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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarter ended June 30, 2009
Commission file number 000-19297
FIRST COMMUNITY BANCSHARES, INC.
(Exact name of registrant as specified in its charter)

Nevada 55-0694814
(State or other jurisdiction of incorporation) (IRS Employer Identification No.)
P.O. Box 989
Bluefield, Virginia 24605-0989
(Address of principal executive offices) (Zip Code)

(276) 326-9000
(Registrant s telephone number, including area code)
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.

b Yes o 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
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

0 Yes o No

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 filero  Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

o Yes p No

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable
date.

Class Common Stock, $1.00 Par Value; 17,698,892 shares outstanding as of July 31, 2009
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PART I. ITEM 1. Financial Statements

FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS

(Dollars in Thousands, Except Per Share Data)
Assets

Cash and due from banks

Interest-bearing balances with banks

Total cash and cash equivalents

Securities available-for-sale

Securities held-to-maturity

Loans held for sale

Loans held for investment, net of unearned income
Less allowance for loan losses

Net loans held for investment
Premises and equipment

Other real estate owned

Interest receivable

Goodwill and other intangible assets
Other assets

Total Assets

Liabilities
Deposits:
Noninterest-bearing
Interest-bearing

Total Deposits
Interest, taxes and other liabilities
Securities sold under agreements to repurchase

FHLB borrowings and other indebtedness

Total Liabilities

Stockholders Equity

Preferred stock, par value undesignated; 1,000,000 shares authorized; 41,500

issued at June 30, 2009, and December 31, 2008.

Common stock, $1 par value; 25,000,000 shares authorized; 17,341,234 shares
issued at June 30, 2009, and 12,051,234 issued December 31, 2008, including
431,642 and 483,785 shares in treasury, respectively

Additional paid-in capital

Table of Contents

June 30,
2009
(Unaudited)

$ 116,095
28,354

144,449
521,879
7,725
802
1,269,443
16,678

1,252,765
55,193
3,615
8,935
89,534
118,313

$ 2,203,210

$ 202,543
1,344,815

1,547,358
27,630
153,804
190,863

1,919,655

40,525

17,341
183,955

$

$

December
31,
2008*

39,310
7,129

46,439
520,723
8,670
1,024
1,298,159
15,978

1,282,181
55,024
1,326
10,084
89,612
118,231

2,133,314

199,712
1,304,046

1,503,758
27,423
165,914
215,877

1,912,972

40,419

12,051
128,526

5
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Retained earnings 116,997 107,231
Treasury stock, at cost (13,712) (15,368)
Accumulated other comprehensive loss (61,551) (52,517)
Total Stockholders Equity 283,555 220,342
Total Liabilities and Stockholders Equity $ 2,203,210 $ 2,133,314

*  Derived from

audited financial
statements.
See Notes to Consolidated Financial Statements.
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(Dollars In Thousands, Except Per Share Data)
Interest Income

Interest and fees on loans held for investment
Interest on securities-taxable

Interest on securities-nontaxable

Interest on federal funds sold and deposits

Total interest income
Interest Expense
Interest on deposits
Interest on borrowings

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Noninterest Income

Wealth management income

Service charges on deposit accounts

Other service charges and fees

Insurance commissions

Total impairment losses on securities

Portion of loss recognized in other comprehensive
income

Net impairment losses recognized in earnings
Security gains
Other operating income

Total non-interest income

Noninterest Expense

Salaries and employee benefits
Occupancy expense of bank premises
Furniture and equipment expense
Amortization of intangible assets
FHLB debt prepayment fees

FDIC premiums and assessments
Other operating expense

Total noninterest expense

Table of Contents

$

Three Months Ended
June 30,
2009 2008
19,571 $ 19,891
5,177 5,467
1,402 2,004
39 71
26,189 27,433
7,076 7,118
2,792 3,690
9,868 10,808
16,321 16,625
2,552 937
13,769 15,688
1,133 1,098
3,491 3,463
1,133 1,064
1,639 1,146
(25,169)
21,393
(3,776)
1,653 150
349 803
5,622 7,724
7,405 7,580
1,333 1,256
892 973
244 158
88
1,287 39
4,894 4,753
16,143 14,759

