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PART |
I TEM 1. BUSI NESS
GENERAL
First Comunity Bancshares, Inc. ("FCBI" or the "Conpany", "Corporation" or

"Registrant"”) is a one-bank hol ding conpany incorporated in the State of Nevada
and serves as the holding conpany for First Comunity Bank, N. A ("FCBNA" or
the "Bank"), a national association that conducts commercial banking operations
within the states of Virginia, West Virginia and North Carolina. United First
Mortgage, Inc. ("UFM'), acquired in the latter part of 1999, is a wholly owned
subsi diary of FCBNA and serves as a whol esale and retail distribution channel
for FCBNA's nortgage banking business segnent. The Conpany has total

consol i dated assets of approximately $1.52 billion at Decenber 31, 2002 and
conducts comerci al and nortgage banking business through the 41 branches of
FCBNA and 11 nortgage brokerage offices.

On Novenber 30, 2002, the Conpany acquired Monroe Financial, Inc. and its
banki ng subsidiary, Bank of Greenville. Bank of Geenville's three branch
facilities, Geenville and Lindside in Mnroe County, West Virginia and Hinton
in Sumers County, West Virginia, were sinultaneously nerged with and into the
Bank. The conpletion of this transaction resulted in the addition of $29.8
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mllion in assets, including $17.4 mllion in |oans and added an additional
$28.0 million in deposits to the Bank at Decenmber 31, 2002. The excess of the
fair market value of the net assets acquired over purchase price of $931, 000 was
real located to the non financial assets acquired.

I'n January 2003, the Bank conpleted the acquisition of Stone Capital Managenent,
Inc. ("Stone Capital"), with an office in Beckley, West Virginia This
acquisition will expand the Bank's operations to include a broader range of
financial services, including wealth nanagenent, asset allocation, financial

pl anning and investnent advice. Stone Capital at Decenber 31, 2002 had total
assets of $94 nmillion under managenent and will continue to operate under its
nane in conjunction with First Community's Trust and Financial Services

Di vi si on.

On January 27, 2003, the Conpany announced the signing of a definitive nerger
agreenent pursuant to which the Bank will acquire The CommopbnWeal th Bank, a
Virgini a-chartered comerci al bank ("CommonWealth Bank") for total consideration
of approxinately $25.0 million. The nmerger is expected to close during the
second quarter of 2003, pending the receipt of all requisite regulatory
approval s and the approval of CommonWealth Bank's sharehol ders. At Decenber 31,
2002, Commonweal th Bank had total assets of $134.1 million, net |oans of $106.2
mllion and total deposits of $107.3 mllion.

Currently, the Registrant is a bank hol ding conpany and the banki ng operations
are expected to remamin the principal business and major source of revenue. The
Regi strant provides a mechani smfor ownership of the subsidiary banking
operations, provides capital funds as required and serves as a conduit for
distribution of dividends to stockhol ders. The Registrant also considers and
eval uates options for growmh and expansion of the existing subsidiary banking
operations. The Registrant currently derives substantially all of its revenues
fromdividends paid by its subsidiary bank. Dividend paynents by the bank are
determned in relation to earnings, asset growh and capital position and are
subject to certain restrictions by regulatory agencies as described nore fully
under Regul ation and Supervision of this item

At Decenber 31, 2002, the principal assets of FCBI included all of the
out st andi ng shares of commpn stock of FCBNA, Bluefield, Virginia. FCBNA is a
nationally chartered bank organi zed under the banking laws of the United States.
FCBNA engages in general commercial and retail banking business in West
Virginia, Virginia and North Carolina through 41 branch facilities. It provides
safe deposit services and makes all types of |oans, including comercial,

nort gage and personal |oans. FCBNA al so provides trust services and its deposits
are insured by the FDIC. FCBNA is a nenber of the Federal Reserve Systemand is
a menber of the Federal Home Loan Bank (FHLB) of Atlanta. Regul atory oversight
of the banking subsidiary is conducted by the Office of the Conptroller of the
Currency (OCC). FCBNA, through its wholly owned subsidiary, UFM provides for
the origination and sale of nortgages to secondary sources. Wth the addition of
Stone Capital in January, 2003, FCBNA's range of financial services will be
expanded to include wealth nmanagenment, asset allocation, financial planning and
investnent advice. The required information concerning reportable segnents and
the required disclosures are set forth in Note 17 of the financial statements
included in the Annual Report to Sharehol ders as Exhibit 13 hereof.
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FORWARD- LOOKI NG STATEMENTS

This report contains forward-1ooking statements with respect to the financial
condition, results of operations and business of FCBI. This Annual Report on
Form 10-K should be read in conjunction with the consolidated financial
statements, notes and tables included throughout this report and the First
Communi ty Bancshares, Inc. (the "Conpany" or "First Community") Annual Report to
sharehol ders. Al statements other than statements of historical fact included
in this Annual Report, including statenents in the Letter to Shareholders and in
Managenent' s Di scussion and Anal ysis of Financial Condition and Results of
Operations are, or may be deened to be, forward-1ooking statenents within the
meani ng of Section 27A of the Securities Act of 1933 and Section 21E of the
Exchange Act of 1934. Cenerally, the words "believe," "expect," "intend,"
"estimate," "anticipate," "project,” "will" and simlar expressions identify
forward-1| ooki ng statements, which generally are not historical in nature. All
statements that address operating performance, events or devel opments that we

expect or anticipate will occur in the future -- including statenments relating
to growth, share of revenues and earnings per share growth and statements
expressing general optimsmabout future operating results -- are

forward-| ooking statenents. Forward-|ooking statenents are subject to certain



ri sks and uncertainties that could cause actual results to differ materially
from our Conpany's historical experience and our present expectations or
projections. As and when nade, nmanagenent believes that these forward-|ooking
statements are reasonabl e. However, caution should be taken not to place undue
reliance on any such forward-|ooking statements since such statenments speak only
as of the date when made

Many factors could cause the Conpany's actual results to differ materially from
the results contenplated by the forward-1ooking statements. Some factors, which
could negatively affect the results, include: (1) general econom c conditions
either nationally or within the Conpany's markets, could be |ess favorable than
expected, (2) changes in market interest rates could affect interest margins and
profitability, (3) conpetitive pressures could be greater than anticipated, (4)

| egal or accounting changes could affect the Conpany's results, (5) acquisition
cost savings may not be realized or the anticipated i ncome may not be achi eved
and (6) adverse changes could occur in the securities and investnments markets.
The foregoing list of inmportant factors is not exclusive

Forwar d- | ooki ng statements nmade herein reflect nanagenent's expectati ons as of
the date such statenents are made. Such information is provided to assist
stockhol ders and potential investors in understanding current and antici pated
financi al operations of the Conpany and is included pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. The Conpany
undertakes no obligation to publicly update or revise any forward-1ooking
statements, whether as a result of new information, future events or otherw se

Rl SK FACTORS

FCBI AND | TS SUBSI DI ARY' S BUSI NESS ARE SUBJECT TO | NTEREST RATE RI SK AND
VARI ATI ONS | N | NTEREST RATES MAY NEGATI VELY AFFECT | TS FI NANCI AL PERFORMANCE. We
are unable to predict actual fluctuations of market interest rates with conplete
accuracy. Rate fluctuations are affected by many factors, including

inflation;

recession

a rise in unenpl oynent
tighteni ng noney supply; and

donestic and international disorder and instability in domestic and
foreign financial nmarkets.

Changes in the interest rate environnent may reduce profits. W expect that the
Conpany and FCBNA wi |l continue to realize income fromthe differential or
"spread" between the interest earned on |oans, securities and other
interest-earning assets, and interest paid on deposits, borrow ngs and other
interest-bearing liabilities. Net interest spreads are affected by the

di fference between the maturities and repricing characteristics of
interest-earning assets and interest-bearing liabilities. The Conpany is

vul nerable to continued declines in interest rates because of its slightly
asset-sensitive bal ance sheet profile, in which its assets will reprice downward
at rates exceeding the repricing characteristics of liabilities. As a result
mat erial and prol onged declines in interest rates woul d decrease the Conpany's
net interest income. Conversely, an increase in the general |evel of interest
rates may adversely affect the ability of sone
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borrowers to pay the interest on and principal of their obligations

Accordi ngly, changes in levels of market interest rates could materially and
adversely affect the Conpany's net interest spread, asset quality, levels of
prepaynments and cash flows as well as the market value of its securities
portfolio and overall profitability

Changes in interest rates affect the net interest incone earned on the Conpany's
debt securities portfolios as well as the value of the securities portfolio. In
addition, changes in interest rates affect the net interest income FCBNA and UFM
earn on loans held for investnent and |oans held for sale. To the extent UFM
pools loans in the future and is not adequately hedged, its interest rate and
market risk with respect to its loans held for sale nay increase. Consequently
changes in the levels of market interest rates could naterially and adversely

af fect the Conpany's net interest spread, the nmarket value of the |oans and



securities and the overall profitability

FCBNA' S ABI LITY TO PAY DI VIDENDS | S SUBJECT TO REGULATORY LI M TATI ONS WHI CH, TO
THE EXTENT FCBI REQUI RES SUCH DI VI DENDS | N THE FUTURE, MAY AFFECT FCBI'S ABILITY
TO PAY | TS OBLI GATI ONS AND PAY DI VIDENDS. FCBI is a separate legal entity from
FCBNA and its subsidiaries and does not have significant operations of its own
FCBI currently depends on FCBNA's cash and liquidity as well as dividends from
the subsidiary to pay FCBI's operating expenses and dividends to sharehol ders

No assurance can be made that in the future FCBNA will have the capacity to pay
the necessary dividends and that the Conpany will not require dividends from
FCBNA to satisfy FCBI's obligations. The availability of dividends from FCBNA is
limted by various statutes and regulations. It is possible, depending upon the
financial condition of the Conpany and other factors, that the OCC coul d assert
that paynment of dividends or other payments by FCBNA are an unsafe or unsound
practice. In the event FCBNA is unable to pay dividends sufficient to satisfy
FCBI's obligations and FCBNA is unable to pay dividends to the Conpany, FCBI may
not be able to service its obligations as they becone due, or pay dividends on
the Conpany's comon stock. Consequently, the inability to receive dividends
from FCBNA coul d adversely affect FCBI's financial condition, results of
operations, cash flows and prospects

FCBI'S ALLOMANCE FOR LOAN LOSSES MAY NOT BE ADEQUATE TO COVER ACTUAL LOSSES
Like all financial institutions, we maintain an allowance for |oan |osses to
provide for loan defaults and non-performance. FCBI's allowance for |oan |osses
may not be adequate to cover actual |oan |osses, and future provisions for |oan
| osses could materially and adversely affect FCBI's operating results. FCBI's

al | owance for loan |osses is determ ned by anal yzing historical |oan |osses
current trends in delinquencies and charge-offs, plans for problemloan
resolution, the opinions of our regulators, changes in the size and conposition
of the loan portfolio and industry information. Also included in managenent's
estimates for | oan | osses are considerations with respect to the inpact of
econonic events, the outcone of which are uncertain. The anmpunt of future | osses
is susceptible to changes in economic, operating and other conditions, including
changes in interest rates, that may be beyond FCBI's control, and these |osses
may exceed current estimtes. Federal regulatory agencies, as an integral part
of their exami nation process, review FCBI's |oans and all owance for |oan |osses
While we believe that FCBI's allowance for |oan | osses is adequate to cover
current | osses, we cannot assure you that we will not need to increase FCBI's

al | owance for loan |osses or that regulators will not require us to increase
this allowance. Either of these occurrences could materially and adversely
affect FCBI's earnings and profitability

FCBI' S BUSI NESS | S SUBJECT TO VARI QUS LENDI NG AND OTHER ECONOM C RI SKS THAT
COULD ADVERSELY | MPACT FCBI'S RESULTS OF OPERATI ONS AND FI NANCI AL CONDI TI ON.
Changes in econonic conditions, particularly an econom ¢ sl owdown, could hurt
FCBI's business. FCBlI's business is directly affected by political and narket
conditions, broad trends in industry and finance, |egislative and regulatory
changes, changes in governnental nonetary and fiscal policies and inflation, al
of which are beyond FCBI's control. A deterioration in economc conditions, in
particular an econom c sl owdown w thin the Conpany's geographic region, could
result in the followi ng consequences, any of which could hurt FCBI's business
materially:

| oan del i nquenci es may increase
probl em assets and forecl osures may increase
demand for FCBI's products and services may decline; and

collateral for |oans made by the Conpany may decline in value, in turn
reducing a client's borrow ng power, and reducing the value of assets
and collateral associated with FCBI's |oans held for investnent
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A downturn in the real estate market could hurt FCBI's business. FCBI's business
activities and credit exposure are concentrated in West Virginia, Virginia,
North Carolina and the surrounding md-Atlantic region. A downturn in this
regional real estate market could hurt FCBI's business because of the geographic
concentration within this regional area. If there is a significant decline in
real estate values, the collateral for FCBI's loans will provide |less security
As a result, FCBI's ability to recover on defaulted |oans by selling the
underlying real estate would be dimnished, and we would be nore likely to
suffer |osses on defaulted | oans



THE COVPANY'S LEVEL OF CREDIT RI SK | S | NCREASI NG DUE TO THE EXPANSION OF I TS
COMMERCI AL LENDI NG, AND THE CONCENTRATI ON ON M DDLE MARKET CUSTOVERS W TH

HEI GHTENED VULNERABI LI TY TO ECONOM C CONDI TI ONS. At Decenber 31, 1997
comercial loans totaled $285.1 million. At Decenber 31, 2002, this portfolio
has increased to $360.0 nillion. The level of credit risk has increased as a
result of this shift in the loan portfolio mx. Comercial real estate |oans
generally are considered riskier than single-fanmly residential |oans because
they have | arger balances to a single borrower or group of related borrowers
Commer ci al business | oans involve risks because the borrower's ability to repay
the loan typically depends primarily on the successful operation of the business
or the property securing the |oan. Mdst of the commercial business |oans are
made to middl e market custoners who nay have a hei ghtened vulnerability to
econom ¢ conditions. Mreover, a portion of these |oans have been made by the
Conpany in the | ast several years and the borrowers may not have experienced a
conpl et e business or econom c cycle

FCBNA MAY SUFFER LOSSES I N | TS LOAN PORTFOLI O DESPI TE | TS UNDERWRI TI NG

PRACTI CES. FCBNA seeks to mitigate the risks inherent in FCBNA's |oan portfolio
by adhering to specific underwiting practices. These practices include analysis
of a borrower's prior credit history, financial statenents, tax returns and cash
flow projections, valuation of collateral based on reports of independent

apprai sers and verification of liquid assets. Although FCBNA believes that its
underwriting criteria are appropriate for the various kinds of |oans it makes
FCBNA nmay incur |osses on |loans that nmeet its underwiting criteria, and these

| osses may exceed the anpunts set aside as reserves in FCBNA's all owance for

| oan | osses.

THE COVPANY AND | TS SUBSI DI ARI ES ARE SUBJECT TO EXTENSI VE REGULATI ON WHI CH COULD
ADVERSELY AFFECT THEM FCBI and its subsidiaries' operations are subject to
extensive regul ation by federal, state and |ocal governnental authorities and
are subject to various laws and judicial and adm nistrative decisions inposing
requirements and restrictions on part or all of FCBI's operations. FCBI believes
that it is in substantial conpliance in all material respects with applicable
federal, state and local |aws, rules and regul ations. Because FCBI's business is
highly regul ated, the laws, rules and regulations applicable to it are subject
to regular nodification and change. There are currently proposed various |aws,
rules and regul ations that, if adopted, would inpact FCBI's operations
including, anong other things, matters pertaining to corporate governance
requirements for listing and nai ntenance on national securities exchanges and
over the counter markets, SEC rules pertaining to public reporting disclosures
and banki ng regul ati ons governing the anbunt of |oans that a financia
institution, such as FCBNA, can acquire for investment froman affiliate, such
as UFM In addition, the Financial Accounting Standards Board, or FASB, is

consi dering changes which nay require, anmong other things, the expensing of the
costs relating to the issuance of stock options. There can be no assurance that
these proposed | aws, rules and regul ations, or any other |aws, rules or

regul ations, will not be adopted in the future, which could make conpliance nore
difficult or expensive, restrict FCBlI's ability to originate, broker or sel
loans, further limt or restrict the amount of conm ssions, interest or other
charges earned on | oans originated or sold by FCBNA or UFM or otherw se
adversely affect FCBI's business, financial condition or prospects

FCBI FACES STRONG COVPETI TI ON FROM OTHER FI NANCI AL | NSTI TUTI ONS, FI NANCI AL
SERVI CE COMPANI ES AND OTHER ORGANI ZATI ONS OFFERI NG SERVI CES SI M LAR TO THOSE
OFFERED BY THE COWVPANY AND | TS SUBSI DI ARI ES, WHI CH COULD HURT FCBI'S BUSI NESS
FCBI's business operations are centered primarily in West Virginia, Virginia,
North Carolina and the surrounding md-Atlantic region. Increased conpetition
within this region nay result in reduced |oan originations and deposits
Utimately, we may not be able to conpete successfully against current and
future conpetitors. Many conpetitors offer the types of |oans and banking
services that we offer. These conpetitors include other savings associations
nati onal banks, regional banks and other community banks. FCBI also faces
conpetition from many other types of financial institutions, including finance
conpani es, brokerage firms, insurance conpanies, credit unions, nortgage banks
and other financial internediaries. In particular, FCBNA's conpetitors include
other state and national banks and mmjor financial conpanies whose greater
resources may afford them a narketpl ace advantage by enabling themto maintain
numer ous banking | ocations and nount extensive pronotional and advertising
canpai gns.

Additionally, banks and other financial institutions with |arger capitalization
and financial intermediaries not subject to bank regulatory restrictions have
larger lending limts and are thereby able to serve the credit needs of |arger
clients. These institutions, particularly to the extent they are nore
diversified than FCBI, may be able to offer the same |oan products and services



that FCBI offers at nore conpetitive rates and prices. |f FCBlI is unable to
attract and retain banking clients, FCBI may be unable to continue FCBNA's | oan
and deposit growth and the Conpany's business, financial condition and prospects
may be negatively affected.

EMPLOYEES

The Registrant and its subsidiary, FCBNA, enployed 539 full time equival ent
enpl oyees at Decenber 31, 2002, while UFM enpl oyed 110 peopl e. Managenent
consi ders enployee relations to be excellent.

REGULATI ON AND SUPERVI SI ON

The followi ng discussion sets forth the material elenents of the regulatory
framework applicable to the Conpany and the Bank. This regul atory framework
primarily is intended for the protection of depositors and the deposit insurance
funds that insure deposits of banks, and not for the protection of security

hol ders. To the extent that the followi ng informati on descri bes statutory and
regul atory provisions, it is qualified inits entirety by reference to those
provisions. A change in the statutes, regulations or regulatory policies
applicable to the Conpany or its subsidiaries may have a material effect on its
busi ness.

Regul ati on of the Conpany

General . The Conpany is a bank hol ding conpany within the meaning of the Bank
Hol di ng Act of 1956, as amended ("BHCA"), 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 Conpany and the Bank
and such other infornation as the Board of Governors may require. The Federal
Reserve makes periodic exam nations of the Conpany, typically on an annual

basi s.

BHCA Activities and Other Limtations. The BHCA prohibits a bank hol di ng conpany
fromacquiring direct or indirect ownership or control of nore than 5% of the
voting shares of any bank, or increasing such ownership or control of any bank,
wi t hout prior approval of the Federal Reserve Board.

The BHCA al so prohibits a bank hol ding conpany, with certain exceptions, from
acquiring nore than 5% of the voting shares of any conpany that is not a bank
and from engagi ng in any business other than banking or managing or controlling
banks. Under the BHCA, the Federal Reserve Board is authorized to approve the
ownershi p of shares by a bank hol ding conpany in any conpany, the activities of
whi ch the Federal Reserve Board has determined to be so closely related to
banki ng or to mamnaging or controlling banks as to be a proper incident thereto
I'n meking such determ nations, the Federal Reserve Board is required to weigh
the expected benefit to the public, such as greater convenience, increased
conpetition or gains in efficiency, against the possible adverse effects, such
as undue concentration of resources, decreased or unfair conpetition, conflicts
of interest or unsound banking practices

The Federal Reserve Board has by regulation determined that certain activities
are closely related to banking within the meaning of the BHCA. These activities
include operating a nortgage conpany, finance conpany, credit card conpany,
factoring conpany, trust conpany or savings association; performng certain data
processing operations; providing limted securities brokerage services; acting
as an investrment or financial advisor; acting as an insurance agent for certain
types of credit-related insurance; |easing personal property on a full-payout,
non-operating basis; providing tax planning and preparation services; operating
a collection agency; and providing certain courier services. The Federal Reserve
Board al so has determ ned that certain other activities, including real estate
br okerage and syndication, |and devel opment, property managenent and
underwriting of life insurance not related to credit transactions, are not
closely related to banking and a proper incident thereto.

Capital Requirements. The Federal Reserve Board has adopted capital adequacy

gui del i nes pursuant to which it assesses the adequacy of capital in exam ning
and supervising a bank hol ding conpany and in analyzing applications to it under
the BHCA. The Federal Reserve Board capital adequacy guidelines generally
require bank hol ding conpanies to maintain total capital equal to 8% of total

ri sk-adjusted assets, with at |east one-half of that anpunt consisting of Tier |
or core capital and up to one-half of that anpunt consisting of Tier Il or

suppl ementary capital. Tier | capital for bank hol di ng conpani es generally



consists of the sum of common stockhol ders' equity and perpetual preferred stock
(subject in the case of the latter to limtations on the kind and anmpunt of such
stocks which may be included as Tier | capital), |less goodwi |l and, with certain
exceptions, intangibles. Tier Il capital generally consists of hybrid capita
instrunents; perpetual preferred stock which is not eligible to be included as
Tier | capital; term subordinated debt and internediate-term preferred stock
and, subject to limtations, general allowances for |oan |osses. Assets are

adj usted under the risk-based guidelines to take into account different risk
characteristics, with the categories ranging from 0% (requiring no additiona
capital) for assets such as cash to 100% for the bulk of assets which are
typically held by a bank hol ding conpany, including nmulti-
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famly residential and commercial real estate |oans, comercial business |oans
and consuner loans. Single-famly residential first nortgage | oans which are not
past-due (90 days or nore) or non-perform ng and which have been made in
accordance with prudent underwiting standards are assigned a 50% | evel in the
risk-wei ghting system as are certain privately-issued nortgage-backed
securities representing indirect ownership of such |oans. Off-bal ance sheet
items also are adjusted to take into account certain risk characteristics. At
Decenber 31, 2002, the Conpany's Tier | capital and total capital ratios were
12. 06% and 13.33% respectively

In addition to the risk-based capital requirements, the Federal Reserve Board
requires bank hol ding conpanies to maintain a mninmmleverage capital ratio of
Tier | capital to total assets of 3.0% Total assets for this purpose does not
include goodwi || and any other intangible assets and investnments that the
Federal Reserve Board determ nes should be deducted fromTier |I capital. The
Federal Reserve Board has announced that the 3.0% Tier | |everage capital ratio
requirement is the mnimumfor the top-rated bank hol ding conpani es without any
supervisory, financial or operational weaknesses or deficiencies or those which
are not experiencing or anticipating significant growth. Oher bank hol di ng
conpani es are expected to maintain Tier | |everage capital ratios of at |east
4.0%to 5.0%or nore, depending on their overall condition. The Conpany's

| everage ratio, at Decenmber 31, 2002, was 8.10%

Fi nanci al Support of Affiliated Institutions. Under Federal Reserve Board
policy, the Conpany is expected to act as a source of financial strength to the
Bank and to commit resources to support the Bank in circunstances when it mnight
not do so absent such policy. In addition, any capital |oans by a bank hol ding
conpany to a subsidiary bank are subordinate in right of payment to deposits and
to certain other indebtedness of such subsidiary bank. In the event of a bank
hol di ng conpany' s bankruptcy, any conmi tnment by the bank hol ding conpany to a
federal bank regulatory agency to nmaintain the capital of a subsidiary bank will
be assunmed by the bankruptcy trustee and entitled to a priority of paynent

REGULATI ON OF THE BANK

General . The Bank is a nationally chartered bank organized under the banking
laws of the United States and is subject to extensive regulation and exani nation
by the OCC and the FDIC. The federal |aws and regul ati ons which are applicable
to banks regul ate, ampng other things, the scope of their business, their
investnents, their reserves agai nst deposits, the timng of the availability of
deposited funds and the nature and anmpbunt of and collateral for certain |oans
There are periodic exanm nations by the aforenentioned regulatory authorities to
test the Bank's conpliance with various regulatory requirenments. This regulation
and supervision establishes a conprehensive franework of activities in which an
institution can engage and is intended primarily for the protection of the
insurance fund and depositors. The regulatory structure also gives the

regul atory authorities extensive discretion in connection with their supervisory
and enforcenent activities and exam nation policies, including policies with
respect to the classification of assets and the establishment of adequate |oan

| oss reserves for regulatory purposes. Any change in such regul ation, whether by
the OCC, the FDIC or the U. S. Congress could have a material adverse inpact on
the Conpany and its operations

FDI C I nsurance Assessnents. The deposits of the Bank are insured up to
regulatory limts by the FDIC, and, accordingly, are subject to deposit
insurance assessnments to maintain the Bank Insurance Fund (the "BIF"), which is
admi ni stered by the FDIC. The FDI C has adopted regul ati ons establishing a
permanent risk-related deposit insurance assessnment system Under this system
the FDI C pl aces each insured bank in one of nine risk categories based on (1)
the bank's capitalization and (2) supervisory evaluations provided to the FDIC



by the institution's primary Federal regulator. Each insured bank's insurance
assessnent rate is then determined by the risk category in which it is
classified by the FDIC. The annual insurance prem unms on bank deposits insured
by the BIF currently vary between $0.00 per $100 of deposits for banks
classified in the highest capital and supervisory evaluation categories to $0.27
per $100 of deposits for banks classified in the | owest capital and supervisory
eval uation categories.

The FDIC nay terminate the deposit insurance of any insured depository
institution, including the Bank, if it determines after a hearing that the
institution has engaged or is engaging in unsafe or unsound practices, is in an
unsafe or unsound condition to continue operations, or has violated any
applicable law, regulation, order or any condition inposed by an agreenent wth
the FDIC. It also nay suspend deposit insurance tenporarily during the hearing
process for the permanent term nation of insurance, if the institution has no
tangi ble capital. If insurance of accounts is termnated, the accounts at the
institution at the tine of the term nation, |ess subsequent withdrawals, shall
continue to be insured for a period of six nonths to two years, as determ ned by
the FDI C. Managenent is aware of no existing circunstances which would result in
term nation of the Bank's deposit insurance.

Prompt Corrective Action. The Federal Deposit |nsurance Corporation Act, as
anmended ("FDICIA"), anpng other things, requires the federal banking agencies to
take "pronpt corrective action" in respect of depository institutions that do
not neet mninum capital requirements. FDICIA establishes five capital tiers:
"wel | capitalized," "adequately capitalized," "undercapitalized," "significantly
undercapitalized" and "critically undercapitalized.” An FDIC-insured bank will
be "well capitalized" if it has a total capital ratio of
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10% or greater, a Tier 1 capital ratio of 6% or greater and a | everage ratio of
5% or greater and is not subject to any order or witten directive by any such
regul atory authority to meet and maintain a specific capital l|evel for any
capital measure. A depository institution's capital tier will depend upon where
its capital levels conpare to various relevant capital nmeasures and certain
other factors, as established by regulation. As of Decenber 31, 2002, the Bank
had capital levels that qualify it as being "well capitalized" under such

regul ations.

Capital Requirements. The Bank is subject to capital requirenents adopted by the
OCC sinmilar to the capital requirements for the Conpany. The capital ratios of
the Bank are set forth in Note 13 to the Consolidated Financial Statements in
the Annual Report included in Item 15, Exhibit 13 hereof.

Payment of Dividends and Borrowi ngs. The Bank is subject to certain restrictions
which limt the anpbunts and the manner in which it may |loan funds to the
Conpany. The Bank is further subject to restrictions on the anount of dividends
that can be paid to the Conpany in any one cal endar year without prior approval
by primary regul ators. Payment of dividends by the Bank to the Conpany cannot
exceed net profits, as defined, for the current year cormbined with net profits
for the two preceding years. In addition, any distribution that m ght reduce the
Bank's equity capital to unsafe levels or which, in the opinion of regulatory
agencies, is not in the best interests of the public, could be prohibited. For
additional information, see Note 13 to the Consolidated Financial Statenents in
the Annual Report included in Item 15, Exhibit 13 hereof.

Communi ty Reinvestment Act and the Fair Lending Laws. The Bank has a

responsi bility under the Community Reinvestnment Act and related regulations to
hel p neet the credit needs of its comunity, including | ow and noderate-incone
nei ghborhoods. In addition, the Equal Credit Opportunity Act and the Fair

Housi ng Act prohibit Ienders fromdiscrimnating in their |lending practices on
the basis of characteristics specified in those statutes. An institution's
failure to conply with the provisions of the Comunity Reinvestment Act could,
at a mnimum result in regulatory restrictions on its activities and the denial
of applications. In addition, an institution's failure to conply with the Equal
Credit Opportunity Act and the Fair Housing Act could result in the applicable
federal regulatory agencies and/or the Department of Justice taking enforcenent
actions against the institution. Based on its npst recent exam nation, the Bank
received a satisfactory rating with respect to its performance pursuant to the
Communi ty Reinvestnment Act.

Federal Home Loan Bank System The Bank is a nenber of the FHLB system Anmpbng
ot her benefits, each FHLB serves as a reserve or central bank for its nenbers
within its assigned region. Each FHLB is financed primarily fromthe sale of



consol i dated obligations of the FHLB system Each FHLB nakes avail abl e | oans or
advances to its menbers in conpliance with the policies and procedures
established by the board of directors of the individual FHLB. As an FHLB nenber
the Bank is required to own capital stock in the FHLB of Atlanta. The Bank's
required investment in FHLB stock, based on Decenber 31, 2002 financial data
was $5.50 million. At Decenber 31, 2002, the Bank had $6.25 million of FHLB

Atl anta stock.

Federal Reserve System The Federal Reserve Board requires all depository
institutions to maintain noninterest bearing reserves at specified |levels
agai nst their transaction accounts (primarily checking, NOW and Super NOW
checking accounts) and non personal tine deposits. At December 31, 2002, the
Bank was in conpliance with these requirenments

RECENT BANKI NG LEG SLATI ON

USA Patriot Act of 2001. In October 2001, the USA Patriot Act of 2001 was
enacted in response to the terrorist attacks in New York, Pennsylvania and
Washi ngton, D.C. which occurred on Septenber 11, 2001. The Patriot Act is
intended to strengthen U.S. |aw enforcenment's and the intelligence comunities
abilities to work cohesively to conmbat terrorismon a variety of fronts. The
potential inmpact of the Patriot Act on financial institutions of all kinds is
significant and wide ranging. The Patriot Act contains sweeping anti-noney
laundering and financial transparency |aws and inposes various regul ations
including standards for verifying client identification at account opening, and
rules to pronote cooperation anong financial institutions, regulators and | aw
enforcement entities in identifying parties that may be involved in terrorismor
nmoney | aundering

Fi nanci al Services Mdernization Legislation. In Novenber 1999, the

Gramm Leach-Bliley Act of 1999 (the "GLB") was enacted. The GLB repeals

provi sions of the G ass-Steagall Act which restricted the affiliation of
comrerci al banks with firms "engaged principally"” in specified securities
activities, and which restricted officer, director or enployee interlocks

bet ween a menber bank and any conpany or person "prinarily engaged" in specified
securities activities

In addition, the GLB al so contains provisions that expressly preenpt any state
law restricting the establishnent of financial affiliations, primarily related
to insurance. The general effect of the lawis to establish a conprehensive
framework to permit affiliations anong

comrerci al banks, insurance conpanies, securities firns and other financia
service providers by revising and expandi ng the Bank Hol di ng Conpany Act
framework to permit a holding conpany to engage in a full range of financia
activities through a new entity known as a "financial holding conpany."
"Financial activities" is broadly defined to include not only banking, insurance
and securities activities, but also nmerchant banking and additional activities
that the Federal Reserve Board, in consultation with the Secretary of the
Treasury, determines to be financial in nature, incidental to such financia
activities or conplenmentary activities that do not pose a substantial risk to
the safety and soundness of depository institutions or the financial system
general ly.

The GLB al so permits national banks to engage in expanded activities through the
formati on of financial subsidiaries. A national bank may have a subsidiary
engaged in any activity authorized for national banks directly or any financia
activity, except for insurance underwiting, insurance investnents, real estate
investnent or devel opnment, or nerchant banking, which may only be conducted
through a subsidiary of a financial holding conpany. Financial activities
include all activities permtted under new sections of the Bank Hol di ng Conpany
Act or permitted by regul ation

Sar banes- Oxl ey Act of 2002. On July 30, 2002, President Bush signed into |aw the
Sar banes- Oxl ey Act of 2002 (the "SOA".) The stated goals of the SOA are to
increase corporate responsibility, to provide for enhanced penalties for
accounting and auditing inproprieties of publicly traded conpanies and to
protect investors by inproving the accuracy and reliability of corporate

di scl osures pursuant to the securities laws. The SOA is the npost far-reaching

U S. securities legislation enacted in sone tinme. The SOA generally applies to
all conpanies, both U S. and non-U.S., that file or are required to file
periodic reports with the Securities and Exchange Conmi ssion (the "SEC',) under



the Securities Exchange Act of 1934 (the "Exchange Act".) G ven the extensive
SEC role in inplenmenting rules relating to nany of the SOA's new requirenents,
the final scope of these requirenments remains to be deternined.

The SOA includes very specific additional disclosure requirements and new
corporate governance rules, requires the SEC and securities exchanges to adopt
extensive additional disclosure, corporate governance and other related rules
and nandates further studies of certain issues by the SEC and the Conptroller
General . The SOA represents significant federal involvenment in matters
traditionally left to state regulatory systens, such as the regulation of the
accounting profession, and to state corporate |aw, such as the relationship

bet ween a board of directors and nmanagenent and between a board of directors and
its commttees.

The SOA addresses, anmpng other matters: audit committees for all reporting
conpani es; certification of financial statements by the chief executive officer
and the chief financial officer; the forfeiture of bonuses or other
incentive-based conpensation and profits fromthe sale of an issuer's securities
by directors and senior officers in the twelve nonth period following initial
publication of any financial statements that later require restatenent; a
prohibition on insider trading during pension plan black out periods; disclosure
of of f-bal ance sheet transactions; a prohibition on personal |oans to directors
and officers; expedited filing requirements for Form4's; disclosure of a code
of ethics and filing a Form 8-K for a change or waiver of such code; "real tine"
filing of periodic reports; the formation of a public accounting oversight

board; auditor independence; and various increased crimnal penalties for
violations of securities |aws.

The SOA contains provisions which becane effective upon enactment on July 30,
2002 and provisions which will beconme effective fromwi thin 30 days to one year
from enactnment. The SEC has been del egated the task of enacting rules to

impl enent various provisions with respect to, anong other matters, disclosure in
periodic filings pursuant to the Exchange Act.

Regul ation W Transactions between a bank and its "affiliates" are governed by
Sections 23A and 23B of the Federal Reserve Act. The Federal Reserve Board has
al so recently issued Regulation W which codifies prior regul ations under
Sections 23A and 23B of the Federal Reserve Act and provides interpretative
guidance with respect to affiliate transactions. Affiliates of a bank include,
anong other entities, the bank's holding conpany and conpani es that are under
common control w th the bank. The Conpany is considered to be an affiliate of
the Bank. In general, subject to certain specified exenptions, a bank or its
subsidiaries are linmted in their ability to engage in "covered transactions"
with affiliates: to an anpbunt equal to 10% of the bank's capital and surplus, in
the case of covered transactions with any one affiliate, and to an ampunt equal
to 20% of the bank's capital and surplus, in the case of covered transactions
with all affiliates.

In addition, a bank and its subsidiaries may engage in covered transactions and
other specified transactions only on ternms and under circunstances that are
substantially the same, or at least as favorable to the bank or its subsidiary,
as those prevailing at the tinme for conparable transactions with nonaffiliated
conpani es. A "covered transaction" includes: a |loan or extension of credit to an
affiliate; a purchase of, or an investnment in, securities issued by an
affiliate; a purchase of assets froman affiliate, with some exceptions; the
acceptance of securities issued by an affiliate as collateral for a loan or
extension of credit to any party; and the issuance of a guarantee, acceptance or
letter of credit on behalf of an affiliate.
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I'n addition, under Regulation W a bank and its subsidiaries may not purchase a
lowquality asset froman affiliate; covered transactions and other specified
transactions between a bank or its subsidiaries and an affiliate nust be on
ternms and conditions that are consistent with safe and sound banking practices;
and with some exceptions, each loan or extension of credit by a bank to an
affiliate nmust be secured by collateral with a market value ranging from 100%to
130% depending on the type of collateral, of the amount of the |oan or
extension of credit. Regulation Wgenerally excludes all non-bank and

non-savi ngs associ ati on subsidiaries of banks fromtreatnment as affiliates,
except to the extent that the Federal Reserve Board decides to treat these
subsidiaries as affiliates.

