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This Report contains statements which constitutedod-looking statements within the meaning of ®ec27A of the Securities Act of
1933 and the Securities Exchange Act of 1934. Thiegements appear in a number of places in thieiRand include all statements regarding the
intent, belief or current expectations of the Comyadts directors or its officers with respect among other things: (i) the Company's financing
plans; (ii) trends affecting the Company's finahc@ndition or results of operations; (iii) the Cpamy's growth strategy and operating strategy; and
(iv) the declaration and payment of dividends. Btees are cautioned that any such forward-lookiatements are not guarantees of future
performance and involve risks and uncertaintied,that actual results may differ materially fronoglk projected in the forward-looking statements
as a result of various factors discussed hereirttzogk factors discussed in detail in the Compditiyigs with the Securities and Exchange
Commission.

ITEM 1. BUSINESS
BUSINESS OF THE COMPANY
General

The First Bancshares, Inc. (the "Company") wasrpa@ted on June 23, 1995 to serve as a bank lgobdimpany for The First, A
National Banking Association ("The First") locatedHattiesburg, Mississippi. The First began atiens on August 5, 1996 from its main off
in the Oak Grove community, which was on the outslaf Hattiesburg but now is included in the @fyHattiesburg. In addition to the main office
in Hattiesburg and the branch in Laurel, The Rifsb operates two other branches in HattiesburgjroRurvis, one in Picayune, one in
Pascagoula, one in Bay St. Louis, one in Wiggansl one in Gulfport, Mississippi. The Company @adubsidiary bank engage in a general
commercial and retail banking business charact@tigepersonalized service and local decision-malkéngphasizing the banking needs of small to
medium-sized businesses, professional concernsdividuals. The First is a wholly-owned subsigi#sank of the Company.

Location and Service Area

The First serves the cities of Hattiesburg, LauwPelyvis, Picayune, Pascagoula, Bay St. Louis, Wigggbulfport and the surrounding areas
of Lamar, Forrest, Jones, Pearl River, Jackson¢étdqg Stone and Harrison Counties, Mississippie Fhist has a main office located in the city of
Hattiesburg, Mississippi, in Lamar County. ThesFhias a branch office located on Highway 589 éndity of Purvis, Mississippi, also in Lamar
County, a third office located at the intersectidiiincoln Road and South 28th Avenue in Hattiegharfourth location at 110 S. #Ave. in
Hattiesburg, a fifth location on Hwy 15 North imdrel, a sixth location on Hwy 43 South in Picayumseventh location on Jackson Avenue in
Pascagoula, an eighth location on Hwy 90 in Bay &tis, a ninth location on Border Ave. in Wiggiasd a tenth location at Hwy 49 and O’Neal
Rd in Gulfport, Mississippi.

The main office primarily serves the area in ar@bad the northern portion of Lamar County. Theviguoffice primarily serves the area
in and around Purvis, Mississippi, which is in #@st central part of Lamar County and is the cosasit. Lamar County is located in the
southeastern section of Mississippi. Hattiesbang, of the largest cities in Mississippi, is lochile Forrest and Lamar Counties. The Laurel office
serves the city of Laurel and the surrounding afebones County, Mississippi. The Picayune offidenprily serves the area in and around
Picayune, Mississippi, including areas of north ¢tank County and Pearl River, LA and Slidell, LAic&une is located in the southern part of
Pearl River County. Pearl River County is locdtethe southern section of Mississippi. The Pasabgoffice primarily serves the area in and
around Pascagoula, Mississippi, including areakaockson County. Hattiesburg can be reached viaHighways 98 and 49 and Interstate
59. Major employers located in the Lamar and BRtr@ounty areas include Forrest General HospitallUniversity of Southern Mississippi,
Wesley Medical Center, Camp Shelby, the HattieslRuiglic Schools, the Hattiesburg Clinic, the CifyHattiesburg, and Marshall Durbin Poultry.
The principal components of the economy of the Lisamal Forrest County areas include service indesstivholesale and retail trade,
manufacturing, and transportation and public ig#it The Laurel branch is located at 1945 Highia\orth, Laurel, MS, with the majority of its
retail business coming from the local area andehgaining business coming from other areas of JGoesity, as well as




portions of Jasper County, Wayne County, Smith &guand Covington County. Major employers in tbees County area include Howard
Industries, Sanderson Farms, Inc., and South GdRgional Medical Center. Major employers in Bearl River County area include Stennis
Space Center, Chevron, Texaco, Arizona Chemicakrgan Crescent Elevator Co., City of Picayune sByoMemorial Hospital and the public
schools. The principal components of the econohtie@Pearl River County area include timber, serwndustries, wholesale and retail trade,
manufacturing, and transportation and public ig#it Major employers in the Jackson County arelmdle Northrop Grumman, Singing River
Hospital, and Shell Oil Company. The Bay St. Laffice serves the city of Bay St. Louis and shierounding area of Hancock County,
Mississippi. Bay St. Louis can be reached via Blighway 90. Major employers in the Hancock aredude the City of Bay St. Louis, Hancock
County, and Stennis Space Center. The Wigginseofferves the city of Wiggins and the surroundieg &f Stone County, Mississippi. Stone
County is south of Forrest County and north of i4am County. Wiggins can be reached via U. S. Wmh49. The Gulfport office serves the city
of Gulfport and the surrounding area of Harrisou@ty, Mississippi. Gulfport can be reached via.lH&hway 49. Major employers in the
Harrison County area include Keesler Air Force Base a vast array of casinos.

Banking Services

The Company strives to provide its customers withkireadth of products and services comparabletetoffered by large regional bar
while maintaining the quick response and persoeafice of a locally owned and managed bank. Intaaddto offering a full range of deposit
services and commercial and personal loans, Tis¢ éffiers products such as mortgage loan originatiorhe following is a description of the
products and services offered or planned to beredfby the Bank.

! Deposit Services.The Bank offers a full range of deposit serviced tire typically available in most banks and saviaugd loar
associations, including checking accounts, NOW aets) savings accounts, and other time depositarafus types, ranging from daily
money market accounts to longer-term certificafedeposit. The transaction accounts and timefaztes are tailored to the Bank's
principal market area at rates competitive to thaffered by other banks in the area. In addittbe,Bank offers certain retirement account
services, such as Individual Retirement AccourRAd). All deposit accounts are insured by the Fad@eposit Insurance Corporation
(the "FDIC") up to the maximum amount allowed by laThe Bank solicits these accounts from individubusinesses, associations and
organizations, and governmental authorit

! Loan Products. The Bank offers a full range of commercial and pead loans. Commercial loans include both secaretlunsecure
loans for working capital (including loans secubgdinventory and accounts receivable), businesarmsipn (including acquisition of real
estate and improvements), and purchase of equipanentachinery. Consumer loans include equityslofecredit and secured and
unsecured loans for financing automobiles, homeaavgments, education, and personal investments. BEmk also makes real estate
construction and acquisition loans. The Bank’slieg activities are subject to a variety of lendiimgits imposed by federal law. While
differing limits apply in certain circumstances bd®n the type of loan or the nature of the borraimeluding the borrower's relationship
to the bank), in general the Bank is subject toaam$-to-one-borrower limit of an amount equal té6ldf the Bank's unimpaired capital and
surplus. The Bank may not make any loans to arecttir, executive officer, or 10% shareholder sslihe loan is approved by the Board
of Directors of the Bank and is made on terms notenfiavorable to such a person than would be aMeik@ a person not affiliated with t
Bank.

! Mortgage Loan Divisions.The Bank has mortgage loan divisions which origifaans to purchase existing or construct new handdc
refinance existing mortgage

! Other Services.Other bank services include on-line internet baglservices, voice response telephone inquiry serecmmercial sweep
accounts, cash management services, safe depreg,licavelers checks, direct deposit of payrall social security checks, and autom
drafts for various accounts. The Bank is assodiaiith the Interlink, Plus, Pulse and Star netwarkautomated teller machines that may
be used by the Bank’s customers throughout Miggissind other regions. The Bank also offers VIS MasterCard credit card services
through a correspondent bau




Competition

The Bank generally competes with other financiatitntions through the selection of banking produanid services offered, the pricing of
services, the level of service provided, the corergse and availability of services, and the degfeexpertise and the personal manner in which
services are offered. Mississippi law permitsestéde branching by banks and savings institutiang, many financial institutions in the state have
branch networks. Consequently, commercial bankingississippi is highly competitive. Many largariking organizations currently operate in
the Company's market area, several of which areated by out-of-state ownership. In additionpguetition between commercial banks and thrift
institutions (savings institutions and credit ursiphas been intensified significantly by the eliatian of many previous distinctions between the
various types of financial institutions and the @xged powers and increased activity of thrift tngitons in areas of banking which previously had
been the sole domain of commercial banks. Fetkgalation, together with other regulatory changgshe primary regulators of the various
financial institutions, has resulted in the almosal elimination of practical distinctions betwegicommercial bank and a thrift
institution. Consequently, competition among ficiahinstitutions of all types is largely unlimitedth respect to legal ability and authority to
provide most financial services.

The Company faces increased competition from bedlefally-chartered and statbartered financial and thrift institutions, as hes credi
unions, consumer finance companies, insurance aoiegand other institutions in the Company's mezaskea. Some of these competitors are not
subject to the same degree of regulation and céetriimposed upon the Company. Many of these @titgps also have broader geographic
markets and substantially greater resources amtihigfimits than the Company and offer certain &g such as trust banking that the Company
does not currently provide. In addition, manyh#ge competitors have numerous branch officesdddatoughout the extended market areas «
Company that may provide these competitors witadrantage in geographic convenience that the Coyngees not have at present.

Currently there are numerous other commercial has#isngs institutions, and credit unions operatm@he First's primary service area.
Employees
As of March 24, 2011 the Company had 148 fulletiemployees and 10 part-time employees.
SUPERVISION AND REGULATION

The Company and its bank are subject to state edetdl banking laws and regulations which imposei§ip requirements or restrictions
on and provide for general regulatory oversighhwéspect to virtually all aspects of operatioibese laws and regulations are generally intended
to protect depositors, not shareholders. To thengxhat the following summary describes statutargegulatory provisions, it is qualified in its
entirety by reference to the particular statutargl eegulatory provisions. Any change in applicdblgs or regulations may have a material effet
the business and prospects of the Company. Bewgjmith the enactment of the Financial Instituti®teform, Recovery and Enforcement Act of
1989 ("FIRREA") and following with the Federal Degitoinsurance Corporation Improvement Act of 19FD(ICIA"), and now most recently the
sweeping Dodd-Frank Wall Street Reform and Consupnetection Act of 2010 (the “Dodd-Frank Act”), namous additional regulatory
requirements have been placed on the banking indiasthe past several years, and additional cheihgee been proposed. The operations of the
Company and the Bank may be affected by legislatiges and the policies of various regulatori@ities. The Company is unable to predict
the nature or the extent of the effect on its bessrand earnings that fiscal or monetary poligiesnomic control, or new federal or state legistati
may have in the future.




Legislative and Regulatory Initiatives to Addressancial and Economic Crises

The Congress, Treasury Department and the fedenkifg regulators, including the FDIC, have takewald action since early September,
2008 to address volatility in the U.S. banking eyst

Emergency Economic Stabilization Act of 2008: Bted Asset Relief Program.In October 2008, the Emergency Economic Stabilize
Act of 2008 (“EESA”) was enacted. The EESA authedizhe Treasury Department to purchase from firgmtstitutions and their holding
companies up to $700 billion in mortgage loans,tgame-related securities and certain other findimtsé&ruments, including debt and equity
securities issued by financial institutions andrthelding companies in a troubled asset reliegpam (“TARP”). The purpose of TARP is to
restore confidence and stability to the U.S. baglsiystem and to encourage financial institutions¢oease their lending to customers and to each
other. The Treasury Department allocated $25@hillowards the TARP Capital Purchase Program (“GRRrsuant to which the Treasury
Department purchased debt or equity securities frarticipating institutions. The TARP also inaaisdthe Community Development Capital
Initiative (“CDCI”"), which was made available ortly certified Community Development Financial Ingtibns (“CDFIs”) and imposed a lower
dividend or interest rate, as applicable, thanGQR® funding. Participants in the TARP are suliigeixecutive compensation limits and are
encouraged to expand their lending and mortgagenuadifications .

On February 6, 2009, as part of the CPP, the Coyneatered into a Letter Agreement and Securitigstiise Agreement (collectively, 1
“Purchase Agreement”) with the Treasury Departmgmtsuant to which the Company sold (i) 5,000 shaféhe Company’s Fixed Rate
Cumulative Perpetual Preferred Stock, Series UBA {€PP Preferred Stock”) and (ii) a warrant (tké¢glfrant”) to purchase 54,705 shares of the
Company’s Common Stock for an exercise price of BLPer share. On September 29, 2010, after ssfotlgsobtaining CDFI certification, the
Company exited the CPP by refinancing its CPP fumdito lower-cost CDCI funding and also acceptadittonal CDCI funding. In connection
with this transaction, the Company retired its GR&ferred Stock and issued to the Treasury Depatttig123 shares of the Company’s Fixed
Rate Cumulative Perpetual Preferred Stock, Seriz¢tiz “CDCI Preferred Stock™). Including refinatfunding and newly obtained funding, the
Company’s total CDCI funding is $17,123,000.

The CDCI Preferred Stock qualifies as Tier 1 cdpital, provided that the Company maintains its C8ligibility and certification, is
entitled to cumulative dividends at a rate of 2% grenum until 2018, and 9% per annum thereaftee.Wharrant has a 10-year term and is
immediately exercisable upon its issuance, aneixiescise price is subject to anti-dilution adjustise

In order to benefit from the lower dividend ratsaciated with the CDCI Preferred Stock, the Compgamnequired to maintain complian
with the eligibility requirements of the CDFI Pragn. These eligibility requirements include thddwing:

« The Company must have a primary mission of prongatmmmunity development, based on criteria sehfortl2 C.F.R. 1805.201(b)(1);

- The Company must provide Financial Products, Dgraknt Services, and/or other similar financing aseglominant business activity
arn’s-length transactions, as provided in 12 C.F.R. 1B0Hb)(2);

« The Company must serve a Target Market by servimg a@r more Investment Areas and/or Targeted Papuoftsubstantially in tt
manner set forth in 12 C.F.R. 1805.201(b)

« The Company must provide Development Services mutetion with its Financial Products, either ditgcthrough an Affiliate, c
through a contract with a th-party provider, as provided in 12 C.F.R. 1805.20#(

« The Company must maintain accountability to redislesf the applicable Investment Area(s) and/or &sd Population(s) throu
representation on its governing Board of Directorstherwise, as provided in 12 C.F.R. 1805.205}h¥nd




« The Company must remain a ngavernmental entity which is not an agency or imsintality of the United States of America, or
State or political subdivision thereof, as desaibe12 C.F.R. 1805.201(b)(6) and within the megrof any supplemental regulations
interpretations of 12 C.F.R. 1805.201(b)(6) or ssehplemental regulations published by the Fi

As used in the discussion above, the terms “Atélia“Financial Products,” “Development ServiceSTarget Market,” “Investment Area(s),” and
“Targeted Population(s)” have the meanings ascribesdich terms in 12 C.F.R. 1805.104.

EESA also temporarily increased FDIC deposit insceaon most accounts from $100,000 to $250,000veer, with the passage of the
Dodd-Frank Act, this increase in the basic covetagi has been made permanent.

Following a systemic risk determination, the FDKZadblished a Temporary Liquidity Guarantee ProgfarbGP”) on October 14,
2008. The TLGP included the Transaction Accoursi@ntee Program (“TAGP”), which provided unlimitggposit insurance coverage for
noninterest-bearing transaction accounts (typidalisiness checking accounts) and certain fundstamepnoninterest-bearing savings
accounts. Institutions participating in the TAG&da 10 basis points fee (annualized) on the lbelafeach covered account in excess of $25!
while the extra deposit insurance was in place. TAGP was set to expire on December 31, 2010. Mewavith the passage of the Dodd-Frank
Act, the insurance coverage provided under thesketion Account Guarantee Program has in effect bgended until December 31, 2012, with
some changes. Perhaps the most significant diffesebetween the current version of the Transaétimount Guarantee Program and the Dodd-
Frank extension of the program are (i) that alldsagre required to participate in the new coveragih, no opt-out available, and (ii) that interest-
bearing NOW accounts will no longer benefit frore tinlimited insurance coverage beginning Janua2p1] (although IOLTA accounts will
continue to benefit from the unlimited coverage).

American Reinvestment and Recovery Act of 2008. February 17, 2009, President Obama signeddntéhe America Reinvestment a
Recovery Act of 2009 (“ARRA”). ARRA contained expave new restrictions on executive compensatiorifiancial institutions and other
companies participating in the TARP. These reitnis apply to us and are further detailed in impating regulations found at 31 CFR Part
30. (Any reference to “ARRA” herein includes aarfnce to the implementing regulations.)

ARRA prohibits bonus and similar paynsstot the most highly compensated employee of thagamy. The prohibition does not apply to
bonuses payable pursuant to “employment agreementsffect prior to February 11, 2009. “Long-terne’stricted stock is excluded from ARRA’s
bonus prohibition, but only to the extent the vadfi¢he stock does not exceed dhid of the total amount of annual compensatiothefemploye:
receiving the stock, the stock does not “fully Vesittil after all TARP-related obligations have besatisfied, and any other conditions which the
Treasury may specify have been met.

ARRA prohibits any payment to the principal exeeeatbfficer, the principal financial officer, andyaaf the next eight most highly
compensated employees upon departure from the Gonipaany reason for as long as any TARP-relatd@jations remain outstanding.

Under ARRA TARP-participating compan#&s required to recover any bonus or other incergayment paid to the principal executive
officer, the principal financial officer, or any tie next 23 most highly compensated employeeb®basis of materially inaccurate financial or
other performance criteria.

ARRA prohibits TARP participants from implementiagy compensation plan that would encourage martipuolaf the reported earnings
of the Company in order to enhance the compensafiany of its employees.




ARRA requires the Chief Executive Officer and th@ef Financial Officer of any publicly-traded TAR#rticipating company to provide
a written certification of compliance with the enwéize compensation restrictions in ARRA in the camy's annual filings with the SEC beginning
in 2010.

ARRA requires each TARP-participatingngany to implement a company-wide policy regardirgessive or luxury expenditures,
including excessive expenditures on entertainmenrvents, office and facility renovations, aviatimnother transportation services.

ARRA directs the Treasury to review bses) retention awards, and other compensationgdid Chief Executive Officer and the next fi
other highest paid executive officer of the Compand the next 20 most highly compensated emplogeeach company receiving TARP
assistance before ARRA was enacted, and to “see&dotiate” with the TARP recipient and affectedodogees for reimbursement if it finds any
such payments were inconsistent with TARP or otiewn conflict with the public interest.

AARA also prohibits the payment of tax gross-ugsjuired disclosures related to perquisite paymamisthe engagement, if any, by the
TARP participant of a compensation consultant; gradhibits the deduction for tax purposes of exaeutiompensation in excess of $500,000 for
each applicable senior executive.

These standards could change based on subseqigsm@piissued by the Treasury or the Internal Rey&ervice. As long as the
Treasury continues to hold equity interests inGoenpany issued under the TARP, the Company willitooits compensation arrangements and
modify such compensation arrangements, agree todimd limit its compensation deductions, and tsikeh other actions as may be necessary to
comply with the standards discussed above, astttagybe modified from time to time. The Company<inet anticipate that any material changes
to its existing executive compensation structurélvea required to comply with the executive compim standards included in the TARP.

Dodd-Frank Act The recent enactment during 2010 of the DodaHEk&all Street Reform and Consumer Protection #e (Dodd-
Frank Act”) will likely result in increased reguian of the financial services industry. Provisidikely to affect the activities of the Company and
the Bank include, without limitation, the following

» Asse-based deposit insurance assessme«. FDIC deposit insurance premium assessments begilbased on bank assets rather
domestic deposit:

« Deposit insurance limit increas. The deposit insurance coverage limit has beemgeently increased from $100,000 to $250,(

« Extension of Transaction Account Guarantee Progr. Unlimited deposit insurance coverage is extenft#dnon-interesbearing
transaction accounts and certain other accountsvimyears. This applies to all banks; there i®pi-in or op-out requirement

« Establishment of the Bureau of Consumer Financiaitéttion (BCFP). The BCFP will be housed within the Federal Resend, il
consultation with the Federal banking agencied,make rules relating to consumer protection. B#-P has the authority, should it w
to do so, to rewrite virtually all of the consunpeotection regulations governing banks, includingse implementing the Truth in Lend
Act, the Real Estate Settlement Procedures ACREBPA), the Truth in Savings Act, the Electroniaés Transfer Act, the Equal Cre
Opportunity Act, the Home Mortgage Disclosure Abge S.A.F.E. Mortgage Licensing Act, the Fair Ctd&itporting Act (except Sectic
615(e) and 628), the Fair Debt Collection Practides and the Gramm-LeadBliley Act (sections 502 through 509 relating tavpcy),
among others

« Riskretention rule. Banks originating loans for sale on the secondaarket or securitization must retain 5 percerarof loan they sell «
securitize, except for mortgages that meet-risk standards to be developed by regula




« Limitation on federal preemptiol. Limitations have been imposed on the ability rational bank regulators to preempt <
law. Formerly, the national bank and federal thrigulators possessed preemption powers with deg@rtransactions, operati
subsidiaries and attorney general civil enforcensrhority. These preemption requirements have tiegted by the Dodd~rank Act
which will likely impact state banks by affectingtities previously permitted through parity witlational banks

« Changes to regulation of bank holding companiednder Dodd-Frank, bank holding companies musted-capitalized and well-
managed to engage in interstate transactionshdrpast, only the subsidiary banks were requirechéet those standards. The Fec
Reserve Board'’s “source of strength doctrih@% now been codified, mandating that bank holdomgpanies such as the Company <
as a source of strength for their subsidiary bamegning that the bank holding company must betaljieovide financial assistance in
event the subsidiary bank experiences financiatefis.

« Executive compensation limitatio. The Dod-Frank Act codified executive compensation limitagasimilar to those previously impo:
on TARP recipients

This new legislation contains 16 different titlespver 800 pages long, and calls for the compietiodozens of studies and reports and
hundreds of new regulations. The information pdedi herein regarding the effect of the Dodd-Frankigintended merely for illustration and is
not exhaustive, as the full impact of the legisiaton banks and bank holding companies is stiligpsiudied and in any event cannot be fully
known until the completion of hundreds of new fed@gency rulemakings over the next few yearserésted shareholders should refer directly to
the Dodd-Frank Act itself for additional informatio

The Dodd-Frank Act is one of a number of legiskiivitiatives that have been proposed in recentthsodue to the ongoing national and
global financial crisis. It is not possible to giet whether any other similar legislation may legpted that would significantly affect the operatio
and performance of the Company and the Bank.

Summary. The foregoing is a brief summary of certain gegurules and regulations affecting the Comparlythe Bank. It is not
intended to be an exhaustive discussion of alsthtutes and regulations having an impact on tieeatipns of such entities. Additional bills may
be introduced in the future in the United Statead@ess and state legislatures to alter the streictegulation and competitive relationships of
financial institutions. It cannot be predicted wietand what form any of these proposals will bepéedd or the extent to which the business of the
Company and the Bank may be affected thereby.

The Company

Because it owns the outstanding capital stock@Bhnk, the Company is a bank holding company withé meaning of the Federal Bank
Holding Company Act of 1956 (the "BHCA").

The BHCA. Under the BHCA, the Company is subject to peri@kamination by the Federal Reserve and is requiréite periodic
reports of its operations and such additional imi@tion as the Federal Reserve may require. Thep@oys and the Bank’s activities are limited to
banking, managing or controlling banks, furnishgggvices to or performing services for its subsid&g and engaging in other activities that the
Federal Reserve determines to be so closely refateanking or managing or controlling banks abe@ proper incident thereto.

The Dodd-Frank Wall Street Reform and Consumerdetimn Act (discussed in more detail below undee¢@&t Developments”) has
removed many limitations on the Federal Reserva®eauthority to make examinations of banks thatsubsidiaries of bank holding
companies. Under the Dodd-Frank Act, the FedegakR/e Board will generally be permitted to exantiaek holding companies and their
subsidiaries, provided that the Federal ReservedBmaist rely on reports submitted directly by thstitution and examination reports of the
appropriate regulators (such as the OCC) to tHesftuéxtent possible; must provide reasonable eaticand consult with, the appropriate reguls
before commencing an examination of a bank holdmgpany subsidiary; and, to the fullest extent gessmust avoid duplication of examination
activities, reporting requirements, and requestéfformation.




Investments, Control, and Activitiedith certain limited exceptions, the BHCA requieagery bank holding company to obtain the prior
approval of the Federal Reserve before (i) acqgisumbstantially all the assets of any bank, (iQuaing direct or indirect ownership or control of
any voting shares of any bank if after such actjaisit would own or control more than 5% of thetimg shares of such bank (unless it already
owns or controls the majority of such shares)jigmerging or consolidating with another bank diolg company.

In addition, and subject to certain exceptions,BRECA and the Change in Bank Control Act, togethiéh regulations thereunder, require
Federal Reserve approval (or, depending on tharistances, no notice of disapproval) prior to aeggpn or company acquiring "control” of a
bank holding company, such as the Company. Coisticnclusively presumed to exist if an individoalcompany acquires 25% or more of any
class of voting securities of the bank holding camp Control is rebuttably presumed to existfeason acquires 10% or more but less than 25%
of any class of voting securities and either thenBany has registered securities under Section f#&dExchange Act (which the Company has
done) or no other person owns a greater percenfaat class of voting securities immediately aftee transaction. The regulations provide a
procedure for challenge of the rebuttable contrespmption.

Under the BHCA, a bank holding company is genenaidbhibited from engaging in, or acquiring directrdirect control of more than 5%
of the voting shares of any company engaged in aiwkibg activities, unless the Federal Reserve Bdprdrder or regulation, has found those
activities to be so closely related to banking anamging or controlling banks as to be a propedert thereto. Some of the activities that the
Federal Reserve Board has determined by regultiibe proper incidents to the business of a baitdirigpcompany include making or servicing
loans and certain types of leases, engaging iaiodrtsurance and discount brokerage activitiedppming certain data processing services, acting
in certain circumstances as a fiduciary or invesinoe financial adviser, owning savings associaj@nd making investments in certain
corporations or projects designed primarily to potenrcommunity welfare.

The Federal Reserve Board has imposed certairatapijuirements on the Company under the BHCAuitiolg a minimum leverage ra
and a minimum ratio of "qualifying" capital to riskeighted assets. These requirements are desdréded under "Capital Regulations." Subject
to its capital requirements and certain other ig&ins, the Company may borrow money to make @a&lagontribution to the Banks, and such lo
may be repaid from dividends paid from the BantheoCompany (although the ability of the Bank tg gavidends is subject to regulatory
restrictions as described below in "The Bank - Bérids"). The Company is also able to raise cafuitalontribution to the Bank by issuing
securities without having to receive regulatoryrappl, subject to compliance with federal and stateurities laws.

