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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 September 30, 2006

Or

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from                      to                     

Commission File Number 000-12154

RENASANT CORPORATION
(Exact name of registrant as specified in its charter)

MISSISSIPPI 64-0676974
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification Number)

organization)
209 Troy Street, P. O. Box 709, Tupelo, Mississippi 38802-0709

(Address of principal executive offices) (Zip code)

Registrant�s telephone number, including area code: 662-680-1001

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 is a large accelerated filer, an accelerated filer or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

¨  Large accelerated filer                x  Accelerated filer                ¨  Non-accelerated filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    YES  ¨    NO  x
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Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common stock, $5.00 Par Value, 15,533,873 shares outstanding as of October 31, 2006.
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RENASANT CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

(unaudited)

September 30,

2006

December 31,

2005
Assets
Cash and due from banks $ 62,601 $ 69,335
Interest-bearing balances with banks 13,165 26,528

Cash and cash equivalents 75,766 95,863
Securities available for sale 438,287 399,034
Mortgage loans held for sale 32,134 33,496
Loans, net of unearned income 1,761,842 1,646,223
Allowance for loan losses (19,300) (18,363)

Net loans 1,742,542 1,627,860
Premises and equipment, net 41,261 42,162
Intangible assets, net 98,760 100,832
Other assets 102,142 98,455

Total assets $ 2,530,892 $ 2,397,702

Liabilities and shareholders� equity

Liabilities
Deposits
Noninterest-bearing $ 257,764 $ 250,270
Interest-bearing 1,727,650 1,618,181

Total deposits 1,985,414 1,868,451
Federal funds purchased 47,300 �  
Federal Home Loan Bank advances 147,633 191,481
Junior subordinated debentures 64,244 64,365
Other borrowed funds 5,805 10,659
Other liabilities 29,874 27,306

Total liabilities 2,280,270 2,162,262

Shareholders� equity
Preferred stock, $.01 par value � 5,000,000 shares authorized; no shares issued and outstanding �  �  
Common stock, $5.00 par value � 75,000,000 shares authorized; 17,233,559 shares issued; 15,531,611 and
15,466,204 shares outstanding at September 30, 2006, and December 31, 2005, respectively 86,168 86,168
Treasury stock, at cost (25,791) (26,988)
Additional paid-in capital 112,334 83,036
Retained earnings 81,078 96,903
Accumulated other comprehensive loss (3,167) (3,679)

Total shareholders� equity 250,622 235,440
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Total liabilities and shareholders� equity $ 2,530,892 $ 2,397,702

See Notes to Condensed Consolidated Financial Statements
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RENASANT CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except share data)

(unaudited)

Three Months
Ended

September 30,

Nine Months Ended

September 30,
2006 2005 2006 2005

Interest income
Loans $ 34,715 $ 27,963 $ 97,290 $ 79,800
Securities:
Taxable 4,205 3,184 11,943 9,985
Tax-exempt 928 1,148 2,778 3,445
Other 222 122 1,473 382

Total interest income 40,070 32,417 113,484 93,612

Interest expense
Deposits 15,016 9,476 41,016 24,522
Borrowings 3,351 3,202 9,315 9,578

Total interest expense 18,367 12,678 50,331 34,100

Net interest income 21,703 19,739 63,153 59,512
Provision for loan losses 900 833 1,608 2,278

Net interest income after provision for loan losses 20,803 18,906 61,545 57,234
Noninterest income
Service charges on deposit accounts 4,686 4,358 13,637 12,399
Fees and commissions 3,662 2,853 10,324 8,323
Insurance commissions 975 955 2,665 2,692
Trust revenue 630 613 1,890 1,849
Securities gains 67 �  92 70
BOLI income 399 389 1,183 1,195
Gains on sales of mortgage loans 1,029 766 2,463 2,132
Other 265 310 1,925 1,438

Total noninterest income 11,713 10,244 34,179 30,098

Noninterest expense
Salaries and employee benefits 13,013 11,696 37,526 34,675
Data processing 1,122 966 3,157 2,972
Net occupancy 1,828 1,457 5,378 4,253
Equipment 960 763 2,884 2,794
Professional fees 528 467 1,835 1,774
Advertising 1,014 889 2,698 2,587
Intangible amortization 398 557 1,243 1,714
Other 4,182 3,769 12,274 11,614

Total noninterest expense 23,045 20,564 66,995 62,383
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Income before income taxes 9,471 8,586 28,729 24,949
Income taxes 2,839 2,261 8,553 6,958

Net income $ 6,632 $ 6,325 $ 20,176 $ 17,991

Basic earnings per share $ 0.43 $ 0.41 $ 1.30 $ 1.16

Diluted earnings per share $ 0.42 $ 0.40 $ 1.27 $ 1.15

See Notes to Condensed Consolidated Financial Statements
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RENASANT CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Nine Months Ended

September 30,
2006 2005

Operating activities
Net cash provided by operating activities $ 29,272 $ 37,300

Investing activities
Purchases of securities available for sale (111,462) (21,532)
Proceeds from sales of securities available for sale 30,518 31,225
Proceeds from call/maturities of securities available for sale 42,076 51,788
Net increase in loans (119,102) (105,735)
Proceeds from sales of premises and equipment 57 697
Purchases of premises and equipment (2,179) (7,264)
Net cash paid in business combination �  (19,328)

Net cash used in investing activities (160,091) (70,149)

Financing activities
Net increase in noninterest-bearing deposits 7,494 17,472
Net increase in interest-bearing deposits 109,469 101,206
Net increase (decrease) in short-term borrowings 72,446 (81,978)
Proceeds from long-term debt �  163,445
Repayment of long-term debt (73,181) (107,161)
Purchase of treasury stock �  (5,982)
Cash paid for dividends (7,281) (6,763)
Cash received on exercise of options 1,775 2,483

Net cash provided by financing activities 110,722 82,722

Net increase (decrease) in cash and cash equivalents (20,097) 49,873
Cash and cash equivalents at beginning of period 95,863 56,025

Cash and cash equivalents at end of period $ 75,766 $ 105,898

Supplemental disclosures
Transfers of loans to other real estate $ 2,812 $ 5,826

See Notes to Condensed Consolidated Financial Statements
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RENASANT CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

SEPTEMBER 30, 2006

(in thousands, except share data)

Note 1 Summary of Significant Accounting Policies

Business: Renasant Corporation (referred to herein as the �Company�), a Mississippi corporation, owns and operates Renasant Bank, a
Mississippi-chartered bank with operations in Mississippi, Tennessee and Alabama, and Renasant Insurance, Inc., a wholly-owned subsidiary of
Renasant Bank with operations in Mississippi. The Company has full service offices located throughout north Mississippi, southwest Tennessee
and north Alabama.

