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UNI TED STATES
SECURI TI ES AND EXCHANGE COWM SS|I ON
Washi ngton, D.C. 20549
Form 10- K
[X] Annual Report Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934

For the Fiscal Year Ended Decenber 31, 1999
or
[ ] Transition Report Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934

For the transition period from----------uumnn-n- Conmi ssion File Number 0-19297

First Community Bancshares, Inc.
(Exact nane of Registrant as specified in its charter)

Nevada 55- 0694814
(State or other jurisdiction (I'RS Enpl oyer Identification No.)
of incorporation or organization)
One Community Place, Bluefield, Virginia 24605- 0989
(Address of principal executive offices) (Zi p Code)

Regi strant's tel ephone nunber, including area code: (540) 326-9000

Securities registered pursuant to Section 12(b) of the Act:
Title of each class Nanme of each exchange on which registered
NONE NONE

Securities registered pursuant to Section 12(g) of the Act:
Common stock, par value $1 per share
(Title of O ass)

Indicate by check mark whether the Registrant (1) has filed all reports required
to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 nonths (or for such shorter period that the Registrant was
required to file such reports), and (2) has been subject to such filing

requi rements for the past 90 days. Yes X No __

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405

of Regulation S-Kis not contained herein and will not be contained, to the best
of Registrant's know edge, in definitive proxy or information statenent
incorporated by reference in Part Il of this Form 10-K or any anmendnent to this
Form 10- K.

State the aggregate narket value of the voting stock held by non-affiliates of
the Registrant as of March 13, 2000.

$125, 609, 748 based on the closing sales price at that date
Common Stock, $1 par val ue

I ndicate the nunber of shares outstanding of each of the issuer's classes of
common stock as of March 13, 2000.

Common Stock, $1 par val ue- 8,725,596
DOCUMENTS | NCORPORATED BY REFERENCE

Portions of the First Community Bancshares, Inc. 1999 Annual Report to Security



Hol ders are incorporated by reference in Part | and Il hereof.

Portions of the Proxy Statenment for the annual neeting of shareholders to be
held April 11, 2000 is incorporated by reference in Part IIl of this Form 10-K.
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PART |
I TEM 1. BUSI NESS
GENERAL

First Community Bancshares, Inc. (FCBI or Conpany, Corporation or Registrant)
was incorporated in September 1997 in the State of Nevada and serves as the

hol di ng conpany for first Community Bank, N. A, a national association which
conducts commercial banking operations within the states of Virginia, West
Virginia and North Carolina. Prior to Decermber 1997, the hol ding conmpany
operated under the title FCFT, Inc. In order to facilitate a change in name to
First Community Bancshares, Inc. and to change the Conpany's state of domicile
from Del aware to Nevada, First Conmunity Bancshares, Inc. was fornmed to serve as
the successor in nmerger to FCFT, Inc. thus facilitating the changes of name and
state of domicile. As a result of this nerger and a series of acquisitions and
corporate reorgani zati ons which are discussed in nore detail in the follow ng
par agraphs, First Community Bancshares, Inc. now operates as a one-bank hol di ng
conpany through First Community Bank, N. A First Community Bancshares, Inc. now
operates as a one-bank hol di ng conpany through First Community Bank, N. A First
Communi ty Bancshares, Inc. and its wholly-owned subsidiary have total assets of
approximately $1.09 billion at Decenber 31, 1999 and conduct commercial banking
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busi ness throughout the three-state area of Virginia, West Virginia and North
Carolina through 31 full-service banking operations and 11 nortgage offices
whi ch are | ocated throughout the state of Virginia.

On Decenber 29, 1995, FCBI reorganized its then existing bank subsidiary, First
Communi ty Bank, Inc., Princeton, West Virginia, by splitting it into two
separate banks. This was acconplished by chartering a second, affiliated,
Federal Deposit Insurance Corporation (FDIC) insured state comrercial bank
formed through the acquisition of assets and assunption of the liabilities of
six of First Community Bank, Inc.'s operating divisions and branches | ocated
within Mercer County, West Virginia. This new bank, First Community Bank of
Mercer County, Inc., headquartered in Princeton, West Virginia, consisted of
five divisions with offices in Princeton, Bluefield, and Bluewell, Trust

Di vi si on, and Cor por at e/ Adm ni strative Division. The main office of the
reorgani zed First Community Bank, Inc., was relocated to Buckhannon, West

Vi rginia.

At the close of business on July 3, 1996, FCBI acquired Citizens Bank of

Tazewel | (Citizens), headquartered in Tazewell, Virginia. Pursuant to the
Agreerment and Pl an of merger, FCBI exchanged 3.51 shares of its common stock for
each share of Citizen's common stock. Accordingly, 263,159 shares of FCFT, Inc.
common stock were issued to holders of Citizens common stock. The nerger was
accounted for under the pooling of interests method. Accordingly, all financial
reporting periods presented have been restated to reflect this business

conbi nati on. Subsequent to the nerger, Citizens operates as a wholly owned
subsidiary of FCBI. On June 2, 1997, the corporate name of Citizens was changed
to First Community Bank of Southwest Virginia, Inc. (FCB SW/, Inc.).

At the close of business on Septenber 26, 1996, First Conmmunity Bank, Inc.
acquired the Grafton and Row esburg, West Virginia branches of Huntington

Nati onal Bank West Virginia. The acquisition of these branches added

approxi mately $21 nmillion in deposits. The intangible value of this transaction
total ed approxinately $1 million that is being anprtized over a 15-year period.
This acquisition was accounted for under the purchase nmethod of accounting.
Accordingly, the consolidated results in periods after Septermber 26, 1996
include the operations of the Grafton and Row esburg branches only fromthe date
of acquisition.

On April 9, 1997, FCBI acquired 100% of the common stock of Blue Ridge Bank
(Blue Ridge), headquartered in Sparta, North Carolina. Blue Ridge, a $105
mllion state-chartered bank, with offices located in Sparta, Elkin, Hays and
Taylorsville, North Carolina. Pursuant to the Agreement and Plan of merger, FCBI
exchanged cash of $19.50 for each of Blue Ridge's 1,212,148 conmpn shares. In
conjunction with the acquisition, Blue Ridge cancel ed outstanding stock options
through the paynent of $727,948 representing the difference between $19.50 and
the respective option prices. Total consideration including the paynment for
cancel | ation of the options was $24.7 nillion and resulted in an intangible
asset of approximately $13.2 mllion, which is being anortized over a 15-year
period. The acquisition was accounted for under the purchase nethod of
accounting. Accordingly, results of operations of Blue Ridge are included in
consol idated results of FCBI fromthe date of acquisition. Subsequent to the
nmerger, Blue Ridge operates as a wholly owned subsidiary of FCBI.

First Community Bank of Southwest Virginia, the Virginia subsidiary of First
Communi ty Bancshares, Inc., opened a de novo branch in Wtheville, Virginia,
|l ocated at 910 E. Main Street on August 1, 1997.
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In Septenber 1997, FCB-SW/, Inc. acquired three branches fromFirst Virginia
Bank and Prenier Bankshares. The branches located in Fort Chiswell, Pound and
Clintwood, Virginia had total deposits of $43,864,000 at the date of the branch
acqui sition. The intangible value of this transaction was approximately $4.6
mllion and is being anortized over a 15-year period.

Effective with the close of business on April 30, 1999, First Community Bank,
Inc. was converted to a National Association entitled First Community Bank, N. A
(FCBNA). Concurrent with this conversion, FCBNA acquired the outstandi ng stock
of Blue Ridge Bank from First Community Bancshares, Inc. and the operations of
First Community Bank of Mercer County, Inc. and First Community Bank of

Sout hwest Virginia, Inc. were nmerged with and into FCBNA. Additionally, the

Cor porate headquarters of FCBI and FCBNA were relocated to the new Corporate



center located in Bluefield, Virginia.

I n Septenber 1999, the Conpany's wholly owned banking subsidiary, FCBNA,
acquired United First Mrrtgage, Inc. (UFM. UFMis a nortgage brokerage business
organi zed under the laws of the State of Virginia. UFM conducts operations
through eleven facilities situated in eastern Virginia.

Currently, the Registrant is a bank hol ding conpany and the banki ng operations
are expected to remain the principal business and major source of revenue. The
Regi strant provides a nmechani sm for ownership of the subsidiary banking
operations, provides capital funds as required and serves as a conduit for
distribution of dividends to stockholders. The Registrant al so considers and
eval uates options for growth and expansion of the existing subsidiary banking
operations.

The Registrant currently derives substantially all of its revenues from
dividends paid by its subsidiary bank. Dividend paynents by the bank are
determined in relation to earnings, asset growth and capital position and are
subject to certain restrictions by regulatory agencies as described nmore fully
under Supervision and Regulation of this item

First Community Bank, N. A (A National Association)

FCBNA is a nationally chartered bank organi zed under the banking | aws of the
United States. FCBNA engages in general commercial and retail banking business
in West Virginia, Virginia and North Carolina through 31 full service banking
facilities. It provides safe deposit services and nmakes all types of |oans,
including commercial, nortgage and personal |oans. FCBNA al so provides trust
services and its deposits are insured by the FDIC. FCBNA is a nmenber of the
Federal Reserve Systemand is a nmenber of the Federal Home Loan Bank (FHLB) of
Atlanta. Regul atory oversight of the banking subsidiary is conducted by the

O fice of the Conptroller of the Currency (OCC).

LENDI NG ACTI VI TI ES

The Conpany's banking subsidiary generates revenues primarily through the
investment of borrowed and deposited funds in earning assets. These assets are
conprised of securities available for sale, investnent securities, short-term
investment vehicles and | oans to businesses and individuals. Average |oans
represent approxi mately 67.3% of average earning assets and present a hi gher
level of credit risk to the Conpany when contrasted with investnent securities.

The principal lending activities of the bank are concentrated primarily within
its market areas in West Virginia, Virginia, North Carolina and the surrounding
md-Atlantic area. These are areas w th which bank personnel are npst acquainted
and are within reasonabl e distances of the bank which allows for tinely

conmmuni cations with customers as well as periodic inspections of collateral.

Loan portfolios total $704.1 million at Decenber 31, 1999 and are conprised of
commercial, real estate and consunmer |oans including home equity |oans.
Commer ci al and commercial real estate |oans conprise 42.7% of the total |oan
portfolio. Commercial |oans include loans to small to md-size industrial,
commer ci al and service conpanies that include but are not limted to, coal

m ning conpani es, manufacturers, autonobile dealers, and retail and whol esal e
merchants. Collateral securing these |oans includes equi pnment, machinery,
inventory, receivables, vehicles and commercial real estate. Commercial |oans
are considered to contain a higher level of risk than other |oan types although
care is taken to mnimze these risks. Underwiting standards require a
conprehensi ve revi ew and i ndependent evaluation of virtually all commerci al
loans by Credit Administration and Loan Conmittees prior to approval with
updates to these credit reviews performed periodically on a quarterly or annual
basi s depending on the size of the loan relationship.

Real estate nortgage | oans conprise 35.7% of the total |loan portfolio. Mrtgage

loans to consuners are secured primarily by first lien deeds of trust. These
| oans generally do not exceed an 80% | oan to value ratio at the |oan
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origination date and are considered to contain nornal risk. Loans in the real
estate nortgage category have historically yielded the | owest loss ratio of all



| oan types

Consuner | oans conprise 18.1% of the total |oan portfolio. Collateral for these
| oans include autonobiles, boats, recreational vehicles, and other personal
property. Personal |oans and honme equity |oans are also included as consuner

| oans. Historically, |osses on these types of |oans have been minimal; however,
indirect |lending through various autonobile deal erships in 1996 and 1997, which
was substantially curtailed in 1998, led to a significant increase in consuner

| oan charge-offs in 1997 and 1998. During 1998, the Conpany sold $14 million in
credit card revolving |oan accounts and ternminated its credit card operations
due to strong conpetition for this formof business, rising consuner

del i nquenci es and higher |oss ratios.

The average yield on a tax equivalent basis on all loans in 1999 was 9.17% and
average | oans expressed as a percentage of average deposits were 75%in 1999.
This percentage is consistent with the prior year |level of 74%in 1998, however,
this represents a | ower |evel of outstanding | oans when conpared with the | oan
to deposit ratio of 81%in 1997.

EMPLOYEES

The Registrant and its subsidiaries had 489 enpl oyees at Decenmber 31, 1999.
Managenent consi ders enpl oyee rel ations to be excellent.

COVPETI Tl ON

The Corporation's subsidiaries face substantial conpetition in their operations
from banki ng and nonbanki ng institutions, including savings and |oan
associations, credit unions, noney market funds and other investnent vehicles,
mutual fund advi sory conpani es, brokerage firnms, insurance conpanies, |easing
conpani es, credit card issuers, nortgage banki ng conpani es, investnent banking
conpani es, finance conpani es and other types of financial services providers.

The Conpany's subsidiary has been able to conpete effectively with other
financial institutions in its respective market areas. The subsidiary enphasizes
custonmer service in an effort to establish long-termcustoner relationships and
build custonmer loyalty. The subsidiary of the Conpany has consolidated services
such as data processing, accounting, |oan review and conpliance, and internal
audit services to enhance its ability to conpete effectively in its respective
mar ket s.

SUPERVI SI ON AND REGULATI ON
GENERAL

The Registrant is a bank hol ding conpany wi thin the nmeaning of the Bank Hol di ng
Act of 1956 (Act), as anended, and is registered as such with the Board of
Governors of the Federal Reserve System The Registrant is required to file with
the Board of Governors quarterly reports of the Registrant and the subsidiary
and such other information as the Board of Governors may require. The Federal
Reserve nekes periodic exam nations of the Registrant typically on an annual
basis. The Act requires every bank holding conpany to obtain prior approval of
the Board of Governors before acquiring substantially all the assets or direct
or indirect ownership or control of more than 5% of the voting shares of any
bank which is not already nmajority-owned. The Act also prohibits a bank hol di ng
conpany, with certain exceptions, fromengaging in, or acquiring direct or
indirect control of nobre than 5% of the voting shares of any conpany engaged in
non- banking activities.

Bank hol di ng conpani es and their subsidiary banks are al so subject to the
provisions of the Community Reinvestnment Act of 1977 ("CRA"). Under the CRA, the
Federal Reserve Board is required, in connection with its exam nation of a bank,
to assess such bank's record in neeting the credit needs of the communities
served by that bank, including | ow and noderate-income nei ghborhoods. Further,
such assessnment is also required of any bank hol di ng conpany which has applied
to (i) charter a National bank, (ii) obtain deposit insurance coverage for a
newly chartered institution, (iii) establish a new branch office that wll
accept deposits, (iv) relocate an office, or (v) nerge or consolidate with, or
acquire the assets or assune the liabilities of a federally-regulated financial
institution. In the case of a bank hol di ng conpany applying for approval to
acquire a bank or other bank hol ding conpany, the Federal Reserve Board will
assess the record of each subsidiary of the applicant bank hol di ng conpany, and
such records may be the basis for denying the application or inposing conditions
in connection with approval of the application. On July 1, 1995, the federal
bank regul ators amended the CRA regulations to sinplify enforcenent of the CRA



by substituting the prior
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twel ve assessment categories with three performance categories for use in
calculating CRA ratings. The federal bank regulators wll evaluate banks under
the lending, investrment, and service tests. Additional data collection and
reporting requirenments under the Home Mortgage Disclosure Act are inposed on
institutions which accept nortgage | oan applications within nmetropolitan
statistical areas

The Financial Institutions Reform Recovery, and Enforcement Act of 1989
("FIRREA") was enacted by Congress on August 9, 1989. Anpng the nore significant
consequences of FIRREA with respect to bank hol ding conpanies is the inpact of
the "cross-guarantee" provision and the significantly expanded enforcenent
powers of bank regulatory agencies. Under the cross-guarantee provision, if one
depository institution subsidiary of a multi-unit holding conpany fails or
requires FDI C assistance, the FDIC may assess a commonly controlled depository
institution for the estimated | osses suffered by the FDIC. Wile the FDIC s
claimis junior to the clains of non-affiliated depositors, holders of secured
liabilities, general creditors, and subordinated creditors, it is superior to
the clainms of sharehol ders. Ampbng the significantly expanded enforcement powers
of the bank regulatory agencies are the powers to (i) obtain cease and desi st
orders, (ii) rempve officers and directors, (iii) approve new directors and
seni or executive officers of certain depository institutions, and (iv) assess
crimnal and civil noney penalties for violations of law, regulations. or

condi tions inposed by, or agreenments with, regulatory agencies

The earnings of the Corporation's subsidiary, and therefore the earnings of the
Corporation, are affected by general econom c conditions, nmanagenent policies
and the | egislative and governnmental actions of various regulatory authorities,
including the Federal Reserve Board, the OCC and the FDIC. In addition, there
are nunerous governnental requirenents and regul ati ons which affect the
activities of the Corporation and its subsidiary

PAYMENT OF DI VI DENDS

The Corporation is a legal entity separate and distinct fromits banking
subsidiary. A nmjor portion of the revenues of the Corporation result from
amounts paid as dividends to the Corporation by its national bank subsidiary
The prior approval of the Conptroller is required if the total of all dividends
decl ared by a national bank in any cal endar year will exceed the sum of such
bank's net profits for that year and its retained net profits for the preceding
two cal endar years, less any required transfers to surplus. Federal |aw al so
prohibits national banks from paying dividends which would be greater than the
bank's undivided profits after deducting statutory bad debts in excess of the
bank' s al |l owance for |oan |osses

In addition, the Corporation and its banking subsidiary are subject to various
general regulatory policies and requirenents relating to the paynent of

di vidends, including requirements to nmintain adequate capital above regulatory
m nimuns. The appropriate federal regulatory authority is authorized to
determ ne under certain circunstances relating to the financial condition of a
bank or bank hol ding conpany that the paynent of dividends would be an unsafe or
unsound practice and to prohibit payment thereof. The appropriate federal

regul atory authorities have indicated that paying dividends that deplete a
bank's capital base to an inadequate |level would be an unsound and unsafe
banki ng practice and that banking organi zati ons should generally pay dividends
only out of current operating earnings

CAPI TAL ADEQUACY

Under the risk-based capital requirements for bank hol ding conmpanies, the

m nimum requirenent for the ratio of capital to risk-weighted assets (including
certain off-bal ance-sheet activities, such as standby letters of credit) is
eight percent. At least half of the total capital is to be conposed of common
stockhol ders' equity, retained earnings, a limted amunt of qualifying
perpetual preferred stock and mnority interests in the equity accounts of
consol i dated subsidiaries, |ess goodwill and certain intangibles ("tier 1
capital"” and together with tier 2 capital "total capital"). The renmninder of
total capital may consist of mandatory convertible debt securities and a limted



amount of subordinated debt, qualifying preferred stock and | oan |oss allowance
("tier 2 capital"). At Decenber 31, 1999, the Corporation's tier 1 capital and
total capital ratios were 11.96 percent and 13.22 percent, respectively

In addition, the Federal Reserve Board has established m ninum|everage ratio
gui del ines for bank hol ding conpani es. These requirenments provide for a mni mum
|l everage ratio of tier 1 capital to adjusted average quarterly assets |ess
certain ambunts ("leverage ratio") equal to three percent for bank hol ding
conpani es that nmeet certain specified criteria, including having the highest
regulatory rating. Al other bank holding conpanies will generally be required
to maintain a leverage ratio of fromat least four to five percent. The
Corporation's |leverage ratio at Decenmber 31, 1999, was 8.25 percent. The
gui del ines al so provide that bank hol ding conpani es experiencing internal growth
or making acquisitions will be expected to maintain strong capital positions
substantially above the m nimum supervisory |evels w thout significant reliance
on intangible assets. Furthernore, the guidelines indicate that the Federa
Reserve Board
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wi |l continue to consider a "tangible tier 1 |everage ratio" (deducting al
intangi bl es) in evaluating proposals for expansion or new activity.

The Corporation's subsidiary bank is subject to simlar capital requirenments
adopted by the Conptroller of the Currency. The capital ratios of the bank
subsidiary of the Corporation are set forth on page 43 in the Annual Report and
are incorporated herein by reference

SUPPORT OF SUBSI DI ARY BANK

The Federal Deposit |nsurance Corporation |Inprovenment Act, as amended

("FDICl A"), anmpng other things, inposes liability on an institution the deposits
of which are insured by the FDIC, such as the Corporation's subsidiary bank, for
certain potential obligations to the FDIC incurred in connection with other

FDI C-insured institutions under common control with such institution

Under the National Bank Act, if the capital stock of a national bank is inpaired
by | osses or otherwi se, the Conptroller is authorized to require paynent of the
deficiency by assessnent upon the bank's stockholders, pro rata, and to the
extent necessary, if any such assessment is not paid by any stockhol der after
three nmonths notice, to sell the stock of such stockhol der to make good the
deficiency. Under Federal Reserve Board policy, the Corporation is expected to
act as a source of financial strength to its subsidiary bank and to conmit
resources to support the subsidiary. This support may be required at times when
absent such Federal Reserve Board policy, the Corporation may not find itself
able to provide it.

Any capital |oans by a bank holding conpany to its subsidiary bank are
subordinate in right of paynent to deposits and to certain other indebtedness of
such subsidiary bank. In the event of a bank hol ding conpany's bankruptcy, any
commi tment by the bank hol ding conpany to a federal bank regulatory agency to
maintain the capital of a subsidiary bank will be assuned by the bankruptcy
trustee and entitled to a priority of paynment

DEPOSI TOR PREFERENCE STATUTE

Under federal |aw, deposits and certain clains for adm nistrative expenses and
enpl oyee conpensation agai nst an insured depository institution would be
afforded a priority over other general unsecured clains against such an
institution, including federal funds and letters of credit, in the "liquidation
or other resolution" of such an institution by any receiver

BORROW NGS BY THE CORPORATI ON

The banking subsidiary of the Registrant is subject to certain restrictions by
regul atory bodies which linmt the ampbunts and the manner in which it may |oan
funds to the Registrant. The bank is further subject to restrictions on the
amount of dividends that can be paid to the Registrant in any one cal endar year
wi t hout prior approval by prinmary regulators. Payment of dividends by the

subsi diary bank to the Registrant cannot exceed net profits, as defined, for the
current year conbined with net profits for the two preceding years. In addition



any distribution that mght reduce the bank's equity capital to unsafe |levels or
which, in the opinion of regulatory agencies, or is not in the best interests of
the public, could be prohibited. (For additional information concerning these
restrictions, see Note 14 of the Notes to the 1999 Consolidated Financi al
Statenments incorporated herein by reference.)

