begin repayment of construction debt on unsold houses. Traditional consumer permanent first
mortgage financing is referred to outside mortgage specialty sources. Residential construction loans are made in accordance with the Bank s
appraisal policy and with the ratio of the loan principal to the value of collateral as established by independent appraisal generally not exceeding
the lesser of 80% of as built appraised value or 100% of cost to construct.

The following chart compares the Bank s internal Loan to Value policy standards to the Supervisory Loan to Value guidelines:

Supervisory
Buckhead Community Bank Supervisory

Loan

Category Loan-to-Value Limit Loan-to-Value Guidelines
Raw land 65% 65%
Land development 75% 75%
Construction

One- to four-family residential 80% 85%
All other construction 80% 80%
Improved property 85% 85%
Owner-occupied one- to four-family 80% 80%

Commercial real estate loan terms are generally limited to five years or less, although payments may be structured on a longer amortization
basis. Interest rates may be fixed or adjustable, although rates typically are not fixed for a period exceeding 60 months. The Bank generally
charges an origination fee. We attempt to reduce credit risk on our commercial real estate loans by emphasizing compliance to the loan to values
limitations listed above for the respective product categories and by requiring commercial term out financings to be supported by net projected
cash flow available for debt service to be greater than or equal to 115% of the debt service requirement. In addition, we generally require
personal guarantees from the principal owners of the property supported by a review conducted by Bank management of the principal owners
personal financial statements. Risks associated with commercial real estate loans include fluctuations in the value of real estate, new job creation
trends, tenant vacancy rates and the quality of the borrower s management. We attempt to limit our risk by analyzing borrowers and guarantors
unencumbered liquidity position, sustainable cash flow and collateral value on an ongoing basis.
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Before the Bank s shift in focus from loan portfolio growth to managing existing problem credits, the Bank made construction and development
loans on either a pre-sold or speculative basis. If the borrower has entered into an agreement to sell the property prior to beginning construction,
then the loan is considered to be on a pre-sold basis. If the borrower has not entered into an agreement to sell the property prior to beginning
construction, then the loan is considered to be on a speculative basis. If the Bank makes these loans, they generally have a term of nine to 12
months and interest is paid monthly or quarterly. The ratio of the loan principal to the value of the collateral as established by independent
appraisal complies with the loan to value limitations outlined in the chart above. Any speculative loans are based on the borrower s and
guarantor s unencumbered liquidity, financial strength and cash flow generating capacity. Loan proceeds are disbursed based on the percentage
of completion and after the project has been inspected by an independent appraiser. Risks associated with construction loans include fluctuations
in the value of real estate, interest rates, construction costs, availability of end-user permanent mortgage financing, and new job creation and
household formation trends.

Commercial Loans. Loans for commercial purposes, made to a variety of businesses, are one of the components of our loan portfolio. The terms
of these loans will vary by their purpose and by their underlying collateral, if any.

The Bank typically makes equipment loans for a term of seven years or less at fixed or variable rates, with the loan fully amortized over the
term. Generally, the financed equipment secures equipment loans, and the ratio of the loan principal to the value of the financed equipment or
other collateral is generally 80% or less of the purchase price. We believe that these loan-to-value ratios are sufficient to compensate for
fluctuations in the market value of the equipment and will help minimize losses that could result from poor maintenance or the introduction of
updated equipment models into the market.

Loans to support working capital typically have terms not exceeding one year and are usually secured by accounts receivable, inventory or
personal guarantees of the principals of the business. For loans secured by accounts receivable or inventory, repayment is typically structured on
a revolving basis with any owing balance due at maturity; and for loans secured with other types of collateral principal is typically due at
maturity. The quality of the commercial borrower s management and its ability both to properly evaluate changes in the supply and demand
characteristics affecting its markets for products and services and to effectively respond to such changes are significant factors in a commercial
borrower s creditworthiness.

Consumer Loans. The Bank makes a variety of loans to individuals for personal, family and household purposes, including secured and
unsecured installment and term loans, home equity loans and lines of credit.

