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The Registrant hereby amends this Registration Statement on such date
or dates as may be necessary to delay its effective date until the Registrant
shall file a further amendment which specifically states that this Registration
Statement shall thereafter become effective in accordance with Section 8 (a) of
the Securities Act of 1933 or until the Registration Statement shall become

effective on such date as the Commission, acting pursuant to Section 8(a), shall
determine.

PROXY STATEMENT PROXY STATEMENT / PROSPECTUS

RIDGEWAY BANCSHARES, INC. COMMUNITY BANKSHARES, INC.

MERGER PROPOSED - YOUR VOTE IS VERY IMPORTANT

The boards of directors of Ridgeway Bancshares, Inc., and Community
Bankshares, Inc., have agreed that Community Bankshares will acquire Ridgeway
Bancshares in a merger. If the merger is completed, each outstanding share of

Ridgeway Bancshares common stock will be exchanged for 25 shares of Community
Bankshares common stock plus $100.00 cash, subject to the right of Ridgeway
Bancshares shareholders to make an election to receive more or less stock or
cash.

Based on the $ closing price per share of Community Bankshares
common stock on March 1, 2002, the value of 25 shares of Community Bankshares
common stock was $ . Because the number of shares Ridgeway Bancshares

shareholders will receive in the merger is fixed, the value of the shares of
Community Bankshares common stock to be received in the merger will fluctuate as
the price of Community Bankshares common stock changes. We encourage you to
obtain current market price quotations for Community Bankshares common stock.
Community Bankshares common stock is traded on the American Stock Exchange under
the symbol "SCB." Ridgeway Bancshares common stock 1s not traded on an
established public trading market.

The merger cannot be completed wunless the shareholders of Ridgeway
Bancshares and the shareholders of Community Bankshares approve the agreement
and plan of merger. Ridgeway Bancshares and Community Bankshares have each
scheduled a special meeting for their shareholders to vote on these matters.

Proposed maxi
aggregate offerin

$4,597,28



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

The board of directors of Ridgeway Bancshares unanimously recommends

that the holders of Ridgeway Bancshares common stock vote for approval of the
Agreement and Plan of Merger.

The board of directors of Community Bankshares unanimously recommends

that the holders of Community Bankshares common stock vote for approval of the
Agreement and Plan of Merger.

time to

Whether or not you plan to attend your special meeting, please take the
complete, sign and mail the enclosed proxy card to us so your shares can

be voted if you are absent.

You should consider carefully the risk factors beginning on page __ of

this Proxy Statement /Prospectus.

Neither the Securities and Exchange Commission nor any state securities

commission has approved or disapproved of these securities or passed upon the
adequacy or accuracy of this document. Any representation to the contrary is a
criminal offense.

The shares of Community Bankshares stock are not savings accounts,

deposits or other obligations of any bank or savings association and are not
insured by the Federal Deposit Insurance Corporation or any other governmental

agency.

Stock is subject to investment risks, including loss of value.

The date of this Proxy Statement/Prospectus is March 4, 2002. It is first being
mailed on or about March 8, 2002.
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SUMMARY
This summary highlights selected information from this Proxy
Statement/Prospectus. It does not contain all of the information that is

important to you. You should carefully read this entire document and all other
documents to which we refer in this document in order to wunderstand fully the
merger and to obtain a more complete description of the legal terms of the
merger. See "Where You Can Find More Information" (page __). Each item in this
summary includes a page reference that directs vyou to a more complete
description in this document of the topic discussed.

The Companies (Pages __ And __)

RIDGEWAY BANCSHARES, INC.

100 Palmer Street

Ridgeway, South Carolina, 29130
(803) 337-2251

Ridgeway Bancshares is incorporated in South Carolina and is a bank
holding company. Ridgeway Bancshares owns Bank of Ridgeway, a commercial bank
which serves customers who are primarily located in Fairfield and northern
Richland Counties. As of September 30, 2001, Ridgeway Bancshares' total assets
were about $76.7 million, deposits were about $64.9 million, and shareholders'
equity was about $8.6 million.

COMMUNITY BANKSHARES, INC.

791 Broughton Street

Orangeburg, South Carolina 29115
(803) 535-1060

Community Bankshares is incorporated in South Carolina and is a bank
holding company. Through its subsidiaries, Community Bankshares provides banking
and other financial services. Community Bankshares has banking operations in
Orangeburg, Sumter and Florence Counties and mortgage origination offices in
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Richland, Sumter and Anderson Counties. As of September 30, 2001, Community
Bankshares' total assets were about $292.0 million, deposits were about $233
million, and shareholders' equity was about $25.5 million.

The Merger (Page __)

If we complete the merger, Community Bankshares will be the surviving
corporation. When the merger is completed, 1f you are a Ridgeway Bancshares
shareholder, vyou will receive 25 shares of Community Bankshares stock plus
$100.00 1in cash for each share of Ridgeway Bancshares stock that you own.
Individual Ridgeway Bancshares shareholders will have the right wuntil after
completion of the merger to elect to receive more or less stock or cash. If you
make this election vyou may not receive as much stock or cash as you elect,
depending upon the elections made by other Ridgeway Bancshares shareholders and
the total Community Bankshares stock and cash available which are fixed at
1,000,000 shares of stock and $4,000,000 in cash. In any event, vyou will not
receive any fraction of a share of Community Bankshares common stock. Instead,
you will receive a cash payment for any fraction of a share of Community
Bankshares common stock to which you may become entitled.

If you are a Ridgeway Bancshares shareholder and you elect to dissent
from the merger under South Carolina law and follow the required procedures, you
will receive a cash payment for your shares of Ridgeway Bancshares common stock
instead of receiving any Community Bankshares common stock in the merger. More
information about your rights to dissent from the merger, and the procedures you
must follow should you choose to do so, is included under the heading "The
Merger —-- Dissenting Shareholders" on page __. Community Bankshares shareholders
do not have the right to dissent from the merger.

We have attached the merger agreement to this Proxy
Statement/Prospectus as Appendix A. We encourage you to read the merger
agreement. It is the legal document that establishes the terms and conditions of
the merger.

Comparative Per Share Market Price Information (Page __)

Shares of Community Bankshares are traded on the American Stock
Exchange under the symbol "SCB." Shares of Ridgeway Bancshares are not quoted on
any established market. The following table sets forth the last sale price of
Community Bankshares common stock, the last known sale price of Ridgeway
Bancshares common stock, and the equivalent per share price (as explained below)
of Ridgeway Bancshares common stock as of November 20, 2001, the last trading
day immediately preceding public announcement of the merger, and March __, 2002,
the latest practicable date prior to the mailing of this Proxy
Statement/Prospectus:

Community Bankshares Ridgeway Bancshares

Market Price per Share At: Common Stock Common Stock

Equival
of Ri
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November 20, 2001 $11.95 $307.00%*
March 1, 2002 **x

*Sale date was August 2, 2001. **No sale has been reported since August 2, 2001.

The equivalent per share price of Ridgeway Bancshares common stock is
the market value of the consideration that Ridgeway Bancshares shareholders
would have received if the merger had been consummated on the stated dates for
each share of Ridgeway Bancshares common stock based on the exchange ratio of 25
shares plus $100.00 in cash per share. Of course, even though the exchange ratio
is fixed, the market price of Community Bankshares common stock will fluctuate
prior to and after completion of the merger. Therefore, vyou should obtain
current stock price quotations for Community Bankshares common stock.

Reasons For The Merger (Page __ )

Ridgeway Bancshares and Community Bankshares Dbelieve that the merger
will result in a company with expanded opportunities for profitable growth. In
addition, we anticipate that the combined resources of Ridgeway Bancshares and
Community Bankshares will improve Bank of Ridgeway's ability to compete in its
market area.

To review the Dbackground of and reasons for the merger in greater
detail, please see the discussion under the headings "The Merger - Background of
the Merger," "The Merger - Ridgeway Bancshares' Reasons for the Merger" and "The
Merger - Community Bankshares' Reasons for the Merger" on pages __, and ___

Ridgeway Bancshares Special Meeting (Page __)

The Ridgeway Bancshares special meeting will be held at Ridgeway
Bancshares' main office, 100 Palmer Street, Ridgeway, South Carolina, 29130, at
3:00 p.m. on Wednesday, April 10, 2002. At the special meeting, Ridgeway
Bancshares shareholders will be asked to approve the merger agreement and the
merger.

Community Bankshares Special Meeting (Page __)

The Community Bankshares special meeting will be held in the board room
of the Orangeburg National Bank branch at 791 Broughton Street, Orangeburg,
South Carolina, 29115, at 3:00 p.m. on Monday, April 8, 2002. At the special
meeting, Community Bankshares shareholders will be asked to approve the merger
agreement and the merger.

Recommendations To Shareholders (Page __)

The Ridgeway Bancshares and Community Bankshares Dboards of directors
have approved the merger agreement and the merger and believe that the merger is
fair to their respective shareholders and in their best interests. The board of
directors of your company unanimously recommends that you vote "FOR" the
proposal to approve the merger agreement and the merger.

Voting Rights At The Special Meetings (Page _ )

You can vote at the Ridgeway Bancshares special meeting if you owned
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Ridgeway Bancshares common stock as of the close of business on February 28,
2002, the record date. On that date, 40,000 shares of Ridgeway Bancshares common
stock were outstanding and therefore are allowed to vote at the special meeting.
You will be able to cast one vote for each share of Ridgeway Bancshares common
stock you owned on February 28, 2002.

You can vote at the Community Bankshares special meeting if you owned
Community Bankshares common stock as of the close of business on January 22,
2002, the record date. On that date, 3,299,674 shares of Community Bankshares
common stock were outstanding and therefore are allowed to vote at the special
meeting. You will be able to cast one vote for each share of Community
Bankshares common stock you owned on January 22, 2002.

Shareholder Vote Required (Page __)

To approve the merger, shareholders who hold on the record date a
two-thirds majority of the outstanding shares of Ridgeway Bancshares common
stock entitled to vote and shareholders who hold on the record date a two-thirds
majority of the outstanding shares of Community Bankshares common stock entitled
to vote must vote for the merger agreement and the merger. If you do not vote,
this will have the same effect as a vote against the merger.

Share Ownership Of Management And Certain Shareholders (Page _ )

All together, the directors and executive officers of Ridgeway
Bancshares, their immediate family members and entities they control can vote
13,519 shares (approximately 33.8% of the outstanding shares) of the shares
entitled to be voted at the Ridgeway Bancshares special meeting and the
directors and executive officers of Community Bankshares, their immediate family
members and entities they control can vote 1,053,226 shares (approximately
31.08% of the outstanding shares) of the shares entitled to be voted at the
Community Bankshares special meeting. The directors and executive officers of
Ridgeway Bancshares and Community Bankshares have agreed to vote all of the
shares over which they have voting authority (other than as a fiduciary) in
favor of the merger.

Effective Time (Page _ )

The merger will become final at the time specified in the Articles of
Merger to be filed with the Secretary of State of the State of South Carolina.
If Ridgeway Bancshares and Community Bankshares shareholders approve the merger
at the special meetings, and all required regulatory approvals are obtained, we
currently anticipate that the merger will be completed during the second quarter
of 2002. Ridgeway Bancshares and Community Bankshares cannot assure you that we
can obtain the necessary shareholder and regulatory approvals or that the other
conditions to completion of the merger can or will be satisfied.

Exchange Of Stock Certificates (Page __)

Promptly after the merger 1s completed, if vyou are a Ridgeway
Bancshares shareholder you will receive a letter and instructions on how to
surrender your Ridgeway Bancshares stock certificates in exchange for Community
Bankshares stock certificates and cash and how to elect to receive more or less
stock or cash and the deadline for making such election. You will need to
carefully review and complete these materials and return them as instructed
along with your stock certificates for Ridgeway Bancshares common stock. You
should not send Ridgeway Bancshares, Community Bankshares, or Community
Bankshares' transfer agent any stock certificates wuntil vyou receive these
instructions.
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Regulatory Approvals And Other Conditions To Completion Of The Merger (Page _ )

Community Bankshares is required to notify and obtain approvals from
government regulatory agencies before the merger may be completed, including the
Federal Reserve and other federal and state banking regulators. We expect that
Community Bankshares will obtain all required regulatory approvals, but we
cannot assure you that these regulatory approvals will be obtained.

In addition to the required regulatory approvals, the merger will be
completed only if conditions, including, but not limited to the following, are
met or, 1f waivable, waived:

o Ridgeway Bancshares shareholders and Community Bankshares
shareholders approve the merger agreement and the merger at
the special meetings;

o Ridgeway Bancshares and Community Bankshares each receive an
opinion of counsel that the merger will qualify as a tax-free
reorganization; and

o Neither Community Bankshares nor Ridgeway Bancshares has
breached in any material respect any of its representations or
obligations under the merger agreement.

In addition to these conditions, the merger agreement, attached to this
Proxy Statement/Prospectus as Appendix A, describes other conditions that must
be met before the merger may be completed.

In cases where the law permits, either Community Bankshares or Ridgeway
Bancshares could elect to waive a condition that has not been satisfied and
complete the merger although it is entitled not to. We cannot be certain whether
or when any of the conditions we have listed will be satisfied (or waived, where
permissible), or that the merger will be completed.

Waiver, Amendment and Termination Of The Merger Agreement (Page __)

Community Bankshares and Ridgeway Bancshares may agree to terminate the
merger agreement and elect not to complete the merger at any time before the
merger is completed.

Each of the parties also can terminate the merger agreement in other
circumstances, including 1if the merger is not completed by December 31, 2002.
However, a party may not terminate the merger agreement for this reason if the
merger has not been completed because of a breach of the merger agreement by the
party seeking termination.

In addition, the parties may also terminate the merger agreement if
other circumstances occur which are described in the agreement, attached to this
Proxy Statement/Prospectus as Appendix A.

The merger agreement may be amended by the written agreement of
Ridgeway Bancshares and Community Bankshares. The parties may amend the merger
agreement without shareholder approval, even if Ridgeway Bancshares shareholders
or Community Bankshares shareholders have already approved the merger. However,
Ridgeway Bancshares shareholders and Community Bankshares shareholders must
approve any amendments that would modify, in a material respect, the type or
amount of consideration to be paid and received in the merger.

Under some circumstances, if the merger is not consummated and if other
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corporate transactions occur with respect to Ridgeway Bancshares before November
20, 2002, Ridgeway Bancshares may become obligated to pay a $300,000 termination
fee to Community Bankshares.

Federal Income Tax Consequences (Page _ )

We expect that Community Bankshares shareholders will not recognize any
gain or loss for U.S. federal income tax purposes and that Ridgeway Bancshares

shareholders will not recognize any gain or loss for U. S. federal income tax
purposes to the extent that they exchange their shares of Ridgeway Bancshares
common stock for shares of Community Bankshares common stock in the merger, but
that they will recognize gain or loss in connection with cash received. We have
conditioned the merger on our receipt of a legal opinion that this will be the
case, but this opinion will not bind the Internal Revenue Service, which could
take a different view.

The tax treatment applicable to the receipt of Community Bankshares
common stock may not apply to some Ridgeway Bancshares shareholders, including
the types of Ridgeway Bancshares shareholders discussed on page __, and will not
apply to any Ridgeway Bancshares shareholder who dissents from the merger under
South Carolina law. The extent to which cash received would result in either a
capital gain or loss or ordinary income or loss will depend on the individual
circumstances of each Ridgeway Bancshares shareholder. Determining the actual
tax consequences of the merger to you can be complicated. These consequences
will depend on your specific situation and many variables not within our
control. You should consult your own tax advisor for a full understanding of the
merger's tax consequences.

Accounting Treatment (Page __)

Community Bankshares expects to account for the merger as a purchase
transaction for accounting and financial reporting purposes, meaning that the
assets and liabilities of Ridgeway Bancshares will be recorded at their
estimated fair values and added to those of Community Bankshares. Therefore, the
financial statements of Community Bankshares issued after the merger will
reflect these wvalues from Ridgeway Bancshares and will not Dbe restated
retroactively to reflect the historical financial position or results of
operations of Ridgeway Bancshares.

Interests Of Certain Persons In The Merger That May Be Different From Yours
(Page __)

Some of the officers and directors of Ridgeway Bancshares have or will
receive employment contracts that provide them with interests in the merger that
are different from, or in addition to, their interests as shareholders of

Ridgeway Bancshares. In addition, members of Ridgeway Bancshares' Dboard of
directors and its officers are entitled to indemnification under the merger
agreement. The Ridgeway Bancshares board of directors was aware of these

interests and considered them in approving and recommending the merger.

For more information about these matters, please refer to the
discussion under the heading "The Merger-Interests of Some Persons in the
Merger" on page ___

Dissenting Shareholders Of Ridgeway Bancshares (Page __)

South Carolina law permits shareholders of Ridgeway Bancshares to

10
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dissent from the merger and to have the fair value of their stock appraised by a
court and paid in cash. To do this, vyou must follow required procedures,
including the filing of certain notices and refraining from voting your shares
in favor of the merger. If you dissent from the merger, vyour shares of Ridgeway
Bancshares common stock will not be exchanged for shares of Community Bankshares
common stock plus cash in the merger, and your only right will be to receive the
appraised value of your shares in cash.

Community Bankshares shareholders do not have the right to dissent from
the merger.

Differences In Shareholders' Rights (Page __ )

When the merger is completed, if you were a shareholder of Ridgeway
Bancshares you will automatically become a Community Bankshares shareholder,
unless you receive all cash in the merger as a result of exercising your
dissenters' rights or if you elect to and receive all cash in exchange for your
Ridgeway Bancshares shares. The rights of Community Bankshares shareholders
differ from the rights of Ridgeway Bancshares shareholders in significant ways.
Many of these differences have to do with provisions in Community Bankshares'
articles of incorporation and bylaws. Some of these provisions are intended to
make a takeover of Community Bankshares more difficult 1if the Community
Bankshares board of directors does not approve it.

Comparative Per Share Data

The following table shows information about Community Bankshares' and

Ridgeway Bancshares' 1income per share, dividends per share and book value per
share, and similar information reflecting the merger of Community Bankshares and
Ridgeway Bancshares (which is referred to as "pro forma" information). 1In

presenting the comparative pro forma information for the time periods shown, we
assumed that Community Bankshares and Ridgeway Bancshares had been merged
throughout those periods.

In presenting the comparative pro forma information, we also assumed
that Community Bankshares will record Ridgeway Bancshares assets and liabilities
at their estimated fair values and add them to the assets and liabilities of
Community Bankshares for accounting and financial reporting purposes (a method
which is referred to as the "purchase" method of accounting). No adjustment to
income was made to reflect the effect of paying $100 in cash per share of
Ridgeway Bancshares common stock at the beginning of the period.

The information listed as " pro forma equivalent " was computed by
multiplying the pro forma combined amounts by the exchange ratio of 25 shares.
It is intended to reflect the fact that Ridgeway Bancshares shareholders will be
receiving 25 shares of Community Bankshares common stock for each share of
Ridgeway Bancshares common stock exchanged in the merger, plus $100.00 in cash.

The pro forma information, while helpful in illustrating the financial
attributes of the combined company under one set of assumptions, does not
attempt to predict or suggest future results. Also, the information we have set
forth for the nine-month period ended September 30, 2001 does not indicate what
the results will be for the full 2001 fiscal year or any other time period.

The information in the following table is based on the historical

11
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financial information of Community Bankshares and Ridgeway Bancshares. See
"Index to Financial Statements" on page ___
6
Nine Month
Septembe
2001
(Unaudi
Net Income Per Common Share
Community Bankshares historical .. ... ..t iiii ittt eeeeeeeeeeaneeeeenas $ 0.
Community Bankshares historical — diluted ........ ittt eeennnneeenns 0.
Ridgeway Bancshares historical . ...... ittt ittt 19.
Ridgeway Bancshares historical — diluted ........ ittt 19.
Community Bankshares and Ridgeway Bancshares
pro forma combined (1) ..ttt ittt e e e e e e ettt e e 0.
Community Bankshares and Ridgeway Bancshares
pro forma combined — diluted (1) ...ttt ittt ettt e et 0.
Ridgeway Bancshares pro forma equivalent (2) ... ..ttt teeeeeeenneneeenns 22.
Ridgeway Bancshares pro forma equivalent - diluted(2) ......ciiiiiitiennnnnnn. 22.
Dividends Declared Per Common Share
Community Bankshares historical .. ...ttt ittt teeeeeeeeeeaneeeeenns 0.
Ridgeway Bancshares historical . ...ttt ittt et nnnnaneees 4.
Ridgeway Bancshares pro forma equivalent (3) ...ttt eeeeeeeenneneeenns 4.
Book Value Per Common Share (Period End)
Community Bankshares historical . ... ...t iiiii ittt eeeeeeeeeeaneeeeenns 7.
Ridgeway Bancshares historical . ...ttt ittt et 214.
Community Bankshares and Ridgeway Bancshares pro forma combined(l) ............ 8.
Ridgeway Bancshares pro forma equivalent (2) ... ..ttt eeeeeeeeoaneeeeeens 203.

(1) Represents the combined results of Community Bankshares and
Ridgeway Bancshares as if the merger were completed on January 1, 2000, and were
accounted for as a purchase.

(2) Represents pro forma combined
exchange ratio of 25 shares of Community
of Ridgeway Bancshares common stock.

information multiplied by the
Bankshares common stock for each share

(3) Represents historical dividends declared per share by Community
Bankshares multiplied by the exchange ratio of 25 shares of Community Bankshares
common stock for each share of Ridgeway Bancshares common stock.

Selected Financial Data
The following tables show summarized historical financial data for each

of Community Bankshares and Ridgeway Bancshares and proforma financial data for
both of them combined.

12
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The information in the following tables is based on the historical
financial information of Community Bankshares and Ridgeway Bancshares. All of
the summary financial information provided in the following tables should be
read in connection with this historical financial information and with the more
detailed financial information included in this Proxy Statement/Prospectus. The
historical financial information as of or for the interim periods ended
September 30, 2001 and 2000 has not been audited and in the respective opinions
of management reflects all adjustments (consisting only of normal recurring
adjustments) necessary to a fair presentation of such data.

Selected Historical Financial Data of Community Bankshares

Nine Months Ended

September 30, Year en
2001 2000 2000 1999

Financial Condition (1) (Dollar amounts in thousands, except
Investment securities ........oieeieennnn. $ 35,151 S 47,948 $ 53,566 $ 43,935 S
Net loans receivable ............c0ccu... 216,364 184,137 192,653 155,153
Total ASSEeLS v ittt ittt eneeeeeneennns 292,281 259,844 273,323 228,030
Total deposits .ottt ii ittt 233,791 211,291 218,811 184,364
Long-term obligations ................... 20,280 19,050 20,350 19,420
Shareholders' equity .....iiiiiiennnn.. $ 25,546 $ 22,232 $ 23,139 $ 20,245 S
Earnings Summary
Interest INCOME ... i ii ittt teeeeeeeennnn $ 16,200 S 14,744 $ 20,301 $ 15,550 S
Interest eXPEeNSe .. ii ittt tteeeeeeeennnn (8,074) (7,119) (9,975) (6,958)
Net interest income ..............c. ..., 8,126 7,625 10,326 8,592
Provision for loan losses ........oee.e... (457) (490) (688) (612)
Other operating income .................. 1,987 1,349 1,868 1,317
Other operating expenses .........oove... (5,322) (4,852) (6,552) (6,066)
Net income before taxes ................. 4,334 3,632 4,954 3,231
INCOME TAXES i ittt ittt ettt eeeeeeeeenen (1,541) (1,290) (1,807) (1,049)
Net income .....iiiiiinniieeeeeeennnnnnns $ 2,793 $ 2,342 S 3,147 $ 2,182 S
Per share data (2)
Basic earnings per share ............... $ 0.87 $ 0.73 S 0.99 $ 0.68 3
Diluted earnings per share ............. $ 0.87 $ 0.73 S 0.98 $ 0.68 3
Dividends ...ttt ittt it e $ 0.21 $ 0.16 S 0.22 $ 0.19 S

(1) At period end.
(2) Per share information 1is adjusted for a 5% stock dividend paid on January
31, 2000 and a two-for-one stock dividend paid on July 21, 1997.

Selected Historical Financial Data of Ridgeway Bancshares
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Nine Months Ended
September 30,

2000

(Dollar amounts in thousands, except

Investment securities ........oiieieennnn. $ 27,222 $ 23,663 $ 23,740 $ 25,822
Net loans receivable ...........ccccu... 40,291 37,960 39,417 33,390
Total aSSeLS ittt ittt i ettt 76,664 70,846 74,141 64,455
Total deposits ..ottt ieeeenn. 64,899 58,131 63,690 54,972
Long-term obligations ................... 0 0 0 0
Shareholders' equity .......iiiia... 8,597 7,731 7,840 7,028
Earnings Summary

Interest income .........iiiiiiiiieannn 3,987 3,646 4,990 4,527
Interest eXPEeNnSe .. ii ittt tieeneeeeeannnn (1,689) (1,457) (2,043) (1,744)
Net interest income ..............c. ..., 2,299 2,190 2,946 2,783
Provision for loan losses ........vee.e... (54) (45) (75) (60)
Other operating income .................. 538 498 671 563
Other operating expenses .........ooe.... (1,685) (1,506) (2,138) (1,917)
Net income before taxes ................. 1,097 1,136 1,405 1,369
INCOME LaAXES v ittt ittt eeeeeeeeeeannns (305) (311) (376) (359)
Net 1ncome ... i ittt ittt et ettt e et 792 826 1,029 1,010
Per share data

Basic earnings per share ............... 19.81 20.64 25.72 25.24
Diluted earnings per share ............. 19.81 20.64 25.72 25.24
Dividends . ...ttt ettt e e 4.00 3.50 7.00 6.30

(1) At period end.

(Unaudited)
Nine Months Ended
September 30,

2001
Financial Condition (1) (Dollar amounts in thousands,
Investment securities ............c0c.... $ 62,553
Net loans receivable ............. . .... 257,615
Total asSetsS v ittt ittt ettt e 372,721
Total deposits ottt ii ittt 299,014
Long-term obligations ............c.... 20,280
Shareholders' equity ..., 37,596

Pro Forma Combined Selected Financial Data

Earnings Summary

Year ended December

except per share d

$ 77,810
232,870
351,559
282,819

20,350
34,432
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Interest INCOME . ... ii ittt ittt neeeneennnn 20,109
Interest eXPEeNSe ..ttt tneeeneeeennnn (9,763)
Net interest income ..............c. ..., 10,346
Provision for loan 10SS€S ... nnenn. (511)
Other operating income .................. 2,825
Other operating expenses .........ooee... (7,024)
Net income before taxes ................. 5,636
INCOME TAXES i ittt ittt ettt et eeeeennn (1,920)
Net 1ncome ... i ittt ittt ettt e e et eeennnn 3,716

Per share data(2)

Basic earnings per share ............... 0.88
Diluted earnings per share ............. 0.88
Dividends .....iiiiiiiiiiiiiiiiiiies 0.20

(1) At period end. Amounts reflect the effect of adjustments to estimate the
fair market value of Ridgeway Bancshares assets and liabilities at such
date.

(2) Per share information 1is adjusted for a 5% stock dividend paid on January
31, 2000 to holders of Community Bankshares common stock.

RISK FACTORS
General

If the merger is completed, 1if you are a shareholder of Ridgeway
Bancshares you will receive shares of Community Bankshares common stock in
exchange for shares of Ridgeway Bancshares common stock wunless you elect to
receive all cash and only cash is allocated to you or unless you dissent from
the merger. You should be aware of risks and uncertainties that are applicable

to an investment in Community Bankshares common stock. Specifically, there are
risks and uncertainties that bear on Community Bankshares' future financial
results and that may cause Community Bankshares' future earnings and financial

condition to be less than Community Bankshares' expectations.

Some of the risks and uncertainties involved in an investment in
Community Bankshares common stock relate to economic conditions generally and
would affect other financial institutions in similar ways. Some of these aspects
are discussed 1in this section and others are discussed 1in this Proxy
Statement/Prospectus under the heading "Forward-Looking Statements" on page _

In determining how to vote on the merger, shareholders of Ridgeway
Bancshares and Community Bankshares should give particular consideration to the
following factors:

Risks Relating To The Merger

The Exchange Ratio Is Fixed And Will Not Be Adjusted To Reflect Any Changes In
Stock Value Prior To The Effective Time Of The Merger.

The precise wvalue of the merger consideration to be paid to Ridgeway

25
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Bancshares shareholders will not be known at the time of the special meetings.
The agreement and plan of merger provides that 25 shares of Community Bankshares
common stock will be issued in the merger plus $100 in cash in exchange for each
share of Ridgeway Bancshares common stock, subject to the right of individual
Ridgeway Bancshares shareholders to elect to receive more or less stock or cash.
This exchange ratio is fixed and will not be adjusted to reflect any changes in
the value of either Ridgeway Bancshares or Community Bankshares common stock
between the date of the agreement and plan of merger and the effective time of
the merger. The value of Community Bankshares common stock, however, will
fluctuate prior to the effective time of the merger and may be higher or lower
than on the date of the agreement and plan of merger or the date of the special
meetings. There are no "walk away" or termination rights in the agreement and
plan of merger which would permit Ridgeway Bancshares to terminate the merger if
the market price of Community Bankshares common stock falls below a certain

level, or Community Bankshares to terminate the merger if the market price of
Community Bankshares stock rises beyond a certain amount. Similarly, there is no
"floor," "cap," or "collar" 1limiting the dollar wvalue of shares of Community

Bankshares stock that can be received by Ridgeway Bancshares shareholders or
assuring that Ridgeway Bancshares shareholders will receive at least a certain
dollar value of Community Bankshares stock.

Community Bankshares Shareholders Will Be Diluted By The Merger.

The merger will dilute the ownership position of the present
shareholders of Community Bankshares. Community Bankshares will issue to
Ridgeway Bancshares shareholders one million shares of Community Bankshares
common stock in the merger. As a result, Ridgeway Bancshares shareholders will

hold approximately 23% of the Community Bankshares common stock outstanding
immediately after the completion of the merger.

Some Directors And Officers Of Ridgeway Bancshares Will Receive Benefits In The
Merger In Addition To The Merger Consideration Received By All Other Ridgeway
Bancshares Shareholders.

Some of the officers and directors of Ridgeway Bankshares have or will
receive employment contracts that provide them with interests in the merger that
are different from, or in addition to, their interests as shareholders of
Ridgeway Bancshares. In addition, three members of Ridgeway Bancshares' board of
directors will be appointed to the Community Bankshares Dboard and, if they are
not employees of the Bank of Ridgeway, they will receive payments for their

10
service. See "The Merger - Interests of Some Persons in the Merger" on page
Accordingly, some of Ridgeway Bancshares' directors and officers may have

interests in the merger that are different from, or in addition to, yours.
Post Merger Risks

If Community Bankshares Does Not Adjust To Rapid Changes In The Financial
Services Industry, Its Financial Performance May Suffer.

Community Bankshares' ability to maintain its history of strong
financial performance and return on investment to shareholders will depend in
part on Community Bankshares' ability to expand its scope of available financial
services as needed to meet the needs and demands of its customers. In addition
to the challenge of attracting and retaining customers for traditional Dbanking
services, Community Bankshares' competitors now include securities dealers,
brokers, mortgage Dbankers, investment advisors and finance and insurance
companies who seek to offer one-stop financial services to their customers that
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may include services that banks have not been able or allowed to offer to their
customers in the past. The increasingly competitive environment is a result
primarily of changes in regulation, changes in technology and product delivery
systems and the accelerating pace of consolidation among financial service
providers.

Difficulties 1In Combining The Operations Of Acquired Entities With Community
Bankshares' Own Operations May Prevent Community Bankshares From Achieving The
Expected Benefits From Its Acquisitions.

Community Bankshares may not be able to achieve fully the strategic
objectives and operating efficiencies in all of its acquisitions, including the
recent acquisition of Resource Mortgage, Inc. and the merger with Ridgeway
Bancshares, which are the only acquisitions that Community Bankshares has ever
undertaken. Inherent wuncertainties exist in integrating the operations of an
acquired company into Community Bankshares. In addition, the geographic and
product markets in which Community Bankshares operates are highly competitive.
Community Bankshares also may lose key personnel, either from the acquired
entities or from itself, as a result of acquisitions. These factors could
contribute to Community Bankshares not achieving the expected benefits from its
acquisitions within the desired time frames, if at all.

Future Governmental Regulation And Legislation Could Limit Community Bankshares'
Future Growth.

Community Bankshares and its subsidiaries are subject to extensive
state and federal regulation, supervision and legislation that govern almost all
aspects of the operations of Community Bankshares and its subsidiaries. These
laws may change from time to time and are primarily intended for the protection
of consumers, depositors and deposit insurance funds. The impact of any changes
to these laws may negatively impact Community Bankshares' ability to expand its
services and to increase the value of its business. While we cannot predict what
effect any presently contemplated or future changes in the laws or regulations
or their interpretations would have on Community Bankshares, these changes could
be materially adverse to Community Bankshares' shareholders.

Changes In Interest Rates Could Reduce Community Bankshares' Income And Cash
Flows.

Community Bankshares' income and cash flows depend to a great extent on
the difference between the interest rates earned on interest-earning assets such
as loans and investment securities, and the interest rates paid on
interest-bearing 1liabilities such as deposits and borrowings. These rates are
highly sensitive to many factors which are beyond Community Bankshares' control,
including general economic conditions and the policies of various governmental

and regulatory agencies, 1in particular, the Federal Reserve Board. Changes in
monetary policy, including changes in interest rates, will influence the
origination of loans, the purchase of investments, the generation of deposits

and the rates received on loans and investment securities and paid on deposits.
Fluctuations in these areas may adversely affect Community Bankshares.

11

THE RIDGEWAY BANCSHARES SPECIAL MEETING

General
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This proxy statement of Ridgeway Bancshares and proxy
statement/prospectus of Community Bankshares 1s Dbeing furnished to the
shareholders of Ridgeway Bancshares in connection with the solicitation by the
Ridgeway Bancshares Dboard of directors of proxies for use at a special meeting
of shareholders, at which Ridgeway Bancshares shareholders will be asked to vote
upon a proposal to approve the agreement and plan of merger dated as of November
20, 2001, by and between Ridgeway Bancshares and Community Bankshares, and in
connection with the proposed exchange of Ridgeway Bancshares common stock for
common stock of Community Bankshares and cash.

The special meeting will be held at 3:00 p.m., local time, on
Wednesday, April 10, 2002, at the main offices of Ridgeway Bancshares, located
at 100 Palmer Street, Ridgeway, South Carolina, 29130.

Ridgeway Bancshares shareholders are requested to sign, date, and
return promptly the accompanying proxy card to Ridgeway Bancshares in the
enclosed postage-paid, addressed envelope. A shareholder's failure to return a
properly executed proxy card or to vote at the special meeting will have the
same effect as a vote against the merger agreement.

Any Ridgeway Bancshares shareholder who has delivered a proxy may
revoke 1t at any time before it is voted by giving notice of revocation in
writing or submitting to Ridgeway Bancshares a signed proxy card bearing a later
date, provided that such notice or proxy card is actually received by Ridgeway
Bancshares before the special meeting or in open meeting prior to the taking of
the shareholder vote at the special meeting. Any notice of revocation should be
sent to Ridgeway Bancshares, Inc., 100 Palmer Street, Ridgeway, South Carolina,
29130, Attention: M. S. Brakefield, Corporate Secretary. A proxy will not be
revoked by death of the shareholder executing the proxy, or if the shareholder
becomes incompetent after submitting a signed proxy, unless, before the vote,
notice of such death or incapacity is filed with the Secretary. The shares of
Ridgeway Bancshares common stock represented by properly executed proxies
received at or prior to the special meeting and not subsequently revoked will be
voted as directed 1in such proxies. If instructions are not given, shares
represented by proxies received will be voted for approval of the agreement and
plan of merger and in the discretion of the proxy holder as to any other matters
that properly may come before the special meeting. If necessary, and unless
contrary instructions are given or you have voted against the merger, the proxy
holder also may vote in favor of a proposal to adjourn the special meeting to
permit further solicitation of proxies in order to obtain sufficient votes to
approve the agreement and plan of merger. As of the date of this Proxy
Statement/Prospectus, Ridgeway Bancshares is unaware of any other matter to be
presented at the special meeting.

Ridgeway Bancshares will solicit proxies by mail, and possibly by
telephone or telegram or in person by the directors, officers and employees of
Ridgeway Bancshares, who will receive no additional compensation for such
solicitation but may be reimbursed for out-of-pocket expenses. Brokerage houses,
nominees, fiduciaries and other custodians will Dbe requested to forward
solicitation materials to beneficial owners and will be reimbursed for their
reasonable out-of-pocket expenses.

Ridgeway Bancshares shareholders should not forward any stock
certificates with their proxy cards.

Record Date; Vote Required

Ridgeway Bancshares' Dboard of directors has established the close of
business on February 28, 2002, as the record date for determining the Ridgeway
Bancshares shareholders entitled to notice of and to vote at the special
meeting. Only Ridgeway Bancshares shareholders of record as of the record date
will be entitled to vote at the special meeting. As of the record date, there
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were approximately 95 holders of the 40,000 shares of no par value common stock
of Ridgeway Bancshares outstanding and entitled to vote at the special meeting.
Each share is entitled to one vote. For information as to persons known by
Ridgeway Bancshares to beneficially own more than 5.0% of the outstanding shares
of Ridgeway Bancshares common stock as of the record date, see "Information
About Ridgeway Bancshares- Voting Securities and Principal Shareholders."

12

The presence, 1in person or by proxy, of a majority of the outstanding
shares of Ridgeway Bancshares common stock entitled to vote at the special
meeting 1s necessary to constitute a quorum of the shareholders. A gquorum must
be present Dbefore a vote on the merger agreement can be taken at the special
meeting. For these purposes, shares of Ridgeway Bancshares common stock that are
present, or represented by proxy, at the special meeting will be counted for
quorum purposes regardless of whether the holder of the shares or proxy fails to
vote on the merger agreement for any reason, including Dbroker nonvotes.
Generally, a broker who holds shares of Ridgeway Bancshares common stock in
"street" name on behalf of a Dbeneficial owner lacks authority to vote such
shares 1in connection with a merger 1in the absence of specific voting
instructions from the beneficial owner.

Once a quorum is established, approval of the agreement and plan of
merger requires the affirmative vote of the holders of two-thirds of the
outstanding shares of Ridgeway Bancshares common stock entitled to vote at the
special meeting. A failure to vote, 1in person or by proxy, for any reason,
including failure to return a properly executed proxy, an abstention, or a
broker nonvote, has the same effect as a vote against the agreement and plan of
merger.

The directors and executive officers of Ridgeway Bancshares, their
immediate family members and entities they control can vote, as of the record
date, 13,519 shares (or approximately 33.8% of the outstanding shares) of
Ridgeway Bancshares common stock. The directors and executive officers of
Ridgeway Bancshares have agreed to vote such shares of Ridgeway Bancshares
common stock over which they have voting control (other than as a fiduciary) in
favor of the merger. The directors and executive officers of Community
Bankshares, their immediate family members and entities they control,
beneficially owned, as of the record date, no shares of Ridgeway Bancshares
common stock.

THE COMMUNITY BANKSHARES SPECIAL MEETING
General

This Proxy Statement/Prospectus is being furnished to the shareholders
of Community Bankshares, Inc. in connection with the solicitation Dby the
Community Bankshares board of directors of proxies for use at a special meeting
of shareholders, at which Community Bankshares shareholders will be asked to
vote upon a proposal to approve the agreement and plan of merger dated as of
November 20, 2001, by and between Ridgeway Bancshares and Community Bankshares,
Inc.

The special meeting will be held at 3:00 p.m., local time, on Monday,
April 8, 2002, in the board room of the Orangeburg National Bank branch at 791
Broughton Street, Orangeburg, South Carolina, 29115.

Community Bankshares shareholders are requested to sign, date, and
return promptly the accompanying proxy card to Community Bankshares in the
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enclosed postage-paid, addressed envelope. A shareholder's failure to return a
properly executed proxy card or to vote at the special meeting will have the
same effect as a vote against the merger agreement.

Any Community Bankshares shareholder who has delivered a proxy may
revoke it at any time Dbefore it is voted by giving notice of revocation in
writing or submitting to Community Bankshares a signed proxy card bearing a
later date, provided that such notice or proxy card is actually received by
Community Bankshares before the special meeting or in open meeting prior to the
taking of the shareholder vote at the special meeting. Any notice of revocation
should be sent to Community Bankshares, 1Inc., 791 Broughton Street, Orangeburg,
South Carolina, 29115, Attention: William W. Traynham, President. A proxy will
not be revoked by death of the shareholder executing the proxy, or if the
shareholder becomes incompetent after submitting a signed proxy, unless, before
the vote, notice of such death or incapacity is filed with the Secretary. The
shares of Community Bankshares common stock represented by properly executed
proxies received at or prior to the special meeting and not subsequently revoked
will be voted as directed in such proxies. If instructions are not given, shares
represented by proxies received will be voted for approval of the agreement and
plan of merger and in the discretion of the proxy holder as to any other matters
that properly may come before the special meeting. If necessary, and unless
contrary instructions are given or you have voted against the merger, the proxy
holder also may vote in favor of a proposal to adjourn the special meeting to
permit further solicitation of proxies in order to obtain sufficient votes to
approve the agreement and plan of merger. As of the date of this Proxy
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Statement/Prospectus, Community Bankshares is unaware of any other matter to be
presented at the special meeting.

Community Bankshares will solicit ©proxies by mail, and possibly by
telephone or telegram or in person by the directors, officers and employees of
Community Bankshares, who will receive no additional compensation for such
solicitation but may be reimbursed for out-of-pocket expenses. Brokerage houses,
nominees, fiduciaries and other custodians will Dbe requested to forward
solicitation materials to beneficial owners and will be reimbursed for their
reasonable out-of-pocket expenses.

Record Date; Vote Required

Community Bankshares' board of directors has established the close of
business on January 22, 2002, as the record date for determining the Community
Bankshares shareholders entitled to notice of and to vote at the special
meeting. Only Community Bankshares shareholders of record as of the record date
will be entitled to vote at the special meeting. As of the record date, there
were approximately 1,963 holders of the 3,299,674 shares of no par value common
stock of Community Bankshares outstanding and entitled to vote at the special
meeting. Each share is entitled to one vote. For information as to persons known
by Community Bankshares to beneficially own more than 5.0% of the outstanding
shares of Community Bankshares common stock as of the record date, see
"Information About Community Bankshares- Voting Securities and Principal
Shareholders."

The presence, 1in person or by proxy, of one-third of the outstanding
shares of Community Bankshares common stock entitled to vote at the special
meeting 1s necessary to constitute a quorum of the shareholders. A gquorum must
be present Dbefore a vote on the merger agreement can be taken at the special
meeting. For these purposes, shares of Community Bankshares common stock that
are present, or represented by proxy, at the special meeting will be counted for
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quorum purposes regardless of whether the holder of the shares or proxy fails to
vote on the merger agreement for any reason, including Dbroker nonvotes.
Generally, a broker who holds shares of Community Bankshares common stock in
"street" name on behalf of a Dbeneficial owner lacks authority to vote such
shares 1in connection with a merger 1in the absence of specific voting
instructions from the beneficial owner.

Once a quorum is established, approval of the agreement and plan of
merger requires the affirmative vote of the holders of two-thirds of the
outstanding shares of Community Bankshares common stock entitled to vote at the
special meeting. A failure to vote, 1in person or by proxy, for any reason,
including failure to return a properly executed proxy, an abstention, or a
broker nonvote, has the same effect as a vote against the agreement and plan of
merger.

The directors and executive officers of Community Bankshares, their
immediate family members and entities they control can vote, as of the record
date, 1,053,226 shares (or approximately 31% of the outstanding shares) of
Community Bankshares common stock. The directors and executive officers of
Community Bankshares have agreed to vote such shares of Community Bankshares
common stock over which they have voting control (other than as a fiduciary) in
favor of the merger. The directors and executive officers of Ridgeway Bancshares
beneficially owned, as of the record date, no shares of Community Bankshares
common stock. As of that date, no subsidiary of either Ridgeway Bancshares or
Community Bankshares held any shares of Community Bankshares common stock as a
fiduciary for others.

THE MERGER

The following material describes certain aspects of the merger of
Ridgeway Bancshares with and into Community Bankshares. This description does
not purport to be complete and is qualified in its entirety by reference to the
Appendices hereto, including the agreement and plan of merger, which is attached
as Appendix A to this Proxy Statement/Prospectus and incorporated herein by
reference. All shareholders are urged to read the Appendices in their entirety.

14

General

The merger agreement provides generally for the acquisition of Ridgeway
Bancshares by Community Bankshares pursuant to the merger of Ridgeway Bancshares
with and into Community Bankshares, with Community Bankshares as the surviving
corporation resulting from the merger. Bank of Ridgeway will continue to operate
separately as a subsidiary of Community Bankshares.

On the date and at the time that the merger becomes effective, each
share of Ridgeway Bancshares common stock (excluding shares described below)
issued and outstanding at the effective time of the merger will be converted
into 25 shares of no par value common stock of Community Bankshares plus $100 in
cash, subject to the possible election by shareholders of Ridgeway Bancshares to
receive more or less stock or cash as described Dbelow. Shares held by Bank of
Ridgeway, Community Bankshares, or their respective subsidiaries, 1in each case
other than shares held as a fiduciary or as a result of debts previously
contracted, and all shares held by shareholders who perfect their dissenters'
rights will not be converted into Community Bankshares stock. Each share of
Community Bankshares common stock outstanding immediately prior to the effective
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time of the merger will remain outstanding and unchanged as a result of the
merger.

If you are a Ridgeway Bancshares shareholder, vyou will have the right
to elect to receive more or less stock or cash in exchange for your shares of
Ridgeway Bancshares. If you exercise this election you may not receive as much
stock or cash as you request. The total amount of Community Bankshares common
stock to be issued and the total amount of cash to be paid by Community
Bankshares is fixed at 1,000,000 shares and $4,000,000 in cash. If Ridgeway
Bancshares shareholders request a total of more than 1,000,000 shares of
Community Bankshares common stock or more than $4,000,000 in cash, the amount of
Community Bankshares common stock or cash available will be allocated among the
Ridgeway Bancshares shareholders on a pro rata basis to be agreed upon by Bank
of Ridgeway and Community Bankshares. If you elect and receive more or less
stock or cash, the number of additional shares or amount of additional cash that
you receive will be based on a value of $ per share, which is the average of
the daily last sales prices of Community Bankshares common stock on the American
Stock Exchange (as reported by The Wall Street Journal or, if not reported by
The Wall Street Journal, by another authoritative source agreed upon by us) for
the ten consecutive full trading days in which the shares were traded which
ended five business days before the mailing of this proxy statement/prospectus.
If you do not receive as much or as little stock or cash as you request, the
difference will be made up in stock or cash so that the total wvalue of the
consideration that you receive will be equal to the wvalue of 25 shares of
Community Bankshares common stock (as determined using a value of $ ) and
$100 in cash for each share of Ridgeway Bancshares common stock that you own. If
you do not make an election to receive more or less stock or cash in exchange
for your shares of Ridgeway Bancshares, then you will receive 25 shares of
Community Bankshares common stock, plus $100 in cash. You will be notified
shortly after the effectiveness of the merger how to make such an election and
the deadline for making it.

No fractional shares of Community Bankshares common stock will be
issued in connection with the merger. Instead of Community Bankshares issuing
fractional shares, each Ridgeway Bancshares shareholder will receive a cash
payment equal to the fractional part of a share which the shareholder would
otherwise receive multiplied by the most recent last sale price of Community
Bankshares common stock on the American Stock Exchange (as reported by The Wall
Street Journal, or, if not reported thereby, by another authoritative source
agreed upon by Community Bankshares and Ridgeway Bancshares), as of the last
trading day prior to the completion of the merger.

The actual market value of a share of Community Bankshares common stock
at the time we complete the merger and at the time certificates for those shares
are delivered following surrender and exchange of certificates for shares of
Ridgeway Bancshares common stock may be more or less than the market value of a
share of Community Bankshares common stock on the date the merger agreement was
signed, or the date of this proxy statement/prospectus, or on the date of the
shareholders' meetings. Therefore, Ridgeway Bancshares shareholders bear the
risk of any decline in the market value of Community Bankshares common stock. We
urge you to obtain current market quotations for Community Bankshares common
stock. See "Comparative Market Prices and Dividends."
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Background Of The Merger
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Over the past several vyears and in the normal course of Dbusiness,
Ridgeway Bancshares has received various inquiries as to its interest in being
acquired Dby, merging with, or otherwise affiliating with other financial
institutions. In that same time, major banks and other financial institutions
have established new or expanded presences 1in the primary market of Bank of
Ridgeway, and the use of technology to provide financial services and products
has increased dramatically. As a result, the cost for Bank of Ridgeway to remain
a leader in its markets has increased significantly.

Changes in the Dbanking laws 1in recent years have resulted in
competition not only from traditional commercial banks but also from savings
banks and credit unions as well as brokerage companies and insurance companies.
All of these types of institutions are now directly competing with commercial
banks for customers of all sizes. Increasingly, the customer base of Bank of
Ridgeway is becoming more sophisticated 1in financial matters and requires an
even larger array of services and products.

As Bank of Ridgeway has attempted to keep pace with the technological
requirements of the financial world, this has required significant expense and
the development of additional products and services. 1Increasingly, the average
customer of Bank of Ridgeway 1s expecting services with a higher degree of
technology.

On June 30, 1999, the board of directors of Ridgeway Bancshares held a
strategic planning meeting, at which it concluded to pursue activities to grow
Bank of Ridgeway. At that meeting the board also agreed that the community of
Ridgeway remains a major source of strength for the business of Bank of Ridgeway
but has probably matured as a banking market. As a result, the Dboard of
directors encouraged management to investigate the prospects and costs of
acquiring or opening one or more additional Dbranches and of expanding Bank of
Ridgeway through greater technology and additional financial products and
services. The board also decided to consider merger and affiliation offers that
might be made by financially strong companies that share Bank of Ridgeway's
philosophies of customer service and treatment of employees and that could
provide value and liquidity for Ridgeway Bancshares shareholders.

Management determined that attractive branches of other banks were not
likely to be available for acquisition by Ridgeway Bancshares; that no new
technology, product, or service was likely to generate significant growth in
Bank of Ridgeway; and that establishing one or more new branches would likely
impair Bank of Ridgeway's earnings over the short term until the new branches
could become profitable.

Ridgeway Bancshares received various expressions of interest from other
financial institutions after that meeting. The board decided to negotiate with
RHBT Financial Corporation and received a merger proposal from RHBT Financial.
Ridgeway Bancshares and its advisors began negotiations with RHBT Financial and

on June 22, 2000, Ridgeway Bancshares signed a letter of intent to merge with
RHBT Financial in an all stock transaction valued at $15,800,000 (based on RHBT
Financial's market price). The parties then began negotiating the terms of a

definitive agreement and conducting reviews of information about the other
party. During this process RHBT Financial announced that it had been named a
defendant in a law suit that could have materially adversely affected it. The
parties suspended their negotiations Dby mutual consent. The letter of intent
expired August 31, 2000 with no definitive agreement having been reached on a
merger between Ridgeway Bancshares and RHBT Financial.

Ridgeway Bancshares received inquiries and expressions of interest from
other financial institutions, including Community Bankshares, after the public
announcement that the RHBT Financial transaction would not be consummated. After
discussions with representatives of Community Bankshares and other prospective
merger partners, the board of directors concluded that the transaction with
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Community Bankshares was in the best interests of Ridgeway Bancshares, its
shareholders, customers, and employees. Ridgeway Bancshares and Community
Bankshares negotiated a definitive merger agreement which was reviewed and
approved by both boards and was executed as of November 20, 2001. Based on the
last reported sale price of Community Bankshares stock prior to announcement of
the merger, the merger would have a value of $15,950,000. The actual value of
the merger may be more or less than that amount, 1f the market price of
Community Bankshares stock is more or less than $11.95 as of the effective date
of the merger.

16

Ridgeway Bancshares' Reasons For The Merger

In approving the merger, the directors of Ridgeway Bancshares
considered a number of factors. Without assigning any relative or specific
weights to the factors, the Ridgeway Bancshares board of directors considered

the following material factors:

o the information presented to the directors by the management
of Ridgeway Bancshares concerning the business, operations,
management, earnings, asset quality, financial condition and
future prospects of Ridgeway Bancshares and Community
Bankshares;

o the financial terms of the merger, including the relationship
of the merger price to the prices received by other comparable
banking organizations in other financial institution mergers;

o the nonfinancial terms of the merger, including the treatment
of a portion of the consideration received in the merger as a
tax-free exchange of Ridgeway Bancshares common stock for
Community Bankshares common stock for federal and state income
tax purposes;

o the receipt by Ridgeway shareholders of cash as part of the
consideration;
o the possibility that Ridgeway shareholders may, at their

option, be able to adjust the ratio of cash and Community
Bankshares common stock they receive;

o the exchange ratio will enable Ridgeway shareholders to own a
substantial portion of Community Bankshares;

o the continuation of a separate board of directors to supervise
Bank of Ridgeway; and

o the inclusion of three Bank of Ridgeway directors on the board
of directors of Community Bankshares.

The board of directors of Ridgeway Bancshares also considered the
requirement that Ridgeway Bancshares pay a termination fee of $300,000 under
certain circumstances 1if the proposed merger with Community Bankshares is not
completed. This factor was considered negatively as a drawback but the Ridgeway
Bancshares board of directors felt it was outweighed by the other benefits of
the transaction.

The foregoing discussion of the information and factors considered by
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the Ridgeway Bancshares board of directors is not intended to be exhaustive but
includes all material factors considered by the board of directors. 1In reaching
its determination to approve the merger and the merger agreement, the Ridgeway
Bancshares board of directors did not assign any relative or specific weights to
the foregoing factors, and individual directors may have given differing weights
to different factors.

The terms of the merger were the result of arms-length negotiations
between representatives of Ridgeway Bancshares and representatives of Community
Bankshares. Based upon the consideration of the foregoing and other factors, the
board of directors of Ridgeway Bancshares unanimously approved the merger as
being in the best interests of Ridgeway Bancshares and its shareholders. Each
member of the board of directors of Ridgeway Bancshares has agreed to vote those
shares of Ridgeway Bancshares common stock over which such member has voting
authority (other than as a fiduciary) in favor of the merger and the merger
agreement.

Ridgeway Bancshares' Dboard of directors unanimously recommends that
Ridgeway Bancshares shareholders vote "FOR" approval of the merger and the
merger agreement.
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Community Bankshares' Reasons For The Merger

In approving the merger agreement and the merger, the Community
Bankshares board of directors considered a number of factors concerning the
benefits of the merger, including the following:

o Information Concerning Ridgeway Bancshares: The Community
Bankshares board of directors considered information
concerning the business, operations, earnings, asset quality,
and financial condition of Ridgeway Bancshares, and aspects of
the Ridgeway Bancshares franchise, including the market
position of Ridgeway Bancshares in the markets in which it
operates and the compatibility of the community bank
orientation of the operations of Ridgeway Bancshares to that
of Community Bankshares. The Community Bankshares Dboard of
directors concluded that Ridgeway Bancshares is a sound, well
managed financial institution which is well positioned in its
market areas and which presents an attractive opportunity for
Community Bankshares to add to its franchise in the South
Carolina market.

o Financial Terms of the Merger: The Community Bankshares board
of directors considered various financial aspects of the
merger as reported by Community Bankshares' management
including (1) the anticipated effect of the merger on
Community Bankshares' per share earnings (with the merger
anticipated to have no significant effect on Community
Bankshares' earnings per share), (2) the anticipated effect of

the merger on Community Bankshares' book value per share (with
the merger anticipated not to dilute significantly Community
Bankshares' Dbook value per share), (3) a comparison of
Ridgeway Bancshares to selected peer banks and a comparison of
pricing aspects of the merger to pricing characteristics of
other merger transactions involving financial institutions,
and (4) the accounting treatment of the merger as a purchase.
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o Nonfinancial Terms of the Merger: The Community Bankshares
board of directors considered various nonfinancial aspects of
the merger, including the treatment of a portion of the

consideration paid in the merger as a tax—-free exchange of
Ridgeway Bancshares common stock for Community Bankshares
common stock for federal income tax purposes and the
likelihood of the merger Dbeing approved by applicable
regulatory authorities without undue conditions or delay.

The foregoing discussion of the information and factors considered by
the Community Bankshares board of directors is not intended to be exhaustive but
includes all material factors considered by the Community Bankshares board of

directors. In reaching its determination to approve the merger and the merger
agreement, the Community Bankshares Dboard of directors did not assign any
relative or specific weights to the foregoing factors, and individual directors

may have given differing weights to different factors.

The terms of the merger were the result of arms-length negotiations
between representatives of Ridgeway Bancshares and representatives of Community
Bankshares. Based upon the consideration of the foregoing and other factors, the
board of directors of Community Bankshares unanimously approved the merger as
being in the best interests of Community Bankshares and its shareholders. Each
member of the board of directors of Community Bankshares has agreed to vote
those shares of Community Bankshares common stock over which such member has
voting authority (other than as a fiduciary) in favor of the merger and the
merger agreement.

Community Bankshares' board of directors wunanimously recommends that
Community Bankshares shareholders vote "FOR" approval of the merger and the
merger agreement.

Effective Time Of The Merger

After all conditions to the merger are satisfied or waived, Community
Bankshares will file articles of merger with the Secretary of State of South
Carolina. The merger will become effective on the date and at the time specified
in such filing, or, if later or if no date and time is specified, the date and
time when the articles of merger have been filed with the South Carolina
Secretary of State. Unless otherwise agreed upon by Community Bankshares and
Ridgeway Bancshares, and subject to the satisfaction or waiver of the conditions
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to the obligations of the parties to complete the merger, the parties will use
their reasonable efforts to complete the merger not later than the last business
day of the month during which the last of the following events occurs: (1) the
effective date (including the expiration of any applicable waiting period) of
the last federal or state regulatory approval required for the merger, and (2)
the date on which the merger and the merger agreement are approved by the
requisite vote of Ridgeway Bancshares shareholders and Community Bankshares
shareholders.

No assurance can be provided that the necessary shareholder and
regulatory approvals can be obtained or that other conditions precedent to the
merger can or will be satisfied. Community Bankshares and Ridgeway Bancshares
anticipate that all conditions to completion of the merger will be satisfied so
that the merger can be completed during the second quarter of 2002. However,
delays in the completion of the merger could occur.
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The board of directors of either Community Bankshares or Ridgeway
Bancshares generally may terminate the merger agreement if the merger is not
completed by December 31, 2002, unless the failure to complete by that date is
the result of a breach of the merger agreement by the party seeking termination.
See "-Conditions to Completion of the Merger" and "-Waiver, Amendment and
Termination of the Agreement."

Distribution Of Community Bankshares Stock Certificates And Cash Payments

If you are a shareholder of Ridgeway Bancshares, promptly after the
effective time of the merger, Community Bankshares will cause an exchange agent
selected by Community Bankshares to mail to you an election form for you to
request more or less stock or cash and a form letter of transmittal, together
with instructions for the completion of the election form and exchange of
certificates representing shares of Ridgeway Bancshares common stock for
certificates representing shares of Community Bankshares common stock and cash.

If you are a Ridgeway Bancshares shareholder, vyou should not send in
your certificates wuntil vyou receive the form letter of transmittal and

instructions. Upon your surrender to the exchange agent of certificates for
Ridgeway Bancshares common stock, together with a properly completed letter of
transmittal, there will Dbe issued and mailed to vyou a certificate or

certificates representing the number of shares of Community Bankshares common
stock to which you are entitled, if any, and a check for the amount to be paid
to you in cash, 1if any, without interest. After the effective time of the
merger, to the extent permitted by law, Ridgeway Bancshares shareholders of
record as of the effective time will be entitled to vote at any meeting of
holders of Community Bankshares common stock the number of whole shares of
Community Bankshares common stock into which their Ridgeway Bancshares common
stock has been converted, regardless of whether vyou have surrendered your
Ridgeway Bancshares common stock certificates. No cash dividend or other
distribution payable after the effective time of the merger with respect to
Community Bankshares common stock, however, will be paid to the holder of any
unsurrendered Ridgeway Bancshares certificate wuntil the shareholder duly
surrenders the certificate or complies with the requirements for replacement of
a lost certificate. Upon such surrender, all undelivered dividends and other
distributions and, if applicable, a check for the amount to be paid in cash will
be delivered to the former Ridgeway Bancshares shareholder, in each case without
interest.

After the effective time of the merger, a Ridgeway Bancshares
shareholder will be unable to transfer shares of Ridgeway Bancshares common
stock. If a certificate representing shares of Ridgeway Bancshares common stock
is presented for transfer after the completion of the merger, it will be
canceled and exchanged for shares of Community Bankshares common stock and a
check for the amount due in cash, if any.

Conditions To Completion Of The Merger

Completion of the merger is subject to a number of conditions,
including, but not limited to:

o the approval of the merger by the Board of Governors of the
Federal Reserve System and the South Carolina State Board of
Financial Institutions and the expiration of all applicable
waiting periods associated with such approvals, without any
conditions or restrictions (excluding requirements relating to
the raising of additional capital or the disposition of assets
or deposits) that would, in the reasonable good faith judgment
of Community Bankshares' Dboard of directors, so materially
adversely impact the economic or Dbusiness benefits of the
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transactions contemplated by the merger agreement as to render
inadvisable the completion of the merger;

o the approval of the merger agreement by the holders of the
requisite number of shares of Ridgeway Bancshares common stock
and Community Bankshares common stock;

o the absence of any action by any court, or governmental
authority, or regulatory authority with appropriate
jurisdiction prohibiting, restraining, or making illegal the
completion of the merger and the other transactions

contemplated by the merger agreement; and

o the receipt of a satisfactory opinion of counsel that the
merger qualifies for federal income tax treatment as a
reorganization wunder Section 368(a) of the Code, with the
effects described under "-- Federal Income Tax Consequences of
the Merger," including, among others, that the exchange of
Ridgeway Bancshares common stock for Community Bankshares
common stock will not give rise to recognition of gain or loss
to Ridgeway Bancshares shareholders, except to the extent of
any cash received.

Completion of the merger also is subject to the satisfaction or waiver
of wvarious other conditions specified in the merger agreement which are
customary in transactions of this nature, including, among others: (1) the
delivery by Community Bankshares and Ridgeway Bancshares of certificates
executed by their respective duly authorized officers as to the satisfaction of
certain conditions and obligations set forth in the merger agreement, and (2) as
of the effective time of the merger, the accuracy under the standard set forth
in the merger agreement of certain representations and warranties and the
compliance in all material respects with the agreements and covenants of each
party.

Regulatory Approvals

The merger may not proceed in the absence of receipt of the requisite
regulatory approvals. There can be no assurance that such regulatory approvals
will be obtained or as to the timing of such approvals. It is also possible that
any such approval may be accompanied by a conditional requirement which causes
such approvals to fail to satisfy the conditions set forth in the merger
agreement. Applications for the approvals described below have been submitted to
the appropriate regulatory agencies.

Community Bankshares and Ridgeway Bancshares are not aware of any
material governmental approvals or actions that are required for completion of
the merger, except as described Dbelow. Should any other approval or action be
required, it presently is contemplated that such approval or action would be
sought.

The merger requires the prior approval of the Federal Reserve Board,
pursuant to Section 3 of the Bank Holding Company Act of 1956. In granting its
approval under Section 3 of the Bank Holding Company Act, the Federal Reserve
Board must take into consideration, among other factors, the financial and
managerial resources and future prospects of the institutions and the
convenience and needs of the communities to be served. The relevant statutes
prohibit the Federal Reserve Board from approving the merger (1) if it would
result in a monopoly or be in furtherance of any combination or conspiracy to
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monopolize or attempt to monopolize the business of banking in any part of the
United States or (2) if its effect in any section of the country may be to
substantially lessen competition or to tend to create a monopoly, or if it would
be a restraint of trade in any other manner, unless the Federal Reserve Board
finds that any anticompetitive effects are outweighed <clearly by the public
interest and the probable effect of the transaction in meeting the convenience
and needs of the communities to be served. Under the Bank Holding Company Act,
the merger may not be completed until the 30th day following the date of Federal
Reserve Board approval, which may be shortened by the Federal Reserve Board to
the 15th day, during which time the United States Department of Justice may
challenge the transaction on antitrust grounds. The commencement of any
antitrust action would stay the effectiveness of the Federal Reserve Board's
approval, unless a court specifically orders otherwise.

The merger also requires the prior approval of the South Carolina State
Board of Financial Institutions, pursuant to Section 34-25-30 of the South
Carolina Code of Laws, as amended. The State Board of Financial 1Institutions is
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required not to approve the merger 1if it would result 1in any depository
institution affiliated with Community Bankshares controlling 30% or more of the
total deposits held by depository institutions in South Carolina or if the Bank
of Ridgeway has not been in existence and in continuous operation for more than
five years as of the proposed date of the merger. Neither of these conditions
that would require the State Board of Financial Institutions not to approve the
merger 1is expected to exist. However, there can be no assurance that the
approval of the State Board of Financial Institutions will be obtained or as to
the timing of such approval.

Waiver, Amendment, And Termination Of The Merger Agreement

Prior to the effective time of the merger, and to the extent permitted
by law, any provision of the merger agreement generally may be (1) waived by the
party benefited by the provision or (2) amended by a written agreement between
Community Bankshares and Ridgeway Bancshares approved by their respective boards
of directors; provided, however, that after approval by the Ridgeway Bancshares
shareholders or Community Bankshares shareholders, no amendment that pursuant to
the South Carolina Business Corporation Act requires further approval of the
Ridgeway Bancshares shareholders or the Community Bankshares shareholders,
including changing the consideration for the merger, may be made without the
further approval of such shareholders.

The merger agreement may be terminated, and the merger abandoned, at
any time prior to the effective time of the merger, either before or after
approval by Ridgeway Bancshares shareholders or Community Bankshares
shareholders, under certain circumstances, including:

o by mutual consent of the boards of directors of Community
Bankshares and Ridgeway Bancshares;

o by the board of directors of either party upon final denial of
any required consent of any regulatory authority, if such
denial is nonappealable or was not appealed within the time
limit for appeal;

o by the board of directors of either party, if the holders of
the requisite number of shares of Ridgeway Bancshares or
Community Bankshares common stock shall not have approved the
merger agreement;
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o by the Dboard of directors of either party (provided the
terminating party 1s not in material breach of any
representation, warranty, covenant or agreement included in
the merger agreement), in the event of any inaccuracy in any
representation or warranty by the other party which meets
standards specified in the merger agreement and cannot be or
has not been cured within 30 days after the giving of written
notice to the breaching party;

o by the Dboard of directors of either party (provided the
terminating party 1s not in material breach of any
representation or warranty included in the merger agreement),
in the event of a breach by the other party of any covenant or
agreement included in the merger agreement that cannot be
cured within 30 days after giving notice to the breaching
party; and

o by the board of directors of either party if the merger shall
not have been completed by December 31, 2002, but only if the
failure to complete the merger by such date has not been
caused Dby the terminating party's Dbreach of the merger
agreement.

If the merger agreement is terminated, the parties will have no further
obligations, except with respect to a few provisions, including those providing
for payment of expenses and a possible termination fee and restricting
disclosure of confidential information. Further, termination generally will not
relieve the parties from the consequences of any uncured willful breach of the
merger agreement giving rise to such termination.

Under some circumstances, if the merger is not consummated and if,
before November 20, 2002, Ridgeway Bancshares participates in a transaction with
a party other than Community Bankshares or if a transaction occurs with respect
to the assets or stock of Ridgeway Bancshares, Ridgeway Bancshares may be
obligated to pay a $300,000 termination fee to Community Bankshares. In general,
those types of transactions are Ridgeway Bancshares' being acquired by or
merging into another party; or another party's acquisition of more than 25% in
value of Ridgeway Bancshares' consolidated total assets, whether by purchase,
liquidating or restructuring distribution, or special dividend or distribution;
a repurchase or transfer of more than 25% of Ridgeway Bancshares's outstanding
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common stock; or Ridgeway Bancshares' entry into an agreement to do any of the
foregoing. The details of this termination fee are in section 10.3 of the merger
agreement which is attached as Appendix A to this Proxy Statement/Prospectus,
and all shareholders are urged to read that Appendix in its entirety.

Conduct Of Business Pending The Merger

Each of Ridgeway Bancshares and Community Bankshares generally has

agreed to operate its business only in the usual, regular, and ordinary course
of business, and to use its reasonable best efforts to preserve intact its
business organizations and assets and maintain its rights and franchises. Each

has also agreed to take no action which would materially adversely affect the
ability of either party to obtain any consents required for the merger or to
perform its covenants and agreements under the merger agreement and to complete
the merger. However, Community Bankshares and its subsidiaries are not prevented
from discontinuing or disposing of any of their assets or Dbusinesses. Nor is
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Community Bankshares prevented from acquiring or agreeing to acquire any other

entity or any assets thereof, 1if such action is, in the Jjudgment of Community
Bankshares, desirable in the conduct of the business of Community Bankshares and
its subsidiaries. In addition, the merger agreement includes other restrictions

applicable to the conduct of the Dbusiness of Ridgeway Bancshares prior to
completion of the merger, as described below.

Ridgeway Bancshares has agreed not to take actions relating to the
operation of its business pending completion of the merger without the prior
written consent of Community Bankshares, which Community Bankshares has agreed
it will not unreasonably withhold. The actions Ridgeway Bancshares has agreed
not to take are subject in some cases to exceptions for actions in the ordinary
course of business consistent with Ridgeway Bancshares' past practice or subject
to exceptions expressly recognized in the merger agreement. The specific
agreements not to take <certain actions, including the exceptions and
contractually permitted actions, are set forth in the merger agreement, which is
attached as Appendix A. See Article 7 of the merger agreement. The actions
Ridgeway Bancshares has agreed not to take are in the general categories of:

o amending its articles of incorporation, bylaws or other
governing instruments;

o incurring indebtedness in excess of $50,000 or incurring
material liens;

o acquiring any of its outstanding shares of stock or the shares
of stock of its subsidiaries or making distributions in
respect to its outstanding shares, except for the payment of
regular dividends consistent with past practice;

o issuing additional securities;
o reclassifying capital stock or selling or encumbering assets;
o increasing employees' salaries and benefits or accelerating

the vesting of any stock-based compensation or employee
benefits;

o entering into or amending employment contracts;

o adopting employee benefit plans or amending existing plans;
o changing accounting methods or practices;

[} commencing or settling litigation; or

o entering into or terminating material contracts.

In addition, Ridgeway Bancshares has agreed not to solicit, directly or
indirectly, encourage, or facilitate any acquisition proposal from any other
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person or entity. Ridgeway Bancshares also has agreed not to negotiate with
respect to any such proposal, provide nonpublic information to any party making
such a proposal, or enter into any agreement with respect to any such proposal,
except in compliance with the fiduciary obligations of its board of directors.
In addition, Ridgeway Bancshares has agreed to use reasonable efforts to cause
its officers, directors, affiliates, advisors, and other representatives not to
engage in any of the foregoing activities.
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Management Following The Merger

Upon completion of the merger,
Community Bankshares will retain their
Bankshares.

Directors

The table below sets forth the age,
years, and term in office for each of the

Each of the directors of Community Bankshares
director of one or more of the subsidiary banks.
executive officers of Community

relationships among any of the directors
Bankshares.

Name, Address (and age) Director Since

the present
respective

officers and directors of
positions with Community

experience for the past five
directors of Community Bankshares.
except Mr. Douroux is also a

There are no family

Business Experience During the Past 5 Yea

Directors Whose Terms Expire in 2002

Martha Rose C. Carson (66) 1987*
Orangeburg, S.C.

J. M. Guthrie (74) 1987*
Orangeburg, S.C.

Phil P. Leventis (55) 1996
Sumter, S.C.

Wm. Reynolds Williams (55) 1998
Florence, S.C.

Michael A. Wolfe (44) 1992~
Orangeburg, S.C.

A. Wade Douroux (30) 2001
Columbia, S. C.

President, Marty Rae, Inc., appare
retailers
President, Superior Motors, Inc., car dea

of the Board of Directors of Orangeburg N
since March 1998

President and Chief Executive Officer, Di
Distributing Co., Inc., wholesale beve
member of the South Carolina State Sen
the Board of Directors of Sumter Nationa
1996

Attorney, Managing Partner, Willcox, Buyc
P.A.; Chairman of the Board of Direc
National Bank since July 1998

President and Chief Executive Officer of
National Bank

President and Chief Executive Officer of
Resource Mortgage, Inc. since 1995

Directors whose Terms Expire in 2003

E. J. Ayers, Jr. (69) 1987*
Orangeburg, S.C.

Alvis J. Bynum (64) 1996
Sumter, S.C.

Chairman of the Board of Directors and Ch
Officer of Community Bankshares since
retired President, C.M. Dukes 0il Co.,
and auto parts supplier

Retired President, Cities Supply Co., wat
distributor
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J. Otto Warren, Jr. (74) 1987* President, Warren and Griffin Lumber Co.,
Orangeburg, S.C. Builder's Supply Co., Inc., builders'
manufacturer
Jesse A. Nance (48) 1998 President and Chief Executive Officer of
Florence S.C. Bank since July 1998; Preside

Bankshares from June 1997 to July 1998;

First Union National Bank of South

1989 to June 1997

Directors whose Terms Expire in 2004

Anna O. Dantzler (62) 1994 Retired; former customer service represen

Orangeburg, S.C. for Orangeburg National Bank

Richard L. Havekost (61) 1998 Licensed professional engineer; Principal

Florence S.C. (investor in motel properties); Princirg
of RDBP, Inc. (retail beverage

employed by Nucor Corp.

Florence Division

William H. Nock (56) 1996 President and Chief Executive Officer,
Sumter, S.C. Bank

Samuel F. Reid, Jr. (53) 1994 Attorney, Horger, Barnwell & Reid
Orangeburg, S.C.

William W. Traynham (46) 1992* President and Chief Financial Officer of

Orangeburg, S.C. Bankshares

* Includes service as Director of Orangeburg National Bank prior to formation of
Community Bankshares in 1992.

