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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2018

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to
COMMISSION FILE NUMBER 1-11826
MIDSOUTH BANCORP, INC.

(Exact name of registrant as specified in its charter)

Louisiana 72 -1020809
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

102 Versailles Boulevard, Lafayette, Louisiana 70501
(Address of principal executive offices, including zip code)
(337) 237-8343

(Registrant’s telephone number, including area code)

Indicate by checkmark whether the registrant: (1) has filed all reports required to be filed by Section 13 of 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES x NO

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (Section 232.405 of this chapter) during the preceding 12 months
(or for such shorter period that the registrant was required to submit such files).

YES x NO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See definitions of "large accelerated filer," "accelerated

filer," "smaller reporting company" and "emerging growth company" in Rule 12b-2 of the Exchange Act. (Check
one):
. . .. x Smaller reporting Emerging growth
Large accelerated filer Accelerated filer Non-accelerated filer
company company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the

1



Edgar Filing: MIDSOUTH BANCORP INC - Form 10-Q
Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.)
YES NO x

As of November 9, 2018, there were 16,641,105 shares of the registrant’s Common Stock, par value $0.10 per share,
outstanding.
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Part I — Financial Information

Item 1. Financial Statements.

MidSouth Bancorp, Inc. and Subsidiaries

Consolidated Balance Sheets

(dollars in thousands, except per share amounts)

Assets

Cash and due from banks, including required reserves of $13,843 and $6,741, respectively
Interest-bearing deposits in other banks

Federal funds sold

Investment securities available-for-sale, at fair value
Investment securities held-to-maturity (fair value of $63,581 and $80,920, respectively)

Other investments

Loans held for sale

Loans

Allowance for loan losses

Loans, net

Bank premises and equipment, net
Accrued interest receivable
Goodwill

Intangibles

Cash surrender value of life insurance
Other real estate

Assets held for sale

Other assets

Total assets

Liabilities and Shareholders’ Equity
Liabilities:

Deposits:

Non-interest-bearing
Interest-bearing

Total deposits

Securities sold under agreements to repurchase

FHLB borrowings
Other borrowings
Other liabilities
Total liabilities

Shareholders’ equity:

Series B Preferred stock, no par value; 5,000,000 shares authorized, 32,000 shares issued

and outstanding, respectively

Series C Preferred stock, no par value; 100,000 shares authorized, 89,725 and 89,875
shares issued and outstanding, respectively

Common stock, $0.10 par value; 30,000,000 shares authorized, 16,641,105 and 16,548,829
shares issued and outstanding, respectively

September
30,2018
(unaudited)

$33,066
261,985
7,837
352,606
64,893
16,508
962,743
(24,450
938,293
56,006
6,606
42,171
2,685
15,071
1,022
1,372
26,133
$1,826,254

$425,696
1,083,433
1,509,129
13,676
27,506
22,167
12,325
1,584,803

32,000
8,972

1,664

December
31,2017
(audited)

$34,775
114,839
3,350
309,191
81,052
12,214
15,737
1,183,426
) (26,888
1,156,538
59,057
8,283
42,171
3,515
14,896
2,001
3,995
19,538
$1,881,152

$416,547
1,063,142
1,479,689
67,133
50,021
22,167
8,127
1,627,137

32,000
8,987

1,655

)
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Additional paid-in capital 169,070 168,412
Unearned ESOP shares (845 ) (937 )
Accumulated other comprehensive loss (6,972 ) (1,828 )
Retained earnings 37,562 45,726
Total shareholders’ equity 241,451 254,015
Total liabilities and shareholders’ equity $1,826,254 $1,881,152

See notes to unaudited consolidated financial statements.
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MidSouth Bancorp, Inc. and Subsidiaries
Consolidated Statements of Operations (unaudited)
(dollars in thousands, except per share amounts)

Interest income:

Loans, including fees

Securities and other investments:
Taxable

Nontaxable

Interest bearing deposits in other banks
Total interest income

Interest expense:

Deposits

Securities sold under agreements to repurchase
FHLB borrowings

Other borrowings

Total interest expense

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

Non-interest income:

Service charges on deposits

Gain on sale of securities, net

Loss on equity securities, other investments
ATM and debit card income

Other charges and fees

Total non-interest income

Non-interest expenses:

Salaries and employee benefits
Occupancy expense

ATM and debit card expense
Data processing

FDIC insurance

Regulatory remediation expense
Legal and professional fees
Other

Total non-interest expenses

(Loss)Income before income tax benefit
Income tax (benefit)expense

Net (loss)income

Dividends on preferred stock

Nine Months

Three Months

Ended September Ended September
30, 30,

2018 2017 2018

$14,590 $17,329 $45,948

2,156
273
1,417
18,436

1,602
16

81
271
1,970

16,466
4,300
12,166

2,159
(16

1,796
1,151
5,090

7,762
3,077
653
730
360
5,502
2,543
2,900
23,527

(6,271
(1,373
(4,898
810

2,276
363
411
20,379

1,094
149
111
212
1,566

18,813
4,300
14,513

2,463
338

) —
1,687
998
5,486

7,849
3,711
654
640
448
856
548
3,053
17,759

) 2,240

) 574

) 1,666
810

6,296
866
3,061
56,171

4,249
82
330
750
5411

50,760
4,740
46,020

6,430

(66
5,457
2,981
14,802

23,398
9,315
1,876
2,061
1,296
14,658
5,425
9,644
67,673

(6,851
(1,644
(5,207
2,430

2017
$50,682

7,019
1,144
823
59,668

3,002
619
290
632
4,543

55,125
19,600
35,525

7,339
347

) —
5,156
2,911
15,753

25,989
11,524
2,088
1,928
1,275
856
2,127
8,806
54,593

) (3,315 )

) (2,058 )

) (1,257 )
2,432
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Net (loss)income available to common shareholders $(5,708 ) $856  $(7,637 ) $(3,689)

Basic (loss)earnings per common share $(0.34 ) $0.05 $(0.46 ) $(0.28 )
Diluted (loss)earnings per common share $(0.34 ) $0.05 $(0.46 ) $(0.28 )
Weighted average number of shares outstanding:

Basic 16,558 16,395 16,531 13,314
Diluted 16,558 16,396 16,531 13,314
Dividends declared per common share $0.01 $0.01 $0.03 $0.19

See notes to unaudited consolidated financial statements.
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MidSouth Bancorp, Inc. and Subsidiaries
Consolidated Statements of Comprehensive Loss (unaudited)
(dollars in thousands)

Net loss

Other comprehensive (loss) income, net of tax:

Net change in unrealized (loss) gains on securities available-for-sale
Net change in unrealized gain on derivative instruments

Other comprehensive (loss) income, before tax

Income tax effect related to items of other comprehensive (loss) income
Total other comprehensive (loss) income, net of tax

Total comprehensive loss

See notes to unaudited consolidated financial statements.
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Three Months Nine Months Ended
Ended September
0 September 30,

2018 2017 2018 2017

$(4,898) $1,666 $(5,207 ) $(1,257)

(2,025 ) (673 ) (6,946 ) 2,877
35 11 ) 434 (134
(1,990 ) (684 ) (6,512 ) 2,743
418 240 1,368 (960
(1,572 ) (444 ) (5,144 ) 1,783
$(6,470) $1,222 $(10,351) $526

)
)
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MidSouth Bancorp, Inc. and Subsidiaries
Consolidated Statement of Shareholders’ Equity (unaudited)
(dollars in thousands, except per share amounts)
Preferred Common .. Accumulated
Stock Stock Additional Unearned Other Retained

Paid-in ESOP ComprehensiFarnings

Shares  Amount Shares Amount Capital Shares Loss Total

Balance -

December 31, 123,098 $41,110 11,362,716 $1,136 $111,166 $(1,233) $ (1,010 ) $63,207 $214,376
2016

Net earnings — — — — — — — (1,257 ) (1,257 )
Dividends on
Series B and
Series C preferred
stock

Dividends on
common stock, — — — — — — — (2,645 ) (2,645 )
$0.19 per share
Issuance of
common stock
Restricted stock
grant

Conversion of
Series C preferred
stock to common
stock

ESOP shares
released for — — — — 50 266 — — 316
allocation
Exercise of stock
options

Vested restricted
stock

Stock option and
restricted stock
compensation
expense

Change in
accumulated other
comprehensive
income

Balance —
September 30, 121,875 $40,987 16,548,829 $1,655 $168,322 $(967 ) $ 773 $56,873 $267,643
2017

_ _ _ _ _ (2,432 ) (2,432 )

— — 5,100,034 510 56,641 — — — 57,151

— — 58,090 6 6 ) — — — —

(1,223 ) (123 ) 6,791 1 122 — — — —

— — 20,498 2 264 — — — 266

— — 700 - - — — — —

— — — — — — 1,783 — 1,783
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MidSouth Bancorp, Inc. and Subsidiaries

