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The Annual Meeting of Bancorp. 

of Southern Indiana shareholders will 

be held on Monday, April 16, 2012, 

at 5:00 p.m. in the E.P. Elsner, Jr. 

Conference and Training Center, 

located at the bank’s main office 

complex at 125 South Chestnut Street, 

Seymour, Indiana.

Planning for a
brighter future.
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In our 111 years of service to the southern Indiana community, JCB has grown 

from one banking center on North Chestnut Street in Seymour to 10 banking 

centers in south central Indiana, serving the needs of our friends, families and 

communities. It’s been fundamental that we’ve grown with our customers, 

and not just around our customers, by listening to their hopes, dreams and 

aspirations while helping them plan for and achieve their goals.

In doing so, we’ve discovered a number of things truly matter to our customers

when it comes to their banking relationships. We know that everything we say,

do and stand for must align with our values, which have been shaped throughout 

the years by the responsibilities we have to our stockholders, commitments to high 

service levels to our customers and the recognition of the extreme importance 

of our fellow team members in carrying out JCB’s mission and vision.

In short, we are here because what matters to our customers, matters to us.

Planning for a
brighter future.
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Convenience

We know that convenience is important to our customers, such as hours 

of operation, location of facilities and access to accounts and services 

through electronic means. JCB’s website, jcbank.com, redesigned in 

October 2011, responds to what our customers need from their bank 

and is available 24 hours a day, seven days a week. Online banking and 

eStatements provide flexibility while still upholding the safety, security 

and confidentiality that our customers have come to know and trust 

from JCB for years. JCB will also launch mobile banking in 2012 to 

further enhance its convenient electronic offerings.

     We also were thrilled to provide another avenue for our friends 

and supporters to connect with us through our new Facebook page. 

The added camaraderie we have built together via this contemporary 

channel has been both refreshing and exciting.

Tailoring Our Products and Services

Our customers are all different and want different things out of their 

banking relationships, and the respect we have for this diversity shows in 

our flexible offerings. That’s why we have a variety of personal checking, 

savings and loan options available as well as customized business 

solutions for both small and large business needs. JCB’s experienced 

and knowledgeable staff can help customers choose the options that 

are right for them, their business or their families. 

     Whether planning for the short or long term, JCB’s dependable and 

trustworthy personnel strategize and work as a team to help chart the 

right course with our customers. We know our customers don’t want 

surprises; they want security. JCB’s Investor Services team and Investment 

Management and Trust Services team offer honest partners clients 

can count on for needs such as Individual Retirement Accounts (IRAs), 

Estate planning and administration, employer retirement plans, 

brokerage services and more.

 

The Next Generation

The future of our community is rooted in the breadth of experiences and 

educational opportunities we provide to our youth. With Generation Y 

growing up in a digital age, it’s become more important than ever to 

teach our children sound financial literacy and management skills when a 

quick swipe of the debit or credit card has become more commonplace

than balancing a check book at the end of the month. Through our fun 

Sammy Saver Club and Free to Be Me Teen Checking accounts, we provide 

a vehicle for our customers to guide their children and grandchildren 

through the important learning experience of managing budgets of dollars 

they have earned and saving for the future.

Giving Back

We also know that giving back to the community matters to our customers 

— not as just something we can do, but that we should do. We willingly 

embrace this call to action in many ways. With the redesign of our website, 

we wanted to thank our community for its support over the years not 

just with a user friendly online experience, but also through a giveaway 

promotion of five Apple iPads and a special cash prize donation to a local 

United Way-associated organization. We were thrilled in January to present 

the check for $1,000 to Eastside Community Center in Bartholomew County 

as the nonprofit that received the most votes through our Facebook Fan Poll. 

With this donation, Eastside Community Center has been able to purchase 

seeds and plants for their aquaponic system and raised bed gardens which 

provide food for community outreach initiatives. Further, we were so 

pleased by the response to the Facebook Fan Poll and the community 

support for the nonprofits that we also donated additional funds to 

the other participating nonprofits: Foundation for Youth (Bartholomew 

County), Anchor House (Jackson County), Girls Scouts of Central Indiana 

(Bartholomew County) and American Red Cross (Jackson County).

While JCB annually donates monetarily for the betterment of many 

worthwhile organizations of which a few are listed above, we also 

encourage our staff to give their time, talent and resources as they 

can on a one-on-one level. We are pleased to share that in 2011, 

JCB employees donated time and talent in excess of 4,800 hours to 

local organizations.

Vision for Tomorrow

While it’s important to look back at the last 111 years to learn about 

what matters from our past, we know that planning for what lies 

ahead in the next 111 years is even more pertinent to maintain our 

customers’ and communities’ confidence in the future. Our commitment 

to helping our customers improve their financial well-being and grow 

their bottom line — be it within their family or their business — is as 

unwavering as ever.

     To this day, we continue to hold true to the ideals of the 28 men 

and women who founded our institution back in May 1900. And as 

we chart our own course and continue to grow our relationships with 

our customers and our communities, we look forward to building our 

business upon what matters most — to all of us.

4

0495-1050 2011AnnualReport_FINAL.indd   4 3/7/12   9:39 AM



5

MESSAGE TO SHAREHOLDERS

The theme of our 2011 Annual Report is,“Planning Ahead. Because what 

matters to you, matters to us.”

     There is no substitute for planning ahead. Adopting such a philosophy 

and holding steadfast to it helps us all stay in better control of our 

destinies, improves our odds of avoiding personal and financial calamities 

and enhances our chances for greater success and prosperity.

     The preceding two pages of this report capture the essence of JCB’s 

commitment, enduring now for over 111 years, to consistently deliver 

convenience and tailored products and services by knowledgeable 

individuals who are passionate about helping our customers plan for 

their futures. As well, I am proud of the extensive involvement by our 

team members in a wide array of community activism. Our engagement 

in service organizations, churches and economic development groups 

with financial resources and the time and talent of our team members 

is simply a part of our culture. I applaud the nearly 5,000 hours of 

community volunteerism from JCB’s team members. 

     The banking industry has been in a state of recovery for the last couple 

of years, coming out of the Great Recession. Looking back, although not 

immune from the effects of the recession, BSI fared well on the whole 

and by comparison to our peers. BSI remained profitable even though 

earnings were impacted during this period by the need for appropriate 

and increased loan loss provisions; capital and liquidity remained strong 

throughout the period and our ability and desire to lend money in 

support of credit worthy consumers and businesses remained intact. 

BSI’s dividends and stock price were temporarily impacted but both are now 

recovering nicely. Our long standing conservative approach to lending 

and operations while also remaining committed to our strategic plan 

served us well in this very challenging environment. Your management 

team is wiser, and your organization stronger and more prepared for 

the future as a result of our experiences during these tumultuous years. 

We must admit that our inclination is to remain guarded during the 

coming months and possibly next few years, as we expect the economic 

recovery to be slow and inconsistent and have the potential to continue 

to adversely impact selected segments of our customer base.

     I am very pleased to report that BSI’s overall performance demonstrated 

remarkable improvement during 2011. Your board of directors is pleased 

with the progress achieved in absolute terms as well as relative to a 

variety of peer groups with which we compare our performance. BSI’s 2011 

consolidated net income amounted to $3,251,000, the best outcome 

since 2003. This represented an increase of $826,000 or 34% over 2010’s 

consolidated net income of $2,425,000. This resulted in consolidated net 

income per share of $6.89 compared with $5.02 respectively, an increase 

of $1.87 per share. Return on average stockholders equity grew to 8.64% 

for 2011 versus 6.63% for 2010. The average return on equity of all Indiana 

commercial banks was 7.19% for 2011. BSI’s return on average assets for 

2011 improved to 0.85% compared to 0.64% for 2010. The average return 

on assets for 2011 for all Indiana commercial banks was 0.75%.

     With this level of earnings performance and sustained strong capital 

position, BSI’s board was pleased to be able to increase cash dividends 

for stockholders to $1.90 per share, a $0.35 per share or 22.6% increase 

over the $1.55 per share paid in 2010. BSI’s book value per share increased 

7.4% or $5.68 to $82.15 at year end 2011. During 2011 BSI’s board of 

directors approved increases in the stock redemption price totaling $4.00 

per share to the most recent price of $66.00 per share.  

     Throughout this economic downturn, BSI’s board and management 

placed a significant emphasis on achieving and sustaining elevated levels 

of capital and liquidity. Doing so precluded the need for tapping into 

the Troubled Asset Relief Program (TARP), the government sponsored 

bailout funds which contained untenable conditions which accompanied 

this source of capital. I am pleased to report that JCB’s Tier One Capital 

to Average Assets ratio was 9.9% at year end 2011, modestly lower 

than the prior year end’s ratio of 10.3% and well above the regulatory 

“Well-Capitalized” ratio requirement of 5.0%. The reason for the modest 

decline was due to the $17.6 million growth in the balance sheet.

     You are invited to review the comparative measures of BSI’s consolidated 

financial highlights on page 6 and the five-year summary on page 7.  

     We won’t sugar coat our outlook. We see a slow and choppy economic 

recovery, sustained low interest rates and continued reluctance by 

customers to borrow funds, all of which we believe will present some 

challenges to our goal of further improving operating performance. 

Our industry faces excessive new and costly regulations on top of massive 

existing ones which will add costs and reduce revenues. The industry 

bears a burden of recovering from a less than stellar public perception 

contributed to by the national news media’s tendency to aggregate all 

banks under one umbrella. The facts could not be further from the truth 

as the banking industry, especially community banks like JCB, will be 

the catalyst for the recovery by loaning money to small and medium sized 

businesses and consumers for an array of worthy purposes, leading 

to higher employment and a better paced economic recovery. BSI and 

JCB are well-positioned to seize upon opportunities in the face of such 

challenges with a solid foundation, a long and sustained history of 

success and a plan for a bright future for and with our customers.

     Thanks to our stockholders, customers and communities for your 

investment, for your business and for the opportunity and pleasure to be 

a part of your goals and dreams.  What matters to you, matters to us!

