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PART 1. FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS
First Charter Corporation and Subsidiaries

Consolidated Balance Sheets

March 31 December 31
2003 2002
(Dollars in thousands, except share data) (Unaudited)
Assets:
Cash and due from banks $ 97,713 $ 162,087
Federal funds sold 1,121 1,154
Interest bearing bank deposits 72,431 6,609
Cash and cash equivalents 171,265 169,850
Securities available for sale (cost of $1,429,760 and $1,103,107; carrying amount of pledged
collateral $868,424 and $735,208) 1,453,827 1,129,212
Loans held for sale 69,894 158,404
Loans 2,077,637 2,072,717
Less: Unearned income 199) (247)
Allowance for loan losses (26,495) (27,204)
Loans, net 2,050,943 2,045,266
Premises and equipment, net 95,457 94,647
Other assets 149,881 148,570
Total assets $3,991,267 $3,745,949
.| .|
Liabilities:
Deposits, domestic:
Noninterest bearing demand $ 308,664 $ 305,924
Interest bearing 2,184,265 2,016,723
Total deposits 2,492,929 2,322,647
Other borrowings 1,116,223 1,042,440
Other liabilities 56,044 56,176
Total liabilities 3,665,196 3,421,263
Shareholders equity:
Preferred stock no par value; authorized 2,000,000 shares; no shares issued and outstanding
Common stock no par value; authorized 100,000,000 shares; issued and outstanding
29,990,889 and 30,069,147 shares 121,092 122,870
Common stock held in Rabbi Trust for deferred compensation (520) 476)
Deferred compensation payable in common stock 520 476
Retained earnings 190,298 185,900
Accumulated other comprehensive income:
Unrealized gain on securities available for sale, net 14,681 15,916
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Total shareholders equity 326,071 324,686
Total liabilities and shareholders equity $3,991,267 $3,745,949
| |

See accompanying notes to consolidated financial statements.
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First Charter Corporation and Subsidiaries

Consolidated Statements of Income
(Unaudited)

(Dollars in thousands, except share and per share data)

Interest income:

Loans

Federal funds sold

Interest bearing bank deposits
Securities

Total interest income

Interest expense:

Deposits

Federal funds purchased and securities sold under agreements to repurchase
Federal Home Loan Bank and other borrowings

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Noninterest income:

Service charges on deposit accounts
Financial management income

Gain on sale of securities

Gain on sale of credit card loan portfolio
Loss from equity method investments
Mortgage loan fees

Brokerage services income

Insurance services income

Trading gains

Other

Total noninterest income

Noninterest expense:

Salaries and employee benefits
Occupancy and equipment
Data processing

Marketing

Postage and supplies
Professional services
Telephone

Amortization of intangibles
Other

Total noninterest expense

For the Three Months
Ended March 31

2003 2002
30,291 $ 32,815
5 3
180 29
14,892 16,193
45,368 49,040
11,465 13,749
613 597
6,707 7,144
18,785 21,490
26,583 27,550
2,051 2,105
24,532 25,445
5,130 4,665
578 668
1,226 3,763

2,213
(100) (2,959)

672 407
486 637
2,437 2,231
1,164 420
1,764 1,096
15,570 10,928
13,757 12,897
4,166 4,241
678 622
1,153 640
1,136 1,189
1,772 1,662
603 546
85 100
2,714 2,420
26,064 24,317



Income before income taxes
Income taxes

Net income

Net income per share:
Basic
Diluted

Weighted average shares:
Basic
Diluted
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14,038
4,092

$ 9,946

0.33
0.33

@>h FH

30,006,417
30,188,853

See accompanying notes to consolidated financial statements.

@ A

12,056
3,291

8,765

0.28
0.28

30,798,728
30,993,981
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(Dollars in thousands, except share
data)

Balance, December 31, 2001
Comprehensive income:
Net income
Unrealized loss on securities
available for sale, net

Total comprehensive loss
Common stock purchased by Rabbi
Trust for deferred compensation
Deferred compensation payable in
common stock
Cash dividends
Stock options exercised
Purchase and retirement of common
stock

Balance, March 31, 2002

Balance, December 31, 2002
Comprehensive income:
Net income
Unrealized loss on securities
available for sale, net

Total comprehensive income
Common stock purchased by Rabbi
Trust for deferred compensation
Deferred compensation payable in
common stock
Cash dividends
Stock options exercised and
Dividend Reinvestment Plan stock
issued
Purchase and retirement of common
stock

Balance, March 31, 2003

First Charter Corporation and Subsidiaries

Consolidated Statements of Shareholders Equity

(Unaudited)
Common
Stock
held in
Rabbi Deferred Accumulated
Common Stock Trust for Compensation Other
Deferred Payable in Retained  Comprehensive
Common (Loss)
Shares Amount  Compensation  Stock Earnings Income Total
30,742,532 $135,167 $ (388) $ 388 $168,334 $ 5,840 $309,341
8,765 8,765
(9,225) (9,225)
(460)
(22) (22)
22 22
(5,547) (5,547)
62,942 651 651
(67) (67)
30,805,474 $135,751 $ (410) $ 410 $171,552 $ (3,385) $303,918
I I I I I I I
30,069,147 $122,870 $ (476) $ 476 $185,900 $15916 $324,686
9,946 9,946
(1,235) (1,235)
8,711
(44) (44)
44 44
(5,548) (5,548)
46,742 672 672
(125,000) (2,450) (2,450)
29,990,889 $121,092 $ (520) $ 520 $190,298 $ 14,681 $326,071
I I I I I I I

See accompanying notes to consolidated financial statements.
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First Charter Corporation and Subsidiaries

Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Provision for loan losses
Depreciation
Amortization of intangibles
Premium amortization and discount accretion, net
Net gain on securities available for sale transactions
Net loss on sale of foreclosed assets
Net loss on sale of premises and equipment
Gain on sale of credit card loan portfolio
Loss from equity method investees
Origination of mortgage loans held for sale
Proceeds from sale of mortgage loans held for sale
Decrease in other assets
(Decrease) increase in other liabilities

Net cash (used in) provided by operating activities

Cash flows from investing activities:

Proceeds from sales of securities available for sale
Proceeds from maturities of securities available for sale
Purchase of securities available for sale

Net increase in loans

Proceeds from sales of other real estate

Net purchases of premises and equipment

Sale of business activities

Net cash used in investing activities

Cash flows from financing activities:

Net increase (decrease) in demand, money market and savings accounts

Net increase in certificates of deposit

Net increase in securities sold under repurchase agreements and other borrowings
Purchase and retirement of common stock

Proceeds from issuance of common stock

Dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:

Three Months
Ended March 31
2003 2002
$ 9,946 $ 8,765
2,051 2,105
2,308 2,461
85 100
1,138 (187)
(1,226) (3,763)
63 65
62
(2,213)
100 2,959
(84,142) (21,127)
42,894 23,060
227 868
44) 2,861
(28,751) 18,167
285,482 124,803
129,971 105,486
(612,260) (273,078)
(20,331) (78,523)
503 1,384
3,181) (2,403)
13,242
(206,574) (122,331)
148,121 2,111
22,162 49,474
73,783 28,257
(2,450) 67)
672 651
(5,548) (5,547)
236,740 70,657
1,415 (33,507)
169,850 141,465
$ 171,265 $ 107,958
] |
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Cash paid for interest $ 19,089
Cash paid for income taxes 1,268
Supplemental disclosure of non-cash transactions:

Transfer of loans and premises and equipment to other real estate 1,486
Unrealized loss on securities available for sale (net of tax effect of $(803) and $(6,707) for the

three months ended March 31, 2003 and 2002, respectively) (1,235)
Loans held for sale securitized and retained in the securities available for sale portfolio 128,490

See accompanying notes to consolidated financial statements.

$ 22,127
191

652

(9,225)
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FIRST CHARTER CORPORATION AND SUBSIDIARIES
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

First Charter Corporation (the Corporation ) is a regional financial services company with assets of $4.0 billion and is the holding company
for First Charter Bank ( FCB orthe Bank ). FCB is a full-service bank and trust company with 53 financial centers, five insurance offices and one
mortgage origination office located in 17 counties throughout the piedmont and western half of North Carolina. FCB also maintains one
mortgage origination office in Virginia. FCB provides businesses and individuals with a broad range of financial services, including banking,
comprehensive financial planning, funds management, investments, insurance, mortgages and a full array of employee benefit programs.

Note One Accounting Policies

The consolidated financial statements include the accounts of the Corporation and its wholly owned subsidiary, FCB. In consolidation, all
intercompany accounts and transactions have been eliminated.

The information contained in the consolidated financial statements, excluding December 31, 2002 information, is unaudited. The preparation
of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect reported amounts of assets and liabilities and disclosure of contingent liabilities at
the date of the financial statements, as well as the amounts of income and expenses during the reporting period. Actual results could differ from
those estimates.

The information furnished in this report reflects all adjustments which are, in the opinion of management, necessary to present a fair
statement of the financial condition and the results of operations for interim periods. All such adjustments were of a normal recurring nature.
Certain amounts reported in prior periods have been reclassified to conform with the current period presentation. Such reclassifications have no
effect on net income or shareholders equity as previously reported.

Accounting policies followed by the Corporation are presented on pages 51 to 59 of the Corporation s Annual Report on Form 10-K for the
year ended December 31, 2002.

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 (SFAS No. 143), Accounting for Asset Retirement
Obligations , which addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived assets and
the associated asset retirement cost. This standard requires the Corporation to record the fair value of an asset retirement obligation as a liability
in the period in which it incurs a legal obligation associated with the retirement of tangible long-lived assets that result from the acquisition,
construction, development and/or normal use of the assets. The Corporation also is to record a corresponding increase to the carrying amount of
the related long-lived asset and to depreciate that cost over the life of the asset. The liability is changed at the end of each period to reflect the
passage of time and changes in the estimated future cash flows underlying the initial fair value measurement. This statement is effective for
fiscal years beginning after June 15, 2002. Accordingly, the Corporation adopted SFAS No. 143 on January 1, 2003, with no material impact on
its consolidated financial statements.

In August 2002, the FASB issued Statement of Financial Accounting Standards No. 146 (SFAS No. 146), Accounting for Costs Associated
with Exit or Disposal Activities , which addresses financial accounting and reporting costs associated with exit or disposal activities and nullifies
Emerging Issues Task Force (EITF) Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring). Under EITF Issue No. 94-3, an entity recognized a liability for an exit cost on the
date that the entity committed itself to an exit plan. In SFAS No. 146, the FASB acknowledges that an entity s commitment to a plan does not, by
itself, create a present obligation to other parties that meets the definition of a liability. An obligation becomes a present obligation when a
transaction or event occurs that leaves an entity little or no discretion to avoid the future transfer or use of assets to settle the liability. SFAS
No. 146 also establishes that fair value is the objective for the initial measurement of the liability. SFAS No. 146 will be effective for exit or
disposal activities that are initiated after December 31, 2002. There was no impact to the Corporation upon adoption.

6

11



Edgar Filing: FIRST CHARTER CORP /NC/ - Form 10-Q

In October 2002, the FASB issued Statement of Financial Accounting Standards No. 147 (SFAS No. 147), Acquisitions of Certain Financial
Institutions , which addresses the financial accounting and reporting for the acquisition of all or part of a financial institution. This standard
removes certain acquisitions of financial institutions from the scope of Statement of Financial Accounting Standards No. 72 (SFAS No. 72).
This statement requires financial institutions to reclassify goodwill, which was created from a qualified business acquisition, from SFAS No. 72
goodwill to goodwill subject to the provisions of SFAS No. 142. The reclassified goodwill will no longer be amortized but will be subject to an
annual impairment test, pursuant to SFAS No. 142. SFAS No. 147 requires the Corporation to retroactively restate its previously issued 2002
interim financial statements, to reverse SFAS No. 72 goodwill amortization expense recorded in the first three quarters of the 2002 fiscal year,
the year in which the Corporation adopted SFAS No. 142. The Corporation adopted SFAS No. 147 on October 1, 2002. The Corporation had
$12.1 million of SFAS No. 72 goodwill which was reclassified and will no longer be amortized. This resulted in the reversal of $716,000
($520,000 or $0.02 diluted earnings per share, after-tax) of amortization expense for the nine months ended September 30, 2002 and the reversal
of $239,000 ($173,000 after-tax) of amortization expense for the three months ended March 31, 2002. In accordance with SFAS No. 147, the
Corporation performed a transitional impairment test of this goodwill in the fourth quarter of 2002. As a result of this testing, no impairment
charges were recorded. The Corporation will perform an annual impairment test of the goodwill in 2003 and thereafter.

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148 (SFAS No. 148), Accounting for Stock-Based
Compensation Transition and Disclosure an amendment of FASB Statement No. 123 . This Statement amends SFAS No. 123, to provide
alternative methods of transition for an entity that voluntarily changes to the fair value method of accounting for stock-based employee
compensation. It also amends the disclosure provisions of that Statement to require prominent disclosure about the effects on reported net
income of an entity s accounting policy with respect to stock-based employee compensation. Finally, this Statement amends APB Opinion No. 28
(APB No. 28), Interim Financial Reporting , to require disclosure about those effects in interim financial information. The Corporation currently
has no plans to change its accounting for stock-based employee compensation. The disclosure provisions of this statement, except for the
amendment of APB No. 28, are effective for financial statements for fiscal years ending after December 15, 2002. Accordingly, the Corporation
adopted the disclosure provisions pursuant to this portion of the interpretation on December 31, 2002 and these disclosures are presented in the
notes to the consolidated financial statements. The provisions of this statement related to the amendment of APB Opinion No. 28 are effective
for financial reports containing condensed financial statements for interim periods beginning after December 15, 2002. Accordingly, the
Corporation adopted the disclosure provisions pursuant to this portion of the interpretation on January 1, 2003, and these disclosures are
presented in the notes to the consolidated financial statements.

