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Company Statistics 
12-month Price Target: NA 

52-wk Range: $22.57-$31.16 

Market Capitalization (M): $204 

Shares Outstanding (M) fd: 6.9 

Avg. Daily Vol. (000): 9.7 

Dividend: $1.04 

Yield: 3.50% 

Price/Book Value: 144% 

Price/Tangible Book Value: 156% 

Equity/Assets: 13.2% 

NPAs +90/Assets: 1.04% 

NCO Ratio: 0.65% 

Reserves/Loans: 1.44% 

Financials 

FYE Dec 2009A 2010A 2011A 2012E 2013E 

P/E Ratio: 14.2x 13.0x 11.6x 11.5x 11.5x 

ROE: 12.23% 12.13% 12.92% 12.01% 11.25% 

ROA: 1.47% 1.58% 1.71% 1.65% 1.63% 

       

EPS: Q1 $0.49 $0.54 $0.58 $0.65 -- 

 Q2 $0.48 $0.58 $0.61 $0.65 -- 

 Q3 $0.54 $0.58 $0.65 $0.64 -- 

 Q4 $0.55 $0.55 $0.70 $0.61 -- 

TotalTotalTotalTotal        $2.06$2.06$2.06$2.06    $2.25$2.25$2.25$2.25    $2.54$2.54$2.54$2.54    $2.55$2.55$2.55$2.55    $2.55$2.55$2.55$2.55    

       

Prior EPS: Q1 -- -- -- $0.64 -- 

 Q2 -- -- -- $0.64 -- 

 Q3 -- -- -- $0.63 -- 

 Q4 -- -- -- $0.63 -- 

TotalTotalTotalTotal        --------    --------    --------    $2.54$2.54$2.54$2.54    --------    

  

Company Description 

National Bankshares, Inc., is the bank holding company 
for The National Bank of Blacksburg.  The company, 
headquartered in Blacksburg, VA, operates in 
Southwestern Virginia in an area commonly known as 
New River Valley and the communities of Tazewell and 
Bluefield through a total of 25 full-service banking 
offices. 

 
 

NKSH: A GOOD WAY TO FINISH THE YEAR; RESULTS 
SUPPORT PREMIUM VALUATION; MAINTAIN HOLD 

Key Points 

• Reported Q4 EPS of $0.70 vs. BBT/consensus of $0.64/$0.63.  We note a 
reversal of FDIC expenses added ~$0.07 to EPS bringing earnings more in 
line with expectations.   Excluding this benefit, results were consistent with 
expectations despite a reduction in NIM as higher earning asset balances 
offset.  Credit results remain a positive with NPAs falling to 1.0% of assets 
vs. 1.15% at Q3.  Capital remains full with TCE of 12.4%. 
 

• Asset quality metrics improve from already strong levels.  Following 
19% increase in NPAs in Q3, balances fell 8% to 1.0% of assets vs. peers at 
north of 4%.  NCOs were higher than expected at 65 bps vs. our 35 bps 
estimate, however modest reserve bleed reduced the overall negative 
impact on provisioning which clipped EPS by $0.02.  Despite the reserve 
reduction (1.44% vs. 1.46% at Q3) coverage of NPLs improved to 89% vs. 
peers at 70%.  Excluding accruing TDRs, coverage of NPLs is ~180%. 

 

• NIM compression offset by higher than expected earning assets.  Q4 
NIM declined 14 bps LQ to 4.50% and effectively flat y/y.  Quarterly results 
were influenced by higher levels of low yielding assets while loan balances 
declined modestly.  In addition, deposit repricing power decreased in the 
quarter only partially offsetting.  We note NIM results will likely compress 
in 2012 but will continue to compare favorably to peers.   

