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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

[X] Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.
For the quarterly period ended June 30, 2012

[ ] Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.

For the transition period to

Commission File Number: 0-26486

Auburn National Bancorporation, Inc.

(Exact Name of Registrant as Specified in Its Charter)

Delaware 63-0885779
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
100 N. Gay Street
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Auburn, Alabama 36830
(334) 821-9200
(Address and telephone number of principal executive offices)

(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

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

Yes x No~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).

Yes x No~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large Accelerated filer ~ Accelerated filer ~ Non-accelerated filer x Smaller reporting company ~
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes " No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Class Outstanding at July 31, 2012
Common Stock, $0.01 par value per share 3,642,863 shares
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PART 1. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(Unaudited)

(Dollars in thousands, except share data)

Assets:

Cash and due from banks
Federal funds sold

Interest bearing bank deposits

Cash and cash equivalents

Securities available-for-sale
Loans held for sale

Loans, net of unearned income
Allowance for loan losses

Loans, net

Premises and equipment, net
Bank-owned life insurance
Other real estate owned
Other assets

Total assets

Liabilities:
Deposits:
Noninterest-bearing
Interest-bearing

Total deposits

Federal funds purchased and securities sold under agreements to repurchase
Long-term debt

Accrued expenses and other liabilities

Total liabilities

Stockholders equity:

Preferred stock of $.01 par value; authorized 200,000 shares; no issued shares
Common stock of $.01 par value; authorized 8,500,000 shares; issued 3,957,135 shares

Table of Contents

June 30,

2012

$ 15,326
27,175
1,177

43,678

277,246

6,816

399,370
(6,503)

392,867

9,901
16,843
5,157
13,653

$ 766,161

$ 113,477
530,769

644,246
2,785
47,217
3,621

697,869

39

December 31,
2011

$ 12,395

41,840
1,193

55,428

299,582

3,346

370,263
(6,919)

363,344

9,345
16,631
7,898
20,644

$ 776,218

$ 106,276

513,276

619,552
2,805
85,313
3,132

710,802

39
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Additional paid-in capital 3,754 3,753
Retained earnings 66,045 64,045
Accumulated other comprehensive income, net 5,096 4,222
Less treasury stock, at cost - 314,292 shares and 314,397 shares at June 30, 2012 and December 31,

2011, respectively (6,642) (6,643)
Total stockholders equity 68,292 65,416
Total liabilities and stockholders equity $ 766,161 $ 776,218

See accompanying notes to consolidated financial statements
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AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES

Consolidated Statements of Earnings

(Unaudited)

(In thousands, except share and per share data)

Interest income:

Loans, including fees

Securities

Federal funds sold and interest bearing bank deposits

Total interest income

Interest expense:
Deposits

Short-term borrowings
Long-term debt

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Noninterest income:

Service charges on deposit accounts

Mortgage lending

Bank-owned life insurance

Gain on sale of affordable housing investments
Affordable housing investment losses

Other

Securities gains, net:

Realized gains, net

Total other-than-temporary impairments
Non-credit portion of other-than-temporary impairments recognized in
other comprehensive income

Total securities gains, net

Total noninterest income

Noninterest expense:

Salaries and benefits

Net occupancy and equipment
Professional fees

FDIC and other regulatory assessments
Other real estate owned, net

Table of Contents

Quarter ended June 30,

2012 2011 2012
5490 $ 5371  $ 10,755
1,860 2,613 3,829

7 14 21
7,357 7,998 14,605
1,605 2,092 3,330

5 3 9

435 846 953
2,045 2,941 4,292
5,312 5,057 10,313
600 600 1,200
4,712 4,457 9,113
279 290 570
785 384 1,454
113 107 212
3,268
(230)
386 355 744
251 445 560
(51) (130)
251 394 430
1,814 1,300 6,678
2,205 2,013 4,348
336 328 674
188 189 375
185 199 368
(6) 718 63

Six months ended June 30,

2011

$ 10,658
5,151
23

15,832

4,262
6
1,693

5,961

9,871
1,200

8,671

581
768
214

(230)
708

450
(312)

210

348

2,389

3,943
674
360
481
701
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Prepayment penalty on long-term debt

Other

Total noninterest expense

Earnings before income taxes
Income tax expense (benefit)

Net earnings

Net earnings per share:
Basic and diluted

Weighted average shares outstanding:

Basic and diluted

See accompanying notes to consolidated financial statements
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12
1,128

4,048

2,478

449

$ 2,029

$ 0.56

3,642,826

$

3,720

861 2,042

4,308 11,590
1,449 4,201

®) 707

1,457 % 3,494
040 $ 0.96
3,642,738 3,642,782

1,743

7,902

3,158

152

3,006

0.83

3,642,733
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AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
(Unaudited)
Quarter ended June 30, Six months ended June 30,
(Dollars in thousands) 2012 2011 2012 2011
Net earnings $ 2,029 $ 1,457  $ 3494  §$ 3,006
Other comprehensive income, net of tax:
Unrealized net holding loss on other-than-temporarily impaired
securities due to factors other than credit (133)
Unrealized net holding gain on all other securities 1,195 2,820 1,145 3,535
Reclassification adjustment for net gain on securities recognized in
net earnings (158) (249) 271) (220)
Other comprehensive income 1,037 2,571 874 3,182
Comprehensive income $ 3,066 $ 4,028 $ 4368 $ 6,188
See accompanying notes to consolidated financial statements
5
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AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES

(Dollars in thousands, except share data)

Balance, December 31, 2010

Net earnings

Other comprehensive income

Cash dividends paid ($0.40 per share)
Sale of treasury stock (20 shares)

Balance, June 30, 2011

Balance, December 31, 2011

Net earnings

Other comprehensive income

Cash dividends paid ($0.41 per share)
Sale of treasury stock (105 shares)

Balance, June 30, 2012

Consolidated Statements of Stockholders

(Unaudited)
Additional
Common Stock paid-in
Shares Amount capital

3957,135  $ 39 $ 3,752

3,957,135 ' $ 39 $ 3,753

3,957,135 $ 39 $ 3,753

3,957,135 $ 39 $ 3,754

See accompanying notes to consolidated financial statements
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Equity
Accumulated
other
comprehensive
Retained
(loss)
earnings income
$ 61421 $ (2,201
3,006
3,182
(1,457)

62,970 $ 981
64,045 $ 4222
3,494

874
(1,494)

$ 66,045 $ 5,096

Treasury

stock

$ (6,643)

$ (6,643)

$ (6,643)

$ (6,642)

Total

56,368
3,006
3,182

(1,457)

1

61,100

65,416
3,494
874

(1,494)
2

68,292
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AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(In thousands)

Cash flows from operating activities:

Net earnings

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

Provision for loan losses

Depreciation and amortization

Premium amortization and discount accretion, net

Net gain on securities available for sale

Net gain on sale of loans held for sale

Net loss on other real estate owned

Loss on prepayment of long-term debt

Loans originated for sale

Proceeds from sale of loans

Increase in cash surrender value of bank owned life insurance
Gain on sale of affordable housing partnership investments
Loss on affordable housing partnership investments

Net decrease in other assets

Net decrease in accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from sales of securities available-for-sale

Proceeds from maturities of securities available-for-sale
Purchase of securities available-for-sale

Increase in loans, net

Net purchases of premises and equipment

Decrease in FHLB stock

Capital contributions to affordable housing limited partnerships
Proceeds from sale of affordable housing limited partnerships
Proceeds from sale of other real estate owned

Net cash provided by investing activities

Cash flows from financing activities:

Net increase in noninterest-bearing deposits

Net increase in interest-bearing deposits

Net decrease in federal funds purchased and securities sold
under agreements to repurchase

Repayments or retirement of long-term debt

Proceeds from sale of treasury stock

Dividends paid

Net cash (used in) provided by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Table of Contents

(Unaudited)

Six months ended June 30,

2012

$ 3,494

1,200
403
1,590
(430)
(1,416)
25
3,720
(64,433)
62,013
(212)
(3,268)

300
(22)

2,964

39,344
68,088
(84,871)
(31,046)
(740)
1,607

8,499
3,039

3,920

7,201
17,493

(20)

(41,816)
2

(1,494)

(18,634)

(11,750)
55,428

2011

3,006

1,200
309
1,074
(348)
(572)
741

(22,317)
24,740
(214)

230
571
114

8,534

97,407
44,834
(119,147)
(3,268)
(295)
423
(3,919)

581

16,616

9,228
11,614

(371)
(8,009)

1
(1,457)

11,006

36,156
21,424

10
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Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Cash paid during the period for:

Interest

Income taxes

Supplemental disclosure of non-cash transactions:
Real estate acquired through foreclosure

See accompanying notes to consolidated financial statements
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$

$

43,678

4,507
667

323

$

$

57,580

6,108
332

2,558

11
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AUBURN NATIONAL BANCORPORATION, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

Auburn National Bancorporation, Inc. (the Company ) provides a full range of banking services to individual and corporate customers in Lee
County, Alabama and surrounding counties through its wholly owned subsidiary, AuburnBank (the Bank ). The Company does not have any
segments other than banking that are considered material.

