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PART |

ITEM 1. Business
Corporate Overview

First Community Bancshares, Inc. (the “Company’a financial holding company incorporated in 19@der the laws of the State of Nevada
and founded in 1989. The Company serves as thénigoaddmpany for First Community Bank (the “Bankihich is a Virginia-chartered
banking institution founded in 1874. The Comparspalwns Greenpoint Insurance Group, Inc. (“Greentp)gia full-service insurance
agency. The Bank is the parent of First Communigelth Management, a registered investment advigonythat offers wealth management
and investment advice. The Company is the Commock8blder of FCBI Capital Trust, which was create@®ctober 2003 to issue trust
preferred securities to raise capital for the Comypa

The Companys banking operations are expected to remain timeipal business and major source of revenue foCtirapany. The Compat
also considers and evaluates options for growtheapdnsion of the existing subsidiary banking ofi@na. During 2012, the Company
completed the acquisitions of Peoples Bank of Viim{(“Peoples”) and Waccamaw Bank (“Waccamaw”). #iddal information regarding
recent acquisitions can be found in “Note 2 — BassnCombinations and Branching Activity” of the &®to Consolidated Financial
Statements in Item 8 herein. Although the Compargy ¢orporate entity, legally separate and disfioct its affiliates, bank holding
companies, such as the Company, are required sacsource of financial strength for their sulasydbanks. The principal source of the
Company’s income is dividends from the Bank. Dividgpayments by the Bank are determined in relabaarnings, asset growth, and
capital position and are subject to certain retsbmns by regulatory agencies as described morg fuitler “Regulation and Supervision — The
Bank” of this item.

The Company’s principal executive offices are ledaat One Community Place, Bluefield, Virginia 28@&0hd its telephone number is
(276) 326-9000.

Business Overview

Through its subsidiaries, the Company offers concrakand consumer banking services and productselisas wealth management and
insurance services. Those products and servickglmthe following:

« demand deposit accounts, savings and money margetats, certificates of deposit, and individudireenent arrangement

e commercial, consumer, real estate mortgage loawklirzes of credit

» various debit card and automated teller machineé sarvices

e corporate and personal trust servic

* investment management services,

» life, health, and property and casualty insurarrcelycts.
The Company provides financial services and corsdbanking operations within the states of VirgiMéest Virginia, North Carolina, South
Carolina, and Tennessee. The Company serves adigastomer base consisting of individual consuraedsa wide variety of industries,
including, among others, manufacturing, miningyess, construction, retail, healthcare, militanddransportation. The Company is not

dependent upon any single industry or customer.Qdrapany had total consolidated assets of $2.Ti8rbit December 31, 2012, and
conducts its banking operations through 72 location

Operating Segment

The Company operates in one business segment, CoityrBanking. The Community Banking segment cossigtall operations, including
commercial and consumer banking, lending activitiesalth management,
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and insurance services. Prior to March 31, 201srance services were reported as a separateiogesagment. During the first quarter of
2012, management determined, in accordance witinEial Accounting Standards Board (“FASB”) AccougtiStandards Codification
(“ASC") 280-10-50, that the Insurance Services seginmo longer met the quantitative requirementslfeclosure due to the sale of certain
agencies during the third quarter of 2011. The atens of the Insurance Services segment were mahgosimilar to the Community
Banking segment; therefore, the two segments haga hggregated for disclosure purposes in the tdate financial statements. Prior
periods have been restated to reflect the Compamgsoperating segment, Community Banking. The Gomis consolidated operating
revenues, consolidated income or loss from operatiand total assets are hereby incorporated byerate from Item 6 of this Annual Report
on Form 10-K.

Competition

There is significant competition among banks in@mmpany’s market areas. The Company also compatie®ther providers of financial
services, such as thrifts, savings and loan agsmtsa credit unions, consumer finance companesyrities firms, insurance companies,
insurance agencies, commercial finance and leasimgpanies, full service brokerage firms, and distduokerage firms. The Company fa
substantial competition for deposits and loansubhout its market areas. The primary factors inpeting for deposits are interest rates,
personalized services, the quality and range afiitial services, convenience of office locationgpmated services and office hours.
Competition for deposits comes primarily from otbemmercial banks, savings institutions, credibasi mutual funds and other investment
alternatives. The primary factors in competingdommercial and business loans are interest rai@s,drigination fees, the quality and range
of lending services and personalized service. Caitigrefor origination of mortgage loans comes patity from savings institutions,
mortgage banking firms, mortgage brokers, otherroensial banks and insurance companies. Factordwalifect competition include the
general and local economic conditions, currentr@sterate levels and volatility in the mortgage kets. Some of the Company’s competitors
have greater resources and, as such, may have tegliéng limits and may offer other services tha not provided by the Company.
Competition could intensify in the future as a tesfiindustry consolidation, the increasing avhilidy of products and services from non-
banks, greater technological developments in testry, and banking regulatory reform. See “Managygs Discussion and Analysis of
Financial Condition and Results of Operations —dtxige Overview — Competition” in Item 7 herein.

Employees

The Company and its subsidiaries employed 76Qtifuk- equivalent employees at December 31, 2012 alglament considers employee
relations to be excellent.

Regulation and Supervision
General

The supervision and regulation of the Company &dubsidiaries by applicable federal and staté&ihgragencies is intended primarily for
the protection of depositors, the Deposit Insurdaed (“DIF") of the Federal Deposit Insurance Gogtion (“FDIC”), and the banking
system as a whole, and not for the protectionaifldtolders or creditors. The banking agencies bavad enforcement power over bank
holding companies and banks, including the powémpmose substantial fines and other penaltiesifdations of laws and regulations.

The following description summarizes some of thveslao which the Company and the Bank are subjegferf@nces in the following
description to applicable statutes and regulataasrief summaries of these statutes and regofgtao not purport to be complete, and are
qualified in their entirety by reference to suchtstes and regulations. A change in statutes, atigak or regulatory policies applicable to the
Company and its subsidiaries could have a mateffiatt on the business of the Company.
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Dodd-Frank Wall Street Reform and Consumer ProtectiorciA

On July 21, 2010, sweeping financial regulatorpref legislation entitled the Dodd-Frank Act wasn&d into law. The Dodd-Frank Act
implements far-reaching changes across the finhregalatory landscape, including provisions tlamong other things:

» Centralizes responsibility for consumer financiadtpction by creating a new agency, the Consummarigiial Protection Bureau (the
“CFPFE"), responsible for implementing, examining and enfayaiompliance with federal consumer financial la

* Requires financial holding companies, such as mmgany, to be well capitalized and well managedfaly 21, 2011. Bank holding
companies and banks must also be well capitalinddreell managed to engage in interstate bank aitignis.

* Imposes comprehensive regulation of the over-theyay derivatives market, which would include certarovisions that would
effectively prohibit insured depository institut®from conducting certain derivatives businessekarinstitutions themselve

* Implements corporate governance revisions, incyeith regard to executive compensation and pr@cgss by shareholde
* Makes permanent the $250 thousand limit for fedéealbsit insuranct

* Repeals the federal prohibitions on the paymeiritefest on demand deposits, thereby permittingsigqry institutions to pay interest
on business transaction and other accol

* Amends the Electronic Fund Transfer Act to, amotingiothings, give the Board of Governors of thedfralReserve System (the
“Federal Reserve Board”) the authority to estahlidbs regarding interchange fees charged forreleict debit transactions by payment
card issuers having assets over $10 billion andree$ a new statutory requirement that such feesdsonable and proportional to the
actual cost of a transaction to the iss|

* Increases the authority of the Federal Reservedtmeexamine bank holding companies, such as oopgaay, and their nonbank
subsidiaries

Another section of the Dodd-Frank Act, the Mortg&gform and Anti-Predatory Lending Act (the “MortgaReform Act”), contains new
underwriting and servicing standards for the may&gimdustry, as well as restrictions on compensdtio mortgage originators. In addition,
the Mortgage Reform Act grants broad discretiomagulatory authority to the CFPB to prohibit or ddion terms, acts, or practices relating
to residential mortgage loans that the CFPB firlmssave, unfair, deceptive, or predatory, as wetbatake other actions that the CFPB finds
are necessary or proper to ensure that resporadfolelable mortgage credit remains available toscomers. The Dodd-Frank Act also
contains laws affecting the securitization of mages, and other assets, with requirements foreisktion by securitizers and requirements
for regulating credit rating agencies. Many aspetthe DoddFrank Act continue to be subject to rulemaking asltitake effect over sever
years, making it difficult to anticipate the ovéfaancial impact on our Company, our customerghe general financial industry. Provisic

in the legislation that affect deposit insurancgeasments, payment of interest on demand depas@tsnterchange fees could increase costs
associated with deposits, as well as place lingitation certain revenues those deposits may generate

The Company

The Company is a financial holding company purstatiie Gramm-Leach-Bliley Act (the “GLB Act”) aradbank holding company
registered under the Bank Holding Company Act d&i6l%s amended (the “BHCA”). Accordingly, the Comypés subject to supervision,
regulation and examination by the Federal Resepard® The BHCA, the GLB Act, and other federal laubject financial and bank holding
companies to particular restrictions on the tydeactivities in which they may engage and to a eaofysupervisory requirements and
activities, including regulatory enforcement actidar violations of laws and regulations. The BH@&nerally
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provides for “umbrella” regulation of financial ltdhg companies, such as the Company, by the FeRessrve Board, and for functional
regulation of banking activities by bank regulaj@ecurities activities by securities regulators] msurance activities by insurance regula

Regulatory Restrictions on Dividends; Source oéi&jth. It is the policy of the Federal Reserve Board b@nk holding companies should
pay cash dividends on common stock only from incaneglable over the past year and only if prospeatiarnings retention is consistent
with the organization’s expected future needs amahtial condition. The policy provides that bardtding companies should not maintain a
level of cash dividends that undermines the bandtihg company’s ability to serve as a source adrggth to its banking subsidiaries.

Under Federal Reserve Board policy, a bank holdomgpany is expected to act as a source of finastriahgth to each of its banking
subsidiaries and commit resources to their suppbe. DoddFrank Act codified this policy as a statutory requient. Under this requireme
the Company is expected to commit resources tostifpe Bank, including at times when the Compamy mot be in a financial position to
provide such resources. As discussed below, a Ihalding company in certain circumstances coulddagiired to guarantee the capital plan
of an undercapitalized banking subsidiary.

Scope of Permissible Activitie®)nder the BHCA, bank holding companies genenaly not acquire a direct or indirect interest ircontrol

of more than 5% of the voting shares of any compghayis not a bank or bank holding company or geda activities other than those of
banking, managing or controlling banks or furnighéervices to or performing services for its sulasids, except that it may engage in,
directly or indirectly, certain activities that tkederal Reserve Board determined to be closayaelto banking or managing and controlling
banks as to be a proper incident thereto.

Notwithstanding the foregoing, the GLB Act elimiadithe barriers to affiliations among banks, séiesrfirms, insurance companies ¢
other financial service providers and permits baokling companies to become financial holding conig@and thereby affiliate with
securities firms and insurance companies and ernigagtder activities that are financial in natufée GLB Act defines “financial in nature”
to include securities underwriting, dealing and keaémaking; sponsoring mutual funds and investraentpanies; insurance underwriting .
agency; merchant banking activities and activities the Federal Reserve Board has determined ¢tobely related to banking. No
regulatory approval is generally required for afinial holding company to acquire a company, dtfe@n a bank or savings association,
engaged in activities that are financial in natréncidental to activities that are financial iatare, as determined by the Federal Reserve
Board.

Under the GLB Act, a bank holding company may beeeniinancial holding company by filing a declapativith the Federal Reserve Board
if each of its subsidiary banks is well capitalizedier the Federal Deposit Insurance Corporatiggréorrement Act of 1991 prompt corrective
action provisions, is well managed and has at easttisfactory rating under the Community Reinwestt Act of 1977. The Company elec
financial holding company status in December 2@¥gjinning in July 2011, the Company'’s financialdioy company status also depends
upon it maintaining its status as “well capitalizedd “well managed” under applicable Federal Res@&oard regulations. If a financial
holding company ceases to meet these requirenteatBederal Reserve Board may impose correctiviiat@md/or managerial requirements
on the financial holding company and place limdas on its ability to conduct the broader finaneietivities permissible for financial holdil
companies. In addition, the Federal Reserve Boay nequire divestiture of the holding company’safory institutions if the deficiencies
persist.

Anti-Tying RestrictionsBank holding companies and their affiliates arengited from tying the provision of certain seng¢csuch as
extensions of credit, to other services offeredlhlding company or its affiliates.

Stock RepurchaseA.bank holding company is required to give the FablReserve Board prior notice of any redemptiorepurchase of its
own equity securities, if the consideration to bélptogether with the consideration paid for aggurchases or redemptions in the preceding
year, is equal to 10% or more of 1
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companys consolidated net worth. The Federal Reserve Boasdoppose the transaction if it believes thatithesaction would constitute
unsafe or unsound practice or would violate anydawegulation.

Capital Adequacy Requirementshe Federal Reserve Board has promulgated capitajuacy guidelines for use in its examination and
supervision of bank holding companies. If a bankling company’s capital falls below minimum requirdevels, then the bank holding
company must implement a plan to increase its aljind its ability to pay dividends, make acqiosis of new bank subsidiaries, or engage
in certain other activities may be restricted arhbited.

The Federal Reserve Board currently uses two tgpeapital adequacy guidelines for holding compsnéetwo-tiered risk-based capital
guideline and a leverage capital ratio guidelinige Two-tiered risk-based capital guideline assrigisweightings to all assets and certain off-
balance sheet items of the holding company’s ojmrgitand then establishes a minimum ratio of tildihg company’s Tier 1 capital to the
aggregate dollar amount of risk-weighted assetscfwamount is usually less than the aggregate datteount of such assets without risk
weighting) and a minimum ratio of the holding comypa total capital (Tier 1 capital plus Tier 2 ctghi as adjusted) to the aggregate dollar
amount of such risk-weighted assets. The leveraiie guideline establishes a minimum ratio of tbéding company’s Tier 1 capital to its
total tangible assets (total assets less goodndlicertain identifiable intangibles), without risleighting. As discussed below, the Bank is
subject to similar capital requirements.

Under both guidelines, Tier 1 capital is definedntdude: common shareholders’ equity (includintairged earnings), qualifying
noncumulative perpetual preferred stock and relatedlus, qualifying cumulative perpetual preferstack and related surplus, minority
interests in the equity accounts of consolidatdibsliaries (limited to a maximum of 25% of Tierdpdtal), and certain trust preferred
securities. The Dodd-Frank Act excludes trust prefesecurities issued after May 19, 2010, fronmgpéncluded in Tier 1 capital, unless the
issuing company is a bank holding company with thas $500 million in total assets. Trust prefersedurities issued prior to that date will
continue to count as Tier 1 capital for bank hajdbompanies with less than $15 billion in totalesssuch as the Company. Goodwill and
most intangible assets are deducted from Tier ftatapor purposes of the total risk-based cagjtatielines, Tier 2 capital (sometimes
referred to as “supplementary capital”) is defib@ihclude, subject to limitations: perpetual preéd stock not included in Tier 1 capital,
intermediate-term preferred stock and any relateglss, certain hybrid capital instruments, perpetlebt and mandatory convertible debt
securities, allowances for loan and lease lossebirdermediate-term subordinated debt instrumdrits.maximum amount of qualifying Tier
2 capital is 100% of qualifying Tier 1 capital. Fmrposes of the total capital guideline, totali@gquals Tier 1 capital, plus qualifying Tier
2 capital, minus investments in unconsolidated islidoses, reciprocal holdings of bank holding compa&apital securities, and deferred tax
assets and other deductions. The Federal Researé’Baurrent capital adequacy guidelines requia¢ & bank holding company maintain a
Tier 1 risk-based capital ratio of at least 4.0% ariotal risk-based capital ratio of at least 8.8%dDecember 31, 2012, the Company’s ratio
of Tier 1 capital to total risk-weighted assets W844% and its ratio of total capital to risk-witigd assets was 16.70%.

In addition to the risk-based capital guidelinég, Federal Reserve Board uses a leverage ratio additional tool to evaluate the capital
adequacy of bank holding companies. The leveraigisaa company’s Tier 1 capital divided by itseaage total consolidated assets. Certain
highly rated bank holding companies may maintamigimum leverage ratio of 3.0%, but other bank hmaiccompanies are required to
maintain a leverage ratio of 4.0% or more, depandimtheir overall condition. At December 31, 20thz Company'’s leverage ratio was
9.96%.

The federal banking agencies’ ribksed and leverage ratios are minimum supervistigsrgenerally applicable to banking organizatitbrad
meet certain specified criteria, assuming that theeye the highest regulatory rating. Banking orgatidns not meeting these criteria are
expected to operate with capital positions welhabthe minimum ratios. The federal bank regulatmgncies may set capital requirements
for a particular banking organization that are kigthan the minimum ratios when circumstances warfederal
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Reserve Board guidelines also provide that bankiggnizations experiencing internal growth or mglaequisitions will be expected to
maintain strong capital positions substantially\abthe minimum supervisory levels, without sigrafit reliance on intangible assets.

The current risk-based capital guidelines thatyappthe Company and the Bank are based on the &8l accord of the International
Basel Committee on Banking Supervision, a commitfementral banks and bank supervisors, as implésddoy the Federal Reserve Board.
On June 7, 2012, the federal bank regulatory agsrnissued a series of proposed rules that wouigadveir risk-based and leverage capital
requirements and their method for calculating riskghted assets to make them consistent with theeagents that were reached by the B
Committee on Banking Supervision in “Basel IlI: AoBal Regulatory Framework for More Resilient Baiaksl Banking Systems” (“Basel
[1I") and certain provisions of the Dodd-Frank Ahe proposed rules would apply to all depositastitutions, top-tier bank holding
companies with total consolidated assets of $50@mior more, and top-tier savings and loan hajdimmpanies (“banking organizations”).
Among other things, the proposed rules establisbvacommon equity Tier 1 minimum capital requiretna&m.5% and a higher minimum
Tier 1 capital requirement of 6.0% and assign higis& weightings (150%) to exposures that are ntioa@ 90 days past due or are on
nonaccrual status and certain commercial realeefdatlities that finance the acquisition, devel@minor construction of real property.
Additionally, the U.S. implementation of Basel ¢bntemplates that, for banking organizations weslthan $15 billion in assets, the ability
to treat trust preferred securities as Tier 1 ehpibuld be phased out over a tgar period. The proposed rules also required linegbgains
and losses on certain securities holdings to Hediec for purposes of calculating regulatory cdp#guirements. The proposed rules limit a
banking organization’s capital distributions andt@ie discretionary bonus payments if the bankirgaaization does not hold a “capital
conservation buffertonsisting of a specified amount of common equigr T capital in addition to the amount necessaméet its minimut
risk-based capital requirements. The proposed inthsated that the final rule would become effeetbon January 1, 2013, and the changes
set forth in the final rules will be phased in frdanuary 1, 2013 through January 1, 2019. Howdlveragencies have recently indicated that,
due to the volume of public comments receivedfitied rule would not be in effect on January 1, 201

When fully phased in on January 1, 2019, Basekljuires banks to maintain the following new staddand introduces a new capital
measure “Common Equity Tier 1,” or “CET1". Basdliicreases the CET1 to risk-weighted assets t#4dnd introduces a capital
conservation buffer of an additional 2.5% of comneguity to risk-weighted assets, raising the ta@feT1 to risk-weighted assets ratio to
7%. It requires banks to maintain a minimum rafi@ier 1 capital to risk weighted assets of at 1&a8%, plus the capital conservation buffer
effectively resulting in a Tier 1 capital ratio ®5%. Basel 1l increases the minimum total capitdio to 8.0% plus the capital conservation
buffer, increasing the minimum total capital ra&tic10.5%. Basel 1l also introduces a nisk adjusted Tier 1 leverage ratio of 3%, basea
measure of total exposure rather than total assetsnew liquidity standards.

Failure to meet statutorily mandated capital guieks or more restrictive ratios separately esthbtifor a financial institution could subject
the Bank or the Company to a variety of enforcememtedies, including issuance of a capital diregtitae termination of deposit insurance
by the FDIC, a prohibition on accepting or renewiimgkered deposits, limitations on the rates adriest that the institution may pay on its
deposits and other restrictions on its businessiessribed above, significant additional restricti@an be imposed on the Bank if it would
to meet applicable capital requirements.

Acquisitions by Bank Holding Compan. The BHCA requires every bank holding companyltam the prior approval of the Federal
Reserve Board before it may acquire all or subistiyall of the assets of any bank, or ownershigantrol of any voting shares of any bank,
if after such acquisition it would own or contrdlrectly or indirectly, more than 5% of the votislgares of such bank. In approving bank
acquisitions by bank holding companies, the Fedeeakrve Board is required to consider the findmacid managerial resources and future
prospects of the bank holding company and the bemkserned, the convenience and needs of the coitiesuo be served, and various
competitive factors.
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Incentive Compensatic. In June 2010, the Federal Reserve Board, the &@QCGhe FDIC issued their final guidance on incenti
compensation policies intended to ensure thatrtbentive compensation policies of banking orgainatdo not undermine the safety and
soundness of such organizations by encouragingssixeerisk taking. The final guidance, which covalismployees that have the ability to
materially affect the risk profile of an organizatj is based upon the key principles that a baniiggnization’s incentive compensation
arrangements should (i) provide incentives thabhakoencourage risk taking beyond the organizatiabisity to effectively identify and
manage risks, (ii) be compatible with effectiveeimtal controls and risk management, and (iii) h@psuted by strong corporate governance,
including active and effective oversight by theamigation’s board of directors. The Federal Res8oa&rd indicated that all banking
organizations are to evaluate their incentive camp#on arrangements and related risk managenwnttots, and corporate governance
processes and immediately address deficiencidsesetarrangements or processes that are inconsistieisafety and soundness.

The Federal Reserve Board will review, as parhefregular, risk-focused examination process,nberitive compensation arrangements of
banking organizations, such as the Company, tleatair“large, complex banking organizations.” Thesgews will be tailored to each
organization based on the scope and complexitiieobtganization’s activities and the prevalencmodéntive compensation arrangements.
The findings of the supervisory initiatives will becluded in reports of examination. Deficienciafl tae incorporated into the organization’s
supervisory ratings, which can affect the orgamires ability to make acquisitions and take othetians. Enforcement actions may be taken
against a banking organization if its incentive pemsation arrangements, or related risk managetonetrol or governance processes, pose a
risk to the organization’s safety and soundnesslamdrganization is not taking prompt and effextiveasures to correct the deficiencies.

In February 2011, the Federal Reserve Board, th€ @i the FDIC approved a joint proposed rulematangiplement Section 956 of the
Dodd-Frank Act, which prohibits incentive-based pemsation arrangements that encourage inappropisitiaking by covered financial
institutions and are deemed to be excessive, bnihy lead to material losses.

The scope and content of the U.S. banking regdapmlicies on executive compensation are contipaandevelop and are likely to continue
evolving in the near future. It cannot be deterrdiagthis time whether compliance with such po$iciéll adversely affect the Company’s
ability to hire, retain and motivate its key emdes.

The Bank

The Bank is a Virginia state-chartered bank sugen/and regulated by the Virginia Bureau of Finalncistitutions (the “Virginia Bureau”)
and as a member of the Federal Reserve, the Barikiary federal regulator is the Federal ReservekBd Richmond (“FRB"), both of
which are based in the Company’s home state ofiMagThe regulations of these agencies govern eEstcts of the Bank’s business,
including required reserves against deposits, laamestments, mergers and acquisitions, borrowdiggdends and location and number of
branch offices.

Restrictions on Transactions with Affiliates anditters. Transactions between the Bank and its non-barddaibgidiaries and/or affiliates,
including the Company, are subject to Section 28the Federal Reserve Act. In general, Section @3poses limits on the amount of such
transactions, and also requires certain levelsldteral for loans to affiliated parties. It alldmits the amount of advances to third parties
which are collateralized by the securities or ddigns of the Company or its subsidiaries.

Affiliate transactions are also subject to Seci8B of the Federal Reserve Act which generally meguthat certain transactions between the
Bank and its affiliates be on terms substantidlly $ame, or at least as favorable to the Bankas® tprevailing at the time for comparable
transactions with or involving other non-affiliatpdrsons. The Federal Reserve Board has issuedafegwV which codifies prior
regulations under Sections 23A and 23B of the Fdd®eserve Act and interpretive guidance with respeaffiliate transactions.
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The DoddFrank Act generally enhances the restrictions ansiactions with affiliates under Sections 23A aBB 2f the Federal Reserve A
including an expansion of the definition of “covéteansactions” and an increase in the amount@ for which collateral requirements
regarding covered credit transactions must befigatidnsider transaction limitations are expantt@dugh the strengthening of loan
restrictions to insiders and the expansion of yipes of transactions subject to the various linmitsluding derivatives transactions, repurct
agreements, reverse repurchase agreements anidissdemding or borrowing transactions. Restrigi@re also placed on certain asset sales
to and from an insider to an institution, includimgjuirements that such sales be on market terthsranertain circumstances, approved by
the institution’s board of directors.

The restrictions on loans to directors, executiffieers, principal shareholders and their relat@eriests contained in the Federal Reserve Act
and Regulation O apply to all insured institutiams their subsidiaries and holding companies. Thesteictions include limits on loans to

one borrower and conditions that must be met befoch a loan can be made. There is also an aggriégétation on all loans to such
persons. These loans cannot exceed the institattotel unimpaired capital and surplus, and thed~-hy determine that a lesser amount is
appropriate.

Restrictions on Distribution of Subsidiary Bank idends and Asse. Dividends paid by the Bank have provided the Canyfs operating
funds and for the foreseeable future it is anti@gahat dividends paid by the Bank to the Compaitlycontinue to be the Company’s
primary source of operating funds.

Capital adequacy requirements applicable to insdegubsitory institutions serve to limit the amoahtlividends that may be paid by the
Bank. Under federal law, the Bank cannot pay adéind if, after paying the dividend, it will be csified as “undercapitalized.” Further, prior
approval of the Federal Reserve Board is requfredsh dividends declared in any given year exteedotal of the Bank’s net profits for
such year, plus its retained profits for the préaugdwo years. Virginia law also imposes restrinf@n the ability of Virginia-chartered banks
to pay dividends if such dividends would impairamk’'s paid-in capital. The payment of dividendstisy Bank may also be limited by other
factors, such as requirements to maintain capitave regulatory guidelines. The Virginia Bureau #mel Federal Reserve Board have the
general authority to limit dividends paid by thenRaf such payments are deemed to constitute aafer@sd unsound practice.

Because the Company is a legal entity separateliatidct from its subsidiaries, its right to paipiate in the distribution of assets of any
subsidiary upon the subsidiary’s liquidation orrgamization will be subject to the prior claimstioé subsidiary’s creditors. In the event of
liquidation or other resolution of an insured defmy institution, such as the Bank, the claimglepositors and other general or subordinated
creditors are entitled to a priority of payment iotres claims of holders of any obligation of thetitution to its shareholders, including any
depository institution holding company or any skhatder or creditor thereof.

Examinations. Under the Federal Deposit Insurance Corporatigorévement Act, all insured institutions must urgeregular on-site
examination by their appropriate banking agencysah agency may assess the institution for itssafisconducting the examination. As a
stateehartered, Federal Reserve member bank, the Bamlbjsect to examination by the Virginia Bureau &RB. These examinations revi
areas such as capital adequacy, reserves, lodoljpoguality and management, consumer and othemptiance issues, investments,
information systems, disaster recovery, and cortigy planning and management practices.

Capital Adequacy Requirement$he various federal bank regulatory agenciesudicg the Federal Reserve Board, have adopteebaskd
capital requirements for assessing the capital@sgof banks and bank holding companies. The &dapital standards define capital and
establish minimum capital requirements in relatmassets and off-balance sheet exposure, as edljiostcredit risk. The risk-based capital
standards currently in effect are designed to nnegelatory capital requirements more sensitiveifferences in risk profile among bank
holding companies and banks, to account for offihed sheet exposure and to minimize disincentweldiding liquid assets. Assets and off-
balance sheet items are assigned to broad risgaréds, each with appropriate risk weights. Thelltesy capital ratios represent capital as a
percentage of total risk-weighted assets and déruz sheet items.
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Pursuant to the Federal Reserve Board’s risk-beapital requirements, state member banks are etjtormeet a minimum ratio of Tier 1
capital to total risk-weighted assets of 4.0% amdti@ of total capital to total risk-weighted atssef 8.0%. The capital categories have the
same definitions for the Bank as for the Compame ‘Regulation and Supervision — The Company —t@bfadequacy Requirements” for
additional information on the capital requiremesgpplicable to the Bank.

In addition to the risk-based capital requiremetiits,Federal Reserve Board has adopted reguldtiahsupplement the risk-based guidelines
to include a minimum leverage ratio of Tier 1 cabpib quarterly average assets of 3.0%. The Fe&=sérve Board has emphasized that the
foregoing standards are supervisory minimums aatatbanking organization will be permitted to ntaiim such minimum levels of capital
only if it receives the highest rating under thgulatory rating system and the banking organizagarot experiencing or anticipating
significant growth. All other banking organizatioaie required to maintain a leverage ratio of astié.0% to 5.0% of Tier 1 capital. These
rules further provide that banking organizationpexiencing internal growth or making acquisitionfl the expected to maintain capital
positions substantially above the minimum superyisevels and comparable to peer group averagélouti significant reliance on intangil
assets.

Corrective Measures for Capital Deficienciehe federal banking regulators are requiredke tarompt corrective action” with respect to
capital-deficient institutions. Agency regulatiatefine, for each capital category, the levels attvinstitutions are “well capitalized,”
“adequately capitalized,” “undercapitalized,” “sificantly undercapitalized” and “critically undengitalized.” A “well capitalized” institution
has a total risk-based capital ratio of 10.0% ghhbr; a Tier 1 riskvased capital ratio of 6.0% or higher; a leveragi® of 5.0% or higher; ar
is not subject to any written agreement, orderii@uative requiring it to maintain a specific capievel for any capital measure. An
“adequately capitalized” institution has a totakrbased capital ratio of 8.0% or higher; a Tieisk-based capital ratio of 4.0% or higher; a
leverage ratio of 4.0% or higher (3.0% or highgh& bank was rated a composite 1 in its most teea@amination report and is not
experiencing significant growth); and does not nteetcriteria for a well capitalized bank. An “umdapitalized” institution has a total risk-
based capital ratio that is less than 8.0%; a Tiesk-based capital ratio of less than 4.0% availage ratio of less than 4.0%. A
“significantly undercapitalized” institution hagatal risk-based capital ratio of less than 6.0%ijex 1 risk-based capital ratio of less than
3.0% or a leverage ratio of less than 3.0%. A itaity undercapitalized” institution’s tangible datyuis equal to or less than 2.0% of average
quarterly tangible assets. An institution may bedgraded to, or deemed to be in, a capital catethatyis lower than indicated by its capital
ratios if it is determined to be in an unsafe ocsaumd condition or if it receives an unsatisfactexgmination rating with respect to certain
matters. A bank’s capital category is determinddlgdor the purpose of applying prompt correctaetion regulations, and the capital
category may not constitute an accurate representat the bank’s overall financial condition orgpects for other purposes. The Bank was
classified as “well capitalized” for purposes of thDIC’s prompt corrective action regulation aPetcember 31, 2012.

In addition to requiring undercapitalized instituts to submit a capital restoration plan, agengylegions contain broad restrictions on
certain activities of undercapitalized institutidnsluding asset growth, acquisitions, branch dstaiment and expansion into new lines of
business. With certain exceptions, an insured degsnstitution is prohibited from making capitdistributions, including dividends, and is
prohibited from paying management fees to conteospns if the institution would be undercapitalizéer any such distribution or payment.

As an institution’s capital decreases, the fedeglilators’ enforcement powers become more seResgnificantly undercapitalized
institution is subject to mandated capital raisiegvities, restrictions on interest rates paid aadsactions with affiliates, removal of
management and other restrictions. The FDIC hagelihtdiscretion in dealing with a critically undapitalized institution and is generally
required to appoint a receiver or conservator. Bamikh risk-based capital and leverage ratios bat@wequired minimums may also be
subject to certain administrative actions, inclgdine termination of deposit insurance upon naitg hearing, or a temporary suspension of
insurance without a hearing in the event the iattih has no tangible capital.
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Deposit Insurance AssessmeiThe Bank’s deposits are insured up to applicabiédiby the DIF of the FDIC and are subject to dgfpo
insurance assessments to maintain the DIF. Cuyrdm@lFDIC utilizes a risk-based assessment syRiesualuate the risk of each financial
institution based on three primary sources of imi@ion: (1) its supervisory rating, (2) its finaalcfatios, and (3) its long-term debt issuer
rating, if the institution has one. The FDIC's iaitbase assessment schedule can be adjusteddopor and premiums in effect from
January 1, 2010, through March 31, 2011, ranged ft@ basis points in the lowest risk category tdd8is points for banks in the highest
risk category. Effective April 1, 2011, the FDIC g@tial base assessment rates from 5 basis piirtke lowest risk category to 35 basis
points for banks in the higher risk category.

The Dodd-Frank Act requires the FDIC to increageDIF’'s reserves against future losses, which né@tiessitate increased deposit insurance
premiums that are to be borne primarily by insiitag with assets of greater than $10 billion. Inader 2010, the FDIC addressed plans to
bolster the DIF by increasing the required reseatie for the industry to 1.35 percent (ratio ofeeves to insured deposits) by September 30,
2020, as required by the Dodd-Frank Act. The FOED aroposed to raise its industry target ratioeserves to insured deposits to 2 percent,
65 basis points above the statutory minimum.

In February 2011, the FDIC adopted new rules tharad its current deposit insurance assessmentteng. The new rules implement a
provision in the Dodd-Frank Act that changed theeasment base for deposit insurance premiums frenbbased on domestic deposits to one
based on average consolidated total assets mimunage/tangible equity. The rules also changedsbesament rate schedules for insured
depository institutions so that approximately thsme amount of revenue would be collected unden¢gweassessment base as would be
collected under the current rate schedule anddhedsiles previously proposed by the FDIC in Oct@fdi0. In addition, the new rules
revised the rislbbased assessment system for large insured depasistitutions (generally, institutions with at &a210 billion in total asset
and “highly complex” institutions by requiring thitte FDIC use a scorecard method to calculate sre®ses rates for all such institutions. The
Bank will not be deemed a “highly complex” institrnt for these purposes.

Under the Federal Deposit Insurance Act, as ame(idedFDIA”), the FDIC may terminate deposit inance upon a finding that the
institution has engaged in unsafe and unsoundipeacts in an unsafe or unsound condition to omgtioperations, or has violated any
applicable law, regulation, rule, order or conditimposed by the FDIC.

In addition to deposit insurance assessments bptRgeall FDIC-insured depository institutions mpsty an annual assessment to provide
funds for the repayment of debt obligations of Eireancing Corporation (“FICQO”). The FICO is a gowerent-sponsored entity that was
formed to borrow the money necessary to carryloeittosing and ultimate disposition of failed thiifstitutions by the Resolution Trust
Corporation. The FICO assessments are set quartéryBank paid FICO assessments of $140 thousantd year ended December 31,
2012, and $154 thousand for the year ended Dece®ib@011. The Bank paid approximately $1.57 millduring 2012 for FDIC deposit
insurance premiums.

Safety and Soundness Standar@ike FDIA requires the federal bank regulatoryrmigs to prescribe standards, by regulations atajinies,
relating to internal controls, information systeamsl internal audit systems, loan documentatioitumderwriting, interest rate risk
exposure, asset growth, asset quality, earningsk staluation and compensation, fees and benafits such other operational and managerial
standards as the agencies deem appropriate. Guseldopted by the federal bank regulatory ageesiablish general standards relating to
internal controls and information systems, intemnadit systems, loan documentation, credit undéingiinterest rate exposure, asset growth
and compensation, fees and benefits. In genemfukdelines require, among other things, apprtgegstems and practices to identify and
manage the risk and exposures specified in theelings. The guidelines prohibit excessive compémsais an unsafe and unsound practice
and describe compensation as excessive when thendésnuaid are unreasonable or disproportionatedséervices performed by an executive
officer, employee, director or principal stockhalde addition, the agencies adopted regulatioas dluthorize, but do not require, an agency
to order an institution that has been given notice
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by an agency that it is not satisfying any of ssafety and soundness standards to submit a corogli@an. If, after being so notified, an
institution fails to submit an acceptable complaptan or fails in any material respect to impletr@nacceptable compliance plan, the
agency must issue an order directing action toectthe deficiency and may issue an order direaithgr actions of the types to which an
undercapitalized institution is subject under theopt corrective action” provisions of the FDIAee&"Regulation and Supervision — The
Bank — Corrective Measures for Capital Deficientfes additional information. If an institution fisi to comply with such an order, the
agency may seek to enforce such order in judicdgedings and to impose civil money penalties.

Enforcement Powel. The FDIC and the other federal banking agencee broad enforcement powers, including the powégrminate
deposit insurance, impose substantial fines aner ailvil and criminal penalties and appoint a conatr or receiver. Failure to comply with
applicable laws, regulations and supervisory agesgsncould subject the Company or the Bank, asagdifficers, directors and other
institution-affiliated parties of these organizations, to adstrative sanctions and potentially substantiall choney penalties. The appropri
federal banking agency may appoint the FDIC asamasor or receiver for a banking institution (oet=DIC may appoint itself, under
certain circumstances) if any one or more of a remath circumstances exist, including, without liation, the fact that the banking institution
is undercapitalized and has no reasonable prospéetcoming adequately capitalized; fails to becamequately capitalized when require:
do so; fails to submit a timely and acceptabletehpéstoration plan; or materially fails to implent an accepted capital restoration plan.

Consumer Laws and Regulations addition to the laws and regulations discudsa@in, the Bank is also subject to certain corsuaws

and regulations that are designed to protect coassin transactions with banks. While the listfeeth herein is not exhaustive, these laws
and regulations include the Truth in Lending Abg Truth in Savings Act, the Electronic Funds Tfanéct, the Expedited Funds

Availability Act, the Equal Credit Opportunity Acind the Fair Housing Act, and various state copatés. These laws and regulations
mandate certain disclosure requirements and regtiiatmanner in which financial institutions musabwith customers when taking deposits
or making loans to such customers. The Bank muspbowith the applicable provisions of these consuprotection laws and regulations
part of their ongoing customer relations.

In addition, federal law currently contains exte@estustomer privacy protection provisions. Und@sthprovisions, a financial institution rr
provide to its customers, at the inception of thstemer relationship and annually thereafter, tiséitution’s policies and procedures
regarding the handling of customers’ nonpublic peas financial information. These provisions alsoyide that, except for certain limited
exceptions, a financial institution may not provileh personal information to unaffiliated thirdtpms unless the institution discloses to the
customer that such information may be so providatlthe customer is given the opportunity to optafiguch disclosure.

The Dodd-Frank Act provided for the creation of @€PB as an independent entity within the FedeegleR/e Board. The CFPB has broad
rulemaking, supervisory and enforcement authongraonsumer financial products and services, dioldeposit products, residential
mortgages, home-equity loans and credit cards.CHeB’s functions include investigating consumer ptaimts, rulemaking, supervising and
examining banks’ consumer transactions, and emfgnailes related to consumer financial productssardices. Banks with less than $10
billion in assets, such as the Bank, will contiboide examined for compliance with federal consufimancial laws by their primary federal
banking agency.

USA PATRIOT Act of 200The Uniting and Strengthening America by Providikpapropriate Tools Required to Intercept and Obstruc
Terrorism Act of 2001 (“Patriot Act”) was enacted@ctober 2001. The Patriot Act has broadenediegisinti-money laundering legislation
while imposing new compliance and due diligencegations on banks and other financial institutiomgh a particular focus on detecting i
reporting money laundering transactions involvilgnestic or international customers. The U.S. TraeBepartment has issued and will
continue to issue regulations clarifying the Pathot's requirements. The Patriot Act requires all
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“financial institutions,” as defined, to establisértain anti-money laundering compliance and dligattice programs. Recently, the regulatory
agencies have intensified their examination procesglin light of the Patriot Act’'s anti-money launidg and Bank Secrecy Act requirements.
The Company believes that its controls and proesiwere in compliance with the Patriot Act as of®aber 31, 2012.

Interstate Banking and BranchinThe federal banking agencies are authorized too&ppnterstate bank merger transactions withowdneg
to whether the transaction is prohibited by the tdwany state, unless the home state of one didh&s has opted out of the interstate bank
merger provisions of the Riegle-Neal Interstateamand Branching Efficiency Act of 1994 (the “Ble-Neal Act”) or by adopting a law
after the date of enactment of the Riegle-Nealakat prior to June 1, 1997, that applies equalBiitout-of-state banks and expressly
prohibits merger transactions involving out-of-ethtinks. Interstate acquisitions of branches amaitied only if the law of the state in which
the branch is located permits such acquisitionsh$uterstate bank mergers and branch acquisitionslso subject to the nationwide and
statewide insured deposit concentration limitatidescribed in the Riegle-Neal Act.

Prior to the enactment of the Dodd-Frank Act, naland state-chartered banks were generally pedrtio branch across state lines by
merging with banks in other states if allowed by épplicable statetaws. However, interstate branching is now permifte all national ani
state-chartered banks as a result of the Dodd-FAahkprovided that a state bank chartered by tht $n which the branch is to be located
would also be permitted to establish a branch, dffestively giving out-of-state banks parity withrstate banks with respect to de novo
branching.

Repurchase of Securities Issued in the Troubled AssRelief Program Capital Purchase Program

On November 21, 2008, the Company issued and sdltetU.S. Department of the Treasury (“Treasufy"#1,500 shares of the Company’s
Fixed Rate Cumulative Perpetual Preferred StockeS@é (the “Preferred Shares”) and (ii) a Warréhe “Warrant”) to purchase 176,546
shares of the Company’s Common Stock, par valug0fder share (the “Common Stock”), for an aggrepatehase price of $41.50 million
in cash. On June 5, 2009, the Company completedblicpffering of its Common Stock that resultedtie reduction of the shares of
Common Stock underlying the Warrant from 176,54&eh to 88,273 shares. On July 8, 2009, the Compgmuychased from the Treasury
all of the Preferred Shares that it had issueti¢dTreasury in November 2008. On November 23, 20ELCompany repurchased the War
from the Treasury for $30,600. The purchase pepeasents the amount that the Company bid in agabttion for the Warrant that took
place on November 17, 2011. The Warrant had a 49tgem and was immediately exercisable upon sisasce, with an initial per share
exercise price of $35.26.

Series A Noncumulative Convertible Preferred Stock

On May 20, 2011, the Company completed a privadegrhent of 18,921 shares of its 6.00% Series A Montative Convertible Preferred
Stock (the “Series A Preferred Stock”). The shamsy a 6.00% dividend rate and are noncumulaBaeh share is convertible into 69 shares
of the Company’s Common Stock at any time and mianitiaconverts after five years. The Company megaem the shares at face value
after the third anniversary. As of December 31,201,421 shares of Series A Preferred Stock wetstanding.

Available Information

Under the Securities Exchange Act of 1934, as ae(ithe “Exchange Act”), the Company is requireéilmannual, quarterly and current
reports, proxy statements and other informatiof wie Securities and Exchange Commission (the “$E&81y document the Company files
with the SEC may be read and copied at the SEMdPReference Room at 100 F Street, N.E., WasbmdD.C. 20549. Please call the SEC
at (800) SEM330 for further information about the public refiece room. The SEC maintains a website at www.sedttt contains repor
proxy and information statements, and other infdiromaregarding issuers that file electronicallytwihe SEC.
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The Company makes available, free of charge, omeétssite at www.fcbinc.com its Annual Report onadr0-K, Quarterly Reports on Form
10-Q and Current Reports on Form 8-K, and all ammesrds thereto, as soon as reasonably practicabletlaé Company files such reports
with, or furnishes them to, the SEC. Investorseareouraged to access these reports and the ofbenation about the Company’s business
on its website. Information found on the Companyé&bsite is not part of this Annual Report on Foi@akL The Company will also provide
copies of its Annual Report on Form 10-K, free lohige, upon written request of the Investor Refatibepartment at the Company’s main
address, P.O. Box 989, Bluefield, VA 24605.

Also posted on the Company’s website, and availiabpgint upon written request of any shareholdethe Company’s Investor Relations
Department, are the charters of the standing cotaesitof its Board of Directors, the Standards afdit governing the Company’s
directors, officers, and employees, and the Comigdngider Trading & Disclosure Policy.

Forward-Looking Statements

We may make forward-looking statements in filingghvithe Securities and Exchange Commission (theC'$hcluding this Annual Report
on Form 10-K and the Exhibits hereto and theretounreports to shareholders and other communitsitivat are made in good faith by our
Company pursuant to the safe harbor provisionh@Private Securities Litigation Reform Act of 199%hese forward-looking statements
include, among others, statements with respectitdeliefs, plans, objectives, goals, guidelingpeetations, anticipations, estimates, and
intentions that are subject to significant riskd ancertainties and are subject to change basedrayus factors, many of which are beyond
our control. The words “may,” “could,” “should,” “auld,” “believe,” “anticipate,” “estimate,” “expegt‘intend,” “plan,” and other similar
expressions are intended to identify forwérdking statements. The following factors, amongeos$, could cause our financial performanc
differ materially from that expressed in such fordvdooking statements:

» the strength of the United States economy in géaecthe strength of the local economies in whiehconduct operation
» the effects of, and changes in, trade, monetaqyfianal policies and laws, including interest ratdicies of the Federal Reserve Boe
« inflation, interest rate, market and monetary fiations;

» our timely development of competitive new produantsl services and the acceptance of these produtiseavices by new and existing
customers

» the willingness of customers to substitute compes’ products and services for our products and senandsvice verse

» the impact of changes in financial services laws r@gulations (including laws concerning taxes Kiray securities, and insurance) and
the impact of the Doc-Frank Wall Street Reform and Consumer Protection(the“ Dodc-Frank Ac”);

» the impact of the U.S. Treasury and federal bankégmlators’continued implementation of a number of programaddress capital al
liquidity in the banking system; further, futuredgproposed rules, including those that are patth®Basel Il process, which are
expected to require banking institutions to inceclasels of capital

» technological change

» the effect of acquisitions, including, without lit@iion, the failure to achieve the expected revegroevth and/or expense savings from
such acquisitions

» the growth and profitability of our noninterest,fee, income being less than expec
* unanticipated regulatory or judicial proceedir

» changes in consumer spending and saving habits

* our success at managing the risks involved in ¢hegioing.
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We caution that the foregoing list of importanttéas is not all-inclusive. If one or more of thetars affecting these forward-looking
statements proves incorrect, then our actual iequétrformance, or achievements could differ maligrirom those expressed in, or implied
by, forward-looking statements contained in thisrAal Report on Form 10-K and other reports we filgith the SEC. Therefore, we caution
you not to place undue reliance on our forv-looking information and statements. We do notrdtéo update any forward-looking
statements, whether written or oral, to reflectngjea All forward-looking statements attributableotr Company are expressly qualified by
these cautionary statements. These factors andrigke and uncertainties are discussed in Item“Risk Factors,”

ITEM 1A. Risk Factors.

An investment in the Company’s Common Stock is ecthijo risks inherent to the Company’s business. mhterial risks and uncertainties
that management believes affect the Company aczided below. Before making an investment decisyau, should carefully consider the
risks and uncertainties described below togeth#r all of the other information included or incorpted by reference in this report. The risks
and uncertainties described below are not the omés facing the Company. Additional risks and utadeties that management is not aware
of or focused on or that management currently deaemsaterial may also impair the Company’s busirmgssrations. This report is qualified

in its entirety by these risk factors.

If any of the following risks actually occur, th@@pany’s financial condition and results of operasi could be materially and adversely
affected. If this were to happen, the market poicthe Companys Common Stock could decline significantly, and gould lose all or part «
your investment

Risks Related to the Company’s Business

The current economic environment poses significanfitallenges for the Company and could adversely effis financial condition and
results of operations.