PROVMPT CORRECTI VE ACTI ON
The FDICI A, anpng other things, requires the federal banking agencies to take

"pronpt corrective action" in respect of depository institutions that do not
meet mininmumcapital requirements. FDICl A establishes five capital tiers: "wel

capitalized", "adequately capitalized", "undercapitalized", "significantly
undercapitalized" and "critically undercapitalized". A depository institution's
capital tier will depend upon where its capital |evels conpare to various

rel evant capital measures and certain other factors, as established by
regul ation

Federal regulatory authorities have adopted regul ati ons establishing rel evant
capital measures and relevant capital |evels applicable to FDI Cinsured banks
The rel evant capital nmeasures are the total capital ratio, the tier 1 capital
ratio and the |leverage ratio. Under the regulations, an FDI C-insured bank wll
be: (i) "well capitalized" if it has a total capital ratio of ten percent or
greater, a tier 1 capital ratio of six percent or greater and a |leverage ratio
of five percent or greater and is not subject to any order or witten directive
by any such regulatory authority to meet and maintain a specific capital |eve
for any capital neasure; (ii) "adequately capitalized" if it has a total capital
ratio of eight percent or greater, a tier 1 capital ratio of four percent or
greater and a leverage ratio of four percent or greater (three percent in
certain circunstances) and is not "well capitalized"; (iii) "undercapitalized"
if it has a total capital ratio of |less than
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eight percent, a tier 1 capital ratio of |less than four percent or a |everage
ratio of |less than four percent (three percent in certain circunstances); (iv)
"significantly undercapitalized" if it has a total capital ratio of less than
six percent, a tier 1 capital ratio of less than three percent or a |everage
ratio of less than three percent; and (v) "critically undercapitalized" if its
tangible equity is equal to or less than two percent of average quarterly
tangi ble assets. An institution may be downgraded to, or deened to be in, a
capital category that is lower than is indicated by its capital ratios if it is
determned to be in an unsafe or unsound condition or if it receives an
unsatisfactory exam nation rating with respect to certain matters. As of
Decenber 31, 1999, the Corporation's deposit-taking subsidiary bank had capita
levels that qualify it as being "well capitalized" under such regul ations

The FDICIA generally prohibits an FDICinsured depository institution from
maki ng any capital distribution (including paynment of a dividend) or paying any
managenent fee to its holding conpany if the depository institution would
thereafter be "undercapitalized". "Undercapitalized" depository institutions are
subject to growth limtations and are required to submt a capital restoration
plan. The federal banking agencies may not accept a capital plan wthout

determ ning, anong other things, that the plan is based on realistic assunptions
and is likely to succeed in restoring the depository institution's capital. In
addition, for a capital restoration plan to be acceptable, the depository
institution' s parent holding conpany nust guarantee that the institution wll
conply with such capital restoration plan. The aggregate liability of the parent
hol ding conpany is linmted to the lesser of (i) an ampbunt equal to five percent
of the depository institution's total assets at the time it becane
"undercapitalized', and (ii) the ampunt which is necessary (or would have been
necessary) to bring the institution into conpliance with all capital standards
applicable with respect to such institution as of the tine it fails to conply
with the plan. If a depository institution fails to submt an acceptable plan

it is treated as if it is "significantly undercapitalized"

"Significantly undercapitalized" depository institutions may be subject to a
nunber of requirements and restrictions, including orders to sell sufficient
voting stock to becone "adequately capitalized", requirements to reduce total
assets and cessation of receipt of deposits from correspondent banks
"Critically undercapitalized" institutions are subject to the appointnent of a
receiver or conservator. A bank that is not "well capitalized" is subject to



certain limtations relating to so-called "brokered" deposits
| NTERSTATE BANKI NG AND BRANCH LEG SLATI ON

The Reigle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the

"I BBEA"), authorized interstate acquisitions of banks and bank hol di ng conpani es
wi t hout geographic limtation beginning one year after enactment. In addition

it authorized, beginning June 1, 1997, a bank to merge with a bank in another
state as long as neither of the states opted out of interstate branching between
the date of enactnment of the IBBEA and May 31, 1997. In addition, a bank may
establish and operate a de novo branch in a state in which the bank does not
maintain a branch if that state expressly pernmts de novo branching

RECENT LEG SLATI ON

Ef fective March 11, 2000, pursuant to authority granted under the

Gramm Leach-Bliley Act, a bank hol ding conpany may el ect to beconme a financia
hol di ng conpany and thereby to engage in a broader range of financial and other
activities than are pernmissible for traditional bank holding conpanies. |In order
to qualify for the election, all of the depository institution subsidiaries of
the bank hol ding conpany nust be well capitalized and well managed, as defined
by regulation, and all of its insured depository institution subsidiaries have
achieved a rating of "satisfactory" or better with respect to nmeeting community
credit needs. Pursuant to the Gramm Leach-Bliley Act, financial holding
conpanies will be permtted to engage in activities that are "financial in
nature" or incidental or conplenentary thereto, as determined by the Federa
Reserve Board. The G anm Leach-Bliley Act identifies several activities as
"financial in nature," including, anobng others, insurance underwiting and
agency, investnment advisory services, nerchant banking and underwiting, and
dealing or making a market in securities. FCBl has not, at this time, made any
decisions with respect to the extent to which it will become a financial holding
conpany under the Act
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GOVERNMENTAL MONETARY POLI Cl ES AND ECONOM C CONTROLS

The earnings of the Registrant and its subsidiary are affected by the nonetary
policies of the Federal Reserve System

An inportant function of the Federal Reserve Systemis to regulate the Nationa
supply of credit in order to deal with econom ¢ conditions. The instruments
enmpl oyed by the Federal Reserve are open market operations of U S. Governnent
securities, changes in the discount rate on nenber bank borrow ngs, changes in
Federal Funds rates and changes in reserve requirenents. These policies
influence, in various ways, the level of the conpany's investnents, |oans and
deposits and rates earned on its earning assets and interest rates paid on
liabilities.

<PAGE> 10

I. DI STRI BUTI ON OF ASSETS, LIABILITIES AND STOCKHOLDERS' EQUI TY, | NTEREST RATES



AND | NTEREST DI FFERENTI AL

A. & B. AVERAGE BALANCE SHEETS-- NET | NTEREST | NCOVE ANALYSI S

Table 2

(Ampunts in Thousands, except %

1999 1998 1997
AVERAGE | NTEREST Y! ELD/ RATE AVERAGE I NTEREST Yl ELD/ RATE AVERAGE I NTEREST Yl ELD/ RATE
BALANCE (1) (1) BALANCE (1) (1) BALANCE (1) (1)

Ear ni ng Assets:
Loans (2)

Taxabl e $ 626, 868 $57, 346 9. 15% $ 634,342 $61, 355 9.67% $601, 492 $58, 676 9. 76%

Tax- Exenpt 10, 043 1,062 10. 58% 13, 425 1, 490 11.10% 15, 993 1, 657 10. 36%

Tot al 636, 911 58, 408 9.17% 647,767 62, 845 9.70% 617, 485 60, 333 9. 77%
Reserve for Loan

Losses (11, 239) (11, 731) (9, 770)

Net Tot al 625,672 58, 408 9. 34% 636, 036 62, 845 9. 88% 607, 715 60, 333 9. 93%
Securities Avail able For

Sal e:

Taxabl e 186, 379 11, 417 6.13% 121,704 7,750 6.37% 122, 326 8, 226 6.72%

Tax- Exenpt 35, 627 2,769 7.77% 26, 056 2,015 7.73% 17,162 1,388 8. 09%

Tot al 222,006 14,186 6.39% 147,760 9, 765 6.61% 139, 488 9,614 6.89%
I nvest ment Securities:

Taxabl e 6, 782 465 6. 86% 20,221 1,307 6. 46% 45, 581 2,820 6.19%

Tax- Exenpt 73,938 5,983 8. 09% 74,766 6, 036 8.07% 59, 547 4, 830 8.11%

Tot al 80, 720 6, 448 7.99% 94, 987 7,343 7.73% 105, 128 7,650 7.28%

I nterest-Bearing

Deposits 9, 866 482 4.89% 56, 136 3,007 5.36% 418 44 10. 53%
Federal Funds Sol d 8, 800 403 4.58% 29,628 1,593 5.38% 17,127 949 5.54%

Total Earning Assets 947, 064 79, 927 8. 44% 964, 547 84, 553 8.77% 869, 876 78, 590 9. 03%
Ot her Assets 95, 119 93, 984 79, 604

Tot al $1, 042, 183 $1, 058, 531 $949, 480

I nterest-Bearing
Liabilities:

Denand Deposits $ 137,816 2,974 2.16% $134, 195 3,732 2.78% $111, 177 3,064 2.76%
Savi ngs Deposits 145, 526 3, 257 2.24% 150, 749 4,452 2.95% 141, 827 4, 350 3.07%
Ti me Deposits 451, 079 22,913 5. 08% 474, 263 26,196 5.52% 406, 208 21,359 5.26%
Short - Ter m Bor r owi ngs 58, 365 2,326 3.99% 51, 457 2,288 4. 45% 59, 462 2,623 4.41%
Long- Ter m Bor r owi ngs 12, 905 781 6. 05% 23,468 1,459 6.22% 22,654 1,494 6.59%
Total Interest-Bearing
Liabilities 805, 691 32,251 4. 00% 834, 132 38, 127 4.57% 741, 328 32, 890 4.43%
Denand Deposits 119,576 111, 565 100, 158
Other Liabilities 13,070 12,236 13, 955
St ockhol ders' Equity 103, 846 100, 598 94, 039
Tot al $1, 042, 183 $1, 058, 531 $949, 480
Net Interest |ncone $47, 676 $46, 426 $45, 700
Net Interest Rate Spread (3) 4. 44% 4.20% 4.60%
Net Interest Margin (4) 5. 03% 4.81% 5.25%

(1) Fully Taxable Equival ent-Using the Federal statutory rate of 35%



(2) Non-accrual loans are included in average bal ances outstanding but with no

related interest incone

(3) Represents the difference between the yield on earning assets and cost

funds.

of

(4) Represents tax equivalent net interest income divided by average interest

earni ng assets.
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C. RATE AND VOLUME ANALYSI S OF | NTEREST (1)

Table 3
(Amounts in Thousands)

1999 Conpared to 1998
I ncrease/ (Decrease) due to

Vol ume Rat e Tot al
Interest Earned On:
Loans $(1,076) $(3, 361) $(4, 437)
I nvestnent securities avail able
for sale 4,716 (295) 4,421
I nvest nent securities
held to maturity (984) 89 (895)
Interest bearing deposits
wi th other banks (2,282) (243) (2, 525)
Federal funds sold (983) (207) (1, 190)
Total interest earning
assets (609) (4,017) (4,626)
Interest Paid On:
Demand deposits 98 (856) (758)
Savi ngs deposits (150) (1, 045) (1, 195)
Ti me deposits (1, 242) (2,041) (3, 283)
Short-term borrow ngs 289 (251) 38
Long-term debt (640) (38) (678)
Total interest bearing
liabilities (1, 645) (4,231) (5,876)
Change in net interest
i nconme $ 1,036 $ 214 $ 1,250

1998 Conpared to 1997
I ncrease/ (Decrease) due to

Vol ume Rat e Tota
$ 2,902 $ (390) $ 2,512
649 (498) 151
(405) 98 (307)
2,995 (32) 2,963
673 29 644
6,814 (851) 5,963
640 28 668
267 (165) 102
3,718 1,119 4,837
(356) 31 (325)
53 (98) (45)
4,322 915 5,237
$ 2,492 $(1, 766) $ 726

(1) Fully Taxabl e Equival ent-using the federal statutory rate of 35%

The preceding table sets forth a summary of the changes in interest earned and
paid resulting fromchanges in volume of earning assets and paying liabilities

and changes in rates thereon. For purposes of this analysis, the change in
interest due to both rate and vol ume has been allocated to volune and rate
changes in proportion to the relationship of the absolute dollar ampunts

11
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I'l. I NVESTMENT PORTFOLI O



A. Anprtized Cost of Investment Securities Held to Maturity

Table 4

(Amounts in Thousands)

U.S. Treasury securities

U.S. Governnent agencies and corporations
States and political subdivisions

Ot her securities

Mar ket Val ue of Securities Available for Sale

Table 5

(Amounts in Thousands)

U. S. CGovernnent agencies and corporations
States and political subdivisions
O her securities

B. Maturity and Yields

Decenber 31
1999 1998 1997
$ 100 $ 100 $ 4,098
3,663 7,546 26, 377
73, 640 75, 009 77,641
1, 365 1, 361 1,058
$78, 768 $ 84,016 $109, 174
Decenber 31
1999 1998 1997
$143, 636 $119, 508 $132, 746
33, 355 37,343 22,576
35,114 36, 343 6,473
$212, 105 $193, 194 $161, 795

The required information is incorporated by reference to pages 32 through 34 of

the 1999 Annual Report

C. There are no issues included in obligations of states and politica

subdi vi sions or other securities that

st ockhol ders' equity

111, LOAN PORTFOLI O

A. Loan Summary

Table 6

Amounts in Thousands) 1999
Commer ci al, Financial and

Agricul tural $ 92,379
Real Estate - Conmerci al 208, 228
Real Estate - Construction 24,684
Real Estate - Residential 251, 332
Consuner 128, 541
O her 62
Tot al 705, 586
Less : Unearned |ncone 1, 490
704, 096
Less: Reserve for Loan Losses 11, 900
Net Loans $692, 196

exceed ten percent of

Decenber 31

1998 1997
$ 77,233 $ 82, 445
170, 683 202, 625
8,988 9,612
228, 540 227, 465
127, 169 151, 429
894 1, 185
613, 507 674, 761
2,014 2,944
611, 493 671, 817
11, 404 11, 406
$600, 089 $660, 411

1996 1995
$ 79,278 $ 71,441
166, 787 152,579
10, 589 5, 608
171, 455 155, 282
120, 720 100, 843
552 519
549, 381 486, 272
1,678 1,121
547,703 485, 151
8,987 8,321
$538, 716 $476, 830
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B. Maturities and Rate Sensitivity of Loan Portfolio at Decenber 31, 1999:

Table 7

Remei ni ng Maturities

(Amounts in Thousands)

Over One Over
One Year Year to Five
and Less Five Years Year s Tot al
Commer ci al, Financial and
Agricul tural $ 42,515 $ 30,928 $ 19, 296 $ 92,739
Real Estate - Conmerci al 60, 905 67,030 80, 292 208, 227
Real Estate - Construction 10, 972 10, 473 3,239 24,684
Real Estate - Mbrtgage 27,005 95, 496 128, 656 251, 157
Consuner 19, 321 96, 813 11,093 127, 227
G her - 0- 49 13 62
$160, 718 $300, 789 $242, 589 $704, 096
Rate Sensitivity:
Pre-determ ned Rate $ 82,660 $270, 180 $189, 275 $542, 115
Fl oating or Adjustable Rate 78, 058 30, 609 53, 314 161, 981
$160, 718 $300, 789 $242, 589 $704, 096
22.83% 42.72% 34. 45% 100. 00
C. Risk Elements. The required information for risk elements is included
bel ow and incorporated by reference to pages 16 and 17 of the 1999
Annual Report.
Nonper f or mi ng Assets:
Table 8
Decenber 31
(Amounts in Thousands) 1999 1998 1997 1996
Non- accrui ng Loans $7, 889 $7, 763 $9, 988 $5, 476 $
Loans Past Due Over 90
Days 1,259 377 4,391 780
Restructured Loans Per-
form ng in Accordance
Wth Mdified Terns 505 509 534 401

Gross Interest |ncome Wich

Woul d Have Been Recorded

Under Original Terns of

Non- Accrui ng and Re-

Structured Loans 436
Actual Interest Income During

the Period 78

440

Per cent

13.17%

29.57%

3.51%

35.67%



Conmitnments to Lend
Addi ti onal Funds on Non-
Perform ng Assets --

Managenent believes that the extent of problem|oans at Decenber 31, 1999 is
di scl osed as non-performng assets or delinquent loans in the preceding charts
However, there can be no assurance that future circumstances, such as further
erosi on of econonmic conditions and the related potential effect that such
erosion may have on certain borrowers' ability to continue to nmeet paynent
obligations, will not lead to an increase in problemloan totals. Managenent
bel i eves that the non-performng asset carrying values will be substantially
recoverable, taking into consideration the

13
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adequacy of the applicable collateral and, in certain cases, partial wite-dows
whi ch have been taken and al |l owances that have been established

It is the Registrant's policy to discontinue the accrual of interest on |oans
based on their paynment status and evaluation of the related collateral and the
financial strength of the borrower. The accrual of interest is normally

di scontinued when a | oan beconmes 90 days past due as to principal or interest

At Decenber 31, 1999 and at the date of this report, the Conpany does not have
any concentrations of |oans to borrowers engaged in simlar activities exceeding
10% of total |oans, net of unearned incone

The Conpany has no significant concentrations of credit risk other than

geogr aphic concentrations. Mdst loans in the current portfolio are nmade and
collateralized in West Virginia, Virginia and North Carolina and the surroundi ng
m d-Atlantic area. Although portions of the Conpany's market area econony are
closely related to coal and tinber, they are supplenmented by service industries
The current econom es of the Conpany's markets are relatively stable and are not
seen as highly subject to volatile econom c change

The followi ng table presents the Conpany's investnment in |oans considered to be
i mpaired

Table 9

Decenber 31
(Amounts in Thousands) 1090 1998
Commer ci al, financial and agricultural $5, 585 $5, 112
Real estate-nortgage 266 154
Total investrment in |oans considered to be inpaired éé:ééi éé:ééé

Under SFAS No. 114, the allowance for loan |osses related to |oans that are
identified for evaluation in accordance with SFAS No. 114 is based on di scounted
cash flows using the loan's initial effective interest rate or the fair value of
the collateral for certain collateral dependent |oans.

I'V. SUMVARY OF LOAN LOSS EXPERI ENCE

A. 1. Summary of Loan Loss Experience

Table 10

Years Ended Decenber 31

(Amounts in Thousands, Except Percent Data) 1999 1998 1997 1996



Bal ance of reserve at beginning of period ............... $11, 404 $11, 406 $8, 321 $8, 479
Reserve of subsidiaries at date of acquisition........... -- -- -- --
Char ge-of f s:
Commercial, financial and agricultural .............. 562 3,602 369 1,875
Real estate- residential ............................ 268 367 275 109
Installment ........ ... . . . 2,178 3,019 1,537 899
Total Charge-offs ... ... . . . 3,008 6, 988 2,181 2,883
Recoveri es:
Commercial, financial and agricultural .............. 74 190 249 126
Real estate-residential ............................. 60 31 26 35
Installment ........ ... . . . . 477 515 299 329
Total Recoveries ................. ... 611 736 574 490
Net charge-offs ... ... .. . . . . . . . . 2,397 6, 252 1, 607 2,393
Provision charged to operations ......................... 2,893 6, 250 2,273 2,235
Bal ance of reserve at end of period ..................... $11, 900 $11, 404 $8, 987 $8, 321
Rati o of net charge-offs to average |oans
outstanding ........... ... . 38% . 97% . 73% .31% . 54%
Ratio of reserve to total loans outstanding ............. 1.69% 1.86% 1.70% 1.64% 1.72%
14
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A. 2. The required information is incorporated by reference to pages 16 and
17 of the 1999 Annual Report.
B. Allocation of Reserve for Loan Losses:
Table 11
(Amounts in Thousands, Except Percent Data) Decenber 31
1999 1998 1995
Conmrer ci al, Financi al
and Agricul tural $ 4,919 43% $ 4,054 40% $ 4,795 42% 45% $3, 465 46%
Real Estate - Mrtgage 2,578 39% 2,297 39% 2,819 35% 33% 1,751 33%
Consuner 1,413 18% 1,378 21% 1,979 23% 22% 1,280 21%
Unal | ocat ed 2,990 N A 3,675 N A 1,813 N A N A 1,825 N A
Tot al $11, 900 100% $11, 404 100% $11, 406 100% 100% $8, 321 100%

The percentages in the table above represent the percent of |oans in each

category of total |oans.

V. DEPCSI TS

A. The required information for average deposits and rates paid by type is

included on page 9 of this report.
B. Not applicable.

C. Not applicable.



D. The required information is incorporated by reference to page 38 of the
1999 Annual Report and as follows:

Maturities of Tinme Deposits of $100,000 or nore

Table 12
(Ampunts in Thousands)
1999

Three nonths or less................... $ 34, 958
Over Three to Six Months............... 24,644
Over Six to Twelve Months.............. 29,738
Over Twelve Months..................... 21, 487

Total ... $110, 827

E. Not applicable.
VI. RETURN ON EQUI TY AND ASSETS

A. The required information is incorporated by reference to page 10 of the
1999 Annual Report.
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VI . SHORT- TERM BORROW NGS

A. Securities Sold Under Agreenents to Repurchase and O her Short-Term
Bor r owi ngs:

The Conpany uses various short-term funding sources including termrepurchase
agreenments, custoner repurchase agreenents and Federal funds purchased. The
Conpany's short-term borrowi ngs and rates paid are sumrari zed as foll ows
(Amounts in Thousands, Except Percent Data):

Tabl e 13
1999 1998 1997
Armount Rat e Amount Rat e Anmount Rat e
At year-end $127, 762 3.99% $47, 680 3.97% $55, 056 4.28%
Aver age during year 58, 365 3.26% 51, 457 4. 45% 59, 462 4. 41%
Maxi mum nont h- end
bal ance 127,762 55, 755 63, 782

B. Long- Term Advances From the FHLB and Long- Ter m Debt

The Conpany's banking subsidiary is a menber of the FHLB and as such has the
ability to obtain advances fromthe FHLB. The Conpany had | ong-term advances
fromthe FHLB (original maturities in excess of one year) of $10 million with a
wei ghted average rate of 6.01% at Decenmber 31, 1999 and Decenber 31, 1998. The
advances fromthe FHLB are secured by certain qualifying first nortgage | oans,
stock in the FHLB, nortgage-backed securities and certain other investnent
securities.

| TEM 2. PROPERTI ES

FI RST COVWUNI TY BANK, N. A



The principal offices of the Corporation and FCBNA are | ocated at One Conmunity
Pl ace, Bluefield, Virginia, where the Conpany owns and occupi es approxinately
36, 000 square feet of office space. Additional details regarding the physical

| ocation and nunber of banking offices is |ocated on pages 54 - 55 in the 1999
Annual Report and incorporated herein by reference. The Corporation's banking
subsidiary owns in fee 30 offices while others are |l eased or are |ocated on

| eased land. United First Mrtgage, Inc., a wholly-owned subsidiary of FCBNA,
maintains ten |leased office facilities in eastern Virginia throughout a
geographic area ranging fromVirginia Beach, Virginia to Harrisonburg, Virginia.