$

Six Months Ended
June 30,

2009 2008
39,555  $ 41,128
10,341 11,534

3,078 4,067
78 251
53,052 56,980
14,643 15,859
5,655 8,136
20,298 23,995
32,754 32,985
4,639 1,260
28,115 31,725
2,117 1,997
6,648 6,562
2,311 2,185
3,956 2,490
(25,378)
21,393
(3,985)
2,064 1,970
935 1,661
14,046 16,865
15,271 15,370
2,936 2,420
1,830 1,874
489 318
88 1,647
1,475 79
9,248 9,334
31,337 31,042
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Income before income taxes 3,248 8,053 10,824 17,548
Income tax expense 843 2,415 3,189 4,998
Net income 2,405 6,238 7,635 12,550
Dividends on preferred stock 578 1,149
Net income available to common shareholders $ 1,827  $ 6,238 $ 6,438 $ 12,550
Basic earnings per common share $ 0.14 $ 057 $ 053 $ 1.14
Diluted earnings per common share $ 0.14 $ 056 $ 053 $ 1.13
Dividends declared per common share $ 020 $ 028 $ 020 $ 0.56
Weighted average basic shares outstanding 12,696,202 10,992,301 12,135,103 11,011,116
Weighted average diluted shares outstanding 12,741,080 11,073,440 12,181,843 11,091,714
See Notes to Consolidated Financial Statements

-4 -
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Six Months Ended
June 30,

(In Thousands) 2009 2008
Operating activities:
Net Income $ 7,635 $ 12,550
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 4,639 1,260
Depreciation and amortization of premises and equipment 2,189 1,855
Intangible amortization 489 318
Net investment amortization and accretion 768 (526)
Net gain on the sale of assets (2,154) (1,929)
Mortgage loans originated for sale (18,422) (22,964)
Proceeds from sales of mortgage loans 18,685 22,376
Gain on sales of loans 41 (123)
Deferred income tax benefit (588) (330)
Decrease in interest receivable 1,148 2,473
Non-cash other-than-temporary impairment charge 3,985
Other operating activities, net (25) (118)
Net cash provided by operating activities 18,308 14,842
Investing activities:
Proceeds from sales of securities available-for-sale 89,827 73,731
Proceeds from maturities and calls of securities available-for-sale 28,051 54,521
Proceeds from maturities and calls of securities held-to-maturity 946 1,578
Purchase of securities available-for-sale (125,496) (97,491)
Net decrease in loans held for investment 22,375 43,740
Proceeds from the redemption of FHLB stock 351
Proceeds from sales of equipment 188
Purchase of premises and equipment (2,393) (3,549)
Net cash provided by investing activities 13,849 72,530
Financing activities:
Net increase in demand and savings deposits 15,477 4,139
Net increase (decrease) in time deposits 28,123 (58,175)
Net decrease in federal funds purchased 48,000
Net (decrease) increase in securities sold under agreement to repurchase (12,110) 8,183
Net decrease in FHLB and other borrowings (25,014) (75,054)
FHLB debt prepayment fees (88) (1,647)
Net proceeds from the issuance of common stock 61,668
Proceeds from the exercise of stock options 97
Excess tax benefit from stock-based compensation 22
Acquisition of treasury stock 4,112)

Table of Contents
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Preferred dividends paid
Common dividends paid

Net cash (used in) provided by financing activities

Increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental information Noncash items

Transfer of loans to other real estate

Cumulative effect adjustment of FAS 115-2, net of tax
See Notes to Consolidated Financial Statements.