Source of Strength; Cross-Guarantel accordance with Federal Reserve Board poliegyGbmpany is expected to act as a source of
financial strength to the Bank and to commit researto support the Bank in circumstances in whiehGompany might not otherwise do
so. Under the BHCA, the Federal Reserve Boardmaquire a bank holding company to terminate anivigcor relinquish control of a nonbank
subsidiary (other than a nonbank subsidiary ofrikpapon the Federal Reserve Board's determingtatnsuch activity or control constitutes a
serious risk to the financial soundness or stghilftany subsidiary depository institution of thenk holding company. Further, federal bank
regulatory authorities have additional discretiomeiquire a bank holding company to divest itsEHmy bank or nonbank subsidiary if the agency
determines that divestiture may aid the depositwsiitution's financial condition.

The Bank

The Bank operates as a national banking associaitonporated under the laws of the United Statekssaibject to examination by the
Office of Comptroller of the Currency ("OCC"). Degits in the Bank are insured by the FDIC up toaximum amount (generally $250,000 per
depositor, subject to aggregation rules). The @@€the FDIC regulate or monitor virtually all sse# the Bank’s operations, including security
devices and procedures, adequacy of capitalizatidnoan loss reserves, loans, investments, bangsydeposits, mergers, issuances of securities,
payment of dividends, interest rates payable omsieg interest rates or fees chargeable on latablishment of branches, corporate
reorganizations, maintenance of books and recardbadequacy of staff training to carry on safelileg and deposit gathering practices. The OCC
requires the Bank to maintain certain capital eaiad imposes limitations on the Bank’s aggregatestment in real estate, bank premises, and
furniture and fixtures. The Bank is required bg B®CC to prepare quarterly reports on their fing@ih@dndition and to conduct an annual audit of
their financial affairs in compliance with minimustandards and procedures prescribed by the OCC.




Under FDICIA, all insured institutions must underggular on-site examinations by their approprizeking agency. The cost of
examinations of insured depository institutions ang affiliates may be assessed by the appromgeacy against each institution or affiliate as it
deems necessary or appropriate. Insured instigitoe required to submit annual reports to theCFayd the appropriate agency (and state
supervisor when applicable). FDICIA also diretts EDIC to develop with other appropriate agenaiesethod for insured depository institutions
to provide supplemental disclosure of the estimé@dnarket value of assets and liabilities, te #xtent feasible and practicable, in any balance
sheet, financial statement, report of conditioramy other report of any insured depository ingttu FDICIA also requires the federal banking
regulatory agencies to prescribe, by regulatiandrds for all insured depository institutions degository institution holding companies relating,
among other things, to: (i) internal controls, mf@tion systems, and audit systems; (ii) loan damtation; (iii) credit underwriting; (iv) interest
rate risk exposure; and (v) asset quality.

National banks and their holding companies whickeHaeen chartered or registered or undergone aeharcontrol within the past two
years or which have been deemed by the OCC oratiergl Reserve Board, respectively, to be troulistitutions must give the OCC or t
Federal Reserve Board, respectively, thirty daje piotice of the appointment of any senior exeaubfficer or director. Within the thirty day
period, the OCC or the Federal Reserve Board,easabe may be, may approve or disapprove any spdirdment.

Deposit Insurance.The FDIC establishes rates for the payment of premiby federally insured banks and thrifts for ds#pasurance. .
Deposit Insurance Fund ("DIF") is maintained foneoercial banks and thrifts, with insurance premidiros the industry used to offset losses
from insurance payouts when banks and thrifts faihce 1993, insured depository institutions tite Bank have paid for deposit insurance un
risk-based premium system.

The DoddFrank Act has changed the method of calculatiod-@IC insurance assessments. Under the currer@sythe assessment b
is domestic deposits minus a few allowable exchsisuch as pass-through reserve balances. UmaBodd-Frank Act, assessments are to be
calculated based on the depository institucewverage consolidated total assets, less itsgavaraount of tangible equity. On February 9, 2@i¢
FDIC published final regulations implementing thebanges. In addition to providing for the reqdiohange in assessment base, the FDIC has
modified or eliminated the assessment adjustmergsdon unsecured debt, secured liabilities, avkkbed deposits; added a new adjustment for
holding unsecured debt issued by another insurpdditery institution; and lowered the initial basgsessment rate schedule in order to collect
approximately the same amount of revenue undendhebase as under the old base, among other chaDgesto the expanded assessment base
the new initial base assessment rates have beemddvrom prior levels. These final regulationd e effective April 1, 2011.

Transactions With Affiliates and Insider§he Bank is subject to Section 23A of the FedersddRve Act, which places limits on the
amount of loans to, and certain other transactidgtts affiliates, as well as on the amount of adsemto third parties collateralized by the seasiti
or obligations of affiliates. The aggregate ofaVered transactions is limited in amount, astpane affiliate, to 10% of the Bank's capital and
surplus and, as to all affiliates combined, to 26f%he Bank's capital and surplus. Furthermoiithimthe foregoing limitations as to amount, each
covered transaction must meet specified collateglirements.

The Bank is also subject to Section 23B of the FeddReserve Act, which prohibits an institutionrfrengaging in certain transactions v
affiliates unless the transactions are on termstaunlkially the same, or at least as favorable ¢b $ustitution, as those prevailing at the time for
comparable transactions with nonaffiliated compani€he Bank is subject to certain restrictiongertensions of credit to executive officers,
directors, certain principal shareholders, andrtredated interests. Such extensions of credin(ist be made on substantially the same terms,
including interest rates and collateral, as thasediling at the time for comparable transactioiith whird parties and (ii) must not involve more
than the normal risk of repayment or present otinéavorable features.




Dividends. A national bank may not pay dividends from its talpi All dividends must be paid out of undividefits then on hand, after
deducting expenses, including reserves for lossédad debts. In addition, a national bank is iitdd from declaring a dividend on its shares of
common stock until its surplus equals its statqaitah unless the bank has transferred to surpiugss than one-tenth of its net profits of the
preceding two consecutive half-year periods (indhse of an annual dividend). The approval ofQkXC is required if the total of all dividends
declared by a national bank in any calendar yeeeesds the total of its net profits for that yeambined with its retained net profits for the
preceding two years, less any required transfessiolus. In addition, under FDICIA, the banks may pay a dividend if, after paying the
dividend, the bank would be undercapitalized. '&=pital Regulations” below.

Branching. National banks are required by the National BanktA@dhere to branch office banking laws appliedblstate banks in the
states in which they are located. Under currerssMsippi law, banks may open branches througWiastissippi with the prior approval of the
OCC. In addition, with prior regulatory approviegnks are able to acquire existing banking oparatin Mississippi. Furthermore, federal
legislation has recently been passed which peiinigsstate branching. The new law permits outtatesacquisitions by bank holding companies
(subject to veto by new state law), interstate thérg by banks if allowed by state law, interstagrging by banks, and de novo branching by
national banks if allowed by state law. See "Retegislative Developments."”

Community Reinvestment Acthe Community Reinvestment Act requires that, inr@ztion with examinations of financial institutgon
within their respective jurisdictions, the FedeRalserve, the FDIC, the OCC, or the Office of THsifipervision shall evaluate the record of the
financial institutions in meeting the credit neefisheir local communities, including low and moalerincome neighborhoods, consistent with the
safe and sound operation of those institutionses€Hactors are also considered in evaluating mergequisitions, and applications to open a
branch or facility.

Other Regulations.Interest and certain other charges collected otracted for by the Banks are subject to state ukswvg and certain
federal laws concerning interest rates. The Balukdn operations are subject to certain federais lapplicable to credit transactions, such as the
federal Truth-In-Lending Act, governing disclosutdsredit terms to consumer borrowers; the Hometlydme Disclosure Act of 1975, requiring
financial institutions to provide information toarle the public and public officials to determinkather a financial institution is fulfilling its
obligation to help meet the housing needs communggrves; the Equal Credit Opportunity Act, pliting discrimination on the basis of creed or
other prohibited factors in extending credit; tlerCredit Reporting Act of 1978, governing the asel provision of information to credit reporting
agencies; the Fair Debt Collection Act, concerrilmggmanner in which consumer debts may be colldnyerbllection agencies; and the rules and
regulations of the various federal agencies chavg#gdthe responsibility of implementing such fealdaws. The deposit operations of the Bank
also are subject to the Right to Financial PrivAcy, which imposes a duty to maintain confidentiabf consumer financial records and prescribes
procedures for complying with administrative sulbpeeof financial records, and the Electronic Fuhdssfer Act and Regulation E issued by the
Federal Reserve Board to implement that Act, whiaherns automatic deposits to and withdrawals foemposit accounts and customers' rights and
liabilities arising from the use of automated telieachines and other electronic banking services.

Capital Regulations. The federal bank regulatory authorities have adbpgk-based capital guidelines for banks and beiting
companies that are designed to make regulatoryatapguirements more sensitive to differencessk profile among banks and bank holding
companies, account for off-balance sheet expoam@minimize disincentives for holding liquid asseThe resulting capital ratios represent
qualifying capital as a percentage of total riskghéed assets and off-balance sheet items. Thiefués are minimums, and the federal regulators
have noted that banks and bank holding companigzplating significant expansion programs showaldaiow expansion to diminish their
capital ratios and should maintain ratios welbxeess of the minimums. The current guidelines irecall bank holding companies and federally-
regulated banks to maintain a minimum risk-baséal tapital ratio equal to 8%, of which at least Atst be Tier 1 capital. Tier 1 capital includes
common shareholders' equity, qualifying perpetuafgered stock, and minority interests in equitg@amts of consolidated subsidiaries, but
excludes goodwill and most other intangibles andustes the allowance for loan and lease losses: ZT¢apital includes the excess of any
preferred stock not included in Tier 1 capital, wh@iory convertible securities, hybrid capital instents, subordinated debt and intermediate term-
preferred stock, and general reserves for loarieask losses up to 1.25% of risk-weighted assets.
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Under the guidelines, banks' and bank holding caongsaassets are given risk-weights of 0%, 20%, 88%2100%. In addition, certain
off-balance sheet items are given credit converiiotors to convert them to asset equivalent ansoterivhich an appropriate risk-weight will
apply. These computations result in the total-vigighted assets. Most loans are assigned to 0f 1i3k category, except for first mortgage Ic
fully secured by residential property and, undetaie circumstances, residential construction lpaosh of which carry a 50% rating. Most
investment securities are assigned to the 20% aategxcept for municipal or state revenue bondgclwhave a 50% rating, and direct obligations
of or obligations guaranteed by the United Statem3ury or United States Government agencies, wideh a 0% rating.

The federal bank regulatory authorities have algglemented a leverage ratio, which is Tier 1 chpisea percentage of average total a:
less intangibles, to be used as a supplement tasthdased guidelines. The principal objectivehaf leverage ratio is to place a constraint on the
maximum degree to which a bank holding company leegrage its equity capital base. The minimum ireglieverage ratio for top-rated
institutions is 3%, but most institutions are reqdito maintain an additional cushion of at le&& o 200 basis points.

FDICIA established a capital-based regulatory sehdesigned to promote early intervention for treddvanks and requires the FDIC to
choose the least expensive resolution of bankr&slu The capital-based regulatory framework costéive categories of compliance with
regulatory capital requirements, including "welpitalized," "adequately capitalized," "undercap#tadl,” "significantly undercapitalized," and
“critically undercapitalized." To qualify as a "lveapitalized" institution, a bank must have adege ratio of no less than 5%, a Tier 1 risk-based
ratio of no less than 6%, and a total risk-basgut&kratio of no less than 10%, and the Bank miestbe under any order or directive from the
appropriate regulatory agency to meet and mairtapecific capital level. As of December 31, 2Gdhe, Company and The First, were qualified as
"well capitalized."

Under the FDICIA regulations, the applicable agecay treat an institution as if it were in the nlexter category if the agency determi
(after notice and an opportunity for hearing) tiw institution is in an unsafe or unsound conditio is engaging in an unsafe or unsound
practice. The degree of regulatory scrutiny aharicial institution will increase, and the perniti$s activities of the institution will decreases, ia
moves downward through the capital categoriestitinions that fall into one of the three underc¢alized categories may be required to (i) subr
capital restoration plan; (ii) raise additional itap (iii) restrict their growth, deposit interesttes, and other activities; (iv) improve their
management; (v) eliminate management fees; od{vést themselves of all or part of their operatioBank holding companies controlling
financial institutions can be called upon to babstinstitutions' capital and to partially guarantiee institutions' performance under their capital
restoration plans.

These capital guidelines can affect the Comparsgueral ways. If the Company continues to grow r@pid pace, a premature "squeeze"
on capital could occur making a capital infusiocessary. The requirements could impact the Conipaility to pay dividends. The Company's
present capital levels are more than adequate;\eweapid growth, poor loan portfolio performanoepoor earnings performance could change
the Company's capital position in a relatively stp@riod of time.

Failure to meet these capital requirements wouldmikat a bank would be required to develop aedsfiblan with its primary federal
banking regulator describing the means and a stdéaluachieving the minimum capital requiremenits.addition, such a bank would generally
not receive regulatory approval of any applicatiwat requires the consideration of capital adegusuwgh as a branch or merger application, unless
the Bank could demonstrate a reasonable plan to timeeapital requirement within a reasonable pkoftime.

Enforcement Powers FIRREA expanded and increased civil and crimpealalties available for use by the federal regujaagencies
against depository institutions and certain "ingitiin-affiliated parties” (primarily including magament, employees, and agents of a financial
institution, independent contractors such as atggrand accountants, and others who participdtesisonduct of the financial institution's
affairs). These practices can include the faibfran institution to timely file required reportsg filing of false or misleading information; dret
submission of inaccurate reports. Civil penaltiesy be as high as $1,000,000 a day for such weaigti Criminal penalties for some financial
institution crimes have been increased to twentyseIn addition, regulators are provided withagee flexibility to commence enforcement actions
against institutions and institution-affiliated pes. Possible enforcement actions include thaitetion of deposit insurance. Furthermore,
FIRREA expanded the appropriate banking agenciegepto issue cease and desist orders that mayygotber things, require affirmative action
to correct any harm resulting from a violation eagice, including restitution, reimbursement, imséfications, or guarantees against loss. A
financial institution may also be ordered to restitis growth, dispose of certain assets, rescgndeaments or contracts, or take other actions as
determined by the ordering agency to be appropriate
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Effect of Governmental Monetary Policiehe earnings of the Bank are affected by domestia@mic conditions and the monetary and
fiscal policies of the United States government imdgencies. The Federal Reserve Board's mgngtéicies have had, and are likely to continue
to have, an important impact on the operating te@flcommercial banks through its power to implatreational monetary policy in order, among
other things, to curb inflation or combat a recassiThe monetary policies of the Federal Resena®have major effects upon the levels of bank
loans, investments, and deposits through its opetkeh operations in United States government séesidnd through its regulation of the discount
rate on borrowings of member banks and the resemqugirements against member bank deposits. ttipossible to predict the nature or impact of
future changes in monetary and fiscal policies.

Significant Legislative Development©n September 29, 1994, the federal government ethdce Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994 (the "Interstatariking Act"). This Act became effective on Septem®9, 1995, and permits eligible bank
holding companies in any state, with regulatoryrapgl, to acquire banking organizations in any o#tate. Since June 1, 1997, the Interstate
Banking Act has allowed banks with different hortedess to merge, unless a particular state optsfdbe statute. In addition, beginning June 1,
1997, the Interstate Banking Act has permittedomaii and state banks to establish de novo braricla®ther state if there is a law in that state
which applies equally to all banks and expresshynits all out-of-state banks to establish de norambhes.

On November 12, 1999, the Gramm- Leach-Bliley Act@99 (the "Financial Services Modernization Act/gs signed into law. The
Financial Services Modernization Act repeals the affiliation provisions of the Glass-Steagall ABection 20, which restricted the affiliation of
Federal Reserve Member Banks with firms "engagattipally” in specified securities activities; aBection 32, which restricts officer, director, or
employee interlocks between a member bank and @mpany or person "primarily engaged"” in specifiedwsities activities. In addition, the
Financial Services Modernization Act also contairavisions that expressly preempt any state laticisg the establishment of financial
affiliations, primarily related to insurance. Theneral effect of the law is to establish a comgnsive framework to permit affiliations among
commercial banks, insurance companies, securities,fand other financial service providers by seng and expanding the BHCA framework to
permit a holding company system to engage in admge of financial activities through a new enkibown as a Financial Holding
Company. "Financial activities" is broadly definednclude not only banking, insurance, and séesractivities, but also merchant banking and
additional activities that the Federal Reservesadnsultation with the Secretary of the Treasuryegeines to be financial in nature, incidental to
such financial activities, or complementary aci@stthat do not pose a substantial risk to thetygafed soundness of depository institutions or the
financial system generally.

Generally, the Financial Services Modernization: Act

! Repeals historical restrictions on, and eliminatesiy federal and state law barriers to, affiliati@mong banks, securities firms,
insurance companies, and other financial servioeigers;

! Provides a uniform framework for the functionaluksgion of the activities of banks, savings ingtdns, and their holding
companies

! Broadens the activities that may be conducted tipma banks, banking subsidiaries of bank holdingipanies, and their
financial subsidiaries

! Provides an enhanced framework for protecting theapy of consumer information;

! Adopts a number of provisions related to the céipétion, membership, corporate governance, androtteasures designed
modernize the Federal Home Loan Bank sys!
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! Modifies the laws governing the implementationted Community Reinvestment Act ("CRA"); and

! Addresses a variety of other legal and regulatesyeés affecting both day-to-day operations and-terg activities of financial
institutions.

In order for a bank holding company to take advgaaf the ability to affiliate with other financiaérvices providers, that company must
become a "Financial Holding Company" as permittedes an amendment to the BHCA. To become a FiahHalding Company, the company
would file a declaration with the Federal Reserlecting to engage in activities permissible foréficial Holding Companies and certifying that it
is eligible to do so because all of its insuredad#fory institution subsidiaries are well-capitalizand well-managed. In addition, the Federal
Reserve must also determine that each insured idepyosstitution subsidiary of the Company haseatst a "satisfactory” CRA rating.

The Financial Services Modernization Act also pé&smational banks to engage in expanded activhiesigh the formation of financial
subsidiaries. A national bank may have a subsidiagaged in any activity authorized for natiorahks directly or any financial activity, except
for insurance underwriting, insurance investmengsl estate investment or development, or merdbemiting, which may only be conducted
through a subsidiary of a Financial Holding CompaFRjnancial activities include all activities pdatrad under new sections of the BHCA or
permitted by regulation.

A national bank seeking to have a financial subsjdiand each of its depository institution affidig, must be "well-capitalized" and "well-
managed."” The total assets of all financial subsiels may not exceed the lesser of 45% of a bi#otiekassets, or $50 billion. A national bank n
exclude from its assets and equity all equity itmests, including retained earnings, in a finansiddsidiary. The assets of the subsidiary may not
be consolidated with the bank's assets. The barsk atlgp have policies and procedures to assesgfalaubsidiary risk and protect the bank from
such risks and potential liabilities.

The Financial Services Modernization Act also idelsi a new section of the Federal Deposit InsurActgoverning subsidiaries of state
banks that engage in "activities as principal thatild only be permissible” for a national bank emduct in a financial subsidiary. It expressly
preserves the ability of a state bank to retaimxbting subsidiaries. Because Mississippi permdmmercial banks chartered by the state to er
in any activity permissible for national banks, #tate bank competitors of The First will be petetitto form subsidiaries to engage in the activitie
authorized by the Financial Services Modernizafiaty to the same extent as The First. In orddotm a financial subsidiary, a state bank must be
well-capitalized, and the state bank would be suthifethe same capital deduction, risk managemahiéfiliate transaction rules as applicable to
national banks.

The Company and the Bank do not believe that tharf€ial Services Modernization Act will have a malleadverse effect on operations
in the near-term. However, to the extent thaeimits banks, securities firms, and insurance comegéao affiliate, the financial services industry
may experience further consolidation. The Findris@avices Modernization Act is intended to grancémmunity banks certain powers as a matter
of right that larger institutions have accumulab@dan ad hoc basis. Nevertheless, this act mag thevresult of increasing the amount of
competition that the Company and the Bank facenfiarger institutions and other types of companisring financial products, many of which
may have substantially more financial resources tha Company and the Bank.
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In 2001, the Uniting and Strengthening America byviRling Appropriate Tools Required to Interceptabstruct Terrorism Act of 2001
(USA Patriot Act) was signed into law. The USA R#tAct broadened the application of anti-moneynidering regulations to apply to additional
types of financial institutions, such as brokeridess and strengthened the ability of the U.S. Goweent to detect and prosecute international
money laundering and the financing of terrorisme Phincipal provisions of Title 11l of the USA Pait Act require that regulated financial
institutions, including state member banks: (ipbfsh an anti-money laundering program that inetuttaining and audit components; (ii) comply
with regulations regarding the verification of identity of any person seeking to open an accdiifttake additional required precautions with
non-U.S. owned accounts; and (iv) perform certainfication and certification of money launderirigkrfor their foreign correspondent banking
relationships. The USA Patriot Act also expandeddbnditions under which funds in a U.S. interbao&ount may be subject to forfeiture and
increased the penalties for violation of anti-moteyndering regulations. Failure of a financiatitugion to comply with the USA Patriot Act’s
requirements could have serious legal and reputtimonsequences for the institution. The Bankaupted policies, procedures and controls to
address compliance with the requirements of the B&#iot Act under the existing regulations and edintinue to revise and update its policies,
procedures and controls to reflect changes reqbiyetie USA Patriot Act and implementing regulasion

In July 2002, Congress enacted the Sarbanes-Oxiepf&2002, which addresses, among other issugsoraie governance, auditing and
accounting, executive compensation, and enhanatdrarly disclosure of corporate information. $ect404 of the Sarbanes-Oxley Act, and
regulations adopted by the SEC require the Compaimclude in its Annual Report, a report statingmagement’s responsibility to establish and
maintain adequate internal controls over finan@gbrting and management’s conclusion on the é¥feness of the internal controls at year
end. Additionally, the Company’s independent regesd public accounting firm is required to attesand report on management’s evaluation of
internal control over financial reporting.

From time to time, various bills are introducedhe United States Congress with respect to thda#gn of financial institutions. Certain
of these proposals, if adopted, could significantipnge the regulation of banks
and the financial services industry. The Compaannot predict whether any of these proposals wilatopted or, if adopted, how these proposals
would affect the Company.

Recent Legislative and Regulatory Initiatives tal#sds Financial and Economic CriseI.he Congress, Treasury Department and the
federal banking regulators have taken broad afiace early September, 2008 to address volatilithe U.S. banking system, including the
passage of legislation, the provision of otheratiend indirect assistance to financial institusioassistance by the banking authorities in arrangi
acquisitions of weakened banks and bradealers, implementation of programs by the FedReakrve Board to provide liquidity to the commaet
paper markets and expansion of deposit insurancerage. See “Legislative and Regulatory Initiagite Address Financial and Economic Crises”
above.

ITEM 1A. RISK FACTORS

Making or continuing an investment in securitieg|uding the Compang’ Common Stock, involves certain risks that yoousth carefully
consider. The risks and uncertainties describealate not the only risks that may have a matadskrse effect on the Company. Additional r
and uncertainties also could adversely affect then@any’s business and results of operations. Ifcdrige following risks actually occur,
our business, financial condition or results oéigtions could be affected, the market price famg®ecurities could decline, and you could lose all
or a part of your investment. Further, to the eteat any of the information contained in this AlmhReport on Form 10-K constitutes forward-
looking statements, the risk factors set forth Wweddso are cautionary statements identifying imgrutrfactors that could cause the
Company’s actual results to differ materially fréinose expressed in any forward-looking statemmaide by or on behalf of the Company.

We may be vulnerable to certain sectors of the etgn
A portion of the loan portfolio is secured by reatate. If the economy deteriorated and depressg@state values beyond a certain point,
that collateral value of the portfolio and the newe stream from those loans could come under sirespossibly require additional loan loss

accruals. Our ability to dispose of foreclosed esthte at prices above the respective carryingegatould also be impinged, causing additional
losses.
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Difficult market conditions have adversely affedieel industry in which we opera

The capital and credit markets have been experngnalatility and disruption for more than two ysatausing volatility and disruption to
reach unprecedented levels. Dramatic declindseifbusing market over the past year, with fallingne prices and increasing foreclosures,
unemployment and under-employment, have negatiwvghacted the credit performance of mortgage loawisrasulted in significant writdewns o
asset values by financial institutions, includiraygrnment-sponsored entities as well as major cacial@nd investment banks. Reflecting
concern about the stability of the financial maskgenerally and the strength of counterparties ynemders have reduced or ceased providing
funding to borrowers, including to other finandiastitutions. This market turmoil and tighteninigooedit have led to an increased level of
commercial and consumer delinquencies, lack of wmes confidence and widespread reduction of busiaesvity generally. A worsening of
these conditions would likely exacerbate the adveffects of these difficult market conditions anand others in the financial institution
industry. Also, the economic downturn could exbess our exposure to credit risk, particularly ur ceal estate markets, as lower home prices and
increased foreclosures may result in higher chaftgeand delinquencies.

General economic conditions in the areas whereamarations or loans are concentrated may adveraffgct our customers’ ability to meet their
obligations

A sudden or severe downturn in the economy in dagoaphic markets we serve in the state of Miggi$snay affect the ability of our
customers to meet loan payments obligations omelyibasis. The local economic conditions in thexsas have a significant impact on our
commercial, real estate, and construction loarsatility of borrowers to repay these loans andvdiae of the collateral securing such loans.
Changes resulting in adverse economic conditiomminfmarket areas could negatively impact thenfinea results of the Company’s banking
operations and its profitability.

Additionally, adverse economic changes may caustomers to withdraw deposit balances, thereby ngwsitrain on our liquidity.
We are subject to a risk of rapid and significan&nges in market interest rates

Our assets and liabilities are primarily monetargature, and as a result we are subject to sigmif risks tied to changes in interest
rates. Our ability to operate profitably is laggdependent upon net interest income. Unexpectagment in interest rates markedly changing the
slope of the current yield curve could cause nerr@st margins to decrease, subsequently decremssinigterest income. In addition, such changes
could adversely affect the valuation of our asseid liabilities.

At present the Company’s one-year interest ratsiteity position is slightly asset sensitive, laugradual increase in interest rates during
the next twelve months should not have a significapact on net interest income during that pertédwever, as with most financial institutions,
the Company’s results of operations are affectedhanges in interest rates and the Company’syhilimanage this risk. The difference between
interest rates charged on interest-earning assdtmterest rates paid on interest-bearing liaedimay be affected by changes in market interest
rates, changes in relationships between intertsindices, and/or changes in the relationshipsde long-term and short-term market interest
rates. A change in this difference might resubtinincrease in interest expense relative to intémesme, or a decrease in the Company’s interest
rate spread.

