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Regional Bankshares, Inc.

2002 annual report
To Our Shareholders:

I am pleased to report on the progress of Regional Bankshares and Hartsville Community Bank.
A tremendous effort was put forth by the employees of Hartsville Community Bank, and that is
evidenced by the operating results.

In an economic sense, we are living in a time of uncertainty. There are signs of an economic
slowdown, yet a nagging fear from many sectors that inflation and higher rates are waiting. Prime
Rate began the year at 4.75% and remained there until November when it dropped to 4.25%. This
drop caught many by surprise. Mortgage rates remained low with thirty-year fixed rates below
6.00%. Interest rates remained low due to funds flowing out of the stock market and continued
weakness in the overall economy. The economists predicted higher rates all year, yet they never
arrived. We remain cautiously optimistic.

Fortunately, our local economy fared better than many areas of our country and state. Consumer
loan demand was weaker, even though the demand for new housing was strong. We successfully
continued to seek cut and originate quality commercial loans. This has occurred in the midst of a
very competitive banking environment. There is intense pressure on loan and deposit rates. Yet
we continue to stress high credit quality. Our success in this area is reflected in our continued low
past due and charge-off ratios.

Some financial highlights of 2002 are as follows:
¢ we changed our loss of $§155,000 to a profit of $126.800.
¢ loans outstanding grew from $26,874,000 to $35,233,000, an increase of 31%.
¢ deposits grew from $27,742,000 to $39,379,000, an increase of 42%.
¢total assets grew from $34,218,000 to $44,226,000, an increase of 29%.
¢ shareholders’ equity increased by $131,595 t0 $4,583,834.

Yet, as we grow we believe our loyal customers should not have to choose between service and
services. Therefore, we were excited when Howard Frye and Jim Stock joined our team during
the past year. Both are respected banking professionals and bring a reputation for unsurpassed
customer service. We are also pleased to announce the introduction of our Internet banking
services during the second quarter of 2003. The service will also include bill pay capability and
commercial cash management. It will allow our customers to decide when and how they access
their financial assets and financial information.

Any success we enjoy is attributable to the dedication and efforts of cur employees. Their daily
actions show that they are truly customer driven. With the continued support of you, our
shareholders, we look forward to great things in 2003.

Hartsville Commumty Bank

m%éw/

Curtis A. Tyner, Sr.
President & CEQ, Regional Bankshares, Inc. and

Heartsville Community Bank




REGIONAL BANKSHARES, INC.

Selected Financial Data

The following selected financial data for the years ended December 31, 2002, 2001, 2000 and 1999 are derived from the
financial statements and other data of the Company. The selected financial data should be read in conjunction with the

financial statements of the Company, including the accompanying notes, included elsewhere herein.

2002 2001 2000 1999
(Dollars in thousands, except per share)
Income Statement Data:
Interest income 2,440 $ 1,998 h 1,290 319
Interest expense 7838 853 541 100
Net interest income 1,652 1,145 749 219
Provision for loan losses 130 130 119 62
Net interest income after provision
for loan losses 1,522 1,015 630 157
Noninterest income 350 235 108 39
Noninterest expense 1,672 1,494 1,302 1,117
Income (loss) before income taxes 200 (244) (564) 921)
Income tax expense (benefit) 74 (89) (209) (313)
Net income (loss) 126 § (153) § (355) {608)
Balance Sheet Data:
Assets 44226 $ 34,218 $ 23,304 11,326
Earnings assets 40,935 30,211 20,353 9,517
Securities (1) 2,651 354 347 342
Loans (2) 35,233 26,874 15,157 5,536
Allowance for loan losses 369 268 159 55
Deposits 39,379 27,742 18,464 6,343
Shareholders’ equity 4,584 4,452 4,571 4,925
Per Share Data:
Earnings (losses) per share 0.22 $ (0.28) $ 0.63) § (1.08)
Book value (period end) 8.13 7.90 8.16 8.79
Tangible book value (period end) 8.13 7.90 8.16 8.79
Selected Ratios:
Return on average assets 0.32% (0.55)% 2.14)% (11.53)%
Return on average equity 2.81 (3.44) (7.51) (21.68)
Net interest margin (3) 4.63 4.68 5.03 5.37
Efficiency (4) 83.52 108.29 152.01 433.48
Equity to assets 10.36 13.01 19.61 43.48
Capital and Liquidity Ratios:
Average equity to average assets 11.31% 16.07% 28.45% 53.22%
Leverage (4.00% required minimum) 10.50 13.53 21.70 47.02
Tier 1 risk-based capital ratio 12.50 15.35 26.83 74.24
Total risk-based capital ratio 13.51 16.27 27.77 75.06
Average loans to average deposits 89.59 93.31 85.65 72.81

1. All securities are available-for-sale and are stated at fair value. Nonmarketable equity securities are excluded.

2. Loans are stated at gross amounts before aliowance for loan losses.

3. Net interest income divided by average earning assets.

4. Noninterest expense divided by the sum of net interest income and nonintaest income, net of gains and losses on sales of assets.



REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

This Annual Report may contain forward-looking statements relating to such matters as anticipated financial
performance, business prospects, technological developments, new products and similar matters. The Private Securities
Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements. In order to comply with terms of
the safe harbor, Regional Bankshares, Inc. notes that a variety of factors could cause the Company’s actual results and
experience to differ materially from the anticipated results or other expectations expressed in the Company’s forward-
looking statements. The risks and uncertainties that may affect the operations, performances, development and results of
the Company’s business include, but are not limited to, the following: risks from changes in economic and industry
conditions; changes in interest rates; risks inherent in making loans including repayment risks and value of collateral,
dependence on senior management; and recently-enacted or proposed legislation. Statements contained in this Annual
Report regarding the demand for Hartsville Community Bank’s products and services, changing economic conditions,
interest rates, consumer spending and numerous other factors may be forward-looking statements and are subject to
uncertainties and risks.

Basis of Presentation

The following discussion should be read in conjunction with the preceding “Selected Financial Data” and the Company’s
Financial Statements and the Notes thereto and the other financial data included elsewhere in this Annual Report. The
financial information provided below has been rounded in order to simplify its presentation. However, the ratios and
percentages provided below are calculated using the detailed financial information contained in the Financial Statements,
the Notes thereto and the other financial data included elsewhere in this Annual Report.

General

On June 15, 1999, Hartsville Community Bank (the “Bank”) completed its organization and began operations in
temporary facilities in Hartsville, South Carolina. On January 1, 2001, the Bank became a wholly-owned subsidiary of
Regional Bankshares, Inc. (the Company), when the Company acquired 100% of the outstanding common stock of the
Bank. The Company was formed to serve as a holding company for the Bank. On January 10, 2001, the Bank converted
from a nationally-chartered bank to a state-chartered bank. Management believes that a state-chartered bank will more
accurately reflect the operating philosophy of management and the Board of Directors.

On May 10, 2001, the Company moved its operations to its newly constructed headquarters at 206 South Fifth Street in
Hartsville, South Carolina. The 8,250 square foot facility allowed the Company to consolidate its main bank branch and
operations center into one facility. The cost of the building was approximately $1,328,844. Additional furniture and
equipment purchased for the building totaled approximately $244,058.

The Bank opened for business on June 15, 1999. The principal business activity of the Bank is to provide banking
services to domestic markets, principally in Darlington County, South Carolina. The deposits of the Bank are insured up
to legal limits by the Federal Deposit Insurance Corporation. In addition to providing traditional banking services, the
Bank has a mortgage loan division. The mortgage loan division originates loans tc purchase existing or construct new
homes and to refinance existing mortgages. During 2001, the Bank hired an investment broker to offer investment and
brokerage services to the Company’s customers through Raymond James Financial Services, Inc., a registered broker-
dealer firm.




REGIONAL BANKSHARES, INC,

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Results of Operations
Year ended December 31, 2002, compared with year ended December 31, 2001

Net interest income increased $507,303, or 44.32%, t0 $1,651,879 in 2002 from $1,144,576 in 2001. The increase in net
interest income was due primarily to an increase in average earning assets. Average earning assets increased
$10,875,000, or 44.42%, due to continued growth in the loan portfolio. The primary components of interest income were
interest on loans, including fees, of $2,332,757 and interest on federal funds sold of $59,649.

The Company’s net interest spread and net interest margin were 4.30% and 4.63%, respectively, in 2002 compared to
3.98% and 4.68%, respectively, in 2001. The increase in net interest spread was primarily the result of management’s
efforts to increase loans, which generally have relatively high interest rates, as a percentage of total earning assets and to
control interest rates during a declining interest rate environment. Yields on all earning assets declined in 2002. Yields
on earning assets decreased from 8.16% in 2001 to 6.84% in 2002. Yields on interest-bearing liabilities decreased from
4.18% in 2001 to 2.54% in 2002.

The provision for loan losses was $130,000 in 2002 compared to $129,841 in 2001. The Company continues to maintain
the allowance for loan losses at a level management believes to be sufficient to cover known and inherent losses in the
loan portfolio.

Noninterest income increased $115,006, or 48.89%, to $350,251 in 2002 from $235,245 in 2001. The increase is
primarily attributable to increased service charges on deposit accounts. Service charges increased $49,499, or 37.76%, to
$180,587 for the year ended December 31,2002. The increase in service charges on deposit accounts was attributable to
an overall increase in the number of deposit accounts over the two years. Brokerage commissions also increased by
$42,611 or 308.93% to $56,404 for the year ended December 31, 2002, when compared to0 2001. Residential mortgage
origination fees decreased $1,678, or 2.85%, to $57,152 for the year ended December 31, 2002. This decrease was due
to a change in personnel during the year of mortgage origination processors.

Noninterest expense increased $177,926, or 11.91%, to $1,672,146 in 2002 from $1,494,220 in 2001. Noninterest
expenses increased in all categories as a result of our continued growth. Other operating expenses increased $6,644 to
$575,223 for the year ended December 31,2002, Salaries and benefits increased $120,463, or 16.15%, to $866,307 in
2002 from $745,844 in 2001. This increase is attributable to normal pay increases and the hiring of additional staff to
meet needs associated with our growth. The Company’s efficiency ratio was 83.52% in 2002 compared to 108.29% in
2001. The decrease is attributable to the increase in net interest income and noninterest income. The efficiency ratio is
defined as noninterest expense divided by the sum of net interest income and noninterest income, net of gains and losses
on sales of assets.

