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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2013

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission File Number: 001-32590

COMMUNITY BANKERS TRUST CORPORATION

(Exact name of registrant as specified in its charter)
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Delaware 20-2652949
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

4235 Innslake Drive, Suite 200
Glen Allen, Virginia 23060

(Address of principal executive offices) (Zip Code)
(804) 934-9999

(Registrant�s telephone number, including area code)

n/a

(Former name, former address and former fiscal year, if changed since last report)

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.    Yes  x    No  ¨
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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).    Yes  x    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.

Large accelerated filer ¨ Accelerated filer ¨

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

At September 30, 2013, there were 21,701,131 shares of the Company�s common stock outstanding.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements
COMMUNITY BANKERS TRUST CORPORATION

CONSOLIDATED BALANCE SHEETS

AS OF SEPTEMBER 30, 2013 AND DECEMBER 31, 2012

(dollars in thousands)

September 30, 2013 December 31, 2012
(Unaudited) (Audited)

ASSETS
Cash and due from banks $ 11,585 $ 12,502
Interest bearing bank deposits 18,531 11,635

Total cash and cash equivalents 30,116 24,137

Securities available for sale, at fair value 270,637 309,078
Securities held to maturity, at cost (fair value of $34,762 and
$45,228, respectively) 32,910 42,283
Equity securities, restricted, at cost 6,403 7,405

Total securities 309,950 358,766

Loans held for sale 25,396 1,266

Loans not covered by FDIC shared-loss agreements 568,960 575,482
Loans covered by FDIC shared-loss agreements 77,270 84,637

Total loans 646,230 660,119
Allowance for loan losses (non-covered loans of $10,653 and
$12,920, respectively; covered loans of $484 and $484,
respectively) (11,137) (13,404) 

Net loans 635,093 646,715

FDIC indemnification asset 27,115 33,837
Bank premises and equipment, net 28,078 33,638
Bank premises and equipment held for sale 5,177 �  
Other real estate owned, covered by FDIC shared-loss agreements 2,145 3,370
Other real estate owned, non-covered 8,496 10,793
Bank owned life insurance 20,622 15,146
FDIC receivable under shared-loss agreements 330 895
Core deposit intangibles, net 8,600 10,297
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Other assets 13,858 14,428

Total assets $ 1,114,976 $ 1,153,288

LIABILITIES
Deposits:
Noninterest bearing $ 72,795 $ 77,978
Interest bearing 695,504 896,340

Total deposits 768,299 974,318

Deposits held for sale 192,199 �  
Federal funds purchased and securities sold under agreements to
repurchase 7,000 5,412
Federal Home Loan Bank advances 31,503 49,828
Trust preferred capital notes 4,124 4,124
Other liabilities 3,381 4,289

Total liabilities 1,006,506 1,037,971

Commitment and Contingencies (Note 12)
STOCKHOLDERS� EQUITY
Preferred stock (5,000,000 shares authorized, $0.01 par value;
13,180 and 17,680 shares issued and outstanding, respectively) 13,180 17,680
Warrants on preferred stock 1,037 1,037
Discount on preferred stock (44) (234) 
Common stock (200,000,000 shares authorized, $0.01 par value;
21,701,131 and 21,670,212 shares issued and outstanding,
respectively) 217 217
Additional paid in capital 144,595 144,398
Retained deficit (46,736) (50,609) 
Accumulated other comprehensive (loss) income (3,779) 2,828

Total stockholders� equity 108,470 115,317

Total liabilities and stockholders� equity $ 1,114,976 $ 1,153,288

See accompanying notes to unaudited consolidated financial statements
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COMMUNITY BANKERS TRUST CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(dollars and shares in thousands, except per share data)

Three months ended Nine months ended
September 30, 2013September 30, 2012September 30, 2013September 30, 2012

Interest and dividend income
Interest and fees on non-covered loans $ 7,513 $ 7,710 $ 22,646 $ 22,971
Interest and fees on FDIC covered loans 3,538 2,931 8,942 11,211
Interest on federal funds sold �  �  3 4
Interest on deposits in other banks 11 9 33 40
Interest and dividends on securities
Taxable 1,934 2,103 5,717 6,219
Nontaxable 175 119 487 355

Total interest and dividend income 13,171 12,872 37,828 40,800
Interest expense
Interest on deposits 1,568 2,056 4,869 6,650
Interest on federal funds purchased 1 3 4 6
Interest on other borrowed funds 180 280 561 982

Total interest expense 1,749 2,339 5,434 7,638

Net interest income 11,422 10,533 32,394 33,162
Provision for loan losses �  �  �  750

Net interest income after provision for loan losses 11,422 10,533 32,394 32,412

Noninterest income
Service charges on deposit accounts 741 716 2,105 2,007
Gain on securities transactions, net 38 1,180 446 1,354
Loss on sale of loans held for sale, net (614) �  (614) �  
Other 428 575 1,320 1,547

Total noninterest income 593 2,471 3,257 4,908

Noninterest expense
Salaries and employee benefits 4,096 4,028 11,990 12,443
Occupancy expenses 690 708 2,070 2,024
Equipment expenses 276 266 790 831
Legal fees 24 3 75 42
Professional fees 52 74 241 307
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FDIC assessment 225 368 615 1,448
Data processing fees 485 473 1,573 1,489
FDIC indemnification asset amortization 1,716 1,579 4,809 5,444
Amortization of intangibles 565 565 1,696 1,695
Other real estate expense (33) 885 1,206 1,660
Other operating expenses 1,337 1,409 3,837 4,228

Total noninterest expense 9,433 10,358 28,902 31,611

Income before income taxes 2,582 2,646 6,749 5,709
Income tax expense 800 837 2,036 1,700

Net income $ 1,782 $ 1,809 $ 4,713 $ 4,009
Dividends paid on preferred stock 208 221 650 663
Accretion of discount on preferred stock 73 55 190 165

Net income available to common stockholders $ 1,501 $ 1,533 $ 3,873 3,181

Net income per share � basic $ 0.07 $ 0.07 $ 0.18 $ 0.15

Net income per share � diluted $ 0.07 $ 0.07 $ 0.18 $ 0.15

Weighted average number of shares outstanding
basic 21,707 21,651 21,695 21,640
diluted 21,971 21,743 21,892 21,691

See accompanying notes to unaudited consolidated financial statements
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COMMUNITY BANKERS TRUST CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(dollars in thousands)

Three months ended Nine months ended
September 30, 2013September 30, 2012September 30, 2013September 30, 2012

Net income $ 1,782 $ 1,809 $ 4,713 $ 4,009

Other comprehensive loss:
Change in unrealized (loss) gain in investment securities (2,212) 39 (9,565) 1,095
Tax related to unrealized loss (gain) in investment
securities 752 (13) 3,252 (372) 
Reclassification adjustment for gain in securities sold (38) (1,180) (446) (1,354) 
Tax related to realized gain in securities sold 13 401 152 460

Total other comprehensive loss (1,485) (753) (6,607) (171) 

Total comprehensive income (loss) $ 297 $ 1,056 $ (1,894) $ 3,838

See accompanying notes to unaudited consolidated financial statements
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COMMUNITY BANKERS TRUST CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF STOCKHOLDERS� EQUITY

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(dollars and shares in thousands)

Discount Additional
Accumulated

Other

Preferred on Preferred
Common

Stock Paid in RetainedComprehensive
Stock Warrants Stock Shares Amount Capital Deficit Income Total

Balance
January 1, 2012 $ 17,680 $ 1,037 $ (454) 21,628 $ 216 $ 144,243 $ (53,761) $ 2,219 $ 111,180
Amortization of
preferred stock
warrants �  �  165 �  �  �  (165) �  �  
Issuance of
common stock �  �  �  29 1 65 �  �  66
Dividends paid on
preferred stock �  �  �  �  �  �  (1,989) �  (1,989) 
Issuance of stock
options �  �  �  �  �  43 �  �  43
Net income �  �  �  �  �  �  4,009 �  4,009
Other
comprehensive loss �  �  �  �  �  �  �  (171) (171) 

Balance
September 30,
2012 $ 17,680 $ 1,037 $ (289) 21,657 $ 217 $ 144,351 $ (51,906) $ (2,048) $ 113,138

Balance
January 1, 2013 $ 17,680 $ 1,037 $ (234) 21,670 $ 217 $ 144,398 $ (50,609) $ 2,828 $ 115,317
Amortization of
preferred stock
warrants �  �  190 �  �  �  (190) �  �  
Issuance of
common stock �  �  �  31 �  94 �  �  94
Dividends paid on
preferred stock �  �  �  �  �  �  (650) �  (650) 
Issuance of stock
options �  �  �  �  �  103 �  �  103
Redemption of
preferred stock (4,500) �  �  �  �  �  �  �  (4,500) 
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Net income �  �  �  �  �  �  4,713 �  4,713
Other
comprehensive loss �  �  �  �  �  �  �  (6,607) (6,607) 

Balance
September 30,
2013 $ 13,180 $ 1,037 $ (44) 21,701 $ 217 $ 144,595 $ (46,736) $ (3,779) $ 108,470

See accompanying notes to unaudited consolidated financial statements
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COMMUNITY BANKERS TRUST CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(dollars in thousands)

September 30, 2013 September 30, 2012
Operating activities:
Net income $ 4,713 $ 4,009
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and intangibles amortization 2,959 2,981
Issuance of common stock and stock options 197 109
Provision for loan losses 0 750
Amortization of purchased loan premium 933 761
Provision for deferred income taxes 2,036 1,700
Amortization of security premiums and accretion of discounts, net 2,723 2,414
Net gain on sale of securities (446) (1,354) 
Net loss on sale and valuation of other real estate 982 1,173
Changes in assets and liabilities:
Decrease (increase) in loans held for sale 998 (1,156) 
Decrease in other assets 8,755 7,074
Decrease in accrued expenses and other liabilities (82) (2,441) 

Net cash provided by operating activities 23,768 16,020

Investing activities:
Proceeds from available for sale securities 142,475 159,981
Proceeds from held to maturity securities 9,171 15,359
Proceeds from equity securities 1,334 161
Purchase of available for sale securities (116,122) (184,558) 
Purchase of equity securities (332) (640) 
Proceeds from sale of other real estate 5,252 7,709
Improvements and additions of other real estate, net of insurance
proceeds (538) (791) 
Net increase in loans (17,573) (17,921) 
Principal recoveries of loans previously charged off 960 2,270
Purchase of premises and equipment, net (1,709) (203) 
Purchase of bank owned life insurance investment (5,000) �  

Net cash provided by (used in) investing activities 17,918 (18,633) 

Financing activities:
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Net (decrease) increase in noninterest bearing and interest bearing
demand deposits (13,820) 7,265
Net increase in federal funds purchased 1,588 �  
Net (decrease) increase in Federal Home Loan Bank borrowings (18,325) 13,000
Cash dividends paid (650) (1,989) 
Redemption of preferred stock (4,500) �  

Net cash (used in) provided by financing activities (35,707) 18,276

Net increase in cash and cash equivalents 5,979 15,663

Cash and cash equivalents:
Beginning of the period $ 24,137 $ 21,751

End of the period $ 30,116 $ 37,414

September 30, 2013 September 30, 2012
Supplemental disclosures of cash flow information:
Interest paid $ 5,582 $ 8,149
Income taxes paid �  120
Transfers of OREO property 2,174 6,914
Transfer of loans held for investment to loans held for sale 25,128 �  
Transfer of building premises and equipment to held for sale 6,004 �  
Transfer of deposits to held for sale 192,199 �  

See accompanying notes to unaudited consolidated financial statements
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COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

1. NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES
Organization

Community Bankers Trust Corporation (the �Company�) is a bank holding company that was incorporated under
Delaware law on April 6, 2005. The Company is headquartered in Glen Allen, Virginia and is the holding company
for Essex Bank (the �Bank�), a Virginia state bank with 19 full-service offices in Virginia and Maryland as of
November 12, 2013. The Bank also operates two loan production offices.

The Bank engages in a general commercial banking business and provides a wide range of financial services primarily
to individuals and small businesses, including individual and commercial demand and time deposit accounts,
commercial and industrial loans, consumer and small business loans, real estate and mortgage loans, investment
services, on-line and mobile banking products, and safe deposit box facilities. Thirteen offices are located in Virginia,
from the Chesapeake Bay to just west of Richmond and six are located in Maryland along the Baltimore-Washington
corridor.

Prior to November 8, 2013, the Bank also had four full-service offices in Georgia. The Bank sold those offices and
related deposits to Community and Southern Bank on November 8, 2013. See Note 13 for additional information.

Financial Statements

The consolidated statements presented include accounts of the Company and the Bank, its wholly-owned subsidiary.
All material intercompany balances and transactions have been eliminated. The statements should be read in
conjunction with the Company�s consolidated financial statements and the accompanying notes to consolidated
financial statements included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2012.
The accounting and reporting policies of the Company conform to generally accepted accounting principles (GAAP)
and to the general practices within the banking industry. The interim financial statements have not been audited;
however, in the opinion of management, all adjustments, consisting of normal accruals, were made that are necessary
to present fairly the balance sheet of the Company as of September 30, 2013, changes in stockholders� equity and cash
flows for the nine months ended September 30, 2013, and the income statement and statement of comprehensive
income for the three and nine months ended September 30, 2013. Results for the nine month period ended
September 30, 2013 are not necessarily indicative of the results that may be expected for the year ended December 31,
2013.

The financial information contained within the statements is, to a significant extent, financial information that is based
on measures of the financial effects of transactions and events that have already occurred. A variety of factors could
affect the ultimate value that is obtained when either earning income, recognizing an expense, recovering an asset or
relieving a liability. The Company uses historical loss factors as one factor in determining the inherent loss that may
be present in its loan portfolio. Actual losses could differ significantly from the historical factors that the Company
uses. In addition, GAAP itself may change from one previously acceptable method to another method. Although the
economics of the Company�s transactions would be the same, the timing of events that would impact its transactions
could change.
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Certain reclassifications have been made to prior period balances to conform to the current period presentation.

In preparing these financial statements, the Company has evaluated subsequent events and transactions for potential
recognition or disclosure through the date the financial statements were issued.

Recent Accounting Pronouncements

In July 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
No. 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit When a Net Operating Loss
Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists (a consensus of the FASB Emerging Issues
Task Force). U.S. GAAP does not include explicit guidance on the financial statement presentation of an
unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or a tax credit carryforward

8
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COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

exists. The amendments in this ASU state that an unrecognized tax benefit, or a portion of an unrecognized tax
benefit, should be presented in the financial statements as a reduction to a deferred tax asset for a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward, except as follows. To the extent a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under the tax law of
the applicable jurisdiction to settle any additional income taxes that would result from the disallowance of a tax
position or the tax law of the applicable jurisdiction does not require the entity to use, and the entity does not intend to
use, the deferred tax asset for such purpose, the unrecognized tax benefit should be presented in the financial
statements as a liability and should not be combined with deferred tax assets.

The amendments in this ASU are effective for fiscal years, and interim periods within those years, beginning after
December 15, 2013. Early adoption is permitted. Retrospective application is permitted. The Company currently
presents these tax items in accordance with this guidance; therefore, no changes are necessary for adoption.

In February 2013, the FASB issued ASU No. 2013-02, Comprehensive Income (Topic 220): Reporting of Amounts
Reclassified Out of Accumulated Other Comprehensive Income, to improve the transparency of reporting these
reclassifications. Other comprehensive income includes gains and losses that are initially excluded from net income
for an accounting period. Those gains and losses are later reclassified out of accumulated other comprehensive income
into net income. The amendments in this ASU do not change the current requirements for reporting net income or
other comprehensive income in financial statements. All of the information that this ASU requires is already required
to be disclosed elsewhere in the financial statements under U.S. GAAP. The new amendments will require an
organization to:

� Present (either on the face of the statement where net income is presented or in the notes) the effects on the
line items of net income of significant amounts reclassified out of accumulated other comprehensive income
- but only if the item reclassified is required under U.S. GAAP to be reclassified to net income in its entirety
in the same reporting period.

� Cross-reference to other disclosures currently required under U.S. GAAP for other reclassification items,
which are not required under U.S. GAAP to be reclassified directly to net income in their entirety in the
same reporting period.

The amendments apply to all public and private companies that report items of other comprehensive income. Public
companies are required to comply with these amendments for all reporting periods (interim and annual). The
amendments are effective for reporting periods beginning after December 15, 2012. Early adoption is permitted. The
Company adopted this guidance with no material impact on its consolidated financial statements.

