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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements included in this Report and the documents incorporated by reference herein, other than statements

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

LR RT3 99 ¢ 99 ¢el

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

echanges in interest rates and market prices that could affect the net interest margin, asset valuation, and expense
levels;

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

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

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

. changes in the availability of funds resulting from reduced liquidity or increased costs;

ethe timing and impact of future acquisitions, the success or failure of integrating acquired operations, and the ability
to capitalize on growth opportunities upon entering new markets;

o the ability to acquire, operate, and maintain effective and efficient operating systems;

eincreased asset levels and changes in the composition of assets that would impact capital levels and regulatory
capital ratios;

e Joss of critical personnel and the challenge of hiring qualified personnel at reasonable compensation levels;

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

eregulations and restrictions resulting from our participation in government sponsored programs such as the U.S.
Treasury’s Small Business Lending Fund, including potential retroactive changes in such programs;

e changes in accounting principles, policies, and guidelines applicable to bank holding companies and banking;

o acts of war, terrorism, cyber intrusion, weather, or other catastrophic events beyond our control; and
o the ability to manage the risks involved in the foregoing.
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99 ¢




Edgar Filing: MIDSOUTH BANCORP INC - Form 10-K

Table of Contents

We can give no assurance that any of the events anticipated by the forward-looking statements will occur or, if any of
them does, what impact they will have on our results of operations and financial condition. We disclaim any intent or
obligation to publicly update or revise any forward-looking statements, regardless of whether new information
becomes available, future developments occur or otherwise.
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Part I

Item 1 - Business
Overview

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

99 ¢

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

banking subsidiary, MidSouth Bank, N.A.
Products and Services

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

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

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

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

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

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

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

Competition

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

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

Employees

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

Additional Information

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

Supervision and Regulation

10
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Under Federal Reserve policy, we are expected to act as a source of financial strength for, and to commit resources to
support, the Bank. This support may be required at times when, absent such Federal Reserve policy, we may not be
inclined to provide such support. In addition, any capital loans by a bank holding company to any of its banking
subsidiaries are subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary
banks. In the event of a bank holding company's bankruptcy, any commitment by a bank holding company to a
federal bank regulatory agency to maintain the capital of a banking subsidiary will be assumed by the bankruptcy
trustee and entitled to a priority of payment.

-7 -
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Dodd-Frank Act

In July 2010, the Dodd-Frank Act was signed into law. The Dodd-Frank Act implements far-reaching changes across
the financial regulatory landscape, including changes that will affect all bank holding companies and banks, including
us and the Bank, including the following provisions:

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

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

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

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

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

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

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

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

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

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

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

eImplement corporate governance revisions, including with regard to executive compensation and proxy access by
shareholders that apply to all public companies not just financial institutions.

12



Edgar Filing: MIDSOUTH BANCORP INC - Form 10-K

Many aspects of the Dodd-Frank Act remain subject to rulemaking and will take effect over several years, making it
difficult to anticipate the overall financial impact on the Company, the Bank, our customers or the financial industry
more generally. Some of the rules that have been proposed and, in some cases, adopted to comply with the
Dodd-Frank Act’s mandates are discussed further below.
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Capital Requirements

We are subject to various regulatory capital requirements administered by the Federal Reserve and the OCC. Failure
to meet minimum capital requirements could result in certain mandatory and possible additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on our financial statements. Under capital
adequacy guidelines and the regulatory framework for prompt corrective action (described below), we must meet
specific capital guidelines that involve quantitative measures of our assets, liabilities, and certain off-balance sheet
items as calculated under regulatory accounting policies. Our capital amounts and classification are also subject to
judgments by the regulators regarding qualitative components, risk weightings, and other factors. For further detail on
capital and capital ratios see discussion under Part II, Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

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

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

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

Basel III Capital Framework

In December 2010, the Basel Committee on Banking Supervision (the “Basel Committee”) released its final framework
for strengthening international capital and liquidity regulation, now officially identified by the Basel Committee as
“Basel III.” Basel III, when implemented by the U.S. banking agencies and fully phased-in, will require bank holding
companies and their bank subsidiaries to maintain substantially more capital, with a greater emphasis on common
equity. Implementation is presently scheduled to be phased in between 2014 and 2019, although it is possible that
implementation may be delayed as a result of multiple factors including the current condition of the banking industry
within the U.S. and abroad.

14
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The Basel III final capital framework, among other things, (i) introduces as a new capital measure “Common Equity
Tier 17 (“CET1”), (ii) specifies that Tier 1 capital consists of CET1 and “Additional Tier 1 capital” instruments meeting
specified requirements, (iii) defines CET1 narrowly by requiring that most adjustments to regulatory capital measures

be made to CET1 and not to the other components of capital and (iv) expands the scope of the adjustments as
compared to existing regulations.
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When fully phased in on January 1, 2019, Basel III requires banks to maintain (i) as a newly adopted international
standard, a minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer”
(which is added to the 4.5% CET1 ratio as that buffer is phased in, effectively resulting in a minimum ratio of CET1
to risk-weighted assets of at least 7%), (ii) a minimum ratio o
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