Under a present exenption fromconpliance with the quantitative limts and
collateral requirenents of Regulation Wand Section 23A, a bank can purchase



| oans, or other extensions of credit, froman affiliate w thout being subject to
the 10% and 20% limtation for "covered transactions" as |long as: the extension
of credit is originated by the affiliate; the bank makes an independent

eval uation of the creditworthiness of the borrower before the affiliate nakes or
comrits to make the extension of credit; the bank commits to purchase the
extension of credit before the affiliate makes or commits to nake the extension
of credit; the bank does not neke a bl anket advance conm tnment to purchase
extensions of credit fromthe affiliate; and the dollar anmpunt of the extension
of credit, when aggregated with the dollar anpunt of all other extensions of
credit purchased fromthe affiliate during the preceding 12 cal endar nonths by
the bank and its FDIC insured depository institution affiliates, does not
represent nore than 50% of the dollar anpbunt of extensions of credit originated
by the affiliate during the preceding 12 cal endar nonths.

Concurrently with the adoption of Regulation W the Federal Reserve Board has
proposed a regul ation which would limt the anpunt of |oans that could be
purchased by a bank froman affiliate under this exenption to not nore than 100%
of the bank's capital and surplus. Comments on the proposed rule were due by
January 13, 2003.
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ADDI TI ONAL STATI STI CAL DI SCLOSURE FOR BANK HOLDI NG COVPANI ES

I. DI STRIBUTI ON OF ASSETS, LIABILITIES AND STOCKHOLDERS' EQUITY, |NTEREST RATES
AND | NTEREST DI FFERENTI AL

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

(AMOUNTS | N THOUSANDS, EXCEPT %

Table 2
2002 2001
AVERAGE I NTEREST YI ELD/ RATE AVERAGE I NTEREST VI ELD/ RATE
BALANCE (1)(5) (1) BALANCE (1)(5) (1)

Ear ni ng Assets:
Loans:
Held for Sale $ 57,116 $ 3,584 6.27% $ 41,511 $ 2,956 7.12%
Hel d for Investnent (2)

Taxabl e 910, 790 72,065 7.91% 836, 807 72,120 8.62%

Tax- Exenpt 6, 559 538 8.21% 7,118 711 9.99%

917, 349 72,603 7.91% 843, 925 72,831 8.63%

Reserve for Loan

Losses (14, 436) (12, 753)

Net Tot al 902, 913 72,603 8. 04% 831,172 72,831 8. 76%
Securities Avail able For

Sal e:

Taxabl e 245,001 12, 906 5.27% 167, 672 10, 094 6.02%

Tax- Exenpt 95, 164 7,239 7.61% 81, 507 6, 269 7.69%

Tot al 340, 165 20, 145 5.92% 249, 179 16, 363 6.57%
I nvest ment Securities:

Taxabl e 1,459 95 6.51% 2,511 165 6.57%

Tax- Exenpt 39, 587 3,253 8.22% 39, 755 3,253 8.18%

Tot al 41, 046 3, 348 8.16% 42,266 3,418 8. 09%
I nterest Bearing

Deposits 25, 061 380 1.52% 22,197 842 3.79%
Fed Funds Sol d 288 4 1.39% - - -

Total Earning Assets 1, 366, 589 $ 100, 064 7.32% 1, 186, 325 $ 96,410 8.13%
O her Assets 105, 655 99, 989

Tot al $ 1,472,244 $ 1, 286, 314
Interest-Bearing Liabilities:
Demand Deposits $ 189, 200 1,916 1.01% $ 145,107 2,150 1.48%
Savi ngs Deposits 170, 297 1, 903 1.12% 131, 699 1, 698 1.29%

Ti me Deposits 576, 833 21, 546 3.74% 528, 267 28, 036 5.31%



Short-term Borrow ngs
Long-t erm Borr owi ngs

Total |nterest-bearing
Liabilities

Demand Deposits
O her Liabilities

St ockhol ders' Equity
Tot al
Net Interest Income

Net Interest Rate Spread (3)

Net Interest Margin (4)

Tabl e 3

Earni ng Assets:

Loans:

Hel d for Sale

Hel d for Investnment (2)
Taxabl e

Tax- Exenpt

Reserve for Loan
Losses

Net Tot al

Securities Available For Sale:

Taxabl e
Tax- Exenpt

Tot al
I nvestment Securities:
Taxabl e

Tax- Exenpt

Tot al
I nt erest
Deposits
Fed Funds Sol d

Beari ng

Total Earning Assets
Ot her Assets

Tot al

Interest-Bearing Liabilities:
Demand Deposits

Savi ngs Deposits

Ti me Deposits

Short-term Borrow ngs

Long-t erm Bor r owi ngs

Total Interest-bearing
Liabilities

Demand Deposits
Ot her Liabilities

St ockhol ders' Equity
Tot al
Net Interest |ncome

1, 155, 565
157, 339
15, 249
144,091

35, 008

| NTEREST
(1) (5)

4.32%
5.98%

3.03%

4.29%

4.76%

Yl ELDY RATE
(1)

$ 3,503

736, 519
8, 051

744,570

(12, 195)

208, 250

4, 467
70, 213

1, 025, 213

1, 006, 904
134,726
15, 401
129, 283

42,409

5.17%
6.02%

4.21%



Net Interest Rate Spread (3) 4.27%

4.86%

Net Interest Margin (4)

(1) Fully Taxabl e Equivalent at the rate of 35%

(2) Non-accrual |oans are included in average bal ances outstanding but with
no related interest incone during the period of non-accrual.

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

(4) Represents tax equivalent net interest income divided by average interest
earni ng assets.

(5) Loan interest incone also includes |oan fee income of $1.3 nillion, $1.0
mllion and $0.9 million in 2002, 2001 and 2000, respectively.
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C. RATE AND VOLUME ANALYSI S OF | NTEREST

Table 4

(Amount s in Thousands)
2002 Conpared to 2001
$ Increase/ (Decrease) due to

Vol une Rat e Tot al
Interest Earned On: (1)
Loans $ 7,063 $ (6,663) $ 400
I nvest ment securities avail able
for sale 5,237 (1, 455) 3,782
I nvest ment securities
held to maturity (82) 12 (70)
I nterest-bearing deposits
wi th ot her banks 97 (559) (462)
Federal funds sold 4 -- 4
Total interest-earning assets 12, 319 (8, 665) 3, 654
Interest Paid On:
Demand deposits 552 (786) (234)
Savi ngs deposits 452 (247) 205
Ti me deposits 2,397 (8,887) (6, 490)
Short-term borrow ngs 210 (1, 088) (878)
Long-term debt (5) 1 (4)
Total interest-bearing liabilities 3, 606 (11, 007) ( 7,401)
Change in net interest incone $ 8,713 $ 2,342 $ 11, 055

2001 Conpared to 2000
$ Increase/ (Decrease) due to

Vol ume Rat e Tot al
$ 11, 430 $ (4,361) $ 7,069
3,168 (497) 2,671
(2, 642) (367) (3,009)
670 (221) 449
(10) (10) (20)
12,616 (5, 456) 7,160
281 (1,067) (786)
(78) (1,129) (1,207)
3,532 (374) 3,158
2,483 (615) 1, 868
(2) (2) (4)
6,216 (3,187) 3,029
$ 6, 400 $ (2,269) $ 4,131

(1) Fully taxable Equivalent using a rate of 35%

The preceding table sets forth a sunmary of the changes in interest earned and
paid resulting fromchanges in volune 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 volume has been allocated to volume and rate
changes in proportion to the relationship of the absolute dollar anmpunts.
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I'l. I NVESTMENT PORTFOLI O

A. Anportized Cost of Investnent Securities Held to Maturity:

Table 5



Decenber 31,

(Amount s in Thousands) 2002 2001 2000
U. S Governnent Agencies and Corporations $ 336 $ 743 $ 2,103
States and Political Subdivisions 40, 303 39, 768 72,264
Ot her Securities 375 1,373 1, 369

$ 41, 014 $ 41, 884 $ 75, 736

Mar ket Val ue of Securities Available for Sale:
Table 6
Decenber 31,

(Amount s in Thousands) 2002 2001 2000
U. S Governnent Agencies and Corporations $ 143, 987 $ 196, 203 $ 134, 157
States and Political Subdivisions 95, 706 97, 449 34, 648
Ot her Securities 61, 192 60, 355 38, 757

B. Maturity and Yields:

The required information pertaining to the ambunt of investnent securities, in
each investment category |isted above, which are due within specified tine
periods and the wei ghted-average yield for each of the range of maturities is
incorporated by reference to the tables in Note 3 & 4 presented on pages 53
through 55 of the 2002 Annual Report as Exhibit 13 herein.

C. There are no issues included in obligations of states and political
subdi vi sions or other securities that exceed ten percent of stockhol ders'
equity.

I1'l. LOAN PORTFOLI O

A. Loan Sunmary:

Table 7
Donestic Loans
Decenber 31,
(Anmpunts in Thousands) 2002 2001 2000
Commerci al, Financial and
Agricul tural $ 74,186 $ 96, 641 $ 86, 887
Real Est ate-Commerci al 285, 847 259, 717 222,571
Real Estate-Construction 72,275 77,402 73,087
Real Estate- Residenti al 364, 087 332,671 293,732
Consuner 131, 385 138, 426 135, 692
O her 726 961 649
Tot al 928, 506 905, 818 812,618
Less Unearned | nconme 885 1,322 1, 362
927, 621 904, 496 811, 256
Less Reserve for Loan Losses 14, 410 13,952 12, 303
Net Loans $ 913, 211 $ 890, 544 $ 798, 953

$ 692, 196

$ 600, 089

The Conpany maintained no Foreign Loans in the periods presented.
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B. Maturities and Rate Sensitivity of Loan Portfolio at December 31, 2002:

Tabl e 8
(Amount s in Thousands) Remai ning Maturities
Over One
One Year to Over Five
and Less Five Years Year s Tot al Per cent
Commercial, Financial and
Agricul tural $ 38,115 $ 24,192 $ 11, 879 $ 74,186 8. 00%
Real Estate-Commerci al 83,677 110, 033 92, 137 285, 847 30. 82%
Real Estate-Construction 33,804 23,978 14, 493 72,275 7.79%
Real Estate-Mrtgage 41, 330 145, 079 177, 656 364, 065 39. 25%
Consuner 20, 396 99, 254 10, 872 130, 522 14.07%
O her 149 409 168 726 0. 08%
$ 217,471 $ 402,945 $ 307, 205 $ 927, 621 100. 00%
Rate Sensitivity
Pre-determi ned Rate $ 50, 649 $ 322,553 $ 291, 191 $ 664, 393 71.62%
Fl oating or Adjustable Rate 166, 822 80, 392 16, 014 263, 228 28. 38%
$ 217,471 $ 402,945 $ 307, 205 $ 927, 621 100. 00%
23. 44% 43. 44% 33.12% 100. 00%
C. Risk Elements: The required infornmation for risk elements involving the
aggregate amounts of and rel ated information on non-perform ng | oans and
perform ng | oans consi dered by managenent to be inpaired is included bel ow and
incorporated by reference to pages 29, 30, 57 and 58 of the 2002 Annual Report
Nonper f ormi ng Loans
Table 9
Decenber 31,
(Amounts in Thousands) 2002 2001 2000 1999 1998
Non- accr ui ng Loans $ 3,075 $ 3,633 $ 5,397 $ 7,889 $ 7,763
Loans Past Due Over 90 Days 91 1,351 1, 208 1, 259 377
Restructured Loans Perform ng
in Accordance with Mdified Terns 345 518 502 505 509
Gross Interest |Income Wich
Woul d Have Been Recorded
Under Original Terms of
Non- Accrui ng and Restructured Loans 222 291 409 436
Actual Interest Income During
the Period 108 97 105 78

Potential Problem Loans: In addition to |oans which are classified as
non-perform ng and inpaired, the conpany closely nonitors certain |oans which
coul d devel op into problem|oans. These potential problem|oans present
characteristics of weakness or concentrations of credit to one borrower. Anpng
these | oans at Decenber 31, 2002 were two | oans to separate borrowers which
warrant close nonitoring. The first of these is a $12.8 nillion loan to a
borrower within the hospitality industry. The |oan represents the retained
portion of a $16 mllion total |oan shared with a participating bank. As with
other hospitality industry firnms, the borrower has experienced reduced cash flow
associated with declines in the level of hotel occupancy. The loan is secured by
real estate inproved with a national franchise hotel and parking building in a
maj or southeast city. The loan is further secured by the guarantee of the
principals of the borrowing entity. This |oan, which was originated in 1999
performed according to terns until it displayed delinquency in February and



March 2003 and was subsequently brought current. The | oan remains current as to
principal and interest at the date of this report. The |oan has not been
converted to non-accrual status based upon its secured position, historical
performance and strength of guarantors. This |oan does, however, represent one
of the Conpany's largest credits and is within an industry which has suffered
from declining performance in 2001 and 2002.

The second loan of $2 million was for |and devel opnent in eastern Virginia. The
borrower has been in the process of negotiating a sale of the raw land to other
devel opers. The conpany has renewed this |oan as the borrower has been unable to
consummate a sale to date. The borrower has recently entered into a letter of
intent with a new prospective buyer and is continuing to pursue the sale;
however, this transaction may be del ayed or nay not be consunmated. The borrower
is also indebted to the conpany on another $6.0 nillion |oan which is secured by
land inproved with an 18-hol e golf course and surroundi ng devel opabl e acreage in
northern Virginia. This |loan continues to performin accordance with |oan terns.

There were no specific allocations of the allowance for |oan | osses for any of
the foregoing potential problemloans as of Decenmber 31, 2002.

For ei gn CQut standi ngs: The Conpany had no foreign | oans outstanding at Decenber
31, 2002.

Loan Concentrations: The Conpany had no concentrations of |oans representing 10%
or nore of outstanding |oans at Decenber 31, 2002.
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I'V. SUMVARY OF LOAN LOSS EXPERI ENCE

A. 1. Summary of Loan Loss Experience:

Tabl e 10
Years Ended Decenber 31,
(Amounts in Thousands, Except Percent Data) 2002 2001 2000 1999 1998
Bal ance of reserve at beginning of period $ 13,952 $ 12, 303 $ 11, 900 $ 11, 404 $11, 406
Acqui si tion bal ances 395 484 1,051
Char ge-of fs:
Commercial, financial and agricultural 2,162 1,979 2,911 562 3,602
Real estate-residential 464 720 629 268 367
I nstal | ment 2,243 2,181 1, 996 2,178 3,019
Total Charge-offs 4,869 4,880 5,536 3,008 6, 988
Recoveri es:
Commercial, financial and agricultural 167 155 267 74 190
Real estate-residential 129 298 82 60 31
I nstal | nent 428 458 553 477 515
Total Charge-offs 724 911 902 611 736
Net charge-offs 4,145 3,969 4,634 2,397 6, 252
Provision charged to operations 4,208 5,134 3,986 2,893 6, 250
Bal ance of reserve at end of period $ 14, 410 $ 13, 952 $ 12, 303 $ 11, 900 $11, 404
Rati o of net charge-offs to average | oans
out st andi ng 0. 45% 0.47% 0.62% 0. 38% 0.97%
Ratio of reserve to total |oans outstanding 1.55% 1.54% 1.52% 1.70% 1.86%

A. 2. The required information describing the factors which influenced
managenent's judgnment in determining the allowance for |oan |osses is
incorporated by reference to pages 28 through 30, 57 and 58 of the 2002 Annual
Report in Exhibit 13 hereof.

B. Allocation of Reserve for Loan Losses:



Table 11

(Amounts in Thousands, Except Percent Data)

2002 2001 2000 1999 1998
Conmer ci al, Financi al
and Agricul tural $ 8,905 47.00% $ 8,399 47.00% $ 6,798 38.00% $ 4,919 43.00% $ 4,054 40.00%
Real Estate-Mrtgage 1,684 39. 00% 3,543  38.00% 3,289  46.00% 2,578  39.00% 2,297  39.00%
Consuner 3,821 14. 00% 2,010 15. 00% 1, 861 16. 00% 1,413 18. 00% 1,378 21. 00%
Unal | ocat ed -- 0. 00% -- 0. 00% 355 0. 00% 2,990 0. 00% 3,675 0.00%
Total $14,410 100.00% $13,952 100.00% $12,303 100.00% $11,900 100.00% $11,404 100.00%

The percentages in the table above represent the percent of |oans in each
category of total |oans.
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V. Deposits

A. The required information for average deposits and rates paid by type is
included on page 12 of this report and on page 31 in Exhibit 13 hereof.

B. Not applicable.
C. Not applicable.
D. The required information for time deposits, including certificates of
deposit, of $100,000 or nore is incorporated by reference to page 59 of
the 2002 Annual Report in Exhibit 13 hereof.
E. Not applicable.
VI . RETURN ON EQUI TY AND ASSETS

A. The required information showing return on equity and assets and other
rel evant financial ratios is incorporated by reference to page 15 of the 2002
Annual Report in Exhibit 13 hereof.
VI, SHORT- TERM BORROW NGS

A. Securities Sold Under Agreements to Repurchase and Other Short-Term
Bor r owi ngs:

The Conpany uses various short-term funding sources including termrepurchase
agreenents, structured term borrowi ngs fromthe FHLB, customer repurchase
agreenents and Federal funds purchased. The Conpany's short-term borrow ngs and
rates paid are summarized as follows (Amounts in Thousands, Except Percent

Dat a) :
Table 12
2002 2001 2000
Anount Rat e Anmpunt Rat e Anpunt Rat e
At year-end $ 206, 183 4.38% $ 240,918 5.78% $ 174,016 5.52%
Aver age during the year 209, 154 4.32% 191, 660 5.17% 149, 193 5.40%
Maxi mum nont h- end bal ance 228,976 240, 918 182, 187

B. Advances fromthe FHLB

Further information pertaining to short-termborrowings fromthe FHLB is
incorporated by reference to pages 31, 32 and 58 through 59 of the 2002 Annual
Report included in Exhibit 13 hereto.



| TEM 2. PROPERTI ES

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

l ocation and nunber of banking offices is |ocated on pages 78 in the 2002 Annual
Report and incorporated herein by reference. The Corporation's banking
subsidiary owns in fee 36 offices while others are | eased or are |ocated on

| eased land. United First Mrtgage, Inc., a wholly-owned subsidiary of FCBNA,

mai ntains 11 | eased office facilities in Virginia with a geographic area ranging
fromVirginia Beach, Virginia to Harrisonburg, Virginia.

| TEM 3. LEGAL PROCEEDI NGS

I'n the normal course of business, the Conpany is a defendant in various |egal
actions and asserted clains nobst of which involve | ending and coll ection
activities. Wiile the Conpany and | egal counsel are unable to assess the
ultinmate outcone of each of these matters with certainty, they are of the belief
that the resolution of these actions should not have a material adverse affect
on the
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financial position of the Conpany.

The Conpany reports the favorable outcome of litigation |ast reported inits
report on Form 10-Q for the period ended Septenber 30, 2002 styled "Ann Tierney
Smith, as Executrix of the Estate of Katherine B. Tierney, Ann Barclay Smth and
Laurence E. Tierney Smith vs. FCFT, Inc., et al, Cvil Action No. 97-CV-408-K".
This litigation ended on Decenber 9, 2002, when the West Virginia Court of
Appeal s affirmed the trial court's directed verdict as originally rendered in
favor of the Conpany.

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

No matters were subnmitted to a vote of security holders during the fourth
quarter of 2002.

PART I1.

| TEM 5. MARKET FOR REG STRANT'S COMMON EQUI TY AND RELATED MATTERS
The nunmber of common stockhol ders of record on Decenber 31, 2002 was 3, 358 and
out standi ng shares total ed 9,888,482. The required information is incorporated
by reference to page 16 and 17 of the 2002 Annual Report included in Exhibit 13
her et o.

| TEM 6. SELECTED FI NANCI AL DATA

The required information is incorporated by reference to page 15 of the 2002
Annual Report included in Exhibit 13 hereto.

| 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 6 through 39 of
the 2002 Annual Report included in Exhibit 13 hereto.

| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

The required information is incorporated by reference to pages 34 through 36 of
the 2002 Annual Report included in Exhibit 13 hereto.

| TEM 8. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

The required information is incorporated by reference to pages 40 through 75 of
the 2002 Annual Report included in Exhibit 13 hereto.

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

Not applicable.

PART |11



| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT

The required information concerning directors has been omitted 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 2003 Annual Meeting
of Stockhol ders and is incorporated herein by reference.

A portion of the information relating to executive officers has been onmitted in
accordance with General Instruction G Such information regarding executive
of ficers appears on pages 7, 8, 10 and 11 of the Proxy Statenent relating to the
2003 Annual Meeting of Stockholders and is incorporated herein by reference.
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| TEM 11. EXECUTI VE COVPENSATI ON

The required information concerning managenment renuneration has been omtted in

accordance with General Instruction G Such infornation appearing on pages 9, 10
and 12 through 15 of the Proxy Statenent relating to the 2003 Annual Meeting of

St ockhol ders is incorporated herein by reference.

| TEM 12. SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The required information concerning security ownership of certain beneficial

owners and managenent has been omtted in accordance with General Instruction G
Such information appearing on pages 7 through 9 of the Proxy Statement relating
to the 2003 Annual Meeting of Stockholders is incorporated herein by reference.

The following table presents information for all equity conpensation plans with
i ndividual conpensation arrangenents (whether with enpl oyees or non-enpl oyees
such as directors), in effect as of Decenmber 31, 2002.

Table 13
NUMBER OF
SECURI TI ES TO BE
| SSUED UPON WVAEI GHTED- AVERAGE
EXERCI SE OF EXERCI SE PRI CE OF
QUTSTANDI NG QUTSTANDI NG
PLAN CATEGORY OPTI ONS, WARRANTS OPTI ONS, WARRANTS
———————————————— AND RI GHTS AND RI GHTS
(a) (b)
Equity conpensation plans approved by
security hol ders - $ -
Equity conpensation plans not approved by
security hol ders 265, 153 $ 21.18
Tot al 265, 153
| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The required information concerning certain relationships and rel ated
transactions has been omitted in accordance with General Instruction G Such
information appearing on pages 7 of the Proxy Statenent relating to the 2003
Annual Meeting of Stockholders is incorporated herein by reference.

| TEM 14. CONTROLS AND PROCEDURES

Wthin the 90 days prior to the date of this report, the Conpany carried out an
eval uation, under the supervision and with the participation of the Conpany's
managenent, including the Conpany's President and Chief Executive Oficer along
with the Conpany's Chief Financial Oficer, of the effectiveness of the design
and operation of the Conpany's disclosure controls and procedures pursuant to
the Securities Exchange Act of 1934 ("Exchange Act") Rule 13a-14. Based upon
that eval uation, the Conpany's President and Chief Executive Oficer along with
the Conpany's Chief Financial Officer concluded that the Conpany's disclosure
controls and procedures are effective in tinmely alerting themto materi al
information relating to the Conpany (including its consolidated subsidiaries)
required to be included in the Conpany's periodic Securities and Exchange

NUMBER OF SECURI TI ES
REMAI NI NG AVAI LABLE
FOR FUTURE | SSUANCE

UNDER EQUI TY
COVPENSATI ON PLANS
( EXCLUDI NG SECURI TI ES
REFLECTED | N COLUMN (a))
(c)



Conmmi ssion ("SEC') filings. There have been no significant changes in the
Conpany' s internal controls or in other factors which could significantly affect
these control s subsequent to the date the Conpany carried out its eval uation.

Di scl osure controls and procedures are Conpany controls and ot her procedures
that are designed to ensure that information required to be disclosed by the
Conpany in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported within the tinme periods specified
in the SECs rules and forms. Disclosure controls and procedures include,
without limtation, controls and procedures designed to ensure that information
required to be disclosed by the Conpany in the reports that it files under the
Exchange Act is accunul ated and conmuni cated to the Conpany's managenent,
including its President and Chief
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Executive Oficer and Chief Financial O ficer, as appropriate, to allowtinmely
deci sions regarding required disclosure.

PART |V

| TEM 15. EXHI BI TS, FI NANCI AL STATEMENT SCHEDULES AND REPORTS ON FORM
8-K

(a)(1) Fi nanci al Statenents

The Consolidated Financial Statements of First Community Bancshares,
Inc. and subsidiaries together with the independent Auditors' Report
dat ed January 27, 2003 are incorporated by reference to pages 40

through 75 of the 2002 Annual Report included herein as Exhibit 13.

(2) Fi nanci al Statement Schedul es

Al'l applicable financial statement schedul es required by Regulation S-X
are included in the Notes to the 2002 Consolidated Financial Statements
and are incorporated by reference to pages 46 through 73 of the 2002
Annual Report included herein as Exhibit 13.

(b) Reports on Form 8-K filed during the |ast quarter of the period covered by
this report were as follows:

On Cctober 16, 2002 a report on Form 8-K was filed in conjunction
wi th announcenent of the Conpany's third quarter operating results.

On Novenber 14, 2002 a report on Form 8-K was filed containing
O ficer Certifications required pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002.

(c) Exhibits
Table 14
EXH BI T NO. EXHI BI T
2.1 Agreement and Pl an of Merger, dated as of January 27, 2003, and anended as of February 25, 2003,
anmong First Community Bancshares, Inc., First Community Bank, National Association, and The
CommonWeal t h Bank. (1)
3(i) Articles of Incorporation of First Community Bancshares, Inc., as anmended. (2)
3(ii) Byl aws of First Community Bancshares, Inc., as amended. (2)
4.1 Speci men stock certificate of First Community Bancshares, Inc.
10.1 First Comunity Bancshares, Inc. 1999 Stock Option Plan. (2)(3)
10.2 First Community Bancshares, Inc. 2001 Non-Qualified Directors Stock Option Plan. (4)
10. 3 Enpl oynent Agreenment dated January 1, 2000 and anmended October 17, 2000, between First

Communi ty Bancshares, Inc. and John M Mendez. (2)(5)



10. 4 First Community Bancshares, Inc. 2000 Executive Retention Plan. (3)

10.5 First Comunity Bancshares, Inc. Split Dollar Plan and Agreenent. (3)
10.6 First Community Bancshares, Inc. 2001 Directors Supplenmental Retirenent Plan. (2)
10. 7 First Community Bancshares, Inc. Wap Plan.
11 St at enent regardi ng conputation of earnings per share (6)
12.1 Conput ati on of Rati os.
20
Tabl e 15
13.0 Annual Report.
21.0 Subsi di aries of the Registrant:
First Community Bank, National Association.
23.1 Consent of Independent Accountants.
(1) I ncorporated by reference to the corresponding exhibit previously filed

as an exhibit to the Form8-K filed with the Conmi ssion on January 28,
2003 and February 26, 2003.

(2) I ncorporated by reference fromthe Quarterly Report on Form 10-Q for
the period ended June 30, 2002 filed on August 14, 2002.

(3) I ncorporated by reference fromthe Annual Report on Form 10-K for the
period ended Decermber 31, 1999 filed on April 13, 2000.

(4) The options agreenments entered into pursuant to the 1999 Stock Option
Plan and the 2001 Non-Qualified Directors Stock Option Plan are
incorporated by reference fromthe Quarterly Report on Form 10-Q for
the period ended June 30, 2002 filed on August 14, 2002.

(5) First Community Bancshares, Inc. has entered into substantially
identical agreements with Messrs. Buzzo and Lilly, with the only
differences being with respect to titles, salary and the use of a
vehicle.

(6) I ncorporated by reference fromfootnote 1 of the Annual Report to
St ockhol ders included herein as Exhibit 13.
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S| GNATURES

Pursuant to the requirenents of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the Registrant has duly caused this report to be signed on its
behal f by the undersigned, thereunto duly authorized.

BY: /s/ John M Mendez

President and Chi ef Executive Oficer

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 and
in the capacities and on the dates indicated.

BY: /s/ Robert L. Schumacher

Principal Accounting O ficer

Tabl e 16



Si gnature Title

/sl Allen T. Hammer Di rector

(Allen T. Hammer)
/sl B. W Harvey Di rector

/sl 1. Norris Kantor Di rector

/sl John M Mendez Presi dent, Chief Executive
------------------------------------- O ficer and Director (Principal
(John M Mendez) Executive Oficer)

/sl A A Mddena Director

(A. A Mddena)

/'s/ Robert E. Perkinson, Jr. Di rector

(Robert E. Perkinson, Jr.)

/sl WlliamP. Stafford Chairman of the Board of Directors

(WIlliamP. Stafford)

/sl WlliamP. Stafford, 11 Di rector

(WlliamP. Stafford, 11)

/sl W W Tinder, Jr. Di rector

(W W Tinder, Jr.)
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CERTI FI CATI ONS
I, John M Mendez, certify that:
1. | have reviewed this annual report on Form 10-K of First Community
Bancshares, Inc.;
2. Based on nmy know edge, this annual report does not contain any untrue

statement of a material fact or omt to state a material fact necessary to nake
the statenents made, in light of the circunstances under which such statenents
were made, not misleading with respect to the period covered by this annual
report;

3. Based on my know edge, the financial statements, and other financial
informati on included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and | are responsible for
establ i shing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and we have:

(a) Desi gned such di sclosure controls and procedures to ensure
that material information relating to the registrant, including its
consol i dated subsidiaries, is made known to us by others within those

entities, particularly during the period in which this annual report is

bei ng prepared;

(b) Eval uated the effectiveness of the registrant 's disclosure

controls and procedures as of a date within 90 days prior to the filing

date of this annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based on our

Dat e

03/ 21/ 2003

03/21/ 2003

03/21/ 2003

03/ 21/ 2003

03/ 21/ 2003

03/21/ 2003

03/21/ 2003

03/21/ 2003

03/ 21/ 2003



eval uation as of the Evaluation Date;

5. The registrant's other certifying officers and | have disclosed, based
on our nost recent evaluation, to the registrant's auditors and to the audit
committee of the registrant's board of directors (or persons performng the
equi val ent function):

(a) Al'l significant deficiencies in the design or operation of
internal controls which could adversely affect the registrant's ability
to record, process, sumuarize and report financial data and have
identified for the registrant's auditors any naterial weaknesses in
internal controls;

(b) Any fraud, whether or not material, that involves managenent
or other enployees who have a significant role in the registrant's
internal controls; and

6. The registrant's other certifying officers and | have indicated in this
annual report whether or not there were significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent
to the date of our npst recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: March 21, 2003
/sl John M Mendez

Presi dent and Chief Executive O ficer
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I, Robert L. Schumacher, certify that:
1. I have reviewed this annual report on Form 10-K of First Community
Bancshares, Inc.;
2. Based on ny know edge, this annual report does not contain any untrue

statement of a material fact or omt to state a material fact necessary to nake
the statenents made, in light of the circunstances under which such statenents
were made, not misleading with respect to the period covered by this annual
report;

3. Based on nmy know edge, the financial statenments, and other financial
information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and | are responsible for
establ i shing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

(a) Desi gned such di sclosure controls and procedures to ensure
that material information relating to the registrant, including its
consol i dated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is
bei ng prepared;

(b) Eval uated the effectiveness of the registrant's disclosure
controls and procedures as of a date within 90 days prior to the filing
date of this annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based on our
eval uation as of the Evaluation Date;

5. The registrant's other certifying officers and | have disclosed, based
on our nost recent evaluation, to the registrant's auditors and to the audit
committee of the registrant's board of directors (or persons performng the
equi val ent function):

(a) Al'l significant deficiencies in the design or operation of
internal controls which could adversely affect the registrant's ability
to record, process, summarize and report financial data and have
identified for the registrant's auditors any material weaknesses in
internal controls;



(b) Any fraud, whether or not material, that involves managenent

or other enployees who have a significant role in the registrant's

internal controls; and
6. The registrant's other certifying officers and | have indicated in this
annual report whether or not there were significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent
to the date of our npbst recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.
Date: March 21, 2003

/'s/ Robert L. Schunacher

Chi ef Financial Oficer
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Section 2: EX-4.1 (EXHIBIT 4.1)

EXH BIT 4.1
FI RST COMMUNI TY BANCSHARES, | NC.

| NCORPORATED UNDER THE LAWS OF THE STATE OF NEVADA

Table 1
COMMON STOCK

CERTI FI CATE NUMBER
( SEE REVERSE SI DE FOR DEFI NI TI ON
OF CERTAI N ABBREVI ATI ONS

I'F USED | N THE | NSCRI PTI ON HEREON)

THI'S CERTI FI ES THAT.

I'S THE OWNER OF [ I NSERT NUMBER] -

FULLY PAI D AND NON- ASSESSABLE COVMON SHARES OF THE PAR VALUE OF $1.00 PER SHARE
OF

FI RST COVMMUNI TY BANCSHARES, | NC.

transferable on the books of the corporation by the holder hereof in person or
by duly authorized attorney upon surrender of this certificate properly
endorsed. This certificate, and the shares represented hereby are issued under
and shall be subject to all the provisions of the Certificate of Incorporation
of the corporation and all anendnents thereto.

This certificate is not valid unless countersigned and registered by
the Transfer Agent and Registrar. WTNESS the facsim|le seal of the
corporation and the signatures of its duly authorized officers.

Dat ed:
John M Mendez, President Robert L. Buzzo, Secretary

Aut hori zed Signature Aut hori zed Signature

COMMON STOCK
______ __SHARES
THI S CERTI FI CATE | S TRANSFERABLE
AT THE OFFI CES OF THE TRANSFER AGENT

Cusl P




A FULL STATEMENT OF THE DESI GNATI ONS, PREFERENCES, AND RELATI VE
PARTI CI PATI NG, OPTI ONAL OR OTHER SPECI AL RI GHTS OF EACH CLASS OF STOCK OF THE
CORPORATI ON OR SERI ES THERECF AND THE QUALI FI CATI ONS, LI M TATIONS OR
RESTRI CTI ONS OF SUCH PREFERENCES AND/ OR RI GHTS W LL BE FURNI SHED BY THE
CORPORATI ON, W THOUT CHARGE, TO EACH STOCKHOLDER WHO SO REQUESTS, UPON
APPLI CATI ON TO THE TRANSFER AGENT, OR TO THE SECRETARY CF THE CORPORATI ON.

KEEP THI S CERTI FI CATE IN A SAFE PLACE. IF IT IS LOST, STOLEN OR
DESTROYED THE CORPORATI ON W LL REQUI RE A BOND OF | NDEMNITY AS A CONDI TION TO THE
| SSUANCE OF A REPLACEMENT CERTI FI CATE.

The follow ng abbreviations, when used in the inscription on the face
of this certificate, shall be construed as though they were witten out in full
according to applicable laws or regul ations:

Table 2
TEN COM - as tenants in connon UNNFF G FT MN ACT ___ Custodian ___
TEN ENT - as tenants by the entireties (Cust)
JT TEN - as joint tenants with right of under UniformGfts to Mnors
survivorship and not as tenants Act
in common (State)

Addi tional abbreviations nay al so be used though not in the above Ilist.

FOR VALUE RECEI VED, HEREBY SELL,
ASSI GN AND TRANSFER UNTO

PLEASE | NSERT SOCI AL SECURI TY OR OTHER
I DENTI FYI NG NUMBER OF ASSI GNEE

[ 1

OF THE SHARES
REPRESENTED BY THI' S CERTI FI CATE AND DO HEREBY | RREVOCABLY CONSTI TUTE AND APPOI NT

ATTORNEY

TO TRANSFER THE SHARES ON THE BOOKS OF THE CORPORATI ON.

DATED

NOTI CE THE SI GNATURE OF THI' S ASSI GNMENT MUST BE
EXACTLY THE SAME AS THE NAME AS WRI TTEN UPON

THE FACE OF THI S CERTI FI CATE

Section 3; EX-10.2 (EXHIBIT 10.2)

EXH BI T 10.2

FI RST COMMUNI TY BANCSHARES, | NC.
2001 DI RECTORS STOCK OPTI ON PLAN

ARTI CLE |
PURPOSE

The purpose of this 2001 Directors Stock Option Plan (the "Plan") is to



encourage and facilitate investnent in the common stock of First Community
Bancshares, Inc. (the "Corporation") by nonenployee directors of the

Cor poration, whose efforts are expected to contribute to its future growh
and continued success.

ARTI CLE 11
ELIG BI LI TY
The individuals who shall be participants in the Plan shall be all
current menbers of the Board of Directors of the Corporation (the "Board")
who are not enployees of the Corporation or its affiliates.

ARTICLE |11

ADM NI STRATI ON

3.1 BOARD OF DI RECTORS. The Plan shall be admninistered by the
Boar d.

3.2 PONERS. Wthin the limts of the express provisions of the
Pl an, the Board shall determ ne: (a) the formand ampunt of the awards; and (b)
any additional limtations, restrictions and conditions applicable to any such

award and not set forth in the Plan. In making such determ nations, the Board
may take into account such factors as the Board in its discretion shall deem
rel evant.

3.3 | NTERPRETATI ONS. Subj ect to the express provisions hereof, the
Board nmay interpret the Plan, prescribe, amend and rescind rules and regul ati ons
relating to it, and make all other determ nations it deems necessary or
advi sable for the administration of the Plan.

3.4 BOARD DETERM NATI ONS CONCLUSI VE. The determ nations of the
Board on all matters regarding the Plan shall be conclusive. A nenber of the
Board shall only be liable for any action taken or determ nation nmade in bad
faith. No director shall participate in any decision affecting his or her
interest in the Plan unless the decision affects all participants equally.