Sincerely,

David M. Geis, President
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2011 2010 
Percentage

Change

Operating Results:

Net interest income $  13,038 $  12,340 5.66%

Noninterest income 4,702 4,863 -3.31%

Noninterest expense 12,276 12,098 1.47%

Net income 3,251 2,425 34.06%

Cash dividends paid 891 746 19.44%

Return on average equity 8.64% 6.63% 30.32%

Return on average assets 0.85% 0.64% 32.81%

Per Share Data:

Net income $  6.89 $  5.02 37.25%

Dividends 1.90 1.55 22.58%

Book value 82.15 76.47 7.43%

Number of average shares outstanding 472,148 482,795 -2.21%

Number of shares outstanding 464,569 477,856 -2.78%

Number of stockholders 414 414 0.00%

Year-end Totals:

Assets $  389,972 $ 372,395 4.72%

Deposits 304,164 288,858 5.30%

Loans held-for-sale 1,795 3,225 -44.34%

Loans, net 271,430 276,095 -1.69%

Stockholders’ equity 38,164 36,544 4.43%

Averages:

Assets $  380,529 $ 380,722 -0.05%

Deposits 296,787 298,105 -0.44%

Loans held-for-sale 1,253 1,498 -16.36%

Loans, net 269,870 276,947 -2.56%

Stockholders’ equity 37,606 36,570 2.83%

(Dollar amounts in thousands except per share data)

CONSOLIDATED FINANCIAL HIGHLIGHTS

Additional financial information, including the audited consolidated financial statements, can be accessed at jcbank.com under “BSI Investor Relations.”
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(Dollar amounts in thousands except per share data)

2011 2010 2009 2008 2007

Assets:

Cash and cash equivalents $ 28,148 $ 16,013 $ 20,108 $ 27,192 $ 16,037 

Investments 60,947 50,656 68,825 56,294 42,181 

Loans held-for-sale 1,795 3,225 0 2,118 1,094 

Loans, net 271,430 276,095 288,163 301,525 277,097 

Bank premises and equipment, net 4,877 4,993 5,140 5,277 5,413 

Other assets 22,775 21,413 18,006 12,916 9,567 

Total assets $ 389,972 $ 372,395 $ 400,242 $ 405,322 $ 351,389

Liabilities:

Noninterest-bearing deposits $ 50,906 $ 54,749 $ 51,973 $ 40,069 $ 42,876 

Interest-bearing deposits 253,258 234,109 267,823 262,106 232,126 

Total deposits 304,164 288,858 319,796 302,175 275,002 

Short-term borrowings 15,039 13,397 4,797 14,134 3,244 

Long-term debt 23,841 27,385 35,175 48,686 35,304 

Other liabilities 8,764 6,211 4,707 5,318 3,949 

Total liabilities 351,808 335,851 364,475 370,313 317,499 

Stockholders’ equity 38,164 36,544 35,767 35,009 33,890 

Total liabilities and  
stockholders’ equity $ 389,972 $ 372,395 $ 400,242 $ 405,322 $ 351,389

Summary of Operations:

Interest income $ 16,803 $ 17,604 $ 19,376 $ 21,495 $ 22,600 

Interest expense 3,765 5,264 7,124 8,369 10,514 

Net interest income 13,038 12,340 12,252 13,126 12,086 

Provision for loans losses 1,300 2,250 1,350 900 600 

Net interest income after  
provision for loan losses 11,738 10,090 10,902 12,226 11,486 

Noninterest income 4,702 4,863 5,177 3,700 3,938 

Noninterest expense 12,276 12,098 13,399 11,916 11,239 

Income before income taxes 4,164 2,855 2,680 4,010 4,185 

Provision for income taxes 913 430 301 892 979 

Net income $ 3,251 $ 2,425 $ 2,379 $ 3,118 $ 3,206

Earnings per share $ 6.89 $ 5.02 $ 4.84 $ 6.20 $ 6.25

Cash dividends per share $ 1.90 $ 1.55 $ 1.55 $ 2.10 $ 2.05

Average shares outstanding 472,148 482,795 491,704 503,047 513,086 

FIVE YEAR SUMMARY

Additional financial information, including the audited consolidated financial statements, can be accessed at jcbank.com under “BSI Investor Relations.”
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Making a difference.

     

The Bancorp. of Southern Indiana and JCB family would like to 

congratulate and honor David M. Geis for his dedicated service 

as 2011 chairman of the board of directors of the Indiana Bankers 

Association (IBA).

     Just as he leads JCB through its commitment to solid and sound 

planning for the bank and its customers, Dave’s tenure as chairman 

revolved around implementing plans to produce effective results for the 

Association’s members. Through strategic planning with the entire IBA 

board, Dave began his term building upon the momentum of the IBA’s 

leadership through continuing education of bankers at all levels on new 

regulations; identifying opportunities for banks to generate business 

and revenue; reducing expenses; and, through the IBA’s lobbying 

efforts along with banker activism, seeking business- and banking-

friendly legislation and defending the industry from unfavorable legislative 

measures. He also strived to have a more formal plan and process for 

leadership continuity within the IBA. 

     Dave led the IBA’s 20-member board of directors in its development 

of IBA policy and establishment of long-range goals and objectives 

through his term from Jan. 1 to Dec. 31, 2011. Dave left a lasting impact 

on IBA staff, membership and the Indiana banking community.

     “Dave’s wise counsel has set a solid foundation for the IBA to

become and remain for many years one of the most successful state

associations in the country,” said Joe DeHaven, president and CEO 

of the IBA. “Dave is widely recognized throughout Indiana banking 

circles for these unparalleled achievements and has earned the respect 

of all bankers in Indiana. I am honored to know him, work with him 

and call him my friend.”

     Previously Dave served as the first, second, third and fourth vice 

chairman of the IBA, whose membership extends to 154 financial 

institutions, representing 97 percent of in-state headquartered banks. 

Dave has been serving in his current leadership positions with Bancorp. 

of Southern Indiana and JCB since 1980. He began his banking career 

in 1974 as a credit analyst with Indiana National Bank and later worked 

with the Indiana Department of Financial Institutions as a senior bank 

examiner, and then with JCB as a commercial loan officer and executive 

vice president.

     As president and CEO of JCB, a position that helped prepare him for his

tenure as chairman of the IBA, Dave says his door is always open to staff, 

and he enjoys and values getting out in the community to gauge customers’ 

sentiments toward the bank. He never stops learning, be it from from his 

customer base or his colleagues he works with on a daily basis.

     “I wouldn’t be where I am today without the mentorship, guidance 

and support of the strong boards of directors and key groups of senior 

leadership I’ve been proud to work with over the years,” Dave said. 

“I subscribe to the old adage that knowledge is power, and that leads to 

an ability to ask probing questions to challenge the usual and customary

thinking and to pose ideas that are out-of-the-box. My colleagues 

challenge me to do that, and I appreciate it every day.”

     Dave’s leadership extends to the community through involvement 

as director and president of Seymour Industrial Corp., as director of the 

Indiana Chamber of Commerce and member of its finance and audit 

committee, as past director and board chairman of the Greater Seymour 

Chamber of Commerce, as an appointee to the Seymour Economic 

Development Commission and as a board member and vice president of 

the St. Ambrose Parish Council. He is a 35 year member of the Seymour 

Rotary Club and has served as past president and director.
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REPORT OF INDEPENDENT AUDITORS 
 
 
 
Board of Directors 
Bancorp. of Southern Indiana 
Seymour, Indiana 
 
 
We have audited the accompanying consolidated balance sheets of Bancorp. of Southern Indiana as of 
December 31, 2011 and 2010, and the related consolidated statements of income, changes in 
stockholders' equity and cash flows for the years then ended.  These financial statements are the 
responsibility of the Company's management.  Our responsibility is to express an opinion on these 
financial statements based on our audits.   
 
We conducted our audits in accordance with auditing standards generally accepted in the United States 
of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit 
also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation.  We believe that our audits provide a 
reasonable basis for our opinion. 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Bancorp. of Southern Indiana as of December 31, 2011 and 2010, and 
the results of its operations and its cash flows for the years then ended, in conformity with accounting 
principles generally accepted in the United States of America. 
 

 
 Crowe Horwath LLP 
 
Louisville, Kentucky 
February 17, 2012 



BANCORP. OF SOUTHERN INDIANA 
CONSOLIDATED BALANCE SHEETS 

December 31, 2011 and 2010 
(Dollar amounts in thousands except per share data) 

 
 
 

 
See accompanying notes. 

 
2. 

 2011 2010 
ASSETS 
Cash and due from financial institutions $ 14,834 $ 4,972 
Fed funds sold and other interest bearing deposits  13,314  11,041 
 Cash and cash equivalents  28,148  16,013 
 
Trading securities  755  717 
Securities available-for-sale  58,080  47,649 
Federal Home Loan Bank stock, at cost  2,112  2,290 
Loans held-for-sale  1,795  3,225 
Loans, net of allowance of $3,993 and $4,144  271,430  276,095 
Premises and equipment, net  4,877  4,993 
Company owned life insurance  8,106  7,825 
Other real estate, net  5,174  5,468 
Prepaid FDIC Insurance  933  1,281 
Accrued interest receivable and other assets  8,562  6,839 
     $ 389,972 $ 372,395 
   
 
LIABILITIES AND STOCKHOLDERS' EQUITY 
Deposits 
 Noninterest-bearing deposits $ 50,906 $ 54,749 
 Interest-bearing deposits  253,258  234,109 
  Total deposits  304,164  288,858 
 
Short-term borrowings  15,039  13,397 
Federal Home Loan Bank advances  23,841  27,385 
Accrued interest payable and other liabilities  8,764  6,211 
 Total liabilities  351,808  335,851 
Stockholders' equity 
 Preferred stock, no par value, 200,000 shares 
   authorized, none issued   -  - 
 Common stock, no par value, $.50 stated value,  
    680,000 shares authorized,  
   2011 – 464,569 issued and outstanding; 
   2010 – 477,856 issued and outstanding  232  239 
 Additional paid-in capital  3,006  3,092 
 Retained earnings  35,254  33,657 
 Accumulated other comprehensive loss  (328)  (444) 
  Total stockholders' equity  38,164  36,544 
     $ 389,972 $ 372,395 



BANCORP. OF SOUTHERN INDIANA 
CONSOLIDATED STATEMENTS OF INCOME 

Years ended December 31, 2011 and 2010 
(Dollar amounts in thousands except per share data) 

 
 

 

 
See accompanying notes. 

 
3. 