Risks Associated with Lending Activities. The Bank s principal economic risk associated with each category of loans that the Bank makes is the
creditworthiness of the borrower. Borrower creditworthiness is affected by general economic conditions and the strength of the relative business
market segment. General economic factors affecting a borrower s ability to repay include interest, inflation and employment rates, as well as
other factors affecting a borrower s customers, suppliers and employees.

Because consumer loans are often secured by rapidly depreciating assets such as automobiles or other personal property, repossessed collateral
for a defaulted consumer loan may not provide an adequate source of repayment of the outstanding loan balance as a result of the greater
likelihood of damage, loss, or depreciation. In addition, consumer loan collections are dependent on the borrower s continuing financial stability,
and thus are more likely to be adversely affected by job loss, divorce, illness, or personal bankruptcy.
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Repayment of commercial loans and loans secured by commercial and multi-family real estate properties are often dependent on the successful
operation of the business and management of the property. As a result, the quality of the commercial borrower s management and its ability both
to properly evaluate changes in the supply and demand characteristics affecting its markets for products and services and to respond effectively
to these changes are significant factors in a commercial borrower s creditworthiness. Risks associated with commercial real estate loans also
include fluctuations in the value of the real estate, new job creation trends and tenant vacancy rates.

Risk of loss on a construction loan is dependent largely upon the accuracy of the initial estimate of the security property s value upon completion
of construction as compared to the estimated costs of construction, including interest and fees. In addition, The Bank assumes certain risks
associated with the borrower s ability to complete construction in a timely and workmanlike manner. If the estimate of the value of the project
proves to be inaccurate or if construction is not performed timely or in a quality manner, the Bank may be confronted with a project which, when
completed, has a value insufficient to assure full repayment. If that is the case, the Bank may be confronted with a decision as to whether to
advance funds beyond the originally committed loan amount to permit completion of the project.

Deposit Services. Deposits are a key component of the Company s business, serving as a source of funding for lending as well as for increasing
customer account relationships. The Bank seeks to establish core deposits, including checking accounts, money market accounts, and a variety
of certificates of deposit and IRA accounts. The primary sources of core deposits are residents of, and businesses and their employees located in,
the Bank s primary market area. The Bank also obtains deposits through personal solicitation by the Bank s officers and directors, direct mail
solicitations, and advertisements published in the local media. The Bank makes deposit services accessible to customers by offering direct
deposit, wire transfer, internet banking, night depository, and banking by mail.

Private and Entrepreneurial Banking. The Bank operates a private and entrepreneurial banking department with the mission of providing high
net worth individuals, entrepreneurs, organizations and small- and large-sized businesses with the competitive advantage and superior service
that accompanies personal relationships with our private bankers. Our private bankers use a team approach to working with the investment
bankers and other financial professionals involved in our client s financial lives. Through our alliances with professional experts in investment
and financial planning, estate and trust management, accounting, insurance, legal and other financial fields, we are able to provide our clients
with access to a broad range of financial services.

Other Banking Services. Given client demand for increased convenience and account access, the Bank offers a range of products and services,
including 24-hour telephone banking, direct deposit, traveler s checks, and automatic account transfers. The Bank also participates in a shared
network of automated teller machines and a debit card system that the Bank s customers may use without per-transaction fees both throughout
Georgia and nationwide.

Asset and Liability Management. The Bank manages its assets and liabilities to provide adequate liquidity, and at the same time, to achieve the
maximum net interest rate margin. These management functions are conducted within the framework of written loan and investment policies.
The Bank attempts to maintain a balanced position between rate sensitive assets and rate sensitive liabilities.

Market Area and Competition. The Company operates in a highly competitive environment. The Bank competes for deposits and loans with
commercial banks, savings and loan associations, credit unions, finance companies, mutual funds, insurance companies and other financial
entities operating locally and
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elsewhere. In addition, because the Gramm-Leach-Bliley Act now permits banks, securities firms, and insurance companies to affiliate, a
number of larger financial institutions and other corporations offering a wider variety of financial services than the Bank currently offer could
enter our area and aggressively compete in the markets that the Bank serve. Many of these competitors have substantially greater resources and
lending limits than the Bank and may offer certain services that we do not or cannot provide.

