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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2008

Commission file number 000-19297
FIRST COMMUNITY BANCSHARES, INC.

(Exact name of registrant as specified in its charter)

Nevada 55-0694814
(State or other jurisdiction of incorporation) (I.R.S. Employer Identification No.)

P.O. Box 989
Bluefield, Virginia

(Address of principal executive offices)

24605-0989
(Zip Code)

(276) 326-9000
Registrant�s telephone number, including area code:

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of exchange on which registered

Common Stock, $1.00 par value NASDAQ Global Select

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  o Yes     þ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Act  o Yes     þ No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  þ Yes     o No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant�s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.  o
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer þ Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  o Yes     þ No

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price of such common
equity, as of the last business day of the registrant�s most recently completed second fiscal quarter.

Approximately $258.21 million based on the closing sales price at June 30, 2008.

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable
date.

Class � Common Stock, $1.00 Par Value; 11,567,449 shares outstanding as of March 2, 2009

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the annual meeting of shareholders to be held April 28, 2009, are incorporated by
reference in Part III of this Form 10-K.
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PART I

ITEM 1. BUSINESS.

General

First Community Bancshares, Inc. (the �Company�) is a bank holding company incorporated in the State of Nevada and
serves as the holding company for First Community Bank, N. A. (the �Bank�), a national banking association that
conducts commercial banking operations within the states of Virginia, West Virginia, North and South Carolina, and
Tennessee. The Company also owns GreenPoint Insurance Group, Inc. (�GreenPoint�), a full-service insurance agency
acquired in September 2007, and Investment Planning Consultants (�IPC�), an investment advisory. The Company had
total consolidated assets of approximately $2.13 billion at December 31, 2008, and conducts its banking operations
through fifty-nine locations.

The Company provides a mechanism for ownership of the subsidiary banking operations, provides capital funds as
required, and serves as a conduit for distribution of dividends to stockholders. The Company�s banking operations are
expected to remain the principal business and major source of revenue for the Company. The Company also considers
and evaluates options for growth and expansion of the existing subsidiary banking operations. The Company currently
derives substantially all of its revenues from dividends paid by its subsidiary bank. Dividend payments by the Bank
are determined in relation to earnings, asset growth and capital position and are subject to certain restrictions by
regulatory agencies as described more fully under �Regulation and Supervision� of this item.

Employees

The Company and its subsidiaries employed 638 full-time equivalent employees at December 31, 2008. Management
considers employee relations to be excellent.

Regulation and Supervision

General

The supervision and regulation of the Company and its subsidiaries by the banking agencies is intended primarily for
the protection of depositors, the deposit insurance fund of the Federal Deposit Insurance Corporation (�FDIC�), and the
banking system as a whole, and not for the protection of stockholders or creditors. The banking agencies have broad
enforcement power over bank holding companies and banks, including the power to impose substantial fines and other
penalties for violations of laws and regulations.

The following description summarizes some of the laws to which the Company and the Bank are subject. References
in the following description to applicable statutes and regulations are brief summaries of these statutes and
regulations, do not purport to be complete, and are qualified in their entirety by reference to such statutes and
regulations.

The Company

The Company is a financial holding company pursuant to the Gramm-Leach-Bliley Act (�GLB Act�) and a bank holding
company registered under the Bank Holding Company Act of 1956, as amended (�BHCA�). Accordingly, the Company
is subject to supervision, regulation and examination by the Board of Governors of the Federal Reserve System
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(�Federal Reserve Board�). The BHCA, the GLB Act, and other federal laws subject financial and bank holding
companies to particular restrictions on the types of activities in which they may engage, and to a range of supervisory
requirements and activities, including regulatory enforcement actions for violations of laws and regulations.

Regulatory Restrictions on Dividends; Source of Strength.  It is the policy of the Federal Reserve Board that bank
holding companies should pay cash dividends on common stock only from income available over the past year and
only if prospective earnings retention is consistent with the organization�s expected future needs and financial
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condition. The policy provides that bank holding companies should not maintain a level of cash dividends that
undermines the bank holding company�s ability to serve as a source of strength to its banking subsidiaries.

Furthermore, under the Treasury�s Capital Purchase Program, the Company must obtain the Treasury�s consent for any
increase in dividends declared on its common stock. This restriction applies until the third anniversary of the
investment by the Treasury, unless prior to that time the Company redeems the Series A Preferred Stock that it issued
to the Treasury or the Treasury transfers the Series A Preferred Stock to a third party.

Under Federal Reserve Board policy, a bank holding company is expected to act as a source of financial strength to
each of its banking subsidiaries and commit resources to their support. Such support may be required at times when,
absent this Federal Reserve Board policy, a holding company may not be inclined to provide it. As discussed below, a
bank holding company in certain circumstances could be required to guarantee the capital plan of an undercapitalized
banking subsidiary.

Scope of Permissible Activities.  Under the BHCA, bank holding companies generally may not acquire a direct or
indirect interest in or control of more than 5% of the voting shares of any company that is not a bank or bank holding
company or from engaging in activities other than those of banking, managing or controlling banks or furnishing
services to or performing services for its subsidiaries, except that it may engage in, directly or indirectly, certain
activities that the Federal Reserve Board determined to be closely related to banking or managing and controlling
banks as to be a proper incident thereto.

Notwithstanding the foregoing, the GLB Act, effective March 11, 2000, eliminated the barriers to affiliations among
banks, securities firms, insurance companies and other financial service providers and permits 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. The GLB Act defines �financial in nature� to include securities
underwriting, dealing and market making; sponsoring mutual funds and investment companies; insurance
underwriting and agency; merchant banking activities and activities that the Federal Reserve Board has determined to
be closely related to banking. No regulatory approval is generally 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.

Under the GLB Act, a bank holding company may become a financial holding company by filing a declaration with
the Federal Reserve Board if each of its subsidiary banks is well-capitalized under the Federal Deposit Insurance
Corporation Improvement Act of 1991 (�FDICIA�) prompt corrective action provisions, is well managed and has at
least a satisfactory rating under the Community Reinvestment Act of 1977 (�CRA�). The Company elected financial
holding company status in December 2006.

Safe and Sound Banking Practices.  Bank holding companies are not permitted to engage in unsafe and unsound
banking practices. The Federal Reserve Board has broad authority to prohibit activities of bank holding companies
and their nonbanking subsidiaries which represent unsafe and unsound banking practices or which constitute
violations of laws or regulations, and can assess civil money penalties for certain activities conducted on a knowing
and reckless basis, if those activities caused a substantial loss to a depository institution.

Anti-Tying Restrictions.  Bank holding companies and their affiliates are prohibited from tying the provision of certain
services, such as extensions of credit, to other services offered by a holding company or its affiliates.

Stock Repurchases.  A bank holding company is required to give the Federal Reserve Board prior notice of any
redemption or repurchase of its own equity securities, if the consideration to be paid, together with the consideration
paid for any repurchases or redemptions in the preceding year, is equal to 10% or more of the company�s consolidated
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net worth. The Federal Reserve Board may oppose the transaction if it believes that the transaction would constitute
an unsafe or unsound practice or would violate any law or regulation.

The Company�s ability to repurchase its shares also is restricted under the terms of the Purchase Agreement. The
Treasury�s consent is generally required for the Company to make any stock repurchases until the third anniversary of
the investment by the Treasury unless prior to that time the Company redeems the Series A Preferred Stock that it
issued to the Treasury or the Treasury transfers the Series A Preferred Stock to a third party. Further,
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common, junior preferred or pari passu preferred shares may not be repurchased if the Company is in arrears on the
Series A Preferred Stock dividends.

Capital Adequacy Requirements.  The Federal Reserve Board has promulgated capital adequacy guidelines for use in
its examination and supervision of bank holding companies. If a bank holding company�s capital falls below minimum
required levels, then the bank holding company must implement a plan to increase its capital, and its ability to pay
dividends, make acquisitions of new banks or engage in certain other activities such as issuing brokered deposits may
be restricted or prohibited.

The Federal Reserve Board currently uses two types of capital adequacy guidelines for holding companies, a
two-tiered risk-based capital guideline and a leverage capital ratio guideline. The two-tiered risk-based capital
guideline assigns risk weightings to all assets and certain off-balance sheet items of the holding company�s operations,
and then establishes a minimum ratio of the holding company�s Tier 1 capital to the aggregate dollar amount of
risk-weighted assets (which amount is usually less than the aggregate dollar amount of such assets without risk
weighting) and a minimum ratio of the holding company�s total capital (Tier 1 capital plus Tier 2 capital, as adjusted)
to the aggregate dollar amount of such risk-weighted assets. The leverage ratio guideline establishes a minimum ratio
of the holding company�s Tier 1 capital to its total tangible assets (total assets less goodwill and certain identifiable
intangibles), without risk-weighting.

Under both guidelines, Tier 1 capital (sometimes referred to as �core capital�) is defined to include: common
shareholders� equity (including retained earnings), qualifying non-cumulative perpetual preferred stock and related
surplus, qualifying cumulative perpetual preferred stock and related surplus, trust preferred securities, and minority
interests in the equity accounts of consolidated subsidiaries (limited to a maximum of 25% of Tier 1 capital).
Goodwill and most intangible assets are deducted from Tier 1 capital. For purposes of the total risk-based capital
guidelines, Tier 2 capital (sometimes referred to as �supplementary capital�) is defined to include: allowances for loan
and lease losses (limited to 1.25% of risk-weighted assets), perpetual preferred stock not included in Tier 1 capital,
intermediate-term preferred stock and any related surplus, certain hybrid capital instruments, perpetual debt and
mandatory convertible debt securities, and intermediate-term subordinated debt instruments (subject to limitations).
The maximum amount of qualifying Tier 2 capital is 100% of qualifying Tier 1 capital. For purposes of the total
capital guideline, total capital equals Tier 1 capital, plus qualifying Tier 2 capital, minus investments in
unconsolidated subsidiaries, reciprocal holdings of bank holding company capital securities, and deferred tax assets
and other deductions. The Federal Reserve Board�s current capital adequacy guidelines require that a bank holding
company maintain a Tier 1 risk-based capital ratio of at least 4% and a total risk-based capital ratio of at least 8%. At
December 31, 2008, the Company�s ratio of Tier 1 capital to total risk-weighted assets was 11.92% and its ratio of total
capital to risk-weighted assets was 12.91%.

In addition to the risk-based capital guidelines, the Federal Reserve Board uses a leverage ratio as an additional tool to
evaluate the capital adequacy of bank holding companies. The leverage ratio is a company�s Tier 1 capital divided by
its average total consolidated assets. Certain highly rated bank holding companies may maintain a minimum leverage
ratio of 3.0%, but other bank holding companies are required to maintain a leverage ratio of 4.0% or more, depending
on their overall condition. At December 31, 2008, the Company�s leverage ratio was 9.75%.