The net income was $125,968 in 2002 compared to a net loss of $154,830 in 2001. The net income reflects our
continued growth, as average-earning assets increased from $24,481,000 for the year ended December 31, 2001 to
$35,660,000 for the year ended December 31, 2002. Return on average assets during 2002 was 0.32% compared to
(0.55)% during 2001, and return on average equity was 2.81% during 2002 compared to (3.44)% during 2001.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Results of Operations (continued)

Year ended December 31, 2001, compared with year ended December 31, 2000

Net interest income increased $395,513, or 52.80%, to $1,144,576 in 2001 from $749,063 in 2000. The increase in net
interest income was due primarily to an increase in average earning assets. Average earning assets increased $9,599,000,
or 64.50%, due to continued growth in the loan portfolio. The primary components of interest mcome were interest on
loans, including fees, of $1,834,066 and interest on federal funds sold of $133,228.

The Company’s net interest spread and net interest margin were 3.98% and 4.68%, respectively, in 2001 compared to
3.36% and 5.03%, respectively, in 2000. The increase in net interest spread was primarily the result of management’s
efforts to increase loans, which generally have relatively high interest rates, as a percentage of total earning assets and to
control interest rates during a declining interest rate environment. Yields on all earning assets, other than nonmarketable
equity securities, declined in 2001. Yields on earning assets decreased from 8.67% in 2000 to 8.16% in 2001. Yields on
interest-bearing liabilities decreased from 5.31% in 2000 to 4.18% in 2001.

The provision for loan losses was $129,841 in 2001 compared to $118,884 in 2000. The Company continues to maintain
the allowance for loan losses at a level management believes to be sufficient to cover known and inherent losses in the
loan portfolio.

Noninterest income increased $127,422, or 118.18%, to $235,245 in 2001 from $107,823 in 2000. The increase was
primarily attributable to increased service charges on deposit accounts. Service charges increased $84,240, or 179.82%,
to $131,088 for the year ended December 31, 2001. The increase in service charges on deposit accounts was attributable
to an overall increase in the number of deposit accounts over the two years. Residential mortgage origination fees
increased $29,315, or 99.32%, to $58,830 for the year ended December 31, 2001. The decline in interest rates during
2001 resulted in more home mortgage refinancings.

Noninterest expense increased $191,697, or 14.72%, to $1,494,220 in 2001 from $1,302,523 in 2000. Noninterest
expenses increased in all categories as a result of our continued growth. Other operating expenses increased $76,889 to
$568,579 for the year ended December 31,2001, The Company incuired $26,365 in legal expenses in 2001 associated
with the formation of the holding company. Salaries and benefits increased $84,920, or 12.85%, to $745,844 in 2001
from $660,924 in 2000. This increase is attributable to normal pay increases and the hiring of additional staff to meet
needs associated with our growth. The Company’s efficiency ratio was 108.29% in 2001 compared to 152.01% in 2000.
The decrease is attributable to the increase in net interest income and noninterest income.

The net loss was $154,830 in 2001 compared to a net loss of $355,367 in 2000. The decrease in net loss reflects our
continued growth, as average-earning assets increased from $14,882,000 for the year ended December 31, 2000 to
$24,481,000 for the year ended December 31, 2001. Return on average assets during 2001 was (0.55)% compared to
(2.14)% during 2000, and return on average equity was (3.44)% during 2001 compared to (7.51)% during 2000.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Net Interest Income

General. The largest component of the Company’s net income is its net interest income, which is the difference between
the income earned on assets and interest paid on deposits and boirrowings used to support such assets. Net interest
income is determined by the yields earned on the Company’s 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. Total
interest earning assets yield less total interest bearing liabilities rate represents the Company’s net interest rate spread.

Average Balances, Income and Expenses, and Rates. The following table sets forth, for the years indicated, certain
information related to the Company’s average balance sheet and its average yields on assets and average costs of
liabilities. Such yields 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.

Average Balances, Income and Expenses, and Rates

2002 2001
Average income/  Yield/ Average [Income/  Yield/
(Dollars in thousands) Balamce Expense Rate Balance _Expense Rate
Assets: -
Earning Assets:
Loans (1) $ 30,787 § 2,333 7.58% $ 21,060 § 1,834 8.71%
Securities, taxable (2) 1,030 41 3.98 353 22 6.23
Nonmarketable securities 138 6 4.35 104 9 8.65
Federal funds sold 3,705 60 1.62 2.964 133 4.49
Total earning assets 35,660 2,440 6.84 24,481 1,998 8.16
Cash and due from banks 1,371 1,151
Premises and equipment 2,100 1,868
Other assets 785 728
Allowance for loan losses (315) (209)
Total assets $  39.601 § 28019
Liabilities:
Interest-bearing liabilities:
Interest-bearing transaction
accounts $ 3,782 19 0.50% $ 3,010 34 1.13%
Savings deposits 7,652 135 1.76 5,169 162 3.13
Time deposits 19,109 621 3.25 11,597 640 5.52
Other short-term borrowings 503 13 2.58 626 17 2,72
Total interest-bearing
liabilities 31,046 788 2.54 20.402 853 4.18
Demand deposits 3,818 2,793
Accrued interest and other liabilities 257 321
Shareholders’ equity 4.480 4.503
Total liabilities and
Shareholders’ equity $ 39601 $ 28019
Net interest spread 4.30% 3.98%
Net interest income $ 1652 1,14
Net interest margin 4.63% 4.68%

(1) The effect of fees collected on loans is not signifcant to the computations. Nonacwrual loans are not induded in average balances on loans. All loans

and deposits are domestic.

(2) Average investment securities exclude the valuation aliowance on securities available-for-sale.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations
Rate/Veolume Analysis
Analysis of Changes in Net Interest Income. Net interest income can also be analyzed in terms of the impact of changing
rates and changing volume. The following table describes the extent to which changes in interest rates and changes in the
volume of earning assets and interest-bearing liabilities have affected the Company’s interest income and interest expense
during the periods indicated. Information on changes in each category attributable to (i) changes due to volume (change
in volume multiplied by prior period rate), (ii) changes due to rates (changes in rates multiplied by prior period volume)
and (iii) changes in rate/volume (change in rate multiplied by the change in volume) is provided as follows:
2002 compared to 2001
Due to increase (decrease) in
(Dollars in thousands)- Veolume (1) Rate (1) Velume/Rate Total
Interest income:
Loans $ 847 $ (238) $ (110) $ 499
Securities, taxable 41 (8) (15) 18
Nonmarketable securities 6 (4) 4) 2)
Federal funds sold and other 33 (85) (21) (73)
Total interest income 927 (335) (150) 442
Interest expense:
Interest-bearing deposits 502 (353) (210) (61)
Short-term borrowings (3) Y - (4)
Total interest expense 499 (354) (210) (65)
Net interest income $ 428 $ 19 § 60 $ 507
2001 compared to 2000
Due to increase (decrease) in
(Dollars in thousands) Volume (1) Rate (1) Volume/Rate Total
Interest income:
Loans $ 1,085 $ (116) $ (127) § 842
Securities, taxable 1 (n - -
Nonmarketable securities 3) 6 3) -
Federal funds sold and other (83) (74) 23 (134)
Total interest income 1,000 (185) (107) 708
Interest expense:
Interest-bearing deposits 509 (110) (104) 295
Short-term borrowings - - 17 17
Total interest expense 509 (110) (87) 312
Net interest income $ 491 § (75) 3 (20) $ 396

(1) Volume-rate changes have been allocated to each category based on a consistent basis between rate and volume.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Cendition
and Results of Operations

Net Interest Income

Interest Sensitivity. The Company monitors and manages the pricing and maturity of its assets and liabilities 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 the Company is the measurement of the Company’s interest sensitivity “gap,” which is
the positive or negative dollar difference between assets and liabilities that are subject to interest rate repricing within a
given period of time. Interest rate sensitivity can be 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.

The following table sets forth the Bank’s interest rate sensitivity at December 31, 2002.

Interest Sensitivity Analysis

After one After Three Greater
Through  Through Than One
December 31, 2002 Within One Three Twelve Within one Year or Non-
(Dollars in thousands) Month Months Months Year _ _ Semsitive _Total
Assets
Interest-earning assets
Loans $ 10,070 $ 2,011 $ 2,348 $ 14429 $ 20,804 $35,233
Securities, taxable - - - - 2,513 2,513
Nonmarketable securities - - - - 138 138
Federal funds sold 3.051 - - 3,051 - 3,051
Total earning assets 13,121 2,011 2.348 17,480 23455 40,935
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Demand deposits 4,567 - - 4,567 - 4,567
Savings deposits 8,078 - - 8,078 - 8,078
Time deposits 35 8,762 10,210 19,007 2,940 _21,947
Total interest-bearing
liabilities 12,680 8.762 10.210 31.652 2,940 _34,592
Period gap 3 441 § (6,751) $§_ (7,.862) $ (14,172) § 20,515
Cumulative gap $ 441 § (6,310) $ (14,172) § (14,172) § 6,343

Ratio of cumulative gap to total ‘
earning assets 1.08% (15.41)% (34.62)% (34.62)% 15.50%

The above table reflects the balances of interest-earning assets and interest-bearing liabilities 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. Debt securities are reflected at each instrument’s ultimate 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 until 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 the Company the opportunity to vary the rates paid on those deposits within a thirty-
day or shorter period. However, the Company is not obligated to vary the rates paid on these deposits within any given
period. Fixed rate time deposits, principally certificates of deposit, are reflected at their contractual maturity dates.



REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Net Interest Income (continued)

The Company 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. The Company is
cumulatively liability-sensitive for all periods within one year. However, the Company’s gap analysis is not a precise
indicator of its interest sensitivity position. The analysis 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 the Company’s 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 in the volume and mix of earning assets and interest-
bearing liabilities.

Provision and Allowance for Loan Losses

General. The Company 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 basis, the Company’s Board of Directors
reviews and approves the appropriate level for the Company’s allowance for loan losses based upon management’s
recommendations, the results of the internal monitoring and reporting system, and an analysis of economic conditions in
its market. The experience of management with other financial institutions and the experience of other financial
institutions in the area has been to fund the allowance for loan losses at approximately 1% of total loans outstanding until
a history is established for the Company.