Under the terms of the merger agreement, upon consummation of the
merger, the board of directors of Community Bankshares will elect three new
directors of Community Bankshares from among the then current directors of
Ridgeway Bancshares. These new directors of Community Bankshares will include
the Chairman of the Board of the Bank of Ridgeway, now J. V. Nicholson, Jr.,
and the President of the Bank of Ridgeway, now William A. Harwell.

Executive Officers

Information about Mr. Ayers, the Chief Executive Officer of Community

Bankshares, and Mr. Traynham, the President and Chief Financial Officer of
Community Bankshares, 1s set forth above under "Directors." Donald Newnham, age
64, 1s Senior Vice President, Operations, of Community Bankshares. Mr. Newnham

has been employed by Community Bankshares since March 1998. Prior to that time,
from 1981 to 1998, Mr. Newnham was Senior Vice President and Operations
Administrator of First National Bank, Orangeburg, South Carolina.

Security Ownership Of Certain Beneficial Owners And Management

in various

Vice President of Nucor Corp. and Gener
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The following table sets forth, as of December 31, 2001, the number and
percentage of outstanding shares of Community Bankshares common stock
beneficially owned by (i) each person known by Community Bankshares to own more
than 5% of the outstanding common stock of Community Bankshares, (ii) each
director of Community Bankshares, (1id) each person named in the Summary
Compensation Table, and (iv) all executive officers and directors of Community
Bankshares as a group.
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Name (and Address
of 5% Shareholders) Position in Community Bankshares
E. J. Ayers, Jr. «.ieeweeeenn. Director, Chairman and
Chief Executive Officer
Alvis J. BYNUM . .evveeneennnn. Director
Martha Rose C. Carson ........ Director
Anna O. Dantzler ............. Director
A. Wade DOUYOUX «evvveereeennsn Director
J. M. Guthrie ................ Director and Chairman of Executive
Post Office Box 649 Committee
Orangeburg, SC 29116
Richard L. Havekost .......... Director
Phil P. Leventis ............. Director
Jesse A. Nance ......oveeueeenn Director
William H. Nock .............. Director
Samuel F. Reid, Jr. .......... Director
William W. Traynham .......... Director, President and Chief Financial
Officer
J. Otto Warren, Jr. .......... Director and Vice Chairman
Post Office Box 666
Orangeburg, SC 29116
Wm. Reynolds Williams ........ Director
Michael A. Wolfe ............. Director
All executive officers and
directors as a group (16 persons) 1,

**Less than 1%.

(1) Includes 1,680 shares owned by Nancy R. Ayers, Mr. Ayers' wife; 2,730
shares owned by an IRA for the benefit of Nancy R. Ayers; 1,680 shares held
by an IRA for the benefit of Mr. Ayers; and 11,250 shares subject to stock
options which are currently exercisable or which will become exercisable
within 60 days after December 31, 2001.

(2) 1Includes 5,874 shares owned by Marjorie F. Bynum, Mr. Bynum's wife; and
8,150 shares subject to stock options which are currently exercisable or
which will become exercisable within 60 days after December 31, 2001.

(3) Includes 10,250 shares subject to stock options which are currently

Number of

Shar

es

Beneficially

Owne

92,980

32,685
70,940
99,500
66,818
167,750

12,450
43,550
16,668
64,317
53,702
61,341

176,519

17,118
60,651

053,226

d
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exercisable or which will become exercisable within 60 days after December

31, 2001.

(4) Includes 10,250 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December
31, 2001.

(5) Includes 44,548 shares held in escrow pending the satisfaction of certain

financial performance results by Community Resource Mortgage, Inc.
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(6) Includes 157,500 shares owned jointly with Lou D. Guthrie, Mr. Guthrie's
wife; and 10,250 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December

31, 2001.

(7) Includes 4,050 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December
31, 2001.

(8) Includes 10,891 shares owned by LPT Enterprises, a limited partnership;
2,422 shares owned by an IRA for the benefit of Mr. Leventis; and 8,150
shares subject to stock options which are currently exercisable or which
will become exercisable within 60 days after December 31, 2001.

(9) Includes 4,771 shares owned by an IRA for the benefit of Mr. Nance, 541
shares owned by Martha F. Nance, Mr. Nance's wife; and 11,250 shares
subject to stock options which are «currently exercisable or which will
become exercisable within 60 days after December 31, 2001.

(10) Includes 1,359 shares owned by the Nock Family Trust; 468 shares owned by
an IRA for the benefit of Linda H. Nock, Mr. Nock's wife; 39,697 shares
held by Paine Webber for benefit of Mr. Nock; 2,760 shares held by Scott &
Stringfellow for the benefit of Linda Nock; and 19,650 shares subject to
stock options which are currently exercisable or which will Dbecome
exercisable within 60 days after December 31, 2001.

(11) Includes 14,052 shares held by Mr. Reid as trustee for his minor children;
16,800 shares owned by Rosa G. Reid, Mr. Reid's wife; and 10,250 shares
subject to stock options which are currently exercisable or which will
become exercisable within 60 days after December 31, 2001.

(12) Includes 18,436 shares owned Jjointly with Margaret S. Traynham, Mr.
Traynham's wife; 2,038 shares owned jointly with minor children; and 19,650
shares subject to stock options which are currently exercisable or which
will become exercisable within 60 days after December 31, 2001.

(13) Includes 53,000 shares owned by Mildred J. Warren, Mr. Warren's wife; and
10,250 shares subject to stock options which are currently exercisable or
which will become exercisable within 60 days after December 31, 2001.

(14) Includes 4,738 shares owned jointly with Mary T. Williams, Mr. Williams'
wife; and 4,050 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December
31, 2001.

(15) Includes 2,151 shares owned by Joye McGrady Wolfe as custodian for minor
children; and 19,650 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December
31, 2001.

(16) Includes 164,512 shares subject to stock options which are currently
exercisable or which will become exercisable within 60 days after December
31, 2001.

Executive Officer Compensation

The following table summarizes for the years ended December 31, 2001,
2000, and 1999 the compensation paid to the Chairman and Chief Executive Officer
of Community Bankshares and to executive officers of Community Bankshares or its
subsidiaries who received compensation greater than $100,000 in 2001.
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Summary Compensation Table

Annual
Compensation
Year Salary Bonu
E. J. AVETS, Jr ittt ittt ittt e et eeeeeeeeeeeeeananeeeenens 2001 $ 82,000
Chairman and Chief Executive Officer of ................ 2000 82,000
Community Bankshares ......... it iiieeneeeeennenns 1999 82,000
William W. Traynham . ...ttt ettt ettt ettt eeeeennnnnees 2001 $135,000 s 9,
President of Community Bankshares ..............cicie... 2000 135,000 9,
1999 130,000 9,
Michael A. Wolfe ..ttt ittt ettt ettt eeeeeennnns 2001 $135,000 S 9,
President and Chief Executive Officer ............c...... 2000 135,000 9,
of Orangeburg National Bank ........... it eennnn. 1999 130,000 9,
William H. NOCK &ttt ittt ittt ittt et ettt et eeennnnnees 2001 $135,000 S 4,
President and Chief Executive Officer .............c.... 2000 135,000 4,
of Sumter National Bank . ... ...ttt ittt tneennennns 1999 130,000 13,
JeSse A. NANCE (4) v it ittt ittt ettt ettt e ettt ee e 2001 $117,874 $ 5,
President and Chief Executive Officer .................. 2000 109,847 5,
of Florence National Bank .. ...ttt tinttneeneennennns 1999 101,840

(1) Adjusted to reflect the 5% stock dividend issued January 31, 2000.
(2) The column sets forth Company contributions to the 401 (k) plan on behalf of

the executive officers. For Mr. Wolfe in 2001 it also 1includes loan
incentive payments of $1,819. For Messrs. Wolfe and Traynham, it also
includes wunused sick and vacation leave payments. Such payments totaled

$7,780 and $7,500 in 2000 and 1999, respectively, to each of Mr. Wolfe and
Mr. Traynham.

Aggregated Option Exercises in 2001 and 2001 Year End Option Values
The following table sets forth information about stock options held at

December 31, 2001 by the executive officers listed in the Summary Compensation
Table. No options were exercised in 2001.
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Number of Securities
Underlying Unexercised
Options 12/31/01

Name Exercisable

R R N = 5,250

JESSE A. NANCE it ittt ittt eeeteeeeeeeneeneeens 5,250

William H. NOCK ittt it ittt ettt e et eeeaeenn 13,650

William W. Traynham ........ceoeeieeeeeennnneennn 13,650

Michael A. Wolfe ...ttt it ettt e ie i 13,650

(1) Based on a fair value of $13.00 per share, the closing price of a share

of Community Bankshares common stock on December 31, 2001. Each of the
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above persons holds options for 5,250 shares at an exercise price per
share of $12.83. Messrs. Nock, Traynham and Wolfe also each have
options for 8,400 shares at an exercise price per share of $7.62. Each
of the above persons also holds options for 6,000 shares at an exercise
price of $11.00, which are not currently exercisable.

Option Grants in Last Fiscal Year

The following table sets forth information about options granted to the

executive officers listed in the Summary Compensation Table in 2001.

Number of % of Total

Securities Options

Underlying Granted to Exercise

Options Employees Price
Name Granted (1) in 2001 (per share)
E. J. AVETS it ettt eeeeeeeeeenennnnns 6,000 6.4% S 11.00
Jesse A. NANCE v v v vt et ennneenneennn 6,000 6.4% S 11.00
William H. Nock ... ennnnn. 6,000 6.4% S 11.00
William W. Traynham ................. 6,000 6.4% S 11.00
Michael A. Wolfe ....iiiiiiiiieeennnsn 6,000 6.4% S 11.00
(1) These options were granted on February 26, 2001 and become exercisable on
February 26, 2002.

(2) The amounts in these columns are the result of calculations Dbased on the

Individual Grants

assumption that the market price of Community Bankshares common stock will
appreciate in value from the date of grant to the end of the ten-year
option term at rates of 5% and 10% per vyear. The 5% and 10% annual
appreciation assumptions are required by the Securities and Exchange
Commission; they are not intended to forecast possible future appreciation,

6,000
6,000
6,000
6,000
6,000

Expiratio
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if any, of Community Bankshares' stock price.
Compensation Committee Interlocks And Insider Participation
The members of the Compensation Committee for the year ended December
31, 2001 were Richard L. Havekost, Chair, Alvis J. Bynum, J. M. Guthrie, Phil P.

Leventis, Samuel F. Reid and Wm. Reynolds Williams.

The law firm of Horger, Barnwell and Reid, 1in which Samuel F. Reid, a

director of Community Bankshares, 1is a partner, provided 1legal services to
Community Bankshares in 2001, and is continuing to provide legal services to
Community Bankshares in 2002. The law firm of Willcox, Buyck and Williams, P.A.
in which Wm. Reynolds Williams, a director of Community Bankshares, is a member

provided 1legal services to Community Bankshares in 2001, and is continuing to
provide legal services to Community Bankshares in 2002.

Change of Control and Employment Agreements

In 1999, Community Bankshares entered into Change of Control Agreements
with Messrs. Ayers, Traynham, Wolfe, Nock and Nance. The principal purpose of
the agreements 1is to protect these executives against a change in control of
Community Bankshares. The agreements provide that, if within five years after
the date of the agreements, any change of control of Community Bankshares 1is
effected, then the executive will be entitled to certain benefits. A change of
control of Community Bankshares will be deemed to have been effected for
purposes of the Agreement if: (i) voting control of Community Bankshares 1is
acquired, directly or indirectly, by any person or group acting in concert, (ii)
Community Bankshares 1is merged with or into any other entity and Community
Bankshares is not the surviving entity of the merger, (iii) voting control of
any subsidiary of Community Bankshares Dby which the executive is principally
employed is acquired, directly or indirectly, by any person or group acting in
concert, or (iv) any subsidiary of Community Bankshares by which the executive
is principally employed is merged with or into another entity that is not also a
subsidiary of Community Bankshares and such subsidiary 1s not the surviving
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entity of the merger. If the executive terminates his employment with Community
Bankshares or his employment is terminated by Community Bankshares at any time
within six months following the effective date of a change in control, the
executive will be entitled to a lump sum payment equal to twice his annual
salary in effect at the date of termination. The Agreement requires downward
adjustments in the event that the lump sum payment exceeds the amount prescribed
by Section 280G of the Internal Revenue Code. The term of the Agreement extends
automatically for an additional year on each annual anniversary thereof, wunless
Community Bankshares gives 30 days prior notice to the executive that the term
will not be extended.

In 2001, Community Bankshares acquired Community Resource Mortgage,
Inc. A. Wade Douroux, President and Chief Executive Officer of this new
subsidiary and a new director of Community Bankshares, entered into an
Employment Agreement with Community Resource Mortgage. Pursuant to the
Employment Agreement, Mr. Douroux will serve as President of Community Resource
Mortgage for a period of three years until October 31, 2004. During this three
year period, Mr. Douroux will be paid a base annual salary of $96,000 and he
will be subject to covenants not to compete with Community Bankshares or
Community Resource Mortgage. Mr. Douroux's Employment Agreement also contains
provisions regarding a change of control that are substantially the same as the
provisions of the Change of Control Agreements with certain other officers of
Community Bankshares or its subsidiaries that are described in the previous
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paragraph.
Director Compensation

Community Bankshares pays directors who are not employees of Community
Bankshares or its subsidiaries $200 per month for service as directors. 1In
addition, Orangeburg National Bank pays monthly fees of $600 to its non-employee
directors. Sumter National Bank and Florence National Bank pay monthly fees of
$300 to their non-employee directors. Community Resource Mortgage does not pay
director fees. Each of the non-employee directors of Community Bankshares serves
as a director of one of Community Bankshares' subsidiary banks. Director fees
paid by Community Bankshares in 2001 totaled $161,550. Director fees paid by
Orangeburg National Bank in 2001 totaled $72,000. Director fees paid by Sumter
National Bank in 2001 totaled $39,150. Director fees paid by Florence National
Bank in 2001 totaled $21,600.

Some Relationships And Related Transactions

The subsidiary banks have loan and deposit relationships with some of
the directors of Community Bankshares and some of the directors of the
subsidiaries of Community Bankshares and with companies with which the directors
are associated as well as with members of the immediate families of the
directors. The term members of the immediate families for purposes of this
paragraph includes each person's spouse, parents, children, siblings, mothers
and fathers-in-law, sons and daughters-in-law, and brothers and sisters-in-law.
The total loans outstanding to these parties at September 30, 2001, were
$9,102,000. All of these loans were made in the ordinary course of Dbusiness,

were made on substantially the same terms, 1including interest rates and
collateral, as those prevailing at the time for comparable transactions with
other persons, and did not, at the time they were made involve more than the

normal risk of collectibility or present other unfavorable features.

The law firm of Horger, Barnwell and Reid, 1in which Samuel F. Reid, a

director of Community Bankshares, 1is a partner, provided 1legal services to
Community Bankshares in 2001, and is continuing to provide legal services to
Community Bankshares in 2002. The law firm of Willcox, Buyck and Williams, P.A.
in which Wm. Reynolds Williams, a director of Community Bankshares, is a member

also provided legal services to Community Bankshares in 2001, and is continuing
to provide legal services to Community Bankshares in 2002.
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Interests Of Some Persons In The Merger

It is a condition to consummation of the merger that William A.
Harwell, the president of Bank of Ridgeway, enter into an employment agreement
with Bank of Ridgeway and Community Bankshares. Pursuant to the employment
agreement, Mr. Harwell will serve as President of Bank of Ridgeway for a period
of five years after the effectiveness of the merger. During this five year
period, Mr. Harwell will be paid a base annual salary of $135,000, and he will
be subject to covenants not to compete with Bank of Ridgeway. Mr. Harwell may
terminate the employment agreement at any time. Mr. Harwell will also enter into
a Change of Control Agreement with Bank of Ridgeway that includes substantially
the same provisions as the Change of Control Agreements with certain officers of
Community Bankshares or its subsidiaries that are described above.

The merger agreement generally provides that Community Bankshares will
indemnify and hold harmless each person entitled to indemnification from
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Ridgeway Bancshares or any of its subsidiaries to the full extent permitted by
law, and that such rights will continue in full force and effect for six years
from the effective time of the merger with respect to matters occurring at or
prior to the effective time.

The merger agreement also requires Community Bankshares to use
commercially reasonable efforts to maintain 1in effect for a period of three
years after the effective time of the merger Ridgeway Bancshares' existing
directors' and officers' liability insurance policy with respect to claims
arising from acts or events which occurred prior to the effective time of the
merger. Community Bankshares may substitute policies of at least the same
coverage and amounts containing terms and conditions which are not less
advantageous.

The merger agreement also provides that, after the effective time of
the merger, Community Bankshares will provide generally to officers and
employees of Ridgeway Bancshares and its subsidiaries who, at or after the
effective time, Dbecome officers or employees of Community Bankshares or its
subsidiaries, employee benefits under employee benefit plans (other than stock
option or other plans involving the potential issuance of Community Bankshares
common stock) on terms and conditions that, taken as a whole, are substantially
similar to those currently provided by Community Bankshares and its subsidiaries

to their similarly situated officers and employees. For purposes of
participation and vesting (but not benefit accrual) under such employee benefit
plans, service with Ridgeway Bancshares or its subsidiaries prior to the
effective time of the merger will be treated as service with Community
Bankshares or its subsidiaries. The merger agreement further provides that
Community Bankshares will cause Ridgeway Bancshares to honor all employment,
severance, consulting, and other compensation contracts previously disclosed to

Community Bankshares Dbetween Ridgeway Bancshares or its subsidiaries and any
current or former director, officer, or employee, and all provisions for vested
amounts earned or accrued through the effective time of the merger under
Ridgeway Bancshares' benefit plans.

Under the terms of the merger agreement, directors of the Bank of
Ridgeway, who are not employees of the bank, will each receive a director's fee
from the bank of $300 per month.

As of the record date, directors and executive officers of Ridgeway
Bancshares owned no shares of Community Bankshares common stock.

Dissenting Shareholders Of Ridgeway Bancshares

Any shareholder of Ridgeway Bancshares entitled to vote on the Merger
has the right to dissent from the merger and receive payment of the fair value
of his shares of Ridgeway Bancshares common stock upon compliance with Sections
33-13-210 and 33-13-230 of the South Carolina Business Corporation Act. A
shareholder may not dissent as to 1less than all of the shares that he
beneficially owns or over which he has power to direct the vote. A nominee or
fiduciary may not dissent on behalf of any beneficial owner as to less than all
of the shares of such beneficial owner held of record by such nominee or
fiduciary. A beneficial owner asserting dissenters' rights to shares held on his
behalf must notify Ridgeway Bancshares in writing of the names and addresses of
the record holders of the shares, if known to him. Any Ridgeway Bancshares
shareholder intending to enforce this right may not vote in favor of the Merger
and must file a written notice of intent to demand payment for his shares (the
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"Objection Notice") with the Corporate Secretary of Ridgeway Bancshares either
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before Ridgeway Bancshares' Special Meeting or before the vote is taken at the
meeting. The Objection Notice must state that the shareholder intends to demand
payment for his shares of Ridgeway Bancshares' common stock if the Merger is
effected. Although any Ridgeway Bancshares shareholder who has filed an
Objection Notice must not vote in favor of the Merger, a vote in favor of the
Merger cast by the holder of a proxy appointment solicited by Ridgeway
Bancshares (whether pursuant to the instruction of the shareholder or otherwise)
will not disqualify the shareholder from demanding payment for his shares under
the South Carolina Business Corporation Act. A vote against approval of the
Merger will not, in and of itself, constitute an Objection Notice satisfying the
requirements of Section 33-13-210 of the South Carolina Business Corporation
Act. If the Merger is approved by Ridgeway Bancshares' shareholders at Ridgeway
Bancshares' Special Meeting, each shareholder who has filed an Objection Notice
will be notified by Ridgeway Bancshares of such approval within 10 days after
Ridgeway Bancshares' Special Meeting (the "Dissenters' Notice"). The Dissenters'
Notice will (i) state where dissenting shareholders must (a) send the Payment
Demand (as defined below) and (b) deposit their common stock certificates (the
"Certificates"), (ii) inform holders of uncertificated shares of Ridgeway
Bancshares' common stock of the extent of any restrictions on the
transferability of such shares; (iii) be accompanied Dby a form for demanding
payment that includes the date of the first announcement to the news media or to
shareholders of the terms of the proposed Merger, (iv) set a date by which (x)
Ridgeway Bancshares must receive the Payment Demand, which may not be fewer than
30 or more than 60 days after the date the Dissenters' Notice is delivered and
(y) the Certificates must be deposited as instructed in the Dissenters' Notice,
which may not be earlier than 20 days after the date the Payment Demand is
received by Ridgeway Bancshares and (v) be accompanied by a copy of Sections
33-13-101 through 33-13-310 of the South Carolina Business Corporation Act.
Within the time prescribed in the Dissenters' Notice, a shareholder electing to

dissent must make a demand for payment (the "Payment Demand"), certify whether
he (or the beneficial shareholder on whose behalf he is asserting dissenters'
rights) acquired Dbeneficial ownership of the shares of Ridgeway Bancshares'

common stock before November 21, 2001 (the date of the first public announcement
of the terms of the Merger) and deposit his Certificates in accordance with the
terms of the Dissenters' Notice. Upon filing the Payment Demand and depositing
the Certificates, the shareholder will retain all other rights of a shareholder
until these rights are cancelled or modified by consummation of the Merger.
Failure to comply substantially with these procedures will cause the shareholder
to lose his dissenters' rights to payment for the shares. Consequently, any
Ridgeway Bancshares shareholder who desires to exercise his rights to receive
payment for his shares is urged to consult his legal advisor before attempting
to exercise such rights.

As soon as the Merger is consummated, or upon receipt of a Payment
Demand, Ridgeway Bancshares shall, pursuant to Section 33-13-250 of the South
Carolina Business Corporation Act, pay to each dissenting shareholder who has
substantially complied with the requirements of Section 33-13-230 of the South
Carolina Business Corporation Act, the amount that Ridgeway Bancshares estimates
to be the fair value of the shares of Ridgeway Bancshares' common stock plus
accrued interest. Section 33-13-250 of the South Carolina Business Corporation
Act requires that payment to be accompanied by (i) certain of Ridgeway
Bancshares' financial statements, (ii) a statement of Ridgeway Bancshares'
estimate of fair value of the shares and explanation of how Ridgeway Bancshares'
estimate of fair value and the interest were calculated, (1ii) notification of
rights to demand additional payment, and (iv) a copy of Sections 33-13-101
through 33-13-310 of the South Carolina Business Corporation Act. As authorized
by Section 33-13-270, Ridgeway Bancshares 1intends to delay any payments with
respect to any shares (the "After-acquired shares") held Dby a dissenting
shareholder which were not held by such shareholder on the date of the first
public announcement of the terms of the Merger, unless the beneficial ownership
devolved upon him by operation of law from a person who was the beneficial owner
on such date. Where payments are so withheld, Sections 33-13-270(b) and
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33-13-280(a) of the South Carolina Business Corporation Act will require
Ridgeway Bancshares, after the Merger, to send to the holder of the
after-acquired shares an offer to pay the holder an amount equal to Ridgeway
Bancshares' estimate of their fair value plus accrued interest, together with an
explanation of the calculation of fair value and interest and a statement of the
holder's right to demand additional payment under Section 33-13-280 of the South
Carolina Business Corporation Act.

If the Merger is not consummated within 60 days after the date set for
demanding payment and depositing Certificates, Ridgeway Bancshares, within the
60 day period, shall return the deposited Certificates and release the transfer
restrictions imposed on uncertificated shares. If, after returning deposited
Certificates and releasing transfer restrictions, the Merger is consummated,
Ridgeway Bancshares must send a new Dissenters' Notice and repeat the payment
demand procedure.

If the dissenting shareholder believes that the amount paid by Ridgeway
Bancshares pursuant to Section 33-13-250 of the South Carolina Business
Corporation Act or offered wunder Section 33-13-270 of the South Carolina
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Business Corporation Act is less than the fair value of his shares or that the
interest due is calculated incorrectly, or if Ridgeway Bancshares fails to make
payment or offer payment (or, if the Merger has not been consummated, Ridgeway
Bancshares does not return the deposited Certificates or release the transfer
restrictions imposed on uncertificated shares), within 60 days after the date
set in the Dissenters' Notice, then the dissenting shareholder may within 30
days after Ridgeway Bancshares made or offered payment for the shares or failed
to pay for the shares, notify Ridgeway Bancshares in writing of his own estimate
of the fair value of such shares (including interest due) and demand payment of
such estimate (less any payment previously received). Failure to notify Ridgeway
Bancshares in writing of any demand for additional payment within 30 days after
Ridgeway Bancshares has made payment for such shares will constitute a waiver of
the right to demand additional payment.

If Ridgeway Bancshares and the dissenting shareholder cannot agree on a
fair price within 60 days after Ridgeway Bancshares receives such a demand for
additional payment, the statute provides that Ridgeway Bancshares will institute
judicial proceedings 1in the South Carolina Court of Common Pleas in Fairfield
County (the "Court") to fix (i) the fair value of the shares immediately before
consummation of the Merger, excluding any appreciation or depreciation in
anticipation of the Merger, unless such exclusion would be inequitable and (ii)
the accrued interest. The "fair wvalue" of Ridgeway Bancshares' common stock
could be more than, the same as, or less than that produced by the exchange
ratio set by the Merger. Ridgeway Bancshares must make all dissenters whose
demands for additional payment remain unsettled parties to the proceeding and
all such parties must be served with a copy of the petition. The Court may, in
its discretion, appoint an appraiser to receive evidence and recommend a
decision on the question of fair wvalue. The Court is required to issue a
judgment for the amount, if any, by which the fair value of the shares, as
determined by the Court, plus interest, exceeds the amount paid by Ridgeway
Bancshares. If Ridgeway Bancshares does not institute such proceeding within
such 60 day period, Ridgeway Bancshares shall pay each dissenting shareholder
whose demand remains unsettled the respective amount demanded by each
shareholder.

The Court will assess the costs and expenses of such proceeding
(including reasonable compensation for and the expenses of the appraiser but
excluding fees and expenses of counsel and experts) against Ridgeway Bancshares,
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except that the Court may assess such costs and expenses as it deems appropriate
against any or all of the dissenting shareholders if it finds that their demand
for additional payment was arbitrary, vexatious or otherwise not in good faith.
The Court may award fees and expenses of counsel and experts in amounts the
Court finds equitable: (i) against Ridgeway Bancshares if the Court finds that
Ridgeway Bancshares did not comply substantially with the relevant requirements
of the South Carolina Business Corporation Act or (ii) against either Ridgeway
Bancshares or any dissenting shareholder, if the Court finds that the party
against whom the fees and expenses are assessed acted arbitrarily, vexatiously
or not in good faith.

Community Bankshares shareholders are not entitled to dissenter's
rights.

The foregoing is a summary of the applicable provisions of Sections
33-13-101 through 33-13-310 of the South Carolina Business Corporation Act. It
is not intended to be a complete statement of such provisions, and is qualified
in its entirety by reference to such sections, which are included as Appendix B
hereof. It is not intended to give any right of dissent or payment to any
shareholder and should not be so read. Shareholders' rights of dissent and
payment are limited to those provided by law.

Federal Income Tax Consequences Of The Merger

The following 1s a discussion of the material federal income tax
consequences of the merger to holders of Ridgeway Bancshares common stock. This
discussion may not apply to special situations, such as Ridgeway Bancshares
shareholders, if any, who hold Ridgeway Bancshares common stock other than as a
capital asset, who received Ridgeway Bancshares common stock upon the exercise
of employee stock options or otherwise as compensation, who hold Ridgeway
Bancshares common stock as part of a "straddle" or "conversion transaction," or
who are insurance companies, securities dealers, financial institutions or
foreign persons, and does not discuss any aspects of state, local, or foreign
taxation. This discussion is based upon laws, regulations, rulings and decisions
now in effect and on proposed regulations, all of which are subject to change
(possibly with retroactive effect) by legislation, administrative action, or
judicial decision. No ruling has been or will be requested from the internal
revenue service on any matter relating to the tax consequences of the merger.
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Completion of the merger is conditioned wupon receipt by Community
Bankshares and Ridgeway Bancshares of an opinion from Haynsworth Sinkler Boyd,
P.A., counsel to Community Bankshares, concerning the material federal income
tax consequences of the merger. Based upon the assumption that the merger is
completed in accordance with the merger agreement and upon factual statements

and factual representations made by Community Bankshares and Ridgeway
Bancshares, it is such firm's opinion that the merger will be a reorganization
for federal income tax purposes within the meaning of Internal Revenue Code ss.
368(a) (1) (A), and Ridgeway Bancshares and Community Bankshares will each be "a

party to a reorganization" within the meaning of Internal Revenue Code ss.
368 (b) and that:

If you are a holder of Ridgeway Bancshares common stock and you
exchange all of your Ridgeway Bancshares common stock solely for Community
Bankshares common stock (and a cash payment in lieu of any fractional share) in
the merger:

o You will not recognize any gain or loss (except for any cash
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If you

you receive 1in lieu of a fractional share interest in
Community Bankshares common stock);

The tax basis of the Community Bankshares common stock you

receive (including any fractional share deemed received and
redeemed) will be the same as the tax Dbasis of the Ridgeway
Bancshares common stock you surrender 1in exchange for

Community Bankshares common stock; and

The holding period of the Community Bankshares common stock
you receive (including any fractional share deemed received
and redeemed) will be the same as the holding period of the
Ridgeway Bancshares common stock you surrender in exchange for
Community Bankshares common stock, provided that your Ridgeway
Bancshares common stock is held as a capital asset at the
effective time of the merger.

are a holder of Ridgeway Bancshares common stock and you

exchange all of your Ridgeway Bancshares common stock for a combination of
Community Bankshares common stock and cash in the merger:

o

If you

You will recognize gain (but not loss) to the extent of the
lesser of (i) your realized gain for all Ridgeway Bancshares
common stock you surrender in the merger or (ii) the amount of
cash you receive;

If the exchange with you does not have the effect of the
distribution of a dividend within the meaning of Internal

Revenue Code ss. 356 (a) (2) (which must be determined on a
shareholder-by-shareholder basis), the gain will be treated as
gain from the sale or exchange of an asset, and any such gain

will be treated as capital gain if you hold the Ridgeway
Bancshares common stock you surrender as a capital asset at
the effective time of the merger;

If the exchange with you does have the effect of the
distribution of a dividend, then the gain will be treated as
ordinary income (not capital gain) to the extent of your
ratable share of Ridgeway Bancshares' accumulated earnings and
profits, and the balance of any such gain will be treated as
gain from the sale or exchange of an asset;

The aggregate tax basis of the Community Bankshares common
stock you receive will equal (i) the aggregate tax basis of
the Ridgeway Bancshares common stock you surrender in the
merger, reduced by (ii) the amount of cash you receive, and
increased by (iii) the amount of any gain you recognize;

The holding period of the Community Bankshares common stock
you receive will be the same as the holding period of Ridgeway
Bancshares common stock you surrender in the merger if you
hold your Ridgeway Bancshares common stock as a capital asset
at the effective time of the merger.
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are a holder of Ridgeway Bancshares common stock and you

exchange all of your Ridgeway Bancshares common stock for cash pursuant to the
merger or by exercise of dissenters' rights, then more likely than not,

44



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

o You will be treated as if (i) you sold all of your Ridgeway
Bancshares common stock to Community Bankshares for cash or
(ii) Community Bankshares issued to you the number of shares
of Community Bankshares common stock that you could have
received instead of cash and then redeemed those shares for
the amount of cash distributed to you and unless the exchange
with you is essentially equivalent to a dividend within the
meaning of Internal Revenue Code ss. 302(b) (1) (which must be
determined on a shareholder-by-shareholder basis) and:

o You will recognize gain (to the extent that the amount of cash
you receive exceeds your basis in the Ridgeway Bancshares
common stock you exchange) or loss (to the extent that your
basis in the Ridgeway Bancshares common stock you exchange
exceeds the amount of cash you receive);

o Your gain or loss will be treated as gain or loss from the
sale or exchange of an asset; and

o Your gain or loss will be treated as capital gain if you hold
the Ridgeway Bancshares common stock vyou surrender as a
capital asset at the effective time of the merger;

o If the exchange with you is treated as if Community Bankshares
issued to you the number of shares of Community Bankshares
common stock that you could have received instead of cash and
then redeemed those shares for the amount of cash distributed
to you, and if the exchange with you is essentially equivalent
to a dividend within the meaning of Code ss. 302(b) (1), then
the payment to you will be treated as a dividend distribution
and taxed as ordinary income to you to the extent of the
accumulated and current earnings and profits of Community

Bankshares.
The tax opinion does not address any state, local, foreign, or other
tax consequences of the merger. If you are a Ridgeway Bancshares shareholder,

you should consult your own tax advisors with respect to the tax consequences of
the proposed transaction to you individually, including the tax treatment of
cash payments, tax reporting requirements, and tax consequences under state,
local, and foreign law.

Accounting Treatment

It 1is anticipated that the merger will be accounted for as a
"purchase," as that term is used pursuant to accounting principles generally
accepted in the United States, for accounting and financial reporting purposes.
Under the purchase method of accounting, the assets and liabilities of Ridgeway
Bancshares as of the effective time of the merger will be recorded at their
estimated respective fair values and added to those of Community Bankshares.
Financial statements of Community Bankshares issued after the effective time
will reflect such values and will not be restated retroactively to reflect the
historical financial position or results of operations of Ridgeway Bancshares.

Expenses And Fees

The merger agreement provides, 1in general, that each of the parties
will Dbear and pay 1ts own expenses 1in connection with the transactions
contemplated by the merger agreement, including fees and expenses of its own
financial or other consultants, investment bankers, accountants, and counsel,
except that Community Bankshares will bear and pay all of the filing fees and
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one-half of the printing costs in connection with this Proxy
Statement /Prospectus.
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Resales Of Community Bankshares Common Stock

The Community Bankshares common stock to be issued to Ridgeway
Bancshares shareholders in the merger has been registered under the Securities
Act of 1933, but that registration does not cover resales of those shares by

persons who control, are controlled Dby, or are under common control with,
Ridgeway Bancshares (such persons are referred to hereinafter as "affiliates"
and generally include executive officers, directors, and 10% shareholders) at

the time of the special meeting. Affiliates may not sell shares of Community
Bankshares common stock acquired in connection with the merger, except pursuant
to an effective registration statement under the Securities Act or in compliance
with Rule 145 promulgated under the Securities Act or in accordance with a legal
opinion satisfactory to Community Bankshares that such sale or transfer is
otherwise exempt from the Securities Act registration requirements.

Rule 145 promulgated wunder the Securities Act restricts the sale of
Community Bankshares common stock received in the merger by affiliates and
certain of their family members and related interests. Under the rule, during
the one-year period following the effective time of the merger, affiliates of
Ridgeway Bancshares may resell publicly the Community Bankshares common stock
received by them in the merger subject to certain limitations as to the amount
of Community Bankshares common stock sold in any three-month period and as to
the manner of sale, and subject to the timeliness of Community Bankshares'
periodic reporting obligations with the Securities and Exchange Commission.
After the one-year period and within two years following the effective time of
the merger, affiliates of Ridgeway Bancshares who are not affiliates of
Community Bankshares may effect such resales subject only to the timeliness of
Community Bankshares' periodic reporting requirements. After two years, such
affiliates of Ridgeway Bancshares who are not affiliates of Community Bankshares
may resell their shares without restriction. Persons who are affiliates of
Community Bankshares after the effective time of the merger may publicly resell
the Community Bankshares common stock received by them in the merger subject to
similar limitations and subject to certain filing requirements specified in SEC
Rule 144. Affiliates will receive additional information regarding the effect of
Rule 145 on their ability to resell Community Bankshares common stock received
in the merger. Affiliates also would be permitted to resell Community Bankshares
common stock received in the merger pursuant to an effective registration
statement under the Securities Act or an available exemption from the Securities
Act registration requirements. This Proxy Statement/Prospectus does not cover
any resales of Community Bankshares common stock received by persons who may be
deemed to be affiliates of Ridgeway Bancshares or Community Bankshares.

Each person who Ridgeway Bancshares reasonably believes is an affiliate
of Ridgeway Bancshares has delivered to Community Bankshares a written agreement
providing that such person generally will not sell, pledge, transfer, or
otherwise dispose of any Community Bankshares common stock to be received by
such person upon completion of the merger, except in compliance with the
Securities Act and the rules and regulations promulgated thereunder.

EFFECT OF THE MERGER ON RIGHTS OF SHAREHOLDERS

As a result of the merger, holders of Ridgeway Bancshares common stock
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will be exchanging their shares of a South Carolina corporation governed by the
South Carolina Business Corporation Act and Ridgeway Bancshares' articles of
incorporation and bylaws, for shares of Community Bankshares, a South Carolina
corporation governed by the South Carolina Business Corporation Act and
Community Bankshares' articles of incorporation and bylaws. Significant
differences exist between the rights of Ridgeway Bancshares shareholders and
those of Community Bankshares shareholders. The material differences are
summarized below. In particular, Community Bankshares' articles of incorporation
and bylaws contain several provisions that may have an antitakeover effect in
that they could impede or prevent an acquisition of Community Bankshares unless
the potential acquirer has obtained the approval of Community Bankshares' board
of directors. The following discussion 1s necessarily general; it is not
intended to be a complete statement of all differences affecting the rights of
shareholders and their respective entities, and it is qualified in its entirety
by reference to the South Carolina Business Corporation Act as well as to
Community Bankshares' articles of incorporation and bylaws and Ridgeway
Bancshares' articles of incorporation and bylaws.
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Antitakeover Provisions Generally

The term "protective provisions" herein refers to the provisions of
Community Bankshares' articles of incorporation and bylaws described below under
the headings, "-Authorized Capital Stock," "-Amendment of Articles of
Incorporation and Bylaws," "-Classified Board of Directors and Absence of
Cumulative Voting, " "-Removal of Directors," "-Limitations on Director
Liability," "-Special Meetings of Shareholders," "-Actions by Shareholders
Without a Meeting," "-Shareholder Nominations," and "-Mergers, Consolidations,

and Sales of Assets Generally," and the provisions of the South Carolina General
Corporation Law described under the heading "-Business Combinations With Certain

Persons." 1In general, one purpose of the protective provisions 1s to assist
Community Bankshares' board of directors in playing a role in connection with
attempts to acquire control of Community Bankshares, so that the board of
directors can further and protect the interests of Community Bankshares and its
shareholders as appropriate under the circumstances, including, if the board of
directors determines that a sale of control is in their Dbest interests, by
enhancing the board of directors' ability to maximize the value to be received

by the shareholders upon such a sale.

Although Community Bankshares' management believes the protective
provisions are, therefore, beneficial to Community Bankshares' shareholders, the
protective provisions also may tend to discourage some takeover Dbids. As a
result, Community Bankshares' shareholders may be deprived of opportunities to
sell some or all of their shares at prices that represent a premium over
prevailing market prices. On the other hand, defeating undesirable acquisition
offers can be a very expensive and time-consuming process. To the extent that
the protective provisions discourage undesirable proposals, Community Bankshares
may be able to avoid those expenditures of time and money.

The protective provisions also may discourage open market purchases by

a potential acquirer. Such purchases may increase the market price of Community
Bankshares common stock temporarily, enabling shareholders to sell their shares
at a price higher than that which otherwise would prevail. 1In addition, the

protective provisions may decrease the market price of Community Bankshares
common stock by making the stock 1less attractive +to persons who invest in
securities 1in anticipation of price increases from potential acquisition
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attempts. The protective provisions also may make it more difficult and time
consuming for a potential acquirer to obtain control of Community Bankshares
through replacing the board of directors and management. Furthermore, the

protective provisions may make it more difficult for Community Bankshares'
shareholders to replace the board of directors or management, even if a majority
of the shareholders believes such replacement 1is in the best interests of
Community Bankshares. As a result, the protective provisions may tend to
perpetuate the incumbent board of directors and management.

Authorized Capital Stock

Community Bankshares. The articles of incorporation authorize the
issuance of up to 12,000,000 shares of Community Bankshares common stock. At
September 30, 2001, there were 3,204,220 shares of Community Bankshares common
stock issued and outstanding. Community Bankshares' board of directors may
authorize the issuance of additional shares of Community Bankshares common stock
without further action by Community Bankshares' shareholders, unless such action
is required in a particular case by applicable laws or regulations or by any
stock exchange upon which Community Bankshares' capital stock may be listed. The
articles of incorporation provide that Community Bankshares shareholders do not
have preemptive rights.

The authority to issue additional shares of Community Bankshares
capital stock provides Community Bankshares with the flexibility necessary to
meet its future needs without the delay resulting from seeking shareholder
approval. The authorized Dbut unissued shares of Community Bankshares common
stock will be issuable from time to time for any corporate purpose, including,
without limitation, stock splits, stock dividends, employee benefit and
compensation plans, acquisitions, and public or private sales for cash as a
means of raising capital. Such shares could be used to dilute the stock
ownership of persons seeking to obtain control of Community Bankshares. 1In
addition, the sale of a substantial number of shares of Community Bankshares
common stock to persons who have an understanding with Community Bankshares
concerning the voting of such shares, or the distribution or declaration of a
dividend of shares of Community Bankshares common stock (or the right to receive
Community Bankshares common stock) to Community Bankshares shareholders, may
have the effect of discouraging or increasing the cost of unsolicited attempts
to acquire control of Community Bankshares.
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Ridgeway Bancshares. Ridgeway Bancshares' authorized capital stock
consists of 100,000 shares of Ridgeway Bancshares common stock. As of September
30, 2001, there were 40,000 shares of Ridgeway Bancshares common stock issued
and outstanding.

Pursuant to the South Carolina Business Corporation Act, Ridgeway
Bancshares' Dboard of directors may authorize the issuance of additional shares
of Ridgeway Bancshares common stock without further action by Ridgeway
Bancshares' shareholders. Ridgeway Bancshares' articles of incorporation provide
that shareholders of Ridgeway Bancshares do not have preemptive rights.

Amendment Of Articles Of Incorporation And Bylaws

Community Bankshares. The South Carolina Business Corporation Act
generally provides that a South Carolina corporation's articles of incorporation
may be amended by the affirmative vote of at least two-thirds of the shares
entitled to vote thereon, unless the articles of incorporation provide for a
higher or lower requirement. The Community Bankshares articles provide that,
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unless an amendment has been approved by the affirmative vote of at least
two-thirds of the full board of directors, no amendment that amends, alters,
repeals or is inconsistent with the provisions of the articles regarding
mergers, consolidations, exchanges, sales of assets or dissolution, classified
board of directors, nomination of directors, removal of directors, duty of
directors, preemptive rights or cumulative voting, shall be effective unless it
is approved by the affirmative vote of 80% of the outstanding shares of
Community Bankshares.

Ridgeway Bancshares. Ridgeway Bancshares' articles of incorporation do
not include special provisions relating to amendment of the articles of
incorporation.

The boards of directors of Community Bankshares and Ridgeway Bancshares
each have the power to adopt, amend, or repeal the bylaws of their respective
companies by a majority vote, subject to the right of the shareholders by
majority vote to adopt, amend or repeal the bylaws by majority vote.

Classified Board Of Directors And Absence Of Cumulative Voting

Community Bankshares. The articles of incorporation provides that
Community Bankshares' board of directors is divided into three classes, with
each class to be as nearly equal in number as possible. The directors in each

class serve three-year terms of office.

The effect of Community Bankshares' having a classified board of
directors 1is that only approximately one-third of the members of the board of
directors are elected each vyear; consequently, two annual meetings are

effectively required for Community Bankshares' shareholders to change a majority
of the members of the board of directors.

Pursuant to the articles of incorporation, each shareholder generally
is entitled to one vote for each share of Community Bankshares stock held and is
not entitled to cumulative voting rights in the election of directors. With
cumulative voting, a shareholder has the right to cast a number of votes equal
to the total number of such holder's shares multiplied by the number of
directors to be elected, and may cast all of such holder's votes in favor of one
candidate or may distribute such holder's votes in any manner among any number
of candidates. Directors are elected by a plurality of the total votes cast by
all shareholders. With cumulative voting, 1t may be possible for minority
shareholders to obtain representation on the board of directors. Without
cumulative voting, the holders of more than 50% of the shares of Community
Bankshares common stock generally have the ability to elect 100% of the
directors. As a result, the holders of the remaining Community Bankshares common
stock effectively may not be able to elect any person to the board of directors.
The absence of cumulative voting, therefore, could make it more difficult for a
shareholder who acquires 1less than a majority of the shares of Community
Bankshares common stock to obtain representation on Community Bankshares' board
of directors.

Ridgeway Bancshares. Ridgeway Bancshares' articles of incorporation do
not provide for a classified board of directors. Holders of Ridgeway Bancshares
common stock are not afforded cumulative voting rights.
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Removal Of Directors
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Community Bankshares. Under the articles of incorporation, any director
or the entire Dboard of directors may be removed without cause only by the
affirmative vote of the holders of at least 80% of Community Bankshares' voting
stock.

Ridgeway Bancshares. Pursuant to Ridgeway Bancshares' Dbylaws, any
director or the entire board of directors may be removed, with or without cause,
by a vote of the holders of a majority of the shares entitled to vote on the
election of directors.

Duty Of Directors

Community Bankshares. The articles of incorporation provide that when
evaluating any proposed plan of merger, consolidation, share exchange or sale of
all, or substantially all, of the assets of company, the board of directors
shall consider the interests of the employees of the company and the community
or communities in which it and its subsidiaries, if any, do business in addition
to the interests of the company's shareholders. Absent this provision, under
existing common law, directors would be required to give paramount consideration
with respect to such matters to the best interests of shareholders.

Ridgeway Bancshares. The articles and bylaws of Ridgeway Bancshares do
not include any comparable provision.

Indemnification

Community Bankshares. Under the South Carolina Business Corporation
Act, a corporation has the power to indemnify directors and officers who meet
the standards of good faith and reasonable Dbelief that their conduct was lawful
and in the corporate interest (or not opposed thereto) set forth by statute. A
corporation may also provide insurance for directors and officers against
liability arising out of their positions even though the insurance coverage is
broader than the power of the corporation to indemnify. Unless limited by its
articles of 1incorporation, a corporation must indemnify a director or officer
who is wholly successful, on the merits or otherwise, 1in the defense of any
proceeding to which he was a party Dbecause he is or was a director against
reasonable expenses incurred by him in connection with the proceeding. Community
Bankshares' articles of incorporation do not limit such indemnification.

Insofar as indemnification for liabilities arising under the Securities
Act of 1933 (the "Act") may be permitted to directors, officers and controlling
persons of Community Bankshares pursuant to the foregoing provisions, or
otherwise, Community Bankshares has been advised that in the opinion of the
Securities and Exchange Commission such indemnification is against public policy
as expressed in the Act and is, therefore, unenforceable.

Ridgeway Bancshares. The bylaws provide that Ridgeway Bancshares will
indemnify all persons whom it may indemnify to the full extent permitted by the
South Carolina Business Corporation Act so long as such persons have conducted
themselves in good faith and reasonably believed their conduct not to be opposed
to the corporation's best interests. Under Section 33-8-510 of the South
Carolina Business Corporation Act as currently in effect, other than in actions
brought by or in the right of Ridgeway Bancshares, such indemnification would
apply if it were determined in the specific case that the proposed indemnitee
acted in good faith and in a manner such person reasonably believed to be in or
not opposed to the best interests of Ridgeway Bancshares and, with respect to
any criminal proceeding, 1f such person had no reasonable cause to believe that
the conduct was wunlawful. In actions Dbrought by or in the right of Ridgeway
Bancshares, such indemnification would be limited to reasonable expenses and
would apply if it were determined in the specific case that the proposed
indemnitee acted in good faith and in a manner such person reasonably believed
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to be in or not opposed to the best interests of Ridgeway Bancshares, except
that no indemnification may be made with respect to any proceeding by or in the
right of the corporation as to which such person is adjudged liable to Ridgeway
Bancshares or in connection with any other proceeding charging improper personal
benefit to him, whether or not involving action in his official capacity, in
which he was adjudged 1liable on the basis that personal Dbenefit was improperly
received by him. Ridgeway Bancshares also provides insurance for its directors
and officers against 1liability arising out of their service in such positions.
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The scope of the acts and omissions covered by such insurance policy may be
broader than the power of the corporation to indemnify.

Shareholder Nominations

Community Bankshares. Community Bankshares' articles of incorporation
provide that any nomination by shareholders of individuals for election to the
board of directors must be made by delivering written notice of such nomination
to the Secretary of Community Bankshares not less than 30 days before any
meeting of the shareholders called for the election of directors.

Ridgeway Bancshares. Ridgeway Bancshares' bylaws contain substantially
the same shareholder nominating procedures for election of directors.

Mergers, Consolidations, Exchanges, Sale Of Assets Or Dissolution

Community Bankshares. The articles of incorporation provide that with
respect to any plan of merger, consolidation or exchange or any plan for the
sale of all, or substantially all, the property and assets, with or without the
good will, of Community Bankshares or any resolution to dissolve Community
Bankshares, which plan or resolution shall not have been adopted Dby the
affirmative vote of at least two-thirds of the full board of directors, such
plan or resolution must be approved by the affirmative vote of holders of 80% of
the outstanding shares of Community Bankshares. If at least two-thirds of the
full board of directors approve any such plan or resolution, the plan or
resolution need only be approved by the affirmative vote of holders of
two-thirds of the outstanding shares of Community Bankshares. Consequently,
unless two-thirds of the directors favor such a plan or resolution, it may be
very difficult to effect any such transaction.

Ridgeway Bancshares. The articles and bylaws of Ridgeway Bancshares do
not provide for special requirements for approval of mergers, consolidations,
exchanges, sales of assets or dissolution. The South Carolina Business

Corporation Act generally requires approval of at least two-thirds of the
outstanding shares of a corporation's wvoting stock to approve a merger,
consolidation, share exchange, sale of all or substantially all of the
corporation's assets or similar corporate transaction. The corporation's board
of directors by resolution may require a different percentage of votes necessary
for approval.

Quorum

Community Bankshares. Under its articles of incorporation, one-third of
the shares entitled to vote constitutes a quorum at any meeting of shareholders
of Community Bankshares.

Ridgeway Bancshares. Under its Dbylaws, a majority of the shares
entitled to vote constitutes a quorum at any meeting of shareholders of Ridgeway
Bancshares.
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Statutory Matters

Business Combinations Statute. The South Carolina business combinations
statute provides that a 10% or greater shareholder of a resident domestic
corporation cannot engage 1in a "business combination” (as defined in the
statute) with such corporation for a period of two years following the date on
which the 10% shareholder Dbecame such, unless the business combination or the
acquisition of shares is approved by a majority of the disinterested members of
such corporation's board of directors before the 10% shareholder's share
acquisition date. This statute further provides that at no time (even after the
two-year period subsequent to such share acquisition date) may the 10%
shareholder engage in a business combination with the relevant corporation
unless certain approvals of the board of directors or disinterested shareholders
are obtained or unless the consideration given in the combination meets certain
minimum standards set forth in the statute. The law is very broad in its scope
and is designed to inhibit unfriendly acquisitions Dbut it does not apply to
corporations whose articles of incorporation contain a provision electing not to
be covered by the law. Neither Community Bankshares nor Ridgeway Bancshares'
articles of incorporation contain such a provision. An amendment of the articles
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of incorporation to that effect will, however, permit a business combination
with an interested shareholder even though that status was obtained prior to the
amendment .

Control Share Acquisitions. The South Carolina corporations law also
contains ©provisions that, under certain circumstances, would preclude an
acquiror of the shares of a South Carolina corporation who crosses one of three
voting thresholds (20%, 33 1/3%, or 50%) from obtaining voting rights with
respect to such shares wunless a majority 1in interest of the disinterested
shareholders of the corporation votes to accord voting power to such shares.

The legislation provides that, 1if authorized by the articles of
incorporation or bylaws prior to the occurrence of a control share acquisition,
the corporation may redeem the control shares for their fair value if the
acquiring person has not complied with certain procedural requirements
(including the filing of an "acquiring person statement" with the corporation
within 60 days after the control share acquisition) or if the control shares are
not accorded full wvoting rights by the shareholders. Neither Community
Bankshares nor Ridgeway Bancshares 1is authorized by its articles or bylaws to
redeem control shares pursuant to such legislation.

COMPARATIVE MARKET PRICES AND DIVIDENDS

Community Bankshares common stock is traded on the American Stock
Exchange under the symbol "SCB." Ridgeway Bancshares common stock is not traded
in any established market. The following table sets forth, for the indicated
periods, the high and low closing sale prices for Community Bankshares common
stock as reported on the American Stock Exchange and the cash dividends declared
per share of Community Bankshares and Ridgeway Bancshares common stock. For the
indicated period there has been only a very limited number of transactions in
Ridgeway Bancshares common stock and all such transactions have involved limited
numbers of shares.

Community Bankshares
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High Low

1999

FIrst QUALLET it ittt ettt ettt eee e S 13.78 $ 12.29
Second QUATE T vttt it ittt et e et 13.48 11.51
Third QUATrLer ..ttt e e e e e et eeeenn 14.01 11.29
Fourth Quarter ..... .ttt ti it 13.78 11.16
2000

FIrst QUALLET it ittt ittt ettt et teeeiennn $ 12.88 $ 10.88
Second QUATE T vttt ittt e ettt 12.50 10.75
Third QUATrLer ..ottt e e e e e et eeeenn 12.56 11.13
Fourth Quarter ...... ittt tiiinnnn. 11.87 10.56
2001

FIrst QUATLLET it ittt ittt ittt et eee e S 11.25 $ 10.20
Second QUATE T vttt ittt et et et 11.49 10.65
Third QUATrLer ..ottt e e e e e e ee e 12.60 10.30
Fourth Quarter ...... ittt tiiennnn. 13.20 11.00

Although the common stock of Ridgeway Bancshares is traded from time to
time on an individual Dbasis, no established trading market has developed and
none is expected to develop in the foreseeable future. The common stock is not
traded on the NASDAQ National Market System, nor are there any market makers
known to management. Management of Ridgeway Bancshares 1is aware of a few
transactions in which the common stock has been traded in the period from
January 1, 2000 through August 2, 2001. Prices in such transactions ranged from
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$300 to $350. However, management has not ascertained that these transactions
are the result of arm's length negotiations Dbetween the parties, and because of
the limited number of shares involved, such prices, if any, may not be
indicative of the market value of Ridgeway Bancshares common stock.

On March 1, 2002, the last reported sale price of Community Bankshares
common stock as reported on the American Stock Exchange, was $ , and the
reported price of Ridgeway Bancshares common stock in the last known transaction
was $307, on August 2, 2001. On November 20, 2001, the last business day prior
to public announcement of the proposed merger, the last reported sale price of
Community Bankshares common stock as reported on the American Stock Exchange was
$11.95, and the reported sale price of Ridgeway Bancshares common stock in the
last known transaction was $307, on August 2, 2001.

The holders of Community Bankshares common stock are entitled to
receive dividends when and if declared by the board of directors out of funds
legally available therefor. Community Bankshares has paid regular cash dividends
since 1991. Although Community Bankshares currently intends to continue to pay
quarterly cash dividends on the Community Bankshares common stock, there can be
no assurance that Community Bankshares' dividend policy will remain unchanged
after completion of the merger. The declaration and payment of dividends
thereafter will depend upon business conditions, operating results, capital and
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reserve requirements, and the board of directors' consideration of other
relevant factors.

Community Bankshares is a legal entity separate and distinct from its
subsidiaries and its revenues depend in significant part on the payment of

dividends from its subsidiary financial institutions. Community Bankshares'
subsidiary depository institutions are subject to legal restrictions on the
amount of dividends they are permitted to pay. See "Supervision and

Regulation-Payment of Dividends."

The holders of Ridgeway Bancshares' common stock are entitled to
receive dividends when and if declared by the board of directors out of funds
legally available therefor. Ridgeway Bancshares has paid regular semi-annual
cash dividends since June 2000, and Bank of Ridgeway paid regular semi-annual
cash dividends for more than 20 years prior to that date. Pursuant to the merger
agreement, Ridgeway Bancshares may only declare and pay dividends consistent
with past practices. There can be no assurance that Ridgeway Bancshares will
continue to pay dividends. The declaration and payment of dividends depends upon
business conditions, operating results, capital and reserve requirements, and
the Dboard of directors' consideration of other relevant factors. See
"Supervision and Regulation - Payment of Dividends."

Ridgeway Bancshares 1s a legal entity separate and distinct from its
subsidiaries and its revenues depend in significant part on the payment of
dividends from Bank of Ridgeway. Bank of Ridgeway is subject to certain legal
restrictions on the amount of dividends it is permitted to pay. See "Supervision
and Regulation - Payment of Dividends."

Under the terms of the merger agreement, Community Bankshares and
Ridgeway Bancshares have agreed to cooperate in selecting the date on which the
merger becomes effective, or in permitting Ridgeway Bancshares to pay a special
dividend so that, for the semi-annual period in which the merger occurs, holders
of Ridgeway Bancshares common stock do not become entitled to dividends from
both Ridgeway Bancshares and Community Bankshares, and do not fail to receive a
dividend of less than a pro-rata portion of the regular semi-annual dividend
amount of $4.00 per share that was paid during 2001 to holders of Ridgeway
Bancshares common stock.

INFORMATION ABOUT RIDGEWAY BANCSHARES

Ridgeway Bancshares is a bank holding company organized under the laws
of the state of South Carolina with its principal executive office located in
Ridgeway, South Carolina. Ridgeway Bancshares operates principally through Bank
of Ridgeway, which is a state-chartered commercial Dbank and which provides a
range of consumer and commercial Dbanking services through three offices in
Fairfield and Richland Counties. At September 30, 2001, Ridgeway Bancshares had
total consolidated assets of approximately $76.6 million, total consolidated
deposits of approximately $64.9 million, and total consolidated shareholders'
equity of approximately $8.6 million. Ridgeway Bancshares' principal executive
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office is located at 100 Palmer Street, Ridgeway, South Carolina, 29130 and its
telephone number at such address is (803) 337-2251.
Business And Properties
Ridgeway Bancshares was organized as a bank holding company for the

Bank of Ridgeway in 1999. Ridgeway Bancshares offers a diversified range of
commercial and retail Dbanking services for customers located principally in
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Fairfield and northern Richland Counties. Ridgeway Bancshares' customer base is
composed primarily of individuals who either work or reside in Ridgeway
Bancshares' market areas and commercial enterprises engaged in a wide range of
businesses throughout Ridgeway Bancshares' market areas.

Through its Dbanking subsidiary, Ridgeway Bancshares provides its
customers with a variety of banking services, including checking accounts,
savings accounts, certificates of deposit, bank-by-mail and 24-hour depository
facilities, cashier's checks, travelers checks, savings bonds, consumer loans,
automobile loans, commercial loans, real estate loans, home improvement loans
and safe deposit boxes.

At December 31, 2001, Ridgeway Bankshares had 29 full-time employees
and four part-time employees through its banking subsidiary.

Ridgeway Bancshares conducts Dbusiness at three Dbanking locations.
Ridgeway Bancshares owns all of the buildings in which its banking offices are

located.

The following table sets forth specific information on Ridgeway

Bancshares' headquarters location and each of its three full-service banking
offices:

Location Address

Ridgeway 100 Palmer Street, Ridgeway, South Carolina
Winnsboro 610 West Moultrie Street, Winnsboro South Carolina
Blythewood 115 McNulty Street, Blythewood, South Carolina
Competition

Ridgeway Bancshares encounters vigorous competition in its market areas
for the provision of depository institution financial services from a number of
sources, including bank holding companies and commercial banks, savings and loan
associations and other thrift institutions, credit wunions, other financial
institutions and financial intermediaries that operate in Ridgeway Bancshares'
market area. Regional interstate banking laws and other recent federal and state
laws have resulted in increased competition from both conventional banking
institutions and other businesses offering financial services and products. Bank
of Ridgeway also competes for interest bearing funds with a number of other
financial intermediaries and nontraditional consumer investment alternatives,

including brokerage firms, consumer finance companies, commercial finance
companies, credit unions, money market funds and federal, state and municipal
issuers of short term obligations. Many of these competitors have greater
financial resources than Bank of Ridgeway. At June 30, 2001, there were three

commercial Dbanks or thrift institutions competing with Bank of Ridgeway in
Fairfield and northern Richland Counties.

Legal Proceedings
Ridgeway Bancshares and Bank of Ridgeway are not parties to any
material legal proceedings other than ordinary routine litigation incidental to

their business.

Management
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The following table

presents information about the directors
executive officers of Ridgeway Bancshares. Unless otherwise indicated,
person has sole voting

investment powers over the indicated

and
each

shares.

Information relating to beneficial ownership of Ridgeway Bancshares common stock

is based upon "beneficial
Exchange Act of 1934.

under the Securities

to be a "beneficial

power," which includes
security, or "investment
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ownership" concepts set forth in rules promulgated
Under such rules a person is deemed

of a security if that person has or shares "voting
power to vote or to direct the voting of such
power," which includes the power to dispose or to

direct the disposition of such security. Under the rules, more than one person

may be deemed to be a beneficial owner of the same securities.
owner of any security of which that person has the
right to acquire beneficial ownership within 60 days from the record date.

deemed to be a Dbeneficial

Name

William A. Harwell

M. S. Brakefield

T. Heyward Mattox

Thomas W. Copeland

Robert D. Drake

Herbert C. Humphries

Thomas B. Edmunds

Roger A. Gaddy

J. V. Nicholson, Jr.

Eleanor T. Parrish

Daniel W. Ruff, III

Present Occupation And
Principal Occupation For
Last Five Years

Director; President and Chief Executive
Officer Bank of Ridgeway since 1982 and
Ridgeway Bancshares, Inc. since 1999

Senior Vice President and Secretary Bank
of Ridgeway since 1988; Secretary
Ridgeway Bancshares, Inc. since 1999

Director; Vice President and Cashier Bank

of Ridgeway since 1964; Treasurer
Ridgeway Bancshares, Inc. since 1999

Vice President Bank of Ridgeway,
Blythewood, SC since 1994

Vice President Bank of Ridgeway,
Winnsboro, SC since 1996

Vice President Bank of Ridgeway,
Ridgeway, SC since 1992

Director; Retired financial consultant
Merrill Lynch

Director; Family practitioner Fairfield
Medical Associates, P.A., Winnsboro, SC

Director; Retired dentist; Chairman Bank

of Ridgeway and Ridgeway Bancshares, Inc.

since 2001

Director; Retired teacher Kershaw County
School District

Director; Co-owner Ruff & Co., Inc.

A person is also

Number Of Shares
Beneficially Owned At
The Record Date

4,824 (1)

300(2)

200

20

70

800 (3)

240 (4)

5,400 (5)

690 (6)

605 (7)

56



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

hardware and furniture retailer

Joseph E. Sharpe Director; Owner Joe Sharpe's Service

Station, Blythewood, SC; Chairman
Fairfield Electric Cooperative

David G. Traylor, Jr. Director; Attorney Nelson, Mullins, Riley

& Scarborough

All executive officers and
directors as a group (13
persons)

*less than 1%
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Shares shown as beneficially owned by William A. Harwell consist of 564
shares belonging jointly to William A. Harwell and his spouse, Kathryne B.
Harwell; 360 shares held by Smith Barney, Inc. as custodian for the William
A. Harwell IRA; 200 shares held by Smith Barney, Inc. as custodian for the
Kathryne B. Harwell IRA; and 3,700 shares held in an estate for which Mr.
Harwell shares voting power.

Shares shown as beneficially owned by M. S. Brakefield consist of 50 shares
owned individually by M. S. Brakefield and 250 shares held by A. G. Edwards
& Sons as custodian for the M. S. Brakefield IRA.

Shares shown as beneficially owned by Thomas B. Edmunds consist of 400
shares in the name of Thomas B. Edmunds and 400 shares in the name of Lucy
S. Edmunds, Mr. Edmunds' spouse.

Shares shown as Dbeneficially owned by Roger A. Gaddy consist of 50 shares
belonging Jjointly to Roger A. Gaddy and Beth M. Gaddy; 165 shares held by
Scott & Stringfellow as custodian for the Roger A. Gaddy IRA; and 25 shares
held by Scott & Stringfellow as custodian for the Beth M. Gaddy IRA

Shares shown as beneficially owned by J. V. Nicholson, Jr. consist of 2,700
shares in the name of John V. ©Nicholson, Jr. and 2,700 shares in the name
of Ellen M. Nicholson, Dr. Nicholson's spouse.

Shares shown as beneficially owned by Eleanor T. Parrish consist of 420
shares in the name of Eleanor Thomas Parrish and 270 shares owned jointly
by Eleanor T. Parrish and James E. Parrish.

Shares shown as beneficially owned by Daniel W. Ruff, III consist of 580
shares owned individually by Daniel W. Ruff, III and 25 shares owned by
Daniel W. Ruff, IV, Mr. Ruff's son.

Management Compensation

The following table summarizes for the years ended December 31, 2001,

2000 and 1999 the compensation paid to the President and Chief Executive officer

of Ridgeway Bancshares. There were no other executive officers of Ridgeway
Bancshares or its subsidiaries who received compensation greater than $100,000
in 2001.

Summary Compensation Table

Annual

Compensation

Year Salary (1)

150

120

13,519
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Bonus
William A. Harwell .. ...ttt i eeeneeneeeeenennnns 2001 $101,520
President and Chief Executive Officer of Ridgeway 2000 99,000
Bankshares 1999 93,900
(1) This column includes salary and director's fees
(2) This column includes Ridgeway Bancshares' contribution to the 401 (K) plan

on behalf of Mr. Harwell totaling $2,929, $2,808 and $2,700 in each of
2001, 2000 and 1999, respectively.

(3) This number includes a contribution to the 401 (k) plan on behalf of Mr.
Harwell of $2,929, a contribution +to Mr. Harwell's PS58 savings plan of
$263 and life insurance premiums of $1,616.

Transactions With Management

In the ordinary course of Dbusiness, Bank of Ridgeway has loans,
deposits and other transactions with its executive officers and directors and
organizations with which such persons are associated. Such transactions are on
substantially the same terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions with others. The aggregate
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amount of loans to such persons and any company in which they have a 10% or more
ownership interest as of September 30, 2001, were approximately $920,000.
Voting Securities And Principal Shareholders
The following table sets forth certain information concerning the

beneficial owners of more than five percent of Ridgeway Bancshares common stock,
as of the record date.

Name and Address Amount and Nature
Of Beneficial Owner Beneficial Ownership
J. V. Nicholson, Jr. 5,400 (2)

219 Tuckahoe Road
Ridgeway, South Carolina 29130

Estate of Joseph N. Crumpton 3,700 (3)
c/o W. A. Harwell, Personal Representative

P. O. Box 434

Ridgeway, South Carolina 29130

Sara Beth Salley 2,800
258 Voyager Road
Salley, South Carolina 29137

Jo—-Anne K. Urwick 2,080
1211 Overland Drive
High Point, North Carolina 27262

(1) The information shown above is based upon information furnished by the

$9,762
9,360
8,100

Perc
Cla

13
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named persons. Information relating to beneficial ownership is based upon
"beneficial ownership" concepts set forth in rules promulgated under the
Securities Exchange Act of 1934. Under such rules a person is deemed to be
a "beneficial owner" of a security if that person has or shares "voting
power," which includes the power to vote or to direct the voting of such
security, or "investment power," which includes the power to dispose or to
direct the disposition of such security. Under the rules, more than one
person may be deemed to be a Dbeneficial owner of the same securities. A
person is also deemed to be a beneficial owner of any security of which
that person has the right to acquire beneficial ownership within 60 days
from the record date.

(2) Shares shown as beneficially owned by J. V. Nicholson, Jr. consist of 2,700
shares in the name of John V. Nicholson, Jr. and 2,700 shares in the name
of Ellen M. Nicholson, Dr. Nicholson's spouse.

(3) Voting power is shared by the personal representatives, Zack Thompson

Crumpton and William A. Harwell.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Basis of Presentation

The following discussion should be read in conjunction with the
"Selected Financial Data" in the "Summary" and Ridgeway Bancshares' Financial
Statements and the Notes thereto and the other financial data included elsewhere
in this Proxy Statement/Prospectus. The financial information provided below has
been rounded in order to simplify its ©presentation. However, the ratios and
percentages provided Dbelow are calculated using the detailed financial
information contained in the Financial Statements, the Notes thereto and the
other financial data included elsewhere in this Proxy Statement/Prospectus.
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General
Ridgeway Bancshares, Inc. was organized in 1999 to serve as a bank
holding company for Bank of Ridgeway. Bank of Ridgeway 1s the oldest
state-chartered bank headquartered in South Carolina. The corporate headquarters
are located in Ridgeway, South Carolina. The principal business activity of

Ridgeway Bancshares 1is to provide banking services to domestic markets,
principally in Fairfield and northern Richland counties in South Carolina. Bank
of Ridgeway also has a wholly-owned subsidiary, Ridgeway Insurance Agency. This
agency has been inactive for the last few vyears. The Dbank also has two
additional offices in Winnsboro and Blythewood, South Carolina.

On December 1, 1999, the stockholders of Bank of Ridgeway approved a
plan of corporate reorganization under which the bank Dbecame a wholly-owned
subsidiary of Ridgeway Bancshares, Inc. The original authorized common stock of
Ridgeway Bancshares, Inc. is 100,000 shares with no par value. Pursuant to the
reorganization, Ridgeway Bancshares issued 40,000 shares of its common stock in
exchange for all of the 40,000 outstanding common shares of the Dbank. The
effective date of the reorganization was December 31, 1999 and it was accounted
for as if it were a pooling of interests.

FOR THE YEARS ENDED DECEMBER 31, 2000 AND DECEMBER 31, 1999:

Results of Operations
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Year ended December 31, 2000, compared with year ended December 31, 1999

Net interest income increased $163,305, or 5.87%, to $2,946,415 in 2000
from $2,783,110 in 1999. The increase in net interest income was due primarily
to an increase in average earning assets. Average earning assets increased
approximately $3,730,000, or 6.14%, due to continued growth by Ridgeway
Bancshares.

Ridgeway Bancshares' net interest spread and net interest margin were
3.71% and 4.57%, respectively, 1in 2000 compared to 3.87% and 4.58% in 1999. The
decreases in net 1interest spread and net interest margin were primarily the
result of an increase in the yields on interest bearing 1liabilities. Yields on
interest bearing liabilities increased from 3.59% in 1999 to 4.03% in 2000.

The provision for loan losses was $75,000 in 2000 compared to $60,000
in 1999. Ridgeway Bancshares continues to maintain the allowance for loan losses
at a level sufficient to cover known and inherent losses in the loan portfolio.

Noninterest income increased $108,370, or 19.25%, to $671,374 in 2000
from $563,004 in 1999, primarily as a result of an increase in service charges
on deposit accounts. Service charges on deposit accounts increased $74,466, or
18.32%, to $480,961 for the year ended December 31, 2000. The increase in
service charges on deposit accounts was attributable to an increase of $47,430
in NSF charges. Other charges, commissions, and fees increased $36,128, or
28.80%, to $161,589 for the year ended December 31, 2000.

Noninterest expense increased $221,626, or 11.56%, to $2,138,246 in
2000 from $1,916,620 in 1999. The largest increase in noninterest expense was
attributable to an increase in other operating expense. Other operating expense
increased $107,970, or 16.94%, to $745,510 in 2000 from $637,540 in 1999. The
increase was partially attributable to expenses of $74,600 associated with the
proposed merger with RHBT Financial Corporation that did not occur. Additional
data ©processing charges of $45,447 in 2000 also contributed to the increase.
Salaries and employee benefits increased $89,743, or 8.29%, to $1,172,132 in
2000 from $1,082,389 in 1999.

Net income was $1,028,718 in 2000 compared to net income of $1,009,694
in 1999. The increase in net income was comprised of a $163,305 1increase in net
interest income and $108,370 increase in noninterest income, which were
partially offset by the increases of $221,626 and $16,025 in noninterest

expenses and the income tax provision, respectively. The increase in income
taxes was the result of increased income before taxes. Return on average assets
46

during 2000 was 1.50% compared to 1.55% during 1999, and return on average
equity was 13.62% during 2000 compared to 15.01% during 1999.

Year ended December 31, 1999, compared with year ended December 31, 1998

Net interest income increased $166,039, or 6.34%, to $2,783,110 in 1999
from $2,617,071 in 1998. The increase in net interest income was due primarily
to an increase in average earning assets. Average earning assets 1increased
$4,966,600, or 8.91%, due to continued growth by Ridgeway Bancshares.

Ridgeway Bancshares' net interest spread and net interest margin were
3.87% and 4.58%, respectively, in 1999 compared to 3.91% and 4.69% in 1998. The
decreases in net 1interest spread and net interest margin were ©primarily the
result of a decrease in the yields on earning assets. Yields on earning assets
decreased from 7.83% in 1998 to 7.46% in 1999.
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The provision for loan losses was $60,000 in 1999 compared to $54,000
in 1998. Ridgeway Bancshares continues to maintain the allowance for loan losses
at a level sufficient to cover known and inherent losses in the loan portfolio.

Noninterest income increased $12,943, or 2.35%, to $563,004 in 1999
from $550,061 in 1998, primarily as a result of an increase in other service
charges and fees. Other service charges and fees increased $33,846, or 36.94%,
to $125,461 for the year ended December 31, 1999. The increase in other service
charges and fees was partially attributable to the increase in fees charged to
noncustomers for the use of the bank's ATMs. Other income, which consists
primarily of credit life insurance commissions, decreased $19,260, or 38.28%, to
$31,048 for the year ended December 31, 1999.

Noninterest expense increased $99,482, or 5.47%, to $1,916,620 in 1999
from $1,817,138 in 1998. The largest increase 1in noninterest expense was
attributable to an increase in other operating expense. Other operating expense
increased $66,490, or 11.64%, to $637,540 in 1999 from $571,050 in 1998. The
increase was partially attributable to additional data ©processing charges of
$39,867 in 1999. 1In addition, expenses totaling approximately $25,000 were
incurred to form the holding company. Net occupancy and equipment expense
increased $34,863, or 21.54%, to $196,691 in 1999 from $161,828 in 1998. This
increase was primarily attributable to the land leases acquired for the two
additional ATMs and increased depreciation expense.

