
FIDELITY SOUTHERN CORP
Form 10-K
March 17, 2011

Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-K

1



Table of Contents

UNITED STATES
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Commission File Number 001-34981
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Securities registered pursuant to Section 12(g) of the Act:
Common Stock, without stated par value

     Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes o No þ
     Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes o No þ
     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 þ No o
     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
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o
     Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o
     Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer, or a smaller reporting company. See definition of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller reporting
company þ

(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 o No þ
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     The aggregate market value of the common equity held by non-affiliates of the registrant (assuming for these
purposes, but without conceding, that all executive officers and directors are �affiliates� of the registrant) as of June 30,
2010 (based on the average bid and ask price of the Common Stock as quoted on the NASDAQ National Market
System on June 30, 2010), was $44,163,154.
     At March 3, 2011, there were 10,776,281 shares of Common Stock outstanding, without stated par value.

DOCUMENTS INCORPORATED BY REFERENCE
     Portions of the registrant�s Annual Report to Shareholders for fiscal year ended December 31, 2010, are
incorporated by reference into Part II. Portions of the registrant�s definitive Proxy Statement for the 2011 Annual
Meeting of Shareholders are incorporated by reference into Part III.
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PART I
Item 1. Business
General
          Fidelity Southern Corporation (�FSC� or �Fidelity�) is a bank holding company headquartered in Atlanta, Georgia.
We conduct operations primarily though Fidelity Bank, a state chartered wholly-owned subsidiary bank (the �Bank�).
The Bank was organized as a national banking corporation in 1973 and converted to a Georgia chartered state bank in
2003. LionMark Insurance Company (�LIC�) is a wholly-owned subsidiary of FSC and is an insurance agency offering
consumer credit related insurance products. FSC also owns five subsidiaries established to issue trust preferred
securities. The �Company�, �we� or �our�, as used herein, includes FSC and its subsidiaries, unless the context otherwise
requires.
          At December 31, 2010, we had total assets of $1.945 billion, total loans of $1.613 billion, total deposits of
$1.613 billion, and shareholders� equity of $140.5 million.
Forward-Looking Statements
          This report on Form 10-K may include 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, that reflect
our current expectations relating to present or future trends or factors generally affecting the banking industry and
specifically affecting our operations, markets and services. Without limiting the foregoing, the words �believes,�
�expects,� �anticipates,� �estimates,� �projects,� �intends,� and similar expressions are intended to identify forward-looking
statements. These forward-looking statements are based upon assumptions we believe are reasonable and may relate
to, among other things, the difficult economic conditions and the economy�s impact on operating results, credit quality,
liquidity, capital, the adequacy of the allowance for loan losses, changes in interest rates, and litigation results. These
forward-looking statements are subject to risks and uncertainties. Actual results could differ materially from those
projected for many reasons, including without limitation, changing events and trends that have influenced our
assumptions.
          These trends and events include (1) risks associated with our loan portfolio, including difficulties in maintaining
quality loan growth, greater loan losses than historic levels, the risk of an insufficient allowance for loan losses, and
expenses associated with managing nonperforming assets, unique risks associated with our construction and land
development loans, our ability to maintain and service relationships with automobile dealers and indirect automobile
loan purchasers, and our ability to profitably manage changes in our indirect automobile lending operations; (2) risks
associated with adverse economic conditions, including risk of a continued decline in real estate values in the Atlanta,
Georgia, metropolitan area and in eastern and northern Florida markets, conditions in the financial markets and
economic conditions generally and the impact of recent efforts to address difficult market and economic conditions; a
stagnant economy and its impact on operations and credit quality, the impact of a recession on our consumer loan
portfolio and its potential impact on our commercial portfolio, changes in the interest rate environment and their
impact on our net interest margin, and inflation; (3) risks associated with government regulation and programs,
including risks arising from the terms of the U.S. Treasury Department�s (the �Treasury�s�) equity investment in us, and
the resulting limitations on executive compensation imposed through our participation in the TARP Capital Purchase
Program, uncertainty with respect to future governmental economic and regulatory measures, including the ability of
the Treasury to unilaterally amend any provision of the purchase agreement we entered into as part of the TARP
Capital Purchase Program, the winding down of governmental emergency measures intended to stabilize the financial
system, and numerous legislative proposals to further regulate the financial services industry, the impact of and
adverse changes in the governmental regulatory requirements affecting us, and changes in political, legislative and
economic conditions; (4) the ability to maintain adequate liquidity and sources of liquidity; (5) our ability to maintain
sufficient capital and to raise additional capital; (6) the accuracy and completeness of information from customers and
our counterparties; (7) the effectiveness of our controls and procedures; (8) our ability to attract and retain skilled
people; (9) greater competitive pressures among financial institutions in our market; (10) failure to achieve the
revenue increases expected to result from our investments in our growth strategies, including our branch additions and
in our transaction deposit and lending businesses; (11) the volatility and limited trading of our common stock; and
(12) the impact of dilution on our common stock.
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          This list is intended to identify some of the principal factors that could cause actual results to differ materially
from those described in the forward-looking statements included herein and are not intended to represent a complete
list of all risks and uncertainties in our business. Investors are encouraged to read the risks discussed under �Item 1A. �
Risk Factors.�
Market Area, Products and Services
          The Bank provides an array of financial products and services for business and retail customers primarily
through 23 branches in Fulton, Dekalb, Cobb, Clayton, Gwinnett, Rockdale, Coweta, and Barrow Counties in
Georgia, a branch in Jacksonville, Duval County, Florida, and on the Internet at www.lionbank.com. The Bank�s
customers are primarily individuals and small and medium sized businesses located in Georgia. Mortgage and
construction loans are also provided through a branch in Jacksonville, Florida.
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Mortgage loans, automobile loans, and Small Business Administration (�SBA�) loans are provided through employees
located throughout the Southeast.
          The Bank is primarily engaged in attracting deposits from individuals and businesses and using these deposits
and borrowed funds to originate commercial and industrial loans, commercial loans secured by real estate, SBA loans,
construction and residential real estate loans, direct and indirect automobile loans, residential mortgage and home
equity loans, and secured and unsecured installment loans. The Bank offers business and personal credit card loans
through a third party agency relationship. Internet banking, including on-line bill pay, and Internet cash management
services are available to individuals and businesses, respectively. Additionally, the Bank offers businesses remote
deposit services, which allow participating companies to scan and electronically send deposits to the Bank for
improved security and funds availability. The Bank also provides international trade services. Trust services and
merchant services activities are provided through agreements with third parties. Investment services are provided
through an agreement with an independent broker-dealer.
          We have grown our assets, deposits, and business internally by building on our lending products, expanding our
deposit products and delivery capabilities, opening new branches, and hiring experienced bankers with existing
customer relationships in our market. We do not purchase loan participations from any other financial institution.