ARTI CLE IV
AWARD OF OPTI ONS

4.1 FORM Awards under the Plan will be granted in the form of
Nonstatutory Stock Options ("Options") as described under Section 83 of the
Internal Revenue Code of 1986, as anmended (the "Code"). Each outstanding Option
shall be in the formof the stock option agreenent attached hereto as Exhibit A
(the "Agreerment"). Exhibit B attached hereto sets forth the Options granted
cont enpor aneously wi th the adoption of this Plan.

4.2 MAXI MUM LI M TATI ONS. The aggregate nunber of shares of common
stock available for the granting of Options under the Plan shall be 90, 000
shares, subject to adjustment pursuant to Article VIII. Shares of common stock

i ssued pursuant to the Plan nay be either authorized but unissued shares or
shares now or hereafter held

by the Corporation as treasury stock. In the event that, prior to the end of the
period during which Options may be granted hereunder, any Option under the Plan
expires unexercised or is term nated, surrendered or cancelled w thout being
exercised in whole or in part, for any reason, the nunber of shares theretofore
subj ect to such Option or the unexercised, termnated, forfeited or unearned
portion thereof, shall be added to the remining nunber of shares of conmon
stock avail able for grant as an Option hereunder.

ARTI CLE V
OPTI ON TERMS
The Options granted under the Plan shall be in such formand upon such
terns and conditions as the Board shall fromtinme to tinme determ ne, subject to

the following limtations:

(a) EXERCI SE PRI CE. The exercise price of each Option shall be 100
percent of the fair market value of the common stock subject



to such Option on the date of grant (the "Date of Grant").

(b) VESTING. All Options shall be vested and exercisable in
accordance with the applicable Agreenent.

(O TERM OF OPTI ONS. Notwi t hst andi ng any ot her provision hereof,
no Option nay be exercised after the tenth anniversary of the
Date of Grant; and any such unexerci sed Option shall | apse.

Vested Options granted pursuant to the Plan shall be
exercisable for a period of two years after the date of the
grantee's retirement (provided that retirenment occurs at or
after age 70), or disability (as determ ned by the Board) or
within one year after the grantee's death, whichever first
occurs. |f service as a director ceases other than by
retirenment at or after age 70, disability or death, vested
options nust be exercised within one year after the effective
date of cessation. Any option not exercised within such period
shal | be deened cancel ed.

(d) EXECUTI ON OF AGREEMENT. The Board shall, as a condition to the
grant of an Option pursuant to the Plan, require each
reci pient of such Option to enter into an Agreenent within 60
days after the Date of Grant thereof.

ARTI CLE VI
GENERAL PROVI SI ONS APPLI CABLE TO OPTI ONS

6.1 TERMS AND CONDI TI ONS. Options shall be subject to such terns
and conditions as the Board shall determ ne; provided that such determ nations
are not inconsistent with the provisions of this Plan.

6.2 MANNER OF EXERCI SE OF OPTI ONS AND PAYMENTS FOR COMMON STOCK.
Options may be exercised by an optionee, by the | egatee or |egatees of such
Option under the optionee's last will and testanent, or by his or her executors
personal representatives or distributees, by giving witten notice to the
Secretary of the Corporation stating the nunber of shares of common stock with
respect to which the Option is being exercised and tendering paynment in ful
therefore. Payment shall be made in cash or by certified check or, if the Board
inits discretion agrees, in shares of common stock of the Corporation (the
nunber of such shares being determ ned by dividing the total exercise price by
the current fair narket value per share of the commpn stock on the date of
exercise) or such other neans of payment as may be agreed to by the Board and
optionee to the extent such paynent nethod is not otherw se inconsistent with
the applicable provisions of |aw governing nonstatutory stock options at the
tinme of exercise. As soon as reasonably possible follow ng such exercise, a
certificate representing the shares of common stock purchased, registered in the
nane of the optionee, shall be delivered to the optionee

ARTI CLE VI'|
TRANSFERABI LI TY OF OPTI ON

No Option mmy be transferred, assigned, pledged or hypothecated
(whet her by operation of |aw or otherw se),
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except as provided by will or the applicable | aws of descent or distribution;
and no Option shall be subject to execution, attachment or similar process. Any
attenpted assignnment, transfer, pledge, hypothecation or other disposition of an
Option, or levy of attachment or similar process upon an Option not specifically
permitted herein shall be null and void and wi thout effect.

ARTICLE VI
ADJUSTMENTS TO OPTI ONS AND RESERVED SHARES

The aggregate number of shares of common stock with respect to which
Options may be granted, the aggregate nunber of shares of commpn stock subject
to each outstanding Option, and the option price per share of each such Option,
shall all be appropriately adjusted as a result of any increase or decrease in
the nunber of shares of issued commpn stock resulting froma subdivision or
consol i dati on of shares, whether through reorgani zation, recapitalization, stock



split-up, stock distribution or conbination of shares, or the paynment of a
dividend in common stock of the Corporation, or any other increase or decrease
in the nunber of such shares outstanding effected wthout receipt of

consi deration by the Corporation

ARTI CLE | X

CHANGE OF CONTROL, MERGER,
CONSOLI DATI ON AND DI SSOLUTI ON

In the event of a change of control, or upon the dissolution or
liquidation of the Corporation, each Option shall continue to vest and shall be
exercisable in accordance with the terns of the original grant, provided that
Options held by any participant who remains a director of the Corporation or its
successor during the 90-day period followi ng a change of control and thereafter
resigns shall continue to be deenmed granted and vest as if the Optionee
continued to be a director. Such person, if living, shall be entitled to
exercise such options within two years after the earlier of cessation of service
or attainnment of age 70 (provided that there shall be no age limtation for
persons serving as directors of the Corporation on Decenber 31, 1990), or within
one year after such person's death, whichever first occurs. The Corporation
shall require in connection with any change of control that any successor agree
to honor all outstanding but unexercised Options in accordance with the terns
thereof, nodified in accordance with the exchange ratio of the change of contro
transaction to provide for the appropriate nunber of shares of any successor
corporation

For purposes of this Plan, the term "change in control” shall mean the purchase
or other acquisition by any person, entity or group of persons, within the
meani ng of Section 13(d)(3) of the Securities Exchange Act of 1934 (the "Act")
or any conparabl e successor provision, of beneficial ownership within the
meani ng of Rule 13(d)(3) pronul gated under the Act, within any 12-nmonth period
of 30 percent or nore of the outstanding shares of common stock of the
Corporation; or the approval by the stockhol ders of the Corporation of a
reorgani zation, nmerger, consolidation, share exchange or simlar transaction
pursuant to which persons who were stockhol ders of the Corporation i mediately
prior to the effective date of the first such transaction after the date hereof
do not, immediately after such date, own nore than 60 percent of the conbi ned
voting power entitled to vote generally in the election of directors of the
surviving or successor corporation; or a liquidation or dissolution of the
Corporation; or the sale of all or substantially all of its assets

ARTI CLE X
EFFECTI VE DATE

This Plan shall be effective as of the close of business on Novenber
12, 2001.

ARTI CLE X
EXPI RATI ON OF OPTI ONS
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Each Option shall expire on the expiration date set forth in the
applicable Agreement. In no event may the Board permit a former director to
exercise a Option after such expiration date

ARTI CLE XI
PROPRI ETARY | NFORMATI ON

Participants, while providing director services, wll have access to
information, including without Iimtation custoner information, strategic plans
managenent and operating policies and procedures, and simlar information, which
constitute proprietary infornmation or trade secrets of the Corporation or its
affiliates. No participant shall, at any tinme, while any Option is outstanding
or otherwi se, disclose any of such proprietary information to any person or
entity other than the Corporation, its affiliates and enpl oyees

ARTI CLE XI'|

M SCELLANEQUS



13.1 LEGAL AND OTHER REQUI REMENTS. The obligation of the
Corporation to sell and deliver comon stock hereunder shall be subject to all
applicable laws, regulations, rules and approvals, including, but not by way of
limtation, the effectiveness of a registration statenent under the Securities
Act of 1933 if deened necessary or appropriate by the Corporation. Certificates
for shares of common stock issued hereunder may be | egended as the Board shall
deem appropri ate.

13.2 NO OBLI GATI ON TO EXERCI SE OPTI ONS. The granting of an Option
pursuant to the provisions hereof shall inmpose no obligation upon an optionee to
exercise such Option.

13.3 APPL| CATI ON OF FUNDS. The proceeds received by the Corporation
fromthe sale of commn stock pursuant to Options may be used for such general
corporate purposes as the Board deens appropriate.

13. 4 W THHOLDI NG TAXES. Whenever the Corporation proposes or is
required to issue or transfer shares of common stock to the optionee hereunder,
the Corporation shall have the right to require the optionee to remt to the
Corporation an anmount sufficient to satisfy all federal, state and | ocal
wi t hhol ding tax requirenents prior to the delivery of any certificate or
certificates for such shares. If such certificates have been delivered prior to
the time a withholding obligation arises, the Corporation shall have the right
to require the optionee to remt to the Corporation an amount sufficient to
satisfy all federal, state or local w thholding tax requirenents at the tinme
such obligation arises and to withhold from other ambunts payable to the
optionee, as conpensation or otherw se, as necessary. \Wenever paynents
hereunder are to be nade to the optionee in cash, such payments shall be net of
any ampunts sufficient to satisfy all federal, state and | ocal withholding tax
requirenents.

13.5 NO GUARANTEE OF ONGO NG DI RECTORSHI P. Not hi ng herein or in any
Agreenment shall confer upon any director the right to continue as a director of
the Corporation or affect any right which the Corporati on may have to seek
term nation of the directorship of such individual or to decline to nom nate any
director for an additional term

13.6 NO RI GHTS AS A SHAREHOLDER. No opti onee shall have any right
or privileges as a shareholder with regard to any Option until a certificate for
shares of commpn stock issuable to himor her hereunder are so issued.

13.7 DI SABI LI TY. The Board shall be entitled to make such rul es,
regul ations and deternminations as it deens appropriate hereunder in respect of
any |l egal or physical disability of any director and the effect, if any, of such
disability upon the terms hereof.

13.8 FAI R MARKET VALUE. \Whenever the fair market value of common
stock is to be determ ned under the Plan as of a given date, such fair market
val ue shall be:

(a) If the common stock is traded on the over-the-counter market,
the average of the price of the cormpbn stock at the close of
trading for the 10 consecutive trading days inmediately
precedi ng such date;

(b) If the common stock is |listed on a national securities
exchange, the average of the price of the commpn stock on the
conposite tape at the close of trading for the 10 consecutive
tradi ng days i mmedi ately preceding such date.

13.9 NOTI CES. Every direction, revocation or notice authorized or
required hereby shall be deened delivered to the Corporation (a) on the date it
is personally delivered to the Secretary of the Corporation at its principal
executive offices or (b) three business days after it is sent by registered or
certified mail, postage prepaid, addressed to the Secretary at such offices; and
shall be deened delivered to an optionee (a) on the date it is personally
delivered to himor her or (b) three business days after it is sent by
registered or certified mail, postage prepaid, addressed to himor her at the
| ast address shown for himor her on the records of the Corporation.

13.10 GOVERNI NG LAW This Plan and any Agreenent shall be construed
and applied in accordance with the laws of the State of Nevada as to corporate



| aw i ssues, and otherwi se in accordance with the | aws of the Commonweal th of
Virginia, in each case to the extent not inconsistent with Section 83 of the
Internal Revenue Code and regul ations issued thereunder.

13.11 ELI M NATI ON OF FRACTI ONAL SHARES. |f under any provision
hereof that requires a conputation of the nunber of shares of commpn stock
subject to an Option, the nunmber so conputed is not a whole nunmber of shares of
common stock, such nunber of shares of commn stock shall be rounded down to the
next whol e nurmber, wi thout paynent by the Corporation for any fractional share
thus elim nated.

FI RST COMMUNI TY BANCSHARES, | NC.

BY:
CHAI RVAN OF THE BOARD OF DI RECTORS
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ARTI CLE | - PURPCSE OF PLAN
1.1 PURPOSE OF PLAN. First Community Bancshares, Inc. (the Conpany) intends

and desires by the adoption of this Plan to recognize the value to the
Conpany of the services rendered by Eligible Enpl oyees covered by the
Plan and to encourage and assure their continued service with the
Conpany by meking nore adequate provisions for their future retirenent
security.

This Plan has been adopted to provide certain managenent and/or highly
conpensat ed enpl oyees of First Community Bancshares, Inc. covered under
the First Community Bancshares, Inc. Enployee Stock Ownership and
Savings Plan (the "Basic Plan") the opportunity to accunul ate deferred
conpensation which cannot be accunul ated under the Basic Plan because
of the limtations on deferrals under Code Section 402(g) (the
"Deferral Limt"), the limtations on annual additions under Code
Section 415 (the "415 Limt"), the linmtations on tax-qualified pension
pl an benefits under Code Section 401(a)(17)(the "Pay Cap"), and/or
because Deferral Contributions and Matching Contributions have been
required to be returned under the Basic Plan because of the

nondi scrim nation rules under Code Sections 401(k)(3)("ADP
Restrictions") or 401(m(2)("ACP Restrictions").

This Plan is intended to be "a plan which is unfunded and nmi ntai ned by
an enployer primarily for the purpose of providing deferred
conpensation for a select group of managenment or highly conpensated
enpl oyees” within the nmeaning of Sections 201(2) and 301(a)(3) of the
Enpl oyee Retirenment Income Security Act of 1974 ("ERI SA") and shall be
interpreted and administered in a manner consistent with that intent.

ARTI CLE || - DEFI NI TI ONS
2.1 ACCOUNT neans those separate book reserve accounts established and
mai nt ai ned under the Plan in the name of each Participant as required

pursuant to the provisions of Article VII.

2.2 BASI C PLAN neans the First Community Bancshares, |Inc. Enployee Stock
Owner shi p and Savi ngs Pl an.

2.3 BENEFI Cl ARY neans a Participant's beneficiary or beneficiaries
identified under the Basic Plan.

2.4 BOARD neans the Board of Directors of First Community Bancshares, Inc.

2.5 CODE neans the Internal Revenue Code of 1986 and the regul ations
thereunder, as anended fromtine to tine.

2.6 COWPANY neans First Community Bancshares, Inc. or any conpany which is
a successor as a result of nerger, consolidation, liquidation, transfer
of assets, or other reorganization as well as any conpany which is a
subsidiary of First Community Bancshares, Inc.

2.7 COWANY CREDI T neans an anount credited to the Account of a Participant
by the Conmpany pursuant to the provisions of Article VI.

2.8 COMPENSATI ON nmeans "Conpensation” as that termis defined in the Basic

[ee)
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Pl an.

DEFERRAL CONTRI BUTI ON neans those contributions by the Conpany to the
Basic Plan for a Plan year on behalf of and on account of the qualified
cash or deferral elections within the neaning of Code Section 401(k)
made by the participants in the Basic Plan.

EFFECTI VE DATE neans July 1, 1996.

ELI G BLE EMPLOYEE neans a person enployed by the Conmpany who is
determ ned by the Conpany to be a nenber of a select group of
managenent or highly conpensated enpl oyees, who is designated by the

1

Conpany to be eligible under the Plan, and who is a participant in the
Basic Plan. By the first day of the nonth prior to the beginning of a
Pl an Year, the Conpany shall notify those individuals, if any, who will
be Eligible Enpl oyees for the next Plan Year and succeeding Plan Years.
If the Conpany determ nes that an enpl oyee first becomes an Eligible
Enmpl oyee during a Plan Year, the Conpany shall notify such enpl oyee of
its determ nation and of the date during the Plan Year on which the
enpl oyee shall first becone an Eligibl e Enployee.

MATCHI NG CONTRI BUTI ON neans those contributions by the Conpany to the
Basic Plan for a Plan Year on account of the Deferral Contributions
made during that Plan Year by the participants in the Basic Plan.

NONQUALI FI ED DEFERRAL CREDI T neans Conpensation that is due to be
earned and whi ch woul d otherwi se be paid to the Participant, which the
Participant elects to defer under the Plan, determ ned without regard
to the Deferral Linmt, the 415 Linmit, the Pay Cap or the ADP
Restrictions under the Basic Plan, and which is credited on behal f of
each Participant by the Conpany to the Account of the Participant
pursuant to the provisions of Article V.

NONQUALI FI ED MATCHI NG CREDI T neans an anmpunt credited to the Account of
the Participant by the Conpany, pursuant to the provisions of Article
V.

PARTI Cl PANT neans any person so designated in accordance with the
provisions of Article Ill, including, where appropriate according to
the context of the Plan, any forner enployee who is or nay becone (or
whose Beneficiaries may becone) eligible to receive a benefit under the
Pl an.

PARTI Cl PANT ENROLLMENT AND ELECTI ON FORM neans the form on which a
Participant elects to defer Conpensation hereunder, makes a qualified
cash or deferral election under the Basic Plan, and nmakes certain other
designations as required thereon.

PLAN neans this First Community Bancshares, Inc. and Affiliates Wap
Pl an.

PLAN YEAR neans the "Plan Year" as that termis defined in the Basic
Pl an, except for the initial Plan year beginning on the Effective Date
and endi ng on Decenber 31, 1996.

TRUST neans the trust fund, if any, established pursuant to the Plan.

TRUSTEE nmeans the trustee naned in the agreenent establishing the Trust
and such successor and/or additional trustees as may be named pursuant
to the terns of the agreenent establishing the Trust.

VALUATI ON DATE neans the | ast day of each Plan Year and any other date
that the Conpany, in its sole discretion, designates as a Val uation
Dat e.

ARTICLE I'I'l - ELIGBILITY AND PARTI Cl PATI ON

REQUI REMENTS. Every Eligible Enpl oyee as of the Effective Date shall be
eligible to become a Participant on the Effective Date. Every other
El i gi bl e Enpl oyee shall be eligible to become a Participant on the
first day of the Plan Year occurring after the date on which he or she
beconmes an Eligi bl e Enployee. No individual shall becone a Participant,



however, if he or she is not an Eligible Enployee on the date his or
her participation is to begin.

Participation in the Plan is voluntary. In order to participate, an

ot herwi se Eligible Enpl oyee nust execute a valid Participant Enroll nent
and Election Formin such nanner as the conpany may require electing to
def er Conpensation to be earned following the election in return for
Nonqual i fied Deferral Credits as provided in Article IV.

RE- EMPLOYMENT. |f a Partici pant whose enploynent with the Conpany is
terminated is subsequently re-

enpl oyed, he or she shall re-enter the Plan in accordance with the
provisions of Section 3.1 of this Article.

CHANGE OF EMPLOYMENT CATEGORY. During any period in which a Participant
remains in the enploy of the Conpany, but either ceases to be an

Eli gi bl e Enpl oyee or a participant in the Basic Plan, he or she shall
not be eligible to receive additional Nonqualified Deferral Credits
under this Plan.

ARTI CLE 1V - NONQUALI FI ED DEFERRAL CREDI TS

NONQUALI FI ED DEFERRAL ELECTIONS. In accordance with rules established
by the Conmpany, a Participant may elect to defer Conpensation and

recei ve Nonqualified Deferral Credits with respect to a Plan Year by
conpl eting a Participant Enrollment and El ection Form and delivering it
to the Conpany no later than the | ast day of the last nonth inmediately
preceding the Plan Year. Once nmamde, such election shall be irrevocable
with respect to the Plan Year.

PAYROLL DEDUCTI ONS. Conpensation deferrals pursuant to a Participant
Enrol I ment and El ection Form shall be made through payroll deductions.
The Participant may change the anpunt of his or her deferral by
delivering to the Conpany prior to the beginning of any Plan Year a new
Participant Enrollment and Election Form wth such change being first
effective for conpensation to be earned in that Plan Year. Once nmmde, a
payrol |l deduction election shall continue in force indefinitely, until
changed by the Participant on a subsequent Participant Enrollnent and
El ection Form delivered to the Conpany.

TIMNG OF CREDI T. Nonqualified Deferral Credits, in an ampunt equal to
the Conpensation deferred by the Participant shall be made at the sanme
time and in the sane manner as Deferral Contributions would have been
made under the Basic Plan with respect to such anpunts.

ARTI CLE V - NONQUALI FI ED MATCHI NG CREDI TS

NONQUALI FI ED MATCHI NG PERCENTAGE. The Conpany shall contribute and

al l ocate a Nonqualified Matching Credit to each eligible Participant's
account due to the Participant's Nonqualified Deferral Credits for a

Pl an Year. A Nonqualified Matching Credit is intended to conpensate for
the shortfall experienced in a Participant's account due to the
Participant's inability to receive a full Mtching Contribution under
the Conpany's Basic Plan, because of maxi mum contribution linmts set by
the Internal Revenue Code.

TIM NG OF MATCH. Nonqualified Matching Credits shall be made at the
sanme time and in the same manner as Matching Contributi ons woul d have
been made under the Basic Plan with respect to the Nonqualified
Deferral Credits of the Participant.

ARTI CLE VI - COWPANY CREDI TS
COWANY CREDIT. In its sole discretion, the Conpany nay make a Conpany
Credit on behalf of the Participant, in an anpunt determ ned by the

Conpany in accordance with (a) and/or (b) bel ow

(a) A percentage of each Participant's Conpensation for the Plan
Year .

(b) A percentage of sone or all of the Participant's Nonqualified



Deferral Credits for the Plan Year.

TIM NG OF CREDI T. Conpany Credits shall be nade as soon as
adm nistratively feasible after declared by the Board.

ARTI CLE VIl - PLAN ACCOUNTS

ESTABLI SHVENT OF ACCOUNTS. There shall be established and maintai ned by
the Conpany separate book reserve Accounts in the name of each
Participant, as required and as described in this Article VII.

NONQUALI FI ED DEFERRAL ACCOUNT. The Conpany shall establish an Account
to which are credited a Participant's Nonqualified Deferral Credits,

pl us anmpunts equal to any deened income, gains, or |osses attributable
or allocable to interest as determined by the Conpany.

NONQUALI FI ED MATCHI NG ACCOUNT. The Conpany shal |l establish an Account
to which are credited a Participant's Nonqualified Matching Credits,

pl us anpbunts equal to any deened incone, gains, or |losses attributable
or allocable to interest as determ ned by the Conpany.

COMPANY CREDI T ACCOUNT. The Conpany shall establish an Account to which
are credited a Participant's Conpany Credits, plus anpbunts equal to any
deened incone, gains, or |osses attributable or allocable to interest
as determ ned by the Conpany.

ALLOCATI ON OF | NCOVE. Accounts of a Participant shall be credited with
the deened incone, gain or |osses determi ned under the First Community
Bancshares, Inc. and Affiliates Wap Plan Trust Agreenent.

ACCOUNTI NG FOR DI STRI BUTI ONS. As of the date of any distribution under
the Plan to a Participant or his or her Beneficiary or Beneficiaries,
such distribution shall be charged to the applicable Participant's
Account .

ARTICLE VIl - ANNUAL TRANSFERS OR DI STRI BUTI ONS

I'N GENERAL. A transfer or distribution nade pursuant to this Article
shall not constitute a Paynent of Benefits, as that phrase is
referenced in Article XI.

NONQUALI FI ED DEFERRAL ACCOUNT TRANSFER OR DI STRI BUTI ON AMOUNT. As soon
as administratively feasible after the end of the Plan Year, the
Conpany shall determne all the Nonqualified Deferral Credits nade to
each Participant's Nonqualified Deferral Account for that Plan Year
(excluding earnings attributable thereto), eligible for transfer to the
Basic Plan or distribution. In no event shall the anpunt so detern ned,
if transferred directly to the Basic Plan, cause the Basic Plan to
exceed the ADP Restrictions or the Deferral Limt for such Plan Year.

NONQUALI FI ED MATCHI NG ACCOUNT TRANSFER OR DI STRI BUTI ON AMOUNT. As soon
as admnistratively feasible after the end of the Plan Year, the
Conpany shall determne all the Nonqualified Matching Credits nade to
each Participant's Nonqualified Matching Account for that Plan Year
(excluding earnings attributable thereto) with respect to the
Nonqual i fied Deferral Credits eligible for transfer to the Basic Plan
or distribution. In no event shall the ampunt so determined, if

all ocated as a Matching Contribution to the Participant under the Basic
Pl an, cause the Basic Plan to exceed the ACP Restrictions for such Plan
Year .

ACCOUNT TRANSFERS OR DI STRIBUTIONS. No |ater than March 15, or 75 days
following the end of the Plan Year, in accordance with the
Participant's Participant Enrollment and El ection Form the Conpany
shal|l transfer to the Basic Plan, the portion of the Participant's
Nonqual i fied Deferral Credits determined in Section 8.2. |If the
Participant has el ected an anpunt for distribution, such amount wll
then be distributed to the Participant and includible in the
Participant's gross incone in the year of distribution. Nonqualified
Mat ching Credits made with respect to the Nonqualified Deferral Credits
transferred to the Basic Plan shall be debited fromthe Nonqualified



Account and an equi val ent ampbunt shall be allocated as a Matching
Contribution to the Participant under the Basic Plan.

8.5 FREQUENCY OF TRANSFERS OR DI STRIBUTIONS. In its sole discretion, the
Conpany may nmeke nultiple transfers or distributions under Sections 8.4
during the Plan Year.

4

8.6 RESTRI CTI ON. No transfer shall occur under Section 8.4 if the terns of

the Basic Plan preclude acceptance of such transfers.
ARTI CLE | X - VESTI NG

9.1 NONQUALI FI ED DEFERRAL CREDI TS. A Participant shall always be one
hundred percent (100% vested in ampunts credited to his or her
Nonqual i fi ed Deferral Account.

9.2 NONQUALI FI ED MATCHI NG CREDI TS. A Participant shall becone one hundred
percent (100% vested in amounts credited to his or her Nonqualified
Mat chi ng Account upon death, disability or the attai nnent of Normal
Retirenent Age (as determined under the Basic Plan). A Participant who
separates from service fromthe Conpany, shall have the vesting
percentage in his or her Nonqualified Matching Account, subject to the
forfeiture provisions of Article Xl, as shown bel ow

Table 4

Years of Service Vest ed

1 0%
2 0%
3 0%
4 0%
5 100%

9.3 COWANY CREDITS. A Participant shall beconme one hundred percent (100%
vested in ambunts credited to his or her Conpany Credit Account upon
death, disability or the attai nment of Normal Retirenent Age (as
determ ned under the Basic Plan). A Participant who separates from
service fromthe Conpany, shall always have the vesting percentage in
his or her Conpany Credit Account, subject to the forfeiture provisions
of Article X, as shown bel ow

Table 5

Years of Service Vest ed

1 0%
2 0%
3 0%
4 0%
5 100%
9. YEAR OF SERVICE. For vesting purposes, years of service will be

10.

determned in the sane manner as under the Basic Plan.
ARTI CLE X - PAYMENT OF BENEFI TS

PAYMENTS OF BENEFI TS. The vested Accounts of a Participant shall be
payabl e under this Plan on account of the Participant's term nation of
enpl oynment, retirenent, disability (as determ ned under the Basic

Pl an), or death a cash lunp sum as soon as practical and no later than
sixty (60) days after the earlier of such term nation of enploynent,
retirenment, occurrence of disability, or death. At |east one year prior
to the Normal Retirenment Date of the Participant (as determ ned under
the Basic Plan), the Participant may el ect

5



10.

11.

12.

13.

with the consent of the Board to receive the vested Accounts in a ten
year installment. In the event of the Participant's death, the
Participant's vested Accounts under this Plan shall be payable to the
Participant's Beneficiary.

PAYMENTS UPON HARDSHI P. In the event of a hardship of the Participant,
the Participant may apply to the Conpany for the distribution of all or
any part of his or her vested Accounts in the Plan. For purposes of
this Plan, a "hardshi p" neans an unforeseeabl e energency that results
in severe financial hardship to the Participant that cannot be
satisfied fromother reasonably avail abl e resources of the Participant.
Recei pt of a hardship distribution does not preclude the Participant
from continuing and on-going participation in the Plan. In no event
shall the aggregate ampunt of the distribution exceed the value of the
Participant's vested Accounts. For purposes of this Section, the value
of the Participant's Accounts shall be determ ned as of the date of the
distribution. A distribution may be nade under this Section only with
the consent of the Conpany.

ARTI CLE XI - FORFEI TURES

FORFEI TURES. Notwi t hstandi ng the provisions of Sections 9.2 and 9.3 of
the Plan, a Participant under the Plan who unilaterally and voluntarily
separates fromservice with the Conpany for reasons other than Nornal
Retirenent, Early Retirement, death or disability may, at the sole

di scretion of the Conpany, forfeit the Nonqualified Matching Account
and/or the Conpany Credit Account.

ARTICLE XI'l - THE TRUST

ESTABLI SHMENT OF TRUST. The Conpany may establish a Trust with the
Trustee, pursuant to such ternms and conditions as are set forth in the
Trust agreenent to be entered into between the Conpany and the Trustee.
The Trust, if and when established, is intended to be treated as a
"grantor" trust under the Code, and the establishment of the Trust is
not intended to cause Participants to realize current income on anounts
contributed thereto, and the Trust shall be so interpreted.

ARTICLE XI'I'l - ADM NI STRATI ON

ADM NI STRATI VE AUTHORI TY. Except as otherwi se specifically provided
herein, the Conpany shall have the sole responsibility for and the sole
control of the operation and adm nistration of the Plan, and shall have
the power and authority to take all actions and to make all decisions
and interpretati ons which nmay be necessary or appropriate in order to
adm ni ster and operate the Plan, including, without limting the
generality of the foregoing, the power, duty, and responsibility to:

(a) Resol ve and determine all disputes or questions arising under
the Plan, including the power to determ ne the rights of
El i gi bl e Enpl oyees, Participants, and Beneficiaries, and their
respective benefits, and to remedy any anbiguities,
i nconsi stencies, or om ssions in the Plan.

(b) Adopt such rules or procedure and regulations as inits
opi nion may be necessary for the proper and efficient
admi ni stration of the Plan and as are consistent with the
Pl an.

(c) I mpl enent the Plan in accordance with its ternms and the rules
and regul ati ons adopted as above.

(d) Make determ nations with respect to the eligibility of any
Eli gi bl e Enpl oyee as a Participant and nake deterni nations
concerning the crediting and distribution of Plan Accounts.

(e) Appoi nt any persons or firms, or otherwi se act to secure
speci al i zed advice or assistance, as it deens necessary or
desirable in connection with the adm nistration and operation
of the Plan, and the Conpany shall be entitled to rely
concl usively upon, and shall be fully protected in any action
or omi ssion taken by it in good faith reliance upon the advice
or opinion of such firms or persons. The

6



13.

13.

13.

13.

13.

Conpany shall have the power and authority to del egate
time to time by witten instrument all or any part of

duties, powers, or responsibilities under the Plan, bot
m nisterial and discretionary, as it deens appropriate

from
ts

h

to any

person or committee, and in the same nanner to revoke any such

del egation of duties, powers, or responsibilities. Any
of such person or conmittee in the exercise of such de

action
egat ed

duties, powers, or responsibilities shall have the sane force
and effect for all purposes hereunder as if such action had

been taken by the Conpany. Further, the Conpany may aut

hori ze

one or nore persons to execute any certificate or docunment on

behal f of the Conpany, in which event any person notif
the Conpany of such authorization shall be entitled to

ed by
accept

and; conclusively rely upon any such certificate or docunent
executed by such person as representing action by the Conpany

until such third person shall have been notified of the

revocation of such authority.

MUTUAL EXCLUSI ON OF RESPONSI BI LI TY. Neither the Trustee nor the

Conpany

shall be obliged to inquire into or be responsible for any act or

failure to act, or the authority therefor, on the part of the ot

her.

UNI FORM TY OF DI SCRETI ONARY ACTS. Whenever in the admnistration or
operation of the Plan discretionary actions by the Conpany are required
or permtted, such actions shall be consistently and uniformy applied

to all persons simlarly situated, and no such action shall be t

aken

whi ch shall discrinmnate in favor of any particul ar person or group of

persons.

LI TI GATI ON. Except as may be otherw se required by law, in any action

or judicial proceeding affecting the Plan, no Participant or

Beneficiary shall be entitled to any notice or service of process, and

any final judgnment entered in such action shall be binding on a
persons interested in, or claimng under, the Plan

PAYMENT OF ADM NI STRATI ON EXPENSES. All expenses incurred in the

admi ni stration and operation of the Plan and the Trust, including any

taxes payable by the Conpany in respect of the Plan or Trust or

by or fromthe Trust pursuant to its terms, shall be paid by the

Conpany
CLAI M5 PROCEDURE
(a) Notice of Claim Any Eligible Enployee or beneficiary

duly authorized representative of an Eligible Enployee
beneficiary, may file with the Conpany a claimfor a P

payabl e

or the
or
an

benefit. Such a claimnust be in witing on a form provi ded by
the Conpany and nust be delivered to the Conpany, in person or
by meil, postage prepaid. Wthin ninety (90) days after the

receipt of such a claim the Conpany shall send to the

claimant, by mail, postage prepaid, a notice of the granting

or the denying, in whole or in part, of such claim un
speci al circunstances require an extension of time for

ess

processing the claim In no event may the extension exceed

ninety (90) days fromthe end of the initial period. If

an extension is necessary, the clainmant will be given a

such

witten notice to this effect prior to the expiration of the

initial ninety (90) day period. The Conpany shall have
discretion to deny or grant a claimin whole or in part

full
in

accordance with the terms of the plan. If notice of the denia
of a claimis not furnished in accordance with this Section
the claimshall be denied and the claimant shall be permtted

to exercise his or her right to review pursuant to Sections
14.6(c) and 14.6(d) of the Plan, as applicable

(b) Action on Claim The Conpany shall provide to every clai mant
who is denied a claimfor benefits a witten notice setting
forth, in a manner calcul ated to be understood by the
cl ai mant
(i) The specific reason or reasons for the denial
(ii) A specific reference to the pertinent Plan provisions

on which the denial is based



13.

13.

13.

14.

14.

14.

(iii) A description of any additional naterial or
i nformation necessary of the claimnt to perfect the
claimand an expl anati on of why such material or
information is necessary; and

(iv) An expl anation of the Plan's clai mreview procedure.
7
(c) Revi ew of Denial. Wthin sixty (60) days after the receipt by

a claimant of witten notification of the denial (in whole or
in part) of a claim the claimant or the claimant's duly

aut hori zed representative, upon witten application to the
Conpany, delivered in person or by certified mail, postage
prepaid, may review pertinent documents and may submit to the
Conpany, in witing, issues and coments concerning the claim

(d) Deci sion on Review. Upon the Conpany's receipt of a notice of
a request for review, the Conpany shall mmke a pronpt decision
on the review and shall communicate the decision on review in
witing to the claimant. The decision on review shall be
witten in a manner calculated to be understood by the
claimant and shall include specific reasons for the decision
and specific references to the pertinent Plan provisions on
whi ch the decision is based. The decision on review shall be
made not |ater than sixty (60) days after the Conpany's
receipt of a request for a review, unless special
circunstances require an extension of time for processing, in
whi ch case decision shall be rendered not later than one
hundred twenty (120) days after receipt of the request for
review. |If an extension is necessary, the claimant shall be
given witten notice of the extension by the Conpany prior to
the expiration of the initial sixty (60) day period. If notice
of the decision on review is not furnished in accordance with
this Section, the claimshall be denied on review.

LI ABI LI TY OF BOARD, | NDEWNI FI CATION. To the extent permitted by |law, no
menber of the Board shall be liable to any person for any action taken
or onmtted in connection with the interpretati on and adm nistration of
this Plan. Each nenber of the Board shall be indemified and held

harm ess by the Conpany for such actions unless the liability of the
menber is attributable to his or her own bad faith or wllful

m sconduct .

TAXES. Al |l anpunts payabl e hereunder shall be reduced by any and all
Federal, state, and |ocal taxes inposed upon an Eligible Enpl oyee or
his or her beneficiary which are required to be paid or w thheld by
Conpany. The determnination of the Conpany regardi ng applicable income
and enpl oyment tax withhol ding requirenments shall be final and binding
on the Eligible Enployee.

ATTORNEY' S FEES. Conpany shall pay the reasonable attorney's fees
incurred by any Eligible Enployee in an action brought agai nst Conpany
to enforce Eligible Enployee's rights under the Plan, provided that
such fees shall only be payable in the event that the Eligible Enployee
prevails in such action.

ARTI CLE XI'V - M SCELLANEQUS

NO GUARANTEE OF EMPLOYMENT. Not hing contained in this Plan shall be
construed as a contract of enploynment between the Conpany and any
Enpl oyee, or as a right of any Enployee to be continued in the

enpl oynent of the Conpany or as a limtation of the right of the
Conpany to discharge any of its Enployees, with or wthout cause.

ALI ENATI ON OF BENEFI TS. Benefits payabl e under this Plan shall not be
subj ect in any nmanner to alienation, sale, transfer, assignnent,

pl edge, encunbrance, charge, garnishment, execution or |evy of any
kind, either voluntary or involuntary, and any attenpt to alienate,
sell or otherw se transfer or dispose of any interest shall be void.

GENERAL CREDI TOR STATUS. The Participant shall be regarded as a general
creditor of the Conpany with respect to any rights derived by the
Participant fromthe existence of this Plan or any benefits due himor



15.1

15.2

15.3

her. Such benefits shall be paid fromthe general funds of the Conpany,
and the Conpany shall not be required to establish or maintain any
speci al or separate fund, or otherwi se to segregate assets to assure
that such paynments will be nmade, and the Participant shall not have any
interest in any particular assets of the Conpany by reason of its

obl i gati ons hereunder.