Basis of Presentation and Use of Estimates

The unaudited condensed consolidated financial statements in this report have been prepared in accordance with U.S. generally accepted
accounting principles for interim financial information. Accordingly, these financial statements do not include all of the information and
footnotes required by U.S. generally accepted accounting principles for complete financial statements. The unaudited condensed consolidated
financial statements include, in the opinion of management, all adjustments necessary to present a fair statement of the financial position and the
results of operations for all periods presented. All such adjustments are of a normal recurring nature. The results of operations in the interim
statements are not necessarily indicative of the results of operations that the Company and its subsidiaries may achieve for future interim periods
or the entire year. For further information, refer to the consolidated financial statements and footnotes included in the Company s annual report
on Form 10-K for the year ended December 31, 2011.

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities as of the
balance sheet date and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near term include other-than-temporary impairment on
investment securities, the determination of the allowance for loan losses, fair value of financial instruments, and the valuation of deferred tax
assets and other real estate owned.

Reclassifications

Certain amounts reported in prior periods have been reclassified to conform to the current-period presentation. These reclassifications had no
effect on the Company s previously reported net earnings or total stockholders equity.

Subsequent Events

The Company has evaluated the effects of events or transactions through the date of this filing that have occurred subsequent to June 30, 2012.
The Company does not believe there are any material subsequent events that would require further recognition or disclosure.

Accounting Developments

In the first quarter of 2012, the Company adopted new guidance related to the following Codification topics:

ASU 2011-03, Transfers and Servicing: Reconsideration of Effective Control for Repurchase Agreements;

ASU 2011-04, Fair Value Measurement: Amendments to Achieve Common Fair Value Measurement and Disclosure;

ASU 2011-05, Comprehensive Income: Presentation of Comprehensive Income; and

Table of Contents 12
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ASU 2011-12, Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated
Other Comprehensive Income in Accounting; and Standards Update No. 2011-05.

Table of Contents
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Information about these pronouncements are described in more detail below.

ASU 2011-03, Transfers and Servicing: Reconsideration of Effective Control for Repurchase Agreements, removes from the assessment of
effective control the criterion relating to the transferor s ability to repurchase or redeem financial assets on substantially the agreed-upon terms,
even if the transferee were to default. The requirement to demonstrate that the transferor possesses adequate collateral to fund substantially all
the cost of purchasing replacement assets is also eliminated. The amendments in this ASU were effective for interim and annual periods
beginning after December 31, 2011, with prospective application to transactions or modifications of existing transactions that occur on or after
the effective date. Adoption of this ASU did not have a significant impact on the financial statements of the Company.

ASU 2011-04, Fair Value Measurement: Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRS, outlines the collaborative effort of the Financial Accounting Standards Board (FASB) and the International Accounting
Standards Board ( IASB ) to consistently define fair value and to come up with a set of consistent disclosures for fair value. The ASU changes
certain fair value measurement principles and enhances the disclosure requirements particularly for level 3 fair value measurements. This Update
was effective for the Company in the first quarter of 2012 and will be applied prospectively. Adoption of the ASU required expanded disclosure
of the Company s fair value disclosures. See Note 8, Fair Value.

ASU 2011-05, Comprehensive Income: Presentation of Comprehensive Income, amends existing standards allowing either a single continuous
statement of comprehensive income or two separate but consecutive statements. An entity is required to present each component of net income
along with total net income, each component of other comprehensive income along with a total for other comprehensive income, and a total
amount for comprehensive income in both options. This Update also requires companies to present amounts reclassified out of other
comprehensive income and into net income on the face of the statement of income. In December 2011, the FASB issued ASU 2011-12, Deferral
of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in
Accounting Standards Update No. 2011-05, which defers indefinitely the requirement to present reclassification adjustments on the statement of
income. The remaining provisions were effective for the Company in the first quarter of 2012 with retrospective application. Adoption of the
ASU required the Company to add a statement of comprehensive income. See Consolidated Statements of Comprehensive Income.