In October 2002, the FASB issued Financial Accounting Standards Board Interpretation No. 45, (FASB Interpretation No. 45), Guarantor s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which establishes disclosure
standards for a guarantor about its obligations under certain guarantees that it has issued. Under FASB Interpretation No. 45 a guarantor is
required to disclose the nature of the guarantee, including the approximate term of the guarantee, how the guarantee arose, and the events or
circumstances that would require the guarantor to perform under the guarantee. The guarantor is also required to disclose the maximum potential
amount of future payments under the guarantee, the carrying amount of the liability, if any, for the guarantor s obligations under the guarantee,
and the nature and extent of any recourse provisions or available collateral that would enable the guarantor to recover the amounts paid under the
guarantee. The initial recognition and measurement of FASB Interpretation No. 45 are applicable on a prospective basis to guarantees issued or
modified after December 31, 2002. Accordingly, the Corporation adopted these provisions of FASB Interpretation No. 45 on January 1, 2003.
The impact to the Corporation upon adoption was immaterial. The disclosure requirements in FASB Interpretation No. 45 are effective for
financial statements of interim or annual periods ending after December 15, 2002. Accordingly, the Corporation adopted the disclosure
provisions in 2002 and has made the relevant disclosures in its accompanying consolidated financial statements.

In January 2003, the FASB issued Financial Accounting Standards Board Interpretation No. 46, (FASB Interpretation No. 46), Consolidation
of Variable Interest Entities, which addresses consolidation of variable interest entities by business enterprises. Variable interest entities are
equity interests that do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated financial support from other parties. An enterprise shall consolidate a variable interest
entity if that enterprise has a variable interest (or combination of variable interests) that will absorb

12
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a majority of expected losses if they occur, receive a majority of the entity s residual returns if they occur, or both. The enterprise that
consolidates the variable interest entity is called the primary beneficiary of that entity. Under FASB Interpretation No. 46 an enterprise that
holds significant variable interests in a variable interest entity but is not the primary beneficiary is required to disclose the nature, purpose, size,
and activities of the variable interest entity, its exposure to loss as a result of the variable interest holder s involvement with the entity, and the
nature of its involvement with the entity and date when the involvement began. The primary beneficiary of a variable interest entity is required
to disclose the nature, purpose, size, and activities of the variable interest entity, the carrying amount and classification of consolidated assets
that are collateral for the variable interest entity s obligations, and any lack of recourse by creditors (or beneficial interest holders) of a
consolidated variable interest entity to the general credit of the primary beneficiary. FASB Interpretation No. 46 will be effective for the
Corporation beginning July 1, 2003. The Corporation does not currently expect adoption of this interpretation to have a material effect on its
consolidated financial statements.

From time to time, the FASB issues exposure drafts for proposed statements of financial accounting standards. Such exposure drafts are
subject to comment from the public, to revisions by the FASB and to final issuance by the FASB as statements of financial accounting standards.
Management considers the effect of the proposed statements on the consolidated financial statements of the Corporation and monitors the status
of changes to and proposed effective dates of exposure drafts.

Note Two Net Income Per Share

Basic net income per share is computed by dividing net income by the weighted average number of shares of common stock outstanding for
the year. Diluted net income per share reflects the potential dilution that could occur if the Corporation s potential common stock and
contingently issuable shares, which consist of dilutive stock options and restricted stock, were issued. The numerators of the basic net income
per share computations are the same as the numerators of the diluted net income per share computations for all periods presented. The effect of
potential common stock is excluded from the computation of diluted earnings per common share in periods in which the effect would be
antidilutive. A reconciliation of the basic average common shares outstanding to the diluted average common shares outstanding is as follows:

Three Months
Ended March 31
2003 2002
Basic weighted average number of common shares outstanding 30,006,417 30,798,728
Dilutive effect arising from potential common stock 182,436 195,253
Diluted weighted average number of common shares outstanding 30,188,853 30,993,981
I I

The Corporation paid cash dividends of $0.185 per share and $0.18 per share for the three months ended March 31, 2003 and 2002,
respectively.

13
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Note Three Goodwill and Other Intangible Assets

The following is a summary of the gross carrying amount and accumulated amortization of amortized intangible assets and the carrying
amount of unamortized intangible assets as of March 31, 2003 and December 31, 2002:

March 31 December 31
2003 2002
Gross Carrying Accumulated Gross Carrying Accumulated
(Dollars in thousands) Amount Amortization Amount Amortization
Amortized intangible assets:
Noncompete agreements'" $ 946 $ 779 $ 946 $ 744
Customer lists) 417 113 417 106
Mortgage servicing rights(") 5,697 3,818 4,643 3,165
Branch acquisitions® 1,110 968 1,110 925
Total $ 8,170 $5,678 $ 7,116 $4,940
I I I I
Unamortized intangible assets:
Goodwill® $18,093 $ $18,093 $
I I I I

(1) Noncompete agreements, customer lists and mortgage servicing rights intangible assets are recorded in the Other Operating Segments as
described in the 2002 Annual Report on Form 10-K.

) Branch acquisition intangible assets are recorded in the FCB segment as described in the 2002 Annual Report on Form 10-K.

3) Goodwill is recorded in the Other Operating Segments as described in the 2002 Annual Report on Form 10-K.
There was no change in the gross carrying amount of goodwill at March 31, 2003 compared to December 31, 2002.

Amortization expense, excluding amortization of mortgage servicing rights, totaled $85,000 and $100,000 for the three months ended
March 31, 2003 and 2002, respectively.

The following table presents the estimated amortization expense for intangible assets for the years ended December 31, 2003, 2004, 2005,
2006, 2007 and 2008 and thereafter:

Noncompete Customer Mortgage Branch
(Dollars in
thousands) Agreements Lists Servicing Rights Acquisitions Total
2003 $117 $ 28 $ 875 $171 $1,191
2004 85 28 552 14 679
2005 28 41 69
2006 28 4 32
2007 28 4 32
2008 and after 171 2 173
Total $202 $311 $1,478 $185 $2,176
I I I I I
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The following tables present the adjusted effect of goodwill amortization on net income and on basic and diluted earnings per share for the
quarters ended March 31, 2003 and 2002 and for the years ended December 31, 2002, 2001 and 2000:

For the Three Months
Ended March 31
(Dollars in thousands, except earnings per share amounts) 2003 2002
Net income $9,946 $8,765
Add back: Goodwill amortization
Adjusted net income $9,946 $8,765
I I

Basic earnings per share:
As reported $ 0.33 $ 0.28
Goodwill amortization
Adjusted net income $ 0.33 $ 0.28
I I

Diluted earnings per share:

As reported $ 0.33 $ 0.28
Goodwill amortization

Adjusted net income $ 0.33 $ 0.28

For the Years Ended December 31

(Dollars in thousands, except earnings per share amounts) 2002 2001 2000
Net income $39,803 $35,325 $24,841
Add back: Goodwill amortization 1,065 647
Adjusted net income $39,803 $36,390 $25,488
I I I

Basic earnings per share:

As reported $ 130 $ 112 $ 0.79
Goodwill amortization 0.04 0.02
Adjusted net income $ 130 $ 1.16 $ 0.81
I I I

Diluted earnings per share:

As reported $ 130 $ 112 $ 079
Goodwill amortization 0.03 0.02
Adjusted net income $ 130 $ 1.15 $ 0.81
I I I
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Note Four Loans

The Corporation s primary market area includes North Carolina, and predominately centers around the Metro region of Charlotte, North
Carolina. At March 31, 2003, the majority of the total loan portfolio, as well as a substantial portion of the commercial and real estate loan
portfolios, were to borrowers within this region. The diversity of the region s economic base provides a stable lending environment. No areas of
significant concentrations of credit risk have been identified due to the diverse industrial base in the region.

Loans at March 31, 2003 and December 31, 2002 were:

March 31, 2003 December 31, 2002
(Dollars in thousands) Amount Percent Amount Percent
Commercial real estate $ 800,593 38.5% $ 798,664 38.6%
Commercial non real estate 227,159 10.9 223,178 10.8
Construction 216,784 10.4 215,859 10.4
Mortgage 240,115 11.6 237,085 114
Consumer 260,594 12.6 280,201 13.5
Home Equity 332,392 16.0 317,730 15.3
Total $2,077,637 100.0% $2,072,717 100.0%
.| ] .| |

Mortgage loans held for sale are carried at the lower of aggregate cost or market. Mortgage loans held for sale were $69.9 million and
$158.4 million at March 31, 2003 and December 31, 2002, respectively.

During the first quarter of 2003, $68.8 million of mortgage loans were originated and retained on the balance sheet. These loans are classified
as loans held for sale and will be securitized during the second quarter of 2003. This will increase the flexibility to manage these balances as
interest rates change or if liquidity needs change due to increased loan demand.

During the fourth quarter of 2002, $130 million of mortgage loans were reclassified to loans held for sale. Of these loans, $128.5 million
were securitized during the first quarter of 2003 and are classified as mortgage backed securities in the securities available for sale portfolio. The
Corporation recorded $1.1 million in mortgage servicing rights and a corresponding discount on the basis of the related mortgage-backed
securities.

The table below summarizes the Corporation s nonperforming assets and loans 90 days or more past due and still accruing interest as of the
dates indicated.

March 31 December 31
(Dollars in thousands) 2003 2002
Nonaccrual loans $30,021 $26,467
Other real estate 11,200 10,278
Total nonperforming assets 41,221 36,745
Loans 90 days or more past due and still accruing
Total nonperforming assets and loans 90 days or more past due
and still accruing $41,221 $36,745
I I
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The recorded investment in individually impaired loans was $20.3 million (all of which were on nonaccrual status) and $17.9 million (all of
which were on nonaccrual status) at March 31, 2003 and December 31, 2002, respectively. The related allowance for loan losses on these loans
was $4.5 million and $4.8 million at March 31, 2003 and December 31, 2002, respectively. The average recorded investment in impaired loans
for the three months ended March 31, 2003 and 2002 was $20.7 million and $19.1 million, respectively.

11
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Note Five Stock Repurchase Program

On January 23, 2002, the Corporation s Board of Directors authorized the repurchase of up to 1.5 million shares of the Corporation s common
stock. During the three months ended March 31, 2003, the Corporation had repurchased 125,000 shares of its common stock at an average
per-share price of $18.87, which reduced shareholders equity by $2.4 million. As of March 31, 2003, the Corporation had repurchased a total of
934,600 shares of its common stock at an average per-share price of $17.14 under this authorization, which reduced shareholders equity by
$16.0 million.

Note Six Trading Activity

The Corporation engages in writing over-the-counter covered call options on specific fixed income securities in the available for sale
portfolio. Under these agreements the Corporation agrees to sell, upon election by the optionholder, a fixed income security at a fixed price. The
Corporation receives a premium from the optionholder in exchange for writing the option contract. For the three months ended March 31, 2003,
the Corporation recognized income of $1.2 million, from writing covered call options. The Corporation recognized income of $0.4 million for
the three months ended March 31, 2002, from writing covered call options. There were no written covered call options outstanding at March 31,
2003.

Note Seven Related Party Transactions

In the ordinary course of business, the Corporation engages in business transactions with certain of its directors. Such transactions are
competitively negotiated at arms-length by the Corporation and are not considered to include terms which are unfavorable to the Corporation.

During 2001, the Corporation decided to upgrade its service offerings to include an automatic overdraft product, which allows customers the
ability to overdraw their account and have their transactions honored for a fee. During the fourth quarter of 2001, the Corporation engaged
Impact Financial Services ( Impact ) to provide this product. Impact will receive a fee from the Corporation equal to 15 percent of the incremental
income from this new product for a twenty four-month period commencing the fourth full month after the Corporation began to offer the
product. John Godbold, a director of the Corporation, is the president and owner of Godbold Financial Associates, Inc. ( GFA ), which acts as an
independent sales representative for Impact for Maryland, North Carolina, South Carolina and Virginia, and as such GFA and Mr. Godbold will
receive commissions from Impact based on fees earned by Impact. Management believes that the transaction was at arms-length. Pursuant to the
Corporation s conflict of interest policy for directors and executive officers, the members of the Corporation s Board of Directors who did not
have a direct or indirect interest in the related party transaction, reviewed this related party transaction and determined that it was fair to the
Corporation and subsequently approved and ratified the transaction. As described above, no fees were required to be paid to Impact until the
fourth full month following introduction of the new product, therefore, no fees were payable to Impact and no commissions were payable to
GFA and Mr. Godbold until March 2002. For the three months ended March 31, 2003 and 2002, the Corporation received revenues of
approximately $1.6 million and $1.0 million, respectively, which resulted in fees of $236,000, and $40,000, respectively, to Impact and resulted
in Impact paying commissions to GFA and Mr. Godbold of $166,000 and $28,000, respectively.

