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General Corporate Information

ANNUAL MEETING

The 2008 annual meeting of shareholders of Gateway
Financial Holdings, Inc. will be held on May 19, 2008, at 2:00
p-m.(EST) at The Cardinal Club, 150 Fayetteville Street, Suite
2800, Raleigh, NC, 27601.

COMMON STOCK
Gateway Financial Holdings, Inc. had 12,558,625 shares of

common stock outstanding, which were held by approximately

5,600 holders of record as of December 31, 2007.

MARKET FOR COMMON STOCK

Gateway Financial Holdings, Inc. common stock is traded on
the NASDAQ _Global Select Market under the ticker symbol
GBTS.

INDEPENDENT AUDITORS
Dixon Hughes, PLLC

1003 Red Banks Road
Greenville, North Carolina 27858

REGULATORYAND SECURITIES COUNSEL
Ronald D. Raxter

Williams Mullen Maupin Taylor

Highwoods Tower One

3200 Beechleaf Court, Suite 500

Raleigh, North Carolina 27604

FORM 10-KAND ANNUAL DISCLOSURE STATEMENT
A copy of Gateway Financial Holdings, Inc. 2007 Annual
Report on Form 10-K, as filed with the Securities and
Exchange Commission, is available without charge to
shareholders upon written request to Theodore L. Salter,
Senior Executive Vice President and Chief Financial Officer,
Gateway Financial Holdings, Inc., Post Office Box 62715,
Virginia Beach, Virginia 23466-2715.

EQUAL OPPORTUNITY EMPLOYER

As an equal opportunity employer, Gateway Bank & Trust Co.
pledges to recruit, hire, train, and promote persons in all job
classifications, without regard to race, color, religion, gender,

national origin, age, disability, or veteran status.

CORPORATE HEADQUARTERS
1580 Laskin Road
Virginia Beach, VA 23451

Post Office Box 62715
Virginia Beach, VA 23466-2715
757-422-4055

STOCK TRANSFERAGENT AND REGISTRAR
American Stock Transfer and Trust Company

59 Maiden Lane

New York, NY 10038
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RELENTLESSLY FOCUSED ON

Market Diversification
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- Raleigh

- Wilmington

After being open less than eighteen months—with
three financial centers in North Carolina, we
opened our fourth office in Virginia Beach, Virginia

.. effectively establishing with only four total
offices

that we would serve at least two states.

Each market we serve is an important part of
our bank ... from capital cities to college towns

and from technology hubs to tourist meccas.

Southeastern Virginia

* Population of Greater Hampton Roads MSA
(Metropolitan Statistical Area) nearly 1.7 million

* Port city

 Military, tourism, and Virginia Beach
oceanfront




Each market we serve 1s an impon‘am‘ part of our bank . ..

from capital cities to college towns and from technology hubs

fo tourist meccas.

Northeastern North Carolina
* Population of nearly 350,000
* The Outer Banks

* Boat building, tourism, and manufacturing

Research Triangle Area of North Carolina

* Population (combined Raleigh, Durham, and
Chapel Hill) of more than 1.5 million

* Ninth strongest economy in the United States

* Technology, health care, and education

Wilmington, North Carolina
* Population of nearly 350,000
* Port city

* Film, television, tourism, and retiree market

Richmond, Virginia

* Population of nearly 200,000 in the
city and 2.1 million in the MSA

* Ranked third best city for business by
MarketWatch in 2007

* Government, manufacturing, business,
and healthcare

If you serve only one market, your future rises
and falls with the economy of that market.
When you serve a number of unique markets,
if the economy of one of those markets falters,
the others hold up. This diversification

gives Gateway strength and resilience.




RELENTLESSLY FOCUSED ON

Corporate Gitizenship

What is the purpose of corporate citizenship? To

create higher standards of living and quality of life in

22 the community in which a company operates, while

preserving the profitability of the company for its

stakeholders both within and outside the company.
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By design and by definition we are a regional

NV

community bank. That means we are about

something bigger than ourselves. It means that

OH VIO

in each community we serve, we fulfill our role

as a corporate citizen. It is, however, an area

SONIAT

in which we have said very little. Preferring,

instead, to let our deeds stand for themselves.

Whether by giving manpower or dollars,

Gateway steps out to make a difference—living

N NV

out in the community what we offer to our

customers: Real People. Real Solutions.

Mod3y v




Whether by giving manpower or dollars, Gateway steps out to

make a difference.

We find that:

* When you serve meals for people who cannot
serve themselves—it not only changes their

lives, but yours. Supporting Meals on Wheels.

* When you support the arts, you add
color and beauty to the lives of people in
your community, including your own.

Supporting Arts of the Albemarle.

* When you walk to raise money to fight
cancer, you think about health and fitness
and taking care of yourself and others in

a new way. Supporting Relay for Life.

* When your team goes bowling to raise money for
a children’s hospital, you know that every strike
is a strike against disease. Supporting Children’s
Hospital of Richmond.

* When you give in order to provide shelter for
someone who does not have a place to go, your
own home feels a bit warmer that night.

Supporting Albemarle Hopeline.

* When you sponsor a half-marathon on the Outer
Banks, it’s about quality of life—helping others
enjoy the place you call home. Supporting the Dare
Education Foundation and Outer Banks Relief.

We like to make a difference. As a team. Quietly.
Meaningfully. Without fanfare.

Food, shelter, and healthcare are the basic needs
of an individual, a family, and a community.
That’s where we start. Education and the arts
bring vitality to a community. We believe

in a high quality of life. Creating a strong

community ... perhaps it is our highest calling.
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Management’s Discussion and Analysis

Management’s discussion and analysis is intended to assist
readers in the understanding and evaluation of the financial
condition and results of operations of Gateway Financial
Holdings, Inc. It should be read in conjunction with the audited
consolidated financial statements and accompanying notes
included in the annual report filed on Form 10-K pursuant to
Section 13 or 15(d) of the Securities Exchange Act of 1934
and the supplemental financial data appearing throughout this
discussion and analysis. On April 25, 2006 the Company’s
Board of Directors declared an 11-for-10 stock split effected
in the form of a 10% stock dividend, which was distributed
May 15, 2006 to stockholders of record on April 28, 2006.
On May 16, 2005 the Company’s Board of Directors declared
an 11-for-10 stock split effected in the form of a 10% stock
dividend, which was distributed June 20, 2005 to stockholders
of record on May 30, 2005. All references in this discussion
and analysis to per share results and weighted average shares
outstanding have been adjusted to reflect the effects of these
stock splits.