The U.S. economy was in recession from December #@@ugh June 2009. Business activity across & wadge of industries and regions in
the U. S. was greatly reduced. Although economiwimns have improved, certain sectors, such alsestate and manufacturing, remain
weak and unemployment remains high. Continued eglin real estate values, home sales volumedjranttial stress on borrowers as a
result of the uncertain economic environment cdaide an adverse effect on the Company’s borrowsdts oustomers, which could
adversely affect the Company’s financial conditéod results of operations. In addition, local goveents and many businesses are still
experiencing difficulty due to lower consumer spagdand decreased liquidity in the credit markBisterioration in local economic
conditions, particularly within the Company’s geaghic regions and markets, could drive losses kettuat which is provided for in its
allowance for loan losses. The Company may alse ttae following risks in connection with these egen

» Economic conditions that negatively affect hougdniges and the job market have resulted, and maijrage to result, in deterioration
credit quality of the Company'’s loan portfoliosdasuch deterioration in credit quality has had, emald continue to have, a negative
impact on the Compa’s business

» Market developments may affect consumer confidéewels and may cause adverse changes in paymeetrsatcausing increases in
delinquencies and default rates on loans and ctieelit facilities.

e The processes the Company uses to estimate allewantoan losses and reserves may no longer lablebecause they rely on
complex judgments that may no longer be capabsecfrate estimatiol

» The Company’s ability to assess the creditworthsra#sts customers may be impaired if the modetsapproaches it uses to select,
manage, and underwrite its customers become lesiéctive of future charc-offs.

» The Company expects to face increased regulatids ofdustry, and compliance with such regulatiagly increase its costs, limit its
ability to pursue business opportunities, and iaseecompliance challenge
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As the above conditions or similar ones continuexist or worsen, the Company could experienceiroiniy or increased adverse effects on
its financial condition and results of operations.

The Company and its subsidiary business are subjedhterest rate risk and variations in interesates may negatively affect its financial
performance.

The Company’s earnings and cash flows are larggheddent upon its net interest income. Net inténesime is the difference between
interest income earned on interest-earning ass@th, as loans and securities, and interest expand®n interest-bearing liabilities, such as
deposits and borrowed funds. Interest rates atdyhggnsitive to many factors that are beyond tbm@any’s control, including general
economic conditions and policies of various govezntal and regulatory agencies and, in particuter Rederal Reserve Board. Changes in
monetary policy, including changes in interestsat®uld influence not only the interest the Conypateives on loans and securities and the
amount of interest it pays on deposits and borrgaibut such changes could also affect (i) the Gayp ability to originate loans and obt
deposits, and (i) the fair value of the Comparfiriancial assets and liabilities. If the interesess paid on deposits and other borrowings
increase at a faster rate than the interest ratesved on loans and other investments, the Compaey interest income, and therefore
earnings, could be adversely affected. Earningtdcalso be adversely affected if the interest ra¢esived on loans and other investments
more quickly than the interest rates paid on depasid other borrowings.

The Bank’s allowance for loan losses may not be qdate to cover actual losses.

Like all financial institutions, the Bank maintaiaa allowance for loan losses to provide for prédéisses. The Bank’s allowance for loan
losses may not be adequate to cover actual loardand future provisions for loan losses coulcerialy and adversely affect the Bank’s
operating results. The determination of the appad@ievel of the allowance for loan losses inh#yenvolves a high degree of subjectivity
and requires the Bank to make significant estimatesirrent credit risks and future trends, alidfich may undergo material changes. The
Bank’s allowance for loan losses is determinedrmlyzing historical loan losses, current trenddelinquencies and charge-offs, plans for
problem loan resolution, changes in the size amdposition of the loan portfolio, and industry infimaition. Also included in management’s
estimates for loan losses are considerations wghact to the impact of economic events, the outcoimvhich are uncertain. The amount of
future losses is susceptible to changes in econap@rating and other conditions, including charigasterest rates, which may be beyond
the Banks control, and these losses may exceed currenmadst. Federal regulatory agencies, as an intpgrabf their examination proce:
review the Bank’s loans and allowance for loandgs@lthough the Company believes that the Baaowance for loan losses is adequa
provide for probable losses, there are no assusdheg future increases in the allowance for lamsés will not be needed or that regulators
will not require the Bank to increase its allowan€gher of these occurrences could materially akersely affect the Company’s earnings
and profitability.

The Company has experienced increases in the lef/alsnperforming assets in recent periods. The @oy's total non-covered,
nonperforming assets totaled $35.69 million at Datwer 31, 2012, $31.0 million at December 31, 2@ht, $29.65 million at December 31,
2010. The Company had $6.11 million of net loarrgheoffs for the year ended December 31, 2012, emetpto $9.32 million and $12.55
million in net loan charge-offs for the years endatember 31, 2011 and 2010, respectively. The @oip provision for loan losses was
$5.68 million for the year ended December 31, 268205 million for the year ended December 31, 2@htl $14.76 million for the year
ended December 31, 2010. At December 31, 201Z;¢inepany had no allowance for loan losses for calkrans. At December 31, 2012,
the ratios of the Company’s allowance for loan éast® non-covered, nonperforming loans and to taatcovered loans outstanding were
86.07% and 1.71%, respectively. Additional incredsghe Company’s nonperforming assets or loangehaffs may require an increase to
the allowance for loan losses, which would havadwerse effect upon the Company’s future resultgpefations.
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The current economic environment poses uncertaistielated to the real estate market and could agdedy impact the Company’s
business.

The Company’s business activities are conductadriinia, West Virginia, North Carolina, South Céina, Tennessee and the surrounding
regions. While the real estate market is begintonigiprove slightly, there has been slowdown otergast several years resulting in falling
home prices and increased foreclosures. A contidogdturn in this regional real estate market céuld the Company’s business because
its operations are concentrated within this gedgmparea and the vast majority of the Company’'si$o@re secured by real estate. If there is a
further decline in real estate values, the coltdtfar the Company’s loans will provide less seigui\s a result, the Company’s ability to
recover on defaulted loans by selling the undegy®al estate will be diminished, and it will be nedikely to suffer losses on defaulted loe

Additionally, further weakness in the secondarykeafor residential lending could have a materihlexse impact on the Company’s
profitability. Slowdown in the secondary market fesidential mortgage loans limits the market fod &quidity of most mortgage loans other
than conforming Fannie Mae and Freddie Mac loahs. ffects of ongoing mortgage market challengasbined with ongoing correction
residential real estate market prices and redumezld of home sales, could adversely affect theevaf collateral securing mortgage loans,
mortgage loan originations, and gains on sale atgage loans. Continued declines in real estat@egadnd home sales volumes, and fina
stress on borrowers as a result of job losseshar dactors, could have further adverse effectb@mmnowers that result in higher delinquencies
and greater charge-offs in future periods, whichldanaterially and adversely affect the Company.

The Company'’s level of credit risk may increase doeats focus on commercial lending and the conceaiton on small businesses and
middle market customers with significant vulneralbyl to economic conditions.

Commercial business and commercial real estateslganerally are considered riskier than single iameisidential loans because they have
larger balances to a single borrower or group lated borrowers. Commercial business and commeeadlestate loans involve risks bece

the borrowers’ ability to repay the loans typicallgpends primarily on the successful operatiomefitusinesses or the properties securing the
loans. Most of the Company’s commercial busineaadaare made to small business or middle mark&mass who may have a significant
vulnerability to economic conditions. Moreover,@fmon of these loans have been made or acquireadebompany in recent years and the
borrowers may not have experienced a complete éssior economic cycle. At December 31, 2012, thafgamy'’s largest outstanding
commercial business loan and largest outstandimgr@rcial real estate loan amounted to $6.50 mibind $7.11 million, respectively. At
such date, the Company’s commercial business laammsinted to $95.69 million, or 5.55% of the Compsautgtal loan portfolio, and the
Company’s commercial real estate loans amount&@%6.53 million, or 43.52% of the Company'’s totan portfolio.

In addition to commercial real estate and commehbtiainess loans, the Company holds a portfolicosimercial construction loans.
Construction loans generally have a higher rislos$ primarily due to the critical nature of théial estimates of a property’s value upon
completion of construction compared with the estadacosts, including interest, of construction &l as other assumptions. If the estimates
upon which construction loans are made prove tm&ecurate, the Company may be confronted withgatsjthat, upon completion, have
values which are below the loan amounts. WhileGbmpany is not aware of any specific, material idipents impacting any of its
builder/developer borrowers at this time, thereticores to be nationwide reports of significant peals which have adversely affected many
property developers and builders as well as thiitutisns that have provided those loans. If sigaifit numbers of the builder/developers to
which the Company has extended construction logpergénce the type of difficulties that are beiegarted, it could have adverse
consequences upon future results of operationBesember 31, 2012, the Company’s largest outstgrmbmmercial construction loan
amounted to $4.94 million. At such date, the Conyfmoommercial construction loans amounted to $84n@lion, or 4.70% of the
Company’s total loan portfolio.
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The Bank may suffer losses in its loan portfolio gfgte its underwriting practices.

The Bank seeks to mitigate the risks inherenté@Bhank’s loan portfolio by adhering to specific endriting practices. These practices
include analysis of a borrower’s prior credit higtdinancial statements, tax returns and cash flooyections, valuation of collateral based on
reports of independent appraisers and verificatidiguid assets. Although the Bank believes th&tinderwriting criteria are appropriate for
the various kinds of loans it makes, the Bank nmayii losses on loans that meet its underwritinggida, and these losses may exceed the
amounts set aside as reserves in the Bank’s alloaviam loan losses.

Changes in the fair value of the Company’s secwggimay reduce its stockholders’ equity and net imeo

At December 31, 2012, $534.36 million of the Compsausecurities were classified as available-foesalt such date, the aggregate
unrealized losses on the Company’s available-fte-securities totaled $14.86 million. The Compamyréases or decreases stockholders’
equity by the amount of the change in the unredlgain or loss (the difference between the estichfie value and the amortized cost) of the
Company’s available-for-sale securities portfoliet of the related tax effect, under the categbacoumulated other comprehensive loss.
Therefore, a decline in the estimated fair valuehif portfolio will result in a decline in repodatockholders’ equity, as well as book value
per common share and tangible book value per conghare. This decrease will occur even though thergees are not sold. In the case of
debt securities, if these securities are never aottthere are no credit impairments, the decredsbe recovered at the maturity of the
securities. In the case of equity securities wihiatie no stated maturity, the declines in fair vathay or may not be recovered over time.

The Company conducts periodic reviews and evalngitis its entire securities portfolio to determifhine decline in the fair value of any
security below its cost basis is other-than-temporfgactors which the Company considered in itdyasimof debt securities include, but are
not limited to, intent to sell the securities, emide available to determine if it is more likelgmhnot that the Company will have to sell the
securities before recovery of the amortized cosd, @obable credit losses. Probable credit losse=saluated based upon, but are not limited
to: the present value of future cash flows, theesgvand duration of the decline in fair valuetiog security below its amortized cost, the
financial condition and near-term prospects ofisiseer, whether the decline appears to be relates$ter conditions or general market or
industry conditions, the payment structure of theusity, failure of the security to make schedutgdrest or principal payments, and changes
to the rating of the security by rating agencidse Tompany generally views changes in fair valualédbt securities caused by changes in
interest rates as temporary, which is consistettt thie Company’s experience. If the Company dearol decline to be other-than-
temporary, the security is written down to a newtdzasis and the resulting loss is charged to egsras a component of noninterest income.
For the year ended December 31, 2012, the Comgamgnized other-than-temporary impairment (“OTdHarges of $942 thousand on its
debt securities portfolio.

Factors that the Company considers in its anabfsigjuity securities include, but are not limitedintent to sell the security before recovery
of the cost, the severity and duration of the aecin fair value of the security below its cosg flmancial condition and ne#erm prospects
the issuer, and whether the decline appears telaged to issuer conditions or general market dustry conditions. For the year ended
December 31, 2012, the Company recognized no Oidiges on its equity securities portfolio.

The Company continues to monitor the fair valuééntire securities portfolio as part of its omgpOTTI evaluation process. No assurance
can be given that the Company will not need togace OTTI charges related to securities in tharkut
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The enactment of the Dodd-Frank Wall Street Refoand Consumer Protection Act of 2010 may have a miateeffect on the Company’s
operations.

On July 21, 2010, President Obama signed into teenxodd-Frank Wall Street Reform and Consumer Etiote Act of 2010, or the Dodd-
Frank Act, which imposes significant regulatory aotnpliance changes. The key provisions of the Bfeidahk Act that are anticipated to
affect the Company’s operations include:

» changes to regulatory capital requireme

» creation of new government regulatory agenciesudiag the Consumer Financial Protection Bure
» limitation on federal preemptiol

« changes in insured depository institution regufeiand assessments; ¢

e mortgage loan origination and risk retenti

Many of the requirements of the Dodd-Frank Act Wil implemented over time and most will be subje¢he rulemaking process at various
regulatory agencies. Given the uncertainty assediaith the manner in which the provisions of thedB-Frank Act will be implemented by
the various regulatory agencies and through reigalstthe full extent of the impact such requiretaemill have on the Company’s operations
is unclear. The changes resulting from the DodavErect may impact the profitability of our businesdtivities, require changes to certain of
our business practices, impose more stringentalapdguidity and leverage requirements or otheenaslversely affect our business. These
changes may also require the Company to invesifisignt management attention and resources to at@lnd make any changes necessary
to comply with new statutory and regulatory reqoiemts. Failure to comply with the new requirememtwith any future changes in laws or
regulations may negatively impact our results afrations and financial condition.

The short-term and long-term impact of the changimggulatory capital requirements and anticipatedweapital rules is uncertain.

On June 7, 2012, the Federal Reserve, FDIC and &ip@ved proposed rules that would substantiallgradthe regulatory risk-based
capital rules applicable to the Company and thekBahe proposed rules implement the “Basel IlI"ukedory capital reforms and changes
required by the Dodd-Frank Act. The proposed rulese subject to a public comment period that haéres and there is no date set for the
adoption of final rules.

Various provisions of the Dodd-Frank Act incredse tapital requirements of bank holding comparsiesh as the Company. The leverage
and risk-based capital ratios of these entities nwybe lower than the leverage and figised capital ratios for insured depository ingtns.
The proposed rules include new minimum risk-basgaital and leverage ratios, which would be phasetliring 2013 and 2014, and would
refine the definition of what constitutes “capitédt purposes of calculating those ratios. The psal new minimum capital level
requirements applicable to the Company and the Badler the proposals would be: (i) a new commoritgdier 1 capital ratio of 4.5%;

(ii) a Tier 1 capital ratio of 6% (increased frofo} (iii) a total capital ratio of 8% (unchangedrr current rules); and (iv) a Tier 1 leverage
ratio of 4% for all institutions. The proposed mulgould also establish a “capital conservationdatiftf 2.5% above the new regulatory
minimum capital ratios, and would result in thddaling minimum ratios: (i) a common equity Tier dpital ratio of 7.0%, (ii) a Tier 1 capii
ratio of 8.5%, and (iii) a total capital ratio 08.5%. The new capital conservation buffer requiretmeould be phased in beginning in January
2016 at 0.625% of riskeighted assets and would increase each yearfullhtiimplemented in January 2019. Moreover, thegased reforn
seek to eliminate trust preferred securities fraar T capital over a ten-year period. An institatisould be subject to limitations on paying
dividends, engaging in share repurchases, and gaysaretionary bonuses if its capital level fédi&dow the buffer amount. These limitations
would establish a maximum percentage of eligibtained income that could be utilized for such awicAdditionally, the U.S.
implementation of Basel Il contemplates that,lfanking organizations with less than $15 billioragsets, the ability to treat trust preferred
securities as Tier 1 capital would be phased oat aven-year period.
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While the proposed Basel 11l changes and otherlaggny capital requirements will likely result ireigerally higher regulatory capital
standards, it is difficult at this time to predighen or how any new standards will ultimately bplegal to the Company and the Bank.

In addition, in the current economic and regulatemyironment, regulators of banks and bank holdmmgpanies have become more likely to
impose capital requirements on bank holding comgsaand banks that are more stringent than thoséreedoy applicable existing
regulations.

The application of more stringent capital requiratsedor the Company and the Bank could, among dttiegs, result in lower returns on
invested capital, require the raising of additioregbital, and result in additional regulatory actigf the Company and the Bank were to be
unable to comply with such requirements. Furtheemtire imposition of liquidity requirements in ceation with the implementation of
Basel Il could result in our having to lengthee term of our funding, restructure our businessemadnd/or increase our holdings of liquid
assets. Implementation of changes to asset rightirgs for risk based capital calculations, iténtduded or deducted in calculating
regulatory capital and/or additional capital comaépn buffers could result in management modifyilsgousiness strategy and could limit our
ability to make distributions, including paying dlends.

The Company and its subsidiaries are subject toesive regulation which could adversely affect them

The Company and its subsidiaries’ operations dpgestito extensive regulation and supervision loefal and state governmental authorities
and are subject to various laws and judicial andiastrative decisions imposing requirements arstrietions on part or all of the Company’
operations. Banking regulations governing the Camgjgaoperations are primarily intended to protespakitors’ funds, federal deposit
insurance funds and the banking system as a whaolestockholders. Congress and federal regulatpeneies continually review banking
laws, regulations and policies for possible chan@ésinges to statutes, regulations or regulatoligips, including changes in interpretation
or implementation of statutes, regulations or peficcould affect the Company in substantial angtealictable ways. Such changes could
subject the Company to additional costs, limittypees of financial services and products the Compaay offer and/or increase the ability of
non-banks to offer competing financial services pratlucts, among other things. Failure to complh\waws, regulations or policies could
result in sanctions by regulatory agencies, civohey penalties and/or reputation damage, whichdcloave a material adverse effect on the
Company’s business, financial condition and resfli@perations. While the Company has policies pmattedures designed to prevent any
such violations, there can be no assurance that\satations will not occur. These laws, rules aadulations, or any other laws, rules or
regulations that may be adopted in the future,couhke compliance more difficult or expensive,nesthe Company’s ability to originate,
broker or sell loans, further limit or restrict tamount of commissions, interest or other chargesesl on loans originated or sold by the B
and otherwise adversely affect the Company’s bssirfinancial condition or prospects.

The financial services industry is likely to faceiieased regulation and supervision as a restlieafecent financial crisis. Such additional
regulation and supervision may increase the Conipammgts and limit its ability to pursue busineppartunities. The affects of such recently
enacted, and proposed, legislation and regulatmygrpms on the Company cannot reliably be detemndti¢his time.

The Bank’s ability to pay dividends is subject egulatory limitations which, to the extent the Comapy requires such dividends in the
future, may affect the Compar's ability to pay its obligations and pay dividends

The Company is a separate legal entity from thekBeml its subsidiaries and does not have signifioparations of its own. The Company
currently depends on the Bank’s cash and liquiggyvell as dividends from the Bank to pay the Camgjsaoperating expenses and divide
to its stockholders. No assurance can be madénthia future the Bank will have the capacity ty plae necessary dividends and that the
Company will not require dividends from the Banksaiisfy the Company’s obligations. The availapitif dividends from the
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Bank is limited by various statutes and regulatidnis possible, depending upon the financial ¢tiod of the Bank and other factors, that the
Federal Reserve Board or the Virginia Bureau, taekB primary regulators, could assert that paymérividends or other payments by the
Bank are an unsafe or unsound practice. In thet¢lierBank is unable to pay dividends sufficiensatisfy the Company’s obligations or is
otherwise unable to pay dividends to the ComparyQompany may not be able to service its obligatas they become due, including
payments required to be made to the FCBI Capita$fla business trust subsidiary of the Compangagrdividends on the Company’s
Common Stock or Series A Preferred Stock. Consdty¢ine inability to receive dividends from theBacould adversely affect the
Company’s financial condition, results of operasipcash flows and prospects.

The Company faces strong competition from otherdircial institutions, financial service companiesnd other organizations offering
services similar to those offered by the Companyl @s subsidiaries, which could hurt the Compé’s business.

The Company’s business operations are centereagplynm Virginia, West Virginia, North Carolina,dsith Carolina, and Tennessee.
Increased competition within these regions maylt@sueduced loan originations and deposits. Utiely, the Company may not be able to
compete successfully against current and futurepetitors. Many competitors offer the types of loansl banking services that the Bank
offers. These competitors include other savinge@asons, national banks, regional banks, andratbexmunity banks. The Company also
faces competition from other types of financiatitasions, including finance companies, brokeraigag$, insurance companies, credit unions,
mortgage banks, and other financial intermediatieparticular, the Bank’s competitors include athtate and national banks and major
financial companies whose greater resources maydefifiem a marketplace advantage by enabling tbematntain numerous banking
locations and mount extensive promotional and atbeg campaigns.

Additionally, banks and other financial institutwith larger capitalization and financial interriates not subject to bank regulatory
restrictions have larger lending limits and aradhg able to serve the credit needs of larger ©ieFhese institutions, particularly to the ex
they are more diversified than the Company, maghie to offer the same loan products and serviegsttie Company offers at more
competitive rates and prices. If the Company isim#o attract and retain banking clients, the Canypmay be unable to continue the Bank’s
loan and deposit growth and the Company'’s busiriss)cial condition and prospects may be negatiaéfected.

Potential acquisitions may disrupt the Compé’s business and dilute stockholder value.

The Company may seek merger or acquisition parthatsare culturally similar and have experiencethagement and possess either
significant market presence or have potentialfgoroved profitability through financial managemestpnomies of scale or expanded
services. Acquiring other banks, businesses, ordies involves various risks commonly associated agquisitions, including, among other
things:

» Potential exposure to unknown or contingent lisiksi of the target compan

» Exposure to potential asset quality issues ofahget company

« Difficulty, expense, and delays of integrating theerations and personnel of the target comp
« Potential disruption to the Comp¢'s business

» Potential diversion of the Compée's manageme’s time and attentiot

» The possible loss of key employees and custometsedhrget compan

» Difficulty in estimating the value of the targetrapany.

» Potential changes in banking or tax laws or regpdatthat may affect the target compa

» Unexpected costs and dela
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» Risks that the acquired target company does nédimerconsistent with the Compé’s growth and profitability expectatior
» Risks associated with entering new markets or prodreas where the Company has limited experie

» Risks that growth will strain the Company’s infrasture, staff, internal controls and managemehticlwmay require additional
personnel, time and expenditur

» Potential sho-term decreases in profitabilit

The Company regularly evaluates merger and acguisipportunities and conducts due diligence a@tisirelated to possible transactions
with other financial institutions and financial gees companies. As a result, merger or acquisidisoussions and, in some cases,
negotiations may take place and future mergergsaquisitions involving the payment of cash or treuence of debt or equity securities may
occur at any time. Acquisitions typically involveet payment of a premium over book and market valras, therefore, some initial dilution
of the Company’s tangible book value and net incperecommon share may occur in connection withfatwre transaction. Furthermore,
failure to realize the expected revenue increases,savings, increases in geographic or prodesgoice, and/or other projected benefits
an acquisition could have a material adverse effiedhe Company’s financial condition and resuftsferations.

The Company may fail to realize the anticipated ledits of the Peoples Bank of Virginia and Waccam@ank acquisitions.

The success of the Peoples and Waccamaw acqussitiirdepend on, among other things, the Compaalikty to realize anticipated cost
savings, to combine the businesses of Peoples andathaw into the Company in a manner that doematdrially disrupt the existing
customer relationships of Peoples and Waccamawsoittrin decreased revenues resulting from anydbsastomers, and permit growth
opportunities to occur. If the Company is not ablsuccessfully achieve these objectives, the ipatied benefits of the acquisitions may not
be realized fully, or at all, or may take longergalize than expected.

The Company may engage in FDIC-assisted transacsiowhich could present additional risks to its boess.

The Company may have opportunities to acquire $iseta and liabilities of failed banks in FDIC-agistransactions, which present the risks
of acquisitions discussed above, as well as soske specific to these transactions. Because FD$tad acquisitions provide for limited
diligence and negotiation of terms, these transastmay require additional resources and timeudioh servicing acquired problem loans
and costs related to integration of personnel gredtading systems, and the establishment of prosgésseervice acquired assets. Such
transactions may also require the Company to edsi&ional capital, which may be dilutive to exigfistockholders. If the Company is une

to manage these risks, FDIC-assisted acquisitionkldave a material adverse effect on its busjrfagsmcial condition and results of
operations.

Reimbursements under loss share agreements areeslip compliance with certain requirements undéetloss share agreements, FD!
oversight and interpretation, and contractual terlimitations.

The FDIC-assisted acquisition of Waccamaw complatelline 2012 includes significant protection t® @ompany from the exposures to
prospective losses on certain assets that areesbugider loss share agreements with the FDIC. Loawsred under loss share agreements
represent 13.21% of the Company’s total loans falthvestment as of June 30, 2012. Under thesedbare agreements, the FDIC has
agreed to cover 80% of most loan and forecloseldestate losses. However, these loss share agréeimmose certain obligations on the
Company, including obligations to manage and serthe loans in a prescribed manner and to repsuttseand requests for reimbursement
periodically. The obligations on the Company urttherloss share agreements are extensive and fele@mply with any of the obligations
could result in a specific asset or group of adesiag their loss share coverage. Requests fortr@isement are subject to FDIC review and
may be delayed or disallowed for the Company’s nargiance with its obligations under the loss stegeeements. In addition, the
Company is subject to audits by the FDIC to ensorapliance with the loss share agreements.
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The loss share agreements are subject to intetipretay both the FDIC and the Company, and disagesgs may arise regarding coverag
losses, expenses, and contingencies. Additiorlallges that are currently projected to occur dutfiegloss share term may not occur until
after the expiration of the applicable loss sh@mement and those losses could have a materiatinop results of operations in future
periods. The Company’current estimates of losses include only thoseel® that it projects to occur during the lossespariod and for whic
the Company believes it will receive reimbursenfemn the FDIC at the applicable reimbursement rate.

Attractive acquisition opportunities may not be akadble in the future.

The Company expects that other banking and finhnompanies, many of which have significantly geeaesources, will compete with it to
acquire financial services businesses. This cotigeitould increase prices for potential acquisisithat the Company believes are attractive.
Also, acquisitions are subject to various regulaagprovals. If the Company fails to receive thprapriate regulatory approvals, it will not

be able to consummate an acquisition that it betié in its best interests. Among other things,@lompany’s regulators consider the
Company’s capital, liquidity, profitability, regutary compliance and levels of goodwill and intarigfowhen considering acquisition and
expansion proposals. Any acquisition could be dituto the Company’s earnings and stockholdersiteqer share of the Company’s
Common Stock and Series A Preferred Stock.

The Company’s goodwill may be determined to be iimg

As of December 31, 2012, the carrying amount ofGhepany’s goodwill was $104.87 million. The Compéaasts goodwill for impairment

on an annual basis, or more frequently if neces€@upted market prices in active markets are tis¢ ddadence of fair value and are to be
used as the basis for measuring impairment, whaitede. Other acceptable valuation methods inclugsent-value measurements based on
multiples of earnings or revenues, or similar perfance measures. If the Company determines thattinging amount of its goodwill

exceeds its implied fair value, the Company wowdddquired to write down the value of the goodwillits balance sheet. This, in turn,

would result in a charge against earnings and, thusduction in the Company’s stockholders’ eqaitd certain related capital measures.
During 2012, the Company recognized no goodwillampent.

The Company may lose members of its management taathhave difficulty attracting skilled personnel.

The Companys success depends, in large part, on its abiligtttact and retain key people. Competition forkikst people can be intense
the Company may not be able to hire such people @tain them. The unexpected loss of servicdepfpersonnel of the Company could
have a material adverse impact on its businesaubeaaf their skills, knowledge of the Company’s kedyryears of industry experience and
the difficulty of promptly finding qualified repl&ment personnel. In addition, recent regulatoryppsals and guidance relating to
compensation may negatively impact the Companyilgato retain and attract skilled personnel.

An increase in FDIC deposit insurance premiums cduhdversely affect the Compa’s earnings.

Market developments have significantly depletedDlite of the FDIC and reduced the ratio of reseeeissured deposits. As a result of
recent economic conditions and the enactment obtadFrank Act, the FDIC revised its assessment rateshawhised deposit premiums -
certain insured depository institutions. If theseréases are insufficient for the DIF to meetiitsding requirements, further special
assessments or increases in deposit insuranceymmsmaay be required. The Company is generally en@btontrol the amount of premiums
that it is required to pay for FDIC insurance Héte are additional bank or financial instituti@ildres, the FDIC may increase the deposit
insurance assessment rates. Any future assessimen¢sises or required prepayments in FDIC ins@r@nemiums may materially adversely
affect the Company’s earnings and could have anmb#zlverse effect on the value of its Common &toc
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The Company may seek to raise additional capitatlie future, and such capital may not be availalde acceptable terms or at all.

The Company may seek to raise additional capittdénfuture to provide it with sufficient capitasources and liquidity to meet its
commitments, business needs, and growth objectpaeticularly if its asset quality or earnings wesedeteriorate significantly. The
Company’s ability to raise additional capital wdipend on, among other things, conditions in tiptalamarkets at that time, which are
outside of its control, and its financial perforrmanEconomic conditions and the loss of confidénd@ancial institutions may increase the
Company'’s cost of funding and limit access to ¢ertaistomary sources of capital, including interdo&orrowings, repurchase agreements
and borrowings from the discount window of the FRBy occurrence that may limit the Company’s acdedbe capital markets may
adversely affect the Company’s capital costs andbility to raise capital and, in turn, its ligityd Accordingly, the Company cannot provide
any assurance that additional capital will be @a@é@ on acceptable terms or at all. An inabilitydise additional capital on acceptable terms
could have a materially adverse effect on the Camypgebusinesses, financial condition and resultsparations.

Liquidity risk could impair the Compar’s ability to fund operations and jeopardize itsincial condition.

Liquidity is essential to the Company’s business.iability to raise funds through deposits, boriroyg, equity and debt offerings, and other
sources could have a substantial negative effett@@Company’s liquidity. The Company’s accesautuding sources in amounts adequate to
finance its activities, or on terms attractivelie Company, could be impaired by factors that atfee Company specifically or the financial
services industry in general. Factors that coutdrdentally impact the Company’s access to liqyidiburces include a reduction in its credit
ratings, if any, an increase in costs of capitdinancial capital markets, a decrease in the lef/ék business activity due to a market
downturn or adverse regulatory action against the@any, or a decrease in depositor or investoridente. The Company’s access to
liquidity sources could also be impaired by facthiat are not specific to it, such as a severaipisn of the financial markets or negative
views and expectations about the prospects fofitaacial services industry as a whole.

The Company’s controls and procedures may fail @ @Gircumvented.

Management regularly reviews and updates the Coygparternal controls over financial reporting, dissure controls and procedures, and
corporate governance policies and procedures. #sies of controls, however well designed and opelieis based in part on certain
assumptions and can provide only reasonable, rsoflale, assurances that the objectives of thersyate met. Any failure or circumvention
of the Company’s controls and procedures or failareomply with regulations related to controls @ndcedures could have a material
adverse effect on the Company'’s business, resudtparations and financial condition.

The failure of other financial institutions could dversely affect the Company.

The Company’s ability to engage in routine fundirapsactions could be adversely affected by fufaiteres of financial institutions and the
actions and commercial soundness of other finaitsitutions. Financial institutions are intertteld as a result of trading, clearing,
counterparty and other relationships. The Compasyaxposure to different industries and countegsaand routinely executes transactions
with counterparties in the financial services irtdgiancluding brokers and dealers, commercial Isaikvestment banks, investment
companies and other institutional clients. In dartd these transactions, the Company is requivgubst collateral to secure the obligations to
the counterparties. In the event of a bankruptapswolvency proceeding involving one of such coypaeties, the Company may experience
delays in recovering the assets posted as collateraay incur a loss to the extent that the connatey was holding collateral in excess of the
obligation to such counterparty.
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In addition, many of these transactions expos&thmpany to credit risk in the event of a defaultliy Company’s counterparty or client. In
addition, the credit risk may be exacerbated whercbllateral held by the Company cannot be rediids liquidated at prices not sufficient
to recover the full amount of the loan or derivataxposure due to the Company. Any losses resuiting the Company’s routine funding
transactions may materially and adversely affactitancial condition and results of operations.

The Company is subject to environmental liabilitisk associated with lending activities.

A significant portion of the Company’s loan portéols secured by real property. During the ordinemyrse of business, the Company may
foreclose on and take title to properties secuciErgain loans. In doing so, there is a risk thahdous or toxic substances could be found on
these properties. If hazardous or toxic substaacefound, the Company may be liable for remediatiosts, as well as for personal injury
and property damage. Environmental laws may regh@eCompany to incur substantial expenses andmaagrially reduce the affected
property’s value or limit the Company'’s ability uge or sell the affected property. Although the @any has policies and procedures to
perform an environmental review before initiatimy doreclosure action on real property, these rgsimay not be sufficient to detect all
potential environmental hazards. The remediatisiscand any other financial liabilities associatétth an environmental hazard could hav
material adverse effect on the Company’s finanmdaldition and results of operations.

The Company’s information systems may experiencaraerruption or breach in security.

The Company and the Bank rely heavily on commuitnatand information systems to conduct its businesaddition, as part of its
business, the Bank collects, processes and refairsstive and confidential client and customerrimfation. The Company’s and the Bank’s
facilities and systems, and those of our thirdypsetrvice providers, may be vulnerable to secimigaches, acts of vandalism, computer
viruses, misplaced or lost data, programming anlfonan errors, or other similar events. Any failungerruption or breach in security of
these systems could result in failures or disruygtio the Company’s and the Bank’s customer reiatipp management, general ledger,
deposit, loan and other systems. While the Compaythe Bank have policies and procedures designeatvent or limit the effect of the
failure, interruption or security breach of theifdrmation systems, there can be no assurancanlyatuch failures, interruptions or security
breaches will not occur or, if they do occur, ttiety will be adequately addressed. The occurrehaayofailures, interruptions or security
breaches of the Company’s and the Bankformation systems could damage their reputatiesult in a loss of customer business, subje
Company and the Bank to regulatory scrutiny, orosepthe Company and the Bank to civil litigation gossible financial liability, any of
which could have a material adverse effect on then@any’s financial condition and results of operasi.

The Bank’s business is dependent on technology, andnability to invest in technological improvemé&nmay adversely affect the Bank’s
and the Company’s results of operations and finaalctcondition.

The financial services industry is undergoing rapichnological changes with frequent introductioheew technology-driven products and
services. The effective use of technology betteresecustomers, increases efficiency, and enalnlasdial institutions to reduce costs. The
Bank has made significant investments in data @sing, management information systems and intéargking accessibility. The Bargkanc
the Company’s future success will depend in paoihuihe Bank’s ability to create additional effiodées in its operations through the use of
technology. Many of the Bank’s competitors haveatgeresources to invest in technological improvasieThere can be no assurance that
the Bank’s technological improvements will increétse Bank's operational efficiency or that the Bavikk be able to effectively implement
new technology-driven products and services omgeessful in marketing these products and sert@#és customers.
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Risks Associated with the Company’s Common Stock
The Company’s Common Stock price can be volatile.
Stock price volatility may make it more difficuldif holders of the Company’s Common Stock to regk#n desired. The Company’s
Common Stock price can fluctuate significantly@sponse to a variety of factors including, amorgothings:
e Actual or anticipated variations in quarterly résuf operations
« Recommendations by securities analy
e Operating and stock price performance of other @onigs that investors deem comparable to the Com
* News reports relating to trends, concerns and asisees in the financial services indus
» Perceptions in the marketplace regarding the Cognpad/or its competitor:
* New technology used, or services offered, by coitgrst

» Significant acquisitions or business combinatiatisgtegic partnerships, joint ventures or capitahmitments by or involving the
Company or its competitor

» Failure to integrate acquisitions or realize apatéd benefits from acquisitior
» Changes in government regulatio
» Geopolitical conditions such as acts or threatewbrism or military conflicts

General market fluctuations, industry factors aadegal economic and political conditions and evensh as economic slowdowns or
recessions, interest rate changes or credit lessl$t could also cause the Company’s Common Sticx o decrease regardless of operating
results.

The trading volume in the Company’s Common Stochkdss than that of other larger financial servicesmpanies.

Although the Company’s Common Stock is listed fading on the NASDAQ), the trading volume in its Goon Stock is less than that of
other, larger financial services companies. A putsthding market having the desired characteristickepth, liquidity and orderliness depe

on the presence in the marketplace of willing bayard sellers of the Company’s Common Stock agaran time. This presence depends on
the individual decisions of investors and genecahemic and market conditions over which the Corggdaas no control. Given the lower
trading volume of the Company’s Common Stock, sigant sales of the Company’s Common Stock, ometkgectation of these sales, could
cause the Company’s stock price to fall.

The Company may not continue to pay dividends an@mmon Stock in the future.

The Company’s Common Stockholders are only entitber@ceive such dividends the Company’s boardrettbrs declares out of funds
legally available for such payments. Although ther(@any has historically declared cash dividendéso@ommon Stock, it is not required to
do so and may reduce or eliminate its Common Stbgkend in the future. This could adversely affdet market price of the Company’s
Common Stock. Also, the Company is a financial hgjdcompany and its ability to declare and paydbvids is dependent on certain federal
regulatory considerations, including the guidelinéthe Federal Reserve Board regarding capitaj@aiey and dividends.

An investment in the Compar's Common Stock is not an insured deposit.

The Company’s Common Stock is not a bank deposit tuerefore, is not insured against loss by th&C-Bny other deposit insurance fund
or by any other public or private entity. Investrhgnthe Company’s Common
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Stock is inherently risky for the reasons descriloetthis “Risk Factors” section and elsewhere is tieport and is subject to the same market
forces that affect the price of common stock in eospany. As a result, holders of the Company’s @om Stock could lose some or all of
their investment.

Certain banking laws may have an anti-takeover effe

Provisions of federal banking laws, including regaty approval requirements, could make it mor@atilt for a third party to acquire the
Company, even if doing so would be perceived tbéreficial to the Company’s shareholders. Theseigioms effectively inhibit a non-
negotiated merger or other business combinatiorghyim turn, could adversely affect the marketerof the Company’s Common Stock.

The Company issued Series A Preferred Stock, whanhks senior to its Common Stock.

The Company issued 18,921 shares of Series A Pedf&tock in May 2011. The Series A Preferred Staoks senior to shares of the
Company’s Common Stock. As a result, the Companstmake dividend payments on its Series A Prefegtedk before any dividends can
be paid on the Company’s Common Stock and, in ¥eateof its bankruptcy, dissolution or liquidatighe holders of the Series A Preferred
Stock must be satisfied before any distributions e made on the Company’s Common Stock. If the @my does not remain current in the
payment of dividends on the Series A PreferrediStoc dividends may be paid on its Common Stocladdition, the dividends declared on
the Series A Preferred Stock will reduce any netiine available to holders of Common Stock and ageper common share. As of
December 31, 2012, 17,421 shares of Series A Peef&tock were outstanding.

ITEM 1B. Unresolved Staff Comments
The Company has no unresolved staff comments tiediiing date of this 2012 Annual Report on FatfiK.

ITEM 2.  Properties.

The Companys corporate headquarters are located in Bluefiéitgjnia, where the Company owns and occupies apprately 36,000 squa
feet of office space. In addition to its corporagadquarters, the Company operated 71 bankingrsetdan production, administrative, and
other financial services offices through its comityubank subsidiary, First Community Bank (the “B&n at December 31, 2012, of which
50 were owned and 21 were leased or located oaddasd. The banking centers were located throug¥inginia, West Virginia, North
Carolina, South Carolina, and Tennessee. The Caoyripaiso the parent company of Greenpoint Inswdioup, Inc. (“Greenpoint”),
headquartered in High Point, North Carolina, a-$ealfvice insurance agency offering commercial aardgnal lines of insurance. Including its
headquarters, Greenpoint operated 6 insuranceesfitDecember 31, 2012, of which 1 was owned,r8 \eased, and 2 were located within
the Company'’s banking centers. The insurance agefficgs were located throughout North Carolina,sf\Wrginia, and Virginia. There
were no mortgages or liens against any propertii@fCompany. A complete list of all branch and Alddations can be found on the
Company’s website at www.fcbinc.com. Informatiomtned on such website is not part of this AnRegbort on Form 10-K. See “Note 7 —
Premises and Equipment” of the Notes to Consolilateancial Statements in Iltem 8 herein.

ITEM 3.  Legal Proceedings

The Company is currently a defendant in variougllegtions and asserted claims in the normal cafrbasiness. Although the Company
and legal counsel are unable to assess the ultionateme of each of these matters with certaitigy &re of the belief that the resolution of
these actions should not have a material advefset e the financial position, results of operaipor cash flows of the Company.

ITEM 4.  Mine Safety Disclosures
None.
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PART Il

ITEM 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securities
Common Stock Market Prices and Dividends

The number of Common Stockholders of record ondmalyr27, 2013, was 2,942 and outstanding sharaketb20,047,484. The number of
Common Stockholders is measured by the numbercofdenolders. The Company’s Common Stock tradeh®mNASDAQ Global Select
market under the symbol, “FCBC.”

The Company'’s ability to pay dividends on its Conm&iock is principally dependent on the Bank’sigbtb pay dividends to the Company,
which is subject to various regulatory restrictiamsl limitations. For information on the regulatoegtrictions and limitations on the ability
the Company to pay dividends to its stockholdes@nthe Bank to pay dividends to the Company,‘Besiness — Regulation and
Supervision — The Company — Regulatory Restrictmm®ividends; Source of Strength.” and “Busine$®egulation and Supervision — The
Bank — Restrictions on Distribution of Subsidiargri&x Dividends and Assets” in Iltem 1 herein. Casfidénds on Common Stock totaled
$0.43 per share for 2012 and $0.40 per share ifh.Z0dtal dividends paid on Common Stock for thergemded December 31, 2012 and
2011, totaled $8.16 million and $7.16 million, resfively. Total cash dividends paid on the Compsaui8geries A Preferred Stock for the years
ended December 31, 2012 and 2011, totaled $1.1®mdnd $558 thousand, respectively.

The following table sets forth the high and lowcstprices and dividends paid per share on the Cagip&ommon Stock during the periods
indicated:

2012 2011
High Low High Low
Sales Price Per Shar
First quartel $13.8¢ $11.8¢ $15.4:¢ $12.2¢
Second quarte 14.4: 11.8¢ 15.21 12.9¢
Third quartel 15.8¢ 13.91 14.6(C 9.4C
Fourth quarte 16.22 14.2¢ 13.0z 9.4¢
2012 2011
Cash Dividends Per Share
First quartel $0.1( $0.1C
Second quarte 0.11 0.1C
Third quartel 0.11 0.1C
Fourth quarte 0.11 0.1C
Total $0.4° $0.4C

Information regarding compensation plans under ki@ Company’s equity securities are authorizedskuance are hereby incorporated by
reference from Item 12 of this Annual Report onrRdi0-K.
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Stock Repurchase Plan

The following table provides information with regpéo purchases made by or on behalf of the Compaiayy “affiliated purchaser” (as
defined in Rule 10b-18(a)(3) under the Exchangg sicthe Company’s Common Stock during the fountlanter of 2012:

Total

Total Number of Maximum Number of
Number of Average Shares Purchased ¢
Price Paic Shares That May
Shares Part of a Publicly Yet be Purchased
Purchasec per Share Announced Plan Under the Plan(®)
October -31, 201z — $ — — 877,57
November -30, 2012 49,43¢ 14.91 49,43¢ 828,13¢
December -31, 2012 18,00( 15.2¢ 18,00( 810,13¢
Total 67,43¢ $ 15.0( 67,43¢

(1) The Company’s stock repurchase plan, as ameadéabrized the purchase and retention of upi0Q000 shares. The plan has no
expiration date and currently is in effect. No det@ation has been made to terminate the plan cease making purchases. The
Company held 289,861 shares in treasury at Decegihet012
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Total Return Analysis

The following chart was compiled by SNL Financi& Land compares cumulative total shareholder ragfithe Company’s Common Stock
for the five-year period ended December 31, 20%th the cumulative total return of the S&P 500 Indlhe NASDAQ Composite Index, and
the Asset Size & Regional Peer Group. The Asset &iRegional Peer Group consists of 50 bank holdmgpanies that are traded on the
NASDAQ, OTC Bulletin Board, and pink sheets wittedassets between $1 billion and $5 billion arellacated in the Southeast Regior
the United States. The cumulative returns includevestment of dividends by the Company.

Total Return Performance

== First Community Bancshares, Inc.
150) —l— 55 500 -——
—k— NASDAL Composite
125 —o— Asset & Regional Peer Group™ -
TEI; 1K}
£
1=
75
0 -
{} : :
L2107 1231008 1243 109 L2311 12131711 12/31/12
Period Ending
Index 12/31/07  12/31/08 12/31/0¢ 12/31/1C  12/31/11  12/31/12
First Community Bancshares, Inc. 100.0C 113.2t 40.0¢ 51.1% 44.1: 58.2¢
S&P 500 100.0C 63.0C 79.6¢ 91.6¢ 93.61 108.5¢
NASDAQ Composite 100.0C 60.0z 87.2¢ 103.0¢ 102.2¢ 120.4:
Asset & Regional Peer Gro® 100.0( 94.41 69.7¢ 74.8: 66.9: 76.91

(1) The Asset Size & Regional Peer Group consistseofollowing institutions: 1st United Bancormcl, American National Bankshares,
Inc., Ameris Bancorp, BancTrust Financial Group, JiBank of the Ozarks, Inc., BNC Bancorp, Burkél&rbert Bank & Trust
Company, Capital City Bank Group, Inc., Cardinaldficial Corporation, Carter Bank & Trust, CentetStanks, Inc., City Holding
Company, Colony Bankcorp, Inc., Eastern VirginimBshares, Inc., Fidelity Southern Corporation, tfBancorp, First Citizens
Bancshares, Ins., First Farmers and Merchants @atipn, First Financial Holdings, Inc., First M&Fo@poration, First Security Group,
Inc., First Southern Bancorp, Inc., FNB United Cofpreat Florida Bank, Hamilton State Bancshams, Hampton Roads Bankshares,
Inc., Home BancShares, In
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Middleburg Financial Corporation, Monarch Finandialdings, Inc., National Bankshares, Inc., NewBgdancorp, Palmetto
Bancshares, Inc., Park Sterling Corporation, Peopsncorp of North Carolina, Inc., Pinnacle FinahBiartners, Inc., Premier Financ
Bancorp, Inc., Renasant Corporation, SCBT Finar@@poration, Seacoast Banking Corporation of BmriSimmons First National
Corporation, Southeastern Bank Financial CorpaonatBouthern BancShares (N.C.), Inc., State Banérfeiial Corporation, StellarOne
Corporation, Summit Financial Group, Inc., TowneRBddnion First Market Bankshares Corporation, \fiilgiCommerce Bancorp, In
Wilson Bank Holding Company, and Yadkin Valley Fic&l Corporation. The returns of each of the foirg institutions have been
weighted according to their respective stock mackgitalization at the beginning of each periodvibich a return is indicate:
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ITEM 6.

The following consolidated selected financial datderived from the Company’s audited financiatestgents as of and for the five years
ended December 31, 2012. The consolidated finadatal should be read in conjunction with Managefaddiscussion and Analysis of
Financial Condition and Results of Operations dredG@onsolidated Financial Statements and relategbocluded in this Annual Report on
Form 10-K. All of the Company’s acquisitions duritige five years ended December 31, 2012, were ateddor using the purchase method.
Accordingly, the operating results of the acquicechpanies are included with the Company’s restiltperations since their respective dates

Selected Financial Data

of acquisition.