ARTI CLE XV - AMENDMENT, TERM NATI ON OR MERGER OF THE PLAN

AMENDMENT. The Conpany reserves the right at any time and fromtine to
time to nodify or amend, in whole or in part, any or all of the

provi sions of the Plan, provided that no nodification or amendnent
shal | be nade which shall affect adversely any right or obligation of
any Participant with respect to a Participant's accrued interest or to
credits theretofore made. Notwi t hstanding the foregoing, any

nodi fication or amendnent of the Plan may be nade, retroactively, if
necessary, which the Conpany deens necessary or proper to bring the
Plan into conformty with any | aw or governmental regulation relating
to the Plan. No anendnment to this Plan shall decrease a Participant's
account bal ance.

TERM NATI ON. The Conpany may term nate the Plan in whole or in part for
any reason at any time. In the case of such termination or partial
term nation, distributions shall be made in a cash |unmp sum of the
vested Accounts to each Participant. The Conpany has established the
Plan with the bona fide intention and expectation that the Plan wll
continue indefinitely, but the Conpany shall be under no obligation to
mai ntain the Plan for any given length of time and nay, in its sole
discretion, termnate the Plan at any time without any liability

what soever.

NOTI CE OF AMENDMENT OR TERM NATI ON. Notice of every such amendnent or
term nation shall be given in witing to each Participant and
Beneficiary of a deceased Participant.

ATTEST/ W TNESS: FI RST COVMUNI TY BANCSHARES, | NC.

By:

Print Nane:

Dat e:
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Table 1

Di | uted Earnings Per Share ($)

98 1.35
99 1.75
00 1.78
01 1.92
02 2.48
</ Tabl e>
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A MESSAGE TO OUR FRI ENDS AND
STOCKHOLDERS

DEAR STOCKHOLDERS AND FRI ENDS,

We, at First Community Bancshares, Inc., are very pleased to provide this annual
report on the operations of the Conpany for 2002. It has been an eventful year,
full of many new projects geared toward growth of the Conpany and the

establi shment of First Community as a regional provider of financial services.
We consider ourselves very fortunate that we have been able to post another year
of record earnings while continuing to build and invest in resources for

devel opment and growth. In the follow ng summary, we will discuss our financial
performance for the year along with recent announcenents and many of the
projects that are part of our strategic plan for growth and expansi on of
services.

At the forefront of our recently conpleted year, were the strong operating
results. Earnings for 2002 not only set new records, but increased by nore than
29% over the preceding year. Net income for 2002 was $24.7 million, an increase
of $5.6 million over the $19.1 nmillion record posted in 2001. The $5.6 million
increase includes a $1.9 million (net of tax) reduction in goodw Il anortization
as a result of the required adoption of Financial Accounting Standards 142 and
147. In addition, record results for 2002 were principally achieved through an
increase in net interest incone of $10.8 million. The increase in net interest
incone is the result of neticul ous managenent of asset yields and cost of funds
throughout a year of historic lows in prevailing short-terminterest rates and
prine loan rates. Interest rate forecasts early in 2002 indicated a possible 50



to 75 basis point increase in short-terminterest rates by year-end 2002
However, in response to continued weakness in the U S. econony, the Federa
Reserve Open Market Committee continued an accommpdati ve stance and further

| owered the federal funds rate by another 50 basis points in November 2002. The
continuation of | ower

GROWTH
CONTI NUI NG TO BUI LD AND | NVEST
I'N RESOURCES FOR GROWIH AND DEVELOPNMENT

interest rates constrained margins, to a degree, as deposit rates reached
historic lows and yields on |oans continued to drop as a result of repricing of
adj ustable rate |l oans and the attainnent of |ower yields on new |oan production.
Despite this unforeseen interest rate environment, we were able to increase net
interest margin from4.55%in 2001 to 4.76% for the full year 2002. Managenent
of rates offered through our product group and growth in average |oans held for
investnent and held for sale were inportant factors in the inprovement in net
interest margin for the year.

( PHOTO)

JOHN M MENDEZ

Presi dent and CEO

First Community Bancshares, Inc

( GRAPH)
Table 3
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(Ampunts in mllions)
98 13.1
99 16. 9
00 17.1
01 19.1
02 24.7
</ Tabl e>
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STOCKHOLDERS

MESSAGE ( CONTI NUED)

Non-interest incone growth was concentrated in the $1.1 nmillion increase in
deposit service charge revenue which stems fromcontinued growh in deposits and
refinenent in the Conpany's product set and service charge structure. Partially
offsetting this increase was a $500,000 drop in other operating revenues and a
$572, 000 decrease in securities gains and | osses. During 2002, the Conpany
recorded a $576, 000 write-down on the inpairment of a nunicipal bond issue which
led to this decrease in securities gains. Low interest rates on fifteen and
thirty-year nortgages, which were avail able throughout the year, resulted in
residential nortgage |oan originations through the Conpany's nortgage subsidiary
of over $790.0 million in 2002, up from $621.0 nmillion in 2001. Despite the

hi gher volunme of |oan originations, net incone from nortgage banking fell short
of the preceding year as a result of higher hedge costs, primarily in the third
quarter. Overall, non-interest revenues were unchanged fromthe precedi ng year
at $20.3 million.

Basi ¢ and diluted earnings per share ("EPS') for 2002 reached $2.49 and $2. 48
respectively, and conpared with $1.92 per share basic and diluted in 2001, an
increase of 29% year over year on a diluted basis. The adoption of the new
goodwi | | accounting standards in 2002 added $0.19 per share to diluted EPS

W thout the effect of the new standards, diluted EPS increased 18.0% in 2002
versus 2001. Return on equity in 2002 clinbed to 17.16% up from 14.80% in 2001
The inmprovenent in return on equity came as a result of inproved |everage from
acquisitions in late 2001 as well as growh in net interest income and
operational inprovements which inpacted net inconme. Return on average assets

al so inproved significantly, increasing from1.49%in 2001 to 1.68%for the
current year. Based on our year-end closing stock price of $30.76, 2002 ear ni ngs
per share produce a price/earnings multiple of 12.4X. Qur common stock price

al so experienced significant price appreciation during 2002, increasing from



$26. 79 (year-end 2001 adjusted for the March 2002 10% stock dividend) to $30.76
at Decenber 31, 2002. Total cash dividends paid in 2002 of $9.93 nillion also
resulted in a 3.7%cash return on the opening market value of First Comunity
commpn stock and conmbined with current year price appreciation, resulted in an
18.5% total return on investnent for 2002.

In 2002, we opened five new full-service branches. In August, we opened our new
West Atlantic branch in Enporia, Virginia. This replaced our Halifax Street
location, which did not offer drive-up banking and had limted parking and ot her
facilities. In Novenber, we opened our new Ri dgeview branch in Bluefield,
Virginia. W believe that this new facility will significantly enhance our
service to both our Tazewel|l County, Virginia, and Mercer County, West Virginia,
custoners. And on Novenber 30, 2002, we conpleted the acquisition of Bank of
Greenville, which added three branches in Monroe and Summers Counties in West
Virginia.

( GRAPH)
Tabl e 4
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The branch additions are only part of your Conpany's plan to expand the scope of
its operations and provide a full array of financial services, in a comunity
bank setting, to a l|arger market which enconpasses a | arge portion of the

M d-Atlantic region. We plan to continue this expansion through the addition of
de novo branches, small bank affiliations and acquisition of financial service
providers. A major mlestone in this strategy was achieved in January 2003 when
we announced the signing of a definitive agreement for the acquisition of The
CommonWeal th Bank in Richnond, Virginia. CormbnWealth is a $134 million bank
operating four branches within the Richnond netro market. This acquisition wil
suppl ement our Southside, Virginia operations and establish a strong base of
operations in eastern Virginia. We are very excited about the addition of
CommonWeal th and its fine staff of financial professionals. Subject to

regul atory approvals and the affirmative vote of CommonWal th stockhol ders, we
expect to close on this transaction in the second quarter of 2003

On the North Carolina front, we are pleased to announce that we have conpl eted
the acquisition of our first of two branch properties in Wnston-Salem North
Carolina with plans to open these new full service banking facilities in the
second quarter of 2003. This continues our expansion in North Carolina and
provides our first locations within the Piednont/Triad area.

In the area of expanded financial services, we are pleased to announce our
recent acquisition of Stone Capital Managenent, Inc., a registered investnent
advisory firm providing financial advisory and weal th managenent services to
individual investors. Stone Capital is based in Beckley, West Virginia with
current assets under nmmnagerment of over $94 nillion. Future plans include the
expansi on of these services to other First Comunity narkets under the Stone
Capital brand as well as the extension of asset managenent services, through
Stone Capital, to customers of the First Community Bank Trust and Fi nanci al
Services Division. The addition of Stone Capital is coupled with the recent
recrui tnent of our new Senior Vice President of Trust and Financial Services who
comes to us with superior qualifications and background. M ke Earle, who
received his MBA from George Washington University, is also an attorney and
Certified Financial Planner with over twenty years of experience in trust
managenent, equity investing and business valuation services. These new
resources significantly inprove our financial advisory capabilities.

Great strides have been nmade in the past year in the area of asset quality with



significant reductions in ninety-day past due |oans and non-accrual |oans. These
two areas of non-perform ng assets have been reduced to very nodest |evels and
are wel |l bel ow our peer group averages, indicating a higher level of asset

qual ity when benchmarked agai nst commerci al banks of simlar size. Total
non-performng assets to total assets were reduced to 0.41% at year-end 2002,
down from 0.58% at Decenber 31, 2001. Asset quality is evident not only in
non-perform ng asset neasures but also in |oan delinquencies, which are at their
|l owest level in the history of the Conpany. Loans past due thirty days or nore
to total loans were 1.18% at year-end 2002, including ninety-day and non-accrual
l oans. This conpares favorably with 1.53% at year-end 2001. Each of these
measures ranks your Conpany very high anong commercial banks in terns of asset
quality. In 2002 we recruited sonme very talented and experienced staff menbers
who have enhanced admi nistrative controls over the credit portfolio and

shar pened policy and standards for the production and adm nistration of both
conmerci al and consuner |oans.

In July of last year Congress passed sweeping | egislation known as the

Sar banes- Oxl ey Act of 2002. This legislation is intended to inprove the quality
of financial reporting, increase corporate accountability for financial
reporting, inprove corporate governance and reformthe accounting profession in
areas of attestation services, all with the objective of restoring investor
confidence in public conpany accounting and financial reporting. First Community
Bancshares has a strong record of producing quality financial reports and
integrity in corporate governance. Despite our Conpany's existing comitnent to
excel l ence in these areas,

STOCKHOLDERS
MESSAGE ( CONTI NUED)

we have redoubl ed our efforts to ensure the continued confidence of you, our

st ockhol ders, and the investing public at large. Since the passage of the act,
we have further formalized our financial reporting processes with the formation
of our Financial Reporting and Disclosure Conmittee, which is an integral part
of our financial report review process. This committee further enhances the
integrity of the financial reporting process through formalized assessment of
accounting policies and evaluation of financial disclosures. W have al so forned
our Business Trends Conmittee, which neets nonthly to consider and eval uate
trends and business conditions, and ensure inportant disclosures are

communi cat ed t hrough the organi zati on and consi dered for disclosure where
appropriate. These new controls are in addition to the many existing controls
and processes already enpl oyed by our Conpany to ensure the accuracy and fair
presentation of financial information that we publish on a quarterly and annual
basis. Portions of this annual report are dedicated to these new processes, the
audit commttee and the people who work very hard to ensure quality financial
reporting.

Once again, we thank you for your commtnment to the success of our Conpany,

whet her as a customer of First Conmunity Bank, as one of our dedicated enpl oyees
or as an investor and shareholder. We are indeed grateful for the opportunity to
provide quality financial services and to serve as custodi ans of the nany
resources of this growi ng conpany.

Si ncerely,

/'s/ JOHN M MENDEZ

John M Mendez

Presi dent and Chief Executive Oficer

( GRAPH)

Table 5

Non- performi ng Assets ($)
(Anpunts in mllions)

98 11.687
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| NTRODUCT! ON

The 2002 annual report reflects another record year in the history of First
Communi ty Bancshares, Inc. As we grow and prosper, the basic tenets of our

phi l osophy remain the same. Qur commitnment to serve the financial needs of our
custoners gui des our path as we continue our efforts to be Your First Financial
Resour ce.

Qur sharehol ders, customers and enpl oyees depend on us to be trustworthy. W
guard our corporate reputation and strive to earn and keep the trust of our

st akehol ders. We believe that nmutual trust results in strong and stable

rel ati onshi ps and creates satisfied sharehol ders, |oyal custoners and proud

enpl oyees.

Qur conmitment to the communities we serve renmins strong. Good corporate
citizenship and corporate integrity go hand in hand with our efforts to continue
to build a financially strong conpany that provides service to our comunities
and enpl oynment opportunities for our friends and nei ghbors. W strive to neet
the responsibility inherent in the name First Comunity Bank.

This report features the Board of Directors and the committees who provide the
oversight that ensures we are true to our values and honor our conmtnent to our
sharehol ders, custoners and enpl oyees. These directors and officers provide the
gui dance for ethical business practices so necessary to mmintain our corporate
integrity. We trust that you will find it reassuring to | earn about the people
who attest to the accuracy of the information you receive in this annual report.

(PHOTO)

ROBERT L. BUZZO

Vice President and Secretary
First Community Bancshares, Inc.
Presi dent

First Community Bank, N. A

(PHOTO)

E. STEPHEN LILLY

Chi ef Operating Oficer

First Community Bancshares, Inc.
Seni or Vice President and COO
First Conmunity Bank, N. A

(PHOTO)

ROBERT L. SCHUMACHER

Chi ef Financial Officer

First Community Bancshares, Inc.
Seni or Vice President-Finance
First Community Bank, N. A

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

(PHOTO)

Thi s di scussion should be read in conjunction with the consolidated financial
statements, notes and tables included throughout this report and the First
Comunity Bancshares, Inc., (the "Conpany" or "First Community") Annual Report



on Form 10-K. All statenments other than statements of historical fact included
in this Annual Report, including statenments in the Message to Stockhol ders and
in Managenent's Discussion and Anal ysis of Financial Condition and Results of
Operations are, or may be deened to be, forward-1ooking statenents within the
meani ng of Section 27A of the Securities Act of 1933 and Section 21E of the
Exchange Act of 1934. Cenerally, the words "believe," "expect," "intend,"
"estimate," "anticipate," "project,” "will" and simlar expressions identify
forward- 1| ooki ng statenments, which generally are not historical in nature. Al
statements that address operating performance, events or devel opnents that we

expect or anticipate will occur in the future -- including statements relating
to growmh, share of revenues and earnings per share growmh and statenents
expressing general optimsmabout future operating results -- are

forward-1ooking statements. Forward-|ooking statements are subject to certain
risks and uncertainties that could cause actual results to differ materially
from our Conpany's historical experience and our present expectations or
projections. As and when nmade, managenent believes that these forward-I|ooking
statements are reasonabl e. However, caution should be taken not to place undue
reliance on any such forward-|ooking statements since such statements speak only
as of the date when made

Many factors could cause the Conpany's actual results to differ materially from
the results contenplated by the forward-|ooking statenments. Sonme factors, which
could negatively affect the results, include: (1) general econonic conditions
either nationally or within the Conpany's markets, could be |ess favorable than
expected, (2) changes in nmarket interest rates could affect interest nmargins and
profitability, (3) conpetitive pressures could be greater than anticipated, (4)

l egal or accounting changes could affect the Conpany's results, (5) acquisition
cost savings may not be realized or the anticipated income may not be achi eved
and (6) adverse changes could occur in the securities and investnments nmarkets
The foregoing list of inmportant factors is not exclusive

Forwar d- | ooki ng statenments nmade herein reflect managenent's expectations as of
the date such statenents are made. Such information is provided to assist

st ockhol ders and potential investors in understanding current and antici pated
financial operations of the Conpany and are included pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. The Conpany
undertakes no obligation to publicly update or revise any forward-1|ooking
statenents, whether as a result of new information, future events or otherw se

First Community is a nmulti-state hol ding conpany headquartered in Bluefield
Virginia. Wth total assets of $1.52 billion at Decenber 31, 2002, First
Communi ty through its banking subsidiary, First Community Bank, N. A ("FCBNA"
or "Bank"), provides financial, nortgage brokerage and origination and trust
services to individuals and commercial customers through 41 full-service banking
locations in West Virginia, Virginia and North Carolina as well as eleven

nort gage brokerage facilities operated by United First Mrtgage, Inc. ("UFM.)
UFM i s a whol |y owned subsidiary of FCBNA. FCBNA al so operates Stone Capita
Managenent, Inc. ("Stone Capital™), an investment advisory firm with offices in
Beckl ey, West Virginia

APPLI CATI ON OF CRI TI CAL ACCOUNTI NG POLI CI ES

First Community's consolidated financial statenments are prepared in accordance
wi th accounting principles generally accepted in the United States of America
and conformto general practices within the banking industry. First Comunity's
financial position and results of operations are affected by managenent's
application of accounting policies, including judgments made to arrive at the
carrying value of assets and liabilities and anpbunts reported for revenues
expenses and rel ated disclosures. Different assunptions in the application of
these policies could result in material changes in First Community's
consol i dated financial position and/or consolidated results of operations

Esti mates, assunptions and judgnents are necessary principally when assets and
liabilities are required to be recorded at estimted fair value, when a decline
in the value of an asset carried on the financial statements at fair value
warrants an inpairnent wite-down or valuation reserve to be established, or
when an asset or liability needs to be recorded based upon the probability of
occurrence of a future event. Carrying assets and liabilities at fair value
inherently results in nore financial statement volatility. The fair values and
the information used to record valuation adjustnments for certain assets and
liabilities are based either on quoted market prices or are provided by third



party sources, when available. When third party information is not avail able
val uation adjustments are estimated in good faith by managenent prinmarily
through the use of internal nodeling techniques and/or appraisal estimtes

First Community's accounting policies are fundanental to understanding
Managenent' s Di scussion and Anal ysis of Financial Condition and Results of
Operations. The following is a summary of First Community's nore subjective and
conpl ex "critical accounting policies.” In addition, the disclosures presented
in the Notes to the Consolidated Financial Statements and in nanagenent's

di scussi on and anal ysis, provide information on how significant assets and
liabilities are valued in the financial statenents and how those val ues are
determ ned. Based on the valuation techniques used and the sensitivity of
financial statement ampbunts to the nethods, assunptions and estimates underlying
those ampbunts, managenment has identified the deternination of the allowance for
| oan | osses, the valuation of l|oans held for sale and the val uation of
derivative instrunents utilized in hedging activity to be the accounting areas
that require the nost subjective or conplex judgnments

( PHOTO)
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STABI LI TY
THROUGH MANAGEMENT
ALLOMNCE FOR LOAN LOSSES
The all owance for | oan |osses is established and naintained at all |evels that

managenent deens adequate to cover |osses inherent in the portfolio as of the
bal ance sheet date and is based on managenent's eval uation of the risks in the
l oan portfolio and changes in the nature and volunme of |oan activity. Estimates
for loan |osses are determined by analyzing historical |oan |osses, current
trends in delinquencies and charge-offs, plans for problemloan resolution, the
opi nions of our regulators, changes in the size and conposition of the |oan
portfolio and industry infornmation. Also included in nanagenent's estimtes for
| oan | osses are considerations with respect to the inpact of economic events
the outcone of which are uncertain. These events may include, but are not
limted to, a general slowdown in the econony, fluctuations in overall |ending
rates, political conditions, legislation that may directly or indirectly affect
the banking industry and econom c conditions affecting specific geographica
areas in which First Community conducts business. The loan portfolio also
represents the largest asset type on the consolidated bal ance sheet

As nore fully described in Notes 1 and 6 to the Consolidated Financia
Statenents and in the discussion included in the Allowance for Loan Losses
section of managenent's discussion and anal ysis, the Conpany determines the

al |l owance for |oan |osses by nmaking specific allocations to inpaired | oans and
| oan pools that exhibit inherent weaknesses and various credit risk factors

Al l ocations to | oan pools are devel oped giving weight to risk ratings
historical loss trends and nmanagenent's judgnent concerning those trends and
other relevant factors. These factors may include, anong others, actual versus
esti mated | osses, regional and national economic conditions, business segnent
and portfolio concentrations, industry conpetition and consolidation, and the
impact of government regul ations. The |evel of consuner and residential nortgage
| oan allowance is maintained at a total portfolio | evel based on a review of
historical |oss percentages and other qualitative factors including
concentrations, industry specific factors and econom c conditions

LOANS HELD FOR SALE
DERI VATI VE | NSTRUMENTS AND HEDG NG ACTI VI TI ES

The Conpany's nortgage subsidiary, UFM originates, acquires, and sells
residential nortgage products on a servicing released basis into the secondary
market. Currently, UFMoriginates all loans with the positive intent to sell
Loans held for sale are stated at the |ower of cost or narket ("LOCOM'). The
LOCOM anal ysi s on pools of honpbgeneous |oans is applied on a net aggregate
basis. Interest inconme with respect to loans held for sale is accrued on the
principal amount outstanding. LOCOM val uation techni ques applicable to | oans
held for sale are based on estimated narket price indications for simlar |oans
Pricing estimtes are established by participating nortgage purchasers and
prevailing econonmic conditions. The nejority of the loans held for sale have
predeterm ned pricing indications. However, |oans which have yet to be commtted



to an individual investor ($6.7 mllion at December 31, 2002) are evaluated for
necessary wite-downs. The applicable market for these |oans at year-end was
$6.9 mllion and as such, no wite-down was necessary.

UFM provides a distribution outlet for the sale of |oans produced by UFM s

whol esal e and retail operations. UFM origi nates residential nortgage |oans
through its production offices located in eastern Virginia and sells the
majority of its loans through pooled commtnents to national investors. In
addition, UFM acquires |oans froma network of whol esal e brokers for subsequent
resale to these national investors as well. The loans held for sale portfolio at
Decenber 31, 2002, was $66.4 million conpared to $65.5 million at Decenber 31,
2001.

Ri sks associated with this lending function include interest rate risk, which is
mtigated through the utilization of financial instrunents (commonly referred to
as derivatives) to assist in offsetting the effect of changing interest rates.
The Conpany accounts for these instruments in accordance with Financial
Accounting Standards Board ("FASB") Statenment No. 133 "Accounting for Derivative
Instruments and Hedging Activity" as anended by Statements No. 137 and No. 138.
These Statenents established accounting and reporting

standards for derivative instruments and for hedging activities. UFM uses
forward nortgage contracts (short position sales) to manage interest rate risk
in the pipeline of loans and interest rate lock commtnents ("RLCs") fromthe
point of the loan commitnment to the subsequent sale to outside investors. As a
result of the timng fromorigination to sale, and the likelihood of changing
interest rates, forward commtnents are placed with counter-parties to
substantially lock the expected margin on the sale of the loan. The forward
comritnment to sell the security is considered to be a derivative and, as such,
is recorded on the Consolidated Bal ance Sheets at fair value, and the changes in
fair value are reflected in the Consolidated Statements of |ncone.

The RLCs (representing forward commitnments to fund | oans which will be held for
sale) are also considered derivatives and are valued at estimted fair market
val ue based on prevailing interest rates, expected servicing rel ease prem uns
and the assuned probability of closing (pull-through). The assunption of a given
pul | -through percentage also enters into the determ nation of the volune of
forward contracts. Pull-through assunptions are continually nonitored for
changes in the interest rate environnent and characteristics of the pool of
RLCs. Differences between pull-through assunptions and actual pull-through could
result in a msmtch in the volunme of forward contracts corresponding to RLCs
and lead to volatility in margins on the loan products ultimtely delivered.

At Decenber 31, 2002, the Conpany's nortgage subsidiary held an investment in
forward nortgage contracts with a notional value of $75 million. These contracts
hedge interest rate risk associated with RLCs and cl osed | oans not allocated to
a forward conm tnment. Adjustnent of the forward nortgage contracts to fair val ue
resulted in a $700, 000 wite-down at Decermber 31, 2002, while the adjustment to
mar ket value on RLCs yielded a $1.8 million increase over the prior year. The
mar ket val uation of RLCs at Decenber 31, 2002 assumes 68.4% RLC pul | -t hrough. If
actual pull-through in succeeding nmonths proves to be nore or |ess than 68% the
full market value of RLCs may or nmy not be realized and/or the valuation of
RLCs may change. The valuation of RLCs is considered critical because of the
impact of borrower behavior and the inpact that this behavior pattern will have
on the pull-through ratio during times of significant rate volatility. Custoner
behavior is nodel ed by a mathenatical tool based upon historical pull-through
experience; however, substantial volatility can be and was experienced in 2002,
as a result of the continued decline in nortgage rates experienced in the latter
hal f of 2002 and, as a result, daily pull-through varied significantly over this
time period. For the year ending Decenmber 31, 2002, the Conpany incurred $8.1
mllion in the cost of forward nortgage derivative contracts to originate and
sell $791.8 million in loans in conparison to the prior year where $621.6
mllion in loans were sold with underlying forward nortgage contracts that cost
$1.6 mllion. The significant increase in hedging cost denonstrates the
potential volatility to earnings and the sensitivity to pull-through
assunptions.

( PHOTO)
Partnerships like this are built on trust, Kay Bayl ess



of Princeton, West Virginia, and John Bow ing of FCB.

EXPANSI ON

RECENT AND PENDI NG ACQUI SI TI ONS

On Novenber 30, 2002, the Conpany acquired Monroe Financial, Inc. and its

banki ng subsidiary, Bank of Greenville, at a cost of $1.96 million. Bank of
Greenville's three branch facilities, Geenville and Lindside in Mnroe County,
West Virginia, and Hinton in Summrers County, West Virginia, were sinultaneously
merged with and into the Bank. The conpletion of this transaction resulted in
the addition of $29.8 mllion in assets, including $17.4 nmillion in | oans and
added an additional $28.0 million in deposits to the Bank. The excess of the
fair market value of the net assets acquired over purchase price of $1.27
mllion was reallocated to the non-financial assets acquired.

On January 27, 2003, the Conpany announced the signing of a definitive nerger
agreenent pursuant to which the Bank will acquire The CommonWeal th Bank, a
Virgini a-chartered comercial bank ("CommonWealth Bank"), for total
consideration of approximtely $25.0 mllion. Under the terms of the nerger
agreenent, each share of CommpnWeal th Bank common stock issued and outstanding
imedi ately prior to the nerger shall become and be converted into the right to
receive either $30.50 in cash or a nunber of whole shares of the Conpany's
common stock as determined by dividing $30.50 by the average closing price of
the Conpany's common stock during a specified period preceding the nerger
agreenent, plus cash in lieu of any fractional share interest. The cash/stock
allocation is subject to procedures set forth in the nerger, as anmended, which
permits ComonWeal th sharehol ders to elect to have up to 50% of their

out standi ng shares converted into the right to receive cash. The nerger is
expected to close during the second quarter of 2003, pending the receipt of all
requisite regulatory approvals and the approval of CommpnWalth Bank's

sharehol ders. At Decenber 31, 2002, ConmonWealth Bank had total assets of $134.1
mllion, net |loans of $106.2 nillion and total deposits of $107.3 mllion.

In January 2003, the Bank conpleted the acquisition of Stone Capital Managenent,
Inc. This acquisition will expand the Bank's operations to include a broader
range of financial services, including wealth management, asset allocation,
financial planning and i nvestnment advice. Stone Capital at Decenber 31, 2002,
had total assets of $94 million under managenment. Stone Capital will continue to
operate under its nane in conjunction with First Community's Trust and Fi nanci al
Servi ces Division.

(PHOTO)
"We' re broadeni ng our base and geographic reach as
we take a stronger foothold in Virginia and North
Carolina," said President and CEQ, John M Mendez
pictured with Robert L. Buzzo,
Robert L. Schumacher and E. Stephen Lilly.

Monr oe Financial, Inc. Bank of Greenville The CommonWeal t h Bank

St one Capital Managenent
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COW TMENT TO
EXCELLENCE
SUMVARY FI NANCI AL RESULTS

Net incone for 2002 was $24.7 million, up $5.6 mllion from$19.1 mllion in
2001 and up $7.6 million from 2000 net income of $17.1 nmillion. Basic and



diluted earnings per share for 2002 were $2.49 and $2.48, respectively, up from
basic and diluted earnings per share of $1.92 each and $1.78 each in 2001 and
2000, respectively. The change in basic earnings per share to $2.49 represents
an increase of 29.7%conpared to $1.92 per share in 2001. Due to the adoption of
a new accounting standard on January 1, 2002, and the application of another new
accounting standard retroactively applied to January 1, 2002, the Conpany

di scontinued the anortization of goodw ||, subject to annual inpairnent testing.
On a conparative basis, w thout goodwi ||l anortization, the prior year basic and
di luted earnings per share woul d have been $2.11. On a fully conparative basis
Wi thout goodwi || anortization, the current year income increased 18% per
dilutive share. The npst significant factors contributing to the increase in net
income were a $10.8 million increase in net interest incone, a $926, 000 decrease
in the provision for loan | osses due to inprovenent in overall |oan quality, and
a $2.15 mllion reduction in goodw || anortization due to the adoption of

Fi nanci al Accounting Standards Board ("FASB") Statenments No. 142 and 147 in
2002. These factors were partially offset by an increase of approximtely $3.4
mllion in salaries and benefits and a $2.3 nillion increase in other operating
expenses.

The i nmprovenent in net interest incone was largely the result of an increase in
average earning assets of $180.3 nmillion. The yield on these assets decreased 81
basis points between 2001 and 2002, but was offset by a 118 basis point decrease
in the cost of interest-bearing liabilities. The inpact of these rate and vol une
changes was an increase in the net interest rate spread from3.91%to 4.29% for
the year 2002, a 38 basis point increase between 2001 and 2002. The Conpany's
tax equivalent net interest margin of 4.76% for 2002 reflects an increase of 21
basis points conpared to 2001 when the tax equivalent yield was 4.55% |Interest
expense was nanaged t hrough the use of a conbination of retail deposits, Federal
Home Loan Bank borrow ngs, and active product pricing and marketing strategies
in the lowrate environnent.

The Conpany's key profitability ratios of Return on Average Assets (ROA) and
Return on Average Equity (ROCE) conpare favorably with the average of the
Conpany' s national peer ratios of 1.19% and 13.74% respectively, based on the
Sept enber 2002 Bank Hol di ng Conpany Performance Report. ROA, which nmeasures the
Conpany's stewardship of assets, was at 1.68% conpared to 1.49%in 2001 and
1.51% in 2000. RCE for the Conpany increased to 17.16% in 2002, conpared to
14.80% in 2001 and 15.70%in 2000. ROCE was inpacted positively by increases in
the current year earnings and an increase in the Conpany's |everage position.

NEI GHBORHOOD
SERVICE | S QUR HI GHEST PRI ORI TY AT ALL LOCATI ONS
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Raynmond Hall of FCB serves |ocal conpanies like Artistic Wodworkers of
Bl uewel I, West Virginia.

Wth the adoption of FASB Statenment No. 142, the Conpany ceased anortization of
certain goodw || beginning January 1, 2002, as required by the Statenent, and
with the adoption of Statement 147 in October 2002, anortization of remsining
goodwi I | associated with branch acquisitions was discontinued. Cessation of such
anortization decreased goodwi || expense in 2002 by $2.15 million conpared to
2001. This resulted in an additional $1.9 million in after tax net income, or
$0. 19 per share, in conparison to the prior year.

Non-interest income for 2002 which prinmarily consists of fiduciary earnings,
servi ce charges on deposit accounts and nortgage banking i ncome, remained fairly
consistent with the prior year as a result of continued strength in nortgage
banki ng and consi stent earnings derived from deposit account charges. Service
charges on deposit accounts increased through growth in accounts and inproved
usage of deposit progranms. The level of total non-interest income in 2002 in
conparison to the prior year was mmintai ned despite a securities wite-down of
$576, 000 as nore fully described under "Results of Operations -- Non-interest

I ncome. "

Operating expense for 2002, which included salaries and benefits, increased by
$4.3 million from$38.0 mllion reported for 2001 to $42.3 million in 2002. The
cost increases reflect the increased conm ssion paynments at UFMrelated to the
substantial increase in the volune of |oans originated and sold, the full year
impact of four branches acquired in the fourth quarter of 2001, and additional



banking facilities opened in Athens, West Virginia, and Enporia and Bluefield,
Virginia.

13
RESULTS
SUMVARY FI NANCI AL RESULTS CONTI NUED

The increase in net income between 2000 and 2001 of $2.0 million or 12.1% was
driven by a $7.8 mllion increase in non-interest income and a $3.8 mllion
increase in net interest incone. The inprovenent in net interest incone was the
result of continued strong | oan demand as indicated by the 7.4%increase in

| oans out standi ng, excluding | oans acquired through branch acquisitions in
Decenmber 2001. In addition, increased nortgage banking activity stenmming from
the lower interest rate environment during 2001 caused | oans held for sale at
Decenmber 31, 2001 to, increase by 466.4% As a result of the change in the
volume of |oans, interest and fees on | oans outpaced the preceding year,
increasing $7.1 nmillion from$68.4 million in 2000 to $75.5 nmillion in 2001.

I'n 2001, the Conpany's cost of funds experienced a $3.0 nmillion dollar increase
over 2000, as the level of deposits and borrowi ngs also increased. The rate paid
on interest-bearing liabilities declined by 22 basis points to 4.21% while the
yield on earning assets declined 58 basis points to 8.13% resulting in a tax
equi val ent net interest margin of 4.55%for the year conpared to 4.86%in 2000.

Operating costs in 2001 included depreciation and certain expenses which
reflected a substantial investnment in the future of the Conpany as over $3.0
mllion was invested in technol ogy upgrades, inmage canpai gns and marketing
progranms. Operating expense for 2001 increased by $7.0 million from $31.0
mllion for 2000 to $38.0 million in 2001. This increase included the increased
operating costs at UFMrelated to the substantial increase in the volune of

| oans originated and sold, the full year inpact of Citizens Southern Bank which
was acquired in the fourth quarter of 2000, additional banking facilities
including the new Athens, West Virginia, branch and the four branches acquired
in Decermber 2001.

( PHOTO)
Earni ng the respect from custoners.
G enn Hawki ns, owner of Hawkins Supply and Fertilizer, of
Emporia, Virginia, and Cheryl Allen of FCB discuss business.
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PERFORMANCE
RETURN ON AVERAGE EQUITY OF 17. 16%
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FI VE- YEAR SELECTED FI NANCI AL DATA
(Amounts in Thousands, Except Percent and Per Share Dat a)

Table 7

BALANCE SHEET SUMMARY (at end of period):
Loans, net of unearned incone $ 927,621 904, 496 811, 256 704, 096

611, 493



Loans held for sale 66, 364
Al | owance for |oan | osses 14, 410
Securities 341, 899
Total assets 1,524, 363 1,
Deposits 1, 139, 727 1,
O her indebtedness 124, 357
St ockhol ders' equity 152, 462
SUMVARY OF EARNI NGS
Total interest income $ 96, 204
Total interest expense 35, 008
Provi sion for |oan |osses 4,208
Non-i nterest incone 20, 049
Non-i nterest expense 42,269
I ncome tax expense 10, 049
Net income 24,719
PER SHARE DATA:
Basi ¢ earni ngs per comon share $ 2.49
Di | uted earnings per common share 2.48
Cash di vi dends 1.00
Book val ue at year-end 15. 42
SELECTED RATI Cs:
Return on average assets % 1.68
Return on average equity 17.16
Di vi dend payout 40. 16
Average equity to average assets 9.79
Ri sk-based capital to risk-adjusted assets 13.33
Leverage ratio 8.10
</ Tabl e>
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SHAREHOLDER VALUE
COVMON STOCK AND DI VI DENDS

The Conpany's common stock trades on the NASDAQ Smal | - Cap Mar ke

65, 532 11,570
13, 952 12, 303
395, 891 283, 298
478, 235 1,218,017
078, 260 899, 903
145, 320 138, 015
133, 041 120, 682
92, 829 85, 958
42,409 39, 379
5,134 3,986
20, 275 12,492
38, 025 30, 968
8, 402 7,054
19, 134 17,063
1.92 1.78
1.92 1.78
0.89 0. 86
13.39 12. 14
1.49 1.51
14. 80 15.70
46. 35 48. 31
10. 05 9. 64
12.10 12.93
7.93 8.37

t under the

synbol FCBC. On Decenber 31, 2002, First Community's year-end comon stock price
was $30.76, a 14.8%increase over the $26.79 closing price on Decenber 31, 2

Book val ue per common share was $15.42 at Decenber 31, 2002, co

npared with

$13.39 at Decenber 31, 2001, and $12.14 at the close of 2000. The year-end
mar ket price for First Comunity common stock of $30.76 represents 199.5% of the

Conpany' s book value as of the close of the year and reflects t
capitalization of $304.2 million. Uilizing the year-end market
diluted earnings per share, First Community common stock cl osed
at a price/earnings multiple of 12.4 tinmes diluted earnings per

Cash dividends for 2002 total ed $1.00 per share, up $0.11 or 12.

$0.89 paid in 2001. The 2002 dividends resulted in a cash yield
mar ket val ue of 3.25% Total dividends paid for the current and
totaled $9.9 million and $8.9 million, respectively.