2. SECURITIES

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 16



Amortized costs and fair values of securities available for sale and held to maturity at September 30, 2013 and
December 31, 2012 were as follows (dollars in thousands):

September 30, 2013
Gross Unrealized

Amortized
Cost Gains Losses

Fair
Value

Securities Available for Sale
U.S. Treasury issue and other U.S. Gov�t agencies $ 100,518 $ 240 $ (929) $ 99,829
U.S. Gov�t sponsored agencies 487 2 �  489
State, county and municipal 137,396 1,817 (5,069) 134,144
Corporate and other bonds 7,398 62 (52) 7,408
Mortgage backed � U.S. Gov�t agencies 7,777 80 (164) 7,693
Mortgage backed � U.S. Gov�t sponsored agencies 21,156 138 (220) 21,074

Total Securities Available for Sale $ 274,732 $ 2,339 $ (6,434) $ 270,637

Securities Held to Maturity
State, county and municipal $ 11,455 $ 764 $ �  $ 12,219
Mortgage backed � U.S. Gov�t agencies 7,244 400 �  7,644
Mortgage backed � U.S. Gov�t sponsored agencies 14,211 688 �  14,899

Total Securities Held to Maturity $ 32,910 $ 1,852 $ �  $ 34,762

9
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December 31, 2012
Gross Unrealized

Amortized
Cost Gains Losses Fair Value

Securities Available for Sale
U.S. Treasury issue and other U.S. Gov�t agencies $ 153,480 $ 362 $ (565) $ 153,277
U.S. Gov�t sponsored agencies 500 3 �  503
State, county and municipal 112,110 5,757 (271) 117,596
Corporate and other bonds 7,530 96 (8) 7,618
Mortgage backed � U.S. Gov�t agencies 15,192 378 (10) 15,560
Mortgage backed � U.S. Gov�t sponsored agencies 14,349 258 (83) 14,524

Total Securities Available for Sale $ 303,161 $ 6,854 $ (937) $ 309,078

Securities Held to Maturity
State, county and municipal $ 11,825 $ 1,142 $ �  $ 12,967
Mortgage backed � U.S. Gov�t agencies 9,112 615 �  9,727
Mortgage backed � U.S. Gov�t sponsored agencies 21,346 1,188 �  22,534

Total Securities Held to Maturity $ 42,283 $ 2,945 $ �  $ 45,228

The amortized cost and fair value of securities at September 30, 2013 by contractual maturity are shown below.
Expected maturities may differ from contractual maturities because issuers may have the right to call or prepay
obligations without any penalties (dollars in thousands):

Held to Maturity Available for Sale
Amortized

Cost Fair Value
Amortized

Cost Fair Value
Due in one year or less $ 3,414 $ 3,473 $ 8,430 $ 8,336
Due after one year through five years 26,069 27,509 44,084 44,086
Due after five years through ten years 3,427 3,780 137,177 134,930
Due after ten years �  �  85,041 83,285

Total securities $ 32,910 $ 34,762 $ 274,732 $ 270,637

Proceeds from sales of securities available for sale were $12.2 million and $29.8 million during the three months
ended September 30, 2013 and 2012, respectively, and $66.8 million and $139.6 million during the nine months ended
September 30, 2013 and 2012, respectively. Gains and losses on the sale of securities are determined using the
specific identification method. Gross realized gains and losses on sales of securities available for sale during the
periods were as follows (dollars in thousands):

Three Months Ended Nine Months Ended
September 30, 2013September 30, 2012September 30, 2013September 30, 2012
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Gross realized gains $ 46 $ 1,337 $ 516 $ 2,062
Gross realized losses (8) (157) (70) (708) 

Net securities gains $ 38 $ 1,180 $ 446 $ 1,354

In estimating other than temporary impairments (OTTI) losses, management considers the length of time and the
extent to which the fair value has been less than cost, the financial condition and short-term prospects for the issuer,
and the intent and ability of management to hold its investment for a period of time to allow a recovery in fair value.
There were no investments held that had OTTI losses for the three and nine months ended September 30, 2013 and
2012.

10
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COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

The fair value and gross unrealized losses for securities available for sale, segregated by the length of time that
individual securities have been in a continuous gross unrealized loss position, at September 30, 2013 and
December 31, 2012 were as follows (dollars in thousands):

September 30, 2013
Less than 12 Months 12 Months or More Total

Fair ValueUnrealized LossFair ValueUnrealized LossFair ValueUnrealized Loss
U.S. Treasury issue and other U.S.
Gov�t agencies $ 40,608 $ (653) $ 32,337 $ (276) $ 72,945 $ (929) 
State, county and municipal 86,982 (4,787) 3,497 (282) 90,479 (5,069) 
Corporate and other bonds 3,376 (45) 989 (7) 4,365 (52) 
Mortgage backed � U.S. Gov�t agencies 2,817 (164) �  �  2,817 (164) 
Mortgage backed � U.S. Gov�t sponsored
agencies 13,385 (194) 1,649 (26) 15,034 (220) 

Total $ 147,168 $ (5,843) $ 38,472 $ (591) $ 185,640 $ (6,434) 

December 31, 2012

Less than 12 Months
12 Months or

More Total
Fair ValueUnrealized LossFair ValueUnrealized LossFair ValueUnrealized Loss

U.S. Treasury issue and other U.S. Gov�t
agencies $ 70,561 $ (565) $ �  $ �  $ 70,561 $ (565) 
U.S. Gov�t sponsored agencies �  �  �  �  �  �  
State, county and municipal 17,404 (271) �  �  17,404 (271) 
Corporate and other bonds 1,485 (8) �  �  1,485 (8) 
Mortgage backed � U.S. Gov�t agencies 1,688 (10) �  �  1,688 (10) 
Mortgage backed � U.S. Gov�t sponsored
agencies 4,779 (83) �  �  4,779 (83) 

Total $ 95,917 $ (937) $ �  $ �  $ 95,917 $ (937) 

The unrealized losses in the investment portfolio at September 30, 2013 and December 31, 2012 are generally a result
of market fluctuations that occur daily. The unrealized losses are from 234 securities at September 30, 2013. Of those,
229 are investment grade, U.S. government agency guarantees, or the full faith and credit of local municipalities
throughout the United States. Five investment grade corporate obligations comprise the remaining securities with
unrealized losses at September 30, 2013. The Company considers the reason for impairment, length of impairment and
ability to hold until the full value is recovered in determining if the impairment is temporary in nature. Based on this
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analysis, the Company has determined these impairments to be temporary in nature. The Company does not intend to
sell and it is more likely than not that the Company will not be required to sell these securities until they recover in
value.

Market prices are affected by conditions beyond the control of the Company. Investment decisions are made by the
management group of the Company and reflect the overall liquidity and strategic asset/liability objectives of the
Company. Management analyzes the securities portfolio frequently and manages the portfolio to provide an overall
positive impact to the Company�s income statement and balance sheet.

Securities with amortized costs of $73.4 million and $111.7 million at September 30, 2013 and December 31, 2012,
respectively, were pledged to secure deposits and for other purposes required or permitted by law. At each of
September 30, 2013 and December 31, 2012, there were no securities purchased from a single issuer, other than U.S.
Treasury issue and other U.S. Government agencies that comprised more than 10% of the consolidated shareholders�
equity.

11
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3. LOANS NOT COVERED BY FDIC SHARED-LOSS AGREEMENT (NON-COVERED LOANS) AND
RELATED ALLOWANCE FOR LOAN LOSSES

The Company�s non-covered loans at September 30, 2013 and December 31, 2012 were comprised of the following
(dollars in thousands):

September 30, 2013 December 31, 2012

Amount
% of Non-

Covered Loans Amount
% of Non-

Covered Loans
Mortgage loans on real estate:
Residential 1-4 family $ 140,137 24.63% $ 135,420 23.52% 
Commercial 233,699 41.07 246,521 42.83
Construction and land development 53,117 9.33 61,127 10.62
Second mortgages 6,577 1.16 7,230 1.26
Multifamily 34,640 6.09 28,683 4.98
Agriculture 8,369 1.47 10,359 1.80

Total real estate loans 476,539 83.75 489,340 85.01
Commercial loans 85,440 15.01 77,835 13.52
Consumer installment loans 5,563 0.98 6,929 1.20
All other loans 1,480 0.26 1,526 0.27

Gross loans 569,022 100.00% 575,630 100.00% 

Less unearned income on loans (62) (148) 

Non-covered loans, net of unearned
income $ 568,960 $ 575,482

The Company held $39.7 million and $40.9 million in balances of loans guaranteed by the United States Department
of Agriculture (USDA), which are included in various categories in the table above, at September 30, 2013 and
December 31, 2012, respectively. As these loans are 100% guaranteed by the USDA, no loan loss provision is
required. These loan balances included an unamortized purchase premium of $2.8 million and $3.4 million at
September 30, 2013 and December 31, 2012, respectively. Unamortized purchase premium is recognized as an
adjustment of the related loan yield using the interest method.

At September 30, 2013 and December 31, 2012, the Company�s allowance for credit losses was comprised of the
following: (i) specific valuation allowances calculated in accordance with FASB ASC 310, Receivables, (ii) general
valuation allowances calculated in accordance with FASB ASC 450, Contingencies, based on economic conditions
and other qualitative risk factors, and (iii) historical valuation allowances calculated using historical loan loss
experience. Management identified loans subject to impairment in accordance with ASC 310.
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At September 30, 2013 and December 31, 2012, a portion of the construction and land development loans presented
above contained interest reserve provisions. The Company follows standard industry practice to include interest
reserves and capitalized interest in a construction loan. This practice recognizes interest as an additional cost of the
project and, as a result, requires the borrower to put additional equity into the project. In order to monitor the project
throughout its life to make sure the property is moving along as planned to ensure appropriateness of continuing to
capitalize interest, the Company coordinates an independent property inspection in connection with each disbursement
of loan funds. Until completion, there is generally no cash flow from which to make the interest payment. The
Company does not advance additional interest reserves to keep a loan from becoming nonperforming.

There were no significant amounts of interest reserves recognized as interest income on construction loans with
interest reserves for each of the three and nine months ended September 30, 2013 and 2012. Nonperforming
construction loans with interest reserves were $4.1 million at each of September 30, 2013 and December 31, 2012.

Interest income on nonaccrual loans, if recognized, is recorded using the cash basis method of accounting. There were
no significant amounts recognized during either of the three and nine months ended September 30, 2013 and 2012.
For the three months ended September 30, 2013 and 2012, estimated interest income of $259,000 and $473,000,
respectively, would have been recorded if all such loans had been accruing interest according to their original
contractual terms. For the nine months ended September 30, 2013 and 2012, estimated interest income of $774,000
and $1.2 million, respectively, would have been recorded if all such loans had been accruing interest according to their
original contractual terms.

12
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The following table summarizes information related to impaired loans as of September 30, 2013 (dollars in
thousands):

Recorded
Investment(1)

Unpaid Principal
Balance(2) Related Allowance

With an allowance recorded:
Mortgage loans on real estate:
Residential 1-4 family $ 4,042 $ 4,285 $ 1,023
Commercial 1,025 1,098 233
Construction and land development 4,309 5,464 552
Second mortgages 164 258 31
Multifamily �  �  �  
Agriculture �  �  �  

Total real estate loans 9,540 11,105 1,839
Commercial loans 127 795 17
Consumer installment loans 46 47 9
All other loans �  �  �  

Subtotal impaired loans with a valuation
allowance 9,713 11,947 1,865

With no related allowance recorded:

Mortgage loans on real estate:
Residential 1-4 family 1,757 1,838 �  
Commercial 1,763 2,002 �  
Construction and land development 2,190 4,797 �  
Second mortgages �  �  �  
Multifamily �  �  �  
Agriculture 208 225 �  

Total real estate loans 5,918 8,862 �  
Commercial loans �  �  �  
Consumer installment loans 7 7 �  
All other loans �  �  �  

Subtotal impaired loans without a valuation
allowance 5,925 8,869 �  
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Total:
Mortgage loans on real estate:
Residential 1-4 family 5,799 6,123 1,023
Commercial 2,788 3,100 233
Construction and land development 6,499 10,261 552
Second mortgages 164 258 31
Multifamily �  �  �  
Agriculture 208 225 �  

Total real estate loans 15,458 19,967 1,839
Commercial loans 127 795 17
Consumer installment loans 53 54 9
All other loans �  �  �  

Total impaired loans $ 15,638 $ 20,816 $ 1,865

(1) The amount of the investment in a loan, which is not net of a valuation allowance, but which does reflect any
direct write-down of the investment

(2) The contractual amount due, which reflects paydowns applied in accordance with loan documents, but which
does not reflect any direct write-downs

13
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The following table summarizes information related to impaired loans as of December 31, 2012 (dollars in thousands):

Recorded
Investment(1)

Unpaid Principal
Balance(2) Related Allowance

With an allowance recorded:
Mortgage loans on real estate:
Residential 1-4 family $ 3,838 $ 4,021 $ 897
Commercial 2,741 2,827 725
Construction and land development 7,412 10,355 850
Second mortgages 124 170 22
Multifamily �  �  �  
Agriculture 250 580 20

Total real estate loans 14,365 17,953 2,514
Commercial loans 509 582 121
Consumer installment loans 78 79 21
All other loans �  �  �  

Subtotal impaired loans with a valuation
allowance 14,952 18,614 2,656

With no related allowance recorded:
Mortgage loans on real estate:
Residential 1-4 family 2,702 3,094 �  
Commercial 3,076 3,281 �  
Construction and land development 1,578 1,961 �  
Second mortgages 48 48 �  
Multifamily �  �  �  
Agriculture �  �  �  

Total real estate loans 7,404 8,384 �  
Commercial loans �  183 �  
Consumer installment loans 9 9 �  
All other loans �  �  �  

Subtotal impaired loans without a valuation
allowance 7,413 8,576 �  

Total:
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Mortgage loans on real estate:
Residential 1-4 family 6,540 7,115 897
Commercial 5,817 6,108 725
Construction and land development 8,990 12,316 850
Second mortgages 172 218 22
Multifamily �  �  �  
Agriculture 250 580 20

Total real estate loans 21,769 26,337 2,514
Commercial loans 509 765 121
Consumer installment loans 87 88 21
All other loans �  �  �  

Total impaired loans $ 22,365 $ 27,190 $ 2,656

(1) The amount of the investment in a loan, which is not net of a valuation allowance, but which does reflect any
direct write-down of the investment

(2) The contractual amount due, which reflects paydowns applied in accordance with loan documents, but which
does not reflect any direct write-downs

14
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The following table summarizes average recorded investment of impaired loans for the three and nine months ended
September 30, 2013 and 2012 (dollars in thousands):

Three months ended Nine months ended
September 30, 2013September 30, 2012September 30, 2013September 30, 2012

Mortgage loans on real estate:
Residential 1-4 family $ 5,721 $ 6,843 $ 6,169 $ 6,828
Commercial 2,737 9,631 4,302 11,677
Construction and land development 7,482 10,214 7,745 11,006
Second mortgages 162 156 168 187
Multifamily �  �  �  �  
Agriculture 216 54 229 54

Total real estate loans 16,318 26,898 18,613 29,752
Commercial loans 121 699 318 838
Consumer installment loans 56 160 70 150
All other loans �  �  �  �  

Total impaired loans $ 16,495 $ 27,757 $ 19,001 $ 30,740

The majority of impaired loans are also nonaccruing for which no interest income was recognized during each of the
three and nine months ended September 30, 2013 and 2012. No significant amounts of interest income were
recognized on accruing impaired loans for each of the three and nine months ended September 30, 2013 and 2012.