12

18



Edgar Filing: FIRST CHARTER CORP /NC/ - Form 10-Q

Note Eight Business Segment Information

Refer to the Corporation s Annual Report on Form 10-K for the year ended December 31, 2002 for information with respect to the
Corporation s policies for defining and accounting for its segments. Financial information by segment for the three months ended March 31, 2003
and 2002 is as follows:

March 31, 2003

Other
Operating

(Dollars in thousands) FCB Segments™®) Other® Totals
Total interest income $ 45,133 $ 219 $ 16 $ 45368
Total interest expense 18,664 121 18,785
Net interest income 26,469 219 (105) 26,583
Provision for loan losses 2,051 2,051
Total noninterest income 11,360 4,216 (6) 15,570
Total noninterest expense 21,282 4,750 32 26,064
Net income (loss) before income taxes 14,496 (315) (143) 14,038
Income taxes expense (benefit) 4,226 92) 42) 4,092
Net income (loss) $ 10,270 $ (223 $ (@01 $ 9,946

.| | | L
Total loans, net $1,979,140 $71,803 $ $2,050,943
Total assets 3,882,434 84,095 24,738 3,991,267

March 31, 2002

Other
Operating

(Dollars in thousands) FCB Segments(1) Other® Totals

Total interest income $ 48,894 $ 79 $ 67 $ 49,040
Total interest expense 21,343 147 21,490
Net interest income 27,551 79 (80) 27,550
Provision for loan losses 2,105 2,105
Total noninterest income 9,086 3,949 (2,107) 10,928
Total noninterest expense 20,216 4,035 66 24,317
Net income (loss) before income taxes 14,316 7 (2,253) 12,056
Income taxes expense (benefit) 3,909 3) (615) 3,291
Net income (loss) $ 10,407 $ 4 $ (1,638) $ 8,765
Total loans, net $1,997,484 $ $ $1,997,484
Total assets 3,356,375 16,934 32,549 3,405,858

(1) Included in other operating segments are revenues, expenses and assets of insurance services, brokerage, mortgage and financial
management.
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2) Included in other are revenues, expenses and assets of the parent company and eliminations.
Note Nine Equity Method Investments

The Corporation s equity method investments represent investments in venture capital limited partnerships.

The Corporation s recognition of earnings or losses from an equity method investment is determined by the Corporation s share of the
investee s earnings on a quarterly basis (or, in the case of some smaller investments, on an annual basis if there has been no significant change in
values). The limited partnerships generally provide their financial information during the quarter after the end of a given period, and the
Corporation s policy is to record its share of earnings or losses on these equity method investments in the quarter such financial information is
received.

These limited partnerships record their investments in investee companies on a fair value basis, with changes in the underlying fair values
being reflected as an adjustment to their earnings in the period such changes are determined. The earnings of these limited partnerships, and
therefore the amount recorded on an equity-method basis by the Corporation, are impacted significantly by changes in the underlying value of
the companies in which these limited partnerships invest. All of the companies in which these limited partnerships invest are privately held, and
their market values are not readily available. Estimations of these values are made by the management of the limited partnerships and are
reviewed by the Corporation s management for reasonableness. The assumptions in the valuation of these investments include the viability of the
business model, the ability of the company to obtain alternative financing, the ability to generate revenues in future periods and other subjective
factors. Given the
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inherent risks associated with this type of investment in the current economic environment, there can be no guarantee that there will not be
widely varying gains or losses on these equity method investments in future periods.

At March 31, 2003 and December 31, 2002 the total book value of equity method investments was $2.7 million and $3.8 million,
respectively, and is included in other assets on the consolidated balance sheet. Of the $2.7 million, $1.4 million represents investments in venture
capital partnerships that are Small Business Investment Companies (SBICs), which invest primarily in equity securities. At March 31, 2003, the
Corporation s remaining commitment to fund the equity method investments was $1.8 million and represented commitments to three venture
funds that are SBICs. These three venture funds primarily make debt investments in established companies that have a minimum of $5 million in
annual revenue. The remaining commitments are callable in 2003.

Note Ten Stock-Based Compensation

The Corporation accounts for stock-based compensation under the provisions of Accounting Principles Board Opinion No. 25, Accounting
for Stock Issued to Employees. The pro forma impact on net income per share as if the fair value of stock-based compensation plans had been
recorded as a component of compensation expense in the consolidated financial statements as of the date of grant of awards related to such
plans, pursuant to the provisions of the Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation and
Statement of Financial Accounting Standards No. 148, Accounting for Stock-Based Compensation = Transition and Disclosure an amendment to
FASB Statement No. 123 , is disclosed as follows:

Three Months Ended March

31,
(Dollars in thousands, except per share data) 2003 2002
Net income, as reported $9,946 $8,765
Deduct: Total stock-based employee compensation expense determined under
fair value based method for all awards, net of related tax effects 763 875
Pro forma net income $9,183 $7,890
I I
Earnings per share:
Basic-as reported $ 033 $ 028
I I
Basic-pro forma $ 031 $ 0.26
I I
Diluted-as reported $ 033 $ 028
I I
Diluted-pro forma $ 0.30 $ 025
I I

Note Eleven Commitments, Contingencies and Off-Balance Sheet Risk

Commitments and Off-Balance Sheet Risk. The Corporation is party to various financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers. These financial instruments include commitments to extend credit and standby
letters of credit, and involve, to varying degrees, elements of credit and interest rate risk in excess of the amounts recognized in the consolidated
financial statements. Commitments to extend credit are agreements to lend to a customer so long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates and may require collateral from the borrower if deemed
necessary by the Corporation. Standby letters of credit are conditional commitments issued by the Corporation to guarantee the performance of a
customer to a third party up to a stipulated amount and with specified terms and conditions. Commitments to extend credit and standby letters of
credit are not recorded as an asset or liability by the Corporation until the instrument is exercised. The Corporation uses the same credit policies
in making commitments and conditional obligations as it does for instruments reflected in the consolidated financial statements. The
creditworthiness of each customer is evaluated on a case-by-case basis.
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At March 31, 2003, the Corporation s exposure to credit risk was represented by preapproved but unused lines of credit totaling
$287.5 million, loan commitments totaling $298.1 million and standby letters of credit aggregating $8.8 million. Of the $287.5 million of
preapproved unused lines of credit, $33.7 million were at fixed rates and $253.8 million were at floating rates. Of the $298.1 million of loan
commitments, $62.0 million were at fixed rates
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and $236.1 million were at floating rates. Of the $8.8 million of standby letters of credit, $8.6 million expire in less than one year and

$0.2 million expire in one to three years. The fair value at March 31, 2003 of standby letters of credit issued or modified during the quarter
ended March 31, 2003 was considered immaterial. The maximum amount of credit loss of standby letters of credit is represented by the contract
amount of the instruments. Management expects that these commitments can be funded through normal operations. The amount of collateral
obtained if deemed necessary by the Corporation upon extension of credit is based on management s credit evaluation of the borrower at that
time. The Corporation generally extends credit on a secured basis. Collateral obtained may include, but may not be limited to, accounts
receivable, inventory and commercial and residential real estate.

The Bank primarily makes commercial and installment loans to customers throughout its market area. The Corporation s primary market area
includes the state of North Carolina, and predominately centers on the Metro region of Charlotte, North Carolina. The real estate loan portfolio
can be affected by the condition of the local real estate markets.

Contingencies. The Corporation and the Bank are defendants in certain claims and legal actions arising in the ordinary course of business. In
the opinion of management, after consultation with legal counsel, the ultimate disposition of these matters is not expected to have a material
adverse effect on the consolidated operations, liquidity or financial position of the Corporation or the Bank.

Note Twelve Comprehensive Income

Comprehensive income includes net income and all non-owner changes to the Corporation s equity. The Corporation s only component of
other comprehensive income is the change in unrealized gains and losses on available for sale securities.

The Corporation s total comprehensive income for the three months ended March 31, 2003 was $8.7 million and the total comprehensive loss
for the three months ended March 31, 2002 was $0.5 million. Information concerning the Corporation s other comprehensive income (loss) for
the three months ended March 31, 2003 and 2002 is as follows:

For the Three Months Ended March, 31

2003 2002
Before Tax After Tax Before Tax After Tax
Tax
(Dollars in thousands) Amount Effect Amount Amount Tax Effect Amount
Unrealized gains on securities:
Unrealized gains (losses) arising during
period $ 812) $(325) $ (487) $(11,360) $(4,430) $(6,930)
Less: Reclassification for realized gains
(losses) 1,226 478 748 3,763 1,468 2,295
Unrealized gains (losses), net of
reclassification $(2,038) $(803) $(1,235) $(15,123) $(5,898) $(9,225)
I L | I I I I
Other comprehensive income (loss) $(2,038) $(803) $(1,235) $(15,123) $(5,898) $(9,225)
I L | I I I I
15
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Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the consolidated financial statements of First Charter Corporation
(the Corporation ) and the notes thereto.

The following discussion contains certain forward-looking statements about the Corporation s financial condition and results of operations,
which are subject to certain risks and uncertainties that could cause actual results to differ materially from those reflected in the forward-looking
statements. Readers are cautioned not to place undue reliance on these forward-looking statements, which reflect management s judgment only as
of the date hereof. The Corporation undertakes no obligation to publicly revise these forward-looking statements to reflect events and
circumstances that arise after the date hereof.

Factors that may cause actual results to differ materially from those contemplated by such forward-looking statements include, among others,
the following possibilities: (1) projected business increases in connection with the implementation of our business plan are lower than expected;
(2) competitive pressure among financial services companies increases significantly; (3) costs or difficulties related to the integration of
acquisitions, or expenses in general, are greater than expected; (4) general economic conditions, in the markets in which the company does
business, are less favorable than expected; (5) risks inherent in making loans, including repayment risks and risks associated with collateral
values, are greater than expected; (6) changes in the interest rate environment reduce interest margins and affect funding sources; (7) changes in
market rates and prices may adversely affect the value of financial products; (8) any inability to generate liquidity necessary to meet loan
demand or other cash needs; (9) any inability to accurately predict the adequacy of the loan loss allowance needs; (10) legislation or regulatory
requirements or changes adversely affect the businesses in which the company is engaged; and (11) decisions to change the business mix of the
company.

Overview

The Corporation is a bank holding company established as a North Carolina Corporation in 1983, with one wholly-owned banking subsidiary,
FCB. The Corporation s principal executive offices are located in Charlotte, North Carolina. FCB is a full service bank and trust company with
53 financial centers, five insurance offices and one mortgage origination office located in 17 counties throughout the piedmont and western half
of North Carolina. FCB also maintains an additional mortgage origination office in Virginia.

The Corporation s primary market area is located within North Carolina and predominately centers around the Metro region of Charlotte,
North Carolina, including Mecklenburg County and its surrounding counties. Charlotte is the twenty-fifth largest city in the United States and
has a diverse economic base. Primary business sectors in the Charlotte Metro region include banking and finance, insurance, manufacturing,
health care, transportation, retail, telecommunications, government services and education. As of February 28, 2003 the unemployment rate for
the Charlotte Metro region was 6.0 percent compared to 5.8 percent for the state of North Carolina. The Corporation believes that it is not
dependent on any one or a few types of commerce due to the economic diversity in the region.

Through its financial center locations, the Bank provides a wide range of banking products, including interest bearing and non-interest
bearing checking accounts; Money Market Rate accounts; certificates of deposit; individual retirement accounts; overdraft protection;
commercial, consumer, agriculture, real estate, residential mortgage and home equity loans; personal and corporate trust services; safe deposit
boxes; and automated banking.

In addition, through First Charter Brokerage Services, a subsidiary of FCB, the Registrant offers full service and discount brokerage services,
annuity sales and financial planning services pursuant to a third party arrangement with UVEST Investment Services. The Bank also operates six
other subsidiaries: First Charter Insurance Services, Inc., First Charter of Virginia Realty Investments, Inc., First Charter Realty Investments,
Inc., FCB Real Estate, Inc., First Charter Real Estate Holding, LL.C, and First Charter Leasing, Inc. First Charter Insurance Services, Inc. is a
North Carolina corporation formed to meet the insurance needs of businesses and individuals throughout the Charlotte metropolitan area. First
Charter of Virginia Realty Investments, Inc. is a Virginia corporation engaged in the mortgage origination business and also acts as a holding
company for First Charter Realty Investments, Inc., a Delaware real estate investment trust. FCB Real Estate, Inc. is a North Carolina real estate
investment trust, and
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First Charter Real Estate Holdings, LLC is a North Carolina limited liability company. First Charter Leasing, Inc. is a North Carolina
corporation, which leases commercial equipment. The Bank also has a majority ownership in Lincoln Center at Mallard Creek, LLC. Lincoln
Center is a three-story office building occupied in part by a branch of FCB.

The principal offices of the Corporation are located in the 230,000 square foot First Charter Center located at 10200 David Taylor Drive in
Charlotte, North Carolina, which is owned by the Bank through its subsidiaries. The First Charter Center contains the corporate offices of the
Corporation as well as the operations, mortgage loan and data processing departments of FCB.

In addition to its main office, FCB has 53 financial centers, five insurance offices, one mortgage origination office and 93 ATMs located in
17 counties throughout North Carolina. As of March 31, 2003, the Corporation and its subsidiaries owned 35 financial center locations, leased
18 financial center locations and leased five insurance offices. The Corporation also leases a facility in Reston, Virginia for the origination of
real estate loans, as well as a holding company for certain subsidiaries that own real estate and real estate-related assets, including first and
second residential mortgage loans.

Critical Accounting Policies

The Corporation s accounting policies are fundamental to understanding management s discussion and analysis of financial condition and
results of operations. The Corporation s significant accounting policies are presented on pages 51 to 59 of the Corporation s Annual Report on
Form 10-K for the year ended December 31, 2002. Of these policies, the Corporation considers its policy regarding the allowance for loan losses
to be one of its most critical accounting policies, because it requires management s most subjective and complex judgments. The Corporation has
developed appropriate policies and procedures for assessing the adequacy of the allowance for loan losses, recognizing that this process requires
a number of assumptions and estimates with respect to its loan portfolio. The Corporation s assessments may be impacted in future periods by
changes in economic conditions, the impact of regulatory examinations and the discovery of information with respect to borrowers which is not
known to management at the time of the issuance of the consolidated financial statements. For additional discussion concerning the Corporation s
allowance for loan losses and related matters, see Allowance for Loan Losses.