The federal banking agencies� risk-based and leverage ratios are minimum supervisory ratios generally applicable to
banking organizations that meet certain specified criteria, assuming that they have the highest regulatory rating.
Banking organizations not meeting these criteria are expected to operate with capital positions well above the
minimum ratios. The federal bank regulatory agencies may set capital requirements for a particular banking
organization that are higher than the minimum ratios when circumstances warrant. Federal Reserve Board guidelines
also provide that banking organizations experiencing internal growth or making acquisitions will be expected to
maintain strong capital positions substantially above the minimum supervisory levels, without significant reliance on
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Acquisitions by Bank Holding Companies.  The BHCA requires every bank holding company to obtain the prior
approval of the Federal Reserve Board before it may acquire all or substantially all of the assets of any bank, or
ownership or control of any voting shares of any bank, if after such acquisition it would own or control, directly or
indirectly, more than 5% of the voting shares of such bank. In approving bank acquisitions by bank holding
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companies, the Federal Reserve Board is required to consider the financial and managerial resources and future
prospects of the bank holding company and the banks concerned, the convenience and needs of the communities to be
served, and various competitive factors.

The Bank

The Bank is a national association and is subject to supervision and regulation by the Office of the Comptroller of
Currency (�OCC�). Since the deposits of the Bank are insured by the FDIC, the Bank is also subject to supervision and
regulation by the FDIC. Because the Federal Reserve Board regulates the Company, and because the Bank is a
member of the Federal Reserve System, the Federal Reserve Board also has regulatory authority which directly affects
the Bank.

Restrictions on Transactions with Affiliates and Insiders.  Transactions between the Bank and its nonbanking
subsidiaries and/or affiliates, including the Company, are subject to Section 23A of the Federal Reserve Act. In
general, Section 23A imposes limits on the amount of such transactions, and also requires certain levels of collateral
for loans to affiliated parties. It also limits the amount of advances to third parties which are collateralized by the
securities or obligations of the Company or its subsidiaries.

Affiliate transactions are also subject to Section 23B of the Federal Reserve Act which generally requires that certain
transactions between the Bank and its affiliates be on terms substantially the same, or at least as favorable to the Bank,
as those prevailing at the time for comparable transactions with or involving other nonaffiliated persons. The Federal
Reserve Board has issued Regulation W which codifies prior regulations under Sections 23A and 23B of the Federal
Reserve Act and interpretive guidance with respect to affiliate transactions.

The restrictions on loans to directors, executive officers, principal shareholders and their related interests contained in
the Federal Reserve Act and Regulation O apply to all insured institutions and their subsidiaries and holding
companies. These restrictions include limits on loans to one borrower and conditions that must be met before such a
loan can be made. There is also an aggregate limitation on all loans to such persons. These loans cannot exceed the
institution�s total unimpaired capital and surplus, and the FDIC may determine that a lesser amount is appropriate.

Restrictions on Distribution of Subsidiary Bank Dividends and Assets.  Dividends paid by the Bank have provided the
Company�s operating funds and for the foreseeable future it is anticipated that dividends paid by the Bank to the
Company will continue to be the Company�s primary source of operating funds.

Capital adequacy requirements of the OCC limit the amount of dividends that may be paid by the Bank. The Bank
cannot pay a dividend if, after paying the dividend, it would be classified as �undercapitalized.� In addition, without the
OCC�s approval, dividends may not be paid by the Bank in an amount in any calendar year which exceeds its total net
profits for that year, plus its retained profits for the preceding two years, less any required transfers to capital surplus.
National banks also may not pay dividends in excess of total retained profits, including current year�s earnings after
deducting bad debts in excess of reserves for loan losses. In some cases, the OCC may find a dividend payment that
meets these statutory requirements to be an unsafe or unsound practice.

Because the Company is a legal entity separate and distinct from its subsidiaries, its right to participate in the
distribution of assets of any subsidiary upon the subsidiary�s liquidation or reorganization will be subject to the prior
claims of the subsidiary�s creditors. In the event of a liquidation or other resolution of an insured depository institution,
the claims of depositors and other general or subordinated creditors are entitled to a priority of payment over the
claims of holders of any obligation of the institution to its shareholders, including any depository institution holding
company or any shareholder or creditor thereof.
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Examinations.  Under the FDICIA, all insured institutions must undergo regular on-site examination by their
appropriate banking agency and such agency may assess the institution for its costs of conducting the examination.
The OCC periodically examines and evaluates national banks, such as the Bank. These examinations review areas
such as capital adequacy, reserves, loan portfolio quality and management, consumer and other compliance issues,
investments, information systems, disaster recovery and contingency planning and management practices. Based upon
such an evaluation, the OCC may revalue the assets of a bank and require that it establish specific reserves to
compensate for the difference between the OCC-determined value and the book value of such assets.
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Capital Adequacy Requirements.  The OCC has adopted regulations establishing minimum requirements for the
capital adequacy of insured national banks. The OCC may establish higher minimum requirements if, for example, a
bank has previously received special attention or has a high susceptibility to interest rate risk.

The OCC�s risk-based capital guidelines generally require national banks to have a minimum ratio of Tier 1 capital to
total risk-weighted assets of 4.0% and a ratio of total capital to total risk-weighted assets of 8.0%. The capital
categories have the same definitions for the Bank as for the Company. At December 31, 2008, the Bank�s ratio of
Tier 1 capital to total risk-weighted assets was 10.69% and its ratio of total capital to total risk-weighted assets was
11.69%.

The OCC�s leverage guidelines require national banks to maintain Tier 1 capital of no less than 4.0% of average total
assets, except in the case of certain highly rated banks for which the requirement is 3.0% of average total assets. At
December 31, 2008, the Bank�s leverage ratio was 8.71%.

Corrective Measures for Capital Deficiencies.  The federal banking regulators are required to take �prompt corrective
action� with respect to capital-deficient institutions. Agency regulations define, for each capital category, the levels at
which institutions are �well-capitalized,� �adequately capitalized,� �undercapitalized,� �significantly undercapitalized� and
�critically undercapitalized.� A �well-capitalized� bank has a total risk-based capital ratio of 10.0% or higher; a Tier 1
risk-based capital ratio of 6.0% or higher; a leverage ratio of 5.0% or higher; and is not subject to any written
agreement, order or directive requiring it to maintain a specific capital level for any capital measure. An �adequately
capitalized� bank has a total risk-based capital ratio of 8.0% or higher; a Tier 1 risk-based capital ratio of 4.0% or
higher; a leverage ratio of 4.0% or higher (3.0% or higher if the bank was rated a composite 1 in its most recent
examination report and is not experiencing significant growth); and does not meet the criteria for a well-capitalized
bank. A bank is �undercapitalized� if it fails to meet any one of the ratios required to be adequately capitalized. The
Bank is classified as �well-capitalized� for purposes of the FDIC�s prompt corrective action regulations.

In addition to requiring undercapitalized institutions to submit a capital restoration plan, agency regulations contain
broad restrictions on certain activities of undercapitalized institutions including asset growth, acquisitions, branch
establishment and expansion into new lines of business. With certain exceptions, an insured depository institution is
prohibited from making capital distributions, including dividends, and is prohibited from paying management fees to
control persons if the institution would be undercapitalized after any such distribution or payment.

As an institution�s capital decreases, the federal regulators� enforcement powers become more severe. A significantly
undercapitalized institution is subject to mandated capital raising activities, restrictions on interest rates paid and
transactions with affiliates, removal of management and other restrictions. The FDIC has limited discretion in dealing
with a critically undercapitalized institution and is generally required to appoint a receiver or conservator. Similarly,
within 90 days of a national bank becoming critically undercapitalized, the OCC must appoint a receiver or
conservator unless certain findings are made with respect to the institution�s continued viability.

Banks with risk-based capital and leverage ratios below the required minimums may also be subject to certain
administrative actions, including the termination of deposit insurance upon notice and hearing, or a temporary
suspension of insurance without a hearing in the event the institution has no tangible capital.

Deposit Insurance Assessments.  The Bank�s deposits are insured up to applicable limits by the Deposit Insurance Fund
(�DIF�) of the FDIC and are subject to deposit insurance assessments to maintain the DIF. The FDIC utilizes a
risk-based assessment system to evaluate the risk of each financial institution based on three primary sources of
information: (1) its supervisory rating, (2) its financial ratios, and (3) its long-term debt issuer rating, if the institution
has one. The FDIC also adopted a new base schedule of rates that it can adjust up or down, depending on the needs of
the DIF, and set premiums for 2008 that range from 5 basis points in the lowest risk category to 43 basis points for
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banks in the highest risk category.

In an effort to restore capitalization levels and to ensure the DIF will adequately cover projected losses from future
bank failures, the FDIC, in October 2008, proposed a rule to alter the way in which it differentiates for risk in the
risk-based assessment system and to revise deposit insurance assessment rates, including base assessment rates.
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The FDIC also proposes to introduce three adjustments that could be made to an institution�s initial base assessment
rate, including (i) a potential decrease of up to 2 basis points for long-term unsecured debt, including senior and
subordinated debt, (ii) a potential increase for secured liabilities in excess of 15% of domestic deposits and (iii) a
potential increase for brokered deposits in excess of 10% of domestic deposits. In addition, the FDIC proposed raising
the current rates uniformly by 7 basis points for the assessment for the first quarter of 2009 resulting in a minimum
annualized assessment rate of 12 basis points. The proposal for first quarter 2009 assessment rates was adopted as a
final rule in December 2008. The FDIC also proposed, effective April 1, 2009, an initial minimum base assessment
rate of 10 basis points. A final rule related to this proposal is expected to be issued during the first quarter of 2009.
The Company cannot provide any assurance as to the amount of any proposed increase in its deposit insurance
premium rate, should such an increase occur, as such changes are dependent upon a variety of factors, some of which
are beyond the Company�s control.

FDIC insurance expense totaled $202 thousand and $164 thousand in 2008 and 2007, respectively. FDIC insurance
expense includes deposit insurance assessments and Financing Corporation (�FICO�) assessments related to outstanding
FICO bonds. The FICO is a mixed-ownership government corporation established by the Competitive Equality
Banking Act of 1987 whose sole purpose was to function as a financing vehicle for the now defunct Federal
Savings & Loan Insurance Corporation. Under the Federal Deposit Insurance Reform Act of 2005, the Bank received
a one-time assessment credit of $1.13 million to be applied against future deposit insurance assessments, subject to
certain limitations. This credit was utilized to offset $693 thousand and $356 thousand of deposit insurance
assessments during 2008 and 2007, respectively.