Certain changes in interest rates, inflation, oe tinancial markets could affect demand for ourdutts and our ability to deliver products
efficiently

Loan originations, and potentially loan revenuesild be adversely impacted by sharply rising irgerates. Conversely, sharply falling

rates could increase prepayments within our séesiitortfolio lowering interest earnings from thaseestments. An unanticipated increase in
inflation could cause operating costs related targs and benefits, technology, and suppliestceimse at a faster pace than revenues.
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The fair market value of the securities portfaiwd the investment income from these securitiss filictuate depending on general
economic and market conditions. In addition, achglinvestment income and/or cash flows from itmesits that carry prepayment risk, such as
mortgage-backed and other adsatked securities, may differ from those anticigatethe time of investment as a result of interatst fluctuations

Changes in the policies of monetary authorities atiter government action could adversely affecfifaoility

The results of operations of the Company are afteby credit policies of monetary authorities, jgatarly the Federal Reserve Board. -
instruments of monetary policy employed by the Falde@eserve Board include open market operatiotis $1 government securities, changes in
the discount rate or the federal funds rate on tmkowings and changes in reserve requiremeniastdzank deposits. In view of changing
conditions in the national economy and in the mameykets, particularly in light of the continuirfyréat of terrorist attacks and the current military
operations in the Middle East, we cannot predissfige future changes in interest rates, depogideloan demand or the Company’s business
and earnings. Furthermore, the actions of the drtates government and other governments in relgpgpto such terrorist attacks or the military
operations in the Middle East may result in curyefhactuations, exchange controls, market disruptod other adverse effects.

Natural disasters could affect our ability to optr

Our market areas are susceptible to natural @isastich as hurricanes. Natural disasters campdlisnoerations, result in damage to
properties and negatively affect the local econarimevhich we operate. The Company cannot predigther or to what extent damage caused by
future hurricanes will affect operations or themmmies in our market areas, but such weather exentd cause a decline in loan originations, a
decline in the value or destruction of propertiesusing the loans and an increase in the risk lifigigencies, foreclosures or loan losses.

Greater loan losses than expected may adversagtaftir earnings

The Company as lender is exposed to the risk thatuistomers will be unable to repay their loanadoordance with their terms and that
any collateral securing the payment of their loaway not be sufficient to assure repayment. Credids are inherent in the business of making
loans and could have a material adverse effecpenating results. Credit risk with respect to éalrestate and construction loan portfolio wilkbte
principally to the creditworthiness of corporatiare the value of the real estate serving as sgdarithe repayment of loans. Credit risk with
respect to its commercial and consumer loan pdaotfeill relate principally to the general creditviiviness of businesses and individuals
within our local markets.

The Company makes various assumptions and judgragout the collectibility of its loan portfolio dprovides an allowance for
estimated loan losses based on a number of factbh® Company believes that its current allowdocdoan losses is adequate. However, if our
assumptions or judgments prove to be incorrectatlogvance for loan losses may not be sufficiertdweer actual loan losses. We may have to
increase the allowance in the future in responskedaequest of one of its primary banking reguatto adjust for changing conditions and
assumptions, or as a result of any deterioratiaghemuality of the loan portfolio. The actual@amt of future provisions for loan losses cannot be
determined at this time and may vary from the an®ohpast provisions.

The Company may need to rely on the financial markeprovide needed capital
The First Bancshares’ Common Stock is listed aaded on the NASDAQ stock market. Although the Comypanticipates that its capital
resources will be adequate for the foreseeabledutumeet its capital requirements, at times wey depend on the liquidity of the NASDAQ stc

market to raise equity capital. If the market skidiall to operate, or if conditions in the capitadrkets are adverse, First Bancshares may be
constrained in raising capital. Should these rigkserialize, the ability to further expand its ag@@ns through internal growth may be limited.
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We are subject to regulation by various Federal Stalte entities

The Company is subject to the regulations of theuBities and Exchange Commission (“SEC”), the FaldReserve Board, the Federal
Deposit Insurance Corporation, and the OCC. Newlagigns issued by these agencies may adversagtdifrst Bancshares’ ability to carry on its
business activities. First Bancshares is subjecatimus Federal and state laws and certain changhsse laws and regulations may adversely
affect operations.

The Company is also subject to the accounting rahekregulations of the SEC and the Financial Anting Standards Board. Changes in
accounting rules could adversely affect the repliiteancial statements or results of operationBidt Bancshares and may also require
extraordinary efforts or additional costs to imptsrh Any of these laws or regulations may be medifir changed from time to time, and we
cannot be assured that such modifications or ctawgknot adversely affect the Company.

We engage in acquisitions of other businesses fimmto time

On occasion, the Company will engage in acquisstiohother businesses. Acquisitions may resultstamer and employee turnover, tl
increasing the cost of operating the new busine3$esacquired companies may also have legal agenicies, beyond those that First Bancsha
aware of, that could result in unexpected costs.

We are subject to industry competition which mayehan impact upon its success

The profitability of the Company depends on itdighto compete successfully. We operate in a higitompetitive financial services
environment. Certain competitors are larger and hae more resources than we do. We face congpeiitiour regional market areas from other
commercial banks, savings and loan associatioadjtarnions, internet banks, finance companiespaidtinds, insurance companies, brokerage
and investment banking firms, and other finangiggimediaries that offer similar services. Someth® nonbank competitors are not subject to the
same extensive regulations that govern the Compathye Bank and may have greater flexibility in gating for business.

Another competitive factor is that the financiahsees market, including banking services, is ugdarg rapid changes with frequent
introductions of new technologyriven products and services. Our future succegsdepend, in part, on our ability to use technologgnpetitively
to provide products and services that provide coi@ree to customers and create additional effié@nio operations.

Future issuances of additional securities couldutem dilution of shareholde’ ownership

The Company may determine from time to time soiésadditional securities to raise additional edp#upport growth, or to make
acquisitions. Further, the Company may issue stptions or other stock grants to retain and megivair employees. Such issuances of Company
securities will dilute the ownership interestsiué Company’s shareholders.

Anti-takeover laws and certain agreements and chamevipions may adversely affect share value

Certain provisions of state and federal law anddbmpany’s articles of incorporation may make @rendifficult for someone to acquire
control of the Company. Under federal law, subfeatertain exemptions, a person, entity, or grougstmotify the federal banking agencies before
acquiring 10% or more of the outstanding votingktof a bank holding company, including The FirsinBshares’ shares. Banking agencies review
the acquisition to determine if it will result inchange of control. The banking agencies have §6 ttaact on the notice, and take into account
several factors, including the resources of theimogand the antitrust effects of the acquisitibhere also are Mississippi statutory provisiond an
provisions in the Company’s articles of incorpavatthat may be used to delay or block a takeovemgdt. As a result, these statutory provisions
and provisions in the Company'’s articles of incagtion could result in the Company being less efitva to a potential acquiror.
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Securities issued by the Company, including thegamyils Common Stock, are not FDIC insured

Securities issued by the Company, including the gaomg’s Common Stock, are not savings or deposidads or other obligations of any
bank and are not insured by the FDIC, the Depasitfance Fund, or any other governmental agenimstiumentality, or any private insurer, and
are subject to investment risk, including the palssioss of principal.

There can be no assurance that recently enactasldgign will stabilize the U.S. financial system

On October 3, 2008, President Bush signed intattenEESA. The legislation was the result of a peap by the Treasury in response to
the financial crises affecting the banking system financial markets and threats to investment bamid other financial institutions. Pursuant to
the EESA, the Treasury was given the authorit@aioong other things, purchase up to $700 billiomoftgages, mortgage-backed securities and
certain other financial instruments from finandredtitutions for the purpose of stabilizing andyading liquidity to the U.S. financial markets. In
2008, the Treasury announced the Capital Purchaggden, which was followed by the Community Devehgmt Capital Initiative in 2010. In
2008, the FDIC adopted a Final rule with respedtstd emporary Liquidity Guarantee Program pursuanthich the FDIC guaranteed certain
“newly-issued unsecured debt” of banks and cetalding companies and also temporarily guaranteedn unlimited basis, noninterest-bearing
bank transaction accounts; the unlimited guaraote®ninterest-bearing transaction accounts hashbemsm extended through 2012 by the Dodd-
Frank Act. On February 17, 2009, President Ob&greed into law the ARRA. The purposes of the lkgisn are to preserve and create jobs, to
assist those most impacted by the recession, todarinvestments to increase economic efficiendydalth services, to invest in transportation,
environmental protection and other infrastructarg] to stabilize local and state governments.

Each of these programs was implemented to helfligeabur economy and financial system. Therelmamo assurance, however, as tc
actual impact that the EESA and its implementirgulations, the Capital Purchase Program, the FD&@rams, or any other governmental
program will have on the financial markets. Thiéufa of the EESA, the ARRA or the U.S. governminstabilize the financial markets and a
continuation or worsening of current financial metrkonditions could materially and adversely aftaet Company’s business, financial condition,
and results of operations, access to credit otrfting price of the Company’s common stock.

The failure of other financial institutions couldwersely affect the Company

The Company’s ability to engage in routine fundiransactions could be adversely affected by thierestnd potential failures of other
financial institutions. Financial institutions drgerrelated as a result of trading, clearing,ntetparty and other relationships. As a resufauales
by, or even rumors or concerns about, one or ninaaial institutions or the financial servicesustty generally have led to market-wide liquidity
problems and could lead to losses or defaults yCthmpany or by other institutions.

Concern by customers over deposit insurance magecaudecrease in deposits and changes in the nfisnding sources available to the Compan

With recent increased concerns about bank failuestomers increasingly are concerned about threnetd which their deposits are
insured by the FDIC. Customers may withdraw ddpasian effort to ensure that the amount they favdeposit with their bank is fully insured
and some may seek deposit products or other batkgsaand investment products that are collatezdlizDecreases in deposits and changes in the
mix of funding sources may adversely affect the @any’s funding costs and net income.

Evaluation of investment securities for o-than-temporary impairment involves subjective deteations and could materially impact the
Company’s results of operations and financial ctindi

The evaluation of impairments is a quantitative quodlitative process, which is subject to risks andertainties, and is intended to
determine whether declines in the fair value ofstment should be recognized in current periodirgsn The risks and uncertainties include
changes in general economic conditions, the issfieasicial condition or future recovery prospedts effects of changes in interest rates or credit
spreads and the expected recovery period. Estighatture cash flows involves incorporating infotioa received from third-party sources and
making internal assumptions and judgments regartieduture performance of the underlying collatarad assessing the probability that an
adverse change in future cash flows has occurféé. determination of the amount of other-than-terapoimpairments is based upon the
Company’s quarterly evaluation and assessment@fRrand inherent risks associated with the respeetsset class. Such evaluations and
assessments are revised as conditions change ardfoemation becomes available.

18




Additionally, the Company’s management considensde range of factors about the security issuerwsas its reasonable judgment in
evaluating the cause of the decline in the estithtstie value of the security and in assessing tiesects for recovery. Inherent in management’s
evaluation of the security are assumptions andhastis about the operations of the issuer andtitsefearnings potential. Impairments to the
carrying value of our investment securities maydrneebe taken in the future, which would have aemat adverse effect on our results of
operations and financial condition.

The Company may be required to pay additional iasoe premiums to the FDIC, which could negativeldgact earnings

Recent insured institution failures, as well agdetation in banking and economic conditions, hsigaificantly increased FDIC loss
provisions, resulting in a decline in the desigdagserve ratio to historical lows. The FDIC expexhigher rate of insured institution failures in
the next few years compared to recent years; thaggeserve ratio may continue to decline. In taldj pursuant to the Dodd-Frank Act, the limit
on FDIC coverage has been permanently increasg2i5®,000. These developments have caused the pnsnaissessed to the Company by the
FDIC to increase.

Further, depending upon any future losses thaEBI€ insurance fund may suffer, there can be narasse that there will not be
additional premium increases in order to repletfighfund. The FDIC may need to set a higher batgeschedule or impose special assessments
due to future financial institution failures anddagped failure and loss projections. Potentialtyhleir FDIC assessment rates than those currently
projected could have an adverse impact on the Coy'geesults of operations.

The Company participates in the U.S. Treasury'aibted Asset Relief Program

« The Company received $5,000,000 in funding underChpital Purchase Progra“CPF") in exchange for preferred stock and com
stock warrants during 2009, which funding was r&ficed into lower-cost Community Development Capitdiative (“CDCI”) funding or
September 29, 2010. In addition, on Septembe2@B0, the Company also accepted $12,123,000 itiawcial CDCI funding, for a total «
$17,123,000 in CDCI funding. Participation in thisogram constrains the Compasiydbility to raise dividends and also places ca
constraints on executive compensation arrangemdmis. increased funding provides assurance thatCbwapany can maintain
minimum regulatory capital ratios in the face ofufie large real estatelated losses. The Company will have to repagehfeinds
possibly by raising capital within the next severeight years to keep its dividend costs from iasieg to 9% per annur

« Both the CPP and the CDCI are part of the TrouBlssket Relief Program (“TARP”)The rules that govern the TARP include restrict
on certain compensation to executive officers andraber of others in the Company. Among other thitigese rules include a prohibit
on golden parachute payments, a prohibition onignog tax gross-ups, a bonus clédaek provision, and a prohibition on paying
bonus payment to the Compasymost highly compensated employees. It is possitde compensation restrictions imposed on T.
participants could impede our ability to attractlaatain qualified executive officer

« Our participation in the TARP limits our annual idiend payments to no more than $.15 per shareafility to repurchase our commr
stock would also be restricted in the event thafailed to make our dividend paymer

« Since the TARP was part of legislation that hasrt#mtation of being passed as a bailout of thanfimal industry, participation in t
program could also create some reputational ribks feputation of the program could impede the Camyfs ability to attract business
competition with other financial institutions tr@it not participate. This reputational risk coulsceimpede the Comparsyability to attrac
and retain qualified executive office

19




ITEM 1B. UNRESOLVED STAFF COMMENTS
None
ITEM 2. PROPERTIES

The First has a main office located west of the aftHattiesburg, Mississippi, in Lamar County. eTimain office is located in a 13,000
square foot facility which the Company construced opened in January 1997 on a two acre plotnaf ¢ the southwest corner of U.S. Highway
98 and Old Highway 11. The First also has a braniftbe located on Highway 15 North in the citylafurel, Mississippi, one on Highway 589 in
the city of Purvis, Mississippi, which is in Lam@ounty, a fourth office in a 3,300 square footlfgclocated at the intersection of Lincoln Road
and South 28th Avenue in Hattiesburg, a fifth affiocated in an 11,700 square foot building locattetil0 S. 40'Ave. in Hattiesburg, a sixth
office located on Hwy 43 South, Picayune, MS in&08 sq. ft. facility , a seventh office locatedlda26 Jackson Ave in Pascagoula, MS, an eighth
office located at Hwy 90 in Bay St. Louis, MS, athilocation on Border Ave. in Wiggins, MS, as wasdl a tenth location located at Hwy 49 and
O’Neal Rd. in Gulfport, MS.

The Company believes that the Bank’s facilitied ailequately serve its needs.
ITEM 3. LEGAL PROCEEDINGS

From time to time the Company and/or the Bank mayhamed as defendants in various lawsuits arisiigpbthe normal course
business. On October 8, 2007, The First Bancshére. (the "Company") and its subsidiary, ThesfiA National Banking Association (i
"Bank") were formally named as defendants and skwith a First Amended Complaint in litigation syl Nick D. Welch v. Oak Grove La
Company, Inc., Fred McMurry, David E. Johnson, du@as Seidenburg, The First, a National Bankingo&gation, The First Bancshares, |
and John Does 1 through 10, Civil Action No. 20@8-ZV4, pending in the Circuit Court of Jones Courdississippi, Second Judic
District (the "First Amended Complaint").

The allegations by Welch against the Company amrdBank include counts of 1) Intentional Misrepréagaon and Omission;
Negligent Misrepresentation and/or Omission; 3)d8teof Fiduciary Duty; 4) Breach of Duty of Goodithaand Fair Dealing; and 5) Ci
Conspiracy. The First Amended Complaint servedAtelch on October 8, 2007 added the Company aedBtmk as defendants in t
ongoing litigation. The Plaintiff seeks damagesrirall the defendants, including $2,957,385, anduatlends for the year 2006 in the amc
of $.30 per share, punitive damages, and attorfegs'and costs, and is more fully described imF8K filed by the Company on October
2007. The Company and the Bank both deny anylitiabd Welch, and they intend to defend vigorouabainst this lawsuit.

The Defendants removed the case to the UnitedsSBistrict Court for the Southern District of Missippi, Hattiesburg Division, t
March 12, 2008, based upon the Court's federaltigmeirisdiction. On April 11, 2008, the Plairitifled a Motion to Remand the case to
Circuit Court of Jones County, Mississippi. ThetMo to Remand was granted, and the case is clyngeniding in the Circuit Court of Jor
County, Mississippi, Second Judicial District.

On January 29, 2010, the Circuit Court of the Sdcaudicial District of Jone€ounty, Mississippi entered an Agreed Order gra

Plaintiff s motion to amend his complaint to assert a deodargudgment action against Kansas Bankers SuZetypany on the question
insurance coverage.
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On March 7, 2011 an Agreed Order of Dismissal wasred in the litigation as previously disclosedliyy Company on Form 8-K filed
on March 8, 2011.

ITEM 4. REMOVED AND RESERVED

PART Il
ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER PURCHASES
OF EQUITY SECURITIES

In response to this Item, the information containagage 67 of the Company's Annual Report to $indders for the year ended
December 31, 2010, is incorporated herein by rafare

ITEM 6. SELECTED FINANCIAL DATA

In response to this Item, the information containagages 7 and 8 of Management’s Discussion avadyAis for the year ended
December 31, 2010, is incorporated herein by rafare

ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

In response to this Item, the information containagages 6 through 27 of the Company's Annual Rép&hareholders for the year
ended December 31, 2010, is incorporated heremefeyence.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Not applicable
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

In response to this Item, the information containagages 29 through 65 of the Company's AnnuabRép Shareholders for the year
ended December 31, 2010 is incorporated hereiefeyence.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

Not applicable.
ITEM 9A. CONTROLS AND PROCEDURES

The Company'’s principal executive officer and pijfad financial officer have concluded, based ugweirtevaluation of the Company’s
disclosure controls and procedures as of Decenhe2® 0 that the Company’s disclosure controls@wdedures were effective. During the

quarter ended December 31, 2010, no changes hauered in the Company’s internal control over ficahreporting that have materially affected
or are reasonably likely to materially affect then@pany’s internal control over financial reporting.
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The First Bancshares, Inc.
Management’s Report on Internal Control Over Finandal Reporting

Management of The First Bancshares, Inc. and sialpgi(the “Company”)s responsible for establishing and maintaining@ff’e interna
control over financial reporting. Internal contmer financial reporting is a process designegrtwide reasonable assurance regarding the
reliability of financial reporting and the prepagat of financial statements for external purposeadcordance with U.S. generally accepted
accounting principles.

Under the supervision and with the participatiomainagement, including the principal executiveceffiand principal financial officer, tt
Company conducted an evaluation of the effectiveioéiternal control over financial reporting bdse the framework in Internal Control —
Integrated Framework issued by the Committee ohSpng Organizations of the Treadway CommissiBased on this evaluation, management
of the Company has concluded the Company maintaffedtive internal control over financial repodiras such term is defined in Securities
Exchange Act of 1934 Rules 12a-15(f), as of Decerhe2010.

Internal control over financial reporting cannobyide absolute assurance of achieving financiadm&m objectives because of its inher
limitations. Internal control over financial repiog is a process that involves human diligence @rdpliance and is subject to lapses in judgment
and breakdowns resulting from human failures. riretecontrol over financial reporting can also rewmvented by collusion or improper
management override. Because of such limitatibrese is a risk that material misstatements mayagirevented or detected on a timely basis by
internal control over financial reporting. Thes@érent limitations, however, are known featuretheffinancial reporting process. It is possible,
therefore, to design into the process safeguardsdiace, though not eliminate, this risk.

This annual report does not include an attestagport of the Company’s independent registeredip@agicounting firm regarding internal
control over financial reporting. The Company’gistered public accounting firm was not requireéssue an attestation report on internal controls
over financial reporting pursuant to temporary sué the Securities and Exchange Commission.

s/ M. Ray (Hoppy) Cole, Jr. I/s/_Dee Dee Lowery
CEO and President Executive VP an
Chief Financial Officer

March 24, 2011 March 24, 2011

ITEM 9B. OTHER INFORMATION
Not applicable.
PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPOR ATE GOVERNANCE

In response to this Item, the information containader the captions, “Election of Directors” anddtitional Information Concerning
Directors and Officers” of the Company's Proxy &tagnt for the Annual Meeting of Shareholders thiéld on May 26, 2011, is incorporated
herein by reference.

Code of Ethics

The Company's Board of Directors haslopted a Code of Ethics that applies to the Cogipamincipal executive officer, principal
financial officer, principal accounting officer, persons performing similar functions. A copy dét@ode of Ethics can be found at the Company's
internet website at www.thefirstbank.comThe Company intends to disclose any amendnterits Code of Ethics, and any waiver from a
provision of the Code of Ethics granted to the Canys principal executive officer, principal finaaloofficer, principal accounting officer, or
persons performing similar functions, on the Conymimternet website within five business daysdweihg such amendment or waiver. The
information contained on or connected to the Comgisanternet website is not incorporated by refeeeimto this Form 10-K and should not be
considered part of this or any other report thafileewith or furnish to the SEC.
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Audit Committet

The information contained under the caption “Conteeis of the Board of Directors” of the CompanysxyrStatement for the Annual
Meeting of Shareholders to be held on May 26, 20&incorporated herein by reference. The Boamigfctors has determined that there is at
one independent audit committee financial expeialiglas Seidenburg, serving on the Audit Commjtees the terms independent and audit
committee financial expert are used in pertine®MSWAQ listing standards and Securities and Exch@gamission
regulations.

Corporate Governance

The information contained under the caption “Adgifil Information Concerning Directors and Officea'the Company’s Proxy
Statement for the Annual Meeting of Shareholdetsetdield on May 26, 2011, is incorporated herginglference.

As a TARP recipient the Company is required to heavé&xcessive Expenditure Policy. Such a policy agapted by the Company’s
Board of Directors on July 23, 2009, and is postedhe Bank’s website at www.thefirstbank.com.

ITEM 11. EXECUTIVE COMPENSATION

In response to this Item, the information containader the caption “Compensation Discussion andyaisl of the Company's Proxy
Statement for the Annual Meeting of Shareholdetsettield on May 26, 2011, is incorporated hergingference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENTAND RELATED STOCKHOLD ER MATTERS

In response to this Item, the information containader the caption “Security Ownership of Certagngficial Owners and Management
of the Company's Proxy Statement for the Annualtigeof Shareholders to be held on May 26, 201ihderporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR
INDEPENDENCE

In response to this Item, the information contdinader the caption “Certain Relationships and edl@ransactions” of the Company's
Proxy Statement for the Annual Meeting of Sharebddo be held on May 26, 2011, is incorporateéihdsy reference.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

In response to this Item, the information containader the caption “Principal Accountant Fees amiSes” of the Company’s Proxy
Statement for the Annual meeting of Shareholdeb®tbeld on May 26, 2011, is incorporated hereingbgrence.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE S

The following exhibits are furnished (or incorpaditby reference):

Exhibit Number

3.1

3.2

3.3

4.1

4.2

10.1

10.2

10.5

10.6

10.7

Description

Amended and Restated Articles of Incorporationdiporated by reference to Exhibit 3.1 to the ComyfsaRegistratior
Statement No. :-94288 on Form -1).

Bylaws (incorporated by reference to Exhibit 3.2te Company's Registration Statement N«-94288 on Form -1).

Articles of Amendment Containing Certifieatf Designations for the Fixed Rate CumulativepBral Preferred Stock,
Series CC

Provisions in the Company's Atrticles ofdrporation and Bylaws defining the rights of hoklef the Company's
Common Stock (incorporated by reference to ExHititto the Company's Registration Statement NA®4288 on Form
S-1).

Form of Certificate of Common Stock (incorporatgdréference to Exhibit 4.2 to the Company's Regiiin Statemer
No. 3:-94288 on Form -1).

Exchange Letter Agreement dated September 29, R&ieen The First Bancshares and the United Siegpartmen
of the Treasury, including the Standard Terms, weipect to the exchange of the Preferred Sh

Purchase Letter Agreement dated September 29, [#&t@en The First Bancshares and the United Sbatpartmen
of the Treasury, including the Standard Terms, wapect to the issuance of the CDCI Preferredes

Amended and restated employment agreeda¢ed November 20, 1995, by and between David lthstim and the
Company (incorporated by reference to Exhibit 1d.the Company's Form 10-KSB for the fiscal yeaded December
31, 1995, File No. 3-94288).

First Bancshares, Inc. 1997 Stock Option Plan &dath 18, 1997 (incorporated by reference to ExHiB.7 of the
Company's Form -KSB for the fiscal year ended December 31, 1996, Fo0. 3:-94288).

Agreement to Repurchase Stock by and among TheBargshares, Inc., Nick Welch and David Johnsiocofporatec
by reference to Exhibit 10.9 to the Company's Regfion Statement No. 3-102908 on Form -2).
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10.8 The First Bancshares, Inc. 2007 Stockritice Plan (incorporated by reference to Exmistto the Company’s
Registration Statement No. 171996 on For-8)

13 The Company's 2010 Annual Rep

21 Subsidiaries of the Compa

23 Consent of Independent Registered Public Accouriing
31 Rule 13i-14(a)/15+-14(a) Certification:

32 Section 1350 Certificatior

99.1 EESA Certification of CEC
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EXHIBIT 13

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Purpose

The purpose of management's discussion and an@ysisnake the reader aware of the significantmaments, events, and changes ir
consolidated financial condition and results of ragiens of the Company and its subsidiary during year ended December 31, 2010 v
compared to the years 2009 and 2008. The Compamysolidated financial statements and related refteald also be considered.

Critical Accounting Policies

In the preparation of the Company's consolidatedhritial statements, certain significant amounts tzsed upon judgment &
estimates. The most critical of these is the agting policy related to the allowance for loan less The allowance is based in large measure
management's evaluation of borrowers' abilitiem#ke loan payments, local and national economiditions, and other subjective factors. If
of these factors were to deteriorate, managemeutdumdate its estimates and judgments which mayire additional loss provisions.

Companies are required to perform periodic revieWwmdividual securities in their investment potifis to determine whether decline
the value of a security is other than temporaryresiew of other-thartemporary impairment requires companies to makéaicejudgment
regarding the materiality of the decline, its effen the financial statements and the probabiétent and timing of a valuation recovery anc
companys intent and ability to hold the security. Pursuanthese requirements, Management assesses wvaldeatlines to determine the exter
which such changes are attributable to fundamdatabrs specific to the issuer, such as finanaadition, business prospects or other facto
market-related factors, such as interest rateslii@scin the fair value of securities below thedstthat are deemed to be other-tibemporary ar
recorded in earnings as realized losses.