Basis of Presentation: The accompanying unaudited condensed consolidated financial statements of the Company and its subsidiaries have been
prepared in accordance with generally accepted accounting principles for interim financial information and in accordance with the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. For further information regarding the Company�s accounting policies,
refer to the consolidated financial statements and footnotes thereto included in the Company�s Annual Report on Form 10-K for the year ended
December 31, 2005. Certain amounts in prior periods have been reclassified to conform to the current presentation.

On July 24, 2006, the Company announced a three-for-two stock split in the form of a stock dividend payable on August 28, 2006 to
shareholders of record as of August 11, 2006. As a result of the stock split, the Company issued 5,744,010 shares of its common stock. Share
and per share amounts included herein have been restated to reflect the three-for-two stock split.

New accounting pronouncements:

In December 2004, the Financial Accounting Standards Board (�FASB�) issued a revision to Statement of Financial Accounting Standards
No. 123, �Share-Based Payment� (�Statement 123R�). Statement 123R requires companies to recognize in their financial statements the cost
resulting from all share-based payment transactions using a fair value-based measurement model. Companies are required to estimate the fair
value of share-based payments to employees using a mathematical model that reflects the most accurate valuation given the information
available and incorporates various factors, including exercise price of the option, expected volatility of the entity�s stock, expected term of the
award, performance/service/market conditions, expected dividends, the risk-free rate, and the grant date share price. Statement 123R replaces
Statement 123 and supersedes Accounting Principles Board Opinion No. 25, �Accounting for Stock Issued to Employees�. Statement 123R
became effective in annual reporting periods beginning after June 15, 2005, requiring all share-based payments granted or modified subsequent
to the implementation date to be accounted for under Statement 123R. In 2002, the Company adopted the provisions of Statement 123 and began
recognizing compensation expense in the income statement, based on the estimated fair value of all awards granted to employees. As such, the
adoption of Statement 123R did not have a material effect on the Company�s financial condition or results of operations. The assumptions
utilized in calculating the fair value of the Company�s share-based payments since the adoption of Statement 123 are described in the Company�s
Annual Report on Form 10-K for the year ended December 31, 2005 under �Note L � Employee Benefit and Deferred Compensation Plans� in the
Notes to the Consolidated Financial Statements.

In July 2006, the FASB issued Interpretation No. 48 (�FIN 48�), �Accounting for Uncertainty in Income Taxes�. FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise�s financial statements in accordance with Statement of Financial Accounting Standards
No. 109, �Accounting for Income Taxes�. FIN 48 prescribes a recognition threshold and measurement attributable for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosures and transitions. FIN 48 is effective for fiscal years beginning after
December 15, 2006. The Company is currently evaluating the impact on its financial statements of FIN 48.
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In September 2006, the FASB issued Statement No. 158, �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans �
An Amendment of FASB Statements No. 87, 88, 106, and 132R� (�Statement 158�). Statement 158 requires a plan sponsor to (a) recognize in its
statement of financial position an asset for a plan�s overfunded status or a liability for a plan�s underfunded status; (b) measure a plan�s assets and
its obligations that determine its funded status as of the end of the employer�s fiscal year; and (c) recognize changes in the funded status of a
defined benefit postretirement plan in the year in which the changes occur. Such changes will be reported in comprehensive income. The
requirement to recognize the funded status of a benefit plan and the disclosure requirements are effective for the Company as of the end of the
fiscal year ending after December 15, 2006. The Company sponsors a fully-funded defined benefit pension plan and an unfunded post-retirement
health and life plan. If management had applied the requirements of Statement 158 as of December 31, 2005, the impact would have been a $4.7
million reduction of shareholders� equity within accumulated other comprehensive income, net of applicable income taxes, to reflect the funded
status of the Company�s defined benefit pension and post-retirement health and life plans. Information relating to the defined benefit pension and
post-retirement health and life plans are provided in the Company�s Annual Report on Form 10-K for the year ended December 31, 2005 under
�Note L � Employee Benefit and Deferred Compensation Plans� in the Notes to the Consolidated Financial Statements. The requirement to measure
plan assets and benefit obligations as of the date of the employer�s fiscal year-end statement of financial position is effective for fiscal years
ending after December 15, 2008. The Company currently measures plan assets and benefit obligations at year end. As such, this requirement will
have no impact on the Company�s financial condition or results of operation.

Note 2 Shareholders� Equity

In September 2002, the Company�s board of directors adopted a share buy-back plan which, as amended through September 30, 2006, allows the
Company to purchase up to 3,142,546 shares of our outstanding common stock, subject to a monthly purchase limit of $2,000 of our common
stock. This plan will remain in effect until all authorized shares are repurchased or until otherwise instructed by the board of directors. As of
September 30, 2006, 2,745,413 shares of our common stock had been purchased and 397,133 shares remained authorized under this plan. The
reacquired common shares are held as treasury shares and may be reissued for various corporate purposes. During the nine months ending
September 30, 2006, the Company reissued 95,711 shares from treasury in connection with the exercise of stock options. The Company did not
repurchase any shares during the first nine months of 2006.

The Company declared a cash dividend for the third quarter of 2006 of $0.16 per share as compared to $0.15 per share for the third quarter of
2005. Total cash dividends paid to shareholders by the Company were $7,281 and $6,763 for the nine month periods ended September 30, 2006
and 2005, respectively.

In January 2006, the Company granted 147,000 stock options which become vested and exercisable in equal installments of 33 1/3% upon
completion of one, two and three years of service measured from the grant date. In addition, the Company awarded 24,000 shares of time-based
restricted stock and 21,000 shares of performance-based restricted stock in January, 2006. The time-based restricted stock is earned 100% upon
completion of three years of service measured from the grant date. The performance-based restricted stock is earned, in part, if the Company
meets or exceeds financial performance results defined by the Board of Directors.

7
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Note 3 Loans

The Company adopted and applied the provisions of the American Institute of Certified Public Accountants Statement of Position 03-3,
�Accounting for Certain Loans or Debt Securities Acquired in a Transfer,� (�SOP 03-3�) on certain loans acquired in connection with the acquisition
of Heritage Financial Holding Corporation (�Heritage�). There was evidence of deterioration of the credit quality of these loans since origination,
and it was probable, at the acquisition date, that all contractually required payments would not be collected. The amount of such loans included
in the balance sheet heading �Loans, net of unearned income� at September 30, 2006 is as follows:

Commercial $ 6,268
Consumer 60
Mortgage 462

Total outstanding balance $ 6,790

Total carrying amount $ 5,199

Accretable
Yield

Balance at January 1, 2006 $ 182
Additions �  
Reclassifications from nonaccretable difference 748
Accretion (910)

Balance at September 30, 2006 $ 20

The Company did not increase the allowance for loan losses through a charge to the income statement for these loans during the nine months
ended September 30, 2006.