Deposits
          The Bank offers a full range of depository accounts and services to both individuals and businesses. As of
December 31, 2010, deposits totaled $1.613 billion, consisting of:

December 31, 2010 December 31, 2009
Amount % Amount %

(Dollars in millions)
Noninterest-bearing demand deposits $ 186 11.5% $ 158 10.2%
Interest-bearing demand deposits and money market
accounts

428 26.5 252 16.2

Savings deposits 398 24.7 441 28.4
Time deposits ($100,000 or more) 246 15.3 257 16.6
Other time deposits 293 18.2 344 22.2
Brokered time deposits 62 3.8 99 6.4

Total $ 1,613 100.0% $ 1,551 100.0%

          During 2010, the Bank continued a marketing program to increase the number and volume of our personal and
business demand deposit accounts with the goals of building relationships with existing customers, adding new
customers, increasing transaction accounts, and helping manage our cost of funds. We believe the marketing program
has been a contributing factor to the growth in the Bank�s core deposits in 2010. Based on the success of this program,
the Bank intends to continue this marketing program during 2011.

Lending
          The Bank�s primary lending activities include commercial loans to small and medium sized businesses, SBA
sponsored loans, consumer loans (primarily indirect automobile loans), construction loans, and residential real estate
loans. Commercial lending consists of the extension of credit for business purposes, primarily in the Atlanta
metropolitan area. SBA loans, originated in the Atlanta metropolitan area and throughout the Southeast, are primarily
made through the Bank�s SBA loan production offices located in Georgia, Tennessee, Florida, North Carolina and
Texas. Indirect loans are originated in Georgia, Florida, North Carolina, South Carolina, Alabama, Mississippi,
Virginia and Tennessee. The Bank offers direct installment loans to consumers on both a secured and unsecured basis.
Secured construction loans to homebuilders and developers and residential mortgages are primarily made in the
Atlanta, Georgia, and Jacksonville, Florida, metropolitan areas. The loans are generally secured by first liens on real
estate mortgages.
          As of December 31, 2010, the Bank had total loans outstanding, including loans held-for-sale, consisting of:
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Total
Loans Held-for-Sale Loans

(In millions)
Commercial, financial and agricultural $ 103 $ 1 $ 102
Real estate � mortgage�commercial 367 15 352
Real estate � construction 125 8 117
Real estate � mortgage�residential 295 156 139
Consumer installment loans 723 30 693

Total $ 1,613 $ 210 $ 1,403
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          The loan categories in the above schedule are based on certain regulatory definitions and classifications. Certain
of the following discussions are in part based on the Bank defined loan portfolios and may not conform to the above
classifications.

Commercial and Industrial Lending
          The Bank originates commercial and industrial loans, which include certain SBA loans comprised of partially
guaranteed loans and other credit enhanced loans that are generally secured by business property such as inventory,
equipment and accounts receivable. All commercial loans are evaluated for the adequacy of repayment sources at the
time of approval and are regularly reviewed for any deterioration in the ability of the borrower to repay the loan. In
most instances, collateral is required to provide an additional source of repayment in the event of default by the
borrower. The amount and type of the collateral vary from loan to loan depending on the purpose of the loan, the
financial strength of the borrower, and the amount and terms of the loan. In general, the Bank additionally requires
personal guarantees on these loans.

Commercial Real Estate Lending
          The Bank engages in commercial real estate lending through direct originations. The Bank does not purchase
loan participations from other banks. The Bank�s primary focus is on originating owner-occupied loans to finance real
estate out of which an individual or company will operate their business. Non-owner occupied real estate loans for
investment purposes are made on a selective basis and only where the borrowers or guarantors add substantial support
to their credit. Loans where the sole source of repayment is derived from the project, or where the absence of the
project�s success would call into question the ability of the borrower to service the debt, are avoided. The Bank�s
commercial real estate loans are made to individuals and to small and medium sized businesses to provide loan
diversification, to generate assets that are sensitive to fluctuations in interest rates, and to generate deposit and other
relationships. Commercial real estate loans are generally prime-based floating-rate loans or shorter-term (one to five
year) fixed-rate loans. Approximately 50% of our commercial real estate loans are owner occupied real estate loans.
At December 31, 2010, there was only one loan in the amount of $3.2 million for a retail shopping center. The
remaining non-owner occupied loans were made to established commercial customers for purposes other than retail
development.
          The Bank has a growing portfolio of SBA loans and SBA loans held-for-sale as a result of increased SBA loan
production. These loans are primarily commercial real estate related, with a portion of each loan guaranteed by the
SBA or with other credit enhancements provided by the government. The American Recovery and Reinvestment Act
appropriated $375 million nationwide to temporarily reduce fees and increase guarantees for loans made through the
SBA�s lending programs. In December of 2009, Congress appropriated an additional $125 million to extend the
incentives.

Indirect Automobile Lending
          The Bank purchases, on a nonrecourse basis, consumer installment contracts secured by new and used vehicles
purchased by consumers from franchised motor vehicle dealers and selected independent dealers located throughout
the Southeast. A portion of the indirect automobile loans the Bank originates is generally sold with servicing retained.
At December 31, 2010, we were servicing $172 million in loans we had sold, primarily to other financial institutions.
          During 2010, the Bank produced $464 million of indirect automobile loans, while profitably selling $63 million
to third parties with servicing retained. The balances in indirect automobile loans held-for-sale fluctuate from month
to month as pools of loans are developed for sale and due to normal monthly principal payments.

Consumer Lending
          The Bank�s consumer lending activity primarily consists of indirect automobile lending. The Bank also makes
direct consumer loans (including direct automobile loans), residential mortgage and home equity loans, and secured
and unsecured personal loans.

Real Estate Construction Lending
          The Bank originates real estate construction loans that consist primarily of one-to-four family residential
construction loans made to builders. Loan disbursements are closely monitored by management to ensure that funds
are being used strictly for the purposes agreed upon in the loan covenants. The Bank employs both internal staff and
external inspectors to ensure that requests for loan disbursements are substantiated by regular inspections and reviews.

Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-K

Table of Contents 9



Construction and development loans are similar to all residential loans in that borrowers are underwritten according to
their adequacy of repayment sources at the time of approval. Unlike conventional residential lending, however, signs
of deterioration in a construction loan or development loan customer�s ability to repay the loan are measured
throughout the life of the loan and not only at origination or when the loan becomes past due. In most instances, loan
amounts are limited to 80% of the appraised value upon completion of the construction project. The Bank originates
real estate construction loans throughout Atlanta, Georgia, and Jacksonville, Florida.
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Real Estate Mortgage Lending
          The Bank�s residential mortgage loan business focuses on one-to-four family properties. We offer Federal
Housing Authority (�FHA�), Veterans Administration (�VA�), and conventional and non-conforming residential mortgage
loans. The Bank operates our residential mortgage banking business from four locations in the Atlanta metropolitan
area and one location in Jacksonville, Florida. The Bank is an approved originator and servicer for the Federal Home
Loan Mortgage Corporation (�FHLMC�) and the Federal National Mortgage Association (�FNMA�), and is an approved
originator for loans insured by the Department of Housing and Urban Development (�HUD�).
          The balances of mortgage loans held-for-sale fluctuate due to economic conditions, interest rates, the level of
real estate activity, the amount of mortgage loans retained by the Bank, and seasonal factors. During 2010, we
originated approximately $1.2 billion in loans, while selling $1.2 billion to third parties.
          In January 2009, we hired 58 new employees in a major expansion of our mortgage division in Atlanta. At
December 31, 2010, we employed 153 employees including 76 loan originators. The Bank primarily sells originated
residential mortgage loans and brokered loans to investors, retaining servicing on a significant amount of the sales.
Management expects mortgage banking division activity for 2011 to be comparable to 2010.

Credit Card Services
          The Bank offers business and personal credit cards through a third party agency relationship.

Brokerage Services
          The Bank offers a full array of brokerage products through an agreement with an independent full service
broker-dealer.

International Trade Services
          The Bank provides services to individuals and business clients to meet their international business requirements.
Letters of credit, foreign currency drafts, foreign and documentary collections, export finance, and international wire
transfers represent some of the services provided.

Investment Securities
          At December 31, 2010, we owned investment securities totaling $182 million. Management�s conservative
investment philosophy attempts to limit risk in the portfolio, which results in less yield through less risky investments
than would otherwise be available if we were more aggressive in our investment philosophy. Investment securities
include debt securities issued by agencies of the U.S. Government, mortgage backed securities issued by U.S.
Government agencies, bank qualified municipal bonds, and FHLB stock. During 2008, 2009 and 2010, the Bank did
not invest in any preferred stock of Fannie Mae or Freddie Mac, trust preferred obligations, collateralized mortgage
obligations (�CMO�s�), auction rate securities (�ARS�), or collateralized debt obligations (�CDO�s�).
Significant Operating Policies

Lending Policy
          The Board of Directors of the Bank has delegated lending authority to our management, which in turn delegates
lending authority to our loan officers, each of whom is limited as to the amount of secured and unsecured loans he or
she can make to a single borrower or related group of borrowers. As our lending relationships are important to our
success, the Board of Directors of our Bank has established loan approval committees and written guidelines for
lending activities. In particular, the Officers� Credit Committee reviews lending relationships with aggregate
relationship exposure exceeding $250,000. In addition, the Officers� Credit Committee approves all credit for
commercial loan relationships up to $5 million and for residential construction loan relationships up to $10 million.
The Loan and Discount Committee must approve all credit for commercial loan relationships exceeding $5 million
and all residential construction loan relationships exceeding $10 million. The Bank�s policy on calculating total
exposure to an entity or individual, or related group of entities or individuals is more encompassing than that required
under law and calls for the combining of all debt to all related entities regardless of the presence of independent
sources of repayment or other conditions that might otherwise allow a portion of debt to be excluded.
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The Bank�s written guidelines for lending activities require, among other things, that:

� secured loans be made to persons and companies who maintain depository relationships with the Bank and who
are well-established and have adequate net worth, collateral, and cash flow to support the loan;

� unsecured loans be made to persons who maintain depository relationships with the Bank and have significant
financial strength;

� real estate loans be secured by real property located primarily in Georgia or primarily in the Southeast for SBA
loans;

� working capital loans be repaid out of conversion of assets or earnings of the commercial borrower and that
such loans generally be secured by the assets of the commercial borrower; and

� loan renewal requests be reviewed in the same manner as an application for a new loan.
          Residential construction loans are made through the use of officer guidance lines, which are approved, when
appropriate, by the Bank�s Officers� Credit Committee or the Loan and Discount Committee. These guidance lines are
approved for established builders and developers with track records and adequate financial strength to support the
credit being requested. Loans may be for speculative starts or for pre-sold residential property to specific purchasers.

Loan Review and Nonperforming Assets
          The Bank�s Credit Review Department reviews the Bank�s loan portfolios to identify potential deficiencies and
recommends appropriate corrective actions. The Credit Review Department reviews more than 30% of the
commercial and construction loan portfolios and reviews 10% of the consumer loans originated annually. In 2010 we
reviewed more than 80% of the construction and commercial portfolios. The results of the reviews are presented to the
Bank�s Loan and Discount Committee on a monthly basis.
          The Bank maintains an allowance for loan losses, which is established and maintained through provisions
charged to operations. Such provisions are based on management�s evaluation of the loan portfolio, including loan
portfolio concentrations, current economic conditions, the economic outlook, past loan loss experience, adequacy of
underlying collateral, and such factors which, in management�s judgment, deserve consideration in estimating losses.
          Management also models the valuation of collateral dependent real estate loans and Other Real Estate (�ORE�)
based on the latest appraised value, trends of similar property values within the Bank�s market and the Bank�s own
observations and experience with similar properties. Loans are charged off when, in the opinion of management, such
loans are deemed to be uncollectible. Subsequent recoveries are added to the allowance.

Asset/Liability Management
          The Company�s Asset/Liability Committee (�ALCO�) manages on an overall basis the mix of and terms related to
the Company�s assets and liabilities. ALCO attempts to manage asset growth, liquidity, and capital in order to reduce
interest rate risk and maximize income. ALCO directs our overall acquisition and allocation of funds and reviews and
sets rates on deposits, loans, and fees.

Investment Portfolio Policy
          The Company�s investment portfolio policy is designed to maximize income consistent with liquidity, risk
tolerance, collateral needs, asset quality, regulatory constraints, and asset/liability objectives. The policy is reviewed at
least annually by the Boards of Directors of FSC and the Bank. The Boards of Directors are provided information on a
regular basis concerning significant purchases and sales of investment securities, including resulting gains or losses.
They are also provided information related to average maturity, Federal taxable equivalent yield, and appreciation or
depreciation by investment categories. The Board of Directors is responsible for the establishment, approval,
implementation, and annual review of interest rate risk management strategies, comprehensive policies, procedures,
and limits. Senior management is responsible for ensuring that board-approved strategies, policies, and procedures are
appropriately executed through a robust interest rate risk measurement process and systems to assess exposures.
Supervision and Regulation
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          The following is a brief summary of FSC�s and the Bank�s supervision and regulation as financial institutions and
is not intended to be a complete discussion of all NASDAQ Stock Market, state or federal rules, statutes and
regulations affecting their operations, or that apply generally to business corporations or NASDAQ listed companies.
Changes in the rules, statutes and regulations applicable to FSC and the Bank can affect the operating environment in
substantial and unpredictable ways.
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General
          We are a registered bank holding company subject to regulation by the Board of Governors of the Federal
Reserve System (the �Federal Reserve�) under the Bank Holding Company Act of 1956, as amended (the �Act�). We are
required to file annual and quarterly financial information with the Federal Reserve and are subject to periodic
examination by the Federal Reserve.
          The Act requires every bank holding company to obtain the Federal Reserve�s prior approval before (1) it may
acquire direct or indirect ownership or control of more than 5% of the voting shares of any bank that it does not
already control; (2) it or any of its non-bank subsidiaries may acquire all or substantially all of the assets of a bank;
and (3) it may merge or consolidate with any other bank holding company. In addition, a bank holding company is
generally prohibited from engaging in, or acquiring, direct or indirect control of the voting shares of any company
engaged in non-banking activities. This prohibition does not apply to activities listed in the Act or found by the
Federal Reserve, by order or regulation, to be closely related to banking or managing or controlling banks as to be a
proper incident thereto. Some of the activities that the Federal Reserve has determined by regulation or order to be
closely related to banking are:

� making or servicing loans and certain types of leases;

� performing certain data processing services;

� acting as fiduciary or investment or financial advisor;

� providing brokerage services;

� underwriting bank eligible securities;

� underwriting debt and equity securities on a limited basis through separately capitalized subsidiaries; and

� making investments in corporations or projects designed primarily to promote community welfare.
          Although the activities of bank holding companies have traditionally been limited to the business of banking
and activities closely related or incidental to banking (as discussed above), the Gramm-Leach-Bliley Act (the �GLB
Act�) relaxed the previous limitations and permitted bank holding companies to engage in a broader range of financial
activities. Specifically, bank holding companies may elect to become financial holding companies, which may affiliate
with securities firms, and insurance companies and engage in other activities that are financial in nature. Among the
activities that are deemed �financial in nature� include:

� lending, exchanging, transferring, investing for others or safeguarding money or securities;

� insuring, guaranteeing, or indemnifying against loss, harm, damage, illness, disability, or death, or providing
and issuing annuities, and acting as principal, agent, or broker with respect thereto;

� providing financial, investment, or economic advisory services, including advising an investment company;

� issuing or selling instruments representing interest in pools of assets permissible for a bank to hold directly;
and

� underwriting, dealing in or making a market in securities.
          A bank holding company may become a financial holding company under this statute only if each of its
subsidiary banks is well capitalized, is well managed and has at least a satisfactory rating under the Community
Reinvestment Act. A bank holding company that falls out of compliance with such requirement may be required to
cease engaging in certain activities. Any bank holding company that does not elect to become a financial holding
company remains subject to the bank holding company restrictions of the Act. Fidelity has no current plans to register
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as a financial holding company.
          Fidelity must also register with the Georgia Department of Banking and Finance (�GDBF�) and file periodic
information with the GDBF. As part of such registration, the GDBF requires information with respect to the financial
condition, operations, management and intercompany relationships of Fidelity and the Bank and related matters. The
GDBF may also require such other information as is necessary to keep itself informed as to whether the provisions of
Georgia law and the regulations and orders issued there under by the GDBF have been complied with, and the GDBF
may examine Fidelity and the Bank. The Florida Office of Financial Regulation (�FOFR�) does not examine or directly
regulate out-of-state holding companies for banks with a branch located in the State of Florida.
          Fidelity is an �affiliate� of the Bank under the Federal Reserve Act, which imposes certain restrictions on
(1) loans by the Bank to Fidelity, (2) investments in the stock or securities of Fidelity by the Bank, (3) the Bank�s
taking the stock or securities of an �affiliate� as collateral for loans by the Bank to a borrower, and (4) the purchase of
assets from Fidelity by the Bank. Further, a bank holding company and its subsidiaries are prohibited from engaging
in certain tie-in arrangements in connection with any extension of credit, lease or sale of property or furnishing of
services.
          The Bank is regularly examined by the Federal Deposit Insurance Corporation (the �FDIC�). As a state banking
association organized under Georgia law, the Bank is subject to the supervision of, and is regularly examined by, the
GDBF. The Bank�s Florida branch is subject to examination by the FOFR. Both the FDIC and GDBF must grant prior
approval of any merger, consolidation or other corporation reorganization involving the Bank.
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          In 2010, FSC and the Bank operated under memoranda of understanding (�MOU�) with the FRB, the GDBF and
the FDIC. On February 22, 2011, the Bank was notified that the FDIC and the GDBF terminated the MOU relating to
the Bank. The MOU, issued by the FRB and the GDBF relating to FSC remains effective at this time (the �FSC MOU�).
The FSC MOU requires that FSC submit quarterly reports to its regulators providing FSC parent-only financial
statements and written confirmation of compliance with the FSC MOU. Prior to declaring or paying any cash
dividends, purchasing or redeeming any treasury stock, or incurring any additional debt, FSC must obtain the prior
written consent of its regulators.

TARP Capital Purchase Program
          On October 14, 2008, the Treasury announced the Troubled Asset Relief Program (�TARP�) Capital Purchase
Program (the �Program�). The Program was instituted by the Treasury pursuant to the Emergency Economic
Stabilization Act of 2008 (�EESA�), which provides up to $700 billion to the Treasury to, among other things, take
equity positions in financial institutions. The Program is intended to encourage U.S. Financial institutions to build
capital and thereby increase the flow of financing to businesses and consumers.
          On December 19, 2008, as part of the Program, Fidelity entered into a Letter Agreement (�Letter Agreement�) and
a Securities Purchase Agreement � Standard Terms with the Treasury, pursuant to which Fidelity agreed to issue and
sell, and the Treasury agreed to purchase (1) 48,200 shares (the �Preferred Shares�) of Fidelity�s Fixed Rate Cumulative
Perpetual Preferred Stock, Series A, having a liquidation preference of $1,000 per share, and (2) a ten-year warrant
(the �Warrant�) to purchase up to 2,266,458 shares of the Company�s common stock at an exercise price of $3.19 per
share, for an aggregate purchase price of $48.2 million in cash.
          In connection with Fidelity�s participation with the Program, Fidelity adopted the Treasury�s standards for
executive compensation and corporate governance set forth in section 111 of EESA and any guidance or regulations
adopted thereunder for the period during which the Treasury holds equity issued under the Program. To ensure
compliance with these standards, within the time frame prescribed by the Program, Fidelity has entered into
agreements with its senior executive officers who would be subject to the standards. The executive officers have
agreed to, among other things, (1) �clawback� provisions relating to the repayment by the executive officers of incentive
compensation based on materially inaccurate financial statement or performance metrics and (2) limitations on certain
post-termination �parachute� payments. In addition, the Letter Agreement provides that the Treasury may unilaterally
amend any provision of the Letter Agreement to the extent required to comply with any changes in applicable federal
law.
          The Special Inspector General for the Troubled Asset Relief Program (�SIGTARP�), was established pursuant to
Section 121 of EESA, and has the duty, among other things, to conduct, supervise, and coordinate audits and
investigations of the purchase, management and sale of assets by the Treasury under TARP and the Program,
including the shares of Preferred Shares purchased from Fidelity.

