
2007

Results of Operations

Net interest income si 8100
Provision for loan losses 398

Net interest income after

provision for loan losses 7702
Noninterest income 6072
Noninterest expense 5286
Income before income taxes 8488
Income taxes 2741
Net income 5747

Key Performance Ratios

Return on average assets 0.78% 1.09%

Return on average equity 10.65% 16.52%

Net interest margin 3.63% 3.71%

Efficiency ratio 65.66% 62.22%

Dividend payout 38.61% 26.79%

Per Share Data

Net income basic and diluted 1.45 1.98

Cash dividends 0.56 053
Book value at period end 13.41 12.95

Financial Condition

Assets $548237 $541565
Loans net 446327 445380
Securities 58238 57503
Deposits 447493 445142
Shareholders equity 39185 37859

Capital Ratios

Leverage

Risk-based capital ratios

Tier capital

Total capital

II if II III II IIII Hill IIIIII

09011209

First National Corporation

Selected Financial Data
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MAY 06 2009
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110

Years Ended December 31 2008 and 2007

In thousands except ratios and per share amounts

2008

$18120
1994

16126

5951

16014
6063

1840

4223

First National Corporation

2008 Annual Report

9.10%

10.52%

11.72%

9.53%

10.89%

11.80%

Total Return Performance

First1
National Corporation
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Letter from the President

Dear Shareholder

In my letter to shareholders year ago stated that 2008

would be challenging economic environment and it was

We anticipate that 2009 will be even more difficult

have commented numerous times that we didnt originate

sell or book sub-prime mortgage loans We didnt own

Freddie Mac or Fannie Mae preferred securities We continue

to make loans in our market to creditworthy customers

However the dramatic declines in real estate values and

worsening economic conditions have impacted us The qual

ity of the Banks loan
portfolio

has deteriorated as evidenced

by increases in non-performing assets The provision for loan

losses totaled $2.0 million in 2008 compared to $398000

in 2007 The increased provision was necessary to reflect

risks inherent in the loan portfolio and for loan charge-offs

during 2008

Most of the loans in our portfolio are secured by real estate

and were originated with conservative lending standards

such as limiting
the loan amount to 80% to 85% of the col

lateral value However collateral values have declined and eq

uity has been lost We expect to experience weak real estate

market during 2009 and at least through the first half of

2010 Lower collateral values worsening economic condi

tions and the likelihood of continued loan charge-offs indi

cates that the allowance for loan losses may need to increase

again in 2009

First National Corporation earned $4.2 million or $1 .45 per

share in 2008 compared to $5.7 million or $1 .98 per share

in 2007 This decline in earnings was principally due to the
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Financial Highlights Shareholder Information

$250

Accounting Department

First National Corporation

1835 Valley Avenue

Winchester VA 22601

Company Information

Executive Officers

First Bank

Harry Smith

President

Chief Executive Officer

Dennis Dysart

Executive Vice President

Chief Administrative Officer

Shane Bell

Executive Vice President

Chief Financial Officer

Andrew Hershey

Executive Vice President

Loan Administration

Christopher Martin

Executive Vice President

Operations and Technology

Marshall Beverley Jr

Executive Vice President

Senior Trust Officer

888.6471265

or 540.465.9121

fxnc@therespowerinone.com

www.therespowerinone.com

Board of Directors

First National Corporation

First Bank

Douglas Arthur

Chairman

Dr Byron Brill

Vice Chairman

Elizabeth Cottrell

Dr James Davis

Christopher French

John Marlow

Allen Nicholls

Henry L.Shirkey

Gerald JJ Smith Jr

Harry Smith

James Richie Wilkins II
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Earnings
$1.50

Per Share

$0.50

$0.00
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Common Stock

First National Corporations common stock is traded on toe over-the-

counter OTC market and quoted in the OTC Bulletin Board where our

symbol is FXNCBB

Stock Transfer Agent and Registrar

Registrar and Transfer Company

10 Commerce Drive

Cranford New Jersey 07016

800.368.5948

Dividend Reinvestment

Registered holders of First National Corporation stock are eligible to

participate in the Corporations Dividend Reinvestment Plan convenient

and economical way to purchase additional shares of Frst National

Corporation common stock For an authorization form cr to receive

additional information on this plan or for further shareholder informa

tion contact

2004 2005 2006 2007 2008

Pub/ic documents such as press re/eases and SEC filings may be

accessed on our Web site in the Investor Relations section

Total Assets

in thousands
$400000

$200000

1.50%

Allowances

for Loan
1.20%

Losses

allowance for

loanlossesto 0.90%

total loans

0.60%

12.00%

Total

Risk-Based 11.00%

Capital Ratio
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10.00%

2004 2005 2006 2007 2008