At or for the year ended December 31

Five-Year Selected Financial Date 2012 2011 2010 2009 2008
(Amounts in thousands, except per share ¢
Balance Sheet Summary (at end of perioc
Securities $ 535,17 $ 485,92 $ 484,70: $ 493,51: $ 529,39
Loans held for sal 6,672 5,82( 4,69¢ 11,57¢ 1,024
Loans held for investment, net of unearned

income 1,724,65. 1,396,06 1,386,20! 1,393,93 1,298,15
Allowance for loan losse 25,77( 26,20¢ 26,48: 24,271 17,78
Total asset 2,728,86' 2,164,78 2,244,23 2,273,28: 2,132,18
Deposits 2,030,17! 1,543,46 1,620,95! 1,645,96! 1,503,75!
Borrowings 313,55! 295,14 332,08 352,55¢ 381,79:
Total liabilities 2,372,54. 1,859,06! 1,974,36! 2,021,01 1,912,97
Preferred stoc 17,42: 18,92: — — 41,50(
Total stockholder equity 356,32: 305,72¢ 269,87¢ 252,26° 219,21!
Summary of Earnings
Interest incom: $ 109,65t $ 94,17¢ $ 103,58: $ 107,93 $ 110,76!
Interest expens 19,60( 22,147 29,72t 38,68: 44,93(
Net interest incom 90,05¢ 72,02¢ 73,851 69,25: 65,83!
Provision for loan losse 5,67¢ 9,04 14,757 15,80: 9,22¢
Net interest income after provision for lo

losses 84,37¢ 62,98: 59,10( 53,45 56,60¢
Noninterest incom 36,71( 35,53¢ 40,50¢ (53,677 2,37¢
Noninterest expens 78,38 68,91¢ 69,94 66,62/ 60,51¢
Income (loss) before income tax 42,70¢ 29,60 29,66: (66,85() (1,539
Income tax expense (bene! 14,12¢ 9,57: 7,81¢ (28,159 (3,487)
Net income (loss 28,577 20,02¢ 21,84° (38,69¢) 1,95¢
Dividends on preferred stot 1,05¢ 703 — 2,16( 25k
Net income (loss) available to comm

shareholder 27,51¢ 19,32¢ 21,84° (40,85¢) 1,69¢
Per Share Data
Basic earnings (loss) per common st $ 1.44 $ 1.0¢ $ 1.2 $ (2.75) $ 0.1t
Diluted earnings (loss) per common sh $ 1.4C $ 1.07 $ 1.2 $ (2.75) $ 0.1t
Cash dividends per common sh $ 0.4: $ 0.4C $ 0.4C $ 0.3C $ 1.1z
Book value per common share at \-end® $  16.7¢ $  15.9¢ $ 15.17 $  14. $ 15.3¢
Selected Ratios
Return on average ass 1.1(% 0.8&% 0.97% -1.82% 0.0&€%
Return on average common eqt 8.7% 6.81% 8.11% -16.7% 0.86%
Average equity to average ass 13.3%% 13.4%% 11.91% 10.9%% 9.8€%
Dividend payou 29.8% 37.0% 32.52% N/M® N/M©®
Total risk-based capital rati 16.7(% 18.15% 15.3"% 13.81% 12.9%
Leverage ratic 9.96% 11.5% 9.44% 8.51% 9.7(%

(1) N/M = Not meaningfu

(2) Book value per common share at y-end is defined as stockhold’ equity divided by e-converted common shares outstanc
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ITEM 7.  Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Executive Overview

First Community Bancshares, Inc. (the “Company’a financial holding company that, through its banksidiary, provides commercial
banking services and has positioned itself as immagcommunity bank and a financial services ali¢ive to larger banks which often prov
less emphasis on personal relationships, and sncaltemunity banks which lack the capital and resesiito efficiently serve customer nee
The Company has focused its growth efforts on ngldinancial partnerships and more enduring andpete relationships with businesses
and individuals through a very personal and loppraach to banking and financial services. The Camg@and its operations are guided by a
strategic plan which includes growth through acgjoiss and through office expansion in market aieakiding Virginia, West Virginia,

North Carolina, South Carolina, and Tennessee.&\thgé Compar’s mission remains that of a community bank, mansayg believes that
entry into new markets will accelerate the Comparmybwth rate by diversifying the demographicstettustomer base and customer
prospects and by generally increasing its salesandce network.

Economy

The local economies in which the Company operatesli@erse and span a five-state region. The ec@®aof West Virginia and Southwest
Virginia have significant exposure to extractivdustries, such as coal, timber and natural gasldds¢ economies in the central portion of
North Carolina have suffered in recent years duereign competition in both furniture and textiles well as consolidation in the financ
services industry. Despite these detractions, tbaamies in this region continue to benefit froniaveal companies operating in the Triad
Central Piedmont area of North Carolina. The Eastrginia local economies have, in recent yeaesdfited from key corporate and
government activities. The economy in Eastern Tesee continues to benefit from the stability ohleigeducation, healthcare services, and
tourism. The local economies in the northeastertiggoof South Carolina and the southeastern poioNorth Carolina benefit from touris
and military activities.

Despite the stable and positive aspects of th@nagjeconomies the Company primarily operateshigsd markets have experienced
significant declines in residential development aodstruction which are consistent with nationahtts. These declines have led to
contraction in residential land development andstrmiction, which has historically been importaningmnents of the Company’s lending
activities. The economies of the Company’s SouthWwéginia and West Virginia markets have remairs¢éable compared with the national
economy and unemployment levels were generally ddlgn the national average at December 31, 2012.

Competition

As the Company competes for increased market simargrowth in both loans and deposits, it contirtoemncounter strong competition from
many sources. Many of the markets targeted by tiragainy are also being entered by other banks irbpeend distant markets. The
expansion of banks, credit unions, and other depesitory financial companies over recent yeassitt@nsified competitive pressures on
deposit generation and retention. Competitive foingact the Company through pressure on intefektsy product fees, and loan structure
and terms; however, the Company has countered fiiessures with its relationship style of bankicgnpetitive pricing, cost efficiencies,
and a disciplined approach to loan underwriting.

Application of Critical Accounting Policies

The Company’s consolidated financial statementperpared in accordance with U.S. generally acdepteounting principles (“GAAP”)
and conform to general practices within the bankirlystry. The Company’s financial position andutessof operations are affected by
managemens$ application of accounting policies, includingguaents made to arrive at the carrying value oftass®d liabilities and amour
reported for revenues, expenses and related diselasDifferent assumptions in the applicationhafse policies could result in material
changes in the Company'’s consolidated financiaitiposand consolidated results of operations.

34



Table of Contents

Estimates, assumptions, and judgments are necqzsacipally when assets and liabilities are regdito be recorded at estimated fair value,
when a decline in the value of an asset carrietheffinancial statements at fair value warrantggwairment write-down or valuation reserve
to be established, or when an asset or liabiligdsgo be recorded based upon the probability @iroence of a future event. Carrying assets
and liabilities at fair value inherently resultsmore financial statement volatility. The fair vatuand the information used to record valuation
adjustments for certain assets and liabilitiesbased either on quoted market prices or are prdvigethird party sources, when available.
When third party information is not available, vaiion adjustments are estimated by management pigirttarough the use of financial
modeling techniques and appraisal estimates.

The Company’s accounting policies are fundamentahderstanding Management’s Discussion and Arabfskinancial Condition and
Results of Operation. The following is a summaryhaf Company’s more subjective and complex “critigaounting policies.” In addition,
the disclosures presented in the Notes to Congetidainancial Statements and in Management’s D&sgnsnd Analysis of Financial
Condition and Results of Operations provide infaioraon how significant assets and liabilities eatued in the financial statements and
those values are determined. Based on the valuggabmiques used and the sensitivity of finandiaiesnent amounts to the methods,
assumptions, and estimates underlying those amauatsagement has identified investment valuatieterdhination of the allowance for
loan losses, accounting for acquisitions and intdag@ssets, and accounting for income taxes aadb@unting areas that require the most
subjective or complex judgments.

Investment Securitie

Management performs an extensive review of thestment securities portfolio quarterly to determiine cause of declines in the fair valu
each security within each segment of the portfdlltee Company uses inputs provided by an indepentedtparty to determine the fair
values of its investment securities portfolio. Itgpprovided by the third party are reviewed andalmorated by management. Evaluations of
the causes of the unrealized losses are perforongeteérmine whether the impairment is temporargtber-than-temporary in nature.
Considerations such as the Company'’s intent ariyatioi hold the securities, recoverability of tiwested amounts over the Company’s
intended holding period, severity in pricing deelicredit rating, and receipt of amounts contrdlytutue, among other factors, are applied in
determining whether a security is other-than-teraplyrimpaired. If a decline in value is determirtedbe other-than-temporary, the value of
the security is reduced and a corresponding chtargarnings is recognized.

Allowance for Loan Losst

The allowance for loan losses is maintained avel lmanagement deems sufficient to absorb probdabses inherent in the loan portfolio,
is based on management’s evaluation of the riskisaroan portfolio and changes in the nature aidme of loan activity. The Company
consistently applies a review process to periolji@laluate loans for changes in credit risk. Triscess serves as the primary means by
which the Company evaluates the adequacy of tbevatice for loan losses.

The Company determines the allowance for loan fobganaking specific allocations to impaired loémet exhibit inherent weaknesses and
various credit risk and by general allocationsammercial, residential real estate, and consunzarddy giving weight to risk ratings,
historical loss trends and management’s judgmemt@ming those trends, and other relevant factdrese factors may include, but are not
limited to, actual versus estimated losses, rediand national economic conditions, business segarah portfolio concentrations, industry
competition and consolidation, and the impact ofggopment regulations. The foregoing analysis i$quered by management to evaluate the
portfolio and calculate an estimated valuationvadloce through a quantitative and qualitative ansitygt applies risk factors to those
identified risk areas.

This risk management evaluation is applied at tlo¢hportfolio level and the individual loan level ftommercial loans and credit
relationships while the level of consumer and residl mortgage loan allowance is
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determined primarily on a total portfolio level ledson a review of historical loss percentages dheraualitative factors including
concentrations, industry specific factors and eoatinaconditions. The commercial portfolio requiresnmspecific analysis of individually
significant loans and the borrower’s underlyinghctisw, business conditions, capacity for debt ygpant and the valuation of secondary
sources of payment, such as collateral. This aisafyay result in specifically identified weaknesaes corresponding specific impairment
allowances. While allocations are made to spelfins and classifications within the various catigoof loans, the allowance for loan los
is available for all loan losses.

The use of various estimates and judgments in tmpgany’s ongoing evaluation of the required levaltowance can significantly impact
the Company’s results of operations and finana@aldition and may result in either greater provisiagainst earnings to increase the
allowance or reduced provisions based upon manag&nweirrent view of the portfolio and economic ddions and the application of
revised estimates and assumptions. Differencesdagtw@ctual loan loss experience and estimategfieeted through adjustments that are
made by increasing or decreasing the loan lossgioovbased upon current measurement criteria.

Acquisitions and Intangible Asst

The Company may, from time to time, engage in lrssrcombinations with other companies. Purchasmiatiog requires the recording of
underlying assets and liabilities of the entity @oed at their fair market value. Any excess of poechase price of the business over the net
assets acquired is recorded as goodwill. In ingtmmdere the price of the acquired business idlessthe net assets acquired, a gain on
purchase is recorded. Fair values are assigned basguoted prices for similar assets, if readilgikable, or appraisal by qualified
independent parties for relevant asset and lighilitegories. Financial assets and liabilitiestgpecally valued using discount models which
apply current discount rates to streams of cash. fil of these valuation methods require the usassumptions which can result in alternate
valuations and varying levels of goodwill and amtsusf bargain purchase gain and, in some casestiaaimn expense or accretion income.

Management must also make estimates of usefularosgic lives of certain acquired assets and ligddli These lives are used in establis|
amortization and accretion of some intangible asaetl liabilities, such as the intangible assodiatith core deposits acquired in the
acquisition of a commercial bank.

Goodwill is recorded as the excess of the purchése, if any, over the fair value of the acquirext assets and is allocated to reporting units
at acquisition. Goodwill is tested annually in tbarth quarter for possible impairment by compatting fair value of each reporting unit to its
book value, including goodwill (step 1). If therfaalue of the reporting unit is greater than ek value, no goodwill impairment exists.
However, if the book value of the reporting unigigater than its determined fair value, goodwilpairment may exist and further testing is
required to determine the amount, if any, of thiei@ampairment loss (step 2). The step 1 tesizetla combination of two methods to
determine the fair value of the reporting unitse T@ompany maintains two reporting units, CommuB#ypking and Insurance Services. For
both reporting units, a discounted cash flow masleleated projecting cash flows from operationthefbusiness reporting unit, the results of
which are weighted 70%. For the Community Bankiggorting unit a market multiple model utilizes gritw net income and price to tangible
book value inputs for closed transactions and éotaén common sized institutions and the resubtsngighted 30%. For the Insurance
Services reporting unit the market multiple modainarily utilizes price to sales for closed trantsats and certain similar industry public
companies and the results are weighted 30%. Theesuits for both reporting units are then compaoettie respective book values to
consider if impairment is evident. To determine ¢lerall reasonableness of the reporting unit cdatfmns, the combined computed fair
value is then compared to the overall market chpétigon of the consolidated Company to determhrelevel of implied control premium.

The discounted cash flow analysis uses estimatémiform of growth and attrition rates, anticightates of return, and discount rates. These
estimates have a direct bearing on the resultsediimipairment testing and serve as the basis foagament’s conclusions as to potential
impairment.

The results of the step 1 analysis performed dufiegourth quarter of 2012 determined that no immpant was evident for either reporting
unit.
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Income Taxe

The establishment of provisions for federal antesitecome taxes is a complex area of accountinghwaiso involves the use of judgments
and estimates in applying relevant tax statutes. Gbmpany operates in multiple state tax jurisdictiand this requires the appropriate
allocation of income and expense to each statedb@sa variety of apportionment or allocation ba3ée Company is also subject to audi
federal and state tax authorities. Results of tlaeskts may produce indicated liabilities whichfeliffrom Company estimates and provisions.
The Company continually evaluates its exposuressible tax assessments arising from audits amildgdts estimate of possible exposure
based on current facts and circumstances.

Deferred tax assets and liabilities are recogniaethe tax effects of differing carrying valuesasfsets and liabilities for tax and financial
statement purposes that will reverse in futurequsri Deferred tax assets and liabilities are redtbat currently enacted income tax rates
applicable to the period in which the deferreddagets or liabilities are expected to be realizezbtiled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities grestadl through the provision for income taxes. Whecoertainty exists concerning the
recoverability of a deferred tax asset, the cagyialue of the asset may be reduced by a valuatiowance. The amount of any valuation
allowance established is based upon an estimdbe afeferred tax asset that is more likely thantodie recovered. Increases or decreases in
the valuation allowance result in increases orels#s to the provision for income taxes.

Recent Acquisitions and Divestitures

On June 8, 2012, the Company entered into a puedras assumption agreement with loss share arrargemwith the Federal Deposit
Insurance Corporation (“FDIC”) to purchase certassets and assume substantially all of the custdepasits and certain liabilities of
Waccamaw Bank (“Waccamaw”). Waccamaw, a full sendgommunity bank headquartered in Whiteville, N&@#rolina, operated sixteen
branches throughout North and South Carolina. Atiaition, Waccamaw had total assets of approxitp&e00.64 million, loans of
approximately $318.35 million, and deposits of apimately $414.13 million. As a result of the agjtibn and the preliminary purchase
price allocation, approximately $10.90 million wasorded as goodwill, which represents the exceteoralue of the consideration
transferred over the fair value of the net assasiiged including indentified intangibles. Undee tBingle-Family Sharedess Agreement ar
the Commercial Shared-Loss Agreement with the FEHE FDIC has agreed to cover 80% of most loanfaratlosed real estate losses. All
assets acquired and liabilities assumed are red@idestimated fair value on the date of acquisitithese fair value estimates are considered
preliminary, and are subject to change for up te year after the closing date of the acquisitioadditional information relative to closing
date fair values may become available. After tlitiairacquisition, the Company agreed to purchase properties totalling $1.80 million
from the FDIC.

On May 31, 2012, the Company completed the acquisitf Peoples Bank of Virginia (“Peoples”), basedRichmond, Virginia. Peoples, a
full service community bank, operated four brandhesughout the Richmond area. At acquisition, Feppad total assets of approximately
$275.76 million, loans of approximately $184.84lioil, and deposits of approximately $232.75 milliaimder the terms of the merger
agreement, shares of Peoples were exchanged 8 B6cash and 1.07 shares of the Company’s constoak, resulting in a purchase price
of approximately $40.28 million. As a result of thequisition and the preliminary purchase pricecation, approximately $10.21 million w
recorded as goodwill, which represents the excedgeoralue of the consideration transferred olierfair market value of the net assets
acquired including indentified intangibles. Theak ¥alue estimates are considered preliminary,aardsubject to change for up to one year
after the closing date of the acquisition as addél information relative to closing date fair vedumay become available.

Greenpoint Insurance Group (“Greenpoint”), a whallyned subsidiary of the Company, has acquired sexmance agencies and sold tt
since its acquisition by the Company in SeptemB&72During 2012, Greenpoint did not acquire of @y insurance agencies; however,
$366 thousand was received from earn-out paymetfated to agency sales in 2011. During 2011, Greiehpeceived aggregate cash of
$1.58 million from the sale of two insurance ageacDuring 2010, Greenpoint paid aggregate cassideration of $190 thousand in
connection with the acquisition of one insuranceray.
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Results of Operations
2012 Compared To 2011

Net income increased $8.55 million, or 42.69%,28.$8 million for the year ended December 31, 2@b®pared with $20.03 million for tl
year ended December 31, 2011. Net income avaitaldemmon shareholders increased $8.19 milliod,2040%, to $27.52 million for th
year ended December 31, 2012, compared with $18iidn for the same period of 2011. Basic and @itliearnings per common share
yearend 2012 were $1.44 and $1.40, respectively, agpaced to basic and diluted earnings per commoreshayearend 2011 of $1.08 ai
$1.07, respectively. Return on average assets Wa%alin 2012 compared to 0.88% in 2011. Returnvamage common equity was 8.70% in
2012 compared to 6.81% in 2011.

Net Interest Income

Net interest income, the largest contributor tongeys, increased $18.03 million, or 25.03%, forykar ended December 31, 2012, comp.
with the same period of 2011. Tax equivalent negrest income increased $17.82 million, or 23.7&%the year ended December 31, 2012,
compared with the same period of 2011. The incraatex equivalent net interest income was prinyatile to the increase in average eari
assets from the Peoples and Waccamaw acquisitimheeductions in the rates paid on interest-beatampsits resulting from the sustained
low rate environment.

For purposes of this discussion, net interest irc@presented on a tax equivalent basis to pravictemparison among all types of interest
earning assets. The tax equivalent basis adjusteddax-favored status of income from certaimkand investments. Although this is a non-
GAAP measure, management believes this measureriswidely used within the financial services inmysnd provides better
comparability of net interest income arising fraamable and tax-exempt sources. We use this measmienitor net interest income
performance and to manage its balance sheet cotiogpo&ee the table titled Average Balance Shesdd\et Interest Income Analysis).

Average earning assets increased $257.70 millidreaerage interest-bearing liabilities increase®@0$29 million during 2012, as compared

to the prior year. The yield on average earningtasscreased 11 basis points to 5.12% during 2@h2 5.01% at yeaend 2011. The rate ¢
average interest-bearing liabilities decreaseda&isipoints to 1.05% during 2012 from 1.32% atysat 2011. Average balances and inte
yield/rate changes for earning assets and in-bearing liabilities resulted in a net intereserapread that was 38 basis points higher for year
end 2012 compared with the same period of 2011.n@unterest margin increased 36 basis pointgdarend 2012, compared with the se
period of 2011.

The tax equivalent yield on loans increased 17shaaints for the year ended December 31, 2012, acedpwith the same period of 2011."
equivalent loan interest income increased $17.8@omior 23.76%, for the year ended December 8122 compared with the same period of
2011. The increase in interest income on loanspsiagarily due to the Peoples and Waccamaw acqoistiThe Company expects that the
effects of the interest accretion will be signifitig lessened in future periods.

The tax equivalent yield on available-for-sale siims decreased 61 basis points for the year ebéegmber 31, 2012, compared with the
same period of 2011. The decrease was largelydtieetnew investment and reinvestment of procerxais $ales, maturities, prepayments,
and cash in lower yielding securities. The avetzgance of held-to-maturity securities continuedégline as securities were called or
matured and were not replaced.

The tax equivalent yield on interds¢aring deposits with banks increased 8 basisp@inthe year ended December 31, 2012, comparix
the same period of 2011. Interest-bearing depwasitsbanks are comprised primarily of excess ligyitept at the Federal Reserve that bears
overnight market rates.

The average balance of interest-bearing demandsidepocreased $28.76 million, or 10.37%, and trerage rate paid on those deposits
decreased 10 basis points for the year ended Dexe3ith2012, compared with the
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same period of 2011. The average balance of sadiegssits increased $61.17 million, or 14.91%, thedaverage rate paid on those deposits
decreased 10 basis points for the year ended Dexe3ith2012, compared with the same period of 20h#&.average balance of time depc
increased $93.90 million, or 13.75%, and the averate paid on those deposits decreased 49 basts fmr the year ended December 31,
2012, compared with the same period of 2011. Tleeame balance of noninterest-bearing demand deposieased $63.72 million, or
28.54%, for the year ended December 31, 2012, cadpeith the same period of 2011. These increaathbes during the year ended
December 31, 2012, were primarily due to the Pesopiel Waccamaw acquisitions.

The average balance of federal funds purchasedared $413 thousand to $490 thousand for gedr2012 compared to $77 thousand fo
same period of 2011. The average balance of refailrchase agreements, including collateralizeadl ¢posits and commercial treasury
accounts, decreased $4.96 million, or 5.93%, aadtierage rate paid on those funds decreaseds8guasts for the year ended Decembe
2012, compared with the same period of 2011. Tleeedse in the average balance of retail repurchgeements was primarily due to lower
balances in commercial treasury accounts in the slmnomy, which were slightly offset by the Pesmad Waccamaw acquisitions. The
average balance of wholesale repurchase agreeimergased $5.16 million, or 10.33%, and the averagepaid on those funds decrease
basis points for the year ended December 31, 2fifi@pared with the same period of 2011. The avdvatpnce of FHLB advances and other
borrowings increased $6.35 million, or 3.75%, ameldverage rate paid on those funds decreaseds?poast for the year ended

December 31, 2012, compared with the same peri@@bf.

39



Table of Contents

(Amounts in thousand
Earning assel
Loans held for investmer(2)
Available-for-sale securitie
Held-to-maturity securitie:
Interes-bearing deposits with ban
Total earning asse
Other asset
Total

Interes-bearing liabilities
Demand deposil
Savings deposil
Time deposit:
Total interes-bearing deposit
Federal funds purchas
Retail repurchase agreeme
Wholesale repurchase agreeme

FHLB borrowings and other long-term

debt
Total borrowings
Total interest-bearing
liabilities
Noninteres-bearing demand depos
Other liabilities
Stockholder’ equity
Total
Net interest income, t-equivalent
Net interest rate spred3)

Net interest margi(4)

Average Balance Sheets and Net Interest Income Alyals

2012 2011 2010
Interest Interest Interest
Average Income/ Average Average Income/ Average Average Income/ Average

Balance Expense® Yield/Rate @) Balance Expense () Yield/ Rate @)  Balance Expense @) Yield/ Rate ()
$1,61155 $  96,80! 6.01% $1,382,09 $ 80,74. 5.84% $1,400,06 $  84,90¢ 6.0€%
502,41¢ 15,17( 3.02% 434,58: 15,77¢ 3.6% 492,70: 21,31! 4.3"%
2,62 171 6.52% 3,99¢ 33: 8.32% 6,29¢ 532 8.4€%
77,85 25¢ 0.3%% 116,06: 28t 0.25% 81,98 194 0.2%%
2,194,44 $ 112,40 512% 1,936,74 $ 97,13t 5.01% 1,981,05 $ 106,94t 5.4(%

316,48! 258,89 282,00!

$2,510,93 $2,195,63! $2,263,05!
$ 306,01¢ $ 18t 0.06% $ 277,26: $ 431 0.1€% $ 252,47. $ 98C 0.3%
471,401 55€ 0.12% 410,24( 88¢ 0.22% 421,18 2,751 0.65%
776,90: 9,23] 1.1%% 682,99 11,47 1.68% 760,28t 16,15¢ 2.12%
1,554,32 9,972 0.64% 1,370,50 12,78¢ 0.99% 1,433,94 19,88 1.3%%

49C 2 0.41% 77 — 0.0(% — — —

78,60¢ 44¢ 0.57% 83,56« 544 0.65% 97,53: 992 1.02%
55,16! 2,02¢ 3.67% 50,00( 1,881 3.7% 50,00( 1,872 3.7%%
175,33 7,15¢ 4.0% 168,98t 6,92¢ 4.1(% 194,46: 6,97/ 3.5%
309,59 9,62¢ 3.11% 302,62¢ 9,35¢ 3.0¢% 341,99. 9,83¢ 2.8t%
1,863,92 19,60( 1.02% 1,673,12 22,147 1.32% 1,775,93 29,72t 1.61%

286,95( 223,23: 206,39t

25,16( 4,127 11,28(

334,90: 295,15( 269,44t

$2,510,93 $2,195,63! $2,263,05!

$ 92,80 $ 74,98t $ 77,22

4.01% 3.6% 3.7%%
4.25% 3.81% 3.9(%

(1) Fully taxable equivalent at the rate of 35'FTE").
(2) Nonr-accrual loans are included in average balancesandiisg but with no related interest income dutimg period of no-accrual.
(3) Represents the difference between the tax equivgield on earning assets and cost of ful
(4) Represents t-equivalent net interest income divided by averagerést earning asse
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Rate and Volume Analysis of Interest

The following table summarizes the changes in guialent interest earned and paid detailing thewarts attributable to (i) changes in
volume (change in the average volume times the gdar's average rate), (ii) changes in rate (ckarig the average rate times the prior
yeals average volume), and (iii) changes in rate/vaujchange in the average volume column times thagdhin average rate):

Twelve Months Ended Twelve Months Ended
December 31, 2012 Compared to 2011 December 31, 2011 Compared to 2010
Dollar Increase/(Decrease) due to Dollar Increase/(Decrease) due to
Rate/ Rate/

(Amounts in thousand Volume Rate Volume Total Volume Rate Volume Total
Interest Earned Ol

Loans (FTE $13,40. $2,34¢ $ 311 $16,060 $(1,089) $3,080 $ 5 $(4,169

Securities availab-for-sale (FTE] 2,46: (2,65)) (41€) (605) (2,519 (3,449 42¢ (5,53¢)

Securities hel-to-maturity (FTE) (115 (72 25 (162) (195) (8) 3 (200

Interes-bearing deposits with other bar (95) 93 (24) (26) 82 8 1 91
Total interes-earning asset 15,65! (287) (109 15,26¢ (3,719 (6,529 437 (9,81)
Interest Paid Or

Demand deposil 46 (277) (15) (24¢€) 97 (581) (65) (549

Savings deposil 134 (410 (59) (330) (72) (1,81 17 (1,86%)

Time deposit: 1,57¢ (3,349 (477) (2,240 (1,639 (3,345 29¢ (4,685

Federal funds purchas — 0 2 2 — — — —

Retail repurchase agreeme (32 (67) 4 (95) (142) (361) 55 (44%)

Wholesale repurchase agreeme 19t (50 (©)] 13€ — 15 0 15

FHLB borrowings and other lo-term debt 26( (34) (0) 22¢ (919 99z (124) (4€)
Total interes-bearing liabilities 2,181 (4,185 (543 (2,547) (2,669) (5,09 182 (7,57¢%)
Change in net interest income, -equivalent $13,47: $3,90¢ $ 43¢ $17,81%  $(1,050) $(1,43¢) $ 258  $(2,239)

Provision for Loan Losses

The provision for loan losses is determined by rgangent as the amount to be added to the allowamdedn losses after net charge-offs
have been deducted to bring the allowance to d Velvieh, in management’s best estimate, is necgssabsorb probable losses within the
existing loan portfolio. The provision for loan s&s was reduced $3.37 million for the year endezkBder 31, 2012, compared with the
same period of 2011, which was primarily due t@atinued general downward trend in net non-covehatge-offs. There was no provision
for loan losses recorded during the period rel&ietie acquired loan portfolios. We incurred nedrge-offs of $6.11 million for the year
ended December 31, 2012, compared with $9.32 miftio the same period of 2011. Net charge-offs psraentage of average non-covered
loans was 0.41% for the year ended December 32, 2@0inpared with 0.67% for the same period of 20ldn-covered loans exclude loans
acquired in the Waccamaw transaction that are eavender the FDIC loss share agreements. See ‘Gtatdosition — Allowance for Loan
Losses” for additional information.
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Noninterest Income

Noninterest income increased $1.18 million, or 3631or the year ended December 31, 2012, compaitbdhre same period of 201
Exclusive of the impact of OTTI charges, the gairtlee sale of securities, and an out-of-period @idjent, noninterest income increased
$2.22 million, or 6.82%, to $34.77 million for tigear ended December 31, 2012, compared with $38ifi6n for the same period of 2011.

Wealth management revenues increased $191 thoumabd4%, for the year ended December 31, 201Rpeoed with the same period of
2011. Service charges on deposit accounts incrék&25ithousand, or 6.23%, for the year ended Deee3th 2012, compared with the same
period of 2011, due to the Waccamaw acquisitiohe®service charges, commissions, and fees inaéa&H thousand, or 12.93%, for the
year ended December 31, 2012, compared with the gannd of 2011. Insurance commissions decrea$®d housand, or 7.33%, for t

year ended December 31, 2012, compared with the ganiod of 2011. Pro-sharing commissions from our carriers were lowehe first
quarter of 2012 compared with the first quarteR@f1 as a result of higher loss experience on astomers’ policies. Further, commissions
earned during the first nine months of 2011 incltideagency offices sold as part of strategic geatient during the third quarter of 2011.

During the third quarter of 2012, the Company digeed certain overstatements of loan charge-offerted in prior periods beginning in
2007 which resulted from not recognizing the impzfdhterest payments that had been applied tajpéh for loans that were on non-accrual
status. The error was discovered during the Comipaoye system conversion completed during thelthirarter of 2012. The overstatements
of charge-offs resulted in an overstatement of igiom for loan losses and corresponding underse¢rf pre-tax income that totaled $321
thousand, $639 thousand, and $938 thousand forets ended December 31, 2009, 2010, and 201 Eatdsgly. The total periodic charge-
off overstatements from 2007 to year-end 2011 apprated $2.39 million. Management analyzed therdoaletermine if any of the prior
years were materially misstated and determinedttizgt were not. Management also determined thaecting the error in the current ye
would not materially misstate the current yearsuits. The Company recorded the correction of wtdexd pre-tax income for the prior
periods in the quarter ended September 30, 204d)gh an increase to other income in the amoufi2&9 million.

Other operating income increased $3.31 millior8B®A9%, for the year ended December 31, 2012, cadpeith the same period of 2011.
Exclusive of the $2.39 million out-of-period adjongnt, other operating income increased $917 thaljsar23.59%, for the year ended
December 31, 2012, compared with the same peri@@bf. We incurred OTTI charges of $942 thousandHe year ended December 31,
2012, compared to $2.29 million for the same peab@011, which were related to a non-Agency MBBe Tiet gain on sale of securities
decreased $4.78 million, or 90.82%, for the yeateerDecember 31, 2012, compared with the samedpefip011. See “Note 3 — Investment
Securities” of the Notes to Consolidated FinanSiatements in Item 8 herein.

Noninterest Expense

Noninterest expense increased $9.47 million, or4%, for the year ended December 31, 2012, compeithdhe same period of 201
Salaries and employee benefits increased $4.5bmithr 13.31%, for the year ended December 312 26dmpared with the same period of
2011. The Peoples and Waccamaw acquisitions coeuptriring the second quarter of 2012 accountedrfancrease in salaries and
employee benefits of $3.80 million for yeamd 2012. Incentive compensation costs increas&d $dillion and SERP expense increased ¢
thousand, while medical insurance expenses ded&is&6 million. The decrease in medical insuranqeenses was due to lower claims.
also deferred $349 thousand less in direct loagir@tion costs during 2012 primarily due to loweigmation volumes. At December 31,
2012, we had 760 full-time equivalent employees gared to 633 at December 31, 2011. Full-time edentamployees are calculated using
the number of hours worked. The Peoples and Waaowramnquisitions resulted in the addition of 101-tithe equivalent employees for the
period ended December 31, 2012. Greenpoint accofiotel6 full-time equivalent employees at year-@0d2 compared to 48 at year-end
2011. Total full-time equivalent employees at thB and its investment advisory firm totaled 71®Datember 31, 2012, an increase of 129
full-time equivalent employees since December 81,12
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Occupancy, furniture, and equipment expense ineck$%.25 million, or 12.76%, to $11.02 million the year ended December 31, 2012,
compared with $9.77 million for the same perio®011 primarily as a result of the Peoples and Waewaacquisitions. FDIC premiums a
assessments decreased $372 thousand, or 18.75%te fgrar ended December 31, 2012, compared véthame period of 2011 as a resul
modifications in the FDIC's assessment methodolog3011. We incurred $5.09 million in merger rethtosts for the year ended
December 31, 2012, in connection with the PeoplesVilaccamaw acquisitions. Other operating expengeased $885 thousand, or 4.36%,
for the year ended December 31, 2012, comparedthdtsame period of 2011. The increase in otheratipg expense was primarily
attributable to our expanded branch network andaated costs with the Waccamaw acquisition inatteas of legal expense, consulting fi
and travel related expenses. Contributing to theegse in other operating expense were increas#hen service fees, office supplies
expense, legal expenses, and consulting fees & tBabisand, $466 thousand, $449 thousand, andtfi8d48and, respectively. These
increases were partially offset by a decreasedveréising expenses of $262 thousand. These ineseasre also offset by a $1.19 million
decrease in expenses and losses associated wéttretth estate owned (“OREQ”) to $1.89 million foe year ended December 31, 2012,
compared with $3.08 million for the year ended Deber 31, 2011.

We use an efficiency ratio that is a non-GAAP ficiahmeasure of operating expense control andieffay of operations. Management
believes this ratio better focuses attention orctire operating performance of the Company ovee timan does a GAAP-based ratio, and is
highly useful in comparing period-to-period opengtperformance of the Company’s core business tipaga It is used by management as
part of its assessment of its performance in magagoninterest expenses. However, this measutg@emental and is not a substitute fo
analysis of performance based on GAAP measuresefiiciency may not be comparable to efficiencyaatreported by other financial
institutions.

In general, our efficiency ratio is honinterest empes as a percentage of net interest income phistarest income. Noninterest expenses
used in the calculation exclude nonrecurring expgnscome for the ratio is increased for the fabte effect of tax-exempt income (see
Average Balance Sheets and Net Interest IncomeyBisaland excludes securities gains and losseshwiary widely from period to period
without appreciably affecting operating expensesiracurring gains and losses; and OTTI chargesmidesure is different from the GAAP-
based efficiency ratio that is calculated usingini@mest expense and income amounts as shown dadb®f the Consolidated Statements of
Income. Both types of efficiency ratio calculaticare set forth and are reconciled in the tablevielo
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The (non-GAAP) efficiency ratios for continuing epgons for 2012, 2011, and 2010 were 55.96%, 38,%thd 60.29%, respectively. The
following table details the components used indhleulation of the efficiency ratios:

2012 2011 2010
(Amounts in thousand
GAAP-based efficiency ratia
Noninterest expens $ 78,38! $ 68,91¢ $ 69,94:
Net interest income plus noninterest incc $126,76¢ $107,56: $114,36!
GAAP-based efficiency rati 61.83% 64.01% 61.16%
Non-GAAP efficiency ratio
Noninterest expens— GAAP-basec $ 78,38 $ 68,91! $ 69,94
Less no-GAAP adjustments
Foreclosed property expense and net (1,899 (3,08)) (2,809
Prepayment penalties on FHLB advan — 471) —
Merger related expens (5,099 — —
Goodwill impairment — (1,239 (2,039
Other noi-core, norrecurring expense iten — (77 4
Adjusted no-interest expense $ 71,39 $ 64,04 $ 66,09¢
Net interest income plus noninterest incc— GAAP-basec $126,76t $107,56: $114,36!
Plus no-GAAP adjustment
Tax equivalency adjustme 2,747 2,95¢ 3,36¢
Less no-GAAP adjustments
Net gains on sale of securiti (483) (5,264 (8,277
Net impairment losses recognized in earni 942 2,28t 18t
Prospective correction of prior period understatn (2,395 — —
Other noi-core, nor-recurring income item — (18) —
Adjusted net interest income plus noninterest
income $127,57 $107,52! $109,64:
Non-GAAP efficiency ratic 55.96% 59.56% 60.29%

Income Tax Expense

Income tax as a percentage of pretax income maysignificantly from statutory rates due to permardifferences, which are items of
income and expense excluded by law from the caionlaf taxable income. Our most significant pererandifferences include income on
municipal securities, which are exempt from fed@rabme tax; certain dividend payments, which aéuttible; and increases in the cash
surrender value of life insurance policies. Corafd income taxes were $14.13 million for the yeated December 31, 2012, compared to
$9.57 million for the same period of 2011. The efffee tax expense rates for the years ended Deae®ib@012 and 2011 were 33.08% and
32.34%, respectively. The increase in the effedéerate is largely due to an increase in taxedlenues as a percent of net earnings and a
decrease in the relative amounts of nontaxablenes

2011 Compared To 2010

Net income available to common shareholders fol204s $19.33 million, a decrease of $2.52 millimnf $21.85 million in 2010. Basic a
diluted earnings per common share for 2011 wer@g$dnd $1.07,
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respectively, as compared to basic and dilutedimgsrper common share of $1.23 in 2010. Returnvenage assets was 0.88% in 2011
compared to 0.97% in 2010. Return on average conmequaity was 6.81% in 2011 compared to 8.11% in 2010

Net Interest Income

Net interest income was $72.03 million for 2011¢campared to $73.86 million for 2010, a decreas&lo83 million, or 2.48%. Ta
equivalent net interest income totaled $74.99 amilfior 2011, a decrease of $2.23 million, or 2.88%m $77.22 million reported for 2010.
The decrease in tax equivalent net interest inoemaseprimarily due to decreases in the balancesanfd and securities coupled with lower
rates of interest earned on those assets.

For purposes of the following discussion, comparigsbnet interest income is performed on a tax\ejant basis, which provides a common
basis for comparing yields on earning assets exémpt federal income taxes to those assets whieliidlly taxable (see the table titled
Average Balance Sheets and Net Interest Incomey8isal

Average earning assets decreased $44.31 millioke\alkerage interest-bearing liabilities decreasE@?$80 million during 2011, as compared
to the prior year. The yield on average earningtasgecreased 39 basis points to 5.01% for 201 5d0% for 2010. Short-term market
interest rates continued to remain low throughd@it1? as the Federal Reserve Board held the “ranigeéro to 25 basis points as its targe!
federal funds. The prevailing low interest rateismvment was the largest driver in the overall dase in our yield on average earning assets

Total cost of average interest-bearing liabilitiesreased 35 basis points to 1.32% during 2011ti@erdeposit portfolio experienced
downward repricing during 2011, as many of the brigtate certificates were redeemed or renewednadrloates. The net result was a
decrease of 4 basis points in the net interests@ead, or the difference between interest incomearning assets and expense on interest-
bearing liabilities, for 2011 compared to 2010. Tie¢ interest rate spread for 2011 was 3.69% cosaptar3.73% for 2010. Net interest
margin, or net interest income to average earnisgta, of 3.87% for 2011 represents a decreasbadi8 points from 3.90% in 2010.

Loan interest income decreased $4.16 million dugidtyl, as compared to 2010 as the average voluchtharyield on loans decreased.
During 2011, the yield on loans decreased 22 Ipasigs to 5.84% while the average balance decrebbse®6 million, as compared to 2010.
During 2011, the yield on available-for-sale settesidecreased 70 basis points to 3.63% whilevbeage balance decreased $58.12 million,
as compared to 2010.

Average interest-bearing balances we maintained thitd party banks increased $34.08 million durd@d 1 to $116.06 million, while the
yield increased 1 basis point to 0.25% during #maes period. Intere-bearing balances with third party banks are cosepriargely of excess
liquidity bearing overnight market rates.

The average balance of interest-bearing depositedsed $63.44 million, or 4.42%, and the averaggepaid on those deposits decreased 46
basis points to 0.93% during 2011 compared to tloe pear. The average rate paid on interest-bgatémand deposits decreased 23 basis
points, while the average rate paid on savings siepavhich include money market and savings adspuiecreased 43 basis points in 2011
compared to 2010. In 2011, average time deposttedsed $77.29 million, or 10.17%, and the averatgepaid on those deposits decreased
44 basis points to 1.68%, as compared to 2010d€beease can be attributed to rate sensitive ca@stonot renewing investments at lower
interest rates. The level of average nonintereatihg demand deposits increased $16.84 millior228%23 million in 2011 compared to the
prior year.

The average balance of retail repurchase agreemvemitsh consists of collateralized retail depoaitsl commercial treasury accounts,
decreased $13.97 million in 2011 and the averagepaid on those funds decreased 37 basis poift§5686 during the same period. The
average balance of federal funds purchased
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totaled $77 thousand in 2011. The average balahwbalesale repurchase agreements remained uncthan@®0.0 million between 2011
and 2010, while the rate increased 3 basis poirgsal structure within those borrowings. The averdglance of Federal Home Loan Bank
(“FHLB") advances and other borrowings decreased $25.4i@midlr 13.10%, and the rate paid on those borrgsiincreased 51 basis po
in 2011 compared to 2010. Other borrowings inclodetrust preferred issuance of $15.46 million, ebhis indexed to 3-month LIBOR. We
prepaid $25.0 million of a $75.0 million FHLB contible advance that carried a 4.0% interest ratenduhe first quarter of 2011. The
advance was a structured borrowing where the isteage floated with 3aonth LIBOR, but changed to a 4.0% fixed cost mfihst quarter ¢
2011.

Provision for Loan Losses

The provision for loan losses for 2011 was $9.0lioni a decrease of $5.71 million compared to 200fe decrease in the loan loss
provision is primarily attributed to decreasing nkarge-offs during 2011; however, qualitative fiaktors for the loan portfolio remained
high, reflective of the elevated risk of inherevdr losses due to continued high unemploymentssameary pressures, and devaluations of
various categories of collateral. Net charge-affsZ011 and 2010 were $9.32 million and $12.55iom|lrespectively. Net charge-offs, as a
percentage of average loans, decreased to 0.67201drfrom 0.90% for 2010. See “Financial PositioAlllowance for Loan Losses” for
additional information.

Noninterest Income

Noninterest income consists of all revenues thanat included in interest and fee income relategbirning assets. Noninterest income
2011, exclusive of the impact of OTTI charges aaihg on the sale of securities, was $32.56 miliompared to $32.42 million in 2010, an
increase of $135 thousand, or 0.42%. See “FinaRadsition — Available-for-Sale Securities” for infioation relating to our securities.

Wealth management income, which includes feesfist services and commission and fee income getkefat investment advisory servic
decreased $318 thousand in 2011 to $3.51 millionpaoed to 2010, as a result of a decrease in aghdsovice revenue. Service charges on
deposit accounts increased $110 thousand in 20813@4 million compared to 2010, as a result oinanease in non-sufficient funds fee
income. Other service charges, commissions andédlested an increase of $648 thousand in 2011pened to 2010, primarily due to a
continued increase in debit card interchange incasneur customers increasingly chose card-basedeyaydelivery systems.

Insurance commissions earned in 2011 were $6.d@mdompared to $6.73 million in 2010, a decreafs$530 thousand, as a result of the
sale of two agency offices and continued soft daoras impacting policy and premium levels. Revefarghe insurance subsidiary is derived
primarily from commissions earned on the sale opprty and casualty policies.

Other operating income for 2011 was $3.89 milliam,ncrease of $225 thousand from 2010. The lag@aponents of the increase in other
operating income for 2011 were increased reverara fecondary market mortgage operations of $132#mal, increased bank-owned life
insurance income of $102 thousand, increased rem@ine of $92 thousand, and net gains recognireti®sale of insurance agency offices
and accounts of $67 thousand.

During 2011we recognized net securities gains d2@&illion, a decrease of $3.01 million from netugrities gains of $8.27 million
recognized in 2010.

Noninterest Expense

Total noninterest expense was $68.92 million fat2& decrease of $1.03 million from 2010. Salaaies benefits decreased $402 thousand
in 2011 compared to 2010. At December 31, 2011hacktotal full-time equivalent employees of 633 pamed to 683 at December 31, 2010.
Full-time equivalent employees are
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calculated using the number of hours worked. Greenm@ccounted for 48 full-time equivalent employe year-end 2011 compared to 59 at
yearend 2010. Total fultime equivalent employees at the Bank and its itnwvest advisory firm totaled 585 at December 31,12@ldecreas

of 39 full-time equivalent employees since Decen@fr2010. Medical insurance costs increased $#zdirsand, or 17.38%, and 401(k)
employer matching costs increased $217 thousarid.84%. We also deferred $269 thousand less étidivan origination costs than in
2010 primarily due to lower origination volumes.

Occupancy, furniture, and equipment expenses demile$381 thousand in 2011 to $9.77 million, as @megbto $10.15 million in 2010, due
to branch closings and insurance agency sales.

FDIC premiums and assessments totaled $1.98 mili@911, a decrease of $872 thousand compare@li®. Zhe decrease is attributed to
modifications in the FDIG assessment methodology in April 2011 that chatiyedssessment base for deposit insurance prerfiom®ne
based on domestic deposits to one based on avewagelidated total assets minus average tangiligyeq

Other operating expenses decreased $32 thous&0d Into $20.31 million, as compared to 2010. Cbnting to the reduction in other
operating expenses were decreases in professicc@l@ting fees, service fees, and regulatory asmrgs of $553 thousand, $373 thousand,
and $211 thousand, respectively. These decreasesasially offset by increases in interchangeesiges, consulting fees, communications
expenses, and legal fees of $267 thousand, $15%dhd, $148 thousand, and $107 thousand, resdgciso included in other operating
expenses was a $362 thousand increase in losseshandexpenses related to foreclosed propertieghmvas $3.44 million in 2011
compared to $3.08 million in 2010. As of Decembgr&011, we recognized a goodwill impairment of281million in the insurance reporti
unit. Despite strong operating performance andtpesinarket experience in sales of our non-coreeigs, market multiples and other
valuation indicators remained depressed resultirylower valuation of the insurance reporting .unit

Income Tax Expense

Consolidated income taxes for 2011 were $9.57 oniliompared to income taxes of $7.82 million in@®or the years ended December 31,
2011 and 2010, the effective tax expense rates 832821% and 26.35%, respectively. The increaskdreffective rate can be attributed to a
reduction in the impact of both tax exempt incomd state income taxes combined with a reductid0itD income tax expense necessary to
reconcile our reported tax expense with the acypénse as presented in our 2009 tax return filddthe Internal Revenue Service and state
taxation authorities.

Financial Position
Available-for-Sale Securities

Available-for-sale securities as of December 31L2Z0ncreased $51.93 million, or 10.76%, comparét @ecember 31, 2011. The market
value of securities available-for-sale as a peagmbf amortized cost improved to 99.92% at Decer@be2012, compared with 98.13% at
December 31, 2011, as a result of improved pricimgertain issues. At December 31, 2012, the aedifegand duration of the portfolio we
7.25 years and 6.14, respectively. Average life gumation at December 31, 2011, were 7.35 year$SdI® respectively.

Available-for-sale and held-to-maturity securitas reviewed quarterly for possible OTTI. This mviincludes an analysis of the facts and
circumstances of each individual investment sucthasength of time the fair value has been belost,cdiming and amount of contractual
cash flows, the expectation for that security’S@®nance, the creditworthiness of the issuer andrdant to hold the security to recovery or
maturity. If a decline in value is determined todtlker-than-temporary, the value of the securitye@uced and a corresponding charge to
earnings is recognized. In the instance of a debirity which is determined to be other-than-terapityr impaired, we determine the amount
of the impairment due to credit and the amounttdugther factors. The amount of impairment reldatedredit is recognized in the
Consolidated Statements of Income and the remaufdbe impairment is recognized in other compreahenincome.
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During the year ended December 31, 2012, we rezedTTI charges in earnings of $942 thousand coedpga $2.29 million recognized
during the same period of 2011, which were rel&besl non-Agency Alt-A residential mortgage-backedwsity. We recognized no
impairment charges on equity securities during 2012011. At December 31, 2012, our investmentrigle issue trust preferred securities
was comprised of investments in five of the nasdargest bank holding companies.

