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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements included in this Report and the documents incorporated by reference herein, other than statements
of historical fact, are forward-looking statements (as such term is defined in Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, and the regulations
thereunder), which are intended to be covered by the safe harbors created thereby. Forward-looking statements
include, but are not limited to certain statements under the captions “Business,” “Risk Factors” and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

  The words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,” “will,” “would,” “could,” “should,” “guidance,” “potential,”
“continue,” “project,” “forecast,” “confident,” and similar expressions are typically used to identify forward-looking
statements.  These statements are based on assumptions and assessments made by management in light of their
experience and their perception of historical trends, current conditions, expected future developments and other factors
they believe to be appropriate.  Any forward-looking statements are not guarantees of our future performance and are
subject to risks and uncertainties and may be affected by various factors that may cause actual results, developments
and business decisions to differ materially from those in the forward-looking statements.  Some of the factors that may
cause actual results, developments and business decisions to differ materially from those contemplated by such
forward-looking statements include the factors discussed under the caption “Risk Factors” and  “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in this Report and the following:
•changes in interest rates and market prices that could affect the net interest margin, asset valuation, and expense
levels;

•changes in local economic and business conditions, including, without limitation, changes related to the oil and gas
industries, that could adversely affect customers and their ability to repay borrowings under agreed upon terms,
adversely affect the value of the underlying collateral related to their borrowings, and reduce demand for loans;

• increased competition for deposits and loans which could affect compositions, rates and terms;
•changes in the levels of prepayments received on loans and investment securities that adversely affect the yield and
value of the earning assets;

•a deviation in actual experience from the underlying assumptions used to determine and establish our allowance for
loan losses (“ALLL”), which could result in greater than expected loan losses;

• changes in the availability of funds resulting from reduced liquidity or increased costs;
• the timing and impact of future acquisitions, the success or failure of integrating acquired operations, and the ability
to capitalize on growth opportunities upon entering new markets;

• the ability to acquire, operate, and maintain effective and efficient operating systems;
• increased asset levels and changes in the composition of assets that would impact capital levels and regulatory
capital ratios;
• loss of critical personnel and the challenge of hiring qualified personnel at reasonable compensation levels;

• legislative and regulatory changes, including the impact of regulations under the Dodd-Frank  Wall Street Reform
and Consumer Protection Act of 2010 (the “Dodd-Frank Act”) and other changes in banking, securities and tax laws
and regulations and their application by our regulators, changes in the scope and cost of Federal Deposit Insurance
Corporation (“FDIC”) insurance and other coverage;

•regulations and restrictions resulting from our participation in government sponsored programs such as the U.S.
Treasury’s Small Business Lending Fund, including potential retroactive changes in such programs;
• changes in accounting principles, policies, and guidelines applicable to bank holding companies and banking;

• acts of war, terrorism, cyber intrusion, weather, or other catastrophic events beyond our control; and
• the ability to manage the risks involved in the foregoing.
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We can give no assurance that any of the events anticipated by the forward-looking statements will occur or, if any of
them does, what impact they will have on our results of operations and financial condition.  We disclaim any intent or
obligation to publicly update or revise any forward-looking statements, regardless of whether new information
becomes available, future developments occur or otherwise.
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Part I

Item 1 - Business

Overview

The Company was incorporated in 1984 as a Louisiana corporation and a registered bank holding company
headquartered in Lafayette, Louisiana.  Since February 2008, its operations have been conducted primarily through its
wholly owned bank subsidiary MidSouth Bank, N.A.  Prior to February 2008, we owned and operated two separate
banking subsidiaries, that we merged together in order to consolidate operations and reduce expenses.  The Bank, a
national banking association, was chartered and commenced operations in 1985.  As of December 31, 2011, the Bank
operated through a network of 40 offices located in Louisiana and Texas.

Unless otherwise indicated or unless the context requires otherwise, all references in this report to “the Company,” “we,”
“us,” “our,” or similar references, mean MidSouth Bancorp, Inc. and our subsidiaries, including our banking subsidiary,
MidSouth Bank, N.A., on a consolidated basis.  References to “MidSouth Bank” or the “Bank” mean our wholly owned
banking subsidiary, MidSouth Bank, N.A.

Products and Services

The Bank is community oriented and focuses primarily on offering commercial and consumer loan and deposit
services to small and middle market businesses, their owners and employees, and other individuals in our
markets.  Our community banking philosophy emphasizes personalized service and building broad customer
relationships.  Deposit products and services offered by the Bank include interest-bearing and noninterest-bearing
checking accounts, investment accounts, cash management services, and electronic banking services, including remote
deposit capturing services, internet banking, and debit and credit cards.  Most of the Bank’s deposit accounts are
FDIC-insured up to the maximum allowed, and the Bank customers have access to a world-wide ATM network of
more than 43,000 surcharge-free ATMs.

Loans offered by the Bank include commercial and industrial loans, commercial real estate loans (both
owner-occupied and non-owner occupied), other loans secured by real estate and consumer loans.  We commenced
operations during a severe economic downturn in Louisiana more than 25 years ago.  Our survival and growth in the
ensuing years has instilled in us a conservative operating philosophy.  Our conservative attitude impacts our credit and
funding decisions, including underwriting loans primarily based on the cash flows of the borrower (rather than just
relying on collateral valuations) and focusing lending efforts on working capital and equipment loans to small and
mid-sized businesses along with owner-occupied properties.

Our conservative operating philosophy extends to managing the various risks we face.  We maintain a separate risk
management group to help identify and manage these various risks.  This group, which reports directly to the
Chairman of our Audit Committee, not to other members of the senior management team, includes our audit,
collections, compliance, in-house legal counsel, loan review and security functions and is staffed with experienced
accounting and legal professionals.

We are committed to an exceptional level of customer care.  We maintain our own in-house call center so that
customers enjoy l ive interact ion with employees of  the Bank rather  than an automated telephone
system.  Additionally, we provide our employees with the training and technological tools to improve customer
care.  We also conduct focus groups within the communities we serve and strive to create a two-way dialog to ensure
that we are offering the banking products and services that our customers and communities need.
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Markets

We operate in south Louisiana and central and east Texas along the Interstate 10, Interstate 49, Highway 90, Interstate
45, and Interstate 20 corridors.  As of December 31, 2011, our market area in south Louisiana included 27 offices and
is bound by Houma to the south, Baton Rouge to the east, Opelousas to the north and Lake Charles to the west.  Our
market areas in Texas include 13 offices located in the Beaumont, College Station, Conroe, Houston, Dallas-Fort
Worth and Tyler areas. For additional information regarding our properties, see Item 2 – Properties of this Report.

- 6 -
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We believe that high energy prices, clean-up of the 2010 Deepwater Horizon oil spill in the Gulf of Mexico and
continued rebuilding from the storms of 2005 in Louisiana and Texas insulated our markets from the full impact of the
national recession and have positioned us for growth as the national economy begins to recover.   Furthermore, our
markets have not experienced the severity of real estate price declines that have plagued so much of the country, and
have generally suffered fewer job losses than the rest of the U.S.  Oil and gas is the key industry within our
markets.  However, medical, technology and research companies continue to develop within these markets thereby
diversifying the economy.  Additionally, numerous major universities located within our market areas, including
Louisiana State University, University of Houston, Rice University, Texas A&M University and University of
Louisiana at Lafayette, provide a substantial number of jobs and help to contribute to the educated work force within
our markets.

We believe our financial condition coupled with our scalable operational capabilities, will facilitate future growth,
both organically and through acquisition, including potential growth in new market areas.

Competition

We face strong competition in our market areas from both traditional and nontraditional financial services providers,
such as commercial banks; savings banks; credit unions; finance companies; mortgage, leasing, and insurance
companies; money market mutual funds; brokerage houses; and branches that provide credit facilities.  The
Dodd-Frank Act has also made it easier for banks to branch across state lines which could further increase the
competition we face.  Several of the financial services competitors in our market areas are substantially larger and
have far greater resources; however we have effectively competed by building long-term customer
relationships.  Customer loyalty has been built through our continued focus on quality customer care enhanced by
technology and effective delivery systems.

Other factors, including economic, legislative, and technological changes, also impact our competitive
environment.  Management continually evaluates competitive challenges in the financial services industry and
develops appropriate responses consistent with our overall market strategy.

Employees

As of December 31, 2011, the Bank employed approximately 444 full-time equivalent employees.  The Company had
no employees who are not also employees of the Bank.  Through the Bank, employees receive customary employee
benefits, which include an employee stock ownership plan; a 401(K) plan; and life, health and disability insurance
plans.  Our directors, officers, and employees are important to the success of the Company and play a key role in
business development by actively participating in the communities served by the Company.  The Company considers
the relationship of the Bank with its employees as a whole to be good.

Additional Information

More information on the Company and the Bank is available on the Bank’s website at www.midsouthbank.com.  The
Company is not incorporating by reference into this Report the information contained on its website; therefore, the
content of the website is not a part of this Report.  Copies of this Report and other reports filed or furnished by the
Company pursuant to Section 13(a) or 15(d) of the Exchange Act, including exhibits, are available free of charge on
the Company’s website under the “Investor Relations” link as soon as reasonably practicable after they have been filed or
furnished electronically to the Securities and Exchange Commission (“SEC”).   Copies of these filings may also be
obtained free of charge on the SEC’s website at www.sec.gov.

Supervision and Regulation
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Under Federal Reserve policy, we are expected to act as a source of financial strength for, and to commit resources to
support, the Bank.  This support may be required at times when, absent such Federal Reserve policy, we may not be
inclined to provide such support.  In addition, any capital loans by a bank holding company to any of its banking
subsidiaries are subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary
banks.  In the event of a bank holding company's bankruptcy, any commitment by a bank holding company to a
federal bank regulatory agency to maintain the capital of a banking subsidiary will be assumed by the bankruptcy
trustee and entitled to a priority of payment.
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Dodd-Frank Act
In July 2010, the Dodd-Frank Act was signed into law. The Dodd-Frank Act implements far-reaching changes across
the financial regulatory landscape, including changes that will affect all bank holding companies and banks, including
us and the Bank, including the following provisions:

•Insurance of Deposit Accounts.  The Dodd-Frank Act changed the assessment base for federal deposit insurance
from the amount of insured deposits to consolidated assets less tangible capital, eliminated the ceiling on the size of
the DIF and increased the floor applicable to the size of the DIF.  The Dodd-Frank Act also made permanent the
$250,000 limit for federal deposit insurance and increase the cash limit of Securities Investor Protection
Corporation protection from $100,000 to $250,000 and provides unlimited federal deposit insurance until December
31, 2012 for non-interest bearing demand transaction accounts at all insured depository institutions.

•Payment of Interest on Demand Deposits.  The Dodd-Frank Act repealed the federal prohibitions on the payment of
interest and demand deposits, thereby permitting depository institutions to pay interest on business transaction and
other accounts.

•Creation of the Consumer Financial Protection Bureau.  The Dodd-Frank Act centralized significant aspects of
consumer financial protection by creating a new agency, the Consumer Financial Protection Bureau (the “CFPB”),
responsible for implementing, examining and enforcing compliance with federal consumer financial laws for
institutions with more than $10 billion of assets and, to a lesser extent, smaller institutions.  As a smaller institution,
most consumer protection aspects of the Dodd-Frank Act will continue to be applied to us by the Federal Reserve
and to the Bank by the OCC.

•Debit Card Interchange Fees.  The Dodd-Frank Act amended the Electronic Fund Transfer Act to, among other
things, require that debit card interchange fees must be reasonable and proportional to the actual cost incurred by the
issuer with respect to the transaction.  In June 2011, the Federal Reserve Board adopted regulations setting the
maximum permissible interchange fee as the sum of 21 cents per transaction and 5 basis points multiplied by the
value of the transaction, with an additional adjustment of up to one cent per transaction if the issuer implements
additional fraud-prevention standards.  Although issuers that have assets of less than $10 billion are exempt from
the Federal Reserve Board’s regulations that set maximum interchange fees, these regulations are expected to
significantly impact the interchange fees that financial institutions with less than $10 billion in assets are able to
collect.

In addition, the Dodd-Frank Act implements other far-reaching changes to the financial regulatory landscape,
including provisions that:

•Restrict the preemption of state law by federal law and disallow subsidiaries and affiliates of national banks from
availing themselves of such preemption.

•Apply the same leverage and risk-based capital requirements that apply to insured depository institutions to most
bank holding companies.

•Require bank holding companies and banks to be both well capitalized and well managed in order to acquire banks
located outside their home state.

•Impose comprehensive regulation of the over-the-counter derivatives market, which would include certain
provisions that would effectively prohibit insured depository institutions from conducting certain derivatives
businesses in the institution itself.

•Require large, publicly traded bank holding companies to create a risk committee responsible for the oversight of
enterprise risk management.

•Require loan originators to retain 5% of any loan sold or securitized, unless it is a “qualified residential mortgage,”
which must still be defined by the regulators.  FHA, VA and Rural Housing Service loans are specifically exempted
from the risk retention requirements.

•Implement corporate governance revisions, including with regard to executive compensation and proxy access by
shareholders that apply to all public companies not just financial institutions.
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Many aspects of the Dodd-Frank Act remain subject to rulemaking and will take effect over several years, making it
difficult to anticipate the overall financial impact on the Company, the Bank, our customers or the financial industry
more generally. Some of the rules that have been proposed and, in some cases, adopted to comply with the
Dodd-Frank Act’s mandates are discussed further below.
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Capital Requirements
We are subject to various regulatory capital requirements administered by the Federal Reserve and the OCC. Failure
to meet minimum capital requirements could result in certain mandatory and possible additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on our financial statements. Under capital
adequacy guidelines and the regulatory framework for prompt corrective action (described below), we must meet
specific capital guidelines that involve quantitative measures of our assets, liabilities, and certain off-balance sheet
items as calculated under regulatory accounting policies. Our capital amounts and classification are also subject to
judgments by the regulators regarding qualitative components, risk weightings, and other factors. For further detail on
capital and capital ratios see discussion under Part II, Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

Under the risk-based capital requirements for bank holding companies, the minimum requirement for the ratio of total
capital to risk-weighted assets (including certain off-balance sheet activities, such as standby letters of credit) is 8%.
At least half of the total capital (as defined below) is to be composed of common stockholders’ equity, retained
earnings, qualifying perpetual preferred stock (in a limited amount in the case of cumulative preferred stock), minority
interests in the equity accounts of consolidated subsidiaries, and qualifying trust preferred securities, less goodwill and
certain intangibles (“Tier 1 Capital”). The remainder of total capital may consist of qualifying subordinated debt and
redeemable preferred stock, qualifying cumulative perpetual preferred stock and allowance for loan losses (“Tier 2
Capital”, and together with Tier 1 Capital, “Total Capital”).  At December 31, 2011, our Tier 1 Capital ratio was 16.10%
and Total Capital ratio was 16.97%.  As long as our total consolidated assets remain below $15 billion, we may
continue to include our $32 million aggregate principal amount of trust preferred securities issued prior to May 19,
2011 in our Tier 1 and Total Capital calculations.

The Federal Reserve has established minimum leverage ratio guidelines for bank holding companies. These
requirements provide for a minimum leverage ratio of Tier 1 Capital to adjusted average quarterly assets (“Leverage
Ratio”) equal to 3% for bank holding companies that meet specified criteria, including having the highest regulatory
rating. All other bank holding companies will generally be required to maintain a leverage ratio of at least 4%. Our
Leverage Ratio at December 31, 2011 was 11.14%. The guidelines also provide that bank holding companies
experiencing internal growth or making acquisitions will be expected to maintain strong capital positions substantially
above the minimum supervisory levels without significant reliance on intangible assets. Furthermore, the guidelines
provide that the Federal Reserve will continue to consider a “tangible tier 1 leverage ratio” (deducting all intangibles) in
evaluating proposals for expansion or to engage in new activity.