I TEM 3. LEGAL PROCEEDI NGS

The Registrant and its subsidiary (the Conpany) are plaintiffs and defendants in
lawsuits arising out of the normal course of business, in which clains for

nonet ary damages are asserted. Managenent, after consulting with | egal counsel
handling the respective matters, is of the opinion that the ulti mate outcone of
such pending actions will not have a material effect on the consolidated results
of operations or financial condition of the Registrant. Following is a sunmary
of significant proceedings along with recent devel opnents, where applicable.

I'n August 1997, the Conpany was naned as a defendant in a suit styled Ann
Tierney Smith, as Executrix of the Estate of Katharine B. Tierney, Ann Barclay
Smith and Laurence E. Tierney Smth, Plaintiffs vs. FCFT, Inc., First Community
Bank, Inc., Gentry, Locke, Rakes & Mbore, and W WIIiam CGust, Defendants, Civil
Action No. 97-CV-408-K, seeking to overturn the establishment of a private
foundation for which the Conpany's Trust and Fi nanci al Services Division serves
as Trustee. The suit filed by heirs of the Foundation donor, seeks a total of $6

mllion in conpensatory and punitive danages as well as the termination of the
Foundati on. The Conpany and Trustee believe the creation and the operation of
the Foundation represent the intent and will of the donor, accordingly, the

Conpany has entered a vigorous defense of this suit for the protection and
continuation of the foundation's purpose. On Cctober 15, 1998, the plaintiffs in
the matter filed a notion for summary judgnent. In a hearing on this nmotion, the
Court requested that the Conpany, as defendant, file a notion for sunmary

di sm ssal. The notion for summary dismissal was filed with the Court on January
14, 1999, and in a subsequent ruling, the Court partially granted the bank's
motion for summary judgnment finding no wrongdoing by the bank inits

di scretionary use of principal funds held in a marital trust. The plaintiffs
subsequently filed a notion requesting that the court's order dismssing a
portion of the case be amended to allow the plaintiff to i nmediately appeal the
decision to the State Suprene Court. No ruling on this notion has been nmade as
of the date of this report. Depositions and discovery in this matter are
continuing and a court
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ordered nediation is scheduled for May 2, 2000. Atrial date is also set for

Oct ober 2, 2000. Managenent and the Conpany's |egal counsel are both of the
opinion that the remaninder of this suit is without nerit and will be
successfully defended with no material adverse inpact on the Conpany's financial
condition or results of operations.

Civil suit number CAN-97-C-171 styled James A. Sill d/b/a Sill Trucking vs.

First Community Bank, Inc. and Carla Elder and Robert WIllianms was filed on

Oct ober 15, 1998 all egi ng the Conpany aided a customer in converting checks
payable to the conpany for payment on |oan accounts of the co-defendants. The
plaintiff clained to have purchased rolling stock from co-defendants pursuant to
an oral contract. The suit sought $150,000 in conpensatory and punitive danmges.
The Conpany had no know edge of arrangenents between the two plaintiffs and was
not a party to the oral contract. This civil suit was dism ssed by Agreed Order
on October 20, 1999.

Civil Action No. 82-C-610, styled Rhondal L. Toler, et al, vs. Castle Rock Bank
of Pineville, filed on Decenber 2, 1982 in the Circuit Court of Womi ng County,
West Virginia, was reported in the 1998 Annual Report on Form 10-K. In this
action, Rhondal L. and Annette Toler and Vern and Henrietta Ellison, Plaintiffs,
clainmed that former representatives of a subsidiary of the Registrant

m srepresented the condition of a conmpany at the time the Plaintiffs borrowed
money to purchase the conpany. The Conpany filed an answer denying all pertinent
al | egations made by the Plaintiffs and additionally filed a counterclai mseeking
$322, 000 plus costs. This case was disnissed in 1996 due to its prol onged



exi stence on the Court docket and the Plaintiff's failure to prosecute. The
Plaintiff has filed a notion to reinstate this matter. Ruling on this notion has
not been made as of the date of this report

On February 9, 2000, the Conpany was naned as the defendant in Civil Action No
100- 0105 styl ed All egheny Wesl eyan Met hodi st Stewardshi p Foundation, Inc. vs
First Community Bank, N. A The suit alleges the defendant, as Trustee, failed
to execute certain investment transactions requested by plaintiff in a timely
manner resulting in an approxi mate $475,6000 |l oss in value of a trust for the
benefit of plaintiff. The conplaint further alleges the Trustee assessed account
managenent fees beyond the value of services to the trust account. The suit
seeks recovery of the aforenentioned alleged | osses, |oss of income of $33,000
renoval of the defendant as Trustee, and unspecified punitive damages. The
Conpany, as defendant, is currently assessing this matter and is preparing for
defense of this suit. Wile the ultimate outconme of this matter cannot be
determ ned, both the Conpany and | egal counsel believe the Bank has strong
defenses to the allegations and believe that it is unlikely that an adverse
outcome in this suit would result in a material adverse effect on the financia
condition or results of operation of the Conpany

Addi tionally, the Conpany is also subject to certain asserted and unasserted
potential clainms encountered in the normal course of business. In the opinion of
managenent, the resolution of these clains and unasserted potential clainms wll
not have a material adverse affect on the Conpany's financial position or
results of operations and, due to the relative smaller ambunts of clainms where
damages are sought and/or based upon the Conpany's evaluation, these matters
have not been included in this report

I TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

No matters were submtted to a vote of security holders during the fourth
quarter of 1999
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PART 11.
I TEM 5. MARKET FOR REGQ STRANT' S COMMON EQUI TY AND RELATED MATTERS
Mar ket Price of Conmmon Stock

The commpn stock of First Community Bancshares, Inc. is traded over-the-counter
and is quoted on the NASDAQ (Level 111) Electronic Billboard. The follow ng
tabl e shows the approximate high and | ow bids as known to the Conpany or
reported by local brokers for each quarter in 1998 and 1999. Also, presented
bel ow are the book val ue and cash dividends paid per share as of and for each
quarter of 1998 and 1999. The nunber of comon stockhol ders of record on
Decenber 31, 1999 was 2,182 and outstanding shares total ed 8, 726, 836

Tabl e 14
Bi d Book Val ue Cash Divi dends

1998 Hi gh Low Per Share Per Share

First Quarter $23. 68 $19. 58 $11. 34 $. 20

Second Quarter 34.40 28. 80 11. 21 .20

Third Quarter 34.20 24.80 11. 48 .20

Fourth Quarter 27.00 21.20 11. 60 .24
$.84

1999

First Quarter $23. 20 $20. 70 $11.75 $. 20

Second Quarter 22.90 18. 50 11. 60 .21

Third Quarter 23.50 18. 88 11.74 .22



Fourth Quarter 21.38 18. 00 11. 86 .25

$.88

The Conpany has historically paid dividends on a quarterly basis and currently
intends to continue to pay such dividends in the foreseeable future. However,
there can be no assurance that dividends will be paid in the future. The

decl aration and paynment of future dividends will depend upon, anong other

things, the Conpany's earnings and financial condition, and the general econom c
and regulatory climte.

The Conpany's ability to pay dividends to its sharehol ders depends to a |arge
extent upon the dividends the Conpany receives fromits subsidiaries. Dividends
paid by its banking subsidiary are subject to restrictions under various Federal
banking laws. In addition, the banking subsidiaries nmust maintain certain
capital levels which may restrict their ability to pay dividends to the Conpany.
As of Decenber 31, 1999, the net profits available for distribution to the
sharehol ders as dividends w thout regul atory approval were approxi mately $8.4
mllion; however the regulators of the banking subsidiaries could

admini stratively inpose stricter limts on the ability of the banking
subsidiaries to distribute net profits to the Conpany.

I TEM 6. SELECTED FI NANCI AL DATA

The required information is incorporated by reference to page 10 of the 1999
Annual Report.

I TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI'S OF FI NANCI AL CONDI TI ON AND RESULTS
OF OPERATI ONS

The required information is incorporated by reference to pages 8 through 22 of
the 1999 Annual Report.
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I TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

The required information is incorporated by reference to pages 19 and 20 of the
1999 Annual Report.

| TEM 8. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

The required information is incorporated by reference to pages 24 through 50 of
the 1999 Annual Report.

I TEM 9. CHANGES I N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE

A Form 8-K was previously filed on February 28, 2000 and is incorporated herein
by reference.

PART 111
I TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REGQ STRANT

The required information concerning directors has been omtted in accordance
with General Instruction G Such information regarding directors appears on
pages 3, 4, 5, and 6 of the Proxy Statenent relating to the 2000 Annual Meeting
of Stockhol ders and is incorporated herein by reference.

A portion of the information relating to executive officers has been omtted i
accordance with General Instruction G Such infornation regardi ng executive
of ficers appears on pages 6 through 9 of the Proxy Statenent relating to the
2000 Annual Meeting of Stockholders and is incorporated herein by reference.

=

I TEM 11. EXECUTI VE COMPENSATI ON

=

The required infornati on concerni ng managenent renunerati on has been omitted i
accordance with General Instruction G Such infornmation appearing on pages 7



through 11 of the Proxy Statenment relating to the 2000 Annual Meeting of
St ockhol ders is incorporated herein by reference.

I TEM 12. SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND MANAGENMENT

The required information concerning security ownership of certain beneficial

owners and managenent has been onmitted in accordance with General Instruction G

Such information appearing on page 6 of the Proxy Statement relating to the 2000

Annual Meeting of Stockholders is incorporated herein by reference.

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The required information concerning certain relationships and rel ated

transactions have been omitted in accordance with General Instruction G Such

informati on appearing on pages 5 and 6 of the Proxy Statenment relating to the

2000 Annual Meeting of Stockholders is incorporated herein by reference.

PART |V

I TEM 14. EXHI BITS, FINANCI AL STATEMENT SCHEDULES AND REPORTS ON FORM 8- K

(a)(1) Fi nanci al Statenents
The Consolidated Financial Statements of First Conmmunity Bancshares,
Inc. and subsidiaries together with the independent Auditors' Report
dated January 28, 2000 are incorporated by reference to pages 24
through 50 of the 1999 Annual Report which is included herein as
Exhibit 13.

(2) Fi nanci al Statement Schedul es

Al'l applicable financial statement schedules required by Regulation S-X
are included in the Notes to 1999 Consolidated Financial Statenents.

(b) No reports on Form 8-K were filed during the last quarter of the period
covered by this report.
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(c) Exhi bits:
(3) Articles of Incorporation and Byl aws
The Registrant's Articles of Incorporation and By-laws were previously
filed as exhibits (3)(i) and (3)(ii), respectively, with the Annual
Report on Form 10-K for the year ending 12/31/97 in connection with the
change of corporate donmicile to a Nevada corporation.
(10) Material contracts - to be filed by anendnent
(11) St at ement Regardi ng Conputation of Per Share Earnings
The statenment regarding conputation of per share earnings is included
as Note 10 of the Notes to Consolidated Financial Statenments in the
1999 Annual Report to Stockholders and is incorporated herein by
reference.
(13) Annual Report to Security Hol ders
(21) Subsi di ary of Registrant:

First Community Bank, N. A ( a National Association organized under the
laws of the United States)

(23) I ndependent Auditors' Consent

(27) Fi nanci al Data Schedul e
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S| GNATURES

Pursuant to the requirenents of Section 13 or

Act of 1934, the Registrant
behal f by the undersigned,

Pursuant to the requirenents of the Securities Exchange Act of 1934, this report
has been signed bel ow by the follow ng persons on behalf of the Registrant

/'s/ James L. Harrison, Sr.

President and Chief Executive O ficer

in the capacities and on the dates indicated.

Tabl e 15

Si gnature

/'s/ Sam C ark

(Sam Cl ar k)

/sl Allen T. Hammer

(Allen T. Hammer)

/'s/ James L. Harrison, Sr.

(James L. Harrison, Sr.)

/sl B.W Harvey

(John M Mendez)

/sl A. A Mdena

(A. A Mddena)

/'s/ Robert E. Perkinson, Jr.

(Robert E. Perkinson, Jr.)

/sl WlliamP. Stafford

(WIlliamP. Stafford)

/sl WlliamP. Stafford, 11

(WlliamP. Stafford, I1)

/sl W W Tinder, Jr.

(W W Tinder, Jr.)

/'s/ John M Mendez

Princi pal Accounting O ficer

Title

Di rector

Director

Presi dent, Chief Executive O ficer
and Director (Principal Executive
O ficer)

Di rector

Di rector

Vice President, Chief Financial
O ficer and Director (Principal
Fi nanci al Officer)

Di rector

Di rector

Chairman of the Board and Director

Di rector

Di rector

15(d) of the Securities Exchange
has duly caused this report to be signed on its
thereunto duly authorized.

and

Dat e

03/ 29/ 2000

03/ 29/ 2000

03/ 29/ 2000

03/ 29/ 2000

03/ 29/ 2000

03/29/ 2000

03/29/ 2000

03/29/ 2000

03/29/ 2000

03/29/ 2000

03/ 29/ 2000
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Section 2: EX-13 (ANNUAL REPORT TO SHAREHOLDERYS)

Exhi bit 13
FI NANCI AL HI GHLI GHTS
(Amounts in Thousands, Except Percent and Per Share Dat a)
LOGO
EARNI NGS AND DI VI DENDS
Table 1
1999 1998 1997
Net I NCOMB. . oottt e e e $ 16, 852 $ 13,101 $ 15,094
Basic earnings per share*.......... ... ... i, 1.92 1.49 1.71
Cash earnings per share*......... ... ... . .. 2.12 1.69 1.85
Cash dividends per share*........... ... .. ... .. .. ... . 88 .84 .83
Return on average equity........ ...t . 16. 23% 13. 02% 16. 05%
Return on average assetsS............ .. 1.62% 1.24% 1.59%
BALANCE SHEET DATA AT YEAR- END
Table 2
1999 1998 1997
Total @SSelS. ...ttt $1, 088, 162 $1, 053, 988 $1, 042, 304
Earning @ssetsS. ... ... 996, 366 971, 856 955, 337
DEPOST B S, vttt 833, 258 875, 996 853, 507
Securities sold under agreenents to repurchase........ 41, 062 47, 680 52,351
Stockholders' equity........ ... i 103, 488 101, 719 97, 842
* The per share data for 1998 and 1997 have been restated to reflect the five
shares for four stock split on March 31, 1999
1
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TO OUR STOCKHOLDERS

First Community Bancshares enjoyed record setting financial perfornmance
during 1999. At the same tinme, significant progress was realized on several of
the mpjor initiatives of the Conpany's Five-Year Plan adopted in m d-1998. The
Y2K i ssue whi ch plagued nmuch of corporate America during 1999 was a non-issue
for your Conpany as we entered the Year 2000 effortlessly. Wth all the good
news, however, the market for our stock did not escape the broad deval uation for
stocks in the financial services sector with values returning to our md-1997
levels. In the paragraphs which follow, these itens as well as sonme additiona
areas of interest are presented in nore detail. 1999 was a wonderful year and
sets the stage for an even nore exciting 2000 and the years to follow.

Net income of $16,852,000 for 1999 represents a 28.6% i ncrease over the
$13, 101, 000 reported for the prior year. Record setting income was the result of
careful |y managed net interest margins coupled with reduced provisions for |oan
| osses and our continuing vigil in the managenent of operating costs. Net
interest incone when expressed as net interest margin for 1999 was 5. 03%
compared with 4.81%in 1998. The provision for |oan |osses for 1999 was
$2,893,000 or .41% of total |oans as conpared with $6,250,000 for 1998 or .96%
of average |oans. 1998's provision for |oan |osses included a one-tinme charge of
$2.9 million related to a single loan relationship secured by a conmerci al
manufacturing facility which was foreclosed upon in the second quarter of 1998
Non-i nterest expense represents 2.5% of total assets as conpared with 2.7% for
1998 and, when taken with total non-interest incone, converts to an efficiency
ratio of 44.2%continuing to place First Community Bancshares in a | eadership
position as to operational efficiency. Net inconme expressed as Return on Average
Equi ty, which nmeasures the effective use of stockholders' equity to produce
incone, was 16.23% for 1999 as conpared with 13.02% for 1998. Wen expressed as
Return on Average Assets, which neasures efficiency in the use of assets to
produce inconme, net income for 1999 was 1.62% a 30.7%increase over Return on
Average Assets of 1.24%for 1998

Table 4

1995 1996 1997 1998
Return on Average Equity 16. 77% 16. 26% 16. 05% 13. 02%
Return on Average Assets 1.70% 1.73% 1.59% 1.24%

Basi ¢ earnings per common share of $1.92 for 1999 represent a 28.9%
increase over the $1.49 reported for 1998. Cash earnings per conmon share of
$2.12 for 1999 represent a $.43 per share increase over the $1.69 earned for the
year 1998. Cash earnings per share is projected to become a nore inportant
measurenment of the true econonic financial performance of the Corporation as
al ternative methods of accounting for business conbinations used in the past
wi |l be no longer available with the final inplenmentation of a new business
conbi nati on standard expected to be released in the fourth quarter of 2000. Cash
di vi dends per share of $.88 for 1999 represent a 4.76% increase over dividends
paid of $.84 per share for the 1998 year and a 4.82% cash on cash return based
on ending market val ues

3
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Table 5
1995 1996 1997 1998 1999
Di vi dends Per Share $0. 62 $0. 73 $0. 83 $0. 84 $0. 88

Basi ¢ Earni ngs Per Share $1. 46 $1.58 $1.71 $1. 49 $1.92

1999

16. 23%
1.62%



During 1999, the market for stocks in the financial services sector
experienced one of the worst performance years in history. The nmarket for
financial industry stocks softened during the last two quarters of 1998 and then
suffered substantial decline in 1999 and, as of the date of this letter
continued falling early into 2000. As a result of notable disappointnents in
earni ngs projections by several highly visible banking conpanies, concern with
rising interest rates and the ability of banks to respond favorably to higher
rates, concern over the Y2K i ssue as we approached the end of 1999, increasing
concern about credit quality and the inpact of rising interest rates on asset
quality, as well as concern about the new intense conpetitive environnment in
whi ch banks nust operate, bank stocks appear to be out of favor with the
investor comunity and many are trading at their 1995 to 1996 price levels
Industry price-earnings ratios in single digits represent the |owest since the
late 1980's when there were real asset quality issues directly inpacting bank
val uations. The banking industry in total continues to set records for financia
performance, the industry has clearly survived both in a rising and a falling
rate environment with only tenporary inpact on earnings, and preparation of data
processing systens for the Year 2000 was both well understood and well executed
The inmpact of increasing interest rates on credit quality short of a recession
shoul d not be a concern as the industry is better prepared for a downturn in
credit quality with low |levels of problem assets, relatively high reserve
l evel s, and higher pre-provision profitability than 10 years ago. The industry
has always been able to address conpetition head-on denponstrating a high degree
of resiliency coupled with substantial capital resources and net incone
necessary to reposition successfully. Gven these facts, however, bank stocks
continue to be out of favor with investors and the stock of your Conpany has not
escaped their wath. At Decenber 31, the year-end narket value of First
Communi ty Bancshares, Inc. was $18.25, a 22% reduction fromthe $23.40 at the
end of 1998 (after giving retroactive inpact to the stock split in March 1999)
and approxi mately a 26% decrease fromthe $24.36 at the end of 1997. Cur
year-end 1999 stock value represents a price earnings nultiple of 9.5 as
conpared with 15.7 at the end of 1998. Wile the perfornmance of FCBC stock is
di sappointing, it nmust be recognized that we participate in a broader market for
investor dollars and as goes the financial services sector of that narket, so do
we.

Table 6
1995 1996 1997 1998
(in thousands)

Mar ket Val ue Per Share $ 16.90 $ 17.66 $ 24.36 $ 23.40
St ockhol ders' Equity $80, 393 $89, 258 $97, 842 $101, 719
Included in net income for 1999 was $1.1 nillion partial recovery of the
$3.4 million charge-off in 1996 related to a check kiting scheme. The $1.1
nmllion recognized in 1999 was net of tax with the total recovery of $1.8

mllion recognized in the fourth quarter of 1999, or 52.9% of the 1996 |o0ss. The
terms of the agreenent with the custoner group who perpetrated the fraud calls
for payments in addition to that recognized in 1999 of approximately $2 million
to be realized over the next 10 years. The present value of all consideration
received and to be received in this settlement agreement is estimated to be in
excess of $3.2 nmillion representing 94% of the $3.4 nmillion in |osses charged
off in 1996

First Community Bank began preparing for the Year 2000 conversion in
m d-1997. Internal hardware and software used by the Conpany is state-of-the-art
and renediation to prepare for the end of 1999 was mninmal. As was the case for
the financial services sector, First Community experienced no Y2K di srup-
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tions and mi dni ght on Decenmber 31, 1999 was sinply another routine nightly
processing evening with the "only ball dropped being the one in Tinmes Square."

