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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
MIDSOUTH BANK
Consolidated Balance Sheets
March 31, 2010 and December 31, 2009

(Unaudited)

Assets

Loans, less allowance for loan losses of $7,849,000 and $8,080,000,
Respectively

Securities available-for-sale, at market (amortized cost of $34,297,000 and
$21,874,000, respectively)

Loans held for sale

Restricted equity securities

Interest-bearing accounts at other financial institutions

Total earning assets

Cash and due from banks

Bank premises and equipment, net
Accrued interest receivable
Foreclosed assets

Prepaid FDIC insurance assessments
Other assets

Total assets

Liabilities and Stockholders’ Equity

Deposits
Advances from Federal Home Loan Bank
Securities sold under agreement to repurchase
Accrued interest payable
Accounts payable and other liabilities

Total liabilities

Stockholders’ equity:

Preferred stock, stated value $1 per share, authorized 20,000,000 shares,
848,928 and 415,190 issued and outstanding, respectively

Common stock, par value $1 per share, authorized 20,000,000 shares,
3,841,935 shares issued and outstanding

Additional paid-in capital

Deficit

Net unrealized (losses) gains on available-for-sale securities

Total stockholders’ equity

COMMITMENTS AND CONTINGENCIES

Total liabilities and stockholders’ equity

See accompanying notes to consolidated financial statements (unaudited).
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March 31,
2010

December 31,

2009

(In thousands,
except share amounts)

$ 181629 $ 188,116
34,043 22,010
405 560

1,310 1,317
17,334 20,808
234,721 232,811
1,256 1,129
9,473 9,501

662 536

1,042 2,142
1,784 1,922

466 746

$ 250304 $ 248877
$ 223523 $ 224,236
1,586 1,600
2,656 2,577

253 237

370 376
228,388 229,026
849 415

3,842 3,842
37,993 36,332
(20,514) (20,874)
(254) 136
21,916 19,851

$ 250,304 $ 248,877




MIDSOUTH BANK

Consolidated Statements of Operations

Three Months Ended March 31, 2010 and 2009

(Unaudited)

2010

Interest income:
Interest and fees on loans $
Interest and dividends on taxable securities
Interest on Federal funds sold
Interest on balances due from depository institutions
Interest and dividends on restricted equity securities

2009
(In thousands, except
per share amounts)

Total interest income

Interest expense:
Interest on negotiable order of withdrawal accounts
Interest on money market and other savings accounts
Interest on certificates of deposit
Interest on advances from Federal Home Loan Bank
Interest on Federal funds purchased
Interest on securities sold under agreement to repurchase

Total interest expense

Net interest income before provision for loan losses
Provision for loan losses

Net interest income (loss) after provision for loan losses

Non-interest income:
Service charges on deposits
Other fees and commissions
Fees on mortgage originations
Fees from brokerage operations
Gain on sales of available-for-sale securities
Gain on sales of foreclosed assets, net

Total non-interest income

Non-interest expense:
Employee salaries and benefits
Occupancy expenses, net
Furniture and equipment expense
FDIC insurance
Advertising expense
Professional fees
Data processing expense
Directors fees
Loss on sales of foreclosed assets, net
Other operating expenses

Total non-interest expense

Earnings (loss) before income taxes
Income taxes

Earnings (loss)

Basic earnings (loss) per common share

Diluted earnings (loss) per common share

269 $ 3,031
241 397
- 1

7 -
17 21
2,964 3.450
29 17
86 77
682 985
18 37
- 8
4 2
819 1,126
2,145 2,324
300 2,670
1,845 (346)
117 113
103 104
61 125
113 85

293 -

6 -
693 427
1,014 1,242
182 212
81 113
195 153
35 65
152 112
116 119
- 15
- 20
403 460
2,178 2,511
360 (2,430)
360 $ (2,430)
009 $ (0.64)
009 $ (0.64)

See accompanying notes to consolidated financial statements (unaudited).
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MIDSOUTH BANK
Consolidated Statements of Comprehensive Earnings (Loss)
Three Months Ended March 31, 2010 and 2009

(Unaudited)

2010 2009
(In Thousands)

Earnings (loss) $ 360 $ (2,430)

Other comprehensive earnings (loss):
Change in unrealized (losses) gains on available-for-

sale
securities arising during period (97) 118
Less: Reclassification adjustment for gains included
in earnings (loss) (293) -
Other comprehensive (losses) gains (390) 118

Comprehensive loss $ (30) $ (2,312)

See accompanying notes to consolidated financial statements (unaudited).
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MIDSOUTH BANK
Consolidated Statements of Cash Flows
Three Months Ended March 31, 2010 and 2009
Increase (Decrease) in Cash and Cash Equivalents

(Unaudited)

Cash flows from operating activities:

Interest received $

Fees received

Proceeds from sale of loans
Origination of loans held for sale
Interest paid

Cash paid to suppliers and employees

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchase of available-for-sale securities
Sales of available-for-sale securities
Repayments of mortgage-backed securities
Purchase of restricted equity securities
Sale of restricted equity securities
Maturities of available-for-sale securities
Loans made to customers, net of repayments
Repayments on loans, net of loans made to customers
Proceeds from sales of foreclosed assets
Sales of premises and equipment
Purchase of premises and equipment

Net cash (used in) provided by investing activities

Cash flows from financing activities:
Net increase in non-interest bearing, savings and NOW deposit accounts
Net decrease in time deposits
Net increase in mortgage escrow deposits
Repayments of advances from the Federal Home Loan Bank
Increases in securities sold under agreement to repurchase
Repayments of Federal funds purchased
Proceeds from sale of common stock
Proceeds from sale of preferred stock

Net cash provided by (used in) financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period $

See accompanying notes to consolidated financial statements (unaudited).
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2010 2009
(In Thousands)
2880 % 3,497
333 302
4,635 7,824
(4,419) (8,744)
(803) (1,118)
(1,644) (2,208)
982 (447)
(28,940) -
14,340 -
1,028 1,453
- @7
7 65
1,400 1,000
- (1,742)
5,600 -
793 218
4 -
(4) (40)
(5,772) 917
3,784 4,950
(4,509) (6,794)
12 14
(14) (20)
79 251
- (1,418)
- 796
2,091 -
1,443 (2,221)
(3,347) (1,751)
21,937 5,826
18590 $ 4,075




MIDSOUTH BANK
Consolidated Statements of Cash Flows, Continued
Three Months Ended March 31, 2010 and 2009
Increase (Decrease) in Cash and Cash Equivalents

(Unaudited)

Reconciliation of earnings (loss) to net cash provided by (used in) operating
activities:

2010

2009
(In Thousands)

Earnings (loss) $ 360 $ (2,430)
Adjustments to reconcile earnings (loss) to net cash provided by (used in)
operating activities:
Depreciation 120 157
Provision for loan losses 300 2,670
(Gain) loss on sales of foreclosed assets (6) 20
Gain on sale of available-for-sale securities (293) -
Stock option compensation expense 4 5
Amortization and accretion, net 42 (14)
Decrease (increase) in loans held for sale 155 (1,045)
(Increase) decrease in accrued interest receivable (126) 61
Decrease in other assets 416 49
Increase in accrued interest payable 16 8
(Decrease) increase in accounts payable and other liabilities (6) 72
Total adjustments 622 1,983
Net cash provided by (used in) operating activities $ 982 $ (447)
Supplemental Schedule of Non-Cash Activities:
Unrealized (loss) gain in value of securities available-for-sale $ (390) $ 118
Transfer of loans to foreclosed assets $ 587 § 165

See accompanying notes to consolidated financial statements (unaudited).
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MIDSOUTH BANK
Notes to Consolidated Financial Statements
(Unaudited)

Basis of Presentation

The accompanying consolidated financial statements have been prepared, without audit, pursuant to the
rules and regulations of the Board of Governors of the Federal Reserve System. Certain information and footnote
disclosures normally included in financial statements prepared in accordance with accounting principles generally
accepted in the United States of America have been condensed or omitted pursuant to such rules and regulations.
The consolidated financial statements include the financial results of MidSouth Bank and its wholly-owned
subsidiary, MSB Services, Inc. (collectively, “the Bank”). All intercompany accounts have been eliminated in
consolidation.

In the opinion of management, the consolidated financial statements contain all adjustments (consisting of
only normal recurring adjustments) and disclosures necessary to summarize fairly the financial position of the Bank
as of March 31, 2010 and December 31, 2009 and the results of operations for the three months ended March 31,
2010 and 2009, comprehensive earnings (loss) for the three months ended March 31, 2010 and 2009 and changes in
cash flows for the three months ended March 31, 2010 and 2009. The interim consolidated financial statements
should be read in conjunction with the notes to the consolidated financial statements presented in the Bank’s Annual
Report on Form 10-K as filed with the Board of Governors of the Federal Reserve System. The results for interim
periods are not necessarily indicative of results to be expected for the complete fiscal year.

Certain reclassifications have been made to 2009 financial information to conform to the 2010
presentation.

Critical Accounting Policies

Our accounting and reporting policies are in accordance with accounting principles generally accepted in
the United States of America as defined by the Public Company Accounting Oversight Board and conform to
general practices accepted within the banking industry. Our most significant accounting policies are presented in
the Bank’s December 31, 2009 Form 10-K and the notes to the audited consolidated financial statements contained
therein. Certain accounting policies require management to make significant estimates and assumptions that have a
material effect on the carrying value of certain assets and liabilities, and we consider these to be critical accounting
policies. The estimates and assumptions used are based on historical experience and other factors that management
believes to be reasonable under the circumstances. Actual results could differ significantly from these estimates and
assumptions, which could have a material impact on the carrying value of assets and liabilities at the balance sheet
dates and on our results of operations for the reporting periods.

Allowance for Loan Losses

Transactions in the allowance for loan losses were as follows:

Three Months Ended

March 31,
2010 2009
(In Thousands)

Balance, January 1, 2010 and 2009, respectively $ 8,080 $ 5,784
Add (deduct):

Losses charged to allowance (587) (988)

Recoveries credited to allowance 56 1

Provision for loan losses 300 2,670
Balance, March 31, 2010 and 2009, respectively $ 7,849 $ 7,467

The provision for loan losses represents a charge to earnings necessary, after loan charge-offs and
recoveries, to maintain the allowance for loan losses at an appropriate level which is adequate to absorb estimated
losses inherent in the loan portfolio. Such estimated losses arise primarily from the loan portfolio but may also

8



MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued
(Unaudited)

result from other sources, including commitments to extend credit and letters of credit. The level of the allowance is
determined on a monthly basis using procedures which include: (1) categorizing commercial and commercial real
estate loans into risk categories to estimate loss probabilities based primarily on the historical loss experience of
those risk categories and current economic conditions; (2) analyzing significant commercial and commercial real
estate credits and calculating specific reserves as necessary; (3) assessing various homogeneous consumer loan
categories to estimate loss probabilities based primarily on historical loss experience; and (4) considering various
other factors, such as changes in credit concentrations, loan mix, and economic conditions which may not be
specifically quantified in the loan analysis process.