The Bank is subject to similar capital requirements adopted by the OCC. The risk-based capital requirements identify
concentrations of credit risk and certain risks arising from non-traditional activities, and the management of those
risks, as important factors to consider in assessing an institution’s overall capital adequacy. Other factors taken into
consideration by federal regulators include: interest rate exposure; liquidity, funding and market risk; the quality and
level of earnings; the quality of loans and investments; the effectiveness of loan and investment policies; and
management’s overall ability to monitor and control financial and operational risks, including the risks presented by
concentrations of credit and non-traditional activities.

Basel III Capital Framework
In December 2010, the Basel Committee on Banking Supervision (the “Basel Committee”) released its final framework
for strengthening international capital and liquidity regulation, now officially identified by the Basel Committee as
“Basel III.”  Basel III, when implemented by the U.S. banking agencies and fully phased-in, will require bank holding
companies and their bank subsidiaries to maintain substantially more capital, with a greater emphasis on common
equity.  Implementation is presently scheduled to be phased in between 2014 and 2019, although it is possible that
implementation may be delayed as a result of multiple factors including the current condition of the banking industry
within the U.S. and abroad.
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The Basel III final capital framework, among other things, (i) introduces as a new capital measure “Common Equity
Tier 1” (“CET1”), (ii) specifies that Tier 1 capital consists of CET1 and “Additional Tier 1 capital” instruments meeting
specified requirements, (iii) defines CET1 narrowly by requiring that most adjustments to regulatory capital measures
be made to CET1 and not to the other components of capital and (iv) expands the scope of the adjustments as
compared to existing regulations.
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When fully phased in on January 1, 2019, Basel III requires banks to maintain (i) as a newly adopted international
standard, a minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer”
(which is added to the 4.5% CET1 ratio as that buffer is phased in, effectively resulting in a minimum ratio of CET1
to risk-weighted assets of at least 7%), (ii) a minimum ratio of Tier 1 capital to risk-weighted assets of at least 6.0%,
plus the capital conservation buffer (which is added to the 6.0% Tier 1 capital ratio as that buffer is phased in,
effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full implementation), (iii) a minimum ratio of
Total (that is, Tier 1 plus Tier 2) capital to risk-weighted assets of at least 8.0%, plus the capital conservation buffer
(which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a minimum total
capital ratio of 10.5% upon full implementation) and (iv) as a newly adopted international standard, a minimum
leverage ratio of 3%, calculated as the ratio of Tier 1 capital to balance sheet exposures plus certain off-balance sheet
exposures (computed as the average for each quarter of the month-end ratios for the quarter).

Basel III also provides for a “countercyclical capital buffer,” generally to be imposed when national regulators
determine that excess aggregate credit growth becomes associated with a buildup of systemic risk, that would be a
CET1 add-on to the capital conservation buffer in the range of 0% to 2.5% when fully implemented (potentially
resulting in total buffers of between 2.5% and 5%).

The aforementioned capital conservation buffer is designed to absorb losses during periods of economic stress.
Banking institutions with a ratio of CET1 to risk-weighted assets above the minimum but below the conservation
buffer (or below the combined capital conservation buffer and countercyclical capital buffer, when the latter is
applied) will face constraints on dividends, equity repurchases and compensation based on the amount of the shortfall.

The implementation of the Basel III final framework will commence January 1, 2013. On that date, banking
institutions will be required to meet the following minimum capital ratios:

• 3.5% CET1 to risk-weighted assets.

• 4.5% Tier 1 capital to risk-weighted assets.

• 8.0% Total capital to risk-weighted assets.

The Basel III final framework provides for a number of new deductions from and adjustments to CET1. These
include, for example, the requirement that mortgage servicing rights, deferred tax assets dependent upon future taxable
income and significant investments in non-consolidated financial entities be deducted from CET1 to the extent that
any one such category exceeds 10% of CET1 or all such categories in the aggregate exceed 15% of CET1.

Implementation of the deductions and other adjustments to CET1 will begin on January 1, 2014 and will be phased-in
over a five-year period (20% per year). The implementation of the capital conservation buffer will begin on January 1,
2016 at 0.625% and be phased in over a four-year period (increasing by that amount on each subsequent January 1,
until it reaches 2.5% on January 1, 2019).

The U.S. banking agencies have indicated informally that they expect to propose regulations implementing Basel III
in mid-2012.  In addition to Basel III, the Dodd-Frank Act requires or permits the federal banking agencies to adopt
regulations affecting banking institutions' capital requirements in a number of respects, including potentially more
stringent capital requirements for systemically important financial institutions. Accordingly, the regulations ultimately
applicable to the Company may be substantially different from the Basel III final framework as published in
December 2010.  Requirements to maintain higher levels of capital or to maintain higher levels of liquid assets could
adversely impact our net income and return on equity.
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Prompt Corrective Action
The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”) established a system of prompt
corrective action to resolve the problems of undercapitalized institutions.  Under this system, the federal banking
regulators have established five capital categories (well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized and critically undercapitalized), and are required to take certain mandatory supervisory
actions, and are authorized to take other discretionary actions, with respect to institutions in the three undercapitalized
categories.  The severity of the action will depend upon the capital category in which the institution is
placed.  Generally, subject to a narrow exception, the banking regulator must appoint a receiver or conservator for an
institution that is critically undercapitalized.  The federal banking agencies have set the relevant capital level for each
category.
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An institution that is categorized as undercapitalized, significantly undercapitalized, or critically undercapitalized is
required to submit an acceptable capital restoration plan to its appropriate federal regulatory agency.  A bank holding
company must guarantee that a subsidiary depository institution meets its capital restoration plan, subject to certain
limitations.  The controlling holding company's obligation to fund a capital restoration plan is limited to the lesser of
5.0% of an undercapitalized subsidiary's assets or the amount required to meet regulatory capital requirements.  An
undercapitalized institution is also generally prohibited from increasing its average total assets, making acquisitions,
establishing any branches or engaging in any new line of business, except under an accepted capital restoration plan or
with FDIC approval.  In addition, the appropriate federal regulatory agency may treat an undercapitalized institution
in the same manner as it treats a significantly undercapitalized institution if it determines that those actions are
necessary.

At December 31, 2011, the Bank had the requisite capital level to qualify as “well capitalized” under the regulatory
framework for prompt corrective action.

Insurance of Accounts and FDIC Insurance Assessments
The Bank’s deposits are insured up to applicable limits by the Deposit Insurance Fund (the “DIF”) of the FDIC.  In July
2010, the Dodd-Frank Act permanently raised the basic limit on federal deposit insurance coverage to $250,000 per
depositor, but did not change FDIC deposit insurance coverage for retirement accounts, which remains $250,000 per
depositor.  In November 2010, the FDIC issued a final rule to implement provisions of the Dodd-Frank Act that
provide for temporary unlimited deposit insurance coverage for noninterest-bearing transaction accounts.  The
extended program is not optional and will no longer be funded by separate premiums. This temporary unlimited
deposit insurance coverage became effective on December 31, 2010 and terminates on December, 31, 2012.

Under the FDIA, the FDIC may terminate deposit insurance upon a finding that the institution has engaged in unsafe
and unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable law,
regulation, rule, order or condition imposed by the FDIC, subject to administrative and potential judicial hearing and
review processes.

In February 2011, the FDIC approved a final rule that changed the assessment base from domestic deposits to average
consolidated total assets minus average tangible equity (defined as Tier 1 capital); adopted a new large-bank pricing
assessment scheme; and set a target “designated reserve ratio” (described in more detail below) of 2% for the DIF.  The
changes went into effect beginning with the second quarter of 2011, which was payable at the end of September
2011.  The rule also implements a lower assessment rate schedule when the fund reaches 1.15% and, in lieu of
dividends, provides for a lower rate schedule when the reserve ratio reaches 2% and 2.5%.

Under the FDIC’s deposit insurance assessment system, insured institutions are assigned to one of four risk categories
based on supervisory evaluations, regulatory capital levels and certain other factors. An institution’s assessment rate
depends upon the category to which it is assigned. Unlike the other categories, as applied to small institutions Risk
Category I, which contains the least risky depository institutions, contains further risk differentiation based on the
FDIC’s analysis of financial ratios, examination component ratings (CAMELS components) and other information.
Assessment rates are determined by the FDIC and, beginning April 1, 2011, initial base assessment rates ranged from
2.5 to 45 basis points. The FDIC may make the following further adjustments to an institution’s initial base assessment
rates: decreases for long-term unsecured debt, including most senior unsecured debt and subordinated debt; increases
for holding long-term unsecured debt or subordinated debt issued by other insured depository institutions; and
increases for broker deposits in excess of 10% of domestic deposits for insurances not well rated and well
capitalized.  As of December 31, 2011, our risk category required a quarterly payment of approximately 7.28 basis
points per $100 of assessable deposits.  As a result of the changes described above, our FDIC premiums decreased
$410,000 in 2011.  We do not expect to see a further significant  decrease in our FDIC premiums in 2012 if the
assessment rates remain unchanged.
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The Dodd-Frank Act transferred to the FDIC increased discretion with regard to managing the required amount of
reserves for the DIF, or the “designated reserve ratio.” Among other changes, the Dodd-Frank Act (i) raised the
minimum designated reserve ratio to 1.35% and removed the upper limit on the designated reserve ratio, (ii) requires
that the designated reserve ratio reach 1.35% by September 2020, and (iii) requires the FDIC to offset the effect on
institutions with total consolidated assets of less than $10 billion of increasing of raising the designated reserve ratio
from 1.15% to 1.35%.  The FDIA requires that the FDIC consider the appropriate level for the designated reserve ratio
on at least an annual basis.
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In October 2010, the FDIC adopted a new DIF restoration plan to ensure that the fund reserve ratio reaches 1.35% by
September 30, 2020, as required by the Dodd-Frank Act.  The restoration plan requires the FDIC to update its loss and
income projections for the DIF at least semiannually, and if needed the FDIC may increase or decrease assessment
rates following a notice-and-comment rulemaking.

Allowance for Loan and Lease Losses
The Allowance for Loan and Lease Losses (the “ALLL”) represents one of the most significant estimates in the Bank’s
financial statements and regulatory reports.  Because of its significance, the Bank has established a system by which it
develops, maintains, and documents a comprehensive, systematic, and consistently applied process for determining
the amounts of the ALLL and the provision for loan and lease losses.  The Interagency Policy Statement on the ALLL
encourages all banks and federal savings institutions to ensure controls are in place to consistently determine the
ALLL in accordance with generally accepted accounting principles in the United States, the federal savings
association’s stated policies and procedures, management’s best judgment and relevant supervisory guidance.  The
Bank’s estimate of credit losses reflects consideration of significant factors that affect the collectability of the portfolio
as of the evaluation date.

Safety and Soundness Standards
The Federal Deposit Insurance Act, as amended by the FDICIA and the Riegle Community Development and
Regulatory Improvement Act of 1994, requires the federal bank regulatory agencies to prescribe standards, by
regulations or guidelines, relating to internal controls, information systems and internal audit systems, loan
documentation, credit underwriting, interest rate risk exposure, asset growth, asset quality, earnings, stock valuation
and compensation, fees and benefits, and such other operational and managerial standards as the agencies deem
appropriate.  The federal bank regulatory agencies have adopted a set of guidelines prescribing safety and soundness
standards pursuant to FDICIA, as amended.  The guidelines establish general standards relating to internal controls
and information systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset
growth and compensation and fees and benefits.  In general, the guidelines require, among other things, appropriate
systems and practices to identify and manage the risks and exposures specified in the guidelines.  The guidelines
prohibit excessive compensation as an unsafe and unsound practice and describe compensation as excessive when the
amounts paid are unreasonable or disproportionate to the services performed by an executive officer, employee,
director, or principal shareholder.  In addition, the agencies adopted regulations that authorize, but do not require, an
agency to order an institution that has been given notice by an agency that it is not satisfying any of such safety and
soundness standards to submit a compliance plan.  If, after being so notified, an institution fails to submit an
acceptable compliance plan or fails in any material respect to implement an acceptable compliance plan, the agency
must issue an order directing action to correct the deficiency and may issue an order directing other actions of the
types to which an undercapitalized institution is subject under the “prompt corrective action” provisions of
FDICIA.  See “Prompt Corrective Action” above.  If an institution fails to comply with such an order, the agency may
seek to enforce such order in judicial proceedings and to impose civil money penalties.  The federal regulatory
agencies also proposed guidelines for asset quality and earnings standards.

Interagency Appraisal and Evaluation Guidelines
In December 2010, the federal banking agencies issued the Interagency Appraisal and Evaluation Guidelines. This
guidance, which updated guidance originally issued in 1994, sets forth the minimum regulatory standards for
appraisals. It incorporates previous regulatory issuances affecting appraisals, addresses advances in information
technology used in collateral evaluation, and clarifies standards for use of analytical methods and technological tools
in developing evaluations. This guidance also requires institutions to utilize strong internal controls to ensure reliable
appraisals and evaluations and to monitor and periodically update valuations of collateral for existing real estate loans
and transactions.

Community Reinvestment Act
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Under the Community Reinvestment Act (“CRA”) the Bank has an obligation to help meet the credit needs of the entire
community, including low- and moderate-income neighborhoods, consistent with safe and sound banking practices.
The CRA requires the appropriate federal regulator, in connection with its examination of an insured institution, to
assess the institution's record of meeting the credit needs of its community and to take such record into account in its
evaluation of certain applications, such as applications for a merger or the establishment of a branch.  An
unsatisfactory rating may be used as the basis for the denial of an application by the federal banking regulator.  The
Bank received a satisfactory rating in its most recent CRA examination.
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Restrictions on Transactions with Affiliates
We are subject to the provisions of Section 23A of the Federal Reserve Act.  Section 23A places limits on: the amount
of a bank’s loans or extensions of credit to affiliates; a bank’s investment in affiliates; assets a bank may purchase from
affiliates, except for real and personal property exemption by the Federal Reserve; the amount of loans or extensions
of credit to third parties collateralized by the securities or obligations of affiliates; and a bank’s guarantee, acceptance
or letter of credit issued on behalf of an affiliate.

The total amount of the above transactions is limited in amount, as to any one affiliate, to 10.0% of a bank’s capital and
surplus and, as to all affiliates combined, to 20.0% of a bank’s capital and surplus.  In addition to the limitation on the
amount of these transactions, each of the above transactions must also meet specified collateral requirements.  The
Bank must also comply with other provisions designed to avoid the taking of low-quality assets.

We are also subject to the provisions of Section 23B of the Federal Reserve Act which, among other things, prohibit
an institution from engaging in the above transactions with affiliates unless the transactions are on terms substantially
the same, or at least as favorable to the institution or its subsidiaries, as those prevailing at the time for comparable
transactions with nonaffiliated companies.

The Dodd-Frank Act changed the definition of “covered transaction” in Sections 23A and 23B and limitations on asset
purchases from insiders. With respect to the definition of “covered transaction,” the Dodd-Frank Act defines that term to
include the acceptance of debt obligations issued by an affiliate as collateral for a bank’s loan or extension of credit to
another person or company.  In addition, a “derivative transaction” with an affiliate is now deemed to be a “covered
transaction” to the extent that such a transaction causes a bank or its subsidiary to have a credit exposure to the affiliate.
In addition, the Dodd-Frank Act provides that the Bank may not “purchase an asset from, or sell an asset to” a Bank
insider (or their related interests) unless (1) the transaction is conducted on market terms, and (2) if the proposed
transaction represents more than 10% of the capital stock and surplus of the Bank, it has been approved in advance by
a majority of the Bank’s non-interested directors.

The Bank is also subject to restrictions on extensions of credit to its executive officers, directors, principal
shareholders and their related interests.  These extensions of credit must be made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with third parties,
and must not involve more than the normal risk of repayment or present other unfavorable features.