OVERVIEW

Gateway Financial Holdings, Inc. is a financial holding
company incorporated under the laws of North Carolina to
serve as the holding company for Gateway Bank & Trust Co.,

a North Carolina chartered commercial bank. The bank began
operations on December 1, 1998 and, eftective October 1, 2001,

became our wholly owned subsidiary.

Since inception, we have aggressively pursued the primary
objective of building a full-service commercial banking
operation, while effectively supplementing our banking
activities with other financial services intended to generate
significant non-interest income. Accordingly, a key component
of our growth strategy has been expanding our franchise
through the opening of newly constructed financial centers
and strategic financial center acquisitions. We have grown
into a regional community bank with a total of thirty-three
tull-service financial centers -- nineteen in Virginia: Virginia
Beach (7), Richmond (6), Chesapeake (3), Suffolk, Norfolk
and Emporia; and fourteen in North Carolina: Elizabeth City
(3), Edenton, Kitty Hawk (2), Raleigh (3), Moyock, Nags

Head, Plymouth, Roper, and Wilmington. We acquired The
Bank of Richmond, N.A., effective June 1, 2007, and operate
six financial centers in the Richmond metropolitan area and
one loan production office in Charlottesville, Virginia, under
the assumed name “The Bank of Richmond.” Consistent

with our long-range strategic objectives, we will continue to
consider acquisition opportunities including whole bank or
financial center locations. We will also continue to explore

de novo financial center opportunities in markets that we
consider attractive. We currently intend to open five additional
new financial centers in 2008, including our first financial
centers in Chapel Hill and Wake Forest, North Carolina, and
Charlottesville and Lynchburg, Virginia, as well as our second

office in Emporia, Virginia.

The bank has four wholly-owned operating subsidiaries, which
have contributed to our market presence. Gateway Insurance
Services, Inc., an insurance agency with offices in Edenton,
Hertford, Elizabeth City, Plymouth, Moyock and Kitty Hawk,
North Carolina, and the Hampton Roads area of Virginia,
sells insurance products to businesses and individuals. Gateway
Investment Services, Inc. assists Bank customers in their
securities brokerage activities through an arrangement with an
unaffiliated broker-dealer. As prescribed by this arrangement,
Gateway Investment Services earns revenue through a
commission sharing arrangement with the unaffiliated broker-
dealer. Gateway Bank Mortgage, Inc. provides mortgage
services with products that are sold on the secondary market.
Gateway Title Agency, Inc. engages in title insurance and
settlement services for real estate transactions. In an ongoing
effort to create significant sources of non-interest income,

we will continue to look for ways to expand non-traditional
banking activities in our insurance and investment services

subsidiaries.

Since inception, we have concentrated our efforts on building

a franchise and infrastructure that can deliver and sustain
long-term profitability. We have been profitable for twenty-four
consecutive quarters, producing net income of $3.9 million

in 2005, $5.3 million in 2006, and $11.0 million during the
year ended December 31, 2007. While we anticipate continued

profitability, future expansion activity can be expected to




generate significant additional costs that can negatively impact

earnings as we pursue our growth strategies.

In addition to our banking activities, the Bank has focused
on insurance, mortgage, and brokerage services to develop
sustainable and growth-oriented sources of non-interest
income. In the fourth quarter of 2006, Gateway Insurance
Services acquired two agencies in Virginia (Insurance Center,
Inc. and C. D. West & Company) opening the door for
further expansion in the Hampton Roads area of Virginia.
In February 2007, the Bank acquired Gateway Title Agency,
which engages in title insurance and settlement services for
real estate transactions. In addition, the Bank organized
Gateway Investment Services in September 1999 to assist
customers in their securities brokerage activities through

a networking arrangement with an unaffiliated broker-
dealer. Through this arrangement, Gateway Investment
Services earns revenues through commission sharing from
the unaffiliated broker-dealer. In June 2006, we opened our
wholly owned mortgage origination company in Raleigh,
North Carolina with offices also in Elizabeth City and Kitty
Hawk, North Carolina and offices in Norfolk and Virginia
Beach, Virginia. The Bank will continue to look for ways

to expand non-traditional banking activities in its insurance
subsidiary and securities networking arrangement, which

create significant sources of non-interest income.

FINANCIAL CONDITION — DECEMBER 31, 2007 AND 2006

The Company continued its pattern of steady growth during
2007, with total assets increasing by $660.7 million, or 54.7%,
to $1.87 billion at December 31, 2007 from $1.2 billion at
December 31, 2006. This growth was principally driven by
increased loans from our franchise expansion, the completion
of our acquisition of The Bank of Richmond on June 1, 2007,
the purchase of investment securities used primarily for balance
sheet management and liquidity purposes, and the purchase of
premises and equipment associated with the opening of three de
novo financial centers during the second half of 2007, including
a regional headquarters building in Raleigh, North Carolina.
Assets acquired through the acquisition of The Bank of
Richmond aggregated $235.7 million, including $36.7 million
of goodwill. Total loans increased by $527.8 million, or 53.1%,

from $994.6 million at December 31, 2006 to $1.5 billion

at December 31, 2007. Of this increase, $168.0 million was
related to loans from the acquisition of The Bank of Richmond.
Therefore, organic loan growth for 2007 aggregated $359.8
million or 36.2%. This increase was attributed to the seasoning
of our financial centers and our private banking center during
the year and the steady economies of the markets in which we
operate. The increases in loans were comprised principally of
increases of $222.5 million, $124.4 million, and $92.1 million
of construction, acquisition and development, commercial and
industrial, and commercial real estate loans, respectively —
areas of lending that the Company targets. This growth was
concentrated mainly in the Raleigh and Wilmington areas

of North Carolina and the Richmond and Greater Hampton
Roads areas of Virginia. As of December 31, 2007, 78.0% of
our loan portfolio was represented by commercial, industrial,
real estate, and construction and acquisition and development
loans. The Company has maintained liquidity at what it
believes to be an appropriate level. Liquid assets, consisting of
cash and due from banks, interest-earning deposits in other
banks and trading and investment securities available for sale,
were $170.4 million, or 9.1% of total assets, at December 31,
2007 as compared to $120.3 million, or 10.0% of total assets at
December 31, 2006.