Net income was $1,009,694 in 1999 compared to net income of $1,044,296

in 1998. The decrease 1in net income was due primarily to increases in
noninterest expense. The 1increase in income taxes was the result of increased
income before taxes. Return on average assets during 1999 was 1.55% compared to

1.75% during 1998, and return on average equity was 15.01% during 1999 compared
to 15.05% during 1998.

Net Interest Income

General. The largest component of Ridgeway Bancshares' net income is its net
interest income, which is the difference between the income earned on assets and
interest paid on deposits and borrowings used to support such assets. Net
interest income is determined by the yields earned on Ridgeway Bancshares'
interest-earning assets and the rates paid on its interest-bearing liabilities,
the relative amounts of interest-earning assets and interest-bearing
liabilities, and the degree of mismatch and the maturity and repricing
characteristics of its interest-earning assets and interest-bearing liabilities.
Net interest income divided by average interest-earning assets represents
Ridgeway Bancshares' net interest margin.

Average Balances, Income and Expenses and Rates. The following table sets forth,
for the periods indicated, certain information related to Ridgeway Bancshares'
average Dbalance sheet and its average yields on assets and average costs of
liabilities. Such vyields are derived by dividing income or expense by the
average balance of the corresponding assets or liabilities. Average balances
have been derived from the daily balances throughout the periods indicated.
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Average Balances, Income and Expenses and Rates
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Year Ended D

2000
(Dollars in thousands) Average Income/ Yield/
Balance Expense Rate
Assets:
Earning Assets
LOANS (L) vttt ettt ettt ettt et ettt e $ 36,223 $3,410 9.41%
Securities, taxable (2) ..ttt ittt tneeneeanns 15,631 912 5.83%
Securities, non—-taxable ........iiiiiiiitt e 8,962 438 4.89%
Nonmarketable equity securities ............. ... 64 226 6.35%
Federal funds sold and other .........c. it iinenn. 3,561 4 6.25%
Total earning assets ...ttt ittt eennenns 64,441 4,990 7.74%
Cash and due from banks ...... .ttt tneenneenns 2,691
Premises and equipment . ......c.c..iiiiititiittereaeaann 801
Other ASSEL S i ittt it e et e et et e et et ettt e e e 1,192
Allowance fOor 10aAn 1OSSES vttt it ettt teteteeenenens (361)
TOLALl BSSEE S ittt ittt ittt ettt ettt et S 68,764
Liabilities:
Interest-Bearing Liabilities
Interest-bearing transaction accounts .............. $ 16,145 383 2.37%
Savings deposSits v ittt i e e e e e e e e 7,305 170 2.33%
Time deposSit s v i it ittt ettt e e e e e e et e e 24,319 1,329 5.46%
Federal funds purchased and securities .............. 2,939 161 5.48%
sold under agreements to repurchase
Total interest-bearing liabilities .............. 50,708 2,043 4.03%
Demand depPoOSits v it ittt ittt e e e e e e e e e 10,193
Accrued interest and other liabilities ................ 313
Shareholders' equUity ..ot iii ittt it ettt 7,550
Total liabilities and shareholders' equity ...... S 68,764
Net interest spread ... ...ttt ttneeeeeeeenneeeenns 3.71%
Net interest 1nCOmMEe ... i ittt ittt ittt e et et eeeeeeeenn $2,947
Net interest mMargin ...ttt ittt ittt eeeeeeeenns 4.57%
(1) Excludes nonaccrual loans. The effect of fees <collected on loans is not

significant to the computations. All loans and deposits are domestic.
(2) Average investment securities exclude the valuation allowance on securities
available-for-sale.

Analysis of Changes in Net Interest Income. The following tables set forth the
effect which the wvarying levels of earning assets and interest-bearing

liabilities and the applicable rates have had on changes in net interest income
from 1999 to 2000 and 1998 to 1999.
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Average Balances, Income and Expenses and Rates

(Dollars in thousands) Volume

Earning Assets

2= 50 = S 4
Securities, taxable ...ttt it e e e e e e e ettt et ettt e e e
Securities, NoNtaxable ...ttt ittt ettt ettt et ettt e e e e
Nonmarketable equity SECUT It Ies ..ttt ittt it ettt ettt e ettt aeeeeeeeeeanaens (
Federal funds so0ld and Other ... ..ttt ittt et it ettt et ee e eeeeeeeeeeanns

Total Interest InCOmME ...ttt ittt e et ettt et eee et eaeeeeeeeeeaneens 3

Interest-Bearing Liabilities Interest-bearing deposits:
Interest-bearing transaction ACCOUNLS . ittt ittt ittt ittt et ettt eneeeeeeeeenns
SAVINGS AEPOS IS vttt it it e e e e e e e e e e et e e et et e e
B I (L@ LT Y X I

Total interest-bearing depPosits ..ttt ittt ittt e et ettt et e eee et
Federal funds purchased and securities sold under agreements ..........oeeeeeeenon.

to repurchase

Total INtEeresSt EXPENSE & ittt ittt it ettt ettt e ee ettt eeeeeeeseeaeeeeeeeeeaneens 1

Net Interest IMnCOME ..ttt ittt ettt ettt eeeeeeeneeeeeeseeenenaeeeeeeeennnas S 2

(1) Volume-rate changes have been allocated to each category Dbased on the
percentage of the total change.
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Average Balances, Income and Expenses and Rates —-- continued

(Dollars in thousands) Volume

Earning Assets

2= 50 = S 1
Securities, taxable ...ttt i et e e e e e et ettt et ettt e e e e e 1
Securities, NoNtaxable ... ittt ittt et ettt et e ettt et e e e e
Nonmarketable equity SECUT It Ies ..ttt ittt it ettt ettt e ettt aeeeeeeeeeaeenns
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Federal funds so0ld and Other . ...ttt ittt et ettt et et ee e eeeeeeeeeeenns

Total Interest InCOmME ...ttt it ittt et ettt teeeeee st eaeeeeeeeeeaaeens

Interest-Bearing Liabilities Interest-bearing deposits:
Interest-bearing transaction ACCOUNLS . i ittt ittt ittt ittt ettt eneeeeeeeeenns
SaAVINGS AEPOS IS ittt it i it e e e e e e e e e e et et et e
B I (L LT Y X I

Total interest-bearing depPosSits ..ttt ittt i it et e ettt e et
Federal funds purchased and securities sold under agreements .........c..oeeeeeeenn.

to repurchase
Total INtEeresSt EXPENSE &ttt ittt it ettt ettt e e ee et eeeeeeeeeeaeeeeeeeeeaneens

Net Interest IMnCOME ..ttt ittt ettt ettt eeeeeeeneeeeeeeeeeeenaeeeeseeennnas S 2

(1) Volume-rate changes have been allocated to each category Dbased on the
percentage of the total change.

Interest Sensitivity. Ridgeway Bancshares monitors and manages the pricing and
maturity of its assets and 1liabilities in order to diminish the potential
adverse impact that changes in interest rates could have on its net interest
income. The principal monitoring technique employed by Ridgeway Bancshares is
the measurement of Ridgeway Bancshares' interest sensitivity "gap," which is the
positive or negative dollar difference Dbetween assets and liabilities that are
subject to interest rate repricing within a given period of time. Interest rate
sensitivity can Dbe managed by repricing assets or liabilities, selling
securities available-for-sale, replacing an asset or liability at maturity, or
adjusting the interest rate during the life of an asset or liability. Managing
the amount of assets and liabilities repricing in this same time interval helps
to hedge the risk and minimize the impact on net interest income of rising or
falling interest rates.
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The following table sets forth Ridgeway Bancshares' interest rate
sensitivity at December 31, 2000.

Interest Sensitivity Analysis

After One After Three

Through Through
Within One Three Twelve
(Dollars in thousands) Month Months Months
Assets
Earning Assets:
T =8 o ¥ S (0 T $ 3,341 $ 6,680 $ 2,402
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LTS B I e == 2,800 4,484 7,284
Federal funds sold and securities
purchased under agreements to resell ............... 5,960
Time deposits with other banks ...................... 37
Total earning assets ...ttt tmeeeeeeeeannns 9,301 9,480 6,923
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Demand deposSits ittt ittt ettt e 19,373
Savings deposSits . ii ittt e e e e e e 7,622
Time depPoOSits i ittt it ettt et et et 3,958 4,930 15,556
Total interest-bearing deposits ................. 30,953 4,930 15,556
Securities sold under agreements to repurchase ....... 2,419
Total interest-bearing liabilities .............. 33,372 4,930 15,556
N ol e Yo e 1= o Tt $(24,071) $ 4,550 S (8,633)
CUMULAEIVE GO 4t e ettt ettt et e e e e e eeeeeeeeeeeeeeennaeeenns $(24,071) $(19,521 $(28,154)
Ratio of cumulative gap to total earning assets ......... (34.68)% (28.12 (40.56)
(1) Excludes nonaccrual loans. The effect of fees <collected on loans is not

significant to the computations.

The above table reflects the balances of interest-earning assets and
interest-bearing 1liabilities at the earlier of their repricing or maturity
dates. Overnight federal funds are reflected at the earliest pricing interval
due to the immediately available nature of the instruments. Securities purchased
under agreements to resell are reflected at the maturity date of each agreement,
which ranges from one to 30 days. Debt securities are reflected at each
instrument's ultimate maturity date. Time deposits with other banks are
reflected at their scheduled maturity date. Scheduled payment amounts of fixed
rate amortizing loans are reflected at each scheduled payment date. Scheduled
payment amounts of variable rate amortizing loans are reflected at each
scheduled payment date wuntil the loan may be repriced contractually; the
unamortized balance is reflected at that point. Interest-bearing liabilities
with no contractual maturity, such as savings deposits and interest-bearing
transaction accounts, are reflected in the earliest repricing period due to
contractual arrangements which give Ridgeway Bancshares the opportunity to vary
the rates paid on those deposits within a thirty-day or shorter period. Fixed
rate time deposits, principally certificates of deposit, are reflected at their
contractual maturity date. Securities sold under agreements to repurchase are
reflected at the maturity date of each repurchase agreement, which ranges from
one to 30 days.
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Ridgeway Bancshares generally would benefit from increasing market
rates of interest when it has an asset-sensitive gap position and generally
would benefit from decreasing market rates of interest when it is
liability-sensitive. Ridgeway Bancshares is cumulative liability-sensitive over
the one month to 12 month time frame. However, Ridgeway Bancshares' gap analysis
is not a precise indicator of its interest-sensitivity position. The analysis
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presents only a static view of the timing of maturities and repricing
opportunities, without taking into consideration that changes in interest rates
do not affect all assets and liabilities equally. For example, rates paid on a
substantial portion of core deposits may change contractually within a
relatively short time frame, but those rates are viewed by management as
significantly less interest-sensitive than market-based rates such as those paid
on noncore deposits. Accordingly, management believes a liability-sensitive gap
position is not as indicative of Ridgeway Bancshares' true interest-sensitivity
as it would be for an organization which depends to a greater extent on
purchased funds to support earning assets. Net interest income may be impacted
by other significant factors in a given interest rate environment, including
changes 1in the volume and mix of earning assets and interest-bearing
liabilities.

Provision and Allowance for Loan Losses

General. Ridgeway Bancshares has developed policies and procedures for
evaluating the overall quality of its credit portfolio and the timely
identification of potential problem credits. On a quarterly Dbasis, Ridgeway
Bancshares' Board of Directors reviews and approves the appropriate 1level for
Ridgeway Bancshares' allowance for loan losses Dbased upon management's
recommendations, the results of the internal monitoring and reporting system,
and an analysis of economic conditions in its market. The objective of
management has been to fund the allowance for loan losses at approximately 1% of
total loans outstanding.

Additions to the allowance for loan losses, which are expensed as the
provision for loan losses on Ridgeway Bancshares' income statement, are made
periodically to maintain the allowance at an appropriate level Dbased on
management's analysis of the potential risk in the loan portfolio. Loan losses
and recoveries are charged or credited directly to the allowance. The amount of
the provision 1s a function of the level of loans outstanding, the level of
nonperforming loans, historical loan loss experience, the amount of loan losses
actually charged against the reserve during a given period, and current and
anticipated economic conditions.

Ridgeway Bancshares' allowance for loan losses is based upon Jjudgments
and assumptions of risk elements in the portfolio, future economic conditions,
and other factors affecting borrowers. The process of determining the amount of
the allowance includes identification and analysis of loss potential in wvarious
portfolio segments utilizing a credit risk grading process and specific reviews
and evaluations of significant problem credits. In addition, management monitors
the overall portfolio quality through observable trends in delinquency,
charge-offs, and general and economic conditions in the service area. The
adequacy of the allowance for loan losses and the effectiveness of Ridgeway
Bancshares' monitoring and analysis system are also reviewed periodically by the
banking regulators and Ridgeway Bancshares' independent auditors.

Based on present 1information and an ongoing evaluation, management
considers the allowance for loan losses to be adequate to meet presently known
and inherent risks in the loan portfolio. Management's Jjudgment about the
adequacy of the allowance 1s based upon a number of assumptions about future
events, which it believes to be reasonable but which may or may not be accurate.
Thus, there can be no assurance that charge-offs 1in future periods will not
exceed the allowance for loan losses or that additional increases 1in the
allowance for loan losses will not be required. Ridgeway Bancshares does not
allocate the allowance for loan losses to specific categories of loans but
evaluates the adequacy on an overall portfolio basis wutilizing a risk grading
system.

The following table sets forth certain information with respect to
Ridgeway Bancshares' allowance for loan losses and the composition of
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charge-offs and recoveries for the years ended December 31, 2000, 1999 and 1998.
52
Allowance for Loan Losses

(Dollars in thousands) 2000
Total loans outstanding at end of period ....... ..ttt eeeeeeennenns $39,805
Average loans oULStanding ...ttt ittt ittt i et e e e ettt e e e $36,311
Balance of allowance for loan losses at beginning of period .................. S 335
Loan losses:

Real estate — CONSTIrUCLION v it ittt it it ettt ettt eaeeeeeeeeenaaens -

Real estate — MOTLgage i it ittt ittt ittt ettt ettt e eeeeeee st eaeeeeeeeennaeens -

Commercial and 1ndustrial . ...ttt ittt e et et ettt e e 1

CONSUMET & vt e e e e e et e e ae e e e e e e eeaeeeeeeeoeeeeeeeeeaeeeeeeseeaeeeeeeeeeaeeens 43

TOLALl 108N L1OSSE S ittt ittt ettt et e eaeee e eeeeeeeeeeaeeeeeeeeeneeeeeneenns 44

Recoveries of previous loan losses:

Real estate — CONSTIrUCLION v ittt ittt it e et ettt ettt eaeeeeeeeeenaaens -

Real estate — MOTLgage v i ittt ittt ittt ettt ettt e eeeeee e eaeeeeeeeennaeens -

Commercial and 1ndustrial . ...ttt ittt ettt e e et e e 16

CONSUMET  + vt i e e e e e et e e ae e e e e e e e eaeeeeeeeeneeeeeeeeaeeeeeeseeaeeeeeeeeeaeeens 6

[} wi= B A af YT v i = O 22

Net 10AN 1O S vttt e ettt ettt e e e e et eeaeeeeeeeeeeeeeeeeeaeeeeeeeeeneeeeeneenns 22
Provision for 108N L1OSSES v ittt ittt it tee ettt eaeeeeeeeeneeeeeeeeaeeeeeenes 75
Balance of allowance for loan losses at end of period ....... ..., S 388
Allowance for loan losses to period end loanS ... it iiie e ettt eeeeeeeneenns 0.97
Net charge-0ffs L0 average LOaNS ..t i ittt et eeeeeeeaeeeeeeeeeaeeeeeneenns 0.06

Nonperforming Assets

Nonperforming Assets. The

following table

nonperforming assets for the dates indicated.

(Dollars in thousands)

sets forth Ridgeway Bancshares'

NONACCTUAL LO@INS & ettt ettt et e et e e et e aeeee e e eaeeeeeeeeeaeeeeeseeeneeeeeeeeaeeeeeenes

Restructured or impaired loans
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Total NoNPErforMING LOANS . v v vt vttt ittt ettt te e e e e eaeeeeeeseeanseeeeeeenneeens
Other real estate OWned . ...ttt ittt ittt ettt ettt ee et eeaeeeeeeeeeaeeens

Total NOoNPEerforMing @S SEl S i ittt ittt ittt et e e e ettt ae ettt eaeeeeeeeenanenns

Loans 90 days or more past due and still accruing interest ..........cciiiiiiennnnn..
Nonperforming assets to period end loans and foreclosed pProperty ........oeeeeeeee..

Accrual of interest is discontinued on a loan when management believes,
after considering economic and business conditions, and collection efforts, that
the Dborrower's financial condition is such that the collection of interest is
doubtful. A delinquent loan is generally placed in nonaccrual status when it
becomes 90 days or more past due. When a loan is placed in nonaccrual status,
all interest, which has been accrued on the loan but remains unpaid, is reversed
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and deducted from current earnings as a reduction of reported interest income.
No additional interest is accrued on the loan balance until the collection of
both principal and interest becomes reasonably certain. When a problem loan is
finally resolved, there may ultimately be an actual write down or charge-off of
the principal balance of the loan which would necessitate additional charges to
earnings. For all periods presented, the additional interest income, which would
have been recognized into earnings if Ridgeway Bancshares' nonaccrual loans had
been current in accordance with their original terms, is immaterial.

Potential Problem Loans. At December 31, 2000, Ridgeway Bancshares reviewed its
loan portfolio to identify any criticized or <classified loans through its
internal review mechanisms. The results of this internal review process are
considered in determining management's assessment of the adequacy of the
allowance for loan losses. The overall objective of Ridgeway Bancshares has been
to maintain the allowance for loan losses at approximately 1% of total loans to
provide for potential problem loans.

Noninterest Income and Expense

Noninterest Income. The largest component of noninterest income is service
charges on deposit accounts, which totaled $480,961 in 2000, an 18.32% increase
over the 1999 amount of $406,495. The $74,466 increase in service charges on
deposit accounts 1s primarily attributable to the $47,430 increase in NSF
charges. Other service charges and fees increased to $161,589 in 2000 from
$125,461 in 1999. The primary cause for this increase was attributable to fees
generated from ATMs used by noncustomers.

Other service charges and fees increased to $125,461 in 1999 from
$91,615 in 1998. This increase was primarily attributable to fees generated from
ATMs used by noncustomers. In 1999, service charges on deposit accounts totaled
$406,495, a .40% decrease from the 1998 amount of $408,138.

The following table sets forth the principal components of noninterest
income for the years ended December 31, 2000, 1999 and 1998.

(Dollars in thousands) 2000 1999 1998
Service charges on deposit accounts ........... $481 $407 $408
Other service charges and fees ................ 161 125 92

Other 1ncome ... ...ttt ittt et e ee e e eaannn 29 31 50
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Total noninterest income ...........iiiimnnnnn. $671 $563 $550

Noninterest Expense. Other operating expense increased $107,970, or 16.94%, to
$745,510 in 2000 from $637,540 in 1999. The increase was primarily a result of
additional expenses of $74,600 associated with the proposed merger with RHBT
Financial Corporation that did not occur. Additional data processing charges
were approximately $43,000 in 2000. Net occupancy and equipment expense
increased $23,913 from $196,691 1in 1999 to $220,604 in 2000. Salaries and
benefits are the largest component of noninterest expense totaling $1,172,132 in
2000, an increase of $89,743, or 8.29%. Ridgeway Bancshares' efficiency ratio,
which is noninterest expense as a percentage of the total of net interest income
plus noninterest income, net of gains and losses on the sale of assets, was
59.10% in 2000 compared to 57.28% in 1999.

Other operating expense increased $66,490, or 11.64%, to $637,540 in
1999 from $571,050 in 1998. The increase was primarily a result of additional
data ©processing charges and expenses associated with the formation of the
holding company. Additional data processing charges were approximately $40,000
in 1999. Net occupancy and equipment expense increased from $161,828 in 1998 to
$196,691 1in 1999. The increase was primarily attributable to the expense
associated with land leases obtained for two additional ATM machines and to an
increase in depreciation expense. While salaries and benefits comprise the
largest component of noninterest expense at $1,082,389 in 1999, these expenses
were virtually unchanged from 1998. Ridgeway Bancshares' efficiency ratio was
57.28% in 1999 compared to 57.37% in 1998.

The following table sets forth the primary components of noninterest
expense for the years ended December 31, 2000, 1999 and 1998.
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(Dollars in thousands) 2000 1999 1998

Salaries and employee benefits ............. $1,172 $1,082 $1,084
Net occupancy and equipment expense ........ 221 197 162
Stationery and printing expense ............ 59 58 65
Postage and freight ........... ... .. 56 59 54
Data processing sServicCes .......oeeeeeeeeenn. 194 149 109
METJEY EXPENSES « vt vt v vt enneeeeeeeanneeeeeens 75 - -
Intangible COSLS & ii ittt it i et e 42 51 62
Other .. e e e 319 321 281

Total noninterest expense .............. $2,138 $1,917 $1,817
Efficiency ratio ......i . 59.10% 57.28% 57.37%
Earning Assets
Loans. Loans are the largest category of earning assets and typically provide

higher yields than the other types of earning assets. Associated with the higher
loan yields are the inherent credit and 1liquidity risks which management
attempts to control and counterbalance. Loans averaged $36,223,378 in 2000
compared to $31,713,429 1in 1999, an increase of $4,509,949, or 14.22%. At
December 31, 2000, total loans were $39,804,725 compared to $33,723,521 at
December 31, 1999.
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The increase 1in loans during 2000 was primarily due to the steady
growth of Ridgeway Bancshares. The following table sets forth the composition of
the loan portfolio by category at the dates indicated and highlights Ridgeway
Bancshares' general emphasis on consumer and mortgage lending.

Composition of Loan Portfolio
2000

(Dollars in thousands) Amount
Commercial and industrial ......c.oieiiiiiiinennnnnnn $ 5,045
Real estate

ConstruCtion ...ttt ittt it i i i e e e 290

Mortgage-residential . ...ttt 16,784

Mortgage-nonresidential ......... ... 8,949
CONSUMET 4t vt e et et ae o aeeeeeeneeeeeeneeaeeeeeeneeaens 8,020
(O o 717

Total 10ANS t it ittt ettt ettt ettt ettt 39,805

Allowance for 1loan lOSSES ..ttt innnnneeeeeeenenn 388

NEel 10ANS vttt ittt e ettt eeeee e eeeeeennaeaeeneens $39,417

Ridgeway Bancshares' loan portfolio is largely comprised of real estate

mortgage loans. At December 31, 2000, real estate mortgage loans totaled
$25,733,008 and represented 64.65% of the total loan portfolio, compared to

$20,389,286, or 60.46%, at December 31, 1999.

In the context of this discussion, a "real estate mortgage loan" is
defined as any loan, other than loans for construction purposes, secured by real
estate, regardless of the purpose of the loan. It is common practice for
financial institutions in Ridgeway Bancshares' market area to obtain a security

interest in real estate whenever possible, 1in addition to any other available
collateral. This collateral is taken to reinforce the likelihood of the ultimate
repayment of the loan and tends to increase the magnitude of the real estate

loan portfolio component.
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Residential mortgage loans increased $320,247, or 1.95%, to $16,784,482
at December 31, 2000, from $16,464,235 at December 31, 1999. Residential real
estate loans consist of first and second mortgages on single or multi-family

residential dwellings.
loans and other loans
$5,023,159,

Nonresidential mortgage loans, which include commercial
secured by multi-family properties and farmland, increased
or 127.97%, to $8,948,526 at December 31, 2000, from $3,925,367 at
December 31, 1999. This increase 1in real estate 1lending was primarily
attributable to the purchase of residential and commercial real estate loans
from other institutions.

industrial
2000,

Commercial and
$5,045,202 at December 31,

loans increased $329,406,
from $4,715,796 at December 31,

or 6.99%, to
1999. Ridgeway

Dece

Percent of Tot
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Bancshares continues to focus on real estate and consumer lending rather than
commercial and industrial lending.

Consumer loans increased $105,294, or 1.33%, to $8,019,601 at December
31, 2000, from $7,914,307 at December 31, 1999. Consumer lending continues to be
an important focus of the bank's loan portfolio.

Ridgeway Bancshares' loan portfolio reflects the diversity of its
market. Ridgeway Bancshares' three office locations are in Fairfield County and
northern Richland County, South Carolina. The economy of Fairfield and northern
Richland counties contains elements of medium and light manufacturing, local
health care, and distribution facilities. Due to its proximity to a major
interstate highway, management expects the area to remain stable with continued
growth. The diversity of the economy creates opportunities for all types of
lending. Ridgeway Bancshares does not engage in foreign lending.

The repayment of loans in the loan portfolio as they mature is also a
source of liquidity for Ridgeway Bancshares. The following table sets forth
Ridgeway Bancshares' loans maturing within specified intervals at December 31,
2000.

Loan Maturity Schedule and Sensitivity to Changes in Interest Rates

One Year
(Dollars in thousands) or Less
Commercial and industrial . ...ttt ittt ittt enetaneens $ 3,236
Real e8tate v ittt ittt it e et e e e et e e e e e e e e e 7,014
Consumer and OLher ... ittt ittt ittt et ettt ee e e 2,173

12,423

Loans maturing after one year with:
Fixed interest rates ..... ittt
Floating interest rates ... ...ttt enneneenns

The information presented 1in the above table 1is Dbased on the
contractual maturities of the individual 1loans, 1including loans which may be
subject to renewal at their contractual maturity. Renewal of such loans is
subject to review and credit approval as well as modification of terms upon
their maturity. Consequently, management believes this treatment presents fairly
the maturity and repricing structure of the loan portfolio shown in the above
table.

Investment Securities. The investment securities portfolio is a significant
component of Ridgeway Bancshares' total earning assets. Total securities
averaged $24,656,924 in 2000, compared to $24,539,334 in 1999. At December 31,
2000, the total securities portfolio was $23,740,091. All securities designated
as available-for-sale were recorded at their estimated fair market value.
Securities designated as held-to-maturity were recorded at their amortized cost
and totaled $16,116,759 at December 31, 2000.

Over One
Year
Through
Five Year
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56
The following table sets forth the book value of the securities held by
Ridgeway Bancshares at the dates indicated.
Book Value of Securities

December 31,

2000 1999

(Dollars in thousands)
U.S. TrCASULY 4t e e v ettt e seeeneenseneeeeeeeeeenenenneeeeeens S 1,497 S 2,689
U.S. Government agenCiles . ...t iiii ittt eeeeeeeeeennenns 12,956 13,574
Obligations of state and political subdivisions ........ 9,223 9,495
Total SECUIFILIES v i ittt it ettt ettt ettt et eeeeeaeenn $23,676 $25,758

The following table sets forth the scheduled maturities and average
yields of securities held at December 31, 2000.

Investment Securities Maturity Distribution and Yields

Five But
Ten Year

S

After One But After

Within One Year Within Five Years Within

(Dollars in thousands) Amount Yield Amount Yield Amount
U.S. TreasSUrY e eeeeeeeenennnnn $ 1,497 5.59% S - -% S -
U.S. Government agencies ......... 4,992 5.42 7,964 6.12 -

Obligations of state

and political subdivisions...... 786 8.11 4,006 7.13 4,344

Total securities ............ $ 7,275 5.75 $11,970 6.46 $ 4

Other attributes of the securities portfolio, including vyields and
maturities, are discussed above 1in "---Net Interest Income—-—-- Interest
Sensitivity."

Short-Term Investments. Short-term investments, which consist primarily of

federal funds sold and securities purchased under agreements to resell, averaged
$3,425,246 in 2000, compared to $4,329,466 in 1999. At December 31, 2000,
short-term investments totaled $5,960,000. These funds are an important source
of Ridgeway Bancshares' liquidity. Federal funds are generally invested in an
earning capacity on an overnight basis. Securities purchased under agreements to
resell are invested on a seven to thirty-one day period, depending on the terms
of each agreement.

Deposits and Other Interest-Bearing Liabilities

Average interest-bearing liabilities increased $2,135,032, or 4.40%, to
$50,707,663 in 2000, from $48,572,631 in 1999. Average interest-bearing deposits
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increased $1,146,830, or 2.46%, to $47,769,131 in 2000, from $46,622,301 in
1999. These increases resulted from increases 1in most categories of
interest-bearing liabilities, primarily as a result of the continued growth of
Ridgeway Bancshares.

Deposits. Average total deposits increased $2,047,347, or 3.65%, to $57,963,646
during 2000, from $55,920,299 during 1999. At December 31, 2000, total deposits
were $63,690,415 compared to $54,971,646 a year earlier, an increase of 15.86%.

The following table sets forth the deposits of Ridgeway Bancshares by
category at the dates indicated.

57
Deposits

(Dollars in thousands) Amount
Demand deposSit aCCoOUNLS ..ttt ittt ittt ettt ettt eeeeeeenen $ 9,839
NOW ACCOUNE S t it ittt ettt ettt ettt e eeeeeeeeeeneeaeeeeeeneeaens 9,211
Money market aCCOUNES .+ttt ittt ittt ettt et et eeaeenns 10,161
SaAVINGS @CCOUNES ittt it ittt ittt ettt ettt e e 7,622
Time deposits less than $100,000 ...ttt eeeennnnneens 19,993
Time deposits of $100,000 OF OVEY .ttt iiiiieeeteeeeennnnneens 6,864

Total depPoOSits v ittt ittt ettt ettt e $63,690

Core deposits, which exclude certificates of deposit of $100,000 or
more, provide a relatively stable funding source for Ridgeway Bancshares' loan
portfolio and other earning assets. Ridgeway Bancshares' core deposits increased
$6,049,228 in 2000 due to the continued growth of Ridgeway Bancshares.

Deposits, and particularly core deposits, have Dbeen Ridgeway
Bancshares' primary source of funding and have enabled Ridgeway Bancshares to
meet successfully both its short-term and long-term liquidity needs. Management
anticipates that such deposits will continue to be Ridgeway Bancshares' primary
source of funding in the future. Ridgeway Bancshares' loan-to-deposit ratio was
62.50% at December 31, 2000, and 61.35% at the end of 1999; and the ratio
averaged 62.49% during 2000. The maturity distribution of Ridgeway Bancshares'
time deposits over $100,000 at December 31, 2000, is set forth in the following
table:

Maturities of Certificates of Deposit of $100,000 or More

Wintin
Three
(Dollars in thousands) Months

De
2000

Percent of
Deposits

After Three
Through Six
Months
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Certificates of deposit of $100,000 OF MOYE .. rreennnnnn $1,968
Approximately 28.67% of Ridgeway Bancshares' time deposits over

$100,000 had scheduled maturities within three months, and 58.70% had maturities

within six months. Large certificate of deposit customers tend to be extremely

sensitive to interest rate levels, making these deposits less reliable sources
of funding for liquidity planning purposes than core deposits.

Borrowed Funds. Borrowed funds consist of short-term borrowings in the form of
federal funds purchased and securities sold under agreements to repurchase.

Average short-term Dborrowings were $2,938,538 in 2000, compared to
$1,950,330 in 1999. At December 31, 2000, Ridgeway Bancshares had no federal
funds purchased and securities sold under agreements to repurchase totaled
$2,418,501. The average balance in 2000 related mostly to securities sold under
agreements to repurchase with several customers. These agreements typically
range from one to 30 days. Although management may from time to time use
short-term borrowings as a secondary funding source, core deposits will continue
to be Ridgeway Bancshares' primary funding source.
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Capital

Ridgeway Bancshares and its subsidiary Dbank are subject to various
regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and
possibly additional discretionary actions by regulators that, if undertaken,
could have a material effect on Ridgeway Bancshares' financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective
action, Ridgeway Bancshares' subsidiary bank must meet specific capital
guidelines that involve quantitative measures of the bank's assets, liabilities,
and certain off-balance-sheet items as calculated under regulatory accounting
practices. Ridgeway Bancshares' and its subsidiary bank's capital amounts and
classifications are also subject to qualitative Jjudgments by the regulators
about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital
adequacy require Ridgeway Bancshares' subsidiary bank to maintain minimum ratios
of Tier 1 and total capital as a percentage of assets and off-balance-sheet
exposures, adjusted for risk weights ranging from 0% to 100%. Tier 1 capital
consists of common shareholders' equity, excluding the unrealized gain or loss
on securities available-for-sale, minus certain intangible assets. Tier 2
capital consists of the allowance for 1loan losses subject to certain
limitations. Total capital for purposes of computing the capital ratios consists
of the sum of Tier 1 and Tier 2 capital. The regulatory minimum requirements are
4% for Tier 1 and 8% for total risk-based capital.

Ridgeway Bancshares' subsidiary bank is also required to maintain
capital at a minimum level based on quarterly average assets, which is known as
the leverage ratio. Only the strongest banks are allowed to maintain capital at
the minimum requirement of 3%. All others are subject to maintaining ratios 1%
to 2% above the minimum.

Ridgeway Bancshares 1s currently not subject to direct regulatory
capital requirements. Under Federal Reserve Board guidelines, Dbank holding
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companies such as Ridgeway Bancshares with less than $150,000,000 in
consolidated assets are exempt from these requirements.

Ridgeway Bancshares and its subsidiary bank exceeded the regulatory
capital ratios at December 31, 2000 and 1999 as set forth in the following
table.

Analysis of Capital and Capital Ratios

Ridgeway Bancshares

(Dollars in thousands) 2000
Tier 1 capital ottt ettt ittt ettt $ 7,505
Tier 2 Capital .ttt ittt et e et e e e e e e e e e e 388

Total qualifying capital . ...ttt inn e eeeennnnns $ 7,893
Risk—-adjusted total aSSelsS vttt eeeeeeeeeeeeneennnns $37,214

(including off-balance sheet exposures)

Tier 1 risk-based capital ratio ........c.iiiiiiiiiiinnnnn. 20.17%
Total risk-based capital ratio .......ii i ennnnns 21.21
Tier 1 leverage ratio ...t ii ittt ittt et eeeeeeeeeaeenns 10.41

Liquidity Management and Capital Resources

Liquidity management involves monitoring Ridgeway Bancshares' sources
and uses of funds in order to meet its day-to-day cash flow requirements while
maximizing profits. Liquidity represents the ability of Ridgeway Bancshares to
convert assets into cash or cash equivalents without significant loss and to
raise additional funds by increasing liabilities. Without proper 1liquidity

59

management, Ridgeway Bancshares would not be able to perform the primary
function of a financial intermediary and, therefore, would be unable to meet the
needs of the communities it serves.

Liquidity management is made more complex Dbecause different Dbalance
sheet components are subject to varying degrees of management control. For
example, the timing of maturities of the investment portfolio 1is very
predictable and subject to a high degree of control at the time investment
decisions are made. However, net deposit inflows and outflows are far less
predictable and are not subject to nearly the same degree of control.

Accounting and Financial Reporting Issues

In June 1998, the Financial Accounting Standards Board (FASB) issued
Statement (SFAS) No. 133, Accounting for Derivative Instruments and Hedging
Activities, effective for fiscal years beginning after June 15, 2000. This
Statement establishes accounting and reporting standards for derivative
instruments and hedging activities, including certain derivative instruments
embedded in other contracts, and requires that an entity recognize all
derivatives as assets or liabilities in the balance sheet and measure them at

1999

18.81%
19.75
10.35
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fair value. The accounting for changes in the fair value of a derivative depends
on how the derivative is used and how the derivative is designated. Ridgeway
Bancshares adopted SFAS No. 133 on July 1, 2000. The adoption of SFAS No. 133
did not have a material impact on the consolidated financial statements.

Impact of Inflation

Unlike most industrial companies, the assets and liabilities of
financial institutions such as Ridgeway Bancshares are primarily monetary in
nature. Therefore, interest rates have a more significant effect on Ridgeway
Bancshares' performance than do the effects of changes in the general rate of
inflation and change in prices. 1In addition, interest rates do not necessarily
move in the same direction or in the same magnitude as the prices of goods and
services. As discussed previously, management seeks to manage the relationships
between 1interest sensitive assets and liabilities in order to protect against
wide interest rate fluctuations, including those resulting from inflation.

FOR THE NINE MONTH PERIODS ENDED SEPTEMBER 30, 2001 AND SEPTEMBER 30, 2000:
Results of Operations
Net Interest Income

For the nine months ended September 30, 2001, net interest income
increased $109,075, or 4.98%, to $2,298,599 as compared to $2,189,524 for the
same period in 2000. The net interest margin realized on earning assets
decreased from 3.77% for the nine months ended September 30, 2000 to 3.55% for
the same period in 2001. The interest rate spread also decreased by 28 basis
points from 4.61% at September 30, 2000 to 4.33% at September 30, 2001.

Net interest income increased from $730,543 for the quarter ending
September 30, 2000 to $784,285 for the quarter ending September 30, 2001. This
represents an increase of $53,742, or 7.36%. The net interest margin realized on
earning assets increased from 4.49% for the quarter ended September 30, 2000 to
4.32% for the quarter ended September 30, 2001. The interest rate spread was
3.58% at September 30, 2000 and 3.59% at September 30, 2001.

Provision and Allowance for Loan Losses

The provision for loan losses is the charge to operating earnings that
management believes is necessary to maintain the allowance for possible loan
losses at an adequate level. For the nine months ended September 30, 2001 and
2000, the provisions charged to expense were $54,000 and $45,000, respectively.
For the quarters ended September 30, 2001 and 2000, the provisions charged to
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expense were $18,000 and $15,000, respectively. There are risks inherent in
making all loans, including risks with respect to the period of time over which
loans may be repaid, risks resulting from changes in economic and industry
conditions, risks inherent in dealing with individual borrowers, and, in the
case of a collateralized 1loan, ©risks resulting from wuncertainties about the
future value of the collateral. Ridgeway Bancshares maintains an allowance for
loan losses based on, among other things, historical experience, an evaluation
of economic conditions, and regular reviews of delinquencies and loan portfolio
quality. Management's judgment about the adequacy of the allowance is based upon
a number of assumptions about future events, which it believes to be reasonable,
but which may not prove to be accurate. Thus, there is a risk that chargeoffs in
future periods could exceed the allowance for loan losses or that substantial
additional 1increases in the allowance for loan losses could be required.
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Additions to the allowance for loan losses would result in a decrease of
Ridgeway Bancshares' net income and, possibly, its capital.

Noninterest Income

Noninterest income during the nine months ended September 30, 2001 was
$538,119, an increase of $39,797 from $498,322 during the comparable period in
2000. The increase is primarily a result of an increase in service charges on
deposit accounts from $377,537 at September 30, 2000 to $435,984 at September
30, 2001. However, other service charges and fees resulted in income of $85,199
during the nine months ended September 30, 2001, compared to $107,008 during the
comparable period in 2000. This decrease was primarily Dbecause of decreases in
non-customer ATM fees, credit insurance commissions, and mortgage loan
origination fees.

For the quarter ended September 30, 2001, noninterest income increased
$86, or 0.05%, from $172,085 for the same period in 2000. Service charges on
deposit accounts i1ncreased $8,601, or 6.47%, from the quarter ended September
30, 2000. Other service charges and fees decreased from $35,053 for the quarter
ended September 30, 2000 to $25,142 for the quarter ended September 30, 2001.

Noninterest Expense

Total noninterest expense for the nine months ended September 30, 2001
was $1,685,475, or 11.89%, higher than the $1,506,405 amount for the nine months
ended September 30, 2000. The largest increase was in other operating expenses,
which increased from $470,128 at September 30, 2000 to $626,743 for the nine
months ended September 30, 2001. Of this $156,615 increase, $108,628 is for the
increase in data processing services created by the outsourcing of proof work to
an independent contractor. Salaries and employee Dbenefits also increased
$30,454, or 3.52%, to $896,781 at September 30, 2001.

For the quarter ended September 30, 2001, noninterest expense increased
$52,289, or 10.14%, over the same period in 2000. The largest increase between
the quarters ended September 30, 2001 and September 30, 2000 was in other
operating expense, which increased $46,397, or 27.31%. Salaries and employee
benefits also increased from $289,638 for the quarter ended September 30, 2000
to $297,400 at September 30, 2001.

Income Taxes

The income tax provision for the nine months ended September 30, 2001
was $305,000 as compared to $310,700 for the same period in 2000. The effective
tax rates were 27.80% and 27.34% at September 30, 2001 and September 30, 2000,
respectively. The effective tax rates were 27.53% and 26.85% for the quarter
ended September 30, 2001 and September 30, 2000, respectively.

Net Income

The combination of the above factors resulted in net income for the
nine months ended September 30, 2001 of $792,243 as compared to $825,741 for the
same period in 2000. This represents a decrease of $33,498. For the quarter
ended September 30, 2001, net income was $268,544, or $3,561 lower than $272,105
for the quarter ended September 30, 2000. This decrease is primarily a result of
the decline in interest rates and an increase in other operating expenses.
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Assets and Liabilities

During the first nine months of 2001, total assets increased
$2,522,329, or 3.40%, when compared to December 31, 2000. The primary source of
growth in assets was investment securities, which increased $3,482,367 during
the first nine months of 2001. Federal funds sold and repurchase agreements
decreased $1,356,000 from December 31, 2000 to $4,604,000 at September 30, 2001.
Total deposits also increased $1,208,486, or 1.90%, from the December 31, 2000
amount of $63,690,415. Within the deposit area, certificates of deposit
increased $3,318,778, or 12.36%, during the first nine months of 2001.

Investment Securities

Investment securities increased from $23,740,091 at December 31, 2000
to $27,222,458 at September 30, 2001. The increase can be attributed to the
purchase of several available-for-sale securities during the first nine months
of the year. The funds to purchase these securities were provided from lower
yielding federal funds sold and the increase in deposits. Ridgeway Bancshares'
investment securities designated as available-for-sale at September 30, 2001
totaled $9,260,563. Held-to-maturity securities totaled $17,961,895 at September
30, 2001.

Loans

Ridgeway Bancshares continued its trend of loan growth during the first
nine months of 2001. Net loans increased $874,049, or 2.22%, during the period.
As shown Dbelow, the main component of growth in the loan portfolio was real
estate loans, which increased 5.08%, or $1,198,236, from December 31, 2000.
Also, consumer and other loans increased $89,909, or 1.03%. Balances within the
major loans receivable categories as of September 30, 2001 and December 31, 2000
are as follows:

September 30, December 31,

2001 2000
Real estate ... i, $24,800,728 $23,602,492
Home equity ..t iii ittt ieieeen 2,272,717 2,420,481
Commercial and industrial .............. 4,810,403 5,045,202
Consumer and other ...........cciiiuieeen.. 8,826,459 8,736,550
$40,710,307 $39,804,725

Risk Elements in the Loan Portfolio
The following is a summary of risk elements in the loan portfolio:

September 30,

2001 2000
Loans:
NONACCTUAL L1O0ANS 4ttt ittt ettt ettt ee e eeeeeeeeeennnn $360, 744 $185,762
Accruing loans more than 90 days past due ......... $105,980 $ 33,017

Activity in the Allowance for Loan Losses is as follows:
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September 30,
2001 2000

Balance, JanuUary 1, ...ttt eeeennenneeeennn S 387,529 S 334,209
Provision for loan losses for the period ..... 54,000 45,000
Net loans (charged-off) for the period ....... (22,467) (2,512)
Balance, end of period .......eiiiiiirennnnn S 419,062 S 376,697
Gross loans outstanding, end of period ....... $ 40,710,307 $ 38,337,145
Allowance for loan losses to loans outstanding 1.03% 0.98%
Deposits

At September 30, 2001, total deposits had increased by $1,208,486, or
1.90%, from December 31, 2000. The largest increase was in certificates of
deposit, which increased $3,318,778, or 12.36%, from December 31, 2000 to
September 30, 2001. Expressed 1in percentages, noninterest-bearing deposits

decreased 1.27% and interest-bearing deposits increased 2.48%.

Balances within the major deposit categories as of September 30, 2001
and December 31, 2000 are as follows:

September 30, December 31,
2001 2000

oninterest-bearing demand deposits .......... $ 9,714,465 $ 9,839,029

Interest-bearing demand deposits ............. 9,016,304 9,211,538
Money-market accounts .........ieiiiinneeeennn 8,457,583 10,161,177
Savings deposits ...ttt e e e e e e 7,534,858 7,621,758
Time deposits $100,000 and over .............. 8,095,969 6,864,350
Other time deposits ..., 22,079,722 19,992,563
$64,898,901 $63,690,415

Liquidity

Liquidity needs are met by Ridgeway Bancshares through scheduled
maturities of loans and investments on the asset side and through pricing
policies on the liability side for interest-bearing deposit accounts. The level
of liquidity 1is measured by the loan-to-total borrowed funds ratio, which was at
60.11% at September 30, 2001 and 60.21% at December 31, 2000.

Securities available-for-sale, which totaled $9,260,563 at September
30, 2001, serves as a ready source of liquidity. Ridgeway Bancshares also has
lines of credit available with correspondent banks to purchase federal funds for
periods from one to seven days. At September 30, 2001, wunused lines of credit
totaled $5,000,000.

Capital Resources

Total shareholders' equity increased from $7,840,482 at December 31,

79



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

2000 to $8,597,286 at September 30, 2001. The increase is due to net income for
the period of $792,243, partially offset by dividends of $160,000. Shareholder's
equity was also increased Dby the $124,561 increase 1in the fair wvalue of
securities available-for-sale.

The following table summarizes Ridgeway Bancshares' risk-based capital
at September 30, 2001:
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Shareholders' equUity ..ttt ittt ettt e ettt et e $ 8,597,286

Less: unrealized gains on available-for-sale securities ....... 106,148

Less: disallowed intangible assets ...ttt eennnnn 322,000

Tier 1 Capital ..ttt ittt e e e e ettt ettt e 8,169,138

Plus: allowance for loan 10SSeS (1) vttt ittt teeeeeeenennn 418,533

Total CaPital v ittt ittt ettt ettt e et e e $ 8,587,671

Risk-weighted asset s ...ttt ittt it ettt et eeeeeeeeaennn $42,321,000

Risk-based capital ratios

Total capital (to risk-weighted assets) .......... 0., 20.29%
Tier 1 capital (to risk-weighted assets) ..........cciiiiiio.... 19.30%
Tier 1 capital (Lo average asSeLS) v i ittt eeeeeeenneeeeeeens 10.66%

INFORMATION ABOUT COMMUNITY BANKSHARES
General

Community Bankshares is a South Carolina corporation and a bank holding
company. Community Bankshares commenced operations on July 1, 1993, upon
effectiveness of the acquisition of the Orangeburg National Bank as a wholly
owned subsidiary. In June 1996 Community Bankshares acquired all the stock of
Sumter National Bank, which is also a wholly owned subsidiary. In July 1998
Community Bankshares acquired all the stock of Florence National Bank, which is
also a wholly owned subsidiary.

Orangeburg National Bank is a national Dbank, chartered in 1987,
operating from two offices located in Orangeburg, South Carolina.

Sumter National Bank is a national bank, chartered in 1996, operating
from one office located in Sumter, South Carolina. The Sumter bank plans to open
its second office in February 2002.

Florence National Bank is a national bank, chartered in 1998, operating
from one office located in Florence, South Carolina.

Business of Banking

The Orangeburg, Sumter and Florence banks offer a full array of
commercial bank services. Deposit services include Dbusiness and personal
checking accounts, NOW accounts, savings accounts, money market accounts,
various term certificates of deposit, IRA accounts, and other deposit services.
The Federal Deposit Insurance Corporation insures deposits up to applicable
limits. Most of the subsidiary banks' deposits are attracted from individuals
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and small businesses.

The subsidiary banks offer secured and unsecured, short-to-intermediate
term loans, with floating and fixed interest rates for commercial and consumer
purposes. Consumer loans include: car loans, home equity improvement loans
secured by first and second mortgages, personal expenditure loans, education
loans, and the like. Commercial loans include short-term unsecured loans, short
and intermediate term real estate mortgage loans, loans secured by listed
stocks, loans secured by equipment, inventory, accounts receivable, and the
like. The subsidiary Dbanks do not and will not discriminate against any
applicant for credit on the basis of race, color, creed, sex, age, marital
status, familial status, handicap, or derivation of income from public
assistance programs.
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Other services offered by the subsidiary banks include safe deposit

boxes, night depository service, VISA and Master Card charge cards (through a
correspondent), tax deposits, sale of U.S. Treasury bonds, notes and bills and
other U. S. government securities (through a correspondent), and twenty-four

hour automated teller service. Each of the subsidiary Dbanks has ATMs and they
are all part of the Star and Cirrus networks.

Competition

The market for financial institutions in Orangeburg, Sumter, and
Florence is highly competitive. Banks generally compete with other financial
institutions through the banking services and products offered, the pricing of
services, the level of service provided, the convenience and availability of
services, and the degree of expertise and personal concern with which services
are offered. The subsidiary banks encounter strong competition from most of the
financial institutions in their market areas.

The market area for the Orangeburg Dbank generally encompasses an area
extending nine miles around the city of Orangeburg. The market area for the
Sumter bank generally encompasses the county of Sumter. The market area for the
Florence bank generally encompasses the city of Florence. In the conduct of
certain banking business, the subsidiary banks also compete with credit unions,
consumer finance companies, 1insurance companies, money market mutual funds, and
other financial institutions, some of which are not subject to the same degree
of regulation and restrictions imposed upon banks. Many of these competitors
have substantially greater resources and lending limits than the subsidiary
banks and offer certain services, such as international Dbanking and trust
services, that the subsidiary banks do not provide. The subsidiary banks
believe, however, that their relatively small size permits them to offer more
personalized services than many of their competitors. The subsidiary banks
attempt to compensate for their lower lending limits by participating larger
loans with other institutions, often with each other.

Most of the other financial institutions in the Orangeburg, Sumter, and

Florence areas are branch offices of large, regional Dbanks. At June 30, 2001,
there were eight commercial Dbanks or thrift institutions competing with
Community Bankshares in Orangeburg County, seven commercial banks or thrift

institutions competing with Community Bankshares in Sumter County and 18
commercial banks or thrift institutions competing with Community Bankshares in
Florence County. In Sumter County, the SAFE Federal Credit Union is also a major
competitor.
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Dependence on Major Customers

The subsidiary banks do not consider themselves dependent on any single
customer or small group of customers, either in the deposit or lending areas.

Employees

At December 31, 2000 Community Bankshares employed 84 full time
equivalent employees. Of these, the Orangeburg bank employed 38, the Sumter bank
employed 19, the Florence bank employed 11 and 16 were employed by the holding

company. Management believes that its employee relations are excellent.

Description of Properties

Community Bankshares' Orangeburg bank owns land located at 1820
Columbia Road NE, in Orangeburg, South Carolina. The Orangeburg bank maintains
its main office at this address. The total investment in this real estate was

$245,000. The bank operates from a one-story building of approximately 7,000
square feet. The bank's investment in the building is $536,000.

The Orangeburg bank also owns a building, which was previously a branch
of the bank, at the corner of Broughton and Glover Streets in Orangeburg. The
bank's investment in the land is $120,000. The bank's investment in the building
plus its improvements and renovations is $83,000. The Orangeburg bank currently
rents this facility to Community Bankshares for office space. In June 1999 the
bank moved into a new branch facility located adjacent to the old building. This
new branch office is approximately 6,500 square feet and the total investment in
it was approximately $790,000, with an additional investment of $78,000 in land
improvements.

The foregoing properties are owned in fee simple by the Orangeburg
bank. Management believes that insurance coverage on the foregoing properties is
adequate.

Community Bankshares' Sumter Dbank owns land located at 683 Bultman
Drive, in Sumter, South Carolina. The Sumter bank maintains its main office at
this address. The total investment in this real estate was $317,000. The bank
operates from a one-story building of approximately 6,500 square feet. The
bank's investment in the building is $606,000.

The foregoing property 1is owned in fee simple by the Sumter bank.
Management Dbelieves that insurance coverage on the foregoing properties is
adequate.

The Florence bank is leasing approximately 1.7 acres of land located at
2009 Hoffmeyer Road in Florence, South Carolina. This land is the site of the
main office for Florence National Bank. The details of the lease are discussed
in Note 6 to the financial statements contained elsewhere in this Proxy
Statement /Prospectus. Community Bankshares has constructed a one-story building
for the Florence bank of approximately 7,500 square feet on the leased site. The
building cost approximately $724,000. Management Dbelieves that insurance
coverage on the foregoing properties is adequate.

Legal Proceedings
Community Bankshares and its subsidiaries are not parties to any

material legal proceedings other than ordinary routine litigation incidental to
their business.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2000 AND DECEMBER 31, 1999:
General

The discussion and data presented below analyze major factors and
trends regarding the financial position and results of operations of Community
Bankshares and its subsidiary banks for the three year period ended December 31,
2000.

Business of Community Bankshares and its Subsidiaries

Community Bankshares 1Inc. 1is a Dbank holding company . It was
incorporated on November 30, 1992, and commenced operations July 1, 1993, by
acquiring Orangeburg National Bank. Community Bankshares now owns three banking
subsidiaries: Orangeburg National Bank, Sumter National Bank, and Florence
National Bank. Community Bankshares provides item and data processing and other
technical services for its banking subsidiaries. The consolidated financial
report for 2000 represents the operations of the holding company and its three
banks. (Parent-only financial statements are presented in the footnotes to the
consolidated financial statements.)

Orangeburg National Bank 1is a national Dbanking association and
commenced operations in November 1987. It operates two offices in Orangeburg,
South Carolina. Sumter National Bank is a national Dbanking association and
commenced operations in June 1996. It operates one office in Sumter, South
Carolina. Florence National Bank is a national banking association and commenced
operations in July 1998. It operates one office in Florence, South Carolina. The
banks provide commercial banking services in their respective communities. Their
primary customer markets are consumers and small businesses.

Stock Split and Stock Dividend
On January 31, 2000 Community Bankshares effected a five-percent stock

dividend. All references to per share information contained in this discussion
have been adjusted accordingly.
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Distribution of Assets and Liabilities
The following table presents the average Dbalance sheets, the average
yield and the interest earned on earning assets, and the average rate and the

interest paid on interest Dbearing 1liabilities for the years ended December 31,
2000, 1999 and 1998.

Years ended December 31, 2000 1999
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Assets

Interest bearing deposits
Investment securities taxable
Investment securities--tax
exempt

Federal funds sold

Loans receivable (2)

Total interest earning assets
Cash and due from banks
Allowance for loan losses
Premises and equipment

Other assets

Total assets

Liabilities and

Shareholders' Equity
Interest bearing deposits
Savings

Interest bearing transaction
accounts
Time deposits

Total interest bearing
deposits

Short term borrowing
FHLB advances

Total interest bearing
liabilities
Noninterest bearing demand

deposits
Other liabilities
Shareholders' equity

Total liabilities and

shareholders' equity

Interest rate spread (3)

Net int.
assets (4)

(1) Computed on a fully
34%.

taxable

income and net yield on earning

Interest
Average Income/ Yields/
Balance Expense (1) Rates (1)
S 1,024 S 64 6.25%
47,377 3,025 6.38%
807 32 6.01%
6,670 430 6.45%
179,654 16,750 9.32%
235,532 20,301 8.62%
8,582
(2,1806)
4,564
3,232
$249,724
$ 33,445 $ 1,358 4.06%
21,039 329 1.56%
119,949 6,905 5.76%
174,433 8,592 4.93%
4,501 218 4.84%
19,385 1,165 6.01%
198,319 9,975 5.03%
28,531
1,421
21,453
$249,724
3.59%
$10, 326 4.38%

equivalent

Interest
Average Income/ Yields/
Balance Expense (1) Rates (

(Dollar amounts in thousands)

$ 1,937 $ 101 5.21%
39,856 2,458 6.17%
783 30 5.81%
10, 967 555 5.06%
139,215 12,406 8.91%
192,758 15,550 8.07%
8,896
(1,692)
4,549
2,251
$206,762
$ 28,321 $ 943 3.33%
17,417 269 1.54%
96,761 4,901 5.07%
142,499 6,113 4.29%
5,210 170 3.26%
12,335 675 5.47%
160,044 6,958 4.35%
26,124
978
19,616
$206,762
3.72%
$ 8,592 4.46%

basis using a federal tax rate of

(2) DNonaccruing loans are included in the average loan balances and income from
such loans is recognized on a cash basis.

(3) Total interest earning assets yield less total interest bearing liabilities
rate.
(4) Net yield equals net interest income divided by total interest earning

assets.
Earnings Performance,

Community

Bankshares'

2000 compared to 1999

net income was

$3,147,000 or $.99 per share in
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2000. This compares to $2,182,000 or $.68 per share in 1999, an increase of
$965,000, or 44.2%.

This increase in earnings resulted from improved profit at all three
banks. Earnings at the Sumter bank increased to $908,000 in 2000 from $559,000
in 1999, an increase of 62.4% or $349,000. Earnings at the Orangeburg Dbank
increased to $2,243,000 in 2000 from $2,054,000 in 1999, an increase of 9.2% or
$189,000. Earnings at the Florence bank increased to $78,000 in 2000 from a loss
of $314,000 for 1999, an improvement of $392,000.
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Interest Income and Interest Expense, 2000 compared to 1999

Community Bankshares' interest income increased substantially in 2000
from 1999. In 2000 Community Bankshares earned $20,301,000 in total interest
income, up from the prior year's $15,550,000. This represented a $4,751,000 or a
30.6% increase. This growth was mostly the result of increased volume in the
loan and investment portfolios at the three banks.

Interest Dbearing deposits in other banks contributed $64,000 to
interest income in 2000, down from $101,000 the prior vyear, a decrease of
$37,000 or 36.6%. In 2000 Community Bankshares had an average of $1,024,000 in
interest bearing deposits, down from the prior year's $1,937,000, a decrease of
$913,000 or 47.1%. The average yield on these deposits during 2000 was 6.25%, up
from the prior year's 5.21%.

Investments contributed $3,025,000 to interest income in 2000, up from
$2,458,000 the prior year, an increase of $567,000 or 23.1%. The investment
portfolio averaged $47,377,000 in 2000, up from the prior year's $39,856,000, an

increase of $7,521,000 or 18.9%. Community Bankshares' investment portfolio
consists primarily of short-term U. S. government and agency debt issues. The

average yield on investments during 2000 was 6.38%, up from 6.17% in 1999.

Community Bankshares' tax-exempt securities portfolio earned $32,000
during 2000, up from $30,000 the prior year, an increase of $2,000 or 6.7%. The
portfolio averaged $807,000 in 2000, wup from $783,000 in 1999, an increase of
$24,000 or 3.1%. The average yield was 6.01%, compared to 5.81% the prior year,
on a fully taxable equivalent basis.

Federal funds sold represent temporary surplus funds that one bank
lends to another. These funds are a source of day to day operating liquidity.
Federal funds sold contributed $430,000 to interest income in 2000, down from
$555,000 1in the prior vyear, a decrease of $125,000 or 22.5%. Community
Bankshares had an average of $6,670,000 in federal funds during 2000, down from
the prior year's $10,967,000, a decrease of $4,297,000 or 39.2%. The average
yield on federal funds during 2000 was 6.45%, up from 5.06% in 1999. The decline
in federal funds sold was directly related to continued strong loan demand.

Community Bankshares' major source of interest income is the loan
portfolio, which contributed $16,750,000 to interest income in 2000, up from
$12,406,000 in the prior year, an increase of $4,344,000 or 35%. The average
loan portfolio for 2000 was $179,654,000 compared to the prior vyear's
$139,215,000, an increase of $40,439,000 or 29%. The average vyield on loans
during 2000 was 9.32%, up from 8.91% in 1999.

Community Bankshares had average earning assets 1in 2000 of
$235,532,000, which earned a yield of 8.62%. Community Bankshares had average
earning assets in 1999 of $192,758,000, which earned a yield of 8.07%. Average
earning assets increased $42,774,000 or 22.2%.
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The category savings accounts consists of savings and money market
accounts. Total savings accounts averaged $33,445,000 in 2000, wup from
$28,321,000 in the prior year, an increase of $5,124,000 or 18.1%. The cost of
these funds increased to 4.06% in 2000 from 3.33% in the prior year.

Interest bearing transaction accounts are the primary checking accounts
that the banks offer customers. This overall category was $21,039,000 in 2000,
up from $17,417,000 in 1999, an increase of $3,622,000 or 20.8%. The average
cost of these funds was 1.56% in 2000 compared to 1.54% in the prior year.

Time deposits are the largest category of deposits, averaging
$119,949,000 in 2000, wup from $96,761,000 in the prior year, an increase of
$23,188,000 or 24%. The cost of time deposits increased to 5.76% from 5.07%.

Short-term borrowing includes federal funds purchased and securities
sold under agreements to repurchase. The repurchase agreements are entered into
with a number of larger commercial customers. These accounts are not deposits;
they are considered other obligations of the subsidiary banks. Balances in these
accounts are subject to wide fluctuation, but they constitute a relatively small
portion of the balance sheet. The average balance for 2000 was $4,501,000, down
from $5,210,000 in the prior year, a decrease of $709,000 or 13.6%. The cost of
these funds increased to 4.84% from 3.26%.

The subsidiary banks are members of and have the ability to borrow from
the Federal Home Loan Bank (FHLB). The Dbanks had an average $19,385,000
outstanding borrowing balance during 2000 at an average cost of 6.01%. The banks
had an average $12,335,000 outstanding during 1999 at an average cost of 5.47%.
Borrowings increased by $7,050,000 or 57.2%. These Dborrowings are mostly for
longer terms than other interest bearing liabilities and are part of the banks'
on—-going asset/liability management strategy. These loans are secured by a
blanket lien on the subsidiary banks' one-to-four family residential mortgage
loan portfolios or portions of their investment portfolios or the subsidiary
banks' FHLB stock.
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Community Bankshares had total interest bearing liabilities in 2000 of
$198,319,000 costing an average of 5.03% compared with interest Dbearing
liabilities 1in 1999 of $160,044,000 costing an average of 4.35%. Average
interest bearing liabilities increased $38,275,000 or 23.9%.

Earnings Performance, 1999 compared to 1998

Community Bankshares' net income was $2,182,000, or $.68 per share, in
1999. This compares to $1,567,000, or $.52 per share, in 1998, an increase of
$615,000, or 39%.

Management views this increase in earnings as primarily the result of a
212% increase in earnings at the Sumter bank to $559,000 in 1999 from $179,000
in 1998 and a $317,000 increase in earnings at the Orangeburg bank to $2,054,000
in 1999 from $1,737,000 in 1998. The Florence bank showed a net loss of $314,000
for the twelve-month period in 1999 compared to a net loss of $331,000 for six
months of operation in 1998.

Interest Income and Interest Expense, 1999 compared to 1998
Community Bankshares' interest income increased substantially in 1999

from 1998. In 1999 Community Bankshares earned $15,550,000 in total interest
income, up from the prior year's $12,320,000. This represented a $3,230,000 or a
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26.2% 1increase. This growth was mostly the result of increased volume in the
loan and investment portfolios at each of the three subsidiary banks.

Interest Dbearing deposits in other banks contributed $101,000 to
interest income in 1999, down from $126,000 the prior vyear, a decrease of
$25,000 or 19.8%. In 1999 Community Bankshares had an average of $1,937,000 in
interest bearing deposits, down from the prior year's $2,385,000, a decrease of
$448,000 or 18.8%. The average yield on these deposits during 1999 was 5.21%,
down from the prior year's 5.28%.

Investments contributed $2,458,000 to interest income in 1999, up from
$1,915,000 the prior year, an increase of $543,000 or 28.4%. The investment
portfolio averaged $39,856,000 in 1999, up from the prior year's $30,096,000, an

increase of $9,760,000 or 32.4%. Community Bankshares' investment portfolio
consists primarily of short-term U. S. government and agency debt issues. The

average yield on investments during 1999 was 6.17%, down from 6.36% in 1998.

Community Bankshares' tax-exempt securities portfolio earned $30,000
during 1999, up from $14,000 the prior year. The portfolio averaged $783,000 in
1999, up from $341,000 in 1998, an increase of $442,000 or 130%. The average
yield was 5.81%, compared to 6.22% the prior year, on a fully taxable equivalent
basis.

Federal funds sold contributed $555,000 to interest income in 1999,
down slightly from $568,000 in the prior year, a decrease of $13,000 or 2.3%.
Community Bankshares had an average of $10,967,000 in federal funds during 1999,
up from the prior vyear's $10,626,000, an increase of $341,000 or 3.2%. The
average yield on federal funds during 1999 was 5.06%, down from 5.35% in 1998.

Community Bankshares' loan portfolio contributed $12,406,000 to
interest income in 1999, wup from $9,697,000 in the prior year, an increase of
$2,709,000 or 28%. The average loan portfolio for 1999 was $139,215,000,
compared to the prior year's $103,500,000, an increase of $35,715,000 or 34.5%.
The average yield on loans during 1999 was 8.91%, down from 9.37% in 1998.

Community Bankshares had average earning assets 1in 1999 of
$192,758,000, which earned a yield of 8.07%. Community Bankshares had average
earning assets in 1998 of $146,948,000, which earned a yield of 8.38%. Average
earning assets increased $45,810,000 or 31.2%.

Community Bankshares' savings accounts averaged $28,321,000 in 1999, up
from $22,235,000 in the prior year, an increase of $6,086,000 or 27.4%. The cost
of these funds decreased to 3.33% in 1999 from 3.48% in the prior year.
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Interest bearing transaction accounts averaged $17,417,000 in 1999, up
from $14,028,000 in 1998, an increase of $3,389,000 or 24.2%. The average cost
of these funds was 1.54% in 1999, compared to 1.80% in the prior year.

Time deposits averaged $96,761,000 in 1999, up from $73,045,000 in the
prior year, an increase of $23,716,000 or 32.5%. The cost of time deposits
decreased to 5.07% from 5.50%.

Short-term borrowing averaged $5,210,000 in 1999, up from $3,225,000 in
the prior vyear, an increase of $1,985,000 or 61.5%. The cost of these funds

decreased to 3.26% from 3.69%.

The subsidiary Dbanks had an average $12,335,000 outstanding in FHLB
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borrowings during 1999 at an average cost of 5.47%. The subsidiary banks had an
average $6,905,000 outstanding during 1998 at an average cost of 5.65%.
Borrowings increased by $5,430,000 or 78.6%.

Community Bankshares had average interest bearing liabilities in 1999
of $160,044,000 costing an average of 4.35%, compared with interest bearing
liabilities 1in 1998 of $119,438,000 that cost an average of 4.65%. Average
interest bearing liabilities increased $40,606,000 or 34%.

Volume and Rate Variance Analysis

The table "Volume and Rate Variance Analysis" provides a summary of
changes in net interest 1income resulting from changes in volume and changes in
rate (The changes in volume are the difference Dbetween the current and prior
year's Dbalances times the prior vyear's rate. The changes 1in rate are the
difference between the current and prior vyear's rate times the prior year's
balance.)

As reflected in the table, the increase in 2000 net interest income of
$1,734,000 is primarily due to changes in volume. Of the $4,751,000 increase in
interest income $3,748,000 or 79% was from volume growth in the loan portfolio.
Of the $3,017,000 increase in interest expense $1,276,000 or 42% was due to
volume increases for time deposits. Also, $728,000 or 24% of the increase was
due to rate changes in time deposits. During 1999 there was a similar pattern,
only more of the increase in net interest income came from changes in volume.
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Volume and Rate Variance Analysis

2000 compared to 1999

Volume Rate Total
Interest earning assets (Dollar amounts in
Interest bearing deposits ....eivieiieeeennn. S (54) S 17 S (37)
Investment securities taxable ............... 480 87 567
Investment securities--tax exempt ........... 1 1 2
Federal funds sold ...ttt ieeenn. (252) 127 (125)
Loans receivable . ...ttt nneanns 3,748 596 4,344
Total interest income ..........ccoiiiieeennn. 3,923 828 4,751
Interest bearing liabilities
1T 7 o L = 188 227 415
Interest bearing transaction ................ 57 3 60
accounts
Time deposits ittt ittt et ee e 1,276 728 2,004
Total interest bearing deposits ............. 1,521 958 2,479
Short term borrowing ..........eiiiiieenee... (25) 73 48
FHLB @dVanCeS v vttt ittt e eee e aneeeeneeeanenns 416 74 490
Total interest expense ........ceoeeieeeeeennn. 1,912 1,105 3,017



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

Net interest 1nCOmMe . ...ttt iiin et ennennnnnn $ 2,013 S (277) S 1,734 S
Premises And Equipment
Premises and equipment were $4,411,000 at December 31, 2000 compared to
$4,619,000 the prior vyear, a decrease of $208,000 or 4.5%. There were no
significant changes in Community Bankshares' fixed asset accounts. Premises and
equipment are discussed further in Note 6 to the attached consolidated financial
statements of Community Bankshares.
Investment Portfolio
Community Bankshares' investment portfolio consists primarily of
short-term U. S. government and agency debt issues. Investment securities
averaged $48.2 million in 2000, $40.6 million in 1999 and $30.4 million in 1998.
Note 4 to the consolidated financial statements provides further information on
the investment portfolio.
The table below gives the amortized cost and fair value of Community
Bankshares' investment portfolio for the past three years.
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2000 1999
Amortized Fair value Amortized Fai
cost —————————- cost ——-
Securities held-to-maturity (Dollar amounts in tho
U.S. government and agencies ............. $12,371 $12,217 $13,369 $1
State and local government ............... - - -
Total held-to-maturity ...........c.c...... $12,371 $12,217 $13,369 $1
Securities available-for sale
U.S. government and agencies ............. $38,599 $38,403 $28,931 $2
State and local government ............... 814 810 825
Other securities .......c.iiiii .. 1,982 1,982 1,601
Total available for sale .......coueiue... $41,395 $41,195 $31,357

Information on the maturity distribution of the investment portfolio 1is
presented in Note 4 to the financial statements.

At December 31, 2000 Community Bankshares' available for sale portfolio
showed a net of tax other comprehensive loss in the equity section of the
balance sheet of $131,000 compared to $511,000 the prior year. The change in the
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valuation of the investment portfolio was directly related to the changes in
market interest rates during the year. Management considers it unlikely that a
significant amount of investments will be sold prior to maturity and does not
regard the valuation as anything other than a temporary fluctuation in market
value.

Loan Portfolio

The average size of the loan portfolio in 2000 was $179.7 million,
compared to $139.2 million in 1999 and $103.5 million in 1998.

At December 31, 2000 the net loan portfolio was $192.7 million,
compared to $155.2 million the prior vyear, an increase of $37.5 million or
24.2%.

Management believes the loan portfolio is adequately diversified. There
are no foreign loans and few agricultural loans.

The table, "Loan Portfolio Composition," in the following section,
indicates the amounts of loans outstanding according to the type of loan at the
dates indicated.

Loan Portfolio Composition

The following table shows the composition of the loan portfolio for the
years ended December 31, 1996 through 2000.

Loan category 2000 1999 1998

(Dollar amounts in thousa

Commercial, financial and agricultural $51, 966 $39,752 $29,403
Real estate - construction 15,389 9,156 5,738
Real estate - mortgage 98,154 84,680 62,789
Installment loans to individuals 29,270 23,033 19,325
Obligations of political subdivisions 298 468 540
Total loans - gross $195,077 $157,089 $117,795
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Commercial, financial, and agricultural loans, primarily representing
loans made to small businesses, increased by $12.2 million or 30.7% during 2000.
These loans may be made on either a secured or an unsecured basis. When taken,
security usually consists of liens on inventories, receivables, equipment, and
furniture and fixtures. Unsecured business loans are generally short-term with
emphasis on repayment strengths and low debt to worth ratios.

Real estate loans consist of construction loans and loans secured by
mortgages. Construction loans are also generally secured with mortgages. Because
Community Bankshares' subsidiaries are community Dbanks, real estate loans
comprise the bulk of the loan portfolio. Construction loans increased $6.2
million or 68.1% in 2000. Mortgage loans increased $13.5 million or 15.9% in
2000.
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During 1998 through 2000 Community Bankshares generally did not compete

with 15 and 30 year fixed secondary market mortgage interest rates, so it
elected to pursue the origination of mortgage loans that could be easily sold
into the secondary mortgage market. These loans were generally pre-qualified

with the wunderwriters to avoid problems in the sale of the loans. In 2000, 1999
and 1998 Community Bankshares sold $5.9 million, $9.9 million and $12.1 million,
respectively, in such loans. These loans were sold at par so no gain or loss
would be recognized at the time of sale. However, the origination and sale of
these loans generates fee income. Community Bankshares also makes mortgage loans
for its own account. Such loans are wusually for a shorter term than loans
originated to sell and usually have a variable rather than a fixed interest
rate.

Installment loans to individuals increased $6.2 million or 27.1% in
2000.

Interest income from the loan portfolio was $16.7 million in 2000
compared to $12.4 million in 1998, an increase of $4.3 million or 35%. The
average yield on the portfolio was 9.32% in 2000, compared to 8.91% in 1999.

Maturity Distribution of Loans
The following table sets forth the maturity distribution of Community

Bankshares' loans, by type, as of December 31, 2000 as well as the type of
interest on loans due after one year.

After one Over
Within one year but five
Category year within five years years

(Dollar amounts in thousands)

Commercial $24,903 $23,269 $ 4,092
Real estate 33,724 52,277 27,542
Installment 10,113 18,175 982
Total $68, 740 $93,721 $32,616

Loans due after one year
Predetermined interest rate
Floating interest rate

Total

Lending Risks

Because extending credit involves a certain degree of risk, management
has established loan and credit policies designed to control both the types and
amounts of risks assumed and to minimize losses. Such policies include
limitations on loan-to-collateral values for various types of collateral,
requirements for appraisals of real estate collateral, problem loan management
practices and collection procedures, and nonaccrual and charge-off guidelines.
Community Bankshares also conducts internal 1loan reviews to monitor on an
ongoing basis the quality of its portfolio.
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Community Bankshares has a geographic concentration of loans within its
home communities of Orangeburg, Sumter, and Florence, South Carolina, Dbecause
its primary business is community banking.

Concentrations of credit also occur where a number of customers are

engaged 1in similar business activities. A concentration 1is defined as a
concentration of loans exceeding 10% of total loans. The subsidiary banks

regularly review their Dbusiness 1lending in an effort to detect, monitor and
control such loan concentrations. At December 31, 2000, Community Bankshares had
no such loan concentrations.

Nonaccrual and Past Due Loans

The nonaccrual, past due, and impaired loans and other real estate
owned are summarized in Note 5 to the consolidated financial statements.
Community Bankshares had no restructured loans in 2000 or 1999.