 

• Capital remains full.  NKSH continues to boast best-in-class capital levels 
despite a modest reduction in TCE to 12.4% from 12.7% and vs. 7.5% for 
peers.  We expect the company to continue its prudent capital management 
strategy with modest dividend increases and opportunistic share 
repurchases.  We note the company paid a $0.52 semiannual dividend in Q4 
vs. $0.48 paid in Q2.  Based on our current projections and given the 
earnings power and capital levels, we believe additional dividend increases 
are likely.   While select strategic M&A remains an option, we have not 
incorporated a transaction in our estimates at this time. 

 

• Tweaking 2012, establishing 2013, maintain Hold.  We are tweaking our 
2012 EPS estimate to $2.55 and also establishing a 2013 EPS of $2.55.  
NKSH remains a core holding, in our view, given their significant earnings 
power (ROA of 1.7%), ample capital levels, attractive dividend yield (3.5%) 
and excellent credit quality.  However, given the regulatory and 
macroeconomic headwinds combined with the premium (and justified in 
our opinion) valuation (1.56x TBV vs. 0.95x for peers) we are maintaining 
our Hold rating on the shares.  As we have said in the past, we would look to 
be more constructive upon a material pull back, all else equal. 
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National Bankshares, Inc. (NKSH-NASDAQ) Cary A. Morris   (804) 782-8831 Blair C. Brantley, CFA  (804) 727-2604

($mil, except per share data) cmorris@bbandtcm.com bbrantley@bbandtcm.com

2009 2010 2011 2012E 2013E 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12E 2Q12E 3Q12E 4Q12E

Income Statement

$38.62 $41.89 $44.64 $44.33 $44.47 Net Interest Income, FTE $10.65 $11.07 $11.08 $11.26 $11.23 $11.13 $11.09 $11.07 $11.05
11% 8% 7% -1% 0%   % change vs. prior year 3% 8% 6% 7% 5% 1% 0% -2% -2%

1.63 3.41 2.95 2.44 2.14 Loan Loss Provision 1.20 0.80 0.75 0.64 0.75 0.52 0.54 0.54 0.84
46% 109% -13% -17% -12%   % change vs. prior year 76% 24% -12% -9% -37% -35% -28% -16% 11%

8.76 8.36 8.40 8.98 9.03 Total Noninterest Income 2.17 1.92 2.10 2.13 2.24 2.24 2.24 2.25 2.25
2% -5% 0% 7% 1%   % change vs. prior year -7% -3% 0% 2% 3% 17% 7% 5% 1%

23.44 23.13 23.34 23.85 24.26 Total Noninterest Expense 5.82 6.08 6.03 5.89 5.34 5.92 5.95 5.98 6.01
6% -1% 1% 2% 2%   % change vs. prior year -5% 5% 6% 1% -8% -3% -1% 2% 12%

(0.37)      (0.01)      0.01       -             -             Nonrecurring Gains (Expense) (0.01) 0.01 -0.01 0.00 0               -               -               -               -               

21.94 23.70 26.76 27.02 27.09 Net Income Before Taxes 5.79 6.12 6.39 6.86 7.39 6.93 6.85 6.80 6.45

35% 34% 34% 34% 34% Effective Tax Rate 34% 34% 34% 34% 34% 34% 34% 34% 34%

$2.06 $2.25 $2.54 $2.55 $2.55 Diluted EPS, Stated $0.55 $0.58 $0.61 $0.65 $0.70 $0.65 $0.65 $0.64 $0.61

$2.09 $2.24 $2.54 $2.55 $2.55 Dil. EPS, Operating* $0.55 $0.58 $0.61 $0.65 $0.70 $0.65 $0.65 $0.64 $0.61
10% 7% 13% 0% 0%   % change vs. prior year 0% 7% 6% 13% 28% 13% 6% -1% -13%

$0.84 $0.91 $1.00 $1.05 $1.07 Common Dividend/Share $0.47 $0.00 $0.48 $0.00 $0.52 $0.00 $0.52 $0.00 $0.53

