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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 8-K
AMENDMENT NO. 1
CURRENT REPORT
Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported) July 1, 2002

Community Bankshares, Inc.
(Exact name of registrant as specified in its charter)

South Carolina 000-22054 57-0966962
(State or other jurisdiction of (Commission (I.R.S. Employer
incorporation or organization) File Number) Identification No.)

791 Broughton Street, Orangeburg, South Carolina 29116
(Address of principal executive offices and zip code)

Registrant's telephone number, including area code (803) 535-1060
N/A

(Former name or former address, if changed since last report.)

Item 2. Acquisition or Disposition of Assets.
(a) Effective July 1, 2002, Community Bankshares, Inc. ("CBI") acquired
Ridgeway Bancshares, Inc. ("Ridgeway") pursuant to an Agreement and Plan of

Merger, dated as of November 20, 2001. Ridgeway is a bank holding company
organized under the laws of South Carolina with its principal executive office
in Ridgeway, South Carolina. Ridgeway operates principally through Bank of
Ridgeway, a South Carolina state chartered bank with three offices in Fairfield
and Richland Counties.

Pursuant to the merger, each outstanding share of Ridgeway common stock has
been converted into the right to acquire 25 shares of CBI common stock plus
$100.00 cash, subject to the right of Ridgeway shareholders to make an election
to receive more or less stock or cash. The cash will be paid from CBI's
available funds.

(b) Not applicable.
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Item 7. Financial Statements and Exhibits

(a) Financial Statements of Business Acquired.

The following financial statements of Ridgeway Bancshares, Inc.,

acquired company,

are included with this filing:
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Independent Accountants'
Consolidated Balance Sheets

T

Consolidated Statements of Operations
Consolidated Statements of Changes in
Consolidated Statements of Cash Flows

Shareholders'

Notes to Consolidated Financial Statements

TOURVILLE, SIMPSON & CASKEY, L.L.P.
CERTIFIED PUBLIC ACCOUNTANTS
POST OFFICE BOX 1769

COLUMBIA, SOUTH CAROLINA 29202
TELEPHONE (803) 252-3000
FAX (803) 252-2226
WILLIAM E. TOURVILLE, CPA MEMBER AICPA SEC AND
HARRIET S. SIMPSON, CPA, CISA, CDP PRIVATE COMPANIES

R. JASON CASKEY, CPA PRACTICE SECTIONS
JOHN T. DRAWDY, JR., CPA

TIMOTHY R. ALFORD, CPA

W. CLAYTON HESLOP, CPA

TIMOTHY S. VOGEL, CPA

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, 1Inc. and its subsidiary as of December 31, 2001 and 2000 and the
related statements of operations, changes in shareholders' equity and
comprehensive income, and cash flows for the years ended December 31, 2001,
2000, and 1999. 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 auditing standards
in the United States of America. 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

generally accepted
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test basis,

evidence supporting the amounts and disclosures in the consolidated

financial statements. An audit also includes assessing the accounting principles
used 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, 2001 and 2000, and the results of their
operations and their cash flows for the years ended December 31, 2001, 2000, and
1999 in conformity with accounting principles generally accepted in the United
States of America.

Tourville, Simpson & Caskey, L.L.P.
Columbia, South Carolina
January 10, 2002

Assets

RIDGEWAY BANCSHARES, INC.

Consolidated Balance Sheets
December 31, 2001 and 2000

Cash and cash equivalents:

Cash and due

i et (B o T= 0 o <=

Federal funds sold and securities purchased
under agreements Lo FesSell ...ttt ittt et e et e e et e e

Total cash and cash equUivalent s ...ttt ittt it ettt ettt eeeeeeeeeeenneaenns

Time deposits with other banks . ...t ittt ittt ittt et e

Investment securities:

Securities available—for—Sale ...ttt ittt ettt e e et e e e
Securities held-to-maturity (market value of $19,726,656 in 2001

and $16,220,805 1n 2000) ..ttt ittt e e e e e e e e e e e e e e ettt e
Nonmarketable equity SECUT It IeS .ttt ittt ittt et et ettt eaeeeeeeeennaaeens

Total investment SeCUrities ...ttt ittt et e ettt ettt et teeeeeeeeenaeaaens

QTN o F= T et oY A=Y o T
Less allowancCe fOr 10an 1OSSES .t ittt ittt te e e et eeeeeeeeeeeneeeeeseeeeeeeeeeeanens

Loans, net

Premises and equipment, Net ... ittt ittt et ettt ee ettt e
Accrued d1nterest receivable . ...ttt e e e e e e e e e et e e e e e e

Other assets
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B it B A T i

Liabilities

Deposits:
Non-interest bearing demand depPoOsSit s . v i ittt ittt ittt it ettt et aeeeeeeeenneeeens
Interest bearing demand depPOSIt s v ittt ittt ittt ettt ettt et e e
Money MarKkel ACCOUNE S &t ittt ittt et e ettt ettt ettt et eeeeeeeeeeaeeeeeeeeeaaeeeeeeens
ST 70 0 o Y = R
Certificates of deposit of $100,000 ANd OVET .ttt t ittt eeeneeeeeeeeeeenenneeeeens
Certificates of deposit of under $100,000 ...ttt teeeeeeeeeeeeeeeeenenneeeeens