Additions to the allowance for loan losses, which are expensed as the provision for loan losses on the Company’s
statement of income, are made periodically to maintain the allowance at an appropriate level based on management’s
analysis of the inherent losses in the loan portfolio. Loan losses and recoveries are charged or credited directly to the
allowance. The amount of the provision is 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.

The Company’s allowance for loan losses is based upon judgments and assumptions of risk elements in the portfolio,
future economic conditions, and other factors affecting borrowers. The process of setting the allowance includes
identification and analysis of inherent losses in various portfolio segments utilizing a credit risk grading process and
specific reviews and evaluations of significant problem credits. In addition, management monitors the overali portfolio
quality through observable trends in delinquency, chargeoffs, and general and economic conditions in the service area.
The adequacy of the allowance for loan losses and the effectiveness of the Company’s monitoring and analysis system are
also reviewed periodically by the banking regulators and the Company’s independent auditors.

Based on present information and an ongoing evaluation, management considers the allowance for loan losses to be
adequate to meet presently known and inherent losses in the loan portfolio. 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 or may not be accurate. Thus, there can be no assurance that chargeoffs in future periods will not exceed the
allowance for loan losses or that additional increases in the allowance for loan losses will not be required. The Company
does not allocate the allowance for loan losses to specific categories of loans but evaluates the adequacy on an overall
portfolio basis utilizing a risk grading system. Although real estate mortgage loans comprise the largest category of total
loans, the relative risk associated with these loans is considered lower than the risk associated with traditional commercial
and consumer loans. Commercial and consumer loans are usually secured by collateral other than real estate and
therefore carry a higher degree of risk.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Provision and Allowance for Loan Losses (continued)

The following table sets forth certain information with respect to the Company’s allowance for loan losses and the
composition of chargeoffs and recoveries for the years ended December 31, 2002, 2001 and 2000.

Allowance for Loan Losses
(Dollars in thousands) 2002 2001 2000

Total loans outstanding at end of year $ 35233 $ 26,874 $ 15,157
Average loans outstanding $ 30,787 $ 21,060 3 10,052
Balance of allowance for loan losses at beginning of year $ 268 $ 159 $ 55
Loans charged off:
Real estate — construction - - -
Real estate — mortgage - - -
Commercial and industrial - 4 -
Consumer and other 33 19 21
Total loan losses 33 23 21
Recoveries of previous loan losses:
Real estate — construction - - -
Real estate — mortgage - - -
Commercial and industrial - - -
Consumer and other 4 2 6
Total recoveries 4 2 6
Net charge-offs 29 21 15
Provision for loan losses 130 130 119
Balance of allowance for loan losses at end of year 369 268 159
Allowance for loan losses to year end loans 1.05% 1.00% 1.05%
Ratio of charge-offs to average loans 0.11% 0.10% 0.15%

Nonperforming Assets

Nonperforming Assets. There were loans totaling $27,229 in nonaccrual status at December 31, 2002. There were loans
with principal balances of $9,314 in nonaccrual status at December 31, 2001. There were no loans past due ninety days
or more and still accruing interest at December 31, 2002 or 2001, There were no restructured loans at December 31,
2002 or 2001.

Accrual of interest is discontinued on a loan when management believes, after considering economic and business
conditions and collection efforts that the borrower’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 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 chargeoff 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 the Company’s nonaccrual loans had been current in accordance with their original terms and
the amount of interest income on such loans that was included in net income, is immaterial.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Nonperforming Assets (continued)

Potential Problem Loans. Management has identified and maintains a list of potential problem loans. These are loans
that are not included in impaired loans (nonaccrual or past due 90 days or more and still accruing). A loan is added to the
potential problem loan list when management becomes aware of information about possible credit problems of borrowers
that causes doubts about their ability to comply with the current loan repayment terms. At December 31, 2002, the
Company had identified $690 in criticized loans and $24,123 in classified loans through its internal review mechanisms,
At December 31,2001, the Company had identified $13,817 in criticized loans and $8,695 in classified loans through its
internal review mechanisms, This amount does not represent management’s estimate of potential losses since a portion of
such loans is secured by various types of collateral. The results of this internal review process are considered in
determining management’s assessment of the adequacy of the allowance for loan losses.

Noninterest Income and Expense

Noninterest Income. Noninterest income for the year ended December 31, 2002 was $350,251, an increase of $115,006
from $235,245 for the year ended December 31, 2001. The increase is primarily due to an increase in income from
service charges on deposit accounts which totaled $180,587 in 2002 as compared to $131,083 in 2001. In addition,
income from our brokerage services increased from $13,793 for the year ended December 31, 2001 to $56,404 for the
year ended December 31, 2002.

Noninterest income for the year ended December 31,2001 was $235,245, an increase of $127,422 from $107,823 for the
year ended December 31, 2000. The increase was primarily a result of an increase in service charges on deposit accounts
from $46,848 for the year ended December 31, 2000 to $131,088 for the year ended December 31, 2001. Residential
mortgage origination fees increased $29,315 or 99.32% from $29,515 in 2000 to $58,830 for the year ended December
31, 2001.

The following table sets forth the principal components of noninterest income for the years ended December 31, 2002,
2001 and 2000.

(Dollars in thousands) 2002 2001 2000
Service charges on deposit accounts $ 180 $ 131 5 47
Credit life insurance commissions 7 9 14
Residential mortgage origination fees 57 59 30
Brokerage commissions 57 14 -
Other income 49 22 17
Total noninterest income $ 350 $ 235 s 108

Noninterest Expense. Noninterest expense increased $177,926 or 11.91%to $1,672,146 for the year ended December 31,
2002. Of'this total, other operating expenses increased $6,644, or 1.17% to $575,223 in 2002 from $568,579 in 2001.
Salaries and employee benefits increased $120,463, or 16.15%, in 2002 from $745,844 in 2001. This increase is
attributable to normal pay increases and the hiring of additional staff to meet needs associated with our growth.
Occupancy expense, including depreciation charges, increased $36,711, or 51.09% to $108,566 for the year ended
December 31,2002, Furniture and equipment expense increased from $107,942 in 2001 to $122,050 for the year ended
December 31, 2002.

Noninterest expense increased $191,697 or 14.72% to $1,494,220 for the year ended December 31, 2001. Of'this total,
other operating expenses increased $76,889, or 15.64% to $568,579 in 2001 from $491,690 in 2000, The Company
incurred $26,365 of legal expenses in 2001 associated with the formation of the holding company. Salaries and
employee benefits increased $84,920, or 12.85%, in 2001 from $660,924 in 2000. This increase was attributable to
normal pay increases and the hiring of additional staff to meet needs associated with our growth. Occupancy expense and
furniture and equipment expense increased in 2001 as a result of the new corporate headquarters. Occupancy expense,
including depreciation charges, increased $11,791, or 19.63% to $71,855 for the year ended December 31, 2001.
Furniture and equipment expense increased from $89,845 in 2000 to $107,942 for the year ended December 31, 2001.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Neninterest Income and Expense (continued)

The following table sets forth the primary components of noninterest expense for the years ended December 31, 2002,
2001 and 2000.

(Dollars in thousands) 2¢02 2001 2000
Salaries and employee benefits $ 866 $ 746 $ 661
Net occupancy and equipment expense 231 180 150
Advertising and public relations 43 36 65
Office supplies, stationery, and printing 43 30 36
Service bureau and related expense 116 99 84
Professional fees and services 77 90 51
Telephone expenses 29 24 19
Other 267 289 237
Total noninterest expense $ 1,672 $ 1,494 $ 1,303
Efficiency ratio 83.52% 108.29% 152.01%

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 liquidity risks which management attempts to
control and counterbalance. Loans averaged $30,787,000 in 2002 compared to $21,060,000 in 2001, an increase of
$9,727,000 or 46.19%. At December 31, 2002, total loans were $35,232,689 compared to $26,873,907 at December 31,
2001.

The following table sets forth the composition of the loan portfolio by category at the dates indicated and highlights the
Company’s general emphasis on all types of lending.

Composition of Loan Portfolic

December 31, 2002 2001
(Dollars in thousands) Percent Percent
Amount of Total Amount of Total
Commercial and industrial $ 3,474 986% $ 3,634 13.52%
Real estate
Construction 4,321 12.26 2,231 8.30
Mortgage-residential 9,154 25.98 8,654 32.20
Mortgage-nonresidential 12,148 34,48 7,356 27.37
Consumer , 6,136 17.42 4,998 18.60
Other - - i 0.01
Total loans 35,233 100.00% 28,874 100.00%
Allowance for loan losses (369) (268)

Net loans 3 34.864 3 26,606

The largest component of the Company’s loan portfolio is real estate mortgage loans. At December 31, 2002, real estate
mortgage loans totaled $21,302,015 and represented 60.46% of the total loan portfolio, compared to $16,010,012 or
59.57% at December 31, 2001.

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
the Company’s market area to obtain a security interest in real estate whenever possible, in 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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Earning Assets (continued)

Residential mortgage loans totaled $9,153,687 at December 31, 2002 and represented 25.98% of the total loan portfolio,
compared to $8,653,796 at December 31, 2001. Residential real estate loans consist of first and second mortgages on
single or multi-family residential dwellings. Nonresidential mortgage loans, which include commercial loans and other
loans secured by multi-family properties and farmland, totaled $12,148,328 at December 31, 2002, compared to
$7,356,216 at December 31, 2001. This represents an increase of $4,792,112 or 65.14% from the December 31, 2001
amount. The demand for residential and commercial real estate loans in the Hartsville market has remained stable. The
Company has been able to compete favorably for residential mortgage loans with other financial institutions by offering
fixed rate products having three and five year call provisions.

The Company’s loan portfolio is also comprised heavily of consumer loans. Consumer and other loans increased
$1,136,901 or 22.74%, to $6,135,606 at December 31, 2002 from $4,998,705 at December 31, 2001.

Commercial and industrial loans decreased $160,245 or 4.41%, to $3,474,108 at December 31, 2002 from $3,634,353 at
December 31, 2001.