( GRAPH)
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B.W Harvey, Dale F. Wody and Juanita G Bryan

Second Row.
Richard G Rundle, Robert L. Buzzo, K A Ammar, Jr.,
John M Mendez, WIlliamP. Stafford and Allen T. Hammer

Back:

James P. Bailey, A A Mdena, Clyde B. Ratliff
Robert E. Perkinson, Jr., D.L. Bowing, Jr. and
WlliamP. Stafford, |1

16
Table 9
Book
Bi d Val ue Cash Divi dend
Hi gh Low Per Share Per Share

2002
First Quarter $ 30.75 $ 25.36 $ 13.67
Second Quarter 33. 00 28. 00 14. 50
Third Quarter 33.10 28.00 15. 10
Fourth Quarter 33.33 29. 17 15. 42
2001
First Quarter $ 18.88 $ 17.13 $ 12.64 $ 0.21
Second Quarter 30. 00 17. 85 12. 85 0.21
Third Quarter 33. 80 29.75 13. 33 0.21
Fourth Quarter 31.60 23.75 13. 39 0. 26

$ 0.89
</ Tabl e>

( PHOTO)
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RESULTS OF
OPERATI ONS

NET | NTEREST MARG N

Net interest margin nmeasures net interest income as a percentage of average
earning assets. In 2002, the net interest margin was 4.76% for the year, above
the 4.55% and slightly below the 4.86% | evels attained in 2001 and 2000,
respectively. The current year's increase was due in large part to the conbi ned
effect of a $180.3 nillion increase in average earning assets, and a general
decline in the cost of funds, which was partially offset by a decline in the
yield on earning assets. The associated reductions in loan and investnent yields
were the result of the declining interest rate environment experienced beginning
in 2001 and continuing into 2002.

Aver age | oans, which include |oans held for sale, increased $89.0 nmillion in

vol ume, which resulted in an increase of $400,000 in interest and fees on |oans,
on a tax equivalent basis, despite the decline in the yield on total |oans from
8.56%to 7.82% Average investnent securities available for sale increased $91.0
mllion over 2001, producing an additional $3.8 nmillion in interest revenue
while the yield declined from6.57%in 2001 to 5.92% by year-end 2002. The
slight increase in yield on investnent securities held to naturity was offset by



a decrease in the average balance to $41.0 million in 2002 as conpared to the
average bal ance of $42.2 mllion in 2001, resulting in a $70,000 decrease in
interest incone on such investnent securities. The increase in average |oan and
security volume was partially offset by a reduction in yield on the underlying
assets. Total tax equivalent interest income increased $3.6 million. Despite
vol ume increases in average interest-bearing deposits of $131.3 million, the
Conpany experienced an overall decrease in interest on total deposits of $6.5
mllion due to the decline in the cost of funds. Short-term borrow ngs
including retail repurchase agreements w th existing bank custonmers and Federa
Home Loan Bank ("FHLB") advances increased $17.5 nillion and experienced an 85
basis point decline in the cost of these funding sources. In 2002, significant
increases in the loan portfolio were funded with a conbination of increased
deposits and short-term borrow ngs

( GRAPH)
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NET | NTEREST | NCOVE

The primary source of the Conpany's earnings is net interest incone, the

di fference between incone on earning assets and the cost of funds supporting
those assets. Significant categories of earning assets are |oans and securities
whil e deposits and short-term borrow ngs represent the nmjor portion of
interest-bearing liabilities

On a tax equivalent basis, net interest incone increased $11.1 nillion, or 20.5%
in 2002 conpared to an increase of $4.1 nmillion, or 8. 3%in 2001, in each case
over the prior year. The increase in 2002 was the net result of an $8.7 million
increase due to the higher volune of interest-earning assets and
interest-bearing liabilities and a $2.4 mllion increase due to changes in rates
on these assets and liabilities. The increase in net interest income in 2002 was
primarily due to a $180.3 million or 15.2%increase in average earning assets
over 2001. The increase in 2002 average earning assets was the result of an
$89.0 nmillion increase in average total loans, an $89.8 nillion increase in
average investnment securities and a $3.2 mllion increase in other interest

yi el ding deposits. The cost of all interest bearing liabilities decreased to
3.03%in 2002, conpared to 4.21%in 2001

Average interest-bearing liabilities increased $148.7 million in 2002, which
included a $131.3 million increase in interest-bearing deposits, a $26.1
increase in fed funds purchased and repurchase agreenments and an $8.7 nillion
decrease in short-term borrowi ngs and other indebtedness. Additionally, there
was a $22.6 nmillion increase in average non-interest bearing demand deposits
conpared to the prior year. The acquisition of Bank of Geenville in the fourth
quarter of 2002 accounted for only $2.0 nmillion of the average interest-bearing
deposit bal ance increase in 2002 while the branch acquisitions in the fourth
quarter of 2001 accounted for approximately $94.0 mllion

The increase in net interest incone in 2001 was primarily due to a $161.1
mllion or 15.7%increase in average earning assets over 2000. The 2001 increase
in average earning assets was the result of a $137.4 nmillion increase in average
total loans, an $8.5 nmillion increase in average investnent securities and a
$15.8 million increase in average interest-bearing deposits. The net yield on
earning assets was 8.13% in 2001, conpared to 8.71% in 2000, while the cost of
funds was 4.21%in 2001, conpared to 4.43%in 2000

Average interest-bearing liabilities increased $118.8 million in 2001, which is
largely attributable to increases in deposits of $76.4 mllion and a $42.3
mllion increase in short-term borrowi ngs and other indebtedness. Additionally
there was a $17.6 million increase in average non-interest bearing demand
deposits conpared to the prior year.



( GRAPH)
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Tax Equival ent Net Interest |ncone ($)
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OBJECTI VE
MEASUREMENTS

PROVI SI ON FOR LOAN LOSSES

The provision for loan | osses was $4.2 million in 2002, $5.1 nmillion in 2001 and
$4.0 million in 2000. The provision and underlying allowance for |oan |osses is
quantified through a series of objective nmeasurenents, evaluation of economc
indications and estimation of |evels of probable |osses within the popul ation of
| oans that portray inherent weaknesses

The current year provision of $4.2 million decreased by nore than $900, 000 from
2001 in response to continuing i nprovenents in asset quality in the current year
and only nodest growth in the loan portfolio year over year. The decline in the
provision is consistent with the noted i nprovenents in all categories of
non-perform ng | oans and other real estate owned. The 2001 provision of $5.1
mllion was el evated in conparison to 2000 in response to usual consuner
charge-offs in 2001 coupled with larger charge-offs of comrercial credits as the
Conpany pursued workout and resolution of two commercial |oans in non-accrua
status. See the further discussion under "Bal ance Sheet Discussion -- Allowance
for Loan Losses."

(PHOTO)

SAMUEL L. ELMORE

Seni or Vice President

and Chief Credit Oficer
First Comunity Bank, N. A

NON- I NTEREST | NCOVE

Non-interest incone primarily consists of fiduciary incone on trust services
servi ce charges on deposit accounts and incone derived fromthe origination and
sal e of nortgages. Non-interest incone totaled $20.1 million in 2002, which is
substantially unchanged fromthe $20.3 mllion recognized in 2001 and a $7.60
mllion or 60.5%increase over the 2000 total of $12.5 million

The current year reflects a net increase in the level of service charges on
deposit accounts of $1.1 mllion or an 18.3%increase. The prior year also
reflected increases over 2000 in this category of non-interest revenues of $2.0
mllion, or 48.9% The increases in both 2002 and 2001 can be largely attributed
to a program devel oped for well nmanaged demand deposit accounts,
OverdraftHonor(R), that allows the customer greater flexibility in managi ng
overdrafts to their accounts. As a result of this program approximtely $5.4
mllion in deposit account charges were recorded in 2002 in contrast to the $4.6
mllion recorded in 2001. The aforenenti oned deposit account program was
introduced in the latter part of 2000 and is the prinary reason for the increase
to $7.1 million in service charges on deposit accounts recorded in 2002

The Conpany's nortgage banking segnent recognized $9.4 nmillion in nortgage
banking incone in 2002, which is prinarily conprised of origination fees, gains
on | oan sal es, and hedging costs on nortgage derivative comitnents. Al |oans
are sold servicing released. The |evel of nortgage banking income declined
slightly fromthe prior year level of $9.6 mllion. The decrease, despite
increased | oan applications, is attributable to | ower margins recognized on |oan
sales in the third and fourth quarters of 2002. The reduction in margin is
attributable to | ower than anticipated pull-through rates (closings versus



commitnents) as nortgage rates fell to record lows and the earnings on a portion
of the loan conmtments outstanding were not realized. Higher than anticipated
hedgi ng cost reduced the margin on | oan sales by approximately $1.1 million in
2002 due to the increased cost of nortgage derivative
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commitnents used to hedge the price volatility of loan commitnents. The
inability of the nortgage conpany's hedge nodel to accurately predict |oan
fallout percentages experienced in the third and early in the fourth quarter
2002 resulted in higher than predicted fallout. This fallout was due to | oan
applicants who "opted out" of the nortgage conpany's process prior to closing
and, instead, reapplied el sewhere or sinply waited on the sidelines for nore
declines in nortgage rates, as they continued to decline to historically
unprecedented | ows. The hedge npdel, which predicted the need to invest at a
specified | evel based upon historic information, failed to predict the sudden
increase in fallout, and in turn, hedge volume was el evated when neasured
agai nst the loan comitnments which ultimtely closed

UFM originated and sold $791.8 million in | oans during 2002 in conparison to the
prior year's volume of $621.6 nmillion. The corresponding sale of |oans resulted
in gross gains on sales during 2002 and 2001 of $12.9 million and $7.5 million
respectively. Elevated hedge costs in 2002 and increased expense associated with
the hi gher volume of origination resulted in a drop in nortgage banking pre-tax
earnings from$2.0 nillion in 2001 to $798,000 in 2002. Pretax earnings for 2002
were further reduced by a $400,000 paynment to a fornmer nortgage conpany
executive to acquire a non-conpete agreenment on his term nation of enploynent

In the third quarter of 2002, nanagenent inplenented various procedures to
better manage the nortgage division, |oan pipeline and hedgi ng process

including the establishnment of a committee to oversee risk managenent activities
of UFM Committee menbers nmeet weekly to neasure the ongoing effectiveness of
the nortgage delivery and hedging process. In addition, daily nmonitoring is
perfornmed to determ ne that the adequate |evel of hedge is carried commensurate
with the volume of |oans hedged and the inplied volatility of the market for
nortgage securities

FI DUCI ARY | NCOVE

Fi duciary income continued at the $1.8 nmillion level again in 2002 as it did in
2001 and 2000. The level of trust and estate revenues remained relatively
consistent in 2002 even though the total market value of the assets managed
declined during 2002. The vol ume of revenue generated from sources such as
trust, estate and asset managenent services is highly dependent upon the
correspondi ng assets under nanagenment and can be cyclical in nature. Trust
revenues, as described above, are conprised of fees for asset managenent and
estate settlenent. Expenses associated with the operation of the Trust and

Fi nanci al Services Division are included in non-interest expense

(continued on next page)

( GRAPH)
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TRUST



FI DUCI ARY CONTI NUED

O her service charges, conmi ssions and fees of approximately $1.4 nmillion al so
remai ned relatively consistent in 2002, 2001 and 2000. These fees are dependent
upon customer behaviors and usage of the various products and services of the
Conpany and are transaction oriented revenues. Other service charges,

conmi ssions and fees declined by $55,000 in 2002 conpared to 2001 and increased
by $74,000 in 2001 versus 2000. Revenues in this category include, anong others,
conmi ssions on sales of credit life insurance, sales of checking supplies, ATM
surcharge revenues and safe deposit box rents.

During 2002, the Conpany experienced a net |oss fromavailable for sale
securities of approximtely $390,000. The loss resulted from an
other-than-tenporary wite-down of a nunicipal issue within the portfolio of
$576, 000 and | osses fromthe sale of securities of $313,000. These | osses were
partially offset by gains resulting fromsecurities sold and called of $496, 000.
During 2001, a net gain of $181,000 was realized as a result of the sale of
avail able for sale securities with gains of $209,000 and | osses of $28, 000.

The increase in total non-interest income in 2001 of $7.8 million in conparison
to 2000 was driven by the inpact of loan origination incone generated by UFM
adding an additional $4.9 million in revenues in 2001 versus 2000, while the
Overdraf t Honor (R) deposit account program generated an additional $2.0 nmillion
in non-interest incone in 2001.

NON- | NTEREST EXPENSE

Non-i nterest expense consists of salaries and benefits, occupancy, equipnent and
all other operating expense incurred by the Conpany. Non-interest expense
totaled $42.3 million in 2002, conpared with $38.0 million and $31.0 nmillion in
2001 and 2000, respectively. The increase in non-interest expense in 2002 of
$4.3 million is primarily attributable to a $3.4 nmillion increase in salaries
and benefits, $1.0 nillion of which was due to the acquisition of the four
branches in the fourth quarter of 2001, along with a $700,000 increase in

sal aries and conmi ssions in the nortgage operations of UFM (primarily
attributable to increased | oan production) and a general increase in salaries as
staffing needs at several |ocations were satisfied in order to support added
corporate services and continued branch growth. In addition, the conbined inpact
of increases in other non-interest expense categories of $800,000 is
attributable to increased operating expenses fromthe branch acquisitions

($380, 000), increased operations of UFM ($820,000) and additional increases of

$1.6 mllion in other non-interest expense categories including costs associated
with occupancy and facilities nmintenance, data communications and marketing
canpai gns. These expenses were offset by the decline and goodwi || anortization

of $2.0 million.

The $7.1 nmillion increase in non-interest expense in 2001 relates largely to the
inpact of the operation of UFM of $3.1 nmillion over the prior year because of
substantial increases in |oan production and the addition of new branches during
2001. Additional operating cost increases were experienced in 2001 due to the
full year's operations of Citizens Southern Bank, which was acquired in the
fourth quarter of 2000 and the new branch acquisitions in Decenber 2001. O her
increases in 2001 included the cost of consolidating the Conpany's custoner

dat abases and the undertaki ng of substantial narketing canpaigns.
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Cccupancy expense increased $259, 000 or 9. 9% between 2001 and 2002, and $133, 000
or 5.4% between 2000 and 2001. The current year's increase primarily consists of
$160, 000 related to the full year's occupancy costs of the branch facilities
purchased in fourth quarter 2001, and additional costs of $70,000 associ ated
with UFM The $133, 000 increase between 2000 and 2001 was also largely due to a
full year's operations of branch facilities added through the Citizens Southern
acquisition as well as a general |evel of increased mai ntenance costs throughout
t he Conpany.

Wth the adoption of FASB Statenent No. 142, the Conpany ceased anortization of
certain goodwi || beginning January 1, 2002, as required by the Statenent and
with the adoption of Statement 147 in Cctober 2002, anortization of remaining
goodwi I | associated with branch acquisitions was discontinued. Cessation of such
anortization decreased goodwi || expense in 2002 by $2.15 million conpared to
2001. This resulted in an additional $1.9 mllion in after tax net incone in
conparison to the prior year.



Ot her operating expense also increased by $2.3 mllion in 2002 conpared to 2001.
These accounts include increases in other operating costs associated w th UFM of
$700, 000 (tied to increased | oan production and the paynent of a $400, 000
non-conpete fee to the retiring president of UFMin connection with his
departure). O her increased expenses, largely due to the acquisition of the new
branches, included an increase in tel ephone and data communi cati ons expense of
$237,000, an increase in ATM service fees of $162,000 and an increase in courier
and travel expense of $214,000. Advertising expense was al so up $114,000 in
conparison to | ast year due to ad canpaigns for new products and branch
pronotions. A litigation settlenent |led to rei nbursenent of |egal costs which
reduced | egal fees by $150,000 in 2001. The increase in other operating expense
in 2001 conpared to 2000 of $2.9 million was largely inpacted by the substanti al
increase in loan volume and the correspondi ng cost associated with the

i mpl enentation of the wholesale |oan origination programat UFM ($1.1 million)
and other increases in advertising, ATMfees, correspondent bank fees and data
processing costs relative to the increased infrastructure, size and needs of the
Conpany.

( PHOTO)

Fi nanci al col |l aboration with attorneys Meade Snyder
and Jim Snyder of Cifton Forge, Virginia
and R. Mason Cauthorn of FCB.
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STEWARDSHI P
OVERHEAD AND EFFI CI ENCY RATI OS

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 nmeasure of its ability to manage and control costs. As this ratio
decreases, nore of the net interest inconme earned is realized as net inconme. The
net overhead ratios for 2002, 2001 and 2000 were 1.48% 1.39% and 1.64%
respectively. Inprovenent in the 2001 ratio reflected substantial increases in
non-interest revenues associated with UFM and the Conpany's restructured product
set. The slight increase in the overhead ratio for 2002 reflects the relative
stability of non-interest income coupled with the increased salaries and
benefits associated with the first full year of operations of various branches,
the increased costs associated with conm ssions paid at UFM and a one-tine
charge of $400, 000 representing the cost of a non-conpete agreenent with UFM s
retiring president.

The Conpany's efficiency ratio al so measures managenent's ability to control
costs and mexim 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 items and anortization of intangibles are excluded). The
efficiency ratios for 2002, 2001 and 2000 were 51.0% 47.8% and 45. 8%
respectively. Increases in the current and prior year are reflective of the

hi gher operating costs incurred by UFMin the devel opnent of its whol esale

di vi si on which began production in the latter part of 2000 as well as the Bank's
addition of new branch facilities fromthe branch acquisitions conpleted in
Decenmber 2001, the fourth quarter 2001 branch facility constructed in Athens,
West Virginia, plus the addition of new Enporia and Bluefield, Virginia,
branches in 2002.

( GRAPH)
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THROUGH SOLI D BUSI NESS PRACTI CES
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I NCOME TAX EXPENSE

Income tax expense totaled $10.0 million in 2002, conpared with $8.4 million in
2001 and $7.1 nmillion in 2000. The $1.6 million increase in 2002 is reflective
of the higher level of pre-tax earnings in 2002 as is the $1.3 million increase
bet ween 2000 and 2001. Pre-tax earnings increased $7.2 nmillion between 2001 and
2002, including $6.8 mllion in tax-exenpt earnings generated fromstate and
muni ci pal bonds wi thin the Conpany's investment portfolio and | ower |evels of
state income tax.

The maj or difference between the statutory tax rate and the effective tax rate
(incone tax expense divided by pre-tax incone) results frominconme not taxable
for federal inconme tax purposes. The primary category of non-taxable inconme is
that of state and nunicipal securities and industrial revenue bonds and tax-free
l oans. The effective tax rate for 2002 was 28.9% conpared with 30.5% for 2001
and 29.3%in 2000. The reduction in the Conpany's effective tax rate in 2002 was
partially attributable to the cessation of anortization of non-deductible

goodwi | 1.

( PHOTO)
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BALANCE SHEET
DI SCUSSI ON

SECURI TI ES HELD TO MATURI TY

I nvestment securities held to maturity are conprised largely of U S. Agency
obligations and state and nunici pal bonds. Cbligations of States and Political
Subdi vi sions represent the |argest portion of the held to maturity portfolio and
totaled $40.3 million at Decenmber 31, 2002. These are conprised of high-grade
muni ci pal securities generally carrying AAA bond ratings, nost of which also
carry credit enhancenent insurance by major insurers of investnent obligations.

The average final maturity of the investnment portfolio decreased from9.79 years
in 2001 to 9.06 years in 2002 with the tax equivalent yield increasing from
8.59% at year-end 2001 to 8.62% at the close of 2002. The average maturity of
the investnent portfolio, based on nmarket assunptions for prepaynment, is reduced
to 3.3 years and 4.2 years at Decenber 2002 and 2001, respectively. The average
maturity data differs fromfinal maturity data because of the use of assunptions
as to anticipated prepaynents.

SECURI TI ES AVAI LABLE FOR SALE
At Decenmber 31, 2002, the Conpany had $300.9 million in securities available for

sale, conpared with $354.0 nmillion at year-end 2001, a decrease of $53.1 million
or 15.0% During the year, $41.5 nillion in securities were purchased. However,



these increases were offset by maturities, calls, and nortgage-backed security
princi pal payments and prepaynents of $94.8 nillion and sales of $15.9 million.

The fair value of securities available for sale exceeded book val ue at year-end
2002 by $11.3 nillion. The increase in the fair value of the securities

avail able for sale is a result of the decline in market rates for conparable
securities. Wien narket rates decrease, as they did in 2002, the prices of the
securities in the Conpany's portfolio rise. The tax equival ent purchase yield on
securities available for sale was 6.32% in 2002 and 6.52% in 2001.

The average final maturity of the available for sale portfolio was 13.5 years
and 14.8 years at Decenber 31, 2002, and 2001, respectively. The decrease in
average final maturity was the result of the $94.8 million in calls, principal
paynents and prepaynents that occurred as a result of the declining interest
rate environnent. The average maturity of the portfolio, based on market
assunptions for prepaynent, was 2.9 years and 5.4 years, respectively, at
Decenmber 31, 2002, and 2001, substantially shorter than the average final
maturity.

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 prepaynment risk, for liquidity needs and other factors. These
securities are carried at market val ue.

(PHOTO)

26

LOAN PORTFOLI O

Loans Held for Sale: Loans held for sale were $66.4 nmillion at Decenber 31,
2002, conpared with $65.5 million at December 31, 2001, an increase of just
under $1.0 million, or 1.4% Secondary narket |oan demand remains strong as a
result of the favorable interest rate environnment for borrowers. At Decenber 31,
2002, refinance applications represented approxi nately 85% of the total volune
of loan comm tnents outstanding at year-end. Loans originated for sale and
funded during the current year were $791.8 nillion versus $621.6 nillion in
2001.

(PI E CHART)
Table 14
2002
Real Estate - Commerci al 30. 80%
Real Estate - Construction 7.80%
Real Estate - Residenti al 39. 30%
Commrerci al, Financial & Agricultural 8. 0%
Loans to Individuals 14. 10%
</ Tabl e>

(Pl E CHART)
Tabl e 15
2001
Real Estate - Commerci al 28.70%
Real Estate - Construction 8. 60%
Real Estate - Residential 36. 80%
Commercial, Financial & Agricultural 10. 7%
Loans to Individuals 15. 20%
</ Tabl e>

Loans Held for Investnent: Loans held for investment net of unearned incone,
were $927.6 million at Decenber 31, 2002. The increase of $23.1 million
represents 2.6%growth fromthe $904.5 nillion |evel at Decenber 31, 2001. The
fourth quarter acquisition of The Bank of Greenville accounted for $17.4 nmillion
of this growth. The addition of these loans did not naterially affect the



distribution of |loan product types within the portfolio

The held for investnent |oan portfolio is geographically diversified anong | oan
types and industry segnments. Commercial and comercial real estate |oans
represent 38.8% of the total portfolio. During 2002, commercial real estate
loans increased by $26.1 nmillion to $285.8 nillion and conprised 30.8% of tota

| oans. Commercial |oans decreased by $22.5 nmillion to $74.2 million and
represented 8.00% of total |oans. The decline in commercial |oans was partially
the result of the payoff of several l|arge commercial |oans. The conbi ned
comercial and comercial real estate sectors increased by only $3.7 nmillion, or
1.03%in 2002. Real estate construction |oans, which anounted to $72.3 nillion
and conprised 7.8%of the portfolio, decreased by $5.1 million in 2002. This
category includes both residential and conmercial construction with the decrease
attributable to conpletion of a number of devel opment projects during 2002

Addi tionally, consumer |oans decreased by $6.6 million, or 4.8% to $130.5
mllion at the close of 2002. Consuner |oans represented 14.1% of the portfolio
at the close of 2002. Residential real estate |oans ampunted to $364.1 nillion
an increase of $31.4 million, or 9.4%in 2002 and represented 39.3%of the tota
portfolio at the end of 2002. This increase is the result of |ower residentia
nortgage rates during 2002 and the acquisition of Bank of Greenville.
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STANDARDS

The total |oans held for investnent to deposit ratio, a neasure of the volune of
| oans supported by the custoner deposit base, declined to 81.4% at Decenber 31,
2002, fromthe prior year level of 83.9% The decrease in the |loan to deposit
ratio is reflective of the $23.1 million increase in the |oan portfolio
(excluding loans held for sale) coupled with a larger and offsetting increase in
deposits of $61.5 million. As a result of the Greenville acquisition conpleted
in the fourth quarter of 2002, the Conpany also acquired $28.0 nillion in
deposits. The additional deposits and | oans acquired in the acquisition
accounted for approximtely 45.6% and 75.3% respectively, of the total annua
increase in deposits and | oans held for investnent, respectively

Slower growth in the loan portfolio in 2002 reflects the highly conpetitive
environment for both commercial and residential |ending as custoners continually
seek refinance opportunities. Slower econonmic conditions in some of the
Conmpany' s | endi ng markets have also resulted in fewer requests for new credit
and greater conpetition from conpeting banks and non-bank | enders

ALLOMNCE FOR LOAN LOSSES

The al l owance for loan |osses is naintained at a |level sufficient to absorb
probabl e 1 oan | osses inherent in the Ioan portfolio. The allowance is increased
by charges to earnings in the formof provisions for |oan | osses and recoveries
of prior loan charge-offs, and decreased by |oans charged off. The provision for
loan losses is calculated to bring the reserve to a level, which, according to a
systematic process of nmeasurenment, is reflective of the required anpunt needed
to absorb probable |osses

Managenent perforns nonthly assessnments to determine the appropriate |evel of
al | owance. Differences between actual |oan |oss experience and estinmates are
reflected through adjustnents that are nmade by either increasing or decreasing
the | oss provision based upon current nmeasurenment criteria

Comrerci al, consumer and nortgage |oan portfolios are evaluated separately for
purposes of determ ning the allowance. The specific conponents of the allowance
include allocations to individual comrercial credits and allocations to the
remai ni ng non- honongeneous and honogeneous pools of |oans. Managenent's

al |l ocations are based on judgnent of qualitative and quantitative factors about
both the macro and micro economic conditions reflected within the portfolio of

l oans and the econony as a whole. Factors considered in this evaluation include
but are not necessarily limted to, probable |osses fromloan and other credit
arrangenents, general economic conditions, changes in credit concentrations or
pl edged col l ateral, historical |oan |oss experience, and trends in portfolio
volunme, maturity, conposition, delinquencies, and non-accruals. \Wile managenent
has attributed the allowance for |oan |osses to various portfolio segnents, the
al l owance is available for the entire portfolio. The allowance for |oan |osses
represents 455% of non-perform ng | oans at year-end 2002 versus 280% and 186% at
Decenber 31, 2001, and 2000, respectively. \When other real estate is conbi ned



with non-performng |oans, the allowance equals 239% of non-perform ng assets at
the end of 2002 versus 174% and 137% at Decenber 31, 2001, and 2000,
respectively.

Net | oan charge-offs were $4.1 nillion in 2002, conpared with $4.0 nillion in
2001 and $4.6 nmillion in 2000, respectively. The |l evel of charge-offs has

remai ned relatively constant over the three-year period, although two commerci al
loan rel ationships resulted in spikes in charge-offs within the comrercial |oan
category. In 2000, the Conpany charged off $373,000 on a conveni ence store and
gasoline retailer along with a $586,000 charge-off on a golf course residential
devel opment. These two rel ationshi ps represented 20% of net charge-offs in 2000.
I'n 2001, the Conpany charged off an additional $1.2 nmillion (30% of total
charge-offs) on the convenience store loans as it intensified its attenpts to
mar ket the underlying collateral. Excluding these |arger comercial charge-offs,
a noticeabl e decrease in consuner charge-offs was realized in 2001 with a
reversal in 2002 as consuner charge-offs rose through the third quarter and then
moderated late in the year.
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NON- PERFORM NG ASSETS

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

| oans contractually past due 90 days or nore and still accruing interest, and
other real estate owned (OREO) pursuant to foreclosure proceedings. The levels
of non-perform ng assets for the last five years are presented in the table on
page 30.

Total non-performng assets were $6.0 nmillion at Decenber 31, 2002, conpared to
$8.0 mllion at Decermber 31, 2001. Non-perform ng assets decreased $2.0 nillion
bet ween 2001 and 2002. Every conponent of non-perform ng assets inproved,|ed by
a $1.3 million or 93.3%decline in |oans 90 days or nore past due, which

are still accruing. In addition, other real estate owned decreased $174, 000, or
5.7% and non-accrual |oans decreased $558, 000, or 15.4% conpared to 2001. The
decrease in non-accrual |oans resulted fromthe resolution of a number of |oan
rel ati onshi ps through paynment, repossession, or foreclosure and wite-down of
the | oan bal ances to reflect the net realizable value of the assets. The
decrease in loans 90 days or nore past due is a result of novenent of these
credits to non-accrual status and a nore aggressive approach in collecting |oans
90 days or nore past due.

DEDI CATED TO SERVI CE
( PHOTO)

Hel pi ng others to help the conmmunity.
(Pictured fromleft to right) Sam El nore,

Ji m Shannon, President of the Beaver Vol unteer
Fire Departnment, Hazel Burroughs, J.P. Mbrgan,
Brenda Troitino, Larry Raines and Susie Webb
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EVALUATI ON
NON- PERFORM NG ASSETS
Tabl e 16
2002
(Anmpunts in Thousands)
Non- accrual Loans $ 3,075
Loans 90 Days or nore Past Due 91
O her Real Estate Omned 2,855
$ 6,021
Nonperform ng | oans as a percentage of total |oans % 0.3

Nonperform ng assets as a percentage of total |oans
and other real estate owned % 0.6

2001

3,633
1,351

DECEMBER 31,
2000

5,397
1,208
2,406
9,011

0.8

1.1

1999

7,889
1, 259
1, 950
11, 098
1.3

1998

7,763



Al l owance for |oan | osses as a percentage of nonperform ng | oans % 455. 1 279.9 186. 3 130.1 140.1
Al l owance for |l oan | osses as a percentage of nonperform ng assets % 239. 3 174. 1 136.5 107. 2 97.6
</ Tabl e>

Certain loans included in the non-accrual and 90 day past due categories have
been witten down to the estinated realizable value or have been assigned
specific reserves within the allowance for |oan | osses based upon nanagenent's
estimate of | oss upon ultinate resolution

During 2002, 2001 and 2000, $2,168,000, $2,116,000 and $2, 530,000 of assets were
acquired through foreclosure and transferred to other real estate owned

In addition to non-performng loans reflected in the foregoing table, the
Conpany has identified certain perform ng |oans as inpaired based upon
managenent's eval uation of credit strength, projected ability to repay in
accordance with the contractual terms of the |oans and varying degrees of
dependence on the sale of related collateral for liquidation of the |oans. These
| oans were current under |loan ternms and were classified as perform ng at
year - end 2002

The following table presents the Conpany's investnment in |oans considered to be
inpaired and related information on those inpaired |oans

| MPAI RED LOANS

Table 17
2002 2001
(Amount in Thousands)
Recorded investnent in |oans considered to be inpaired $ 8,980 5,129
Loans considered to be inpaired that were on a non-accrual basis $ 1,238 1,229
Al l owance for loan |osses related to | oans considered to be inpaired 3,907 1, 310
Aver age recorded investnment in inpaired |oans 9,176 5,674
Total interest incone recognized on inpaired |oans 512 255
</ Tabl e>

In the fourth quarter of 2002, the Conpany added two |oan relationships to this
list of inpaired loans. The first is a $5.0 nmillion |oan secured by a hote
property which has suffered declines in |evels of occupancy. The allowance for
loan | osses related to this loan was $1.7 mllion at Decenber 31, 2002. The
second relationship is a group of loans totaling $1.16 nmillion related to a

dai ry farm whose performance declined in conjunction with a drop in mlk prices
The all owance for loan |losses related to this group of |oans at year-end was
$1.06 nmillion. This group of |oans subsequently became uncollectable and
resulted in a $1.06 nmillion charge off during the first quarter of 2003. As of
the date of this report, managenent continues its efforts to determine the |eve
of collateral available and priority of liens which will deternmine the
possibility of any recovery. Due to questions raised regarding the priority of
lien status and the rights to certain escrowed proceeds, no value was assigned
to certain collateral and escrowed funds in arriving at the related all owance
and charge of f

The Conpany has considered all inpaired |oans in the evaluation of the adequacy
of the allowance for |oan | osses at Decenmber 31, 2002
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DEPGCSI TS

Total deposits at Decenber 31, 2002, increased $61.5 nmillion or 5.7% when
conpared to Decenber 31, 2001. Approximately $28 nillion of the increase related
to deposits acquired through Bank of Greenville acquisition in Novenber 2002

W t hout considering the acquisition, deposits increased for the year by $33.5
mllion. The Conpany utilized short-term advances fromthe FHLB to suppl enent
the fundi ng needs of the Conpany throughout 2001 and 2002. In 2002, the average
rate paid on interest bearing liabilities was 3.03% down fromthe 4.21%in
2001.

Aver age deposits increased to $1.1 billion for 2002 versus $939.8 nillion in
2001, an increase of 16.4% reflecting the effectiveness of new product
of ferings and marketing canpai gns introduced during the year as well as a ful



year's inpact of the deposits obtained in the Decenmber 2001 branch acquisitions.
Aver age savings deposits increased by $38.6 mllion while tine deposits
increased by $48.6 nillion. Average interest-bearing demand and non-interest
bearing denand deposits increased by $44.1 nmillion and $22.6 mllion,
respectively.

SHORT- TERM BORROW NGS

The Conpany's short-term borrow ngs consist primarily of overnight Federal Funds
purchased fromthe FHLB and securities sold under agreenments to repurchase. This
category of funding is a source of noderately priced short-term funds.
Short-term borrow ngs increased on average approximately $17.5 mllion in
conparison to the prior year. The increase in average short-termborrow ngs in
2002, along with the increase in average deposits of $153.9 nillion, was
acconpani ed by an offsetting increase in total |oans as these funds were used to
finance the average | oans held for investnent portfolio growth ($73.4 mllion)
and the average increase in available for sale securities ($91.0 nillion). The
price sensitivity of funding cost is managed by the Conpany's "Product Group",
whi ch nmonitors product and pricing initiatives including, anpbng other things,
the managenent of the overall cost of funds to assist in nmintaining an
acceptable net interest margin, and to act as a resource in devel opi ng new
products and establishing pricing guidelines.

( PHOTO)
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CAPI TALI ZATI ON
AND LEVERAGE

OTHER | NDEBTEDNESS

FHLB borrow ngs and ot her indebtedness, which includes |ong-term advances from
the FHLB and structured term borrowi ngs fromthe FHLB, decreased by $21.0
mllion in 2002 due primarily to a $25.0 million maturity in June 2002. Fixed
rate FHLB term advances and applicable interest rates were $8.0 nmillion (5.95%
and $2.0 nmillion (6.27%, maturing in Septenber 2003 and Septenber 2008,
respectively. Additional borrowi ngs of $100.0 million are conprised of
structured termconvertible advances fromthe FHLB with final maturities in
2010. These convertible advances are callable by the FHLB based upon predefined
factors in quarterly increnents after a | ockout period that may substantially
shorten the lives of these instruments. The callability of these instruments is
controlled by and at the option of the FHLB. Additionally, UFM has entered into
a | oan purchase agreenent with Countrywi de Credit ("Countryw de") whereby
Countrywide will pre-fund certain |oans anticipated to be purchased by
Countrywi de Home Loans, Inc. This borrow ng arrangenment by UFM wi th Countrywi de
resulted in additional borrowi ngs at Decenber 31, 2002, of $14.3 mllion at a
floating rate of one nonth LIBOR plus 200 basis points, or approxinately 3.42%
at Decenber 31, 2002.

STOCKHOLDERS' EQUI TY

Ri sk-based capital ratios are a neasure of the Conpany's capital adequacy. At
Decenber 31, 2002, the Conpany's Tier | capital ratio was 12.06% conpared with
10.82% in 2001. Federal regul atory agenci es use risk-based capital ratios and
the leverage ratio to nmeasure the capital adequacy of banking institutions.

Ri sk- based capital guidelines, risk weight balance sheet assets, and off-bal ance
sheet commitnents are used in determ ning capital adequacy. The Conpany's total
ri sk-based capital -to-asset ratio was 13.33% at the close of 2002 conpared with
12.10% in 2001. Both of these ratios are well above the current mninmmlevel of
8% prescri bed for bank hol ding conpanies. The |leverage ratio is the neasurenent
of total tangible equity to total assets. The Conpany's |everage ratio at
Decenber 31, 2002, was 8.10% versus 7.93% at Decenber 31, 2001, both of which
are wel |l above the mininmumlevels prescribed by the Federal Reserve. (See Note
13 of the Notes to Consolidated Financial Statenents.)

( GRAPH)

Tabl e 18

St ockhol ders' Equity ($)
(Anpunts in thousands)



98 101, 719

99 103, 488
00 120, 682
01 133,041
02 152, 462
</ Tabl e>
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LIQUI DI TY

Liquidity represents the Conpany's ability to respond to demands for funds and
is primarily derived fromnaturing investment securities, overnight investnents,
periodi c repaynent of |oan principal, and the Conpany's ability to generate new
deposits. The Conpany al so has the ability to attract short-term sources of
funds and draw on credit lines that have been established at financial
institutions to neet cash needs.

Total liquidity of $619.2 nmillion at Decenber 31, 2002, is conprised of the
follow ng: cash on hand and deposits with other financial institutions of $124.6
mllion; securities available for sale of $300.9 million; securities held to
maturity due within one year of $138,000; and Federal Home Loan Bank credit
availability of $193.6 million.

