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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 thénigotdmpany for First Community Bank (the “Bank”hiwh is a Virginia-chartered
banking institution founded in 1874. The Comparspalwns Greenpoint Insurance Group, Inc. (“Greentfjpia 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 Camypa

The Companys banking operations are expected to remain timeipal business and major source of revenue fo€Ctirapany. The Compat
also considers and evaluates options for growtheapdnsion of the existing subsidiary banking opiena. Although the Company is a
corporate entity, legally separate and distinanfiits affiliates, bank holding companies, suchhes@ompany, are required to act as a source
of financial strength for their subsidiary bank&eTprincipal source of the Company’s income isdivids from the Bank. Dividend payments
by the Bank are determined in relation to earniagset growth, and capital position and are subgectrtain restrictions by regulatory
agencies as described more fully under “Regulaimh Supervision — The Bank” of this item.

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

Business Overview

Through its subsidiaries, the Company offers consiaband consumer banking services and productseisas wealth management and
insurance services. Those products and serviceglmthe following:

» demand deposit accounts, savings and money marketiats, certificates of deposit, and individudireenent arrangement
» commercial, consumer, real estate mortgage loaklirzes of credit

» various debit card and automated teller machiné sarvices

e corporate and personal trust servic

* investment management services,

» life, health, and property and casualty insurarrcelpcts.

The Company provides financial services and corsdb@hking operations within the states of Virginégst Virginia, North Carolina, and
Tennessee. The Company serves a diverse custosectbiasisting of individual consumers and a wid#etaof industries, including, amol
others, manufacturing, mining, services, constangtretail, healthcare, military and transportatibhe Company is not dependent upon any
single industry or customer. The Company had miakolidated assets of $2.16 billion at DecembefB811, and conducts its banking
operations through 55 locations.

Operating Segments

The Company'’s operations are managed along twatadge business segments consisting of communitkibhg and insurance services. See
“Note 19 — Segment Information” in the Notes to €olidated Financial Statements in Item 8 herein.

Competition

There is significant competition among banks in@uapany’s market areas. The Company also compétie®ther providers of financial
services, such as thrifts, savings and loan agsmtsa credit unions, consumer finance companiesyrities firms, insurance companies,
insurance agencies, commercial finance and leasimgpanies, full service brokerage firms, and dist@mokerage firms. The Company fa
substantial competition for deposits and loansughout its market areas. The primary factors inpeting for deposits are interest rates,
personalized services, the quality and range ainiimal services, convenience of office locationgpmated services and office hours.
Competition for deposits comes primarily from oteemmercial banks, savings institutions, credibasj mutual funds and other investment
alternatives. The primary factors in competingdommercial and business loans are interest ra@s,drigination fees, the quality and range
of lending services and personalized service. Caoitiggefor origination of mortgage loans comes paiity from savings institutions,
mortgage banking firms, mortgage brokers, otherroensial banks and insurance companies. Factorshdffect competition include the
general and local economic conditions, currentr@serate levels and volatility in the
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mortgage markets. Some of the Company’s competiiave greater resources and, as such, may haver iégiding limits and may offer
other services that are not provided by the Comp@oynpetition could intensify in the future as aule of industry consolidation, the
increasing availability of products and servicesrfrnon-banks, greater technological developmentsarindustry, and banking regulatory
reform. See “Management’s Discussion and Analysismancial Condition and Results of Operationsxedtitive Overview — Competition”
in Iltem 7 herein.

Employees

The Company and its subsidiaries employed 633tifuk- equivalent employees at December 31, 2011 alglament considers employee
relations to be excellent.

Regulation and Supervision
General

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

The following description summarizes some of thvesléo which the Company and the Bank are subjeferi@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, atignk or regulatory policies applicable to the
Company and its subsidiaries could have a mateffi@tt on the business of the Company.

The Dodd-Frank Act

On July 21, 2010, sweeping financial regulatoryref legislation entitled the “Dodd-Frank Wall Str&eform and Consumer Protection
Act” (the “Dodd-Frank Act”) was signed into law. &Dodd-Frank Act implements far-reaching changessacthe financial regulatory
landscape, including provisions that, among othigs:

» Centralizes responsibility for consumer financiadtpction by creating a new agency, the Consummrteial Protection Bureau,
responsible for implementing, examining and enfagatompliance with federal consumer financial |§“ CFPE").

* Requires financial holding companies, such as trmgany, to be well capitalized and well managedfakily 21, 2011. Bank holding
companies and banks must also be both well capgthiind well managed in order to engage in interfi@nk acquisition:

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

» Implements corporate governance revisions, incyehith regard to executive compensation and praogss by shareholde

» Made permanent the $250,000 limit for federal dépnsurance and increased the cash limit of S&earinvestor Protection
Corporation protection from $100,000 to $250,008 provides unlimited federal deposit insuranceluanuary 1, 2013 for noninterest
bearing demand transaction accounts at all insgegdsitory institutions

* Repealed the federal prohibitions on the paymeiritefest on demand deposits, thereby permittinmpsiéory institutions to pay intere
on business transaction and other accol

* Amended the Electronic Fund Transfer Act to, amotingr things, give the Board of Governors of thddfal Reserve System (“Federal
Reserve Board”) the authority to establish rulegrding interchange fees charged for electronidt detmsactions by payment card
issuers having assets over $10 billion and enfara@sw statutory requirement that such fees benadde and proportional to the act
cost of a transaction to the isstL

* Increased the authority of the Federal Reservedmaexamine bank holding companies, such as timep@oy, and their non-bank
subsidiaries

Many aspects of the Dodd-Frank Act are subjectiennaking and will take effect over several yearaking it difficult to anticipate the
overall financial impact on the Company, its custosnor the financial industry generally. Provisiomshe legislation that affect deposit
insurance assessments, payment of interest on detlegosits and interchange fees could increaseosts associated with deposits as we
place limitations on certain revenues those deposily generate.
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The Company

The Company is a financial holding company purstatihe Gramm-Leach-Bliley Act (“GLB Act”) and amiaholding company registered
under the Bank Holding Company Act of 1956, as atedr(“BHCA”). Accordingly, the Company is subjeotgupervision, regulation and
examination by the Federal Reserve Board. The BHEBAGLB Act, and other federal laws subject firahand bank holding companies to
particular restrictions on the types of activitiesvhich they may engage and to a range of supaywigquirements and activities, including
regulatory enforcement actions for violations afidaand regulations. The BHCA generally provides‘tonbrella” regulation of financial
holding companies, such as the Company, by thergeReserve Board, and for functional regulatiotafking activities by bank regulators,
securities activities by securities regulators, Bstirance activities by insurance regulators.

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 incenaglable over the past year and only if prospeatiarnings retention is consistent
with the organization’s expected future needs @mahtial condition. The policy provides that bardtding companies should not maintain a
level of cash dividends that undermines the bandihg 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 supfoet. Dodd-Frank Act codified this policy as a staty requirement. Under this
requirement, the Company is expected to commituress to support the Bank, including at times winenCompany may not be in a
financial position to provide such resources. Ascdssed below, a bank holding company in certatugistances could be required to
guarantee the capital plan of an undercapitalizatking subsidiary.

Scope of Permissible Activitiet)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 gada activities other than those of
banking, managing or controlling banks or furnighgervices to or performing services for its sulasids, except that it may engage in,
directly or indirectly, certain activities that tRederal Reserve Board determined to be closedyerto banking or managing and controlling
banks as to be a proper incident thereto.

Notwithstanding the foregoing, the GLB Act elimiadtthe barriers to affiliations among banks, sé¢iesrfirms, insurance companies ¢
other financial service providers and permits blaokling companies to become financial holding conigmand thereby affiliate with
securities firms and insurance companies and enigagier activities that are financial in natufe GLB Act defines “financial in nature”
to include securities underwriting, dealing and keémaking; sponsoring mutual funds and investraentpanies; insurance underwriting -
agency; merchant banking activities and activitied the Federal Reserve Board has determined ¢tobely related to banking. No
regulatory approval is generally required for afinial holding company to acquire a company, dtien a bank or savings association,
engaged in activities that are financial in natrréncidental to activities that are financial iatare, as determined by the Federal Reserve
Board.

Under the GLB Act, a bank holding company may beeanfinancial holding company by filing a declapativith the Federal Reserve Board
if each of its subsidiary banks is well capitalizedier the Federal Deposit Insurance Corporatiggréarrement Act of 1991 (“FDICIA”)
prompt corrective action provisions, is well mardgad has at least a satisfactory rating unde€Ctdramunity Reinvestment Act of 1977
(“CRA"). The Company elected financial holding coamy status in December 2006. Beginning in July 2€14 Company financial holdint
company status also depends upon it maintainirggatsis as “well capitalized” and “well manageddanapplicable Federal Reserve Board
regulations. If a financial holding company ceaseseet these requirements, the Federal Reservel Btay impose corrective capital and/or
managerial requirements on the financial holdingugany and place limitations on its ability to contthe broader financial activities
permissible for financial holding companies. In itidd, the Federal Reserve Board may require ditwgstof the holding company’s
depository institutions if the deficiencies persist

Anti-Tying RestrictionsBank holding companies and their affiliates arehgibed from tying the provision of certain seng¢such as
extensions of credit, to other services offereadlhlding 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 belptogether with the consideration paid for aggurchases or redemptions in the preceding
yeatr, is equal to 10% or more of the comf’s consolidated net worth. The Federal Reserve Boay oppose the transaction if it believes
that the transaction would constitute an unsafengound practice or would violate any law or retjoia

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 requirevels, then the bank holding
company must implement a plan to increase its abgitd its ability to pay dividends, or making aisitions of new banks or engaging in
certain other activities may be restricted or pbdkd.
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The Federal Reserve Board currently uses two tgpeapital adequacy guidelines for holding compangetwo-tiered risk-based capital
guideline and a leverage capital ratio guidelinge Two-tiered risk-based capital guideline assiigisweightings to all assets and certain off-
balance sheet items of the holding company’s ojpergtand then establishes a minimum ratio of tldihg company’s Tier 1 capital to the
aggregate dollar amount of risk-weighted assetscfwamount is usually less than the aggregate atteount of such assets without risk
weighting) and a minimum ratio of the holding comya total capital (Tier 1 capital plus Tier 2 ctgbj as adjusted) to the aggregate dollar
amount of such risk-weighted assets. The leverai® guideline establishes a minimum ratio of tb&ding company’s Tier 1 capital to its
total tangible assets (total assets less goodmdlicertain identifiable intangibles), without rigkeighting. 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 preferséack and related surplus, minority
interests in the equity accounts of consolidatdibsliaries (limited to a maximum of 25% of Tierdpdal), and certain trust preferred
securities. The Dodd-Frank Act excludes trust pretesecurities issued after May 19, 2010, fronm@pémcluded 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 hajdimmpanies with less than $15 billion in totaleasssuch as the Company. Goodwill and
most intangible assets are deducted from Tier ftadapor purposes of the total risk-based capmjtatlelines, Tier 2 capital (sometimes
referred to as “supplementary capital”) is defib@ihclude, subject to limitations: perpetual pregd 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 lossekirdermediate-term subordinated debt instrumditte.maximum amount of qualifying

Tier 2 capital is 100% of qualifying Tier 1 capit&lor purposes of the total capital guideline, ltotgital equals Tier 1 capital, plus qualifying
Tier 2 capital, minus investments in unconsolidatelsidiaries, reciprocal holdings of bank holdiognpany capital securities, and deferred
tax assets and other deductions. The Federal ReBeard’s current capital adequacy guidelines regiat a bank holding company
maintain a Tier 1 risk-based capital ratio of aiske4.00% and a total risk-based capital ratiat édast 8.00%. At December 31, 2011, the
Company’s ratio of Tier 1 capital to total risk-whted assets was 16.89% and its ratio of totatalapi risk-weighted assets was 18.15%.