On February 26, 2009, the FDIC adopted an interim rule, with request for comment, to impose a one-time 20 basis
point emergency special assessment effective on June 30, 2009 and to be collected on September 30, 2009. Based on
the Company�s most recent FDIC deposit insurance assessment base, the emergency special assessment of 20 basis
points, if implemented, would increase our FDIC deposit insurance premiums by approximately $2.87 million in
2009. The FDIC has indicated that it may consider reducing the emergency special assessment by half to 10 basis
points if, among other factors, Congress enacts legislation to expand the FDIC�s line of credit with the Treasury.

On February 26, 2009, the FDIC adopted another interim rule, with request for comment, to have the option to impose
a further special assessment of up to 10 basis points on an institution�s assessment base on the last day of any calendar
quarter after June 30, 2009 to be collected at the same time the risk-based assessments are collected. The assessment
will be imposed if the FDIC determines the DIF reserve ratio will fall to a level that would adversely affect public
confidence or to a level close to zero or negative, among other factors. These interim rules are be subject to change
and may or may not be enacted.

The Company cannot provide any assurance as to the amount of any proposed increase in its deposit insurance
premium rate, as such changes are dependent upon a variety of factors, some of which are beyond the Company�s
control. Given the enacted and proposed increases in assessments for insured financial institutions in 2009, the
Company anticipates that FDIC assessments on deposits will have a significantly greater impact upon operating
expenses in 2009 compared to 2008, and could affect its reported earnings, liquidity and capital for the period.

Under the FDIA, the FDIC may terminate deposit insurance upon a finding 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.

Temporary Liquidity Guarantee Program.  In November 2008, the FDIC adopted a final rule relating to the
Temporary Liquidity Guarantee Program (�TLG Program�). Under the TLG Program, the FDIC will (i) guarantee,
through the earlier of maturity or June 30, 2012, certain newly issued senior unsecured debt issued by participating
institutions on or after October 14, 2008, and before June 30, 2009 and (ii) provide full FDIC deposit insurance
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coverage for non-interest bearing transaction deposit accounts, Negotiable Order of Withdrawal (�NOW�) accounts
paying less than 0.5% interest per annum and Interest on Lawyers Trust Accounts held at participating FDIC-insured
institutions through December 31, 2009. Coverage under the TLG Program was available for the first 30 days without
charge. The fee assessment for coverage of senior unsecured debt ranges from 50 basis points to 100 basis points per
annum, depending on the initial maturity of the debt. The fee assessment for deposit insurance
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coverage is 10 basis points per quarter on amounts in covered accounts exceeding $250,000. In December 2008, the
Company elected to participate in both guarantee programs.

Enforcement Powers.  The FDIC and the other federal banking agencies have broad enforcement powers, including
the power to terminate deposit insurance, impose substantial fines and other civil and criminal penalties and appoint a
conservator or receiver. Failure to comply with applicable laws, regulations and supervisory agreements could subject
the Company or the Bank, as well as officers, directors and other institution-affiliated parties of these organizations, to
administrative sanctions and potentially substantial civil money penalties. The appropriate federal banking agency
may appoint the FDIC as conservator or receiver for a banking institution (or the FDIC may appoint itself, under
certain circumstances) if any one or more of a number of circumstances exist, including, without limitation, the fact
that the banking institution is undercapitalized and has no reasonable prospect of becoming adequately capitalized;
fails to become adequately capitalized when required to do so; fails to submit a timely and acceptable capital
restoration plan; or materially fails to implement an accepted capital restoration plan.

Emergency Economic Stabilization Act of 2008.  On October 3, 2008, the President signed into law EESA, which,
among other measures, authorized the Secretary of the Treasury to establish the TARP. Pursuant to TARP, the
Treasury has the authority to, among other things, purchase up to $700 billion of mortgages, mortgage-backed
securities and certain other financial instruments from financial institutions for the purpose of stabilizing and
providing liquidity to the U.S. financial markets. In addition, under TARP, the Treasury created the Capital Purchase
Plan, pursuant to which it provides access to capital that will serve as Tier 1 capital to financial institutions through a
standardized program to acquire preferred stock (accompanied by warrants) from eligible financial institutions. On
November 21, 2008, the Company sold $41.50 million of Series A Preferred Stock to the Treasury under the Capital
Purchase Program.

On February 17, 2009, the President signed into law the ARRA, which is intended, among other things, to provide a
stimulus to the U.S. economy in the wake of the economic downturn brought about by the subprime mortgage crisis
and the resulting dislocations in the financial markets. ARRA also includes numerous non-economic recovery related
items, including a limitation on executive compensation of certain of the most highly-compensated employees and
executive officers of financial institutions, such as the Company, that participated in the TARP Capital Purchase
Program. Compliance requirements under ARRA for TARP recipients, which will be further described in rules to be
adopted by the SEC and standards to be established by the Treasury, include restrictions on executive compensation
and corporate governance requirements.

Comprehensive Financial Stability Plan of 2009.  On February 10, 2009, the Secretary of the Treasury announced a
new comprehensive financial stability plan (the �Financial Stability Plan�), which builds upon existing programs and
earmarks the second $350 billion of unused funds originally authorized under the EESA. The major elements of the
Financial Stability Plan include: (i) a capital assistance program that will invest in convertible preferred stock of
certain qualifying institutions, (ii) a consumer and business lending initiative to fund new consumer loans, small
business loans and commercial mortgage asset-backed securities issuances, (iii) a new public-private investment fund
that will leverage public and private capital with public financing to purchase up to $500 billion to $1 trillion of
legacy �toxic assets� from financial institutions, and (iv) assistance for homeowners to reduce mortgage payments and
interest rates and establishing loan modification guidelines for government and private programs. In addition, all
banking institutions with assets over $100 billion will be required to undergo a comprehensive �stress test� to determine
if they have sufficient capital to continue lending and to absorb losses that could result from a more severe decline in
the economy than projected. Institutions receiving assistance under the Financial Stability Plan going forward will be
subject to higher transparency and accountability standards, including restrictions on dividends, acquisitions and
executive compensation and additional disclosure requirements.
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Consumer Laws and Regulations.  In addition to the laws and regulations discussed herein, the Bank is also subject to
certain consumer laws and regulations that are designed to protect consumers in transactions with banks. While the list
set forth herein is not exhaustive, these laws and regulations include the Truth in Lending Act, the Truth in Savings
Act, the Electronic Funds Transfer Act, the Expedited Funds Availability Act, the Equal Credit Opportunity Act, and
the Fair Housing Act, and various state counterparts. These laws and regulations mandate certain disclosure
requirements and regulate the manner in which financial institutions must deal with customers
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when taking deposits or making loans to such customers. The Bank must comply with the applicable provisions of
these consumer protection laws and regulations as part of their ongoing customer relations.

In addition, federal law currently contains extensive customer privacy protection provisions. Under these provisions, a
financial institution must provide to its customers, at the inception of the customer relationship and annually
thereafter, the institution�s policies and procedures regarding the handling of customers� nonpublic personal financial
information. These provisions also provide that, except for certain limited exceptions, a financial institution may not
provide such personal information to unaffiliated third parties unless the institution discloses to the customer that such
information may be so provided and the customer is given the opportunity to opt out of such disclosure.

USA PATRIOT Act of 2001.  The Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001 (�Patriot Act�) was enacted in October 2001. The Patriot Act has
broadened existing anti-money laundering legislation while imposing new compliance and due diligence obligations
on banks and other financial institutions, with a particular focus on detecting and reporting money laundering
transactions involving domestic or international customers. The U.S. Treasury Department has issued and will
continue to issue regulations clarifying the Patriot Act�s requirements. The Patriot Act requires all �financial
institutions,� as defined, to establish certain anti-money laundering compliance and due diligence programs. Recently,
the regulatory agencies have intensified their examination procedures in light of the Patriot Act�s anti-money
laundering and Bank Secrecy Act requirements. The Company believes that its controls and procedures are in
compliance with the Patriot Act.

Troubled Asset Relief Program

On November 21, 2008, the Company entered into a Letter Agreement, which incorporates by reference the Securities
Purchase Agreement � Standard Terms (the �Purchase Agreement�), with the U.S. Department of the Treasury
(�Treasury�). Pursuant to the terms of the Purchase Agreement, the Company issued and sold to the Treasury
(i) 41,500 shares of the Company�s Fixed Rate Cumulative Perpetual Preferred Stock, Series A (the �Series A Preferred
Stock�) and (ii) a warrant (the �Warrant�) to purchase 176,546 shares of the Company�s common stock, par value $1.00
per share (the �Common Stock�), for an aggregate purchase price of $41.50 million in cash.

The Series A Preferred Stock qualifies as Tier 1 capital and will pay cumulative dividends at a rate of 5.00% per
annum for the first five years, and 9.00% per annum thereafter. The Series A Preferred Stock is generally non-voting.
The Warrant has a 10-year term and is immediately exercisable upon its issuance, with an initial per share exercise
price of $35.26. Pursuant to the Purchase Agreement, Treasury has agreed not to exercise voting power with respect to
any share of Common Stock issued upon exercise of the Warrant.

The Series A Preferred Stock and the Warrant were issued in a private placement exempt from registration pursuant to
Section 4(2) of the Securities Act of 1933, as amended. In accordance with the terms of the Purchase Agreement, the
Company registered the Series A Preferred Stock, the Warrant, and the shares of Common Stock underlying the
Warrant with the Securities and Exchange Commission (the �SEC�). Neither the Series A Preferred Stock nor the
Warrant are subject to any contractual restrictions on transfer, except that Treasury may only transfer or exercise
one-half of the Warrant Shares prior to the earlier of the redemption of 100% of the Series A Preferred Stock and
December 31, 2009.

Pursuant to the terms of the Purchase Agreement, upon issuance of the Series A Preferred Stock, the ability of the
Company to declare or pay dividends or distributions on, or purchase, redeem or otherwise acquire for consideration,
shares of its Common Stock is subject to restrictions, including a restriction against increasing cash dividends above
the amount of the last quarter cash dividend per share declared prior to October 14, 2008, which was $0.28 per share,
without express permission of the Treasury. These restrictions will terminate on the earlier of (a) the third anniversary
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date of the Series A Preferred Stock and (b) the date on which the Series A Preferred Stock has been redeemed in
whole or the Treasury has transferred all of the Series A Preferred Stock to third parties.

In the Purchase Agreement, the Company agreed that, until such time as Treasury ceases to own any debt or equity
securities of the Company acquired pursuant to the Purchase Agreement, the Company will take all
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necessary action to ensure that its benefit plans with respect to its senior executive officers comply with
Section 111(b) of the Emergency Economic Stabilization Act of 2008 (the �EESA�) as implemented by any guidance or
regulation under the EESA that has been issued and is in effect as of the date of issuance of the Series A Preferred
Stock and the Warrant, and has agreed to not adopt any benefit plans with respect to, or which covers, its senior
executive officers that do not comply with the EESA, and the applicable executives have consented to the foregoing.