During April 1999 all four banking subsidiaries of your Conpany were nerged
into a neWy chartered national association, First Community Bank, N. A
Consol i dation of the banking subsidiaries not only resulted in sonme initia

1999

$ 18.25
$103, 488



efficiencies, but over time will allow for substantial restructuring which wll
enabl e us to enjoy additional efficiencies while providing increased services

In addition, in April the Conpany noved to its new corporate offices located in
Bl uefield, Virginia. This 36,000 square foot facility will ultinmately house al
Cor porate support personnel as well as our Trust and Financial Services

Di vi si on. Consolidating operations previously housed in four separate facilities
into the Corporate Center will not only inprove internal communication but wll
al so provide for a nmuch nore effective use of both human and other resources. In
the future, the addition of other support personnel wll allow non-custoner
sensitive operations to be consolidated so that |ocal banking personnel wll be
able to devote their full time and attention to customer service

Table 7
1995 1996 1997 1998 1999
(Am)unts-i-;m‘llions)
Total Assets $780. 2 $837. 6 $1,042.3 $1,054.0 $1, 088
Earni ngs Assets $723.6 $775.2 $ 955.3 $ 971.9 $ 996.4

On Septenber 28, 1999, the Conpany acquired United First Mrtgage, |nc
("UFM'), a Richnond, Virginia-based nortgage brokerage firm UFM operates nine
of fices throughout Virginia and specializes in governmental residential |ending
progranms. The conbination of UFM s expertise in nortgage origination together
with the products which First Community offers will result in increased
residential nortgage | oan business for the Conpany as well as provide new
opportunities for other banking products and services to be offered in UFM s
primary markets.

The Conpany's Five-Year Plan calls for increased fee-based activities as
wel | as conpensation progranms which are purely performance based. Initiatives
conpl eted during 1999 include the Conpany's purchase of an equity interest in
the Virginia Bankers Insurance Center, LLC adding to our array of financial
services and providing new sources of fee-based revenue. Devel opment of
executive retention prograns, which were conpleted in 1999, represent an attenpt
to provide your Corporation with the human resource | eadership critical for
success in the future. Although in the initial stages, a new stakehol ders
focused conpensation and incentive program provi des the nmechani sms necessary to
mgrate the Conpany froma traditional financial services conpensation program
to one which is strictly based on pay for performance. Creating new sources of
f ee-based services and ensuring that conpensation dollars are expended based
upon performance both will ultimately result in the creation of increased |ong-
term shar ehol der val ue

The financial services industry continues on a path of consolidation where
the very large becone even larger in pursuit of critical mass, anticipating
operational efficiencies which would all but guarantee future success. Wile
these operational efficiencies were never anticipated to be imediate, in a
significant number of cases such efficiencies sinply have not been realized and
to conmpound the problem the |evel of customer service has suffered. Qur
Five-Year Plan calls for an internal revolution with every staff nenber at First
Communi ty Bank focused on raising the |level of custonmer service to a place
second to none in our industry and devel opi ng neani ngful, nutually beneficial
relationships with our nost val uable customers. The quality of service not only
includes the availability of various access channels for custoners, both brick
and nortar and electronic, but even nore inportantly it includes the attitude of
all of the individuals at First Community's end of the service equation. Raising
the bar on service quality is a never ending process but one that is necessary
for our success in the future. First Community enjoys a wonderful heritage ful
of history and values. Qur transition into a nore powerful financial institution
which will continue to enjoy success in the new mllenniumis being carefully
orchestrated so as not to damage that rich heritage
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In this the first year of the new century, success depends on being both
rel evant to our custonmers and communities and efficient in our operations
Change is not an event but it is our way of life, our only certainty in the
worl d today. To ensure success, reacting to change positively is not good
enough; we nust becone proactive agents of change, causing it to happen. Every
process, every procedure nust continually be on trial as we search for nore



effective and nore efficient ways to provi de neani ngful products and services to
an ever increasingly sophisticated customer base which continually raises its
expectations. First Conmunity is well equipped with the econonmi c and human
resources necessary to turn the challenges of the future into financial success.
Wth the rich heritage we enjoy, with roots deep in the comunities we serve,

wi th sharehol ders focused on | ong-term success, and with enpl oyees who react to
chal | enges as unrecogni zed opportunities, we |look forward to a future of
continued record setting perfornance.

As always, we greatly appreciate your loyalty and support as custoners and
st ockhol ders and wel come your input and suggestions.

Sincerely,
/s/ Janmes L. Harrison, Sr.

James L. Harrison, Sr.
President & Chief Executive O ficer

PHOTO
The O ficers of First Community Bancshares, Inc. fromleft to right:

ROBERT L. BUZZO, VICE PRESI DENT
JOHN M MENDEZ, VI CE PRESI DENT AND CHI EF FI NANCI AL OFFI CER
seated: JAMES L. HARRI SON, SR., PRESIDENT AND CHI EF EXECUTI VE OFFI CER
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| NTRODUCTI ON

Thi s discussion should be read in conjunction with the consolidated financi al
statements, notes and tables included throughout this report and the First
Communi ty Bancshares, Inc. (the "Conpany" or "First Community") Annual Report on
Form 10- K. Managenent's di scussion and analysis may contain forward-Iooking
statements that are provided to assist in the understanding of future financial
performance. However, such performance involves risks and uncertainties, which
may cause actual results to differ materially fromthose expressed in
forward-| ooking statenments

First Community is currently a nmulti-state hol di ng conpany headquartered in
Bluefield, Virginia. Wth total resources of $1.088 billion at Decenber 31
1999, First Community provides financial, nortgage brokerage and origination and
trust services to individuals and commercial custonmers through 31 full-service
banking locations in West Virginia, Virginia and North Carolina as well as nine
nort gage brokerage facilities operated by United First Mrtgage, Inc

REORGANI ZATI ON AND ACQUI SI TI ONS

Effective with the cl ose of business on April 30, 1999, the Conpany conpl eted
the merger of all affiliate banks of First Conmmunity Bancshares, Inc. into a
single national association. Subsequent to the nerger, all banking operations
are being conducted within First Community Bank, N. A, a national association
subject to the supervision of the Office of the Conptroller of the Currency. The
merger was designed to enhance operational efficiency and streamine regulatory
consi derations.

On Septenber 28, 1999, First Community Bank, N. A. ("FCBNA"), the Conpany's
whol | y- owned banki ng subsi diary, acquired 100% of the common stock of United
First Mrtgage, Inc. ("UFM') headquartered in Richnmond, Virginia. The addition
of the nortgage brokerage operations of UFM added nine additional facilities to
the Virginia operations of FCBNA. The operations of UFM cover a geographic
region along a corridor of Interstates 64 and 81 that range from Virginia Beach
Virginia to Harrisonburg, Virginia. The acquisition was accounted for as a
"purchase" transaction. "Purchase" accounting does not require restatenment of
prior years' results and, accordingly, the results of operation of UFM are
reflected fromthe date of acquisition forward

STOCK SPLI TS

The Conpany's common stock was split five shares for four on March 31, 1997
March 31, 1998, and on March 31, 1999. Al share and per share data in this
report have been retroactively adjusted to reflect the affect of these three
stock splits, all of which were effected through 25% st ock divi dends

SUMMARY FI NANCI AL RESULTS

Table 9
NET | NCOVE
' 95 $12.8
' 96 13.9
' 97 15.1
' 98 13.1
‘99 16.9
Net inconme for 1999 was $16.9 million, up $3.75 million from$13.1 million in
1998 and up $1.76 million from 1997 net inconme of $15.1 million. Basic earnings

per share also increased to a record level of $1.92 per share, up from $1.49 and
$1.71 in 1998 and 1997, respectively. Cash earnings per share for 1999 were
$2.12, up from$1.69 in 1998 and $1.85 in 1997. Cash earnings per share
represent earnings per share (EPS) adjusted for non-cash charges such as
anortization of goodwill and other intangibles

LOGO
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The increase in net incone between 1998 and 1999 represents a conbi nati on of
positive factors including growh of $1.2 mllion in net interest income, a $3.4
mllion reduction in the provision for loan |losses and a $1.3 nillion reduction
in operating expenses. The Conpany also realized a $1.8 nillion recovery on
check clearing | osses dating back to 1996

During the current year, a greater enphasis was placed on deposit rates and
liability managenment, which led to a reduction in interest expense and the
overall cost of funds. The Conpany al so realized significant increases in the
loan portfolio and inproved asset quality, resulting in an increase in the net
interest margin from4.81%in 1998 to the 1999 level of 5.03% The increase in
net interest margin is reflective of the reduction in interest cost on deposits
and an increase in the Conpany's |oan-to-deposit ratio

The $1.99 million decrease in net inconme between 1997 and 1998 is attributable
to a $2.9 mllion charge to the provision for loan | osses associated with a
commercial loan foreclosure in 1998 and an approximate $4.0 nmillion increase in
operating costs and intangible anortization associated, in part, wth bank and
branch acquisitions throughout 1997

Tabl e 10
RETURN ON AVERAGE ASSETS (%
1995 1. 7%
1996 1.73
1997 1.59
1998 1.24
1999 1.62

The Conpany's key profitability ratios of Return on Average Assets (ROA) and
Return on Average Equity (ROE) continue to reflect the strong earnings
performance of the Conpany and conpare favorably with regional and national peer
groups. ROA, which neasures the Conpany's stewardship of assets, was 1.62% up
from1l.24%in 1998 and 1.59% in 1997. These increases in ROA relate, in large
part, to an increased enphasis in controlling deposit costs as well as
operational efficiency inprovements and the previously discussed recovery of
check collection |osses, which were incurred in 1996. ROE for the Conpany
remained strong in 1999 at 16.23% and reflects an increase from 13.02%in 1998
and 16.05% in 1997. The RCE reflects the conbined affects of strong operational
earni ngs performance and check clearing recoveries in 1999

Table 11
RETURN ON AVERAGE EQUITY (%
1995 16. 77%
1996 16. 26
1997 16. 05
1998 13.02
1999 16. 23
9
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FI VE- YEAR SELECTED FI NANCI AL DATA
(Amounts in Thousands, Except Percent and Per Share Data)
Table 12
1999 1998 1997 1996 1995

BALANCE SHEET SUMVARY (AT END OF
PERI OD) :
Loans, net of unearned incone....... $ 704,096 $ 611,493 $ 671,817 $547, 703 $485, 151



Reserve for loan losses............. 11, 900 11, 404 11, 406 8,987
Securities............ ... i 290, 873 277,210 270, 969 236, 441
Total assets........................ 1,088, 162 1, 053, 988 1, 042, 304 837,597
Deposits..... ..o 833, 258 875, 996 853, 507 643, 497
Cther indebtedness.................. 10, 218 18,176 24,330 15, 000
Stockhol ders' Equity................ 103, 488 101, 719 97, 842 89, 258
SUMVARY OF EARNI NGS:
Total interest income............... $ 76,492 $ 81, 213 $ 75, 834 $ 64,941
Total interest expense.............. 32, 250 38,128 32,890 26, 933
Provision for loan losses........... 2,893 6, 250 4,963 2,273
Non-interest incone................. 10, 732 11,182 8,661 9,070
Non-interest expense................ 27, 457 28,752 24,672 24, 358
Incone tax expense.................. 7,772 6, 164 6, 876 6, 530
Net Income.......................... 16, 852 13,101 15, 094 13,917
PER SHARE DATA:
Basi ¢ earni ngs per common share..... $ 1.92  $ 1.49  $ 1.71 $ 1.58
Di | uted earnings per common share. .. 1.91 1.49 1.71 1.58
Cash earnings per share............. 2.12 1.69 1.85 1.63
Cash dividends...................... . 88 .84 . 83 .73
Book value at year-end.............. 11. 86 11. 60 11. 08 10. 11
SELECTED RATI CS:
Return on average assets............ 1.62% 1.24% 1.59% 1. 73%
Return on average equity............ 16. 23% 13. 02% 16. 05% 16. 26%
Dividend payout..................... 45. 83% 56. 38% 48.54% 46. 20%
Average equity to average assets.... 9. 96% 9. 50% 9. 90% 10. 64%
Ri sk based capital to risk adjusted

assets. . ... .. 13.22% 13. 25% 11. 96% 17.02%
Leverage ratio...................... 8. 25% 7.37% 6. 96% 10. 33%

8,321
246,578
780, 235
622,723

15, 000
80, 393

$ 58,954
23,482
2,235
7,214
22,694
4,968
12,789

COMMON STOCK AND DI VI DENDS

The Conpany's conmmon stock is traded in the over-the-counter market. Daily bid
and ask quotations are avail able through the NASDAQ Level I|II Electronic
Bi | | board under the synbol FCBC. On Decenber 31, 1999, First Community's conmon
stock price was $18.25, a decrease of 22.0% fromthe split-adjusted Decenber 31
1998 closing price of $23.40

Book val ue per commopn share was $11.86 at Decenber 31, 1999, conpared with
$11. 60 at Decenber 31, 1998, and $11.08 at the close of 1997. The year-end
market price for First Community conmon stock of $18.25 represents 154% of the
Conpany's book value as of the close of the year and reflects total narket
capitalization of $159.3 million. Utilizing the year-end market price and 1999
basi c earnings per share, First Community commopn stock closed the year trading
at a price/earnings nultiple of 9.5 tines basic earnings per share

Di vidends for 1999 totaled $.88 per share, up $.04 or 4. 76% fromthe $.84 paid
in 1998. The 1999 dividends resulted in a cash yield on year-end market of
4. 82%
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Tabl e 13

DI VI DENDS PER SHARE

1995 $

1996

1998
1999

MARKET PRI CE AND DI VI DENDS

0
0
1997 0.
0
0



Table 14

BI D BOOK
---------------- VALUE CASH DI VI DENDS

1999 HI GH Low PER SHARE PER SHARE
First Quarter.......... ... $23. 20 $20. 70 $11.75 $. 20
Second QUarter........ ..ot 22.90 18.50 11.60 .21
Third Quarter........... . 23.50 18. 88 11.74 .22
Fourth Quarter...............iiiiuinaninnea... 21.38 18. 00 11. 86 .25

$. 88
1998
First Quarter....... ...t $23. 68 $19. 58 $11. 34 $. 20
Second Quarter. . ....... ...t 34.40 28. 80 11.21 .20
Third Quarter........... . 34.20 24.80 11. 48 .20
Fourth Quarter....... ... . ... .. 27.00 21.20 11. 60 .24

$. 84

NET | NTEREST MARG N

Net interest margin nmeasures net interest incone as a percentage of average
earning assets. In 1999, net interest margin recovered to 5.03% for the year
from4.81%in 1998 but below the 5.25% | evel attained in 1997. The current
year's increase was due in large part to deposit rate control measures
instituted in the latter part of 1998 and a $92.6 nillion increase in
out standi ng | oans. The cost of funds declined from4.57%in 1998 to 4.0% in 1999
and contributed to a 4. 9% decrease in retail deposits. Al so during 1999
additional funds were invested in the securities portfolio in maturity and
sector distributions to enhance the portfolio performance. In the second hal f of
1999, significant increases in the |oan portfolio were then funded with
whol esal e advances from the Federal Home Loan Bank
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Tabl e 15
NET | NTEREST MARG N

1995 5. 38%

1996 5.39

1997 5.25

1998 4. 81

1999 5.03

NET | NTEREST | NCOVE

The primary source of the Conpany's earnings is net interest incone, the
di fference between inconme on earning assets and the cost of funds supporting
those assets. Significant categories of earning assets are |oans and securities
whi | e deposits and short-term borrow ngs represent the nmajor portion of
interest-bearing liabilities.

On a tax equivalent basis, net interest inconme increased $1, 250,000 or 2.7%in
1999 and $726,000 or 1.6% in 1998. Average earning assets decreased 1.8%in 1999
after increasing 10.9%in 1998. The current year decrease of $17.5 million in
earning assets was primarily the result of reductions in interest bearing
bal ances and federal funds sold. This occurred in reaction to deposit |eve
decreases and the general repricing of the interest bearing deposit portfolio to
achi eve desired net interest margins

The increase in tax equivalent net interest incone for 1999 was driven by the
declining cost of funds which exceeded the overall decline in asset yield by
approxi mately 24 basis points and resulted in an additional $1.3 million in tax



equi val ent net interest income during 1999. The npdest increase in tax

equi val ent net interest income in 1998 was inpacted by the sale of approxi mately
$14.0 million in credit card revolving |loan accounts during 1998 which reduced
interest and fees on |oans approximately $747,000 in conparison to 1997. The
proceeds of the sale were reinvested in interest bearing bal ances, which yielded
substantially | ower earnings and, accordingly, reduced current year net interest
income. The portfolio sale was part of an overall exit strategy fromthe credit
card line of business

Tabl e 16
EQUI VALENT NET | NTEREST | NCOVE
1995 $37, 759
1996 40, 395
1997 45, 700
1998 46, 426
1999 47,676

PROVI SI ON FOR LOAN LOSSES

The provision for loan | osses represents charges agai nst operations to
establish reserves for |oan |osses inherent in the Conpany's |oan portfolio. The
| evel of expense, as well as the required |level of reserves, is dependent upon a
nunmber of factors including historical |oss ratios by |oan type, assessnent of
specific credit weaknesses within the portfolio, concentrations of credit type
assessnment of the prevailing econonmic climte, and other factors which may
affect the overall condition of the |oan portfolio

The provision for |oan losses was $2.9 nmillion in 1999, $6.3 million in 1998
and $5.0 million in 1997. The increase in the provision for loan | osses in 1998
of $1.3 nmillion was largely the result of a second quarter provision taken in

response to a commercial |oan foreclosure. Elevated provisions in both 1997 and
1998 al so include higher levels of consunmer |oan charge-offs in the Conpany's
credit card division and indirect auto financing program Each of these prograns
was curtailed in 1998 and | osses associated with these types of retail |ending
have been substantially reduced

The current year provision of $2.9 million, although substantially reduced in
conparison to 1998
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and 1997, reflects provisions in response to increases in outstanding |oan
bal ances at Decenber 31, 1999 and managenent's estimate of the risk profile of
the portfolio.

NON- | NTEREST | NCOVE

Non-i nterest incone consists prinmarily of fiduciary incone on trust services
and service charges on deposit accounts. Non-interest inconme totaled $10.7
mllion in 1999, a $450,000 decrease or 4.5%fromthe $11.2 nillion in 1998 and
a $2.0 nmillion or 23.0%inprovenent over the 1997 total of $8.7 million

The reduction in total non-interest revenue in 1999 of $450,000 is due largely
to a $1,357,000 decline in other charges and fees relative to the Conpany's
credit card portfolio which was sold in 1998, a $1,062, 000 pension term nation
gain occurring in the prior year and the recognition of a $1.2 million gain on
the sale of the credit card portfolio in 1998. These reductions are partially
offset by a $1.8 million recovery recognized in the current year of check
clearing | osses which were incurred in 1996, and the acquisition of United First
Mort gage whi ch added $931, 000 in revenues on the origination and sal e of
nort gage | oans.

Total non-interest revenue from continuing sources increased slightly by
$160, 000 which is largely due to an increase in fiduciary income of $410, 000
|l ess a $200, 000 reduction in service charges on deposit accounts and other
servi ce charges, conmissions and fees



Hi gher levels of non-interest incone for 1998 over 1997 include a pension
term nation gain of $1,062,000 (net of federal excise tax of $764,000) as a
result of the Conpany's termination of its Defined Benefit Pension Plan, which
was conpleted in the first quarter of 1998. Also included in other operating
income for 1998 are gains totaling $1.2 million on the sale of substantially al
revol ving | oan accounts and all nerchant account relationships in the Conpany's
credit card division. The Conpany's decision to exit this line of business was
based on its relatively small share of this market, vigorous conpetition for
credit card accounts and rising consuner delinquencies. At year-end 1998, the
Conpany retained approximately $2 million in revolving private |abel credit card
accounts and by the end of 1999 the outstandi ng bal ance of these accounts was
reduced to $669, 000

Servi ce charges on deposit accounts are the |argest source of non-interest
income. Service charge inconme totaled $3.6 nmillion in 1999, a decrease of
$106, 000 or 2.8% from 1998. This contrasts with a 13.9% i ncrease of $457, 000
bet ween 1998 and 1997 which is reflective of the full year of operations during
1998 of facilities added during 1997 which included Blue Ridge Bank in early
1997 and branches acquired later in that year

O her service charges, conmissions and fees declined by 50%in 1999 versus
1998. This decline was largely a result of the reduced transaction fees of
$1,357,000 related to the previously nmentioned sale of the credit card
portfolio.

