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120 YEARS AGO, the Gomumonwealth o
C//z'/('/(ﬂhm/ isswued a charter to a rnew bank,
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decision malking remadns the key to oursuccess
and owur ﬁgée&t/aﬂ'o/#( .




8 e thowusards, exeept per share data

2070 2009 2008 2007 2006’
Net income $ 15,569 $ 14,319 $ 13,593 $ 12,675 $ 12,632
DBasce net tncome per share 2.25 2.07 1.96 1.82 1.80
Diluted net income per share 2.24 2.06 1.96 1.82 1.80
Gash dividends per share 0.91 0.84 0.80 0.76 0.73
Yook value per share 18.63 17.61 15.89 15.07 13.86
Joans, net 568,779 583,021 569,699 518,435 495,486
Total securdties 315,907 297,417 264,999 273,343 285,489
Total assets 1,022,238 982,367 935,374 887,647 868,203
Fotal deposis 884,583 852,112 817,848 776,339 764,692
Slockliolders’ equity 129,187 122,076 110,108 104,800 96,755
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In conversations with customers, [ am sometimes asked how I define the term ‘community

bank”. My answer has always been that a community bank is determined })y pllilosophy, not

l)y size. Recently, I have heard this question more often. This is because National Bank-

sllares, Inc. ended 2010 with total assets of $1.02 Liﬂion, the first time in its llistory that
the Company ended the year with total assets above $1 billion. While })anlzing’ regulators

and financial analysts might place significance on this fig’ure, we do not.

Our goal is the same as it was in 1986, when National
Banlesllares, Inc. was founded with total assets of
$11() million. The goal was then, and it is now, to
provide state-of-the art financial services in a frien(ﬂy,
professional atmosphere. We do that by hiring excellent
local bankers, provicling‘ them with g’oocl training and
technical support, and then letting them do their jo])s.
We foster a business philosop}ly that puts the customer
first, and our employees enjoy long'-term relationships

with their customers. | regularly hear from senior

citizens who tell me that tlley opened their first bank
account with us when they were children. They go on
to say that t}ley later Loug‘ht a home with a National
Bank mortgage loan. Tlley educated their children
with the llelp of a personal loan from us, and tlley now
have an investment account with the Bank’s Trust
Department or with National Bankshares Investment
Services. Stories like these reinforce my strong belief
that, despite its g’rowth, National Bank remains a

community bank.

Management team, from left to rig’ht: James G. Rakes, Chairman, President and Chief Executive Officer; David K. Skeens,
Treasurer and Chief Financial Officer; F Brad Denardo, Executive Vice President; Marilyn B. Buhyoff, Secretary and Counsel.



As 1 mentionecl, National Banlzshares, Inc. will cel-
ebrate its 25th anniversary later this year. Altlloug'll
certainly an achievement to be recog’niZecl, it pales ])y
comparison to another anniversary celebration in 2011.
In May, National Bank will be 120 years old. Alexan-
der Black’s idea to open the Bank of Blaclzs])urg' in one
room of the Green Hotel on Main Street in 1891 has
})roug'llt financial security to many generations. Many
things have Chang’e(]. since the Bank was founded. Tell-
ers record deposits on computers, not in ledger books.
Paper checks are now converted to electronic images.
Communications between our offices are nearly instan-
taneous. What has not chang’ecl is the desire to ]aelp cus-
tomers })y provicling’ them with a full range of quality

financial services.

Despite challenges in the national and local economies,
National Bankshares, Inc. maintained strong core earn-
ings in 2010. Record net income for the twelve months
ended December 31, 2010 was nearly $15.57 mil-
lion, an 8.7% increase over the nearly $14.32 million
earned in 2009. Net income for the year was larg’ely the
result of hig}ler net interest income and lower noninter-
est expense. Because interest rates were low and stable
throug’hout the year, total interest income was lower
than in 2009. However, total interest expense declined
])y a greater percentage than interest income, result-
ing in a 9.58% increase in net interest income, from
$34.6() million for 2009 to over $37.98 million for
2010. We think it is important to run an efficient busi-
ness and to contain controllable costs. For the year end-

ed December 31, 2010, noninterest expense was nearly
$23.13 million. This represents a decline of 3.0% from
the $23.85 million reportecl for 20009.