Funding for the growth in assets and loans was provided by

an increase in deposits of $485.2 million to $1.4 billion, and

an increase in total borrowings of $115.2 million. Of the
increase in deposits, $177.6 million was related to deposits from
the acquisition of The Bank of Richmond. Therefore, non-
acquisition related deposits grew $307.6 million or 33.3%, from
$923.7 million at December 31, 2006. Non-interest-bearing
demand deposits increased by 14.7% or $15.9 million to $123.9
million from the $108.0 million balance at December 31, 2006.
Savings, money market, and NOW accounts increased by 49.8%
or $133.9 million to $402.5 million, from the $268.7 million
balance at December 31, 2006. These increases resulted from
the maturing of our branch network, especially those financial
centers opened during the last half of the year in Wilmington
and Raleigh, North Carolina. Additionally, we introduced

a new “Platinum” money market account during the second

quarter of 2007, and a U-sweep and Clear Advantage NOW
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Management’s Discussion and Analysis

account during the fourth quarter of 2007 that has been very
successful, as well as our low cost business checking and sweep
account programs. Time deposits totaled $882.5 million at
December 31, 2007 as compared to $547.1 million at December
31, 2006. This increase of $335.5 million was driven primarily
by retail CDs special offerings that are very competitive in our
marketplace, an increase in brokered CDs of $130.7 million,
and CDs related to the acquisition of The Bank of Richmond
of $125.8 million. Time deposits of more than $100,000 were
$271.3 million, or 19.3% of total deposits at December 31, 2007
as compared with $205.5 million, or 22.2% of total deposits at
December 31, 2006. The Company continued using brokered
deposits to fund growth. The total brokered time deposits
increased to $225.9 million as of December 31, 2007 compared
to $95.2 million at December 31, 2006. As a percentage of
total deposits, our brokered deposits increased to 16.0% of total
deposits as compared to 10.3% at December 31, 2006. Brokered
deposits were used primarily to fund loan growth in our loan
production offices in Wilmington, Greenville, and Chapel Hill,
North Carolina, and Charlottesville, Virginia; and our private
banking center in Raleigh, North Carolina. Loans for these
offices aggregated $429.3 million as of December 31, 2007, an
increase of $248.4 million during 2007. As of December 31,
2007 we had $282.1 million in total borrowings outstanding,

as compared with $166.9 million outstanding at December

31, 2006. The Company issued an additional $25.7 million of
junior subordinated debentures (commonly referred to as trust
preferred securities) during the second quarter of 2007 which
was used to fund the cash portion of the consideration for The
Bank of Richmond acquisition. Additionally, the Company
borrowed an additional $58 million from the Federal Home
Loan Bank of Atlanta during 2007 that supported our loan

and franchise growth not covered by deposit growth. These
advances were primarily five-year convertible advances with call

provisions that provided a lower cost of funding.

Total stockholders’ equity increased by $54.8 million to $164.4
million from December 31, 2006, primarily as a result of
issuing approximately 1.85 million shares of Company stock
to fund the stock portion of the consideration to acquire The

Bank of Richmond, the issuance of $23.2 million of non-

cumulative perpetual preferred stock in a private placement in
December 2007, and net income of $11.0 million; offset by cash
dividends of $3.5 million during the year, and the repurchase
and retirement of $5.6 million of its common stock. The capital
ratios of the Company and the Bank continue to be in excess

of the minimums required to be deemed well-capitalized by

regulatory authorities.

NET INTEREST INCOME

Like most financial institutions, the primary component of
earnings for the Company is net interest income. Net interest
income is the difference between interest income, principally
from loan and investment securities portfolios, and interest
expense, principally on customer deposits and borrowings.
Changes in net interest income result from changes in volume,
spread, and margin. For this purpose, volume refers to the
average dollar level of interest-earning assets and interest-
bearing liabilities, spread refers to the difference between

the average yield on interest-earning assets and the average
cost of interest-bearing liabilities, and margin refers to net
interest income divided by average interest-earning assets and
is influenced by the level and relative mix of interest-earning
assets and interest-bearing liabilities, as well as levels of non-
interest-bearing liabilities. During the years ended December
31,2007, 2006, and 2005, average interest-earning assets were
$1.4 billion, $956.8 million, and $611.1 million, respectively.
During these same years, the Company’s net interest margins

were 3.49%, 3.87%), and 3.81%, respectively.




AVERAGE BALANCES AND AVERAGE RATES EARNED AND PAID

The following table sets forth, for the periods indicated, information with regard to average balances of assets and liabilities, as
well as the total dollar amounts of interest income from interest-earning assets and interest expense on interest-bearing liabilities,
resultant yields or costs, net interest income, net interest spread, net interest margin, and ratio of average interest-earning assets to

average interest-bearing liabilities. In preparing the table, nonaccrual loans are included in the average loan balance.

For the Years Ended December 31,
2007 2006 2005

Average Average Average Average Average Average
Balance  Interest Rate Balance Interest  Rate Balance |Interest  Rate
(Dollars in thousands)
INTEREST-EARNING ASSETS:

Loans $ 1,262,516 $ 102,041 8.08% $ 835527 $67517 8.08% $ 523,492 $36,358  6.95%
Interest-earning deposits 5,628 341 6.06% 2,707 140 517% 3,668 138 3.76%
Trading and investment securities

available for sale taxable 13,777 5,909 5.19% 102,506 4,632 4.52% 72,579 2,731 3.76%
Investment securities available

for sale tax exempt 11,243 423 3.76% 6,850 238 3.47% 6,327 204  3.22%
FHLB/FRB stock 12,594 845 6.71% 9,175 570 6.21% 5,038 248  4.92%

Total interest-earning assets 1,405,758 109,559 7.79% 956,765 73,097 7.64% 611,104 39,679 6.49%
Other assets 143,989 86,553 67,916

Total assets $ 1,549,747 $ 1,043,318 $ 679,020

INTEREST-BEARING LIABILITIES:

Deposits
Savings, NOW, and money market $ 330,980 11,491 3.47% $ 245,038 7918 3.23% $ 178,577 3,979  2.00%
Time deposits 751,226 38,103 5.07% 450,786 20,571 4.56% 267,494 9,115 3.41%
Borrowings 211,830 10,880 9.14% 145,725 7610  5.22% 91,005 3,682 4.05%
Total interest-bearing liabilities 1,294,036 60,474 4.67% 841,549 36,099  4.29% 537,076 16,376  3.05%
Demand deposits 116,190 93,346 72,369
Other liabilities 9,130 4,216 1,317
Stockholders’ equity 130,391 104,207 68,258

Total liabilities and
stockholders’ equity $ 1,549,747 $ 1,043,318 $ 679,020

Net interest income
and interest rate spread $ 49,085 3.12% $ 36,998  3.35% $ 23303 3.44%

Net interest margin 3.49% 3.87% 3.81%

Ratio of average interest-earning assets
to average interest-bearing liabilities 108.63% 113.69% 113.78%




RATE/VOLUME ANALYSIS

The following table analyzes the dollar amount of changes in interest income and interest expense for major components of interest-
earning assets and interest-bearing liabilities. The table distinguishes between (i) changes attributable to volume (changes in volume
multiplied by the prior period’s rate), (ii) changes attributable to rate (changes in rate multiplied by the prior period’s volume), and
(iii) net change (the sum of the previous columns). The change attributable to both rate and volume (changes in rate multiplied by

changes in volume) has been allocated equally to both the changes attributable to volume and the changes attributable to rate.

Year Ended Year Ended
December 31, 2007 vs. 2006 December 31, 2006 vs. 2005
Increase (Decrease) Due to Increase (Decrease) Due to
Volume Rate Total Volume Rate Total

(Dollars in thousands)
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INTEREST INCOME:

Loans $ 34,507 $ 17 $ 34,524 $ 23,443 $ 7716 $ 31,159
Interest-earning deposits 164 37 201 (43) 45 2
Trading and investment securities available for sale
Taxable 547 730 1,277 1,239 662 1,901
Tax-exempt 159 26 185 18 16 34
FHLB/FRB stock 221 54 275 230 92 322
Total interest income 35,598 864 36,462 24,887 8,531 33,418
INTEREST EXPENSE:
Deposits:
Savings, NOW, and money market 2,880 693 3,573 1,740 2,699 4,339
Time deposits 14,475 3,057 17,532 7,305 4,151 11,456
Borrowings 3,430 (160) 3,270 2,701 1,227 3,928
Total interest expense 20,785 3,590 24,375 11,746 7977 19,723
Net interest income increase $ 14813 § (27260 $ 12,087 $§ 13141 $§ 554 § 13695




Results of Operations

OVERVIEW. The Company reported net income of $11.0
million or $0.89 per share (diluted) for the year ended
December 31, 2007, as compared with net income of $5.3
million or $0.47 per share (diluted) for the year ended
December 31, 2006, an increase of $5.8 million in net income
and $0.42 in earnings per share (diluted). During 2007 cash
dividends totaling $0.29 per share were paid as compared to
$0.16 per share for the same period in 2006.

The results for both periods presented were affected by the
fluctuations in fair value and net cash settlements on the
economic hedge (interest rate swap) that it entered into in
December 2005 to hedge the interest rate of its variable loan
portfolio. Non-interest income included a gain and net cash
settlements on the economic hedge of $584,000 for the year
ended December 31, 2007, and a loss and net cash settlement
on the economic hedge of $1.9 million for the year ended
December 31, 2006, primarily as a result of fluctuations (both
favorable and unfavorable) in the LIBOR swap interest rate
and market conditions during the periods presented. The
Company terminated its position in the economic hedge
during the third quarter of 2007, and received a termination
fee of $115,000 that was included in the above gain for 2007.
The fair value of the interest rate swap can be volatile from
quarter to quarter, and thus can affect net income positively
or negatively depending on interest rate conditions and other
factors. As a result of the Company terminating its position in
the economic hedge, there will be no income or loss associated
with the hedge going forward. Additionally, the results for
2007 included a fair value gain of $960,000 related to certain
of its trust preferred debt securities that it had elected fair
value option treatment effective January 1, 2007. This gain,
which was included in other non-interest income, was the
result of the unusual credit conditions the financial industry
faced during the last half of the year, which saw credit spreads
on these types of securities widen significantly. It would not
be anticipated that the Company would experience a fair value
gain of this magnitude in the future, and in all likelihood
would show a fair value loss if credit market conditions

become more normalized.

The Company’s primary focus (banking, mortgage loan
origination, insurance, and investment services) continues

to grow with de novo development of its branch network
and subsidiary operations, and the completed acquisition of
The Bank of Richmond on June 1, 2007. The acquisition
and the opening of three de novo financial centers during
the last half of the year (two in Raleigh, North Carolina

and our first full-service financial center in Wilmington,
North Carolina) increased our total financial centers to 33,
along with a private banking center in Raleigh and four loan
production offices. Our franchise has generated consistently
high levels of net interest income and non-interest income
since inception. During the year ended December 31, 2007,
total revenue (defined as net interest income and non-interest
income) increased $20.6 million or 44.5% to $66.9 million
over the prior year. The significant increase in revenues

was the primary reason for the increase in net income,
partially offset by increases in non-interest expenses, loan
loss provision, and income taxes. The Company has incurred
additional non-interest expenses as a result of the franchise
growth from period to period, increased FDIC insurance
costs, higher franchise tax costs, and the acquisition of The
Bank of Richmond (which increased non-interest expenses by
approximately $2.4 million for the year ended December 31,
2007).

NET INTEREST INCOME. Total interest income increased to
$109.6 million for the year ended December 31, 2007, a
$36.5 million or 49.9% increase from the $73.1 million
earned in 2006. Total interest income benefited from a 46.9%
increase in average earning assets, driven primarily from a
$427 million or 51.1% growth in average loans as compared
with the prior year. The average yield on interest-earning
assets increased 15 basis points from 7.64% to 7.79% due

to restructuring the investment portfolio during the second
quarter of this year, which increased the investment yield
from 4.59% for the prior year to 5.22% for the year ended
December 31, 2007. The yield on loans was flat year over year
at 8.08%. Loan yields in the fourth quarter of 2007 decreased
to 7.93% from 8.20% for the fourth quarter of last year as a
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Results of Operations

result of the 100 basis points cut in interest rate during the last
four months of 2007. The current trend with interest rates is
for them to continue to fall during the first part of 2008 with
uncertainty as to which direction interest rates will take later in

the year.