American Recovery and Reinvestment Act of 2009
          On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (�ARRA�) was enacted, and the
Treasury implemented interim final rules under ARRA on June 15, 2009 (the �ARRA Regulations�). The ARRA,
commonly known as the economic stimulus or economic recovery package, includes a wide variety of programs
intended to stimulate the economy and provide for extensive infrastructure, energy, health, and education needs. In
addition, ARRA imposes certain new executive compensation and corporate expenditure limits on all current and
future TARP recipients, including Fidelity, until the institution has repaid the Treasury, which is now permitted under
ARRA without penalty and without the need to raise new capital, subject to the Treasury�s consultation with the
recipient�s appropriate regulatory agency. The executive compensation standards set forth in the ARRA and ARRA
Regulations include (but are not limited to) (i) prohibitions on bonuses, retention awards and other incentive
compensation to certain executive officers and other highly compensated employees, other than restricted stock grants
which do not fully vest during the TARP period up to one-third of an employee�s total annual compensation, (ii)
prohibitions on golden parachute (e.g., severance) payments for departure from a company, (iii) an expanded
clawback of bonuses, retention awards, and incentive compensation if payment is based on materially inaccurate
statements of earnings, revenues, gains or other criteria, (iv) prohibitions on compensation plans that encourage
manipulation of reported earnings, (v) retroactive review of bonuses, retention awards and other compensation
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previously provided by TARP recipients if found by the Treasury to be inconsistent with the purposes of TARP or
otherwise contrary to public interest, (vi) required establishment of a company-wide policy regarding �excessive or
luxury expenditures�, and (vii) inclusion in a participant�s proxy statements for annual shareholder meetings of a
nonbinding �say on pay� shareholder vote on the compensation of executives.
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Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
          The Dodd-Frank Wall Street Reform and Consumer Protection Act (�Dodd-Frank Act�) was signed into law on
July 21, 2010. The Dodd-Frank Act affects financial institutions in numerous ways, including the creation of a new
Financial Stability Oversight Council responsible for monitoring and managing systemic risk, granting additional
authority to the Federal Reserve to regulate certain types of nonbank financial companies, granting new authority to
the FDIC as liquidator and receiver, abolishing the Office of Thrift Supervision, changing the manner in which
insurance deposit assessments are made, requiring the regulators to modify capital standards, establishing a new
Bureau of Consumer Financial Protection to regulate compliance with consumer laws and regulations, capping
interchange fees which banks charge merchants for debit card transactions, and imposing new requirements on
mortgage lenders. There are many provisions in the Dodd-Frank Act mandating regulators to adopt new regulations
and conduct studies upon which future regulation may be based. It is anticipated that these new regulations will
increase Fidelity�s compliance costs over time, and could have unforeseen consequences as the new legislation is
implemented over time.

Small Business Lending Fund
          Enacted into law as part of the Small Business Jobs Act of 2010, the Small Business Lending Fund (the �SBLF�)
is a $30 billion fund that encourages lending to small businesses, as defined, by providing Tier 1 capital to qualified
community banks with assets of less than $10 billion. The dividend rate would be between 1% and 5% based on the
Bank�s increase in qualified small business loans. Fidelity submitted an application to the Treasury to participate in the
SBLF and also provided a Small Business Lending Plan to its Federal and state regulators, as required. Although not
all applicable regulations are known at this time, the Company would be required to use the proceeds of the SBLF to
redeem its TARP preferred stock. Fidelity has the ability to withdraw its application.

Temporary Liquidity Guarantee Program
          On November 21, 2008, the Board of Directors of the FDIC adopted a final rule relating to the Temporary
Liquidity Guarantee Program (�TLG Program�). The TLG Program was announced by the FDIC on October 14, 2008,
preceded by the determination of systemic risk by the Treasury, as an initiative to counter the system-wide crisis in the
nation�s financial sector. Under the TLG Program the FDIC will (i) guarantee, through the earlier of maturity or
June 30, 2012, certain newly issued senior unsecured debt issued by participating institutions and (ii) provide full
FDIC deposit insurance coverage for noninterest-bearing transaction deposit accounts, Negotiable Order of
Withdrawal (�NOW�) accounts paying less than 0.5% interest per annum and Interest on Lawyers Trust Accounts held
at participating FDIC-insured institutions through June 30, 2010. On June 22, 2010, the program was extended
through December 31, 2010 and the maximum interest rate for guaranteed NOW accounts was lowered from .50% to
.25%. The fee assessment for coverage of senior unsecured debt ranges from 50 basis points to 100 basis points per
annum, depending on the initial maturity of the debt. The fee assessment for deposit insurance coverage is 10 basis
points per quarter on amounts in covered accounts exceeding $250,000. Fidelity elected to participate in both
guarantee programs. From the inception of the TLG Program through December 31, 2010, Fidelity did not issue any
senior unsecured debt. On November 9, 2010, the FDIC issued a final rule to implement Section 343 of the
Dodd-Frank Act that provides temporary unlimited deposit insurance coverage for noninterest-bearing transaction
accounts at all FDIC-insured depository institutions. The separate coverage for noninterest-bearing transaction
accounts became effective on December 31, 2010 and terminates on December 31, 2012.

FDIC Insurance Assessments
          The FDIC maintains the deposit insurance fund (�DIF�) by assessing depository institutions an insurance
premium. The amount each institution is assessed is based upon statutory factors that include the balance of insured
deposits as well as the degree of risk the institution poses to the DIF. The Dodd-Frank Act permanently raised the
FDIC insurance coverage limit per depositor to $250,000. In 2009, the FDIC increased the amount assessed from
financial institutions by increasing its risk-based deposit insurance assessment scale. The assessment scale for 2010
ranged from seven basis points of assessable deposits for the strongest institutions to 77.5 basis points for the weakest.
In 2009, the FDIC approved a rule that required insured institutions to prepay their estimated quarterly risk-based
assessments for the fourth quarter of 2009, and for all of 2010, 2011, and 2012. An insured institution�s risk-based
deposit insurance assessments will continue to be calculated on a quarterly basis, but will be paid from the amount the
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institution prepaid until the later of the date that amount is exhausted or June 30, 2013, at which point any remaining
funds would be returned to the insured institution. On February 7, 2011, the FDIC approved a final rule implementing
changes to the deposit insurance assessment system mandated by the Dodd-Frank Act. The base on which deposit
insurance assessments are charged was revised from one based on domestic deposits to one based on assets. The
assessment rate schedule was also revised to 5 to 35 basis points annually, and fully adjusted rates will range from 2.5
to 45 basis points annually. The change is effective April 1, 2011 and will be reflected on the invoice for assessments
due September 30, 2011.
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Payment of Dividends
          FSC is a legal entity separate and distinct from the Bank. Most of the revenue we receive results from dividends
paid to us by the Bank. There are statutory and regulatory requirements applicable to the payment of dividends by the
Bank, as well as by us to our shareholders.
          Under the regulations of the GDBF, dividends may not be declared out of the retained earnings of a state bank
without first obtaining the written permission of the GDBF, unless such bank meets all the following requirements:

(a) total classified assets as of the most recent examination of the bank do not exceed 80% of equity capital (as
defined by regulation);

(b) the aggregate amount of dividends declared or anticipated to be declared in the calendar year does not exceed
50% of the net profits after taxes but before dividends for the previous calendar year; and

(c) the ratio of equity capital to adjusted assets is not less than 6%.
          The payment of dividends by Fidelity and the Bank may also be affected or limited by other factors, such as the
requirement to maintain adequate capital above regulatory guidelines. In addition, if, in the opinion of the applicable
regulatory authority, a bank under its jurisdiction is engaged in or is about to engage in an unsafe or unsound practice
(which, depending upon the financial condition of the bank, could include the payment of dividends), such authority
may require, after notice and hearing, that such bank cease and desist from such practice. The FDIC has issued a
policy statement providing that insured banks should generally only pay dividends out of current operating earnings.
In addition to the formal statutes and regulations, regulatory authorities consider the adequacy of the Bank�s total
capital in relation to its assets, deposits and other such items. Capital adequacy considerations could further limit the
availability of dividends to the Bank.
          The MOU requires FSC to obtain prior written consent from its regulators before paying any cash dividends.
For 2010, the Bank did not pay a cash dividend to FSC, and FSC did not pay a cash dividend to its common
stockholders. In 2010, FSC did declare a quarterly stock dividend of one share for every 200 shares owned. The Board
of Directors for both the Bank and FSC will review on a quarterly basis whether to declare and pay dividends for
2011, with the declared and paid dividend consistent with current regulatory limitations, earnings, capital
requirements, and forecasts of future earnings.
          Pursuant to the terms of the Letter Agreement, the ability of Fidelity to declare or pay dividends or distributions
of its common stock is subject to restrictions, including a restriction against increasing dividends from the last
quarterly cash dividend per share ($0.01) declared on the common stock prior to December 19, 2008, as adjusted for
subsequent stock dividends and other similar actions. In addition, as long as the Preferred Shares are outstanding,
dividend payments are prohibited until all accrued and unpaid dividends are paid on such preferred stock, subject to
certain limited exceptions. This restriction will terminate on the third anniversary of the date of issuance of the
Preferred Shares or, if earlier, the date on which the Preferred Shares have been redeemed in whole or the Treasury
has transferred all of the Preferred Shares to third parties.
Capital Adequacy

          The Federal Reserve and the FDIC have implemented substantially identical risk-based rules for assessing bank
and bank holding company capital adequacy. These regulations establish minimum capital standards in relation to
assets and off-balance sheet exposures as adjusted for credit risk. Banks and bank holding companies are required to
have (1) a minimum level of Total Capital (as defined) to risk-weighted assets of eight percent (8%); and (2) a
minimum Tier 1 Capital (as defined) to risk-weighted assets of four percent (4%). In addition, the Federal Reserve and
the FDIC have established a minimum three percent (3%) leverage ratio of Tier 1 Capital to quarterly average total
assets for the most highly-rated banks and bank holding companies. �Tier 1 Capital� generally consists of common
equity excluding unrecognized gains and losses on available for sale securities, plus minority interests in equity
accounts of consolidated subsidiaries and certain perpetual preferred stock less certain intangibles. The Federal
Reserve and the FDIC will require a bank holding company and a bank, respectively, to maintain a leverage ratio
greater than four percent (4%) if either is experiencing or anticipating significant growth or is operating with less than
well-diversified risks in the opinion of the Federal Reserve. The Federal Reserve and the FDIC use the leverage ratio
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in tandem with the risk-based ratio to assess the capital adequacy of banks and bank holding companies. The FDIC
and the Federal Reserve consider interest rate risk in the overall determination of a bank�s capital ratio, requiring banks
with greater interest rate risk to maintain adequate capital for the risk.
          In addition, Section 38 of the Federal Deposit Insurance Act implemented the prompt corrective action
provisions that Congress enacted as a part of the Federal Deposit Insurance Corporation Improvement Act of 1991
(the �1991 Act�). The �prompt corrective action� provisions set forth five regulatory zones in which all banks are placed
largely based on their capital positions. Regulators are permitted to take increasingly harsh action as a bank�s financial
condition declines. Regulators are also empowered to place in receivership or require the sale of a bank to another
depository institution when a bank�s capital leverage ratio reaches 2%. Better capitalized institutions are generally
subject to less onerous regulation and supervision than banks with lesser amounts of capital.