Our market area is still clealing with the effects of the
prolong’e(l economic downturn. It seems as if South-
west Virginia did not feel the full effects of the national
recession as early as some other parts of the country.
Now the local economy is not recovering as quiclzly as
in certain other regions. Total nonpel{orming loans
increased from $6.75 million at the end of 2009 to
$8.42 million at December 31, 2010. The ratio of non-
performing assets to loans net of unearned income and
deferred {ees, plus other real estate ownecl, increasecl
{rom 1.50% at year-en(]. 2009 to 1.75% at tl‘le encl of
December 2010. The ratio is lug’ll when compare(l with
historical levels here at National Banlzsllares, but it re-
mains reasonable when compare(], to peers. We felt it was
pruclent to increase the provision for loan losses during

2010, and the ratio of the allowance for loan losses to

Downtown Blacksburg circa 1912

total loans srew from 1.17% at December 31, 2009 to
1.33% at December 31, 2010. National Bank’s lenders
are still maleing’ many good loans and are Worlzing’ hard
to meet the credit needs of our communities. At the
end of 2010, National Banlzsllares, Inc. had net loans
of $568.78 million, a slig’ht 2.44% decline from the
$583.02 million in net loans at December 31, 2009.

During 2010, the focus on traditional community bank-
ing served National Bankshares, Inc. well. To keep pace
with growtll and with Chang’es in tecllnolog'y, the Com-
pany invested in a new enterprise server last year. This
major computer upgrade was accomplis}lecl without in-
terrupting customer service. On July 21, 2010, a new
federal law took effect that will touch nearly every as-
pect of the American financial services inclustry, includ-
ing National Bankshares, Inc. and National Bank. The
Dodd-Frank Wall Street Reform and Consumer Protec-
tion Act was passe(l l)y Congress in an attempt to deal
with the abuses that led to the financial crisis of 2008.
The leg'islation is massive, and the full impact of the law
and its implementing’ regulations are unknown at this
time. What is known is that the entire ])anlzing indus-
try, including’ small- and medium-sized banks and bank
holcling’ companies, will share in the costs and the regu-
latory burden of correcting problems caused by a few
larg‘e financial services companies. Going forward, we
are prepared to devote the resources necessary to comply
with the new laws to ensure that National Banlzsllares,
Inc. continues to offer quality products and services well

into the future.

Milestones like the anniversaries in 2011 give us an op-
portunity to reflect on our llistory and to put current
cllauenges into perspective. Tlley also help us appreciate
the important contributions of stockholders, employees
and directors, both past and present. | would particu-
larly like to thank you for your confidence and invest-
ment in our Company. We are grateful to the Directors
and Advisory Directors of National Bankshares, Inc.
and National Bank for generously s}laring' their time
and talents. Finally, I want to especially recognize the
dedication of our employees, who work hard every day
to ensure our Company's future success. We are proucl of
our heritage as traditional bankers, and we look forward

to serving our communities for many years to come.

% |
James G Ralzes

C]‘lairman, President &
Chief Executive Officer
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Gonsolidated SBalance Sheets