Average total interest-bearing liabilities increased by $452.5
million, or 53.8%, for the year ended December 31, 2007 as
compared with the prior year, consistent with the increase in
interest-earning assets. The average cost of interest-bearing
liabilities increased by 38 basis points over the same time
period from 4.29% to 4.67% primarily as a result of several
factors including: (1) funding $130.7 million of the growth
over the last 12 months (primarily from loan production offices
and our private banking center) with wholesale brokered CDs
(which typically have a higher all-in interest rate than bank
core deposits); (2) our portfolio of CDs re-pricing upwards
during the first half of the year as a result of interest rates
continuing to increase due to competition for deposits, and (3)
the introduction of a higher cost money market account and
CD special during the second quarter of this year. Our costs
for CDs increased from 4.56% in 2006 to 5.07% in 2007, and
our interest bearing transaction accounts increased from 3.23%
to 3.49%. The rise in the cost of interest-bearing liabilities
mitigated somewhat during the fourth quarter, as costs for the
fourth quarter only increased 9 basis points as compared with
the fourth quarter of last year, primarily as a result of the drop
in interest rates - which had an immediate effect on our short-
term borrowings, and allowed us to immediately start re-pricing
our interest bearing transaction deposit accounts. The cost of
our transaction accounts decreased to 3.42% for the fourth
quarter of this year as compared with 3.47% for the entire year

and 3.43% for the fourth quarter of last year.

As a result of the leveling of loan yields, and the increase

in funding costs as discussed above, the interest rate spread
decreased 23 basis points from 3.35% for the year ended
December 31, 2006 to 3.12% for the current year; and the net
interest margin decreased 38 basis points from 3.87% for the
year ended December 31, 2006 to 3.49% for 2007. Despite

this drop in interest margin during 2007, net interest income
increased $12.1 million or 32.7% in the current year over 2006,
driven primarily by the increased volume of $427 million higher

average loans in 2007 as compared with the prior year.

PROVISION FOR LOAN LOSSES. The Company recorded a $4.9
million provision for loan losses for the year ended December
31, 2007, an increase of $1.5 million over the $3.4 million
provision for loan losses recorded for the prior year. Provisions
for loan losses are charged to income to bring the allowance

for loan losses to a level deemed appropriate by Management.
In evaluating the allowance for loan losses, Management
considers factors that include growth, composition and industry
diversification of the portfolio, historical loan loss experience,
current delinquency levels, adverse situations that may affect a
borrower’s ability to repay, estimated value of any underlying
collateral, prevailing economic conditions, and other relevant
qualitative factors. In both 2007 and 2006, the provision for
loan losses was made principally in response to growth in loans,
as well as changes in conditions related to the above factors.
Net charge-offs as a percentage of average loans increased to
0.09% for the year ended December 31, 2007 from 0.04% in
the prior year; and the Company’s level of nonperforming assets
has increased slightly to $3.4 million at December 31, 2007;
however, as a percentage to total loans outstanding, decreased
from 0.33% at December 31, 2006 to 0.22% at December

31, 2007. Loan growth for the year ended December 31,

2007 (excluding the loans acquired through the acquisition

of The Bank of Richmond) was $359.8 million as compared
with $327.9 million for the year ended December 31, 2006.
Impaired loans increased from $4.1 million at December 31,
2006 to $15.2 million at December 31, 2007, resulting in an
approximate $682,500 increase in the allowance. At December
31, 2007 and December 31, 2006, respectively, the allowance
for loan losses was $15.3 million and $9.4 million, representing
1.01% and 0.95%, respectively, of loans outstanding at the end
of each period. Other than the nonaccrual loans listed under the
caption “Asset Quality,” the Company’s loan portfolio continues

to perform very well.




NON-INTEREST INCOME. Non-interest income aggregated $17.8
million for the year ended December 31, 2007 as compared
with $9.3 million for the year ended December 31, 2006, an
increase of $8.5 million or 91.6%. Both years were affected

by the fluctuations in the fair value and net cash settlements

of the economic hedge. Non-interest income included a gain
and net cash settlements of the economic hedge of $584,000
for the year ended December 31, 2007; and a loss and net

cash settlements of the economic hedge of $1.9 million

for the year ended December 31, 2006. The change in fair
value was primarily as a result of fluctuations (both favorable
and unfavorable) in LIBOR swap interest rate and market
conditions during both years. The Company terminated its
position in the economic hedge during the third quarter of
2007, and received a termination fee of $115,000 that was
included in the above gain for 2007. Revenues from the
Company’s non-banking activities over the past 12 months
have continued to increase. Since inception, the Company has
actively pursued additional non-interest income sources outside
of traditional banking operations, including income from
insurance, mortgage, brokerage operations, and title insurance.
Revenue from Gateway’s insurance operations increased $2.4
million or 81.9% to $5.2 million for the year ended December
31, 2007 as compared with the prior year. The increase in
insurance revenues was due primarily to the acquisition of

two agencies in Virginia in the fourth quarter of 2006 and a
title insurance company during the first quarter of 2007, as
well as internal growth from cross-selling bank customers and
building our customer base as our bank franchise has grown.
Revenue from the mortgage subsidiary increased $1.4 million or
91.2% in 2007 to $3.0 million over the prior year. The increase
in mortgage revenue is attributable to having a full year of
operations in 2007 as compared with 2006 in which Gateway
Bank Mortgage only commenced operations in June. Mortgage
revenues in the fourth quarter of the current year decreased
15.4% from the fourth quarter of the prior year attributed
primarily to the nationwide issues that affected the mortgage
industry during the last half of 2007. Although Gateway Bank
Mortgage, Inc. has no subprime loans, the limited access to the

secondary markets had a negative effect on selling mortgages

into the secondary markets, thus slowing revenues during the

latter part of the year.

Service charges on deposit accounts increased $644,000 or
19.6% for the year ended December 31, 2007, as compared with
the prior year as a result of the Company’s growth in transaction
deposit accounts from period to period from its expanding

financial center network.