41% 40% 39% 41% 42% Payout Ratio 86% 0% 79% 0% 74% 0% 81% 0% 87%

6.95 6.95 6.95 6.95 6.95 Avg. Diluted Shares 6.96 6.96 6.95 6.95 6.95 6.95 6.95 6.95 6.95

Balance Sheet

$343.04 $395.17 $429.17 $433.47 $437.82 Cash & Securities $395.17 $390.99 $394.95 $400.71 $429.17 $430.24 $431.31 $432.39 $433.47

589.95 576.44 589.86 595.78 610.82 Loans 576.44 587.90 593.57 596.42 589.86 591.34 592.82 594.30 595.78
3% -2% 2% 1% 3%   % change vs. prior year -2% 0% 2% 2% 2% 1% 0% 0% 1%

6.93 7.66 8.51 8.58 8.31 Loan Loss Reserves 7.66 8.25 8.49 8.72 8.51 8.52 8.54 8.56 8.58

12.63 11.54 10.46 9.40 8.33 Total Intangibles 11.54 11.27 11.00 10.73 10.46 10.19 9.93 9.66 9.40

43.68 46.75 46.12 45.83 48.25 Other Assets 46.75 44.75 43.82 42.99 46.12 45.93 46.13 45.80 45.83

982.37 1022.24 1067.10 1075.91 1096.92   Total Assets 1022.24 1026.66 1034.86 1042.12 1067.10 1069.19 1071.65 1073.59 1075.91
5% 4% 4% 1% 2%   % change vs. prior year 4% 3% 4% 6% 4% 4% 4% 3% 1%

852.11 884.58 919.33 944.87 973.54 Deposits 884.58 885.90 892.19 894.24 919.33 923.93 930.86 937.84 944.87
4% 4% 4% 3% 3%   % change vs. prior year 4% 3% 4% 6% 4% 4% 4% 5% 3%

-             -             -             -             -             Other Borrowings -              -              -              -              -               -               -               -               -               

-             -             -             -             -             Preferred Equity -              -              -              -              -               -               -               -               -               

122.08 129.19 141.30 151.70 162.02 Common Equity 129.19 133.67 136.31 141.82 141.30 145.84 146.71 151.16 151.70

122.08 129.19 141.30 151.70 162.02   Total Equity 129.19 133.67 136.31 141.82 141.30 145.84 146.71 151.16 151.70

69% 65% 64% 63% 63% Loans/Deposits 65% 66% 67% 67% 64% 64% 64% 63% 63%

579.8 585.6 589.4 592.8 603.3 Average Loans 580.5 585.4 588.1 593.5 590.4 590.6 592.1 593.6 595.0

913.1 928.1 972.9 995.9 1,010.4 Avg. Earning Assets (EA) 944.8 959.6 967.3 973.7 991.0 992.2 994.7 997.1 999.6
9% 2% 5% 2% 1%   % change vs. prior year 4% 5% 4% 5% 5% 3% 3% 2% 1%

117.1 129.0 136.8 147.6 157.9 Avg. Equity 133.1 131.2 135.1 138.8 142.3 143.6 146.3 148.9 151.4

12.4% 12.6% 13.2% 14.1% 14.8% Equity/Assets 12.6% 13.0% 13.2% 13.6% 13.2% 13.6% 13.7% 14.1% 14.1%

11.3% 11.6% 12.4% 13.3% 14.1% Tangible Equity/Tang. Assets 11.6% 12.1% 12.2% 12.7% 12.4% 12.8% 12.9% 13.3% 13.3%

$17.61 $18.63 $20.36 $21.86 $23.35 Tg. Book Value/Share $16.97 $17.65 $18.06 $18.89 $18.85 $19.55 $19.71 $20.39 $20.51

Profitability

1.47% 1.58% 1.71% 1.65% 1.63% Return on Assets (ROA) 1.50% 1.60% 1.65% 1.75% 1.85% 1.70% 1.68% 1.66% 1.57%

