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Title of each class Name of exchange on which registered
Common Stock, $1.00 par value NASDAQ Global Select
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. ~ Yes x No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. = Yes x No

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). x Yes ~ No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of the registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer “ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). ~ Yes x No

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

Approximately $196.39 million based on the closing sales price at June 30, 2012.
Indicate the number of shares outstanding of each of the registrant s classes of Common Stock, as of the latest practicable date.

Class Common Stock, $1.00 Par Value; 20,047,484 shares outstanding as of February 27, 2013.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the annual meeting of shareholders to be held on April 30, 2013, are incorporated by reference in Part III of
this Form 10-K.
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PART I

ITEM 1. Business.
Corporate Overview

First Community Bancshares, Inc. (the Company ) is a financial holding company incorporated in 1997 under the laws of the State of Nevada and
founded in 1989. The Company serves as the holding company for First Community Bank (the Bank ), which is a Virginia-chartered banking
institution founded in 1874. The Company also owns Greenpoint Insurance Group, Inc. ( Greenpoint ), a full-service insurance agency. The Bank
is the parent of First Community Wealth Management, a registered investment advisory firm that offers wealth management and investment

advice. The Company is the Common Stockholder of FCBI Capital Trust, which was created in October 2003 to issue trust preferred securities

to raise capital for the Company.

The Company s banking operations are expected to remain the principal business and major source of revenue for the Company. The Company

also considers and evaluates options for growth and expansion of the existing subsidiary banking operations. During 2012, the Company

completed the acquisitions of Peoples Bank of Virginia ( Peoples ) and Waccamaw Bank ( Waccamaw ). Additional information regarding recent
acquisitions can be found in Note 2 Business Combinations and Branching Activity of the Notes to Consolidated Financial Statements in Item 8
herein. Although the Company is a corporate entity, legally separate and distinct from its affiliates, bank holding companies, such as the

Company, are required to act as a source of financial strength for their subsidiary banks. The principal source of the Company s income is
dividends from the Bank. Dividend payments by the Bank are determined in relation to earnings, asset growth, and capital position and are

subject to certain restrictions by regulatory agencies as described more fully under Regulation and Supervision The Bank of this item.

The Company s principal executive offices are located at One Community Place, Bluefield, Virginia 24605 and its telephone number is
(276) 326-9000.

Business Overview

Through its subsidiaries, the Company offers commercial and consumer banking services and products, as well as wealth management and
insurance services. Those products and services include the following:

demand deposit accounts, savings and money market accounts, certificates of deposit, and individual retirement arrangements,

commercial, consumer, real estate mortgage loans, and lines of credit,

various debit card and automated teller machine card services,

corporate and personal trust services,

investment management services, and

life, health, and property and casualty insurance products.
The Company provides financial services and conducts banking operations within the states of Virginia, West Virginia, North Carolina, South
Carolina, and Tennessee. The Company serves a diverse customer base consisting of individual consumers and a wide variety of industries,
including, among others, manufacturing, mining, services, construction, retail, healthcare, military and transportation. The Company is not
dependent upon any single industry or customer. The Company had total consolidated assets of $2.73 billion at December 31, 2012, and
conducts its banking operations through 72 locations.
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Operating Segment

The Company operates in one business segment, Community Banking. The Community Banking segment consists of all operations, including
commercial and consumer banking, lending activities, wealth management,

Table of Contents



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

Table of Conten

and insurance services. Prior to March 31, 2012, insurance services were reported as a separate operating segment. During the first quarter of

2012, management determined, in accordance with Financial Accounting Standards Board ( FASB ) Accounting Standards Codification ( ASC )
280-10-50, that the Insurance Services segment no longer met the quantitative requirements for disclosure due to the sale of certain agencies

during the third quarter of 2011. The operations of the Insurance Services segment were reasonably similar to the Community Banking segment;
therefore, the two segments have been aggregated for disclosure purposes in the consolidated financial statements. Prior periods have been

restated to reflect the Company s one operating segment, Community Banking. The Company s consolidated operating revenues, consolidated
income or loss from operations, and total assets are hereby incorporated by reference from Item 6 of this Annual Report on Form 10-K.