 2011 2010 
Interest and dividend income 
 Loans, including fees $ 15,454 $ 16,045 
 Securities 
  Taxable  536  579 
  Non-taxable  777  954 
 Federal funds sold and other  36  26 
    16,803  17,604 
Interest expense 
 Deposits  2,888  3,892 
 Short-term borrowings  94  69 
 Federal Home Loan Bank advances  783  1,303 
    3,765  5,264 
 
Net interest income  13,038  12,340 
 
Provision for loan losses  1,300  2,250 
 
Net interest income after provision for loan losses  11,738  10,090 
 
Other income 
 Fiduciary income  935  723 
 Service charges   1,353  1,652 
 Earnings on company owned life insurance  281  278 
 Loan servicing income, net  25  48 
 Net gain on sale of securities  92  309 
 Mortgage banking income  772  815 
 Other  1,244  1,038 
    4,702  4,863 
Other expenses 
 Salaries and employee benefits  6,190  5,682 
 Occupancy and equipment  1,312  1,304 
 Data processing  628  671 
 FDIC insurance assessment  374  497 
 Other  3,772  3,944 
    12,276  12,098 
 
Income before income taxes  4,164  2,855 
 
Provision for income taxes  913  430 
 
Net income $ 3,251 $ 2,425 
 
Earnings per share $ 6.89  5.02 
 
Average shares outstanding  472,148  482,795 



BANCORP. OF SOUTHERN INDIANA 
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 

Years ended December 31, 2011 and 2010 
(Dollar amounts in thousands except per share data) 

 
 
 

 
See accompanying notes. 
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    Accumulated Total 
  Additional  Other Stock- 
 Common Paid-in Retained Comprehensive holders' 
 Stock Capital Earnings Income/(Loss) Equity 
 
Balance at January 1, 2010 $ 244 $ 3,160 $ 32,586 $ (223) $ 35,767 
 
Comprehensive income: 
 Net income      2,425    2,425 
 Change in unrealized gain (loss) 
   on securities available for sale, net        (99)  (99)   
 Change in unrealized gain (loss) on 
    retirement plans, net (Note 9)         (122)  (122) 
  Total comprehensive income          2,204 
Stock redemption (10,484 shares)  (5)  (68)  (608)    (681) 
Cash dividends ($1.55 per share)      (746)    (746) 
 
Balance at December 31, 2010  239  3,092  33,657  (444)  36,544 
 
Comprehensive income: 
 Net income      3,251    3,251 
 Change in unrealized gain (loss) 
   on securities available for sale, net        560  560 
 Change in unrealized gain (loss) on 
    retirement plans, net (Note 9)         (444)  (444) 
  Total comprehensive income          3,367 
Stock redemption (13,287 shares)  (7)  (86)  (763)    (856) 
Cash dividends ($1.90 per share)      (891)    (891) 
 
Balance at December 31, 2011 $ 232 $ 3,006 $ 35,254 $ (328) $ 38,164 
 
 



BANCORP. OF SOUTHERN INDIANA 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Years ended December 31, 2011 and 2010 
(Dollar amounts in thousands) 

 
 
 

 
See accompanying notes. 

 
5. 

 2011 2010 
Cash flows from operating activities 
 Net income  $ 3,251 $ 2,425 
 Adjustments to reconcile net income to 
   net cash from operating activities 
  Depreciation and amortization  575  564 
  Net amortization of securities  178  76 
  Servicing rights amortization  372  316 
  Provision for loan losses  1,300  2,250 
  Net change in trading securities  (38)  (143) 
  Net realized gain on sales of securities  (92)  (309) 
  Gain on loans sold  (432)  (451) 
  Loans originated for resale  (32,140)  (39,187) 
  Proceeds from sale of loans  34,002  36,413 
  Loss on sale and writedowns of foreclosed property  427  294 
  Earnings on company owned life insurance  (281)  (278) 
  Net change in: 
   Accrued interest receivable and other assets  (2,570)  (1,367) 
   Accrued interest payable and other liabilities  2,553  1,504 
    Net cash from operating activities  7,105  2,107 
  
Cash flows from investing activities 
 Securities available-for-sale: 
  Purchases  (62,720)  (37,662) 
  Proceeds from sales  5,243  10,140 
  Proceeds from calls, maturities, and payments  47,825  45,755 
 Loans made to customers, net of repayment  2,262  5,930 
 Purchases of premises and equipment  (386)  (341) 
 Proceeds from Federal Home Loan Bank stock repurchase  178  149 
 Proceeds from sale of foreclosed property  971  1,382 
  Net cash from investing activities  (6,627)  25,353 
 
Cash flows from financing activities 
 Net change in deposit accounts  15,306  (30,938) 
 Net change in short-term borrowings  1,642  8,600 
 Proceeds from Federal Home Loan Bank advances  19,000  12,000 
 Repayment of Federal Home Loan Bank advances  (22,544)  (19,790) 
 Dividends paid  (891)  (746) 
 Stock redemption  (856)  (681) 
  Net cash from financing activities  11,657  (31,555) 
 
Net change in cash and cash equivalents  12,135  (4,095) 
 
Beginning cash and cash equivalents  16,013  20,108 
 
Ending cash and cash equivalents $ 28,148 $ 16,013 
 
Supplemental disclosures of cash flow information 
  Interest paid $ 3,866 $ 5,569 
  Income taxes paid  1,510  520 
 
Supplemental non-cash disclosures 
  Loans transferred to other real estate $ 1,103 $ 3,888 
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6. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Nature of Operations and Principles of Consolidation:  The consolidated financial statements include the 
accounts of Bancorp. of Southern Indiana (“Company”) and its wholly owned subsidiary, Jackson County 
Bank (“the Bank”), and the Bank’s wholly owned subsidiaries, JCB Holdings, Inc. (“Holdings”) and JCB 
Properties Management, Inc. (“Properties”).  All significant intercompany transactions and balances have 
been eliminated in consolidation.  The Bank is a full-service commercial bank operating primarily in 
Jackson County and five adjacent counties located in South Central Indiana.  Its primary deposit products 
are checking, savings, and term certificate accounts, and its primary lending products are residential 
mortgage, commercial, and installment loans.  Substantially all loans are secured by specific items of 
collateral including business assets, consumer assets, and commercial and residential real estate.  
Commercial loans are expected to be repaid from cash flow from operations of businesses.  There are no 
significant concentrations of loans to any one industry or customer.  However, the customers’ ability to 
repay their loans is dependent on the real estate and general economic conditions in the area. 
 
Subsequent Events: The Company has evaluated subsequent events for recognition and disclosure 
through February 17, 2012, which is the date the financial statements were available to be issued. 
 
Use of Estimates:  To prepare financial statements in conformity with accounting principles generally 
accepted in the United States of America, management must make estimates and assumptions based on 
available information.  These estimates and assumptions affect amounts reported in the financial 
statements and the disclosure provided, and actual results could differ.  The allowance for loan losses, 
loan servicing rights and fair values of financial instruments are particularly subject to change. 
 
Cash Flows:  Cash and cash equivalents include cash, deposits with other financial institutions and 
federal funds sold.  Net cash flows are reported for customer loan and deposit transactions, federal funds 
purchased and repurchase agreements. 
 
Trading Securities:  Trading securities are related to deferred compensation plans and are carried at fair 
value with changes in fair value included in other income.  Interest and dividends are included in 
securities interest income.  Quoted market prices are used to determine the fair value of trading 
securities. 
 
Securities:  Securities are classified as available-for-sale when they might be sold before maturity.  
Securities available-for-sale are carried at fair value, with unrealized holding gains and losses reported in 
other comprehensive income, net of tax. 
 
Interest income includes amortization of purchase premium or discount.  Gains and losses on sales are 
determined using the amortized cost of the security sold.   
 
 
  



BANCORP. OF SOUTHERN INDIANA 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 31, 2011 and 2010 
(Dollar amounts in thousands) 

 
 
 

 
(Continued) 

 
7. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Management evaluates securities for other-than-temporary impairment (“OTTI”) at least on a quarterly 
basis, and more frequently when economic or market conditions warrant such an evaluation.  In 
estimating other than temporary losses, management considers: the length of time and extent that fair 
value has been less than cost, the financial condition and near term prospects of the issuer, and whether 
the Company intends to sell or more likely than not will be required to sell the security prior to any 
anticipated recovery in fair value.  If either of the criteria regarding intent or requirement to sell is met, the 
entire difference between amortized cost and fair value is recognized as impairment through 
earnings.  For securities that do not meet the aforementioned criteria, the amount of impairment is split 
into two components as follows: 1) OTTI related to credit loss, which must be recognized in the income 
statement and 2) other-than-temporary impairment (OTTI) related to other factors, which is recognized in 
other comprehensive income.  The credit loss is defined as the difference between the present value of 
the cash flows expected to be collected and the amortized cost basis.  
 
Federal Home Loan Bank (FHLB) Stock:  The Bank is a member of the FHLB of Indianapolis.  Members 
are required to own a certain amount of stock based on the level of borrowings and other factors, and 
may invest in additional amounts.  FHLB stock is carried at cost, classified as a restricted security, and 
periodically evaluated for impairment based on ultimate recovery of par value.  Both cash and stock 
dividends are reported as income. 
 
Loans Held For Sale:  Mortgage loans originated and intended for sale in the secondary market are 
carried at the lower of aggregate cost or market, as determined by outstanding commitments from 
investors.  Net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings. 
 
Mortgage loans held for sale are generally sold with servicing rights retained.  The carrying value of 
mortgage loans sold is reduced by the cost allocated to the servicing right.  Gains and losses on sales of 
mortgage loans are based on the difference between the selling price and the carrying value of the 
related loan sold. 
 
Loans:  Loans that management has the intent and ability to hold for the foreseeable future or until 
maturity or pay-off are reported at the principal balance outstanding, net of an allowance for loan losses 
and deferred loan fees and costs.  Interest income on loans is accrued over the term of the loans based 
on the principal outstanding.  Loan origination fees, net of certain direct origination costs, are deferred 
and recognized in interest income using the level-yield method without anticipating prepayments.  Interest 
income is discontinued when full loan repayment is in doubt, typically when the loan is impaired or 
payments are past due over 90 days.  Loans are placed on non-accrual or charged-off at an earlier date if 
collection of principal and interest is considered doubtful. 
 
  



BANCORP. OF SOUTHERN INDIANA 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 31, 2011 and 2010 
(Dollar amounts in thousands) 

 
 
 

 
(Continued) 

 
8. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
All interest accrued but not received for loans placed on nonaccrual is reversed against interest income.  
Interest received on such loans is accounted for on the cash-basis or cost-recovery method, until 
qualifying for return to accrual.  Loans are returned to accrual status when all the principal and interest 
amounts contractually due are brought current and future payments are reasonably assured. 
 
Allowance for Loan Losses:  The allowance for loan losses is a valuation allowance for probable incurred 
credit losses.  Loan losses are charged against the allowance when management believes the 
uncollectibility of the loan balance is confirmed.  Subsequent recoveries, if any, are credited to the 
allowance.  Management estimates the allowance balance required based on past loan loss experience, 
nature and volume of the portfolio, information about specific borrower situations and estimated collateral 
values, economic conditions, and other factors. 
 
The allowance consists of specific and general components.  The specific component relates to loans that 
are individually classified as impaired or loans otherwise classified as substandard or doubtful.  The 
general component covers non-classified loans and is based on historical loss experience adjusted for 
current factors.  Allocations of the allowance may be made for specific loans but the entire allowance is 
available for any loan that, in management’s judgment, should be charged-off. 
 