The following table details amortized cost and failue of available-for-sale securities at Decen#igr2012, 2011, and 2010:

2012 2011 2010
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(Amounts in thousand
U.S. Government agency securit $ — $ — $ — $ — $ 10,00 $ 9,83:
States and political subdivisio 151,11¢ 159,21 131,49t 137,81! 178,14¢ 176,13t
Trust preferred securitie
Single issue 55,70" 44,64¢ 55,64¢ 40,24+ 55,59 41,24+
Pooled — — — — 23 264
Total trust preferred securit 55,70" 44,64¢ 55,64¢ 40,24+ 55,61% 41,50¢
Corporate FDIC insured securiti — — 13,68¢ 13,71¢ 25,28: 25,66(
Mortgagebacked securitie:
Agency 310,32: 315,89 274,38 280,10: 209,28: 215,01¢
Non-Agency All-A residential 14,21¢ 11,067 15,98( 10,03( 19,18 11,27
Total mortgag-backed securitie 324,53t 326,96 290,36 290,13: 228,46 226,29(
Equity securitie: 3,44¢ 3,531 41¢ 521 49t 63€
Total $534,81(  $534,35( $491,61! $482,43( $498,00!  $480,06:

Held-to-Maturity Securities

Investment securities classified as held-to-matunie comprised primarily of high grade municipahts. Held-to-maturity securities as of
December 31, 2012, decreased $2.67 million, orZP6,&ompared with December 31, 2011. The marketevel securities held-to-maturity
as a percentage of amortized cost improved to $24.& December 31, 2012, compared with 101.20%eat®ber 31, 2011.

The following table details amortized cost and failue of held-to-maturity securities at Decembkr2)12, 2011, and 2010:

2012 2011 2010
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(Amounts in thousand
States and political subdivisio $ 81€ $832 $ 3,49( $3,53:¢ $ 4,63i $4,70<
Total $ 8l€ $832 $ 3,49( $3,53: $ 4,637 $4,70¢

Loans Held for Sale

Loans held for sale as of December 31, 2012, ise2&852 thousand, or 14.64% compared with DeceBihet011. Loans held for sale
consist of mortgage loans sold on a best efforggshiato the secondary loan market; accordinglydaaot retain the interest rate risk
involved in these commitments. The gross notionabant of outstanding commitments related to secgnae@rket mortgage loans at
December 31, 2012, was $14.84 million for 88 loemmpared to $9.15 million for 53 loans at DecenBier2011.
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Loans Held for Investment

Loans held for investment as of December 31, 2BitPeased $328.59 million, or 23.54%, compared Wi¢cember 31, 2011. The increase
was primarily due to the Peoples and Waccamaw sitiuis. Average loans held for investment as afdbeber 31, 2012, increased $229.46
million, or 16.60%, compared with December 31, 200He average loan to deposit ratio was 87.52%year ended December 31, 2012,
compared to 86.72% for the same period 2011. Thfbeinvestment loan portfolio continues to bellvdiversified among loan types and
industry segments. The following table presents/tiréous loan categories and changes in compoditiothe five years ended December 31,
2012:

2012 2011 2010 2009 2008
Non- Non- Non- Non- Non-
(Amounts in thousand covered Covered Total covered covered covered covered

Commercial loan
Construction, development, and other li $ 49,46( $ 34,56¢ $ 84,02¢ $ 61,76¢ $ 83,81 $ 102,86° $ 107,52

Commercial and industrii 88,71 6,972 95,68¢ 91,93¢ 94,12 95,11¢ 83,63:
Multi-family residentia 65,69 2,611 68,30¢ 77,05( 67,82« 65,60: 46,75¢
Single family no-owner occupiet 135,64 11,69: 147,34( 106,74: 104,96( 109,53. 85,24
Non-farm, nor-residentia 445,88¢ 51,48¢ 497,37! 336,00! 351,90« 343,97} 315,54’
Agricultural 1,70¢ 144 1,857 1,37¢ 1,34: 1,251 1,40z
Farmland 34,40 1,26( 35,66 37,16 36,95¢ 41,03« 45,33]
Total commercial loan 821,51+ 108,73! 930,24 712,04( 740,91¢ 759,37 685,44
Consumer real estate loz
Home equity line! 111,08: 81,44 192,52¢ 111,38 111,62( 111,59 90,55¢
Single family owner occupie 472,95: 23,557 496,50t 473,06 444,19 436,23t 426,77:
Owner occupied constructic 16,22 1,64¢ 17,861 19,571 18,34¢ 22,02¢ 23,08¢
Total consumer real estate lo¢ 600,25! 106,64t 706,90: 604,03: 574,16t 569,86 540,41
Consumer and other loa
Consumer loan 78,16: 3,67¢ 81,837 67,12¢ 63,47¢ 60,09( 66,25¢
Other 5,66¢ — 5,66¢ 12,867 7,64¢ 4,601 6,04¢
Total consumer and other loa 83,82¢ 3,674 87,50: 79,99¢ 71,12 64,69 72,30
Total loans held for investme 1,505,59¢ 219,05 1,724,65. 1,396,06 1,386,200 1,393,933 1,298,15'
Less unearned incon — — — — — — 1
1,505,59¢ 219,05 1,724,65. 1,396,066 1,386,200 1,393,933 1,298,15!
Less allowance for loan loss 25,77( — 25,77( 26,20¢ 26,48: 24,27 17,78:
Net loans held for investme $1,479,82¢ $219,05' $1,698,88: $1,369,86. $1,359,72. $1,369,65 $1,280,37!

We maintained no foreign loans in the periods presk Our loans are made primarily in the fiveestaggion in which we operate. We had no
concentrations of loans to one borrower represgritd® or more of outstanding loans at Decembe2@12 or 2011.

At December 31, 2012, commercial loans comprise@438 of the total loan portfolio. Commercial andustrial loans include loans to small
to mid-size industrial, commercial, and service pamies that include, but
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are not limited to, mining-related companies, naltgas producers, automobile dealers, and retdildiolesale merchants. Commercial real
estate projects represent a variety of sectolseo€bmmercial real estate market, including sifeteily and apartment lessors, commercial
real estate lessors, and hotel/motel operatorsetiriing standards require that comprehensiveergsiand independent evaluations be
performed on credits exceeding predefined sizedimm commercial loans. Updates to these loanweavage done periodically or on an
annual basis depending on the size of the loatioahip.

At December 31, 2012, consumer oriented real ekiates comprised 40.99% of the total loan portfdResidential real estate loans include
loans to individuals within our market footprint filhe acquisition or construction of owner occupiednes, as well as, home equity loans and
lines of credit. Underwriting standards requiret tharrowers meet certain credit, income and calldtenderwriting standards at origination.

The following table details the maturities and rsgasitivity of our non-covered loan portfolio aed@mber 31, 2012:

Remaining Maturities

Over One
One Year to Over Five
(Amounts in thousand and Less Five Years Years Total
Commercial loan
Construction, development, and other I; $ 19,16: $ 23,11« $ 7,18t $  49,46(
Commercial and industri; 40,37¢ 39,90+ 8,43¢ 88,71+
Multi-family residentia 5,59¢ 47,01° 13,07¢ 65,69¢
Single family no-owner occupiet 32,40( 90,66( 12,581 135,64
Non-farm, nor-residentia 84,67¢ 275,37: 85,84: 445,88¢
Agricultural 80C 85¢ 50 1,70¢
Farmland 5,04 20,84( 8,51¢ 34,40:
Total commercial loan 188,05 497,76" 135,69! 821,51
Consumer real estate loz
Home equity line! 8,24¢ 34,77¢ 68,057 111,08:
Single family owner occupie 4,011 54,91( 414,03( 472,95:
Owner occupied constructic 6,67¢ 55€ 8,98¢ 16,22!
Total consumer real estate lo¢ 18,93t 90,24° 491,07 600,25!
Consumer and other loa
Consumer loan 26,527 45,257 6,37¢ 78,16:
Other 1,71 2,967 984 5,66¢
Total consumer and other loa 28,24: 48,22 7,36: 83,82¢
Total loans $235,23: $636,23¢ $634,13: $1,505,59!
Rate Sensitivity
Predetermined rai $143,04( $523,70¢ $297,44! $ 964,19:
Floating or adjustable ra 92,19 112,52 336,68t 541,40:

$235,23: $636,23t $634,13: $1,505,59i
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The following table details the maturities and rsgasitivity of our covered loan portfolio at Dedssn 31, 2012:

Remaining Maturities

One Year Over One
to Over Five
(Amounts in thousand and Less Five Years Years Total
Commercial loan
Construction, development, and other i $18,90¢ $14,13: $ 1,52i $ 34,56¢
Commercial and industri; 2,42¢ 3,35( 1,19¢ 6,972
Multi-family residentia 22¢ 58 2,32t 2,611
Single family no-owner occupiet 3,83: 3,40( 4,46( 11,69:
Non-farm, nor-residentia 18,10: 21,07¢ 12,30¢ 51,48¢
Agricultural 28 11€ — 144
Farmland 50C 46C 30C 1,26(
Total commercial loan 44,02¢ 42,59¢ 22,11« 108,73!
Consumer real estate loz
Home equity line! 18C 2,101 79,16« 81,44¢
Single family owner occupie 7,28: 8,33¢ 7,94( 23,557
Owner occupied constructic 338 1,25( 61 1,64+
Total consumer real estate lo¢ 7,79¢ 11,68t 87,16¢ 106,64¢
Consumer and other loa
Consumer loan 39t 1,651 1,62¢ 3,67¢
Other — — — —
Total consumer and other loa 39t 1,651 1,62¢ 3,67
Total loans $52,21¢ $55,93! $110,90° $219,05!
Rate Sensitivity
Predetermined rai $37,46¢ $40,07¢ $ 20,09t $ 97,63t
Floating or adjustable ra 14,75: 15,85¢ 90,81: 121,42(
$52,21¢ $55,93! $110,90° $219,05!

The balance of construction loans with maturitieewer five years includes construction to permartasns which have not converted to
principal and interest payments.

Allowance for Loan Losses

The allowance for loan losses is maintained avel lmanagement deems sufficient to absorb probablelosses inherent in the loan
portfolio. The allowance is increased by chargesamings in the form of provisions for loan losagd recoveries of prior loan charge-offs
and decreased by loans charged off. The deterromafithe allowance requires management to makeusiassumptions and judgments. As
a result, actual loan losses may differ materifathyn management’s determination if actual condgidiffer significantly from the
assumptions utilized. The ultimate adequacy offl@vance for loan losses is dependent upon atyasfdactors beyond our control
including, among other things, the economy, chamyégerest rates, and the view of regulatory arithes toward loan classifications.
Management considers the allowance to be adeqaaggilupon analysis of the portfolio as of DecerBie2012; however, no assurance can
be made that additions to the allowance for loasds will not be required in future periods.

Qualitative risk factors for the loan portfolio ramn relatively high which reflect the elevated rigfldoan losses due to high unemployment,
effects of the recent recession, and devaluatibmarious categories of collateral. Significaness continues in commercial and residential
real estate markets, resulting in significant dediin real estate valuations. Decreases in r&atkeslues adversely affect the value of
property used as collateral for
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loans, including loans we originated. In additiadyerse changes in the economy, particularly coatrhigh rates of unemployment, may
have a negative effect on the ability of our boreosvto make timely loan payments. A further incesiadoan delinquencies could adversely
impact loan loss experience, causing potentiak@E®es in the provision and allowance for loan ksse

Our allowance for loan losses for non-covered loaas reduced $435 thousand to $25.77 million aebeer 31, 2012, compared to $26.21
million at December 31, 2011. The allowance fonlt@sses for non-covered loans as a percentagene€overed loans held for investment
was 1.71% at December 31, 2012, compared with 1 &8%ecember 31, 2011. The decrease between yddé04r2 and 2011 was largely
due to the addition of Peoples’ loans at fair valid no corresponding allowance for loan lossdse portfolio will continue to be monitored
for possible deterioration in credit, which mayuié$n the need to record an allowance for loaiséssin a future period. As a result of stable
credit metrics and the general downward trend trcharge-offs over recent quarters, management eléé¢ine reduced allowance and
provision for loan losses as adequate and direaitipnonsistent. Further, a trend of generally ioying charge-off ratios reduced the
guantitative estimate of probable losses in thenalhce for loan loss methodology. There was novaliece for covered loans as of
December 31, 2012. Additional information regarding determination of the allowance for loan logs®s be found in “Note 1 — Summary
of Significant Accounting Policies” of the Notes@@nsolidated Financial Statements in Item 8 herein

The following table summarizes the activity witldar allowance for loan losses related to non-caléyans by loan type for the five years
ended December 31, 2012:

(Amounts in thousand 2012 2011 2010 2009 2008
Allowance for loan losses at beginning of period $26,20: $26,48: $24,27" $17,78: $12,83:
Acquisition balance — — — — 1,16¢
Chargeoffs:
Commercial loan
Construction, development, and other li 28€ 1,90¢ 2,711 1,541 2,07¢
Commercial and industrii 112 417 2,90( 3,26: 93¢
Multi-family residentia 20¢ 2,551 697 — 51
Single family no-owner occupiet 2,50z 1,81z 1,66t 55( 32C
Non-farm, nor-residentia 642 1,074 1,66¢ 1,07¢ 55k
Agricultural — — 6 7 60
Farmlanc 61 21¢ — 50 —
Consumer real estate log
Home equity line! 851 691 1,08¢ 39t 33¢
Single family owner occupie 1,84z 1,61 1,59¢ 1,34¢ 972
Owner occupied constructic 9 19t 4 101 12¢
Consumer and other loa
Consumer loan 40z 44¢ 514 1,04: 952
Other 58E 53C 75€ 98C 984
Total charg-offs 7,50¢ 11,46( 13,60: 10,35t 7,371
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2012 2011 2010 2009 2008
Recoveries
Commercial loan
Construction, development, and other li 17 817 37 21 5
Commercial and industrii 93 271 83 45¢ 572
Multi-family residentia 12t 68 12 — —
Single family no-owner occupiet 10¢ 121 3¢9 48 8
Non-farm, not-residentia 28C 14¢ 144 10€ 763
Agricultural 1 1 32 4 1
Farmlanc 1 — 31 — —
Consumer real estate loe
Home equity line! 7€ 15& 12 1 —
Single family owner occupie 213 63 52 62 112
Owner occupied constructic — 34 6 2 —
Consumer and otht
Consumer loan 152 13¢ 163 34¢€ 245
Other 324 31¢ 43¢ — 22C
Total recoverie: 1,391 2,13¢ 1,05( 1,04¢ 1,92¢
Net charg-offs 6,11: 9,32¢ 12,55: 9,30¢ 5,44¢
Provision charged to operatio 5,67¢ 9,04 14,75 15,80! 9,22¢
Allowance for loan losses at end of per $25,77( $26,20¢ $26,48:. $24,27: $17,78.
Ratio of net charc-offs to average loans outstand 0.41% 0.67% 0.9(% 0.7(% 0.45%
Ratio of allowance for loan losses to total loantstanding 1.71% 1.8¢% 1.91% 1.74% 1.31%
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The following table details the allocation of tHlaance for loan losses and the percent of loareach category to total loans for the five
years ended December 31, 2012. There was no alt@ifanloan losses related to covered loans forpampd presentes

2012 2011 2010 2009 2008
Amount  Percen Amount  Percen Amount  Percent Amount  Perceni Amount  Percent
1) (2) 1) (2 1) (2 1) (2 1) (2
(Amounts in thousand
Non-covered loans
Commercial loan
Construction, development, and other I; $ 1,21« 3% $ 1,892 4% $ 3,991 6% $ 4,01« % $ 2,23¢ 9%
Commercial and industrii 4,35¢ 5% 3,71¢€ 7% 4,511 7% 5,09¢ % 2,51¢ 6%
Multi-family residentia 1,63( 4% 1,88¢ 6% 1,081 5% 44¢ 5% 117 4%
Single family no-owner occupiet 4,367 8% 2,96( 8% 3,21% 8% 2,26 8% 1,95¢ 6%
Non-farm, nor-residentia 5,25¢ 26% 6,937 24% 2,84¢ 25% 3,931 25% 3,15¢ 24%
Agricultural 22 0% 1¢ 0% 1¢ 0% 42 0% 31 0%
Farmlanc 41€ 2% 342 3% 7C 3% 75 3% 48 4%
Consumer real estate log
Home equity line: 1,57¢ 6% 1,36% 8% 2,13¢ 8% 1,19¢ 8% 74¢ 7%
Single family owner occupie 5,99t 27% 6,13¢ 34% 6,651 32% 4,69( 31% 4,06( 33%
Owner occupied constructic 337 1% 21z 1% 19z 1% 18¢ 2% 431 2%
Consumer and other loa
Consumer loan 597 5% 742 5% 1,76¢ 5% 1,99( 4% 2,02¢ 5%
Other — 0% — 1% — 1% — 0% — 0%
Unallocatec — — — 34% 45(
Total Nor-covered loan 25,77( 87% 26,20 10(% 26,48. 10C% 24,27 10C% 17,78. 10C%
Covered loan — 13% — 0% — 0% — 0% — 0%
Total $25,77( 10(% $26,20¢ 10(% $26,48: 100% $24,27: 10% $17,78: 10C%

(1) The dollar amount of the allowance for loan losaéscated per loan cl
(2) The percentage of loans in each loan class toltmak.

Risk Elements

as

Nonperforming assets consist of loans accountedriax nonaccrual basis, accruing loans contragtpakt due 90 days or more, unseasc
troubled debt restructurings (“TDRs"), and OREOahs acquired with credit deterioration through bess combinations, for which a
discount exists, are not considered to be nonakasua result of the accretion of the discount dasethe expected cash flow of the loans.
The following table summarizes the components ofpeoforming assets and presents additional detaiidnperforming and restructured

loans for the five years ending December 31, 2012:

(Amounts in thousand
Non-covered loans
Nonaccrual loan
Accruing loans past due 90 days or m
TDRs®
Total nonperforming loan
OREO not covered under FDIC loss share agree

Total nonperforming asse
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2012 2011 2010 2009 2008
$23,93: $24,48" $19,41¢ $17,52] $12,76
6,00¢ 60C 5,32t 1,39( —
29,94( 25,08: 24,73¢ 18,917 12,76

5,74¢ 5,91¢ 4,91( 4,57¢ 1,32¢
$35,68¢ $31,00! $29,64¢ $23,49¢ $14,08¢
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(Amounts in thousand 2012 2011 2010 2009 2008
Covered loans
Nonaccrual loan $ 4,32: $ — $ — $ — $ —
Accruing loans past due 90 days or m — — — — —
Total nonperforming loan 4,32: — — — —
OREO covered under FDIC loss share agreel 3,25¢ — — — —
Total nonperforming asse $ 7,57¢ $ — $ — $ — $ —
Total loans
Nonaccrual loan $28,25¢ $24,48" $19,41- $17,527 $12,76:
Accruing loans past due 90 days or m — — — — —
TDRs® 6,00¢ 60C 5,32¢ 1,39( —
Total nonperforming loan 34,26 25,08’ 24,73¢ 18,917 12,76:
OREO 9,00« 5,91¢ 4,91( 4,57¢ 1,32¢
Total nonperforming asse $43,26° $31,00: $29,64¢ $23,49¢ $14,08¢
Performing TDR<®? $ 6,03¢ $ 8,85¢ $ 6,86¢ $ 2,17¢ $ 32¢
Total TDRs® 12,04° 9,45¢ 12,19: 3,56¢ 32¢
Gross interest income that would have been recardddr
original terms of nonaccrual and restructured Ic 2,95¢ 1,15¢ 1,341 69¢ 45¢
Actual interest income during the period on nonaatand
restructured loan 264 64C 757 39t 89
Non-covered loans
Nonperforming loans to total loa 1.9% 1.8(% 1.78% 1.3€% 0.9¢%
Nonperforming assets to total ass 1.42% 1.4% 1.32% 1.05% 0.6€%
Allowance for loan losses to nonperforming lo 86.071% 104.4¢% 107.0%% 128.3% 139.3%
Allowance for loan losses to total los 1.71% 1.8t% 1.91% 1.78% 1.3%%
Total loans (includes covered and noncovered assg
Nonperforming loans to total loa 1.9%% 1.8(% 1.78% 1.3¢% 0.9¢%
Nonperforming assets to total ass 1.5%% 1.45% 1.32% 1.05% 0.6€%
Allowance for loan losses to nonperforming lo 75.21% 104.4¢% 107.0% 128.3% 139.3%
Allowance for loan losses to total lozg 1.4% 1.8¢% 1.91% 1.74% 1.37%

(1) TDRs restructured within the past six months|wding nonaccrual TDRs of $3.04 million, $3.04lran, and $108 thousand for the
three years ended December 31, 2012. There wanemaxcrual TDRs at December 31, 2009 or 2

(2) TDRs with six months or more of satisfactorympent performance, excluding nonaccrual TDRs o2&fM@usand, $227 thousand, and
$48 thousand for the three years ended Decemb@032, There were no nonaccrual TDRs at Decemhe2(®9 or 2008

(3) Performing and nonperforming TDRs, excludingaccrual TDRs of $3.83 million, $3.27 million, ad@i56 thousand for the three years
ended December 31, 2012. There were no nonaccRRs Bt December 31, 2009 or 20

Non-covered loans exclude loans acquired in the Waawatransaction that are covered under the FDICdbase agreements. Non-covered
nonperforming assets totaled $35.69 million at Datwer 31, 2012, a $4.69 million increase over Decamsii, 2011. Non-covered
nonperforming assets as a percentage of total overed assets were 1.42% at December 31, 2012,arechp 1.43% at December 31,
2011.

Non-covered nonaccrual loans totaled $23.93 millioBetember 31, 2012, compared to $24.49 millionetdnber 31, 2011. As of
December 31, 2012, non-covered nonaccrual loans laggely attributed to the
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following loan classes: single family non-owner ggied (29.55%); non-farm, non-residential (24.818%t)gle family owner occupied
(21.81%); and commercial and industrial (16.38%gproximately $4.43 million, or 18.52%, of non-cosdmonaccrual loans were attributed
to loans acquired in business combinations. Celtains included in the nonaccrual category have e#@ten down to the estimated
realizable value or assigned specific reservesimitie allowance for loan losses based upon managesrestimate of loss at ultimate
resolution.

When restructuring loans for borrowers experiendingncial difficulty, we generally make concessian interest rates, loan terms and/or
amortization terms. Certain TDRs are classified@gperforming at time of restructuring and aremd to performing status after six
months of satisfactory payment performance; howetese loans remain identified as impaired untildayment or other satisfaction of the
obligation occurs. Accruing TDRs totaled $12.05limil at December 31, 2012, compared to $9.45 milibDecember 31, 2011. Accruing
nonperforming TDRs amounted to $6.01 million, or88%%, of total accruing TDRs as of December 3122@% compared to 6.35% of
accruing TDRs at December 31, 2011. The allowaoctfn losses attributed to TDRs totaled $1.8Tionilat December 31, 2012, compa
to $1.14 million at December 31, 2011.

Ongoing activity within the classification and agdeies of nonperforming loans include collectionsdelinquencies, foreclosures, loan
restructurings, and movements into or out of thepeoforming classification as a result of changiisggnomic conditions, borrower financial
capacity, or resolution efforts. There were no aitcgy loans contractually past due 90 days or meref ®ecember 31, 2012.

Non-covered OREO, which is carried at the lesser tiineged net realizable value or cost, totaled $5nafbon as of December 31, 2012, a
decrease of $165 thousand, or 2.79%, comparedDeitember 31, 2011. As of December 31, 2012, noereadvOREO consisted of 45
properties with an average holding period of 11 thenDuring the year ended December 31, 2012,e¢héas on OREO totaled $966
thousand. Covered OREO is pursuant to the FDIC Bbsse Agreements discussed in “Note 2 — Businesshhations and Branching
Activity” of the Notes to Consolidated Financiab&ments in Item 8, herein, and is presented nibieofelated fair value discount. The
following table details activity within OREO forétperiods indicated:

Non-

(Amounts in thousand covered Covered Total

Beginning balance, January 1, 2012 $ 5,914 $ — $ 5,914
Acquired 12t 5,38¢ 5,51:
Additions 7,761 1,19C 8,951
Disposals (6,939 (2,565 (9,499
Valuation adjustment (1,129 (759 (1,887
Ending balance, December 31, 2( $ 5,74¢ $ 3,25¢ $ 9,00¢
(Amounts in thousand Total

Beginning balance, January 1, 2011 $ 4,91(
Additions 9,72
Disposals (7,047)
Valuation adjustmenti (1,679
Ending balance, December 31, 2( $ 5,91«

Non-covered delinquent loans, comprised of loans 3@ da more past due and nonaccrual loans, tota@d3$nillion as of December 31,
2012, an increase of $2.34 million, or 6.39%, coragavith December 31, 2011. The Peoples and Wacgamnquisitions resulted in an
addition of $1.04 million to non-covered delinquent

56



Table of Contents

loans at December 31, 2012. Non-covered delindoants as a percentage of total non-covered loaasuned 2.59% at December 31, 2012,
of which loans 30 to 89 days past due comprise@%.8nd nonaccrual loans comprised 1.59%. Non-cdvesaperforming loans, comprised
of nonaccrual loans, nonperforming TDRs, and ursmess TDRS, as a percentage of total non-coverat la@re 1.99% at December 31,
2012, compared to 1.80% at December 31, 2011.

We have considered all loans determined to be iragan the evaluation of the adequacy of the alluvesfor loan losses at December 31,
2012. Our allowance for loan losses remained edevdtiring 2012 due to the continued weakness inethleestate market and the anemic
economic conditions experienced during the yeara Assult of the elevated levels of charge-offsiarldjht of the broader economy, we

deemed it appropriate to maintain an elevated lefvgqualitative factors that adjust upward thedristal loss rates in its allowance model.

We maintain an active and robust problem credittifieation system. When a credit is identifiedeadhibiting characteristics of weakening,
we will assess the credit for potential impairmé&xamples of weakening include delinquency andrietgion of the borrower’s capacity to
repay as determined by our ongoing credit reviencfion. As part of the impairment review, we evéduthe current collateral value. It is our
standard practice to obtain updated third partiateral valuations to assist management in meagpatential impairment of a credit and the
amount of the impairment to be recorded, if any.

Internal collateral valuations are generally parfed within two to four weeks of the original iddiziation of potential impairment and rece
of the third party valuation. The internal valuatis performed by comparing the original appraiealurrent local real estate market
conditions and experience and considers expedajaitliition costs. The result of the internal valuais compared to the outstanding loan
balance, and, if warranted, a specific impairmeserve will be established at the completion ofitibernal evaluation.

A third party evaluation is typically received wiiththirty to forty-five days of the completion dfg internal evaluation. Once received, the
third party evaluation is reviewed for reasonabdsn®©nce the evaluation is reviewed and accepisehuhts to fair market value are applied
based upon such factors as the bank’s historigaidation experience of like collateral, and arineated net realizable value is established.
That estimated net realizable value is then contptaréhe outstanding loan balance to determinetheunt of specific impairment reserve.
The specific impairment reserve, if necessarydjasied to reflect the results of the updated atan. A specific impairment reserve is
generally maintained on impaired loans during teeqal while awaiting receipt of the third party &ation, as well as on impaired loans that
continue to make some form of payment where ligiodas not imminent. Impaired loans not meeting #fiorementioned criteria and that do
not have a specific impairment reserve typicallyehbeen previously written down through a partierge-off to their net realizable value.

Our Special Assets staff assumes the managememamitbring of all loans determined to be impairéthile awaiting the completion of the
third party appraisal, we generally begin to cortgptbe tasks necessary to gain control of the teosdhand prepare for liquidation, including,
but not limited to engagement of counsel, inspeatibcollateral, and continued communication with borrower, if appropriate. Special
Assets staff also regularly reviews the relatiopghiidentify any potential adverse developmentingduthis time.

Generally, the only difference between current ajged value, adjusted for liquidation costs, amdd#rrying amount of the loan less the
specific reserve is any downward adjustment taathgraised value that our Special Assets staff ohiters appropriate. These differences
generally consist of costs to sell the propertywel as a deflator for the devaluation of propevtyen banks are the sellers, and management
deems these fair value adjustments.

Based on prior experience, the Bank does not giyesturn loans to performing status after thenle&ave been partially charged off. Cre
identified as impaired move quickly through theqass towards ultimate
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resolution of the problem credit except in casesliving bankruptcy and various state judicial prgses which may extend the time for
ultimate resolution.

Deposits

Total deposits as of December 31, 2012, incread86.81 million, or 31.53%, compared with DecemhrZ011. Noninterest-bearing
deposits and interest-bearing demand deposits Beadmber 31, 2012, increased $103.08 million &&11% million, respectively, compared
with December 31, 2011. Savings deposits, whichudemoney market accounts and savings accounts,Rscember 31, 2012, increased
$105.57 million compared with December 31, 201inddeposits as of December 31, 2012, increased & &dllion compared with
December 31, 2011. Increases in deposit accounts pyemarily due to the Peoples and Waccamaw aitiguis completed during the second
quarter of 2012.

Average total deposits as of December 31, 2012¢@sed $247.54 million, or 15.53%, compared witcddeber 31, 2011. Average
noninterest-bearing deposits and average inteesgifly demand deposits as of December 31, 20lr2ased $63.72 million and $28.76
million, respectively, compared with December 301 2. Average savings deposits, which include managket accounts and savings
accounts, as of December 31, 2012, increased $@iilldn compared with December 31, 2011. Averagetdeposits as of December 31,
2012, increased $93.90 million compared with Decen®d, 2011. The average rate paid on interesifzedeposits during 2012 decreased
29 basis points to 0.64% compared with 0.93% in2@hroughout 2012, we decreased higher-rate ivatifs of deposit in an effort to
manage net revenues and net interest margin.

Borrowings

Our borrowings consist primarily of securities salttler agreements to repurchase and FHLB advaBhbes-term borrowings consist of
overnight federal funds purchased and repurchaseagnts. There were no federal funds purchasedamber 31, 2012, or December 31,
2011. Retail repurchase agreements decreased i®ill2®, or 1.62%, as of December 31, 2012, comgavih December 31, 2011. The
balance of wholesale repurchase agreements incr§8s20 million, or 16.39%, and the weighted average decreased 37 basis points to
3.34% as of December 31, 2012, compared with 3.@tBecember 31, 2011. The underlying securitiesided in retail repurchase
agreements remain under our control during the te#rthe agreements.

Short-term borrowings include overnight federaldsmurchased and commercial customer repurchaseragnts. Balances and weighted
average rates paid on short-term borrowings usedilg operations are summarized as follows:

2012 2011 2010
(Amounts in thousand Amount Rate Amount Rate Amount Rate
At year-end $77,92. 0.52% $79,20¢ 0.52% $ 90,89 0.71%
Average during the ye: 78,60¢ 0.5%  83,64: 0.65% 97,53: 1.02%
Maximum montl-end balanc: 88,90¢ 96,92t 108,64

The balance of FHLB borrowings, including convesdibnd callable advances and fixed rate crediteased $11.56 million to $161.56
million and the weighted average rate decreasdth2® points to 3.86% as of December 31, 2012, aosadpwith December 31, 2011. As of
December 31, 2012, the FHLB advances had matukiégseen nine months and nine years.

Also included in other indebtedness is $15.46 onllof junior subordinated debentures issued byCmpany in October 2003 through FCBI
Capital Trust, an unconsolidated trust subsidiaith an interest rate of three-month LIBOR plus52#® The debentures mature in October
2033 and are currently callable at the option ef@ompany.
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Stockholders’ Equity

Total stockholders’ equity increased $50.59 million16.55%, from $305.73 million at December 3112, to $356.32 million at
December 31, 2012. During the second quarter weis&,157,005 shares of Common Stock for approein®26.47 million in connection
with the Peoples acquisition. The change in stoldérs’ equity during the year ended December 3122@as also due to net income of
$28.58 million, dividends declared on common arefeared stock of $9.22 million, and an increasadoumulated other comprehensive
income of $5.50 million.

Risk-Based Capital

Risk-based capital guidelines promulgated by statefederal banking agencies weight balance sksetsand off-balance sheet
commitments based on inherent risks associatedthétihespective asset types. As of December 32,2b& Bank was deemed “well
capitalized” under regulatory capital adequacyddads. Our Company’s and the Bank’s capital radi@spresented in the following table for
the dates indicated. Our regulatory capital radieslined as a result of the addition of assetsiemdjfrom Peoples and Waccamaw.

December 31, 201 December 31, 201

Total risk -based capital ratio

First Community Bancshares, Ir 16.7(% 18.15%

First Community Banl| 15.22% 16.12%
Tier 1 risk-based capital ratio

First Community Bancshares, Ir 15.4% 16.8%

First Community Banl| 13.9% 14.8%
Tier 1 leverage ratio

First Community Bancshares, Ir 9.9¢% 11.5(%

First Community Banl| 8.9&% 10.0¢%

See “Note 15 — Regulatory Capital RequirementsRestrictions” in the Notes to Consolidated Finah8iatements in Item 8 herein.

Liquidity and Capital Resources

We maintain a liquidity policy as a means to managedity and the associated risk. The policy ird#s a Liquidity Contingency Plan (the
“Liquidity Plan”) that is designed as a tool for tasdetect liquidity issues promptly to protect dsipors, creditors and shareholders. The
Liquidity Plan includes monitoring various interraadd external indicators such as changes in cqresits and changes in market conditions.
It provides for timely responses to a wide varieftyunding scenarios ranging from changes in loamand to a decline in our quarterly
earnings to a decline in the market price of oaclst The Liquidity Plan calls for specific resposskesigned to meet a wide range of liquidity
needs based upon assessments on a recurring pasis @Gompany and Board of Directors.

As of December 31, 2012, we maintained total liguidf $770.42 million comprised of the followingnencumbered cash on hand and
deposits with other financial institutions of $188 million, unpledged available-for-sale securité$241.48 million, held-to-maturity
securities due within one year of $250 thousandsad FHLB credit availability of $269.33 milliomé federal funds lines availability of
$114.51 million. Cash on hand and deposits witkeiofimancial institutions, as well as FHLB availitli are immediately available for
satisfaction of deposit withdrawals, customer drededs, and our operations. Available-for-sal@istes represent a secondary level of
liquidity available for conversion to liquid funds the event of extraordinary needs. Our approiresslof credit with correspondent banks are
available as backup liquidity sources.

As a holding company, we do not conduct signifiagpdrations and our primary sources of liquidity dividends upstreamed from the Bank
and borrowings from outside sources. See “Note Regulatory Capital
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Requirements and Restrictions” of the Notes to Gbdated Financial Statements in Item 8 herein méigg such dividends. Banking
regulations limit the amount of dividends that niiypaid by the Bank. As of December 31, 2012, iguid assets, including cash and
investment securities, totaled $23.53 million. ©@ash reserves and investments, as well as managéraearrangements, provide adequate
working capital to meet obligations and projecteddgnds to shareholders for the next twelve monitaiitionally, we maintain a $15.0
million unsecured, committed line of credit. Theras no balance on the line as of December 31, 2012.

As of December 31, 2012, approved loan commitmeutstanding amounted to $215.77 million and timgodéts scheduled to mature in one
year or less totaled $525.58 million. Managemetiebes that we have adequate resources to funtbodiag commitments and could eitl
adjust rates on certificates of deposit in ordeetain or attract deposits in changing interet& esmvironments or replace such deposits with
advances from the FHLB or other funds provideispfoved to be cost effective to do so.

The following table presents contractual cash albiaggns as of December 31, 2012:

Total Payments Due by Perioc

Less than One to Three to More than
Total One year Three Years Five Years Five Years
(Amounts in thousand
Deposits without a stated matur® $1,196,94! $1,196,94' $ — $ — $ —
Overnight security repurchase agreem: 67,43: 67,43: — — —
Certificates of depos@@) 849,26° 525,57¢ 238,28 85,34¢ 51
Term security repurchase agreems 78,11¢ 12,347 4,68: 35,17: 25,917
FHLB advance®® 195,53: 17,55( 12,36( 9,58¢ 156,03:
Trust preferred indebtedne 26,64( 58¢ 1,17C 1,17¢ 23,71t
Leases 3,89¢ 1,22¢ 1,07¢ 42¢ 1,16
Total $2,417,83 $1,821,66 $257,58: $131,70° $206,88:

(1) Excludes interes

(2) Includes interest on both fixed and variable @bligations. The interest associated with vadgiahte obligations is based upon interest
rates in effect at December 31, 2012. The intdcelse paid on variable rate obligations is affedigdthanges in market interest rates,
which materially affect the contractual obligatamounts to be pai

(3) Excludes carrying value adjustments such as un@adrpremiums or discount
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Off-Balance Sheet Arrangements
The following table presents detailed informatiegarding our off-balance sheet arrangements atrbleee31, 2012:

Amount of Commitment Expiration Per Period

More than
Less than One to Three to
(Amounts in thousand Total One Year @) Three Years Five Years Five Years
Commitments to extend cre(
Commercial loan
Construction, development, and other ; $ 12,79¢ $ 3,73 $ 2,09¢ $ 2,217 $ 4,75¢
Commercial and industri; 43,13: 36,35( 6,47( 15C 165
Multi-family residentia 1,092 587 13¢ 32 33t
Single family no-owner occupiet 2,26: 1,91« 19 18t 144
Non-farm, noi-residentia 17,70: 7,74¢ 1,55¢ 5,91¢ 2,481
Agricultural 38: 33: 5C — —
Farmland 1,65¢ 787 872 — —
Consumer real estate loz
Home equity line: 114,63 9,127 15,29¢ 15,99¢ 74,21¢
Single family owner occupie 70E 257 10t 24 31¢
Owner occupied constructic 8,59¢ 4,95: 2 52t 3,11¢
Consumer and other loa
Consumer loan 12,45 6,40¢ 472 377 5,197
Other 357 141 — 21¢€ —
Total unused commitmen $215,77( $ 72,33( $ 27,07¢ $25,63¢ $90,72¢
Financial letters of cred $ 29C $ 28C $ — $ — $ 10
Performance letters of cre( 6,517 6,12¢ 28( 14 94
Total letters of credi $ 6,807 $ 6,40¢ $ 28C $ 14 $ 104

(1) Lines of credit with no stated maturity date arguded in commitments for less than one y

Wealth Management Services

As part of our community banking services we offast management, estate administration, and imagtadvisory services through the
Bank’s wholly-owned subsidiary, First Community itedManagement (“FCWM")which reported assets under management of $87®n
and $873 million at December 31, 2012 and 201 bemts/ely. These assets are not assets of our Gompat are managed under various
fee-based arrangements as fiduciary or agent. FCGWéliges inter vivos trusts and trusts under waNietbps and administers employee
benefit plans and individual retirement plans, arahages and settles estates. Fiduciary fees foe Hervices are charged on a schedule
related to the size, nature and complexity of tmant. Revenues consist primarily of commissiamgigsets under management and
investment advisory fees.

Insurance Services

We offer insurance services through our subsidi@argenpoint, which provides commercial and perstine$ of insurance. Revenues are
primarily derived from commissions paid by issug@mpanies on the sale of policies. Commission regevas $5.74 million for 2012
compared to $6.20 million for 2011. The decreaseoimmission revenue reflects the sale of two ageffises during 2011 and soft econol
conditions impacting policy and premium levels.

ITEM 7A. Quantitative and Qualitative Disclosures about Marlet Risk.

The Company’s profitability is dependent to a laegéent upon its net interest income, which isdiference between its interest income on
interest-earning assets, such as loans and sesustid its interest expense on
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interest-bearing liabilities, such as deposits laoidowings. The Company, like other financial ingions, is subject to interest rate risk to the
degree that interest-earning assets reprice diffigréhan interest-bearing liabilities. The Companginages its mix of assets and liabilities
with the goals of limiting its exposure to intereste risk, ensuring adequate liquidity, and cawaiting its sources and uses of funds while
maintaining an acceptable level of net interesbine given the current interest rate environment.

The Company’s primary component of operational neree net interest income, is subject to variat®@a aesult of changes in interest rate
environments in conjunction with unbalanced repgodpportunities on earning assets and intdyeating liabilities. Interest rate risk has f
primary components: repricing risk, basis risk|dieurve risk and option risk. Repricing risk ocewhen earning assets and paying liabilities
reprice at differing times as interest rates chaBgsis risk occurs when the underlying rates enagsets and liabilities the institution holds
change at different levels or in varying degreasldrcurve risk is the risk of adverse consequeiases result of unequal changes in the sj
between two or more rates for different maturif@msthe same instrument. Lastly, option risk is dtmembedded options, often put or call
options, given or sold to holders of financial mstents.

In order to mitigate the effect of changes in teaeral level of interest rates, the Company manag@&cing opportunities and thus, its
interest rate sensitivity. The Company seeks tdrobits interest rate risk exposure to insulateingrest income and net earnings from
fluctuations in the general level of interest rafles measure its exposure to interest rate ris&rtgrly simulations of net interest income are
performed using financial models that project nétriest income through a range of possible inteatéstenvironments including rising,
declining, most likely and flat rate scenarios. Bimaulation model used by the Company capturesaaiting assets, interest-bearing liabilities
and off-balance sheet financial instruments andbioes the various factors affecting rate sensjtivito an earnings outlook and estimates of
the economic value of equity for a range of assuimiiest rate scenarios. The results of theselations indicate the existence and severity
of interest rate risk in each of those rate envirents based upon the current balance sheet pgsidgenmptions as to changes in the volume
and mix of interest-earning assets and interesingdiabilities and the Company’s estimate of yfetd be attained in those future rate
environments and rates that will be paid on variesosit instruments and borrowings. These assomgptre inherently uncertain and, as a
result, the model cannot precisely predict the ichpé fluctuations in interest rates on net interesome. Actual results will differ from
simulated results due to timing, magnitude, angdescy of interest rate changes, as well as changearket conditions and the Company’s
strategies. However, the earnings simulation mizdeldirrently the best tool available to the Compangt the industry for managing interest
rate risk.

The Company has established policy limits for tatexe of interest rate risk in various interest szienarios. In addition, the policy addresses
exposure limits to changes in the economic valueqoity according to predefined policy guidelin€se most recent simulation indicates that
current exposure to interest rate risk is withia @ompany’s defined policy limits.

The following table summarizes the impact of imnageliand sustained rate shocks in the intereseraeonment on net interest income. The
model simulates plus 300 to minus 100 basis pdiahges from the base case rate simulation antriltes the prospective effects of
hypothetical interest rate changes over a twelvatmtme period. This modeling technique, althougkful, does not take into account all
strategies that management might undertake in nsgpio a sudden and sustained rate shock as akpMs$e, as market conditions vary from
those assumed in the sensitivity analysis, actsllts will also differ due to prepayment and rafioing levels likely deviating from those
assumed, the varying impact of interest rate chaags or floors on adjustable rate assets, thenpateffect of changing debt service levels
on customers with adjustable rate loans, deposédy withdrawals and product preference changebpther internal and external variables.
As of September 30, 2012, the Federal Open Marketr@ittee maintained a target range for federal $urfd) to 25 basis points, rendering a
complete downward shock of 200 basis points medgssgaccordingly,
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downward rate scenarios are limited to minus 1@fsb@oints. In the downward rate shocks preseieuchmark interest rates are assume
levels with floors near 0%.

December 31, 201 December 31, 201

(Amounts in thousands) Change in Change in

Increase (Decrease) in Net Interest Percent Net Interest Perceni
Interest Rates (Basis Points Income Change Income Change
300 $ 10,92¢ 13.2 $ 8,881 13.C
200 7,45¢ 9.C 6,12¢ 9.C
100 3,60¢€ 4.4 3,35¢ 4.S
(100) (35) (0.0) (826) (1.2)

During the next twelve months we have more ashets liabilities projected to reprice. As a resptpjected net interest income will increase
if and when benchmark rates increase. If benchriméekest rates decrease further than current lepetdgected net interest income will rem
roughly level.

Impact of Inflation and Changing Prices

The consolidated financial statements and notestih@resented herein have been prepared in acumraeth GAAP, which requires the
measurement of financial position and operatingltesn terms of historical dollars without congiag the changes in the relative purchasing
power of money over time due to inflation. The mmneffect of inflation on the operations of thenGmany is reflected in increased operating
costs. In management’s opinion, interest rates hayeater impact on the Company’s consolidatefbpaance than do the effects of general
levels of inflation. Interest rates do not necefséuctuate in the same direction or to the sawgent as the price of goods and services.
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands, except share and per shate

Assets

Cash and due from ban

Federal funds sol

Interes-bearing balances with ban
Total cash and cash equivale

Securities availab-for-sale

Securities hel-to-maturity

Loans held for sal

Loans held for investment, net of unearned incc
Covered under loss share agreem
Not covered under loss share agreem
Less allowance for loan loss

Loans held for investment, n

FDIC receivable under loss share agreem

Property, plant, and equipment, |

Other real estate owne
Covered under loss share agreem
Not covered under loss share agreem

Interest receivabl

Goodwill

Other intangible asse

Other asset

Total asset

Liabilities
Deposits:

Noninteres-bearing

Interes-bearing

Total deposit:
Interest, taxes, and other liabiliti
Securities sold under agreements to repurc
FHLB advance:
Other borrowing:
Total liabilities

Stockholders’ Equity

Preferred stock, par value undesignated; 1,000:880=s authorized; no shares issued or outstaatling
December 31, 2012 or December 31, 2

Series A preferred stock, $0.01 par value; 25,0@0es authorized; 17,421 shares issued at Dece3tiber
2012, and 18,921 shares issued at December 31,

Common stock, $1 par value; 50,000,000 shares amdith 20,343,327 shares issued and 20,053,406
outstanding at December 31, 2012; 18,082,822 slesesd and 17,849,376 shares outstanding at
December 31, 201

Additional paic-in capital

Retained earning

Treasury stock, at co

Accumulated other comprehensive i

Total stockholder equity

Total liabilities and stockholde' equity
See Notes to Consolidated Financial Statements.
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December 31
2012 2011

$ 50,40t $ 34,57

66,50¢ 1,90¢
27,93 10,80°
144.84° 47,29
534,35 482,43
81€ 3,49(
6,67- 5,82(
219,05 —
1,505,59 1,396,06
(25,770 (26,205
1,698,88. 1,369,86.
48,07 —
64,86¢ 54,72
3,25¢ —
5,74¢ 5,91¢
7,84: 6,19:
104,86¢ 83,05¢
3,52z 4,32¢
105,11¢ 101,68:

$2,728,86 $2,164,78!

$ 343,35: $ 240,26!

1,686,82: 1,303,19'
2,030,17! 1,543,46
28,81¢ 20,45;
136,11¢ 129,20¢
161,55¢ 150,00(
15,87" 15,93:
2,372,54. 1,859,06
17,42: 18,92:
20,34: 18,08:
213,82 188,11
113,01 93,65¢
(6,45¢) (5,721)
(1,825) (7,329)
356,32 305,72

$2,728,86 $2,164,78'
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31

(Amounts in thousands, except share and per shate 2012 2011
Interest Income
Interest and fees on loans held for investn $ 96,68¢ $ 80,58
Interest on securitie— taxable 7,83( 8,11
Interest on securitie— nontaxable 4,88: 5,19¢
Interest on deposits in ban 25¢ 28t
Total interest incom 109,65t 94,17¢
Interest Expense
Interest on deposi 9,97 12,78t
Interest on sho-term borrowings 2,51t 2,47¢
Interest on lon-term debt 7,118 6,88¢
Total interest expens 19,60( 22,14
Net interest incom 90,05¢ 72,02¢
Provision for loan losse 5,67¢ 9,04
Net interest income after provision for loan los 84,37¢ 62,98:
Noninterest Income
Wealth management incor 3,701 3,51(
Service charges on deposit accol 14,06: 13,23¢
Other service charges and ft 6,46 5,722
Insurance commissiot 5,74: 6,197
Impairment losses on securiti (942 (2,285
Portion of losses recognized in other compreherisis@me — —
Net impairment losses recognized in earni (942) (2,285
Net gains on sale of securiti 48: 5,26¢
Other operating incom 7,20( 3,88¢
Total noninterest incom 36,71( 35,53¢
Noninterest Expense
Salaries and employee bene 38,66 34,12¢
Occupancy expense of bank premi 6,87 6,28(
Furniture and equipment exper 4,14¢ 3,49(
Amortization of intangible asse 804 1,02(
FDIC premiums and assessme 1,612 1,98¢
FHLB debt prepayment fe« — 471
Merger related expens 5,09z —
Goodwill impairment — 1,23¢
Other operating expen: 21,19( 20,30¢
Total noninterest expen: 78,38 68,91!
Income before income tax 42,70t 29,60:
Income tax expens 14,12¢ 9,57
Net income 28,571 20,02¢
Dividends on preferred stot 1,05¢ 703
Net income available to common shareholc $ 27,51¢ $ 19,32
Basic earnings per common sh $ 1.44 $ 1.0¢
Diluted earnings per common shi $ 1.4C $ 1.07
Cash dividends per common sh $ 0.4: $ 0.4C
Weighted average basic shares outstan 19,127,06 17,877,42
Weighted average diluted shares outstan 20,481,39 18,691,08

See Notes to Consolidated Financial Statements.
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2010

84,74.
12,70«
5,94:
194

103,58.

