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The following table sets forth selected financial data for the last five years.
All averages are daily averages.

Interest iNCOME ...ccoovvvievriiiiieee e
Interest eXpense. ..o...cccevoreriiieiciic e
Net Interest INCOME ....ovivvivreiiiiiceiieeeie e
Provision for loan 108ses .......occvevvviiieniennn,
Non-interest iNCOME .....oovvvvevvecvernreiiiereennnss
Non-interest eXpense. .......ccccverviiernenrenienne
Net income (1088) c.covvevevieniiivieerecnrinerie e

Per Share Data:

Earnings/(loss) per share - basic .............. .

Earnings/(loss) per share - diluted. ...........
Cash dividends.....c...ccorvrinninincnninn

Balance Sheet:

Loans, net of unearned income.................. .

DEPOSILS cvvviiieiie et
FHLB borrowings. ...
Capitalized lease obligations. .........c.c.counnn
Long-term debt
Guaranteed preferred beneficial interest

in the Company’s junior subordinated

deferrable interest debentures

Average equity
Average assets

Period end assets. ......coceeveeveennnnnn,

Ratios:

Return on average assets
Return on average equity

Dividend payout ratio. ........c.cccccomeiionn.
Average equity to average assets
Total risk-based capital ..........ccc......
Leverage ratio .......ccccooveeiiineiciinnecnien

2001

§ 58,486 S
31,588
26,398

6,314
9,538
31,972
(1,160)

$ (0.24) $
(0.24)

$ 501,520 §
617,706
38,000
5,766
4,667

10,000

42,938
725,461
729,482

0.15)%
(2.56)

5.92
11.59
€.70

Years ended December 31,
2000 1399 1998
(Dellars in thousands except per share data)

61,075 $ 52,194 § 44,365 $
33,856 25,522 22,693
27,219 26,672 21,672
9,289 4,459 885
9,906 9,155 3,102
31,755 29,208 23,784
(2,215) 1,658 3,579
(0.50) $ 037 S £90 $
(0.47) 0.36 0.88
0.75 0.60 2.50
528,316 § 498726 § 433,853 §
600,901 573,261 538,586
38,000 40,000 -
5,850 . -
5,675 6,637 7,569
10,000 - -
41,776 44,203 37,318
710,915 632,713 538,470
713,518 674,898 603,244
(0.31)% 0.26% 0.67%
(5.30) 3.75 9.59
(150.00) 162.16 55.56
5.88 6.99 6.93
10.54 9.37 11.03
6.44 6.39 7.79
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37,791
19,541
18,250
773
4,891
17,423
3,512

3.92
2.92
3.38

326,134
440,889

7,398

33,428
473,38!
491,839

0.74%
10.51
40.5¢

7.06
11.86

6.94




May 30, 2002
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Second quarter 2002 earnings will be positively impacted by
the sale of Community Bank’s Rainsville and Ft. Payne, Alabama
offices to First Southern National Bank in Stevenson, Alabama, which
was completed on May 3, 2002, and the sale of the Arab, Albertviile,
Guntersville and Boaz offices to Peoples Bank of North Alebamain
Cullman, Alabama, which is expected to close on May 31, 2002,
The decision to sell these locations was not made lightly, but
management believes it to be in the best interests of the Company’s
shareholders. We are also confident that cur customers and
employees will be well served by the purchasers of these locations.

Changes have also occurred in the management of the
Company with the retirement of Bishop K. Walker, Jr. as Senicr
Executive Vice President & General Counsel of Community
Bancshares and the retirement of Denny Kelly as President of
Community Bank. Both of these individuals gave outstancing service
to the Company for many years. [ am sure all of you jeinme in
wishing them a happy and healthy retirement.

I believe your Company is well-positioned for 2002, With
your continued support and loyalty, it is my expectation that the
Company will make great strides toward reaching its goal ofbeing
the strongest community-minded financial institution in the State cf
Alabama.

Sincerely,

Kennon R. Patterson, Sr.
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DUE fTOM DANKS .oovvviiiirieeieercree e e eiaes s ee s ae s e s e erta s rebesebeaeneaesebees
Interest-bearing deposits with banks. ...
Federal funds SOId ....vvieveiecieciccecen et
Securities available f07 S21E ....c...ciiiiiiiiiice et e

Less: Unearmed INCOIIE. .vvivriairieieeeeeriierieerirneenneeeeetresrsseaeesesnesnecins
Allowance for 1020 I0SSES cuiiiuiiiiii et e
INEE TLORIIS tieeirieeisereeesrreeseitreeeesiraressssbeee s tareeassnsaessssseesaseeeeen

Premises and e0UiDIENt, TEL wovievicrimirnr e e
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TLIARILITIES AND SHAREHCLDERS’ TeuTy
Depesits:
Norinteres:-bearin
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TOl2E DEDOSIES toeeierii ettt
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SHAREMOLDERS’ EQUITY

Preferred stock, par vaiue $.01 per share, 200,000 shares
zuthorized, nc shares SSUEd. ...

Common steck, par value $.10 per share, 20,000,000
shares authorized, 4,808,331and 4,674,995 shares
issued, as of December 31, 2001 and 2000, respectively. ...........
Capital SUrPIUS oo
Retained earnings..
Treasury Steck, 20,803 shares
Unearned ZSOP shares - 174,267 and 199,877 shares
as of December 31, 2001 and 2009, respectively
Accumulated other comprehensive {10ss) INCOME ......cccoeverenvcnenenne
Total S1arenciers” EOUILY v enee e
Totzl Liabilities end Shereholders’ Equity ..

s 8,312,263
14,724,745
20¢,0C¢
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§ 7,627,215
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709,000
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4,251,720
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(2,574,002}
397321
41,189.770
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Consolidated Statements of
Imcome

Commumnity Bancshares, Inc. and Subsidiaries
Years Ended December 31, 2001, 2000 and 1999

2001 2000 1999
Interest Income
Interest and fees on 10anS ........cocoovvvevieieiiiee v, $ 50,937,197 $§ 54,291,413 $ 46,390,060
Interest on investment securities:
Taxable securities ........c..oocveecviiiiieee e 6,209,240 5,644,293 4,781,553
Securities exempt from federal income taxes ........ 693,065 839,587 860,689
Interest on federal funds sold .........ccoooeeiiiiviennn, 603,072 234,432 87,702
Interest on deposits in other banks ........cccccoeereee 43.851 65.576 74.250
Total Interest INCOME ..oooovvevvivreiieieiie e 58.486.425 61.075.301 52.194.254
Interest Expense
Interest on depositS......ccoiviviveviiiinoiicnicine 27,244,411 29,711,253 23,593,922
Interest on other short-term borrowings ................ 118,857 162,801 332,551
Interest on capitalized lease obligations. ............... 402,452 326,812 -
FHLB DOITOWINES ...vvieieiviencrcrinre e 2,467,829 2,248,055 1,036,704
Interest on long-term debt. ......co.oovvivniiiiiennn, 233,315 567,579 558,484
Interest on guaranteed preferred
beneficial interest in the
Company’s junior subordinated deferrable
interest debentures..........ccoocovioiviioeiieeeeiiei 1,121,213 839,791 -
Total Interest EXPemse. ........occvececrieiiviiiennne 31,588,077 33.856.291 25,521,661
Net Interest IRCOIMIE. .vooovviiiiieeeeeieeer e 26,898,348 27,219,010 26,672,593
Provision for [0an l0SSes .........cccovvvieeieinvrr e, 6.313.940 9,289,362 4,458,636
Net Interest Income After provision
For Loam ILOSSES .. ..vvvvivererien i cereseearreeeivaeenniaeans 20,584,408 17,929,648 22,213,957
Nomninterest Income
Service charges on deposits.......ccooveerieiieicrnnens 4,062,631 4,143,775 3,626,448
Insurance COMMISSIONS. ...coccvivviiiveerrceieiie v 1,918,733 2,406,183 2,243,358
Bank club dues ..o, 660,734 702,534 706,080
Debt cancellation fees ......oooeviviiviveiiniiicceeis 503,329 758,825 622,048
Other operating INCOME .....cc.ccvevvrivvrieeiiiecire e, 1,108,582 1,890,220 1,777,641
Investment securities gains ..........cccocoeveeerierennnn, 1.283.945 4587 179.303
Total Noninterest INCOME wovesssssosasssssossssssasesas 9.537.954 9.906,124 9.154.878
Noninterest Expenses
Salaries and employee benefits ........cc..ccoocninnnns 16,146,189 19,293,662 17,010,366
OCCUPANCY EXPENSE .oveeneiieiiveiiee e eieearaererreeee e 2,865,964 2,722 441 2,654,567
Furniture and equipment eXpense. .......c..coccoveeneee. 1,892,667 1,908,086 1,767,388
Director and committee fees .......coocvvieivcnivinnnnnn, 479,366 674,739 601,312
Other operating eXpenses ........ccocevervivineeivneeennenes 10,587,527 7,156,251 7,174,614
Total Noninterest EXPenses.......coeevvevvveneenne. 31.971.713 31,755,179 29.208.247
Income (loss) before income taxes ........cccocvvrenenrnn, 1,849,351) (3,819,407) 2,160,588
Income tax expense (benefit) . ....ccoovvvrierinninne (748.852) (1.704.476) 502.478
Net Income (JUOSS) weooesssecseossossonsesssossssnsoscosses 3 (1.100499) § (2.214931) $ 1.658.110
Earnings (Loss) Per Common Share - basic ............ $ (0.24) $ (0.50) % 0.37

Earnings (Loss) Per Common Share - diluted ......... $ ©.24) % 047 % 0.36




Corporate Address

B'omysv [le, AL 35031
Phone (205) 429-1CCL
Fax (205) £429-4575 -

: no
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Ingepenaeni ABgilor

Dudiey, Hopton-cones, Sims & Freeman PLL2

Certified Public Accountants
2101 Magneiia Avenue South
Suite 300
Birmingham, AL 35205
Phone (205) 326-0402

For Information

Mir, Kennon R. Pgiterson, Sr.
Chairman, Community Bancsheres, nc.
P.C. Box 1000

Blountsvilie, AL 35031

Phone (205) 429-1001

Form 10-K

A copy of the Company’s annual report to the Securities and
Exchange Commission on Form 10-X for the year ended December
31,2001, is enclosed. Additional copies will be sent without charge
to any shareholder requesting a copy in writing. Requests should be
addressed to Mr. Kennon R. Patterson, Sr., Chairman, Community
Bancshares, Inc., 2.0. 3ox 1000, Blounisville, AL 35031.
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ANNUAIL REPORT PURSUANT TO SECTION 13 (FR/I (d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2001
- OR

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

Commission File No. 800-16461

COMMUNITY BANCSHARES, INC.

(Exact name of registrant as specified in its charter)

Delaware 63-0868361

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

68149 Main Street
Blountsville, Alabama 35031

(Address of principal executive offices)

(205) 429-1000
{Registrant's telephone number)

Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
None None

Securities Registered Pursuant to Section 12(g) of the Act:

Comxﬁon Steck, $.10 Par Value
(Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months {(or for such shorter period that the registrant was required to file such reports), and (2)

has been subject to such filing requirements for the past 90 days:
yes Fno O

Indicate by check mark if disclosure of delinquent filers pursuant to item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of the registrant's knowledge, in definitive proxy of information statements incorporated by reference to Part III of this

Form 10-K or any amendment to this Form 10-K. O

As of March 13, 2002, the aggregate market value of the registrant's voting stock held by non-affiliates was $41,031,270 based upon a

sale price of $15.00 per share on March 13, 2002.
As of March 13, 2002, there were 4,635,697 shares of the registrant’s cormmen stock, $.10 par value shares, outstanding.

Documents incorporated by reference in Part III of this Form 10-K: Proxy Statement for the 2002 annual meeting of shareholders.




Item 1 - Business

General

Community Bancshares, Inc. (the "Company") is a Delaware corporation and a bank holding company
registered with the Board of Governors of the Federal Reserve System (the "Federal Reserve") under the Bank Holding
Act of 1956, as amended (the "Bank Holding Company Act"). The Company was organized in 1983 and commenced
business in 1985, The Company has one bank subsidiary, Community Bank, an Alabama banking corporation which
conducts a general commercial banking business in north and west-central Alabama and south-central Tennessee. At
December 31, 2001, the Company and its subsidiaries had total assets of approximately $729,481,000, deposits of
approximately $617,706,000 and shareholders' equity of approximately $40,665,000. The Company maintains its
principal executive offices at 68149 Main Street, Blountsville, Alabama 35031, and its telephone number is (205)
429-1000.

Subsidiary Bank

At December 31, 2001, Community Bank conducted business through 30 locations in nine counties in north
Alabama, two counties in west-central Alabama and one county in south-central Tennessee. It offers a wide range of
commercial and retail banking services, including savings and time deposit accounts, personal and commercial loans and
personal and commercial checking accounts. The majority of loans by Community Bank are to individuals and small to
mid-sized businesses in Alabama and Tennessee. Community Bank seeks to provide superior service to its customers
and to become a vital component of each of the communities it serves.

Community Bank operates in small non-urban communities. At December 31, 2001 the Bank had locations in
Blountsville, Cleveland, Oneonta, Snead and West Blount in Blount County, Alabama; Fort Payne and Rainsville in
DeKalb County, Alabama; Rogersville in Lauderdale County, Alabama; Flkmont in Limestone County, Alabama;
Gurley, Meridianville and New Hope in Madison County, Alabama; Demopolis in Marengo County, Alabama;
Hamilton in Marion County, Alabama; Arab, Albertville, Boaz and Guntersville in Marshall County, Alabama; Falkville
and Hartselle in Morgan County, Alabama; Uniontown in Perry County, Alabama; Double Springs and Haleyville in
Winston County, Alabama; and Pulaski in Giles County, Tennessee. At December 31, 2001, Community Bank operated
26 full service offices as well as four paying and receiving offices located within Wal-Mart stores, which primarily open
deposit accounts, cash checks and receive deposits and loan payments.

In late 2001 and early 2002, Community Bank entered into agreements to sell its two Pulaski, Tennessee
offices, its Rainsville and Ft. Payne, Alabama offices and its Marshall County, Alabama locations. The Marshall County
Iocations include one banking office in Boaz, Alabama, one in Albertville, Alabama, two in Arab, Alabama, and two in
Guntersville, Alabama. Two of the total ten offices under agreements to sell are paying and receiving offices located in
Wal-Mart stores, one in Ft. Payne, Alabama and one in Guntersville, Alabama. On March 31, 2002, the Bank closed on
the sale of its Pulaski, Tennessee offices and anticipates the sale of the others during the second quarter of 2002,

Subsidiaries of Community Bank

'1st Community Credit Corporation currently operates 12 finance company offices in 12 Alabama communities,
including Albertville, Arab, Athens, Boaz, Cullman, Decatur, Gadsden, Hartselle, Huntsville, Fort Payne, Jasper and
Oneonta, Alabama. 1st Community Credit Corporation provides loans to a market segment traditionally not pursued by
Community Bank. These loans have typically generated higher yields and involved greater risk than standard
commercial bank loans. At December 31, 2001, 1st Community Credit Corporation's loan portfolio totaled
approximately $24,765,000. :

Community Insurance Corp. serves as an agent in the sale of title, property, casualty and life insurance products
to individuals and businesses through an office in Huntsville, Alabama. Community Insurance Corp. owns 100% of the




outstanding shares of capital stock of Southern Select Insurance, Inc., a managing general agency which brokers
agricultural, commercial and personal insurance products. Both Community Insurance Corp. and Southern Select
Insurance, Inc. are located in Huntsville, Alabama.

Community Appraisals, Inc., a subsidiary of Community Bank, operates a real estate appraisal business through
its office located at the Company's headquarters complex in Blountsville, Alabama. This subsidiary provides appraisal
services in connection with the lending activities of Community Bank and 1st Community Credit Corporation.

Market Areas

At December 31, 2001, the Company's principal market areas were located in north Alabama (Blount,
Cullman, DeKalb, Etowah, Lauderdale, Limestone, Madison, Marshall and Morgan Counties), northwest Alabama
(Marion and Winston Counties), west-central Alabama (Marengo and Perry Counties) and in south-central Tennessee
(Giles County). All of the Company's banking and finance company offices are located in relatively rural areas and place
an emphasis on personal service.

With the exception of Blount, Marengo, Marion, Perry and Winston Counties in Alabama, the markets in
which the Company operates share one common characteristic: each is close enough to Huntsville, Alabama, to share in
the economic and employment benefits of that city. Huntsville is located in Madisen County. Unemployment for
Madison County was 3.7% for December 2001 as compared to 6.00% for Alabama during that period, as reported by
the Alabama Department of Industrial Relations. The Huntsville Metropolitan Statistical Area ("MSA") possesses a
diverse economic base with employers that include the military and aerospace industries, manufacturers of durable
goods, machinery, transportation, as well as retailers and service industries. Agriculture, in the form of soybeans, hay,
corn, cotton, tobacco, dairy and poultry farming, also makes up a significant portion of the Huntsville MSA's economy.

Similarly, Blount County is close enough to Birmingham, Alabama, to share in the economic and employment
benefits of that city. Jefferson County, in which Birmingham is located, had a 4.3% unenployment rate for December
2001, according to the Alabama Department of Industrial Relations. The Birmingham area still retains some of the steel
and related manufacturers that built the city, but the economy is now more diverse with the University of Alabama in
Birmingham and the healthcare industry providing many jobs.

Marion and Winston Counties lie in northwest Alabama, near the Mississippi border. In both counties the
manufacturing sector provides more jobs, and higher sales or receipts, than the wholesale, retail and service sectors.
Manufactured housing and furniture production are two prominent industries in these counties, and both industries have
experienced recent economic slowdowns. Marion County was reported to have an unemployment rate of 9.4% for
December 2001, according to the Alabama Department of Industrial Relations. Winston County was reported to have an
unemployment rate of 10.1% for December 2001 according to the Alabama Department of Industrial Relations.

Marengo and Perry Counties are located in west-central Alabama. Manufacturing provides more jobs in these
counties than the wholesale, retail, and service sectors. In addition, catfish farming and the timber industry are important
components in the economy of these counties. Marengo County's unemployment rate reported by the Alabama
Department of Industrial Relations for December 2001 was 6.8%. Perry County was reported to have an unemployment
rate of 13.4% for December 2001 as reported by the Alabama Department of Industrial Relations. :

As previously discussed, at December 31, 2001, Community Bank was under agreements to sell ten of its bank
locations. The locations are located in DeKalb County, Alabama, Marshall County, Alabama and Giles County,
Tennessee. The sale of these bank locations will not affect the presence of 1st Community Credit Corporation, a
subsidiary of Community Bank, in its DeKalb and Marshall County market areas. The sale of the Tennessee operations
was consummated on March 31, 2002, and the Company no longer has a presence in Tennessee.

While certain markets have experienced an economic downturn, overall, the Company remains optimistic
about cwrrent economic prospects in its market areas, and the Company attempts to assist those local economies by
returning the deposits of its customers to the communities from which they come in the form of loans.




Lending Activities

Community Bank's lending activities include commercial, real estate and consumer loans. Community Bank's
commercial loan services include term-loans, lines of credit and agricultural loans. A broad range of short to medium
term commercial loans, both secured and unsecured, are made available to businesses. for working capital, business
expansion and the purchase of equipment and machinery. Community Bank's real estate lending activities include fixed
and adjustable rate residential mortgage loans, construction loans, second mortgages, home improvement loans and
home equity lines of credit. Community Bank's consumer lending services include loans for automobiles, recreation
vehicles and boats, as well as personal (secured and unsecured) and deposit account secured loans.

Competition

The banking business in Alabama is highly competitive: with respect to loans, deposits and other financial
services and is dominated by a number of major banks and bank holding companies which have numerous offices and
affiliates operating over wide geographic areas. Community Bank competes for deposits, loans and other business with
these banks as well as with savings and loan associations, credit unions, mortgage companies, insurance companies and
other local financial institutions. Many of the major commercial banks operating in Community Bank's service areas
offer services such as international banking and investment and trust services, which are not offered by Community
Bank. Additionally, the competitive environment for both the Company and Community Bank may be materially
affected by the enactment of the Gramm-Leach-Bliley Financial Services Modernization Act (the "GLBA"). This law
modified or eliminated many barriers between investment banking, commercial banking and insurance underwriting and
sales. See “"Supervision and Regulation”. These changes in the law have created and may continue to create greater
competition for the Company and Community Bank by increasing the number and types of competitors and by
encouraging increased consolidation within the financial services industry.

Employees

. At December 31, 2001, the Company and its subsidiaries had approximately 383 full-time equivalent
employees. The Company and its subsidiaries provide a variety of group life, health and accident insurance, retirement
and stock ownership plans and other benefit programs for their employees. The Company maintains continuing
education and training programs for its employees, designed to prepare the employees for positions of increasing
responsibility in management or operations. Membership and participation by employees in professional and industry
organizations is encouraged and supported by the Company.

Supervision and Regulation

The following is a brief summary of the regulatory environment in which the Company and its subsidiaries
operate and is not designed to be a complete discussion of all statutes and regulations affecting such operations,
including those federal and state statutes and regulations specifically mentioned herein. Changes in the laws and
regulations applicable to the Company and its subsidiaries can affect the operating environment of the Company and'its
subsidiaries in substantial and unpredictable ways. The Company cannot accurately predict whether legislation will
ultimately be enacted, and, if enacted, the ultimate effect that it or implementing regulations would have on its or its
subsidiaries financial condition or results of operations.

The Company is a bank holding company and is registered as such with the Federal Reserve. The Company is
subject to regulation and supervision by the Federal Reserve and is required to file with the Federal Reserve annual
reports and such other information as the Federal Reserve may require. The Federal Reserve also conducts examinations
of the Company. o

The Federal Reserve takes the position that 2 bank holding company is required to serve as a source of
financial and managerial strength to its subsidiary bank and may not conduct its operations in an unsafe or unsound
manner. In addition, it is the Federal Reserve's position that, in serving as a source of strength to its subsidiary bank, a
bank holding company should stand ready to use available resources to provide adequate capital funds to its subsidiary




bank during periods of financial stress or adversity and should maintain the financial flexibility and capital raising
capacity to obtain additional resources for assisting its subsidiary bank.

Community Bank is incorporated under the banking laws of the State of Alabama and is subject to the
applicable provisions of Alabama banking laws and to regulation and examination by the Alabama State Banking
Department. Examinations include a review of Community Bank's condition and resources, its mode of conducting and
managing its affairs, the actions of its directors, the investment of its funds, the safety and prudence of its management,
compliance with its charter and law in the administration of its affairs and other aspects of Community Bank's
operations. State statutes in Alabama relate to such matters as loans, mortgages, consolidations, required reserves,
allowable investinents, issuance of securities, payment of dividends, establishment of branches, filing of periodic reports
and other matters affecting the business of Community Bank.

Deposits in Comimunity Bank are insured, up to applicable limits, by the Federal Deposit Insurance
Corporation (the "FDIC") and, therefore, Community Bank is subject to provisions of the Federal Deposit Insurance Act
("FDIA"). Comimunity Bank's primary federal regulator is the FDIC, and as a result, Community Bank is subject to
examination and regulation by the FDIC. The FDIC is authorized to terminate the deposit insurance of any depository
institution, such as Community Bank, whose deposits are insured by the FDIC if the FDIC determines, after a hearing,
that the institution or its directors have engaged or is engaging in unsafe or unsound practices, is in an unsafe or unsound
condition to continue operations as an insured institution, or has violated any applicable law, regulation, order, condition
imposed in writing by the FDIC in connection with the granting of any application or other request by the depository
institution or any written agreement entered into with the FDIC.

Each federal banking regulatory agency is authorized to issue a cease and desist order to any financial
institution or institution-affiliated party for which the agency is the primary federal banking regulator (which in the case
of Community Bank, is the FDIC and, in the case of the Company, is the Federal Reserve) if the agency determines,
after a hearing, that the institution or institution-affiliated party has engaged, is engaging or is reasonably believed to be
about to engage, in unsafe or unsound practices, or has violated, is violating or is reasonably believed to be about to
violate a law, rule or regulation, or any condition imposed in writing by the agency in connection with the granting of
any application or other request by the institution or any written agreement entered into with the agency. The cease and
desist order may require the institution or institution-affiliated party to cease and desist from the violation or practice,
including requiring the institution or institution-affiliated party to make restitution or reimbursement against loss, restrict
the institution's growth, dispose of loans or assets, rescind agreements or contracts, employ qualified officers or
employees and take other actions determined to be appropriate by the agency. The order may also limit the activities of
the institution.

The Company and Community Bank are subject to the provisions of the Federal Deposit Insurance Corporation
Improvement Act of 1991 ("FDICIA"). FDICIA expanded the regulatory powers of federal banking agencies to permit
prompt corrective actions to resclve problems of insured depository institutions through the regulation of banks and their
affiliates, including bank holding companies. The provisions are designed to minimize the potential loss to depositors
and to FDIC insurance funds if financial institutions default on their obligations to depositors or become in danger of
default. Among other things, FDICIA provides a framework for a system of supervisory actions based primarily on the
capital levels of financial institutions.

FDICIA also provides for a risk-based deposit insurance premium structure. The FDIC is an independent
federal agency established originally to insure the deposits, up to prescribed statutory limits, of federally insured banks
and to preserve the safety and scundness of the banking industry. The FDIC maintains two separate insurance funds: the
Bank Insurance Fund ("BIF") and the Savings Association Insurance Fund ("SAIF"). Community Bank's deposit
accounts are insured by the FDIC under the BIF to the maximum extent permitted by law. Community Bank pays
deposit insurance premiums to the FDIC based on a risk-based assessment system established by the FDIC for all
BIF-member institutions.

Under FDIC regulations, institutions are assigned to one of three capital groups for insurance premium
purposes (well capitalized, adequately capitalized and undercapitalized). These three groups are then divided into
subgroups which are based on supervisory evaluations by the institution's primary federal regulator, resulting in nine




assessment classifications. Assessment rates vary depending upon the assessment classification. In addition, regardiess
of the potential risk to the insurance fund, federal law requires the FDIC to establish assessment rates that will maintain
each insurance fund's ratio of reserves to insured deposits at 1.25%. During 2001 and for the first semiannual assessment
period of 2002, assessment rates for BIF-insured institutions ranged from 0% of insured deposits for well-capitalized
institutions with minor supervisory concerns to .27% of insured deposits for undercapitalized institutions with substantial
supervisory concerns. The assessment rate schedule is subject to change by the FDIC and, accordingly, the assessment
rate could increase or decrease in the future. ‘

In addition to deposit insurance assessments, the FDIC is authorized to collect assessments against insured
deposits to be paid to the Finance Corporation ("FICO") to service FICO debt incurred in the 1980s. The FICO
assessment rate is adjusted quarterly. The average annual assessment rate in 2001 was 1.90 cents per $100 of assessable
deposits. For the first quarter of 2002, the FICO assessment rate for such deposits will be 1.82 cents per $100.

Community Bank's assessment expense for the year ended December 31, 2001 equaled approximately
$207,000.

The federal banking regulatory agencies have adopted a set of guidelines prescribing safety and soundness
standards pursuant to FDICIA. The guidelines establish general standards relating to internal controls and information
systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth and
compensation, fees and benefits. In general, the guidelines require, among other things, appropriate systems and
practices to identify and manage the risks and exposures specified in the guidelines. The guidelines prohibit excessive
compensation as an unsafe and unsound practice and describe compensation as excessive when the amounts paid are
unreasonable or disproportionate to the services performed by an executive officer, employee, director or principal
stockholder. In addition, the agencies adopted regulations that authorize an agency to order an institution that has been
given notice by an agency that it is not satisfying any of such safety and soundness standards to submit a compliance
plan. If the institution fails to submit an acceptable compliance plan or fails to implement an accepted plan, the agency
must issue an order directing action to correct the deficiency and may issue an order directing other actions be taken,
including restricting asset growth, restricting interest rates paid on deposits, and requiring an increase in the bank's ratio
of tangible equity to assets. If an institution fails to comply with such an order, the agency may seek to enforce such
order in judicial proceedings and to impose civil money penalties.

FDICIA establishes a system of prompt corrective action to resolve the problems of undercapitalized
institutions. Under this system, the federal banking regulatory agencies are required to rate supervised institutions on the
basis of five capital categories (well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized,
and critically undercapitalized) and to take certain mandatory supervisory actions, and are authorized to take other
discretionary actions, with respect to institutions in the three under-capitalized categories, the severity of which will
depend upon the capital category-in which the institution is placed. Under certain circumstances, an institution may be
downgraded to a category lower than that warranted by its capital levels, and subjected to the supervisory restrictions
applicable to institutions in the lower capital category. Generally, subject to a narrow exception, FDICIA requires a
federal banking regulatory agency to appoint a receiver or conservator for an institution that is critically
undercapitalized. The federal banking regulatory agencies have specified by regulation the relevant capital level for each
category.

FDICIA generally prohibits a depository institution from making any capital distribution (including payment of
a dividend) or paying any management fee to its holding company if the depository institution would thereafter be
undercapitalized. Undercapitalized depository institutions are subject to restrictions on borrowing from the Federal
Reserve System. In addition, undercapitalized depository institutions are subject to growth limitations and are required
to submit capital restoration plans. A depository institution's holding company must guarantee the capital plan, up to an
amount equal to the lesser of 5% of the depository institution's total assets at the time it becomes undercapitalized or the
amount necessary to bring the institution into compliance with all applicable capital standards. If a depository institution
fails to submit an acceptable plan, it is treated as if it is significantly undercapitalized. Significantly undercapitalized
depository instimtions may be subject to a number of requirements and restrictions, including orders to sell sufficient .
voting stock to become adequately capitalized, requirements to reduce total assets and cessation of receipt of deposits




from cosrrespondent banks. Critically undercapitalized depository institutions are subject to appointment of a receiver or
conservator, At December 31, 2001, Community Bank was well capitalized for prompt corrective action purposes.

The Company is required to comply with the risk-based capital guidelines established by the Federal Reserve,
and other tests relating to capital adequacy which the Federal Reserve adopts from time to time. Under the risk-based
capital assessment system, assets are weighted by a risk factor and a ratio is calculated by dividing the qualifying capital
by the risk-weighted assets. Tier I capital generally includes common stock and retained earnings. Total capital is
comprised of Tier I capital and Tier II capital, which includes ceriain allowances for loan losses and certain
subordinated debt. The Company's Tier I and total capital ratios exceeded the required minimum levels as of December
31, 2001.

The Company is a legal entity which is separate and distinct from its subsidiaries. There are various legal
limitations on the extent to which Community Bank may extend credit, pay dividends or otherwise supply funds to the
Company or its affiliates. In particular, Community Bank is subject to certain restrictions imposed by federal law on any
extensions of credit to the Cormpany or, with certain exceptions, other affiliates.

The primary source of funds for dividends paid to the Company's shareholders is dividends paid to the
Company by Community Bank. Various federal and state laws limit the amount of dividends that Community Bank may
pay to the Company without regulatory approval. Under Alabama law, an Alabama state bank, such as Community
Bank, may not pay a dividend in excess of 90% of its net earnings until the bank's surplus is equal to at least 20% of its
capital. Community Bank is also required by Alabama law to obtain the prior approval of the Superintendent of the
Alabama State Banking Department in ozrder to pay a dividend if the total of 2ll the dividends declared by Community
Bank in any calendar year will exceed the total of Community Bank's net earnings (as defined by statute) for that year
and its retained net earnings for the preceding two years, less any required transfers to surplus. At December 31, 2001,
Community Bank could not have declared or paid any dividend without such approval. In addition, no dividends may be
paid from Community Bank's surplus without the prior written approval of the Superintendent of the Alabama State
Banking Department. Under FDICIA, Community Bank may not pay any dividends, if after paying the dividend it
would be undercapitalized under applicable capital requirements. The FDIC also has the authority to prohibit
Community Bank from engaging in business practices which the FDIC considers to be unsafe or unsound, which,
depending on the financial condition of Community Bank, could include the payment of dividends.

In addition, the Federal Reserve has the authority to prohibit the payment of dividends by a bank holding
company, such as the Company, if its actions constitute unsafe or unsound practices. In 1985, the Federal Reserve issued
a policy statement on the payment of cash dividends by bank holding companies, which outlined the Federal Reserve's
view that a bank holding company that is experiencing eamings weaknesses or other financial pressures should not pay
cash dividends that exceed its net income, that are inconsistent with its capital position or that could only be funded in
ways that weaken its financial health, such as by borrowing or selling assets. The Federal Reserve indicated that, in some
instances, it may be appropriate for a bank holding company to eliminate its dividends.

The federal Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 ("IBBEA") permits
adequately capitalized and managed bank holding companies to acquire control of banks in states other than their home
states, subject to federal regulatory approval, without regard to whether such a transaction is prohibited by the laws of
any state. IBBEA permits states to continue to require that an acquired bank have been in existence for a certain
minimum time period, which may not exceed five years. A bank holding company may not, following an interstate
acquisition, control more than 10% of the nation's total amount of bank deposits or 30% of bank deposits in the relevant
state (unless the state enacts legislation to raise the 30% limit). States retain the ability to adopt legislation to effectively
lower the 30% limit. Federal banking regulators may approve merger transactions involving banks located in different
states, without regard to laws of any state prohibiting such transactions; except that, mergers may not be approved with
respect to banks located in states that, prior to June 1, 1997, enacted legislation prohibiting mergers by banks located in
such state with out-of-state institutions. Also, states may continue to require that an acquired bank have been in existence
for a certain minimum period of time, which may not exceed five years. Federal banking regulators may permit an
out-of-state bank to open new branches in another state if such state has enacted legislation permitting interstate
branching. Affiliated institutions are authorized to accept deposits for existing accounts, renew time deposits and close
and service loans for affiliated institutions without being deemed an impermissible branch of the affiliate.




The federal Community Reinvestment Act of 1977 ("CRA") and its implementing regulations are intended to
encourage regulated financial institations to meet the credit needs of their local community or communities, including
low and moderate income neighborhoods, consistent with the safe and sound operation of such financial institutions. The
regulations provide that the appropriate regulatory authority will assess CRA reports in connection with applications for
establishment of domestic branches, acquisitions of banks or mergers involving bank holding companies. An
unsatisfactory CRA rating may serve as a basis to deny an application to acquire or establish a new barnk, to establish a
new branch or to expand banking services. At December 31, 2001, the Company had a "satisfactory" CRA rating.

The federal Gramm-Leach-Bliley Act of 1999 (the "GLBA") eliminated prohibitions in the Glass-Steagall Act
against a bank associating with a company engaged principally in séciirities activities. The GLBA also permits a bank
holding company to elect to become a "financial holding company," which would expand the powers of the bank
holding company. The repeal of the Glass-Steagall Act provisions and the availability of financial holding company
powers became effective on March 11, 2000. Financial holding company powers relate to financial activities that are
determined by the Federal Reserve to be financial in nature, incidental to an activity that is financial in nature, or
complementary to a financial activity (provided that the complementary activity does not pose a safety and soundness
risk). The GLBA itself defines certain activities as financial in nature, including lending activities, underwriting and
selling insurance, providing financial or investment advice, underwriting, dealing and making markets in securities and
merchant banking,. In order to qualify as a financial holding company, a bank holding company's depository subsidiaries
must be both well capitalized and well managed, and must have at least a satisfactory rating under the CRA. The bank
holding company must also declare its intention to become a financial holding company to the Federal Reserve and
certify that its depository subsidiaries meet the capitalization and management requirements. The GLBA establishes the
Federal Reserve as the umbrella regulator of financial holding companies, with subsidiaries of the financial holding
company being more specifically regulated by other regulatory authorities, such as the Securities and Exchange
Commission, the Commodity Futures Trading Commission and state securities and insurance regulators, based upon the
subsidiaries' particular activities. The GLBA also provides for minimum federal standards of privacy to protect the
confidentiality of personal financial information of customers and to regulate use of such information by financial
institutions. A bank holding company that does not elect to become a financial holding company remains subject to the
Bank Holding Company Act. The Company has not determined whether it will elect to become a financial holding

company.