11
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          The FDIC has adopted regulations implementing the prompt corrective action provisions of the 1991 Act, which
place financial institutions in the following five categories based upon capitalization ratios: (1) a �well capitalized�
institution has a Total risk-based capital ratio of at least 10%, a Tier 1 risk-based ratio of at least 6% and a leverage
ratio of at least 5%; (2) an �adequately capitalized� institution has a Total risk-based capital ratio of at least 8%, a Tier 1
risk-based ratio of at least 4% and a leverage ratio of at least 4%; (3) an �undercapitalized� institution has a Total
risk-based capital ratio of under 8%, a Tier 1 risk-based ratio of under 4% or a leverage ratio of under 4%; (4) a
�significantly undercapitalized� institution has a Total risk-based capital ratio of under 6%, a Tier 1 risk-based ratio of
under 3% or a leverage ratio of under 3%; and (5) a �critically undercapitalized� institution has a leverage ratio of 2% or
less. Institutions in any of the three undercapitalized categories would be prohibited from declaring dividends or
making capital distributions. The FDIC regulations also establish procedures for �downgrading� an institution to a lower
capital category based on supervisory factors other than capital.
          To continue to conduct its business as currently conducted, FSC and the Bank will need to maintain capital well
above the minimum levels. As of December 31, 2010 and 2009, the most recent notifications from the FDIC
categorized the Bank as �well capitalized� under current regulations.
          In 2004, the Basel Committee published a new capital accord (�Basel II�) to replace Basel I. Basel II provides two
approaches for setting capital standards for credit risk � an internal ratings-based approach tailored to individual
institutions� circumstances and a standardized approach that bases risk weightings on external credit assessments to a
much greater extent than permitted in existing risk-based capital guidelines. Basel II also sets capital requirements for
operational risk and refines the existing capital requirements for market risk exposures.
          A definitive final rule for implementing the advanced approaches of Basel II in the United States, which applies
only to certain large or internationally active banking organizations, or �core banks� � defined as those with consolidated
total assets of $250 billion or more or consolidated on-balance sheet foreign exposures of $10 billion or more, became
effective as of April 1, 2008. Other U.S. banking organizations can elect to adopt the requirements of this rule (if they
meet applicable qualification requirements), but they are not required to apply them. The rule also allows a banking
organization�s primary federal supervisor to determine that the application of the rule would not be appropriate in light
of the bank�s asset size, level of complexity, risk profile, or scope of operations. The Bank is not required to comply
with the advanced approaches of Basel II. In July 2008, the agencies issued a proposed rule that would give banking
organizations that do not use the advanced approaches the option to implement a new risk-based capital framework,
which would adopt the standardized approach of Basel II for credit risk, the basic indicator approach of Basel II for
operational risk, and related disclosure requirements. While this proposed rule generally parallels the relevant
approaches under Basel II, it diverges where United States markets have unique characteristics and risk profiles.
Comments on the proposed rule were due to the agencies by October 2008, but a definitive final rule has not been
issued.
          The Dodd-Frank Act requires the Federal Reserve Board, the OCC and the FDIC to adopt regulations imposing
a continuing �floor� of the Basel I-based capital requirements in cases where the Basel II-based capital requirements and
any changes in capital regulations resulting from Basel III (see below) otherwise would permit lower requirements. In
December 2010, the Federal Reserve Board, the OCC and the FDIC issued a joint notice of proposed rulemaking that
would implement this requirement.
          In December 2010, the Basel Committee released its final framework for strengthening international capital and
liquidity regulation, now officially identified by the Basel Committee as �Basel III�. Basel III, when implemented by the
U.S. banking agencies and fully phased-in, will require bank holding companies and their bank subsidiaries to
maintain substantially more capital, with a greater emphasis on common equity.
          The Basel III final capital framework, among other things, (i) introduces as a new capital measure �Common
Equity Tier I� (�CET1�), (ii) specifies that Tier 1 capital consists of CET1 and �Additional Tier 1capital� instruments
meeting specified requirements, (iii) defines CET1 narrowly by requiring that most adjustments to regulatory capital
measures be made to CET1 and not to the other components of capital and (iv) expands the scope of the adjustments
as compared to existing regulations.
          When fully phased-in on January 1, 2019, Basel III requires banks to maintain (i) as a newly adopted
international standard, a minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% �capital
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conservation buffer� (which is added to the 4.5% CET1 ratio as that buffer is phased in, effectively resulting in a
minimum ratio of CET1 to risk-weighted assets of at least 7%), (ii) a minimum ratio of Tier 1 capital to risk-weighted
assets of at least 6.0%, plus the capital conservation buffer (which is added to the 6.0% Tier 1 capital ratio as that
buffer is phased in, effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full implementation), (iii) a
minimum ratio of Total (that is, Tier 1 plus Tier 2) capital to risk-weighted assets of at least 8.0%, plus the capital
conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a
minimum total capital ratio of 10.5% upon full implementation) and (iv) as a newly adopted international standard, a
minimum leverage ratio of 3%, calculated as the ratio of Tier 1 capital to balance sheet exposures plus certain
off-balance sheet exposures (computed as the average for each quarter of the month-end ratios for the quarter).
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          Basel III also provides for a �countercyclical capital buffer,� generally to be imposed when national regulators
determine that excess aggregate credit growth becomes associated with a buildup of systemic risk, that would be a
CET1 add-on to the capital conservation buffer in the range of 0% to 2.5% when fully implemented (potentially
resulting in total buffers of between 2.5% and 5%).
          The aforementioned capital conservation buffer is designed to absorb losses during periods of economic stress.
Banking institutions with a ratio of CET1 to risk-weighted assets above the minimum but below the conservation
buffer (or below the combined capital conservation buffer and countercyclical capital buffer, when the latter is
applied) will face constraints on dividends, equity repurchases and compensation based on the amount of the shortfall.
          The implementation of the Basel III final framework will commence January 1, 2013. On that date, banking
institutions will be required to meet the following minimum capital ratios:

� 3.5% CET1 to risk-weighted assets.

� 4.5% Tier 1 capital to risk-weighted assets.

� 8.0% Total capital to risk-weighted assets.
          The Basel III final framework provides for a number of new deductions from and adjustments to CET1. These
include, for example, the requirement that mortgage servicing rights, deferred tax assets dependent upon future taxable
income and significant investments in non-consolidated financial entities be deducted from CET1 to the extent that
any one such category exceeds 10% of CET1 or all such categories in the aggregate exceed 15% of CET1.
          Implementation of the deductions and other adjustments to CET1 will begin on January 1, 2014 and will be
phased-in over a five-year period (20% per year). The implementation of the capital conservation buffer will begin on
January 1, 2016 at .625% and be phased-in over a four-year period (increasing by that amount on each subsequent
January 1, until it reaches 2.5% on January 1, 2019).
          The U.S. banking agencies have indicated informally that they expect to propose regulations implementing
Basel III in mid-2011 with final adoption of implementing regulations in mid-2012. Notwithstanding its release of the
Basel III framework as a final framework, the Basel Committee is considering further amendments to Basel III,
including the imposition of additional capital surcharges on globally systemically important financial institutions. In
addition to Basel III, Dodd-Frank requires or permits the Federal banking agencies to adopt regulations affecting
banking institutions� capital requirements in a number of respects, including potentially more stringent capital
requirements for systemically important financial institutions. Accordingly, the regulations ultimately applicable to
the Bank may be substantially different from the Basel III final framework as published in December 2010.
Requirements to maintain higher levels of capital or to maintain higher levels of liquid assets could adversely impact
the Bank�s net income and return on equity.
Internal Control Reporting

          The 1991 Act also imposes substantial auditing and reporting requirements and increases the role of
independent accountants and outside directors of banks.
Commercial Real Estate

          In December 2006, the federal banking agencies, including the FDIC, issued a final guidance on concentrations
in commercial real estate lending (the �Guidance�), noting that increases in banks� commercial real estate concentrations
could create safety and soundness concerns in the event of a significant economic downturn. The Guidance mandates
certain minimal risk management practices and categorizes banks with defined levels of such concentrations as banks
that may warrant elevated examiner scrutiny. The regulatory guideline defines a bank as having a concentration in
commercial real estate if its portfolio of land, construction (both commercial and residential) and Acquisition and
Development loans exceeds 100% of the Bank�s total risk based capital. The Bank�s ratio decreased from 77% at
December 31, 2009 to 59% at December 31, 2010. The regulatory guideline for all real estate loans, except
owner-occupied property as a percentage of capital is a maximum of 300%. The Bank�s ratio decreased from 144% at
December 31, 2009 to 138% at December 31, 2010. The Guidance does not formally prohibit a bank from exceeding
either of these two thresholds. Rather, it defines the circumstances under which a bank will be declared to have a
commercial real estate concentration. Further, the Guidance requires any such banks with commercial real estate
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concentrations to have heightened and sophisticated risk management systems in place to adequately manage the
increased levels of risk. While management believes that our credit processes, procedures and systems meet the risk
management standards dictated by the Guidance, regulatory authorities could effectively limit increases in the real
estate concentrations in the Bank�s loan portfolios or require additional credit administration and management costs
associated therewith, or both.