The following table presents non-covered nonaccruals by loan category as of September 30, 2013 and December 31,
2012 (dollars in thousands):

September 30, 2013 December 31, 2012
Mortgage loans on real estate:
Residential 1-4 family $ 4,492 $ 5,562
Commercial 1,530 5,818
Construction and land development 6,500 8,815
Second mortgages 135 141
Multifamily �  �  
Agriculture 208 250

Total real estate loans 12,865 20,586
Commercial loans 127 385
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Consumer installment loans 52 77
All other loans �  �  

Total loans $ 13,044 $ 21,048

15
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Troubled debt restructures, special mention, and some substandard loans still accruing interest are loans that
management expects to ultimately collect all principal and interest due, but not under the terms of the original
contract. A reconciliation of impaired loans to nonaccrual loans at September 30, 2013 and December 31, 2012, is set
forth in the table below (dollars in thousands):

September 30, 2013 December 31, 2012
Nonaccruals $ 13,044 $ 21,048
Trouble debt restructure and still
accruing 1,648 847
Special mention 290 299
Substandard and still accruing 656 171

Total impaired $ 15,638 $ 22,365

The following tables present an age analysis of past due status of non-covered loans by category as of September 30,
2013 and December 31, 2012 (dollars in thousands):

September 30, 2013

30-89
Days
Past
Due

90 Days
Past Due

Total
Past
Due Current

Total
Loans

Recorded
Investment

90
Days
Past
Due
and

Accruing
Mortgage loans on real estate:
Residential 1-4 family $ 827 $ 4,492 $ 5,319 $ 134,818 $ 140,137 $ �  
Commercial 465 1,530 1,995 231,704 233,699 �  
Construction and land development 51 6,500 6,551 46,566 53,117 �  
Second mortgages 181 135 316 6,261 6,577 �  
Multifamily �  �  �  34,640 34,640 �  
Agriculture �  208 208 8,161 8,369 �  

Total real estate loans 1,524 12,865 14,389 462,150 476,539 �  
Commercial loans 222 127 349 85,091 85,440 �  
Consumer installment loans 64 52 116 5,447 5,563 �  
All other loans �  �  �  1,480 1,480 �  
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Total loans $ 1,810 $ 13,044 $ 14,854 $ 554,168 $ 569,022 $ �  

December 31, 2012

30-89
Days
Past
Due

90 Days
Past Due

Total
Past
Due Current

Total
Loans

Recorded
Investment

90 Days
Past
Due
and

Accruing
Mortgage loans on real estate:
Residential 1-4 family $ 1,433 $ 5,797 $ 7,230 $ 128,190 $ 135,420 $ 235
Commercial �  5,818 5,818 240,703 246,521 �  
Construction and land development 298 9,089 9,387 51,740 61,127 274
Second mortgages �  141 141 7,089 7,230 �  
Multifamily �  �  �  28,683 28,683 �  
Agriculture �  250 250 10,109 10,359 �  

Total real estate loans 1,731 21,095 22,826 466,514 489,340 509
Commercial loans 85 385 470 77,365 77,835 �  
Consumer installment loans 40 77 117 6,812 6,929 �  
All other loans �  �  �  1,526 1,526 �  

Total loans $ 1,856 $ 21,557 $ 23,413 $ 552,217 $ 575,630 $ 509
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Activity in the allowance for loan losses on non-covered loans by segment is presented in the following tables (dollars
in thousands):

Three Months Ended September 30, 2013
Beginning of

Period
Provision
Allocation Charge-offs Recoveries End of Period

Mortgage loans on real estate:
Residential 1-4 family $ 3,938 $ (299) $ (119) $ 3 $ 3,523
Commercial 2,508 (69) �  5 2,444
Construction and land development 2,865 290 (758) 5 2,402
Second mortgages 72 99 (100) 41 112
Multifamily 146 (26) �  �  120
Agriculture 56 (38) �  39 57

Total real estate loans 9,585 (43) (977) 93 8,658
Commercial loans 1,772 6 (5) 39 1,812
Consumer installment loans 141 38 (36) 16 159
All other loans 25 (1) �  �  24

Total loans $ 11,523 $ �  $ (1,018) $ 148 $ 10,653

Three Months Ended September 30, 2012
Beginning of

Period
Provision
Allocation Charge-offs Recoveries End of Period

Mortgage loans on real estate:
Residential 1-4 family $ 3,901 $ 792 $ (598) $ 3 $ 4,098
Commercial 2,773 104 (1) 4 2,880
Construction and land development 4,506 (1,190) (93) 1,467 4,690
Second mortgages 233 (28) �  56 261
Multifamily 216 56 �  �  272
Agriculture 34 10 �  �  44

Total real estate loans 11,663 (256) (692) 1,530 12,245
Commercial loans 1,574 274 (88) 52 1,812
Consumer installment loans 274 (18) (39) 14 231
All other loans 15 �  �  �  15

Total loans $ 13,526 $ �  $ (819) $ 1,596 $ 14,303
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Nine Months Ended September 30, 2013
Beginning of

Period
Provision
Allocation Charge-offs Recoveries End of Period

Mortgage loans on real estate:
Residential 1-4 family $ 3,985 $ (236) $ (280) $ 54 $ 3,523
Commercial 2,482 1,439 (1,492) 15 2,444
Construction and land development 3,773 (1,137) (915) 681 2,402
Second mortgages 142 24 (100) 46 112
Multifamily 303 (183) �  �  120
Agriculture 61 (37) (6) 39 57

Total real estate loans 10,746 (130) (2,793) 835 8,658
Commercial loans 1,961 75 (302) 78 1,812
Consumer installment loans 195 49 (133) 48 159
All other loans 18 6 �  �  24

Total loans $ 12,920 $ �  $ (3,228) $ 961 $ 10,653
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Nine Months Ended September 30, 2012
Beginning of

Period
Provision
Allocation Charge-offs Recoveries End of Period

Mortgage loans on real estate:
Residential 1-4 family $ 3,451 $ 2,095 $ (1,451) $ 3 $ 4,098
Commercial 3,048 403 (639) 68 2,880
Construction and land development 5,729 (1,744) (923) 1,628 4,690
Second mortgages 296 (91) �  56 261
Multifamily 224 48 �  �  272
Agriculture 25 19 �  �  44

Total real estate loans 12,773 730 (3,013) 1,755 12,245
Commercial loans 1,810 216 (396) 182 1,812
Consumer installment loans 241 50 (114) 54 231
All other loans 11 4 �  �  15

Total loans $ 14,835 $ 1,000 $ (3,523) $ 1,991 $ 14,303

Included in charge-offs for the nine months ended September 30, 2013, was a $500,000 writedown arising from the
transfer of a loan from non-covered loans to loans held for sale.

The following tables present information on the non-covered loans evaluated for impairment in the allowance for loan
losses as of September 30, 2013 and December 31, 2012 (dollars in thousands):

September 30, 2013
Allowance for Loan Losses Recorded Investment in Loans

Individually
Evaluated for
Impairment(1)

Collectively
Evaluated for
Impairment Total

Individually
Evaluated for
Impairment(1)

Collectively
Evaluated for
Impairment Total

Mortgage loans on real estate:
Residential 1-4 family $ 1,081 $ 2,419 $ 3,500 $ 8,222 $ 131,915 $ 140,137
Commercial 291 2,153 2,444 8,340 225,359 233,699
Construction and land development 731 1,670 2,401 9,283 43,834 53,117
Second mortgages 39 73 112 253 6,324 6,577
Multifamily �  144 144 �  34,640 34,640
Agriculture �  57 57 208 8,161 8,369

Total real estate loans 2,142 6,516 8,658 26,306 450,233 476,539
Commercial loans 22 1,790 1,812 242 85,198 85,440
Consumer installment loans 9 150 159 55 5,508 5,563
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All other loans �  24 24 �  1,480 1,480

Total loans $ 2,173 $ 8,480 $ 10,653 $ 26,603 $ 542,419 $ 569,022
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December 31, 2012
Allowance for Loan Losses Recorded Investment in Loans

Individually
Evaluated for
Impairment(1)

Collectively
Evaluated for
Impairment Total

Individually
Evaluated for
Impairment(1)

Collectively
Evaluated for
Impairment Total

Mortgage loans on real estate:
Residential 1-4 family $ 1,003 $ 2,982 $ 3,985 $ 10,340 $ 125,080 $ 135,420
Commercial 864 1,618 2,482 15,636 230,885 246,521
Construction and land development 1,306 2,467 3,773 14,173 46,954 61,127
Second mortgages 29 113 142 234 6,996 7,230
Multifamily �  303 303 �  28,683 28,683
Agriculture 21 40 61 250 10,109 10,359

Total real estate loans 3,223 7,523 10,746 40,633 448,707 489,340
Commercial loans 125 1,836 1,961 605 77,230 77,835
Consumer installment loans 22 173 195 92 6,837 6,929
All other loans �  18 18 �  1,526 1,526

Total loans $ 3,370 $ 9,550 $ 12,920 $ 41,330 $ 534,300 $ 575,630

(1) The category �Individually Evaluated for Impairment� includes loans individually evaluated for impairment and
determined not to be impaired. These loans totalled $11.0 million and $19.0 million at September 30, 2013 and
December 31, 2012, respectively. The allowance for loans losses allocated to these loans was $308,000 and
$714,000 at September 30, 2013 and December 31, 2012, respectively.

Non-covered loans are monitored for credit quality on a recurring basis. These credit quality indicators are defined as
follows:

Pass - A pass loan is not adversely classified, as it does not display any of the characteristics for adverse
classification. This category includes purchased loans that are 100% guaranteed by U.S. Government agencies of
$39.7 million and $40.9 million at September 30, 2013 and December 31, 2012, respectively.

Special Mention - A special mention loan has potential weaknesses that deserve management�s close attention. If left
uncorrected, such potential weaknesses may result in deterioration of the repayment prospects or collateral position at
some future date. Special mention loans are not adversely classified and do not warrant adverse classification.

Substandard - A substandard loan is inadequately protected by the current net worth and paying capacity of the
obligor or of the collateral pledged, if any. Loans classified as substandard generally have a well defined weakness, or
weaknesses, that jeopardize the liquidation of the debt. These loans are characterized by the distinct possibility of loss
if the deficiencies are not corrected.
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Doubtful - A doubtful loan has all the weaknesses inherent in a loan classified as substandard with the added
characteristics that the weaknesses make collection or liquidation in full highly questionable and improbable, on the
basis of currently existing facts, conditions, and values.
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The following tables present the composition of non-covered loans by credit quality indicator at September 30, 2013
and December 31, 2012 (dollars in thousands):

September 30, 2013

Pass
Special

Mention Substandard Doubtful Total
Mortgage loans on real estate:
Residential 1-4 family $ 125,745 $ 7,476 $ 6,916 $ �  $ 140,137
Commercial 213,623 12,994 6,926 156 233,699
Construction and land development 39,356 4,478 9,283 �  53,117
Second mortgages 5,810 543 224 �  6,577
Multifamily 34,640 �  �  �  34,640
Agriculture 8,161 �  208 �  8,369

Total real estate loans 427,335 25,491 23,557 156 476,539
Commercial loans 82,038 3,161 241 �  85,440
Consumer installment loans 5,298 210 55 �  5,563
All other loans 1,480 �  �  �  1,480

Total loans $ 516,151 $ 28,862 $ 23,853 $ 156 $ 569,022

December 31, 2012

Pass
Special

Mention Substandard Doubtful Total
Mortgage loans on real estate:
Residential 1-4 family $ 118,931 $ 6,496 $ 9,993 $ �  $ 135,420
Commercial 209,347 21,540 15,478 156 246,521
Construction and land development 36,261 10,954 13,912 �  61,127
Second mortgages 6,519 477 234 �  7,230
Multifamily 27,514 1,169 �  �  28,683
Agriculture 10,109 �  250 �  10,359

Total real estate loans 408,681 40,636 39,867 156 489,340
Commercial loans 76,148 1,205 482 �  77,835
Consumer installment loans 6,617 220 92 �  6,929
All other loans 1,526 �  �  �  1,526

Total loans $ 492,972 $ 42,061 $ 40,441 $ 156 $ 575,630
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In accordance with FASB ASU 2011-02, Receivables (Topic 310): A Creditor�s Determination of Whether a
Restructuring is a Troubled Debt Restructuring, the Company assesses all loan modifications to determine whether
they are considered troubled debt restructurings (TDRs) under the guidance. During the three months ended
September 30 2013, there were no loans modified, that were considered to be TDRs. During the nine months ended
September 30, 2013, the Company modified one residential 1-4 family loan that was considered to be a TDR. The
Company extended the term and lowered the interest rate for this loan, which had a pre- and post-modification balance
of $174,000.
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During the three months ended September 30, 2012, the Company modified two loans that were considered to be
TDRs. The Company extended the terms for one of these loans and lowered the interest rate for one of these loans.
The following table presents information relating to loans modified as TDRs during the three months ended
September 30, 2012 (dollars in thousands):

Three months ended September 30, 2012

Number
of

Contracts

Pre-Modification
Outstanding

Recorded
Investment

Post-Modification
Outstanding

Recorded
Investment

Mortgage loans on real estate:
Residential 1-4 family 1 $ 294 $ 294
Commercial 1 2,979 2,777

Total real estate loans 2 3,273 3,071

Total loans 2 $ 3,273 $ 3,071

During the nine months ended September 30, 2012, the Company modified seven loans that were considered to be
TDRs. The Company extended the terms for three of these loans and lowered the interest rate for six of these loans.
The following table presents information relating to loans modified as TDRs during the nine months ended
September 30, 2012 (dollars in thousands):

Nine months ended September 30, 2012

Number
of

Contracts

Pre-Modification
Outstanding

Recorded
Investment

Post-Modification
Outstanding

Recorded
Investment

Mortgage loans on real estate:
Residential 1-4 family 3 $ 765 $ 765
Commercial 2 4,150 3,948
Construction and land development 1 675 675

Total real estate loans 6 5,590 5,388
Commercial loans 1 74 74

Total loans 7 $ 5,664 $ 5,462
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A loan is considered to be in default if it is 90 days or more past due. There was one TDR that had been restructured
during the previous 12 months that resulted in default during the three and nine months ended September 30, 2013.
This residential 1-4 family loan had a recorded investment of $173,000.

There were two TDRs that had been restructured during the previous 12 months that resulted in default during each of
the three and nine months ended September 30, 2012. The following table presents information relating to TDRs that
resulted in default during the three and nine months ended September 30, 2012 (dollars in thousands):

Three and nine months ended
September 30, 2012

Number
of

Contracts
Recorded

Investment
Mortgage loans on real estate:
Construction and land development 1 $ 668

Total real estate loans 1 668

Commercial loans 1 74

Total loans 2 $ 742

In the determination of the allowance for loan losses, management considers TDRs and subsequent defaults in these
restructures by reviewing for impairment in accordance with FASB ASC 310-10-35, Receivables, Subsequent
Measurement.
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On September 30, 2013, the Company entered into an agreement to sell $25.1 million of loans in the Georgia branches
to Pinnacle Bank at a $250,000 premium (see Note 13). These loans were classified as loans held for sale at
September 30, 2013.

At September 30, 2013, the Company had 1-4 family mortgages in the amount of $149.2 million pledged as collateral
to the Federal Home Loan Bank for a total borrowing capacity of $92.4 million.

4. LOANS COVERED BY FDIC SHARED-LOSS AGREEMENTS (COVERED LOANS) AND RELATED
ALLOWANCE FOR LOAN LOSSES

On January 30, 2009, the Company entered into a Purchase and Assumption Agreement with the Federal Deposit
Insurance Corporation (FDIC) to assume all of the deposits and certain other liabilities and acquire substantially all
assets of Suburban Federal Savings Bank (SFSB). The Company is applying the provisions of FASB ASC 310-30,
Loans and Debt Securities Acquired with Deteriorated Credit Quality, to all loans acquired in the SFSB transaction
(the �covered loans�). Of the total $198.3 million in loans acquired, $49.1 million met the criteria of FASB ASC 310-30.
These loans, consisting mainly of construction loans, were deemed impaired at the acquisition date. The remaining
$149.1 million of loans acquired, comprised mainly of residential 1-4 family, were analogized to meet the criteria of
FASB ASC 310-30. Analysis of this portfolio revealed that SFSB utilized weak underwriting and documentation
standards, which led the Company to believe that significant losses were probable given the economic environment at
the time.

As of September 30, 2013 and December 31, 2012, the outstanding contractual balance of the covered loans was
$123.8 million and $137.2 million, respectively. The carrying amount, by loan type, as of these dates is as follows
(dollars in thousands):

September 30, 2013 December 31, 2012

Amount

% of
Covered
Loans Amount

% of
Covered
Loans

Mortgage loans on real estate:
Residential 1-4 family $ 68,343 88.45% $ 74,046 87.47% 
Commercial 1,494 1.93 1,986 2.35
Construction and land development 2,957 3.83 3,264 3.86
Second mortgages 4,037 5.22 4,864 5.75
Multifamily 267 0.35 304 0.36
Agriculture 172 0.22 172 0.20

Total real estate loans 77,270 100.00 84,636 99.99
Commercial loans �  �  �  �  
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Consumer installment loans �  �  1 0.01
All other loans �  �  �  �  

Total covered loans $ 77,270 100.00% $ 84,637 100.00% 
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There was no activity in the allowance for loan losses on covered loans for the three months ended September 30,
2013 and 2012 or the nine months ended September 30, 2013. Activity in the allowance for loan losses on covered
loans for nine months ended September 30, 2012 was comprised of the following (dollars in thousands):

Nine months ended September 30, 2012
Beginning of

Period
Provision
Allocation Charge-offs Recoveries End of Period

Mortgage loans on real estate:
Residential 1-4 family $ 473 $ (274) $ (12) $ 9 $ 196
Commercial 303 (43) �  �  260
Construction and land development �  4 (22) 18 �  
Multifamily �  63 (315) 252 �  

Total real estate loans 776 (250) (349) 279 456

Total covered loans $ 776 $ (250) $ (349) $ 279 $ 456

The following table presents information on the covered loans collectively evaluated for impairment in the allowance
for loan losses at September 30, 2013 and December 31, 2012 (dollars in thousands):

September 30, 2013 December 31, 2012
Allowance for

loan
losses

Recorded
investment

in loans

Allowance for
loan

losses

Recorded
investment

in loans
Mortgage loans on real estate:
Residential 1-4 family $ 252 $ 68,343 $ 252 $ 74,046
Commercial 232 1,494 232 1,986
Construction and land development �  2,957 �  3,264
Second mortgages �  4,037 �  4,864
Multifamily �  267 �  304
Agriculture �  172 �  172

Total real estate loans 484 77,270 484 84,636
Commercial loans �  �  �  �  
Consumer installment loans �  �  �  1
All other loans �  �  �  �  

Total covered loans $ 484 $ 77,270 $ 484 $ 84,637
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The change in the accretable yield balance for the nine months ended September 30, 2013 and the year ended
December 31, 2012 is as follows (dollars in thousands):

Balance, January 1, 2012 $ 56,310
Accretion (14,105) 
Reclassification from nonaccretable Yield 11,939

Balance, December 31, 2012 54,144
Accretion (8,938) 
Reclassification from nonaccretable Yield 9,012

Balance, September 30, 2013 $ 54,218

The covered loans are not classified as nonperforming assets as of September 30, 2013, as the loans are accounted for
on a pooled basis, and interest income, through accretion of the difference between the carrying amount of the loans
and the expected cash flows, is being recognized on all covered loans.