Goodwill is assessed for impairment both annualg avhen events or circumstances occur that makeoite likely than not th.
impairment has occurred. The impairment test coagpéne estimated fair value of a reporting unithwits net book value. The Company
assigned all goodwill to one reporting unit thapresents the overall banking operations. The aisaly goodwill for impairment requin
significant assumptions about the economic envirmrexpected net interest margins, growth ratdsfanrate at which cash flows are discout
No impairment was indicated when the annual testpeformed in 201(

Overview

The First Bancshares, Inc. (the Company) was parated on June 23, 1995, and serves as a banindadmpany for The First,
National Banking Associatior“The First”), located in Hattiesburg, Mississippi. The First&egperations on August 5, 1996, from its maince
in the Oak Grove community, which is on the westsigte of Hattiesburg. The First currently operatesmain office and two branches
Hattiesburg, one in Laurel, one in Purvis, oneigafune, one in Pascagoula, one in Bay St. Lowis,in Wiggins and one in Gulfport, Mississij
The Company and its subsidiary bank engage in argenommercial and retail banking business charietd by personalized service and |
decision-making, emphasizing the banking needsnaflso medium-sized businesses, professional coscand individuals. The First is a wholly-
owned subsidiary of the Company.




The Companys primary source of revenue is interest incomefagd, which it earns by lending and investing tnedg which are held
deposit. Because loans generally earn higher dtésterest than investments, the Company seelentploy as much of its deposit funds
possible in the form of loans to individuals, besises, and other organizations. To ensure suifibgidity, the Company also maintains a por
of its deposits in cash, government securitiespsiép with other financial institutions, and oveyimi loans of excess reserves (known Bsdere
Funds Sold”{to correspondent banks. The revenue which the @agnparns (prior to deducting its overhead expé@risesssentially a function
the amount of the Company’s loans and depositsyedisas the profit margin (“interest spreadiid fee income which can be generated on
amounts.

The Company increased from approximately $477.6ionilin total assets, and $383.8 million in deposit December 31, 2009
approximately $503.0 million in total assets, $386.5 million in deposits at December 31, 2010arts net of allowance for loan losses incre
from $314.0 million at December 31, 2009 to appmadely $328.0 at December 31, 2010. The Companseased from $43.6 million
shareholderséquity at December 31, 2009 to approximately $57illion at December 31, 2010. The First reportetineome of $3,016,000 a
$2,210,000 for the years ended December 31, 20id,2809, respectively. For the years ended Decerdbe2010 and 2009, the Comp
reported consolidated net income applicable to comstockholders of $2,233,000 and $1,461,000, ctisedy. The following discussion shot
be read in conjunction with the “Selected ConsaéideFinancial Datadnd the Company's Consolidated Financial Statenzsrttthe Notes there
and the other financial data included elsewhere.




SELECTED CONSOLIDATED FINANCIAL HIGHLIGHTS
(Dollars In Thousands, Except Per Share Data)

December 31

201C 200¢ 200¢ 2007 200¢
Earnings:
Net interest incom $ 16,33 $ 14,39 $ 16,10 $ 16,87 $ 13,24
Provision for loar
Losses 983 1,20¢ 2,20t 1,321 80C
Noninterest incom 3,89t 4,397 4,631 4,57¢ 3,38(
Noninterest expen: 15,84: 15,32 15,99¢ 14,82 11,13¢
Net income 2,54¢ 1,74% 1,84¢ 3,82: 3,31¢
Net income applicabl
to commor
stockholder 2,23¢ 1,461 1,84¢ 3,82: 3,31¢
Per common share da
Basic net income pi
Share $ 7 $ A4 $ .6 $ 1.2 $ 1.3

Diluted net income pe

Share .74 .48 .6 1.2 1.27
Per share dat.

Basic net incom

per shar $ .8 $ 5 $ .6 $ 12  $ 1.3
Diluted net incom

per shar .84 .58 .61 1.2t 1.27

Selected Year En
Balances

Total asset $ 503,04 $ 477,55 $ 474,82 $ 496,05 $ 417,76
Securities 107,13¢ 114,61¢ 102,30¢ 87,05: 91,81(
Loans, net c

allowance 327,95¢ 314,03 318,30( 367,00: 284,08:
Deposit: 396,47¢ 383,75¢ 378,07¢ 386,16¢ 351,72
Stockholder equity 57,09¢ 43,61 36,56¢ 36,28: 32,36

Results of Operations

The following is a summary of the results of opieras by The First for the years ended Decembe2310 and 2009.

201( 200¢

(In thousands
Interest incomt $ 23,45 $ 24,62
Interest expense 6,93 9,96
Net interest incom 16,52( 14,65¢
Provision for loan losses 98 1,20

Net interest income aft

provision for loan losses 15,53 13,44
Other income 3,89¢ 4,39¢
Other expens 15,40¢ 14,96:
Income tax expens 1,01 67

Net income $ 3,01 $ 2,21




The following reconciles the above table to thants reflected in the consolidated financialestants of the Company at December 31,
2010 and 2009:

2010 2009
(In thousands

Net interest income

Net interest income of subsidiary be $ 16,52 $ 14,65

Intercompany eliminations (18¢
(265

$ 16,33
$ 14,39

Net income
Net income of subsidiary bai $ 301 % 2,21
Net loss of the Company, excludi

intercompany accounts (78: (74¢€
$ 223 $ 1,46

Consolidated Net Income

The Company reported consolidated net income aggicto common stockholders of approximately $2,@30 for the year end
December 31, 2010, compared to a consolidatedneetrie of $1,461,000 for the year ended Decembef@19. The increase in income \
attributable to an increase in net interest incoffr&l.9 million or 13.5%, and a decrease of $22@6r 18.5% in provision for loan losses.

Consolidated Net Interest Income

The largest component of net income for the Compamet interest income, which is the differencenleen the income earned on as
and interest paid on deposits and borrowings usedipport such assets. Net interest income isrdited by the rates earned on the Company’
interest-earning assets and the rates paid omiésest-bearing liabilities, the relative amounfsirderest-earning assets and intetesaring
liabilities, and the degree of mismatch and theumigtand repricing characteristics of its intereatning assets and interest-bearing liabilities.

Consolidated net interest income was approximaké,334,000 for the year ended December 31, 2Gl6pmpared to $14,390,000
the year ended December 31, 2009. This increasethreadirect result of increased loan volumes asctehsed rates paid on interbkegring
liabilities during 2010 as compared to 2009. Agerinteresbearing liabilities for the year 2010 were $395,8986 compared to $384,744,000
the year 2009. At December 31, 2010, the netastespread, the difference between the yield onimgarassets and the rates paid on interest-
bearing liabilities, was 3.38% compared to 2.82%eatember 31, 2009. The net interest margin (wriahet interest income divided by aver
earning assets) was 3.60% for the year 2010 comipar®.20% for the year 2009. Rates paid on aeeistgrestiearing liabilities decreased frt
2.66% for the year 2009 to 1.80% for the year 20b@erest earned on assets and interest accrubahdlities is significantly influenced by marl
factors, specifically interest rates as set by Fdegencies. Average loans comprised 72.6% afageeearning assets for the year 2010 com
to 71.3% for the year 2009.




Average Balances, Income and Expenses, and Réfths following tables depict, for the periodsicaded, certain information related
the average balance sheet and average yields ets assl average costs of liabilities. Such yial@sderived by dividing income or expense by
average balance of the corresponding assets ditiegb Average balances have been derived fraity dverages.

Average Balances, Income and Expenses, and Rates

Years Ended December &

2010 2009 2008
Average Income/ Yield/ Average  Income/ Yield/ Average Income/  Yield/
Balance Expense: Rate Balance  Expense: Rate Balance = Expense:  Rate
Assets (Dollars in thousands
Earning Asset
Loans (1)(< $328,95¢ $ 20,28 6.17% $320,49! $ 20,67 6.45%  $349,57. $ 2540 7.27%
Securities 106,89: 3,121 2.92% 109,42: 3,861 3.53% 96,35" 4,41¢  4.58%
Federal funds sol 16,47: 21 13% 17,33: 28 16% 16,88¢ 331  1.96%
Other 85! 2. 2.56% 1,99 6! 3.31% 2,78. 9 3.52%
Total earning assets 453,17. 23,45. 5.18% 449,23! 24,62 5.48% 465,59 30,25.  6.50%
Cash and due from ban 16,68¢ 9,172 9,94(
Premises and equipme 14,49( 14,67¢ 15,53¢
Other assel 18,46¢ 13,62( 13,25¢
Allowance for loan losse (4,513 (5,064 (4,566
Total assets $498,30! $481,64. $499,76!
Liabilities
Interes-bearing liabilities $395,95¢ $ 7,11 1.80% $384,74. $ 10,23 2.66%  $403,01° $ 14,141 3.51%
Demand deposits (. 49,20: 48,85t 56,23¢
Other liabilities 9,43¢ 6,36¢ 3,964
Shareholde’ equity 43,71. 41,67 36,54
Total liabilities anc
shareholde’ equity $498,30! $481,64. $499,76!
Net interest spree 3.38% 2.82% 2.99%
Net yield on intere-earning
assets $ 16,33 3.60% $ 14,39 3.20% $ 16,101  3.46%

(1) All loans and deposits were made to borrowers @ Whited States. Includes nonaccrual loans of1%4,%4,367, and $3,340, respectiv
during the periods presented. Loans include ralddle loans
(2) Includes loan fees of $400, $477, and $609, resmdyt
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Analysis of Changes in Net Interest Incomghe following table presents the consolidatelledamount of changes in interest income
interest expense attributable to changes in volanteto changes in rate. The combined effect ih kotume and rate which cannot be separ

identified has been allocated proportionately ®¢hange due to volume and due to rate.

Analysis of Changes in Consolidated Net Interest btome

Year Ended December 31,
2010 versus 200
Increase (decrease) due t
Volume Rate Net

Year Ended December 31
2009 versus 200

Increase (decrease) due t

Volume Rate Net

(Dollars in thousands)

Earning Assets

Loans $ 54/'$ (930 $ (385
Securities (89) (651 (740,
Federal funds sol 2) (5) ©)
Other short-term investments
(37 (7 (44
Total interest incom 41 (1,593 (1,176
Interest-Bearing Liabilities
Interes-bearing transaction accout 992 (1,369 377,
Money market accoun (50) (31) (81)
Savings deposil (5) (8) (13)
Time deposit: (671 (1,590 (2,261
Borrowed funds (172 (216 (388
Total interest expense 9. (3,214 (3,120
Netinterestincome $ 322 % 162 % 1,94

$(2,113  $(2,622 $ (4,735
50¢ (1,153 (555

’

9 (312 (303"

(28 4 (32
(1,534 (4,091 (5,625
61€ (792, 174
(242, (108' (350'
(18) (58) (76)
(566, (2,058 (2,624
(471 (212 (683

(679 (3,228 (3,907
$ (855 $ (863 $(1,718

Interest Sensitivity The Company monitors and manages the pricingraatlirity of its assets and liabilities in orderdiminish the
potential adverse impact that changes in intesgesrcould have on its net interest income. A nooimigj technique employed by the Company is
measurement of the Company's interest sensitigp," which is the positive or negative dollar eiffnce between assets and liabilities the
subject to interest rate repricing within a givesripd of time. The Company also performs assetliigbmodeling to assess the impact vary
interest rates and balance sheet mix assumptidh&iavie on net interest income. Interest rate ifigitg can be managed by repricing asset
liabilities, selling securities available-feale, replacing an asset or liability at maturdy,adjusting the interest rate during the life ofasset ¢
liability. Managing the amount of assets and litibs repricing in the same time interval helpshiedge the risk and minimize the impact or
interest income of rising or falling interest ratéhe Company evaluates interest sensitivity @skl then formulates guidelines regarding ¢
generation and repricing, funding sources andpgicand off-balance sheet commitments in ordeetrahse interest rate sensitivity risk.
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The following tables illustrate the Company's cdigsded interest rate sensitivity and consolidatachulative gap position at Decem

31, 2008, 2009, and 2010.

Assets
Earning Assets
Loans
Securities (2)

Funds sold and other

Total earning assets
Liabilities
Interes-bearing liabilities:
Interes-bearing deposits
NOW account: (1)
Money market accounts
Savings deposits (1)
Time deposits
Total interes-bearing deposit
Borrowed funds (3)
Total interes-bearing liabilities

Interes-sensitivity gap per peric

Cumulative gap at December 31, 2(
Ratio of cumulative gap to total earning
assets at December 31, 2(

Assets
Earning Assets
Loans
Securities (2
Funds sold and othi
Total earning asse
Liabilities
Interest-bearing liabilities:
Interes-bearing deposits
NOW accounts (1
Money market accoun
Savings deposits (:
Time deposit:
Total interes-bearing deposit
Borrowed funds (3
Total interes-bearing liabilities
Interes-sensitivity gap per peric

Cumulative gap at December 31, 2!
Ratio of cumulative gap to tot
earning assets at December 31, 2

December 31, 200:

After Three Greater
Within Through Within Than
Three Twelve One One Year or
Months Months Year Nonsensitive Total
(Dollars in thousands)
$ 81,23 $ 57,09 $ 138,32 $ 184,76 $ 323,08
14,487 14,11: 28,59¢ 73,70¢ 102,30¢
13,35 2,76 16,12 ; 16,12
109,07 73,96 183,04 258,46 441,50
$ - $ 86,79 $ 86,79 $ - $ 86,79
27,83¢ - 27,83¢ - 27,83¢
- 18,41¢ 18,41¢ - 18,41¢
15,36 114,55 129,91 57,51 187,43
43,197 219,76¢ 262,96¢ 57,51¢ 320,48
10,51 6,47 16,99 29,03 46,02
53,71 226,24 279,95 86,55 366,51
$ 55,36 $ (152,274 $ (96,914 $ 171,91 $ 74,99
$ 55,36 $ (96,914 $ (96,914 $ 74,99 $ 74,99
12.5% (21.9% (21.9% 16.9%
December 31, 200!
After Three Greater
Within Through Within Than
Three Twelve One One Year or
Months Months Year Nonsensitive Total
(Dollars in thousands)
$ 63,21 $ 55,41 $ 118,63 $ 200,15 $ 318,79
12,09¢ 15,05¢ 27,15¢ 87,46( 114,61¢
7,57 29 7,87 - 7,87
82,89 70,77 153,66 287,61 441,28
$ - $ 122,36 $ 122,36 $ - $ 122,36
25,11( - 25,11( - 25,11(
- 15,71 15,71: - 15,71
59,19 95,29 154,48 17,55¢ 172,04
84,30: 233,36¢ 317,66¢ 17,55¢ 335,22
2 10,40 10,43 21,60 32,03
84,32 243,77 328,09 39,16 367,26
$ (1,437 $ (172,99¢ $ (174,43< $ 248,45 $ 74,02
$ §1,437 $ §l74,43E $ (174,43: $ 7402 $ 74,02
(.3%) (39.5% (39.5%, 16.8%
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December 31, 201!

After Three Greater
Within Through Within Than
Three Twelve One One Year or
Months Months Year Nonsensitive Total
(Dollars in thousands)
Assets
Earning Assets
Loans $ 62,43 $ 62,09 $ 124,553 $ 208,03 $ 33257
Securities (2 12,01 7,592 19,60: 87,53: 107,13¢
Funds sold and oth: 9,08 12,44 21,52 - 21,52
Total earning asse 83,53 82,13 165,66 295,57, 461,23
Liabilities

Interest-bearing liabilities:
Interes-bearing deposits

NOW accounts (1 $ - $ 149,55 $ 149,55 $ - $ 149,55
Money market accoun 18,85: - 18,85: - 18,85:
Savings deposits (: - 14,04: 14,04: - 14,04:
Time deposit 34,43 72,88 107,32 58,39¢ 165,72

Total interes-bearing deposit 53,29( 236,48( 289,77( 58,39¢ 348,16¢
Borrowed funds (3 - 3,07 3,07 27,03 30,10
Total interes-bearing liabilities 53,29 239,55 292,84 85,43 378,27
|nteres_sensitivity gap per peric $ 30,24 $ (157,425 $ (127,182 $ 210,14 $ 82,96
Cumulative gap at December 31, 2! 3 3024 3 (127182 __$(127,182 _3 8296 $ 8296
Ratio of cumulative gap to tot

earning assets at December 31, 2 6.6% (27.6% (27.6% 18.0%

(1) NOW and savings accounts are subject to immediatelkawal and repricing. These deposits do nad tenimmediately react to change:
interest rates and the Company believes these iiepos a stable and predictable funding sourdeerdfore, these deposits are included il
repricing period that management believes mosetlasiatches the periods in which they are likelydprice rather than the period in wt
the funds can be withdrawn contractua

(2) Securities include mortgage backed and other ingtalt paying obligations based upon stated matdates

(3) Does not include subordinated debentures of $0008D.

The Company generally would benefit from increasingrket rates of interest when it has an assasitive gap and generally fr
decreasing market rates of interest when it isiliigbsensitive. The Company currently is liabjlitsensitive within the ongear time
frame. However, the Company's gap analysis isarmrecise indicator of its interest sensitivity ifos. The analysis presents only a static vie
the timing of maturities and repricing opporturstiavithout taking into consideration that changesnierest rates do not affect all assets
liabilities equally. For example, rates paid osuéstantial portion of core deposits may changéractually within a relatively short time frame,t
those rates are viewed by management as signifjcdess interest-sensitive than market-based rawesh as those paid on noare
deposits. Accordingly, management believes aliiglsiensitive-position within one year would na bs indicative of the Compayfrue intere:
sensitivity as it would be for an organization whilepends to a greater extent on purchased furglgpfmort earning assets. Net interest incor
also affected by other significant factors, inchglchanges in the volume and mix of earning assetsnterest-bearing liabilities.

Provision and Allowance for Loan Losses
The Company has developed policies and procedares/aluating the overall quality of its credit tfiolio and the timely identification
potential problem loans. Managemeanitidgment as to the adequacy of the allowancassd upon a number of assumptions about futurets

which it believes to be reasonable, but which matypmove to be accurate. Thus, there can be noas=ithat chargeffs in future periods will nc
exceed the allowance for loan losses or that additiincreases in the loan loss allowance willb®tequired.
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The Companys allowance consists of two parts. The first peudétermined in accordance with authoritative guigaissued by the FAS
regarding the allowance. The Compangetermination of this part of the allowance isdthupon quantitative and qualitative factors. &nldos:
history based upon the prior four years is utilizedletermining the appropriate allowance. Histlrioss factors are determined by graded
ungraded loans by loan type. These historical fastrs are applied to the loans by loan type terd@ne an indicated allowance. The loss fa
of peer groups are considered in the determinatighe allowance and are used to assist in thékstanent of a longerm loss history for areas
which this data is unavailable and incorporated the qualitative factors to be considered. Théohisal loss factors may also be modified b
upon other qualitative factors including but nabited to local and national economic conditionentts of delinquent loans, changes in len
policies and underwriting standards, concentratiamsl managemestknowledge of the loan portfolio. These factorguiee judgment upon tl
part of management and are based upon state aiodalagconomic reports received from various infitins and agencies including the Fec
Reserve Bank, United States Bureau of Economic ysiml Bureau of Labor Statistics, meetings with @@mpanys loan officers and lo:
committees, and data and guidance received omauatdiom the Company’s regulatory authorities.

The second part of the allowance is determinec@o@ance with guidance issued by the FASB reggrufipaired loans. Impaired loe
are determined based upon a review by internal tegiew and senior loan officers. Impaired loare laans for which the bank does not expe
receive contractual interest and/or principal by due date. A specific allowance is assigned tb &smn determined to be impaired based upo
value of the loan’s underlying collateral. Apprdssare used by management to determine the valtheafollateral.

The sum of the two parts constitutes manageradigst estimate of an appropriate allowance for losses. When the estimated allowz
is determined, it is presented to the Company’staaednmittee for review and approval on a quartbdgis.

Our allowance for loan losses model is focused stabdishing a loss history within the bank and irglyon specific impairment
determine credits that the bank feels the ultimepayment source will be liquidation of the subjectlateral. Our model takes into account v
other factors as well such as local and nationahemic factors, portfolio trends, non performingets charge off, and delinquency trends as w
underwriting standards and the experience of bramaagement and lending staff. These trends aasuned in the following ways:

Local Trends: ( Updated quarterly usually the mdotlowing quarter end )

Local Unemployment Ra

Insurance issues (Windpool are
Bankruptcy Rates (increasing/declinii
Local Commercial R/E Vacancy ra
Established market/new marl
Hurricane three
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National Trends: Updated quarterly usually the month following qeatnd )
Gross Domestic Product (GC
Home Sale
Consumer Price Index (CF
Interest Rate Environment (increasing/steasttiding)
Single Family construction sta
Inflation Rate
Retail Sale

Portfolio Trends: ( Updated monthly as the ALLLcaculated )
Second Mortgage
Single Pay Loar
Nor-Recourse Loan
Limited Guaranty Loar
Loan to Value Exceptior
Secured by N-Owner Occupied proper
Raw Land Loan
Unsecured Loar

Measurable Bank Trends: ( Updated quarterly)
Delinquency Trend
Nor-Accrual Trends
Net Charge Off
Loan Volume Trend
Nor-Performing Asset
Underwriting Standards/Lending Polic
Experience/Depth of Bank Lending
Managemer

Our model takes into account many local and natiecanomic factors as well as portfolio trends.céloand national economic trends
measured quarterly, typically in the month follogiiquarter end to facilitate the release of econatata from the reporting agencies. These fa
are allocated a basis point value ranging fr@mto +25 basis points and directly affect the amaaserved for each branch. As of Decembe
2010, most economic indicators both local and mafipointed to a weak economy thus most factorewaesigned a positive basis point value.
increased the amount of the allowance that wasatel by historical loss factors. Portfolio trerds measured monthly on a per branch ba
determine the percentage of loans in each brarathtite bank has determined as having more risktfdio risk is defined as areas in the bank’
loan portfolio in which there is additional riskvislved in the loan type or some other area in whigh bank has identified as having more r
Each area is tracked on bank-wide as well as amrchwide basis. Branches are analyzed based on tlss gevcentage of concentrations of
bank as a whole. Portfolio risk is determined hglgzing concentrations in the areas outlined kgmieining the percentage of each brasdota
portfolio that is made up of the particular loapayand then comparing that concentration to th& laana whole. Branches with concentratior
these areas are graded on a scale fros basis points to + 25 basis points. Second mgegasingle pay loans, loans secured by raw
unsecured loans and loans secured by non ownepieccproperty are considered to be of higher figlntthose of a secured and amortizing k
LTV exceptions place the bank at risk in the evddnepossession or foreclosure.
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Measurable Bank Wide Trends are measured on aeglyabiasis as well. This consists of data tracked dank wide basis in which
have identified areas of additional risk or thedhéar additional allocation to the allowance foatoloss. Data is updated quarterly, each a
assigned a basis point value froR% -basis points to + 25 basis points based on laalv area measures to the previous time period.ciNege offs
loan volume trends and non performing assets hthwteeaded upwards therefore increasing the neednfireased funds reserved for loan los
Underwriting standards/ lending standards as veedixerience/ depth of bank lending managementisiated on a per branch level.

Loans are deemed to be impaired when, in the amiinion, the ultimate source of repayment wilthe liquidation of collateral throu
foreclosure or repossession. Once identified wgabl@bllateral values are attained on these loadsimpairment worksheets are prepare
determine if impairment exists. This method takds account any expected expenses related toigpoghl of the subject collateral. Spec
allowances for these loans are done on a per lasis bs each loan is reviewed for impairment. thatlappraisals are ordered on real estate
and updated valuations are ordered on non reakdstmns to determine actual market value.

At December 31, 2010, the consolidated allowangeldan losses amounted to approximately $4,617,@001.39% of outstandit
loans. At December 31, 2009, the allowance fon lmsses amounted to approximately $4,762,000, whias 1.49% of outstanding loans.
Companys provision for loan losses was $983,000 for ther yded December 31, 2010, compared to $1,20600@0e year ended December
20009.

A loan is considered impaired when, based on ctiirdormation and events, it is probable that trempany will be unable to collect 1
scheduled payments of principal or interest whea altcording to the contractual terms of the loaieergent. Factors considered by manage
in determining impairment include payment statadlateral value, and the probability of collectisgheduled principal and interest payments \
due. Loans that experience insignificant paymestdyds and payment shortfalls generally are notsiflad as impaired. Management determ
the significance of payment delays and paymenttfgtigron a case-bgase basis, taking into consideration all of tliewrnstances surrounding
loan and the borrower, including the length of teay, the reasons for the delay, the borrosverior payment record, and the amount of
shortfall in relation to the principal and interested. Impairment is measured on a loan by loaisbdmpaired loans not deemed collai
dependent are analyzed according to the ultimgtgyraent source, whether that is cash flow frombibxeower, guarantor or some other sourc
repayment. Impaired loans are deemed collateqgdrient if in the bank’ opinion the ultimate source of repayment willgenerated from tt
liquidation of collateral.

The Company discontinues accrual of interest ondaghen management believes, after consideringoacicrand business conditions i
collection efforts, that a borrower’financial condition is such that the collectiohimterest is doubtful. Generally, the Companylwilace :
delinquent loan in nonaccrual status when the lromes 90 days or more past due. At the timaraikplaced in nonaccrual status, all inte
which has been accrued on the loan but remainsidinpaeversed and deducted from earnings as actieduof reported interest income.
additional interest is accrued on the loan balamt# the collection of both principal and interéstcomes reasonably certain.
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The following tables illustrate the Company’s pdisé and nonaccrual loans at December 31, 2010G0fI 2

December 31, 2011
(In thousands)

Past Due 30 Past Due 90 days or
to 89 Days more and still accruin Non-Accrual
Real Estat-constructior $ 593 $ 1 $ 1,433
Real Estat-mortgage 3,673 153 893
Real Estat-non farm nonresidenti; 438 737 1,452
Commercia 740 144 386
Consume 262 36 48
Tota $ 5,706 $ 1071 $ 4,212

December 31, 200!
(In thousands)

Past Due 90 days

Past Due 3! M ore and still
to 89 Days accruing Non-Accrual
Real Estat-constructior $ 3,737 $ 205 $ 1,890
Real Estal-mortgage 2,104 74 1,416
Real Estat-non farm nonresidenti; 3,004 735 589
Commercial 897 419 452
Consume| 619 14 20
Tota $ 10,361 $ 1,447 $ 4,367

Total nonaccrual loans at December 31, 2010 amdunt&4.2 million which was a decrease of $.2 wnillover the December 31, 2(
amount of $4.4 million. Management believes thedationships were adequately reserved at DeceBhe2010. Restructured loans not repc
as past due or nonaccrual at December 31, 2010rgetbto $2.6 million.

