President’s Message to Shareholders:

As we predicted in the 2008 President’s message, 2009 was an “interesting year” for Jeff Davis Bancshares, Inc., its
wholly owned subsidiaries, Jeff Davis Bank & Trust Company and JD Prime Financial Services, LLC.

Jeff Davis Bank & Trust Company had Net Income of $6,805,000 in 2009, a decrease of $865,000 or 11.3% from 2008.
This decline was primarily the result of an increase in the provision for loan losses of $352,000 and a rise in Federal
Deposit Insurance Corporation (FDIC) insurance premiums of $538,000.

The increase in the bank’s FDIC premiums was related to the nationwide economic downturn, particularly in the financial
sector, which began in late 2008. Currently, the bank pays at the lowest rate allowed for deposit insurance; our loan loss
provision was increased to reflect our concern over national economic trends.

While we expect the local economy to slow, and it has compared to earlier in the decade, our Net Charge Offs actually
decreased by $513,000, from $1,177,000 in 2008 to $664,000 in 2009. However, the ratio of non-performing loans to
total loans did increase slightly to 0.47% in 2009 from 0.42% in 2008.

We continually monitor our lending standards to insure that our loan portfolio remains sound. Contrary to what one may
hear or read from the national media we are ready and willing to fund any reasonable loan request. Both our Net Interest
Income and Non Interest Income were up only 1.6% and 2.8%, respectively; these marginal increases reflect an economy
whose growth rate is essentially flat.

Our balance sheet remains strong. Total Assets increased by $21,818,000 or 4.5%. Loans grew by 3.4%. Our deposits
climbed by 3.2%, driven we believe, by our customers desire for safety over yield.

Shareholders’ equity increased $5,865,000 or 11.6%. This kept our bank in the “well capitalized” category under FDIC
rules with a Tier 1 Leverage Capital ratio of 10.6% compared to the FDIC threshold of 5.0%. This figure was also an
increase from 2008’s Tier 1 Leverage Capital Ratio of 10.2%.

JD Prime Financial Services, LLC incurred a loss of $136,477 in 2009 compared to a loss of $85,747 in 2008. In 2009, JD
Prime increased commissions earned by $51,841 over the prior year, but also increased its amortization expense by
$17,250.

We continue to believe in the future of our insurance agency and are actively seeking to acquire new agencies. However,
each time we purchase an insurance group, the amortization of the purchase price will negatively affect earnings initially.

Even with our 2009 decrease in Net Income we were able to increase our cash dividends by $.10 per share or 5.8%. We
believe that in times such as these our shareholders are better served by a return of earnings. Future decisions on
dividends will always be made based upon earnings and the needs of the company.

There are many regulatory hurdles on our horizon; government seems determined to punish all financial institutions for
the sins of the few largest banks and insurers. Community banks are not problem areas on the whole, and in fact have
been a rare bright spot in the financial sector over the last two years. Please help us with our elected officials to prevent
unnecessary and counterproductive legislation affecting community banks.

We ask your help in growing your bank and insurance agency. Give us a chance at your business and recommend us to
your friends and relatives. Again, we thank you for your help and encouragement.

Dan L. Donald, Jr.
President and Chief Executive Officer



Management of Jeff Davis Bancshares, Inc. is providing the following information on Bancshares
stock trades during 2009. This information was obtained from sources outside of Bancshares. While
the information is believed to be accurate, we do not have an independent method of verification and
cannot guarantee its accuracy.

Jeff Davis Bancshares, Inc.
Common Stock Traded — 2009

Number Price
Of Shares Per Share

Month Traded Traded
January 700 $ 58.00
183 $ 55.00
18 $ 55.00
February 500 $ 58.00
120 $ 58.00
500 $ 58.00
1,360 $ 57.00
1,500 $ 54.50
March 100 $ 57.00
500 $ 56.00
1,315 $ 57.00
365 $ 57.00
265 $ 57.00
April 1,240 $ 57.00
400 $ 57.00
400 $ 57.00

May $ -

June 200 $ 57.00
200 $ 57.00
600 $ 57.00
300 $ 57.00
400 $ 57.00
500 $ 57.00
200 $ 57.00
100 $ 57.00
95 $ 57.00
10 $ 57.00
95 $ 57.00



Stock Trades continued from page 2.

Month
July

August

September

October

November

December

Jeff Davis Bancshares, Inc.
Common Stock Traded — 2009

Number
Of Shares
Traded

1,000
1,000
1,200
800
300
80

400
288
135
195
32
23
15
100
100
88

500
700
500
333
183
300

35
265

14
200
50
14
300
300
300
100
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Price
Per Share
Traded

57.00
58.00
58.00
54.00
56.00
58.00

55.00
57.00
55.00
55.00
55.00
55.00
55.00
57.00
57.00
57.00

55.00
57.00
57.00
57.00
57.00
57.00
56.00
56.00

57.00
57.00
57.00
57.00
57.00
52.50
52.00
54.00



JEFF DAVIS BANCSHARES, INC.

CONSOLIDATED FINANCIAL HIGHLIGHTS (in thousands)

2009 2008 Change
Deposits and Repurchase Agreements $ 443,540 $ 429,031 3.38%
Loans (Net) 279,438 271,332 2.99%
Net Income 6,663 7,580 -12.10%
Equity Capital 56,829 51,107 11.20%
Dividends Declared 2,870 2,714 5.75%
FIVE YEAR FINANCIAL REVIEW (in thousands, except per share amounts)
2009 2008 2007 2006 2005

Assets and Liabilities at Year End
Total Assets $ 503,618 $ 481,911 $ 475,505 $ 453,569 $ 449,277
Loans (Net) 279,438 271,332 246,621 239,059 227,110
Investments Available-for-Sale (AFS) 160,507 153,956 165,671 163,337 120,990
(Fair Value)
Investments Held-to-Maturity (HTM) 0 0 0 0 0
(at Amortized Cost)
Stockholders' Equity
Common Stock $ 9,750 $ 9,750 $ 9,750 $ 9,750 $ 9,750
Surplus 3,598 3,598 3,598 3,598 3,598
Undivided Profits 40,665 36,873 32,086 28,950 25,749
Accumulated Other Comprehensive Income (Loss) 2,816 886 1,102 (188) (69)
Treasury Stock - - - - -
Total Stockholders' Equity $ 56,829 $ 51,107 $ 46,536 $ 42,110 $ 39,028
Earnings for the Year
Consolidated Net Income $ 6,663 $ 7,580 $ 5694 $ 5,635 $ 4,890

Net Interest Income 20,261 19,964 15,849 15,651 14,261

Non Interest Income 7,749 7,487 7,874 7,001 6,832

Non Interest Expense 17,767 16,870 15,506 14,384 13,666
Cash Dividends 2,870 2,714 2,558 2,434 2,278
Per Share Data
Net Income $ 427 $ 486 $ 3.65% 361 $ 3.13
Cash Dividends 1.84 1.74 1.64 1.56 1.46
Book Value at Year-end 36.43 32.76 29.83 26.99 25.02
Return on Average Assets 135 % 1.61 % 1.25% 126 % 1.27
Return on Equity 11.72 % 14.83 % 12.24 % 13.38 % 12.53