In addition to the risk-based capital guidelinbg, Federal Reserve Board uses a leverage rativ additional tool to evaluate the capital
adequacy of bank holding companies. The leveraimisaa company’s Tier 1 capital divided by itsaage total consolidated assets. Certain
highly rated bank holding companies may maintaimimimum leverage ratio of 3.00%, but other bankdiv@j companies are required to
maintain a leverage ratio of 4.00% or more, depgmndi their overall condition. At December 31, 20the Company'’s leverage ratio was
11.50%.

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 regulatigncies may set capital requirements
for a particular banking organization that are igtihan the minimum ratios when circumstances wéarfeederal Reserve Board guidelines
also provide that banking organizations experiemaiternal growth or making acquisitions will bepexted to maintain strong capital
positions substantially above the minimum superyisevels, without significant reliance on intanigilassets.

The current risk-based capital guidelines thatyappthe Company and the Bank are based on the d&88@&l accord of the International
Basel Committee on Banking Supervision, a commitfementral banks and bank supervisors, as implésddy the Federal Reserve Board.
In 2004, the Basel Committee published a new clapiteord, which is referred to as “Basel I1,” tplace Basel I. Basel Il provides two
approaches for setting capital standards for cregdit an internal ratings-based approach tailaceiddividual institutions’ circumstances and
a standardized approach that bases risk weightingxternal credit assessments to a much greattedkan permitted in existing risk-based
capital guidelines, which became effective in 26@8arge international banks (total assets of $2#libn or more or consolidated foreign
exposure of $10 billion or more). Other U.S. bagkimganizations can elect to adopt the requiremaritsis rule (if they meet applicable
qualification requirements), but they are not reggito apply them. Basel Il emphasizes internassgaent of credit, market and operational
risk, as well as supervisory assessment and maidepline in determining minimum capital requirems

In December 2010 and January 2011, the Basel Cdaepublished the final texts of reforms on captad liquidity, which is referred to as
“Basel Ill.” Although Basel Ill is intended to bemplemented by participating countries for largégiinationally active banks, its provisions
are likely to be considered by United States bamkagulators in developing new regulations applieab other banks in the United States.
Basel Il will require bank holding companies ahdit bank subsidiaries to maintain substantiallyeraapital, with a greater emphasis on
common equity. The implementation of the Basefitial framework will commence January 1, 2013. Gattdate, banking institutions will
be required to meet the following minimum capitias: (i) 3.5% Common Equity Tier 1 (generally smting of common shares and
retained earnings) to risk-weighted assets; (By#Tier 1 capital to risk-weighted assets; andl §ii0% Total capital to risk-weighted assets.
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When fully phased-in on January 1, 2019, and iflemgnted by the U.S. banking agencies, Basel llireguire banks to maintain:

u

e aminimum ratio of Common Equity Tier 1 to r-weighted assets of at least 4.5%, plus a Z“capital conservation buff¢’
e aminimum ratio of Tier 1 capital to ri-weighted assets of at least 6.0%, plus the cambtaervation buffe
e aminimum ratio of Total capital to ri-weighted assets of at least 8.0%, plus the cagotaervation buffer, ar

 aminimum leverage ratio of 3%, calculated as #t® of Tier 1 capital to balance sheet exposuhes gertain off-balance sheet
exposures

Basel Il also includes the following significamopisions:

* An additional countercyclical capital buffer to in@posed by applicable national banking regulat@rsaalically at their discretion, with
advance notice

» Restrictions on capital distributions and discregicy bonuses applicable when capital ratios fatiwithe buffer zone
» Deduction from common equity of deferred tax astesdepend on future profitability to be realiz

» For capital instruments issued on or after Jan@8ry2013 (other than common equity), a loss-absapeequirement that the
instrument must be written off or converted to coonnequity if a triggering event occurs, either puarst to applicable law or at the
direction of the banking regulator. A triggeringeev is an event that would cause the banking ozg#inh to become nonviable without
the write off or conversion, or without an injectiof capital from the public sectc

Since the Basel Il framework is not self-execultitige rules and standards promulgated under Bsebuire that the U.S. federal banking
regulators adopt them prior to becoming effectivéhie U.S. Although U.S. federal banking regulatease expressed support for Basel I,
the timing and scope of its implementation, as w&slany potential modifications or adjustments thay result during the implementation
process, are not yet known.

The Dodd-Frank Act requires or permits the fedbealking agencies to adopt regulations affectinimgninstitutions’ capital requirements
in a number of respects, including potentially mstrengent capital requirements for systemicallpdartant financial institutions. The Dodd-
Frank Act requires the Federal Reserve Board, ffieedof the Comptroller of the Currency (the “OQOGind the FDIC to adopt regulations
imposing a continuing “floor” of the Basel I-baseahital requirements in cases where the Badahs$ked capital requirements and any cha
in capital regulations resulting from Basel Il ettvise would permit lower requirements. In Decen@t0, the Federal Reserve Board, the
OCC and the FDIC issued a joint notice of propaséeimaking that would implement this requirementjch the agencies implemented as
proposed, effective July 28, 2011. This final rapplies to large international banks (total asse$250 billion or more or consolidated
foreign exposure of $10 billion or more) and, ttiere, will not have any immediate impact on the @amy or the Bank.

Acquisitions by Bank Holding Compan. The BHCA requires every bank holding companylitain the prior approval of the Federal
Reserve Board before it may acquire all or subistiynall 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 votialgares of such bank. In approving bank
acquisitions by bank holding companies, the FedRealerve Board is required to consider the findmacid managerial resources and future
prospects of the bank holding company and the beolkserned, the convenience and needs of the coitiesuo be served, and various
competitive factors.

Incentive Compensatic. In June 2010, the Federal Reserve Board, the @Ghe FDIC issued their final guidance on incenti
compensation policies intended to ensure thatribenitive compensation policies of banking orgainstdo not undermine the safety and
soundness of such organizations by encouragingssixeerisk taking. The final guidance, which covaltemployees that have the ability to
materially affect the risk profile of an organizatj is based upon the key principles that a banérggnization’s incentive compensation
arrangements should (i) provide incentives thahakloencourage risk taking beyond the organizatiabisty to effectively identify and
manage risks, (ii) be compatible with effectiveeimial controls and risk management, and (iii) jgsuted by strong corporate governance,
including active and effective oversight by theamization’s board of directors. The Federal ResBwa&rd indicated that all banking
organizations are to evaluate their incentive campton arrangements and related risk managenmntpts, and corporate governance
processes and immediately address deficiencidgesetarrangements or processes that are inconsistieisafety and soundness.
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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 complexitigg@btganization’s activities and the prevalencmeéntive compensation arrangements.
The findings of the supervisory initiatives will becluded in reports of examination. Deficienciafl tne incorporated into the organization’s
supervisory ratings, which can affect the orgamzes ability to make acquisitions and take othetians. Enforcement actions may be taken
against a banking organization if its incentive pemsation arrangements, or related risk managetoetrol or governance processes, pose a
risk to the organization’s safety and soundnessla@arganization is not taking prompt and effextiweasures to correct the deficiencies.

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

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

The Bank

Effective with the close of business on June 2812the Bank converted its charter from a nati@sabciation to a Virginia state-chartered
banking institution. The Bank will continue opergtiunder the name First Community Bank. The chaxderersion does not affect insurance
coverage of the Bank’s deposits, which are insbgethe FDIC to the maximum amounts permitted by, lamd does not affect the financial
services or products provided by the Bank. As giviia state-chartered bank, the Bank is supenaseiregulated by the Virginia Bureau of
Financial Institutions (the “Virginia Bureau”) armé a member of the Federal Reserve, the Bank’sapyifederal regulator is the Federal
Reserve Bank of Richmond (“FRB"), both of which &ased in the Company’s home state of Virginia. fdgulations of these agencies
govern most aspects of the Bank’s business, inofudiquired reserves against deposits, loans, timegds, mergers and acquisitions,
borrowing, dividends and location and number ohbheoffices.

Restrictions on Transactions with Affiliates anditters. Transactions between the Bank and its non-bardaigidiaries and/or affiliates,
including the Company, are subject to Section 28the Federal Reserve Act. In general, Section 2B8pgoses limits on the amount of such
transactions, and also requires certain leveloldteral for loans to affiliated parties. It alsmits the amount of advances to third parties
which are collateralized by the securities or ddiigns of the Company or its subsidiaries.

Affiliate transactions are also subject to Sec8B of the Federal Reserve Act which generally ireguthat certain transactions between the
Bank and its affiliates be on terms substantidily $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 issuedai#egyV which codifies prior
regulations under Sections 23A and 23B of the Fdd®eserve Act and interpretive guidance with resfeaffiliate transactions.

The DoddFrank Act generally enhances the restrictions andactions with affiliates under Sections 23A aBB 2f the Federal Reserve A
including an expansion of the definition of “covereansactions” and an increase in the amountd for which collateral requirements
regarding covered credit transactions must befigatidnsider transaction limitations are expanttedugh the strengthening of loan
restrictions to insiders and the expansion of yipes of transactions subject to the various linmtsluding derivatives transactions, repurck
agreements, reverse repurchase agreements aniised¢emding or borrowing transactions. Restrigi@re also placed on certain asset sales
to and from an insider to an institution, includirgjuirements 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@ériests contained in the Federal Reserve Act
and Regulation O apply to all insured institutiamsl 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 aggrigéation on all loans to such
persons. These loans cannot exceed the institatiotél unimpaired capital and surplus, and theG~Dlhy 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@fgahat dividends paid by the Bank to the Compaitlycontinue to be the Company’s
primary source of operating funds.
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Capital adequacy requirements applicable to insdegubsitory institutions serve to limit the amouohtividends that may be paid by the
Bank. Under federal law, the Bank cannot pay adéind if, after paying the dividend, it will be ciified as “undercapitalized.” Further, prior
approval of the Federal Reserve Board is requfredsh dividends declared in any given year extieedotal of the Bank’s net profits for
such year, plus its retained profits for the préogdwo years. Virginia law also imposes restrin@n the ability of Virginia-chartered banks
to pay dividends if such dividends would impairank’s paid-in capital. The payment of dividendstsy Bank may also be limited by other
factors, such as requirements to maintain capitave regulatory guidelines. The Virginia Bureau #melFederal Reserve Board have the
general authority to limit dividends paid by thenRaf such payments are deemed to constitute aafeir@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 claimstbé 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 shatder or creditor thereof.