2000 1999

(Dollar amo

NOoNacCCrUal L1OAINS vttt ittt it ittt ittt ettt it et $ 238 $ 90
Accruing loans 90 days or more past due ......oiiiiitiinnnnnn.. 93 6

Total as a % of outstanding loans ........ceeeieeeeennnenn. ==Zi:;% ZiZZ%
Other Real Estate Owned ........ ..ttt :====i Z==i
Impaired Loans (included in non accrual) ......ceeeiieeeennnenn. :==Z§Z Zzzz

Gross income that would have been recorded for the year ended December
31, 2000 and 1999, if nonaccrual loans had been performing in accordance with
their original terms was approximately $32,641 and $2,100 respectively. No
interest income was recognized in the 2000 period for the non-accrual loans.

Community Bankshares' nonaccrual loan policy is discussed in Note 2 to
the consolidated financial statements in the section labeled Loans Receivable.
Community Bankshares' policy on impaired 1loans is discussed in Note 2 to the
consolidated financial statements 1in the section labeled Allowance for Loan
Losses.

Nonaccrual loans and impaired loans were not material in relation to
the portfolio as a whole in 2000. Management is aware of no trends, events or
uncertainties that would cause nonaccrual loans to change materially in 2001.

Potential Problem Loans

At December 31, 2000, Community Bankshares' internal loan review
program had identified $992,000 (0.51% of the portfolio) in various loans where
information about credit problems of borrowers had caused management to have
concerns about the ability of the borrowers to comply with original repayment
terms.
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The amounts reflected above do not represent management's estimate of
the potential losses since a large proportion of these loans are secured by real
estate and other marketable collateral.

Secured versus Unsecured Loans

Community Bankshares does not aggressively seek to make unsecured
loans, since these loans may be somewhat more risky than collateralized 1loans.
There are, however, occasions when it is in the business interests of Community
Bankshares to provide short-term, unsecured loans to selected customers. 1In
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2000, Community Bankshares had $12.4 million in unsecured loans or 6.4% of its
loan portfolio. In 1999, Community Bankshares had $9.6 million in unsecured
loans or 6.1% of its loan portfolio.

Loan Participations

Periodically, Community Bankshares' banking subsidiaries enter into
sales or purchases of loan participations with one another and other financial
institutions. The subsidiary banks generally only sell participations in loans
that would cause the bank to exceed its lending limitation to a single customer.
As the subsidiary Dbanks' 1lending 1limits increase they may buy back such loan
participations. Such loans are wusually commercial in nature, subject to the
purchasing bank's standard underwriting requirements, and all risks associated
with the portion of the loan sold flow to the purchaser.

At the end of 2000 the three subsidiary banks had $14,748,000 in loan
participations purchased. Of these loans $6,017,000 was with nonaffiliated
banks.

At the end of 2000 the three subsidiary banks had $10,895,000 in loan
participations sold. Of these loans $2,164,000 was with nonaffiliated banks.

At the end of 1999 the three subsidiary banks had $7,292,000 in loan
participations purchased. Of these loans, all but $564,000 were among the three
banks.

At the end of 1999 the three subsidiary banks had $6,701,000 in loan
participations sold. Of these loans, all were sold among the three banks.

Other Real Estate

Other real estate, consisting of foreclosed properties, was $0 in 2000
and 1999 and $266,000 in 1998. Other real estate is 1initially recorded at the
lower of net loan balance or its estimated fair value, net of estimated disposal
costs. The estimate of fair value for foreclosed properties 1is determined by
appraisal at the time of acquisition.

Summary Of Loan Loss Experience
Allowance for Loan Losses

The allowance for loan losses is increased by the provision for loan
losses, which is a direct <charge to expense. Losses on specific loans are
charged against the allowance in the period in which management determines that
such loans become uncollectible. Recoveries of previously charged-off loans are
credited to the allowance. At December 31, 2000 and 1999 the allowance for loan
losses was 1.24% and 1.23%, respectively, of total loans. The following table
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provides details on the changes in the allowance for loan losses during the past
five fiscal years.

76
2000 1999
(Dollar amo

Average amount of loans outstanding ........c..iiiiinneneeeeeennnnnn $179, 654 $139,215
Allowance for loan losses — JanuUary 1 ...ttt eeeeneneeeeeneennns $ 1,936 $ 1,459
Loan charge-offs:
2T B Y i i 78 0
IS 0= o= B 0 (11 o 116 95
Credit cards and related Plans ... i ittt ittt ettt eneeeeeeeeeneeeens 9 5
Commercial and OLher ...ttt ittt e ettt et eeee et eaaeaaenn 33 80
Total charge—0ffs ..t ittt et e e e e e ettt et eeee e 236 180
Recoveries:
2T B = = 3 0
IS o= o= B 0 (1T o e 25 17
Credit cards and related Plans ...ttt ittt ettt eneeeeeeeeeneeeens 2 3
(O3 41110 et e = 6 25
] wi= T A ol YT v i = 36 45
Net charge—0ffs ..ttt it e et e et e et e et e e ettt aeeeeeneens 200 135
Provision for 10an 1OSSES v ittt ittt ettt ettt eeaeeeeeeeenneeeens 688 612
Allowance for loan 10SsSeS — DeC. 3l ittt tttee e tteeeeeeeennenn S 2,424 $ 1,936
Ratios
Net charge-offs to average loans outstanding ...............cc..... 0.11% 0.10%
Net charge-offs to loans outstanding at end of year ............... 0.10% 0.09%

llowance for loan losses to average loaNnsS ... vvieereennnnnennens 1.35% 1.39%
Allowance for loan losses to total loans at end of year ........... 1.24% 1.23%
Net charge-offs to allowance for lOSSES ...ttt iiiinereenennennnns 8.25% 6.97%
Net charge-offs to provision for loans 1lOSSES ...ttt nnnnnnnns 29.07% 22.06%

Management reviews its allowance for loan losses 1in three Dbroad
categories: commercial, real estate and installment loans. The combination of a
relatively short operating history and relatively high asset quality precludes
management from establishing a specific loan loss percentage for the computation
of the allowance for each category. Instead management assigns an estimated
percentage factor to each in the computation of the overall allowance. 1In
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general terms, the real estate portfolio is subject to the least risk, followed
by the commercial loan portfolio, followed by the installment 1loan portfolio.
The subsidiary Dbanks' internal and external loan review programs will from time
to time identify loans that are subject to specific weaknesses and such loans
will be reviewed for a specific loan loss allowance.

Community Bankshares operates three independent community Dbanks in
central South Carolina. Under the provisions of the National Bank Act each board
of directors is responsible for determining the adequacy of its bank's loan loss
allowance. In addition, each bank is supervised and regularly examined by the
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Office of the Comptroller of the Currency of the U. S. Treasury Department. As a
normal part of a safety and soundness examination, the OCC examiners will assess
and comment on the adequacy of a national bank's allowance for loan losses. The
allowance presented in this discussion is on an aggregated basis and as such
will generally show a substantial wunallocated reserve that might not be present
if the Corporation were comprised of one operating bank subsidiary.

The nature of community Dbanking is such that the loan portfolios will
be predominantly comprised of small and medium size business and consumer loans.
With community banks there is by definition a geographic concentration of loans
within the banks' respective city or county. Management at each subsidiary bank
monitors the loan concentrations and loan portfolio quality on an ongoing basis

including, but not limited to: quarterly analysis of loan concentrations,
monthly reporting of past dues, non-accruals, and watch loans, and quarterly
reporting of loan charge-offs and recoveries. These efforts focus on historical

experience and are bolstered by quarterly analysis of local and state economic
conditions, which is part of the subsidiary banks' assessment of the adequacy of
their allowances for loan losses.

Management Dbelieves that the allowance for loan losses, as of December
31, 2000 is sufficient to absorb the expected charge-offs and provide adequately
for the inherent losses that remain in the loan portfolio. Management will
continue to closely monitor the levels of non-performing and potential problem
loans and address the weaknesses 1in these credits to enhance the amount of
ultimate collection or recovery of these assets. Management considers the levels
and trends in non-performing and past due loans in determining how historical
loan loss rates are adjusted.

The following table presents the allocation of the allowance for loan
losses, as of December 31, 1996 through 2000, compared with the percent of loans
in the applicable categories to total loans.

% of % of
loans in loans in
each each
2000 category 1999 category 1998

o)

% of
loans in
each
category

(Dollar amounts in thousands)

Commercial ......oieeeeenn. $ 801 27% S 660 28% $ 364
Real estate ............... 752 58% 565 58% 385
Installment ............... 487 15% 360 15% 388
Unallocated ...........o.... 384 0% 351 0% 322

Total .. iinnnnnn. $2,424 100% $1,936 100% $1,459

$1,
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Community Bankshares maintains an allowance for loan losses it believes
sufficient to cover estimated losses. The allowance is allocated to different
segments of the portfolio, Dbased on management's expectations of risk in that
segment of the portfolio. This allocation 1is an estimate only and is not
intended to «restrict Community Bankshares' ability to respond to losses.
Community Bankshares charges losses from any segment of the portfolio to the
allowance, regardless of the allocation.

In reviewing the adequacy of the allowance for loan losses at the end
of each period, Community Bankshares considers historical loan loss experience,
current economic conditions, loans outstanding, trends in non-performing and
delinquent loans, and the quality of collateral securing problem loans. The
allowance for loan losses i1s management's best estimate of probable loan losses
that have been incurred as of December 31, 2000.

Provision for Loan Losses

The provision for loan losses 1s charged to earnings Dbased on
management's continuing review and evaluation of the loan portfolio and general

economic conditions. In reviewing the adequacy of the provision for loan losses
during each period, Community Bankshares considers historical 1loan 1loss
experience, current economic conditions, loans outstanding, trends in

non-performing and delinquent loans, the quality of collateral securing problem
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loans, and the results of its ongoing internal and external loan review process.
Provisions for loan losses totaled $688,000 and $612,000 in 2000 and 1999,
respectively. Based on the available information, Community Bankshares considers
its 2000 provision for loan losses adedquate.

Net charge-offs in 2000 were $200,000 or 29.1% of the provision for
loan losses compared to $135,000 or 22.1% of the provision for loan losses in
the prior year. See "Allowance for Loan Losses" for a discussion of the factors
management considers 1in its review of the adequacy of the allowance and
provision for loan losses.

Average Deposits

Community Bankshares' average deposits in 2000 were $203 million,
compared to $168.6 million in 1999, an increase of $34.3 million or 20.4%.

The total average deposits for Community Bankshares for the years ended
December 31, 2000, 1999 and 1998 are summarized below:

2000 1999

Average Average Average
balance cost balance

(Dollar amounts in thousands)

Noninterest bearing demand $ 28,531 $ 26,124
Interest bearing transaction accounts 21,039 1.56% 17,417
Savings-regular 8,414 2.12% 8,595

Average
cost

Av
ba
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Savings— money market 25,031 4.73% 19,726 3.
Time deposits less than $100,000 81,797 5.66% 39,406 5.
Time deposits greater than $100,000 38,152 6.10% 57,355 5.
Total average deposits $202,964 $168,623

At December 31, 2000 Community Bankshares had $38,702,000 in
certificates of deposit of $100,000 or more. The maturities of these
certificates are disclosed are as follows:

Maturity
(dollar amounts in

thousands)
Of 3 months or less 12,721
From 3 to 6 months 9,050
From 6 to 12 months 13,575
Over 12 months 3,356
$38,702

Return On Equity And Assets

The following table shows the return on assets (net income divided by
average total assets), return on equity (net income divided by average equity),
dividend payout ratio (dividends declared per share divided by net income per
share), and equity to assets ratio (average equity divided by average total
assets) for the years ended December 31, 2000, 1999 and 1998.
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2000 1999 1998
Return on assets (ROA) .t v ittt ittt it e teeeeeeeens 1.26% 1.06% 0.99%
Return on equity (ROE) ..ttt iiii ittt eennnennnn 14.67% 11.12% 8.91%
Dividend payout ratio (dividends/net income) ..... 20.50% 27.82% 28.91%
Equity as a percent of assets .........ciiiiiio... 8.59% 9.49% 11.17%

Short-Term Borrowings
Community Bankshares' short-term borrowings consist of federal funds

purchased and securities sold under agreements to repurchase, which generally
mature each business day. There was $9,352,000, $2,782,000, and $4,464,000
outstanding at year—-end 2000, 1999 and 1998, respectively. Further information
is provided in the following table.

2000 1999 1998

(Dollar amounts in thousands)

Outstanding at year—end ........oeeeeeeeeennennnnns $9,352 $2,782 $4,464
Interest rate at year-end .........iiiiiiiinn. 5.01% 3.50% 3.00%
Maximum month-end balance during the year ........ $9,532 56,473 $7,315
Average amount outstanding during the year ....... $4,501 $5,210 $3,225
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Weighted average interest rate during the year ... 4.84% 3.26% 3.69%

Federal Home Loan Bank Advances

Community Bankshares' banking subsidiaries are members of the Federal
Home Loan Bank of Atlanta. As such they have access to long-term borrowing from
the FHLB. There were $20,350,000, $19,420,000 and $9,490,000 outstanding in such
advances at year-end 2000, 1999 and 1998, respectively. Further information on
these borrowings from the FHLB is provided in the following table.

2000 1999 1998

(Dollar amounts in thousands)

Outstanding at year—-end .........eeeeeeeeennnnn. $20, 350 $19,420 $ 9,490
Interest rate at year-end ..........cc0iiiii... 6.04% 5.55% 5.41%
Maximum month-end balance during the year ..... $20,350 $19,420 $ 9,560
Average amount outstanding during the year .... $19, 385 $12,335 $ 6,905
Weighted average interest rate during the year 6.01% 5.47% 5.65%
Capital

Dividends

During 2000 Community Bankshares paid cash dividends to shareholders of
22 cents per share, which totaled $645,000. This represented a dividend payout
ratio (dividends divided by net income) of 20.5%. In 1999 Community Bankshares
paid cash dividends to shareholders of 19 cents per share, which totaled
$608,000. This represented a dividend payout ratio of 27.8%.

Common Stock

Common stock at December 31, 2000 totaled $15,928,000 compared to
$14,207,000 the prior year, an increase of $1,721,000. This increase was
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comprised of a transfer from retained earnings of $1,709,000, the market value
of a five-percent stock dividend on January 31, 2000, as well as smaller changes
associated with the exercise of stock options and shares issued by the dividend
reinvestment program.

Capital Adequacy

The Federal Reserve and federal bank regulatory agencies have adopted a
risk-based capital standard for assessing the capital adequacy of a bank holding
company or financial institution. The minimum required ratio is 8%. Orangeburg
National Bank, Sumter National Bank, and Florence National Bank are each
considered ‘well capitalized' for regulatory purposes. This category requires a
minimum risk based capital ratio of 10%. Detailed information on Community
Bankshares' capital position, as well as that of its subsidiary Dbanks, 1is
provided 1in Note 20 to the <consolidated financial statements. Community
Bankshares considers its current and projected capital position to be adequate.

Noninterest Income And Expense
Noninterest income, 2000 compared to 1999

Noninterest income increased to $1,868,000 in 2000 from $1,317,000 in
1999, a $551,000 or 41.8% increase. The major component of this change was in
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service charge income, which in 2000 was $1,475,000 compared to $1,031,000 in
the prior year, a $444,000 or 43.1% increase. Most of this increase was related
to growth in the Florence and Sumter Dbanks' returned check fees and deposit
account service charge income.

Noninterest expense, 2000 compared to 1999

Overall, non-interest expenses increased to $6,552,000 in 2000 from
$6,066,000 in 1999, an increase of $486,000 or 8%.

Personnel costs in 2000 were $3,779,000 compared to $3,493,000 the
prior year, an increase of $286,000 or 8.2%.

Premises and equipment expenses in 2000 were $942,000 compared to
$886,000 the prior year, a $56,000 or 6.3% increase.

Marketing expenses in 2000 were $207,000 compared to $180,000 the prior
year, a $27,000 or 15% increase.

Regulatory fees in 2000 were $140,000 compared to $155,000 the prior
year, a $15,000 or 9.7% decrease.

Supplies expense was $160,000 in 2000 compared to $155,000 in the prior
year, an increase of $5,000 or 3.1%.

Director fees were $137,000 in 2000 compared to $121,000 in the prior
year, an increase of $16,000 or 13.2%. Orangeburg National Bank pays outside
directors $600 per month. Sumter National Bank and Florence National Banks pays
outside directors $300 per month. The Florence bank began paying director fees
during 2000. Community Bankshares pays outside directors $200 per month.

FDIC insurance costs were $33,000 in 2000 compared to $23,000 in the
prior year, an increase of $10,000 or 43.4%.

All other expenses were $1,154,000 in 2000 compared to $1,053,000 in the prior
year, an increase of $101,000 or 9.6%.
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Income Taxes, 2000 compared to 1999

Community Bankshares pays U. S. corporate income taxes and South
Carolina bank income taxes. The 2000 provision for income taxes was $1,807,000
compared to $1,049,000 the prior vyear, an increase of $758,000 or 72.3%.
Community Bankshares' effective average tax rate is 36.5% in 2000 compared to
32.4% the prior year. Community Bankshares was the beneficiary of the exercise
of non-qualified stock options on 27,500 shares during 1999. The tax benefit to
Community Bankshares approximated $89,000 and accounts for the temporary
reduction in the effective tax rate during 1999.

Noninterest income, 1999 compared to 1998

Noninterest income increased to $1,317,000 in 1999 from $1,055,000 in
1998, a $262,000 or 24.8% increase. The major component of this change was in
service charge income, which in 1999 was $1,031,000 compared to $798,000 in the
prior year, a $233,000 or 29.2% increase.
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Noninterest expense, 1999 compared to 1998

Overall, non-interest expenses 1increased to $6,066,000 in 1999 from
$5,074,000 in 1998, an increase of $992,000 or 19.6%. The first full year of
operation of the new subsidiary bank in Florence accounted for much of this
increase. Accordingly, many of the dollar and percentage changes discussed
herein will be larger than normal.

Personnel costs in 1999 were $3,493,000 compared to $2,911,000 the
prior year, an increase of $582,000 or 20%.

Premises and equipment expenses in 1999 were $886,000 compared to
$701,000 the prior year, a $185,000 or 26.4% increase.

Marketing expenses in 1999 were $180,000 compared to $166,000 the prior
year, a $14,000 or 8.4% decrease.

Regulatory expenses in 1999 were $155,000 compared to $92,000 the prior
year, a $63,000 or 68.5% increase.

Supplies expense was $155,000 in 1999 compared to $174,000 in the prior
year, a decrease of $19,000 or 10.9%.

Director fees were $121,000 in 1999 compared to $125,000 in the prior
year, a decrease of $4,000 or 3%. Orangeburg National Bank paid its outside
directors $600 per month. Sumter National Bank paid its directors $300 per
month. Community Bankshares paid its outside directors $200 per month. Florence
National Bank did not pay outside director fees in 1999.

FDIC insurance costs were $23,000 in 1999 compared to $16,000 in the
prior year, an increase of $7,000 or 44%.

All other expenses were $1,053,000 in 1999 compared to $889,000 in the
prior year, an increase of $164,000 or 18.5%.

Income Taxes, 1999 compared to 1998

The 1999 provision for income taxes was $1,049,000 compared to $663,000

the prior vyear, an increase of $386,000 or 58.2%. Community Bankshares'
effective average tax rate was 32.4%. Community Bankshares was the beneficiary

of the exercise of non-qualified stock options on 27,500 shares during 1999. The
tax benefit to Community Bankshares approximated $89,000 and accounts for the
temporary reduction in the effective tax rate.
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Inflation

The assets and liabilities of Community Bankshares are mostly monetary
in nature. Accordingly, the financial results and operations of Community
Bankshares are much more affected by changes in interest rates than changes in
inflation. There is, however, a strong correlation between increasing inflation
and increasing interest rates. The impact of inflation has been very moderate,
less than 3%, during 2000. Prospects appear good for continued low inflation,
despite some increases in energy costs. Although inflation does not normally
affect a financial institution as dramatically as it affects Dbusinesses with
large investments in plants and inventories, it does have an effect. During
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periods of high inflation there are usually corresponding increases in the money
supply, and banks experience above average growth in assets, loans, and
deposits. General increases in the prices of goods and services also result in
increased operating expenses.

Liquidity

Liquidity is the ability to meet current and future obligations through
liquidation or maturity of existing assets or the acquisition of additional
liabilities. Adequate 1liquidity 1s necessary to meet the requirements of
customers for loans and deposit withdrawals in a timely and economical manner.
The most manageable sources of liquidity are composed of liabilities, with the
primary focus of liquidity management being the ability to attract deposits
within the subsidiary Dbanks' service areas. Core deposits (total deposits less
certificates of deposit of $100,000 or more) provide a relatively stable funding
base. Certificates of deposit of $100,000 or more are generally more sensitive
to changes in rates, so they must be monitored carefully. Asset liquidity is
provided by several sources, including amounts due from banks, federal funds
sold, and investments available-for-sale.

Community Bankshares maintains an available-for-sale investment
portfolio. While investment securities purchased for this portfolio are
generally purchased with the intent to be held to maturity, such securities are
marketable and occasional sales may occur prior to maturity as part of the
process of asset/liability and liquidity management. Community Bankshares also
maintains a held-to-maturity investment portfolio. Securities in this portfolio
are generally not considered a primary source of liquidity. Management
deliberately maintains a short-term maturity schedule for its investments so
that there is a continuing stream of maturing investments. Community Bankshares
intends to maintain a short-term investment portfolio in order to continue to be
able to supply liquidity to its loan portfolio and for customer withdrawals.

Community Bankshares has substantially more liabilities that mature in
the next 12 months than it has assets maturing in the same period. However,
based on its historical experience, and that of similar financial institutions,
Community Bankshares believes that it is unlikely that so many deposits would be
withdrawn, without being replaced by other deposits, that Community Bankshares
would be wunable to meet its 1liquidity needs with the proceeds of maturing
assets.

Community Bankshares also maintains various federal funds lines of
credit with correspondent banks and is able to borrow from the Federal Home Loan
Bank and the Federal Reserve's discount window.

Community Bankshares, through its subsidiary banks, has a demonstrated
ability to attract deposits from its market area. Deposits have grown from $72
million in 1995 to over $218 million 1in 2000. This stable growing base of
deposits is the major source of operating liquidity.

Community Bankshares' long-term liquidity needs are expected to be
primarily affected by the maturing of long-term certificates of deposit. At
December 31, 2000 Community Bankshares had approximately $15.3 million in
certificates of deposit and other obligations maturing in one to five years.
Community Bankshares had $17.9 million in obligations maturing after five years.

Community Bankshares' assets maturing in the same periods were $119.4 million
and $35.5 million, respectively. Even with a substantially larger dollar amount
of assets maturing in both periods than liabilities, Community Bankshares

believes that it will not have any significant long-term liquidity problems.

In the opinion of management, the current and projected liquidity
position is adequate.
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FOR THE NINE MONTH PERIODS ENDED SEPTEMBER 30, 2001 AND SEPTEMBER 30, 2000:
Results Of Operations
Net Income

For the nine months ended September 30, 2001 Community Bankshares
earned a consolidated profit of $2,793,000 compared to $2,342,000 for the
comparable period in 2000, an increase of 19.3% or $451,000. Basic and diluted
earnings per share were $.87 in the 2001 period compared to $.73 for the 2000
period.

For the 2001 period Orangeburg National Bank reported a profit of
$1,869,000 compared to $1,687,000 for the 2000 period, an increase of 10.8% or
$182,000.

For the 2001 period Sumter National Bank reported a profit of $849,000
compared to $634,000 for the 2000 period, an increase of 33.9% or $215,000. The
Sumter bank began operation in September 1996.

For the 2001 period Florence National Bank reported a profit of
$125,000 compared to $39,000 for the 2000 period, an increase of 220% or
$86,000. The Florence bank began operation in July 1998.

As noted above, consolidated net income for the nine months ended
September 30, 2001, increased from the prior year by 19.3% or $451,000. The
major components of this increase are discussed Dbelow. Net interest income
before provision for loan losses for the nine months ended September 30, 2001
increased to $8,126,000 compared to $7,625,000 for the same period in 2000, an
increase of 6.6% or $501,000. For the 2001 period the provision for loan losses
was $457,000 compared to $490,000 for the 2000 period, a decrease of 6.7% or
$33,000. Non-interest income for the 2001 period was $1,987,000 compared to
$1,349,000 for the 2000 period, a 47.3% or $638,000 increase. For the same
periods, non-interest expense was $5,322,000 compared to $4,852,000, a 9.7% or
$470,000 increase.

Profitability

Profitability may be measured through the ROA (return on average
assets) and the ROE (return on average equity). Return on assets is the income
for the period divided by the average assets for the period, annualized. Return
on equity is the income for the period divided by the average equity for the
period, annualized. Operating results for the nine months ended September 30,
2001 and 2000 yield the results in the table shown below.

Nine months ended Sept. 30,
2001 2000

(dollars in thousands)

Average assets $281,704 $243,697
ROA 1.32% 1.28%
Average equity $24,488 $21,047
ROE 15.21% 14.84%
Net income $2,793 $2,342
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Net interest income

Net interest income, the major component of Community Bankshares'
income, 1is the amount by which interest and fees on interest earning assets
exceeds the interest paid on interest Dbearing deposits and other interest
bearing funds. During the first nine months of 2001 net interest income after
provision for loan losses increased to $7,669,000 from $7,135,000, a 7.5% or
$534,000 increase over the first nine months of 2000. This improvement was the
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result of a $38 million increase in the average volume of earning assets. The
average vyield on earning assets decreased to 8.07% for the 2001 period from
8.56% for the 2000 period. This decline was the result of market interest rate
declines. During the first nine months of 2001 the prime lending rate declined
from 9.0% to 5.50%. During the first nine months of 2000 the prime lending rate
increased from 8.75% to 9.50%.

For the first nine months of 2001 the cost of funds averaged 4.79%,
decreased from 4.90% for the first nine months of 2000. The effect of these
changes was a net interest spread (yield on earning assets less cost of interest
bearing liabilities) of 3.28% for the 2001 period, decreased from 3.66% for the
2000 period. Community Bankshares' net interest margin (net interest income
divided by total earning assets) was 4.05% for the 2001 period compared to 4.43%
for the 2000 period.

Interest Income

Elsewhere 1in this report is a table comparing the average Dbalances,
yields, and rates for the interest rate sensitive segments of Community
Bankshares' Dbalance sheets for the nine months ended September 30, 2001 and
2000. A discussion of that table follows.

Total interest income for the first nine months of 2001 was $16,200,000
compared with $14,744,000 for the same period in 2000, a 9.9% or $1,456,000

increase. The yield on average earning assets for the 2001 period was 8.07%,
decreased from 8.56% for the 2000 period. The decline in yields was directly
related to the overall decline in market interest rates. Total average interest

earning assets for the 2001 period were $267,610,000 compared to $229,709,000
for the 2000 period, an increase of 16.5% or $37,901,000.

The loan portfolio earned $13,694,000 for the first nine months of 2001
compared to $12,184,000 for the same period of 2000, a 12.4% or $1,510,000
increase. The yield decreased to 8.85% for the 2001 period from 9.24% for the
2000 period. The average size of the loan portfolio was $206,419,000 for the
2001 period compared to $175,774,000 for the 2000 period, an increase of 17.4%
or $30,645,000.

The taxable investment portfolio earned $1,699,000 for the first nine
months in 2001 compared to $2,230,000 for the same period in 2000, a 23.8% or
$531,000 decrease. The yield decreased to 6.21% in the 2001 period from 6.37% in
the 2000 period. The average size of the portfolio was $36,490,000 in the 2001
period compared to $46,646,000 1in the 2000 period, a decrease of 21.8% or
$10,156,000. As bond market interest rates declined during 2001, Community
Bankshares had numerous securities called prior to maturity.

The tax-exempt 1nvestment portfolio earned $21,000 for the first nine
months in 2001 compared to $25,000 for the same period in 2000, a 16% or $4,000
decrease. The yield (on a taxable equivalent basis) on the portfolio was 5.69%
for the 2001 period, decreased from 6.27% for the 2000 period. The average size
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of the portfolio was $746,000 for the 2001 period compared to $806,000 in the
2000 period, a decrease of 7.4% or $60,000.

Interest bearing deposits in other banks contributed $144,000 for the
first nine months of 2001 compared to $53,000 for the same period in 2000, an
increase of 172% or $91,000. The yield on these deposits decreased to 4.32% for
the 2001 period from 6.10% in the 2000 period. Community Bankshares averaged
$4,441,000 in the 2001 period compared to $1,159,000 in the 2000 period, an
increase of 283% or $3,282,000. The increase in these deposits was the result of
declining market interest rates, which caused numerous calls of investment
securities prior to maturity. The funds resulting from these <calls were
temporarily invested in interest bearing deposits and federal funds.

Federal funds sold earned $642,000 the first nine months of 2001
compared to $252,000 for the same period in 2000, an increase of 155% or
$390,000. Yields decreased to 4.39% for the 2001 period from 6.31% for the 2000
period. For the 2001 period Community Bankshares increased its average volume in
federal funds sold to $19,514,000 compared to $5,324,000 for the 2000 period, a
267% or $14,190,000 increase.

Interest Expense

Interest expense for the first nine months of 2001 was $8,074,000
compared to the prior vyear's $7,119,000, a 13.4% or $955,000 increase. The
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average volume of interest Dbearing 1liabilities was $224,702,000 for the 2001
period compared to $193,799,000 for the 2000 period, a 15.9% or $30,903,000
increase. The average rate paid for interest-bearing liabilities during the 2001
period was 4.79%, decreased from 4.90% for the 2000 period.

The cost of savings accounts was $927,000 in the first nine months in
2001 compared to $955,000 in the first nine months of 2000, a 2.9% or $28,000
decrease. Average savings deposit balances were $37,290,000 for the 2001 period
compared to $32,650,000 for the 2000 period, an increase of 14.2% or $4,640,000.
The average rate paid on these funds decreased to 3.31% from 3.90%.

Interest bearing transaction accounts cost $165,000 for the first nine
months in 2001 compared to the prior vyear's $241,000, a decrease of 31.5% or
$76,000. The volume of these deposits was $23,389,000 for the 2001 period
compared to $20,519,000 for the 2000 period, a 14% or $2,870,000 increase. The
average rate paid on these funds in the 2001 period decreased to .94% from 1.57%
in the 2000 period.

Time deposits cost $5,909,000 for the first nine months of 2001
compared to $4,943,000 for the first nine months of the prior year, an increase
of 19.5% or $966,000. The volume was $136,836,000 for the 2001 period compared
to $117,735,000 for the 2000 period, a 16.2% or $19,101,000 increase. The
average rate paid on these funds increased to 5.76% for the 2001 period from
5.60% for the 2000 period. This increase runs contrary to market interest rates
but reflects increased competition for time deposits in Community Bankshares'
markets.

Short-term borrowings consist of federal funds purchased and securities
sold under agreements to repurchase. This is a relatively small and volatile
part of the balance sheet. It cost $212,000 for the first nine months in 2001
compared to $117,000 for the first nine months of 2000, an increase of 81.2% or
$95,000. The volume of these funds was $7,414,000 in the 2001 period compared to
$3,553,000 in the 2000 period, an increase of 109% or $3,861,000. The average

104



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

rate paid on these funds decreased to 3.81% from 4.39%.

Borrowings from the Federal Home Loan Bank cost $861,000 for the first
nine months in 2001 compared to $863,000 for the first nine months in 2000,
virtually wunchanged. The advances averaged $19,773,000 during the 2001 period
compared to $19,342,000 for the 2000 period, a 2.2% or $431,000 increase. The
average rate paid on these funds decreased to 5.81% from 5.95%.

Non—-Interest Income
Non-interest income for the first nine months of 2001 grew to

$1,987,000 compared to $1,349,000 in the first nine months of 2000, a 47.3% or
$638,000 increase. Much of this increase resulted from the introduction of a new

service, an automated overdraft courtesy 1line for customers. This service
provides for a flat fee for paying customer checks 1in overdraft that is
equivalent to the fee charged for returned checks. Customers who use this

service are subject to other terms and conditions.
Non—-Interest Expense

For the first nine months of 2001 non-interest expenses were $5,322,000
compared to $4,852,000 for the first nine months of 2000, a 9.7% or $470,000
increase. This 1increase is related to higher 1levels of business activity and
included the following components:

For the 2001 period personnel costs were $3,172,000 compared to
$2,831,000 for the 2000 period, an increase of 12% or $341,000;

For the 2001 period premises and equipment expenses were $703,000
compared to $690,000 for the 2000 period, an increase of 1.9% or $13,000; and

For the 2001 period other costs were $1,447,000 compared to $1,331,000

for the 2000 period, an increase of 8.7% or $116,000.
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Income Taxes

Community Bankshares provided $1,541,000 for federal and state income
taxes during the first nine months of 2001 compared to $1,290,000 for the same
period in 2000, a 19.5% or $251,000 increase. The average tax rate for the 2001
period was 35.6% and for the 2000 period it was 35.5%.

FOR THE QUARTERS ENDED SEPTEMBER 30, 2001 AND 2000:
Results of Operations
Net Income

For the quarter ended September 30, 2001, Community Bankshares earned a
consolidated profit of $962,000, compared to $865,000 for the comparable period
of 2000, an increase of 11.2% or $97,000. Basic or diluted earnings per share
were $.30 in the 2001 period, compared to $.27 for the 2000 period. The changes
in the items comprising net interest income, which are discussed below, resulted
from essentially the same factors discussed above regarding the results of

operation for the nine months ended September 30, 2001.

Net interest income
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Net interest income before provision for loan losses for the quarter
ended September 30, 2001 increased to $2,770,000 compared to $2,648,000 for the
same period in 2000, an increase of 4.6% or $122,000. For the same period the
provision for loan losses was $180,000 compared to $152,000 for the 2000 period,
an increase of 18.4% or $28,000.

Interest Income

Total interest income for the third quarter 2001 was $5,261,000
compared to $5,273,000 for the same period in 2000, virtually unchanged.

The loan portfolio earned $4,578,000 for the third quarter 2001
compared to $4,421,000 for the same period of 2000, a 3.6% or $157,000 increase.

The investment portfolio earned $457,000 for the third quarter 2001
compared to $763,000 for the same period of 2000 period, a 40.1% or $306,000
decrease.

Interest Dbearing deposits in other banks contributed $38,000 for the
third quarter 2001 compared to $25,000 for the same period of 2000, an increase
of 52% or $13,000.

Federal funds sold earned $188,000 for the third quarter of 2001
compared to $64,000 for the same period of 2002, an increase of 194% or
$124,000.

Interest expense

Interest expense for the third quarter of 2001 was $2,491,000 compared
to $2,625,000 for the same period of 2000, a 5.1% or $134,000 decrease.

Non-interest income and expense

Non-interest income for the 2001 period was $744,000 compared to
$464,000 for the 2000 period, a 60.3% or $280,000 increase. This increase was
mostly the result of the introduction of the new automated overdraft service.
Non-interest expense was $1,833,000 compared to $1,625,000, a 12.8% or $208,000
increase.
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Changes In Financial Position
Investment portfolio

The investment portfolio is comprised of held to maturity securities
and available for sale securities. Community Bankshares and its three subsidiary
banks usually purchase short-term issues (ten years or less) of U. S Treasury
and U. S. Government agency securities for investment purposes. At September 30,
2001 the held to maturity portfolio totaled $2,149,000 compared to $12,371,000
at December 31, 2000, a decrease of 82.6% or $10,222,000. At September 30, 2001,
the available for sale portfolio totaled $33,002,000 compared to $41,195,000 at
December 31, 2000, a decrease of 19.9% or $8,193,000. Most of the decline in the
subsidiary banks' investment ©portfolios was due to the call of many securities
during 2001, which resulted from the decline in bond market interest rates. The
following chart summarizes the investment portfolios at September 30, 2001, and
December 31, 2000.
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September 30, 2001
Held to maturity Available
Amortized cost Fair value Amortized cost

(dollars in thousands)

U. S. Government and federal agencies $2,149 $2,157 $30,036
Tax exempt securities - - 803
Other equity securities - - 1,981
Total $2,149 $2,157 $32,820
Unrealized gain $ 8 S 182

December 31, 2000
Held to maturity Available
Amortized cost Fair value Amortized cost

(dollars in thousands)

U. S. Government and federal agencies $12,371 $12,217 $38,599
Tax exempt securities - - 814
Other equity securities - - 1,981
Total $12,371 $12,217 $41,394
Unrealized (loss) S (154) S (199)

Loan portfolio

The loan portfolio is primarily consumer and small business oriented.
At September 30, 2001 the loan portfolio was $219,125,000 compared to
$195,077,000 at December 31, 2000, a 12.3% or $24,048,000 increase. The
following chart summarizes the loan portfolio at September 30, 2001 and December
31, 2000.

(dollars in thousands)

Real estate $138,258 $113,543

Commercial 55,260 52,264

Loans to individuals 25,607 29,270

Total $219,125 $195,077
88
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Past Due and Non-Performing Assets and the Allowance for Loan Losses

Community Bankshares closely monitors past due loans and loans that are
in non-accrual status and other real estate owned. Below is a summary of past
due and non-performing assets at September 30, 2001 and December 31, 2000.

(dollars in thousands)

Past due 90 days + accruing loans $101 $ 93
Non—-accrual loans $413 $238
Impaired loans (included in nonaccrual) $413 $238
Other real estate owned $267 s -

Management considers the past due and non-accrual amounts at September
30, 2001 to be reasonable 1in relation to the size of the portfolio and
manageable in the normal course of business. The increase in non-accrual assets
is associated with a small number of loans and is not indicative, in the opinion
of management, of any trend.

Community Bankshares had no restructured loans during any of the above
listed periods.

Allowance for Loan Losses

Management believes that the allowance for loan losses, as of September
30, 2001, 1is sufficient to absorb the expected charge-offs and provide
adequately for the inherent losses that remain in the loan portfolio. Management
will continue to closely monitor the levels of non-performing and potential
problem loans and address the weaknesses in these credits to enhance the amount
of ultimate collection or recovery of these assets. Management considers the
levels and trends in non-performing and past due loans in determining how
historical loan loss rates are adjusted.

The aggregate allowance for loan losses of the subsidiary banks and the
aggregate activity with respect to those allowances are summarized in the
following table.

Nine months ended Year ended
Sept. 30, 2001 Dec. 31, 2000
Allowance at beginning of period $2,424 $1,936
Provision expense 457 688
Net charge offs (120) (200)
Allowance at end of period $2,761 $2,424
Allowance / outstanding loans 1.26% 1.24%

In reviewing the adequacy of the allowance for loan losses at the end
of each period, management of each Dbank considers historical 1loan loss
experience, current economic conditions, loans outstanding, trends in
non-performing and delinquent loans, and the quality of collateral securing
problem loans. After charging off all known losses, management of each
subsidiary bank considers the allowance adequate to provide for estimated losses
inherent in the loan portfolio at September 30, 2001.
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Deposits

Deposits were $233,791,000 at September 30, 2001 compared to
$218,811,000 at December 31, 2000, an increase of 6.8% or $14,980,000.

Time deposits greater than $100,000 were $48,708,000 at September 30,
2001 compared to $38,702,000 at December 31, 2000, an increase of 25.9% or
$10,006,000.
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Liquidity

Community Bankshares has substantially more 1liabilities (mostly
deposits, which may be withdrawn) which mature in the next 12 months than it has
assets maturing in the same period. However, based on its historical experience,
and that of similar financial institutions, Community Bankshares believes that
it is unlikely that so many deposits would be withdrawn, without being replaced
by other deposits, that Community Bankshares would be wunable to meet its
liquidity needs with the proceeds of maturing assets.

Community Bankshares through its banking subsidiaries also maintains
federal funds lines of credit with correspondent Dbanks, and is able to borrow
from the Federal Home Loan Bank and from the Federal Reserve's discount window.

Community Bankshares through its banking subsidiaries has a
demonstrated ability to attract deposits from its markets. Deposits have grown
from $30 million in 1989 to over $233 million in 2001. This base of deposits is
the major source of operating liquidity.

Community Bankshares' long term liquidity needs are expected to be
primarily affected by the maturing of long-term certificates of deposit. At
September 30, 2001 Community Bankshares had approximately $24.7 million and
$11.5 million in certificates of deposit and other interest bearing liabilities
maturing 1in one to five vyears and over five vyears, respectively. Community
Bankshares' assets maturing or repricing in the same periods were $124.8 million
and $26.1 million, respectively. Community Bankshares expects to be able to
manage its current balance sheet structure without experiencing any material
liquidity problems.

In the opinion of management, Community Bankshares' current and
projected liquidity position is adequate.

Capital resources

As summarized in the table below, Community Bankshares maintains a
strong capital position.

Sept. 30, 2001 Dec
Tier 1 capital to average total assets 8.89%
Tier 1 capital to risk weighted assets 11.77% 1
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Total capital to risk weighted assets 12.95% 12.30%
In the opinion of management, Community Bankshares' current and

projected capital positions are adequate.
Dividends

Community Bankshares declared and paid a quarterly cash dividend of
seven cents per share during the first three quarters of 2001, for a total of 21
cents per share. The total cost of these dividends was $672,000.

Commitments

Sumter National Bank has entered into a contract to construct a new
branch bank. This building is currently under construction near the corner of
Liberty Street and Wedgefield Highway in Sumter. The contracted cost of the
building is $567,681.
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Quantitative and Qualitative Disclosures about Market Risk

Market risk is the risk of loss from adverse changes in market prices
and rates. Community Bankshares' market risk arises principally from interest
rate risk inherent in its lending, deposit and borrowing activities. Management
actively monitors and manages 1its 1interest rate risk exposure. Although
Community Bankshares manages other risks, such as credit quality and liquidity
risk in the normal course of business, management considers interest rate risk
to be its most significant market risk and this risk could potentially have the
largest material effect on Community Bankshares' financial condition and results
of operations. Other types of market risks such as foreign currency exchange
risk and commodity price risk, do not arise in the normal course of community
banking activities.

Achieving consistent growth in net interest income is the primary goal
of Community Bankshares' asset/liability function. Community Bankshares attempts
to <control the mix and maturities of assets and liabilities to achieve
consistent growth in net interest income despite changes in market interest
rates. Community Bankshares seeks to accomplish this goal while maintaining
adequate liquidity and capital. Community Bankshares' asset/liability mix is
sufficiently balanced so that the effect of 1interest rates moving in either
direction is not expected to be significant over time.

Community Bankshares' Asset/Liability Committee uses a simulation model
to assist in achieving consistent growth in net interest income while managing
interest rate risk. The model takes into account interest rate changes as well
as changes in the mix and volume of assets and liabilities. The model simulates
Community Bankshares' balance sheet and income statement under several different
rate scenarios. The model's inputs (such as interest rates and levels of loans
and deposits) are updated on a quarterly basis in order to obtain the most
accurate forecast possible. The forecast presents information over a
twelve-month period. It reports a base case in which interest rates remain flat
and reports variations that occur when rates increase and decrease 100 and 200
basis points. According to the model as of December 31, 2000 Community
Bankshares is positioned so that net interest income will increase $240,000 and
net income will increase $147,000 if interest rates rise 300 basis points in the
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next twelve months. Conversely, net interest income will decline $251,000 and
net income will decline $154,000 if interest rates decline 200 basis points.
According to the model as of September 30, 2001 Community Bankshares was
positioned so that net interest 1income would be expected to increase $242,000
and net income would be expected to increase $149,000 in the next twelve months
if interest rates rise 100 basis points. Conversely, net interest income would
be expected to decline $242,000 and net income would be expected to decline
$149,000 in the next twelve months i1if interest rates decline 100 basis points.
Computation of ©prospective effects of hypothetical interest rate changes are
based on numerous assumptions, including relative levels of market interest
rates and loan prepayment, and should not be relied upon as indicative of actual
results. Further, the computations do not contemplate any actions Community
Bankshares could undertake in response to changes in interest rates.

The Market Risk table, which follows this discussion, shows Community
Bankshares' financial instruments that are sensitive to changes in interest
rates. Community Bankshares uses certain assumptions to estimate fair values and
expected maturities. For assets, expected maturities are based upon contractual
maturity, projected repayments, and prepayment of principal and potential calls.
For core deposits without contractual maturity (i.e., interest checking, savings
and money market accounts), the table presents principal cash flows based on
management's judgment concerning their most likely runoff. The actual maturities
and runoff could vary substantially 1if future prepayments, runoff and calls
differ from Community Bankshares' historical experience.

2004

2005

(Dollar amounts in thousand

91
Average 2001 2002 2003
rate
Earning assets
Interest bearing deposits .... 6.25% $ 594 $ S— S -
Investment securities ........ 6.38% 1,740 7,487 8,300
Investment securities - tax .. 6.01% 201 412
exempt
Total securities investments
Federal funds sold ........... 6.45% 8,130 - -
LOANS t et ettt e e e e eanneeennnens 9.32% 92,325 12,904 22,864
Interest bearing liabilities
SAVINGS vttt ettt et e 4.06% 1,919 1,823 1,732
Interest bearing transaction . 1.56% 1,135 1,079 1,025
accounts

Time deposits <$100,000 ..... 5.66% 75,329 9,815 1,166
Time deposits > $100,000 ..... 6.10% 35,719 2,637 144
Total deposits ...............
Short term borrowing ......... 4.84% 9,352 - -
FHLB advancCes .....eeeuwneeneenns 6.01% $ 2,500 $ - S -

The static interest rate sensitivity gap position, while not a complete
measure of interest sensitivity, 1s also reviewed periodically to provide
insights related to the static repricing structure of the subsidiary Dbanks'

9,028
197

25,499

1,646
973

456
100

111

13,2



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

liabilities. At December 31, 2000 on a cumulative Dbasis through
rate sensitive liabilities exceeded rate sensitive assets, by
The liability sensitive position is largely due to the assumption
$61 million in interest bearing transaction accounts, savings
accounts and money market accounts will reprice within a year. This assumption
may or may not be valid, since these accounts vary greatly in their sensitivity

to interest rate changes in the market.

assets and
twelve months,
$81.5 million.
that the banks'

The following table summarizes Community Bankshares' interest
sensitivity position as of December 31, 2000.
Interest Sensitivity Analysis
Within 3 4-12 months 1-5 yea
months = @ —————-— ——————
(Dollar amounts in thousa
Interest earning assets
Interest bearing deposits ......iiiiiiii.. $ 594 $ - S
Taxable investment securities ...........c.0c.o.... 700 1,241 37,
Tax exempt investment securities ............... - -
Federal funds So0ld ...ttt tntteeeneenneanns 8,130 -
Loans, net of unearned income ...........00.0... 78,229 13,577 80,
Total interest earning assets .............co... 87,653 14,818 119,
Interest bearing liabilities
ST 5 o L = R 38,385 -
Interest bearing transaction accounts .......... 22,708 -
Time deposits <SI00M . vvv v i ii ettt eeennnnneens 23,728 51,970 12,
Time deposits > SI00M . ivv v i i i et ettt eeennnnneens 12,721 22,625 3,
Short term borrowing ........o.oieitiimeeneeeennnn 9,352 -
FHLB GdVaANCES vttt ettt ettt teteeeteseeeeeeneneas - 2,570
Total interest bearing liabilities ............. $ 106,894 $ 77,165 $ 15,
Interest sensitivity gap .. e e vt tmeenneneeeeeenns $ (19,241) $ (62,347) $ 103,
CUMULAativVe gap v v vttt ittt ittt ettt ee et eeaeens (19,241) (81,588) 22,
S 2 2 P 82% 19%
Cumulative RSA/RSL v ittt ittt ettt eeeeeanneennn 82% 56%
RSA- rate sensitive assets; RSL- rate sensitive liabilities
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The above table reflects the balances of interest earning assets and
interest Dbearing liabilities at the earlier of their repricing or maturity
dates. Amortizing fixed rate loans are reflected at the scheduled maturity date.

loans are reflected at the earliest date at which they
Deposits in other banks and debt securities are
ultimate maturity date. Overnight federal funds
repriceable. Interest bearing liabilities with

Variable rate amortizing
may be repriced contractually.
reflected at each instrument's

sold are reflected as instantly
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no contractual maturity, such as savings deposits and interest bearing
transaction accounts, are reflected in the earliest repricing period possible.
Fixed rate time deposits are reflected at the earlier of their next repricing or
maturity dates.

Selected Quareterly Financial Data
The following table contains selected financial data of Community
Bankshares on a quarterly basis from the first quarter of 1999 through the third

quarter of 2001.

Selected Quarterly Financial Data
(Dollars in thousands, except per share data)

Quarters of 2001 Quarters of 2000
Third Second First Fourth Third Second First
Interest and dividend income $ 5,550 $ 5,389 $ 5,261 $ 5,557 $ 5,273 $ 4,888 $ 4,583
Interest expense ............ (2,8406) (2,737) (2,491) (2,856) (2,625) (2,329) (2,165)
Net interest income ......... 2,704 2,652 2,770 2,701 2,648 2,559 2,418
Provision for loan losses ... (142) (135) (180) (198) (152) (158) (180)
Net interest income after
provision for loan losses 2,562 2,517 2,590 2,503 2,496 2,401 2,238
Noninterest income .......... 551 692 744 519 464 448 437
Noninterest expenses ........ (1,712) (1,777) (1,833) (1,700) (1,625) (1,627) (1,600)
Income before income taxes .. 1,401 1,432 1,501 1,322 1,335 1,222 1,075
Provision for income taxes .. (500) (502) (539) (517) (470) (439) (381)
Net income .........coiiuuo.. 901 930 962 805 865 783 694
Earnings per share
BasicC .ttt $ 0.28 $ 0.29 $ 0.30 $ 0.25 $ 0.27 $ 0.25 $ 0.22
Diluted .......ccciiin... $ 0.28 $ 0.29 $ 0.30 $ 0.24 $ 0.27 $ 0.25 $ 0.22

RECENT DEVELOPMENTS

On October 31, 2001, Community Bankshares completed its ©previously
announced acquisition of Resource Mortgage, Inc., a mortgage company
headquartered in Columbia, South Carolina. Consideration for the acquisition was
95,454 shares of Community Bankshares common stock, of which 63,636 are being
held 1in escrow pending the attainment of certain earnings goals Dby the
subsidiary. The subsidiary, which was renamed Community Resource Mortgage, Inc.,
has 29 employees and has offices in Columbia, Sumter and Anderson, South
Carolina. The subsidiary originates and sells residential mortgage loans.

In connection with the acquisition, Community Bankshares has guaranteed
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a $9 million 1line of credit with an wunaffiliated 1lender for the subsidiary's
general working capital purposes.

Condensed Financial Information

The following tables set forth condensed balance sheets at December 31,
2001 and statements of income for the year ended December 31, 2001, for each of
Community Bankshares and Ridgeway Bancshares. This information is not audited
and does not contain the detail and notes which would accompany full financial
statements prepared in accordance with generally accepted accounting principles.
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Community Bankshares, Inc.
Unaudited Condensed Balance Sheet
December 31, 2001
(Dollars in Thousands)

ASSETS
Cash and Federal funds .. .uii it ittt ettt eeneeeenas $ 28,025
I 07 = w111 o = Y 43,707
Loans, net O0f alloWanCe .. u i ii ittt it teteeeeneeneeeeeenenan 237,340
Premises and equipment . ... ...ttt ittt ittt 5,202
(O] ol o S = = i Y 4,343

TOLAL RSSO S ittt ittt ettt ettt ettt e ee et e eeeeeee e $318,617

LIABILITIES AND EQUITY

DEPOSIE S vttt ittt e e et e e ettt e e e $255,433
2 ik et ) o L = 33,479
Other 1iabilities ittt ittt ittt e et e et ettt e e eeeeeeenns 2,158
Shareholders' equUity ..ttt ittt ettt ettt eeee e e eaannn 27,547

Total liabilities and shareholders' equity ............. $318,617

Community Bankshares, Inc.
Unaudited Condensed Statement of Income
December 31, 2001
(Dollars in Thousands)

INterest INCOME & ittt ittt e et e et ettt e e et eeeeeeeeeennn $ 21,234
INtEerest EXPENSE & ittt ittt ittt e ettt ee ettt (10,294)
Net interest 1nCOmMEe ...ttt ittt ittt ittt enennnns 10,940
Provision for 10aAn 10SSES vttt ittt ettt ettt eetenenens (650)
Other TNCOME & ittt ittt e ettt ettt st ettt aeeeeeeeeeneeaens 3,584
(O ol o TS a4 o o 1= (7,810)
Income before taXes i it in ettt eeeteeeeeeeneenenens 6,064
Bo Yo 11T T = <= = (2,135)
Net dNCOME vttt it e et e et et e e et ettt e et e eeeaeenn $ 3,929

Ridgeway Bancshares, Inc.
Unaudited Condensed Balance Sheet
December 31, 2001
(Dollars in Thousands)
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ASSETS
Cash and Federal fUNdS .. uiii it ittt ettt eeeeneeeneeas $ 8,962
I 07 = w111 o i = Y 28,124
Loans, nNet O0f alloWanCe .. i ittt ittt inteeeeeeeeeeeeeeneeneeens 40,401
Premises and equipment . ... ...ttt iitt ettt eenneeeeeeenns 737
[O 3 ol o S = = i e 1,096

TOLAL AS SO S ittt ittt ettt et ettt ettt ettt ettt $79,320

LIABILITIES AND EQUITY

DEPOSIE S vttt it i e et e e e e e ettt e e $67,353
2@ ik et ) o e =R 3,134
Other liabilities .ttt ittt it ittt et e 138
Shareholders' equUity i vt i it ittt ittt et e eee et eeaaenns 8,695

Total liabilities and shareholders' equity .............. $79,320

Ridgeway Bancshares, Inc.
Unaudited Condensed Statement of Income
December 31, 2001
(Dollars in Thousands)

INterest INCOME & ittt ittt ittt ettt te ettt eeeeeeeeeannn $ 5,236
INtEeresSt EXPENSE & ittt ittt ittt ettt ee ettt (2,113)
Net interest 1nCOmMe ... i ittt ittt ittt it eeeenenenns 3,123
Provision for 10an 10SSES ittt ettt teeeteeenenenens (80)
OLher TNCOME ittt it e et ettt ettt ettt eaeeeeeeeennaaens 738
(Ol o TS a4 o o 1= (2,280)
Income before taXes .. i it ii ittt eeeteeeeeeeneeneeens 1,501
o XY 11T T =< == (413)
Net dNCOME vttt it et e et et et ettt e ee et e eeaeenn $ 1,088
94

SUPERVISION AND REGULATION

Bank holding companies and banks are extensively regulated under
federal and state law. To the extent that the following information describes
statutory and regulatory provisions, it is qualified 1in 1its entirety by
reference to such statutes and regulations. Any change in applicable law or
regulation may have a material effect on the business of Community Bankshares,
Ridgeway Bancshares and their respective banking subsidiaries.

As discussed below under the caption "Recent Legislation", Congress has
recently adopted extensive changes in the laws governing the financial services
industry. Among the changes adopted are creation of the financial holding
company, a new type of bank holding company with powers that greatly exceed
those of standard holding companies, and creation of the financial subsidiary, a
subsidiary that can be used by national banks to engage in many, though not all,
of the same activities 1in which a financial holding company may engage. The
legislation also establishes the concept of functional regulation whereby the
various financial activities in which financial institutions engage are overseen
by the regulator with the relevant regulatory experience. Neither Community
Bankshares, Ridgeway Bancshares, nor their respective banking subsidiaries has
yet made a decision as to how to adapt the new legislation to its use.
Accordingly, the following discussion relates to the supervisory and regulatory
provisions that apply to Community Bankshares and Ridgeway Bancshares as they
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currently operate.

Regulation Of Bank Holding Companies

General

As bank holding companies registered under the federal Bank Holding
Company Act, Community Bankshares and Ridgeway Bancshares are subject to the
regulations of the Federal Reserve. Under the Bank Holding Company Act,
Community Bankshares' and Ridgeway Bancshares' activities and those of their
subsidiaries are limited to banking, managing or controlling banks, furnishing

services to or performing services for its subsidiaries or engaging in any other
activity which the Federal Reserve determines to be so closely related to
banking or managing or controlling banks as to be a proper incident thereto. The
Bank Holding Company Act prohibits Community Bankshares or Ridgeway Bancshares
from acquiring direct or indirect control of more than 5% of the outstanding
voting stock or substantially all of the assets of any bank or from merging or
consolidating with another bank holding company without prior approval of the
Federal Reserve. The BHCA also prohibits Community Bankshares or Ridgeway
Bancshares from acquiring control of any bank operating outside the State of
South Carolina unless such action is specifically authorized by the statutes of
the state where the bank to be acquired is located.

Additionally, the Bank Holding Company Act prohibits Community
Bankshares or Ridgeway Bancshares from engaging in or from acquiring ownership
or control of more than 5% of the outstanding voting stock of any company
engaged in a non-banking business unless such business is determined by the
Federal Reserve to be so closely related to banking as to be properly incident
thereto. The Bank Holding Company Act generally does not place territorial
restrictions on the activities of such non-banking-related activities.

As discussed below under "Recent Legislation", a bank holding company
that meets certain requirements may now qualify as a financial holding company
and thereby significantly increase the variety of services it may provide and
the investments it may make.

Community Bankshares and Ridgeway Bancshares are also subject to
limited regulation and supervision by the South Carolina State Board of
Financial Institutions. A South Carolina bank holding company may be required to
provide the State Board with information with respect +to the financial
condition, operations, management and inter-company relationships of the holding
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company and its subsidiaries. The State Board also may require such other
information as is necessary to keep itself informed about whether the provisions
of South Carolina law and the regulations and orders issued thereunder by the
State Board have been complied with, and the State Board may examine any bank
holding company and its subsidiaries. Furthermore, pursuant to applicable law
and regulations, Community Bankshares and Ridgeway Bancshares must receive
approval of, or give notice to (as applicable) the State Board prior to engaging
in the acquisition of banking or non-banking institutions or assets.

Obligations of Holding Companies to their Subsidiary Banks

A number of obligations and restrictions are imposed on bank holding
companies and their depository institution subsidiaries by Federal law and
regulatory policies that are designed to reduce potential loss exposure to the
depositors of such depository institutions and to the FDIC insurance funds in
the event the depository institution 1is in danger of becoming insolvent or is
insolvent. For example, under the policy of the Federal Reserve, a bank holding
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company is required to serve as a source of financial strength to its subsidiary
depository institutions and to commit resources to support such institutions in
circumstances where it might not do so absent such policy. In addition, the
"cross—guarantee" provisions of the Federal Deposit Insurance Act, as amended,
require insured depository institutions under common control to reimburse the
FDIC for any loss suffered or reasonably anticipated by either the Savings
Association Insurance Fund or the Bank Insurance Fund of the FDIC as a result of
the default of a commonly controlled insured depository institution or for any
assistance provided by the FDIC to a commonly controlled insured depository
institution 1in danger of default. The FDIC may decline to enforce the
cross—guarantee provisions 1f it determines that a waiver 1s in the Dbest
interest of the Savings Association Insurance fund or the Bank Insurance fund or
both. The FDIC's claim for damages is superior to claims of stockholders of the
insured depository institution or its holding company but is subordinate to
claims of depositors, secured creditors and holders of subordinated debt (other
than affiliates) of the commonly controlled insured depository institutions.

The Federal Deposit Insurance Act also provides that amounts received
from the liquidation or other resolution of any insured depository institution
by any receiver must be distributed (after payment of secured claims) to pay the
deposit 1liabilities of the institution prior to payment of any other general or
unsecured senior liability, subordinated 1liability, general creditor or
stockholder. This provision would give depositors a preference over general and
subordinated creditors and stockholders in the event a receiver is appointed to
distribute the assets of any banking subsidiary of Community Bankshares or
Ridgeway Bancshares.

Any capital loans by a bank holding company to any of its subsidiary
banks are subordinate in right of payment to deposits and to certain other
indebtedness of such subsidiary bank. In the event of a bank holding company's
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bankruptcy, any commitment Dby the bank holding company to a federal bank
regulatory agency to maintain the capital of a subsidiary bank will be assumed
by the bankruptcy trustee and entitled to a priority of payment.

The banking subsidiaries of Community Bankshares are all national
banking associations subject to the provisions of the National Bank Act. Under
the National Bank Act, if the capital stock of a national bank is impaired by
losses or otherwise, the Office of the Comptroller of the Currency is authorized
to require payment of the deficiency by assessment upon the Dbank's
shareholders', pro rata, and to the extent necessary, if any such assessment is
not paid by any shareholder after three months notice, to sell the stock of such
shareholder to make good the deficiency.

Capital Adequacy Guidelines For Bank Holding Companies And Banks

The various federal bank regulators, including the Federal Reserve and
the FDIC, have adopted risk-based and leverage capital adequacy guidelines for
assessing bank holding company and bank capital adequacy. These standards define
what qualifies as capital and establish minimum capital standards in relation to
assets and off-balance sheet exposures, as adjusted for credit risks.

Failure to meet capital guidelines could subject the banking
subsidiaries of Community Bankshares and Ridgeway Bancshares to a variety of
enforcement remedies, including the termination of deposit insurance by the FDIC
and a prohibition on the taking of brokered deposits.
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The risk-based capital standards of both the Federal Reserve Board and
the FDIC explicitly identify concentrations of credit risk and the risk arising
from non-traditional activities, as well as an institution's ability to manage
these risks, as 1important factors to be taken into account by the agencies in
assessing an institution's overall capital adequacy. The capital guidelines also
provide that an institution's exposure to a decline in the economic value of its
capital due to changes in interest rates be considered by the agencies as a
factor in evaluating a bank's capital adequacy. The Federal Reserve Board also
has recently issued additional capital guidelines for bank holding companies
that engage in certain trading activities.

The applicable capital adequacy guidelines and the capital position of
Community Bankshares and its subsidiary banks are summarized in Note 20 to the
financial statements of Community Bankshares contained elsewhere in this Proxy
Statement/Prospectus and the applicable capital adequacy guidelines and the
capital position of Ridgeway Bankshares and its subsidiary banks are summarized
in Note 16 to the financial statements of Ridgeway Bancshares contained
elsewhere in this Proxy Statement/Prospectus. Each of Community Bankshares,
Ridgeway Bancshares and their respective Dbanking subsidiaries exceeded all
applicable capital adequacy guidelines at September 30, 2001.

Payment Of Dividends

Community Bankshares and Ridgeway Bancshares are legal entities
separate and distinct from their banking subsidiaries. Most of the revenues of
Community Bankshares and Ridgeway Bancshares result from dividends paid to them
by their respective banking subsidiaries. There are statutory and regulatory
requirements applicable to the payment of dividends by subsidiary banks as well
as by bank holding companies.

Each national banking association is required by federal law to obtain
the prior approval of the Office of the Comptroller of the Currency for the
payment of dividends if the total of all dividends declared by the board of
directors of such bank in any year will exceed the total of (i) such bank's net

profits (as defined and interpreted by regulation) for that year plus (ii) the
retained net profits (as defined and interpreted by regulation) for the
preceding two years, less any required transfers to surplus. In addition,
national banks can only pay dividends to the extent that retained net profits
(including the portion transferred to surplus) exceed bad debts (as defined by
regulation) .

All shares of Ridgeway Bancshares common stock are entitled to share
equally in such dividends as Ridgeway Bancshares may pay on its common stock.
The payment by Ridgeway Bancshares of dividends, if any, rests within the
discretion of its board of directors and depends upon its earnings, its
compliance with capital requirements, its financial condition and other relevant
factors. Bank of Ridgeway is authorized to pay cash dividends up to 100% of net
income in any calendar year without obtaining the prior approval of the State
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Board of Financial Institutions provided that Bank of Ridgeway received a
composite rating of one or two at the last examination conducted by the State
Board. South Carolina law requires each state nonmember Dbank to maintain the
same reserves against deposits as are required for state member banks under the
Federal Reserve Act. This requirement 1is not expected to limit the ability of
Bank of Ridgeway to pay dividends on its common stock.

The payment of dividends by Community Bankshares, Ridgeway Bancshares
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or their respective banking subsidiaries may also be affected or limited by
other factors, such as the requirements to maintain adequate capital above
regulatory guidelines. In addition, 1f, 1in the opinion of the applicable
regulatory authority, a bank under its Jjurisdiction is engaged in or is about to
engage in an unsafe or unsound practice (which, depending on the financial
condition of the banks, could include the payment of dividends), such authority
may require, after notice and hearing, that such bank cease and desist from such
practice. The Office of the Comptroller of the Currency has indicated that
paying dividends that deplete a national Dbank's capital base to an inadequate

level would be an unsafe and unsound banking practice. The Federal Reserve, the
Office of the Comptroller of the Currency and the FDIC have issued policy
statements, which provide that bank holding companies and insured banks should

generally only pay dividends out of current operating earnings.
Transactions By Bank Holding Companies With Their Affiliates

Federal law regulates transactions among Community Bankshares and

Ridgeway Bancshares and their affiliates, including the amount of the banks'
loans to or investments 1in nonbank affiliates and the amount of advances to
third parties <collateralized by securities of an affiliate. Further, a bank

holding company and its affiliates are prohibited from engaging in certain
tie—-in arrangements in connection with any extension of credit, lease or sale of
property or furnishing of services.

FDIC Insurance Assessments

Because the deposits of all of the banking subsidiaries of Community
Bankshares and Ridgeway Bancshares are insured by the Bank Insurance Fund, the
banks are subject to semiannual insurance assessments imposed by the FDIC. Since
January 1, 1997, the assessments imposed on all FDIC deposits for deposit
insurance have an effective rate ranging from 0 to 27 basis points per $100 of
insured deposits, depending on the institution's capital position and other
supervisory factors. However, because legislation enacted in 1996 requires that
both Savings Association Insurance Fund-insured and Bank Insurance Fund-insured
deposits pay a pro rata portion of the interest due on the obligations issued by
the Financing Corporation, the FDIC is currently assessing Bank Insurance

Fund-insured deposits an additional 1.26 basis points per $100 of deposits, and
Savings Association Insurance Fund-insured deposits an additional 6.30 basis
points per $100 of deposits, to cover those obligations. The Financing

Corporation assessment will continue to be adjusted quarterly to reflect changes
in the assessment Dbases of the respective funds based on quarterly Call Report
and Thrift Financial Report submissions.

Regulation Of The Banks

Orangeburg National Bank, Sumter National Bank, and Florence National
Bank are also subject to examination by the Office of the Comptroller of the
Currency bank examiners and the Bank of Ridgeway is also subject to examination
by the South Carolina State Board of Financial Institutions. In addition, the
banks are subject to various other state and federal laws and regulations,
including state usury laws, laws relating to fiduciaries, consumer credit and
branch banking. The banks' loan operations are subject to certain federal
consumer credit laws and regulations promulgated thereunder, including, but not
limited to: the federal Truth-In-Lending Act, governing disclosures of credit
terms to consumer borrowers; the Home Mortgage Disclosure Act, requiring
financial institutions to provide certain information concerning their mortgage
lending; the Equal Credit Opportunity Act and the Fair Housing Act, prohibiting
discrimination on the basis of certain prohibited factors in extending credit;
the Fair Credit Reporting Act, governing the use and provision of information to
credit reporting agencies; the Bank Secrecy Act, dealing with, among other
things, the reporting of <certain currency transactions; and the Fair Debt
Collection Act, governing the manner in which consumer debts may be collected by
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collection agencies. The deposit operations of the banks are subject to the
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Truth in Savings Act, requiring certain disclosures about rates paid on savings
accounts; the Expedited Funds Availability Act, which deals with disclosure of
the availability of funds deposited in accounts and the collection and return of
checks by banks; the Right to Financial Privacy Act, which imposes a duty to
maintain certain confidentiality of consumer financial records and the
Electronic Funds Transfer Act and regulations promulgated thereunder, which
govern automatic deposits to and withdrawals from deposit accounts and
customers' rights and liabilities arising from the use of automated teller
machines and other electronic banking services.

The banks are subject to the requirements of the Community Reinvestment

Act. The Community Reinvestment Act imposes on financial institutions an
affirmative and ongoing obligation to meet the credit needs of their 1local
communities, including low- and moderate-income neighborhoods, consistent with

the safe and sound operation of those institutions. Each financial institution's
actual performance in meeting community credit needs is evaluated as part of the
examination process, and also are considered in evaluating mergers, acquisitions
and applications to open a branch or facility.

Other Safety And Soundness Regulations

Prompt Corrective Action. The federal Dbanking agencies have broad
powers under current federal law to take prompt corrective action to resolve
problems of insured depository institutions. The extent of these powers depends
upon whether the institutions in question are "well capitalized," "adequately
capitalized," "undercapitalized, " "significantly undercapitalized" or
"critically undercapitalized."

A bank that is "undercapitalized" becomes subject to provisions of the
Federal Deposit Insurance Act restricting payment of capital distributions and
management fees; requiring the Office of the Comptroller of the Currency to
monitor the condition of the bank; requiring submission by the bank of a capital
restoration plan; restricting the growth of the bank's assets and requiring
prior approval of certain expansion proposals. A bank that is "significantly
undercapitalized" is also subject to restrictions on compensation paid to senior
management of the bank, and a bank that is "critically undercapitalized" 1is
further subject to restrictions on the activities of the bank and restrictions
on payments of subordinated debt of the bank. The purpose of these provisions is
to require banks with less than adequate capital to act quickly to restore their
capital and to have the Office of the Comptroller of the Currency move promptly
to take over banks that are unwilling or unable to take such steps.

Brokered Deposits. Under current FDIC regulations, "well capitalized"
banks may accept brokered deposits without restriction, "adequately capitalized"
banks may accept brokered deposits with a waiver from the FDIC (subject to
certain restrictions on payments of rates), while "undercapitalized" banks may
not accept brokered deposits. The regulations provide that the definitions of
"well capitalized", "adequately capitalized" and "undercapitalized" are the same
as the definitions adopted by the agencies to implement the prompt corrective
action provisions described in the previous paragraph.

Interstate Banking
Under the Riegle-Neal Interstate Banking and Branching Efficiency Act

of 1994 ("Riegel-Neal"), Community Bankshares, Ridgeway Bancshares and any other
adequately capitalized Dbank holding company located in South Carolina can
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acquire a bank located in any other state, and a bank holding company located
outside South Carolina can acquire any South Carolina-based bank, in either case
subject to certain deposit percentage and other restrictions. Riegle-Neal also
provides that, in any state that has not previously elected to prohibit
out-of-state banks from operating interstate branches within its territory,
adequately capitalized and managed bank holding companies can consolidate their
multistate bank operations into a single bank subsidiary and branch interstate
through acquisitions. De novo branching by an out-of-state Dbank is permitted
only if it is expressly permitted by the laws of the host state. The authority
of a bank to establish and operate Dbranches within a state will continue to be
subject to applicable state Dbranching laws. South Carolina law was amended,
effective July 1, 1996, to permit such interstate Dbranching but not de novo
branching by an out-of-state bank.

The Riegel-Neal Act, together with legislation adopted in South
Carolina, resulted in a number of South Carolina banks being acquired by large
out-of-state bank holding companies. Size gives the larger Dbanks certain
advantages 1n competing for business from larger customers. These advantages
include higher 1lending limits and the ability to offer services in other areas
of South Carolina and the region.
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Legislative Proposals

Other proposed legislation which could significantly affect the
business of banking has been introduced or may be introduced in Congress from
time to time. Neither Community Bankshares nor Ridgeway Bancshares can predict
the future course of such legislative proposals or their impact on Community
Bankshares or Ridgeway Bancshares should they be adopted.

Recent Legislation

On November 12, 1999, the President signed the Gramm-Leach-Bliley Act,
which makes it easier for affiliations Dbetween Dbanks, securities firms and
insurance companies to take place. The Act removes Depression-era Dbarriers that
had separated banks and securities firms, and seeks to protect the privacy of
consumers' financial information. Most of the provisions of the Act require the
applicable regulators to adopt regulations 1in order to implement these
provisions, and a significant number of regulations have already been adopted.

Under provisions of the new legislation, which were effective March 11,
2000, banks, securities firms and insurance companies are able to structure new
affiliations through a holding company structure or through a financial
subsidiary. The legislation creates a new type of bank holding company called a
"financial holding company" which has powers much more extensive than those of
standard holding companies. These expanded powers include authority to engage in
"financial activities," which are activities that are (1) financial in nature;
(2) incidental to activities that are financial in nature; or (3) complimentary
to a financial activity and that do not impose a safety and soundness risk.
Significantly, the permitted financial activities for financial holding
companies include authority to engage in merchant banking and insurance
activities, 1including insurance portfolio investing. A bank holding company can
qualify as a financial holding company and expand the services it offers only if
all of its subsidiary depository institutions are well-managed, well-capitalized
and have received a rating of "satisfactory" on their last Community
Reinvestment Act examination.

The legislation also creates another new type of entity called a
"financial subsidiary." A financial subsidiary may be used by a national bank or
a group of national banks to engage in many of the same activities permitted for
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a financial holding company, though several of these activities, including real
estate development or investment, insurance or annuity underwriting, insurance
portfolio investing and merchant banking, are reserved for financial holding
companies. A bank's investment in a financial subsidiary affects the way in
which the bank calculates its regulatory capital, and the assets and liabilities
of financial subsidiaries may not be consolidated with those of the bank. The
bank must also be certain that its risk management procedures are adequate to
protect it from financial and operational risks created both by itself and by
any financial subsidiary. Further, the bank must establish policies to maintain
the separate corporate identities of the bank and its financial subsidiary and
to prevent each from becoming liable for the obligations of the other.

The Act also establishes the concept of "functional supervision,"
meaning that similar activities should be regulated by the same regulator.
Accordingly, the Act spells out the regulatory authority of the bank regulatory

agencies, the Securities and Exchange Commission and state insurance regulators
so that each type of activity is supervised by a regulator with corresponding
expertise. The Federal Reserve Board is intended to be an umbrella supervisor

with the authority to require a bank holding company or financial holding
company or any subsidiary of either to file reports as to its financial
condition, risk management systems, transactions with depository institution
subsidiaries and affiliates, and compliance with any federal law that it has
authority to enforce.

Although the Act reaffirms that states are the regulators for insurance
activities of all persons, including federally-chartered Dbanks, the Act
prohibits states from preventing depository institutions and their affiliates
from conducting insurance activities.