Other income increased $945,000 for the year ended December
31, 2007 as compared with the prior year primarily as a

result of the gain in the fair value of its trust preferred debt
securities of $960,000 during 2007. The Company elected

the fair value option for certain of its trust preferred securities
effective January 1 of this year, to hedge its short-term

trading investment portfolio. As a result of the unusual credit
conditions the financial industry faced during the last half of
the year, the credit spreads on these debt securities widened
significantly resulting in the gain. It would not be anticipated
that the Company would experience a market value gain of
this magnitude in the future, and in all likelihood would show
a market value loss if credit market conditions become more

normalized.

As a result of Gateway’s continuous efforts to introduce new
products and services in order to better service its customers, as
well as enhance the overall diversification of its revenue base,
non-interest income as a percent of total revenue was 26.6% for
the year ended December 31, 2007 as compared with 20.0%

for the prior year. Pro-forma non-interest income (non-interest
income excluding the effects of the economic hedge on both
periods discussed above) as a percent of total revenue was 25.9%
for 2007 as compared with 23.7% for the prior year. Due to

the volatility and lack of comparability caused by the economic
hedge, management believes presentation of an unadjusted non-
GAAP pro-forma non-interest income and related percent to

the revenues provides useful information to investors.

NON-INTEREST EXPENSES. Non-interest expenses aggregated
$44.9 million for the year ended December 31, 2007, an
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Results of Operations

increase of $10.0 million or 28.5% over the $34.9 million
reported for the prior year. Substantially all of this increase
resulted from the Bank’s growth and franchise development
throughout all of 2006 in which the Bank opened six de novo
financial centers, built a state of the art operations center,
opened a private banking center, launched a new mortgage
subsidiary and made two insurance agency acquisitions; and the
opening of three de novo financial centers during the last half of
2007. Additionally, the acquisition of The Bank of Richmond
added $2.4 million of non-interest expense during the last
seven months of 2007. The acquisition and the significant
expansion over the past two years resulted in personnel costs
increasing by $7.7 million, or 44.5% to $25.0 million for the
year ended December 31, 2007 from $17.3 million for the prior
year. During the past year the Company had 93 new hires

(of which 40 were related to The Bank of Richmond), while
the costs of occupancy and equipment costs increased by $1.4
million, or 20.2% to $8.3 million from $6.9 million for the
prior year. Other expenses increased $549,000 or 6.0% for the
year ended December 31, 2007 as compared with the prior
year. The increase was related to approximately $690,000 in
higher FDIC premiums that resulted from the FDIC increasing
insurance premiums effective January 1 of this year, $204,000
higher franchise taxes that has resulted from the increase in our
financial centers in Virginia, and $160,000 higher intangibles
amortization that has resulted from acquisitions since the third
quarter of last year; offset by lower promotion and consultant

€Xpenses.

PROVISION FOR INCOME TAXES. The Company’s effective tax
rate was approximately 35.2% and 33.3% for the years ended
December 31, 2007 and 2006, respectively. The reason that

the effective rate was lower for the year ended December 31,
2006 was due to the effect tax-exempt income from municipal
securities and BOLI had on lower pre-tax income for that year.
As a result of the Company’s sustained pattern of profitability
we expect our tax rate to remain near the level incurred for the
current year. Deferred tax assets have increased primarily due to

increases in our loan loss provision.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s sources of funds are customer deposits, cash
and demand balances due from other banks, interest-earning
deposits in other banks, and trading and investment securities
available for sale. These funds, together with loan repayments,
are used to make loans and to fund continuing operations. In
addition, at December 31, 2007, the Bank had credit availability
with the Federal Home Loan Bank of Atlanta (“FHLB”) of
approximately $195.0 million, with $174.0 million outstanding
secured by commercial loans and investment securities; federal
funds lines of credit with six other financial institutions in the
aggregate amount of $106.5 million from which $28 million
was borrowed at December 31, 2007; and a line of credit with a
bank of $20.0 million from which $4.0 million was borrowed at
December 31, 2007. The Company also utilizes the wholesale
brokered CD market to fund liquidity on an as needed basis.

Total deposits were $1.4 billion and $923.7 million at
December 31, 2007 and 2006, respectively. As a result of the
Company’s loan demand exceeding the rate at which core
deposits have been built, the Company has relied significantly
on time deposits as a source of funds. Certificates of deposit
are the only deposit accounts that have stated maturity dates.
Such deposits are generally considered to be rate sensitive. At
December 31, 2007, time deposits represented 62.6% of the
Company’s total deposits, up from 59.2% of total deposits at
December 31, 2006. Certificates of deposit of $100,000 or
more represented 19.3% and 22.2%, respectively, of the Bank’s
total deposits at December 31, 2007 and 2006. At December
31, 2007, the Company had $225.9 million in brokered time
deposits, representing 16.0% of total deposits at that date, up
from 10.3% of total deposits at December 31, 2006. The Bank
has primarily used brokered deposits to fund its loan production
offices and private banking center. While the Company will
need to pay competitive rates to retain these deposits at their
maturities, there are other subjective factors that will determine
their continued retention. Based upon prior experience, the
Company anticipates that a substantial portion of outstanding

certificates of deposit will renew upon maturity.




Management anticipates that the Company will rely primarily
upon customer deposits, loan repayments, current earnings,
brokered deposits, and as necessary, additional borrowings, to
provide liquidity, and will use funds thus generated to make
loans and to purchase securities, primarily securities issued by
the federal government and its agencies, corporate securities,

and mortgage-backed securities.

At December 31, 2007 and 2006, the Company’s tangible
equity to asset ratio was 6.07% and 8.04%, respectively. All
capital ratios place the Bank in excess of the minimum required
to be deemed a well-capitalized bank by regulatory measures.
The regulatory capital position of both the Company and the
Bank was enhanced during December 2007 with the issuance
of $23.2 million in perpetual non-cumulative preferred stock
and $25.7 million of trust preferred securities in May 2007 that
qualify, subject to certain limitations, as Tier 1 capital. The
Company’s Tier 1 capital ratio at December 31, 2007 and 2006
was 10.43% and 12.11%, respectively.

CAPITAL RATIOS
The Bank is subject to minimum capital requirements. As
the following table indicates, at December 31, 2007, the Bank

exceeded regulatory capital requirements.