Examinations. Under the FDICIA, all insured institutions musidergo regular on-site examination by their apgedprbanking agency and
such agency may assess the institution for itsaafstonducting the examination. As a state-chadigFederal Reserve member bank, the
Bank is subject to examination by the Virginia Baweand FRB. These examinations review areas suchpitsl adequacy, reserves, loan
portfolio quality and management, consumer andratbmpliance issues, investments, information systalisaster recovery, and
contingency planning and management practices.

Capital Adequacy Requirementshe various federal bank regulatory agenciesudtieg the Federal Reserve Board, have adopteebaskd
capital requirements for assessing the capitalsgof 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 disincentwelsdlding liquid assets. Assets and off-
balance sheet items are assigned to broad risgarégs, each with appropriate risk weights. Theltegy capital ratios represent capital as a
percentage of total risk-weighted assets and dérz® sheet items.

Pursuant to the Federal Reserve Board’s risk-beagital requirements, state member banks are egtjtormeet a minimum ratio of Tier 1
capital to total risk-weighted assets of 4.00% amdtio of total capital to total risk-weighted essof 8.00%. 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 requiremettits,Federal Reserve Board has adopted reguldtiahsupplement the risk-based guidelines
to include a minimum leverage ratio of Tier 1 capib quarterly average assets (“leverage ratib3.00%. The Federal Reserve Board has
emphasized that the foregoing standards are sgpeyuninimums and that a banking organization beéllpermitted to maintain such
minimum levels of capital only if it receives thighest rating under the regulatory rating systechthie banking organization is not
experiencing or anticipating significant growth! Ather banking organizations are required to nzéin& leverage ratio of at least 4.00% to
5.00% of Tier 1 capital. These rules further previdat banking organizations experiencing integnaivth or making acquisitions will be
expected to maintain capital positions substagtetlove the minimum supervisory levels and comgartabpeer group averages, without
significant reliance on intangible assets.

Corrective Measures for Capital DeficiencieShe 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 undengialized.” A “well capitalized” institution
has a total risk-based capital ratio of 10.0% ghhr; a Tier 1 riskbased capital ratio of 6.0% or higher; a leveragi® of 5.0% or higher; ar
is not subject to any written agreement, orderi@uctive 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 highdgh# bank was rated a composite 1 in its most teea@amination report and is not
experiencing significant growth); and does not ntketcriteria 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 ity undercapitalized” institution’s tangible atyuis 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 osaumd condition or if it receives an unsatisfactexgmination rating with respect to certain
matters. A bank’s capital
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category is determined solely for the purpose phapg prompt corrective action regulations, ane dapital category may not constitute an
accurate representation of the bank’s overall firercondition or prospects for other purposes. Bhek was classified as “well capitalized”
for purposes of the FDIC’s prompt corrective actiegulation as of December 31, 2011.

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 diggsnstitution is prohibited from making capitdistributions, including dividends, and is
prohibited from paying management fees to conteospns if the institution would be undercapitalizdigr any such distribution or payment.

As an institution’s capital decreases, the fedeglilators’ enforcement powers become more sepesgnificantly undercapitalized
institution is subject to mandated capital raisiegjvities, restrictions on interest rates paid t&tadsactions with affiliates, removal of
management and other restrictions. The FDIC hagdihtdiscretion in dealing with a critically undapitalized institution and is generally
required to appoint a receiver or conservator. Bamikh risk-based capital and leverage ratios batmwequired minimums may also be
subject to certain administrative actions, inclggdihe termination of deposit insurance upon naité hearing, or a temporary suspension of
insurance without a hearing in the event the ustin has no tangible capital.

Deposit Insurance AssessmeiThe Bank’s deposits are insured up to applicabiédiby the DIF of the FDIC and are subject to dsfpo
insurance assessments to maintain the DIF. Cuyrdm@lFDIC utilizes a risk-based assessment sy&i@waluate the risk of each financial
institution based on three primary sources of imf@ion: (1) its supervisory rating, (2) its finaalcfatios, and (3) its long-term debt issuer
rating, if the institution has one. The FDIC’s iaitbhase 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 td4Sis points for banks in the highest
risk category. Effective April 1, 2011, the FDICQ gdtial base assessment rates from 5 basis pivirtkee lowest risk category to 35 basis
points for banks in the higher risk category.

The Dodd-Frank Act requires the FDIC to increageF’s reserves against future losses, which méattessitate increased deposit insurance
premiums that are to be borne primarily by insiiius with assets of greater than $10 billion. Iridber 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 thagral its current deposit insurance assessmengtemd. The new rules implement a
provision in the Dodd-Frank Act that changed theeasment base for deposit insurance premiums frenibased on domestic deposits to one
based on average consolidated total assets mimuage/tangible equity. The rules also changedsbesament rate schedules for insured
depository institutions so that approximately taems amount of revenue would be collected undend¢ineassessment 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 degasistitutions (generally, institutions with at &a10 billion in total asset
and “highly complex” institutions by requiring thite FDIC use a scorecard method to calculate sreses rates for all such institutions. The
Bank will not be deemed a “highly complex” institut for these purposes.

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

Safety and Soundness Standar@ike FDIA requires the federal bank regulatoryramigs 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. Guideldopted by the federal bank regulatory ageestablish general standards relating to
internal controls and information systems, inteanadit systems, loan documentation, credit undéingiiinterest rate exposure, asset growth
and compensation, fees and benefits. In genermbukdelines require, among other things, appropegstems and practices to identify and
manage the risk and exposures specified in theeingb. The guidelines prohibit excessive compémsas an unsafe and unsound practice
and describe compensation as excessive when thendsngaid are unreasonable or disproportionateagséervices performed by an executive
officer, employee, director or principal stockhalde addition, the agencies adopted regulatioas althorize, but do not require, an agency
to order an institution that has been given ndligc@n agency that it is not satisfying any of ssafety and soundness standards to submit a
compliance plan. If, after being so notified, astitution fails to submit an acceptable compliaptzn or fails in any material respect to
implement an acceptable compliance plan, the agensg issue an order directing action to correetdéficiency and may issue an order
directing other actions of the types to which ademapitalized institution is subject under theofppt corrective action” provisions of the
FDIA.
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See “Regulation and Supervision — The Bank — Caued/leasures for Capital Deficiencies” for additid information. If an institution fails
to comply with such an order, the agency may seahforce such order in judicial proceedings anidnfmose civil money penalties.

Enforcement Powel. The FDIC and the other federal banking agence broad enforcement powers, including the powégriminate
deposit insurance, impose substantial fines aner @iilwil and criminal penalties and appoint a cona®r or receiver. Failure to comply with
applicable laws, regulations and supervisory agesgsncould subject the Company or the Bank, asagdtifficers, 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 (bet=DIC may appoint itself, under
certain circumstances) if any one or more of a nemalb circumstances exist, including, without liatibn, the fact that the banking institution
is undercapitalized and has no reasonable prospbetcoming 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 discudsmein, the Bank is also subject to certain corsuaws

and regulations that are designed to protect coaesuin 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. Undesthprovisions, a financial institution
must provide to its customers, at the inceptiothefcustomer relationship and annually thereatfer jnstitution’s policies and procedures
regarding the handling of customers’ nonpublic pees financial information. These provisions alsoyide that, except for certain limited
exceptions, a financial institution may not provaleh personal information to unaffiliated thirdtms unless the institution discloses to the
customer that such information may be so providatithe customer is given the opportunity to optafiguch disclosure.

The Dodd-Frank Act provided for the creation of €i€PB as an independent entity within the FedeesielR/e Board. The CFPB has broad
rulemaking, supervisory and enforcement authongraonsumer financial products and services, diol deposit 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 productsserdices. Banks with less than $10
billion in assets, such as the Bank, will continuide examined for compliance with federal consufimancial laws by their primary federal
banking agency.

USA PATRIOT Act of 200The Uniting and Strengthening America by Providikapropriate Tools Required to Intercept and Obstruc
Terrorism Act of 2001 (“Patriot Act”) was enacted@ctober 2001. The Patriot Act has broadenediagisinti-money laundering legislation
while imposing new compliance and due diligencegatiions on banks and other financial institutiongh a particular focus on detecting :
reporting money laundering transactions involvilogneéstic or international customers. The U.S. TrgaBepartment has issued and will
continue to issue regulations clarifying the Pat#ot's requirements. The Patriot Act requires‘Bflancial institutions,” as defined, to
establish certain anti-money laundering complizamoé due diligence programs. Recently, the regulatgencies have intensified their
examination procedures in light of the Patriot Aahti-money laundering and Bank Secrecy Act requimts. The Company believes that its
controls and procedures were in compliance withPthiot Act as of December 31, 2011.

Interstate Banking and BranchinThe federal banking agencies are authorized tooappnterstate bank merger transactions withoudnag
to whether the transaction is prohibited by the ¢dwny state, unless the home state of one dbdin&s has opted out of the interstate bank
merger provisions of the Riegle-Neal Interstate Kagn and 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 equaliiitout-of-state banks and expressly
prohibits merger transactions involving out-of-sthanks. Interstate acquisitions of branches araified 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, nal@and state-chartered banks were generally pedrtid branch across state lines by
merging with banks in other states if allowed bg #pplicable statetaws. However, interstate branching is now permifte all national an
state-chartered banks as a result of the Dodd-Fanhlprovided that a state bank chartered by thte $n which the branch is to be located
would also be permitted to establish a branch, #figstively giving out of state banks parity withstate banks with respect to de novo
branching.
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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”31,500 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 valug0®ier share (the “Common Stock”), for an aggrepatehase price of $41.50 million
in cash. On June 5, 2009, the Company completedbkcpffering of its Common Stock that resultedtie reduction of the shares of
Common Stock underlying the Warrant from 176,54&ref 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, 20E1Company 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 40tgem and was immediately exercisable upon $isance, with an initial per share
exercise price of $35.26.

Series A Noncumulative Convertible Preferred Stock

On May 20, 2011, the Company completed a privaegrhent of 18,921 shares of its 6.00% Series A Muontative 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 manitiaconverts after five years. The Company maegaem the shares at face value
after the third anniversary.

Available Information

Under the Securities Exchange Act of 1934, as aeek(ithe “Exchange Act”), the Company is requirefilmannual, quarterly and current
reports, proxy statements and other informatiof it Securities and Exchange Commission (the “$E&81y document the Company files
with the SEC may be read and copied at the SE(#icPReference Room at 100 F Street, N.E., WashmdD.C. 20549. Please call the SEC
at (800) SEM330 for further information about the public r&flece room. The SEC maintains a website at www.eedltat contains repori
proxy and information statements, and other infdromaregarding issuers that file electronicallytwihe SEC.

The Company makes available, free of charge, ameétssite at www.fchinc.com its Annual Report oniadr0-K, Quarterly Reports on Form
10-Q and Current Reports on Form 8-K, and all amends thereto, as soon as reasonably practicabletia Company files such reports
with, or furnishes them to, the SEC. Investorseareouraged to access these reports and the ofbemation about the Company’s business
on its website. Information found on the Companyébsite is not part of this Annual Report on FoiorkL The Company will also provide
copies of its Annual Report on Form 10-K, free baige, upon written request of the Investor RetatiDepartment 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 com@esitof its Board of Directors, the Standards aidlit governing the Company’s
directors, officers, and employees, and the Comigdngider Trading & Disclosure Policy.