Incentive Compensation
In June 2010, the Federal Reserve, the Office of the Comptroller of the Currency (the “OCC”) and the FDIC issued a
comprehensive final guidance on incentive compensation intended to ensure that the incentive compensation policies
of banking organizations do not undermine the safety and soundness of such organizations by encouraging excessive
risk-taking. The guidance, which covers all employees that have the ability to materially affect the risk profile of an
organization, either individually or as part of a group, is based upon the key principles that a banking organization's
incentive compensation arrangements should (i) provide incentives that do not encourage risk-taking beyond the
organization’s ability to effectively identify and manage risks, (ii) be compatible with effective internal controls and
risk management, and (iii) be supported by strong corporate governance, including active and effective oversight by
the organization's board of directors.

The Federal Reserve will review, as part of the regular, risk-focused examination process, the incentive compensation
arrangements of banking organizations, such as the Company, that are not “large, complex banking organizations.”
These reviews will be tailored to each organization based on the scope and complexity of the organization’s activities
and the prevalence of incentive compensation arrangements. The findings of the supervisory initiatives will be
included in reports of examination. Deficiencies will be incorporated into the organization's supervisory ratings, which
can affect the organization's ability to make acquisitions and take other actions. Enforcement actions may be taken
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governance processes, pose a risk to the organization's safety and soundness and the organization is not taking prompt
and effective measures to correct the deficiencies.
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The Dodd-Frank Act requires the SEC and the federal bank regulatory agencies to establish joint regulations or
guidelines that require financial institutions with assets of at least $1 billion to disclose the structure of their incentive
compensation practices and prohibit such institutions from maintaining compensation arrangements that encourage
inappropriate risk-taking by providing excessive compensation or that could lead to material financial loss to the
financial institution.  The SEC and the federal bank regulatory agencies proposed such regulations in March 2011,
which may become effective before the end of 2012.  If the regulations are adopted in the form initially proposed, they
will impose limitations on the manner in which we may structure compensation for our executives. These proposed
regulations incorporate the three principles discussed in the June 2010 comprehensive final guidance on incentive
compensation that was issued by the Federal Reserve, the OCC and the FDIC in June 2010.

USA Patriot Act of 2001
In October 2001, the USA Patriot Act of 2001 (the “Patriot Act”) was enacted in response to the terrorist attacks in New
York, Pennsylvania, and Washington, D.C. that occurred on September 11, 2001.  The Patriot Act impacts financial
institutions in particular through its anti-money laundering and financial transparency laws.  The Patriot Act amended
the Bank Secrecy Act and the rules and regulations of the Office of Foreign Assets Control to establish regulations
which, among others, set standards for identifying customers who open an account and promoting cooperation with
law enforcement agencies and regulators in order to effectively identify parties that may be associated with, or
involved in, terrorist activities or money laundering.

Privacy
Financial institutions are required to disclose their policies for collecting and protecting confidential
information.  Customers generally may prevent financial institutions from sharing personal financial information with
nonaffiliated third parties except for third parties that market the institutions’ own products and services.

Additionally, financial institutions generally may not disclose consumer account numbers to any nonaffiliated third
party for use in telemarketing, direct mail marketing or other marketing through electronic mail to consumers.  The
Bank has established policies and procedures designed to safeguard its customers’ personal financial information and
to ensure compliance with applicable privacy laws.

Consumer Protection
The Dodd-Frank Act created the CFPB, a federal regulatory agency that is responsible for implementing, examining
and enforcing compliance with federal consumer financial laws for institutions with more than $10 billion of assets
and, to a lesser extent, smaller institutions. The Dodd-Frank Act gives the CFPB authority to supervise and regulate
providers of consumer financial products and services, and establishes the CFPB’s power to act against unfair,
deceptive or abusive practices. The CFPB has stated that it will focus on (i) risks to consumers and compliance with
federal consumer financial laws, (ii) the markets in which firms operate and risks to consumers posed by activities in
those markets, (iii) depository institutions that offer a wide variety of consumer financial products and services, and
depository institutions with a more specialized focus, and (iv) non-depository companies that offer one or more
consumer financial products or services.

As a smaller institution (i.e., with assets of $10 billion or less), most consumer protection aspects of the Dodd-Frank
Act will continue to be applied to the Company by the Federal Reserve and to the Bank by the OCC. However, the
CFPB may include its own examiners in regulatory examinations by a smaller institution’s prudential regulators and
may require smaller institutions to comply with certain CFPB reporting requirements. In addition, regulatory positions
taken by the CFPB and administrative and legal precedents established by CFPB enforcement activities could
influence how the Federal Reserve and OCC apply consumer protection laws and regulations to financial institutions
that are not directly supervised by the CFPB. The precise impact of the CFPB’s consumer protection activities cannot
be forecast.
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Other Regulations
Interest and other charges collected or contracted for by the Bank are subject to federal laws concerning interest
rates.  The Bank’s loan operations are also subject to federal laws applicable to credit transactions, such as the:

• Federal Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers;
•Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to enable the public
and public officials to determine whether a financial institution is fulfilling its obligation to help meet the housing
needs of the community it serves;
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•Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed, or other prohibited factors in
extending credit;

•Fair Credit Reporting Act of 1978, governing the use and provision of information to credit reporting agencies; and
•rules and regulations of the various federal agencies charged with the responsibility of implementing these federal
laws.

The deposit operations of the Bank are subject to the following:

• the Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records
and prescribes procedures for complying with administrative subpoenas of financial records;

• the Electronic Funds Transfer Act and Regulation E issued by the Federal Reserve to implement that act, which
govern automatic deposits to and withdrawals from deposit accounts and customers’ rights and liabilities arising
from the use of automated teller machines and other electronic banking services; and

• the Truth in Savings Act, which requires disclosure of yields and costs of deposits and deposit accounts.

Effect of Governmental Monetary Policies
Our earnings are affected by the monetary and fiscal policies of the United States government and its agencies, as well
as general domestic economic conditions.  The Federal Reserve’s power to implement national monetary policy has
had, and is likely to continue to have, an important impact on the operating results of financial institutions.  The
Federal Reserve affects the levels of bank loans, investments, and deposits through its control over the issuance of
U.S. government securities and through its regulation of the discount rate on borrowings of member banks and the
reserve requirements against member bank deposits.  It is not possible to predict the nature, timing or impact of future
changes in monetary and fiscal policies.

Item 1A – Risk Factors

An investment in our stock involves a number of risks.  Investors should carefully consider the following risks as well
as the other information in this Report and the documents incorporated by reference before making an investment
decision.  The realization of any of the risks described below could have a material adverse effect on the Company
and the price of our common stock.

Risks Relating to Our Business

The current economic environment poses significant challenges and could adversely affect our financial condition and
results of operations.
There was significant disruption and volatility in the financial and capital markets during the past few years.  The
financial markets and the financial services industry in particular suffered unprecedented disruption, causing a number
of institutions to fail or require government intervention to avoid failure.  These conditions were largely the result of
the erosion of the U.S. and global credit markets, including a significant and rapid deterioration in mortgage lending
and related real estate markets.  Continued declines in real estate values, high unemployment and financial stress on
borrowers as a result of the uncertain economic environment could have an adverse effect on our borrowers or their
customers, which could have a material adverse effect on our business, prospects, financial condition and results of
operations.

As a consequence of the difficult economic environment, we experienced a significant decrease in earnings resulting
primarily from increased provisions for loan losses.  There can be no assurance that the economic conditions that have
adversely affected the financial services industry, and the capital, credit and real estate markets generally, will
improve in the near term, in which case we could continue to experience write-downs of assets, and could face capital
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and liquidity constraints or other business challenges.  A further deterioration in economic conditions, particularly
within our market areas, could result in the following consequences, any of which could have a material adverse effect
on our business, prospects, financial condition and results of operations:

•Loan delinquencies may further increase causing additional increases in our provision and allowance for loan
losses.
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•Our ability to assess the creditworthiness of our customers may be impaired if the models and approaches we use to
select, manage, and underwrite our customers become less predictive of future charge-offs.

•Collateral for loans made by the Bank, especially real estate, may continue to decline in value, in turn reducing a
customer’s borrowing power, and reducing the value of assets and collateral associated with our loans.

•Consumer confidence levels may decline and cause adverse changes in payment patterns, resulting in increased
delinquencies and default rates on loans and other credit facilities and decreased demand for our products and
services.

Our market areas are heavily dependent on, and we have significant credit exposure to, the oil and gas industry.
The economy in a large portion of our market areas is heavily dependent on the oil and gas industry.  Many of our
customers provide transportation and other services and products that support oil and gas exploration and production
activities.  As of December 31, 2011, we had approximately $112.3 million in loans to borrowers in the oil and gas
industry, representing approximately 15.1% of our total loans outstanding as of that date.  The oil and gas industry,
especially in Louisiana and Texas, has been subject to significant volatility, including the “oil bust” of the 1980s that
severely impacted the economies of many of our market areas.  Recently, President Obama’s administration proposed a
number of legislative changes that could significantly impact the oil and gas industry, including the elimination of
certain tax breaks, such as the intangible drilling and development costs, percentage depletion and manufacturing
deduction, and the implementation of an excise tax focused specifically on production in the Gulf of Mexico.  If there
is a significant downturn in the oil and gas industry, generally the cash flows of our customers in this industry would
be adversely impacted which could impair their ability to service our loans outstanding to them and/or reduce demand
for loans.  This could have a material adverse effect on our business, prospects, financial condition and results of
operations.

We may suffer losses in our loan portfolio in excess of our allowance for loan losses.
We have experienced increases in the levels of our non-performing assets and loan charge-offs in recent periods. Our
total non-performing assets amounted to $14.2 million, or 1.02% of our total assets, at December 31, 2011 and we had
$5.5 million of net loan charge-offs and a $3.9 million provision for loan losses for the year ended December 31,
2011.  At December 31, 2011, the ratios of our ALLL to non-performing loans and to total loans outstanding were
112.63% and 0.97%, respectively.  Additional increases in our non-performing assets or loan charge-offs could have a
material adverse effect on our financial condition and results of operations.

We seek to mitigate the risks inherent in our loan portfolio by adhering to specific underwriting practices.  These
practices include analysis of a borrower’s prior credit history, financial statements, tax returns and cash flow
projections, valuation of collateral based on reports of independent appraisers and verification of liquid
assets.  Although we believe that our underwriting criteria are appropriate for the various kinds of loans we make, we
still may incur losses on loans that meet our underwriting criteria, and these losses may exceed the amounts set aside
as reserves in our ALLL. We create an ALLL in our accounting records, based on, among other considerations, the
following:

• industry historical losses as reported by the FDIC;
• historical experience with our loans;
• evaluation of economic conditions;

•regular reviews of the quality mix, including our distribution of loans by risk grade within our portfolio, and size of
our overall loan portfolio;

• regular reviews of delinquencies; and
• the quality of the collateral underlying our loans.

Although we maintain an ALLL at a level that we believe is adequate to absorb losses inherent in our loan portfolio,
changes in economic, operating and other conditions, including conditions which are beyond our control such as a
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sharp decline in real estate values and changes in interest rates, may cause our actual loan losses to exceed our current
allowance estimates.  Additions to the ALLL could result in a decrease in net earnings and capital and could hinder
our ability to grow.  Further, if our actual loan losses exceed the amount reserved, it could have a material adverse
effect on our financial condition and results of operations.
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We cannot predict the effect of recent or future legislative and regulatory initiatives.
Financial institutions have been the subject of substantial legislative and regulatory changes and may be the subject of
further legislation or regulation in the future, including: (i) changes in banking, securities and tax laws and regulations
and their application by our regulators, including pursuant to the Dodd-Frank Act, as discussed above in Item 1 under
the heading “Business – Supervision and Regulation”; and (ii) changes in the scope and cost of FDIC insurance and other
coverage, none of which is within our control.  Significant new laws or regulations or changes in, or repeals of,
existing laws or regulations may cause our results of operations to differ materially from those we currently
anticipate.  In addition, the cost and burden of compliance with applicable laws and regulations have significantly
increased and could adversely affect our ability to operate profitably.  Further, federal monetary policy significantly
affects credit conditions for us, as well as for our borrowers, particularly as implemented by the Federal Reserve
Board, primarily through open market operations in U.S. government securities, the discount rate for bank borrowings
and reserve requirements.  A material change in any of these conditions could have a material impact on us or our
borrowers, and therefore on our business, prospects, financial condition and results of operations.

We expect to continue to face increased regulation and supervision of our industry as a result of the continuing
economic instability, and there may be additional requirements and conditions imposed on us as a result of our
participation in the Small Business Lending Fund.  Such additional regulation and supervision may increase our costs
and limit our ability to pursue business opportunities.  The effects of such recently enacted, and proposed, legislation
and regulatory programs on us cannot reliably be determined at this time.

The CFPB may reshape the consumer financial laws through rulemaking and enforcement of the prohibitions against
unfair, deceptive and abusive business practices, which may directly impact the business operations of depository
institutions offering consumer financial products or services, including the Bank.
The CFPB has broad rulemaking authority to administer and carry out the provisions of the Dodd-Frank Act with
respect to financial institutions that offer to consumers covered financial products and services.  The CFPB has also
been directed to write rules identifying practices or acts that are unfair, deceptive or abusive in connection with any
transaction with a consumer for a consumer financial product or service, or the offering of a consumer financial
product or service. The concept of what may be considered to be an “abusive” practice is new under the law.  While the
Bank will not be supervised by the CFPB, it will still be subject to the regulations and policies promulgated by the
CFPB and may be examined by the OCC for compliance therewith. The costs and limitations related to complying
with any new regulations established by the CFPB have yet to be fully determined and could be material.  Further, the
limitations and restrictions that will be placed upon the Bank with respect to its consumer product offering and
services may also produce significant, material effects on the Bank’s (and our) profitability.

We have a concentration of exposure to a number of individual borrowers.  Given the size of these loan relationships
relative to capital levels and earnings, a significant loss on any one of these loans could materially and adversely
affect us.
We have a concentration of exposure to a number of individual borrowers.  Our largest exposure to one borrowing
relationship as of December 31, 2011, was approximately $9.5 million, which is 5.87% of our total capital.  In
addition, as of December 31, 2011, the aggregate exposure to the ten largest borrowing relationships was
approximately $62.7 million, which was 8.41% of loans and 38.76% of total capital.  As a result of this concentration,
a change in the financial condition of one or more of these borrowers could result in significant loan losses and have a
material adverse effect on our financial condition and results of operations.

A large percentage of our deposits are attributable to a relatively small number of customers. The loss of all or some
of these customers or a significant decline in their deposit balances may have a material adverse effect on our liquidity
and results of operations.
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Our 20 largest depositors accounted for approximately 8.80% of our total deposits and our five largest depositors
accounted for approximately 4.20% of our total deposits as of December 31, 2011. The ability to attract these types of
deposits has a positive effect on our net interest margin as they provide a relatively low cost of funds to the Bank.
While we believe we have strong, long-term relationships with each of these customers, the loss of one or more of our
20 largest deposit customers, or a significant decline in the deposit balances would adversely affect our liquidity and
require us to attract new deposits, purchase federal funds or borrow funds on a short term basis to replace such
deposits, possibly at interest rates higher than those currently paid on these deposits.  This could increase our total cost
of funds and could result in a decrease in our net interest income and net earnings.  If we were unable to develop
alternative funding sources, we may have difficulty funding loans or meeting other deposit withdrawal requirements.
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We occasionally purchase non-recourse loan participations from other banks based in part on information provided by
the selling bank.
From time to time, we purchase loan participations from other banks in the ordinary course of business, usually
without recourse to the selling bank.  As of December 31, 2011, we had approximately $37.2 million in purchased
loan participations, or approximately 5.0% of our total loan portfolio.  When we purchase loan participations, we
apply the same underwriting standards as we would to loans that we directly originate and seek to purchase only loans
that would satisfy these standards.  However, we are not as familiar with the borrower and may rely on information
provided to us by the selling bank and typically must rely on the selling bank’s administration of the loan
relationship.  We therefore have less control over, and may incur more risk with respect to, loan participations that we
purchase from selling banks as compared to loans that we originate.