The provision for loan losses was $300,000 and $2,670,000 for the first three months of 2010 and 2009,
respectively. The decrease in the provision from 2009 to 2010 is due to several factors, but the primary reasons for
the decreased provisions were as follows: (1) an abnormally large specific provision of $2 million was recorded in
the first quarter of 2009 for a specific loan relationship in which the Bank participated involving a bank holding
company; and (2) management has been aggressively identifying and handling deteriorating relationships, and that
has significantly reduced the loan portfolio, thereby requiring less provisions.

The allowance for loan losses consists of an allocated portion and an unallocated or general portion. The
allocated portion is maintained to cover estimated losses applicable to specific relationships in the loan portfolio.
The unallocated portion is maintained to absorb losses which probably exist as of the evaluation date but are not
identified by the more objective processes used for the allocated portion of the allowance due to risk of errors or
imprecision. While the total allowance consists of an allocated portion and an unallocated portion, these terms are
primarily used to describe a process. Both portions of the allowance are available to provide for inherent loss in the
entire portfolio.

The allowance for loan losses is increased by provisions for loan losses charged to expense and is reduced
by loans charged off net of recoveries on loans previously charged off. The provision is based on management’s
determination of the amount of the allowance necessary to provide for estimated loan losses based on its evaluation
of the loan portfolio. Determining the appropriate level of the allowance and the amount of the provision involves
uncertainties and matters of judgment and therefore cannot be determined with precision. At March 31, 2010, the
allowance represented 4.14% of total loans compared with 4.12% at December 31, 2009.

Stock Option Arrangement

In October, 2004, the shareholders of the Bank approved the MidSouth Bank’s 2004 Stock Option
Arrangement (the “Arrangement™). The Arrangement provides for the granting of stock options, and authorizes the
issuance of common stock upon the exercise of such options, for up to 380,000 shares of common stock to
employees and organizers of the Bank and up to 143,080 shares of common stock for future use as decided by the
Directors of the Bank. As of March 31, 2010, 495,000 options had been granted of which 41,700 have been
exercised and 65,000 have been forfeited. Options that are forfeited revert to the Arrangement and can be granted
again in the future. As of March 31, 2010, 327,962 options were exercisable. The weighted average exercise prices
of outstanding and exercisable stock options as of March 31, 2010 were $9.71 and $10.01 per share, respectively.
The weighted average remaining contractual terms of outstanding and exercisable stock options as of March 31,
2010 were 4.8 years and 4.4 years, respectively. There was no aggregate intrinsic value of outstanding and
exercisable stock options at March 31, 2010 since the average price of the stock was less than the average exercise
price. As of March 31, 2010, there were total unrecognized compensation costs of $30,000 related to non-vested
share-based compensation arrangements granted under the Arrangement. Those costs are expected to be recognized
over a remaining weighted average period of 1.7 years. Compensation expense related to stock options totaled
$4,000 and $5,000 for the three months ended March 31, 2010 and 2009, respectively.

Under the Stock Option Arrangement, stock option awards may be granted in the form of incentive stock
options or non-statutory stock options, with a ten-year option to purchase. Exercise prices of incentive stock
options must be equal to or greater than 100% of the fair market value of the common stock on the grant date and
otherwise in compliance with the requirements of the Internal Revenue Code applicable to incentive stock options
and the terms of the Plan.



MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued

(Unaudited)

Preferred Stock

On December 31, 2009, the Bank began issuing shares of non-cumulative convertible Series 2009A
Preferred Stock. As of March 31, 2010, the sales of this preferred stock have resulted in additional capital of
$4,119,000, net of stock issuance costs. The liquidation preference for the Series 2009A Preferred Stock is $5.00
per share, and this series of preferred stock is non-redeemable. Each share of Series 2009A Preferred Stock is
convertible into two shares of the Bank's common stock by stockholder at any time, but if not converted voluntarily
by the stockholder, each share of this preferred stock will automatically convert into two shares of the Bank's
common stock on March 31, 2015, subject to certain limitations. Additionally, anyone who purchases the Series
2009A Preferred Stock receives one detachable warrant to purchase one share of the Bank’s common stock for
every five shares of the Series 2009A Preferred Stock that they purchase. These detachable warrants and their
related terms are discussed further below.

The fair value of the detachable warrants that were issued in tandem with the Series 2009A Preferred Stock
during the three months ended March 31, 2010 was determined to be approximately $31,000.

The fair value of the detachable warrants as of March 31, 2010 was estimated using the Black-Scholes
warrant pricing model and the following assumptions:

Risk free interest rate 2.92%
Expected life of warrants 6 years
Expected dividend yield 0.00%
Expected volatility 15%

As of March 31, 2010, each detachable warrant had a fair value of $0.35 per share, and that value adjusted
for the fact that one warrant is issued for every five shares of preferred stock that is purchased, made the fair value
of each detachable warrant $0.07 per share. The fair value of the Series 2009A Preferred Stock and the fair value of
the detachable warrants were summed, and the carrying amounts for the Series 2009A Preferred Stock and the
detachable warrants were calculated based on an allocation of the two fair value components. The aggregate fair
value result for both the Series 2009A Preferred Stock and the detachable warrants was calculated to be $4,245,000,
with 1.4% of this aggregate total allocated to the detachable warrants and 98.6% allocated to the Series 2009A
Preferred Stock. As a result of this allocation, the $4,245,000 issuance resulted in the warrants having a value of
$60,000 and the Series 2009A Preferred Stock having a value of $4,185,000.

Stock Warrants

Non-detachable Warrants Issued with Initial Common Stock Offering

As part of the original offering of common stock during its organizational phase, any shares purchased
received non-detachable warrants which provide the stockholder the ability to purchase one additional share of
common stock for every two shares of common stock purchased. The purchase price for the additional shares is
equal to the greater of $10 or 110% of the book value of the stock at the date of exercise. For each recipient, one
half of the non-detachable warrants received were required to be exercised within three years from January 20, 2004
(the date of issuance) and the other half within five years of the date of issuance. The “three-year non-detachable
warrants” and the “five-year non-detachable warrants” have expired (if unexercised). Any warrants that were not
exercised expired on January 20, 2009. During January 2009, 79,574 warrants were exercised, and the remaining
430,357 unexercised warrants were forfeited. The Bank currently has no outstanding non-detachable warrants.

Detachable Warrants Issued with Series 2009A Preferred Stock

As part of the original offering of Series 2009A Preferred Stock, for every five shares of Series 2009A
Preferred Stock purchased, a stockholder receives one detachable warrant which provides the stockholder the ability
to purchase one share of common stock. The purchase price for the common stock shares from these warrants is
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MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued
(Unaudited)
equal to 75% of the book value of the Bank’s common stock as of the previous quarter-end date. The purchase
price for these warrants as of March 31, 2010 was $3.01 per share based on a totally converted book value of $4.01
as of March 31, 2010. For each recipient, the warrants received are required to be exercised by March 31, 2016. At

that time the warrants will expire. There were 169,779 warrants outstanding as of March 31, 2010.

Earnings Per Share

The following is a summary of the components comprising basic and diluted earnings (loss) per common
share of stock (EPS):

Three Months Ended

March 31, March 31,
(In Thousands, except share and per share amounts) 2010 2009
Basic EPS Computation:
Numerator — Income (Loss) for the period $ 360 $ (2,430)
Denominator — Weighted average number of common
shares outstanding 3,841,935 3,828,968
Basic earnings/(loss) per common share $ 0.09 $ (0.64)
Diluted EPS Computation:
Numerator — Income (Loss) for the period $ 360 $ (2,430)
Weighted average number of common shares outstanding 3,841,935 3,828,968
Dilutive effect of preferred stock conversions - N/A
Dilutive effect of warrants - N/A
Dilutive effect of stock options - -
Denominator — Adjusted weighted average number of
common shares outstanding 3,841,935 3,828,968
Diluted earnings (loss) per common share $ 0.09 $ (0.64)

The effects of preferred stock conversions, stock option exercises and warrant purchases in the diluted
earnings per share calculation were considered to be zero for the three months ended March 31, 2010 since the
impact of the exercise of these derivative securities would be anti-dilutive due to market values exceeding the
average exercise prices in the cases of both the stock options and the warrants. In the case of the preferred stock, it
is considered to be equal to the market value of the common stock as of March 31, 2010 and would have no dilutive
impact.

The dilutive effect of stock options was considered to be zero for the three months ended March 31, 2009
since the impact of the exercise of these derivative securities would be anti-dilutive. There was no effect from
preferred stock conversions or stock purchase warrants at March 31, 2009 since there were no shares of preferred
stock or warrants outstanding on that date.

Fair Value Measurements and Fair Value of Financial Instruments

During the first quarter of 2008, the Bank adopted ASC 820, “Fair Value Measurements and Disclosures,”
which established a fair value hierarchy and required an entity to maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair value. The standard describes three levels of inputs
that may be used to measure fair value:

Level 1:  Quoted prices (unadjusted) or identical assets or liabilities in active markets that the entity has
the ability to access as of the measurement date.

Level 2:  Significant other observable inputs other than Level 1 prices such as quoted prices for similar

assets or liabilities; quoted prices in market that are not active; or other inputs that are observable or can be
corroborated by observable market data.
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MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued
(Unaudited)
Level 3:  Significant unobservable inputs that reflect a reporting entity’s own assumptions about the
assumptions that market participants would use in pricing an asset or liability.

Assets and Liabilities Measured on a Recurring Basis

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at March 31, 2010 Using

Quoted Prices in Significant
Active Markets Other Significant
Carrying for Identical Observable Unobservable
Value at Assets Inputs Inputs
(in 000’s) March 31, 2010 (Level 1) (Level 2) (Level 3)
Assets:
Securities available-for-sale $ 34,043 - 34,043 -

Available-for-sale securities are measured on a recurring basis and are obtained from an independent pricing
service. The fair values are based on quoted market prices of comparable securities, broker quotes or
comprehensive interest rate tables and pricing matrices.

Financial Assets and Liabilities Measured on a Non-Recurring Basis

Fair Value Measurements at March 31, 2010 Using

Significant
Quoted Prices in Other Significant
Active Markets for Observable Unobservable
Carrying Value at Identical Assets Inputs Inputs
(in 000’s) March 31, 2010 (Level 1) (Level 2) (Level 3)
Assets:
Impaired loans, net $ 26,827 - - 26,827
Loans held for sale $ 405 - 405 -

Impaired loan balances in the table above represent those collateral-dependent loans where management has
estimated the credit loss by comparing the loans’ carrying values against the expected realized fair values of the
collateral securing those loans. As of March 31, 2010, impaired loans had a carrying amount of $32,068,000, with a
valuation allowance of $5,241,000.