19,88:
2,88:
6,95¢

29,72¢

73,857
14,75]

59,10(

3,82¢
13,12¢
5,074
6,721
(185)

(185)

8,27¢
3,66:

40,50¢

34,52¢
6,43¢
3,71
1,032
2,85¢

1,03¢
20,33;

69,94!

29,66¢

7,81¢

AR ||R ||

21,84;

21,84

1.2¢
1.2¢

0.4(

17,802,00
17,822,94
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FIRST COMMUNITY BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in thousands, except share and per shate

Net income

Other comprehensive income, before

Available-for-sale securities
Unrealized gains (losses) on securities avai-for-sale with othe-thar-temporary impairmer
Unrealized gains on securities avail-for-sale without othethar-temporary impairmer
Less: reclassification adjustment for gains redlizenet income
Less: reclassification adjustment for credit redad¢her-than-temporary impairments recogni

in net income

Unrealized gains on availal-for-sale securities in OC
Benefit plans
Net actuarial losses on pension and other postnetint benefit plar
Amortization of prior service cost, transition a#skligation, and net actuarial losses include
net periodic benefit co:
Unrealized gains (losses) on benefit pl
Derivative securities
Unrealized gains on derivative securit
Other comprehensive income, before
Income tax expense related to items of other cohgmsive incom:
Other comprehensive income, net of
Total comprehensive income

See Notes to Consolidated Financial Statements.
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Years Ended December 31

2012 2011 2010
$28,57.  $20,02¢  $21,84
1,03¢ (1,247 194
7,28( 12,94¢ 8,41¢
(485) (5,264) (8,279
94z 2,28¢ 18¢
8,77¢ 8,72z 52t
(195) (1,230 (379
26¢ 227 10€
73 (1,007) (279
— 30 2,07¢
8,84¢ 7,74¢ 2,33(
(3,345) (2,889 (86¢)
5,50% 4,86 1,467
$34,08C  $24,89(  $23,30¢
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousand
Operating activities
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Provision for loan losse
Depreciation and amortization of property, plant @quipmen
Accretion of discounts and amortization of premiwnsnvestment
Accretion of FDIC receivable for loss share agreets
Amortization of intangible asse
Goodwill impairment los
Gain on sale of loar
Equity-based compensation expel
Gain (loss) on sale of property, plant, and equipr
Loss on sale of other real est
Gain on sale of securiti¢
Net impairment losses recognized in earni
Losses on payments of FHLB debt prepayment
Deferred income tax (benefit) exper
Excess tax benefit from shi-based compensatic
Proceeds from sale of mortgage lo
Origination of mortgage loar
Decrease in accrued interest receiv:
Decrease (increase) in other operating activ
Net cash provided by operating activit
Investing activities
Proceeds from sale of securities avail-for-sale
Proceeds from maturities, prepayments, and cabeairities availab-for-sale
Proceeds from maturities, prepayments, and cabeatdrities hel-to-maturity
Payments to acquire securities avail-for-sale
Collections (originations) of loans, r
Proceeds from the redemption of FHLB stock, ngiwothase:
Net cash acquired in acquisitio
Payments to acquire property, plant, and equipt
Proceeds from sale of property, plant, and equip!
Proceeds from sale of other real es
Net cash provided by (used in) investing activi
Financing activities
Net increase (decrease) in noninte-bearing deposit
Net decrease in inter-bearing deposit
Repayments of securities sold under agreemeneptochas:
Repayments of lor-term debr
Proceeds from issuance of preferred s
Proceeds from stock options exerci:
Payments for repurchase of treasury s
Payments for repurchase of warra
Payments of FHLB debt prepayment fi
Excess tax benefit from shi-based compensatic
Payments of common dividen
Payments of preferred dividen
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of
Cash and cash equivalents at end of

Supplemental information— noncash items
Transfer of other real este
Loans originated to finance other real es

Years Ended December 31

2012 2011 2010
$ 28,57 $ 20,02¢ $ 21,847
5,67¢ 9,041 14,75’
4,03¢ 3,98: 4,091
2,32¢ 1,611 1,11
45¢ — —
804 1,02( 1,03:

— 1,23¢ 1,03¢
(1,066) (719 (835)
132 08 58

82 (157) 66
1,86¢ 2,361 1,92¢
(489 (5,269 (8,279
94z 2,28t 18t

— 471 —
(896) 2,36% 13,00t
(6) (5) 9
67,50: 45,46¢ 57,47
(67,289 (45,879 (49,76)
2,35¢ 1,48: 93t
14,58t 14,56t (581)
59,61 54,00 58,07
155,60 192,84° 170,54(
105,83( 49,19 90,63
2,69( 1,29¢ 2,82t
(245,349 (234,819 (248,10)
75,00 (28,69 2,410
2,101 1,417 1,45¢
152,28 83t (882)
(8,009 (3,06¢) (3,749
1,151 59¢ 16%
8,10¢ 6,20( 5,02t
249 50( (14,190 5,801
12,65 35,11 (3,099
(175,13) (112,601 (21,917
(13,179 (11,68¢) (12,740
(25,769 (25,260 (8,209)
= 18,80: —
144 32 20
(1,019 (904 —
_ (30) _

— (473 —

6 5 g
(8,16 (7,15 (7,129
(1,120 (559 —
(211,56() (104,71) (53,03)
97,55 (64,895 10,84¢
47,29: 112,18 101,34:
$144,84° $ 47,29 $ 112,18
$ 9,08 $ 972 $ 679
$ 1,40t $ 151 $  —

See Note 1 for detail of income taxes and intgrait and Note 2 for detail of net cash acquireddquisitions.

See Notes to Consolidated Financial Statements.
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

(Amounts in thousands, except share and

per share data

Balance January 1, 20:

Net income

Other comprehensive incor

Common dividends declar— $0.40 per shar
Equity-based compensation expel

Common stock options exercis— 2,631 share
Contribution of treasury stock to 401(k) p— 74,926 share
Acquisition of Greenpoint Insurance Group 22,814drsk
Balance December 31, 20

Net income

Other comprehensive incor

Common dividends declar— $0.40 per shar

Preferred dividends declar— $37.15 per shar

Issuance of preferred sto— 18,921 share

Repurchase of common stock warre

Equity-based compensation expel

Common stock options exercis— 2,969 share
Contribution of treasury stock to 401(k) p— 60,632 share
Purchase of treasury sha— 81,510 shares at $10.88 per st
Balance December 31, 20

Net income

Other comprehensive incor

Common dividends declar— $0.43 per shar

Preferred dividends declar— $60.00 per shar

Preferred stock converted to common st— 103,500 share
Equity-based compensation expel

Common stock options exercis— 5,223 share

Purchase of treasury sha— 67,438 shares at $15.00 per st
Acquisition of Peoples Bank of Virgin— 2,157,005 share

Balance December 31, 20

See Notes to Consolidated Financial Statements.

Accumulated

Additional Other
Preferred Common Retainec Treasury Comprehensive
Paid-in
Stock Stock Capital Earnings Stock Income (Loss) Total
$ = $ 18,08! $ 190,96 $ 66,76( $ (9,89) $ (13,657) $252,26°
— — — 21,84° — — 21,847
— — — — — 1,462 1,462
— — — (7,12) — — (7,129)
— — 33 — 25 — 58
— — (593) — 82 — 29
— — (1,289 — 2,33: — 1,044
— — (419) — 711 — 292
$ = $ 18,08 $ 189,23 $ 81,48t¢ $ (6,740 $ (12,190 $269,87¢
$ — $ — $ — $ 20,02¢ $ — $ — $ 20,02¢
— — — — — 4,86 4,86
— — — (7,15%) — — (7,15%)
— — — (70?) — — (707)
18,92 — (119) — — — 18,80:
— — (30) — — — (30)
— — 68 — 30 — 98
— — (6C) — 92 — 32
— — (980) — 1,801 — 821
— — — — (909 — (904)
$ 18,92: $ 18,08! $ 188,11¢ $ 93,65¢ $ (5,72) $ (7,32%) $305,72¢
$ = $  — $ — $ 28,577 $ — $ — $ 28,577
— — — — — 5,50: 5,50:
— — — (8,167) — — (8,167)
— — — (1,05%) — — (1,05%)
(1,500 102 1,397 — — — —
— — 11¢ — 17 — 132
— — (119 — 258 — 144
— — — — (1,017 — (1,017
— 2,151 24,31 — — — 26,47(
$ 17,42 $ 20,34: $ 213,82¢ $113,01 $ (6,45%) $ (1,825 $356,32:
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1.  Summary of Significant Accounting Policies
Basis of Presentation

The accounting and reporting policies of First Camity Bancshares, Inc. and subsidiaries (“First @amity” or the “Company”) conform
to accounting principles generally accepted inUhéed States (“U.S. GAAP”) and to predominant pices within the banking industry. In
preparing financial statements, management is redjid make estimates and assumptions that affeceported amounts of assets and
liabilities as of the date of the balance sheetramdnues and expenses for the period. Actualteesould differ from those estimates. Assets
held in an agency or fiduciary capacity are noetssef the Company and are not included in therapemying consolidated balance sheets.

Principles of Consolidation

The consolidated financial statements of First Comity include the accounts of all wholly-owned sdiries. All significant intercompany
balances and transactions have been eliminateshsotidation. The Company operates in one busisegsient, Community Banking. The
Community Banking segment consists of all operatiagmcluding commercial and consumer banking, legdictivities, wealth management,
and insurance services. Prior to March 31, 201jramce services were reported as a separateiogesagment. During the first quarter of
2012, management determined, in accordance wit#nEial Accounting Standards Board (“FASB”) AccountiStandards Codification
(“ASC") 280-10-50, that the Insurance Services seginmo longer met the quantitative requirementslfeclosure due to the sale of certain
agencies during the third quarter of 2011. The afj@ns of the Insurance Services segment weremabBosimilar to the Community
Banking segment; therefore, the two segments haga bggregated for disclosure purposes in the osedeconsolidated financial
statements. Prior periods have been restatedlezir#fie Company’s one operating segment, Commuatyking.

Use of Estimates

In preparing consolidated financial statementsoimfarmity with generally accepted accounting pries, management is required to make
estimates and assumptions that affect the repartenints of assets and liabilities as of the dathebalance sheet and reported amounts of
revenues and expenses during the reporting pd¥indncial statement items requiring the significase of estimates and assumptions
include, but are not limited to, fair values of @¥ment securities, fair value adjustment of aeglibusinesses and the establishment of the
allowance for loan losses. Actual results couldedifrom those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include cash and duelfaois, time deposits with other banks, federati$usold, and interest-bearing balances
on deposit with the Federal Home Loan Bank (“FHLBiat are available for immediate withdrawal. lettrand income taxes paid were as
follows:

2012 2011 2010
(Amounts in thousand
Interest $19,65¢ $22,857 $30,60¢
Income Taxe: 10,38¢ 8,50( 5,30(

Pursuant to agreements with the Federal Reservie &aRichmond (“FRB”), the Company maintains a chalance of $250 thousand in lieu
of charges for check clearing and other services.

Investment Securities

Securities to be held for indefinite periods ofdinmcluding securities that management intendsséoas part of its asset/liability management
strategy and that may be sold in response to clsangeterest rates, changes in
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

prepayment risk, or other similar factors, are sifeed as available-fosale and are recorded at estimated fair value.dlinegl appreciation ¢
depreciation in fair value above or below amortizedt is included in stockholders’ equity, netridame taxes, under the category of
accumulated other comprehensive loss. Premiumsliandunts are amortized or accreted to income theelife of the security. Gain or loss
on sale is based on the specific identificationhrodt

Investments in debt securities that managementié@smined it does not intend to sell and has sesbénat it is not more likely than not that
it will have to sell, are deemed to be held to migtuand are carried at amortized cost. Premiuntsdiscounts are amortized to expense and
accreted to income over the lives of the securitBzn or loss on the call or maturity of investisecurities, if any, is recorded based on the
specific identification method.

The Company performs an extensive review of thestment securities portfolio quarterly to determniime cause of declines in the fair value
of each security within each segment of the pddfdlhe Company uses inputs provided by an indegetnithird party to determine the fair
values of its investment securities portfolio. Itgoprovided by the third party are reviewed by nggmaent. Evaluations of the causes of the
unrealized losses are performed to determine whtkeampairment is temporary or other-than-tempona nature. Considerations such as
whether the Company determines it has the intes¢liche security or whether it is more likely nhaot it will be required to sell the security,
recoverability of the invested amounts over the @any’s intended holding period, severity in pricoigcline and receipt of amounts
contractually due, for example, are applied in deteing whether a security is other-than-tempoyaripaired. If a decline in value is
determined to be other-than-temporary, the valud®Eecurity is reduced and a corresponding cltargarnings is recognized. In the
instance of a debt security which is determinedg@ther-than-temporarily impaired, the Compangirines the amount of the impairment
due to credit and the amount due to other facidre.amount of impairment related to credit is retpgd in the Consolidated Statements of
Income and the remainder of the impairment is razagl in other comprehensive income.

Loans Held for Sale

Loans held for sale primarily consist of one-to+féamily residential loans originated for sale lie tsecondary market and are carried at the
lower of cost or estimated fair value determinechnraggregate basis. The long-term, fixed ratesl@ae sold to investors on a best efforts
basis such that the Company does not absorb taegttrate risk involved in the loans. The faitueabf loans held for sale is determined by
reference to quoted prices for loans with similaumon rates and terms.

The Company enters into interest rate lock commitné'|IRLCs”) with customers on mortgage loans vitib intent to sell the loans in the
secondary market. The derivatives arising fromlRieCs are recorded at fair value in other assedliabilities and changes in that fair value
are included in other income. The fair value of HREC derivatives are determined by reference toted prices for loans with similar coup
rates and terms. Gains and losses on the salesd thans are included in other income.

Loans Held for Investment

Loans held for investment are carried at the ppalcamount outstanding less any write-downs whiely tre necessary to reduce individual
loans to net realizable value. Individually sigo#int loans are evaluated for impairment when evidef impairment exists. Impairment
allowances are recorded through specific additiortke allowance for loan losses. Loans are consibeast due when principal or interest
becomes contractually delinquent by 30 days or moomsumer loans are charged off against the alloeréor loan losses when the loan
becomes 120 days past due (180 days if securegsiential real estate). All other loans are chavafé
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

against the allowance for loan losses after calacttempts have been exhausted, which genesalythin 120 days. Recoveries of loans
charged off are credited to the allowance for llmmses in the period received.

Business Combinations and Acquired Loans

The Company accounts for business combinationsrd8B ASC Topic 805, “Business Combinations,” whiequires the use of the
acquisition method of accounting. In accordancé wie acquisition method of accounting, all ideakife assets acquired, including loans,
recorded at fair value. No allowance is recordethenacquisition date for acquired loans becausdadtin values of the loans incorporate
assumptions regarding credit risk. Acquired loamsracorded at fair value in accordance with tlievialue methodology prescribed in FASB
ASC Topic 820, “Fair Value Measurements and Diaales,” exclusive of the loss share agreementstiwélFDIC. The fair value estimates
associated with the loans include expected prepatgvand the amount and timing of expected principtérest, and other cash flows. Fair
values are subject to refinement for up to one géter the closing date of the acquisition as aold#l information regarding the closing date
fair values becomes available.

Acquired credit impaired loans are accounted fateurthe accounting guidance for loans and debtgiesuacquired with deteriorated credit
quality, found in FASB ASC Topic 310-30, “Receivedl Loans and Debt Securities Acquired with Detated Credit Quality,” formerly
American Institute of Certified Public Accounta@satement of Position 03-3Atcounting for Certain Loans or Debt Securities Biced in &
Transfer,” and initially measured at fair value,igfhincludes estimated future credit losses expkittde incurred over the life of the loans.
Loans exhibit evidence of credit deterioration witda probable at the date of acquisition that@wmpany will not collect all contractually
required principal and interest payments. Evidesfagedit quality deterioration, as of the purchdage, may include measures such as
nonaccrual status, credit scores, declines inteoavalue, current loan to value percentagesdand past due. The Company considers
expected prepayments and estimates the amouninaing of expected principal, interest, and othestclows for each loan or pool of loans
meeting the criteria above, and determines thessxakthe loan’s scheduled contractual principdl @ntractual interest payments over all
cash flows expected at acquisition as an amounstiauld not be accreted (nonaccretable differefidey remaining amount, representing
excess of the loan’s or pool’'s cash flows expetiduk collected over the amount deemed paid foloidue or pool of loans, is accreted into
interest income over the remaining life of the l@apool (accretable yield). The Company recordgseaount on these loans at acquisition to
record them at their realizable cash flows. Théedi#nce between contractually required paymenasaisition and the cash flows expected
to be collected at acquisition is referred to @&srtbnaccretable difference which is included indhying amount of the loans. Subsequent
decreases to the expected cash flows will generedlylt in a provision for loan losses. Subsequemeases in cash flows result in a reversal
of the provision for loan losses to the extentrmdmpcharges, or a reversal of the nonaccretalfferdince with a positive impact on interest
income prospectively. Further, any excess of chsisfexpected at acquisition over the estimatedviglue is referred to as the accretable
yield and is recognized in interest income overrtraaining life of the loan when there is a reabtmaxpectation about the amount :

timing of such cash flows.

Purchased performing loans are recorded at fairevahd include credit and interest rate marks @s®acwith acquisition accounting
adjustments, as accounted for under the contractishl flow method of accounting. The fair valueuatipent is accreted as an adjustment to
yield over the estimated contractual lives of thenis. There is no allowance for loan losses estadli at the acquisition date for acqui
performing loans. A provision for loan losses isaieled for any credit deterioration in these logumissequent to the acquisition.
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Federal Deposit Insurance Corporation Indemnificaton Asset

The Federal Deposit Insurance Corporation (the @PIndemnification asset is measured separately flenrelated covered asset as it is
contractually embedded in the assets and is nudfeeable should the assets be sold. Acquisitioe f@ér value was estimated using projected
cash flows related to the loss share agreemen¢silmasthe expected reimbursements for losses tisgngpplicable loss share percentages
the estimated true-up payment at the expiratiah®ioss share agreements, if applicable. Thesefltags were discounted to reflect the
estimated timing of the receipt of the loss shambursements from the FDIC and any applicable tiqu@ayment owed to the FDIC for
transactions that include claw-back provisionscbisit rates were determined based on the marlestaiah similar term security at the time
of the acquisition adjusted for additional riskprems.

The FDIC receivable is reviewed and updated prdspyg as loss estimates related to covered loadsother real estate owned (“OREQ”)
change, and as reimbursements are received orterlpeche received from the FDIC. Post-acquisitidjustments to the FDIC receivable
resulting from improvements or deterioration inmasted cash flows are charged or credited to nerést income prospectively. Adjustments
to the FDIC receivable resulting from post-acgiositchanges in estimated cash flows are basedeoreimbursement provision of the
applicable loss share agreement with the FDIC.|o&® share agreements establish reimbursementfoatesses incurred within certain
tranches. Post-acquisition adjustments represenmteéhchange in loss estimates related to covesetsland OREO as a result of changes in
expected cash flows and the allowance for loareksslated to covered loans. For loans coveredds/dhare agreements, subsequent
decreases in the amount expected to be colleatedtfie borrower or collateral liquidation resuliaiprovision for loan losses, an increase in
the allowance for loan losses, and a proportiodpisiment to the receivable from the FDIC for tlhéreated amount to be reimbursed.
Subsequent increases in the amount expected tollbeted from the borrower or collateral liquidaticesult in the reversal of any previously
recorded provision for loan losses and relatednalle for loan losses and related adjustmentsteetteivable from the FDIC, or prospec!
adjustment to the accretable yield and the relegedivable from the FDIC if no provision for loarskes had been recorded previously.
Collection and other servicing costs related tm$oeovered under FDIC loss share agreements argetht noninterest expense as incurred.
A receivable from the FDIC is then recorded for éis&imated amount of such expenses that are exjtecke reimbursed and results in a
decrease to noninterest expense. The estimatednduofosuch reimbursements is determined by sevacsbdrs including the existence of loan
participation agreements with other financial ingions, the presence of partial guarantees franstinall Business Administration and
whether a reimbursable loss has been recordededodh for which collection and servicing costsénbeen incurred. Future adjustments to
the receivable from the FDIC may be necessary diaclal information becomes available relatedit® amount of previously recorded
collection and servicing costs that will actually teimbursed by the FDIC and the probable timinguah reimbursements.

Allowance for Loan Losses

The allowance for loan losses is maintained avel lmanagement deems sufficient to absorb prodabées inherent in the portfolio, and is
based on management’s evaluation of the risksdnan portfolio and changes in the nature andmelof loan activity. The Company
consistently applies a review process to periolji@laluate loans for changes in credit risk. Triscess serves as the primary means by
which the Company evaluates the adequacy of tbevatice for loan losses.

The Company determines the allowance for loan fobgenaking specific allocations to impaired lo#res exhibit inherent weaknesses and
various credit risk and general allocations to caruial loans, consumer residential real estate candumer loans by giving weight to risk
ratings, historical loss trends and
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

management’s judgment concerning those trendsotned relevant factors. The general allocationsdatermined through a methodology
that utilizes a rolling five year average loss drigtthat is adjusted for current qualitative or ieommental factors that management deems
likely to cause estimated credit losses as of #aduation date to differ from the historical losgerience. The foregoing analysis is perfori
by management to evaluate the portfolio and calewda estimated valuation allowance through a dadine and qualitative analysis that
applies risk factors to those identified risk areas

This risk management evaluation is applied at tlmthportfolio level for non-impaired loans and thdividual loan level for impaired
commercial loans while the level of consumer arsidential mortgage loan allowance is determinetharily on a total portfolio level based
on a review of historical loss percentages andraghalitative factors including concentrations,ustty specific factors and economic
conditions. The commercial portfolio requires mepecific analysis of individually significant loaasd the borrower’s underlying cash flow,
business conditions, capacity for debt repaymedtthe valuation of secondary sources of payment) as collateral. This analysis may
result in specifically identified weaknesses andesponding specific impairment allowances. Whilecations are made to specific loans
classifications within the various categories @fris, the allowance for loan losses is availabl@lidoan losses.

Although management uses available informatiorstomate losses on loans, because of uncertairgss@ted with local, regional, and
national economic conditions, collateral valueg] aurture cash flows on impaired loans, and sulpeotif the allowance model to the review
of regulatory authorities, it is reasonably possiblat a material change could occur in the all@gdor loan losses in the near term. Howe
the amount of the change that is reasonably pessi@inot be estimated.

Long-term Investments

Certain long-term equity investments representsg kthan 20% ownership are accounted for underostemethod, are carried at cost, and
are included in other assets. At December 31, 20t22011, these equity investments totaled $1.8®mand $574 thousand, respectively.
These investments in operating companies represguired longierm investments in insurance, investment, andszpompany affiliates «
consortiums which serve as vehicles for the defiedvarious support services. In accordance withdost method, dividends received are
recorded as current period revenues and therernsaognition of the Company’s proportionate shdneed operating income or loss. The
Company has determined that fair value measureim@ot practical, and further, nothing has comgh&attention of the Company that
would indicate impairment of any of these investtaen

As a condition to membership in the Federal HomarLBank (“FHLB") and Federal Reserve Bank (“FRBy$&ms, the Company is
required to subscribe to a minimum level of statkhie FHLB of Atlanta (“FHLBA") and FRB of RichmonFRB Richmond”). The
Company feels the FHLBA ownership position providesess to relatively inexpensive wholesale andngket funding. FHLBA and FRB
Richmond stock are reported as long-term investsni@rtOther assets” on the Company’s “Consolid&athnce Sheets.” At December 31,
2012 and 2011, the Company owned $11.30 million%&@82 million, respectively, of FHLBA stock. T@®mpany’s policy is to review the
stock for impairment at each reporting period. Dgrihe years ended December 31, 2012 and 201EHhBA paid quarterly dividends and
repurchased excess activity-based stock. Baseldeo@dmpany'’s review and publicly available inforioatconcerning the FHLBA, it
believes that as of December 31, 2012, its FHLB&Ilsivas not impaired. At December 31, 2012 and 20fElCompany owned $5.57 and
$4.78 million, respectively, of FRB Richmond stock.
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Premises and Equipment

Premises and equipment are stated at cost lesmatated depreciation. Depreciation and amortizatiencomputed on the straight-line
method over estimated useful lives. Useful liveggemafrom 5 to 10 years for furniture, fixtures, aglipment; three to five years for softwi
hardware, and data handling equipment; and 10 tedés for buildings and building improvements. d@amprovements are amortized over a
period of 20 years, and leasehold improvementsiaatized over the lesser of the useful life ortéren of the lease plus the first optional
renewal period, when renewal is reasonably assiathtenance and repairs are charged to currematipes while improvements that
extend the economic useful life of the underlyisget are capitalized. Disposition gains and loaseseflected in current operations.

The Company leases various properties within s network. Leases generally have initial terfngpato 20 years and most contain
options to renew with reasonable increases in Adhteases are accounted for as operating leases.

Other Real Estate Owned

Other real estate owned and acquired through fosact is stated at the lower of cost or fair vaddiss estimated costs to sell. Loan losses
arising from the acquisition of such propertiesararged against the allowance for loan lossesefsgs incurred in connection with
operating the properties, subsequent write-dowdsgaims or losses upon sale are included in otheinterest expense.

Goodwill and Other Intangible Assets

The excess of the cost of an acquired companytbediair value of the net assets and identifiedrigtbles acquired is recorded as goodwill.
The net carrying amount of goodwill was $104.87liomland $83.06 million at December 31, 2012 antl12@espectively. A portion of the
purchase price in certain transactions has beeoaa#id to values associated with the future easniogential of acquired deposits and is
amortized over the estimated lives of the depdisésrange from one to six years while the weiglateerage remaining life of these core
deposits is 5.0 years. As of December 31, 201228144, the balance of core deposit intangibles viagtmillion and $2.20 million,
respectively, net of corresponding accumulated &ration of $6.24 million and $5.74 million, respieely. As of December 31, 2012 and
2011, the balance of all intangibles was $3.52iomiland $4.33 million, respectively, net of corresging accumulated amortization of $8.59
million and $7.41 million, respectively. The annaahortization expense for all intangible assetfi3 and the succeeding four years is
$728 thousand, $706 thousand, $706 thousand, $608and, and $327 thousand, respectively. The siiqns of Peoples and Waccamaw
resulted in the addition of $10.21 million and ¥ADmillion, respectively, in goodwill for the pede@nded December 31, 2012.

Goodwill is tested annually in the fourth quarter possible impairment by comparing the fair vadfieach reporting unit to its book value,
including goodwill (step 1). If the fair value dfd reporting unit is greater than its book valiegoodwill impairment exists. However, if the
book value of the reporting unit is greater thardiétermined fair value, goodwill impairment mayseand further testing is required to
determine the amount, if any, of the actual impamiross (step 2). The step 1 test utilizes a coatluin of two methods to determine the fair
value of the reporting units. The Company maintaivs reporting units, Community Banking and Insweu$ervices. For both reporting
units, a discounted cash flow model is createdegptojg cash flows from operations of the busineg®rting unit, the results of which are
weighted 70%. For the Community Banking reporting a market multiple model utilizes price to netéme and price to tangible book
value inputs for closed transactions and for certaimmon sized institutions and the results argted 30%. For the Insurance Services
reporting unit the market multiple model primauritilizes price to sales for closed transactions and
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certain similar industry public companies and thguits are weighted 30%. The end results for bEgbrting units are then compared to the
respective book values to consider if impairmemvislent. To determine the overall reasonablenkffseaeporting unit computations, the
combined computed fair value is then comparedéatrerall market capitalization of the consolidaB@mpany to determine the level of
implied control premium. The analysis performed20d.2 indicated no impairment at either reporting while the analysis performed for
2011 indicated an impairment of goodwill at theur@ce Services reporting unit of $1.24 million.

The progression of the Company’s goodwill and igthle assets for continuing operations for theahyrears ended December 31, 2012, is
detailed in the following table:

(Amounts in thousand Goodwill Intané?kt)rI]: rAsset:
Balance at December 31, 2009 $ 84,64¢ $ 6,41:
Acquisitions and dispositions, n 1,30¢ 344
Amortization — (1,032
Impairment (1,039 —
Balance at December 31, 20 $ 84,91« $ 5,72¢
Acquisitions and dispositions, n (619) (379
Amortization — (1,020
Impairment (1,239 —
Balance at December 31, 20 $ 83,05¢ $ 4,32¢
Acquisitions and dispositions, n 21,81( —
Amortization — (809
Balance at December 31, 20 $104,86¢ $ 3,562:

Other Assets

In addition to FHLB stock and FRB stock, other és&gcluded $46.24 million and $44.39 million iretbash surrender value of life insurance
policies owned by the Company at December 31, 2022011, respectively, and $23.79 million and $&8nillion in net deferred tax assets
at December 31, 2012 and 2011, respectively.

In connection with bank-owned life insurance, tr@pany entered into Life Insurance Endorsement btkSplit Dollar Agreements with
certain of the individuals whose lives are insutddder these agreements, the Company shares 8% déath benefits (after recovery of
cash surrender value) with the designated bengésiaf the plan participants under life insuranosatracts. The Company, as owner of the
policies, retains a 20% interest in life proceedsycess of its 100% interest in the cash surrevalae of the policies. Split dollar agreements
totaled $873 thousand at December 31, 2012 and EXjknses associated with split dollar agreentetdated $77 thousand for the year
ended 2012. The Company recorded income of $316&#ml on split dollar agreements for the year e2@dd as a result of revised
projections that indicated lower expenses thanipusly accrued. Expenses associated with spliadaljreements totaled $72 thousand for
the year ended 2010.

Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchasgearxally accounted for as collateralized finangmagsactions. Securities, generally U.S.
government and federal agency securities, pledgeléateral under these arrangements cannot beosoépledged by the secured party.
fair value of the collateral provided to a thirdyas continually monitored, and additional codledl is provided as appropriate.
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Loan Interest Income Recognition

Accrual of interest on loans is generally basedhendaily amount of principal outstanding. Loans eonsidered past due when either
principal or interest payments are delinquent bpBfhore days. It is the Company’s policy to didomme the accrual of interest, if warranted,
on loans based on the payment status and evalwadttbe related collateral and the financial sttaraf the borrower. The accrual of interest
income is normally discontinued when a loan beco®tedays past due as to principal or interest. Iidam@nt may elect to continue the
accrual of interest when the loan is well securrediia process of collection. When interest accraa¢sdiscontinued, interest accrued and not
collected in the current year is reversed from meand interest accrued and not collected fronr gears is charged to the allowance for
loan losses. Interest income realized on impaivads is recognized upon receipt if the impaired igsson a non-accrual basis. Accrual of
interest on non-accrual loans may be resumed ifodreis brought current and follows a period dftained performance, including six
months of regular principal and interest paymeftsrual of interest on impaired loans is generatintinued unless the loan becomes
delinquent 90 days or more.

Loan Fee Income

Loan origination and underwriting fees are reduggdlirect costs associated with loan processirguding salaries, review of legal
documents and obtainment of appraisals. Net ofiigindees and costs are deferred and amortizedtbedife of the related loan. Loan
commitment fees are deferred and amortized overelaéed commitment period. Net deferred loan feese $2.36 million and $1.69 million
at December 31, 2012 and 2011, respectively

Advertising Expenses

Advertising costs are generally expensed as indukmounts recognized for the three years endeéidber 31, 2012, are detailed in “Note
16 — Other Operating Income and Expense” of theedltd Consolidated Financial Statements in Iterar8ih.

Equity-Based Compensation

The cost of employee services received in exchéorgequity instruments including options and reséd stock awards generally are
measured at fair value at the grant date. The tedfiegption shares on earnings per share relatdsetdilutive effect of the underlying options
outstanding. To the extent the granted exerciseegirice is less than the current market pricéirothe money,” there is an economic
incentive for the options to be exercised and areise in the dilutive effect on earnings per share

Income Taxes

Income tax expense is comprised of federal and starent and deferred income taxes on pre-taxreggof the Company. Income taxes as a
percentage of pre-tax income may vary significafrtyn statutory rates due to items of income arkase which are excluded, by law, from
the calculation of taxable income. These itemsaremonly referred to as permanent differences.iibst significant permanent differences
for the Company include income on municipal se@siwhich are exempt from federal income tax, ineamn bankewned life insurance, ar
tax credits generated by investments in low inctvmgsing and rehabilitation of historic structures.

The Company includes interest and penalties relat@tcome tax liabilities in income tax expenskeTompany and its subsidiaries’ tax
filings for the years ended December 31, 2008 thina2011 are currently open to audit under statoftéimitation by the Internal Revenue
Service and various state tax departments.
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Deferred tax assets and liabilities are recognieethe estimated future tax consequences attiiieita differences between the tax bases of
assets and liabilities and their carrying amouatdifancial reporting purposes.

Earnings per Common Share

Basic earnings per common share is determined\iging net income available to common shareholtgréhe weighted average common
shares outstanding. Diluted earnings per commoresbhaletermined by dividing net income by the \éggl average common shares
outstanding, including diluted shares for stockaps, warrants, contingently issuable shares, andeartible preferred shares. The calcula
for basic and diluted earnings per common shatevist

2012 2011 2010
(Amounts in thousands, except share and per shate
Net income $ 28,57 $ 20,02¢ $ 21,84
Dividends on preferred stox 1,05¢ 703 —
Net income available to common shareholc $ 27,51¢ $ 19,32 $ 21,84
Weighted average common shares outstanding, 19,127,06 17,877,42 17,802,00
Diluted shares for stock optio 68,48: 5,29z 12,46:
Contingently issuable shar — — 8,47:
Convertible preferred shar 1,285,84: 808,36 —
Weighted average common shares outstanding,

diluted 20,481,39 18,691,08 17,822,94
Basic earnings per common sh $ 1.44 $ 1.0¢ $ 1.2
Diluted earnings per common shi $ 1.4C $ 1.07 $ 1.2¢

The Company’s Series A Noncumulative Convertiblef€red Stock (“Series A Preferred Stock”) caraeé? dividend rate. Each share is
convertible into 69 shares of the Company’s Com@tmtk (“Common Stock”) at any time and mandatacityverts after five years. The
Company may redeem the shares at face value afer2®, 2014. There were 17,421 shares of Serieefeffed Stock outstanding at
December 31, 2012, and 18,921 shares outstandibgcamber 30, 2011.

The following outstanding options and warrantstochase Common Stock were excluded from the cdlonlaf diluted earnings per share
because the exercise price was greater than tHemaue of the Common Stock, which would resulan antidilutive effect on diluted
earnings per share:

2012 2011 2010
Options 425,70¢ 395,63 395,28t
Warrants — — 88,27:

Variable Interest Entities

The Company maintains ownership positions in varientities which it deems variable interest ersti{i& IE's”). These VIES include certai
tax credit limited partnerships and other limiteabllity companies which provide aviation serviciesurance brokerage, title insurance, and
other financial and related services. Based orCirapany’s analysis, it is a non-primary beneficiagcordingly, these entities do not meet
the criteria for consolidation. The carrying vahfeVIE's was $3.04 million and $1.70 million at D=ober 31, 2012
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and 2011, respectively. The Compangiaximum possible loss exposure was $3.04 midlimsh $1.70 million at December 31, 2012 and 2
respectively. Management does not believe net$osisany, resulting from its ownership in theséitees will be material.

Derivative Instruments

The Company enters into derivative transactionsgially to protect against the risk of adverse@r interest rate movements on the value
of certain assets and liabilities and on futurénhdbsws. In addition, certain contracts and comneitts are defined as derivatives under
generally accepted accounting principles.

All derivative instruments are carried at fair valon the balance sheet. Special hedge accountwgsjuns are provided, which permit the
change in the fair value of the hedged item relédetie risk being hedged to be recognized in egsin the same period and in the same
income statement line as the change in the fairevaf the derivative.

Derivative instruments designated in a hedge wiatiip to mitigate exposure to changes in theviaine of an asset, liability, or firm
commitment attributable to a particular risk, sashinterest rate risk, are considered fair valwghs. Derivative instruments designated in a
hedge relationship to mitigate exposure to variigtih expected future cash flows, or other typéfooecasted transactions, are considered
cash flow hedges. The Company formally documenitgktionships between hedging instruments andiéedems, as well as its risk
management objective and strategy for undertalatty dedged transaction.

Reclassifications

The Company has made certain reclassificationsiof pears’ amounts necessary to conform to theeciityear’s presentation. These
reclassifications had no effect on the Companyiaricial position, stockholders’ equity, or resolft®perations.

During the third quarter of 2012, the Company dveced certain overstatements of loan charge-offsrted in prior periods beginning in
2007 which resulted from not recognizing the impafdhterest payments that had been applied tajpéh for loans that were on non-accrual
status. The error was discovered during the Comipaioye system conversion completed during thelthirarter of 2012. The overstatements
of charge-offs resulted in an overstatement of isiox for loan losses and corresponding understénf pre-tax income that totaled $321
thousand, $639 thousand, and $938 thousand foretlis ended December 31, 2009, 2010, and 201Eatesgly. The total periodic charge-
off overstatements from 2007 to year-end 2011 apprated $2.39 million. Management analyzed therdoaletermine if any of the prior
years were materially misstated and determinedthieggtwere not. Management also determined thagcting the error in the current ye
would not materially misstate the current yearsuits. The Company recorded the correction of wtdd pre-tax income for the prior
periods in the quarter ended September 30, 2068)dgh an increase to other income in the amouB2&9 million.

Accounting Standards Updates

In February 2013, the FASB issued Accounting Stechtippdate (“ASU”) 2013-02, “Reporting of Amounts ¢kessified Out of Accumulated
Other Comprehensive Income,” which requires ametdiprovide information about the amounts redfaess out of accumulated other
comprehensive income. An entity is required to @ngseither on the face of the statement wheréngetne is presented or in the notes,
significant amounts reclassified out of accumulattdter comprehensive income by the respectiveitémes of net income but only if the
amount reclassified is required under GAAP to ldassified to net income in its entirety in the samporting
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period. For other amounts not required under GA&\Bd reclassified in their entirety to net incorme entity is required to cross-reference to
other disclosures required under GAAP that proeidditional detail about these amounts. This updagéfective prospectively for interim
and annual periods beginning on or after DecembgP012. The Company is evaluating the impact thidagce is expected to have on the
Company’s financial statements.

In October 2012, the FASB issued ASU 2012-06, “Bass Combinations (Topic 805) — Subsequent Accogrfitir an Indemnification Asset
Recognized at the Acquisition Date as a Result@baernment-Assisted Acquisition of a Financialtitagion (a consensus of the FASB
Emerging Issues Task Force),” to address the diyemspractice about how to subsequently measarmdemnification asset recognized as a
result of a government-assisted acquisition oharftial institution. The amendments in ASU 2012dXuire a reporting entity to
subsequently account for a change in the measuteyhére indemnification asset on the same bastkeashange in the assets subject to
indemnification. ASU 2012-06 further requires thay amortization of changes in value be limitethilesser of the term of the
indemnification agreement and the remaining liféhaf indemnified assets. The amendments in ASU-PB1&re effective prospectively for
fiscal years beginning on or after December 1522@hd early adoption is permitted. The Compargveduating the impact the guidance is
expected to have on the Company'’s financial statésne

In September 2011, FASB issued ASU 2011-08, “TgsBoodwill for Impairment,” which simplifies how amtity tests goodwill for
impairment. The guidance permits an entity to faséess qualitative factors to determine whetlismiecessary to perform additional
impairment testing. The Company adopted the pronsbf the guidance during the first quarter of20lhe adoption of the guidance had no
impact on the Company’s financial statements in22@bwever, the Company may consider the qualggtetors in future periods.

In June 2011, FASB issued ASU 2011-05, “PresentatfdComprehensive Income,” which revises the mammehich entities present
comprehensive income in their financial statemeFite new guidance removed the presentation optinASC 220 and requires entities to
report components of comprehensive income in edl@ntinuous statement of comprehensive inconte@separate, but consecutive,
statements. The guidance does not change the titeinsust be reported in other comprehensive in0d@€I”). The Company adopted the
provisions of the guidance during the first quade?012 to present two separate, but consecidtagements. The adoption of the guidance
resulted in the inclusion of a separate stateni€atysolidated Statements of Comprehensive Incomayiediately proceeding the
“Consolidated Statements of Income” as presentedeb

In May 2011, the FASB issued ASU 2011-04, “Fairi¥aMeasurement: Amendments to Achieve Common Faiie/Measurement and
Disclosure Requirements in the U.S. GAAP and IFR&ith provides largely identical guidance about f@lue measurement and disclos
requirements for International Financial Report8tgndards (“IFRS”) and GAAP. The new standardsat@rtend the use of fair value but
rather provide guidance about how fair value shadletermined where it already is required or jtegchunder IFRS or GAAP. For GAAP,
most of the changes are clarifications of existinglance or wording changes to align with IFRS. Tlenpany adopted the provisions of the
guidance during the first quarter of 2012. The aidopof the guidance had no significant impact loe €Company’s financial statements other
than increased disclosure. See “Note 17 — Fairé&/dterein for additional disclosures.

In April 2011, FASB issued ASU 2011-03, “Reconsatam of Effective Control for Repurchase Agreemseénivhich simplifies the
accounting for financial assets transferred undpurchase agreements and similar arrangementintipating the transferor’s ability criteria
from the assessment of effective control over tlassets, as well as the related implementatioragaiEl The Company adopted the
provisions of the guidance during the first quadke2012. The adoption of the guidance had no imhpatche Company financial statement
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Note 2.  Business Combinations and Branching Activity

The Company accounts for business combinationsrf8B ASC Topic 805, “Business Combinations,” whiequires the use of the
acquisition method of accounting. In accordancé wie acquisition method of accounting, all ideakife assets acquired, including loans,
recorded at fair value. Fair values are subjecefimement for up to one year after the closingddtthe acquisition as additional information
regarding the closing date fair values becomedahlai In accordance with FASB ASC Topic 310-3@ @ompany aggregated purchase
credit impaired loans that have common risk charéastics into pools within the following loan categes: construction and development,
commercial and industrial, commercial real ested@sumer, home equity lines of credit, residemgal estate — ¢ lien, residential real este
—2ndlien, and lines of credit.

Peoples Bank of Virgini

On May 31, 2012, the Company completed the acquisitf Peoples Bank of Virginia (“Peoples”), a coencial bank headquartered in
Richmond, Virginia. At acquisition, Peoples hadtatssets of $275.76 million, total loans of $184ndllion, total deposits of $232.75
million, and common equity of $42.27 million. Thrasaction was accounted for under the purchadeoshetf accounting and accordingly,
assets acquired, liabilities assumed, and congideraxchanged were recorded at estimated fairevatuthe acquisition date. The acquisition
expands the Company’s existing presence in therRicld, Virginia market by four branches and affdius opportunity to realize certain
operating cost savings.

Peoples’ shareholders received $6.08 in cash @&Tdshares of Common Stock for each share of Péauasnon stock resulting in a
purchase price of approximately $40.28 million, evhincludes Common Stock valued at $26.47 milliod total cash consideration of $12
million. In connection with the transaction, themeany issued 2,157,005 shares of Common Stockamitsstimated fair value of $12.27 per
share. The preliminary purchase price has beenad#d to the identifiable tangible and intangitdeeds resulting in an addition to goodwill
$10.21 million. Because the consideration paid gragter than the net fair value of the assets esdjaind liabilities assumed, the Company
recorded goodwill as part of the acquisition. Tterpany does not expect any goodwill recorded imeotion with the acquisition to be
deductible for tax purposes.

The Company estimated the fair value of assetsimmjiand liabilities assumed using expected cashsfldiscounted at appropriate rates of
interest. The estimated fair values, including tif&ble intangible assets, are preliminary andjscttto refinement for up to one year after
closing date of the acquisition.
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The consideration transferred and the net assgtsrad in connection with the Peoples acquisitimm@esented as of the acquisition date:

(Amounts in thousands, except share d
Consideration

Cash consideratic $ 12,25¢
Common stock— 2,157,005 share 26,46¢
Cash in lieu of fractional shar 2
Stock option consideratic 1,54
Fair value of consideration pa $ 40,27:
Identifiable assets
Cash and cash equivalel $ 81,83¢
Securities 2,91
Loans 166,47:
Property, plant, and equipme 3,43
Other asset 10,29t
Identifiable asset $264,94¢
Identifiable liabilities
Total deposit: 234,14¢
Other liabilities 741
Identifiable liabilities 234,88
Identifiable net assets acquir 30,06:
Gooduwill recorded for acquisitic $ 10,21¢

The following table presents the carrying amourdcezfuired loans at May 31, 2012, which consisbahk with no credit deterioration, or
performing loans, and loans with credit deterianmatior impaired loans.

May 31, 2012
Purchasec
Purchased
Performing Impaired Total
(Amounts in thousand
Commercial loan
Construction, development, and other I; $ 9,641 $ 9,42¢ $ 19,06:
Commercial and industri; 17,58: 2,41¢ 20,00:
Multi-family residentia 2,111 3,152 5,26:
Non-farm, nor-residentia 75,39¢ 12,19: 87,59:
Total commercial loan 104,73 27,18¢ 131,92¢
Consumer real estate loz
Home equity line! 7,631 33€ 7,97:
Single family owner occupie 18,761 5,07¢ 23,84¢
Total consumer real estate loz 26,40¢ 5,41¢ 31,81¢
Consumer and other loa
Consumer loan 2,73( — 2,73(
Loans acquired at fair valt $133,86¢ $32,60: $166,47:
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The following table presents the acquired perfogrgans receivable at the acquisition date. Theustsanclude principal only and do not
reflect accrued interest as of the date of theiaitgpn or beyond:

May 31, 201;
(Amounts in thousand

Contractually required principal payments receie: $ 139,27
Fair value of adjustment for credit, interest rated liquidity (5,409
Fair value of performing loans receival $ 133,86¢

The following table presents the acquired impaloahs receivable at acquisition. The Company hasoied any further deterioration in the
acquired impaired loan portfolio.

May 31, 201;
(Amounts in thousand

Contractually required payments receive $ 48,82
Nonaccretable differenc (12,829
Cash flows expected to be collec 36,00:
Accretable differenc (3,400
Fair value of acquired impaired loa $ 32,608

The Companys operating results for the year ended Decembe2(@®I2, include the impact of the Peoples acquisisioce May 31, 2012. T
following table presents proforma information athi acquisition had occurred on January 1, 20ddfoRna adjustments totaling $1.32
million included $1.49 million related to loan inést income, $547 thousand related to the reducfidime deposit interest expense, and §
thousand related to income tax expense. The infimmaresented does not necessarily reflect thdtsesf operation that would have
occurred had the acquisition been completed abdlgéning of each fiscal period, nor does it inthdaiture consolidated results. The
Company incurred merger related expenses relatdwtBeoples acquisition of $3.33 million during trear ended December 31, 2012.