(1,043)
(1,160)

65,853

98,010
46,439

$ 144,449

$
$

2,485
6,131

(6,154)
(84,701)

2,671
52,746

$ 55,417

637

“@ &L
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FIRST COMMUNITY BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY (Unaudited)

Accumulated
Additional Other
Preferred Common  Paid-in Retained Treasury Comprehensive
Stock Stock Capital Earnings Stock Loss Total
(Dollars in Thousands)
Balance January 1,2008 $ $ 11,499 §$ 108,825 $117,670 $(13,613) $ (7,283) $217,098

Comprehensive income:

Net income 12,550 12,550
Other comprehensive

loss, net of tax:

Unrealized loss on

securities available for

sale (21,631) (21,631)
Reclassification

adjustment for gains

realized in net income (810) (810)
Unrealized gain on

derivative securities (13) (13)
Comprehensive loss 12,550 (22,454) (9,904)

Cumulative effect of
change in accounting

principle (813) (813)
Common dividends

declared (6,154) (6,154)
Acquisition of 128,100

treasury shares 4,112) 4,112)

Acquisition of
GreenPoint Insurance
Group - 7,728 shares

issued 22 245 267
Equity-based

compensation expense 107 107
Tax benefit from

exercise of stock options 29 29
Option exercises - 4,804

shares 57 152 95
Balance June 30, 2008 $ $ 11,499 §$ 108,926 $123,253 $(17,328) $ (29,737) $196,613

Balance January 1,2009 $ 40,419 §$ 12,051 $ 128,526 $107,231 $(15,368) $ (52,517) $220,342
6,131 (6,131)

Table of Contents 11
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Cumulative effect of
change in accounting
principle
Comprehensive income:
Net income

Other comprehensive
loss, net of tax:
Unrealized loss on
securities
available-for-sale
Reclassification
adjustment for gains
realized in net income
Unrealized gain on
derivative securities

Comprehensive loss

Preferred dividend, net
Common dividends
declared

Issuance of vested shares
Equity-based
compensation expense
Common stock issuance
- 5,290,000 shares issued
Retirement plan
contribution - 51,443
shares issued

Balance June 30, 2009

106

$ 40,525

5,290

$ 17,341

See Notes to Consolidated Financial Statements.

(37

(22)
72

56,378

(962)

$ 183,955

-6-

7,635
(2,890)
(363)
350
7,635 (2,903)
(1,149)
(2,851)
22
1,634

7,635

(2,890)

(363)
350
4,732

(1,080)

(2,853)

72

61,668

672

$116,997 $(13,712) $ (61,551) $283,555

Table of Contents
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. General

Unaudited Consolidated Financial Statements

The accompanying unaudited consolidated financial statements of First Community Bancshares, Inc. and subsidiaries
(' First Community or the Company ) have been prepared in accordance with United States generally accepted
accounting principles ( GAAP ) for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. In the opinion of management, all adjustments, including normal recurring accruals, necessary for
a fair presentation have been made. These results are not necessarily indicative of the results of consolidated
operations that might be expected for the full calendar year.

The consolidated balance sheet as of December 31, 2008, has been derived from the audited consolidated financial
statements included in the Company s 2008 Annual Report on Form 10-K. Certain information and footnote
disclosures normally included in annual consolidated financial statements prepared in accordance with GAAP have
been omitted in accordance with standards for the preparation of interim consolidated financial statements. These
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto included in the Company s 2008 Annual Report on Form 10-K.

A more complete and detailed description of First Community s significant accounting policies is included within
Footnote 1 of Item 8, Financial Statements and Supplementary Data in the Company s Annual Report on Form 10-K
for December 31, 2008. Further discussion of the Company s application of critical accounting policies is included
within the Application of Critical Accounting Policies section of Part I, Item 2, Management s Discussion and
Analysis of Financial Condition and Results of Operations, included herein.

The Company operates within two business segments, banking and insurance services. Insurance services are
comprised of agencies which sell property and casualty and life and health insurance policies and arrangements. All
other operations, including commercial and consumer banking, lending activities, and wealth management are
included within the banking segment.