A loan is impaired when full payment under the loan terms is not expected.  Commercial and commercial 
real estate loans are individually evaluated for impairment.  Loans for which the terms have been 
modified, and for which the borrower is experiencing financial difficulties, are considered troubled debt 
restructurings and classified as impaired.  If a loan is impaired, a portion of the allowance is allocated so 
that the loan is reported, net, at the present value of estimated future cash flows using the loan’s existing 
rate or at the fair value of collateral if repayment is expected solely from the collateral.  Large groups of 
smaller balance homogeneous loans, such as consumer and residential real estate loans, are collectively 
evaluated for impairment, and accordingly, they are not separately identified for impairment disclosures.   
 
Troubled debt restructurings are separately identified for impairment disclosures and are measured at 
either the present value of estimated future cash flows method using the loan’s effective rate at inception 
or the fair value of collateral method, adjusted for discounted values and estimated selling.  If a troubled 
debt restructuring is considered to be a collateral dependent loan, the loan is reported, net, at the fair 
value of the collateral.  For troubled debt restructurings that subsequently default, the Company 
determines the amount of reserve in accordance with the accounting policy for the allowance for loan 
losses. 
 
The general component covers non impaired loans and is based on historical loss experience adjusted 
for current factors.  The historical loss experience is determined by portfolio segment and risk 
classifications and is based on the actual loss history experienced by the Company over the most recent 
three years.  This actual loss experience is supplemented with other economic factors based on the risks 
present for each portfolio segment.  These economic factors include consideration of the following:  levels 
of and trends in delinquencies and impaired loans; levels of and trends in charge-offs and recoveries; 
trends in volume and terms of loans; effects of any changes in risk selection and underwriting standards; 
other changes in lending policies, procedures, and practices; experience, ability, and depth of lending 
management and other relevant staff; national, state and local economic trends and conditions; industry 
conditions; and effects of changes in credit concentrations.   
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9. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
The following portfolio segments have been identified:  commercial loans and retail loans.  Commercial 
loans have been classified according to the following risk characteristics:  commercial and industrial loans 
and commercial real estate.  Commercial and industrial loans are primarily underwritten based on the 
cash flows of the business operations and secured by assets being financed such as accounts receivable 
inventory, and equipment.  Commercial real estate loans are primarily underwritten based on cash flow of 
the borrower and their business and further secured by real estate and collateral values may fluctuate 
based on the impact of economic conditions.  All types of commercial loans may also come with personal 
guarantees of the borrowers and business owners.  Retail loans have been classified according to the 
following risk characteristics:  Residential mortgage, home equity, and consumer loans.  Retail loans are 
generally dependent on personal income of the customer, and repayment is dependent on borrower’s 
personal cash flow and employment status which can be affected by general economic conditions.  
Additionally, collateral values may fluctuate based on the impact of economic conditions on residential 
real estate values and other consumer type assets such as automobiles. 
 
Loans or portions of loans are charged off when there is a distinct probability of loss identified.  A distinct 
probability of loss exists when it has been determined that any remaining sources of repayment are 
insufficient to cover all outstanding principal.  The probable loss is immediately calculated based on the 
value of the remaining sources of repayment and charged to the allowance for loan loss. 
 
Premises and Equipment:  Land is carried at cost.  Premises and equipment are stated at cost less 
accumulated depreciation.  Premises and equipment are depreciated primarily on the straight-line method 
over the estimated useful lives of the assets.  These assets are reviewed for impairment when events 
indicate the carrying amount may not be recoverable. 
 
Servicing Assets:  Servicing rights are recognized separately when they are acquired through sales of 
loans.  When mortgage loans are sold, servicing rights are initially recorded at fair value with the income 
statement effect recorded in mortgage banking income.  Fair value is based on market prices for 
comparable mortgage servicing contracts, when available, or alternatively, is based on an independent 
valuation.  The independent valuations incorporate assumptions that market participants would use in 
estimating future net servicing income, such as the cost to service, the discount rate, the custodial 
earnings rate, ancillary income, prepayment speeds and default rates and losses.  All classes of servicing 
assets are subsequently measured using the amortization method which requires servicing rights to be 
amortized into non-interest income in proportion to, and over the period of, the estimated future net 
servicing income of the underlying loans. 
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10. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Servicing assets are evaluated for impairment based upon the fair value of the rights as compared to 
carrying amount.  Impairment is determined by stratifying rights into groupings based on predominant risk 
characteristics, such as interest rate, loan type and investor type.  Impairment is recognized through a 
valuation allowance for an individual grouping, to the extent that fair value is less than the carrying 
amount.  If the Company later determines that all or a portion of the impairment no longer exists for a 
particular grouping, a reduction of the allowance may be recorded as an increase to income.  The fair 
values of servicing rights are subject to significant fluctuations as a result of changes in estimated and 
actual prepayment speeds and default rates and losses.   
 
Servicing fee income, which is reported on the income statement as loan servicing income, net, is 
recorded for fees earned for servicing loans.  The fees are based on a contractual percentage of the 
outstanding principal; or a fixed amount per loan and are recorded as income when earned.  The 
amortization of mortgage servicing rights is netted against loan servicing fee income.  Servicing fees 
totaled $396 and $364 for the years ended December 31, 2011 and 2010.  Late fees and ancillary fees 
related to loan servicing are not material.  
 
Other Real Estate:  Assets acquired through or instead of loan foreclosure are recorded at fair value less 
costs to sell when acquired, establishing a new cost basis.  These assets are subsequently accounted for 
at the lower of cost or fair value less cost to sell.  If fair value declines, a valuation allowance is recorded 
through expense.  Costs after acquisition are expensed.   
 
Company Owned Life Insurance:  The Company has purchased life insurance policies on certain key 
executives.  Company owned life insurance is recorded at the amount that can be realized under the 
insurance contract at the balance sheet date, which is the cash surrender value adjusted for other 
charges or other amounts due that are probable at settlement.   
 
Prepaid FDIC Insurance:  On September 29, 2009 the Federal Deposit Insurance Corporation (“FDIC”) 
adopted an Amended Restoration Plan to allow the Deposit Insurance Fund to return to a reserve ratio of 
1.15% within eight years, as mandated by statute.  As part of the Amended Restoration Plan, the FDIC 
amended its assessment regulations to require all institutions to prepay on December 30, 2009 their 
estimated risk-based insurance assessments for the fourth quarter of 2009, and for all of 2010, 2011, and 
2012.  At that same time, institutions were also required to pay their regular quarterly assessments for the 
third quarter of 2009.  An institution’s quarterly risk-based deposit insurance assessments thereafter 
would be paid from the amount the institution prepaid until that amount was exhausted or until 
December 31, 2014, when any amount remaining would be returned to the institution.  However, if the 
FDIC determined the insurance prepayment would adversely affect an institution’s safety and soundness, 
the FDIC could exercise its supervisory discretion to exempt an institution from the prepayment 
requirement.  Further, an institution could apply to the FDIC for an exemption from the prepayment 
requirement if the institution could demonstrate that the prepayment would significantly impair the 
institution’s liquidity, or otherwise create a significant hardship. 
 
Short-term Borrowings:  Short-term borrowings include repurchase agreement liabilities representing 
amounts advanced by various customers.  Securities are pledged to cover these liabilities, which are not 
covered by federal deposit insurance. 
 
Retirement Plans:  Pension expense is the net of service and interest cost, return on plan assets and 
amortization of gains and losses not immediately recognized.  Employee 401(k) plan expense is the 
amount of matching contributions.  Deferred compensation and supplemental retirement plan expense 
allocates the benefits over years of service. 
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11. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Income Taxes:  Income tax expense is the total of the current year income tax due or refundable and the 
change in deferred tax assets and liabilities.  Deferred tax assets and liabilities are the expected future 
tax amounts for the temporary differences between carrying amounts and tax bases of assets and 
liabilities, computed using enacted tax rates.  A valuation allowance, if needed, reduces deferred tax 
assets to the amount expected to be realized. 
 
A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be 
sustained in a tax examination, with a tax examination being presumed to occur.  The amount recognized 
is the largest amount of tax benefit that is greater than 50% likely of being realized on examination.  For 
tax positions not meeting the “more likely than not” test, no tax benefit is recorded.   
 
The Company recognizes interest and/or penalties related to income tax matters in income tax expense.  
The Company did not have any amounts accrued for interest and penalties at December 31, 2011 and 
2010.   
 
Earnings Per Share:  Earnings per share is based on net income divided by the weighted-average 
number of common shares outstanding during the year.  Earnings and dividends per share are restated 
for all stock splits and dividends through the date of issue of the financial statements. 
 
Fair Values of Financial Instruments:  Fair values of financial instruments are estimated using relevant 
market information and other assumptions, as more fully disclosed in a separate note.  Fair value 
estimates involve uncertainties and matters of significant judgment regarding interest rates, credit risk, 
prepayments, and other factors, especially in the absence of broad markets for particular items.  Changes 
in assumptions or in market conditions could significantly affect the estimates. 
 
Comprehensive Income:  Comprehensive income consists of net income and other comprehensive 
income.  Other comprehensive income includes unrealized gains and losses on securities available-for-
sale and changes in the funded status of the pension plan, which are also recognized as a separate 
component of equity. 
 
Loss Contingencies:  Loss contingencies, including claims and legal actions arising in the ordinary course 
of business, are recorded as liabilities when the likelihood of loss is probable and an amount or range of 
loss can be reasonably estimated.  Management does not believe there are now such matters that will 
have a material effect on the financial statements. 
 
Dividend Restriction:  Banking regulations require maintaining certain capital levels and may limit the 
dividends paid by the bank to the holding company or by the holding company to stockholders.   
 
Loan Commitments and Related Financial Instruments:  Financial instruments include off-balance sheet 
credit instruments, such as commitments to make loans and commercial letters of credit, issued to meet 
customer financing needs.  The face amount for these items represents the exposure to loss, before 
considering customer collateral or ability to repay.  Such financial instruments are recorded when they are 
funded. 
 
Reclassifications:  Some items in the prior year financial statements were reclassified to conform to the 
current presentation.   
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12. 