At December 31, 2007
Actual Minimum  Well-Capitalized
Ratio Requirement  Requirement

Total risk-based capital ratio 11.19% 8.0% 10.0%
Tier 1 risk-based capital ratio 10.24% 4.0% 6.0%
Leverage ratio 9.46% 4.0% 9.0%

Management expects that the Bank will remain “well-
capitalized” for regulatory purposes, although there can be no
assurance that additional capital will not be required in the near

future due to greater-than-expected growth, or otherwise.

FORWARD LOOKING STATEMENTS

Statements contained in this annual report, which are not
historical facts, are forward-looking statements, as that term
is defined in the Private Securities Litigation Reform Act of
1995. Amounts herein could vary as a result of market and
other factors. Such forward-looking statements are subject

to risks and uncertainties which could cause actual results

to differ materially from those currently anticipated due to

a number of factors, which include, but are not limited to,
factors discussed in documents filed by the Company with
the Securities and Commission from time to time. Such
forward-looking statements may be identified by the use

of such words as “believe,” “expect,” “anticipate,” “should,”
“planned,” “estimated,” and “potential.” Examples of forward-
looking statements include, but are not limited to, estimates
with respect to the financial condition, expected or anticipated
revenue, results of operations and business of the Company
that are subject to various factors which could cause actual
results to differ materially from these estimates. These factors
include, but are not limited to, general economic conditions,
changes in interest rates, deposit flows, loan demand, real estate
values, and competition; changes in accounting principles,
policies, or guidelines; changes in legislation or regulations;
and other economic, competitive, governmental, regulatory,
and technological factors affecting the Company’s operations,

pricing, products, and services.

MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS, AND ISSUER PURCHASES OF
EQUITY SECURITIES

Our common stock is traded on the Nasdaq Global Select
Market under the symbol “GBTS”. The following table sets
forth the high and low published closing prices for shares of our
common stock for the periods indicated. Where appropriate,

prices have been adjusted for the effects of an 11-for-10 stock
split in the form of a 10% stock dividend payable May 15, 2006
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(continued)

to holders of record as of the close of business on April 28,
2006. The last reported sales price of the common stock
on March 10, 2008 was $10.14 per share. As of December
31, 2007, Gateway Bank had approximately 5,600

shareholders of record.

High Low Dividend

2006 First Quarter $ 1574  $1490 $0.03
Second Quarter 15.69 14.45 0.03
Third Quarter 15.01 14.01 0.05
Fourth Quarter 14.73 13.95 0.05
2007 First Quarter $14.44  $13.80 $0.05
Second Quarter 14.71 13.17 0.08
Third Quarter 15.83 12.74 0.08
Fourth Quarter 14.41 11.85 0.08

As a holding company, we are dependent upon our
subsidiary, Gateway Bank, to provide funding for our
operating expenses and dividends. North Carolina

banking law will permit the payment of dividends only

Total Number of

out of retained earnings and will prohibit the payment of
cash dividends if payment of the dividend would cause
Gateway Bank’s surplus to be less than 50% of its paid-in
capital. Also, under federal banking law, no cash dividend
may be paid if Gateway Bank is undercapitalized or
insolvent or if payment of the cash dividend would render
Gateway Bank undercapitalized or insolvent, and no cash
dividend may be paid by Gateway Bank if it is in default
of any deposit insurance assessment due to the FDIC.
Subject to these restrictions, our Board of Directors will
consider the payment of dividends when it is deemed

prudent to do so.

The Company’s stock repurchase program, as approved
by the Board of Directors on April 30, 2007, provides for
the purchase of up to 500,000 shares. There have been
400,637 shares purchased under the 2007 plan during
the year ended December 31, 2007. The following table
presents information with respect to shares of common
stock repurchased by the Company during the fourth
quarter of 2007:

Maximum Number of
Shares That May Yet Be
Purchased Under

Total Number of Shares
Purchased as Part of

Average Price Publicly Announced

Period Shares Purchased  Paid Per Share Program the Program
October 1, 2007 to October 31, 2007 — $ — — 200,000
November 1, 2007 to November 30, 2007 = = = 200,000
December 1, 2007 to December 31, 2007 100,637 12.33 100,637 99,363
Total 100,637 $ 1233 100,637 99,363
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Certified Public Accountants and Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and the Board of Directors
Gateway Financial Holdings, Inc.
Virginia Beach, Virginia

We have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Gateway Financial Holdings, Inc. and Subsidiary (the “Company”) as of December 31,
2007 and 2006, and the related consolidated statements of operations, comprehensive income, changes in stockholders’
equity, and cash flows for each of the years in the three-year period ended December 31, 2007 (not presented herein);
and in our report dated March 10, 2008, we expressed an unqualified opinion on those consolidated financial statements.
The accompanying condensed consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the information set forth in the condensed consolidated financial statements in

relation to the consolidated financial statements from which it has been derived.

In our opinion, the information set forth in the accompanying condensed consolidated balance sheets as of December 31,
2007 and 2006, and the related condensed consolidated statements of operations for each of the years in the three-year
period ended December 31, 2007, is fairly stated, in all material respects, in relation to the consolidated financial statements

from which it has been derived.

Greenville, North Carolina
March 10, 2008
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GATEWAY FINANCIAL HOLDINGS, INC. AND SUBSIDIARY

CONDENSED CONSOLIDATED BALANCE SHEETS — December 31, 2007 and 2006

ASSETS

Cash and due from banks

Interest-earning deposits in other banks

Trading securities

Investment securities available for sale, at fair value

Loans
Allowance for loan losses

NET LOANS

Accrued interest receivable

Stock in Federal Reserve Bank, at cost

Stock in Federal Home Loan Bank of Atlanta, at cost
Premises and equipment, net

Intangible assets, net

Goodwill

Bank-owned life insurance

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

Deposits
Demand
Savings
Money market and NOW
Time

TOTAL DEPOSITS
Short term borrowings

Long term borrowings - $14,865 at fair value at December 31, 2007
Accrued expenses and other liabilities