%
%
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INDEPENDENT AUDITORS' REPORT

To the Stockholders and Board of Directors of
Jeff Davis Bancshares, Inc. and Subsidiaries
Jennings, Louisiana

We have audited the accompanying consolidated balance sheets of Jeff Davis Bancshares, Inc. and its
Subsidiaries as of December 31, 2009 and 2008, and the related consolidated statements of operations and
comprehensive income, changes in stockholders' equity, and cash flows for the years then ended. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over
financial reporting. Accordingly we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Jeff Davis Bancshares, Inc. and its Subsidiaries as of December 31, 2009 and 2008, and the

results of their operations and their cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

v / .
Footlithhonits | NV tlisretle
/
Baton Rouge, Louisiana
February 11, 2010
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES

JENNINGS, LOUISIANA

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2009 AND 2008

ASSETS
2009 2008
ASSETS
Cash and due from banks $ 13,902,884 16,395,087
Federal funds sold 175,000 6,100,000
Cash and cash equivalents 14,077,884 22,495,087
Interest bearing deposits in other banks 19,000,000 7,000,000
Securities available-for-sale 154,723,558 148,911,214
Other stocks, at cost 5,783,109 5,045,259
Loans, less allowances for loan losses of
$3,291,716 and $2,188,975 at
December 31, 2009 and 2008, respectively 279,437,637 271,332,205
Accrued interest receivable 3,080,043 2,863,862
Bank premises and equipment, net 14,918,283 13,753,840
Other real estate owned 29,700 73,293
Goodwill 1,696,047 1,696,047
Life insurance contracts 6,922,284 6,724,299
Other assets 3,949,842 2,015,671
Total Assets $ 503,618,387 $ 481,910,777

The accompanying notes are an integral part of these consolidated financial statements.
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LIABILITIES AND STOCKHOLDERS' EQUITY
2009 2008
LIABILITIES
Deposits
Deposit accounts, non-interest bearing $ 77,095,756 87,729,015
Deposit accounts, interest bearing 361,026,933 336,945,109
438,122,689 424,674,124
Securities sold under repurchase agreements 5,417,420 4,357,076
Accrued interest payable 332,959 497,948
Accrued expenses and other liabilities 2,182,761 572,782
Dividends payable 733,200 702,000
Total liabilities 446,789,029 430,803,930
COMMITMENTS AND CONTINGENCIES - -
STOCKHOLDERS' EQUITY
Common stock; $6.25 par value; 3,072,000 shares authorized;
1,560,000 shares issued and outstanding at
at December 31, 2009 and 2008, respectively 9,750,000 9,750,000
Additional paid-in-capital 3,598,000 3,598,000
Retained earnings 40,664,902 36,872,750
Accumulated other comprehensive income 2,816,456 886,097
Total stockholders' equity 56,829,358 51,106,847
Total Liabilities and Stockholders' Equity $ 503,618,387 $ 481,910,777




JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

2009 2008 2007
INTEREST INCOME
Interest and fees on loans $ 18,779,031 $ 19,615,765 $ 17,945,332
Investment securities:
Taxable 3,011,092 3,716,511 4,644,602
Non-taxable 3,366,959 2,986,540 2,701,463
Federal funds sold 16,513 154,048 392,857
Total interest income 25,173,595 26,472,864 25,684,254
INTEREST EXPENSE
Interest on deposits 4,844,505 6,400,630 9,652,541
Interest on federal funds purchased and securities
sold under repurchase agreement 68,167 108,202 183,151
Total interest expense 4,912,672 6,508,832 9,835,692
NET INTEREST INCOME 20,260,923 19,964,032 15,848,562
Provision for loan losses 1,767,000 1,415,000 975,000
NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES 18,493,923 18,549,032 14,873,562
NONINTEREST INCOME
Service charges and fees on deposit accounts 6,519,236 6,326,695 7,205,801
Trust department income 674,214 616,514 610,110
Other income 555,149 543,754 58,213
7,748,599 7,486,963 7,874,124

The accompanying notes are an integral part of these consolidated financial statements.
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
EFOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

2009 2008 2007
NONINTEREST EXPENSES
Salaries and employee benefits $ 8,635,914 $ 8,638,114 $ 7,822,640
Occupancy expenses 1,317,577 1,247,347 1,013,288
Other operating expenses 7,813,854 6,984,239 6,669,896
17,767,345 16,869,700 15,505,824
INCOME BEFORE INCOME TAX EXPENSE 8,475,177 9,166,295 7,241,862
Income tax expense 1,812,625 1,586,158 1,547,800
NET INCOME 6,662,552 7,580,137 5,694,062
OTHER COMPREHENSIVE INCOME
Unrealized net holding gains (losses) on available-for-sale
securities arising during the period, net of taxes 1,930,359 (215,622) 1,290,104
1,930,359 (215,622) 1,290,104
COMPREHENSIVE INCOME $ 8,592,911 $ 7,364,515 $ 6,984,166
Per common share data:
Earnings $ 4.27 $ 4.86 $ 3.65
Average number of shares outstanding 1,560,000 1,560,000 1,560,000

The accompanying notes are an integral part of these consolidated financial statements.

-9-



JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES

JENNINGS, LOUISIANA

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

EFOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

Balance at December 31, 2006

Net income

Net change in unrealized gains (losses) on
available-for-sale securities, net of tax

Dividends on common stock, $1.64 per share

Balance at December 31, 2007
Net income

Net change in unrealized gains (losses) on
available-for-sale securities, net of tax

Dividends on common stock, $1.74 per share

Adjustment of present value of post retirement benefit
Balance at December 31, 2008
Net income

Net change in unrealized gains (losses) on
available-for-sale securities, net of tax

Dividends on common stock, $1.84 per share

Balance at December 31, 2009

Common Stock

Additional
Shares Amount Paid-in-Capital
1,560,000 $ 9,750,000 $ 3,598,000
1,560,000 9,750,000 3,598,000
1,560,000 9,750,000 3,598,000
1,560,000 $ 9,750,000 $ 3,598,000

The accompanying notes are an integral part of these consolidated financial statements.
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Accumulated

Other
Retained Comprehensive
Earnings Income Total
$ 28,950,146 $ (188,385) 42,109,761
5,694,062 - 5,694,062
- 1,290,104 1,290,104
(2,558,400) - (2,558,400)
32,085,808 1,101,719 46,535,527
7,580,137 - 7,580,137
- (215,622) (215,622)
(2,714,400) - (2,714,400)
(78,795) - (78,795)
36,872,750 886,097 51,106,847
6,662,552 - 6,662,552
- 1,930,359 1,930,359
(2,870,400) - (2,870,400)
$ 40,664,902 $ 2,816,456 56,829,358
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