Community Bank is subject to regulatory oversight under various consumer protection and fair lending laws.
These laws govern, among other things, truth-in-lending disclosure, equal credit opportunity and fair credit reporting.

Community Insurance Corp. is a licensed insurance agent and broker for various insurance companies, and is
subject to regulation by the Alabama Insurance Commission. ‘

The Federal Reserve regulates money, credit and interest rate conditions in order to influence general economic
conditions, primarily through open market operations in U.S. Government securities, changes in the discount rate,
reserve requirements on member bank's deposits and funds availability regulations. The earnings and growth of the
Company and its subsidiaries are subject to the influence of economic conditions generally and to the monetary and
fiscal policies of the United States and its ‘agencies, particularly the Federal Reserve. The nature and timing of any
changes in such conditions and policies, and their impact on the Company, cannot be predicted.

On April 9, 2001, the Company's Board of Directors entered into 2 Memorandum of Understanding (the
"Memorandum") with the Federal Reserve Bank of Atlanta (the "Reserve Bank"), which outlines actions to be taken by
the Company to address concerns identified by the Reserve Bank. In the Memorandum, the Company agreed that,
without the prior written approval of the Reserve Bank, it would not declare or pay any dividends, repurchase shares of
its common stock, incur any additional indebtedness, alter the terms of existing indebtedness or increase the amount of
management fees paid to the Company by Community Bank. In addition, the Company agreed to maintain a quarterly
Tier I leverage ratio (the ratio of Tier I capital to average assets, less goodwill) of at least 6.5% during the period in
which the Memorandum is in effect, and to periodically update the Company's plan for maintaining capital and earnings
at adequate levels. The Company also agreed to establish a policy that provides for target levels of capital and guidelines
for payment of dividends and a plan to strengthen the Company's intemal audit program. The Company further agreed




that a committee of non-employee directors of the Company will review and report on the appropriateness of the
compensation provided under the employment agreement of Kennon R. Patterson, Sr., the Chairman of the Board, Chief
Executive Officer and President of the Company. In addition, the Company agreed to provide the Reserve Bank with a
contingency plan for conserving or raising cash and information about loans extended by Commnmmnity Bank to facilitate
purchases of the Company's common stock, and to periodically provide the Reserve Bank with certain financial and
other information and a report of actions taken by the Company to ensure compliance with the Memorandum. On March
8, 2002, the Reserve Bank requested that the Company agree to an amendment of the Memorandum that would disallow
the Company from making any distributions of interest, principal or other sums on subordinated debentures or trust
preferred securities without the prior written approval of the Reserve Bank. The Company expects to agree to the
amendment on or before May 3, 2002. In the interim, the Company elected to defer the March 2002 interest payment on
its junior subordinated deferrable interest debentures. See "Management's Discussion and Analysis of Financial
Condition and Results of Operations, Borrowed Funds - Maturities of Long-term Debt". Management of the Company
cannot currently estimate the period during which the Company will remain subject to the terms of the Memorandum, or
the effect of the Memorandum on the Company's financial condition, liquidity and results of operations.

On April 18, 2001, the Board of Directors of Community Bank, the Company's subsidiary bank, alse entered
into a Memorandum of Understanding (the "Bank Memorandum") with the Regional Director of the FDIC's Atlanta
Regional Office and the Alabama Superintendent of Banks ("State"). Major provisions of the Bank Memorandum
include requirements to reduce classified assets, restrict expansion, adopt revised policies in the areas of lending,
liquidity, interest rate risk, loan documentation, asset/liability management and ethics, review duties and responsibilities
of key officers, review compliance with investment, liquidity and funds management policies, reconstitute membership
of its Board of Directors, develop internal loan review and internal audit functions, maintain capital ratio requirements,
restrict dividend payments, provide to the regulators updates on the status of litigation, other financial and managerial
information and quarterly progress reports detailing efforts to comply with the requirements of the Bank Memorandum.

Based on an examination as of June 30, 2001, the FDIC and the State requested the Community Bank Board of
Directors to adopt a Safety and Soundness Compliance Plan ("Plan"). The Board adopted the Plan on March 5, 2002. If
accepted by the FDIC/State, the Plan (initiated by the FDIC) would replace the Bank Memorandum (initiated by the
State). '

Pursuant to the terms of the Plan, the Board will review the bank's organizational structure and staffing
requirements and hire and train any additional personnel needed to comply with the Plan. Also the Board wiil review
and revise the bank's loan policy and underwriting standards, loan collection plan, allowance for loan losses
methodology, interest rate risk policy and asset liability management policy. The Plan also provides that the Board will
adopt an internal audit program, an internal controls program, a plan to reduce classified assets and internal and external
loan documentation review procedures. Also, pursuant to the Plan, the Board will engage an outside firm to perform the
loan review function and will adopt an internal loan review program. The Plan also places restrictions on extending
credit to borrowers who have classified loans with the bank. Under the Plan, prior to submission of Reports of Condition
and Income, the Board must review the adequacy of the allowance for loan losses and provide for an adequate balance.
Under the Plan, the Board committed to maintaining a Tier I capital ratio of at least 7% and to obtain the prior approval
of the regulators before paying dividends. In addition, the Plan requires the submission of a budget and profit plan and
the engagement of an outside accounting firm tc perform the bank's internal audit function and the formation of a bank
administration department to strengthen internal controls. Finally, the Plan requires management t¢ make monthly
reports to the Board of Directors regarding the status in meeting the requirements of the Plan, and to submit quarterly
progress reports to the regulators.




Statistical Disclosure

- Statistical and other information regarding the following items are set forth in "Item 7 - Management's
Discussion and Analysis of Financial Condition and Results of Operations" on the pages indicated below.
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Item 2 - Properties

The corporate headquarters of the Company is owned by Community Bank and located at 68149 Main Street
(U.S. Highway 231) in Blountsville, Alabama. Community Bank's administrative, operational, accounting and legal
functions are housed in three buildings constructed in 1997, all of which are located on the same property as the
corporate headquarters.

The main banking office of Cormumunity Bank is located at 69156 Main Street, Blountsville, Alabama. The
premises are owned by Community Bank.

At December 31, 2001, Community Bank owned or leased buildings that were used in the normal course of
business in 11 counties in Alabama, including Blount, DeKalb, Lauderdale, Limestone, Madison, Marengo, Marion,
Marshali, Morgan, Perry and Winston Counties, and in Giles County, Tennessee. 1st Community Credit Corporation
owned or leased buildings that were used in the normal course of business in ten counties in Alabama, including Blount,
Cullman, Marshall, Morgan, Limestone, Lawrence, Etowah, Madison, DeKalb and Walker Counties. Community
Insurance Corp. and its subsidiary, Scuthem Select Insurance, Inc., owned a building that is used in the normal course of
business in Madison County, Alabama.

For information about the amounts at which bank premises, equipment and other real estate are recorded in the
Company's financial statements and information relating to commitments under leases, see the Company's Consohdated
Financial Statements included elsewhere in this Report.

Item 3 - Legal Proceedings

Background

At a meeting of Cornmunity Bank's Board of Directors on June 20, 2000, a director brought to the attention of
the Board the total amount of money Community Bank had paid subcontractors in connection with the construction of a
new Community Bank office. Management of the Company commenced an investigation of the expenditures. At the
request of management, the architects and subcontractors involved in the construction project made presentations to the
Boards of Directors of the Company and Community Bank on July 1S5 and July 18, 2000, respectively. At the July 18,
2000 meeting of the Board of Directors of Community Bank, another director made a presentation alleging that
Community Bank had been overcharged by subcontractors on that construction project and another current construction
project. On July 18, 2000, the Boards of Directors of the Company and Community Bank appointed a joint committee
comprised of independent directors of the Company and of Community Bank to investigate the alleged overcharges. The
joint committee has informed the Boards of Directors of the Company and Community Bank of its findings and
recommendations. The joint committee retained legal counsel and an independent accounting firm to assist the
comnmittee in its investigation. Management has also been informed that the directors of Community Bank who alleged
the construction overcharges have contacted bank regulatory agencies and law enforcement authorities. Management
believes that these agencies and authorities either have conducted or are currently conducting investigations regarding
this matter.

Benseon Litigation

On July 21, 2000, three shareholders of the Company, M. Lewis Benson, Doris E. Benson and John M.
Packard, Jr., filed a lawsuit in the state Circuit Court of Marshall County, Alabama against the Company, Community
Bank, certain directors and officers of the Company and Community Bank, an employee of Community Bank and two
construction subcontractors. The plaintiffs purported to file the lawsuit as a shareholder derivative action, which relates
to the alleged construction overcharges being investigated by the joint committee of the Boards of Directors of the
Company and Community Bank. The complaint alleges that the directors, officers and employee named as defendants in
the complaint breached their fiduciary duties, failed to properly supervise officers and agents of the Company and
Community Bank, and permitted waste of corporate assets by allegedly permitting the subcontractor defendants to
overcharge Community Bank in connection with the construction of two new Community Bank offices, and to perform
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the construction work without written contracts, budgets, performance guarantées and assurances of indemnification. In

addition, the complaint alleges that Kennon R. Patterson, Sr., the Chairman, President and Chief Executive Officer of
the Company, breached his fiduciary duties by allegedly permitting the two named subcontractors to overcharge for
work performed on the two construction projects in exchange for allegedly discounted charges for work these

subcontractors performed in connection with the construction of Mr. Patterson's residence. The complaint further alleges

‘that the director defendants knew or should have known of this alleged arrangement between Mr. Patterson and the

subcontractors. The complaint also alleges that Mr. Patterson, the Community Bank employee and the two subcontractor

defendants made false representations and suppressed information about the alleged overcharges and arrangement

between Mr. Patterson and the subcontractors.

On August 15, 2000, the plaintiffs filed an amended complaint adding Andy C. Mann, a shareholder of the
" Conpany, as a plaintiff and adding a former director of the Company and Conimunity Bank as a defendant. The
amended complaint generally reiterates the allegations of the original complaint. In addition, the amended complaint
alleges that Community Bank was overcharged on all construction projects from January 1997 to the present. The
amended complaint also alleges that the defendants breached their fiduciary duties and are guilty of gross financial
mismanagement, including allegations concerning the making or approval of certain loans and taking allegedly improper
actions to conceal the fact that certain loans were uncollectible. On September 18, 2000 the plaintiffs filed a second
amended complaint. The second amended complaint generally reiterates the allegations of the original and first amended
complainfs. In addition, the second amended complaint alleges that the plaintiffs were improperly denied their rights to
inspect and copy certain records of the Company and Community Bank. The second amended complaint also alleges
that the directors of the Company abdicated their roles as directors either by express agreement or as a result of
wantonness and gross negligence. The second amended complaint asserts that the counts involving inspection of
corporate records and director abdication are individual, nonderivative claims. The second amended complaint seeks, on
behalf of the Company, an unspecified amount of compensatory damages in excess of $1 million, punitive damages,
disgorgement of allegedly improperly paid profits and appropriate equitable relief. Upon motion of the defendants, the
case was transferred to the state Circuit Court in Blount County, Alabama by order dated September 21, 2000, as
amended on October 12, 2000. ' '

On August 24, 2000, the Board of Directors of the Company designated the directors of the Company who
serve on the joint investigative committee as a special litigation committee to investigate and evaluate the allegations and
issues raised in this lawsuit and to arrive at such decisions and take such action as the special litigation committee deems
appropriate. On June 8, 2001, the special litigation committee filed its report under seal with the court. On June 18,
2001, the court entered an order affirming the confidentiality of the special committee's report. On June 28, 2001, the
Company, Community Bank and various other defendants filed a motion with the court to adopt the report of the special
committee, for partial summary judgment and to realign the Company and Community Bank as plaintiffs in the lawsuit.
Following a hearing on August 29, 2001, the court denied these motions on November 8, 2001. The court also ruled that
the plaintiffs were entitled to conduct discovery except as it related to one of the subcontractor defendants and granted
the plaintiffs' motion to unseal the report of the special litigation committee. On November 14, 2001, the directors of the
Company filed a motion for the court to alter, amend or vacate its November 8, 2001 rulings. On February 7, 2002, the

- Company and Community Bank filed a motion to disqualify Maynard, Céoper & Gale, P.C., the law firm representing
the plaintiffs, due to conflicts of interest. The court held a hearing on these motions on February 22, 2002 and the parties
are awaiting a ruling. On February 25, 2002, the Company and Community Bank filed a motion for limited discovery
relating to its motion to disqualify the plaintiffs' law firm. As a result of the inherent uncertainties of the litigation
process, the Company is unable at this time to predict the outcome of this lawsuit and its effect on the Company's
financial condition and results of operations. Regardless of the outcome, however, this lawsuit could be costly,
time-consurming and a diversion of management's attention.

Towns Derivative Litigation

On November 19, 1998, Mr. William Towns, a shareholder of the Company, filed a shareholder derivative
action against the directors of the Company in the state Circuit Court of Blount County, Alabama. Mr. Towns amended
his complaint on January 14, 1999 to add the Company and Commmunity Bank as defendants in the action. On February
11, 1999, the complaint was again amended to add Mr. Pat Bellew and Mrs. Mary Bellew, who are also shareholders of
the Company, as additional plaintiffs. The complaint alleged that the directors of the Company breached their fiduciary
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duty to the Company and its shareholders, engaged in fraud, fraudulent concealment, suppression of material fact and
suppression of the plaintiff shareholders, failed to supervise management, and conspired tc conceal wrongful acts from
the Company's shareholders and paid themselves excessive director fees. The complaint also alleged that the Board of
Directors acquiesced in mismanagement and misconduct by Kennon R. Patterson, Sr., the Chairman of the Board, Chief
Executive Officer and President of the Company, including alleged self dealing, payment of excessive compensation,
misappropriation of corporate opportunities and misappropriation of funds. The complaint sought an unspecified amount
of compensatory and punitive damages, removal of the current directors, appointment of a new Board of Directors, and
attorneys fees and costs.

On December 21, 1998, the Company and its directors filed a motion with the court seeking to have the
complaint dismissed. On March 1, 1999, the Company's Board of Directors appointed a special Board committee,
comprised of non-employee directors of the Company, to review the plaintiffs’ allegations in accordance with Delaware
law. On April 6, 1999, each of the parties to the action requested that the court stay the litigation and related discovery,
motions and hearings, pending completion of the special committee's review. On April 30, 1999, the court entered an
order staying the litigation and related discovery, motions and hearing in accordance with the parties' request. On
October 15, 1999, the special committee filed its final report with the court. On October 21, 1999, the parties forwarded
to the court an agreed-upon order governing the confidentiality of the special comenittee's report, which the court entered
on January 2, 2000. On August 3, 2000, the Company, Community Bank and the Company's directors filed a motion to
stay the proceedings until the Company's and Community Bank's joint investigative committee had completed its
investigation of the alleged construction overcharges discussed above. At the request of the Company and the other
defendants in the action, the court continued a hearing on the motion to dismiss. On February 23, 2001, the court
indicated that there was no reason to continue the stay of this action. The parties are awaiting a hearing on the
defendanits’ motionto dismiss the case.

Management of the Company believes that the plaintiffs' ailegations are false and that the action lacks merit.
The Company and its directors intend to defend the action vigorously, and management of the Company believes that
the action will not have a material adverse effect on the Company's financial condition or results of operations.
Regardless of the outcome, however, this lawsuit could be costly, time consuming and a diversion of management's

attention.
Corr Family Litigation

Cn September 14, 2000, another action was filed in the state Circuit Court of Blount County, Alabama, against
the Company, Community Bank and certain directors and officers of the Company and Community Bank by Bryan A.
Corr and six other related shareholders of the Company alleging that the directors actively participated in or ratified the
misappropriation of corporate income. The action was not styled as a shareholder derivative action. On January 3, 2001,
the defendants filed a motion for summary judgment on the basis that these claims are derivative in nature and cannot be
brought on behalf of individual shareholders. The court has not ruled on the motion. The Company and its directors
believe that this lawsuit is without merit and intend to defend the action vigorously. Although management currently
believes that this action will not have a material adverse effect on the Company's financial condition or results of
operations, regardless of the cutcome, the action could be costly, time consuming and a diversion of management's

attention.
Auto Loan Litigation

Cn June 28, 2000, Community Bank filed an action in the United States District Court for the Northern District
of Alabama against Carl Gregory Ford L-M, Inc., an automobiie dealership located in Ft. Payne, Alabama, Carl Gregory
and Doug Broaddus, the owners of the dealership, several employees and former employees of the dealership and
Gerald Scot Parrish, a former employee of Community Bank, with respect to certain loans originated during 1998 in
Community Bank's Wal-Mart office in Ft. Payne, Alabama. In the complaint Community Bank alleged that the
defendants willingly and knowingly conducted, participated in, were employed by or associated with, or aided and
abetted an enterprise within the meaning of the Racketeer Influenced and Corrupt Organizations Act ("RICC") for the
purpose of defrauding Community Bank. The complaint also asserted that the defendants committed fraud,
misrepresentation and deceit by submitting to Community Bank and/or approving applications for automobile loans
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which contained false and/or fraudulent information for the purpose of deceiving, influencing and persuading
Community Bank to provide loans to customers of the automobile dealership who were otherwise not qualified to
receive such loans, and suppressed material facts regarding the veracity of information contained in loan applications
and the ability of persons seeking the loans to repay them. Community Bank also alleged in the complaint that the
automobile dealership is responsible for the acts of its officers, agents and employees, and that the dealership and its
management failed to adequately train and/or supervise its employees. The complaint stated that the defendants
_ participated in a conspiracy to violate RICO and Alabama statutes dealing with fraud, misrepresentation and suppression
of material facts, and asserted civil liability under Alabama law for violation of federal statutes dealing with financial
institution fraud, mail and wire fraud and making false statements for the purpose of influencing the actions of a financial
institution upon an application or loan.

On June 29, 2000 and August 31, 2000 the court granted Community Bank's motions to dismiss without
prejudice two of the employees of the automobile dealership as defendants in the action. On September 13, 2000, the
court granted Mr. Parrish's motion to dismiss the complaint, but granted Community Bank 15 days to amend the
complaint. On September 27, 2000, Community Bank filed an amended complaint which generally reiterated the
allegations of the original complaint and added specific information concerning the allegedly fraudulent activity and the
use of the United States mail, telephone and other wire transmissions in the conduct of such activity. On December 1,
2000, the court dismissed Community Bank's claims based upon mail and wire fraud in the amended complaint but
otherwise denied Mr. Parrish's motion to dismiss the complaint. On October 10, 2001, the court granted a joint motion to
bifurcate the trial into separate stages of liability and damages. On October 23 and November 19, 2001, the court
granted Community Bank's motion to dismiss without prejudice three of the employees of the automobile dealership as
defendants in the action.

The defendants have filed answers to the amended complaint which generally deny the material allegations in
the complaint and allege that any injury suffered by Community Bank was the result of the contributory negligence of
Community Bank, its officers, employees and agents. In the lawsuit, Community Bank seeks damages of an unspecified
amount to recover losses incurred in connection with the loans made at Community Bank's Wal-Mart office in Ft. Payne,
Alabama, along with all costs associated with the lawsuit. Any amounts received by Community Bank as a result of this
litigation will be treated as a recovery on loan losses. See "Item 7 - Management's Discussion and Analysis of Financial
Condition and Results of Operations - Provision for Loan Losses, Net Charge-Offs and Allowance for Loan Losses."

Employee Liﬁgaﬁon

On November 15, 2000, Michael W, Alred and Michael A. Bean, two former directors and executive officers
of Community Barnk, filed suit against Community Bank in the United States District Court for the Northern District of
Alabama alleging that their employment was wrongfully terminated for allegedly providing information to bank
regulatory and law enforcement authorities concerning possible violations of laws and regulations, gross
mismanagement, gross waste of funds and abuse of authority by Community Bank, its directors, officers and employees.
According to the complaint, the information which these two individuals provided to authorities concerned certain bank
construction projects, specific loans, charge-offs, expenses and past due accounts. The complaint seeks reinstatement of
the plaintiffs to their former positions as officers and directors of Community Bank as well as compensatory and
punitive damages. Community Bank and its directors believe this lawsuit is without merit and intend to defend the action
vigorously. Management of the Company believes that this action will not have a material adverse effect on the
Company's financial condition or results of operations.

Conspiracy Litigation

On November 6, 2001 the Company and Community Bank filed a lawsuit in the United States District Court
for the Northern District of Alabama against Bryan A. Corr, Doris J, Corr, individually and as executrix of the Estate of
R.C. Co, Jr., Tina M. Corr, Corr, Inc., George M. Barnett, Michael A. Bean, Michael W. Alred, R. Wayne Washam,
M. Lewis Benson, Doris E. Benson, John M. Packard and Andy Mann seeking damages in excess of $50 million. The
complaint also alleges that, by knowingly making false statements and unsupported allegations to regulatory and law
enforcement authorities and in certain lawsuits discussed above, the defendants abused the civil legal process to further
their plan to discredit and dislodge the directors and management of the Company and Community Bank and gain
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control of those companies. The complaint further alleges that certain of the defendants who are former directors and/or
executive officers of Community Bank breached their fiduciary duties to Community Bank by participating in, and
taking action in the furtherance of, the conspiracy. Finally, the complaint alleges that the defendants failed to make
filings which are required by the Federal securities laws to disclose that the group is acting in concert to acquire control
of the Company. The complaint seeks compensatory and punitive damages as well as an order barring the defendants
from voting their shares of Company stock, purchasing additional Company stock, soliciting proxies and submitting
shareholder proposals for at least three years.

On December 5, 2001, the Company, Community Bank and R. Wayne Washam entered into a stipulation
pursuant to which Mr. Washam would be dismissed as a defendant. The court granted the stipulation on December 6,
2001. During the time between December 3 and December 7, 2001 the other defendants filed various motions to
dismiss, abate or stay the lawsuit. On January 4, 2002, the Company and Community Bank filed a motion to disqualify
Maynard, Cooper & Gale, P.C. from representing M. Lewis Benson, Doris E. Benson, John M. Packard and Andy Mann
due to a conflict of interest. On January 22, 2002 Maynard, Cooper & Gale, P.C. filed a motion to withdraw from the
suit, which motion was granted by the cowrt on January 24, 2002. On January 29, 2002 the Company and Community
Bank filed an amended complaint to reflect the dismissal of Wayne Washam as a defendant and to add a claim for
defamation against two of the defendants. As a result of the inherent uncertainties of the litigation process, the Company
is unable at this time to predict the outcome of this lawsuit and its effect on the Company's financial condition and results
of operations. Regardless of the outcome, however, this lawsuit could be costly, time-consuming and a diversion of
management's attention.

Indemnification and Routine Proceedings

The Company's Certificate of Incorporation provides that, in certain circumstances, the Company will
indemnify and advance expenses to its directors and officers for judgments, settlements and legal expenses incurred as a
result of their service as officers and directors of the Company. Community Bank's Bylaws contain a similar provision
for indemnification of directors and officers of Community Bank.

The Company and its subsidiaries are from time to time parties to other legal proceedings arising from the
ordinary course of business. Management believes, after consultation with legal counsel, that no such proceedings, if
resulting in an outcome unfavorable to the Company, will, individually or in the aggregate, have a material adverse
effect on the Company's financial condition or results of operations,

Item 4 - Submissionr of Matters to @ Vote of Security Holders

No matter was submitted to a vote of security holders by solicitation of proxies or otherwise during the fourth
quarter of 2001,

[The remainder of this page intentionally left blank]

14




EXECUTIVE OFFICERS OF THE REGISTRANT"

The executive officers of the Company, their ages, the positions held by them with the Company and certain of
its subsidiaries and their principal occupations for the last five years are as follows:

J

Name, Age and Position Currently Held with the

Company and its Subsidiaries : Principal Experience During Past Five Years
Kennon R. Patterson, Sr. (59) : Chairman, President and Chief Executive Officer of the
Chairman, President and Chief Executive Officer of the Company (1985-present); Chairman and Chief Executive
Company; Chairman and Chief Executive Officer of Officer of Community Bank (1993-present}

Community Bank; Chairman of 1st Community Credit Corporation;
Vice Chairman of Community Appraisals, Inc.;

Director of Community Insurance Corp., and Southemn

Select Insurance, Inc.

Bishop K. Walker, I (70)* i Vice Chairman, Senior Executive Vice President and
Director, Vice Chairman, Secretary, Senior Executive Vice General Counsel of thé Company (1987-2002); President

President and General Counsel of the Company; Director, and Director of Community Insurance Corp. (1987-1997)
Senior Executive Vice President and Secretary of Community Bank; - 0

Chairman of Community Insurance Corp. and Southern Select

Insurance, Inc.

Denny G. Kelly (62)* President of Community Bank (1993-2001)
Director and Executive Vice President of the Company; Vice Chairman

and President of Community Bank; Vice Chairman and President of

1st Community Credit Corporation; Director of Community Appraisals, Inc.,

" Community Insurance Corp. and Southern Select Insurance, Inc. .

Loy McGruder (61) President of Community Bank (2002-Present), .
Director of the Company; Director and President of Community Bank Executive Vice President of Community Bank (1994-2002);
: City President of Community Bank-Blountsville (1994-1997),
Senior Vice President of Community Bank (1993-1994)

Kerri Newton (32) - ) Chief Financial Officer of the Company and Community
Chief Financial Officer of the Company and Community Bank Bank (2001-Present), Senior Rigk Consultant for Compass
, Bank, Birmingham, Alabama (2001); Chief Accounting

Officer of Frontier National Corporation, Sylacauga,
Alabama (1998-2000); Chief Financial Officer of Frontier
National Bank, Lanett, Alabama (1997-2000); Vice President
and Controller of The County Bank, Greenwood, South
Carolina (1993-1997)

* Mr. Walker and Mr. Kelly were executive officers of the Com;;any on ljecember 31, 2001, but retired in
January, 2002.

The Company's bylaws provide that the term of office of an executive officer of the Company is as provided in
the officer's employment agreement with the Company or, if the officer is not a party to an employment agreement or if
the officer's employment agreement does not specify a term of office, as determined by the Company's Board of
Directors and until the officer's successor is elected and qualified or until the officer's earlier resignation or removal. In
May 2001, Mr. Patterson, Mr. Walker and Mr. Kelly were elected by the Company's Board of Directors to serve a term
of one year and until his successor has been elected and qualified.
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PART X
Item 5 - Market for Registrant’s Common Equity and Related Shareholder Matters

Shares of the common stock (the "Common Stock") of the Company were held by approximately 2,334
shareholders of record as of March 13, 2002. There is no established trading market for the Common Stock, which has
been purchased and sold infrequently in private transactions. Therefore, no reliable information is available as to trades
of the Common Stock, or as to the prices at which such Common Stock has traded. Management has reviewed the
limited information available to the Company as to the ranges at which shares of the Common Stock has been sold. The
following data regarding the Common Stock are provided for information purposes only, and should not be viewed as
indicative of the actual or market value of the Commen Stock.

Estimated Price Range
Per Share
High Low
2001:
First Quarter $ 2280 $ 1509
Second Quarter 22.00 15.00
Third Quarter : 15.00 15.60
Fourth Quarter 18.00 12.00
2000:
FIISt QUATTET ..........ovvirersnsnesriscssessessssesessse s sosesessssssassasssssssessssas e snssnns $ 2500 $ 2400
SECONA QUAITET. .............ooevvvecvveivressseneseeeesse s sseesssseess s sseesssaes st ssessses 25.00 19.00
THIrd QUATIET . ........ocoooeeeieeeeeeeeeeesse s sesseesnsssas e seeesssss e ssrea s 25.00 20.00
Fourth QUATTET. | .........ooooiiioeresecees s esesesesessessses e sessessse s 26.00 20.00
1999: . . ,
First QUAITET . ..........couoeiereeceeieeee st ss bbbt st s st eastann $ 2400 $ 20.00
Second Quarter. . ................. et oo bR s e 24.00 24.00
Third QUATTET . ........o.oveoivieereeeeeere e eseeeeessbes et s ssess sttt eseessree e e 24.00 24.00
Fourth QUAILET. ,............oiveeeeeee et see e e eeeereeneesrea et 24.00 24.00

Annual dividends were neither declared nor paid in 2001. Annual dividends of $.75 per share were declared by
the Board of Directors on the Company's Common Stock and paid on January 5, 2000. Generally, the payment of
dividends on the Common Stock is subject to the prior payment of principal and interest on the Company's long-term
debt, the retention of sufficient earnings and capital in the Company's operating subsidiaries and regulatory restrictions.
The Board of Directors determined that it was in the Company's best interests not to declare or pay a dividend in the first
quarter of 2002, due to regulatory constraints and the Company's results of operations and financial condition for 2001.
Currently, the Company is under a memorandum of understanding with the Federal Reserve that, among other
restrictions, disallows the declaration or payment of any dividends without the prior written approval of the Federal
Reserve. The Board of Directors does not currently anticipate declaring or paying a dividend in 2002. There can be no
assurance that the Company will pay any dividends in the foreseeable future. See "Item 1 - Business - Supervision and
Regulation,” "Item 7 - Management's Discussion of Financial Condition and Results of Operations - Liquidity
Management" and Note 16 to the Company's Consolidated Financial Statements included elsewhere in this Report.
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Item 6 - Selected Financial Data

The following table sets forth selected financial data for the last five years. All averages are daily averages.

Years ended December 31
2001 2000 1999 1998
(Dollars in thousands except per share data)

INEETEst iMCOME.............ooouresvveeseeesereresereeeseneseienns § 58486 $§ 61,075 § 52,194 § 44365 §
Interest expense.......... 31,588 33,856 25,522 22,693
Net interestincome ................ccoooovvrvviennnn, 26,898 27,219 26,672 21,672
Provision for loan losses. ..o 6,314 9,289 4,459 885
Non-interest income,, . .., 9,538 9,906 9,155 8,102
Non-interest expense... . . 31,972 31,755 29,208 23,784
Net income (108S) ............ccomvveevmeeienneceinssseraennsnnns (1,100) (2.215) 1,658 3,579

Per Share Data:

" Earnings/(loss) per share - basic..................... . $ ©0.24) 8 050) $ 037 % 090 §
Earnings/(loss) per share - diluted. 0.29) 0.47) 0.36 0.88
Cashdividends................... et vaeeen - 0.75 0.60 0.50

Balance Sheet: .
Loans, net of unearned income . % 501,520 $ 528316 $ 498726 § 433,853 §$.
DEPOSIES ..........vevvrerrrer et 617,706 600,901 573,261 538,586
FHLB bOITOWINgS. .........cc.o..covrverrirrr 38,000 38,000 40,000 -
Capitalized lease obligations. 5,766 5,850 - -
Long-termdebt ..........ccccooooovmmriirrieerriiericis 4,667 5,675 6,637 7,569
Guaranteed preferred beneficial interest
in the Company's junior subordinated
deferrable interest debentures........................ 10,000 10,000 - -
Average equity 42,938 41,776 44203 37,318
AVETAEE BSSELS . .........oovvveeeoereiossssessnreesssres oo 725,461 710,915 632,713 538,470
Period end assets. .. ............c.coouemerrveennnsrenneonnes 729,482 713,518 674,898 603,244
Ratios:
Return on average assets.................ccoovovveeeennnne 0:15)% (0.31)% 0.26% 0.67%
Return on average equity (2.56) (5.30) 3.75 9.59 -
Dividend payout 1atio. ...............ccccommrremvrveierenns - {150.00) 162.16 55.56
Average equity to average assets...................... 592 5.88 6.99 6.93
Total risk-based capital 11.59 10.54 9.37 11.03
Leverage 1atio ........ccooovvvvereensrerersrerrcssssnnnee ’ 6.70 6.44 .6.39 7.79
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1997

37,791
19,541
18,250
(L}
4,891
17,423
3,512 -

0.92
0.92
0.38

326,134
440,889

7,398

33,428
473,381
491,839

0.74%
10.51
40.50

7.06
11.86

6.94




Item 7 - Management’s Discussior. and Analysis of Financial Condition and Results of Operations
Item 72 - Quantitative and Qualitative Disclosures about Market Risk |

The purpose of this discussion is to focus on the significant changes in the financial condition and results of
operations of the Company and its subsidiaries during 1999, 2000 and 2001. This discussion and analysis is intended to
supplement and highlight information contained in the Company's consolidated financial statements and related notes
and the selected financial data presented elsewhere in this Report.

The discussion of net interest income in this financial review is presented on a taxable equivalent basis to
facilitate performance comparisons among various taxable and tax-exempt assets.

Certain statements in this Report are "forward-looking statements" within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1534, as amended. These
forward-looking statements are not based on historical facts and may be identified by their reference to a future period or
by the use of forward-looking terminology, such as "anticipate,” "estimate,” "expect," "may" and "should." These
forward-looking statements include, without limitation, those relating to the Company's future growth and profitability,
economic prospects of market areas, dividends, pending litigation, branch office divestitures, non-compliant or impaired
loans, capital requirements, operating strategy, deposits, consumer base, allowance for loan losses, non-performing
assets, interest rate sensitivity, market risk and impact of inflation. We caution you not to place undue reliance on these
forward-looking statements. Actual tesults could differ materially from those indicated in such forward-looking
statements due to a variety of factors. These factors include, but are not limited to, changes in economic conditions and
government fiscal and monetary policies, changes in prevailing interest rates and effectiveness of the Company's interest
rate strategies, laws, regulations and regulatory authorities affecting financial institutions, changes in and effectiveness of
the Company's operating or expansion strategies, geographic concentration of the Company's assets and operations,
competition from other financial services companies, unexpected financial results or outcomes of legal proceedings, the
Company's ability to obtain reimbursement from its fidelity bond insurance carrier or other persons responsible for -
originating non-compliant and impaired loans in Community Bank's Ft. Payne, Alabama office and other risks detailed
from time to time in the Company's press releases and filings with the Securities and Exchange Commission. We
undertake no obligation to update these forward-looking statements to reflect events or circumstances occurring afier the
date of this Report. ‘

Semmary

The Company's net loss of approximately $1,100,000 for 2001 represented a $1,115,000 decrease from its net
loss of approximately $2,215,000 for 2000 which represented a $3,873,000 decline from 1999's net income of
approximately $1,658,000. When stated as changes in basic earnings per share, the 2001 basic loss per share of $0.24
represented a $0.26 decrease from the 2000 basic loss per share of $0.50 which represented a $0.87 decrease from the
1999 basic earnings per share of $0.37. The decrease in loss per share for 2001 primarily resulted from a reduction in
the provision for loan losses. The decline in 2000 primarily resulted from additional provisions to the Company's
allowance for loan losses in connection with an increase in loans charged-off and certain loans originated in Community
Bank's Double Springs, Alabama branch. In 2001, 2000 and 1999, the Company has experienced higher than normal
legal and accounting fees associated with legal proceedings.