Our focus on lending to small to mid-sized community-based businesses may increase our credit risk.
Most of our commercial business and commercial real estate loans are made to small business or middle market
customers.  These businesses generally have fewer financial resources in terms of capital or borrowing capacity than
larger entities and have a heightened vulnerability to economic conditions.  If general economic conditions in the
markets in which we operate negatively impact this important customer sector, our results of operations and financial
condition and the value of our common stock may be adversely affected.  Moreover, a portion of these loans have
been made by us in recent years and the borrowers may not have experienced a complete business or economic
cycle.  Furthermore, the deterioration of our borrowers’ businesses may hinder their ability to repay their loans with us,
which could have a material adverse effect on our financial condition and results of operations.

Our loan portfolio includes a substantial percentage of commercial and industrial loans, which may be subject to
greater risks than those related to residential loans.
Our loan portfolio includes a substantial percentage of commercial and industrial loans.  Commercial and industrial
loans generally carry larger loan balances and historically have involved a greater degree of financial and credit
risks than residential first mortgage loans.  Repayment of our commercial and industrial loans is often dependent on
cash flow of the borrower, which may be unpredictable, and collateral securing these loans may fluctuate in
value.  Our commercial and industrial loans are primarily made based on the cash flow of the borrower and
secondarily on the underlying collateral provided by the borrower.  Most often, this collateral is accounts receivable,
inventory, equipment, or real estate.  In the case of loans secured by accounts receivable, the availability of funds for
the repayment of these loans may be substantially dependent on the ability of the borrower to collect amounts due
from its customers.  Other collateral securing loans may depreciate over time, may be difficult to appraise and may
fluctuate in value based on the success of the business.  At December 31, 2011, commercial and industrial
loans totaled approximately 29.9% of our total loan portfolio.  Adverse changes in local economic conditions
impacting our business borrowers could have a material adverse effect on our business, prospects, financial condition
and results of operations.

We have a high concentration of loans secured by real estate, and the current downturn in the real estate market could
have a material adverse effect on our financial condition and results of operations.
A significant portion of our loan portfolio is dependent on real estate.  At December 31, 2011, approximately 59.9%
of our loans had real estate as a primary or secondary component of collateral.  The collateral in each case provides an
alternate source of repayment if the borrower defaults and may deteriorate in value during the time the credit is
extended.  An adverse change in the economy affecting values of real estate in our primary markets could significantly
impair the value of real estate collateral and the ability to sell real estate collateral upon foreclosure. Furthermore, it is
likely that we would be required to increase the provision for loan losses.  A related risk in connection with loans
secured by real estate is the effect of unknown or unexpected environmental contamination, which could make the real
estate effectively unmarketable or otherwise significantly reduce its value as collateral.  If we were required to
liquidate real estate collateral securing a loan to satisfy the debt during a period of reduced real estate values or to
increase the allowance for loan losses, it could have a material adverse effect on our financial condition and results of
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We may face risks with respect to future expansion and acquisition opportunities.
We have expanded our business in part through acquisitions and will continue to look at future acquisitions as a way
to further increase our growth.  However, we cannot assure you that we will be successful in completing any future
acquisitions.  Further, failure to realize the potential expected revenue increases, cost savings, increases in geographic
or product presence, and/or other projected benefits from an acquisition could have a material adverse effect on our
business, prospects, financial condition and results of operations.
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We may seek merger or acquisition partners that are culturally similar and have experienced management and possess
either significant market presence or have potential for improved profitability through financial management,
economies of scale or expanded services.  We cannot say with any certainty that we will be able to consummate, or if
consummated, successfully integrate future acquisitions or that we will not incur disruptions or unexpected expenses
in integrating such acquisitions.  In attempting to make such acquisitions, we anticipate competing with other financial
institutions, many of which have greater financial and operational resources.  Acquiring other banks, businesses, or
branches involves various risks commonly associated with acquisitions, including, among other things:

• potential exposure to unknown or contingent liabilities of the target company;
•expansion into new markets that may have different characteristics than our current markets and may otherwise
present management challenges;

• exposure to potential asset quality issues of the target company;
• difficulty and expense of integrating the operations and personnel of the target company;

• potential disruption to our business;
• potential diversion of management’s time and attention;

• the possible loss of key employees and customers of the target institution;
• difficulty in estimating the value of the target company; and

• potential changes in banking, accounting or tax laws or regulations that may affect the target institution.

If we acquire the assets and liabilities of one or more target banks that are in receivership through the FDIC bid
process for failed institutions, such an acquisition will require us, through our bank subsidiary, to enter into a
Purchase and Assumption Agreement (the “P&A Agreement”) with the FDIC.  The P&A Agreement is a form
document prepared by the FDIC, and our ability to negotiate the terms of this agreement is limited.  As a result, we
expect that any P&A Agreement would provide for limited disclosure about, and limited indemnification for, risks
associated with the target bank.  There is a risk that such disclosure regarding, and indemnification for, the assets and
liabilities of target banks will not be sufficient and we will incur unanticipated losses.  There is also a risk that we may
be required to make an additional payment to the FDIC under certain circumstances following the completion of an
FDIC-assisted acquisition if, for example, actual losses related to the target bank’s assets acquired are substantially less
than expected at the time the P&A Agreement was entered into.

In addition, the FDIC bid process for failed depository institutions is competitive. We cannot provide any assurances
that we will be successful in bidding for any target bank or for other failed depository institutions.

The recent repeal of federal prohibitions on payment of interest on demand deposits could increase our interest
expense.
All federal prohibitions on the ability of financial institutions to pay interest on demand deposit accounts were
repealed as part of the Dodd-Frank Act beginning on July 21, 2011. As a result, some financial institutions have
commenced offering interest on demand deposits to compete for customers. We do not yet know what interest rates
other institutions may offer as market interest rates begin to increase. Our interest expense will increase and our net
interest margin will decrease if we begin offering interest on demand deposits to attract additional customers or
maintain current customers, which could have a material adverse effect on our business, financial condition and
results of operations.

We are subject to environmental liability risk associated with our lending activities.
A significant portion of the Bank’s loan portfolio is secured by real property. During the ordinary course of business,
the Bank may foreclose on and take title to properties securing certain loans. In doing so, there is a risk that hazardous
or toxic substances could be found on these properties. If hazardous or toxic substances are found, we may be liable
for remediation costs, as well as for personal injury and property damage. Environmental laws may require us to incur
substantial expenses and may materially reduce the affected property’s value or limit the Bank’s ability to use or sell the
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affected property.  In addition, future laws or more stringent interpretations or enforcement policies with respect to
existing laws may increase our exposure to environmental liability.  The remediation costs and any other financial
liabilities associated with an environmental hazard could have a material adverse effect on our financial condition and
results of operations.
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Our future earnings could be adversely affected by non-cash charges for goodwill impairment, if a future test of
goodwill indicates that goodwill has been impaired.
As prescribed by Accounting Standards Codification (“ASC”) Topic 350, “Intangibles — Goodwill and Other,” we
undertake an annual review of the goodwill asset balance reflected in our financial statements.  We conduct an annual
review in the fourth quarter of each year, unless there has been a triggering event prescribed by applicable accounting
rules that warrants an earlier interim testing for possible goodwill impairment.  After our most recent annual review in
the fourth quarter of 2011, we concluded there was no goodwill impairment as of such date.  As of December 31,
2011, we had $25.0 million in goodwill.  Future goodwill impairment tests may result in future non-cash charges,
which could adversely affect our earnings for any such future period.

Changes in the fair value of our securities may reduce our shareholders’ equity and net income.
At December 31, 2011, $367.2 million of our securities (at fair value) were classified as available-for-sale.  At such
date, the aggregate net unrealized gain on our available-for-sale securities was $11.7 million.  We increase or decrease
shareholders’ equity by the amount of change from the unrealized gain or loss (the difference between the estimated
fair value and the amortized cost) of our available-for-sale securities portfolio, net of the related tax, under the
category of accumulated other comprehensive income/loss.  Therefore, a decline in the estimated fair value of this
portfolio will result in a decline in reported shareholders’ equity, as well as book value per common share and tangible
book value per common share.  This decrease will occur even though the securities are not sold.  In the case of debt
securities, if these securities are never sold and there are no credit impairments, the decrease will be recovered over
the life of the securities. In the case of equity securities which have no stated maturity, the declines in fair value may
or may not be recovered over time.

We monitor the fair value of our entire securities portfolio as part of our ongoing other than temporary impairment
(“OTTI”) evaluation process.  No assurance can be given that we will not need to recognize OTTI charges related to
securities in the future.  In addition, as a condition to membership in the Federal Home Loan Bank of Dallas
(“FHLB-Dallas”), we are required to purchase and hold a certain amount of FHLB-Dallas stock.  Our stock purchase
requirement is based, in part, upon the outstanding principal balance of advances from the FHLB-Dallas.  At
December 31, 2011, we had stock in the FHLB-Dallas totaling approximately $586,000. The FHLB-Dallas stock held
by us is carried at cost and is subject to recoverability testing under applicable accounting standards.  For the year
ended December 31, 2011, we did not recognize an impairment charge related to our FHLB-Dallas stock
holdings.  There can be no assurance, however, that future negative changes to the financial condition of the
FHLB-Dallas may not require us to recognize an impairment charge with respect to such holdings.

Loss of key officers or employees may disrupt relationships with certain customers.
As a community bank, our business is primarily relationship-driven in that many of our key employees have extensive
customer relationships. In addition, our success has been and will continue to be greatly influenced by the ability to
retain existing senior management and, with expansion, to attract and retain qualified additional senior and middle
management.  We generally do not have employment agreements with any of our key employees, including our
executive officers.  Loss of a key employee with such customer relationships may lead to the loss of business if the
customers were to follow that employee to a competitor. While we believe our relationship with our key personnel is
good, we cannot guarantee that all of our key personnel will remain with our organization. Loss of such key
personnel, should they enter into an employment relationship with one of our competitors, could result in the loss of
some of our customers.

A natural disaster, especially one affecting one of our market areas, could adversely affect us.
Since most of our business is conducted in Louisiana and Texas, most of our credit exposure is in those states.
Historically, Louisiana and Texas have been vulnerable to natural disasters.  Therefore, we are susceptible to the risks
of natural disasters, such as hurricanes, floods and tornados.  Natural disasters could harm our operations directly
through interference with communications, including the interruption or loss of our websites, which would prevent us

Edgar Filing: MIDSOUTH BANCORP INC - Form 10-K

36



from gathering deposits, originating loans and processing and controlling our flow of business, as well as through the
destruction of facilities and our operational, financial and management information systems.  A natural disaster or
recurring power outages may also impair the value of our largest class of assets, our loan portfolio, as uninsured or
underinsured losses, including losses from business disruption, may reduce borrowers’ ability to repay their
loans.  Disasters may also reduce the value of the real estate securing our loans, impairing our ability to recover on
defaulted loans through foreclosure and making it more likely that we would suffer losses on defaulted
loans.  Although we have implemented several back-up systems and protections (and maintain business interruption
insurance), these measures may not protect us fully from the effects of a natural disaster.  The occurrence of natural
disasters in our market areas could have a material adverse effect on our business, prospects, financial condition and
results of operations.
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Our profitability is vulnerable to interest rate fluctuations.
Our profitability is dependent to a large extent on net interest income, which is the difference between our interest
income on interest-earning assets, such as loans and investment securities, and interest expense on interest-bearing
liabilities, such as deposits and borrowings.  When interest-bearing liabilities mature or reprice more quickly than
interest-earning assets in a given period, a significant increase in market rates of interest could adversely affect net
interest income.  Conversely, when interest-earning assets mature or reprice more quickly than interest-bearing
liabilities, falling interest rates could result in a decrease in net interest income.  For example, as securities in our
investment portfolio have matured, they have been replaced by securities paying a lower yield.   We expect this trend
to continue during 2011.  These changes in our investment portfolio have negatively impacted, and are expected to
continue to negatively impact, our net interest margin.  Furthermore, some of our variable interest rate loans have
minimum fixed interest rates (“floors”) that are currently above the contractual variable interest rate.  If interest rates
rise, the interest income from our variable interest rate loans with floors may not increase as quickly as interest
expense on our liabilities, which would negatively impact our net interest income.

In periods of increasing interest rates, loan originations may decline, depending on the performance of the overall
economy, which may adversely affect income from lending activities.  Also, increases in interest rates could adversely
affect the market value of fixed income assets. In addition, an increase in the general level of interest rates may affect
the ability of certain borrowers to pay the interest and principal on their obligations.

Non-performing assets take significant time to resolve and adversely affect our results of operations and financial
condition.
Non-performing assets adversely affect our net earnings in various ways.  Until economic and market conditions
improve, we expect to incur provisions for loan losses relating to an increase in non-performing assets.  We generally
do not record interest income on non-performing loans or other real estate owned, thereby adversely affecting our
earnings, and increasing our loan administration costs.  When we take collateral in foreclosures and similar
proceedings, we mark the related asset to the then fair market value of the collateral less estimated selling costs, which
may result in a loss.  An increase in the level of non-performing assets increases our risk profile and may impact the
capital levels our regulators believe are appropriate in light of the ensuing risk profile.  While we reduce problem
assets through loan sales, workouts, restructurings and otherwise, decreases in the value of the underlying collateral,
or in these borrowers’ performance or financial condition, whether or not due to economic and market conditions
beyond our control, could adversely affect our business, results of operations and financial condition.  In addition, the
resolution of non-performing assets requires significant commitments of time from management and our directors,
which can be detrimental to the performance of their other responsibilities.  There can be no assurance that we will not
experience future increases in non-performing assets.

The soundness of other financial institutions could adversely affect us.
Financial services institutions are interrelated as a result of trading, clearing, counterparty, or other relationships.  We
have exposure to many different industries and counterparties, and we routinely execute transactions with
counterparties in the financial services industry, including commercial banks, brokers and dealers, investment banks
and other institutional clients.  Many of these transactions expose us to credit risk in the event of a default by a
counterparty or client.  In addition, our credit risk may be exacerbated when the collateral held by us cannot be
realized or is liquidated at prices not sufficient to recover the full amount of the credit or derivative exposure due to
us.  Any such losses could have a material adverse effect on our business, prospects, financial condition and results of
operations.

We operate within a highly regulated environment and our business and results are affected by the regulations to
which we are subject.
We operate within a highly regulated environment.  The regulations to which we are subject will continue to have an
impact on our operations and the degree to which we can grow and be profitable.  Certain regulators, to which we are

Edgar Filing: MIDSOUTH BANCORP INC - Form 10-K

38



subject, have significant power in reviewing our operations and approving our business practices.  In recent years the
Bank, as well as other financial institutions, has experienced increased regulation and regulatory scrutiny, often
requiring additional resources.  In addition, investigations or proceedings brought by regulatory agencies may result in
judgments, settlements, fines, penalties, or other results adverse to us.  There is no assurance that any change to the
regulatory requirements to which we are subject, or the way in which such regulatory requirements are interpreted or
enforced, will not have a negative effect on our ability to conduct our business and our results of operations.
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We rely heavily on technology and computer systems.  The negative effects of computer system failures and unethical
individuals with the technological ability to cause disruption of service could adversely affect our reputation and our
ability to generate deposits.
Our ability to compete depends on our ability to continue to adapt and deliver technology on a timely and
cost-effective basis to meet customers’ demands for financial services.  We provide our customers the ability to bank
online and many customers now remotely submit deposits to us through remote-capture systems.  The secure
transmission of confidential information over the Internet is a critical element of these services.  Our network could be
vulnerable to unauthorized access, computer viruses, phishing schemes and other security problems.  We may be
required to spend significant capital and other resources to protect against the threat of security breaches and computer
viruses, or to alleviate problems caused by security breaches or viruses.  To the extent that our activities or the
activities of our customers involve the storage and transmission of confidential information, security breaches and
viruses could expose us to claims, litigation and other possible liabilities.  Any inability to prevent security breaches
or computer viruses could also cause existing customers to lose confidence in our systems and could adversely affect
our reputation and our ability to generate deposits.