Actual Since Proforma Year Ended
Acquisition through December 31,
December 31, 201 2012 2011
(Amounts in thousand
Total revenue: $ 6,90¢ $151,20: $144,17(
Net income 2,63t 28,26: 22,74

83



Table of Contents

FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Waccamaw Bank

On June 8, 2012, the Company’s wholly-owned subsjdiFirst Community Bank (the “Bank”), enteredoirst Purchase and Assumption
Agreement (the “Agreement”) with loss share arramgets with the FDIC to purchase certain assetsaasdme substantially all of the
deposits and certain liabilities of Waccamaw Bawgccamaw”), a full service community bank, headtgrzd in Whiteville, North
Carolina. Waccamaw operated sixteen branches thomtdNorth Carolina and South Carolina.

Pursuant to the Agreement, the Bank received adigof $15.0 million on the assets acquired addndit pay the FDIC a premium to
assume all customer deposits. Most of the loand@edlosed real estate purchased are coveredsBystware agreements between the FDIC
and the Bank. Under the loss share agreementB[l@ will cover 80% of loan and foreclosed reabg¢stosses and certain collection costs.
Gains and recoveries on covered assets will ofifisses, or be paid to the FDIC, at the applicaide Ehare percentage at the time of reco
The loss share agreement applicable to single yaamsaets, including loans and OREO, provides faidHDss sharing and Bank
reimbursement to the FDIC for ten years. The lbssesagreement applicable to commercial assetsding loans and OREO, provides for
FDIC loss sharing for five years and Bank reimbomset of recoveries to the FDIC for eight years.ofthe date of acquisition, we calcula
the amount of such reimbursements that we expeetive from the FDIC using the present valuenticgpated cash flows from the loss
share agreements based on the adjustments estifoagsth pool of loans and the estimated lossdereclosed assets. In accordance with
FASB ASC Topic 805, the FDIC indemnification asse@s initially recorded at its fair value, and isasered separately from the loan assets
and foreclosed assets because the loss share agitseare not contractually embedded in them ostemable with them in the event of
disposal. The balance of the FDIC indemnificatissed increases and decreases as the expected@accash flows from the covered assets
fluctuate, as loans are paid off or impaired antbass and foreclosed assets are sold. There aremi@actual interest rates on this contrac
receivable from the FDIC; however, a discount wvaorded against the initial balance of the FDIGmdification asset in conjunction with
the fair value measurement as this receivablebgiltollected over the term of the loss share ageatsnThis discount will be accreted to non-
interest income over future periods.

The purchase accounting adjustments and the lage slrangements with the FDIC significantly impthet effects of the acquired entity on
the ongoing operations of the Company. Additionaligclosure of pro forma financial informationmnigde more difficult by the nature of
Waccamaw'’s operations prior to the date of the doatlon. Accordingly, no pro forma financial infoation has been presented.

Goodwill of $10.90 million was recorded as partlgd acquisition of Waccamaw. The amount of the galbavas equal to the amount by
which the fair value of liabilities assumed excakttee fair value of assets acquired, and resuttad the discount bid on the assets acquired
and the impact of the FDIC loss share agreemehts Company incurred merger related expenses refatbeé \Waccamaw acquisition of
$1.76 million during the year ended December 31220
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The following table presents the assets acquirediahilities assumed as of June 8, 2012, as recbby Waccamaw on the acquisition date
and as adjusted for purchase accounting adjustments

Balances Acquirec

Fair Value and Recorded

(Amounts in thousand from FDIC Purchase Adjustment: Investment
Assets
Cash and due from ban® $ 44,80¢ $ — $ 44,80¢
Interes-bearing deposits in ban 40,14( — 40,14(
Total cash and cash equivale 84,94¢ — 84,94¢
Securities availab-for-sale 60,00: — 60,00:
Loans held for investment, net of unearned inc 318,34 (65,499 252,85(
FDIC receivable under loss share agreem — 49,75¢ 49,75t
Property, plant, and equipment, | 4,102 — 4,102
Other real estate ownt 9,341 (3,959 5,38¢
Interest receivabl 1,36: — 1,36:
Other asset 5,26¢ (199 5,07(

Total asset $ 483,37! $ (19,89¢) $463,47!
Liabilities
Deposits:

Noninteres-bearing $ 47,89: $ — $ 47,89.

Interes-bearing 366,23: 917 367,14!
Total deposit: 414,12! 912 415,03
Securities sold under agreements to repurc 17,04 3,04( 20,08:
FHLB advance:! 35,00( 2,271 37,27
Other borrowing: 34E 1,64¢ 1,991

Total Liabilities $ 466,51: $ 7,86¢ $474,38:
Net assets acquired over (under) liabilities assl $ 16,86: $ (27,76%) $(10,909)
Excess of net assets acquired over liabilitiesrassi $ 16,86
Aggregate fair value and purchase adjustm $ (27,76%)
Goodwill on acquisitior $ 10,90:

(1) Includes $17.27 million transferred to the FDIGonnection with the acquisitio
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The following table presents the carrying amourd@jfuired loans at June 8, 2012, which consistarid with no credit deterioration, or

performing loans, and loans with credit deteri@nmatior impaired loans.

June 8, 2012
Purchased Purchased
(Amounts in thousand Performing Impaired Total
Commercial loan
Construction, development, and other I; $ 19,69( $ 7,31« $ 27,00¢
Commercial and industrii 9,027 1,815 10,84«
Multi-family residentia 2,46: 92¢ 3,38¢
Non-farm, nor-residentia 45,76¢ 24,44( 70,20¢
Agricultural 321 2 328
Farmland 1,522 1,04¢ 2,561
Total commercial loan 78,79( 35,54« 114,33«
Consumer real estate loz
Home equity line! 21,43¢ 68,08 89,52(
Single family owner occupie 25,50¢ 13,02¢ 38,53¢
Total consumer real estate lo: 46,94¢ 81,10% 128,05!
Consumer and other loa
Consumer loan 9,54( 921 10,46
Loans acquired at fair valt $135,27¢ $117,57. $252,85(

The following table presents the acquired perfogrgans receivable at the acquisition date. Theustsanclude principal only and do not

reflect accrued interest as of the date of theiaitgpn or beyond:

(Amounts in thousand
Contractually required principal payments receie:
Fair value of adjustment for credit, interest rated liquidity

Fair value of performing loans receival

June 8, 201

$151,88:

(16,609
$135,27!

The following table presents the acquired impalozahs receivable at acquisition. The Company hasoi@d any further deterioration in the

acquired impaired loan portfolio.

(Amounts in thousand
Contractually required payments receive
Nonaccretable differenc

Cash flows expected to be collec
Accretable differenc

Fair value of acquired impaired loa

Greenpoint

June 8, 201

$211,04.
(66,989
144,05!

(26,48)

Greenpoint has acquired seven insurance agendaesoshthree since its acquisition by the Compan®007. During 2012, Greenpoint did
not acquire or sell any insurance agencies; how&3a&6 thousand was received from earn-out paymelated to agency sales in 2011.

During 2011, Greenpoint received aggregate cash of
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$1.58 million from the sale of two insurance ageacDuring 2010, Greenpoint paid aggregate cassigeration of $190 thousand in
connection with the acquisition of one insurancerey. For acquisitions that occurred prior to 2Gé8ms call for issuing further cash
consideration of $1.31 million if certain operatitaggets are met. If those targets are met, theevall the consideration ultimately paid will
added to the costs of the acquisitions. Acquisitittrat occurred prior to 2012 added $692 thousd#@l) thousand, and $1.17 million of
goodwill and intangibles to the Company’s balartoees in 2012, 2011, and 2010, respectively. Aseddinber 31, 2012, the acquisition of
Greenpoint, and subsequent agency acquisitionsaled, have added $9.82 million of goodwill an@mgfibles to the Company’s balance
sheet, net of corresponding amortization of $1.46am.

Net Cash Paid (Received) for Acquisitic

The following table summarizes the net cash pravioygor used in acquisitions and divestitures dytire three years ended December 31,
2012. Net cash paid (received) for acquisitionduide transactions that occurred during the curaentprior years.

2012 2011 2010
(Amounts in thousand

Fair value of investments acquir $ 62,91¢ $ — $ —
Fair value of loans acquire 419,32( — —
Fair value of premises and equipment acqu 7,53¢ — —
Fair value of other asse 255,92. — —
Fair value of deposits assum (649,189 — —
Fair value of other liabilities assum (60,08%) — —
Purchase price in excess of net assets acq 21,81( 68C 1,65(
Total purchase pric 58,23¢ 68C 1,65(
Less no-cash purchase pric 26,46¢ — 76€
Less cash acquire 184,05: — —
Net cash (received) paid for acquisiti $(152,28) $ 68C $ 882
Book value of assets sc $ — $(1,67¢) $ —
Book value of liabilities soli — 17¢ —
Sales price in excess of net liabilities assul — (67) —
Total sales pric — (1,579 —
Add cash on hand so — — —
Less amount due remaining on boi — 60 —
Net cash paid (received) for divestitt $  — $(1,515) $ —
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Note 3. Investment Securities

The amortized cost and estimated fair value oflalsbi-for-sale securities, including gross unreadigains and losses, at December 31, 2012
and 2011, were as follows:

December 31, 201,

Unrealizec Unrealized
Amortized OTTlin
Cost Gains Losses Fair Value Aocl
(Amounts in thousand
Municipal securitie: $151,11¢ $ 8,19t $ (97  $159,21 $ —
Single issue trust preferred securil 55,70" — (11,067 44,64¢ —
Mortgagebacked securitie:
Agency 310,32: 6,02 (449 315,89 —
Non-Agency All-A residential 14,21°¢ — (3,149 11,067 (3,14%)
Total mortgag-backed securitie 324,53t 6,02: (3,599 326,96 (3,149
Equity securitie: 3,44¢ 19C (10£5) 3,531 —
Total $534,81( $14,40¢ $(14,86() $534,35! $(3,14%)
December 31, 201
Unrealizec Unrealized
Amortized OTTlin
Cost Gains Losses Fair Value Aocl @)
(Amounts in thousand
Municipal securitie: $131,49¢ $ 6,317 $ — $137,81! $ —
Single issue trust preferred securil 55,64¢ — (15,405 40,24 —
Corporate FDIC insured securiti 13,68¢ 33 — 13,71¢ —
Mortgagebacked securitie:
Agency 274,38 6,00: (28E) 280,10: —
Non-Agency All-A residential 15,98( — (5,950 10,03( (5,950)
Total mortgag-backed securitie 290,36 6,00: (6,23%) 290,13: (5,950
Equity securitie: 41¢ 20¢€ (104) 521 —
Total $491,61! $12,55¢ $(21,744) $482,43| $(5,95()

(1) Otherthar-temporary impairment in accumulated other comprsiverincome
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The amortized cost, fair value, and weighted-avesdegld of available-for-sale securities by contuat maturity at December 31, 2012, are
shown below. Expected maturities may differ frommtcactual maturities because issuers may haveagheto call or prepay obligations with
or without call or prepayment penalties.

Tax

Equivalent
States and
Political Purchase
(Amounts in thousand Subdivisions Corporate Notes Total Yield M
Available-for-Sale
Amortized cost maturity
Within one yeal $ 111 $ — $ 111 5.5%
After one year through five yea 19,81 — 19,81 5.55%
After five years through ten yee 18,88¢ — 18,88¢ 5.62%
After ten year: 112,30° 55,701 168,01- 4.4€%
Amortized cos $151,11¢ $ 55,70 206,82¢
Mortgagebacked securitie 324,53t 2.5(%
Equity securitie: 3,44¢ 0.47%
Total amortized cos $534,81(
Tax equivalent purchase yie 5.2% 3.12% 4.671%
Average contractual maturity (in yea 10.81 14.8¢ 11.9C
Fair value maturity
Within one yeal $ 11z $ — $ 1l1c
After one year through five yea 20,52 — 20,52
After five years through ten yee 19,86¢ — 19,86¢
After ten year 118,71 44.,64¢ 163,36:
Fair value $ 159,21 $ 44,64¢ 203,86:
Mortgagebacked securitie 326,96
Equity securitie: 3,531
Total fair value $534,35¢

(1) Fully taxable equivalent at the rate of 3t

The amortized cost and estimated fair value of-telchaturity securities, including gross unrealigins and losses, at December 31, 2012
and 2011, were as follows:

December 31, 201

Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(Amounts in thousand
Municipal securitie: $ 8i€ $ 16 $ — $832
Total $ 8l€ $ 16 $ — $832
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December 31, 201

Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(Amounts in thousand
Municipal securitie: $ 3,49( $ 42 $ — $3,53-
Total $ 3,49( $ 42 $ — $3,53:

The amortized cost, fair value, and weighted-avesdgld of securities by contractual maturity actBeaber 31, 2012, are shown below.
Expected maturities may differ from contractual nndies because issuers may have the right toocgdtepay obligations with or without call
or prepayment penalties.

Tax
Equivalent
States and
Political Purchase
(Amounts in thousand Subdivisions Yield (1)
Held-to-Maturity
Amortized cost maturity
Within one yeal $ 25(C 7.9%
After one year through five yea 56€ 8.1%%
After five years through ten yee — 0.0(%
After ten year: — 0.0(%
Total amortized cos $  8il¢
Tax equivalent purchase yie 8.0%%
Average contractual maturity (in yea 1.7¢
Fair value maturity
Within one yeal $ 258
After one year through five yea 57¢
After five years through ten yee —
After ten year: —
Total fair value $ 832

(1) Fully taxable equivalent at the rate of 3t

The carrying value of securities pledged to seputdic deposits and for other purposes was $29i8bn at December 31, 2012, and
$288.80 million at December 31, 2011.

The following table details the Company’s grossigaind gross losses realized from the sale of iesufor the periods indicated:

2012 2011 2010

(Amounts in thousand
Gross realized gair $ 72¢ $ 6,96: $8,96¢
Gross realized losst (240 (1,699 (69€)
Net gain on sale of securiti $ 48¢ $ 5,264 $8,27:
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The following tables reflect available-for-sale @geties in a continuous unrealized loss positionléss than 12 months and for 12 months or

longer at December 31, 2012 and 2011. There weleslbto-maturity securities in a continuous unizeal loss position at December 31,

2012 or 2011. There were 12 securities in a coantiswnrealized loss position for 12 or more mofwhsvhich the Company does not intend

to sell and has determined that it is more likilgrt not going to be required to sell at Decembel812, until the security matures or

recovers in value.

December 31, 201,

Less than 12 Months 12 Months or longer Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(Amounts in thousand
Municipal securitie: $ 643 $ (97 $ — $ — $ 643 $ (97
Single issue trust preferred securil — — 44,64¢ (11,067 44,64¢ (11,062
Mortgagebacked securitie:
Agency 74,19, (449 15 — 74,21 (449
Non-Agency All-A residential — — 11,06¢ (3,149 11,06¢ (3,149
Total mortgag-backed securitie 74,19; (449 11,08: (3,149 85,27¢ (3,599
Equity securities 3,10¢ (25) 10¢ (80) 3,214 (10%)
Total $ 83,73 $ (57) $55,83! $(14,28¢)  $139,57- $(14,86()
December 31, 201
Less than 12 Months 12 Months or longer Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(Amounts in thousand
Single issue trust preferred securil $ — $ — $40,24:  $(15,40%) ¢ 40,24  $(15,409
Mortgagebacked securitie:
Agency 52,30( (28E) — — 52,30( (28%)
Non-Agency Ali-A residential — 10,03( (5,950 10,03( (5,950
Total mortgag-backed securitie 52,30( (28E) 10,03( (5,950 62,33( (6,23%)
Equity securitie: — — 18¢ (109 18¢ (109
Total $ 52,30( $ (285 $50,46: $(21,459 $102,76: $(21,74¢)

At December 31, 2012, the combined depreciatioralne of the 57 individual securities in an unreadi loss position was 2.78% of the
combined reported value of the aggregate secupbet$olio. At December 31, 2011, the combined defation in value of the 28 individual
securities in an unrealized loss position was 4.91%e combined reported value of the aggregaterges portfolio.

The Company reviews its investment portfolio oruarterly basis for indications of other-than-tengygrimpairment (“OTTI”). The analysis
differs depending upon the type of investment sgcheing analyzed. For debt securities, the Comaas determined that it does not intend
to sell securities that are impaired and has as$éinat it is not more likely than not that the @amy will have to sell impaired securities
before recovery of the impairment occurs. This aeieation is based upon the Company'’s investmeategy for the particular type of debt
security and its cash flow needs, liquidity positioapital adequacy, and interest rate risk pasitio

For nonbeneficial interest debt securities, the Gamy analyzes several qualitative factors suchaseverity and duration of the impairment,
adverse conditions within the issuing industry,gmects for the issuer, performance of the secutitgnges in rating by rating agencies, and
other qualitative factors to determine if the
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impairment will be recovered. Nonbeneficial intérésbt securities consist of U.S. treasury se@s;itmunicipal securities, and single issue
trust preferred securities. If it is determinedtttieere is evidence that the impairment will notréeovered, the Company performs a present
value calculation to determine the amount of impaint and records any credit-related OTTI throughiags and noncredit-related OTTI
through OCI. During the years ended December 312 2id 2011, the Company incurred no OTTI chargkesged to nonbeneficial interest
debt securities. Temporary impairment on theserg@iis primarily related to changes in inteneges, certain disruptions in the credit
markets, destabilization in the Eurozone, and athetent economic factors. At December 31, 2012 Gbmpany’s investment in single issue
trust preferred securities is comprised of investisién five of the nation’s largest bank holdingmganies.

For beneficial interest debt securities, the Corgganiews cash flow analyses on each applicablerggd¢o determine if an adverse chang
cash flows expected to be collected has occurredeficial interest debt securities consist of ceamFDIC insured securities and mortgage-
backed securities (“MBS™An adverse change in cash flows expected to beatelil has occurred if the present value of casvsflareviousl
projected is greater than the present value of ftagls projected at the current reporting date kasd than the current book value. If an
adverse change in cash flows is deemed to haveredcuhen an OTTI has occurred. The Company tbempares the present value of cash
flows using the current yield for the current rejpay period to the reference amount, or currentooelk value, to determine the credit-related
OTTI. The credit-related OTTI is then recorded tigb earnings and the noncredit-related OTTI is aoted for in OCI. During the years
ended December 31, 2012 and 2011, the Company@ttaredit-related OTTI charges related to beradficterest debt securities of $942
thousand and $2.29 million, respectively. Thesegdmwere related to a non-Agency MBS.

For the non-Agency Alt-A residential MBS, the Compaises a discounted cash flow model with the ¥alhg assumptions: voluntary
constant prepayment rate of 5%, a customized coind&dault rate scenario that assumes approximatty of the remaining underlying
mortgages will default within three years, and stomized loss severity rate scenario that ramp#otterate down from 72% to 15% over the
course of approximately seven years.

The following table provides a cumulative roll faawd of credit losses recognized in earnings fot deburities for which a portion of an
OTTI is recognized in OCI:

December 31, 201 December 31, 201
(Amounts in thousand

Beginning balanc® $ 6,53¢ $ 4,251
Additions for credit losses on securities not

previously recognize — —
Additions for credit losses on securities

previously recognize 942 2,28¢
Reduction for increases in cash flo — —
Reduction for securities management no

longer intends to hold to recove — —
Reduction for securities sold/realized los — —

Ending balanc: $ 7,47¢ $ 6,53¢

(1) The beginning balance includes credit related kasgduded in OTTI charges recognized on debt siesiin prior periods
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For equity securities, the Company reviews for Obdsed upon the prospects of the underlying corpaanalystséxpectations, and cert:
other qualitative factors to determine if impairmenrecoverable over a foreseeable period of tiwging 2012 and 2011, the Company
recognized no OTTI charges on equity securities.

Note 4. Loans
Loan Portfolio
Loans, net of unearned income, consisted of tHeviiaig at December 31, 2012 and 2011:

December 31, 201 December 31, 201
(Amounts in thousand

Covered loan $ 219,05! $ —
Non-covered loan
Commercial loan
Construction, development, and othe

land 49,46( 61,76¢
Commercial and industri; 88,71« 91,93¢
Multi-family residentia 65,69 77,05(
Single family no-owner occupiet 135,64 106,74:
Non-farm, nor-residentia 445,88¢ 336,00
Agricultural 1,70¢ 1,37¢
Farmland 34,40: 37,16:
Total commercial loan 821,51« 712,04(

Consumer real estate loz
Home equity line! 111,08: 111,38
Single family owner occupie 472,95: 473,06
Owner occupied constructic 16,22! 19,571
Total consumer real estate lo¢ 600,25! 604,03:

Consumer and other loa
Consumer loan 78,16: 67,12¢
Other 5,66¢ 12,867
Total consumer and other loz 83,82¢ 79,99¢
Total nor-covered loan 1,505,59: 1,396,06

Total loans held for investment, net of unearnec

income $ 1,724,65: $ 1,396,06

&

Loans held for sal 6,672 $ 5,82(
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Covered loans held for investment consisted ofdlewing at December 31, 2012:

(Amounts in thousand December 31, 201
Covered loan

Commercial loan

Construction, development, and other li $ 34,56¢
Commercial and industri 6,972
Multi-family residentia 2,611
Single family no-owner occupiet 11,69:
Non-farm, nor-residentia 51,48¢
Agricultural 144
Farmland 1,26(
Total commercial loan 108,73!
Consumer real estate loz
Home equity line: 81,44¢
Single family owner occupie 23,557
Owner occupied constructic 1,64¢
Total consumer real estate loz 106,64¢
Consumer and other loa
Consumer loan 3,67+
Total covered loan $ 219,05!

Acquired Impaired Loan

Acquired credit impaired loans are accounted fataurihe accounting guidance for loans and debtgesuacquired with deteriorated credit
quality, found in FASB ASC Topic 310-30, “Receivedl Loans and Debt Securities Acquired with Deteted Credit Quality,” formerly
American Institute of Certified Public Accounta@tatement of Position 03-3Atcounting for Certain Loans or Debt Securities Biced in &
Transfer,” and initially measured at fair value,igfhincludes estimated future credit losses expeittde incurred over the life of the loans.
Loans exhibit evidence of credit deterioration witda probable at the date of acquisition that@wmpany will not collect all contractually
required principal and interest payments. Evidesfagedit quality deterioration, as of the purchda#e, may include measures such as
nonaccrual status, credit scores, declines inteoHavalue, current loan to value percentagesdand past due. The Company considers
expected prepayments and estimates the amouninaind of expected principal, interest, and othestclows for each loan or pool of loans
meeting the criteria above, and determines thessxakthe loan’s scheduled contractual principdl eantractual interest payments over all
cash flows expected at acquisition as an amounstt@ild not be accreted (nonaccretable differefide remaining amount, representing
excess of the loan’s or pool’s cash flows expettduk collected over the amount deemed paid folodue or pool of loans, is accreted into
interest income over the remaining life of the l@apool (accretable yield). The Company recordgseaount on these loans at acquisition to
record them at their realizable cash flows. Théedi#nce between contractually required paymenasaisition and the cash flows expected
to be collected at acquisition is referred to &srtbnaccretable difference which is included indaeying amount of the loans. Subsequent
decreases to the expected cash flows will generadlylt in a provision for loan losses. Subsequemeases in cash flows result in a reversal
of the provision for loan losses to the extentrdmpcharges, or a reversal of the nonaccretalfferdince with a positive impact on interest
income prospectively. Further, any excess of clstbsfexpected at acquisition over the estimatadviiue is referred to as the accretable
yield and is recognized in interest income overrtraaining life of the loan when there is a reabtmaxpectation about the amount :

timing of such cash flows.
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Purchased performing loans are recorded at fairevahd include credit and interest rate marks @sgacwith acquisition accounting
adjustments, as accounted for under the contractishl flow method of accounting. The fair valueuatipent is accreted as an adjustment to
yield over the estimated contractual lives of thanls. There is no allowance for loan losses estaddli at the acquisition date for acqui
performing loans. A provision for loan losses isar@led for any credit deterioration in these losuissequent to the acquisition. Additional
information regarding the carrying amount of acegditoans at the acquisition date can be found mtéN2 — Business Combinations and
Branching Activity” herein.

When the fair values of acquired loans are estaddiscertain loans are identified as impaired. Chmpany has estimated the cash flows to
be collected on the acquired impaired loans ancbdisted those cash flows at a market rate of istefde following tables present the
carrying balance of acquired impaired loans dutiregperiods indicated.

Year Ended December 31, 201

Peoples Waccamaw Other Total
(Amounts in thousand
Balance, January $ — $§ — $2,88¢ $ 2,88¢
Impaired loans acquire 32,60: 117,57. — 150,17!
Balance, December $26,90" $112,09: $2,34( $141,34(
Year Ended
December 31
2011
(Amounts in thousand
Balance, January $ 3,221
Balance, December : $ 2,88¢

The outstanding principal balance of acquired imgghloans was $198.34 million at December 31, 26h#,$7.71 million at December 31,
2011.

The following tables present changes in the acbletgeld on acquired impaired loans during théquks indicated:

Year Ended December 31, 201

Peoples Waccamaw Other Total
(Amounts in thousand
Balance, January $ — $ — $ 91¢ $ 91¢
Additions 3,40(¢ 26,48: — 29,88:
Accretion (85€) (3,319 (1,08¢) (5,260)
Reclassifications from nonaccretable differe — — 18t 18t
Disposals (202) (1,280 — (1,487
Balance, December $2,34: $ 21,88¢ $ 15 $24,24:
Year Ended
December 31
2011
(Amounts in thousand
Balance, January $ 944
Accretion (179
Reclassifications from nonaccretable differe 14¢
Disposals —
Balance, December : $ 91¢

95



Table of Contents

FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Off-Balance Sheet Financial Instruments

The Company is a party to financial instrumentwiff-balance sheet risk in the normal course Gifrss to meet the financing needs of its
customers. These financial instruments include ci@ments to extend credit, standby letters of cradd financial guarantees. These
instruments involve, to varying degrees, elemehtsedit and interest rate risk beyond the amoeobgnized on the balance sheet. The
contractual amounts of those instruments reflezetitent of involvement the Company has in paricalasses of financial instruments. The
Company’s exposure to credit loss in the eventoofperformance by the other party to the finanicisirument for commitments to extend
credit and standby letters of credit and finangigrantees written is represented by the contreatnaunt of those instruments. The
Company uses the same credit policies in makingntitmments and conditional obligations as it doesdimibalance sheet instruments.

Commitments to extend credit are agreements totteaccustomer as long as there is not a violaifeany condition established in the
contract. Commitments generally have fixed expiratiates or other termination clauses and may regayment of a fee. Since many of the
commitments are expected to expire without beimgvdrupon, the total commitment amounts do not reeciég represent future cash
requirements. The Company evaluates each custonredgworthiness on a case-by-case basis. The mtnobgollateral obtained, if deemed
necessary by the Company upon extension of ciedigsed on management’s credit evaluation of th@terparties. Collateral held varies
but may include accounts receivable, inventorypprty, plant and equipment, and income producimgroercial properties.

Standby letters of credit and written financial gaurdees are conditional commitments issued by trafgany to guarantee the performance of
a customer to a third party. The credit risk invamhin issuing letters of credit is essentially $hene as that involved in extending loan
facilities to customers. To the extent deemed rezggscollateral of varying types and amounts Id be secure customer performance under
certain of those letters of credit outstanding.

Financial instruments whose contract amounts reptesedit risk are commitments to extend creditl(iding availability of lines of credit)
of $215.77 million and standby letters of creditldimancial guarantees written of $6.81 milliorDecember 31, 2012. Additionally, the
Company had gross notional amounts of outstandingnutments to lend related to secondary marketgage loans of $14.84 million at
December 31, 2012.

Related Party Loan

In the normal course of business, the Company’sidigyy bank has made loans to directors and execafficers of the Company, its
subsidiaries, and to affiliates of such directord afficers (collectively referred to as “relatearties”). All loans and commitments made to
such officers and directors and to companies irckvthey are officers, or have significant ownershtprest, have been made on substantially
the same terms, including interest rates and es#tas those prevailing at the time for comparait@insactions with other persons not related
to the Company. The aggregate dollar amount ofddamelated parties totaled $16.62 million and.$18nillion at December 31, 2012 and
2011, respectively. During 2012, $2.58 million iemnloans and increases were made and repaymentgbrioans to related parties totaled
$1.58 million. Changes in the composition of ther(anys subsidiary board members and executive offiesslted in a decrease in loan
related parties of $2.79 million for the year en@6d?2.

Overdrafts
Customer overdrafts totaling $1.55 million at Debem31, 2012, and $1.48 million at December 31120dre reclassified as loans.
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Note 5.  Allowance for Loan Losses and Credit Quality
Allowance for Loan Loss¢

The allowance for loan losses is maintained avel lmanagement deems sufficient to absorb probahtelosses inherent in the loan
portfolio. The allowance is increased by chargesamings in the form of provision for loan lossesl recoveries of prior loan charge-offs,
and decreased by loans charged off. The provisiealtulated to bring the allowance to a level Wharcording to a systematic process of
measurement, reflects the amount management essiisateeded to absorb probable losses withindttépo. While management utilizes
its best judgment and information available, themdte adequacy of the allowance is dependent apariety of factors beyond the
Company’s control, including, among other thingg® performance of the Company’s loan portfolio,ebenomy, changes in interest rates,
and the view of the regulatory authorities towaran classifications. Purchased credit impaired jmaols are evaluated separately from the
non-purchased credit impaired portfolio for impaémh See “Note 2 — Business Combinations and Biagakctivity” herein for additional
information.

Management performs quarterly assessments to datethe appropriate level of allowance for loarskss Differences between actual loan
loss experience and estimates are reflected thradmistments that are made by increasing or deogeti®e allowance based upon current
measurement criteria. Commercial, consumer reatessind non-real estate consumer loan portfoliewealuated separately for purposes of
determining the allowance. The specific componehtle allowance include allocations to individaammercial loans and credit
relationships and allocations to the remaining mondigeneous and homogeneous pools of loans thatleavedeemed impaired.
Additionally, a loan that becomes adversely cléadibr graded is removed from a group of loans wiithilar risk characteristics that are not
classified or graded to evaluate the removed ladleatively in a group of adversely classified oaded loans with similar risk characterist
Management’s general reserve allocations are bas@atigment of qualitative and quantitative factab®ut macro and micro economic
conditions reflected within the portfolio of loaasd the economy as a whole. Factors considerddsimvtaluation include, but are not
necessarily limited to, probable losses from loath ather credit arrangements, general economicittonsl, changes in credit concentrations
or pledged collateral, historical loan loss expsi& and trends in portfolio volume, maturitiesnposition, delinquencies, and nonaccruals.
Historical loss rates for each risk grade of comuia¢foans are adjusted by environmental factomstomate the amount of reserve needed by
segment. While management has allocated the alloevim loan losses to various portfolio segmetis @ntire allowance is available for use
against any type of loan loss deemed appropriatedyagement.

Purchased performing loans are recorded at fairevahd include credit and interest rate marks &s®gocwith acquisition accounting
adjustments, as accounted for under the contractishl flow method of accounting. The fair valueuatipent is accreted as an adjustment to
yield over the estimated contractual lives of thenis. There is no allowance for loan losses estadli at the acquisition date for acqui
performing loans. A provision for loan losses isaieled for any credit deterioration in these loguissequent to the acquisition. In accorde
with GAAP, there was no carryover of previouslyagdished allowance for loan losses on acquiredqans.
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The following tables detail activity within the aWwance for loan losses, by portfolio segment, fierdates indicated:

Consumel
Consumel
Real
(Amounts in thousand Commercial Estate and Other Total
Beginning balance, January 1, 2010 $ 13,607 $ 8,331 $ 2,33 $ 24,27
Provision for loan losse 6,552 8,10¢ 99 14,757
Loans charged o (7,980 (4,357) (1,270 (13,607
Recoveries credited to allowan 33¢ 10¢ 60z 1,05(
Net charg-offs (7,647) (4,247) (66¢) 12,557)
Ending balance, December 31, 2( $ 12,51¢ $12,20( $ 1,764 $ 26,48:
Beginning balance, January 1, 2( $ 12,30( $12,64: $ 1,541 $ 26,48:
Provision for loan losse 12,001 (2,682 (279) 9,041
Loans charged o (7,987) (2,507) (97¢) (11,460
Recoveries credited to allowan 1,42¢ 252 45¢ 2,13¢
Net charg-offs (6,55%) (2,249) (520 (9,329
Ending balance, December 31, 2( $ 17,75: $ 7,711 $ 74z $ 26,20¢
Beginning balance, January 1, 2( $ 17,75 $ 7,711 $ 74z $ 26,20¢
Provision for loan losse 2,70z 2,60¢ 367 5,67¢
Loans charged o (3,819 (2,702) (98¢) (7,509
Recoveries credited to allowan 62€ 28¢ 47€ 1,391
Net charg-offs (3,18¢) (2,417) (512 (6,119
Ending balance, December 31, 2( $ 17,26 $ 7,90¢ $ 597 $ 25,77(

The negative provision in the consumer real estateconsumer and other segments in 2011 was thi oéthe refinement in the allowance
for loan losses methodology during 2011 to furdegment single family real estate into non-ownemimercial) and owner occupied
(consumer real estate).
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The Company identifies loans for potential impaintnarough a variety of means including, but notited to, ongoing loan review, renewal
processes, delinquency data, market communicatimspublic information. If it is determined thats probable that the Company will not
collect all principal and interest amounts contnallyy due, the loan is generally deemed to be inepaiThe following tables present the
Company’s recorded investment in non-purchasedsloansidered to be impaired and related informadiothose impaired loans for the
periods indicated:

December 31, 201,

Unpaid Average Interest
Recorded Principal Related Recorded Income
(Amounts in thousand Investment Balance Allowance Investment Recognizel
Impaired loans with no related allowance:;
Commercial loan
Construction, development, and other I $ 2,91¢ $ 2,91¢ $ — $ 93t $ 3
Commercial and industrii 284 284 — 32( 17
Multi-family residentia — — — 517 4
Single family no-owner occupiet 38¢ 684 — 1,101 56
Non-farm, nor-residentia 5,28: 5,36% — 2,61¢ 10z
Agricultural — — — — —
Farmlanc — — — 93 —
Consumer real estate loe
Home equity line! 27¢ 271 — 37C 28
Single family owner occupie 271 38¢ — 4,441 11z
Owner occupied constructic — — — — —
Consumer and other loa
Consumer loan — — — 1 —
Total impaired loans with no related allowat 9,41¢ 9,90¢ — 10,397 328
Impaired loans with a related allowance:
Commercial loan
Construction, development, and other li — — — 69 1
Commercial and industrii 3,31¢ 8,50z 3,192 4,51( 94¢
Multi-family residentia 37¢ 397 18 145 3
Single family no-owner occupiet 2,411 2,46( 99¢ 2,48¢ 80
Non-farm, nor-residentia 2,781 2,95¢ 35¢ 5,82( 317
Agricultural — — — — —
Farmland — — — 93 —
Consumer real estate loe
Home equity line! 227 23C 22¢ 15C 1
Single family owner occupie 4,67: 4,90: 80¢ 3,511 10z
Owner occupied constructic — — — — —
Consumer and other loa
Consumer loan — — — — —
Total impaired loans with a related allowal 13,78¢ 19,45( 5,59: 16,78( 1,452
Total impaired loan $ 23,20: $29,35¢ $ 5,59¢ $ 27,17 $ 1,77¢
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December 31, 201

Unpaid Average Interest
Recorded Principal Related Recorded Income
(Amounts in thousand Investment Balance Allowance Investment Recognize:
Impaired loans with no related allowance:
Commercial loan
Construction, development, and other I $ 661 $ 661 $ — $ 1,341 $ —
Commercial and industrii 114 127 — 2,251 4
Multi-family residentia 27¢ 27¢ — 1,17 24
Single family no-owner occupiet 1,20¢ 1,24¢ — 1,65¢ 39
Non-farm, nor-residentia 1,61¢ 1,64 — 2,05¢ 25
Agricultural — — — — —
Farmland 25¢ 25¢ — 167 —
Consumer real estate loe
Home equity line! 36¢ 37¢ — 47¢ 15
Single family owner occupie 2,42¢ 2,50¢ — 1,82t 43
Owner occupied constructic — — — 6C 3
Consumer and other loa
Consumer loan 6 6 — 23 2
Total impaired loans with no allowan 6,93t 7,107 — 11,03¢ 15t
Impaired loans with a related allowance:
Commercial loan
Construction, development, and other li 112 112 4 24¢ 9
Commercial and industrii 4,031 4,06¢ 2,04¢ 2,35¢ 21
Multi-family residentia — — — 47( —
Single family no-owner occupiet 2,232 2,23: 124 2,32 107
Non-farm, nor-residentia 5,31 5,48( 1,81¢ 4,117 191
Agricultural — — — — —
Farmland — — — 83 —
Consumer real estate loe
Home equity line! — — — 10¢ —
Single family owner occupie 5,52¢ 5,617 1,20: 5,79¢ 164
Owner occupied constructic — — — — —
Consumer and other loa
Consumer loan — — — — —
Total impaired loans with a related allowal 17,22: 17,50t 5,19¢ 15,49¢ 492
Total impaired loan $ 24,15¢ $24,61: $ 5,19¢ $ 26,53« $ 647

As part of the ongoing monitoring of the credit liyaof the Company’s loan portfolio, managemeamicks certain credit quality indicators
including trends related to the risk rating of coenagial loans, the level of classified commerciars, net charge-offs, nonperforming loans,
and general economic conditions. The Company'’s tegiew function generally reviews all commercizdh relationships greater than $3.0
million on an annual basis and at various timesugh the year. Smaller commercial and retail laamessampled for review throughout the
year by our internal loan review department. Thiotite loan review process, loans are identifiedufigrade or downgrade in risk rating ¢
changed to reflect current information as parhefprocess.

The Company aggregates purchase credit impaired with common risk characteristics into the foliegvloan pools: construction and
development, commercial and industrial, commeneal estate, consumer, home
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equity lines of credit, residential real estatest-lien, residential real estate — 2nd lien, anddiof credit. However, these loan pools are
disaggregated in the following tables for disclespurposes.

The Company utilizes a risk grading matrix to assigisk grade to each of its loans. A descriptibthe general characteristics of the risk
grades is as follows:

Pass — This grade includes loans to borrowersagable credit quality and risk. The Company fertiifferentiates within this grade
based upon borrower characteristics which incledgital strength, earnings stability, liquidity érage, and industr

Special Mention This grade includes loans that require more thaormal degree of supervision and attention. Theaed have all th
characteristics of an adequate asset, but dudrtg bdversely affected by economic or financialditans have a potential weakness
that deserves management’s close attention. liteforrected, these potential weaknesses may rasidterioration of the repayment
prospects for the loa

Substandard — This grade includes loans that halledefined weaknesses which make payment defagltiocipal exposure possible,
but not yet certain. Such loans are apt to be dibggrupon collateral liquidation, a secondary sewfcrepayment, or an event outsid
the normal course of business to meet the repayteens.

Doubtful — This grade includes loans that are plam® nonaccrual status. These loans have all th&vesses inherent in a substandard
loan with the added factor that the weaknessesasevere that collection or liquidation in full the basis of current existing facts,
conditions and values, is extremely unlikely, bet&use of certain specific pending factors, theuarnof loss cannot yet be determin

Loss — This grade includes loans that are to begekeoff or charged down when payment is acknowdeddg be uncertain or when the
timing or value of payments cannot be determinkds$” is not intended to imply that the asset hasatovery or salvage value, but
simply that it is not practical or desirable toelefvriting off all or some portion of the loan, evéhough partial recovery may be reali
in the future

The following tables present the Company’s investinie loans held for investment by internal cregiéde indicator at December 31, 2012
and 2011. There were no covered loans at Decenib@031.

December 31, 201,

Special

(Amounts in thousand Pass Mention Substandarc Doubtful Loss Total
Non-covered loans
Commercial loan

Construction, development, and other land —
$ 3387¢ $ 1497 $ 1354¢ $ 541 $ $ 49,46(
Commercial and industrial —

77,54¢ 2,50¢ 4,821 3,83¢ 88,71«

Multi-family residential —
60,16: 4,04: 1,49( — 65,69

Single family non-owner occupied —
112,29 5,93¢ 16,09: 1,32( 135,64

Non-farm, non-residential —
396,98t 15,97¢ 32,80¢ 12C 445,88

Agricultural —
1,657 19 33 — 1,70¢

Farmland —
28,71¢ 2,262 3,421 — 34,40:

Consumer real estate loe

Home equity lines —
104,75( 2,73¢ 3,59: — 111,08:
Single family owner occupie 435,99: 9,59¢ 27,31¢ — 42 472,95:

Owner occupied construction —
15,84: 382 — — 16,22

Consumer and other loa

Consumer loans —
76,78: 867 501 8 78,16

Other —
5,657 8 1 — o 5,66¢
Total nor-covered loan $1,350,27 $45,83t $103,62: $5,827 $42 $1,505,59
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December 31, 201,

Special
(Amounts in thousand Pass Mention Substandarc Doubtful Loss Total
Covered loans
Commercial loan
Construction, development, and other land $14,43° $ 2,12 $ 17,83: $ 17¢ $— $ 34,56¢
Commercial and industrial 6,24¢ 44t 197 81 — 6,97
Multi-family residential 1,96: — 64¢ — — 2,611
Single family non-owner occupied 6,33( 2,22: 3,01t 12t — 11,69:
Non-farm, non-residential 26,77¢ 5,47 19,18¢ 44 — 51,48¢
Agricultural 145 — 1 — — 144
Farmland 1,104 — 15€ — — 1,26(
Consumer real estate loe
Home equity lines 16,32 11,98: 53,11¢ 25 — 81,44¢
Single family owner occupied 16,60° 927 5,78¢ 237 — 23,557
Owner occupied construction 484 — 1,16( — — 1,64¢
Consumer and other loa
Consumer loans 2,98 562 12t — — 3,67¢
Other — — — — — —
Total covered loans $93,40: $23,73t $101,22¢ $ 69C $— $219,05!
December 31, 201
Special
(Amounts in thousand Pass Mention Substandarc Doubtful Loss Total
Commercial loan
Construction, development, and other land $ 54,16 $564, $ 196 $ — $— $ 61,76¢
Commercial and industrial 86,28¢ 56¢ 2,67¢ 2,40¢ — 91,93¢
Multi-family residential 74,48t¢ 96¢ 1,59¢ — — 77,05(
Single family non-owner occupied 93,44« 1,34¢ 11,95: — — 106,74
Non-farm, non-residential 303,07: 9,63¢ 22,85¢ 444 — 336,00
Agricultural 1,323 7 40 — — 1,37¢
Farmland 35,56¢ 1,05¢ 53¢ — — 37,16:
Consumer real estate loe
Home equity lines 105,53! 2,237 3,61t — — 111,38
Single family owner occupied 435,00: 8,93¢ 29,13( — — 473,06’
Owner occupied construction 19,19( 12¢ 25¢ — — 19,571

Consumer and other loa
Consumer loans 66,35 19¢ 574 — — 67,12¢



Other 12,857 1 9 — — 12,867

Total loans $1,287,28 $30,72( $ 7521 $2,84¢ $— $1,396,06

The Peoples and Waccamaw acquisitions added appaitedy $12.69 million to special mention, $29.82liom to substandard, and $1.37
million to doubtful risk graded non-covered loaBgclusive of these acquisitions, special mentia@uldful, and loss risk graded non-covered
loans increased approximately $2.42 million, $In@llion, and $42 thousand, respectively, for tharyended December 31, 2012, while
substandard risk graded non-covered loans decr&isétl million.
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The following tables detail the Company’s recordwagkstment in loans related to each segment imitbevance for loan losses by portfolio
segment and disaggregated on the basis of the Gorspgepairment methodology at December 31, 201 201 1:

December 31, 201,

Non-acquired Allowance Loans Allowance Acquired Allowance for
Loans Individually for Loans Collectively for Loans Impaired Loans Acquired
Individually Evaluated for Collectively Impaired Loans
Evaluated for Evaluated for
(Amounts in thousand Impairment Evaluated Impairment Evaluated Impairment Evaluated
Commercial loan
Construction, development, and
other lanc $ 2,91¢ $ — $ 54,57¢ $ 1,214 $ 25,744 $ —
Commercial and industrii 3,60z 3,192 88,54( 1,15¢ 3,54¢ 8
Multi-family residentia 37¢ 18 67,27¢ 1,612 64¢ —
Single family non-owner
occupied 2,79¢ 85¢ 134,32: 3,50¢ 10,22 —
Non-farm, noi-residentia 8,06: 35¢ 450,17: 4,901 38,07 —
Agricultural — — 1,852 22 1 —
Farmland — — 34,77¢ 41€ 882 —
Total commercial loan 17,75: 4,42¢ 831,52: 12,83: 79,11¢ 8
Consumer real estate loe
Home equity line! 49¢ 228 141,68« 1,351 50,34: —
Single family owner occupie 4,95( 944 483,22: 5,051 8,00t —
Owner occupied constructic — — 16,76¢ 337 1,09¢ —
Total consumer real estate
loans 5,44¢ 1,163 641,67 6,73¢ 59,447 —
Consumer and other loa
Consumer loan — — 81,037 597 80C —
Other — — 5,66€ — — —
Total consumer and other
loans — — 86,70: 597 80C —
Total loans $ 23,20: $ 5,59¢ $1,559,90. $ 20,16¢ $ 139,36. $ 8
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Commercial loan

Construction, development,

and other lant
Commercial and industrii
Multi-family residentia
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occupied
Non-farm, nor-residentia
Agricultural
Farmland
Total commercial
loans
Consumer real estate loz
Home equity line!
Single family owner
occupied
Owner occupied
constructior
Total consumer real
estate loan
Consumer and other loa
Consumer loan
Other
Total consumer and
other loans
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December 31, 201

Non-acquired
Loans Individually

Evaluated for
Impairment

$ 778
3,73¢

27¢

3,43¢

6,93:

25¢€

15,41¢
36¢

7,951

8,32¢

$ 23,74¢

Allowance Loans Allowance Acquired Allowance for
for Loans Collectively for Loans Impaired Loans Acquired
Individually Evaluated for Collectively Impaired Loans
Evaluated for
Evaluated Impairment Evaluated Impairment Evaluated

$ 4 $ 60,84¢ $ 1,88t $ 14¢ $ —
1,84 87,56 1,66¢ 63¢€ 201

— 76,77: 1,88¢ — —

124 102,06: 2,83¢ 1,24 —

1,81¢ 328,61( 5,11¢ 462 —

— 1,374 19 — —

— 36,90: 34z — —
3,794 694,13: 13,755 2,491 201

— 111,01¢ 1,36¢ — —

1,20: 464,71! 4,931 39t —

— 19,57 212 — —

1,202 595,31: 6,50¢ 39¢ —

— 67,12: 742 — —

— 12,86 — — —

— 79,99( 742 — —
$ 4,99 $1,369,43. $ 21,00% $ 2,88¢ $ 201
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Nor-accrual and Past Due Loans

Nonaccrual loans, presented by loan class, codsidtthe following at December 31, 2012 and 201dans acquired with credit deteriorati
through business combinations, for which a discexts, are generally not considered to be nonatess a result of the accretion of the
discount which is based on the expected cash ftdwlge loans.

December 31

December 31, 201. 2011
Non-

(Amounts in thousand covered Coverec Total Non-covered
Commercial loan

Construction, development, and other I; $ 40t $1,99( $ 2,39t $ 793

Commercial and industrii 3,917 35 3,947 3,90¢

Multi-family residentia 37¢ — 37¢ 341

Single family no-owner occupiet 7,071 21 7,092 1,63¢

Non-farm, noi-residentia 5,93¢ 951 6,88¢ 8,06:

Agricultural 2 — 2 —

Farmland — — — 271
Consumer real estate loz

Home equity line! 872 43€ 1,30¢ 51€

Single family owner occupie 5,21¢ 831 6,05( 8,25¢

Owner occupied constructic — 5¢ 59 1
Consumer and other loa

Consumer loan 12¢ — 12¢ 52

Other — — — —

Total 23,92: 4,32: 28,24¢ 23,83¢

Acquired impaired loan 8 — 8 651
Total nonaccrual loar $23,93: $4,32° $28,25¢ $ 24,48
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The following tables present the aging of pastidaes, by loan class, at December 31, 2012 and. 20drdaccrual loans, excluding those 0 to
29 days past due, are included in the applicadlegieency category. There were no accruing loamgraotually past due 90 days or more at
December 31, 2012 or 2011. Acquired loans thapast due continue to accrue interest through tbeetable yield under the accretion
method of accounting and therefore are not consitler be nonaccrual.