In March 2000, the Company formed a wholly-owned Delaware statutory business trust, Comrmunity (AL)
Capital Trust I (the "Trust"), which issued $10,000,000 of guaranteed preferred securities representing undivided
beneficial interests in the assets of the Trust ("Capital Securities"). All of the common securities of the Trust are owned
by the Company. The proceeds from the -issuance of the Capital Securities ($10,000,000) and common securities
($310,000) were used by the Trust to purchase $10,310,000 of junior subordinated deferrable interest debentures of the
Company which carry an annual interest rate of 10.875%. The debentures represent the sole asset of the Trust. The
debentures and related income statement effects are eliminated in the Company's consolidated financial statements. The
Company is entitled to treat the aggregate liquidation amount of the debentures as Tier I capital under Federal Reserve
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guidelines. See "Borrowed Funds--Maturities of Long-term Debt and Note 9 to the Company's Consolidated Financial
Statements" included elsewhere in this Report.

Earning Assets

The Company's average earning assets in 2001 increased 3.1% over that for 2000, primarily as a result of
increases in the investment portfolio and federal funds sold. Earning assets accounted for approximately 89.5% of the
Company's average total assets for 2001. This growth of average eaming assets in 2001 compared to a 12.2% increase
during 2000 over that for 1999, primarily as a result of increases in the loan portfolio. During 1999, average earning
assets increased 17.2%. Earning assets represented 88.6% and 88.7% of the Company's average total assets for 2000 and
1999 respectively.

Average loans, net of unearned income, represented 79.6%, 82.9% and 82.5% of average earning assets during
2001, 2000 and 1999, respectively. Average investment securities represented 17.6% of average earning assets in 2001,
compared to 16.4% in 2000 and 16.9% in 1999. The change in the mix of loans and securities during 2001 compared to
2000 was primarily attributable to a decrease in loans during 2001. The other earning asset categories accounted for less
than 3.0% of average earning assets for all three periods. The increased volume in earning assets during 2001 helped
offset the decrease in interest income due to the fall in interest rates.

Total loans, net of unearned income, decreased approximately $26,796,000, or 5.1%, to approximately
$501,520,000 at December 31, 2001, from $528,316,000 at December 31, 2000, which represented an increase of
$29,590,000, or 5.9%, from $498,726,000 at December 31, 1999. These decreases were spread across the loan type
categories. Commercial, financial and agricultural loans decreased by approximately $5,437,000, or 3.9%, to
approximately $146,210,000 at December 31, 2001, from approximately $140,773,000 at December 31, 2000, which
represented an increase of approximately $16,528,000, or 13.3%, from approximately $124,245,000 at December 31,
1999. Commercial, financial and agricultural loans represented 29.1% of total loans at December 31, 2001, compared to
26.6% at December 31, 2000 and 24.9% at December 31, 1999. Real estate - mortgage loans decreased by
approximately $3,376,000, or 1.4%, to approximately $233,216,000 at December 31, 2001, from $236,592,000 at
December 31, 2000, which represented an. increase of approximately $12,463,000, or 5.6%, from approximately
$224,129,000 at December 31, 1999. As a percentage of total loans, real estate - mortgage loans increased to 46.5% at
December 31, 2001, from 44.8% at December 31, 2000 and 44.9% at December 31, 1999. Consumer loans decreased
by approximately $26,642,000, or 18.3%, to approximately $119,031,000 at December 31, 2001, from approximately
$145,673,000 at December 31, 2000, which represented an increase of approximately $1,220,000, or 0.9%, from
approximately $144,453,000 at December 31, 1999. As a percentage of total loans, consumer loans decreased to 23.8%
at December 31, 2001, from 27.6% at December 31, 2000 and 28.9% at December 31, 1999. Real estate - construction
loans: decreased by approximately $2,303,000, or 42.4%, to approximately $3,126,000 at December 31, 2001, from
approximately $5,429,000 at December 31, 2000, which represented a decrease of approximately $1,041,000, or 16 1%,
from approximately $6,470,000 at December 31, 1999. As a percentage of total loans, real estate - construction loans
decreased to 0.6% at December 31, 2001, from 1.0% at December 31, 2000 and 1.3% at December 31, 1999. The
Company has experienced these decreases in loans because of economic downturns, the tlghtemng of the Company's
credit standards, and increased charge-offs of loans made in prekus years,

[The remainder of this page intentionally left blank]
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The following table shows the classification of loans by major category at December 31, 2001, and at the end
of each of the preceding four years.

LOAN PORTFOLIO
December 31
2001 2080 199% 1998 1997
Percent Percent Percent Percent Percent

Amount of Teotal Amountof Total Amountef Tota] Amountof Total Amount of Total

(Dollars in Thousands)

Commercial, financial and

agricultural ,................... $ 146,210 29.1%$ 140,773 26.6%% 124,245 24.9% $94,057 216% $ 64,136 19.6%
Real estate - construction . 3,126 0.6 5,429 1.0 6,470 1.3 6,153 1.4 3,499 1.1
Real estate -mortgage ... ....... 233,216 46.5 236,592 44.8 224,129 449 205457 47.3 172,504 527
COnsumer, ........coocoovcereennns 119,031 23.8 145,673 27.6 _ 144,453 289 129,334 29.7 86,945 26.6

501,583 100.0% 528,467 100.0% 499,297 100.0% 435,001 100.0% 327,084 100.0%
Less: Unearned income........ 64 151 571 1,148 950
Allowance for loan losses ..., 7,292 7,107 2,603 2971 2,131
Netloans..........ccovcoecrmernranens =5494.227 $521.209 $496,123 $430.882 $ 324.003

The following table provides maturities of certain loan classifications and an analysis of these loans maturing in
over one year as of December 31, 2001.

SELECTED LOAN MATURITY AND INTEREST RATE SENSITIVITY

Rate Structure for Loans
Maturi Maturing Over One Year
Over One
One Year Over Predetermined  Floating or
- Year or Through Five Interest Adjustable
Less Five Years Years Total Rate Rate
(In thousands)
Commercial, financial and '
agricultural .. ... b 58,454 § 41,815 § 45941 § 146,210 §$ 74,088 § 72,122
Real estate - construction. ................ 2,802 269 55 3,126 1.950 1,176
TOtal......ooovroeeeree e rcsrnsnmsaneees $ 6125 5 42084 $ 45906 § 149336 § 76038 § _ 73,208

Investment Portfolio

The composition of the Company's investment securities portfolio reflects the Company's investment strategy
of maximizing portfolio yields subject to risk and liquidity considerations. The Company's entire portfolio is classified
as available for sale. The primary objectives of the Company's investment strategy are to maintain an appropriate level
of liquidity and provide a tool to assist in controlling the Company's interest rate position while at the same time
producing adequate levels of interest income. Management of the maturity of the portfolio is necessary to provide
liquidity and to control interest rate risk. During 2001, gross investment securities sales were approximately 385,134,000
and maturities were approximately $2,500,000 representing 74.6% and 2.2%, respectively, of the average portfolio for
the year, compared to gross investment securities sales of $16,230,000 in 2000 and approximately $11,628,000 in 1999
and maturities of approximately $25,210,000 in 2000 and approximately $10,778,000 in 1999. Net gains realized on the
sales totaled approximately $1,284,000 during 2001, compared to approximately $5,000 in 2000 and approximately
$179,000 in 1999. At December 31, 2001, gross unrealized gains in the portfolio were approximately $486,000,
compared to approximately $1,419,000 at December 31, 2000 and approximately $72,000 at December 31, 1999, while
gross unrealized losses amounted to approximately $893,000 at December 31, 2001, compared to approximately
$756,000 at December 31, 2000 and approximately $2,827,000 at December 31, 1999. These fluctuations in the gross
unrealized gains and losses in the Company's investment portfolio resulted primarily from changing bond prices.
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Mortgage-backed securities have varying degrees of risk of impairment of principal, as opposed to U.S.
Treasury and U.S. government agency obligations,. which are considered to contain virtually no default or prepayment
risk. Impairment risk is primarily associated with accelerated prepayments, particularly with respect to longer maturities
purchased at a premium and interest-only strip securities. The Company's mortgage-backed securities portfolio as of
December 31, 2001 and 2000 contained no interest-only strips and the amount of unamortized premium -on
mortgage-backed securities at December 31, 2001, was $928,710, compared to $190,096 at December 31, 2000. The
recoverability of the Company's investment in mortgage-backed securities is reviewed periodically by management, and
if necessary, appropriate adjustments for impaired value are made to income.

The carrying amount of investment securities at the end of each of the last three years is set forth in the
following table:

INVESTMENT PORTFOLIO
December 31,
2001 2000 1999

(In thousands)
U. S. Treasury and U.S. Government agencies. ... ................ $ 16,948 $ 46,830 % 55,870
Mortgage-backed SeCUrIties ...............ccocoverevoeciinirerse s 90,647 31,341 30,521
State and municipal SECUTItES ..__.............cooevrviuvrerirerirrnerennes 11,684 19,499 8,356
EQUILY SECUTTHES. ............o.ovveeeeeee st sneenes 2,400 3.900 2,100
Total investment SECUrities..................c.cccouemrrvrrrerirenrnnen. S _ 121679 $ 101570 § 96,847

Total investment securities increased approximately $20,109,000, or 19.8%, to approximately $121,679,000 at
December 31, 2001, compared to approximately $101,570,000 at December 31, 2000 and approximately $96,847,000
at December 31, 1999. During 2001, non-taxable investment securities decreased $7,815,000, or 40.1%, to
approximately $11,684,000 from $19,499,000 at December 31, 2000, which represented an increase of $11,143,000 or
133.4%, from $8,356,000 at December 31, 1999. Taxable investment securities increased approximately $27,924,000,
or 34.0% during 2001 to $109,995,000 from approximately $82,071,000 at December 31, 2000, which represented a
decline of $6,420,000, or 7.3%, from approximately $88,491,000 at December 31, 1999. The composition of the
investment securities portfolio changed during 2001 primarily as excess funds were invested in mortgage-backed
securities. At December 31, 2001, U.S. government and agency securities represented 13.9% of the total investment
securities portfolio compared to 46.1% at year-end 2000, while state and ‘municipal securities represented 9.6% and
19.2% of the investment securities portfolio at year-end 2001 and 2000, respectively. In 2001, as investable funds
increased due to diminished loan demand and bonds redeemed prior to maturity, Community Bank mvested more
heavily in mortgage-backed securities to enhance cash flow and reduce call risk.

[The remainder of this page intentionally left blank]
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The maturities and weighted average yields of the investinents in the year-end 2001 portfolio of investment
securities are presented below. Taxable equivalent adjustments (using a 34% tax rate) have been made in calculating
yields on tax-exempt obligations. The average maturity of the investment portfolio was 5.20 years at year-end 2001
compared to 6.71 years at year-end 2000 with an average yield of 6.22% and 6.71% at December 31, 2001 and 2009,
respectively. Morigage-backed securities have been included in the maturity table based upon the guaranteed payoff date
of each security. ’

INVESTMENT PORTFOLIO MATURITY SCHEDULE

December 31, 2001

Maturing
Within After One But After Five But Affter
One Yegr Within Five Years Within Ten Years Ten Years
Ameount  Yield Amount  Yield Amount  Yield Amount Yield

(Dollars im thousands)

SECURITIES - ALL AVAILABLE-FOR-SALE:
U. S. Government agencies ................... $ 2001 662% $ 57,003 593% $ 21,093 605% $ 26406 6.37%
State and municipal securities . 180  7.17 3,557  6.06 670 727 8,368  7.89
Equity SecuUrities ...........c.ccocvmmrinrivecone = - - - - - 2400 674

b 2,181 6.67 $__ 60560 594 $ 21763 6.09 $§ 37174 673

With the exception of some securities issued by U.S. Government agencies, the Company held one municipal
bond issued by Hartselle Utilities, whose amortized cost of $4,854,027 exceeded 10% of the Company's consolidated
shareholders' equity on December 31, 2001.

Federal Funds Sold increased 900.0% during 2001, from $3,000,000 at December 31, 2000 to $30,000,000 at
December 31, 2001. This increase resulted from a decrease in loan demand coupled with an increase in deposit
balances.

The average balance of interest-bearing deposits with other banks reflected a decrease of 62.4% during 2001,
compared to a decrease of 31.9% during 2000 and an increase of 33.5% during 1999.

There has been no significant impact on the Company's financial statements as a result of the provisions of
Statement of Financial Accounting Standards No. 119, Disclosure about Derivative Financial Instruments and Fair
Value of Financial Instruments.

Deposits

Community Bank's primary source of funds is its deposits. Dividends from Community Bank are the
Company’s primary source of funds. Historically, continued enhancement of existing products, emphasis upon better
customer service and expansion into new market areas have fueled the growth in Community Bank's deposit base. The
Company does not presently anticipate further geographic expansion. Rather emphasis has been placed upon attracting
consumer deposits and the Company's intent is to expand its consumer base in its market areas in order to continue to
fund future asset growth.

During 2001, the Company's average total deposits increased approximately $6,247,000, or 1.0%, to
approximately $608,390,000 from approximately $602,143,000 in 2000, which represented an increase of
approximately $56,921,000, or 10.4%, from approximately $545,222,000 in 1999. At December 31, 2001, the
Company's total deposits were approximately $617,706,000, an increase of approximately $16,805,000, or 2.8%, from
approximately $600,901,000 at December 31, 2000.
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The following table presents the average deposit balances and the average rates paid for each of the major
classifications of deposits for the 12 month periods ending December 31, 2001, 2000 and 1999:

Averape Deposit Balances and Rates Paid

2001 2009 1999
Average Average Average
Average Rate Average Rate Average Rate
Balance Paid Balance Paid Balance Paid

{Dollars in thousands)

............................ $ 70,002 0.00% $ 68,785 000% $ 69,248 0.00%

Noninterest-bearing demand
Interest-bearing demand 92,360 3.50 102,254 4.92 94,763 4.36
58,875 . 3.31 55,983 4.39 53,730 351
387.153 5.70 375.121 5.92 327481 5.37

$608390  5.06 602,143 5.57 $545222 496

m The rate paid on total average deposits represents the rate paid on total average interest-bearing deposits only.

The Company's average interest-bearing deposits increased by 0.9%, 12.1% and 12.3% in 2001, 2000 and
1999, respectively. Average interest-bearing demand deposits decreased 9.7% compared to an increase of 7.9% during
2000 and 11.4% during 1999. Average savings and average time deposits increased 5.2% and 3.2%, respectively, during
2001 compared to increases of 4.2% and 14.5%, respectively, during 2000 and an increase of 15.9% and 12.0%,
respectively, during 1999. Average noninterest-bearing demand deposits increased 1.8% during 2001 compared to a
decrease of 0.7% during 2000 and an increase of 15.1% during 1999. Customer confidence and satisfaction are
evidenced by the increase in total average deposits of 1.0% in 2001, the increase in total average deposits of 10.4% in
2000 and 12.7% in 1999. The two categories of lowest cost deposits, noninterest-bearing demand deposits and
interest-bearing demand deposits, comprised the following percentages of total average deposits during 2001, 2000 and
1999, respectively: (i) Average noninterest-bearing. demand deposits - 11.5%, 11.4%, and 12.7%; and (ii) average
interest-bearing demand deposits - 15.2%, 17.0% and 17.4%. Community Bank experienced a shift in its deposit mix
during 2001 as interest-bearing demand deposits increased $14,619,000, or 17.1%, while savings and certificates of
deposits increased $1,776,000, or .4%. This is as compared to increases in interest-bearing demand deposits by
$7,491,000, or 7.9%, in 2000 and by $8,589,000, or 9.6%, in 1999, increases in savings accounts by $2,253,000, or
4.2%, in 2000 and by $6,123,000, or 10.4%, in 1999, and increases in certificate of deposits by $47,640,000, or 14.5%,
in 2000 and by $8,503,000, or 3.9%, in 1999. Of total time deposits at December 31, 2001, approximately 31.5 % were
large denomination certificates of deposit and other time deposits of $100,000 or more, up from 20.7% at December 31,
2000.

The maturities of the time certificates of deposit and other time deposits of $100,000 or more issued by the
Company at December 31, 2001 are summarized in the table below.

MATURITIES OF TIME DEPGSITS OF $100,006 OR MORE

December 31, 2001

Time Other
Certificates Time
of Deposit Deposits Total
(In theusands)

Maturing in three months 0T 1ES5 .............cooooveeeerreeeere e ree e § 5864 § 19,148 § 25012
Maturing in over three through six months. ... .........ccccoocevmvvirnnen. e 45,218 - 7 45218
Maturing in over six through twelve months | _.........c.ccccnvirricrrirens 28,671 - 28,671
Maturing in over twelve mOnthS . ..o 20,635 - 20,635
Total, ..o, ereas st e s e sen s st ees et et s s en o $ 100388 § 19,148 3§ 119536
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Borrowed Funds

Community Bank also uses borrowed funds as a source of funds for asset growth in excess of deposit growth
and for short-term liquidity needs. The mixture of borrowed funds and deposits as sources of funds depends on the
relative availability and costs of those funds and Comimunity Bank's need for funding.

Borrowed funds consist primarily of short-term borrowings, borrowings from the Federal Home Loan Bank of
Atlanta, Georgia ("FHLB-Atlanta") and long-term debt. Short-term borrowings at year-end 2000 and 1999 consisted of
the U. S. Treasury Tax and Loan Note Option account and securities sold under agreements to repurchase. Community
Bank had $5,000,000 at year end 2001 in available lines to purchase Federal Funds on a secured basis from a
commercial bank and $6,000,000 at year-end 2000 in available lines to purchase Federal Funds, on an unsecured basis,
from a commercial bank. At December 31, 2001 and 2000, Community Bank had no funds advanced against these lines.
In May 2001, Community Bank borrowed funds of $8,000,000 under the FHLB "fixed rate credit" plan. The advance
was for six months bearing interest at 4.15% and matured in November 2001.

The following table sets forth, for the periods indicated, certain information about the Company’s short-term
borrowings:

SHORT-TERM BORROWINGS

At December 31
Weighted Maximuam
Average Average Average Qutstanding At
Balance Rate Balance Rate Any Month End
(Dollars in thousands) ‘
2001: .
Federal Funds Purchased.................. S - 0.00% $ 74 6.11%  $ 3,000
Short-Term FHLB
Borrowings - 0.00 3,967 4.30 8,000
Securities Sold Under
Agreement To
Repurchase. 2,538 2.13 2,274 3.59 391
U.S. Treasury Tax and Loamn,
Note Option 1,822 . 1.51 1,021 3.21 814
Tatal §__ 4360 1.87 § 7336 3.95 § 12208
2000:
Federal funds purchased . .................. $ - 0.00 $ 402 6.47 $ 3,000
Short-term FHLB borrowings. ............ - 0.00 325 6.86 -
Securities sold under agreement to
repurchase. ...............ccc.coomnieniriennen 862 6.17 818 6.17 1,072
U.S. Treasury Tax and Loan, note
OPHOM. ... vvceveeiore e e rtsccsanes © 1403 5.72 1.044 6.14 2,436
Total oo § 2265 5.89 s 258 6.30 § 6,528

In the fourth quarter of 1998, Community Bank became a member of the FHLB-Atlanta and was approved to
borrow under various short-term and long-term programs offered by the FHLB-Atlanta. These borrowings are secured
under a blanket lien agreement on certain qualifying mortgage instruments in Commmunity Bank's loan and investrnent
portfolios. Community Bank's maximum credit availability with FHLB-Atlanta is fixed at $72,210,000. At December
31, 2000, Community Bank's maximum credit availability with FHLB-Atlanta was 10% of Community Bank's total
assets, based upon the most recent quarterly financial information submitted to the FDIC. Based on Community Bank's
Consolidated Report of Condition and Income as of the close of business on September 30, 2000, Community Bank's
maximum credit availability at December 31, 2000 was approximately $74,000,000.
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Since June 1999, Community Bank has borrowed funds under the FHLB-Atlanta's "Convertible Advance
Program." Community Bank had $38,000,000 outstanding at both December 31, 2001 and 2000 under the
FHLB-Atlanta's "Convertible Advance Program". This obligation has a final maturity of March 1, 2010 (120 months), a
call feature every quarterly payment date during the life of the obligation, and a fixed interest rate of 5.93% per annum.
The first call date for this advance was March 1, 2001; the advance was not called on that date nor has been since.

Advances obtained by Community Bank under the "Convertible Advance Program" are subject to the terms of
an agreement for Advances and Security Agreement with Blanket Floating Lien. Among other things, this agreement
provides that upon an event of default, the FHLB may declare all or any part of the indebtedness and accrued interest
thereon, including any prepayment fees, to be immediately due and payable. Included in the list of "events of default" is
where the FHLB reasonably and in good faith determines that a material adverse change has occurred in the financial
condition of Community Bank from that disclosed at the time of the making of any advance or from the condition of
“Community Bank as most recently disclosed to the FHLB.,

Long-term debt consisted of various commitments with scheduled maturities from one to 20 years. The
following table sets forth expected debt service for the next five years based on interest rates and repayment provisions
as of December 31, 2001. A more detailed explanation of long-term debt is included in Note 8 to the Company's
Consolidated Financial Statements inciuded elsewhere in this Report. s

MATURITIES OF LONG-TERM DEBT

2002 2003 2004 2005 2006
(In thousands)
Interest on indebtedness. ... $ 233§ 194 $ 173§ 150 § 126
Repayment of principal, ... ... 1.089 398 420 442 466

$§ 1322 § 592§ 93 § 592 § 592

In March 2000, the Company formed a wholly-owned Delaware statutory business trust, Community (AL)
Capital Trust I (the "Trust"), which issued $10,000,000 of guaranteed preferred securities representing undivided
beneficial interests in the assets of the Trust ("Capital Securities”). All of the common securities of the Trust are owned
by the Company. The proceeds from the issuance of the Capital Securities ($10,000,000) and common securities
($310,000) were used by the Trust to purchase $10,310,000 of junior subordinated deferrable interest debentures of the
Company which carry an annual interest rate of 10.875%. Under the terms of the indenture, the Company may elect to
defer payments of interest for up to ten semiannual payment periods. The Company elected to defer its March 2002
interest payment and may elect to do so again based on the liquidity needs of the Company when future payments
become due. For the duration of such deferral period, the Company is restricted from paying dividends to shareholders
or paying debt that is junior to the debenture. The debentures represent the sole asset of the Trust. The debentures and
related income statement effects are eliminated in the Company's consolidated financial statements. The Company is
entitled to treat the aggregate liquidation amount of the debentures as Tier I capital under Federal Reserve guidelines.

The Capital Securities accrue and pay distributions semiannually at a rate of 10.875% per annum of the stated
liquidation value of $1,000 per capital security. The Company has entered into an agreement which fully and
unconditionally guarantees payment of: (i) accrued and unpaid distributions required to be paid on the Capital
Securities; (ii) the redemption price with respect to any Capital Securities called for redemption by the Trust; and (iii)
payments due upon a voluntary or involuntary liquidation, winding up or termination of the Trust.

The Capital Securities are mandatorily redeemable upon the maturity of the debentures on March 8, 2030, or
upon earlier redemption as provided in the indenture pursuant to which the debentures were issued. The Company has
the right to redeem the debentures purchased by the Trust: (i) in whole or in part, on or after March 8, 2010; and (ii) in
whole (but not in part) at any time within 90 days following the occurrence and during the continuation of a tax event,
capital treatment event or investment company event (each as defined in the indenture). As specified in the indenture, if
the debentures are redeemed prior to maturity, the redemption price will be a percentage of the principal amount,
ranging from 105.438% in 2010 to 100.00% in and after 2020, plus accrued but unpaid interest.
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Liquidity Management

Liquidity is defined as the ability of a company to convert assets into cash or cash equivalents without
significant loss. Liquidity management invclves maintaining the Company's ability to meet the day-to-day cash flow
requirements of Community Bank's customers, whether they are depositors wishing to withdraw funds or borrowers
requiring funds to meet their credit needs. 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 preduction and
growth needs of the commumities it serves.

The primary function of asset and liability management is not only to assure adequate liquidity in order for the
Company to meet the needs of its customer base, but to maintain an appropriate balance between interest-sensitive assets
and interest-sensitive liabilities so that the Company can also meet the investment objectives of its sharcholders. Daily
monitoring of the sources and uses of funds is necessary to maintain an acceptable cash position that meets both its
customers' needs and its shareholders' objectives. In a banking environment, both assets and liabilities are considered
sources of liquidity funding and both are, therefore, monitored on 2 daily basis.

The asset portion of the balance sheet provides liquidity primarily through loan principal repayments or sales,
maturities, calls and pay downs of investment securities. Real estate-construction and commercial, financial and
agricultural lans that mature in one year or less totaled approximately $61,256,000, or 12.2% of loans, net of unearned
income, at December 31, 2001, and investment securities maturing in one year or less totaled approximately $2,181,000,
or 1.8% of the investment portfolio, at December 31, 2001. Other sources of liquidity include cash on deposit with other
banks and short-term investments such as Federal Funds sold and maturing interest-bearing deposits with other banks.

The liability portion of the balance sheet provides liquidity through various customers' interest-bearing and
noninterest-bearing deposit accounts. Funds are also available through the purchase of Federal Funds from other
commercial banks and borrowings against Community Bank's credit availability through the FHLB-Atlanta. Liquidity
management involves the daily monitoring of the sources and uses of funds to maintain an acceptable Company cash

position.

As disclosed elsewhere in this report, Community Bank has entered into agreeinents to sell ten of its banking
offices in the first half of 2002. Under each agreement the purchaser will receive the assets of each banking office mostly
consisting of loans and fixed assets and will assume the liabilities, most of which are deposits. The cash transaction will
be based upon the assets, liabilities and premium due to Community Bank at the time of each closing. Since these
offices, as a whole, carry more deposits than loans and other assets, Bank management expects to disburse funds as a
resuit of the transactions. Although the disbursement amount will not be known until the closing of each sale,
management expects to disburse as much as $25 to $30 million as a result of the transactions. As of December 31, 2001,
the federal funds sold balance was $30,000,000. Management expects the federal funds sold balance to remain at levels
high enough to provide the funding of any cash disbursements upon the clesing of any branch sales; however, these
transactions will decrease the availability of liquid funds.

Dividends paid by Community Bank are the primary source of funds available to the Company for debt
repayment, payment of dividends to its shareholders and other needs. Certain restrictions exist regarding the ability of
Community Bank to transfer funds to the Company in the form of cash dividends, loans or advances. The approval of
the Alabama Banking Depariment is required to pay dividends in excess of Community Bank's net earnings in the
current year plus retained net earnings for the preceding two years less any required transfers to surplus. At December
31, 2001, Community Bank could not have declared any dividends without approval of regulatory authorities. See Note
16 to the Company's Consolidated Financial Statements elsewhere in this Report and "Item 1 - Business - Supervision
and Regulation."

The Company relies on dividends from Community Bank in order to pay expenses, service debt and pay
dividends to shareholders. Although dividends from Community Bank are the primary source of funding, the Company
also receives cash from Community Bank in the form of management fee income and generally retains cash for its
portion of tax benefit on intercompany income tax settlements. Without dividends or management fee income from
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Community Bank, the Company would not be able to pay expenses or service debt. Management fees for 2001 were
$300,000 and no dividends were paid for 2001. Community Bank is unable to pay a dividend to the Company without
prior approval of the regulatory authorities nor is the Company able to increase the management fee charged to
Community Bank without the prior written approval of the Federal Reserve. See "Item 1 - Business - Supervision and
Regulation." Upon the sale of the branch offices and recognition of projected income for Community Bank in 2002,
Community Bank expects to request approval for dividends to be paid to the Company; however, the amount or
approval of such is not yet determinable.

Interest Rate Sensitivity

Community Bank's net interest income, and the fair value of its financial instruments, are influenced by changes
in the level of interest rates. Community Bank manages its exposure to fluctuations in interest rates through policies
established by its Asset/Liability Committee ("ALCO™). The ALCO meets periodically to monitor its interest rate risk
exposure and implement strategies that might improve its balance sheet positioning and/or earnings. Management
utilizes an Interest Rate Simulation model to estimate the sensitivity of the Bank's net interest income and net income to
changes in interest rates. Such estimates are based upon a number of assumptions for each scenario, including balance
sheet growth, deposit repricing characteristics and prepayment rates.

The estimated impact on Community Banks net interest income sensitivity over a one year time horizon at
December 31, 2001 is shown below. Such analysis assumes an immediate and sustained parallel shift in interest rates
and the Bank's estimates of how interest bearing transaction accounts will reprice.

RATE SHOCK ANALYSIS

-100. +100

Basis Basis

Points Level Points

(Dollars in thousands)

PHME RAE .........ooooooeveeveesreeesseesssssesse s ssses e sessss st eesesssssassoone 375% 475% 5.75%
Interest INCOME ...............ccoomromererveiereeesseeeoseeeeeeeeeseeeeee e $ 47,508 $ 50612 § 53,156
INterest EXPENSE. ... ....o....oooieeeieoeeees s s eesermesssse s s ssesassse s 18,102 20,094 21.679
Net Interest ICOME .........cc..ooeemvverrmrssmessnsessmererassneneens $§_20406 § 30519 § 31477
Dollar change from Level.............ccou..oomooevrssesssessssssrssasssssenns $ (1,113 $ 958
Percentage change from Level ..........ccocooomvomeireeeerrerenn, -3.65% 3.14%

[The remainder of this page intentionally left blank]
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INFEREST SENSITIVITY

Percentage Increase (Decrease)
in Interest Income/ Expense
Principal Ameunt of  Given Immediate and Sustained

Earning Assets, Interest Rate Shifts
Interest-bearing

Liabilities at Dewn 160 Up 160
December 31, 2001  Basis Points Basis Points

(Dellars in Thousands)

Assets which reprice in:

ONE YEAT OT1ESS, ... ..ooovveeeeereeeriee e enseseresenee s essaesseessrans $ 280,681 4.35% -0.76%
OVET ONIE YEAT .. ......oooevvveeeereeeeeeesseseseeesvaesssrenesesresseseenens 373,522 --14.12 9.44
$ 654203 - -6.13 5.03
Liabiiities which reprice in:
One Year OT 165 ...........covveeeeeeererer e esee s core s s seneeesrens 3 474,514 -9.92 7.87
OVET ONE YEAT _.........ovoeeereeveseereenissessesssessseoseessessasssssessessras 123,409 -9.90 7.96
$ 597923 991 7.89
Total net interest income SENSIIVILY ..o -3.65 3.14

As shown above, in a 100 basis point rising rate environment, the net interest margin should increase 3.14%
and in a 100 basis point falling rate environment, the net interest margin should decrease 3.65%. These percent changes
from a level rate scenario fall comfortably within Community Bank's ALCO policy limit of +/-7.00%.

Capitai Resources

A strong capital position is vital to the continued profitability of the Company because it promotes depositor
and shareholder confidence and provides a solid foundation for future growth of the organization. In 1993, 1995 and
1998, the Company raised capital through the sale of shares of its Common Stock. All three offerings were closed upon
being fully subscribed. In the fourth quarter of 1998, the Company sold to the public and the Company's Employee
Stock Ownership Plan (the "ESOP"), 500,000 newly issued shares of Common Stock at a price of $19.00 per share,
raising approximately $9,467,000 after reduction for offering expenses. The net proceeds from all offerings have been
available for debt reduction, capital enhancement, growth and expansion of the Company and general corporate

purposes.

In March 2000, the Company formed a wholly-owned Delaware statutory business trust, Community (AL)
Capital Trust I (the "Trust™), which issued $10,000,000 of guaranteed preferred securities representing undivided
beneficial interests in the assets of the Trust ("Capital Securities"). All of the common securities of the Trust are cwned
by the Company. The proceeds from the issuance of the Capital Securities ($10,000,000) and common securities
($310,000) were used by the Trust to purchase $10,310,060 of junior subordinated deferrable interest debentures of the
Comparnty which carry an annual interest rate of 10.875%.

The debentures represent the sole asset of the Trust. The debentures and related income statement effects are
eliminated in the Company's consolidated financial statements. The Company is entitled to treat the aggregate
liquidation amount of the debentures as Tier I capital under Federal Reserve guidelines. See "Bomrowed Funds --
Maturities of Long-term Debt."

Bank regulatory authorities have issued risk-based capital guidelines that take into consideration risk factors
associated with various categories of assets, both on and off the balance sheet. Under the guidelines, capital strength is
measured in two tiers, which are used in conjunction with risk-adjusted assets to determine the risk-based capital ratios.
The Company's Tier I capital, which includes commeon stock, retained eamnings and guaranteed preferred beneficial
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interest in the Company's junior subordinate deferrable interest debentures, amounted to approximately $49,118,000 at
December 31, 2001, compared to approximately $45,956,000 at December 31, 2000, and $39,976,000 at December 31,
-1999. Tier II capital components include supplemental capital components, such as qualifying allowance for loan losses
and qualifying subordinated debt. Tier I capital plus the Tier II capital components are referred to as Total Risk-based
capital, which was approximately $56,833,000, $53,746,000 and $44,067,000 at year-end 2001, 2000, and 1999,
respectively. The percentage ratios, as calculated under the guidelines, for Tier I and Total Risk-based capital were
10.02% and 11.59%, respectively, at December 31, 2001, compared to 9.01% and 10.54%, respectively, at year-end
2000 and 8.50% and 9.37%, respectively, at December 31,1999. At December 31, 2001, as both Tier I and Total
Risk-based capital of the Company exceeded the regulatory minimum ratios of 4% and 8%, respectively. Applying the
current guidelines to 2000 and 1999, the Company exceeded these minimum capital ratios for these periods as well.

Another important indicator of capital adequacy in the banking industry is the leverage ratio. The Tier 1
Leverage ratio is defined as the ratio that the Company's Tier I capital bears to total average assets minus goodwill. The
Company's Tier I Leverage ratios were 6.70%, 6.44% and 6.39% at December 31, 2001, 2000 and 1999, respectively,
exceeding the regulatory minimum requirement of 4%. ' ’

The following table illustrates the Company's regulatory capital ratios at December 31, 2001, 2000 and 1999:
CAPITAL ADEQUACY RATIOS

December 31,
001 2000 1999
. (Dollars in thousands)

Tier LCapHAL. .........coooeovverrceecriisnceese i senees $ 49118 § 45956 § 39976
Tier ICapital. .......occoooovirirreenrsecree e 7.715 7.790 4,091

Total Qualifying Capital $ 56833 3 53746 § 44,067
Risk-weighted Total Assets (including 0ﬁ"—balance~sheet

EXPOSUIES). ......o.verreraresresecemsseeissesssessonesonseaessssssseneseeseecessnes $ 490,224 3 510,161 § 470305
Tier I Risk-based Capital Ratio. .............. e pnsesd e - 10.02% 9.01% - 8.50%
Total Risk-based Capital Ratio ...t 11.59% 10.54% 9.37%
Leverage RAtio..........c..ccoovuvierermneeeesec e isenssesesconons . 6.70% 6.44% 6.39%

[The remainder of this page intentionélly left blank]
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In addition to regulatory requirements, a certain level of capital growth must be achieved to maintain
appropriate ratios of equity to total assets. The following table summarizes the equity-to assets and dividend payout
ratios for each of the last three years:

CAPITAL GROWTH (REDUCTION) RATIOS

Year Ended December 31
| 201 2060 199
Dividend Payout [atio. ............ooooovreoreeoreeoveeereeneseeseneeesessessseseeeesesen % (150.00)% 162.16%
Average equity 0 2Verage assets Tato . _............o.orvre 592 5.88 6.99

The Company's return on average assets ratio, which is computed by dividing net income (loss) by average
assets, increased in 2001 to {(0.15)% and decreased significantly in 2000 to (0.31)% from 0.26% in 1999. The increase
in 2001 was due to the net loss of approximately $1,100,000 in 2001, compared to net loss of approximately $2,215,000
in 2000 and net income of approximately $1,658,100 in 1999, coupled with only a 2.05% increase in average assets
during 2001 to approximately $725,461,000, compared to average assets of approximately $710,915,000 during 2000
and $632,713,000 during 1995.