Note 4 Goodwill

During the first nine months of 2006, the Company adjusted goodwill to reflect the tax benefits associated with the exercise of stock options
assumed in connection with the acquisitions of Heritage and Renasant Bancshares, Inc. As a result, the goodwill associated with the Heritage
and Renasant Bancshares, Inc. acquisitions was reduced by $790 and $332, respectively.

Note 5 Interest Rate Swap

In May 2006, the Company entered into an interest rate swap with a notional amount of $100,000 whereby it will receive a fixed rate of interest
and pay a variable rate based on the Prime rate. The effective date of the swap was May 11, 2006 and the maturity date of the swap is May 11,
2009. The interest rate swap is a designated cash flow hedge designed to convert the variable interest rate on $100,000 of loans to a fixed rate.
The swap is considered to be effective and the assessment of the hedging relationship is evaluated under the hypothetical derivative method. At
September 30, 2006, the swap had a fair value of $601 which has been recorded in �Other Assets�. The Company accounts for the swap in
accordance with FASB Statement 133, �Accounting for Derivative Instruments and Hedging Activities.�

8
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Note 6 Comprehensive Income

The components of comprehensive income, net of related tax, are as follows:

Three Months
Ended

September 30,

Nine Months Ended

September 30,
2006 2005 2006 2005

Net income $ 6,632 $ 6,325 $ 20,176 $ 17,991
Other comprehensive income:
Unrealized losses on securities:
Unrealized holding gains (losses) arising during the period 4,537 (1,393) 157 (1,444)
Less: Reclassification adjustment for gains included in net income �  �  15 43
Unrealized gain on interest rate swap 576 �  370 �  

Other comprehensive income (loss) 5,113 (1,393) 512 (1,487)

Comprehensive income $ 11,745 $ 4,932 $ 20,688 $ 16,504

Note 7 Employee Benefit Plans

The following tables provide the components of net pension cost and other benefit cost recognized for the three and nine month periods ended
September 30, 2006 and 2005:

Three Months Ended September 30,
Pension Benefits Other Benefits
2006 2005 2006 2005

Service cost $ �  $ �  $ 13 $ 18
Interest cost 247 242 18 17
Expected return on plan assets (344) (327) �  �  
Prior service cost recognized 8 8 �  1
Recognized loss 128 92 17 13

Net periodic benefit cost $ 39 $ 15 $ 48 $ 49

Nine Months Ended September 30,
Pension Benefits Other Benefits
2006 2005 2006 2005

Service cost $ �  $ �  $ 39 $ 54
Interest cost 741 726 53 51
Expected return on plan assets (1,031) (981) �  �  
Prior service cost recognized 23 24 2 3
Recognized loss 385 276 49 39

Net periodic benefit cost $ 118 $ 45 $ 143 $ 147

9
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Note 8 Net Income Per Common Share

Basic and diluted net income per common share calculations are as follows:

Three Months Ended

September 30,

Nine Months Ended

September 30,
2006 2005 2006 2005

Basic:
Net income applicable to common stock $ 6,632 $ 6,325 $ 20,176 $ 17,991
Average common shares outstanding 15,529,002 15,573,273 15,508,589 15,576,609
Net income per common share-basic $ 0.43 $ 0.41 $ 1.30 $ 1.16

Diluted:
Net income $ 6,632 $ 6,325 $ 20,176 $ 17,991
Average common shares outstanding 15,529,002 15,573,273 15,508,589 15,576,609
Stock awards 375,211 114,633 333,031 112,376

Average common shares outstanding-diluted 15,904,213 15,687,906 15,841,620 15,688,985
Net income per common share-diluted $ 0.42 $ 0.40 $ 1.27 $ 1.15

Basic net income per common share is calculated by dividing net income by the weighted-average number of common shares outstanding for the
period. Diluted net income per common share reflects the pro forma dilution assuming outstanding stock options and warrants were exercised
into common shares, calculated in accordance with the treasury stock method.

Note 9 Segment Reporting

FASB Statement No. 131, �Disclosures About Segments of an Enterprise and Related Information,� requires public companies to report certain
financial and descriptive information about their reportable operating segments (as defined by management) and certain enterprise-wide
financial information about products and services, geographic areas, and major customers.

The Company�s internal reporting process is organized into four segments that account for the Company�s principal activities: the delivery of
financial services through its community banks in Mississippi (Mississippi Region), Tennessee (Tennessee Region) and Alabama (Alabama
Region), and the delivery of insurance services through its insurance agency (Renasant Insurance). In order to give our regional management a
more precise indication of the income and expenses they can control, the results of operations for the regions of the community bank and the
insurance company reflect the direct revenues and expenses of each respective segment. The Company believes this management approach will
enable our regional management to focus on serving customers through loan originations and deposit gathering. Indirect revenues and expenses,
including but not limited to income from our investment portfolio and costs associated with our data processing and back office functions, are
not allocated to our segments. Rather these revenues and expenses are shown in the �Other� column, which also includes revenues and expenses
associated with the operations of the holding company and eliminations which are necessary for purposes of reconciling to the consolidated
amounts.

10
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Community Bank Renasant

Insurance Other Consolidated
Mississippi

Region
Tennessee

Region
Alabama
Region

At or for the three month period ended September 30,
2006:
Net interest income $ 14,510 $ 3,011 $ 5,677 $ 15 $ (1,510) $ 21,703
Provision for loan losses 702 80 118 �  �  900
Noninterest income 7,268 389 2,301 989 766 11,713
Noninterest expense 8,010 2,224 4,150 735 7,926 23,045
Income before income taxes 13,066 1,096 3,710 269 (8,670) 9,471
Income tax expense 4,029 338 1,144 98 (2,770) 2,839
Net income (loss) 9,037 758 2,566 171 (5,900) 6,632
Total assets 1,440,440 427,728 650,470 6,390 5,864 2,530,892
Goodwill 2,265 39,217 47,165 2,783 �  91,430

At or for the three month period ended September 30,
2005:
Net interest income $ 12,574 $ 2,532 $ 4,993 $ 1 $ (361) $ 19,739
Provision for loan losses 499 136 198 �  �  833
Noninterest income 6,873 82 1,633 972 684 10,244
Noninterest expense 7,484 1,735 3,584 765 6,996 20,564
Income before income taxes 11,464 743 2,844 208 (6,673) 8,586
Income tax expense 3,147 204 781 65 (1,936) 2,261
Net income (loss) 8,317 539 2,063 143 (4,737) 6,325
Total assets 1,410,017 349,503 609,787 5,499 4,987 2,379,793
Goodwill 2,265 39,347 47,253 2,783 �  91,648