A potential problem loan is one in which managenteas serious doubts about the borrowéduture performance under the terms o
loan contract. These loans are current as to ipahand interest and, accordingly, they are notuided in nonperforming asset categories.
level of potential problem loans is one factor usethe determination of the adequacy of the allweafor loan losses. At December 31, 201C
December 31, 2009, the subsidiary bank had poteuiblem loans of $30,300,000 and $27,700,00(heetsvely. This represents an increas
$2,600,000.
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Consolidated Allowance For Loan Losses

Years Ended December 31

2010 2009 2008 2007 2006
Average loan:
outstanding $ 32895 $ 32049 $ 34957 $ 33836 $ 237,57
Loans outstanding at ye
end $ 33257 $ 31879 $ 32308 $ 37122 $ 287,87
Total nonaccrual loans $ 421 % 436 $ 334 $ 242 1,78
Beginning balance of
allowance $ 476 $ 4,78 $ 422 $ 3,79 % 2,36
Loans charge-off (1,37¢C (1,39€ (1,784 (95€ (18¢€
Total loans charged-
off (1,37C (1,39€ (1,784 (95C (18€
Total recoveries 24 16 14 5 10
Net loans charge-off (1,128 (1,229 (1,641 (893, (7¢
Acquisition - - - - 70E
Provision for loan
losses 98 1,20 2,20 1,32 80
Balance at year end $ 4,61 $ 4,76 $ 4,78 $ 4,22 $ 3,79
Net charg-offs to averags
loans .34% .38% AT% .26% .03%
Allowance as percent of total
loans 1.39% 1.49% 1.48% 1.14% 1.32%
Nonperforming loans as a percentage of total I 1.27% 1.37% 1.03% .65% .62%
Allowance as a multiple of nonaccrual loe 1.1X 1.1X 1.4X 1.7X 2.1X

At December 31, 2010, the components of the alleedar loan losses consisted of the following:

Allowance
(In thousands
Allocated:
Impaired loan: $ 738
Graded loans 3,879

$4,617

Graded loans are those loans or pools of loangrassia grade by internal loan review.
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The following table represents the actiwafythe allowance for loan losses for the ye2009 and 201(

Analysis of the Allowance for Loan Losse

Years Ended December 3:
2010 2009
(Dollars in thousands)

Balance at beginning of ye $ 4,76 $ 4,78
Charge-offs:
Real Esta-constructior 31z 29¢€
Real Esta-farmland - 2
Real Esta-mortgage 46( 44z
Real Estat-nonfarm residentic 43 -
Commercia 367 38¢
Consumer 18 26
Total 1,37( 1,39¢
Recoveries
Real Estat-constructior 14 45
Real Estat-mortgage 51 4
Commercia 71 3
Consumer 10 11
Total 24 16
Net charg-off 1,12 1,22
Provision for loan losse 98 1,20
Balance at end of year $ 4,61 $ 4,76

The following tables represent how the allose for loan losses is allocated to a particaan itype
as well as the percentage of the category to limaals at December 31, 2010 and 2(

Allocation of the Allowance for Loan Losse:

December 31, 201!
(Dollars in thousands)

% of loans
in each

category to

Amount total loans
Commercial Non Real Esta $ 757 15.90%
Commercial Real Esta 2,817 62.20%
Consumer Real Esta 902 18.04%
Consumel 140 2.90%
Unallocatec 1 .96%
Total $ 4,617 100%

December 31, 200!
(Dollars in thousands)

% of loans
in each

category to

Amount total loans
Commercial Non Real Esta $ 1,015 13.9%
Commercial Real Esta 2,564 62.2%
Consumer Real Esta 687 17.8%
Consumel 317 3.9%
Unallocatec 179 2.2%
Total $ 4,762 100%
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Noninterest Income and Expense

Noninterest Income The Company primary source of noninterest income is servicarges on deposit accounts. Other sourc
noninterest income include bankcard fees, commissim check sales, safe deposit box rent, wiresfearfiees, official check fees and bank ow

life insurance income.

Noninterest income experienced a decrease of $800 11.4% as compared to $4,397,000 for the gaded December 31, 2009
$3,895,000 for the year ended December 31, 20h@. deposit activity fees were $2,374,000 for 20@tgared to $2,477,000 for 2009. O
service charges decreased by $179,000 or 9.6%3%g&v6,000 for the year ended December 31, 200B1,897,000 for the year ended Decer

31, 2010. Impairment losses on investment seearnitiere $472,000 for 2010 as compared to $111@@009.

Noninterest expense increased from $15.3 milliortHe year ended December 31, 2009 to $15.8 miftiorthe year ended December
2010. The Company experienced slight increasendst expense categories. The largest increasénassaries and employee benefits, wi
increased by $292,000 in 2010 as compared to 2009.

The following table sets forth the primary compaisesf noninterest expense for the periods indicated

Noninterest Expense

Salaries and employee

benefits
Occupancy
Equipment
Marketing and publi
relations

Data processing
Supplies ant
printing
Telephone
Corresponder
services

Deposit and other
insurance

Professional and consulting

fees
Postage
ATM fees
Other
Total

Income Tax Expense

Income tax expense consists of two components. fifdtds the current tax expense which represdrgsexpected income tax to be pai
taxing authorities. The Company also recognizésrozd tax for future deductible amounts resulfirgn differences in the financial statement

tax bases of assets and liabilities.
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Years ended December 31

2010

$ 8,69
1,052

97¢
31z

12
284

271
11¢

1,11¢

924

14¢
22t

1,71(
$ 15,84

2009

(In thousands )
$ 840

1,071
90C
32¢

30
27¢

24¢
11C

1,01¢

83C

17z

217

1,71

$ 15,32

2008
$ 945!
1,14¢
1,05¢
25C

20
352

26C
11C




Analysis of Financial Condition

Earning Assets

Loans. Loans typically provide higher yields than thbettypes of earning assets, and thus one of thep@oy's goals is for loans to
the largest category of the Company's earning sisgdgtDecember 31, 2010 and 2009, respectivegndoaccounted for 73% and 71% of ear
assets. Management attempts to control and coahéede the inherent credit and liquidity risks assed with the higher loan yields withi
sacrificing asset quality to achieve its asset guals. Loans averaged $329.0 million during 2@Kd¢compared to $320.5 million during 2009,
$349.6 million during 2008.

The following table shows the composition of thargortfolio by category:
Composition of Loan Portfolio

December 31
201(C 2009 2008
Perceni Perceni Perceni
Amount of Total Amount of Total Amount of Total
(Dollars in Thousands)

Mortgage loans held for sz $ 2,93 0.9% $ 3,69 12% $ 3,11 1.0%
Commercial, financial and agricultur 48,42’ 14.6% 43,22¢ 13.6% 37,86: 11.7%
Real Estate
Mortgag-commercia 109,07 32.8% 87,49: 27.4% 84,18: 26.1%
Mortgag+residentia 102,42! 30.8% 102,73¢ 32.2% 100,60: 31.1%
Constructior 58,96: 17.7% 68,69¢ 21.5% 81,17¢ 25.1%
Consumer and oth 10,741 3.2% 12,94 4.1% 16,14 5.0%
Total loans 332,57: __100% 318,79t  ___100% 32308t __1009
Allowance for loan losse (4,617 (4,762 (4,785
Net loans 332795 _$31403 3$318,30

In the context of this discussion, a "real estatetgage loan" is defined as any loan, other thanddor construction purposes, secure
real estate, regardless of the purpose of the ldte. Company follows the common practice of finahimstitutions in the Compang’market are
of obtaining a security interest in real estate mawer possible, in addition to any other availaddiateral. This collateral is taken to reinfotbe
likelihood of the ultimate repayment of the loardaends to increase the magnitude of the realeetan portfolio component. Generally,
Company limits its loan-tealue ratio to 80%. Management attempts to mairgaconservative philosophy regarding its undemgiguideline
and believes it will reduce the risk elements gfdian portfolio through strategies that diversifg lending mix.

Loans held for sale consist of mortgage loans waigid by the bank and sold into the secondary rhafkemmitments from investors
purchase the loans are obtained upon origination.
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The following table sets forth the Comya commercial and construction real estate loaairing within specified intervals at Decerr
31, 2010.

Loan Maturity Schedule and Sensitivity to Changesn Interest Rates

December 31, 2011
Over One Year
One Year Through Over Five
or Less Five Years Years Total

(Dollars in thousands)

Commercial, financial and agricultut $ 20,888 $ 25,223 $ 2,316 $ 48,427
Real estate — construction 58,962 - i 58,962
$ 79,850 $ 25,223 $ 2,316 $ 107,389

Loans maturing after one year wi
Fixed interest rate $ 22,170
Floating interest rates 5,369
$ 27,539

The information presented in the above table ig@am the contractual maturities of the individieglns, including loans which may
subject to renewal at their contractual maturitgnBwal of such loans is subject to review and tieggproval, as well as modification of terms u
their maturity.

Investment SecuritiesThe investment securities portfolio is a sigrific component of the Company's total earning asJettal securitie
averaged $106.9 million in 2010, as compared t®@3Laillion in 2009 and $96.4 million in 2008. Fhepresents 23.6%, 24.4%, and 20.7% ¢
average earning assets for the years ended Decé&hp@010, 2009, and 2008, respectively. At Deamdi, 2010, investment securities v
$107.1 million and represented 23.2% of earningtassThe Company attempts to maintain a portfofibigh quality, highly liquid investmer
with returns competitive with shoterm U.S. Treasury or agency obligations. Thiseotiye is particularly important as the Companyufes o
growing its loan portfolio. The Company primarilyests in securities of U.S. Government agenciasjicipals, and corporate obligations v
maturities up to five years.

The following table summarizes the book value @lsiies for the dates indicated.
Securities Portfolio
December 31

2010 2009 2008
(In thousands)

Available-for-sale

U. S. Government agenci $ 4117 $ 59,51 $ 64,81-
States and municipal subdivisia 54.67: 41,98: 23,09:¢
Corporate obligations 7,70z 9,772 10,81
Mutual finds 98I 95! 95¢
Total availabl-for-sale 104,53 112,23 99,67¢
Held-to-maturity
U.S. Government agencies . : 1
Total $ 104,53 $ 112,23 $ 99,69:

22




The following table shows, at carrying value, theedluled maturities and average yields of secariitedd at December 31, 2010.

Investment Securities Maturity Distribution and Yields (1)

December 31, 201

After One But After Five But
($ in thousands) Within One Year Within Five Years Within Ten Years After Ten Years
Amoun Yield Amoun Yield Amount Yield Amoun Yield

Held-to-maturity:

U.S. Government agencies (2) $ - - $ - - $ - - $ - -
Available-for-sale:

U.S. Government agencies 1,02z 4.90% 19,82% 1.41% 2,00t .98% - -

States and municipal subdivisic 7,50¢ 3.28% 31,47¢ 3.55% 10,85« 5.28% 4,83 6.02%

Corporate obligations and other 2,00: 1.19% 2,00! A5% 48: 4.99% 3,20! 2.17%
Total investment securitie

available-for-sale $ 10,52¢ $ 53,31 $ 13,34 $ 8,04!

(1) Investments with a call feature are shownfahecontractual maturity date.

(2) Excludes mortgage-backed securities total®igh®dusand with a yield of 2.59%.

(3) Excludes mortgage-backed securities totalit® 3 million with a yield of 4.30% and
mutual funds of $1.0 million.

Short-Term InvestmentsShortterm investments, consisting of Federal Funds Soldraged $16.5 million in 2010, $17.3 million2@09
and $16.9 million in 2008. At December 31, 201%] ®ecember 31, 2009, shoerm investments totaled $9,083,000 and $7,575 @3pectively
These funds are a primary source of the Compaiayility and are generally invested in an earniagacity on an overnight basis.

Deposits

Deposits.Average total deposits decreased $14.7 million3.686 in 2009. Average total deposits increasefl.Ginillion, or 4.6% i
2010. At December 31, 2010, total deposits w886% million, compared to $383.8 million a yearliea, an increase of $12.7 million, or 3.3%.

The following table sets forth the deposits of @@mpany by category for the period indicated.

Deposits
December 31

('$ in thousands) 201C 200¢ 2008
Perceni Perceni Perceni
of of of
Amount Deposits Amount Deposits ~ Amount Deposits
Noninteres-bearing account $ 48,31: 12.2% $ 48,52 12.6% $ 57,59 15.2%
NOW accountt 149,55: 37.7% 122,36: 31.9% 86,79 22.9%
Money market accoun 18,85: 4.8% 25,11( 6.5% 27,83¢ 7.4%
Savings account 14,04: 3.5% 15,71 4,1% 18,41¢ 4.9%
Time deposits less than $100,( 65,39: 16.5% 82,11¢ 21.4% 99,49: 26.3%
Time deposits of $100,000 or o\ 100,32! 25.3% 89,92 23.5Y 87,94. 23.3%
Total deposits $396,47! 100% $383,75: 100 $378,07! 100%
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The Company’s loan-to-deposit ratio was 83% at Ddmr 31, 2010 and 82% at December 31, 2009. Tdretlmdeposit ratio averag
81% during 2010. Core deposits, which exclude tttaposits of $100,000 or more, provide a relatitgble funding source for the Compa
loan portfolio and other earning assets. The Caoyipacore deposits were $296.2 million at Decen®ie2010 and $293.8 million at December
2009. Management anticipates that a stable badepafsits will be the Company's primary source ofdfag to meet both its short-term and long-
term liquidity needs in the future. The Compang parchased brokered deposits from time to tinteetp fund loan growth. Brokered deposits
jumbo certificates of deposit generally carry aheiginterest rate than traditional core depodtstther, brokered deposit customers typically dt
have loan or other relationships with the Compaflye Company has adopted a policy not to permitdénexd deposits to represent more than
of all of the Company’s deposits.

The maturity distribution of the Company's cerafies of deposit of $100,000 or more at DecembeRB10, is shown in the followit
table. The Company did not have any other timesliép of $100,000 or more.

Maturities of Certificates of Deposit
of $100,000 or More

After Three
Within Three Through After Twelve
(In thousands Months Twelve Months Months Total
December 31, 201 $ 23,81: $ 43,42¢ $ 33,09: $ 100,32¢

Borrowed Funds

Borrowed funds consists of advances from the Féddome Loan Bank of Dallas, federal funds purchased reverse repurch:
agreements. At December 31, 2010, advances frerkitLB totaled $15.1 million compared to $17.0 ioillat December 31, 2009. The adva
are collateralized by a blanket lien on the firgirtgpage loans in the amount of the outstandingdwangs, FHLB capital stock, and amounts
deposit with the FHLB. There were no federal fupdschased at December 31, 2010 and December 32, 200

Reverse Repurchase Agreements consist of thre@®%B@D agreements. These agreements are secusstinjties with a fair value
$18,193,000 at December 31, 2010 and $17,444,00@eember 31, 2009. The maturity dates are fromuaug2, 2012 through September
2017, with rates between 3.81% and 4.51%.

Subordinated Debentures

In 2006, the Company issued subordinated debennfréf,124,000 to The First Bancshares, Inc. Stayurust 2 (Trust 2). Tt
Company is the sole owner of the equity of the TRisThe Trust 2 issued $4,000,000 of preferremigies to investors. The Company me
interest payments and will make principal paymemtghe debentures to the Trust 2. These paymalitserthe source of funds used to retire
preferred securities, which are redeemable atiamgy beginning in 2011 and mature in 2036. The Camygpentered into this arrangement to pro
funding for expected growth.
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In 2007, the Company issued subordinated debennfrek6,186,000 to The First Bancshares, Inc. Stajufirust 3 (Trust 3). Tt
Company is the sole owner of the equity of the TBisThe Trust 3 issued $6,000,000 of preferremigies to investors. The Company me
interest payments and will make principal paymemtghe debentures to the Trust 3. These paymalitserthe source of funds used to retire
preferred securities, which are redeemable atiamgy beginning in 2012 and mature in 2037. The Camggentered into this arrangement to pro
funding for expected growth.

Capital

Total shareholdersequity as of December 31, 2010, was $57.1 millamm,increase of $13.5 million or approximately 30,9%mpare
with shareholders' equity of $43.6 million as oftcBmber 31, 2009.

The Federal Reserve Board and bank regulatory &genequire bank holding companies and financiglitutions to maintain capital
adequate levels based on a percentage of assetéfdradance sheet exposures, adjusted for risklteiranging from 0% to 100%. Under the risk-
based standard, capital is classified into twcsti€fier 1 capital consists of common shareholdsgsity, excluding the unrealized gain (loss
available-forsale securities, minus certain intangible ass€itst 2 capital consists of the general reserveléan losses, subject to cert
limitations. An institution’s total risk-based d&gd for purposes of its riskased capital ratio consists of the sum of its Tiand Tier 2 capital. Tl
risk-based regulatory minimum requirements are dfdfer 1 and 8% for total risk-based capital.

Bank holding companies and banks are also requiredaintain capital at a minimum level based omaltassets, which is known as
leverage ratio. The minimum requirement for theetage ratio is 4%. All but the highest rateditntibns are required to maintain ratios 10
200 basis points above the minimum. The Compaxlytla@ subsidiary bank exceeded their minimum regojecapital ratios as of December
2010 and 2009.

Analysis of Capital

Adequately Well The Compan Subsidiary Banl
Capital Ratios Capitalized Capitalized December 31 December 31
2010 2009 2010 2009
Leverage 4.0% 5.0% 13.1% 10.8% 10.7% 10.7%
Risk-based capita
Tier 1 4.0% 6.0% 18.4% 15.3% 15.0% 15.1%
Total 8.0% 10.0% 19.6% 16.5% 16.2% 16.3%
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Ratios

2010 2009 2008

Return on assets (net income applic:

to common stockholders divided

average total asse A45% .30% 37%
Return on equity (net income applica

to common stockholders divided

average equity 5.1% 3.5% 5.1%
Dividend payout ratio (dividends p

share divided by net income |

common share 20.3% - 36.3%
Equity to asset ratio (average eqt

divided by average total asse 8.8% 8.7% 7.3%

Liquidity Management

Liquidity management involves monitoring the Comgarsources and uses of funds in order to meegigsto-day cash flow requiremer
while maximizing profits. Liquidity represents thbility of a company to convert assets into castash equivalents without significant loss ar
raise additional funds by increasing liabilitidsquidity management is made more complicated bseaiifferent balance sheet component:
subject to varying degrees of management confot. example, the timing of maturities of the inwesnht portfolio is very predictable and sub
to a high degree of control at the time investnuatisions are made; however, net deposit infloves@riflows are far less predictable and are
subject to the same degree of control. Assetdiguis provided by cash and assets which are hkeatrketable, which can be pledged, or w
will mature in the near future. Liability liquiditis provided by access to core funding sourceacimally the ability to generate customer dept
in the Company’s market area.

The Company's Federal Funds Sold position, whitypigally its primary source of liquidity, averady16.5 million during the year enc
December 31, 2010 and totaled $9.1 million at Ddmam81, 2010. Also, the Company has available rcks from the Federal Home L«
Bank. Advances available are generally based tip@amount of qualified first mortgage loans whietm be used for collateral. At Decembel
2010, advances available totaled approximately &i8illion of which $45.1 million had been drawm,used for letters of credit.

Management regularly reviews the liquidity positioihthe Company and has implemented internal gsdievhich establish guidelines
sources of asset-based liquidity and limit theltataount of purchased funds used to support thenbalsheet and funding from non-core sources.

EESA also increased FDIC deposit insurance on amxsiunts from $100,000 to $250,000. However, ithpassage of the Dodidank
Act, this increase in the basic coverage limit b@sn made permanent.
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Following a systemic risk determination, the FDI6tablished a Temporary Liquidity Guarantee Prog(&htGP”) on October 1:
2008. The TLGP included the Transaction Accounai@atee Program (“TAGP”which provided unlimited deposit insurance coverttigeugt
June 30, 2010 for noninterest-bearing transactamownts (typically business checking accounts) @rthin funds swept into noninterdstaring
savings accounts. Institutions participating ia TAGP pay a 10 basis points fee (annualized) erb#iiance of each covered account in exce
$250,000, while the extra deposit insurance idacg The Company is participating in the TAGP.

The Company elected to participate in the Trea3lw® Program that provides an FDIC guarantee foseatlior unsecured debt, with stz
maturities in excess of 30 days, issued betweenk@ctl4, 2008 and June 30, 2009. The guarantdesxpire no later than June 30, 2012.
Company did not issue any debt under this program.

Subprime Assets
The Bank does not engage in subprime lending detiviargeted towards borrowers in high risk catiego

Accounting Matters

Information on new accounting matters is sethfart Footnote B to the Consolidated Financial Steets included at Iltem 8 in tl
report. This information is incorporated hereinrbference.

Impact of Inflation

Unlike most industrial companies, the assets aaMiliiies of financial institutions such as the GQumany are primarily monetary
nature. Therefore, interest rates have a mordfisignt effect on the Company's performance tharirgoeffects of changes in the general ra
inflation and change in prices. In addition, ierrates do not necessarily move in the sametidineor in the same magnitude as the price
goods and services. As discussed previously, neemagt seeks to manage the relationships betweerestisensitive assets and liabilities in ¢
to protect against wide interest rate fluctuationsluding those resulting from inflation.
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REPORT OF
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
The First Bancshares, Inc.
Hattiesburg, Mississippi

We have audited the accompanying consolidated balaheets of The First Bancshares, Inc., as of ibieee31, 2010 and 2009, and the rel
consolidated statements of income, changes in Istdd&rs' equity, and cash flows for the years theded. These financial statements art
responsibility of the Company’s management. Ospoasibility is to express an opinion on theserfaial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighaf8lo(United States). Those stand
require that we plan and perform the audits to inbt@asonable assurance about whether the finastédéments are free of mate
misstatement. The Company is not required to haoewere we engaged to perform, an audit of itsrival control over financial reporting. (
audits included consideration of internal contrekofinancial reporting as a basis for designingliaprocedures that are appropriate in
circumstances, but not for the purpose of exprgssin opinion on the effectiveness of the Companiyiternal control over financ
reporting. Accordingly, we express no such opiniédm audit includes examining, on a test basigjence supporting the amounts and disclos
in the financial statements. An audit also includesessing the accounting principles used andfisigmi estimates made by management, as w
evaluating the overall financial statement preg@ra We believe that our audits provide a reabtmbasis for our opinion.

In our opinion, the financial statements referredabove present fairly, in all material respedt® tonsolidated financial position of The F

Bancshares, Inc., as of December 31, 2010 and 20@Bthe consolidated results of its operationsiendash flows for the years then ende:
conformity with accounting principles generally eapted in the United States of America.

/s/ T. E. LOTT & COMPANY

Columbus, Mississippi
March 30, 2011
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THE FIRST BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2010 AND 2009

ASSETS

Cash and due from ban

Interes-bearing deposits with ban

Federal funds sold
Total cash and cash equivale

Held-to-maturity securities (fair value of $2,763
2010 and $3,047 in 200

Available-for-sale securitie

Other securitie
Total securitie:

Loans held for sal

Loans, net of allowance for loan losses of $4,680°
in 2010 and $4,762,069 in 20

Interest receivabl

Premises and equipme

Cash surrender value of life insurar

Goodwill

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Deposits;
Noninteres-bearing
Interest-bearing

Total deposit:

Interest payabl

Borrowed funds

Subordinated debentur

Other liabilities

Total liabilities
Stockholder Equity:

Preferred stock, no par value, $1,000 per shavédkidion,
10,000,000 shares authorized; 17,123 and 5,00@s
issued and outstanding in 2010 and 2@&3hectively

Common stock, par value $1 per share: 10,000,08(s
authorized; 3,058,716 and 3,046,363 shares issut
outstanding in 2010 and 2009, respecti

Additional pait-in capital

Retained earning

Accumulated other comprehensive I

Treasury stock, at cost
Total stockholder equity

Total liabilities and stockholde’ equity

2010

$ 12,450,29
12,443,41
9,083,00

33,976,70

2,64(
104,534,24
2,598,95

107,135,83

2,937,83.

325,017,84
2,022,85.
14,993,92
6,083,56
702,21:
10,174,00

$ 503,044,77

$ 48,312,23
348,167,18
396,479,41

410,91¢
30,106,89
10,310,00!
8,639,45

445,946,69

16,938,57

3,058, 71
23,418,76
14,722,49

(576,814
(463,64E

57,098,08

7$503,044,77

The accompanying notes are an integral part obteegements.
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2009

$ 8,119,63
296,23t
7,575,0C
15,990,87

2,98:¢
112,231,02
2,383,65
114,617,65
3,692,31

310,340,49
2,318,20
14,279,29
5,857,07:
702,218
9,754,14

$ 477,552,26

$ 48,527,21
335,226,68
383,753,90

672,35!
32,037,08
10,310,00

7,162,26

433,935,6C

4,773,011

3,046,36:
23,418,50.
12,943,54

(101,106

(463,64¢

43,616,66
§ 477,652,2¢




THE FIRST BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2010 AND 2009
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INTEREST INCOME 2010 2009
Interest and fees on loa $ 20,289,1F $ 20,674,17
Interest and dividends on securiti

Taxable interest and dividen 1,891,32; 2,878,12!
Tax-exempt interes 1,230,02. 983,32¢
Interest on federal funds sc 21,33¢ 28,14:
Interest on deposits in banks 21,57 65,9¢
Total interest incom 23,453,41 24,629,7E

INTEREST EXPENSE
Interest on time deposits of $100,000 or ir 1,814,20. 2,246,31.
Interest on other depos 3,930,02. 6,230,76:
Interest on borrowed funds 1,375,0€ 1,762,65

Total interest expens 7,119,2¢ 10,239,71
Net interest incom 16,334,12 14,390,04
Provision for loan losse 982,6¢€ 1,206,34

Net interest income after provision for loan losses 15,351 ,4¢ 13,183,7C

OTHER INCOME
Service charges on deposit accol 2,373,68. 2,476,90.
Other service charges and fe 1,697,12: 1,876,47
Bank owned life insurance incor 226,49 197,17"
Loss on sale of other real est (20,075 (20,831
Other 89,94¢ (21,30¢
Impairment loss on securitie

Total othe-thar-temporary impairment los (1,713,525 (689,579
Less: Portion of loss recognized in ot@nprehensive income 1,241,71 578,1E
Net impairment loss recognized in earni (471,81: (111,42¢

Total other income 3,895,3¢ 4,396,9¢

OTHER EXPENSE
Salaries 7,268,97. 7,098,12!
Employee benefit 1,423,63! 1,302,80°
Occupancy 1,051,53 1,082,81:
Furniture and equipme 975,79: 1,104,13:
Supplies and printin 284,35 278,37¢
Professional and consulting fe 923,62t 830,38"
Marketing and public relatior 311,53 328,69(
FDIC and OCC assessme 1,066,96. 968,52
Other 2,536,47 2,329,32

Total other expens 15,842,87 15,323,1¢




THE FIRST BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2010 AND 2009

Continued:

Income before income tax
Income taxes

Net income
Preferred dividend
Preferred stock accretic

Net income applicable to common stockholders

Net income per shar
Basic
Diluted
Net income applicable to common stockhold
Basic
Diluted

The accompanying notes are an integral part obteegements.
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2010 2009
3,403,94. 2,257,50:
855,19¢ 514,11
2,548,74. 1,743,39
273,62¢ 225,69
42,56 56,74
2,232,5¢ 1,460,95
£ £
.84 .58
g A4
74 A48




Balance,
January 1, 200

Comprehensivi
Income:

Net income 200!