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (the �ARRA�) was signed into law.
Section 7001 of the ARRA amended Section 111 of the EESA in its entirety. While the Treasury must promulgate
regulations to implement the restrictions and standards set forth in Section 7001, the ARRA, among other things,
significantly expands the executive compensation restrictions previously imposed by the EESA. Such restrictions
apply to any entity that has received or will receive financial assistance under the Troubled Asset Recovery Program
(�TARP�), and will generally continue to apply for as long as any obligation arising from financial assistance provided
under TARP, including preferred stock issued under the Capital Purchase Program, remains outstanding. As a result of
the Company�s participation in the Capital Purchase Program, the restrictions and standards set forth in Section 7001
of the ARRA are applicable to the Company. In addition, Section 7001(g) of the ARRA, provides that the Secretary of
the Treasury shall permit, subject to appropriate federal banking agency approval, a TARP recipient to repay such
assistance previously provided under the TARP, without regard to whether the recipient has replaced such funds from
any other source or to any waiting period. ARRA further provides that when the TARP recipient repays such
assistance, the Secretary of the Treasury shall liquidate the warrants associated with the assistance at the current
market price.

Website Access to Company Documents

The Company makes available free of charge on its website at www.fcbinc.com its Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q and Current Reports on Form 8-K, and all amendments thereto, as soon as
reasonably practicable after the Company files such reports with, or furnishes them to, the SEC. Investors are
encouraged to access these reports and the other information about the Company�s business on its website. Information
found on the Company�s website is not part of this Annual Report on Form 10-K. The Company will also provide
copies of its Annual Report on Form 10-K, free of charge, upon written request of its Investor Relations Department at
the Company�s main address, P.O. Box 989, Bluefield, VA 24605.

Also posted on the Company�s website, and available in print upon request of any shareholder to our Investor Relations
Department, are the charters of the standing committees of its Board of Directors, the Standards of Conduct governing
our directors, officers, and employees, and the Company�s Insider Trading & Disclosure Policy.

Forward-Looking Statements

This Annual Report on Form 10-K may include �forward-looking statements�, which are made in good faith by the
Company pursuant to the �safe harbor� provisions of the Private Securities Litigation Reform Act of 1995. These
forward-looking statements include, among others, statements with respect to the Company�s beliefs, plans, objectives,
goals, guidelines, expectations, anticipations, estimates and intentions that are subject to significant risks and
uncertainties and are subject to change based on various factors, many of which are beyond the Company�s control.
The words �may�, �could�, �should�, �would�, �believe�, �anticipate�, �estimate�, �expect�, �intend�, �plan� and similar expressions are
intended to identify forward-looking statements. The following factors, among others, could cause the Company�s
financial performance to differ materially from that expressed in such forward-looking statements: the strength of the
United States economy in general and the strength of the local economies in which the Company conducts operations;
the effects of, and changes in, trade, monetary and fiscal policies and laws, including interest rate policies of the
Federal Reserve Board; inflation, interest rate, market and monetary fluctuations; the timely development of
competitive new products and services of the Company and the acceptance of these products and services by new and
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existing customers; the willingness of customers to substitute competitors� products and services for the Company�s
products and services and vice versa; the impact of changes in financial services laws and regulations (including laws
concerning taxes, banking, securities and insurance); technological changes; the effect of acquisitions, including,
without limitation, the failure to achieve the expected revenue growth and/or expense savings from such acquisitions;
the growth and profitability of the Company�s
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noninterest or fee income being less than expected; unanticipated regulatory or judicial proceedings; changes in
consumer spending and saving habits; and the success of the Company at managing the risks involved in the
foregoing.

The Company cautions that the foregoing list of important factors is not all-inclusive. If one or more of the factors
affecting these forward-looking statements proves incorrect, then the Company�s actual results, performance, or
achievements could differ materially from those expressed in, or implied by, forward-looking statements contained in
this Annual Report on Form 10-K. Therefore, the Company cautions you not to place undue reliance on these
forward-looking statements.

The Company does not intend to update these forward-looking statements, whether written or oral, to reflect change.
All forward-looking statements attributable to the Company are expressly qualified by these cautionary statements.

ITEM 1A. RISK FACTORS.

The current economic environment poses significant challenges for the Company and could adversely affect its
financial condition and results of operations.

The Company is operating in a challenging and uncertain economic environment, including generally uncertain
national and local conditions. Financial institutions continue to be affected by sharp declines in the real estate market
and constrained financial markets. Dramatic declines in the housing market over the past year, with falling home
prices and increasing foreclosures and unemployment, have resulted in significant write-downs of asset values by
financial institutions. Continued declines in real estate values, home sales volumes, and financial stress on borrowers
as a result of the uncertain economic environment could have an adverse effect on the Company�s borrowers or their
customers, which could adversely affect the Company�s financial condition and results of operations. A worsening of
these conditions would likely exacerbate the adverse effects on the Company and others in the financial institutions
industry. For example, further deterioration in local economic conditions in the Company�s markets could drive losses
beyond that which is provided for in its allowance for loan losses. The Company may also face the following risks in
connection with these events:

� Economic conditions that negatively affect housing prices and the job market have resulted, and may continue
to result, in a deterioration in credit quality of the Company�s loan portfolios, and such deterioration in credit
quality has had, and could continue to have, a negative impact on the Company�s business.

� Market developments may affect consumer confidence levels and may cause adverse changes in payment
patterns, causing increases in delinquencies and default rates on loans and other credit facilities.

� The processes the Company uses to estimate allowance for loan losses and reserves may no longer be reliable
because they rely on complex judgments, including forecasts of economic conditions, which may no longer be
capable of accurate estimation.

� The Company�s ability to assess the creditworthiness of its customers may be impaired if the models and
approaches it uses to select, manage, and underwrite its customers become less predictive of future charge-offs.

� The Company expects to face increased regulation of its industry, and compliance with such regulation may
increase our costs, limit our ability to pursue business opportunities, and increase compliance challenges.

As the these conditions or similar ones continue to exist or worsen, the Company could experience continuing or
increased adverse effects on its financial condition.
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The Company and its subsidiary business are subject to interest rate risk and variations in interest rates may
negatively affect its financial performance.

The Company�s earnings and cash flows are largely dependent upon its net interest income. Net interest income is the
difference between interest income earned on interest-earning assets, such as loans and securities, and interest expense
paid on interest-bearing liabilities, such as deposits and borrowed funds. Interest rates are highly
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sensitive to many factors that are beyond our control, including general economic conditions and policies of various
governmental and regulatory agencies and, in particular, the Federal Reserve Board. Changes in monetary policy,
including changes in interest rates, could influence not only the interest the Company receives on loans and securities
and the amount of interest it pays on deposits and borrowings, but such changes could also affect (i) the Company�s
ability to originate loans and obtain deposits, and (ii) the fair value of the Company�s financial assets and liabilities. If
the interest rates paid on deposits and other borrowings increase at a faster rate than the interest rates received on loans
and other investments, the Company�s net interest income, and therefore earnings, could be adversely affected.
Earnings could also be adversely affected if the interest rates received on loans and other investments fall more
quickly than the interest rates paid on deposits and other borrowings.

The Bank�s ability to pay dividends is subject to regulatory limitations which, to the extent the Company requires
such dividends in the future, may affect the Company�s ability to pay its obligations and pay dividends.

The Company is a separate legal entity from the Bank and its subsidiaries and does not have significant operations of
its own. The Company currently depends on the Bank�s cash and liquidity as well as dividends to pay the Company�s
operating expenses and dividends to shareholders. No assurance can be made that in the future the Bank will have the
capacity to pay the necessary dividends and that the Company will not require dividends from the Bank to satisfy the
Company�s obligations. The availability of dividends from the Bank is limited by various statutes and regulations. It is
possible, depending upon the financial condition of the Bank and other factors, that the OCC, the Bank�s primary
regulator, could assert that payment of dividends or other payments by the Bank are an unsafe or unsound practice. In
the event the Bank is unable to pay dividends sufficient to satisfy the Company�s obligations or is otherwise unable to
pay dividends to the Company, the Company may not be able to service its obligations as they become due, including
payments required to be made to the FCBI Capital Trust, a business trust subsidiary of the Company, or pay dividends
on the Company�s common stock. Consequently, the inability to receive dividends from the Bank could adversely
affect the Company�s financial condition, results of operations, cash flows and prospects.

The Company is subject to restrictions on its ability to declare or pay dividends and repurchase its shares as a
result of its participation in the Treasury�s TARP Capital Purchase Program.

On November 21, 2008, the Company issued to the Treasury for aggregate consideration of $41.50 million
(i) 41,500 shares of Series A Preferred Stock and (ii) a Warrant to purchase 176,546 shares of the Company�s Common
Stock pursuant to the terms of the Purchase Agreement. Under the terms of the Purchase Agreement, the Company�s
ability to declare or pay dividends on any of its shares is restricted. Specifically, the Company may not declare
dividend payments on common, junior preferred or pari passu preferred shares if it is in arrears on the dividends on
the Series A Preferred Stock. Further, the Company may not increase the dividends on its Common Stock above the
amount of the last quarter cash dividend per share declared prior to October 13, 2009, which was $0.28 per share,
without the Treasury�s approval until the third anniversary of the investment unless all of the Series A Preferred Stock
has been redeemed or transferred.

The Company�s ability to repurchase its shares is also restricted under the terms of the Purchase Agreement. The
Treasury�s consent generally is required for the Company to make any stock repurchases until the third anniversary of
the investment by the Treasury unless all of the Series A Preferred Stock has been redeemed or transferred. Further,
common, junior preferred or pari passu preferred shares may not be repurchased if the Company is in arrears on the
Series A Preferred Stock dividends.

The Bank�s allowance for loan losses may not be adequate to cover actual losses.

Like all financial institutions, the Bank maintains an allowance for loan losses to provide for probable losses. The
Bank�s allowance for loan losses may not be adequate to cover actual loan losses, and future provisions for loan losses
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could materially and adversely affect the Bank�s operating results. The Bank�s allowance for loan losses is determined
by analyzing historical loan losses, current trends in delinquencies and charge-offs, plans for problem loan resolution,
changes in the size and composition of the loan portfolio, and industry information. Also included in management�s
estimates for loan losses are considerations with respect to the impact of economic events, the
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outcome of which are uncertain. The amount of future losses is susceptible to changes in economic, operating and
other conditions, including changes in interest rates, that may be beyond the Bank�s control, and these losses may
exceed current estimates. Federal regulatory agencies, as an integral part of their examination process, review the
Bank�s loans and allowance for loan losses. Although we believe that the Bank�s allowance for loan losses is adequate
to provide for probable losses, we cannot assure you that we will not need to increase the Bank�s allowance for loan
losses or that regulators will not require us to increase this allowance. Either of these occurrences could materially and
adversely affect the Company�s earnings and profitability.