B it B & =Y o i =
Accrued Interest pavable . ...t e e e e ettt e e e et e e e e e
Securities sold under agreements tO FePULChAaSEe . ...ttt ittt ittt eeeeeeenneeeeeeens

Other 11abilitdes vttt ittt e e e ettt e e e e et e ettt e ettt eeeeee e

I it T A e = o B 0wl

Commitments and Contegencies (Notes 5 and 11)

Shareholders' Equity

Common stock, no par value; 100,000 shares authorized; ........ii ittt eennnns
40,000 shares issued and outstanding
Accumulated other comprehensive income (LOSS) v v ittt imee ettt eneeeeeeeeaneeeeeeens
Retained Earning s & i i ittt it ettt e e e e e et ettt e e e e
Total shareholders ' EgUIty ittt ittt ittt e ettt et ettt eeaeeeeeeeennaeeens
Total liabilities and shareholders' equUity ...ttt ittt et eeeeeenns

The accompanying notes are an integral part of the consolidated
financial statements.

RIDGEWAY BANCSHARES, INC.

Consolidated Statements of Operations
For the Years Ended December 31, 2001, 2000, and 1999

2001
Interest income:
Loans, INCluding feES ittt ittt ittt ittt ettt et e teeeeeeaaaeeeeeeeeennns $3,660,489
Investment securities:
== o T I 891,397
= G D) 111 o) 436,938
Nonmarketable equity secUrities ... ...ttt ittt ittt teeeeeeeeanns 2,144

Federal funds sold and securities purchased
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under agreements Lo resell ...ttt t it ettt et et e 236,970
Time deposits with other banks ... ...ttt ittt et 8,281
ol 5,236,219

Interest expense:

J Y X< I O 2,021,820
Federal funds purchased and securities sold

under agreement LO FePUILChASE ..ttt it ittt ittt et ettt taeeeeeenns 91,473

% o= 2,113,293

Net dnterest InCome . ... ittt ittt it ittt ettt ettt e eeeeneaaeean 3,122,926

Provision for 1oan 1OSSES vttt ittt ittt ettt eeeeeeeeeeeeneeoeeeeeeeneeanns 80,000

Net interest income after provision for loan 1lo0SSes ... eennnnn. 3,042,926

Other operating income

Service charges on deposit aCCOUNLS ..ot ii it ittt ittt ittt ee e eeaeenns 564,019
Other service charges and feesS ... ..ttt ittt it ittt tteeeeeeneanns 148,255
(@ 2 ol o 1l 1 o ¥ o) 11 25,297

ol 737,571

Other operating expenses

Salaries and benef it s ...t ittt it et e e e e et et e e e 1,196,653
Net occupancy and equipment EXPENSE . . v i vttt it eeeeeeeeeeeeeeeennneens 213,826
Other oOperating EXPENSE ittt ittt ittt ettt ettt tae e enaeeeeeeeenns 868,979
ol 2,279,458
Income before 1nCoOmMEe LaXe S it i it ittt ittt ettt teeteeeeeeeneeeeeenenneean 1,501,039
INCOME TAX EXPEIISE vttt et e e e e e e e e e eneeeeseeeeeeeeeeeeaseeeeeeeeneeens 412,900
L= S 15 's YY) 1= $1,088,139

Earnings per share
Weighted average common shares outstanding ............c.cciiiiiiennnenn. 40,000
J LS oA 1 o Y o)L S 27.20

The accompanying notes are an integral part of the consolidated
financial statements.

RIDGEWAY BANCSHARES, INC.

Consolidated Statements of Changes in Shareholders' Equity
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and Comprehensive Income For the Years Ended

December 31, 2001,

1998

Balance, December 31,

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

2000

Balance, December 31,

Net income

Other comprehensive income

Comprehensive income

Cash dividends declared
-$8.00 per share

Balance, December 31, 2001

The accompanying notes

financial statements.

are an

2000, and 1999

Shares

40,000

integral part

Common Stock

$ 2,200,000

2,200,000

2,200,000

of the consolidated

Accumulated
Other
Comprehensive
Income (Loss)
S 56,874
(139,514)
(82,640)
64,227
(18,413)
86,880
S 68,467
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RIDGEWAY BANCSHARES, INC.

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2001, 2000, and 1999

Cash flows from operating activities:

A LS T 1o 1 @) 111 O
Adjustments to reconcile net income to net cash
provided by operating activities:
[y ot Y e = w1 o
Provision for possible 1oan 1OSSES ittt ittt ittt teneeeeeeeenneeeenns
Premium amortization less accretion ........iii it iiiiineetenneneennn
Deferred income tax provision (benefit) ..........c.0iiiiiiiiiiiiee...
Amortization of intangible assets ...ttt ittt e e e e e
(Increase) decrease in accrued interest receivable .................
(Increase) decrease 1in other asset s ...ttt ittt ittt teeeenn
Increase (decrease) 1in accrued interest payable ........... 0.
Increase (decrease) in other liabilities ......ii it nnnnn