Competition

There is significant competition among banks in the Company s market areas. The Company also competes with other providers of financial
services, such as thrifts, savings and loan associations, credit unions, consumer finance companies, securities firms, insurance companies,
insurance agencies, commercial finance and leasing companies, full service brokerage firms, and discount brokerage firms. The Company faces
substantial competition for deposits and loans throughout its market areas. The primary factors in competing for deposits are interest rates,
personalized services, the quality and range of financial services, convenience of office locations, automated services and office hours.
Competition for deposits comes primarily from other commercial banks, savings institutions, credit unions, mutual funds and other investment
alternatives. The primary factors in competing for commercial and business loans are interest rates, loan origination fees, the quality and range
of lending services and personalized service. Competition for origination of mortgage loans comes primarily from savings institutions, mortgage
banking firms, mortgage brokers, other commercial banks and insurance companies. Factors which affect competition include the general and
local economic conditions, current interest rate levels and volatility in the mortgage markets. Some of the Company s competitors have greater
resources and, as such, may have higher lending limits and may offer other services that are not provided by the Company. Competition could
intensify in the future as a result of industry consolidation, the increasing availability of products and services from non-banks, greater
technological developments in the industry, and banking regulatory reform. See Management s Discussion and Analysis of Financial Condition
and Results of Operations Executive Overview Competition in Item 7 herein.

Employees

The Company and its subsidiaries employed 760 full-time equivalent employees at December 31, 2012. Management considers employee
relations to be excellent.

Regulation and Supervision
General

The supervision and regulation of the Company and its subsidiaries by applicable federal and state banking agencies is intended primarily for the
protection of depositors, the Deposit Insurance Fund ( DIF ) of the Federal Deposit Insurance Corporation ( FDIC ), and the banking system as a
whole, and not for the protection of stockholders or creditors. The banking agencies have broad enforcement power over bank holding

companies and banks, including the power to impose substantial fines and other penalties for violations of laws and regulations.

The following description summarizes some of the laws to which the Company and the Bank are subject. References in the following description
to applicable statutes and regulations are brief summaries of these statutes and regulations, do not purport to be complete, and are qualified in
their entirety by reference to such statutes and regulations. A change in statutes, regulations or regulatory policies applicable to the Company
and its subsidiaries could have a material effect on the business of the Company.
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On July 21, 2010, sweeping financial regulatory reform legislation entitled the Dodd-Frank Act was signed into law. The Dodd-Frank Act
implements far-reaching changes across the financial regulatory landscape, including provisions that, among other things:

Centralizes responsibility for consumer financial protection by creating a new agency, the Consumer Financial Protection Bureau (the
CFPB ), responsible for implementing, examining and enforcing compliance with federal consumer financial laws.

Requires financial holding companies, such as our Company, to be well capitalized and well managed as of July 21, 2011. Bank holding
companies and banks must also be well capitalized and well managed to engage in interstate bank acquisitions.

Imposes comprehensive regulation of the over-the-counter derivatives market, which would include certain provisions that would
effectively prohibit insured depository institutions from conducting certain derivatives businesses in the institutions themselves.

Implements corporate governance revisions, including with regard to executive compensation and proxy access by shareholders.

Makes permanent the $250 thousand limit for federal deposit insurance.

Repeals the federal prohibitions on the payment of interest on demand deposits, thereby permitting depository institutions to pay interest
on business transaction and other accounts.

Amends the Electronic Fund Transfer Act to, among other things, give the Board of Governors of the Federal Reserve System (the Federal
Reserve Board ) the authority to establish rules regarding interchange fees charged for electronic debit transactions by payment card issuers
having assets over $10 billion and enforces a new statutory requirement that such fees be reasonable and proportional to the actual cost of

a transaction to the issuer.