Li qui dity managenent is both a daily and |ong-term function of business
managenent. Excess liquidity is generally used to pay down short-term

borrowi ngs. On a longer-term basis, the Conpany maintains a strategy of
investing in various securities, nortgage-backed obligations and |oans. The
Conpany uses sources of funds primarily to nmeet ongoing conmtments, to pay

mat uring savings certificates and savings w thdrawals, fund | oan commitnents and
maintain a portfolio of securities. At December 31, 2002, approved | oan

conmi tnents outstanding anpunted to $104.9 nmillion. Certificates of deposit
scheduled to mature in one year or less totaled $392.8 mllion and FHLB

borrowi ngs that are scheduled to mature within the same period ambunted to $8.0
m | lion. Managenent believes that the Conpany has adequate resources to fund

out standi ng conmi tments and coul d either adjust rates on certificates of deposit
in order to retain or attract deposits in changing interest rate environnments or
repl ace such deposits with advances fromthe FHLB or other funds providers if it
proved to be cost effective to do so.

( PHOTO)

The strength of custoner service.
Ri cky Hamm of Sparta, North Carolina
with Tom Gentry of FCB.

COVMUNI TY
LENDI NG A HAND THROUGHOUT THE COVMUNI TY
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RI SK ASSESSMENT
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 | arge extent upon its net interest
incone (NII), which is the difference between its interest income 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, |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 m x 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 maintaining an acceptable |eve
of NIl given the current interest rate environnent

The Conpany's prinmary 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 on 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 Ievels 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 nmaturities
for the sane instrunent. Lastly, option risk is due to "enbedded options" often
cal led put or call options given or sold to holders of financial instruments

In order to mtigate 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 (I RR) exposure to
insulate net interest income and net earnings fromfluctuations in the genera
level of interest rates. To neasure its exposure to IRR quarterly sinulations
of NIl are performed using financial nodels that project NI through a range of
possi bl e interest rate environnents including rising, declining, nost |likely 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 to be attained in those future rate environnents and rates
that will be paid on various deposit instrunents and borrow ngs. Specific
strategi es for managenment of |RR have included shortening the anortized maturity
of new fixed-rate |oans, increasing the volunme of adjustable rate loans to
reduce the average maturity of the Bank's interest-earning assets and nonitoring
the termstructure of liabilities to maintain a balanced mx of maturity and
repricing structures to mtigate the potential exposure. The sinulation node
used by the Conpany captures all earning assets, interest bearing liabilities
and all off-balance sheet financial instruments and conbines the various factors
affecting rate sensitivity into an earnings outl ook. Based upon the | atest

simul ation, the Conpany believes that it is biased toward an asset sensitive
position. Absent adequate managenent, asset sensitive positions can negatively
inmpact net interest income in a falling rate environnent or, alternatively
positively inpact net interest income in a rising rate environnment

The Conpany has established policy limts for tolerance of interest rate risk
that allow for no nore than a 10% reduction in projected NI based on quarterly
incone sinulations. The npst recent sinulation indicates that current exposure
to interest rate risk is within the Conpany's defined policy limts
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The following table summarizes the inpact on NIl and the Market Value of Equity
(MVE) as of Decenber 31, 2002, and 2001, respectively, of imediate and
sustained rate shocks in the interest rate environment of plus and m nus 100 and
200 basis points fromthe flat rate sinulation. The results of the rate shock
anal ysis depicted below differ fromthe results in quarterly sinmulations, in
that all changes are assuned to take effect inmediately; whereas, in the
quarterly incone sinmulations, changes in interest rates are assuned to take

pl ace over a 24-nonth horizon sinmulating a nore likely scenario for a changing
rate environnent. This table, which illustrates the prospective effects of

hypot hetical interest rate changes, is based upon numerous assunptions including
relative and estimated levels of key interest rates over a twelve-nmonth tinme
period. This type of npdeling technique, although useful, does not take into
account all strategies that nanagement m ght undertake in response to a sudden
and sustained rate shock as depicted. Al so, as narket conditions vary fromthose
assuned in the sensitivity analysis, actual results will also differ due to
prepaynent/refinancing levels likely deviating fromthose assuned, the varying
inmpact of interest rate change caps or floors on adjustable rate assets, the
potential effect of changing debt service |levels on custoners with adjustable
rate | oans, depositor early withdrawal s and product preference changes, and
other internal/external variables

Tabl e 19

(Amount in Thousands)

Increase (Decrease) in
Interest Rates Net | nterest % Mar ket Val ue %
(Basi s Points) I nconme Change of Equity Change



200 $ 4,466 7.1 $ (8,709) (5.5)
100 2,387 3.8 (3,882) (2.5)
(100) (2,018) (3.2) 4, 885 3.1
(200) (6, 756) (10.8) 12, 468 7.9
</ Tabl e>
Tabl e 20
(Anpunt in Thousands)
2001
I ncrease (Decrease)
Interest Rates Net | nterest % Mar ket Val ue %
(Basi s Points) I ncome Change of Equity Change
200 $ 1,950 3.5 $ (4,674) (3.3)
100 1, 059 1.9 (1,338) (1.0)
(100) (907) (1.6) 637 0.5
(200) (3,692) (6.6) 1,396 1.0
</ Tabl e>
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When conparing the inpact of the rate shock anal ysis between 2002 and 2001, the
2002 changes in NI reflect the inpact of the change in the bal ance sheet
conposition of assets and liabilities and as the profile noved toward greater
asset sensitivity. The change is the result of the heightened asset prepaynent

| evel s experienced in |light of the declining interest rate environment beginning
in 2001 and continuing with a 50 basis point decline in the targeted fed funds
rate in Novenber 2002. Much of the change in bal ance sheet conposition is
attributed to the declining interest rate environment and the |evel of asset
prepaynents.

The asset sensitivity is reflected in the increased liquidity of $91.2 nillion
(Federal Funds sold and interest-bearing balances held with other banks). The
Conpany began to experience a shift in the balance sheet toward asset
sensitivity in 2000 which was attributed to the reduced lives of certain assets
and the control measures taken in prior years, and continuing throughout 2002
to reduce deposit cost and identify opportunities for product and net interest
incone enhancenent. The followi ng tables present contractual cash obligations
and commercial conmtnents as of Decenmber 31, 2002

Tabl e 21

PAYMENT DUE PERI QD

LESS THAN TWO TO FOUR TO AFTER
TOTAL ONE YEAR THREE YEARS FI VE YEARS FI VE YEARS
(Amount in Thousands)

Contractual cash obligations
Certificates of deposit $ 593, 088 $ 392, 821 $ 145, 472 $ 15, 102 $ 39, 693
FHLB advances 110, 000 8, 000 -- -- 102, 000
Not e Payabl e 14, 357 14, 322 35 - - --

Total contractual cash

obl i gations $ 717, 445 $ 415, 143 $ 145, 507 $ 15, 102 $ 141, 693
</ Tabl e>
Tabl e 22

AMOUNT OF COWVM TMENT EXPI RATI ON PER PERI OD



TOTAL ONE YEAR THREE YEARS FI VE YEARS FI VE YEARS

(Anpunt in Thousands)

Conmmi t nent s:

Commercial lines of credit $ 39, 645 $ 34, 600 $ 3,508 $ 767 $ 770
Consuner lines of credit 24,547 10, 435 926 1,274 11,912
Undi spersed portion of loans in process 8, 835 8, 835 -- -- --
Letters of credit 6, 023 4,277 1, 652 20 74

Total commitnents $ 79, 050 $ 58, 147 $ 6, 086 $ 2,061 $ 12,756
</ Tabl e>

Lines of credit with no stated maturity date are included in commitnments for
| ess than one year.
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TRUST
TRUST AND | NVESTMENT MANAGEMENT SERVI CES

As part of its banking services, the Conpany offers trust nmanagenment and estate
adm ni stration services through its Trust and Financial Services Division (Trust
Di vision). The Trust Division reported nmarket value of assets under managenent
of $433 million and $486 nillion at Decenber 31, 2002, and 2001, respectively
The Trust Division manages intervivos trusts and trusts under will, devel ops and
adm ni sters enpl oyee benefit plans and individual retirenment plans and manages
and settles estates. Fiduciary fees for these services are charged on a schedul e
related to the size, nature and conplexity of the account

The Trust Division enploys 18 professionals and support staff with a w de
variety of estate and financial planning, investing and plan adm nistration
skills. The Trust Division is located within the Conpany's banking offices in
Bl uefield, West Virginia. Services and trust devel opnment activities to other
branch locations and primary markets are offered through the Bl uefiel d-based
di vi si on

RECENT LEG SLATI ON

On July 30, 2002, President Bush signed into | aw the Sarbanes-Oxl ey Act of 2002
("Act"). The stated goals of the Act are to increase corporate responsibility
to provide for enhanced penalties for accounting and auditing inproprieties at
publicly traded conpanies, and to protect investors by inproving the accuracy
and reliability of corporate disclosures pursuant to the securities laws. The
proposed changes are intended to all ow stockholders to nore easily and
efficiently nonitor the performance of conpanies and directors

The Act generally applies to all conpanies, both U'S. and non-U.S., that file or
are required to file periodic reports with the Securities and Exchange

Commi ssion ("SEC') under the Securities Exchange Act of 1934 ("Exchange Act").

G ven the extensive SECrole in inplenenting rules relating to many of the Act's
new requirements, the final scope of these requirements remmins to be

det er mi ned

The Act includes very specific additional disclosure requirenents and new
corporate governance rules, requires the SEC and securities exchanges to adopt
extensive additional disclosure, corporate governance and other related rules
and mandates further studies of certain issues by the SEC and the Conptroller
General. The Act represents significant federal involvement in matters
traditionally left to state regulatory systens, such as the regulation of the
accounting profession, and to state corporate |aw, such as the relationship

bet ween a board of directors and nmanagenent and between a board of directors and
its commttees.

This Act addresses, anpbng other matters: audit committees; certification of
financial statenents by the chief executive officer and the chief financia
officer; the forfeiture of bonuses and profits made by directors and senior
officers in the twelve-nonth period covered by restated financial statenents; a
prohi bition on insider trading during pension plan black-out periods; disclosure
of of f-bal ance sheet transactions; a prohibition on personal loans to directors
and officers (excluding Federally insured financial institutions); expedited
filing requirements for stock transaction reports by officers and directors



di scl osure of a code of ethics and filing a Form 8-K for a change or waiver of
such code; "real tine" filing of periodic reports; the formation of a public
accounting oversight board; auditor independence; and various increased crimnal
penalties for violations of securities |aws.
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GOVERNANCE
RECENT LEG SLATI ON CONTI NUED

At the Septenber 2002 Board of Directors' neeting, within one nonth of the
passage of the Act, the Board of Directors of First Community approved a series
of actions to strengthen and inprove its already strong corporate governance
practices. Included in those actions was the establishnent of a new Financi al
Reporting and Disclosure Conmittee (the "FRDC'), which was appointed to eval uate
and nonitor the continued effectiveness of the design and operation of

di scl osure controls in order to neet the objectives of adequate disclosure as it
inmpacts the full and fair presentation of the Conpany's financial statenents.
The FRDC consists of key nenbers of senior managenent as official and ex officio
menbers. SEC counsel participates in the conmttee on an advisory basis to
provide technical and | egal guidance on matters of technical preparation, form
of periodic reporting and general advice on conpliance with securities |aws.

I ndependent accountants al so attend FRDC neetings to provide technical

assi stance and advice on matters of financial reporting and to assist in
interpretation and application of financial accounting standards. The committee
al so includes the Chairman of the Audit Committee of the Board of Directors to
ensure i ndependent thought and board perspective. The FRDC neets a m ni num of
quarterly, but typically nmore frequently and its process culmnates in the
pre-Audit Conmittee review of the interim (10-Q and annual financial statenents
(10-K).

The FRDC conpl ements the Conpany's |ongstanding committee structure and process,
whi ch has consistently proven an invaluable tool for communication of disclosure
information. Every key elenent of operation is subject to oversight by a
committee to ensure proper adm nistration, risk managenent and an upstreamn ng of
critical managenment information and disclosures to finance and control,
executive managenment and the board of directors. The FRDC agenda is designed to
capture information fromall segnments of the business though reports from senior
managers and committee chairnen. In addition to the FRDC, the Conpany al so

inmpl enented the Business Trends and Current Events Committee (BTCE), which is
designed to draw out items of risk, exposure and possible disclosure which mght
exi st and be known at |ower |evels within the Conpany, but not necessarily be
known to executive managenent and those who prepare financial statenents or nake
significant decisions regarding disclosures within the financial statenments. The
BTCE neets nonthly and its nmenbership covers all areas of the Conpany from both
an operational and geographic perspective. Although many of the itenms for

di scussion at the FRDC and BTCE were already considered in the preparation of
financial statements and appropriately disclosed, these new processes are

consi dered valuable in further discussion of these itens and should provide a
val uabl e forum for future evaluation of disclosure itens and sel ection of
accounting policies.

It is believed that the addition of these new processes has brought with it a
broader and nore in depth analysis to the Conpany's already effective and
detail ed disclosure process. These nore recent additions to the process are
expected to enhance the Conpany's overall disclosure control environnent.

( PHOTO)
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Tabl e 23

Consol i dat ed Bal ance Sheets

Consol i dated Statenments of |ncone

Consol i dated Statements of Cash Flow

Consol i dated Statenments of Changes in Stockhol ders' Equity
Notes to Consolidated Financial Statenents

Report of Independent Auditors

Report of Managenent's Responsibilities

</ Tabl e>
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CONSOLI DATED BALANCE SHEETS
(Amounts in Thousands, Except Share Data)

Tabl e 24

ASSETS

Cash and due from banks

I nterest-bearing deposits w th banks
Federal funds sold

Total cash and cash equival ents
Securities available for sale (anortized cost of $289,616, 2002;
Securities held to maturity (fair value, $43,342, 2002; $43, 393,
Loans held for sale
Loans held for investnment, net of unearned incone

Less al l owance for |oan | osses

Net |oans held for investnent
Prem ses and equi pnent

O her real estate owned

I nterest receivable

Ot her assets

Goodwi | |

Ot her intangible assets

TOTAL ASSETS

LI ABI LI TI ES

Deposits:
Non-i nt er est - beari ng
I nterest-bearing

$352, 759, 2001)
2001)

DECEMBER 31,

2002 2001
$ 33, 364 $ 47,566
88, 064 249
3,157 --
124, 585 47, 815
300, 885 354, 007
41, 014 41, 884
66, 364 65, 532
927, 621 904, 496
14, 410 13, 952
913, 211 890, 544
25,078 21,713
2,855 3,029
7,897 8, 765
15, 391 18, 468
25,758 25, 347
1, 325 1,131

$ 1,524,363

$ 1,478,235

$ 165, 557
974,170

$ 161, 346
916, 914



TOTAL DEPCSI TS

I nterest, taxes and ot her

Federal funds purchased

Securities sold under agreenents to repurchase
FHLB borrow ngs and ot her

TOTAL LI ABILITIES

STOCKHOLDERS' EQUI TY

Common stock, $1 par val ue; 15,000,000 shares authorized in 2002
and 2001; 9,956,714 shares issued in 2002 and 9, 955,425 in 2001
9, 888, 482 and 9, 936, 442 shares outstanding in 2002 and 2001

Addi tiona

paid-in capita

Ret ai ned ear ni ngs
Treasury stock, at cost

Accunul at ed ot her

TOTAL STOCKHOLDERS' EQUITY

TOTAL LI ABILITIES AND STOCKHOLDERS' EQUITY

</ Tabl e>

See Notes to Consolidated Financia

CONSOLI DATED FI NANCI AL STATEMENTS

CONSOLI DATED STATEMENTS OF | NCOMVE
(Amounts in Thousands, Except Share and Per Share Data)

Tabl e 25

I NTEREST | NCOVE

Interest and fees on |oans held for

Interest on
Interest on
Interest on
Interest on

TOTAL

| oans held for sale
securities-taxable
securities-nontaxabl e

federal funds sold and deposits in banks

I NTEREST | NCOVE

| NTEREST EXPENSE

Interest on
Interest on
Interest on

TOTAL

deposits
short-term borrow ngs
ot her indebtedness

| NTEREST EXPENSE

NET | NTEREST | NCOVE

Provi sion for |oan |osses

NET | NTEREST | NCOVE AFTER PROVI SI ON FOR LOAN LOSSES

NON- | NTEREST | NCOVE
Fi duci ary incone

Service charges on deposit accounts
O her service charges,

Mor t gage banki ng i ncone

liabilities

i ndebt edness

conpr ehensi ve i ncone

conmmni ssions and fees

1,773
7,056
1, 380
9, 435

1,139,727
15, 940

91, 877
124, 357

$ 1,524,363

1,078, 260
15, 852
26, 500
79, 262

145, 320

$ 1,478,235

2001

1, 815
5, 966
1,435
9, 582

YEARS ENDED DECEMBER 31

1, 804
4,007
1, 361
4,651



Net securities (losses) gains (391) 181 1
O her operating incone 796 1, 296 668
TOTAL NON- | NTEREST | NCOVE 20, 049 20, 275 12, 492
NON- | NTEREST EXPENSE
Sal ari es and enpl oyee benefits 23, 267 19, 830 16, 046
Qccupancy expense of bank prem ses 2,874 2,615 2,482
Furni ture and equi pment expense 2,082 1,814 1, 698
Goodwi I | and core deposit anortization 245 2,285 2,154
Ot her operating expense 13, 801 11, 481 8,588
TOTAL NON- | NTEREST EXPENSE 42, 269 38, 025 30, 968
I ncome before incone taxes 34,768 27,536 24,117
I ncome tax expense 10, 049 8, 402 7,054
NET | NCOVE $ 24,719 $ 19,134 % 17,063
WEI GHTED AVERAGE BASI C SHARES OUTSTANDI NG 9, 924, 636 9, 944, 310 9, 607, 217
WE|I GHTED AVERAGE DI LUTED SHARES QOUTSTANDI NG 9,973, 129 9, 980, 919 9, 607, 217
BASI C EARNI NGS PER COMMON SHARE $ 2.49 $ 1.92 $ 1.78
DI LUTED EARNI NGS PER COMMON SHARE $ 2.48 $ 1.92 $ 1.78
</ Tabl e>

See Notes to Consolidated Financial Statements
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CONSOLI DATED STATEMENTS OF CASH FLOW
(Amount s in Thousands)

Tabl e 26

OPERATI NG ACTI VI TI ES
Cash flows from operating activities:
Net incone $
Adj ustnments to reconcile net incone to net cash provided by
(used in) operating activities:
Provision for |oan |osses
Depreci ation of prem ses and equi pment
Anortization of intangibles
Net investment anortization and accretion
Net gain on the sale of assets
Mort gage | oans originated for sale
Proceeds from sal e of nortgage |oans
Decrease (increase) in interest receivable
(I'ncrease) decrease in other assets
Increase in other liabilities
O her, net

NET CASH PROVI DED BY (USED | N) OPERATI NG ACTI VI TI ES

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 held to maturity securities

YEARS ENDED DECEMBER 31,

2002 2001 2000
24,719  $ 19,134  $ 17,063
4,208 5,134 3,986
1, 630 1,490 1,396
32 2,119 2,156
1,467 485 233
(11, 669) (7, 659) (2,517)
(737, 101) (563, 018) (106, 169)
749, 039 516, 812 100, 148
1,082 874 (861)
(1, 810) (175) 8, 454
410 2,728 66

163 (17) (296)
32,170 (22, 093) 23, 659
15, 871 18, 907 2,163
94, 815 102, 458 17, 849
1,754 1, 602 3,016



Purchase of securities available for sale
Net increase in |oans nade to custoners
Purchase of bank-owned life insurance
Cash provided by acquisitions, net
Purchase of premises and equi pment
Proceeds from sal e of equi pment

NET CASH PROVI DED BY (USED I N) | NVESTI NG ACTI VI TI ES

FI NANCI NG ACTI VI TI ES

Cash flows from financing activities:
Net increase (decrease)
Net (decrease) increase in time deposits
Net (decrease) increase in short-term debt
Repayment of |ong-term debt

Acqui sition of treasury stock

Di vi dends pai d

NET CASH (USED I N) PROVI DED BY FI NANCI NG ACTI VI TI ES

CASH AND CASH EQUI VALENTS
Net increase (decrease) in cash and cash equival ents
Cash and cash equival ents at begi nning of year

CASH AND CASH EQUI VALENTS AT END COF YEAR

</ Tabl e>

See Notes to Consolidated Financial Statenents
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CONSOL| DATED STATEMENTS OF CHANGES | N STOCKHOLDERS'
(Amount s in Thousands, Except Share and Per

Tabl e 27

BALANCE DECEMBER 31,
Conpr ehensi ve incone:
Net inconme --
O her conprehensive inconme
Unreal i zed gains on securities
avai l abl e for sale, net of tax - -
Conpr ehensi ve income --
Common di vi dends decl ar ed
($.86 per share) --
Retirement of treasury shares
| ssuance of commpn stock
Purchase 145,682 treasury shares at
$19. 70 per share --
Al l ocation of ESOP shares --

BALANCE DECEMBER 31, 2000 9, 052

1999 $

Conpr ehensi ve i ncone:

in demand and savi ngs deposits

EQUI TY
Share | nformation)

ADDI TI ONAL
PAI D- I N
CAPI TAL

$ 34,264

(5, 238)
6,343

(41, 527) (232, 056) (4,591)
(9, 300) (67, 115) (66, 918)
.- -- (4, 100)
1,982 77,021 3,065
(5, 545) (3, 462) (1,019)
.- 127 466
58, 050 (102, 518) (50, 069)
52, 874 36, 144 (7, 755)
(19, 059) 28, 625 22,731
(34,734) 66, 902 35, 126
(114) (14) (39)
(2, 491) (599) (2, 869)
(9, 926) (8, 875) (8,338)
(13, 450) 122,183 38, 856
76, 770 (2, 428) 12, 446
47, 815 50, 243 37,797
$ 124,585  $ 47,815 % 50, 243
ACCUMULATED
OTHER
COMPRE-
UNAL L OCATED HENSI VE
RETAI NED TREASURY ESOP | NCOMVE
EARNI NGS STOCK SHARES (LOSS)
$ 69,372 $ (2,945) $  (722) $ (5,473)
17, 063 -- -- .-
.- -- -- 3,935
17, 063 -- -- 3,935
(8,338) -- -- .-
-- 5,612 -- --
.- (2, 869) -- .-
-- -- 722 --
78, 097 (202) -- (1,538)

$ 103, 488

17,063

(8,338)

6, 777
(2, 869)
626



Net incone -- --
Ot her conprehensive incone
Unreal i zed gains on securities
avail able for sale, net of tax -- --
Less reclassification adjustnent
for gains realized in net incone,
net of tax -- --

Conpr ehensi ve i ncome -- --
Common di vi dends decl ar ed
($.89 per share) -- --
Purchase 27,036 treasury shares at
$22.17 per share -- --
| ssuance of ESOP shares -- 29
Ef fect of 10% stock dividend 903 24, 887

BALANCE DECEMBER 31, 2001 9, 955 60, 189

Conpr ehensi ve incone:
Net incone -- --
Ot her conprehensive inconme
Unreal i zed gains on securities
avai l able for sale, net of tax -- --
Less reclassification adjustnent
for gains realized in net incone,
net of tax -- --

Conpr ehensi ve i ncone -- .-

</ Tabl e>

(conti nued)
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CONSOLI DATED STATEMENTS OF CHANGES | N STOCKHOLDERS' EQUI TY (conti nued)
(Amounts in Thousands, Except Share and Per Share Information)

Tabl e 28

ADDI TI ONAL

19, 134

(8, 875)

(25, 790)

COMVON PAI D- I N RETAI NED
STOCK CAPI TAL EARNI NGS

Common di vi dends decl ar ed

($1.00 per share) -- -- (9, 926)

Purchase 85,844 treasury shares at

$29. 00 per share -- --
| ssuance of 5,500 shares under

stock option plan -- 42
| ssuance of ESOP shares -- 140
Fractional share adjustnent for

10% di vi dend 2 (1,729) 1,725

BALANCE DECEMBER 31, 2002 $ 9, 957 $ 58, 642 $ 79, 084 $

-- -- 19, 134
- - 2, 402 2,402
-- -- (109) (109)
-- -- 2,293 21, 427
-- -- (8, 875)
(599) -- (599)
377 -- 406
(424) -- 755 133, 041
-- -- 24,719
-- -- 5,770 5,770
-- -- 236 236
-- -- 6, 006 30, 725
ACCUMULATED
OTHER
COVPRE-
UNALLOCATED HENSI VE
TREASURY ESOP | NCOVE
STOCK SHARES (LOSS) TOTAL
-- -- -- (9, 926)
(2, 491) -- -- (2, 491)
155 197
792 -- -- 932
(14) -- -- (16)
(1,982) $ - $ 6,761 $ 152,462

</ Tabl e>

See Notes to Consolidated Financial Statements
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NOTE 1. SUMMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES
BASI S OF PRESENTATI ON

The accounting and reporting policies of First Community Bancshares, Inc
("First Community" or the "Conpany") and subsidiary conformto accounting
principles generally accepted in the United States and to predom nant practices
within the banking industry. In preparing financial statenments, managenent is
required to make estimtes and assunptions that affect the reported anpunts of
assets and liabilities as of the date of the bal ance sheet and revenues and
expenses for the period. Actual results could differ fromthose estinates
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. Certain
anobunts in the 2001 and 2000 financial statements have been reclassified to
conformto the 2002 presentation

PRI NCI PLES OF CONSOLI DATI ON

The consolidated financial statements of First Community include the accounts of
all wholly owned subsidiaries. Al significant interconpany bal ances and
transacti ons have been elimnated in consolidation.

CASH AND CASH EQUI VALENTS

Cash and cash equival ents include cash and due from banks, tine deposits with

ot her banks, federal funds sold, and interest-bearing balances on deposit with
the Federal Home Loan Bank that are available for immediate withdrawal. |nterest
and incone taxes paid were as follows:

Tabl e 29
2002 2001 2000
(Ampunts in Thousands)
I nterest $ 36,273 $ 42,968 $ 37,526
I ncome taxes 9, 523 6, 945 7,206
</ Tabl e>

Pursuant to agreenents with the Federal Reserve Bank, the Conpany maintains a
cash bal ance of approxi mately $661,000 in |lieu of charges for check clearing and
ot her services.

TRADI NG SECURI Tl ES

At Decenmber 31, 2002 and 2001, no securities were held for trading purposes and
no tradi ng account was mai ntai ned

SECURI TI ES AVAI LABLE FOR SALE

Securities to be held for indefinite periods of time including securities that
managenent intends to use as part of its asset/liability managenment strategy
and that nmay be sold in response to changes in interest rates, changes in
prepaynent risk, or other simlar factors are classified as available for sale
and are recorded at estimated fair value. Unrealized appreciation or
depreciation in fair value above or below anortized cost is included in
stockhol ders' equity net of incone taxes and is entitled "CO her Conprehensive
Income.” Premuns and discounts are anortized to expense or accreted to income
over the life of the security. Gain or loss on sale is based on the specific
identification method. Other than tenporary |osses on available for sale
securities are in net securities |osses and gains

SECURI TI ES HELD TO MATURI TY

Investments in debt securities that managenment has the ability and intent to
hold to maturity are carried at cost. Prem uns and di scounts are anortized to
expense and accreted to incone over the lives of the securities. Gain or |oss on
the call or maturity of investnment securities, if any, is recorded based on the
specific identification nmethod



LOANS HELD FOR SALE AND DERI VATI VE FI NANCI AL | NVESTMENTS

Loans held for sale primarily consist of one to four fam |y residential |oans
originated for sale in the secondary market and carried at the | ower of cost or
fair value determ ned on an aggregate basis. Gains and | osses on sales of |oans
held for sale are included in nortgage banking income in the Consolidated
Statenents of |ncome

For loans to be sold, the Conpany enters into forward commitnments or derivatives
to manage the risk inherent in interest rate |ock
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commitnents nade to potential borrowers. The inventory of |oans and |oan
commitnments (both retail and wholesale) is hedged to protect the Conpany from
interest rate risk and any corresponding fluctuation in cash flows derived upon
settl ement of the loans with secondary market purchasers, and consequently, to
achieve a desired margin upon delivery. The hedge transactions are used for risk
mtigation and are not for trading purposes. The derivative financia
instrunents derived fromthese hedging transactions are recorded at fair val ue
in Other Assets and Liabilities on the Consolidated Bal ance Sheets and the
changes in fair value are reflected in Mrtgage Banking |Incone on the
Consol i dated Statenments of Inconme. For the year ended Decenber 31, 2002 the net
derivative expense reflected in the Consolidated Statenents of |ncone, was $6.9
mllion which is conprised of a $700,000 decline in the fair value of the
forward nortgage contracts, an $8.1 million loss on the contract settlenents
and a gain of $1.9 nmillion on rate |lock commitments. Forward nortgage contracts
are settled at fair value upon expiration of the contract and result in either
the paynment or receipt or funds. UFM s accunul ated net derivative position was
$1.7 mllion and $480,000 as of Decenber 31, 2002 and 2001, respectively

Loans transferred to the held for sale classification are transferred at fair
value. Any write-down recorded at the point of transfer is charged to the

al l owance for |oan | osses. Subsequent wite-downs in fair value are recorded in
non-interest expense while further appreciation in fair value is not recorded
During the fourth quarter of 2002, the Conpany transferred $6.0 nmillion in |oans
held for investment to |loans held for sale and recognized a wite-down through
the allowance for | oan | osses of $246, 000

ALLOMNCE FOR LOAN LOSSES

The all owance for loan |losses is maintained at a | evel deenmed adequate to absorb
probabl e 1 osses inherent in the loan portfolio. The Conpany consistently applies
a monthly review process to continually evaluate |oans for changes in credit
risk. This process serves as the primary nmeans by which the Conpany eval uates
the adequacy of the allowance for |oan |osses. The allowance is maintained by
making specific allocations to inpaired | oans and | oan pools that exhibit
inherent weaknesses and various credit risk factors. Allocations to |oan pools
are devel oped giving weight to risk ratings, historical |oss trends and
managenent's judgnment concerning those trends and other relevant factors

The allowance is allocated to specific |loans to cover |oan relationships
identified with significant cash fl ow weaknesses and for which a collatera
deficiency may be present. The allowance established under the specific reserve
met hod i s based upon the borrower's estimated cash flow and projected
liquidation value of related collateral. The allowance is allocated to pools of

| oans based on historical |oss experience to cover the honpbgeneous and
nonhonpgeneous | oans not individually evaluated. Pools of |oans are grouped by
specific category and risk characteristics. To determ ne the amount of allowance
needed for each |oan category, an estimated |oss percentage is devel oped based
upon historical |oss experience. The historical |oss experience is weighted for
various risk factors including macro and micro econonic conditions, qualitative
assessnents relative to the conposition of the |oan portfolio, the |evel of

del i nquenci es and non-accrual |oans, trends in the volune and term of |oans
anticipated inpact fromchanges in |lending policies and procedures, and any
concentration of credits in certain industries or geographic areas. The
cal cul ated percentage is used to determ ne the estinmated al |l owance excl udi ng any
rel ationships specifically identified and evaluated. While allocations are nade
to specific loans and classifications within the various categories of |oans

the reserve is available for all |oan |osses

The all owance for loan losses related to inpaired |oans is based upon the
di scounted estimated cash flows or fair value of collateral when it is probable



that all anpunts due pursuant to contractual ternms of the loan will not be
col l ected and the recorded investnment in the | oan exceeds the fair val ue
Certain snaller bal ance
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honmogeneous | oans, such as consuner installnment |oans and residential nortgage
| oans, are evaluated for inpairment on an aggregate basis in accordance with the
Conpany' s policy

PREM SES AND EQUI PMENT

Prem ses and equi pnent are stated at cost |ess accunul ated depreciation
Depreciation is conputed on the straight-line nethod over estinmated usefu

lives. Maintenance and repairs are charged to current operations while
improvements that extend the economic useful life of the underlying asset are
capitalized. Disposition gains and |osses are reflected in current operations

In addition, in accordance with Statement of Financial Accounting Standards
("FAS") No. 144, "Accounting for Long-Lived Assets and for Long-Lived Assets to
be Di sposed of" requires that any material excess of the carrying value over the
fair value be recorded as an inpairnent |oss

LOAN | NTEREST | NCOVE RECOGNI TI ON

Accrual of interest on |loans is based generally on the daily amount of principa
outstanding. It is the Conpany's policy to discontinue the accrual of interest
on | oans based on the paynment status and evaluation of the related collatera

and the financial strength of the borrower. The accrual of interest incone is
normal |y discontinued when a | oan becones 90 days past due as to principal or
interest. Managenent may elect to continue the accrual of interest when the |oan
is well secured and in process of collection. Wien interest accruals are

di scontinued, 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

LOAN FEE | NCOVE

Loan origination and underwiting fees are recorded as a reduction of direct
costs associated with |oan processing, including salaries, review of |ega
docunents, obtainnent of appraisals, and other direct costs. Fees in excess of
those related direct costs are deferred and anortized over the life of the
related | oan. Loan commitnent fees are deferred and anortized over the rel ated
conmi t nent peri od

OTHER REAL ESTATE OWNED

O her real estate owned and acquired through foreclosure is stated at the | ower
of cost or fair value less estimated costs to sell. Loan losses arising fromthe
acquisition of such properties are charged agai nst the allowance for possible

| oan | osses. Expenses incurred in connection with operating the properties
subsequent write-downs and gains or |osses upon sale are included in other
non-interest income and expense

STOCK OPTI ONS

The Conpany has a stock option plan for certain executives and directors
accounted for under the intrinsic value nmethod in accordance w th Accounting
Principles Board Opinion ("APB") 25. Because the exercise price of the Conpany's
enpl oyee/ director stock options equals the market price of the underlying stock
on the date of grant, no conpensati on expense is recognized

I n Decenber 2002, the FASB issued FAS 148, "Accounting for Stock-Based
Conpensation."™ This new standard provides alternative nethods of transition for
a voluntary change to the fair value nmethod of accounting for stock-based
conpensation. In addition, the Statement amends the disclosure requirenents of
FAS 123 to require prom nent disclosure in both annual and interimfinancia
statenments about the method of accounting for stock-based conpensation and the
underlying effect of the nethod used on reported results until exercised

The effect of option shares on earnings per share relates to the dilutive effect
of the underlying options outstanding. To the extent the granted exercise share
price is less than the current market price, ("in the noney"), there is an
econom ¢ incentive for the shares to be exercised and an increase in the
dilution effect on earnings per share
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Assumi ng use of the fair value method of accounting for stock options, pro forma
net income and earnings per share for the years ended Decenber 31 woul d have
been estimated as follows:

Tabl e 30
2002 2001
(Anmpunts in Thousands, Except
Net income as reported $ 24,719 $ 19, 134
Less: Total stock-based enpl oyee conpensation expense detern ned
under fair value based nethod for all awards, net of related tax effects (163) (310)
$ 24,556 $ 18, 824
Ear ni ngs per share:
Basic as reported $ 2.49 $ 1.92
Basic pro forma $ 2.47 $ 1.89
Diluted as reported $ 2.48 $ 1.92
Diluted pro forma $ 2.46 $ 1.89

</ Tabl e>

The fair value of options was estinmated 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 5.15% 5.12% and 6.00% for 2002, 2001 and 2000, respectively;
ii) a dividend yield of 3.20% 3.40% and 5.21% for 2002, 2001 and 2000,
respectively; iii) volatility factors for the expected market price of the
Conpany's common stock of 24.5% 31.2% and 26.1% for 2002, 2001 and 2000,
respectively; and iv) a weighted-average expected |life of the option of 10.4,
12.2 and 13.7 years, for 2002, 2001 and 2000, respectively.

| NTANG BLE ASSETS

The excess of the cost of an acquisition over the fair value of the net assets
acquired is recorded as goodwi | |I. The net carrying amount of goodw ||l was $25.8
mllion and $25.3 million at Decenber 31, 2002 and 2001, respectively. The net
carrying amount of goodwi |l at Decenber 31, 2002 and 2001 related to the

nort gage banking segnment was $1.8 million and $1.0 million, respectively, while
the net carrying amount of goodwill related to the comunity banking segnment at
Decenmber 31, 2002 and 2001 was $24.0 million and $24.3 mllion, respectively. A
portion of the purchase price in certain transactions has been allocated to

val ues associated with the future earnings potential of acquired deposits and is
being anortized over the estinmated |ives of the deposits, ranging fromseven to
ten years while the weighted average renmamining life of these core deposits is
approxi mately 3.8 years. As of Decenber 31, 2002 and 2001, the bal ance of
acquired core deposits was $2.9 million and $2.6 nmillion, respectively, while
the correspondi ng accunul ated anortization was $1.2 nmillion and $1.5 nmillion,
respectively. The current year acquisition of Mnroe added an additional

$441, 000 in deposit intangible. The net unanortized bal ance of identified
intangi bl es associated with acquired deposits was $1.3 nmillion and $1.1 nillion
at Decenber 31, 2002 and 2001, respectively. Anprtization expense of intangibles
for each of the next five years is approximtely $200,000 annually.
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On January 1, 2002, the Conpany adopted FAS 142 which required that goodw ||
resulting from business acquisitions (as defined) no |onger be anortized to
earnings, but instead be reviewed for inpairnent. Accordingly, the Conpany
ceased the anortization of goodwi |l on January 1, 2002. FASB Statenent 142
required a transitional inpairnent test to be applied to all goodw || and ot her
indefinite-lived intangible assets within the first six nonths after adoption.
The inpairnent test involved identifying separate reporting units based on the

Per
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reporting structure of the Corporation, then assigning all assets and
liabilities, including goodwill, to these units. Goodwill is assigned based on
the reporting unit benefiting fromthe factors that gave rise to the goodwill.
Each reporting segnent (community and nortgage banking) is then tested for
goodwi | | i npairment by conparing the fair value of the unit with its book val ue
including goodwill. If the fair value of the reporting unit is greater than its
book val ue, no goodwi Il inpairnment exists. However, if the book value of the
reporting unit is greater than its determned fair value, goodw || inpairnent
may exist and further testing is required to determ ne the ampunt, if any, of
the actual inpairnent loss. Through the results of inpairnment tests, managenent
has concluded that the current value placed on goodwill is not inpaired and no
i mpairnent | osses were recorded for 2002 or prior years

In October 2002, the FASB i ssued FAS No. 147, "Acquisitions of Certain Financial
Institutions."” This new Standard whi ch becane effective upon issuance provides
interpretive guidance on the application of the purchase nethod to acquisitions
of financial institutions, and requires conpanies to cease anortization of
goodwi || related to certain branch acquisitions. In addition, this Statenent
anmends FASB Statement No. 144 to include in its scope long-term

custoner-rel ationship intangible assets of financial institutions such as
depositor- and borrower-rel ationship intangible assets and credit cardhol der
intangi bl e assets. Consequently, those intangible assets are subject to the sane
undi scounted cash flow recoverability test and inpairnment |oss recognition and
measurenment provisions that Statement 144 requires for other long-lived assets
that are held and used

The effect of the application of the non-anortization provisions of FAS
Statenents 142 and 147 on net income and earnings per share is presented bel ow.