The Company’s loan portfolio reflects the diversity of its market. The Company’s home office is located in Hartsville in
Darlington County, South Carolina. The economy of Hartsville contains elements of medium and light manufacturing,
higher education, regional health care, and distribution facilities. Management expects the area to remain stable with
continued growth in the near future. The diversity of the economy creates opportunities for all types of lending. The
Company does not engage in foreign lending.

The repayment of loans in the loan portfolio as they mature is also a source of liquidity for the Company. The following
table sets forth the Company’s loans maturing within specified intervals at December 31, 2002.

Loan Maturity Schedule and Sensitivity to Changes in Interest Rates

Over One Year

December 31, 2002 One Year or Through Over Five
(Dollars in thousands) Less Five Years Years Total
Commercial and industrial $ 853 $ 2,064 $ 557 $ 3,474
Real estate 2,681 16,804 6,138 25,623
Consumer and other 821 4,545 770 6.136
$ 4,355 $ 23,413 S 7,465 $ 35,233
Loans maturing after one year with:
Fixed interest rates $ 7,408
Floating interest rates 23.470
h 30,878

The information presented in the preceding table is based on the contractual maturities of the individual loans, including
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 also a component of the Company’s total earning assets.
Total securities available-for-sale averaged $1,030,000 in 2002, compared to $353,000 in 2001. At December 31, 2002,
total securities available-for-sale were $2,513,281. Other than nonmarketable equity securities, all securities were
designated as available-for-sale and were recorded at their estimated fair value. Investment securities also include certain
nonmarketable equity securities including Federal Home Loan Bank of Atlanta stock and Community Financial Services,
Inc. stock. These securities are recorded at their original cost and totaled $137,553 at December 31, 2002.
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Earning Assets (continued)

The following table sets forth the book value of the securities available-for-sale held by the Company at December 31,
2002 and 2001.

Book Value of Securities

December 31, 2002 2001

(Dollars in thousands)

U.S. government agencies and corporations $ 2.500 h 349
Total securities available-for-sale $ 2,500 $ 349

The following table sets forth the scheduled maturities and weighted average yields of securities available-for-sale held at
December 31, 2002.

Investment Securities Maturity Distribution and Yields

After One But

December 31, 2002 Within Five Years Total

(Dollars in thousands) Amount Yield Amount Yield

U.S. government agencies and corporations  § 2,500 3.44% $ 2,500 3.44%
Total securities available for sale $ 2,500 3.44% $ 2,500 3.44%

Other attributes of the securities portfolio, including yields and maturities, are discussed above in “---Net Interest
Income--- Interest Sensitivity Analysis.”

Short-Term Investments. Short-term investments, which consist primarily of federal funds sold, averaged $3,705,000 in
2002, compared to $2,964,000 in 2001. At December 31, 2002, short-term investments totaled $3,050,991. These funds
are an important source of the Company’s liquidity. Federal funds are generally invested in an earning capacity on an
overnight basis.

Deposits and Other Interest-Bearing Liabilities

Average interest-bearing liabilities increased $10,644,000, or 52.17% to $31,046,000 in 2002, from $20,402,000 in
2001. Average interest-bearing deposits increased $10,767,000, or 54.44%, to $30,543,000 in 2002, from $19,766,000
in2001. These increases resulted from increases in all categories of interest-bearing liabilities, primarily as a result of the
continued growth of the Company.

Deposits. Average total deposits increased $11,792,000, or 52.25%, to $34,361,000 in 2002, from $22,569,000 in 2001.
At December 31, 2002, total deposits were $39,378,724, compared to $27,742,137 a year earlier, an increase 0f41.95%.
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Deposits and Other Interest-Bearing Liabilities (continued)

The following table sets forth the deposits of the Company by category at December 31, 2002 and 2001.

Deposits
December 31, 2002 2001
Percent of Percent of

(Dollars in thousands) Amount Deposits Amount Deposits
Demand deposit accounts $ 4,788 12.16%  § 3,412 12.30%
NOW accounts 4,567 11.60 5,270 19.00
Money market accounts 7,327 18.60 4,758 17.15
Savings accounts 751 1.91 491 1.77
Time deposits less than $100,000 15,048 38.21 8,558 30.85
Time deposits of $100,000 or over 6.898 17.52 5,253 18.93

Total deposits $ 39379 100.00% § 27,742 100.00%

Core deposits, which exclude time deposits of $100,000 or more, provide a relatively stable funding source for the
Company’s loan portfolio and other earning assets. The Company’s core deposits were $30,480,291 at December 31,
2002.

Deposits, and particularly core deposits, have been the Company’s primary source of funding and have enabled the
Company to meet successfully both its short-term and long-term liquidity needs. Management anticipates that such
deposits will continue to be the Company’s primary source of funding in the future. The Company’s loan-to-deposit ratio
was 89.47% at December 31, 2002, and 96.87% at December 31, 2001. The maturity distribution of the Company’s time
deposits over $100,000 at December 31, 2002, is set forth in the following table:

Maturities of Time Deposits of $100,000 or More

After Six
After Three Through
Within Three Through Six Twelve After Twelve
(Dollars in thousands) Months Months Months Months Total
Certificates of deposit
of $100,000 or more $ 3,049 $ 2,148 $ 1,173 $ 528 $ 6,898

Approximately 40.08% of the Company’s time deposits of $100,000 or more had scheduled maturities within three
months, and 66.89% 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.
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Capital

The Federal Reserve Board and bank regulatory agencies require bank holding companies and financial institutions to
maintain capital at adequate levels based on a percentage of assets and off-balance-sheet exposures, adjusted for risk
weights ranging form 0% to 100%. Under the risk-based standard, capital is classified into two tiers. Tier 1 capital of
the Company consists of common shareholders’ equity minus certain intangible assets. Tier 2 capital consists of the
allowance for loan losses subject to certain limitations. A bank holding company’s qualifying capital base for purposes
of its risk-based capital ratio consists of the sum of its Tier 1 and Tier 2 capital. The regulatory minimum requirements
are 4% for Tier 1 and 8% for total risk-based capital. The holding company and banking subsidiary are also required to
maintain capital at a minimum level based on quarterly average assets, which is known as the leverage ratio. Only the
strongest bank holding companies and banks are allowed to maintain capital at the minimum requirement. All others are
subject to maintaining ratios 100 to 200 basis points above the minimum.

Analysis of Capital and Capital Ratios

The Bank The Company
(Dollars in thousands)

Tier 1 capital $ 4,569,910 $ 4,575,467
Tier 2 capital _ 368,656 368,656
Total qualifying capital $ 4938566 $ 4944123
Risk-adjusted total assets (including off-balance-sheet exposures) $ 36,584,579 $ 36,594,812
Risk-based capital ratios:
Tier 1 risk-based capital ratio 12.49% 12.50%
Total risk-based capital ratio 13.50% 13.51%
Tier 1 leverage ratio 10.49% 10.50%

Liquidity Management and Capital Resources

Liquidity management involves monitoring the Company’s sources and uses of funds in order to meet its day-to-day cash
flow requirements while maximizing profits. Liquidity represents the ability of a Company to convert assets into cash or
cash equivalents without significant loss and to raise additional funds by increasing liabilities. Without proper liquidity
management, the Company would not be able to perform the primary function of a financial intermediary and would,
therefore, not be able to meet the needs of the communities it serves.

Liquidity management is made more complex because different balance sheet components are subject to varying degrees
of management control. For example, the timing of maturities of the investment portfolio is 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. Nevertheless, management believes that cash
and cash equivalents in combination with deposit inflows and loan repayments are adequate to meet reasonably
foreseeable demands for deposit withdrawals and the funding of new loans. The Company also has a line of credit
available with Federal Home Loan Bank to borrow up to 10% of the Bank’s total assets as of December 31, 2002, or
$4,422,000. In addition, the Company has unused lines to purchase federal funds from unrelated banks totaling
$2,650,000 at December 31, 2002.
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Off-Balance Sheet Risk

Through its operations, the Bank was made contractual commitments to extend credit in the ordinary course of its
business activities. These commitments are legally binding agreements to lend money to the Bank’s customers at
predetermined interest rates for a specified period of time. At December 31,2002, the Bank had issued commitments to
extend credit of $4,247,159 through various types of commercial lending arrangements. Approximately $3,451,314 of
these commitments to extend credit had variable rates.

The following table sets forth the length of time until maturity for unused commitments to extend credit at December 31,
2002.

After One After Three

Through Through Greater
Within One Three Twelve Within One  Than
(Dollars in thousands) Month Months Months Year One Year _ Total
Unused commitments
to extend credit $ 15 % 22 3% 501 $ 538 $ 3364 $ 4,247

The total amount of loan commitments does not necessarily represent future cash requirements because many of the
commitments are expected to expire without being fully drawn. The Bank evaluates each customer’s credit worthiness on
a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is
based on its credit evaluation of the borrower. Collateral varies but may include accounts receivable, inventory, property,
plant and equipment, commercial and residential real estate.

Impact of Inflation

Unlike most industrial companies, the assets and liabilities of financial institutions such as the Company are primarily
monetary in nature. Therefore, interest rates have a more significant effect on the Company’s performance than do the
effects of changes in the general rate of inflation and changes in prices. In 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 interest sensitive assets and liabilities in order to protect against
wide interest rate fluctuations, including those resulting from inflation.

Accounting and Financial Reporting Issues

We have adopted various accounting policies which govern the application of accounting principles generally accepted in
the United States in the preparation of our financial statements. Our significant accounting policies are described in the
notes to the consolidated financial statements at December 31, 2002 included in this Annual Report to Shareholders and
as filed in our annual report on Form 10-KSB. Certain accounting policies involve significant judgments and
assumptions by us which have a material impact on the carrying value of certain assets and liabilities. We consider these
accounting policies to be critical accounting policies. The judgments and assumptions we use are based on historical
experience and other factors, which we believe to be reasonable under the circumstances. Because of the nature of the
judgments and assumptions we make, actual results could differ from these judgments and estimates which could have a
material impact on our carrying values of assets and liabilities and our results of operations.