Increases the authority of the Federal Reserve Board to examine bank holding companies, such as our Company, and their nonbank

subsidiaries.
Another section of the Dodd-Frank Act, the Mortgage Reform and Anti-Predatory Lending Act (the Mortgage Reform Act ), contains new
underwriting and servicing standards for the mortgage industry, as well as restrictions on compensation for mortgage originators. In addition, the
Mortgage Reform Act grants broad discretionary regulatory authority to the CFPB to prohibit or condition terms, acts, or practices relating to
residential mortgage loans that the CFPB finds abusive, unfair, deceptive, or predatory, as well as to take other actions that the CFPB finds are
necessary or proper to ensure that responsible affordable mortgage credit remains available to consumers. The Dodd-Frank Act also contains
laws affecting the securitization of mortgages, and other assets, with requirements for risk retention by securitizers and requirements for
regulating credit rating agencies. Many aspects of the Dodd-Frank Act continue to be subject to rulemaking and will take effect over several
years, making it difficult to anticipate the overall financial impact on our Company, our customers, or the general financial industry. Provisions
in the legislation that affect deposit insurance assessments, payment of interest on demand deposits, and interchange fees could increase costs
associated with deposits, as well as place limitations on certain revenues those deposits may generate.

The Company

The Company is a financial holding company pursuant to the Gramm-Leach-Bliley Act (the GLB Act ) and a bank holding company registered
under the Bank Holding Company Act of 1956, as amended (the BHCA ). Accordingly, the Company is subject to supervision, regulation and
examination by the Federal Reserve Board. The BHCA, the GLB Act, and other federal laws subject financial and bank holding companies to
particular restrictions on the types of activities in which they may engage and to a range of supervisory requirements and activities, including
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provides for umbrella regulation of financial holding companies, such as the Company, by the Federal Reserve Board, and for functional
regulation of banking activities by bank regulators, securities activities by securities regulators, and insurance activities by insurance regulators.

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

Under Federal Reserve Board policy, a bank holding company is expected to act as a source of financial strength to each of its banking
subsidiaries and commit resources to their support. The Dodd-Frank Act codified this policy as a statutory requirement. Under this requirement,
the Company is expected to commit resources to support the Bank, including at times when the Company may not be in a financial position to
provide such resources. As discussed below, a bank holding company in certain circumstances could be required to guarantee the capital plan of
an undercapitalized banking subsidiary.

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

Notwithstanding the foregoing, the GLB Act eliminated the barriers to affiliations among banks, securities firms, insurance companies and other
financial service providers and permits bank holding companies to become financial holding companies and thereby affiliate with securities
firms and insurance companies and engage in other activities that are financial in nature. The GLB Act defines financial in nature to include
securities underwriting, dealing and market making; sponsoring mutual funds and investment companies; insurance underwriting and agency;
merchant banking activities and activities that the Federal Reserve Board has determined to be closely related to banking. No regulatory
approval is generally required for a financial holding company to acquire a company, other than a bank or savings association, engaged in
activities that are financial in nature or incidental to activities that are financial in nature, as determined by the Federal Reserve Board.

Under the GLB Act, a bank holding company may become a financial holding company by filing a declaration with the Federal Reserve Board if
each of its subsidiary banks is well capitalized under the Federal Deposit Insurance Corporation Improvement Act of 1991 prompt corrective
action provisions, is well managed and has at least a satisfactory rating under the Community Reinvestment Act of 1977. The Company elected
financial holding company status in December 2006. Beginning in July 2011, the Company s financial holding company status also depends

upon it maintaining its status as well capitalized and well managed under applicable Federal Reserve Board regulations. If a financial holding
company ceases to meet these requirements, the Federal Reserve Board may impose corrective capital and/or managerial requirements on the
financial holding company and place limitations on its ability to conduct the broader financial activities permissible for financial holding
companies. In addition, the Federal Reserve Board may require divestiture of the holding company s depository institutions if the deficiencies
persist.