8 e thowusands, &Z?LZ/JI‘ /Je <share data

Assels December 31, 2010 December 31, 2009
Cash and due from banks $ 9,858 $ 12,894
Interest-bearing deposits 69,400 32,730
Securities available for sale, at fair value 184,907 168,041
Securities held to maturity (fair value approximates $129,913 at
December 31, 2010 and $129,892, at December 31, 2009) 131,000 129,376
Mortgage loans held for sale 2,460 126
Loans:
Real estate construction loans 46,169 45,625
Real estate mortgage loans 173,533 165,542
Commercial and industrial loans 269,818 283,998
Loans to individuals 87,868 05,844
Total loans 577,388 591,009
Less unearned income and deferred fees (945) (1,062)
Loans, net of unearned income and deferred fees 576,443 589,947
Less allowance for loan losses (7,664) (6,926)
Loans, net 568,779 583,021
Premises and equipment, net 10,470 10,628
Accrued interest receivable 6,016 6,260
Other real estate ownecl, net 1,723 2,126
Intangible assets and goodwill 11,543 12,626
Other assets 26,082 24,549
Total assets Slb 1022,235 $ 982,367
Liabilities and JStockholders’ quity
Noninterest—l)earing demand cleposits $ 131,540 $ 122,649
Interest—hearing demand cleposits 365,040 310,629
Savings deposits 55,800 51,622
Time deposits 332,203 367,312
Total deposits 884,583 21012
Accrued interest payable 257 336
Other liabilities 8,211 7,843
Total liabilities 893,051 860,291
Commitments and contingencies a2 it o
Stockholders’ equity:
Preferred stock, no par value, 5,000,000 shares authorized; none
issued and outstanc].ing =5 Cufl
Common stock of $1.25 par value. Authorized 10,000,000 shares;
issued and outstanding, 6,933,474 shares in 2010 and 2009 8,667 8,667
Retained earnings 123,161 113,901
Accumulated other compre}lensive loss, net (2,641) (492)
Total stockholders’ equity 129,187 122,076
Total liabilities and stockholders’ equity $ 1,022,238 $ 082,367

4 National Bankshares, Inc.



8 e thowusarnds, ea'ce/)fﬁe/‘ share data

Years ended December 31,
Interest Incorme 2010 2009 2008
Interest and fees on loans 36,919 $ 37,678 $ 37,108
Interest on interest-bearing deposits 128 90 449
Interest on securities — taxable 5,588 6,273 6,816
Interest on securities — nontaxable 6,504 6,546 5,738
Total interest income 49,139 50,487 50,111
Interest on time cleposits of $100,000 or more 3,439 5417 6,004
Interest on other cleposits 7,719 10,4056 12,802
Interest on borrowed funds --- 3 1)
Total interest expense 11,158 15,825 18,818
Net interest income 37,981 34,662 31,293
Provision for loan losses 3,409 1,634 1,119
Net interest income after provision for loan losses 34,572 33,028 30,174
Noninterest Income
Service charges on deposit accounts 2,858 3,314 3,425
Other service charges and fees 317 343 326
Credit card fees 2,954 2,803 2,808
Trust income 1,118 1,053 1,231
BOLI income 760 750 684
Other income 354 491 438
Realized securities gains (losses), net (14) 44 175
Total noninterest income 8,347 8,804 9,087
Salaries and employee benefits 10,963 11,336 11,168
Occupancy and furniture and fixtures 1,875 1,792 1,751
Data processing and ATM 1,499 il 7t 1,381
FDIC assessment 1,080 16727 209
Credit card processing 2,300 2. 1211 2,106
Intangi])]e assets amortization 1,083 1,093 1,119
Net costs of other real estate owned 214 393 100
Franchise taxes 963 885 823
Other operating expenses 3,150 3,135 3,367
Total noninterest expense 23,127 23,853 22,023
Income before income tax expense 19,792 17,979 17,238
Income tax expense 4,223 3,660 3,645
Net income 15,569 14,319 $ 13,693
Basic net income per share VS 2.07 $ 1.96
Fully diluted net income per share 2.24 2.06 $ 1.96

Annual .C/i‘%)ﬁl 2070 5



Standing, from left: Jack H. Harry, President, Harry Enterprises, Inc.; Lawrence J. Ball, President, Moog
Components Group; William A. Peery, President, Cargo Qil Co., Inc; Glenn P. Reynolcls, President,
Reynolds Architects, Inc.

Seatea], ][rom /e][t: Jaclz W. Bowling‘, President, e L Bowling, Inc.; Dr. Mary G. Mi]ler, President,
Interactive Design and Development, Inc.; Dr. James M. Shuler, Delegate, Virginia House of Delegates;
Dr. ]aclz M. Lewis, President, New River Community College; James G. Rakes, Chairman, President and
Chief Executive Of{'icer, National Banleshares, Inc,; Chairman, President and Chief Executive Qf[‘icer,

National Bank; Chairman, President and Treasurer, National Bankshares Financial Services, Inc.