Earnings Per Share

Basic earnings per share is determined by dividing net income available to common shareholders by the weighted
average number of shares outstanding. Diluted earnings per share is determined by dividing net income available to
common shareholders by the weighted average shares outstanding, which includes the dilutive effect of stock options,
warrants and contingently issuable shares. Basic and diluted net income per common share calculations follow:

For the three months For the six months
ended June 30, ended June 30,

(Amounts in Thousands, Except Share and Per Share Data) 2009 2008 2009 2008
Net income available to common shareholders $ 1,827 $ 6,238 $ 6,486 $ 12,550
Weighted average shares outstanding 12,696,202 10,992,301 12,135,103 11,011,116
Dilutive shares for stock options 2,411 58,134 4,274 57,593
Contingently issuable shares 42.467 23,005 42.467 23,005
Common stock warrants
Weighted average dilutive shares outstanding 12,741,080 11,073,440 12,181,843 11,091,714
Basic earnings per share $ 0.14 $ 057 $ 053 $ 1.14
Diluted earnings per share $ 0.14 $ 0.56 $ 053 $ 1.13

For the three- and six-month periods ended June 30, 2009, options and warrants to purchase 399,156 and 400,156
shares, respectively, of common stock were outstanding but were not included in the computation of diluted earnings
per common share because the exercise price was greater than the market price of our common stock and, accordingly,
they would have an anti-dilutive effect. This compares to options to purchase 10,000 shares of common stock

Table of Contents 13
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computation of diluted earnings per common share because their effect would be anti-dilutive for the three- and
six-month periods ended June 30, 2008.

Recent Accounting Pronouncements

In June 2009, the Financial Accounting Standard Board ( FASB ) issued Statement No. 168, The FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles ( SFAS 168 ). The Codification
will become the source of authoritative US GAAP recognized by the FASB to be applied by nongovernmental entities
and will supersede all non-SEC accounting and reporting standards. This statement is effective for financial

statements issued for interim and annual financial statements ending after September 15, 2009, and is not expected to
have an impact on the Company s consolidated financial statements.

In June 2009, the FASB issued Statement No. 167, Amendments to FASB Interpretation No. 46(R) ( SFAS 167 ). This
statement, which is a revision to FIN 46(R), contains new criteria for determining the primary beneficiary, eliminates
the exception to consolidating QSPEs, requires continual reconsideration of conclusions reached in determining the
primary beneficiary, and requires additional disclosures. SFAS 167 is effective as of the beginning of fiscal years
beginning after November 15, 2009 and is applied using a cumulative effect adjustment to retained earnings for any
carrying amount adjustments (e.g., for newly-consolidated VIEs). The Company does not expect SFAS 167 to have a
material effect on its financial condition, results of operations, or liquidity.

In June 2009, the FASB issued Statement No. 166, Accounting for Transfers of Financial Assets ( SFAS 166 ). This
statement, which is a revision to SFAS No. 140, eliminates the concept of a qualifying special purpose entity (QSPE),
changes the requirements for derecognizing financial assets, and requires additional disclosures, including information
about continuing exposure to risks related to transferred financial assets. SFAS 166 is effective for financial asset
transfers occurring after the beginning of fiscal years beginning after November 15, 2009. The disclosure

requirements must be applied to transfers that occurred before and after the effective date, and are not expected to

have an impact on the Company s consolidated financial statements.

In May 2009, the FASB Statement No. 165, Subsequent Events ( SFAS 165 ). This statement establishes general
standards of accounting for and disclosure of events that occur after the balance sheet date but before financial
statements are issued or available to be issued. SFAS 165 defines (i) the period after the balance sheet date during
which a reporting entity s management should evaluate events or transactions that may occur for potential recognition
or disclosure in the financial statements, (ii) the circumstances under which an entity should recognize events or
transactions occurring after the balance sheet date in its financial statements and (iii) the disclosures an entity should
make about events or transactions that occurred after the balance sheet date. The Company adopted SFAS 165
effective April 1, 2009 and provided related disclosure in Note 14.