Loans held for sale, which are carried at the lower of cost or fair value, did not have an impairment charge
for the first three months of 2010.
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MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued
(Unaudited)

Non-Financial Assets and Liabilities Measured on a Non-Recurring Basis

Fair Value Measurements at March 31, 2010 Using

Significant
Quoted Prices in Other Significant
Active Markets for Observable Unobservable
Carrying Value at Identical Assets Inputs Inputs
(in 000’s) March 31, 2010 (Level 1) (Level 2) (Level 3)
Assets:
Foreclosed assets $ 1,942 - - 1,942

Foreclosed assets are valued at the time the loan is foreclosed upon, and the asset is transferred to foreclosed
assets. The value is based primarily on third party appraisals, less costs to sell. The appraisals are generally
discounted based on management’s historical knowledge, changes in market conditions from the time of valuation,
and/or management’s expertise and knowledge of the customer and the customer’s business. Such discounts are
typically significant and result in a Level 3 classification of the inputs for determining fair value. Foreclosed assets
are reviewed and evaluated on at least an annual basis for additional impairment and adjusted accordingly, based on
the same factors identified above. Foreclosed assets had a carrying amount of $1,942,000 at March 31, 2010, which
is made up of an outstanding balance of $2,000,000 with a valuation allowance of $58,000.

Fair Value of Financial Instruments

Fair value estimates, methods, and assumptions are set forth below for the Bank’s financial instruments.
Cash and short-term investments

For those short-term instruments, the carrying amount is a reasonable estimate of fair value.

Securities

The carrying amounts for short-term securities approximate fair value because they mature in 90 days or less
and do not present unanticipated credit concerns. The fair value of longer-term securities and mortgage-
backed securities, except certain state and municipal securities, is estimated based on bid prices published in
financial newspapers or bid quotations received from securities dealers. The fair value of certain state and
municipal securities is not readily available through market sources other than dealer quotations, so fair
value estimates are based on quoted market prices of similar instruments, adjusted for differences between
the quoted instruments and the instruments being valued.

Fair values should be calculated based on the value of one unit without regard to any premium or discount
that may result from concentrations of ownership of a financial instrument, possible tax ramifications, or
estimated transaction costs. Accordingly, these considerations have not been incorporated into the fair value
estimates.

Loans

Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated
by type such as commercial, mortgage and other consumer. Each loan category is further segmented into
fixed and adjustable rate interest terms.

The fair value of the various categories of loans is estimated by discounting the future cash flows using the

current rates at which similar loans would be made to borrowers with similar credit ratings and for the same
remaining average estimated maturities.
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MIDSOUTH BANK
Notes to Consolidated Financial Statements, Continued

(Unaudited)

The estimated maturity for mortgages is modified from the contractual terms to give consideration to
management’s experience with prepayments. Management has made estimates of fair value discount rates
that it believes to be reasonable. However, because there is no market for many of these financial
instruments, management has no basis to determine whether the fair value presented below would be
indicative of the value negotiated in an actual sale.

The value of the loan portfolio is also discounted in consideration of the credit quality of the loan portfolio
as would be the case between willing buyers and sellers. Particular emphasis has been given to loans on the
Bank’s internal watch list. Valuation of these loans is based upon borrower performance, collateral values
(including external appraisals), etc.

Loans Held for Sale

These instruments are carried in the consolidated balance sheets at the lower of cost or market value. The
fair values of these instruments are based on subsequent liquidation values of the instruments which did not
result in any significant gains or losses.

Deposit Liabilities

The fair value of demand deposits, savings accounts and certain money market deposits is the amount
payable on demand at the reporting date. The fair value of fixed-maturity certificates of deposit is estimated
using the rates currently offered for deposits of similar remaining maturities. The fair value estimates for
deposits does not include the benefit that results from the low cost funding provided by the deposit liabilities
compared to the cost of borrowing funds in the market.

Federal Funds Purchased and Sold
The carrying amounts approximate fair values as Federal funds are overnight borrowings or investments.
Advances from Federal Home Loan Bank

Short-Term Advances

The carrying amounts of short-term advances approximate fair value as they mature within 90 days.

Long-Term Advances

The fair values of the Bank’s long-term advances are estimated using discounted cash flow analyses based
on the Bank’s current incremental borrowing rates for similar types of borrowing arrangements.

Commitments to Extend Credit, Standby Letters of Credit and Financial Guarantees Written

Loan commitments are made to customers generally for a period not to exceed one year and at the prevailing
interest rates in effect at the time the loan is closed. Commitments to extend credit related to construction
loans are made for a period not to exceed one year with interest rates at the current market rate at the date of
closing. In addition, standby letters of credit are issued for periods extending from one to two years with
rates to be determined at the date the letter of credit is funded. Fees are only charged for the construction
loans and the standby letters of credit and the amounts unearned at March 31, 2010, are insignificant.
Accordingly, these commitments have no carrying value and management estimates the commitments to
have no significant fair value.
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The carrying values and estimated fair values of the Bank’s financial instruments at March 31, 2010 and
December 31, 2009 are as follows:

March 31, 2010 December 31, 2009
Carrying Carrying
(In Thousands) Amount Fair Value Amount Fair Value
Financial assets:
Cash and short-term
INVESIMENtS.....cccevvereecicienes $ 18590 | $ 18,590 | $ 21,937 $ 21,937
SECUNLIES cvovvvevrieeeree e 34,043 34,043 22,010 22,010
Restricted equity securities.......... 1,310 1,310 1,317 1,317
Loans held for sale .........c............ 405 405 560 560
LOANS  .ovceceiericiecieieeeer e 189,478 196,196
Less: allowance for loan
10SSES .o (7,849) (8,080)
Loans, net of allowance............... 181,629 179,104 188,116 187,229
Financial liabilities:
DEPOSItS.....vcvevreieriiee e 223,523 223,962 224,236 224,612
Advances from Federal Home
Loan BanK ........cccceveevevineinennns 1,586 1,687 1,600 1,687
Federal funds purchased.............. - - - -
Securities sold under agreement
to repurchase ........c.occceevevevennen. 2,656 2,656 2,577 2,577
Unrecognized financial
instruments:
Commitments to extend
credit .o - - - -
Standby letters of credit........... - - - -

Limitations

Fair value estimates are made at a specific point in time, based on relevant market information
and information about the financial instruments. These estimates do not reflect any premium or
discount that could result from offering for sale at one time the Bank’s entire holdings of a
particular financial instrument. Because no market exists for a significant portion of the Bank’s
financial instruments, fair value estimates are based on judgments regarding future expected loss
experience, current economic conditions, risk characteristics of various financial instruments,
and other factors. These estimates are subjective in nature and involve uncertainties and matters
of significant judgment and therefore cannot be determined with precision. Changes in
assumptions could significantly affect the estimates.

Fair value estimates are based on estimating on-and-off-balance sheet financial instruments
without attempting to estimate the value of anticipated future business and the value of assets
and liabilities that are not considered financial instruments. Other significant assets and
liabilities that are not considered financial assets or liabilities include deferred tax assets and
liabilities and property, plant and equipment. In addition, the tax ramifications related to the
realization of the unrealized gains and losses can have a significant effect on fair value estimates
and have not been considered in the estimates.
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Recent Accounting Pronouncements

In June 2009, the FASB issued SFAS No. 166, “Accounting for the Transfer of Financial Assets and
Amendment of FASB Statement No. 140 Instruments.” Under FASB’s Codification at ASC 105-10-65-1-d, SFAS
No. 166 will remain authoritative until integrated into the FASB Codification. The statement removes the concept of
a special purpose entity (SPE) from SFAS No. 140 and removes the exception of applying FASB Interpretation 46
Variable Interest Entities, to Variable Interest Entities that are SPEs. It limits the circumstances in which a transferor
derecognizes a financial asset. The statement amends the requirements for the transfer of a financial asset to meet
the requirements for “sale” accounting. The statement is effective for all interim and annual periods beginning after
November 15, 2009. The adoption of this statement did not have a material impact on its consolidated financial
position, results of operations or cash flows.

In June 2009, the FASB issued SFAS No. 167, “Amendments to FASB Interpretation No. 46(R).” Under
FASB’s Codification at ASC 105-10-65-1-d, SFAS No. 167 will remain authoritative until integrated into the FASB
Codification. This Statement amends Interpretation No. 46(R) to require an enterprise to perform an analysis to
determine whether the enterprise’s variable interest give it a controlling financial interest in the variable interest
entity. The statement is effective for all interim and annual periods beginning after November 15, 2009. The
adoption of this statement did not have a material impact on the Bank’s consolidated financial position, results of
operations or cash flows.

In December 2009, the FASB issued Accounting Standards Update (ASU) No. 2009-16, Transfers and
Servicing (ASC Topic 860): Accounting for Transfers of Financial Assets, which updates the derecognition
guidance in ASC Topic 860 for previously issued SFAS No. 166. This update reflects the Board’s response to
issues entities have encountered when applying ASC 860, including: (1) requires that all arrangements made in
connection with a transfer of financial assets be considered in the derecognition analysis, (2) clarifies when a
transferred asset is considered legally isolated from the transferor, (3) modifies the requirements related to a
transferee’s ability to freely pledge or exchange transferred financial assets, and (4) provides guidance on when a
portion of a financial asset can be derecognized. This update is effective for financial asset transfers occurring after
the beginning of an entity’s first fiscal year that begins after November 15, 2009. The adoption of this statement did
not have a material impact on the Bank’s consolidated financial position, results of operations or cash flows.

In January 2010, the FASB issued ASU No. 2010-06- Fair Value Measurements and Disclosures amending
Topic 820. The ASU provides for additional disclosures of transfers between assets and liabilities valued under
Level 1 and 2 inputs as well as additional disclosures regarding those assets and liabilities valued under Level 3
inputs. The new disclosures are effective for interim and annual reporting periods beginning after December 15,
2009 except for those provisions addressing Level 3 fair value measurements which provisions are effective for
fiscal years, and periods therein, beginning after December 15, 2010. The adoption of this Statement did not have a
material impact on the Bank’s consolidated financial statements.

In January 2010, the FASB issued guidance clarifying the accounting for shareholder distributions where
the shareholder has the ability to elect to have his/her distribution in the form of cash (up to a pre-determined
maximum), stock or a combination of the two. The amendments of the update provide that the stock portion of a
distribution where the shareholder had the ability to elect the distribution as stock or cash (up to a pre-determined
maximum) should be accounted for as a share issuance and thereby eliminate diversity in practice. The provisions of
this update became effective for financial statements dated on or after December 15, 2009. The adoption of this
standard did not have a material impact on the Bank’s consolidated financial position, results of operations or cash
flows.

In March 2010, the FASB issued ASU No. 2010-09 amending FASB ASC Topic 855 to exclude SEC
reporting entities from the requirement to disclose the date on which subsequent events have been evaluated. It
further modifies the requirement to disclose the date on which subsequent events have been evaluated in reissued
financial statements to apply only to such statements that have been restated to correct an error or to apply U.S.
GAARP retrospectively. The Bank has complied with ASU No. 2010-09.
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General

MidSouth Bank began operations on January 20, 2004 as a full-service community bank chartered under the
laws of the State of Tennessee with deposits insured through the Deposit Insurance Fund administered by the Federal
Deposit Insurance Corporation (FDIC). It is a member of the Federal Reserve System, and its primary federal
regulator is the Board of Governors of the Federal Reserve System (Federal Reserve). The Bank offers a wide range
of banking services including checking, savings, money market accounts, certificates of deposit and loans for
consumers and businesses. The Bank has trust powers and has an active trust department that provides both trust
services and (as agent) alternative investment products for its customers. The Bank is subject to regulation,
supervision, and examination by the Tennessee Department of Financial Institutions and the Federal Reserve;
however, such regulation, supervision and examination are for the protection of consumers, the Deposit Insurance
Fund administered by the FDIC, and the banking system and not for the protection of investors or other stakeholders.
The area served by MidSouth Bank is Rutherford County in Tennessee and adjacent geographic areas in Middle
Tennessee. Services are provided at the main office, three full-service banking offices in Murfreesboro, Tennessee
and one full-service banking office located in Smyrna, Tennessee.