2009 2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 6,662,552 $ 7,580,137 $ 5,694,062
Adjustments to reconcile net income to
net cash provided by operating

activities:
Depreciation 1,317,577 1,247,097 1,109,196
Provision for loan losses 1,767,000 1,415,000 975,000
Non-cash change in cash surrender value of life insurance (197,985) 283,032 -
Write-down of other real estate 73,300 219,500 -
Premium amortization -net (1,851,079) 1,415,600 862,941
Deferred income taxes 95,209 211,728 67,800
Gain on sales of other real estate and property (30,097) (55,558) -
(Gains) losses on the sale of securities (50,529) 67,964 -
Net change in operating assets and liabilities:
Other operating assets and liabilities (419,401) (1,335,615) (109,969)
Interest receivable (216,181) 169,819 (76,790)
Interest payable (164,989) (348,104) 114,056
Net cash provided by operating activities 6,985,377 10,870,600 8,636,296

CASH FLOWS FROM INVESTING ACTIVITIES

Maturities/sales of available-for-sale securities 44,536,354 57,118,846 44,335,295
Purchases of available-for-sale securities (47,254,581) (47,103,064) (45,326,450)
Loan originations - net of principal repayments (9,872,432) (26,125,915) (8,537,472)
Net decrease (increase) in interest bearing deposits in other banks (12,000,000) (7,000,000) -
(Increase) decrease in federal funds sold 5,925,000 13,750,000 (9,525,000)
Investment in life insurance contracts - (644,859) (1,725,000)
Purchases of bank premises and equipment (2,481,630) (1,546,685) (2,106,611)
Proceeds from sales of other real estate and property - 100,741 -
Net cash used in investing activities (21,147,289) (11,450,936) (22,885,238)

The accompanying notes are an integral part of these consolidated financial statements.
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES

JENNINGS, LOUISIANA

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

2009 2008 2007
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in deposits $ 13,448,565 $ 2,947,733 $ 16,455,192
Net increase (decrease) in other borrowed funds 1,060,344 (345,864) 200,998
and repurchase agreements
Divdends paid (2,839,200) (2,667,600) (2,527,200)
Net cash (used in) provided by financing activities 11,669,709 (65,731) 14,128,990
Net decrease in cash and cash equivalents (2,492,203) (646,067) (119,952)
Cash and due from banks - beginning of year 16,395,087 17,041,154 17,161,106
Cash and due from banks - end of yeal $ 13,902,884 $ 16,395,087 $ 17,041,154
Supplemental disclosures of cash flow information:
Cash paid for interest $ 5,077,661 $ 6,748,734 $ 9,721,636
Cash paid for income taxes $ 497,393 $ 2,272,248 $ 1,196,100

The accompanying notes are an integral part of these consolidated financial statements.
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies

The accounting and reporting policies of Jeff Davis Bancshares, Inc. (the Company) and its Subsidiaries
conform to the accounting principles generally accepted in the United States of America and the prevailing
practices within the banking industry. A summary of significant accounting policies is as follows:

Basis of presentation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries, Jeff Davis Bank & Trust Company (the “Bank”) and JD Prime Financial Services, LLC, the
owner of an insurance agency. All significant intercompany accounts and transactions have been
eliminated. Assets held in an agency or fiduciary capacity are not assets of the Bank and, accordingly, are
not included in the accompanying consolidated financial statements. The Company operates as a
community bank in southern Louisiana.

Nature of operations

The Bank provides a variety of banking services to individuals and businesses primarily in and around
Southwest Louisiana. The Bank’s primary deposit products are demand deposits, savings deposits, and
certificates of deposits, and its primary lending products are commercial, business, real estate, and consumer
loans.

Comprehensive income

Comprehensive income includes net earnings and other comprehensive income which, in the case of the
Company, includes only unrealized gains and losses on securities available-for-sale.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

The determination of the adequacy of the allowance for loan losses is based on estimates that are
particularly susceptible to significant changes in the economic environment and market conditions. In
connection with the determination of the estimated losses on loans, management obtains independent
appraisals for significant collateral.

The Bank’s loans are generally secured by specific items of collateral including real property, consumer
assets, and business assets. Although the Bank has a diversified loan portfolio, a substantial portion of its
debtors’ ability to honor their contracts is dependent on local economic conditions and the real estate
industry.
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Use of estimates (continued)

While management uses available information to recognize losses on loans, further reductions in the
carrying amounts of loans may be necessary based on changes in local economic conditions. In addition,
regulatory agencies, as an integral part of their examination process, periodically review the estimated
losses on loans. Such agencies may require the Bank to recognize additional losses based on their
judgments about information available to them at the time of their examination. Because of these factors, it
is reasonably possible that the estimated losses on loans may change materially in the near term. However,
the amount of the change that is reasonably possible cannot be estimated.

Other estimates that are susceptible to significant change in the near term relate to the determination of the
valuation of deferred tax assets, other-than-temporary impairments of securities, and the fair value of
financial instruments.

Interest bearing deposits in other banks

Interest bearing deposits in other banks mature within one year and are carried at cost, which approximates
market.

Securities

Securities are being accounted for in accordance with applicable guidance contained in the Accounting
Standards Codification which requires the classification of securities into one of three categories: trading,
available-for-sale, or held-to-maturity.

Management determines the appropriate classification of debt securities at the time of purchase and re-
evaluates this classification periodically. Trading account securities are held for resale in anticipation of
short-term market movements. Debt securities are classified as held-to-maturity when the Company has the
positive intent and ability to hold the securities to maturity. Securities not classified as held-to-maturity or
trading are classified as available-for-sale. The Company had no significant trading account securities
during the three years ended December 31, 2009. Held-to-maturity securities are stated at amortized cost.
Available-for-sale securities are stated at fair value, with unrealized gains and losses, net of income taxes,
reported as a separate component of stockholders’ equity until realized.

The Financial Accounting Standards Board (FASB) recently issued accounting guidance related to the
recognition and presentation of other-than-temporary impairment. Effective April 1, 2009, the Company
adopted new accounting guidance related to recognition and presentation of other-than-temporary
impairment. This recent accounting guidance amends the recognition guidance for other-than-temporary
impairment losses on debt and equity securities. The recent guidance replaced the “intent and ability”
indication in current guidance by specifying that (a) if a company does not have the intent to sell a debt
security prior to recovery and (b) it is more likely than not that it will not have to sell the debt security prior
to recovery, the security would not be considered other-than-temporary impaired unless there is a credit
loss. When an entity does not intend to sell the security, and it is more likely than not, the entity will not
have to sell the security before recovery of its cost basis, it will recognize the credit component of an other-
than-temporary impairment of a debt security in earnings and the remaining portion in other
comprehensive
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Securities (continued)

income. For held-to-maturity debt securities, the amount of an other-than-temporary impairment recorded
in other comprehensive income for the noncredit portion of a previous other-than-temporary impairment
should be amortized prospectively over the remaining life of the security on the basis of the timing of future
estimated cash flows of the security.