We currently conduct business principally through the Bank s seven branches in their market areas of Fulton, Forsyth, Cobb and Hall counties,
Georgia. Based upon data available on the FDIC website as of June 30, 2008, the Bank s total deposits ranked 1% among financial institutions in
the four- county market area of Cobb, Forsyth, Fulton and Hall counties, representing approximately 1.01% of the total deposits in this market.
As of June 30, 2008, there were 90 depository institutions with 627 branches operating within the combined four-county market area. The table
below shows our deposit market share in our four-county market area and each component county thereof, according to data from the FDIC
website as of June 30, 2008.

Market
Share
Number of Our Market Total Market Percentage
Buckhead Community Bank Branches Deposits Deposits Ranking (%)
Fulton County 4 $ 561,585 $ 60,255,963 9 0.93%
Forsyth County 1 154,278 2,513,301 5 6.14%
Cobb County 1 11,428 10,658,756 31 0.11%
Hall County 1 36,907 2,567,492 12 1.44%
Total 7 $ 764,198 $ 75,995,512 11 1.01%

Employees. As of December 31, 2008, the Company and the Bank had a total of 93 full-time equivalent employees. Certain executive officers of
the Bank also serve as officers of Buckhead Community Bancorp, Inc. We consider our employee relations to be good, and we have no
collective bargaining agreements with any employees.

SUPERVISION AND REGULATION

Both the Company and the Bank are subject to extensive state and federal banking laws and regulations that impose restrictions on and provide
for general regulatory oversight of their operations. These laws and regulations are generally intended to protect depositors and not shareholders.
Legislation and regulations authorized by legislation influence, among other things:

how, when and where we may expand geographically;

into what product or service market we may enter;

how we must manage our assets; and

under what circumstances money may or must flow between the parent bank holding company and the subsidiary bank.
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Set forth below is an explanation of the major pieces of legislation affecting our industry and how that legislation affects our actions. The
following summary is qualified by reference to the statutory and regulatory provisions discussed. Changes in applicable laws or regulations may
have a material effect on our business and prospects, and legislative changes and the policies of various regulatory authorities may significantly
affect our operations. We cannot predict the effect that fiscal or monetary policies, or new federal or state legislation may have on our business
and earnings in the future.

Buckhead Community Bancorp, Inc.

Since the Company owns all of the capital stock of the Bank, it is a bank holding company under the federal BHCA. As a result, we are
primarily subject to the supervision, examination and reporting requirements of the BHCA and the regulations of the Federal Reserve. As a bank
holding company located in Georgia, the Georgia Department of Banking and Finance also regulates and monitors all significant aspects of our
operations.

Acquisitions of Banks. The BHCA requires every bank holding company to obtain the Federal Reserve s prior approval before:

acquiring direct or indirect ownership or control of any voting shares of any bank if, after the acquisition, the bank holding company
will directly or indirectly own or control more than 5% of the Bank s voting shares;

acquiring all or substantially all of the assets of any bank; or

merging or consolidating with any other bank holding company.
Additionally, the BHCA provides that the Federal Reserve may not approve any of these transactions if it would result in or tend to create a
monopoly, substantially lessen competition or otherwise function as a restraint of trade, unless the anticompetitive effects of the proposed
transaction are clearly outweighed by the public interest in meeting the convenience and needs of the community to be served. The Federal
Reserve is also required to consider the financial and managerial resources and future prospects of the bank holding companies and banks
concerned and the convenience and needs of the community to be served. The Federal Reserve s consideration of financial resources generally
focuses on capital adequacy, which is discussed below.

Under the BHCA, if we are adequately capitalized and adequately managed, we or any other bank holding company located in Georgia may
purchase a bank located outside of Georgia. Conversely, an adequately capitalized and adequately managed bank holding company located
outside of Georgia may purchase a bank located inside of Georgia. In each case, however, restrictions may be placed on the acquisition of a bank
that has only been in existence for a limited amount of time or will result in specified concentrations of deposits. Currently, Georgia law
prohibits acquisitions of banks that have been chartered for less than three years. Because the Bank has been chartered more than three years,
this limitation under Georgia law would not affect Buckhead Community s ability to sell the Bank.