12.23% 12.13% 12.92% 12.01% 11.25% Return on Equity (ROE) 11.43% 12.44% 12.51% 13.03% 13.71% 12.64% 12.27% 11.96% 11.16%

4.23% 4.52% 4.60% 4.45% 4.40% Net Interest Margin 4.47% 4.68% 4.59% 4.64% 4.50% 4.48% 4.46% 4.44% 4.42%
2% 7% 2% -3% -1%   % change vs. prior year -1% 2% 1% 3% 1% -4% -3% -4% -2%

46% 43% 41% 43% 43% Efficiency Ratio 43% 44% 44% 42% 36% 42% 43% 43% 43%

18% 17% 16% 17% 17% Nonint. Income/Total Rev. 17% 15% 16% 16% 17% 17% 17% 17% 17%

37% 36% 36% 38% 37% Nonint. Income/Nonint. Exp. 37% 32% 35% 36% 42% 38% 38% 38% 37%

Credit Quality

1.08% 1.12% 1.04% 0.00% 0.00% NPAs + 90/Assets 1.12% 1.15% 0.97% 1.15% 1.04% 0.00% 0.00% 0.00% 0.00%

1.17% 1.33% 1.44% 1.44% 1.36% Reserves/Loans 1.33% 1.40% 1.43% 1.46% 1.44% 1.44% 1.44% 1.44% 1.44%

169% 91% 89% - - Reserves/NPAs + 90 91% 97% 104% 85% 89.04% - - - -

0.10% 0.46% 0.36% 0.40% 0.40% Net Charge-off Ratio 0.92% 0.15% 0.34% 0.30% 0.65% 0.35% 0.35% 0.35% 0.55%

289% 127% 139% 103% 89% LLP/NCO's 90% 365% 149% 144% 78% 101% 104% 104% 103%

Market Information

$28.29 $31.49 $27.92 End of Period (EOP) Price $31.49 $28.91 $25.04 $24.13 $27.92

13.74x 14.07x 10.99x EOP Price/LTM EPS 14.07x 12.70x 10.85x 10.13x 10.99x

179% 186% 148% EOP Price/EOP Tg. Book Value 186% 164% 139% 128% 148%

3.0% 3.0% 3.7% EOP Current Div. Yield 3.0% 3.3% 3.8% 4.0% 3.7%

* Operating EPS excludes gains/losses in investment securities and other nonrecurring items.  
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IMPORTANT DISCLOSURES 
Price Chart 
    

 
 
BB&T Capital Markets rating distribution by percentage (as of December 31, 2011): 

All companies  
under coverage:    

All companies under coverage to which it has provided 
investment banking services in the previous 12 months: 

Buy (1) 55.2% Buy (1) 10.6% 
Hold (2) 43.6% Hold (2) 4.2% 
Underweight/Sell (3) 1.2% Underweight/Sell (3) 0.0% 
Not Rated (NR) 0.0% Not Rated (NR) 0.0% 
Suspended (SP) 0.0% 

    

Suspended (SP) 0.0% 
    
BB&T Capital Markets Ratings System: 
The BBTCM Equity Research Department Stock Rating System consists of three separate ratings. The appropriate rating 
is determined by a stock’s estimated 12-month total return potential, which consists of the percentage price change to 
the 12-month price target and the current yield on anticipated dividends. A 12-month price target is the analyst’s best 
estimate of the market price of the stock in 12 months. A 12-month price target is highly subjective and the result of 
numerous assumptions, including company, industry, and market fundamentals, both on an absolute and relative 
basis, as well as investor sentiment, which can be highly volatile.   
 
The definition of each rating is as follows:  
 
Buy (1): estimated total return potential greater than or equal to 10%  
Hold (2): estimated total return potential greater than or equal to 0% and less than 10% 
Underweight (3): estimated total return potential less than 0%     
 
NR:NR:NR:NR: Not Rated NA:NA:NA:NA: Not Applicable NM:NM:NM:NM: Not Meaningful SP:SP:SP:SP: Suspended 
 
Stocks rated Buy (1) are required to have a published 12-month price target, while it is not required on stocks rated 
Hold (2) and Underweight (3). 
    