The Bank has targeted commercial business lending, commercial residential real estate lending and consumer
lending as potential growth areas in its highly competitive markets. The Bank seeks to build a loan portfolio which is
capable of adjusting to swings in the interest rate market, and it is the Bank’s policy to maintain a diverse loan
portfolio not dependent on any particular market or industrial segment.

The purpose of this discussion is to provide insight into the financial condition and results of operations of
the Bank. This discussion should be read in conjunction with the annual consolidated financial statements filed in
conjunction with the Bank’s Annual Report on Form 10-K for the year ended December 31, 2009 as filed with the
Federal Reserve in March of 2010. The Annual Report on Form 10-K also contains important information concerning
the Bank, its operations, applicable laws and regulations, and other matters.

Recent Developments

The U.S. and global economies have experienced and are experiencing significant stress, volatility and
disruptions in the financial sector over the past 18 to 24 months, continuing into the present. Dramatic slowdowns in
the housing industry, with falling home prices and increasing foreclosures and unemployment, have resulted in
significant and prolonged problems for financial institutions, including government-sponsored entities and investment
banks. As the impact of financial declines continues to affect the economy, it can be expected that many or most
economic sectors will continue to be adversely affected, thus impacting many or most components of the Bank’s
customer base. These issues have already caused many financial institutions to seek additional capital, to merge with
larger and stronger institutions and, in some cases, to fail.

The Bank, with the approval and support of its Board of Directors, and the approval of its regulators, is in the
process of raising additional capital to help work through this difficult economic period and to position the Bank to
support its future growth once the local economy stabilizes and begins to recover. The current offering is a
convertible preferred stock instrument that has been qualified by the Bank’s regulators as tier 1 capital. It was first
made available to existing shareholders, and then after a designated period of time, it became available to the general
public. The offering began at the end of the fourth quarter of 2009 and is slated to continue until May 31, 2010. The
maximum amount of tier 1 capital that the Bank can raise in this offering is $15 million. The Bank is also seeking
approval from its shareholders to offer up to $5 million of convertible, 6% fixed rate debentures to preferred stock
investors. That vote will be tallied at the annual meeting of shareholders on May 27, 2010. Such an investment in
debentures would be considered tier 2 capital in the Bank’s capital structure. That instrument is fully described in the
preferred stock offering circular that became available in December of 2009. That document is available upon request
by contacting Investor Relations at (615) 278-7100, or it may be retrieved from the Bank’s website on the
“Shareholder Information” page. The Bank’s website address is www.midsouthbanking.com.

In response to the financial crisis affecting the banking and financial markets, in October 2009, the
Emergency Economic Stabilization Act of 2009 (EESA) was signed into law. Pursuant to the EESA, the U. S.
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Treasury (Treasury) has the authority to, among other things, purchase up to $700 billion of mortgages, mortgage-
backed securities and certain other financial instruments from financial institutions for the purpose of stabilizing and
providing liquidity to the U. S. financial markets.

In addition, the Treasury was authorized to purchase equity positions in U. S. financial institutions. Under
this program, known as the Troubled Assets Relief Program Capital Purchase Program (TARP Capital Purchase
Program), from the funds authorized by the EESA, the Treasury has been allowed to purchase senior preferred stock
in a number of U. S. financial institutions. In conjunction with the purchase of senior preferred stock, the Treasury
received warrants to purchase common stock with an aggregate market price equal to 15% of the total amount of the
senior preferred investment. Participating financial institutions were required to adopt the Treasury’s standards for
executive compensation and corporate governance for the period during which the Treasury holds equity issued under
the TARP Capital Purchase Program, and they will be restricted from increasing dividends to common shareholders or
repurchasing common stock for three years without the consent of the Treasury.

Further, after receiving a recommendation from the boards of the FDIC and the Federal Reserve, the
Treasury signed the systemic risk exception to the FDIC Act, enabling the FDIC to temporarily provide a 100%
guarantee of the senior debt of all FDIC-insured institutions and their holding companies, as well as deposits in non-
interest bearing transaction deposit accounts under a Temporary Liquidity Guarantee Program. Coverage under the
Temporary Liquidity Guarantee Program was available for 30 days without charge and thereafter at a cost of 75 basis
points per annum for senior unsecured debt and 10 basis points per annum for non-interest bearing transaction
deposits. The expiration date of that program has been extended and is currently in effect until June 30, 2010.

The Bank decided to participate in the Temporary Liquidity Guarantee Program as it relates to noninterest-
bearing deposit accounts but elected not to participate in the program covering senior unsecured debt issues. The
Bank initially applied for participation in the TARP Capital Purchase Program, but management, with Board of
Director approval, withdrew its application.

It is not clear at this time what impact the EESA, the TARP Capital Purchase Program, the Temporary
Liquidity Guarantee Program, other liquidity and funding initiatives of the Federal Reserve and other agencies that
have been previously announced, and any additional programs that may be initiated in the future will have on the
Bank and the U. S. and global financial markets.

Forward-Looking Statements

Management’s discussion of the Bank and management’s analysis of the Bank’s operations and prospects,
and other matters, may include forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995 and other provisions of federal and state securities laws. Although the Bank believes that the
assumptions underlying such forward-looking statements contained in this Report are reasonable, any of the
assumptions could be inaccurate and, accordingly, there can be no assurance that the forward-looking statements
included herein will prove to be accurate. The use of such words as expect, anticipate, forecast, project and
comparable terms should be understood by the reader to indicate that the statement is “forward-looking” and thus
subject to change in a manner that can be unpredictable. Factors that could cause actual results to differ from the
results anticipated, but not guaranteed, in this Report, include (without limitation) economic and social conditions,
relative declines in residential real estate construction in the United States, issues related to “subprime” mortgages,
competition for loans, mortgages, and other financial services and products, changes in interest rates, unforeseen
changes in liquidity, results of operations, and financial conditions affecting the Bank’s customers, as well as other
risks that cannot be accurately quantified or completely identified. Many factors affecting the Bank’s financial
condition and profitability, including changes in economic conditions, the volatility of interest rates, political events
and competition from other providers of financial services simply cannot be predicted. Because these factors are
unpredictable and beyond the Bank’s control, earnings may fluctuate from period to period. The purpose of this type
of information is to provide readers with information relevant to understanding and assessing the financial condition
and results of operations of the Bank, and not to predict the future or to guarantee results. The Bank is unable to
predict the types of circumstances, conditions, and factors that can cause anticipated results to change. The Bank
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undertakes no obligation to publish revised forward-looking statements to reflect the occurrence of changes or
unanticipated events, circumstances, or results.

Results of Operations

The Bank had earnings of $360,000 for the first three months of 2010, compared to a loss of $2,430,000 for
the same period of 2009. On a per share basis, the earnings were $0.09 per share of common stock for the first three
months of 2010, compared to the loss of $0.64 per share of common stock for the first three months of 2009.

During the first quarter of 2010, there were a number of variances when compared with the same period of
2009. The largest of these variances was related to the provision for loan losses. The Bank recorded a provision for
loan losses of $300,000 for the first quarter of 2010. This compares with provision for loan losses of $2,670,000 in
the first quarter of 2009, which related primarily to the Bank’s $2 million participation in a loan to a bank holding
company that was originated by another larger commercial bank in our local market, while the remainder of that
provision expense related to management’s evaluation of the local economy, which was getting very weak at that time.
While recent appraisals indicate that real estate values have significantly declined over the past 12 to 18 months,
management has attempted to properly and aggressively assess the loans in the portfolio in order to act in a prudent
manner to properly provide for potential loan losses. This is reflected in the fact that the Bank recorded provisions for
loan losses of nearly $12 million in 2009.

Also during the first quarter of 2010, the Bank recorded gains of $293,000 from the sales of available-for-sale
investment securities, compared with no gains for the first quarter of 2009. In addition, the Bank’s salaries and
employee benefits were down $228,000, or 18.4%, when comparing the first quarter of 2010 with the same period of
2009. Those items served to offset the $179,000, or 7.7%, decrease in net interest income when comparing the first
quarter of 2010 with the first quarter of 2009. The decrease in the salaries and employee benefits is directly related to
the actions taken by management in mid-2009 when the Bank reduced staff, even to the point of reducing the size of
the Bank’s executive management team. The decrease in net interest income in the first quarter of 2010 is attributed
to a combination of the following: (1) the number of loans that have been either paid off or charged off, thereby
reducing outstanding balances on the Bank’s books; (2) the volume of loans that have been placed on nonaccrual
status and are earning interest on the cash basis; and (3) the sales of, and reinvestment in, available-for-sale securities,
which resulted in the reduction of the yield on the Bank’s investment portfolio by 100 basis points, or more in some
cases.

Management considers the local economy to be weak but showing some signs of stabilizing based on current
inventories of residential real estate and feedback that has been received from Board members and others in the real
estate community; however, with an unemployment rate in Tennessee of 10.6%, and a local unemployment rate in
Rutherford County of 9.7%, management believes that any improvement in the local economy, once it begins, will
occur gradually over an extended period of time.

Net Interest Income

Net interest income represents the amount by which interest earned on various earning assets exceeds interest
paid on deposits and other interest-bearing liabilities and is the most significant component of the Bank’s earnings.
Total interest income for the three months ended March 31, 2010 was $2,964,000 and total interest expense was
$819,000. Net interest income for the first quarter of 2010 totaled $2,145,000. For the same period in 2009 total
interest income was $3,450,000 and total interest expense was $1,126,000. This represents a 14.1% decrease in total
interest income and a 27.3% decrease in total interest expense when comparing the same quarters from 2010 and
2009. Net interest income for the first quarter of 2010 was $2,324,000. This represents a decrease of 7.7% in net
interest income when comparing the first quarter of 2010 with the same period in 2009. When comparing the
variances related to interest income and interest expense for the first quarter of 2010 and the first quarter of 2009, the
decreases were attributed to the following: (1) the reduction of loan balances during the period due to payoffs and
charge-offs; (2) the reduction of loan yields based on the number of loans that have been placed on nonaccrual status;
and (3) the sales of, and reinvestment in, available-for-sale securities, which resulted in the reduction of the overall
yield on the Bank’s investment portfolio by 100 basis points, or more in some cases.
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The Federal Reserve has not raised interest rates significantly over the past several months, and management
understands that the Federal Reserve has indicated that interest rates will remain unchanged for the foreseeable future.
In several Federal Reserve press releases, the Federal Open Market Committee has stated that it “will maintain the
target range for the federal funds rate at 0 to 1/4 percent and continues to anticipate that economic conditions,
including low rates of resource utilization, subdued inflation trends, and stable inflation expectations, are likely to
warrant exceptionally low levels of the federal funds rate for an extended period.” Based on that report and others like
it, management believes that the Bank’s net interest margin should remain relatively stable over the remainder of
2010, depending upon rates offered by competitors in its local markets and depending upon the stability of the Bank’s
loan portfolio.