Change in Bank Control. Subject to various exceptions, the BHCA and the Change in Bank Control Act, together with related regulations,
require Federal Reserve approval prior to any person or company acquiring control of a bank holding company. Control is conclusively
presumed to exist if an individual or company acquires 25% or more of any class of voting securities of the bank holding company. Control is
rebuttably presumed to exist if a person or company acquires 15% or more, but less than 25%, of any class of voting securities and either:

the bank holding company has registered securities under Section 12 of the Securities Act of 1934; or

10
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no other person owns a greater percentage of that class of voting securities immediately after the transaction.
The regulations also provide a procedure for challenging the rebuttable presumption of control.

Permitted Activities. The BHCA has generally prohibited a bank holding company from engaging in activities other than banking or managing
or controlling banks or other permissible subsidiaries and from acquiring or retaining direct or indirect control of any company engaged in any
activities other than those determined by the Federal Reserve to be closely related to banking or managing or controlling banks as to be a proper
incident thereto. Provisions of the Gramm-Leach-Bliley Act have expended the permissible activities of a bank holding company that qualifies
as a financial holding company. Under the regulations implementing the Gramm-Leach Bliley Act, a financial holding company may engage in
additional activities that are financial in nature or incidental or complimentary to financial activity.

To qualify to become a financial holding company, the Bank and any other depository institution subsidiary of the Company must be well
capitalized and well managed and must have a Community Reinvestment Act rating of at least satisfactory. Additionally, the Company must file
an election with the Federal Reserve to become a financial holding company and must provide the Federal Reserve with 30 days written notice
prior to engaging in a permitted financial activity. We have not elected to become a financial holding company at this time.

Support of Subsidiary Institutions. Under Federal Reserve policy, we are expected to act as a source of financial strength for the Bank and to
commit resources to support the Bank. This support may be required at times when, without this Federal Reserve policy, we might not be
inclined to provide it. In addition, any capital loans made by us to the Bank will be repaid only after the Bank s deposits and various other
obligations are repaid in full. In the event of our bankruptcy, any commitment that we give to a federal banking regulator to maintain the capital
of the Bank will be assumed by the bankruptcy trustee and entitled to a priority of payment.

The Bank

General. The Bank is subject to extensive state and federal banking laws and regulations that impose restrictions on and provide for general
regulatory oversight of our operations. These laws and regulations are generally intended to protect depositors and not shareholders. The
following discussion describes the material elements of the regulatory framework that applies to us.

Since the Bank is a commercial bank chartered under the laws of the State of Georgia, it is primarily subject to the supervision, examination and
reporting requirements of the FDIC and the Georgia Department of Banking and Finance. The FDIC and Georgia Department of Banking and
Finance regularly examine the Bank s operations and have the authority to approve or disapprove mergers, the establishment of branches and
similar corporate actions. Both regulatory agencies have the power to prevent the continuance or development of unsafe or unsound banking
practices or other violations of law.

Because the Bank s deposits are insured by the FDIC to the maximum extent provided by law, they are also subject to certain FDIC regulations.
The Bank is also subject to numerous state and federal statutes and regulations that affect their business, activities and operations.
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Branching. Under current Georgia law, the Bank may open branch offices throughout Georgia with the prior approval of the Georgia
Department of Banking and Finance. In addition, with prior regulatory approval, the Bank may acquire branches of existing banks located in
Georgia. The Bank and any other national or state-chartered bank generally may branch across state lines by merging with banks in other states
if allowed by the target states laws. Georgia law, with limited exceptions, currently permits branching across state lines through interstate
mergers.

Under the Federal Deposit Insurance Act, states may opt-in and allow out-of-state banks to branch into their state by establishing a new start-up
branch in the state. Currently, Georgia has not opted-in to this provision. Therefore, interstate merger is the only method through which a bank
located outside of Georgia may branch into Georgia, respectively. This provides a limited barrier of entry into the Georgia banking market,
which protects us from an important segment of potential competition. However, because Georgia has elected not to opt-in, our ability to
establish a new start-up branch in another state may be limited. Many states that have elected to opt-in have done so on a reciprocal basis,
meaning that an out-of-state bank may establish a new start-up branch only if their home state has also elected to opt-in. Consequently, until
Georgia changes its election, the only way we will be able to branch into states that have elected to opt-in on a reciprocal basis will be through
interstate merger.

