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PART I

Item 1. Business
General Description
The Company

First Bancorp (the “Company”) is a bank holding company. The principal activity of the Company is the ownership and
operation of First Bank (the “Bank”™), a state-chartered bank with its main office in Troy, North Carolina. The Company
also owns and operates two nonbank subsidiaries: Montgomery Data Services, Inc. (“Montgomery Data”), a data
processing company, and First Bancorp Financial Services, Inc. (“First Bancorp Financial”’), which owns and operates
various real estate. Each of these subsidiaries is fully consolidated for financial reporting purposes. The Company is
also the parent to four statutory business trusts created under the laws of the State of Delaware, which have issued a
total of $67.0 million in trust preferred debt securities. Under current accounting requirements, these four statutory
business trusts are not consolidated for financial reporting purposes - see discussion of FIN 46 in Note 1(t) to the
consolidated financial statements under Item 8 below.

The Company was incorporated in North Carolina on December 8, 1983, as Montgomery Bancorp, for the purpose of
acquiring 100% of the outstanding common stock of the Bank through a stock-for-stock exchange. On December 31,
1986, the Company changed its name to First Bancorp to conform its name to the name of the Bank, which had
changed its name from Bank of Montgomery to First Bank in 1985.

The Bank was organized in 1934 and began banking operations in 1935 as the Bank of Montgomery, named for the
county in which it operated. As of December 31, 2006, the Bank operated in a 26-county area centered in Troy, North
Carolina. Troy, population 3,500, is located in the center of Montgomery County, approximately 60 miles east of
Charlotte, 50 miles south of Greensboro, and 80 miles southwest of Raleigh. The Bank conducts business from 68
branches located within a 120-mile radius of Troy, covering principally a geographical area from Latta, South
Carolina to the southeast, to Wilmington, North Carolina to the east, to Radford, Virginia to the north, to Wytheville,
Virginia to the northwest, and to Harmony, North Carolina to the west. The Bank also has a loan production office in
Blacksburg, which is located in southwestern Virginia and represents the Bank’s furthest location to the north of Troy.
Of the Bank’s 68 branches, 61 are in North Carolina, with three branches in South Carolina and four braches in
Virginia (where the Bank operates under the name “First Bank of Virginia™). Ranked by assets, the Bank was thel7
largest bank headquartered in North Carolina as of December 31, 2006.

As of December 31, 2006, the Bank had one wholly owned subsidiary, First Bank Insurance Services, Inc. (“First Bank
Insurance”). First Bank Insurance was acquired as an active insurance agency in 1994 in connection with the
Company’s acquisition of a bank that had an insurance subsidiary. On December 29, 1995, the insurance agency
operations of First Bank Insurance were divested. From December 1995 until October 1999, First Bank Insurance was
inactive. In October 1999, First Bank Insurance began operations again as a provider of non-FDIC insured

investments and insurance products. Currently, First Bank Insurance’s primary business activity is the placement of
property and casualty insurance coverage.

The Company’s principal executive offices are located at 341 North Main Street, Troy, North Carolina 27371-0508,
and its telephone number is (910) 576-6171. Unless the context requires otherwise, references to the “Company” in this

annual report on Form 10-K shall mean collectively First Bancorp and its consolidated subsidiaries.

General Business
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The Bank engages in a full range of banking activities, providing such services as checking, savings, NOW and
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money market accounts and other time deposits of various types including certificates of deposits (CDs) and
individual retirement accounts (IRAs); loans for business, agriculture, real estate, personal uses, home improvement
and automobiles; credit cards; debit cards; letters of credit; safe deposit box rentals; bank money orders; and electronic
funds transfer services, including wire transfers, automated teller machines, and bank-by-phone capabilities. In
December 2004, the Bank also began offering its internet banking product, with on-line bill pay and cash management
features. In 2005, the Bank began offering repurchase agreements (also called securities sold under agreement to
repurchase), which are similar to interest-bearing deposits and allows the Bank to pay interest to business customers
without statutory limitations on the number of withdrawals that these customers can make. Because the majority of the
Bank’s customers are individuals and small to medium-sized businesses located in the counties it serves, management
does not believe that the loss of a single customer or group of customers would have a material adverse impact on the
Bank. There are no seasonal factors that tend to have any material effect on the Bank’s business, and the Bank does not
rely on foreign sources of funds or income. Because the Bank operates primarily within the central Piedmont region of
North Carolina, the economic conditions within that area could have a material impact on the Company. See
additional discussion below in the section entitled “Territory Served and Competition.”