The amortized cost of debt securities classified as held-to-maturity or available-for-sale is adjusted for
amortization of premiums and accretion of discounts to maturity or, in the case of mortgage-backed
securities, over the estimated life of the security. Amortization, accretion, and accrued interest are included
in interest income on securities. Prior to the adoption of the recent accounting guidance on April, 1, 2009,
management considered, in determining whether other-than-temporary impairments exists, (1) the length of
time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for
a period of time sufficient to allow for any anticipated recovery in fair value. Gains and losses on the sale
of securities available-for-sale are recorded on the trade date and are determined using the specific-
identification method.

Derivative instruments

The Company recognizes all derivatives as either assets or liabilities in the Company’s balance sheet and
measures those instruments at fair value. If certain conditions are met, a derivative may be specially
designated as a hedge. The accounting for changes in the fair value of a derivative depends on the intended
use of the derivative and the resulting designation. The Company is not currently engaged in any activities
with derivatives.

Loans

The Company grants commercial, real estate, and consumer loans to customers. A substantial portion of the
loan portfolio is represented by loans in Southwest Louisiana. The ability of the Company’s creditors to
honor their contracts is dependent upon the real estate and general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-
off are reported at their outstanding principal adjusted for any charge-off’s, the allowance for loan losses,
and any unamortized deferred fees or costs on originated loans. Unearned discount relates principally to
consumer installment loans. Interest on loans is credited to operations based on the unpaid principal
amount outstanding using methods that approximate the interest method.

Certain loan origination fees and certain direct origination costs are deferred and recognized as an
adjustment to the yield on the related loan. Interest on loans is recorded to income as earned. The accrual
of interest on impaired loans is discontinued when, in management's opinion, the borrower may be unable to
meet payments as they become due. Past due status is based on the contractual terms of the loan. All unpaid
accrued interest is reversed and payments subsequently received are applied first to principal. Interest
income is recorded after principal has been satisfied and as payments are received. Loans are returned to
accrual status when all the principal and interest amounts contractually due are brought current and future
payments are reasonably assured.
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JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Loans (continued)

The Company considers a loan to be impaired when, based upon current information and events, it believes
itis probable that the Company will be unable to collect all amounts due according to the contractual terms
of

the loan agreement. Factors considered by management in determining impairment include payment status,
collateral value, and the probability of collecting scheduled principal and interest payments when due.
Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. The Company’s impaired loans include troubled debt restructurings, and performing and non-
performing major loans for which full payment of principal or interest is not expected. Non-major
homogenous loans, which are evaluated on an overall basis, generally include all loans under $100,000.
The Company calculates an allowance required for impaired loans based on the present value of expected
future cash flows discounted at the loan’s effective interest rate, the loan’s observable market price or the
fair value of its collateral. If the recorded investment in the impaired loan exceeds the measure of fair
value, a valuation allowance is required as a component of the allowance for loan losses. Changes to the
valuation allowance are recorded as a component of the provision for loan losses.

Allowance for loan losses

The allowance for loan losses is a valuation allowance available for losses incurred on loans. All losses are
charged to the allowance for loan losses when the loss actually occurs or when a determination is made that
a loss is likely to occur. Recoveries are credited to the allowance at the time of recovery. Periodically
during the year management estimates the likely level of existing losses to determine whether the allowance
for loan losses is adequate to absorb reasonably anticipated losses in the existing portfolio. Management
also evaluates the collectability of the loans in light of historical experience, the nature and volume of the
loan portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any
underlying collateral and prevailing economic conditions. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as more information becomes available. Based
on these estimates, an amount is charged to the provision for loan losses and credited to the allowance for
loan losses in order to adjust the allowance to a level determined to be adequate to absorb existing losses.

It should be understood that estimates of loan losses involve an exercise of judgment. While it is possible
that in particular periods the Bank may sustain losses which are substantial relative to the allowance for
loan losses, it is the judgment of management that the allowance for loan losses reflected in the consolidated
statements of condition is adequate to absorb probable losses in the existing loan portfolio.

The allowance consists of allocated and general components. The allocated component relates to loans that
are classified as impaired. For these loans that are impaired, an allowance is established when the
discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than the
carrying value of that loan. The general component covers non-classified loans and is based on historical
loss experience adjusted for qualitative factors.

-17 -



1.

1.

JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Bank premises and equipment

Bank premises and equipment are stated at cost less accumulated depreciation, which is computed using
straight-line and accelerated methods over the estimated useful lives of the assets, which range from 3 to 30
years.

Other real estate owned

Other real estate owned is reported at the lower of cost or fair value at the date of foreclosure. After
foreclosure, valuations are periodically performed by management and the real estate is carried at the lower
of carrying amount or fair value less cost to sell. Real estate and other property acquired in lieu of loan
balances, net of an appropriate reserve for possible losses, are included in the accompanying consolidated
statements of condition. Operating expenses of such properties, net of related income, and gains and losses
on their disposition are included in other operating expenses.

Goodwill
Goodwill does not require amortization, but it is subject to a periodic impairment test. The Company has
performed impairment tests on its goodwill and determined that the there is no impairment at December 31,

2009 and 2008.

Life insurance contracts

Life insurance contracts represent single premium life insurance contracts on the lives of certain officers of
the Company. The Company is the beneficiary of these policies, which were purchased in 2007 for
$1,725,000 and in 2003 for $4,000,000 as a vehicle to fund certain supplemental executive retirement plans.
These contracts are reported at their cash surrender value and changes in the cash surrender value are
included in other income and amounted to $197,985, $283,032, and $183,644 in 2009, 2008, and 2007,
respectively.

Income taxes

Provisions for income taxes are based on taxes payable or refundable for the current year based on taxable
income and deferred taxes on temporary differences between the tax basis of assets and liabilities and their
reported amounts in the financial statements. Deferred tax assets and liabilities are included in the financial
statements at currently enacted income tax rates applicable to the period in which the deferred tax assets and
liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax
assets and liabilities are adjusted through the provision for income taxes.

The Company adopted the recent accounting guidance related to accounting for uncertainty in income taxes,
which sets out a consistent framework to determine the appropriate level of tax reserves to maintain for
uncertain tax positions.