In April 2009, the FASB issued FASB Staff Position (FSP) 107-1 and APB 28-1, Interim Disclosures about Fair
Value of Financial Instruments. The FSP requires a public entity to provide disclosures about fair value of financial
instruments in interim financial information. The FSP will be effective for interim and annual financial periods ending
after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The Company adopted the
provisions of FSP FAS 107-1 and APB 28-1 effective January 1, 2009 and provided related disclosure in Note 12.

In April 2009, the FASB issued FSP FAS 115-2, FAS 124-2 and EITF 99-20-2, Recognition and Presentation of
Other-Than-Temporary-Impairment. The FSP (i) changes existing guidance for determining whether an impairment is
other than temporary to debt securities and (ii) replaces the existing requirement that the entity s management assert it
has both the intent and ability to hold an impaired debt security until recovery with a requirement that management
assert: (a) it does not have the intent to sell the debt security; and (b) it is more likely than not that it will not have to
sell the debt security before recovery of its cost basis. Under the FSP, declines in the fair value of held-to-maturity and
available-for-sale debt securities below their cost that are deemed to be other than temporary are reflected in earnings
as realized losses to the extent the impairment is related to credit losses. The amount of impairment related to other
factors is recognized in other comprehensive income. The Company adopted the provisions of FSP FAS 115-2, FAS
124-2 and EITF 99-20-2-1 effective January 1, 2009, which resulted in a cumulative effect credit adjustment in
retained earnings of approximately $6.13 million and provided related disclosure in Note 3 to the Financial

Statements.
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In April 2009, the FASB issued FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for
the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly. The FSP
affirms the objective of fair value when a market is not active, clarifies and includes additional factors for determining
whether there has been a significant decrease in market activity, eliminates the presumption that all transactions are
distressed unless proven
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otherwise, and requires an entity to disclose a change in valuation technique. The Company adopted the provisions of
FSP FAS 157-4 effective January 1, 2009, which did not have a material impact on the Company s financial condition
or results of operations and provided related disclosure in Note 11.
In May 2008, the FASB issued Statement No. 162, The Hierarchy of Generally Accepted Accounting Principles
( SFAS 162 ). This statement establishes a framework for selecting accounting principles to be used in preparing
financial statements that are presented in conformity with GAAP. SFAS 162 was effective 60 days following the
approval of the Public Company Accounting Oversight Board Auditing amendments to AU Section 411, The Meaning
of Present Fairly in Conformity with Generally Accepted Accounting Principles by the Securities and Exchange
Commission ( SEC ), and is not expected to have an impact on the Company s consolidated financial statements.
In March 2008, the FASB issued Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities
an amendment of FASB Statement No. 133 ( SFAS 161 ). This statement requires enhanced disclosures about an
entity s derivative and hedging activities in order to improve the transparency of financial reporting. Entities are
required to provide enhanced disclosures about (a) how and why an entity uses derivative instruments, (b) how
derivative instruments and related hedged items are accounted for under Statement 133 and its related interpretations,
and (c) how derivative instruments and related hedged items affect an entity s financial position, financial
performance, and cash flows. The Company adopted SFAS 161 effective January 1, 2009, and the enhanced
disclosures are included in Note 11  Derivatives and Hedging Activities.
In December 2007, the FASB revised Statement No. 141, Business Combinations ( SFAS 141R ). This statement
requires an acquirer to recognize the assets acquired, the liabilities assumed, and any non-controlling interest in the
acquiree at the acquisition date, measured at their fair values as of that date. This statement recognizes and measures
the goodwill acquired in the business combination or a gain from a bargain purchase. This statement also defines the
acquirer as the entity that obtains control of one or more businesses in the business combination and establishes the
acquisition date as the date that the acquiree achieves control. Additionally this statement determines what
information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the
business combination. In connection with its January 1, 2009, adoption of SFAS 141R, the Company has expensed
costs associated with recently announced transactions. This standard will impact the accounting of the transaction
related to the acquisition of TriStone Community Bank that closed on July 30, 2009.
Note 2. Mergers, Acquisitions, and Branching Activity
On April 2, 2009, the Company signed a definitive agreement providing for the acquisition of TriStone Community
Bank ( TriStone ), a $152.42 million state-chartered commercial bank headquartered in Winston-Salem, North
Carolina. Under the terms of the merger agreement, subject to dissenter s rights, shares of TriStone were exchanged for
.5262 shares of the Company s common stock, resulting in a purchase price of approximately $10.73 million. TriStone
was merged with and into the Company s wholly-owned national bank subsidiary, First Community Bank, N. A., on
July 31, 2009, and at acquisition, had total assets of approximately $165.53 million, loans of approximately
$132.23 million, and deposits of approximately $142.22 million.
On November 14, 2008, the Company completed the acquisition of Coddle Creek Financial Corp. ( Coddle Creek ),
based in Mooresville, North Carolina. Coddle Creek had three full service locations in Mooresville, Cornelius, and
Huntersville, North Carolina. At acquisition, Coddle Creek had total assets of approximately $158.66 million, loans of
approximately $136.99 million, and deposits of approximately $137.06 million. Under the terms of the merger
agreement, shares of Coddle Creek were exchanged for .9046 shares of the Company s common stock and $19.60 in
cash, for a total purchase price of approximately $32.29 million. As a result of the acquisition and purchase price
allocation, approximately $14.41 million in goodwill was recorded, which represents the excess purchase price over
the fair market value of the net assets acquired and identified intangibles.
Since January 1, 2008, GreenPoint Insurance Group, Inc., the Company s wholly-owned insurance agency subsidiary,
has acquired a total of five agencies, issuing cash consideration of approximately $2.04 million. Acquisition terms in
all instances call for additional cash consideration if certain operating performance targets are met. If those targets are
met, the value of the consideration ultimately paid will be added to the cost of the acquisitions. Goodwill and other
intangibles associated with those acquisitions total approximately $2.04 million.
The Company opened a new branch location in Grafton, West Virginia, in June 2009.
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Note 3. Investment Securities