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 ........cuiiiiiitennennenn.
Proceeds from maturities of securities held-to-maturity ..............
Purchases of securities held-to-maturity .........ciiiiiiiiiinnnnnn..
Net increase in loans tO CUSLOMETS ... ittt iittn et eenneeeeeeeanns
Purchase of premises and equipment . ........ ittt netteennnnennnn
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 .......iiiiiiiiiiiinn.
Net increase (decrease) in certificates of deposit ............... ...
Net increase in securities sold under agreements
L@ T oY o3 b Bl @l o Y= =

Cash dividends paid ...ttt ittt et e ettt e ettt eaaeeeaee

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 ..........iiiiiitiiieennnnennnn

2001

$ 1,088,139

89,185
80,000
(1,137)
(15, 345)
42,000
1,143
174
(41, 350)
(13,082)

8,500,000
(9,500,000)
7,769,757
(11,014,646
(1,063,594
(53,033
(11,000

)
)
)
)

918,555
2,743,849

715,769
(320,000)

(84,616)

8,898,982
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RIDGEWAY BANCSHARES, INC.
Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of 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 Company reflect industry practices
and conform to generally accepted accounting principles 1in 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
Company's allowances for losses on loans and foreclosed real estate. Such
agencies may require the Company to recognize additions to the allowances based
on their Jjudgments 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 Company has the ability and
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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
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
Company'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.

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 Company'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, 2001, 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

10
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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
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 Dbalance 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 income and expense. Immaterial amounts of
insurance commissions and other miscellaneous fees are reported when received.

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Retirement Benefits - The Company 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 Company, 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 Company can make matching

11



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form 8-K/A

contributions up to 100% of the participants' contributions. Expenses charged to
earnings for the retirement savings plan were approximately $18,193, $18,536,
and $16,853 in 2001, 2000, and 1999, 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
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:

2001
Unrealized holding gains (losses) on available-for-sale securities ....... $ 137,906
Reclassification adjustment for (gains) losses realized
8 o T o 1 A 1 o W ) O -
Net unrealized gains (losses) on securities ....... ittt ennnnnens 137,906
[ S Y (51,026
Net—0f—LaX AMOUNL &ttt it ittt e e et e ettt ettt ettt ittt eeeeeeeeeeeenneeeeas $ 86,880

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

12
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due from banks, federal funds sold, and securities purchased under agreements to
resell.

During 2001, 2000, and 1999, the Company paid $2,154,643, $2,035,150, and
$1,742,345, respectively, for interest. Cash paid for income taxes was $445,990,
$442,944, and $371,310 in 2001, 2000, and 1999, 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 July, 2001 the Financial Accounting
Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS)
No. 141, Business Combinations and SFAS No. 142, Goodwill and Other Intangible
Assets. SFAS 141 eliminates the pooling of interests method of accounting for
business combinations and requires the use of the purchase method. The Statement
also requires that intangible assets be reported separately from goodwill. This
Statement is effective for all transactions initiated after June 30, 2001. Under
SFAS 142, goodwill is no longer subject to amortization; however, it should be
evaluated for impairment on at least an annual basis and adjusted to its fair
value. In addition, an acquired intangible should be separately recognized if
the benefit of the intangible asset is obtained through contractual or other
legal rights, or if the intangible asset can be sold, transferred, licensed,
rented or exchanged, regardless of intent to do so. However, the FASB recommends
that financial institutions continue to follow the basic guidelines of SFAS 72
in recording and amortizing goodwill and other unidentifiable intangible assets.
The Company adopted SFAS 141 on July 1, 2001. SFAS 142 is effective for entities
with fiscal years Dbeginning after December 15, 2001. The Company plans to adopt
SFAS 142 on January 1, 2002. The adoption of these Statements is not expected to
have a material impact on the consolidated financial statements.

In June 1998, the FASB issued Statement (SFAS) No. 133, Accounting for
Derivative Instruments and Hedging Activities, which as amended by SFAS No, 137
and SFAS 138 is 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 1in 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 133 on July 1, 2000. The adoption of SFAS No. 133 did not have any
impact on the consolidated financial statements since the Company did not have
any derivative instruments nor any derivative instruments embedded in other
contracts in 2001 or 2000.

Reclassifications - Certain captions and amounts in the consolidated financial
statements of 2000 and 1999 were reclassified to conform with the 2001
presentation.

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

13
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shareholders will receive 25 shares of Community Bankshares, Inc.'s 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, 1Inc. The merger is expected to be completed
by April 1, 2002.

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 3 - CASH AND DUE FROM BANKS

The Company 1s required by regulation to maintain an average cash reserve
balance based on a percentage of deposits. The average amount of the required
cash reserve balances at December 31, 2001 and December 31, 2000 were
approximately $522,000 and $546,000, respectively.