TOTAL LIABILITIES

Stockholders’ Equity
Non-cumulative, perpetual preferred stock, $1,000 liquidation value
per share, 1,000,000 shares authorized, 23,266 issued and out-

standing at December 31, 2007 and none issued at December 31, 2006

Common stock, no par value, 30,000,000 shares authorized,
12,558,625 and 10,978,014 shares issued and outstanding at
December 31, 2007 and 2006, respectively

Retained earnings

Accumulated other comprehensive loss

TOTAL STOCKHOLDERS’ EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

2007

2006

(In thousands, except share data)

$ 19,569
1,092
23,011
126,750

1,522,401
(15,339)

1,507,062

12,330
5,348
10,312
73,614
5,069
46,006
26,105
11,917

$ 1.868.185

$ 123,885
16,685
585,838

_ 882,511

1,408,919

33,000
249,102
12,757

1,703,778

23,182

127,258
14,991
(1,024)

164,407

$ 1,868,185

$ 22,077
4,717

93,475

994,592
(9,405)

985,187

8,742
5,609
6,970
38,456
4,163
8,452
25,051
6,578

$ 1,207477

$ 108,007
7,249
261,409
047,060

923,725

14,500
152,429

7,183

1,097,837

101,669
8,708
(737)

109,640

$ 1207477




GATEWAY FINANCIAL HOLDINGS, INC. AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS — Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
(In thousands, except per share data)
INTEREST INCOME
Interest and fees on loans $ 102,041 $ 67517 $ 36,358
Trading account securities 1,902 = —
Investment securities available for sale
Taxable 4,007 4,632 2,731
Tax-exempt 423 238 204
Interest-earning bank deposits 34 140 138
Other interest and dividends 845 970 248
TOTAL INTEREST INCOME 109,559 73,097 39,679
INTEREST EXPENSE
Money market, NOW, and savings deposits 11,491 7918 8,979
Time deposits 38,103 20,571 9,115
Short-term borrowings 1,367 2,429 1,140
Long-term borrowings 9,513 5,181 2,542
TOTAL INTEREST EXPENSE 60,474 36,099 16,376
NET INTEREST INCOME 49,085 36,998 23,303
PROVISION FOR LOAN LOSSES 4,900 3,400 2,200
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 44185 33,598 21,103
NON-INTEREST INCOME
Service charges on deposit accounts 3,938 3,294 2,308
Mortgage operations 3,029 1,584 836
Insurance operations 5,245 2,883 2,388
Brokerage operations 794 744 656
Gain on sale of securities 163 842 282
Gain (loss) on disposition of premises and equipment - (292) 6
Gain (loss) and net cash settlement on economic hedge 584 (1,918) =
Gain from trading securities 395 = =
Income from bank-owned life insurance 1,054 864 679
Other service charges and fees 1,408 1,019 623
Other 1,195 250 289
TOTAL NON-INTEREST INCOME 17,765 9,270 8,067
NON-INTEREST EXPENSE
Personnel costs 24,978 17,287 11,583
Occupancy and equipment 8,254 6,865 4,692
Data processing fees 1,990 1,652 941
Other 9,719 9,170 6,150
TOTAL NON-INTEREST EXPENSE 44,941 34,974 23,266
INCOME BEFORE INCOME TAXES 17,009 7,894 5,904
INCOME TAXES 5,990 2,625 1,965
NET INCOME $ 11,019 $ 5269 $ 3939
NET INCOME PER COMMON SHARE
Basic $ 0.91 $ 0.49 $ 0.48
Diluted $ 0.89 $ 0.47 $ 0.46
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FINANCIAL CENTERS
NORTH CAROLINA

Chapel Hill
504 Meadowmont Village Circle

Edenton
322 South Broad Street

Elizabeth City

1145 North Road Street

400 West Ehringhaus Street
1404 West Ehringhaus Street

Kitty Hawk
3600 North Croatan Highway
5406 North Croatan Highway

Moyock
100 Moyock Commons Drive

Nags Head
2808 South Croatan Highway

Plymouth
433 US Highway 64 East

Raleigh

2209 Century Drive

8470 Falls of Neuse Road
2235 Gateway Access Point

Roper
102 West Buncombe Street

Wilmington
901 Military Cutoff Road

VIRGINIA

Chesapeake
575 Cedar Road
111 Gainsborough Square
1403 Greenbrier Parkway

Emporia
100 Dominion Drive
520 South Main Street




Norfolk
539 21st Street

Suffolk
2825 Godwin Boulevard

Virginia Beach

4460 Corporation Lane

713 Independence Boulevard
1580 Laskin Road

641 Lynnhaven Parkway
3001 Shore Drive

2098 Princess Anne Road
3801 Pacific Avenue
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2730 Buford Road

8905 Fargo Road
13804 Hull Street

5300 Patterson Avenue
8209 West Broad Street
12090 West Broad

LOAN PRODUCTION OFFICES
NORTH CAROLINA

Chapel Hill
421 Meadowmont Village Circle

Greenville
204 E. Arlington Blvd. Suite M

Wake Forest
152 Capcom Avenue

VIRGINIA

Charlottesville
690 Berkmar Circle

GATEWAY INSURANCE SERVICES

OFFICES
NORTH CAROLINA
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400 W. Ehringhaus Street
802 W. Ehringhaus Street
1145 North Road Street

Edenton
322 South Broad Street

Hertford
147 North Church Street

Moyock
100 Moyock Commons Drive

Plymouth
433 US Highway 64 East

Kitty Hawk
3600 N. Croatan Highway

VIRGINIA

Chesapeake
111 Gainsborough Square
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753 Thimble Shoals Boulevard,
Suite 1C

Virginia Beach
641 Lynnhaven Parkway

GATEWAY INVESTMENT
SERVICES OFFICES

NORTH CAROLINA

Nags Head
2808 South Croatan Highway

VIRGINIA
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1580 Laskin Road

GATEWAY BANK MORTGAGE
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NORTH CAROLINA
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322 South Broad Street

Elizabeth City
1145 North Road Street

Kitty Hawk
3600 North Croatan Highway
5406 North Croatan Highway

Raleigh
8470 Falls of Neuse
2235 Gateway Access Point

Wake Forest
152 Capcom Avenue

Wilmington
901 Military Cutoff Road

VIRGINIA

Charlottesville
690 Berkmar Circle

Norfolk
539 21st Street
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5300 Patterson Avenue

Virginia Beach
1580 Laskin Road
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