In addition, the Corporation also considers its policy regarding equity method investments to be a critical accounting policy due to the
assumptions in the valuation of these investments and other subjective factors. The Corporation s equity method investments represent
investments in venture capital limited partnerships.

The Corporation s recognition of earnings or losses from an equity method investment is determined by the Corporation s share of the
investee s earnings on a quarterly basis (or, in the case of some smaller investments, on an annual basis if there has been no significant change in
values). The limited partnerships generally provide their financial information during the quarter after the end of a given period, and the
Corporation s policy is to record its share of earnings or losses on these equity method investments in the quarter such information was received.

These limited partnerships record their investments in investee companies on a fair value basis, with changes in the underlying fair values
being reflected as an adjustment to their earnings in the period such changes are determined. The earnings of these limited partnerships, and
therefore the amount recorded on an equity-method basis by the Corporation, are impacted significantly by changes in the underlying value of
the companies in which these limited partnerships invest. All of the companies in which these limited partnerships invest are privately held, and
their market values are not readily available. Estimations of these values are made by the management of the limited partnerships and are
reviewed by the Corporation s management for reasonableness. The assumptions in the valuation of these investments include the viability of the
business model, the ability of the company to obtain alternative financing, the ability to generate revenues in future periods and other subjective
factors. Given the inherent risks associated with this type of investment in the current economic environment, there can be no guarantee that
there will not be widely varying gains or losses on these equity method investments in future periods.

At March 31, 2003 and December 31, 2002 the total book value of equity method investments was $2.7 million and $3.8 million,
respectively, and is included in other assets on the consolidated balance sheet. Of the $2.7 million, $1.4 million represents investments in venture
capital partnerships that are Small Business Investment Companies (SBICs), which invest primarily in equity securities. At March 31, 2003, the
Corporation s remaining commitment to fund the equity method investments was $1.8 million and represented commitments to three venture
funds that are
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SBICs. These three venture funds primarily make debt investments in established companies that have a minimum of $5 million in annual
revenue. These remaining commitments are callable in 2003.

Results of Operations
Refer to Table One for quarterly selected financial data.
Earnings Summary

Net income amounted to $9.9 million, or $0.33 per diluted common share, for the three months ended March 31, 2003, compared to
$8.6 million, or $0.28 per diluted common share, for the three months ended March 31, 2002. Net income for the three months ended March 31,
2003 and 2002 includes certain other items as described in the following paragraph. The increase in net income was primarily due to (i) a
$4.6 million increase in noninterest income resulting from a $2.2 million gain on the sale of the Corporation s $11.7 million credit card portfolio,
income recognized from the Corporation s investment in Bank Owned Life Insurance, higher trading gains, growth in service charges on deposit
accounts, increases in mortgage loan fees and insurance services. This increase was partially offset by (i) $1.0 million decrease in net interest
income resulting from a decrease in interest income due to lower interest income on earning assets partially offset by a decrease in interest
expense resulting from the continued effects of a declining interest rate environment, (ii) a $1.7 million increase in noninterest expense which
was due to the following factors: cost associated with additional personnel, increased employee benefits costs, increased incentive compensation
from commission based sales areas and increased marketing expense associated with the implementation of the Checking Account Marketing
Program ( CHAMP ), a strategy for developing new customer relationships and (iii) a $0.8 million increase in income tax expense due to an
increase in taxable income and the effective tax rate.

Net income for the three months ended March 31, 2003 and 2002 includes certain other items, which are set forth in Table Two. These other
items are included in net income and should be considered in a year over year analysis of results of operations. For the three months ended
March 31, 2003, other items primarily consisted of (i) a $2.2 million ($1.6 million, or $0.05 diluted earnings per share, after-tax) gain on the sale
of credit card loans, (ii) a $1.2 million ($0.9 million, or $0.3 diluted earnings per share, after-tax) gain on the sale of securities and (iii) a
$0.1 million ($0.1 million, after-tax) net loss on equity method investments. For the three months ended March 31, 2002, other items primarily
consisted of (i) a $3.8 million ($2.8 million, or $0.09 diluted earnings per share, after-tax) gain on the sale of securities and (ii) a $3.0 million
($2.2 million, or $0.07 diluted loss per share, after-tax) net loss on equity method investments.

As previously discussed the Corporation sold it s $11.7 million credit card portfolio in the first quarter of 2003. First Charter will continue to
offer a First Charter credit card through MBNA and will receive ongoing fee income.
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Table One
Selected Financial Data

For the Three Months
Ended March 31

(Dollars in thousands, except per share amounts) 2003 2002
Income statement
Interest income $ 45,368 $ 49,040
Interest expense 18,785 21,490
Net interest income 26,583 27,550
Provision for loan losses 2,051 2,105
Noninterest income 15,570 10,928
Noninterest expense 26,064 24,317
Income before income taxes 14,038 12,056
Income taxes 4,092 3,291
Net income $ 9,946 $ 8,765

| |
Per common share
Basic net income $ 0.33 $ 0.28
Diluted net income 0.33 0.28
Cash dividends declared 0.185 0.180
Period-end book value 10.87 9.87
Average shares outstanding basic 30,006,417 30,798,728
Average shares outstanding  diluted 30,188,853 30,993,981
Ratios
Return on average shareholders equity’ 12.06% 11.04%
Return on average assets! 1.06 1.05
Net interest margin) 3.16 3.67
Average loans to average deposits 88.77 90.82
Average equity to average assets 8.77 9.53
Efficiency ratio® 62.69 68.66
Dividend payout 56.15 63.65
Selected period end balances
Securities available for sale $ 1,453,827 $ 1,107,939
Loans held for sale 69,894 5,400
Loans, net 2,050,943 1,997,484
Allowance for loan losses 26,495 26,576
Total assets 3,991,267 3,405,858
Total deposits 2,492,929 2,210,308
Borrowings 1,116,223 836,769
Total liabilities 3,665,196 3,101,940
Total shareholders equity 326,071 303,918
Selected average balances
Loans, net 2,112,226 1,983,455
Earning assets 3,473,371 3,093,516
Total assets 3,814,209 3,377,791
Total deposits 2,379,454 2,183,990
Borrowings 1,050,637 826,381
Total shareholders equity 334,431 321,966



(1)
(2)

Edgar Filing: FIRST CHARTER CORP /NC/ - Form 10-Q

Annualized

Noninterest expense divided by the sum of taxable equivalent net interest income plus noninterest income less gain on sale of securities.
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The following table presents a schedule of other items included in net income for the three months ended March 31, 2003 and 2002:

Table Two
Other Items
For the Three Months
Ended March 31
(Dollars in thousands) 2003 2002
Other items included in earnings
Noninterest income
Gain on sale of securities $1,226 $ 3,763
Equity investment write down (20)
Gain on sale of credit card portfolio 2,213
Equity method loss (100) (2,959)

Business Segments

For the three months ended March 31, 2003 and 2002 the Corporation only had one reportable segment, FCB. FCB provides businesses and
individuals with commercial loans, retail loans, and deposit banking services. Other operating segments include brokerage, insurance, mortgage
and financial management, which provides comprehensive financial planning, funds management, and investments.

The following table for First Charter s reportable business segment compares total income for the three months ended March 31, 2003 to the
same period last year:

Table Three
Business Segment Net Income (Loss)

For the Three Months
Ended March 31

(Dollars in thousands) 2003 2002
FCB $10,270 $10,407
Other operating segments (223) “)
Other 101) (1,638)
Total consolidated $ 9,946 $ 8,765

I I

FCB s net income was $10.3 million for the three months ended March 31, 2003 compared to $10.4 million for the same year ago period. The
decrease was primarily due to (i) a $1.1 million decrease in net interest income due to lower interest income on earning assets partially offset by
a decrease in interest expense resulting from the continued effects of a declining interest rate environment, (ii) a $1.1 million increase in
noninterest expense due to cost associated with additional personnel, increased employee benefit costs, and increased marketing expense
associated with the implementation of CHAMP and (iii) a $0.3 million increase in income tax expense due to an increase in taxable income and
the effective tax rate. These decreases were partially offset by a $2.3 million increase in noninterest income resulting from a $2.2 million gain on
the sale of the credit card portfolio, income recognized from the Corporation s investment in Bank Owned Life Insurance, higher trading gains
and growth in services charges on deposit accounts.

Other operating segments reported a net loss of $0.2 million for the three months ended March 31, 2003 compared to net losses of $4,000 for
the same year ago period. The decrease was primarily due to costs associated with additional personnel and increased incentive compensation
from commission based sales areas.
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Other reported a net loss of $0.1 million for the three months ended March 31, 2003 compared to net losses of $1.6 million for the same year
ago period. The increase was primarily due to a $3.0 million net loss on equity method investments during the three months ended March 31,
2002 versus a net loss of $0.1 million for the three months ended March 31, 2003. In addition, the three months ended March 31, 2002 included
$0.8 million from gains on sale of equity securities.
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Net Interest Income

An analysis of the Corporation s net interest income on a taxable-equivalent basis and average balance sheets for the three months ended
March 31, 2003 and 2002 is presented in Table Four. Net interest income on a taxable-equivalent basis ( FTE ) is a non-GAAP performance
measure used by management in operating the business which management believes provides investors with a more accurate picture of the
interest margin for comparative purposes. The changes in net interest income (on a taxable-equivalent basis) for the three months ended
March 31, 2003 and 2002 are analyzed in Table Five. The discussion below is based on net interest income computed under accounting
principles generally accepted in the United State of America.

Net interest income, the difference between total interest income and total interest expense, is the Corporation s principal source of earnings.
Net interest income amounted to $26.6 million for the three months ended March 31, 2003, a $1.0 million decrease from net interest income of
$27.6 million for the same period in 2002. The decrease in net interest income was due to lower interest income on earning assets partially offset
by decreased interest expense and higher levels of securities outstanding. The lower interest income on earning assets was due to lower yields on
loans and securities resulting from the continued effects of a declining interest rate environment. In addition, the Corporation sold $70 million in
bonds in the fourth quarter of 2002 and reinvested the proceeds into Bank Owned Life Insurance, to help offset the rise in employee benefit
costs. This investment is classified as an other asset on the balance sheet, and the income is recognized as other noninterest income rather than
being recognized as interest income. For the first quarter of 2003, income earned on Bank Owned Life Insurance amounted to approximately
$950,000, which is nontaxable. The reduced interest expense for 2003 was due to the lower cost of funding in a declining interest rate
environment. The increased levels of securities outstanding were due to the securitization of $128.5 million of mortgage loans during the first
quarter of 2003 and purchases used to increase earning assets.

Average interest earning assets increased approximately $379.9 million to $3.47 billion for the three months ended March 31, 2003 compared
to $3.09 billion for the same 2002 period. This increase was partially due to a $67.2 million increase in the Corporation s average securities
available for sale, excluding the impact of the securitization of $128.5 million of mortgage loans during the first quarter of 2003. The increase in
average securities available for sale was due to net purchases used to increase earning assets. Average interest earning assets also increased due
to growth in the Corporation s average loan portfolio, which increased $255.8 million, excluding the impact of the securitization of
$128.5 million of mortgage loans during the first quarter of 2003. The decrease in average yield on interest earning assets to 5.35 percent for the
three months ended March 31, 2003, compared to 6.49 percent for the same 2002 period, resulted principally from the decrease in the average
prime rate to 4.25 percent for the three months ended March 31, 2003 from 4.75 percent for the three months ended March 31, 2002. The
decrease in the average prime rate is attributable to the Federal Reserve s 50 basis point decrease in the Fed Funds rate during the fourth quarter
of 2002. The average yield earned on loans was 5.85 percent for the three months ended March 31, 2003, compared to 6.74 percent for the same
2002 period.

In addition to the increase in average interest earning assets, the Corporation experienced an increase in average interest-bearing liabilities of
$382.0 million to $3.14 billion for the three months ended March 31, 2003 as compared to the same period in 2002, due to (i) the use of Federal
Home Loan Bank ( FHLB ) advances to fund growth in earning assets and (ii) increases in deposits primarily due to CHAMP and increases in
certificates of deposit. The average rate paid on interest bearing liabilities decreased to 2.43 percent for the three months ended March 31, 2003,
compared to 3.16 percent in the same 2002 period, primarily due to a decline in the average prime rate. The average rate paid on interest-bearing
deposits was 2.23 percent for the three months ended March 31, 2003, down from 2.89 percent in the same 2002 period. Similarly, the rate paid
on other borrowed funds decreased to 2.83 percent for the three months ended March 31, 2003, compared to 3.80 percent in the same 2002
period.

The net interest margin (tax adjusted net interest income divided by average interest-earning assets) decreased 51 basis points to 3.16 percent
for the three months ended March 31, 2003, compared to 3.67 percent in the same 2002 period. The decrease reflects the impact of the declining
interest rate environment, which had a negative impact on the net interest margin as assets repriced faster than liabilities because of the asset
sensitive nature of the balance sheet. The addition of lower yielding securities, higher levels of borrowings and competitive forces related to loan
and deposit pricing also had a negative impact on the net interest margin.
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The following table includes for the three months ended March 31, 2003 and 2002 interest income on interest earning assets and related
average yields, as well as interest expense on interest bearing liabilities and related average rates paid. In addition, the table includes the net
interest margin. Average balances were calculated using daily balances.