NOTE 2 - SECURITIES 
 
The fair value of securities available-for-sale and the related gross unrealized gains and losses 
recognized in accumulated other comprehensive income (loss) were as follows: 
 
  Gross Gross  
 Amortized Unrealized Unrealized Fair 
 Cost Gains Losses Value 
2011 
 Federal agencies $ 18,541 $ 68 $ (4) $ 18,605 
 Residential mortgage-backed  8,566  72  (91)  8,547 
 State and municipal  26,527  1,380  (9)  27,898 
 Corporates  3,049  3  (22)  3,030 
   $ 56,683 $ 1,523 $ (126) $ 58,080 
 
 
  Gross Gross 
 Amortized Unrealized Unrealized Fair 
 Cost Gains Losses Value 
2010 
 Federal agencies $ 17,693 $ 54 $ (101) $ 17,646 
 Residential mortgage-backed  3,275  45  (11)  3,309 
 State and municipal  26,149  678  (133)  26,694 
   $ 47,117 $ 777 $ (245) $ 47,649 
 
Trading securities consist of investments in mutual funds and are related to deferred compensation plans.  
Income recognized on trading securities totaled $38 and $110 for 2011 and 2010. 
 
Securities with a carrying value of $23,149 and $16,018 were pledged to secure repurchase agreements 
and other borrowings at year-end 2011 and 2010. 
 
During 2011, proceeds from the sales of securities available-for-sale totaled $5,243, with gross gains of 
$93 and gross losses of $1.  During 2010, proceeds from the sales of securities available-for-sale totaled 
$10,140, with gross gains of $309 and gross losses of $0.   
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13. 

NOTE 2 - SECURITIES (Continued) 
 
The fair value of debt securities at year-end 2011, by contractual maturity, is shown below.  Securities not 
due at a single maturity date, primarily mortgage-backed securities, are shown separately.   
 
 December 31, 2011 
 Amortized 
 Cost Fair Value 
 
 Due in one year or less $ 1,769 $ 1,784 
 Due after one year through five years  26,129  26,598 
 Due after five years through ten years  16,673  17,448 
 Due after ten years  3,546  3,703 
 Residential mortgage-backed  8,566  8,547 
   
   $ 56,683 $ 58,080 
 
Below is a summary of securities with unrealized losses as of year-end 2011 and 2010, presented by 
investment category and length of time the securities have been in a continuous unrealized loss position: 
 
  - Less than 12 months   --- 12 months or more--   ----------- Total ------------  
 Fair Unrealized Fair Unrealized Fair Unrealized 
 Value Loss Value Loss Value Loss 
 
2011 
Federal agency $ 4,036 $ (4) $ - $ - $ 4,036 $ (4) 
Residential mortgage-backed  3,192  (91)  -  -  3,192  (91) 
State and municipal  775  (9)  -  -  775  (9) 
Corporates  2,014  (22)  -  -  2,014  (22) 
 
 Total temporarily impaired $ 10,017 $ (126) $ - $ - $ 10,017 $ (126) 
 
  - Less than 12 months   --- 12 months or more--   ----------- Total ------------  
 Fair Unrealized Fair Unrealized Fair Unrealized 
 Value Loss Value Loss Value Loss 
 
2010 
Federal agency $ 8,842 $ (101) $ - $ - $ 8,842 $ (101) 
Residential mortgage-backed  969  (11)  -  -  969  (11) 
State and municipal  2,981  (133)  -  -  2,981  (133) 
 
 Total temporarily impaired $ 12,792 $ (245) $ - $ - $ 12,792 $ (245) 
 
Unrealized losses have not been recognized into income because the bonds are U.S. government 
agency issues or of high credit quality (rated AA or higher), the unrealized losses have been 
predominately of short duration due to changes in interest rates, and management does not intend to sell 
and it is not more likely than not that management would be required to sell the securities prior to their 
anticipated recovery.  The fair value is expected to recover as the bonds approach their maturity dates or 
market rates change. 
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14. 

NOTE 3 - LOANS 
 
Loans are comprised of the following: 
 
 2011 2010 
Commercial: 
 Real estate $ 97,817 $ 98,667 
 Commercial and industrial  75,991  76,368 
  Subtotal  173,808  175,035 
 
Retail: 
 Residential mortgage  73,337  72,597 
 Home equity  23,798  25,247 
 Direct and indirect consumer  4,308  7,169 
 Other consumer  172  191 
  Subtotal  101,615  105,204 
 
  Total gross loans  275,423  280,239 
 
Less: Allowance for loan losses  (3,993)  (4,144) 
  Loans, net $ 271,430 $ 276,095 
 
Certain directors, executive officers and principal stockholders of the Company, including their immediate 
families and companies in which they are principal owners, were loan customers of the Bank.  At 
December 31, 2011 and 2010, loans to these individuals totaled approximately $794 and $187. 
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15. 

NOTE 3 - LOANS (Continued) 
 
The following table presents the activity in the allowance for loan losses by portfolio class for the year ending December 31, 2011: 
    
  Commercial Commercial   Direct and 
  Real  and  Residential Home Indirect Other 
December 31, 2011  Estate Industrial Mortgage Equity Consumer Consumer Unallocated Total 
Allowance for loan losses: 
 Beginning balance $ 2,398 $ 861 $ 174 $ 38 $ 81 $ 5 $ 587 $ 4,144  
 Provision for loan losses  807  (163)  128  107  (64)  5  480  1,300 
 Loans charged-off  (950)  (319)  (173)  (74)  (28)  (12)  -  (1,556) 
 Recoveries  -  17  46  -  31  11  -  105 
 
 Total ending allowance balance $ 2,255 $ 396 $ 175 $ 71 $ 20 $ 9 $ 1,067 $ 3,993 
 
The following table presents the balance in the allowance for loan losses and the recorded investment in loans by portfolio class and based on impairment 
method as of December 31, 2011: 
 
  Commercial Commercial   Direct and 
  Real  and  Residential Home Indirect Other 
December 31, 2011  Estate Industrial Mortgage Equity Consumer Consumer Unallocated Total 
Allowance for loan losses: 
 Ending allowance balance attributable to loans: 
 Individually evaluated for impairment $ 1,627 $ 187 $ - $ - $ - $ - $ - $ 1,814  
 Collectively evaluated for impairment  628  209  175  71  20  9  1,067  2,179 

 
 Total ending allowance balance $ 2,255 $ 396 $ 175 $ 71 $ 20 $ 9 $ 1,067 $ 3,993 
 
Loans: 
  Loans individually evaluated for impairment $ 15,020 $ 3,292 $ - $ - $ - $ - $ - $ 18,312   
 Loans collectively evaluated for impairment   82,797  72,699  73,337  23,798  4,308  172  -  257,111 
 
 Total ending loans balance $ 97,817 $ 75,991 $ 73,337 $ 23,798 $ 4,308 $ 172 $ - $ 275,423 
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16. 

NOTE 3 - LOANS (Continued) 
 
Activity in the allowance for loan losses was as follows: 
 2011 2010 
 
 Beginning balance $ 4,144 $ 3,050 
 Provision for loan losses  1,300  2,250 
 Loan losses charged-off  (1,556)  (1,219) 
 Recoveries  105  63 
 
 Ending balance $ 3,993 $ 4,144 
 
Impaired loans were as follows: 
 
 2011 2010 
 Year-end impaired loans with no allowance for 
   loan losses allocated $ 3,923 $ 6,283 
 Year-end impaired loans with allowance for loan  
   losses allocated  14,389  14,990 
   Total $ 18,312 $ 21,273 
   
 Amount of the allowance allocated $ 1,814 $ 2,478 
 Average of impaired loans during the year  22,681  21,577 
 Interest income recognized during impairment  1,405  959 
 Cash-basis interest income recognized  1,417  1,042 
 
Non-performing loans were as follows: 
 2011 2010 
 
 Loans past due over 90 days still on accrual $ - $ 159 
 Nonaccrual loans  7,472  8,231 
 Troubled debt restructurings  1,425  5,519 
 
Nonperforming loans and impaired loans are defined differently.  Some loans may be included in both 
categories, whereas other loans may only be included in one category.  The Company has allocated $80 
and $594 of specific reserves to customers whose loan terms have been modified in troubled debt 
restructurings as of December 31, 2011 and 2010, respectively.  The Company has not committed to lend 
any additional amounts to customers whose outstanding loans are classified as troubled debt 
restructurings.  
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17. 

NOTE 3 - LOANS (Continued) 
 
The following table presents information related to impaired loans by class of loans as of and for the year ended December 31, 2011: 
   
 Unpaid   Allowance for Average  Interest Cash Basis 
 Principal Recorded Loan Losses Recorded Income Interest 
 Balance Investment* Allocated Investment Recognized Recognized 
December 31, 2011 
With no related allowance recorded: 
 Commercial:             
  Real estate $ 962 $ 962 $ - $ 988 $ 59 $ 60             
  Commercial and industrial  2,961  2,961  -  4,652  234  237             
 Subtotal  3,923  3,923  -  5,640  293  297 
 
With an allowance recorded: 
 Commercial:              
  Real estate  14,057  14,057  1,627  15,213  925  935             
  Commercial and industrial  332  332  187  1,828  187  185 
 Subtotal  14,389  14,389  1,814  17,041  1,112  1,120 
 
  Total  $ 18,312 $ 18,312 $ 1,814 $ 22,681 $ 1,405 $ 1,417 
 
* The recorded investment in loans excludes accrued interest receivable and deferred fees due to immateriality.   
 
The following table presents the aging of the recorded investment in past due and nonaccrual loans as of December 31, 2011 by class of loans: 
 
  30 – 59  60 - 89  Greater than  
  Days  Days  89 Days  Total Loans Not 
December 31, 2011  Past Due Past Due Past Due Nonaccrual Past Due Past Due Total 
Commercial: 
 Real estate $ - $ - $ - $ 4,922 $ 4,922 $ 92,895 $ 97,817 
 Commercial and industrial  110  48  -  173  331  75,660  75,991  
Retail: 
  Residential real estate  1,489  703  -  1,800  3,992  69,345  73,337  
 Home equity  116  15  -  375  506  23,292  23,798 
 Direct and indirect consumer  52  9  -  202  263  4,045  4,308 
 Other consumer   11  -  -  -  11  161  172     
 
Total $ 1,778 $ 775 $ - $ 7,472 $ 10,025 $ 265,398 $ 275,423  
 
As of December 31, 2011 there were no loans past due over 90 days still on accrual status. 
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18. 

NOTE 3 - LOANS (Continued) 
 
Troubled Debt Restructurings: 
 
During the year ending December 31, 2011, the terms of certain loans were modified as troubled debt 
restructurings.  The modification of the terms of such loans included one or a combination of the 
following: a reduction of the stated interest rate of the loan in conjunction with consolidating notes; an 
extension of the maturity date at a stated rate of interest lower than the current market rate for new debt 
with similar risk; or a permanent reduction of the recorded investment in the loan. 
 