The Company's return on average equity ratio, which is computed by dividing net income (loss) by average
shareholders’ equity, increased in 2001 to (2.56)%, from (5.30)% in 2000. The increase in 2001 was due to net loss of
approximately $1,100,000 made by the Company in 2001, compared to the net loss of approximately $2,215,000 in
2000 and net income of approximately $1,658,000 in 1999, which was coupled with only a slight increase in average
shareholders' equity to approximately $42,938,000 during 2001, compared to approximately $41,776,000 during 2000
and approximately $44,203,000 during 1999.

The Company's dividend payout ratio is determined by dividing the dividends per share by the basic net
earnings or loss per share for the relevant period. The Company did not pay dividends in 2001. During 2000, the
Company's dividend payout ratio was (150.00)% due to an increase in the amount of cash dividends paid per share
coupled with a basic net loss per share reported for the period. This compares to a dividend payout ratio of 162.16% for
1999, During 2000, the amount of cash dividends paid per share increased $0.15, or 25%, tc $0.75 from $0.60 in 1999,
In addition, during 2000, the Compary reported a basic net loss per share of $0.50 compared to basic net earnings per
share of $0.37 for 1999.

The Company's average equity to average assets ratio, which is computed by dividing average shareholders'
equity by average assets, was 5.92% in 2001, 5.88% in 2000, and 6.99% in 1999. The increase in 2001 was due to a
2.8% increase in average shareholders' equity during 2001 to approximately $42,938,000, compared to average
shareholders' equity of approximately $41,776,000 during 2000 and $44,203,000 during 1999, and a 2.1% increase in
average assets to approximately $725,461,000 during 2001, compared to approximately $710,915,000 during 2000 and
approximatety $632,713,000 during 1999.

RESULTS OF OPERATIONS

Net Interest Income

Net interest income is usually the principal source of a financial institution's earnings stream and represents the
difference or spread between interest income generated from earning assets and the interest expense paid on deposits and
borrowed funds. Fluctuations in interest rates as well as volume and mix changes in earning assets and interest-bearing
liabilities impact net interest income. All discussions in this section assume a taxable equivalent basis unless otherwise
noted.

Net interest income for 2001, on a fully taxable equivalent ("FTE") basis, decreased approximately $373,000,
or 1.3%, to approximately $27,478,000 from approximately $27,851,000 in 2000, compared to an increase of
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approximately $575,000, or 2.1%, in 2000 from approximately $27,276,000 in 1999. The Company experienced growth
in both average earning assets and average interest-bearing liabilities during 2001. However, the falling interest rate
environment during 2001, coupled with interest-bearing liabilities repricing slower than interest-earning assets, resulted
in the decrease in net interest income for 2001. The "Rate/Volume Variance Analysis” table in the section below
provides information about changes in interest income, interest expense and net interest income due to changes in
avetage balances and rates.

The Company's FTE interest income decreased approximately $2,641,000, or 4.3%, to $59,066,000 in 2001
from $61,707,000 in 2000, compared to an increase of approximately $8,909,000, or 16.9%, in 2000 from
approximately $52,798,000 in 1999. The decrease in 2001 was due to a 70 basis points decrease in the FTE yield on
average earning assets during 2001 despite an increase in the volume of average earning assets. The 2000 increase was
due to the 12.2% increase in average earning assets in 2000 coupled with a 40 basis points increase in the FTE yield on
average earning assets. The FTE interest income on loans decreased 6.1% during 2001, due to both a decrease of 1.0%
in the average loan balances ouistanding and a decrease in the FTE yield on loans of 53 basis points. During 2000, the
FTE interest income on loans increaséd 17.1%, primarily due to the 12.7% increase in the average loan balances
outstanding in 2000, coupled with an increase in the FTE yield on loans of 38 basis points. The FTE interest income on
investment securities increased 5.0% during 2001, compared to 2000, and 13.6% during 2000, compared to 1999, due
mostly to changes in the average investment security balances outstanding.

During 2001, the Company's interest expense decreased approximately $2,268,000, or 6.7%, to approximately
$31,588,000 from approximately $33,856,00 in 2000, as average interest-bearing liabilities outstanding during 2001
increased 2.1% but the average rate paid on interest-bearing liabilities during 2001 decreased 50 basis points. In 2000,
interest expenses increased approximately $8,334,000, or 32.7%, to approximately $33,856,000 from approximately
$25,522,000 in 1999, due to the effect of a 16.0% increase in average interest-bearing liabilities in 2000, coupled with
the effect of a 72 basis point increase in the average rate paid in 2000. Interest-bearing deposits are the major component
of interest bearing liabilities, representing 89.0% in 2001, 90.1% in 2000 and 93.2% in 1999 of average total
interest-bearing liabilities outstanding. While average mterest-bearmg deposits outstanding iricreased .9% and 12.1%
during 2001 and 2000, respectively, the rate paid on these average balances reflected a decrease of 51 basis points
during 2001 compared to an increase of 61 basis points during 2000. The decrease in interest expense on short-term
borrowings during 2001 primarily resulted from a decline of 277 basis points in the average rate paid. The decrease in
interest expense on long-term debt during 2001 occurred despite an increase in average balances outstanding during
2001 because of an 81 basis point decrease in the average rate paid during 2001. The increase in interest expense on
FHLB borrowings during 2001 was due to a 10.4% increase in the average balance of borrowings outstanding during
2001 even though the average interest rate paid on these borrowings decreased 4 basis points during 2001. A new
component of interest expense resulted in 2000 when Community Bank entered into capitalized lease arrangements on
two of its bank locations. The average capitalized lease obligations outstanding during 2001 were approximately
$5,415,000, which represented 9.0% of the Company's average total interest-bearing liabilities.

The trend in net interest income is also evaluated in terms of average rates using the net interest margin and the
interest rate spread. The net interest margin, or the net yield on earning assets, is computed by dividing net interest
income by average earning assets. This ratio represents the difference between the average yield returned on average
earning assets and the average rate paid for funds used to support those earning assets, including both interest-bearing
and noninterest-bearing sources. The Cornpany's FTE net interest margin for 2001 was 4.23%, compared to 4.42% and
4.86% for 2000 and 1999, respectively.

_ The interest rate spread measures the difference between the average yield on eamning assets and the average
rate paid on interest-bearing sources of funds. The interest rate spread eliminates the impact of noninterest-bearing funds
and gives a more direct perspective to the effect of market interest rate movements. The FTE net interest spread for 2001
decreased 20 basic points to 3.88% from the Company's 2000 spread of 4.08% as the cost of interest-bearing sources of
funds decreased 50 basis points, but the FTE yield on earning assets decreased 70 basis points. The FTE net interest
spread for 1999 was 4.40%. See the tables in this section below entitled "Consolidated Average Balances, Interest
Income/Expenses and Yields/Rates" and "Rate/Volume Variance Analysis" for more information.
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The following tabulation presents certain net interest income data without modification for assumed tax equivalency:

} Years Ended December 31
2001 © 2000 1399 1298 . 1997
Rate earned on earning assets, . ......., 9.10% 9.80% 9.40% 8.26% 8.84%
Rate paid on borrowed funds. ........... 5.22 5.72 5.00 5.23 5.14
Interest rate spread...............ooevein. 3.88 408 4.40 4.03 3.80
Net interest margin,..................o.oov.... 4.23 442 4.86 4.52 4.32

During 2001, the banking industry saw the prime interest rate move from 9.50% to 5.00%. This decrease
resulted as the prime interest rate fell by 100 basis points in February 2001, 50 basis points in each of April, May, June,
October, November and December and 25 basis points in each of July and September. This is in contrast to the 100
basis point increase during 2000. The Company's net interest income (not on a FTE basis), before the provision for loan
losses, decreased 1.2% during 2001, and increased 2.0% and 23.1% in 2000 and 1999, respectively. Net interesi
income, before provision for loan losses, was $26,898,000, $27,219,000, and $26,673,000 for the twelve months ended
December 31, 2001, 2000 and 1999, respectively. This represented changes of ($321,000) from 2000 to 2001 and
$546,000 from 1999 to 2000 as reported in the Company's Consolidated Statements of Income included elsewhere in
this Report.

The "Consolidated Average Balances, Interest Income/Expenses and Yieids/Rates" and the "Rate/Volume
Variance Analysis" tables are presented on the following four pages. The Consolidated Average Balances/Interest
Income/Expenses and Yields/Rates table presents, for the periods shown, the average balance of certain balance sheet
items, the dollar amount of interest income from average earning assets and resultant yields, the interest expense and rate
paid on average interest-bearing liabilities, and the net-interest margin. The Rate/Volume Variance Analysis table
presents an analysis of changes in interest income, interest expense and net interest income attributable to changes in
volume and interest rate. Income from tax-exempt earning assets has been adjusted to fully taxable equivalent amounts.

[The remainder of this page intenddnally left blank]
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CONSOLIDATED AVERAGE BALANCES, INTEREST INCOME/EXPENSE AND YIELDS/RATES

(Dollars in Thousands)
Years Ended December 31
2001 2000
Average  Income/ Yield/ Average  Income/ Yield/ Average
Balance  Expense Rate Balance  Expense Rate Balance
(Dollars in thousands)
Assets
Eaming assets:
Loans, net of unearned :
income (D(3)......oooeerrceerrivrernrnens $ 516,954 $51,158 9.90% $522,301 $54,492 10.43% § 463,298
Investment securities: .
Taxable 100,599 6,209 6.17 87,745 5,644 6.43 79,733
Tax exempt 13,468 1,052 7.81 15,366 1,271 8.27 15412
Total investment securities ..., ... 114,067 7,261 6.37 103,111 6,915 6.71 95,145 -
Interest bearing deposits
in other banks . 344 44 12.79 915 66 7.21 1,343
Federal funds sold .......... 17,816 603 3.38 3.635 234 6.44 1,740
Total eaming assets(2) ................ 649,181 59,066 9.10 629,962 61,707 9.80 561,526
Noninterest-eaming assets: '
Cash and due frombanks_......... 23,306 26,260 22,332
Premises and equipment ... . 42,971 38,232 32,527
Accrued interest and
other assets.. ... 16,657 19,781 19,087
Allowance for loan losses............ (6,654) (3.320) (2,759)
Total @SSetS .. .....oorveerererncrerionens $_ 725,461 $710915 $632.713
Liabilities and Shareholders' Equity
Interest-bearing liabilities:
Demand deposits.............c..coo..u... $ 92,360 3,237 350 $102,254 5,036 492 § 94,763
Savings deposits. .............cc..cceernn 58,875 ‘1,950 3.31 55,983 2,457 439 53,730
Time deposits ,..........ccoeveeeeeeunne 387,153 _ 22,057 5.70 375,121 22,218 592 _327.481
538,388 27,244 5.06 533,358 29,711 557 475974
Other short-term borrowings . 3,367 119 3.53 2,589 163 6.30 6,714
FHLB borrowings ................ 41,967 2,468 5.88 38,000 2,248 5.92 20,932
Capitalized lease obligations ........... 5,415 403 7.44 3,579 327 9.4 -
Long-term debt.............coomercrrrvrnneens 15478 1354 875 __14716 __1.407 9.56 7:100
Total interest-bearing '
liabilities ...........cccoomriemmerrenins 604,615 _31.588 5.22 592,242 _33.856 572 510,720
Noninterest-bearing liabilities:
Demand deposits...............c......... 70,002 68,785 69,248
Accrued interest and
other Habilities _...................... 7,906 8,112 8,542
Shareholders' equity .................... 42938 41776 44,203
Total liabilities and
shareholders' equity ............... §_725.461 . $710915 $632,713
Net interest income/net interest spread |, . 27,478 _ 3.88% 27,851 __4.08%
Net interest margin ............ccouervecrininees —-4.23% —4.42%
Taxable equivalent adjustment:
222 201
358 431
Total taxable equivalent
adjustment. ... 580 632
Net interest income $26,898 $27,219

m
@

Taxable Equivalent Basis

Average loans include nonaccrual loans. All loans and deposits are domestic.
Tax equivalent adjustments have been based on an assumed tax rate of 34%, and do not give effect to the disallowance for federal income

tax purpose of interest expense related to certain tax-exempt eaming assets.

3

Income on Loans, net of uneamned income, includes loan fees of $2,980,000.
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1999
Income/

- Expense

846,549

4,782
1,305
6,087

74
88
52,798

Yield/
Rate

10.05%

6.00
8.47
6.40

5.51
5.06
9.40

4.36
3.51
5.37
4.96
4.96
4.95
0.00
7.86

5.00

4.40%

—4.86%




RATE/VOLUME VARIANCE ANALYSIS

TAXABLE EQUIVALENT BASIS
Average Volume Change in Volume Average Rate
2001 2000 1998 2001-2000 2000-199° 2001 2000 1999
(Doliars in thousands)
Earning Assets:
Loans, net of uneamed income ... ............... $ 516,954 $ 522,301 3§ 463298 § (5,347) $ 59,003 9.90% 1043% 10.05%
Investment securities:
Taxable...... 100,599 87,745 79,733 12,854 8,012 617 6.43 6.00
Tax exempt................. 13,468 15,366 15412 (1.898) 46) 1781 8.27 8.47
Total investment securities ............., 114,867 103,111 95,145 10,956 7966  6.37 6.71 6.40
Interest-bearing deposits with other banks 344 915 1,343 (571) (428) 12.79 7.21 5.51
Federal funds sold...........cc..ccoccmmvenrinecrnnrins 17,816 3635 1,740 14,181 1,895  3.38 6.44 5.06
Total eamning assets...........cc..c.......... S 649,181 $ 629962 § 561,526 § 19219 § 68436 9.10 9.80 9.40
Interest-Bearing Liabilities:
Deposits:
Demand...........coocoomemreimrcminiisionecns $ 92,360 § 102254 § 94,763 $ (9,894) § 7491 350 492 436
Savings ..... 58,875 55,983 53,730 2,892 2253 331 4.39 3.51
T .covveevemeerensomscerseensssissanssins 38753 _ 375121 __ 327481 __ 12,032 47,640  5.70 5.92 5.37
Total interest-bearing deposits ........ 538,383 533,358 475,974 5,030 57,384 5.6 5.57 4.96
Other short-term borrowings ....................... 3,367 2,589 6,714 778 (4,125) 3.53 6.30 496
FHLB bOITOWINGS............coocrrevenreecnsermaerrenees 41,567 38,000 20,932 3,967 17,068  5.88 5.92 4.95
Capitalized lease obligations . 5,415 3,579 - 1,836 3,579 7.44 9.14 0.00
Long-term borrowings .............. 15,478 14,716 7,100 762 7.616  8.75 9.56 7.86
Total interest-bearing liabilities . 8 604,615 § 592242 $ 510720 § 12,373 § 81,522 _S522 572 _5.00
Net interest income/net interest spread. ... =3.88% _4.08% _440%
Net yield on eamning assets........................... —423% _4482% _4.86%
Variance Attributed to (1)
Interest Income/Expense Variance 2001 2000
2001 2000 1999 2003-2000 2000-1999  Volume Rate Yolume Rate
(Dollars in thousands)
Earning Assets: .
Loans, net of uneamed income .................. §51,158 $54,492 $46,549 $(3,334) § 7943 § (559) $(2,775) $ 6,125 § 1,818
Investment securities:
Taxable........ovrvvveecrmennrcrcererosereerisnnnn 6,209 5644 4,782 565 862 800 (235) 503 359
Tax exempt.... 1.052 1,271 1,305 219) (34) (151) (68) [C)] (30)
Total investment securities......... 7,261 6,915 6,087 346 828 649 (363) 499 329
Interest-bearing deposits with other banks | 44 66 74 (22) ®) (55) 33 @7 19
Federal funds sold ...........cccoervcemneninernnnns 603 234 88 369 146 527 (158) 117 29
Total earning assets .................... 839,066 $61.707 $352798 S(Q.641) § 8900 § 562 53203 § 6714 3 2195
Interest-Bearing Liabilities:
Deposits: ’
§ 5036 $ 4131 $(1,739) $ 905 § (452) $(1,347) § 345 § SN
2,457 1,886 B97) 571 122 (629) 82 489
THTR ... essseeninee 22,057 _22218 __17.577 (161) __4.641 690 851y _ 2,724 1917
Total interest-bearing deposits 27,244 29,711 23,594 2,467y 6,117 360 2,827y 3,151 2,966
Other short-term borrowings . 119 163 333 @4 170) 40 84) (243) 73
FHLB borrowings.................. 2,468 2,248 1,037 220 1,211 235 15y 976 235
Capitalized lease obligations...................... 403 327 - 76 327 42 34 327 -
Long-term borrowings .........cc..cccoeveerimanane 1,354 1,407 558 (53 849 79 (123) 707 142
Total interest-bearing liabilities,, _ 31,588 _33.856 _25522 (2.268) 8,334 747 (3.,015) _ 4918 3416
Net interest income..................... $27.478 $27.851 327276 § (373 § 575 % (185 § (188) § 1796 $(1.221)
(1) The change in interest due to both rate and volume has been allocated to volume and rate changes in proportion

to the relationship of the absolute dollar amounts of the change in each.
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Provision for Loan Losses, Net Charge-Offs and Allowance for Loan Losses

The Company maintains an allowance for loan losses to absorb losses inherent in the loan portfolio. The
allowance " is -based upen management’s estimated range of those losses Actual losses for these' loans may vary
51gmﬁca.nt1y from this estimate.*

At December 31, 2001, the allowance for loan losses was $7, 292 000 which represented an increase of
$185, 000 or 2.6%, over the December 31, 2000 amount of $7,107,000. There was a $4,504,000, or 173.0%, increase in
the allowance for loan losses at December 31, 2000 as compared to December 31, 1999. This increase in the overall
level of the allowance for loan losses was primarily due to additional provisions for loan losses of $3,478,000 and
$501,000 made by the Company in September 2000 and December 2000, respectively. As a percentage of total loans,
net of unearned income, the allowance for loan losses increased to 1.45% at December 31, 2001, compared to 1.35% at-
December 31, 2000. Management believes that the allowance for loan losses at December 31, 2001 is adequate to
absorb known risks in the Company's loan portfolio based upon the Company's historical experience. No assurance can
be given, however, that increased loan volume, adverse economic conditions or other circumstances will not result in
increased losses in the Company's loan portfolio or additional provisions to the allowance for loan losses.

A provisioﬁ for loan losses is charged égainsf current earnings. Actual loan losses, net of recoveries, are
charged directly to the allowance for loan losses. The amount of the provision for loan losses is based on the growth of
the loan portfolio, the amount of net loan losses- incurred and managemént's estimation of potential future losses based
on an evaluation of the risk in the loan portfolio. The provision for loan losses was $6,314,000, $9,289,000 and
$4,459,000 in 2001, 2000 and 1999, respectively. This represented a decrease of $2,975,000, or 32.0%, in 2001 and an
increase of $4,830,000 or 108.3% in 2000. The provision for loan loss in 2001 remained high compared to historical
levels due to increased loan charge-offs during the year. The increase in 2000 resulted from management's decision to
make provisions for current losses and actual growth in the loan portfolio and to increase the overall level of the
allowance -for loan losses due to aggressive lending in new expansion markets. The additional provision in December
2000 was made with tespect to the estimated loss on certain loans made through Commumnity Bank's Double Spnngs
Alabama Iocatlon, which are discussed in the following paragraph.

In March 2001, managernent‘ of Community Bank became aware that an employee in Community Bank's
Double Springs, Alabama location had improperly originated approximately $1,200,000 in loans primarily during 2000
and the first quarter of 2001 in violation of Community Bank's lending policies, and had manipulated loan payments to
make it falsely appear that payments under the loans were current. The bank employee has admitted wrongdoing in
connection with the loans and his employment with Community Bank has been terminated. Management notified federal
and state banking regulatory authorities, law enforcement authorities and the Company's fidelity bond carrier, and is
cooperating with law enforcement authorities in their investigation of the matter. As a result of its investigation of these
loans, the Company has charged off loans deemed to be a loss and has reserved for its future estimated losses with a
provision increasing its allowance for loan losses as of December 31, 2001.

In September 1998, Community Bank determined that $9,360,000 in motor vehicle loans that were originated
in Community Bank's Ft. Payne, Alabama Wal-Mart location primarily during a four-month period beginning in May
1998 were not in compliance with Community Bank's lending policy. By December 31, 1999 borrowers had defaulted
on approximately $5,594,000 of these loans. Community Bank took into possession and resold 362 vehicles that served
as collateral for these loans, which resulted in proceeds of apprommately 32, 963 000, which was applied to the
outstanding balances of the defaulted loans. In the fourth quarter of 1999, management determined that these unpaid
balances were impaired and, therefore, made a charge of approximately $2,631,000 to the Company's allowance for loan
losses in December 1999. Concurrently, a prbvision for loan losses, in the same amount, was made in order to return the
allowance for loan losses to its balance prior to the charge for the impaired loans. During 2000, Conmunity Bank,
including its subsidiary 1st Community Credit Corporation, charged an additional $567,000 to its allowance for loan
losses with respect to these defaulted Ft. Payne loans. On June 20, 2000, Community Bank filed an action in the United
States District Court for the Northern District of Alabama against an automobile dealership, several employees and
former employees of the dealership and a former employee of Community Bank. The lawsuit seeks damages of an
unspecified amount to recover losses incurred by Community Bank in connection with the Ft. Payne loans, along with
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all costs associated with the legal action. Any amounts received by Community Bank as a result of this litigation will be
treated as a recovery on loan losses. See "Item 3 - Legal Proceedings - Auto Loan Litigation."

Loan charge-offs exceeded recoveries by $6,129,000 during 2001, which represented an increase of
$1,344,000, or 28.1%, from $4,785,000 during 2000, which represented a decrease of $41,000, or 0.9%, from
$4,826,000 during 1999. Net loan charge-offs increased in 200! from 2000 in large part due to Double Springs
charge-offs mentioned above as well as other loans classified as loss during 2001. Net loan charge-offs remained at the
same level in 2000 as compared to 1999.

The following table sets forth certain information with respect to the Company's loans, net of uneamed income,
and the ailowance for loan losses for the five years ended December 31, 2001.

SUMMARY OF LOAN LOSS EXPERIENCE

==
bk
\&
]

2001 2000 1999 19
(Dollars in Thousands)

Allowance for loan losses at beginning
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OF PETIOM.......oovvvevecvcermsmneneeomncrerenseneseesesnessnessnns $ 7,007 § 2603 $ 2971 $ 2131 § 2425
Loans charged off:
Commercial, financial and agricultural. 1,056 620 - 282 190 80
Real estate - mortgage. 726 - 319 92 50 325
Consumer. . .........oovccvcvee. 4.785 4114 4,814 1,223 783
Total loans charged off, 6.567 5.053 5,188 1.463 1,188
~ Recoveries on loans previously charged off:
Commercial, financial and agricultural | ... 7 10 220 11 5
Real estate - mOrtgage. ..........c.ccovevecermrervecenns 490 2 4 - 9
Consumer. ........... e b e p et pn et srea 391 256 138 126 97
Total recoveries. 438 268 362 137 111
Net loans charged off. .......... 6,128 4,785 4,826 1,326 1,077
Reserves acquired through acquisitions ................. - - - 1,281 10
Provision for loan losses. ... 9,289 4458 885" 773
Allowance for loan losses at end of period $ 7107 §$ 2603 § 2971 § 2131
Loans, net of uneamned income, at end of period .,  § 501,520 $ 528316 $ 498,726 $ 433,853 $326134
Average 6ans, net of uneamed income,
outstanding for the period.............cooooerrrrrrccrnrecer . 3516954 §522301 $463298 $378180 3324745
2001 2000 1999 1998 1997
Ratios:
Allowance for loan losses to loans, net of '
uneamed income, at end of period ................. 1.45% 1.35% 0.52% 0.68% 0.65%
. Allowance for loan losses at end of period to h
average loans, net of uneamed income . ... ... 1.41 1.36 0.56 0.79 0.66
Net charge-offs to average loans, net of
unearned iNCOME..............c.orovcrrrrerrnenrrrnc 119 092 1.04 035 033
Net charge-offs to allowance for loan losses, ‘
atend of period ...........cc..coooeevrercrnnenerienirennnns 84.05 67.33 185.40 44.63 50.54
Recoveries to prior year charge—oﬁ's ,,,,,,,,,,,,,,,,,,, 8.67 5.17 24.74 11.53 9.02




In assessing the adequacy of the allowance for loan losses, management relies predominantly on its ongoing
review of the loan portfolio, which is undertaken both to ascertain whether there are probable losses which must be
charged off and to assess the risk characteristics of the portfolio in the aggregate. This review takes into consideration
the judgments of the responsible lending officers and senior management, external loan review professionals and also
those of bank regulatory agencies that review the loan portfolio as part of the regular bank examination process. Loans
identified as having increased credit risk are classified in accordance with the Company's loan policy and appropriate
reserves are established for each loan classification category based on pre-determined reserve percentages. Reserves are
established for the remaining unclassified portion of the loan portfolio based on actual historical loss factors associated
with certain loan types. ' ’

In evaluating the allowance, management also considers the historical loan loss experience of Community
Bank, the amount of past due and nonperforming loans, current and anticipated economic conditions, lender
requirements and other appropriate information. Community Bank allocates its allowance for loan losses to specific loan
categories based on an average of net losses for each loan type during the previous five years.

Management allocated the allowance for loan losses to specific loan classes, as of the dates indicated, as
follows: )

ALLOCATION OF THE ALLOWANCE FOR LOAN LOSSES

December 31
2001 - 2000 1999 1998 1997

Percent Percent Percent Percent Percent

of of of of of
Amount  Total©  Amount Total Amount Total Amount Total Amount Total

Domestic loans
Commercial, financial

and agricultural... ..., $ 802 11% § 711 0% § 234 9% $ 3526 18% $ 149 7%

Real estate - mortgage..... 583 .8 497 7 182 7 357 12 618 29

Consumer .............ccooeee. 5907 __ 81 __ 5899 __83 _ 2,187 _ 84 2088 __ 70 1364 64

$ 7292 _100% § 707 _100% 3§ 2603 _100% § 2971 _100% § 2,131 _100%

[The remainder of this page intentionally left blank]
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Nenperforming Assets

Nonperforming assets as of December 31, 2001 increased approximately $6,163,000, or 97.4%, to
approximately $12,492,00C from approximately $6,329,000 at year-end 2000, which represented an increase of
approximately $1,522,000 or 31.7%, from approximately 34,807,000 at December 31, 1999. Nonperforming loans
include loans classified as nonaccrual or renegotiated and those past due 90 days or more for which interest was still
being accrued. During 2001, nonaccruing loans increased 212.2% to $5,859,000 at December 31, 2001, while loans past
due 90 days or more decreased 8.8% to $2,346,000 at December 31, 2001. The Company has recognized its asset
quality problems and has ir turn, increased its credit standards. The Company has also implemented steps needed to
recognize problem credits more timely. Loan review processes were implemented during 2001 which have led to better
identification and recognition of problem credits. During 2000, nonaccruing loans decreased 30.7% to $1,877,000 at .
December 31, 2000, while loans past due 90 days or more increased 93.0% to $2,571,000 at December 31, 2000. Other
real estate was $4,287,000 and $1,881,000 at December 31, 2001 and 2000, respectively, which represented increases of
127.9% and 145.6%, respectively, from the prior year-end. There were no cormmitments to lend any additional funds on
nonaccrual or renegotiated loans at December 31, 2001. The following table summarizes the Company's nonperforming
assets at December 31 during each of the last five years.

NONPERFORMING ASSETS

December 31,

2001 . 2009 1939 1998 1997
(Dollars in Thouwsands)
NONaceruing 10ans ..........c..o.ccvuvevoevevsssrnensensisenns 5,859 1877 § 2,709 $ 1,600 § 1,093
Loans past due 90 days or more ...............ceeivemnes 2,346 2,571 1,332 2,384 975
Restructured 10ans..............ccc.eoveieernnreesrerernnenenns - - - - -
Total nonperforming loans. 8,205 4,448 4,041 3,984 2,068
Otherreal estate ,............cccoovueevneee.. 4,287 1,881 766 699 656

§ 12492 § 6320 § 4807 3 4683 § 2724

Ratios:
Allowance for loan losses to total nonperforming

BSSELS .. ...ceorercrriecrcenniee s sene st e 58.37% 112.29% 54.15% 63.44% 78.23%
Total nonperforming loans to total loans (net

of uneamed INCOME) ............convcruemmerecmrerescnrcsions 1.64 0.84 0.81 0.92 0.63
Total nonperforming assets to total assets............. 1.7% 0.89 0.71 0.78 0.55

The ratio of allowance for loan losses to total nonperforming assets declined 48.0% during 2001, to 58.37% at
December 31, 2001, compared to an increase of 107.4% during 2000, to 112.28% at December 31, 2000 and a decline
of 14.6% during 1999 to 54.15% at December 31, 1999. The significant decline in this ratio for 2001 resulted from the
substantial increase in the Company’s nonperforming assets during 2001. The ratio of total nonperforming loans to total
loans, net of unearned income, increased 95.2% during 2001, to 1.64% at December 31, 2001, compared to 0.84% and
0.81% at year-end 2000 and 1999, respectively. The ratio of total nonperforming assets to total assets increased 92.1%
during 2001 to 1.71% at year-end 2001, compared to 0.89% at year-end 2000 and 0.71% at year-end 1999. The ratios
have worsened in 2001 as nonperforming loans have increased.

There were no concentrations of loans exceeding 10% of total loans, which are not otherwise disclosed as a
category of Ioans at December 31, 2001, 2000 and 1999.

It is the general policy of Community Bank to stop accruing interest income and place the recognition of
interest on a cash basis when any commercial, industrial or real estate loan is past due as to principal or interest and the
uitimate collection of either is in doubt. Normally, accrual of interest income on consumer installment loans is suspended
when any payment of principal or interest, or both, is more than 90 days delinquent. When a loan is placed on
nonaccrual status, any uncollected interest accrued in a prior year is charged against the allowance for loan losses and
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any uncollected inferest accrued in the current year is reversed against current income unless the collateral for the loan is
sufficient to cover the accrued interest or a guarantor assures payment of interest.

Noninterest Income

Noninterest income for 2001 decreased approximately $368,000, or 3.7%, to approximately $9,538,000 from
approximately $9,906,000 in 2000, which represented an increase of approximately $751,000, or 8.2%, from
approximately $9,155,000 in 1999. Noninterest income is derived primarily from service charges on deposit accounts,
insurance commissions, bank club dues (a deposit account packaged with other financial services) and debt cancellation
fees. The 2001 decrease in service charges on deposit accounts for 2001 is primarily due to a reduction in insufficient
funds charges and deposit account attrition. Insurance commissions decreased 20.3% to approximately $1,918,000 in
2001 after increasing during 2000. The level of insurance commissions during the past three years is primarily a result of
the activities of Community Insurance Corp., a subsidiary of Community Bank, in the areas of property, casualty and life

“insurance. Bank club dues decreased 6.0% during 2001, to approximately $661,000, compared to a decline of 0.4%
during 2000. Debt cancellation fees decreased 33.7% to approximately $503,000, during 2001 compared to a 22.0%
increase in 2000. The decline in 2001 was primarily due to decreased volume in debt cancellation coverage associated
with a decline in Community Bank's loan portfolio. Other operating income decreased 41.3%, to approximately
$1,109,000 during 2001 compared to increases of 6.3% and 79.1% in 2000 and 1999, respectively. Components of
other operating income reflecting decreases during 2001 were fee income associated with wire transfers, safe deposit
box rentals, and other miscellaneous service fees. The Company also recognized gains on the sale of investment
securities during 2001, 2000 and 1999 as shown below.

NONINTEREST INCOME
' Year Ended December 31, Percent Change
2001 2000 1999 200172000  2000/1999
(Dollars in thousands)

Service charges on deposits ............cocoeorerrrnnnnn, $ 4,063 § 4,144 § 3627 2.0)% 14.3%
Insurance COMMISSIONS ..................oovveeumereererseconne. 1,918 2,406 2243 (20.3) 73
Investment securities gains (10sses)....................... 1,284 179 32,00 0.0 (97.8)
Bank club Ques.....................cccoomirrrerecrinsnerissiinianns 661 703 706 (6.0) (0.4)
Debt cancellation fees.............c...coovvreerereereninnnnnn. 503 759 622 (337 = 220 .
OhET ... e - 1,109 1.890 1778  (41.3) 6.3

§ 9538 $ 9906 § 9155 (3.7 8.2
Noninterest Expenses

Noninterest expenses totaled approximately $31,972,000 in 2001, $31,755,000 in 2000 and $29,208,000 in
1999. These levels represent changes of 0.7% and 8.7% for 2001 and 2000, respectively. The primary component of
noninterest expenses is salaries and employee benefits, which decreased $3,148,000, or 16.3%, during 2001 to
$16,146,000, compared to $19,294,000 and $17,010,000 for 2000 and 1999, respectively. The decrease in salaries and
employee benefits during 2001 resulted primarily from officer's salary reductions and overall corporate downsizing.
Director and committee fees were $479,000 in 2001, $675,000 in 2000 and $601,000 in 1999. The decrease in 2001
resulted primarily from not paying a retainer. fee to non-employee directors as was done in 2000. This represents a
29.0% decrease in 2001 compared to an increase of 12.3% in 2000. Since 1999, employee directors have not received
board or committee fees. Occupancy expense increased 5.3% in 2001 to $2,866,000, compared to $2,722,000 in 2000
and $2,655,000 in 1999, while furniture and equipment expenses decreased 0.8% in 2001 to approximately $1,893,000,
as compared to $1,908,000 in 2000 and $1,767,000 in 1999. Other operating expenses increased 47.9% in 2001 to
approximately $10,588,000, compared to $7,156,000 in 2000 which represented a 0.3% decrease from $7,175,000 in
1999. Professional and legal fees incurred as a result of continued litigation against the Company continues to keep other
operating expense high. :

The substantial decrease in certain types of noninterest expenses were offset by a write-down of approximately
$2,653,000 of unamortized goodwill related to 1st Community Credit Corporation and Community Insurance Corp.,

39




both subsidiaries of Community Bank. Management deemed the write-down necessary based on its assessment of each
Company's historical operating income. Management believes that the decision to recognize this expense was prudent
under current conditions. Moreover, the large size of the write-down is based on conservative estimates of each
subsidiaries future cash flows and may obviate the need for further adjustments, thus leaving the subsidiaries better
positioned for future performance.