Table of Contents 14
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NOTE 2: BASIC AND DILUTED EARNINGS PER SHARE

Basic net earnings per share is computed by dividing net earnings by the weighted average common shares outstanding for the quarters ended
June 30, 2012 and 2011, respectively. Diluted net earnings per share reflect the potential dilution that could occur upon exercise of securities or
other rights for, or convertible into, shares of the Company s common stock. At June 30, 2012 and 2011, respectively, the Company had no such
securities or rights issued or outstanding, and therefore, no dilutive effect to consider for the diluted earnings per share calculation.

A reconciliation of the numerator and denominator of the basic and diluted earnings per share computation for the quarter and six months ended
June 30, 2012 and 2011 is presented below.

Quarter ended June 30, Six months ended June 30,
(In thousands, except share and per share data) 2012 2011 2012 2011
Basic and diluted:
Net earnings $ 2,029 $ 1,457 $ 3494 $ 3,006
Weighted average common shares outstanding 3,642,826 3,642,738 3,642,782 3,642,733
Earnings per share $ 056 $ 040 $ 096 $ 0.83

NOTE 3: VARIABLE INTEREST ENTITIES

The Company is involved in various entities that are considered to be variable interest entities ( VIEs ), as defined by authoritative accounting
literature. Generally, a VIE is a corporation, partnership, trust or other legal structure that does not have equity investors with substantive or
proportional voting rights or has equity investors that do not provide sufficient financial resources for the entity to support its activities.

At June 30, 2012, the Company did not have any consolidated VIEs to disclose but did have certain nonconsolidated VIEs, discussed below.
Trust Preferred Securities

The Company owns the common stock of a subsidiary business trust, Auburn National Bancorporation Capital Trust I, which issued mandatorily
redeemable preferred capital securities ( trust preferred securities ) in the aggregate of approximately $7.0 million at the time of issuance. This
trust meets the definition of a VIE of which the Company is not the primary beneficiary; the trust s only assets are junior subordinated debentures
issued by the Company, which were acquired by the trust using the proceeds from the issuance of the trust preferred securities and common

stock. The junior subordinated debentures of approximately $7.2 million are included in long-term debt and the Company s equity interest in the
business trust is included in other assets. Interest expense on the junior subordinated debentures is included in interest expense on long-term

debt. For regulatory reporting and capital adequacy purposes, the Federal Reserve Board has proposed, as part of its Basel III capital rules, to
phase out trust preferred securities as Tier 1 Capital over 10 years for institutions with total assets under $15 billion.

The following table summarizes VIEs that are not consolidated by the Company as of June 30, 2012.

Maximum Liability
(Dollars in thousands) Loss Exposure Recognized Classification
Type:
Trust preferred issuances N/A $ 7,217 Long-term debt

10
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NOTE 4: SECURITIES

At June 30, 2012 and December 31, 2011, respectively, all securities within the scope of ASC 320, Investments Debt and Equity Securities
were classified as available-for-sale. The fair value and amortized cost for securities available-for-sale by contractual maturity at June 30, 2012
and December 31, 2011, respectively, are presented below.

June 30, 2012

1 year Gross Unrealized

1to5 5to10 After 10 Fair Amortized
(Dollars in thousands) or less years years years Value Gains Losses Cost
Available-for-sale:
Agency obligations (a) $ 10,101 30,135 40,236 280 3 $ 39,959
Agency RMBS (a) 5,238 147,430 152,668 3,057 81 149,692
State and political subdivisions 113 2,187 19,186 62,226 83,712 4916 31 78,827
Trust preferred securities:
Individual issuers 630 630 81 144 693
Total available-for-sale $ 113 2,187 34,525 240,421 271,246 8,334 259  $ 269,171

(a) Includes securities issued by U.S. government agencies or government sponsored entities.