At or for the nine month period ended September 30,
2006:
Net interest income $ 41,944 $ 8,695 $ 16,102 $ 21 $ (3,609) $ 63,153
Provision for loan losses 1,624 258 (274) �  �  1,608
Noninterest income 21,465 865 6,048 2,822 2,979 34,179
Noninterest expense 23,259 6,432 11,682 2,276 23,346 66,995
Income before income taxes 38,526 2,870 10,742 567 (23,976) 28,729
Income tax expense 11,826 881 3,297 201 (7,652) 8,553
Net income (loss) 26,700 1,989 7,445 366 (16,324) 20,176
Total assets 1,440,440 427,728 650,470 6,390 5,864 2,530,892
Goodwill 2,265 39,217 47,165 2,783 �  91,430

At or for the nine month period ended September 30,
2005:
Net interest income $ 36,760 $ 7,055 $ 15,149 $ 3 $ 545 $ 59,512
Provision for loan losses 1,246 654 378 �  �  2,278
Noninterest income 19,738 295 4,747 3,090 2,228 30,098
Noninterest expense 21,881 5,047 10,987 2,285 22,183 62,383
Income before income taxes 33,371 1,649 8,531 808 (19,410) 24,949
Income tax expense 9,679 478 2,474 265 (5,938) 6,958
Net income (loss) 23,692 1,171 6,057 543 (13,472) 17,991
Total assets 1,410,017 349,503 609,787 5,499 4,987 2,379,793
Goodwill 2,265 39,347 47,253 2,783 �  91,648
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Item 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(dollar amounts in thousands, except per share data)

This Form 10-Q may contain, or incorporate by reference, statements which may constitute �forward-looking statements� within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Such forward
looking statements usually include words such as �expects,� �projects,� �anticipates,� �believes,� �intends,� �estimates,� �strategy,� �plan,� �potential,� �possible�
and other similar expressions. Prospective investors are cautioned that any such forward-looking statements are not guarantees for future
performance and involve risks and uncertainties and that actual results may differ materially from those contemplated by such forward-looking
statements. Important factors currently known to management that could cause actual results to differ materially from those in forward-looking
statements include significant fluctuations in interest rates, inflation, economic recession, significant changes in the federal and state legal and
regulatory environment, significant underperformance in our portfolio of outstanding loans, and competition in our markets. Management
undertakes no obligation to update or revise forward-looking statements to reflect changed assumptions, the occurrence of unanticipated events
or changes to future operating results over time.

Overview

Renasant Corporation (formerly known as The Peoples Holding Company and referred to herein as the �Company�, �we,� �our,� or �us�), a Mississippi
corporation, owns and operates Renasant Bank (formerly known as The Peoples Bank & Trust Company), a Mississippi-chartered bank with
operations in Mississippi, Tennessee and Alabama, and Renasant Insurance, Inc. (formerly known as The Peoples Insurance Agency, Inc.), a
Mississippi corporation with operations in Mississippi. Renasant Insurance, Inc. is a wholly owned subsidiary of Renasant Bank. The Company
has full service offices located throughout north Mississippi, southwest Tennessee and north Alabama.

On July 1, 2004, we completed our acquisition of Renasant Bancshares, Inc. (�Renasant Bancshares�), the parent company of Renasant Bank of
Tennessee, and expanded our footprint into Tennessee. Renasant Bank of Tennessee became one of our subsidiaries as a result of our acquisition
of Renasant Bancshares. In order to simplify our operations and reduce costs, on March 31, 2005, Renasant Bank of Tennessee merged into
Renasant Bank, with Renasant Bank surviving the merger. On January 1, 2005, we completed our acquisition of Heritage Financial Holding
Corporation (�Heritage�), the parent company of Heritage Bank, and expanded our footprint into Alabama. On that date, Heritage merged into the
Company, and Heritage Bank merged into Renasant Bank. The Company and Renasant Bank, respectively, survived the mergers. The financial
condition and results of operations for both acquisitions are included in the Company�s financial statements since the date of the relevant
acquisition.

On July 24, 2006, the Company announced a three-for-two stock split in the form of a stock dividend payable on August 28, 2006 to
shareholders of record as of August 11, 2006. As a result of the stock split, the Company issued 5,744,010 shares of its common stock. Share
and per share amounts included herein have been restated to reflect the three-for-two stock split.

Financial Condition

Total assets for the Company increased to $2,530,892 on September 30, 2006 from $2,397,702 on December 31, 2005, representing an increase
of 5.55%.

Cash and cash equivalents decreased $20,097 from $95,863 at December 31, 2005 to $75,766 at September 30, 2006. Cash and cash equivalents
represented 2.99% of total assets at September 30, 2006 compared to 4.00% of total assets at December 31, 2005. Our investment portfolio
increased to $438,287 at September 30, 2006 from $399,034 at December 31, 2005 as we used excess funds from the generation of deposits for
investment purposes.

Mortgage loans held for sale were $32,134 at September 30, 2006 compared to $33,496 at December 31, 2005. The Company was able to
maintain consistent levels of mortgage originations in an environment in which overall mortgage activity began to slow as compared to prior
years. Originations of mortgage loans to be sold totaled $334,795 for the first nine months of 2006 as compared to $327,305 for same period in
2005. Mortgage loans to be sold are locked in at a contractual rate with third party private investors, and the Company is obligated to sell the
mortgages to such investors only if the mortgages are closed and funded. Gains and losses are realized at the time
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consideration is received from the sale of the loans and all other criteria for sales treatment have been met. These loans are typically sold within
thirty days after the loan is funded. Although some interest income is derived from mortgage loans held for sale, the main source of income is
gains from the sale of mortgage loans in the secondary market.

The loan balance, net of unearned income, at September 30, 2006 was $1,761,842, representing an increase of $115,619 from $1,646,223 at
December 31, 2005.

The growth in loans during the first nine months of 2006 is primarily attributable to loan production from our Tennessee and Alabama regions.
Loans in the Tennessee and Alabama regions grew $53,714 and $53,947, respectively, during the first nine months of 2006 compared to the
respective balances at December 31, 2005. Loans in the Mississippi region grew $7,958 during this same period. We expect future loan growth
to be primarily from the Tennessee and Alabama regions and from certain key markets within the Mississippi region. The table below sets forth
loans outstanding, according to loan type, net of unearned income.