NOTE 4 - INVESTMENT SECURITIES

The amortized cost and estimated market values of securities available-for sale
at December 31, 2001 and 2000 were:

Amortized
Cost
December 31, 2001:
U.S. Government agencies and corporations ..........eeeeeeeenn. $8,000,000
Obligations of state and political subdivisions ............... 600,000
TOLAl SECULILIES vttt ittt e ettt et e ettt et ettt eeeee e e eeeeenn $8,600,000
December 31, 2000:
U.S. TrCaASUTLIES vttt ittt ettt et te e ee et eteeeeeeeeeeeeeeeeeennnn $1,498,005
U.S. Government agencies and corporations ........c..eeeeeeeenn. 5,990,905
Obligations of state and political subdivisions ............... 100,000
I it =T Yo Bl il 1 = = $7,588,910

The amortized cost and estimated market value of securities held to maturity at
December 31, 2001 and 2000 were:

Amortized

Gro

14



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form 8-K/A

Cost

December 31, 2001
U.S. Government agencies & corporations ...........ieeeeeennn.. $10,084,061
Obligations of state and political subdivisions .............. 9,267,634
TOLAl SECULILIES vttt ittt e ettt ettt ettt ettt eeeee e eennnn $19,351,695

December 31, 2000:
U.S. Government agencies & corporations ...........oieeeeeennn.. $ 7,098,958
Obligations of state and political subdivisions .............. 9,017,801
TOLAl SECULILIES vttt ittt e ettt ettt ettt ettt ee e eannenn $16,116,759

There were no sales of investment securities during 2001 or 2000.

10

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, 2001 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.

2001

Estimated

Amortized Market

Cost Value
Due within one year ........iiiiiiieeeeeenennnnnn $ 1,010,293 $ 1,013,596
Due after one year but within five years ....... 21,261,059 21,659,653
Due after five years but within ten years ...... 5,515,363 5,595,891
Due after ten years ...ttt ttt e eennnnns 164,980 166,196
o o $27,951,695 $28,435,336

At December 31, 2001 and 2000 investment securities with a book wvalue of
$11,564,062 and $8,543,148 and a market value of $11,840,108 and $8,523,642,
respectively, were pledged as collateral to secure public deposits and for other
purposes.

Gains
$ 176,80
220, 84
$ 397,65
S 7,57
140,11
$ 147,68

15
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NOTE 5 - LOANS
Loans consisted of the following:

December 31,

2001 2000
Real estate ..ttt ittt it i e e $24,969,988 $23,602,492
Home equity .ttt i ettt ieee e eeenn 2,238,060 2,420,481
Commercial and industrial loans ............ 4,480,227 5,045,202
CONSUMET 4 vttt et ettt teeeeeeeneeneeeneeneeens 8,429,228 8,019,601
All other 10aANnsS ittt ittt ittt eeeeneeneenn 700, 691 716,949
$40,818,194 $39,804,725

As of December 31, 2001 and 2000, management had placed loans totaling $187,422
and $225,340 in nonaccrual status Dbecause the loans were not performing as
originally contracted. Loans ninety days or more past due and still accruing
interest were $165,472 and $355,233 at December 31, 2001 and 2000, respectively.
No impairment has been recognized because management has determined that the
discounted value of expected proceeds from the sale of collateral, typically
real estate, exceeds the carrying amount of these loans.

11

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 5 - LOANS - continued

Transactions in the allowance for loan losses are summarized below:

2001 2000 1999
Balance, January 1 ......c..eeenenn.. $ 387,529 $ 334,209 $ 304,837
Provision charged to expense ...... 80,000 75,000 60,000
Charge—-o0ffs ...ttt (68, 744) (44,871) (47,445)
ReCOVETries ..ttt ittt iie i eeeann 18,619 23,191 16,817
Balance, December 31 .............. $ 417,404 $ 387,529 $ 334,209

The Company 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 1involve, 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 Company has in particular

16



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form 8-K/A

classes of financial instruments.

The Company's exposure to credit loss in the event of nonperformance Dby 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 Company 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
Company to guarantee the performance of a customer to a third party. The credit
risk involved 1in 1issuing 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 being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer's
creditworthiness on a case-by-case Dbasis. The amount of collateral obtained if
deemed necessary Dby the Company upon extension of credit 1is Dbased 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,
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, 2001
and 2000:

2001 2000
Commitments to extend credit ............... $6,128,656 $5,417,598
Standby letters of credit .................. 295,000 273,000

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, 2001, the Company was not committed to lend additional funds to
borrowers having loans in nonaccrual status.

12

RIDGEWAY BANCSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 6 - PREMISES AND EQUIPMENT
Premises and equipment consisted of the following:

December 31,

2001 2000

17
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I o $ 145,185 $ 145,185
Buildings and improvements ................. 949, 343 943,823
Furniture and equipment ................0... 474,083 632,497
1,568,611 1,721,505

Less, accumulated depreciation ............. 831,598 948, 340
$ 737,013 $ 773,165

NOTE 7 - DEPOSITS

At December 31, 2001, the scheduled maturities of time deposits are as follows:

2002 $27,488,442
2003 1,450,691
2004 431,482
2005 78,722
2006 and thereafter 151,425

Overdrawn deposit accounts in the amount of $65,536 are classified as loans as
of December 31, 2001.