Table 31
YEARS ENDED

DECEMBER 31, 2001 Decenber 31, 2000

“(Amounts in Thousands, Except Per Share Data)
Reported net incone $ 19, 134 $ 17, 063
Add back goodwi || anortization, net of tax, subject to FAS 142 & 147 1, 875 1,778
Adj usted net incone é---éljbbé é---lé:éhl
Basi ¢ and dil uted earnings per share $ 1.92 $ 1.78
Add back goodwi || anortization, net of tax, subject to FAS 142 & 147 0.19 0.19
Adj ust ed basic and diluted earnings per share é _____ é?ii é_____i?é;
</ Tabl e> T T
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RECENT ACCOUNTI NG DEVELOPMENTS

FAS 149, "Accounting for Certain Financial Instruments with Characteristics of
Liabilities and Equity," which is anticipated to be issued in March 2003
establ i shes standards for issuers' classification as liabilities in the
Statenent of Financial Position for certain equity linked contracts tied to the
issuers' shares. Inplenentation of FAS 149 is not anticipated to have a nateria
impact on the Conpany's financial position or results of operation. In January
2003, the FASB issued Interpretation No. 46 (FIN 46), "Consolidation of Variable
Interest Entities". The objective of this interpretation is to provide gui dance
on how to identify a variable interest entity (VIE) and determ ne when the

assets, liabilities, non-controlling interests, and results of operations of a
VIE need to be included in a conpany's consolidated financial statements. A
conpany that holds variable interests in an entity will need to consolidate the

entity if the conpany's interest in the VIE is such that the conpany will absorb
a mpjority of the VIE' s expected | osses and/or receive a mpjority of the
entity's expected residual returns, if they occur. FIN 46 al so requires

addi tional disclosures by primary beneficiaries and other significant variable



interest holders. The provisions of this interpretation becane effective upon
i ssuance. The Conpany does not anticipate the requirenents of FIN 46 to have a
mat erial inmpact on results of operations, financial position, or liquidity

I'n Novenmber 2002, the FASB issued Interpretation No. 45 (FIN 45), "Guarantor's
Accounting and Di sclosure Requirenents for Guarantees, |ncluding Indirect

Guar ant ees of |ndebtedness of Others". This interpretation expands the

di scl osures to be made by a guarantor in its financial statements about its

obl i gations under certain guarantees and requires the guarantor to recognize a
liability for the fair value of an obligation assumed under a guarantee. FIN 45
clarifies the requirenents of FAS 5, "Accounting for Contingencies", relating to
guarantees. In general, FIN 45 applies to contracts or indemification
agreenents that contingently require the guarantor to nake paynents to the
guaranteed party based on changes in an underlying value that is related to an
asset, liability, or equity security of the guaranteed party. Certain guarantee
contracts are excluded fromboth the disclosure and recognition requirenents of
this interpretation, including, anong others, guarantees relating to enpl oyee
conpensation, residual value guarantees under capital |ease arrangenents,
commercial letters of credit, |oan commtments, subordinated interests in a
speci al purpose entity, and guarantees of a conmpany's own future performance

Ot her guarantees are subject to the disclosure requirenents of FIN 45 but not to
the recognition provisions and include, anong others, a guarantee accounted for
as a derivative instrument under FAS 133, a parent's guarantee of debt owed to a
third party by its subsidiary or vice versa, and a guarantee which is based on
performance rather than price. The disclosure requirenents of FIN 45 are
effective for the Conpany as of Decenber 31, 2002, and require disclosure of the
nature of the guarantee, the maxi mnum potential ampunt of future payments that
the guarantor could be required to nake under the guarantee, and the current
amount of the liability, if any, for the guarantor's obligations under the
guarantee. The recognition requirements of FIN 45 are to be applied
prospectively to guarantees issued or nodified after Decenmber 31, 2002. The
Conpany does not expect the requirements of FIN 45 to have a naterial inpact on
results of operations, financial position, or liquidity

I'n June 2002, the FASB issued FAS No 146, "Accounting for Costs Associated with
Exit or Disposal Activities." This pronouncenent is effective for exit or

di sposal activities initiated after Decenmber 31, 2002. This Statenent addresses
financial accounting and reporting for costs associated with exit or disposa
activities and nullifies Emerging |ssues Task Force (EIFT) Issue No. 94-3
"Liability Recognition for Certain Enployee Term nation Benefits and Ot her Costs
to Exit an Activity (including Certain Costs Incurred in a Restructuring)."
Managenent is currently evaluating the inpact of
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this standard. However, it+is not anticipated to have a naterial inmpact on the
results of operations, financial position or liquidity. In April 2002, the FASB
i ssued FAS 145, which updates, clarifies, and sinplifies certain existing
accounting pronouncenents beginning at various dates in 2002 and 2003. The
statement rescinds FAS 4 and FAS 64, which required net gains or |osses fromthe
extingui shment of debt to be classified as an extraordinary itemin the incone
statement. These gains and |osses will now be classified as extraordinary only
if the itemis material and both unusual and infrequent in nature. The changes
required by FAS 145 are not expected to have a material inpact on results of
operations, financial position, or liquidity of the Conpany

I'n August 2001, the FASB issued FAS 143, Accounting for Asset Retirenent

bl igations. FAS 143 requires an entity to record a liability for an obligation
associated with the retirement of an asset at the tine the liability is incurred
by capitalizing the cost as part of the carrying value of the related asset and
depreciating it over the renmmining useful life of that asset. The standard is
effective for the Conpany beginning January 1, 2003, and its adoption is not
expected to have a material inpact on results of operations, financial position,
or liquidity

I NCOVE TAXES

The Conpany and its subsidiary file a consolidated federal income tax return
The provision for income tax expense and the underlying effective rate is

det erm ned based upon a conbination of the enacted statutory federal and state
rates and reduced or increased by any correspondi ng nontaxable incone or
nondeducti bl e expenses, respectively

Deferred i ncome taxes, which are included in other assets, are recognized for



the tax consequences of "tenporary differences" by applying enacted statutory
tax rates to the differences between the financial statement carrying anmounts
and the tax bases of existing assets and liabilities. The book versus tax basis
difference is created by the timng of expense and/or incone recognition
required for financial accounting reporting purposes as opposed to what is
required statutorily by enacted federal and state tax |aws, as well as

di fferences assigned to the underlying asset and liability values at
acquisition. Deferred taxes are also applied to the unrealized appreciation or
depreciation on available for sale securities recorded in O her Conprehensive
Income in the Stockhol ders' Equity section of the Consolidated Bal ance Sheet

EARNI NGS PER SHARE

Basi c earnings per share is determ ned by dividing net income by the weighted
average nunber of shares outstanding. Diluted earnings per share is determn ned
by dividing net incone by the wei ghted average shares outstanding increased by
the dilutive effect of stock options. Basic and diluted net income per comon
share cal cul ations follow

Tabl e 32
FOR THE YEAR ENDED DECEMBER 31
2002 2001 2000
(Amounts in Thousands, Except Per Share Data)
Basi c:
Net income $ 24,719 $ 19, 134 $ 17,063
Wei ght ed average shares outstanding 9, 924, 636 9, 944, 310 9, 607, 217
Ear ni ngs per share -- basic $ 2.49 $ 1.92 $ 1.78
Di | ut ed:
Net income $ 24,719 $ 19, 134 $ 17,063
Wei ght ed average shares outstanding 9, 924, 636 9, 944, 310 9, 607, 217
Dilutive shares for stock options 48, 493 36, 609 --
Wei ght ed average dilutive shares outstanding 9,973,129 9, 980, 919 9, 607, 217
Ear ni ngs per share -- dilutive $ 2.48 $ 1.92 $ 1.78
</ Tabl e>
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NOTE 2. MERGER AND ACQUI SI TI ONS
On Novenber 30, 2002, the Conpany acquired Mnroe Financial, Inc. ("Mnroe")
and its banking subsidiary, The Bank of Greenville ("Geenville") for $1.96
mllion cash. Greenville's three branch facilities in Geenville and Lindside in
Monroe County, West Virginia and Hinton in Sumers County, West Virginia, were
simul taneously nmerged with and into First Community Bank, N. A ("FCBNA" or the
"Bank"). The conpletion of this transaction resulted in the addition of $29.8
mllion in assets including $16.5 nillion to the loan portfolio, and an
additional $28.0 million in deposits to the Bank
NOTE 3. SECURI TI ES AVAI LABLE FOR SALE
As of Decenber 31, the anortized cost and estimated fair value of securities
classified as available for sale are as follows
Tabl e 33
2002
AMORTI ZED UNREALI ZED UNREALI ZED FAI R
COsT GAI NS LOSSES VALUE

(AMOUNTS | N THOUSANDS)
U.S. government agency securities $ 138,981 $ 5, 006 $ -- $ 143,987
States and political subdivisions 93, 587 2,739 (620) 95, 706
Ot her securities 57,048 4,144 -- 61, 192



TOTAL $ 289,616 $ 11, 889 $ (620) $ 300, 885

</ Tabl e>
Table 34
2001
Anortized Unrealized Unrealized Fair
Cost Gai ns Losses Val ue
(Amounts in Thousands)

U. S. governnment agency securities $ 195,689 $ 981 $ (467) $ 196, 203
States and political subdivisions 97, 683 1, 230 (1, 464) 97, 449
Ot her securities 59, 387 1,022 (54) 60, 355

TOTAL $ 352,759 $ 3,233 $ (1, 985) $ 354,007
</ Tabl e>

Securities available for sale with estinated fair values of $207,391, 813 and
$180, 086, 000 at Decerber 31, 2002 and 2001, respectively, were pledged to secure
public deposits, securities sold under agreenents to repurchase and ot her
short-term borrowi ngs and for other purposes.

As a condition to nmenbership in the Federal Home Loan Bank ("FHLB") system
FCBNA is required to subscribe to a mninumlevel of stock in the FHLB of
Atlanta. At Decenber 31, 2002, FCBNA owned approximately $6.3 million in stock
which is classified as available for sale.

The anortized cost and estimated fair value of securities available for sale by
contractual naturity, at Decenber 31, 2002, are shown bel ow. Expected maturities
may differ fromcontractual maturities because i ssuers may have the right to
call or prepay obligations with or without call or prepaynment penalties.
Included in the anmbunts bel ow are securities that were acquired in the Novenber
30, 2002 acquisition of The Bank of Greenville. The book and estimated market
val ue of these securities are $7.6 million and $7.7 nmillion, respectively, at
Decenber 31, 2002. During 2002, the Conpany experienced a net [oss from

avail able for sale securities of $393,000. Gross |osses resulted from an

ot her-than-tenporary wite-down of a nunicipal issue within the portfolio of
$576, 000 and | osses fromthe sale of securities of $313,000. These | osses were
of fset by gross gains resulting fromsecurities sold and called of $496, 000.
During 2001, a net gain of $181,000 was recognized as a result of the sale of
avail able for sale securities with gains of $209, 000 and | osses of $28, 000.
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Tabl e 35
Decenber 31, 2002
u. s St at es Tax
Gover nnent and Equi val ent
Agencies & Pol i tical O her Pur chase
Cor por ati ons Subdi vi si ons Securities Tot al Yield
(Amounts in Thousands)
Anortized Cost
Maturity:
W thin one year $ -- $ 500 $ -- $ 500 7.72%
After one year through five years 1,910 18, 537 26, 106 46, 553 6. 68%
After five years through ten years 37, 669 14,247 20, 295 72,211 6.17%
After ten years 99, 402 60, 303 10, 647 170, 352 6.28%

Total anortized cost $ 138,981 $ 93, 587 $ 57,048 $ 289, 616




Tax equival ent purchase yield 5.49% 8. 02% 5.56% 6. 32%
Average maturity (in years) 16. 15 12.39 8.75 13. 48
Fair Val ue
Maturity
W thin one year $ -- $ 504 $ -- $ 504
After one year through five years 1,944 18, 983 28, 046 48, 973
After five years through ten years 39, 020 14, 653 22,142 75, 815
After ten years 103, 023 61, 566 11, 004 175, 593
TOTAL FAI R VALUE $ 143, 987 $ 95, 706 $ 61, 192 $ 300, 885
</ Tabl e>
NOTE 4. SECURI TI ES HELD TO MATURI TY
The following table presents anortized cost and approxi mate fair val ues of
investnent securities held to maturity at Decenber 31
Tabl e 36
2002
AMORTI ZED UNREALI ZED UNREALI ZED FAI R
COSsT GAI NS LOSSES VALUE
(AMOUNTS | N THOUSANDS)
U. S. governnent agency securities $ 336 $ 8 $ .- $ 344
States and political subdivisions 40, 303 2,320 -- 42,623
Ot her securities 375 -- -- 375
TOTAL $ 41,014 $ 2,328 $ -- $ 43, 342
</ Tabl e>
Tabl e 37
2001
Anortized Unrealized Unrealized Fair
Cost Gai ns Losses Val ue
(Anmpunts in Thousands)
U.S. government agency securities $ 743 $ 16 $ -- $ 759
States and political subdivisions 39, 768 1, 487 -- 41, 255
Ot her securities 1,373 6 -- 1,379
TOTAL $ 41,884 $ 1, 509 $ -- $ 43,393
</ Tabl e>
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Tabl e 38
u. s St at es
Gover nnent and
Agencies & Pol i tical O her

Anortized Cost

Cor por ati ons

Subdi vi si ons

Securities

(Ampunts in Thousands)

Tax
Equi val ent
Pur chase

Yield



Maturity:

W thin one year $ 63 $ -- $ 75 $ 138
After one year through five years 98 4,594 -- 4,692
After five years through ten years 175 15, 663 300 16, 138
After ten years -- 20, 046 - - 20, 046
Total anortized cost $ 336 $ 40, 303 $ 375 $ 41, 014
Tax equival ent purchase yield 5. 08% 8.67% 6. 60% 8. 62%
Average maturity (in years) 4.43 9.14 4.79 9. 06
Fair Val ue
Maturity
W thin one year $ 64 $ -- $ 75 $ 139
After one year through five years 99 4,935 -- 5,034
After five years through ten years 181 16, 525 300 17, 006
After ten years -- 21, 163 -- 21,163
Total fair value $ 344 $ 42,623 $ 375 $ 43, 342
</ Tabl e>

Various investment securities classified as held to maturity with an anortized
cost of approximately $4,454,299 and $4, 439,000 were pl edged at December 31
2002 and 2001, respectively, to secure public deposits and for other purposes
required by | aw.

NOTE 5. LOANS

Loans consi st of the follow ng at Decenber 31

Tabl e 39
2002 2001
(Amount s in Thousands)
Real estate-commerci al $285, 847 $259, 717
Real estate-construction 72,275 77,402
Real estate-residential 364, 065 332,671
Commercial, financia
and agricul tural 74,186 96, 641
Loans to individuals for household
and ot her consumer expenditures 130, 522 137, 104
Al'l other |oans 726 961
$927, 621 $904, 496
</ Tabl e>

FCBNA is a party to financial instruments with off-balance sheet risk in the

nornmal course of business to neet the financing needs of its customers. These
financial instruments include commtnments to extend credit, standby letters of
credit and financial guarantees. These instrunents involve, to varying degrees
el ements of credit and interest rate risk beyond the anount recogni zed on the
bal ance sheet. The contractual anpunts of those instrunents reflect the extent
of involvenent the Conpany has in particular classes of financial instrunents.

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

Commitnments to extend credit are agreenments to lend to a custoner as |long as
there is not a violation of any condition established in the contract

Commit nents generally have fixed expiration dates or other term nation clauses
and nmay require paynment of a fee. Since many of the commitnments are expected to

5. 78%
8.50%
8. 58%
8. 70%



expire w thout being drawn upon, the total comm tnment anpunts do not necessarily
represent future cash requirenents. The Conpany eval uates each custoner's

credi tworthiness on a case-by-case basis. The anpbunt of collateral obtained, if
deened necessary by the Conpany, upon extension of credit is based on
managenent's credit evaluation of the counterparties. 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
commitnents issued by the Conpany to guarantee the performance of a custonmer 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 deened necessary, collateral of varying types and amounts is held
to secure custoner performance under certain of those letters of credit

out standi ng at Decenmber 31, 2002

Fi nanci al instrunents whose contract anpunts represent credit risk at Decenber
31, 2002 are commitments to extend credit (including availability of Iines of
credit) - $64.2 nmillion, and standby letters of credit and financial guarantees
witten - $6.0 mllion. At Decenber 31, 2002, FCBNA's subsidiary, United First
Mortgage, Inc. (UFM, had commitnents to originate |oans of $120.2 nmillion

Loan commitnments generally have fixed expiration dates or other termnation
clauses and nay require paynment of a fee. The Conpany eval uates each custoner's
credi tworthiness on a case-by-case basis. The anobunt of collateral deened
necessary by the Conpany is based on managenent's credit eval uation and
underwriting guidelines for the particular |loan. The total commtnents

out standi ng at Decenber 31, 2002 are summarized in the followi ng table

Tabl e 40

Real estate-commercial (fixed)

Real estate-commercial (variable)

Real estate-construction (fixed)

Real estate-construction (variable)

Real estate-residential (fixed)

Real estate-residential (variable)

Commercial, financial, agricultural (fixed)

Comrercial, financial, agricultural (variable)

Loans to individuals for household and other consunmer expenditures (fixed)
Loans to individuals for household and ot her consumer expenditures (variable)

TOTAL

</ Tabl e>
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Managenent anal yzes the loan portfolio regularly for concentrations of credit
risk, including concentrations in specific industries and geographic |ocation.
At Decenber 31, 2002, commercial real estate |oans conprised 30.8%of the tota

| oan portfolio. Comercial |oans include loans to snall to mid-size industrial
commercial and service conpanies that include but are not limted to coal mning
conpani es, manufacturers, autonobile dealers, and retail and whol esal e
merchants. Commercial real estate projects represent several different sectors
of the commercial real estate market, including residential |and devel opnent
apartnent buil ding operators, commercial real estate |essors, and hotel/note
devel opers. Underwriting standards require conprehensive reviews and i ndependent
eval uations be perforned on credits exceeding predefined market limts on
comrercial |oans. Updates to these |oan reviews are done periodically or on an
annual basis depending on the size of the |loan relationship

The majority of the loans in the current portfolio, other than comercial and
comercial real estate, were made and collateralized in West Virginia, Virginia
North Carolina and the surrounding md-Atlantic area. Although sections of the

(AMOUNTS | N THOUSANDS)

$ 5,573
10, 349
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West Virginia and Southwestern Virginia econonies are closely related to natura
resource production, they are supplenented by service industries. The Conpany's
presence in three states, West Virginia, Virginia, and North Carolina, provides
addi tional diversification against geographic concentrations of credit risk.

In the normal course of business, FCBNA has nade |l oans to directors and
executive officers of the Conpany and its subsidiary. Al |loans and commitnents
made to such officers and directors and to conpanies in which they are officers
or have significant ownership interest, have been nade on substantially the sane
ternms, including interest rates and collateral, as those prevailing at the tine
for conparable transactions with other persons. The aggregate dollar amunt of
such loans was $6.0 million and $7.8 million at Decenmber 31, 2002 and 2001
respectively. Advances and repaynments of these |oans during 2002 were $1.9
mllion and $3.7 nmillion, respectively

NOTE 6. ALLOAMNCE FOR LOAN LOSSES

Activity in the allowance for |loan | osses was as follows:

Tabl e 41
2002 2001 2000
(Amounts in Thousands)

Bal ance, January 1 $ 13,952 $ 12,303 $ 11, 900
Provi sion for | oan | osses 4,208 5,134 3, 986
Acqui si tion bal ance 395 484 1, 051
Loans charged of f (4, 868) (4, 880) (5,536)
Recoveries credited to reserve 723 911 902

Net charge-offs (4, 145) (3,969) (4, 634)
Bal ance, Decenber 31 $ 14, 410 $ 13,952 $ 12,303
</ Tabl e>
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The following table presents the Conpany's investnment in |oans considered to be
inpaired and related information on those inpaired |oans

Tabl e 42
2002 2001

(Amount s in Thousands)
Recorded investnent in |oans considered to be inpaired $ 8,980 $ 5,129
Loans considered to be inpaired that were on a non-accrual basis 1, 238 1,229
Al l owance for loan |osses related to | oans considered to be inpaired 3,907 1, 310
Aver age recorded investnment in inpaired |oans 9,176 5,674
Total interest incone recognized on inpaired |oans 512 255
</ Tabl e>

During 2002, 2001 and 2000, $2,168,000, $2, 116,000, and $2,530,000 of assets
were acquired through foreclosure and transferred to other real estate owned

NOTE 7. PREM SES AND EQUI PMENT
Prem ses and equi pnment are conprised of the follow ng as of Decenber 31

Tabl e 43

(Anmpunts in Thousands)

Land $ 7,648 $ 7,123



Bank prenises 24, 317
Equi prent 16, 832
48, 797
Less: accunul ated depreciation and anortization 23,719
TOTAL $ 25,078

</ Tabl e>

NOTE 8. OTHER | NDEBTEDNESS

O her indebtedness includes structured term borrowi ngs fromthe FHLB of $100
mllion and $125 nillion at December 31, 2002 and 2001, respectively, in the
formof convertible and call abl e advances. The call abl e advances nmay be call ed,
based on predefined factors, in quarterly increnents that may substantially
shorten the lives of these instrunents. If these advances are called, the debt
may be paid in full, converted to another FHLB credit product or converted to an
adj ustabl e rate advance. The contractual maturity of these borrow ngs is 2010
and the wei ghted average rate is 5.83% at Decenber 31, 2002. At Decenber 31,
2001, the Conpany also held a non-callable termadvance of $10.0 million which
matured in Decenber 2002.

FCBNA is a nmenber of the FHLB which provides credit in the formof short-term
and | ong-term advances col |l ateralized by various nortgage assets. At Decenber
31, 2002, credit availability with the FHLB total ed approxi mately $193.6
mllion. Advances fromthe FHLB are secured by stock in the FHLB of Atlanta,
qualifying first nortgage | oans of $331.0 million, nortgage-backed securities,
and certain other investnment securities. The FHLB advances are subject to
restrictions or penalties in the event of prepaynent.

O her indebtedness also includes termborrowings with the FHLB of $10 nmillion as
of Decenmber 31, 2002 and 2001. This debt has a wei ghted average interest rate of
6.01% and $8 mllion matures in 2003, while $2 million matures in 2008. O her
various debt obligations of the Conpany, excluding the borrow ngs of UFM

nmenti oned bel ow, approxi mated $50, 000 at Decenber 31, 2002 and $320, 000 at
Decenber 31, 2001.

In late 2002, the Bank's nortgage subsidiary, UFM entered into a |oan purchase
agreenent with Countryw de Warehouse Lendi ng
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(" Countrywi de") whereby Countrywide will pre-fund certain |oans anticipated to
be purchased by Countryw de Hone Loans, |nc.~This financing arrangenent by UFM
with Countryw de resulted~in additional borrowi ngs at Decenber 31, 2002 of $14.3
mllion at~a floating rate of one month LIBOR plus 200 basis points or 3.42%-at
Decenber 31, 2002. UFM s net worth of $4.2 million at~Decenber 31, 2002 was
$300, 000 deficient of Countryw de's mninmumnet worth requirenent. Subsequent to
year-end, UFMreceived a letter of forbearance from Countryw de, cured the
deficiency, ceased continuance of this credit facility and ultimtely requested
the return of all related collateral.

NOTE 9. DEPGSI TS

At Decenber 31, 2002, the scheduled maturities of certificates of deposit are as
follows:

Tabl e 44
(Ampunts in Thousands)
2003 $ 392,821
2004 97,079
2005 48, 393
2006 15, 102
2007 and thereafter 39, 693

</ Tabl e>



Time deposits, including certificates of deposit issued in denom nations of
$100, 000 or nore, amounted to $176.8 mllion and $173.0 mllion at Decenber 31,
2002 and 2001, respectively. Interest expense on these certificates was $6.1
mllion, $6.7 mllion, and $6.5 mllion for 2002, 2001, and 2000, respectively.

Tabl e 45
(Anpunts in Thousands)
Three Months or Less $ 39, 653
Over Three to Six Mnths 37,998
Over Six to Twel ve Months 45, 048
Over Twel ve Mont hs 54,068
TOTAL $ 176, 767
</ Tabl e>

NOTE 10. | NCOME TAXES

Tabl e 46

YEARS ENDED DECEMBER 31,
2002 2001 2000

(Amount s in Thousands)

I NCOVME TAXES ARE AS FOLLOWS:

I ncome excl usive of securities gains $ 10, 205 $ 8,330 $ 7,053
Net securities (losses) gains (156) 72 1
$ 10,049 $ 8,402 $ 7,054
</ Tabl e>
Tabl e 47

YEARS ENDED DECEMBER 31,
2002 2001 2000

(Anpunts in Thousands)

I NCOME TAX PROVI SI ONS CONSI STS OF:

Current tax expense $ 9, 056 $ 8,734 $ 7,150
Def erred tax expense (benefit) 993 (332) (96)
$ 10,049 $ 8,402 $ 7,054
</ Tabl e>
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Deferred income taxes reflect the net effects of tenporary differences between
the carrying ampunts of assets and liabilities for financial reporting versus
tax purposes. The tax effects of significant items conprising the Conpany's net
deferred tax assets as of Decenber 31, 2002 and 2001 are as follows:

Tabl e 48



(Amounts in Thousands)

DEFERRED TAX ASSETS:

Al l owance for |oan |osses $ 5,644 $ 5,514
Unrealized | osses on assets 214 203
Def erred conpensati on 979 916
Def erred insurance prem uns 222 256
O her 739 148

Total deferred tax assets $ 7,798 $ 7,037

DEFERRED TAX LI ABI LI TI ES:

I ntangi bl e assets $ 1,537 $ 601
Fi xed assets 701 267
Deferred | oan fees 346 397

Unrealized gain on securities
avai l able for sale 4,507 494
O her 1, 636 1, 145
Total deferred tax liabilities 8,727 2,904
Net deferred tax (liabilities) assets $ (929 $ 4,133

</ Tabl e>

The reconciliation between the federal statutory tax rate and the effective
incone tax rate is as follows:

35. 00%

(7.77) %
2.36%
1.90%
(2.19) %

Tabl e 49
YEARS ENDED DECEMBER 31,
2002 2001
Tax at statutory rate 35. 00% 35.00%
(Reduction) increase resulting from
Tax- exenpt interest on investment securities
and | oans (6.42) % (7.31)%
State incone taxes, net of federal benefit 1.82% 2.55%
Anmortization of goodwil |l - % 1.57%
O her, net (1.50) % (1.30)%
Ef fective tax rate 28.90% 30.51%

</ Tabl e>
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NOTE 11. EMPLOYEE BENEFI TS
EMPLOYEE STOCK OWNERSHI P AND SAVI NGS PLAN

The Conpany nmi ntains an Enpl oyee Stock Ownership and Savings Plan ("KSOP").
Coverage under the plan is provided to all enployees neeting minimumeligibility
requirenents.

EMPLOYER STOCK FUND:

Annual contributions to the stock portion of the plan are nade 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 comon
stock of the Conpany. Total expense recognized by the Conpany related to the
Enpl oyer Stock Fund within the KSOP was $675, 000, $948,000 and $992, 000 in 2002,



2001 and 2000, respectively.
EMPLOYEE SAVI NGS PLAN

The Conpany provides a 401(k) Savings feature within the KSOP that is avail able
to substantially all enployees nmeeting mninmnumeligibility requirenents. The
cost of Conpany contributions under the Savings Plan conponent of the KSOP was
$563, 000, $216, 000, and $66,000 in 2002, 2001 and 2000, respectively. The
Conpany' s matching contributions are at the discretion of the Board up to 100%
of elective deferrals of no nore than 6% of conpensation. The Conpany matching
rate was 100% for 2002, 50% for 2001, and 25% for 2000

EMPLOYEE WELFARE PLAN

The Conpany provides various nedical, dental, vision, |ife, accidental death and
di smenbernent and long-termdisability insurance benefits to all full-tinme

enpl oyees who el ect coverage under this program (basic |ife, accidental death
and di smenbernent, and long-termdisability coverage are autonatic). The health
plan is managed by a third party adm nistrator ("TPA"). Mnthly enployer and
enpl oyee contributions are nade to a tax-exenpt enployer benefits trust, against
whi ch the TPA processes and pays clainms. Stop |oss insurance coverage linmts the
Conpany's funding requirenents and risk of |loss to $50,000 and $1.95 nmillion for
i ndividual and aggregate clains, respectively. Total Conpany expenses under the
plan were $1.9 nmillion, $1.4 million, and $1.4 nmillion in 2002, 2001 and 2000
respectively

The Conpany has a post-retirement obligation for a group of retirees that
relates to benefits received prior to 1993. The obligation, which approxi mted
$122, 000 and $135,000 at Decenber 31, 2002 and 2001, respectively, is being
anortized over the average renmining |ife expectancy of the retirees
Anortization expense approxi mated $(13,000), $26,000 and $45,000 in 2002, 2001
and 2000, respectively. The current year decline in anortization expense was the
result of the reduction in the nunmber of participants involved in the remaining
pool of former enployees and the corresponding reduction in the present val ue of
the benefit obligation

DEFERRED COVPENSATI ON PLAN

FCBNA has deferred conpensati on agreenents with certain current and forner

of ficers providing for benefit payments over various periods conmencing at
retirement or death. The liability at December 31, 2002 and 2001 was

approxi mately $700, 000 and $750, 000, respectively. The annual expenses
associated with this plan for 2002 and 2001 were $91, 000 and $138, 000 for 2000
The obligation is based upon the present value of the expected paynents and
estimated |ife expectancies

The Conpany maintains life insurance contracts on the lives of certain of the
officers covered under this plan. Proceeds derived fromdeath benefits are
intended to provide rei nmbursenent of plan benefits paid over the post enpl oynent
lives of the participants. Premiunms on the insurance contracts are currently
pai d through policy dividends on the cash surrender val ues of $598,000 and

$594, 000 at Decenber 31, 2002 and 2001, respectively

EXECUTI VE RETENTI ON PLAN

The Conpany nmintains an Executive Retention Plan for key nenbers of senior
managenent. This Plan provides for a benefit at nornal retirenent (age 62)
targeted at 35% of final conpensation projected at an assuned 3% sal ary
progression rate. Benefits under the Plan becone payable at age 62. Actua
benefits payabl e under the Retention Plan are dependent on an indexed retirenent
benefit formula which accrues benefits equal to the aggregate after-tax
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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
Additionally, during 2001, the Conpany entered into a simlar retirenent plan
arrangenent as described bel ow wi th non-enpl oyee board nenbers of the Conpany

The Conpany funded the contracts through the purchase of bank-owned life



insurance, ("BOLI"), which is anticipated to fully fund the projected benefit
payout after retirement. The total anpunt invested in BOLI for the Executive
Retention Plan during 2000 and the correspondi ng cash surrender val ue at
Decenmber 31, 2002 was $4.1 million and $4.7 million, respectively. The

associ ated obligation expense incurred in connection with the Executive Plan was
$177, 000, $156, 000 and $193,000 for 2002, 2001 and 2000, respectively. The
income derived from policy appreciation was $157, 000, $240, 000 and $184, 000 in
2002, 2001 and 2000, respectively. A portion of the pre-existing life insurance
contracts on non-vested term nating executives was reallocated and used to fund
the newy created Director Supplenental Retirement Plan referenced bel ow.

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

The Plan al so contains provisions for change of control, as defined, which allow
the participants to retain benefits, subject to certain conditions, under the
Plan in the event of a change in control.

Benefits under the Executive Plan vest 25% after five years, 50% after ten
years, 75% after 15 years and 5% per year thereafter, with vesting accel erated
to 100% upon attainnent of age 62, irrespective of years of service under the
Pl an.

DI RECTORS SUPPLEMENTAL RETI REMENT PLAN

In the fourth quarter of 2001, the Conpany established a Directors Suppl enmental
Retirement Plan for its non-enployee Directors. This Plan provides for a benefit
upon retirement fromservice on the Board at specified ages dependi ng upon

I ength of service or death. Benefits under the Plan become payable at age 70,
75, and 78 dependi ng upon the individual director's age and original date of
election to the Board. Actual benefits payable under the Plan are dependent on
an indexed retirement benefit fornmula that accrues benefits equal to the
aggregate after-tax income associated |ife 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

guar ant eed by the Conpany.

In connection with the Directors Supplenental Retirenment Plan, the Conpany has
also entered into Life Insurance Endorsement Method Split Dollar Agreenents (the
"Agreenents") with certain directors covered under the 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 |ife proceeds and a 100% interest in the
cash surrender value of the policies. Because the Plan was designed to retain
the future services of Board menbers, no benefits are payable under the Plan in
the event of involuntary or involuntary termination prior to retirenent age as
defined in the Plan docunent.

The Plan al so contains provisions for change of control, as defined, which allow

the Directors to retain benefits under the Plan in the event of a term nation of
service, other than for cause, during the
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12 nonths prior to a change in control or anytime thereafter, unless the
Director voluntarily term nates his service within 90 days followi ng the change
in control.

The Pl an expenses associated with the Directors Supplenental Retirenment Plan for



2002 and 2001 were $217,000 and $32, 000, respectively. The |evel of expense in
the prior year is reflective of the fourth quarter 2001 inplenentation of the
Pl an.