Forward-Looking Statements

This Annual Report on Form 10-K may include “foré@dooking statements,” which are made in good faiththe Company pursuant to the
“safe harbor” provisions of the Private Securititigation Reform Act of 1995. These forward-loogistatements include, among others,
statements with respect to the Company’s belidés\gy objectives, goals, guidelines, expectatiansgipations, estimates and intentions that
are subject to significant risks and uncertairngied are subject to change based on various faatarsy of which are beyond the Company’s
control. The words “may,” “could,” “should,” “woult“believe,” “anticipate,” “estimate,” “expect,”itend,” “plan” and similar expressions
are intended to identify forward-looking statemefitse following factors, among others, could catirgeCompany’s financial performance to
differ materially from that expressed in such fordvéooking statements:

» the strength of the United States economy in géa@iithe strength of the local economies in whithCompany conducts operatio
» the effects of, and changes in, trade, monetanyfiagal policies and laws, including interest ratdicies of the Federal Reserve Boz

« inflation, interest rate, market and monetary fliations; the timely development of competitive nmeducts and services of the
Company and the acceptance of these products arideseby new and existing custome

» the willingness of customers to substitute compeditproducts and services for the Company’s prtsdand services and vice versa; the
impact of changes in financial services laws amgilaions (including laws concerning taxes, banksegurities and insuranct
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» technological change

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

» the growth and profitability of the Compée’s noninterest or fee income being less than exgg
e unanticipated regulatory or judicial proceedin

» changes in consumer spending and saving habits

» the success of the Company at managing the riskévied in the foregoinc

The Company cautions that the foregoing list ofam@nt factors is not all-inclusive. If one or marfethe factors affecting these forward-
looking statements proves incorrect, then the Cawyigaactual results, performance, or achievememiddcdiffer materially from those
expressed in, or implied by, forward-looking stagents contained in this Annual Report on Form 10-Kerefore, the Company cautions you
not to place undue reliance on these forward-lapkiatements.

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

ITEM 1A. Risk Factors.

An investment in the Company’s Common Stock is ectijo risks inherent to the Company’s business. mMhterial risks and uncertainties
that management believes affect the Company aided below. Before making an investment decisyom, 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 ongs facing the Company. Additional risks and utadeties that management is not aware
of or focused on or that management currently déemsaterial may also impair the Company’s busirgssrations. This report is qualified

in its entirety by these risk factors.

If any of the following risks actually occur, the@pany’s financial condition and results of openasi could be materially and adversely
affected. If this were to happen, the market potthe 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 significaniallenges for the Company and could adversely effies financial condition and
results of operations.

The U.S. economy was in recession from December g@ugh June 2009. Business activity across & wadge of industries and regions in
the U. S. was greatly reduced. Although economitimns have improved, certain sectors, such @setate 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 ctilde an adverse effect on the Company’s borrowrts oustomers, which could
adversely affect the Company’s financial conditéom results of operations. In addition, local goveents and many businesses are still
experiencing difficulty due to lower consumer sgagdand decreased liquidity in the credit markBisterioration in local economic
conditions, particularly within the Company’s geapginic regions and markets, could drive losses kekttuat which is provided for in its
allowance for loan losses. The Company may alse tiae following risks in connection with these egen

» Economic conditions that negatively affect houginiges 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 payméetrisatcausing increases in
delinquencies and default rates on loans and ctle€lit facilities.

* The processes the Company uses to estimate allewwantman losses and reserves may no longer lablelbecause they rely on
complex judgments that may no longer be capabseodrate estimatiol

» The Company’s ability to assess the creditworttiradts customers may be impaired if the modetsapproaches it uses to select,
manage, and underwrite its customers become lesiictive of future charcoffs.

» The Company expects to face increased regulati@s ofdustry, and compliance with such regulatiagy increase its costs, limit its
ability to pursue business opportunities, and iaseecompliance challenge

As the above conditions or similar ones continuexist or worsen, the Company could experienceiroinig or increased adverse effects on
its financial condition and results of operations.
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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 assth, as loans and securities, and interest expaid®n interest-bearing liabilities, such as
deposits and borrowed funds. Interest rates at@yhggnsitive to many factors that are beyond tbem@any’s control, including general
economic conditions and policies of various govegntal and regulatory agencies and, in particuter Rederal Reserve Board. Changes in
monetary policy, including changes in interestsatmuld influence not only the interest the Conypaateives on loans and securities and the
amount of interest it pays on deposits and borrgsjibut such changes could also affect (i) the Gayjs ability to originate loans and

obtain deposits, and (ii) the fair value of the @amy’s financial assets and liabilities. If thecirgst rates paid on deposits and other
borrowings increase at a faster rate than thedsteates received on loans and other investmiiigt€Company’s net interest income, and
therefore earnings, could be adversely affectethiBgs could also be adversely affected if therggerates received on loans and other
investments fall more quickly than the interesésgbaid on deposits and other borrowings.

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

Like all financial institutions, the Bank maintaias allowance for loan losses to provide for prdbddsses. The Bank’s allowance for loan
losses may not be adequate to cover actual loaedand future provisions for loan losses coulcerraly and adversely affect the Bank’s
operating results. The determination of the appab@ievel of the allowance for loan losses inh#yanvolves a high degree of subjectivity
and requires the Bank to make significant estimatesirrent credit risks and future trends, allidfich may undergo material changes. The
Bank’s allowance for loan losses is determinedrmiyzing historical loan losses, current trenddetinquencies and charge-offs, plans for
problem loan resolution, changes in the size amdposition of the loan portfolio, and industry infeation. Also included in management’s
estimates for loan losses are considerations wghect to the impact of economic events, the outaoimvhich are uncertain. The amount of
future losses is susceptible to changes in econaparating and other conditions, including charigésterest rates, which may be beyond
the Banks control, and these losses may exceed currentass. 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 amekersely affect the Company’s earnings
and profitability.

The Company has experienced increases in the lef/alsn-performing assets in recent periods. Then@amy'’s total non-performing assets
totaled $31.00 million at December 31, 2011, $2%fifon at December 31, 2010, and $23.50 millio®acember 31, 2009. The Company
had $9.32 million of net loan charge-offs for theayended December 31, 2011, compared to $12.56mdahd $9.31 million in net loan
charge-offs for the years ended December 31, 26d®809, respectively. The Company’s provisionléan losses was $9.05 million for the
year ended December 31, 2011, $14.76 million ferymar ended December 31, 2010, and $15.80 mftiothne year ended December
2009. At December 31, 2011, the ratios of the Camijsaallowance for loan losses to non-performingne and to total loans outstanding
were 104.5% and 1.88%, respectively. Additionatéases in the Company’s non-performing assetsaor dbharge-offs may require an
increase to the allowance for loan losses, whichlvbave an adverse effect upon the Company’sdutesults of operations.

The declining real estate market could impact ther@pany’s business.

The Company’s business activities are conductddrginia, West Virginia, North Carolina, Tennesseel the surrounding regions. Over the
past several years, the real estate market in teggens experienced declines with falling homegsiand increased foreclosures. As a result
of the Company’s elevated net charge-offs duriig pleriod and in recognition of the continued detation in the real estate market and the
potential for further increases in non-performisgets, the Company increased its provision for losses over historical levels during 2009,
2010, and 2011. A continued downturn in this reglaeal estate market could hurt the Company’srass because its operations are
concentrated within this geographic area and tisé majority of the Company’s loans are securedeay estate. If there is a further decline in
real estate values, the collateral for the Compatoans will provide less security. As a resule @ompany'’s ability to recover on defaulted
loans by selling the underlying real estate willdiminished, and it will be more likely to sufferdses on defaulted loans.

Additionally, recent weakness in the secondary migide residential lending could have a materialeade impact on the Company’s
profitability. Significant ongoing disruptions ihe& secondary market for residential mortgage Ibane limited the market for and liquidity
most mortgage loans other than conforming Fannie & Freddie Mac loans. The effects of ongoinggage market challenges, combil
with the ongoing correction in residential realbéstmarket prices and reduced levels of home sadet] adversely affect the value of
collateral securing mortgage loans, mortgage logginations and gains on sale of mortgage loansti@oed declines in real estate values
home sales volumes, and
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financial stress on borrowers as a result of jaisés or other factors, could have further advdfeete on borrowers that result in higher
delinquencies and greater charge-offs in futur@per which could materially and adversely affést Company.

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

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

the borrowers’ ability to repay the loans typicallgpends primarily on the successful operatiomeftiusinesses or the properties securing the
loans. Most of the Company’s commercial busineaadcare made to small business or middle mark#&tmigss who may have a significant
vulnerability to economic conditions. Moreover,@fmon of these loans have been made or acquirgdebompany in recent years and the
borrowers may not have experienced a complete éssior economic cycle. At December 31, 2011, thagamy’s largest outstanding
commercial business loan and largest outstandingrarcial real estate loan amounted to $6.18 milliod $7.30 million, respectively. At
such date, the Company’s commercial business laemsinted to $93.31 million, or 6.68% of the Compsamgtal loan portfolio, and the
Company’s commercial real estate loans amount&8%6.96 million, or 39.90% of the Company'’s totan portfolio.

In addition to commercial real estate and commehbtiainess loans, the Company holds a portfolicosfimercial construction loans.
Construction loans generally have a higher riskos$ primarily due to the critical nature of théial estimates of a property’s value upon
completion of construction compared with the estedacosts, 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 withgatejthat, 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 peots 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 operationBe&ember 31, 2011, the Company’s largest outstgrmbmmercial construction loan
amounted to $5.74 million. At such date, the Comyfmoommercial construction loans amounted to $6hafllion, or 4.42% of the
Company’s total loan portfolio.

The Bank may suffer losses in its loan portfoliogfgte its underwriting practices.

The Bank seeks to mitigate the risks inherent&Bhnk’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 floeyections, valuation of collateral based on
reports of independent appraisers and verificatidiquid assets. Although the Bank believes thatinderwriting criteria are appropriate for
the various kinds of loans it makes, the Bank nmayii losses on loans that meet its underwritingiga, 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 imen

At December 31, 2011, $482.43 million of the Compsusecurities were classified as available-foesalt such date, the aggregate
unrealized losses on the Company’s available-fler-securities totaled $21.74 million. The Compamyréases or decreases stockholders’
equity by the amount of the change in the unredlgan or loss (the difference between the estichftie 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 valuthf portfolio will result in a decline in repodetockholders’ equity, as well as book value
per common share and tangible book value per conghare. This decrease will occur even though tbergees are not sold. In the case of
debt securities, if these securities are never aottthere are no credit impairments, the decrewilsbe recovered at the maturity of the
securities. In the case of equity securities wiiatie no stated maturity, the declines in fair vathay or may not be recovered over time.