September 30,

2006
December 31,

2005
Commercial, financial, agricultural $ 231,361 $ 226,203
Lease financing 4,617 7,469
Real estate � construction 234,667 169,543
Real estate � 1-4 family mortgages 614,143 566,455
Real estate � commercial mortgages 599,314 597,273
Installment loans to individuals 77,740 79,280

Total loans, net of unearned income $ 1,761,842 $ 1,646,223

Loan concentrations are considered to exist when there are amounts loaned to a large number of borrowers engaged in similar activities who
would be similarly impacted by economic or other conditions. At September 30, 2006, we had no significant concentrations of loans other than
those presented in the categories in the table above.

Intangible assets decreased $2,072 to $98,760 at September 30, 2006 from $100,832 at December 31, 2005. The decrease reflects the
amortization of finite-lived intangible assets recorded in connection with the Heritage and Renasant Bancshares acquisitions and an adjustment
to goodwill from tax benefits associated with the exercise of stock options assumed in connection with these acquisitions. The core deposits
intangible and noncompete agreements are being amortized over their estimated useful lives which range from five to ten years.

Total deposits increased $116,963 to $1,985,414 at September 30, 2006 from $1,868,451 on December 31, 2005. Non-interest bearing deposits
grew 2.99% to $257,764 at September 30, 2006 compared to $250,270 at December 31, 2005. Interest bearing deposits increased $109,469 to
$1,727,650 at September 30, 2006 from $1,618,181 at December 31, 2005. During the first quarter of 2006, we experienced an $92,236 increase
in interest bearing public-fund transactional accounts as government agencies received proceeds from tax collections. The growth in public fund
transactional accounts allowed management to more selectively price its other deposit products. As government agencies utilize the funds
deposited in public fund transaction accounts, the balance of these accounts has decreased, and management expects funds held in these accounts
to continue to decrease through the remainder of the year.

Total borrowings consists of federal funds purchased, advances from the Federal Home Loan Bank (�FHLB�), subordinated debentures and other
borrowings. Total borrowings were $264,982 at September 30, 2006 compared to $266,505 at December 31, 2005. FHLB advances decreased
$43,848 to $147,633 at September 30, 2006 compared to $191,481 at December 31, 2005. We typically utilize advances from the FHLB to
mitigate interest rate risk on our loan portfolio by match-funding FHLB borrowings against long term fixed rate loans. This decrease was offset
by a $47,300 increase in federal funds purchased.

Shareholders� equity increased 6.45% to $250,622 at September 30, 2006 compared to $235,440 at December 31, 2005. Factors contributing to
the change in shareholders� equity include current year earnings offset by dividends and changes in other comprehensive income.
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Results of Operations � Third Quarter of 2006 as Compared to the Third Quarter of 2005

Summary

Net income for the three month period ended September 30, 2006 was $6,632, an increase of $307, or 4.85%, from net income of $6,325 for the
same period in 2005. Basic earnings per share were $0.43 and diluted earnings per share were $0.42 for the three month period ended
September 30, 2006, as compared to basic earnings per share of $0.41 and diluted earnings per share of $0.40 for the comparable period a year
ago.

Net Interest Income

Net interest income is the difference between interest earned on earning assets and the cost of interest-bearing liabilities, which are two of the
largest components contributing to our net income. The primary concerns in managing net interest income are the mix and the repricing of
rate-sensitive assets and liabilities. While the current interest rate environment has been unfavorable for net interest income, several factors have
lessened the impact on the Company of the interest rate environment, including growth in variable-rate loans, risk-based loan pricing, and a shift
from time deposits to less costly transaction deposits.

Net interest income grew 9.95% to $21,703 for the third quarter of 2006 compared to $19,739 for the same period in 2005 due to loan growth.
On a tax equivalent basis, net interest margin for the three month period ended September 30, 2006 was 4.02% compared to 3.94% for the same
period in 2005. Net interest income for the third quarter of 2006 includes $527 in interest income related to certain Heritage loans accounted for
under American Institute of Certified Public Accountants Statement of Position 03-3 (�SOP 03-3�). The additional interest income from these
loans was due to increased cash flows that exceeded initial estimates. This additional interest income increased net interest margin by 9 basis
points for the third quarter of 2006. The Company did not record any additional interest income associated with loans accounted for under SOP
03-3 during the third quarter of 2005.

Interest income grew 23.61% to $40,070 for the third quarter of 2006 from $32,417 for the same period in 2005. The growth in interest income
was driven by changes in volume and in rate. The average balance of interest earning assets for the three months ending September 30, 2006
increased $153,835 as compared to the same period in 2005 due primarily to the aforementioned loan growth. During this same period, the tax
equivalent yield on earning assets increased 93 basis points to 7.29%.

Interest expense increased $5,689 to $18,367 for the three months ended September 30, 2006 as compared to $12,678 for the same period in
2005. This increase resulted from the growth in interest bearing deposits, as well as the increase in the cost of all interest-bearing liabilities. The
average balance of interest bearing deposits at September 30, 2006 increased $159,447 as compared to the same period in 2005. The cost of
interest bearing deposits increased 105 basis points to 3.44% for the third quarter of 2006 compared to 2.39% for the same period in 2005.
Overall, the cost of interest-bearing liabilities increased 100 basis points to 3.70% for the third quarter of 2006 from 2.70% for the same period
in 2005.

Noninterest Income

Noninterest income was $11,713 for the three month period ended September 30, 2006 compared to $10,244 for the same period in 2005, an
increase of 14.34%.

Service charges on deposits were $4,686 for the third quarter of 2006, an increase of 7.53% over $4,358 for the same period in 2005. Service
charges represent the largest component of noninterest income. Overdraft fees were $4,085 for the three month period ended September 30,
2006, an increase of $371, or 9.99%, compared to the same period in 2005. The amount of the fee charged for overdrafts remained the same
throughout the third quarter of 2005 and the third quarter of 2006.