23

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 45



Table of Contents

COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

5. FDIC AGREEMENTS AND FDIC INDEMNIFICATION ASSET
On January 30, 2009, the Company entered into a Purchase and Assumption Agreement with the FDIC to assume all
of the deposits and certain other liabilities and acquire substantially all assets of SFSB. Under the shared-loss
agreements that are part of that agreement, the FDIC will reimburse the Bank for 80% of losses arising from covered
loans and foreclosed real estate assets, on the first $118 million in losses on such covered loans and foreclosed real
estate assets, and for 95% of losses on covered loans and foreclosed real estate assets thereafter. Under the shared-loss
agreements, a �loss� on a covered loan or foreclosed real estate is defined generally as a realized loss incurred through a
permitted disposition, foreclosure, short-sale or restructuring of the covered loan or foreclosed real estate. The
reimbursements for losses on single family one-to-four residential mortgage assets are to be made quarterly through
March 2019, and the reimbursements for losses on other covered assets are to be made quarterly through March 2014.
The shared-loss agreements provide for indemnification from the first dollar of losses without any threshold
requirement. The reimbursable losses from the FDIC are based on the book value of the relevant loan as determined
by the FDIC at the date of the transaction, January 30, 2009. New loans made after that date are not covered by the
shared-loss agreements. The fair value of the shared-loss agreements is detailed below.

The Company is accounting for the shared-loss agreements as an indemnification asset pursuant to the guidance in
FASB ASC 805, Business Combinations. The FDIC indemnification asset is required to be measured in the same
manner as the asset or liability to which it relates. The FDIC indemnification asset is measured separately from the
covered loans and other real estate owned assets (OREO) because it is not contractually embedded in the covered loan
and OREO and is not transferable should the Company choose to dispose of them. Fair value was estimated using
projected cash flows available for loss sharing based on the credit adjustments estimated for each loan pool and other
real estate owned and the loss sharing percentages outlined in the shared-loss agreements with the FDIC. These cash
flows were discounted to reflect the uncertainty of the timing and receipt of the loss sharing reimbursement from the
FDIC.

Because the acquired loans are subject to shared-loss agreements and a corresponding indemnification asset exists to
represent the value of expected payments from the FDIC, increases and decreases in loan accretable yield due to
changing loss expectations will also have an impact to the valuation of the FDIC indemnification asset. Improvement
in loss expectations will typically increase loan accretable yield and decrease the value of the FDIC indemnification
asset and, in some instances, result in an amortizable premium on the FDIC indemnification asset. Increases in loss
expectations will typically be recognized as impairment in the current period through allowance for loan losses,
resulting in additional noninterest income for the amount of the increase in the FDIC indemnification asset.

In addition to the premium amortization, the balance of the FDIC indemnification asset is affected by expected
payments from the FDIC. Under the terms of the shared-loss agreements, the FDIC will reimburse the Company for
loss events incurred related to the covered loan portfolio. These events include such things as future writedowns due
to decreases in the fair market value of OREO, net loan charge-offs and recoveries, and net gains and losses on OREO
sales.

As discussed above, the shared-loss agreement for assets other than single family one-to-four residential mortgage
assets expires March 2014. The portion of the FDIC indemnification asset related to those assets was $383,000 at
September 30, 2013, of which $35,000 represented estimated losses to be reimbursed by the FDIC.
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The following table presents the balances of the FDIC indemnification asset at September 30, 2013 and December 31,
2012 (dollars in thousands):

Anticipated
Expected

Losses

Estimated
Loss

Sharing
Value

Amortizable
Premium
(Discount)
at Present

Value

FDIC
Indemnification

Asset
Total

January 1, 2012 $ 28,713 $ 22,971 $ 19,670 $ 42,641
Increases:
Writedown of OREO property to FMV 622 497 497
Decreases:
Net amortization of premium (6,936) (6,936) 
Reclassifications to FDIC receivable:
Net loan charge-offs and recoveries (1,321) (1,057) (1,057) 
OREO sales (1,140) (912) (912) 
Reimbursements requested from FDIC (495) (396) (396) 
Reforecasted Change in Anticipated
Expected Losses (3,174) (2,539) 2,539 �  

December 31, 2012 $ 23,205 $ 18,564 $ 15,273 $ 33,837
Increases:
Writedown of OREO property to FMV 150 120 120
Decreases:
Net amortization of premium (4,809) (4,809) 
Reclassifications to FDIC receivable:
Net loan charge-offs and recoveries (1,034) (827) (827) 
OREO sales (1,171) (937) (937) 
Reimbursements requested from FDIC (336) (269) (269) 
Reforecasted Change in Anticipated
Expected Losses (8,231) (6,585) 6,585 �  

September 30, 2013 $ 12,583 $ 10,066 $ 17,049 $ 27,115

6. OTHER INTANGIBLES
Core deposit intangibles are recognized, amortized and evaluated for impairment as required by FASB ASC 350,
Intangibles. As a result of the mergers with TransCommunity Financial Corporation (TFC), and BOE Financial
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Services of Virginia, Inc. (BOE) on May 31, 2008, the Company recorded $15.0 million in core deposit intangible
assets, which are being amortized over 9 years. Core deposit intangibles resulting from the Georgia and Maryland
transactions, in 2008 and 2009, respectively, equaled $3.2 million and $2.1 million, respectively, and are being
amortized over 9 years. The core deposit intangible related to Georgia was written off in conjunction with the sale of
those branches (See Note 13).

Other intangible assets are presented in the following table (dollars in thousands):

September 30, 2013 December 31, 2012

Core deposit intangible $ 20,290 $ 20,290
Accumulated amortization (11,690) (9,993) 

Balance $ 8,600 $ 10,297

7. DEPOSITS
The following table provides interest bearing deposit information, by type, as of September 30, 2013 and
December 31, 2012 (dollars in thousands):
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September 30, 2013 December 31, 2012

NOW $ 93,026 $ 142,923
MMDA 92,814 113,171
Savings 73,996 77,506
Time deposits less than $100,000 222,657 287,422
Time deposits $100,000 and over 213,011 275,318

Total interest bearing deposits $ 695,504 $ 896,340

25

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 50



Table of Contents

COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

8. ACCUMULATED OTHER COMPREHENSIVE (LOSS) INCOME
The following tables present activity net of tax in accumulated other comprehensive income (AOCI) for the three and
nine months ended September 30, 2013 and 2012 (dollars in thousands):

Three months ended September 30, 2013
Unrealized Gain

(Loss)
on

Securities

Defined
Benefit

Pension Plan

Total Other
Comprehensive

(Loss)
Income

Beginning balance $ (1,256) $ (1,038) $ (2,294) 
Other comprehensive loss before
reclassifications (1,460) �  (1,460) 
Amounts reclassified from AOCI (25) �  (25) 

Net current period other comprehensive loss (1,485) �  (1,485) 

Ending balance $ (2,741) $ (1,038) $ (3,779) 

Three months ended September 30, 2012
Unrealized Gain

(Loss)
on

Securities

Defined
Benefit

Pension Plan

Total Other
Comprehensive

(Loss)
Income

Beginning balance $  3,839 $ (1,038) $ 2,801
Other comprehensive income before
reclassifications 26 �  26
Amounts reclassified from AOCI (779) �  (779) 

Net current period other comprehensive loss (753) �  (753) 

Ending balance $ 3,086 $ (1,038) $  2,048

Nine months ended September 30, 2013
Unrealized Gain

(Loss)
Defined
Benefit

Total Other
Comprehensive
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on
Securities

Pension Plan (Loss)
Income

Beginning balance $ 3,866 $ (1,038) $ 2,828
Other comprehensive loss before
reclassifications (6,313) �  (6,313) 
Amounts reclassified from AOCI (294) �  (294) 

Net current period other comprehensive loss (6,607) �  (6,607) 

Ending balance $ (2,741) $ (1,038) $ (3,779) 

Nine months ended September 30, 2012
Unrealized Gain

(Loss)
on

Securities

Defined
Benefit

Pension Plan

Total Other
Comprehensive

(Loss)
Income

Beginning balance $ 3,257 $ (1,038) $ 2,219
Other comprehensive income before
reclassifications 723 �  723
Amounts reclassified from AOCI (894) �  (894) 

Net current period other comprehensive loss (171) �  (171) 

Ending balance $  3,086 $ (1,038) $  2,048
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The following tables present the effects of reclassifications out of accumulated other comprehensive income on line
items of consolidated income for the three and nine months ended September 30, 2013 and 2012 (dollars in
thousands):

Details about Accumulated Other

Comprehensive Income Components
Amount Reclassified from Accumulated Other

Comprehensive Income

Affected Line Item in the
Unaudited Consolidated

Statement of Income
Three months ended

September 30,
2013

September 30,
2012

Unrealized (gains) losses on securities
available for sale $ (38) $ (1,180) Gain on securities transactions, net

   13 401 Tax expense

$ (25) $ (779) Net of tax

Details about Accumulated Other

Comprehensive Income Components
Amount Reclassified from Accumulated Other

Comprehensive Income

Affected Line Item in the
Unaudited Consolidated

Statement of Income
Nine months ended

September 30,
2013

September 30,
2012

Unrealized (gains) losses on securities
available for sale $ (446) $ (1,354) Gain on securities transactions, net

152 460 Tax expense

$ (294) $ (894) Net of tax

9. FAIR VALUES OF ASSETS AND LIABILITIES

FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value as the exchange price that would be
received for an asset or paid to transfer a liability in the principal or most advantageous market for the asset or liability
in an orderly transaction between market participants on the measurement date. FASB ASC 820 requires that
valuation techniques maximize the use of observable inputs and minimize the use of unobservable inputs and also
establishes a fair value hierarchy that prioritizes the valuation inputs into three broad levels. The Company groups
assets and liabilities at fair value in three levels, based on the markets in which the assets and liabilities are traded and
the reliability of the assumptions used to determine fair value. These levels are:
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� Level 1�Valuation is based upon quoted prices for identical instruments traded in active markets.

� Level 2�Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and model-based valuation techniques for
which all significant assumptions are observable in the market or can be corroborated by observable market
data for substantially the full term of the assets or liabilities.

� Level 3�Valuation is determined using model-based techniques with significant assumptions not observable
in the market. These unobservable assumptions reflect the Company�s own estimates of assumptions that
market participants would use in pricing the asset or liability. Valuation techniques include the use of third
party pricing services, option pricing models, discounted cash flow models and similar techniques.

FASB ASC 825, Financial Instruments, allows an entity the irrevocable option to elect fair value for the initial and
subsequent measurement for certain financial assets and liabilities on a contract-by-contract basis. The Company has
not made any material FASB ASC 825 elections as of September 30, 2013.
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Assets and Liabilities Recorded at Fair Value on a Recurring Basis

The Company utilizes fair value measurements to record adjustments to certain assets to determine fair value
disclosures. Securities available for sale and loans held for sale are recorded at fair value on a recurring basis. The
tables below present the recorded amount of assets and liabilities measured at fair value on a recurring basis (dollars in
thousands):

September 30, 2013
Total Level 1 Level 2 Level 3

Investment securities available for sale
U.S. Treasury issue and other U.S. Gov�t agencies $ 99,829 $ 95,837 $ 3,992 $ �  
U.S. Gov�t sponsored agencies 489 �  489 �  
State, county and municipal 134,144 �  134,144 �  
Corporate and other bonds 7,408 �  7,408 �  
Mortgage backed � U.S. Gov�t agencies 7,693 �  7,693 �  
Mortgage backed � U.S. Gov�t sponsored agencies 21,074 �  21,074 �  

Total investment securities available for sale 270,637 95,837 174,800 �  

Loans held for sale 268 �  268 �  

Total assets at fair value $ 270,905 $ 95,837 $ 175,068 $ �  

Total liabilities at fair value $ �  $ �  $ �  $ �  

December 31, 2012
Total Level 1 Level 2 Level 3

Investment securities available for sale
U.S. Treasury issue and other U.S. Gov�t agencies $ 153,277 $ 153,277 $ �  $ �  
U.S. Gov�t sponsored agencies 503 �  503 �  
State, county and municipal 117,596 6,742 110,854 �  
Corporate and other bonds 7,618 1,009 6,609 �  
Mortgage backed � U.S. Gov�t agencies 15,560 �  15,560 �  
Mortgage backed � U.S. Gov�t sponsored agencies 14,524 �  14,524 �  

Total investment securities available for sale 309,078 161,028 148,050 �  
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Loans held for sale 1,266 �  1,266 �  

Total assets at fair value $ 310,344 $ 161,028 $ 149,316 $ �  

Total liabilities at fair value $ �  $ �  $ �  $ �  

Investment securities available for sale

Investment securities available for sale are recorded at fair value each reporting period. Fair value measurement is
based upon quoted prices, if available. If quoted prices are not available, fair values are measured using independent
pricing models or other model-based valuation techniques such as the present value of future cash flows, adjusted for
the security�s credit rating, prepayment assumptions and other factors such as credit loss assumptions.

The Company utilizes a third party vendor to provide fair value data for purposes of determining the fair value of its
available for sale securities portfolio. The third party vendor uses a reputable pricing company for security market
data. The third party vendor has controls and edits in place for month-to-month market checks and zero pricing, and a
Statement on Standards for Attestation Engagements No. 16 report is obtained from the third party vendor on an
annual basis. The Company makes no adjustments to the pricing service data received for its securities available for
sale.

Level 1 securities include those traded on an active exchange, such as the New York Stock Exchange, U.S. Treasury
securities that are traded by dealers or brokers in active over-the-counter markets and money market funds. Level 2
securities include mortgage-backed securities issued by government sponsored entities, municipal bonds and corporate
debt securities. Securities classified as Level 3 include asset-backed securities in less liquid markets.
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Loans held for sale

The carrying amounts of loans held for sale approximate fair value.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The Company is also required to measure and recognize certain other financial assets at fair value on a nonrecurring
basis on the consolidated balance sheet. The following table presents assets measured at fair value on a nonrecurring
basis for the period ended September 30, 2013 and December 31, 2012 (dollars in thousands):

September 30, 2013
Total Level 1 Level 2 Level 3

Impaired loans, non-covered $ 11,144 $ �  $ 2,973 $ 8,171
Bank premises and equipment held for sale 5,177 �  5,177 �  
Other real estate owned (OREO), non-covered 8,496 �  �  8,496
Other real estate owned (OREO), covered 2,145 �  �  2,145

Total assets at fair value $ 26,962 $ �  $ 8,150 $ 18,812

Total liabilities at fair value $ �  $ �  $ �  $ �  

December 31, 2012
Total Level 1 Level 2 Level 3

Impaired loans, non-covered $ 15,552 $ �  $ 4,039 $ 11,513
Other real estate owned (OREO), non-covered 10,793 �  �  10,793
Other real estate owned (OREO), covered 3,370 �  �  3,370

Total assets at fair value $ 29,715 $ �  $ 4,039 $ 25,676

Total liabilities at fair value $ �  $ �  $ �  $ �  

Impaired loans, non-covered

Loans for which it is probable that payment of interest and principal will not be made in accordance with the
contractual terms of the loan agreement are considered impaired. Once a loan is identified as individually impaired,
management measures the impairment in accordance with FASB ASC 310, Receivables. The fair value of impaired
loans is estimated using one of several methods, including collateral value and discounted cash flows. Those impaired
loans not requiring an allowance represent loans for which the fair value of the expected repayments or collateral
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exceeds the recorded investments in such loans. At September 30, 2013 and December 31, 2012, a majority of total
impaired loans were evaluated based on the fair value of the collateral. The Company frequently obtains appraisals
prepared by external professional appraisers for classified loans greater than $250,000 when the most recent appraisal
is greater than 12 months old. When the fair value of the collateral is based on an observable market price or a current
appraised value, the Company records the impaired loan within Level 2.