Modifications involving a reduction of the stated interest rate did not result in a change of the maturity 
period.  Modifications involving an extension of the maturity date were for periods ranging from one year 
to nine years.  A new credit in the amount of $50 was extended to a borrower for a five year period at an 
interest rate of 7.00% in which additional collateral was pledged by the borrower.  The proceeds of the 
new credit went to pay delinquent property taxes associated with first mortgage notes held by the Bank, 
which totaled $550.  The borrower subsequently declared bankruptcy and as a result of the troubled debt 
restructuring described above the allowance for loan losses was increased by $42 during the year ending 
December 31, 2011.  The Bank restructured a total of five other loan relationships during the year totaling 
approximately $500 for which no payment defaults occurred and $5 was recorded to the allowance for 
loan losses.   
 
Credit Quality Indicators: 
 
The Company categorizes loans into risk categories based on relevant information about the ability of 
borrowers to service their debt such as: current financial information, historical payment experience, credit 
documentation, public information, and current economic trends, among other factors.  The Company 
analyzes loans individually by classifying the loans as to credit risk.  This analysis includes loans with an 
outstanding balance greater than $100 and non-homogeneous loans, such as commercial and 
commercial real estate loans.  This analysis is performed annually at a minimum and more frequently 
should there be an indication the credit has weakened or adequately improved to warrant a rating 
change.  The Company uses the following definitions for risk ratings: 

 
Special Mention.  Loans classified as special mention have a potential weakness that deserves 
management's close attention. If left uncorrected, these potential weaknesses may result in 
deterioration of the repayment prospects for the loan or of the institution's credit position at some 
future date. 
 
Substandard.  Loans classified as substandard are inadequately protected by the current net 
worth and paying capacity of the obligor or of the collateral pledged, if any. Loans so classified 
have a well-defined weakness or weaknesses that jeopardize the liquidation of the debt. They are 
characterized by the distinct possibility that the institution may sustain some loss if the 
deficiencies are not corrected. 
 
Doubtful.  Loans classified as doubtful have all the weaknesses inherent in those classified as 
substandard, with the added characteristic that the weaknesses make collection or liquidation in 
full, on the basis of currently existing facts, conditions, and values, highly questionable and 
improbable. 
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19. 

NOTE 3 - LOANS (Continued) 
 

Loans not meeting the criteria above that are analyzed individually as part of the above described 
process are considered to be pass rated loans.  Loans listed as not rated are either equal to or less than 
$100 or are included in groups of homogeneous loans.   
 
Based on the most recent analysis performed, the risk category of loans by class of loans is as follows: 
 
   Special   Not 
  Pass Mention Substandard Doubtful Rated 
 
 December 31, 2011 
 Commercial:   
  Real estate $ 78,619 $ 3,632 $ 15,020 $ - $ 546                    
  Commercial and industrial  68,646  1,969  3,292  -  2,084 
 
 Total   $ 147,265 $ 5,601 $ 18,312 $ - $ 2,630 
 
The Company considers the performance of the loan portfolio and its impact on the allowance for loan 
losses.  For residential and consumer loan classes, the Company also evaluates credit quality based on 
the aging status of the loan, which was previously presented, and by payment activity.  The following 
table presents the recorded investment in residential and consumer loans based on payment activity: 
   
  Retail  
 Direct and    
   Residential Home Indirect Other   
   Mortgage Equity Consumer Consumer 
December 31, 2011 
 Performing   $ 71,537 $ 23,423 $ 4,106 $ 172   
 Nonperforming    1,800  375  202  -  
 
 Total    $ 73,337 $ 23,798 $ 4,308 $ 172  
 
 
NOTE 4 - LOAN SERVICING ACTIVITIES 
 
Activity for capitalized loan servicing rights, which are included in other assets on the balance sheet, was 
as follows: 
 
 2011 2010 
Servicing rights: 
 Beginning of year $ 958 $ 907 
 Additions  337  367 
 Amortized to expense  (372)  (316) 
  End of year $ 923 $ 958 
 
There was no valuation allowance activity for 2011 or 2010.  At year-end 2011 and 2010, the fair value of 
mortgage servicing rights was $1,372 and $1,377.  Significant assumptions used to estimate fair value 
included immediate and long-term weighted average prepayment speed of approximately 18.9% 
(immediate) and 12.5% (long-term) for 2011 and 16.8% (immediate) and 12.9% (long-term) for 2010, and 
a weighted average discount rate of 7.44% and 7.75% for 2011 and 2010. 
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20. 

NOTE 4 - LOAN SERVICING ACTIVITIES (Continued) 
 
Mortgage loans serviced for others are not reported as assets.  The principal balances of these loans at 
year-end 2011 and 2010 were approximately $169,315 and $172,617.  
 
 
NOTE 5 - PREMISES AND EQUIPMENT 
 
Year-end premises and equipment were as follows: 
 2011 2010 
 
 Land and improvements $ 1,770 $ 1,770 
 Buildings and improvements  5,384  5,430 
 Furniture, fixtures, equipment and vehicles  3,884  3,599 
  Total cost  11,038  10,799 
 Accumulated depreciation  (6,161)  (5,806) 
 
  $ 4,877 $ 4,993 
 
 
NOTE 6 - DEPOSITS 
 
Interest-bearing deposits consisted of the following at year-end: 
 
 2011 2010 
 
 Interest-bearing demand deposits and savings $ 134,304 $ 116,596 
 Time deposits over $100,000  50,314  41,053 
 Other time deposits  68,640  76,460 
 
  $ 253,258 $ 234,109 
 
Scheduled maturities of time deposits for the next five years were as follows: 
 
 2012 $ 55,983 
 2013  33,934 
 2014  11,065 
 2015  9,224 
 2016  4,743 
 Thereafter  4,005 
 
  $ 118,954 
 
Time deposits originated from outside the geographic area, generally through brokers, totaled $16,971 
and $8,464 at December 31, 2011 and 2010, respectively.   
 
The Bank had deposits from related parties at year-end 2011 and 2010 of $5,000 and $4,663. 
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21. 

NOTE 7 - SHORT-TERM BORROWINGS 
 
Year-end short-term borrowings were comprised of the following: 
 
 2011 2010 
 
 Repurchase agreements $ 14,064 $ 12,347 
 Lines of credit  975  1,050 
  $ 15,039 $ 13,397 
 
Securities sold under agreements to repurchase (repurchase agreements) are financing arrangements 
that generally mature within thirty days from the transaction date.  The weighted average interest rate on 
these borrowings was 0.48% and 0.47% at December 31, 2011 and 2010.   
 
The Company has a $5,000 line of credit from a financial institution that expires August 14, 2012.  Interest 
is variable and accrues at the national prime interest rate, which resulted in a rate of 3.25% at 
December 31, 2011 and 2010, respectively.  This line of credit is secured by 19,515 shares of Bank 
common stock.  The balance on this line of credit was $975 and $1,050 at December 31, 2011 and 2010, 
respectively. 
 
 
NOTE 8 - FEDERAL HOME LOAN BANK ADVANCES  
 
At year-end, advances from the Federal Home Loan Bank were as follows: 
 
 2011 2010 

 
Maturities from 2013 through 2015, primarily fixed rates from 
1.93% to 4.54%, with a weighted average rate of 3.02% at 
year-end 2011. $ 23,841 $ - 
 
Maturities from 2011 through 2015, primarily fixed rates from 
1.93% to 5.76%, with a weighted average rate of 3.28% at 
year-end 2010.  -  27,385 
 $ 23,841 $ 27,385 

 
Maturities and scheduled principal reductions over the next five years are as follows: 
 
 2012 $ 555 
 2013  4,286 
 2014  10,000 
 2015  9,000 
 2016  - 
  $ 23,841 
 
Prepayments are subject to penalty except for those payments made on various contractual prepayment 
dates.  The advances are secured by first residential mortgage loans totaling $57,024 and $59,653 at 
year-end 2011 and 2010. 
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22. 

NOTE 9 - PENSION PLAN AND OTHER POST RETIREMENT BENEFITS 
 
Pension Plan:  The Bank has a funded noncontributory defined benefit pension plan that was frozen on 
April 15, 2007.  Plan benefits are based primarily on years of service and employees’ compensation.  The 
Bank uses a December 31 measurement date for its plan. 
 
Information about the pension plan was as follows: 
 
 2011 2010 
 
 Projected benefit obligation $ 3,577 $ 3,149 
 Fair value of plan assets  2,310  2,647 
 
 Funded status (plan assets less benefit obligation) $ (1,267) $ (502) 
 
 Accumulated benefit obligation $ 3,577 $ 3,149 
 
 Net pension expense $ 35 $ 26 
 Employer contributions  -  - 
 Benefits paid  109  163 
   
 
Because the plan has been frozen, the projected benefit obligation and accumulated benefit obligation 
are the same for 2011 and 2010.   
 
Amounts recognized in accumulated other comprehensive income (loss) at December 31 consist of: 
 
 2011 2010 
 
 Net gain (loss) $ (1,910) $ (1,180) 
 
The estimated net loss for the pension plan that will be amortized from accumulated other comprehensive 
income (loss) into net periodic benefit costs during the year ending December 31, 2012 is $155. 
 
Estimated Future Payments:  The following benefit payments, which reflect expected future service, are 
expected: 
 
 Pension Benefits 
 
 2012 $ 171 
 2013  141 
 2014  335 
 2015  297 
 2016  614 
 2017-2021  1,243 
 
Contributions:  The Company expects to contribute $100 to its pension plan in 2012.   
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23. 

NOTE 9 - PENSION PLAN AND OTHER POST RETIREMENT BENEFITS (Continued) 
 
Actuarial Assumptions:  Weighted average assumptions used to determine net periodic pension cost and 
pension benefit obligations at year-end: 
 2011 2010 
 
 Discount rate on benefit obligation  4.25% 5.30% 
 Rate of compensation increase N/A N/A  
 Long-term expected rate of return on assets  8.00% 8.00% 
 
Management closely monitors the Plan’s return results to ensure long-term performance measures are 
satisfactory.  Management estimated the rate of return on plan assets based on the ten-year average 
historical return for the Plan. 
 
Plan Assets:  The Company’s pension plan asset allocation at year-end 2011 and 2010 and target 
allocation for 2011 are as follows: 
 
  Percentage of Plan 
  Target Assets 
  Allocation at Year-end 
Asset Category 2011 2011 2010 
 
 Equity securities  50 - 70%  67.0%  64.6% 
 Debt securities  30 - 50  9.2  11.4 
 Other   0 - 10  23.8  24.0 
 
  Total   100.0% 100.0% 
 
The investment objective for the Company’s pension plan is to maximize total return without exposure to 
undue risk.  Asset allocation favors equities, with a target allocation range of 50 to 70 percent.  Other 
investment target allocations include a range of 30 to 50 percent in fixed debt securities and 0 to 10 
percent in other plan assets. 
 
