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healthiest in the u.s.



Norfolk Banking Centers

• Financial District – 150 Granby Street

• Military Circle – 841 North Military Highway

• Colley – 4815 Colley Avenue

• Ocean View – 735 E. Ocean View Avenue

Virginia Beach Banking Centers

• Lynnhaven – 601 Lynnhaven Parkway

• Hilltop – 1756 Laskin Road
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At Heritage Bank, we’ve made plenty of headlines over the past year. For good reasons, too.

As a bank that specializes in serving the needs of small and medium sized growing businesses, our 

creative deposit and lending approaches are unique. Our highly experienced management team provides 

individualized services and custom solutions to every customer we serve.

This approach has led to the growth and stability of our balance sheet as well as the companies we serve.

 

It’s the Heritage Bank way of building relationships…that are always in your best interest.

Focus on small business 
key to heritage’s success.

–Inside Business, November 8, 2010

“

”



In last year’s President’s Report to Stockholders, I asked a 
simple question, “Are we there yet?” I was, of course, referring 
to a recovery in our local economy. I was the first to admit that 
I did not know the answer to the question. 

I stated that the Company had a strong tangible capital to 
total assets ratio of 13.4% at December 31, 2009. This would 
enable the Company to withstand any unexpected losses that 
might materialize from a further decline in the local economy 
during 2010. Our high capital level also gave the Company 
the financial strength to pursue lending opportunities more 
aggressively in the event the local economy were to stabilize 
and begin to improve in 2010. Either way, we were in a good 
position to deal with whatever unfolded during 2010.  

Over the course of the year, we came to believe that our 
local economy was showing signs of stabilization, albeit at 
substantially lower levels than those prevailing during 2006 
and 2007. We became more aggressive in our lending efforts 
and grew our loan portfolio from $181.5 million at December 
31, 2009 to $214.3 million at December 31, 2010, an 
increase of $32.8 million, or 18.1%.  

In last year’s President’s Report, I also pointed out that, 
all other things being equal, any material increase in our 
loan portfolio should increase materially our net income. 
This proved to be the case. As noted above, our net loan 
portfolio increased by $32.8 million, or 18.1%, in 2010. 
Correspondingly, the Company had net income of $626,000 
in the fourth quarter of 2010 compared to net income of 
$463,000 in the fourth quarter of 2009, an increase of 
$163,000, or 35.2%. We did what we said we were going to 
do and what happened was what we said would happen. 

A quick look at our Company as of December 31, 2010 
shows the continuing evolution of a strong and successful 
community bank.  

•	 Strong Capital Ratios: At December 31, 2010, the 
Company had a tangible capital to total assets ratio of 
14.1% compared to 13.4% at December 31, 2009.

•	 Excellent Asset Quality: We ended the year just as we 
began it. Our nonperforming assets to total assets ratio 
was 0.10% at December 31, 2010 compared to 0.11% 
at December 31, 2009. It is noteworthy that our sole 
nonperforming asset at December 31, 2010 was a branch 
site that the Company purchased in 2004 but no longer 
wishes to retain.

•	 Earnings Growth: The Company’s net income for 2010 
was $2.086 million compared to net income of $1.052 
million for 2009, an increase of $1.034 million, or 98.3%. 

Of particular import, the Company earned $1.274 million 
in the last six months of 2010. 

•	 Core Deposit Growth: Our deposit focus remains growing 
our noninterest-bearing deposits. We increased our 
average noninterest-bearing deposits from $65.0 million 
in 2009 to $79.2 million in 2010, an increase of $14.2 
million, or 21.8%.  

By now, our success in 2010 is ancient history. We have 
turned our attention to 2011 with three strategic objectives for 
the year.  

Our first strategic objective is to reduce the outstanding 
balance of the preferred stock that the Company issued to 
the United States Treasury under the TARP Capital Purchase 
Program. To better understand this initiative, I need to reiterate 
what TARP has done for the Company.  

First and foremost, the TARP capital quickly strengthened our 
balance sheet. This extra capital made a strong bank even 
stronger. The TARP capital supported our loan growth in 2010 
by increasing substantially our loans to one borrower limit, 
allowing us to accommodate several larger credits. 

Participation in TARP does place various restrictions on the 
Company. However, this has been true more in theory than in 
practice at our Company. We have had very little interaction 
with the United States Treasury and the TARP restrictions 
have had minimal impact on our operations. In fact, our 
Compensation Committee has found that their additional 
responsibilities and obligations under TARP have benefited  
the Company. 