The Company may also identify collateral deterioration based on current market sales data, including price and
absorption, as well as input from real estate sales professionals and developers, county or city tax assessments, market
data and on-site inspections by Company personnel. Internally prepared estimates generally result from current market
data and actual sales data related to the Company�s collateral or where the collateral is located. When management
determines that the fair value of the collateral is further impaired below the appraised value and there is no observable
market price, the Company records the impaired loan as nonrecurring Level 3. In instances where an appraisal
received subsequent to an internally prepared estimate reflects a higher collateral value, management does not revise
the carrying amount. Impaired loans can also be evaluated for impairment using the present value of expected future
cash flows discounted at the loan�s effective interest rate. The measurement of impaired loans using future cash flows
discounted at the loan�s effective interest rate rather than the market rate of interest rate is not a fair value measurement
and is therefore excluded from fair value disclosure requirements. Reviews of classified loans are performed by
management on a quarterly basis.

29

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 58



Table of Contents

COMMUNITY BANKERS TRUST CORPORATION

Notes to Unaudited Consolidated Financial Statements

Bank premises and equipment held for sale

The fair value of bank premises and equipment held for sale relates to the pending branch sale (see Note 13) and
reflects the value agreed upon in the branch sale agreement.

Other real estate owned, covered and non-covered

Other real estate owned (OREO) assets are adjusted to fair value less estimated selling costs upon transfer of the
related loans to OREO property. Subsequent to the transfer, valuations are periodically performed by management and
the assets are carried at the lower of carrying value or fair value less estimated selling costs. Fair value is based upon
independent market prices, appraised values of the collateral or management�s estimation of the value of the collateral.
When the fair value of the collateral is based on an observable market price or a current appraised value, the Company
records the foreclosed asset within Level 2. When an appraised value is not available or management determines that
the fair value of the collateral is further impaired below the appraised value due to such things as absorption rates and
market conditions, the Company records the foreclosed asset within Level 3 of the fair value hierarchy.

Fair Value of Financial Instruments

FASB ASC 825, Financial Instruments, requires disclosure of the fair value of financial assets and financial liabilities,
including those financial assets and financial liabilities that are not measured and reported at fair value on a recurring
or nonrecurring basis. FASB ASC 825 excludes certain financial instruments and all nonfinancial instruments from its
disclosure requirements. Accordingly, the aggregate fair value amounts presented may not necessarily represent the
underlying fair value of the Company.

The following reflects the fair value of financial instruments, whether or not recognized on the consolidated balance
sheet, at fair value measures by level of valuation assumptions used for those assets. This table excludes financial
instruments for which the carrying value approximates fair value (dollars in thousands):

September 30, 2013
Carrying

Value
Estimated Fair

Value Level 1 Level 2 Level 3
Financial assets:
Securities held to maturity $ 32,910 $ 34,762 $ �  $ 34,762 $ �  
Loans, non-covered 558,307 564,304 �  556,133 8,171
Loans, covered 76,786 91,882 �  �  91,882
Loans held for sale 25,128 25,379 �  25,379 �  
FDIC indemnification asset 27,115 9,878 �  �  9,878

Financial liabilities:
Interest bearing deposits 695,504 697,993 �  697,993 �  
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Deposits held for sale 192,199 194,755 �  194,755 �  
Borrowings 42,627 42,524 �  42,524 �  

December 31, 2012
Carrying

Value
Estimated Fair

Value Level 1 Level 2 Level 3
Financial assets:
Securities held to maturity $ 42,283 $ 45,228 $ �  $ 45,228 $ �  
Loans, non-covered 562,562 569,188 �  557,675 11,513
Loans, covered 84,153 96,024 �  �  96,024
FDIC indemnification asset 33,837 17,477 �  �  17,477

Financial liabilities:
Interest bearing deposits 896,340 872,920 �  872,920 �  
Borrowings 53,952 54,569 �  54,569 �  
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The following methods were used to estimate the fair value of all other financial instruments recognized in the
accompanying balance sheets at amounts other than fair value as of September 30, 2013. The Company applied the
provisions of FASB ASC 820 to the fair value measurements of financial instruments not recognized on the
consolidated balance sheet at fair value. The provisions requiring the Company to maximize the use of observable
inputs and to measure fair value using a notion of exit price were factored into the Company�s selection of inputs into
its established valuation techniques.

Financial Assets

Cash and cash equivalents

The carrying amounts of cash and due from banks, interest bearing bank deposits, and federal funds sold approximate
fair value.

Securities held for investment

For securities held for investment, fair values are based on quoted market prices or dealer quotes.

Restricted securities

The carrying value of restricted securities approximates their fair value based on the redemption provisions of the
respective issuer.

Loans held for resale

The carrying amounts of loans held for resale approximate fair value except for loans sold related to the Georgia
operations (see Note 13). Only those loans are reported in the table above. The fair value disclosed reflects the value
agreed upon in the sale agreement.

Loans not covered by FDIC shared-loss agreement (non-covered loans)

The fair value of loans is estimated by discounting the future cash flows using the current rates at which similar loans
would be made to borrowers with similar credit ratings and for the same remaining maturities. The fair value of
impaired loans is consistent with the methodology used for the FASB ASC 820 disclosure for assets recorded at fair
value on a nonrecurring basis presented above.

Loans covered by FDIC shared-loss agreement (covered loans)

Fair values for covered loans are based on a discounted cash flow methodology that considers various factors
including the type of loan and related collateral, classification status, term of loan and whether or not the loans are
amortizing. Loans were pooled together according to similar characteristics and were treated in the aggregate when
applying various valuation techniques. The discount rates used for loans are based on the rates used at acquisition

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 61



(which were based on market rates for new originations of comparable loans) adjusted for any material changes in
interest rates since acquisition. Increases in cash flow expectations since acquisition resulted in estimated fair value
being higher than carrying value. The increase in cash flows is also reflected in a transfer from unaccretable yield to
accretable yield as disclosed in Note 4.
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FDIC indemnification asset

Loss sharing assets are measured separately from the related covered assets as they are not contractually embedded in
the covered assets and are not transferable with the assets should the Company choose to dispose of them. Fair value
is estimated using projected cash flows related to the obligations under the shared-loss agreements based on the
expected reimbursements for losses and the applicable loss sharing percentages. These expected reimbursements do
not include reimbursable amounts related to future covered expenditures. These cash flows were discounted to reflect
the uncertainty of the timing and receipt of the loss sharing reimbursement from the FDIC. A reduction in loss
expectations has resulted in the estimated fair value of the FDIC indemnification asset being lower than its carrying
value. This creates a premium that is amortized over the life of the asset and is reflected in Note 5.

Accrued interest receivable

The carrying amounts of accrued interest receivable approximate fair value.

Financial Liabilities

Noninterest bearing deposits

The carrying amount of noninterest bearing deposits approximates fair value.

Interest bearing deposits

The fair value of NOW accounts, savings accounts, and certain money market deposits is the amount payable on
demand at the reporting date. The fair value of fixed-maturity certificates of deposit is estimated using the rates
currently offered for deposits of similar remaining maturities.

Deposits held for sale

The fair value of deposits held for sale relates to the pending branch sale (see Note 13) and reflects the value agreed
upon in the branch sale agreement.

Federal funds purchased

The carrying amount of federal funds purchased approximates fair value.

Borrowings

The fair values of the Company�s borrowings, such as FHLB advances, are estimated using discounted cash flow
analyses based on the Company�s current incremental borrowing rates for similar types of borrowing arrangements.

Accrued interest payable
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The carrying amounts of accrued interest payable approximate fair value.
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Off-balance sheet financial instruments

The fair value of commitments to extend credit is estimated using the fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the present creditworthiness of the
counterparties. For fixed-rate loan commitments, fair value also considers the difference between current levels of
interest rates and the committed rates. The fair value of stand-by letters of credit is based on fees currently charged for
similar agreements or on the estimated cost to terminate them or otherwise settle the obligations with the
counterparties at the reporting date. The Company�s off-balance sheet commitments are funded at current market rates
at the date they are drawn upon. It is management�s opinion that the fair value of these commitments would
approximate their carrying value, if drawn upon.

The Company assumes interest rate risk (the risk that general interest rate levels will change) as a result of its normal
operations. As a result, the fair values of the Company�s financial instruments will change when interest rate levels
change, and that change may be either favorable or unfavorable. Management attempts to match maturities of assets
and liabilities to the extent believed necessary to minimize interest rate risk. However, borrowers with fixed rate
obligations are less likely to prepay in a rising rate environment and more likely to prepay in a falling rate
environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity
in a rising rate environment and less likely to do so in a falling rate environment. Management monitors rates and
maturities of assets and liabilities and attempts to minimize interest rate risk by adjusting terms of new loans and
deposits and by investing in securities with terms that mitigate the Company�s overall interest rate risk.

10. EARNINGS PER COMMON SHARE
Basic earnings per common share (EPS) is computed by dividing net income or loss available to common
stockholders by the weighted average number of common shares outstanding during the period. Diluted EPS is
computed using the weighted average number of common shares outstanding during the period, including the effect of
all potentially dilutive common shares outstanding attributable to stock instruments (dollars and shares in thousands,
except per share data):

Net
Income

Available
to

Common
Stockholders
(Numerator)

Weighted
Average Common

Shares
(Denominator)

Per Common Share
Amount

For the three months ended September 30, 2013
Shares issued 21,696
Unissued vested restricted stock 11
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Basic EPS $ 1,501 21,707 $ 0.07
Effect of dilutive stock awards �  264 �  

Diluted EPS $ 1,501 21,971 $ 0.07

For the three months ended September 30, 2012
Shares issued 21,644
Unissued vested restricted stock 7

Basic EPS $ 1,533 21,651 $ 0.07
Effect of dilutive stock awards �  92 �  

Diluted EPS $ 1,533 21,743 $ 0.07
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Net
Income

Available
to

Common
Stockholders
(Numerator)

Weighted
Average Common

Shares
(Denominator)

Per Common Share
Amount

For the nine months ended September 30, 2013
Shares issued 21,684
Unissued vested restricted stock 11

Basic EPS $ 3,873 21,695 $ 0.18
Effect of dilutive stock awards �  197 �  

Diluted EPS $ 3,873 21,892 $ 0.18

For the nine months ended September 30, 2012
Shares issued 21,633
Unissued vested restricted stock 7

Basic EPS $ 3,181 21,640 $ 0.15
Effect of dilutive stock awards �  51 �  

Diluted EPS $ 3,181 21,691 $ 0.15

Excluded from the computation of diluted earnings per common share were 846,000 and 66,000 common shares
issuable under awards, options or warrants during the three and nine months ended September 30, 2013, because their
inclusion would be anti-dilutive. Anti-dilutive common shares issuable under awards, options or warrants of 1.3
million were excluded for the three and nine months ended September 30, 2012.

In December 2008, the Company issued 17,680 shares of its Fixed Rate Cumulative Perpetual Preferred Stock, Series
A to the United States Department of Treasury in connection with the Company�s participation in the Treasury�s TARP
Capital Purchase Program. Under the terms of the Series A Preferred Stock, the Company is required to pay
cumulative dividends on a quarterly basis at a rate of 5% per year on such amount through the February 2014
payment. After the February 2014 payment, the dividend rate automatically increases to 9% per year. The Company
may defer dividend payments, but the dividend is a cumulative dividend that accrues for payment in the future.
Deferred dividends also accrue interest at the same rate as the dividend. The failure to pay dividends for six dividend
periods triggers the right for the holder of the Series A Preferred Stock to appoint two directors to the Company�s
board.
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On July 24, 2013, the Company repurchased 4,500 shares of the original 17,680 shares of Series A Preferred Stock.
The Company funded the repurchase through the earnings of its banking subsidiary. The form of the repurchase was a
redemption under the terms of the TARP preferred stock. The Company paid the Treasury $4.5 million, which
represented 100% of the par value of the preferred stock repurchased plus accrued dividends with respect to such
shares.

As of September 30, 2013, the Company was current in its payment of dividends, payable quarterly in the amount of
$165,000, with respect to the Series A Preferred Stock.
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11. DEFINED BENEFIT PLAN
On May 31, 2008, the Company adopted the Bank of Essex noncontributory defined benefit pension plan for all
full-time pre-merger Bank employees over 21 years of age. Benefits are generally based upon years of service and the
employees� compensation. The Company funds pension costs in accordance with the funding provisions of the
Employee Retirement Income Security Act. The Company has frozen the plan benefits for all participants effective
December 31, 2010. The following table presents the components of net periodic benefit cost for the three and nine
months ended September 30, 2013 and 2012 (dollars in thousands):

Three months ended Nine months ended
(dollars in thousands) September 30, 2013September 30, 2012September 30, 2013September 30, 2012
Service cost $ �  $ �  $ �  $ �  
Interest cost 56 62 168 187
Expected return on plan assets (101) (102) (303) (306) 
Recognized net actuarial loss 17 16 51 49

Net periodic benefit cost $ (28) $ (24) $ (84) $ (70) 

As of September 30, 2013, there had been no employer contributions for the plan year. The Company is considering
terminating the pension plan in the future. No determination has been made and the Company has not determined the
financial impact of the termination of the plan.

12. CONTINGENCIES
See the Annual Report on Form 10-K for the period ended December 31, 2012 for information with respect to
transaction-based bonus awards that the Company approved for the Company�s then chief strategic officer in the first
quarter of 2010 and paid in the first and second quarters of 2010. There have been no developments to the issues
disclosed in the 2010 Form 10-K and, as of November 12, 2013, these issues remain open.

13. BRANCH SALE
        On August 19, 2013, the Company entered into a definitive agreement to sell the four branches located in
Georgia and related deposits to Community & Southern Bank, headquartered in Atlanta, Georgia (the �Branch
Sale�). The Branch Sale was completed November 8, 2013. The Branch Sale resulted in the transfer of $193.2 million
of deposits and $20,000 of consumer loans associated with such deposits to Community & Southern Bank in exchange
for the payment of a deposit premium of $2.6 million. At September 30, 2013, $192.2 million of deposits and $47,000
of consumer loans were classified as held for sale. Certain fixed assets with a fair value at September 30, 2013 of $5.2
million (cost, net of accumulated depreciation of $1.2 million), which were also classified as held for sale, were also
sold. In addition, $1.5 million of remaining unamortized intangible assets at September 30, 2013 related to customers
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and deposits associated with the pending Branch Sale.

The following table summarizes estimated deposits at September 30, 2013 related to the Branch Sale (dollars in
thousands):

Deposits
Noninterest bearing $ 16,140
Interest bearing 176,059

Total deposits $ 192,199

On September 30, 2013, the Company entered into a definitive agreement to sell up to $25.1 million in loans held at
the Georgia branches to Pinnacle Bank, headquartered in Elberton, Georgia (the �Loan Sale�) at a premium of
1.0%. These loans were classified as held for sale at September 30, 2013 and were carried at the lower of cost or fair
value. The Loan Sale was completed October 25, 2013, at which time $24.3 million in loans were sold.

The following summarizes estimated loans at September 30, 2013 related to the Loan Sale (dollars in thousands):

Mortgage loans on real estate:
Residential 1-4 family $ 2,642
Commercial 16,658
Construction and land development 2,740
Second mortgages 41
Multifamily 1,807
Agriculture �  

Total real estate loans 23,888
Commercial loans 714
Consumer installment loans 445
All other loans �  

Gross loans 25,047

Net deferred costs 34

Total loans $ 25,081

Based on the premiums outlined above, the Company recorded a net gain on the two transactions combined of
$254,000 subsequent to September 30, 2013. This gain was net of the deposit premium of $2.6 million, a write off of
$1.5 million of existing core deposit intangibles, a $827,000 loss on the sale of fixed assets, a $243,000 gain on the
sale of loans and $259,000 in transaction related costs.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of the financial condition at September 30, 2013 and results of operations of
Community Bankers Trust Corporation (the �Company�) for the three and nine months ended September 30, 2013
should be read in conjunction with the Company�s consolidated financial statements and the accompanying notes to
consolidated financial statements included in this report and in the Company�s Annual Report on Form 10-K for the
year ended December 31, 2012.

OVERVIEW

The Company is a bank holding company that was incorporated under Delaware law on April 6, 2005. The Company
is headquartered in Glen Allen, Virginia and is the holding company for Essex Bank (the �Bank�), a Virginia state bank
with 19 full-service offices in Virginia,and Maryland as of November 12, 2013. The Bank also operates two loan
production offices.

The Bank engages in a general commercial banking business and provides a wide range of financial services primarily
to individuals and small businesses, including individual and commercial demand and time deposit accounts,
commercial and industrial loans, consumer and small business loans, real estate and mortgage loans, investment
services, on-line and mobile banking products, and safe deposit box facilities. Thirteen offices are located in Virginia,
from the Chesapeake Bay to just west of Richmond and six are located in Maryland along the Baltimore-Washington
corridor.

Prior to November 8, 2013, the Bank also had four full-service offices in Georgia. The Bank sold those offices and
related deposits to Community & Southern Bank on November 8, 2013. See Note 13 to the Company�s financial
statements for information related to the branch sale.