NOTE 8 - SHORT-TERM BORROWINGS

Short-term borrowings payable at December 31, 2001 and 2000 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:

2001 2000
Average balance during the vear ................ $2,811,211 $2,894,137
Average interest rate during the year .......... 3.25% 5.48%
Maximum month-end balance during the year ...... $3,416,845 $4,663,044

Under the terms of the repurchase agreement, the Company sells an interest in
securities issued by United States Government Agencies, and the Company agrees
to repurchase the same securities the following Dbusiness day. The securities
sold under these agreements are the identical securities on the Company's
balance sheet captioned as securities purchased under agreements to resell. As
of December 31, 2001, the par value and market value of the securities held by
the third-party for the underlying agreements were $3,000,000 and $3,176, 326,
respectively.

13

RIDGEWAY BANCSHARES, INC.
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Notes to Consolidated Financial Statements

NOTE 9 - RELATED PARTY TRANSACTIONS

Certain parties (principally certain directors and stockholders of the Company,
their immediate families and business interests) were loan customers of, and had
other transactions in the normal course of business with the Company. 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 $730,652 and
$844,208 at December 31, 2001 and 2000, respectively.

NOTE 10 - UNUSED LINES OF CREDIT

As of December 31, 2001, the Company had unused 1lines of credit to purchase
federal funds from other financial institutions totaling $5,750,000. 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.

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Company was not involved as defendant 1in any litigation at December 31,
2001. 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, 2001,
the Bank's undivided profits were $6,413,580. 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 Company 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 Company'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 Company from time to time.

14
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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 Dbenefit obligations and net assets of the plan at December 31, 2001,
2000, and 1999 is presented below:

2001
Benefit Obligatiomn ..ttt ittt ettt et ettt ettt e $ 727,834
Fair Value of plan assSet s ittt iiii ittt ettt teeeeeeeeeenaeaeens 672,394
FUNAEd SEaALUS vttt it ittt ettt et e et et ettt ettt ettt ettt eeenean $ (55,440
Prepaid (unfunded) benefit cost recognized in the
statement of financial position ... ...l e e e S (6,446

The weighted-average assumptions for 2001 and 2000 are as follows:

2001 2000
Discount rate .......iiiiiiiiiiiiiiiiiennn 7.25% 7.25%
Expected return on plan assets ............. 7.25% 7.25%
Rate of compensation increase .............. 5.00% 5.00%
Benefit COSE v vttt ittt i ettt et e S 61,960 S 59,023
Employer contribution ................. .. ... 56,000 58,000
Plan participants' contributions ........... - -
Benefits paid ...t e 11,667 476

NOTE 14 - OTHER EXPENSES

Other expenses for the years ended December 31, 2001, 2000, and 1999 are
summarized as follows:

2001 2000 1999

Stationery and printing .............. $ 68,805 $ 59,406 $ 58,258
Postage and freight .................. 72,647 55,881 58,638
Data processing services ............. 304,020 194,377 148,930
Intangible CcOSts ..ttt 42,000 42,000 50,524
METXger EXPENSES « v v v v eeeennnneeneeenns 24,529 74,600 -
Other ... i e e 356,978 319,246 321,190

Total it e e $868,979 $745,510 $637,540
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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, 2001, 2000, and 1999 are summarized as follows:

2001
Currently payable:
ST £ o= $ 377,501
1S R i o 50,744
428,245
Deferred:
Yo o= 31,329
1S R i o 4,352
35,681
$ 463,926
Income tax expense is allocated as follows:
To continuing operations ...ttt ittt ettt e eaeeeeeeeenn $ 412,900
To shareholders' equUity ..ttt ittt ittt e ettt eaeeeeeeeens 51,026
$ 463,926
Net deferred income taxes of $129,182 and $164,863 were included in other assets
at December 31, 2001 and 2000, 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, 2001, 2000, and 1999 are as follows:
2001
Deferred tax assets:
Allowance fOr 10aN 10SSES v i ittt tnetneeneeeeeeneeeeeeeeeneeeeeenens $160,701
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Available-for—-sale securities . ...ttt ittt -

Organizational EXPENSE i ittt ittt et ittt ettt e 6,211
[ 1 1 s 2,482
Total deferred tax asSSel S ..ttt ittt ettt ettt eeeeeneenns 169,394

Deferred tax liabilities:
Accumulated accretion and amortization
on investment SecUrities ...ttt ettt e e e -

Available-for—-sale secuUurities .. ...ttt ittt ettt 40,212

O o -

Total deferred tax liabilities ...ttt teeennneennn 40,212

Net deferred £axX ASSeE v vttt ittt ittt ettt ettt ettt ee e et e eeeeeees $129,182
16

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, 2001 will be realized, and
accordingly, has not established a valuation allowance.

A reconciliation between the income tax expense for the years ended December 31,
2001, 2000, and 1999 and the amount computed by applying the Federal statutory
rate of 34% to income before income taxes follows:

2001
Tax expense at statutory rate ... ..ttt ittt ettt t e $ 510,353
State income tax, net of Federal income tax effect ......... ... 33,998
Tax exempt interest 1nCome . ... ..ttt ittt ittt ettt eaaeeaeenn (156,687)
Disallowed Interest EXPENSE . ittt it ittt ittt ettt eaeeeeeeeeeneeeeeneanns 20,398
(@ 15 o1 o 1 4,838
e o= $ 412,900
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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
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.
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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, 2001 and 2000.