Tabl e 17
1995 1996 1997 1998 1999
(in thousands)
Fi duci ary Revenues $1, 621 $1, 731 $1,678 $1, 682 $2, 092

Fiduciary inconme totaled $2.1 million in 1999 versus $1.7 million in both 1998
and 1997. A nodest increase in Trust assets, particularly in the area of
retirement accounts, plus an increase in estates under nanagenent, resulted in
the twenty-three percent increase in fiduciary income in 1999. Trust revenues
are conprised of fees for asset nanagenent and estate settlement. Expenses
associ ated with the operation of the Trust and Financial Services Division are
included in non-interest expense

NON- | NTEREST EXPENSE

Non-i nterest expenses consist of salaries and benefits, occupancy, equipnent
and all other operating expense incurred by the Conpany. Non-interest expense
totaled $27.5 mllion in 1999, conpared with $28.8 mllion and $24.7 mllion in
1998 and 1997, respectively. The decline in non-interest expense in 1999 of $1.3

mllion relates largely to the elimination of the operating costs associated
with the
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credit card division of $1.25 nmillion. Additionally, savings were generated

through the application of a nmore centralized purchasing environment and the
introduction of technology for the electronic storage and retrieval of reports
whi ch significantly reduced paper costs and the aggregate cost of supplies

whi ch declined by $425,000 in 1999. The substantial increase in 1998 operating
costs was attributable to the full year costs of Blue Ridge Bank and various
branches in 1998 versus the partial year of operation of these offices in 1997
When conparing 1998 to 1997, the addition of Blue Ri dge Bank and branches
acquired throughout 1997 added approxi nately $956, 000 and $1, 268, 000
respectively, over 1997 levels

Sal ari es and enpl oyee benefits increased $890,000 or 7.3% when conparing 1999
with 1998 and $906, 000 in 1998 in conparison to 1997. These increases relate
al nost exclusively to the addition of United First Mrrtgage, Inc. in 1999 and
Bl ue Ri dge Bank and various branches acquired in 1997. The effect of the three
mont hs of operations of the UFMfacilities in 1999 resulted in additiona
personnel costs of approxinmately $811,000 in 1999. The effect of a full year of
operations of Blue Ridge Bank and branches acquired in 1997 resulted in an
additional $1.1 million in personnel costs in 1998 when conpared to 1997. Blue



Ri dge accounted for an additional $521,000 of this total while the branch
acqui sitions added $597,000 in 1998

Cccupancy expense increased $185,000 or 9.5% between 1998 and 1999. The
acquisition of United First Mortgage resulted in an increase of $84,000 in the
current year while increases of $87,000 were noted in other categories including
mai nt enance, insurance, and depreciation. Wen conparing 1997 to 1998 occupancy
cost increased $264,000 or 15.7% as a result of the addition of Blue Ridge Bank
and branches acquired in 1997

The $222,000 decrease in furniture and equi pment cost in 1999 is reflective of
the reduced nmi ntenance on newer equi prment used in check processing, the
centralization of functions relative to the acquisition of Blue Ri dge Bank and
branches in 1997 and the elimnation of specialized equipnent used in the credit
card processing function. The 1998 increase (19.7% in furniture and equi pnent
expense of $323,000 reflects not only the inpact of acquisitions, which added
approxi mately $197,000 in additional cost, but also includes depreciation and
mai nt enance associated with the inplenentation of new check processing
technol ogy and the introduction of electronic banking services inplenmented in
1997 and early 1998

Tabl e 18
NET OVERHEAD RATI O
1995 2. 27%
1996 2.22
1997 1.84
1998 2. 06
1999 1.96

The Conpany's net overhead ratio (non-interest expense |ess non-interest
incone excluding security gains and non-recurring gains divided by average
earning assets) is a neasure of its ability to manage and control costs. As this
rati o decreases, nore of the net interest incone earned is realized as net
income. The net overhead ratios for 1999, 1998 and 1997 were 1.96% 2.06% and
1.84% respectively

The Conpany's efficiency ratio also neasures managenent's ability to contro
costs and maxim ze net revenues. The efficiency ratio is conputed by dividing
non-interest expense by the sumof net interest income plus non-interest incone
(all non-recurring itens excluded). The efficiency ratios for 1999, 1998 and
1997 were 44.2% 47.4% and 42.2% respectively

I NCOVE TAX EXPENSE

Incone tax expense totaled $7.8 million in 1999, conpared with $6.2 nmillion in
1998 and $6.9 million in 1997. The $1.6 nillion increase between 1998 and 1999
reflects the substantial increase in pre-tax earnings between the two periods as
a result of inproved net interest incone, reductions in loan |oss provisions and
operating expenses as well as the $1.8 million recovery of check clearing
| osses.
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The major difference between the statutory tax rate and the effective tax rate
(income tax expense divided by pre-tax book inconme) results frominconme which is
not taxable for Federal income tax purposes. The primary category of non-taxable
incone is that of state and mnunicipal securities and industrial revenue bonds
and tax-free loans. The effective tax rate for 1999 was 31.6% as conpared with
32.0% for 1998 and 31.3%in 1997

I N\VESTMENT SECURI Tl ES

I nvestnent securities are conprised largely of U 'S. Agency obligations and
state and nunicipal securities. U S. Agency obligations include securities
i ssued by various governnment corporations and agencies, including Federal Home
Loan Bank (FHLB), Federal National Mrtgage Association (FNMA), Governnent
Nat i onal Mortgage Associ ation (GNMA), Student Loan Marketing Association (SLMA),



Federal Farm Credit Bank (FFCB), and Federal Hone Loan Mortgage Corporation
(FHLMO) .

Obligations of States and Political Subdivisions totaling $73.6 nillion at
Decenber 31, 1999 are conprised of high grade nunicipal securities generally
carrying AAA bond ratings, many of which also carry credit enhancenent insurance
by major insurers of investnent obligations

The average nmaturity of the investment portfolio decreased from 10.05 years in
1998 to 9.63 years in 1999 with the tax equivalent yield increasing from 8.38%
at year-end 1998 to 8.46% at the close of 1999. The increase in yield reflects
the change in portfolio conposition that shifted toward the nunicipal bond
sector.

The investnment portfolio totaling $78.8 million decreased $5.2 mllion between
1998 and 1999. This decrease is the result of prepaynents and calls occurring as
a result of the declining interest rate environnment in 1998 and continuing into
m d-year 1999. Portions of these cash flows were invested in new | oan
origination

SECURI TI ES AVAI LABLE FOR SALE

Securities available for sale are used as part of managenent's asset/liability
strategy. These securities may be sold in response to changes in interest rates
changes in prepaynent risk, for liquidity needs and other factors. These
securities are recorded at market val ue

At Decenber 31, 1999, the Conpany had $212.1 million in securities available
for sale, conpared with $193.2 nillion at year-end 1998. The increase in this
portfolio reflects the reinvestnment of funds received fromloan principal
prepaynments arising fromearly payoffs and calls and maturities of investnent
securities and correspondi ng decreases in Federal Funds sold and
interest-bearing balances held at the Federal Home Bank

The book value of securities available for sale exceeded market val ue at
year-end 1999 by $9.1 million. The decline in the market value of the securities
available for sale is a direct result of overall increases in the interest rate
environment, which has an inverse effect on the market val ue of the underlying
instruments. The tax equival ent purchase yield on securities available for sale
in 1999 was 6.53% and the tax equival ent purchase yield in 1998 was 6.56% The 3
basis point decline in yield on the portfolio reflects the general decline in
interest rates, which triggered above average calls and prepaynents during 1998
and which were then reinvested at prevailing |l ower market rates. This trend
continued through the first half of the current year but began to reverse in the
latter part of 1999 when interest rate increases were instituted by the Federal
Reserve.

The average naturity of the portfolio was 12.4 years and 15.6 years at
Decenber 31, 1999 and 1998, respectively. The declining average maturity is also
the result of the above average number of calls in the agency portfolio and
nort gage- backed security prepaynents as a result of the declining rate
environment and reinvestment in early 1999 in Agency securities with shorter
final maturities. Mbst longer-term securities have call provisions, which could
result in redenption prior to their final maturity
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LOAN PORTFOLI O

The loan portfolio is geographically diversified anmong | oan types and industry
segnments. Commercial and conmercial real estate |oans represent 42.7% of the
total portfolio. During 1999, commercial real estate loans increased as a
percentage of total |oans and now conprise 29.6% of the portfolio. The
commercial and commercial real estate sectors increased by $53.1 nmillion or
21.4%in 1999. Additionally, consunmer |oans increased by $1.7 nmillion or 1.4%
from$125.5 million at Decenber 31, 1998 to $127.2 nmillion at the close of 1999
Consumner | oans represent 18.1% and 20.6% of the portfolio at the close of 1999
and 1998, respectively. The sector that experienced the |argest percentage
change was the commercial real estate portfolio, which increased by $37.6
mllion or 40.6% of the total increase in the |loan portfolio of $92.6 nmillion

Loans, net of unearned inconme, were $704.1 million at year-end 1999. The



increase of $92.6 nillion represents 15.1%growth fromthe $611.5 nillion |eve
at Decenber 31, 1998. During 1999, a renewed enphasis on relationshi p managenent
and | oan devel opnent resulted in a significant increase in the total |oan
portfolio. In 1998 the Conpany experienced increased conpetition for comercia

| oans by other banks and capital market groups which inpacted mni mum
underwriting standards within the industry leading to sub-prime interest rates
hi gher |oan-to-value ratios, and | ess enphasis on owner guarantees. The Conpany
resisted this easing of price and quality standards and sacrificed some existing
and new | oan business in the process. This shift in underwiting standards
coupled with the declining interest rate environment resulted in above average
principal prepaynments and contributed to the decline in the |loan portfolio
during 1998. This trend reversed in 1999 as interest rates rose and capita

mar ket financing sl owed

In addition to | oan prepaynents, the sale of substantially all credit card
loans in the third and fourth quarters of 1998 resulted in an additional $14
mllion reduction in the loan portfolio as the Conpany exited the credit card
line of business

The | oan-to-deposit ratio increased to 85% at Decenber 31, 1999 from 70% at
Decenber 31, 1998. The increase in the |oan-to-deposit ratio is a result of the
increases in the loan portfolio of $92.6 mllion coupled with a $42.7 million
decline in total deposits.

Tabl e 19
LOAN PORTFOLI O
REAL ESTATE - REAL ESTATE - REAL ESTATE -
COWMERCI AL, FI NANCI AL & AGRI CULTURAL CONSTRUCTI ON COMVERCI AL RESI DENTI AL
13. 1% 3.5% 29. 6% 35. 7%

RESERVE FOR LOAN LOSSES

The reserve for loan | osses represents reserves available to absorb estimted
| oan | osses and other credit-related charges. Loan |osses arise primarily from
the loan portfolio, but may al so be derived from other sources, including
commitments to extend credit, guarantees, and standby letters of credit. The
reserve for |loan |losses is increased by both charges to earnings in the form of
provisions for |oan | osses and recoveries of prior |oan charge-offs, and
decreased by | oans charged off. The provision for |loan |losses is calculated to
bring the reserve to a |level, which, in managenent's judgnment, is considered
adequate to absorb potential |osses inherent in the |loan portfolio. Managenent
performs nonthly assessnments to determine the appropriate |level of the reserve
The factors considered in this evaluation include, but are not necessarily
limted to, estimated | osses fromloan and other credit arrangenents, genera
econoni ¢ conditions, changes in credit concentrations or pledged collateral
historical |oan |oss experience, and trends in portfolio volume, maturity,
conposi tion, delinquencies, and non-accruals. Wile managenent has attributed
reserves to various portfolio segnents, the allowance is available for the
entire portfolio

The reserve for loan |osses represents 130% of non-perform ng | oans at
year-end 1999 versus 140% and 79% at Decenber 1998 and 1997, respectively. Wen
other real estate is conmbined with non-performng |oans, reserves equal 107% of
non-
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perform ng assets at the end of 1999 versus 98% and 72% at Decenber 31, 1998 and
1997, respectively

Net charge-offs were $2.4 million in 1999, as conpared with $6.3 million in
1998 and $4.5 million in 1997, respectively. The $3.9 nillion decrease in net
charge-offs in 1999 is principally related to el evated charge-offs in 1998 as a
result of a commercial |oan charge-off of $2.9 mllion relating to a failed
furniture assenbly plant in Princeton, West Virginia in the second quarter of
1998 as well as a reduction in charge-offs associated with the credit card

LOANS TO I NDI VI DUALS



portfolio that was sold in the latter part of 1998. Additionally, the current
year reflects an increase in the overall level of loan quality as a result of
term nation of credit card lending in 1998 and a reduction in the |evel of
indirect auto financing. Net charge-offs for 1997 were elevated, due in part, to
retail loan | osses of $955,000 and $468,000 in the credit card and indirect auto
| oan areas, respectively, as well as a large single comercial |oan charge-off
of $800,000 on a car dealer floor plan arrangenent

NON- PERFORM NG ASSETS

Non- perform ng assets include | oans on which interest accruals have ceased

| oans contractual |y past due 90 days or nore and still accruing interest, and
other real estate owned (OREO) pursuant to foreclosure proceedings. Tota
non-performng assets were $11.1 million at December 31, 1999. The |evels of

non-performng assets for the last five years are presented in the table bel ow

1. 2%

165. 0%

Tabl e 20
DECEMBER 31
1999 1998 1997 1996
(Amounts in Thousands) — -------a--o--oaoaooo oo
Non-accrual Loans..............ouuuiiinnn.. $ 7,889 $ 7,763 $ 9,988 $5, 476
Loans 90 Days or nore Past Due.............. 1, 259 377 4,391 780
Ot her Real Estate Owned..................... 1, 950 3, 547 1,472 2,225
$11, 098 $11, 687 $15, 851 $8, 481
Non- perform ng | oans as a percentage of
total loans.......... ... i 1.3% 1.3% 2. 1%
Non- perform ng assets as a percentage of
total |oans and other real estate owned... 1. 6% 1. 9% 2. 4%
Reserve for |oan | osses as a percentage of
non-performing loans...................... 130. 1% 140. 1% 79. 3%
Reserve for |oan | osses as a percentage of
non-performng assets..................... 107. 2% 97. 6% 72. 0%

Non- performi ng assets decreased $589, 000 between 1998 and 1999 with a $1.6
mllion decrease in other real estate owned and increases reflected in both
ninety days past due and non-accrual |oans. The snmall increase in non-accrua
loans is the result of the addition and renoval of several comercia
rel ationshi ps that were brought current or |iquidated and renoved from
non-accrual status. The volume of non-accrual |oans remains near $8.0 million
due to several larger |oan relationships, which are slow in resolution due to
pendi ng Chapter 11 Bankruptcy proceedi ngs. The increase in |oans ninety days or
nore past due is the result of the addition of an $892, 000 commercial |oan
relationship which is secured by real estate and partially backed by Farnmer's
Home Admi nistration (FnmHA) and Snmel| Business Adm nistration (SBA) guarantees
The decline in other real estate owned of $1.6 million is primarily attributable
to the sale of a comercial property that was acquired through foreclosure on a
furniture manufacturing conmpany in southern West Virginia. The facility was sold
in March 1999 and resulted in a $275,000 recovery of ampunts previously charged
of f.
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DEPGSI TS

Total deposits at Decenber 31, 1999 decreased $42.7 nillion or 4.9% when
conpared to Decenmber 31, 1998. The decrease in deposits is the result of a
general repricing of deposits which was instituted in the latter part of 1998
and continued throughout 1999. The resultant effect was a decline in deposits
deposit cost, and the cost of funds. As a result of decreases in deposit
liabilities, the Conpany utilized |ower cost, short-term advances fromthe
Federal Honme Loan Bank to suppl enent the funding needs of the Conpany. In 1999
the average rate paid on interest bearing liabilities was 4.0% down from 4.57%
in 1998

139. 3%



Aver age deposits totaled $854.0 nmillion for 1999 versus $870.8 nillion in
1998. The | argest decrease in average deposits was experienced in interest-
bearing tinme deposits, which decreased 4.9% versus an overall deposit portfolio
decrease of 1.9% Average savings deposit accounts al so decreased 3.5%
Alternatively, average non interest-bearing demand deposits increased 7.2% and
average interest-bearing demand deposits experienced a 2. 7% i ncrease.

SHORT- TERM BORROW NGS

The Conpany's short-term borrowi ngs consist prinarily of Federal Funds
purchased fromthe FHLB and securities sold under agreenents to repurchase. This
category of funding is a source of noderately priced short-term funds.
Short-term borrow ngs increased on average $6.9 million or 13.4% from 1998
following a 13.5% decrease between 1998 and 1997. The increase in average
short-term borrowings in 1999 is a direct result of the increased enphasis on
liability managenent and controlling deposit cost to increase the net interest
margi n. Short-term borrowi ngs were used to fill the gap in funding due to
reduced | evels of retail deposits.

OTHER | NDEBTEDNESS

O her indebtedness, which represents |ong-term advances fromthe FHLB and
acqui sition debt to a correspondent bank decreased by $8.0 nillion in 1999. The
decrease is attributable to the conplete repaynment of the acquisition debt in
the second quarter of 1999. Remmining indebtedness of $10.2 million is conprised
primarily of long-term advances fromthe FHLB to fund matched purchases of
earni ng assets.

STOCKHOLDERS' EQUI TY

Ri sk-based capital ratios are a nmeasure of the Conpany's capital adequacy. At
Decenber 31, 1999, the Conpany's Tier | capital ratio was 11.96% conpared with
12. 0% in 1998. Ri sk-based capital ratios and the | everage ratio are used by
regul ators to neasure the capital adequacy of banking institutions. Risk-based
capital guidelines risk weight bal ance sheet assets and off-bal ance sheet
conmi tments in determining capital adequacy. The Conpany's total risk-based
capital -to-asset ratio was 13.22% at the close of 1999 conpared with 13.25%in
1998. Both of these ratios are well above the current mninumlevel of 8%
prescribed for bank hol ding conpani es as depicted on Page 43.

The leverage ratio is the neasurenment of total tangible equity to total
assets. The Conpany's |everage ratio at Decenber 31, 1999 was 8.25% conpared to
7.37% at Decenmber 31, 1998, both of which are well above the m ninumlevels
prescribed by the Federal Reserve as depicted on Page 43.

TRUST AND | NVESTMENT MANAGEMENT SERVI CES

The conpany offers trust managenent and estate administration services through
its Trust and Financial Services Division (Trust Division). The Trust Division
reported market value of assets under nanagenment of $368 nmillion and $377
mllion at Decenmber 31, 1999 and 1998, respectively. The Trust Division manages
intervivos trusts and trusts under will, devel ops and adninisters enpl oyee
benefit plans and individual retirement plans and nmanages and settles estates.

Fi duci ary fees for these services are charged on a schedule related to the size,
nature and conplexity of the account.

The Trust Division enploys 19 professionals and support staff with a w de
variety of estate and financial planning, investing and plan adm nistration
skills. Trust Division operating expenses totaled $1.3 mllion in 1999 and 1998.
These costs are conprised primarily of salaries and rel ated benefits, investnent
services, asset custody fees and the cost of information processing systems. The
Trust Division is located within the Conpany's |argest banking facility in
Bl uefield, West Virginia. Services and Trust devel opnment activities to other
branch | ocations and primary markets are provided as an extension of this
di vi sion through professional staff who also serve as field Trust
Adni ni strators.
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LIQUI DI TY



Liquidity represents the Conpany's ability to respond to demands for funds and
is usually derived frommaturing investnent securities, overnight investnents
periodic repaynent of |oan principal, and the Conpany's ability to generate new
deposits. The Conpany also has the ability to attract short-term sources of
funds and draw on credit lines that have been established at financial
institutions to nmeet cash needs

Total liquidity of $372.1 nmillion at Decenmber 31, 1999 is conprised of the
foll owi ng: cash on hand and deposits with other financial institutions of $37.8
mllion; securities available for sale of $212.1 million; investnent securities
held to maturity due within one year of $1.7 million; and Federal Hone Loan Bank
credit availability of $120.5 nmillion

I NTEREST RATE SENSI TI VI TY, | NTEREST RATE RI SK AND ASSET/ LI ABI LI TY MANAGEMENT

The Bank's profitability is dependent to a |large extent upon its net interest
income (NIl1), which is the difference between its interest inconme on
interest-earning assets, such as |loans and securities, and its interest expense
on interest-bearing liabilities, such as deposits and borrow ngs. The Bank, I|ike
other financial institutions, is subject to interest rate risk to the degree
that its interest-earning assets reprice differently than its interest-bearing
liabilities. The Bank manages its mix of assets and liabilities with the goals
of limting its exposure to interest rate risk, ensuring adequate liquidity, and
coordinating its sources and uses of funds while nmintaining an acceptable |eve
of NIl given the current interest rate environnment

The Conpany's primary conponent of operational revenue, NI, is subject to
variation as a result of changes in interest rate environments in conjunction
wi th unbal anced repricing opportunities in earning assets and interest-bearing
liabilities. Interest rate risk has four primary conponents including repricing
risk, basis risk, yield curve risk and option risk. Repricing risk occurs when
earning assets and paying liabilities reprice at differing tines as interest
rates change. Basis risk occurs when the underlying rates on the assets and
liabilities the institution holds change at different levels or in varying
degrees. Yield curve risk is the risk of adverse consequences as a result of
unequal changes in the spread between two or nore rates for different maturities
for the same instrunent. Lastly, option risk is due to "enbedded options" often
called put or call options given or sold to holders of financial instruments

In order to nmitigate the effect of changes in the general |evel of interest
rates, the Conpany manages repricing opportunities and thus, its interest rate
sensitivity. The Bank seeks to control its interest rate risk (IRR) exposure to
insulate net interest incone and net earnings fromfluctuations in the general
level of interest rates. To measure its exposure to |RR, quarterly sinulations
of NIl are performed using financial nodels which project NI through a range of
possible interest rate environments including rising, declining, nost |ikely and
flat rate scenarios. The results of these sinulations indicate the existence and
severity of IRR in each of those rate environments based upon the current
bal ance sheet position, assunptions as to changes in the volune and m x of
interest-earning assets and interest-paying liabilities and managenent's
estimate of yields attained in those future rate environnments and rates which
wi || be paid on various deposit instruments and borrow ngs. Specific strategies
for managenment of IRR have included shortening the anortized maturity of
fixed-rate | oans, increasing the volume of adjustable rate |oans to reduce the
average maturity of the Bank's interest-earning assets and nonitoring the term
structure of liabilities to maintain a balanced m x of maturity and repricing
structures to mtigate the potential exposure. The sinmulation nodel used by the
Conpany captures all earning assets, interest bearing liabilities and all off
bal ance sheet financial instruments and conbines the various factors affecting
rate sensitivity into an earnings outlook. Based upon the |latest sinulation, the
Conmpany believes that it is slightly biased toward a liability sensitive
position. Absent adequate managenent, liability positions can negatively inpact
net interest income in arising rate environnment or, alternatively, positively
inmpact net interest income in a falling rate environnent

The Conpany has established policy limts for tolerance of interest rate risk
that allow for no nore than a ten-percent reduction in projected net interest
income based on quarterly income sinulations. The npbst recent sinulation
indicates that current exposure to interest rate risk does not exceed the
Conpany's defined policy linmts
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The followi ng table summarizes the inmpact on NI and the Market Val ue of
Equity (MVE) as of Decenber 31, 1999 and 1998, respectively, of inmediate and
sustained rate shocks in the interest rate environment of plus and m nus 100 and
200 basis points fromthe flat rate sinmulation. The results of the rate shocks
depicted below differ fromthe results in quarterly sinmulations, in that, al
changes are assunmed to take effect inmmediately; whereas, in the quarterly inconme
simul ations, changes in interest rates take place gradually over a 24-nonth
horizon. This table, which illustrates the prospective effects of hypothetica
interest rate changes, is based upon nunmerous assunptions including relative and
estimated |l evel s of key interest rate factors over a twelve nonth time period
Managenent feels that this type of nodeling technique, although useful, does not
take into account all strategies which managenent m ght undertake in response to
a sudden and sustained rate shock as depicted. Also, as market conditions vary
fromthose assumed in the sensitivity analysis, actual results will also differ
due to: prepaynent/refinancing levels likely deviating fromthose assuned, the
varying inpact of interest rate change caps or floors on adjustable rate assets
the potential effect of changing debt service |evels on customers wth
adj ustabl e rate | oans, depositor early withdrawal s and product preference
changes, and other internal/ external variables. Additionally, managenent does
not believe that a rate shock of the magnitude described is likely in the
forecast period presented

(Dol I ar Ampunts in Thousands)

Table 21

1999
CHANGE | N
| NTEREST RATES NET | NTEREST % MARKET VALUE %
(BASI S POl NTS) | NCOVE CHANGE OF EQUI TY CHANGE
200, . $43, 040. 5 -10. 26 $ 68,527.3 -35.0
100, o e e 45, 655. 7 -4.81 87,584.3 -16.9
B 47, 960. 7 0.0 105, 442. 3 0.0
c100. e 49,994. 4 4.2 124, 308. 5 17.9
2200, 50, 734.5 5.8 141, 245. 4 34.0
Tabl e 22

1998
CHANGE I N
| NTEREST RATES NET | NTEREST % MARKET VALUE %
(BASI S PO NTS) | NCOVE CHANGE OF EQUITY CHANGE
200, . $43,698. 5 -0.6 $ 89,626.2 -17.3
100, et e 43,975.2 0.3 99, 119. 2 -8.5
B 43,961.3 0.0 108, 354. 2 0.0
S100. e 45,154. 9 2.7 118, 235.6 9.1
2200, 46,330.5 5.4 128, 938. 6 19.0

When conparing the inpact of the rate shock anal ysis between 1999 and 1998
the 1999 changes in net interest income reflect |arger variances in projected
net interest income and MVE. The increased sensitivity is attributed to the
increased |ife of certain assets and the control neasures taken in the fourth
quarter of 1998, which continued throughout 1999, to reduce deposit cost. As a
result, the deposit repricing led to a reduction in custonmer deposits, a
corresponding increase in short-term borrow ngs and an increase in the overal
duration of equity. Consequently, the hypothetical changes in interest rates
have a larger effect on net interest income and the market value of equity.