Consumers may decide not to use banks to complete their financial transactions.
Technology and other changes are allowing parties to complete financial transactions through alternative methods that
historically have involved banks. For example, consumers can now maintain funds that would have historically been
held as bank deposits in brokerage accounts, mutual funds or general-purpose reloadable prepaid cards. Consumers
can also complete transactions such as paying bills and/or transferring funds directly without the assistance of banks.
The process of eliminating banks as intermediaries, known as “disintermediation,” could result in the loss of fee income,
as well as the loss of customer deposits and the related income generated from those deposits. The loss of these
revenue streams and the lower cost of deposits as a source of funds could have a material adverse effect on our
financial condition and results of operations.

Risks Relating to an Investment in Our Common Stock

Share ownership may be diluted by the issuance of additional shares of common stock in the future.
Our stock incentive plan provides for the granting of stock incentives to directors, officers, and employees.  As of
December 31, 2011, there were 35,100 shares issued under options and 16,645 shares in restricted stock granted under
that plan.  Likewise, approximately 560,000 shares, including shares issuable under currently outstanding options,
may be issued in the future to directors, officers, and employees under our existing equity incentive plans.  In addition,
in 2009, as part of our participation in the Treasury’s Capital Purchase Program (“CPP”), we also issued a stock purchase
warrant that currently entitles the holder to purchase 104,384 shares of our common stock at an exercise price of
$14.37 per share. It is probable that options and or/warrants will be exercised during their respective terms if the stock
price exceeds the exercise price of the particular option or warrant.  The incentive plan also provides that all issued
options automatically and fully vest upon a change in control.  If the options are exercised, share ownership will be
diluted.

In addition, our articles of incorporation authorize the issuance of up to 30,000,000 shares of common stock and
5,000,000 shares of preferred stock, but do not provide for preemptive rights to the shareholders; therefore,
shareholders will not automatically have the right to subscribe for additional shares.  As a result, if we issue additional
shares to raise additional capital or for other corporate purposes, you may be unable to maintain a pro rata ownership
in the Company.

The holders of our preferred stock and trust preferred securities have rights that are senior to those of shareholders and
that may impact our ability to pay dividends on our common stock and net income available to our common
shareholders.
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At December 31, 2011, we had outstanding $15.5 million of trust preferred securities.  These securities are senior to
shares of common stock.  As a result, we must make payments on our trust preferred securities before any dividends
can be paid on our common stock; moreover, in the event of our bankruptcy, dissolution, or liquidation, the
obligations outstanding with respect to our trust preferred securities must be satisfied before any distributions can be
made to our shareholders.  While we have the right to defer dividends on the trust preferred securities for a period of
up to five years, if any such election is made, no dividends may be paid to our common or preferred shareholders
during that time.
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In addition, with respect to the $32.0 million in Series B Preferred Stock outstanding that was issued to the Treasury
in the SBLF Transaction, we are required to pay cumulative dividends on the Series B Preferred Stock at an annual
rate between 1% and 5.0% depending on our volume of qualified small business loans.  Dividends paid on our Series
B Preferred Stock will also reduce the net income available to our common shareholders and our earnings per
common share.  We may not declare or pay dividends on our common stock or repurchase shares of our common
stock without first having paid all accrued cumulative preferred dividends that are due. 

Only a limited trading market exists for our common stock, which could lead to price volatility.
Our common stock is listed for trading on the NYSE Amex Equities under the trading symbol “MSL,” but there is low
trading volume in our common stock.  The limited trading market for our common stock may cause fluctuations in the
market value of our common stock to be exaggerated, leading to price volatility in excess of that which might occur in
a more active trading market of our common stock.  Future sales of substantial amounts of common stock in the public
market, or the perception that such sales may occur, could adversely affect the prevailing market price of our common
stock. In addition, even if a more active market in our common stock develops, we cannot assure you that such a
market will continue.

Our directors and executive management own a significant number of shares of stock, allowing further control over
business and corporate affairs.
Our directors and executive officers beneficially own approximately 2.1 million shares, or 19.9%, of our outstanding
common stock as of December 31, 2011.  As a result, in addition to their day-to-day management roles, they will be
able to exercise significant influence on our business as shareholders, including influence over election of the Board
and the authorization of other corporate actions requiring shareholder approval. In deciding on how to vote on certain
proposals, our shareholders should be aware that our directors and executive officers may have interests that are
different from, or in addition to, the interests of our shareholders generally.

Provisions of our articles of incorporation and by-laws, Louisiana law, and state and federal banking regulations,
could delay or prevent a takeover by a third party.
Our articles of incorporation and by-laws could delay, defer, or prevent a third party takeover, despite possible benefit
to the shareholders, or otherwise adversely affect the price of our common stock. Our governing documents:

• permit directors to be removed by shareholders only for cause and only upon an 80% vote;
•require 80% of the voting power for shareholders to amend the by-laws, call a special meeting, or amend the articles
of incorporation, in each case if the proposed action was not approved by the Board;

•authorize a class of preferred stock that may be issued in series with terms, including voting rights, established by
the Board without shareholder approval;

•authorize approximately 30 million shares of common stock and 5 million shares of preferred stock that may be
issued by the Board without shareholder approval;

•classify our Board with staggered three year terms, preventing a change in a majority of the Board at any annual
meeting;

•require advance notice of proposed nominations for election to the Board and business to be conducted at a
shareholder meeting; and

• require 80% of the voting power for shareholders to approve business combinations not approved by the Board.

These provisions would likely preclude a third party from removing incumbent directors and simultaneously gaining
control of the Board by filling the vacancies thus created with its own nominees.  Under the classified Board
provisions, it would take at least two elections of directors for any individual or group to gain control of the Board. 
Accordingly, these provisions could discourage a third party from initiating a proxy contest, making a tender offer or
otherwise attempting to gain control.  These provisions may have the effect of delaying consideration of a shareholder
proposal until the next annual meeting unless a special meeting is called by the Board or the chairman of the Board. 
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with the Board to effect a change in the Board’s composition, even at annual meetings.
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Also, we are subject to the provisions of the Louisiana Business Corporation Law (“LBCL”), which provides that we
may not engage in certain business combinations with an “interested shareholder” (generally defined as the holder of
10.0% or more of the voting shares) unless (1) the transaction was approved by the Board before the interested
shareholder became an interested shareholder or (2) the transaction was approved by at least two-thirds of the
outstanding voting shares not beneficially owned by the interested shareholder and 80% of the total voting power or
(3) certain conditions relating to the price to be paid to the shareholders are met.

The LBCL also addresses certain transactions involving “control shares,” which are shares that would have voting
power with respect to the Company within certain ranges of voting power.  Control shares acquired in a control share
acquisition have voting rights only to the extent granted by a resolution approved by our shareholders.  If control
shares are accorded full voting rights and the acquiring person has acquired control shares with a majority or more of
all voting power, shareholders of the issuing public corporation have dissenters’ rights as provided by the LBCL.

Our future ability to pay dividends and repurchase stock is subject to restrictions.
Since we are a holding company with no significant assets other than the Bank, we have no material source of income
other than dividends received from the Bank.  Therefore, our ability to pay dividends to our shareholders will depend
on the Bank’s ability to pay dividends to us.  Moreover, banks and bank holding companies are both subject to certain
federal and state regulatory restrictions on cash dividends.  We are also restricted from paying dividends if we have
deferred payments of the interest on, or an event of default has occurred with respect to, our trust preferred securities
or Series B Preferred Stock.  Additionally, terms and conditions of our outstanding shares of preferred stock place
certain restrictions and limitations on our common stock dividends and repurchases of our common stock.

A shareholder’s investment is not an insured deposit.
An investment in our common stock is not a bank deposit and is not insured or guaranteed by the FDIC or any other
government agency.  Your investment in our common stock will be subject to investment risk and you may lose all or
part of your investment.

Item 1B – Unresolved Staff Comments

None.

Item 2 - Properties

We lease our principal executive and administrative offices and principal facility in Lafayette, Louisiana under a lease
expiring July 31, 2021.  In addition to our principal facility, we also have eight other branches located in Lafayette,
Louisiana, three in New Iberia, Louisiana, two in Baton Rouge, Louisiana, two in Lake Charles, Louisiana, two in
Houma, Louisiana, and one banking office in each of the following Louisiana cities: Breaux Bridge, Cecilia, St.
Martinville, Larose, Jeanerette, Opelousas, Morgan City, Jennings, Sulphur, and Thibodaux.  We also have an
operations office in Breaux Bridge, Louisiana.  Nineteen of these offices are owned and ten are leased.

In our Texas market area we have two full service branches located in Beaumont, Texas.  Our additional full service
branches in the Texas market area are located in Vidor, Conroe, College Station, Houston, Dallas, Fort Worth,
Mesquite, Rockwall, White Rock, and Tyler.  The Company also operates a loan production office located in Conroe,
Texas.  Of these offices, six are owned and seven are leased.

Item 3 - Legal Proceedings

A Notice of Charge of Discrimination was filed against the Company in April 2011 with the U.S. Equal Employment
Opportunity Commission by Karen L. Hail, a former Director and officer of the Company.  Ms. Hail’s claim alleges
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gender discrimination and retaliation.  In May 2011, Ms. Hail also filed an action in U.S. District Court for the
Western District of Louisiana (“the Court”) against the Company and the Bank for discrimination and retaliation in
violation of the Family Medical Leave Act and Title VII of the Civil Rights Act seeking unspecified monetary
damages.  In July 2011, the Company and the Bank filed an answer and counterclaim along with a motion to partially
dismiss Ms. Hail’s claims.  Ms. Hail filed a response to the motion to dismiss in August 2011.  The Court has not yet
ruled on the motion filed by the Company and the Bank.  The Company believes Ms. Hail’s claims are without merit
and will strongly defend against the claim.
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The Bank has been named as a defendant in various other legal actions arising from normal business activities in
which damages of various amounts are claimed.  While the amount, if any, of ultimate liability with respect to such
matters cannot be currently determined, management believes, after consulting with legal counsel, that any such
liability will not have a material adverse effect on the Company's consolidated financial position, results of operations,
or cash flows.

Item 4 – Mine Safety Disclosures

Not applicable.
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Executive Officers of the Registrant

The names, ages as of December 31, 2011, and positions of our executive officers are listed below along with their
business experience during the past five years.

C. R. Cloutier, 64 – President, Chief Executive Officer and Director of the Company and the Bank since 1984.

Troy Cloutier, 38 – Chief Banking Officer and Senior Executive Vice President of the Bank since February 2011.  Prior
to his appointment as Chief Banking Officer, Mr. Cloutier had been with MidSouth Bank for 18 years and most
recently served as Senior Vice President and Regional President for the South and East Louisiana Regions in addition
to managing due diligence for the Bank’s mergers and acquisitions team.  Troy Cloutier is the son of C.R. Cloutier.

James R. McLemore, 52 – Senior Executive Vice President and Chief Financial Officer for the Company and the Bank
since July 2009.  Prior to joining the Company and the Bank, Mr. McLemore served as Executive Vice President and
Chief Financial Officer of Security Bank Corporation from 2002 until July 2009.  In July 2009, subsequent to Mr.
McLemore’s departure, the six subsidiary banks of Security Bank Corporation were closed and the FDIC was
appointed receiver of the banks.  Security Bank Corporation subsequently filed for bankruptcy in August of 2009.

John Nichols, 56 – Executive Vice President and Chief Credit Officer for the Bank since July 2010.  Nichols, who
previously served as Senior Vice President and President of the bank's West Louisiana Region, is based in Lake
Charles. He continues to be a member of the Lake Charles market's Regional Loan Committee.  Nichols joined the
Bank in 2001, having previously worked as Senior Vice President and Business Banking Manager for Bank One (now
JPMorgan Chase) in Lake Charles and Alexandria.

Gerald “Jerry” Reaux Jr., 51 – Chief Operating Officer of the Company and the Bank since February 2011.  Prior to
joining MidSouth, Mr. Reaux served three years as Chief Executive Officer of Tri-Parish Bancshares, Ltd. in Eunice,
Louisiana and also served as the Vice Chairman for seven years. He has over 28 years of banking experience.  In May
of 2011 at the Annual Meeting of Shareholders, Mr. Reaux was elected as a director of the Company and the Bank
and succeeded Dr. J.B. Hargroder as Vice Chairman of the Board of Directors of the Company.

All executive officers are appointed for one year terms expiring at the first meeting of the Board of Directors after the
annual shareholders meeting next succeeding his or her election and until his or her successor is elected and qualified.
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PART II

Item 5 - Market for Registrant's Common Equity, Related Shareholder Matters, and Issuer Purchases of Equity
Securities

As of February 29, 2012, there were 864 common shareholders of record.  The Company’s common stock trades on the
NYSE AMEX Equities under the symbol “MSL.”  The high and low sales price for the past eight quarters has been
provided in the Selected Quarterly Financial Data tables that are included with this filing under Item 8 and is
incorporated herein by reference.

Cash dividends totaling $2.8 million were declared to common shareholders during 2011.  The regular quarterly
dividend of $0.07 per share was paid for all four quarters of 2011, for a total of $0.28 per share for the year.  Cash
dividends totaling $2.7 million were declared to common shareholders during 2010.  A quarterly dividend of $0.07
per share was paid for each quarter of 2010, for a total of $0.28 per share for the year.

Under the Louisiana law, we may not pay a dividend if (i) we are insolvent or would thereby be made insolvent, or
(ii) the declaration or payment thereof would be contrary to any restrictions contained in our articles of
incorporation.  Our primary source of funds for dividends is the dividends we receive from the Bank; therefore, our
ability to declare dividends is highly dependent upon future earnings, financial condition, and results of operation of
the Bank as well as applicable legal restrictions on the Bank’s ability to pay dividends and other relevant factors. The
Bank currently has the ability to declare dividends to us without prior approval of our primary regulators. However,
the Bank’s ability to pay dividends to us will be prohibited if the result would cause the Bank’s regulatory capital to fall
below minimum requirements.  Additionally, dividends to us cannot exceed a total of the Bank’s current year and prior
two years’ earnings, net of dividends paid to us in those years.

Pursuant to the terms of our Series B Preferred Stock and the terms of our trust preferred securities, we are prohibited
from paying dividends on our common stock during any period in which we have deferred interest payments on either
the Series B Preferred Stock or the trust preferred securities.
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The following graph compares the cumulative total return on our common stock over a period beginning December
31, 2006 with (1) the cumulative total return on the stocks included in the Russell 3000 and (2) the cumulative total
return on the stocks included in the SNL  Securities, LC (“SNL”) $500M - $1B and the SNL $1B - $5B Bank
Index.  The comparison assumes an investment in our common stock on the indices of $100 at December 31, 2006
and assumes that all dividends were reinvested during the applicable period.

MidSouth Bancorp, Inc.