The Act also establishes a minimum federal standard of privacy to
protect the confidentiality of a consumer's personal financial information and
gives the consumer the power to choose how personal financial information may be
used by financial institutions.
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Community Bankshares anticipates that the Act and the regulations
adopted pursuant to the Act will be likely to create new opportunities for it to
offer expanded services to customers in the future, though Community Bankshares
has not yet determined what the nature of the expanded services might be or when
Community Bankshares might find it feasible to offer them. Community Bankshares
further expects that the Act will increase competition from larger financial
institutions that are currently more capable than Community Bankshares of taking
advantage of the opportunity to provide a broader range of services. However,
Community Bankshares continues to believe that its commitment to providing high
quality, personalized service to customers will permit it to remain competitive
in its market area.

Fiscal And Monetary Policy

Banking is a business which depends to a large extent on interest rate
differentials. In general, the difference between the interest paid by a bank on
its deposits and its other Dborrowings, and the interest received by a bank on
its loans and securities holdings, constitutes the major portion of a bank's
earnings. Thus, the earnings and growth of Community Bankshares are subject to
the influence of economic conditions generally, both domestic and foreign, and
also to the monetary and fiscal policies of the United States and its agencies,

particularly the Federal Reserve. The Federal Reserve regulates the supply of
money through wvarious means, including open-market dealings in United States
government securities, the discount rate at which banks may borrow from the

Federal Reserve, and the reserve requirements on deposits. The nature and timing
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of any changes in such policies and their impact on Community Bankshares cannot
be predicted.

DESCRIPTION OF COMMUNITY BANKSHARES COMMON STOCK

Community Bankshares is authorized to issue 12,000,000 shares of
Community Bankshares common stock. At September 30, 2001, there were 3,204,220
shares of Community Bankshares common stock issued and outstanding. No other
class of stock is authorized.

Community Bankshares' common stock has unlimited voting rights and is
entitled to receive the net assets of Community Bankshares upon dissolution. All
shares of common stock, upon issuance and receipt of the consideration for their
issuance, will be fully paid and nonassessable. None of the shares 1issued or
proposed to be issued pursuant to this offering is convertible, has any
redemption rights or is entitled to any sinking fund.

Holders of Community Bankshares common stock are entitled to receive
such dividends as may be declared by the board of directors out of funds legally
available therefor. The ability of Community Bankshares to pay dividends is
affected by the ability of its subsidiary institutions to pay dividends, which
is limited by applicable regulatory requirements and capital guidelines. At

September 30, 2001, wunder such requirements and guidelines, Community
Bankshares' subsidiary institutions had $4.8 million of wundivided profits
legally available for the payment of dividends. See "Supervision and

Regulation-Payment of Dividends."

For a further description of Community Bankshares common stock, see
"EFFECT OF THE MERGER ON RIGHTS OF SHAREHOLDERS."

SHAREHOLDER PROPOSALS

Community Bankshares expects to hold its next annual meeting of
shareholders after the merger during May 2002. Under SEC rules, proposals of
Community Bankshares shareholders intended to be presented at that meeting must
have been received by Community Bankshares at its principal executive offices,
791 Broughton Street, Orangeburg, South Carolina 29115, Attention: William W.
Traynham, President, by December 3, 2001, for consideration by Community
Bankshares for possible inclusion in such proxy statement. If any shareholder
proposal is not received by Community Bankshares by February 16, 2002, proxies
solicited by management of Community Bankshares will be voted on the proposal in
the discretion of the designated proxy agents.
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FORWARD LOOKING STATEMENTS

This Proxy Statement/Prospectus and documents incorporated in it may
include forward looking statements which reflect Community Bankshares' or
Ridgeway Bancshares' current views with respect to future events and financial
performance. Such forward looking statements are based on general assumptions
and are subject to various risks, uncertainties and other factors that may cause
actual results to differ materially from the views, beliefs and projections
expressed in such statements. Some factors are specific to Community Bankshares
and Ridgeway Bancshares, including:

o The cost and other effects of material contingencies, including
litigation contingencies and other contingencies related to acquired
operations.

o Community Bankshares' ability to expand into new markets and to
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maintain profit margins in the face of pricing pressures.

o The ability of Community Bankshares to achieve the earnings
expectations related to the acquired operations of recently-completed
and pending acquisitions, which in turn depends on a variety of

factors, including

o The ability of Community Bankshares to achieve the anticipated cost
savings and revenue enhancements with respect to the acquired
operations.

o The assimilation of the acquired operations with Community Bankshares'
corporate culture, including the ability to instill Community
Bankshares' credit practices and efficient approach to the acquired
operations.

o The continued growth of the acquired entities' markets consistent with

recent historical experience.

Other factors which may affect Community Bankshares or Ridgeway Bancshares apply
to the financial services industry more generally, including:

o Possible changes in economic and business conditions that may affect
the prevailing interest rates, the prevailing rates of inflation, or
the amount of growth, stagnation, or recession in the global, U.S.,
and southeastern U.S. economies, the value of investments,
collectibility of loans, and the profitability of business entities.

o Possible changes 1in monetary and fiscal policies, laws, and
regulations, and other activities of governments, agencies, and
similar organizations.

o The effects of easing of restrictions on participants in the financial
services industry, such as banks, securities brokers and dealers,
investment companies, and finance companies, and attendant changes in
patterns and effects of competition 1in the financial services
industry.

The words "believe", "expect", "anticipate", "project", and similar
expressions signify forward looking statements. Readers are cautioned not to

place undue reliance on any forward looking statements made by or on behalf of
Community Bankshares. Any such statement speaks only as of the date the
statement was made. Community Bankshares undertakes no obligation to update or
revise any forward looking statements.
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EXPERTS

The consolidated financial statements of Community Bankshares December
31, 2000 and 1999, and for each of the three years in the period ended December
31, 2000, included in this Proxy Statement/Prospectus, have been audited by J.

W. Hunt & Company, L.L.P., independent auditors, as set forth in their report
thereon which is included herein. The financial statements audited by J. W. Hunt
& Company, L.L.P., have been included in reliance on their report given on their

authority as experts in accounting and auditing.

The consolidated financial statements of Ridgeway Bancshares, included
with this Proxy Statement/Prospectus, have been audited by Tourville, Simpson &
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Caskey, LLP., independent auditors, for the periods indicated in their report
thereon which is included herein. The financial statements audited by Tourville,
Simpson & Caskey, LLP have been included in reliance on their report given on
their authority as experts in accounting and auditing.

OPINIONS
The legality of the shares of Community Bankshares common stock to be
issued in the merger will be passed upon by Haynsworth Sinkler Boyd, P.A.,
Columbia South Carolina. Certain tax consequences of the transaction have also
been passed upon by Haynsworth Sinkler Boyd, P.A.

WHERE YOU CAN FIND MORE INFORMATION

Community Bankshares files annual, quarterly and special reports, proxy
statements and other information with the SEC. You may read and copy any

reports, statements or other information that Community Bankshares files with
the SEC at the SEC's public reference room at 450 Fifth Street, N.W.,
Washington, D.C., 20549. Please call the SEC at 1-800-SEC-0330 for further
information on operation of the public reference rooms. These filings are also

available at the 1Internet world wide web site maintained Dby the SEC at
"http://www.sec.gov."

Community Bankshares filed a Registration Statement on Form S-4 (the
"Registration Statement") to register with the SEC the Community Bankshares
common stock to be issued to Ridgeway Bancshares shareholders in the merger.
This Proxy Statement/Prospectus 1s a part of that Registration Statement and
constitutes a prospectus of Community Bankshares. As allowed by SEC rules, this
Proxy Statement/Prospectus does not contain all the information you can find in
Community Bankshares' registration statement or the exhibits to that
registration statement.

Community Bankshares has supplied all information contained or
incorporated by reference in this Proxy Statement/Prospectus relating to
Community Bankshares, and Ridgeway Bancshares has supplied all such information

relating to Ridgeway Bancshares.

You should rely only on the information contained in this Proxy
Statement /Prospectus. We have not authorized anyone to provide you with

information that 1is different from what 1is contained 1in this Proxy
Statement/Prospectus. This Proxy Statement/Prospectus is dated March 4, 2002.
You should not assume that the information contained in this Proxy

Statement/Prospectus 1is accurate as of any date other than that date. Neither
the mailing of this Proxy Statement/Prospectus to shareholders nor the issuance
of Community Bankshares common stock in the merger creates any implication to
the contrary. There may be changes in the affairs of Community Bankshares or
Ridgeway Bancshares since the date of this Proxy Statement/Prospectus which are
not reflected in this document.

We have not authorized anyone to give any information or make any
representation about the merger or Community Bankshares or Ridgeway Bancshares

that differs from, or adds to, the information in this Proxy
Statement /Prospectus or in Community Bankshares' documents that are publicly
filed with the Securities and Exchange Commission. Therefore, 1if anyone does

give you different or additional information, you should not rely on it.

If you are in a jurisdiction where it is unlawful to offer to exchange
or sell, or to ask for offers to exchange or buy, the securities offered by this
Proxy Statement/Prospectus or to ask for proxies, or if you are a person to whom
it is unlawful to direct such activities, then the offer presented by this Proxy
Statement/Prospectus does not extend to you.
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
AND PRO FORMA FINANCIAL INFORMATION

CONSOLIDATED FINANCIAL STATEMENTS
Ridgeway Bancshares, Inc.:
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Consolidated Balance Sheets as of December 31, 2000 and 1999 (audited) ......iiiiiiiennnnn.
Consolidated Statements of Operations for the Years ended December 31, 2000, 1999 and 1998
Consolidated Statements of Changes in Shareholders' Equity and Comprehensive Income for the

ended December 31, 2000, 1999 and 1998 (audited) ... vt ittt ettt eeeeneeneeeneenenn
Consolidated Statements of Cash Flows for the Years ended December 31, 2000, 1999 and 1998
Notes to Consolidated Financial Statements. ... ..ttt ittt ettt eeeeeeeeneeeeeeeeanens

Condensed Consolidated Balance Sheets as of September 30, 2001 and December 31, 2000 (unaud
Condensed Consolidated Statements of Operations for the Three Months and Nine Months
ended September 30, 2001 and 2000 (unaudited) ...ttt ittt ettt teeeeeeeeeeaneeeeeeens
Condensed Consolidated Statements of Changes in Shareholders' Equity and Comprehensive Incc
for the Nine Months ended September 30, 2001 and 2000 (unaudited) ........ciuiiiieeeennnnn.
Condensed Consolidated Statements of Cash Flows for the Nine Months ended September 30, 200
Notes to Condensed Consolidated Financial Statements (unaudited) ..........iuiiiiinenenennn

Community Bankshares, Inc.:

Independent AUditorS ' ReEPOI L ittt ittt ittt et e et ettt eeee et eeeeeeeeeeaneeeeeeeeaeens
Consolidated Balance Sheets as of December 31, 2000 and 1999 (audited) ......iiiiiiiennnnn.
Consolidated Statements of Income for the Years ended December 31, 2000, 1999 and 1998 (au
Consolidated Statements of Changes in Shareholders' Equity for the Years

ended December 31, 2000, 1999 and 1998 (audited) ... ittt ettt eeeeneeneeeneenenn
Consolidated Statements of Cash Flows for the Years ended December 31, 2000, 1999 and 1998
Notes to Consolidated Financial Statements. ... ..ttt ittt ettt eeeeeeeeneeeeeeeeanens

Consolidated Balance Sheets as of September 30, 2001 and December 31, 2000 (unaudited).....
Consolidated Statements of Income for the Three Months and Nine Months

ended September 30, 2001 and 2000 (unaudited) . ...ttt ittt ettt teeeeeeeeeeaneeeeenens
Consolidated Statements of Changes in Shareholders' Equity for the Nine Months

ended September 30, 2001 and 2000 (unaudited) . ...ttt ittt n ettt eeeeeeeeeeaneeeennens
Consolidated Statements of Cash Flows for the Nine Months ended September 30, 2001 and 2000
Notes to Unaudited Consolidated Financial Statements. ... ...ttt it tneeeenneeeeeeeannens

PRO FORMA FINANCIAL INFORMATION
Community Bankshares, Inc:

Pro Forma Combined Condensed Financial Statements. ... ...ttt ittt tneeeeeeeenneeeeeeens
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REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors
Ridgeway Bancshares, Inc.
Ridgeway, South Carolina

We have audited the accompanying consolidated Dbalance sheets of Ridgeway
Bancshares, Inc. and its subsidiary as of December 31, 2000 and 1999 and the
related statements of operations, changes in shareholders' equity and
comprehensive income, and cash flows for the years ended December 31, 2000,
1999, and 1998. These consolidated financial statements are the responsibility
of the Company's management. Our responsibility 1is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audit in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles wused and the significant
estimates made by management, as well as evaluating the overall financial
statement ©presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of Ridgeway Bancshares, Inc. and
its subsidiary as of December 31, 2000 and 1999, and the results of their
operations and their cash flows for the years ended December 31, 2000, 1999, and
1998 in conformity with generally accepted accounting principles.

Tourville, Simpson & Caskey, L.L.P.
Columbia, South Carolina
January 11, 2001

Tourville, Simpson & Caskey, L.L.P.
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RIDGEWAY BANCSHARES, INC.

Consolidated Balance Sheets
December 31, 2000 and 1999

Assets
Cash and cash equivalents:

Cash and due from DanK S .. i ittt ittt ittt ittt e et ee ettt eeeeeeeneeeeeeeeeeeenaeeennnens $
Federal funds sold and securities purchased under agreements
L ot

Total cash and cash equivalent s ...ttt ittt et ettt ettt e et eeaeeeeeneenns
Time deposits with oOther banks ...ttt it ettt et ettt eeaeeeeeeeanns

Investment securities:

Securities availlable—for—Sale ... ittt ittt ettt e et e e e e et e
Securities held-to-maturity (market value of $16,220,805 in 2000 ........ciieuennn..
and $15,976,538 in 1999)

Nonmarketable equity SECUL It IeS .ttt ittt it ettt ettt ettt eeeeeeeeeaaaeaeens

Total investment SEeCUTILIeS i ittt ittt i ettt et et e e ettt e ae et eeaeeeeeneanns

JITO TN o N T et oY o W A= ¥ o 20 Y
Less allowancCe fOr 10aN 10SSES v i ittt eeeeeeeeneeeeeeeeeeeeeeeeeaeeeeeeeeeaeeens

@ = o = P o=
Premises and equUipment, Net ...ttt ittt ittt ettt et eeeeeeeeeeaeeeeeeeeeaneens
Accrued d1nterest receivable . ...t e e e e e e e e e e e e e e
L@ ol o TS = i Y

[ wi= T A = i R

Il

Liabilities

Deposits:

Non-interest bearing demand depPoOsSit s .. i ittt ittt ittt ettt eeeeeeeeeeaaeaeees $
Interest bearing demand depPOSit s . it ittt it ittt ittt ettt e ettt e

Money MarKkel ACCOUNE S &t ittt ittt et e e et et et e et ettt aeee e eaeeeeeeeenaeeeeeneanns

ST o L =
Certificates of deposit of $100,000 ANd OVET vttt ittt eeenneeeeeeeeeeneenneeenenens
Certificates of deposit of under $100,000 ...ttt eeeeeeeeeeeeeeeeneeaaeeennnens

[} wir= B A @ LY oY X I i R
Accrued Interest pavable ... et e e e et e e e e e et e
Federal funds puUrcChased . ...ttt ittt ettt ettt ettt eeeee et eeaeeeeeeeeeaneens
Securities sold under agreements tO FEPULCRASE ...ttt ittt ittt ittt eeneeeeeneenns
(0w o e ¥ o B 0
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Total 1idabilitdes v ittt ittt e e e e et e e e e e e e e e et e e e e e e

Shareholders' Equity

Common stock, no par value; 100,000 shares authorized; ......c..iiiiitiiiiieeeennnnns
40,000 shares issued and outstanding

Accumulated other comprehensive INCOME (LOSS) v vt vttt ime ittt teeeeeeeeeenaeeeeeneanns

Retalned Earning s vttt ittt e e ettt e ettt et e et et e

Total shareholders ' EgUILY i it ittt ittt e ettt et e ettt et ae e eeeaeeeeeneenns

Total liabilities and shareholders' equUity ...ttt ittt ittt ettt eeeeeeeeeenns

The accompanying notes are an integral part of the consolidated financial
statements.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.

Consolidated Statements of Operations
For the Years Ended December 31, 2000, 1999, and 1998

2000

Interest income:
Loans, 1ncluding feeS ..ttt ittt ittt ittt ettt ettt $3,410,292
Investment securities:

=5 = T Y 912,003
= Gl O 111 o) 437,632
Nonmarketable equity seCUrities ...ttt ittt ittt ettt eenaenns 3,609
Federal funds sold and securities purchased .........c.iii it enennnn 218,083
under agreements to resell

Time deposits with other banks ... ...ttt et ettt 8,241
ol 4,989,860
Interest expense:

D T 1= e O 1,882,089
Federal funds purchased and securities sold

under agreement LO FePUILChASE .. ittt ittt ittt ittt et eaeeeeeneanns 161,356
ol 2,043,445
Net dnterest InComMe ... ittt ittt et ettt ettt ettt e eeeeneaaeean 2,946,415
Provision foOr 1oan 1OSSES vttt ittt ittt ettt eeeeeneeeeeeneeeeeeeeeneeans 75,000
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Net interest income after provision for loan losses

Other operating income

Service charges on deposit accounts
Other service charges and fees
Other income

Other operating expenses
Salaries and benefits
Net occupancy and equipment expense
Other operating expense

Income before income taxes

Income tax expense

Net income

Earnings per share
Weighted average common shares outstanding
Net income

The accompanying notes

statements.

are an integral part of the

Tourville,

RIDGEWAY BANCSHARES, INC.

consolidated financial

Simpson & Caskey, L.L.P.

Consolidated Statements of Changes in Shareholders' Equity
and Comprehensive Income For the Years Ended December 31, 2000, 1999, and 1998
Common Stock
Shares Amount
Balance, December 31, 1997 ............ 40,000 2,200,000

Net income

2,871,415

480,961
161,589
28,824

1,172,132
220,604
745,510

1,404,543

375,825

Accumulated
Other

Comprehensive

Income (Loss)

31,126
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Other comprehensive income

Comprehensive income ................
Cash dividends declared
—-$5.70 per share ......iiiiiinneeeennn

Balance, December 31, 1998

Net income

Other comprehensive income

Comprehensive income

Cash dividends declared
-$6.30 per share

Balance, December 31, 1999

Net income

Other comprehensive income

Comprehensive income

Cash dividends declared
-$7.00 per share

Balance, December 31, 2000

The accompanying notes are an

statements.

integral

Tourvill

RIDGEWAY BANCSHARES, INC.

Consolidated Statements of Cash
For the Years Ended December 31, 2000,

Cash flows from operating activities:

Net INCOME ..ttt ittt ittt ittt it i it iie e
Adjustments to reconcile net income to net cash

part of the

25,748

2,200,000

(139,514)

2,200,000

64,227

consolidated financial

e, Simpson & Caskey, L.L.P.

Flows

1999, and 1998

2000

$ 1,028,718
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provided by operating activities:

[y ot Y B I i X o
Provision for possible 1oan 1oOSSES ittt iin ittt eeeeeeeenneeeenns
Premium amortization less accretion ........iii ittt enneneennn
Deferred income tax provision (benefit) .........c.c0iiiiiiiiiiinee...
Amortization of intangible assets ...ttt e e e e
(Increase) decrease in accrued interest receivable .................
(Increase) decrease 1in other asset s ...ttt ittt ittt te e
Increase (decrease) 1in accrued interest payable ........ ... ..
Increase (decrease) 1n other liabilities ... .ttt inenennnn

Net cash provided by operating activities ......... ... ...

Cash flows from investing activities:
Proceeds from maturities of securities available-for-sale ............
Purchases of securities available-for-sale ........cuiiiiitinnnnnennn
Proceeds from maturities of securities held-to-maturity ..............
Purchases of securities held-to-maturity .........ciiiiiiiiiiennneen..
Net increase in loans tO CUSLOMETS ... ittt i ittt tn ettt enneeeeeeeanns
Purchase of premises and equipment . ........ ittt ineneeennnneenns
Net increase in time deposits with other banks .......... . ... .. ... ...
Net cash used by investing activities .........c.c. ...

Cash flows from financing activities:
Net increase in demand and savings deposits .......iiiiii ..
Net increase (decrease) in certificates of deposit ............... ...
Net increase (decrease) in federal funds purchased and ...............

securities sold under repurchase agreements

Cash dividends paid ...ttt ittt ettt ettt ettt eaaeaeaae

Net cash provided by financing activities ......... ..

Net increase (decrease) in cash and cash equivalents ...................

Cash and cash equivalents, beginning of period ........... i,

Cash and cash equivalents, end of period ..........iiiiiiiiiiennnenennnn

The accompanying notes are an integral part of the consolidated financial
statements.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2,700,000

(490, 313)
2,195,137
(2,222,010)
(6,102,884)

(26,526)
)

4,922,242
3,796,527
216,231

(280, 000)

5,812,091

3,086,891
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Basis o0of Presentation and Consolidation - The accompanying consolidated
financial statements include the accounts of Ridgeway Bancshares, Inc. (the
Company), its wholly-owned subsidiary, Bank of Ridgeway (the Bank), and the

Bank's wholly-owned subsidiary, Ridgeway Insurance Agency (the Agency). The Bank
provides commercial banking services to domestic markets principally in northern
Richland County and in Fairfield County, South Carolina. The Agency has been in
a dormant status for the past several years. The consolidated financial
statements include the accounts of the parent company and its wholly-owned
subsidiary after elimination of all significant intercompany balances and
transactions.

The accounting and reporting policies of the Bank reflect industry practices and
conform to generally accepted accounting principles in all material respects.
All significant intercompany accounts and transactions have been eliminated.

Management's Estimates - The preparation of consolidated financial statements in
conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change
relate to the determination of the allowance for losses on loans, including
valuation allowances for impaired 1loans and the wvaluation of real estate
acquired in connection with foreclosures or in satisfaction of loans. 1In
connection with the determination of the allowances for losses on loans and
foreclosed real estate, management obtains independent appraisals for
significant ©properties. Management must also make estimates in determining the
estimated useful lives and methods for depreciating premises and equipment.

While management uses available information to recognize losses on loans and
foreclosed real estate, future additions to the allowances may be necessary
based on changes in local economic conditions. In addition, regulatory agencies,
as an integral part of their examination process, periodically review the Bank's
allowances for losses on loans and foreclosed real estate. Such agencies may
require the Bank to recognize additions to the allowances Dbased on their
judgments about information available to them at the time of their examination.
Because of these factors, it is possible that the allowances for losses on loans
and foreclosed real estate may change in the near term.

Significant Group Concentrations of Credit Risk - Most of the Company's
activities are with customers located within Fairfield and Richland Counties in
South Carolina. Note 4 discusses the types of securities that the Company
invests in. Note 5 discusses the types of lending that the Company engages in.
The Company does not have any significant concentrations to any one industry or
customer.

Investment Securities Held to Maturity - Investment securities held to maturity
are stated at cost, adjusted for amortization of premium and accretion of
discount computed by the straight-line method. The Bank has the ability and
management has the intent to hold designated investment securities to maturity.
Reductions in market value considered by management to be other than temporary
are reported as a realized 1loss and a reduction in the cost Dbasis of the
security.

Investment Securities Available-for-Sale - Investment securities
available-for-sale are carried at amortized cost and adjusted to estimated
market value by recognizing the aggregate wunrealized gains or losses in a
valuation account. Aggregate market valuation adjustments are recorded in
shareholders' equity net of deferred income taxes. Reductions in market value
considered by management to be other than temporary are reported as a realized
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loss and a reduction in the cost basis of the security. The adjusted cost basis
of securities available-for-sale is determined by specific identification and is

used in computing the gain or loss upon sale.

Nonmarketable Equity Securities - Nonmarketable equity securities include the

Bank's investments in the stock of Community Financial Services. The stock is
carried at cost because it has no quoted market value and no ready market
exists. Dividends received from the investment 1s included as a separate

component in interest income.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Loans - Interest 1income on loans is computed based upon the unpaid principal
balance. Interest income is recorded in the period earned.

The accrual of interest income is discontinued when a loan becomes 90 days past
due as to principal or interest. Management may elect to continue the accrual of
interest when the estimated net realizable value of collateral exceeds the
principal balance and accrued interest. Impaired loans are measured based on the
present value of discounted expected cash flows. When it is determined that a
loan is impaired, a direct charge to bad debt expense is made for the difference
between the net present value of expected future cash flows Dbased on the
contractual rate and the Bank's recorded investment in the related loan. The
corresponding entry is to a related valuation account. Interest is discontinued
on impaired loans when management determines that a borrower may be unable to
meet payments as they become due.

The Company identifies impaired loans through its normal internal loan review
process. Loans on the Company's problem loan watch 1list are considered
potentially impaired loans. These loans are evaluated in determining whether all
outstanding principal and interest are expected to be collected. Loans are not
considered impaired if a minimal delay occurs and all amounts due including
accrued interest at the contractual interest rate for the period of delay are
expected to be collected. At December 31, 2000, management has determined that
no 1impairment of loans existed that would have a material effect on the
Company's financial statements.

Allowance for Loan Losses - An allowance for possible loan losses is maintained
at a level deemed appropriate by management to provide adequately for known and
inherent risks in the loan portfolio. The allowance is based upon a continuing
review of past loan loss experience, current economic conditions which may
affect the borrowers' ability to pay and the underlying collateral value of the
loans. Loans, which are deemed to be uncollectible, are charged off and deducted
from the allowance. The provision for possible loan losses and recoveries on
loans previously charged off are added to the allowance.

Premises and Equipment - Premises and equipment are stated at cost, less
accumulated depreciation. The provision for depreciation is computed primarily
by the declining-balance method. Rates of depreciation are generally based on
the following estimated wuseful 1lives: Dbuildings - 30 years; furniture and
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equipment - 5 to 15 years. The cost of assets sold or otherwise disposed of, and
the related accumulated depreciation are eliminated from the accounts and the
resulting gains or losses are reflected in the income statement. Maintenance and
repairs are charged to current expense as incurred, and the costs of major
renewals and improvements are capitalized.

Other Real Estate Owned - Other real estate owned includes real estate acquired
through foreclosure and loans accounted for as in substance foreclosures.
Collateral is considered foreclosed in substance when the borrower has little or
no equity in the fair value of the collateral, proceeds for repayment of the
debt can be expected to come only from the sale of the collateral and it is
doubtful that the borrower can rebuild equity or otherwise repay the loan in the
foreseeable future. Other real estate owned is initially recorded at the lower
of cost (principal ©balance of the former loan plus costs of improvements) or
estimated fair value.

Any write-downs at the dates of acquisition are charged to the allowance for
possible loan losses. Expenses to maintain such assets, subsequent write-downs
and gains and losses on disposal are included in other expenses.

Intangible Assets - Intangible assets consist of core deposit premiums resulting
from the acquisition of the Blythewood branch. The core deposit premiums are
being amortized over fifteen years using the straight-line method.

Income and Expense Recognition - The accrual method of accounting is used for
all significant categories of 1income and expense. Immaterial amounts of
insurance commissions and other miscellaneous fees are reported when received.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Retirement Benefits - The Bank sponsors a trusteed non-contributory defined
benefit pension plan covering employees who have completed at least 1,000 hours
of service within one year and have attained age twenty-one. The funding policy
for this plan is to contribute annually an amount between the minimum funding
amount required by ERISA and the maximum tax—-deductible contribution.
Contributions are intended to provide not only for Dbenefits attributed to
service to date but also for those expected to be earned in the future. See Note
13.

A trusteed retirement savings plan is sponsored by the Bank, which provides
retirement benefits to substantially all officers and employees who meet certain
age and service requirements. The plan includes a "salary reduction" feature
pursuant to Section 401 (k) of the Internal Revenue Code. Under the plan and
present policies, participants are permitted to make contributions up to 15% of
their annual compensation. At its discretion, the Bank <can make matching
contributions up to 100% of the participants' contributions. Expenses charged to
earnings for the retirement savings plan were approximately $18,536, $16,853,
and $15,967 in 2000, 1999, and 1998, respectively.

Income taxes - Income taxes are the sum of amounts currently payable to taxing
authorities and the net changes in income taxes payable or refundable in future
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years. Income taxes deferred to future vyears are determined utilizing a
liability approach. This method gives consideration to the future tax
consequences associated with differences between the financial accounting and
tax bases of certain assets and liabilities, principally the allowance for loan
losses.

Earnings Per Share - Earnings per share is calculated by dividing earnings by
the weighted average number of common shares outstanding during the year.

Comprehensive Income - Accounting principles generally require that recognized
revenue, expenses, gains, and losses be included in net income. Although certain
changes in assets and liabilities, such as unrealized gains and losses on
available-for-sale securities, are reported as a separate component of the
equity section of the balance sheet, such items, along with net income, are
components of comprehensive income.

The components of other comprehensive income and related tax effects are as
follows:

2000

Unrealized holding gains (losses) on available-for-sale

[T B ol A = $ 101,948
Reclassification adjustment for (gains) losses realized

8 o T o 1 A 1 o Lo ) O -

Net unrealized gains (losses) on securities ....... ittt eennnenns 101,948

B QS il Y o R (37,721

Net—0f—Lax AmMOUNT 4 ittt ittt ittt et e et ee e et eeeeeeenaeeeeseeeeenannaeesenenenns S 64,227

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Statement of Cash Flows - For purposes of reporting cash flows, the Company
considers certain highly liquid debt instruments purchased with a maturity of
three months or less to be cash equivalents. Cash equivalents include amounts

due from banks, federal funds sold, and securities purchased under agreements to
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resell.

During 2000, 1999, and 1998, the Company paid $2,035,150, $1,742,345, and
$1,765,127 respectively, for interest. Cash paid for income taxes was $442,944,
$371,310, and $352,079 in 2000, 1999, and 1998, respectively.

Changes in the valuation account of securities available-for-sale, including the
deferred tax effects, are considered non-cash transactions for purposes of the
statement of cash flows and are presented in detail 1in the notes to the
financial statements.

Off-Balance-Sheet Financial Instruments - In the ordinary course of business,
the Company enters into off-balance-sheet financial instruments consisting of
commitments to extend credit and letters of credit. These financial instruments
are recorded in the financial statements when they Dbecome payable Dby the
customer.

Recent Accounting Pronouncements - In June 1998, the FASB issued Statement
(SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities,
effective for fiscal vyears beginning after June 15, 2000. This Statement
establishes accounting and reporting standards for derivative instruments and
hedging activities, including certain derivative instruments embedded in other
contracts, and requires that an entity recognize all derivatives as assets or
liabilities in the balance sheet and measure them at fair value. The accounting
for changes in the fair value of a derivative depends on how the derivative is
used and how the derivative is designated. The Company adopted SFAS on July 1,
2000. The adoption of SFAS No. 133 did not have a material impact on the
consolidated financial statements.

Reclassifications - Certain captions and amounts in the consolidated financial
statements of 1999 and 1998 were reclassified to conform with the 2000
presentation.

NOTE 2 - MERGER WITH RHBT FINANCIAL CORPORATION

On June 28, 2000, the Company announced that it signed a letter of intent to
merge with RHBT Financial Corporation, a bank holding company headquartered in
Rock Hill, South Carolina. As of the date of this report no definitive agreement
has been reached.

NOTE 3 - CASH AND DUE FROM BANKS

The Bank is required by regulation to maintain an average cash reserve balance

based on a percentage of deposits. The average amount of the cash reserve
balances at December 31, 2000 were approximately $546,000.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements

NOTE 4 - INVESTMENT SECURITIES
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The amortized cost and estimated market values of securities available-for sale
at December 31, 2000 and 1999 were:

Gros
Amortized ———
Cost Gains
December 31, 2000:
U.S. TrCaASUTLIE S ittt ittt ettt ettt ettt teeeeeeeeeeeeeeeeeannnn $1,498,005 S 1,48
U.S. Government agencies and corporations ..........eeeeeeeenn. 5,990,905 5,25
Obligations of state and political subdivisions ............... 100,000 2,69
TOLAl SECULIL L@ S vttt ittt e ettt ettt ettt ettt e eeee et eeeaeenn $7,588,910 S 9,43
December 31, 1999:
U.S. TrCaASUTLIE S vttt ittt ettt ettt eeee et e eeeeeeeeeeeeeeeeeeennnn $2,695,467 S 2,79
U.S. Government agencies and corporations ..........eeeeeeeenn. 6,998,708 1,08
Obligations of state and political subdivisions ............... 100,000 1,31
TOLAl SECULILIES vttt ittt e ettt et e ettt ettt e e et e enaeenn $9,794,175 S 5,19
The amortized cost and estimated market value of securities held to maturity at
December 31, 2000 and 1999 were:
Gros
Amortized ———
Cost Gains
December 31, 2000
U.S. Government agencies & corporations ...........c.cceeeo.. $ 7,098,958 $ 7,573
Obligations of state and political subdivisions ........... 9,017,801 140,116
Total SECULILIES v ittt it ittt e et e ettt et teeeeeeeennnn $16,116,759 S 147,689
December 31, 1999:
U.S. Government agencies & corporations ...........c.cceeeo.. $ 6,701,888 $ 21,198
Obligations of state and political subdivisions ........... 9,393,555 71,067
Total SECULILIES vttt ittt ittt ettt e ettt eeeeeeeeennn $16,095,443 S 92,265

There were no sales of investment securities during 2000 or 1999.
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Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 4 - INVESTMENT SECURITIES - continued
The amortized cost and estimated market value of investment securities at
December 31, 2000 based on their contractual maturities are summarized below.

Actual maturities may differ from contractual maturities because borrowers may
have the right to call or prepay obligations without penalty.

2000

Estimated

Amortized Market

Cost Value
Due within one year ........iiiiiiieeeeennnnnnnns $ 7,283,481 $ 7,268,757
Due after one year but within five years ....... 11,990,945 12,021,818
Due after five years but within ten years ...... 4,344,567 4,400,111
Due after ten years ...t iitt e eennnnns 86,676 89,803
Total it e e e e e e e $23,705,669 $23,780,489

At December 31, 2000 and 1999 investment securities with a book wvalue of
$8,543,148 and $6,398,452 and a market value of $8,523,642 and $6,349,184,
respectively, were pledged as collateral to secure public deposits and for other
purposes.

NOTE 5 - LOANS
Loans consisted of the following:

December 31,

2000 1999
Real estate ..ttt ittt it e e $23,602,492 $18,237,180
Home equity .ttt ittt et ieeeeeeenn 2,420,481 2,305,281
Commercial and industrial loans ............ 5,045,202 4,715,796
CONSUMET 4 vttt ottt eetteeeeeeeeeneeeneeneeens 8,019,601 7,914,307
All other 10aANS v ittt ittt ettt et 716,949 550, 957
$39,804,725 $33,723,521

As of December 31, 2000 and 1999, management had placed loans totaling $225, 340
and $18,586 in nonaccrual status Dbecause the loans were not performing as
originally contracted. Loans ninety days or more past due and still accruing
interest were $355,233 and $102,886 at December 31, 2000 and 1999 respectively.
No impairment has been recognized because management has determined that the
discounted value of expected proceeds from the sale of collateral, typically
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real estate, exceeds the carrying amount of these loans.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 5 - LOANS - continued

Transactions in the allowance for loan losses are summarized below:

2000 1999 1998
Balance, January 1 ......c..ceenenn... $ 334,209 $ 304,837 $ 286,689
Provision charged to expense ...... 75,000 60,000 54,000
Charge—o0ffs ...ttt (44,871) (47,445) (45,882)
RECOVETIES vttt ittt et ee et 23,191 16,817 10,030
Balance, December 31 .............. $ 387,529 $ 334,209 $ 304,837

The Bank is a party to financial instruments with off-balance-sheet risk in the
normal course of business to meet the financing needs of its customers. These
financial instruments include commitments to extend credit and standby letters
of credit. Those instruments involve, to varying degrees, elements of credit and
interest rate risk in excess of the amount recognized in the statements of
financial position. The contractual or notional amounts of those instruments
reflect the extent of involvement the Bank has in particular classes of
financial instruments.

The Bank's exposure to credit loss in the event of nonperformance by the other
party to the financial instrument for commitments to extend credit and standby
letters of credit written is represented by the contractual or notional amount
of those instruments. The Bank uses the same <credit policies in making
commitments and conditional obligations as it does for on-balance-sheet
instruments.

Standby letters of credit written are conditional commitments issued by the Bank
to guarantee the performance of a customer to a third party. The credit risk
involved in issuing letters of credit is essentially the same as that involved
in extending loans to customers.

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 some of the commitments are expected to expire
without Dbeing drawn wupon, the total commitment amounts do not necessarily
represent future cash requirements. The Bank evaluates each customer's
creditworthiness on a case-by-case Dbasis. The amount of collateral obtained if
deemed necessary by the Bank upon extension of credit is based on management's
credit evaluation of the counter-party.

Collateral held for commitments to extend credit and standby letters of credit
varies but may include accounts receivable, inventory, property, plant,
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equipment, and income-producing commercial properties.
The following table summarizes the Company's off-balance-sheet financial

instruments whose contractual amounts represent credit risk at December 31, 2000
and 1999:

2000 1999
Commitments to extend credit ............... $5,417,598 $3,992,000
Standby letters of credit .................. 273,000 358,000

Management 1is not aware of any significant concentrations of loans to classes of
borrowers or industries that would be affected similarly by economic conditions.
At December 31, 2000, the Bank was not committed to lend additional funds to
borrowers having loans in nonaccrual status.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 6 - PREMISES AND EQUIPMENT
Premises and equipment consisted of the following:

December 31,

2000 1999
T o X $ 145,185 $ 145,185
Buildings and improvements ................. 943,823 943,823
Furniture and equipment ................0... 632,497 605,971
1,721,505 1,694,979
Less, accumulated depreciation ............. 948, 340 860,555
$ 773,165 S 834,424

NOTE 7 - DEPOSITS

At December 31, 2000, the scheduled maturities of time deposits are as follows:

2001 $24,444,493
2002 2,040,614
2003 114,857
2004 240,112
2005 and thereafter 16,837
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$26,856,913

Overdrawn deposit accounts in the amount of $35,638 are classified as loans as
of December 31, 2000.

NOTE 8 - SHORT-TERM BORROWINGS

Short-term borrowings payable at December 31, 2000 and 1999 consist of federal
funds purchased and securities sold under agreements to repurchase which
generally mature on a one to thirty day basis. Information concerning securities
sold under agreements to repurchase is summarized as follows:

2000 1999
Average balance during the vear ................ $2,894,137 $1,943,398
Average interest rate during the year .......... 5.48% 4.38%
Maximum month-end balance during the year ...... $4,663,044 $2,373,711
Under the terms of the repurchase agreement, the Bank sells an interest in
securities issued by United States Government Agencies, and the Bank agrees to

repurchase the same securities the following business day. The securities sold
under these agreements are the identical securities on the Bank's balance sheet
captioned as securities purchased under agreements to resell. As of December 31,
2000, the par value and market value of the securities held by the third-party
for the underlying agreements were $2,435,000 and $2,435,688, respectively.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 9 - RELATED PARTY TRANSACTIONS

Certain parties (principally certain directors and stockholders of the Bank,
their immediate families and business interests) were loan customers of, and had
other transactions in the normal course of business with the Bank. Related party
loans are made on substantially the same terms, including interest rates and
collateral, as those prevailing at the time for comparable transactions with
unrelated persons and do not involve more than normal risk of collectibility.
The aggregate dollar amount of loans to related parties was $844,208 and
$500,413 at December 31, 2000 and 1999, respectively.

NOTE 10 - UNUSED LINES OF CREDIT

As of December 31, 2000, the Company had unused 1lines of credit to purchase
federal funds from other financial institutions totaling $5,000,000. These lines
of credit are available on a one to seven day basis for general corporate
purposes. The lenders have reserved the right not to renew their respective
lines.
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NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Company was not involved as defendant 1in any litigation at December 31,
2000. Management and legal counsel are not aware of any pending or threatened
litigation, or unasserted claims or assessments that could result in losses, if
any, that would be material to the financial statements.

NOTE 12 - RESTRICTIONS ON SUBSIDIARY DIVIDENDS, LOANS, OR ADVANCES

South Carolina banking regulations restrict the amount of dividends that can be
paid to shareholders. All of the Bank's dividends to Ridgeway Bancshares, Inc.
are payable only from the wundivided profits of the Bank. At December 31, 2000,
the Bank's undivided profits were $5,645,441. The Bank is authorized to pay cash
dividends up to 100% of net income in any calendar year without obtaining the
prior approval of the Commissioner of Banking provided that the Bank received a
composite rating of one or two at the 1last Federal or State regulatory
examination. Under Federal Reserve Board regulations, the amounts of loans or
advances from the Bank to the parent company are also restricted.

NOTE 13 - EMPLOYEE BENEFITS

The Bank has a contributory defined Dbenefit pension plan, which covers
substantially all employees. Employees covered under the plan are eligible to
participate after attainment of age 21 and completion of at least 1,000 hours of
service, and pension Dbenefits are based on salary and years of service. All
employees are fully vested in the plan after 7 years of service. The actuarially
determined pension benefits are based on the aggregate method. The Bank's
funding policy provides that payments to the plan shall be consistent with
minimum government funding regulations plus additional amounts, which may be
approved by the Bank from time to time.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 13 - EMPLOYEE BENEFITS - continued
Plan assets are stated at fair value and consist primarily of interest-bearing
certificates of deposit and U.S. Governments bonds. The table of actuarially

computed benefit obligations and net assets of the plan at December 31, 2000 and
1999 is presented below:

2000 1999
Benefit obligation ...ttt inineeeeeeeeeeeeennnnneens $ 687,651 $ 659,915
Fair Value of plan assets ...ttt itneeeneeennns 641,693 646,383
Funded Statls o vv ittt it ittt ettt ettt tee e S (45,958) $ (13,532)
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Prepaid (unfunded) benefit cost recognized in the

statement of financial position ..........ieieiiiiiann.. $ (486) S 537
The weighted-average assumptions for 2000 and 1999 are as follows:

2000 1999

Discount rate .......iiiiiiiiiiiiiiiit i, 7.25% 6.75%
Expected return on plan assets .......oeeeennn.. 7.25% 6.75%
Rate of compensation increase ............ccu0... 5.00% 5.00%
Benefit COSL v ivii ittt ittt ettt S 59,023 $64,121
Employer contribution .......... ... ... 58,000 63,982
Plan participants' contributions .............. - 2,368
Benefits paid ...ttt e e 476 5,484
NOTE 14 - OTHER EXPENSES

Other

summarized as follows:

expenses for the years ended December 31, 2000, 1999, and 1998 are

2000 1999 1998
Stationery and printing .............. $ 59,406 $ 58,258 $ 64,740
Postage and freight .................. 55,881 58,638 54,103
Data processing services ............. 194,377 148,930 109,062
Intangible COSts ..ttt 42,000 50,524 62,457
METger EXPENSES « v v v v et eennnnneeeeenns 74,600 - -
Other ... i e e 319,246 321,190 280,688
Total i e e $745,510 $637,540 $571,050
Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 15 - INCOME TAXES

Income tax expense 1included in the statement of operations for the years ended

December 31, 2000, 1999, and 1998 are summarized as follows:

Currently payable:

Federal oottt it e e e e e e e e e e e et e e e e et e e

State

2000

$ 353,346

48,448
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401,794
Deferred:

Yo L o= 10,804
S = 948
11,752
$ 413,546

Income tax expense is allocated as follows:
To continuing operations ...ttt ittt ittt e ettt eaeeeeeeen $ 375,825
To shareholders' equUity ...ttt ittt ittt et e ettt aeeeeenes 37,721
$ 413,546

Net deferred income taxes of $164,863 and $176,615 were included in other assets
at December 31, 2000 and 1999, respectively. Deferred income taxes result from
temporary differences in the recognition of certain items of income and expense
for tax and financial reporting purposes.

The gross amounts of deferred tax assets and deferred tax 1liabilities as of
December 31, 2000, 1999 and 1998 are as follows:

2000
Deferred tax assets:
Allowance fOr 10aN 10SSES v ittt ittt eneeeeeeeeeneeeeeeeeeneeeeeenens $149,199
Available—-for—-sale SeCUrities ...ttt ittt ittt ettt tteeeeeenenn 10,814
Organizational EXPENSE i i ittt ittt ittt ettt e 8,281
[ o L 187
Total deferred tax asSSel s .. ittt ittt ittt ittt e eeeeeneenns 168,481

Deferred tax liabilities:
Accumulated accretion and amortization .........i ittt 3,618
on investment securities
Available-for—-sale secuUurities .. ...ttt ittt iieeeeeannnn -

[ o L -
Total deferred tax liabilities ... ..ttt it teenennns 3,618
Net deferred £axX ASSel v ittt ittt ittt ettt ettt ettt e e et e eeeeeees $164,863

Tourville, Simpson & Caskey, L.L.P.
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RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 15 - INCOME TAXES - continued

Deferred tax assets represent the future tax benefit of deductible differences
and, 1f it is more 1likely than not that a tax asset will not be realized, a
valuation allowance is required to reduce the recorded deferred tax assets to
net realizable value. Management has determined that it is more likely than not
that the entire deferred tax asset at December 31, 2000 will be realized, and
accordingly, has not established a valuation allowance.

A reconciliation between the income tax expense for the years ended December 31,
2000, 1999, and 1998 and the amount computed by applying the Federal statutory
rate of 34% to income before income taxes follows:

2000
Tax expense at statutory rate ... ..ttt ittt et ettt $ 477,545
State income tax, net of Federal income tax effect ..................... 32,601
Tax exempt interest 1nCome . ... ...ttt ittt ettt eaaeeaeenn (155,113)
Disallowed Interest EXPENSE . ittt it ittt ittt ettt eaeeeeeeeeeaeeeeeneanns 21,659
(@ 15 o1 o 1 (867)
ol $ 375,825

NOTE 16 - REGULATORY MATTERS

The Company and the Bank are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure to meet minimum capital
requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a material
effect on the Company's financial statements. Under capital adequacy guidelines
and the regulatory framework for prompt corrective action, the Company and the
Bank must meet specific capital guidelines that involve quantitative measures of
the Company's and the Bank's assets, liabilities, and certain off-balance-sheet
items as calculated under regulatory accounting practices. The Company's and the
Bank's capital amounts and classifications are also subject to qualitative
judgments by the regulators about components, risk weightings, and other
factors.

Quantitative measures established by regulation to ensure capital adequacy
require the Company and the Bank to maintain minimum ratios (set forth in the
table Dbelow) of Tier 1 and total capital as a percentage of assets and
off-balance-sheet exposures, adjusted for risk weights ranging from 0% to 100%.
Tier 1 capital of the Company and the Bank consists of common shareholders'
equity, excluding the unrealized gain or loss on securities available-for-sale,
minus certain intangible assets. Tier 2 capital consists of the allowance for
loan losses subject to certain limitations. Total capital for purposes of
computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital.

The Company and the Bank are also required to maintain capital at a minimum
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level Dbased on average assets (as defined), which is known as the leverage
ratio. Only the strongest institutions are allowed to maintain capital at the
minimum requirement. All others are subject to maintaining ratios 1% to 2% above
the minimum.

As of the most recent regulatory examination, the Bank was deemed
well-capitalized under the regulatory framework for prompt corrective action. To
be categorized well capitalized, the Bank must maintain total risk-based, Tier 1
risk-based, and Tier 1 leverage ratios as set forth in the table below. There
are no conditions or events that management believes have changed the Bank's
categories.

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 16 - REGULATORY MATTERS - continued

The following table summarizes the capital amounts and ratios of the Bank and
the regulatory minimum requirements at December 31, 2000 and 1999.

For Cap
Actual Adequacy
Amount Ratio Amount
December 31, 2000
Total capital (to risk-weighted assets) ............... $7,879 21.18% $2,976
Tier 1 capital (to risk-weighted assets) .............. 7,492 20.14% 1,488
Tier 1 capital (to average assSeLsS) . ueveiriennnneennnn 7,492 10.40% 2,881
December 31, 1999
Total capital (to risk-weighted assets) ............... $7,065 19.80% $2,855
Tier 1 capital (to risk-weighted assets) .............. 6,731 18.86% 1,428
Tier 1 capital (to average assSeLsS) e nnnneennnn 6,731 10.31% 2,612

The Federal Reserve Board has similar requirements for bank holding companies.
The Company is currently not subject to these requirements because the Federal
Reserve guidelines contain an exemption for bank holding companies with less
than $150,000,000 in consolidated assets.

Tourville, Simpson & Caskey, L.L.P.
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RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 17 - RIDGEWAY BANCSHARES, INC. (PARENT COMPANY ONLY)

Presented below are the condensed financial statements for Ridgeway Bancshares,
Inc. (Parent Company Only) .

Balance Sheets
December 31, 2000 and 1999

Assets
[ = o

Investment in banking sUbDSIdiary ...t i ittt ittt ittt ettt ettt eeeeeeeeeeeann
(O ol o TS = i

[ wi= T A = i O

Liabilities and Shareholders' equity
Due to banking sUDSIdiary v vt i ittt ettt ettt eee ettt aeeeeeeeeeaaaaaeeeas

Shareholders ' EQUILY v vt i i ittt it e ettt ettt ettt et aeeeeee et eeaeeeeeeeeeaeeens

Total liabilities and shareholders' equity . ...ttt eeeennn

Statements of Operations
For the years ended December 31, 2000 and 1999

Income

Dividends from banking sUbDSIidiary v vttt ittt ettt et e et eeeeeeeeeeannean
Expenses

(@ ol o TS a4 o o 1= =
Income (loss) before income taxes and equity in undistributed ............. ... ... ..

earnings of banking subsidiary

Income tax bDenef it ...ttt ittt e e e e e e e e e e e e e e e et e e

Equity in undistributed earnings of banking subsidiary .........eiiiiiiiiinneeennnn.
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J LS T I8 'a ¥ @) 111

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements

NOTE 17 - RIDGEWAY BANCSHARES, INC. (PARENT COMPANY ONLY) - continued

Cash flows from operating activities:

LS R 5 o Y ) (=
Adjustments to reconcile net income to net cash provided by

operating activities:

Equity in undistributed earnings of banking subsidiary ...........iiiiiiirnnnnn.
Decrease (increase) 1n OLher aSsSel S i ittt ittt ittt et ettt et et et et ettt ettt e e e
(Decrease) increase in other 1iabilities .. ittt ittt ettt et ettt ettt eeeenenn
Net cash provided by operating activities .. ...ttt ittt ettt
Cash flows from financing activities:

Cash dividends pPaid ...ttt ittt e e ettt ettt e e et eeee et eaeaeeee e

Net cash used by financing activities .. ...ttt ittt ettt ettt e eeeeeeenns

B ol ot Y= = e I o U o = o
Cash, Deginning ...ttt ettt e e et ettt e e e et e e et e e

(O =3 o W Y o U B 5 o Y

Tourville, Simpson & Caskey, L.L.P.

RIDGEWAY BANCSHARES, INC.
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Condensed Consolidated Balance Sheets
(Unaudited)

Assets Cash and cash equivalents:

Time deposits with other banks ...t ittt ettt i ettt ii i

Investment securities:
Securities availlable—for—Sale ... ittt ittt ettt et e e
Securities held-—tomMatUr ity .ottt ittt it e ettt ettt et ettt eee e eeaeeeeeeeeeaaens
Nonmarketable equity SECUT It Ies .ttt ittt it ettt ettt ettt eee et eeaaeeeeenens

QTN o N T et oY @1 W A= ¥ o 20
Less allowancCe fOr 10an 10SSES i v it ittt i ieeee et e eeeeeeeeeeaeeeeeeeeeneeeeeeeeneeeeens

T = = P o 1=

Premises and equUipment, Net ...ttt ittt ittt ettt ettt eeeeee e eeaeeeeeeeeaaeeeeeeens
Accrued Interest receivable . ...ttt e et e e e e e e e e e e e e e e e
(O ol o LS = i

R wi= T R = i

Liabilities

Deposits:
Noninterest-bearing demand depPosSits ..ttt i ittt ittt et ettt ettt e
Interest-bearing demand depPOSit s ..t ittt ittt ittt et ettt et e et e
Money Markel ACCOUNE S & ittt ittt it et e e ettt et e e ettt aeeeeeeeeeaeeeeeeeeeaeeeeeneens
ST 0 0 o Y =
Certificates of deposit of $100,000 AnNd OVET ittt ittt eeeeeeeeeeeeeeennneeeeeeenenns
Certificates of deposit of under S$100,000 ...ttt in et nneeeeeeeeeeeeeenneeeeenenenns

e} wir= B A @ LY oY X I i
Accrued Interest pPavable ... e et e e e e e et e et e e
Securities sold under agreement L0 FePUILCRASE it ittt ittt ittt ettt e eeeeeeeeeenaeaeens
(@l o XS e = o i 0 e

o w1 o B 0wl
Shareholders' Equity
Common stock, no par value in 2001 and 2000; 100,000 shares ......iiiiiiiineennennnnnnn
authorized in 2001 and 2000; 40,000 shares issued and outstanding
Accumulated other comprehensive INCOME (LOSS) v v vttt i imte ettt teeeeeeeeeeaeeeeeeeenneeeens

Retalned Earning s it ittt ittt e e ettt e et et et e e

Total shareholders ' EgUILY ittt it ittt i et ettt et et ettt tae e eeeeeeeeeeeeanenn
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Total liabilities and shareholders' equUity ...ttt ittt ittt ittt et e eeeeee e

See notes to condensed consolidated financial statements.

Condensed Consolidated Statements of Operations
(Unaudited)

Interest income:

Loans, 1ncluding fees ...ttt ittt ittt $2,

Investment securities:
=== Y o O
S D Gt S 111 @
Federal funds sold and securites ........c.oeiiiieeeennnenn.
purchased under agreements to resell
Time deposits with other banks ........ ... .. ..

Interest expense:

DepOsSit AGCCOUNE S vttt ittt ettt e e e e et et e e e 1,

Federal funds purchased and securities sold ..............

under agreement to repurchase

0 = N 1,

Net interest 1ncome ... ...ttt ittt ittt et teeeneeanns 2,

Provision for 1oan 1oSSeS ittt ittt etneeeeeeeanneeeenns

Net interest income after provision for loan ............... 2,

losses

Other operating income:
Service charges on deposit accounts .........c.ceeiieeeeenn.
Other service charges and fees .. ...ttt iennnnns
Other INnCOmME ...ttt ittt ittt et it it e e

Nine Months Ended
September 30,

2001

783,847
669,524

325,996
201,696

77,378

435,984
85,199
16,936

2000

$2,482,337
700,992

326,942
130,016

1,354,375
102,163

377,537
107,008
13,777
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Other operating expenses:

Salaries and WAgES v vt e eeeeeeenneeeeeeeenneeeeeeneenns 665,568
Employee benefits ...ttt i ittt e e e 231,213
Net occupancy and equipment eXPEensSe ... ... eeeeennneennn 161,951
Other operating EXPEeNSEeS . i ittt ittt ittt ettt ennneeens 626,743
i 1,685,475
Income before incCome LaXesS it iiiin ittt eteeeeeeeeeeneeaens 1,097,243
INCOME TAX EXPEINSE vt v e vttt ae e e e e e s oeaeeeeeeeenneeeeeeeanns 305,000
L= S 15's ¥ 11 S 792,243
Earnings per share
Weighted average common shares outstanding .............. 40,000
Net INnCOmME .ttt it et ettt ettt e et et et e S 19.81
See notes to condensed consolidated financial statements.
F-23
Condensed Consolidated Statements of Changes
in Shareholders' Equity and Comprehensive Income
For the Nine Months Ended September 30, 2001
Common Stock
Shares Amount
Balance, December 31, 199 ............c..... 40,000 $2,200,000
Net income for the period .................
Other comprehensive income ................
Comprehensive income .........ccuiiiieeeenen.
Cash dividends declared
$7.00 per share ...ttt nnnnnnns
Balance, December 31, 2000 ........c.cccueu.o.. 40,000 $2,200,000

Net income for the period .................

Other comprehensive income ................

646,841
219,486
169,950
470,128

1,136,441

310,700

Retained
Earnings

$ 4,910,177

1,028,718

(280,000)

$ 5,658,895

792,243
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Comprehensive income .........ccuiiiieeeenen.

Cash dividends declared
$4.00 per share .....iiiiiii it ennnnnnns (160,000)

Balance, September 30, 2001 ............... 40,000 $2,200,000 $ 6,291,138

Condensed Consolidated Statements of Cash Flows
(Unaudited)

Cash flows from operating activities:

J LS A 8o @) (11 O
Adjustments to reconcile net income to net cash (used) provided by
operating activities:
[T o3 at Y = il A o R
Provision for possible 10an LOSSES v ittt i it ettt eeeeeeeeneeeeeeeeneeeeeeeeaeeeeeesns
Premium amortization 1ess aCCretion ...ttt ittt ittt ettt ettt
Amortization of Intangible asSsSel s .. ittt it ettt e e e e e e et e e
(Increase) in accrued Interest receivable ... it it ittt ittt e ettt ettt et
(INCrease) 1N OLNET A8 S S v it it it ittt e e et et e e et e e et e e et et ettt ettt ettt eeeeaeaeann
(Decrease) 1n accrued interest payvable ...ttt it ettt et e e e e
Increase 1in other 1iabilities ...ttt ittt et ittt ettt eee et eeeeeeeeeeaaeaaeenns

Net cash provided by operating activities .. ...ttt ittt ettt eeeeaeennn

Cash flows from investing activities:
Proceeds from maturities of securities available—-for-sale ........ ittt ennnneennn
Purchases of securities available—for—sale ... ..ttt tttteeeeeeeeneeeeeeeaneeeeenns
Proceeds from sales of securities held-to-maturity ..... ..ttt eennneennn
Proceeds from maturities of securities held-to-maturity ....... ...,
Purchases of securities held-to—matuUrity ...ttt ittt ittt et ettt ee e et aaeeeennns
Net increase 1n 10ans L0 CUSLOMET S . ittt ittt ittt et ettt te e e eeaeeeeeeeenneeeeeneenns
Net increase in time deposits with other banks . ... ..ttt it
Purchases of premises and eqUipment . ... ittt ittt ittt ettt ettt eeeeeeeeeeaneeaeenns

Net cash used by investing activities ...ttt ittt e e et e ettt e
Cash flows from financing activities:

Net increase (decrease) in demand and savings deposits .. ittt ittt ittt ittt eeeeeeennn
Net increase in certificates O0f depPosSit ..ttt ittt ittt ittt ettt e et ittt e eeeeeeeeeanns
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Net increase in federal funds purchased and securities sold ..........iiiiinnn..

under repurchase agreements

Cash dividends pPaid ...ttt ittt ittt et e ettt e e ettt e eaeeeee ettt

Net cash provided by financing activities ... ...ttt ittt eennenns

Net increase (decrease) in cash and cash equivalents ....... ..ttt eennnnennn

Cash and cash equivalents, beginning of period ........ ..ttt eeennnnns

Cash and cash equivalents, end Of Period ... ..ttt ittt itt ettt et eeeeeeeeeeaneens

Cash paid during the period for:

B o ) 1= T > - e
I 0 S S e

RIDGEWAY BANCSHARES, INC.
NOTE 1 - BASIS OF PRESENTATION

The accompanying consolidated financial statements have been prepared in

accordance with the requirements for interim financial statements and,
accordingly, they are condensed and omit disclosures, which would substantially
duplicate those contained in the most recent annual report to shareholders. The

financial statements as of September 30, 2001 and for the interim periods ended
September 30, 2001 and 2000 are wunaudited and, in the opinion of management,
include all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation. The financial information as of December 31,
2000 has been derived from the audited financial statements as of that date. For
further information, refer to the financial statements and the notes included in
Ridgeway Bancshares, Inc.'s 2000 Annual Report.

NOTE 2 - MERGER WITH COMMUNITY BANKSHARES, INC.

On November 22, 2001, the Company announced that it had signed a letter
of intent to merge with Community Bankshares, Inc., a bank holding company
headquartered in Orangeburg, South Carolina. Under the agreement, the Company's
shareholders will receive 25 shares of Community Bankshares common stock for
each share of the Company's common stock and $100 in cash. Following the merger,
the Bank of Ridgeway will continue to operate as a wholly-owned subsidiary of
Community Bankshares, Inc. The merger is expected to be completed by July 1,
2002.

NOTE 3 - COMPREHENSIVE INCOME

Comprehensive income includes net income and other comprehensive income, which
is defined as nonowner related transactions in equity. The following table sets
forth the amounts of other comprehensive income included in equity along with
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the related tax effect for the three and nine month periods ended September 30,

2001 and 2000.

For the Nine Months Ended September 30,

Unrealized gains on securities:

Unrealized holding gains arising during the period
Plus: reclassification adjustment for gains realized in net

Net unrealized gains on securities

Other comprehensive income ...........ccvvvnnnn.

For the Nine Months Ended September 30,

Unrealized gains on securities:

Unrealized holding gains arising during the period
Plus: reclassification adjustment for gains realized in net

Net unrealized gains on securities

Other comprehensive income ...........ccvvinnnn.

For the Three Months Ended September 30,

Unrealized gains on securities:

Unrealized holding gains arising during the period
Plus: reclassification adjustment for gains realized in net

Net unrealized gains on securities

Other comprehensive income ...........cciiinnnn.
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Pre-t
Amoun
For the Three Months Ended September 30, 2000:
Unrealized gains on securities:
Unrealized holding gains arising during the period ..........cciiiiiiiiiineennn. $52,05
Plus: reclassification adjustment for gains realized in net income...............
Net unrealized gains ON SECULILIES .. ittt ittt ittt et e e ettt eeeeeee e 52,05
Other comprehensive INnCOmME . ... ittt ittt ettt ettt ettt eaeeeeeeeeeaaeeeeeeens $52,05

Accumulated other comprehensive income consists solely of the unrealized gain on
securities available for sale, net of the deferred tax effects.

INDEPENDENT AUDITORS' REPORT

To the Shareholders and
Board of Directors of
Community Bankshares, Inc.

We have audited the accompanying consolidated Dbalance sheets of Community
Bankshares, 1Inc., and subsidiaries as of December 31, 2000 and 1999, and the
related consolidated statements of income, changes in shareholders' equity, and
cash flows for each of the years in the three-year period ended December 31,
2000. These consolidated financial statements are the responsibility of the
Corporation's management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are
free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
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financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial ©position of Community
Bankshares, 1Inc., and subsidiaries at December 31, 2000 and 1999, and the
results of their operations and their cash flows for each of the years in the
three-year period ended December 31, 2000, in conformity with generally accepted
accounting principles.

s/J. W. Hunt & Company, L.L.P.

Columbia, South Carolina
February 2, 2001

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS, DECEMBER 31, 2000 AND 1999

ASSETS
($ in thousands)
Cash and due from bDanks . ...ttt i ittt e e e ettt ettt ettt eeeeeee e
Federal funds SOLd ..ttt ittt ettt ettt ettt et aee e eeaeeeeeeeenaeaeeeeeaaeeeeeeas
Total cash and cash equivalents ... ..ttt ittt ittt eeeneeaeeens
Interest-bearing deposits with banks .. ...t ittt e ettt et
Securities available for sale, at falr ValUe ...ttt ittt ittt ittt teeeeeeeneeaeenns
Securities held to maturity (fair value approximates $12,217
and $12,919 as of December 31, 2000 and 1999, respectively) ...ieiiimieeeeeeeeennnnnn
Loans held for Sale ..ttt ittt e ettt ettt e ettt et e e e e e
Loans receivable, net of allowance for loan
losses of $2,424 in 2000 and $1,936 1n 1999 ... ittt ittt ittt teeteeeeeeeeeeennnneens
Accrued Interest receivable . ...ttt e e e et e e e e e e e e e e
Premises and equUipment — Nel ..ttt ittt ittt ettt et ettt eee e eneeaeeeeeaaaaaeeees
Net deferred £ax asSSel ittt ittt e ettt e ettt et ae ettt eaeeeeeeeenaaaeeeneanns
(O ol o T = i
B wl= T R = i

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
Deposits:
Demand, nNon Interest—bearing ... ..ttt ittt ittt ettt ae et eeaeaeeeeeeans
Interest-bearing transaction ACCOUNLS . i ittt ittt ittt it ettt eaeeeeeeeeeneeens
ST 5 o L =
Certificates of deposit Of $100 ANd OV .t i i ittt ittt ittt eeeeeeeeeeeeeeeenanneeneeens
Other time AePOSi S & ittt it i et e ettt e e e e ettt e e et ettt eaeeeeeeeenaeaeeeeeanns
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Total deposSits vi ittt ittt et et e e e et

Federal funds purchased and securities sold under

agreements LO FepPUIrChaSe ...ttt ittt ittt ettt et aeeeaennns
Federal Home Loan Bank advanCes . ...ttt imineeeeenneeeeeeeanns
Accrued interest pavable ... ... e e e e e e
Accrued expenses and other liabilities .......... ...

Total liabilities ...ttt ittt ettt

Shareholders' equity:
Common stock - no par vwvalue, authorized shares
- 12,000,000; issued and outstanding - 3,199,180 shares

in 2000 and 3,191,462 shares in 1999 .. ... ..ttt
Retained earnings .. i ittt ittt ettt ettt e ee ettt
Accumulated other comprehensive 10SS ittt itin ettt eeeeeneenns

Total shareholders' equity .....iiiiii i ienennnn..

Total liabilities and shareholders' equity .........

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE CONSOLIDATED
STATEMENTS

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

FINANCIAL

CONSOLIDATED STATEMENTS OF INCOME, YEARS ENDED DECEMBER 31, 2000, 1999 AND 1998

($ in thousands, except per share data)

Interest and dividend income:

Loans, 1ncluding feeS ..ttt ittt ittt ettt et e e
Deposits with other financial institutions ...........c.ciiiiiio..

Investment securities interest and dividends:
Interest - U. S. Treasury and

U.S. Government AgeNCies ...ttt ittt ttteeeeeeeeeneeeeeneenns
Interest - tax—exempt securities ........ .ttt
Dividends ittt et e e et e e e e

Federal funds sold and securities

purchased under agreements to resell .. .......iiiiiinneeennnnnns

Total interest and dividend income .................

Interest expense:
Deposits:

Interest-bearing transaction accounts .........c.uoeiiiieeeennnnns
FS T 5 o L =
Certificates of deposit of $100 and OVEeTr ...ttt teennnnnneens
Certificates of deposit of less than $100 ..........cciiiiine.o..

2000

..... $16,750
..... 64

..... 2,891
..... 32
..... 134
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Total interest on deposSits ...ttt ittt eennnn 8,592

Federal funds purchased and securities sold
under agreements LO XepPUILChasSe ...ttt ittt ittt eenneaeens 218
Federal Home Loan Bank advVancCesS . vt ittt tteeeeeeeeeeeeeeeeneeeneeneen 1,165
Total Interest eXPEeNSE & . it ittt ittt eeeeeeeeeeannns 9,975
Net dnterest InCOmMe ... ittt ittt i ettt ettt et ettt e et eeeetaeeeeeanens 10,326
Provision for 10an 1OSSES v ittt i ittt tteeeee e eeeeeeeeeeeeeeeeeeeeanenn 688

Net interest income after provision

fOr 10AN 10SSES t it ittt ittt ettt ettt et 9,638
Noninterest income:

Service charges on deposit aCCOUNLS .. i i ittt ittt ittt ettt eeeeannns 1,475

I Yo X< I A o T b G oY o 25
Bank Card fees ..t e e e e e e e e e e e e e e et e 29
Credit life insurance COMMISSIONS . ittt it ittt ittt eaneeaeeeens 77

L i o L 262
Total noninterest I1NCOME . ..ottt it inttneeeeeneeeeeenens 1,868

Noninterest expenses:

Salaries and employee benefits .. ...ttt e e e et 3,779
Premises and equUipment ... ..ttt ittt ittt ettt e 942
el S i 5 o L 207
RegUlatory fEES ittt ittt et ettt e e e e e et et e e e 140
LS 03 0 = 160
D o Y 0 e B =T = 137
FDIC INSUTANCE &t vttt ittt ettt ettt mmtoaeeeeeeeennnnneeeeeeeeennnnneeeeens 33
[ 3 5 o 1 1,154

Total noninterest EXPEeNSES ittt it i ettt eenneeeeeeeannns 6,552

(Continued) - 1.

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME, YEARS ENDED DECEMBER 31, 2000, 1999 AND 1998

2000
Income before provision for income taxes and
cumulative effect of a change in accounting principle ............ oo, $ 4,954
Provision for 1nNCOmME LaXeS i it i ittt ittt et teeeeeeeeeeaeeeeeeneeaeeenenan 1,807
Income before cumulative effect of a change in
accoUNting PrincCiple .ttt e e e e e e e e e e e e 3,147
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Cumulative effect of a change in accounting principle,
Net Of LaX it i e e e e e e e e e e e -

J LS A 8o @) 111 3,147

Average number of common shares outstanding ............iiiiiiiiiiiieeeeenn 3,194

Average number of common shares outstanding,
assumMing dilutdon . u ittt et e e e e e e e et e e e 3,215

Basic earnings per common share:

Income before cumulative effect of a change in
ACCOUNtING PrincCiple ittt ittt ettt e et e e et e e $ 0.99

Cumulative effect of a change in accounting principle,
net Of LaX i e e e et e e e e -

J LS oA 15 o o] 111 0.99

Diluted earnings per common share:

Income before cumulative effect of a change in
ACCOUNtING PrincCiple ittt ittt ettt e et e e et e e S 0.98

Cumulative effect of a change in accounting principle,
net Of LaX i e e e e e e e e e -

J LS oA 15 o o) 11 0.98

(Concluded) -2.

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE CONSOLIDATED FINANCIAL
STATEMENTS

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY,
YEARS ENDED DECEMBER 31, 2000, 1999, AND 1998

($ in thousands, except per share data)
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COMMON STOCK

SHARES

Balance,

January 1, 1998 .. ... e e 2,766,410

Common stock issued ........iiiiiiiiinnennnnn 433,660

Stock issuance CoOSt ...ttt i e -

Comprehensive income:
Net InCOmME ..ttt ittt tiii e -

Change in unrealized gains
(losses), net of applicable
deferred income taxes
on securities
available for sale ......coiiiiinnnn. -

Total comprehensive income ........

Dividends paid at $.15
Per share . ...ttt ittt e e -

Balance,
December 31, 1998 ... ..ttt eennnnnn 3,200,070

Repurchase of common stock ................. (49,455)

Common stock issued ........iiiiiiniinnennnnn 40,847

Comprehensive income:
Net InCOmME .. i it ittt ettt -

Change in unrealized gains
(losses), net of applicable
deferred income taxes
on securities
available for sale ......coiiiinenn. -

Total comprehensive income ........ -

Dividends paid at $.19
Per share . ...ttt ittt e e -

AMOUNT

$ 9,156
5,579

(87)

14,648

(630)

189

(Continued) - 1.

RETAINED
EARNINGS

1,567

2,182
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COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY,

YEARS ENDED DECEMBER 31, 2000, 1999, AND 1998

($ in thousands, except per share data)

COMMON
SHARES

Balance,

December 31, 1999 ... ...ttt 3,191,462

Shares issued by DRIP ...... ittt innnnnn. 5,335

Common stock issued .......c.iiiiiininnennnnn 2,520

Costs of stock dividend .................... -

Cash-in-lieu of 5% stock dividend .......... (137)

Market value of 5% stock dividend .......... -

Comprehensive income:
Net InCOmME .. i it ittt ettt -

Change in unrealized gains
(losses), net of applicable
deferred income taxes
on securities
available for sale ......coiiiiiinnenn. -

Total comprehensive income ........

Dividends paid at $.22
Per share ... ...ttt ittt e e -

Balance,
December 31, 2000 ...ttt in it teeennennn

STOCK
AMOUNT

s 14,207

19

(10)

1,709

RETAINED
EARNINGS

(1,709

3,147
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(Concluded) - 2.

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE CONSOLIDATED FINANCIAL
STATEMENTS

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS,
YEARS ENDED DECEMBER 31, 2000, 1999, AND 1998

($ in thousands)

2000
Cash flows from operating activities:
= oA 1o Yot 11T S 3,147
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization ... ...ttt ittt ettt e 478
Accretion of discounts and amortization of premiums -

SECUTrItIes — NEL it ittt ettt e e e e e e e e e e 15
Provision for 10an 1OSSES v ittt ittt ittt ettt eeaeeeeeeeeeneeeeeneanns 688
Deferred 1NCOME LaAXE S v v ittt ittt ettt et ettt ettt ettt teeeeeeeneneneas (148)
Proceeds from sales of real estate loans held for sale ................. 5,868
Originations of real estate loans held for sale ........iiiiiiiiinnnn (5,868)
Increase in real estate loans held for sale .......iiiii it tninenenenn (74)
Net changes in operating assets and liabilities:

Accrued interest receivable ...t e e e e e e e e e e e e e e (630)

(@ o T = B = i 101

Accrued interest pavable .. ...t e e e e e e et e 454

(@ i o TSl s 1= s s I i = (2)

Net cash provided by operating activities .................. 4,029
Cash flows from investing activities:
Net (increase) decrease in interest-bearing deposits
With anks .o e e e e e e e e e e e e e e e e e 194
Purchases of securities held to maturity .......iiiiiii it eennnnns -
Purchases of securities available for sale ... ...ttt tteteeeeneenennnns (16,797)
Proceeds from maturities of securities
held o MatUr Ity v vt ittt it e e e e et e e e e e e ettt ae et eeaeeeeeneanns 1,000
Proceeds from maturities of securities
availlable fOr SaAle ittt ittt ittt e e e e e e e et e et e e e 6,742
Loan originations and principal collections, net ...... ..ot eeennn (38,188)
Purchases of premises and equipment ... ... ..ttt ittt ittt eeeeeeeeennnenns (270)
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Net cash used by investing activities .......... ... ... ...

(Continued) -

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS,
YEARS ENDED DECEMBER 31, 2000, 1999 AND 1998

Cash flows from financing activities:

Net increase in demand, transaction
and savings deposit AaCCOUNE S ittt ittt ittt ittt ittt ettt ettt

Net increase in time deposits

Net increase (decrease) in federal funds purchased
and securities sold under agreements to repurchase ............cccciio...
Federal Home Loan Bank advanCesS ...ttt iiiii ittt eeeeeeeneeeeeeeenneeens

Repurchase of stock ..........