December 31, 2011

1 year 1to5 5to 10 After 10 Fair Gross Unrealized  Amortized
(Dollars in thousands) or less years years years Value Gains Losses Cost
Available-for-sale:
Agency obligations (a) $ 5,013 46,072 51,085 182 1 $ 50,904
Agency RMBS (a) 14,935 149,863 164,798 2,534 129 162,393
State and political subdivisions 414 17,761 63,538 81,713 4,339 48 77,422
Trust preferred securities:
Pooled 100 100 130 230
Individual issuers 1,886 1,886 186 243 1,943
Total available-for-sale $ 414 37,709 261,459 299,582 7,241 551  $292,892

(a) Includes securities issued by U.S. government agencies or government sponsored entities.

Securities with aggregate fair values of $144.5 million and $161.5 million at June 30, 2012 and December 31, 2011, respectively, were pledged
to secure public deposits, securities sold under agreements to repurchase, Federal Home Loan Bank ( FHLB ) advances, and for other purposes
required or permitted by law.

Included in other assets are cost-method investments. The carrying amounts of cost-method investments were $3.4 million and $5.0 million at
June 30, 2012 and December 31, 2011, respectively. Cost-method investments primarily include non-marketable equity investments, such as
FHLB of Atlanta stock and Federal Reserve Bank ( FRB ) stock.

11
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Gross Unrealized Losses and Fair Value

The fair values and gross unrealized losses on securities at June 30, 2012 and December 31, 2011, respectively, segregated by those securities
that have been in an unrealized loss position for less than 12 months and 12 months or longer, are presented below.

Less than 12 Months 12 Months or Longer Total
Fair Fair

Unrealized Fair Unrealized Unrealized
(Dollars in thousands) Value Losses Value Losses Value Losses
June 30, 2012:
Agency obligations $ 9,997 3 $ 9,997 3
Agency RMBS 18,877 81 18,877 81
State and political subdivisions 2,607 31 2,607 31
Trust preferred securities:
Individual issuer 356 144 356 144
Total $ 31,481 115 356 144 $ 31,837 259
December 31, 2011:
Agency obligations $ 5,000 1 $ 5,000 1
Agency RMBS 17,020 129 17,020 129
State and political subdivisions 1,686 11 718 37 2,404 48
Trust preferred securities:
Pooled 100 130 100 130
Individual issuer 757 243 757 243
Total $ 23,706 141 1,575 410 $ 25,281 551

The applicable date for determining when securities are in an unrealized loss position is June 30, 2012. As such, it is possible that a security in
an unrealized loss position at June 30, 2012 had a market value that exceeded its amortized cost on other days during the past twelve-month
period.

For the securities in the previous table, the Company does not have the intent to sell and has determined it is not more likely than not that the
Company will be required to sell the security before recovery of the amortized cost basis, which may be maturity. The Company assesses each
security for credit impairment. For debt securities, the Company evaluates, where necessary, whether credit impairment exists by comparing the
present value of the expected cash flows to the securities amortized cost basis. For cost-method investments, the Company evaluates whether an
event or change in circumstances has occurred during the reporting period that may have a significant adverse effect on the fair value of the
investment.

In determining whether a loss is temporary, the Company considers all relevant information including:

the length of time and the extent to which the fair value has been less than the amortized cost basis;

adverse conditions specifically related to the security, an industry, or a geographic area (for example, changes in the financial
condition of the issuer of the security, or in the case of an asset-backed debt security, in the financial condition of the underlying loan
obligors, including changes in technology or the discontinuance of a segment of the business that may affect the future earnings
potential of the issuer or underlying loan obligors of the security or changes in the quality of the credit enhancement);
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the historical and implied volatility of the fair value of the security;

the payment structure of the debt security and the likelihood of the issuer being able to make payments that increase in the future;

failure of the issuer of the security to make scheduled interest or principal payments;

any changes to the rating of the security by a rating agency; and

recoveries or additional declines in fair value subsequent to the balance sheet date.

12
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Agency obligations

The unrealized losses associated with agency obligations were primarily driven by changes in interest rates and not due to the credit quality of
the securities. These securities were issued by U.S. government agencies or government-sponsored entities and did not have any credit losses
given the explicit government guarantee or other government support.

Agency residential mortgage-backed securities ( RMBS )

The unrealized losses associated with agency RMBS were primarily driven by changes in interest rates and not due to the credit quality of the
securities. These securities were issued by U.S. government agencies or government-sponsored entities and did not have any credit losses given
the explicit government guarantee or other government support.