Nor-credit relatec
impairmen
loss or
investmer
securities
net of ta:

Net change it
unrealized gai
on availabl-
for-sale
securities
net of tax

Net change i
unrealize
loss or
loans held fc

Compre-
hensive
Income

THE FIRST BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2010 AND 2009

Commor Preferrec
Stock Stock

Stock
Warrant:

Additional
Paidin
Capital

Accumulated
Other

Retained Comprehensiv

Earnings

Income (Loss

Treasunr

Stock

Total

$1,743,391

(381,580)

702,010

sale, net of tax g12,063‘

Comprehensivi
Income

Issuance o
Preferrec
stock and warran
Accretion of
Preferrec
stock discoun
Dividends or
preferred stoc

$2,051,76<

$3,016,69! -

- 4,716,262

- 56,748

283,73t
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$22,941,92

$11,482,58

1,743,39

(56,748

(225,694

$ (409,473 $ (463,645$36,568,08

(381,580

702,01(

(12,063

1,743,39

(381,580

702,01(

(12,063

5,000,001

(225,694




THE FIRST BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Continued:

Compre-
hensive Common
Income Stock

Preferred
Stock

Stock
Warrants

Additional
Paid-in
Capital

YEARS ENDED DECEMBER 31, 2010 AND 2009

Accumulated
Other
Retained Comprehensive Treasury
Earnings Income (Loss Stock Total

Exercise of stoc
Options 29,66¢

192,84:

- - - 222,51(

Balance,
December 31, 20C 3,046,367

4,773,01C

283,73¢

23,134,76¢

12,943,54( (101,106) (463,645) 43,616,66¢

Comprehensivi
Income:
Net income 201( $2,548,74¢ -
Nor-credit relatec
impairmen
loss or
investmer
securities
net of ta: (819,528) -
Net change it
unrealized gail
on availabl-
for-sale
securities
net of tax 335,313 -
Net change i
unrealize
loss or
loans held fc
sale, net of te 8,507 -
Comprehensiv:
Income $2,073,03¢

Issuance o
preferred stoc -

12,123,00C
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2,548,744 - 2,548,744

- (819,528)

(819,528)

- 335,313 335,313

- 8,507 - 8,507

- - - 12,123,00(




Continued:

Accretion of
Preferrec
stock discoun
Dividends or
preferred stoc
Cash dividenc
declared, $.15 p¢
common shar
Grant of restrictel
Stock
Compensation co:
on restricted stoc
Balance,
December 31, 2010

THE FIRST BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2010 AND 2009

Accumulated

Additional Other

Common Preferred Stock Paid-in Retained Comprehensive Treasury
Stock Stock Warrants  Capital Earnings Income (Loss Stock Total
- 42,561 - - (42,561) - - -
- - - - (273,629) - - (273,629)
(453,598) (453,598)
12,353 - - (12,353) - - - -
- - - 12,61( - - - 12,61(
$ $ $

$3,058,71¢ $16,938,57. 283,738 $23,135,02: $14,722,49¢

$(576,814 (463,645) 57,098,08¢

The accompanying notes are an integral part obteegements.
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THE FIRST BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2010 AND 2009

2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 2,548,714 $ 1,743,39
Adjustments to reconcile net income to net cashigeal by operating activitie:

The accompanying notes are an integral part obteegements.
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Depreciation and amortizatic 869,73¢ 970,26:
FHLB Stock dividend: (4,100 (11,300
Provision for loan losse 982,66 1,206,34.
Impairment loss on securiti 471,81 111,42¢
Gain on sale/call of securiti (50,715 -
Deferred income taxe (84,605 (265,607
Restricted stock exper 12,61( -
Increase in cash value of life insural (226,493 (297,177
Securities, amortization and accretion, 271,20¢ 336,25
Loss on sale/writedown of other real es 351,39: 268,06:
Changes in
Loans held for sal 767,37( (598,021
Interest receivabl 295,35¢ 286,37¢
Other asset 2,640,43! (2,342,018
Interest payabl (261,436 (177,518
Other liabilities 1,464,75 4,139,94
Net cash provided by operating activit 10,048,723 5,470,42
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of availal-for-sale securitie (51,246,717 (64,793,467
Purchases of other securit (595,500 (110,600
Proceeds from maturities and calls of avail-for-sale securitie 56,508,88 52,288,32
Proceeds from sales of securities avail-for-sale 1,009,001 -
Proceeds from redemption of other securi 384,30( 350,15(
(Increase) decrease in loc (18,956,15€ 818,58:
Net (additions) disposals to premises and equipi (1,370,24: 245,08
Net cash used in investing activities (14,266,43: (11,201,92¢
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in deposi 12,725,51 5,675,28
Proceeds from borrowed fun 8,500,001 3,000,001
Repayment of borrowed fun (10,430,187 (16,990,192
Exercise of stock optior - 222,51(
Dividends paid on common sto (452,980 -
Dividends paid on preferred sto (261,814 (193,750
Proceeds from issuance of preferred stocknaardant 12,123,0C
5,000,00
Net cash provided by (used in) financing actigitie 22,203,523 (3,286,14¢




CONSOLIDATED STATEMENTS OF CASH FLOWS

Continued:

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of

Supplemental disclosure

Cash paid during the year fc:
Interest
Income taxe:

Non-cash activities
Transfers of loans to other real est
Issuance of restricted stock gre

The accompanying notes are an integral part obteegements.

THE FIRST BANCSHARES, INC.
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$

$

2010

17,985,83
15,990,87

33,976,7C

7,380,72
1,366,85

3,296,14.
12,35

$

$

2009

(9,017,652
25,008,52

15,990,87

10,417,23
876,43t

2,821,53!




THE FIRST BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- NATURE OF BUSINESS

The First Bancshares, Inc. (the Company) is a lbeohting company whose business is primarily conetlidiy its whollyewned subsidiar
The First, A National Banking Association (the BanKhe Bank provides a full range of banking segsiin its primary market area of Sc
Mississippi. The Company is regulated by the FaldBeserve Bank. Its subsidiary bank is subjecthto regulation of the Office of t
Comptroller of the Currency (OCC).

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company and the Bank follow accounting prirespgenerally accepted in the United States of Agaeincluding, where applicab
general practices within the banking industry.

1. Principles of Consolidation

The consolidated financial statements include tteoants of the Company and its whollyned subsidiary. All significant intercomps
accounts and transactions have been eliminated.

2. Estimates

The preparation of financial statements in confeyrith accounting principles generally acceptedhia United States of America requ
management to make estimates and assumptionsffibettthe reported amounts of assets and liaksliied disclosure of contingent assets
liabilities at the date of the financial statemeatsl the reported amounts of revenues and expenseg the reporting period. Actual resi
could differ from those estimates. Material estesathat are particularly susceptible to significehange in the near term relate to
determination of the allowance for loan lossesthedvaluation of deferred tax assets.

3. Cash and Due From Banks

Included in cash and due from banks are legal veserquirements which must be maintained on anageecbasis in the form of cash .
balances due from the Federal Reserve. The rebataace varies depending upon the types and asofideposits. At December 31, 2(
the required reserve balance on deposit with thikeiéé Reserve Bank was approximately $2,936,000.

4, Securities

Investments in securities are accounted for asviali
Available-for-Sale Securities
Securities classified as available-fale are those securities that are intended teeliefor an indefinite period of time, but not nesaegly tc
maturity. Any decision to sell a security clas=ifias available-fosale would be based on various factors, includimyements in intere
rates, liquidity needs, security risk assessmehisnges in the mix of assets and liabilities ameiosimilar factors. These securities
are carried at their estimated fair value, andnsteunrealized gain or loss is reported in stodkéd' equity, net of tax, until realized. Premi

and discounts are recognized in interest incomeguttie interest method. Gains and losses on tlee afahvailable-forsale securities a
determined using the adjusted cost of the spesdfiuirity sold.
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Securities to be Held-to-Maturity

Securities classified as held-teaturity are those securities for which there oaitive intent and ability to hold to maturity. hdse securiti¢
are carried at cost adjusted for amortization efhpums and accretion of discounts, computed byntieeest method.

Trading Account Securities

Trading account securities are those securitiestwaie held for the purpose of selling them atddipiThere were no trading account secur
on hand at December 31, 2010 and 2009.

Other Securities

Other securities are carried at cost and are cesdriin marketability. Other securities consist of investments in the Federal Home L
Bank (FHLB), Federal Reserve Bank and First Nali@snkers’Bankshares, Inc. Management reviews for impairrbased on the ultime
recoverability of the cost basis.

Other-than-Temporary Impairment

Management evaluates investment securities for-thlam-temporary impairment on a quarterly bagisdecline in the fair value of available-
for-sale and held-to-maturity securities below dbstt is deemed other-thammporary is charged to earnings for a declinealuer deemed

be credit related and a new cost basis for theri#gds established. The decline in value attrdzlito noneredit related factors is recognizet
other comprehensive income.

5. Loans held for sale

The Company originates fixed rate single familgidential first mortgage loans on a presold basise Company issues a rate lock commitr
to a customer and concurrently “locks imith a secondary market investor under a besttsfftelivery mechanism. Such loans are sold wi
the servicing retained by the Company. The terfith@loan are dictated by the secondary investintsare transferred within several week
the Company initially funding the loan. The Compaecognizes certain origination fees and servalease fees upon the sale, which
included in other income on loans in the consoéidadtatements of income. Between the initial fogddf the loans by the Company and
subsequent purchase by the investor, the Compangséhe loans held for sale at the lower of ardiir value in the aggregate as determ
by the outstanding commitments from invest

6. Loans

Loans are carried at the principal amount outstamdiet of the allowance for loan losses. Inteirestme on loans is recognized based ol
principal balance outstanding and the stated ratéth® loan. Loan origination fees and certain diredgination costs are deferred
recognized as an adjustment of the related lodd yi&ng the interest method.

A loan is considered impaired, in accordance withimpairment accounting guidance Accounting Stedsl@odification (ASC) Section 310-
10-35,Receivables, Subsequent Measuremariten--based upon current events and informaftds-probable that the scheduled paymen
principal and interest will not be collected in aatance with the contractual terms of the loan egent. Factors considered by managem
determining impairment include payment status,atetl values, and the probability of collectingesduled payments of principal and inte
when due. Generally, impairment is measured aaa by loan basis using the fair value of the supmpcollateral.
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Loans are generally placed on a nonaccrual stahenvprincipal or interest is past due ninety daysvben specifically determined to
impaired. When a loan is placed on nonaccruaustanterest accrued but not received is generalyersed against interest income
collectibility is in doubt, cash receipts on nonad loans are used to reduce principal rather teaarded in interest income. Past due sta
determined based upon contractual terms.

7. Allowance for Loan Losses

For financial reporting purposes, the provision limain losses charged to operations is based uporagaaent's estimations of the amt
necessary to maintain the allowance at an adedee¢t Allowances for any impaired loans are gelerdetermined based on collate
values. Loans are charged against the allowamdedn losses when management believes the cdiiigtiof the principal is unlikely.

Management evaluates the adequacy of the allowandean losses on a regular basis. These evahsmtire based upon a periodic revie
the collectibility considering historical experiencthe nature and value of the loan portfolio, ulyileg collateral values, internal a
independent loan reviews, and prevailing econoraiitions. In addition, the OCC, as a part of thgulatory examination process, revir
the loan portfolio and the allowance for loan I@saad may require changes in the allowance basadinformation available at the time of
examination. The allowance consists of two comptsellocated and unallocated. The componentgsept an estimation done pursual
either ASC Topic 450Contingencies or ASC Subtopic 3100. The allocated component of the allowance reflegpected losses result
from an analysis developed through specific cratlications for individual loans, including any iaiped loans, and historical loan |
history. The analysis is performed quarterly ass$Ifactors are updated regularly.

The unallocated portion of the allowance reflecemagemens estimate of probable inherent but undetected$ogsthin the portfolio due
uncertainties in economic conditions, changes llatal values, unfavorable information about arbwer’s financial condition, and other r
factors that have not yet manifested themselvesaddition, the unallocated allowance includes mmamnent that explicitly accounts for
inherent imprecision in the loan loss analysis.

8. Premises and Equipment

Premises and equipment are stated at cost, lessnatated depreciation. The depreciation policytasprovide for depreciation over 1
estimated useful lives of the assets using thegstrine method. Repairs and maintenance expenditueeglarged to operating expen
major expenditures for renewals and bettermentsapgalized and depreciated over their estimagadull lives. Upon retirement, sale, or o
disposition of property and equipment, the cost aocumulated depreciation are eliminated from ttepants, and any gains or losses
included in operations.

9. Other Real Estate
Other real estate consists of properties acquhiezligh foreclosure and, as held for sale propéstyecorded at the lower of the outstan:
loan balance or current appraisal less estimatsts ¢o sell. Any writedown to fair value required at the time of forecisis charged to tl

allowance for loan losses. Subsequent gains eefosn other real estate are reported in otheatipgrincome or expenses. At Decembe
2010 and 2009, other real estate totaled $3,9980d%2,902,997, respectively.
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10. Goodwill and Intangible Assets

The following table summarizes the changes in galbdwd core deposit intangible asset for the year
ended December 31, 2010.

(Dollars in thousands) Core deposit
Goodwill intangible
Balance, January 1, 20 $ 702 $ 468
Amortization - 69
Balance, December 31, 2010 $ 702 $ 399

Acquired goodwill and core deposit intangible akated to the acquisition of First National Bank/iggins on October 1, 2006.

The following table presents the forecasted coposi intangible asset amortization expense forla@tough 2015.

(Dollars in thousands Full year
expected
Year amortization
2011 $69
2012 69
2013 69
2014 69
2015 69
11. Other Assets and Cash Surrender Value

Financing costs related to the issuance of junibosdinated debentures are being amortized ovdif¢éhef the instruments and are include:
other assets. The Company invests in bank owfeéhburance (BOLI). BOLI involves the purchasiwfgife insurance by the Company o
chosen group of employees. The Company is the owfrihe policies and, accordingly, the cash sutegrvalue of the policies is reportec
an asset, and increases in cash surrender vakiesparted as income.

12. Stock Options

The Company accounts for stock based compensatiaccordance with ASC Topic 718pmpensation - Stock CompensatioBompensatic
cost is recognized for all stock options granteskbaon the weighted average fair value stock @ti¢cee grant date.

13. Income Taxes
Income taxes are provided for the tax effects eftthnsactions reported in the financial statemantsconsist of taxes currently payable
deferred taxes related primarily to differencesneein the bases of assets and liabilities as mahdfyréncome tax laws and their base

reported in the financial statements. The defetagdhssets and liabilities represent the futuxectmsequences of those differences, whicl
either be taxable or deductible when the assetdiaitities are recovered or settled.
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The Company and its subsidiary file consolidatemine tax returns. The subsidiary provides for ineotaxes on a separate return basi
remits to the Company amounts determined to belpaya

ASC Topic 740Jncome Taxegrovides guidance on financial statement recogmiéind measurement of tax positions taken, or eggdect b
taken, in tax returns. ASC Topic 740 requires aalwation of tax positions to determine if the taositions will more likely than not |
sustainable upon examination by the appropriat@gexuthority. The Company at December 31, 20102009, had no uncertain tax positi
that qualify for either recognition or disclosurethe financial statements.

14. Advertising Costs

Advertising costs are expensed in the period irctvitihey are incurred. Advertising expense forythars ended December 31, 2010 and -
was $261,727 and $246,306, respectively.

15. Statements of Cash Flows

For purposes of reporting cash flows, cash and egsfvalents include cash, amounts due from banterestbearing deposits with banks &
federal funds sold. Generally, federal funds atd for a one to seven day period.

16. Off-Balance Sheet Financial Instruments

In the ordinary course of business, the subsidiamnk enters into offialance sheet financial instruments consistingoofirnitments to exter
credit, credit card lines and standby letters eflir Such financial instruments are recorded éfthancial statements when they are exercised.

17. Earnings Applicable to Common Stockhalsle
Per share amounts are presented in accordanceA®&{thTopic 260 Earnings Per ShareUnder ASC Topic 260, two per share amount

considered and presented, if applicable. Basicspare data is calculated based on the weigitedage number of common shares outstal
during the reporting period. Diluted per shareadatludes any dilution from potential common stagkch as outstanding stock options .
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The following table discloses the reconciliationttoé numerators and denominators of the basic éuigéd computations applicable to comn
stockholders:

For the Year Ende For the Year Ende
December 31, 201 December 31, 200
Net Net
Income Shares Per Share Income Shares Per Share
(Numerator, (Denominator ~ Amount (Numerator) (Denominator Amount
Basic per common share $ 2,232,55¢ 3,019,860 $ T $ 1,460,95 3,011,431 % 4!
Effect of dilutiveshares
Restricted Stock 2,05 -
$ 2,232,55¢ 3,021,922 $ 7 $ 1,460,95 3,011,43 % A4

The diluted per share amounts were computed byimgpthe treasury stock method.

18. Reclassifications

Certain reclassifications have been made to tB@9 2financial statements to conform with thassl fications used in 2010. The
reclassifications did not impact the Company's obidated financial condition or results of operato

19. Accounting Pronouncements

ASU No. 2010-06,Fair Value Measurements and Disclosures (Topic)820mproving Disclosures About Fair Value Measuretaeh
ASU 201006 requires expanded disclosures related to fdireveneasurements including (i) the amounts of figant transfers of assets
liabilities between Levels 1 and 2 of the fair vahierarchy and the reasons for the transfergh@iyeasons for transfers of assets or liabil
in or out of Level 3 of the fair value hierarchyitlwsignificant transfers disclosed separately) ffiie policy for determining when transfe
between levels of the fair value hierarchy are geixed and (iv) for recurring fair value measuretaeaf assets and liabilities in Level 3 of |
fair value hierarchy, a gross presentation of imf@tion about purchases, sales, issuances andresitie ASU 201@6 further clarifies the
(i) fair value measurement disclosures should lmvided for each class of assets and liabilitiesh@lathan major category), which wot
generally be a subset of assets or liabilities iwithline item in the consolidated balance sheets(d) companies should provide disclosu
about the valuation techniques and inputs usede@sore fair value for both recurring and nonreogrfair value measurements for each ¢
of assets and liabilities included in Levels 2 @&ndf the fair value hierarchy. The disclosurestezlao the gross presentation of purcha
sales, issuances and settlements of assets arl@tidimbncluded in Level 3 of the fair value hiechy will be required for the Compal
beginning January 1, 2011. The remaining disclosegeirements and clarifications made by ASU 206(hecame effective for the Compe
on January 1, 2010. (See Note Q — Fair Valuesssefs and Liabilities)
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ASU No. 2010-20, “Receivables (Topic 310)Bisclosures about the Credit Quality of Financingdeivables and the Allowance for Cre
Losses.”ASU 2010-20 requires entities to provide disclosudesigned to facilitate financial statement usewsiluation of (i) the nature
credit risk inherent in the entity’portfolio of financing receivables, (ii) how thask is analyzed and assessed in arriving at bevance for
credit losses and (iii) the changes and reasonshfise changes in the allowance for credit losBésclosures must be disaggregated
portfolio segment, the level at which an entity eleps and documents a systematic method for detérgits allowance for credit losses, €
class of financing receivable, which is generallisaggregation of portfolio segment. The requilestiosures include, among other thing
roll forward of the allowance for credit lossesvadl as information about modified, impaired, nacerual and past due loans and credit qu
indicators. ASU 2010-20 became effective for thenpany’s financial statements as of December 31, 2011,rakates to disclosures requir
as of the end of a reporting period. (See Notelldans.) Disclosures that relate to activity durangeporting period will be required for t
Company’s financial statements that include periogiginning on or after January 1, 2011. ASU 2011“‘Bg&ceivables (Topic 310)Beferral
of the Effective Date of Disclosures about TroulEbt Restructurings in Update No. 2010-2@&porarily deferred the effective date
disclosures related to troubled debt restructuritigsoincide with the effective date of a proposedounting standards update relate:
troubled debt restructurings, which is currentlpected to be effective for periods ending aftereJif, 2011.

ASU No. 2010-28; Intangibles—Goodwill and Other (Topic 350)Athen to Perform Step 2 of the Goodwill ImpairmesstTor Reporting
Units with Zero or Negative Carrying Amount#ASU 201028 modifies Step 1 of the goodwill impairment tiEstreporting units with zero ¢
negative carrying amounts. For those reportingsymih entity is required to perform Step 2 of tbedyvill impairment test if it is more likel
than not that a goodwill impairment exists. In det@ing whether it is more likely than not that @ogiwill impairment exists, an entity shot
consider whether there are any adverse qualitédist®rs indicating that an impairment may existrsas if an event occurs or circumstan
change that would more likely than not reduce #ieVfalue of a reporting unit below its carrying@mt. ASU 20118 became effective fc
the Company on January 1, 2011 and is not expéeteel a significant impact on the Company’s constdid financial statements.

ASU No. 2010-29,Business Combinations (Topic 805)—Disclosure ob@ementary Pro Forma Information for Business Corations.”
ASU 201029 provides clarification regarding the acquisitidate that should be used for reporting the pron&financial informatior
disclosures required by Topic 805 when comparafinancial statements are presented. ASU 2PA(also requires entities to provide
description of the nature and amount of materiahracurring pro forma adjustments that are direattgibutable to the business combinati
ASU 2010-29 is effective for the Company prospesivior business combinations occurring after Deoen31, 2010.
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NOTE C- SECURITIES

A summary of the amortized cost and estimatedviaime of available-for-sale securities and helar@turity securities at December 31, 2

and 2009, follows:

December 31, 201

Gross Gross
Amortized Unrealized Unrealized Estimatec
Cost Gains Losses Fair Value
Available-for-sale securities
Obligations of U.S. Governme
agencie $ 22,886,88 $ 169,38 $ 201,66 $ 22,854,60
Tax-exempt and taxabl
obligations of states al
municipal subdivision 53,895,36 998,68¢ 221,15! 54,672,90.
Mortgag-backed securitie 17,638,56 727,72" 47,86¢ 18,318,42.
Corporate obligatior 9,726,51. 12,16 2,036,38 7,702,29.
Other 1,255,48 - 269,46 986,02
$ 105,402,81 $ 190796 $ 2,776,53 $104,534,24
Held-to-maturity securities
Mortgagr-backed securitie $ 2,64 $ 12 $ - $ 2,76
December 31, 200
Gross Gross
Amortized Unrealized Unrealized Estimatec
Cost Gains Losses Fair Value
Available-for-sale securities
Obligations of U.S. Governme
agencies $ 31,061,33 $ 38749 $ 56,60 $
31,392,22
Tax-exempt and taxabl
obligations of states al
municipal subdivision 41,088,71 965,40: 72,217 41,981,90
Mortgag-backed securitie 27,226,69 985,16 84,85! 28,127,00:
Corporate obligatior 11,742,14 51,68: 2,021,72. 9,772,11.
Other 1,247,04 - 289,26 957,78
$ 112,365,94 $ 2,389,74 $ 2,524,65 $
112,231,02
Held-to-maturity securities
Mortgage-backed securities $ 2,98 $ 6 $ - $
3,04
The scheduled maturities of securities at DecerBbe2010, were as follows:
Available-for-Sale Held-to-Maturity
Estimate: Estimate:
Amortizec Fair Amortizec Fair
Cost Value Cost Value
Due less than one ye 10,476,222 10,530,19 - -
Due after one year through five ye 52,717,72 53,311,71 - -
Due after five years through ten ye 13,200,07 13,343,29 - -
Due after ten yeal 11,370,22 9,030,61- - -
Mortgage-backed securities 17,638,56 18,318,42 2,64 2,76
$ 105,402,81 $104,534,24 $ 2,64 $ 2,76

a4




Actual maturities can differ from contractual méies because the obligations may be called orgidepith or without penalties.

A gain of $50,715 was realized from the sale or @l&vailable-for-sale securities in 2010. No gaar losses resulting from the sale of available-
for-sale securities were realized in 2009. An othantemporary impairment loss of $471,811 was recaghifor the year ended 2010

$111,428 for the year ended 2009.

Securities with a carrying value of $63,692,752 &8d,231,952 at December 31, 2010 and 2009, regelgctwere pledged to secure pul
deposits, repurchase agreements, and for otheogess required or permitted by law.

The details concerning securities classified agdabla-for-sale with unrealized losses as of Decen#d, 2010 and 2009, were as follows:

Obligations of U.S
government agencit
Tax-exempt and te-
able obligations ¢
states and municip
subdivision:
Mortgage-backec
securities
Corporate obligation
Other

Obligations of U.S
government agencit
Tax-exempt and te-
able obligations ¢
states and municip
subdivision:
Mortgage-backec
securities
Corporate obligation
Other

Losses < 12 Month

2010
Losses 12 Months or Total
Gross Gross
Fair Unrealized Fair Unrealized
Value Losses Value Losses
- $ - $13,340,46 $ 201,66
257,16( 16,20: 9,401,39 221,15!
310,61( 44 53¢ 2,018,99 47,86¢
3,199,65! 2,036,38 3,199,65! 2,036,38
986,02 269,46 986,02 269,46

$ 4,753,44 $ 2,366,58 $28,946,52 $ 2,776,53

2009
Losses < 12 Month Losses 12 Months or Total

Gross Gross
Fair Unrealized Fair Unrealized

Value Losses Value Losses
- $ - $ 711388 $ 56,60
90,56 552 5,146,45! 72,217
321,53: 81,76( 1,097,88 84,85
3,811,60! 1,622,98! 4,299,33! 2,021,72.
957,78 289,26 957,78 289,26

530,09 $ 5,181,487 $ 1,99456  $18,61534 $ 2,524,65

Approximately 26.1% of the number of securitieghig investment portfolio at December 31, 2010eotéd an unrealized loss. Manageme
of the opinion the Company has the ability to hiblelse securities until such time as the value masoor the securities mature. Management
believes the deterioration in value is attributaldechanges in market interest rates and lack qpfidity in the credit markets. We h
determined that these securities are not othertraporarily impaired based upon anticipated cashd.
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NOTE D - LOANS

Loans outstanding included the following types at@mber 31, 2010 and 2009:

2010 2009
(In thousands
Commercial, financial and agricultut $ 48,42 $ 43,22
Real estat— constructior 58,96: 68,69t
Real estat— mortgage 211,49¢ 190,22¢
Installment loans to individua 10,58¢ 12,81
Overdrafts 15 13
329,63! 315,10:
Allowance for loan losse (4,617 (4,762
$ 325,01 $ 310,34
Transactions in the allowance for loan lossesHentears ended December 31, 2010 and 2009, wéobaass:
2010 2009
Balance at beginning of ye $ 4,762,06 $ 4,784,91
Additions:
Provision for loan losses charged to operat 982,66 1,206,34.
Recoveries 242,00 166,90
5,986,73 6,158,16!
Deductions
Loans charged off 1,369,65 1,396,09
Balance at end of ye. $ 4,617,08 $ 4,762,06

Included in certain loan categories in the impalozths are troubled debt restructurings that wiassdied as impaired. At December 31, 2!
the Company had $2.6 million of commercial loand &8.1 million of 1-4 family real estatemortgage loans that were modified in troul
debt restructurings and impaired. Included in ¢h@sounts, the Company had troubled debt restinggithat were performing in accorda
with their modified terms of $.9 million of 1-4 falyreal estate - mortgage loans at December 31020

The following table represents the Companihpaired loans at December 31, 2010 and 200% taéble excludes performing troubled ¢
restructurings.

2010 2009

(In thousands)
Impaired Loans

Impaired loans without a valuation allowal $ 2,40 $ 12,29

Impaired loans with a valuation allowar 2,12 8,31
Total impaired loans $ 4,52 $ 20,60
Allowance for loan losses on impaired loans at yrat 73¢ 2,00¢
Total nonaccrual loar 4,212 4,367
Past due 90 days or more and still accn 1,071 1,445
Average investment in impaired loa 14,48¢ 19,11«
Interest paid on impaired loa 20¢ 1,297
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The following table provides the ending balanceshim Company's loans and allowance for loan logse&en down by portfolio segment as
December 31, 2010. The table also provides additidetail as to the amount of our loans and allmeathat correspond to individual ver
collective impairment evaluation. The impairmengleration corresponds to the Company's systematthadelogy for estimating its Allowan
for Loan Losses.