The Company generates a significant amount of its income from the net interest income earned by the Bank. Net
interest income is the difference between interest income and interest expense. Interest income depends on the amount
of interest earning assets outstanding during the period and the interest rates earned thereon. The Company�s cost of
funds is a function of the average amount of interest bearing deposits and borrowed money outstanding during the
period and the interest rates paid thereon. The quality of the assets further influences the amount of interest income
lost on nonaccrual loans and the amount of additions to the allowance for loan losses. Additionally, the Bank earns
noninterest income from service charges on deposit accounts and other fee or commission-based services and
products. Other sources of noninterest income can include gains or losses on securities transactions, gains from loan
sales, transactions involving bank-owned property, and income from Bank Owned Life Insurance (BOLI) policies.
The Company�s income is offset by noninterest expense, which consists of salaries and benefits, occupancy and
equipment costs, professional fees, the amortization of intangible assets and other operational expenses. The provision
for loan losses and income taxes may materially affect net income.

CAUTION ABOUT FORWARD-LOOKING STATEMENTS

The Company makes certain forward-looking statements in this report that are subject to risks and uncertainties. These
forward-looking statements include statements regarding our profitability, liquidity, allowance for loan losses, interest
rate sensitivity, market risk, future strategy, and financial and other goals. These forward-looking statements are
generally identified by phrases such as �the Company expects,� �the Company believes� or words of similar import.

These forward-looking statements are subject to significant uncertainties because they are based upon or are affected
by factors, including, without limitation, the effects of and changes in the following:
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� the quality or composition of the Company�s loan or investment portfolios, including collateral values and the
repayment abilities of borrowers and issuers;

� assumptions that underlie the Company�s allowance for loan losses;
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� general economic and market conditions, either nationally or in the Company�s market areas;

� the interest rate environment;

� competitive pressures among banks and financial institutions or from companies outside the banking industry;

� real estate values;

� the demand for deposit, loan, and investment products and other financial services;

� the demand, development and acceptance of new products and services;

� the performance of vendors or other parties with which the Company does business;

� time and costs associated with implementing acquisitions, divestitures and similar transactions;

� the realization of gains and expense savings from acquisitions, divestitures and similar transactions;

� the Company�s compliance with, and the timing of future reimbursements from the FDIC to the Company under,
the shared-loss agreements;

� assumptions and estimates that underlie the accounting for loan pools under the shared-loss agreements;

� consumer profiles and spending and savings habits;

� levels of fraud in the banking industry;

� the level of attempted cyber attacks in the banking industry;

� the securities and credit markets;

� costs associated with the integration of banking and other internal operations;
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� the ability of the Company to comply with regulatory actions, and the costs associated with doing so;

� management�s evaluation of assets on a periodic basis, and any resulting impairment charges, under applicable
accounting standards;

� the soundness of other financial institutions with which the Company does business;

� inflation;

� technology; and

� legislative and regulatory requirements.
These factors and additional risks and uncertainties are described in the Company�s Annual Report on Form 10-K for
the year ended December 31, 2012 and other reports filed from time to time by the Company with the Securities and
Exchange Commission.
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Although the Company believes that its expectations with respect to the forward-looking statements are based upon
reliable assumptions within the bounds of its knowledge of its business and operations, there can be no assurance that
actual results, performance or achievements of the Company will not differ materially from any future results,
performance or achievements expressed or implied by such forward-looking statements.

CRITICAL ACCOUNTING POLICIES

The Company�s financial statements are prepared in accordance with accounting principles generally accepted in the
United States (GAAP). The financial information contained within the statements is, to a significant extent, financial
information that is based on measures of the financial effects of transactions and events that have already occurred. A
variety of factors could affect the ultimate value that is obtained when either earning income, recognizing an expense,
recovering an asset or relieving a liability. For example, the Company uses historical loss factors as one factor in
determining the inherent loss that may be present in its loan portfolio. Actual losses could differ significantly from the
historical factors that the Company uses. In addition, GAAP itself may change from one previously acceptable method
to another method. Although the economics of the Company�s transactions would be the same, the timing of events
that would impact its transactions could change.

The following is a summary of the Company�s critical accounting policies that are highly dependent on estimates,
assumptions and judgments.

Allowance for Loan Losses on Non-covered Loans

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan
losses charged to earnings. Loan losses are charged against the allowance when management believes the
uncollectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance is an amount that management believes is appropriate to absorb estimated losses relating to specifically
identified loans, as well as probable credit losses inherent in the balance of the loan portfolio, based on an evaluation
of the collectability of existing loans and prior loss experience. This quarterly evaluation also takes into consideration
such factors as changes in the nature and volume of the loan portfolio, overall portfolio quality, review of specific
problem loans, and current economic conditions that may affect the borrower�s ability to pay. This evaluation does not
include the effects of expected losses on specific loans or groups of loans that are related to future events or expected
changes in economic conditions. While management uses the best information available to make its evaluation, future
adjustments to the allowance may be necessary if there are significant changes in economic conditions. In addition,
regulatory agencies, as an integral part of their examination process, periodically review the Bank�s allowance for loan
losses and may require the Bank to make additions to the allowance based on their judgment about information
available to them at the time of their examinations.

The allowance consists of specific and general components. For loans that are also classified as impaired, an
allowance is established when the discounted cash flows (or collateral value or observable market price) of the
impaired loan is lower than the carrying value of that loan. The general component covers non-classified loans and is
based on historical loss experience adjusted for qualitative factors.

A loan is considered impaired when, based on current information and events, management believes that it is more
likely than not that the Bank will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in determining
impairment include payment status, collateral value, availability of current financial information, and the probability
of collecting scheduled principal and interest payments when due. Loans that experience insignificant payment delays
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and payment shortfalls generally are not classified as impaired. Management determines the significance of payment
delays and payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding
the loan and the borrower, including the length of the delay, the reasons for the delay, the borrower�s prior payment
record, and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on a loan
by loan basis for commercial and construction loans by either the present value of the expected future cash flows
discounted at the loan�s effective interest rate, the loan�s obtainable market price, or the fair value of the collateral if the
loan is collateral dependent.
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Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual consumer and residential loans for impairment disclosures.

Accounting for Certain Loans or Debt Securities Acquired in a Transfer

FASB ASC 310, Receivables, requires acquired loans to be recorded at fair value and prohibits carrying over
valuation allowances in the initial accounting for acquired impaired loans. Loans carried at fair value, mortgage loans
held for sale, and loans to borrowers in good standing under revolving credit arrangements are excluded from the
scope of FASB ASC 310, which limits the yield that may be accreted to the excess of the undiscounted expected cash
flows over the investor�s initial investment in the loan. The excess of the contractual cash flows over expected cash
flows may not be recognized as an adjustment of yield. Subsequent increases in cash flows to be collected are
recognized prospectively through an adjustment of the loan�s yield over its remaining life. Decreases in expected cash
flows are recognized as impairments through allowance for loan losses.

The Company�s acquired loans from the Suburban Federal Savings Bank (SFSB) transaction (the �covered loans�),
subject to FASB ASC Topic 805, Business Combinations (formerly SFAS 141(R)), are recorded at fair value and no
separate valuation allowance was recorded at the date of acquisition. FASB ASC 310-30, applies to loans acquired in
a transfer with evidence of deterioration of credit quality for which it is probable, at acquisition, that the investor will
be unable to collect all contractually required payments receivable. The Company is applying the provisions of FASB
ASC 310-30 to all loans acquired in the SFSB transaction. The Company has grouped loans together based on
common risk characteristics including product type, delinquency status and loan documentation requirements among
others.

The covered loans are subject to the credit review standards described above for non-covered loans. If and when credit
deterioration occurs subsequent to the date that the covered loans were acquired, a provision for credit loss for covered
loans will be charged to earnings for the full amount without regard to the shared-loss agreements.

The Company has made an estimate of the total cash flows it expects to collect from each pool of loans, which
includes undiscounted expected principal and interest. The excess of that amount over the fair value of the pool is
referred to as accretable yield. Accretable yield is recognized as interest income on a constant yield basis over the life
of the pool. The Company also determines each pool�s contractual principal and contractual interest payments. The
excess of that amount over the total cash flows that it expects to collect from the pool is referred to as nonaccretable
difference, which is not accreted into income. Judgmental prepayment assumptions are applied to both contractually
required payments and cash flows expected to be collected at acquisition. Over the life of the loan or pool, the
Company continues to estimate cash flows expected to be collected. Subsequent decreases in cash flows expected to
be collected over the life of the pool are recognized as an impairment in the current period through the allowance for
loan losses. Subsequent increases in expected or actual cash flows are first used to reverse any existing valuation
allowance for that loan or pool. Any remaining increase in cash flows expected to be collected is recognized as an
adjustment to the accretable yield with the amount of periodic accretion adjusted over the remaining life of the pool.

FDIC Indemnification Asset

The Company is accounting for the shared-loss agreements as an indemnification asset pursuant to the guidance in
FASB ASC 805, Business Combinations. The FDIC indemnification asset is required to be measured in the same
manner as the asset or liability to which it relates. The FDIC indemnification asset is measured separately from the
covered loans and other real estate owned assets because it is not contractually embedded in the covered loan and
other real estate owned assets and is not transferable should the Company choose to dispose of them. Fair value was
estimated using projected cash flows available for loss sharing based on the credit adjustments estimated for each loan
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pool and other real estate owned and the loss sharing percentages outlined in the shared-loss agreements. These cash
flows were discounted to reflect the uncertainty of the timing and receipt of the loss sharing reimbursement from the
FDIC.

Because the acquired loans are subject to shared-loss agreements and a corresponding indemnification asset exists to
represent the value of expected payments from the FDIC, increases and decreases in loan accretable yield due to
changing loss expectations will also have an impact to the valuation of the FDIC indemnification asset.
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Improvement in loss expectations will typically increase loan accretable yield and decrease the value of the FDIC
indemnification asset and, in some instances, result in an amortizable premium on the FDIC indemnification asset.
Increases in loss expectations will typically be recognized as impairment in the current period through allowance for
loan losses while resulting in additional noninterest income for the amount of the increase in the FDIC
indemnification asset.

Other Intangible Assets

The Company is accounting for other intangible assets in accordance with FASB ASC 350, Intangibles�Goodwill and
Others. Under FASB ASC 350, acquired intangible assets (such as core deposit intangibles) are separately recognized
if the benefit of the assets can be sold, transferred, licensed, rented, or exchanged, and amortized over their useful
lives The costs of purchased deposit relationships and other intangible assets, based on independent valuation by a
qualified third party, are being amortized over their estimated lives. The core deposit intangible is evaluated for
impairment in accordance with FASB ASC 350.

Income Taxes

Deferred income tax assets and liabilities are determined using the liability (or balance sheet) method. Under this
method, the net deferred tax asset or liability is determined based on the tax effects of the temporary differences
between the book and tax bases of the various balance sheet assets and liabilities and gives current recognition to
changes in tax rates and laws.

When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the
taxing authorities, while others are subject to uncertainty about the merits of the position taken or the amount of the
position that would be ultimately sustained. The benefit of a tax position is recognized in the financial statements in
the period during which, based on all available evidence, management believes it is more likely than not that the
position will be sustained upon examination, including the resolution of appeals or litigation processes, if any. Tax
positions taken are not offset or aggregated with other positions. Tax positions that meet the more-likely-than-not
recognition threshold are measured as the largest amount of tax benefit that is more than 50 percent likely of being
realized upon settlement with the applicable taxing authority. The portion of the benefits associated with tax positions
taken that exceeds the amount measured as described above is reflected as a liability for unrecognized tax benefits in
the accompanying balance sheet along with any associated interest and penalties that would be payable to the taxing
authorities upon examination. Interest and penalties associated with unrecognized tax benefits are classified as
additional income taxes in the statement of operations. Under FASB ASC 740, Income Taxes, a valuation allowance is
provided when it is more likely than not that some portion of the deferred tax asset will not be realized. In
management�s opinion, based on a three year taxable income projection, tax strategies which would result in potential
securities gains and the effects of off-setting deferred tax liabilities, it is more likely than not that the deferred tax
assets are realizable. Included in deferred tax assets are the tax benefits derived from net operating loss carryforwards
totaling $1.5 million. Management expects to utilize all of these carryforward amounts prior to expiration.

The Company and its subsidiaries are subject to U. S. federal income tax as well as various state income taxes. All
years from 2009 through 2012 are open to examination by the respective tax authorities.

Other Real Estate Owned

Real estate acquired through, or in lieu of, loan foreclosure is held for sale and is initially recorded at the fair value at
the date of foreclosure net of estimated disposal costs, establishing a new cost basis. Subsequent to foreclosure,
valuations are periodically performed by management and the assets are carried at the lower of the carrying amount or
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the fair value less costs to sell. Revenues and expenses from operations and changes in the valuation allowance are
included in other operating expenses. Costs to bring a property to salable condition are capitalized up to the fair value
of the property while costs to maintain a property in salable condition are expensed as incurred.
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RESULTS OF OPERATIONS

Overview

Net income was $1.8 million for the third quarter of 2013. This compares with net income of $1.8 million in the third
quarter of 2012. Net income available to common stockholders was $1.5 million in the third quarter of 2013 compared
with net income available to common stockholders of $1.5 million in the third quarter of 2012. Earnings per common
share, basic and fully diluted, were $0.07 per share for the third quarter of 2013 compared with $0.07 per share for the
third quarter of 2012.

The decrease of $27,000 in net income year over year was driven by a decrease in noninterest expense of $925,000, or
8.9%. Other operating expenses declined $990,000, from $2.3 million in the third quarter of 2012 to $1.3 million in
the third quarter of 2013. Fewer losses or write-downs on the sale or disposition of OREO properties is the main
contributor to the decline in other operating expenses. Additionally, FDIC assessment charges declined $143,000, or
38.9%, over these time frames. These declines were partially offset by slight increases in FDIC indemnification asset
amortization and salaries and wages. FDIC indemnification asset amortization increased $137,000, or 8.7%, while
salaries and employee benefits increased by $68,000, or 1.7%, during the same time frame.

For the nine months ended September 30, 2013, net income was $4.7 million compared with $4.0 million for the same
period in 2012. Net income improved $704,000, or 17.6%, and was driven by a reduction of $2.7 million in
noninterest expenses that was partially offset by a $1.7 million decrease in noninterest income. Earnings per common
share, basic and fully diluted, were $0.18 and $0.15 for the first nine months of 2013 and 2012, respectively. Fully
diluted earnings per share increased sequentially each quarter of 2013 and were $0.05 in the first quarter, $0.06 in the
second quarter and $0.07 in the third quarter.

Net Interest Income

The Company�s operating results depend primarily on its net interest income, which is the difference between interest
income on interest-earning assets, including securities and loans, and interest expense incurred on interest bearing
liabilities, including deposits and other borrowed funds. Net interest income is affected by changes in the amount and
mix of interest-earning assets and interest bearing liabilities, referred to as a �volume change.� It is also affected by
changes in yields earned on interest earning assets and rates paid on interest bearing deposits and other borrowed
funds, referred to as a �rate change.�

Year-over-year, net interest income increased $889,000, or 8.4%, from $10.5 million in the third quarter of 2012 to
$11.4 million in the third quarter of 2013. This was primarily the result of an increase in the Company�s net interest
spread, from 4.25% in the third quarter of 2012 to 4.49% in the third quarter of 2013. The most significant factor
influencing the positive change in the interest spread year-over-year was a 27 basis point decline in the cost of interest
bearing liabilities. Additionally, the Company received a pay-off on a commercial acquisition and development
(A&D) loan in the FDIC covered loan portfolio during the third quarter of 2013. The pool of A&D loans was written
down to a $0 carrying value in 2011, and thus any disposition or settlement results in dollar-for-dollar interest income
recognition. In this instance, the Bank recognized $895,000 in interest income. The Company�s net interest margin
improved 23 basis points from 4.32% in the third quarter of 2012 to 4.55% for the same period in 2013.

For the nine months ended September 30, 2013, net interest income of $32.4 million decreased $768,000, or 2.3%,
from net interest income of $33.2 million for the first nine months of 2012. The Company�s net interest spread declined
from 4.51% for the first nine months of 2012 to 4.28% for the same period in 2013. While the cost of interest bearing
liabilities declined from 1.12% to 0.79% during the comparison period, the yield on earning assets declined by 56
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basis points to 5.07% for the nine month period in 2013. The result was a net interest margin of 4.35% for the first
nine months of 2013 compared with 4.58% for the first nine months in 2012.
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The following tables set forth, for each category of interest-earning assets and interest bearing liabilities, the average
amounts outstanding, the interest earned or paid on such amounts, and the average rate earned or paid for the three and
nine months ended September 30, 2013 and 2012. The tables also set forth the average rate paid on total interest
bearing liabilities, and the net interest margin on average total interest-earning assets for the same periods. Except as
indicated in the footnotes, no tax equivalent adjustments were made and all average balances are daily average
balances. Any nonaccruing loans have been included in the table, as loans carrying a zero yield.