Summary of significant accounting policies (continued)
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Income taxes (continued)

Deferred tax assets are recognized if it is more likely than not, based on the technical merits, that the tax
position will be realized or sustained upon termination. The term more likely than not means a likelihood of
more than 50 percent; the terms examined and upon examination also include resolution of the related
appeals or litigation processes, if any. A tax position that meets the more-likely-than-not recognition
threshold is initially and subsequently measured as the largest amount of tax benefit that has a greater than
50 percent likelihood of being realized upon settlement with a taxing authority that has full knowledge of all
relevant information. The determination of whether or not a tax position has met the more-than-likely-than-
not recognition threshold considers the facts, circumstances, and information available at the reporting date
and is subject to management’s judgment. Deferred tax assets are reduced by a valuation allowance, if
based on the weight of evidence available, it is more likely than not that some portion or all of deferred tax
asset will not realized.

The Company recognizes interest and penalties on income taxes as a component of income tax expense.

Earnings per share

Basic earnings per share represents income available to common shareholders divided by the weighted-
average number of common shares outstanding during the period.

Statements of cash flows

The Company has defined cash equivalents as the amount in the consolidated statement of condition caption
“Cash and Due from Banks.”

Credit related financial information

In the ordinary course of business, the Company has entered into commitments to extend credit, including
commercial letters of credit and standby letters of credit. Such financial instruments are recorded when they
are funded.

Comprehensive income

Comprehensive income consists of net income and other comprehensive income. Other comprehensive
income includes unrealized gains on securities available for sale. Any unrealized losses related to factors
other than credit on debt securities.

Postretirement Benefits

In 2008, the Company adopted accounting guidance related to Postretirement Benefits. The Company has
effectively agreed to maintain a life insurance policy during the employee’s retirement. The cost of the
insurance policy during post-retirement periods should be accrued. Therefore, a reduction of $78,795
cumulative effect adjustment to retained earnings was recorded.

Summary of significant accounting policies (continued)
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Recent accounting pronouncements

Effective July 1, 2009, the Company adopted new accounting guidance related to U.S. Generally Accepted
Accounting Principles (GAAP). This guidance establishes FASB ASC as the source of authoritative U.S.
GAAP recognized by FASB to be applied by nongovernmental entities. Rules and interpretive releases of
the SEC under authority of federal securities laws are also sources of authoritative U.S. GAAP for SEC
registrants. FASB ASC supersedes all existing non-SEC accounting and reporting standards. All other
nongrandfathered, non-SEC accounting literature not included in FASB ASC has become nonauthoritative.
FASB will no longer issue new standards in the form of Statements, FASB Staff Positions or Emerging
Issues Task Force Abstracts. Instead, it will issue Accounting Standards Updates (ASUs), which will serve
to update FASB ASC, provide background information about the guidance and provide the basis for
conclusions on the changes to FASB ASC. FASB ASC is not intended to change U.S.GAAP or any
requirements of the SEC. This guidance is effective for the Company as of December 31, 2009.

Reclassification

Certain amounts in the 2008 and 2007 consolidated financial statements have been reclassified to conform
with the current year presentation.

Cash and due from banks

The Bank is required to maintain certain cash balances relating to its deposit liabilities. This requirement is
ordinarily satisfied by cash on hand.

Investment securities

Debt and equity securities have been classified in the balance sheets according to management’s intent. The
amortized cost and estimated fair value of securities classified as available-for-sale at December 31, 2009,
consisted of the following:

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury securities $ 3,015,602 $ 663 $ (1,275) $ 3,014,990
Mortgage-backed securities 56,459,388 2,932,306 (30,786) 59,360,908
U.S. agencies 9,198,327 71,163 - 9,269,490

States and political

subdivisions 81,782,885 1,505,685 (210,400) 83,078,170
Totals $ 150,456,202 $ 4509,817 $ (242,461) $ 154,723,558

Investment securities (continued)

At December 31, 2009, the Company held no securities of any single issuer (excluding the U.S. government and
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federal agencies) with a book value that exceeded 10% of stockholders’ equity.

Securities classified as available-for-sale at December 31, 2008, consisted of the following:

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury securities $ 7,123,426 $ 43,020 $ (1,321) $ 7,165,125
Mortgage-backed securities 52,423,227 1,579,133 (61,233) 53,941,127
U.S. agencies 12,173,813 164,775 - 12,338,588

States and political

subdivisions 75,848,176 459,669 (841,471) 75,466,374
Totals $ 147568642 $ 2,246,597 $ (904,025) $ 148,911,214

The amortized costs and estimated market values of debt securities at December 31, 2009, by contractual
maturity, are shown below. Actual maturities may differ from contractual maturities because borrowers have the
right to call or prepay obligations with or without call or prepayment penalties.

Amortized Fair
Cost Value
Within one year $ 11,101,265 11,163,890
Greater than one but within five years 21,696,949 21,956,720
Greater than five but within ten years 36,372,337 37,128,718
Greater than ten years 81,285,651 84,474,230
$ 150,456,202 $ 154,723,558

Investment securities with carrying values of approximately $64,805,000 and $69,024,000 at December 31,
2009 and 2008, respectively, were pledged to secure public deposits and securities sold under repurchase
agreements and for other purposes as required or permitted by law.

Investment securities (continued)

Information pertaining to available-for-sale securities with gross unrealized losses and fair value at December
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31, 2009, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, follows:

Less than twelve months Over twelve months
Number Gross Number Gross
of Unrealized of Unrealized
Securities Losses Fair Value Securities Losses Fair Value
U.S. treasury
securities 2 $  (1,275) $ 2,012,180 - $ - $ -
Mortgage-backed
securities 2 (7,640) 2,036,341 1 (23,146) 1,315,677
U.S. agencies - - - - - -
State and political
subdivisions 25 (102,967) 5,000,191 15 (107,433) 4,087,370
Totals 29 $(111,882) $ 9,048,712 16 $(130,579) $5,403,047

Information pertaining to available-for-sale securities with gross unrealized losses at December 31, 2008,
aggregated by investment category and length of time that individual securities have been in a continuous loss
position, follows:

Less than twelve months Over twelve months
Number Gross Number Gross
of Unrealized of Unrealized
Securities Losses Fair Value Securities Losses Fair Value
U.S. treasury
securities 1 $ (1,321) $ 1,025,000 - $ - $ -
Mortgage-backed
securities 6 (4,514) 753,063 5 (56,719) 4,064,226
U.S. agencies - - - - - -
State and political
subdivisions 113 (827,816) 30,430,878 5 (13,655) 1,333,637
Totals 120 $ (833,651) $ 33,208,941 10 $ (70,374) $ 5,397,863

Most of these unrealized losses result from securities which were purchased at a premium in anticipation of a
more stable interest rate environment. Management and the Asset/Liability Committee are continually
monitoring the securities portfolio. Accordingly, management is able to effectively measure and monitor the
unrealized loss position on these securities and because the Company does not intend to sell the securities and it
is not more likely than not that the Company will be required to sell the investments before recovery of their
amortized cost bases, the Company does not consider these securities to be other-than-temporarily impaired at
December 31, 2009, it can hold these securities to recovery. Additionally, the Company believes that its
premium amortization policies are appropriate and will result in a reasonable return on these investments being
recorded in the statements of income.