Table Four

Average Balances and Net Interest Income Analysis

First Quarter 2003 First Quarter 2002
Interest Average Interest Average
Average Income/ Yield/Rate Average Income/ Yield/Rate
(Dollars in thousands) Balance Expense Paid® Balance Expense Paid®
Interest earning assets:
Loans and loans held for sale(®®)X©) $2,112,226 $30,458 5.85% $1,983,455 $32,976 6.74%
Securities  taxable 1,218,722 13,997 4.59 1,016,391 15,191 5.98
Securities nontaxabl® 77,260 1,377 7.13 85,292 1,542 7.23
Federal funds sold 2,207 5 0.94 792 4 1.95
Interest bearing bank deposits 62,956 180 1.16 7,586 28 1.47
Total earning assets®(© 3,473,371 46,017 5.35 3,093,516 49,741 6.49
Cash and due from banks 84,435 98,834
Other assets 256,404 185,442
Total assets $3,814,209 $3,377,791
| |
Interest bearing liabilities:
Demand deposits 656,553 1,513 0.93 559,566 1,431 1.04
Savings deposits 114,234 175 0.62 116,200 354 1.23
Other time deposits 1,316,808 9,777 3.01 1,254,038 11,964 3.87
Other borrowings 1,050,637 7,320 2.83 826,381 7,741 3.80
Total interest bearing liabilities 3,138,232 18,785 2.43 2,756,185 21,490 3.16
Noninterest bearing sources:
Noninterest bearing deposits 291,859 254,186
Other liabilities 49,687 45,454
Shareholders equity 334,431 321,966
Total liabilities and shareholders
equity $3,814,209 $3,377,791
| |
Net interest spread® 2.92 3.33
Impact of noninterest bearing sources® 0.24 0.34
Net interest income/ net interest
margin©® $27,232 3.16% $28,251 3.67%
(1) The preceding analysis takes into consideration the principal amount of nonaccruing loans and only income actually collected and

recognized on such loans.

(2) Average loan balances are shown net of unearned income.
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Includes amortization of deferred loan fees of approximately $556 and 3633 for the first quarter of 2003 and 2002, respectively.

Yields on nontaxable securities and loans are stated on a taxable-equivalent basis, assuming a Federal tax rate of 35 percent, applicable
state taxes and TEFRA disallowances for the first quarter of 2003 and 2002. The adjustments made to convert to a taxable-equivalent
basis were $649 and $701 for the first quarter of 2003 and 2002, respectively.

Annualized

Certain amounts and ratios have been corrected from amounts previously disclosed for a minor error in the calculation of taxable
equivalent amounts. The impact of this correction resulted in a 3 basis point increase in the net interest margin for the first quarter of
2002 and a 2 basis point decrease in the net interest margin for the first quarter of 2003. daily balances.
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The following table presents the changes in net interest income from the three months ended March 31, 2002 to March 31, 2003:

Table Five
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Volume and Rate Variance Analysis

Three months ended March 31

Increase (Decrease) in Net Interest Income

Due to Change inV)
2002 2003
Income/ Income/
(Dollars in thousands) Expense Rate Volume Expense
Interest income:
Loans and loans held for sale $32,976 $(4,517) $1,999 $30,458
Securities taxable 15,191 (3,868) 2,674 13,997
Securities nontaxable 1,542 (20) (145) 1,377
Federal funds sold 4 4) 5 5
Interest bearing bank deposits 28 27) 179 180
Total interest income $49,741 $(8,436) $4,712 $46,017
I I I I
Interest expense:
Demand deposits 1,431 $ @155) $ 237 1,513
Savings deposits 354 174) 5) 175
Other time deposits 11,964 (2,720) 533 9,777
Other borrowings 7,741 (2,253) 1,832 7,320
Total interest expense 21,490 (5,302) 2,597 18,785
Net interest income $28,251 $(3,134) $2,115 $27,232
I I I I
(1) The changes for each category of income and expense are divided between the portion of change attributable to the variance in rate or

volume for that category. The amount of change that cannot be separated is allocated to each variance proportionately.

(2) Income on nontaxable securities and loans are state on a taxable-equivalent basis. Refer to Table Four for further details.

Provision for Loan Losses

The provision for loan losses is the amount charged to earnings which is necessary to maintain an adequate and appropriate allowance for
loan losses. Accordingly, the factors which influence changes in the allowance for loan losses have a direct effect on the provision for loan
losses. The allowance for loan losses changes from period to period as a result of a number of factors, the most significant of which for the

Corporation include the following: changes in the amounts of loans outstanding; changes in the mix of types of loans; current charge-offs and

recoveries of loans; changes in impaired loan valuation allowances; changes in credit grades within the portfolio, which arise from a
deterioration or an improvement in the performance of the borrower; and changes in historical loss percentages, which are used to estimate
current probable loan losses. In addition, the Corporation considers other, more subjective factors which impact the credit quality of the portfolio
as a whole, and estimates allocations of allowance for loan losses for these factors as well. These factors include loan concentrations, economic
conditions and operational risks, all of which are measured by the Corporation as a percentage of loans outstanding. Changes in these
components of the allowance can arise from fluctuations in the underlying percentages used as related loss estimates for these factors, as well as
variations in the portfolio balances to which they are applied. The net change in all of these components of the allowance for loan losses results
in the provision for loan losses. For a more detailed discussion of the Corporation s process for estimating the allowance for loan losses, see

Allowance for Loan Losses.
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The provision for loan losses remained essentially unchanged at $2.1 million for the three months ended March 31, 2003 compared to the
same year ago period. The provision was affected by higher net charge-offs during the first quarter of 2003 compared to the first quarter of 2002
and by lower loan growth during the first quarter of 2003 compared to the first quarter of 2002. The increase in nonperforming assets (see
Nonperforming Assets) did not have a material impact on the provision for loan losses, as these loans were previously identified as problem
loans and had already been specifically allocated in the reserve.
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Net charge-offs for the three months ended March 31, 2003 increased to $2.2 million compared to $1.4 million for the three months ended
March 31, 2002. The $0.8 million increase in net charge-offs was due to higher commercial loan charge-offs. In addition, the allowance for loan
losses was reduced by $0.5 million due to the sale of the Corporation s $11.7 million credit card portfolio during the first quarter of 2003.

During the three months ended March 31, 2003, the Corporation made no changes to its estimated loss percentages for economic factors. As a
part of its quarterly assessment of the allowance for loan losses, the Corporation reviews key local, regional and national economic information,
and assesses its impact on the allowance for loan losses. Based on its review for the three months ended March 31, 2003, the Corporation noted
that economic conditions continue to be weak; however management concluded that the impact on borrowers and local industries in the
Corporation s primary market area did not change significantly during the period. Accordingly, the Corporation did not modify its loss estimate
percentage attributable to economic factors in its allowance for loan losses model.

The Corporation also continuously reviews its portfolio for any concentrations of loans to any one borrower or industry in the area. To
analyze its concentrations, the Corporation prepares various reports showing total loans to borrowers by industry, as well as reports showing
total loans to one borrower. At the present time, the Corporation does not believe it is overly concentrated to any industry or specific borrower,
and therefore has made no allocations of allowances for loan losses for this factor for any of the periods presented.

In addition to reviewing the impact of the economy and any loan concentrations, the Corporation also monitors the amount of operational risk
that exists in the portfolio. This would include the front-end underwriting, documentation and closing processes associated with the lending
decision. Additional reserves have been set-aside in the allowance model for operational risk due to the differences in underwriting
methodologies underlying the loans inherited through the mergers of the last five years. With the implementation of one central loan policy and
procedure, this risk appears to be stable. As a result, the percent of additional allocation for the operational reserve has not changed in recent
periods.

The provision for loan losses was impacted by changes in allocations of allowance for loan losses to the various loan types. A lower
allocation of allowance for loan losses was required for consumer loans in March 2003 over December 2002 due primarily to the sale of the
Corporation s $11.7 million credit card portfolio during the first quarter of 2003. These loans had a higher percentage of allocated allowance for
loan losses due to their unsecured nature and higher historical loss experience. These changes were partially offset by an increase in the
allocations of allowance for loan losses for commercial and mortgage loans in March 2003 over December 2002. The higher allocations of the
allowance for loan losses to commercial loans at March 31, 2003 over December 31, 2002 was due to a decrease in credit grades for certain
loans as well as loan growth. The higher allocations of the allowance for loan losses to mortgage loans at March 31, 2003 over December 31,
2002 was due to an increase in nonaccrual loans.

Management did not make any significant changes in the loss estimation methods during the quarter that had a significant impact on the
provision for loan losses.

Noninterest Income

As presented in Table Six, noninterest income increased $4.7 million to $15.6 million for the quarter ended March 31, 2003 compared to
$10.9 million for the same period in 2002. Noninterest income was affected by the following factors:

A $2.2 million gain on the sale of the Corporation s $11.7 million credit card portfolio. First Charter will continue to offer a First
Charter credit card through MBNA and will receive ongoing fee income in the future.

Other noninterest income increased $0.7 million primarily due to income of approximately $950,000 from the Corporation s
investment in Bank Owned Life Insurance, which is nontaxable. During the fourth quarter of 2002, the Corporation sold $70 million
in bonds and reinvested the proceeds in Bank Owned Life Insurance, to help offset the rise in employee benefit costs. On a taxable
equivalent basis, income from Bank Owned Life Insurance was approximately $1.5 million for an annualized taxable equivalent
yield of 8.39 percent.

Other noninterest income was also impacted by the write down of mortgage servicing rights of $306,000 and $56,000 for the quarters
ended March 31, 2003 and 2002, respectively. The increase in the write down
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of mortgage servicing rights was due to increasing prepayments in the current low interest rate environment.

Trading gains increased $0.7 million. Premiums earned on written covered call options on fixed income securities account for a
majority of the trading gains. At March 31, 2003, the Corporation did not have any written covered call options outstanding. It is
generally the Corporation s policy to structure these option contracts so that there are none outstanding at the end of a reporting
period.

Service charges on deposit accounts increased $0.5 million resulting from increased overdraft fees due to the implementation of a
new automatic overdraft product in late 2001 and increased NSF fees. See Note Seven of the consolidated financial statements for a
discussion of certain related party transactions which impacted deposit service charges in the three months ended March 31, 2003
and 2002.

Mortgage fee income increased $0.3 million as First Charter continues to experience record mortgage loan volume.

Net losses on equity method investments decreased $2.9 million as the first quarter of 2002 included net losses of $3.0 million on
equity method investments.

Gains on sales of securities decreased $2.5 million. During the first quarter of 2002, the Corporation restructured a portion of the
securities available for sale portfolio to reduce interest rate risk by shortening the average life of the portfolio.

Brokerage services income decreased $0.2 million due to lower production.

Table Six
Noninterest Income

Three Months
Ended March 31 Increase/(Decrease)
(Dollars in thousands) 2003 2002 Amount Percent
Service charges on deposit accounts $ 5,130 $ 4,665 $ 465 10.0%
Financial management income 578 668 (90) (13.5)
Gain on sale of securities 1,226 3,763 2,537) (67.4)
Gain on sale of credit card loan portfolio 2,213 2,213 N/A
Loss from equity method investments (100) (2,959) 2,859 96.6
Mortgage loan fees 672 407 265 65.1
Brokerage services income 486 637 (151) (23.7)
Insurance services income 2,437 2,231 206 9.2
Trading gains 1,164 420 744 177.1
Other 1,764 1,096 668 60.9
Total noninterest income $15,570 $10,928 $ 4,642 42.5%
I I I I

Noninterest Expense

As presented in Table Seven, noninterest expense totaled $26.1 million for the quarter ended March 31, 2003 compared to $24.3 million a
year ago. The major contributing factors to this increase were cost associated with additional personnel, increased employee benefit costs,
increased incentive compensation from commission based sales areas and increased marketing expense associated with the implementation of
CHAMP, a strategy for developing new customer relationships.

The efficiency ratio decreased to 62.69 percent compared to 68.66 percent for the first quarter of 2002. A significant portion of the decrease
in the efficiency ratio relates to the net losses from equity method investments experienced during the first quarter of 2002 and the gain on sale
of credit card loans in the first quarter of 2003.
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Table Seven
Noninterest Expense

Three Months
Ended March 31 Increase/(Decrease)
(Dollars in thousands) 2003 2002 Amount Percent
Salaries and employee benefits $13,757 $12,897 $ 860 6.7%
Occupancy and equipment 4,166 4,241 (75) (1.8)
Data processing 678 622 56 9.0
Marketing 1,153 640 513 80.2
Postage and supplies 1,136 1,189 (53) 4.5)
Professional services 1,772 1,662 110 6.6
Telephone 603 546 57 10.4
Amortization of intangibles 85 100 (15) (15.0)
Other 2,714 2,420 294 12.1
Total noninterest expense $26,064 $24,317 $1,747 7.2%
| | ] |

Income Taxes

Total income tax expense for the three months ended March 31, 2003 was $4.1 million, for an effective tax rate of 29.2 percent for the three
months ended March 31, 2003, compared to $3.2 million for an effective tax rate of 27.3 percent for the three months ended March 31, 2002.
The increase in the tax expense for the three months ended March 31, 2003, was attributable to an increase in taxable income and the effective
tax rate.

Financial Condition
Investment Portfolio

The securities available for sale portfolio increased to $1.45 billion at March 31, 2003, compared to $1.13 billion at December 31, 2002, and
$1.11 billion at March 31, 2002. The increase in securities available for sale was due to the $128.5 million mortgage loan securitization as well
as securities purchases used to increase earning assets.

Loan Portfolio

The Corporation s loan portfolio at March 31, 2002 consisted of four major categories: Commercial, financial and agricultural; Real estate
construction; Real estate  mortgage; and installment. During 2002, the Corporation changed the presentation of these loan categories to more
accurately reflect how the Corporation manages the loan portfolio. The new loan portfolio categories are as follows: Commercial Non Real
Estate, Commercial Real Estate, Construction, Mortgage, Consumer, and Home Equity. Within these six segments the Corporation targets
customers in its footprint, works within most business segments and focuses on a relationship based business model. Pricing is driven by quality,
loan size, the Corporation s relationship with the customer and by competition. The Corporation is primarily a secured lender in all these loan
categories. The Corporation s loans are generally five years or less in duration with the exception of home equity lines and residential mortgages.