(dollars in thousands) Three months ended September 30, 2013Three months ended September 30, 2012
Average
Balance

Sheet

Interest
Income/
Expense

Average
Rates

Earned/Paid

Average
Balance

Sheet

Interest
Income/
Expense

Average
Rates

Earned/Paid
ASSETS:
Loans, non-covered, including
fees $ 592,172 $ 7,513 5.03% $ 556,355 $ 7,710 5.54% 
FDIC covered loans, including
fees 77,497 3,538 18.11 91,036 2,931 12.88

Total loans 669,669 11,051 6.55 647,391 10,641 6.57
Interest bearing bank balances 17,416 11 0.27 16,057 9 0.23
Federal funds sold 1,391 �  0.10 842 �  0.10
Securities (taxable) 293,941 1,934 2.63 304,075 2,103 2.77
Securities (tax exempt)(1) 21,636 265 4.89 12,725 179 5.66

Total earning assets 1,004,053 13,261 5.24 981,090 12,932 5.27
Allowance for loan losses (11,932) (14,129) 
Non-earning assets 129,392 140,065

Total assets 1,121,513 1,107,026

LIABILITIES AND
STOCKHOLDERS� EQUITY
Demand�interest bearing $ 245,660 $ 194 0.31% $ 239,089 $ 190 0.32% 
Savings 85,836 75 0.35 74,785 56 0.30
Time deposits 535,699 1,299 0.96 555,894 1,810 1.30

Total deposits 867,195 1,568 0.72 869,768 2,056 0.95
Federal funds purchased 654 1 0.68 1,872 3 0.72
FHLB and other borrowings 55,344 180 1.28 43,874 280 2.56

Total interest bearing liabilities 923,193 1,749 0.75 915,514 2,339 1.02
Noninterest bearing deposits 84,428 72,300
Other liabilities 3,808 4,623

Total liabilities 1,011,429 992,437
Stockholders� equity 110,084 114,589
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Total liabilities and stockholders�
equity $ 1,121,513 $ 1,107,026

Net interest earnings $ 11,512 $ 10,593

Net interest spread 4.49% 4.25% 
Net interest margin 4.55% 4.32% 

(1) Income and yields are reported on a tax equivalent basis assuming a federal tax rate of 34%.
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(dollars in thousands) Nine months ended September 30, 2013Nine months ended September 30, 2012
Average
Balance

Sheet

Interest
Income/
Expense

Average
Rates

Earned/Paid

Average
Balance

Sheet

Interest
Income/
Expense

Average
Rates

Earned/Paid
ASSETS:
Loans, non-covered, including
fees $ 585,304 $ 22,646 5.17% $ 553,154 $ 22,971 5.54% 
FDIC covered loans, including
fees 80,450 8,942 14.86 93,192 11,211 16.04

Total loans 665,754 31,588 6.34 646,346 34,182 7.05
Interest bearing bank balances 18,079 33 0.25 22,019 40 0.24
Federal funds sold 4,353 3 0.10 4,796 4 0.11
Securities (taxable) 295,689 5,717 2.58 285,140 6,219 2.91
Securities (tax exempt)(1) 19,938 738 4.93 12,400 537 5.78

Total earning assets 1,003,813 38,079 5.07 970,701 40,982 5.63
Allowance for loan losses (12,763) (14,694) 
Non-earning assets 130,516 146,689

Total assets $ 1,121,566 $ 1,102,696

LIABILITIES AND
STOCKHOLDERS� EQUITY
Demand�interest bearing $ 244,573 $ 574 0.31% $ 237,756 $ 671 0.38% 
Savings 81,974 207 0.34 73,003 198 0.36
Time deposits 540,923 4,088 1.01 558,079 5,781 1.38

Total deposits 867,470 4,869 0.75 868,838 6,650 1.02
Federal funds purchased 710 4 0.73 1,185 6 0.71
FHLB and other borrowings 54,354 561 1.38 42,047 982 3.12

Total interest bearing liabilities 922,534 5,434 0.79 912,070 7,638 1.12
Noninterest bearing deposits 80,377 71,148
Other liabilities 3,954 4,637

Total liabilities 1,006,865 987,855
Stockholders� equity 114,701 114,841

Total liabilities and stockholders�
equity $ 1,121,566 $ 1,102,696

Net interest earnings $ 32,645 $ 33,344

Net interest spread 4.28% 4.51% 
Net interest margin 4.35% 4.58% 
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(1) Income and yields are reported on a tax equivalent basis assuming a federal tax rate of 34%.
Provision for Loan Losses

Management actively monitors the Company�s asset quality and provides specific loss provisions when necessary.
Provisions for loan losses are charged to income to bring the total allowance for loan losses to a level deemed
appropriate by management of the Company based on such factors as historical credit loss experience, industry
diversification of the commercial loan portfolio, the amount of nonperforming loans and related collateral, the volume
growth and composition of the loan portfolio, current economic conditions that may affect the borrower�s ability to pay
and the value of collateral, the evaluation of the loan portfolio through the internal loan review function and other
relevant factors. See Allowance for Loan Losses on Non-covered Loans in the Critical Accounting Policies section
above for further discussion.

Loans are charged-off against the allowance for loan losses when appropriate. Although management believes it uses
the best information available to make determinations with respect to the provision for loan losses, future adjustments
may be necessary if economic conditions differ from the assumptions used in making the initial determinations.

Management also actively monitors its covered loan portfolio for impairment and necessary loan loss provisions.
Provisions for covered loans may be necessary due to a change in expected cash flows or an increase in expected
losses within a pool of loans.
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The Company did not record a provision for loan losses for the three month and nine month periods ended
September 30, 2013. The Company records a separate provision for loan losses for its non-covered loan portfolio and
its FDIC covered loan portfolio. There was no provision for loan losses on the non-covered loan portfolio for the nine
month period and quarter ended September 30, 2013. This was the result of increased coverage levels for the ratio of
allowance for loan losses to nonperforming loans and the ratio of allowance for loan losses to nonaccrual loans. A
decrease in the level of nonperforming assets to loans and OREO and the level of net charge-offs for the periods
resulted in the increased coverage levels. These items will be presented in greater detail in the Asset Quality section of
this document. There was no provision for loan losses on the FDIC covered loan portfolio during 2013.

The Company recorded a provision for loan losses of $750,000 for the first nine months of 2012. The provision for
loan losses on non-covered loans was $1.0 million for the nine months ended September 30, 2012. The provision for
loan losses on the FDIC covered loan portfolio was $0 for the three months and a $250,000 credit for the nine months
ended September 30, 2012. Improvement in expected losses on the Company�s FDIC covered portfolio resulted in the
$250,000 provision benefit during the first quarter of 2012.

There were net charge-offs of $870,000 in the third quarter of 2013 compared with a net recovery of $777,000 in the
third quarter of 2012. Total charge-offs for the third quarter of 2013 were $1.0 million compared with $819,000 in the
third quarter of 2012. Recoveries for the third quarter of 2013 were $148,000 compared with $1.6 million in the third
quarter of 2012.

There were net charge-offs of $2.3 million in the nine months ended September 30, 2013 compared with $1.5 million
in the nine months ended September 30, 2012. Total charge-offs for the first nine months of 2013 were $3.2 million
compared with $3.5 million for the same period in 2012. Recoveries of previously charged-off loans were $961,000 in
the nine months ended September 30, 2013 compared with $2.0 million in the nine months ended September 30, 2012.

Noninterest Income

Year-over-year, noninterest income decreased $1.9 million, or 76.0%, from $2.5 million in the third quarter of 2012 to
$593,000 in the third quarter of 2013. The loss on the loan sale mentioned above coupled with a reduction in realized
gains on sales of securities resulted in this decline. Realized gains on sale of securities was $38,000 in the third quarter
of 2013 compared with realized gains of $1.2 million for the same period in 2012. This equaled a decline of $1.1
million, or 96.8%, year-over-year.

Noninterest income declined $1.7 million, or 33.6%, for the nine month comparison periods ended September 30,
2012 and September 30, 2013. Noninterest income of $3.3 million for the first three quarters of 2013 compares with
$4.9 million for the same period in 2012. A decrease of $908,000 in gains on sales of securities represents the largest
decrease. Realized gains were $1.4 million for the first nine months of 2012 compared with $446,000 for the same
period in 2013. During 2012, securities gains were realized as the Company repositioned the portfolio to mitigate
interest rate risk in a higher rate environment. In a higher rate environment, the liquidity of fixed rate securities is
compromised and interest rate risk increases. Management shifted from mortgage-backed securities to floating rate
securities issued by the Small Business Administration (SBA) and high quality state, county, and municipalities. The
other primary driver for the decline in noninterest income was related to the aforementioned loss on the sale of a loan
taken in the third quarter of 2013.

Noninterest Expense

Noninterest expenses declined $925,000, or 8.9%, when comparing the third quarter of 2013 to the same period in
2012. Other operating expenses declined $990,000, from $2.3 million in the third quarter of 2012 to $1.3 million in
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the third quarter of 2013. Fewer losses or write-downs on the sale or disposition of OREO properties is the main
contributor to the decline in other operating expenses. Additionally, FDIC assessment charges declined $143,000, or
38.9%, over these time frames. These declines were partially offset by slight increases in FDIC indemnification asset
amortization and salaries and wages. FDIC indemnification asset amortization increased $137,000, or 8.7%, while
salaries and employee benefits increased by $68,000, or 1.7%, during the same time frame.

For the nine months ended September 30, 2013, noninterest expenses were $28.9 million, a decrease of $2.7 million,
or 8.6%, from noninterest expenses of $31.6 million for the nine months ended September 30, 2012. Other operating
expenses declined 14.3%, or $845,000, from $5.9 million for the nine months ended September 30, 2012
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to $5.0 million for the same period in 2013. FDIC assessment declined $833,000, or 57.5%, from $1.4 million for the
nine months ended September 30, 2012 to $615,000 for the nine months ended September 30, 2013. Indemnification
asset amortization of $4.8 million for the nine months ended September 30, 2013 represented a decrease of 11.7%
from $5.4 million during the same period in 2012. Lastly, salaries and employee benefits were down $453,000, or
3.6%, for the same time frame.

Income Taxes

Income tax expense was $800,000 for the three months ended September 30, 2013, compared with income tax
expense of $837,000 in the third quarter of 2012. For the nine months ended September 30, 2013, income tax expense
was $2.0 million compared with $1.7 million for the same period in 2012.

FINANCIAL CONDITION

General

At September 30, 2013, the Company had total assets of $1.115 billion, a decrease of $38.3 million, or 3.3%, from
total assets of $1.153 billion at December 31, 2012. Total loans were $646.2 million at September 30, 2013,
decreasing $13.9 million from $660.1 million at December 31, 2012 and $2.4 million since September 30, 2012. This
decline is solely attributable to the re-classification of the Georgia loan portfolio to loans held for sale. Otherwise,
loan growth has been steady for the Company during 2013 and would have been $18.9 million, excluding the
Georgia-based portfolio. As anticipated, the carrying value of FDIC covered loans declined $7.4 million, or 8.7%,
from December 31, 2012 and were $77.3 million at September 30, 2013. Non-covered loans equaled $569.0 million at
September 30, 2013 compared to $575.5 million at December 31, 2012

The Company�s securities portfolio, excluding equity securities, decreased $47.8 million, or 13.6%, from $351.4
million at December 31, 2012 to $303.5 million at September 30, 2013. Realized gains were $446,000 during the first
three quarters of 2013 through sales and call activity. The Company took a short-term position in a $40 million U.S.
Treasury issue at December 31, 2012 to fully invest short-term excess cash balances on deposit by local municipal
governments. The issue matured in the first quarter of 2013 and is the primary factor for the decrease in securities
balances from December 31, 2012. The maturity of these funds was not reinvested but was offset by a decline in
public funds.

The Company had cash and cash equivalents of $30.1 million at September 30, 2013, increasing $6.0 million or
24.8% from $24.1 million at December 31, 2012. There were $7.0 million in Federal funds purchased at
September 30, 2013 compared with $5.4 million at December 31, 2012.

The Company is required to account for the effect of market changes in the value of securities available-for-sale
(AFS) under FASB ASC 320, Investments � Debt and Equity Securities. The market value of the AFS portfolio was
$270.6 million at September 30, 2013 and $309.1 million at December 31, 2012. At September 30, 2013, the
Company had a net unrealized loss on the AFS portfolio of $4.1 million compared with a net unrealized gain of $5.9
million at December 31, 2012. Of this $10.0 million decrease, 81.0%, or $8.1 million, was a decrease in the Fixed
Rate Taxable Municipal category. These securities exhibit more price volatility in a changing interest rate
environment, in the Company�s portfolio, because of their longer weighted average life of 7.868 years, than is
consistent with other categories contained within the rest of the portfolio. Fixed Rate Taxable Municipal securities
comprise 41% of the total investment portfolio at September 30, 2013.
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Interest bearing deposits at September 30, 2013 were $695.5 million, a decrease of $200.8 million from December 31,
2012. This decline is the direct result of the reclassification of $176.0 million of interest bearing deposits to deposits
held for sale in connection with the sale of the Georgia operations.

The Company had Federal Home Loan Bank advances of $31.5 million at September 30, 2013 compared with $49.8
million at December 31, 2012. The blended rate on the average balance of these borrowings was 1.38% during the
first nine months of 2013, down from 3.12% for the same period in 2012.
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Stockholders� equity was $108.5 million at September 30, 2013 and $115.3 million at December 31, 2012. During the
third quarter, the Bank retired $4.5 million of its outstanding TARP preferred stock, which lowered its equity
base. However, the equity-to-asset ratios remained solid at 9.7% and 10.0%, respectively, at September 30, 2013 and
December 31, 2012.

Asset Quality � non-covered assets

The allowance for loan losses represents management�s estimate of the amount appropriate to provide for probable
losses inherent in the loan portfolio.

Non-covered loan quality is continually monitored, and the Company�s management has established an allowance for
loan losses that it believes is appropriate for the risks inherent in the loan portfolio. Among other factors, management
considers the Company�s historical loss experience, the size and composition of the loan portfolio, the value and
appropriateness of collateral and guarantors, nonperforming loans and current and anticipated economic conditions.
There are additional risks of future loan losses, which cannot be precisely quantified nor attributed to particular loans
or classes of loans. Because those risks include general economic trends, as well as conditions affecting individual
borrowers, the allowance for loan losses is an estimate. The allowance is also subject to regulatory examinations and
determination as to appropriateness, which may take into account such factors as the methodology used to calculate
the allowance and size of the allowance in comparison to peer companies identified by regulatory agencies. See
Allowance for Loan Losses on Non-covered Loans in the Critical Accounting Policies section above for further
discussion.

The Company maintains a list of non-covered loans that have potential weaknesses and thus may need special
attention. This loan list is used to monitor such loans and is used in the determination of the appropriateness of the
allowance for loan losses. Non-covered nonperforming assets totaled $21.5 million at September 30, 2013 and net
charge-offs were $2.3 million for the nine months ended September 30, 2013. This compares with nonperforming
assets of $32.4 million and net charge-offs of $3.4 million at and for the year ended December 31, 2012.

Nonperforming non-covered loans were $13.0 million at September 30, 2013 compared to $21.6 million at
December 31, 2012, a $8.5 million decrease. Additions to nonaccrual loans totaled $2.1 million, primarily attributable
to three relationships relating to loans for residential property, totaling $1.1 million, which are secured by real estate.
The remaining increase related primarily to smaller residential property relationships, which are also secured by real
estate. There were $2.5 million in charge-offs taken during the period centered in commercial real estate loans. There
were $3.6 million in paydowns during the period and $2.3 million in loans returned to accruing status. Foreclosures
for the period totaled $1.7 million.

The ratio of the allowance for loan losses to nonperforming assets was 49.45% at September 30, 2013, compared with
39.94% at December 31, 2012. The ratio of allowance for loan losses to total non-covered loans was 1.87% at
September 30, 2013, compared with 2.25% at December 31, 2012. The decrease in the allowance for loan losses to
total non-covered loans ratio was the result of aggressive charge-offs for non-performing loans and a lesser volume of
loans migrating to a non-performing status. This situation has resulted in a stabilization of allowance coverage ratios.