The Company�s business is subject to various lending and other economic risks that could adversely impact the
Company�s results of operations and financial condition.

Changes in economic conditions, particularly an economic slowdown, could hurt the Company�s business. The
Company�s business is directly affected by political and market conditions, broad trends in industry and finance,
legislative and regulatory changes, and changes in governmental monetary and fiscal policies and inflation, all of
which are beyond the Company�s control. A deterioration in economic conditions, in particular an economic slowdown
within the Company�s geographic region, could result in the following consequences, any of which could have a
material adverse effect on the Company�s business:

� loan delinquencies may increase;

� problem assets and foreclosures may increase;

� demand for the Company�s products and services may decline; and

� collateral for loans made by the Company may decline in value, in turn reducing a client�s borrowing power,
and reducing the value of assets and collateral associated with the Company�s loans held for investment.

The declining real estate market could impact the Company�s business.

The Company�s business activities and credit exposure are concentrated in Virginia, West Virginia, North Carolina,
Tennessee and the surrounding region. A continued downturn in this regional real estate market could hurt the
Company�s business because of the geographic concentration within this regional area. If there is a significant decline
in real estate values, the collateral for the Company�s loans will provide less security. As a result, the Company�s ability
to recover on defaulted loans by selling the underlying real estate would be diminished, and we would be more likely
to suffer losses on defaulted loans.

The Company�s level of credit risk is increasing due to its focus on commercial lending, and the concentration on
small businesses and middle market customers with heightened vulnerability to economic conditions.

Commercial business and commercial real estate loans generally are considered riskier than single-family residential
loans because they have larger balances to a single borrower or group of related borrowers. Commercial business and
commercial real estate loans involve risks because the borrowers� ability to repay the loans typically depends primarily
on the successful operation of the businesses or the properties securing the loans. Most of the Bank�s commercial
business loans are made to small business or middle market customers who may have a heightened vulnerability to
economic conditions. Moreover, a portion of these loans have been made or acquired by the Company in recent years
and the borrowers may not have experienced a complete business or economic cycle.

The Bank may suffer losses in its loan portfolio despite its underwriting practices.
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The Bank seeks to mitigate the risks inherent in the Bank�s loan portfolio by adhering to specific underwriting
practices. These practices include analysis of a borrower�s prior credit history, financial statements, tax returns and
cash flow projections, valuation of collateral based on reports of independent appraisers and verification of liquid
assets. Although the Bank believes that its underwriting criteria are appropriate for the various kinds of loans it makes,
the Bank may incur losses on loans that meet its underwriting criteria, and these losses may exceed the amounts set
aside as reserves in the Bank�s allowance for loan losses.
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The Company and its subsidiaries are subject to extensive regulation which could adversely affect them.

The Company and its subsidiaries� operations are subject to extensive regulation and supervision by federal and state
governmental authorities and are subject to various laws and judicial and administrative decisions imposing
requirements and restrictions on part or all of the Company�s operations. Banking regulations governing the Company�s
operations are primarily intended to protect depositors� funds, federal deposit insurance funds and the banking system
as a whole, not security holders. Congress and federal regulatory agencies continually review banking laws,
regulations and policies for possible changes. Changes to statutes, regulations or regulatory policies, including
changes in interpretation or implementation of statutes, regulations or policies, could affect the Company in
substantial and unpredictable ways. Such changes could subject the Company to additional costs, limit the types of
financial services and products the Company may offer and/or increase the ability of non-banks to offer competing
financial services and products, among other things. Failure to comply with laws, regulations or policies could result
in sanctions by regulatory agencies, civil money penalties and/or reputation damage, which could have a material
adverse effect on the Company�s business, financial condition and results of operations. While the Company has
policies and procedures designed to prevent any such violations, there can be no assurance that such violations will
not occur. These laws, rules and regulations, or any other laws, rules or regulations, that may be adopted in the future,
could make compliance more difficult or expensive, restrict the Company�s ability to originate, broker or sell loans,
further limit or restrict the amount of commissions, interest or other charges earned on loans originated or sold by the
Bank and otherwise adversely affect the Company�s business, financial condition or prospects.

On October 3, 2008, the EESA was signed into law. Pursuant to the EESA, the Treasury was granted the authority to
take a range of actions for the purpose of stabilizing and providing liquidity to the U.S. financial markets and has
proposed several programs, including the purchase by the Treasury of certain troubled assets from financial
institutions and the direct purchase by the Treasury of equity of financial institutions. There can be no assurance,
however, as to the actual impact that the foregoing or any other governmental program will have on the financial
markets. The failure of the financial markets to stabilize and a continuation or worsening of current financial market
conditions could materially and adversely affect the Company�s business, financial condition, results of operations,
access to credit or the trading price of its Common Stock. In addition, current initiatives of President Obama�s
Administration and the possible enactment of recently proposed bankruptcy legislation may adversely affect the
Company�s financial condition and results of operations.

The financial services industry is likely to face increased regulation and supervision as a result of the existing
financial crisis, and there may be additional requirements and conditions imposed on the Company as a result of its
participation in the TARP Capital Purchase Program. Such additional regulation and supervision may increase the
Company�s costs and limit its ability to pursue business opportunities. The affects of such recently enacted, and
proposed, legislation and regulatory programs on the Company cannot reliably be determined at this time.

The Company faces strong competition from other financial institutions, financial service companies and other
organizations offering services similar to those offered by the Company and its subsidiaries, which could hurt the
Company�s business.

The Company�s business operations are centered primarily in Virginia, West Virginia, North Carolina, Tennessee and
the surrounding region. Increased competition within this region may result in reduced loan originations and deposits.
Ultimately, we may not be able to compete successfully against current and future competitors. Many competitors
offer the types of loans and banking services that we offer. These competitors include other savings associations,
national banks, regional banks and other community banks. The Company also faces competition from many other
types of financial institutions, including finance companies, brokerage firms, insurance companies, credit unions,
mortgage banks and other financial intermediaries. In particular, the Bank�s competitors include other state and
national banks and major financial companies whose greater resources may afford them a marketplace advantage by
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Additionally, banks and other financial institutions with larger capitalization and financial intermediaries not subject
to bank regulatory restrictions have larger lending limits and are thereby able to serve the credit needs of

15

Edgar Filing: FIRST COMMUNITY BANCSHARES INC /NV/ - Form 10-K

Table of Contents 30



Table of Contents

larger clients. These institutions, particularly to the extent they are more diversified than the Company, may be able to
offer the same loan products and services that the Company offers at more competitive rates and prices. If the
Company is unable to attract and retain banking clients, the Company may be unable to continue the Bank�s loan and
deposit growth and the Company�s business, financial condition and prospects may be negatively affected.

Potential Acquisitions May Disrupt the Company�s Business and Dilute Stockholder Value

The Company may seek merger or acquisition partners that are culturally similar and have experienced management
and possess either significant market presence or have potential for improved profitability through financial
management, economies of scale or expanded services. Acquiring other banks, businesses, or branches involves
various risks commonly associated with acquisitions, including, among other things:

� Potential exposure to unknown or contingent liabilities of the target company.

� Exposure to potential asset quality issues of the target company.

� Difficulty and expense of integrating the operations and personnel of the target company.

� Potential disruption to the Company�s business.

� Potential diversion of the Company�s management�s time and attention.

� The possible loss of key employees and customers of the target company.

� Difficulty in estimating the value of the target company.

� Potential changes in banking or tax laws or regulations that may affect the target company.

The Company regularly evaluates merger and acquisition opportunities and conducts due diligence activities related to
possible transactions with other financial institutions and financial services companies. As a result, merger or
acquisition discussions and, in some cases, negotiations may take place and future mergers or acquisitions involving
cash, debt or equity securities may occur at any time. Acquisitions typically involve the payment of a premium over
book and market values, and, therefore, some dilution of the Company�s tangible book value and net income per
common share may occur in connection with any future transaction. Furthermore, failure to realize the expected
revenue increases, cost savings, increases in geographic or product presence, and/or other projected benefits from an
acquisition could have a material adverse effect on the Company�s financial condition and results of operations.

In the fourth quarter of 2008, the Company completed its acquisition of Coddle Creek Financial Corp., the holding
company for Mooresville Savings Bank, Inc., SSB, located in Mooresville, North Carolina. In addition, the Company�s
wholly owned insurance subsidiary, GreenPoint, acquired Carr & Hyde Insurance, based in Warrenton, Virginia,
among other agencies. Details of these transactions are presented in Note 2 in the Notes to the Consolidated Financial
Statements included in Item 8 hereof.

The Company may lose members of our management team due to compensation restrictions

The Company�s ability to retain key officers and employees may be negatively impacted by recent legislation and
regulation affecting the financial services industry. On February 17, 2009, the ARRA was signed into law. While the
Treasury must promulgate regulations to implement the restrictions and standards set forth in the new law, the ARRA,
among other things, significantly expands the executive compensation restrictions previously imposed by the EESA.
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Such restrictions apply to any entity that has received or will receive financial assistance under the TARP, and will
generally continue to apply for as long as any obligation arising from financial assistance provided under TARP,
including preferred stock issued under the Capital Purchase Program, remains outstanding. As a result of the
Company�s participation in the TARP Capital Purchase Program, the restrictions and standards set forth in the ARRA
are applicable to the Company. Such restrictions and standards may impact management�s ability to retain key officers
and employees as well as the Company�s ability to compete with financial institutions that are not subject to the same
limitations as the Company under the ARRA.
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ITEM 1B. UNRESOLVED STAFF COMMENTS.

The Company has no unresolved staff comments as of the filing date of this 2008 Annual Report on Form 10-K.

ITEM 2. PROPERTIES.

The Company generally owns its offices, related facilities, and unimproved real property. The principal offices of the
Company are located at One Community Place, Bluefield, Virginia, where the Company owns and occupies
approximately 36,000 square feet of office space. As of December 31, 2008, the Company operated in 61 locations
throughout the five states of Virginia, West Virginia, North and South Carolina, and Tennessee. The Company owns
47 of its banking offices while others are leased or are located on leased land. The Company also operates ten
insurance offices throughout North Carolina and Virginia, including its headquarters in High Point, North Carolina.
The Company owns one of its insurance offices and leases the remaining locations. There are no mortgages or liens
against any property of the Company. A complete listing of all branches and ATM sites can be found on the Internet
at www.fcbresource.com. Information on such website is not part of this Annual Report on Form 10-K.