Commercial Non Real Estate

The Corporation s commercial non real estate lending program is generally targeted to serve small-to-middle market businesses with sales of
$50 million or less in the Corporation s geographic area. Commercial lending includes commercial, financial, agricultural and industrial loans. In
addition, the Corporation has a small loan participation program known as the Strategic Partners program through which loans are purchased and
sold (commercial real estate, commercial non real estate and construction loans) with other community banks. The Corporation does not usually
participate in syndicated loans. Pricing on commercial non real estate loans, driven largely by the Corporation s relationship with the customer
and by competition, is usually tied to market indexes, such as the prime rate, the London Interbank Offer Rate (LIBOR) or rates on US Treasury
securities.
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Commercial Real Estate

Similar to commercial non real estate lending, the Corporation s commercial real estate lending program is generally targeted to serve
small-to-middle market business with sales of $50 million or less in the Corporation s geographic area. The real estate loans are both owner
occupied and project related. As with commercial non real estate loans, pricing on commercial real estate loans, driven largely by the
Corporation s relationship with the
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customer and by competition, is usually tied to market indexes, such as the prime rate, LIBOR or rates on US Treasury securities.
Construction

Real Estate Construction loans include both commercial and residential construction/permanent loans, which are intended to convert to
permanent 1-4 family residential mortgage loans upon completion of the construction. Loans for commercial construction are usually to
in-market developers, builders, businesses, individuals or real estate investors for the construction of commercial structures in the Corporation s
market area. Loans are made for purposes including, but not limited to, the construction of industrial facilities, apartments, shopping centers,
office buildings, homes and warehouses. The properties may be constructed for sale, lease or owner-occupancy.

Mortgage

The Corporation originates 1-4 family residential mortgage loans throughout the Corporation s footprint and in Reston, Virginia which is a
loan production office. The Corporation offers a full line of products including conventional, conforming, and jumbo fixed rate and adjustable
rate mortgages which are originated and sold into the secondary market, however, from time to time a portion of this production is retained.

Consumer

The Corporation offers a wide variety of consumer loan products. Various types of secured and unsecured loans are marketed to qualifying
existing customers and to other creditworthy candidates in the Corporation s market area. Unsecured loans, including revolving credits (e.g.
checking account overdraft protection and personal lines of credit) are provided and various installment loan products such as vehicle loans are
offered. All consumer lending is centrally decisioned and documented.

Home Equity

Home Equity loans and lines are secured by first and second deeds of trust on the borrower s principal dwelling. As with all consumer
lending, home equity loans are centrally decisioned and documented to ensure the underwriting conforms to the corporate lending policy.

Loan Administration and Underwriting

The Corporation s credit risk policy and procedures are centralized for every loan type. In addition, all mortgage, consumer and home equity
loans are centrally decisioned. All loans flow through an independent closing unit to ensure proper documentation. Lastly, all known collection
or problem loans are centrally managed by experienced workout personnel. To monitor the effectiveness of policies and procedures,
Management maintains a set of asset quality standards for past dues, nonaccrual and watch list loans and monitors the trends of these standards
over time. These standards are approved by the Board of Directors and reviewed quarterly for compliance.

The Bank s Chief Credit Officer is responsible for the continuous assessment of the Bank s risk profile as well as making any necessary
adjustments to policies and procedures. Commercial loans less than $500,000 may be approved by experienced loan officers, within their loan
authority. Commercial and commercial real estate loans are approved by signature authority requiring at least two experienced lenders for any
relationships greater than $500,000 and an independent Risk Manager whenever the relationship is greater than $1 million. All relationships
greater than $1.5 million receive a comprehensive annual review by the senior lending officers of the Bank, which is then reviewed by the
independent Risk Management Officers and the Bank s Loan Committees. Commitments over $3.5 million are further reviewed by senior
lending officers of the Bank, the Chief Credit Officer and both an Executive Loan Committee comprised of executive management and a Board
of Directors Loan Committee. These oversight committees provide policy, process, product and specific relationship direction to the lending
personnel. The Corporation has a general target lending limit to one borrower of $10 million, however, at times some loans may exceed that
limit.

As described above, the Corporation s loan portfolio consists of loans made for a variety of commercial and consumer purposes. Because
commercial loans are made based to a great extent on the Corporation s assessment of borrowers income, cash flow, character and ability to
repay, such loans are viewed as involving a higher degree of credit risk than is the case with residential mortgage loans or consumer loans. To
manage this risk, the Corporation s commercial loan portfolio is managed under a defined process which includes underwriting standards and risk
assessment, procedures for loan approvals, loan grading, ongoing identification and management of credit
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deterioration and portfolio reviews to assess loss exposure and to ascertain compliance with the Corporation s credit policies and procedures.

In general, consumer loans (including mortgage and home equity) are deemed less risky than commercial loans. Commercial loans (including
commercial real estate, commercial non real estate and construction loans) are generally larger in size and more complex than consumer loans.
Commercial real estate loans are deemed less risky than commercial non real estate and construction loans, as the collateral value of real estate
generally maintains its value better than non real estate or construction collateral. Consumer loans being smaller in size provides risk diversity
across the portfolio. As mortgage loans are secured by first liens on the consumer s primary residence, they are the Corporation s least risky loan
type. Home equity loans are deemed less risky than unsecured consumer loans as home equity loans and lines are secured by first or second
deeds of trust on the borrower s principal dwelling. A centralized decisioning process is in place to control the risk of the consumer, home equity
and mortgage loan portfolio. This process is detailed in the underwriting guidelines which covers each retail loan product type from
underwriting, servicing, compliance issues and closing procedures.

Loan review was previously outsourced to an independent consulting group which performs loan quality and process examinations. This
function is currently transitioning to an in-house function during 2003.

Loans remained essentially unchanged at $2.08 billion at March 31, 2003 compared to $2.07 billion at December 31, 2002 and $2.02 billion
at March 31, 2002. During the first quarter of 2003, $68.8 million of mortgage loans were originated and retained on the balance sheet. These
loans are classified as loans held for sale and will be securitized during the second quarter of 2003. In addition, the Corporation s $11.7 million
credit card portfolio was sold during the first quarter of 2003.

The Corporation s primary market area includes the state of North Carolina but predominately centers around the Metro region of Charlotte.
At March 31, 2003, the majority of the total loan portfolio, as well as a substantial portion of the commercial and real estate loan portfolio,
represents loans to borrowers within this Metro region. An economic downturn in our primary market area could adversely affect our business.
The diversity of the region s economic base tends to provide a stable lending environment. No significant concentration of credit risk has been
identified due to the diverse industrial base in the region.

In the normal course of business, there are various outstanding commitments to extend credit, which are not reflected in the consolidated
financial statements. At March 31, 2003, the unused portion of preapproved lines of credit totaled $287.5 million, unfunded loan commitments
totaled $298.1 million and standby letters of credit aggregated $8.8 million. These amounts represent the Bank s exposure to credit risk, and in
the opinion of management, have no more than the normal lending risk that the Bank commits to its borrowers. Management expects that these
commitments can be funded through normal operations.

The table below summarizes loans in the classifications indicated as of March 31, 2003, and December 31, 2002. As previously stated, loan
categories have been changed to more accurately reflect how the Corporation manages the loan portfolio.

Table Eight
Loan Portfolio Composition

March 31, December 31,
(Dollars in thousands) 2003 2002
Commercial real estate $ 800,593 $ 798,664
Commercial non real estate 227,159 223,178
Construction 216,784 215,859
Mortgage 240,115 237,085
Consumer 260,594 280,201
Home equity 332,392 317,730
Total loans 2,077,637 2,072,717
Less allowance for loan losses (26,495) (27,204)
Unearned income 199) (247)
Loans, net $2,050,943 $2,045,266
| |

42



Edgar Filing: FIRST CHARTER CORP /NC/ - Form 10-Q

28

43



Edgar Filing: FIRST CHARTER CORP /NC/ - Form 10-Q

Deposits

Total deposits at March 31, 2003 amounted to $2.49 billion, compared to $2.32 billion at December 31, 2002 and $2.21 billion at March 31,
2002. Deposit growth has occurred across most every major category. During the fourth quarter of 2002, the Corporation introduced CHAMP
for individuals and the Corporation introduced Business CHAMP during the first quarter of 2003. The emphasis of these programs is to develop
new customer relationships, generate additional fee income opportunities, and to shift our funding mix towards lower cost funding sources. As a
result, three times as many checking accounts were opened during the first quarter of 2003 than the first quarter of 2002. In addition, during the
first quarter of 2003 the Corporation introduced the Money Market Max Account designed to reduce our dependency on certificates of deposit.
The Money Market Max Account offers an above market rate for 90 days and is subsequently repriced downward.

Other Borrowings

Other borrowings increased to $1.12 billion at March 31, 2003 compared to $1.04 billion at December 31, 2002, and $836.8 million at
March 31, 2002. The increase was primarily due to increases in Federal Home Loan Bank borrowings, which were at rates better than
comparable retail funding rates. The proceeds of these borrowings were principally used to fund growth in earning assets.

Nonperforming Assets

Nonaccrual loans at March 31, 2003 increased to $30.0 million from $26.5 million at December 31, 2002. The increase in nonaccrual loans
was primarily due to the addition of two commercial loans to nonaccrual status during the first quarter of 2003. Other real estate, received
through loan foreclosure, increased to $11.2 million from $10.3 million at December 31, 2002. Total nonperforming assets (includes nonaccrual
loans and other real estate) and loans 90 days or more past due and still accruing increased to $41.2 million at March 31, 2003 compared to
$36.7 million at December 31, 2002. As a percentage of total assets, nonperforming assets increased to 1.03 percent at March 31, 2003
compared to 0.98 percent at December 31, 2002.

Nonaccrual loans at March 31, 2003 were not concentrated in any one industry and primarily consisted of several large credits secured by real
estate. Management anticipates that nonaccrual loans may increase in the near term as some customers continue to experience difficulties in this
current economic environment. As discussed elsewhere herein, management has taken current economic conditions into consideration when
estimating the allowance for loan losses.

The determination to discontinue the accrual of interest is based on a review of each loan. Generally, accrual of interest is discontinued on
loans 90 days past due as to principal or interest unless in management s opinion collection of both principal and interest is assured by way of
collateralization, guarantees or other security and the loan is in the process of collection. Management s policy for any accruing loan greater than
90 days past due is to perform an analysis of the loan, including a consideration of the financial position of the borrower and any guarantor as
well as the value of the collateral, and use this information to make an assessment as to whether collectibility of the principal and interest
appears probable. If such collectibility is not probable, the loans are placed on nonaccrual status. Loans are returned to accrual status when
management determines, based on an evaluation of the underlying collateral together with the borrower s payment record and financial condition,
that the borrower has the ability and intent to meet the contractual obligations of the loan agreement.
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The table below summarizes the Corporation s nonperforming assets and loans 90 days or more past due and still accruing interest as of the
dates indicated.

Table Nine
Nonperforming and Problem Assets

March 31 December 31 September 30 June 30 March 31
(Dollars in thousands) 2003 2002 2002 2002 2002
Nonaccrual loans $30,021 $26,467 $24,418 $30,656 $27,558
Other real estate 11,200 10,278 9,675 8,367 7,208
Total nonperforming assets 41,221 36,745 34,093 39,023 34,766
Loans 90 days or more past due and still accruing interest 38
Total nonperforming assets and loans 90 days or more
past due and still accruing interest $41,221 $36,745 $34,093 $39,023 $34,804
I I I I I
Nonperforming assets as a percentage of:
Total assets 1.03% 0.98% 0.92% 1.12% 1.02%
Total loans and other real estate 1.97 1.76 1.52 1.83 1.71
Ratio of allowance for loan losses to nonperforming loans 0.88x 1.03x 1.12x 0.89x 0.96x

Allowance for Loan Losses

The Corporation s allowance for loan losses consists of three components: (i) valuation allowances computed on impaired loans in accordance
with SFAS No. 114; (ii) valuation allowances determined by applying historical loss rates to those loans not considered impaired; and
(iii) valuation allowances for factors which management believes are not reflected in the historical loss rates or that otherwise need to be
considered when estimating the allowance for loan losses. These three components are estimated quarterly by Credit Risk Management, and
along with a narrative analysis, comprise the Corporation s allowance for loan losses model. The resulting estimate is used to determine if the
allowance for loan losses recorded by management is adequate and appropriate for each period.

The first component of the allowance for loan losses, the valuation allowance for impaired loans, is computed based on documented reviews
performed by the Corporation s Credit Risk Management on individual impaired commercial loans greater than $150,000. Credit Risk
Management typically estimates these valuation allowances by considering the fair value of the underlying collateral for each impaired loan
using current appraisals or estimates of values. The results of these estimates are shared with the Special Asset Committee of FCB, and are then
subject to review by the Loan Committee of the Board of Directors of the Bank. These estimates are updated periodically as circumstances
change. Changes in the dollar amount of impaired loans or in the estimates of the fair value of the underlying collateral can impact the valuation
allowance on impaired loans and, therefore, the overall allowance for loan losses.

The second component of the allowance for loan losses, the portion attributable to all other loans not considered impaired, is determined by
applying historical loss rates to the outstanding balance of loans. For purposes of computing these estimates, the portfolio is segmented as
follows: commercial loans (by credit risk grade) and consumer loans, which include mortgage, general consumer, consumer real estate, home
equity and consumer unsecured. Commercial loans are segmented further by credit grade, so that separate loss factors are applied to each pool of
commercial loans. The historical loss factors applied to the various segments are determined using a migration analysis tool that computes
current loss estimates by loan type (or, in the case of commercial loans, by credit grade) using a trailing loss history database. Since the
migration analysis is based on trailing data, the percentage loss estimates can change based on actual losses in that trailing period. Changes in
commercial loan credit grades or in the mix of the portfolio can also impact this component of the allowance for loan losses from period to
period.