VI RG NI A BANKERS | NSURANCE CENTER

I'n 1999 the conpany purchased a 3.17% interest in the Virginia Bankers
I nsurance Center ("VBIC'), alimted liability conpany organized to provide



access to the insurance |line of business for participating banks. This
consortium of over sixty banks resulted in the formation of a pool of capita

which will be used to enable the participating banks to collectively enter the
property, casualty, life, and health insurance sales market. It is expected that
insurance products will be available in the bank's branches through VBIC

sonmetinme in |ate 2000. The conpany believes that through its extensive network
LOGO
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of bank branches and its thousands of custonmer relationships, it will be in a
position to market significant volumes of insurance, particularly property and
casual ty insurance for homes and autonpbiles. The conpany's entry into the
insurance line of business is designed to provide new sources of fee revenue and
further solidify the financial relationship between the conpany and its present
customners

RECENT LEG SLATI ON

Congress conpleted this past year the |long-awaited financial nopdernization
bill and the bill became |aw, known as the Gramm Leach-Bliley Financial Services
Moder ni zation Act of 1999 (the "Act") with an enactnent date of Novenber 12
1999. The Act is expected to have a significant inpact on financial services
conpani es, including banks such as First Community. The Act's npst publicized
provisions, which generally take effect on March 11, 2000, include: a) the
elimnation of many federal and state legal barriers to affiliations anobng
banks, securities firms, insurance conpanies and other financial services
providers; b) the establishment of a statutory framework pursuant to which ful
affiliations can occur between these entities; and c) provision for financia
services organi zations with flexibility in structuring new affiliations through
a Financial Holding Conpany ("FHC') structure with the Federal Reserve Bank as
the unbrella regulator. The overall thrust of the Act is to renpve the historic
| aws that separate conmercial banking from other financial services
organi zati ons.

The Act establishes the requirenents for permtting a bank hol ding conpany to
engage in the new financial activities and affiliations. A bank hol di ng conpany
may elect to become an FHC if all of its subsidiary banks are well capitalized
and wel |l managed and have received a satisfactory or better Conmunity
Rei nvest ment Act rating. Thereafter, an FHC may engage in either denovo or
through an acquisition, in any activity that has been, as defined by the Act
and determ ned by the Federal Reserve Bank to be financial in nature or
incidental or conplenentary to such financial activity

The Act also creates a new | nvestnment Bank Hol di ng Conpany ("1BHC') structure
under the Securities Exchange Act of 1934. This provision is designed to
impl ement a new concept of supervision by the Securities Exchange Conmi ssion of
broker/ deal er hol ding conpanies that do not control depository institutions

The Act further provides for functional regulation of bank securities
activities. Anmpbng many other matters, it repeals the exenptions fromthe
definition of broker and deal er under the Federal Securities Law that currently
apply to banks, generally subjecting banks and their affiliates and subsidiaries
to the same regulation as all other providers of securities products. These
provisions take effect 18 nonths after the date of enactnent. However, the Act
retains certain linmted exenptions to facilitate certain activities in which
banks have traditionally engaged. These exenptions include third-party broker
arrangenents, trust activities, traditional banking transactions such as
commer ci al paper and exenpted securities, enployer and sharehol der benefit
pl ans, sweep accounts, affiliate transactions, private placenents, safekeeping
and custody services, asset-backed securities, and identified banking products
such as traditional deposit accounts

The Act anmends the Investnent Advisors Act of 1940 and the Investnent Conpany
Act of 1940 to subject banks and bank hol di ng conpani es that advise nmutual funds
to the same regul atory scheme as other advisors to nutual funds. It also
requi res banks to mmke additional disclosure when a mutual fund is sold or
advi sed by a bank. These regul atory and di scl osure provisions |ikew se take
effect 18 nonths after the date of enactnent

If certain requirenents are net and regul atory approval is obtained, nationa
banks of any size are pernmitted to engage, through a financial subsidiary, in



financial activities authorized by the Act, which specifically excludes certain
types of activities (including real estate investment and devel opment) which may
be done only in FHCs.
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The Act prohibits new unitary savings and | oan hol di ng conpani es from engagi ng
in non-financial activities or affiliating with non-financial entities. This
prohibition applies to a conpany that beconmes a unitary savings and | oan hol ding
conpany pursuant to applications filed after May 4, 1999. Previously chartered
uni tary savings and | oan hol ding conpani es and applicants are grandfathered

Any federal savings association chartered or in operation before the date of
enactment or with branches in operation before the date of enactnment in one or
nore states, may convert, at its option, with the approval of the Ofice of the
Conptroller of the Currency or the appropriate state bank supervisor, into one
or nore national state banks, each of which may enconpass one or nore of the
branches of the federal savings association in operation before the date of
enactnment in one or nore states. This conversion will be available only for
resulting national or state banks which neet specified financial and capita
requirenents.

One of the nore significant provisions of the Act is the authorization of
financial subsidiary activities which includes the establishment of insurance
agency activities for such subsidiaries w thout geographic restriction. The
Conpany does not presently maintain any financial subsidiaries as conprehended
by the Act and has not organi zed an FHC. The Conpany is presently evaluating
opportunities afforded under the G amm Leach-Bliley Act

YEAR 2000 CENTURY DATE CHANGE

The arrival of the year 2000 and the associated century date change ("CDC")
wer e expected by many experts and the public, in general, to present potential
threats to business and many aspects of everyday life due to the possibility
that sone information systens and i mbedded conputer chips mght not function
properly due to truncated two-digit year date fields. In response to this
threat, the Conpany initiated an exhaustive study of information systems and
el ectronic devices with enbedded chips utilized throughout the Conpany's
operations. This project involved the identification, renediation, testing and
impl ementation of new, upgraded or renedi ated systens and equi pnent to guard
against failures associated with the CDC threat. Through these efforts the
Conpany was able to successfully transcend the CDC with no interruption of
service, no processing failures, no |loss of data or other negative consequences
associated with the CDC (Y2K) threat. In achieving this state of year 2000
conpliance, the Conpany budgeted and expended approxi mately $150, 000 on new
equi pment, renovated systens and back-up processing arrangenents. In addition
the Conpany incurred human resource opportunity cost through the realignment of
duties of existing personnel to achieve conpliance. However, the overall cost of
the project did not have a material financial inpact on the results of
operations of the Conpany in any fiscal year
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CONSOL| DATED BALANCE SHEETS

(Ampunts in Thousands, Except Share Dat a)

Tabl e 24

ASSETS
Cash and due frombanks............... ... ... ... ... ... ... ...
Interest bearing balances -- FHLB.......... ... ... ... .. .....
Federal funds sold............. .. ... ... ... ... ... ... ... ... ...
Securities available for sale (anortized cost of $221, 226
1999; $191, 131, 1998) . . ..ttt
I nvest ment securities held to maturity
U.S. Treasury SeCcUrities....... ...,
U.S. Governnent agencies and corporations.................
States and political subdivisions.........................
OQther securities................ .. . i

Total investment securities (market value, $78,917
1999; $88,256, 1998)....... ... ...
Total loans, net of unearned income.........................
Less reserve for loan losses......... ... . ..

Net | 0aNS. . ..o
Premi ses and equi PmMeNt. ... ...
O her real estate owned.......... ... i,
Interest receivable. ... ... ... . . . . . .
O her @SSl S. .ttt
Intangi bl e assets. .. ... ..

TOTAL ASSETS. . .

Deposits

Total depoSitS. ..
Interest, taxes and other liabilities.......................
Federal funds purchased............ ... ... ... . . . . . . . . ...
Securities sold under agreenments to repurchase..............
Ot her indebtedness......... ... . i

TOTAL LIABILITIES. .

STOCKHOLDERS' EQUI TY

Common stock, $1 par value in 1999 and 1998, 10, 000, 000
shares authorized; 8,991,586 shares issued in 1999 and
1998, respectively; 8,726,836 and 8,767,552 shares
outstanding in 1999 and 1998, respectively................

Additional paid-in capital......... ...

Retai ned €arni NGS. .. ...

Treasury stock, at COSt............iiiiiniiinn..

Unal l ocated ESOP shares............... ..

Accurul at ed ot her conprehensive (loss) income...............

TOTAL STOCKHOLDERS' EQUITY.................oiiun...

TOTAL LI ABILITIES AND STOCKHOLDERS' EQUITY...........

23

DECEMBER 31

$ 36,400 $ 33,943

1,391 57,523
6 25, 630

212, 105 193, 194
100 100

3, 663 7,546
73, 640 75, 009
1,365 1,361
78, 768 84,016
704, 096 611, 493
11, 900 11, 404
692, 196 600, 089
18, 630 17, 986
1, 950 3,547
8, 090 7,030
15,178 6, 684
23, 448 24, 346

$ 115, 288 $ 123,992

133, 073 137, 169
138, 107 148, 461
446, 790 466, 374
833, 258 875, 996

13, 436 10, 417
86, 700 --
41, 062 47, 680
10, 218 18,176
984, 674 952, 269

8, 992 8, 992
34, 264 34,306
69, 372 60, 250
(2, 945) (1, 403)

(722) (1, 664)
(5, 473) 1,238
103, 488 101, 719



See Notes to Consolidated Financial Statenents
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(Amounts in Thousands, Except Share and Per Share Data)
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YEARS ENDED DECEMBER 31

1999 1998 1997
| NTEREST | NCOVE
Interest and fees on loans............................ $58, 036 $62, 323 $59, 753
Interest on securities available for sale............. 13, 217 9, 060 9,128
Interest on investnent securities:
U S. Treasury Securities........... oo, 41 117 337
U.S. Governnent agencies and corporations........... 269 1,034 2,333
States and political subdivisions, tax exenpt....... 3, 940 3,989 3, 205
Other secUrities. . ... ... 104 90 85
Interest on federal funds sold........................ 403 1,594 949
Interest on deposits in banks......................... 482 3, 006 44
TOTAL INTEREST INCOME. . ..o e e e 76, 492 81,213 75, 834
| NTEREST EXPENSE
Interest on deposSits. ... ... 29, 137 34,374 28,773
Interest on short-termborrowings..................... 2,332 2,295 2,623
Interest on other indebtedness........................ 781 1, 459 1,494
TOTAL INTEREST EXPENSE. . ... ... 32,250 38,128 32,890
NET INTEREST INCOVE. . .. ..ottt 44,242 43, 085 42,944
Provision for loan losses............. ... .. 2,893 6, 250 4,963
NET | NTEREST | NCOVE AFTER PROVI SI ON FOR LOAN
LOSSES. . . ..o 41, 349 36, 835 37,981
NON- | NTEREST | NCOVE
Fiduciary inCOME. ... ... e 2,092 1,682 1,678
Service charges on deposit accounts................... 3, 640 3,746 3, 289
Ot her service charges, conmissions and fees........... 1,476 2,935 2,979
Net securities gains.......... ...t -- 25 6
Other operating iNCOMB. . ... ...t 3,524 1,732 709
Pension termination gain........... .. ... . . ... -- 1, 062 --
TOTAL NON-I NTEREST INCOME. . . ..o 10, 732 11, 182 8,661
NON- | NTEREST EXPENSE
Sal aries and enployee benefits........................ 13,132 12,242 11, 336
Occupancy expense of bank premises.................... 2,128 1,943 1,679
Furniture and equi pment expense....................... 1,743 1, 965 1, 642
Goodwi I | and core deposit anortization................ 2,049 2,061 1, 379
Other operating eXpPensSe. .. .. ...t 8, 405 10, 541 8, 636
TOTAL NON- I NTEREST EXPENSE. . .. ..........c.cvu.. 27, 457 28, 752 24,672
I ncome before income taxes................iiiiio.. 24,624 19, 265 21,970
INCOME taX EXPENSE. . ...ttt e 7,772 6, 164 6, 876



WVEI GHTED AVERAGE BASI C SHARES QUTSTANDING. . ...........

BASI C EARNINGS PER COVWWON SHARE. . .....................

DI LUTED EARNINGS PER COWON SHARE. . ...................

See Notes to Consolidated Financial Statenents
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CONSOLI DATED STATEMENTS OF CASH FLOW

(Amounts in Thousands)

Tabl e 26

OPERATI NG ACTI VI TI ES
Cash flows fromoperating activities:

Net I NCOMB. . .t e
cash provided

Adj ustents to reconcile net income to net
by operating activities:

Provi si on for

Anortization of
Net investnent

(I'ncrease) decrease in interest
(I'ncrease) decrease in other
Decrease in other

NET CASH PROVI DED BY OPERATING ACTIVITIES..............

I NVESTI NG ACTI VI TI ES
Cash flows frominvesting activities:

Proceeds from sales of securities available for sale....

Proceeds frommaturities and calls of securities

available for sale...... ... .. ... .

Proceeds frommaturities and calls of investnent

SECUNI LI BS. o it
Proceeds fromsale of credit card loans................
Purchase of securities available for sale..............
securities.............oovvu..
Net (increase) decrease in |oans nmade to custoners.....
Cash (used in ) provided by branch acquisitions, net....
Purchase of premises and equipnent.....................
Proceeds fromsale of equipnent........................

Purchase of investnent

NET CASH PROVI DED BY (USED I N)

FI NANCI NG ACTI VI TI ES
Cash flows fromfinancing activities:
Net (decrease) increase in demand and savi ngs

AePOST £ S. oot
increase in tinme deposits...............
in short-termdebt.............
long-termdebt....... ... ... ... ... ... ... ..
Proceeds fromlong-termborrowings.....................
Acquisition of treasury stock..........................
Rei ssuance of treasury stock.............. .. ... ...,

Net (decrease)
Net increase (decrease)
Repaynent of

Cash paid in lieu of fractional

Dividends paid.......... .ot

loan 10SS€S. ...
Depreci ation of prem ses and equipnent............
intangibles............... ... ... ..
anortization and accretion.........
Net gain on the sale of assets....................

assets...............
liabilities.....................
Ot her, Net....... .

8, 766, 209 8, 800, 546 8,828,791
$1.92 $1. 49 $1.71
$1.91 $1.49 $1.71

25

YEARS ENDED DECEMBER 31

1999 1998 1997
$ 16,852 $ 13,101 $ 15,094
2,893 6, 250 4,963
1,413 1,514 1,192
2,020 1,915 647
483 32 (332)
(832) (1, 375) (103)
(1, 060) 658 (358)
(3, 668) 2,958 1,046
(754) (1,033) (2, 857)

80 88 (51)

17, 427 24,108 19, 241
8, 203 -- 18
30, 881 100, 920 24,762
5,278 25, 488 26, 509
-- 15, 590 --

(69, 611) (132, 381) (35, 090)
-- (300) (26, 447)

(87, 986) 37, 664 (27, 014)
(1,417) -- 39, 658
(2,222) (726) (2,018)
82 287 16
(116, 792) 46, 542 394
(23, 154) 28, 556 (8,507)
(19, 579) (6, 351) 30, 398
80, 082 (7,376) (23, 443)
(7,993) (7,768) (2, 412)
-- 1, 500 11, 500
(1,542) (1, 796) --
-- -- 17

(18) (27) (22)

(7, 730) (7, 415) (7, 345)



NET CASH PROVI DED BY (USED I N) FI NANCING ACTIVITIES. . ...

CASH AND CASH EQUI VALENTS

Net (decrease) increase in cash and cash equivalents....
Cash and cash equival ents at beginning of year..........

CASH AND CASH EQUI VALENTS AT END OF YEAR. . ..............

See Notes to Consolidated Financial Statenents
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(79, 299)
117,096

CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUITY

(Amounts in Thousands, Except Share and Per Share |nformation)

RETAI NED
EARNI NGS

$46, 815

15, 094

822

Tabl e 27
ADDI TI ONAL
COMVON PAI D-I N
STOCK CAPI TAL
BALANCE, DECEMBER 31, 1996..... $ 32,015 $11, 283
Conpr ehensi ve inconme
Net income................... -- --
O her conprehensive inconme
Unreal i zed hol di ng gai ns on
securities
avai |l abl e-for-sale, net
of tax................... -- --
Less reclassification
adj ustment for gains
realized in net incone
net of tax............... -- --
Conpr ehensi ve incone..... -- --
Common di vi dends decl ared ($.83
per share)................... -- --
Change from $5.00 par value to
$1.00 par value.............. (23, 023) 23,023
Rei ssuance of 909 treasury
shares at $18.96 per share... -- --
BALANCE, DECEMBER 31, 1997..... 8,992 34, 306

Conpr ehensi ve inconme
Net income..................... -- --
O her conprehensive inconme
Unreal i zed hol ding | osses
on securities
avai |l abl e-for-sale, net

Less reclassification
adj ustnent for gains
realized in net incone
net of tax............... -- --

Conpr ehensi ve incone..... -- --
Common di vi dends decl ared ($.84
per share)................... -- --
Purchase 55,914 ESOP shares at
a wei ghted cost of $29.76 per

Purchase 5,156 treasury shares
at $25.50 per share.......... -- .-

54, 564

13,101

(677) 186
69, 973 19, 821
47,123 27,302
$ 117, 096 $ 47,123
ACCUMULATED
UNAL L OCATED OTHER
TREASURY ESOP COVPREHENSI VE
STOCK SHARES I NCOVE ( LOSS)
$(1, 288) $ -- $ 433
-- -- 822
-- - (4)
-- -- 818
17 -- --
(1,271) -- 1,251
-- -- (11)
-- - (2)
-- -- (13)
-- (1, 664) --
(132) -- --

97, 842

13,101

(11)

(7, 415)

(1, 664)

(132)



BALANCE, DECEMBER 31, 1998..... 8,992 34,306 60, 250 (1,403)
Conpr ehensi ve incone
Net income..................... - - -- 16, 852 --

O her conprehensive inconme
Unreal i zed hol ding | osses
on securities
avai |l abl e-for-sale, net

Less reclassification
adj ustment for gains
realized in net incone
net of tax............... -- -- -- --
Conpr ehensi ve incone..... -- -- 16, 852 --
Common di vi dends decl ared ($.88
per share)................... -- -- (7,730) --
Purchase 71,589 treasury shares
at $21.54 per share.......... -- -- -- (1,542)
Al l ocation of ESOP shares...... -- (42) -- --

(1,664)

(6, 711)

101, 719

16, 852

(6, 711)

(7, 730)

(1,542)
900

BALANCE, DECEMBER 31, 1999..... $ 8,992 $34, 264 $69, 372 $(2, 945)

See Notes to Consolidated Financial Statenents
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NOTES TO CONSCOLI DATED FI NANCI AL STATEMENTS

NOTE 1. SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES
BASI S OF PRESENTATI ON

The accounting and reporting policies of First Community Bancshares, Inc.
and subsidiary (First Community or the Conpany) conformto generally accepted
accounting principles and to predoninant practices within the banking industry.
In preparing financial statenents, managenent is required to nake estinates and
assunptions that affect the reported ambunts of assets and liabilities as of the
date of the bal ance sheet and revenues and expenses for the period. Actua
results could differ fromthose estimtes. Assets held in an agency or fiduciary
capacity are not assets of the Conpany and are not included in the acconpanying
consol i dated bal ance sheets

PRI NCI PLES OF CONSOLI DATI ON

The consolidated financial statements of First Conmmunity include the
accounts of its wholly owned subsidiary. All significant interconpany bal ances
and transactions have been elinminated in consolidation. In the Parent Conpany
financial statements, the investment in subsidiary is stated at equity in the
net assets of the subsidiary increased by the unanortized portion of the excess
of fair value over the cost of net assets acquired, where applicable

SECURI TI ES AVAI LABLE FOR SALE

Securities to be held for indefinite periods of time including securities
that managerment intends to use as part of its asset/liability management
strategy, and that may be sold in response to changes in interest rates, changes
in prepayment risk, or other sinmlar factors are classified as available for
sale and are recorded at market value. Unrealized appreciation or depreciation
in market value above or below anortized cost is included in stockhol ders
equity net of income taxes which is entitled "OQther Conprehensive Incone."