Commercial,
Installmen Financial
and and
Real Estatt Other Agriculture Total
(In thousands

Loans

Individually evaluatet $ 4,09 $ 4 $ 39 $ 4,52

Collectively evaluate 266,50 9,08 49,51 325,10
Total $_ 27059 ERCNE] _$ 4990 $329,63!
Allowance for Loan Losse

Individually evaluatet $ 46 $ 1 $ 26 $ 73!

Collectively evaluate 3,25 13 49 3,87!
Total $ 371 $ 14 _$ 75 $ 461

The amount of interest income that would have heeognized on impaired loans using the daasis would have been $158,000 for
period ended December 31, 2010. The Company hddam commitments to borrowers in nacerual status at December 31, 2010
20009.

The following table provides additional detail aohpaired loans broken out according to class as etebhber 31, 2010. The recor
investment included in the following table represecustomer balances net of any partial chaffe+ecognized on the loans, net of
deferred fees and costs. As nearly all of our imgzhloans at December 31, 2010 are on nonaccrataisstrecorded investment excludes
insignificant amount of accrued interest receivateloans 9G3ays or more past due and still accruing. The uhpalance represents
recorded balance prior to any partial charge-offs.
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Average Interest

Recordec Income
Recordec Unpaid Relatec Investmen Recognize
Investmer Balance Allowance YTD YTD
(In thousands
Impaired loans with
no related allowance:
Commercial installmer $ 1 $ 1: $ - $ 38 $ .‘
Commercial real esta 2,23( 2,23( - 7,88¢ 72
Consumer real esta 147 14¢ - 2,18¢ 8
Consumer installmer 1! 1t - 18 J
Total $ 240 $ 2,40¢ $ - $ 10,63 $ 8.
Impaired loans with
a related allowance:

Commercial installmer $ 11 $ 37 $ 26. $ 48 $ 1
Commercial real esta 96¢€ 1,37C 401 2,421 89
Consumer real esta 28C 3432 63 79¢€ 20
Consumer installmet 2 3 1l 14 -
Total $ 1,38 $ 2,120 $ 73 $ 384 $ 12
Total Impaired Loans
Commercial installmer $ 12! $ 38 $ 26. $ 86 $ |
Commercial real esta 3,19¢ 3,60( 401 10,30¢ 161
Consumer real esta 427 492 63 2,981 28
Consumer installmet i 4t 1 33, i
Total Impaired Loan 3 378 3 452 S 73 _3$ 1448 _$ 20

The book balance of troubled debt restructuringdestember 31, 2010 is $4,750,813. Approximated (000 in specific reserves have been
established with respect to these loans as of Digee81, 2010. As of December 31, 2010, the Companyno additional amounts committed on
any loan classified as a troubled debt restruafuiiine book balance of trouble debt restructuramsf December 31, 2009 was $2,801,464.

The gross interest income that would have beerrdedoin the period that ended if the nonaccruatddaad been current in accordance with

original terms and had been outstanding througtiiperiod or since origination, if held for pafttbe period for December 31, 2010 and 2
was $158,000 and $80,000, respectively.
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The following table summarizes by class ountalassified as past due in excess of 30 daysee in addition to those loans classified as non-
accrual:

December 31, 201
(In thousands)

Past Due Total
Past Due30 90 Days or More Past Due and Total
to 89 Days andSitill Accruing Non-Accrual Non-Accrual Loans
$ $
Real Estat-constructior 593 $ 1 1,433 $ 2,027 $ 58,962
Real Estat-mortgage 3,673 153 893 4719 102,426
Real Estat-non farm nonresidenti 438 737 1,452 2,627 109,073
Commercia 740 144 386 1,270 48,427
Consume 262 36 48 346 10,747
$

Tota $ 5,706 $ 1,071 4,212 $ 10,989 $ 329,635

The Company categorizes loans into risk categtwdsgd on relevant information about the abilitpofrowers to service their debt, such as: cu
financial information, historical payment experiencredit documentation, public information, andrent economic trends, among other fac
The Company uses the following definitions for rigkings, which are consistent with the definitiais&d in supervisory guidance:

Special Mention. Loans classified as special toenhave a potential weakness that deserves mamags close attention. If I
uncorrected, these potential weaknesses may riesditerioration of the repayment prospects forltdan or of the institution's cre

position at some future date.

Substandard. Loans classified as substandaridadequately protected by the current net worth @aying capacity of the obligor or
the collateral pledged, if any. Loans so classifieste a welldefined weakness or weaknesses that jeopardizigthiéation of the deb
They are characterized by the distinct possibihigt the institution will sustain some loss if theficiencies are not corrected.

Doubtful. Loans classified as doubtful haveth# weaknesses inherent in those classified agasdzsd, with the added character
that the weaknesses make collection or liquidatidull, on the basis of currently existing factenditions, and values, highly question:

and improbable.

Loans not meeting the criteria above that asdyaed individually as part of the above descripeatess are considered to be pass rated loans.
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As of December 31, 2010, and based on the mosttracalysis performed, the risk category of loanslass of loans was as follows:

Commercial,
Installmen Financial
Rea
Real Estat Estatt and and
Commercis Mortgage Other Agriculture Total

Pass $ 187,65 $ 53,77 $ 8,76 $ 47,50 $ 297,69
Special Mentior 5,15¢ 12t 70 14 5,362
Substandar: 17,82( 6,13( 297 2,21F 26,46:
Doubtful - - - 18( 18(

Subtota 210,63: 60,03: 9,131 49,90¢ 329,70:
Less:

Unearned Discoul R - - - 67
Loans, net of unearned disco! $ 210,56 $ 60,03 S 913 _$ 4990 $ 329,63
NOTE E - PREMISES AND EQUIPMENT

Premises and equipment are stated at cost, lesmatated depreciation and amortization as follows:
2010 2009
Premises

Land $ 4,970,95 $ 4,970,95

Buildings and improvemen 9,881,900 9,848,58.
Equipment 4,504,54. 4.,418,29.
Construction in progres 1,329,26 141,92

20,686,66 19,379,75
Less accumulated depreciation and amortization 5,692,74 5,100,46!
$ 14,993,92 $ 14,279,29

The amounts charged to operating expense for dafiecwere $655,608 and $754,808 in 2010 and 2@&ectively.

NOTE F - DEPOSITS

The aggregate amount of time deposits in denonoinatdf $100,000 or more as of December 31, 2010,2809 was $100,328,380 ¢
$89,926,071, respectively.
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At December 31, 2010, the scheduled maturitiesyd tleposits included in interest-bearing depasise as follows (in thousands):

Year Amount
2011 $ 107,32
2012 35,107
2013 8,73:
2014 3,40¢
2015
11,15(
$ 165,72
NOTE G- BORROWED FUNDS
Borrowed funds consisted of the following:
December 31
2010 2009
Reverse Repurchase Agreem $15,000,00 $15,000,00
FHLB advances 15,106,89 17,037,08

$30,106,89 $32,037,08

Advances from the FHLB have maturity dates randinogn September, 2011 through August, 2015. Intésgsayable monthly at rates rang
from 1.296% to 5.920%. Advances due to the FHLBallateralized by a blanket lien on first mortgagans in the amount of the outstan:

borrowings, FHLB capital stock, and amounts on dépaith the FHLB. At December 31, 2010, FHLB adwgas available and unused tot:
$86,326,904.

Future annual principal repayment requirementsherbbrrowings from the FHLB at December 31, 201€xenas follows:

Year Amount
2011 $ 3,075,06
2012 3,261,05:
2013 1,770,77:
2014 7,000,001

$ 15,106,89

Reverse Repurchase Agreements consisted of thr@®M®800 agreements. The agreements are secursdchyities with a fair value

$18,193,100 at December 31, 2010 and $17,444,00@@mber 31, 2009. The maturity dates are fromguasu22, 2012 through Septem
26, 2017, with rates between 3.81% and 4.51%.
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NOTE H - REGULATORY MATTERS

The Company and its subsidiary bank are subjemdalatory capital requirements administered byfablbanking agencies. Failure to n
minimum capital requirements can initiate certaianaatory and possibly additional discretionary adi by regulators that, if undertak
could have a direct material effect on the Compafigancial statements. Under capital adequacgedinies and the regulatory framework
prompt corrective action, the Company and its sligi bank must meet specific capital guidelineg thvolve quantitative measures of as:
liabilities, and certain ofbalance sheet items as calculated under regulatmyunting practices. Capital amounts and classifics are als
subject to qualitative judgment by regulators almmrhponents, risk weightings, and other relatetbfac

To ensure capital adequacy, quantitative measwaes heen established by regulators, and theseregtpei Company and its subsidiary bar
maintain minimum amounts and ratios (set forthhia table below) of total and Tier | capital (asided) to riskweighted assets (as define
and of Tier | capital to adjusted total assetsdtage). Management believes, as of December 30, 28at the Company and its subsid
bank exceeded all capital adequacy requirements.

At December 31, 2010 and 2009, the subsidiary beak categorized by regulators as wepitalized under the regulatory framework
prompt corrective action. A financial instituti@considered to be well-capitalized if it has ltoisk-based capital ratio of 10% or more, h
Tier | risk-based capital ratio of 6% or more, and has a Tievdrage capital ratio of 5% or more. There areonditions or anticipated eve
that, in the opinion of management, would changectitegorization. The actual capital amounts atids at December 31, 2010 and 2009
presented in the following table. No amount wadudéed from capital for interest-rate risk exposure

Company Subsidiary
(Consolidated The First
Amouni Ratic Amouni Ratic
December 31, 201
Total risl-basec $ 70,81 19.6% $ 58,36 16.2%
Tier | risk-basec 66,307 18.4% 53,86 15.0%
Tier | leverage 66,307 13.1% 53,86 10.7%
December 31, 200
Total risl-basec $ 56,54 16.5% $ 55,68 16.3%
Tier | risk-basec 52,25¢ 15.3% 51,41( 15.1%
Tier | leverage 52,25¢ 10.8% 51,41( 10.7%

The minimum amounts of capital and ratios as eistaddl by banking regulators at December 31, 2082809, were as follows:

Company Subsidiary
(Consolidated The First
Amount Ratic Amount Ratic
December 31, 201
Total risl-basec $ 28,86 8.0% $ 28,79 8.0%
Tier | risk-basec 14,43( 4.0% 14,39¢ 4.0%
Tier | leverage 20,24¢ 4.0% 20,212 4.0%
December 31, 200
Total risl-basec $ 27,39 8.0% $ 27,32 8.0%
Tier | risk-basec 13,69¢ 4.0% 13,66: 4.0%
Tier | leverage 19,30% 4.0% 19,25: 4.0%

The Companys dividends, if any, are expected to be made frandehds received from its subsidiary bank. The Olid@ts dividends of
national bank in any calendar year to the net fgafi that year combined with the retained netifgddr the two preceding years.
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NOTE | - COMPREHENSIVE INCOME

The Company and its subsidiary bank report comprgitie income as required by ASC Topic 2@8@mprehensive Incomeln accordanc
with this guidance, unrealized gains and lossesegnrities available-for-sale are included in acgiated other comprehensive income (loss).

In the calculation of comprehensive income, certatiassification adjustments are made to avoiBooounting amounts that are displa
as part of net income for a period that also haehbdisplayed as part of accumulated other compséerincome. The disclosure of
reclassification amounts is as follows:

Years Ended December 31

2010 2009
Unrealized holdings gains (losses) on avail-for-
sale securities and loans held for : $(1,141,86€ $ 355,79
Reclassification adjustment for net los
realized in incom 421,09
111,4
Net unrealized gains (losse (720,770 467,22:
Tax effect 245,06
158,85
Net unrealized gains (losses), net of $ (475,70¢ $ 308,36

NOTE J- INCOME TAXES
The components of income tax expense are as fallows

Years Ended December 31

2010 2009
Current:
Federa $832,607 $731,452
State 107,196 48,266
Deferred (benefit (84,605) g265,607‘
$855,19¢ $514,111

The Company's income tax expense differs from theumts computed by applying the federal incomestatutory rates to income bef
income taxes. A reconciliation of the differencesas follows:

Years Ended December 31

2010 2009

Amount % Amount
%
Income taxes at statutory r: $ 1,157,34 34% $ 767,55 34%
Tax-exempt incom (492,985 (15)% (399,973 (18)%
Nondeductible expens: 127,41 4% 140,34. 6%

State income tax, net of fede

tax effec 69,14( 2% 31,85¢ 2%
Tax credits - - (25,887 L)%

Other, ne (5,71C - 22

$ 855,19 25% $ 514,11

23%
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The components of deferred income taxes includéderconsolidated financial statements were asvaii

December 31

2010 2009
Deferred tax asset
Allowance for loan losse $ 1,331,48 $ 1,384,85
Unrealized loss on availa-for-sale securitie 295,31} 45 87(
Net operating loss carryov 807,53! 885,27
Other 448,37 360,92
2,882,70 2,676,92
Deferred tax liabilities
Securities (113,808 (155,772
Premises and equipme (700,625 (761,078
Core deposit intangible (148,631 (174,48C
(963,064 (1,091,33C
Net deferred tax asset, included in other as $ 1,919,64 $ 1,585,59

With the acquisition of Wiggins, the Compargsamed a federal tax net operating loss carryoVhbis net operating loss is available to
Company through the year 2026.

The Company adopted the provisions of the A®@ic 740,Income Taxesyhich prescribes a recognition threshold and messent attribut
for the financial statement recognition and measerg of a tax position taken or expected to bertake tax return. ASC Topic 740 also provi
guidance on derecognition, classification, interastl penalties, accounting in interim periods, Idsare and transition. As a result of
implementation of ASC Topic 740, the Company did mentify any uncertain tax positions that it leeks should be recognized in
financial statements. The tax years still subje@xamination by taxing authorities are yearssqgbent to 2006.

NOTE K- EMPLOYEE BENEFITS

The Company and its subsidiary bank provide a deflecompensation arrangement (401(k) plan) wheeelygloyees contribute a percent
of their compensation. For employee contributiaisthree percent or less, the Company and its diggi bank provide a matchi
contribution. Contributions totaled $127,922 irl@Gnd $131,660 in 2009.

The Company sponsors an Employee Stock Ownership (EISOP) for employees who have completed oneofeservice for the Compa
and attained age 21. Employees become fully vesfted five years of service. Contributions to thien are at the discretion of the Boar
Directors. At December 31, 2010, the ESOP heldZ&ghares of Company common stock and had no ddigation. All shares held by t
plan were considered outstanding for net incomespare purposes. Total ESOP expense was $17,420%6 and $13,211 for 2009.

NOTE L - STOCK PLANS

On May 27, 1999, the Company's stockholders apprtive 1999 Stock Incentive Plan (1999 Plan). THg91Rlan provides for the granting
options to purchase up to 213,376 shares of thep@oys common stock by the Company's and its sialogid directors, key employees,
management. Under the 1999 Plan, the Company maay gither incentive stock options or nonqualifidck options. Options grantec
directors and employees vest in equal amountstbvee years. Stock options granted to managenesttbased on annual performance ¢
or after nine years and eleven months, if still Eyed. At December 31, 2008, 213,356 options heenbgranted, and 95,530 had t
exercised or forfeited. All options expired andrevgoid unless exercised on or before April 15,200 2009, 29,668 options were exerc
and the remaining options expired. The options veerrcisable at not less than the market valubeoompany's stock at the grant date.

54




A summary of the 1999 stock option plan as of Demem31, 2009, is presented below:

Weighte(
Average
Exercise
Shares Price
Options outstanding at beginning of y 117,826 $8
Options exercise (29,668) 8
Options forfeitec 12
(88,158)
Options outstanding at end of ye¢ - 0
Options exercisable at end of year - 0

In 2007, the Company adopted the 2007 Stock Ineelan. The 2007 Plan provides for the issuafiagpdo 315,000 shares of Comp.
Common Stock, $1.00 par value per share. Shasesdsunder the 2007 Plan may consist in whole pamauthorized but unissued share
treasury shares. Through the year ended Decemb@089, no shares were issued under this Plarindthre year ended December 31, 2
12,353 nonvested restricted stock awards were eglamider the Plan. The weighted average gtatg-fair value for these shares was $7.3
share. Compensation costs in the amount of $12846 recognized for the year ended December 31).28hares of restricted stock gral
to employees under this stock plan are subjectstrictions as to the vesting period. The residdtock award becomes 100% vested o
earliest of 1) the three year vesting period pregiithe Grantee has not incurred a termination gfl@ment prior to that date, 2) the Grantee’
retirement, or 3) the Granteetleath. During this period, the holder is erditle full voting rights and dividends. As of Dedaen 31, 201(
there was approximately $78,000 of unrecognized psoreation cost related to this Plan. The costxpeeted to be recognized over
remaining term of the vesting period (approximatl¥s years).
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NOTE M - SUBORDINATED DEBENTURES

On June 30, 2006, The Company issued $4,124,08l0aiing rate junior subordinated deferrable insérdebentures to The First Bancsh
Statutory Trust 2 in which the Company owns alltted common equity. The debentures are the sokt asshe Trust. The Trust isst
$4,000,000 of Trust Preferred Securities (TPSsptestors. The Comparg/obligations under the debentures and relatedndects, take
together, constitute a full and unconditional gagea by the Company of the Trusbbligations under the preferred securities. pitederre
securities are redeemable by the Company in 2Q1dartier in the event the deduction of relate@riest for federal income taxes is prohibi
treatment as Tier | capital is no longer permitdcertain other contingencies arise. The pretesecurities must be redeemed upon ma
of the debentures in 2036. Interest on the prefiesecurities is the three month London InterbafferRate (LIBOR) plus 1.65% and
payable quarterly. The terms of the subordinatukdtures are identical to those of the prefereedrities. On July 27, 2007, The Comg
issued $6,186,000 of floating rate junior subortBdadeferrable interest debentures to The FirsicBgares Statutory Trust 3 in which
Company owns all of the common equity. The delbrestare the sole asset of Trust 3. The Trust ds6000,000 of Trust Prefer
Securities (TPSs) to investors. The Compargbligations under the debentures and relatedrdewts, taken together, constitute a full
unconditional guarantee by the Company of the Tsusttligations under the preferred securities. fieéerred securities are redeemable b
Company in 2012, or earlier in the event the dadnatf related interest for federal income taxeprizhibited, treatment as Tier 1 capital s
longer permitted, or certain other contingenciesearThe preferred securities must be redeemed upaturity of the debentures
2037. Interest on the preferred securities isttitree month LIBOR plus 1.40% and is payable quigttefhe terms of the subordina
debentures are identical to those of the prefesesdirities. In accordance with the provision&\8 Topic 810Consolidationthe trusts at
not included in the consolidated financial statetsen

NOTE N- TREASURY STOCK
Shares held in treasury totaled 26,494 at DeceBihe2010, and 2009.
NOTE O- RELATED PARTY TRANSACTIONS

In the normal course of business, the Bank malassito its directors and executive officers andampanies in which they have a signific
ownership interest. In the opinion of managemtir@se loans are made on substantially the sams té@roluding interest rates and collate
as those prevailing at the time for comparablesaations with other parties, are consistent withnsobanking practices, and are wit
applicable regulatory and lending limitations. Bugans amounted to approximately $14,580,000 da4j8%4,000 at December 31, 2010
2009, respectively. The activity in loans to cuatrdirectors, executive officers, and their afféia during the year ended December 31, 20
summarized as follows (in thousands):

Loans outstanding at beginning of y: $ 1481
New loans 2,48¢
Repayment: (2,723
Loans outstanding at end of year $ 14,58

NOTE P- COMMITMENTS, CONTINGENCIES, AND CONCENTRATIONS OFCREDIT RISK

In the normal course of business, there are owstgrvarious commitments and contingent liabilitissch as guaranties, commitment
extend credit, etc., which are not reflected in gélseompanying financial statements. The subsidiank had outstanding letters of credi
$960,000 and $1,012,0@d December 31, 2010 and 2009, respectively, addntede loan commitments of approximately $52,08B &
$39,967,000 at December 31, 2010 and 2009, respBcti
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Commitments to extend credit and letters of crdaditlude some exposure to credit loss in the evehthanperformance of tt
customer. Commitments to extend credit are agratente lend to a customer as long as there isalation of any condition established in
contract. Standby letters of credit are conditia@mmmitments issued by the Bank to guarantee énfopnance of a customer to a third pe
The credit policies and procedures for such comanitisiare the same as those used for lending @diviBecause these instruments have
maturity dates and because a number expire witheirtg drawn upon, they generally do not present sigpificant liquidity risk. N
significant losses on commitments were incurrednduthe two years ended December 31, 2010, noamyesignificant losses as a resul
these transactions anticipated.

The primary market area served by the Bank is Bortemar, Jones, Pearl River, Jackson, HancookeSand Harrison Counties within Sc
Mississippi. Management closely monitors its aredincentrations and attempts to diversify thefpbat within its primary market area. As
December 31, 2010, management does not consider thée any significant credit concentrations imitthe loan portfolio. Although tt
Bank’s loan portfolio, as well as existing commitmemeflects the diversity of its primary market areasubstantial portion of a borrow:
ability to repay a loan is dependent upon the ecoastability of the area.

The Company had two leases for facilities durin@®and 2010. The first lease requires monthly gaysiof $3,013 through June, 2012.
five-year renewal option is included in the leament. The seconlkase requires monthly payments of $4,600 and edpir May, 2009. Sint
May, 2009 the lease has been on a monthly basisav80 day termination notice requirement. Reexplense for 2009 and 2010 to rel:
parties amounted to $0.

Rental expense for premises and equipment for gasyended December 31, 2010 and 2009, was ap@@yn$126,000 and $136,0
respectively.

On October 8, 2007, The First Bancshares, Inc.“@wenpany”) and its subsidiary, The First, A NaébBanking Association (the “Bank”)
were formally named as defendants and served wkilsa Amended Complaint in litigation styled NiEk Welch v. Oak Grove Land
Company, Inc., Fred McMurry, David E. Johnson, du@las Seidenburg, The First, A National Banking@ation, The First Bancshares,
Inc., and John Does 1 through 10. The Plaintiéksedamages from all the defendants, includingS2385, annual dividends for the year
2006 in the amount of $.30 per share, punitive dgrma@and attorneys’ fees and costs. The CompanthariBank both denied any liability to
Welch.

On March 7, 2011 an Agreed Order of Dismissal wasred in the litigation as previously disclosedlvy Company on Form 8-K filed on
March 8, 2011.
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NOTE Q- FAIR VALUES OF ASSETS AND LIABILITIES

Effective January 1, 2008, the Company adopted A8fic 820,Fair Value Measurements and Disclosurést establishes a framework
measuring fair value and expands disclosures daoutalue measurements. This guidance has bedredppospectively as of the beginn
of the period.

The guidance defines the fair value as the prie¢ would be received to sell an asset or paidanster a liability in an orderly transact
between market participants at the measurement datiso establishes a fair value hierarchy whiefuires an entity to maximize the us
observable inputs and minimize the use of unob&éviaputs when measuring fair value.

In accordance with the guidance, the Company grasgsancial assets and financial liabilities reeged at fair value in three levels, base
the markets in which the assets and liabilitiestrar@ed and the reliability of the assumptions usedketermine fair value. These levels are:

Level 1: Valuations for assets and liabilitiesdied in active exchange markets, such as the New Stock Exchange.
Valuations are obtained from readily available ipdgcsources for market transactions involving ittsaitassets or
liabilities.

Level 2: Valuations for assets and liabilities traded irslastive dealer or broker markets. Valuations dtained from thir

party pricing services for identical or comparah#sets or liabilities which use observable inptiteothan Level
prices, such as quoted prices for similar asseliglatities; quoted prices in markets that are active; or other inpu
that are observable or can be corroborated by wéisker market data for substantially the full terfrilee assets ai
liabilities.

Level 3: Unobservable inputs that are supported by littlem@market activity and that are significant to fa& value of th:
assets or liabilities

Following is a description of the valuatiortmodologies used for instruments measured avé#dire on a recurring basis and recognized il
accompanying consolidated balance sheets.

Available-for-Sale Securities

The fair value of available-farale securities is determined by various valuatmathodologies. Where quoted market prices areablailin al
active market, securities are classified within &leV. Level 1 securities include mutual fundsquioted market prices are not available, ther
values are estimated by using pricing models ategl prices of securities with similar characté&sstLevel 2 securities include U.S. Treas
securities, obligations of U.S. government corgoret and agencies, obligations of states and galifubdivisions, mortgadeacked securities a
collateralized mortgage obligations. In ciertzases where Level 1 or Level 2 inputs are nailable, securities are classified within Levelf.
the hierarchy.

The following table presents the Compargssets that are measured at fair value on arireggiasis and the level within the hierarchy iniati
the fair value measurements fall as of Decembe2B10Q and December 31, 2009 (in thousands):

December 31, 2010

Fair Value Measurements Usi

Quoted Prices i Significant
Active Markets for Significant Othel Unobservable
Identical Assets Observable Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Available-for-sale securitie $ 104,53¢ $ 986 $100,92¢ $2,619
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December 31, 2009

Fair Value Measurements Usi

Quoted Prices in Significant
Active Markets for Significant Othel Unobservable
Identical Assets Observable Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Available-for-sale securitie $ 112,231 $ 95¢ $108,040 $3,233

The following is a reconciliation of activifgr assets measured at fair value based on signifunobservable (non-market) information.

Bank-Issued
Trust
Preferred
(Dollars in thousands Securities
Balance, December 31, 20 $ 3,233
Transfers into Level -
Transfers out of Level -
Othe-thar-temporary impairment loss included in earni (472)
Unrealized loss included in comprehensive ine (142)
Balance, December 31, 2010 $ 2,619

Following is a description of the valuatioretimodologies used for assets and liabilities meakat fair value on a namcurring basis ar
recognized in the accompanying balance sheetsethaswthe general classification of such asseddiahilities pursuant to the valuation hierarchy.

Impaired Loans

Loans for which it is probable that the Compavill not collect all principal and interest daecording to contractual terms are measure
impairment. Allowable methods for estimating fe@lue include using the fair value of the collatéoa collateral dependent loans or, where a
is determined not to be collateral dependent, uiagliscounted cash flow method.