The Company conducts periodic reviews and evalnatid its entire securities portfolio to determihtihe decline in the fair value of any
security below its cost basis is other-than-temporfgactors which the Company considered in itdyasigmof debt securities include, but are
not limited to, intent to sell the security, evideravailable to determine if it is more likely thamt 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 ofitiseer, whether the decline appears to be relate$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
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rating of the security by rating agencies. The Canypgenerally views changes in fair value for dedwturities caused by changes in interest
rates as temporary, which is consistent with thm@any’s experience. If the Company deems suchrdetdi be other-than-temporary, the
security is written down to a new cost basis amdrésulting loss is charged to earnings as a coengaf noninterest income. For the year
ended December 31, 2011, the Company recognized-titan-temporary impairment (“OTTI") charges of 32 million on its debt securities
portfolio.

Factors that the Company considers in its anabfségjuity securities include, but are not limitedihtent to sell the security before recovery
of the cost, the severity and duration of the aecin fair value of the security below its cosg fimancial condition and ne#@rm prospects
the issuer, and whether the decline appears telated to issuer conditions or general market dustry conditions. For the year ended
December 31, 2011, the Company recognized no Oidiges on its equity securities portfolio.

The Company continues to monitor the fair valuéoéntire 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 tharfut

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 feasDiodd-Frank Wall Street Reform and Consumer Btiote Act of 2010, or the Dodd-
Frank Act, which imposes significant regulatory aodnpliance changes. The key provisions of the Dledahk Act that are anticipated to
affect the Company’s operations include:

» changes to regulatory capital requireme

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

» changes in insured depository institution regufegiand assessments; ¢

* 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 reiguistthe full extent of the impact such requiretaemill have on the Company’s operations
is unclear. The changes resulting from the DoddHErect may impact the profitability of our businesdivities, require changes to certain of
our business practices, impose upon more strirgapital, liquidity and leverage requirements oreottise adversely affect our business.
These changes may also require the Company totisiggsficant management attention and resourcesatuate and make any changes
necessary to comply with new statutory and regyatequirements. Failure to comply with the newuiegments or with any future changes
in laws or regulations may negatively impact owutes of operations and financial condition.

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

The Company and its subsidiaries’ operations dp@stito extensive regulation and supervision liefal and state governmental authorities
and are subject to various laws and judicial amdiaitrative decisions imposing requirements arstrietions on part or all of the Company’
operations. Banking regulations governing the Camysaoperations are primarily intended to protegpakitors’ funds, federal deposit
insurance funds and the banking system as a wholestockholders. Congress and federal regulatpeneies continually review banking
laws, regulations and policies for possible chan@ésnges to statutes, regulations or regulatoligips, including changes in interpretation
or implementation of statutes, regulations or peticcould affect the Company in substantial angredictable 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, civahey penalties and/or reputation damage, whichdchave a material adverse effect on the
Company’s business, financial condition and rexfligperations. While the Company has policies piodtedures 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,ccouhke compliance more difficult or expensive,niesthe Company’s ability to originate,
broker or sell loans, further limit or restrict tamount of commissions, interest or other chargeseal on loans originated or sold by the B
and otherwise adversely affect the Company’s bgsirfiimancial condition or prospects.

The financial services industry is likely to facerieased regulation and supervision as a resthieafecent financial crisis. Such additional
regulation and supervision may increase the Comipagts and limit its ability to pursue busineppartunities. The affects of such recently
enacted, and proposed, legislation and regulatagrams on the Company cannot reliably be detemnat¢his time.
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The Bank’s ability to pay dividends is subject tegulatory 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 thekBend its subsidiaries and does not have signifioparations of its own. The Company
currently depends on the Bank’s cash and liquigétyvell as dividends from the Bank to pay the Camgjsoperating expenses and divide
to its stockholders. No assurance can be madéntiiae future the Bank will have the capacity ty plze necessary dividends and that the
Company will not require dividends from the Bankstiisfy the Compang’obligations. The availability of dividends frohetBank is limitec
by various statutes and regulations. It is possitd@ending upon the financial condition of the Band other factors, that the Federal
Reserve Board or the Virginia Bureau, the Bankimpry regulators, could assert that payment ofddimds or other payments by the Bank
are an unsafe or unsound practice. In the ever@dné is unable to pay dividends sufficient to fgtthe Company’s obligations or is
otherwise unable to pay dividends to the CompdreyGompany may not be able to service its obligatas they become due, including
payments required to be made to the FCBI CapitasfT a business trust subsidiary of the Compangagrdividends on the Company’s
Common Stock or Series A Preferred Stock. Consetydine inability to receive dividends from theldacould adversely affect the
Company’s financial condition, results of operasipcash flows and prospects.

The Company faces strong competition from otherdircial institutions, financial service companies drother 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 centere@plynn Virginia, West Virginia, North Carolinana Tennessee. Increased competition
within these regions may result in reduced loagipnations and deposits. Ultimately, the Company matybe able to compete successfully
against current and future competitors. Many coitgrstoffer the types of loans and banking servibes the Bank offers. These competitors
include other savings associations, national banegonal banks and other community banks. The Gompjalso faces competition from ot
types of financial institutions, including financempanies, brokerage firms, insurance companiedijtarnions, mortgage banks and other
financial intermediaries. In particular, the Banktampetitors include other state and national bamkksmajor financial companies whose
greater resources may afford them a marketplacerdgige by enabling them to maintain numerous bankitations and mount extensive
promotional and advertising campaigns.

Additionally, banks and other financial institutwith larger capitalization and financial interrigtes not subject to bank regulatory
restrictions have larger lending limits and ara¢hg able to serve the credit needs of larger i€Fhese institutions, particularly to the ex
they are more diversified than the Company, magtde to offer the same loan products and servitsthe 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 parthetsare culturally similar and have experiencethagement and possess either
significant market presence or have potentialfgorioved profitability through financial managemestpnomies of scale or expanded
services. Acquiring other banks, businesses, ordes involves various risks commonly associated agquisitions, including, among other
things:

* Potential exposure to unknown or contingent litieti of the target compan

» Exposure to potential asset quality issues ofdhget company

» Difficulty, expense, and delays of integrating tieerations and personnel of the target comp

» Potential disruption to the Comp¢'s business

» Potential diversion of the Compé's manageme’s time and attentior

» The possible loss of key employees and customettsedhrget compan'

« Difficulty in estimating the value of the targetrapany.

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

» Unexpected costs and dela

» Risks that the acquired target company does nédnmerconsistent 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 managemehtclwmay require additional
personnel, time and expenditur

» Potential sho-term decreases in profitabilit
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The Company regularly evaluates merger and acguisipportunities and conducts due diligence aigizirelated to possible transactions
with other financial institutions and financial gees companies. As a result, merger or acquisdisoussions and, in some cases,
negotiations may take place and future mergergsquisitions involving the payment of cash or treuence of debt or equity securities may
occur at any time. Acquisitions typically involMeetpayment of a premium over book and market valres, therefore, some initial dilution
of the Company’s tangible book value and net incperecommon share may occur in connection withfatyre transaction. Furthermore,
failure to realize the expected revenue increases,savings, increases in geographic or prodestgoice, and/or other projected benefits |
an acquisition could have a material adverse effedhe Company’s financial condition and resuftsperations.

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-assistransactions, which present the risks
of acquisitions discussed above, as well as soske specific to these transactions. Because FD$3tad 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 gedtaiing systems, and the establishment of prosgéssrvice acquired assets. Such
transactions may also require the Company to eaisi@ional capital, which may be dilutive to exigtistockholders. If the Company is ung

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

Attractive acquisition opportunities may not be akable in the future.

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

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

The Company’s goodwill may be determined to be iimgé

As of December 31, 2011, the carrying amount ofGbhenpanys goodwill was $83.06 million. The Company testedwill for impairment ol
an annual basis, or more frequently if necessanpt€ market prices in active markets are the dngdence of fair value and are to be use
the basis for measuring impairment, when availabteer acceptable valuation methods include presgoe 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 2011, the Company recognized a charge @&4illion to write-down the value of goodwill dsiinsurance agency subsidiary.

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 forlibst 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 businesaibeaaf their skills, knowledge of the Company’s kedyyears of industry experience and
the difficulty of promptly finding qualified replament personnel. In addition, recent regulatorypsals and guidance relating to
compensation may negatively impact the Companyilghato retain and attract skilled personnel.

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

Market developments have significantly depletedDite of the FDIC and reduced the ratio of reseeeissured deposits. As a result of
recent economic conditions and the enactment obtiad Frank Act, the FDIC revised its assessment rateshawhised deposit premiums -
certain insured depository institutions. If theseréases are insufficient for the DIF to meetutsding 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 assessiimenégses or required prepayments in FDIC ins@wamnemiums may materially adversely
affect the Company’s earnings and could have anmhtaverse effect on the value of its Common stoc
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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 capittiérfuture to provide it with sufficient capit&sources and liquidity to meet its
commitments, business needs, and growth objecipaetcularly if its asset quality or earnings weseleteriorate significantly. The
Company’s ability to raise additional capital wdpend on, among other things, conditions in tipalamarkets at that time, which are
outside of its control, and its financial perforrmanEconomic conditions and the loss of confidéndaancial institutions may increase the
Company’s cost of funding and limit access to dertaistomary sources of capital, including interdblorrowings, repurchase agreements
and borrowings from the discount window of the FRRBy occurrence that may limit the Company’s actegte capital markets may
adversely affect the Company’s capital costs amdbility to raise capital and, in turn, its ligiyd Accordingly, the Company cannot provide
any assurance that additional capital will be ad#@ on acceptable terms or at all. An inabilitydise additional capital on acceptable terms
could have a materially adverse effect on the Camygebusinesses, financial condition and resultspsrations.

Liquidity risk could impair the Companr’s ability to fund operations and jeopardize itsfincial condition.

Liquidity is essential to the Company’s business.idability to raise funds through deposits, borireyg, equity and debt offerings and other
sources could have a substantial negative effeth@Company’s liquidity. The Company’s accessutading 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 capitdlnancial capital markets, a decrease in the le¥/ék business activity due to a market
downturn or adverse regulatory action against the@any, or a decrease in depositor or investoridenée. The Company’s access to
liquidity sources could also be impaired by factibigt are not specific to it, such as a severaipgigin 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 @ @ircumvented.

Management regularly reviews and updates the Coyparternal controls over financial reporting, dissure controls and procedures, and
corporate governance policies and procedures. gsiem of controls, however well designed and opelras 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 faitareomply with regulations related to controls gmdcedures could have a material
adverse effect on the Company'’s business, resdiparations and financial condition.

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

The Company'’s ability to engage in routine fundiransactions could be adversely affected by fufaiteres of financial institutions and the
actions and commercial soundness of other finamtstitutions. Financial institutions are intertteld as a result of trading, clearing,
counterparty and other relationships. The Compasyaxposure to different industries and counteégsaand routinely executes transactions
with counterparties in the financial services indysncluding brokers and dealers, commercial Isaitkvestment 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 bankruptapswlvency 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 couypatey was holding collateral in excess of the
obligation to such counterparty.