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

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

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

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

Under both guidelines, Tier 1 capital is defined to include: common shareholders equity (including retained earnings), qualifying noncumulative
perpetual preferred stock and related surplus, qualifying cumulative perpetual preferred stock and related surplus, minority interests in the equity
accounts of consolidated subsidiaries (limited to a maximum of 25% of Tier 1 capital), and certain trust preferred securities. The Dodd-Frank

Act excludes trust preferred securities issued after May 19, 2010, from being included in Tier 1 capital, unless the issuing company is a bank
holding company with less than $500 million in total assets. Trust preferred securities issued prior to that date will continue to count as Tier 1
capital for bank holding companies with less than $15 billion in total assets, such as the Company. Goodwill and most intangible assets are
deducted from Tier 1 capital. For purposes of the total risk-based capital guidelines, Tier 2 capital (sometimes referred to as supplementary
capital ) is defined to include, subject to limitations: perpetual preferred stock not included in Tier 1 capital, intermediate-term preferred stock
and any related surplus, certain hybrid capital instruments, perpetual debt and mandatory convertible debt securities, allowances for loan and
lease losses, and intermediate-term subordinated debt instruments. The maximum amount of qualifying Tier 2 capital is 100% of qualifying Tier

1 capital. For purposes of the total capital guideline, total capital equals Tier 1 capital, plus qualifying Tier 2 capital, minus investments in
unconsolidated subsidiaries, reciprocal holdings of bank holding company capital securities, and deferred tax assets and other deductions. The
Federal Reserve Board s current capital adequacy guidelines require that a bank holding company maintain a Tier 1 risk-based capital ratio of at
least 4.0% and a total risk-based capital ratio of at least 8.0%. At December 31, 2012, the Company s ratio of Tier 1 capital to total risk-weighted
assets was 15.44% and its ratio of total capital to risk-weighted assets was 16.70%.

In addition to the risk-based capital guidelines, the Federal Reserve Board uses a leverage ratio as an additional tool to evaluate the capital
adequacy of bank holding companies. The leverage ratio is a company s Tier 1 capital divided by its average total consolidated assets. Certain
highly rated bank holding companies may maintain a minimum leverage ratio of 3.0%, but other bank holding companies are required to
maintain a leverage ratio of 4.0% or more, depending on their overall condition. At December 31, 2012, the Company s leverage ratio was
9.96%.

The federal banking agencies risk-based and leverage ratios are minimum supervisory ratios generally applicable to banking organizations that
meet certain specified criteria, assuming that they have the highest regulatory rating. Banking organizations not meeting these criteria are
expected to operate with capital positions well above the minimum ratios. The federal bank regulatory agencies may set capital requirements for
a particular banking organization that are higher than the minimum ratios when circumstances warrant. Federal
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Reserve Board guidelines also provide that banking organizations experiencing internal growth or making acquisitions will be expected to
maintain strong capital positions substantially above the minimum supervisory levels, without significant reliance on intangible assets.

The current risk-based capital guidelines that apply to the Company and the Bank are based on the 1988 capital accord of the International Basel
Committee on Banking Supervision, a committee of central banks and bank supervisors, as implemented by the Federal Reserve Board. On

June 7, 2012, the federal bank regulatory agencies issued a series of proposed rules that would revise their risk-based and leverage capital
requirements and their method for calculating risk-weighted assets to make them consistent with the agreements that were reached by the Basel
Committee on Banking Supervision in Basel III: A Global Regulatory Framework for More Resilient Banks and Banking Systems ( Basel Il )
and certain provisions of the Dodd-Frank Act. The proposed rules would apply to all depository institutions, top-tier bank holding companies