Prompt Corrective Action. The Federal Deposit Insurance Corporation Improvement Act of 1991 establishes a system of prompt corrective
action to resolve the problems of undercapitalized financial institutions. Under this system, the federal banking regulators have established five
capital categories (well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized) in
which all institutions are placed. The federal banking agencies have also specified by regulation the relevant capital levels for each of the other
categories. At December 31, 2008, the Bank qualified for the adequately-capitalized category.

An adequately capitalized bank meets the minimum level for each relevant capital requirement, including a total risk-based capital ratio of at
least 8%, a Tier 1 risk based capital ratio of at least 4%, and a Tier 1 leverage ratio of at least 4%. A bank that is adequately capitalized is
prohibited from directly or indirectly accepting, renewing, or rolling over any brokered deposits, absent applying for and receiving a waiver
from the FDIC. In addition, an adequately capitalized bank may be forced to comply with operating restrictions similar to those placed on
undercapitalized banks.

Federal banking regulators are required to take various mandatory supervisory actions and are authorized to take other discretionary actions with
respect to institutions in the three undercapitalized categories. The severity of the action depends upon the capital category in which the
institution is placed. Generally, subject to a narrow exception, the banking regulator must appoint a receiver or conservator for an institution that
is critically undercapitalized.

FDIC Insurance Assessments. The FDIC is an independent agency of the United States government that uses the Deposit Insurance Fund to
protect against the loss of insured deposits if an FDIC-insured bank or savings association fails. The FDIC must maintain the Deposit Insurance
Fund within a range between 1.15 percent and 1.50 percent of all insured deposits.

12

Table of Contents 15



Edgar Filing: BUCKHEAD COMMUNITY BANCORP INC - Form 10-K

Table of Conten

The FDIC has adopted a risk-based assessment system for insured depository institutions that accounts for the risks attributable to different
categories and concentrations of assets and liabilities. The system is designed to assess higher rates on those institutions that pose greater risks to
the Deposit Insurance Fund. The FDIC places each institution in one of four risk categories using a two-step process based first on capital ratios
(the capital group assignment) and then on other relevant information (the supervisory group assignment). Within the lowest risk category, Risk
Category I, rates vary based on each institution s CAMELS component ratings, certain financial ratios, and long-term debt issuer ratings, if any.

Capital group assignments are made quarterly and an institution is assigned to one of three capital categories: (1) well capitalized, (2) adequately
capitalized, or (3) undercapitalized. These three categories are substantially similar to the prompt corrective action categories described above,
with the undercapitalized category including institutions that are undercapitalized, significantly undercapitalized, and critically undercapitalized
for prompt corrective action purposes. The FDIC also assigns an institution to one of three supervisory subgroups based on a supervisory
evaluation that the institution s primary federal banking regulator provides to the FDIC and information that the FDIC determines to be relevant
to the institution s financial condition and the risk posed to the deposit insurance funds.

For 2008, assessments ranged from 5 to 43 cents per $100 of deposits, depending on the institution s risk category. Institutions in the lowest risk
category, Risk Category I, were charged a rate between 5 and 7 cents per $100 of deposits. Risk Categories II, III, and IV were charged 10 basis
points, 28 basis points and 43 basis points, respectively.

Because the Deposit Insurance Fund reserve fell below 1.15 percent as of June 30, 2008, and was expected to remain below 1.15 percent, the
Federal Deposit Insurance Reform Act of 2005 required the FDIC to establish and implement a restoration plan to restore the reserve ratio to no
less than 1.15 percent within five years, absent extraordinary circumstances.

On December 16, 2008, the FDIC adopted, as part of its restoration plan, a uniform increase to the assessment rates by 7 basis points
(annualized) for the first quarter 2009 assessments. As a result, institutions in Risk Category I will be charged a rate between 12 and 14 cents per
$100 of deposits. Risk Categories II, III, and IV will be charged 17 basis points, 35 basis points, and 50 basis points, respectively.