In addition, many of these transactions exposeéCthapany 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 derivatexposure due to the Company. Any losses resutimg the Company’s routine funding
transactions may materially and adversely affacfiitancial 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 secucegain loans. In doing so, there is a risk thaiaihdous or toxic substances could be found on
these properties. If hazardous or toxic substaase$ound, 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 tiee or sell the affected property. Although the @any has policies and procedures to
perform an environmental review before initiatintydoreclosure action on real property, these resigay not be sufficient to detect all
potential environmental hazards. The remediati@iscand any other financial liabilities associatétth an environmental hazard could hav
material adverse effect on the Company’s finamialdition and results of operations.
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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 difficulbf 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, amorgeothings:
» Actual or anticipated variations in quarterly reésuf operations
» Recommendations by securities analy
» Operating and stock price performance of other coigs that investors deem comparable to the Com
* News reports relating to trends, concerns and dslsees in the financial services indus
e Perceptions in the marketplace regarding the Cosnpad/or its competitor:
* New technology used, or services offered, by coitgrst

» Significant acquisitions or business combinati@istegic partnerships, joint ventures or capibahmitments by or involving the
Company or its competitor

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

General market fluctuations, industry factors aadegal economic and political conditions and eviesush as economic slowdowns or
recessions, interest rate changes or credit leasi$r could also cause the Company’s Common Staak o decrease regardless of operating
results.

The trading volume in the Company’s Common Stockedss 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 characteristicgepth, liquidity and orderliness depe

on the presence in the marketplace of willing bayerd sellers of the Company’s Common Stock agarsn time. This presence depends on
the individual decisions of investors and genecah®mic and market conditions over which the Comggdaas no control. Given the lower
trading volume of the Company’s Common Stock, digaint sales of the Company’s Common Stock, oretigectation 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 entitbegceive such dividends the Company’s boardrettbrs declares out of funds
legally available for such payments. Although trerpany has historically declared cash dividendéso@ommon Stock, it is not required to
do so and may reduce or eliminate its Common Stibdhend in the future. This could adversely affdet market price of the Company’s
Common Stock. Also, the Company is a financial hmgjdcompany and its ability to declare and paydbwids is dependent on certain federal
regulatory considerations, including the guidelinéthe Federal Reserve Board regarding capitajaaley and dividends.

An investment in the Compars 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&CF-Bny other deposit insurance fund
or by any other public or private entity. Investrngnthe Company’s Common Stock is inherently riséythe reasons described in this “Risk
Factors”section and elsewhere in this report and is sulbjeitte same market forces that affect the pricaimon stock in any company.

a result, holders of the Company’s Common Stocldctmse some or all of their investment.

Certain banking laws may have an anti-takeover effe

Provisions of federal banking laws, including redaty approval requirements, could make it moréatilt for a third party to acquire the
Company, even if doing so would be perceived tbédxgeficial to the Company’s shareholders. Theseigioms effectively inhibit a non-
negotiated merger or other business combinatioighyim turn, could adversely affect the marketerof the Company’s Common Stock.
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The Company issued Series A Preferred Stock, whiehks senior to its Common Stock

The Company issued 18,921 shares of Series A Redf&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 ¥leateof its bankruptcy, dissolution or liquidatighe holders of the Series A Preferred
Stock must be satisfied before any distributionslma made on the Company’s Common Stock. If the gaomy 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 egenper common share.

ITEM 1B. Unresolved Staff Comments
The Company has no unresolved staff comments @ediiing date of this 2011 Annual Report on FatfK.

ITEM 2.  Properties.

The Company’s corporate headquarters are locat@d@iCommunity Place in Bluefield, Virginia, whehe Company owns and occupies
approximately 36,000 square feet of office spaceaddition to its corporate headquarters, the Calyijpacommunity banking segment
operated 55 banking centers, loan production, aidirative, or other financial services offices ad@mber 31, 2011, of which 45 were ow
and 11 were leased or located on leased land. didriy centers were located throughout Virginia,s¥\Wérginia, North Carolina, and
Tennessee. The Company'’s insurance services sedpauquarters are located at 711 Gallimore DaitgdRo High Point, North Carolina.
Including its headquarters, the Company’s insuraeggnent operated seven insurance offices at Dere3db 2011, of which one was
owned, four were leased, and two were located witie Company’s banking centers. The insurancecygeffices were located throughout
North Carolina, West Virginia, and Virginia. Therere no mortgages or liens against any propertgefCompany. A complete list of
branch and ATM locations can be found on the Comisamebsite at www.fcbhinc.com. Information contadnen such website is not part of
this Annual Report on Form 10-K. See “Note 6 — Rsemand Equipmentif the Notes to Consolidated Financial Statementtem 8 hereir

ITEM 3.  Legal Proceedings

The Company is currently a defendant in variousllegtions and asserted claims in the normal cafrbesiness. Although the Company
and legal counsel are unable to assess the ultméteme of each of these matters with certaitigy are of the belief that the resolution of
these actions should not have a material advefset @i the financial position, results of opermasipor 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 Issuer Purchases of Edty Securities.
Common Stock Market Prices and Dividends

The number of Common Stockholders of record on dsalyr27, 2012, was 2,757 and outstanding sharaketb17,849,376. The number of
Common Stockholders is measured by the numbercofdeholders. The Company’s Common Stock tradeh®NASDAQ 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@mthe 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 Subsidiarsirik Dividends and Assets” in Item 1 herein. Casiddinds on Common Stock totaled
$0.40 per share for 2011 and $0.40 per share i.Z04tal dividends paid on Common Stock for thergemded December 31, 2011, and
December 31, 2010, totaled $7.16 million and $milion, respectively. Total cash dividends paidtha Company’s Series A Preferred
Stock for the year ended December 31, 2011, to&#&8 thousand.

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

2011 2010
High Low High Low
Sales Price Per Shar
First quartel $15.4: $12.2¢ $13.3¢ $10.9¢
Second quarte 15.21 12.9¢ 17.3i 12.5¢
Third quartel 14.6( 9.4( 16.0¢ 12.0Z
Fourth quarte 13.02 9.4¢ 15.8¢ 12.5¢
2011 2010

Cash Dividends Per Share

First quartel $ 0.1C $ 0.1C

Second quarte 0.1C 0.1C

Third quartel 0.1C 0.1C

Fourth quarte 0.1C 0.1C

Total $ 0.4C $ 0.4C

Stock Repurchase Plan

The following table provides information with regspéo purchases made by or on behalf of the Compamayy “affiliated purchaser” (as
defined in Rule 10b-18(a)(3) under the Exchangg étthe Company’s Common Stock during the fourtlanter of 2011

Total Total Number of Maximum Number of
Number of Average Shares Purchased ¢
Price Paid Shares That May
Shares Part of a Publicly Yet be Purchased
Purchasec per Share Announced Plan Under the Plan (1)
October -31, 2011 — $ — — 886,69:
November -30, 2011 33,20( 11.7(C 33,20( 853,49
December -31, 2011 — — — 866,55¢
Total 33,20( $ 11.7C 33,20(

(1) The Company’s stock repurchase plan, as ameradéubrized 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 233,446 shares in treasury at Decefihet011
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Total Return Analysis

The following chart was compiled by SNL Financi& Land compares cumulative total shareholder reifithe Company’s Common Stock
for the five-year period ended December 31, 201th the cumulative total return of the S&P 500 Indne NASDAQ Composite Index, and
the Asset Size & Regional Peer Group. The Assat &iRegional Peer Group consists of 48 bank holdimgpanies that are traded on the
NASDAQ, OTC Bulletin Board, and pink sheets wittelaassets 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
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12731/0B 1213007 12731408 12/31/03 23110 1231
Period Ending
Index 12/31/06 12/31/07 12/31/0¢ 12/31/0¢ 12/31/1C 12/31/11
First Community Bancshares, Inc. 100.0¢ 83.3C 94.3¢ 33.4( 42.6z 36.7¢
S&P 500 100.0C 105.4¢ 66.4€ 84.0t8 96.71 98.7¢
NASDAQ Composite 100.0C 110.6¢ 66.4z 96.5/ 114.0¢ 113.1¢
Asset & Regional Peer Gro® 100.0¢ 75.3¢ 70.71 52.1¢ 56.7¢ 50.41

(1) The Asset Size & Regional Peer Group consistBeofollowing 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., Cardinaildticial Corporation, Carter Bank & Trust, CentetStanks, Inc., City Holding
Company, Colony Bankcorp, Inc., Eastern VirginimBshares, Inc., Fidelity Southern Corporation, tfBancorp, First Citizens
Bancshares, Ins., First M&F Corporation, First S#gGroup, Inc., First Southern Bancorp, Inc., FNBited Corp., Great Florida
Bank, Hamilton State Bancshares, Inc., Hampton R&=hkshares, Inc., Home BancShares, Inc., Midd¢eBinancial Corporation,
National Bankshares, Inc., NewBridge Bancorp, P#iigancshares, Inc., Peoples Bancorp of North I@&rdnc., Pinnacle Financi
Partners, Inc., Premier Financial Bancorp, Incndant Corporation, SCBT Financial Corporation c8ast Banking Corporation of
Florida, Simmons First National Corporation, Soasstern Bank Financial Corporation, Southern Baneh@.C.), Inc., Southern
Community Financial Corporation, State Bank Finah€orporation, StellarOne Corporation, Summit Rizial Group, Inc., Tennessee
Commerce Bancorp, Inc., TowneBank, Union First Maankshares Corporation, Virginia Commerce Bamclmc., Wilson Bank
Holding Company, and Yadkin Valley Financial Corgiion. The returns of each of the foregoing infitius have been weighted
according to their respective stock market capigion at the beginning of each period for whidletarn is indicatec
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ITEM 6. Selected Financial Data

The following consolidated selected financial datderived from the Company’s audited financiatestgents as of and for the five years
ended December 31, 2011. The consolidated finadatal should be read in conjunction with Managefaddiscussion and Analysis of
Financial Condition and Results of Operations dredG@onsolidated Financial Statements and relategbiacluded in this Annual Report on
Form 10-K. All of the Company’s acquisitions durithge five years ended December 31, 2011, were ateddior using the purchase method.
Accordingly, the operating results of the acquicethpanies are included with the Company’s resiiltperations since their respective dates
of acquisition.