We believe the allowance for loan losses is a critical accounting policy that requires the most significant judgments and
estimates used in preparation of our consolidated financial statements. Refer to the portion of this discussion that
addresses our allowance for loan losses for a description of our processes and methodology for determining our
allowance for loan losses.
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Change of Accountants

Legislation and Securities Exchange Commission rules adopted in 2002 have significantly increased, and will continue to
increase, the regulatory burdens on audit firms that audit the financial statements of companies that are subject to the
reporting requirements of the Securities Exchange Act of 1934. Consequently, many smaller audit firms are deciding to limit
their audit practice to companies that are not subject to the 1934 Act. Tourville, Simpson & Caskey, L.L.P., which served as
the Company’s principal independent accountant since the Company’s inception, is one such firm. Accordingly, effective
January 2, 2003 Tourville, Simpson & Caskey resigned as the Company’s principal independent public accountant. Elliott
Davis, LLC was engaged by the Company on January 2, 2003 to audit the Company’s financial statements for the year ended
December 31, 2002, and has also been selected to audit the Company’s financial statements for the year ending December
31,2003.

Tourville, Simpson & Caskey, L.L.P.’s reports on the Company’s financial statements for each of the years ended December
31,2001 and 2000 neither contained an adverse opinion or disclaimer of opinion, nor was modified as to uncertainty, audit
scope, or accounting principles. There were no disagreements with Tourville, Simpson & Caskey, L.L.P. on any matter of
accounting principles or practices, financial statement disclosure, or auditing scope or procedure, which, if not resolved to
Tourville, Simpson & Caskey, L.L.P.’s satisfaction, would have caused it to make reference to the subject matter of the
disagreement in its reports.
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Elllott Davis, LLC

Advisors-CPAs-Consuitants

1901 Main Street, Suite 1650
P.O. Box 2227
Columbia, SC 29202-2227

Phone 803.256.0002
Fax 803.254.4724

INDEPENDENT AUDITORS” REPORT

The Board of Directors
Regional Bankshares, Inc.
Hartsville, South Carolina

We have audited the accompanying consolidated balance sheet of Regional Bankshares, Inc. and its subsidiary as of
December 31, 2002 and the related consolidated statement of income, changes in shareholders’ equity and comprehensive
income, and cash flows for the year then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit. The
consolidated financial statements of Regional Bankshares, Inc. as of December 31, 2001 and for each of the years in the
two year period ended December 31, 2001, were audited by other auditors whose report dated January 31, 2602,
expressed an unqualified opinion on those consolidated statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. 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 financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements present fairly, in all material respects, the financial position of Regional
Bankshares, Inc., as of December 31, 2002, and the results of their operations and cash flows for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

EMKM XxC

Elliott Davis, LLC
Columbia, South Carolina
January 16, 2003

www.elliottdavis.com

Internationally - Moore Stephens Elliott Davis, LLC




REGIONAL BANKSHARES, INC.

Consolidated Balance Sheets

Assets:
Cash and cash equivalents:
Cash and due from banks
Federal funds sold
Total cash and cash equivalents

Investments securities:
Securities available-for-sale
Nonmarketable equity securities
Total investment securities

Loans receivable
Less allowance for loan losses
Loans, net

Premises, furniture and equipment, net
Accrued interest receivable
Other assets

Total assets

Liabilities:
Deposits:
Noninterest-bearing transaction accounts
Interest-bearing transaction accounts
Savings
Time deposits $100,000 and over
Other time deposits
Total deposits -

Advances from Federal Home Loan Bank
Accrued interest payable
Other liabilities

Total liabilities

Commitments and Contingencies (Notes 10 and 17)

Shareholders’ equity: .
Preferred stock, $1.00 par value, 1,000,000 shares authorized,
none issued
Common stock, $1.00 par value, 10,000,000 shares authorized;
563,670 shares issued and outstanding
Capital surplus
Retained deficit
Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

December 31,
2002 2001

$ 808,282 $ 1,350,004

3,050,991 2.845.956
3.859.273 4.195.960
2,513,281 353,672

137,553 137,553
2.650.834 491,225
35,232,689 26,873,907

(368.656) (268.446)
34,864,033 26.605.461
2,039,599 2,124,281

153,315 120,123

658,242 681,134

$ 44,225296 4,218,184

$ 4,787,870 § 3,411,614

4,566,531 5,269,616
8,077,824 5,250,268
6,898,433 5,253,053
15,048,066 8,557,586
39,378,724 27,742,137
- 1,750,000

209,496 253,696
53,242 20,112

39.641.462 29,765,945

563,670 563,670

5,003,871 5,003,871
(992,074) (1,118,042)

8367 2,740

4.583.834 4452239

$ 44225296 $34218,184

The accompanying notes are an integral part of the consolidated financial statements.
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REGIONAL BANKSHARES, INC.

Consolidated Statements of Income

Year ended December 31,

2002 2001 2000
Interest income:
Loans, including fees $ 2,332,757 $ 1,834,066 $ 991,752
Investment securities:
Taxable 40,773 22,299 22,110
Nonmarketable equity securities 6,410 8,176 8,907
Federal funds sold 59,649 133,228 267,120
Total 2,439,589 1,697.769 1,289,889
Interest expense:
Time deposits $100,000 and over 221,922 232,289 134,967
Other deposits 552,800 604,271 405,859
Advances from Federal Home Loan Bank 12,988 12,438 -
Short-term borrowings - 4,195 -
Total 787.710 853,193 540.826
Net interest income 1,651,879 1,144,576 749,063
Provision for loan losses 130,000 129.841 118,884
Net interest income after provision for loan losses 1,521.879 1.014.735 630,179
Noninterest income:
Service charges on deposit accounts 180,587 131,088 46,848
Credit life insurance commissions 6,838 9,458 14,270
Residential morigage origination fees 57,152 58,830 29,515
Brokerage commissions 56,404 13,793 -
Other 49,270 22,076 17.190
Total 350,251 235,245 107.823
Noninterest expenses:
Salaries and employee benefits 866,307 745,844 660,924
Net occupancy 108,566 71,855 60,064
Furniture and equipment 122,050 107,942 89,845
Other operating 575,223 568,579 491.690
Total 1,672,146 1,494.220 1,302,523
Income (loss) before income taxes 199,984 (244,240) (564,521)
Income tax provision (benefit) 74,016 (89.410) (209.154)
Net income (loss) $ 125968 § (154830) $  (355,367)
Earnings (loss) per share
Basic earnings {loss) per share 3 0.22 b 028) § (0.63)
Diluted earnings (loss) per share $ 026 § {0.28) § (0.63)

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

22



REGIONAL BANKSHARES, INC.

Consolidated Statements of Changes in Shareholders’ Equity and Comprehensive Income

for the years ended December 31, 2802, 2001, and 2000

Accumulated
other
Common steck Capital Retained  comprehensive
Shares Amount _ surplus deficit income {foss) Total
Balance,

December 31, 1999 560,270 $ 560,270 $4,973,271 § (607,845) 3 (603) § 4.925.093
Net loss (355,367) (355,367)
Other comprehensive income,

net of tax expense of $539 994 994
Comprehensive loss (354.373)
Balance,

December 31, 2000 560,270 560,270 4,973,271 (963,212) 391 _ 4,570,720
Net loss (154,830) (154,830)
Other comprehensive income,‘

net of tax expense of $1,380 2,349 2.349
Comprehensive loss (152,481)
Exercise of stock warrants 3,400 3,400 30.600 34.000
Balance,

December 31, 2001 563,670 563,670 5,003,871 (1,118,042) 2,740 __4,452.239
Net income 125,968 125,968
Other comprehensive income,

net of tax expense of $3,305 5,627 5.627
Comprehensive income 131,595
Balance,

December 31, 2002 563,670 $ 563,670 $5.003.871 $ (992074) § 8,367 $ 4,583,834

The accompanying notes are an integral part of the consolidated financial statements.
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REGIONAL BANKSHARES, INC.

Consolidated Statements of Cash Flows

Year ended December 31,

Net cash used by investing activities

Cash flows from financing activities:

Net increase in demand deposits, interest-bearing
transaction accounts and savings accounts

Net increase in certificates of deposit and
other time deposits

Advances from Federal Home Loan Bank

Repayments of advances from Federal Home Loan Bank

Proceeds from exercise of stock warrants
Net cash provided by financing activites

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year
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2002 2001 2000
Cash flows from operating activities:
Net income (loss) $ 125,968 $ (154,830) $ (355367)
Adjustments to reconcile net income (loss) to
net cash provided (used) by operating activites:
Provision for loan losses 130,000 129,841 118,884
Depreciation and amortization expense 139,550 115,494 75,789
Discount accretion and premium
amortization on securities 677) (3,234) (3,045)
Deferred income tax provisicn (benefit) 71,650 (89,410) (209,154)
Increase in accrued interest receivable (33,192) (30,583) (60,967)
Increase (decrease) in accrued interest payable (44,200) 8,583 212,913
Increase in other assets (52,063) (32,829) (17,347)
(Decrease) increase in other liabilities 33,130 (3.893) (1,602)
Net cash provided (used) by operating activities 370.166 (60.861) (239,896)
Cash flows from investing activities:
Purchases of securities available-for-sale (3,000,000) - -
Calls and maturities of securities available-for-sale 850,000 - -
Purchases of nonmarketable equity securities - (67,100) (70,453)
Sale of nonmarketable equity securities - 168,150 -
Net increase in loans receivable (8,388,572) (11,736,941) (9,635,385)
Purchase of premises, furniture and equipment (54.868) (1.187.834) (520.511)

(10.593.440)

(12,823.7295)

(10.226.349)

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

3,500,727 5,489,045 4,809,774
8,135,860 3,788,873 7,311,079

- 1,750,000 ;
(1,750,000) - ;

- 34,000 -

9.886.587 11,061,918 12,120,853
(336,687) (1,822,668) 1,654,608
4,195.960 6.018.628 4,364,020

$ 3859273 § 4195960 $ 6.018,628




REGIONAL BANKSHARES, INC.

Notes to Consdﬂida&ed Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization — Regional Bankshares, Inc. (the Company) was incorporated to serve as a bank holding company for its
subsidiary, Hartsville Community Bank (the Bank). Hartsville Community Bank was incorporated as a national bank on
March 24, 1999 and commenced business on June 15, 1999. The Bank converted to a South Carolina state bank on
January 10, 2001. The principal business activity of the Bank is to provide banking services to domestic markets,
principally in Darlington County, South Carolina. The Bank is a state-chartered bank, and its deposits are insured by the
Federal Deposit Insurance Corporation. 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.