Consolidated Statement of Shareholders’ Equity (unaudited)

(dollars in thousands, except per share amounts)
Preferred Common
Stock Stock

Shares Amount Shares

Balance,

December 31, 121,875 $40,987 16,548,829
2017

Adoption of ASU

2016-01

Net loss — — —
Dividends on

Series B and

Series C preferred

stock

Dividends on

common stock, — — —

$0.03 per share

Restricted stock o B 80,745
grant

Restricted stock

forfeitures - — (38,837

Conversion of
Series C preferred
stock to common
stock

ESOP shares
released for — — —
allocation

ESOP

compensation — — —
expense

Exercise of stock
options

Stock option and
restricted stock
compensation
expense

Change in
accumulated other
comprehensive
loss

Balance,

(150 ) (15 ) 833

— — 49,532

September 30, 121,725 $40,972 16,641,105 $1,664 $169,070

2018

Amount

$1,655

8

) (4

See notes to unaudited consolidated financial statements.

Additional Unearn
Paid-in
Capital

ESOP
Shares

Other

ComprehensikEarnings

Loss

ccumulated
edA umu

Retained

Total

$168,412 $(937 ) $(1,828 ) $45,726 $254,015

@8

) 4

15

31

637

@1

92

31

(5,175

G ) —
(5207 ) (5,207 )

(2,430 ) (2,430 )

(496 ) (496 )

— 92

— 31

— 642

— (21 )
) — (5,175 )

$(845) $(6,972 ) $37,562 $241,451
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MidSouth Bancorp, Inc. and Subsidiaries
Consolidated Statements of Cash Flows (unaudited)
(dollars in thousands)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation

Accretion of purchase accounting adjustments
Provision for loan losses

Deferred tax expense (benefit)

Amortization of premiums on securities, net
Stock-based compensation expense

Net excess tax benefit from stock-based compensation
ESOP compensation expense

Net gain on sale of investment securities

Loss on mutual fund

Proceeds from sale of loans held for sale

Net loss on sale of other real estate owned

Net write down of other real estate owned

Write down of assets held for sale

Loss on transfer of loans to held for sale

Net loss on sale/disposal of premises and equipment
Change in accrued interest receivable

Change in accrued interest payable

Change in other assets & other liabilities, net

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from maturities and calls of securities available-for-sale
Proceeds from maturities and calls of securities held-to-maturity
Proceeds from sale of securities available-for-sale

Proceeds from sale of security held-to-maturity

Purchases of securities available-for-sale

Proceeds from sale of other investments

Purchases of other investments

Net change in loans

Purchases of premises and equipment

Proceeds from sale of premises and equipment

Proceeds from sale of other real estate owned

Net cash provided by investing activities

Cash flows from financing activities:

Change in deposits

Change in securities sold under agreements to repurchase
Borrowings from FHLB

Repayments to FHLB

For the Nine Months
Ended September 30,

2018

2017

$(5,207 ) $(1,257 )

3,484
569
4,740
(1,359
2,224
(21
163

31

66
15,623
67

154
879
(183
1,677
(11
3,069
25,965

38,015
15,578
410

(92,529 ) (42,172

(2,300
213,002
(1,058
808

834
172,760

29,440

247,500

(270,000 ) (12,546

4,345

(180

19,600
) (704

2,128
) 85

379

50

(347

15
83
570

) 648
(121

) (12
(3,236
22,016

42,585
12,940
16,979
887

57
) (902
28,649
) (2,940
249
1,728
58,060

(23,495
(53,457 ) (39,586

25,000

)

)
)
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Repayments of notes payable

Proceeds from exercise of stock options
Proceeds from issuance of common stock
Stock offering expenses

Payment of dividends on preferred stock
Payment of dividends on common stock
Net cash used by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental cash flow information:

Interest paid

Income taxes paid

Noncash investing and financing activities:

Transfer of loans to other real estate

Transfer of loans to held for sale

Change in accrued common stock dividends

Change in accrued preferred stock dividends

Change in unrealized gains/losses on securities available-for-sale, net of tax
Change in unrealized gains on derivative instruments, net of tax

Cumulative-effect adjustment to retained earnings due to ASU 2016-01, net of tax

Net change in loan to ESOP

See notes to unaudited consolidated financial statements.