Proceeds from issuance of common sStoCK .. ...ttt e e e

Stock issuance cost ..........

Proceeds from exercise of stock options ........i ittt

Dividends paid ...............

Net change in cash and cash equivalents . ... ...ttt iit et eeeneeeeeneenns

Cash and cash equivalents at beginning of year ....... ..t eennneennn

Cash and cash equivalents at end Of year ...ttt it ettt eeeneeeeennn

SUPPLEMENTAL DISCLOSURES OF
CASH FLOW INFORMATION:
Cash payments for interest

1.

2000
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Cash payments for 1nCoOme L£aXesS .. ittt ii ittt ettt eeneeeeeneanns

SUPPLEMENTAL SCHEDULE OF NON-CASH
INVESTING ACTIVITIES:
Transfers of loans receivable to other
real estate OWNEd ...ttt ittt it ittt ettt e e et

Transfer from retained earnings to
common stock outstanding for the market
value of the 5% stock dividend ....... ...ttt teennneenns

(Concluded) - 2.

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE CONSOLIDATED FINANCIAL
STATEMENTS

COMMUNITY BANKSHARES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS,
YEARS ENDED DECEMBER 31, 2000, 1999 AND 1998

NOTE 1 - ORGANIZATION:

Community Bankshares, Inc. (the "Corporation"), was organized under the laws of
the State of South Carolina and was chartered as a business corporation on
November 30, 1992. Pursuant to the provisions of the Federal Bank Holding
Company Act, an application was filed with and approved Dby the Board of
Governors of the Federal Reserve System for the Corporation to become a bank
holding company by the acquisition of Orangeburg National Bank (ONB) .

In June 1996, Sumter National Bank (SNB) and in July 1998, Florence National

Bank (FNB) commenced operations in Sumter and Florence, South Carolina,
respectively, following approval by the Comptroller of the Currency and other
regulators. Upon completion of their organization, the common stock of SNB and

FNB was acquired by the Corporation.

The Banks operate as wholly-owned subsidiaries of the Corporation with separate
Boards of Directors and operating policies and provide a variety of financial
services to individuals and small Dbusinesses through their offices in South
Carolina. The primary deposit products are checking, savings and term
certificate accounts and the primary lending products are consumer, commercial
and mortgage loans.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

$ 1,927
s 145
s 1,709
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PRINCIPLES OF CONSOLIDATION:

The consolidated financial statements include the accounts of the Corporation
(the Parent Holding Company) and its subsidiaries, the Banks. All significant
intercompany balances and transactions have been eliminated in consolidation.

USE OF ESTIMATES:

The preparation of consolidated financial statements in conformity with
generally accepted accounting principles requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities at
the date of the balance sheet and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change in
the near term relate to the determination of the allowance for loan losses and
the valuation of deferred tax assets.

SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK:

Most of the Corporation's activities are with customers located within South
Carolina. Note 4 discusses the types of securities the Corporation purchases.
Note 5 discusses the types of lending that the Corporation engages in. The Banks
grant agribusiness, commercial, consumer and residential loans to customers
throughout the State of South Carolina. Although the Banks have diversified loan
portfolios, a substantial portion of their debtors' ability to honor their
contracts is dependent upon the economies of Florence, Orangeburg and Sumter
Counties, South Carolina and the surrounding areas.

ORGANIZATION, STOCK OFFERING AND PREOPENING COSTS:

Preopening costs associated with the organization of the Banks were expensed as
incurred while stock issuance costs were charged to common stock as incurred.

Organization costs were, until 1998, deferred and amortized over five years
using the straight-line method. 1In 1998, the Corporation adopted Statement of

Position ("SOP") 98-5, "Reporting on the Costs of Start-Up Activities". This SOP
requires costs of start-up activities and organization costs to be expensed as
incurred. The initial application of this SOP is reported as the cumulative
effect of a change in accounting principle.

The effect of adopting this SOP in 1998 was to decrease income before provision
for income taxes and net 1income Dby approximately $46,000 and $33,000,
respectively, and basic earnings per share and diluted earnings per share by
$0.01 and $0.01, respectively.

CASH AND CASH EQUIVALENTS:
For purposes of the consolidated statements of cash flows, the Corporation has
defined cash and cash equivalents as those amounts included in the balance
sheets under the caption, "Cash and due from banks" and "Federal funds sold",
all of which mature within ninety days.

INTEREST-BEARING DEPOSITS WITH BANKS:

Interest-bearing deposits with banks mature within one year and are carried at
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cost.
SECURITIES:

Securities that management has both the ability and positive intent to hold to
maturity are classified as held to maturity and carried at cost, adjusted for
amortization of premium and accretion of discounts using methods approximating
the 1interest method. Securities that may be sold prior to maturity for
asset/liability management purposes, or that may be sold in response to changes
in interest rates, changes in prepayment risk, increase in regulatory capital,
or other similar factors, are classified as available for sale and are carried
at fair value. Unrealized gains and losses on securities available for sale are
excluded from earnings and reported in other comprehensive income. Gains and
losses on the sale of securities available for sale are recorded on the trade
date and are determined using the specific identification method. Declines in
the fair value of held to maturity and available for sale securities below their
cost that are deemed to be other than temporary are reflected 1in earnings as
realized losses.

Interest and dividends on securities, including the amortization of premiums and
the accretion of discounts, are reported 1in interest and dividends on
securities.

No securities are being held for short-term resale; therefore, the Corporation
does not currently use a trading account classification.

LOAN SALES:

The Corporation originates loans for sale generally without recourse to other
financial institutions under commitments or other arrangements in place prior to
loan origination. Sales are completed at or near the loan origination date.

Mortgage loans originated and intended for sale in the secondary market are
carried at the lower of cost or estimated fair value in the aggregate. Gains and
losses, 1if any, on the sale of such loans are determined using the specific
identification method. All fees and other income from these activities are
recognized in income when loan sales are completed.

LOANS RECEIVABLE:

The Corporation grants mortgage, commercial and consumer loans to customers. The
ability of the Corporation's debtors to honor their contracts is dependent upon
the real estate and general economic conditions 1in its service areas. Loans
receivable that management has the intent and ability to hold for the
foreseeable future or until maturity or pay-off generally are reported at their
outstanding unpaid principal balance adjusted for charge-offs, the allowance for
loan losses, and any deferred fees or costs on originated loans, or unamortized
premiums or discounts on purchased loans. Interest income is accrued on the
unpaid principal balance.

The accrual of interest on mortgage and commercial loans is discontinued at the
time the loan is 90 days delinquent unless the credit is well collateralized and
in process of collection. Residential real estate loans are typically placed on
nonaccrual at the time the loan is 120 days delinquent. Unsecured personal
credit lines and certain consumer finance loans are typically charged off no
later than the time the loan is 180 days delinquent.
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Other consumer loans are charged off at the +time the 1loan is 120 days
delinquent. In all cases, loans are placed on nonaccrual or charged off at an
earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual

or charged off is reversed against interest income. The interest on these loans
is accounted for on the cash basis or cost recovery method, until qualifying for
return to accrual. Loans are returned to accrual status when all the principal

and interest amounts contractually due are brought current and future payments
are reasonably assured.

ALLOWANCE FOR LOAN LOSSES:

The allowance for loan losses is established through a provision for loan losses
charged against earnings as losses are estimated to have occurred. Loan losses
are charged against the allowance when management believes the uncollectibility
of a loan balance is confirmed. Subsequent recoveries, 1f any, are credited to
the allowance.

The allowance for loan losses is evaluated on a regular basis by management and
is based upon management's periodic review of the collectibility of the loans in
light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower's ability to repay, estimated
value of any underlying collateral, and prevailing economic conditions. This
evaluation 1is inherently subjective as it requires estimates that are
susceptible to significant revision as more 1information Dbecomes available.
Management of each Bank reviews its allowance for loan losses in three broad
categories: commercial, real estate, and installment loans, and assigns an
estimated percentage factor to each in the determination of the estimate of the
allowance for loan losses. The Banks' internal and external loan review programs
identify loans that are subject to specific weaknesses, and such loans will be
reviewed for a specific loan loss allowance.

A loan is considered impaired when, based on current information and events, it
is probable that the Corporation 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 wvalue, and the probability of collecting
scheduled principal and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified
as 1impaired. 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 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.

ALLOWANCE FOR LOAN LOSSES (CONTINUED) :

Large groups of smaller balance homogeneous loans are collectively evaluated for
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impairment. Accordingly, the Corporation does not separately identify individual
consumer and residential loans for impairment disclosures.

STOCK-BASED COMPENSATION:

Statement of Financial Accounting Standards ("SFAS") No. 123, "Accounting for
Stock-Based Compensation", encourages all entities to adopt a fair value based
method of accounting for employee stock compensation plans, whereby compensation
cost is measured at the grant date Dbased on the wvalue of the award and is
recognized over the service period, which is wusually the vesting period.
However, it also allows an entity to continue to measure compensation cost for
those plans using the intrinsic value based method of accounting prescribed by
Accounting Principles Board Opinion No 25, "Accounting for Stock Issued to
Employees", whereby compensation cost is the excess, if any, of the quoted
market price of the stock at the grant date (or other measurement date) over the
amount an employee must pay to acquire the stock. Stock options issued under the
Corporation's stock option plans have no intrinsic value at the grant date, and

under Opinion ©No. 25 no compensation <cost 1is recognized for them. The
Corporation has elected to continue with the accounting methodology in Opinion
No. 25 and, as a result, has provided pro forma disclosures of net income and
earnings per share and other disclosures, as if the fair value based method of

accounting had been applied.

FORECLOSED ASSETS:
Foreclosed assets, which are recorded in other assets, 1include properties
acquired through foreclosure or in full or partial satisfaction of the related

loan and are held for sale.

Foreclosed assets are initially recorded at fair wvalue at the date of

foreclosure, establishing a new cost Dbasis. Subsequent to foreclosure,
valuations are periodically performed by management and the assets are carried
at the lower of carrying amount or fair value, less costs to sell. Revenue and

expenses from operations and changes in the valuation allowance are included in
other expenses.

PREMISES AND EQUIPMENT:

Premises and equipment are stated at cost, 1less accumulated depreciation
computed principally on the straight-line method over the estimated useful lives
of the assets. Useful lives generally used in providing for depreciation are as
follows:

Building 40 years
Building components 5-30 years
Vault doors, safe deposit boxes, night depository, etc. 40 years
Furniture, fixtures and equipment 5-25 years

INCOME TAXES:

Deferred income tax assets and liabilities are reflected at currently enacted
income tax rates applicable to the period in which the deferred tax assets or
liabilities are expected to be realized or settled. As changes in tax laws or
rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes. The provision (benefit) for income taxes of each
subsidiary is recorded as if each subsidiary filed a separate return.
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ADVERTISING COSTS:
The cost of advertising is expensed as incurred.

FINANCIAL INSTRUMENTS:
In the ordinary course of business the Banks enter into commitments to extend
credit and grant standby letters of credit. Such off-balance-sheet financial
instruments are recorded in the consolidated financial statements when they are
funded.

SEGMENTS :

Community Bankshares, Inc. through its banking subsidiaries, ONB, SNB, and FNB,
provides a broad range of financial services to individuals and companies in

central South Carolina. These services include demand, time, and savings
deposits; lending services; ATM processing; and similar financial services.
While the Corporation's decision makers monitor the revenue streams of the
various financial products and services, operations are managed and financial

performance is evaluated on a corporate-wide basis. Accordingly, the banking
operations are not considered by management to comprise more than one reportable
operating segment.

COMPREHENSIVE INCOME :

The Corporation adopted SFAS No. 130, Reporting Comprehensive Income, as of
January 1, 1998. Accounting principles generally require that recognized
revenue, expenses, gains and losses be included in net income. Although certain
changes in assets and liabilities, such as unrealized gains and losses on
securities available for sale, are reported as a separate component of the
equity section of the balance sheet, such items, along with net income, are
components of comprehensive income. The adoption of SFAS No. 130 had no effect
on the Corporation's net income or shareholders' equity. Currently, the
Corporation's only component of Comprehensive Income (Loss) 1is its unrealized
gains (losses) on securities available for sale.

RECENT ACCOUNTING PRONOUNCEMENTS:

In June 1998, the FASB 1issued SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, which establishes accounting and reporting
standards for derivative instruments, including certain derivative instruments
embedded in other contracts. The statement requires that all derivative
instruments be recorded in the balance sheet as either an asset or 1liability
measured at fair value, and that changes in the fair value of derivatives Dbe
recognized currently in earnings unless specific hedge accounting criteria are
met. Special accounting for qualifying hedges allows a derivative's gains and
losses to offset related results on the hedged item in the income statement, and
requires that a company formally document, designate and assess the
effectiveness of transactions that receive hedge accounting. In June 1999, the
FASB issued SFAS No. 137, Accounting for Derivative Instruments and Hedging
Activities - Deferral of the Effective Date of FASB Statement No. 133, which
delays the original effective date of SFAS No. 133 until fiscal years beginning
after June 15, 2000. The adoption of SFAS No. 133 is not expected to have a
material effect on the Corporation's consolidated financial statements.

In September 2000, the FASB issued SFAS No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities. SFAS No. 140
replaces and carries over most of the provisions of SFAS No. 125, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,
and it revises those standards for accounting for securitizations and other
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transfers of assets and collateral and requires additional disclosures. This
Statement provides consistent standards for distinguishing transfers of
financial assets that are sales from transfers that are secured borrowings. SFAS
No. 140 is effective for transfers occurring after March 31, 2001, however, is
effective for recognition and reclassification of collateral and for disclosures
relating to securitization transactions and collateral for fiscal years ending
after December 15, 2000. The effect of implementation of the Statement's
provisions at December 31, 2000 was immaterial to the Corporation's consolidated
financial statements. The Corporation does not anticipate the implementation of
the remaining provisions of the Statement effective subsequent to March 31, 2001
will have a material effect on its earnings or financial condition.

OTHER:

Certain amounts previously reported in the statements have been restated to
conform to the current year's presentation and disclosure requirements.

NOTE 3 - RESTRICTIONS ON CASH AND DUE FROM BANK ACCOUNTS:
The Banks are required to maintain average reserve Dbalances with the Federal
Reserve, or in available cash. The average daily reserve balance requirements at

December 31, 2000 was approximately $540,000.

At December 31, 2000, the Corporation had cash balances with correspondent banks
totaling approximately $274,000, all fully insured by the FDIC.

NOTE 4 - SECURITIES:

Securities held to maturity consist of the following (in thousands of dollars):

DECEMBER 3

GROSS
AMORTIZED UNREALIZED
COST GAINS
U.S. Government and
federal agenCies ..ttt i it ettt $12,371 S 1
DECEMBER 3
GROSS
AMORTIZED UNREALIZED
COST GAINS
U.S. Government and
federal agenCies .. i ittt ittt ettt $13,369 S 2
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Securities available for sale
dollars) :

U.S. Government and

federal agencies ............ ...

State and local

JOVEernments .. ...ttt

Federal Home Loan

Bank stock ........ ... ..

Federal Reserve

Bank stock ........ ... ..

NOTE 4 - SECURITIES (CONTINUED) :

U.S. Government and

federal agencies ............ ...

State and local

JOVErnNmMENtS v v i i it ittt tnenennn

Federal Home Loan

Bank stock ........ ... ..

Federal Reserve

Bank stock ........ ... ..

Equity securities .................

consist of the following (in thousands

AMORTIZED
COST

............ $38,599

............ 814

AMORTIZED
COST

............ $28,931

............ 825

............ 1,016

............ 408

of

DECEMBER 3

GROSS
UNREALIZED
GAINS

DECEMBER 3

GROSS
UNREALIZED
GAINS
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The amortized cost and fair value of debt securities at December 31, 2000, by
contractual maturity are detailed below. Expected maturities will differ from
contractual maturities Dbecause borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.

SECURITIES
HELD-TO-MATURITY
AMORTIZED FATR
(In thousands of dollars) COST VALUE
DUE 1N ONE YEATY OF L1ESS vttt timeneeeeeeeeeennnaneeeennens S - $ -
Due after one year through
B I O T ok 12,371 12,217
Due after five years through
L o BV = - -
Subtotal .. e e e 12,371 12,217
Equity securities ...ttt ittt e ettt - -
Total it e e e e 12,371 12,217

The following 1is a summary of maturities and yields of securities held to
maturity and securities available for sale as of December 31, 2000 (in thousands
of dollars):

After five years
After one year but but within ten

Within one year within five years

Securities held to maturity:

Federal agency obligations ........... $ - 0.00% $12,371 6.05% S
Total held to maturity ..... - 0.00% 12,371 6.05%

Securities available for sale:

Federal agency obligations ........... 1,941 5.14% 26,888 6.07%
State and local governments .......... 212 4.14% 598 3.80%
Equities ...ttt et et - 0.00% - 0.00%

- 0.00%

- 0.00%

9,575 6.98%
- 0.00%
- 0.00%
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Total available for sale .... 2,153 5.04% 27,486 5.99%
Total for portfolio ..............oo.. 2,153 5.04% 39,857 6.03%

Yields on tax exempt obligations have been computed on a tax equivalent Dbasis
using the maximum federal tax rate of 34%.

The Banks, as members of the Federal Home Loan Bank ("FHLB") of Atlanta, are
required to own capital stock in the FHLB of Atlanta based generally upon their
balances of residential mortgage loans and FHLB advances. FHLB capital stock
owned by ONB and SNB is pledged as collateral on FHLB advances. No ready market
exists for this stock, and it has no quoted market value. However, redemption of
this stock has historically been at par wvalue.

All equity securities 1including investments 1in the FHLB stock and Federal
Reserve Bank stock (as required of the respective Dbanks) have no contractual
maturity and are classified in the maturity category of over ten years.

At December 31, 2000 and 1999, investment securities with a carrying value of
$19,282,000 and $15,155,000, respectively, were pledged to secure public
deposits, FHLB advances, and for other purposes required and permitted by law.
At December 31, 2000 and 1999, the carrying amount of securities pledged to
secure repurchase agreements was approximately $10,051,000 and $3,134,000,
respectively.

NOTE 5 - LOANS RECEIVABLE:

The following 1is a summary of loans by category at December 31, 2000 and 1999
(in thousands of dollars):

2000 1999

Commercial, financial and agricultural ................. $ 51,966 $ 39,752
Real estate — construction ........c. ittt ennnnn 15,389 9,156
Real estate — MOrtgage .. i ittt ittt ittt eeeeee e eeaeenns 98,154 84,680
Installment loans to individuals ......iiiiiiininnennnnn 29,270 23,033
Obligations of states and political subdivisions ....... 298 468
Total 10ANS — grOSS vttt tmeeeeeeeenneeeeeneenns 195,077 157,089

The loan portfolio included fixed rate and adjustable rate loans totaling
$121,122,000 and $73,955,000, respectively, at December 31, 2000.

Overdrawn demand deposits totaling $864,000 and $492,000 have been reclassified
as loan balances at December 31, 2000 and 1999, respectively.

Gross proceeds on mortgage loans originated for resale were approximately
$5,900,000, $9,900,000, and $12,100,000 for the years ended December 31, 2000,
1999 and 1998, respectively. The Bank sold all of these loans at par; therefore,
no gain or loss was recognized on the sales.

174



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

Loans outstanding to directors, executive officers, principal holders of equity
securities, or to any of their associates totaled $7,299,000 at December 31,
2000, and $7,545,000 at December 31, 1999. A total of $5,278,000 in loans were
made or added, while a total of $5,524,000 were repaid or deducted during 2000.
Related party loans are made on substantially the same terms, including interest
rates and collateral, as those prevailing at the time for comparable
transactions with unrelated persons and do not involve more than normal risk of
collectibility. Changes in the composition of the board of directors or the
group comprising executive officers result in additions to or deductions from
loans outstanding to directors, executive officers or principal holders of
equity securities.

Changes in the allowance for loan losses and related ratios for the years ended
December 31, 2000, 1999 and 1998, were as follows (in thousands of dollars):

Average amount of loans outstanding .........c.eiiii ittt

Allowance for loan losses at beginning
[ Y s

Loan charge-offs:
Real e85t ate i ittt it e e e e e e e e e e e e e e e e e
InsStallment ..ottt et e e et e e e e e e e e et e
Credit cards and related pPlans ...ttt ittt ittt et eeneeeeeeeannens
Commercial and Other ... ...ttt it ettt ettt et et

Total charge—0ffs ..ttt it e et e e e e e e e et e

Recoveries:
Real e85t ate ittt it it e e e e e e e e e e e e e e e e e e e
Installment ..ottt e et e e e e e e e e e e e e e
Credit cards and related pPlans ...ttt ittt ettt eeneeeeeeeannens
Commercial and Other ... ...ttt ittt e ettt e e eeeee e

Total FeCOVEILLIES ittt ittt ittt ittt ettt
Net charge—0ffs .. it ettt e e e e ettt ettt e et e eaaeeaeeeens
Provision for 10an 10SSES ittt ittt ittt eennnnneeeeens
Allowance for loan losses at end of year ......c.iii ittt

Ratios
Net charge-offs to average loans

{036 R ulf = =¥ Lo B 15 'a o
Net charge-offs to loans outstanding

At end Of VAT i ittt e e e e e e e e e e e e e e e e
Allowance for loan losses to average

o T 0
Allowance for loan losses to total loans

At end Of VAT i ittt e e e e e e e e e e e e e e e e e
Net charge-offs to allowance for loan losses

Net charge-offs to provision for
o T o B 0

20

$179,

29.

00

654
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The following is a summary of information pertaining to impaired loans:

Year Ended December 31,

Impaired loans without a valuation allowance ............. s -
Impaired loans with a valuation allowance ............c.c... 238
Total impaired L1oans ..ttt ittt teneeeeeeeenneeeeeneenns 238

Valuation allowance related to impaired loans ............ $ 36

2000 1999

(In thousands)

Average investment in impaired loans .............. $ 331 $ 53
Interest income recognized on impaired loans ...... S - $ -
Interest 1income recognized on a

cash basis on impaired loans .........oiuiuiuiieeeenenn $ - $ -

1998

No additional funds are committed to be advanced in connection with impaired

loans.

Nonaccrual, past due loans, and other real estate owned at December 31, 2000 and
1999, were as follows (in thousands of dollars):

2000 1999

NoNnacCrual L1OaNS vt vttt it ittt it ittt ittt et $238 $ 90
Accruing loans 90 days or more past due .........iiiiiiiin.. 93 6
Total it e e e e e e _EE} __?f
Total as a percentage of outstanding loans ....... 0.17% 0.06%

FOoreclosed aSSel S vttt ittt ettt eteeeeeeeeaeeeeeeeeennns S -
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Gross interest income that would have been recorded for the years ended December
31, 2000, 1999 and 1998 if nonaccrual loans had been performing in accordance
with their original terms was approximately $32,600, $2,100 and $2,100,
respectively.

NOTE 6 - PREMISES AND EQUIPMENT:

Premises and equipment at December 31, 2000 and 1999, consist of the following
(in thousands of dollars):

2000 1999

S o Lo $ 761 $ 761
Building and components . ......euiieettennnneeeeennn 2,821 2,749
Furniture, fixtures and equipment .................. 3,055 2,921
Total it e e 6,637 6,431

Less, accumulated depreciation .......... ... ... 2,226 1,812
Premises and equipment - net ............. 4,411 4,619

Depreciation expense was approximately $478,000, $462,000, and $371,000, for the
years ended December 31, 2000, 1999 and 1998, respectively.

The FNB office building was constructed on leased land. The land is being leased

under a noncancellable operating lease for an initial term of ten years. The
lease terms provide for two ten year renewal options and a third renewal of two
years. FNB is responsible for property taxes and improvements. The annual basic

rent in lease years one through five is $48,000 and in years six through ten
$53,000.

Rent expense totaled approximately $48,000, $49,500, and $25,000 in 2000, 1999,
and 1998, respectively.

NOTE 7 - DEPOSITS:

At December 31, 2000, the scheduled maturities of time deposits greater than
$100,000 are as follows (in thousands of dollars):

Maturing in

2001 .. e e e $35,719
2002 i e e 2,637
2003 i e e 144
2004 .. e e 100
2005 i e e 102
Total 38,702
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Deposits of directors and officers totaled approximately $3,825,000 and
$4,484,000 at December 31, 2000 and 1999, respectively.

NOTE 8 - OTHER BORROWED FUNDS:

Federal funds purchased and securities sold under agreements with customers to
repurchase generally mature within one to four days from the transaction date.
Securities sold under agreements to repurchase are reflected at the amount of
cash received in connection with the transaction. The Corporation monitors the
fair wvalue of the wunderlying securities on a daily basis. All securities
underlying these agreements are institution-owned securities.

Information concerning securities sold under agreements to repurchase 1is
summarized as follows (in thousands of dollars):

2000 1999
Outstanding at year—end .......o.eeeeeeeeeeennnnneens $ 9,352 $ 2,782
Interest rate at year—-end .........iiiiiiiiinaaann 5.01% 3.50%
INnterest EXPEeNSE .t i v ittt ittt et teeeeeeaaeeeeeeeennnas $146,778 $149,274
Maximum month-end balance during the year .......... $ 9,532 $ 6,473
Average amount outstanding during the year ......... $ 4,501 $ 5,210
Weighted average interest rate during the year ..... 4.84% 3.26%

At December 31, 2000 and 1999 there were no federal funds purchased.
NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES:

The Banks are members of the Federal Home Loan Bank of Atlanta and as such, have
access to long-term borrowing. The collateral for any such borrowings are
blanket liens on ONB's and SNB's one-to-four family residential loans and all
the banks' stock in the Federal Home Loan Bank. Borrowings during 2000 and 1999
are summarized as follows (in thousands of dollars):

2000 1999
Outstanding at yvear—end .......o.eeeeeeeteneeennnnneens $20,350 $19,420
Interest rate at year—end .......o.iiiitiiiiieeaaaann 6.04% 5.55%
Maximum amount outstanding at any month-end .......... $20,350 $19,420
Average amount outstanding during the year ........... $19,385 $12,335
Weighted average interest rate during the year ....... 6.01% 5.47%

Required principal reductions are as follows (in thousands of dollars):

YEAR ENDING:

2000 e e e $ 2,500
2002 i e e -
2003 i e e -
2004 .. e -
2005 i e 1,650
Thereafter .............. 16,200

Total ......ov.n... 20,350
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NOTE 10 - COMMON STOCK:

The Company declared a five percent stock dividend in January 2000. The average
number of common shares outstanding and all earnings per common share amounts
included in the accompanying consolidated financial statements and notes are
based on the increased number of shares giving retroactive effect for the stock
dividend.

The Corporation repurchased 49,455 shares of 1its common stock from the
Corporation's former chief executive officer in January 1999. The repurchase
price per share was at the then market price of $12.74 and totaled approximately
$630,000.

Under the Corporation's Dividend Reinvestment Plan, shareholders may reinvest
all or part of their cash dividends in shares of common stock and also purchase
additional shares of common stock.

NOTE 11 - STOCK OPTIONS AND DIVIDEND REINVESTMENT SHARES:

At December 31, 2000, 285,600 common shares were reserved for issuance for
employee stock option plans and 630,000 common shares were reserved for issuance
pursuant to the dividend reinvestment and additional stock purchase plan.

During 1999, the Corporation amended its 1997 Stock Option Plan. Under the
amended Plan, up to 285,600 shares of common stock were authorized to be granted
to selected officers and other employees of the Corporation and its subsidiaries
pursuant to exercise of incentive and nonqualified stock options. Of such
shares, 190,050 were reserved for issuance pursuant to exercise of incentive
stock options and 95,550 were reserved for issuance pursuant to exercise of
nonqualified stock options.

The exercise price of any qualified option granted is equal to the fair value of
the common stock on the date the option is granted. Nonqualified options can be
issued for less than fair value; however, the Corporation has not elected to
issue these options for less than fair value at the date of the grant.

The Corporation applies APB Opinion 25 and related Interpretations in accounting
for the stock-based compensation plans. Accordingly, no compensation cost has
been recognized for the stock-based compensation plans. Had compensation cost
for the stock-based compensation plans been recognized based on the fair wvalue
at the grant dates for the stock options consistent with the method prescribed
by SFAS No. 123, the Corporation's net income and earnings per share would have
been adjusted to the pro forma amounts indicated below:

Year Ended
December 31, 1999
(In thousands, except per
share data)

Net income As reported $2,182
Pro Forma 1,678
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Basic earnings per share As reported $0.68
Pro Forma 0.53
Diluted earnings per share As reported $0.68
Pro Forma 0.52
The fair value of each option granted is estimated on the date of grant using
the Black-Scholes option-pricing model with the following weighted-average
assumptions:

Dividend yield
Expected life

Expected volatility
Risk-free interest rate

Year Ended
December 31, 1999

1.54%
7.9 years
27.5%
5.30%

A summary of the status of the Corporation's 1994 stock option plan is presented

below:

Fixed options:
Outstanding at beginning of year
Granted
Exercised
Forfeited

Outstanding at end of year

Options exercisable at year-end

NOTE 11

A summary of the status of the Corporation's

is presented below:

Fixed options:

Outstanding at beginning of year

— STOCK OPTIONS AND DIVIDEND REINVESTMENT SHARES

2000

1999

Exercise

Shares Price Shares

28,875

(28,875)

(CONTINUED) :

1997 pre-—amended stock option plan

2000

Exercise

Shares Price

63,840 $ 7.60

180
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Granted ... e e e e e - - -
F = o 1= =Y (2,520) 7.60 (10,710)
Forfeited ...ttt ittt e e e e e e e e e e e - - (840)
Outstanding at end of year .........ciiiiiiiia.. 61,320 7.60 63,840
Options exercisable at year-end ................... 61,320 7.60 63,840

A summary of the status of the Corporation's 1997 stock option plan, as amended
in 1999, is presented below:

2000
Exercis
Shares Price
Fixed options:
Outstanding at beginning of year
161,700 $ 12.83
Granted ... e e e e - -
Exercised ...ttt e e e e - -
Forfeited ... it i e (3,780) 12.83
Outstanding at end of year ...ttt eennnnnns 157,920 12.83
Options exercisable at year end .......c.coiiiiiteinnnnnen. 157,920 S 12.83
Weighted average fair value of
options granted during the
Y £ S -
Information pertaining to options outstanding at December 31, 2000 is as
follows:
Options Outstanding Options
Weighted
Average Weighted
Remaining Average
Exercise Number Contractual Exercise Number
Prices Outstanding Life Price Exercisable
$12.83 157,920 7.4 years $12.83 157,920
7.60 61,320 6.3 years 7.60 61,320
Outstanding at
end of year 219,240 7.1 years 11.37 219,240
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NOTE 12 - INCOME TAXES:

The Corporation files consolidated federal income tax returns on a calendar-year
basis.

The 2000, 1999 and 1998 provision for income taxes consists of the following (in
thousands of dollars):

2000 1999 1998

Current tax provision:
Federal ...t iiiiinnennnn. $ 1,801 $ 1,065 S 710
South Carolina ...........ccou... 154 85 80
Deferred tax benefit .............. (148) (101) (127)
Total ..., 1,807 1,049 663

The provision for federal income taxes differs from that computed by applying
federal statutory rates to income before federal income tax expense as indicated
in the following summary (in thousands of dollars):

Income tax at statutory rate on income
before INCOME LaAXES it ittt ittt ittt ettt eeeeeeeeseeaaeaeeeeens
Increase (decrease) resulting from:
Exercise of certain stock options ........iii ittt
South Carolina bank tax, net of federal
tax benef it .. e et e
Tax exempt Interest ...ttt i ittt e e et ettt e
Amortization of organization COSLS . iiii ittt ittt et
L 0T

Temporary differences, which give rise to deferred tax assets and liabilities at
December 31, 2000 and 1999, are as follows (in thousands of dollars):

2000 1999
Deferred tax assets:

Allowance for 10aNn 10SSES .ttt teeeennnnneeeeeennn S 778 S 614

Net unrealized losses on securities
available for sale ...ttt ittt e e 69 280
Preopening COSES v ittt ittt ittt ettt et eaeeeeeee e 39 67
State tax net operating loss carry forward ......... 58 65
Ll o L R - 1
Total deferred tax assets ........cceieiee... 944 1,027

2000

S 1,684
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Deferred tax liabilities:

Depreciation ...ttt e e e e e e e e e e 120 145
2N @ ol 0 il o o U 4 6
Total deferred tax liabilities ............. 124 151

Net deferred tax asset before valuation

AllOWANCE t vt ittt ettt e 820 876
Less, valuation allowancCe .. ....ueeeeeeoneenn (25) (18)
Net deferred tax asset ...... ... 795 858

F-50

At December 31, 2000, the Corporation had net operating loss (NOL) carryforwards
for state income tax purposes of approximately $1,273,000 available to offset
future state taxable income. The NOL carryforwards expire primarily in the years
2007 through 2015. The Corporation and the Banks each file separate state income
tax returns. The valuation allowance represents management's estimate of the
state NOL carryforwards that will not be realized in the foreseeable future.

NOTE 13 - EMPLOYEE BENEFIT PLANS:

The Corporation provides a defined contribution plan with an Internal Revenue
Code Section 401(k) provision. All employees who have completed 500 hours of
service during a six-month period and have attained age 18 may participate in
the plan.

A participant may elect to make tax deferred contributions up to a maximum of
12% of eligible compensation. The Corporation will make matching contributions
on behalf of each participant in the amount of 100% of the elective deferral,
not exceeding 3% of the participant's compensation. The Corporation may also
make nonelective contributions determined at the discretion of the Board of
Directors.

The Corporation's contributions for the years ended December 31, 2000, 1999, and
1998 totaled approximately $242,000, $149,000, and $140,000, respectively.

NOTE 14 - OFF-BALANCE-SHEET ACTIVITIES:

The Banks are parties to credit related financial instruments with
off-balance-sheet risk in the normal course of business to meet the financing
needs of their customers. These financial instruments include commitments to
extend credit and standby letters of credit. Such commitments involve, to
varying degrees, elements of credit and interest rate risk in excess of the
amount recognized in the consolidated balance sheets.

The Banks' exposure to credit loss is represented by the contractual amount of
these commitments. The Banks use the same credit policies in making commitments
as they do for on-balance-sheet instruments.

At December 31, 2000 and 1999, the following financial instruments were
outstanding whose contract amounts represent credit risk:

Contract Amount

183



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

(In thousands)

Commitments to grant 10ans ......eeeeeeeeeneennnnns $12,822 $11,231
Unfunded commitments under lines of

credit o e e e 12,115 11,269
Standby letters of credit ..........c. ... 3,426 3,427

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 amount of collateral obtained, if deemed
necessary by the Banks upon extension of credit, is based on management's credit
evaluation of the counter-party. Collateral held varies but may include personal
residences, accounts receivable, inventory, property, plant, and equipment, and
income-producing commercial properties.

Standby letters of credit are conditional commitments issued by the Banks to
guarantee the performance of a customer to a third party. Those Iletters of
credit are primarily issued to support private borrowing arrangements. All
letters of credit are short-term guarantees. The credit risk involved in issuing
letters of credit is essentially the same as that involved in extending loan
facilities to customers. The Banks generally hold collateral supporting those
commitments if deemed necessary.

To reduce credit risk related to the use of both derivatives and credit-related
financial instruments, the Bank might deem it necessary to obtain collateral.
The amount and nature of the collateral obtained is based on the Banks' credit
evaluation of the customer. Collateral held wvaries but may include cash,
securities, accounts receivable, 1inventory, property, plant and equipment and
real estate.

NOTE 15 - EARNINGS PER COMMON SHARE:

Basic earnings per common share represents income available to common
stockholders divided by the weighted-average number of common shares outstanding
during the year. Diluted earnings per common share reflects additional common
shares that would have been outstanding if dilutive ©potential common shares had
been issued. Potential common shares that may be issued by the Corporation
relate solely to outstanding stock options, and are determined using the
treasury stock method.

Earnings per common share have been computed based on the following:

2000
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A LS T 8o ¥ ) 111

Average number of common shares outstanding .............cciiiiiiiiiiee..
Effect of dilutive Options ... ittt ittt et e ettt eeeeeeeeeeannn

Average number of common shares outstanding used to
calculate diluted earnings per common share ..........cuiiiieeeeennnn

NOTE 16 - OTHER COMPREHENSIVE INCOME (LOSS):

The components of other comprehensive income (loss) and related tax effects are
as follows:

Unrealized holding gains (losses) on available for

SAle SECUTIL IS ittt it it ettt e e e e e e e e e e e e e e
Less: Reclassification adjustment for gains

(losses) realized In dNCOME . i it ittt ittt e et e et et ettt et ettt

Net unrealized gains (LOSSES) v it ittt in ettt eeeeeeeeeeeneeeeeeeeaeeeeeees
= i Y o Y

Net—0f—TaxX amOUNT ...ttt ittt ittt e e e e e ettt eeeee e eneeeeeeeeaaeeeeenns

NOTE 17 - CREDIT RISK CONCENTRATIONS

Concentrations of credit risk arise when a number of customers are engaged in
similar business activities, or activities in the same geographic region, or
have similar economic features that would cause their ability to meet
contractual obligations to be similarly affected by changes 1in economic
conditions.

The Banks regularly monitor various segments of their credit risk portfolio to
assess potential concentration risks and to obtain collateral when considered
necessary.

NOTE 18 - FAIR VALUE OF FINANCIAL INSTRUMENTS:

The fair value of a financial instrument is the current amount that would be
exchanged between willing parties, other than in a forced 1liquidation. Fair

value is best determined based upon quoted market prices. However, in many
instances, there are no quoted market prices for the Corporation's wvarious
financial instruments. In cases where quoted market prices are not available,

fair wvalues are based on estimates wusing present value or other wvaluation

21,403

2000
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techniques. These techniques are significantly affected by the assumptions used,
including the discount rate and estimates of future cash flows. Accordingly, the
fair value estimates may not be realized in an immediate settlement of the
instrument. SFAS No. 107, "Disclosures about Fair Value of Financial
Instruments", 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 Corporation.

The following methods and assumptions were used by the Corporation in estimating
fair values of financial instruments as disclosed herein:

Cash and cash equivalents. The carrying amounts of cash and cash
equivalents approximate fair values.

Interest-bearing deposits with banks. The carrying amounts of
interest-bearing deposits with banks approximate their fair values.

Securities available for sale and held to maturity. Fair values for
securities, excluding Federal Home Loan Bank and Federal Reserve Bank
stock, are based on quoted market prices. The carrying value of Federal
Home Loan Bank and Federal Reserve Bank stock approximates fair value based
on the redemption provisions of the Federal Home Loan Bank and Federal
Reserve Bank. The market values of state and local government securities
are established with the assistance of an independent pricing service. The
values are based on data which often reflect transactions of relatively
small size and are not necessarily indicative of the wvalue of the
securities when traded in large volumes.

Loans held for sale. The carrying amounts approximate their fair values.

Loans receivable. For variable-rate loans that reprice frequently and with
no significant change in credit risk, fair values are based on carrying
values. Fair values for certain mortgage loans (for example, one-to-four
family residential) and other consumer loans are based on quoted market
prices of similar loans sold, adjusted for differences in loan
characteristics. Fair values for commercial real estate and commercial
loans are estimated using discounted cash flow analyses, using interest
rates currently being offered for loans with similar terms to borrowers of
similar credit quality. Fair values for non-performing loans are estimated
using discounted cash flow analyses or underlying collateral values, where
applicable.

Deposit liabilities. The fair values disclosed for demand deposits are, by
definition, equal to the amount payable on demand at the reporting date
(that is, their carrying amounts). The carrying amounts of variable-rate,
fixed-term money-market accounts and certificates of deposit (CDs)
approximate their fair values at the reporting date. Fair values for
fixed-rate CDs are estimated using a discounted cash flow calculation that
applies interest rates currently being offered on certificates to a
schedule of aggregated expected monthly maturities on time deposits.

Short-term borrowings. The carrying amounts of federal funds purchased and
borrowings under repurchase agreements, approximate their fair values.

Federal Home Loan Bank advances. The fair values of the Federal Home Loan
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Bank advances are estimated wusing discounted cash flow analyses based on
the Corporation's current incremental borrowing rates for similar types of
borrowing arrangements.

Accrued interest. The carrying amounts of accrued interest approximate fair
value.

Off-balance-sheet instruments. Fair values for off-balance-sheet
credit-related financial instruments are based on fees currently charged to
enter into similar agreements, taking into account the remaining terms of
the agreements and the counterparties' credit standings.

The estimated fair values and related carrying or notional amounts of the
Corporation's financial instruments at December 31, 2000 and 1999, are as
follows (in thousands of dollars):

CARRYING
AMOUNT

Financial assets:

Cash and cash equivalent s ... ...ttt ittt ettt eeaaenns $ 18,339
Interest-bearing deposits with banks ...... ... .. 594
Investment SECUTILIES vt ittt ittt ittt ettt et ettt et eeeeneean 53,566
Loans held for Sale ..ttt ittt ittt ettt et ettt e eaeeeeeeeeeaaanns 343
Loans receivablle ...ttt it e et e e e e et et e e e et e e e 192,653
Accrued interest receivable .. ...ttt e e e e e e e e e 2,330
Financial liabilities:
DEPOSIE S vttt it i et e e e e e e e ettt e et e $218,811
Federal funds purchased and
securities sold under agreements
Lo @ T af Y o) b et @ o ¥ = 9,352
Federal Home Loan Bank advVancCesS .. vt it inttneeeeeneeeeeeeeeneenenan 20,350
Accrued interest pavable .. ...t e e e ettt e 1,224
Off-balance-sheet credit related financial instruments:
Commitments to extend credit ....... ittt eeeenennnnnn 12,822
Unfunded commitments under
lines Of Credit it ittt it e e et et e e e e e e e e e e e 12,115
Standby letters of credit . ... ..ttt ettt e e 3,426

NOTE 19 - CONTINGENCIES:
CLAIMS AND LAWSUITS:

The Corporation 1s subject at times to claims and lawsuits arising out of the
normal course of business which, in the opinion of management, will have no
material effect on the Corporation's consolidated financial statements.

NOTE 20 - REGULATORY MATTERS:

The Banks, as national banks, are subject to the dividend restrictions set forth
by the Comptroller of the Currency. Under such restrictions, the Banks may not,
without the prior approval of the Comptroller of the Currency, declare dividends
in excess of the sum of the current vyear's earnings (as defined) plus the

2000
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retained earnings (as defined) from the prior two years. The dividends, at
December 31, 2000, that the Banks could declare, without the approval of the
Comptroller of the Currency, amounted to approximately $4,518,000. In addition,
dividends paid by the Banks to the Corporation would be prohibited if the effect
thereof would cause the Banks' capital to be reduced below applicable minimum
capital requirements.

Under Federal Reserve regulation, the Banks also are limited as to the amount
they may 1loan to the Corporation unless such 1loans are collateralized by
specified obligations. The maximum amount available for transfer from the Banks
to the Corporation in the form of loans or advances totaled approximately
$4,315,000 at December 31, 2000.

The Corporation (on a consolidated Dbasis) and the Banks are subject to various
regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and
possibly additional discretionary actions by regulators that, if undertaken,
could have a direct material adverse effect on the Corporation's and the Banks'
financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Corporation and the Banks must meet
specific capital guidelines that involve quantitative measures of their assets,
liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. The capital amounts and classification are also subject to
qualitative judgments by the regulators about components, risk weightings, and
other factors. Prompt corrective action provisions are not applicable to bank
holding companies.

Quantitative measures established by regulation to ensure capital adequacy
require the Corporation and the Banks to maintain minimum amounts and ratios
(set forth in the table Dbelow) of total and Tier I capital (as defined in the
regulations) to risk-weighted assets (as defined), and of Tier I capital to
average assets (as defined). Management believes, as of December 31, 2000, and
1999, that the Corporation and the Banks met all capital adequacy requirements
to which they are subiject.

As of May 31, 2000, for ONB, April 30, 2000, for SNB and January 31, 2000, for
FNB, the most recent notifications from the Office of the Comptroller of the
Currency categorized the Banks as well capitalized wunder the regulatory
framework for prompt corrective action. To be categorized as well capitalized,
the Banks must maintain minimum total risk-based, Tier I risk-based, and Tier I
leverage ratios as set forth in the table. There are no conditions or events
since the notifications that management believes have changed the Banks'
categories.

The Corporation's and the Banks' actual capital amounts and ratios are also
presented in the table (in thousands of dollars).
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At December 31, 2000:

Tier I Capital (to
Average Assets):

Tier I Capital (to
Risk Weighted
Assets) :

Consolidated .......
ONB .....ciiieeenn.

Total Capital (to
Risk Weighted
Assets) :

Consolidated .......
ONB .....ciiiveenn.

At December 31, 1999:

Tier I Capital (to
Average Assets):

Consolidated ........
ONB .....ciiieeenn.

Tier I Capital (to
Risk Weighted
Assets) :

Consolidated .......
ONB .....ciiiveenn.

Total Capital (to
Risk Weighted
Assets) :

Consolidated .......
ONB .....ciiiveenn.

21,709
11,883
5,893
3,933

21,709
11,833
5,893
3,933

24,000
13,132
6,628
4,240

20,757
10,667
4,735
3,855

20,757
10,667
4,735
3,855

MINIMUM REQUIRED
FOR CAPITAL
ADEQUACY PURPOSES

RATIO AMOUNT
8.2% $ 10,672
7.7% 6,173
8.1% 2,910
9.9% 1,589

11.1% 7,776
11.9% 3,978

9.7% 2,430
11.5% 1,368
12.3% 15,560
13.2% 7,959
10.9% 4,865
12.4% 2,736

9.4% $ 8,861
7.8% 5,485
7.8% 2,443
16.5% 933
13.0% 6,377
11.7% 3,647

9.3% 2,027
23.2% 665
14.2% 12,754
13.0% 7,293
10.4% 4,054
24.2% 1,331

o o

oe

SO DS
o O O O

oe

o o

oe

[ N S
o O O O

oe

o o

oe

o 00 O
o O O O

oe

o o

oe

[ N S
o O O O

oe

o o

oe

[ N S
o O O O

oe

o o

oe

o 00 O
o O O O

oe

MINIM
TO BE WE
UND

$ 13,340
7,716
3,638
1,986

11,663
5,966
3,645
2,052

19, 44¢
9,949
6,081
3,419

$ 11,077
6,857
3,054
1,166

9,566
5,470
2,841

998

15, 944
9,117
5,067
1,664
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NOTE 21 - CONDENSED FINANCIAL STATEMENTS:

Presented below are the condensed financial statements for Community Bankshares,
Inc. (Parent Company only) (in thousands of dollars):

COMMUNITY BANKSHARES, INC. (PARENT COMPANY ONLY)

Balance Sheets:
Assets:

L= o

Investment in banking subsidiaries

Premises and equipment (net of accumulated depreciation

of $520 in 2000 and $411 in 1999)
Other assets

ToLal ASSEE S it ittt e e e e e e e et et e e e e e e e

Liabilities and shareholders' equity:

Other liabilities

Total liabilities and shareholders' equity ........iiiiiiinneo.o..

Statements of Income:

Income:
Management fees assessed banking subsidiaries .........c.c.iiiiiiiiiiii..
Dividends from subsidiaries .. ...ttt ittt ittt ettt ettt
I 0 S S =
e X
Expenses:
Salaries and employee benefits ... ittt e e e e e e e e
Premises and equUipment .. ...ttt ittt e ettt et et e

Supplies

Securities available for sale, at fair value ... ...ttt ittt eeeeeeeeneenenn

Shareholders ' eQUILY v ittt ittt it ettt e e e ettt eee et eeeeeeeeeeaaean

2000
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D et Y e s =Y = 22
Preopening — FNB Lttt ittt ittt et e e e e e e e et -
Other general EXPEISES v v vttt vt eeeeeeeeneeeeeeeeeeeeeeeeeenneeeeeeeeanns 276

1 = Y 1,473

Income before income tax (provision) benefit and equity in

undistributed earnings of banking subsidiaries .......... it 973
Applicable income tax (provision) benefit ... ... ittt e e e (28
Equity in undistributed earnings of banking subsidiaries .......... ... 2,202
B S S 5o Yo 117 3,147

F-57

COMMUNITY BANKSHARES, INC. (PARENT COMPANY ONLY) (CONTINUED) :

2000
Statements of Cash Flows:
Cash flows from operating activities:
L= S 1o ¥ 11 $ 3,147
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization ..........iiiiiitiiiineeeeennnnn 107
Decrease (increase) in other assets ... ..ttt ittt i, 28
Increase (decrease) 1in other liabilities .......iiiiiinennnnn. 6
Equity in undistributed earnings of banking
SUDSIAIaries ittt it e e e e e e e e e e e e e e e e e e e e e (2,202)
Net cash provided by operating
T ol e I e = S 1,086
Cash flows from investing activities:
InVeSTMENET dN SN B Lttt ittt et et et e e et ettt et ettt e e e e e et (250)
Investment 1N FNB ...ttt ittt ettt et ettt et eeee e -
Purchase of premises and equipment ... ...ttt en et e eenneeeeeeeeannns (50)
Proceeds from maturities of securities
held o MatUL Ity v vttt it ittt e ettt e et e e ettt eeeeeeeeeenaeaeens -
Net cash used by investing
P T w7 I il I == (300)
Cash flows from financing activities:
Repurchase Of sStOCK .ottt ittt e ettt e et et ettt -
Common StOCK 1SsUEd .ttt ittt ittt i ettt ittt it e 22
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StoCk 1SSUANCE COSE v ittt ittt ettt ettt eeeeeeens
Cash dividends paid ...ttt ittt eeeeeeneenn

Net cash provided (used) by financing

activities ... i e e

Net increase (decrease) 1n cash ..... ...

Cash at beginning of year .....c..ii ittt ennnanens

Cash at end oOf year ...ttt ittt et e ettt e

Supplemental disclosures of cash flow information:

Cash payments for income taxes ........iiiiiuinnnnnnnns.

Supplemental schedule of non-cash investing activities:
Transfer from retained earnings to common stock
outstanding for the market value of the 5% stock

dividend ...t e e e e e e e e e e e

F-58

NOTE 22 - QUARTERLY DATA (UNAUDITED) :

Fourth

quarter
Interest and dividend income ............... $ 5,557
Interest eXPEeNSEe .. i ittt teeeeeeeeennenns (2,856)
Net interest income .......... ... 2,701
Provision for loan 1lo0SS€S ... eennn. (198)
Net interest income after

provision for loan losses .........c.ou... 2,503

Noninterest income .........cciiiiiiieennnnn. 519
Noninterest EXPensSesS .. ... iiiieneeeeennnnns (1,700)
Income before income taxes .........covion.. 1,322

YEARS ENDED DECEMBER 3

2000

Third
quarter

First
quarter

Second
quarter

(In thousands, except per sha

$ 5,273 $ 4,888 S 4,583 $ 4,31
(2,625) (2,329) (2,165) (1,94
2,648 2,559 2,418 2,37

(152) (158) (180) (17
2,496 2,401 2,238 2,19
464 448 437 32
(1,625) (1,627) (1,600) (1,63
1,335 1,222 1,075 88
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Provision for income taxes

Net income ..............

Earnings per share
Basic ...,

Diluted ..............

................. (517) (470) (439) (381 (28
................... 805 865 783 694 59
................... $ 0.25 $ 0.27 $ 0.25 S 0.22 $ 0.1
................... $ 0.24 S 0.27 $ 0.25 S 0.22 $ 0.1

THESE NOTES ARE AN INTEGRAL PART OF THE ACCOMPANYING FINANCIAL STATEMENTS

COMMUNITY BANKSHARES,

($ amounts in thousands)

ASSETS

Cash and due from other financial

Non-interest bearing
Federal funds sold

Total cash and cash equivalents

Interest bearing deposits in other banks
Investment securities:

Securities held to maturity

Securities available for sale

Loans held for resale

INC. - CONSOLIDATED BALANCE SHEETS

institutions:

T =

Net loans
Premises and equipment
receivable
Deferred income taxes
Other real estate owned

Accrued interest

(O ol o LS = = i O

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Deposits:

Non-interest bearing
Interest bearing
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N it B & Y o = i ORI

Federal funds purchased and securities
sold under agreements L0 FePUILCRASE . ittt ittt ittt ettt ettt et e eeeeeeeeeeeaeeeeeeeanns
Federal Home Loan Bank aAdValCe S . ittt iiii i ittt oeeeeeeeeaeeeeeeeeeaeeeeeeeenneeeeeeeenns
(0w oL e ¥ o B 0 i

Total 1dabilatdes v ittt it et e ettt e e e e et ettt e et e e
Shareholders' equity:
Common stock
No par, authorized shares 12,000,000, issued and
outstanding 3,204,220 in 2001 and 3,199,180 1in 2000 ...ttt et e eenneeeeeennnnn
Retained Earning s & ottt it e et et e e e e e ettt e e et et e

Accumulated other comprehensive InCOME (L1OSS) v v i ittt imeeeeeeeeneeeeeeeenneeeeeeeenns

Total shareholders ' EgUItY v vt ittt ittt it e ettt ettt ettt ae e eenaeaeeeneanns

Total liabilities and shareholders' eqUity ...ttt ittt et teeeeeeeeanns

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS

COMMUNITY BANKSHARES, INC. - CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

Nine months ended Sept.

2001 2000
($ amounts in thousands)
Interest and dividend income:
Interest and feeS ON 10aANS .« i vttt ittt ettt eeeeeeeeeennnn S 13,694 S 12,18
Deposits with other financial institutions ................. 144 5
Investment securities:
Interest - U. S. Treasury and
U. S. Government AgeNnCies .. ... iiiii ittt teeeneeeeennenns 1,602 2,15
Dividends & ittt e e e e e e e e e e e e e e e e 118 9
Total investment securities ......... it eeenn. 1,720 2,25
Federal funds sold and securities
purchased under agreements to resell ..........ccceiiee... 642 25
Total interest and dividend income ............0c0eon.. 16,200 14,74
Interest expense:
Deposits:
Certificates of deposit of $100,000 Or MOYE ...veeeewwnnn. 1,912 1,66
L oL O 5,089 4,47
Total deposSits vttt ettt e e e e e e e e e 7,001 6,13
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Federal funds purchased and securities

sold under agreements to repurchase .........c.c.oiiiieeeenn. 212 11
Federal Home Loan Bank advanCes .. .....iiuiiieeeeeennnneennn 861 86
Total Interest eXPenSe ...ttt ittt teeeeeeeeanns 8,074 7,11
Net dnterest 1ncCome . ... ittt ittt ettt et e eeeeeeeaeeanns 8,126 7,62
Provision for 1o0an 1OSSES v ittt ittt ittt eeeeeeeeneeeeeeeeanns 457 49
Net interest income after provision for loan losses ............ 7,669 7,13
Non-interest income:
Service charges on deposit accounts ........c..oiiiiieeennnnn. 1,490 1,05
Gain on sale of securities . ...ttt ittt 14
(05 o L 483 29
Total non-interest income ......... ..ttt nennnn. 1,987 1,34
Non-interest expense:
Salaries and employee benefits ... ... ..ttt 3,172 2,83
Premises and equipment .. ... ...ttt ittt eneeeeenneeeenns 703 69
(05 o L 1,447 1,33
Total non-interest exXpense . .......iiiiitineennenennns 5,322 4,85
Net income before LaXesS i ittt ittt ettt ittt et eeeeneeaens 4,334 3,63
Provision for 1ncome taxXes . ...ttt itteeeeeeeeeneeeeeeeanns 1,541 1,29
L S 1o ) 11 S 2,793 S 2,34
Basic earnings per common share:
Weighted average shares outstanding ............c.c0iiieeeen.. 3,201,560 3,194, 68
Net income per Common Share ... ...t teeeeennnneeeeennns $ 0.87 S 0.7
Diluted earnings per common share:
Weighted average shares outstanding ...........c.cciiiieeen.. 3,222,456 3,216,20
Net income per Common Share ... ...ttt eeeennnneeeeennns $ 0.87 S 0.7
F-61
COMMUNITY BANKSHARES, INC. - CONSOLIDATED STATEMENTS OF
CHANGES IN SHAREHOLDERS' EQUITY
for the nine months ended September 30, 2001 and 2000 (Unaudited)

($ amounts in thousands)

Common Stock

(dollar amount
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Balances at Dec. 31, 1999
Comprehensive income:
Net income
Other comprehensive income (loss) net of tax:
Unrealized gain (loss) on securities

Cash-in-lieu of shares in connection with Jan.

2000 stock dividend.......cooiiiiiiiiiinnenenn.

Market value of shares issued in

five percent stock dividend...................

Shares issued under option agreement
Costs of stock dividend
Dividends paid

Balances at Sept. 30,

Balances at Dec. 31, 2000
Comprehensive income:
Net income
Other comprehensive income (loss) net of tax:
Unrealized gain (loss) on securities
Shares issued under option agreement

Dividends paid

Balances at September 30,

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE

COMMUNITY BANKSHARES, INC.

Cash flows from operating activities:

Net income
Adjustments to reconcile net income to net cash

provided (used) by operating activities
Depreciation
Provision for loan losses
Accretion of discounts and amortization of
premiums - investment securities - net

Changes in assets and liabilities:

Proceeds of sale of loans held for resale
Origination of loans held for resale
(Increase) decrease in interest receivable

— CONSOLIDATED STATEMENTS OF CASH FLOWS

....... 3,191,462 S 14,207 S 6
....... 2
....... (137)
....... - 1,709 (1
....... 2,520 19
....... (10)
....... 3,193,845 $ 15,925 $ 6
....... 3,199,180 $ 15,928 S 7
....... 2
....... 5,040 39
....... 3,204,220 $ 15,967 S 9
FINANCIAL STATEMENTS

(Unaudited)
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Decrease In Other asSSet s i ittt ittt it ittt ettt ettt e e ettt et
Increase 1n other 11abilities ..ottt ittt it ettt et et ettt eeeeeeeeeeaaaeeeenes

Net cash provided by operating activities ...ttt ittt e e ettt et ae e eeeneenns
Cash flows from investing activities:

Net (increase) in interest bearing deposits ...ttt ittt et ettt et
Proceeds from maturities of investment ... ...ttt ittt ettt e e e

securities - held to maturity

Purchases of investment securities — held to .. ..ttt ittt ittt eeneanns
maturity

Proceeds from maturities of investment ... ...ttt ittt ettt e e e
securities - available for sale

Purchases of investment securities — available ... ...ttt tteeeeeeeeennenns
for sale

Net (increase) In 10aAns 0O CUSLOMEE S it ittt ittt ettt e ettt ettt ettt eeeeeeeeeeenenens
Purchase of premises and equUipment ... ...ttt ittt ittt ettt eaeeeeeeeenaaaens
Net (increase) 1In ofther real estale .. ittt ittt ettt ettt e ettt et ettt e e e i

Net cash (used) in investing activities ... ..ttt ittt et ettt e e
Cash flows from financing activities:
Net increase in demand, savings, and time ... ...ttt ittt ittt eeeeeeeeeeaneeeeenns
deposits
Net increase in federal funds purchased and ... ...ttt iiii ittt eeeeeeeeeeanneeeenns
securities sold under agreements to
repurchase
(Decrease) 1in Federal Home Loan BanK GdVaANCeS v vttt it teeeeeeeeeeeeeeeeeeeeeeenenens
Common stock issued under OPLION Plan ittt ittt ittt ittt ettt eaeeeeeeeeeaeenns
Dividends paid dn Cash ...ttt ittt it e e et e e e e e e e e e e e et e e e
Net cash provided by financing activities .. ...ttt ittt et eeeeaeenen

Net increase (decrease) in cash and cash equivalents ... ..ttt ittt tteeeeeeeeaneeneenns
Cash and cash equivalents-beginning of period ... ...ttt ittt eeneaeeeeeanns

Cash and cash equivalents—end Of Period .. ...ttt ittt ittt et et eeaeaeaeeeanns

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS

Notes to Unaudited Consolidated Financial Statements
Summary of Significant Accounting Principles

A summary of significant accounting policies and the audited financial
statements for 2000 are included in Corporation's Annual Report on Form 10-K for

the year ended December 31, 2000.

Principles of Consolidation
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The consolidated financial statements include the accounts of Community

Bankshares, Inc. (CBI), the parent company, and Orangeburg National Bank, Sumter
National Bank and Florence National Bank, its wholly owned subsidiaries. All
significant intercompany items have Dbeen eliminated in the consolidated
statements.

Management Opinion

The interim financial statements in this report are unaudited. 1In the
opinion of management, all the adjustments necessary to present a fair statement
of the results for the interim period have been made. Such adjustments are of a
normal and recurring nature.

The results of operations for any interim period are not necessarily
indicative of the results to be expected for an entire vyear. These interim
financial statements should be read in conjunction with the annual financial
statements and notes thereto contained in the 2000 Annual Report on Form 10-K.

Changes in Comprehensive Income Components

The Financial Accounting Standards Board's Statement of Financial
Accounting Standards No. 130, "Reporting Comprehensive Income," effective for
fiscal vyears beginning after December 15, 1997, establishes standards for
reporting and display of comprehensive income and its components in a full set
of general-purpose financial statements. Disclosure as required by the Statement
is as follows:

Unrealized gains (losses) on securities:

Unrealized holding gains (losses) arising during period ..........iuiiiiineeennnenns

Other comprehensive income, Sept. 30, 2000 ...ttt iim ittt itnee et eeeeeeeeeeeeaneens

Unrealized gains (losses) on securities:

Unrealized holding gains (losses) arising during period ..........iiiiiieneeennnnns

Other comprehensive income, Sept. 30, 2001 ...ttt ittt ttte ettt eeeeeeeeeeeeaneens

PRO FORMA COMBINED CONDENSED FINANCIAL STATEMENTS
(Unaudited)

The following wunaudited pro forma combined condensed balance sheet
as of September 30, 2001 and unaudited pro forma combined statements of income
for the nine months ended September 30, 2001 and the year ended December 31,
2000 combine the historical financial statements of Community Bankshares and
Ridgeway Bancshares. The pro forma combined condensed statements give effect to
the proposed merger of Ridgeway Bancshares into Community Bankshares as if the
merger occurred on September 30, 2001 with respect to the balance sheet and on
January 1, 2001 or January 1, 2000, respectively, with respect to the statements
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of income for the nine months ended September 30, 2001 and the year ended
December 31, 2000, respectively. The pro forma combined condensed statements
give effect to the proposed merger under the purchase method of accounting.

The purchase method of accounting requires that all of Ridgeway
Bancshares assets and 1liabilities be adjusted to their estimated fair market
values as of the date of acquisition. For purposes of the pro forma combined
condensed statements, fair market value of September 30, 2001 assets and
liabilities has been estimated by management of Community Bankshares using
market information on January 30, 2002. Accordingly, these adjustments are only
approximations. Upon consummation of the merger, Community Bankshares will make
adjustments as of the date of consummation based on more precise appraisals and
estimates.

The pro forma combined condensed statements also contain adjustments
based on assumed interest rates and estimates by Community Bankshares management
regarding changes in revenues and expenses that management believes will be
achieved after consummation of the merger. Of course, there can be no assurance
that such changes will be of the magnitude estimated or that they will occur at
all.

The pro forma financial statements are provided for informational
purposes. The pro forma combined condensed statements of 1income are not
necessarily indicative of actual results that would have been achieved had the
merger been consummated at the beginning of the periods presented, and is not
indicative of future results.

UNAUDITED PRO FORMA COMBINED CONDENSED BALANCE SHEET
September 30, 2001
(Dollars in thousands)

Community Bankshares Ridgeway Bancshar

ASSETS
Cash and federal funds ......iiiiin i tneenneennn $ 33,134 S 7,227
INVESTMENE S & ittt i ittt et ettt ettt eee e eeeeene 35,151 27,222
Loans, net of allowWanCe ... iiiin ittt eeeeeeennennn 216,518 40,291
Premises and equipment ........c.c..iiiiittiiiiieeeenn 4,423 756
[T T A
Core deposit intangible ....... ...,
Other aSSeL S i ittt ittt ettt et e et ettt ettt ee e 3,055 1,167

ToLAl ASSEES ittt ittt ettt ettt ettt $292,281 S 76,663

LIABILITIES AND EQUITY

JD1 Y o X I = $233,791 S 64,899
Short-term borrowings ........oiiiiiineeneeennnnnns 10,976 2,833
Long-term DOrrowings ... i ittt ee et eeneeneeennn 20,280 -
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Other liabilities ...ttt 1,688 334
Shareholder equUIity .. i ittt ettt eeeeeenn 25,546 8,597
Total liabilities and equity ........covino... $292,281 $ 76,663

(1) To record payment of $4 million to Ridgeway shareholders and $150,000 in
estimated direct costs associated with purchase.

(2) To record estimated market value adjustment.

(3) To record goodwill resulting from purchase plus $150,000 in estimated
direct costs associated with purchase.

(4) To record estimated core deposit intangible.

(5) To record issuance of $12.05 million in Community Bankshares common stock

and elimination of $8.597 million in Ridgeway Bancshares equity.

UNAUDITED PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
Nine Months Ended September 30, 2001
(Dollars in thousands)

Community Bankshares Ridgeway Bancshare

Interest INCOME .. ittt it ittt e e et eeeeeeeeenns $ 16,200 S 3,987
Interest EXPENSE ..ttt ittt ittt i et e eaeeeeeeeens (8,074) (1,689)
Net interest income .........cciiiiiieennnnn 8,126 2,298
Provision for loan loOSSES ...ttt iiinneneennnnenns (457) (54)
Other 1ncCome . ...ttt ittt et et ettt et e 1,987 538
Other EXPEeNSES v ittt ittt ittt et et e et eeeeeeens (5,322) (1,685)
Income before taxes ......iiiiiiiinnennnnns 4,334 1,097
TNCOME LaAXES vttt ittt ettt et ettt ettt eeeeenenen (1,541) (305)
Net 1NCOME ittt ittt e ettt ettt e e eeanenn S 2,793 S 792
(1) To record opportunity cost of $4,150,000 in cash disbursed at an assumed
federal funds rate of 2.5%.
(2) To record estimated income from introduction of new products.
(3) To record estimated reduction 1in operating expenses subsequent to
consolidation and amortization of core deposit intangible.
(4) To record estimated tax effect of projected income increase.
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UNAUDITED PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
Year Ended December 31, 2000
(Dollars in thousands)

Community Bankshares Ridgeway Bancshare

Interest INCOME .. ittt it ittt e e et eeeeeeeeennn $ 20,301 S 4,990
Interest EeXPENSE ..ttt it ittt eeteeaeeeeeeeens (9,975) (2,043)
Net interest income ...........0 00, 10,326 2,947
Provision for loan lOSSES ...t iiiinneeeennnnenns (688) (75)
Other 1ncome . ...ttt ittt it et ettt et e 1,868 671
Other EXPEeNSES vttt ittt ettt et et e et eeeeeeens (6,552) (2,138)
Income before taxes ......iiiiiiiineennnnns 4,954 1,405
TNCOME LaAXES vttt ittt ettt ettt et ettt eeeeenenen (1,807) (376)
Net 1NCOME ittt ittt e ettt ettt e e eeaeenn S 3,147 $ 1,029

To record opportunity cost of $4,150,000 in cash disbursed at an assumed
federal funds rate of 2.5%.

To record estimated income from introduction of new products.

To record estimated reduction 1in operating expenses subsequent to
consolidation and amortization of core deposit intangible.

To record estimated tax effect of projected income increase.

APPENDIX A
AGREEMENT AND PLAN OF MERGER
BY AND BETWEEN
RIDGEWAY BANCSHARES, INC.
AND
COMMUNITY BANKSHARES, INC.

DATED AS OF NOVEMBER 20, 2001
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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER (the "Agreement") is made and entered
into as of November 20, 2001, by and between RIDGEWAY BANCSHARES, INC.

("Ridgeway"), a corporation organized and existing under the Laws of the State
of South Carolina, with its principal office located in Ridgeway, South
Carolina; and COMMUNITY BANKSHARES, INC. ("CBI"), a corporation organized and

existing wunder the Laws of the State of South Carolina, with its principal
office located in Orangeburg, South Carolina.

PREAMBLE

The Boards of Directors of Ridgeway and CBI Dbelieve that the
transactions described herein are in the best interests of the parties to this
Agreement and their respective shareholders. This Agreement provides for the
acquisition of Ridgeway by CBI pursuant to the merger of Ridgeway with and into
CBI. At the effective time of the merger, the outstanding shares of the capital
stock of Ridgeway shall be converted into shares of the common stock of CBI and
cash (except as provided herein). As a result, shareholders of Ridgeway shall
become shareholders of CBI, and each of the subsidiaries of Ridgeway shall
continue to conduct its business and operations as a subsidiary of CBI. The
transactions described in this Agreement are subject to the approvals of the
shareholders of CBI and Ridgeway, the Board of Governors of the Federal Reserve
System and state regulatory authorities, and the satisfaction of certain other
conditions described in this Agreement. It is the intention of the parties to
this Agreement that the Merger for federal income tax purposes shall qualify as
a "reorganization" within the meaning of Section 368 (a) of the Internal Revenue
Code and that this Agreement shall constitute a "plan of reorganization" for
purposes of Sections 354 and 361 of the Internal Revenue Code.

As a condition and inducement to CBI's willingness to enter into this
Agreement, Ridgeway's directors are executing and delivering to CBI an agreement

(a "Support Agreement"), in substantially the form of Exhibit 1. As a condition
and inducement to Ridgeway 's willingness to enter into this Agreement, CBI 's
directors are executing and delivering to Ridgeway an agreement (a "Support
Agreement"), in substantially the form of Exhibit 2.

Certain terms used in this Agreement are defined in Section 11.1 of
this Agreement.

Now, THEREFORE, in consideration of the above and the mutual
warranties, representations, covenants, and agreements set forth herein, and

intending to be legally bound hereby, the Parties agree as follows:

ARTICLE 1
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TRANSACTIONS AND TERMS OF MERGER

1.1 Merger. Subject to the terms and conditions of this Agreement, at
the Effective Time, Ridgeway shall be merged with and into CBI in accordance
with the provisions of Section 33-11-101 of the SCBCA and with the effect
provided in Section 33-11-106 of the SCBCA (the "Merger"). CBI shall be the
Surviving Corporation resulting from the Merger. The Merger shall be consummated
pursuant to the terms of this Agreement, which has been approved and adopted by
the respective Boards of Directors of Ridgeway and CBI.

1.2 Time and Place of Closing. The consummation of the Merger (the
"Closing") shall take place at 9:00 A.M. on the date that the Effective Time
occurs (or the immediately ©preceding day if the Effective Time is earlier than

9:00 A.M.), or at such other time as the Parties, acting through their duly
authorized officers, may mutually agree. The place of Closing shall be at such
location as may be mutually agreed upon by the Parties.

1.3 Effective Time. The Merger and the other transactions contemplated
by this Agreement shall become effective on the date and at the time the
Articles of Merger containing the Plan of Merger attached hereto as Exhibit 3
shall become effective with the Secretary of State of the State of South
Carolina (the "Effective Time"). Subject to the terms and conditions hereof,
unless otherwise mutually agreed upon by the duly authorized officers of each
Party, the Parties shall use their reasonable efforts to cause the Effective
Time to occur on the last Dbusiness day of the month in which the last of the
following occurs: (i) the effective date (including expiration of any applicable
waiting period) of the last required Consent of any Regulatory Authority having
authority over and approving or exempting the Merger, (ii) the date on which the
shareholders of Ridgeway approve the matters relating to this Agreement required
to be approved by such shareholders by applicable Law or, (1iii) the date on
which the shareholders of CBI approve the matters relating to this Agreement
required to be approved by such shareholders by applicable Law, or such later
day within 30 days thereof as may be specified by CBI.

1.4 Execution of Support Agreements. Simultaneously with the execution
of this Agreement and as a condition hereto, the directors of Ridgeway are each
executing and delivering to CBI, and the directors of CBI are each executing and
delivering to Ridgeway, a Support Agreement.

ARTICLE 2
TERMS OF MERGER

2.1 Articles of Incorporation. The Articles of Incorporation of CBI in
effect immediately prior to the Effective Time shall be the Articles of
Incorporation of the Surviving Corporation after the Effective Time until
otherwise amended or repealed.

2.2 Bylaws. The Bylaws of CBI in effect immediately prior to the
Effective Time shall be the Bylaws of the Surviving Corporation after the
Effective Time until otherwise amended or repealed.

2.3 Directors and Officers. The directors of CBI in office immediately
prior to the Effective Time, together with such additional persons as may
thereafter be elected, shall serve as the directors of the Surviving Corporation

203



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

from and after the Effective Time in accordance with the Bylaws of the Surviving
Corporation. The officers of CBI in office immediately prior to the Effective
Time, together with such additional persons as may thereafter be elected, shall
serve as the officers of the Surviving Corporation from and after the Effective
Time in accordance with the Bylaws of the Surviving Corporation.

ARTICLE 3
MANNER OF CONVERTING SHARES

3.1 Conversion of Shares. Subject to the provisions of this Article 3,
at the Effective Time, by virtue of the Merger and without any action on the
part of CBI or Ridgeway, or the shareholders of either of the foregoing, the
shares of the constituent corporations shall be converted as follows:

(a) Each share of CBI Common Stock issued and outstanding immediately
prior to the Effective Time shall remain issued and outstanding from and after
the Effective Time.

(b) Each share of Ridgeway Common Stock, excluding shares held by any
Ridgeway Company or any CBI Company, in each case other than in a fiduciary
capacity or as a result of debts previously contracted, issued and outstanding
at the Effective Time shall be converted into 25 shares of CBI Common Stock plus
the right to receive $100.00 cash (subject to the election as set forth in
Section 3.1 (c) of the Agreement, the "Exchange Ratio").