On February 27, 2009, the FDIC amended its restoration plan to extend the period for restoration to seven years and further revised the
risk-based assessment system. Starting with the second quarter of 2009, institutions in Risk Category I will have a base assessment rate between
12 and 16 cents per $100 of deposits. Risk Categories II, III, and IV will have base assessment rates of 22 basis points, 32 basis points, and 45
basis points, respectively. These base assessments will be subject to adjustments based on each institution s unsecured debt, secured liabilities,
and use of brokered deposits. As a result of these adjustments, institutions in Risk Category I will be charged rate between 7 and 24 cents per
$100 of deposits. Risk Categories II, III, and IV will be charged between 17 and 43 basis points, 27 and 58 basis points, and 40 and 77.5 basis
points, respectively.

Under an interim rule adopted on February 27, 2009, the FDIC will impose an emergency special assessment of 20 basis points as of June 30,
2009, and may impose additional emergency special assessments of up to 10 basis points thereafter if the reserve ratio is estimated to fall to a
level that the FDIC believes would adequately affect public confidence or to a level that shall be close to zero or negative at the end of a
calendar quarter.
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The FDIC may, without further notice-and-comment rulemaking, adopt rates that are higher or lower than the stated base assessment rates,
provided that the FDIC cannot (i) increase or decrease the total rates from one quarter to the next by more than three basis points, or (ii) deviate
by more than three basis points from the stated assessment rates.

The FDIC may terminate its insurance of deposits if it finds that the institution has engaged in unsafe and unsound practices, is in an unsafe or
unsound condition to continue operations, or has violated any applicable law, regulation, rule, order, or condition imposed by the FDIC.

Federal Deposit Insurance Reform. Generally speaking, the deposits of the Bank are insured to a maximum of $100,000 per depositor. On
February 8, 2006, President Bush signed the Federal Deposit Insurance Reform Act of 2005 (the FDIRA ). Among other things, FDIRA changed
the federal deposit insurance system by:

raising the coverage level for qualifying retirement accounts to $250,000, subject to future indexing;

the FDIC and the National Credit Union Administration are authorized to index deposit insurance coverage for inflation, for
standard accounts, and qualifying retirement accounts, every five years beginning April 1, 2007;

prohibiting undercapitalized financial institutions from accepting employee benefit plan deposits;

merging the Bank Insurance Fund and Savings Association Insurance Fund into a new Deposit Insurance Fund; and

providing credits to financial institutions that capitalized the FDIC prior to 1996 to offset future assessment premiums.
On October 3, 2008, President Bush signed the Emergency Economic Stabilization Act of 2008 ( EESA ), which temporarily raised the basic limit
on federal deposit insurance coverage from $100,000 to $250,000 per depositor. The EESA provides that the basic deposit insurance limit will
return to $100,000 per depositor after December 31, 2009. Insurance coverage for retirement accounts continues to be limited to $250,000.

FDIRA also authorizes the FDIC to revise the current risk-based assessment system, subject to notice and comment and caps the amount of the
DIF at 1.50% of domestic deposits. The FDIC must issue cash dividends, awarded on a historical basis, for the amount of the DIF over the
1.50% ratio. Additionally, if the DIF exceeds 1.35% of domestic deposits at year-end, the FDIC must issue cash dividends, awarded on a
historical basis, for half of the amount of the excess.

FDIC Temporary Liquidity Guarantee Program. On October 14, 2008, the FDIC announced that its Board of Directors, under the authority to
prevent systemic risk in the U.S. banking system, approved the Temporary Liquidity Guarantee Program ( TLGP ). The purpose of the TLGP is to
strengthen confidence and encourage liquidity in the banking system. The TLGP is composed of two components, the Debt Guarantee Program

and the Transaction Account Guarantee Program, and institutions had the opportunity, prior to December 5, 2008, to opt-out of either or both
components of the TLGP.
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The Debt Guarantee Program: Under the Temporary Liquidity Guarantee Program, the FDIC is permitted to guarantee certain newly issued
senior unsecured debt issued by participating financial institutions. The annualized fee that the FDIC will assess to guarantee the senior
unsecured debt varies by the length of maturity of the debt. For debt with a maturity of 180 days or less (excluding overnight debt), the fee is 50
basis points; for debt with a maturity between 181 days and 364 days, the fee is 75 basis points, and for debt with a maturity of 365 days or
longer, the fee is 100 basis points. The Bank opted-out of the Debt Guarantee component of the TLGP. The Bank s decision to opt-out was based,
among other factors, on our belief that the costs associated with this component outweighed the potential benefits.