with total consolidated assets of $500 million or more, and top-tier savings and loan holding companies ( banking organizations ). Among other
things, the proposed rules establish a new common equity Tier 1 minimum capital requirement of 4.5% and a higher minimum Tier 1 capital
requirement of 6.0% and assign higher risk weightings (150%) to exposures that are more than 90 days past due or are on nonaccrual status and
certain commercial real estate facilities that finance the acquisition, development or construction of real property. Additionally, the U.S.
implementation of Basel III contemplates that, for banking organizations with less than $15 billion in assets, the ability to treat trust preferred
securities as Tier 1 capital would be phased out over a ten-year period. The proposed rules also required unrealized gains and losses on certain
securities holdings to be included for purposes of calculating regulatory capital requirements. The proposed rules limit a banking organization s
capital distributions and certain discretionary bonus payments if the banking organization does not hold a capital conservation buffer consisting
of a specified amount of common equity Tier 1 capital in addition to the amount necessary to meet its minimum risk-based capital requirements.
The proposed rules indicated that the final rule would become effective on January 1, 2013, and the changes set forth in the final rules will be
phased in from January 1, 2013 through January 1, 2019. However, the agencies have recently indicated that, due to the volume of public
comments received, the final rule would not be in effect on January 1, 2013.

When fully phased in on January 1, 2019, Basel III requires banks to maintain the following new standards and introduces a new capital measure
Common Equity Tier 1, or CET1 . Basel Il increases the CET1 to risk-weighted assets to 4.5%, and introduces a capital conservation buffer of

an additional 2.5% of common equity to risk-weighted assets, raising the target CET1 to risk-weighted assets ratio to 7%. It requires banks to

maintain a minimum ratio of Tier 1 capital to risk weighted assets of at least 6.0%, plus the capital conservation buffer effectively resulting in a

Tier 1 capital ratio of 8.5%. Basel Il increases the minimum total capital ratio to 8.0% plus the capital conservation buffer, increasing the

minimum total capital ratio to 10.5%. Basel III also introduces a non-risk adjusted Tier 1 leverage ratio of 3%, based on a measure of total

exposure rather than total assets, and new liquidity standards.

Failure to meet statutorily mandated capital guidelines or more restrictive ratios separately established for a financial institution could subject the
Bank or the Company to a variety of enforcement remedies, including issuance of a capital directive, the termination of deposit insurance by the
FDIC, a prohibition on accepting or renewing brokered deposits, limitations on the rates of interest that the institution may pay on its deposits
and other restrictions on its business. As described above, significant additional restrictions can be imposed on the Bank if it would fail to meet
applicable capital requirements.

Acquisitions by Bank Holding Companies. The BHCA requires every bank holding company to obtain the prior approval of the Federal Reserve
Board before it may acquire all or substantially all of the assets of any bank, or ownership or control of any voting shares of any bank, if after
such acquisition it would own or control, directly or indirectly, more than 5% of the voting shares of such bank. In approving bank acquisitions
by bank holding companies, the Federal Reserve Board is required to consider the financial and managerial resources and future prospects of the
bank holding company and the banks concerned, the convenience and needs of the communities to be served, and various competitive factors.
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Incentive Compensation. In June 2010, the Federal Reserve Board, the OCC and the FDIC issued their final guidance on incentive compensation
policies intended to ensure that the incentive compensation policies of banking organizations do not undermine the safety and soundness of such
organizations by encouraging excessive risk taking. The final guidance, which covers all employees that have the ability to materially affect the
risk profile of an organization, is based upon the key principles that a banking organization s incentive compensation arrangements should

(i) provide incentives that do not encourage risk taking beyond the organization s ability to effectively identify and manage risks, (ii) be
compatible with effective internal controls and risk management, and (iii) be supported by strong corporate governance, including active and
effective oversight by the organization s board of directors. The Federal Reserve Board indicated that all banking organizations are to evaluate
their incentive compensation arrangements and related risk management, controls, and corporate governance processes and immediately address
deficiencies in these arrangements or processes that are inconsistent with safety and soundness.