Period Ending
Index 12/31/06 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11
MidSouth
Bancorp, Inc. 100.00 79.47 44.34 49.41 55.66 48.14
Russell 3000 100.00 105.14 65.92 84.60 98.92 99.93
SNL Bank
$500M-$1B 100.00 80.13 51.35 48.90 53.38 46.96
SNL Bank
$1B-$5B 100.00 72.84 60.42 43.31 49.09 44.77

The stock price information shown above is based on historical data and should not be considered indicative of future
price performance.
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Item 6 – Five Year Summary of Selected Financial Data

At and For the Year Ended December 31,
2011 2010 2009 2008 2007

(dollars in thousands, except per share data)

Interest income $51,007 $48,124 $50,041 $55,472 $57,139
Interest expense (5,802 ) (7,395 ) (10,220 ) (16,085 ) (20,534 )
Net interest income 45,205 40,729 39,821 39,387 36,605
Provision for loan losses (3,925 ) (5,020 ) (5,450 ) (4,555 ) (1,175 )
Noninterest income 13,061 14,857 15,046 15,128 14,259
Noninterest expenses (49,304 ) (43,818 ) (44,693 ) (43,974 ) (38,634 )
Earnings before income taxes 5,037 6,748 4,724 5,986 11,055
Income tax expense (564 ) (968 ) (125 ) (449 ) (2,279 )
Net earnings $4,473 $5,780 $4,599 $5,537 $8,776
Preferred dividend requirement (1,802 ) (1,198 ) (1,175 ) - -
Net earnings available  to common
shareholders $2,671 $4,582 $3,424 $5,537 $8,776

Basic earnings per common share1 $0.27 $0.47 $0.51 $0.84 $1.34
Diluted earnings per common share1 $0.27 $0.47 $0.51 $0.83 $1.32
Dividends per common share1 $0.28 $0.28 $0.28 $0.32 $0.29

Total loans $746,305 $580,812 $585,042 $608,955 $569,505
Total assets 1,396,756 1,002,339 972,142 936,815 854,056
Total deposits 1,164,806 800,772 773,285 766,704 733,517
Cash dividends on common stock 2,776 2,721 1,846 2,120 1,920
Long-term obligations 15,465 15,465 15,465 15,465 15,465

Selected ratios:
Loans to assets 53.43 % 58.00 % 60.18 % 65.00 % 66.68 %
Loans to deposits 64.07 % 72.53 % 75.66 % 79.43 % 77.64 %
Deposits to assets 83.39 % 79.89 % 79.54 % 81.84 % 85.89 %
Return on average assets 0.24 % 0.47 % 0.37 % 0.60 % 1.06 %
Return on average common equity 2.22 % 3.92 % 4.35 % 7.79 % 13.83 %

1 On October 23, 2007, the Company paid a 5% stock dividend to common shareholders of record on September 21,
2007.
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Item 7 – Management’s Discussion and Analysis of Financial Condition and Results of Operations

The purpose of this discussion and analysis is to focus on significant changes in the financial condition of the
Company and on its results of operations during 2011, 2010, and 2009.   This discussion and analysis is intended to
highlight and supplement information presented elsewhere in this annual report on Form 10-K, particularly the
consolidated financial statements and related notes appearing in Item 8.

Overview

We are a bank holding company, headquartered in Lafayette, Louisiana, that through our community banking
subsidiary, MidSouth Bank, N.A., operates 40 offices in Louisiana and Texas.  We had approximately $1.4 billion in
consolidated assets as of December 31, 2011.   We derive the majority of our income from interest received on our
loans and investments.  Our primary source of funds for making these loans and investments is our deposits, on which
we pay interest.  Approximately 78.1% of our total deposits are interest-bearing.  Consequently, one of the key
measures of our success is our amount of net interest income, or the difference between the income on our
interest-earning assets, such as loans and investments, and the expense on our interest-bearing liabilities, such as
deposits and borrowings.  The resulting ratio of that difference as a percentage of our average earning assets
represents our net interest margin.  Another key measure is the spread between the yield we earn on these
interest-earning assets and the rate we pay on our interest-bearing liabilities, which is called our net interest spread.

There are risks inherent in all loans, so we maintain an allowance for loan losses to absorb probable losses on existing
loans that may become uncollectible.  We maintain this allowance by charging a provision for loan losses against our
operating earnings for each period. We have included a detailed discussion of this process, as well as several tables
describing our allowance for loan losses.  Our financial performance for the years ended December 31, 2010 and 2011
were, and continue to be, significantly impacted by the disruptions in the national economy and the resulting financial
uncertainty that has severely impacted the banking industry.  While we believe our market areas have fared better than
the national economy during this most recent economic downturn, the economic uncertainty and difficult real estate
markets had an impact on our loan losses, loan demand and our net interest margin.

In addition to earning interest on our loans and investments, we earn income through fees and other charges to our
customers.  We have also included a discussion of the various components of this noninterest income, as well as of
our noninterest expense.

We plan to continue to grow both organically and through acquisitions, including potential expansion into new market
areas.  We believe our current financial condition, coupled with our scalable operational capabilities will allow us to
act upon growth opportunities in the current banking environment.

The following discussion and analysis also identifies significant factors that have affected our financial position and
operating results during the periods included in the financial statements accompanying or incorporated by reference in
this report.  We encourage you to read this discussion and analysis in conjunction with our consolidated financial
statements and the notes thereto and other statistical information included and incorporated by reference in this report.

Acquisition Activity during 2011

The Bank completed three acquisitions in 2011.  On July 29, 2011, the Bank acquired five Jefferson Bank branches in
the Dallas-Fort Worth market from First Bank and Trust Company of Lubbock, Texas.  In connection with this
acquisition, the Bank acquired $57.7 million of loans and assumed $165.8 million in deposits from Jefferson Bank.  In
connection with the acquisition, the Bank also purchased $9.1 million of loan participations from First Bank and
Trust.
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On December 1, 2011, the Bank acquired substantially all of the assets and liabilities of First Louisiana National Bank
(“FLNB”), Breaux Bridge, Louisiana.  In connection with this acquisition, the Bank acquired $48.0 million in loans and
assumed $104.0 million in deposits from FLNB.

On December 2, 2011, the Bank acquired the Tyler, Texas branch of Beacon Federal.  In connection with this
acquisition, the Bank acquired $22.2 million in loans and assumed $79.8 million in deposits from Beacon Federal. The
system conversions for all three acquisitions were completed in the third and fourth quarters of 2011.
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Repayment of TARP and Participation in SBLF

In August 2011, the Company repaid $20.0 million in Series A Preferred Stock issued to the Treasury under the
Capital Purchase Plan (“CPP”) with funds from the U.S. Treasury’s Small Business Lending Fund (“SBLF”) authorized by
Congress under the Small Business Jobs Act of 2010.  Repayment of the 20,000 shares of Series A Preferred Stock
under the CPP resulted in accelerated accretion of discount on the preferred stock of approximately $444,000 in the
third quarter of 2011.  As a result of the repurchase of the Series A Preferred Stock, all of the TARP limitations
affecting the Company were removed.  In connection with the SBLF, the Company issued $32.0 million in Series B
Preferred Stock to the Treasury.  The dividend rate on the Series B Preferred Stock going forward will be between 1%
and 5% based on the level of qualified small business loans. As of December 31, 2011, the dividend rate was 5% per
annum.

Critical Accounting Policies

Certain critical accounting policies affect the more significant judgments and estimates used in the preparation of the
consolidated financial statements.  Our significant accounting policies are described in the notes to the consolidated
financial statements included in this report. The accounting principles we follow and the methods of applying these
principles conform to accounting principles generally accepted in the United States of America (“GAAP”) and general
banking practices.  Our most critical accounting policy relates to the determination of the allowance for loan losses,
which reflects the estimated losses resulting from the inability of its borrowers to make loan payments.  The
determination of the adequacy of the allowance involves significant judgment and complexity and is based on many
factors.  If the financial condition of our borrowers were to deteriorate, resulting in an impairment of their ability to
make payments, the estimates would be updated and additional provisions for loan losses may be required.  See Asset
Quality – Allowance for Loan Losses and Note 1 and Note 4 of the footnotes to the consolidated financial statements.

Another of our critical accounting policies relates to the valuation of goodwill, intangible assets and other purchase
accounting adjustments.  We account for acquisitions in accordance with ASC Topic No. 805, which requires the use
of the purchase method of accounting.  Under this method, we are required to record assets acquired and liabilities
assumed at their fair value, including intangible assets.  Determination of fair value involves estimates based on
internal valuations of discounted cash flow analyses performed, third party valuations, or other valuation techniques
that involve subjective assumptions.  Additionally, the term of the useful lives and appropriate amortization periods of
intangible assets is subjective.  Resulting goodwill from an acquisition under the purchase method of accounting
represents the excess of the purchase price over the fair value of net assets acquired.  Goodwill is not amortized, but is
evaluated for impairment annually or more frequently if deemed necessary.  If the fair value of an asset exceeds the
carrying amount of the asset, no charge to goodwill is made.  If the carrying amount exceeds the fair value of the
asset, goodwill will be adjusted through a charge to earnings.  In evaluating the goodwill on our consolidated balance
sheet for impairment at December 31, 2011, we first assessed qualitative factors to determine whether it is more likely
than not that the fair value of our acquired assets is less than the carrying amount of the acquired assets, as allowed
under ASU 2011-08, Intangibles- Goodwill and Other (Topic 350): Testing Goodwill for Impairment.  After making
the assessment based on several factors, which included but was not limited to the current economic environment, the
economic outlook in our markets, our financial performance and common stock value as compared to our peers, we
determined it is more likely than not that the fair value of our acquired assets is greater than the carrying amount and,
accordingly, no impairment of goodwill was recorded for the year ended December 31, 2011.

Given the instability of the economic environment, it is reasonably possible that the methodology of the assessment of
potential loan losses and goodwill impairment could change in the near-term or could result in impairment going
forward.
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Another of our critical accounting policies related to deferred tax assets and liabilities.  We record deferred tax assets
and deferred tax liabilities for future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax basis.  Future tax benefits, such as net
operating loss carry forwards, are recognized to the extent that realization of such benefits is more likely than
not.  Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which the assets and liabilities are expected to be recovered or settled.  The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income tax expense in the period that includes the enactment
date.  In the event the future tax consequences of differences between the financial reporting bases and the tax bases of
our assets and liabilities results in deferred tax assets, an evaluation of the probability of being able to realize the
future benefits indicated by such assets is required.  A valuation allowance is provided when it is more likely than not
that a portion or the full amount of the deferred tax asset will not be realized.  In assessing the ability to realize the
deferred tax assets, management considers the scheduled reversals of deferred tax liabilities, projected future taxable
income, and tax planning strategies.  A deferred tax liability is not recognized for portions of the allowance for loan
losses for income tax purposes in excess of the financial statement balance.  Such a deferred tax liability will only be
recognized when it becomes apparent that those temporary differences will reverse in the foreseeable future.  A tax
position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax
examination, with a tax examination being presumed to occur.  The amount recognized is the largest amount of tax
benefit that is greater than 50 percent more likely of being realized on examination.  For tax positions not meeting the
“more likely than not” test, no tax benefit is recorded.
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Results of Operations

Net income available to common shareholders for the year ended December 31, 2011 totaled $2.7 million compared to
$4.6 million for the year ended December 31, 2010, a decrease of $1.9 million, or 41.3%.  Diluted earnings per share
were $0.27 for the year ended December 31, 2011, compared to $0.47 for 2010.  A $0.6 million increase in preferred
dividends reduced net earnings available to common shareholders in prior year comparison.  For the year ended
December 31, 2011, the $1.8 million in preferred dividends included $560,000 recorded with respect to the $32.0
million in Series B Preferred Stock issued under the SBLF at a rate of 5.0%, $796,000 in dividends recorded on the
$20.0 million in Series A Preferred Stock issued under the CPP, and $444,000 in accelerated discount accretion
resulting from repayment of the Series A Preferred Stock.  The $1.2 million in preferred dividends recorded for 2010
were dividends paid at a rate of 5.0% on the Series A Preferred Stock.

A $5.5 million increase in non-interest expense and a $1.8 million decrease in non-interest income also reduced net
earnings in 2011.  Of the $5.5 million increase in non-interest expense, $2.4 million was acquisition and conversion
expenses related to the three acquisitions completed in 2011.  Other increases in non-interest expense (exclusive of
acquisition, conversion, and acquired operating costs) included $0.7 million in salary and benefits costs, $0.7 million
in expenses on ORE and repossessed assets, and $0.3 million in marketing costs, which were partially offset by a $0.4
million reduction in internet banking processing costs.

Non-interest income decreased $1.8 million, from $14.9 million for the year ended December 31, 2010 to $13.1
million for the year ended December 31, 2011.  The decrease was primarily driven by a $2.7 million reduction in NSF
fee income due to a lower volume of NSF transactions processed.  Regulatory changes governing our ability to collect
NSF fees implemented in the second half of 2010, combined with proactive steps taken during the first quarter of
2011 in response to guidance issued by the FDIC, significantly lowered our NSF fee income in 2011.  Although
additional regulatory changes regarding electronic transactions could further reduce our non-interest income earned in
future periods, we believe the current contribution of NSF fee income to total non-interest income has leveled off and
is sustainable.

The $5.5 million increase in non-interest expense and $1.8 million decrease in non-interest income were partially
offset by a $4.5 million improvement in net interest income and a $1.1 million decrease in the provision for loan
losses.

Total consolidated assets increased $394.4 million, or 39.3%, from $1.0 billion at December 31, 2010, to $1.4 billion
at December 31, 2011.  The increase in assets resulted primarily from a $364.0 million growth in deposits over the
same period, from $800.8 million to $1.2 billion.  The majority of the deposit growth was a result of deposits added
from the three branch acquisitions completed in the second half of 2011.  Despite a shift in the deposit mix due to the
acquired deposits, we maintained a strong non-interest-bearing deposits base of 22% of total deposits at December 31,
2011, decreasing from 25% of total deposits at December 31, 2010.  Total loans were $746.3 million at December 31,
2011, an increase of $165.5 million, or 28.5%, from the $580.8 million reported as of December 31, 2010.  Of the
$165.5 million growth in loans, $127.9 million was a result of acquired loans, $9.1 million was loan participations
purchased from First Bank and Trust, and $28.5 million was organic growth.

Our leverage capital ratio decreased to 11.14% at December 31, 2011 from 14.00% at December 31, 2010 due to the
acquisition activity.  Tier 1 risk-weighted capital and total risk-weighted capital ratios were 16.10% and 16.97% at
December 31, 2011, compared to 21.11% and 22.36% at December 31, 2010, respectively.  The Tier 1 common
equity ratio at December 31, 2011 was 7.61%.  Return on average common equity was 2.22% for 2011 compared to
3.92% for 2010.  Return on average assets was 0.24% compared to 0.47% for the same periods, respectively.   Our
return on average common equity and average assets ratios at December 31, 2011 were significantly impacted by $2.4
million in acquisition and conversion expenses related to the branch acquisitions.
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Nonaccrual loans totaled $6.2 million as of December 31, 2011, compared to $19.6 million as of December 31,
2010.  The $13.4 million decrease in nonaccruals in year-over-year comparison resulted primarily from the transfer of
two commercial credits totaling $6.5 million into ORE and the sales of a $1.6 million commercial real estate note in
the first quarter of 2011 and a $2.7 million national participation credit in the third quarter of 2011.  Nonaccrual loans
also declined due to first quarter 2011 charge-offs of $2.8 million in specific reserves related to the two loans
transferred to ORE.  Loans past due 90 days or more and still accruing interest totaled $231,000 at December 31,
2011, an increase of $165,000 from December 31, 2010.  Total nonperforming assets to total assets were 1.01% at
December 31, 2011, compared to 2.09% at December 31, 2010.  Loans classified as troubled debt restructurings
during 2011 consisted of four small commercial loans and one small consumer loan totaling $456,000.   The
commercial loans were classified as troubled debt restructurings due to a reduction in monthly payments granted to
the borrowers and the consumer loan was classified as troubled debt restructuring due to a credit exception.