13

Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-K

Table of Contents 25



Table of Contents

Loans
          Inter-agency guidelines adopted by federal bank regulators mandate that financial institutions establish real
estate lending policies with maximum allowable real estate loan-to-value limits, subject to an allowable amount of
non-conforming loans as a percentage of capital. The Bank adopted the federal guidelines in 2001.
Transactions with Affiliates

          Under federal law, all transactions between and among a state nonmember bank and its affiliates, which include
holding companies, are subject to Sections 23A and 23B of the Federal Reserve Act and Regulation W promulgated
thereunder. Generally, these requirements limit these transactions to a percentage of the bank�s capital and require all
of them to be on terms at least as favorable to the bank as transactions with non-affiliates. In addition, a bank may not
lend to any affiliate engaged in non-banking activities not permissible for a bank holding company or acquire shares
of any affiliate that is not a subsidiary. The FDIC is authorized to impose additional restrictions on transactions with
affiliates if necessary to protect the safety and soundness of a bank. The regulations also set forth various reporting
requirements relating to transactions with affiliates.
Financial Privacy

          In accordance with the GLB Act, federal banking regulators adopted rules that limit the ability of banks and
other financial institutions to disclose non-public information about consumers to nonaffiliated third parties. These
limitations require disclosure of privacy policies to consumers and, in some circumstances, allow consumers to
prevent disclosure of certain personal information to a nonaffiliated third party. The privacy provisions of the GLB
Act affect how consumer information is transmitted through diversified financial companies and conveyed to outside
vendors.
Anti-Money Laundering Initiatives and the USA Patriot Act

          A major focus of governmental policy on financial institutions in recent years has been aimed at combating
terrorist financing. This has generally been accomplished by amending existing anti-money laundering laws and
regulations. The USA Patriot Act of 2001 (the �USA Patriot Act�) has imposed significant new compliance and due
diligence obligations, creating new crimes and penalties. The Treasury issued a number of implementing regulations
that apply to various requirements of the USA Patriot Act to us and the Bank. These regulations impose obligations on
financial institutions to maintain appropriate policies, procedures and controls to detect, prevent and report money
laundering and terrorist financing and to verify the identity of their customers. Failure of a financial institution to
maintain and implement adequate programs to combat terrorist financing, or to comply with all of the relevant laws or
regulations, could have serious legal and reputational consequences for the institution.
Future Legislation

          Various legislation affecting financial institutions and the financial industry is from time to time introduced in
Congress. Such legislation may change banking statutes and the operating environment of Fidelity and its subsidiaries
in substantial and unpredictable ways, and could increase or decrease the cost of doing business, limit or expand
permissible activities or affect the competitive balance depending upon whether any of this potential legislation will
be enacted, and if enacted, the effect that it or any implementing regulations, would have on the financial condition or
results of operations of Fidelity or any of its subsidiaries. With the recent enactments of the Dodd-Frank Act, the
nature and extent of future legislative and regulatory changes affecting financial institutions is very unpredictable at
this time.
Competition
          The banking business is highly competitive. The Bank competes for traditional bank business with numerous
other commercial banks and thrift institutions in Fulton, DeKalb, Cobb, Clayton, Gwinnett, Rockdale, Coweta and
Barrow Counties, Georgia, the Bank�s primary market area other than for residential construction and development
loans, SBA loans, residential mortgages, and indirect automobile loans. The Bank also competes for loans with
insurance companies, regulated small loan companies, credit unions, and certain governmental agencies. The Bank
competes with independent brokerage and investment companies, as well as state and national banks and their
affiliates and other financial companies. Many of the companies with whom the Bank competes have greater financial
resources.
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          The indirect automobile financing and mortgage banking industries are also highly competitive. In the indirect
automobile financing industry, the Bank competes with specialty consumer finance companies, including automobile
manufacturers� captive finance companies, in addition to other financial institutions. The residential mortgage banking
business competes with independent mortgage banking companies, state and national banks and their subsidiaries, as
well as thrift institutions and insurance companies.
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Employees and Executive Officers
          As of December 31, 2010, we had 559 full-time equivalent employees. We are not a party to any collective
bargaining agreement. We believe that our employee relations are good. We afford our employees a variety of
competitive benefit programs including a retirement plan and group health, life and other insurance programs. We also
support training and educational programs designed to ensure that employees have the types and levels of skills
needed to perform at their best in their current positions and to help them prepare for positions of increased
responsibility.
Executive Officers of the Registrant
          The Company�s executive officers, their ages, their positions with the Company at December 31, 2010, and the
period during which they have served as executive officers, are as follows:

Name Age Since Position
James B. Miller, Jr. 70 1979 Principal Executive Officer, Chairman of the Board and Chief Executive

Officer of Fidelity since 1979; President of Fidelity from 1979 to April
2006; Chairman of Fidelity Bank since 1998; President of Fidelity Bank
from 1977 to 1997, and from December 2003 through September 2004;
and Chief Executive Officer of Fidelity Bank from 1977 to 1997 and from
December 2003 until present. A director of Fidelity Bank since 1976.
Chairman of LionMark Insurance Company, a wholly-owned subsidiary,
since November 2004. A director of Interface, Inc., a carpet and fabric
manufacturing company, since 2000, and of American Software, Inc., a
software development company, since 2002.

H. Palmer Proctor, Jr. 43 1996 President of Fidelity since April 2006; Senior Vice President of Fidelity
from January 2006 through April 2006; Vice President of Fidelity from
April 1996 through January 2006; Director and President of Fidelity Bank
since October 2004 and Senior Vice President of Fidelity Bank from
October 2000 through September 2004. Director and Secretary/Treasurer
of LionMark Insurance Company, a wholly-owned subsidiary, since
November 2004.

Stephen H. Brolly 47 2008 Principal Financial and Accounting Officer of Fidelity and Chief
Financial Officer of Fidelity and Fidelity Bank since August 2008;
Treasurer of Fidelity and Fidelity Bank from May 2006 through
August 2008. Chief Financial Officer of LionMark Insurance Company, a
wholly-owned subsidiary, since August 2008. Senior Vice President,
Chief Accounting Officer and Controller of Sun Bancorp, Inc. in
Vineland, New Jersey from 1999 to 2006.
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