(c) Holders of Ridgeway Common Stock shall be provided with an
opportunity to elect to receive either (i) cash in lieu of receiving CBI Common
Stock with respect to a specified number of shares of Ridgeway Common Stock
("Cash Election Shares") or (ii) CBI Common Stock in lieu of receiving cash with
respect to a specified number of shares of Ridgeway Common Stock ("Stock
Election Shares") in accordance with the procedures set forth below. An election
form and other appropriate and customary transmittal materials (which shall
specify that delivery shall be effected, and risk of loss and title to the
certificates theretofore representing Ridgeway Common Stock (the "0Old
Certificates") shall pass, only upon proper delivery of such 0ld Certificates to
an exchange agent designated by CBI (the "Exchange Agent")) in such form as CBI
and Ridgeway shall mutually agree (the "Election Form") shall be mailed as soon
as reasonably practicable after the Effective Time or on such other date as
Ridgeway and CBI shall mutually agree (the "Mailing Date") to each holder of
record of Ridgeway Common Stock as of five business days prior to the Mailing
Date (the "Election Form Record Date"). Ridgeway shall provide to the Exchange
Agent all information reasonably necessary for it to perform as specified
herein. Each Election Form shall permit a holder (or the beneficial owner
through appropriate and customary documentation and instructions) of Ridgeway
Common Stock to elect to designate all or a portion of such holder's Ridgeway
Common Stock as either Cash Election Shares or Stock Election Shares. Any shares
of Ridgeway Common Stock with respect to which the holder (or the beneficial
owner, as the case may be) shall not have submitted to the Exchange Agent an
effective, properly completed Election Form on or before 5:00 p.m. on the 20th
day following the Mailing Date (or such other time and date as CBI and Ridgeway

may mutually agree) (the "Election Deadline") shall be converted into the
Exchange Ratio as set forth in Section 3.1(b) of this Agreement (such shares
being referred to as "No Election Shares"). Any such election shall have been

properly made only if the Exchange Agent shall have actually received a properly
completed Election Form by the Election Deadline. An Election Form shall be
deemed properly completed only if accompanied by one or more certificates (or
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customary affidavits and Dbond regarding the loss or destruction of such
certificates or the guaranteed delivery of such certificates) representing all
shares of Ridgeway Common Stock covered by such Election Form, together with
duly executed transmittal materials included in the Election Form. Any Election
Form may be revoked or changed by the person submitting such Election Form at or
prior to the Election Deadline. 1In the event an Election Form is revoked prior
to the Election Deadline, the shares of Ridgeway Common Stock represented by
such Election Form shall become No Election Shares. Subject to the terms of this
Agreement and of the Election Form, the Exchange Agent shall have reasonable
discretion to: determine whether any election, revocation or change has been
properly or timely made; disregard immaterial defects in the Election Forms; and
determine the amount of any proration of stock or cash. Any good faith decisions
of the Exchange Agent regarding such matters shall be binding and conclusive.
Neither CBI nor the Exchange Agent shall be under any obligation to notify any
person of any defect in an Election Form. Within five Dbusiness days after the
Election Deadline, unless the Effective Time has not yet occurred, in which case
as soon after the Effective Time as practicable, CBI shall cause the Exchange
Agent to effect the allocation among the holders of Ridgeway Common Stock in
accordance with the Election Forms as follows:

(i) The Exchange Agent will (x) multiply the product of 25 times the
number of Cash Election Shares (the "Available Stock") by the Average
Closing Price to determine the wvalue of the Available Stock (the
"Available Stock Value") and (y) multiply the number of Stock Election
Shares by $100.00 to determine the amount of available cash (the
"Available Cash").

(1ii) If the amount of Available Cash exceeds the Available Stock Value,
then the Available Stock shall be distributed pro rata to the Stock
Election Shares pursuant to a formula or process agreed upon by CBI and
the Bank of Ridgeway. To the extent that the value of CBI Common Stock
(computed wusing the Average Closing Price) so distributed to a holder
of Stock Election Shares is less than $100.00 per Stock Election Share
held, such holder shall receive the difference in cash.

(iii) If the Available Stock Value exceeds the amount of Available
Cash, then the Available Cash shall be distributed pro rata to the Cash
Election Shares pursuant to a formula or process agreed upon by CBI and
the Bank of Ridgeway. To the extent that the number of shares of CBI
Common Stock distributed to a holder of Cash Election Shares is less
than 25 shares per Cash Election Share held, such holder shall receive
the value of the difference (computed using the Average Closing Price)
in cash in addition to $100.00 per share of the Cash Election Shares.

3.2 Anti-Dilution Provisions. In the event Ridgeway changes the number
of shares of Ridgeway Common Stock issued and outstanding prior to the Effective
Time as a result of a stock split, reverse stock split, stock dividend, or
similar recapitalization with respect to such stock, the Exchange Ratio shall be
proportionately adjusted. In the event CBI changes the number of shares of CBI
Common Stock issued and outstanding prior to the Effective Time as a result of a
stock split, reverse stock split, stock dividend, or similar recapitalization
with respect to such stock and the record date therefor (in the case of a stock
dividend) or the effective date thereof (in the case of a stock split or similar
recapitalization for which a record date is not established) shall be prior to
the Effective Time, the Exchange Ratio shall be proportionately adjusted.
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3.3 Shares Held by Ridgeway or CBI. Each of the shares of Ridgeway
Common Stock held by any Ridgeway Company or by any CBI Company, in each case
other than in a fiduciary capacity or as a result of debts previously
contracted, shall be canceled and retired at the Effective Time and no
consideration shall be issued in exchange therefor.

3.4 Dissenting Shareholders. Any holder of shares of Ridgeway Common
Stock who perfects such holder's dissenters' rights of appraisal in accordance
with and as contemplated by Chapter 13 of the SCBCA shall be entitled to receive
the value of such shares in cash as determined pursuant to such provision of
Law; provided, however, that no such payment shall be made to any dissenting
shareholder wunless and until such dissenting shareholder has complied with the
applicable provisions of the SCBCA and surrendered to the Surviving Corporation
the certificate or certificates representing the shares for which payment is
being made. In the event that after the Effective Time a dissenting shareholder
of Ridgeway fails to perfect, or effectively withdraws or loses, such holder's
right to appraisal and of payment for such holder's shares, CBI shall issue and
deliver the consideration to which such holder of shares of Ridgeway Common
Stock is entitled under this Article 3 (without interest) upon surrender by such
holder of the certificate or certificates representing shares of Ridgeway Common
Stock held by such holder. Ridgeway will establish an escrow account with an
amount sufficient to satisfy the maximum aggregate payment that may be required

to be paid to dissenting shareholders. Upon satisfaction of all claims of
dissenting shareholders, the remaining escrowed amount, reduced by payment of
the fees and expenses of the escrow agent, will be returned to Ridgeway or the

Surviving Corporation.

3.5 Fractional Shares. Notwithstanding any other provision of this

Agreement, each holder of shares of Ridgeway Common Stock exchanged pursuant to
the Merger who would otherwise have been entitled to receive a fraction of a
share of CBI Common Stock shall receive, in lieu thereof, cash (without

interest) in an amount equal to a fractional part of a share of CBI Common Stock

multiplied by the market value of one share of CBI Common Stock at the Effective
Time. The market value of one share of CBI Common Stock at the Effective Time
shall be the last sale price of CBI Common Stock at the close of regular trading
on the AMEX (as reported by The Wall Street Journal or, if not reported thereby,
any other authoritative source agreed to by Ridgeway and CBI) on the last
trading day preceding the Effective Time on which shares of CBI Common Stock
were traded. No such holder will be entitled to dividends, voting rights, or any
other rights as a shareholder in respect of any fractional shares.

ARTICLE 4
EXCHANGE OF SHARES
4.1 Exchange Procedures.

(a) As soon as reasonably practicable after the Effective Time or such
other date as Ridgeway and CBI shall mutually agree, CBI and Ridgeway shall
cause the Exchange Agent to mail to the former shareholders of Ridgeway
appropriate transmittal materials described in Section 3.1(c). After the
Effective Time, each holder of shares of Ridgeway Common Stock (other than
shares to be canceled pursuant to Section 3.3 of this Agreement or as to which
dissenters' rights of appraisal as contemplated by Section 3.4 of this Agreement
have been perfected and not withdrawn or forfeited wunder Section 33-13-210 of
the SCBCA) issued and outstanding at the Effective Time promptly upon surrender
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of the certificate or certificates representing such shares to the Exchange
Agent, shall receive in exchange therefor the consideration provided in Sections
3.1 and 3.5 of this Agreement, together with all undelivered dividends and other
distributions in respect of such shares (without interest thereon) pursuant to
Section 4.2 of this Agreement. To the extent required by Section 3.5 of this
Agreement, each holder of shares of Ridgeway Common Stock issued and outstanding
at the Effective Time also shall receive, upon surrender of the certificate or

certificates representing such shares, cash in lieu of any fractional share of
CBI Common Stock to which such holder may be otherwise entitled (without
interest). Until so surrendered, each outstanding certificate of Ridgeway Common

Stock shall be deemed for all purposes, other than as provided below with
respect to the payment of dividends or other distributions payable to the
holders of shares of CBI Common Stock, to represent the consideration into which
the number of shares of Ridgeway Common Stock represented thereby prior to the
Effective Time shall have been converted. CBI shall not be obligated to deliver
the consideration to which any former holder of Ridgeway Common Stock is
entitled as a result of the Merger until such holder surrenders such holder's
certificate or certificates representing the shares of Ridgeway Common Stock for
exchange as provided in this Section 4.1. The certificate or certificates of
Ridgeway Common Stock so surrendered shall be duly endorsed as the Exchange
Agent may require. Any other provision of this Agreement notwithstanding,
neither the Surviving Corporation, Ridgeway, nor the Exchange Agent shall be
liable to a holder of Ridgeway Common Stock for any amounts paid or properly
delivered in good faith to a public official pursuant to any applicable
abandoned property Law.

4.2 Rights of Former Ridgeway Shareholders. At the Effective Time, the
stock transfer books of Ridgeway shall be closed as to holders of Ridgeway
Common Stock immediately prior to the Effective Time and no transfer of Ridgeway
Common Stock by any such holder shall thereafter be made or recognized. Until
surrendered for exchange in accordance with the provisions of Section 4.1 of

this Agreement, each certificate theretofore representing shares of Ridgeway
Common Stock (other than shares to be canceled pursuant to Section 3.3 of this
Agreement or as to which dissenters' rights of appraisal as contemplated by

Section 3.4 of this Agreement have been perfected and not withdrawn or forfeited
under Section 33-13-210 of the SCBCA) shall from and after the Effective Time
represent for all purposes only the right to receive the consideration provided
in Sections 3.1 and 3.5 of this Agreement 1in exchange therefor, subject,

however, to the Surviving Corporation's obligation to pay any dividends or make
any other distributions with a record date prior to the Effective Time which
have been declared or made by Ridgeway 1in respect of such shares of Ridgeway
Common Stock in accordance with the terms of this Agreement and which remain

unpaid at the Effective Time. To the extent permitted by Law, former
shareholders of record of Ridgeway Common Stock at the Effective Time (other
than holders of shares as to which dissenters' rights of appraisal as

contemplated by Section 3.4 of this Agreement have been perfected and not
withdrawn or forfeited wunder Section 33-13-210 of the SCBCA) shall be entitled
to vote after the Effective Time at any meeting of CBI shareholders the number
of whole shares of CBI Common Stock into which their respective shares of
Ridgeway Common Stock are converted, regardless of whether such holders have
exchanged their certificates representing Ridgeway Common Stock for certificates
representing CBI Common Stock in accordance with the provisions of this
Agreement. Whenever a dividend or other distribution is declared by CBI on the
CBI Common Stock, the record date for which is at or after the Effective Time,
the declaration shall include dividends or other distributions on all shares of
CBI Common Stock issuable pursuant to this Agreement, but no dividend or other
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distribution payable to the holders of record of CBI Common Stock as of any time
subsequent to the Effective Time shall be delivered to the holder of any
certificate representing shares of Ridgeway Common Stock issued and outstanding
at the Effective Time until such holder surrenders such certificate for exchange
as provided in Section 4.1 of this Agreement. However, upon surrender of such
Ridgeway Common Stock certificate, both the CBI Common Stock certificate
(together with all such undelivered dividends or other distributions without
interest) and any undelivered dividends and cash payments to be paid for
fractional share interests (without interest) shall be delivered and paid with
respect to each share represented by such certificate.

ARTICLE 5
REPRESENTATIONS AND WARRANTIES OF RIDGEWAY

Ridgeway hereby represents and warrants, except as specifically
disclosed in a section of the Ridgeway Disclosure Memorandum corresponding to
the relevant section of this Article 5, to CBI as follows:

5.1 Organization, Standing, and Power. Ridgeway is a corporation
duly organized, validly existing, and in good standing under the Laws of the
State of South Carolina, and has the corporate power and authority to carry on
its business as now conducted and to own, lease, and operate its Material
Assets. Ridgeway is duly qualified or licensed to transact business as a foreign
corporation in good standing in the States of the United States and foreign
jurisdictions where the character of its Assets or the nature or conduct of its

business requires it to Dbe so qualified or licensed, except for such
jurisdictions in which the failure to be so qualified or 1licensed 1is not
reasonably likely to have, individually or in the aggregate, a Material Adverse

Effect on Ridgeway.
5.2 Authority; No Breach of Agreement.

(a) Ridgeway has the corporate power and authority necessary to

execute, deliver, and perform its obligations wunder this Agreement and to
consummate the transactions contemplated hereby. The execution, delivery, and
performance of this Agreement, and the consummation of the transactions

contemplated herein, including the Merger, have been duly and validly authorized
by all necessary corporate action (including valid authorization and adoption of
this Agreement by Ridgeway's duly constituted Board of Directors) in respect
thereof on the part of Ridgeway, subject to the approval of this Agreement by
the holders of two-thirds of the outstanding shares of Ridgeway Common Stock
entitled to vote thereon, which is the only shareholder vote required for

approval of this Agreement and consummation of the Merger by Ridgeway. Subject

to such requisite shareholder approval, this Agreement represents a legal,

valid, and binding obligation of Ridgeway, enforceable against Ridgeway in

accordance with its terms (except in all cases as such enforceability may be

limited by applicable bankruptcy, insolvency, reorganization, receivership,

conservatorship, moratorium, or similar Laws affecting the enforcement of
A-T7

creditors' rights generally and except that the availability of the equitable
remedy of specific performance or injunctive relief is subject to the discretion
of the court before which any proceeding may be brought) .

(b) Neither the execution and delivery of this Agreement by Ridgeway,
nor the consummation by Ridgeway of the transactions contemplated hereby, nor
compliance by Ridgeway with any of the provisions hereof, will (i) conflict with
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or result in a breach of any provision of Ridgeway's Articles of Incorporation
or Bylaws, or (ii) constitute or result in a Default under, or require any
Consent pursuant to, or result in the creation of any Lien on any Asset of any
Ridgeway Company under, any Contract or Permit of any Ridgeway Company, where
such Default or Lien, or any failure to obtain such Consent, 1s reasonably
likely to have, individually or in the aggregate, a Material Adverse Effect on
Ridgeway, or (iii) subject to receipt of the requisite Consents referred to in
Section 9.1(b) of this Agreement, violate any Law or Order applicable to any
Ridgeway Company or any of their respective Material Assets, which violation is
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on Ridgeway.

(c) Other than in connection or compliance with the provisions of the
Securities Laws, applicable state corporate and securities Laws, and other than
Consents required from Regulatory Authorities, and other than notices to or
filings with the 1Internal Revenue Service or the Pension Benefit Guaranty
Corporation or both with respect to any employee benefit plans, or under the HSR
Act, and other than Consents, filings, or notifications which, if not obtained
or made, are not reasonably likely to have, individually or in the aggregate, a
Material Adverse Effect on Ridgeway, no notice to, filing with, or Consent of,
any public body or authority is necessary for the consummation by Ridgeway of
the Merger and the other transactions contemplated in this Agreement.

5.3 Capital Stock.

(a) The authorized capital stock of Ridgeway consists, as of the date
of this Agreement, of 40,000 shares of Ridgeway Common Stock, of which, as of
the date of this Agreement, (1) 40,000 shares were issued and outstanding, no
shares held in treasury and (ii) no shares of Ridgeway Common Stock were
issuable pursuant to outstanding awards under stock plans, and not more than
40,000 shares of Ridgeway Common Stock will Dbe issuable or issued and
outstanding at the Effective Time. All of the issued and outstanding shares of
Ridgeway Common Stock are duly and validly issued and outstanding and are fully
paid and, except as expressly provided otherwise under applicable Law,
nonassessable under the SCBCA. None of the outstanding shares of Ridgeway Common
Stock has been issued in violation of any preemptive rights of the current or
past shareholders of Ridgeway.

(b) There is no Ridgeway Stock Plan and there are no shares of capital
stock or other equity securities of Ridgeway outstanding and no outstanding
Rights relating to the capital stock of Ridgeway.

5.4 Ridgeway Subsidiaries. Ridgeway has disclosed in Section 5.4 of the
Ridgeway Disclosure Memorandum all of the Ridgeway Subsidiaries as of the date
of this Agreement. Ridgeway or one of its Subsidiaries owns all of the issued
and outstanding shares of capital stock of each Ridgeway Subsidiary. No equity
securities of any Ridgeway Subsidiary are or may become required to be issued
(other than to another Ridgeway Company) by reason of any Rights, and there are
no Contracts by which any Ridgeway Subsidiary is bound to issue (other than to
another Ridgeway Company) additional shares of its capital stock or Rights or by
which any Ridgeway Company 1is or may be bound to transfer any shares of the
capital stock of any Ridgeway Subsidiary (other than to another Ridgeway
Company) . There are no Contracts relating to the rights of any Ridgeway Company
to vote or to dispose of any shares of the capital stock of any Ridgeway
Subsidiary. All of the shares of capital stock of each Ridgeway Subsidiary held
by a Ridgeway Company are fully paid and, except as expressly provided otherwise
under applicable Law, nonassessable under the applicable corporate or banking
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Law of the Jjurisdiction in which such Subsidiary is incorporated or organized
and are owned by the Ridgeway Company, except as set forth in Section 5.4 of the
Ridgeway Disclosure Memorandum, free and clear of any Lien. FEach Ridgeway
Subsidiary is a bank or a corporation, and is duly organized, validly existing,
and (if applicable) in good standing under the Laws of the jurisdiction in which
it is incorporated or organized, and has the corporate power and authority
necessary for it to own, lease, and operate its Assets and to carry on its
business as now conducted. Each Ridgeway Subsidiary 1is duly qualified or
licensed to transact business as a foreign corporation in good standing in the
States of the United States and foreign jurisdictions where the character of its
Assets or the nature or conduct of its Dbusiness requires it to be so qualified
or licensed, except for such Jjurisdictions in which the failure to be so
qualified or licensed is not reasonably 1likely to have, individually or in the
aggregate, a Material Adverse Effect on Ridgeway. Each Ridgeway Subsidiary that
is a depository institution is an "insured depository institution” as defined in
the Federal Deposit Insurance Act and applicable regulations thereunder, and the
deposits in which are insured by the Bank Insurance Fund to the fullest extent
permitted by Law.

5.5 Financial Statements. Ridgeway has disclosed in Section 5.5 of the
Ridgeway Disclosure Memorandum, and has delivered to CBI copies of, all Ridgeway
Financial Statements prepared for periods ended prior to the date of this
Agreement and will deliver to CBI copies of all Ridgeway Financial Statements
prepared subsequent to the date of this Agreement. The Ridgeway Financial
Statements (as of the dates thereof and for the periods covered thereby) (i) are
or, if dated after the date of this Agreement, will be in accordance with the
books and records of the Ridgeway Companies, which are or will be, as the case
may be, complete and correct and which have been or will have been, as the case
may be, maintained in accordance with past business practices, and (ii) present
or will present, as the case may be, fairly the consolidated financial position
of the Ridgeway Companies as of the dates indicated and the consolidated results
of operations, changes in shareholders' equity, and cash flows of the Ridgeway
Companies for the periods indicated, in accordance with GAAP (subject to any
exceptions as to consistency specified therein or as may be indicated in the
notes thereto or, in the case of interim financial statements, to normal
recurring year-end or audit adjustments which were not or are not expected to be
Material in amount or effect).

5.6 Absence of Undisclosed Liabilities. No Ridgeway Company has any
Liabilities that are reasonably 1likely to have, individually or in the
aggregate, a Material Adverse Effect on Ridgeway, except Liabilities to the
extent accrued or reserved against in the consolidated Dbalance sheets of
Ridgeway as of September 30, 2001, included in the Ridgeway Financial Statements
or reflected in the notes thereto, Liabilities incurred in the ordinary course
of business subsequent to September 30, 2001, and Liabilities to be incurred in
connection with the transactions contemplated by this Agreement. No Ridgeway
Company has incurred or paid any Liability since September 30, 2001, except for
such Liabilities incurred or paid in the ordinary course of business consistent
with past Dbusiness practices and which are not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway.

5.7 Absence of Certain Changes or Events. Since September 30, 2001,
except as disclosed in the Ridgeway Financial Statements delivered prior to the
date of this Agreement or as otherwise disclosed 1in the Ridgeway Disclosure
Memorandum, there have been no events, changes, or occurrences which have had,
or are reasonably likely to have, individually or in the aggregate, a Material
Adverse Effect on Ridgeway.

5.8 Tax Matters.

(a) Since December 31, 1994, all Tax Returns required to be filed by or
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on behalf of any of the Ridgeway Companies have been timely filed, or requests
for extensions have been timely filed, granted, and have not expired for periods

ended on or before December 31, 2000, and all Tax Returns filed are complete and
accurate in all Material respects. All Tax Returns for periods ending on or
before the date of the most recent fiscal year end immediately preceding the
Effective Time will be timely filed or requests for extensions will be timely
filed. All Taxes shown on filed Tax Returns have been paid. There is no audit
examination, deficiency, or refund Litigation with respect to any Taxes that is
reasonably likely to result in a determination that would have, individually or
in the aggregate, a Material Adverse Effect on Ridgeway, except to the extent
reserved against in the Ridgeway Financial Statements dated prior to the date of
this Agreement. All Taxes due with respect to completed and settled examinations
or concluded Litigation with respect to Taxes have been paid.

(b) None of the Ridgeway Companies has executed an extension or waiver
of any statute of 1limitations on the assessment or collection of any Tax due
(excluding such statutes that relate to years currently under examination by the
Internal Revenue Service or other applicable taxing authorities) that is
currently in effect.

(c) Adequate provision for any Material Taxes due or to become due for
any of the Ridgeway Companies for the period or periods through and including
the date of the respective Ridgeway Financial Statements has been made in
accordance with GAAP and is reflected on such Ridgeway Financial Statements.

(d) Each of the Ridgeway Companies is in Material compliance with, and
its records contain the information and documents (including properly completed
IRS Forms W-9) necessary to comply with, in all Material respects, applicable
information reporting and Tax withholding requirements under federal, state, and
local Tax Laws, and such records identify with specificity all accounts subject
to backup withholding under Section 3406 of the Internal Revenue Code.

(e) None of the Ridgeway Companies has made any payments, 1s obligated
to make any payments, or is a party to any contract, agreement, or other
arrangement that could obligate it to make any payments that would be disallowed
as a deduction under Section 280G or 162 (m) of the Internal Revenue Code.

(f) There are no Material Liens with respect to Taxes upon any of the
Assets of the Ridgeway Companies.

(g) There has not been an ownership change, as defined 1in Internal
Revenue Code Section 382(g), of the Ridgeway Companies that occurred during or
after any Taxable Period in which the Ridgeway Companies incurred a net
operating loss that carries over to any Taxable Period ending after December 31,
2000.

(h) After the date of this Agreement, no Material election with respect
to Taxes will be made without the prior consent of CBI, which consent will not
be unreasonably withheld.

(1) No Ridgeway Company has or has had a permanent establishment in any
foreign country, as defined in any applicable tax treaty or convention between
the United States and such foreign country.

(j) No Ridgeway Company has filed any consent under Section 341 (f) of
the Internal Revenue Code concerning collapsible corporations.
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5.9 Assets. The Ridgeway Companies have good and marketable title, free
and clear of all Liens, to all of their respective Assets other than such
defects and Liens which are not reasonably 1likely to have a Material Adverse

Effect on Ridgeway. All tangible properties wused in the businesses of the
Ridgeway Companies are in good condition, reasonable wear and tear excepted, and
are usable in the ordinary course of business consistent with Ridgeway's past
practices, except as would not be reasonably 1likely to have a Material Adverse
Effect on Ridgeway. All Assets which are Material to Ridgeway's Dbusiness on a
consolidated Dbasis, held wunder leases or subleases by any of the Ridgeway
Companies, are held under valid Contracts enforceable in accordance with their
respective terms (except as enforceability may Dbe 1limited Dby applicable
bankruptcy, insolvency, reorganization, moratorium, or other Laws affecting the
enforcement of creditors' rights generally and except that the availability of
the equitable remedy of specific performance or injunctive relief is subject to
the discretion of the court before which any proceedings may be brought), and
each such Contract is in full force and effect. The Ridgeway Companies currently
maintain insurance in amounts, scope and coverage reasonably necessary for their
operations. None of the Ridgeway Companies has received notice from any
insurance carrier that (i) such insurance will be canceled or that coverage
thereunder will be Materially reduced or eliminated, or (ii) premium costs with
respect to such policies of insurance will be substantially increased. The
Assets of the Ridgeway Companies include all Material Assets required to operate
the business of the Ridgeway Companies as presently conducted.

5.10 Environmental Matters.

(a) Each Ridgeway Company, its Participation Facilities, and its Loan
Properties are, and have been, in compliance with all Environmental Laws, except
those instances of non-compliance which are not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway.

(b) There is no Litigation pending or, to the Knowledge of Ridgeway,
threatened before any court, governmental agency, or authority, or other forum
in which any Ridgeway Company or any of its Participation Facilities has been
or, with respect to threatened Litigation, may reasonably be expected to be
named as a defendant (i) for alleged noncompliance (including by any
predecessor) with any Environmental Law or (ii) relating to the release into the
environment of any Hazardous Material, whether or not occurring at, on, under,
or involving a site owned, leased, or operated by any Ridgeway Company or any of
its Participation Facilities, except for such Litigation pending or threatened
that is not reasonably 1likely to have, individually or in the aggregate, a
Material Adverse Effect on Ridgeway.

(c) There is no Litigation pending, or to the Knowledge of Ridgeway,
threatened before any court, governmental agency, or board, or other forum in
which any of its Loan Properties (or Ridgeway in respect of such Loan Property)
has been or, with respect to threatened Litigation, may reasonably be expected
to be named as a defendant or potentially responsible party (i) for alleged
noncompliance (including by any predecessor) with any Environmental Law or (ii)
relating to the release into the environment of any Hazardous Material, whether
or not occurring at, on, under, or involving a Loan Property, except for such
Litigation pending or threatened that 1s not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway.

(d) To the Knowledge of Ridgeway, there is no reasonable basis for any
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Litigation of a type described in subsections (b) or (c), except such as is not
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on Ridgeway.

(e) To the Knowledge of Ridgeway, during the period of (i) any Ridgeway
Company's ownership or operation of any of their respective current properties,
(ii) any Ridgeway Company's participation in the management of any Participation
Facility, or (iii) any Ridgeway Company's holding of a security interest in a
Loan Property, there have been no releases of Hazardous Material in, on, under,
or affecting (or potentially affecting) such properties, except such as are not
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on Ridgeway. Prior to the period of (i) any Ridgeway Company's ownership
or operation of any of their respective current properties, (ii) any Ridgeway

Company's participation in the management of any Participation Facility, or
(iii) any Ridgeway Company's holding of a security interest in a Loan Property,
to the Knowledge of Ridgeway, there were no releases of Hazardous Material in,
on, under, or affecting any such property, Participation Facility, or Loan
Property, except such as are not reasonably likely to have, individually or in
the aggregate, a Material Adverse Effect on Ridgeway.

5.11 Compliance with Laws. Ridgeway 1is duly registered as a bank
holding company under the BHC Act. FEach Ridgeway Company has in effect all
Permits necessary for it to own, lease, or operate its Material Assets and to
carry on its business as now conducted, except for those Permits the absence of
which are not reasonably 1likely to have, individually or in the aggregate, a
Material Adverse Effect on Ridgeway, and there has occurred no Default under any
such Permit, other than Defaults which are not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway. None of
the Ridgeway Companies:

(a) is in violation of any Material Laws, Orders, or Permits applicable
to its business or employees conducting its business, except for wviolations
which are not reasonably 1likely to have, individually or in the aggregate, a
Material Adverse Effect on Ridgeway; and

(b) has received any written notification or communication from any
agency or department of federal, state, or local government or any Regulatory
Authority or the staff thereof (i) asserting that any Ridgeway Company is not in
compliance with any of the Laws or Orders which such governmental authority or
Regulatory Authority enforces, where such noncompliance is reasonably likely to
have, individually or in the aggregate, a Material Adverse Effect on Ridgeway,
(ii) threatening to revoke any Permits, the revocation of which is reasonably
likely to have, individually or in the aggregate, a Material Adverse Effect on
Ridgeway, or (iii) requiring any Ridgeway Company (x) to enter into or consent
to the issuance of a cease and desist order, formal agreement, directive,
commitment, or memorandum of understanding, or (y) to adopt any Board resolution
or similar undertaking, which restricts Materially the conduct of its business,
or in any Material manner relates to its capital adequacy, its credit or reserve
policies, its management, or the payment of dividends.

5.12 Labor Relations. No Ridgeway Company 1s the subject of any
Litigation asserting that it or any other Ridgeway Company has committed an
unfair labor practice (within the meaning of the National Labor Relations Act or
comparable state Law) or seeking to compel it or any other Ridgeway Company to
bargain with any labor organization as to wages or conditions of employment, nor
is any Ridgeway Company a party to or bound by any collective bargaining
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agreement, Contract, or other agreement or understanding with a labor union or
labor organization, nor is there any strike or other labor dispute involving any
Ridgeway Company, pending or, to the Knowledge of Ridgeway, threatened, or to
the Knowledge of Ridgeway, 1s there any activity involving any Ridgeway
Company's employees seeking to certify a collective Dbargaining unit or engaging
in any other organization activity.

5.13 Employee Benefit Plans.

(a) Ridgeway has disclosed in Section 5.13 of the Ridgeway Disclosure
Memorandum, and has delivered or made available to CBI prior to the execution of
this Agreement correct and complete copies in each case of all Ridgeway Benefit
Plans. For purposes of this Agreement, "Ridgeway Benefit Plans" means all
Material written pension, retirement, ©profit-sharing, deferred compensation,
stock option, employee stock ownership, severance pay, vacation, bonus, or other
incentive plan, all other Material written employee programs or agreements, all
medical, vision, dental, or other written health plans, all life insurance
plans, and all other Material written employee benefit plans or fringe benefit
plans, including written "employee Dbenefit plans" as that term is defined in

Section 3(3) of ERISA, maintained by, sponsored in whole or in part by, or
contributed to by, any Ridgeway Company for the benefit of employees, retirees,
dependents, spouses, directors, independent contractors, or other beneficiaries
and under which employees, retirees, dependents, spouses, directors, independent
contractors, or other Dbeneficiaries are eligible to participate. Any of the
Ridgeway Benefit Plans which is an "employee welfare benefit plan," as that term
is defined in Section 3 (1) of ERISA, or an "employee pension benefit plan," as
that term is defined in Section 3(2) of ERISA, 1s referred to herein as a
"Ridgeway ERISA Plan." Any Ridgeway ERISA Plan which is also subject to Section
412 of the Internal Revenue Code or Section 302 of ERISA, is referred to herein
as a "Ridgeway Pension Plan." Neither Ridgeway nor any Ridgeway Company has an
"obligation to contribute" (as defined in ERISA Section 4212) to a
"multiemployer plan" (as defined in ERISA Sections 4001 (a) (3) and 3(37) (A)) .
Each "employee pension benefit plan," as defined in Section 3(2) of ERISA, ever
maintained by any Ridgeway Company, that was intended to qualify under Section
401 (a) of the Internal Revenue Code is disclosed as such in Section 5.13 of the
Ridgeway Disclosure Memorandum.

(b) Ridgeway has delivered or made available to CBI prior to the
execution of this Agreement correct and complete copies of the following
documents: (i) all trust agreements or other funding arrangements for such
Ridgeway Benefit Plans (including insurance contracts), and all amendments
thereto, (ii) with respect to any such Ridgeway Benefit Plans or amendments, the
most recent determination letters, and all Material rulings, Material opinion
letters, Material information letters, or Material advisory opinions issued by
the Internal Revenue Service, the United States Department of Labor, or the
Pension Benefit Guaranty Corporation after December 31, 1994, (iii) annual
reports or returns, audited or unaudited financial statements, actuarial
valuations and reports, and summary annual reports prepared for any Ridgeway
Benefit Plan with respect to the most recent plan year and (iv) the most recent
summary plan descriptions and any Material modifications thereto.

(c) All Ridgeway Benefit Plans are in compliance with the applicable
terms of ERISA, the Internal Revenue Code, and any other applicable Laws, other
than instances of noncompliance which are not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway. Each
Ridgeway ERISA Plan which is intended to be qualified wunder Section 401 (a) of
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the Internal Revenue Code has received a favorable determination letter from the
Internal Revenue Service, and to the Knowledge of Ridgeway, there are no
circumstances likely to result in revocation of any such favorable determination
letter. Each trust created under any Ridgeway ERISA Plan has been determined to
be exempt from Tax under Section 501(a) of the Internal Revenue Code and
Ridgeway is not aware of any circumstance which will or could reasonably result
in revocation of such exemption. With respect to each Ridgeway Benefit Plan to
the Knowledge of Ridgeway, no event has occurred which will or could reasonably
give rise to a loss of any intended Tax consequences under the Internal Revenue
Code or to any Tax under Section 511 of the Internal Revenue Code that is
reasonably likely, individually or in the aggregate, to have a Material Adverse
Effect on Ridgeway. There is no Material pending or, to the Knowledge of
Ridgeway, threatened Litigation relating to any Ridgeway ERISA Plan.

(d) No Ridgeway Company has engaged in a transaction with respect to
any Ridgeway Benefit Plan that, assuming the Taxable Period of such transaction
expired as of the date of this Agreement, would subject any Ridgeway Company to
a Material tax or penalty imposed by either Section 4975 of the Internal Revenue
Code or Section 502 (i) of ERISA in amounts which are reasonably likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway. Neither
Ridgeway nor, to the knowledge of Ridgeway, any administrator or fiduciary of
any Ridgeway Benefit Plan (or any agent of any of the foregoing) has engaged in
any transaction, or acted or failed to act in any manner with respect to any
Ridgeway Benefit Plan which could subject Ridgeway to any direct or indirect
Liability (by indemnity or otherwise) for breach of any fiduciary, co-fiduciary,
or other duty wunder ERISA, where such Liability, individually or in the
aggregate, 1is reasonably 1likely to have a Material Adverse Effect on Ridgeway.

No oral or written representation or communication with respect to any aspect of
the Ridgeway Benefit Plans has been made to employees of any Ridgeway Company
which is not in conformity with the written or otherwise preexisting terms and
provisions of such plans, where any Liability resulting from such non-conformity
is reasonably likely to have a Material Adverse Effect on Ridgeway.

(e) No Ridgeway Pension Plan has any "unfunded current 1liability," as
that term is defined in Section 302(d) (8) (A) of ERISA, and the fair market wvalue
of the Assets of any such plan is equal to or exceeds the actuarial present
value of all accrued Dbenefits under such plans (whether vested or not), based
upon the actuarial assumptions used to prepare the most recent actuarial reports
for such plans; and to the Knowledge of Ridgeway, since the date of the most
recent actuarial wvaluation, no event has occurred which would be reasonably
expected to change any such funded status in a way that is reasonably 1likely to
have, individually or in the aggregate, a Material Adverse Effect on Ridgeway.
Neither any Ridgeway Pension Plan nor any "single-employer plan," within the
meaning of Section 4001 (a) (15) of ERISA, currently maintained by any Ridgeway
Company, or the single-employer plan of any entity which is considered one
employer with Ridgeway under Section 4001 of ERISA or Section 414 of the
Internal Revenue Code or Section 302 of ERISA (whether or not waived) (a
"Ridgeway ERISA Affiliate") has an "accumulated funding deficiency" within the
meaning of Section 412 of the Internal Revenue Code or Section 302 of ERISA,
based upon the actuarial assumptions used to prepare the most recent actuarial
reports for such plans. All required contributions with respect to any Ridgeway
Pension Plan or any single-employer plan of an Ridgeway ERISA Affiliate have
been timely made and there is no lien or expected to be a lien under Internal

Revenue Code Section 412 (n) or ERISA Section 302(f) or Tax under Internal
Revenue Code Section 4971. No Ridgeway Company has provided, or is required to
provide, security to an Ridgeway Pension Plan or to any single-employer plan of

215



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

an Ridgeway ERISA Affiliate ©pursuant to Section 401 (a) (29) of the Internal
Revenue Code. All premiums required to be paid under ERISA Section 4006 have
been timely paid by Ridgeway, except to the extent any failure to timely pay
would not have a Material Adverse Effect on Ridgeway.

(f) No Liability wunder Title IV of ERISA has been or is expected to be
incurred Dby any Ridgeway Company with respect to any defined Dbenefit plan
currently or formerly maintained by any of them or by any Ridgeway ERISA
Affiliate that has not been satisfied in full (other than Liability for Pension
Benefit Guaranty Corporation premiums which have been paid when due, except for
Liabilities that, individually or in the aggregate, would not have a Material
Adverse Effect on Ridgeway) .

(g) No Ridgeway Company has any obligations for retiree health and
retiree life Dbenefits under any of the Ridgeway Benefit Plans other than with
respect to benefit coverage mandated by applicable Law.

(h) Neither the execution and delivery of this Agreement nor the
consummation of the transactions contemplated hereby will, by themselves, (1)
result in any payment (including, without limitation, severance, golden
parachute, or otherwise) Dbecoming due to any director or any employee of any
Ridgeway Company from any Ridgeway Company under any Ridgeway Benefit Plan or
otherwise, other than by operation of Law, (ii) increase any benefits otherwise
payable under any Ridgeway Benefit Plan, or (iii) result in any acceleration of
the time of payment or vesting of any such benefit.

5.14 Material Contracts. Except as set forth in Section 5.14 of the
Ridgeway Disclosure Memorandum, none of the Ridgeway Companies, nor any of their
respective Assets, businesses, or operations, is a party to, or is bound or
affected Dby, or receives Dbenefits under, (1) any employment, severance,
termination, consulting, or retirement Contract providing for aggregate payments
to any Person in any calendar vyear in excess of $50,000, (ii) any Contract
relating to the Dborrowing of money by any Ridgeway Company or the guarantee by
any Ridgeway Company of any such obligation (other than Contracts evidencing
deposit liabilities, purchases of federal funds, fully-secured repurchase
agreements, and Federal Home Loan Bank advances of depository institution
Subsidiaries, trade payables, and Contracts relating to borrowings or guarantees
made in the ordinary course of business), and (iii) any other Contract or
amendment thereto that would be required to be filed as an exhibit to a Form
10-K filed by Ridgeway with the SEC as of the date of this Agreement if Ridgeway
were required to file a Form 10-K with the SEC (together with all Contracts

referred to in Sections 5.9 and 5.13(a) of this Agreement, the "Ridgeway
A-14

Contracts"). With respect to each Ridgeway Contract: (i) the Contract is in full

force and effect; (ii) no Ridgeway Company is in Default thereunder, other than

Defaults which are not reasonably 1likely to have, individually or in the

aggregate, a Material Adverse Effect on Ridgeway; (iii) no Ridgeway Company has

repudiated or waived any Material provision of any such Contract; and (iv) no
other party to any such Contract is, to the Knowledge of Ridgeway, in Default in
any respect, other than Defaults which are not reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway, or has
repudiated or waived any Material provision thereunder. Except for Federal Home
Loan Bank advances, all of the indebtedness of any Ridgeway Company for money
borrowed is prepayable at any time by such Ridgeway Company without penalty or
premium.

5.15 Legal Proceedings.
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(a) There is no Litigation instituted or pending, or, to the Knowledge
of Ridgeway, threatened against any Ridgeway Company, or against any Asset,

interest, or right of any of them, that 1is reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on Ridgeway, nor are
there any Orders of any Regulatory Authorities, other governmental authorities,
or arbitrators outstanding against any Ridgeway Company, that are reasonably
likely to have, individually or in the aggregate, a Material Adverse Effect on
Ridgeway.

(b) Section 5.15(b) of the Ridgeway Disclosure Memorandum includes a
summary report of all Litigation as of the date of this Agreement to which any
Ridgeway Company 1is a party and which names a Ridgeway Company as a defendant or
cross—defendant.

5.16 Reports. Since December 31, 1996, or the date of organization if
later, each Ridgeway Company has timely filed all reports and statements,
together with any amendments required to be made with respect thereto, that it
was required to file with any Regulatory Authorities, except failures to file
which are not reasonably 1likely to have, individually or in the aggregate, a
Material Adverse Effect on Ridgeway.

5.17 Statements True and Correct. None of the information supplied or
to be supplied by any Ridgeway Company or any Affiliate thereof regarding
Ridgeway or such Affiliate for inclusion in the Registration Statement to be
filed by CBI with the SEC will, when the Registration Statement becomes
effective, contain any untrue statement of a Material fact, or omit to state any
Material fact required to be stated thereunder or necessary to make the
statements therein, in light of the circumstances under which they were made,
not misleading. None of the information supplied or to be supplied by any
Ridgeway Company or any Affiliate thereof for inclusion in the Proxy Statement
to be mailed to Ridgeway's shareholders in connection with the Shareholders'
Meeting will, when first mailed to the shareholders of Ridgeway, contain any
misstatement of Material fact, or omit to state any Material fact required to be
stated thereunder or necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading, or, in the case of the
Proxy Statement or any amendment thereof or supplement thereto, at the time of
the Shareholders' Meeting, omit to state any Material fact required to be stated
thereunder or necessary to correct any Material statement in any earlier
communication with respect to the solicitation of any proxy for the
Shareholders' Meeting. All documents that any Ridgeway Company or any Affiliate
thereof is responsible for filing with any Regulatory Authority in connection
with the transactions contemplated hereby will comply as to form in all Material
respects with the provisions of applicable Law.

5.18 Tax and Regulatory Matters. No Ridgeway Company or any Affiliate
thereof has taken or agreed to take any action, and Ridgeway has no Knowledge of
any fact or circumstance that is reasonably 1likely to (i) prevent the Merger
from qualifying as a reorganization within the meaning of Section 368 (a) of the

Internal Revenue Code, or (ii) Materially impede or delay receipt of any
Consents of Regulatory Authorities referred to in Section 9.1(b) of this
Agreement. To the Knowledge of Ridgeway there exists no fact, circumstance, or

reason why the requisite Consents referred to in Section 9.1(b) of this
Agreement cannot be received in a timely manner.

5.19 Intellectual Property. All of the Intellectual Property rights of
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Ridgeway and the Ridgeway Subsidiaries are in full force and effect and, if

applicable, constitute legal, wvalid, and binding obligations of the respective
parties thereto, and there have not been, and, to the Knowledge of Ridgeway,
there currently are not, any Defaults thereunder by Ridgeway or a Ridgeway

Subsidiary. Ridgeway or a Ridgeway Subsidiary owns or is the wvalid licensee of
all such 1Intellectual Property rights free and clear of all Liens or claims of
infringement, except for such Liens or claims of infringement which would not
reasonably be expected to have a Material Adverse Effect on Ridgeway. Neither
Ridgeway nor any of the Ridgeway Subsidiaries nor, to the Knowledge of Ridgeway,
their respective predecessors has infringed the Intellectual Property rights of
others and, to the Knowledge of Ridgeway, none of the 1Intellectual Property
rights as wused 1n the Dbusiness conducted by Ridgeway or the Ridgeway
Subsidiaries infringes upon or otherwise violates the rights of any Person, nor
has any Person asserted a claim of such infringement, in each case, except as
would not reasonably be expected to have a Material Adverse Effect on Ridgeway.
Neither Ridgeway nor any of the Ridgeway Subsidiaries 1is obligated to pay any
royalties to any Person with respect to any such Intellectual Property other
than in the ordinary course of business. Ridgeway or a Ridgeway Subsidiary owns
or has the valid right to use all of the Intellectual Property rights which it
is presently using, or in connection with performance of any Material Contract
to which it is a party. ©No officer, director, or employee of Ridgeway or the
Ridgeway Subsidiaries 1is party to any Contract which requires such officer,
director, or employee to assign any interest in any Intellectual Property or
keep confidential any trade secrets, proprietary data, customer information, or
other business information or which restricts or prohibits such officer,
director, or employee from engaging in activities competitive with any Person,
in each case, other than with Ridgeway or any of the Ridgeway Subsidiaries.

5.20 State Takeover Laws. Subject to Ridgeway's right to alter its
recommendation in accordance with the proviso set forth in the fourth sentence
of Section 8.1 of this Agreement, each Ridgeway Company has taken all necessary
action, 1f any, to exempt the transactions contemplated by this Agreement from
any applicable "moratorium, " "control share," "fair price," "business
combination," or other anti-takeover laws and regulations of the State of South
Carolina (collectively, "Takeover Laws").

5.21 Charter Provisions. Each Ridgeway Company has taken all action so
that the entering into of this Agreement and the consummation of the Merger and
the other transactions contemplated by this Agreement do not and will not result
in the grant of any rights to any Person under the Articles of Incorporation or
Bylaws or, subject to Ridgeway's right to alter its recommendation in accordance
with the proviso set forth in the fourth sentence of Section 8.1 of this
Agreement, restrict or impair the ability of CBI to vote, or otherwise to
exercise the rights of a shareholder with respect to, shares of any Ridgeway
Company that may be directly or indirectly acquired or controlled by it.

5.22 Support Agreements. Each of the directors of Ridgeway has executed
and delivered to CBI a Support Agreement in substantially the form attached as
Exhibit 1 to this Agreement.

5.23 Derivatives. All interest rate swaps, caps, floors, option
agreements, futures and forward contracts, and other similar risk management

arrangements, whether entered into for Ridgeway's own account, or for the
account of one or more the Ridgeway Subsidiaries or their customers, were
entered into (i) in accordance with prudent Dbusiness practices and all
applicable Laws, and (ii) with counterparties believed to be financially
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responsible.
ARTICLE 6
REPRESENTATIONS AND WARRANTIES OF CBI
CBI hereby represents and warrants to Ridgeway as follows:

6.1 Organization, Standing, and Power. CBI is a corporation duly
organized, validly existing, and in good standing under the Laws of the State of
South Carolina, and has the corporate power and authority to carry on its
business as now conducted and to own, lease, and operate its Material Assets.
CBI is duly qualified or licensed to transact business as a foreign corporation
in good standing in the States of the United States and foreign Jjurisdictions
where the character of its Assets or the nature or conduct of its Dbusiness
requires it to be so qualified or licensed, except for such Jjurisdictions in
which the failure to be so qualified or licensed is not reasonably likely to
have, individually or in the aggregate, a Material Adverse Effect on CBI.

6.2 Authority; No Breach of Agreement.

(a) CBI has the corporate power and authority necessary to execute,
deliver, and perform its obligations under this Agreement and to consummate the
transactions contemplated hereby. The execution, delivery, and performance of
this Agreement and the consummation of the transactions contemplated herein,
including the Merger, have been duly and validly authorized Dby all necessary
corporate action in respect thereof on the part of CBI, subject to the approval
of this Agreement by the holders of two-thirds of the outstanding shares of CBI
Common Stock entitled to vote thereon, which is the only shareholder vote
required for approval of this Agreement and consummation of the Merger by CBI.
This Agreement represents a legal, valid, and binding obligation of CBI,
enforceable against CBI in accordance with its terms (except in all cases as
such enforceability may be limited by applicable Dbankruptcy, insolvency,
reorganization, receivership, conservatorship, moratorium, or similar Laws
affecting the enforcement of creditors' rights generally and except that the
availability of the equitable remedy of specific performance or injunctive
relief is subject to the discretion of the court before which any proceeding may
be brought) .

(b) Neither the execution and delivery of this Agreement by CBI, nor
the consummation by CBI of the transactions contemplated hereby, nor compliance
by CBI with any of the provisions hereof, will (i) conflict with or result in a
breach of any provision of CBI's Articles of 1Incorporation or Bylaws, (ii)
constitute or result in a Default under, or require any Consent pursuant to, or
result in the creation of any Lien on any Asset of any CBI Company under, any
Contract or Permit of any CBI Company, where such Default or Lien, or any
failure to obtain such Consent, is reasonably likely to have, individually or in
the aggregate, a Material Adverse Effect on CBI, or (iii) subject to receipt of
the requisite Consents referred to in Section 9.1 (b) of this Agreement, violate
any Law or Order applicable to any CBI Company or any of their respective
Material Assets.

(c) Other than in connection or compliance with the provisions of the
Securities Laws, applicable state corporate and securities Laws, and rules of
the AMEX, and other than Consents required from Regulatory Authorities, and
other than notices to or filings with the 1Internal Revenue Service or the
Pension Benefit Guaranty Corporation with respect to any employee benefit plans,

or under the HSR Act, and other than Consents, filings, or notifications which,
if not obtained or made, are not reasonably 1likely to have, individually or in
the aggregate, a Material Adverse Effect on CBI, no notice to, filing with, or
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Consent of, any public body or authority is necessary for the consummation by
CBI of the Merger and the other transactions contemplated in this Agreement.

6.3 Capital Stock. The authorized capital stock of CBI consists, as of
the date of this Agreement, of 12,000,000 shares of CBI Common Stock, of which
3,299,674 shares were issued and outstanding as of November 1, 2001. All of the
issued and outstanding shares of CBI Common Stock are, and all of the shares of
CBI Common Stock to be issued in exchange for shares of Ridgeway Common Stock
upon consummation of the Merger, when issued in accordance with the terms of
this Agreement, will be, duly and validly issued and outstanding and fully paid
and, except as expressly provided otherwise under applicable Law, nonassessable
under the SCBCA. None of the outstanding shares of CBI Common Stock has been,
and none of the shares of CBI Common Stock to be issued in exchange for shares
of Ridgeway Common Stock upon consummation of the Merger will be, issued in
violation of any preemptive rights of the current or past shareholders of CBI.

6.4 CBI Subsidiaries. CBI or one of its Subsidiaries owns all of the
issued and outstanding shares of capital stock of each CBI Subsidiary. No equity
securities of any CBI Subsidiary are or may become required to be issued (other
than to another CBI Company) by reason of any Rights, and there are no Contracts
by which any CBI Subsidiary 1is bound to issue (other than to another CBI
Company) additional shares of its capital stock or Rights or by which any CBI
Company is or may be bound to transfer any shares of the capital stock of any
CBI Subsidiary (other than to another CBI Company). There are no Contracts
relating to the rights of any CBI Company to vote or to dispose of any shares of
the capital stock of any CBI Subsidiary. All of the shares of capital stock of
each CBI Subsidiary held by a CBI Company are fully paid and, except as provided
in statutes pursuant to which depository institution Subsidiaries are organized,
except as expressly provided otherwise under applicable Law, nonassessable under
the applicable corporate or Dbanking Law of the Jjurisdiction in which such
Subsidiary 1s incorporated or organized and are owned by the CBI Company free
and clear of any Lien. Each CBI Subsidiary is either a bank or a corporation,
and is duly organized, validly existing, and (as to corporations) in good
standing wunder the Laws of the Jjurisdiction in which it is incorporated or
organized, and has the corporate power and authority necessary for it to own,
lease, and operate its Assets and to carry on its business as now conducted.
Each CBI Subsidiary is duly qualified or licensed to transact business as a
foreign corporation 1in good standing in the States of the United States and
foreign jurisdictions where the character of its Assets or the nature or conduct
of its business requires it to be so qualified or 1licensed, except for such
jurisdictions in which the failure to be so qualified or 1licensed 1is not
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on CBI. Each CBI Subsidiary that is a depository institution is an
"insured depository institution" as defined in the Federal Deposit Insurance Act
and applicable regulations thereunder, and the deposits in which are insured by
the Bank Insurance Fund to the fullest extent permitted by Law.

6.5 SEC Filings; Financial Statements.

(a) CBI has filed and made available to Ridgeway all forms, reports,
and documents required to be filed by CBI with the SEC since January 1 of the
second complete fiscal year preceding the date of this Agreement (collectively,
the "CBI SEC Reports"). The CBI SEC Reports (i) at the time filed, complied in

all Material respects with the applicable requirements of the 1933 Act and the
1934 Act, as the case may be, and (ii) did not at the time they were filed (or
if amended or superseded by a filing prior to the date of this Agreement, then
on the date of such filing) contain any untrue statement of a Material fact or
omit to state a Material fact required to be stated in such CBI SEC Reports or
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necessary in order to make the statements in such CBI SEC Reports, 1in light of
the circumstances wunder which they were made, not misleading. Except for CBI
Subsidiaries that are registered as a broker, dealer, or investment adviser or

filings required due to fiduciary holdings of the CBI Subsidiaries, none of CBI
Subsidiaries is required to file any forms, reports, or other documents with the
SEC.

(b) Each of the CBI Financial Statements (including, in each case, any
related notes) contained in the CBI SEC Reports, 1including any CBI SEC Reports
filed after the date of this Agreement until the Effective Time, complied or
will comply as to form in all Material respects with the applicable published
rules and regulations of the SEC with respect thereto, was or will be prepared
in accordance with GAAP applied on a consistent basis throughout the periods
involved (except as may be indicated in the notes to such financial statements
or, in the case of unaudited statements, as permitted by Form 10-Q of the SEC),
and fairly presented or will fairly present the consolidated financial position
of CBI and its Subsidiaries as at the respective dates and the consolidated
results of its operations and cash flows for the periods indicated, except that
the unaudited interim financial statements were or are subject to normal and
recurring year-end and audit adjustments which were not or are not expected to
be Material in amount or effect.

6.6 Absence of Undisclosed Liabilities. No CBI Company has any
Liabilities that are reasonably 1likely to have, individually or in the
aggregate, a Material Adverse Effect on CBI, except Liabilities which are
accrued or reserved against in the consolidated balance sheets of CBI as of
September 30, 2001, included in the CBI Financial Statements or reflected in the
notes thereto, Liabilities incurred in the ordinary course of Dbusiness
subsequent to September 30, 2001, and Liabilities to be incurred in connection
with the transactions contemplated by the Agreement. No CBI Company has incurred
or paid any Liability since September 30, 2001, except for such Liabilities
incurred or paid in the ordinary course of Dbusiness consistent with past
business practice and which are not reasonably 1likely to have, individually or
in the aggregate, a Material Adverse Effect on CBI.

6.7 Absence of Certain Changes or Events. Since September 30, 2001,
except as disclosed in the CBI Financial Statements delivered prior to the date
of this Agreement, there have been no events, changes or occurrences which have
had, or are reasonably likely to have, individually or in the aggregate, a
Material Adverse Effect on CBI.

6.8 Compliance with Laws. CBI is duly registered as a bank holding
company under the BHC Act. Each CBI Company has in effect all Permits necessary
for it to own, lease, or operate its Material Assets and to carry on its
business as now conducted, except for those Permits the absence of which are not
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on CBI, and there has occurred no Default under any such Permit, other
than Defaults which are not reasonably 1likely to have, individually or in the
aggregate, a Material Adverse Effect on CBI. None of the CBI Companies:

(a) is in violation of any Laws, Orders, or Permits applicable to its
business or employees conducting its business, except for violations which are
not reasonably likely to have, individually or in the aggregate, a Material
Adverse Effect on CBI; and

(b) has received any notification or communication from any agency or
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department of federal, state, or local government or any Regulatory Authority or
the staff thereof (i) asserting that any CBI Company is not in compliance with
any of the Laws or Orders which such governmental authority or Regulatory
Authority enforces, where such noncompliance 1is reasonably 1likely to have,
individually or in the aggregate, a Material Adverse Effect on CBI, (ii)
threatening to revoke any Permits, the revocation of which is reasonably likely
to have, individually or in the aggregate, a Material Adverse Effect on CBI, or
(iii) requiring any CBI Company (x) to enter into or consent to the issuance of
a cease and desist order, formal agreement, directive, commitment, or memorandum
of understanding, or (y) to adopt any Board resolution or similar undertaking,
which restricts Materially the conduct of its business, or in any manner relates
to its capital adequacy, its credit or reserve policies, its management, or the
payment of dividends.

A-19
6.9 Legal Proceedings. There is no Litigation instituted or pending,
or, to the Knowledge of CBI, threatened against any CBI Company, or against any
Asset, employee Dbenefit plan, interest, or right of any of them, that is
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on CBI, nor are there any Orders of any Regulatory Authorities, other
governmental authorities, or arbitrators outstanding against any CBI Company,

that are reasonably likely to have, individually or in the aggregate, a Material
Adverse Effect on CBI.

6.10 Reports. Since December 31, 1996, or the date of organization if
later, each CBI Company has timely filed all reports and statements, together
with any amendments required to be made with respect thereto, that it was
required to file with any Regulatory Authorities, except failures to file which
are not reasonably likely to have, individually or in the aggregate, a Material
Adverse Effect on CBI. As of their respective dates, each of such reports and
documents, including the financial statements, exhibits, and schedules thereto,
complied in all Material respects with all applicable Laws.

6.11 Statements True and Correct. None of the information supplied or
to be supplied by any CBI Company or any Affiliate thereof regarding CBI or such
Affiliate for inclusion in the Registration Statement to be filed by CBI with
the SEC will, when the Registration Statement becomes effective, contain any
untrue statement of a Material fact, or omit to state any Material fact required
to be stated thereunder or necessary to make the statements therein not
misleading. None of the information supplied or to be supplied by any CBI
Company or any Affiliate thereof for inclusion in the Proxy Statement to be
mailed to Ridgeway's shareholders in connection with the Shareholders' Meeting,
will, when first mailed to the shareholders of Ridgeway, contain any
misstatement of Material fact, or omit to state any Material fact required to be
stated thereunder or necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading, or, in the case of the
Proxy Statement or any amendment thereof or supplement thereto, at the time of
the Shareholders' Meeting, omit to state any Material fact required to be stated
thereunder or necessary to correct any Material statement in any earlier
communication with respect to the solicitation of any proxy for the
Shareholders' Meeting. All documents that any CBI Company or any Affiliate
thereof is responsible for filing with any Regulatory Authority in connection
with the transactions contemplated hereby will comply as to form in all Material
respects with the provisions of applicable Law.

6.12 Tax and Regulatory Matters. No CBI Company or any Affiliate
thereof has taken or agreed to take any action, and CBI has no Knowledge of any
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fact or <circumstance that is reasonably 1likely to (i) prevent the Merger from
qualifying as a reorganization within the meaning of Section 368 (a) of the
Internal Revenue Code, or (ii) Materially impede or delay receipt of any
Consents of Regulatory Authorities referred to in Section 9.1(b) of this
Agreement. To the Knowledge of CBI there exists no fact, circumstance, or reason
why the requisite Consents referred to in Section 9.1(b) of this Agreement
cannot be received in a timely manner.

6.13 Support Agreements. Each of the directors of CBI has executed and
delivered to Ridgeway a Support Agreement in substantially the form attached as
Exhibit 2 to this Agreement.

6.14 Derivatives. All interest rate swaps, caps, floors, option
agreements, futures and forward contracts, and other similar risk management
arrangements, whether entered into for CBI's own account, or for the account of
one or more the CBI Subsidiaries or their customers, were entered into (i) in
accordance with prudent Dbusiness practices and all applicable Laws, and (ii)
with counterparties believed to be financially responsible.

ARTICLE 7
CONDUCT OF BUSINESS PENDING CONSUMMATION
7.1 Affirmative Covenants of Both Parties. Unless the prior written

consent of the other Party shall have been obtained, and except as otherwise
expressly contemplated herein, each Party shall and shall cause each of its

Subsidiaries to (i) operate its Dbusiness only in the usual, regular, and
ordinary course, (ii) use its reasonable efforts to preserve intact its business
organization and Assets and maintain its rights and franchises, (1iii) wuse its
reasonable efforts to maintain its current employee relationships, and (iv) take
no action which would: (a) adversely affect the ability of any Party to obtain
any Consents required for the transactions contemplated hereby; (b) adversely

affect the ability of any Party to perform its covenants and agreements under
this Agreement; provided, that the foregoing shall not prevent any CBI Company

from discontinuing or disposing of any of its Assets or Dbusiness, or from
acquiring or agreeing to acquire any other Person or any Assets thereof, if such
action 1s, in the reasonable good faith Jjudgment of CBI, desirable in the

conduct of the business of CBI and its Subsidiaries; or (c) require the approval
of the shareholders of CBI, other than the election of directors or the approval
of any employee Dbenefit plan, unless Ridgeway has consented to such action in
writing.

7.2 Negative Covenants of Ridgeway. From the date of this Agreement
until the earlier of the Effective Time or the termination of this Agreement,
except as specifically contemplated by this Agreement, Ridgeway covenants and
agrees that it will not do or agree or commit to do, or permit any of its
Subsidiaries to do or agree or commit to do, any of the following without the
prior written consent of CBI, which consent shall not be unreasonably withheld:

(a) amend the Articles of Incorporation, Bylaws, or other governing
instruments of any Ridgeway Company; or

(b) incur, guarantee, or otherwise Dbecome responsible for, any
additional debt obligation or other obligation for borrowed money (other than
indebtedness of a Ridgeway Company to another Ridgeway Company) in excess of an
aggregate of $50,000 (for the Ridgeway Companies on a consolidated basis),
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except in the ordinary course of business consistent with past practices (which
shall include entry into repurchase agreements or other fully secured
securities), or impose, or suffer the imposition, on any Asset of any Ridgeway
Company of any Material Lien, except 1n the ordinary course of Dbusiness
consistent with past practices; or

(c) except as contemplated by Section 7.1 of this Agreement,
repurchase, redeem, or otherwise acquire or exchange (other than exchanges in
the ordinary course under employee benefit plans), directly or indirectly, any
shares, or any securities convertible into any shares, of the capital stock of

any Ridgeway Company, or declare or pay any dividend or make any other
distribution in respect of Ridgeway's capital stock; provided that Ridgeway may
(to the extent legally able to do so), but shall not be obligated to declare and
pay regular semi-annual cash dividends on the Ridgeway Common Stock in an amount
of $4.00 per share and with the usual and regular record and payment dates as
disclosed in Section 7.2(c) of the Ridgeway Disclosure Memorandum, and provided,
that, notwithstanding the provisions of Section 1.3 of this Agreement, the
Parties shall cooperate 1in selecting the Effective Time or in permitting
Ridgeway to pay a special dividend to ensure that, with respect to the
semi-annual period in which the Effective Time occurs, the holders of Ridgeway
Common Stock do not become entitled to receive both a dividend in respect of
their Ridgeway Common Stock and a dividend in respect of their CBI Common Stock
or fail to be entitled to receive dividends or less than a pro rata portion of
the semi-annual dividend; or

(d) except for this Agreement or pursuant to the exercise of Rights
outstanding as of the date of this Agreement and pursuant to the terms thereof
in existence on the date of this Agreement, (1) issue, sell, pledge, encumber,
authorize the issuance of, (ii) enter into any Contract to issue, sell, pledge,
encumber, or authorize the issuance of, or (iii) otherwise permit to become
outstanding, any additional shares of Ridgeway Common Stock or any capital stock
of any Ridgeway Company, or any stock appreciation rights, or any option,
warrant, conversion, or other right to acquire any such stock, or any security
convertible into any such stock; or

(e) adjust, split, combine, or reclassify any capital stock of any
Ridgeway Company or issue or authorize the issuance of any other securities in
respect of or in substitution for shares of Ridgeway Common Stock, or sell,

lease, mortgage, or otherwise dispose of or otherwise encumber (i) any shares of
capital stock of any Ridgeway Subsidiary (unless any such shares of stock are
sold or otherwise transferred to another Ridgeway Company), or (ii) any Asset
other than in the ordinary course of Dbusiness for reasonable and adequate
consideration and other than dispositions in the ordinary course of business
consistent with past practice; or

(f) (i) except in connection with waiver agreements with employees who
have written employment contracts on the date hereof, grant any increase in
compensation or Dbenefits to the employees, officers, or directors of any
Ridgeway Company, except as required by Law or as may be consistent with the
prior practices of such Ridgeway Company, (ii) pay any severance or termination
pay or any bonus other than pursuant to written policies or written Contracts in
effect on the date of this Agreement, (iii) enter into or amend any severance
agreements with officers of any Ridgeway Company, (iv) grant any increase in
fees or other increases in compensation or other benefits to directors of any
Ridgeway Company; or (v) voluntarily accelerate the vesting of any stock options
or other stock-based compensation or employee benefits; or
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(g) enter into or amend any employment Contract between any Ridgeway
Company and any Person (unless such amendment is required by Law) that the
Ridgeway Company does not have the unconditional right to terminate without
Liability (other than Liability for services already rendered and in accordance
with the Ridgeway Benefit Plans), at any time on or after the Effective Time; or

(h) adopt any new employee benefit plan of any Ridgeway Company or make
any Material change in or to any existing employee benefit plans of any Ridgeway
Company other than any such change that is required by Law or that, in the
opinion of counsel, is necessary or advisable to maintain the tax qualified
status of any such plan; or

(1) make any significant change 1in any Tax or accounting methods,
Material elections, or systems of internal accounting controls, except as may be
appropriate to conform to changes in Tax Laws or regulatory accounting
requirements or GAAP; or

(j) commence any Litigation other than as deemed necessary or advisable
in the good faith Jjudgment of management for the prudent operation of its
business or settle any Litigation involving any Liability of any Ridgeway
Company for Material money damages or restrictions upon the operations of any
Ridgeway Company; or

(k) except in the ordinary course of Dbusiness, modify, amend, or
terminate any Material Contract or waive, release, compromise, or assign any
Material rights or claims.

7.3 Adverse Changes in Condition. Each Party agrees to give written
notice promptly to the other Party upon becoming aware of the occurrence or
impending occurrence of any event or circumstance relating to it or any of its
Subsidiaries which (i) is reasonably 1likely to have, individually or in the
aggregate, a Material Adverse Effect on it, or (ii) would cause or constitute a

Material Dbreach of any of its representations, warranties, or covenants
contained herein, and to use its reasonable efforts to prevent or promptly to
remedy the same.

7.4 Reports. Each Party and its Subsidiaries shall file all reports
required to be filed by it with Regulatory Authorities between the date of this
Agreement and the Effective Time and shall deliver to the other Party copies of
all such reports promptly after the same are filed.

ARTICLE 8
ADDITIONAL AGREEMENTS

8.1 Registration Statement; Proxy Statement; Shareholder Approval. As
soon as reasonably practicable after execution of this Agreement, CBI shall file
the Registration Statement with the SEC, and shall use its reasonable efforts to
cause the Registration Statement to become effective under the 1933 Act and take
any action required to be taken under the applicable state Blue Sky or
securities Laws in connection with the issuance of the shares of CBI Common
Stock upon consummation of the Merger. Ridgeway shall furnish all information
concerning it and the holders of its capital stock as CBI may reasonably request
for inclusion in the Registration Statement. CBI and Ridgeway shall each call a
Shareholders' Meeting, to be held as soon as reasonably practicable after the
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Registration Statement 1is declared effective by the SEC, for the purpose of
voting upon approval of the Plan of Merger and such other related matters as it
deems appropriate. In connection with the respective Shareholders' Meetings, (i)
CBI and Ridgeway shall prepare and file with the SEC a joint Proxy Statement and
mail such Proxy Statement to their respective shareholders, (ii) the Parties
shall furnish to each other all information concerning them that they may
reasonably request in connection with such Proxy Statement, (iii) the Boards of
Directors of CBI and Ridgeway shall recommend to their respective shareholders
the approval of the matters submitted for approval, and (iv) the Boards of
Directors and officers of CBI and Ridgeway shall use their respective reasonable
efforts to obtain such shareholders' approvals, provided that either may
withdraw, modify, or change in an adverse manner to the other 1its
recommendations if its Board of Directors, after having consulted with and based
upon the advice of outside counsel, determines in good faith that the failure to
so withdraw, modify, or change its recommendation could reasonably constitute a
breach of the fiduciary duties of its Board of Directors under applicable Law.
In addition, nothing in this Section 8.1 or elsewhere in this Agreement shall
prohibit accurate disclosure by either of information that is required to be
disclosed in the Registration Statement or the Proxy Statement or in any other
document required to be filed with the SEC (including, without limitation, a
Solicitation/Recommendation Statement on Schedule 14D-9) or otherwise required
to be publicly disclosed by applicable Law or regulations or, in the case of
CBI, rules of the AMEX.

8.2 Applications. As soon as reasonably practicable after the execution
of this Agreement, CBI shall prepare and file, and Ridgeway shall cooperate in
the ©preparation and, where appropriate, filing of, applications with all
Regulatory Authorities having jurisdiction over the transactions contemplated by
this Agreement seeking the requisite Consents necessary to consummate the

transactions contemplated by this Agreement. CBI shall wuse all reasonable
efforts to obtain the requisite Consents of all Regulatory Authorities as soon
as reasonably practicable after the filing of the appropriate applications. CBI

will promptly furnish to Ridgeway copies of applications filed with all
Regulatory Authorities and copies of written communications received by CBI from
any Regulatory Authorities with respect to the transactions contemplated hereby.

8.3 Filings with Secretary of State. Upon the terms and subject to the
conditions of this Agreement, CBI shall execute and file the Articles of Merger
with the Secretary of State of the State of South Carolina in connection with
the Closing.

8.4 Agreement as to Efforts to Consummate. Subject to the terms and
conditions of this Agreement, each Party agrees to use, and to cause 1its
Subsidiaries to use, its reasonable efforts to take, or cause to be taken, all
actions, and to do, or cause to be done, all things necessary, proper, or
advisable under applicable Laws to consummate and make effective, as soon as
reasonably practicable after the date of this Agreement, the transactions
contemplated by this Agreement, including, without 1limitation, wusing its

reasonable efforts to lift or rescind any Order adversely affecting its ability
to consummate the transactions contemplated herein and to cause to be satisfied
the conditions referred to in Article 9 of this Agreement; provided, that
nothing herein shall preclude either Party from exercising its rights under this
Agreement. Each Party shall use, and shall cause each of its Subsidiaries to
use, 1its reasonable efforts to obtain as promptly as practicable all Consents
necessary or desirable for the consummation of the transactions contemplated by
this Agreement.
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8.5 Investigation and Confidentiality.

(a) Prior to the Effective Time, each Party shall keep the other Party
advised of all Material developments relevant to its Dbusiness and to
consummation of the Merger and shall permit the other Party to make or cause to
be made such investigation of the Dbusiness and properties of it and its
Subsidiaries and of their respective financial and legal conditions as the other
Party reasonably requests, provided that such investigation shall be reasonably
related to the transactions contemplated hereby and shall not interfere
unnecessarily with normal operations. No investigation by a Party shall affect
the representations and warranties of the other Party.

(b) Each Party shall, and shall cause its advisers and agents to,
maintain the confidentiality of all confidential information furnished to it by
the other Party concerning its and its Subsidiaries' businesses, operations, and
financial positions to the extent required by, and in accordance with

confidentiality agreements between the Parties, and shall not wuse such
information for any purpose except in furtherance of the transactions
contemplated by this Agreement. If this Agreement is terminated prior to the

Effective Time, each Party shall promptly return or certify the destruction of
all documents and copies thereof, and all work papers containing confidential
information received from the other Party.

(c) Each Party agrees to give the other Party notice as soon as
practicable after any determination by it of any fact or occurrence relating to
the other Party which it has discovered through the course of its investigation
and which represents, or is reasonably 1likely to represent, either a Material
breach of any representation, warranty, covenant, or agreement of the other
Party or which has had or is reasonably likely to have a Material Adverse Effect
on the other Party; provided, however, that the giving of such notice shall not
be dispositive of the occurrence of such breach or a Material Adverse Effect.

(d) Neither Party nor any of their respective Subsidiaries shall be
required to provide access to or to disclose information where such access or
disclosure would violate or prejudice the rights of its customers, Jjeopardize
the attorney-client or similar privilege with respect to such information or
contravene any Law, rule, regulation, Order, judgment, decree, fiduciary duty,
or agreement entered into prior to the date of this Agreement. The Parties will
use their reasonable efforts to make appropriate substitute disclosure
arrangements, to the extent practicable, in circumstances in which the
restrictions of the preceding sentence apply.

8.6 Press Releases. Prior to the Effective Time, CBI and Ridgeway shall
consult with each other as to the form and substance of any press release
Materially related to this Agreement or any other transaction contemplated
hereby; provided, that nothing in this Section 8.6 shall be deemed to prohibit
any Party from making any disclosure which its counsel deems necessary or
advisable 1in order to satisfy such Party's disclosure obligations imposed by
Law.

8.7 No Solicitation. Except with respect to this Agreement and the
transactions contemplated hereby, Ridgeway agrees that it shall not, and shall
use its reasonable efforts to cause its officers, directors, agents, Affiliates,
and Representatives not to, directly or indirectly, initiate, solicit, encourage
or knowingly facilitate (including by way of furnishing confidential
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information) any inquiries or the making of any Acquisition Proposal.
Notwithstanding anything herein to the contrary, Ridgeway and its Board of
Directors shall be permitted (i) to the extent applicable, to comply with Rule
14d-9 and Rule 1l4e-2 promulgated wunder the 1934 Act with regard to an
Acquisition Proposal, (ii) to engage in any discussions or negotiations with, or
provide any information to, any Person in response to an unsolicited bona fide
written Acquisition Proposal by any such Person, if and only to the extent that
(a) Ridgeway's Board of Directors concludes in good faith and consistent with
its fiduciary duties to Ridgeway's shareholders under applicable Law that such
Acquisition Proposal could reasonably be expected to result in a Superior
Proposal, (b) prior to providing any information or data to any Person in
connection with an Acquisition Proposal by any such Person, Ridgeway's Board of
Directors receives from such Person an executed confidentiality agreement, and
(c) prior to providing any information or data to any Person or entering into
discussions or negotiations with any Person, Ridgeway's Board of Directors
notifies CBI promptly of such inquiries, ©proposals, or offers received by, any
such information requested from, or any such discussions or negotiations sought
to be initiated or continued with, any of its Representatives indicating, in
connection with such notice, the name of such Person and the Material terms and
conditions of any inquiries, ©proposals or offers. Ridgeway agrees that it will
promptly keep CBI informed of the status and terms of any such proposals or
offers and the status and terms of any such discussions or negotiations.
Ridgeway agrees that it will, and will cause its officers, directors and
Representatives to, immediately cease and cause to be terminated any activities,
discussions, or negotiations existing as of the date of this Agreement with any
parties conducted heretofore with respect to any Acquisition Proposal. Ridgeway
agrees that it will wuse reasonable Dbest efforts to promptly inform its
directors, officers, key employees, agents, and Representatives of the
obligations undertaken 1in this Section 8.7. Nothing in this Section 8.7 shall
(1) permit Ridgeway to terminate this Agreement (except as specifically provided
in Article 10 of this Agreement) or (ii) affect any other obligation of CBI or
Ridgeway under this Agreement.