The Transaction Account Guarantee Program: Under the TLGP, the FDIC is permitted to fully insure non-interest bearing deposit accounts held
at participating FDIC-insured institutions, regardless of dollar amount. The temporary guarantee will expire at the end of 2009. For the eligible
noninterest-bearing transaction deposit accounts (including accounts swept from a noninterest bearing transaction account into an noninterest
bearing savings deposit account), a 10 basis point annual rate surcharge will be applied to noninterest-bearing transaction deposit amounts over
$250,000. Institutions will not be assessed on amounts that are otherwise insured. The Bank did not opt-out of the Transaction Account
Guarantee component of the TLGP.

Allowance for Loan and Lease Losses. The Allowance for Loan and Lease Losses (the ALLL ) represents one of the most significant estimates
in the Bank s financial statements and regulatory reports. Because of its significance, the Bank has developed systems by which it develops,
maintains and documents comprehensive, systematic and consistently applied processes for determining the amounts of the ALLL and the
provision for loan and lease losses. The Interagency Policy Statement on the Allowance for Loan and Lease Losses, issued on December 13,
2006, encourages all banks to ensure controls are in place to consistently determine the ALLL in accordance with GAAP, a bank s stated policies
and procedures, management s best judgment and relevant supervisory guidance. Consistent with supervisory guidance, the Bank maintains a
prudent and conservative, but not excessive, ALLL, that is at a level appropriate to cover estimated credit losses on individually evaluated loans
determined to be impaired as well as estimated credit losses inherent in the remainder of the loan and lease portfolio. The Bank s estimates of
credit losses reflect consideration of all significant factors that affect the collectability of the portfolio as of the evaluation date. See
Management s Discussion and Analysis Critical Accounting Estimates.

Commercial Real Estate Lending. The Bank s lending operations may be subject to enhanced scrutiny by federal banking regulators based on
their concentrations of commercial real estate loans. On December 6, 2006, the federal banking regulators issued final guidance to remind
financial institutions of the risk posed by commercial real estate ( CRE ) lending concentrations. CRE loans generally include land development,
construction loans and loans secured by multifamily property, and nonfarm, nonresidential real property where the primary source of repayment

is derived from rental income associated with the property. The guidance prescribes the following guidelines for its examiners to help identify
institutions that are potentially exposed to significant CRE risk and may warrant greater supervisory scrutiny:

Total reported loans for construction, land development and other land represent 100% or more of the institution s total capital

Total commercial real estate loans represent 300% or more of the institution s total capital, and the outstanding balance of the
institution s commercial real estate loan portfolio has increased by 50% or more.
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Community Reinvestment Act. The Community Reinvestment Act requires that, in connection with examinations of financial institutions within
their respective jurisdictions, the federal banking agencies shall evaluate the record of each financial institution in meeting the credit needs of its
local community, including low and moderate-income neighborhoods. These facts are also considered in evaluating mergers, acquisitions and
applications to open a branch or facility. Failure to adequately meet these criteria could impose additional requirements and limitations on the
Bank. Additionally, the Bank must publicly disclose the terms of various Community Reinvestment Act-related agreements.

Other Regulations. Interest and other charges collected or contracted for by the Bank are subject to state usury laws and federal laws concerning
interest rates. The Bank s loan operations are also subject to federal laws applicable to credit transactions, such as the:

Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers;

Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to enable the public and public
officials to determine whether a financial institution is fulfilling its obligation to help meet the housing needs of the community it
serves;

Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other prohibited factors in extending credit;

Fair Credit Reporting Act of 1978, as amended by the Fair and Accurate Credit Transactions Act, governing the use and provision of
information to credit reporting agencies, certain identity theft protections, and certain credit and other disclosures;

Fair Debt Collection Act, governing the manner in which consumer debts may be collected by collection agencies;

Soldiers and Sailors Civil Relief Act of 1940, as amended by the Service members Civil Relief Act, governing the repayment terms
of, and property rights 