642

(2,430
(496
(48,801

149,924
152,964

$302,888 $163,123

$5,422

76
221

1
(5,518
343

31

92

266
57,834
(683
) (2,433
) (3,538
) 819

80,895
82,228

$4,555
2,500

1,552
(859
(1

) —

266

)
)
)

)
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MidSouth Bancorp, Inc. and Subsidiaries

Notes to Interim Consolidated Financial Statements
September 30, 2018

(Unaudited)

NOTE 1: BASIS OF PRESENTATION

Midsouth Bancorp (the "Company" or "we") is a bank holding company whose business is primarily conducted
through its wholly-owned banking subsidiary, Midsouth Bank (the "Bank"). We operate a full-service banking
business and offer a broad range of commercial and retail banking products to our customers.

The accompanying unaudited consolidated financial statements for the Company have been prepared in accordance
with accounting principles generally accepted in the United States of America ("GAAP") for interim financial
information. Accordingly, the financial statements do not include all of the information and footnotes required by
GAAP for complete financial statement presentation. The interim consolidated financial statements included herein
are unaudited, but reflect all adjustments, consisting of normal and recurring items, which, in the opinion of
management, are necessary for fair presentation of the consolidated financial position and result of operations for the
interim period presented. All significant intercompany accounts and transactions have been eliminated in
consolidation. The results of operation for the period ended September 30, 2018 are not necessarily indicative of the
results expected for the full year. These financial statements should be read in conjunction with the financial
statements and notes thereto and the report of our independent registered public accounting firm included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2017.

Certain amounts have been reclassified to conform with current period presentation. The reclassifications had no
effect on net income or shareholders' equity as previously reported.

NOTE 2: ADOPTION OF NEW ACCOUNTING STANDARDS AND RECENT ACCOUNTING
PRONOUNCEMENTS

Accounting Standards Adopted in 2018

— In May 2018, the FASB issued ASU 2018-06, Codification Improvements to Topic 942, Financial Services -
Depository and Lending. ASU 2018-06 removes outdated guidance related to Circular 202 because that guidance has
been rescinded by the Office of the Comptroller of the Currency. The amendments in this update are effective upon
issuance. The adoption of this ASU did not

have a material effect on the Company’s financial position, result of operations or cash flows.

ASU 2018-03, Technical Corrections and Improvements to Financial Instruments — Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities was issued to clarify certain aspects of the
guidance on recognizing and measuring financial assets and liabilities in ASU 2016-01:

Clarification regarding the ability to discontinue application of the measurement alternative for equity securities
without a readily determinable fair value

Clarification of the measurement date for fair value adjustments to the carrying amount of equity securities without a
readily determinable fair value for which the measurement alternative is elected

Clarification of the unit of account for fair value adjustments to forward contracts and purchased options on equity
securities without a readily determinable fair value for which the measurement alternative is expected to be elected
Presentation requirements for certain hybrid financial liabilities for which the fair value option is elected
Measurement of financial liabilities denominated in a foreign currency for which the fair value option is elected

14
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ransition guidance for equity securities without a readily determinable fair value

The effective date of this Update is for fiscal years beginning on or after December 15, 2017 and for interim periods
within those fiscal years beginning after June 15, 2018. Public business entities with fiscal years beginning between
December 15, 2017 and June 15, 2018 are not required to adopt the amendments until interim periods beginning after
June 15, 2018. Adoption of this Update is not expected to have a material effect on the Company's financial position,

results of operations or its financial statement disclosures.
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Adoption of New Accounting Standards —ASU 2016-01, Financial Statements - Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities was issued in January 2016 to address
certain aspects of recognition, measurement, presentation, and disclosure of financial instruments. This standard
impacts how the Company measures certain equity investments and discloses and presents certain financial
instruments through the application of the “exit price” notion. The Company adopted the amendments beginning
January 1, 2018. Under the new guidance, equity investments can no longer be classified as trading or available for
sale (AFS), and related unrealized holding gains and losses can no longer be recognized in OCI. Per the ASU, such
equity investments should be measured at fair value, with adjustments recognized in earnings at the end of each
reporting period. As such, the Company reclassified its portfolio of equity investments previously classified as AFS
investment securities to “other investments.” As these equity investments were previously measured at fair value,
implementation of the ASU did not impact the Company’s valuation method. In accordance with the ASU, the
cumulative-effect adjustment from AOCI to retained earnings for previously recorded fair value adjustments related to
these equity investments at adoption was immaterial. The Company elected the practical expedient measurement
alternative to prospectively account for other equity investments that do not have readily determinable fair values at
cost less impairment plus or minus observable price changes in orderly transactions for an identical or similar
investment of the same issuer. The investments are immaterial overall and are classified within “other investments” on
the Company’s consolidated balance sheets rather than as available-for-sale securities.