The third component of the allowance for loan losses is intended to capture the various risk elements of the loan portfolio which are not
sufficiently captured in the historical loss rates. These factors currently include intrinsic risk, operational risk and concentration risk. Intrinsic
risk relates to the impact of current economic conditions on the Corporation s borrower base, the effects of which may not be realized by the
Corporation in the form of charge-offs for several periods. The Corporation monitors and documents various local, regional and national
economic data, and makes subjective estimates of the impact of changes in economic conditions on the allowance for loan losses. Operational
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risk includes factors such as the likelihood of loss on a loan because of inadequate underwriting. In
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recent periods, the Corporation has made loss estimates for certain types of loans that were either acquired from other institutions in mergers or
were underwritten using policies that are no longer in effect at the Corporation. These identified loans are considered to have higher risk of loss
than currently reflected in historical loss rates of the Corporation, so additional estimates of loss are made by management. Concentration risk
includes the risk of loss due to extensions of credit to a particular industry, loan type or borrower that may be troubled. The Corporation
monitors its portfolio for any excessive concentrations of loans during each period, and if any excessive concentrations are noted, estimates of
loss would be made. Losses for all of these factors are estimates since certain loans will generally respond differently to changes in these factors.
Accordingly, changes in the allowance for loan losses for these subjective factors can arise from changes in the balance and types of outstanding
loans, as well as changes in the underlying conditions which drive a change in the percentage used. As more fully discussed below, the
Corporation continually monitors the portfolio in an effort to identify any other factors which may have an impact on loss estimates within the
portfolio.

All estimates of the loan portfolio risk, including the adequacy of the allowance for loan losses, are subject to general and local economic
conditions, among other factors, which are unpredictable and beyond the Corporation s control. Since a significant portion of the loan portfolio is
comprised of real estate loans and loans to area businesses, the Corporation is subject to continued risk that the real estate market and economic
conditions could continue to change and could result in future losses and require increases in the provision for loan losses.

Management currently uses several measures to assess and control the loan portfolio risk. For example, all loans over $1.5 million are
reviewed by the Bank s Loan Committees, and any issues regarding risk assessments of those credits are addressed by the Bank s Senior Risk
Managers and factored into future lending decisions. Commitments over $3.5 million are further reviewed by senior lending officers of the
Bank, the Chief Credit Officer and both an Executive Loan Committee comprised of executive management and a Board of Directors Loan
Committee. The Corporation also continues to employ an independent third party risk assessment group to review the underwriting,
documentation and risk grading process. This third party group reviews loans on a sampling basis at regular intervals throughout the year. The
third party s evaluation and report is shared with Executive Management and the Board of Directors Loan and Audit Committees. This function
is currently transitioning to an in-house function in 2003.

At March 31, 2003 the allowance for loan losses was $26.5 million or 1.28 percent of gross loans compared to $27.2 million or 1.31 percent
at December 31, 2002 and $26.6 million or 1.31 percent at March 31, 2002. The allowance model was influenced throughout the first quarter of
2003 by loan growth, charge-off behavior and deteriorating asset quality. A lower allocation of allowance for loan losses was required for
consumer loans in March 2003 over December 2002 due primarily to the sale of the Corporation s $11.7 million credit card portfolio during the
first quarter of 2003. These loans had a higher percentage of allocated allowance for loan losses due to their unsecured nature and higher
historical loss experience. These changes were partially offset by an increase in the allocations of allowance for loan losses for commercial and
mortgage loans in March 2003 over December 2002. The higher allocations of the allowance for loan losses to commercial loans at March 31,
2003 over December 31, 2002 was due to a decrease in credit grades for certain loans as well as loan growth. The higher allocations of the
allowance for loan losses to mortgage loans at March 31, 2003 over December 31, 2002 was due to an increase in nonaccrual loans.

Management considers the allowance for loan losses adequate to cover inherent losses in the Bank s loan portfolio as of the date of the
financial statements. Management believes it has established the allowance in consideration of the current economic environment. While
management uses the best information available to make evaluations, future additions to the allowance may be necessary based on changes in
economic and other conditions. Additionally, various regulatory agencies, as an integral part of their examination process, periodically review
the Bank s allowances for loan losses. Such agencies may require the recognition of adjustments to the allowances based on their judgments of
information available to them at the time of their examinations.
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Table Ten
Allowance For Credit Losses

Three Months Ended March 31,

(Dollars in thousands) 2003 2002
Balance, January 1 $ 27,204 $ 25,843
Loan charge-offs:

Commercial non real estate 1,569 590
Commercial real estate 212 10
Construction

Mortgage 5 11
Consumer 596 925
Home equity 84 21

Total loans charged-off 2,466 1,557

Recoveries of loans previously charged-off:

Commercial non real estate 91 23
Commercial real estate 1 17
Construction
Mortgage
Consumer 133 110
Home equity
Other 28 35
Total recoveries of loans previously charged-off 253 185
Net charge-offs 2,213 1,372
Provision for loan losses 2,051 2,105
Adjustment for loans sold (547)
Balance, March 31 $ 26,495 $ 26,576
L] |
Average loans, net $2,102,568 $1,955,870
Net charge-offs to average loans (annualized) 0.43% 0.28%
Allowance for loan losses to gross loans at year-end 1.28 1.31

Liquidity

Liquidity is the ability to maintain cash flows adequate to fund operations and meet obligations and other commitments on a timely and
cost-effective basis. Liquidity is provided by the ability to attract retail deposits, by current earnings, and by a strong capital base that enables the
Corporation to use alternative funding sources that complement normal sources. Management s asset-liability policy is to maximize net interest
income while continuing to provide adequate liquidity to meet continuing loan demand and deposit withdrawal requirements and to service
normal operating expenses.

The Corporation s primary source of funding is from customer deposits, other borrowings, loan repayments, and securities available for sale.
If additional funding sources are needed, the Bank has access to federal fund lines at correspondent banks and borrowings from the Federal
Reserve discount window. In addition to these sources, as described above, the Bank is a member of the FHLB, which provides access to FHLB
lending sources. The Bank currently has an available line of credit with the FHLB totaling $903.6 million with $823.3 million outstanding. At
March 31, 2003, the Bank also had federal funds back-up lines of credit totaling $65.0 million, of which there were no amounts outstanding. At
March 31, 2003, the Corporation had lines of credit with SunTrust Bank totaling $25.0 million with $15.0 million outstanding and commercial
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paper outstanding of $21.8 million.

Another source of liquidity is the securities available for sale portfolio. See Investment Portfolio for further discussion. Management believes
the Bank s sources of liquidity are adequate to meet loan demand, operating needs and deposit withdrawal requirements.

The Corporation has existing contractual obligations that will require payments in future periods. The following table presents aggregated
information about such payments to be made in future periods. The Corporation anticipates refinancing, during 2003, any contractual obligations

that are due in less than one year.
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Table Eleven
Contractual Obligations As of March 31, 2003

Payments Due by Period

Less than

(Dollars in thousands) 1 year 1-3 Years 4-5 Years Over 5 Years Total
Other borrowings $ 512,903 $125,000 $140,000 $338,320 $1,116,223
Lease obligations 1,566 3,108 828 367 5,869
Equity method investees funding 1,770 1,770
Deposits) 2,110,403 310,560 71,966 2,492,929
Total Contractual Cash Obligations $2,626,642 $438,668 $212,794 $338,687 $3,616,791
.| | | | .|

1) Deposits with no stated maturity (demand, money market, and savings deposits) are presented in the less than one year category.
Asset-Liability Management and Interest Rate Sensitivity

The primary objective of the Corporation s asset-liability management strategy is to enhance earnings through balance sheet growth while
reducing or minimizing the risk caused by interest rate changes. One method used to manage interest rate sensitivity is to measure, over various
time periods, the interest rate sensitivity positions, or gaps; however, this method addresses only the magnitude of timing differences and does
not address earnings or market value. Management uses an earnings simulation model to assess the amount of earnings at risk due to changes in
interest rates. Management believes this method more accurately measures interest rate risk. This model is updated monthly and is based on a
range of interest rate shock scenarios. Under the Corporation s policy, the limit for interest rate risk is 10 percent of net interest income when
considering an increase or decrease in interest rates of 300 basis points over a twelve-month period. Assuming a 300 basis point pro-rata
increase in interest rates over a twelve-month period, the Corporation s sensitivity to interest rate risk would positively impact net interest income
by approximately 3.42 percent of net interest income at March 31, 2003. Assuming a 125 basis point pro-rata decrease in interest rates over a
twelve-month period, the Corporation s sensitivity to interest rate risk would negatively impact net interest income by approximately 0.13 percent
of net interest income at March 31, 2003. Although the Corporation s policy for interest shock scenarios is an increase or decrease of 300 basis
points, in the current low interest rate environment the decreased interest rate shock scenario is equal to the Fed Funds rate of 125 basis points.
Both of the rate shock scenarios are within Management s acceptable range.

From time to time, the Corporation may use derivative financial instruments including futures, forwards, interest rate swaps, option contracts,
and other financial instruments with similar characteristics. At March 31, 2003, the Corporation had no such derivative financial instruments.
Refer to Note Six of the consolidated financial statements and Results of Operations for a discussion of the Corporation s use of written
over-the-counter covered call options during 2003. The Corporation does not have any special purpose entities or off-balance sheet financing
arrangements.

The Corporation is party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of
its customers. These financial instruments include commitments to extend credit and standby letters of credit. These instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the consolidated financial statements.
Commitments to extend credit are agreements to lend to a customer so long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates and may require collateral from the borrower if deemed necessary by the Corporation.
Standby letters of credit are conditional commitments issued by the Corporation to guarantee the performance of a customer to a third party up
to a stipulated amount and with specified terms and conditions. Commitments to extend credit and standby letters of credit are not recorded as an
asset or liability by the Corporation until the instrument is exercised.

The following table presents aggregated information about commitments of the Corporation which could impact future periods.
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Table Twelve
Commitments As of March 31, 2003

Amount of Commitment Expiration Per Period

Less than Total Amounts
(Dollars in thousands) 1 year 1-3 Years 4-5 Years Over 5 Years Committed
Lines of Credit $ 29,290 $ 1,811 $ 5,234 $251,130 $287,465
Standby Letters of Credit 8,618 231 8,849
Loan Commitments 213,761 55,994 15,478 12,854 298,087
Total Commitments $251,669 $58,036 $20,712 $263,984 $594,401

Table Thirteen summarizes the expected maturities and weighted average effective yields and rates associated with certain of the
Corporation s significant non-trading financial instruments. Cash and cash equivalents, federal funds sold and interest bearing bank deposits, are
excluded from Table Thirteen as their respective carrying values approximate fair values. These financial instruments generally expose the
Corporation to insignificant market risk as they have either no stated maturities or an average maturity of less than 30 days and interest rates that
approximate market rates. However, these financial instruments could expose the Corporation to interest rate risk by requiring more or less
reliance on alternative funding sources, such as long-term debt. The mortgage-backed securities are shown at their weighted average expected
life, obtained from an outside evaluation of the average remaining life of each security based on historic prepayment speeds of the underlying
mortgages at March 31, 2003. Demand deposits, money market accounts and certain savings deposits are presented in the earliest maturity
window because they have no stated maturity.

Table Thirteen
Market Risk March 31, 2003

Expected Maturity
(Dollars in thousands) Total 1 Year 2 Years 3 Years 4 Years 5 Years Thereafter
Assets
Debt securities
Fixed rate
Book value $1,375,817 $585,948 $375,810 $203,323 $ 71,298 $110,883 $ 28,555
Weighted average effective
yield 4.47%
Fair value $1,398,410
Loans and loans held for sale
Fixed rate
Book value $ 758,043 207,837 108,709 106,248 119,058 37,926 178,265
Weighted average effective yield 7.09%
Fair value $ 808,990
Variable rate
Book value $1,362,794 392,776 171,589 119,059 149,701 181,148 348,521
Weighted average effective yield 4.91%
Fair value $1,360,212
Liabilities
Deposits
Fixed rate
Book value $1,317,349 942,203 185,845 117,335 71,966
Weighted average effective yield 2.84%
Fair value $1,330,391

Variable rate
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Book value
Weighted average effective yield
Fair value
Other borrowings
Fixed rate
Book value
Weighted average effective yield
Fair value
Variable rate
Book value
Weighted average effective
yield
Fair value

$
$

866,916
0.82%
866,922

$859,536 7,219 161

603,320
3.83%
650,529

125,040 100,040 40

512,903 497,903 15,000

1.26%
512,909
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40,040

40

338,120
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Capital Resources

At March 31, 2003, total shareholders equity was $326.1 million, representing a book value of $10.87 per share, compared to $324.7 million
or a book value of $10.80 per share at December 31, 2002. The increase was primarily due to net earnings (net income less dividends) of
$4.4 million, the receipt of $0.7 million from the sale of approximately 47,000 shares of common stock issued for stock options, partially offset
by the recognition of $1.2 million in after-tax unrealized losses on available for sale securities and the payment of $2.4 million for the purchase
and retirement of 125,000 shares of common stock. The securities available for sale portfolio had an unrealized net gain of $14.7 million (net of
tax) at March 31, 2003, compared to an unrealized net gain of $15.9 million (net of tax) at December 31, 2002. The decrease in the unrealized
gain was due to an increase in the yield curve.