As of June 30, 2009, and December 31, 2008, the amortized cost and estimated fair value of available-for-sale

securities were as follows:

June 30, 2009

Amortized Unrealized Unrealized Fair
(In Thousands) Cost Gains Losses Value
U.S. Government agency securities $ 53,426 $ 428 $ 24) $ 53,830
States and political subdivisions 136,358 1,143 (3,535) 133,966
Trust preferred securities:
Single issue 55,552 (23,041) 32,511
Pooled 90,270 (62,120) 28,150
Total trust preferred securities 145,822 (85,162) 60,661
Mortgage-backed securities:
Agency 250,279 3,823 (1,600) 252,502
Non-Agency prime residential 6,596 (1,338) 5,258
Non-Agency Alt-A residential 20,968 (10,465) 10,503
Total mortgage-backed securities 277,843 3,823 (13,403) 268,263
Equities 5,476 400 (717) 5,159
Total $618,925 $ 5,794 $ (102,840) $521,879

December 31, 2008
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Government agency securities $ 53,425 $ 1,393 $ $ 54,818
States and political subdivisions 163,042 864 (4,487) 159,419
Trust preferred securities:
Single Issue 55,491 (21,950) 33,541
Pooled 93,269 (60,757) 32,512
Total trust preferred securities 148,760 (82,707) 66,053
Mortgage-backed securities:
Agency 212,315 4,649 2) 216,962
Non-Agency prime residential 7,423 (1,657) 5,766
Non-Agency Alt-A residential 10,750 10,750
Total mortgage-backed securities 230,488 4,649 (1,659) 233,478
Equities 7,979 357 (1,381) 6,955
Total $ 603,694 $ 7,263 $ (90,234) $520,723
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As of June 30, 2009, and December 31, 2008, the amortized cost and estimated fair value of held-to-maturity
securities were as follows:

June 30, 2009

Amortized Unrealized Unrealized Fair
(In Thousands) Cost Gains Losses Value
States and political subdivisions $7,725 $ 121 $ $7.846
Total $7,725 $ 121 $ $7.,846

December 31, 2008

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
States and political subdivisions $ 8,670 $ 133 $ (1) $ 8,802
Total $ 8,670 $ 133 $ (D) $ 8,802

The amortized cost and estimated fair value of available-for-sale securities by contractual maturity, at June 30, 2009,
are shown below. Expected maturities may differ from contractual maturities because issuers may have the right to
call or prepay obligations with or without call or prepayment penalties.