ITEM 3. LEGAL PROCEEDINGS.

The Company is currently a defendant in various legal actions and asserted claims involving lending and collection
activities and other matters in the normal course of business. Although the Company and legal counsel are unable to
assess the ultimate outcome of each of these matters with certainty, they are of the belief that the resolution of these
actions should not have a material adverse affect on the financial position or the results of operations of the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matters were submitted to a vote of security holders during the fourth quarter of 2008.

PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

The number of common stockholders of record on December 31, 2008, was 2,461 and outstanding shares totaled
11,567,449. The number of common stockholders is measured by the number of recordholders. The Company�s
common stock trades on the NASDAQ Global Select market under the symbol �FCBC�.

Cash dividends for 2008 totaled $1.12 per share and $1.08 per share 2007. Total dividends paid for the current and
prior years totaled $12.45 million and $12.08 million, respectively.

The following table sets forth the high and low stock prices, book value per share, and dividends paid per share on the
Company�s common stock during the periods indicated.

2008 2007
High Low High Low

Sales Price Per Share
First quarter $ 34.89 $ 28.00 $ 42.30 $ 35.19
Second quarter 34.89 27.79 39.21 28.89
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Third quarter 39.00 25.54 37.45 25.40
Fourth quarter 38.00 23.49 38.85 30.07
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2008 2007

Cash Dividends Per Share
First quarter $ 0.28 $ 0.27
Second quarter 0.28 0.27
Third quarter 0.28 0.27
Fourth quarter 0.28 0.27

Total $ 1.12 $ 1.08

As a condition to the Company�s participation in the Treasury�s Capital Purchase Program, the Company�s ability to
declare or pay dividends on any of its shares is restricted. Specifically, the Company may not declare dividend
payments on common, junior preferred, or pari passu preferred shares if it is in arrears on the dividends on the
Series A Preferred Stock. Further, the Company may not increase the dividends on its Common Stock above the
amount of the last quarterly cash dividend per share declared prior to October 14, 2008, which was $0.28 per share,
without the Treasury�s approval until the third anniversary of the investment unless all of the Series A Preferred Stock
has been redeemed or transferred.

The Company�s stock repurchase plan, as amended, allows the purchase and retention of up to 1,100,000 shares. The
plan has no expiration date, remains open and no plans have expired during the reporting period. No determination has
been made to terminate the plan or to stop making purchases. The Company made no open market purchases of its
equity securities during the fourth quarter of 2008. The maximum number of shares that may yet be purchased under
the plan was 616,215 at December 31, 2008.

As a condition to the Company�s participation in the Treasury�s Capital Purchase Program, the Company is restricted
from repurchasing shares of its Common Stock until the earlier of the third anniversary of the date of the issuance of
the Series A Preferred Stock and the date on which the Series A Preferred Stock has been redeemed in whole or the
Treasury has transferred all of the Series A Preferred Stock. As such, the Company does not anticipate purchasing any
shares of its Common Stock under its repurchase plan during 2009.
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Total Return Analysis

The following chart was compiled by SNL Securities LC, and compares cumulative total shareholder return of the
Company�s Common Stock for the five-year period ended December 31, 2008, with the cumulative total return of the
S&P 500 Index, the NASDAQ Composite index, and the Asset Size & Regional Peer Group. The Asset Size &
Regional Peer Group consists of 53 bank holding companies that are traded on the NASDAQ, OTC Bulletin Board,
and pink sheets with total assets between $1 billion and $5 billion and are located in the Southeast Region of the
United States. The cumulative returns include payment of dividends by the Company.

Total Return Performance

Period Ending
Index 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08

First Community Bancshares, Inc. 100.00 112.26 100.23 131.31 109.39 123.88

S&P 500 100.00 110.88 116.33 134.70 142.10 89.53

NASDAQ Composite 100.00 108.59 110.08 120.56 132.39 78.72

Asset Size & Regional Peer Group 100.00 115.03 119.74 134.09 94.70 81.49
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ITEM 6. SELECTED FINANCIAL DATA.

At or for the Year Ended December 31,
Five-Year Selected Financial Data 2008 2007 2006 2005 2004

(Amounts in thousands, except per share data)

Balance Sheet Summary
(at end of period)
Securities(a) $ 529,393 $ 676,195 $ 528,389 $ 428,554 $ 410,218
Loans held for sale 1,024 811 781 1,274 1,194
Loans, net of unearned income 1,298,159 1,225,502 1,284,863 1,331,039 1,238,756
Allowance for loan losses 15,978 12,833 14,549 14,736 16,339
Total assets 2,133,314 2,149,838 2,033,698 1,952,483 1,830,822
Deposits 1,503,758 1,393,443 1,394,771 1,403,220 1,356,719
Borrowings 381,791 517,843 406,556 335,885 274,212
Total liabilities 1,912,972 1,932,740 1,820,968 1,757,982 1,647,589
Stockholders� equity 220,342 217,098 212,730 194,501 183,233
Summary of Earnings
Total interest income $ 110,765 $ 127,591 $ 120,026 $ 109,508 $ 96,136
Total interest expense 44,930 59,276 48,381 35,880 26,953
Provision for loan losses 7,422 717 2,706 3,706 2,671
Non-interest income 32,297 24,831 21,323 22,305 17,329
Investment securities impairment 29,923 � � � �
Non-interest expense 60,516 50,463 49,837 55,591 48,035
Income from continuing operations
before income taxes 271 17,135 19,102 14,331 18,477
Income tax (benefit) expense (2,810) 12,334 11,477 10,191 9,786
Income from continuing operations 3,081 29,632 28,948 26,445 26,020
Loss from discontinued operations
before income taxes � � � (233) (5,746)
Income tax benefit � � � (91) (2,090)
Loss from discontinued operations � � � (142) (3,656)
Net income 3,081 29,632 28,948 26,303 22,364
Dividends on preferred stock 255 � � � �
Net income available to common
shareholders 2,826 29,632 28,948 26,303 22,364

(a) Reflects the reclassification during 2004 of Federal Reserve Bank and Federal Home Loan Bank stock from
Securities Available for Sale to Other Assets, consistent with the 2005-2008 presentation.
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At or for the Year Ended December 31,
Five-Year Selected Financial Data-continued 2008 2007 2006 2005 2004

Per Share Data
Basic earnings per share $ 0.26 $ 2.64 $ 2.58 $ 2.33 $ 1.99
Basic earnings per common share-continuing
operations 0.26 2.64 2.58 2.35 2.32
Basic loss per common share-discontinued
operations � � � (0.02) (0.33)
Diluted earnings per common share $ 0.25 $ 2.62 $ 2.57 $ 2.32 $ 1.97
Diluted earnings per common share-continuing
operations 0.25 2.62 2.57 2.33 2.29
Diluted loss per common share-discontinued
operations � � � (0.01) (0.32)
Cash dividends $ 1.12 $ 1.08 $ 1.04 $ 1.02 $ 1.00
Book value per common share at year-end $ 15.46 $ 19.61 $ 18.92 $ 17.29 $ 16.29
Selected Ratios
Return on average assets 0.14% 1.39% 1.46% 1.37% 1.24%
Return on average assets-continuing 0.14% 1.39% 1.46% 1.38% 1.45%
Return on average equity 1.40% 13.54% 14.32% 13.79% 12.53%
Return on average equity-continuing 1.40% 13.54% 14.32% 13.87% 14.58%
Average equity to average assets 9.86% 10.30% 10.21% 9.91% 9.88%
Average equity to average assets-continuing 9.86% 10.30% 10.21% 9.91% 9.96%
Dividend payout 430.77% 40.91% 40.31% 43.78% 50.25%
Risk based capital to risk adjusted assets 12.91% 12.34% 12.69% 11.65% 12.09%
Leverage ratio 9.75% 8.09% 8.50% 7.77% 7.62%

ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

Executive Overview

First Community Bancshares, Inc. is a bank holding company that, through its bank subsidiary, provides commercial
banking services and has positioned itself as a regional community bank and a financial services alternative to larger
banks which often provide less emphasis on personal relationships, and smaller community banks which lack the
capital and resources to efficiently serve customer needs. The Company has focused its growth efforts on building
financial partnerships and more enduring and complete relationships with businesses and individuals through a very
personal and local approach to banking and financial services. The Company and its operations are guided by a
strategic plan which includes growth through acquisitions and through office expansion in new market areas including
strategically identified metro markets in Virginia, West Virginia, North Carolina, South Carolina, and Tennessee.
While the Company�s mission remains that of a community bank, management believes that entry into new markets
will accelerate the Company�s growth rate by diversifying the demographics of its customer base and customer
prospects and by generally increasing its sales and service network.

Economy

The local economies in which the Company operates are diverse and span a five-state region. West Virginia and
Southwest Virginia continue to benefit from expanding coal and natural gas operations. These economies have

Edgar Filing: FIRST COMMUNITY BANCSHARES INC /NV/ - Form 10-K

Table of Contents 38



significant exposure to extractive industries, such as coal and natural gas, which become more active and lucrative
when oil prices rise. The local economies in the central portion of North Carolina have suffered in recent years due to
foreign competition in both furniture and textiles, as well as consolidation in the financial services industry. Despite
these detractions, the economies in this region continue to benefit from national companies relocating and expanding
in the Triad and Central Piedmont areas. The Eastern Virginia local economies have, in recent years, benefited from a
wide array of corporate and government activities and relocations.
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The economies in each of the regions within the Company�s markets have experienced significant declines in
residential development and construction, consistent with national trends. These declines have led to contraction in
residential land development and construction, which have historically been important components of the Company�s
lending activities. The economies of our legacy markets have remained relatively stable and unemployment levels are
among the lowest in the nation as of December 31, 2008.

The capital markets have experienced significant illiquidity throughout 2008 and continuing through the date of this
report. This has had an adverse effect on the valuation of debt securities, including portions of the Company�s
investment securities portfolio.

Competitive Focus

As the Company competes for increased market share and growth in both loans and deposits it continues to encounter
strong competition from many sources. Bank expansion through de novo branches and loan production offices has
grown in popularity as a means of reaching out to new markets. Many of the markets targeted by the Company are
also being entered by other banks in nearby markets and, in some cases, from more distant markets. The expansion of
banks and credit unions over recent years, coupled with liquidity pressures brought on in 2008 from the credit market
turmoil and recessionary economy, has intensified competitive pressures on core deposit generation and retention.
These pressures on core deposits have continued to put pressure on net interest margin. Despite strong competition
from other banks, credit unions and mortgage companies, the Company has seen success in newly established offices
in Winston-Salem, North Carolina, as well as other markets in both Virginia and North Carolina. The Company
attributes this measure of success to its recruitment of local, established bankers and loan personnel in those targeted
markets. Competitive forces impact the Company through pressure on interest yields, product fees and loan structure
and terms; however, the Company has countered these pressures with its relationship style of banking, competitive
pricing and a disciplined approach to loan underwriting.