At March 31, 2003, the Corporation and the Bank were in compliance with all existing capital requirements. The most recent notifications
from the Corporation s and the Bank s various regulators categorized the Corporation and the Bank as well capitalized under the regulatory
framework for prompt corrective action. There are no events or conditions since those notifications that management believes have changed
either of the entities categories. The Corporation s capital requirements are summarized in the table below:

Table Fourteen

Capital Ratios
Risk-Based Capital
Leverage Capital Tier 1 Capital Total Capital
(Dollars in thousands) Amount Percentage(l) Amount Percentage(2 Amount Percentage2
Actual $292,709 7.71% $292,709 11.39% $320,134 12.45%
Required 151,816 4.00 102,830 4.00 205,661 8.00
Excess 140,893 3.71 189,879 7.39 114,473 4.45

(1) Percentage of total adjusted average assets. The FRB minimum leverage ratio requirement is 3 percent to 5 percent, depending on the
institution s composite rating as determined by its regulators. The FRB has not advised the Corporation of any specific requirements
applicable to it.

2) Percentage of risk-weighted assets.
Regulatory Matters

The Bank has recently undergone a regulatory examination by the North Carolina Commissioner of Banks and the Federal Reserve Bank of
Richmond, its primary state and federal regulatory agencies. During this examination, the examiners noted various deficiencies with respect to
certain discrete areas of the Bank s compliance activities and operations, and indicated that remedial regulatory action of an informal or formal
nature might be necessary. The likelihood and ultimate form and timing of any such regulatory action cannot be ascertained with certainty by the
Corporation and the Bank at this time. Under the guidance of the Bank Board of Directors, the Bank has already begun to implement various
actions and procedures to address the concerns of the federal and state regulatory agencies. Management does not believe that any regulatory
actions taken by the Federal Reserve Bank or the North Carolina Commissioner of Banks with respect to the Corporation or the Bank, or the
implementation of such recommendations, will have a material adverse effect on the Corporation s or the Bank s financial condition, liquidity,
capital resources, or operations.

Accounting Matters

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 (SFAS No. 143), Accounting for Asset Retirement
Obligations , which addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived assets and
the associated asset retirement cost. This standard requires the Corporation to record the fair value of an asset retirement obligation as a liability
in the period in which it incurs a legal obligation associated with the retirement of tangible long-lived assets that result from the acquisition,
construction, development and/or normal use of the assets. The Corporation also is to record a corresponding increase to the carrying amount of
the related long-lived asset and to depreciate that cost over the life of the asset. The liability is changed at the end of each period to reflect the
passage of time and changes in the estimated future cash flows underlying the initial fair value measurement. This statement is effective for
fiscal years beginning after June 15, 2002. Accordingly, the Corporation adopted SFAS No. 143 on January 1, 2003, with no material impact on
its consolidated financial statements.
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In August 2002, the FASB issued Statement of Financial Accounting Standards No. 146 (SFAS No. 146), Accounting for Costs Associated
with Exit or Disposal Activities , which addresses financial accounting and reporting costs associated with exit or disposal activities and nullifies
Emerging Issues Task Force (EITF) Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring). Under EITF Issue No. 94-3, an entity recognized a liability for an exit cost on the
date that the entity committed itself to an exit plan. In SFAS No. 146, the FASB acknowledges that an entity s commitment to a plan does not, by
itself, create a present obligation to other parties that meets the definition
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of a liability. An obligation becomes a present obligation when a transaction or event occurs that leaves an entity little or no discretion to avoid
the future transfer or use of assets to settle the liability. SFAS No. 146 also establishes that fair value is the objective for the initial measurement
of the liability. SFAS No. 146 will be effective for exit or disposal activities that are initiated after December 31, 2002. There was no impact to
the Corporation upon adoption.

In October 2002, the FASB issued Statement of Financial Accounting Standards No. 147 (SFAS No. 147), Acquisitions of Certain Financial
Institutions , which addresses the financial accounting and reporting for the acquisition of all or part of a financial institution. This standard
removes certain acquisitions of financial institutions from the scope of Statement of Financial Accounting Standards No. 72 (SFAS No. 72).
This statement requires financial institutions to reclassify goodwill, which was created from a qualified business acquisition, from SFAS No. 72
goodwill to goodwill subject to the provisions of SFAS No. 142. The reclassified goodwill will no longer be amortized but will be subject to an
annual impairment test, pursuant to SFAS No. 142. SFAS No. 147 requires the Corporation to retroactively restate its previously issued 2002
interim financial statements, to reverse SFAS No. 72 goodwill amortization expense recorded in the first three quarters of the 2002 fiscal year,
the year in which the Corporation adopted SFAS No. 142. The Corporation adopted SFAS No. 147 on October 1, 2002. The Corporation had
$12.1 million of SFAS No. 72 goodwill which was reclassified and will no longer be amortized. This resulted in the reversal of $716,000
($520,000 or $0.02 diluted earnings per share, after-tax) of amortization expense for the nine months ended September 30, 2002. In accordance
with SFAS No. 147, the Corporation performed a transitional impairment test of this goodwill in the fourth quarter of 2002. As a result of this
testing, no impairment charges were recorded. The Corporation will perform an annual impairment test of the goodwill in 2003 and thereafter.

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148 (SFAS No. 148), Accounting for Stock-Based
Compensation Transition and Disclosure an amendment of FASB Statement No. 123 . This Statement amends SFAS No. 123, to provide
alternative methods of transition for an entity that voluntarily changes to the fair value method of accounting for stock-based employee
compensation. It also amends the disclosure provisions of that Statement to require prominent disclosure about the effects on reported net
income of an entity s accounting policy with respect to stock-based employee compensation. Finally, this Statement amends APB Opinion No. 28
(APB No. 28), Interim Financial Reporting , to require disclosure about those effects in interim financial information. The Corporation currently
has no plans to change its accounting for stock-based employee compensation. The disclosure provisions of this statement, except for the
amendment of APB No. 28, are effective for financial statements for fiscal years ending after December 15, 2002. Accordingly, the Corporation
adopted the disclosure provisions pursuant to this portion of the interpretation on December 31, 2002 and these disclosures are presented in the
notes to the consolidated financial statements. The provisions of this statement related to the amendment of APB Opinion No. 28 are effective
for financial reports containing condensed financial statements for interim periods beginning after December 15, 2002. Accordingly, the
Corporation adopted the disclosure provisions pursuant to this portion of the interpretation on January 1, 2003, and these disclosures are
presented in the notes to the consolidated financial statements.

In October 2002, the FASB issued Financial Accounting Standards Board Interpretation No. 45, (FASB Interpretation No. 45), Guarantor s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which establishes disclosure
standards for a guarantor about its obligations under certain guarantees that it has issued. Under FASB Interpretation No. 45 a guarantor is
required to disclose the nature of the guarantee, including the approximate term of the guarantee, how the guarantee arose, and the events or
circumstances that would require the guarantor to perform under the guarantee. The guarantor is also required to disclose the maximum potential
amount of future payments under the guarantee, the carrying amount of the liability, if any, for the guarantor s obligations under the guarantee,
and the nature and extent of any recourse provisions or available collateral that would enable the guarantor to recover the amounts paid under the
guarantee. The initial recognition and measurement of FASB Interpretation No. 45 are applicable on a prospective basis to guarantees issued or
modified after December 31, 2002. Accordingly, the Corporation adopted these provisions of FASB Interpretation No. 45 on January 1, 2003.
The impact to the Corporation upon adoption was immaterial. The disclosure requirements in FASB Interpretation No. 45 are effective for
financial statements of interim or annual periods ending after December 15, 2002. Accordingly, the Corporation adopted the disclosure
provisions in 2002 and has made the relevant disclosures in its accompanying consolidated financial statements.
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In January 2003, the FASB issued Financial Accounting Standards Board Interpretation No. 46, (FASB Interpretation No. 46), Consolidation
of Variable Interest Entities, which addresses consolidation of variable interest entities by business enterprises. Variable interest entities are
equity interests that do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated financial support from other parties. An enterprise shall consolidate a variable interest
entity if that enterprise has a variable interest (or combination of variable interests) that will absorb a majority of expected losses if they occur,
receive a majority of the entity s residual returns if they occur, or both. The enterprise that consolidates the variable interest entity is called the
primary beneficiary of that entity. Under FASB Interpretation No. 46 an enterprise that holds significant variable interests in a variable interest
entity but is not the primary beneficiary is required to disclose the nature, purpose, size, and activities of the variable interest entity, its exposure
to loss as a result of the variable interest holder s involvement with the entity, and the nature of its involvement with the entity and date when the
involvement began. The primary beneficiary of a variable interest entity is required to disclose the nature, purpose, size, and activities of the
variable interest entity, the carrying amount and classification of consolidated assets that are collateral for the variable interest entity s
obligations, and any lack of recourse by creditors (or beneficial interest holders) of a consolidated variable interest entity to the general credit of
the primary beneficiary. FASB Interpretation No. 46 will be effective for the Corporation beginning July 1, 2003. The Corporation does not
currently expect adoption of this interpretation to have a material effect on its consolidated financial statements.

From time to time, the FASB issues exposure drafts for proposed statements of financial accounting standards. Such exposure drafts are
subject to comment from the public, to revisions by the FASB and to final issuance by the FASB as statements of financial accounting standards.
Management considers the effect of the proposed statements on the consolidated financial statements of the Corporation and monitors the status
of changes to and proposed effective dates of exposure drafts.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

See Management s Discussion and Analysis of Results of Operations and Financial Condition Asset-Liability Management and
Interest Rate Sensitivity on page 33 for Quantitative and Qualitative Disclosures about Market Risk.

Item 4. Controls and Procedures

The Registrant s Chief Executive Officer and Chief Financial Officer have reviewed and evaluated the Registrant s disclosure controls and
procedures within 90 days of the filing of this report, and have concluded that the Registrant s disclosure controls and procedures were adequate
and effective to ensure that information required to be disclosed is recorded, processed, summarized, and reported in a timely manner.

There were no significant changes in the Registrant s internal controls or in other factors that could significantly affect these controls
subsequent to the date of the Chief Executive Officer and Chief Financial Officer s evaluation, nor were there any significant deficiencies or
material weaknesses in the controls which required corrective action.

PARTII OTHER INFORMATION
Item 1. Legal Proceedings

The Corporation and the Bank are defendants in certain claims and legal actions arising in the ordinary course of business. In the opinion of
management, after consultation with legal counsel, the ultimate disposition of these matters is not expected to have a material adverse effect on
the consolidated operations, liquidity or financial position of the Corporation or the Bank.

Item 2. Changes in Securities and Use of Proceeds

Not Applicable.

Item 3. Defaults Upon Senior Securities

Not Applicable.

Item 4. Submission of Matters to a Vote of Security Holders
Not Applicable

Item 5. Other Information

Not Applicable

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

Exhibit No.

(per Exhibit Table in item

601 of Regulation S-K) Description of Exhibits

3.1 Amended and Restated Articles of Incorporation of the Corporation, incorporated herein by reference to

Exhibit 3.1 of the Corporation s Annual Report on Form 10-K for the fiscal year ended December 31, 2000
(Commission File No. 0-15829).
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Exhibit No.

(per Exhibit Table in item

601 of Regulation S-K) Description of Exhibits

32 By-laws of the Corporation, as amended, incorporated herein by reference to Exhibit 3.2 of the Corporation s
Annual Report on Form 10-K for the fiscal year ended December 31, 1995 (Commission File No. 0-15829).

99.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

99.2 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

(b) Reports on Form §8-K
The following reports on Form 8-K were filed by the Corporation during the quarter ended March 31, 2003:
Current Report on Form 8-K dated January 14, 2003 and filed January 14, 2003, Items 5 and 7.
Current Report on Form 8-K dated January 14, 2003 and filed January 14, 2003, Items 7 and 9.

Current Report on Form 8-K dated March 5, 2003 and filed March 5, 2003, Items 7 and 9.
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SIGNATURES

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

Date: May 15, 2003

FIRST CHARTER CORPORATION
(Registrant)

By:  /s/Robert O. Bratton

Robert O. Bratton
Executive Vice President & Chief Financial Officer
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I, Lawrence M. Kimbrough, certify that:
1. Thave reviewed this quarterly report on Form 10-Q of First Charter Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;

4. The registrant s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

(a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
quarterly report is being prepared;

(b) evaluated the effectiveness of the registrant s disclosure controls and procedures as of a date within 90 days prior to the filing
date of this quarterly report (the Evaluation Date ); and

(©) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;
5. Theregistrant s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant s auditors and the
audit committee of registrant s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant s ability to
record, process, summarize and report financial data and have identified for the registrant s auditors any material weaknesses in
internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant s
internal controls; and
6. The registrant s other certifying officers and I have indicated in this quarterly report whether or not there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Date: May 15, 2003 /s/ Lawrence M. Kimbrough

Lawrence M. Kimbrough
President and Chief Executive Officer
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I, Robert O. Bratton, certify that:
1. Thave reviewed this quarterly report on Form 10-Q of First Charter Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;

4. The registrant s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

(a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
quarterly report is being prepared;

(b) evaluated the effectiveness of the registrant s disclosure controls and procedures as of a date within 90 days prior to the filing
date of this quarterly report (the Evaluation Date ); and

(©) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;
5. Theregistrant s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant s auditors and the
audit committee of registrant s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant s ability to
record, process, summarize and report financial data and have identified for the registrant s auditors any material weaknesses in
internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant s
internal controls; and
6. The registrant s other certifying officers and I have indicated in this quarterly report whether or not there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Date: May 15, 2003 /s/ Robert O. Bratton

Robert O. Bratton
Executive Vice President, Chief Financial Officer and Treasurer
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