In May 2014, the FASB issued ASU 2014-09 - Revenue from Contracts with Customers, which created a new
principle-based framework to determine when and how an entity recognizes revenue from its customer contracts.
FASB has established a core principle for recognizing revenue within the new rules, which states that revenue should
only be recorded when services are provided or goods are transferred to customers at the agreed price. The majority of
our revenue-generating transactions are not subject to ASC Topic 606, including revenue generated from financial
instruments, such as our loans, letters of credit and investment securities, as these activities are subject to other GAAP
discussed elsewhere within our disclosures. Description of our revenue-generating activities that are within the scope
of ASC Topic 606, which are presented in our income statements as components of non-interest income are as
follows:

Service charges on deposits - We collect service charges on most of our non-maturity deposits accounts on a monthly
basis. Our fee earned is collected monthly when a particular cycle for a non-maturity deposit account closes. Each
cycle is monthly and the fee earned is for our service for the month just closed. Our performance obligations are to
process transactions, pay interest (on interest-bearing accounts), collect deposits, and allow access to on-line banking
applications and other services ancillary to a banking relationship. Each month when our fee is charged, our
obligation is complete. The contract-relationship is a month to month obligation - i.e. our obligation to perform these
services would end if the customer closes their deposit account with MidSouth.

ATM and debit card income - ATM fees primarily consist of surcharges assessed to our customers for using a
non-Bank ATM or a non-Bank customer using our ATM. Debit card income represents revenues earned from
interchange fees, which are earned on debit card transactions conducted with payment networks. Such fees are
generally recognized concurrently with the delivery of services on a daily basis.

10
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NOTE 3: INVESTMENT SECURITIES

The amortized cost and estimated fair value of available-for-sale investment securities are as follows (dollars in
thousands):

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
September 30, 2018
Available for sale:
State, county, and municipal securities $23,775 $ 27 $ 1,043 $22.759
Mortgage-backed securities 313,605 468 10,028 304,045
Corporate debt securities 25,566 328 92 25,802

$362,946 $ 823 $ 11,163  $352,606

December 31, 2017
State, county, and municipal securities $23,042 $ 209 $ 442 $22.809

Mortgage-backed securities 263,467 915 4,863 259,519
Mutual funds 2,100 — 39 2,061
Corporate debt securities 23,975 837 10 24,802

$312,584 $ 1,961 $5354  $309,191

The amortized cost and estimated fair value of held-to-maturity investment securities are as follows (dollars in
thousands):
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
September 30, 2018
Held-to-maturity:
State, county, and municipal securities $ 27,148 $ 83 $ 149 $27,082
Mortgage-backed securities 37,745 1,246 36,499

$64,893 § 83 $ 1,395 $63,581

December 31, 2017

State, county, and municipal securities $ 35,908 $ 265 $ 22 $36,151

Mortgage-backed securities 45,144 171 546 $44,769
$81,052 $ 436 $ 568 $80,920

11
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The amortized cost and estimated fair value of debt securities by contractual maturity are summarized in the tables
below (dollars in thousands): Actual maturities will differ from contractual maturities because of rights to call or
repay obligations with or without penalties and scheduled and unscheduled principal payments on mortgage-backed
securities and collateralized mortgage obligations.

Amortized Fair
Cost Value
September 30, 2018
Available for sale:
Due in one year or less $— $—
Due after one year through five years 8,140 8,150
Due after five years through ten years 22,640 22,805
Due after ten years 270,755 261,169
Mortgage-backed securities 61,411 60,482
$362,946 $352,606

Held-to-maturity:

Due in one year or less $768 $767

Due after one year through five years 4,821 4,763

Due after five years through ten years 13,347 13,316

Due after ten years 15,963 15,563

Mortgage-backed securities 29,994 29,172
$64,893  $63,581

The following tables detail the gross unrealized losses and estimated fair value of available for sale and
held-to-maturity securities aggregated by category and duration of continuous unrealized loss position at September

30, 2018 and December 31, 2017 (dollars in thousands):

Less than 12 Months 12 Months or More  Total

Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
September 30, 2018
Available for sale:
State, county, and municipal securities $5,948 $ 44 $12,714 $ 999 $18,662 $ 1,043
Mortgage-backed securities 96,704 1,193 179,082 8,835 275,786 10,028
Corporate debt securities 2,908 92 — — 2,908 92