Fees and commissions include fees charged for both deposit services and loan services. Fees and commissions were $3,662 and $2,853 for the
three month periods ended September 30, 2006 and 2005, respectively. Fees charged for loan services increased $538 to $2,218 for the third
quarter of 2006 compared to $1,679 for the same period in 2005. This increase reflects the loan growth the Company has achieved over the same
period. Interchange
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fees on debit card transactions continue to be a strong source of noninterest income. For the third quarter, fees associated with debit card usage
were $910, up 32.29% from the same period in 2005. The Company also provides specialized products and services to our customers.
Specialized products include fixed and variable annuities, mutual funds, and stocks offered through a third party provider. Fixed annuities
consist of a line of twelve products. We use six insurance carriers, all of which have an A. M. Best rating of an �A� or better. Mutual funds offered
by the Company originate primarily from five fund families. Revenues generated from the sale of all of these products totaled $250 for the third
quarter of 2006 compared to $234 for the same period in 2005. Revenues from these products are included in the Condensed Consolidated
Statements of Income in the account line �Fees and commissions.�

Our emphasis on specialized products and services is designed to better serve the needs of our clients. The trust department within the Financial
Services division operates on a custodial basis which includes administration of benefit plans, accounting and money management for trust
accounts. The trust department manages a number of trust accounts inclusive of personal and corporate benefit accounts, self-directed IRA�s, and
custodial accounts. Fees for managing these accounts are generated based on the contractual terms of the accounts. Trust revenue for the third
quarter of 2006 was $630 as compared to $613 for the same period of 2005. The market value of assets under management as of September 30,
2006 was $527,702, an increase of approximately $86,888 from the prior year.

Gains from sales of mortgage loans increased to $1,029 for the three months ended September 30, 2006 compared to $766 for the same period in
2005. Originations of mortgage loans to be sold totaled $125,183 for the third quarter of 2006 as compared to $122,465 for same period in 2005.

Noninterest Expense

Noninterest expense was $23,045 for the three month period ended September 30, 2006 compared to $20,564 for the same period in 2005, an
increase of $2,481.

Salaries and employee benefits for the three month period ended September 30, 2006 were $13,013, which is $1,317 greater than the same
period last year. The increase in salaries and employee benefits is due to normal annual salary increases which were effective March 2006, an
increase in incentive and performance benefits, and an increase in staff for three new full-service banking locations opened since the second
quarter of 2005.

Data processing costs for the three month period ended September 30, 2006 were $1,122, an increase of $156 compared to the same period last
year. Net occupancy expense and equipment expense for the three month period ended September 30, 2006 increased $568 to $2,788 over the
comparable period for the prior year primarily due to our de novo branch office efforts. Since the second quarter of 2005, the Company has
opened new full service branches in Oxford, Mississippi, and East Memphis and Collierville, Tennessee.

Amortization of intangible assets decreased to $398 for the three months ended September 30, 2006 compared to $557 for the same period in
2005. Intangible assets are amortized over their estimated useful lives, which range between five and ten years.

Noninterest expense as a percentage of average assets was 3.63% for the three month period ended September 30, 2006 and 3.47% for the
comparable period in 2005. We anticipate a continued positive impact on future noninterest expense through our investments in personnel and
technology, and continued use of programs such as High Performance Checking throughout our growth markets in Mississippi, Alabama and
Tennessee. The net overhead ratio was 1.80% and 1.74% for the third quarter of 2006 and 2005, respectively. The net overhead ratio is defined
as noninterest expense less noninterest income, expressed as a percent of average assets. Our efficiency ratio (net interest income and noninterest
income divided by noninterest expense) increased to 67.26% for the three month period ended September 30, 2006 compared to 66.73% for the
same period of 2005.

Income tax expense was $2,839 for the three month period ended September 30, 2006 (with an effective tax rate of 29.98%), compared to
$2,261 (with an effective tax rate of 26.33%) for the same period in 2005. We continually seek investing opportunities in assets, primarily
through state and local investment securities, whose earnings are given favorable tax treatment.
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Results of Operations � Nine Months Ended September 30, 2006 as Compared to the Nine Months Ended September 30, 2005

Summary

Net income for the nine month period ended September 30, 2006 was $20,176, an increase of $2,185, or 12.14%, from net income of $17,991
for the same period in 2005. Basic earnings per share were $1.30 and diluted earnings per share were $1.27 for the nine month period ended
September 30, 2006, as compared to basic earnings per share of $1.16 and diluted earnings per share of $1.15 for the comparable period a year
ago.

Net Interest Income

Net interest income grew 6.12% to $63,153 for the nine months ended September 30, 2006 compared to $59,512 for the same period in 2005 due
to loan growth and excess funds held in short-term investments. On a tax equivalent basis, net interest margin for the nine month period ended
September 30, 2006 declined to 3.99% compared to 4.02% for the same period in 2005. Net interest income for the first nine months of 2006
includes $910 in interest income related to certain Heritage loans accounted for under SOP 03-3 as compared to $1,147 in interest income from
similar loans for the first nine months of 2005. This additional interest income increased net interest margin by 6 and 7 basis points for the first
nine months of 2006 and 2005, respectively.

Interest income grew 21.23% to $113,484 for the nine month period ended September 30, 2006 from $93,612 for the same period in 2005. The
growth in interest income was driven by changes in volume and in rate. The average balance of interest earning assets at September 30, 2006
increased $139,174 as compared to the same period in 2005. During this same period, the tax equivalent yield on earning assets increased 81
basis points to 7.05%.

Interest expense increased $16,231 to $50,331 for the nine months ended September 30, 2006 as compared to $34,100 for the same period in
2005. The increase was due to increases in both the balance of interest bearing deposits and the cost of all interest bearing liabilities. The average
balance of interest bearing deposits at September 30, 2006 increased $194,299 as compared to the same period in 2005. The cost of interest
bearing deposits increased 104 basis points to 3.19% for the nine months ended September 30, 2006 compared to 2.15% for the same period in
2005. Overall, the cost of interest-bearing liabilities increased 98 basis points to 3.44% for the nine months ended September 30, 2006 from
2.46% for the same period in 2005.

Noninterest Income

Noninterest income was $34,179 for the nine month period ended September 30, 2006 compared to $30,098 for the same period in 2005, an
increase of 13.56%.

Service charges on deposits were $13,637 for the nine month period ended September 30, 2006, an increase of 9.98% over $12,399 for the same
period in 2005. Overdraft fees were $11,739 for the nine month period ended September 30, 2006, an increase of $1,308, or 12.54%, compared
to the same period in 2005. The amount of the fee charged for overdrafts remained the same throughout the nine months ended September 30,
2005 and the same period in 2006.

Fees and commissions for both deposit services and loan services were $10,324 and $8,323 for the nine month periods ended September 30,
2006 and 2005, respectively. Fees charged for loan services increased $1,134 to $6,034 for the nine months ended September 30, 2006 compared
to the same period in 2005. This increase resulted from the loan growth the Company has achieved over the same period. For the nine months
ending September 30, 2006, fees associated with debit card usage were $2,675, up 33.62% from the same period in 2005. Revenues generated
from the sale of all specialized products, as detailed above in the discussion of our results for the three months ended September 30, 2006,
totaled $796 for the first nine months of 2006 compared to $698 for the same period in 2005. Revenue generated by the trust department for
managing accounts, as described above in the discussion of our results for the three month period ended September 30, 2006, was $1,890 for the
nine month period ended September 30, 2006 as compared to $1,849 for the same period of 2005.