Equity securities include Company common stock in the amounts of $0 (0% of total plan assets) and $38 
(1% of total plan assets) at year-end 2011 and 2010, respectively. 
 
Fair Value of Plan Assets:  Fair value is the exchange price that would be received for an asset in the 
principal or most advantageous market for the asset in an orderly transaction between market participants 
on the measurement date.  The Company used the following methods and significant assumptions to 
estimate the fair value of each type of financial instrument: 
 
Equity Securities and Mutual Funds:  The fair values for equity securities and mutual funds are 
determined by obtaining quoted market prices on nationally recognized securities exchanges, if available 
(Level 1). For securities where quoted prices are not available, such as the Company’s stock, fair values 
are calculated based on recent Company stock transactions that have occurred between shareholders 
(Level 2).   
 
Fixed Income Securities:  Fair values reflect the closing price reported in the active market in which the 
securities are traded (Level 1). 
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24. 

NOTE 9 - PENSION PLAN AND OTHER POST RETIREMENT BENEFITS (Continued) 
 
Other Securities:  These securities represent balances held in money market and certificate of deposit 
accounts and the fair values are estimated to approximate deposit account balances, payable on 
demand, as no discounts for credit quality or liquidity were determined to be applicable (Level 2). 
 
The fair value of the plan assets at December 31, 2011, by asset category, is as follows: 
 
   Fair Value Measurements at  
  December 31, 2011 Using:  
   Significant 
  Quoted Prices in Other Significant 
  Active Markets for Observable Unobservable 
 Carrying Identical Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3) 
Plan Assets 
 
 Equity securities  
  U.S. large cap $ 472 $ 472 $ - $ - 
 Mutual funds(a)  1,182  1,182  -  - 
 Fixed income securities 
  Municipal bonds  106  106  -  - 
 Other  550  550  -  - 
 
Total Plan Assets $ 2,310 $ 2,310 $ - $ - 
 
(a) 70% of the plan’s mutual fund investments are in small and mid-cap funds which invest in U.S. companies. 21% of the plan’s 
mutual fund investments are in international funds.  9% of the plan’s mutual fund investments are in bond funds that hold primarily 
short term U.S. Treasury and government agency securities. 
 
   Fair Value Measurements at  
  December 31, 2010 Using:  
   Significant 
  Quoted Prices in Other Significant 
  Active Markets for Observable Unobservable 
 Carrying Identical Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3) 
Plan Assets 
 
 Equity securities  
  U.S. large cap $ 476 $ 476 $ - $ - 
  Company common stock  38  -  38  - 
 Mutual funds(a)  1,298  1,298  -  - 
 Fixed income securities 
  Municipal bonds  100  100  -  - 
 Other  735  216  519  - 
 
Total Plan Assets $ 2,647 $ 2,090 $ 557 $ - 
 
(a) 68% of the plan’s mutual fund investments are in small and mid-cap funds which invest in U.S. companies. 24% of the plan’s 
mutual fund investments are in international funds.  8% of the plan’s mutual fund investments are in bond funds that hold primarily 
short term U.S. Treasury and government agency securities. 
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25. 

NOTE 9 - PENSION PLAN AND OTHER POST RETIREMENT BENEFITS (Continued) 
 
Deferred Savings Plan: The deferred savings plan allows Company matching up to a maximum of 4% of 
the employee’s compensation.  The matching component is based on years of service to the Bank and 
ranges from 25% to 100% of the first 4% of the compensation contributed.  Expense for 2011 and 2010 
was $114 and $108.  The plan also provides for additional discretionary employer contributions for 
Pension Plan participants affected by the freezing of the Pension Plan.  A pension replacement 
contribution provides for an annual discretionary contribution to achieve combined pension and deferred 
savings plan benefits equal to 90% of the benefits that would have been earned under the pension plan 
prior to freezing the plan.  Affected participants must work at least 1,000 hours and be employed by the 
Bank as of December 31 in order for this contribution to be made on their behalf.  Expense for 2011 and 
2010 was $137 and $0. 
 
Other Post Retirement Benefits:  The Bank has another post retirement plan which covers directors.  The 
plan provides for continuation of directors’ fees to former directors or their spouses upon retirement or 
death and upon fulfillment of certain service requirements.  The Bank accrues the estimated cost of 
retiree benefit payments during the years the director provides services.  The Bank is recognizing the 
initial postretirement benefit obligation of $253 over a period of twenty years beginning January 1, 1995.  
The postretirement benefit plan is unfunded.  The Bank has elected to amortize unrecognized net gain or 
loss from experience that differs from that assumed over the average remaining service period of active 
plan participants.  For active participants, monthly benefits are projected to increase nominally every two 
years.  Monthly benefits for retirees are frozen at the time of retirement.  The Bank uses a December 31 
measurement date for the plan. 
 
 2011 2010 
 
 Benefit obligation $ 1,347 $ 1,237 
 Accrued benefit cost  1,347  1,237 
 Discount rate on benefit obligation  4.25%  5.25% 
 Benefits expense $ 134 $ 136 
 Benefits paid  31  31 
 
Amounts recognized in accumulated other comprehensive income (loss) at December 31 consist of: 
 
 2011 2010 
 
 Net gain (loss) $ (107) $ (88) 
 Transition obligation  (38)  (51) 
 
   $ (145) $ (139) 
 
The estimated net loss and transition costs for the post retirement plan that will be amortized from 
accumulated other comprehensive income into net periodic benefit costs during the year ending 
December 31, 2012 is $13 and $9. 
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26. 

NOTE 9 - PENSION PLAN AND OTHER POST RETIREMENT BENEFITS (Continued) 
 
Estimated Future Payments:  The following benefit payments, which reflect expected future service, are 
expected: 
 
 Other Benefits 
 
 2012 $ 31 
 2013  31 
 2014  31 
 2015  40 
 2016  49 
 2017 - 2020  350 
 
 
NOTE 10 - INCENTIVE COMPENSATION PLAN 
 
The Bank has an incentive compensation plan and a related deferred compensation plan for certain 
executives and officers.  The amount of the compensation awarded under the plan is contingent upon the 
achievement of pre-established performance criteria.  Compensation expense charged to operations 
under the incentive plan in 2011 and 2010 was $375 and $0.  Amounts deferred under the deferred 
compensation plan are invested at the participants’ discretion and amounts payable under the plan are 
based on the fair value of the investments (carried as trading securities).  The change in the fair value of 
the investments is recognized as income or loss on trading securities, and an offsetting expense or 
benefit is recognized as part of employee benefits expense.  At December 31, 2011 and 2010, the liability 
under the deferred compensation plan was $755 and $717. 
 
 
NOTE 11 - INCOME TAXES 
 
Income taxes consist of the following components: 
 2011 2010 
 
 Current income tax expense (benefit) $ 809 $ 857 
 Deferred income tax expense (benefit)  65  (549) 
 Change in valuation allowance  39  122 
 
  $ 913 $ 430 
 
 2011 2010 
 
 Statutory rate applied to income before income taxes $ 1,416 $ 971 
 Add (deduct) tax effect of: 
  Tax exempt interest income  (409)  (448) 
  Cash surrender value of life insurance  (96)  (95) 
  Other, net  2  2 
 
   $ 913 $ 430 
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27. 

NOTE 11 - INCOME TAXES (Continued) 
 
 2011 2010 
Deferred tax assets: 
 Net unrealized loss on postretirement benefits $ 814 $ 523 
 Allowance for loan losses  1,216  1,363 
 Pension and other postretirement benefits  518  449 
 Nonaccrual loan interest  6  42 
 Accrued expenses  60  10 
 Other real estate writedowns  177  85 
 Net operating loss and credit carryforward  752  730 
 Other  64  39 
    3,607  3,241 
 
Deferred tax liabilities: 
 Net unrealized appreciation on securities available-for-sale $ (484) $ (179) 
 Mortgage servicing rights  (364)  (377) 
 Depreciation and amortization  (229)  (101) 
 Deferred loan costs  (118)  (82) 
 Other  (79)  (90) 
    (1,274)  (829) 
 
 Valuation allowance  (882)  (843) 
 
 Net deferred tax asset (liability) $ 1,451 $ 1,569 
 
The Company has state tax net operating loss carryforwards of $12,110, which expire beginning in 2025, 
and state tax credit carryforwards of $120, which expire beginning in 2015.  The Company maintains a 
valuation allowance to reduce these carryforward items and other state deferred tax assets to the amount 
expected to be realized. 
 
The Company and its subsidiaries are subject to U.S. federal income tax as well as income tax of the 
state of Indiana.  The Company is no longer subject to examination by taxing authorities for years before 
2008.  The Company does not expect the total amount of unrecognized tax benefits to significantly 
change in the next 12 months.  
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28. 

NOTE 12 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES  
 
Some financial instruments, such as loan commitments, credit lines, letters of credit, and overdraft 
protection, are issued to meet customer financing needs.  These are agreements to provide credit or to 
support the credit of others, as long as conditions established in the contract are met, and usually have 
expiration dates.  Commitments may expire without being used.  Off-balance sheet risk to credit loss 
exists up to the face amount of these instruments, although material losses are not anticipated.  The 
same credit policies are used to make such commitments as are used for loans, including obtaining 
collateral at exercise of the commitment. 
 
The contractual amounts of financial instruments with off-balance sheet risk at year end were as follows: 
 
 2011 2010 
 
 Commitments to make loans $ 49,269 $ 52,100 
 Letters of credit  624  3,451 
 
At December 31, 2011 and 2010, the Bank was required to have $751 and $121 on deposit with the 
Federal Reserve or as cash on hand.   
 
 
NOTE 13 - OPERATING LEASES 
 
The Company leases certain branch properties and equipment under operating leases.  Rent expense 
was $127 and $134 in 2011 and 2010, and is included in occupancy expenses.   
 
Rent commitments under noncancelable operating leases were as follows, before considering renewal 
options that are generally present: 
 
 2012 $ 106 
 2013  34 
 2014  - 
 2015  - 
 2016  - 
 Thereafter  - 
  
 Total $ 140 
 
 
NOTE 14 - REGULATORY MATTERS 
 
Banks are subject to regulatory capital requirements administered by federal banking agencies.  Capital 
adequacy guidelines and prompt corrective action regulations, involve quantitative measures of assets, 
liabilities, and certain off-balance sheet items calculated under regulatory accounting practices.  Capital 
amounts and classifications are also subject to qualitative judgments by regulators.  Failure to meet 
capital requirements can initiate regulatory action.  Management believes as of December 31, 2011, the 
Bank met all capital adequacy requirements to which it is subject. 
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29. 