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 income 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 loans, and the valuation of real estate acquired in connection
with foreclosures or in satisfaction of loans. In 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 Josses on loans and
foreclosed real estate. Such agencies may require the Company to recognize additions to the allowances based on their
judgments about information available to them at the time of their examination. Because of these factors, it is reasonably
possible that the allowances for losses on loans and foreclosed real estate may change materially in the near term.

Significant Group Cencentrations of Credit Risk - Most of the Company’s activities are with customers located within
Darlington County in South Carolina. The types of securities in which the Company invests are discussed in Note 3. The
types of lending in which the Company engages are discussed in Note 4. The Company does not have any significant
concentrations of loans or deposits to or from any one industry or customer.

Securities Available-for-Sale - Securities available-for-sale are carried at amortized cost and adjusted to estimated
market value by recognizing the aggregate unrealized 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 investments available-for-sale is determined by specific identification and is used in computing
the gain or loss upon sale. ‘

Nonmarketable Eguity Securities - Nonmarketable equity securities include the cost of the Company’s investment in
the stock of Federal Home Loan Bank and Community Financial Services, Inc. The stocks have no quoted market value
and no ready market exists. Investment in the Federal Home Loan Bank is a condition of borrowing from the Federal
Home Loan Bank, and the stock is pledged to collateralize such borrowings. At December 31, 2002 and 2001, the
Bank’s investment in Federal Home Loan Bank stock was $87,500. At December 31, 2002, and 2001 investment in
Community Financial Services, Inc. was $50,053. Dividends received on these stocks are included as a separate
component of interest income.
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Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans recefvable - Loans receivable are stated at their unpaid principal balance. Interest income is computed using the
simple interest method and is recorded in the period earned.

When serious doubt exists as to the collectibility of a loan or when a loan becomes 90 days past due as to principal or
interest, interest income is generally discontinued unless the estimated net realizable value of collateral exceeds the
principal balance and accrued interest. When interest accruals are discontinued, income earned but not collected is
reversed.

The Company identifies impaired loans through its normal internal loan review process. Loans on the Company’s
problem loan watch list 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 payment
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, 2002, management has determined that no impairment of loans existed.

Allowance for Loan Losses - An allowance for loan losses is maintained at a level deemed appropriate by management
to provide adequately for known and inherent lesses in the loan portfolio. The allowance is based upon a continuing
review of past loan loss experience, current and future 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 loan losses and recoveries of loans previously charged off are added to
the allowance.

Premises, Furniture and Equipment — Premises, furniture and equipment are stated at cost, less accumulated
depreciation. The provision for depreciation is computed by the straight-line method, based on the estimated useful lives
for furniture and equipment of 5 to 7 years and buildings 0f 40 years. The cost of assets sold or otherwise disposed of
and the related allowance for depreciation are eliminated from the accounts and the resuiting gains or losses are reflected
in the income statement when incurred. Maintenance and repairs are charged to current expense. The costs of major
renewals and improvements are capitalized.

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 years are determined utilizing a
liability approach. This method gives consideration to the future tax consequences associated with differences between
financial accounting and tax bases of certain assets and liabilities which are principally the allowance for loan losses and
depreciable premises and equipment.

Retirement Plan - The Company has a SIMPLE retirement plan covering substantially all employees. Under the plan,
participants are permitted to make discretionary contributions up to $7,000. The Company can match employee
contributions by contributing up to 3% of each employee’s annual compensation up to a maximum of $3,000. The
Company matched contributions in 2002, 2001, and 2000 and charges to earnings were $11,922, $13,743,and $15,411,
respectively.
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Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Stock-Based Compensation — The Company has a stock-based employee compensation plan and stock warrants (both
herein referred to as “Option Plans”) which are further described in Notes 11 and 12. The Company accounts for the
option plans under the recognition and measurement principles of Accounting Principles Board (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations. No compensation cost is reflected in net income,
as all warrants and options granted under these plans had an exercise price equal to the market value of the underlying
common stock on the date of grant. The following table illustrates the effect on net income (loss) and earnings (loss) per
share if the Company had applied the fair value recognition provisions of Financial Accounting Standards Board
(“FASB”) Statement of Financial Accounting Standards (“SFAS™) No. 123, Accounting for Stock-Based Compensation,
to the Option Plans.

Year ended December 31,

2002 2001 2000

Net income (loss), as reported $ 125,968 $ (154,830) $ (355,367)
Deduct: Total stock-based employee

compensation expense determined

under fair value based method

for all awards, net of related tax effects 70,312 103.835 103,835
Pro forma net income (loss) $ 55,656 $ (258665) $§ (459,202)
Earnings (loss) per share;

Basic - as reported $ 022 § 0.28) $ (0.63)

Basic - pro forma $ 0.10 h) (046) $ (0.82)

Diluted - as reported $ 0.20 3 (028 % (0.63)

Diluted - pro forma N 009 § (0.46) $ {0.82)

Earnings (Loss) Per Share - Basic earnings (loss) per share represents income available to shareholders divided by the
weighted-average number of common shares outstanding during the period. Diluted earnings per share reflects additional
common shares that would have been outstanding if dilutive potential common shares had been issued using the treasury
stock method.
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Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Comprehensive Income - Accounting principles generally require that recognized income, 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:

Year ended December 31,

2002 2001 2000
Unrealized gains on available-for-sale securities $ 8,932 $ 3,729 $ 1,533
Reclassification adjustment for gains realized in
net income - - -
Net unrealized gains on securities 8,932 3,729 1,533
Tax effect (3.305) (1.380) (539)
Net-of-tax amount $ 5,627 h) 2,349 $ 994

Statements of Cash Flows - For purposes of reporting cash flows in the consolidated financial statements, 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 and federal funds sold. Generally, federal funds are sold for one-day
periods.

Interest paid on deposits and other borrowings totaled $831,910, $844,610, and $327,913 for the years ended December
31,2002, 2001, and 2000, respectively.

There were no income tax payments during the years ended December 31, 2002, 2001, and 2000.

Changes in the valuation account of securities available-for-sale, including the deferred tax effects, are considered
noncash transactions for purposes of the statement of cash flows and are presented in detail in the notes to the financial
statements.

Off-Balance-Sheet Financial Instruments - In the ordinary course of business, the Company enters into off-balance-

sheet consolidated financial instruments consisting of commitments to extend credit and letters of credit. These financial
instruments are recorded in the financial statements when they become payable by the customer.
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Notes to Consolidated Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Recent Accounting Pronouncements — In October 2002, the FASB issued SFAS No. 147, Acquisitions of Certain
Financial Institutions - an amendment of FASB Statements No. 72 and 144 and FASB Interpretation No. 9, which brings
all business combinations involving financial institutions, except mutual financial institutions, into the scope of SFAS No.
141, Business Combinations. This statement requires that all acquisitions of financial institutions that meet the definition
of a business, including acquisitions of part of a financial institution that meet the definition of a business, must be
accounted for in accordance with SFAS No. 141 and the related intangibles accounted for in accordance with SFAS No.
142. SFAS No. 147 removes such acquisitions from the scope of SFAS No. 72, Accounting for Certain Acquisitions of
Banking or Thrift Institutions. SFAS No. 147 also amends SFAS No. 144 to include in its scope long-term customer
relationship intangibles of financial institutions. SFAS No. 147 was effective upon issuance and had no impact on the
Company’s financial statements.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation—Transition and
Disclosure—an amendment of FASB Statement No. 123. This Statement amends FASB Statement No. 123, Accounting
for Stock-Based Compensation, to provide alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In addition, this statement amends the disclosure
requirements of Statement No. 123 to require prominent disclosures in both annual and interim financial statements about
the method of accounting for stock-based employee compensation and the effect of the method used on reported results.
The Company adopted this standard effective December 31, 2002 and has included the required disclosures in the
footnotes to the financials. The Company has not elected the fair value treatment of stock-based compensation and the
adoption of this standard had no impact on its financial position.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies that do not
require adoption until a future date are not expected to have a material impact on the consolidated financial statements

upon adoption.

Reclassifications - Certain captions and amounts in the 2001 and 2000 financial statements were reclassified to conform
with the 2002 presentation.

NOTE 2 - CASH AND DUE FROM BANKS

The Company is required to maintain cash balances to cover all cash letter transactions. At December 31, 2002, the
requirement was met by the cash balance in an account with the Bankers Bank and by the line available for federal funds.

NOTE 3 - INVESTMENT SECURITIES

The amortized cost and estimated fair values of securities available-for-sale are as follows:

Amortized Gross Unrealized Estimated
Cost Gains Losses Fair Yalue
December 31, 2002
U.S. government agencies and corporations § 2,500,000 b 13,281 $ - $ 2,513,281
December 31, 2001
U.S. government agencies and corporations § 349,323 $ 4,349 $ - $§ 353672

There were no sales of securities in 2002 or 2001.
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Notes to Consolidated Financial Statements

NOTE 3 - INVESTMENT SECURITIES (continued)

The following is a summary of maturities of securities available-for-sale as of December 31, 2002. The amortized cost
and estimated fair values are based on the contractual maturity dates. Actual maturities may differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without penalty.

Securities
Available-for-sale
Ameortized Estimated
Cost Fair Value

Due after one year but within five years $§ 2,500,000 $ 2513281

At December 31, 2002 and 2001, securities with amortized costs of $150,000 and $149,573 and estimated fair values of
$151,641 and $152,672, respectively, were pledged to secure public deposits.

NOTE 4 - LOANS RECEIVABLE

Major classifications of loans receivable are summarized as follows:

December 31,

2002 2001
Real estate — construction $ 4,320,960 $ 2,230,837
Real estate — mortgage 21,302,015 16,010,012
Commercial and industrial 3,474,108 3,634,353
Consumer and other 6.135.606 4,998,705
Total gross loans $ 35,232,689 $ 26,873,907

Transactions in the allowance for loan losses are summarized below:

Year ended December 31,

2002 2001 2000
Balance, beginning of year $ 268,446 $ 159,000 $ 54,629
Provision charged to operations 130,000 129,841 118,884
Recoveries on loans previously charged-off 3,125 2,800 6,506
Loans charged-off (32.915) (23.195) (21.019)
Balance, end of year $ 368656 $ 268446 $  159.000

At December 31, 2002 and 2001, the Bank had loans in nonaccrual status totaling $27,229 and $9,314, respectively.
There were no loans past due ninety days or more and still accruing interest at December 31, 2002 and 2001.