Actual

For Ca
Adequacy
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December 31, 2001

Total capital (to risk-weighted assets) ............... $8,721 20.
Tier 1 capital (to risk-weighted assets) .............. 8,304 19.
Tier 1 capital (to average assetsS) ....iiiiiinnneeennn. 8,304 10.

December 31, 2000

Total capital (to risk-weighted assets) ............... $7,879 21.
Tier 1 capital (to risk-weighted assets) .............. 7,492 20.
Tier 1 capital (to average assetsS) ....iiiiiiinnnnneennn. 7,492 10.

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.

18

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, 2001 and 2000

Assets

[ = o O
Investment in banking suUbsidiary . ... i ittt ittt ettt ettt
(O ol o T = i O

B wl= T =

Liabilities and Shareholders' equity

T =Y o B I e O

Shareholders ' eQUILY ittt it ittt et e e ettt ee e et eeaeeeeeeeenaeaees

Total liabilities and shareholders' equity ...ttt itenenenennn

$3,444
1,722
3,107

$2,976
1,488
2,881
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Statements of Operations
For the years ended December 31, 2001, 2000, and 1999

Income

Dividends from banking subsidiary .......ceiiiiiitiiinineeeeennnnenns
Expenses

(@ ol o TS a4 o o 1= =
Income (loss) before income taxes and equity in

undistributed earnings of banking subsidiary ......c.c.ciiiiiiiiiiiia..

Income tax benef it ... ..ttt i ettt et e e e et e

Equity in undistributed earnings of banking subsidiary ..............

JA LS A 1o @) (11
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Notes to Consolidated Financial Statements

NOTE 17 - RIDGEWAY BANCSHARES, INC. (PARENT COMPANY ONLY) - continued

Statements of Cash Flows
For the Years Ended December 31, 2001, 2000, and 1999

Cash flows from operating activities:

Nel InCOmME .ttt ettt ettt ettt ettt e i e e
Adjustments to reconcile net income to net cash provided
by operating activities:
Equity in undistributed earnings of banking subsidiary .............
Decrease (increase) 1in other asset s ...ttt ittt ittt e ieeeenn
(Decrease) increase in other liabilities .....iiiii ittt innennns

Net cash provided by operating activities ......... ... ...

Cash flows from financing activities:

2001

$ 320,000

320,000

768,139

2001

$ 1,088,139

(768,139)
1,782
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Cash dividends paid ...ttt ittt ittt ettt ettt te et eaaeeaaae (320,000)

Net cash used by financing activities ....... ...t enn. (320,000)

oo ar Y= =1 T 5 o N =1 o I 1,782

Cash, beginning . ...ttt it ettt et ettt ettt ettt e 3,458

Cash, ENAINg v ii ittt ittt ittt ettt ettt ettt e ettt e e e S 5,240
20

RIDGEWAY BANCSHARES, INC
Condensed Consolidated Balance Sheet

(Dolllars in thousands)

ASSETS

Cash and due from other financial institutions:

Non—interest Dearing ..ttt it ittt ettt et e et ettt eee ettt eaee e
Federal funds SOLd ...ttt ittt ittt e et ettt et ae ettt

Total cash and cash eguivalent s ...ttt ittt ettt ettt eee e eaeeeeeeeeeaaens

Interest bearing deposits in other banks ... ..t ittt et ettt et ettt eeaaeaeaaeens
Investment securities:

Securities held Lo MatUT Ly .ttt it ittt e e e ettt ettt ettt tae e eeaeeeeeeeenneaeens

Securities available for Sale ..ttt ittt ettt ettt ettt e e e e

Premises and eqUipment . ..t ittt it ittt e e e e e e e et et e ettt
Other 1ntangible ASSel S v i it it ittt ittt et e e ettt ettt ettt ae et eeaeeeeeeeeeaeeeeeeeenneeeens
(O oL = = = = i

BN wi= T A =
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits:

Non—interest Dearing ..ttt it ettt et e e ettt ee ettt ae e e
Interest Deardng ittt ittt i et it e e e e e e e e e e e et e et e e
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J R wi= B A @ 1Y oY X I i

Federal funds purchased and securities
sold under agreements L0 FePULCRASE . it ittt it ittt ittt ettt ettt e taeeeeeeeeeaeeeeeeeenaeeeens
[ o e = ¥ o i 0

[ w0 o B O s
Shareholders' equity:
Common stock
$5 par, authorized shares, issued and outstanding 40,000 in 2002 and 2001 .............
1S ey o 0 8 =
Retained Earning s & ottt it e e e et et e e e e e e e e ettt

Accumulated other compPrehensSive 1NCOmME ... ittt ittt et ettt et ae et eeneeeeeeeenaeaeens

Total shareholders ' EgUILy ittt ittt ittt ettt ettt ettt eee e eaeeeeeeeeeaaens

Total liabilities and shareholders' eqUILY ...ttt ittt ittt ettt ettt eeeeeeeeeeaaens