Provision for Loan Losses

The provision for loan losses represents a charge to earnings necessary to establish an allowance for loan
losses that, in management’s evaluation, is adequate to provide coverage for estimated losses on outstanding loans and
to provide for uncertainties in the economy. As a result of evaluating the allowance for loan losses at March 31, 2010,
management recorded a provision of $300,000 for the first quarter of 2010. The volume and composition of the loan
portfolio has changed considerably over the past several months, thereby effectively reducing the specific reserves
required on certain impaired relationships and through changes in risk factor categories and calculations in the portion
of the allowance for loan losses not specifically allocated to certain relationships. A provision of $2,670,000 was
recorded during the first quarter of 2009, and approximately $2 million of that provision related to a participation loan
to a bank holding company that was originated by a larger bank in our local market. The remainder of the first quarter
2009 provision was based on management’s assessment of the loan portfolio and the local economy, which was
considered to be weak at that time.

Until the economy begins to recover, management recognizes that there may be more borrowers that develop
cash flow issues that will affect their ability to fully pay back their loans. Our reserve analysis and our provisions to
the allowance for loan losses factor in these considerations, but if the economy continues to weaken or does not begin
to recover, then the Bank may have to record additional loan loss provisions during the remainder of 2010. The total
allowance for loan losses was $7,849,000, or 4.1% of loans, at March 31, 2010, and $8,080,000, or 4.1% of loans, at
December 31, 2009. The level of the allowance and the amount of the provisions involve evaluation of uncertainties
and matters of judgment. Management believes the allowance for loan losses at March 31, 2010 and December 31,
2009 to be adequate.

Non-Interest Income

The Bank’s non-interest income primarily consists of service charges on deposits, fees on mortgage
originations, fees from brokerage operations, gains on sales of available-for-sale securities and other fees and
commissions. Total non-interest income for the three months ended March 31, 2010 was $693,000 and was $427,000
for the same period in 2009, which is an increase of $266,000, or 62.3%. The primary reason for the increase was the
sale of available-for-sale securities in the first quarter of 2010 that resulted in realized gains of $293,000. Beyond that
gain, the Bank’s deposit service charges and other fees and commissions were consistent when comparing the first
quarter of 2010 with same period in 2009, while brokerage fee income increased by $28,000, or 32.9%, reflecting the
slight rebound in value of the national stock markets in the first quarter of 2010 as compared with the same period of
2009. In addition, mortgage loan fees declined by $64,000, or 51.2%, when comparing the first quarter of 2010 with
the first quarter of 2009 due to a decline in loan demand coupled with the loss of a key originator within the Bank’s
mortgage loan team.

Management believes that other fees and commissions, brokerage fees and mortgage origination fees will be
fairly stable for the remainder of 2010, while net interest income will continue to provide the core earnings for the
Bank. If the national stock markets continue to increase in value, the Bank’s brokerage income will continue to be
enhanced, since many of the Bank’s fee opportunities in brokerage directly correlate to the stock markets’ increases or
decreases; however, management believes that the Bank’s service charges on deposit accounts may be negatively
impacted by legislation related to Regulation E, which affects nonsufficient funds fees charged on transactions when
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those transactions are conducted through an ATM or point-of-sale terminal at a merchant location. The impact of that
legislation will begin during the third quarter of 2010.

Non-Interest Expense

Non-interest expenses consist primarily of employee costs, occupancy expenses, FDIC insurance premiums,
and other operating expenses. Non-interest expense for the three months ended March 31, 2010 was $2,178,000,
compared to $2,511,000 for the same period in 2009, a decrease of $333,000, or 13.3%. The decrease relates
primarily to decreases in employee salaries and benefits of $228,000, or 18.4%, occupancy and furniture and
equipment expenses of $62,000, or 19.1%, advertising expense of $30,000, or 46.2%, and other operating expense of
$57,000, or 12.4%. These decreases were offset by increases in FDIC insurance premiums of $42,000, or 27.5% and
professional fees of $40,000, or 35.7%. Many of the decreases noted above were due to specific actions that have
been taken by management to reduce the Bank’s non-interest expenses.

Income Taxes

The Bank will record no income tax expense for 2010 due to the Bank’s cumulative losses from the previous
years of operation.

Financial Condition

Balance Sheet Summary

The Bank’s total assets were $250,304,000 at March 31, 2010 and $248,877,000 at December 31, 2009.
Loans, net of allowance for loan losses, totaled $181,629,000 at March 31, 2010 and $188,116,000 at December 31,
2009. Investment securities totaled $34,043,000 at March 31, 2010 and $22,010,000 at December 31, 20009.
Restricted equity securities totaled $1,310,000 and $1,317,000 at March 31, 2010 and December 31, 2009,
respectively. Interest-bearing accounts at other financial institutions totaled $17,334,000 and $20,808,000 at March
31, 2010 and December 31, 2009, respectively. The percentage changes for these categories are a 0.6% increase in
total assets, a 3.4% decrease in loans net of allowance for loan losses, a 54.7% increase in investment securities, and a
0.5% decrease in restricted equity securities. The decrease in loans is due to pay downs, payoffs and charge-offs,
especially related to the Bank’s focused efforts on moving troubled loan relationships off of the Bank’s books. The
large increase in investment securities relates to the purchase of mortgage-backed securities (MBS) and collateralized
mortgage obligations (CMQ’s) that were purchased from the funds obtained from loan pay downs and from sales of
available-for-sale securities during the first quarter of 2010. The decrease in interest-bearing accounts at other
financial institutions is related to using funds from the bank’s correspondent relationship at the Federal Reserve Bank
to purchase the investment securities noted above.

Total liabilities decreased by 0.3% to $228,388,000 at March 31, 2010 from $229,026,000 at December 31,

2009. Stockholders’ equity increased 10.4% to $21,916,000 at March 31, 2010 from $19,851,000 at December 31,
2009. A more detailed discussion of assets, liabilities and capital follows.
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Loans

Loan categories are as follows:

March 31, 2010 December 31, 2009
Amount Percentage Amount Percentage
(In Thousands) (In Thousands)
Commercial, financial and
agricultural $ 116,446 61.5% $ 120,583 61.5%
Real estate — mortgage 46,876 24.7 44 555 22.7
Real estate — construction 23,349 12.3 27,774 14.1
Consumer 2,807 15 3,284 1.7
Total $ 189,478 100.0% $ 196,196 100.0%

Loans are a large component of the Bank’s assets and are a primary source of income. The loan portfolio is
composed of four primary loan categories: commercial, financial and agricultural; consumer; real estate — mortgage;
and real estate — construction. The table above sets forth the loan categories and the percentage of such loans in the
portfolio at March 31, 2010 and December 31, 2009.

As represented in the table, loans declined by approximately 3.4% during the first quarter of 2010. At March
31, 2010, residential real estate loans are 37.0% of total loans. Accordingly, the Bank has a significant concentration
of credit that is dependent on the continuing strength of the local real estate market. Management is focused on
making loans in an orderly fashion to maintain quality, especially in these strained economic times. Since
construction loans are particularly risky in the current economic environment, management does not expect to
originate a significant amount of this type of loan, except where the risk to the Bank has been significantly mitigated.

The Bank follows the provisions of ASC 310-10 and ASC 310-40. These standards apply to impaired loans
except for large groups of smaller-balance homogeneous loans that are collectively evaluated for impairment
including residential mortgage and consumer installment loans.

The Federal regulatory agencies issued two “guidances” that have a significant impact on real-estate related
lending and, thus, on the operation of the Bank. One part of the guidance could require lenders to restrict lending
secured primarily by certain categories of commercial real estate to a level of 300% of their capital or to raise
additional capital. This factor, combined with the current economic environment, has affected the Bank’s loan
strategy away from, or to limit its expansion of, commercial real estate lending, which has been a material part of the
Bank’s lending strategy. This could also have a negative impact on the Bank’s lending and profitability. Management
actively monitors the composition of the Bank’s loan portfolio, focusing on concentrations of credit, and the results of
that monitoring activity is periodically reported to the Board of Directors.

The other guidance relates to the structuring of certain types of mortgages that allows negative amortization
of consumer mortgage loans. Although the Bank does not engage at present in a significant amount of lending using
these types of instruments, the guidance could have the effect of making the Bank less competitive in consumer
mortgage lending if the local market is driving the demand for such an offering.

A loan is impaired when it is probable that the Bank will be unable to collect the scheduled payments of
principal and interest due under the contractual terms of the loan agreement. Impaired loans are measured at the
present value of expected future cash flows discounted at the loan’s effective interest rate, at the loan’s observable
market price, or the fair value of the collateral if the loan is collateral dependent. If the measure of the impaired loan
is less than the recorded investment in the loan, the Bank shall recognize an impairment by creating a valuation
allowance with a corresponding charge to the provision for loan losses or by adjusting an existing valuation allowance
for the impaired loan with a corresponding charge or credit to the provision for loan losses.

The Bank’s single family residential and consumer loans which total approximately $44,046,000 and
$2,807,000, respectively at March 31, 2010, are divided into various groups of smaller-balance homogeneous loans
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that are collectively evaluated for impairment. Substantially all other loans of the Bank are evaluated for specific
impairment.

The Bank considers all loans subject to the provisions of ASC 310-10 and ASC 310-40 that are on
nonaccrual status to be impaired. Loans are placed on nonaccrual status when doubt as to timely collection of
principal or interest exists, or when principal or interest is past due 90 days or more unless such loans are well-secured
and in the process of collection. Delays or shortfalls in loan payments are evaluated with various other factors to
determine if a loan is impaired. Generally, delinquencies under 90 days are considered insignificant unless certain
other factors are present which indicate impairment is probable. The decision to place a loan on nonaccrual status is
also based on an evaluation of the borrower’s financial condition, collateral, liquidation value, and other factors that
affect the borrower’s ability to pay.

Generally, at the time a loan is placed on nonaccrual status, all interest accrued and uncollected on the loan in
the current fiscal year is reversed from income, and all interest accrued and uncollected from the prior year is charged
off against the allowance for loan losses. Thereafter, interest on nonaccrual loans is recognized as interest income
only to the extent that cash is received and future collection of principal is not in doubt. If the collectability of
outstanding principal is doubtful, such interest received is applied as a reduction of principal. A nonaccrual loan may
be restored to accruing status when principal and interest is no longer past due and unpaid and future collection of
principal and interest on a timely basis is not in doubt. At March 31, 2010 there were 60 non-accrual loans totaling
$12,465,000, and there were 44 non-accrual loans totaling $13,649,000 at December 31, 2009.