If the impaired loan is identified as coll@edependent, then the fair value method of mémaguhe amount of impairment is utilized. T
method requires obtaining a current independentaégad of the collateral and applying a discourtdtda to the value. If the impaired loar
determined not to be collateral dependent, themligmunted cash flow method is used. This metbgdires the impaired loan to be recorded &
present value of expected future cash flows dismliat the loars effective interest rate. The effective interegerof a loan is the contract
interest rate adjusted for any net deferred loas f& costs, premiums or discount existing at vaon or acquisition of the loan. Impaired Ic
are classified within Level 2 of the fair value taechy.
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Other Real Estate Owned

Other real estate owned consists of propertiesir@dathrough foreclosure. The adjustment at thee f foreclosure is recorded through
allowance for loan losses. Fair value of other restiate owned is based on current independent isglsraDue to the subjective nature
establishing the fair value when the asset is aeduithe actual fair value of the other real estat@ed or foreclosed asset could differ from
original estimate. If it is determined the fair waldeclines subsequent to foreclosure, a valuatlowance is recorded through niorierest expens
Operating costs associated with the assets aftgiisation are also recorded as niaterest expense. Gains and losses on the digpositiother re:
estate owned and foreclosed assets are nettedostedpo other non-interest expense. Other reateestvned measured at fair value on a non-
recurring basis at December 31, 2010, amounted.®million. Other real estate owned is classifigthin Level 2 of the fair value hierarchy.

The following table presents the fair value measignet of assets and liabilities measured at fanevain a nonrecurring basis and the level w
the fair value hierarchy in which the fair valueasarements fell at December 31, 2010 and Decenmb&089.

December 31, 201

Fair Value Measurements Usi

Quoted Prices i Significant
Active Markets Other Significant
For Observable Unobservable
Identical Asset: Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)

Impaired loan: $ 4,52¢ $ - $ 4,52¢ $ -
Other real estate ownt 3,99 - 3,99 -
December 31, 200
Impaired loan: $ 20,60¢ $ - $ 20,60¢ $ -
Other real estate ownt 2,90z - 2,90z -

The following methods and assumptions weedus estimate the fair value of each class ofniife instrument for which it is practicable
estimate that value:

Cash and Cash EquivalentsFor such short-term instruments, the carryingame a reasonable estimate of fair value.
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Investment in securities available-for-sale and Hebo-maturity — The fair value measurement for securities avkatadr-sale was discuss
earlier. The same measurement approach was usgeduarities held-to-maturity.

Loans— The fair value of loans is estimated by discounthmgfuture cash flows using the current rateshatkvsimilar loans would be made
borrowers with similar credit ratings and for tleeree remaining maturitie

Deposits— The fair values of demand deposits are, as requiyedSC Topic 825, equal to the carrying value o€ls deposits. Dema
deposits include noninterelséaring demand deposits, savings accounts, NOWuats;cand money market demand accounts. Thedhiew
variable rate term deposits, those repricing wigiinmonths or less, approximates the carryingevaliithese deposits. Discounted cash f
have been used to value fixed rate term depositsvariable rate term deposits repricing after sonths. The discount rate used is base
interest rates currently being offered on comparakelposits as to amount and term.

Short-Term Borrowings- The carrying value of any federal funds purchasediother short-term borrowings approximates fiadi values.
FHLB and Other Borrowings— The fair value of the fixed rate borrowings areireated using discounted cash flows, based on c
incremental borrowing rates for similar types ofroaving arrangements. The carrying amount of aayable rate borrowing approximates
fair value.

Subordinated Debentures Fhe subordinated debentures bear interest at ablaniate and the carrying value approximatesahesélue.
Off-Balance Sheet Instruments- Fair values of ofbalance sheet financial instruments are basedees tharged to enter into sim

agreements. However, commitments to extend crddit not represent a significant value until suchmeotments are funded
closed. Management has determined that thesemnstits do not have a distinguishable fair valueramtiir value has been assigned.

As ol As of
December 31, 2010 December 31, 2009
Estimated
Carrying Estimated Carrying Fair
Amount Fair Value Amount Value

(In thousand:)
Financial Instruments

Assets:
Cash and cash equivalents $ 33,97 $ 33,97 $ 15,99 $ 15,99
Securities availab-for-sale 104,53 104,53 112,23: 112,23:
Securities hel-to-maturity 3 3 3 3
Other securitie 2,59¢ 2,59¢ 2,38¢ 2,38¢
Loans, ne 327,95t 339,92 314,03 326,27

Liabilities:

Noninteres-bearing

deposits $ 48,31 $ 48,31 $ 48,52 $ 48,52
Interes-bearing deposit 348,16 349,56! 335,22 337,23t
Subordinated debentur 10,31( 10,31( 10,31( 10,31(
FHLB and other borrowing 30,10° 30,10° 32,037 32,037
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NOTE R- SENIOR PREFERRED STOCK

On February 6, 2009, as part of the U.S. Departroéfireasury’s (“Treasury”) Capital Purchase ProgrdCPP”), the Company receivec
$5.0 million equity investment by issuing 5 thousashares of Series A, no par value preferred stodke Treasury pursuant to a Le
Agreement and Securities Purchase Agreement thatpreviously disclosed by the Company. The Compeleg issued a warrant to
Treasury allowing it to purchase 54,705 shareshef@Gompanys common stock at an exercise price of $13.71. Wéreant can be exercis
immediately and has a term of 10 years.

The nonvoting Series A preferred shares issued, with aidigtion preference of $1 thousand per share,payl a cumulative cash divide
quarterly at 5% per annum during the first five ngethe preferred shares are outstanding, resetif§o thereafter if not redeemed. The |
also includes certain restrictions on dividend pegta of the Company’lower ranking equity and the ability to purchédiseoutstandin
common shares.

The Company allocated the proceeds received frenTthasury, net of transaction costs, on a probasés to the Series A preferred stock
the warrant based on their relative fair valuebe Tompany assigned $.3 million and $4.7 milliorthe warrant and the Series A prefe
stock, respectively. The resulting discount on 3legies A preferred stock is being accreted uéo$5.0 million liquidation amount over
five year expected life of the Series A preferrextk.

On September 29, 2010, and pursuant to the terntbeofetter agreement between the Company and tliiedJStates Department of
Treasury (“Treasury”)the Company closed a transaction whereby Treasxolgamged its 5,000 shares of Fixed Rate Cumuld®emetus
Preferred Stock, Series UST, (The “CPP Preferredesfi)for 5,000 shares of a new series of preferred stesignated Fixed Rate Cumula
Perpetual Preferred Stock, Series CD (the “CDClfdPred Shares”)On the same day, and pursuant to the terms ofetfter lagreeme
between the Company and Treasury, the Companydsaneadditional 12,123 CDCI Preferred Shares t@dugy for a purchase price
$12,123,000. As a result of the CDCI Transactidhe, Company is no longer participating in the TARBpital Purchase Program be
administered by Treasury and is now participatm@rieasury’s TARP Community Development Capitatiftive (the “CDCI"). The terms ¢
the CDCI Transactions are more fully set forthie Exchange Letter Agreement and the Purchaser lAgiteement.

The Letter Agreement, pursuant to which the PreteBhares were exchanged, contains limitations®payment of dividends on the comr
stock to no more than 100% of the aggregate paedtimidend and distributions for the immediateopfiiscal year (dividends of $0.15 |
share were declared and paid in 2010) and on tinep@ny’s ability to repurchase its common stock, and omess to subject the Company
certain of the executive compensation limitationslided in the Emergency Economic Stabilization AEt2008 (EESA), as previout
disclosed by the Company.

The most significant difference in terms betweem @DCI Preferred Shares and the CPP Preferred Shwathe dividend rate applicable
each. The CPP Preferred Shares entitled the htddan annual dividend of 5% of the liquidationualof the shares, payable quarterl
arrears; by contrast, the CDCI Preferred Shardaleetite holder to an annual dividend of 2% of tigeiidation value of the shares, pay:
quarterly in arrears. Other differences in terrasMeen the CDCI Preferred Shares and the CPP Rx@f€hares, include, without limitatis
the restrictions on common stock dividends andemtemption of common stock and other securitiest.eXibe terms of the CDCI Prefer
Shares are more fully set forth in the Articlesfofiendment creating the CDCI Preferred Shares, whiticles of Amendment were filed wi
the Mississippi Secretary of State on SeptembeQ@¥0.
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As a condition to participation in the CDCI, ther@@any was required to obtain certification as a @omity Development Financial Instituti
(a “CDFI”) from Treasurys Community Development Financial Fund. On Sepgn@8, 2010, the Company was notified that its iappbr
for CDFI certification had been approved. In ortebecome certified and maintain its certificatema CDFI, the Company is required to r

the CDFI eligibility requirements set forth in 12FCR. 1805.201(b).

NOTE S- SUBSEQUENT EVENTS

Management has evaluated the effect of subségquents on these financial statements througlldte the financial statements were issued.

NOTE T- PARENT COMPANY FINANCIAL INFORMATION

The balance sheets, statements of income and lcaghfbr The First Bancshares, Inc. (parent comparly) follow.

Condensed Balance Sheets

December 3:
2010 2009
Assets:
Cash and cash equivale $ 11,819,43 $ 285,23
Investment in subsidiary ba 54,659,16 52,768,43
Investments in statutory trus 310,00( 310,00(
Other securitie 100,00( 100,00(
Premises and equipme 368,62 368,62:
Other 204,36 207,44
$ 67,461,58 $ 54,039,73
Liabilities and Stockholde’ Equity:
Subordinated debentur 10,310,00 10,310,00
Other 53,50: 113,07¢
Stockholder equity 57,098,08 43,616,66
$ 67,461,58 $ 54,039,73
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Condensed Statements of Income

Income:
Interest and dividenc
Dividend income
Other

Expenses
Interest on borrowed funi
Other

Income (loss) before income taxes and equity instniduted
income of subsidiar

Income tax benefit

Income (loss) before equity in undistributed incoshsubsidiary

Equity in undistributed income of subsidiary

Net income

Condensed Statements of Cash Flows

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net gashvided by
(used in) operating activitie
Equity in undistributed income of sulbiaigt
Restricted stock exper
Other, net
Net cash provided by (used in) opegaactivities

Cash flows from investing activitie
Investment in subsidiary bank
Net cash used in investing activi

Cash flows from financing activitie
Dividends paid on common sto
Dividends paid on preferred stc
Exercise of stock optior
Proceeds from issuance of preferred stock aardant

Net cash provided by financing activities

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of year
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Years Ended December 3

2010

$ 79
650,00(
1,50

652,29¢

187,16(
438,03
625,19:

27,10¢
155,19
182,30¢
2,366,43

$ 2,548,74

2009

$ 25,35

1,50
26,85¢

291,11(
360,82(

651,93(

(625,076

158,28
(466,794
2,210,19

$ 1,743,39

Years Ended December 3

2010

$ 2,548,74

(2,366,439
12,61

(68,92C

125,99

(452,980
(261,814

12,123,00
11,408,20

11,534,20
285,23

$11,819.43

2009

$ 1,743,39

(2,210,191

161,95

(304,837

(5,000,00C

(5,000,00C

(193,750
222,51

5,000,00
5,028,76
(276,077

561,30

$ 28523




NOTE U - SUMMARY OF QUARTERLY RESULTS OF OPERATIONS AND HEESHARE

AMOUNTS (UNAUDITED)

2010
Total interest incom
Total interest expense
Net interest incom
Provision for loan losses
Net interest income after provision-
loan losse
Total nor-interest incom:e
Total nor-interest expens
Income tax expense
Net income
Preferred dividend
Preferred stock accretic
Net income applicable to comm:
stockholder

Per common shar
Net income, basi
Net income, dilute
Cash dividends declar:

2009

Total interest incom

Total interest expens
Net interest incom

Provision (credit) for loan loss:
Net interest income after provision

loan losse

Total nor-interest income

Total nor-interest expens

Income tax expense

Net income

Preferred dividend

Preferred stock accretic

Net income applicable to comm:
stockholders

Per common shar
Net income, basi
Net income, dilute
Cash dividends declar:

Three Months Ended

(In thousands, except per share amount:

March 31 June 30

$ 5,88 $ 5,94

2,09 1,86!

3,79( 4,07¢

16! 21

3,62¢ 3,862

841 98¢

3,69¢ 3,89t

23, 30

53 64!

62 63

14 14

$ 46! $ 57,

$ e $ MK

AE ¢

.07E .02t

$ 6,25 $ 6,15

2,81, 2,63

3,441 3,52

62 46.

2,812 3,05¢

1,097 1,05¢

3,65¢ 3,89(

6. 4.

19 18

38 63

1 1

$ 13 $ 10

$ .0! $ 0]
.05

65

Sept. 30

$ 5,84
1,62
4,22¢

37

3,85¢
1,05¢
4,02t
26.
62.
61
14

$ 54

$ K
.18
.0t

$ 6,10
2,49
3,611

3,641
1,131
3,701
30.
77!

Dec. 31

577

1,53

4,23¢

22!

4,01(
1,01¢
4,22¢

74,

88

$ 65

6,11

2,30.

3,81¢

15

3,66¢
1,118
4,06¢

10!

60.
62

52!

d
A8






EXHIBIT 21
SUBSIDIARIES OF
THE FIRST BANCSHARES, INC.

The First, A National Banking Association
(A National chartered banking corporation)

The First Bancshares Statutory Trust 2
(Delaware statutory trust)

The First Bancshares Statutory Trust 3
(Delaware statutory trust



EXHIBIT 23

CONSENT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢ke Registration Statement of The First Baneshdnc., on Form S-8 (Registration No. 333-
171996) of our report dated March 30, 2011, on2h#0 consolidated financial statements of The Besicshares, Inc., which report is include
the 2010 Annual Report on Form 10-K of The Firsh&hares, Inc.

/s/ T. E. LOTT & COMPANY

Columbus, Mississippi
March 30, 2011



EXHIBIT 31
CERTIFICATIONS

I, M. Ray (Hoppy) Cole, Jr., certify that:

1.

2.

5.

I have reviewed this annual report on Forr-K of The First Bancshares, Ini

Based on my knowledge, this annual report doesomtiain any untrue statement of a material factnoit to state a material fact neces:
in order to make the statements made, in lighhefdircumstances under which such statements wade,mot misleading with respec
the period covered by this repc

. Based on my knowledge, the financial statementd, aher financial information included in this cep fairly present in all materi

respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir

in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as definin Exchange Act Rules 13&{f)
and 15+-15(f))for the registrant and hav

a. Designed such disclosure controls and procedunegaansed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepai

b. Designed such internal control over financial réipgr or caused such internal control over finahe@gorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principle

c. Evaluated the effectiveness of the registiadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and promesias of the end of the period covered by tlsriebased on such evaluation; ¢

d. Disclosed in this report any change in the regigisanternal control over financial reporting theticurred during the registrant's n
recent fiscal quarter that has materially affected,s reasonably likely to materially affect, thegistrant's internal control o\
financial reporting; an

The registrar's other certifying officer and | have disclosedsddion our most recent evaluation of internal @miver financial reportin
to the registrar’'s auditors and the audit committee of the regit’'s board of directors (or persons performing thewedent functions)

a. All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refpmanhcial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s interna
control over financial reporting

Date: March 24, 2011
/s/ M. Ray (Hoppy) Cole, Jr.
M. Ray (Hoppy) Cole, Jr.
Chief Executive Officer




EXHIBIT 31
CERTIFICATIONS

I, Dee Dee Lowery, certify that:

1. | have reviewed this annual report on Forr-K of The First Bancshares, In

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material factnoit to state a material fact neces!
in order to make the statements made, in lighhefdircumstances under which such statements wade,mot misleading with respec
the period covered by this repc

3. Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contesld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as definin Exchange Act Rules 13&{f)
and 15+-15(f))for the registrant and hav

a. Designed such disclosure controls and proceduregaosed such disclosure controls and procedurdse tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepai

b. Designed such internal control over financial réipg; or caused such internal control over finahagorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeadbepted accounting principle

c. Evaluated the effectiveness of the registiadisclosure controls and procedures and presémtbis report our conclusions about
effectiveness of the disclosure controls and proeesias of the end of the period covered by thusrtebased on such evaluation; ¢

d. Disclosed in this report any change in the regigisanternal control over financial reporting tlaicurred during the registrant's v
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegistrant's internal control over finant
reporting; anc

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal abmver financial reportini
to the registrar’'s auditors and the audit committee of the regit’'s board of directors (or persons performing thewdent functions)

a. All significant deficiencies and material weaknesge the design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refmncial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrand’ interna
control over financial reporting

Date: March 24, 2011
/s/ Dee Dee Lowery
Dee Dee Lowery
Chief Financial Office




EXHIBIT 32

CERTIFICATIONS

I, M. Ray (Hoppy) Cole, Jr. Chief Executive Officeertify that

this periodic report containing financial statensefuily complies with the requirements of secti@{al) or 15(d) of the Securities
Exchange Act of 1934 (15 U.S.C. 78m or 780(d)) #nad information contained in the periodic repaitlfy presents, in all
material respects, the financial condition and ltesaf operations of the issuer.

Date: March 24, 2011

/s/ M. Ray (Hoppy) Cole, Jr.

M. Ray (Hoppy) Cole, Jr.
Chief Executive Officer

I, Dee Dee Lowery, Chief Financial Officer, certifyat

this periodic report containing financial statensefully complies with the requirements of secti@gal) or 15(d) of the Securities
Exchange Act of 1934 (15 U.S.C. 78m or 780(d)) #nad information contained in the periodic repaitlfy presents, in all
material respects, the financial condition and ltesaf operations of the issuer.

Date: March 24, 2011

/s/ Dee Dee Lowery
Dee Dee Lowery
Chief Financial Officer




EXHIBIT 99.1
EESA CERTIFICATION

I, M. Ray (Hoppy) Cole, Jr., certify, based on nmplvledge, that:

(i) The compensation committee of The First Baacss, Inc. has discussed, reviewed, and evaluadteae@nior risk officers at least every six
months during any part of the most recently conguldiscal year that was a TARP period, the seniecetive officer (SEO) compensation plans
and the employee compensation plans and the tiske plans pose to The First Bancshares, Inc.;

(ii) The compensation committee of The First Béwaess, Inc. has identified and limited during aayt pf the most recently completed fiscal
year that was a TARP period any features of the 8&@pensation plans that could lead SEOs to takeagssary and excessive risks that c
threaten the value of The First Bancshares, Iimcl hes identified any features of the employee @nsation plans that pose risks to The First
Bancshares, Inc. and has limited those featureagare that The First Bancshares, Inc. is not wesseeily exposed to risks;

(iii) The compensation committee has reviewedeast every six months during any part of the mestmtly completed fiscal year that was a
TARP period, the terms of each employee compensatim and identified any features of the plan twatld encourage the manipulation of
reported earnings of The First Bancshares, Inent@nce the compensation of an employee, andrhésdiany such features;

(iv) The compensation committee of The First Baacsh, Inc. will certify to the reviews of the SE@mpensation plans and employee
compensation plans required under (i) and (iiiwao

(v) The compensation committee of The First Banashdnc. will provide a narrative description @it limited during any part of the most
recently completed fiscal year that was a TARPqukthe features in

(A) SEO compensation plans that could lead SEOs to uakecessary and excessive risks that could threate value of The Fir
Bancshares, Inc

(B) Employee compensation plans that unnecessarilysexpbe First Bancshares, Inc. to risks;

(C) Employee compensation plans that could encouragentinipulation of reported earnings of The Firsh&hares, Inc. to enhance
compensation of an employe

(vi) The First Bancshares, Inc. has required bgraysnents to SEOs or any of the next twenty mogtihigompensated employees, as defined
in the regulations and guidance established uretgiosn 111 of EESA (bonus payments), be subjeatrecovery or “clawback” provision during
any part of the most recently completed fiscal yhat was a TARP period if the bonus payments Wweased on materially inaccurate financial
statements or any other materially inaccurate perdoce metric criteria,;

(vii) The First Bancshares, Inc. has prohibited galgen parachute payment, as defined in the régotaand guidance established under
section 111 of EESA, to an SEO or any of the nieetimost highly compensated employees during anygbahe most recently completed fiscal
year that was a TARP peric

(viil) The First Bancshares, Inc. has limited bopagments to its applicable employees in accordaiittesection 111 of EESA and the
regulations and guidance established thereunderglany part of the most recently completed fisesdr that was a TARP period,;

(ix) The First Bancshares, Inc. and its employeastcomplied with the excessive or luxury expemdgipolicy, as defined in the regulations
and guidance established under section 111 of EBG8#ng any part of the most recently completeddigear that was a TARP period; and any
expenses that, pursuant to the policy, requiredosap of the board of directors, a committee ofloard of directors, an SEO, or an executive
officer with a similar level of responsibility weproperly approved;




(x) The First Bancshares, Inc. will permit a nonding shareholder resolution in compliance with applicable Federal securities rules and
regulations on the disclosures provided under #uaeFal securities laws related to SEO compensati@hor accrued during any part of the most
recently completed fiscal year that was a TARPqukri

(xi) The First Bancshares, Inc. will disclose timecaint, nature, and justification for the offerinigiring any part of the most recently completed
fiscal year that was a TARP period, of any perdessias defined in the regulations and guidanabksited under section 111 of EESA, whose
value exceeds $25,000 for any employee who is stutgj¢he bonus payment limitations identified arggraph (viii);

(xii) The First Bancshares, Inc. will disclose wiet The First Bancshares, Inc., the board of dirsatf The First Bancshares, Inc. or the
compensation committee of The First Bancshareshia& engaged during any part of the most recenttypleted fiscal year that was a TARP
period, a compensation consultant; and the sertiesompensation consultant or any affiliate ef ¢tbmpensation consultant provided during this
period;

(xiii) The First Bancshares, Inc. has prohibitee fmyment of any gross-ups, as defined in the atignks and guidance established under
section 111 of EESA, to the SEOs and the next tyverast highly compensated employees during anygdhte most recently completed fiscal
year that was a TARP peric

(xiv) The First Bancshares, Inc. has substant@diyplied with all other requirements related to appe compensation that are provided in
agreement between The First Bancshares, Inc. agasiry, including any amendments;

(xv) The First Bancshares, Inc. has submitted e&a3ury a complete and accurate list of the SEOgrentiventy next most highly compensz
employees for the current fiscal year, with the-8&0s ranked in descending order of level of anooalpensation, and with the name, title, and
employer of each SEO and most highly compensatgdoyee identified; and

(xvi) I understand that a knowing and willful falsefraudulent statement made in connection wiih ¢brtification may be punished by fine,
imprisonment, or both. $eefor example, 18 U.S.C. 1001.)

By: _/s/ M. Ray (Hoppy) Cole, Jr.
M. Ray (Hoppy) Cole, Jr.
Principal Executive Officer

Date: March 24, 2011



EXHIBIT 99.2
EESA CERTIFICATION

I, Dee Dee Lowery, certify, based on my knowledbat:

(i) The compensation committee of The First Banmstidnc. has discussed, reviewed, and evaluatidsenior risk officers at least every six
months during any part of the most recently congpldiscal year that was a TARP period, the seniecetive officer (SEO) compensation plans
and the employee compensation plans and the tiske plans pose to The First Bancshares, Inc.;

(ii) The compensation committee of The First Baesh, Inc. has identified and limited during anxt pAthe most recently completed fiscal
year that was a TARP period any features of the 8&@pensation plans that could lead SEOs to takeagssary and excessive risks that ¢
threaten the value of The First Bancshares, Imcl hes identified any features of the employee @sation plans that pose risks to The First
Bancshares, Inc. and has limited those featureagare that The First Bancshares, Inc. is not wsseeily exposed to risks;

(iii) The compensation committee has reviewedeast every six months during any part of the mesemtly completed fiscal year that was a
TARP period, the terms of each employee compensatan and identified any features of the plan twatild encourage the manipulation of
reported earnings of The First Bancshares, Inent@mnce the compensation of an employee, andrhisdiany such features;

(iv) The compensation committee of The First Baacsh, Inc. will certify to the reviews of the SE@mpensation plans and employee
compensation plans required under (i) and (iiiao

(v) The compensation committee of The First Baneshadnc. will provide a narrative description @it limited during any part of the most
recently completed fiscal year that was a TARPqukthe features in

(A) SEO compensation plans that could lead SEOs to uakecessary and excessive risks that could threhate value of The Fir
Bancshares, Inc

(B) Employee compensation plans that unnecessarilysexpbe First Bancshares, Inc. to risks;

(C) Employee compensation plans that could encouragentimipulation of reported earnings of The First&hares, Inc. to enhance
compensation of an employe

(vi) The First Bancshares, Inc. has required bgraysnents to SEOs or any of the next twenty mogtihigompensated employees, as defined
in the regulations and guidance established uretgiosn 111 of EESA (bonus payments), be subjeatrecovery or “clawback” provision during
any part of the most recently completed fiscal yhat was a TARP period if the bonus payments Wweased on materially inaccurate financial
statements or any other materially inaccurate perdoce metric criteria,;

(vii) The First Bancshares, Inc. has prohibited galgen parachute payment, as defined in the régotaand guidance established under
section 111 of EESA, to an SEO or any of the nieethost highly compensated employees during anlygbahe most recently completed fiscal
year that was a TARP peric

(viil) The First Bancshares, Inc. has limited bopayments to its applicable employees in accorduaittesection 111 of EESA and the
regulations and guidance established thereund@rglany part of the most recently completed figesdr that was a TARP period;

(ix) The First Bancshares, Inc. and its employeastcomplied with the excessive or luxury expendgipolicy, as defined in the regulations
and guidance established under section 111 of EE&#ng any part of the most recently completeddigear that was a TARP period; and any
expenses that, pursuant to the policy, requiredosap of the board of directors, a committee ofhoard of directors, an SEO, or an executive
officer with a similar level of responsibility weproperly approved;




(x) The First Bancshares, Inc. will permit a nonding shareholder resolution in compliance with applicable Federal securities rules and
regulations on the disclosures provided under #uaeFal securities laws related to SEO compensati@hor accrued during any part of the most
recently completed fiscal year that was a TARPqukri

(xi) The First Bancshares, Inc. will disclose timecaint, nature, and justification for the offerinigiring any part of the most recently completed
fiscal year that was a TARP period, of any perdessias defined in the regulations and guidanabksited under section 111 of EESA, whose
value exceeds $25,000 for any employee who is stutgj¢he bonus payment limitations identified arggraph (viii);

(xii) The First Bancshares, Inc. will disclose wiet The First Bancshares, Inc., the board of dirsatf The First Bancshares, Inc. or the
compensation committee of The First Bancshareshia& engaged during any part of the most recenttypleted fiscal year that was a TARP
period, a compensation consultant; and the sertiesompensation consultant or any affiliate ef ¢tbmpensation consultant provided during this
period;

(xiii) The First Bancshares, Inc. has prohibitee fmyment of any gross-ups, as defined in the atignks and guidance established under
section 111 of EESA, to the SEOs and the next tyverast highly compensated employees during anygdhte most recently completed fiscal
year that was a TARP peric

(xiv) The First Bancshares, Inc. has substant@diyplied with all other requirements related to appe compensation that are provided in
agreement between The First Bancshares, Inc. agasiry, including any amendments;

(xv) The First Bancshares, Inc. has submitted e&a3ury a complete and accurate list of the SEOgrentiventy next most highly compensz
employees for the current fiscal year, with the-8&0s ranked in descending order of level of anooalpensation, and with the name, title, and
employer of each SEO and most highly compensatgdoyee identified; and

(xvi) I understand that a knowing and willful falsefraudulent statement made in connection wiih ¢brtification may be punished by fine,
imprisonment, or both. $eefor example, 18 U.S.C. 1001.)

By: /s/ Dee Dee Lowery
Dee Dee Lowery
Principal Financial Officer

Date: March 24, 2011