21

RIDGEWAY BANCSHARES, INC.
Condensed Consolidated Statements of Income

(Unaudited)
Six Months Ended
June 30,
2002 2001
Interest income:
Loans, 1ncluding fees ...ttt ittt ittt ittt $ 1,636 $ 1,87
Debt SeCUrities: ittt ittt ettt e e e e e et e 625 65
Federal funds sold and secuUrites ........iiiiitnnenneneennn 70 14
purchased under agreements to resell
Time deposits with other banks ...... ..., 4
o ol 2,335 2,68
Interest expense:
DepPOSIit ACCOUNE S vttt ittt ettt e e e et et et e e et 647 1,11
Federal funds purchased and securities sold .................. 14 5
under agreement to repurchase
i 661 1,16
Net dnterest 1nCome . ...ttt ittt e ittt et eee e eaeeaens 1,674 1,51
Provision for 1o0an 1OSSeS v ittt ittt ettt eeeeeeeeenneeeeeeeanns 72 3
Net interest income after provision for loan losses............. 1,602 1,47

Other operating income:
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Service charges on deposit accounts .......c.c.ooiiiiitinnnnnen.. 291
L o 67
e - 358

Other operating expenses:

Salaries and employee benefits ... ...ttt 635
Net occupancy and equipment eXPensSe . ... itetneeeeeeennnenns 96
Amortization of intangible assets . ...ttt 21

L o 603

B = 1,355

Income before InCOmMEe LaXEeS i i it ittt ittt et eeeeeeeeeeennaeens 605
INCOME TAX EXPEIISE v et v et vt aaee e e e e eaneeeesseeaeeeeeeeenaeeens 195
JN O A o Yoo L S 410

Earnings per share
Weighted average common shares outstanding .................. 40,000
Net INCOmME . ittt ittt e ettt et e e et et e e e $ 10.25

RIDGEWAY BANCSHARES, INC
Condensed Consolidated Statements of Cash Flows
(Unaudiated)

(Dollars in thousands)

Cash flows from operating activities:

J LS A I8 o @) 111

Adjustments to reconcile net income to net cash (used) provided by
operating activities:

Depreciation and amortization ...ttt ittt it ettt e e et e ettt et
Provision fOr 10an LOSSE S vttt ittt ittt ittt e e et eeeeeeeeeeeeeeeeeeeeaeeeeeeeenneeeeeneenns
Premium amortization 1ess aCCretion .. ittt ittt ettt ettt ettt ae et
Changes in operating assets and liabilities: ...ttt ittt ittt ettt eeaeeeeeeeanns
Increase (decrease) 1n other 11abilities v ittt ittt e et et et et ettt eeeeaennn

Net cash (used) provided by operating activities . ... ..ttt ittt eenneeeenns

Cash flows from investing activities:

Proceeds from maturities of securities available—for—-sale ........iiiiiiiiitennenneneennn
Purchases of securities available—for—Sale .. ... iii ittt iit ettt eeeeeeeeeeeeneeeeeneanns
Proceeds from maturities of securities held-to-maturity ...... ...ttt eeennn
Purchases of securities held-to—maturity ...ttt i ittt et ettt e eaeeeeeeeanns
Net increase 1n 10ans L0 CUSLOMET S ..t ittt ittt ittt et e tte et eeeeeeeeeeeeeeaeeeeeanns
Net increase in time deposits with other banks ... ...t ittt et ieeeeennn
Purchases of premises and eqUipPmMent . ... ittt ittt ittt ettt ettt eaeeeeeeeeeaeeeeeeeanns
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Net cash (used) provided by investing activities ... ...ttt tteeeeeeeeanns

Cash flows from financing activities:
Net increase (decrease) in demand and time depoSits ...ttt ittt ittt et eeeeeeeeeanns
Net increase (decrease) in federal funds purchased and securities sold ...................
under repurchase agreements
Cash dividends Paid ...ttt ittt e e et ettt e et ettt eee ettt aeeeee e

Net cash provided by financing activities ...ttt ittt ettt ettt eeeeeeeaaeens

Net increase in cash and cash equivalent s .. ...ttt ittt ittt ettt ettt eaeeeeeeeeennenns

Cash and cash equivalents, beginning of period ... ... .ttt ittt eeneeeeeeeanns

Cash and cash equivalents, end Of PEriod ...ttt ittt ittt ittt ettt ettt eeaeeeeeeeeanns

(b) Pro forma financial information.
The following pro forma financial information is included with this filing.

PRO FORMA COMBINED CONDENSED FINANCIAL STATEMENTS
(Unaudited)

The following wunaudited pro forma combined condensed balance sheet
as of June 30, 2002 and wunaudited pro forma combined statements of income for
the six months ended June 30, 2002 and the year ended December 31, 2001 combine
the historical financial statements of Community Bankshares and Ridgeway
Bancshares. The pro forma combined condensed statements give effect to the
merger of Ridgeway Bancshares into Community Bankshares as if the merger
occurred on June 30, 2002 with respect to the balance sheet and on January 1,
2002 or January 1, 2001, respectively, with respect to the statements of income
for the six months ended June 30, 2002 and the year ended December 31, 2001,
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 June 30, 2002 assets and liabilities

has Dbeen estimated by management of Community Bankshares using market
information on July 30, 2002. Accordingly, these adjustments are only
approximations.