Some have asked us whether there has been any adverse 
impact on our Company from the negative connotations 
of participating in TARP. This may be an issue with banks 
that focus on consumer customers. However, our primary 
emphasis is business banking, and our business customers 
find the extra capital from TARP to be comforting. This extra 
capital was a significant factor in FinStrata, a bank rating 
company, recognizing our Bank as one of the safest in the 
United States as of June 30, 2010.  

Our original plan for redemption of the TARP preferred stock 
was to make partial redemptions over time from internal 
resources rather than through the issuance of common stock. 
We were pleased to be able to redeem $2.6 million, or 25%, 
of our outstanding TARP preferred stock on March 16, 2011. 
The source of funds for this redemption was the existing 
financial resources of the Company and there was no dilution 
to our existing common stockholders. 

President’s REport 
To Stockholders
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We have no regrets about our participation in TARP. However, 
because there is now a better alternative, our second strategic 
objective is to replace TARP with participation in the Small 
Business Lending Fund (the “SBLF”) for which, as of the 
date of this letter, we are awaiting regulatory approval. Like 
TARP, preferred stock issued to the United States Treasury 
under the SBLF will count as Tier One capital for all regulatory 
purposes. Participation in the SBLF has been designed to 
be less onerous than participation in TARP by eliminating 
the restrictions alluded to previously. Most importantly, 
participation in the SBLF would provide the Company with 
the opportunity to reduce its dividend rate on the preferred 
stock held by the United States Treasury to as low as 1%. This 
dividend reduction could be accomplished through relatively 
modest increases in small business lending by the Company, 
which is our primary lending focus anyway.  

In 2010, the Company paid the United States Treasury 
$587,000 in preferred stock dividends. Under the SBLF, 
the Company could conceivably pay only $78,000 in annual 
preferred stock dividends to the United States Treasury in 
the years after the Company has attained the specified level 
of small business lending to qualify for the 1% dividend rate. 
This is a potential savings of approximately $509,000 per year, 
as compared to our initial TARP dividends, for our common 
stockholders. This potential annual savings in income available 
to common stockholders would equate to an annual increase 
of approximately $0.22 in earnings per share based on our 
weighted average diluted shares outstanding in the fourth 
quarter of 2010. 

According to an analysis of trading multiples for bank stocks 
prepared for me by a regional brokerage firm, since 1995, 
banks have traded at an average multiple of approximately 15 
times earnings per share for the trailing 12 months. Applying 
this average multiple to the approximate increase of $0.22 in 
earnings per share that we expect would result from reducing 
the preferred stock dividend to 1% leads to a theoretical 
increase in the trading price of our stock of approximately 
$3.30 per share over time.  

Of course, I am in no way promising or predicting any increase 
in our stock price from participating in the SBLF. I am simply 
presenting for your information some illustrative math that we 
considered as part of our decision to apply to participate in  
the SBLF. 

Our third strategic objective for 2011 relates to the basic 
function of growing our loans. In the past year, small business 
lending has become much more competitive as banks, both 
large and small, have shifted their attention to small business 

lending. Quality small business loans are becoming more 
precious every day. The number of new business loans has 
been substantially reduced by the dismal economy, and the 
competition for these loans among banks has never been keener.  

We have concluded that in order to compete effectively for 
small business loans, we need to augment our small business 
lending capabilities by recruiting additional lending personnel 
with the expertise and dedication to underwrite loans to our 
specifications. Recruiting is not an easy task for us in light of 
the requirements we have established for our lenders. But 
the importance of proper underwriting and documentation 
of small business loans should be quite apparent. Recently, 
Chairman Bernanke of the Federal Reserve Board bluntly 
told community bankers to “do the work” if they want relief 
from strict regulatory scrutiny of their small business loans. 
The work to which Mr. Bernanke was referring is thorough 
underwriting of the cash flow of the actual business and 
appropriate documentation of the loan rather than simple 
reliance on the appraised value of owner-occupied real estate. 
Just as Chairman Bernanke stated, our Company is looking for 
lenders with the capability and willingness to “do the work.” 

Once we have added these new lenders, we expect a material 
increase in our compensation expense that will likely have 
some negative impact on the net income we would otherwise 
anticipate in 2011. Just like many of the other initiatives that 
the Company has undertaken over the past five years, we will 
begin to incur the compensation expense before we enjoy any 
income from the incremental lending. However, we believe 
that this increase in compensation expense is necessary 
for continued growth in our small business loans and core 
deposits in such a competitive environment. 