In the first quarter of 2000, management took steps to reduce the rate of growth of the Company's non-interest
expenses. These steps included close scrutiny of monies spent for wavel and entertainment, sccial dues, advertising and
promotions, education and training and donations. As a result of these actions, the Company reduced expenses in these
areas by approximately $437,000, or 50.0%, during 2000, as compared to 1999, including a $211,000, or 65.9%,
decrease in advertising expense, and a $202,000, or 79.2%, decrease in training and education expense. These
reductions, however, were offset by increased costs in postage, telephone, audit and exam fees, and professional fees.
Additional cost reduction measures were identified in October 2000 and initiated in the fourth quarter of 2000 and the
first quarter of 2001. These actions included salary reductions at the executive officer level of Community Bank and the
Company, staff reduction through attrition and down-sizing and a reduction in the number of automobiles owned or
leased by the Company and its subsidiaries.

NONINTEREST EXPENSES
Year Ended December 31 Percent Change
2001 2099 199 2001/2000 2000/1999

(Dollars in thousands)

Salaries and employee benefits ... $ 1,146 $ 19294 § 17,010 (16.3)% 13.4%
OCcupancy eXpense ............cc.coouoomveerueveeemissneceones 2,866 2,722 2,655 5.3 25
Furniture and equipment expense. ........................ 1,893 1,908 1,767 (0.8) 8.0
Director and committee fees................cococrercvonnns 479 675 601 (29.0) 123
Amortization of intangibles . ...............ccooveerrernnnn. 562 554 493 1.4 124
Loss on write-down of goodwill . ... ... .. 2,653 - - 100.0 -
AGQVEIISING. ... sesseseenssenes 52 109 320 (52.3) (65.9)
TISUTANCE........oooeoesveeessssnns e 319 298 71 70 74.3
Legal FEES ... ..ooooooooeoreeeee et 1,873 785 864 138.6 (12.2)
Professional fees ................occoveveveerecincniiesrcn 1,202 220 166 446.4 325
SUPDHES.......ooevvieeirierrerieereeeeesecstseris et 652 515 623 26.6 (17.3)
POSEAZE ... 39¢ 443 380 (12.0) 16.6
TelePhOnE ... ... ennr e 769 920 765 (16.4) 19.6
Training and Education . ... ......c.cocooevvecrenniennns 44 53 255 17.0) (792)
OHIET ..o 2,872 3,259 3,104 (36.4) 50
$ 31,972 § 31,755 § 29,208 (7.7) 87

Income Taxes

The Company experienced a tax benefit of $749,000, or a 40.5% effective tax rate, on a pre-tax loss of
$1,849,000 for 2001, compared to an income tax benefit of $1,704,000, or 43.5% effective tax benefit rate, on pre-tax
loss of $3,919,000 for 2000 and an income tax expense of $502,000, or 23.3% effective tax rate on pre-tax income of
$2,161,000 for 1999. The tax amounts and rates are different than the statutory Federal tax rate of 34% primarily due to
investments in loans and securities earning interest income that is exempt from Federal taxation. As proportionately
fewer available funds are invested in tax-exempt assets, the effective tax rate will more closely approximate the statutory
Federal tax rate. The Company attempts to maximize any tax benefits and minimize any tax liabilities through active tax
planning. A more detailed explanation of income tax expense is included in Note 10 to the Cotmpany's Consolidated
Financial Statements included elsewhere in this Report.
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Impact of Iliﬂation,and Changing Prices

A bank's asset and liability structure is substantially different from that of an industrial company in that
virtually all assets and liabilities of a bank are monetary in nature. Management believes the impact of inflation on
financial results depends upon the Company's ability to react to changes in interest rates and by such reaction to reduce
the inflationary impact on performance. Interest rates do not necessarily move in the same direction, or at the same
magnitude, as the prices of other goods -and services. As discussed previously, management seeks to manage the
relationship between interest-sensitive assets and habLhtxes in order to protect against wide interest rate fluctuations,
including those resultmg from inflation.

‘Various information .shown elsewhere in this Report should assist in an understanding of how well the
Company is positioned to react to changing interest rates and inflationary trends. In particutar, the summary of net
interest income, the maturity distributions, the composition of the loan and security portfolios and the data on the interest
sensitivity of loans and deposits should be considered.
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MANAGEMENT'S STATEMENT OF RESPONSIBILITY
FOR FINANCIAL INFORMATION

- COMMUNITY BANCSHARES, INC.

The management of Community Bancshares, Inc. is responsible for the preparation, integrity, and objectivity
of the consolidated financial statements, related financial data, and other information in this annval report. The
consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States and include amounts based on management's best .estimates and judgment where appropriate. Financial
information appearing throughout this annual report is consistent with the consolidated financia! statements.

In meeting its responsibility both for the integrity and fairmess of these statements and information,
management depends on the accounting systems and related internal accounting controls that are designed to provide
reasonable assurances that (i) transactions are authorized and recorded in accordance with established procedures, (if)
assets are safeguarded, and (iii) proper and reliable records are maintained.

The concept of reasonable assurance is based on the recognition that the cost of internal control systems should
not exceed the related benefits. As an integral part of internal control systems, the Company maintains a professional
staff of internal auditors who monitor compliance and assess the effectiveness of internal control systems and coordinate
audit coverage with independent certified public accountants.

The responsibility of the Company's independent certified public accountants is limited to an expressior of
their opinion as to the fairness of the consolidated financial statements presented. Their opinion is based on an audit
conducted in accordance with generally accepted auditing standards as described in their report.

The Board of Directors is responsible for insuring that both management and the independent certified public
accountants fulfill their respective responsibilities with regard to the consolidated financial statements. The Audit
Committee meets periodically with both management and the independent certified public accountants to assure that
each is carrying out its responsibilities. The independent certified public accountants have full and free access to the
Audit Committee and Board of Directors and may meet with them, with and without maragement being present, to
discuss auditing and financial reporting matters.
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Item 8 - Financial Statements and Supplementary Data

The financial statements and supplementary data requued by Regulation S-X and by Item 302 of Regulatlon
S-K are set forth i in the pages listed below.

COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES

Financial Statements ' : 4 ‘ Page(s) )
Independént‘Auditors’ REPOTL.......ooocermmeecseniesieeesbumnnse b beesie o deeies s b assssssissss s sssses s rsssens 44
Consolidated Sfatements of Financial Condition as of December 31,2001 and 2000 ... ... ..o 45
Consolidated Statements of Income for the years ended December 31, 2001, 2000

and 1999 ..., ettt e ek R bR AR et e E e e R R et ks e ARt b et b s SR 46
Consolidated Statements of Shareholders' Equity for the years ended . L _ .

December 31, 2001,2000 and 1999 ............c..c.occovmsemvvmseresssssssssssnsssonssssssssnseos vt 47
Consolidated Statements of Cash Flows for the years ended December 31, 2001, 2000

and 1999 .. SR cesiegaeeniases feereeee et a et RA R Re st si et e Ra s s et 48-49
Notes to Consohdated Fmancml Statemcnts December 31, 2001 2000 and 1999 50-87
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To the Board of Directors and Shareholders
of Community Bancshares, Inc. '

We have audited the consolidated statements of Community Bancshares, Inc. and subsidiaries as of December
31, 2001 and 2000, and the related consolidated statements of income, shareholders’ equity and cash flows for
each of the three years in the period ended December 31, 2001, These financial statements are the responsibility
of management. Qur responsibility is to express an opinion on these financial statements based on cur audits.

We conducted our audits 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 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 evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Community Bancshares, Inc. and subsidiaries as of December 31, 2001 and 2000, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States of
America.

Dudley, Hopton-Jones, Sims & Freeman PLLP

Birmingham, Alabama
April 5, 2002

Known internationally ay Moore Stephens Dodley L1.C
An independently owned and operated member of Moore Stephens North America, ne - members in principal cities throughout North America
Maoore Stephens North Anterica, Ine is a member of Moore Stephens International Limited - members i principal cities thronghout the world




CONSOLIPATED STATEMENTS OF FINANCIAL CONDITION
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES

DECEMBER 31, 2001 AND 2000
2001 2000
Assets :
CASH ettt sttt s s ettt b 3 8,312,263 $ 7627215
Due from DANKS ......cooovcviierierr e e s 14,724,745 18,379,396
Interest-bearing deposits with banks. ...........ccoccovrveveiiceneinicececeinne 200,000 700,000
Federal funds SOIA ........c.coreecireeercii ettt ree st cena e et eserenas 30,000,000 3,000,000
Securities available for SIE ........ceiveimirieeicccene vt e s 121,679,303 101,569,818
LIOAINS «.ocveroeveeeeveeeeeee e ee s oo es e e seseesee e es e eeseseeeese e eeeme st eeseseesss e eeesresesnen 501,583,650 528,467,345
Less: Uneamed i00IME. .........ccccvermieiriiinierrecteeiiresis e sessss s s seanessesraraenas 63,991 151,184
Allowance for 10am J0SSES ......cocvevevviieie ittt s ere e ere e 7,292,370 7.107.430
INEEIDAMS ..ottt sttt sttt st e er et eb et et esss st esnearsesetesesnonen 494,227,289 521,208,731
Premises and equiPIMent, 16t .......c.coeieiereiiveriie et e 39,626,868 39,325,645
CACCIUEA INIETEST. ..ottt st e sr e er e e er e s anas 7,061,043 8,432,321
IHANGIDIES, TIEL. ..ottt e st ebee st esabss s sane e s steaas 2,629,682 5,757,055
Other 182l BSTALE ......c.cveveeiriecre vttt s sesese st st en st er s st aresanteseonas 4,287,273 1,880,548
OHhET ASSEIS ....eciiniiiieeieieiiee ettt e e ras e sese st enea b e e saerebas b seee e s ensas 6,733,102 5,637,313
TOTAl ASSELS.......ccoviirireie ettt sttt sttt sttt sa st asd et sr e $_729.481.568 $ 713,518,042
Liabilities And Sharcholders’ Equity
Deposits:
NONINETESI-DEATING .......ooeevreiveireeririne st erct e reere s ssese seavares $ 67,695,615 $ 67,285,705
INEETESEDEATING ... eeceoeieereeeceee ettt e tees st es st reennsens 550,010,415 533,615,062
TOAl DEPOSILS ........oovveeveeoeeeee e seee e ee s 617,706,030 600,900,767
Other short-term BOITOWINES .....c.cocoveririiiiierinc et evse e eeenens 4,359,927 2,265,231
ACCIUSA IMETESE. .....ooooeeeo e ee e eees e es e eseseesees e eseaee e 4,400,000 5,375,725
FHLB DOITOWILE .....o.vvvvoevnveveeneesese s iesereseses s eessessessesessesssesseseasse e 38,000,000 38,000,000
Capitalized 1ease ODRZAHONS ....covverreeriiiireeiirrereeecc et e s 5,766,076 5,850,225
Long-erm debt ....c.cc.covieiiieriiec e st s s 4,666,599 5,675,204
Guaranteed preferred beneficial interest in the .
Company's junior subordinated deferrable interest debentures.............. ' 10,000,000 10,000,000
Other HabIHEs .......coveveeeeriereerrecect ettt b et s ereseas 3,917,567 4,261,120
Total LIaDIHtIEs ...........cccoveeveereiee e e e 688,816,199 672,328,272
Shareholders’ Equity '
Preferred stock, par value $.01 per share, 200,000 shares
authorized, N0 ShAreS ISSUE ........oeoiieeieieeeereceerreeeir et eeeae e s emeesnes - -
Common stock, par vahie $.10 per share, 20,000,000
shares anthorized, 4,808,331and 4,674,995 shares
issued, as of December 31, 2001 and 2000, respectively...................... 480,833 467,499
Capital SUIPIUS .....ovveeirieiiee ettt sttt ersr s st s b nan 30,753,008 29,804,921
RELAINEA CATTHNES ........oo e veeeeeereeenies e ress e s eesessesieesssess e eseeesse e orsseres 12,390,300 13,490,799
Treasury Stock, 20,803 Shares ..........c.ccevveiiiiirevicvenenresee s e seesesens (396,768) (396,768)
Uneamed ESOP shares - 174,267 and 199,877 shares :
as of December 31, 2001 and 2000, respectively .......c.cocevververrernrcevenenne (2,317,902) (2,574,002)
Accumulated other oomprehensive (10SS) INCOME ....covvererrerrereerreereseeenene (244,102) 397.321
Total Shareholders' EQUItY .........cccooooverevicenccccnrir e s 40,665,369 41,189,770
Total Liabilities and Shareholders’ Eqmty ................................................. $ 729,481,568 $ 713,518,042

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF INCOME
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
YEARS ENDED DECEMBER 31, 2001, 2000 AND 19%9

2001 2000 1999
Interest Imcome
Interest and fees on 1oans ................ccoouevvenrverenerennsenninenns $ 50,937,197 $ 54,291,413 § 46,390,060
Interest on investment securities:
Taxable SECUTIHES ..............o.covrrverirecmserenseneesesesseneseseees 6,209,240 5,644,293 4,781,553
Securities exempt from federal income taxes ... 633,065 839,587 860,689
Interest on federal funds sOId .........c.ovvovievieereereies ' 603,072 234,432 87,702
Interest on deposits in other banks . ..., 43,851 65,576 74,250
Total Interest INCOME ..........c..coooerrererrrrereenerannencenneene 58.486.425 61.075.301 52,194,254
Interest Expense
Interest ON AEPOSIES ... .......ovvvrverrnirenirereenriesinsssesseennens 27,244,411 29,711,253 23,593,922
Interest on other short-term borrowings . ...............co.c.... 118,857 162,801 332,551
Interest on capitalized lease obligations. ........................ 402,452 326,812 ' -
FHLB DOIEOWINGS .......coeeirieniiirerresnesemssssesssseseenens 2,467,829 2,248,055 1,036,704
Interest on long-termdebt. ..........cccccoovvirnriirirerrnens 233,318 567,579 558,484
Interest on guaranteed preferred
beneficial interest in the
Company's junior subordinated deferrable
interest EDENMUIES . .......cccooovveverirmrisinrrensinnesssissenes 1,121,213 839,791 -
Total Imterest EXPEIMSE. _...o.ocovoiereeerieeresens 31,588.077 33,856,291 25,521,661
Net Interest INCOME. ... ........coovvvrerimererrernnsnresrnssseesane 26,898,348 27,219,010 26,672,593
Provision for 10an 10SSes ..............ccooverrvevmmrvonsrecrnrsennens 6,313,940 9.289.362 4,458,636
Net Interest Income After provision
For Lean Losses _...........ccc.ccc.eeivvinneessnsesnrsnesesssesnessens 20,584,408 17,929,648 22,213,957
Noninterest Income
Service charges on deposits .............coooerrrerrereercernenne 4,062,631 4,143,775 3,626,448
Insurance COMMISSIONS. .. ...........ccoorvmveererenmmensesereessinsenns 1,918,733 2,406,183 2,243,358
Bank club QUES . .......c.cooveireeiecrennienrie s e s 660,734 702,534 706,080
Debt cancellation fees ...........c...ooeorveremmmerinionrensenennns 503,329 758,825 622,048
Other operating MNCOMIE .............coeeveveernerenneensisersnssreens 1,108,582 1,890,220 1,777,641
Investment SECUTItIES GAINS ..............ccoeecrererreecrirnrenssionenns 1,283,943 4,587 179,303
Total Noninterest InCome ..........ococoovvveveererenns ' 9,537,954 9,906,124 9,154,878
Nomninterest Expenses ,
Salaries and employee benefits ..............cocevriereerennne. 16,146,189 19,293,662 17,010,366
OCCUPANCY EXPEIISE ............ccreeerreverirersenssessnssnssseressssneanes 2,865,964 2,722,441 - 2,654,567
Furniture and equipment €Xpense. ..............ccocovereenn. 1,892,667 1,908,086 1,767,388
Director and committee f6eS ............occovvvveevrereiereerenens 479,366 674,739 601,312
Other OPETating EXPENSES ...............covmeressmemrsesssssssnene 10.587,527 7,156,251 7,174,614
Total Noninterest EXPEnses .........ccccoovvveereierennns 31,971,713 31,755,179 29,208,247
Income {loss) before IncOmMe taXES .. :....co.ovvevcrevereereeennes (1,849,351) (3,919,407) 2,160,588
Income tax expense (benefit) . ... ....cccccoovveorvrernninncinnennees (748.852) (1,704.476) 502,478
Net Income (LOSS) ..........cccoverreerveeermerinsireessssenseneens (1,100499) 3§  (2214931) § _ 1,658,110
~ Earnings (Loss) Per Common Share - basic........................ 8 024) $ 050 § 037
Earnings (Loss) Per Common Share - diluted.................... $ (0.24) $ 047y % 0.36

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999

Accumulated
Unearned Other
Common Capita Retained ESOP Comprehensive Treasury
Stock Surplus - Earnings Shares Income Stock Total
Balance at . e

December 31, 1998 $ 464,792 3 29,100,383 20,169,519 $ (2,944,232) $ 442939 § - § 47,233,401
Net Income - 1999 - - 1,658,110 - - - 1,658,110
Other comprehensive '

income,net of tax and

reclassification adjustments:

Net Change in Unrealized

Gains (Losses)

on Securities ... - - - - (2.096,060) - (2.096.060)
Comprehensive Income - . - - - - (437,950)
Cash dividends: Common - - (2,788,754) - - - (2,788,754)
Stock Options Exercised ........ 867 124,138 - - - - 125,005
Tax Benefit on Stock options _, - 18,348 - - - - 18,348
Stock Issued in lieu of cash

paid for directors' fees ; )

ALY s 892 168,644 - - - - 169,536
Release of ESOP shares .._..........ccccone. . - - 155,790 - - 185,790
Balance at X

December 31,1999 . . 466,551 29,411,513 19,038,875 (2,788,442)  (1,653,121) - 44,475,376
Net Loss - 2000 .....ovvcrrirrcereccrirennnonecns - : - (2,214,931) - - - (2,214,931)
Other comprehensive

income,net of tax and

reclassification adjustments:

Net Change in Unrealized
Gains (Losses)
on Secunities ............cocooerinnin - - - - 2,050,442 - 2,050,442
Comprehensive Loss ........... - - - - e - (164.489)
Cash dividends: Common ., - - (3,333,145) - - - (3,333,145)
Stock Issued in lieu of cash

paid for directors' fees _

at $23.50 948, 221,856 - - - - 222,804
Release of ESOP shares __ - 171,552 - 214,440 - - 385,992
Purchase of Treasury Stock . - - - L] - (396,768) (396,768)
Balance at

December 31, 2000 | 467,499 29,804,921 - 13,490,799 (2,574,002) 397,321 (396,768) 41,189,770
Net Income - 2001 - - (1,100,499) - - - (1,100,499)
Other comprebensive

income, het of tax and

reclassification

adjustments:

Net change in
unrealized gains
(tosses) on
securities - - - - '(641,423) - (641.423)
Comprehensive Income ... - - - - - - (1,741.922)
Stock Options Exercised ..., 32,956 3,708,944 - - - - 3,741,900
Stock used by optionees to

purchase options when fair

value was $18 per share (20,788) (3,721,112) - - - - (3,741,900)
Tax Benefit on Stock Options - 751,556 - - - - 751,556
Stock Issued in lieu of cash

paid for directors' fees )

at $18.,. 1,166 208,699 - - - - 209,865
Release of ESOP shares - - - 256,100 - - 256,100
Balance at o . .

December 31, 2001 S 480833 § 30,753,008 § 12300300 §_ (317902) §._(244,102) §_(396,768) 8 40,665,369

See notes to consolidated ﬁnanciai statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
2001 2000 1999
Operating Activities:
Net income (108S) ..........ccooovmevcremsrvesnnssris s sesssssssessssssees 3 (1,100,499 § (2,214931) $ 1,658,110 |
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Provision for 10an 108S€s ...............ccooovvvcemercrioernisensnsson, 6,313,940 9,289,362 4,458,636
Provision for depreciation and amortization ........................... 2,611,405 3,467,187 2,296,843
Amortization of investment security premiums
and accretion of discounts. .. _...... 159,957 149,261 162,032
Deferred tax (benefit) expense ... (914,941) (2,198,860) 225413
Loss on write-down of goodwill 2,652,620 - -
Realized investment Security gains. ................cccocoeeccrivivenrnons (1,283,945) (4,587) (179,303)
Loss on sale of premises and equipment ... 66,482 144,398 4,396
Increase in accrued interest receivable. ..., 1,371,278 (1,895,207) (545,526)
Increase in accrued interest payable .............ccooeerecvierrenens (975,725} 1,632,119 162,672
ONET ...t s et sseb bt ces 864.637 (2,157,701) 1.460.171
Net cash provided by operating
ACHVILIES | . et saeenes 9,765,209 6,211,041 9.703.444
Investing Activities:
Proceeds from sales of securities available forsale ... 86,418,413 16,229,953 11,627,522
Proceeds from maturity of securities
available for sale ..............coooovveveviiereiieciinsee e 2,500,000 25,210,217 10,778,482
Purchase of securities available forsale ... (108,972,949) (42,889,985) (25,337,831)
Net decrease in interest-bearing deposits
with other banks _...............c.ccoomreneiree s 500,000 - 250,000
Cash used in acquisition of insurance operations , .................. - - (750,000)
Loans purchased ...............c.o.ccovcommmmeevrconemmcercessrrsescseonersssnenoen - - (2,312,592)
Net decrease (increase) in loans to customers ... 16,968,554 (34,374,869) (67,674,628)
Proceeds from sale of premises and equipment. _................... 108,075 162,914 72,680
Capital eXpPENdItres ...............ccoveemecrmmmrersrreceeaensonsesessrnsssenens (2,612,433) (5,986,652) (7,254,322)
Net proceeds from sale of other real estate .............occooveennenee L 1.292.223 853.961 415941
Net cash used in investing activities ... ‘ (3,798,117 (40.794.461) (80,184,748)
Financing Activities: .
Net increase (decrease) in demand deposits,
NOW accounts, savings and time open deposit accounts .., 21,905,506 (9,214,288) 16,952,243
Net (decrease) increase in certificates of deposit .................. {(5,108,244) 36,854,261 17,723,030
Net increase (decrease) in short-term borrowings |, 2,094,696 (228,611) 302,001
(Decrease) increase in borrowings from FHLB ... - (2,000,000) 40,000,000
Net (decrease) increase in capitalized lease obligations .......... {84,14%) 5,850,225 -
Repayment of long-termdebt ...............coccooreceemmerrnivermecronsecnns (752,504) (961,958) (775,764)
Issuance of guaranteed preferred beneficial
interest in Company's junior subordinated
deferrable interest debentures ...............ccocoveirmrenreenecineces - 10,000,000 -
Issuance of common stock. - 222,804 312,889
Purchase of treasury stock ) - (396,768) -
Cashdividends. .............ccccooovivvomrrricenreniiensssrescsnssennnes - (3.333.145) (2.788.754)
Net cash provided by financing :
BCIVIHES .. oo 18,063,305 36,792.520 71.725.645
Net increase in cash and cash equivalents _...._............ccceo..... 24,030,397 2,209,100 1,244,341
Cash and cash equivalents at beginning of year .., 29.006.611 26,797.511 25.553.170
Cash and cash equivalents at end of year ...........coocovecevecenn. $ 53,037,608 3§ 29006611 § _ 26797511

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999

2001 2000
Supplemental disclosures of cash flow
information:
Cash paid during the year for: ‘ ‘ ‘
Interest.................cnnis OSSN $ 32,563,802 § 35488410
INCOME tAXES..........c..ovvervreesmsresoesnssseneos SR (1,082,900) 859,978

Supplemental schedule of non-cash investing and financing activities:

ot
Nd
N

$ 25,684,333
1,121,889

Other real estate of $4,411,029, $1,824,857 and $840,902 was acquired in 2001, 2000 and 1999, respectively,
through foreclosure. Other assets acquired by foreclosure amounted to $3,777,599 in 2001, $2,975,936 in 2000 and

$3,969,795 in 1999.

[The remainder of this page intentionally left blank]

See notes to consolidated financial statements

49




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
COMMUNITY BANCSHARRES, INC, AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business: Community Bancshares, Inc. (the "Company™) is a Delaware corporation and a bank
holding company registered with the Board of Governors of the Federal Reserve System (the "Federal Reserve") under
the Bank Holding Act of 1956, as amended (the "Bank Holding Company Act"). The Company was organized in 1983
and commenced business in 1985. The Company has one bank subsidiary, Community Bank, an Alabama banking
corporation which conducts a general commercial banking business in north and west-central Alabama and south-central
Tennessee.

Principles of Consolidation: The consolidated financial statements include the accounts of Commumnity
Bancshares Inc. and its wholly owned subsidiaries (the "Company") Community Bank, Commumty Appraisals, Inc.,
Community Insurance Corp. and st Community Credit Corporation (collectively, the "Bank."). All significant
intercompany balances and transactions have been eliminated.

Use of Estimates: The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and labilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ

from those estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the
allowance for loan losses. While management uses available information to recognize losses on loans, future additions to
~ the allowance 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 allowance for loan losses. Such agencies
may require the Company to recognize additions to the allowance based on their judgments about information available
"to them at the time of their examination.

Investments in Securities: The Company's investments in securities must be classified as either "Investment
Securities Held to Maturity" or "Investment Securities Available for Sale" and accounted for as follows:

° Securities Held to Maturity. Bonds, notes and debentures for which the Bank has the positive intent
and ability to hold to maturity are reported at cost, adjusted for amortization of premiums and
accretion of discounts which are recognized in interest income using methods which approximate
level yields over the period to maturity,

g Securities Available for Sale. Securities available for sale consist of bonds, notes, debentures, and
certain equity securities not classified as securities held to matunty.

The Company and its subsidiaries have no trading securities. At December 31, 2001 and 2000 all of the
Company's investments in securities were classified as securities available for sale.

Unrealized holding gains and losses, net of tax, on securities available for sale are reported as a net amount in a
separate component of shareholders' equity (Accumulated Other Comprehensive Income) until realized.

Gains and losses on the sale of securities available for sale are determined using the specific-identification

method.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Commued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES '
DECEMBER 31, 2001, 2000 AND 1999

_ Loans and Interest Income: Loans are reported at pnnc1pa1 amounts outstanding less unearned income, net
deferred fees, and the allowance for loan losses.

Interest income on consumer loans, made on a discount basis, is recognized in a manner which approximates
the level yield method. Interest income on substantially all other loans is recognized on a level yield basis.

Loan fees, net of certain direct origination costs, are deferred and amortized over the terms of the loans using a
method which approximates a level yield.

Anmual fees chargéd on'équity lines are récoghi’zéd as income when charged to the account holder.”

Loans on which the accrual of interest has been discontinued are designated as nonaccrual loans. Accrual of
interest on loans is discontinued when reasonable doubt exist as to the full collection of interest or principal, or when
they become contractually in default for 90 days or more as to either interest or principal, unless they are both well
secured and in the process of collection. ‘ '

When a loan is placed on nonaccrual status, current year accrued and uncollected interest is charged to interest
income on loans and previous year accrued interest is charged to the allowance for loan loss reserve, unless management
believes accrued interest is recoverable through the liquidation of collateral. Interest payments received on nonaccrual
loans are applied as a reduction of principal. Loans are returned to accruing status when they are brought fully current
with respect to interest and principal and when, in the judgement of management, the loans are estimated to be fully
collectible as to both principal and interest. Interest on accruing impaired loans is recognized as long as such loans do
not meet the criteria for nonaccrual classification. ‘

Allowance for Loan Losses: The allowance for loan losses is maintained at a level believed adequate by
management to absorb potential loan losses in the loan portfolio. Management's determination of the adequacy of the
allowance is based on an evaluation of the portfolio, past loan loss experience, current domestic economic conditions,
collateral values of properties securing loans, volume, growth and composition of the loan portfolio, and other relevant
factors. Unfavorable changes in any of these, or other factors, or the availability of new information, could require that
the allowance for loan losses be increased in future periods. The method used to determine the amount of loss inherent
in the loan portfolio and thereby assess the adequacy of the recorded balance of the allowance for loan losses involves
identifying portfolio loans with similar characteristics for which estimates of inherent future probable losses can be
made. The estimates are based on historical loss factors as adjusted for current business and economic conditions. The
loss factors are applied to the representative portfohos in order to determine the overall adequacy of the allowance for
loan losses. Loans deemed uncollectible are charged to the allowance. Provisions for loan losses and recoveries on loans
previously charged. off are added to the allowance:.

Loan Fees: The Company accounts for loan fees and origination costs in accordance with Statement of
Financial Accounting Standards No. 91, Accounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Direct Costs of Leases. The basic requirement of this statement calls for the Company to treat loan
fees, net of direct costs, as an adjustment to the yield of the related loan over the term of the loan.

Premises and Equipment: Premises and equipment are stated at cost less accumulated depreciation.
Expenditures for additions and major improvements that significantly extend the useful lives of the.assets are capitalized.
Expenditures for repairs and maintenance are charged to expense as incurred. The carrying value of assets traded in are

-used to adjust the carrying values of the new assets acquired by trade. Assets which are disposed of are removed from
the accounts and the resulting gains or losses are recorded in operations. ‘
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- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ {Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

Depreciation is provided generally by accelerated and straight-line methods based on the estimated useful lives
of the respective assets.

Other Real Estate: Other real estate comprises properties acquired through a foreclosure proceeding or
acceptance of a deed in lieu of foreclosure. These properties are carried at the lower of cost or fair market value based
on appraised value at the date acquired. Loan losses arising from the acquisition of such properties are charged against
the allowance for loan losses.

Earnings Per Common Share: Basic earnings per comimon share are computed by dividing earnings available
to stockholders by the weighted average number of common shares outstanding during the period. Diluted earnings per
share reflect per share amounts that would have resulted if dilutive potential cormmon stock had been converted to

‘common stock, as prescribed by Statement of Financial Accounting Standards No. 128, Earnings per Share. The
following reconciles the weighted average number of shares outstanding:

2001 2000 1999

Weighted average of common shares outstanding 4,572,301 4,460,295 4,429,303
Effect of dilutive options - 211,135 165.769
Weighted average of common shares outstanding :

" effected for dilution . 4,671,430 4,595,072

Income Taxes: Provisions for income taxes are based on amounts reported in the statement of income (after
exclusion of non-taxable income such as interest on state and municipal securities) and include deferred taxes on
temporary differences in the recognition of income and expense for tax and financial statement purposes. Deferred tax
assets and liabilities are included in the financial statements at currently enacted income tax rates applicable to the period
in which the deferred tax assets and liabilities are expected to be realized or settled as prescribed in Statement of
Financial Accounting Standards No. 109, Accounting for Income Taxes. As changes in tax laws or rates are enacted,
deferred tax assets and liabilities are adjusted through the provision for income taxes.

The Company and its subsidiaries file a consolidated federal income tax retumn. Each subsidiary provides for
income taxes on a separate-return basis, and remits to the Company amounts determined to be currently payable.

Pension and Employee Stock Ownership Plans: The Company and its subsidiaries have various employee
benefit plans which cover substantially all employees. Pension expense is determined based on an actuarial valuation.
The Company contributes amounts to the pension fund sufficient to satisfy funding requirements of the Employee
Retirement Income Security Act. Contributions to the Employee Stock Ownership Plan ("ESOP") are determined by the
Board of Directors but may not be less than the amount required to cover the debt service on the ESOP loan.

Intangibles: Excess of purchase price over net assets of businesses acquired is recognized as goodwill and
other intangibles and amortized on a straight-line basis over periods of 15 to 25 years. The Company assesses the value
of its intangible assets to determine that recorded amounts are reasonable and not impaired. An impairment loss is
recognized against operating income when events or circumstances indicate carrying amounts may not be recoverable.

At December 31, 2001 and 2000, intangibles, net of amortization, totaled $2,629,682 and $5,757,055,
respectively. Amortization expense for the years ending December 31, 2001, 2000, and 1999, totaled $471,390,
$1,429,879 and $495,513, respectively. See Recently Issued Accounting Standards included in this Note 1 regarding
SFAS 142, Goodwill and Other Intangible Assets for future accounting and reporting requirements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31,2001, 2000 AND 1999

Off Balance Sheet Financial Instruments: In the ordinary course of business the Company has entered into off
balance sheet financial instruments consisting of commitments to extend credit, commitments under credit card
arrangements, commercial letters of credit and standby letters of credit. Such financial instruments are recorded in the
financial statements when they are funded.

Debt Cancellation Contracts: The Company began issuing debt cancellation contracts on certain loans to
customers as of October 1, 1995. The contract represents an agreement by the Company to cancel the debt of the
borrower upon said borrower's death. Contracts may not be written on loans in excess of $25,000 per borrower., The
Company charges fees equivalent to that authorized by the state banking authorities and establishes a reserve account,
from fees collected, to cover potential claims. The reserve for debt cancellation contracts totaled $142,825 and $168,001
at December 31, 2001 and 2000, respectively.

Cash Flow Information: For purposes of the statements of cash flows, the Company considers cash, due from
banks and federal funds sold as cash and cash equivalents.

Stock Based Compensation: The Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 123, Accounting for Stock-Based Compensation. SFAS No. 123 became effective for years
beginning after December 15, 1995, and allows for the option of continuing to follow Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees, and the related Interpretations or selecting the fair value
method of expense recognition as described in SFAS No. 123. The Company has elected to follow APB No. 25 in
accounting for its employee stock options and no compensation cost has been recognized by the Company. '

Reclassification. Certain amounts in 2000 and 1999 have been reclassified to conform with the 2001
presentation.

Comprehensive Income: Comprehensive income is defined as the change in equity of a business enterprise
during the period from transactions and other events and circumstances arising from nonowner sources. Items that are to
be recognized under accounting standards as components of comprehensive income are displayed in the Consolidated
Statements of Shareholders' Equity. (See Note 18).

Segment Information: All of the Company's subsidiaries offer similar products and services, are located in the
same geographic region, and serve the same customer segments of the market. As a result, management considers all
units as one operating segment and therefore feels that the basic financial statements and related footnotes provide
details related to segment reporting. ‘

Recently Issued Accounting Standards

In June 1998, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards ("SFAS") No. 133, Accounting for Derivative Instruments and Hedging Activities. This statement establishes
accounting and reporting standards for derivative instruments and for hedging activities. It requires that an enfity
recognize all derivatives as either assets or liabilities in the statement of financial condition and measure those
instruments at fair value. The accounting for changes in the fair value of a derivative is to be determined based upon the
intended use of the derivative. For certain hedge designations (cash flow and foreign currency exposure) the derivative's
gain or loss is reported as a component of other comprehensive income. Other designations require the gai or loss to be
recognized in eamnings in the period of change. This statement, amended as to effective date by SFAS No. 137, is
effective for financial statements for periods beginning after June 15, 2000. In June 2000, the Financial Accounting
Standards Board also issued SFAS No. 138, Accounting for Certain Derivative Instruments and Certain Hedging
Activities - an Amendment of SFAS No. 133. The adoption of SFAS No. 133, as amended by SFAS No. 138 did not
have a material impact on the Company's consolidated financial statements.
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COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

In September 2000, the FASB issued SFAS No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities - a replacement of FASB Statement No. 125. While SFAS No. 140 carries
over most of the provisions of SFAS No. 125, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities, it provides new standards for reporting financial assets transferred as collateral and new
standards for the derecognition of financial assets, in particular transactions invelving the use of special purpose entities.
SFAS No. 140 also prescribes additional disclosures for collateral transactions and for securitization transactions
accounted for as sales. The new collateral standards and disclosure requirements are effective for fiscal years ending
after December 15, 2000, while the new standards for the derecognition of financial assets are effective for transfers
made after March 31, 2001. The adoption of this statement did not have a material effect on the Company's consolidated
financial statements.