4. Loans

The components of loans in the consolidated balance sheet at December 31, 2009 and 2008, were as follows:
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2009 2008

Commercial loans $ 39,191,000 $ 44,253,000
Real estate loans 195,004,000 180,961,000
Agricultural loans 2,520,000 2,292,000
Consumer loans 46,015,000 46,025,000
282,730,000 273,531,000

Unearned discounts - ( 10,000)
Allowances for loan losses ( 3,292,000) ( 2,189,000)
Loans, net $ 279,438,000 $ 271,332,000

Changes in the allowance for loan losses during the years ended December 31, 2009 and 2008, were as follows:

2009 2008
Balance - beginning of period $ 2,188,975 $ 1,951,402
Provision charged to operations 1,767,000 1,415,000
Loans charged-off ( 946,132) ( 1,325,003)
Recoveries 281,873 147,576
Balance - end of period $ 3,291,716 $ 2,188,975

Impairment of loans having recorded investments of approximately $1,341,000 and $1,156,000 at December 31,
2009 and 2008, respectively, have been recognized in conformity with accounting guidance contained in the
Accounting Standards Codification as described in Note 1. These loans amounted to less than 1% of total loans
at December 31, 2009 and 2008. Related reserve amounts were not significant and there was no significant
change in these amounts during the years ended December 31, 2009, 2008, or 2007. The amount of interest not
accrued on these loans did not have a significant effect on earnings in 2009, 2008, or 2007. The Bank is not
committed to lend additional funds to debtors whose loans have been modified. There were approximately
$300,000 and $282,000 of loans greater than 90 days past-due still accruing interest at December 31, 2009 and
2008, respectively. The Company generally makes loans in its market area of Southern Louisiana.

Bank premises and equipment

Components of Bank premises and equipment included in the consolidated balance sheets at December 31, 2009
and 2008, were as follows:
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2009 2008
Buildings and leasehold improvements $ 12,586,349 $ 12,586,349
Equipment 10,421,047 9,800,303
Land 2,348,465 2,251,500
Construction-in-progress 1,711,616 266,829

27,067,477 24,904,981

Less: accumulated depreciation
and amortization (_ 12,149,194) ( 11,151,141)

$ 14,918,283 $ 13,753,840

Depreciation expense amounted to $1,317,577, $1,247,097 and $1,109,196 during the years ended December 31,
2009 and 2008 and 2007, respectively.

6. Time deposits

At December 31, 2009, the scheduled maturities of all outstanding certificates of deposit were as follows:

Year ending

December 31 Amount
2010 $ 116,690,543
2011 30,770,316
2012 3,835,127
2013 1,323,435
2014 1,040

$ 152,620,461

Included in deposits are $75,014,000 and $61,602,000 of certificates of deposit greater than or equal to $100,000
at December 31, 2009 and 2008, respectively. There are no major concentrations of deposits. Interest expense on
all deposits totaled approximately $4,844,505, $6,400,630 and $9,652,630 during the years ended December 31,
2009 and 2008 and 2007, respectively.

7. Other operating expenses

Other operating expenses as of December 31, 2009, 2008 and 2007 were as follows:
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2009 2008 2007

Advertising and public relations $ 915,236 $ 846,753 $ 974,321
Equipment and computer expenses 2,379,360 2,468,216 2,288,373
Professional fees and expenses 204,602 124,372 209,998
Regulatory assessments 719,598 213,745 157,627
Stationary and supplies 446,841 430,391 408,385
Other 3,157,732 2,900,762 2,631,192

$ 7,823,369 $ 6,984,239 $ 6,669,896

Income taxes

The source and tax effect of items reconciling income tax expense to the amount computed by applying the
federal income tax rates in effect to net income before income tax expense for the years ended December 31,
2009, and 2008 and 2007, are as follows:

2009 2008 2007
Amount Percent Amount Percent Amount Percent

Income before income

taxes $ 8,475,177 100.0% $ 9,166,295 100.0% $ 7,241,862 100.0%
U.S. Federal income tax

expense $ 2,881,562 34.0% $ 3,116,539 34.0% 2,461,213 34.0%
Municipal income ( 1,144,766) ( 135) ( 1,015,424) ( 111 ( 918,497) ( 12.7)
Other 75,829 0.9 ( 514,957) ( 5.6) 5,084 0.1
Income tax expense $ 1,812,625 21.4% $ 1,586,158 17.3% $ 1,547,800 21.4%

8.

The components of income tax expense during the years ended December 31, 2009, and 2008, and 2007, were as

follows:
2009 2008 2007
Current tax expense $ 1,717,416 $ 1,374,430 $ 1,480,000
Deferred tax expense 95,209 211,728 67,800
$ 1,812,625 $ 1,586,158 $ 1,547,800

Income taxes (continued)

The Company records deferred income taxes on the tax effect of changes in temporary differences. Deferred tax
assets are subject to a valuation allowance if their realization is less than 50% probable. The deferred tax assets
were comprised of the following at December 31, 2009 and 2008:

-25-



10.

11.

JEFF DAVIS BANCSHARES, INC. AND SUBSIDIARIES
JENNINGS, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2009 2008
Depreciation and amortization ($  788,797) ($ 185,043)
Unrealized gains on available-for-sale securities (  1,450,901) ( 456,474)
Goodwill amortization ( 531,504) ( 465,024)
Other items ( 39,140) -
Gross deferred tax liability (_ 2,810,342) (_ 1,106,541)
Allowance for loan losses 775,698 422,405
Deferred compensation 43,111 33,317
Gross deferred tax asset 818,809 455,722
Less: deferred tax valuation allowance - -
Net deferred tax (liability) asset ($_1,991,533) (3 650,819)

The federal tax years open for assessment are years ending December 31, 2006 through December 31, 2008.

Employee benefits

The Company offers a 401 (k) Plan (the “Plan”) to all employees who have completed six months of service and
who have attained age 20. Plan assets are invested in the Company’s securities or several other investment
options. Contributions to the Plan are at the discretion of the Board of Directors, with limitations based on a

percentage of the participants’ compensation. Annual contributions are allocated to each participant’s account
in an amount equal to each participant’s deferred compensation for the year. A participant’s interest in his or
her account balance becomes fully vested after completion of five years of service. The Company contributed
$268,514, $249,058 and $105,190, to the Plan in 2009, 2008, and 2007, respectively. At December 31, 2009
and 2008, the Plan held 27,164 and 27,164 shares in common stock of the Company, respectively.

The Bank also offers a life insurance joint beneficiary plan with some of its executive officers. The Bank is the
owner and beneficiary of split-dollar life insurance policies covering the lives of the officers. The plan provides
for payment upon death of a calculated amount based primarily on the officer’s salary to be paid from the
proceeds of the policies to the officers’ designated beneficiaries. The benefits have been accrued in the
accompanying financial statements.