Securities of U.S. states and political subdivisions

The unrealized losses associated with securities of U.S. states and political subdivisions were primarily driven by changes in interest rates and
were not due to the credit quality of the securities. These securities will continue to be monitored as part of the Company s quarterly impairment
analysis, but are expected to perform even if the rating agencies reduce the credit rating of the bond insurers. As a result, the Company expects
to recover the entire amortized cost basis of these securities.

Individual issuer s trust preferred securities

The unrealized losses associated with individual issuer trust preferred securities were related to securities issued on behalf of individual
community bank holding companies. For individual issuers, management evaluates the financial performance of the individual community bank
holding companies on a quarterly basis to determine if it is probable that such issuer can make all contractual principal and interest payments.
Based upon its evaluation, the Company expects to recover the remaining amortized cost basis of these securities.

Cost-method investments

At June 30, 2012, cost-method investments with an aggregate cost of $3.4 million were not evaluated for impairment because the Company did
not identify any events or changes in circumstances that may have a significant adverse effect on the fair value of these cost-method
investments.

The carrying values of the Company s investment securities could decline in the future if the financial condition of individual issuers of trust
preferred securities, or the credit quality of other securities deteriorate and the Company determines it is probable that it will not recover the
entire amortized cost basis for the security. As a result, there is a risk that significant other-than-temporary impairment charges may occur in the
future.

The following tables show the applicable credit ratings, fair values, gross unrealized losses, and life-to-date impairment charges for trust
preferred securities at June 30, 2012 and December 31, 2011, respectively, segregated by those securities that have been in an unrealized loss
position for less than 12 months and 12 months or longer.

Trust Preferred Securities as of June 30, 2012

Unrealized Losses
Life-to-date

Credit Rating 12 months
Fair Less than Impairment
or
(Dollars in thousands) Moody s Fitch Value 12 months Longer Total Charges
Individual issuers (a):
Carolina Financial Capital Trust I n/a n/a $ 274 257
TCB Trust n/a n/a 356 144 144
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Total trust preferred securities $ 630 144
n/a not applicable, securities not rated.

(a) 144A Floating Rate Capital Securities. Issuers are individual community bank holding companies.
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Trust Preferred Securities as of December 31, 2011

Unrealized Losses

Life-to-date

Credit Rating 12 months
Fair Less than Impairment
or

(Dollars in thousands) Moody s Fitch Value 12 months Longer Total Charges
Pooled:
ALESCO Preferred Funding XVII Ltd (a) C CcC $ 100 130 130 1,770
Individual issuers (b):
Carolina Financial Capital Trust I n/a n/a 193 257
Main Street Bank Statutory Trust I (c) n/a n/a 389 111 111
MNB Capital Trust I n/a n/a 55 445
PrimeSouth Capital Trust I n/a n/a 75 425
TCB Trust n/a n/a 368 132 132
United Community Capital Trust n/a n/a 806 379
Total individual issuer 1,886 243 243 1,506
Total trust preferred securities $ 1,986 373 373 3,276

n/a not applicable securities not rated.

(a)Class B Deferrable Third Priority Secured Floating Rate Notes. The underlying collateral is primarily composed of trust preferred securities
issued by community banks and thrifts.

(b) 144A Floating Rate Capital Securities. Issuers are individual community bank holding companies.

(c)Now an obligation of BB&T Corporation.
Other-Than-Temporarily Impaired Securities

The following table presents a roll-forward of the credit loss component of the amortized cost of debt securities that the Company has written
down for other-than-temporary impairment and the credit component of the loss is recognized in earnings (referred to as credit-impaired debt
securities). Other-than-temporary impairments recognized in earnings for the quarters and six months ended June 30, 2012 and 2011, for
credit-impaired debt securities are presented as additions in two components based upon whether the current period is the first time the debt
security was credit-impaired (initial credit impairment) or is not the first time the debt security was credit-impaired (subsequent credit
impairments). The credit loss component is reduced if the Company sells, intends to sell, or believes it will be required to sell previously
credit-impaired debt securities. Additionally, the credit loss component is reduced if the Company receives cash flows in excess of what it
expected to receive over the remaining life of the credit-impaired debt security, the security matures or the security is fully written-down and
deemed worthless. Changes in the credit loss component of credit-impaired debt securities were:

Quarter ended June 30, Six months ended June 30,
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(Dollars in thousands) 2012 2011 2012
Balance, beginning of period $ 1,257  § 2989 $ 3,276
Additions:

Subsequent credit impairments 51 130
Reductions:

Securities sold 2,149

Due to change in intent or requirement to sell
Securities fully written down and deemed worthless
Increases in expected cash flows

Balance, end of period $ 1,257 $ 3,040 $ 1,257
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Other-Than-Temporary Impairment

The following table presents details of the other-than-temporary impairment related to securities, including equity securities carried at cost, for
the quarters and six months ended June 30, 2012 and 2011.