8.8 Tax Treatment. Each of the Parties undertakes and agrees to use its
reasonable efforts to cause the Merger, and to take no action which would cause
the Merger not, to qualify for treatment as a "reorganization" within the
meaning of Section 368 (a) of the Internal Revenue Code for federal income tax
purposes.

8.9 Agreement of Affiliates. Ridgeway has disclosed in Section 8.9 of
the Ridgeway Disclosure Memorandum each Person whom it reasonably believes may
be deemed an "affiliate" of Ridgeway for purposes of Rule 145 under the 1933
Act. Ridgeway shall use its reasonable efforts to cause each such Person to
deliver to CBI not later than the Effective Time, a written agreement, in
substantially the form of Section 4 of Exhibit 1, providing that such Person
will not sell, pledge, transfer, or otherwise dispose of the shares of Ridgeway
Common Stock held by such Person except as contemplated by such agreement or by
this Agreement and will not sell, pledge, transfer, or otherwise dispose of the
shares of CBI Common Stock to be received by such Person upon consummation of
the Merger except in compliance with applicable provisions of the 1933 Act and
the rules and regulations thereunder. Shares of CBI Common Stock issued to such
affiliates of Ridgeway in exchange for shares of Ridgeway Common Stock shall not
be transferable, regardless of whether each such affiliate has provided the
written agreement referred to in this Section 8.9 (and CBI shall be entitled to
place restrictive legends upon certificates for shares of CBI Common Stock

issued to affiliates of Ridgeway pursuant to this Agreement to enforce the
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provisions of this Section 8.9), except as provided herein. CBI shall not be
required to maintain the effectiveness of the Registration Statement under the
1933 Act for the purposes of resale of CBI Common Stock by such affiliates.

8.10 Continuation of Certain Benefits. Subsequent to the Closing, the
CBI shall offer or cause the Bank of Ridgeway to continue to offer to employees
and former employees (to the extent required by COBRA and other laws governing
post-employment benefits) of the Bank of Ridgeway receiving Dbenefits from the
Bank of Ridgeway Dbenefits substantially similar to those described in Section
8.10 of the Ridgeway Disclosure Memorandum. In the event that CBI transfers the

Bank of Ridgeway's employees into CBI's existing 401(k), profit sharing,
vacation, health, dental or other employee benefit plans (collectively, the "CBI
Plans") the CBI agrees to: (i) provide full credit for prior service with the

Bank of Ridgeway for purposes of eligibility and vesting under all any and all
such CBI Plans; and (ii) waive any preexisting conditions and waiting periods
with respect to the coverage requirements of any and all such CBI Plans. Nothing
in this Agreement shall prohibit CBI from terminating the Bank of Ridgeway's
existing defined Dbenefit plan as permitted by applicable law. Bank of Ridgeway
employees shall be eligible to participate in CBI stock option plans on the same
basis as employees of CBI Companies.

8.11 Indemnification.

(a) From and after the Effective Time, in the event of any threatened
or actual claim, action, suit, proceeding, or investigation, whether civil,
criminal, or administrative, including, without limitation, any such claim,
action, suit, proceeding or investigation in which any person who is now, or has
been at any time prior to the date of this Agreement, or who becomes prior to
the Effective Time, a director or officer of Ridgeway or any Ridgeway Subsidiary
(the "Indemnified Parties") 1is, or is threatened to be, made a party based in
whole or in part on, or arising in whole or in part out of, or pertaining to (i)
the fact that he is or was a director, officer, or employee of Ridgeway, any of
the Ridgeway Subsidiaries, or any of their respective predecessors, or (ii) this
Agreement or any of the transactions contemplated hereby, whether in any case
asserted or arising before or after the Effective Time, CBI shall indemnify and
hold harmless, as and to the fullest extent permitted by Law, each such
Indemnified Party against any Liability (including reasonable attorneys' fees
and expenses in advance of the final disposition of any claim, suit, proceeding,
or investigation to each Indemnified Party to the fullest extent permitted by
Law upon receipt of any undertaking required by applicable Law), Jjudgments,
fines, and amounts paid in settlement in connection with any such threatened or
actual claim, action, suit, ©proceeding, or investigation, and in the event of
any such threatened or actual claim, action, suit, proceeding, or investigation
(whether asserted or arising before or after the Effective Time), the
Indemnified Parties may retain counsel reasonably satisfactory to them;
provided, however, that (a) CBI shall have the right to assume the defense
thereof and upon such assumption CBI shall not be liable to any Indemnified
Party for any legal expenses of other counsel or any other expenses subsequently
incurred by any Indemnified Party in connection with the defense thereof, except
that if CBI elects not to assume such defense or counsel for the Indemnified
Parties reasonably advises the Indemnified Parties that there are issues which
raise conflicts of interest between CBI and the Indemnified Parties, the
Indemnified Parties may retain counsel reasonably satisfactory to them, and CBI
shall pay the reasonable fees and expenses of such counsel for the Indemnified
Parties, (b) CBI shall not be liable for any settlement effected without its
prior written consent (which consent shall not be unreasonably withheld), and
(c) CBI shall have no obligation hereunder to any Indemnified Party when and if
a court of competent Jjurisdiction shall wultimately determine, and such
determination shall have become final and nonappealable, that indemnification of
such Indemnified Party in the manner contemplated hereby is prohibited by
applicable Law. CBI's obligations wunder this Section 8.11(a) continue in full
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force and effect for a period of six years after the Effective Time; provided,

however, that all rights to indemnification in respect of any claim (a "Claim")
asserted or made within such period shall continue wuntil the final disposition
of such Claim.

(b) CBI agrees that all rights to indemnification and all limitations

on Liability existing in favor of the directors, officers, and employees of
Ridgeway and its Subsidiaries (the "Covered Parties") as provided in their
respective Articles of Incorporation, Bylaws, or similar governing instruments

as in effect as of the date of this Agreement with respect to matters occurring
prior to the Effective Time shall survive the Merger and shall continue in full
force and effect, and shall be honored by such entities or their respective
successors as 1if they were the 1indemnifying party thereunder, without any
amendment thereto, for a period of six years after the Effective Time; provided,
however, that all rights to indemnification in respect of any Claim asserted or
made within such period shall continue wuntil the final disposition of such
Claim; provided, further, however, that nothing contained in this Section
8.11(b) shall be deemed to preclude the liquidation, consolidation, or merger of
Ridgeway or any Ridgeway Subsidiary, 1in which case all of such rights to
indemnification and limitations on Liability shall be deemed to so survive and
continue notwithstanding any such liquidation, consolidation, or merger. Without
limiting the foregoing, 1in any case in which approval by CBI is required to
effectuate any indemnification, CBI shall direct, at the election of the
Indemnified Party, that the determination of any such approval shall be made by
independent counsel mutually agreed upon between CBI and the Indemnified Party.

(c) CBI, from and after the Effective Time, will directly or indirectly
cause the persons who served as directors or officers of Ridgeway at or before
the Effective Time to be covered by Ridgeway's existing directors' and officers'
liability insurance policy (provided that CBI may substitute therefor policies
of at least the same coverage and amounts containing terms and conditions which
are not less advantageous than such policy). Such insurance coverage, shall
commence at the Effective Time and will be provided for a period of no less than
three years after the Effective Time.

(d) If CBI or any of its successors or assigns shall consolidate with
or merge into any other Person and shall not be the continuing or surviving
Person of such consolidation or merger or shall transfer all or substantially
all of its Assets to any Person, then and in each case, proper provision shall
be made so that the successors and assigns of CBI shall assume the obligations
set forth in this Section 8.11.

(e) The provisions of this Section 8.11 are intended to be for the
benefit of, and shall be enforceable by, each Indemnified Party and his or her
heirs and representatives.

8.12 Boards of Directors. After the Effective Time, the Bank of
Ridgeway will increase its board of directors by two members by adding two
directors designated by CBI. After the Effective Time, CBI will increase its
board of directors by three members. The vacancies will be filled by the Board
of Directors of CBI from the members of Ridgeway's current board of directors
and shall include the Chairman of the Board and the President of the Bank of
Ridgeway. The Chairman of the Board and the President of the Bank of Ridgeway
will become members of the executive committee of CBI's board of directors.
After the Effective Time, Dboard fees for all outside directors of the Bank of
Ridgeway will be set at $300 per month.
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8.13 Employment Agreement. CBI shall enter into the employment
agreement with William A. Harwell which is attached hereto as Exhibit 4 to be
effective at the Effective Time.

ARTICLE 9
CONDITIONS PRECEDENT TO OBLIGATIONS TO CONSUMMATE

9.1 Conditions to Obligations of Each Party. The respective obligations
of each Party to perform this Agreement and to consummate the Merger and the
other transactions contemplated hereby are subject to the satisfaction of the
following conditions, unless waived by both Parties pursuant to Section 11.6 of
this Agreement:

(a) Shareholder Approval. The shareholders of CBI and Ridgeway shall
have approved the Plan of Merger attached hereto as Exhibit 3, and the
consummation of the transactions contemplated hereby, as and to the extent
required by Law and by the provisions of any governing instruments.

(b) Regulatory Approvals. All Consents of, filings and registrations
with, and notifications to, all Regulatory Authorities required for consummation
of the Merger shall have been obtained or made and shall be in full force and
effect and all waiting periods required by Law shall have expired. No Consent
obtained from any Regulatory Authority which is necessary to consummate the
transactions contemplated hereby shall be conditioned or restricted in a manner
(excluding requirements relating to the raising of additional capital or the
disposition of Assets or deposits) which in the reasonable good faith judgment
of the Board of Directors of CBI would so Materially adversely impact the
economic or business benefits of the transactions contemplated by this Agreement
so as to render inadvisable the consummation of the Merger.

(c) Consents and Approvals. Each Party shall have obtained any and all
Consents required for consummation of the Merger (other than those referred to
in Section 9.1 (b) of this Agreement) or for the preventing of any Default under

any Contract or Permit of such Party which, if not obtained or made, 1is
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on such Party after the Effective Time and no Consent obtained which is
necessary to consummate the transactions contemplated hereby shall Dbe

conditioned or restricted 1in a manner which 1in the reasonable good faith
judgment of the Board of Directors of CBI would so Materially adversely impact
the economic or business benefits of the transactions contemplated by this
Agreement so as to render inadvisable the consummation of the Merger.

(d) Legal Proceedings. No court or governmental or Regulatory Authority
of competent jurisdiction shall have enacted, issued, promulgated, enforced, or
entered any Law or Order (whether temporary, preliminary, or permanent) which is
then in effect which prohibits, restrains, or makes illegal consummation of the
transactions contemplated by this Agreement.

(e) Registration Statement. The Registration Statement shall Dbe
effective under the 1933 Act, no stop orders suspending the effectiveness of the
Registration Statement shall have been issued, and no action, suit, proceeding,
or investigation by the SEC to suspend the effectiveness thereof shall have been
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initiated and be continuing.

(f) Tax Opinion. Each Party shall have received a written opinion from
Haynsworth Sinkler Boyd, P.A. in a form reasonably satisfactory to such Party
(the "Tax Opinion"), dated the date of the Effective Time, substantially to the
effect that the Merger will constitute a reorganization within the meaning of
Section 368 (a) (1) (A7) of the 1Internal Revenue Code and the following tax
consequences will apply to the following groups. With respect to a holder of
Ridgeway Common Stock who exchanges all of such holder's Ridgeway Common Stock
solely for CBI Common Stock in the Merger (i) no gain or loss will be recognized

by such holder (except with respect to any cash received in lieu of a fractional
share interest in CBI Common Stock), (1ii) the tax basis of the CBI Common Stock
received (including fractional shares deemed received and redeemed) by holders
of Ridgeway Common Stock who exchange all of their Ridgeway Common Stock solely
for CBI Common Stock in the Merger will be the same as the tax Dbasis of the
Ridgeway Common Stock surrendered in exchange for the CBI Common Stock (reduced
by an amount allocable to a fractional share interest in CBI Common Stock deemed
received and redeemed), and (iii) the holding period of the CBI Common Stock
received (including fractional shares deemed received and redeemed) by such
holder will be the same as the holding period of the Ridgeway Common Stock
surrendered in exchange therefor, provided that such Ridgeway Common Stock is
held as a capital Asset at the Effective Time. With respect to a holder of
Ridgeway Common Stock who exchanges all of such holder's Ridgeway Common Stock
for a combination of CBI Common Stock and cash pursuant to the Merger, (1) gain
(but not loss) will be recognized by such holder to the extent of the lesser of
(A) the realized gain of the holder with respect to all Ridgeway Common Stock
surrendered Dby such holder in the Merger and (B) the amount of cash received by

such holder; (ii) i1if the exchange with the holder does not have the effect of
the distribution of a dividend, the gain shall be treated as gain received from
the sale or exchange of an asset, and the holder will be treated as if CBI

issued to such holder (in addition to the number of shares of CBI Common Stock
actually received Dby such holder in the Merger) the number of shares of CBI
Common Stock that such holder could have received instead of the cash
distribution and then redeemed such shares for the amount of cash distributed to
such holder; (iii) if the exchange with the holder does not have the effect of
the distribution of a dividend, any such gain shall be treated as capital gain
if the Ridgeway Common Stock surrendered by such holder was held by such holder
as a capital asset at the Effective Time; (iv) the aggregate tax basis of the
CBI Common Stock received by such holder will equal (A) the aggregate tax basis
of the Ridgeway Common Stock surrendered by such holder in the Merger, reduced
by (B) the amount of cash received and (C) increased by the amount of any gain
recognized by such holder; and (v) the holding period of the CBI Common Stock
received (including shares deemed received and then redeemed) will be the same
as the holding period of the Ridgeway Common Stock surrendered by such holder in
the Merger, if such Ridgeway Common Stock is held by such holder as a capital
asset at the Effective Time. With respect to a holder of Ridgeway Common Stock
who exchanges all of such holder's Ridgeway Common Stock for cash pursuant to
the Merger, more likely than not, (i) such holder will be treated as if (A) such
holder sold all of such holder's Ridgeway Common Stock to CBI for cash or (B)
CBI issued to such holder the number of shares of CBI Common Stock that such
holder could have received instead of the cash distribution and then redeemed
such shares for the amount of cash distributed to such holder or CBI; (ii) if
the exchange with the holder is not essentially equivalent to a dividend, such
holder will recognize the full amount of such holder's realized gain or loss in
the Ridgeway Common Stock surrendered 1in the Merger. In rendering such Tax
Opinions, such counsel shall be entitled to rely wupon representations of
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officers of Ridgeway and CBI reasonably satisfactory in form and substance to
such counsel.

9.2 Conditions to Obligations of CBI. The obligations of CBI to perform
this Agreement and consummate the Merger and the other transactions contemplated
hereby are subject to the satisfaction of the following conditions, unless
waived by CBI pursuant to Section 11.6(a) of this Agreement:

(a) Representations and Warranties. For purposes of this Section
9.2(a), representations and warranties of Ridgeway set forth in this Agreement
shall be accurate as of the date of this Agreement and as of the Effective Time
with the same effect as though all such representations and warranties had been
made on and as of the Effective Time (provided that representations and
warranties which speak as of the date of this Agreement or some other date shall
speak only as of such date). The representations and warranties of Ridgeway set
forth in Section 5.3 of this Agreement shall be true and correct (except for
inaccuracies which are de minimis in amount). The representations and warranties
of Ridgeway set forth in Sections 5.18, 5.20, and 5.21 of this Agreement shall
be true and correct in all Material respects. There shall not exist inaccuracies
in the representations and warranties of Ridgeway set forth in this Agreement
(including the representations and warranties set forth in Sections 5.3, 5.18,
5.20, and 5.21 of this Agreement) such that the aggregate effect of such

inaccuracies has, or is reasonably likely to have, a Material Adverse Effect on

Ridgeway; provided that, for purposes of this sentence only, those
representations and warranties which are qualified by references to "Material,"
"Material Adverse Effect," or variations thereof, or to the "Knowledge" of

Ridgeway or to a matter being "known" by Ridgeway shall be deemed not to include
such qualifications.

(b) Performance of Agreements and Covenants. Each and all of the
agreements and covenants of Ridgeway to be performed and complied with pursuant
to this Agreement and the other agreements contemplated hereby prior to the
Effective Time shall have been duly performed and complied with in all Material
respects.

(c) Certificates. Ridgeway shall have delivered to CBI (i) a
certificate, dated as of the Effective Time and signed on Ridgeway's behalf by
its duly authorized officers, to the effect that the conditions set forth in
Sections 9.2 (a) and 9.2 (b) of this Agreement have been satisfied, and (ii)

certified copies of resolutions duly adopted by (1) Ridgeway's Board of
Directors evidencing the taking of all corporate action necessary to authorize
the execution, delivery, and performance of this Agreement, and the consummation
of the transactions contemplated hereby, and (2) Ridgeway's shareholders
evidencing the approval of this Agreement, all in such reasonable detail as CBI
and its counsel shall request.

(d) Dissenting Shareholders. The number of shares of Ridgeway Common
Stock as to which dissenter's rights have been and remain perfected shall not
exceed 4,000 shares.

9.3 Conditions to Obligations of Ridgeway. The obligations of Ridgeway
to perform this Agreement and consummate the Merger and the other transactions
contemplated hereby are subject to the satisfaction of the following conditions,
unless waived by Ridgeway pursuant to Section 11.6(b) of this Agreement:

(a) Representations and Warranties. For purposes of this Section
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9.3(a), the representations and warranties of CBI set forth in this Agreement
shall be accurate as of the date of this Agreement and as of the Effective Time
with the same effect as though all such representations and warranties had been
made on and as of the Effective Time (provided that representations and
warranties which speak as of the date of this Agreement or some other date shall

speak only as of such date). The representations and warranties of CBI set forth
in Section 6.3 of this Agreement shall Dbe true and correct (except for
inaccuracies which are de minimis in amount). The representations and warranties

of CBI set forth in Section 6.12 of this Agreement shall be true and correct in
all Material respects. There shall not exist inaccuracies in the representations
and warranties of CBI set forth in this Agreement (including the representations
and warranties set forth in Sections 6.3 and 6.12 of this Agreement) such that
the aggregate effect of such inaccuracies has, or is reasonably likely to have,
a Material Adverse Effect on CBI; provided that, for purposes of this sentence
only, those representations and warranties which are qualified by references to
"Material," "Material Adverse Effect," or variations thereof, or to the
"Knowledge" of CBI or to a matter Dbeing "known" by CBI shall be deemed not to
include such qualifications.

(b) Performance of Agreements and Covenants. Each and all of the
agreements and covenants of CBI to be performed and complied with pursuant to
this Agreement and the other agreements contemplated hereby prior to the
Effective Time shall have been duly performed and complied with in all Material
respects.

(c) Certificates. CBI shall have delivered to Ridgeway (1) a
certificate, dated as of the Effective Time and signed on CBI's behalf by its
duly authorized officers, to the effect that the conditions set forth in

Sections 9.3 (a) and 9.3 (b) of this Agreement have been satisfied, and (ii)
certified copies of resolutions duly adopted by CBI's Board of Directors
evidencing the taking of all corporate action necessary to authorize the
execution, delivery, and performance of this Agreement, and the consummation of
the transactions contemplated hereby, all in such reasonable detail as Ridgeway
and its counsel shall request.

ARTICLE 10

TERMINATION
10.1 Termination. Notwithstanding any other provision of this
Agreement, and notwithstanding the approval of this Agreement by the

shareholders of Ridgeway, this Agreement may be terminated and the Merger
abandoned at any time prior to the Effective Time:

(a) By mutual consent of the Board of Directors of CBI and the Board of
Directors of Ridgeway; or

(b) By the Board of Directors of either Party (provided that the
terminating Party is not then in Dbreach of any representation or warranty
contained in this Agreement under the applicable standard set forth in Section
9.2(a) of this Agreement in the case of Ridgeway and Section 9.3(a) of this
Agreement 1in the case of CBI or in Material breach of any covenant or other
agreement contained in this Agreement) 1in the event of an inaccuracy of any
representation or warranty of the other Party contained in this Agreement which
cannot be or has not been cured within 30 days after the giving of written
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notice to the breaching Party of such inaccuracy and which inaccuracy would
provide the terminating Party the ability to refuse to consummate the Merger
under the applicable standard set forth in Section 9.2 (a) of this Agreement in
the case of Ridgeway and Section 9.3 (a) of this Agreement in the case of CBI; or

(c) By the Board of Directors of either Party (provided that the
terminating Party is not then in Dbreach of any representation or warranty
contained in this Agreement under the applicable standard set forth in Section
9.2(a) of this Agreement in the case of Ridgeway and Section 9.3 (a) in the case
of CBI or in Material Dbreach of any covenant or other agreement contained in
this Agreement) 1in the event of a Material breach by the other Party of any
covenant or agreement contained in this Agreement which cannot be or has not
been cured within 30 days after the giving of written notice to the Dbreaching
Party of such breach; or

(d) By the Board of Directors of either Party in the event (i) any
Consent of any Regulatory Authority required for consummation of the Merger and
the other transactions contemplated hereby shall have been denied by final
nonappealable action of such authority, or (ii) the shareholders of CBI or
Ridgeway fail to vote their approval of this Agreement at the Shareholders'
Meeting where this Agreement was presented to such shareholders for approval and
voted upon; or

(e) By the Board of Directors of either Party in the event that the
Merger shall not have been consummated by December 31, 2002, if the failure to
consummate the transactions contemplated hereby on or before such date is not
caused Dby any Dbreach of this Agreement by the Party electing to terminate
pursuant to this Section 10.1(e).

10.2 Effect of Termination. In the event of the termination and
abandonment of this Agreement pursuant to Section 10.1 of this Agreement, this
Agreement shall become void and have no effect, and none of CBI, Ridgeway, any
of their respective Subsidiaries, or any of the officers or directors of any of
them, shall have any Liability of any nature whatsoever hereunder or in
conjunction with the transactions contemplated hereby, except that (i) the
provisions of Section 8.5(b) of this Agreement, this Section 10.2, Section 10.3,
Section 10.4 and Article 11 of this Agreement shall survive any such termination

and abandonment, and (ii) a termination of this Agreement shall not relieve the
A-31
breaching Party from Liability for an uncured willful breach of a

representation, warranty, covenant, or agreement of such Party contained in this
Agreement.

10.3 Non-Survival of Representations and Covenants. The respective
representations, warranties, obligations, covenants, and agreements of the
Parties shall not survive the Effective Time, except for those covenants and

agreements which by their terms apply in whole or in part after the Effective
Time.

10.4 Termination Fee. Ridgeway shall pay to CBI upon demand a
termination fee of $300,000 if a Triggering Event shall occur. For the purposes
of this 1letter, a Triggering Event shall occur 1if (a) the transaction
contemplated by this Agreement is not consummated (other than as a result of a
material Dbreach of the Agreement by CBI, or as a result of a failure by CBI to
enter into the employment contract required in Section 8.13, or as a result of a
failure to obtain regulatory approval of the Merger on terms acceptable to the
boards of directors of Ridgeway and CBI, or as a result of Ridgeway's good faith
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exercise of any right to terminate the Agreement that is available to Ridgeway
therein), and (b) within one vyear of the date of this Agreement any of the
following events occur: (i) Ridgeway is acquired by merger or otherwise by any
person other than a receiver appointed by state or federal regulatory
authorities or CBI or any of its affiliates (an "Acquiror"); (ii) any Acquiror
acquires more than 25% in value of the consolidated total assets of Ridgeway,
or, if such Acquiror who already owns 25% in value of the consolidated total
assets of Ridgeway, acquires any more than 25%; (iii) Ridgeway adopts a plan of
liquidation or a restructuring or recapitalization plan involving the
disposition to any such party of more than 25% in value of the consolidated
total assets of Ridgeway; (iv) Ridgeway declares an extraordinary dividend or
distribution, whether in cash or other property, equal to more than 25% of its
consolidated net worth; (v) Ridgeway or any subsidiary of Ridgeway repurchases
more than 25% of the then outstanding shares of common stock of Ridgeway; (vi) a
transaction or transactions occur involving the transfer to any Acquiror of
direct or indirect beneficial ownership (as defined in Rule 13d-3 promulgated
under the 1934 Act) of securities representing, or the right to acquire
beneficial ownership of or to vote securities (or which could result in the
acquisition of Dbeneficial ownership of or the right to vote securities)
representing, more than 25% of the then outstanding voting securities of
Ridgeway; or (vii) Ridgeway enters into an agreement with an Acquiror other than
CBI or any of its affiliates to effectuate any of the foregoing transactions.

ARTICLE 11
MISCELLANEOUS
11.1 Definitions.

(a) Except as otherwise provided herein, the capitalized terms set
forth below shall have the following meanings:

"Acquisition Proposal" with respect to a Party shall mean any tender
offer or exchange offer or any proposal for a merger, acquisition of all of the
stock or Assets of, or other business combination involving such Party or any of
its Subsidiaries or the acquisition of a substantial equity interest in, or a
substantial portion of the Assets of, such Party or any of its Subsidiaries.

"Affiliate" of a Person shall mean any other Person directly, or
indirectly through one or more intermediaries, controlling, controlled by or
under common control with such Person.

"Agreement" shall mean this Agreement and Plan of Merger, including the
Exhibits delivered pursuant hereto and incorporated herein by reference.

"AMEX" shall mean the American Stock Exchange.

" Articles of Merger" shall mean the Articles of Merger executed by CBI
and filed with the Secretary of State of the State of South Carolina relating to
the Merger as contemplated by Section 1.1 of this Agreement.

"Assets" of a Person shall mean all of the assets, properties,
businesses, and rights of such Person of every kind, nature, character, and
description, whether real, personal, or mixed, tangible or intangible, accrued
or contingent, or otherwise relating to or utilized in such Person's business,
directly or indirectly, in whole or in part, whether or not carried on the books
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and records of such Person, and whether or not owned in the name of such Person
or any Affiliate of such Person and wherever located.

"Average Closing Price" shall mean the average of the daily last sales
prices of CBI Common Stock as reported on the AMEX (as reported by The Wall
Street Journal or, if not reported thereby, another authoritative source agreed
to by Ridgeway and CBI) for the ten consecutive full trading days in which such
shares are traded on the AMEX which end five business days before the mailing of
the Proxy Statement for the Shareholders' Meetings.

"BHC Act" shall mean the federal Bank Holding Company Act of 1956, as
amended.

"CBI Common Stock" shall mean the no par value common stock of CBI.
"CBI Companies" shall mean, collectively, CBI and all CBI Subsidiaries.

"CBI Financial Statements" shall mean (i) the consolidated statements
of condition (including related notes and schedules, if any) of CBI as of
September 30, 2001 and as of December 31, 2000 and 1999, and the related
statements of income, changes in shareholders' equity, and cash flows (including
related notes and schedules, if any) for the three months ended September 30,
2001 and for each of the three years ended December 31, 2000, 1999, and 1998, as
filed by CBI in SEC Documents, and (ii) the consolidated statements of condition
of CBI (including related notes and schedules, if any) and related statements of
income, changes in shareholders' equity, and cash flows (including related notes
and schedules, if any) included in SEC Documents filed with respect to periods
ended subsequent to September 30, 2001.

"CBI Subsidiaries" shall mean the Subsidiaries of CBI and any
corporation, bank, savings association, or other organization acquired as a
Subsidiary of CBI in the future and owned by CBI at the Effective Time.

"Consent" shall mean any consent, approval, authorization, clearance,
exemption, waiver, or similar affirmation by any Person pursuant to any
Contract, Law, Order, or Permit.

"Contract" shall mean any written or oral agreement, arrangement,
commitment, contract, indenture, instrument, lease, understanding, or
undertaking of any kind or character to which any Person is a party or that is
binding on any Person or its capital stock, Assets, or business.

"Default" shall mean (i) any breach or violation of or default under
any Contract, Order, or Permit, (ii) any occurrence of any event that with the
passage of time or the giving of notice or both would constitute a breach or
violation of or default under any Contract, Order, or Permit, or (iii) any
occurrence of any event that with or without the passage of time or the giving
of notice would give rise to a right to terminate or revoke, change the current
terms of, or renegotiate, or to accelerate, increase, or impose any Liability
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under, any Contract, Order, or Permit, where, in any such event, such Default is
reasonably likely to have, individually or in the aggregate, a Material Adverse
Effect on a Party.

"Environmental Laws" shall mean all Laws relating to pollution or
protection of human health or the environment (including ambient air, surface
water, ground water, land surface, or subsurface strata) and which are
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administered, interpreted, or enforced by the United States Environmental
Protection Agency and state and local agencies with Jjurisdiction over, and
including common law in respect of, pollution or protection of the environment,
including the Comprehensive Environmental Response Compensation and Liability

Act, as amended, 42 U.S.C. 9601 et seq. ("CERCLA"), the Resource Conservation
and Recovery Act, as amended, 42 U.S.C. 6901 et seq., and other Laws relating to
emissions, discharges, releases, or threatened releases of any Hazardous
Material, or otherwise relating to the manufacture, processing, distribution,
use, treatment, storage, disposal, transport, or handling of any Hazardous
Material.

"ERISA" shall mean the Employee Retirement Income Security Act of 1974,
as amended.

"Exhibits" 1, 2, 3 and 4, inclusive, shall mean the Exhibits so marked,
copies of which are attached to this Agreement. Such Exhibits are hereby
incorporated by reference herein and made a part hereof, and may be referred to
in this Agreement and any other related instrument or document without being
attached hereto.

"GAAP" shall mean generally accepted accounting principles,
consistently applied during the periods involved.

"Hazardous Material" shall mean (i) any hazardous substance, hazardous

material, hazardous waste, regulated substance, or toxic substance (as those
terms are defined by any applicable Environmental Laws), and (ii) any chemicals,
pollutants, contaminants, petroleum, petroleum products that are or become
regulated under any applicable 1local, state, or federal Law (and specifically
shall include asbestos requiring abatement, removal, or encapsulation pursuant
to the requirements of governmental authorities and any polychlorinated
biphenyls) .

"HSR Act" shall mean Section 7A of the Clayton Act, as added by Title
IT of the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and
the rules and regulations promulgated thereunder.

"Intellectual Property" shall mean copyrights, patents, trademarks,

service marks, service names, trade names, applications therefor, technology
rights and licenses, computer software (including any source or object codes
therefor or documentation relating thereto), trade secrets, franchises,

know-how, inventions and other intellectual property rights.

"Internal Revenue Code" shall mean the Internal Revenue Code of 1986,
as amended, and the rules and regulations promulgated thereunder.

"Investment Company" shall have the meaning set forth in the Investment
Company Act.

"Knowledge" as used with respect to a Person (including references to
such Person being aware of a particular matter) shall mean the personal
knowledge of the chairman, president, or chief financial officer of such Person.

"Law" shall mean any code, law, ordinance, regulation, rule, or statute
applicable to a Person or its Assets, Liabilities, or business, including those
promulgated, interpreted, or enforced by any Regulatory Authority.
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"Liability" shall mean any direct or indirect, primary or secondary,
liability, indebtedness, obligation, penalty, cost, or expense (including costs
of investigation, <collection, and defense), <claim, deficiency, or guaranty of
any type, whether accrued, absolute or contingent, liquidated or unliquidated,
matured or unmatured, or otherwise.

"Lien" shall mean any mortgage, pledge, reservation, restriction (other
than a restriction on transfers arising under the Securities Laws), security
interest, or claim, lien, or encumbrance of any nature whatsoever of, on, or
with respect to any property or property interest, other than (i) Liens for
property Taxes not yet due and payable, and (ii) for depository institution
Subsidiaries of a Party, pledges to secure deposits, and other Liens incurred in
the ordinary course of the banking business.

"Litigation" shall mean any action, arbitration, cause of action,
claim, complaint, criminal prosecution, demand letter, governmental or other
examination or investigation, hearing, inquiry, administrative or other

proceeding, or notice (written or oral) by any Person alleging potential
Liability, Dbut shall not include regular, periodic examinations of depository
institutions and their Affiliates by Regulatory Authorities.

"Loan Property" shall mean any property owned, leased, or operated by
the Party in question or by any of its Subsidiaries or in which such Party or
Subsidiary holds a security or other interest (including an interest 1in a
fiduciary capacity), and, where required by the context, includes the owner or
operator of such property, but only with respect to such property.

"Material" for purposes of this Agreement shall be determined in light
of the facts and circumstances of the matter in question; provided that any
specific monetary amount stated in this Agreement shall determine materiality in
that instance.

"Material Adverse Effect" on a Party shall mean an event, change, or
occurrence which, individually or together with any other event, change, or
occurrence, has a Material adverse impact on (i) the financial condition,
results of operations, or business of such Party and its Subsidiaries, taken as

a whole, or (ii) the ability of such Party to perform its obligations under this
Agreement or to consummate the Merger or the other transactions contemplated by
this Agreement, provided that "Material Adverse Effect" shall not be deemed to
include the impact of (a) changes 1in Dbanking and similar Laws of general
applicability or interpretations thereof by courts or governmental authorities,
(b) changes in GAAP or regulatory accounting principles generally applicable to
banks, investment Dbanks, broker-dealers, and their holding companies, (c)
actions and omissions of a Party (or any of its Subsidiaries) taken with the
prior informed consent of the other Party in contemplation of the transactions
contemplated hereby, (d) general economic or market conditions or the securities
industry in general, and (e) this Agreement or the announcement thereof.

"1933 Act" shall mean the Securities Act of 1933, as amended, and the
rules and regulations promulgated thereunder.

"1934 Act" shall mean the Securities Exchange Act of 1934, as amended,
and the rules and regulations promulgated thereunder.

"Order" shall mean any administrative decision or award, decree,
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injunction, judgment, order, quasi-judicial decision or award, ruling, or writ
of any federal, state, local, or foreign or other court, arbitrator, mediator,
tribunal, administrative agency, or Regulatory Authority.

"Participation Facility" shall mean any facility or property in which
the Party in question or any of its Subsidiaries participates in the management,
as such term is defined in CERCLA (including, but not limited to, participating
in a fiduciary capacity), and, where required by the context, said term means
the owner or operator of such facility or property, but only with respect to
such facility or property.

"Party" shall mean either Ridgeway or CBI, and "Parties" shall mean
both Ridgeway and CBI.

"Permit" shall mean any federal, state, local, and foreign governmental
approval, authorization, certificate, easement, filing, franchise, license, or
permit from governmental authorities that is required for the operation of a
Party's respective businesses.

"Person" shall mean a natural person or any legal, commercial, or
governmental entity, such as, Dbut not limited +to, a corporation, general
partnership, joint venture, 1limited partnership, limited liability company,
trust, business association, group acting in concert, or any person acting in a

representative capacity.

"Proxy Statement" shall mean the joint proxy statement used by Ridgeway
and CBI to solicit the approval of their respective shareholders of the
transactions contemplated by this Agreement, which shall include the prospectus
of CBI relating to the issuance of the CBI Common Stock to holders of Ridgeway
Common Stock.

"Reasonable Efforts" shall mean the reasonable best efforts of a Party,
but shall not require any Party to take any commercially unreasonable action.

"Registration Statement" shall mean the Registration Statement on Form
S-4, or other appropriate form, including any pre-effective or post-effective
amendments or supplements thereto, filed with the SEC by CBI under the 1933 Act
with respect to the shares of CBI Common Stock to be issued to the shareholders
of Ridgeway in connection with the transactions contemplated by this Agreement.

"Regulatory Authorities" shall mean, collectively, the Federal Trade
Commission, the United States Department of Justice, the Board of the Governors
of the Federal Reserve System, the Office of the Comptroller of the Currency,
the Federal Deposit Insurance Corporation, the Office of Thrift Supervision, the
Internal Revenue Service, all state regulatory agencies having jurisdiction over
the Parties and their respective Subsidiaries, the NASD, the AMEX, and the SEC.

"Representative" shall mean any investment banker, financial advisor,
attorney, accountant, consultant, or other representative of a Person.

"Ridgeway Common Stock" shall mean no par value common stock of
Ridgeway.

"Ridgeway Companies" shall mean, collectively, Ridgeway and all
Ridgeway Subsidiaries including The Bank of Ridgeway.

"Ridgeway Disclosure Memorandum" shall mean the written information
entitled "Ridgeway Disclosure Memorandum" delivered prior to the execution of
this Agreement to CBI describing in reasonable detail the matters contained
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therein and, with respect to each disclosure made therein, specifically
referencing each Section or subsection of this Agreement under which such
disclosure is being made. Information disclosed with respect to one Section or

subsection shall not be deemed to be disclosed for any other Section or
subsection of this Agreement. The inclusion of any matter in this document shall
not be deemed an admission or otherwise to imply that any such matter is
Material for purposes of this Agreement.

"Ridgeway Financial Statements" shall mean (1) the consolidated
statements of condition (including related notes and schedules, 1if any) of
Ridgeway as of September 30, 2001, and as of December 31, 2000, and 1999, and
the related statements of income, changes in shareholders' equity, and cash
flows (including related notes and schedules, if any) for the three months ended
September 30, 2001 and for each of the three years ended December 31, 2000,
1999, and 1998, included in the Ridgeway Disclosure Memorandum, and (ii) the
consolidated statements of condition of Ridgeway (including related notes and
schedules, 1if any) and related statements of income, changes in shareholders'
equity, and cash flows (including related notes and schedules, if any) with
respect to periods ended subsequent to September 30, 2001.

"Ridgeway Stock Plans" shall mean any existing stock option and other
stock-based compensation plans of Ridgeway, including, without limitation, the
stock option plans and programs of any Persons acquired by Ridgeway or a
Ridgeway Subsidiary.

"Ridgeway Subsidiaries" shall mean the Subsidiaries of Ridgeway, which
shall include the Ridgeway Subsidiaries described in Section 5.4 of this
Agreement and any corporation, bank, savings association, or other organization
acquired as a Subsidiary of Ridgeway in the future and owned by Ridgeway at the
Effective Time.

"Rights" shall mean, with respect to any Person, securities, or
obligations convertible into or exercisable for, or giving any Person any right
to subscribe for or acquire, or any options, <calls, or commitments relating to,

or any stock appreciation right or other instrument the wvalue of which is
determined in whole or in part by reference to the market price or value of,
shares of capital stock of such Person.

"SCBCA" shall mean the South Carolina Business Corporation Act, as

amended.
"SEC" shall mean the United States Securities and Exchange Commission.
"SEC Documents" shall mean all forms, proxy statements, registration
statements, reports, schedules, and other documents filed, or required to be

filed, by a Party or any of its Subsidiaries with the SEC.

"Securities Laws" shall mean the 1933 Act, the 1934 Act, the Investment
Company Act, the Investment Advisers Act, the Trust Indenture Act of 1939, as
amended, and the rules and regulations of any Regulatory Authority promulgated
thereunder.

"Shareholders' Meeting" shall mean the meeting of the shareholders of
CBI or Ridgeway to be held pursuant to Section 8.1 of this Agreement, including
any adjournment or adjournments thereof.

"Subsidiaries" shall mean all those corporations, banks, associations,
or other entities of which the entity in question owns or controls 50% or more
of the outstanding equity securities either directly or through an unbroken
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chain of entities as to each of which 50% or more of the outstanding equity
securities is owned directly or indirectly by its parent; provided, there shall

not be included any such entity acquired through foreclosure or any such entity
the equity securities of which are owned or controlled in a fiduciary capacity.

"Superior Proposal" means, with respect to Ridgeway, any written
Acquisition Proposal made by a Person other than CBI which is for (i) (a) a
merger, reorganization, consolidation, share exchange, Dbusiness combination,
recapitalization, liquidation, dissolution, or similar transaction involving

Ridgeway as a result of which either (1) Ridgeway's shareholders prior to such
transaction (by virtue of their ownership of Ridgeway's shares) in the aggregate
cease to own at least 50% of the voting securities of the entity surviving or
resulting from such transaction (or the ultimate parent entity thereof) or (2)
the individuals comprising the Board of Directors of Ridgeway prior to such
transaction do not constitute a majority of the board of directors of such
ultimate parent entity, (b) a sale, lease, exchange, transfer, or other
disposition of at least 50% of the Assets of Ridgeway and its Subsidiaries,
taken as a whole, in a single transaction or a series of related transactions,
or (c) the acquisition, directly or indirectly, by a Person of beneficial
ownership of 25% or more of the common stock of Ridgeway whether by merger,

consolidation, share exchange, business combination, tender, or exchange offer
or otherwise, and (ii) which is otherwise on terms which the Board of Directors
of Ridgeway in good faith concludes (after consultation with its financial
advisors and outside counsel), taking into account, among other things, all
legal, financial, regulatory, and other aspects of the proposal and the Person
making the proposal, (a) would, if consummated, result in a transaction that is
more favorable to its shareholders (in their capacities as shareholders), from a

financial point of view, than the transactions contemplated by this Agreement,
and (b) 1is reasonably capable of being completed.

"Support Agreement" shall mean the various support agreements, each in
substantially the form of Exhibit 1 (as to Ridgeway directors) or Exhibit 2 (as
to CBI directors).

"Surviving Corporation" shall mean CBI as the surviving corporation
resulting from the Merger.

"Tax" or "Taxes" shall mean all federal, state, local, and foreign
taxes, levies, imposts, duties, or other like assessments, including income,
gross receipts, excise, employment, sales, use, transfer, license, payroll,
franchise, severance, stamp, occupation, windfall profits, environmental,
federal highway use, commercial rent, customs duties, capital stock, paid-up
capital, profits, withholding, Social Security, single business and
unemployment, disability, real property, personal property, registration, ad
valorem, value added, alternative or add-on minimum, estimated, or other tax of
any kind whatsoever, imposed or required to be withheld by the United States or
any state, local, or foreign government or subdivision or agency thereof,
including any related interest and penalties, or additions thereto.

"Tax Return" shall mean any report, return, information return, or
other information required to be supplied to a taxing authority in connection
with Taxes, 1including any return of an affiliated or combined or unitary group

that includes a Party or its Subsidiaries.

"Taxable Period" shall mean any period prescribed by any governmental
authority, including the ©United States or any state, local, or foreign
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government or subdivision or agency thereof for which a Tax Return is required
to be filed or Tax is required to be paid.

(b) The terms set forth below shall have the meanings ascribed thereto
in the referenced sections:

A-38
CBI SEC Reports Section 6.5(a)
Claim Section 8.11(a)
Closing Section 1.2
Continuing Employees Section 8.10
Covered Parties Section 8.11 (b)
Effective Time Section 1.3
Exchange Agent Section 4.1
Exchange Ratio Section 3.1 (b)
Indemnified Parties Section 8.11(a)
Merger Section 1.1
Ridgeway Benefit Plans Section 5.13(a)
Ridgeway Contracts Section 5.14 (a)
Ridgeway ERISA Affiliate Section 5.13(e)
Ridgeway ERISA Plan Section 5.13(a)
Ridgeway Options Section 3.6(a)
Ridgeway Pension Plan Section 5.13(a)
Takeover Laws Section 5.20
Tax Opinion Section 9.1 (f)

(c) Any singular term in this Agreement shall be deemed to include the
plural, and any plural term the singular. Whenever the words "include,"
"includes," or "including" are used in this Agreement, they shall be deemed
followed by the words "without limitation."

11.2 Expenses.

(a) Except as otherwise provided in this Section 11.2, each of the
Parties shall bear and pay all direct costs and expenses incurred by it or on
its behalf in connection with the transactions contemplated hereunder, including
filing, registration, and application fees, printing fees, and fees and expenses
of its own financial or other consultants, investment bankers, accountants, and
counsel, except that CBI shall Dbear and pay the filing fees payable 1in
connection with the Registration Statement and the Proxy Statement and the
printing costs incurred in connection with the printing of the Registration
Statement and the Proxy Statement.

(b) Nothing contained in this Section 11.2 shall constitute or shall be
deemed to constitute liquidated damages for the willful breach by a Party of the
terms of this Agreement or otherwise limit the rights of the nonbreaching Party.

11.3 Brokers and Finders. Each of the Parties represents and warrants
that neither it nor any of its officers, directors, employees, or Affiliates has
employed any broker or finder or incurred any Liability for any financial

advisory fees, investment bankers' fees, Dbrokerage fees, commissions, or
finders' fees in connection with this Agreement or the transactions contemplated
hereby. In the event of a claim by any broker or finder based upon his, her, or

its representing or Dbeing retained by or allegedly representing or being
retained by Ridgeway or CBI, each of Ridgeway and CBI, as the case may be,
agrees to indemnify and hold the other Party harmless of and from any Liability
in respect of any such claim.
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11.4 Entire Agreement. Except as otherwise expressly provided herein,
this Agreement (including the Ridgeway Disclosure Memorandum) constitutes the
entire agreement between the Parties with respect to the transactions

contemplated hereunder and supersedes all prior arrangements or understandings
with respect thereto, written or oral. ©Nothing in this Agreement expressed or
implied, is intended to confer upon any Person, other than the Parties or their

respective successors, any rights, remedies, obligations, or liabilities under
or by reason of this Agreement other than as provided for in Sections 8.9 and
8.11 of this Agreement.

11.5 Amendments. To the extent permitted by Law, this Agreement may be
amended by a subsequent writing signed by each of the Parties upon the approval
of the Boards of Directors of each of the Parties, whether Dbefore or after
shareholder approval of this Agreement has been obtained; provided, that the
provisions of this Agreement relating to the manner or basis in which shares of
Ridgeway Common Stock will be exchanged for CBI Common Stock or cash shall not
be amended after the Shareholders' Meeting without the requisite approval of the
holders of the issued and outstanding shares of Ridgeway Common Stock entitled
to vote thereon.

11.6 Waivers.

(a) Prior to or at the Effective Time, CBI, acting through its Board of
Directors, chief executive officer, chief financial officer, or other officer
designated by CBI's Board of Directors, shall have the right to waive any
Default in the performance of any term of this Agreement by Ridgeway, to waive
or extend the time for the compliance or fulfillment by Ridgeway of any and all
of its obligations under this Agreement, and to waive any or all of the
conditions precedent to the obligations of CBI under this Agreement, except any
condition which, if not satisfied, would result in the violation of any Law. No
such waiver shall be effective wunless in writing signed by a duly authorized
officer of CBI except that any unfulfilled conditions shall be deemed to have
been waived at the Effective Time.

(b) Prior to or at the Effective Time, Ridgeway, acting through its
Board of Directors, chief executive officer, chief financial officer, or other
officer designated by Ridgeway's Board of Directors, shall have the right to
waive any Default in the performance of any term of this Agreement by CBI, to
waive or extend the time for the compliance or fulfillment by CBI of any and all
of its obligations under this Agreement, and to waive any or all of the
conditions precedent to the obligations of Ridgeway under this Agreement, except
any condition which, if not satisfied, would result in the violation of any Law.
No such waiver shall be effective unless in writing signed by a duly authorized
officer of Ridgeway except that any unfulfilled conditions shall be deemed to
have been waived at the Effective Time.

(c) The failure of any Party at any time or times to require
performance of any provision hereof shall in no manner affect the right of such
Party at a later time to enforce the same or any other provision of this
Agreement. No waiver of any condition or of the breach of any term contained in
this Agreement in one or more instances shall be deemed to be or construed as a
further or continuing waiver of such condition or breach or a waiver of any
other condition or of the breach of any other term of this Agreement.

11.7 Assignment. Except as expressly contemplated hereby, neither this
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Agreement nor any of the rights, interests, or obligations hereunder shall be
assigned by any Party hereto (whether by operation of Law or otherwise) without
the prior written consent of the other Party. Subject to the preceding sentence,
this Agreement will be binding upon, inure to the benefit of, and be enforceable
by the Parties and their respective successors and assigns.

11.8 Notices. All notices or other communications which are required or
permitted hereunder shall be in writing and sufficient if delivered by hand, by
facsimile transmission, by registered or certified mail, postage pre-paid, or by
courier or overnight carrier, to the persons at the addresses set forth below
(or at such other address as may be provided hereunder), and shall be deemed to
have been delivered as of the date so delivered:

Ridgeway:

Ridgeway Bancshares, Inc.

100 Palmer Street

Ridgeway, South Carolina 29130

Facsimile Number: (803) 337-8268
Attention: William A. Harwell, President

Copy to Counsel:

M. Craig Garner, Jr., Esquire
McNair Law Firm, P.A.

17th Floor

1301 Gervails Street

Columbia, South Carolina 29201
Facsimile Number (803) 376-2277

CBI:

Community Bankshares, Inc.

791 Broughton Street

Orangeburg, South Carolina 29115
Facsimile Number: (803) 535-1065
Attention: E. J. Ayers, Chairman

Copy to Counsel:

George S. King, Jr., Esquire
Haynsworth Sinkler Boyd, P.A.
12th Floor

1426 Main Street

Columbia, South Carolina 29201
Facsimile Number (803) 765-1243

11.9 Governing Law. This Agreement shall be governed by and construed
in accordance with the Laws of the State of South Carolina, without regard to
any applicable principles of conflicts of Laws.

11.10 Counterparts. This Agreement may be executed in two or more
counterparts, each of which shall be deemed to be an original, but all of which
together shall constitute one and the same instrument.

11.11 Captions. The captions contained 1in this Agreement are for
reference purposes only and are not part of this Agreement.
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11.12 Interpretations. Neither this Agreement nor any uncertainty or
ambiguity herein shall be construed or resolved against any Party, whether under
any rule of construction or otherwise. No Party to this Agreement shall be
considered the draftsman. The Parties acknowledge and agree that this Agreement
has been reviewed, negotiated, and accepted by all Parties and their attorneys
and shall be construed and interpreted according to the ordinary meaning of the
words used so as fairly to accomplish the purposes and intentions of the
Parties.

11.13 Enforcement of Agreement. The Parties hereto agree that
irreparable damage would occur in the event that any of the provisions of this
Agreement was not performed 1in accordance with 1its specific terms or was
otherwise breached. It is accordingly agreed that the Parties shall be entitled
to an injunction or injunctions to prevent Dbreaches of this Agreement and to

enforce specifically the terms and provisions hereof in any court of the United
States or any state having Jurisdiction, this being in addition to any other
remedy to which they are entitled at law or in equity.

11.14 Severability. Any term or provision of this Agreement which is
invalid or unenforceable in any jurisdiction shall, as to that jurisdiction, be
ineffective to the extent of such invalidity or unenforceability without
rendering invalid or wunenforceable the remaining terms and provisions of this
Agreement or affecting the wvalidity or enforceability of any of the terms or
provisions of this Agreement in any other jurisdiction. If any provision of this
Agreement is so broad as to be unenforceable, the provision shall be interpreted
to be only so broad as is enforceable.

IN WITNESS WHEREQOF, each of the Parties has caused this Agreement to be
executed on its behalf and its corporate seal to be hereunto affixed and
attested by officers thereunto and delivered as of the day and year first above
written.

RIDGEWAY BANCSHARES, INC COMMUNITY BANKSHARES, INC.
By:-—————+H—"17"1V771-"--—-—-—-""""""""""-""-"— By:-———1—1+——1-+1--——-——-—
J. V. Nicholson, Jr., DMD E. J. Ayers, Jr.
Chairman of the Board of Directors Chairman of the Board of Directors
By: """ === By:-—""""""""""—————
William A. Harwell William W. Traynham
President President
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APPENDIX B
CHAPTER 13.

DISSENTERS' RIGHTS
ARTICLE 1.
RIGHT TO DISSENT AND OBTAIN PAYMENT FOR SHARES
SECTION 33-13-101. Definitions.
In this chapter:
(1) "Corporation" means the issuer of the shares held by a dissenter before the
corporate action, or the surviving or acquiring corporation by merger or share
exchange of that issuer.
(2) "Dissenter" means a shareholder who is entitled to dissent from corporate
action under Section 33-13-102 and who exercises that right when and in the
manner required by Sections 33-13-200 through 33-13-280.
(3) "Fair value", with respect to a dissenter's shares, means the value of the

shares 1immediately before the effectuation of the corporate action to which the
dissenter objects, excluding any appreciation or depreciation in anticipation of

the corporate action to which the dissenter objects, excluding any appreciation
or depreciation in anticipation of the corporate action unless exclusion would
be inequitable. The value of the shares is to be determined by techniques that

are accepted generally in the financial community.

(4) "Interest" means interest from the effective date of the corporate action
until the date of payment, at the average rate currently paid by the corporation
on its principal bank loans or, if none, at a rate that is fair and equitable
under all the circumstances.

(5) "Record shareholder" means the person in whose name shares are registered in
the records of a corporation or the beneficial owner of shares to the extent of
the rights granted by a nominee certificate on file with a corporation.

(6) "Beneficial shareholder" means the person who is a Dbeneficial owner of
shares held by a nominee as the record shareholder.

(7) "Shareholder" means the record shareholder or the beneficial shareholder.
SECTION 33-13-102. Right to dissent.

(A) A shareholder is entitled to dissent from, and obtain payment of the fair
value of, his shares in the event of any of the following corporate actions:

(1) consummation of a plan of merger to which the corporation is a party (i) 1if
shareholder approval is required for the merger by Section 33-11-103 or the
articles of incorporation and the shareholder is entitled to vote on the merger
or (ii) if the corporation is a subsidiary that is merged with its parent under
Section 33-11-104 or 33-11-108 or if the corporation is a parent that is merged
with its subsidiary under Section 33-11-108;
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(2) consummation of a plan of share exchange to which the corporation is a party
as the corporation whose shares are to be acquired, 1if the shareholder is
entitled to vote on the plan;

B-1
(3) onsummation of a sale or exchange of all, or substantially all, of the
property of the corporation other than in the wusual and regular course of
business, if the shareholder 1is entitled to vote on the sale or exchange,

including a sale in dissolution, Dbut not including a sale pursuant to court
order or a sale for cash pursuant to a plan by which all or substantially all of
the net proceeds of the sale must be distributed to the shareholders within one
year after the date of sale;

(4) an amendment of the articles of incorporation that materially and adversely
affects rights in respect of a dissenter's shares Dbecause it:

(1) alters or abolishes a preferential right of the shares;

(ii) creates, alters, or abolishes a right in respect of redemption, including a

provision respecting a sinking fund for the redemption or repurchase, of the
shares;
(iii) alters or abolishes a preemptive right of the holder of the shares to

acquire shares or other securities;

(iv) excludes or limits the right of the shares to vote on any matter, or to
cumulate votes, other than a limitation by dilution through issuance of shares
or other securities with similar voting rights; or

(v) reduces the number of shares owned by the shareholder to a fraction of a
share if the fractional share so created 1is to be acquired for cash under
Section 33-6-104; or

(5) in the case of corporations which are not public corporations, the approval
of a control share acquisition under Article 1 of Chapter 2 of Title 35;

6) any corporate action to the extent the articles of incorporation, Dbylaws, or
a resolution of the board of directors provides that voting or nonvoting
shareholders are entitled to dissent and obtain payment for their shares.

(B) Notwithstanding subsection (A), no dissenters' rights under this section are
available for shares of any class or series of shares which, at the record date
fixed to determine shareholders entitled to receive notice of a vote at the
meeting of shareholders to act upon the agreement of merger or exchange, were
either 1listed on a national securities exchange or designated as a national
market system security on an interdealer quotation system by the National
Association of Securities Dealers, Inc.

SECTION 33-13-103. Dissent by nominees and beneficial owners.

(a) A record shareholder may assert dissenters' rights as to fewer than all the
shares registered in his name only if he dissents with respect to all shares
beneficially owned by any one person and notifies the corporation in writing of
the name and address of each person on whose behalf he asserts dissenters'
rights. The rights of a partial dissenter under this subsection are determined
as 1f the shares to which he dissents and his other shares were registered in
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the names of different shareholders.

(b) A beneficial shareholder may assert dissenters' rights as to shares held on
his behalf only if he dissents with respect to all shares of which he is the
beneficial shareholder or over which he has power to direct the vote. A
beneficial shareholder asserting dissenters' rights to shares held on his behalf
shall notify the corporation in writing of the name and address of the record
shareholder of the shares, if known to him.

ARTICLE 2.
PROCEDURE FOR EXERCISE OF DISSENTERS' RIGHTS
SECTION 33-13-200. Notice of dissenters' rights.

(a) If proposed corporate action creating dissenters' rights under Section
33-13-102 is submitted to a vote at a shareholders' meeting, the meeting notice
must state that shareholders are or may be entitled to assert dissenters' rights
under this chapter and be accompanied by a copy of this chapter.

(b) If corporate action creating dissenters' rights under Section 33-13-102 is
taken without a vote of shareholders, the corporation shall notify in writing
all shareholders entitled to assert dissenters' rights that the action was taken
and send them the dissenters' notice described in Section 33-13-220.

SECTION 33-13-210. Notice of intent to demand payment.

(a) If proposed corporate action creating dissenters' rights under Section
33-13-102 is submitted to a vote at a shareholders' meeting, a shareholder who
wishes to assert dissenters' rights (1) must give to the corporation before the
vote is taken written notice of his intent to demand payment for his shares if
the proposed action is effectuated and (2) must not vote his shares in favor of
the proposed action. A vote in favor of the proposed action cast by the holder
of a proxy solicited by the corporation shall not disqualify a shareholder from
demanding payment for his shares under this chapter.

(b) A shareholder who does not satisfy the requirements of subsection (a) is not
entitled to payment for his shares under this chapter.

SECTION 33-13-220. Dissenters' notice.

(a) If proposed corporate action creating dissenters' rights under Section
33-13-102 is authorized at a shareholders' meeting, the corporation shall
deliver a written dissenters' notice to all shareholders who satisfied the

requirements of Section 33-13-210(a).

(b) The dissenters' notice must be delivered no later than ten days after the
corporate action was taken and must:

(1) state where the payment demand must be sent and where certificates for
certificated shares must be deposited;

(2) inform holders of wuncertificated shares to what extent transfer of the
shares is to be restricted after the payment demand is received;

(3) supply a form for demanding payment that includes the date of the first
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announcement to news media or to shareholders of the terms of the proposed

corporate action and requires that the person asserting dissenters' rights
certify whether or not he or, if he is a nominee asserting dissenters' rights on
behalf of a beneficial shareholder, the Dbeneficial shareholder acquired

beneficial ownership of the shares before that date;

(4) set a date by which the corporation must receive the payment demand, which
may not be fewer than thirty nor more than sixty days after the date the
subsection (a) notice is delivered and set a date by which certificates for

certificated shares must be deposited, which may not be earlier than twenty days
after the demand date; and (5) be accompanied by a copy of this chapter.

SECTION 33-13-230. Shareholders' payment demand.

(a) A shareholder sent a dissenters' notice described in Section 33-13-220 must
demand payment, certify whether he (or the beneficial shareholder on whose
behalf he is asserting dissenters' rights) acquired beneficial ownership of the
shares before the date set forth in the dissenters' notice pursuant to Section
33-13-220(b) (3), and deposit his certificates 1in accordance with the terms of
the notice.

(b) The shareholder who demands payment and deposits his share certificates
under subsection (a) retains all other rights of a shareholder wuntil these
rights are canceled or modified by the taking of the proposed corporate action.

(c) A shareholder who does not comply substantially with the requirements that
he demand payment and deposit his share certificates where required, each by the
date set in the dissenters' notice, 1is not entitled to payment for his shares
under this chapter.

SECTION 33-13-240. Share restrictions.

(a) The corporation may restrict the transfer of uncertificated shares from the
date the demand for payment for them is received wuntil the proposed corporate
action is taken or the restrictions are released under Section 33-13-260.

(b) The person for whom dissenters' rights are asserted as to uncertificated
shares retains all other rights of a shareholder until these rights are canceled
or modified by the taking of the proposed corporate action.

SECTION 33-13-250. Payment.

(a) Except as provided in Section 33-13-270, as soon as the proposed corporate
action is taken, or upon receipt of a payment demand, the corporation shall pay
each dissenter who substantially complied with Section 33-13-230 the amount the
corporation estimates to be the fair value of his shares, plus accrued interest.

(b) The payment must be accompanied by:

(1) the corporation's Dbalance sheet as of the end of a fiscal year ending not
more than sixteen months Dbefore the date of payment, an income statement for
that year, a statement of changes in shareholders' equity for that year, and the
latest available interim financial statements, if any;

(2) a statement of the corporation's estimate of the fair value of the shares
and an explanation of how the fair value was calculated;
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(3) an explanation of how the interest was calculated;

(4) a statement of the dissenter's right to demand additional payment under
Section 33-13-280; and

(5) a copy of this chapter.

SECTION 33-13-260. Failure to take action.

(a) If the corporation does not take the proposed action within sixty days after
the date set for demanding payment and depositing share certificates, the
corporation, within the same sixty-day period, shall return the deposited
certificates and release the transfer restrictions imposed on uncertificated
shares.

(b) If, after returning deposited certificates and releasing transfer
restrictions, the corporation takes the proposed action, it must send a new
dissenters' notice wunder Section 33-13-220 and repeat the payment demand
procedure.

SECTION 33-13-270. After-acquired shares.

(a) A corporation may elect to withhold payment required by section 33-13-250
from a dissenter as to any shares of which he (or the beneficial owner on whose
behalf he is asserting dissenters' rights) was not the beneficial owner on the
date set forth in the dissenters' notice as the date of the first announcement
to news media or to shareholders of the terms of the proposed corporate action,
unless the beneficial ownership of the shares devolved upon him by operation of
law from a person who was the beneficial owner on the date of the first
announcement.

(b) To the extent the corporation elects to withhold payment under subsection
(a), after taking the proposed corporate action, it shall estimate the fair
value of the shares, plus accrued interest, and shall pay this amount to each
dissenter who agrees to accept it in full satisfaction of his demand. The
corporation shall send with its offer a statement of its estimate of the fair
value of the shares, an explanation of how the fair value and interest were
calculated, and a statement of the dissenter's right to demand additional
payment under Section 33-13-280.

SECTION 33-13-280. Procedure if shareholder dissatisfied with payment or offer.

(a) A dissenter may notify the corporation in writing of his own estimate of the
fair value of his shares and amount of interest due and demand payment of his
estimate (less any payment under Section 33-13-250) or reject the corporation's
offer under Section 33-13-270 and demand payment of the fair value of his shares
and interest due, if the:

(1) dissenter Dbelieves that the amount paid under Section 33-13-250 or offered
under Section 33-13-270 1is less than the fair value of his shares or that the
interest due is calculated incorrectly;

(2) corporation fails to make payment under Section 33-13-250 or to offer
payment under Section 33-13-270 within sixty days after the date set for

demanding payment; or

(3) corporation, having failed to take the proposed action, does not return the
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deposited certificates or release the transfer restrictions imposed on
uncertificated shares within sixty days after the date set for demanding
payment.

(b) A dissenter waives his right to demand additional payment under this section
unless he notifies the corporation of his demand in writing under subsection (a)
within thirty days after the corporation made or offered payment for his shares.

ARTICLE 3.
JUDICIAL APPRAISAL OF SHARES
SECTION 33-13-300. Court action.

(a) If a demand for additional payment under Section 33-13-280 remains
unsettled, the corporation shall commence a proceeding within sixty days after
receiving the demand for additional payment and petition the court to determine
the fair value of the shares and accrued interest. If the corporation does not
commence the proceeding within the sixty-day period, it shall pay each dissenter
whose demand remains unsettled the amount demanded.

(b) The corporation shall commence the proceeding in the circuit court of the
county where the corporation's principal office (or, if none in this State, its
registered office) is located. TIf the corporation 1is a foreign corporation
without a registered office in this State, it shall commence the proceeding in
the county in this State where the principal office (or, if none in this State,
the registered office) of the domestic corporation merged with or whose shares
were acquired by the foreign corporation was located.

(c) The corporation shall make all dissenters (whether or not residents of this
State) whose demands remain unsettled parties to the proceeding as in an action
against their shares and all parties must be served with a copy of the petition.
Nonresidents may be served by registered or certified mail or by publication, as
provided by law.

(d) The Jjurisdiction of the court in which the proceeding is commenced under

subsection (b) is plenary and exclusive. The court may appoint persons as
appraisers to receive evidence and recommend decisions on the question of fair
value. The appraisers have the powers described in the order appointing them or

in any amendment to it. The dissenters are entitled to the same discovery rights
as parties in other civil proceedings.

(e) Each dissenter made a party to the proceeding is entitled to judgment for
the amount, if any, by which the court finds the fair value of his shares, plus
interest, exceeds the amount paid by the corporation.

SECTION 33-13-310. Court costs and counsel fees.

(a) The court in an appraisal proceeding commenced under Section 33-13-300 shall
determine all costs of the proceeding, including the reasonable compensation and
expenses of appraisers appointed by the court. The court shall assess the costs
against the corporation, except that the court may assess costs against all or
some of the dissenters, in amounts the court finds equitable, to the extent the
court finds the dissenters acted arbitrarily, vexatiously, or not in good faith
in demanding payment under Section 33-13-280.
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(b) The court also may assess the fees and expenses of counsel and experts for
the respective parties, in amounts the court finds equitable: (1) against the
corporation and in favor of any or all dissenters 1if the court finds the
corporation did not comply substantially with the requirements of Sections
33-13-200 through 33-13-280; or (2) against either the corporation or a
dissenter, in favor of any other party, 1f the court finds that the party
against whom the fees and expenses are assessed acted arbitrarily, vexatiously,
or not in good faith with respect to the rights provided by this chapter.

(c) If the court finds that the services of counsel for any dissenter were of
substantial benefit to other dissenters similarly situated, and that the fees
for those services should not be assessed against the corporation, the court may
award to these counsel reasonable fees to be paid out of the amounts awarded the
dissenters who were benefited.

(d) In a proceeding commenced by dissenters to enforce the 1liability wunder
Section 33-13-300(a) of a corporation that has failed to commence an appraisal
proceeding within the sixty-day period, the court shall assess the costs of the
proceeding and the fees and expenses of dissenters' counsel against the
corporation and in favor of the dissenters.

PART II
INFORMATION NOT REQUIRED IN PROSPECTUS
ITEM 20. INDEMNIFICATION OF DIRECTORS AND OFFICERS

Under South Carolina 1law, a corporation has the power to indemnify
directors and officers who meet the standards of good faith and reasonable
belief that their conduct was lawful and in the corporate interest (or not
opposed thereto) set forth by statute. A corporation may also provide insurance
for directors and officers against liability arising out of their positions even
thought the insurance coverage is broader than the power of the corporation to

indemnify. Unless limited by its articles of incorporation, a corporation must
indemnify a director or officer who is wholly successful, on the merits or
otherwise, in the defense of any proceeding to which he was a party because he

is or was a director against reasonable expenses incurred by him in connection
with the proceeding. The Registrant's Articles of Incorporation do not limit
such indemnification.

ITEM 21. EXHIBITS.

EXHIBIT
NUMBER DESCRIPTION
2.1 Agreement and Plan of Merger, dated as of November 19, 2001,
by and between Ridgeway Bancshares, Inc. and Community
Bankshares, Inc. -- 1included as Appendix A to the Proxy
Statement /Prospectus.
2.2 List of Exhibits to Agreement and Plan of Merger.
3.1 Articles of Incorporation of Community Bankshares, Inc. —-—

incorporated by reference to exhibits filed in Registrant's

Form 10-QSB filed for the quarter ended September 30, 1997.
3.2 Bylaws of Community Bankshares, 1Inc. —-- 1incorporated by

reference to exhibits filed in Registrant's Form S-4,

253



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form S-4/A

Commission File No. 33-55314.

5 Form of opinion re: legality.
8 Form of opinion re: tax matters.*
10.1 1997 Stock Option Plan (incorporated by reference to

Registrant's Form S-8, filed May 20, 1999, Commission File
No. 333-78867) .

10.2 Lease for site of Florence National Bank (incorporated by
reference to Registrant's Form 10-K for the year ended
December 31, 1999).

10.3 Form of Community Bankshares Change of Control Agreement
(incorporated by reference to exhibits to Registrant's Form
10-QSB for the quarter ended June 30, 1999).

10.4 Employment Agreement between Community Resource Mortgage,
Inc. and Wade Douroux.

21 Subsidiaries of the registrant.

23.1 Consent of J. W. Hunt & Company, L.L.P.

23.2 Consent of Haynsworth Sinkler Boyd, P.A. - to be included in
Exhibit 5.

23.3 Consent of Haynsworth Sinkler Boyd, P.A. - to be included in
Exhibit 8.

23.4 Consent of Tourville, Simpson & Caskey, LLP.

24.1 Power of Attorney (included on signature page).

99.1 Forms of proxies.

99.2 Proposed Form of Employment Agreement among Community
Bankshares, Bank of Ridgeway and William A. Harwell.

99.3 Forms of Notice of Special Meeting.

* To be filed by amendment.
ITEM 22. UNDERTAKINGS.

A. Insofar as indemnification for liabilities arising under the Securities Act
of 1933 may be permitted to directors, officers and controlling persons of the
Registrant pursuant to the foregoing provisions, or otherwise, the Registrant
has been advised that in the opinion of the Securities and Exchange Commission

II-1

such indemnification 1is against public policy as expressed in the Act and 1is,
therefore, unenforceable. In the event that a claim for indemnification against
such liabilities (other than the payment by the Registrant of expenses incurred
or paid by a director, officer or controlling person of the Registrant in the
successful defense of any action, suit or proceeding) 1s asserted by such
director, officer or controlling person in connection with the securities being
registered, the Registrant will, unless in the opinion of its counsel the matter
has been settled by controlling precedent, submit to a court of appropriate
jurisdiction the question whether such indemnification by it is against public
policy as expressed in the Act and will be governed by the final adjudication of
such issue.

B. (1) The undersigned Registrant hereby undertakes as follows: that prior
to any public reoffering of the securities registered hereunder through use of a
prospectus which is a part of this registration statement, by any person or
party who is deemed to be an underwriter within the meaning of Rule 145(c), the
issuer undertakes that such reoffering prospectus will contain the information
called for by the applicable registration form with respect to reofferings by
persons who may be deemed underwriters, in addition to the information called
for by the other items of the applicable form.
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(2) The Registrant wundertakes that every prospectus: (1) that is filed
pursuant to paragraph (1) immediately preceding, or (ii) that purports to meet
the requirements of Section 10(a) (3) of the Act and is used in connection with
an offering of securities subject to Rule 415, will be filed as a part of an
amendment to the registration statement and will not be wused until such
amendment is effective, and that, for purposes of determining any liability
under the Securities Act of 1933, each such post-effective amendment shall be
deemed to be a new registration statement relating to the securities offered
therein, and the offering of such securities at that time shall be deemed to be
the initial bona fide offering thereof.

C. The undersigned Registrant hereby undertakes to supply by means of a
post-effective amendment all information concerning a transaction, and the
company being acquired involved therein, that was not the subject of and
included in the registration statement when it became effective.

II-2

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the
Registrant has duly caused this Amendment No. 1 to its registration statement to
be signed on its behalf by the undersigned, thereunto duly authorized, in the
City of Orangeburg, State of South Carolina on this the 28th day of February,
2002.

REGISTRANT:

COMMUNITY BANKSHARES, INC.

E. J. Ayers
Chairman of the Board and Chief Executive Officer

Pursuant to the requirements of the Securities Act of 1933, this

Amendment No. 1 to the registration statement has been signed by the following
persons in the capacities and on the date indicated.

Name Capacity

s/E. J. Ayers Director, Chairman of the Board and Chief

_____________________ Executive Officer

s/Alvis J. Bynum* Director

Alvis J. Bynum

s/Martha Rose C. Carson* Director

Martha Rose C. Carson
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s/Anna O. Dantzler*

Anna O. Dantzler

s/A. Wade Douroux*

A. Wade Douroux

s/J. M. Guthriex*

J. M. Guthrie

s/Richard L. Havekost*

Richard L. Havekost

s/Phil P. Leventis*

Phil P. Leventis

s/Jess A. Nance*

Jess A. Nance

s/William H. Nock*

William H. Nock

s/Samuel F. Reid, Jr.*

Samuel F. Reid, Jr.

s/J. Otto Warren, Jr.*

J. Otto Warren, Jr.

s/William W. Traynham

William W. Traynham

s/Wm. Reynolds Williams, II*

Michael A. Wolfe, II

*By William W. Traynham
Attorney in fact

Director

Director

Director

Director

Director

Director

Director

Director

II-3

Director

Director, President and Chief Financial

Officer

Director

Director

II-4

INDEX TO EXHIBITS
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EXHIBIT
NUMBER

5%

10.1

10.2

10.3

10.4~*
21%*
23.1
23.2
23.3
23.4
24.1%*
99.1%*
99.2%*
99.3*

*Previously filed.

DESCRIPTION

Agreement and Plan of Merger, dated as of November 19, 2001,
by and between Ridgeway Bancshares, Inc. and Community
Bankshares, 1Inc. -- 1included as Appendix A to the Proxy
Statement/Prospectus.

List of Exhibits to Agreement and Plan of Merger.

Articles of Incorporation of Community Bankshares, Inc. —-—
incorporated by reference to exhibits filed in Registrant's
Form 10-QSB filed for the quarter ended September 30, 1997.
Bylaws of Community Bankshares, 1Inc. —-- 1incorporated by
reference to exhibits filed in Registrant's Form S-4,
Commission File No. 33-55314.

Form of opinion re: legality.

Form of opinion re: tax matters.

1997 Stock Option Plan (incorporated by reference to
Registrant's Form S-8, filed May 20, 1999, Commission File
No. 333-78867) .

Lease for site of Florence National Bank (incorporated by
reference to Registrant's Form 10-K for the year ended
December 31, 1999).

Form of Community Bankshares Change of Control Agreement
(incorporated by reference to exhibits to Registrant's Form
10-QSB for the quarter ended June 30, 1999).

Employment Agreement between Community Resource Mortgage,
Inc. and Wade Douroux.

Subsidiaries of the registrant.

Consent of J. W. Hunt & Company, L.L.P.

Consent of Haynsworth Sinkler Boyd, P.A. - to be included in
Exhibit 5.
Consent of Haynsworth Sinkler Boyd, P.A. - to be included in
Exhibit 8.

Consent of Tourville, Simpson & Caskey, LLP.

Power of Attorney

Forms of proxies.

Proposed Form of Employment Agreement among Community
Bankshares, Bank of Ridgeway and William A. Harwell.

Forms of Notice of Special Meeting.

II-5
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