In June 2001, the FASB issued SFAS No. 141, Business Combinations. This statement address financial
accounting .and reporting for business combinations and supersedes ABP Opinion No. 16, Business Combinations, and
SFAS No. 38, Accounting for Preacquisition Contingencies of Purchased Enterprises. All business combinations in the
scope of SFAS No. 141 are to be accounted for using one method, the purchase method. Prior te the issuance of this
statement, subject to certain criteria, business combinations were accounted for using one of two methods, the
pooling-of-interests method or the purchase method. The twe methods produce different financial statement results. The
single-method approach used in SFAS No. 141 reflects the conclusion that virtually all business combinations are
acquisitions and therefore shouid be accounted for in the same manner as other asset acquisitions based on the values
exchanged. This statement provides expanded and revised guidance related to the allocation of the purchase price to
goodwill and other intangibles arising from the business combination. The provisions of SFAS No. 141 apply to all
business combinations initiated after June 30, 2001. The adoption of SFAS No. 141 is not expected to have a material
effect on the Company's consolidated financial statements.

In June 2001, the FASB issued SFAS No. 142, Goodwill and Other Intangible Assets, which addresses
financial accounting and reporting for acquired goodwill and other intangible assets and supersedes APB Opinion No.
17, Intangible Assets. SFAS No. 142 provides new standards for accounting relating to intangible assets after initial
recognition in the financial statements. This statement proscribes the accounting practice of amortizing or expensing
intangibles ratably over a prescribed period of time and imposes new guidance requiring that goodwill and certain other
intangibles be tested for impairment at least annually by comparing fair values of those assets with their recorded
amounts. Additional disclosure requirements also are provided. The provisions of SFAS No. 142 are required to be
applied in fiscal years beginning after December 15, 2001. Management has not yet determined the amount of goodwill
impairment to be recognized upon adoption of SFAS 142,

In June 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. This statement
requires that the fair value of a liability for an asset retirement obligation be recognized in the period in which it is
incurred if a reasonable estimate of fair value can be made. The associated asset retirement costs are capitalized as part
of the carrying amount of the long-lived asset. This statement is effective for financial statements issued for fiscal years
beginning after June 15, 2002. The adoption of this statement is not expected to bave a material effect on the Company's
consolidated financial statements. a

In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-lived
Assets, This statement addresses financial accounting and reporting for the impairment or disposal of long-lived assets.
This statement supersedes FASB Statement No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of, and the accounting and reporting provisions of APB Opinion No. 30, Reporting
the Results of Operations - Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions, for the disposal of a segment of a business (as previously defined
in that opinion). This statement also amends Accounting Research Bulletin No. 51, Consolidated Financial Statements,
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to eliminate the exception to consolidation for a subsidiary for which contro} is likely to be temporary. The
major changes resulting from this statement relate to the establishment of a single method for the recognition
of impairment losses on long-lived assets to be held and used whether from discontinuance of a business
segment or otherwise. This statement is effective for financial statements issued for fiscal years beginning
afier December 15, 2001. Management has not yet determined whether or not the application of this statement
will have a material effect on the financial statements.

The Bank is required to maintain average reserve balances either in vault cash or on deposit with the
Federal Reserve. The amount of those reserves required at December 31, 2001 was approximately $421,000.

During 1998 the Bank implemented a system, which under Regulation D and recent Federal Reserve
Rulings, allows the Bank to segregate its transaction accounts into a transaction sub-account component and a
non- transaction sub-account component. The transaction sub-account component remains subject to the
higher 10% reserve requirement while the non-transaction sub-account component is subject tc a 3% reserve
requirement. This process allows the Bank to maintain lower reserves required by the Federal Reserve
System.

NOTE 3 - INVESTMENT SECURITIES

, At December 31, 2001 and 2000, the Company's investment securities are categorized as available
for sale and, as a result, are stated at fair value based generally on quoted market prices. Unrealized holding
gains and Josses, net of applicable deferred taxes, are included as a component of sharcholders' equity,
(Accumuiated Cther Comprehensive Income) until realized.

: The carrying amounts of investment securities as shown in the consolidated statements of financial
condition of the Company and their approximate fair values at December 31, 2001 and 2000 are presented
below.

} ’ Gross Gross Estimated
Amortized Unrestized Unrealbized Fair
Caost Gains Losses Value
‘As of December 31, 2001:
Securities Avatlable For Sale:
U. S. Government And Agency
SECUIHICS. ..ottt $ 16,854,383 S 29,368 § 5,234 § 16,948,517
State And Municipal Sectrities ...co..sosmen 11,512,284 220,731 49372 11,683,643
Mortgage-Backed SeCurities. ..ouwmmsenossssses 91,319,473 166,360 838,690 90,647,143
Equity Securities 2,400,000 - 2,400,000

As of December 31, 2000:

Securities available for sale:
U. S. government and agency securities............... $ 46,826,740 § 350,714 $ 347,680 $ 46,829,774
State and municipal SECUNtES ..........coevrerereernennans . 18,591,183 914,593 6,445 19,499,331
-Mortgage-backed securities. ............cocecvererreenenns 31,580,186 153,284 392,757 31,340,713
Equity SECUIIHES 1..ovveererreirirereneesiesensreerenes - 3,909,507 5,507 3,500,000

$122.086,840 § 4864553 § 893.296 S 121,679.303

$100907616 § 1418591 § 756389 § 101.569.818

, The contractual maturities of securities available for sale at December 31, 2001 are shown on the
. following page. Expected maturities will differ from contractual maturities because borrowers may have the
right to call or prepay obligations with or without call or prepayment penalties.
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Weighted

Estimated Tax
Amortized Fair Equivalent

Cost Yalue Yield

As of December 31, 2001:

Due in one year 0T 1685..............voeuerremenresnienssinssssenessssensssnsns $ 2,180,704 § 2,181,498 6.67%
Due after one year through five years...............comrrcenrorersceernne 60,955,273 60,560,338 5.94%
Due after five years through ten Years... ..............ccocoecovevveveenene 21,811,733 21,763,025 6.09%
Dug after tel YEATIS ........ccoooverrverrenreriseesiesssosessssesssssessessissssenns 34,738,430 34,774,442 6.73%
EQuity SECUTILIES .. .........ovvimerreeiecectec sttt see seesenes 2.400.000 _2.400.000 6.74%

$ 122,086,140 § 121,679,303

Mortgage-backed securities have been inctuded in the maturity tables based upon the guaranteed payoff date of
each security.

Proceeds from the sale of available-for-sale securities were $85,134,468, $16,229,953 and $11,627,522 in
2001, 2000 and 1999, respectively.

Gross realized gains and losses on investments in debt securities available for sale for each of the years ended
December 31, 2001, 2000 and 1999 were as follows:

2001 2000 1899
Gross 1eRHZEA GAINS . ..........ooovveeereeees e eev e s seeeaeseeeneneeseone $ 1,283945 $ 45,362 $ 186,853
GrosS TEAHZEA 10SSES ... ..o seres s eeeereeeeseeee e - 40,775 7,550

The carrying value of investment securities pledged to secure public funds on deposit, securities sold under
agreements to repurchase, and for other purposes as required by law amounted to approximately $87,514,000 and
$80,503,000 at December 31, 2001 and 2000, respectively.

An investment security issued by Hartselle Utilities is carried at a value of $4,854,027, which exceeds 10% of
total stockholder's equity.

NQOTE 4 - LOANS
The Bank grants loans to customers primarily in north and west-central Alabama and south-central Tennessee.

The major classifications of loans as of December 31, 2001 and 2000 were as follows:

December 31,

2001 - 2000

Commercial, financial and agricultural ... ..., 3 146,209,839 $§ 140,773,063
Real estate - CONSITUCHON .. ........o.ovivereeireereiecmeieecssenesecssesssteesssstessssenseses 3,126,592 5,429,141
Real eState - MOTIZABE ...........oovvieeeeereeeeeeree s seeeeseeereseeseeeeseesrse s esnens 233,216,469 236,591,919
CODSUINET ... .......cooovirernrireeeeeeeseeses sttt sss bt stses bt ensssesbessesaesasbensanbenen 119.030.750 145,673,222

501,583,650 528,467,345
Less: Unearned INCOIME .................oouorveeveereeesresssessesseeesseesesiseseessreesssseesnsen 63,991 151,184
Less: Allowance for 10an 10SS€S ...............ococovvireree e e rssenens 7,292,370 7,167,430
INEELIOAIS . e s bt et s st $ 494227280 § 521208731
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At December 31, 2001, the recorded investment in loans that were considered to be impaired was $6,186,216
(of which $3,828,056 were on a nonaccrual basis). Included in this amount is $5,070,769 of impaired loans for which
the related loan loss allowance is $726,895. The balance of $1,115,447 of impaired loans for which the related loan loss
allowance is included in the Company's overall allowance for loan losses.

At December 31, 2000, the recorded investment in loans that were considered to be impaired was $924,000 for
which the related loan loss allowance was $520,000, in accordance with SFAS No. 114. There were no impaired loans
for which no related allowance was determinéd. Of the above mentioned of impaired loans, $128,000 were on a
nonaccrual basis.

For the year ended December 31, 2001, the amount of interest that would have been recorded under the
original terms on nonaccrual loans was $301,584 and the amount that was actually recorded was $116,094. The
difference between gross interest income that would have been recorded under original terms and the interest actually
recorded was $113,038 and $115,098 for the years ended December 31, 2000 and 1999 respectively.

A substantial portion of the loans is secured by real estate in markets in which branch offices are located in
northern Alabama. Accordingly, the ultimate collectibility of a substantial portion of the loan portfolio, and the recovery
of a substantial portion of the carrying amount of real estate owned, are susceptible to changes in market conditions in
these areas. . .

NOTE 5 - ALLOWANCE FOR LOAN LOSSES

Changes in the allowance for loan losses for each of the years ended December 31, 2001, 2000 and 1999, were
as follows: .

2001 2000 1999
Balance at beginning of year __............c.cooorvveveeerene. $ 7,107430 $ 2,603,128 $ 2,970,597
ChArE-OfFS _........oooveiveeeeeeeseeeeess s eeesessreess s eee s eee e sssresese s (6,567,136) (5,053,052) (5,188,037)
RECOVETIES,......ovvoeerecserieseseeaeeoeese s sensses e sseneensasmneanens 438.136 267.992 361,932
Net Charge-0fI8 ... e s seeess s (6,129,000) (4,785,060) (4,826,105)
"Provision for loan loSSes................ccoovuvereciivermnrevneeseesrecssnne 6,313,940 9.289.362 4,458,636
Balance at end 0f YEar ................ccooovverive e seeeseseees $§ 729370 § 7107430 3 2,603,128

NOTE 6 - PREMISES AND EQUIPMENT
Premises and equipment at December 31, 2001 and 2000 were as follows:

December 31,

2001 2000

LANA ..ottt ettt es st r e $ 4331352 § 3,402,209
Buildings and Jand improvements ... .........c....co.ccooveerorceoensseseenesese s 23,287,467 25,161,118
CapitaliZed IASES.......0.....oveoveeeoeeeeeteeseeee e ese s s res st 5,880,626 5,880,626
Property HEld £or Sale ..o sses e ssssssseans 2,689,023 -
Furniture and eqUIPINENt. ... _._..........cooverrorireesreeseeestrmessesssesssissesesssesenssessins 11,846,267 12,719,546
Automobiles ..o SO - 1,674,691 1,690,867
Leasehold IMPIOVEMENS | _..............ooucrieeresesiueeeensseesasesesesseessssosseesesessssssssnsssses 853.690 853,690

50,563,116 49,708,056
Less allowance for Aepreciation ................oocoveveeieeneececreseeeses s s 10,936.248 10,382,411

§_39626868 $ 39,325,645
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The provisions for depreciation charged to occupancy expense and furniture and equipment expense for the
years ended December 31, 2001, 2000 and 1999 were $2,136,653, $2,037,309 and $1,798,679, respectively. The Bank
capitalized $242,020 and $244,971 in interest costs related to building construction in 2001 and 2000, respectively.

NOTE 7 - INTANGIBLES

Goodwill and core deposit intangibles at December 31, 2001 and 2000 are summarized as follows:

December 31
2001 2000

Goodwill, gross 7,567,312 $ 9,069,201
Goodwill write-off  (2,652,620) -
Loss on disposals - (845,873)
Accumulated amortization . {2,285.010) (2.466.273)

In December 2001, the Company recorded a goodwill write-down of $2,652,620 ($1,908,157 after taxes)
which represented the unamortized goodwill related to the Company's wholly owned subsidiaries, 1st Community Credit
Corporation and Community Insurance Corp. The goodwill of each subsidiary was determined to have been impaired
because of current condition of the companies and their inability to generate future operating income without substantial
revenue increases that are uncertain. Moreover, recoverability of the goodwill through future cash flows was not
reasonably assured.

NOTE 8 - DEPOSITS
The major classifications of deposits as of December 31, 2001 and 2000, were as follows:

December 31,
2001 000

Noninterest-bearing demand $ 67695615 $ 67,285,705

Interest-bearing demand . ..............co..ccoooievimveeniconeeessss s ia s 100,094,906 85,475,801
SAVINGS ........oovooveocveeeeeee e svasasssesssssnesssosesesssssaosssassssesessssossssssssisnssasissssnasssans 70,479,875 63,603,383
THINE ..ot sttt a e sasssre s sme st 259,899,596 260,170,173
Certificates of deposit of $100,000 Or MOTE ............coovvveeeereeeoreeesreeeeesresennne 100,387,582 101,011,881
Other time AePOSILS . ............e.o.ove et es s cosses e sss st sssasseasenes 19,148,456 23.353.824

S _617.706,030 $ 600,900,767

The maturities of time deposits following December 31, 2001, were as follows:

Years Ending December 31,

2002 e ettt et es e ettt et st s et et et e e e ner s eerenesenreeea $ 313,781,527
2003 e er ettt ettt enae e eae et s et s s s er s ene e e s s e nreeen 47,750,783
2004 et s ettt ettt ettt ot ne e ne et e e renenee e 7,587,498
2005 .ottt ettt see et ettt et R et aes et st e n ettt e taeenseasrenenaesenanean 6,305,554
ZOO0G ...t et et seaeeas et at s eb ettt eeeane et e eeneea bt eesetasen s et s eteastaneean et reraeatae e 3,759,960
TRETCATIET ..ottt eer et ese e s s eres e eneseesss st esseene e sanensensesmeseeran _ 250312

$ 379435,634

58




NOTES TO CONSOLIDATED FINAN CHAL STATEMENTS - (Continued)
COMMUNITY BANCSHARES, INC, AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1599

NOTE 9 - FHLB BORROWINGS AND LONG TERM DEBT |

At December 31, 2001 and 2000, the Company had notes payable totaling $52,666,599 and $53,675,204,
respectively.

On December 17, 1992, the Company entered into a loan agreement with a regional bank for amounts up to
$6,500,000. At December 31, 2001 and 2000, the amounts outstanding were $711,304 and $1,423,003, respectively,
due December 17, 2002, bearing interest at a floating prime rate, collateralized by 100% of the common stock of
Community Bank. The note agreement contains provisions, which limit the Company’s right to transfer or issue shares of
Community Bank's stock. Principal payments of $59,292 are due monthly; however, the Company has the option of
postponing up to twenty-four monthly principal payments, provided that no more than six consecutively scheduled
installments are deferred.

On November 3, 1993, the Trustees of the Company's ESOP executed a promissory note of $1,200,000 in
order to-purchase common stock in the Company's public offering of new common stock. The note was originally
secured by 80,000 shares of purchased stock. The promissory note had been refinanced in years subsequent to 1993 as
additional shares were purchased by the ESOP. On December 1, 1998, this note was refinanced and an additional
56,682 shares of the Company's common stock were. obtained by the ESOP. This debt, in the original amount of
$2,963,842, was secured by 261,433 shares of the Company's common stock. The note bears interest at a floating rate,
with principal and interest payments due monthly through November 16, 2010, with all remaining principal, if any, due
upon that date. The initial principal and interest payment on this debt was $31,677. As changes occur in the interest rate
on the loan, appropriate adjustments are made to the monthly principal and interest payments. At December 31, 2001,
the monthly payment was $33,852. The Company has guaranteed this debt and in accordance with the apphcable
accounting and reporting guidelines the debt has been recognized on the Company's statement of condition, with an
offsetting charge against equity. As principal payments are made by the ESOP, the debt and offsetting charge against
equity are reduced. The shares securing the note are released on a prorata basis by the lender as monthly payments of
principal and interest are made. The outstanding balance of this note was $2,382,490 at December 31, 2001, secured by
174,267 of unreleased shares of Company stock. (See Note 15)

On October 4, 1994, the Company entered into a twenty-year, subordinated installment capital note due
October 1, 2014 for the purchase of treasury stock. Monthly principal and interest payments of $15,506 are made on the
note, which bears interest at the fixed annual rate of 7%. The Company maintains the right to prepay the note at its sole
discretion. The balance of the note was $1,572,805 and $1,645,977 at December 31, 2001 and 2000, respectively.

Since June 1999, Community Bank has borrowed funds under the Federal Home Loan Bank of Atlanta's
("FHLB-Atlanta") "Convertible Advance Program." These advances have had original maturities of 10 years, with
stated call features during the life of the obligation, at fixed intérest rates for the life of the obligations. Principal is due at
final maturity or on stated call dates, with interest payable each quarter. On June 1, 1999, Community Bank, the
Company's bank subsidiary, borrowed $30,000,000 under the FHLB-Atlanta's "Convertible Advance Program." This
advance had a final maturity of June 1, 2009 (120 months), with a call feature every three months during the life of the
obligation, and carried a fixed interest rate of 4.62% per annum. This obligation was called on September 1, 1999 due to
an increase in market interest rates. As a result of this call, Community Bank refinanced the original advance and
borrowed an additional $10,000,000 under the same "Convertible Advance Program." This advance, totaling
$40,000,000 at December 31, 1999, had a final maturity of September 1, 2009 (120 months), with a call feature every
six months during the life of the obligation, and carried a fixed rate of 4.99% per annum. Due to the call of this
obligation on March 1, 2000, Community Bank made a $2,000,000 reduction in the amount advanced under the
FHLB-Atlanta "Convertible Advance Program" and refinanced $38,000,000. This new obligation has a final maturity of
March 1, 2010 (120 months), a call feature every quarterly payment date during the life of the obligation, and a fixed
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interest rate of 5.93% per annum. At December 31, 2001, outstanding funds advanced to Community Bank under the
FHLB-Atlanta "Convertible Advance Program" totaled $38,000,000.

In March 2000, the Company formed a wholly-owned Delaware statutory business trust, Community {AL)
Capital Trust I (the "Trust"), which issued $10,000,000 of guaranteed preferred securities representing undivided
beneficial interests in the assets of the Trust ("Capital Securities”). All of the common securities of the Trust are owned
by the Company. The proceeds from the issuance of the Capital Securities ($10,000,000) and common securities
($310,000) were used by the Trust to purchase $10,310,000 of junior subordinated deferrable interest debentures of the
Company which carry an annual interest rate of 10.875%. The debentures represent the sole asset of the Trust. The
debentures and related income statement effects are eliminated in the Company's consolidated financial statements. The
Company is entitled to treat the aggregate liquidation amount of the debentures as Tier I capital under Federal Reserve
guidelines.

The Capital Securities accrue and pay distributions semiannually at a rate of 10.875% per annum of the stated
liquidation value of $1,000 per capital security. The Company has entered into an agreement which fully and
unconditionally guarantees payment of: (i) accrued and unpaid distributions required to be paid on the Capital
Securities; (if) the redemption price with respect to any Capital Securities called for redemption by the Trust; and (iii)
payments due upon a voluntary or involuntary liquidation, winding up or termination of the Trust.

The Capital Securities are mandatorily redeemable upon the maturity of the debentures on March 8, 2030, or
upon earlier redemption as provided in the indenture pursuant to which the debentures were issued. The Company has
the right to redeem the debentures purchased by the Trust: (i) in whole or in part, on or after March 8, 2010; and (ii) in
whole (but not in part) at any time within 90 days following the occurrence and during the continuation of a tax event,
capital treatment event or investment company event (each as defined in the indenture). As specified in the indenture, if
the debentures are redeemed prior to maturity, the redemption price will be a percentage of the principal amount,
ranging from 105.438% in 2010 to 100.00% in and after 2020, plus accrued but unpaid interest. ‘ o

Maturities and stated calls of long-term debt and FHLB borrowings following December 31, 2001, are as
follows:

Trust

Note Subordinated FHLB Preferred

Payable Debt Borrowings Secyrities
2002 ..ot e $ 1,010,839 § 78,461 § - S -
2003 ..ooeeerereereienerisseesressrsessrienrans 314,078 84,133 - -
2004 oot 329,325 90,214 - -
2005 ...t 345,314 96,737 - -
2006 ..ot 362,078 - 103,729 - -
Thereafter. ..........ccccovvireerveinereeeeceerenns 732,160 1,119,531 38.000,000 10.000,000

3 3093794 3 1,572,805 §_ 38,000000 § _ 10,000,000
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NOTE 10 - OTHER OPERATING EXPENSES
Other operating expenses consist of the following:

Years Ended December 31,
2001 2000 1999

Amortization of intangibles ..., $ 561,798 § 553,521 § 493,602
Loss on write-down of goodwill : 2,652,620 , - : -
INSUrance ..............cccoccomrervveereriesssennirerenann, . 319,305 298,052 - 171,165
Legal fees. .......c.c..ccoercenvernnneonnns 1,872,801 785,192 893,874
Professional fees................ccocoverriviieneennnn, 1,201,646 219,990 166,021
SUPPUES........ooooeoeeeeveeeee s ' 652,020 514,633 622,980
POSTAZE .......oooveeeecrssee s sess e es s s 389,593 442,930 380,060
TelePhOne ...........cooveiiiciiccenne e recsenssassss st esssssans 768,863 920,029 768,944
Other . ... ‘ 2,168.881 3,421,904 3,677,968

$ 10587527 § 7156251 $ 7,174,614

NOTE 11 - INCOME TAXES

The components of income tax expense benefit for each of the years ended December 31, 2001, 2000 and
1999 were: ‘

. 2001 - 2000 1999

Current Deferred Current Deferred Current ' Deferred
Federal ..., 3 149717 8 (812,875) § 501,709 § (1,985384) § 277,441 § 213,177
StAte .o 16,372 (102.066) (7.325) (213.476) (376) 12,236

§.166,089 § (914.941) § 494,384 § (2,198.860) § 277065 3 225413

EE

The tax effects of each type of income and éxpensé item that gave rise to deferred taxes are:

December 31,

2001 2000

Net unrealized losses (gains) on securities available

BOT SALE.._..._....1 oo oeeeeeeeeseeeeereraeeeesesses e cseseeesssasesseseseeseesseseesessesesnesesseseesecseneenee .~ § 162,735 §  (264,881)
DepTECIAtION. ..., .. ..ot ene e et (1,260,335) ~ (1,190,043)
Pension expense and benefits ..............ccoooovvvecoiicnneecsie s ‘ 540,660 398,798
Provision for loan losses ‘ 1,968,906 1,900,848
Intangibles................ooooccoreeemsreirros e 744,463 -
Provision for debt cancellation ................c............ S 52378 61,606
Alternative minimum tax credit carryforward .. ... . 351,505 351,505
Loss carryforward.............coo.comvveerereresrsennrionns eeerteeeer e eeererenesnneseas 191,353 191,353
Other . .......ooocovvvcrnerrnn. SRS Y OO SRR PTOON 42,315 2237

8 2793980 § 1451423
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The following is a reconciliation of the difference in the effective tax rate and the federal statutory rate:

Years Ended December 31 ‘
2001 2000 1999
Statutory federal IncOme taX TAES ...........cocovverreririereresinseeennnns 34.0% 34.0% 34.0%
Effect on rate of: ‘
Tax-eXempPt IMCOME ... ........ovveerermnreenrsssssrsesssessene, i @7.5) . 107 (184)
State income tax, pet of federal tax benefit..............ccoco....... 3) . 3.7 0.5
Interest expense disallowance ; 10.9 (1.2} 1.9
INtan@ibles ... S 41.0 - -
OhET FEEINS ,.....o..oooeeoeeeeeeeeeee s scseseaneesretessbeseresesseessreesnes 24 37 53
Effective income tax 1ate ...........ccooevreeeriioininneceesecnsenssinenone —40.5% - 43.5% 23.3%

At December 31, 2001, for income tax purposes, the Company had federal alternative minimum fax (AMT)
credit-carry forwards of $351,505. The AMT credit carryforwards have no expiration date.

Tax effects of securities transactions resulted in an increase in incpme taxes for 2001, 2000 and 1999 of
$470,823, $1,682 and $65,750, respectively.

NOTE 12 - SHAREHOLDERS' EQUITY

On January 7, 1999, the Board of Directors of the Company adopted a Share Purchase Rights Plan and
declared a dividend of one preferred share purchase right (a "Right") for each outstanding share of common stock of the
Company to shareholders of record on January 7, 1999. Each Right entitles the stockholder to purchase from the
Company one one-hundredth of a share of Series A Junior Participating Preferred Stock of the Company at a price of
$84 per one one-hundredth of a preferred share. In the event that any person or group of affiliated or associated persons
acquires beneficial ownership of 15% or more of the outstanding common stock of the Company (an "Acquiring
Person"), each holder of a purchase right, other than the Acquiring Person, will thereafter have the right to receive upon
exercise of the Right that number of shares of common stock of the Company having a market value of two times the
exercise price of the Right. If the Company is acquired in 2 merger or other business combination transaction or 50% or
more of its assets or earning power are sold after a person or group has become an Acquiring Person, each holder of a
Right, other than an Acquiring Person, will thereafter have the right to receive that number of shares of common stock of
the acquiring company which at the time of such transaction have a market value of two times the exercise price of the
Right. At any time after a person or group becomes an Acquiring Person and prior to the acquisition of 50% or more of
" the outstanding common stock of the Compary by such person or group, the Board of Directors of the Company may
exchange the Rights, other than Rights owned by an Acquiring Person, in whole or in part, at an exchange ratio of one
common share or one one-hundredth of preferred share. The purchase price and the number of shares issuable upon
exercise of the Rights are subject to adjustment in the event of a stock split, stock dividend, reclassification or certain
distributions with respect to the preferred stock. The Rights will expire January 13, 2009 unless such date is extended or
unless the Rights are redeemed or exchanged prior to such date.

In March 1996, the Company issued options to purchase a total of 270,000 shares of the Company's common
stock. The options were issued to the directors based upon their years of service and their positions with the Company.
Fach of the options has an-exercise price of $10.00 per share, the market value (as determined by the Board of
Directors) of the Company's common stock at the time of issuance. The options were exercisable through March 27,
2001. In March 1997, an additional 103,000 options were issued to the Company’s directors with an exercise price of
$12.50 per share, the market value (as determined by the Board of Directors) of the Company's common stock at the
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time of issuance. These options are exercisable through March 26, 2002. In March 1998, 203,331 options were issued to
directors and certain senior officers with an exercise price of $15.00 per share, the market value (as determined by the
Board of Directors) of the Company's common stock at the time of issuance. These options are exercisable through
March 25, 2003. In December 1999, an additional 204,000 options were issued to directors and certain senior officers
with an exercise price of $20.00 per share, the market value (as determined by the Board of Directors) of the Company's
common stock at the time of issuance. These options are exercisable through December 3, 2004. In August 2000, the
Company granted options to purchase an aggregate of 15,000 shares of common stock to certain senior officers of
Community Bank. Each of these options has an exercise price of $18.00 per share, the market value (as determined by
the Board of Directors) of the Company's common stock at the time of issuance. These options are exercisable through
August 24, 2005. In December 2001, the Company granted options to purchase an aggregate of 252,000 shares of
comrmon stock to certain senior officers of Community Bank. Each of these options has an exercise price of $10.00 per
share, the market value (as determined by the Board of Directors) of the Company's common stock at the time of
issuance. The options are exercisable through December 17, 2006. The Company did not receive -any payment in
exchange for granting any of such options, which were granted in reliance upon an exemption from registration under
Section 4(2) of the Securities Act of 1933.

The following sets forth certain information regarding stock options for the years ended December 31, 2001,
2000 and 1999:

Number Wat. Average
of Shares Exercise Price
Balance, December 31, 1998, ........cccoovvvvimmnrsicemssnnsesnssesnrssssssisesenesssssessennens . 514331 § 12.36
Granted, Year Ended December 31, 1999. | ........coivirernnneeenseniessienenn, 204,000 2000
Exercised, Year Ended December 31, 1999 | .......ccccooivmminmireernsnrinnennnnrennn. (8,667) (14.42)
Expired, Year Ended December 31, 1999. __........ccoovrreemnriocemmnnirsesnesssssssrenssn. _(18.333) (15.00)
Balance, Decemmber 31, 1999.._..........oocovceoesssssreesssssmsosssssrsosoe 691,331 . 1452
Granted, Year Ended December 31,2000, __..............oomorooomsoromorrrorssreser 15,000 18.00
Expired, Year Ended December 31, 2000. ...............ccoooooomrvvrmrrionnrironnrisscrereniseesons __(2.500) (20.00)
Balance, December 31, 2000 ...............cocovvvvveverreeoricreesee et ssnsenesrns 703,831 : 1457
‘Granted, Year Ended December 31, 2001. . 252,000 10.00
Exercised, Year Ended December 31, 2001 (329,560) 11.35
Expired, Year Ended December 31, 2001. : {49.666) 15.10
Balance, December 31, 20061 __576,605 14.37
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Expiration Options
Number Date Exercisable

Options with Exercise Price of $10.00 252,000 12-17-2006 252,000
Options with Exercise Price of $12.50 20,400 03-26-2002 20,400
Options with Exercise Price of $15.00 110,705 03-25-2003 110,705
‘Options with Exercise Price of $20.00 183,500 12-03-2004 183,500
QOptions with Exercise Price of $18.00 10,000 08-24-2005 10.000
Total cutstanding, December 31, 2001 576,605 576,605

The Company permits option holders to tender previously owned shares ih lieu of cash to pay the exercise
price for shares acquired through option exercise. This technique results in an increase in the number of shares
outstanding with little or no increase in capital account balances. During 2001, option holders tendered 207,883 shares
in connection with the exercise of options for 329,560 shares resulting in a net increase of 121,667 shares outstanding,
The excess of the fair market value of the 329,560 shares over the aggregate option price resulted in an income tax

benefit of $751,566, which was credited to capital surplus.

For purposes of providing the pro forma disciosures required under SFAS No. 123, the fair value of stock
options granted in 2001, 2000 and 1999, was estimated at the date of grant using a Black-Scholes option pricing model.
The Black-Scholes option pricing model was originally developed for use in estimating the fair value of traded options
which have different characteristics from the Company's employee stock options. The model is also sensitive to changes
in the subjective assumptions which can materially affect the fair value estimate. As a result, management believes that
the Black-Scholes model may not necessarily provide a reliable single measure of the fair value of employee stock
options.

The Company's options outstanding have a weighted average contractual life of 3.43 years. The weighted
average fair value of options granted was $2.30 in 2001, $4.12 in 2000, and $3.10 in 1999. The fair value of each option
granted is estimated using the following weighted-average assumptions in the option pricing model: expected dividend
yield of 2.50% for 2001, 2.78% for 2000, and 4.25% for 1999; an expected option life of five years; expected volatility
of .257 for 2001, 0.250 for 2000 and 0.164 for 1999; and a risk free interest rate of 4.40%, 5.08% and 6.60% for 2001,
2000 and 1999, respectively. '

If compensation cost for the Company's stock-based compensation plan had been determined consistent with
SFAS No. 123, net income (loss) and earnings (loss) per share would have been as presented below for the years ended
December 31:

2001 2000 1999
Pro forma net income (IOSS) (B000S) ... S (1483 §$§ (2,254) § 1,258
Pro forma earnings (loss) per Comimon Share - basic..................ococeooini. (@.32) (0.51) 0.28
Pro forma earnings (loss) per Common Share - diluted ... (0.32) (0.48) 0.27

No options were assumed to be exercised in the calculation of diluted average shares outstanding for 2001,
since all options outstanding were at an exercise price greater than the fair market value of the stock, Therefore, average
. shares outstanding for 2001 was 4,572,301 for both basis and diluted earnings per share. Average shares outstanding
when assuming dilution were greater than average shares outstanding for basic earnings per share by 211,135 for 2000
and 165,769 for 1995. As opposed to no dilutive effect for 2001, the dilutive effect on earnings (loss) per share was
$(.03) for the year ended December 31, 2000, and $.01 for the year ended December 31, 1999.
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The effects of applying SFAS 123 for providing pro forma disclosures are not likely to be representative of the
effects on reported earnings for future years, nor are the dividend estimates representative of commitments on the part of
the Company's Board of Directors.

Common stock issued in lieu of cash for directors' fees is summarized as follows:

2001 2000 1999
Shares ISSUEA ............o.coorere e eeeresees s e esesresseesestesenerenn 11,661 9.481 8,923
Fair market value onissue date ... ............ccoocomvcerromr. - 8209865 § 222804 § 169,536

The aggregate fair market value of the shares issued was charged to expense in each respective period.
NOTE 13 - COMMITMENTS AND CONTINGENCIES

No dividends were declared or paid in 2001, Annual dividends of $.75 per share and $.60 per share were
declared by the Company's Board of Directors on its common stock and paid in January of 2000 and 1999, respectively.
The payment of dividends on common stock is subject to the prior payment of principal and interest on the Company's
long-term debt, maintenance of sufficient earnings and capital of the subsidiaries, and to regulatory restrictions. (See
Notes 8 and 15).

In the normal course of business, the Company offers a variety of financial products to its customers to aid
them in meeting their requirements for liquidity, credit enhancement and interest rate protection. Accounting principles
generally accepted in the United States of America recognize these fransactions as contingent liabilities and,
accordingly, they are not reflected in the accompanying financial statements. Commitments to extend credit, credit card
arrangements, commercial letters of credit and standby letters of credit all include exposure to some credit loss in the
event of nonperformance of the customer. The Company's credit policies and procedures for credit commitments and
financial guarantees are the same as those for extensions of credit that are recorded on the consolidated statements of
financial condition. Because these instruments have fixed maturity dates, and because many of them expire without
being drawn upon, they do not generally present any significant liquidity risk to the Company. The Company has not
been required to perform on any financial guarantees nor has it incurred any losses on its commitments in either 2001 or
2000. Following is a discussion of these commitments:

Standby Letters of Credit: These agreements are used by the Company's customers as a means of improving
their credit standings in their dealings with others. Under these agreements, the Company agrees. to honor certain
financial commitments in the event that its customers are unable to do so. As of December 31, 2001 and 2000, the
Company has issued standby letters of credit of approximately $1,299,000 and $978,000, respectively.

Management conducts regular reviews of these instruments on an individual customer basis, and the results are
considered in assessing the adequacy of the Company's allowance for loan losses. Management does not anticipate any
material losses as a result of these letters of credit.