Contingencies

The Company is a party to various legal proceedings arising in the ordinary course of business. In the opinion
of management, the ultimate resolution of these legal proceedings will not have a material adverse effect on the
Company’s financial statements.

Financial instruments with off-balance-sheet risk

To meet the financing needs of its customers the Bank is a party to various financial instruments with off-balance
sheet risk in the normal course of business. These financial instruments include commitments to extend credit,
standby letters of credit, and commercial letters of credit. Those instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amounts recognized in the consolidated statements of
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financial condition. The contract or notional amounts of those instruments reflect the extent of the involvement
the Bank has in particular classes of financial instruments. The Bank’s exposure to credit loss in the event of
nonperformance by the other party to the financial instrument for commitments to extend credit and standby
letters of credit, and commercial letters of credit is represented by the contractual notional amount of those
instruments. The Bank uses the same credit policies in making these commitments and conditional obligations as
it does for on-balance sheet instruments.

The following is a summary as of December 31, 2009 and 2008, of the various financial instruments entered into
by the Bank:

2009 2008
Commitments to extend credit $ 46,204,652 $ 27,298,750
Standby letters of credit 899,416 1,425,365

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since many of the commitments are expected to expire without being
fully drawn upon, the total commitment amounts disclosed above do not necessarily represent future cash
requirements.

The Bank evaluates customers’ creditworthiness on a case-by-case basis. The amount of collateral obtained, if
considered necessary by the Bank upon extension of credit, is based on management’s credit evaluation of the
customer.

Standby letters of credit and commercial letters of credit are conditional commitments issued by the Bank to
guarantee the performance of a customer to a third party. Essentially all letters of credit issued have expiration
dates within one year. The credit risk involved in issuing letters of credit is essentially the same as that involved
in extending loan facilities to its customers. The contractual amounts of credit-related financial instruments, such
as commitments to extend credit and letters of credit, represent the amounts of potential accounting loss should
the contract be fully drawn upon, the customer default, and the value of any existing collateral become worthless.

Minimum regulatory capital requirements

Both the Company and the Bank are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and
possibly additional discretionary actions, by regulators that, if undertaken, could have a direct material effect on
the Company’s and the Bank's financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, both the Company and the Bank must meet specific capital guidelines
that involve quantitative measures of their assets, liabilities, and certain off-balance-sheet items as calculated
under regulatory accounting practices. The capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weightings, and other factors.
Minimum regulatory capital requirements (continued)

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank
to maintain minimum amounts and ratios (set forth in the table on the following page) of total and Tier | capital
(as defined in the regulations) to risk-weighted assets (as defined), and of Tier I capital (as defined) to average
assets (as defined). Management believes, as of December 31, 2009 and 2008, that the Company and the Bank
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meet all capital adequacy requirements to which they are subject.

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”) required each federal
banking agency to implement prompt corrective action for institutions it regulates. The rules provide that an
institution is “well capitalized” if its total risk-based capital ratio is 10.0% or greater, its Tier 1 risked-based
capital ratio is 6.0% or greater, its leverage ratio is 5.0% or greater, and the institution is not subject to a capital
directive. Under this regulation, the Bank was deemed to be “well capitalized” as of March 31, 2009, based
upon the most recent notifications from its regulators. There are no conditions or events since those
notifications that management believes would change these classifications.

The Company’s and the Bank’s actual capital amounts and ratios are approximately the same and are presented
in the following table. The prompt, corrective action ratios apply only to the Bank.

The Bank's actual capital amounts and ratios as of December 31, 2009 and 2008, are also presented in the table
below:

To Be Well Capitalized

Required For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2009:
Company:
Total Regulatory Capital to
risk weighted assets $ 55,609,000 17.67% $ 25,173,000 >8.0% Not applicable
Tier | Capital to risk
weighted assets 52,317,000 16.63% 12,587,000 >4.0% Not applicable
Tier | Leverage Capital 52,317,000 10.68% 19,600,000 >4.0% Not applicable
Bank:
Total Regulatory Capital to
risk weighted assets $ 55,160,000 17.55% $ 25,137,000 >8.0% $ 31,422,000 >10.0%
Tier | Capital to risk
weighted assets 51,868,000 16.51% 12,569,000 >4.0% 29,501,000 >6.0%
Tier | Leverage Capital 51,868,000 10.59% 19,668,000 >4.0% 24,585,000 >5.0%

12. Minimum regulatory capital requirements (continued)

To Be Well Capitalized

Required For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2008
Company:
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Total Regulatory Capital to

risk weighted assets $ 50,714,000 16.86% $ 24,058,000 >8.0% Not applicable
Tier | Capital to risk
weighted assets 48,525,000 16.14% 12,029,000 >4.0% Not applicable
Tier | Leverage Capital 48,525,000 10.34% 18,781,000 >4.0% Not applicable
Bank:
Total Regulatory Capital to
risk weighted assets $ 50,124,000 16.70% $ 24,012,000 >8.0% $ 30,015,000 >10.0%
Tier | Capital to risk
weighted assets 47,935,000 15.97% 12,006,000 >4.0% 28,236,000 >6.0%
Tier | Leverage Capital 47,935,000 10.22% 18,824,000 >4.0% 23,530,000 >5.0%

Disclosures about fair value of financial instruments

In Accordance with the Fair Value Measurements and Disclosure topic of FASB ASC, disclosure of fair value
information about financial instruments, whether or not recognized in the balance sheet is required. Fair value of
a financial instrument is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value is best determined based
upon quoted market prices. In cases where quoted market prices are not available, fair values are based on
estimates using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. Accordingly, the fair value
estimates may not be realized in an immediate settlement of the instruments. Therefore, the aggregate fair value
amounts presented do not represent the underlying value of the Company.

The recent fair value guidance provides a consistent definition of fair value, which focuses on exit price in an
orderly transaction (that is, not a forced liquidation or distressed sale) between market participants at the
measurement date under current market conditions. If there has been a significant decrease in the volume and
level of activity for the asset or liability, a change in valuation technique or the use of multiple valuation
techniques may be appropriate. In such instances, determining the price at which willing market participants
would transact at the measurement date under current market conditions depends on the facts and circumstances
and requires use of significant judgment. The fair value is a reasonable point within the range that is most
representative of fair value under current market conditions.

Disclosures about fair value of financial instruments (continued)

Fair Value Hierarchy

In accordance with this guidance, the Company groups its financial assets and financial liabilities generally
measured at fair value in three levels, based on the markets in which the assets and liabilities are traded and the
reliability of the assumptions used to determine fair value.
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Level 1 - Valuation is based on quoted prices in active markets for identical assets or liabilities that the reporting
entity has the ability to access at the measurement date. Level 1 assets and liabilities generally include debt and
equity securities that are traded in an active exchange market. Valuations are obtained from readily available
pricing sources for market transactions involving identical assets or liabilities.