STOCK OPTI ONS

In 1999, the Conpany instituted a Stock Option Plan to encourage and facilitate
investnment 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 fromtine to tine
Options under the Plan were granted in the form of non-statutory stock options
with the aggregate number of shares of conmon stock avail able for grant under
the Plan set at 302,500 (adjusted for the 10% stock dividend paid in 2002 )
shares. The options granted under the Plan represent the rights to acquire the
option shares with deemed grant dates of January 1 for each year beginning with
the initial year granted and the followi ng four anniversaries. Al stock options
granted pursuant to the Plan vest ratably on the first through the seventh

anni versary dates of the deened grant date. The option price of each stock
option is equal to the fair nmarket value (as defined by the Plan) of the
Conpany's common stock on the date of each deened 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 retirement (provided
retirenment occurs at or after age 62), and at disability, or death. If
enploynent is term nated other than by retirenent, disability, or death, vested
options nmust be exercised within 90 days after the effective date of

term nation. Any option not exercised within such period will be deened
cancel | ed

In the fourth quarter of 2001, the Conpany al so granted stock options to

non- enpl oyee directors. The Director Option Plan was inplenmented to facilitate
and encourage investnent in the common stock of the Conpany by non-enpl oyee
directors whose efforts, solely as directors, are expected to contribute to the
Conpany's future growth and continued success. The options granted pursuant to
the Plan expire at the earlier of 10 years fromthe date of grant or two years
after the optionee ceases to serve as a director of the Conpany. Options not
exercised within the appropriate time shall expire and be deened cancelled. The
Pl an covers non-enpl oyee directors as determ ned by the Conpany's Board of
Directors. Options under the Plan were granted in the form of non-statutory
stock options with the aggregate nunber of shares of common stock available for
grant under the Plan set at 99,000 (adjusted for the 10% stock divi dend) shares

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

Tabl e 50
2002 2001 2000
\EI GHTED- Wei ght ed- Wei ght ed-

OPTI ON AVERAGE Option Aver age Option Aver age

SHARES EXERCI SE PRI CE Shar es Exercise Price Shar es Exercise Price
Qut st andi ng, begi nning of year 202, 302 $ 18. 65 84, 451 $ 19. 69 59, 968 $ 21.78
Grant ed 68, 351 27.12 120, 601 17.90 59, 968 17. 60
Exerci sed 5, 500 23.91 - - - - -- - -
Forfeited -- -- 2,750 15. 33 35, 485 19. 69
Qut st andi ng, end of year 265, 153 $ 21.18 202, 302 $ 18. 65 84, 451 $ 19. 69
Exerci sabl e at end of year 44, 000 $ 23.91 49, 500 $ 23.91 -- $ --
Wei ght ed- average fair val ue of

options granted during the year $ 7.31 $ 5.28 $ 2.97

</ Tabl e>
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For options with exercise prices ranging from $15.33 to $23.91 the nunber of
options outstanding is 196,802, the wei ghted-average exercise price and the
wei ght ed- average renmining estimated |life of the options outstanding are $19.12
and approximately 10 years, respectively , while the nunber and wei ght ed-average
exercise price of options currently exercisable is 44,000 and $23.91



For options with the exercise price of $27.12, the nunber and the remaining
estinmated life were 68,351 and approxi mately 13 years, while none of the options
are currently exercisable

NOTE 12. LI TI GATI ON, COVM TMENTS AND CONTI NGENCI ES

In the normal course of business, the Conpany is a defendant in various |ega
actions and asserted clains nost of which involve | ending and collection
activities. Wiile the Conpany and | egal counsel are unable to assess the
ultinmate outcone of each of these matters with certainty, they are of the belief
that the resolution of these actions should not have a naterial adverse affect
on the financial position of the Conpany

The Conpany conducts nortgage banking operations through UFM a whol | y- owned
subsidiary of FCBNA. The mmjority of loans originated by UFM are sold to |arger
national investors on a service released basis. Loans are sold under Loan Sales
Agreenments which contain various repurchase provisions. These repurchase
provisions give rise to a contingent liability for |oans which could
subsequently be subnmitted to UFM for repurchase. The principal events which
could result in a repurchase obligation are i.) the discovery of fraud or
material inaccuracies in a sold loan file, and ii.) a default on the first
paynent due after a loan is sold to the investor, coupled with a ninety-day
delinquency in the first year of the life of the loan. Ot her events and
variations of these events could result in a |loan repurchase under ternms of

ot her Loan Sal es Agreenents. The volune of contingent |oan repurchases is
dependent on the quality of |oan underwiting and systenms enpl oyed by UFM for
quality control in the production of nortgage |oans. To date, only two such

| oans totaling $250,000 have been considered for repurchase. Accordingly, |oan
repurchases have not had a naterial adverse effect on the financial position
results of operations or cash flows of UFM or the Conpany

UFM al so origi nates government guaranteed FHA and VA | oans that are also sold to
third-party investors. The departnent of Housing and Urban Devel opment ("HUD")
periodically audits loan files of government guaranteed | oans and may require
UFM t o execute indemnification agreements on | oans which do not neet certain
predefined underwiting guidelines. To date, UFM has been required to execute
only three such indemification agreenents for defaults which may occur over the
five-year period follow ng the i ndemification and no | osses have occurred under
such agreenents. Accordingly, loan indemifications have not had a materia
adverse effect on the financial position, results of operations or cash flows of
UFM or the Conpany

UFM is subject to net worth requirenments issued by HUD. Failure to nmeet these

m ni num capital requirenents can initiate certain nmandatory and possibly

addi tional discretionary actions that, if undertaken, could have a direct
material effect on UFM s operations. UFM was in conpliance with HUD s $1.0

m | lion mninumnet worth requirenment at Decenber 31, 2002 and 2001. UFM s
tangible net worth was $4.2 nmillion at Decermber 31, 2002, which exceeded the HUD
requirenent.

NOTE 13. REGULATORY CAPI TAL REQUI REMENTS AND RESTRI CTI ONS

The primary source of funds for dividends paid by the Conpany is dividends
received from FCBNA. Divi dends paid by FCBNA are subject to restrictions by
banki ng regul ati ons. 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. During 2003, subsidiary accunul ated earni ngs

avail able for distribution as dividends to the Conpany without prior

64

approval are $22.0 million plus net income for the interimperiod through the
date of dividend declaration

The Conpany and FCBNA are subject to various regulatory capital requirenments
adm ni stered by the federal banking agencies. Failure to neet mninmum capita
requirements can initiate certain mandatory and possi bly additional



di scretionary actions by regulators that, if undertaken, could have a direct
material effect on the Conpany's financial statenments. 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 nmeasures of the entity's assets, liabilities, and
certain off-balance sheet itens as cal cul ated under regul atory accounting
practices. The entity's capital amounts and classifications are also subject to
qualitative judgments by the regul ators about conponents, risk weightings, and
ot her factors.

Quantitative neasures established by regulation to ensure capital adequacy
require the Conpany and FCBNA to meintain mninumanounts and ratios for total
and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as
defined), and of Tier 1 capital (as defined) to average assets (as defined). As
of Decenber 31, 2002, the Conpany and banking subsidiary nmet all capital
adequacy requirenments to which they are subject.

As of Decenber 31, 2002 and 2001, the nbst recent notifications fromthe Federal
Reserve Board categorized the Bank as wel|l capitalized under the regulatory
framework for pronpt corrective action. To be categorized as well capitalized,

t he Bank nust maintain mninmum Total risk-based, Tier 1 risk-based, and Tier 1
| everage ratios as set forth in the table below There are no conditions or
events since those notifications that managenent believes have changed the
institution's category.

Tabl e 51

DECEMBER 31, 2002

FOR CAPI TAL
ADEQUACY PURPOSES

TOTAL CAPI TAL TO RI SK- WEI GHTED ASSETS

First Community Bancshares, Inc. $ 131, 097 13.33% $ 78,671 8. 00%
First Community Bank, N. A 119, 434 12. 20% 78, 344 8. 00%
TIER 1 CAPI TAL TO RI SK- WEI GHTED ASSETS
Fi rst Community Bancshares, |nc. $ 118,618 12. 06% $ 39,336 4. 00%
First Community Bank, N. A 107, 164 10. 94% 39,172 4.00%
TIER 1 CAPI TAL TO AVERAGE ASSETS ( LEVERAGE)
First Community Bancshares, Inc. $ 118,618 8.10% $ 58,581 4.00%
First Conmunity Bank, N. A 107, 164 7.35% 58, 344 4.00%
</ Tabl e>
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Tabl e 52
Decermber 31, 2001
For Capital
Act ual Adequacy Purposes
Anount Rati o Anount Rati o
(Amount s in Thousands)
TOTAL CAPI TAL TO RI SK- WEI GHTED ASSETS
First Community Bancshares, Inc. $ 118,296 12.10% $ 78,234 8. 00%
First Conmunity Bank, N. A 106, 957 10. 98% 77,933 8. 00%

TO BE WELL
CAPI TALI ZED UNDER
PROVPT CORRECTI VE
ACTI ON PROVI SI ONS

AMOUNT RATI O
$ N A N A
97, 930 10. 00%
$ N A N A
58, 758 6. 00%
$ N A N A
72,930 5. 00%
To Be Well

Capi talized Under
Pronpt Corrective
Action Provisions

Anount Rati o
$ N A N A
97, 417 10. 00%



TIER 1 CAPI TAL TO RI SK- WEI GHTED ASSETS

First Community Bancshares, Inc. $ 105, 809 10. 82% $ 39,117 4. 00%
First Conmunity Bank, N. A 94, 753 9.73% 38, 967 4.00%
TIER 1 CAPI TAL TO AVERAGE ASSETS ( LEVERAGE)

First Community Bancshares, Inc. $ 105, 809 7.93% $ 53,398 4. 00%
First Conmunity Bank, N. A 94, 753 7.13% 53,170 4. 00%
</ Tabl e>

The tangi bl e common equity ratio excludes goodw || and other intangible assets

fromboth the numerator and denom nator.

Tier 1 capital consists of total equity plus qualifying capital securities and
mnority interests, |less unrealized gains and | osses accunul ated in other

conpr ehensi ve inconme, certain intangible assets, and adjustments related to the
val uati on of nortgage servicing assets and certain equity investnments in
non-financial conpanies (principal investnents).

Total risk-based capital is conprised of Tier 1 capital plus qualifying
subordi nated debt and all owance for |oan |osses and a portion of unrealized
gains on certain equity securities.

Both the Tier 1 and the total risk-based capital ratios are conputed by dividing
the respective capital amounts by risk-weighted assets, as defined.

The leverage ratio reflects Tier 1 capital divided by average total assets for
the period. Average assets used in the calcul ation exclude certain intangible
and nortgage servicing assets.

NOTE 14. OTHER OPERATI NG EXPENSES
Included in other operating expenses are certain costs, the total of which

exceeds one percent of conbined interest incone and non-interest incone.
Fol l owi ng are such costs for the years indicated:

Tabl e 53
YEARS ENDED DECEMBER 31,
2002 2001 2000
(Amounts in Thousands)
Advertising and public relations $ 1,347 $ 1,223 % *
Ot her service fees $ 1,547 $ 1,261 $ *
Tel ephone and data conmuni cati ons $ 1,207 $ * $ *
</ Tabl e>

* Cost did not exceed the one percent requirenment for the reported period.
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NOTE 15. FAIR VALUE OF FI NANCI AL | NSTRUMENTS

Fair value information about financial instruments, whether or not recognized in
the bal ance sheet, for which it is practical to estimate the value is based upon
the characteristics of the instrunents and rel evant market information.

Fi nanci al instrunents include cash, evidence of ownership in an entity, or
contracts that convey or inpose on an entity the contractual right or obligation
to either receive or deliver cash for another financial instrument. Fair val ue
is the anount at which a financial instrument could be exchanged in a current
transaction between willing parties, other than in a forced sale or |iquidation,
and is best evidenced by a quoted market price if one exists.

The followi ng sunmary presents the nethodol ogi es and assunptions used to

$ N A
58, 450
$ N A
66, 462



estimate the fair value of the Conpany's financial instrunments presented bel ow.
The information used to determne fair value is highly subjective and judgnenta
in nature and, therefore, the results may not be precise. Subjective factors
include, anpbng other things, estimates of cash flows, risk characteristics
credit quality, and interest rates, all of which are subject to change. Since
the fair value is estimated as of the bal ance sheet date, the anmpunts that wil
actually be realized or paid upon settlement or maturity on these various
instrunents could be significantly different

Carrying
Amount

$ 47,815
354, 007
41, 884
480

65, 532
890, 544
8, 765

161, 346
183, 685
142, 839
590, 390
26, 500
79, 262
15, 852
145, 320

Tabl e 54
2002
CARRYI NG
AMOUNT FAI R VALUE
(Amount s in Thousands)
Asset s:
Cash and cash equival ents $124, 585 $ 124,585
Securities available for sale 300, 885 300, 885
Securities held to maturity 41, 014 43, 342
Derivative financial instruments 1,677 1,677
Loans held for sale 66, 364 67,503
Loans hel d for investnent 913, 211 933, 691
Interest receivable 7,897 7,897
Liabilities:
Demand deposits 165, 557 165, 557
I nterest-bearing demand deposits 200, 296 200, 296
Savi ngs deposits 180, 786 180, 786
Ti me deposits 593, 088 604, 313
Federal funds purchased -- --
Securities sold under agreenents to repurchase 91, 877 92,112
Interest, taxes and other obligations 15, 940 15, 940
Ot her indebt edness 124, 357 141, 496
</ Tabl e>
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FI NANCI AL | NSTRUMENTS W TH BOOK VALUE EQUAL TO FAI R VALUE

The book val ues of cash and due from banks, federal funds sold and purchased
interest receivable, and interest, taxes and other liabilities are considered to
be equal to fair value as a result of the short-termnature of these itens.

SECURI TI ES AVAI LABLE FOR SALE

For securities available for sale, fair value is based on current market
quot ations, where available. If quoted market prices are not available, fair
val ue has been based on the quoted price of simlar instrunents

SECURI TI ES HELD TO MATURI TY

For investment securities, fair value has been based on current
mar ket quot ations, where available. If quoted market prices are not available
fair value has been based on the quoted price of similar instruments

DERI VATI VE FI NANCI AL | NSTRUMENTS

Derivative financial instruments are recorded at estimated fair value based upon
current market pricing for simlar instruments

LOANS

The estimated value of |oans held for investnent is neasured based upon

di scounted future cash flows and using the current rates for simlar |oans
Loans held for sale are recorded at |ower of cost or estimated fair value. The
fair value of loans held for sale is determ ned based upon the market sales
price of simlar |oans

Fair Val ue

$

47, 815
354, 007
43, 393
480

66, 787
905, 361
8, 765

161, 346
183, 685
142, 839
593, 548
26, 500
79, 524
15, 852
155, 104



DEPCSI TS AND SECURI TI ES SOLD UNDER AGREEMENTS TO REPURCHASE

Deposits without a stated maturity, including demand, interest-bearing demand,
and savi ngs accounts, are reported at their carrying value in accordance with
FAS No. 107. No val ue has been assigned to the franchise value of these
deposits. For other types of deposits with fixed maturities, fair value has been
esti mated by discounting future cash flows based on interest rates currently
being offered on deposits with simlar characteristics and maturities.

OTHER | NDEBTEDNESS

Fair value has been estinated based on interest rates currently available to the
Conpany for borrowi ngs with sinmilar characteristics and maturities.

COWM TMENTS TO EXTEND CREDI T, STANDBY LETTERS OF CREDI T, AND FI NANCI AL
GUARANTEES

The ampbunt of of f-bal ance sheet conmitnents to extend credit, standby letters of
credit, and financial guarantees is considered equal to fair value. Because of
the uncertainty involved in attenpting to assess the likelihood and tim ng of
commi tments being drawn upon, coupled with the |lack of an established market and
the wide diversity of fee structures, the Conpany does not believe it is

meani ngful to provide an estimate of fair value that differs fromthe given

val ue of the conmitnent.
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NOTE 16. PARENT COMPANY FI NANCI AL | NFORMATI ON

Condensed financial information related to First Community Bancshares, Inc. as
of Decenmber 31, 2002 and 2001, and for each of the years ended Decenber 31,
2002, 2001 and 2000 is as follows:

CONDENSED BALANCE SHEETS

Tabl e 55
DECEMBER 31
2002 2001
(Amounts in Thousands)

ASSETS
Cash $ 6,129 $ 5,820
I nvestment in subsidiary 140, 767 121, 679
Ot her assets 6, 220 6, 056

Total assets $ 153,116 $ 133,555
LI ABI LI TI ES
Other liabilities $ 654 $ 514
STOCKHOLDERS' EQUITY
Common st ock 9, 957 9, 955
Addi tional paid-in capital 58, 642 60, 189
Ret ai ned ear ni ngs 79, 084 62, 566
Treasury stock (1,982) (424)
Accunul at ed ot her conprehensive incone 6, 761 755

Total stockhol ders' equity 152, 462 133,041

Total liabilities and stockhol ders' equity $ 153,116 $ 133,555

</ Tabl e>

CONDENSED STATEMENTS OF | NCOVE



Tabl e 56

Cash divi dends received from subsidiary bank
Ot her incone

Operati ng expense

I ncome tax benefit

Equity in undistributed earnings of subsidiary
Net income

Basi ¢ earni ngs per share

Di | uted earnings per share

</ Tabl e>
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CONDENSED STATEMENTS OF CASH FLOWS

Tabl e 57

CASH FLOWS FROM OPERATI NG ACTI VI Tl ES:
Net incone

Adj ustments to reconcile net incone to net cash provided

by operating activities:
Equity in undistributed earnings of subsidiary
(Decrease) increase in other assets
Gain on sale of assets
Increase in other liabilities
O her, net

Net cash provided by operating activities

CASH FLOWS FROM | NVESTI NG ACTI VI TI ES:

Purchase of securities available for sale

Proceeds from sale of securities available for sale
Net cash provided by(used in) investing activities
CASH FLOAS FROM FI NANCI NG ACTI VI Tl ES:

Repayment of |ong-term debt

Acqui sition of treasury stock

Di vi dends pai d

Net cash used in financing activities

DECEMBER 31,
2002 2001 2000
(Amounts in Thousands, Except Per Share Data)
$ 11, 500 $ 8, 500 $ 7,000
650 331 339
(759) (552) (278)
11, 391 8,279 7,061
311 72 (18)
13,017 10, 783 10, 020
$ 24,719 $ 19,134 $ 17,063
$ 2.49 $ 1.92 $ 1.78
$ 2.48 $ 1.92 $ 1.78
YEARS ENDI NG DECEMBER 31,
2002 2001 2000
(Ampunts in Thousands)
$ 24,719 $ 19, 134 $ 17, 063
(13,017) (10, 783) (10, 020)
(138) 85 132
(375) (9) --
1,169 621 138
185 -- --
12,543 9, 048 7,313
(1,671) (2, 855) (1,038)
1,954 586 26
283 (2,269) (1,012)
(100) -- --
(2,491) (599) (2,869)
(9,926) (8,875) (8,338)
(12,517) (9, 474) (11, 207)



Net increase (decrease) in cash and cash equival ents 309 (2, 695) (4, 906)
Cash and cash equival ents at begi nning of year 5, 820 8,515 13, 421
Cash and cash equival ents at end of year $ 6,129 $ 5,820 $ 8,515
</ Tabl e>

NOTE 17. SEGVENT | NFORVATI ON

The Conpany operates two business segnments: community banking and nortgage

banki ng. These segnments are prinmarily identified by the products or services

of fered and the channels through which they are offered. The community banking
segnent consists of the Conpany's full-service bank which offers custoners

tradi tional banking products and services through various delivery channels. The
nort gage banking segnent consists of nortgage brokerage facilities that
originate, acquire, and sell nortgage products. The accounting policies for each
of the business segnments are the same as those of the Conpany described in Note
1
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Information for each of the segments is included bel ow

Tabl e 58
DECEMBER 31, 2002
COMMUNI TY MORTGAGE
BANKI NG BANKI NG PARENT ELI M NATI ONS TOTAL
(AMOUNTS | N THOUSANDS)
Net interest incone $ 59, 998 $ 915 $ 268 $ 15 $ 61, 196
Provi sion for |oan |osses 4,208 -- -- -- 4,208
Net interest incone after provision for |oan | osses 55, 790 915 268 15 56, 988
Ot her incone 10, 075 9,435 382 157 20, 049
O her expenses 31, 786 9, 552 759 172 42, 269
Income (loss) before incone taxes 34,079 798 (109) -- 34,768
I ncome tax expense (benefit) 10, 051 309 (311) -- 10, 049
Net income $ 24,028 % 489 $ 202 $ -- $ 24,719
Aver age assets $ 1,467,969 $ 62, 457 $ 143, 356 $ (201,538) $ 1,472,244
</ Tabl e>
Tabl e 59
Decenber 31, 2001
Comuni ty Mor t gage
Banki ng Banki ng Par ent Eli mi nations Tota

(Amount s in Thousands)



Net interest inconme
Provi sion for |oan |osses

Net interest incone after provision for |oan | osses
O her incone
O her expenses

Income (loss) before incone taxes
I ncome tax expense (benefit)

Net income
Aver age assets

</ Tabl e>

Tabl e 60

Net interest income
Provision for |oan |osses

Net interest incone after provision for |oan |osses
Ot her incone
O her expenses

Income (loss) before incone taxes
Income tax expense (benefit)

Net income
Aver age assets

</ Tabl e>
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NOTE 18. SUPPLEMENTAL FI NANCI AL DATA ( UNAUDI TED)

Quarterly earnings for the years ended Decenber 31,
foll ows:

Tabl e 61

$ 49, 379 $ 462 $ 315 $ 264 $ 50, 420
5,134 -- -- -- 5,134

44, 245 462 315 264 45, 286

10, 839 9, 582 16 (162) 20, 275

29, 285 8, 086 552 102 38, 025
25,799 1,958 (221) -- 27,536

7, 805 669 (72) -- 8,402

$ 17,994 $ 1,289 $ (149) $ -- $ 19, 134
$ 1,365,164 $ 45, 271 $ 128, 732 $ (252, 853) $ 1,286,314

Decenber 31, 2000

Comuni ty Mor t gage
Banki ng Banki ng Par ent El i m nations Tota
(Amount s in Thousands)

$ 45,969 $ 65 $ 339 $ 206 $ 46, 579
3, 986 -- -- -- 3, 986

41, 983 65 339 206 42,593

7,911 4, 651 -- (70) 12, 492

25,560 4,994 278 136 30, 968
24,334 (278) 61 -- 24,117

7,122 (86) 18 -- 7,054

$ 17,212  $ (192) $ 43 $ .- $ 17, 063
$ 1,124,304 3 7,024 $ 108, 133 $ (111,782) $ 1,127,679

2002 and 2001 are as

FI RST COMMUNI TY BANCSHARES,

QUARTERLY EARNI NGS SUMVARY

2002

JUNE 30

SEPT. 30

I NC.

(AMOUNTS | N THOUSANDS, EXCEPT PER SHARE DATA)



Interest incone
I nterest expense

Net interest incone
Provi sion for |oan | osses

Net interest incone after provision for |oan |osses
Ot her incone

Securities gains (losses)

O her expenses

I ncome before incone taxes
I ncome taxes

Net income
FAS147 goodwi || anortization
Net income as previously reported
Per share:
Basi c earnings
Di | ut ed
Ear ni ngs per share as previously reported
Di vi dends
Wei ght ed- aver age basi ¢ shares outstandi ng

Wei ght ed- average dil uted shares outstanding

</ Tabl e>
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Tabl e 62

I nterest income
I nterest expense

Net interest income
Provision for |oan |osses

Net interest incone after provision for |oan | osses
Ot her incone

Securities gains (losses)

O her expenses

I ncome before incone taxes
I ncone taxes

Net incone as reported
FAS142 & 147 goodwi || anortization

Adj usted net incone

Per share:

Basi c earnings and diluted

$ 24,043 % 24,179  $ 24,451  $ 23,531
9,570 9, 007 8, 440 7,991

14,473 15,172 16,011 15, 540

937 1,022 1,302 947

13,536 14, 150 14,709 14,593

5,677 4,955 4,975 4,833

177 9 22 (599)

10, 609 10, 446 10, 251 10, 963

8,781 8, 668 9, 455 7,864

2,464 2,630 2,869 2,086

6,317 6,038 6,586 % 5,778

139 142 143 *

$ 6,178 % 5,896 $ 6, 443 *
$ 0.64 $ 0.61 $ 0. 66 $ 0.58
$ 0.64 $ 0.61 $ 0. 66 $ 0.57
$ 0.62 % 0.59 $ 0. 65 $ *
$ 0.25 §$ 0.25 $ 0.25 $ 0.25
9,933 9, 945 9,928 9, 893
9,978 9,994 9,978 9, 945

FI RST COMMUNI TY BANCSHARES, | NC.
QUARTERLY EARNI NGS SUMVARY
2001

March 31 June 30 Sept. 30 Dec. 31

(Amounts in Thousands, Except Per Share Data)

$ 22,901 $ 23,135 $ 23,390 $
10, 986 10, 882 10, 580
11, 915 12, 253 12, 810
747 985 1, 282
11, 168 11, 268 11, 528
4,167 5,010 5, 333
51 (7 153
8, 953 9, 628 9,703
6, 433 6, 643 7,311
1,977 2,034 2,311
4, 456 4, 609 5, 000
458 464 468
$ 4914 $ 5073 $ 5468 $
$ 0.45 % 0.46 % 0.50 $

23, 403
9, 961



Basic & diluted earnings per share adjusted for FAS142 & 147 $ 0. 49 $ 0.51 $ 0. 55 0.56

Di vi dends $ 0.21 $ 0.21 $ 0.21 0. 26
Wei ght ed- aver age basi ¢ shares outstandi ng 9, 945 9, 948 9, 944 9, 940
Wei ght ed- aver age dil uted shares outstanding 9, 952 9,967 10, 003 9, 992
</ Tabl e>

* Goodwi Il anortization on branch acquisitions ceased October 1, 2002 in
accordance with FAS147. CGoodwi Il anortization on all other purchase business
conbi nati ons ceased on January 1, 2002
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REPORT OF | NDEPENDENT AUDI TORS

TO THE BOARD OF DI RECTORS
OF FI RST COVMMUNI TY BANCSHARES, | NC

We have audited the acconpanying consolidated bal ance sheets of First Community
Bancshares, Inc. and subsidiary as of Decenmber 31, 2002 and 2001, and the

rel ated consolidated statements of income, cash flows and changes in

stockhol ders' equity for each of the three years in the period ended Decenber
31, 2002. These consolidated financial statenents are the responsibility of the
Conpany' s managenment. Qur responsibility is to express an opinion on these
consol idated financial statements based on our audits

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and performthe audit
to obtain reasonabl e assurance about whether the consolidated financia
statements are free of material msstatement. An audit includes exam ning, on a
test basis, evidence supporting the ambunts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles
used and significant estinmtes made by managenent, as well as evaluating the
overall financial statement presentation. W believe that our audits provide a
reasonabl e basis for our opinion

I'n our opinion, the financial statements referred to above present fairly, in
all material respects, the consolidated financial position of First Comunity
Bancshares, Inc. and subsidiary at Decenber 31, 2002 and 2001, and the

consol idated results of their operations and cash flows for each of the three
years in the period ended Decenber 31, 2002, in conformty w th accounting
principles generally accepted in the United States

As discussed in Note 1 to the consolidated financial statenents, in 2002 the
Conpany changed its nethod of accounting for goodw Il as required by Financia
Accounting Standards Board Statement No. 142, Goodwill and O her Intangible
Assets, and Statenment No. 147, Acquisitions of Certain Financial Institutions

/'s/ ERNST & YOUNG LLP

Charl eston, West Virginia
January 27, 2003
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REPORT OF MANAGEMENT' S RESPONSI BI LI TI ES

The managenent of First Community Bancshares, Inc. is responsible for the
integrity of its financial statements and their preparation in accordance with
accounting principles generally accepted in the United States. To fulfill this
responsibility requires the nmintenance of a sound accounting system supported
by strong internal controls. The Conpany believes it has a high |evel of
internal control which is maintained by the recruitment and training of
qual i fied personnel, appropriate divisions of responsibility, the devel opnent
and conmuni cation of accounting and ot her procedures, and conprehensive interna
audits.

Qur independent auditors, Ernst & Young LLP, are engaged to audit, and render an
opi nion on, the fairness of our consolidated financial statements in conformty
with accounting principles generally accepted in the United States. Qur

i ndependent auditors obtain an understanding of our internal accounting contro
systenms, review selected transactions and carry out other auditing procedures
bef ore expressing their opinion on our consolidated financial statenents.



The Board of Directors has appointed an Audit Committee, conposed of outside
directors, that periodically neets with the independent auditors, bank

exam ners, managenent and internal auditors to review the work of each. The

i ndependent auditors, bank examiners and the Conpany's internal auditors have
free access to nmeet with the Audit Conmittee w thout managenent's presence.
/'s/ JOHN M MENDEZ

John M Mendez, President & Chief Executive Oficer

/'s/ KENNETH P. MULKEY

Kenneth P. Ml key, Controller

/'s/ ROBERT L. SCHUMACHER

Robert L. Schumacher, Chief Financial Oficer
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BOARD OF DI RECTORS OFFI CERS
FI RST COMMUNI TY BANCSHARES, | NC. FI RST COMMUNI TY BANCSHARES, | NC.
SAM CLARK ( Emeri tus) John M Mendez
Agent, State Farm | nsurance Presi dent and Chief Executive Oficer

Owner, Country Junction Conpany, Inc.

ROBERT L. SCHUMACHER
ALLEN T. HAWMNER Chi ef Financial Oficer
Prof essor of Chemistry, West Virginia
Wesl eyan Col | ege; Menber Executive
Committee and Chairman, Audit Conmittee ROBERT L. BUZZO
Vice President and Secretary

B. W HARVEY

Presi dent, Highlands Real Estate E. STEPHEN LILLY
Managenent, |nc.; Menber Executive Chi ef Operating Oficer
Committee and Audit Committee

KENNETH P. MJLKEY
I. NORRI' S KANTOR Controller
Partner, Katz, Kantor & Perkins,
Att orneys-at - Law

JOHN M MENDEZ

Presi dent and Chief Executive Oficer,

Fi rst Conmunity Bancshares, Inc.;
Executive Vice President, First Community
Bank, N. A.; Menber Executive Committee

A. A, MODENA

Past Executive Vice President and Secretary,
Fi rst Community Bancshares, Inc.;

Past President & Chief Executive Oficer,
The Flat Top National Bank of Bluefield;
Menber Executive Committee

ROBERT E. PERKI NSON, JR.

Past Vice President - Operations,
MAPCO Coal, Inc. - Virginia Region;
Vice Chairman, Audit Conmmittee

W LLI AM P. STAFFORD

Presi dent, Princeton Machinery Service, Inc.;
Chai rman, First Community Bancshares, Inc.;
Menber Executive Conmittee and



Audit Committee

W LLI AM P. STAFFORD, |II

Attorney-at-Law, Brewster, Mrhous,
Cameron, Mullins, Caruth, More, Kersey &
Stafford, PLLC, Menber Executive Conmittee

W W TINDER, JR

Chai rman of the Board and Chief Executive
O ficer, Tinder Enterprises, Inc.;

CEO, Tinco Leasing Corporation (Real Estate
Hol di ngs); Menber Executive Committee
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BOARD OF DI RECTORS
FI RST COMMUNI TY BANK, N. A
Tabl e 63
K. A AMVAR, JR A. A MODENA
Presi dent and Chi ef Executive Oficer, Past Executive Vice President and Secretary,
Ammar's Inc. and Magic Mart First Community Bancshares, Inc.;

Past President and Chief Executive O ficer,
The Flat Top National Bank of Bluefield

DR. JAMES P. BAILEY

Veterinarian, Veterinary Associates, Inc.

Chai rman Eneri tus, ROBERT E. PERKI NSON, JR

First Community Bank, N. A Past Vice President - Operations,
MAPCO Coal, Inc. - Virginia Region

W C. BLANKENSHI P, JR.
Agent, State Farm I nsurance CLYDE B. RATLIFF
President, Gasco Drilling, Inc.

D. L. BOALING JR
Presi dent, True Energy, Inc. RI CHARD G. RUNDLE
Attorney-at-Law, Rundle and Rundle, LC

JUANI TA G BRYAN
Homenmaker W LLI AM P. STAFFORD
President, Princeton Machinery Service, Inc.

ROBERT L. BUZzZO

Vice President and Secretary, W LLI AM P. STAFFORD, |1

First Community Bancshares, Inc. Attorney at Law, Brewster,

President, First Community Bank, N. A Mor hous, Caneron, Millins, Caruth, Moore,
Kersey & Stafford, PLLC

SAM CLARK

Agent, State Farm | nsurance W W TINDER, JR

Owner, Country Junction Conpany, Inc. Chai rman and Chi ef Executive Oficer,

Ti nder Enterprises, Inc.

C. WLLIAM DAVI S
Attorney-at-Law, Richardson & Davis DALE F. WOODY
President, Wbody Lunber Conpany

ALLEN T. HAMNER, PH.D.
Prof essor of Chenmistry,
West Virginia Wesl eyan Col | ege

B. W HARVEY

Presi dent, Highlands Real Estate
Managenent, Inc.; Chairman, First
Communi ty Bank, N. A



I. NORRI'S KANTOR
Partner, Katz, Kantor & Perkins,
Attorneys-at - Law

JOHN M MENDEZ

Presi dent and Chief Executive Oficer,

First

Communi ty Bancshares, Inc.; Executive Vice

President, First Community Bank, N. A

</ Tabl e>

LOCATIONS & Ot her I nformation

First Community Bank, N. A

Tabl e 64

1001 Mercer Street

Princeton, West Virginia

24740- 5939

(304) 487-9000 or (304) 327-5175
Pine Plaza Branch (304) 431-2225

211 Federal Street

Bl uefield, West Virginia 24701-0950
(304) 325-7151

Mercer Mall Branch (304) 327-0431

Bl ue Prince Road, Green Valley
Bl uefield, West Virginia 24701-6160
(304) 325-3641

Hi ghway 52
Bl uefield, West Virginia 24701-3068
(304) 589-3301

101 Vermillion Street
At hens, West Virginia 24712
(304) 384-9010

Corner of Bank & Cedar Streets
Pineville, West Virginia 24874-0249
(304) 732-7011

East Pineville Branch

(304) 732-7011

Mul | ens Shoppi ng Pl aza

Route 54

Mil | ens, West Virginia 25882
(304) 294-0700

Rout e 10, Cook Parkway
Oceana, West Virginia 24870- 1680
(304) 682-8244

2 West Main Street
Buckhannon, West Virginia 26201-0280
(304) 472-1112

100 Market Street
Man, West Virginia 25635
(304) 583-6525

Corner of Main & Latrobe Streets
Grafton, West Virginia 26354-0278
(304) 265-1111

7

Mai n Street
Rowl esburg, West Virginia 26425
(304) 454-2431

16 West Main Street
Ri chwood, West Virginia 26261
(304) 846-2641

Rai |l road and Wite Avenue
Ri chwood, West Virginia 26261
(304) 846-2641

874 Broad Street
Summersville, West Virginia 26651
(304) 872-4402

Route 20 & Wl lianms River Road
Cowen, West Virginia 26206
(304) 226-5924

Route 55, Red Gak Pl aza
Craigsville, West Virginia 26205
(304) 742-5101

111 Citizens Drive
Beckl ey, West Virginia 25801-2970
(304) 252-9400

50 Brookshire Lane
Beckl ey, West Virginia 25801-6765
(304) 254-9041

119 Main Street
Greenville, West Virginia 24945
(304) 832-6265

298 Stokes Drive
Hi nton, West Virginia 25951
(304) 466-5502

U. S. 219 North
Li ndsi de, West Virginia 24951
(304) 753-4311

101 Sanders Lane
Bl uefield, Virginia 24605
(276) 322-5487

643 E. Riverside Drive
Tazewel |, Virginia 24651

302 Washi ngton Square
Ri chl ands, Virginia 24641
(276) 964- 7454

Chase Street & Alley 7
Clintwood, Virginia 24228
(276) 926-4671

747 Fort Chiswell Road
Max Meadows, Virginia 24360
(276) 637-3122

8044 Main Street
Pound, Virginia 24279
(276) 796-5431

910 East Main Street
Wt heville, Virginia 24382
(276) 228-1901

431 South Main Street
Enporia, Virginia 23847-2313
(434) 634-8866

4677 Main Street
Drakes Branch, Virginia 23937
(434) 568-3301

125 West Atlantic Street
Enmporia, Virginia 23847
(434) 634-6555

511 Main Street
Clifton Forge, Virginia 24422
(540) 862-4251

101 Brookfall Dairy Road
El kin, North Carolina 28621
(336) 835-2265

5519 Mountain Vi ew Road
Hays, North Carolina 28635
(336) 696-2265

57 N. Main Street
Sparta, North Carolina 28675
(336) 372-2265

150 N. Center Street
Tayl orsville, North Carolina 28681



216 Lincoln Street

Grafton, West Virginia 26354-1442
(304) 265-5111

</ Tabl e>

(276) 988-5577
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Tabl e 65

Subsi di aries of First Community Bank, N. A

UNI TED FI RST MORTGAGE, | NC.

(A WHOLLY OWNED SUBSI DI ARY OF FI RST COMMUNI TY BANK, N. A.)
1503 Santa Rosa Road, Suite 109

P. O Box K-177

Ri chmond, Virginia 23288

(804) 282-5631

STONE CAPI TAL MANAGEMENT, | NC.
(A WHOLLY OWNED SUBSI DI ARY OF FI RST COVMMUNI TY BANK, N. A.)
207 Brookshire Lane

Beckl ey, West Virginia 25801
(304) 256-3982

</ Tabl e>
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(FI' RST COMMUNI TY BANCSHARES, | NC. LOGO

First Comunity Bancshares, Inc.
One Community Pl ace

Bl uefield, VA 24605

276- 326- 9000

www. f cbi nc. com

Section 7: EX-23.A (EXHIBIT 23.A)

(828) 632-2265

Fi nanci al Information

CORPORATE HEADQUARTERS

One Community Pl ace

P. O Box 989

Bl uefield, Virginia 24605-0989
(276) 326-9000

(276) 326-9010 Fax

STOCK REG STRAR AND TRANSFER AGENT
Regi strar and Transfer Conpany

10 Commerce Drive

Cranford, New Jersey 07016-3572
(800) 368-5948

FORM 10- K

The Annual Report on Form 10-K, filed with the Securities and
Exchange Commission, is available to sharehol ders upon request

to the Chief Financial Oficer of First Community Bancshares, Inc.
or through the Conpany's website |isted bel ow

FI NANCI AL CONTACT

Robert L. Schumacher

Chi ef Financial Oficer

First Community Bancshares, Inc.
P. O Box 989

Bl uefield, Virginia 24605-0989
Phone: (276) 326-9000

| NTERNET ACCESS
Website: www. fcbinc.com

E-mail: ir@chbinc.com
Website: www. f cbresource. com
E-mai |l : marketing@ cbhi nc. com



EXH BIT 23 (a)
Consent of |ndependent Auditors

We consent to the incorporation by reference in this Annual Report (Form 10-K)
of First Comunity Bancshares, Inc. of our report dated January 27, 2003,
included in the 2002 Annual Report to Shareholders of First Comunity
Bancshares, |nc.

We al so consent to the incorporation by reference in the Registration Statenents
(Form S-8, No. 333-63865, Form S-8, No. 333-31338 and Form S-8, No. 333-75222)
pertaining to the Enpl oyee Stock Ownership and Savings Plan, the 1999 Stock
Option Plan and the 2001 Directors Stock Option Plan, respectively, of First
Communi ty Bancshares, Inc. of our report dated January 27, 2003, with respect to
the consolidated financial statenents of First Community Bancshares, I|nc.
incorporated by reference in its Annual Report on Form 10-K for the year ended
Decenber 31, 2002.

/'s/ Ernst & Young LLP

Charl eston, West Virginia
March 21, 2003