. "
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Standing, from left: Michael E. Dye, Pharmacist/Owner, New Graham Pharmacy; Carl M. McNeil, Realtor, Founder
MecNeil Real Estate, Inc.; Dr. J. Lewis Wel)l), Jr., Retired Dentist; James C. T}lompson, Chairman, Thompson &
Litton, Inc.

Seatea[from /e][t: Ellen G. Burnop, Co-Owner and President, New River Office Supply, Inc.; Charles E. Green,
III, Financial Planner, AXA Advisors, L.L.C.; Dr. James M. Shuler, Delegate, Virginia House of Delegates;
F. Brad Denardo, Executive Vice Presiclent, National Banlzshares, Inc., Executive Vice President/Chief Operating
Officer, National Bank; James G. Rakes, Chairman, President and Chief Executive Officer, National Bankshares,
Inc., Chairman, President and Chief Executive Qfﬁcer, National Banlz, Chairman, President and Treasurer,

National Bankshares Financial Services, Inc.

Montg‘omery County: Dan A. Dodson, M. Scott Hi]l, Katl'n'yn S. Oclclo, ]ames ] Owen, Arlene A. Saari, James @ Stewart,
Marc A. Verniel, T. Cooper Via

Giles County: Dr. Terry 12k Arbogast, Lisa W. Epper]y, Dr. Robert C. McCraclzen, James E. Tyler

Galax: Thomas L. McChesney, Dr. James A. Williams, Jr., David F Wilson

Christiansl)urg/Raclfor(l/Pulaslzi County: Charles R. BeHer, 111, William K. Cunningham, Gerard W. Higgins, Dr. Kenneth
E. Jones, Dr. Peter J. McDonald, L. Scott Wade

Richlands: Thurmon T. Haclzwort}l, Dr. Marvin D. Harman, Peter M. Mullzey, ]ol’ln M. Warner

Interstate: A. Susan Keene

Annual .C]ii¢0/'l 2070 1



National Banlzsllares, Inc. Executive Officers

James G. Rakes
Chairman, President and Chief Executive Officer

David K. Skeens
Treasurer and Chief Financial Officer

F. Bracl Denarclo

Executive Vice President

Marilyn B. Buhyoff

Secretary and Counsel

Annual Meeting

The Annual Meeting of Stockholders will be held on Tuesday, April 12,
2011 at 3:00 p.m. at Custom Catering Center, 902 Patrick Henry Drive, o
Blacksburg, Virginia. e

Corporate Stock
National Banlzshares, Inc. common stock trades on the Nas&aq Capital Market under the syrnl)ol “NKSH”.

Financial Information

Investors and analysts seeking financial information about National Bankshares, Inc. should contact:

James G. Ralzes, Chairman, President and Chief Executive Officer
(564:0) 951-6300 or (800) 552-4123

iralees @ n})})anlz.com

Written requests may be directed to:

National Banlzshares, Inc.

P.O. Box 90002, Blacksburg, VA 24062-9002

Stockholder Services and Stock Transfer Agent

Stockholders seelzing information about stock transfer requirements, lost certificates, dividends and other stockholder

matters should contact:

Marilyn B. Buhyoff Transfer Agent

Secretary and Counsel -or - Registrar and Transfer Company
(540) 951-6300 or (800) 552-4123 IOV ozatr e

mbuhyoff @nbbank.com Cranford, NJ 07016-3572

(800) 368-5948

info @rtco.com

A copy of National Bankshares, Inc’s annual report to the Securities and Exchange Commission on Form 10-K will be
furnished without charge to any stockholder upon written request. The Form 10-K and other corporate publications are also

available at www.nationalbankshares.com. Proxy materials for the Annual Meeting of Stockholders are available at www.
nationalbanksharesproxy.com.

Corporate Office

National Bankshares, Inc.

101 Hubbard Street

Blacksburg, Virginia 24060

P.O. Box 90002

Blacksburg, Virginia 24062-9002

Www.nationaﬂ)anles}lares.com

(64.0) 951-6300 or (8 00) 552-4123

8 National Bartshares, Inc.