Level 2 - VValuation is based on inputs other than quoted prices included within level 1 that are observable for the
asset or liability, either directly or indirectly. The valuation may be based on quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the asset or liability.

Level 3 - Valuation is based on unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities. Level 3 assets and liabilities include financial instruments
whose value is determined using pricing models, discounted cash flow methodologies, or similar techniques, as
well as instruments for which determination of fair value requires significant management judgment or
estimation.

A financial instrument's categorization within the valuation hierarchy is based upon the lowest level of input that
is significant to the fair value measurement.

The following methods and assumptions were used by the Corporation in estimating fair value disclosures for
financial instruments:

Investments and Mortgage-Backed Securities - Where quoted prices are available in an active market, we classify
the securities within level 1 of the valuation hierarchy. Securities are defined as both long and short positions.
Level 1 securities include highly liquid government bonds and exchange-traded equities.

If quoted market prices are not available, we estimate fair values using pricing models and discounted cash flows
that consider standard input factors such as observable market data, benchmark yields, interest rate volatilities,
broker/dealer quotes, and credit spreads. Examples of such instruments, which would generally be classified
within level 2 of the valuation hierarchy, include GSE obligations, corporate bonds, and other securities.
Mortgage-backed securities are included in level 2 if observable inputs are available. In certain cases where there
is limited activity or less transparency around inputs to the valuation, we classify those securities in level 3.

Cash and due from banks — For those short-term instruments, the carrying amount is a reasonable estimate of
fair value.

Federal funds sold/purchased and securities sold under repurchase agreements — The carrying amount
approximates fair value.

Disclosures about fair value of financial instruments (continued)

Loans — For variable-rate loans that re-price frequently and with no significant change in credit risk, fair values
based on carrying values. Fair values for certain mortgage loans (for example, one-to-four family residential),
credit card loans, and other consumer loans are based on quoted market prices of similar sold in conjunction
with securitization transactions, adjusted for differences in loan characteristics. Fair values for other loans for
example, commercial real estate and investment property mortgage loans, commercial and industrial loans) are
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estimated using discounted cash flow analyses, using market interest rates for comparable loans. Fair values for
nonperforming loans are estimated using discounted cash flow analyses or underlying collateral values, where
applicable.

Deposit Liabilities - The fair values disclosed for demand deposits (for example, interest and noninterest
checking, pass book savings, and certain types of money market accounts) are, by definition, equal to the
amount payable on demand at the reporting date (that is, their carrying amounts). The carrying amounts of
variable-rate, fixed-term money market accounts and certificates of deposit approximate their fair values at the
reporting date. Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow
calculation that applies market interest rates on comparable instruments to a schedule of aggregated expected
monthly maturities on time deposits.

Short-Term Borrowings-The carrying amounts of federal funds purchased, borrowings under repurchase
agreements, and other short-term borrowings maturing within ninety days approximate their fair values. Fair
values of other short-term borrowings are estimated using discounted cash flow analyses based on current
market rates for similar types of borrowing arrangements.

Accrued Interest — The carrying amounts of accrued interest approximate fair value.

Commitments — The fair value of commitments to extend credit was not significant.

Fair Value of Assets Measured on a Recurring Basis

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

Level 1 Level 2 Level 3
December 31, 2009,
Securities available-for-sale $ 3,014,990 $ 68,630,397 $83,078,171
December 31, 2008,
Securities available-for-sale $ 7,165,125 $ 66,279,715 $ 75,466,374

13. Disclosures about fair value of financial instruments (continued)

The majority of our Level 3 instruments consist of corporate notes and bonds classified as available-for-sale.
The following table presents the changes in fair value for the year ended December 31, 2009, in Level 3
instruments that are measured at fair value on a recurring basis:

Beginning balance $ 75,466,374
Realized gains (losses) (49,930)
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Unrealized gains (losses) relating to instruments

still held at the reporting date 1,295,286
Purchases, sales, issuance, and settlements (net) 6,366,441
Balance, end of year $ 83,078,171

Fair Value Assets Measured on a Nonrecurring Basis

Certain assets are measured at fair value on a non-recurring basis and therefore are not included in the table
above. Impaired loans are level 2 assets measured using appraisals from external parties of the collateral less
any prior liens and the estimated cost of holding and selling the collateral. As of December 31, 2009 the fair
value of impaired loans was $1,341,032 which equaled the carrying value. The Bank did not record any
liabilities at fair value for which measurement of the fair value was made on a nonrecurring basis during the

year ended December 31, 2009.

The estimated fair values of the Company’s financial instruments at December 31, 2009, were as follows (in

thousands):
Carrying Fair
Amount Value
Financial assets:
Cash and due from banks and interest
bearing deposits in other banks $ 13,903 $ 13,903
Federal funds sold 19,175 19,175
Securities available-for-sale 150,456 154,724
Loans, net of allowance 279,438 315,659
Accrued interest receivable 3,080 3,080
Financial liabilities:
Noninterest bearing deposits 77,096 77,096
Interest bearing deposits 361,027 356,537
Federal funds purchased and securities
sold under repurchase agreements 5,417 5,417

13. Disclosures about fair value of financial instruments (continued)

The estimated fair values of the Company’s financial instruments at December 31, 2008, were as follows (in

thousands):
Carrying Fair
Amount Value
Financial assets:
Cash and due from banks and interest
bearing deposits in other banks $ 16,395 $ 16,395
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Federal funds sold 6,100 6,100
Securities available-for-sale 153,956 164,646
Loans, net of allowance 271,369 273,303
Accrued interest receivable 2,864 2,864
Financial liabilities:
Noninterest bearing deposits 94,398 94,398
Interest bearing deposits 330,456 331,617
Federal funds purchased and securities 4,357 4,357

sold under repurchase agreements

Other borrowed funds and lines of credit

The Bank has established a federal funds line-of-credit with First National Banker’s Bank (FNBB) to provide
additional sources of operating funds. The Bank can borrow up to approximately $20,200,000 under this
agreement at December 31, 2009. There was nothing drawn under this agreement with FNBB at December 31,
2009. There was no balance in the federal funds purchased borrowings as of December 31, 2009 and 2008,
respectively.

Related Party Transactions

Loans are made in the normal course of business to its directors, executive officers and their associates on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with other persons. Such loans did not involve more than normal risks of collectability. An analysis
of activity during 2009 and 2008 with respect to loans to officers and directors of the Bank is as follows:

2009 2008
Balance - beginning of year $ 1,642,801 $ 1,513,081
Additions 2,299,656 859,023
Payments (1,310,641) (729,303)
Balance - end of year $ 2,631,816 $ 1,642,801

Included in deposits are deposits from directors, officers, their immediate families, and related companies. These
accounts totaled approximately $7,030,000 and $3,364,000 at December 31, 2009 and 2008, respectively.

Subsequent Events

Management has evaluated subsequent events through the date that the financial statements were available to be
issued February 11, 2010 and determined that there were no events that require disclosure.
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