We have a simple plan for 2011. We want to lower the cost of 
our capital and improve our capability to grow small business 
loans and core deposits in a very competitive environment. 
It is a simple plan for a simple business. A successful 
community bank makes prudent loans and funds them with 
stable core deposits. It is not rocket science to run a safe and 
sound community bank. We just have to “do the work.” 

Michael S. Ives  
President and Chief Executive Officer  
April 21, 2011 
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Peter M. Meredith, Jr.

Chairman of the Board,

Heritage Bankshares, Inc. and Heritage Bank;

Chairman and Chief Executive Officer,

Meredith Construction Co., Inc.

Harvey W. Roberts, III*

Vice Chairman of the Board,

Heritage Bankshares, Inc.;

Certified Public Accountant (Retired)

L. Allan Parrott, Jr.

Vice Chairman of the Board,

Heritage Bank;

President,

Tidewater Fleet Supply, LLC

Stephen A. Johnsen

Secretary of the Board,

Heritage Bankshares, Inc. and Heritage Bank;

Executive Vice President,

Brown & Brown Flagship

David A. Arias

President,

Swimways Corp.

Lisa F. Chandler

Executive Vice President, 

Nancy Chandler Associates, Inc.

James A. Cummings

Wendell C. Franklin*

Senior Vice President, 

S.L. Nusbaum Realty Co.

F. Dudley Fulton

Executive

USI Insurance Services, Inc.

Michael S. Ives

President & Chief Executive Officer,

Heritage Bankshares, Inc. and Heritage Bank

Thomas G. Johnson, III*

Senior Vice President,

S.L. Nusbaum Realty Co.

David L. Kaufman*

Senior Managing Director,

Envest Holdings, L.L.C.

Charles R. Malbon, Jr.

Donald E. Perry

President,

Continental Properties Corp.

Ross C. Reeves, Esq.

Attorney & Member, 

Willcox & Savage, P.C.

  *	Heritage Bankshares Director only

Heritage Bankshares, Inc
& Heritage Bank Directors
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Michael S. Ives

President  

& Chief Executive Officer

John O. Guthrie

Executive Vice President  

& Chief Financial Officer

Leigh C. Keogh

Executive Vice President  

& Chief Lending Officer

Sharon Curling Lessard

Executive Vice President  

& Chief Banking Officer

Chris M. Beale

Senior Vice President,

Business Banking

Eleanor Bolick

Senior Vice President, 

Loan Administration

Shelayne S. Boswell

Senior Vice President,  

Credit Administration

Keith E. Gillespie

Senior Vice President,

Business Banking

Steven E. Kocen

Senior Vice President,  

Business Banking & Marketing

 

Thomas C. Leffew

Senior Vice President,  

Real Estate Finance 

Nancy T. McManuels

Senior Vice President,  

Deposit Operations

Karen P. Priest

Senior Vice President,  

Commercial & Mortgage Lending

Anne F. Vanderberry

Senior Vice President,  

Controller

Heritage Bank  
Management Group

5



Charles S. Nusbaum
Chairman, Norfolk Advisory Board; 
S. L. Nusbaum Insurance Agency, Inc.

J. Scott Adams
CB Richard Ellis of Virginia, Inc.

Judy Boone
Judy Boone Realty, Inc. 

Lisa F. Chandler
Nancy Chandler Associates, Inc.

Rev. Harold J. Cobb, Jr., D.D.
Grace Episcopal Church

Benjamin G. Cottrell, V
Cottrell Contracting Corporation

Peter G. Decker, III, Esq.
Decker, Cardon, Thomas, Weintraub, & Neskis, P.C.

Wendell C. Franklin
S. L. Nusbaum Realty Co.

W. Taylor Franklin
S. L. Nusbaum Realty Co.

Thomas C. Gifford
Coldwell Banker Professional, Realtors

Thomas P. Host, III
T. Parker Host, Inc.

Claus Ihlemann
Decorum of Virginia, Inc.

Karen Jaffe
Jaffe, Caplan, Fleder

Stephen A. Johnsen

Brown & Brown Flagship

Thomas G. Johnson, III
S. L. Nusbaum Realty Co.

Linda S. Laibstain, Esq.
Williams Mullen

Robert F. Mann, M.D.
Drs. Mann, Martens, Camp, Naylor

Peter M. Meredith, Jr.
Meredith Construction Co., Inc.

Jennifer W. Moore
TMG, Inc.