Prem uns and di scounts are anortized to expense or accreted to incone over the
life of the security. Gain or loss on sale is based on the specific
identification nethod

I NVESTMENT SECURI Tl ES

Investnents in debt securities which managenent has the ability and intent



to hold to maturity are carried at cost. Prem unms and discounts are anortized to
expense and accreted to income over the lives of the securities. Gain or |oss on
the call or maturity of investment securities, if any, is on the specific
identification method. At Decenber 31, 1999 and 1998, no securities were held
for trading purposes and no trading account was mmintai ned

RESERVE FOR LOAN LOSSES

The reserve for loan losses is available to absorb future |oan charge-offs
The al |l owance is increased by provisions charged to operations and reduced by
| osses, net of recoveries. The ampbunt charged to operations is based on severa
factors including: (1) analytical reviews of significant comrercial and
commercial real estate |oans and | oan | oss experience in relationship to
outstanding | oans to deternine an adequate reserve for |loan |osses required for
outstanding |loans; (2) a continuing review of |oans evaluated by the |oan review
process as |less than satisfactory, all non-perfornming |oans and overal
portfolio quality; (3) regular exaninations and appraisals of the |oan portfolio
conducted by federal and state supervisory authorities; and (4) managenent's
judgnment with respect to current and expected economi c conditions, the |evel of
del i nquenci es and non-accrual |oans, trends in the volume and term of |oans
anticipated inpact fromchanges in |lending policies and procedures, and any
concentration of credit in certain industries or geographic areas
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Inpaired | oans are evaluated in accordance with Statenent of Financial
Accounting Standards (SFAS) No. 114, "Accounting by Creditors for Inpairnment of
a Loan," which requires an allowance to be established as a conponent of the
reserve for loan losses for certain |oans (using the discounted cash flows or
fair value of collateral) when it is probable that all ampunts due pursuant to

contractual ternms of the loan will not be collected and the recorded investnent
in the |l oan exceeds the fair value. Managenment reviews the inpairment status of
all | oans designated as non-accrual or which have been classified as

"substandard" or "doubtful" by the Conpany's |oan revi ew process. Managenent
does not individually evaluate certain smaller balance, honbgeneous |oans, such
as consuner installnment |oans and residential nortgage |oans for inpairnent
These | oans are evaluated on an aggregate basis using a fornul a-based approach
in accordance with the Conpany's policy. Al of the loans deened to be inpaired
were eval uated using the fair value of the collateral as the measurenent

st andard.

PREM SES AND EQUI PMENT

Prem ses and equi pnment are stated at cost |ess accunul ated depreciation
Depreci ation of both buildings and i nprovenents as well as for equipnent is
conputed on the straight-line method over estimated useful lives. Mintenance
and repairs are charged to current operations while betterments are capitalized
Di sposition gains and |osses are reflected in current operations

Long-lived assets to be held and those to be disposed of and certain
intangi bles are evaluated for inpairment in accordance with Statenment of
Fi nanci al Accounting Standards (SFAS) No. 121 "Accounting for the Inpairnent of
Long-Li ved Assets or for Long-Lived Assets to be Di sposed O ".

I NCOVE ON LOANS

Accrual of interest on loans is based generally on the daily ambunt of
principal outstanding. It is the Conpany's policy to discontinue the accrual of
interest on |oans based on their paynment status and evaluation of the related
collateral and the financial strength of the borrower. The accrual of interest
incone is normally discontinued when a | oan becomes 90 days past due as to
principal or interest. Managenent may el ect to continue the accrual of interest
when the loan is well secured and in process of collection. Wen interest
accruals are discontinued, interest accrued and not collected in the current
year is reversed and interest accrued and not collected fromprior years is
charged to the reserve for possible |oan | osses. Consunmer revolving credit |oans
that become 180 days past due are automatically charged to the reserve for |oan
| osses.

LOAN FEE | NCOVE



Loan origination fees are recorded as a reduction of direct costs
associated with | oan processing, including salaries, review of |egal docunents
obtai nment of appraisals, and other direct costs. Fees in excess of those
rel ated costs are deferred and anortized over the life of the related |oan. Loan
commitment fees are deferred and anortized over the related conmitnment period

OTHER REAL ESTATE OWNED

O her real estate owned and acquired through foreclosure is stated at the
lower of cost or fair market value |ess estinated costs to sell. Loan |osses
arising fromthe acquisition of such properties are charged agai nst the reserve
for possible |oan | osses. Expenses incurred in connection with operating the
properties, subsequent wite-downs and gains or |osses upon sale are included in
other non-interest income and expense. General reserves for |oss on the
di sposition of other real estate are established through charges against current
operations.

UNALLOCATED ESOP SHARES

The cost of unallocated enpl oyee stock ownership plan shares are included
as a conponent of stockholders' equity. The plan shares are allocated to
partici pant accounts over a period not to exceed seven years based upon relative
enpl oyee conpensation
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I NTANG BLE ASSETS

The investnment in subsidiary and branches in excess of ampunts attributable
to tangible and identified intangible assets at dates of acquisition is recorded
as goodwi Il and is being anortized to operations over a period of fifteen years
using the straight-line method. The unanortized bal ance of goodw || was
$22,913, 000 and $23, 684,000 at Decenber 31, 1999 and 1998, respectively. A
portion of the cost of purchased subsidiaries has been allocated to val ues
associated with the future earnings potential of acquired deposits and is being
anortized over the estimated |lives of the deposits which range from seven to ten
years. The unanortized bal ance of identified intangibles associated with
acquired deposits was $535,000 and $662, 000 at Decenber 31, 1999 and 1998
respectively

| NCOVE TAXES

The Conpany accounts for taxes using the provisions of SFAS No. 109
"Accounting for Income Taxes," which, under the asset and liability method
provi des deferred i ncome taxes which are recogni zed for the tax consequences of
"tenporary differences" by applying enacted statutory tax rates to the
di fferences between the financial statenent carrying amobunts and the tax bases
of existing assets and liabilities. Under SFAS No. 109, the effect on deferred
taxes of a change in tax rates is recognized in income in the period that
includes the enactnent date

RECLASSI FI CATI ONS

Certain anmpbunts included in the 1998 and 1997 financi al statenents have
been reclassified to conformto the presentation used in preparation of the 1999
financial statenents.

RECENT ACCOUNTI NG PRONOUNCEMENT

SFAS No. 133, "Accounting for Derivative Instruments and Hedgi ng
Activities", was issued in June 1998. SFAS No. 133 sets forth a conprehensive
approach to addressing the accounting for derivative instruments, including
certain derivative instrunents enbedded in other contracts, and hedgi ng
activities. This standard addresses the type of activities, which are included
within the definition of derivatives and enbedded derivatives, and identifies
the methods to be used for valuation and income recognition. In addition to the
derivative and hedging activities addressed, the standard also allows a one-tine
transfer of securities fromthe held-to-maturity to the avail able-for-sale or
the tradi ng category, which can only be applied at the date of initial
application of the Statement. This Statement will be effective for all fisca
quarters of all fiscal years beginning after June 15, 2000. Earlier application
of the provisions of this Statement is encouraged but is permtted only as of



the beginning of any fiscal quarter. Managenent is currently in the process of
eval uating the inpact of Statement No. 133

CASH FLOWS

I'n 1999, 1998 and 1997 for purposes of reporting cash flows, cash and cash
equi val ents include cash and due from banks, federal funds sold, and interest
bearing bal ances available for immediate withdrawal . Interest and inconme taxes
paid in 1999, 1998 and 1997 were as follows:

Tabl e 28
1999 1998 1997
" (Amunts in Thousands)
LNt eresSt . .o e $33, 175 $38, 267 $32, 726
INCOMB L aXBS. . ottt e e e e e e 8,195 6, 744 6, 433

SUPPLEMENTAL SCHEDULE OF NON- CASH TRANSACTI ONS
Transfers of loans to other real estate

OWNEA. .« ottt ettt $ 1,667 $ 3,588 $ 862
Unrealized | oss (gain) on securities avail able
for sale. ... . . 11, 184 21 (1, 375)
LOGO

First Community Bancshares Logo

NOTE 2. ACQUI SI TI ONS

On Septenber 28, 1999, First Conmunity Bank, N A ("FCBNA"), the Conpany's
whol | y- owned banki ng subsidiary acquired 100% of the common stock of United
First Mrtgage, Inc. ("UFM'), headquartered in Richnond, Virginia. UFMis a
nort gage brokerage conpany and when acquired had assets of approxi mately $6.4
mllion and 9 offices located in a geographic region along a corridor of
Interstates 64 and 81 and ranging from Virginia Beach, Virginia to Harrisonburg
Virginia. Pursuant to the Agreenment, FCBNA exchanged cash of $1.95 mllion for
all of UFM s outstanding 3,000 common shares with provisions for additiona
consi deration contingent upon the financial performance of UFMin subsequent
years. The total initial consideration paid resulted in an intangible asset of
approximately $1.2 nmillion, which is being anortized on a straight-1line basis
over a 15-year period. The contingent paynents to be made in subsequent years
wi || be capitalized as goodw || upon the determ nation of the contingent paynent
amounts and anortized over the remaining useful life, if any, of the origina
goodwi | | purchase. The acquisition was accounted for under the purchase nethod
of accounting. Accordingly, results of operations of UFM are included in the
consol idated results fromthe date of acquisition. Subsequent to the nmerger, UFM
operates as a wholly owned subsidiary of FCBNA. Presently, all |oans originated
by UFM are classified as held for sale and are included in total |oans
outstandi ng as of Decenber 31, 1999. The |l oans are reviewed individually and
presented at the |ower of cost or market value, however, due to the short
turnaround on outstanding commitnments to sell these |oans, and the fact that
investors are identified at the point of the loan commtnent, the market val ue
is generally greater than cost. UFM does not securitize the |loans that are
avail abl e for sale and UFM does not retain servicing on any of the |oans sold

The followi ng unaudited proforma financial information shows the effect of
the UFM acquisition as if the transaction had been consummated on January 1
1998
FI RST COMMUNI TY BANCSHARES, | NC

Prof orma Unaudi ted Suppl emental Financial |nfornmation
(Amounts in thousands except per share data)

Tabl e 29



Net Interest INCOMB. . ... ... ... i, $44, 208 $43, 037
Net I NCOME. . ... e e 16, 718 13,371
Basi ¢ Earnings Per Common Share......................... 1.89 1.50

NOTE 3. SECURI TI ES AVAI LABLE FOR SALE

As of Decenber 31, the anortized cost and market value of securities
classified as available for sale are as follows:

Tabl e 30

AMORTI ZED UNREALI ZED  UNREALI ZED MARKET
COsT GAI NS LOSSES VALUE

(Amounts in Thousands)

U.S. Governnent agency

Securities........oovnnnnn. $149, 020 $ 73 $ (5,457) $143, 636
States and political
subdivisions................... 35, 068 340 (2,053) 33, 355
O her securities................. 37,138 518 (2,542) 35,114
Total ... $221, 226 $ 931 $(10, 052) $212, 105
Table 31
1998

AMORTI ZED UNREALI ZED  UNREALI ZED MARKET
COsT GAI NS LOSSES VALUE

(Amounts in Thousands)

U.S. Governnent agency

SEeCUrities........ouuvuuinnn. $119, 236 $ 713 $ (441) $119, 508
States and political
subdivisions................... 36, 458 1,470 (585) 37, 343
Ot her securities................. 35, 437 915 (9) 36, 343
Total .o $191, 131 $3, 098 $(1, 035) $193, 194
31
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Securities available for sale with market val ues of $175,911, 000 and
$65, 421, 000 at Decenber 31, 1999 and 1998, respectively, were pledged to secure
public deposits, securities sold under agreenents to repurchase and ot her
short-term borrow ngs and for other purposes

As a condition to nmenbership in the Federal Home Loan Bank System the
Conpany' s whol |y owned banki ng subsidiary, FCBNA, is required to subscribe to a
m nimum | evel of stock in the Federal Home Loan Bank ("FHLB"). At Decenmber 31
1999, FCBNA owned approximately $5.1 million in stock in the FHLB of Atlanta
which is classified as available for sale.

The anortized cost and market value of securities available for sale by
contractual maturity, at Decenmber 31, 1999, are shown bel ow. Expected maturities
may differ fromcontractual maturities because issuers may have the right to
call or prepay obligations with or without call or prepaynment penalties. During
1997, sales of securities available for sale resulted in gains of $6,000; the
proceeds fromthese sales were $18,000. There were no sales of securities
avail able for sale during 1998 or 1999. During 1998, calls of securities
available for sale resulted in a gain of approxi mtely $4,000. The basis for
evaluating the gain or loss realized is the anortized cost. The follow ng table
presents maturities of investment securities available for sale by type on both



an anortized cost and market val ue basis at Decenmber 31, 1999

Tabl e 32
uU. S. STATES TAX
GOVERNVENT AND EQUI VALENT
AGENCI ES & POLI TI CAL OTHER PURCHASE
CORPORATI ONS SUBDI VI SI ONS SECURI Tl ES TOTAL Yl ELD

(Amounts in Thousands)

AMORTI ZED COST

Maturity
Wthin one year............ ... $ 4,858 $ 380 $ -- $ 5,238 5. 33%
After one year through five years...... 30, 395 4,998 -- 35, 393 6. 08%
After five years through ten years..... 50, 144 5,087 29, 027 84, 258 6. 48%
After ten years........... ... 63, 623 24,603 8, 111 96, 337 6.81%
Total anortized cost................ $149, 020 $35, 068 $37, 138 $221, 226
Tax equival ent purchase yield............ 6.23% 8.21% 4.67% 6. 53%
Average maturity (in years).............. 12.16 12. 56 12. 96 12. 36
MARKET VALUE
Maturity
Wthin one year............ooouuuiunnnn. $ 4,839 $ 380 $ -- $ 5,219
After one year through five years...... 29, 445 5,061 -- 34,506
After five years through ten years..... 48, 150 5, 285 26, 500 79, 935
After ten years...........o.uuuiiunnnnn. 61, 202 22,629 8,614 92, 445
Total market value.................. $143, 636 $33, 355 $35, 114 $212, 105
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NOTE 4. | NVESTMENT SECURI Tl ES

The following table presents anortized cost and approxi mate market val ues
of investment securities at Decenber 31

Tabl e 33
1999
AMORTI ZED UNREALI ZED UNREALI ZED MARKET
COST GAI NS LCOSSES VALUE
(Amounts in Thousands)
U. S. Treasury securities............. $ 100 $ -- $ -- $ 100
U. S. Governnent agencies and
corporations.................ouo.. 3,663 3 (59) 3,607
States and political subdivisions.... 73, 640 810 (613) 73, 837
O her securities..................... 1, 365 10 (2) 1,373
Total ... $78, 768 $823 $(674) $78,917
Tabl e 34
1998
1998
AMORTI ZED UNREALI ZED UNREALI ZED MARKET
COST GAI NS LCOSSES VALUE

(Amounts in Thousands)



U S. Treasury securities............. $ 100 $ 1 $-- $ 101
U. S. Governnent agencies and
Corporations............ ... 7,546 50 (16) 7,580
States and political subdivisions.... 75, 009 4,191 -- 79, 200
Cther securities..................... 1,361 14 -- 1,375
Total ... $84, 016 $4, 256 $(16) $88, 256

Various investment securities with an anortized cost of approximtely
$27, 050, 000 and $27, 875,000, respectively, were pledged at Decenber 31, 1999 and
1998 to secure public deposits and for other purposes required by Iaw During
1998, calls of held-to-naturity investnent securities resulted in gains of
$21, 000; the proceeds fromthese calls were $1,021,000. There were no gains from
calls of investment securities held to maturity during 1999. The follow ng table
presents maturities of investments by type on both an anortized cost and market
val ue basis at December 31, 1999:

Tabl e 35
u. S
GOVERNMENT STATES &
u. S AGENCI ES & POLI TI CAL OTHER
TREASURY  CORPORATIONS  SUBDI VI SIONS  SECURI TI ES TOTAL
(Amounts in Thousands)
AMORTI ZED COST
Maturity:
Wthin one year.................. $100 $ 594 $ 1,012 $ -- $ 1,706
After one year through five
YEAIS. ottt -- 2,268 3,474 1, 065 6, 807
After five years through ten
YEAIS. ottt -- 801 30, 117 300 31,218
After ten years.................. -- -- 39, 037 -- 39, 037
Total anortized cost.......... $100 $3, 663 $73, 640 $1, 365 $78, 768
Tax equival ent purchase yield...... 6.01% 6.17% 8.59% 7.74% 8. 46%
Average maturity (in years)........ .5 3.48 10. 05 4.02 9.63
33
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Tabl e 36
u. S
GOVERNMVENT STATES &
u. s AGENCI ES & POLI TI CAL OTHER
TREASURY CORPORATI ONS SUBDI VI SI ONS SECURI TI ES TOTAL
(Amounts in Thousands)
MARKET VALUE
Maturity:
Wthin one year.................. $100 $ 585 $ 1,013 $ -- $ 1,698
After one year through five
YEAIS. ottt -- 2,225 3,530 1,073 6, 828
After five years through ten
YEAIS. ottt -- 797 30, 433 300 31, 530
After ten years.................. -- -- 38, 861 -- 38, 861
$78, 917

NOTE 5. LOANS

Loans consist of the followi ng at Decenber 31:

TAX
EQUI VALENT
PURCHASE
YI ELD

6. 50%
7.49%

8. 33%
8.82%



Tabl e 37

(Amounts in Thousands)

Real estate -- comercial............. ... . ... $208, 227 $170, 669
Real estate -- construction.......................... 24,684 8,988
Real estate -- residential........................... 251, 157 228,218
Commercial, financial and agricultural............... 92, 739 77,233

Loans to individuals for household and ot her consuner
eXPENdi t UM €S, . o vt 127, 227 125, 491
Al other loans. ...... ... 62 894
$704, 096 $611, 493

The banking subsidiary of the Conpany is a party to financial instruments
wi th of f-bal ance sheet risk in the normal course of business to neet the
financing needs of its custonmers. These financial instruments include
commtments to extend credit, standby letters of credit and financia
guarantees. These instrunments involve, to varying degrees, elenments of credit
and interest rate risk beyond the ambunt recogni zed on the bal ance sheet. The
contractual ampunts of those instruments reflect the extent of involvenent the
Conmpany has in particular classes of financial instruments

The Conpany's exposure to credit loss in the event of non-performance by
the other party to the financial instrument for commtnents to extend credit and
standby letters of credit and financial guarantees written is represented by the
contractual amount of those instruments. The Conpany uses the same credit
policies in making commtments and conditional obligations as it does for
on- bal ance sheet instrunents

Conmitnments to extend credit are agreenents to lend to a custoner as |ong
as there is not a violation of any condition established in the contract
Commi tments generally have fixed expiration dates or other term nation clauses
and may require paynent of a fee. Since many of the commitnments are expected to
expire wthout being drawn upon, the total conm tnent anpunts do not necessarily
represent future cash requirenments. The Conpany eval uates each custoner's
creditworthiness on a case-by-case basis. The ampunt of collateral obtained, if
deened necessary by the Conpany, upon extension of credit is based on
managenent's credit evaluation of the counterparts. Collateral held varies but
may include accounts receivable, inventory, property, plant and equi pnent, and
i ncone- produci ng comerci al properties.

Standby letters of credit and financial guarantees witten are conditiona
comm tents issued by the Conpany to guarantee the performance of a custoner to
a third party. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to custoners
To the extent deemed necessary, collateral of varying types and anpunts is held
to secure custoner performance under certain of those letters of credit
out standi ng at Decenber 31, 1999
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Fi nanci al instrunents whose contract ampunts represent credit risk at
Decenber 31, 1999 are conmitnents to extend credit (including availability of
lines of credit) -- $132.1 million, and standby letters of credit and financial
guarantees witten -- $3.2 mllion. At Decenber 31, 1999, neither the Conpany
nor its subsidiary have any anmpunts outstanding representing futures, forward
exchange contracts or interest swaps

In the nornal course of business, the Conpany originates |oan conm tnents
Loan commitnents generally have fixed expiration dates or other term nation
clauses and may require paynent of a fee. The Conpany eval uates each custoner's
creditwort hiness on a case-by-case basis. The ampunt of collateral deened
necessary by the Conpany is based on nanagenent's credit evaluation and
underwriting guidelines for the particular |oan. The total commi tnents
out standi ng at Decenber 31, 1999 are sunmarized as follows:



Tabl e 38

Real estate -- commercial (fixed)................. $ 29, 845 7.50 - 10.50%
Real estate -- commercial (variable).............. 28, 346 6.50 - 10.75%
Real estate -- construction (fixed)............... 16, 646 7.75 - 11.25%
Real estate -- construction (variable)............ 21, 345 8.25 - 11.00%
Real estate -- residential (fixed)................ 1,840 6.50 - 18.00%
Real estate -- residential (variable)............. 7,388 6.43 - 13.00%
Commercial, financial, agricultural (fixed)....... 9, 312 5.60 - 13.00%
Commercial, financial, agricultural (variable).... 15,576 6.50 - 13.50%
Loans to individuals for household and other

consunmer expenditures (fixed)................... 3,888 5.00 - 18.00%
Loans to individuals for household and other

consunmer expenditures (variable)................ 1,125 7.43 - 18.00%

TOT AL, o $135, 311

Presently, the Conpany has no significant concentrations of credit risk
ot her than geographic concentrations. Mst loans in the current portfolio were
made and col lateralized in West Virginia and the surrounding Md Atlantic area
Al t hough portions of the West Virginia econonmy are closely related to coal and
tinmber, they are supplenmented by service industries. The current econom es of
the Conpany's markets are seen as relatively stable and are not seen as highly
subject to volatile econom c change. The Conpany's presence in three states
including North Carolina, Virginia and West Virginia provides additiona
di versification against geographic concentrations of credit risk

In the nornmal course of business, the banking subsidiary of the Conpany has
made | oans to directors and executive officers of the Conpany and its
subsidiary. Al loans and conmitnents made to such officers and directors and to
conpanies in which they are officers or have significant ownership interest have
been made on substantially the sane terns, including interest rates and
collateral, as those prevailing at the time for conparable transactions with
ot her persons. The aggregate dollar anmpunt of such |loans was $8.6 million and
$7.3 million at Decenmber 31, 1999 and 1998, respectively. New |l oans and paynents
attributable to the change from 1998 to 1999 total $3.1 mllion and $1.8
mllion, respectively. The beginning balance of $7.3 nmillion has been restated
from$9.8 mllion in the prior year due to the consolidation of the banking
subsidiaries with and into First Community Bank, N A and a reduction in the
nunber of directors

35
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NOTE 6. RESERVE FOR LOAN LOSSES
Activity in the reserve for loan | osses was as follows:
Tabl e 39
1999 1998 1997
(Amounts in Thousands)
Bal ance, January 1........................ $11, 404 $11, 406 $ 8,987
Recoveries credited to reserve............ 610 736 673
Provision for the year charged to
operations..............ooiiiiiiiiia... 2,893 6, 250 4,963
Reserve acquired in acquisitions.......... -- -- 1,981
14, 907 18, 392 16, 604

Loans charged-off......................... 3,007 6, 988 5,198



Bal ance, Decenmber 31...................... $11, 900 $11, 404 $11, 406

The Conpany consistently applies a nmonthly review process to continually
eval uate | oans for changes in credit risk. This process serves as the primry
means by which the Conpany eval uates the adequacy of |oan |oss reserves. The
total loan loss reserve is divided into two categories which apply to i)
specifically identified | oan rel ationships which are on non-accrual status
ninety days past due or nore and loans with elements of credit weakness
(allocated reserves) and ii) fornmula and unall ocated reserves

Al l ocated reserves are specifically targeted to cover |oan relationships
which are identified with significant credit weakness and for which a collateral
deficiency may be present. Inpaired loans are identified in accordance with
Statement of Financial Accounting Standard ("SFAS') No. 5 and neasured and
recorded in accordance with SFAS No. 114 and SFAS No. 118. The all ocated
reserves established under the specific identification method are judged based
upon the borrower's current operating status and projected |iquidation value of
pl edged col | ateral

Formul a and unal | ocated reserves are available to cover the honpgeneous
pool of |oans, which are not specifically identified as potential problens. The
fornula and unal l ocated reserve is devel oped and eval uated agai nst |loans in
general by specific category (commercial, nortgage, and consuner). To deternine
the ampunt of reserve needed for each |oan category, a rolling three-year
average net |oan charge-off percentage is calculated. The cal cul ated percentage
is used to determine the required reserve excluding any relationships
specifically identified under the allocated reserve nethod. The Conpany's policy
also requires that the fornula reserve percentage be maintained at not |ess than
1% for each category of loans, irrespective of the historic net charge-off
ratio.