Allowance coverage for nonperforming loans was 112.63% at December 31, 2011, compared to 44.81% at December
31, 2010.  Year-to-date net charge-offs were 0.73% of total loans as of December 31, 2011 compared to 0.72% as of
December 31, 2010.  The ALL/total loans ratio decreased to 0.97% for the year ended December 31, 2011, compared
to 1.52% at December 31, 2010, primarily due to the $127.9 million in loans added through the three acquisitions
completed in the third and fourth quarters of 2011.

Table 1
Summary of Return on Equity and Assets

2011 2010 2009
Return on average assets 0.24 % 0.47 % 0.37 %
Return on average common equity 2.22 % 3.92 % 4.35 %
Dividend payout ratio on common stock 103.70 % 59.57 % 54.90 %
Average equity to average assets 12.88 % 13.88 % 10.43 %

NOTE: 2011 return on average assets and return on average common equity were impacted by approximately $2.4
million of acquisition and related system conversion charges due to branch acquisitions.

Earnings Analysis

Net Interest Income
Our primary source of earnings is net interest income, which is the difference between interest earned on loans and
investments and interest paid on deposits and other interest-bearing liabilities.  Changes in the volume and mix of
earning assets and interest-bearing liabilities combined with changes in market rates of interest greatly affect net
interest income.  Our net interest margin on a taxable equivalent basis, which is net interest income as a percentage of
average earning assets, was 4.58%, 4.72%, and 4.88% for the years ended December 31, 2011, 2010, and 2009,
respectively.  Tables 2 and 3 analyze the changes in net interest income in the years ended December 31, 2011, 2010,
and 2009.
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Table 2
Consolidated Average Balances, Interest, and Rates
(in thousands)

Year Ended December 31,
2011 2010 2009

Average
Volume Interest

Average
Yield/
Rate

Average
Volume Interest

Average
Yield/
Rate

Average
Volume Interest

Average
Yield/
Rate

Assets
Investment
securities1
Taxable $ 226,819 $ 5,362 2.36 % $ 153,545 $ 3,699 2.41 % $ 101,556 $ 3,905 3.85 %
Tax exempt2 93,796 4,786 5.10 % 109,020 5,598 5.13 % 115,176 6,159 5.35 %
Total
investment
securities 320,615 10,148 3.17 % 262,565 9,297 3.54 % 216,732 10,064 4.64 %
Federal funds
sold 6,567 14 0.21 % 3,328 7 0.21 % 17,617 37 0.21 %
Time and
interest bearing
deposits in other
banks 61,292 196 0.32 % 41,999 274 0.65 % 20,222 274 1.35 %
Other
investments 5,107 155 3.04 % 5,007 148 2.96 % 4,445 130 2.92 %
Loans
Commercial
and real estate 545,480 35,254 6.46 % 489,799 32,201 6.57 % 483,626 31,993 6.62 %
Installment 79,409 6,633 8.35 % 94,391 7,828 8.29 % 109,963 9,349 8.50 %
Total loans3 624,889 41,887 6.70 % 584,190 40,029 6.85 % 593,589 41,342 6.96 %
Total earning
assets 1,018,470 52,400 5.14 % 897,089 49,755 5.55 % 852,605 51,847 6.08 %
Allowance for
loan losses (7,241 ) (8,050 ) (7,650 )
Nonearning
assets 106,447 92,732 89,579
Total assets $ 1,117,676 $ 981,771 $ 934,534

Liabilities and
shareholders’
equity
NOW, money
market, and
savings $ 506,809 $ 2,260 0.45 % $ 466,844 $ 3,562 0.76 % $ 439,655 $ 4,632 1.05 %
Time deposits 173,742 1,764 1.02 % 122,324 1,906 1.56 % 141,159 3,471 2.46 %
Total
interest-bearing
deposits 680,551 4,024 0.59 % 589,168 5,468 0.93 % 580,814 8,103 1.40 %
Borrowings:

49,654 807 1.63 % 49,054 948 1.93 % 44,318 1,070 2.41 %

Edgar Filing: MIDSOUTH BANCORP INC - Form 10-K

58



Securities sold
under
agreements to
repurchase
Federal funds
purchased - - - 243 2 0.82 % 622 5 0.80 %
Other
borrowings - - - 682 3 0.44 % 4,625 23 0.50 %
Total
borrowings 49,654 807 1.63 % 49,979 953 1.91 % 49,565 1,098 2.22 %
Junior
subordinated
debentures 15,465 971 6.19 % 15,465 974 6.30 % 15,465 1,019 6.50 %
Total
interest-bearing
liabilities 745,670 5,802 0.78 % 654,612 7,395 1.13 % 645,844 10,220 1.58 %
Demand
deposits 219,669 184,419 185,757
Other liabilities 8,367 6,457 5,468
Stockholders’
equity 143,970 136,283 97,465
Total liabilities
and
stockholders’
equity $ 1,117,676 $ 981,771 $ 934,534

Net interest
income and net
interest spread $ 46,598 4.36 % $ 42,360 4.42 % $ 41,627 4.50 %
Net yield on
interest-earning
assets 4.58 % 4.72 % 4.88 %

1  Securities classified as available-for-sale are included in average balances and interest income figures and reflect
interest earned on such securities.

2  Interest income of $1,393,000 for 2011, $1,631,000 for 2010, and $1,806,000 for 2009 is added to interest earned
on tax-exempt obligations to reflect tax-equivalent yields using a 34% tax rate.

3 Interest income includes loan fees of $3,205,000 for 2011, $3,150,000 for 2010, and $3,184,000 for
2009.  Nonaccrual loans are included in average balances and income on such loans is recognized on a cash basis.
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Table 3
Changes in Taxable-Equivalent Net Interest Income
(in thousands)

2011 Compared to 2010 2010 Compared to 2009
Total

Increase
Change

Attributable to
Total

Increase
Change

Attributable to
(Decrease) Volume Rates (Decrease) Volume Rates

Taxable-equivalent interest
earned on:
Investment securities
Taxable $1,663 $1,733 $(70 ) $(206 ) $1,566 $(1,772 )
Tax-exempt (812 ) (777 ) (35 ) (561 ) (322 ) (239 )
Federal funds sold 7 7 - (30 ) (30 ) -
Time and interest-bearing
deposits in other banks (78 ) 97 (175 ) - 194 (194 )
Other investments 7 3 4 18 17 1
Loans, including fees 1,858 2,743 (885 ) (1,313 ) (650 ) (663 )
Total 2,645 3,806 (1,161 ) (2,092 ) 775 (2,867 )

Interest paid on:
Interest-bearing deposits (1,444 ) 756 (2,200 ) (2,635 ) 115 (2,750 )
Securities sold under
agreements to repurchase (141 ) 12 (153 ) (122 ) 106 (228 )
Federal funds purchased (2 ) (2 ) - (3 ) (3 ) -
Other borrowings (3 ) (3 ) - (20 ) (18 ) (2 )
Junior subordinated debentures (3 ) - (3 ) (45 ) - (45 )
Total (1,593 ) 763 (2,356 ) (2,825 ) 200 (3,025 )
Taxable-equivalent net interest
income $4,238 $3,043 $1,195 $733 $575 $158

NOTE:  Changes due to both volume and rate have generally been allocated to volume and rate changes in proportion
to the relationship of the absolute dollar amounts to the changes in each.

Net interest income on a fully taxable-equivalent (“FTE”) basis increased $4.2 million for 2011 over 2010, the result of
a $1.6 million reduction in interest expense and a $2.6 million increase in interest income.  The increase in interest
income on earning assets resulted primarily from a $121.4 million increase in the volume of average earnings assets
primarily as a result of the three acquisitions in 2011.   The improvement in interest income from the increased
average volume of earning assets was partially offset by a 15 basis point decline in the average yield on loans, from
6.85% at December 31, 2010 to 6.70% at December 31, 2011.  Loan yields declined as matured loans re-priced in the
lower rate environment and new loan rates reflected competitive market pricing.  Additionally, interest income on
investment securities for 2011 increased as a $58.1 million increase in the average volume of investment securities
offset the impact of a 37 basis point reduction in the average FTE yield earned on investment securities.  The
reduction in the FTE average yield on investment securities from 3.54% at December 31, 2010 to 3.17% at December
31, 2011 resulted from lower yields on investments purchased in 2011 with excess cash flow from the
acquisitions.   Interest expense decreased primarily due to a 34 basis point reduction in the average rate paid on
interest-bearing deposits, from 0.93% at December 31, 2010 to 0.59% at December 31, 2011.  Additionally, interest
paid on securities sold under agreements to repurchase and on the junior subordinated debentures decreased due to
rate reductions.  As a result, the FTE net interest margin declined 14 basis points, from 4.72% for the year ended
December 31, 2010 to 4.58% for the year ended December 31, 2011.  Net of purchase accounting adjustments, the
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Net interest income on a FTE basis increased $733,000 for 2010 over 2009, as a $2.8 million reduction in interest
expense offset a $2.1 million decrease in interest income.  The decrease in interest income on earning assets resulted
primarily from the combination of a $9.4 million decrease in the average volume of loans, combined with an 11 basis
point decline in the average yield on loans, from 6.96% at December 31, 2009 to 6.85% at December 31, 2010.  The
decline in loan volume resulted primarily from payoffs in the commercial, financial, and agricultural portfolio.  Loan
yields declined as matured loans re-priced in the lower rate environment and new loan rates reflected competitive
market pricing.  Additionally, FTE interest income on investment securities for 2010 decreased as a 110 basis point
reduction in the average FTE yield earned on investment securities offset the impact of a $45.8 million increase in the
average volume of investment securities.  The reduction in the average FTE yield on investment securities from 4.64%
at December 31, 2009 to 3.54% at December 31, 2010 resulted from the reinvestment of excess cash in short-term
U.S. Agency bonds at lower yields.  Interest expense decreased primarily due to a 47 basis point reduction in the
average rate paid on interest-bearing deposits, from 1.40% at December 31, 2009 to 0.93% at December 31,
2010.  Additionally, interest paid on securities sold under agreements to repurchase and on the junior subordinated
debentures decreased due to rate reductions.  As a result, the FTE net interest margin declined 16 basis points, from
4.88% for the year ended December 31, 2009 to 4.72% for the year ended December 31, 2010.

Included in 2010 FTE net interest income is a $298,000 one-time recovery of interest income on a $3.9 million
nonaccrual commercial loan that was paid off in December 2010.  Net of the $298,000 recovery of interest income,
the taxable equivalent margin would have decreased 19 basis points in prior year comparison.

Noninterest Income
Noninterest income totaled $13.1 million at December 31, 2011, compared to $14.9 million at December 31, 2010 and
$15.0 million at December 31, 2009.  Service charges and fees on deposit accounts represent the primary source of
noninterest income for the Company.  Income from service charges and fees on deposit accounts, including
insufficient funds fees (“NSF” fees), decreased $2.8 million in 2011 compared to a $716,000 decrease in 2010.  The
decrease in 2011 was primarily due to a $2.7 million reduction of NSF fee income, which resulted from fewer NSF
items processed.  As discussed below, we believe this was primarily driven by the changes implemented in our
policies in connection with the changes in Regulation E in 2010.  Income on ATM and debit card transactions
increased $442,000 in 2011 and $294,000 in 2010 as the result of an increase in electronic transactions
processed.  Other noninterest income increased $514,000 in 2011 and increased $233,000 in 2010, including net gains
on sales of securities.  The $514,000 increase in 2011 resulted primarily from a $468,000 increase in income from
other real estate owned.  During the second quarter of 2011, we repossessed a condominium complex and have been
earning income on the rentals until the property is sold.  The $233,000 increase in 2010 resulted primarily from a
$178,000 impairment charge on an equity security recorded in 2009.

During 2010, we addressed changes in Regulation E, which became effective on August 15, 2010.  Regulation E
governs the treatment of electronic funds transfers and the Bank’s ability to collect fees for overdrafts involving ATM
and point of sale debit transactions.  The amendments to Regulation E required that we give our customers the option
to continue to receive approval on and payment of point-of-sale transactions only if they have chosen overdraft
protection.  As a result of offering the required option, 82.0% of our customers affected opted to continue to access a
form of overdraft protection for approval on and payment of point-of-sale transactions.  Additionally, during the first
quarter of 2011, we took proactive steps in response to guidance issued by the FDIC that lowered our NSF fee income
in 2011.  Although additional regulatory changes regarding electronic transactions could further reduce our
non-interest income earned in future periods, we believe the current contribution of NSF fee income to total
non-interest income has leveled off and is sustainable.

Noninterest Expense
Total noninterest expense increased 12.5%, or $5.5 million, from 2010 to 2011, and decreased 2.0%, or $875,000,
from 2009 to 2010.  Salaries and employee benefits increased $1.4 million, or 6.9%, in 2011 and the total of full-time
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equivalent employees was 444, an increase of 55 employees from 389 full-time equivalent employees at year-end
2010.  Salary and benefit costs increased in 2011 primarily due to employees added with the three acquisitions
completed in the second half of 2011.  The increase also included retention and merit bonuses paid following
completion of the acquisitions and system conversions of all three acquisitions by year-end 2011.  Additionally, in the
first quarter of 2011, we implemented a new management structure designed to increase shareholder value through a
coordinated focus on achieving our expansion objectives.  The new structure included the appointment of two new
executive officers, a Chief Operating Officer and a Chief Banking Officer.  Salaries and employee benefits decreased
$1.4 million, or 6.4%, in 2010, primarily due to a $1.2 million reduction in group health insurance expense as
MidSouth’s partially self-funded group health insurance plan experienced a lower amount of insurance claims in 2010.
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Occupancy expenses increased $554,000 in 2011 and decreased $561,000 in 2010.  The increase in occupancy
expense in 2011 related to the acquired branches totaled approximately $514,000 and primarily included additional
lease expense and increased fuel and auto maintenance expenses.  The $561,000 decrease in 2010 resulted primarily
from a $265,000 decrease in depreciation cost and a $139,000 decrease in lease expense.  Premises and equipment
additions and leasehold improvements totaled approximately $11.4 million, $1.3 million, and $1.8 million for the
years 2011, 2010, and 2009, respectively.

ATM and debit card processing fees decreased $209,000 in 2011 and increased $235,000 in 2010.  The decrease in
2011 is primarily due to a decrease in the cost of third party processing.  The increase in 2010 resulted primarily from
an increase in fraud losses on electronic transactions.

Data processing costs, included in other non-interest expense, increased $1.1 million in 2011 and increased $451,000
in 2010.  The increase in 2011 is due to data processing charges of $1.2 million incurred as a result of the three
acquisitions that were partially offset by a $423,000 reduction in the cost of internet banking processing.  Other
non-interest expense increases of $480,000 in marketing expense, $328,000 in corporate development expense,
$231,000 in printing and supplies expense, and $913,000 in legal and professional fees were impacted by acquisition
costs totaling approximately $1.2 million in these and other non-interest expense categories in 2011.  Expenses on
other real estate owned increased $713,000 due primarily to the repossession of a condominium complex in the
second quarter of 2011.  These increased non-interest expenses were partially offset by a $410,000 decrease in FDIC
fees due to a change in the assessment calculation.

Other non-interest expense increases in 2010 included $274,000 in expenses on other real estate owned and $179,000
in costs associated with a customer relationship management system.  These increased non-interest expenses were
partially offset by a $353,000 decrease in FDIC fees.  The reduction in FDIC fees was due to a one-time assessment of
approximately $416,000 paid in the second quarter of 2009.

Income Taxes
Income tax expense decreased by $404,000 in 2011 and increased by $843,000 in 2010 and approximated 11%, 14%,
and 3% of income before taxes in 2011, 2010 and 2009, respectively.  The lower effective tax rate was due primarily
to the impact of nontaxable municipal interest on the statutory tax rate. Additionally, the lower tax rates for 2009
resulted from recognition of the Work Opportunity Tax Credit under the Katrina Emergency Tax Relief Act of 2005,
which reduced income tax expense by $108,000 in 2009.  The notes to the consolidated financial statements provide
additional information regarding income tax considerations.