James M. Pickrell, Jr., Esq.
Kellam, Pickrell, Cox & Tayloe, P.C.

Ross C. Reeves, Esq.
Willcox & Savage, P.C.

Harvey W. Roberts, III
Certified Public Accountant (Retired)

Louis F. Ryan, Esq.
Landmark Communications, Inc. (Retired) 

Walker W. Shivar, D.D.S.
Drs. Shivar, Peluso, Andersen Orthodontics

R. Paul Speece, CPA 
McPhillips, Roberts, & Deans, PLC

Chris G. Stephanitsis
Norfolk Coffee & Tea Co., LTD

Malay H. Thakkar
LTD Management Co., LLC

Philip R. Trapani, Esq. 
Philip R. Trapani, Jr., P.C.

Howard W. Webb, Jr.
ColonialWebb Contractors Co.

Howard M. Webb 
ColonialWebb Contractors Co.

Heritage Bank Norfolk 
Advisory Board
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Charles R. Malbon, Jr.
Chairman, Virginia Beach Advisory Board

Thaddeus J. Nowak
Vice Chairman, Virginia Beach Advisory Board; 
KH Consulting, L.L.C.

Thomas A. Alberico, M.D.
Virginia Oncology Associates, P.C.

David A. Arias
Swimways Corp.

Stephen B. Ballard
S. B. Ballard Construction Co.

Michael E. Barney, Esq.
Kaufman & Canoles, P.C.

Richard A. Beskin
Beskin and Associates, Inc.

Richard E. Biemiller, Esq.
Wolcott|Rivers|Gates

Susan R. Blackman, Esq.
Willcox & Savage, P.C.

Verne Burlage
Burlage Management Co., Inc.

William G. Colby, CPA
Colby & Company, P.L.C.

Scot Creech
E. L. Creech & Co., Inc.

James A. Cummings

William J. Davenport, III
Davenport Management Co.

Neel D. Desai
LTD Management Co., LLC

Steve C. Frazier
Steve C. Frazier & Co.

F. Dudley Fulton
USI Insurance Services, Inc.

John L. Gibson, III
Ellis-Gibson Development Group

Robert L. Gutterman, Esq. 
Robert L. Gutterman, P.C.

John F. Harris 
Affordable Homes, Inc.

Dorcas Helfant-Browning 
Coldwell Banker Professional, Realtors

Glen A. Huff, Esq. 
Huff, Poole, & Mahoney, P.C.

Kal Kassir

David L. Kaufman 
Envest Holdings, L.L.C.

William A. Lascara, Esq. 
Pender & Coward, P.C.

Kirk B. Levy, Esq. 
Sykes, Bourdon, Ahern & Levy, P.C.

Gary C. Mah 
G.C. Mah, Inc.

Paul Michels 
Coastal Training Technologies Corp.

L. Allan Parrott, Jr. 
Tidewater Fleet Supply, LLC

William L. Perkins III, Esq. 
Price, Perkins, Larkin & Donnelly, P.C.

Donald E. Perry 
Continental Properties Corp.

John W. Rachels, CPC
JR Research, Inc. 

Thomas B. Shuttleworth, Esq. 
Shuttleworth, Ruloff, Swain, Haddad & Morecock, P.C.

Mark E. Slaughter, Esq. 
Troutman Sanders, LLP

I. Reese Smith 
Reese Smith Associates, Inc.

Moody E. Stallings, Jr., Esq. 
Stallings & Bischoff, P.C.

John A. Trinder
Max Media, LLC

Susan S. Walker, Esq. 
Jones & Walker, P.C.

Heritage Bank Virginia Beach 
Advisory Board
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CORPORATE HEADQUARTERS

Heritage Bankshares, Inc.

150 Granby Street

Norfolk, Virginia 23510

757-648-1700

STOCK TRADING

Heritage Bankshares, Inc. common stock is

currently quoted on the OTCBB and Pink Sheets

over-the-counter markets under the symbol “HBKS.”

FINANCIAL INFORMATION

To obtain financial information on Heritage

Bankshares, Inc., contact:

   �John O. Guthrie, Executive Vice President 

& Chief Financial Officer

   Heritage Bankshares, Inc.

   150 Granby Street

   Norfolk, VA 23510

FOR INFORMATION ONLINE,  
VISIT HERITAGEBANKVA.COM

• 2010 Annual Report

• Quarterly Earnings Releases

• Press Releases 

• Banking Services

Stockholder  
information
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