BB&T Capital Markets Equity Research Disclosures as of February 10, 2012 

COMPANY DISCLOSURE 

National Bankshares, Inc. (NKSH) 1, 6 
    

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
 
BB&T Capital Markets Equity Research Disclosure Legend 
1. BB&T Capital Markets makes a market in the securities of the subject company. 

2. The analyst or a member of the analyst's household serves as an officer, director, or advisory board member of 
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the subject company. 

3. The analyst or a member of the analyst's household owns shares of the subject company. 

4. BB&T Capital Markets has managed or co-managed a public offering of securities for the subject company in the 
last 12 months.  

5. BB&T Capital Markets has received compensation for investment banking services from the subject company in 
the last 12 months. 

6. BB&T Capital Markets expects to receive or intends to seek compensation for investment banking services from 
the subject company in the next three months. 

7. BB&T Capital Markets or its affiliates beneficially own 1% or more of the common stock of the subject company as 
calculated in accordance with Section 13(d) of the Securities Exchange Act of 1934.  

8. The subject company is, or during the past 12 months was, a client of BB&T Capital Markets, which provided non-
investment banking, securities-related services to, and received compensation from, the subject company for 
such services. The analyst or employees of BB&T Capital Markets with the ability to influence the substance of 
this report knows the foregoing facts. 

9. An affiliate of BB&T Capital Markets received compensation from the subject company for products or services 
other than investment banking services during the past 12 months. The analyst or employees of BB&T Capital 
Markets with the ability to influence the substance of this report know or have reason to know the foregoing facts. 

 
For valuation methodology and related risk factors on Buy (1)–rated stocks, please refer to the body text of this report 
or to individual reports on any covered companies referenced in this report. 
 
The analyst(s) principally responsible for preparation of this report received compensation that is based upon many 
factors, including the firm’s overall investment banking revenue. 
 
Analyst Certification 
The analyst(s) principally responsible for the preparation of this research report certify that the views expressed in this 
research report accurately reflect his/her (their) personal views about the subject security(ies) or issuer(s) and that 
his/her (their) compensation was not, is not, or will not be directly or indirectly related to the specific recommendations 
or views contained in this research report.  
 
OTHER DISCLOSURES 
The information and statistics in this report have been obtained from sources we believe are reliable but we do not 
warrant their accuracy or completeness. We do not undertake to advise the reader as to changes in figures or our 
views. This is not a solicitation of an order to buy or sell any securities.  
 
BB&T Capital Markets is a division of Scott & Stringfellow, LLC, a registered broker/dealer subsidiary of BB&T 
Corporation.  Member FINRA/SIPC.  NOT A DEPOSIT, NOT FDIC INSURED, NOT GUARANTEED BY THE BANK, NOT 
INSURED BY ANY FEDERAL GOVERNMENT AGENCY AND MAY GO DOWN IN VALUE. 
 
The opinions expressed are those of the analyst(s) and not those of BB&T Corporation or its executives. 
 
Important Information Regarding the Distribution of this Report in the United Kingdom 
This report has been produced by BB&T Capital Markets and is being distributed in the United Kingdom (UK) by 
Seymour Pierce Limited (SPL). SPL is authorized and regulated in the UK by the Financial Services Authority to carry out 
both corporate finance and investment services and is a member of the London Stock Exchange. Although BB&T 
Capital Markets is under separate ownership from SPL, BB&T Capital Markets has appointed SPL as its exclusive 
distributor of this research in the UK, and BB&T Capital Markets will be remunerated by SPL by way of a fee. This report 
has not been approved for purposes of section 21 of the UK's Financial Services and Markets Act 2000, and 
accordingly is only provided in the UK for the use of persons to whom communications can be made without being so 
approved, as detailed in the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. 
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