16

Edgar Filing: RENASANT CORP - Form 10-Q

Table of Contents 19



Table of Contents

Gains from sales of mortgage loans increased to $2,463 for the nine months ended September 30, 2006 compared to $2,132 for the same period
in 2005. Originations of mortgage loans to be sold totaled $334,795 for the first nine months of 2006 as compared to $327,305 for same period
in 2005.

Other noninterest income for the nine months ending September 30, 2006 includes a $558 gain recognized on the early repayment of an FHLB
advance which was called in February 2006 and a $439 nontaxable death benefit from life insurance. In comparison, other noninterest income
for the nine months ending September 30, 2005 includes $264 from the sale of our Pulse network to Discover.

Noninterest Expense

Noninterest expense was $66,995 for the nine month period ended September 30, 2006 compared to $62,383 for the same period in 2005, an
increase of $4,612.

Salaries and employee benefits for the nine month period ended September 30, 2006 were $37,526, which is $2,851 greater than the same period
last year and is due to annual salary increases, an increase in incentive and performance benefits, and an increase in staff for the aforementioned
three new full-service banking locations.

Data processing costs for the nine month period ended September 30, 2006 were $3,157, an increase of $185 compared to the same period last
year. Net occupancy expense and equipment expense for the nine month period ended September 30, 2006 increased $1,215 to $8,262 over the
comparable period for the prior year primarily due to our de novo branch office efforts, as discussed above.

Amortization of intangible assets decreased to $1,243 for the nine months ended September 30, 2006 compared to $1,714 for the same period in
2005.

Noninterest expense as a percentage of average assets was 3.60% for the nine month period ended September 30, 2006 and 3.56% for the
comparable period in 2005. The net overhead ratio was 1.77% and 1.85% for the first nine months of 2006 and 2005, respectively. Our
efficiency ratio improved to 67.11% for the nine month period ended September 30, 2006 compared to 67.73% for the same period of 2005. The
improvements in the net overhead and efficiency ratios were due to the additional noninterest income from the gain on early extinguishment of
debt and the death benefit from life insurance described above, as well as from operating efficiencies and income opportunities provided in our
new markets of Tennessee and Alabama.

Income tax expense was $8,553 for the nine month period ended September 30, 2006 (with an effective tax rate of 29.77%), compared to $6,958
(with an effective tax rate of 27.89%) for the same period in 2005.

Allowance and Provision for Loan Losses

The provision for loan losses charged to operating expense is an amount which, in the judgment of management, is necessary to maintain the
allowance for loan losses at a level that is adequate to meet the inherent risks of losses on our current portfolio of loans. The appropriate level of
the allowance is based on a quarterly analysis of the loan portfolio which includes consideration of such factors as the risk rating of individual
credits, the size and diversity of the portfolio, economic conditions, prior loss experience, and the results of periodic credit reviews by internal
loan review and regulators.

Nonperforming loans (accruing loans past due 90 days or more and nonaccrual loans) as a percentage of total loans were .46% at September 30,
2006 compared to .45% at September 30, 2005. Nonaccrual loans at September 30, 2006, were $6,264, up $2,461 as compared to the balance at
September 30, 2005. Loans past due 90 days or more still accruing interest decreased $1,600 to $1,798 at September 30, 2006 compared to
$3,398 at September 30, 2005. During 2006, we placed a single credit relationship totaling approximately $3.8 million on nonaccrual status. At
September 30, 2006, this one credit relationship accounted for 48.13% of total nonperforming loans. We have evaluated this loan and other loans
classified as nonperforming and concluded at September 30, 2006 that these loans have been adequately reserved for in the allowance for loan
losses.
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The provision for loan losses was $900 and $833 for the three months ended September 30, 2006 and 2005, respectively. For the third quarter of
2006, net charge-offs were $590, or 0.13% annualized as a percentage of average loans compared to net charge-offs for the same period in 2005
of $465, or 0.11% annualized.

For the nine months ending September 30, 2006, we recorded a provision for loan losses of $1,608 as compared to $2,278 for the same period in
2005. Net charge-offs were $671, or .05% annualized as a percentage of average loans, for the first nine months of 2006 as compared to $2,431,
or .20% annualized, for the same period in 2005. During the second quarter of 2006, we recovered $875 on two loans previously charged-off by
Heritage prior to its acquisition by us.

In determining the amount of provision to charge to current period operations, management considers the risk rating of individual credits, the
size and diversity of the loan portfolio, current trends in net charge-offs, trends in non-performing loans, trends in past due loans and current
economic conditions in the markets in which we operate.

The allowance for loan losses as a percentage of loans was 1.10% at September 30, 2006 as compared to 1.12% at December 31, 2005, and
1.15% at September 30, 2005. The reduction of the allowance for loan losses as a percentage of loans was primarily due to growth in the loan
portfolio.

The table below presents information and ratios regarding loans, net charge-offs, the allowance for loan losses and nonperforming loans.

2006 2005
3rd

Quarter
2nd

Quarter
1st

Quarter
4th

Quarter
3rd

Quarter
2nd

Quarter
1st

Quarter
Balance at beginning of period $ 18,990 $ 18,473 $ 18,363 $ 18,448 $ 18,080 $ 18,012 $ 14,403
Addition from acquisitions �  �  �  16 �  �  4,198
Loans charged-off 896 379 1,034 897 655 921 1,413
Recoveries of loans previously charged-off (306) (1,256) (76) (84) (190) (141) (227)

Net charge-offs 590 (877) 958 813 465 780 1,186
Provision for loan losses 900 (360) 1,068 712 833 848 597

Balance at end of period $ 19,300 $ 18,990 $ 18,473 $ 18,363 $ 18,448 $ 18,080 $ 18,012

Nonaccruing loans $ 6,264 $ 5,978 $ 2,509 $ 3,984 $ 3,803 $ 4,157 $ 3,807
Accruing loans 90 days past due or more 1,798 1,745 1,546 2,306 3,398 2,292 3,002

Total nonperforming loans 8,062 7,723 4,055 6,290 7,201 6,449 6,809
Other real estate owned and repossessions 3,502 3,697 3,922 4,299 6,646 7,114 7,232

Total nonperforming assets $ 11,564 $ 11,420 $ 7,977 $ 10,589 $ 13,847 $ 13,563 $ 14,041