Balance Sheet Analysis

Investment Securities
Total investment securities increased $202.3 million in 2011, from $265.4 million in 2010 to $467.7 million at
December 31, 2011.  The increase resulted primarily from $250.8 million in purchased securities and $32.6 million in
securities acquired with the FLNB acquisition, partially offset by $81.7 million in maturities and calls of securities
within the portfolio in 2011.  Average duration of the portfolio was 3.44 years as of December 31, 2011 and the
average taxable-equivalent yield was 3.17%.  For the year ended December 31, 2010, average duration of the portfolio
was 3.17 years and the average taxable-equivalent yield was 3.54%.  Unrealized net gains before tax effect in the
securities available-for-sale portfolio were $11.7 million at December 31, 2011, compared to unrealized net gains
before tax effect of $6.3 million at December 31, 2010.  These amounts resulted from interest rate fluctuations.

At December 31, 2011, approximately $176.1 million, or 48.0%, of the securities available-for-sale portfolio
represented mortgage-backed securities and CMOs.  All of the mortgage-backed securities and CMOs are government
agency sponsored with the exception of three privately issued CMOs with a current market value of $137,000.  Risk
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due to changes in interest rates on mortgage-backed pools is monitored by monthly reviews of prepayment speeds,
duration, and purchase yields as compared to current market yields on each security.  CMOs totaled $66.6 million and
represented pools that each had a book value of less than 10% of shareholders' equity at December 31, 2011.  An
additional 25.9% of the available-for-sale portfolio consisted of short-term U.S. Government sponsored enterprises
securities, while municipal securities represented 26.2%.  Given the current economic environment and concerns
regarding the financial stability of municipalities in general, we contracted with an independent third party provider to
conduct a review of our municipal portfolio during the first quarter of 2011.  As a result of the review, six municipal
securities were sold during the first and second quarters of 2011 due primarily to the inability to obtain current
financial information.  We did not purchase any municipal securities during 2011.  Additional information on our
investment securities portfolio is provided in Note 3 of the notes to consolidated financial statements.
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Table 4
Composition of Investment Securities
December 31
(in thousands)

2011 2010 2009 2008 2007
Available-for-sale securities
U. S. Government sponsored
enterprises $ 94,999 $ 117,698 $ 102,523 $ 39,747 $ 45,229
Obligations of state and
political subdivisions 96,149 108,852 117,301 118,613 100,966
GSE mortgage-backed
securities 109,487 11,472 15,634 19,661 24,250
Collateralized mortgage
obligations: residential 41,468 22,688 36,278 47,829 10,797
Collateralized mortgage
obligations: commercial 25,138 3,099 - - -
Financial institution equity
security - - 72 94 210
Total available-for-sale
securities $ 367,241 $ 263,809 $ 271,808 $ 225,944 $ 181,452

Held-to-maturity securities
Obligations of state and
political subdivisions $ 340 $ 1,588 $ 3,043 $ 6,490 $ 10,746
GSE mortgage-backed
securities 82,497 - - - -
Collateralized mortgage
obligations: commercial 17,635 - - - -
Total held-to-maturity
securities $ 100,472 $ 1,588 $ 3,043 $ 6,490 $ 10,746

Total investment securities $ 467,713 $ 265,397 $ 274,851 $ 232,434 $ 192,198
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Table 5
Investment Securities Portfolio
Maturities and Average Taxable-Equivalent Yields
For the Year Ended December 31, 2011
(dollars in thousands)

Within 1 Year
After 1 but

Within 5 Years
After 5 but

Within 10 Year After 10 Years
Amount Yield Amount Yield Amount Yield Amount Yield Total

Securities
available-for-sale:
U.S. Government
sponsored
enterprises $72,758 1.43 % $22,241 0.52 % $- - $- - $94,999
Obligations of
state and political
subdivisions1 7,500 5.21 % 47,522 4.83 % 35,583 5.71 % 5,544 5.98 % 96,149
GSE
mortgage-backs
and CMOs:
residential 5,588 4.66 % 145,136 2.83 % - - 231 2.27 % 150,955
GSE
mortgage-backs
and CMOs:
commercial 740 3.33 % 14,008 2.24 % 10,390 3.01 % - - 25,138
Total fair value $86,586 $228,907 $45,973 $5,775 $367,241

Within 1 Year
After 1 but

Within 5 Years
After 5 but

Within 10 Year After 10 Years
Held-to-Maturity: Amount Yield Amount Yield Amount Yield Amount Yield Total
Obligations of
state and political
subdivisions $140 5.50 % $200 6.84 % $- - $- - $340
GSE
mortgage-backs
and CMOs:
residential - - 82,497 2.41 % - - - - 82,497
GSE
mortgage-backs
and CMOs:
commercial - - 10,063 2.04 % 7,572 2.45 % - - 17,635
Total cost $140 $92,760 $7,572 $- $100,472

1Tax exempt yields are expressed on a fully taxable equivalent basis.
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Loan Portfolio
The loan portfolio totaled $746.3 million at December 31, 2011, up 28.5%, or $165.5 million, from $580.8 million at
December 31, 2010.  Of the $165.5 mill ion in loan growth, $127.9 mill ion resulted from the 2011
acquisitions.   Approximately $26.4 million in organic loan growth in 2011 resulted primarily from improved loan
demand and funding activity, primarily in the third and fourth quarters of 2011.  Organic growth has been effected by
commercial and consumer customers continuing to pay down debt in an unstable economic environment.

Our loan portfolio is diversified throughout our Louisiana and Texas markets, with a focus on commercial, financial,
agricultural (“C&I”) and owner-occupied commercial real estate (“CRE”) loans.  Our C&I and CRE loans are primarily
underwritten on cash flow analyses versus collateral valuations.  The C&I portfolio consists primarily of term loans or
revolving lines of credit which are generally structured with annual maturity.  The term loans are generally structured
with fixed rates and three to five year maturities.  The CRE portfolio consists primarily of credits that have fifteen to
twenty year amortization terms with rates fixed primarily for three years, but up to five years.  We believe the shorter
term structure of our C&I and CRE credits allows greater flexibility in controlling interest rate risk.

The loan portfolio at December 31, 2011 consisted of approximately 49% in fixed rate loans, with the majority
maturing within five years.  Approximately 51% of the portfolio earns a variable rate of interest, the greater majority
of which adjusts simultaneous with changes in the Prime rate and a smaller portion that adjusts on a scheduled
repricing date.  The mix of variable and fixed rate loans provides some protection from changes in market rates of
interest.  Additionally, over the past two years, we established rate floors, primarily for our commercial loans, that
provided some protection to our net interest margin during a sustained low rate environment like we are currently
facing.

Table 6
Composition of Loans
December 31
(in thousands)

2011 2010 2009 2008 2007
Commercial, financial, and agricultural $223,283 $177,598 $193,350 $208,473 $192,681
Lease financing receivable 4,276 4,748 7,589 8,058 8,089
Real estate – commercial 280,798 208,764 188,045 167,242 148,465
Real estate – residential 113,582 72,460 77,130 67,346 67,840
Real estate – construction 52,712 54,164 39,544 65,327 65,448
Installment loans to individuals 69,980 62,272 77,069 87,743 85,931
Other 1,674 806 2,315 4,766 1,051
Total loans $746,305 $580,812 $585,042 $608,955 $569,505

NOTE:  The December 31, 2007 loan composition reflects a reclassification in real estate – construction, real estate –
mortgage, and commercial, financial, and agricultural loans.
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Table 7
Loan Maturities and Sensitivity to Interest Rates
For the Year Ended December 31, 2011
(in thousands)

Fixed and Variable Rate Loans at Stated
Maturities Amounts Over One Year With

1 Year or
Less

1 Year –
5 Years

Over 5
years Total

Predetermined
Rates

Floating
Rates Total

Commercial,
financial, and
agricultural $93,449 $83,689 $46,145 $223,283 $76,047 $53,787 $129,834
Lease financing
receivables 156 4,120 - 4,276 4,120 - 4,120
Real estate –
commercial 22,951 93,470 164,377 280,798 78,566 179,281 257,847
Real estate –
residential 14,052 35,716 63,814 113,582 74,663 24,867 99,530
Real estate –
construction 24,349 14,390 13,973 52,712 13,779 14,584 28,363
Installment loans
to individuals 20,277 42,578 7,125 69,980 42,490 7,213 49,703
Other 585 1,089 - 1,674 1,089 - 1,089
Total $175,819 $275,052 $295,434 $746,305 $290,754 $279,732 $570,486

Asset Quality

Credit Risk Management
We manage credit risk by observing written, board approved policies that govern all underwriting activities.  In 2010,
we added a Chief Credit Officer (“CCO”) responsible for credit underwriting and loan operations for the Bank.  The role
of CCO includes on-going review and development of lending policies, commercial credit analysis, centralized
consumer underwriting, loan operations documentation and funding, and overall credit risk management
procedures.  The current risk management process requires that each individual loan officer review his or her portfolio
on a quarterly basis and assign recommended credit ratings on each loan.  These efforts are supplemented by
independent reviews performed by the loan review officer and other validations performed by the internal audit
department.  The results of the reviews are reported directly to the Audit Committee of the Board of Directors.  We
believe the conservative nature of our underwriting practices has resulted in strong credit quality in our loan portfolio.
Completed loan applications, credit bureau reports, financial statements, and a committee approval process remain a
part of credit decisions.  Documentation of the loan decision process is required on each credit application, whether
approved or denied, to ensure thorough and consistent procedures.  Additionally, we have historically recognized and
disclosed significant problem loans quickly and taken prompt action to address material weaknesses in those credits.

Our loan review process also includes monitoring and reporting of loan concentrations whereby individual customer
and aggregate industry leverage, profitability, risk rating distributions, and liquidity are evaluated for each major
standard industry classification segment.  At December 31, 2011, one industry segment concentration, the oil and gas
industry, aggregated more than 10% of our loan portfolio.  Our exposure in the oil and gas industry, including related
service and manufacturing industries, totaled approximately $112.3 million, or 15.1% of total loans.  Additionally, we
monitor our exposure to loans secured by commercial real estate.  At December 31, 2011, loans secured by
commercial real estate (including commercial construction and multifamily loans) totaled approximately $322.3
million.  Of the $322.3 million, $264.3 million represent CRE loans, 63% of which are secured by owner-occupied
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commercial properties.  Of the $322.2 million in loans secured by commercial real estate, $3.2 million or 1.0% were
on nonaccrual status at December 31, 2011 and consisted primarily of five credits totaling $2.6 million.
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Nonperforming Assets
Table 8 contains information about nonperforming assets, including loans past due 90 days or greater (“90 days or >”)
and still accruing.

Table 8
Asset Quality Information
December 31
(dollars in thousands)

2011 2010 2009 2008 2007
Loans on nonaccrual $6,229 $19,603 $16,183 $9,355 $1,602
Loans past due 90 days or > and still
accruing 231 66 378 1,005 980
Total nonperforming loans 6,460 19,669 16,561 10,360 2,582
Other real estate owned, net 7,369 1,206 792 329 143
Other assets repossessed 326 36 51 306 280
Total nonperforming assets $14,155 $20,911 $17,404 $10,995 $3,005

Troubled debt restructurings $456 $653 $- $- $-

Nonperforming loans to total loans + ORE
+ other foreclosed assets 1.88 % 3.59 % 2.83 % 1.70 % 0.45 %
Nonperforming assets to total assets 1.01 % 2.09 % 1.79 % 1.17 % 0.35 %
ALLL to nonperforming loans 113 % 45 % 48 % 73 % 217 %
ALLL to total loans 0.97 % 1.52 % 1.37 % 1.25 % 0.99 %

Nonperforming assets declined 32.3% in year-over-year comparison as the Company continued to successfully work
problem assets off the balance sheet.  Total nonperforming assets were reduced from $20.9 million at December 31,
2010 to $14.2 million at December 31, 2011, a $6.7 million reduction that included the charge-off of $2.8 million in
specific reserves related to two commercial credits in the first quarter of 2011.  The two credits were transferred into
Other Real Estate (“ORE”) during the second and third quarters of 2011.  One credit totaling $4.9 million is secured by a
condominium complex that is currently producing positive cash flow from net rental income on a monthly basis.  The
second credit is a $1.4 million commercial development loan in the Texas market.   Additionally, a $1.6 million credit
was sold in the first quarter of 2011 and a $2.7 million national participation credit was sold in the third quarter of
2011 to further reduce nonperforming assets.  Classified assets, including ORE, totaled $26.7 million at December 31,
2011, down 31.9% from $39.2 million at December 31, 2010.  Troubled debt restructurings (“TDRs”) totaled $456,000
at December 31, 2011 compared to $653,000 at December 31, 2010.  One commercial credit classified as a TDR at
December 31, 2010 returned to its original payment schedule in June of 2011 and three additional small commercial
credits were identified as TDRs in 2011.  Additional information regarding impaired loans and TDRs is included in
the notes to the consolidated financial statements.

Allowance coverage for nonperforming loans was 113% at December 31, 2011, compared to 45% at December 31,
2010.  The allowance coverage for nonperforming loans ratio increased in 2011 despite a decrease in the ALLL/total
loans ratio from 1.52% at December 31, 2010 to 0.97% at December 31, 2011.  The increased coverage ratio for
nonperforming loans resulted primarily from a $13.2 million reduction in nonperforming loans.    The decrease in the
ALLL/total loans ratio resulted primarily from the $127.9 million in loans added through the three acquisitions
completed in the third and fourth quarters of 2011.  In accordance with GAAP, there was no carry-over of each bank’s
previously established ALLL.  Year-to-date net charge-offs were 0.73% of total loans as of December 31, 2011
compared to 0.72% as of December 31, 2010.
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Consumer and commercial loans are placed on nonaccrual status when principal or interest is 90 days past due, or
sooner if the full collectability of principal or interest is doubtful, except if the underlying collateral fully supports
both the principal and accrued interest and the loan is in the process of collection.  Our policy provides that retail
(consumer) loans that become 120 days delinquent be routinely charged off.  Loans classified for regulatory purposes
but not included in Table 8 do not represent material amounts that we have serious doubts as to the ability of the
borrower to comply with loan repayment terms.  Further information regarding loan policy is provided in the notes to
the consolidated financial statements.
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Allowance for Loan Losses
Provisions totaling $3.9 million, $5.0 million, and $5.5 million, for the years 2011, 2010, and 2009, respectively, were
considered necessary to bring the allowance for loan losses to a level we believe sufficient to cover probable losses in
the loan portfolio.  For additional information regarding the decrease in the year-end allowance to year-end total loans
for 2011, see the discussion of “Nonperforming Assets” above.  Table 9 analyzes activity in the allowance for 2011,
2010, 2009, 2008, and 2007.

Table 9
Summary of Loan Loss Experience
(dollars in thousands)

2011 2010 2009 2008 2007
Balance at beginning of year $8,813 $7,995 $7,586 $5,612 $4,977

Charge-offs:
Commercial, financial, and agricultural 1,109 1,333 1,147 776 150
Lease financing receivables 19 1 26 - 1
Real estate – commercial 1,246 130 136 39 -
Real estate – residential 283 146 306 125 1
Real estate – construction 2,444 1,478 2,172 428 -
Installment loans to individuals 671 1,368 1,481 1,256 474
Other - - - - -
Total charge-offs 5,772 4,456 5,268 2,624 626

Recoveries:
Commercial, financial, and agricultural 152 50 56 35 18
Lease financing receivables 1 1 - - 6
Real estate – commercial 1 1 - - -
Real estate – residential 4 60 2 - 6
Real estate – construction 14 1 1 - -
Installment loans to individuals 138 141 168 155 55
Other - - - 2 1
Total recoveries
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