December 31, 201,

30- 59 Day: 60- 89 Day: 90+ Days Total Current Total

(Amounts in thousand Past Due Past Due Past Due Past Due Loans Loans
Non-covered loans
Commercial loan

Construction, development, and other I $ 344 $ — $ 18 $ 532 $ 4892t $ 49,46(

Commercial and industrii 387 84 1,43: 1,90: 86,81 88,71«

Multi-family residentia 624 — — 624 65,07( 65,69+

Single family no-owner occupiet 1,841 1,34¢ 3,71t 6,90¢ 128,74: 135,64

Non-farm, nor-residentia 2,702 93€ 3,621 7,25¢ 438,63( 445,88¢

Agricultural — — — — 1,70¢ 1,70¢

Farmland 21¢ 19¢ — 412 33,98¢ 34,40:
Consumer real estate loe

Home equity line! 31t 93 49t 90z 110,17¢ 111,08:

Single family owner occupie 6,56/ 1,17¢ 1,64¢ 9,38¢ 463,56 472,95:

Owner occupied constructic 382 — — 382 15,84: 16,22
Consumer and other loa

Consumer loan 71t 73 47 83t 77,32¢ 78,16:

Other — — — — 5,66¢ 5,66¢
Total nor-covered loan $ 14,09 $ 3,90¢ $11,14: $29,13¢ $1,476,461 $1,505,59

December 31, 201;
90+ Day:
30-59 Day: 60- 89 Day: Total Current Total

(Amounts in thousand Past Due Past Due Past Due Past Due Loans Loans
Covered loans
Commercial loan

Construction, development, and other I; $ 252 $ 161 $1,121 $1,53¢ $ 33,03t $ 34,56¢

Commercial and industrii 45 — — 45 6,927 6,972

Multi-family residentia — — — — 2,611 2,611

Single family no-owner occupiet 8 — 21 29 11,66« 11,69:

Non-farm, noi-residentia 501 — 927 1,42¢ 50,05¢ 51,48¢

Agricultural — — — — 144 144

Farmland 6 — — 6 1,25¢ 1,26(
Consumer real estate loz

Home equity line! 217 112 204 53z 80,91 81,44¢

Single family owner occupie 41% 13t 47t 1,02: 22,53¢ 23,557

Owner occupied constructic — — 59 59 1,58t 1,64¢
Consumer and other loa

Consumer loan — — — — 3,67¢ 3,67¢

Other — — — — — —
Total covered loan $ 1,442 $ 40¢ $2,801 $4,657 $214,39¢ $219,05!
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December 31, 201

30- 59 Day: 60- 89 Day: 90+ Days Total Current Total

(Amounts in thousand Past Due Past Due Past Due Past Due Loans Loans
Commercial loan

Construction, development, and other I; $ 25% $ — $ 987 $ 1,24( $ 60,52¢ $ 61,76¢

Commercial and industri 15C 3C 3,56¢ 3,74¢ 88,19 91,93¢

Multi-family residentia 667 — 34z 1,00¢ 76,04 77,05(

Single family no-owner occupiet 1,22: 414 1,02( 2,65¢ 104,08 106,74

Non-farm, nor-residentia 837 86( 2,18( 3,871 332,12¢ 336,00

Agricultural — 7 — 7 1,367 1,374

Farmland 152 — 25¢ 41( 36,75 37,16:
Consumer real estate loz

Home equity line! 642 222 23t 1,09¢ 110,28t 111,38

Single family owner occupie 5,23( 1,99: 5,33: 12,55¢ 460,51: 473,06’

Owner occupied constructic — 29 — 29 19,54¢ 19,571
Consumer and other loa

Consumer loan 19¢ 71 12 281 66,84¢ 67,12¢

Other — — — — 12,867 12,86
Total loans $ 9,351 $ 3,62¢ $13,93¢ $26,91: $1,369,15! $1,396,06

Troubled Debt Restructurings

The Company’s troubled debt restructurings (“TDRetaled $12.05 million at December 31, 2012, a&d% million at December 31, 2011,
which are reported net of those on nonaccrual s@ft$3.83 million and $3.27 million, respectiveMccruing nonperforming TDRs amoun

to $6.01 million, or 49.88% of total accruing TDBRsDecember 31, 2012, and $600 thousand, or 6.3%6&tab TDRs at December 31, 2011.
The allowance for loan losses included reservedaelto TDRs of $1.87 million and $1.14 millionzcember 31, 2012 and 2011,
respectively. Interest income recognized on TDRsHe years ended December 31, 2012 and 2011 ddb&@6 thousand and $561 thousand,
respectively. There were no covered loans recoadetDRs at December 31, 2012 or 2011. Loans achwith credit deterioration through
business combinations, for which a discount exats,generally not considered a TDR as long atotireremains in the loan pool.

When restructuring loans for borrowers experiendingncial difficulty, the Company generally mal@mcessions in interest rates, loan
terms and/or amortization terms. All restructureahls to borrowers experiencing financial difficulyexcess of $250 thousand are evaluated
for a specific reserve based on either the coliatarnet present value method, whichever is mpglieable. Restructured loans under $250
thousand are subject to the reserve calculatitimeatistorical loss rate for classified loans. @ierfTDRs are classified as nonperforming at
time of restructuring and are returned to perfogrstatus after six months of satisfactory paymentgomance; however, these loans remain
identified as impaired until full payment or ottsatisfaction of the obligation occurs.
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The following tables present information for loanedified as TDRs that were restructured duringyésers ended December 31, 2012 and
2011 by type of concession made and loan classp@simnodification recorded investment represents the mdance immediately followir
modification.

Years Ended December 31

2012 2011
Pre- Post- Pre- Posi-
Modification Modification Modification Modification
Total Recorded Recorded Total Recorded Recorded
Contracts Investment Investment Contracts Investment Investment
(Amounts in thousand
Below market interest ra
Non-farm, notr-residentia — $ — $ — 1 $ 37z $ 373
Single family owner occupie — — — 2 15¢ 15¢
Total — — — 3 532 532
Extended payment ter
Commercial and industrii — — — — —
Non-farm, nor-residentia 1 1,11¢ — 1 12¢€ 12€
Single family owner occupie 1 351 31¢ 1 267 267
Total 2 1,47( 31¢ 2 39:¢ 398
Below market interest rate and extended payment
term
Non-farm, nor-residentia 2 5,82: 5,827 1 107 107
Single family owner occupie — — — 4 75¢ 73€
Total 2 5,82 5,827 5 86¢€ 842
Total 4 $ 7,29, $ 6,141 10 $ 1,791 $ 1,76¢

There were no payment defaults on loans modifiedldRs during the year ended December 31, 201 2nbed restructured within the
previous 12 months. The following table presendtomodified as TDRs within the previous 12 mofthsvhich there was a payment
default during the year ended December 31, 2011:

December 31, 201

Number of
Pre-Modification Pos+Madification
Loans Recorded Investmen Recorded Investmen
(Amounts in thousand
Non-farm, noi-residentia 1 $ 38 $ 38
Total loan concessior 1 $ 38 $ 38
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Note 6. FDIC Loss Share Agreements Receivab

On June 8, 2012, the Company entered into a puedras assumption agreement with loss share arrargsmwith the FDIC to purchase
certain assets and assume substantially all afubamer deposits and certain liabilities of WacaanBank. Under the loss share agreemi
the FDIC has agreed to cover 80% of most loan aretfosed real estate losses. The following tatdsgnts changes in the receivable from
the FDIC for the year ended December 31, 2012:

(Amounts in thousand

Beginning balance, January 1, 2( $ —
FDIC loss share receivable recorded in Waccamawisitign 49,75!
Increase in expected losses on la —
Additional losses on ORE (409
Reimbursable expens (1,73))
Amortization of discounts and premiums, 45¢
Reimbursements from the FD —

Ending balance, December 31, 2( $48,07:

Note 7. Premises and Equipmen
Premises and equipment were comprised of the follpwat December 31, 2012 and 2011:

2012 2011

(Amounts in thousand
Land $ 19,36¢ $ 18,75:
Bank premise 56,78¢ 51,66¢
Equipment 36,77¢ 32,52¢
112,93 102,94°
Less: accumulated depreciation and amortize 48,06: 48,22t
Total $ 64,86¢ $ 54,72

Total depreciation and amortization expense foitlinee years ended December 31, 2012, was $4.08m#$3.98 million, and $4.09 milliol
respectively.

The Company enters into land and building leasethiboperation of banking and loan productionocef§i, operations centers and for the
operation of automated teller machines. All suasés qualify as operating leases. Following ishaedule by year of future minimum lease
payments required under operating leases thatih#ia or remaining non-cancelable lease termexoess of one year as of December 31,
2012:

Amount

(Amounts in thousand
2013 $1,22¢
2014 687
2015 392
2016 26¢
2017 161
Later year: 1,167
Total $3,89¢
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Total lease expense for the three years ended Dexedt, 2012, was $1.26 million, $1.17 million, &1d20 million, respectively. Certain
portions of the above listed leases have beentstabikird parties for properties not currentlytpiused by the Company. The impact of the
future lease payments to be received on the nocetalle subleases is as follows:

Amount
(Amounts in thousand

2013
2014
2015
2016
2017
Later years

Total

©

244

©
§||||||
IS

Related Party Least

Included in total lease expense were leases widbext parties totaling $171 thousand and $164 #naisit December 31, 2012 and 2011,
respectively.

Note 8. Deposits
The following is a summary of interest-bearing d&fsoby type at December 31, 2012 and 2011:

2012 2011
(Amounts in thousand
Interes-bearing demand depos $ 353,32 $ 275,15t
Money market accoun 237,25 167,37¢
Savings deposil 263,01¢ 227,32¢
Certificates of depos 706,56¢ 528,73!
Individual retirement accoun 126,65¢ 104,60:
Total $1,686,82. $1,303,19!
At December 31, 2012, the scheduled maturitiegod teposits were as follows:
Amount
(Amounts in thousand
2013 $518,39:
2014 101,98:
2015 128,56(
2016 47,63¢
2017 and thereafts 36,65¢
$833,22¢
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Time deposits of $100 thousand or more were $398idn and $289.61 million at December 31, 20102l 2011, respectively. At
December 31, 2012, the scheduled maturities officates of deposit of $100 thousand or more waréHows:

Amount
(Amounts in thousand
Three months or les $ 78,25:
Over three to six montt 80,81¢
Over six to twelve month 81,27:
Over twelve month 158,14:
Total $398,48:

Related Party Deposi

Included in total deposits were deposits by relgiadies of $2.59 million and $3.84 million at Dedeer 31, 2012 and 2011, respectively.
During 2012, $311 thousand in new deposits anckaszs were made while decreases on such depaosifeéns and directors totaled $1.56
million. Changes in the composition of the Comparstibsidiary board members and executive offiesslted in decreases of $166
thousand.

Note 9.  Borrowings
The following schedule details borrowings at Decenttil, 2012 and 2011:

2012 2011
(Amounts in thousand
Securities sold under agreements to repurc $136,11¢ $129,20¢
FHLB advance: 161,55¢ 150,00(
Subordinated det 15,464 15,464
Other deb 41z 46¢
Total $313,55: $295,14:

Securities sold under agreements to repurchasésteasf retail overnight and term repurchase agezes of $77.92 million at December
2012, and $79.21 million at December 31, 2011, wndlesale repurchase agreements of $58.20 milti@eaember 31, 2012, and $50.0
million at December 31, 2011. The weighted averat of wholesale repurchase agreements was 3.8@%camber 31, 2012, and 3.65% at
December 31, 2011. The wholesale repurchase agnteimed a weighted average maturity of 5.06 yeabeeaember 31, 2012. Securities
sold under agreements to repurchase are collatedalvith agency MBS. As part of the Waccamaw adfiuis the Company acquired $20.04
million in wholesale repurchase agreements of whith.84 million was paid off during 2012.

FHLB borrowings included convertible and callabtvances totaling $155.28 million at December 31,22@&nd $150.0 million at

December 31, 2011, and fixed rate credit of $6.2lfom at December 31, 2012. The callable advamag be redeemed at quarterly intervals
after various lockout periods. These call optiorss/reubstantially shorten the lives of these insamits. If these advances are called, the debt
may be paid in full or converted to another FHLBdit product. Prepayment of the advances may risaltbstantial penalties based upor
differential between contractual note rates andeturadvance rates for similar maturities. The Wiid average rate of FHLB borrowings \
3.86% at December 31, 2012, and 4.12% at Decenib@031. The FHLB borrowings had a weighted averagturity of 5.23 years at
December 31, 2012. Advances from the FHLB werersechy qualifying loans of $998.14 million at Dedsen 31, 2012, and $693.33

million at
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December 31, 2011. At December 31, 2012, unusedwing capacity with the FHLB totaled $269.33 natli As part of the Waccamaw
acquisition, the Company acquired $37.27 milliofrHLB borrowings of which $25.71 million was paitf during 2012.

At December 31, 2012, FHLB borrowings had approxé@ntractual maturities between nine months amel years. The scheduled
maturities of the advances are as follows:

Amount
(Amounts in thousand
2013 $ 11,55¢
2014 —
2015 —
2016 —
2017 100,00(
2018 and thereaftt 50,00(
$161,55¢

Also included in borrowings is $15.46 million ofijior subordinated debentures (the “Debenturssled by the Company in October 200
an unconsolidated trust subsidiary, FCBI CapitaisTthe “Trust”), with an interest rate of threemth LIBOR plus 2.95%. The Trust was
able to purchase the Debentures through the issuaricust preferred securities which had subsddiptidentical terms as the Debentures.
Debentures mature on October 8, 2033, and arertlyr@allable. The net proceeds from the offerirgy@vcontributed as capital to the Ban
support further growth. The Company’s obligationsler the Debentures and other relevant Trust agnetsmin aggregate, constitute a full
and unconditional guarantee by the Company of tiist’s obligations.

Despite the fact that the accounts of the Trushatencluded in the Comparg/tonsolidated financial statements, the trustepred securitie
issued by the Trust are included in the Tier 1tehpif the Company for regulatory capital purposesderal Reserve Board rules limit the
aggregate amount of restricted core capital elesn@vtiich includes trust preferred securities, amathgr things) that may be included in the
Tier 1 capital of most bank holding companies t&625 all core capital elements, including restrict®re capital elements, net of goodwill
less any associated deferred tax liability. Theentrquantitative limits do not preclude the Compaiom including the $15.46 million in trv
preferred securities outstanding in Tier 1 catabf December 31, 2012.

Note 10. Income Taxes
The components of income tax expense from contipaperations consist of the following:

(Amounts in thousand 2012 2011 2010
Current tax expense (bene!
Federa $13,73¢ $7,101 $(5,26¢)
State 1,291 11C 78
15,02 7,211 (5,190
Deferred tax (benefit) expen
Federa (1,507 1,65( 12,39°
State 60% 712 611
(896) 2,36 13,00¢
Total income tax expen: $14,12¢ $9,57: $ 7,81¢
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Deferred income taxes related to continuing openatreflect the net effects of temporary differenbetween the carrying amounts of assets
and liabilities for financial reporting versus tanrposes. The following table details the tax affexf significant items comprising the
Company’s net deferred tax assets as of Decemh@032 and 2011;

2012 2011
(Amounts in thousand
Deferred tax assets
Allowance for loan losse $ 9,857 $10,02:
Unrealized losses on availa-for-sale securitie 16¢ 3,44¢
Impairment losses on securiti 8,02: 7,34¢
Deferred compensation ass 4,23t 3,692
Alternative minimum tax cred 1,84¢ 2,03¢
Other deferred tax asse¢ 2,76°¢ 3,29:¢
Total deferred tax asse $26,89¢ $29,83¢
Deferred tax liabilities:
Intangible asset $(2,139) $ 5,95:
Odd days interest defertr 2,02¢ 1,73¢
Fixed asset 2,15¢ 2,39¢
Other 1,05¢ 87¢
Total deferred tax liabilitie 3,10 10,95¢
Net deferred tax asse $23,79¢ $18,88:

Income taxes as a percentage of pre-tax incomevargysignificantly from statutory rates due to iteof income and expense which are
excluded, by law, from the calculation of taxalriedme, as well as the utilization of available tasdits. Municipal bond income represents
the most significant permanent tax difference.

The reconciliation of the statutory federal taverahd the effective tax rate from continuing operet for the three years ended December 31,
2012, are as follows:

2012 2011 2010
Tax at statutory rate 35.0% 35.0% 35.0(%
(Reduction) increase resulting fro
Tax-exempt interest incorr (4.1¢ (6.40 (6.79
State income taxes, net of federal ber 2.3 2.7¢ 2.32
Other, ne (0.17) 0.9¢ (4.19)
Effective tax rate 33.08% 32.3% 26.35%

Note 11. Employee Benefits

Employee Stock Ownership and Savings Plan

The Company maintains an Employee Stock OwnersidpSavings Plan (“KSOP”). Coverage under the pdgprovided to all employees
meeting minimum eligibility requirements.

Employer Stock FuniAnnual contributions to the stock portion of thamlvere made through 2006 at the discretion oBterd of Directors
and allocated to plan participants on the basiglative compensation. The plan was frozen to &itantributions for periods after 2006.
Substantially all plan assets are invested in
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Common Stock of the Company. The Company repoetstmtributions to the plan as a component of sl@nd benefits. All contributions
made after 2006 have been made to the employeegsafd@ature of the plan. Accordingly, there werecantributions to the Employer Stock
Fund in 2012, 2011, or 2010. The Employer StockdHueld 561,551, 588,656, and 583,256 shares dfdinepany’s Common Stock at
December 31, 2012, 2011, and 2010, respectively.

Employee Savings Ple. The Company provides a 401(k) savings featurbimwthe KSOP that is available to substantiallyeatiployees
meeting minimum eligibility requirements. Under #@l(k) feature, the Company makes matching cartichs to employee deferrals at
levels determined by the board on an annual bakescost of the Company’s 100% matching contrimgito qualified deferrals under the
401(k) savings component of the KSOP was $1.27anijli$1.34 million, and $1.12 million in 2012, 2Q&hd 2010, respectively. In 2012,
Company made its matching contribution in cash@achmon Stock. In 2011 and 2010 the Company madhwaatshing contribution in
Common Stock.

Employee Welfare Plan

The Company provides various medical, dental, wisiiée, accidental death and dismemberment, and-term disability insurance benefits
to all full-time employees who elect coverage under this progfdne health plan is managed by a third party athimator. Monthly employ:e
and employee contributions are made to a tax-exemptoyer benefits trust against which the thirttypadministrator processes and pays
claims. Stop-loss insurance coverage limits the @amyg’s risk of loss to $85 thousand and $3.89 amilfior individual and aggregate claims,
respectively. Total Company expenses under thethpkn were $2.25 million, $3.49 million, and $2@illion in 2012, 2011, and 2010,
respectively.

Deferred Compensation Plan

The Company has deferred compensation agreemethteevtain current and former officers providing f@nefit payments over various
periods commencing at retirement or death. Thdlitiglas of year-end 2012 and 2011 was $459 thodisard $463 thousand, respectively.
The annual expenses associated with these agreemerg $60 thousand in 2012, 2011, and 2010. Thgation is based upon the present
value of the expected payments and estimatedXjfeaancies of the individuals.

Supplemental Executive Retention Plan

The Company maintains a Supplemental Executiverf@etePlan (the “SERP”) for key members of seni@nagement. The SERP provides
for a defined benefit at normal retirement agedtad at 35% of projected final base salary. Bemefider the SERP become payable at age
62. The associated benefit accrued as of year-ehd @nd 2011 was $5.62 million and $5.11 milli@spectively, while the associated
expense incurred in connection with the ExecutiegeRtion Plan was $535 thousand, $519 thousandb42withousand for 2012, 2011, and
2010, respectively.

Projected benefit payments for the SERP are exgeatbe paid as follows:

Amount
(Amounts in thousand
2013 $ 214
2014 214
2015 214
2016 214
2017 34t
2018 through 202 1,92¢
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The following sets forth the components of thepexiodic pension cost of the Company’s domesticecamtributory, non-qualified defined
SERP for years ended December 31, 2012 and 2011:

2102 2011
(Amounts in thousand
Service cos $152 $161
Interest cos 203 224
Amortization of losses (gain 45 —
Amortization of prior service co: 134 134
Net periodic cos $53¢ $51¢

The discount rates assumed as of December 31, 2@t8 lowered from 4.40% to 4.20%. The SERP isrdanded plan, and as such there
are no plan assets. At December 31, 2012, thergtbanefit plan obligation was $5.62 million.

Directors’ Supplemental Retirement Plan

The Company maintains a Directors’ Supplementalr&atnt Plan (the “Directors’ Plan”) for its non-neement directors. The Directors’
Plan provides for a benefit upon retirement fromvise on the Board. The Directors’ Plan was ameridddiecember 2010 to substitute a
defined benefit in lieu of the previous indexed défign Effective January 1, 2011, the Directors’'iPtaovides for a defined benefit at normal
retirement age targeted at 100% of the highesterartive three years average compensation. Bengfitsr the Directors’ Plan become
payable at age 70. The associated benefit accaieflygear-end 2012 and 2011 was $981 thousand ®Rithousand, respectively, while the
associated expense incurred in connection witlirectors’ Plan was $156 thousand, $162 thousamdi $259 thousand for 2012, 2011, and
2010, respectively.

Projected benefit payments for the Directors’ Rlemexpected to be paid as follows:

Amount
(Amounts in thousand
2013 $ 83
2014 81
2015 80
2016 79
2017 111
2018 through 202 544

The following sets forth the components of thepaiodic pension cost of the Company’s domesticocmmtributory, non-qualified Directors’
Plan for years ended December 31, 2012 and 2011:

2102 2011

(Amounts in thousand
Service cos $ 27 $ 29
Interest cos 39 43
Amortization of prior service co: 90 90
Net periodic cos $15¢€ $162
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The discount rates assumed as of December 31, 2@1& lowered from 4.40% to 4.20%. The DirectoisiniHs an unfunded plan, and as
such there are no plan assets. At December 31, @4 Actuarial benefit plan obligation was $98iugand.

Note 12. Equity-Based Compensatior
Stock Options

The Company maintains share-based compensatios wgromote the long-term success of the Compgrgnbouraging officers,
employees, directors and individuals performingises for the Company to focus on critical longgarobjectives.

At the 2012 Annual Meeting, the Company’s sharebidd@pproved the 2012 Omnibus Equity Compensatam 2012 Plan”) which made
available up to 600,000 shares for potential grahiscentive stock options, najualified stock options, performance awards, retstd stock
restricted stock units, stock appreciation rightsus stock, and stock awards. The options grgniesliant to the 2012 Plan shall state the
period of time within which the grant may be exsed, not to exceed more than ten years from tleegtahted. The Company’s
Compensation and Retirement Committee shall deberithie vesting period for each grant; howeverpif/asting period is specified the
vesting shall occur in 25% increments on the fstr anniversaries of the grant date.

At the 2004 Annual Meeting, the Company’s sharetiddatified approval of the 2004 Omnibus Stocki@pPlan (“2004 Plan™yvhich madt
available up to 200,000 shares for potential grahiscentive stock options, non-qualified stockiops, restricted stock awards or
performance awards. Non-qualified and incentivelstiptions, as well as restricted and unrestristedk may continue to be awarded under
the 2004 Plan. Vesting under the 2004 Plan is géljever a three-year period.

In 2001, the Company instituted a plan to grantkstaptions to non-employee directors (the “Direst@ption Plan”). The options granted
pursuant to the Director®ption Plan expire at the earlier of ten years ftbendate of grant or two years after the opticresses to serve a
director of the Company. Options not exercised withe appropriate time shall expire and be deecaedelled. Options under the Directors’
Option Plan were granted in the form of non-statugiock options with the aggregate number of shafeCommon Stock available for grant
under the Directors’ Option Plan set at 108,900eshéadjusted for the 10% stock dividends paidi@22and 2003).

In 1999, the Company instituted the 1999 Stock @pklan (the “1999 Plan”). Options under the 19BSRvere granted in the form of non-
statutory stock options with the aggregate numbshares of Common Stock available for grant utiderPlan set at 332,750 (adjusted for
10% stock dividends paid in 2002 and 2003). Th@aoptgranted under the 1999 Plan represent thesrigtacquire the option shares with
deemed grant dates of January 1 for each yeariagiwith the initial year granted and the followifour anniversaries. All stock options
granted pursuant to the 1999 Plan vest ratabiyeriitst through the seventh anniversary datek@fieemed grant date. The option price of
each stock option is equal to the fair market véhsedefined by the 1999 Plan) of the Company’s @omStock on the date of each deemed
grant during the five-year grant period. Vestedstoptions granted pursuant to the 1999 Plan azecesable during employment and for a
period of five years after the date of the grargeetirement, provided retirement occurs at oraftge 62. If employment is terminated other
than by early retirement, disability, or death,tedsoptions must be exercised within 90 days #ftereffective date of termination. Any opt
not exercised within such period will be deemedcedlad.

The Company also has options from various optianpbther than described above (the Prior Plangjefer, no common shares of the
Company are available for grants under the Prian®lAwards outstanding under the Prior Plansresitiain in effect in accordance with th
respective terms.
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The cash flows from the tax benefits resulting friax deductions in excess of the compensation esqeztognized for those options and
restricted stock (“excess tax benefits”) are cfessias financing cash inflows. During the threangeended December 31, 2012, the Company
recognized excess tax benefits totaling $6 thousehthousand, and $9 thousand, respectively.

During the three years ended December 31, 201Z;dngpany recognized pre-tax compensation expeteteddo total equity-based
compensation of $132 thousand, $98 thousand, addh®bisand, respectively. The Company recognizesyehased compensation on a
straight line pro-rata basis, so that the percentdghe total expense recognized for an awarévenless than the percentage of the award
that has vested.

As of December 31, 2012, there was $140 thousandriecognized compensation cost related to unvestett options. That cost is expected
to be recognized over a weighted average peri@d3af years. The actual compensation cost recogmidkediffer from this estimate due to a
number of items, including new awards granted drahges in estimated forfeitures.

The following table summarizes the Company’s stoption activity and related information for the yeamded December 31, 2012:

Weighted Weighted
Average
Average Remaining
Exercise Contractual Aggregate
Price Per
Option Term Intrinsic
Shares Share (Years) Value
(Amounts in thousands, except share and per shate
Outstanding at January 1, 20 479,44: $ 20.7¢
Grantec — —
Exercisec 5,22: 11.97
Forfeited 2,34( 21.8¢
Outstanding at December 31, 2( 471,88( $ 20.87 6.2 $ 432
Exercisable at December 31, 2( 391,01 $ 22.6¢ 7 $ 147

The fair value of options was estimated at the daggant using the Black-Scholes-Merton optiorcimg model and certain assumptions.
Expected volatility is based on the weekly histakiolatility of the Company’s stock price over tiepected term of the option. Expected
dividend yield is based on the ratio of the mostnrg dividend rate paid per share of the CompaBgimmon Stock to recent trading price of
the Company’s Common Stock. The expected termnisrgdly calculated using the “shortcut method.” Tis&-free interest rate is based on
the U.S. Treasury yield curve at the time of gfanthe period equal to the expected term of thizoap

The fair values of grants made during the threesyeaded December 31, 2012, were estimated usiniplilbwing weighted average
assumptions:

2012 2011 201C
Volatility —
27.9¢%
Expected dividend yield — —
3.24%
Expected term (in years) — —
6.1¢
Risk-free rate — —
1.5(%

There were no options granted during the yearsceBaeember 31, 2012 or 2010. The weighted avereayg-gate fair value of options
granted was $2.56 during the year ended Decembh@031. The aggregate intrinsic value of optionsreised was $16 thousand for the year
ended December 31, 2012, $13 thousand for thegyetied December 31, 2011, and $23 thousand forei@weended December 31, 2010.
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Stock Awards

The 2004 Plan permits the granting of restricted amrestricted shares of the Company’s Common Stithler alone, in addition to, or in
tandem with other awards made by the Company. Sjrankts are generally measured at fair value owdldte of grant based on the number of
shares granted and the quoted price of the Comp&wnmmon Stock. Such value is recognized as expamsehe corresponding service
period. Compensation costs related to these typawards are consistently reported for all peripassented.

The following table summarizes the changes in tom@any’s nonvested shares of the Company’s Comrtamk $or the year ended
December 31, 2012:

Weighted Average

Shares Grant-Date Fair Value
Nonvested at January 1, 20 6,35( $ 13.6i
Grantec 18,40( 12.3¢
Vested 5,80( 12.8¢
Forfeited — —
Nonvested at December 31, 2(C 18,95( $ 12.67

As of December 31, 2012, there was $179 thousandrecognized compensation cost related to unvestett awards. That cost is expected
to be recognized over a weighted average peridd2$f years. The actual compensation cost recogmidkdiffer from this estimate due to a
number of items, including new awards granted drahges in estimated forfeitures.

Note 13. Litigation, Commitments and Contingencies

Litigation

In the normal course of business, the Companyisfendant in various legal actions and assertéahslaVhile the Company and its legal
counsel are unable to assess the ultimate outcbmarh of these matters with certainty, the Comgaelieves the resolution of these actions,

singly or in the aggregate, should not have a rizdtedverse effect on the financial condition, fessaf operations or cash flows of the
Company.

Commitments and Contingencies

The Company is a party to financial instrumenthwiff-balance sheet risk in the normal course Gifss to meet the financing needs of its
customers. These financial instruments include ci@ments to extend credit, standby letters of crexit financial guarantees. These
instruments involve, to varying degrees, elemehtsedit and interest rate risk beyond the amoeobgnized on the balance sheet. The
contractual amounts of those instruments reflezetttent of involvement the Company has in pamrdicalasses of financial instruments. The
Company'’s exposure to credit loss in the eventoofperformance by the other party to the financiatrument for commitments to extend
credit and standby letters of credit and finangigrantees written is represented by the contreatnaunt of those instruments. The
Company uses the same credit policies in makingntitmments and conditional obligations as it doesdimibalance sheet instruments.

Commitments to extend credit are agreements totteaccustomer as long as there is no violatioanyfcondition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymeatfee. Since many of the
commitments are expected to expire without beimgvdrupon, the total commitment amounts do not reeciég represent future cash
requirements. The Company
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evaluates each customer’s creditworthiness onelogsase basis. The amount of collateral obtaiifieemed necessary upon extension of
credit, is based on management’s credit evaluatiadhe counterparty. Collateral may include acceuateivable, inventory, property, plant
and equipment, and income-producing commercialgntags. Commitments to extend credit, includingilatdlity on lines of credit, totaled
$215.77 million at December 31, 2012, and $194.#ifomat December 31, 2011. Additionally, the Caangy had gross notional amounts of
outstanding commitments related to secondary manketgage loans of $14.84 million at December 31,22 and $9.15 million at

December 31, 2011.

Standby letters of credit and financial guarantgesconditional commitments issued by the Compargutrantee the performance of a
customer to a third party. The credit risk invohirdssuing letters of credit is essentially thensaas that involved in extending loan facilities
to customers. To the extent deemed necessarytarallaf varying types and amounts is held to scustomer performance under certain of
those letters of credit outstanding. Standby Isttércredit and financial guarantees totaled $&dllon at December 31, 2012, and $2.90
million at December 31, 2011. The Company main@imeeserve for unfunded lending commitments o6#BPusand at December 31, 2(
and $329 thousand at December 31, 2011.

The Company has issued, through the Trust, $13I@mof trust preferred securities in a privataggment. In connection with the issuance
of the trust preferred securities, the Companydaasmitted to irrevocably and unconditionally guaesnthe following payments or
distributions with respect to the trust preferredwities to the holders thereof to the extent thafTrust has not made such payments or
distributions and has the funds therefore: (i) @aedrand unpaid distributions, (ii) the redemptioicgy and (iii) upon a dissolution or
termination of the Trust, the lesser of the liqtiola amount and all accrued and unpaid distribtiand the amount of assets of the Trust
remaining available for distribution.

Note 14. Derivative Instruments and Hedging Activities

The Company uses derivative instruments primaoilgrotect against the risk of adverse price or@gerate movements on the value of
certain assets and liabilities and on future clmshis. These derivatives may consist of interes sataps, floors, caps, collars, futures, forv
contracts, and written and purchased options. Rtvie instruments represent contracts betweengsatiat usually require little or no initial
net investment and result in one party deliveriaghcor another asset to the other party basecdhotiamal amount and an underlying asset as
specified in the contract. Derivative assets aabilities are recorded at fair value on the balasieset.

Like other financial instruments, derivatives camtan element of credit risk due to the possibilitg Company may incur a loss if a
counterparty fails to meet its contractual obligasi. This risk is measured as the expected pos#placement value of contracts. All
derivative contracts may be executed only with exgjes or counterparties approved by the ComparssetA_iability Management
Committee.

The primary derivative instrument the Company usésterest rate lock commitments (“IRLCs"). Gerbrahis instrument helps the
Company manage exposure to market risk and megtroasfinancing needs. Market risk represents tesipility that economic value or r
interest income will be adversely affected by fliadtons in external factors such as interest ratasket-driven loan rates, prices, or other
economic factors.

IRLC: In the normal course of business, the Comparly saginated mortgage loans into the secondarytgage loan market. The Company
enters into IRLCs to provide potential borrowerdragrrest rate guarantee. Once a mortgage lodosed and funded, it is included within
loans held for sale and awaits sale and deliverytime secondary market. From the loan closing thateigh the date of sale into the
secondary market, the Company has exposure t@gtteate movement resulting from the risk thatregerates will change from the rate
quoted to the borrower. Due to these interestflatéuations, the Company’s balance of mortgagedoa
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held for sale is subject to changes in fair valugically, the fair value of these loans declindsew interest rates increase and rise when
interest rates decrease.

The following table presents the aggregate contedair notional amounts of derivative financialtmsnents as of the dates indicated:

December 31 December 31
2012 2011
(Amounts in thousand
Derivatives not designated as hedges I's $ 14,84 $ 9,15¢

The following table presents the fair value of dative financial instruments as of the dates inida

December 31, 201 December 31, 201
Balance Shee Fair Balance Shee Fair

(Amounts in thousand Location Value Location Value
Asset derivative
Derivatives not designated as hed

IRLCs Other asset $144 Other asset $13¢
Total $144 $13¢t
Liability derivatives
Derivatives not designated as hed

IRLCs Other liabilites $ 16 Other liabilites $ 6
Total $ 16 $ 6

Effect of Derivatives and Hedging Activities on theome StatemerFor the years ended December 31, 2012 and 201 Cdimpany
determined there was no amount of ineffectivenessagh flow hedges. The following table detailsigaecognized in income on derivatives
for the dates indicated:

Income _December31

Statement
(Amounts in thousand Location 2012 2011
Derivatives not designated as hed
IRLCs —
Other incom $ $16C
Total —
$  $16C

Counterparty Credit RisK.ike other financial instruments, derivatives camtan element of “credit risk.” Credit risk is tpessibility that the
Company will incur a loss because a counterpartyclivmay be a bank, a brokdealer or a customer, fails to meet its contraabéfjations
This risk is measured as the expected positiveacephent value of contracts. All derivative consauoiy be executed only with exchanges or
counterparties approved by the Company’s AssetilitiaMlanagement Committee.

Note 15. Regulatory Capital Requirements and Restrictions

The Company and the Bank are subject to varioudatagy capital requirements administered by saaie federal banking agencies. Failure
to meet minimum capital requirements can initisggain mandatory and

120



Table of Contents

FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

possibly additional discretionary actions by reguis that, if undertaken, could have a direct niateffect on the Company’s financial
statements. Under the capital adequacy guidelinéstee regulatory framework for prompt correctiwti@n, which applies only to the Bank,
the Bank must meet specific capital guidelines ifmablve quantitative measures of the entity’s &sd@bilities, and certain off-balance sheet
items as calculated under regulatory accountingtipes. The Bank’s capital amounts and classificetiare also subject to qualitative
judgments by the regulators about componentsweightings, and other factors. Quantitative measastablished by regulation to ens
capital adequacy require the Company and the Bankaintain minimum amounts and ratios for total aret 1 capital (as defined in the
regulations) to risk-weighted assets (as defin@ak), of Tier 1 capital (as defined) to average agset defined).

To be categorized as well capitalized, the Banktmmasntain minimum total capital to risk-weighteskats, Tier 1 capital to risk-weighted
assets, and Tier 1 capital to average assets glgopratios established by banking regulators. étdinber 31, 2012, the Company and the
Bank met all capital adequacy requirements to wihiely are subject. At December 31, 2012 and 2@ELrost recent notifications from
regulators categorized the Bank as well capitalireder the regulatory framework for prompt corneetaction. There are no conditions or
events since those notifications that managemdianes have changed the institution’s category.

The following tables present the Company’s and&hek’s capital ratios at December 31, 2012 and 2011

December 31, 201

To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Action Provisions
(Amounts in thousand Amount Ratio Amount Ratio Amount Ratio
Total Capital to Risk-Weighted Assets
First Community Bancshares, Ir $282,72¢ 16.7(% $135,44. 8.0(% N/A N/A
First Community Banl| 255,21¢ 15.29% 134,080 8.0(% $167,60¢ 10.0(%
Tier 1 Capital to Risk-Weighted Assets
First Community Bancshares, Ir 261,467 15.4%% 67,72  4.00% N/A N/A
First Community Banl| 234,22¢  13.9% 67,04: 4.0% 100,56 6.0(%
Tier 1 Capital to Average Assets (Leverage
First Community Bancshares, Ir 261,46° 9.9¢%  104,97: 4.0(% N/A N/A
First Community Banl| 234,22¢ 8.9¢% 104,300 4.0(%  130,38: 5.0(%
December 31, 201
To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Action Provisions

(Amounts in thousand Amount Ratio Amount Ratio Amount Ratio
Total Capital to Risk-Weighted Assets
First Community Bancshares, Ir $257,83¢ 18.1%% $113,62¢ 8.0(% N/A N/A
First Community Banl| 226,50¢ 16.12%  112,41: 8.0(% $140,51: 10.0(%
Tier 1 Capital to Risk-Weighted Asset:
First Community Bancshares, Ir 239,92¢ 16.8%% 56,81 4.0(% N/A N/A
First Community Banl| 208,83:  14.8(% 56,20¢  4.0(% 84,30¢ 6.0(%
Tier 1 Capital to Average Assets (Leverage
First Community Bancshares, Ir 239,92 11.5(% 83,47  4.0(% N/A N/A
First Community Banl| 208,83  10.0&% 82,90¢ 4.0(% 103,63 5.0(%
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The primary source of funds for dividends paid iy €Company is dividends received from the Bankidginds paid by the Bank are subject
to restrictions by banking regulations. Approvalregulatory authorities is required if the effettividends declared would cause the
regulatory capital of the Bank to fall below spamif minimum levels. Approval is also required Widiends declared exceed the net profits for
that year combined with the retained net profitstfi@ preceding two years.

The Bank issues mortgages insured by the US Depattaf Housing and Urban Development (“‘HUD”) as@d@approved Title II
Supervised Mortgagee. A Title Il Supervised Mortgagnust maintain an adjusted net worth equal ttnamam of $1 million. Possible
penalties related to noncompliance with this minimmet worth requirement includes the revocatiothefBank’s license to issue HUD
insured mortgages, which may have a material adweaffect on the Bank’s financial condition and fesaf operations. As of December 31,
2012 and 2011, the Barkadjusted net worth was $205.54 million and $13 @éndlion, respectively, which exceeds the requingdimum ne
worth requirements.

Note 16. Other Operating Income and Expense

Other operating income and expense include cettsts, the total of which exceeds one percent wibooed interest income and noninterest
income, that are presented in the following tabletlie years indicated:

(Amounts in thousand 2012 2011 2010
Other operating incom
Miscellaneous incom $2,45¢ $ 23¢ $ 261
Other operating expen:
Service fee: 3,73¢ 2,941 3,31t
Professional fee 1,917 1,554 1,99¢
Office supplies 1,68¢ 1,22: 1,36¢
Telephone and data communicatis 1,54¢ 1,61¢ 1,46¢
ATM processing expensi 1,48: 1,51¢ 1,24¢
Advertising and public relatior 1,421 1,68 1,58¢

Miscellaneous income for the year ended Decembge2@12, included the $2.39 million out-of-periodusdment to correct the
understatement of pre-tax income from 2007 to 2011.

Related Party Fee

Included in other operating expense are legal fe@bto related parties totaling $63 thousand, th80sand, and $208 thousand in 2012,
2011, and 2010, respectively.

Note 17. Fair Value
Financial Instruments Measured at Fair Value

Fair value is defined as the price that would lmeired to sell an asset or paid to transfer alifglin an orderly transaction between market
participants. A fair value measurement assumedhiearansaction to sell the asset or transfelidhdity occurs in the principal market for t
asset or liability or, in the absence of a printiparket, the most advantageous market for thet assiability. The price in the principal, or
most advantageous, market used to measure theafa@ of the asset or liability shall not be adjalstor transaction costs. An orderly
transaction is a transaction that assumes exptstine market for a period prior to the measurendai to allow for marketing activities that
are usual and customary for transactions involgimch assets and liabilities; it is not a forceddetion. Market participants are buyers and
sellers in the principal market that are (i) indegent, (ii) knowledgeable, (iii) able to transautd (iv) willing to transact.

The fair value hierarchy is as follows:

Level 1 Inputs — Unadjusted quoted prices in active markets fortidahassets or liabilities that the reporting Bnkias the ability to
access at the measurement d
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Level 2 Inputs — Inputs other than quoted prices included in Levidat are observable for the asset or liabilitthesi directly or
indirectly. These might include quoted prices fionikar assets or liabilities in active markets, tpprices for identici
or similar assets or liabilities in markets that aot active, inputs other than quoted pricesdahaibbservable for the
asset or liability and provide a reasonable bagi$dir value determination, such as interest ratetd curves,
volatilities, prepayment speeds, default rates,aadit risks, or inputs that are derived prindip&lom observable
market data

Level 3 Inputs — Unobservable inputs for determining the fair valogassets or liabilities for which there is liftieany, market activity
at the measurement date, using reasonable inpditassamptions based on the best information dtrtteg to the
extent that inputs are available without undue aost effort. These inputs and assumptions may diectnodel-derived
inputs that are not corroborated by observable etatata and an ent's own assumption

A description of the valuation methodologies usadristruments measured at fair value, as welhagieneral classification of such
instruments pursuant to the valuation hierarchgeisforth below. These valuation methodologiesvegplied to all of the Company’s assets
and liabilities carried at fair value. In geneffaiy value is based upon quoted market prices, eheailable. If such quoted market prices are
not available, fair value is based upon third pamtydels that primarily use, as inputs, observatdekat-based parameters. Valuation
adjustments may be made to ensure that finana#Liments are recorded at fair value. These adgresmimay include amounts to reflect
counterparty credit quality, the Company’s creditthmess, among other things, as well as unobskrngrameters. Any such valuation
adjustments are applied consistently over time.Cbmpany’s valuation methodologies may produceravédue calculation that may not be
indicative of net realizable value or reflectivefofure fair values. While management believesGbepany’s valuation methodologies are
appropriate and consistent with other market ppgits, the use of different methodologies or aggions to determine the fair value of
certain financial instruments could result in datiént estimate of fair value at the reporting date

Securities Available-for-Sal&ecurities classified as available-for-sale arentegl at fair value utilizing Level 1, Level 2, ahdvel 3 inputs.
Securities are classified as Level 1 within theua#ibn hierarchy when quoted prices are availablmniactive market. This includes securities
whose value is based on quoted market prices iveattarkets for identical assets. The Company ad&s Level 1 inputs for the valuation of
equity securities traded in active markets.

Securities are classified as Level 2 within theuatibn hierarchy when the Company obtains fair @#aheasurements from an independent
pricing service. The fair value measurements cansitdservable data that may include dealer quotaget spreads, cash flows, the U.S.
Treasury yield curve, live trading levels, tradeextion data, market consensus prepayment speedd,information, and the bond’s terms
and conditions, among other things. Level 2 inpuesused to value U.S. government agency secuysiiggie issue and pooled trust preferred
securities, corporate FDIC insured securities, M&®] certain equity securities that are not agtitralded.

Securities are classified as Level 3 within theuatibn hierarchy in certain cases when there igduractivity or less transparency to the
valuation inputs. In the absence of observableomoborated market data, internally developed ed@ésithat incorporate market-based
assumptions are used when such information isaail

Fair value models may be required when trading/iigtinas declined significantly or does not exgsices are not current or pricing variations
are significant. The Company’s fair value from ¢hjrarty models utilizes modeling software that usasket participant data and knowledge

of the structures of each individual security toelep cash flows specific to each security. Thevalues of the securities are determined by
using the cash
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flows developed by the fair value model and apmgyappropriate market observable discount rates didwunt rates are developed by
determining credit spreads above a benchmarksath, as LIBOR, and adding premiums for illiquidityveloped based on a comparison of
initial issuance spread to LIBOR versus a finans@dtor curve for recently issued debt to LIBORe@jic securities that have increased
uncertainty regarding the receipt of cash flowsdiseounted at higher rates due to the additicm @dal specific credit premium based on
assumptions about the performance of the underlyatigteral. Finally, internal fair value model girig and external pricing observations are
combined by assigning weights to each pricing ale@m. Pricing is reviewed for reasonableness dbasethe direction of the specific
markets and the general economic indicators.

Other Assets and Associated Liabiliti8&curities held for trading purposes are recordégiravalue and included in “other assets” on the
consolidated balance sheets. Securities heldddirtg purposes include assets related to emplagfeerdd compensation plans. The assets
associated with these plans are generally invésteduities and classified as Level 1. Deferred gensation liabilities, also classified as
Level 1, are carried at the fair value of the odfign to the employee, which corresponds to theviue of the invested assets.

Derivatives.Derivatives are reported at fair value utilizingve€2 inputs. The Company obtains dealer quotati@s®d on observable data to
value its derivatives.

Impaired LoansCertain impaired loans are reported on a nonrawyiyasis at the fair value of the underlying celfat if repayment is
expected solely from the collateral. Collateraluea are estimated using Level 3 inputs based omispfs adjusted for customized
discounting criteria.

The Company maintains an active and robust problemit identification system. When a credit is itiféed as exhibiting characteristics of
weakening, the Company will assess the credit dbemtial impairment. Examples of weakening incldéénquency and deterioration of the
borrower’s capacity to repay as determined by tbm@any’s regular credit review function. As parttodé impairment review, the Company
will evaluate the current collateral value. Ith&tCompany’s standard practice to obtain updatied prrty collateral valuations to assist
management in measuring potential impairment atditand the amount of the impairment to be reedrd

Internal collateral valuations are generally parfed within two to four weeks of the original iddiziation of potential impairment and rece
of the third party valuation. The internal valuatis performed by comparing the original appraisalurrent local real estate market
conditions and experience and considers liquidatasis. The result of the internal valuation is paned with the outstanding loan balance,
and, if warranted, a specific impairment reserviélvé established at the completion of the intemadluation.

A third party evaluation is typically received wiiththirty to forty-five days of the completion dig internal evaluation. Once received, the
third party evaluation is reviewed for reasonabésn®©nce the evaluation is reviewed and accepischuhts to fair market value are applied
based upon such factors as the bank’s historigaidation experience of like collateral, and arineated net realizable value is established.
That estimated net realizable value is then contparth the outstanding loan balance to determimeeatinount of specific impairment reser
The specific impairment reserve, if necessarydjasied to reflect the results of the updated ataun. A specific impairment reserve is
generally maintained on impaired loans during timetperiod while awaiting receipt of the third pegtvaluation as well as on impaired loans
that continue to make some form of payment anddgfion is not imminent. Impaired loans not meeting aforementioned criteria and that
do not have a specific impairment reserve havellyso@een previously written down through a partihhrge-off, to their net realizable value.
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The Company’s Special Assets staff assumes thegaarent and monitoring of all loans determined tingaired. While awaiting the
completion of the third party appraisal, the Compgenerally begins to complete the tasks necessaggin control of the collateral and
prepare for liquidation, including, but not limitéalengagement of counsel, inspection of collatera continued communication with the
borrower, if appropriate. Special Assets staff absgularly reviews the relationship to identify gmytential adverse developments during this
time.