The Federal Reserve Board will review, as part of the regular, risk-focused examination process, the incentive compensation arrangements of
banking organizations, such as the Company, that are not large, complex banking organizations. These reviews will be tailored to each
organization based on the scope and complexity of the organization s activities and the prevalence of incentive compensation arrangements. The
findings of the supervisory initiatives will be included in reports of examination. Deficiencies will be incorporated into the organization s
supervisory ratings, which can affect the organization s ability to make acquisitions and take other actions. Enforcement actions may be taken
against a banking organization if its incentive compensation arrangements, or related risk management control or governance processes, pose a
risk to the organization s safety and soundness and the organization is not taking prompt and effective measures to correct the deficiencies.

In February 2011, the Federal Reserve Board, the OCC and the FDIC approved a joint proposed rulemaking to implement Section 956 of the
Dodd-Frank Act, which prohibits incentive-based compensation arrangements that encourage inappropriate risk taking by covered financial
institutions and are deemed to be excessive, or that may lead to material losses.

The scope and content of the U.S. banking regulators policies on executive compensation are continuing to develop and are likely to continue
evolving in the near future. It cannot be determined at this time whether compliance with such policies will adversely affect the Company s
ability to hire, retain and motivate its key employees.

The Bank

The Bank is a Virginia state-chartered bank supervised and regulated by the Virginia Bureau of Financial Institutions (the Virginia Bureau ) and
as a member of the Federal Reserve, the Bank s primary federal regulator is the Federal Reserve Bank of Richmond ( FRB ), both of which are
based in the Company s home state of Virginia. The regulations of these agencies govern most aspects of the Bank s business, including required
reserves against deposits, loans, investments, mergers and acquisitions, borrowing, dividends and location and number of branch offices.

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

Affiliate transactions are also subject to Section 23B of the Federal Reserve Act which generally requires that certain transactions between the
Bank and its affiliates be on terms substantially the same, or at least as favorable to the Bank, as those prevailing at the time for comparable
transactions with or involving other non-affiliated persons. The Federal Reserve Board has issued Regulation W which codifies prior regulations
under Sections 23A and 23B of the Federal Reserve Act and interpretive guidance with respect to affiliate transactions.
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The Dodd-Frank Act generally enhances the restrictions on transactions with affiliates under Sections 23A and 23B of the Federal Reserve Act,
including an expansion of the definition of covered transactions and an increase in the amount of time for which collateral requirements
regarding covered credit transactions must be satisfied. Insider transaction limitations are expanded through the strengthening of loan restrictions
to insiders and the expansion of the types of transactions subject to the various limits, including derivatives transactions, repurchase agreements,
reverse repurchase agreements and securities lending or borrowing transactions. Restrictions are also placed on certain asset sales to and from an
insider to an institution, including requirements that such sales be on market terms and, in certain circumstances, approved by the institution s
board of directors.

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

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

Capital adequacy requirements applicable to insured depository institutions serve to limit the amount of dividends that may be paid by the Bank.
Under federal law, the Bank cannot pay a dividend if, after paying the dividend, it will be classified as undercapitalized. Further, prior approval
of the Federal Reserve Board is required if cash dividends declared in any given year exceed the total of the Bank s net profits for such year, plus
its retained profits for the preceding two years. Virginia law also imposes restrictions on the ability of Virginia-chartered banks to pay dividends
if such dividends would impair a bank s paid-in capital. The payment of dividends by the Bank may also be limited by other factors, such as
requirements to maintain capital above regulatory guidelines. The Virginia Bureau and the Federal Reserve Board have the general authority to
limit dividends paid by the Bank if such payments are deemed to constitute an unsafe and unsound practice.

Because the Company is a legal entity separate and distinct from its subsidiaries, its right to participate in the distribution of assets of any
subsidiary upon the subsidiary s liquidation or reorganization will be subject to the prior claims of the subsidiary s creditors. In the event of
liquidation or other resolution of an insured depository institution, such as the Bank, the claims of depositors and other general or subordinated
creditors are entitled to a priority of payment over the claims of holders of any obligation of the institution to its shareholders, including any
depository institution holding company or any shareholder or creditor thereof.

Examinations. Under the Federal Deposit Insurance Corporation Improvement Act, all insured institutions must undergo regular on-site
examination by their appropriate banking agency and such agency may assess 