Management is not aware of any significant concentrations of loans to classes of borrowers or industries that would be
affected similarly by economic conditions. Although the Company’s loan portfolio is diversified, a substantial portion of
its borrowers’ ability to honor the terms of their loans is dependent on the economic conditions in Darlington County and
surrounding areas.
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Notes to Consolidated Financial Statements

NOTE 5 — PREMISES, FURNITURE AND EQUIPMENT

Premises, furniture and equipment consisted of the following:

December 31,

2002 2001
Land and land improvements $ 380,891 $ 368,166
Building 1,328,844 1,328,844
Furniture and equipment 695.111 653.076
Total 2,404,846 2,350,086
Less, accumulated depreciation (365,247) (225.805)
Premises, furniture and equipment, net $_2,039,599 $ 2,124281

The Bank capitalized approximately $16,576 in interest relating to the construction of the new corporate headquarters
during 2001.

NOTE 6 - DEPOSITS

At December 31, 2002, the scheduled maturities of certificates of deposit were as follows:

Maturing In Amount
2003 $ 19,427,283
2004 2,404,564
2005 50,556
2006 and thereafter 64.096
Total $ 21,946,499

NOTE 7- OTHER QOPERATING EXPENSES

Other operating expenses are summarized below:

Year ended December 31,

2002 2001 2000

Professional fees $ 77,072 $ 90,438 $ 51,074
Telephone . 29,384 24,442 19,405
Office supplies, stationery, and printing 42,634 29,685 35,682
Service bureau and related 115,887 99,010 83,728
Advertising and public relations 43,432 35,993 64,746
ATM related expenses 38,877 32,303 18,898
Other 227.937 256.708 218.157

Total $ 575223 $ 568,579 $ 491,690
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NOTE § - INCOME TAXES

Income tax expense (benefit) is summarized as follows:

Year ended December 31,

2002 2001 2000
Currently payable:
Federal 3 - 3§ - 5 -
State 5,671 - -
Total current 5.671 - -
Change in deferred income taxes:
Federal (3,813) (77,299) (184,232)
State 75.463 _(10,731) (24.383)
Total deferred 71.650 (88.030) (208.615)
Income tax expense (benefit) b 77,321 §  (88030) § (208615)
Income tax expense (benefit) is allocated as follows:
To continuing operations $ 74,016 h) (89,410) § (209,154)
To shareholders’ equity 3,305 1,380 539
Income tax expense (benefit) $ 77,321 § (88,030) $ _(208615)

The gross amounts of defeired tax assets and deferred tax liabilities are as follows:

December 31,

2002 2001
Deferred tax assets:
Allowance for loan losses $ 119318 § 98,482
Contributions carryforward 1,369 1,550
Net operating loss carryforward 378,050 501,545
Organization costs 39,876 71,454
Other 1.300 577
Total gross deferred tax assets 539,913 673,608
Less, valuation allowance {45.168) (45.171)
Total net deferred tax assets 494,745 628,437
Deferred tax liabilities:
Unrealized gain on securities available-for-sale 4914 1,609
Accumulated depreciation 25,474 16,334
Total deferred tax liabilities 30,388 17.943
Net deferred tax asset $ 464,357 $ 610,494

Deferred tax assets represent the future tax benefit of deductible differences and, if it is more likely 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. As of December 31, 2002, management has determined that it is more likely than not that $494,745 of the total
deferred tax asset will be realized, and accordingly, has established a valuation allowance of $45,168.

The Company has a net operating loss for income tax purposes of $417,926 as of December 31,2002. This net operating
loss expires in the year 2022.
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NOTE 8 - INCOME TAXES (continued)

Reconciliation between the income tax expense and the amount computed by applying the federal statutory rate 0f34% to
income before income taxes follows:
Year ended December 31,

2002 2001 2000
Tax expense at statutory rate $ 67,995 $ (83,041) $ (191,937)
State income tax, net of federal income tax benefit 9,002 (10,735) (25,062)
Change in the deferred tax asset valuation allowance 3 2,427 4,726
Other, net (2,984) 1.939 3.119
Total $ 74,016 $ (89410 $_ (209.154)

NOTE 9 - RELATED PARTY TRANSACTIONS

Certain parties (principally certain directors and executive officers 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 the normal risk of collectibility. Asof
December 31, 2002 and 2001, the Company had related party loans totaling $3,067,951 and $2,412,585, respectively.
During 2002, advances on related party loans totaled $1,506,486 and repayments were $851,120.

NOTE 10 - COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, the Company may, from time to time, become a party to legal claims and disputes. At
December 31, 2002, management, after consultation with legal counsel, is 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 1 —~ STOCK COMPENSATION PLAN

On May 10, 2001, the shareholders approved the Regional Bankshares, Inc. “2001 Stock Option Plan” (the Plan). The
Plan provides for grants of “Incentive Stock Options,” within the meaning of section 422 of the Internal Revenue Code
and “Non-qualified Stock Options” that do not so qualify. The Plan provides for the issuance of up to 50,000 shares of
the Company’s common stock to officers and key employees. Options may be granted for a term of up to ten years from
the effective date of grant. Options become exercisable ratably over three years after being granted. The Board of
Directors will determine the per-share exercise price, but for incentive stock options the price will not be less than 100%
of the fair value of a share of common stock on the date the option is granted. As of December 31, 2002, the Company
had 33,000 options available for grant. The following table summarizes the stock option plan:

2002
Weighted-
Average
Shares Exercise Price

Outstanding at beginning of year - $
Granted 17,000 13.00
Exercised -
Cancelled -
Outstanding at end of year 17,600 13.00

At December 31, 2002, no options were exercisable. The weighted average remaining life and exercise price for both
exercisable and non exercisable options was 9.25 years and $13 per option, respectively.
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NOTE 12 - STOCK WARRANTS

In accordance with the provision of the Company’s initial public stock sale, each of the twelve organizers received 5,000
stock warrants which gives them the right to purchase 5,000 shares of the Company’s common stock at a price of $10.00
per share. The warrants vested equally over a three-year period beginning June 15, 2000 and expire on June 15,2010 or
ninety days after the warrant holder ceases to serve as a member of the Board of Directors.

A summary of the status of the Company’s stock warrants and changes during the year is presented below:

December 31,

2002 2001
Outstanding at beginning of year 56,600 60,000
Granted - -
Exercised - 3,400
Cancelled 5.000 -
Outstanding at end of year 51,600 56,600

At December 31, 2002, all of the warrants were exercisable.

NOTE 13 - EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is computed by dividing net income by the weighted-average number of common shares
outstanding. Diluted earnings (loss) per share is computed by dividing net income by the weighted-average number of
common shares outstanding and dilutive common share equivalents using the treasury stock method. Dilutive common
share equivalents include common shares issuable upon exercise of outstanding stock warrants and stock options.

Basic and diluted earnings per share are computed below:
Year ended December 31,

2002 2001 2000

Basic earnings (loss) per share computation:
Net income available to common shareholders 125 $ (154.830) § _(355367)
Average common shares outstanding — basic - 563,670 560,652 560,270
Basic net income (loss) per share R 022 § 028 $ (0.63)
Diluted earnings (loss) per share computation:
Net income available to common shareholders § 125968 $ (154.830) § (355367)
Average common shares outstanding — basic 563,670 560,652 560,270
Incremental shares from assumed conversions:

Stock options and warrants 65,923 - -
Average common shares outstanding — diluted 629,593 560.652 560,270
Diluted earnings (loss) per share $ 020 § 028) § (0.63)
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NOTE i4 - REGULATORY MATTERS

The Bank is 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 adverse material effect on the Bank’s financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific
capital guidelines that invelve quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items
as calculated under regulatory accounting practices. The Bank’s capital amounts and classification 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 Bank to maintain minimum ratios
of Tier | 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 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 regulatory minimum requirements are 4% for Tier 1 and 8% for total risk-based capital.

The Bank is also required to maintain capital at a minimum level based on total 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.

As of December 31, 2002, the most recent notification from the Bank’s primary regulator categorized it as well-
capitalized under the regulatory framework for prompt corrective action. There are no conditions or events that
management believes have changed the Bank’s category.

The following table summarizes the capital amounts and ratios of the Bank and the regulatory minimum requirements.

To Be Well-
Capitalized Under

For Capital Prompt Corrective
Actual Adeguacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2002
Total capital (to risk-weighted assets) $ 4,938,566 13.50% $ 2,966,766 8.00% §$ 3,658,458 10.00%
Tier 1 capital (to risk-weighted assets) 4,569,910 12.49 1,463,383 4.00 2,195,075 6.00
Tier 1 capital (to average assets) 4,569,910 10.49 1,743,292 4.00 2,179,116 5.00
December 31, 2001
Total capital (to risk-weighted assets) $ 4,703,962 1623% $ 2,318,659 8.00% $ 2,898324 10.00%
Tier 1 capital (to risk-weighted assets) 4,435,516 15.30 1,159,330 4.00 1,738,995 6.00
Tier 1 capital (to average assets) 4,435,516 13.49 1,315,669 4.00 1,644,586 5.00

The Federal Reserve has similar requirements for bank holding companies. The Company is not currently subject to
these requirements because the Federal Reserve applies its guidelines on a bank-only basis for bank holding companies

with less than $150,000,000 in consolidated assets.
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NOTE 15 - UNUSED LINES OF CREDIT

As of December 31, 2002, the Company had unused lines of credit to purchase federal funds from unrelated banks
totaling $2,650,000. These lines of credit are available on a one to fourteen day basis for general corporate purposes.
The Company also has a line of credit to borrow funds from the Federal Home Loan Bank up to 10% of'the Bank’s total
assets, which totaled $4,422,000 as of December 31, 2002. As of December 31, 2002, the Bank had no borrowings on
this line. N

NOTE 16 - 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 Regional Bankshares, Inc. are payable only from the undivided profits of the Bank. AtDecember 31,2002,
the Bank had negative undivided profits. 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 last 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 17 - FINANCIAL INSTRUMIENTS WITH OFF-BALANCE-SHEET RISK

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs cf its customers. These financial instruments consist of commitments to extend credit and standby letters
of credit. 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. A commitment involves, to varying degrees, elements of credit and interest rate risk in
excess of the amount recognized in the balance sheet. The Company’s exposure to credit loss in the event of
nonperformance by the other party to the instrument is represented by the contractual notional amount of the instrument.
Since certain commitments are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Company uses the same credit policies in making commitments to
extend credit as it does for on-balance-sheet instruments. Letters of credit are conditional commitments issued to
guarantee a customer’s performance to a third party and have essentially the same credit risk as other lending facilities.