Other loans may be classified as impaired when the current net worth and financial capacity of the borrower
or the collateral pledged, if any, is viewed as inadequate. In those cases, such loans have a well-defined weakness or
weaknesses that jeopardize the liquidation of the debt, and if such deficiencies are not corrected, there is a probability
that the Bank will sustain some loss. In such cases, interest income continues to accrue as long as the loan does not
meet the Bank’s criteria for nonaccrual status.

Generally the Bank also classifies as impaired any loans the terms of which have been modified in a troubled
debt restructuring. Interest is accrued on such loans that continue to meet the modified terms of their loan agreements.
At March 31, 2010 the Bank had two loans that have had the terms modified in a troubled debt restructuring and at
December 31, 2009, the Bank had no loans that have had the terms modified in a troubled debt restructuring.

The Bank’s charge-off policy for impaired loans is similar to its charge-off policy for all loans in that loans
are charged-off in the month when they are considered uncollectible.

Impaired loans and related allowance for loan loss allocation amounts at March 31, 2010 and December 31,
2009 were as follows:

March 31, December 31,
2010 2009
(In Thousands)
Recorded investment $ 24,557 $ 16,732
Loan loss allocation $ 5,241 $ 3,678
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Impaired loans without allowance for loan loss allocation amounts at March 31, 2010 and December 31,
2009 were as follows:

March 31, December 31,
2010 2009
(In Thousands)

Recorded investment $ 7,511 $ 4,756

The average recorded investment in impaired loans for March 31, 2010 and December 31, 2009 was
$23,692,000 and $16,783,000, respectively. The related total amount of interest income recognized on the accrual
basis for the period that such loans were impaired was $1,268,000 for the first three months of 2010 and $908,000 for
year-end 2009. The Bank’s level of impaired loans increased over the past quarter, going from $21,488,000 at
December 31, 2009, to $32,068,000 at March 31, 2010 as a result of several commercial customers developing cash
flow issues within that segment of the loan portfolio. As the current economic recession has continued, it has affected
a number of business customers and commercial real estate owners in addition to the borrowers in the real estate
construction industry. Bank management believes that existing loan loss reserves are adequate to absorb potential
losses that may occur in these segments of the portfolio.

At March 31, 2010 and December 31, 2009, there were $51,941,000 and $37,389,000, respectively, in loans
included in the Bank’s internal classified loan list. Loans are listed as classified when information obtained about
possible credit problems of the borrower has prompted management to question the ability of the borrower to comply
with the agreed repayment terms of the loan agreement. The loan classifications could represent or result from trends
or uncertainties which management expects will materially impact future operating results, liquidity or capital
resources.

The allowance for loan losses is discussed under “Provision for Loan Losses”. The Bank maintains its
allowance for loan losses at an amount considered by management to be adequate to provide for the possibility of loan
losses in the loan portfolio.

Essentially all of the Bank’s loans originate from Rutherford County and adjacent counties in Tennessee.
The Bank seeks to exercise prudent risk management in lending, including diversification by loan category and
industry segment, as well as by identification of credit risks.

The Bank has targeted commercial business lending, commercial and residential real estate lending and
consumer lending. The Bank seeks to build a loan portfolio which is capable of adjusting to swings in the interest rate
market, and it is the Bank’s policy to maintain a diverse loan portfolio not dependent on any particular market or
industrial segment. Management has set a goal for loans to approximate 85% to 90% of deposits.

Securities

Securities are a primary component of the Bank’s earning assets. Securities totaled $34,043,000 at March 31,
2010. This represents a 54.7% increase from the December 31, 2009 total of $22,010,000. The increase in securities
is due to the Bank’s purchasing several blocks of mortgage-backed securities in the first quarter of 2010 to enhance
the Bank’s interest income by putting cash from loan pay downs and payoffs into investment securities. Restricted
equity securities totaled $1,310,000 and $1,317,000 at March 31, 2010 and December 31, 2009, respectively.

The Bank applies the provisions of ASC 320, “Investments — Debt and Equity Securities.” Under the
provisions of the Statement, securities are classified in three categories and accounted for as follows:

e Debt securities that the enterprise has the positive intent and ability to hold to maturity are classified as held-
to-maturity securities and reported at amortized costs.
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e Debt and equity securities that are bought and held principally for the purpose of selling them in the near
term are classified as trading securities and reported at fair value, with unrealized gains and losses included in
earnings.

e Debt and equity securities not classified as either held-to-maturity securities or trading securities are
classified as available-for-sale securities and reported at fair value, with unrealized gains and losses excluded
from earnings and reported as a separate component of stockholders’ equity.

The Bank has classified all its securities as available-for-sale. The investment securities portfolio is the
second largest component of the Bank’s earning assets and represented 13.6% of total assets at March 31, 2010. The
Bank uses the investment securities portfolio to provide cash flow and to meet pledging requirements for deposits of
public funds, securities sold under agreement to repurchase and secured Fed Funds lines of credit. The average yield
on the investment securities portfolio during the first quarter of 2010 was 3.29%.

Deposits

Deposits are the principal source of funds for the Bank. Total deposits were $223,523,000 and $224,236,000
at March 31, 2010 and December 31, 2009, respectively, a decrease of 0.3%. The Bank has targeted local consumers,
professionals, local governments and commercial businesses as its central customers; therefore, deposit instruments in
the form of demand deposits, savings accounts, money market demand accounts, certificates of deposit and individual
retirement accounts are offered to customers.

Management believes Rutherford County and the surrounding area is a growing economic market offering
growth opportunities for the Bank; however, the Bank competes with several of the larger bank holding companies
that have bank offices in this area, as well as other community banks; and therefore, no assurances of market growth
can be given. Even though the Bank is in a very competitive market, management currently believes that its market
share will be expanded. Management firmly believes that its position as a locally-owned financial institution that
offers personalized service will contribute significantly to quality loans and deposit growth and profitability.

Non-interest bearing deposits increased 4.8% from $26,079,000 at December 31, 2009 to $27,324,000 at
March 31, 2010. Total interest-bearing deposits decreased by 1.0% from $198,157,000 at December 31, 2009 to
$196,199,000 at March 31, 2010.

The table below sets forth the total balances of our deposits by type as of March 31, 2010 and December 31,
2009, and the percent change in balances over the intervening period:

March 31, December 31,
2010 2009 % Change
(In Thousands)
Non-interest bearing accounts $ 27,324 $ 26,079 4.8%
NOW accounts 31,908 28,793 10.8
Money market accounts 38,836 39,577 (1.9)
Savings accounts 2,219 2,042 8.7
Certificates of deposit 117,026 121,420 (3.6)
Individual retirement accounts 6,210 6,325 (1.8)
Total deposits $ 223523 $ 224,236 (0.3)%

Liquidity and Asset Management

The Bank’s management seeks to maximize net interest income by managing the Bank’s assets and liabilities
within appropriate constraints on capital, liquidity and interest rate risk. Liquidity is the ability to maintain sufficient
cash levels necessary to fund operations, meet the requirements of depositors and borrowers, and fund attractive
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investment opportunities. The Bank’s primary source of liquidity is expected to be a stable core deposit base. In
addition, short-term investments, loan payments and investment security maturities provide a secondary source.
Higher levels of liquidity bear corresponding costs, measured in terms of lower yields on short-term more liquid
earning assets and higher interest expense involved in extending liability maturities.

The Bank maintains a formal asset and liability management process to quantify, monitor and control interest
rate risk and to assist management in maintaining stability in the net interest margin under varying interest rate
environments. The Bank accomplishes this process through the development and implementation of lending, funding
and pricing strategies designed to maximize net interest income under varying interest rate environments subject to
specific liquidity and interest rate risk guidelines.

Analysis of rate sensitivity and rate gap analysis are the primary tools used to assess the direction and
magnitude of changes in net interest income resulting from changes in interest rates. Included in the analysis are cash
flows and maturities of financial instruments held for purposes other than trading, changes in market conditions, loan
volumes and pricing and deposit volume and mix. These assumptions are inherently uncertain, and, as a result, net
interest income cannot be precisely estimated nor can the impact of higher or lower interest rates on net interest
income be precisely predicted. Actual results will differ due to timing, magnitude and frequency of interest rate
changes and changes in market conditions and management’s strategies, among other factors.

The Bank’s securities portfolio consists of earning assets that provide interest income. Securities classified
as available-for-sale include securities intended to be used as part of the Bank’s asset/liability strategy and/or
securities that may be sold in response to changes in interest rate, prepayment risk, the need or desire to increase
capital and similar economic factors. Securities totaling $608,000 mature or will be subject to rate adjustments within
the next 12 months.

A secondary source of liquidity is the Bank’s loan portfolio. At March 31, 2010, loans of approximately
$76.0 million either will become due or will be subject to rate adjustments within 12 months from the respective date.

As for liabilities, certificates of deposit of $100,000 or greater of approximately $58.4 million will become
due during the next 12 months. Management does not anticipate that there will be significant reductions from deposit
accounts that allow withdrawals, such as negotiable order of withdrawal accounts, money market demand accounts,
demand deposits and regular savings accounts in the future.

Capital Position and Dividends

At March 31, 2010 and December 31, 2009, total stockholders’ equity was $21,916,000 and $19,851,000 or
8.8% and 8.0%, respectively, of total assets. That is an increase of $2,065,000, or 10.4%, since year-end, and that is
primarily related to preferred stock sales.

At December 31, 2009, the Bank initiated an offering of convertible voting noncumulative Series 2009A
Preferred Stock. Each share of Series 2009A Preferred Stock automatically converts into two shares of the Bank’s
common stock but are convertible at any time prior to the mandatory conversion date at the discretion of the
stockholder. In addition, for every five shares of Series 2009A Preferred Stock purchased, stockholders receive one
warrant to purchase one share of the Bank’s common stock at a price equal to 75% of the Bank’s book value per
common share as of the preceding quarter-end. Since its inception, the offering has brought in capital of $4,119,000
though March 31, 2010, $2,092,000 of which has been sold in the first quarter of 2010. The Bank’s Board has set the
offering to expire on May 31, 2010. At March 31, 2010, the Bank had sold 848,928 shares of Series 2009A Preferred
Stock, which resulted in the issuance of 169,779 detachable warrants to purchase common stock.

The Bank’s principal regulators have established minimum risk-based capital requirements and leverage
capital requirements for the Bank. These guidelines classify capital into two categories of Tier | and Total risk-based
capital. Total risk-based capital consists of Tier | (or core) capital (essentially common equity less intangible assets)
and Tier 1l capital (essentially qualifying long-term debt, of which the Bank has none, and a part of the allowance for
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loan losses). In determining risk-based capital requirements, assets are assigned risk-weights of 0% to 100%,
depending on regulatory assigned levels of credit risk associated with such assets.