Application of Critical Accounting Policies

The Company�s consolidated financial statements are prepared in accordance with U.S. generally accepted accounting
principles (�GAAP�) and conform to general practices within the banking industry. The Company�s financial position
and results of operations are affected by management�s application of accounting policies, including judgments made
to arrive at the carrying value of assets and liabilities and amounts reported for revenues, expenses and related
disclosures. Different assumptions in the application of these policies could result in material changes in the
Company�s consolidated financial position and consolidated results of operations.

Estimates, assumptions, and judgments are necessary principally when assets and liabilities are required to be
recorded at estimated fair value, when a decline in the value of an asset carried on the financial statements at fair value
warrants an impairment write-down or valuation reserve to be established, or when an asset or liability needs to be
recorded based upon the probability of occurrence of a future event. Carrying assets and liabilities at fair value
inherently results in more financial statement volatility. The fair values and the information used to record valuation
adjustments for certain assets and liabilities are based either on quoted market prices or are provided by third party
sources, when available. When third party information is not available, valuation adjustments are estimated by
management primarily through the use of financial modeling techniques and appraisal estimates.

The Company�s accounting policies are fundamental to understanding Management�s Discussion and Analysis of
Financial Condition and Results of Operation. The following is a summary of the Company�s more subjective and
complex �critical accounting policies.� In addition, the disclosures presented in the Notes to the Consolidated Financial
Statements and in Management�s Discussion and Analysis provide information on how significant assets and liabilities
are valued in the financial statements and how those values are determined. Based on the valuation techniques used
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and the sensitivity of financial statement amounts to the methods, assumptions, and estimates underlying those
amounts, management has identified investment security valuation, determination of the allowance for loan losses,
accounting for acquisitions and intangible assets, and accounting for income taxes as the accounting areas that require
the most subjective or complex judgments.
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Investment securities

Management performs an extensive review of the investment securities portfolio quarterly to determine the cause of
declines in the fair value of each security within each segment of the portfolio. The Company uses inputs provided by
an independent third party to determine the fair values of its investment securities portfolio. Inputs provided by the
third party are reviewed and corroborated by management. Evaluations of the causes of the unrealized losses are
performed to determine whether the impairment is temporary or other-than-temporary in nature. Considerations such
as the Company�s intent and ability to hold the securities, recoverability of the invested amounts over the Company�s
intended holding period, severity in pricing decline and receipt of amounts contractually due, for example, are applied
in determining whether a security is other-than-temporarily impaired. If a decline in value is determined to be
other-than-temporary, the value of the security is reduced and a corresponding charge to earnings is recognized.

The impairment evaluations noted above are consistent with the accounting guidance in EITF 99-20 �Recognition of
Interest Income and Impairment on Purchased Beneficial Interests and Beneficial Interests That Continue to Be Held
by a Transferor in Securitized Financial Assets,� as amended, SFAS 115 �Accounting for Certain Investments in Debt
and Equity Securities,� FASB Staff Position No. 115-1, �The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments,� and SEC Staff Accounting Bulletin No. 59, �Other Than Temporary Impairment of
Certain Investments in Debt and Equity Securities,� to determine if a security is other than temporarily impaired.
Securities deemed to be other than temporarily impaired are written-down to their current fair values with a charge to
earnings. The review process uses a combination of the severity of pricing declines and the present value of the
expected cash flows and compares those results to the current carrying value. Significant inputs provided by the
independent third party such as default and loss severity are reviewed internally for reasonableness.

Allowance for Loan Losses

The allowance for loan losses is maintained at levels management deems adequate to absorb probable losses inherent
in the portfolio, and is based on management�s evaluation of the risks in the loan portfolio and changes in the nature
and volume of loan activity. The Company consistently applies a review process to periodically evaluate loans for
changes in credit risk. This process serves as the primary means by which the Company evaluates the adequacy of the
allowance for loan losses.

The Company determines the allowance for loan losses by making specific allocations to impaired loans that exhibit
inherent weaknesses and various credit risk factors, and general allocations to commercial, residential real estate, and
consumer loans are developed giving weight to risk ratings, historical loss trends and management�s judgment
concerning those trends and other relevant factors. These factors may include, among others, actual versus estimated
losses, regional and national economic conditions, business segment and portfolio concentrations, industry
competition and consolidation, and the impact of government regulations. The foregoing analysis is performed by
management to evaluate the portfolio and calculate an estimated valuation allowance through a quantitative and
qualitative analysis that applies risk factors to those identified risk areas.

This risk management evaluation is applied at both the portfolio level and the individual loan level for commercial
loans and credit relationships while the level of consumer and residential mortgage loan allowance is determined
primarily on a total portfolio level based on a review of historical loss percentages and other qualitative factors
including concentrations, industry specific factors and economic conditions. The commercial portfolio requires more
specific analysis of individually significant loans and the borrower�s underlying cash flow, business conditions,
capacity for debt repayment and the valuation of secondary sources of payment, such as collateral. This analysis may
result in specifically identified weaknesses and corresponding specific impairment allowances. While allocations are
made to specific loans and classifications within the various categories of loans, the allowance for loan losses is
available for all loan losses.
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The use of various estimates and judgments in the Company�s ongoing evaluation of the required level of allowance
can significantly impact the Company�s results of operations and financial condition and may result in either greater
provisions against earnings to increase the allowance or reduced provisions based upon management�s current view of
portfolio and economic conditions and the application of revised estimates and assumptions.
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Differences between actual loan loss experience and estimates are reflected through adjustments either increasing or
decreasing the loan loss provision based upon current measurement criteria.

Acquisitions and Intangible Assets

The Company may, from time to time, engage in business combinations with other companies. The acquisition of a
business is generally accounted for under purchase accounting rules promulgated by the Financial Accounting
Standards Board (�FASB�). Purchase accounting requires the recording of underlying assets and liabilities of the entity
acquired at their fair market value. Any excess of the purchase price of the business over the net assets acquired and
any identified intangibles is recorded as goodwill. Fair values are assigned based on quoted prices for similar assets, if
readily available, or appraisal by qualified independent parties for relevant asset and liability categories. Financial
assets and liabilities are typically valued using discount models which apply current discount rates to streams of cash
flow. All of these valuation methods require the use of assumptions which can result in alternate valuations and
varying levels of goodwill and, in some cases, amortization expense or accretion income.

Management must also make estimates of useful or economic lives of certain acquired assets and liabilities. These
lives are used in establishing amortization and accretion of some intangible assets and liabilities, such as the intangible
associated with core deposits acquired in the acquisition of a commercial bank.

Goodwill is recorded as the excess of the purchase price, if any, over the fair value of the revalued net assets.
Goodwill is tested annually in the month of November for possible impairment by comparing the fair value of the unit
with its book value, including goodwill. If the fair value of the Company is greater than its book value, no goodwill
impairment exists. However, if the book value of the Company is greater than its determined fair value, goodwill
impairment may exist and further testing is required to determine the amount, if any, of the actual impairment loss.
Further testing would use a discounted cash flow model applied to the anticipated stream of cash flows from
operations of the business or segment being tested. Impairment testing necessarily uses estimates in the form of
growth and attrition rates, anticipated rates of return, and discount rates. These estimates have a direct bearing on the
results of the impairment testing and serve as the basis for management�s conclusions as to impairment.

Income Taxes

The establishment of provisions for federal and state income taxes is a complex area of accounting which also
involves the use of judgments and estimates in applying relevant tax statutes. The Company operates in multiple state
tax jurisdictions and this requires the appropriate allocation of income and expense to each state based on a variety of
apportionment or allocation bases. Management strives to keep abreast of changes in tax law and the issuance of
regulations which may impact tax reporting and provisions for income tax expense. The Company is also subject to
audit by federal and state tax authorities. Results of these audits may produce indicated liabilities which differ from
Company estimates and provisions. The Company continually evaluates its exposure to possible tax assessments
arising from audits and records its estimate of possible exposure based on current facts and circumstances.

Recent Acquisitions and Branching Activity

In November 2008, the Company acquired Coddle Creek Financial Corp. (Coddle Creek), headquartered in
Mooresville, North Carolina. Coddle Creek had three full service branch offices located in Mooresville, Cornelius,
and Huntersville, North Carolina. At acquisition, Coddle Creek had total assets of $158.66 million, total loans of
$136.99 million and total deposits of $137.06 million. Under the terms of the merger agreement, shares of Coddle
Creek common stock were exchanged for .9046 shares of the Company�s common stock and $19.60 in cash. The total
deal value, including the cash-out of outstanding stock options, was approximately $32.29 million. Concurrent with
the Coddle Creek acquisition, Mooresville Savings Bank, Inc., SSB, the wholly-owned subsidiary of Coddle Creek,
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$14.41 million in goodwill was recorded which represents the excess of the purchase price over the fair market value
of the net assets acquired and identified intangibles.
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In September 2007, the Company acquired GreenPoint Insurance Group (�GreenPoint�), an insurance agency located in
High Point, North Carolina. As of September 30, 2007, GreenPoint had annualized commission revenues of
approximately $4.60 million. In connection with the initial payment of approximately $1.66 million, the Company
issued 49,088 shares of common stock. Under the terms of the stock purchase agreement, former shareholders of
GreenPoint are entitled to additional consideration aggregating up to $1.45 million in the form of cash or the
Company�s common stock, valued at the time of issuance, if certain future operating performance targets are met. If
those operating targets are met, the value of the consideration ultimately paid will be added to the cost of the
acquisition, which will increase the amount of goodwill related to the acquisition. The acquisition of GreenPoint
added $7.19 million of goodwill and intangibles to the Company�s balance sheet. The Company also assumed
$5.57 million in debt in connection with the acquisition, of which approximately $5.00 million was retired at closing.

Throughout 2008, GreenPoint acquired a total of five insurance agencies. The two largest acquisitions were Carr &
Hyde in Warrenton, Virginia, and REL in Greensboro, North Carolina. GreenPoint issued aggregate cash
consideration of approximately $2.04 million through 2008 in connection with these acquisitions. Acquisition terms in
all instances call for issuing further cash consideration if certain operating performance targets are met. If those targets
are met, the value of the consideration ultimately paid will be added to the cost of the acquisitions. GreenPoint�s 2008
acquisitions added approximately $2.04 million of goodwill and intangibles to the Company�s balance sheet.