Collateral held for commitments to extend credit and letters of credit varies but may include accounts receivable,
inventory, property, plant, equipment and income-producing commercial properties.

The following table summarizes the Bank’s off-balance-sheet financial instruments whose contract amounts represent
credit risk:

December 31,

2002 2001
Commiiments to extend credit $ 4,247,166 $ 4,084,418
Standby letters of credit 100,000 100,000
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NOTE 18 - FAIR YALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the amount at which the asset or obligation could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are made at a specific
point in time based on relevant market information and information about the financial instruments. Because no market
value exists for a significant portion of the financial instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various financial instruments, and
other factors.

The following methods and assumptions were used to estimate the fair value of significant financial instruments:
Cash and Due from Banks - The carrying amount is a reasonable estimate of fair value.
Federal Funds Sold - Federal funds sold are for a term of one day, and the carrying amount approximates the fair value.

Investment Securities - The fair values of securities available-for-sale equal the carrying amounts, which are the quoted
market prices. If quoted market prices are not available, fair values are based on quoted market prices of comparable
securities. The carrying value of nonmarketable equity securities approximates the fair value since no ready market exists
for the stocks.

Loans receivable - For certain categories of loans, such as variable rate loans which are repriced frequently and have no
significant change in credit risk and credit card receivables, fair values are based on the carrying amounts. The fair value
of other types of loans is estimated by discounting the future cash flows using the current rates at which similar loans
would be made to borrowers with similar credit ratings and for the same remaining maturities.

Deposits - The fair value of demand deposits, savings, and money market accounts is the amount payable on demand at
the reporting date. The fair values of certificates of deposit are estimated using a discounted cash flow calculation that
applies current interest rates to a schedule of aggregated expected maturities.

Advances from Federal Home Loan Bank — The carrying amounts of variable rate borrowings are reasonable estimates of
fair value because they can be repriced frequently.

Accrued Interest Receivable and Payable - The carrying value of these instruments is a reasonable estimate of fair value.

Off-Balance-Sheet Financial Instruments - The carrying amount for loan commitments which are off-balance-sheet
financial instruments approximates the fair value since the obligations are typically based on current market rates.
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NOTE 18 - FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The carrying values and estimated fair values of the Company’s financial instruments as are as follows:

December 31,

2002 2001
Carrying Estimated Carrying Estimated
Financial Assets: Amoumnt Fair Value Amount Fair Value
Cash and due from banks $ 808,282 $ 808,282 $ 1,350,004 $ 1,350,004
Federal funds sold 3,050,991 3,050,991 2,845,956 2,845956
Securities available-for-sale 2,513,281 2,513,281 353,672 353,672
Nonmarketable equity securities 137,553 137,553 137,553 137,553
Loans receivable 35,232,689 35,160,533 26,873,907 27,114,724
Accrued interest receivable 153,315 153,315 120,123 120,123
Finamcial Liabilities:
Demand deposit, interest-bearing
Transaction, and savings accounts 17,432,225 17,432,225 13,931,498 13,931,498
Certificates of deposit and
other time deposits 21,946,499 21,989,752 13,810,639 13,831,192
Advances from Federal Home Loan Bank - - 1,750,000 1,750,000
Accrued interest payable 209,496 209,496 253,696 253,696
Notional Estimated Notional Estimated
Amount Fair Value Amoumnt Fair Value
Off-Balance Sheet Finamcial Instruments:
Commitments to extend credit $ 4,247,166 $ 4247166 $§ 4,084,418 $ 4,084,418
Letters of credit 100,000 100,000 100,000 100,000
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NOTE 19 — REGIONAL BANKSHARES, INC. (PARENT COMPANY ONLY)

Presented below are the condensed financial statements for Regional Bankshares, Inc. (Parent Company Only).

Condensed Balance Sheets

Assets
Cash
Investment in banking subsidiary
Other assets
Total assets

Shareholders’ equity

Condensed Statements of Income

Income

Expenses
Other expenses

Loss before income taxes ard equity in
undistributed earnings of banking subsidiary

Income tax benefit
Equity in undistributed earnings (losses) of banking subsidiary

Net income (loss)

39

December 31,

2002 2001
$ 3,691 $ 3,750
4,569,910 4,438,256
10,233 10,233
§ 4583834 § 4452239
$§ 4,583.834 4522

Year ended December 31,

2002 2001
b - 3 -
59 30,250
59 (30,250)
- (10,233)
126.027 (134,813)

§ 125968 §_ (154,830)
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NOTE 19 - REGIONAL BANKSHARES, INC. (PARENT COMPANY ONILY) (continued)

Condensed Statements of Cash Flows |

Year ended December 31,
2002 2001

Cash flows from operating activities:
Net income (loss) -3 125,968 § (154,830)
Adjustments to reconcile new income (loss) to net cash i
used by operating activities: |

Equity in undistributed (earnings) losses of banking subsidiary (126,027) 134,813
Increase in other assets - _(10,233)
Net cash used by operating activities (59) (30.250)

Cash flows from financing activities:

Proceeds from borrowings - 35,000
Repayment of borrowings - (35,000)

Exercise of stock warrants - 34.000

Net cash provided by financing activities - 34,000

Increase (decrease) in cash (59) 3,750

Cash and cash equivalents, beginning of year 3.750 -

Cash and cash eguivalents, end of year 3 3.691 k) 3,750

Cash paid during the year for:

Interest $ - $ 3,553
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CORPORATE DATA

ANNUAL MEETING:

The Annual Meeting of Shareholders of Regional Bankshares, Inc., will be held at 11:00 a.m. on May 15, 2003 at the
Fairfield Inn, 200 South Fourth Street, Hartsville, South Carolina.

CORPORATE OFFICE: CORPORATE COUNSEL:
206 South Fifth Street Haynsworth Sinkler Boyd, P.A.
Hartsville, South Carolina 29550 1201 Main Street, Suite 2200
Phone (843) 383-4333 Columbia, South Carolina 29201
Fax (843) 383-0570

STOCK TRANSFER AGENT: INDEPENDENT AUDITORS:
Sun Trust Bank Elliott Davis, LLC

P.O. Box 4625 1901 Main Street, Suite 1650
Atlanta, Georgia 30302 Post Office Box 2227

Columbia, South Carolina 29202
STOCK INFORMATION:

Although a limited number of shares of common stock of Regional Bankshares, Inc. are traded from time to time on an
individual basis, no established trading market has developed and none is expected to develop in the near future. The
common stock is not listed on any exchange or on the NASDAQ National Market System, nor are there any market
makers known to management.

During 2002, management was aware of a few transactions in which the Company’s common stock traded at $14.50 per
share. Management is aware of one block of stock which traded at $15.67 per share. However, management has not
ascertained that these transactions resulted from arm’s length negotiations, and because of the limited number of shares
involved, these prices may not be indicative of the market value of the common stock. As of December 31, 2002, there
were 883 shareholders of record.

The ability of Regional Bankshares, Inc. to pay cash dividends is dependent upon receiving cash in the form of dividends
from Hartsville Community Bank. However, there are restrictions on the ability of the Bank to transfer funds to the
Company in the form of cash dividends. Additionally, all of the Bank’s dividends to the Company are payable only from
the undivided profits of the Bank. The Company has not declared or paid any dividends since its inception, and, to
support the Company’s continuing need for capital to support anticipated asset growth and market expansion,
management does not expect to declare or pay dividends in the foreseeable future.

FORM 10-KSB

The Company will furnish upon request, free of charge, copies of the Annual Report on Form 10-KSB by contacting
Curtis A. Tyner, Sr., President, Regional Bankshares, Inc., P.O. Box 2255, Hartsville, South Carolina 29551. Copies of
the Form 10-KSB may also be obtained from the Securities and Exchange Commission’s website at www.sec.gov.

This Annual Report serves as the ANNUAL FINANCIAL DISCLOSURE STATEMENT for Hartsville Community
Bank, furnished pursuant to Part 350 of the Federal Deposit Insurance Corporation’s Rules and Regulations. THIS
STATEMENT HAS NOT BEEN REVIEWED, OR CONFIRMED FOR ACCURACY OR RELEVANCE BY THE
FEDERAL DEPOSIT INSURANCE CORPORATION.
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BOARD OF DIRECTORS
Francine P. Bachman Retired School Teacher

T. James Bell, Jr., MD Family Practitioner
The Medical Group

Peter Collin Coggeshall, Jr. ..o Retired Vice President Administration
Sonoco Products Company

Franklin Hines President and Chief Executive Officer
Hines Funeral Home, Inc. & Hines Enterprises, Inc.

J. Richard Jones Attorney & Partner
Stanton & Jones

Woodward H. Morgan, I11 ..o Golf Course Developer
Retired Veterinarian

Randolph G. Rogers Partner
Rogers Brothers Farms

GOSNOIA G SEZATS ..ttt t e st r ettt e ekt sene s a s e h e et e e bt e st et e e saenabaeeneenes President
G. Graham Segars & Sons, Inc.
Real estate brokerage

Howard W. TUCKET, JT. ..ottt et sttt s st ea bt s eme e st an b saneses Optometrist
Pee Dee Eye Associates

CUrtis A, TYNEL, ST. oottt e s svc e s President, CEO and Chief Financial Officer
Regional Bankshares, Inc. and
Hartsville Community Bank

PALTICIE M. WESE 1evvviiiiiiiiiii it cie ettt eter et e st eecee e aasesassss st brrbaesae st eestatbareeaneransaensssssasnenenrrees Retired School Teacher
SENIOR OFFICERS OF
HARTSYILLE COMMUNITY BANK
Curtis A. Tyner, Sr. N. Wayne Helms
President, Chief Executive Officer Senior Vice President
and Chief Financial Officer and Head of Consumer Lending
Karl D. Munn Sharon N. Brewer
Vice President and Senior Vice President and
Credit Officer Cashier

42