The conposition of First Community's allowance for |oan | osses was as
follows at Decenmber 31, 1999 and 1998

Tabl e 40
DECEMBER 31 DECEMBER 31
1999 1998
(Amounts in Thousands)
Specific RESErvVeS. . ... i $ 2,195 $ 1,642
Formul a and Unal | ocated Reserves................ 9, 705 9,762

Total ReServes............c.uuiiunnnnnnnn.

The specific reserve for loan | osses increased by $553, 000 when conpari ng
Decenber 31, 1999 to Decenber 31, 1998. The increase is prinmarily a function of
the ampunt and expected realization of specific |loans included in the pool of
identified loans. The increase in total reserves corresponds with increases in
the total loan portfolio of $92.6 million. However, a greater portion of the
reserve was allocated to the pool of specifically identified |loans. Tota
reserves to total outstanding |oans decreased from1.87%in 1998 to 1.69% at
Decenber 31, 1999
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The followi ng table presents the Conpany's investnment in |oans considered
to be inmpaired and related information on those inpaired loans (in thousands)

Tabl e 41

Recorded investnment in |oans considered to be inpaired.... $5,851 $5, 266



Loans considered to be inpaired that were on a non-accrua

DS S, o o 5,851 5, 266
Al l owance for |loan |osses related to | oans considered to
be inmpaired. ... ... ... .. 1, 297 1,019
Average recorded investrment in inpaired loans............. 5, 247 5,023
Total interest income recognized on inpaired |oans... 124 148

NOTE 7. PREM SES AND EQUI PMENT

Prem ses and equi pnent are conprised of the followi ng as of Decenber 31

Tabl e 42

1999 1998
(Amounts in Thousands)
Land. .. $ 5,553 $ 4,552
Bank prem ses. . ... .. 21, 302 20, 124
EQUI PIMBNT . . o 13, 690 13, 906
40, 545 38,582
Less: accunul ated depreciation and anortization.......... 21,915 20, 596
Total .o $18, 630 $17, 986

NOTE 8. OTHER | NDEBTEDNESS

The Conpany's banking subsidiary is a menber of the Federal Home Loan Bank
("FHLB") of Atlanta, which provides credit in the formof overnight and
| ong-term advances collateralized by various nortgage assets. Long-term debt
froma commercial bank totaling $7.9 mllion at Decenber 31, 1998 and used to
acquire Blue Ridge Bank, was repaid prior to its final maturity on April 30,
1999.

Long-term debt, included in other indebtedness, consists prinmarily of
structured term advances fromthe FHLB. Long-term advances fromthe FHLB and
princi pal payments on correspondent bank debt as of Decenmber 31, 1999 and 1998
mature as follows:

Tabl e 43
1999 1998
\El GHTED \El GHTED
AMOUNT AVERAGE RATE AMOUNT AVERAGE RATE
(Amounts in Thousands)
1999, . .o $ -- -- $ 1,200 6. 61%
2000, . .0 -- -- 1, 200 6. 61%
2001, ..o -- -- 1, 200 6. 61%
2002, .. -- -- 1, 200 6. 61%
2003, . 8, 000 5.95% 9, 200 6. 04%
2004, .. -- -- 1,200 6. 61%
2005, .. -- -- 700 6. 61%
2008. . . 2,000 6.27% 2,000 6.27%
$10, 000 6.01% $17, 900 6. 28%

Advances fromthe FHLB are secured by stock in the FHLB of Atlanta,
qualifying first nortgage |oans, nortgage-backed securities and certain other
investment securities. The FHLB advances are subject to restrictions or
penalties in the event of prepaynment. O her various debt obligations of the
Conpany total ed $218,000 at Decenber 31, 1999 and $276, 000 at Decenber 31, 1998
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NOTE 9. DEPOCSI TS

At Decenber 31, 1999, the scheduled naturities of certificates of deposit
are as follows:

Tabl e 44
(Amounts in Thousands)
2000. . .. $340, 936
2000, . 65, 587
20002, . 20, 853
2003, . 12,678
2004 and thereafter.......... ... .. ... ... .. ...... 6, 736

Time deposits include Certificates of Deposit issued in denom nations of
$100, 000 or nore which amounted to $110.8 nmillion and $113.4 nillion at Decenber
31, 1999 and 1998, respectively. Interest expense on these certificates was $5.4
mllion, $6.5 million, and $5.5 nillion for 1999, 1998, and 1997, respectively.

NOTE 10. PER SHARE AMOUNTS

Basi c earnings per share are based upon the wei ghted average nunber of
shares of common stock outstanding during the year. The Conpany's common stock
was split five shares for four on March 31, 1997, March 31, 1998 and agai n on
March 31, 1999. Al share and per share data have been retroactively adjusted to
reflect these stock splits

NOTE 11. EMPLOYEE BENEFI TS
EMPLOYEE STOCK OWNERSHI P PLAN

The Conpany nmi ntains an Enpl oyee Stock Ownership and Savi ngs Pl an
("KSOP"). Coverage under the plan is provided to all enployees neeting m ninum
eligibility requirenments. Annual contributions to the stock portion of the plan
are made at the discretion of the Board of Directors, and are allocated to plan
participants on the basis of relative conpensation. Substantially all plan
assets are invested in compn stock of the Conpany. Total expense recognized by
the Conpany related to the Enpl oyee Stock Omnership Plan was $918, 000, $947, 000
and $767,000 in 1999, 1998 and 1997, respectively

EMPLOYEE SAVI NGS PLAN

The Conpany provides a 401(k) Savings feature within the KSOP that is
avail able to substantially all enployees neeting minimumeligibility
requi rements. The cost of Conpany contributions under the Savings Plan conponent
of the KSOP was $149, 000, $99, 000, and $116,000 in 1999, 1998 and 1997
respectively. The Conpany's matching contributions are at the discretion of the
Board up to 50% of elective deferrals of no nore than 6% of conpensation. The
Conpany netching rate was 25% for 1999, 1998 and 1997

EMPLOYEE WELFARE PLAN

The Conpany provi des various nedical, dental, vision, life, accidental
death and di smenberment and | ong-termdisability insurance benefits to al
full-tine enpl oyees who el ect coverage under this program (basic life,
accidental death and di smenbernment, and |long-termdisability coverage is
automatic).

During 1998, the Conpany forned the First Comunity Bancshares Enpl oyee
Insurance Plan and Trust, a partially self-funded nedical, dental and
prescription welfare plan. The health plan is managed by a third party
admini strator ("TPA"). Mnthly enpl oyer and enpl oyee contributions are nmade to
the trust, against which the TPA processes and pays clainms. Stop |oss insurance
coverage linmts the Conpany's funding requirenents and risk of |oss to $50, 000
and $1, 533,000 for individual and aggregate clainms, respectively

The Conpany adopted SFAS No. 106 "Enpl oyers' Accounting for Postretirenent
Benefits Other Than Pensions" as of January 1, 1993. The adoption of Statenent
106 resulted in the recognition of a postretirenent
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benefit obligation at the date of adoption (transition obligation). The Conpany
el ected to recognize the obligation over the average remaining |ife expectancy
of the participants. The transition obligation totaled $634,000 and is being
recogni zed over 17 years. This obligation only applies to a selected group of
retirees as retiree benefits were phased out through 1993

DEFERRED COMPENSATI ON PLAN

The banki ng subsidiary of the Conpany has deferred conpensation agreenents
with certain current and former officers providing for benefit paynents over
various periods commencing at retirenent or death. The bal ance sheet liability
at Decenber 31, 1999 was approximately $794,000. The expenses associated with
this plan for 1999, 1998 and 1997 were $76, 000, $(11,000) and $58, 000
respectively. As a result of an actuarial adjustnment to the |ife expectancies
and the discount rate used in conputing the present value of the future
benefits, the 1998 cost reflected a reduction in total benefit cost resulting in
a net credit of $11, 000

EXECUTI VE RETENTI ON PLAN

In 1999, the Conpany established an Executive Retention Plan for key
menbers of senior management. This Plan provides for a benefit at normal
retirement (age 65) targeted at 15% of final conpensation projected at an
assuned 3% sal ary progression rate. Benefits under the Plan become payabl e at
age 62. Actual benefits payable under the Retention Plan are dependant on an
indexed retirenent benefit formula which accrues benefits equal to the aggregate
after-tax incone of associated life insurance contracts |ess the Conpany's tax-
effected cost of funds for that plan year. Benefits under the Plan are dependent
on the performance of the insurance contracts and are not guaranteed by the
Conpany

As of Decenber 31, 1999, the Conpany had not acquired the associated life
insurance contracts. Accordingly, no benefits under the Plan have accrued. The
Conpany funded the contracts during the first quarter of 2000

In connection with the Executive Retention Plan, the Conmpany has al so
entered into Life Insurance Endorsenment Method Split Dollar Agreements (the
"Agreenments") with the executives covered under the Retention Plan. Under the
Agreenents, the Conpany shares 80% of death benefits (after recovery of cash
surrender value) with the designated beneficiaries of the executives under life
insurance contracts referenced in the Retention Plan. The Conpany as owner of
the policies retains a 20% interest in life proceeds and a 100% interest in the
cash surrender value of the policies

The Retention Plan al so contains provisions for change of control, as
defined, which allow the executives to retain benefits under the Plan in the
event of a termination of service other than for cause during the twelve nonths
prior to a change in control or anytinme thereafter, unless the executive
voluntarily term nates his enploynment within 90 days followi ng the change in
control

Because the Retention Plan was designed to retain the future services of
key executives, no benefits are payable under the Plan in the event of voluntary
termnation prior to retirement age of 62

STOCK OPTI ONS

In 1999, the Conpany instituted a Stock Option Plan to encourage and
facilitate investment in the common stock of the Conpany by key executives and
to assist in the long-termretention of service by those executives. The Plan
covers key executives as determ ned by the Conpany's Board of Directors from
time to time. Options under the Plan were granted in the formof non-statutory
stock options with the aggregate nunber of shares of commopn stock avail able for
grant under the Plan set at 275,000 shares. Total options granted under the Plan
during 1999 represent the rights to acquire 272,578 shares with deened grant
dates of January 1 for each year 1999 through 2003 resulting in the deemed grant
of 54,516 shares in each year of the five-year deened grant period. Al stock
options granted pursuant to the Plan vest ratably on the first through the
sevent h anniversary dates of the deemed grant date. The option price of each



stock option is equal to the fair market value of the Conpany's common stock on
the date of each deemed grant during the five-year grant period. Vested stock
options granted pursuant to the Plan are exercisable for a period of five years
after the date of the grantee's retirenment (provided retirement occurs at or
after age 62), and at disability, or death. If enployment is term nated other
than by retirenment, disability, or death, vested options nust be exercised
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within 90 days after the effective date of term nation. Any option not exercised
wi thin such period will be deermed cancell ed

The Conpany accounts for options under Accounting Principles Board Opinion
No. 25, "Accounting for Stock |Issued to Enployees" (APB 25) and rel ated
Interpretations. Under APB 25, because the exercise price of the Conpany's
enpl oyee stock options equals the market price of the underlying stock on the
date of grant, no conpensation expense is recognized

Pro forma disclosure infornation regarding net incone and earnings per
share is required by SFAS No. 123, and is deternmined as if the Conpany had
accounted for its enployee stock options under one of the fair value nethods
called for in that Statement. The fair value of options was estimted at the
date of grant using the Bl ack-Schol es option pricing nodel using the follow ng
assunptions: i) risk-free interest rate of 6.25% ii) a dividend yield of 4.5%
iii) volatility factors for the expected market price of the Conpany's common
stock of 32.8% and iv) a weighted-average expected life of the options of 14.83
years.

Pro forma net income and earnings per share for 1999 woul d have been as
foll ows:

Tabl e 45
1999
(Amounts in Thousands
Except Per Share Data)
Net T NCOMB. . . $16, 818
Basic earnings per share............. ... ... ... ... .. . ... ... $ 1.92
Fully diluted earnings per share.......................... $ 1.91

A summary of the Conpany's stock option activity, and related information
for the year ended Decenber 31, 1999 is as follows:

Tabl e 46
1999
WVEI GHTED- AVERAGE
OPTI ONS EXERCI SE PRI CE
Qutstanding, beginning of year........................ -- $ --
Grant ed. . ..o 54,516 24. 20
EXercCi Sed. . oot -- --
Forfeited. . ... -- --

Qutstanding, end of year................ ... .. ... $24. 20

Wei ght ed- average fair value of options granted during
the year. .. ... $ 4.47

The exercise price for options outstanding as of Decenber 31, 1999 was
$24.20; however, no options are currently exercisable. The wei ght ed-average
remai ning contractual life of all options is 14.83 years

DEFI NED BENEFI T PENSI ON PLAN



In Cctober 1996, the Conpany's non-contributory defined benefit pension
plan was term nated and the Conpany recorded a curtailment gain for the pending
term nation of the defined benefit pension plan of $1,450,000. Additionally, in
the first quarter of 1998, after distributing all participant accrued benefits
and paying required excise taxes on the dissolution of the defined benefit plan,
an additional $1,062,000 term nation gain was recognized. There was no pension
cost for the 1999 or 1998 years. Net periodic pension expense in 1997 was as
foll ows:

Tabl e 47
1997
(Amounts in Thousands)
Service cost -- benefits earned during the year........... $ --
I nterest expense on projected benefit obligation.......... 496
Expected return on plan assets................ .. .. ... .. ... (879)
Net anortization and deferral............................. (56)
Net periodic pension (iNCOME) EXPENSE...........ouvuuuu... $(439)
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NOTE 12. COWPENSATI NG BALANCES

Pursuant to agreenments with the Federal Reserve Bank, the Conpany has
agreed to maintain cash bal ances of approximately $1.0 nmillion in lieu of
charges for check clearing and other services

NOTE 13. LI TI GATION

In the normal course of business, there are various outstanding conmtnents
and contingent liabilities such as threatened | egal action and |egal proceedings
in which the Conpany and its subsidiary are defendants

The nost significant matter of litigation which is currently active
involves a civil suit filed by heirs of one of the Conpany's trust custoners
whi ch seeks to overturn the establishment of a private foundation for which the
Conpany's Trust and Financial Services Division serves as Trustee. This suit
seeks a total of $6 million in conpensatory and punitive damages as well as the
term nation of the foundation. The Conpany and the Trustee believe the creation
and operation of the foundation represent the intent and will of the donor
accordingly, the Conpany has entered a vigorous defense of this suit for the
continuation of the foundation's purpose. On COctober 15, 1998, the plaintiffs in
the matter filed a cross motion for partial summary judgnment. In a hearing on
this motion, the Court requested that the Conpany, as defendant, file a notion
for summary judgenment and further ordered that discovery in this case be halted
pending receipt of the motion for summary judgenent. The notion for partia
summary judgenment was filed with the Court on January 14, 1999, and in a
subsequent ruling, the Court granted the Conpany's notion finding no wongdoing
by the Conpany in its discretionary use of principal funds in this matter. This
ruling in the Conpany's favor resolved plaintiffs' major cause of action against
the Company.

As of the date of this report, discovery in this matter continues with a
nunber of depositions of material w tnesses conpleted and with other depositions
schedul ed for the near future. While the ultimte outcome of the matter cannot
be predicted, both managenent and the Conpany's |egal counsel are of the opinion
that the remminder of the suit is without merit and will be successfully
defended with no material adverse inpact on the Conpany's financial condition

Subsequent to Decenber 31, 1999, the Conpany was naned as defendant in a
civil action brought by a not-for-profit foundation (plaintiff) as beneficiary
under a Trust Under WII administered by the Conpany's Trust and Fi nanci a
Services Division. The conplaint formalized previous asserted but unfiled clains
that the Bank as Trustee failed to appropriately acknow edge and follow the
investnment philosophy set forth by the plaintiff which allegedly resulted in a
$425, 000 | oss of value of a bequest. The conplaint further alleges that the



Trustee failed to act prudently with respect to the investment of the Trust
funds and al | eges that account managenent fees charged to the Trust account were
excessive and did not constitute legitimte services tangibly benefiting the
Trust account. The Conpany vigorously denies these allegations and is preparing
an appropriate response to this conplaint. The suit seeks recovery of the

al | eged | osses, renmoval of the Trustee and unspecified punitive damages. At this
time, it is not possible to predict the outcome of this action; however, the
Conpany and its | egal counsel believe that the Conpany possesses neritorious
defenses and intend to vigorously defend this suit.

O her legal actions have arisen primarily from commercial |ending
transactions and collection activities. Additionally, the Conpany is also
subject to certain asserted and unasserted potential clainms encountered in the
normal course of business. In the opinion of managenent, neither the resolution
of these clainms nor the funding of credit commtnments will have a materi al
effect on the Conpany's financial position or results of operations.
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NOTE 14. DI VI DENDS

The primary source of funds for dividends paid by the Conpany is dividends
received fromits subsidiary bank. Dividends paid by the subsidiary bank are
subject to restrictions by banking regul ations. The npbst restrictive provision
of the regulations requires approval by the Ofice of the Conptroller of the
Currency if dividends declared in any year exceed the year's net incone, as
defined, plus retained net profit of the two preceding years. At Decenber 31,
1999, subsidiary earnings available for distribution as dividends to the Conpany
wi t hout prior approval were $8.4 mllion.

NOTE 15. REGULATORY CAPI TAL REQUI REMENTS AND RESTRI CTI ONS

First Community Bancshares, Inc. and First Community Bank, N. A
(collectively referred to as "the Bank") are subject to various regulatory
capital requirements adninistered by the federal banking agencies. Failure to
meet mininmumcapital requirements can initiate certain mandatory and possibly
addi tional discretionary actions by regulators that, if undertaken, could have a
direct material effect on the Conpany's financial statements. Under the capital
adequacy guidelines and the regulatory framework for pronpt corrective action,
which applies only to the Bank, the bank nust neet specific capital guidelines
that involve quantitative measures of the entity's assets, liabilities, and
certain off-balance sheet itens as cal cul ated under regulatory accounting
practices. The entity's capital ambunts and classifications are also subject to
qualitative judgnments by the regul ators about conponents, risk weightings, and
ot her factors.

Quantitative nmeasures established by regulation to ensure capital adequacy
require First Community Bancshares, Inc. and the Bank to maintain mninmm
amounts and ratios (set forth in the table on page 43) for total and Tier |
capital (as defined in the regulations) to risk-weighted assets (as defined),
and of Tier | capital (as defined) to average assets (as defined). As of
Decenber 31, 1999, the Conpany and banking subsidiary net all capital adequacy
requirements to which they are subject.

As of Decenber 31, 1999 and 1998, the npst recent notifications fromthe
Federal Reserve Board categorized the Bank as well capitalized under the
regul atory framework for pronpt corrective action. To be categorized as well
capitalized, the Bank nmust maintain mninmmTotal Risk-Based, Tier | Risk-Based,
and Tier | leverage ratios as set forth in the table. There are no conditions or
events since those notifications that nanagenent believes have changed the
institutions category.

Capital ratios for December 31, 1998 have been restated in order to reflect
the merger of the subsidiary entities of the Conmpany with and into First
Community Bank, N. A The ratios presented for 1998 are reflective of the
restated combined results as if the conbination had occurred prior to 1999.
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Tabl e 48

DECEMBER 31, 1999

TO BE WELL
CAPI TALI ZED UNDER
FOR CAPI TAL PROVPT
ADEQUACY CORRECTI VE
ACTUAL PURPOSES ACTI ON PROVI SI ONS
AMOUNT RATI O AMOUNT RATI O AMOUNT RATI O
TOTAL CAPI TAL TO RI SK-\VEI GHTED ASSETS:
First Community Bancshares, Inc............. $94, 484 13.22%  $57, 182 8. 00% $ N A N A
First Community Bank, N.A ................. 79, 226 11.12% 56, 999 8.00% 71,248 10. 00%
TIER 1 CAPI TAL TO RI SK- VEEI GHTED ASSETS:
First Community Bancshares, Inc............. $85, 513 11.96%  $28, 591 4.00% $ N A N A
First Community Bank, N.A ................. 70, 283 9. 86% 28, 