At or for the year ended December 31,
Five-Year Selected Financial Data 2011 2010 2009 2008 2007
(Amounts in thousands, except per share d
Balance Sheet Summary (at end of period)

Securities $ 48592( $ 484,70. $ 493,51 $ 529,39 $ 676,19
Loans held for sal 5,82( 4,69/ 11,57¢ 1,024 811
Loans held for investment, net of unearned inc 1,396,06 1,386,201 1,393,93. 1,298,15! 1,225,50:
Allowance for loan losse 26,20¢ 26,48: 24,27, 17,78: 12,83:
Total asset 2,164,78 2,244,23! 2,273,28. 2,132,18 2,149,83!
Deposits 1,543,46 1,620,95! 1,645,96! 1,503,75! 1,393,44.
Borrowings 295,14: 332,08 352,55¢ 381,79: 517,84
Total liabilities 1,859,06! 1,974,36! 2,021,011 1,912,97. 1,932,741
Preferred stoc 18,92: — — 41,50( —
Total stockholder equity 305,72¢ 269,87¢ 252,26' 219,21! 217,09¢
Summary of Earnings

Interest incomt $ 94,17¢ $ 10358: $ 107,93: $ 110,76 $ 127,59:
Interest expens 22,147 29,72¢ 38,68 44,93( 59,27¢
Net interest incom 72,02¢ 73,85) 69,25: 65,83 68,31t
Provision for loan losse 9,047 14,757 15,80: 9,22¢ 717
Net interest income after provision for loan los 62,98: 59,10( 53,45 56,60 67,59¢
Noninterest incom 35,53¢ 40,50¢ (53,677 2,37¢ 24,83
Noninterest expens 68,91¢ 69,94 66,62¢ 60,51¢ 50,46:
Income (loss) before income tax 29,60! 29,66¢ (66,85() (1,539 41,96¢
Income tax expense (benel 9,57: 7,81¢ (28,159 (3,487%) 12,33¢
Net income (loss 20,02¢ 21,847 (38,69¢) 1,95¢ 29,63:
Dividends on preferred stox 703 — 2,16( 25E —
Net income (loss) available to common sharehol 19,32t 21,847 (40,85¢) 1,69¢ 29,63:

Per Share Data

Basic earnings (loss) per common st $ 1.0¢ $ 12:  $ (279 % 0.1t  $ 2.64
Diluted earnings (loss) per common sh $ 1.07 $ 12:  $ (279 % 0.1t  $ 2.62
Cash dividends per common sh $ 04C % 04C % 03C $ 1.1z $ 1.0¢
Book value per common share at \-end $ 159 $ 1511 $ 14.X $ 15.3¢ $ 19.6]
Selected Ratios

Return on average ass 0.8&8% 0.97% -1.82% 0.0&% 1.3%%
Return on average common eqt 6.81% 8.11% -16.7% 0.86% 13.5%%
Average equity to average ass 13.4%% 11.91% 10.95% 9.86% 10.3(%
Dividend payou 37.0% 32.5% N/M@®) N/M @ 40.91%
Risk based capital to risk adjusted as 18.15% 15.32% 13.81% 12.9/% 12.3%%
Leverage ratic 11.5% 9.44% 8.51% 9.7(% 8.09%

(1) N/M - Not meaningfu
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ITEM 7.  Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Executive Overview

First Community Bancshares, Inc. is a financiadimaj company that, through its bank subsidiaryyjgi®s commercial banking services and
has positioned itself as a regional community bemd a financial services alternative to larger Isamkich often provide less emphasis on
personal relationships, and smaller community bavikish lack the capital and resources to efficiestirve customer needs. The Company
has focused its growth efforts on building finahgartnerships and more enduring and completeioakstiips with businesses and individuals
through a very personal and local approach to lmgn&nd financial services. The Company and itsatfmers are guided by a strategic plan
which includes growth through acquisitions and tigto office expansion in market areas including Wiy West Virginia, North Carolina,
South Carolina, and Tennessee. While the Compamnigsion remains that of a community bank, managéineieves that entry into new
markets will accelerate the Company’s growth ratelibersifying the demographics of its customerebasd customer prospects and by
generally increasing its sales and service network.

Economy

The local economies in which the Company operatesli@erse and span a four-state region. The ec@sonfi West Virginia and Southwest
Virginia have significant exposure to extractivdustries, such as coal, timber and natural gaslodat economies in the central portion of
North Carolina have suffered in recent years duergign competition in both furniture and textiles well as consolidation in the financ
services industry. Despite these detractions, tba@mies in this region continue to benefit frontioreal companies operating in the Triad
Central Piedmont area of North Carolina. The Eastérginia local economies have, in recent yeaesdfited from key corporate and
government activities. The economy in Eastern Tes@e continues to benefit from the stability ohligeducation, healthcare services and
tourism.

Despite the stable and positive aspects of th@nagjeconomies in which the Company primarily opesathe Company’s markets have
experienced significant declines in residentialalepment and construction, not inconsistent wittiomal trends. These declines have led to
contraction in residential land development andstroiction, which has historically been importaninpmnents of the Company’s lending
activities. The economies of the Company’s Southwaginia and West Virginia markets have remaistable compared with the national
economy and unemployment levels were generally idlaan the national average at December 31, 2011.

Competition

As the Company competes for increased market simatgrowth in both loans and deposits, it continaesncounter strong competition from
many sources. Many of the markets targeted by tiragany are also being entered by other banks iropead distant markets. The
expansion of banks, credit unions, and other depesitory financial companies over recent yeassimansified competitive pressures on t
deposit generation and retention. Competitive foingact the Company through pressure on inteiektsy product fees, and loan structure
and terms; however, the Company has countered fhiessures 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 statementpegpared in accordance with U.S. generally acdegteounting principles (“GAAP")
and conform to general practices within the bankirdystry. The Company’s financial position andufessof operations are affected by
managemens application of accounting policies, including guadents made to arrive at the carrying value oftassad liabilities and amour
reported for revenues, expenses and related diselsDifferent assumptions in the applicationhefse policies could result in material
changes in the Company’s consolidated financiaitiposand consolidated results of operations.

Estimates, assumptions, and judgments are necqwsacipally when assets and liabilities are regdito be recorded at estimated fair value,
when a decline in the value of an asset carrietherfinancial statements at fair value warrantg@wairment 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 resultsnitore 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, vatiion adjustments are estimated by management pigrttarough the use of financial
modeling techniques and appraisal estimates.

The Company’s accounting policies are fundamentahiderstanding Management’s Discussion and Arabfskinancial Condition and
Results of Operation. The following is a summaryh&f Company’s more subjective and complex “critica
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accounting policies.” In addition, the disclosupessented in the Notes to Consolidated FinancatkStents and in Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations provide information on how significassets and liabilities are valued in the
financial statements and how those values arerdated. Based on the valuation techniques usedrendensitivity of financial statement
amounts to the methods, assumptions, and estimatkslying those amounts, management has identifiestment valuation, determinati

of the allowance for loan losses, accounting faguégitions and intangible assets, and accountingnfome taxes as the accounting areas that
require the most subjective or complex judgments.

Investment Securitie

Management performs an extensive review of thesitment securities portfolio quarterly to determiine cause of declines in the fair valu
each security within each segment of the portfdllee 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 performmaetérmine whether the impairment is temporargtber-than-temporary in nature.
Considerations such as the Company’s intent adityatioi hold the securities, recoverability of timwested amounts over the Company’s
intended holding period, severity in pricing deelicredit rating, and receipt of amounts contrdlytutuie, among other factors, are applied in
determining whether a security is other-than-teraplyrimpaired. If a decline in value is determirtecbe other-than-temporary, the value of
the security is reduced and a corresponding chargarnings is recognized.

Allowance for Loan Loss¢

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 aidmie of loan activity. The Company
consistently applies a review process to periotji@ialuate 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 loémat exhibit inherent weaknesses and
various credit risk and by general allocationsdmmercial, residential real estate, and consunarddy giving weight to risk ratings,
historical loss trends and management’s judgmemt@ming those trends, and other relevant facldrese factors may include, but are not
limited to, actual versus estimated losses, re¢ji@nd national economic conditions, business segjareh 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 valuationvadioce through a quantitative and qualitative ansitygt applies risk factors to those
identified risk areas.

This risk management evaluation is applied at Blm¢hportfolio level and the individual loan level fcommercial loans and credit
relationships while the level of consumer and resigl mortgage loan allowance is determined prilman a total portfolio level based on a
review of historical loss percentages and othelitgtige factors including concentrations, indusspecific factors and economic conditions.
The commercial portfolio requires more specificlgsia of individually significant loans and the bawer’'s underlying cash flow, business
conditions, capacity for debt repayment and theatadn of secondary sources of payment, such #stexl. This analysis may result in
specifically identified weaknesses and correspapdpecific impairment allowances. While allocati@me made to specific loans and
classifications within the various categories @fris, the allowance for loan losses is availabl@lidoan losses.

The use of various estimates and judgments in tmep@ny’s ongoing evaluation of the required levfa@ltmwance can significantly impact
the Company’s results of operations and finan@aldition and may result in either greater provisiagainst earnings to increase the
allowance or reduced provisions based upon managé&neeirrent view of the portfolio and economic ddions and the application of
revised estimates and assumptions. Differencesdashactual loan loss experience and estimategfeeted 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 lssrcombinations with other companies. Purchasmiatiog requires the recording of
underlying assets and liabilities of the entity @oed at their fair market value. Any excess of pechase price of the business over the net
assets acquired is recorded as goodwill. In ingmmhere the price of the acquired business ighessthe net assets acquired, a gain on
purchase is recorded. Fair values are assigned loasguoted prices for similar assets, if readilgiible, or appraisal by qualified
independent parties for relevant asset and lighilitegories. Financial assets and liabilitiestygpecally valued using discount models which
apply current discount rates to streams of cash. fidl 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 casestiaatmn expense or accretion income.
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Management must also make estimates of usefularoggic lives of certain acquired assets and ligdsli These lives are used in establisl
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. Goodwill is tested annually in the
fourth quarter for possible impairment by compatting fair value of each reporting unit to its ba@ue, including goodwill (step 1). If the
fair value of the reporting unit is greater thalkibok value, no goodwill impairment exists. Howewethe book value of the reporting unit is
greater than its determined fair value, goodwilpaitment may exist and further testing is requteedetermine the amount, if any, of the
actual impairment loss (step 2). The step 1 télstes a combination of two methods to determirefdir value of the reporting units. For b
reporting units, a discounted cash flow model &ated projecting cash flows from operations oflthginess reporting unit, the results of
which are weighted 70%. For the banking reportinig a market multiple model utilizes price to netome and price to tangible book value
inputs for closed transactions and for certain camigized institutions and the results are weigB@&¥. For the insurance reporting unit the
market multiple model primarily utilizes price talss for closed transactions and certain simildnstry public companies and the results are
weighted 30%. The end results for both reportingsuare then compared to the respective book vatuesnsider if impairment is evident.
determine the overall reasonableness of the reputiit computations, the combined computed fdinesés then compared to the overall
market capitalization of the consolidated Compangi@étermine the level 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 resultsediitipairment testing and serve as the basis foagement’s conclusions as to potential
impairment.

The results of the step 1 analysis performed dufiegourth quarter of 2011 determined that no immpant was evident for the banking
reporting unit. For the insurance reporting unit sitep 1 analysis indicated impairment. A stepdyais was performed for the insurance
reporting unit resulting in impairment to goodvafl $1.24 million. An adjustment to the weightingtbé results, a decline in the market
multiples used, further decline in the banking egtdil insurance industry valuations, or furtheclde in our Common Stock price could
result in future potential impairment.

Income Taxe

The establishment of provisions for federal antestecome taxes is a complex area of accountinglwaiso 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 ba3ége Company is also subject to audi
federal and state tax authorities. Results of theskts may produce indicated liabilities whichfeliffrom Company estimates and provisions.
The Company continually evaluates its exposuressible tax assessments arising from audits amidgdts estimate of possible exposure
based on current facts and circumstances.