In accordance with GAAP, an individual loan is impaired when, based on current information and events, it is
probable that a creditor will be unable to collect all amounts due in accordance with contractual terms of the loan
agreement. The Company considers all troubled debt restructured and nonaccrual loans to be impaired loans. In
addition, the Company reviews all substandard and doubtful loans that are not on nonaccrual status, as well as loans
with other risk characteristics, pursuant to and specifically for compliance with the accounting definition of
impairment as described above. These impaired loans have been determined through analysis, appraisals, or other
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See Note 3 to the Company�s financial statements for information related to the allowance for loan losses. At
September 30, 2013 and December 31, 2012, total impaired non-covered loans equaled $15.6 million and $22.4
million, respectively.
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The following table sets forth selected asset quality data, excluding FDIC covered assets, and ratios for the dates
indicated (dollars in thousands):

September 30,
2013

December 31,
2012

Nonaccrual loans $ 13,044 $ 21,048
Loans past due 90 days and accruing interest �  509

Total nonperforming non-covered loans 13,044 21,557
OREO � non-covered 8,496 10,793

Total nonperforming non-covered assets $ 21,540 $ 32,350

Accruing troubled debt restructure loans $ 9,530 $ 9,990
Balances
Specific reserve on impaired loans 1,865 2,656
General reserve related to unimpaired loans 8,788 10,264

Total allowance for loan losses 10,653 12,920
Average loans during quarter, net of unearned
income 592,172 556,113
Impaired loans 15,638 22,365
Non-impaired loans 553,322 553,117

Total loans, net of unearned income 568,960 575,482
Ratios
Allowance for loan losses to loans 1.87% 2.25% 
Allowance for loan losses to nonperforming
assets 49.45 39.94
Allowance for loan losses to nonaccrual loans 81.67 61.38
General reserve to non-impaired loans 1.59 1.86
Nonaccrual loans to loans 2.29 3.66
Nonperforming assets to loans and OREO 3.73 5.52
Net charge-offs for quarter to average loans,
annualized 0.59 0.60

The Company performs troubled debt restructures (TDR) and other various loan workouts whereby an existing loan
may be restructured into multiple new loans. At September 30, 2013, the Company had 17 loans that met the
definition of a TDR, which are loans that for reasons related to the debtor�s financial difficulties have been restructured
on terms and conditions that would otherwise not be offered or granted. Four of these loans were restructured using
multiple new loans. The aggregated outstanding principal of TDR loans at September 30, 2013 was $11.4 million, of
which $1.8 million were classified as nonaccrual.

The primary benefit of the restructured multiple loan workout strategy is to maximize the potential return by
restructuring the loan into a �good loan� (the A loan) and a �bad loan� (the B loan). The impact on interest is positive
because the Bank is collecting interest on the A loan rather than potentially not collecting interest on the entire
original loan structure. The A loan is underwritten pursuant to the Bank�s standard requirements and graded
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accordingly. The B loan is classified as either �doubtful� or �loss�. An impairment analysis is performed on the B loan
and, based on its results, all or a portion of the B note is charged-off or a specific loan loss reserve is established.

The Company does not modify its nonaccrual policies in this arrangement, and the A loan and the B loan stand on
their own terms. At inception, this structure meets the definition of a TDR. If the loan is on nonaccrual at the time of
restructure, the A loan is held on nonaccrual until six consecutive payments have been received, at which time it may
be put back on an accrual status. The B loan is placed on nonaccrual. Under the terms of each loan, the borrower�s
payment is contractually due.
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A further breakout of nonaccrual loans, excluding covered loans, at September 30, 2013 and December 31, 2012 is
below (dollars in thousands):

September 30,
2013

December 31,
2012

Mortgage loans on real estate:
Residential 1-4 family $ 4,492 $ 5,562
Commercial 1,530 5,818
Construction and land development 6,500 8,815
Second mortgages 135 141
Multifamily �  �  
Agriculture 208 250

Total real estate loans 12,865 20,586
Commercial loans 127 385
Consumer installment loans 52 77
All other loans �  �  

Total loans $ 13,044 $ 21,048

At September 30, 2013, the Company had eight construction and land development credit relationships in nonaccrual
status. The borrowers for seven of these relationships are residential land developers, and the borrowers under the
remaining two relationships are commercial land developers. All of the relationships are secured by the real estate to
be developed and are in the Company�s central Virginia market. The total amount of the credit exposure outstanding at
September 30, 2013 was $6.5 million. These loans have either been charged-down or sufficiently reserved against to
equal the current expected realizable value.

There was one charge-off of $590,000 related to these relationships during the first nine months of 2013. The total
amount of the allowance for loan losses attributed to all eight relationships was $552,000 at September 30, 2013, or
8.5% of the total credit exposure outstanding. The Company establishes its reserves as described above in Allowance
for Loan Losses on Non-covered Loans in the Critical Accounting Policies section. In conjunction with the
impairment analysis the Company performs as part of its allowance methodology, the Company ordered appraisals for
all loans with balances in excess of $250,000 unless there existed an appraisal that was not older than 12 months. The
Company orders an automated valuation for balances between $100,000 and $250,000 and uses a ratio analysis for
balances less than $100,000. The Company maintains detailed analysis and other information for its allowance
methodology, both for internal purposes and for review by its regulators.

Asset Quality � covered assets

Loans accounted for under FASB ASC 310-30 are generally considered accruing and performing loans as the loans
accrete interest income over the estimated life of the loan. Accordingly, acquired impaired loans that are contractually
past due are still considered to be accruing and performing loans.

The Company makes an estimate of the total cash flows that it expects to collect from a pool of covered loans, which
include undiscounted expected principal and interest. Over the life of the loan or pool, the Company continues to
estimate cash flows expected to be collected. Subsequent decreases in cash flows expected to be collected over the life
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of the pool are recognized as impairment in the current period through the allowance for loan losses. Subsequent
increases in expected cash flows are first used to reverse any existing valuation allowance for that loan or pool. Any
remaining increase in cash flows expected to be collected is recognized as an adjustment to the yield over the
remaining life of the pool.

48

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 96



Table of Contents

Capital Requirements

The determination of capital adequacy depends upon a number of factors, such as asset quality, liquidity, earnings,
growth trends and economic conditions. The Company seeks to maintain a strong capital base to support its growth
and expansion plans, provide stability to current operations and promote public confidence in the Company.

The federal banking regulators have defined three tests for assessing the capital strength and adequacy of banks, based
on two definitions of capital. �Tier 1 capital� is defined as common equity, retained earnings and qualifying perpetual
preferred stock, less certain intangibles. �Tier 2 capital� is defined as specific subordinated debt, some hybrid capital
instruments and other qualifying preferred stock and a limited amount of the loan loss allowance. �Total capital� is
defined as tier 1 capital plus tier 2 capital. Three risk-based capital ratios are computed using the above capital
definitions, total assets and risk-weighted assets and are measured against regulatory minimums to ascertain adequacy.
All assets and off-balance sheet risk items are grouped into categories according to degree of risk and assigned a
risk-weighting and the resulting total is risk-weighted assets. �Tier 1 risk-based capital� is tier 1 capital divided by
risk-weighted assets. �Total risk-based capital� is total capital divided by risk-weighted assets. The leverage ratio is
tier 1 capital divided by total average assets.

The Company�s ratio of total risk-based capital was 16.7% at September 30, 2013 compared with 17.0% at
December 31, 2012. The tier 1 risk-based capital ratio was 15.5% at September 30, 2013 and 15.8% at December 31,
2012. The Company�s tier 1 leverage ratio was 9.5% at September 30, 2013 and 9.4% at December 31, 2012. All
capital ratios exceed regulatory minimums. In the fourth quarter of 2003, BOE issued trust preferred subordinated
debt that qualifies as regulatory capital. This trust preferred debt, which has been assumed by the Company, has a
30-year maturity with a 5-year call option and was issued at a rate of three month LIBOR plus 3.0%. The weighted
average cost of this instrument was 3.27% during the three months ended September 30, 2013.

The Company issued shares of Series A Preferred Stock to the United States Department of the Treasury in
connection with the Company�s participation in the Treasury�s TARP Capital Purchase Program in December 2008. As
of September 30, 2013, the Company was current in its payment of dividends with respect to the Series A Preferred
Stock.

On July 24, 2013, the Company repurchased 4,500 shares of the original 17,680 shares of Series A Preferred Stock.
The Company funded the repurchase through the earnings of its banking subsidiary. The form of the repurchase was a
redemption under the terms of the TARP preferred stock. The Company paid the Treasury $4.5 million, which
represented 100% of the par value of the preferred stock repurchased plus accrued dividends with respect to such
shares. The repurchase will result in a reduction of $56,000 in the Company�s quarterly dividend payments to the
Treasury.

Liquidity

Liquidity represents the Company�s ability to meet present and future financial obligations through either the sale or
maturity of existing assets or the acquisition of additional funds through liability management. Liquid assets include
cash, interest bearing deposits with banks, federal funds sold, and certain investment securities. As a result of the
Company�s management of liquid assets and the ability to generate liquidity through liability funding, management
believes that the Company maintains overall liquidity sufficient to satisfy its depositors� requirements and meet its
customers� credit needs.

The Company�s results of operations are significantly affected by its ability to manage effectively the interest rate
sensitivity and maturity of its interest-earning assets and interest bearing liabilities. At September 30, 2013 and
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December 31, 2012, the Company�s interest-earning assets exceeded its interest bearing liabilities by $85.9 million and
$76.1 million, respectively.
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As a result of the sale of the Georgia branches on November 8, 2013, the Company submitted net proceeds of $184.8
million to Community & Southern Bank, as the Bank surrendered the cash represented by the deposit liabilities
payable to the Georgia depositors. The Company funded this transaction with excess cash accumulated since
announcing the transaction, as well as through a laddering of maturities of brokered certificates of deposit and
borrowings from the Federal Home Loan Bank of Atlanta. These maturities range from slightly over two months to
three years after the closing date.

Off-Balance Sheet Arrangements and Contractual Obligations

A summary of the contract amount of the Company�s exposure to off-balance sheet and balance sheet risk as of
September 30, 2013 and December 31, 2012, is as follows (dollars in thousands):

September 30,
2013

December
31, 2012

Commitments with off-balance sheet risk:
Commitments to extend credit $ 74,565 $ 64,056
Standby letters of credit 9,771 9,487

Total commitments with off-balance sheet
risks $ 84,336 $ 73,543

Commitments with balance sheet risk:
Loans held for sale $ 25,396 $ 1,266

Total commitments with balance sheet risks 25,396 1,266

Total commitments $ 109,732 $ 74,809

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Company evaluates each customer�s
credit worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company
upon extension of credit, is based on management�s credit evaluation of the counterparty. Collateral held varies but
may include accounts receivable, inventory, property and equipment, and income-producing commercial properties.
Unfunded commitments under lines of credit are commitments for possible future extensions of credit to existing
customers. Those lines of credit may be drawn upon only to the total extent to which the Company is committed.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. Those guarantees are primarily issued to support public and private borrowing
arrangements, including commercial paper, bond financing, and similar transactions. The credit risk involved in
issuing letters of credit is essentially the same as that involved in extending loan facilities to clients. The Company
holds certificates of deposit, deposit accounts, and real estate as collateral supporting those commitments for which
collateral is deemed necessary.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Market risk is the risk of loss in a financial instrument arising from adverse changes in market rates or prices such as
interest rates, foreign currency exchange rates, commodity prices and equity prices. The Company�s primary market
risk exposure is interest rate risk. The ongoing monitoring and management of interest rate risk is an important
component of the Company�s asset/liability management process, which is governed by policies established by its
Board of Directors that are reviewed and approved annually. The Board of Directors delegates responsibility for
carrying out asset/liability management policies to the Asset/Liability Committee (ALCO of the Bank. In this
capacity, ALCO develops guidelines and strategies that govern the Company�s asset/liability management related
activities, based upon estimated market risk sensitivity, policy limits and overall market interest rate levels and trends.

Interest rate risk represents the sensitivity of earnings to changes in market interest rates. As interest rates change, the
interest income and expense streams associated with the Company�s financial instruments also change, affecting net
interest income, the primary component of the Company�s earnings. ALCO uses the results of a detailed and dynamic
simulation model to quantify the estimated exposure of net interest income to sustained interest rate changes. While
ALCO routinely monitors simulated net interest income sensitivity over various periods, it also employs additional
tools to monitor potential longer-term interest rate risk.

The simulation model captures the impact of changing interest rates on the interest income received and interest
expense paid on all assets and liabilities reflected on the Company�s balance sheet. The simulation model is prepared
and updated monthly. This sensitivity analysis is compared to ALCO policy limits, which specify a maximum
tolerance level for net interest income exposure over a one-year horizon, assuming no balance sheet growth, given a
200 basis point upward shift and a 200 basis point downward shift in interest rates. A parallel shift in rates over a
12-month period is assumed. The following table represents the change to net interest income given interest rate
shocks up and down 100 and 200 basis points at September 30, 2013:

Change in net interest income
% $

Change in Yield curve
+200 bp (6.6)% $ (2,672) 
+100 bp (3.7) (1,512) 
most likely 0 �  
-100 bp 0.3 104
-200 bp (1.3) (519) 

At September 30, 2013, the Company�s interest rate risk model indicated that, in a rising rate environment of 200 basis
points over a 12 month period, net interest income could decrease by 6.6%. For the same time period, the interest rate
risk model indicated that in a declining rate environment of 200 basis points, net interest income could decrease by
1.3%. While these percentages are subjective based upon assumptions used within the model, management believes
the balance sheet is appropriately balanced with acceptable risk to changes in interest rates.

The preceding sensitivity analysis does not represent a forecast and should not be relied upon as being indicative of
expected operating results. These hypothetical estimates are based upon numerous assumptions, including the nature
and timing of interest rate levels such as yield curve shape, prepayments on loans and securities, deposit decay rates,
pricing decisions on loans and deposits, reinvestment or replacement of asset and liability cash flows. While
assumptions are developed based upon current economic and local market conditions, the Company cannot make any
assurances about the predictive nature of these assumptions, including how customer preferences or competitor
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Also, as market conditions vary from those assumed in the sensitivity analysis, actual results will also differ due to
factors such as prepayment and refinancing levels likely deviating from those assumed, the varying impact of interest
rate change, caps or floors on adjustable rate assets, the potential effect of changing debt service levels on customers
with adjustable rate loans, depositor early withdrawals and product preference changes, and other internal and external
variables. Furthermore, the sensitivity analysis does not reflect actions that ALCO might take in response to, or in
anticipation of, changes in interest rates.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this Form 10-Q, the Company�s management, with the participation of the
Company�s chief executive officer and its chief financial officer (�the Certifying Officers�), conducted evaluations of the
Company�s disclosure controls and procedures. As defined under Section 13a-15(e) of the Securities Exchange Act of
1934, as amended (the �Exchange Act�), the term �disclosure controls and procedures� means controls and other
procedures of an issuer that are designed to ensure that information required to be disclosed by the issuer in the reports
that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time
periods specified in the SEC�s rules and forms. Disclosure controls and procedures include, without limitation, controls
and procedures designed to ensure that information required to be disclosed by an issuer in the reports that it files or
submits under the Exchange Act is accumulated and communicated to the issuer�s management, including the
Certifying Officers, to allow timely decisions regarding required disclosures.

Based on this evaluation, the Certifying Officers have concluded that the Company�s disclosure controls and
procedures were effective to ensure that material information is recorded, processed, summarized and reported by
management of the Company on a timely basis in order to comply with the Company�s disclosure obligations under the
Exchange Act and the rules and regulations promulgated under it.

Internal Control over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting. The Company�s internal control over financial reporting is a process designed under the
supervision of the Certifying Officers to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of the Company�s financial statements for external purposes in accordance with generally accepted
accounting principles. There were no changes in the Company�s internal control over financial reporting identified in
connection with the evaluation of it that occurred during the Company�s last fiscal quarter that materially affected, or
are reasonably likely to materially affect, internal control over financial reporting.

52

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 103



Table of Contents

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

There are no material pending legal proceedings, other than ordinary routine litigation incidental to the Company�s
business, to which the Company, including its subsidiaries, is a party or of which the property of the Company is
subject.

Item 1A. Risk Factors

As of the date of this report, there were no material changes to the risk factors previously disclosed in the Company�s
Annual Report on Form 10-K for the year ended December 31, 2012.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable

Item 5. Other Information

None.

Item 6. Exhibits

Exhibit No. Description

31.1 Rule 13a-14(a)/15d-14(a) Certification for Chief Executive Officer*

31.2 Rule 13a-14(a)/15d-14(a) Certification for Chief Financial Officer*

32.1 Section 1350 Certifications*

101   Interactive Data File with respect to the following materials from the Company�s Quarterly Report
on Form 10-Q for the period ended September 30, 2013, formatted in Extensible Business
Reporting Language (XBRL): (i) the Consolidated Balance Sheets, (ii) the Unaudited Consolidated
Statements of Income, (iii) the Unaudited Consolidated Statements of Comprehensive Income
(Loss), (iv) the Unaudited Consolidated Statements of Stockholders� Equity, (v) the Unaudited
Consolidated Statements of Cash Flows, and (vi) Notes to Unaudited Consolidated Financial
Statements*

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 104



* Filed herewith.

53

Edgar Filing: Community Bankers Trust Corp - Form 10-Q

Table of Contents 105



Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

COMMUNITY BANKERS TRUST CORPORATION
(Registrant)

/s/ Rex L. Smith, III
Rex L. Smith, III
President and Chief Executive Officer
(principal executive officer)

Date: November 12, 2013
/s/ Bruce E. Thomas
Bruce E. Thomas
Executive Vice President and Chief Financial Officer
(principal financial officer)

Date: November 12, 2013
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