Allowance for loan losses to total loans 1.10% 1.10% 1.11% 1.12% 1.15% 1.14% 1.14%
Reserve coverage ratio 239.39 245.89 455.56 291.94 256.19 280.35 264.53
Annualized net charge-offs to average loans 0.13 (0.20) 0.23 0.19 0.11 0.19 0.31
Nonperforming loans to total loans 0.46 0.45 0.24 0.38 0.45 0.40 0.43
Nonperforming assets to total assets 0.46 0.46 0.32 0.44 0.58 0.58 0.61
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The table below presents net charge-offs (recoveries) by loan type for the three and nine month periods ending September 30, 2006 and 2005:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2006 2005 2006 2005
Commercial, financial, agricultural $ 57 $ 127 $ (26) $ 397
Lease financing �  �  �  �  
Real estate � construction 13 (2) 110 113
Real estate � 1-4 family mortgages 336 269 1,190 1,422
Real estate � commercial mortgages 127 37 (718) 141
Installment loans to individuals 57 34 115 358

Total loans, net of unearned income $ 590 $ 465 $ 671 $ 2,431

The following table quantifies the amount of the specific reserves component of the allowance for loan losses and the amount of the allowance
determined by applying allowance factors to graded loans as of September 30, 2006, and December 31, 2005:

September 30,

2006
December 31,

2005
Specific reserves $ 4,010 $ 3,985
Allocated reserves based on loan grades 15,290 14,378
Unallocated reserves �  �  

Total reserves $ 19,300 $ 18,363

Liquidity and Capital Resources

Liquidity management is the ability to meet the cash flow requirements of customers who may be either depositors wishing to withdraw funds or
borrowers needing assurance that sufficient funds will be available to meet their credit needs. Our strategy in choosing funds is focused on
attempting to mitigate interest rate risk, and thus we utilize funding sources that are commensurate with the interest rate risk associated with the
assets. We constantly monitor our funds position and evaluate the effect various funding sources have on our financial position.

Deposits are our primary source of funds used to meet cash flow needs. While we do not control the types of deposit instruments our clients
choose, we do influence those choices with the rates we offer and with the deposit products we offer. Understanding the competitive pressures
on deposits is key to maintaining the ability to acquire and retain these funds in a variety of markets. When evaluating the movement of these
funds, even during large interest rate changes, it is essential that we continue to attract deposits that can be used to meet cash flow needs.
Management continues to monitor the liquidity and volatility liabilities ratios to ensure compliance with Asset-Liability Committee targets. Total
deposits increased $116,963 to $1,985,414 at September 30, 2006 from $1,868,451 on December 31, 2005.

Our securities portfolio is another alternative for meeting liquidity needs. These assets have readily available markets that offer conversions to
cash as needed. Other sources available for meeting liquidity needs include federal funds purchased and advances from the FHLB. Interest is
charged at the market federal funds rate on federal funds purchased and FHLB advances. At September 30, 2006, we had $47,300 outstanding in
federal funds purchased. We utilized federal funds purchased to replace FHLB advances which had matured. Funds obtained from the FHLB are
used primarily to match-fund real estate loans and other longer-term fixed rate loans in order to minimize interest rate risk; FHLB advances may
also be used to meet day to day liquidity needs. The use of federal funds purchased was predicated by the Company�s strategy to use short term
funding due to anticipated changes in interest rates and the ability to replace these borrowed funds with expected deposit growth. The total
amount of remaining credit available to us from the FHLB at September 30, 2006 was $572,829. As of September 30, 2006, our outstanding
balance with the FHLB was $147,633 compared to $191,481 at December 31, 2005. We also maintain lines of credits with other commercial
banks totaling $35,000. These are unsecured lines of credit maturing at various times within the next twelve months. At September 30, 2006,
there were no amounts outstanding under these lines of credit.
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For the nine months ended September 30, 2006, our total cost of funds, including noninterest bearing demand deposit accounts, was 3.03%, up
from 2.19% for the same period in 2005. The increase in total cost of funds is a result of competitive pressures in our Alabama and Tennessee
markets and increases in short-term borrowing rates. Noninterest bearing demand deposit accounts made up approximately 11.80% of our
average total deposits and borrowed funds at September 30, 2006 as compared to 11.18% at September 30, 2005. Interest bearing transaction
accounts, money market accounts and savings accounts made up approximately 33.80% of our average total deposits and borrowed funds and
had an average cost of 2.09%, compared to 32.29% of the average total deposits and borrowed funds with an average cost of 1.16% for the same
period in 2005. Another significant source of funds was time deposits, making up 43.73% of the average total deposits and borrowed funds with
an average cost of 4.04% for the nine months ended September 30, 2006, compared to 40.78% of the average total deposits and borrowed funds
with an average cost of 2.93% for the same period in 2005. FHLB advances made up approximately 6.80% of our average total deposits and
borrowed funds with an average cost of 4.41%, compared to 6.67% of the average total deposits and borrowed funds with an average cost of
3.42% for the same period in 2005.

Cash and cash equivalents were $75,766 at September 30, 2006 compared to $95,863 at December 31, 2005. Cash used in investing activities for
the nine months ended September 30, 2006 was $160,091 compared to $70,149 for the same period of 2005. The primary contribution to this
increase was due to investment securities purchases of $111,462 and a net increase in loans of $119,102. Proceeds from the sale and maturity of
our investment security portfolio for the nine months ended September 30, 2006 was $72,594.

Cash provided by financing activities for the nine months ended September 30, 2006 was $110,722 compared to $82,722 for the same period of
2005. Cash flows from the generation of deposits were $116,963 for the nine months ended September 30, 2006 compared to $118,678 for the
same period in 2005. Cash provided from the generation of deposits for the nine months ended September 30, 2006 was used primarily to fund
the $119,102 in loan growth and reduce FHLB advances by $43,181.

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

Quantitative measures established by regulation to ensure capital adequacy require us to maintain minimum balances and ratios. All banks are
required to have core capital (Tier I) of at least 4% of risk-weighted assets, Tier I leverage of 4% of average assets, and total capital of 8% of
risk-weighted assets (as such ratios are defined in Federal regulations). As of September 30, 2006, we met all capital adequacy requirements to
which we are subject. As of September 30, 2006, the most recent notification from the Federal Deposit Insurance Corporation categorized us as
well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, we must maintain minimum
total risk-based, Tier I risk-based, and Tier I leverage ratios of 10%, 6%, and 5%, respectively. In the opinion of management, there are no
conditions or events since the last notification that have changed our rating as well capitalized.

The following table includes our capital ratios and the capital ratios of our banking subsidiary as of September 30, 2006:

Consolidated Bank
Tier I Leverage (to average assets) 8.93% 8.69%
Tier I Capital (to risk-weighted assets) 11.54% 11.23%
Total Capital (to
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