Deferred tax assets and liabilities are recognfaethe tax effects of differing carrying valuesasfsets and liabilities for tax and financial
statement purposes that will reverse in futurequksi Deferred tax assets and liabilities are riftbat currently enacted income tax rates
applicable to the period in which the deferreddagets or liabilities are expected to be realizezktiled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities gresedi 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 estimdte afeferred tax asset that is more likely thantodie recovered. Increases or decreases in
the valuation allowance result in increases oreks®s to the provision for income taxes.

Recent Acquisitions and Divestitures

In July 2009, the Company acquired TriStone ComtguBank (“TriStone”), based in Winston-Salem, No@hrolina. TriStone had two full
service locations in Winston-Salem, North Caroliacquisition, TriStone had total assets of $&86nillion, total loans of $132.23 million
and total deposits of $142.27 million. Each outdiag common share of TriStone was exchanged f@2 Shares of the CompasyCommor
Stock and the overall acquisition cost was $10.1Bom. The acquisition of TriStone significantlyugmented the Compars/market present
and human resources in the Winston-Salem, NortbliDarmarket.

Greenpoint Insurance Group (“Greenpoint”), a whallyned subsidiary of the Company, has acquired sigemance agencies and sold tf
since its acquisition by the Company in Septem@72In 2011, Greenpoint recorded a net gain oftfi6dsand on the sale of two insurance
agencies and has the potential to recognize atiautli $650 thousand over time as

27



Table of Contents

earn-out payments are received. In connection thitke sales, the Company eliminated $1.30 milliogoodwill and $379 thousand of other
intangibles to the Company’s balance sheet in 2012010, Greenpoint acquired one insurance agandyissued cash consideration of $190
thousand.

Results of Operations
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 weregsdnd $1.07, respectively, as compared to basidéuted earnings per common share
of $1.23 in 2010. The Company’s return on average was 0.88% in 2011 compared to 0.97% in ZR&frn on average common equity
was 6.81% in 2011 compared to 8.11% in 2010.

Net Interest Income

The primary source of the Company’s earnings ismetest income, the difference between incomearming assets and the cost of funds
supporting those assets. Significant categoriesmofing assets are loans and securities while deosl borrowings represent the major
portion of interest-bearing liabilities. Net inteténcome was $72.03 million for 2011, as compaoe$i73.86 million for 2010, a decrease of
$1.83 million, or 2.48%. Tax equivalent net intéiesome totaled $74.99 million for 2011, a deceeag$2.23 million, or 2.89%, from
$77.22 million reported for 2010. The decreasaindquivalent net interest income was primarily ttudecreases in the balances of loan:
securities coupled with lower rates of intereshedron those assets.

For purposes of the following discussion, comparigbnet interest income is performed on a taxajant basis, which provides a common
basis for comparing yields on earning assets exémpt federal income taxes to those assets whietildlly taxable (see the table titled
Average Balance Sheets and Net Interest Incomeyaisal

Average earning assets decreased $44.31 milliolealkerage interest-bearing liabilities decrease@2$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 through@it1? as the Federal Reserve Board held the “raoigeéro to 25 basis points as its targe!
federal funds. The prevailing low interest rateiesrwment was the largest driver in the overall dase in the Company'’s yield on average
earning assets.

Total cost of average interest-bearing liabilitiesreased 35 basis points to 1.32% during 2011 Cbmepany’s time deposit portfolio
experienced downward repricing during 2011, as nadrige higher-rate certificates were redeemeceoewed at lower rates. The net result
was a decrease of 4 basis points in the net intextesspread, or the difference between intenestme on earning assets and expense on
interest-bearing liabilities, for 2011 compare®@1.0. The net interest rate spread for 2011 weB¥8 Gmpared to 3.73% for 2010. The
Company’s net interest margin, or net interestiinedo average earning assets, of 3.87% for 20T&gepts a decrease of 3 basis points from
3.90% in 2010.

Loan interest income decreased $4.16 million dugi@gyl, as compared to 2010 as the average voluchtharyield on loans decreased.
During 2011, the yield on loans decreased 22 lpasigs to 5.84% while the average balance decrebkse®6 million, as compared to 2010.
During 2011, the yield on available-for-sale setiesidecreased 70 basis points to 3.63% whilevbeage balance decreased $58.12 million,
as compared to 2010.

Average interest-bearing balances that the Compamigtained with third party banks increased $34ilBon during 2011 to $116.06
million, while the yield increased 1 basis poin0t@5% during the same period. Interkestring balances with third party banks are cored
largely of excess liquidity bearing overnight mdrtates.

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 slegavhich include money market and savings adspuiecreased 43 basis points in 2011
compared to 2010. In 2011, average time depositedsed $77.29 million, or 10.17%, and the averatgepaid on those deposits decreased
44 basis points to 1.68%, as compared to 2010d€heease can be attributed to rate sensitive cessonot renewing investments at lower
interest rates. The level of average nonintereatibhg demand deposits increased $16.84 millior2238%23 million in 2011 compared to the
prior year.

The average balance of retail repurchase agreememtsh consists of collateralized retail depoaitsl commercial treasury accounts,
decreased $13.97 million in 2011 and the averagepad on those funds decreased 37 basis poift§586 during the same period. The
average balance of federal funds purchased to#alédhousand in 2011. The average balance of wdlelespurchase agreements remained
unchanged at $50.00 million between 2011 and 2@hde the rate increased 3 basis points due tetire within those borrowings. The
average balance of Federal Home Loan Bank (“FHLB")
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advances and other borrowings decreased $25.48mitlr 13.10%, and the rate paid on those borrgsvincreased 51 basis points in 2011
compared to 2010. Other borrowings include the Camyis trust preferred issuance of $15.46 milliohjaok is indexed to 3-month LIBOR.
The Company prepaid $25.00 million of a $75.00iomllFHLB convertible advance that carried a 4.00%rest rate during the first quarter
of 2011. The advance was a structured borrowingevtie interest rate floated withn3enth LIBOR, but changed to a 4.00% fixed coshie
first quarter of 2011.

Average Balance Sheets and Net Interest Income Aryais

2011 2010 2009
Interest Average Interest Average Interest Average
Average Income/  Yield/Rate Average Income/  Yield/Rate Average Income/  Yield/Rate
Balance  Expense 1) @ Balance _ Expense 1) @ Balance  Expense 1) @
(Amounts in thousand
Earning assel
Loans held for investmer® $1,382,09° $ 80,74 5.84% $1,400,06. $ 84,90¢ 6.06% $1,333,11: $ 82,78¢ 6.21%
Available-for-sale securitie 434,58,  15,77¢ 3.6%% 492,70 21,31 4.3%  537,27¢ 27,63¢ 5.14%
Held-to-maturity securitie: 3,99¢ 33: 8.32% 6,29¢ 53: 8.4t% 7,82¢ 643 8.21%
Interest-bearing deposits with
banks 116,06: 28E 0.25% 81,98’ 194 0.2%% 62,24 16E 0.27%
Total earning asse 1,936,74. 97,13t 5.01% 1,981,051 106,94¢ 54(% 1,940,461 111,23: 5.7%%
Other asset 258,89 282,00! 288,45(
Total $2,195,63! $2,263,05! $2,228,911
Interes-bearing liabilities
Demand deposil $ 277,260 $ 431 0.1€% $ 252,47 $ 98C 0.3% $ 205,99° $  44c 0.22%
Savings deposil 410,24( 88¢€ 0.22% 421,18« 2,751 0.65%  334,21° 2,58¢ 0.77%
Time deposit: 682,997 11,47 1.68% 760,28t  16,15¢ 2.12%  863,35° 24,76¢ 2.87%
Total interest-bearing
deposits 1,370,501  12,78¢ 0.9%% 1,433,94. 19,88 1.3% 1,403,57. 27,79¢ 1.98%
Federal funds purchas 77 — 0.0(% — — — — — —
Retail repurchase agreeme 83,56+ 544 0.65% 97,53: 992 1.02% 101,77 1,37t 1.3¢%
Wholesale repurchase agreeme 50,00( 1,887 3.71% 50,00( 1,872 3.7% 50,00( 1,92z 3.84%
FHLB borrowings and other long
term debr 168,98¢ 6,92¢ 41(%  194,46: 6,974 3.5%%  204,67¢ 7,58¢ 3.71%
Total borrowings 302,62¢ 9,35¢ 3.0%  341,99. 9,83¢ 2.88% 356,450 10,88¢ 3.05%
Total interest-bearing
liabilities 1,673,12! 22,147 1.32% 1,775,93. 29,72t 1.67% 1,760,02. 38,68: 2.2(%
Noninteres-bearing demand
deposits 223,23 206,39t 199,91°
Other liabilities 4,127 11,28( 24,83:
Stockholder equity 295,15( 269,44¢ 244,13
Total $2,195,63! $2,263,05! $2,228,91!
Net interest income, t-equivalent $ 74,98¢ $ 77,22: $ 72,54¢
Net interest rate sprei® 3.6% 3.7% 3.5%
Net interest margi® 3.87% 3.9(% 3.74%

(1)
(2)
(3)
(4)

Fully taxable equivalent at the rate of 35“FTE").
Non-accrual loans are included in average balancesamdlisig but with no related interest income dutimg period of no-accrual.
Represents the difference between the tax equivgileld on earning assets and cost of fui
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 (ckarng the average rate times the prior
yeal's average volume), and (iii) changes in rate/vaujchange in the average volume column times thagdin average rate):

Twelve Months Ended Twelve Months Ended
December 31, 2011 Compared to 2010 December 31, 2010 Compared to 2009
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 $(1,089) $(3,080) $ 5 $(4,169 $4,15¢ $(2,000 $ (37) $ 2,121

Securities availab-for-sale (FTE (2,517 (3,449 42& (5,53f) (2,29])) (4,357 31&¢ (6,329

Securities hel-to-maturity (FTE) (195) (8) 3 (200 (12€) 20 (4) (110

Interes-bearing deposits with other bar 82 8 1 91 53 (19) (5) 29
Total interes-earning asset (3,719 (6,529 437 (9,81) 1,79¢ (6,351 27Z (4,285
Interest Paid Or

Demand deposil 97 (587) (65) (549 10z 35C 85 537

Savings deposil (71) (1,81) 17 (1,865 67C (401) (106 162

Time deposit: (1,639 (3,345 29¢ (4,68%) (2,95¢) (6,47%) 824 (8,609

Federal funds purchas — — — — — — — —

Retail repurchase agreeme (142) (361) 55 (44¥) (57 (336 10 (383)

Wholesale repurchase agreeme — 15 0 15 — (50 0) (50

FHLB borrowings and other lo-term deb: (914) 99z (1249 (46) (379 (246) 10 (615)
Total interes-bearing liabilities (2,669 (5,09) 182 (7,57¢) (2,627 (7,158 82F (8,95))
Change in net interest income, -equivalent $(1,050 $(1,43f) $ 255 $(2,23%) $4,41€¢ $ 807 $(551) $4,67-

Provision for Loan Losses

The provision for loan losses is determined by rgan#ent as the amount to be added to the allowamdean losses after net cha