There are statutory, regulatory and prudential limitations on the payment of dividends by the Bank.
Tennessee law restricts the amount of dividends that may be paid by the Bank. In no event is a Tennessee-chartered
bank permitted to pay dividends in any calendar year that exceed the total of its net income of that year combined with
its retained net income of the preceding two years without the prior approval of the Commissioner of the Tennessee
Department of Financial Institutions. Prior regulatory approval must be obtained before declaring any dividends if the
amount of the Bank’s capital and surplus is below certain statutory limits. Dividends can also be restricted under
federal law, and under state safety and soundness considerations, as a result of a declining or inadequate capital level.
Future dividends may be paid at the discretion of the board of directors consistent with the regulatory, legal and
prudential considerations discussed elsewhere in this document.

The table below sets forth the Bank’s capital ratios as of the periods indicated.

March 31, December 31,
2010 2009

Tier | Leverage 8.96% 7.92%
Regulatory Minimum 4.00% 4.00%
Well-capitalized Minimum 5.00% 5.00%
Tier | Risk-Based Capital 10.61% 9.11%
Regulatory Minimum 4.00% 4.00%
Well-capitalized Minimum 6.00% 6.00%
Total Risk-Based Capital 11.89% 10.39%
Regulatory Minimum 8.00% 8.00%
Well-capitalized Minimum 10.00% 10.00%

The Bank is considered well-capitalized based on its regulatory capital ratios, and those ratios have increased
as we have begun raising capital through a preferred stock offering and as we have repositioned our balance sheet,
reducing the loan portfolio though payoffs and pay downs and purchasing securities with lower risk-weight
percentages. The currently planned emphasis for the short-term is to continue raising additional capital through our
preferred stock offering that is expected to expire on May 31, 2010. The Bank’s profitability is also a focus, but in the
short run that will be primarily driven by asset quality. Due to the state of the current economy, asset quality is the
main issue being faced by MidSouth Bank, and the banking industry as a whole, since a number of the Bank’s
customers have been, or are being, impacted and may be unable to repay their loans.

The Bank has entered into an agreement with the Bank’s regulatory agencies that provides for periodic
reporting of the Bank’s earnings, projections, annual budgets, strategic plans, capital plans and plans for the reduction
of classified assets. The agreement also provides for additions of, or enhancements to, certain policies related to the
Bank’s lending and audit functions and for limitations on extensions of credit for certain classified borrower
relationships. Based on a recent joint examination conducted by the Federal Reserve Bank of Atlanta in conjunction
with the Tennessee Department of Financial Institutions, the Bank will most likely be asked to enter into a letter of
agreement with the regulators, with terms to be determined once the examiners’ letter is issued sometime in the second
quarter of 2010. It can be expected that such an agreement with the regulatory agencies will impose specific
requirements concerning capital, liquidity, loan losses and the loan loss reserve, the Bank’s reliance on “non-core”
deposits, the Bank’s use of certain brokered funds, expense levels, the Bank’s budget and profit plan and, perhaps,
other matters.

Off Balance Sheet Arrangements

At March 31, 2010, the Bank had unfunded loan commitments outstanding of $41.6 million and outstanding
standby letters of credit of $1.9 million. Because these commitments generally have fixed expiration dates and many
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will expire without being drawn upon, the total commitment level does not necessarily represent future cash
requirements. If needed to fund these outstanding commitments, the Bank has the ability to liquidate Federal funds
sold or securities available-for-sale or borrow funds from the Federal Home Loan Bank or purchase Federal funds
from other financial institutions. Additionally, the Bank could sell participations in these or other loans to
correspondent banks. As mentioned above, the Bank has been able to fund its ongoing liquidity needs through its
stable core deposit base, loan payments, its investment security maturities and short-term borrowings.

Impact of Inflation

Although interest rates are significantly affected by inflation, the inflation rate is immaterial when reviewing
the Bank’s results of operations.
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Pursuant to Item 305(e) of Regulation S-K, the Registrant is not required to provide this information.

Item 4T. Controls and Procedures

Within the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our Chief Executive Officer and the Chief Financial Officer, of the design and operation of our
disclosure controls and procedures. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures are effective for gathering, analyzing and disclosing the
information that we are required to disclose in the reports we file under the Securities Exchange Act of 1934, as
amended ("Exchange Act") within the time periods specified in the Federal Reserve’s rules and forms. Our Chief
Executive Officer and Chief Financial Officer also concluded that our disclosure controls and procedures are effective
in timely alerting them to material information relating to our Bank required to be included in our periodic Federal
Reserve filings. In connection with the new rules, we are in the process of further reviewing and documenting our
disclosure controls and procedures, including our internal controls and procedures for financial reporting, and may
from time to time make changes designed to enhance their effectiveness and to ensure that our systems evolve with
our business.

The Bank’s common stock is registered under Section 12(g) of the Exchange Act, and is therefore subject to
the requirements of Section 404, and other provision, of the Sarbanes-Oxley Act of 2002 ("SOX"). Under SOX, the
Public Company Accounting Oversight Board has imposed significant internal procedures, internal controls, and other
requirements on public companies such as the Bank, and compliance with these requirements may prove expensive to
the Bank.

Please refer also to Item 2 of Part | of this Report for additional information concerning controls and
procedures.

Internal Control Over Financial Reporting
There have been no changes in our internal control over financial reporting (as defined in Exchange Act Rule

13a-15(f)) during the quarter ended March 31, 2010 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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Item 1.

Iltem 1A.

MIDSOUTH BANK

PART Il. OTHER INFORMATION

LEGAL PROCEEDINGS
None.
RISK FACTORS

The following Risk Factors should be considered in addition to and in conjunction with those
specified in our Annual Report on Form 10-K for the year ended December 31, 2009, which is
available from our website. (Although we make reference to our website, we do not incorporate
any of the information posted there as part of this Report.)

Our operations may require us to raise additional capital in the future, but that capital may not be
available or may not be on terms acceptable to us when it is needed. We are required by federal
regulatory authorities to maintain adequate levels of capital to support our operations. As part of the
memorandum of understanding, we agreed that the Bank would maintain a minimum Tier 1 leverage
ratio and tangible stockholder’s equity to total tangible assets ratio of not less than 8.0 percent. We have
also committed to the Federal Reserve and to the Tennessee Department of Financial Institutions to
adopt a consolidated capital plan to augment and maintain a sufficient capital position. Our existing
capital resources may not satisfy our capital requirements for the foreseeable future and may not be
sufficient to offset any problem assets identified after the first quarter of 2010. Further, should our asset
quality erode and require significant additional provision for credit losses, resulting in consistent net
operating losses at the Bank, our capital levels will decline and we will need to raise capital to maintain
our well-capitalized status and satisfy our agreements with the Federal Reserve and the Department of
Financial Institutions.

Our ability to raise additional capital, if needed, will depend on conditions in the capital markets at that
time, which are outside our control, and on our financial performance. Accordingly, we cannot be certain
of our ability to raise additional capital if needed or on terms acceptable to us. If we cannot raise
additional capital when needed, our ability to continue with our current business plan, or even to
maintain our independence, could be materially impaired. Although the Bank met the requirements to be
deemed well-capitalized as of March 31, 2010, there can be no assurance that we will continue to meet
these requirements.

Our Board has recently approved an offering of up to $15 million of convertible preferred stock and up
to $5 million of convertible, 6% fixed rate debentures intended to provide additional Tier 1 capital (in the
form of the preferred stock) and additional operating capital (in the form of the debentures). The
preferred stock offering was initiated in the fourth quarter of 2009 and will continue through May 31,
2010. The Bank’s Board has already purchased nearly $2.4 million of the preferred stock. It is expected
that an investment in the preferred stock will be a precondition to being allowed to invest in the
debentures. The debentures offering is subject first to shareholder approval and then regulatory approval
and, if approved, would be offered pursuant to the detailed offering circular that the Bank published in
December 2009. While the Bank’s preferred stock offering has been, in management’s opinion, fairly
successful to date, there can be no assurance that these offerings will be absolutely sufficient to provide
the level of capital that the Bank may need in an extended economic downturn. The failure of those
offerings to meet the Bank’s capital needs could have a material adverse effect on the Bank’s ability to
remain in the regulatory “well capitalized” category. As described in our Annual Report on Form 10-K
for the year ended December 31, 2009, the failure to remain in the “well capitalized” category can be
expected to have a materially adverse impact on the Bank’s operations, especially in its ability to fund its
operations through certain kinds of deposits.

We may be unable to retain or replace brokered deposits as they mature. Under FDICIA, banks may be
restricted in their ability to accept broker deposits, depending on their capital classification. “Well-
capitalized” banks are permitted to accept broker deposits, but all banks that are not well-capitalized
could be restricted to accept such deposits. The FDIC may, on a case-by-case basis, permit banks that are
adequately capitalized to accept broker deposits if the FDIC determines that acceptance of such deposits
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would not constitute an unsafe or unsound banking practice with respect to the bank; however, that
institution would generally be prohibited from accepting brokered deposits and offering interest rates on
deposits “significantly higher” than the prevailing rate in its market.

Although the Bank has historically maintained capital ratios above the minimum levels required to be
qualified as “well-capitalized” under the regulatory framework for prompt corrective action, as of March
31, 2010, the Bank is only moderately above the minimum “well capitalized” level. Our financial
flexibility could be severely constrained if we are unable to renew our wholesale funding or if adequate
financing is not available in the future at acceptable rates of interest. We may not have sufficient
liquidity to continue to fund new loan originations, and we may need to liquidate loans or other assets
rapidly and/or unexpectedly in order to repay obligations as they mature. If we were to fall below the
“well capitalized” threshold, our ability to accept or renew brokered deposits could have a material
adverse effect on our business, financial condition, results of operations, cash flows and/or future
prospects.

We expect that the Bank will become subject to a formal administrative action that we expect will
place additional restrictions on its operations. The Bank is currently subject to an informal supervisory
agreement (a memorandum of understanding) with the Federal Reserve Bank of Atlanta and the
Tennessee Department of Financial Institutions (“Department of Financial Institutions™) to address
certain issues cited in the Bank’s regulatory examination. In general, the terms of the memorandum of
understanding involve capital, loan quality, enhanced reporting, budgeting, liquidity, asset quality,
overhead expenses, and the need for the Bank to develop and achieve a profit plan. As a result of the
Bank’s recently completed examination by the Federal Reserve and the Department of Financial
Institutions, we expect that the Bank will become subject to the issuance of a formal administrative
action, which could take the form of a formal agreement or similar administrative action, primarily due
to the high level of non-performing assets, loan losses, and lack of profitability, and the resulting impact
on its financial condition. Any administrative action proposed by the Federal Reserve and the
Department of Financial Institutions would be designed to remedy the deficiencies noted in their formal
report of examination. The draft form of this agreement is expected to be received in the second quarter
of 2010. Administrative actions generally require certain corrective steps, impose limits on activities,
prescribe lending parameters and require additional capital to be raised. In many cases, policies must be
revised by the institution and submitted to the regulatory authority for approval within time frames
prescribed by the regulatory authorities. We would expect that any administrative action would have
performance metrics related to asset quality, commercial real estate concentration, profitability,
regulatory capital levels, core funding that we would be required to satisfy within a prescribed period of
time to comply with the order. The failure or inability to comply with the administrative action could
subject the bank and its directors to additional regulatory actions and could have a material adverse
effect on our financial condition, our results of operations and our prospects, could impact the Bank’s
ability to continue with our current business plan or could result in a disposition of the Bank. Generally,
these enforcement actions will be lifted only after subsequent examinations substantiate complete
correction of the underlying issues.