Amortized

Cost Fair Value

(Dollars in Thousands)
Due within one year $ 1,329 $ 1,340
Due after one year but within five years 4,680 4,763
Due after five years but within ten years 71,416 71,751
Due after ten years 258,181 170,603

335,606 248,457
Mortgage-backed securities 277,843 268,263
Equity securities 5,476 5,159
Total $618,925 $ 521,879

The amortized cost and estimated fair value of held-to-maturity securities by contractual maturity, at June 30, 2009,
are shown below. Expected maturities may differ from contractual maturities because issuers may have the right to
call or prepay obligations with or without call or prepayment penalties.

Amortized

Cost Fair Value

(Dollars in Thousands)
Due within one year $ 1,091 $ 1,105
Due after one year but within five years 3,988 4,053
Due after five years but within ten years
Due after ten years 2,646 2,688
Total $ 7,725 $ 7,846
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The carrying value of securities pledged to secure public deposits and for other purposes required by law were
$355.27 million and $377.56 million at June 30, 2009, and December 31, 2008, respectively.
During the three months ended June 30, 2009, net gains on the sale of securities were $1.65 million. Gross gains were
$1.67 million while gross losses were $16 thousand. During the six months ended June 30, 2009, net gains on the sale
of securities were $2.06 million. Gross gains were $2.87 million while gross losses were $805 thousand.
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The following table reflects those investments in an unrealized loss position at June 30, 2009, and December 31, 2008.

Description of Securities

(In Thousands)

U. S. Government agency
securities

States and political
subdivisions

Trust preferred securities:
Single Issue

Pooled

Total trust preferred securities
Mortgage-backed securities:
Agency

Prime residential

Alt-A residential

Total mortgage-backed
securities

Equity securities

Total

Description of Securities
U. S. Government agency
securities

States and political
subdivisions

Trust preferred securities:
Single Issue

Pooled

Total trust preferred securities
Mortgage-backed securities:
Agency

Prime residential

Alt-A residential

Total mortgage-backed
securities
Equity securities

Total

Table of Contents

Less than 12 Months

Fair Unrealized
Value Losses
$ 9411 $ (24)
47,796 (1,757)
73,616 (1,599)
73,616 (1,599)
565 (164)
$131,388 $ (3,544)
Less than 12 Months
Fair Unrealized
Value Losses
$ $
85,374 (2,948)
42,674 (D)
5,766 (1,657)
48,440 (1,658)
2,167 (1,161)
$ 135,981 $ (5,767)

June 30, 2009
12 Months or longer
Fair Unrealized
Value Losses
$ $
16,844 (1,778)
32,511 (23,041)
26,906 (62,120)
59,417 (85,162)
42 (D)
5,258 (1,338)
10,503 (10,465)
15,803 (11,804)
1,229 (553)
$93,293 $ (99,296)
December 31, 2008
12 Months or longer
Fair Unrealized
Value Losses
$ $
16,413 (1,539)
30,693 (21,950)
29,567 (60,757)
60,260 (82,707)
43 (D)
43 (D)
2,201 (220)
$78,917 $ (84,467)

Total

Fair Unrealized
Value Losses

$ 9411 $ (24)
64,640 (3,535)
32,511 (23,041)
26,906 (62,120)
59,417 (85,162)
73,658 (1,600)
5,258 (1,338)
10,503 (10,465)
89,419 (13,403)
1,794 (717)
$234,681 $ (102,840)