Quarter ended June 30, Six months ended June 30,
(Dollars in thousands) 2012 2011 2012 2011
Other-than-temporary impairment charges (included in
earnings):
Debt securities:
Individual issuer trust preferred securities $ $ 51§ 130 $ 102
Total debt securities 51 130 102
Total other-than-temporary impairment charges $ $ 51 §$ 130 $ 102

Other-than-temporary impairment on debt securities:

Recorded as part of gross realized losses:

Credit-related $ 51§ 130 $ 102
Securities with intent to sell

Recorded directly to other comprehensive income for

non-credit related impairment 210

Total other-than-temporary impairment on debt securities $ $ 51 §$ 130 $ 312
Realized Gains and Losses

The following table presents the gross realized gains and losses on sales and other-than-temporary impairment charges related to securities,
including cost-method investments.

Quarter ended June 30, Six months ended June 30,
(Dollars in thousands) 2012 2011 2012 2011
Gross realized gains $ 251 $ 877 $ 724 $ 905
Gross realized losses 432) (164) (455)
Other-than-temporary impairment charges (€28) (130) (102)
Realized gains, net $ 251  $ 394 $ 430 $ 348
15
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NOTE 5: LOANS AND ALLOWANCE FOR LOAN LOSSES

June 30,
December 31,

(In thousands) 2012 2011
Commercial and industrial $ 59,418 $ 54,988
Construction and land development 38,968 39,814
Commercial real estate:
Owner occupied 72,723 70,202
Other 113,123 92,233
Total commercial real estate 185,846 162,435
Residential real estate:
Consumer mortgage 58,092 57,958
Investment property 46,135 43,767
Total residential real estate 104,227 101,725
Consumer installment 11,133 11,454
Total loans 399,592 370,416
Less: unearned income (222) (153)
Loans, net of unearned income $ 399,370 $ 370,263

Loans secured by real estate were approximately 82.3% of the total loan portfolio at June 30, 2012. Due to declines in economic indicators and
real estate values, loans secured by real estate may have a greater risk of non-collection than other loans. At June 30, 2012, the Company s
geographic loan distribution was concentrated primarily in Lee County, Alabama and surrounding areas.

In accordance with ASC 310, a portfolio segment is defined as the level at which an entity develops and documents a systematic method for
determining its allowance for loan losses. As part of the Company s quarterly assessment of the allowance, the loan portfolio is disaggregated
into the following portfolio segments: commercial and industrial, construction and land development, commercial real estate, residential real
estate and consumer installment. Where appropriate, the Company s loan portfolio segments are further disaggregated into classes. A class is
generally determined based on the initial measurement attribute, risk characteristics of the loan, and an entity s method for monitoring and
determining credit risk.

The following describe the risk characteristics relevant to each of the portfolio segments and classes.

Commercial and industrial ( C&I ) includes loans to finance business operations, equipment purchases, or other needs for small and
medium-sized commercial customers. Also included in this category are loans to finance agricultural production. Generally the primary source
of repayment is the cash flow from business operations and activities of the borrower.

Construction and land development ( C&D ) includes both loans and credit lines for the purpose of purchasing, carrying and developing land
into commercial developments or residential subdivisions. Also included are loans and lines for construction of residential, multi-family and
commercial buildings. Generally the primary source of repayment is dependent upon the sale or refinance of the real estate collateral.

Commercial real estate ( CRE ) includes loans disaggregated into two classes: (1) owner occupied and (2) other.

Owner occupied includes loans secured by business facilities to finance business operations, equipment and owner-occupied
facilities primarily for small and medium-sized commercial customers. Generally the primary source of repayment is the cash
flow from business operations and activities of the borrower, who owns the property.
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Other primarily includes loans to finance income-producing commercial and multi-family properties that are not owner
occupied. Loans in this class include lo