Loan Commitments: As of December 31, 2001 and 2000, the Company had commitments outstanding to
extend credit totaling approximately $19,788,000 and $19,868,000, respectively. These commmitments generally require
the customers to maintain certain credit standards. Management does not anticipate any material losses as a result of
these commitments. '
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All of the Company's loans, commitments and standby Ietters of credit have been granted to customers in the
Company's market area. Substantially all such customers are depositors of the Company. Investments in state and
municipal securities also involve goverimental entities within the Company's market area. The concentrations of credit
by type of loan are set forth in Note 4. The commitments to extend credit relate primarily to consumer cash lines which
represented approximately $2,464,000 and $2,277,256 of the unused commitment balances at December 31, 2001 and
2000. All remaining comimitments consist primarily of unused real estate commitment lines.

Litigation:
Background

At a meeting of Community Bank's Board of Directors on June 20, 2000, a director brought to the attention of
the Board the total amount of money Commmunity Bank had paid subcontractors in comhection with the construction of a
new Community Bank office. Management of the Company commenced an investigation of the expenditures. At the
request of management, the architects and subcontractors involved in the construction project made presentations to the
Boards of Directors of the Company and Community Bank on July 15 and July 18, 2000, respectively. At the July 18,
2000 meeting of the Board of Directors of Comwmunity Bank, another director made a presentation alleging that
Community Bank had been overcharged by subcontractors on that construction project and another current constructicn
project. On July 18, 2000, the Boards of Directors of the Company and Community Bank appointed a joint commitiee
comprised of independent directors of the Company and of Community Bank to investigate the alleged overcharges.
Upon completion of its investigation, the joint committee is to inform the Boards of Directors of the Company and
Community Bank of its findings and recommendations. The joint committee retained legal counsel and an independent
accounting firm to assist the committee in its investigation. Management has also been informed that the directors of
Community Bank who alleged the construction overcharges have contacted bank regulatory agencies and law
enforcement authorities. Management believes that these agencies and authorities either have conducted or are currenﬂy
conducting investigations regarding this matter.

Benson Litigation

On July 21, 2000, three shareholders of the Company, M. Lewis Benson, Doris E. Benson and John M.
Packard, Jr., filed a lawsuit in the state Circuit Court of Marshall County, Alabama against the Company, Community
Bank, certain directors and officers of the Company and Community Bank, an employee of Community Bank and two
construction subcontractors. The plaintiffs purported to file the lawsuit as a shareholder derivative action, which relates
to the alleged construction overcharges being investigated by the joint committee of the Boards of Directors of the
Company and Community Bank. The complaint 2lleges that the directors, officers and empioyee named as defendants in
the complaint breached their fiduciary duties, failed to properly supervise officers and agents of the Company and
Community Bank, and permitted waste of corporate assets by allegedly permitting the subcontractor defendants to
overcharge Community Bank in connection with the construction of two new Community Bank offices, and to perform
the construction work without written contracts, budgets, performance guarantees and assurances of indemmification. In
addition, the complaint alleges that Kennon R. Patterson, Sr., the Chairman, President and Chief Executive Officer of
the Company, breached his fiduciary duties by allegedly permitting the two named subcontractors to overcharge for
work performed on the two construction projects in exchange for allegedly discounted charges for work these
subcontraciors performed in connection with the construction of Mr. Patterson's residence. The complaint further alleges
that the director defendants knew or should have known of this alleged arrangement between M. Patterson and the
subcontractors. The complaint also alleges that Mr. Patterson, the Community Bank employee and the two subcontractor
defendants made false representations and suppressed information about the alleged overcharges and arrangement
between Mr. Patterson and the subcontractors.
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On August 15, 2000, the plaintiffs filed an amended complaint adding Andy C. Mann, a shareholder of the
Company, as a plaintiff and adding a former director of the Company and Community Bank as a defendant. The
-amended complaint generally reiterates the allegations of the original complaint. In addition, the amended complaint
alleges that Community Bank was overcharged on all construction projects from Janumary 1997 to the present. The
amended complaint also alleges that the defendants breached their fiduciary duties and are guilty of gross financial
mismanagement, including allegations concerning the making or approval of certain loans and taking allegedly improper
actions to conceal the fact that certain loans were uncollectible. On September 18, 2000 the plaintiffs filed a second
amended complaint. The second amended complaint generally reiterates the allegations of the original and first amended
complaints. In addition, the second amended complaint alleges that the plaintiffs were improperly denied their rights to
inspect and copy certain records of the Company and Community Bank. The second amended complaint also alleges
that the directors of the Company abdicated their roles as directors either by express agreement or as a result of
wantonness and gross negligence. The second amended complaint asserts that the counts involving inspection of
corporate records and director abdication are individual, nonderivative claims. The second amended complaint seeks, on
behalf of the Company, an unspecified amount of compensatory daimages in excess of $1 million, punitive damages,
disgorgement of allegedly improperly paid profits and appropriate equitable relief. Upon motion of the defendants, the
case was transferred to the state Circuit Court in Blount County, Alabama by order dated September 21, 2000, as
amended on October 12, 2000.

On August 24, 2000, the Board of Directors of the Company designated the directors of the Company who
serve on the joint investigative committee as a special litigation committee to investigate and evaluate the allegations and
issues raised in this lawsuit and to arrive at such decisions and take such action as the special litigation committee deems
appropriate. At a hearing on February 23, 2001 the court stayed discovery with respect to the Company, Community
Bank and the directors, officers and employees of each until May 24, 2001, at which time the court expects to receive a
report from the special litigation committee. Because the special litigation committee has not yet completed its
investigation, and as a result of the inherent uncertainties of the litigation process, the Company is unable at this time to
predict the outcome of this lawsuit and its effect on the Company's financial condition and results of operations.
Regardless of the outcome, however, this lawsuit could be costly, time-consuming and a diversion of management's
attention. ‘ :

Towns Derivative Litigation

On November 19, 1998, Mr. William Towns, a shareholder of the Company, filed a shareholder derivative
action against the directors of the Company in the state Circuit Court of Blount County, Alabama. Mr. Towns amended
his complaint on January 14, 1999 to add the Company and Community Bank as defendants in the action. On February
11, 1999, the complaint was again amended to add Mr. Pat Bellew and Mrs. Mary Bellew, who are also shareholders of
the Company, as additional plaintiffs. The complaint alleged that the directors of the Company breached their fiduciary
duty to the Company and its shareholders, engaged in fraud, fraudulent concealment, suppression of material fact and
suppression of the plaintiff shareholders, failed to supervise management, and conspired to conceal wrongful acts from
the Company's shareholders and paid themselves excessive director fees. The complaint also alleged that the Board of
Directors acquiesced in mismanagement and misconduct by Kennon R. Patterson, Sr., the Chairman of the Board, Chief
Executive Officer and President of the Company, including alleged self dealing, payment of excessive compensation,
misappropriation of corporate opportunities and misappropriation of funds. The complaint sought an unspecified amount
of compensatory and punitive damages, removal of the current directors, appointment of a new Board of Directors, and
attorneys fees and cost. ‘ ‘
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On December 21, 1998, the Company and its directors filed a motion with the court seeking to have the
complaint dismissed. On March 1, 1999, the Company's Board of Directors appointed a special Board committee
comprised of non-employee directors of the Company, to review the plaintiffs' allegations in accordance with Delaware
law. On April 6, 1999, each of the parties to the action requested that the court stay the litigation and related discovery,
motions and hearings, pending completion of the special committee's review. On April 30, 1999, the court entered an
order staying the litigation and related discovery, motions and hearing in accordance with the parties' request. On
October 15, 1999, the special committee filed its final report with the court. On October 21, 1999, the parties forwarded
to the court an agreed-upon order governing the confidentiality of the special committee's report, which the court entered
on January 2, 2000. On August 3, 2000, the Company, Community Bank and the Company's directors filed a motion to
stay the proceedings until the Company's and Community Bank's joint investigative committee had completed its
investigation of the alleged construction overcharges discussed above. At the request of the Company and the other
defendants in the action, the court continued a hearing on the motion to dismiss. On February 23, 2001, the court
indicated that there was no reason to continue the stay of this action. The parties are awaiting a hearing on the
defendanis' motion to dismiss the case. Management of the Company believes that the plaintiffs' allegations are false and
that the action lacks merit. The Company and its directors intend to defend the actich vigorously, and management of the
Company believes that the action will not have a material adverse effect on the Company’s financial condition or results
of operations. Regardless of the outcome, however, this lawsuit could be costly, time consuming and a diversion of
management's attention.

Corr Family Litigation

On September 14, 2000, another action was filed in the state Circuit Court of Blount County, Alabama, against
the Company, Community Bank and certain directors and officers of the Company and Community Bank by Bryan A.
Corr and six other related shareholders of the Company alleging that the directors actively participated in or ratified the
misappropriation of corperate income. The action was not styled as a shareholder derivative action. On January 3, 2001,
the defendants filed a motion for summary judgment on the basis that these claims are derivative in nature and cannot be
brought on behalf of individual shareholders. The court has not ruled cn the motion. The Company and its directors
believe that this lawsuit is without merit and intend to defend the action vigorously. Although management currently
believes that this action will not have a material adverse effect on the Company's financial condition or results of
operations, regaidless of the cutcome, the action could be costly, time consuming and a diversion of management's
attention.

The Company's Certificate of Incorporation provides that, in certain circumstances, the Company will
indemnify and advance expenses to its directors and officers for judgments, settlements and legal expenses incuired as a
result of their service as officers and directors of the Company. Community Bank's Bylaws contain a similar provision
for indermification of directors and officers of Community Bank.

Auto Loan Litigation

On June 28, 2000, Community Bank filed an action in the United States District Court for the Northern District
of Alabama against Cail Gregory Ford L-M, Inc., an automobile dealership located in Ft. Payne, Alabama, Carl Gregory
and Doug Broaddus, the owners of the dealership, several employees and former employees of the dealership and
Gerald Scot Parrish, a former employee of Community Bank, with respect to certain loans originated during 1998 in
Community Bank's Wal-Mart office in Ft. Payne, Alabama. In the complaint Community Bank alleged that the
defendants willingly and knowingly conducted, participated in, were employed by or associated with, or aided and
abetted an enterprise within the meaning of the Racketeer Influenced and Corrupt Organizations Act (RICO) for the
purpose of defrauding- Commmumity Bank. The commplaint also asserted that the defendants committed fraud,
misrepresentation and deceit by submitting to Community Bank and/or approving applications for automobile loans
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which contained false and/or fraudulent information for the purpose of deceiving, influencing and persuading
Community Bank to provide loans to customers of the automobile dealership who were otherwise not qualified to
receive such loans, and suppressed material facts regarding the veracity of information contained in loan applications
and the ability of persons seeking the loans to repay them. Community Bank also alleged in the complaint that the
automobile dealership is responsible for the acts of its officers, agents and employees, and that the dealership and its
management failed to adequately train and/or supervise its employees. The complaint stated that the defendants
participated in a conspiracy to violate RICO and Alabama statutes dealing with fraud, misrepresentation and suppression
of material facts, and asserted civil liability under Alabama law for violation of federal statutes dealing with financial
institution fraud, mail and wire fraud and making false statements for the purpose of influencing the actions of a financial
institution upon an application or loan.

On June 29, 2000 and August 31, 2000, the court granted Community Bank's motions to dismiss without
prejudice two of the employees of the automobile dealership as defendants in the action. On September 13, 2000, the
court -granted Mr. Parrish's action to dismiss .the complaint, but granted Community Bank 15 days to amend the
complaint. On September 27, 2000, Community Bank filed an amended complaint which generally reiterated the
allegations of the original complaint and added specific information concerning the allegedly fraudulent activity and the
use of the United States mail, telephone and other wire transmissions in the conduct of such activity. On December 1,
2000, the court dismissed Community Bank's claims based upon mail and wire fraud in the amended complaint but
otherwise denied Mr. Parrish's motion to dismiss the complaint.

The defendants have filed answers to the amended complaint which generally deny the material allegations in
the complaint and allege that any injury suffered by Community Bank was the result of the contributory negligence of
Community Bank, its officers, employees and agents. In the lawsuit, Community Bank seeks damages of an unspecified
amount to recover losses incurred in connection with the loans made at Community Bank's Wal-Mart office in Ft. Payne,
Alabama, along with all costs associated with the lawsuit. Any amounts received by Community Bank as a result of this
litigation will be treated as a recovery on loan losses.

Employee Litigation

On November 15, 2000, Michael W. Alred and Michael A. Bean, two former directors and executive officers
of Community Bank, filed suit against Community Bank in the United States District Court for the Northern District of
Alabama alleging that their employment was wrongfully terminated for allegedly providing information to bank
regulatory and law enforcement authorities concerning possible violations of laws and regulations, gross
mismanagement, gross waste of funds and abuse of authority by Community Bank, its directors, officers and employees.
According to the complaint, the information which these two individuals provided to authorities concerned certain bank
construction projects, specific loans, charge-offs, expenses and past due accounts. The complaint seeks reinstatement of
the plaintiffs to their former positions as officers and directors of Community Bank as well as compensatory and
punitive damages. Community Bank and its directors believe this lawsuit is without merit and intend to defend the
action vigorously. Management of the Company believes that this action will not have a material adverse effect on the
Company's financial condition or results of operations.

The Company and its subsidiaries are from time to time parties to other legal proceedings arising in the
ordinary course of business. Management believes, after consultation with legal counsel, that no such proceedings, if
resulting in an outcome unfavorable to the Company, will, individually or in the aggregate, have a material adverse
effect on the Company's financial condition or results of operations.
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NOTE 14 - PENSION PLAN"

The Company has a defined benefit plan that provides retirement and disability benefits for substantially all
employees of the Company and its subsidiaries, and death benefits for their beneficiaries. An employee will become a
participant in the Pension Plan on January 1 or July 1 after completing 12 months of employment during which the

employee works at least 1,000 hours. All employees are eligible to become participants in the Pension Plan regardless of
age on the date they begin employment and the normal retivement age is age 65. In addition, participants in the Pension
Plan accrue benefits after they have attained the normal retirement age.

Benefits under the Pension Plan depend upon a participant's years of credited service with the Company or any
of its subsidiaries and his average monthly eamings for the highest five consecutive years out of the participants final 10
years of employment. An employee who becomes a participant on or after January i, 1996 will not be vested in any
benefit until he completes five years of service at which time the employee will be 100% vested. An employee who
became a participant before January 1, 1996, is 20% vested in his accrued benefits after completion of twe years of
service, 40% vested after three years of service, 60% vested after four years of service and becomes fully vested upon
completion of five years of service. An employee who completes ten years of service and attains age 55 is eligible for
early retirement benefits. Plan assets consist primarily of corporate stocks and boads.

The Company contributes amounts to the pension funds sufficient to satisfy funding requirements of the
Employee Retirement Income Security Act.

Effective January 1, 1995, the Company established a nonqualified benefit plan for certain key executives
called the Community Bancshares, Inc. Benefit Restoration Plan, the purpose of which is to provide the amount of the
benefit which would otherwise be paid under the Company's Pension Plan but which cannot be paid under that plan due
to the limitations imposed by the Internal Revenue Code of 1986, as amended.

[The remainder of this page intentionally left blank]
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The foliowing tables set forth the funding status and the amount recognized for both the Pension Plan and the
Benefit Restoration Plan in the Company's Consolidated Statements of Financial Condition and the Consolidated
Statements of Income. ‘

Pension Plan as of December 31:

2001 2000

Change in benefit obligation:

Benefit obligation at beginning of year $ 7,030,880 § 5,279,613

Service cost ............... et e e bbb e AR sE bt et 614,252 620,489
IDEETESE COSE .........oooervvrereeeseccrissrssessonsss s sessssssstas st s asassssss st sssss s sssans st nses 495,976 446,220
AMENAIMEILS |, ...\ttt rrss st se st ss s st st eneanses - -
Actuarial (1) OT L0SS. ..........irierorcceeneseasesrmssssss oo sssssssssssessenenes (37271) 885,026
BEnefits PRIA .........ccovviuveeemmrrreeriesnneesressasissennssssssess st ssssess e sssssssssesssens (212.680) (200.459)
Benefit obligation at end Of YEar. .. ...............ccememniensrssmensrsssssessecssssssssesseresnns $ 7.891,166 $ 7.030.889
Change in plan assets:
Fair value of plan assets at beginning 0f YEar...............cc..ccecoemmmvvreccreersmnscesinennnes $ 5153926 § 4,983,127
Actual return on plan assets (229,629) (66,986)
Employer contribution . ................. 731,235 438,244
Benefits paid from plan assets - (212.680) (200.459)
Fair value of plan assets at end of year . $ 5442852 3 5153926
Funded status of plan:
Funded status of PIAN.............ccc.oovrmrieiieiinni et sseesesnes $ (2448314) § (1,876,963)
Unrecognized actuarial (gain) 0T 10SS ........o..........cccccmmemmermmemmmmnsmsmiesissenssesssseneeen 1,946,596 1,186,539
Unrecognized Prior SEIVICE COSE ... .........covvimieveereereeereressnesreseeones s 77,337 89,036
Unrecognized tranSiion @SSEL. .............cooceecresurseceeesmmnsesssaesssssseesmsensssessnascsssans __(3,794) (20.673)
ACCIUEA DENEIt COSL ............oooooeorsenenssseansseres s sssssssssses s ssssnnnsseesree $__ (428175 § _ (622,061)
Weighted average rate assumptions used in determining pension
cost and the projected benefit obligation were:
Discount rate used to determine present value
of projected benefit obligation at end Of Year .................ceeeserreresecs 7.25% 7.50%
Expected long-term rate of return on plan assets for the year ... - 9,28 10.00
Expected rate of increase in future compensation levels ............................. ‘ 6.00 6.00
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Pension plan net pericdic benefit cost:

2001 2000 1999

Service cost 614,252 620,485 §$ 485,701
Interest cost 495,976 446,220 366,805
Expected return on plan assets (567,699} (529,400) (470,474)
Amortization of prior service cost 11,659 11,699 11,699
Amortization of transitional asset {16,879) (16,879) (16,879)
Recognized actuarial loss - -

Net periodic benefit cost $ 532,129 § 376,852

Benefit Restoration Plan as of December 31:

Change in benefit obligation:

Benefit obligation at beginning 0f YEar,,............cccooveverermivsriessneeecesnesssranseeasenss 8 2678166 § 2,082,163
SEIVICE COSL .......covvvveveesserverisseesssessssiseesssssssissessssnsssanssssasasenssassnssssssasssssnssennsanas 157,302 141,048
TIEETESE COST ,....vrvoreoeeeieermerse ettt seneseesse e esss s ses s ssssbes s ratabsns s sress s bansnns 202,471 170,368
AMENAIMENLS | ........0oviierieeiiiesiesrie et ssee s ssesessbessesessbesesssessessiesessssasesesnas - -
ACIIATIALIOSS. ... et earse et e e sens s sasstsastesssss s sassaeeres 162,993 284,587
Benefits PAId .........cooiveciitecreee ettt sttt st e - -
Benefit obligation at end Of YEAT .............ccooooevvveeeerereeerseeenesssessressesssssnsssesssseane 3 3200932 678,16
Change in plan assets:
Fair value of plan assets at beginning of year ...........ccc.cceeiveeomrernrnnnnnensierencen. $ -3 -
Actual TetuIn on PIAN BSSEIS ...t sisersisi st retse s tssaesnterates - -
Employer COMIIDULION |_..........ociveerieerircesiriesesssessesssssressssssessssssssssssessssesses ' - -
Benefits paid from Plan @SSES .............oo..ooveeveeereesrieeeres e ssees s stesssseenaenaenseens - -
Fair value of plan assets at end O Year ,..............oc.coevvevnriennnnminneeneenernssinsessnseens L - 3 -
Funded status of plan:
Funded status 0f PIAN,.............c....ccoovvecveenireeeeies s sssss s sssscsssssrsssesee oo $ (3,200,932) $ (2,678,166)
Unrecognized actarial 1055 .................coooveeereereiisiieeessissssssssesssssssisssressseivnsens 1,371,808 1,298,222
Unrecognized Prior SETVICE COSE ,.............veoerrereioiecieesscssssesssesssesssesssssmssssessasens 98,439 133,346
Unrecognized transition (asset) or obligation ... ........cccoooeviececnecnereieennns - -
AcCrued DENETIE COSE...............oocoiveeerr e st sssnss st sasnseens 8 _(1,730.685) $ (1,246,598)

Weighted average rate assumptions used in determining pension
cost and the projected benefit obligation were:
Discount rate used to determine present value

of projected benefit obligation at end of year .............ccoocconmvemmriinnrrnnennne : 7.25% 7.50%
Expected long-term rate of return on plan assets for the year ....................... 9.25 10.00
Expected rate of increase in future compensation levels ... 6.00 6.00

72




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

Benefit Restoration plan net periodic benefit cost:

w0 2000 1999
SErvice CoSt..........coovvummrrenrieneieeneiesse s e enenene $ 157302 § @ 141,048 $ 85,940
INLEIESE COSE.........oooevrrermrereenrecssasresssresenecns 202,471 170,368 96,712
Expected return on plan assets ,..................... - - -
Amortization of prior service cost 34,967 34,907 34,907

Amortization of transitional (asset) or obligation .. ............ - - -
Recognized actuarial 1085 | ... 89.407 63,748 38,399
Net periodic benefit Cost.............ocoivieiiiieeeeee e § 484087 $ 410071 $ 255,958

NOTE 15 - EMPLOYEE STOCK‘OWNERSHIP PLAN

The Company adopted an Employee Stock Ownership Plan (the "ESOP") effective as of January 1, 1985,
which enables eligible employees of the Company and its subsidiaries to own Company common stock. An employee
becomes a participant in the ESOP on June 30 or December 31 after completing 12 months of employment during which
the employee is credited with 1,000-or more hours of service. Contributions to the ESOP are made at the discretion of
the Company's Board of Directors, but may not be less than the amount required to cover the debt service on the ESOP
loan. Employer contributions are allocated to eligible participants in proportion to their compensation, which equals
W-2 wages plus pre-tax reductions for the Company's cafeteria plan. The Internal Revenue Code imposes a limit
($170,000 in 2001) on the amount of compensation which may be considered under the plan.

On November 3, 1993, the ESOP's Trustees executed a promissory note of $1,200,000 in order to purchase
common stock from the Company's public offering of new common stock. The note was originally secured by 80,000
shares of purchased stock. The promissory note has been refinanced in years subsequent to 1993 as additional shares
were purchased by the ESOP. On December 31, 1998, this note was refinanced and an additional 56,682 shares of the
Company's common stock were obtained by the ESOP. This debt, in the original amount of $2,963,842, was secured by
261,433 shares of the Company's common stock. The note bears interest at a floating rate, with principal and interest
payments due monthly through November 16, 2010, with the remaining principal, if any, due upon that date. The initial
principal and interest payment on this debt in December 1998 was $31,677. As changes occur in the interest rate on the
loan, appropriate adjustments are made to the monthly principle and interest payments. At December 31, 2001, the
monthly payment was $33,852. The Company has guaranteed this debt and in accordance with the applicable accounting
and reporting guidelines the debt has been recognized on the Company's statement of condition, with an offsetting
charge against equity. As principal payments are made by the ESOP, the debt and offsetting charge against equity are
reduced. The shares securing the note are released on a prorata basis by the lender as monthly payments of principal and
interest are made. As of December 31, 2001, there were 174,267 unreleased shares with a fair value, based on an
independent valuation of $10.00 per share, of approximately $1,742,670. These shares are subtracted from outstanding
shares for earnings per share calculations.

The portion of payments made by the Company to the ESOP on behalf of its participating employees which are
used to pay interest on the ESOP debt (8176,465, $251,976 and $237,589 in 2001, 2000 and 1999, respectively) is
classified as interest expense on the Company's income statement.

Dividends paid on releaséd ESOP shares are credited to the accounts of the participants to whom the shares are

allocated. Dividends on unreleased shares may be used to repay debt associated with the ESOP or treated as other
income of the ESOP and allocated to the participants.

73




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMEER 31, 2001, 2000 AND 1999

At December 31, 2001 and 2000, the Company's financial statements reflected long-term debt related to the
ESOP of $2,382,490 and $2,606,224, respectively. The corresponding contra-equity account was $2,317,902 at
December 31, 2001 and $2,574,002 at December 31, 2000.

Company contributions to the ESOP amounted to $406,228, $568,346 and $452,739 for 2001, 2000 and 1699,
respectively.

NQOTE 16 - RESTRICTIONS ON SUBSIDIARY DIVIDENDS, LOANS OR ADVANCES

Dividends paid by Commmunity Bank are the primary source of funds available to the Company for debt
repayment, payment of dividends to its stockhoiders and other needs. Certain restrictions exist regarding the ability of
the Bank to transfer funds to the Company in the form of cash dividends, loans or advances. Under Alabama law, the
approval of the Alabama Superintendent of Banks is required to pay dividends in excess of the Bank's net earnings for
the current year plus retained net earnings for the preceding two years less any required transfers to surplus.

Effective April 18, 2001, the Board of Directors of Community Bank, the Company's subsidiary bank, entered
into 2 Memorandum of Understanding ("Memorandum") with the Regional Director of the Federal Deposit Insurance
Corporation's Atlanta Regional Office ("FDIC") and the Alabama Superintendent of Banks (“State"). One major
provision of the Memorandum restricts the Bank from paying any cash dividends without the prior written consent of the
Supervisory Authorities. The Bank has made no requests to make a dividend payment since the Memorandum has been
in effect.

NOTE 17 - REGULATORY CAPITAL

The Company and its subsidiary bank are subject to various regulatory capital requirements administered by
the state and federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory -
and possible additional discretionary - actions by regulators that, if taken, could have a direct material effect on the
consolidated financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
comrective action, the Company and Community Bank must meet specific capital guidelines that involve quantitative
measures of the Company's assets, liabilities, and certain off-balance sheet items as calculated under regulatory
accounting practices. The Company'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 tc ensure capital adequacy require the Company and
Community Bank to maintain minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital (as
defined in the regulations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as
defined). Management believes, as of December 31, 2001 and 2000, that the Bank meets all capital adequacy
requirements to which it is subject.

At December 31, 2001 and 2000, under applicable banking regulations, the Company and Community Bank,
were considered well capitalized compared to both being classified as adequately capitalized at year-end 1999. The
Company is entitled to treat the aggregate liquidation amount of the junior subordinated deferrable interest debentures,
purchased by Community (AL} Capital Trust I, as Tier I capital under Federal Reserve guidelines. At December 31,
2001, the aggregate liquidation amount of the debentures included in Tier I capital was $10,000,000. (See Note 8)
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Community Bank’s allowance for loan losses, limited to 1.25% of risk-weighted assets, is a component of Tier
II capital under capital adequacy guidelines. Due to the significant increase in the allowance for loan losses during 2000,
this Tier II component contributed to the increases in the Company's and Community Bank's capital ratios. The amount
of the allowance for loan losses included in Tier I capital at December 31, 2001 was approximately $6,142,000 for the
Company and approximately $6,110,000 for Community Bank, compared to $6,386,034 for both the Company and
$6,356,770 for Community Bank at December 31, 2000.

The following table sets forth the actual capital ratios at December 31, 2001 and 2000, for the Company and
the Bank, as well as the minimum total risk-based, Tier 1 risked-based and Tier 1 leverage ratios required to be
classified as adequately capitalized and well capitalized.

For Capital To Be
Actual Adegunacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratig
(Dolars in Thousands)
As Of December 31, 2001:
Total Capital
(To Risk Weighted Assets):
Consolidated $ 56,833 11.59% § 39,218 8.00% § 49,023 10.00%
Community Bank 58,101 11.91 39,011 8.00 48,764 10.00
Tier 1 Capital o
(To Risk Weighted Assets):
Consolidated - 49,118 10.02 19,609 4.00 29,414 6.00
Community Bank : 51,991 10.66 19,5085 4.00 29,258 6.00
Tier 1 Capital
(To Average Assets):
Consolidated 49,118 6.70 29,315 4.60 36,644 5.00
Community Bank 51,991 7.11 29,244 4.00 36,555 5.00
As of December 31, 2000:
Total Capital
(to Risk Weighted Assets):
Consoldated ..........cccoomrrererererrnssenrerirscseesssssessemsesssnsron $ 53,746 10.54 3 40,813 8.00 $ 51,016 10.00
Community Bank........... st s e s e 52,763 10.39 40,623 8.00 50,779 10.00
Tier 1 Capital
(to Risk Weighted Assets):
Consolidated ......... 45,956 9.01 20,406 4.00 30,610 6.00
Community Bank 46,406 9.14 20,312 4.00 30,467 6.00
Tier 1 Capital
(to Average Assets):
Consolidated ..........coecrorrereeencrreic e neranns 45,956 6.44 28,539 4.00 35,674 5.00
Community Bank 46,406 6.54 28,375 4.00 35,469 5.00

[The remainder of this page intentionally left blank]
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NQTE 18 - COMPREHENSIVE INCOME

In the calculation of comprehensive income, certain reclassification adjustments are made to avoid double
counting items that are displayed as part of net income for a period that also had been displayed as a pan of other
comprehensive income in that period or earlier periods.

The following is a summary of the components of other comprehensive income:

Year Ended December 31,
2001 2000

Unrealized holding gains (losses) arising during period

before income tax and reclassification adjustments 214,906 $ 3,421,991 $ (3,314,131
Reclassification adjustments for net (gains) losses

included in net income (1.283.945) (4.587) (179.303)

$

INCOME TAX . ,.....uovovveoeeesesesscecssscsseseees s sasssess st ssssesess s sesssssaes (1,069,039) 3,417,404 (3,493,434)
Income tax expense (benefit) related to other

COMPrehensive MCOME ...........ccceveerirermrrerieeicsssesessessessasssssesssens (427,616} 1,366.962 (1,397,374)
Other comprehensive income (loss), net of

INCOMIE AX .........ooovvvoveenseerssvsceseerssssee s sessssssss s ssssesessons S (641.423) § 2050442 3 _(2.096.060)

NOTE 19 - RELATED PARTY TRANSACTIONS

Loans: Certain directors, executive officers and principal shareholders, including their immediate families and
associates were loan customers of the Bank during 2001 and 2000. Except as noted below, all such loans are made in the
ordinary course of business on substantially the same credit terms, including interest rates and collateral and do not
represent more than a normal risk of collection or present other unfavorable features. Total loans to these persons at
December 31, 2001 and 2000 amounted to approximately $16,179,000 and $14,034,000, respectively. An analysis of
activity during 2001 in loans to related parties resulted in additions of approximately $377,000, representing new loans,
reductions of approximately $999,000, representing payments, and an increase of approximately $2,767,000,
representing a change in the composition of related parties.

The Company, through Community Bank, its wholly owned subsidiary, offers all regular full-time employees,
including executive officers, loans at interest rates which are 1% below the prevailing market rate. As of December 31,
2001, executive officers and directors of the Company and executive officers of Community Bank and its subsidiaries,
including members of their immediate families and related interests, had loans cutstanding pursuant to this policy with
total indebtedness of approximately $396,000.

The Company, through Community Bank, also offers first mortgage real estate loans on the primary residence,
at a rate of 5%, to employees who are required to relocate in the course of their employment. As of December 31, 2001,
executive officers and directors of the Company and executive officers of Community

Bank and its subsidiaries, including members of their immediate families and related interests, had relocation
loans outstanding with total indebtedness of approximately $2,155,000.
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Community Bank currently has outstanding two loans to Kennon R. Patterson, Sr., the Chairman and CEO of
the Company: -

(i) a farm operating line of credit of $100,000. During 2001, the highest balance outstanding for this' loan was
$100,000, and its balance at year end was $49,780. The loan bears interest at 3.75%;

(i) a real-estate loan in the amount of $5,150,000. During 2001, the highest balance outstanding for this loan
was $5,150,000, and its balance at year end was $5,150,000. The loan bears interest at 4.75% and is secured by real
estate having an appraised value in excess of the loan amount.

Community Bank currently has outstanding loans to Hodge Patterson, Executive Vice President of the Bank:

(i) a real-estate loan of $549,480. During 2001, the highest balance outstanding for this loan was $561,253,
and its balance at year end was $552,732, the loan bears interest at 5.00%.

' (ii) unsecured loans of $124,572, During 2001, the highest balance outstanding for these loans were $124,572,
and its balance at year end was $124,572. The loans bear interest at 4.75%.

In June 2000, Community Bank loaned $1,696,576 to Debter Properties, LLC, an Alabama limited liability
company of which a director of the Company is a member, to fund the purchase from Community Bank of the real
property in which Community Bank's Boaz, Alabama office is located. The loan amortizes over a 20-year period and is
collateralized by a first mortgage on the real property. The loan carries a prime rate of interest that adjusts each time
there is a change in the prime rate. As adjustments occur in the interest rate on the loan, appropriate increases or
decreases are made to the monthly loan payment. Concurrently with this loan and the purchase of the real property,
Community Bank entered into a lease agreement with Debter Properties, LLC to lease back this real property from
Debter Properties, LLC for a term of 20 years, with monthly rental payments equal to the monthly amount of principal
and interest due under the loan to Debter Properties, LLC plus applicable real estate taxes, assessments, levies and
insurance.

Maintenance Contract: The Bank had no service contracts during 2001 or 2000 with Heritage Valley Farms,
an unincorporated business owned by Kennon R. Patterson, Sr., a director and officer of the Company. Heritage Valley
Farmms did perform upkeep and maintenance of the external grounds for five of the Bank's locations for the entire year of
1999, External grounds upkeep and maintenance was also performed for most of 1999 for five additional Bank locations
and two 1st Community Credit Corporation locations. Maintenance expense under this contract amounted to $62,323 for
the year ended December 31, 1999, a monthly average of $588 per location.

Interior Design: The Company and the Bank had no service contracts during 2001 with Heritage Interiors, a
decorating and design firm owned and operated by the wife of Kennon R. Patterson, Sr., a director and officer of the
Company. The Company and the Bank, including the Bank's subsidiaries used the services of Heritage Interiors during
1999 and 2000 for the interior design, furniture, appliances, fixtures, hardware, carpets, wall coverings, paint, drapes and
accessories for new facilities and similar work associated with the renovation of existing locations. At the request of
Mrs. Patterson in January 2000, the Company's contract with Heritage Interiors was canceled, but at the Board of
Directors' request, Mrs. Patterson agreed to complete projects then pending. During 2000, Heritage Interiors was paid
$145,038 in connection with the completion of the Boaz and Hamilton, Alabama banks. In addition, Community Bank
paid Heritage Interiors $41,827 in connection with the completion of the renovation of the first floor of the headquarters
building and the furnishings and decorating of three departments at the headquarters complex in Blountsville, Alabama.
Additional payments totaling $25,064 were made to Heritage Interiors during 2000 in connection with 21 other banking
locations and the parent company. 1st Community Credit Corporation paid Heritage Interiors $22,003 for the
furnishings and decorating in connection with the relocation of its Hartselle, Alabama office and $4,845 in connection
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with the remodeling of its Albertville, Alabama office. Additional payments totaling $7,317 were made to Heritage
Interiors during 2000 in connection with nine other finance company locations. Community Insurance Corp. paid
Heritage Interiors $156,158 during 2000 for furnishings and decorating in connection with the renovation of its
Huntsville, Alabama office. In addition, payments totaling $4,848 were made to Heritage Interiors during 2000 for
furnishings at the Oneonta, Alabama insurance office. Total payments to Heritage Interiors in 2000 were $407,100. All
pending projects were completed prior to year-end 2000.