$105,560 $ 1,329  $191,796 $ 9,834  $297,356 $ 11,163

December 31, 2017

State, county, and municipal securities $596 $5 $12,716 $ 437 $13,312 $ 442
Mortgage-backed securities 87,390 772 145,696 4,091 233,086 4,863
Mutual funds 2,061 39 — — 2,061 39
Corporate debt securities 2,990 10 — — 2,990 10

$93,037 $ 826 $158,412 $ 4,528  $251,449 $5,354
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Less than 12 12 Months or More Total

Months
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
September 30, 2018
Held-to-maturity:
State, county, and municipal securities $12,645 $ 149 $— $ — $12,645 $ 149
Mortgage-backed securities 15,922 226 20,578 1,020 36,500 1,246

$28,567 $ 375 $20,578 $ 1,020  $49,145 $ 1,395

December 31, 2017

State, county, and municipal securities $6,340 $ 22 $— $ — $6,340 $ 22

Mortgage-backed securities 13,138 95 12,090 451 25,228 546
$19,478 $ 117 $12,090 $ 451 $31,568 $ 568

Management evaluates each quarter whether unrealized losses on securities represent impairment that is other than
temporary. For debt securities, the Company considers its intent to sell the securities or if it is more likely than not the
Company will be required to sell the securities. If such impairment is identified, based upon the intent to sell or the
more likely than not threshold, the carrying amount of the security is reduced to fair value with a charge to earnings.
Upon the result of the aforementioned review, management then reviews for potential other than temporary
impairment based upon other qualitative factors. In making this evaluation, management considers changes in market
rates relative to those available when the security was acquired, changes in market expectations about the timing of
cash flows from securities that can be prepaid, performance of the debt security, and changes in the market’s
perception of the issuer’s financial health and the security’s credit quality. If determined that a debt security has
incurred other than temporary impairment, then the amount of the credit related impairment is determined. Effective
January 1, 2018, equity securities with readily determinable fair values are measured at fair value with changes in the
fair value recognized through net income.

As of September 30, 2018, 124 securities had unrealized losses totaling 3.50% of the individual securities’ amortized
cost basis and 2.94% of the Company’s total amortized cost basis. Of the 124 securities, 60 had been in an unrealized
loss position for over twelve months at September 30, 2018. These 60 securities had an amortized cost basis and
unrealized loss of $223.2 million and $10.9 million, respectively. The unrealized losses on debt securities at
September 30, 2018 resulted from changing market interest rates over the yields available at the time the underlying
securities were purchased. Management identified no impairment related to credit quality. At September 30, 2018,
management had the intent and ability to hold impaired securities and no impairment was evaluated as other than
temporary. As a result, no other than temporary impairment losses were recognized during the three months ended
September 30, 2018.

During the nine months ended September 30, 2018, the Company sold 1 security classified as available-for-sale for
$410,000 which resulted in neither a gain nor a loss. During the nine months ended September 30, 2017, the Company
sold 16 securities classified as available-for-sale and 1 security classified as held-to-maturity. Of the available-for-sale
securities, 13 securities were sold with gains totaling $449,000 and 3 securities were sold at a loss of $109,000 for a
net gain of $340,000. The decision to sell the 1 held-to-maturity security, which was sold at a gain of $7,000, was
based on the pre-refunding of the bond which would accelerate the maturity of the bond by 15 years with an
anticipated call date within six months.

Securities with a carrying value of approximately $189.4 million serve as collateral to secure public deposits,
securities sold under agreements to repurchase and for other purposes required or permitted by law at September 30,

2018, compared with $189.0 million at December 31, 2017.
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NOTE 4: LOANS

The loan portfolio consisted of the following (in thousands):
September 30, December 31,

2018 2017
Commercial, financial and agricultural $ 295,802 $435,207
Real estate — construction 90,444 90,287
Real estate — commercial 394,416 454,051
Real estate — residential 136,151 146,751
Consumer and other 45,338 56,398
Lease financing receivable 592 732
Total loans 962,743 1,183,426
Allowance for loan and lease losses (24,450 ) (26,888 )
Total loans, net $ 938,293 $1,156,538

The Company monitors loan concentrations and evaluates individual customer and aggregate industry leverage,
profitability, risk rating distributions, and liquidity for each major standard industry classification segment. At
September 30, 2018, one industry segment concentration, the oil and gas industry, constituted more than 10% of the
loan portfolio. The Company’s expo