Generally, the only difference between current ajged value, adjusted for liquidation costs, ardddrrying amount of the loan less the

specific reserve is any downward adjustment taathgraised value that the Company determines apptept hese differences generally

consist of costs to sell the property, as well deftator for the devaluation of property seen whanks are the sellers, and the Company
deemed these adjustments as fair value adjustments.

In the Companys experience, it rarely returns loans to perfornsitagus after they have been partially charged@dherally, credits identifie
as impaired move quickly through the process towattimate resolution.

Other Real Estate Owned he fair value of the Company’s other real estateed is determined on a nonrecurring basis usévgl 3 inputs
based on current and prior appraisals, estimateest$ to sell, and proprietary qualitative adjuestts.

Goodwill. The fair value of the Company’s goodwill is repdrtn a nonrecurring basis when it has been adjustidr value. The values of
the Company'’s reporting units are determined ukigel 3 inputs based on discounted cash flow antgkeanultiple models.

Recurring and Nonrecurring Fair Value

The following tables summarize financial assets famehcial liabilities measured at fair value oreaurring basis segregated by the level of
the valuation inputs within the fair value hieraydbr the periods indicated:

December 31, 201

Total Fair Value Measurements Using

(Amounts in thousand Fair Value Level 1 Level 2 Level 2
Available-for-sale securities

Municipal securitie: $159,21° $ — $159,21° $—

Single issue trust preferred securi 44,64¢ — 44,64¢ —

Agency MBS 315,89 — 315,89 —

Non-Agency All-A residential MBS 11,067 — 11,061 —

Equity securitie: 3,531 3,511 20 —

Total availabl-for-sale securitie $534,35¢ $3,511 $530,84 $—

Deferred compensation ass $ 3,62¢ $3,62¢ $ — $—
Derivatives

Interest rate lock commitmer $ 144 $ — $ 144 $—
Deferred compensation liabilitie $ 3,62¢ $3,62¢ $ — $—
Derivative liabilities

Interest rate lock commitmer $ 16 $ — $ 16 $—
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December 31, 201

Total Fair Value Measurements Using

(Amounts in thousand Fair Value Level 1 Level 2 Level 2
Available-for-sale securities

Municipal securitie: $137,81! $ — $137,81! $—

Single issue trust preferred securil 40,24 — 40,24 —

Corporate FDIC insured securiti 13,71¢ — 13,71¢ —

Agency MBS 280,10: — 280,10: —

Non-Agency All-A residential MBS 10,03( — 10,03( —

Equity securitie: 521 501 20 —

Total availabl-for-sale securitie $482,43( $ 501 $481,92¢ $—

Deferred compensation ass $ 3,21( $3,21( $ — $—
Derivative asset

Interest rate lock commitmer $ 13t $ — $ 13t $—
Deferred compensation liabilitie $ 3,21( $3,21( $ — $—
Derivative liabilities

Interest rate lock commitmer $ 6 $ — $ 6 $—

The Company may be required, from time to timen&asure certain assets at fair value on a nonieguyasis in certain circumstances such
as evidence of impairment. The following tables marize financial and nonfinancial assets measuréaravalue on a nonrecurring basis
segregated by the level of the valuation inputéiwithe fair value hierarchy that were held for flegiods indicated.

December 31, 201,

Total Fair Fair Value Measurements Using
Value Level 1 Level z Level 3
(Amounts in thousand
Impaired loans not covered by loss share agreer $ 8,19 — — $ 8,19:
OREO not covered by loss share agreem 5,70¢ — — 5,70¢
OREO covered by loss share agreem 3,25¢ — — 3,25¢
December 31, 201.
Total Fair Fair Value Measurements Using
Value Level 1 Level z Level 3
(Amounts in thousand
Impaired loan: $12,02: $— $— $ 12,02:
OREO 5,914 — — 5,91«
Goodwill — insurance agencit 9,40¢ — — 9,40¢

The fair value of goodwill on a nonrecurring basiDecember 31, 2011, consisted of the carryingevaf the insurance reporting unit after
impairment charges of $1.24 million. There werdmpairment charges to goodwill during 2012.

There were no transfers between valuation levelariy asset during the years ended December 32, &@04011. If valuation techniques are
deemed necessary, the Company considers thoséetsatsoccur at the end of the period when thetasare valued.
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The following table presents quantitative inforroatabout financial and nonfinancial assets measairéar value on a nonrecurring basis
using Level 3 valuation inputs:

Fair Value at Range
December 31, 201 Valuation Technique Unobservable Input (Weighted Average)

(Amounts in thousand
Impaired loan: $ 8,19: Discounted appraisa® Appraisal adjustmeni@ 2% to 100% (41%
OREO not covered by lo

share agreemen 5,70¢ Discounted appraisa® Appraisal adjustmeni@ 0% to 100% (34%
OREO covered by loss

share agreemen 3,25¢ Discounted appraisa® Appraisal adjustmeni@ 43%

(1) Fair value is generally based on appraisals ofittterlying collateral
(2) Appraisals may be adjusted by management fetiooized discounting criteria, estimated saless¢@std proprietary qualitative
adjustments

Fair Value of Financial Instruments

Information used to determine fair value is higslipjective and judgmental in nature; therefore résellts may not be precise. Subjective
factors may include estimates of cash flows, riskracteristics, credit quality, and interest raédispf which are subject to change. Since the
fair value is estimated as of the balance sheet ttad amounts that will actually be realized ddpgon settlement or maturity on these
various instruments could be significantly differ.efhe following summary describes the methodolegied assumptions used by the
Company to estimate the fair value of certain fmahinstruments:

Cash and Cash Equivalent¥he carrying amount of cash and due from bankisfaseral funds sold/purchased is considered gquhk fair
value as a result of the short-term nature of tiresteuments.

Investment Securiti: The determination of the fair value of availabde-sale securities is described within “Fair VaMeasurements”
presented above. The determination of the fairevaluheld-to-maturity securities is based on quaotedket prices or dealer quotes.

Loans Held for Sal: Loans held for sale are recorded at the loweosf or estimated fair value. The determinatiotheffair value of loans
held for sale is based on the market price of sinidans.

Loans Held for Investme: The determination of the fair value of loans hfeidinvestment is based on discounted future das¥s using
current rates for similar loans.

FDIC Receivable under Loss Share Agreem: The determination of the fair value is based isealinted future cash flows using current
discount rates.

Accrued Interest Receivable/Paya: The carrying amount of accrued interest recemi@ialyable is considered equal to the fair valug as
result of the short-term nature of these instrusent

Derivative Financial Instrument: The determination of the fair value of derivatfirancial instruments is described within “Fairlv@&
Measurements” presented above.

Deferred Compensation Instrumer. The determination of the fair value of deferrednpensation instruments is described withtait Value
Measurements” presented above.

Deposits and Securities Sold Under Agreements poiiRease: The fair value of deposits without a stated miatuincluding demand,
interest-bearing demand, and savings, is considegedl to the carrying amount
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which is the amount payable on demand at the rieygodiate. The fair value of deposits and repurcla@seements with fixed maturities and
rates is estimated using discounted future castsftbat apply interest rates currently being offera instruments with similar characteristics
and maturities.

FHLB and Other Indebtedne: The determination of the fair value of FHLB arttier indebtedness is based on interest rates ¢iyrren
available to the Company for borrowings with simdaaracteristics and maturities. The determinaiofair value for trust preferred
obligations is based on credit spreads seen imtr&etplace for similar issues.

Off-Balance Sheet Instrument$he value of off-balance sheet instruments, idiclg commitments to extend credit, standby letbérsredit,

and financial guarantees, is considered equaltedtue. Due to the uncertainty involved in asgggshe likelihood and timing of
commitments being drawn upon, coupled with the lafckn established market and the wide diversitieefstructures, the Company does not
believe it is meaningful to provide an estimatéanf value that differs from the given value of gt@mmitment.

The following tables summarize the carrying amamd fair value of the Company’s financial instrunssfor the dates indicated:

December 31, 201,

Carrying Fair Value Measurements Using
(Amounts in thousand Amount Fair Value Level 1 Level 2 Level 3
Assets
Cash and cash equivalel $ 144,84 $ 144,84 $144,84° $ — $ —
Available-for-sale securitie 534,35¢ 534,35¢ — 534,35¢ —
Held-to-maturity securitie: 81€ 83z — 832 —
Loans held for sal 6,672 6,774 — 6,774 —
Loans held for investment less allowal 1,698,88. 1,702,12 — — 1,702,12
FDIC receivable under loss share agreem 48,07: 48,07: — — 48,07:
Accrued interest receivab 7,84z 7,84z — 7,84 —
Derivative financial asse 144 144 — 144 —
Deferred compensation ass 3,62¢ 3,62¢ 3,62¢ — —
Liabilities
Demand deposil $ 343,35. $ 343,35. $ — $343,35: $ —
Interes-bearing demand depos 353,32: 353,32: — 353,32: —
Savings deposil 500,27¢ 500,27¢ — 500,27¢ —
Time deposit: 833,22t 842,33: — 842,33 —
Securities sold under agreements to repurc 136,11¢ 142,41 — 142,41° —
Accrued interest payab 2,481 2,481 — 2,481 —
FHLB and other indebtedne 177,43! 200,41¢ — 200,41¢ —
Derivative financial liabilities 16 16 — 16 —
Deferred compensation liabilitie 3,62¢ 3,62¢ 3,62¢ — —
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December 31, 201

Carrying

(Amounts in thousand Amount Fair Value

Assets
Cash and cash equivale $ 47,29 $ 47,29
Investment securitie 485,92( 485,96
Loans held for sal 5,82( 5,871
Loans held for investment less allowal 1,369,86. 1,386,41
Accrued interest receivab 6,19: 6,19:
Derivative financial asse 13t 13t
Deferred compensation ass 3,21( 3,21(

Liabilities
Demand deposil $ 240,26¢ $ 240,26¢
Interes-bearing demand depos 275,15t 275,15t
Savings deposil 394,70° 394,70°
Time deposit: 633,33 641,60:
Securities sold under agreements to repurc 129,20t 136,35¢
Accrued interest payab 2,55¢ 2,55¢
FHLB and other indebtedne 165,93: 183,72.
Derivative financial liabilities 6 6
Deferred compensation liabilitie 3,21( 3,21(

Note 18. Accumulated Other Comprehensive Income

The components of the Company’s accumulated ottrapoehensive loss, net of income taxes, for eatheojears ended December 31,

2012, 2011, and 2010, were as follows:

Accumulated Other

Unrealized Unrealized Loss Benefit
Loss on Cash Flow Plan Comprehensive
on Securitie: Hedge Derivative Liability Loss
(Amounts in thousand
December 31, 201 $  (28) $ = $(1,549) $ (1,829
December 31, 201 $ (5,74) $ — $(1,58) $ (7,329
December 31, 201 $ (11,21) $ (20) $ (959 $ (12,190
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Note 19. Parent Company Financial Information

The following tables present condensed financi@rimation for the parent company, First CommunignBshares, Inc. for the periods

indicated:

Condensed Balance Shee
(Amounts in thousand

Assets

Cash and due from ban
Securities availab-for-sale
Investment in subsidiar
Other asset

Total asset
Liabilities
Other borrowing:
Subordinated det
Total liabilities
Stockholders Equity
Preferred stoc
Common stocl
Additional paic-in capital
Retained earning
Treasury stocl
Accumulated other comprehensive i
Total stockholder equity

Total liabilities and stockholde’ equity

Condensed Statements of Operatior

(Amounts in thousand

Cash dividends received from subsidiary b

Other income

Operating expens

Income tax expens

Equity in undistributed earnings of subsidii
Net income

Dividends on preferred stox

Net income available to common shareholc

December 31

2012 2011
$ 12,47¢ $ 17,69
11,05z 7,65
343,91 291,54
4,541 5,01«
$371,98: $321,91:
$ 194 $ 71¢
__ 15,46 __ 15,46
15,65¢ 16,18:
17,42: 18,92:
20,34: 18,08:
213,82¢ 188,11
111,62° 92,17:
(6,45¢) (5,72))
(439 (5,845
356,32: 305,72
$371,98: $321,91.
Years Ended December 31
2012 2011 2010
$ 8,10¢ $ — $ —
44t 2,227 2,13¢
(1,319 (1,796 (1,55¢6)
(55) (150) (229)
21,40( 19,74, 21,49:
28,57 20,02¢ 21,84°
1,05¢ 70% —
$27,51¢ $19,32¢ $21,84"
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Condensed Statements of Cash Flov
(Amounts in thousand
Operating activities
Net income
Adjustments to reconcile net income to net caskigen by operating activitie:
Equity in undistributed earnings of subsidi
(Gain) loss on sale of securiti
Decrease (increase) in other as:
Increase (decrease) in other liabilit
(Increase) decrease in other operating activ

Net cash provided by (used in) operating activi

Investing activities

Proceeds from sales of securities avail-for-sale
Payments to acquire securities avail-for-sale
Investment in subsidiat

Net cash (used in) provided by investing activi

Financing activities

Proceeds from issuance of preferred s
Proceeds from stock options exerci:
Payments for repurchase of treasury s
Payments for repurchase of warrs

Payments of common dividen

Payments of preferred dividen

Proceeds from other financing activiti

Net cash (used in) provided by financing activi

Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of "
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Years Ended December 31

2012 2011
$ 28,57 $ 20,02t
(21,400) (19,74)
(49) (13¢)
127 (1,529)
58¢ (5,74%)
(58) 77€
7,781 (6,359)
2,151 2,63¢
(5,137) (6)
— (570)
(2,986) 2,06(
— 18,80:
144 32
(1,012) (904)
— (30
(8,167) (7,155)
(1,120 (55¢)
137 10C
(10,019 10,28
(5,219) 5,08¢
17,69t 11,70¢
$ 12,47¢ $ 17,69

2010

$ 21,84

(21,49))
1

23¢
6,71¢

(82
7,22

53t

(7,500
(6,96%)
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FIRST COMMUNITY BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Note 20. Supplemental Financial Data (Unaudited’
The following tables present quarterly earningstii@r years ended December 31, 2012 and 2011:

Quarter Ended

2012 March 31 June 30 Sept 30 Dec 31
(Amounts in thousands, except per share c
Interest incom: $22,68: $24,18: $31,53¢ $31,25¢
Interest expens 4,70t 4,69¢ 5,07 5,12(
Net interest incom 17,977 19,48 26,45¢ 26,13¢
Provision for loan losse 922 1,62( 1,91¢ 1,22(
Net interest income after provision for loan los 17,05¢ 17,86 24,54 24,91¢
Other income 7,94( 8,35: 10,93t 9,00(¢
Net gain (loss) on sale of securit 51 9 22¢ 21z
Other expense 16,19: 20,13: 20,32t 21,73:
Income before income tax 8,85 6,07t 15,38: 12,39¢
Income tax 2,852 1,99 5,32 3,95
Net income 6,001 4,07¢ 10,05¢ 8,43¢
Dividends on preferred stox 283 283 22( 272
Net income available to common shareholc $ 5,71¢ $ 3,79t $ 9,83¢ $ 8,167
Per share

Basic earning $ 0.32 $ 0.2C $ 0.4¢ $ 041

Diluted earning: $ 0.31 $ 0.2 $ 0.4 $ 0.3¢

Dividends $ 0.1C $ 0.11 $ 0.11 $ 0.11
Weighted average basic shares outstan 17,84¢ 18,56: 20,01: 20,06«
Weighted average diluted shares outstan 19,19( 19,90¢ 21,47¢ 21,37¢
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2011

(Amounts in thousands, except per share ¢

Interest incom:

Interest expens

Net interest incom

Provision for loan losse

Net interest income after provision for loan los
Other income

Net securities gain

Other expense

Income before income tax

Income tax

Net income

Dividends on preferred stox

Net income available to common shareholc

Per share
Basic earning
Diluted earning:
Dividends

Weighted average basic shares outstan
Weighted average diluted shares outstan
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Quarter Ended

March 31 June 30 Sept 30
$24,59( $23,33¢ $23,05(
6,31°f 5,581 5,31¢
18,27¢ 17,75« 17,73¢
1,612 3,07¢ 1,92(
16,66 14,67¢ 15,81«
7,66: 8,13¢ 7,88¢
1,83¢ 3,22¢ 17¢
18,06! 17,73¢ 16,06(
8,09¢ 8,30( 7,82(
2,34¢ 2,57 2,50z
5,751 5,72¢ 5,31¢
— 131 28¢€

$ 5,751 $ 5,59i $ 5,03
$ 0.32 $ 0.31 $ 0.2¢
$ 0.32 $ 0.31 $ 0.2¢
$ 0.1C $ 0.1C $ 0.1C
17,86¢ 17,89¢ 17,89
17,88 18,53¢ 19,20¢
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- Report of Independent Registered Public Accountig Firm -

To the Audit Committee of the Board of Directorsldhe Stockholders
First Community Bancshares, Inc.

We have audited the accompanying consolidated balsimeets of First Community Bancshares, Inc. @sn8ubsidiaries (the “Company”) as
of December 31, 2012 and 2011, and the relatedbtidated statements of operations, comprehensianie, changes in stockholdeesjuity
and cash flows for each of the years in the thesa-period ended December 31, 2012. These conslifiaancial statements are the
responsibility of the Company’s management. Oupaasibility is to express an opinion on these foahstatements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet dndbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on glasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of First
Community Bancshares, Inc. and its Subsidiariesf &ecember 31, 2012 and 2011, and the resultsenf bperations and their cash flows
each of the years in the three-year period endegi@ber 31, 2012 in conformity with accounting pifihes generally accepted in the United
States of America.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the Company’s
internal control over financial reporting as of Betber 31, 2012, based on criteria establishédt@mnal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatadrike Treadway Commission (COSO), and our regated March 15, 2013, expressed
an unqualified opinion on the effectiveness of@mnpany’s internal control over financial reporting

/sl Dixon Hughes Goodman LLP

Charlotte, North Carolina
March 15, 2013
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- Managements Assessment of Internal Control over Financial Regrting -

First Community Bancshares, Inc. (the “Companyeisponsible for the preparation, integrity, and ffaesentation of the consolidated
financial statements included in this Annual Report~orm 10-K. The consolidated financial stateraemtd notes included in this Annual
Report on Form 10-K have been prepared in confgrmith U.S. generally accepted accounting pringead necessarily include some
amounts that are based on management’s best estianad judgments.

We, as management of the Company, are responsibéstablishing and maintaining effective intercahtrol over financial reporting that is
designed to produce reliable financial statementohformity with U.S. generally accepted accouptininciples. The system of internal
control over financial reporting as it relateshe financial statements is evaluated for effectéasrby management and tested for reliability.
Any system of internal control, no matter how wadkigned, has inherent limitations, including thegbility that a control can be
circumvented or overridden and misstatements deertw or fraud may occur and not be detected. Alscause of changes in conditions,
internal control effectiveness may vary over titdecordingly, even an effective system of internahtrol will provide only reasonable
assurance with respect to financial statement pagipa.

Management conducted an assessment of the effeetis@f the Company’s internal control over finahoéporting based on the framework
in Internal Control-Integrated Framewoiiksued by the Committee of Sponsoring Organizatidrise Treadway Commission. Based on this
assessment, management concluded that its systeseiofal control over financial reporting was etfge as of December 31, 2012.

Dixon Hughes Goodman LLP, independent registerddigpaccounting firm, has issued an attestatiomriepn the effectiveness of the
Company’s internal control over financial reportiag of December 31, 2012. The Report of Indeperidegistered Public Accounting Firm,
which expresses an unqualified opinion on the &ffeness of the Company’s internal control oveafioial reporting as of December 31,
2012, appears hereafter in Iltem 8 of this Annugdd®eon Form 10-K.

Dated this 15 day of March, 2013.

/s/ John M. Mendez /s/ David D. Brown
John M. Mende: David D. Brown
President and Chief Executive Offic Chief Financial Office
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- Report of Independent Registered Public Accountig Firm -

To the Audit Committee of the Board of Directorsldhe Stockholders
First Community Bancshares, Inc.

We have audited First Community Bancshares, Ind.Subsidiaries (the “Company”) internal control pfieancial reporting as of December
31, 2012, based on criteria establishethternal Control-Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission. The Company’s managemensporsible for maintaining effective internal cohwuer financial reporting and for
its assessment of the effectiveness of internarabover financial reporting, included in the aogmanying Management's Assessment of
Internal Control over Financial Reporting. Our r@sgibility is to express an opinion on the Comparigternal control over financial
reporting based on our audit.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversighti8dé/nited States). Those stande
require that we plan and perform the audit to abtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordw@r financial reporting, assessing the
that a material weakness exists, and testing aald&ing the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestave believe that our audit provides
a reasonable basis for our opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableaaesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantegeinerally accepted accounting
principles. A company'’s internal control over firgad reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeipnrdgcordance with authorizations of
management and directors of the company; and (Bjige reasonable assurance regarding preventiomely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iiz statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, First Community Bancshares, Incinteined, in all material respects, effective intdrcontrol over financial reporting as of
December 31, 2012, based on criteria establishbdemal Control-Integrated Framewoiksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
financial statements of First Community Bancshalres,as of and for the year ended December 312,2811d our report, dated March 15,
2013, expressed an unqualified opinion on thossaatated financial statements.

/sl Dixon Hughes Goodman LLP

Charlotte, North Carolina
March 15, 2013
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ITEM 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure
None.

ITEM 9A. Controls and Procedures.
Evaluation of Disclosure Controls and Procedu

In connection with this Annual Report on Form 10uder the direction of the Company’s CEO and Cth® Company has evaluated the
disclosure controls and procedures currently inaffBased upon that evaluation, the CEO and CH©Oleded that, as of December 31, 2C
the Company’s disclosure controls and procedures effective.

Disclosure controls and procedures are Companyalsrand other procedures that are designed taetisat information required to be
disclosed by the Company in the reports thatesfior submits under the Exchange Act is recordetegsed, summarized and reported w
the time periods specified in the SECuUles and forms. Disclosure controls and proelinclude, without limitation, controls and proaest
designed to ensure that information required tdibelosed by the Company in the reports thatesfibr submits under the Exchange Act is
accumulated and communicated to the Company’s neameugt, including the CEO and CFO, as appropriatalldw timely decisions
regarding required disclosure.

The Company’s management, including the CEO and,@66s not expect that the Company’s disclosur&aisrand internal controls will
prevent all errors and all fraud. A control system matter how well conceived and operated, cawnigeconly reasonable, not absolute,
assurance that the objectives of the control systenmet. Because of the inherent limitations lic@htrol systems, no evaluation of controls
can provide absolute assurance that all controksand instances of fraud, if any, within the Camphave been detected. These inherent
limitations include the realities that judgmentsiatision making can be faulty, and that breakdosamsoccur because of simple error or
mistake. Additionally, controls can be circumventgdthe individual acts of some persons, by callugif two or more people, or by
management override of the controls.

The Company assesses the adequacy of its intevntbt over financial reporting quarterly and entesits controls in response to internal
control assessments and internal and external anditegulatory recommendations. There were noggsaim the Company’s internal control
over financial reporting during the quarter endest®mber 31, 2012, that has materially affectets crasonably likely to materially affect,
the Company'’s internal control over financial rejpray.

The Company’s Management’s Report on Internal @b@rer Financial Reporting and the Report of Iretegent Registered Public
Accounting Firm on Management’s Assessment of frale€ontrol Over Financial Reporting are each hgieborporated by reference from
Item 8 of this Annual Report on Form 10-K.

ITEM 9B. Other Information.
None.
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PART Il

ITEM 10.  Directors, Executive Officers and Corporate Governace.

The required information concerning directors axelcaitive officers has been omitted in accordandk @eneral Instruction G. Such
information regarding directors and executive @ificwill be set forth under the headings of “Pr@bds Election of Directors,” “Continuing
Incumbent Directors,” “Non-Director Executive O#is,” “Nominees for the Class of 2016,” and “ComterGovernance” of the Proxy
Statement relating to the 2013 Annual Meeting ot&holders (the “2013 Annual Meeting”) to be hetdApril 30, 2013, and is incorporated
herein by reference.

Information relating to compliance with Section 46¢f the Exchange Act has been omitted in accaelarth General Instruction G. Such
information will be set forth under the headind'éction 16(a) Beneficial Ownership Reporting Coiapte” of the Proxy Statement relating
to the 2013 Annual Meeting and is incorporated ineog reference.

The Company has adopted Standards of Conductppat to its principal executive officer, principtihancial officer, principal accounting
officer or controller or persons performing simifanctions, as well as all employees and direatbthe Company. A copy of the Company’s
Standards of Conduct is available on the Compangissite at www.fchinc.com. There have been no waigéthe standards of conduct
related to any of the above officers.

Information relating to the Audit Committee and #hadit Committee Financial Expert has been omittedccordance with General
Instruction G. Such information regarding the Au@dmmittee and the Audit Committee Financial Expélitbe set forth under the heading
“Board Committees” of the Proxy Statement relatmghe 2013 Annual Meeting and is incorporated indog reference.

Since the last annual report on Form 10-K, filedvarch 2, 2012, the Company has not made any raatdranges to the procedures by
which stockholders may recommend nominees to thepgaay’s board of directors.

BOARD OF DIRECTORS, FIRST COMMUNITY BANCSHARES, INC .

W. C. Blankenship, Jr. John M. Mendez

Agent, State Farm Insurance President and Chief Executive Officer, First Comityun
Bancshares, Inc.; Chief Executive Officer, Firsn@ounity Bank

Franklin P. Hall

Businessman; Chairman, Hall & Hall Family Law Firfgrmer Robert E. Perkinson, Jr.

Commissioner, Virginia Department of Alcoholic Bezge Past Vice President-Operations, MAPCO Coal, In¢irginia

Control; Former Chairman, The CommonWealth Bankntey Region

Minority Leader, Virginia House of Delegates; Corsgioner,

Richmond Redevelopment & Housing Authority William P. Stafford

President, Princeton Machinery Service, Inc.
Richard S. Johnson

Chairman, President, and CEO, The Wilton Companies; William P. Stafford, II
Chairman, Economic Development Authority of theyQif Attorney at Law, Brewster, Morhous, Cameron, Caritbore,
Richmond; Trustee, University of Richmond Kersey & Stafford, PLLC

I. Norris Kantor
Of Counsel, Katz, Kantor, Stonestreet & Bucknetpiteys at
Law; Board of Governors, Bluefield State Colle
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EXECUTIVE OFFICERS, FIRST COMMUNITY BANCSHARES, INC .

John M. Mendez

President and Chief Executive Offic

David D. Brown
Chief Financial Office

Robert L. Schumacher
General Counst

E. Stephen Lilly
Chief Operating Office

Robert L. Buzzo
Vice President and Secrete

BOARD OF DIRECTORS, FIRST COMMUNITY BANK

James H. Atkinson, Jr.
Retired Chief Executive Officer, Peoples Bank ofgifiia

W. C. Blankenship, Jr.
Agent, State Farm Insurance

Juanita G. Bryan
Homemaker

Robert L. Buzzo
Vice President and Secretary, First Community Bhass, Inc.;
President, First Community Bank

C. William Davis
Attorney at Law, Richardson & Davis

Samuel L. ElImore
Senior Vice President&ommercial Lending for Raleigh Cour
W.Va. Market, First Community Bank

T. Vernon Foster

President of J. La’Verne Print Communications; Eastctor,
TriStone Community Bank; Executive Director: MBAdgrams,
Career Management & Public Relations, Universityafisville,
College of Business

Franklin P. Hall

Businessman; Chairman, Hall & Hall Family Law Firfgrmer
Commissioner, Virginia Department of Alcoholic Bezge
Control; Former Chairman, The CommonWealth Bankniey
Minority Leader, Virginia House of Delegates; Corsgibner,
Richmond Redevelopment & Housing Authot

139

Richard S. Johnson

Chairman, President, and CEO, The Wilton Compai@ésjrman
Economic Development Authority of the City of Ricbnd;
Trustee, University of Richmond

I. Norris Kantor
Of Counsel, Katz, Kantor, Stonestreet & Bucknetpiteys at
Law; Board of Governors, Bluefield State College

John M. Mendez
President and Chief Executive Officer, First Comityun
Bancshares, Inc.; Chief Executive Officer, Firsn@ounity Bank

Robert E. Perkinson, Jr.
Past Vice President-Operations, MAPCO Coal, In¢irginia
Region

William P. Stafford
President, Princeton Machinery Service, Inc.

William P. Stafford, Il
Attorney at Law, Brewster, Morhous, Cameron, Carlthore,
Kersey & Stafford, PLLC

Frank C. Tinder
President, Tinder Enterprises, Inc. and Tinco Lrep€lorporation;
Realtor, Premier Realty
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ITEM 11.  Executive Compensation

The information called for by Item 11 has been texiin accordance with General Instruction G. Sa@drmation will be set forth under the
headings of “Compensation Discussion and Analysigf “Board Committees” of the Proxy Statement iedato the 2013 Annual Meeting
and is incorporated herein by reference.

ITEM 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matters

The required information concerning security owhgr®f certain beneficial owners and managemenbkas omitted in accordance with
General Instruction G. Such information appearseutige heading of “Information on Stock Ownershipthe Proxy Statement relating to
2013 Annual Meeting and is incorporated hereindfgnence.

Equity Compensation Plan Information

Information regarding compensation plans under ke Company’s equity securities are authorizedstuance as of December 31, 2012,
is included in the following table.

Number of securities

Number of securities remaining available
to be issued upon Weighted-average for future issuance
exercise of exercise price of under equity
outstanding outstanding compensation plans
options, warrants options, warrants (excluding securities
Plan category and rights and rights reflected in column (a)

@ (b) (©

Equity compensation plans

approved by security

holders 106,22: $ 16.3¢ 600,00(
Equity compensation plans

not approved by security

holders 390,15t¢ $ 20.7¢ 49,84:
Total 496,38 649,84:

For additional information regarding equity compatien plans, see “Note 12 — Equity-Based Compemsatf the Notes to Consolidated
Financial Statements in Item 8 herein.

ITEM 13.  Certain Relationships and Related Transactions, an®irector Independence.

The information called for by Item 13 has been texiin accordance with General Instruction G. Sa@drmation will be set forth under the
headings of “Related Person Transactions” and “@aie Governance” of the Proxy Statement relatnpé 2013 Annual Meeting and is
incorporated herein by reference.

ITEM 14.  Principal Accounting Fees and Services

The information called for by Item 14 has been tenliin accordance with General Instruction G. Saétrmation will be set forth under the
heading of “Independent Registered Public Accognkirm” of the Proxy Statement relating to the 2@Bual Meeting and is incorporated
herein by reference.
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ITEM 15.

PART IV

Exhibits, Financial Statement Schedules

(@) Documents Filed as a Part of this Rep

(1)

The following financial statements are incorporatgdeference from Item 8 here

Consolidated Balance Sheets as of December 31,&012011.

Consolidated Statements of Operations for the YEaded December 31, 2012, 2011 and 2010.

Consolidated Statements of Cash Flows for the YEaded December 31, 2012, 2011 and 2010.

Consolidated Statement of Changes in Stockholdegsity for the Years Ended December 31, 2012, 20112010.
Notes to Consolidated Financial Statements.

Report of Independent Registered Public Accounfing.

(2) All schedules for which provision is made ir tpplicable accounting regulation of the SEC an&ted because they are not
applicable or the required information is includedhe consolidated financial statements or relaiates theretc
(b) Exhibits
Exhibit
_No. Exhibit
3(i) Articles of Incorporation of First Community Baneshks, Inc., as amended
3(ii) Amended and Restated Bylaws of First Community Bhares, Inc. (2
4.1 Specimen stock certificate of First Community Bdrarss, Inc. (3
4.2 Indenture Agreement dated September 25, 200:
4.3 Declaration of Trust of FCBI Capital Trust datecb®enber 25, 2003, as amended and restate
4.4 Preferred Securities Guarantee Agreement datec®@épt 25, 2003. (¢
4.5 Certificate of Designation of 6.00% Series A Noncletive Convertible Preferred Stock. |
10.1** First Community Bancshares, Inc. 1999 Stock Opfigreement (8) and Plan. (
10.1.1* First Community Bancshares, Inc. 1999 Stock OpEitan, Amendment One. (1
10.2** First Community Bancshares, Inc. 2001 Nonqualifiéakctor Stock Option Plan. (1.
10.3* Employment Agreement between First Community Baaes) Inc. and John M. Mendez dated December 18, 23
amended and restated (21) and Waiver Agreement
10.4** First Community Bancshares, Inc. and Affiliates &xé/e Retention Plan (12), Amendment #1 (13), Antendment #2 (33
10.5** First Community Bancshares, Inc. Split Dollar Péard Agreement. (1<
10.6** First Community Bancshares, Inc. Supplemental BarscRetirement Plan, as amended and restated
10.7** First Community Bancshares, Inc. Wrap Plan, as alegand restated. (1
10.8** Employment Agreement between First Community Bamk idarshall E. McCall dated March 1, 2012. (
10.9** Form of Indemnification Agreement between First @mmity Bancshares, Inc., its Directors, and Ceraiacutive Officers.

(17)
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Exhibit
No. Exhibit
10.10** Form of Indemnification Agreement between First @mmity Bank, its Directors, and Certain Executiviie@rs. (17)
10.12* First Community Bancshares, Inc. 2004 Omnibus S@gtion Plan (18) and Stock Award Agreement. |
10.13* First Community Bancshares, Inc. 2012 Omnibus EdDdmpensation Plan (3
10.14* First Community Bancshares, Inc. Directors Defe@etnpensation Plan, as amended and restatec
10.19* Employment Agreement between First Community Baass) Inc. and David D. Brown dated December 1682(22)
10.20** Employment Agreement between First Community Baaes) Inc. and Robert L. Buzzo dated DecemberQ@3,2as
amended and restated. (:
10.21* Employment Agreement between First Community Baass) Inc. and E. Stephen Lilly dated DecembeR68, as
amended and restated. (:
10.22** Employment Agreement between First Community Bamk @ary R. Mills dated December 16, 2008. (
10.23* Employment Agreement between First Community Bamk Martyn A. Pell dated December 16, 2008. |
10.24** Employment Agreement between First Community Bamk Robert L. Schumacher dated December 16, 2008
10.25** Employment Agreement between First Community Bamk 8impson O. Brown dated July 31, 2009. |
10.26** Employment Agreement between First Community Bamk Mark R. Evans dated July 31, 2009. (
11 Statement Regarding Computation of Earnings peresiia0)
12* Statement Regarding Computation of Rat
21* Subsidiaries of the Registra
23.1* Consent of Independent Registered Public Accouriing.
31.1* Rule 13-14(a)/15¢14(a) Certification of Chief Executive Office
31.2* Rule 13i-14(a)/15¢14(a) Certification of Chief Financial Office
32* Certification of Chief Executive Officer and Chigfhancial Officer pursuant to 18 U.S.C. Section(,3% adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 2002
101.INS*** XBRL Instance Document
101.SCH*** XBRL Taxonomy Extension Schema Documel
101.CAL*** XBRL Taxonomy Extension Calculation Linkbase Docuntrié
101.LAB*** XBRL Taxonomy Extension Label Linkbase Documel
101.PRE*** XBRL Taxonomy Extension Presentation Linkbase Doeni
101.DEF*** XBRL Taxonomy Extension Definition Linkbase Docurhét

In accordance with Rule 406T of SEC Regulation $3&,XBRL related documents in Exhibit 101 to tAisnual Report on Form 1B-for the
year ended December 31, 2012, are deemed novfilpdrt of a registration statement or prospeatuptdirposes of Sections 11 or 12 of
Securities Act of 1933, as amended,
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are deemed not filed for purposes of Section IB@fSecurities Exchange Act of 1934, as amendebotirerwise are not subject to liability
under these Sections.

*
*%

*kk

#

(1)

(2)
(3)

(4)
(5)
(6)

(7)
(8)

(9)

(10)
(11)
(12)
(13)
(14)
(15)

(16)
(17)

Incorporated herewitt

Indicates a management contract or compensation

Submitted electronically herewit

Attached as Exhibit 101 to the Annual Report omfr10K for the year ended December 31, 2012, of Firsh@anity Bancshares, In
are the following documents formatted in XBRL (edXd&/e Business Reporting Language): (i) Consoldi&alance Sheets as of
December 31, 2012, and December 31, 2011; (ii) Gafeted Statements of Income for the years endsgebber 31, 2012, 2011, and
2010; (iii) Consolidated Statements of Comprehensincome for the years ended December 31, 2013, 20 2010; (iv) Consolidat
Statements of Cash Flows for the years ended DemeBih 2012, 2011, and 2010; (v) Consolidated Btates of Stockholders’ Equity
for the years ended December 31, 2012, 2011, ah@;&0d (vi) Notes to the Consolidated FinanciateSteents

Incorporated by reference from Exhibit 3(i)tbé Quarterly Report on Form 10-Q for the periodezhJune 30, 2010, filed on
August 16, 201C

Incorporated by reference from Exhibit 3.1 of then@nt Report on Form-K dated and filed on August 28, 20:

Incorporated by reference from Exhibit 4.1 toé Annual Report on Form 10-K for the period enBedember 31, 2002, filed on
March 25, 2003, amended on March 31, 2(

Incorporated by reference from Exhibit 4.2 eé Quarterly Report on Form 10-Q for the periodesh8eptember 30, 2003, filed on
November 10, 200

Incorporated by reference from Exhibit 4.3loé Quarterly Report on Form 10-Q for the periodesh8eptember 30, 2003, filed on
November 10, 200

Incorporated by reference from Exhibit 4.4 teé Quarterly Report on Form 10-Q for the periodesh8eptember 30, 2003, filed on
November 10, 200:

Incorporated by reference from Exhibit 4.1 of the@nt Report on Form-K dated May 20, 2011, filed on May 23, 20
Incorporated by reference from Exhibit 10.5# Quarterly Report on Form 10-Q for the periodezhJune 30, 2002, filed on
August 14, 2002

Incorporated by reference from Exhibit 10.%ked Annual Report on Form 10-K for the period enBedember 31, 1999, filed on
March 30, 2000, amended on April 13, 20

Incorporated by reference from Exhibit 10.4fthe Quarterly Report on Form 10-Q for the pegodied March 31, 2004, filed on
May 7, 2004

Incorporated by reference from Exhibit 10.4hef Quarterly Report on Form 10-Q for the perinde=dl June 30, 2002, filed on
August 14, 2002

Incorporated by reference from Exhibit 10.1 of @&rrent Report on Formr-K dated December 30, 2008, filed on January 5, 2
Incorporated by reference from Exhibit 10.3 of @@&rent Report on Fornm-K dated December 16, 2010, filed on December 1702
Incorporated by reference from Exhibit 10.5h& Annual Report on Form 10-K for the period ehBecember 31, 1999, filed on
March 30, 2000, amended on April 13, 20

Incorporated by reference from Exhibit 10.1 of @@rent Report on Forn-K dated December 16, 2010, filed on December 1¥0:
Incorporated by reference from Exhibit 99.1 of @rrent Report on Form-K dated August 22, 2006, filed on August 23, 2(

Form of indemnification agreement entered ydhe Company and First Community Bank with tmegpective directors and certain
officers of each including, for the Registrant &ahk: John M. Mendez, Robert L. Schumacher, RdbdBuzzo, E. Stephen Lilly,
David D. Brown, and Gary R. Mills. Incorporated tgference from the Annual Report on FormKlL@sr the period ended December
2003, filed on March 15, 2004, amended on May 0942
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(18) Incorporated by reference from the 2004 First ComitguBancshares, Inc. Definitive Proxy Statemeletdfion March 15, 200:

(19) Incorporated by reference from Exhibit 10.£3h@ Quarterly Report on Form 10-Q for the peroaied June 30, 2004, filed on
August 6, 2004

(20) Incorporated by reference from Exhibit 99.2 of @@rrent Report on Forn-K dated August 22, 2006, filed on August 23, 2(

(21) Incorporated by reference from Exhibit 10.1 of @@rent Report on Forn-K dated and filed on December 16, 20

(22) Incorporated by reference from Exhibit 10.2 of @@rent Report on Forn-K dated and filed on December 16, 20

(23) Incorporated by reference from Exhibit 10.1 of @@rent Report on Forn-K dated and filed on July 6, 20C

(24) Incorporated by reference from Exhibit 10.2 of @@rent Report on Forn-K dated and filed on July 6, 20C

(25) Incorporated by reference from Exhibit 10.3 of @@rent Report on Forn-K dated and filed on July 6, 20C

(26) Incorporated by reference from Exhibit 10.4 of @&rent Report on Forn-K dated and filed on July 6, 20C

(27) Incorporated by reference from Exhibit 10.5 of @@rent Report on Forn-K dated and filed on July 6, 20C

(28) Incorporated by reference from Exhibit 2.1 of the@nt Report on Form-K dated April 2, 2009, filed on April 3, 200

(29) Incorporated by reference from Exhibit 10.2 of @@rent Report on Forn-K dated December 16, 2010, filed on December 1¥0Z

(30) Incorporated by reference from Note 1 of the NaveSonsolidated Financial Statements included he

(31) Incorporated by reference from Exhibit 2.1 of the@nt Report on Form-K dated and filed on March 1, 201

(32) Incorporated by reference from the 2012 First ComitgyuBancshares, Inc. Definitive Proxy Statemeletdfion March 7, 201:

(33) Incorporated by reference from Exhibit 10.1 of @@rent Report on Forn-K dated February 21, 2013, filed on February 29,3
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized on the 15 day of March, 2013.

First Community Bancshares, Inc.

(Registrant)
By: /s/ John M. Mendez By: /s/ David D. Brown
John M. Mende: David D. Brown
President and Chief Executive Officer Chief Financial Officer
(Principal Executive Officer) (Principal Financial Officer and Principal Accourdi

Officer)

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

Signature Title Date
/s/ John M. Mendez Director, President and Chief Executive Officer March 15, 2013
John M. Mende:
/s/ David D. Brown Chief Financial Officer March 15, 2013
David D. Brown
/s W.C. Blankenship, Jr. Director March 15, 2013
W.C. Blankenship, J
/s/ Franklin P. Hall Director March 15, 2013
Franklin P. Hall
/s/ Richard S. Johnson Director March 15, 2013
Richard S. Johnsc
/sl Robert E. Perkinson, Jr. Director March 15, 2013
Robert E. Perkinson, <
/s/ William P. Stafford Director March 15, 2013
William P. Stafford
/s/ William P. Stafford, Il Chairman of the Board of Directors March 15, 2013

William P. Stafford, Il
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Exhibit 12

STATEMENT REGARDING COMPUTATION OF RATIOS

Cash Dividends Per Share
Book Value Per Share

Return on Average Asse
Return on Average Sharehold Equity
Efficiency Ratio (GAAP)

Efficiency Ratio (Non-GAAP)

Loans to Deposit

Dividend Payout

Average Shareholde Equity to Average Asse
Tier 1 Risk-Based Capital Ratio

Total Risk-Based Capital Ratio

Leverage Rati
Net Charg-offs to Average Loan

Nonperforming Loans to Total Loa

Nonperforming Assets to Total Loans and OR

Allowance for Loan Losses to Total Loans

Allowance for Loan Losses to Nonperforming Assets

Allowance for Loan Losses to Nonperforming Loans

Net Interest Margit

Dividends Paid to Common Shareholders/Average Cammo
Shares Outstandir

Total Shareholders’ Equity/As-Converted Common 8har
Outstanding

Net Income/Average Asse
Net Income/Average Sharehold Equity

Noninterest Expense/(Net Interest Income Plus Nerést
Income)

See schedule under Item 7 — Management’s Discuasidn
Analysis of Financial Condition and Results of Giems

Average Net Loans/Average Deposits Outstan:

Dividends Declared to Common Shareholders/Net Ircom
Available to Common Shareholde

Average Shareholde Equity/Average Assel

(Shareholders’ Equity Plus Qualifying Subordinaizbt) —
Intangible Assets — Securities Marketra@arket Capital Reser
(Tier 1 Capital)/ Risk Adjusted Asse

Tier 1 Capital Plus Allowance for Loan Losses/Réskusted
Assets

Tier 1 Capital/Average Asse
(Gross Charc-offs Less Recoveries)/Average Net Loi

(Non-accrual Loans, Loans Past Due 90 Days or éreltus
Unseasoned Restructured Loans)/Gross Loans Neteditded
Interest

(Non-accrual Loans, Loans Past Due 90 Days or &reat
Unseasoned Restructured Loans, Plus OREO)/GrossLet
of Unearned Interest plus ORE

Allowance for Loan Losses/(Gross Loans Net of Unedr
Interest)

Allowance for Loan Losses/(Non-accrual Loans, LoBast
Due 90 Days or Greater, Unseasoned Restructureus| &4us
OREO)

Allowance for Loan Losses/(Non-accrual Loans plus
Nonperforming Loans

Tax Equivalent Net Interest Income/Average Earmisgets



Title
First Community Banl|
Greenpoint Insurance Group, It

First Community Wealth Management, |i

SUBSIDIARIES OF THE REGISTRANT

State of Incorporation

Virginia
North Caroling

West Virginia

Exhibit 21



Exhibit 23.1

-Consent of Independent Reqistered Public Accountingirm -

To the Audit Committee of the Board of Directorsldahe Stockholders
First Community Bancshares, Inc.

We consent to the incorporation by reference irrégistration statements pertaining to the 2012 ibosEquity Compensation Plan (Form
S-8, No. 333-183057); the 2004 Omnibus Stock Opfilam (Form S-8, No. 333-120376); The CommonWeaéthk Stock Option Plan
(Form S-8, No. 333-106338); the 2001 Directors EtOption Plan (Form S-8, No. 333-75222); the 198K Option Plan (Form S-8, 333-
31338); the Employee Stock Ownership and Savings orm S-8, No. 333-63865); and the TriStone Canity Bank Employee and
Director Stock Option Plans (Form S-8, No. 333-I&)of First Community Bancshares, Inc. and Subsiels (the “Company”) of our
reports dated March 15, 2013, with respect to thesclidated financial statements of the Companytheeffectiveness of internal control
over financial reporting, which reports appearia €Company’s 2012 Annual Report on Form 10-K.

/sl Dixon Hughes Goodman LLP

Charlotte, North Carolina
March 15, 2013



Exhibit 31.1

CERTIFICATION

I, John M. Mendez, certify that:

1.
2.

I have reviewed this Annual Report on Forn-K of First Community Bancshares, In

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dondtate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13z15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financigloiting or caused such internal control over finan@porting to be designed under
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
fourth fiscal quarter that has materially affectedis reasonably likely to materially affect, ttegistrant’s internal control over
financial reporting; an

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial

reporting, to the registre’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weagses in the design or operation of internal cordvel financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invawveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: March 15, 2013

/s/ John M. Mendez

John M. Mendez
Chief Executive Office



Exhibit 31.2

CERTIFICATION

I, David D. Brown, certify that:

1.
2.

I have reviewed this Annual Report on Forn-K of First Community Bancshares, In

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dondtate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13z15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financigloiting or caused such internal control over finan@porting to be designed under
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
fourth fiscal quarter that has materially affectedis reasonably likely to materially affect, ttegistrant’s internal control over
financial reporting; an

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial

reporting, to the registre’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weagses in the design or operation of internal cordvel financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invawveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: March 15, 2013

/s/ David D. Brown

David D. Brown
Chief Financial Office



Exhibit 32

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of First Cormmity Bancshares, Inc. (the “Company”) on Form 1@Kthe period ended
December 31, 2012, as filed with the SecuritiesBxchange Commission on the date hereof (the “Rgptine undersigned hereby certify
the officers’ best knowledge and belief, pursuart& U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-Oxley Act of
2002, that:

(a) the Report fully complies with the requiremesit$Section 13(a) or 15(d) of the Securities ExajeAct of 1934, as amended; and

(b) the information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of the
Company.

Dated this 1% day of March, 2013.
First Community Bancshares, Ir

/s/ John M. Mendez

John M. Mende:
Chief Executive Office

/s/ David D. Brown

David D. Brown
Chief Financial Office