Future loan losses may exceed our allowance for loan losses. We are subject to credit risk, which is the
risk of losing principal or interest due to borrowers’ failure to repay loans in accordance with their terms.
During 2008, 2009 and 2010, the Bank has experienced losses in its loan portfolio, and made significant
provisions to its reserve for loan losses due, in large part, to the ongoing downturn in the economy,
particularly in the real estate market in Rutherford County, Tennessee, and in surrounding areas.
Continued declines in the local real estate market, unforeseen changes or fluctuations in interest rates,
and a variety of other economic factors (such as increased unemployment levels), have and can be
expected to have a negative effect on collateral values and borrowers’ ability to repay. Any continuing
and significant deterioration in local, regional, national or international economic conditions could result
in additional losses to our Bank in excess of our current reserve for loan losses. To the extent loans are
not paid timely by borrowers, the loans are placed on non-accrual, thereby reducing interest income. To
the extent loan charge-offs exceed our financial models, increased amounts charged to the provision for
loan losses would reduce income. Please refer to the Financial Statements for more information about the
Bank’s capital, loans, reserve for loan losses, deposits, and other financial information.

The level of existing and any new capital that we raise may be inadequate for our needs. As noted
above, the Bank’s capital level currently falls within the regulatory capital level called “well capitalized.”
This is the highest regulatory category for bank capital. The Bank wants to raise additional capital for
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three primary, interrelated purposes. As losses have mounted, there has been downward pressure on the
Bank’s capital. As the Bank’s capital as a percentage of its assets is lowered, there is less growth that it
can achieve and it will become more difficult for the Bank to become profitable. If the Bank’s capital
falls below the “well capitalized” level, there will be significant regulatory restraints on its funding
sources (such as a prohibition or limitation on the Bank’s ability to use brokered deposits) and its
growth. The Bank constrained its growth during 2009 and into 2010 largely as a result of capital
considerations. The Bank believes that continued growth is in its best interests in today’s market as new
opportunities for market penetration develop; however, without additional capital, it cannot expect to
take full or even significant advantage of those opportunities. Thus the Bank decided to raise capital in
the preferred stock and debentures offering described above. The Bank has already achieved the
minimum goals of its offering, but if the downturned economy does not improve and additional loan
relationships threaten the Bank’s capital through loan loss provisions, then the Bank may have to
consider rapidly and significantly shrinking its asset size in order to maintain its capital in the “well
capitalized” category, with a resultant lessening of the Bank’s ability to achieve sustained profitability. If
the Bank raises capital only at or somewhat above the minimum planned offering, then it should be
expected that the Bank will put growth plans on hold until such time as it can raise significantly more
capital than it would then have. On the other hand, if the Bank is able to raise capital approximating the
maximum offering, then it should be able to seek to take advantage of what management believes will be
significant and profitable growth opportunities. There can be no assurance that the Bank will be able to
achieve the goals of remaining “well capitalized” and obtaining significant growth in its chosen markets.

Further growth and other factors can require us to raise additional capital and a failure to raise
significant capital could negatively affect the Bank. Our management desires to pursue perceived
opportunities in the Bank’s market area. During our history, the Bank has grown, invested in five full-
service banking offices, and made loans that have frequently been secured by real estate. Recent declines
in real estate values, including the values of the Bank’s collateral, have put pressure on the Bank’s
earnings and on its capital levels; however, the Bank desires to continue to expand its base of quality
loans. Further growth could require the Bank to raise additional capital and may expose the Bank to
additional losses. No assurance can be given that the Bank could, in the future, raise all needed
additional capital (or raise it at non-punitive costs). There can be no assurance that the Bank will be able
to achieve its goals in this regard.

We have a concentration of our assets in commercial real estate in the Nashville-Murfreesboro MSA.
Continued softness in the Nashville-Murfreesboro MSA real estate market could adversely affect our
earnings by increasing our need to fund our reserve for loan and lease losses. We primarily focus on
customers located in the Nashville-Davidson -Murfreesboro-Franklin Metropolitan Statistical Area (the
“Nashville-Murfreesboro MSA”), particularly those in Rutherford County, Tennessee. Accordingly,
much of the real estate collateral securing our loans is located in the Nashville-Murfreesboro MSA, the
value of which is significantly dependent upon the growth in population, rates of employment and
unemployment, income levels, deposits and housing starts in the Nashville-Murfreesbhoro MSA, along
with the continued expansion of existing and new business in the area. The value of this collateral helps
us determine if there will be any shortfall should our customer go into default. Any potential shortfall
helps us determine if there will be a potential charge off against our allocated loan loss provisions. This,
in turn, directly affects the amount of loan loss provisions we deem sufficient to cover any potential
losses in our loan portfolio. Making provisions to our allowance for loan losses directly and adversely
affects the profitability of the Bank. The economic downturn and the decline in real estate values have
caused the Bank to take charge offs in its loan portfolio, to add to its loan loss reserve, and to restrict
loan growth as a result of tightened underwriting standards and general economic weakness in the
marketplace. The continuation or worsening of the current downturn in the market for commercial real
estate could significantly and negatively affect the quality of our assets and reduce our anticipated
earnings. We cannot be sure that further declines in collateral value and loan losses will not be incurred
as a result of continued softness in the Nashville-Murfreesboro MSA real estate market.

Rapidly changing interest rate environments could reduce our net interest margin, net interest
income, fee income and net income. Interest and fees on loans and securities, net of interest paid on
deposits and borrowings, are a large part of our net income. Interest rates are key components of our net
interest margin and subject to many factors beyond the control of management. As interest rates change,
net interest income is affected. In general, we plan and budget to anticipate a certain range of interest rate
fluctuations; however, rapid changes or volatility in interest rates in the future could result in interest
expense increasing faster than interest income because of mismatches in financial instrument maturities.
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Further, substantially higher interest rates generally reduce loan demand and could be expected to lead to
slower loan growth and increases in troubled loans. Decreases or increases in interest rates could have a
negative effect on the spreads between the interest rates earned on assets and the rates of interest paid on
liabilities, and therefore decrease net interest income.

Slower than anticipated growth in new product and service offerings could result in reduced net
income. We rely substantially on providing cost-effective, user-friendly products and services and we
have placed great emphasis on expanding our branch network and product offerings in strategic new
locations. Executing this strategy carries risks of slower than anticipated growth both in new branches
and new products. New branches and products require a significant investment of both capital and staff.
Lower than expected loan and deposit growth can decrease anticipated revenues and net income
generated by those investments, and opening new branches and introducing new products could result in
more expenses than anticipated and divert resources from core operations.

The cost of FDIC Insurance to the Bank increased substantially during 2009 and is expected to
increase significantly in the future. The Bank provides insurance coverage on deposits through the
Federal Deposit Insurance Corporation (“FDIC”) to the maximum extent permitted by law. The Bank
pays premiums to the FDIC for this coverage. The premiums for FDIC insurance increased significantly
in 2009 and are expected to continue to increase for the immediately foreseeable future. Further, the
Bank was required to pre-pay three years of FDIC insurance premiums in December of 2009. Presently,
the exact amount of future increases cannot be predicted. Such increases in FDIC insurance premiums
can be expected to apply to all banks, but they have already increased, and can be expected in the future
to further increase, the operating costs of the Bank that may amount to several hundred thousand dollars.

Except as described above, we do not believe that there are other material changes in the risk factors
previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 20009.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(@)  Shares of the Bank’s common stock were issued during the first quarter of 2010 pursuant to the
exercise of stock options issued by the Bank in its 2004 Stock Option Arrangement, as follows:

Number of Shares of
Date of Sale Common Stock Sold Price Per Share

None

The Bank’s common stock is exempt from registration under applicable state and federal
securities law.

(b)  Not Applicable.

(c)  No repurchases for our securities were made during the quarter ended March 31, 2010. The only
restrictions on working capital and/or dividends are those reported in Part | of this Report on Form
10-Q, as well as those discussed with respect to dividends in the Bank’s Annual Report on Form
10-K, particularly in the section “Supervision and Regulation” and in the discussion of the Bank’s
common stock.

DEFAULTS UPON SENIOR SECURITIES

(@  None.

(b)  Not Applicable.
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MIDSOUTH BANK

PART Il. OTHER INFORMATION, CONTINUED

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

OTHER INFORMATION

None.

EXHIBITS

Unless otherwise specifically noted, any exhibit furnished in this Quarterly Report shall not be deemed
“filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, (15 U.S.C. 78r),
or otherwise subject to the liability of that section. Further, any exhibit furnished in this Quarterly
Report shall not be deemed to be incorporated by reference into any filing under the Securities Act of
1933, as amended, or the Securities Exchange Act of 1934, as amended, except to the extent that the
registrant specifically incorporates it by reference.

1) Exhibit 31.1 and 31.2 — Rule 13a-14(a)/15d-14(a) Certifications.

2 Exhibit 32 — 18 U.S.C. Section 1350 Certification.
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MIDSOUTH BANK

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

MIDSOUTH BANK
(Registrant)

DATE: May 12, 2010 /s/ _Lee M. Moss
Lee M. Moss
Chairman and Chief Executive Officer

DATE: May 12, 2010 /sl _Kevin D. Busbey
Kevin D. Busbey
Senior Vice President and Chief Financial Officer
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Exhibit 31.1
CERTIFICATIONS

I, Lee M. Moss, certify that:
1. I have reviewed this Form 10-Q of MidSouth Bank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects, the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal controls over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors:

(@  All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

May 12, 2010

/s _Lee M. Moss
Lee M. Moss
Chairman and Chief Executive Officer
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Exhibit 31.2
CERTIFICATIONS

I, Kevin D. Busbey, certify that:
1. I have reviewed this Form 10-Q of MidSouth Bank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects, the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal controls over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors:

(@  All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

May 12, 2010

/s/ _Kevin D. Busbey
Kevin D. Busbey
Senior Vice President and Chief Financial Officer
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Exhibit 32

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002*

In connection with the Quarterly Report of MidSouth Bank (the “Bank”) on Form 10-Q for the period
ended March 31, 2010 as filed with the Federal Reserve on, or about, the date hereof (the “Report™), the
undersigned, Lee M. Moss and Kevin D. Busbey, to the best of our knowledge certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes Oxley Act of 2002, that:

Q) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2 The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Bank.

/s/ _Lee M. Moss

Lee M. Moss

Chairman and Chief Executive Officer
May 12, 2010

/s/__Kevin D. Busbey

Kevin D. Busbey

Senior Vice President and Chief Financial Officer
May 12, 2010

* As set forth in Item 601 of Regulation S-K, any certification furnished pursuant to this Item will not be deemed
“filed” for purposes of Section 18 of the Securities Exchange Act of 1934 (15 U.S.C. 78r), or otherwise subject
to the liability of that section. Further, any certification will not be deemed to be incorporated by reference into
any filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the
registrant specifically incorporates it by reference.
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