Beginning in 1999, First Bank Insurance began offering non-FDIC insured investment and insurance products,
including mutual funds, annuities, long-term care insurance, life insurance, and company retirement plans, as well as
financial planning services (the “investments division”). In May 2001, First Bank Insurance added to its product line
when it acquired two insurance agencies that specialized in the placement of property and casualty insurance. In
October 2003, the “investments division” of First Bank Insurance became a part the Bank. The primary activity of First
Bank Insurance is now the placement of property and casualty insurance products.

Montgomery Data’s primary business is to provide electronic data processing services for the Bank. Ownership and
operation of Montgomery Data allows the Company to do all of its electronic data processing without paying fees for
such services to an independent provider. Maintaining its own data processing system also allows the Company to
adapt the system to its individual needs and to the services and products it offers. Although not a significant source of
income, Montgomery Data has historically made its excess data processing capabilities available to area financial
institutions for a fee. For the years ended December 31, 2006, 2005 and 2004, external customers provided gross
revenues of $162,000, $279,000 and $416,000, respectively. During 2005, two of the five customers terminated their
services with Montgomery Data and switched to another provider. During 2006, one other customer terminated its
service, which left Montgomery Data with two outside customers as of December 31, 2006. Montgomery Data intends
to continue to market its services to area banks, but does not currently have any near-term prospects for additional
business.

First Bancorp Financial was organized under the name of First Recovery in September of 1988 for the purpose of
providing a back-up data processing site for Montgomery Data and other financial and non-financial clients. First
Recovery’s back-up data processing operations were divested in 1994. First Bancorp Financial now periodically
purchases parcels of real estate from the Bank that were acquired through foreclosure or from branch closings. First
Bancorp Financial actively pursues the sale of these properties.

First Bancorp Capital Trust I was organized in October 2002 for the purpose of issuing $20.6 million in debt
securities. These borrowings are due on November 7, 2032 and are structured as trust preferred capital securities,
which qualify as capital for regulatory capital adequacy requirements. These debt securities are callable by the
Company at par on any quarterly interest payment date beginning on November 7, 2007. The interest rate on these
debt securities adjusts on a quarterly basis at a rate of three-month LIBOR plus 3.45%. This rate may not exceed
12.50% through November 2007.

First Bancorp Capital Trust II and First Bancorp Capital Trust III were organized in December 2003 for the purpose of
issuing $20.6 million in debt securities ($10.3 million were issued from each trust). These borrowings are due on
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regulatory capital. These debt securities are callable by the Company at par on any quarterly interest payment date
beginning on January 23, 2009. The interest rate on these debt securities adjusts on a quarterly basis at a weighted
average rate of three-month LIBOR plus 2.70%.

First Bancorp Capital Trust IV was organized in April 2006 for the purpose of issuing $25.8 million in debt securities.
These borrowings are due on June 15, 2036 and are structured as trust preferred capital securities, which qualify as
capital for regulatory capital adequacy requirements. These debt securities are callable by the Company at par on any
quarterly interest payment date beginning on June 15, 2011. The interest rate on these debt securities adjusts on a
quarterly basis at a rate of three-month LIBOR plus 1.39%.

Territory Served and Competition

The Company’s headquarters are located in Troy, Montgomery County, North Carolina. The Company serves
primarily the south central area of the Piedmont region of North Carolina. The following table presents, for each
county where the Company operates, the number of bank branches operated by the Company within the county at
December 31, 2006, the approximate amount of deposits with the Company in the county as of December 31, 2006,
the Company’s approximate market share at June 30, 2006, and the number of bank competitors located in the county
at June 30, 2006.

Deposits
No. of (in Market Number of
County  Branches millions) Share Competitors
Anson, NC 1 $ 12 4.5% 4
Brunswick,
NC 2 4 - 10
Cabarrus,
NC 2 31 1.9% 11
Chatham,
NC 2 48 9.7% 9
Davidson,
NC 3 115 6.2% 10
Dillon, SC 3 68 25.5% 2
Duplin,
NC 3 64 11.8% 7
Guilford,
NC 1 47 0.4% 25
Harnett,
NC 3 110 11.8% 7
Iredell, NC 2 27 1.1%
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