Total
Fair Unrealized

Value Losses

$ $
101,787 (4,487)
30,693 (21,950)
29,567 (60,757)
60,260 (82,707)
42717 2)
5,766 (1,657)
48,483 (1,659)
4,368 (1,381)
$214,898 $ (90,234)
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At June 30, 2009, the combined depreciation in value of the 207 individual securities in an unrealized loss position
was approximately 19.42% of the combined reported value of the aggregate securities portfolio. At December 31,
2008, the combined depreciation in value of the 310 individual securities in an unrealized loss position was
approximately 17.04% of the combined reported value of the aggregate securities portfolio.
The Company reviews its investment portfolio on a quarterly basis for indications of other-than-temporary impairment
( OTTTI ). The analysis differs depending upon the type of investment security is being analyzed. First, for all debt
securities we have determined that we do not intend to sell securities that are impaired and have asserted that it is not
more likely than not that we will have to sell impaired securities before recovery of the impairment occurs. Our
assertion is based upon our investment strategy for the particular type of security, the Company s cash flow needs,
liquidity position, capital adequacy and interest rate risk position.
For analysis of non-beneficial interest debt securities, we analyze several qualitative factors such as the severity and
duration of the impairment, adverse conditions within the issuing industry, prospects for the issuer, performance of the
security, changes in rating by rating agencies and other qualitative factors to determine if the impairment will be
recovered. If it is

-12-
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determined that there is evidence that the impairment will not be recovered, we perform a present value calculation to
determine the amount of credit related impairment and record any credit related OTTI through earnings and the
non-credit related OTTI through other comprehensive income ( OCI ). During the three and six months ended June 30,
2009 and 2008, respectively, we incurred no OTTI charges related to non-beneficial interest debt securities. The
impairment on these securities is primarily related to changes in interest rates, certain disruptions in the credit markets,
and other current economic factors that did not lead to OTTI.
For analysis of beneficial interest debt securities, we prepare cash flow analyses on each applicable security to
determine if an adverse change in cash flows expected to be collected has occurred. An adverse change in cash flows
expected to be collected has occurred if the present value of cash flows previously projected is greater than the present
value of cash flows projected at the current reporting date and less than the current book value. If an adverse change in
cash flows is deemed to have occurred, then OTTI has occurred. We then compare the present value of cash flows
using the current yield for the current reporting period and compare it to the reference amount, or current net book
value, to determine the credit-related OTTI. The credit-related OTTI is then recorded through earnings and the
non-credit related OTTI is accounted for in OCI.
During the three- and six- month periods ended June 30, 2009, we incurred credit-related OTTI charges of
$3.37 million and non-credit related impairment of $22.85 million for beneficial interest debt securities. For the
beneficial interest debt securities not deemed to have incurred OTTI, we have concluded that the primary difference in
the fair value of the securities and our cash flow model is the significantly higher rate of return currently demanded by
market participants in this illiquid and inactive market as compared to the rate of return that we received when we
purchased the security in a normally functioning market.
The cash flow projections for the pooled trust preferred securities beneficial interest debt securities utilize a
discounted cash flow test that uses variables such as the estimate of future cash flows, creditworthiness of the
underlying banks and determination of probability of default of the underlying collateral. Cash flows are constructed
in an INTEX cash flow model. INTEX is a proprietary cash flow model recognized as the industry standard for
analyzing all types of collateralized debt obligations. It includes each individual deal s structural features updated with
trustee information, including asset-by-asset detail, as it becomes available. The modeled cash flows are then used to
determine if all the scheduled principal and interest payments of our investments will be returned.
The expected future default assumptions for the pooled trust preferred securities are based upon the approximate level
of depository institution failures experienced during the savings and loan crisis in the late 1980 s and early 1990 s.
Those default rates equate to 3% constant default in 2009 and 2010, 2.5% in 2011, 2% in 2012, 1% in 2013, and
0.25% in 2014 and beyond. This is an increase from the 0.75% constant default rate used in prior projections. Banks
currently in default or deferring interest payments are assigned a 100% probability of default. In all cases, a 15%
projected recovery rate is applied to current deferrals and projected defaults.
In addition, the risk of fu