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 income are not

29



Edgar Filing: COMMUNITY BANKSHARES INC /SC/ - Form 8-K/A

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
June 30, 2002
(Dollars in thousands)

Community Ridgeway
Bankshares Bancshares
ASSETS
Cash and federal funNdS . ...ttt ittt tteieeeennnnn $ 23,482 $ 9,774
TNVESEMENE S & ittt i it ettt e ettt et ettt ettt 40,950 24,051
Loans, net of allowanCe ...ttt tieteeeeneeneennns 251,993 43,442
Premises and equipment . .......c..iiiitiittnteeeennn 5,461 710
GOOAWL Ll ottt e e e e e e e e e e e e e e e et 921
Core deposit intangible . ... ...ttt eeennn
Other aSSeL S i ittt ittt ittt et ettt et ettt ie e 3,076 1,271
TOLAl ASSEES ittt ittt ettt ettt et $325,883 $ 79,248
LIABILITIES AND EQUITY
JD1 Y o X = $260,808 S 66,534
Short-term borrowings . ......i i nn et teeneneenns 13,2406 3,600
Long-term DOrrowWingsS ... vv ittt ii e et eeneeneeneenns 20,280 -
Other liabilities ...t iiin i ittt ettt eeeannaes 2,081 3,749
Shareholder equUIitY .. iiii ittt ettt 29,468 5,365
Total liabilities and equity .........cco..... $325,883 $ 79,248

(1) To record payment of $4 million to Ridgeway shareholders and $150,000 in
estimated direct costs associated with purchase.

) To record estimated market value adjustment.

) To record goodwill resulting from purchase.

)  To record estimated core deposit intangible.

) To record issuance of $12.52 million in Community Bankshares common stock
and elimination of $5.365 million in Ridgeway Bancshares equity.

UNAUDITED PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
Six Months Ended June 30, 2002
(Dollars in thousands)
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Community

Bankshares
Interest INCOME .. ittt ittt ittt ettt eeeeeeeeenns S 9,764
Interest EeXPENSE & .ttt ittt ettt ee e eeaeeeeeeeens (3,870)
Net interest income ...........0 0. 5,894
Provision for loan loOSSES ...t iiiinneneennnnenns (358)
Other 1ncome . ...ttt ittt it et ettt et e 3,437
Other EXPEeNSES v ittt ittt ittt et et e et eeeeeeens (5,323)
Income before taxes ......iiiiiiiineennnnns 3,650
TNCOME LaAXES vttt ittt ettt ettt et ettt eeeeenenen (1,314)
Net 1NCOME ittt ittt et ettt ettt e e eeeann $ 2,336

Ridgeway
Bancshares

(1) To record opportunity cost of $4,000,000 in cash disbursed at an assumed

federal funds rate of 1.5%.
(2) To record estimated income from introduction of new products.
(3) To record estimated reduction 1in operating expenses subsequent to

consummation of the merger and amortization of core deposit intangible.
(4) To record estimated tax effect of projected income increase.

UNAUDITED PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
Year Ended December 31, 2001
(Dollars in thousands)
Community Ridgeway
Bankshares Bancshares

Interest INCOME .. ittt it ittt e e et eteeeeeennns $ 21,201 $ 5,229
Interest EeXPENSE & .ttt ittt ittt i et eeaeeeeeeeens (10,261) (2,113)

Net interest income .........cc.iiiiiiiennnnn 10,940 3,116
Provision for loan lOSSES ...t iiiinneeeennnnenns (650) (80)
Other 1ncCome . ...ttt ittt et e et ettt ettt 3,584 743
Other EXPEeNSES v ittt ittt ittt et et e et eeeeeeens (7,810) (2,279)

Income before taxes ......iiiiiiniineennnnns 6,064 1,500
TNCOME LaAXES vttt ittt ettt ettt ettt eeeeeeenanan (2,156) (413)

Net 1NCOME ittt ittt e ettt ettt eee e eeaann $ 3,908 $ 1,087

(1) To record opportunity cost of $4,000,000 in cash disbursed at an assumed
federal funds rate of 1.5%.
(2) To record estimated income from introduction of new products.
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(3) To record estimated reduction 1in operating expenses subsequent to
consummation of the merger and amortization of core deposit intangible.
(4) To record estimated tax effect of projected income increase.

(c) Exhibits:

Exhibit No.
from Item

601 of Reg. S-K Description
2 Agreement and Plan of Merger between Community
Bankshares, Inc. and Ridgeway Bancshares, Inc.

(incorporated by reference to Exhibit 2 to Registration
Statement on Form S-4, File No. 333-81900)

23 Consent of Tourville, Simpson & Caskey, L.L.P.

21

SIGNATURES

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

COMMUNITY BANKSHARES, INC.

(Registrant)

William W. Traynham
Date: September 16, 2002 By

William W. Traynham
President
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Exhibit No.
from Item
601 of Reg. S-K

23

EXHIBIT INDEX

Description
Agreement and Plan of Merger between Community
Bankshares, Inc. and Ridgeway Bancshares, Inc.

(incorporated by reference to Exhibit 2 to Registration
Statement on Form S-4, File No. 333-81900)

Consent of Tourville, Simpson & Caskey, L.L.P.
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