In December 2006, the Company completed the sale of its Rowlesburg, West Virginia, branch location. At the time of
the sale, the branch had deposits and repurchase agreements totaling approximately $10.6 million and loans of
approximately $2.2 million. The transaction resulted in a pre-tax gain of approximately $333 thousand.

In November 2006, the Company completed the acquisition of Investment Planning Consultants, Inc. (�IPC�), a
registered investment advisory firm located in Bluefield, West Virginia. In connection with the initial payment of
approximately $1.47 million, the Company issued 39,874 shares of common stock. Under the terms of the stock
purchase agreement, former shareholders of IPC are entitled to additional consideration of $1.43 million in the form of
the Company�s common stock if certain future operating performance targets are met. If those operating targets are
met, portions of the value of the consideration ultimately paid will be added to the cost of the acquisition, which will
increase the amount of goodwill related to the acquisition. In December 2008 and 2007, the Company issued 8,361
and 13,401 shares of its common stock, respectively, in connection with the acquisition of IPC.

In June 2006, the Company completed the sale of its Drakes Branch, Virginia, branch location. At the time of the sale,
the branch had deposits and repurchase agreements totaling approximately $16.4 million and loans of approximately
$1.9 million. The transaction resulted in a pre-tax gain of approximately $702 thousand.

The Company opened seven branches during 2007 and one during 2008. New branches included two offices in
Winston-Salem, North Carolina, two offices in Richmond, Virginia, and new offices in Daniels, Princeton, and
Summersville, West Virginia.

RESULTS OF OPERATIONS

2008 COMPARED TO 2007

Net income for 2008 was $2.83 million, a decrease of $26.81 million from $29.63 million in 2007. Basic and diluted
earnings per share for 2008 were $0.26 and $0.25, respectively, compared with basic and diluted earnings per share of
$2.64 and $2.62, respectively, in 2007. The significant decline in earnings in 2008 reflect a fourth quarter non-cash
pre-tax impairment charge of $29.92 million on certain investment securities. The Company�s key profitability ratios
are return on average assets and return on average equity. Returns on average assets for 2008 and 2007 were 0.14%
and 1.40%, respectively.
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The Company acquired Coddle Creek, a $158.66 million bank holding company, in November 2008. Accordingly, the
operations of Coddle Creek were not significant to the 2008 results of operations.
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Net Interest Income

The primary source of the Company�s earnings is net interest income, the difference between income on earning assets
and the cost of funds supporting those assets. Significant categories of earning assets are loans and securities while
deposits and borrowings represent the major portion of interest-bearing liabilities. For purposes of the following
discussion, comparison of net interest income is performed on a tax equivalent basis, which provides a common basis
for comparing yields on earning assets exempt from federal income taxes to those assets which are fully taxable (see
the table titled Average Balance Sheets and Net Interest Income Analysis).

Net interest income was $65.84 million for 2008, compared with $68.32 million for 2007. Tax-equivalent net interest
income totaled $69.97 million for 2008, a decrease of $2.82 million from the $72.79 million reported for 2007. The
decrease is attributable to a $4.61 million decrease due to volume and a $1.79 million increase due to rate changes on
the underlying assets and liabilities.

During 2008, average earning assets decreased $114.59 million while average interest-bearing liabilities decreased
$45.79 million, in each case over the comparable period. The yield on average earning assets decreased 51 basis
points to 6.38% for 2008 from 6.89% for 2007. Short-term market interest rates decreased precipitously throughout
2008, culminating in a move by the Federal Reserve to create a �range� of zero to 25 basis points as its target for federal
funds. During 2008, the target federal funds rate decreased 400 basis points, and the average bank prime loan rate
decreased in concert. Those decreases were the largest driver in the overall decrease in the Company�s yield on average
earning assets.

Total cost of average interest-bearing liabilities decreased 78 basis points to 2.79% during 2008. The Company�s time
deposit portfolio experienced significant downward repricing during 2008, as many of the higher-rate certificates were
not renewed. The net result was an increase of 27 basis points to net interest rate spread, or the difference between
interest income on earning assets and expense on interest-bearing liabilities. Spread for 2008 was 3.59% compared
with 3.32% for 2007. The Company�s tax-equivalent net interest margin of 3.88% for 2008 represents an increase of
eight basis points from 3.80% in 2007.

Loan interest income decreased $13.26 million during 2008 as compared with 2007 as volume declined, while the
yield on loans decreased 78 basis points. During 2008, the tax-equivalent yield on available-for-sale securities
increased three basis points to 5.80% while the average balance decreased by $48.55 million as compared with 2007.

Average interest-bearing balances with banks declined $9.17 million during 2008 to $15.49 million, while the yield
decreased 278 basis points to 1.98%. These balances consist primarily of overnight liquidity, and the yield on these
balances is largely affected by changes in the target federal funds rate.

The average total cost of interest-bearing deposits decreased 72 basis points in 2008 compared with 2007. The average
rate paid on interest-bearing demand deposits decreased 14 basis points, while the average rate paid on savings, which
includes money market and savings accounts, decreased 71 basis points. The Company was successful in keeping
rates paid on interest-bearing checking accounts relatively stable and increased money market account rates to remain
competitive and retain deposit funding. In 2008, average time deposits decreased $26.27 million while the average
rate paid decreased 75 basis points to 3.69% as compared with 2007. The level of average non interest-bearing
demand deposits decreased $16.79 million to $211.79 million in 2008 compared with the prior year.

Average federal funds purchased increased $10.17 million in 2008, while the average rate paid on those funds also
decreased, as they are closely tied to the target federal funds rate. Average retail repurchase agreements decreased
$24.20 million in 2008, while the average rate paid on those funds decreased, as they are closely tied to the target
federal funds rate and 3-month LIBOR. Average Federal Home Loan Bank (�FHLB�) advances and other borrowings
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decreased $13.84 million while the rate paid on those borrowings decreased 59 basis points in 2008. The Company
reduced end-of-period FHLB advances by $75.00 million during 2008. Other borrowings include the Company�s trust
preferred issuance of $15.46 million, which is indexed to 3-month LIBOR.
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Average Balance Sheets and Net Interest Income Analysis

2008 2007 2006
Average Yield/ Average Yield/ Average Yield/
Balance Interest(1) Rate(1) Balance Interest(1) Rate(1) Balance Interest(1) Rate(1)

(Dollars in thousands)

Earning Assets:
Loans held for
Investment:(2) 1,199,076 80,305 6.70% 1,251,028 93,561 7.48% 1,316,475 97,500 7.41%
Available-for-sale securities 576,864 33,438 5.80% 625,413 36,113 5.77% 428,579 23,584 5.50%
Held-to-maturity securities 10,302 849 8.24% 15,220 1,212 7.96% 21,298 1,708 8.02%
Interest-bearing deposits
with banks 15,489 306 1.98% 24,662 1,175 4.76% 27,289 1,244 4.56%

Total earning assets 1,801,731 114,898 6.38% 1,916,323 132,061 6.89% 1,793,641 124,036 6.92%
Other assets 244,455 208,916 186,639

Total $ 2,046,186 $ 2,125,239 $ 1,980,280

Interest-bearing liabilities:
Demand deposits $ 174,809 $ 292 0.17% $ 147,856 $ 456 0.31% $ 146,248 $ 462 0.32%
Savings deposits 312,363 4,693 1.50% 330,969 7,327 2.21% 343,854 6,857 1.99%
Time deposits 671,729 24,807 3.69% 697,996 30,974 4.44% 680,380 26,549 3.90%

Total interest-bearing
deposits 1,158,901 29,792 2.57% 1,176,821 38,757 3.29% 1,170,482 33,868 2.89%
Borrowings:
Federal funds purchased 15,942 362 2.27% 5,773 312 5.40% 3,367 198 5.88%
Retail repurchase
agreements 143,159 3,029 2.12% 167,359 5,809 3.47% 140,623 4,578 3.26%
Wholesale repurchase
agreements 50,000 1,630 3.26% 50,000 2,181 4.36% 6,849 303 4.42%
FHLB borrowings and other
debt 244,801 10,117 4.13% 258,644 12,217 4.72% 200,570 9,434 4.70%

Tota borrowings 453,902 15,138 3.34% 481,776 20,519 4.26% 351,409 14,513 4.13%

Total interest-bearing
liabilities 1,612,803 44,930 2.79% 1,658,597 59,276 3.57% 1,521,891 48,381 3.18%
Demand deposits 211,791 228,583 237,714
Other liabilities 19,850 19,210 18,551
Stockholders� equity 201,742 218,849 202,124

Total $ 2,046,186 $ 2,125,239 $ 1,980,280

Net interest income $ 69,968 $ 72,785 $ 75,655
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Net interest rate spread(3) 3.59% 3.32% 3.74%

Net interest margin(4) 3.88% 3.80% 4.22%

(1) Fully taxable equivalent at the rate of 35%.

(2) Non-accrual loans are included in average balances outstanding but with no related interest income during the
period of non-accrual.

(3) Represents the difference between the tax equivalent yield on earning assets and cost of funds.

(4) Represents tax equivalent net interest income divided by average interest-earning assets.
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Rate and Volume Analysis of Interest

The following table summarizes the changes in interest earned and paid resulting from changes in volume of earning
assets and paying liabilities and changes in their interest rates. In this analysis, the changes in interest due to both rate
and volume have been allocated to the volume and rate columns in proportion to dollar amounts.

2008 Compared to 2007 2007 Compared to 2006
$ Increase/(Decrease) due to $ Increase/(Decrease) due to

Volume Rate Total Volume Rate Total
(Amounts in thousands)

Interest Earned On(1):
Loans $ (3,770) $ (9,486) $ (13,256) $ (4,906) $ 967 $ (3,939)
Securities available for sale (2,815) 140 (2,675) 11,314 1,215 12,529
Securities held to maturity (407) 44 (363) (484) (12) (496)
Interest-bearing deposits with
other banks (338) (531) (869) (130) 61 (69)

Total interest-earning assets (7,330) (9,833) (17,163) 5,794 2,231 8,025

Interest Paid On:
Demand deposits 108 (272) (164) 5 (11) (6)
Savings deposits (392) (2,242) (2,634) (242) 712 470
Time deposits (1,130) (5,037) (6,167) 702 3,723 4,425
Federal funds purchased 75 (25) 50 129 (15) 114
Retail repurchase agreements (751) (2,029) (2,780) 913 318 1,231
Wholesale repurchase agreements � (551) (551) 1,882 (4) 1,878
FHLB borrowings and other
long-term debt (629) (1,471) (2,100) 2,743 40 2,783

Total interest-bearing liabilities (2,719) (11,627) (14,346) 6,132 4,763 10,895
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