During 1999, Heritage Interiors was paid $262,912 in connection with the opening of the Boaz, Alebama bank
and the opening and completion of the Demopolis, Alabama bank. The Bank also paid Heritage Interiors $279,026 in
connection with the renovation and expansion of its new permanent location in Fite House located in Hamilton,
Alabama. As a result of being listed on the state and national register of historical places, a portion of the cost associated
with furnishing and decorating the Fite House was to preserve the arghitectural style and historical significance of the
building. The Bank also paid Heritage Interiors $120,080 during 1999 in connection with the rengvation of three offices
furnished to the Bank's Area Executive Vice Presidents and the first floor of the Company's headquarters building.
Additional payments totaling $16,121 were made to Heritage Interiors during 1999 in connection with 24 other banking
offices. 1st Community Credit Corporation paid Heritage Interiors $23,835 for furnishings and decorating associated
with the opening of its new office in Oneonta, Alabama and $7,469 in connection with the relocation of its office in
' Hartselle, Alabama. 1st Community Credit Corporation also paid Heritage Interiors $78,632 during 1999 in connection
with the renovation of five of its offices located in Boaz, Gadsden, Huntsville, Ft. Payne and Jasper, Alabama.
Additional payments totaling $12,931 were made to Heritage Interiors by 1st Comimunity Credit Corporation during
1999, relating to the other five locations and its administrative offices. The Company, Commumity Insurance Corp. and
Southern Select Insurance, Inc. made payments totaling $35,848 1o Heritage Interiors for various services rendered
during 1999. Total payments tc Heritage Interiors in 1999 were $836,854.

Accounting Services: The Company has engaged the accounting firm of Schauer, Taylor, Cox, Vise and
Morgan, P.C. to perform certain accounting services. Doug Schauer, a member of the firm, is Kennon R. Patterson, Sr.'s
son-in-law, Other than preparing work papers during the first quarter of 2000 for the Company's independent auditors in
connection with the Company's 1999 external audit, services performed by Schauer, Taylor, Cox, Vise and Morgan,
P.C. for the Company in 2001 and 2000 have been limited to preparation of the Company's quarterly tax accruals,
preparation and filing the Company's federal and state tax returns and consultation regarding inferpretation and
application of accounting standards. During 1999, services performed by Schauer, Taylor, Cox, Vice and Morgan, P.C.,
included the review of work papers and reports prepared by Cominunity Bank's internal audit department, preparation of
work papers for the Company’s independent auditors in connection with the Company's external audits, preparation and
filing the Company's federal and state tax retumns and consultation regarding interpretation and application of accounting
standards. The Company and its subsidiaries paid Schauer, Taylor, Cox, Vise and Morgan, P.C. $121,707, $117,898
and $143,000 for services rendered during 2001, 2000 and 1999, respectively.

Leases: In June 2000, Community Bank entered into a capital lease agreement, as the tenant, with Debter
Properties, LLC, an Alabama limited liability company, pursuant to which Community Bank leased the real properiy in
which Community Bank's Boaz, Alabara office is located. Mr. Glynn Debter, a director of the Company, is a member
of Debter Properties, LLC. In connection with the lease agreement, Community Bank loaned funds to Debter Properties,
LLC to finance its purchase of the real property from Community Bank. The term of the lease is 20 years; provided,
however, that in no event shall the term of the lease expire prior to the time when the loan obtained by the lessor to
purchase the leased property is-paid in full. The monthly rent on this lease is an amount equal to the monthly debt
amortization of funds which the lessor borrowed to purchase the leased property. Because the interest rate on the loan
used to purchase the property adjusts with fluctuation in the prime rate, the monthly lease payments are subject to
change. At December 31, 2001, the amount of the monthly rental payment was $11,136. Lease payments to Debter
Properties, LLC during 2001 totaled approximately $156,651. In addition, Community Bank agreed to pay the lessor an
additional sum to be adjusted periodically to coincide with the cost to the lessor of the real estate taxes and other items
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and insurance. Community Bank is responsible for maintenance, repairs and utilities for the real property. Community
Bank is also responsible for maintaining fire and extended coverage and general liability insurance coverage for the real
property. The. Company has the option to purchase the leased premises from the lessor at any time during the term of the
lease for an amount equal to the lessor's cost in acquiring and/or constructing such leased premises. In an Addendum to
the Lease Agreement and Loan Agreement, dated June 1, 2000, Community Bank agreed to maintain and continue in
force firé and extended coverage insurance and general liability insurance upon the leased premises. In return, the lessor
agreed to reimburse Community Bank on a quarterly basis the amount of the insurance premium that is included in
payments made by Community Bank under the lease.

- On March' 13, 2001, Community Bank entered into a ground lease with Merritt Robbins, a director of the
Company and Community Bank, pursuant to which Community Bank leases property in New Hope, Alabama, from Mr.
Robbins for a period of 5 years at a monthly rent of $800. Community Bank has the option to renew the lease for up to
seven successive S-year terms in which event the rent increases $200 per month with each renewal term. At any time
during the term of the lease Community Bank has the option to purchase the property at a price agreed upon by the
parties, or, if the parties cannot agree, at a price determined by averaging appraisals of the property performed by two
licensed appraisers.

On June 14, 2001, Community Bank entered into a lease with Michael Robbins, the son of a director of the
Company and Community Bank pursuant to which Mr. Robbins leases property in Madison County, Alabama from
Community Bank for a period of 5 years at a monthly rent of $700. Mr. Robbins has the option to renew the lease for up
to seven successive S-year terms. At any time during the term of the lease Mr. Robbins has the option to purchase the
property at a price agreed upon by the parties, or, if the parties cannot agree, at a price determined by averaging
appraisals of the property performed by two licensed appraisers.

NOTE 20 - LEASES

The Company has a number of operating lease agreements, involving land and buildings. The operating leases
are noncancellable and expire on various dates through the year 2018. The leases provide for renewal options and
generally require the Company to pay maintenance, insurance and property taxes. Options to purchase are also included
in some leases. For the years ended December 31, 2001, 2000, and 1999, rental expense for operating leases was
approximately $559,725, 523,524 and $687,994, respectively.

During 2000, Community Bank entered into sale/leaseback arrangements on its Hamilton, Alabama and Boaz,
Alabama bank locations. Due to the structure of these transactions, the leases qualified and are accounted for under
capitalized lease rules.

The following is an analysis of the leased property under capital leases by major classes:

Asset Balances at
December 31,

2001 2000
Buildings ...........coooovevmmrineccneseenne s . $ 5880626 § 5,880,626
Less allowance for depreciation 355,137 130,840

§ _S5.52548 § 5749786
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The following is a schedule by year of future minimum lease payments under capital and operating leases,
together with the present value of the net minimum lease payments as of December 31, 2001. All capitalized Ieases are
with related parties.

Related Party Total
Cperating Cperating Capitalized

Years Ending December 31,

9,600 3 381,265 398,748

9,600 280,707 398,748

9,600 * 217,846 398,748

9,600 139,305 398,748

2,400 94,767 398,748

264,400 7.967.800
Total minimum lease payments $ 1,378,290 9,961,540

Less amount representing interest 4,195,464

Present value of net minimum lease payments $ 5766076

NOTE 21 - OTHER SHORT-TERM BORROWINGS

Other short-term borrowings at December 31, 2001 and 2000 consisted of the U.S. Treasury Tax and Loan
Note Option account of $1,822,420 and securities sold under agreements to repurchase of $2,537,507. The Company
had no federal funds purchased or overnight funds purchased from FHLB-Atlanta at December 31, 2001 and 2000.

» US Treasury Tax and Loan Note Option and securities sold under agreements to repurchase are generally
treated as collateralized financing transactions. It is the Company's policy to deliver underlying securities to custodian
accounts for customers.

The following table sets forth, for the periods indicated, certain information about the Company’s short-term
borrowings: ,

SHORT-TERM BORROWINGS

At December 31,

Weighted Maximum
Average Average Average  Outstanding at
Balance Rate Balance Rate Any Menth End
(Dollars in thousands)

2001: )
Federal Funds Purchased $ - 0.60% $ 74 6.11% $ 3,000
Short-Term Fhib BOrrowings ......c..eeeeesssersnseses - 0.00 3,967 4.30 8,000
Securities Sold Under Agreement To

Repurchask 2,538 2.13 2,274 3.59 391
U.S. Treasury Tax And Loan, Note

QOption 1.822 1.51 1,021 3.21 814

Total g _4.360 1.87 $ 7336 3.95 § 12205

2000:

Federal funds purchased ... 3 - 0.00 $ 402 6.47 $ 3,000
Short-term FHLB borrowings..............c.ccoviveronioinee. - 0.00 325 6.86 -
Securities sold under agreement to repurchase. ... 862 6.17 818 6.17 1,072
U.S. Treasury Tax and Loan, note option.................... 1,403 572 1.044 6.14 2456

TOL ...t sssstes s sresissenie § 2265 5.89 3 2589 6.30 $ 6,528
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NOTE 22 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumpfions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value:

Cash and Short-T erm Investments: For those short-term instruments, the carrying amount is a reasonable
estimate of fair value.

Investment Securities : For securities and marketable equity securities held for investment purposes, fair values
are based on quoted market prices or dealer quotes. For other securities held as investments, fair value equals quoted
market price, if available. If a quoted market price is not available, fair value is estimated using quoted market prices for
similar securities.

Loan Receivables: For certain homogeneous categories of loans, such as some residential mortgages, credit
card receivables, and other consumer loans, fair value is estimated using the quoted market prices for securities backed
by similar loans, adjusted for differences in loan characteristics. 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.

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

FHLB Borrowings, Long-term Debt and Capital Securities: The fair value of the Company's fixed rate
borrowings are estimated using discounted cash flows, based on the Company's current incremental borrowing rates for
similar types of borrowing arrangements. The carrying amount of the Company’s variable rate borrowmg approximates
their fair values.

Commitments to Extend Credit, Standby Letters of Credit, and Financial Guarantees Written: The fair value
of commitments and letters of credit is estimated to be approximately the same as the notional amount of the related
commitment.

" [The remainder of this page intentionally left blank]
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The estimated fair values of the Company's financial instruments as of December 31, 2001 and 2000 are as

follows:
2001 2000
Carrying Fair Carrying Fair
Amount Yalue Amoumnt Value
(In thousands) (In thousands)
Financial Assets
Cash and short-term investments ,.................... $ 23,237 23,237 . $ 26,707 $ 26,707
Federal funds sold ............ccocoovivvvrrnmnerirnrcennnnnn. 30,000 30,000 3,000 3,000
Investment SECUTILES ............c.covvvveivrverereenneenns 121,679 121,679 101,570 101,570
LGNS ... reressee s aeasressesneens 501,520 517,454 528,316
Less: allowance for loan losses. ............c.coo.... 7,292 7,292 7.107
Net Loans ..........cocvreeremeeeeorncenmesnensesneneceonees 494,228 510,162 521,209 519,754
Total Financial ASsets..........ccc.....ceevvoieennrrronns S _669J44 § 685078 § 652486 § 651,031
Financial Liabilities .
DEPOSIS .......oooververveiseerssersererssessessssssissesesesincons $ 617,706 § 623,334 § 600,901 $ 604,172
Short-term bOITOWINES. ..........co.orcveeeermirivnininss 4,360 4,360 2,265 2,265
FHLB DOITOWINGS ..........cooverierernnmcceesiesenionnss 38,000 52,631 38,000 37,067
Capitalized lease obligations ................cccocveveie 5,766 5,766 5,850 5,850
Long-termdebt ...........ccocomvurrvreeerereremmenrivnenninns 4,667 4,767 5,675 5,586
Guaranteed preferred beneficial interest
in the Company's junior subordinated :
deferrable interest debentures ...................... 10,000 14.902 10.000 10,756
Total Financial Liabilities . ...ooovveeeeeeeennn, s 680490 § 705760 § 662,691 § 665,696
Unrecognized Financial Instruments
Commitments to extend credit ...............coevcen $ - 8§ 18489 § -3 19,868
Standby letters of credit ..........ccccoovrmrreeccnnieanee - 1,299 - 978
Total Unrecognized .
Financial Instraments,. ... 8 - § 19.788 § - 3 20,846

[The remainder of this page intentionally left blank]
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NOTE 23 - CONDENSED PARENT COMPANY INFORMATION

STATEMENTS OF FINANCIAL CONDITION

December 31,
2001 2000

Assets )
Cashand due FIom DAnKS ... .........o.oovooreeeeeeis s eeseeeones e see s neee S 982,434 § 3,573,341
Investment in subsidiaries (equity method) -eliminated upon consolidation ... ..., 53,452,423 51,553,558
Premises and eqUIPMENt, TEL __.............cccoo.ouvueeeerecerereeseeesss e ssereessiaenes 19,384 22,779
Intangibles, MEt ...........c..co.oocoviieieeeene ettt e se e ee st 836,867 920,178
Deferred tax @SSETS. ........cocviveeiieeeieeisiceseceesreenesesseeesesssssessnesesseesesenensnsoesersesenes 1,016,469 825,817
Refundable INCOME tAXES-CULTENE . ..............oovvororeeeeeeeeeereeseeeeseeseeseeees s sse s eone 692,163 1,189,661
OIRET @SSELS ............ooveeverreeieeee ettt sss st s s esnee s 777.694 1.409.907
Total Assets............ et ettt et se e re st 8 57777434 § 50,495241
Liabilities And Shareholders' Equity ,
Long—eIm AL ...........ooivuivie ettt e snen $ 4666599 3 5,675,204

Guaranteed preferred beneficial interest in the Company's

junior subordinated deferrable interest debentures 10,310,000 10,310,000

...........................................

Oher HaDILES ...............ocoooeoos e eeeeeeeeoeoecaesse s eseeeseeseseesesseeeseeseessnee e 2.135.466 2320266
Total LAabilitIes .._...............ccccoooovmvvoreeerroeooe oo eeeees s es e sesssseresenees 17,112,065 18,305,470
Total Shareholders' EQUItY ... 40,665,369 41,189.771
Total Liabilities and Shareholders' Equity ... ... $_57,777434 § 59495241

[The remainder of this page intentionally left blank]
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

STATEMENTS OF INCOME

Income

From subsidiaries - eliminated upon consolidation:

Dividends
Management fees
Interest

Expenses
Salaries and employee benefits
Interest

Income (loss) before income taxes and equity in
undistributed earnings of subsidiaries
Income tax benefit
Income before equity in undistributed earnings (loss)
of subsidiaries
Equity in undistributed earnings (loss)

Of SUDSIAIATIES ..ottt

[The remainder of this page intentionally left blank]
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Year Ended December 31,

2001 2000 1999

- $ 4878562 $ 3,702,566

300,000 300,000 600,000
111,322 169,455 51,578
15,007 27.759 3,620
426,329 5,375,776 4,357,764
1,568,160 2,193,107 1,857,053
1,388,241 1,433,404 320,895
683,737 1,340,281 1,692,028
3,640,138 4.966.792 3.869.976
(3,213,809) 408,984 487,788
(1,107,020) (1.506,160) ___(1.059.075)
(2,106,789) 1,915,144 1,546,863
1,006,290 (4.130,075) 111,247

(1,100,499) §

(2,214931) § 1,658,110




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

STATEMENTS OF CASH FLOWS

Year Ended December 31,

2001 2000 1999
Cash Flows From Operating Activities : ‘ o
Net income (lOSS) ........................................................................... $ (15100’499) $ (2’214993 1) $. 1’658’1 10
Adjustments to reconcile net income (Joss)
to net cash provided by operating activities:, - ‘
Equity in undistributed income of subsidiaries ..................... (1,006,290) . 4,130,075 (111,247)
Provision for depreciation, amortization , . .
and ACCTEHON ............oooooceeerensrssesleeeeessvsssseees s senesens 86,707 108,362 94,629
Increase in OthEr @SSELS. . ........occewiveveerenesivssssrssnssisssssesnessoss 1,690,614 (1,547,353) (191,731)
Increase in other labilities. ...............ccc.....c.... oo (184.800) 1,291,716 86.792
Net cash provided by operating
ACHVILIES, ... (514,268) 1.767.869 1,536.553
Cash Flows From Investing Activities :
Proceeds from maturity of securities available
£OT SAE ..o smeseres e sos e - - -
Increase in interest-bearing deposits withbanks . ... - - -
Proceeds from sale of assets - 33,431 15,599
Capitalization of subsidiaries (1,534,000) (5,940,879) -
Capital eXpenditures... .........ccooovevvrmerirerssrense s cesssee s - - (28.538)
Net cash (used in) provided by
investing activities. ..., _(1.534,000) (5.907.448) (12,939)
Cash Flows From Financing Activities .
Repayment of long-term debt . .. ........cco..ccooovvmmrnrreireririrennns (752,504) (961,958) (775,764)
Issuance of guaranteed preferred beneficial interest
in Company's junior subordinated deferrable
interest DEDENLUTES.............ccoovrvommeriens e - 10,310,000 -
Issuance of COMMON SLOCK ...........ccooooovemivvverrrirerresssesrenssessennens 209,865 222,804 312,889
Cash diVIAENGS............ooococevor e o - (3.333,145) (2.788,754)
Net cash provided by (used in)
financing activities ... (542.639) 6.237.701 (3.251,629)
Net increase (decrease) in cash and
€ash €QUIVAIENTS ..................orvvveormresceressscaoneressesssss s sssses e seenen (2,590,907) 2,098,122 (1,728,015)
Cash and due from banks at beginning of year ... 3,573.341 1.475.219 3203234
Cash and due from banks atend of year .. ... ... S 982434 § 3573341 $§ 1475219

[ The remainder of this page intentionally left blank]
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

NOTE 24 - SUBSEQUENT EVENTS

In late 2001 and early 2002, Community Bank entered into agreements to seil its two Pulaski, Tennessee
offices, its Rainsville and Ft. Payne, Alabama offices and its Marshall County, Alabama locations. The Marshail County
locations include one banking office in Boaz, Alabama, one in Albertville, Alabama, two in Arab, Alabama, and two in
Guntersville, Alabama. Two of the total ten offices under agreements to sell are paying and receiving offices located in
Wal-Mart stores, one in Ft. Payne, Alabama and one in Guntersville, Alabama.

Each agreement calls for the purchaser to purchase the fixed assets of each location and the book value of each
loan portfolio less any agreed upon discounts. The agreements also call for the purchaser to assume the deposit liabilities
of each lecation and pay an agreed upon premium for the deposits assumed.

On March 31, 2002, Community Bank closed on the sale of its Pulaski bank offices and recorded a gain of
$1,551,443, representing a 7% premiwm on the 30-day average of core deposits totaling $1,884,194 less the discount on
loans and fixed assets of $332,751.

The Rainsville and Ft. Payne sale is expected to occur on May 3, 2002 and the Marshall County sale is expected

to occur on May 31, 2002, both assuming satisfaction of customary conditions prior to closing. Both transactions are
expected to result in gains representing an 8% premium on core deposits less the agreed upon discount on loans.

[The remainder of this page intentionally left blank]
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —~ (Continued)
COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
DECEMBER 31, 2001, 2000 AND 1999

NOTE 25 - QUARTERLY RESULTS (UNAUDITED)

A summary of the unaudited results of operations for each quarter of 2001 and 2000 follows:

Third
. First Second Quarter Fourth
Quarter uarter (As Restated) Quarter
(In Thousands Except Per Share Data)
2001:

Total interest income $ 15105 § 14942 § 14488 § 13,951
Total interest expense 8,815 8,265 7,887 6,622
Provision for lean losses. 951 1,381 2,449 1,533
Net interest income after ‘ )

provision for loan losses ‘ 5,340 5,296 4,152 5,796
Investment securities gains (losses) 353 25 155 751
Total noninterest income 2,309 2,128 2,005 1,812
Total noninterest expense. 5,865 7,808 7,321 9,978
Income tax expense 332 (202) 24 (903)
Net income (loss) 805 (156) (1,033) (716)
Per Common share: ' '

Basic earnings (loss) $ A8 8§ (03) $ (22) $ (1¢6)

Diluted earnings (loss). 18 (.03) (22) (-16)

2000: ]

Total interest iNCOME ............covvvereveermserenrecriiesnnecrseneenesenanns $ 14315 § 15223 § 15825 § 15712
Total interest eXpense ...........ccccoveeeeercensircomnsenssnssensseness 7,465 8,440 8,900 9,051
Provision for 10an 108ses. .............c...ccoccvmvveennreeniimsnriins 1,008 1,329 4,619 2,333
Net interest income after

provision for loan 10Sses ...............cccccovvcvreeninnes 5,842 . 5,454 2,306 4,829
Investment securities gains (losses) 27N - 45 (13)
Total noninterest MCOME ................o....cooveereerssrserossrosrsessn 2,522 2,638 2512 2,229
Total noninterest EXPense. _.............cooovvvriorermerenieronionn. 7,669 7,694 7,749 8,644
INCOME taX €XPETISE ...........coovveereeerreevreersseresssessesssnssssns 214 95 (1,128) (886)
Net income (108S) ..........c.o..coovvvimrcvionemerremenreresssessessenieonn 454 303 (1,758) (1,214)
Per Common Share:

Basic eamings (1088) .........cc......oovvvvervvvcenrmeresenniseesrsensenans $ A0 8 06 8 (39) § (27)

Diluted €armings (105). ....................ooorroorrs 10 06 (38) (29

In April 2002, the Company amended the Form 10Q filed for the period ended September 30, 2001. Net loans
and total assets decreased $1,258,010 resulting from a restatement of charge-offs for the period. Net income and total
shareholders' equity decreased $1,258,010 resulting from a restatement of the provision for loan losses of $962,549 and
other operating expenses of $295,461.
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Item 9 - Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

The Company's discussion of changes in its accountants are disclosed in:

(i)

(i)
(iti.)
@iv.)
)

The Company's Current Report on Form 8-K filed on May 16, 2000
an amendment thereto on Form 8-K/A filed on May 30, 2000

a Current Report on Form 8-K filed on September 28, 20600

an amendment thereto on Form 8-K/A filed on October 10, 2000

a Current Report on Form 8-X filed on February 15, 2001.

[The remainder of this page intenticnally left biank]
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PART I

Ttem 10 - Directors and Executive Officers-of the Registrant

Information required by this item with respect to the directors and nominees for director of the Company is
incorporated by reference from the sections entitled "Election of Directors" and "Executive Compensation and Other
Information" in the Company's Proxy Statement for the Annual Meeting of Shareholders to be held during 2002.
Information regarding the executive officers of the Company is included in Part I of this Report. '

Information with respect to compliance with Section 16(a) of the Securities Exchange Act of 1934, as amended,
is incorporated by reference from the section entitled "Election of Directors - Section 16(a) Beneficial Ownership
Reporting Compliance” in the Company's Proxy Statement for the annual meeting of shareholders to be held during
2002.

Item 11 - Executive Compensation

Information required by this item is incorporated by reference from the section entitled "Executive
Compensation” in the Company's Proxy Statement for the Annual Meeting of Shareholders to be held during 2002.

Item 12 - Security Ownership of Certain Beneficial Owners and Management

Information required by this item is incorporated by reference from the section entitled "Security Ownership of
Certain Beneficial Owners and Management" in the Company's Proxy Statement for the Annual Meeting of
Shareholders to be held during 2002.
Item 13 - Certain Relationships and Related Transactions

Information required by this item is incorporated by reference from the section entitled "Certain Relationships

and Related Transactions" in the Company's Proxy Statement for the Annual Meeting of Shareholders to be held during
2002. ‘ ‘ :

[The remainder of this page intentionally left blank]
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PART IV

Ttem 14 - Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a)

Index of documents filed as part of this report:

Community Bancshares, Inc. and Subsidiaries
Financial Statements

Auditors' Report
Consolidated Statements of Financial Condition as of
December 31, 2001 and 2000

Consolidated Statements of Income for the years ended
December 31, 2001, 2000 and 1999

Consolidated Statements of Shareholders' Equity for the years ended
December 31, 2001, 2000 and 1999

Consolidated Statements of Cash Flows for the years ended
December 31, 2001, 2000 and 1999

Notes to Consolidated Financial Statements - December 31, 2001, 2000 and 1999

(b)

©

Reports on Form 8-K

The Company did not file any reports on Form 8-K during the fourth quarter ended December 31, 2001:

Exhibits

31
32
4.1
42
10.1
102
10.3
10.4
10.5
10.6

10.7

10.8

Certificate of Incorporation, as amended and restated May 2000 (1)

By-Laws of Registrant, as amended and restated May 2000 (2)

Rights Agent Agreement, dated January 13, 1999, between Community Bancshares, Inc. and the Bank of
New York (3)

Indenture, dated March 23, 2000, by and between Community Bancshares, Inc. and The Bank of New
York (4)

Promissory Note, Guaranty and Pledge Agreement, dated December 1, 1998, by and between Community
Bancshares, Inc. and Colonial Bank, N.A. (5)

Plan document for the Community Bancshares, Inc. Benefit Restoration Plan adopted April 12, 1994,
effective January 1, 1995 (6) (*)

Subordinated Promissory Note, dated October 4, 1994, between Community Bancshares, Inc. as borrower
and Jeffrey K. Comelius as holder (7)

Employment Agreement, dated March 28, 1996 by and between Kennon R. Patterson, Sr. and Cormmunity
Bancshares, Inc. (8) (*)

Amendment to Employment Agreement, dated October 14, 1999, by and between Kennon R. Patterson,
Sr. and Community Bancshares, Inc. (9) (*)

Stock Option Agreement between Community Bancshares, Inc. and Robert O. Summerford, dated March
27, 1997 (10) (*)

Stock Option Agreement between Community Bancshares, Inc. and Denny Kelly, dated March 26, 1998
ane

Stock Option Agreement between Community Bancshares, Inc. and Loy McGruder, dated March 26,
1998 (12) (*)
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10.9
10.10

10.11
10.12
10.13

10.14
10.15
10.16
10.17
10.18
| 10.19
10.20
10.21

10.22

10.23
10.24
10.25
10.26

10.27

10.28
10.29
10.30
10.31

11
12

21

Form of Stock Option Agreement between Community Bancshares, Inc. and grantees, dated March 26,

1998 (13) (*)

Form of Change in Control Agreement between Community Bancshares, Inc. and each of Kennon R

Patterson, Sr. and Loy McGruder dated December 4,-1999 (14) (*)

Form of Stock Option Agreement for Non—Employee Directors between Community Bancshares, Inc., and
each of Glynn Debter, Roy B. Jackson, John J. Lewis, Jr., Merritt Robbins and Robert O. Sumrnerford

dated December 4, 1999 (15) (*)

Form of Stock Option Agreement for Employees between Community Bancshares, Inc., and each of
Kemnon R. Patterson, Sr., Bishop K. Walker, Jr., Denny Kelly, and Loy McGruder dated December 4,

1999 (16) (*)

Amended and Restated Declaration of Trust, dated March 23, 2000 by and between The Bank of New
York (Delaware), The Bank of New York, Community Bancshares Inc. and Community (AL) Capital
TrustI(17)

Guarantee Agreement, dated March 23, 2000, by and between ‘Community Bancshares, Inc. and The Bank
of New York (18)

Placement Agreement, dated March 23, 2000, between Community. (AL) Capital Trust I, Community
Bancshares, Inc. and Salomon Smith Barney, Inc. (19)

Lease Agreement, dated May 31, 2000 between REM, LLC, as lessor, and Community Bank, as lessee
(20)

Addendum to Lease Agreement and Loan Agreement, dated May 31,2000, between REM, LLC and
Community Bank (21) -

Lease Agreement, dated June 1, 2000, between Debter Properties, LLC, as lessor, and Community Bank,
as lessee (22)

Addendum to Leéase Agreement and Loan Agreement, dated June 1 2000, between Debter Properties,

" LLC and Community Bank (23)

Form of Amendment to Nonqualified Stock Optlon Agreement, between Community Bancshares, Inc. and
grantee, dated December 12, 2000 (24) (*)

Change in Control Agreement, dated September 18, 2001, between Community Bancshares, Inc. and
Kerri C. Newton (25)(*) _

Form of Stock Option Agreement between Community Bancshares, Inc. and each Kennon R. Patterson,
Sr., Glynn Debter, Roy B. Jackson, Denny Kelly, John J. Lewis, Jr., Loy McGruder, Kennon R. Patterson,
Jr., Merritt Robbins, Robert O. Summerford, Jimmie Trotter and Kerri Newton dated December 18,
2001(%)

Stock Purchase Agreement dated January, 2002 between Community Bancshares, Inc. and Denny G
Kelly and Arlene S. Kelly (¥)

Stock-Purchase Agreement dated January, 2002 between Community Bancshares, Inc. and Bishop K.
Walker and Wanda W. Walker (*)

Severance Agreement dated the 9th day of January, 2002 by and between Denny G. Kelly and Community
Bancshares, Inc. and Community Bank (*)

Severance Agreement dated the 9th day of January, 2002 by and between Bishop K. Walker and
Community Bancshares, Inc. and Community Bank (*)

Acquisition Agreement dated December 21, 2001 by and among First Farmers and Merchants
Corporation, First Farmers and Merchants National Bank of Columbla Community Bank and Community
Bancshares, Inc.

Supplemental Agreement dated January 23, 2002 between First Farmers and Merchants Corporation, First
Farmers and Merchants National Bank of Columbia, Community Bank and Community Bancshares, Inc.
Acquisition Agreement dated the 25th day of February, 2002 by and between First Southern National
Bank and Community Bank

Acquisition Agreement dated the 25th day of February, 2002 by and between Peoples Bank of North
Alabama and Community Bank

Amendment to Subordinated Promissory Note, dated March 26 2002, between Community Bancshares,
Inc. and Jeffrey K. Cornelius ,

Statement of computation of per share eammgs

Statement of computation of ratios

Subsidiaries of the Registrant
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Notes to Exhibits:

)
@
3)
@
®)
©
)
®
©
(10)
an
12)
(13)
(14)
(15)
(16)
an
18)
(19)
(20)
@1)
22)
(23)
24)

(25)

™

Filed as Exhibit 3.2 to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 3.1 ¢to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 4.1 to Form 8-A, filed January 21, 1999, and incorporated herein by reference

Filed as Exhibit 4.4 to Form 10-Q for the quarter ended March 31, 2000, and incorporated herein by reference
Filed as Exhibit 10.2 to Form 10-K for the year ended December 31, 1998, and incorporated herein by
reference

Filed as Exhibit 10.13 o Form 10-K for the year ended December 31, 1995, and incorporated herein by
reference

Filed as Exhibit 10.15 to Form 10-K for the year ended December 31, 1995, and incorporated herein by
reference

Filed as Exhibit 10.1 to Form 10-Q/A-2 for the quarter ended September 30, 1998, and incorporated herein by
reference .

Filed as Exhibit 10.2 to Forim 10-Q for the quarter ended September 30, 1999, and incorporated herein by
reference

Filed as Exhibit 10.47 to Form 10-K for the year ended December 31, 1997 and incorporated herein by
reference

Filed as Exhibit 10.38 to Form 10-K for the year ended December 31, 1998, and incorporated herein by
reference

Filed as Exhibit 10.40 to Form 10-K for the year ended December 31, 1998, and incorporated herein by
reference

Filed as Exhibit 10.41 to Form 10-K for the year ended December 31, 1998, and incorporated herein by
reference

Filed as Exhibit 10.32 to Form 10-K for the year ended December 31, 1999, and incorporated herein by
reference

Filed as Exhibit 10.33 to Form 10-K for the year ended December 31, 1999, and incorporated herein by
reference ’

Filed as Exhibit 10.34 to Form 10-K for the year ended December 31, 1999, and incorporated herein by
reference

Filed as Exhibit 10.1 to Form 10-Q for the quarter ended March 31, 2000, and incorporated herein by
reference

Filed as Exhibit 10.2 to Form 10-Q for the quarter ended March 31, 2000, and incorporated herein by
reference

Filed as Exhibit 10.4 to Form 10-Q for the quarter ended March 31, 2000, and incorporated herein by
reference

Filed as Exhibit 10.1 to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 10.2 to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 10.3 to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 10.4 to Form 10-Q for the quarter ended June 30, 2000, and incorporated herein by reference
Filed as Exhibit 10.45 to Form 10-K for the year ended December 31, 2000, and incorporated herein by
reference

Filed as Exhibit 10.1 to Form 10- Q for the quarter ended September 30, 2001, and incorporated herein by
reference

Management contract or compensation plan or arrangement

Certain financial statements, schedules and exhibits have been omitted because they are not applicable.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, hereunto duly authorized, in the city of

Blountsville, State of Alabama, on April 15, 2002.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the

SIGNATURES

COMMUNITY BANCSHARES, INC.
By: /s/ KENNONR. PATTERSON, SR.

Kennon R. Patterson, Sr.
Chairman and Chief Executive Officer

By: /s/ KERRIC. NEWTON

Kerri C. Newton
Chief Financial Officer

following persons on behalf of the Registrant and in capacities and on the dates indicated.

Signature

/s/ KENNON R. PATTERSON, SR.
Kennon R. Patterson, Sr.

/s/ KERRI C. NEWTON
Kerri C. Newton

/s/ GLYNN DEBTER
Glynn Debter

/s/ ROY B. JACKSON
Roy B. Jackson

Denny Kelly

/s/ JOHN J. LEWIS, JR.
John J. Lewis, Jr.

[/ LOY MCGRUDER
Loy Mcgruder

/s/ KENNON R. PATTERSON, JR.
Kennon R. Patterson, Jr.

{s/ MERRITT ROBBINS
Merritt Robbins

Chairman of the Board, President,
Chief Executive Officer, Director
(principal executive officer)

Chief Financial Officer (principal
accounting officer)

Director

Director

Director

Director

Director

Director

Director
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Signature

/s/ ROBERT Q. SUMMERFORD

Robert O. Summerford Director
/s/ JMMIE TROTTER
Jimmie Trotter Director
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Certain statements in this Annual Report are “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933,
as amended, and Section 21 E of the Securities Exchange Act of 1934, as amended. These forward-looking statements are not based on
historical facts and may be identified by their reference to a future period or by the use of forward-looking terminology such as “anticipate”,
“estimate”, “expectation”, “may”, “could”, and “should.” These forward-looking statements include, without limitation, those relating to
the Company’s future growth and profitability, dividends, financial position, allowance for loan losses and non-interest expenses. We caution
you notto place undue reliance on these forward-locking statements due to a variety of factors. These factors include, but are not limited to,
changes in economic conditions and government fiscal and monetary policies, changes in prevailing interest rates and effectiveness of the
Company’s interest rate strategies, laws, regulations and regulatory authorities affecting financial institutions, changes in and effectiveness of
the Company’s operating or expansion strategies, geographic concentration of the Company’s assets and operations, competition from other
financial services companies, unexpected financial results or outcomes of legal proceedings, the Company’s ability to obtain reimbursement
fromits fidelity bond carrier or other persons responsible for originating non-compliant and impaired loans in Community Bank’s Ft. Payne,
Alabama office and other risks detailed from time to time in the Company’s press releases and filings with the Securities and
Exchange Commission. We undertake no obligation to update these forward-looking statements to reflect events or circumstances
occurring after the date of this Annual Report.
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