NOTE 14 - REGULATORY MATTERS (Continued) 
 
Prompt corrective action regulations provide five classifications: well-capitalized; adequately capitalized; 
undercapitalized; significantly undercapitalized; and critically undercapitalized; although these terms are 
not used to represent overall financial condition.  If adequately capitalized, regulatory approval is required 
to accept brokered deposits.  If undercapitalized, capital distributions are limited, as is asset growth and 
expansion, and plans for capital restoration are required.  As of year-end 2011 and 2010, the most recent 
regulatory notifications categorized the Bank as well-capitalized under the regulatory framework for 
prompt corrective action.  There are no conditions or events since that notification that management 
believes have changed the institution’s category.  
 
Actual and required capital amounts and ratios for the Bank are presented below at year end.   
  
 To Be Well- 
   Capitalized Under 
  For Capital Prompt Corrective 
 Actual Adequacy Purposes Action Regulations 
 Amount Ratio Amount Ratio Amount Ratio 
2011 
Total capital to risk weighted assets $ 41,047 14.9% $ 22,047 8.0% $ 27,558 10.0% 
 
Tier 1 capital to risk weighted assets $ 37,596 13.6% $ 11,023 4.0% $ 16,535 6.0% 
 
Tier 1 capital to average assets $ 37,596 9.9% $ 15,148 4.0% $ 18,934 5.0% 
 
2010 
Total capital to risk weighted assets $ 41,508 15.0% $ 22,187 8.0% $ 27,734 10.0% 
 
Tier 1 capital to risk weighted assets $ 38,033 13.7% $ 11,094 4.0% $ 16,640 6.0% 
 
Tier 1 capital to average assets $ 38,033 10.3% $ 14,736 4.0% $ 18,420 5.0% 
 
 
NOTE 15 - DISCLOSURE ABOUT FAIR VALUE  
 
Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit 
price) in the principal or most advantageous market for the asset or liability in an orderly transaction 
between market participants on the measurement date.  There are three levels of inputs that may be used 
to measure fair values: 
 

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity 
has the ability to access as of the measurement date. 
 
Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar 
assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or 
can be corroborated by observable market data.  

 
Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about the 
assumptions that market participants would use in pricing and asset or liability. 

 
The Company used the following methods and significant assumptions to estimate the fair value of each 
type of financial instrument: 
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30. 

NOTE 15 - DISCLOSURE ABOUT FAIR VALUE (Continued) 
 
The fair values of trading and available-for-sale securities are determined by obtaining quoted prices on 
nationally recognized securities exchanges (Level 1 inputs) or matrix pricing, which is a mathematical 
technique widely used to in the industry to value debt securities without relying exclusively on quoted 
prices for the specific securities but rather by relying on the securities’ relationship to other benchmark 
quoted securities (Level 2 inputs).   
 
The fair value of impaired loans with specific allocations of the allowance for loan losses is generally 
based on recent real estate appraisals. These appraisals may utilize a single valuation approach or a 
combination of approaches including comparable sales and the income approach.  Adjustments are 
routinely made in the appraisal process by the appraisers to adjust for differences between the 
comparable sales and income data available.  Such adjustments are typically significant and result in a 
Level 3 classification of the inputs for determining fair value. 
 
Nonrecurring adjustments to certain commercial and residential real estate properties classified as other 
real estate owned (OREO) are measured at fair value, less costs to sell.  Fair values are generally based 
on third party appraisals of the property, resulting in a Level 3 classification.  In cases where the carrying 
amount exceeds the fair value, less costs to sell, an impairment loss is recognized. 
 
Assets and Liabilities Measured on a Recurring Basis 
 
Assets and liabilities measured at fair value on a recurring basis are summarized below: 
 
 Fair Value Measurements at December 31, 2011 Using 
  Quoted Prices in Significant 
  Active Markets Other Significant 
  for Identical Observable Unobservable 
 Carrying Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3)  
Assets:        
 Investment securities  
   available-for-sale: 
 Federal agencies $ 18,605 $ - $ 18,605 $ - 
 Residential mortgage-backed  8,547  -  8,547  - 
 State and municipal  27,898  -  27,898  - 
 Corporates  3,030  -  3,030  - 
  
 Trading securities – mutual funds  755  755  -  - 
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31. 

NOTE 15 - DISCLOSURE ABOUT FAIR VALUE (Continued)  
 
 Fair Value Measurements at December 31, 2010 Using 
  Quoted Prices in Significant 
  Active Markets Other Significant 
  for Identical Observable Unobservable 
 Carrying Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3)  
Assets:        
 Investment securities  
   available-for-sale: 
 Federal agencies $ 17,646 $ - $ 17,646 $ - 
 Residential mortgage-backed  3,309  -  3,309  - 
 State and municipal  26,694  -  26,694  - 
  
 Trading securities – mutual funds  717  717  -  - 
 
Assets and liabilities measured at fair value on a non-recurring basis are summarized below: 
 
 
 Fair Value Measurements at December 31, 2011 Using 
  Quoted Prices in Significant 
  Active Markets Other Significant 
  for Identical Observable Unobservable 
 Carrying Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3) 
Assets:         
Impaired loans  
 Commercial real estate $ 12,430 $ - $ - $ 12,430 
 Commercial and industrial  145  -  -  145 
  
Other real estate owned, net 
 Residential $ 175 $ - $ - $ 175 
 Commercial  230  -  -  230 
 Construction  1,048  -  -  1,048 
  
 Fair Value Measurements at December 31, 2010 Using 
  Quoted Prices in Significant 
  Active Markets Other Significant 
  for Identical Observable Unobservable 
 Carrying Assets Inputs Inputs 
 Value (Level 1) (Level 2) (Level 3) 
Assets:         
Impaired loans  
 Commercial real estate $ 10,005 $ - $ - $ 10,005 
 Commercial and industrial  2,507  -  -  2,507 
 
Other real estate owned, net 
 Residential $ 575 $ - $ - $ 575 
 Commercial  158  -  -  158 
 Construction  1,171  -  -  1,171 
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32. 

NOTE 15 - DISCLOSURE ABOUT FAIR VALUE (Continued)  
 
Impaired loans, which are measured for impairment using the fair value of the collateral for collateral 
dependent loans, had a carrying amount of $14,389, with a valuation allowance of $1,814 at 
December 31, 2011, resulting in a recapture in provision for loan losses of $664 for the year ending 
December 31, 2011.  At December 31, 2010, impaired loans had a carrying amount $14,990, with a 
valuation allowance of $2,478, resulting in an additional provision for loan losses of $1,847 for the year 
ending December 31, 2010.   
 
Other real estate owned which is measured at fair value less costs to sell, had a net carrying amount of 
$1,453, which is made up of the outstanding balance of $1,890, net of a valuation allowance of $437 at 
December 31, 2011, resulting in a write-down of $314 for the year ending December 31, 2011.  Other real 
estate owned had a net carrying amount of $1,904, which is made up of the outstanding balance of 
$2,102, net of a valuation allowance of $198 at December 31, 2010, resulting in a write-down of $198 for 
the year ending December 31, 2010.   
 
The carrying amount and estimated fair values of financial instruments, not previously presented, were as 
follows at year end: 
 2011 2010 
 Carrying Fair Carrying Fair 
 Amount Value Amount Value 
Financial assets 
 Cash and cash equivalents $ 28,148 $ 28,148 $ 16,013 $ 16,013 
 FHLB stock  2,112  N/A  2,290  N/A 
 Loans held-for-sale  1,795  1,827  3,225  3,267 
 Loans, net (including impaired loans)  271,430  277,654  276,095  279,334 
 Accrued interest receivable  1,170  1,170  1,283  1,283 
 
Financial liabilities 
 Deposits $ (304,164) $ (306,909) $ (288,858) $ (291,784) 
 Short-term borrowings  (15,039)  (14,987)  (13,397)  (13,397) 
 FHLB advances  (23,841)  (25,072)  (27,385)  (28,326) 
 Accrued interest payable  (287)  (287)  (388)  (388) 

    
The methods and assumptions, not previously presented, used to estimate fair value are described as 
follows: 
 
Carrying amount is the estimated fair value for cash and cash equivalents, accrued interest receivable 
and payable, demand deposits, short-term borrowings, and variable rate loans or deposits that reprice 
frequently and fully.  For fixed rate loans or deposits and for variable rate loans or deposits with infrequent 
repricing or repricing limits, fair value is based on discounted cash flows using current market rates 
applied to the estimated life and credit risk.  It was not practicable to determine the fair value of FHLB 
stock due to restrictions placed on its transferability.  Fair value of loans held-for-sale is based on market 
quotes.  Fair value of FHLB advances is based on current rates for similar financing.  Loan commitments 
and letters of credit are short-term or variable rate with minor amounts of fees charged, and, accordingly, 
the fair value is not significant. 
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33. 

NOTE 16 - OTHER COMPREHENSIVE INCOME (LOSS) 
 
Other comprehensive income (loss) components and related taxes were as follows: 
 
 2011 2010 
 
 Unrealized holding gains (losses) on 
   available for sale securities $ 957 $ 147 
 Reclassification adjustment for losses (gains) 
   realized in income  (92)  (309) 
 Net unrealized gains (losses)  865  (162) 
 Tax effect  (305)  63 
 Net-of-tax amount  560  (99) 
 Net loss and prior service cost arising during the 
   year on pension and other postretirement benefits  (735)  (202) 
 Tax effect  291  80 
 Net-of-tax amount  (444)  (122) 
 
   $ 116 $ (221) 
 
The following is a summary of the accumulated other comprehensive income (loss) balances, net of tax: 
 
 Balance Current Balance 
 at Period at 
 2010 Change 2011 
Unrealized gains on securities 
  available for sale $ 353 $ 560 $ 913 
Unrealized loss on pension and  
  other postretirement benefits  (797)  (444)  (1,241) 
 
 Total $ (444) $ 116 $ (328) 
 
 
NOTE 17 - PARENT COMPANY ONLY CONDENSED FINANCIAL STATEMENTS 
 

CONDENSED BALANCE SHEETS 
December 31, 2011 and 2010 

 
 2011 2010 
 Assets 
  Cash $ 17 $ 11 
 Investment in subsidiary  39,124  37,588 
 
    $ 39,141 $ 37,599 
 
 Liabilities 
  Short-term borrowings $ 975 $ 1,050 
  Other liabilities  2  5 
 
 Shareholders’ equity  38,164  36,544 
 
    $ 39,141 $ 37,599 
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34. 

NOTE 17 - PARENT COMPANY ONLY CONDENSED FINANCIAL STATEMENTS (Continued) 
 

CONDENSED STATEMENTS OF INCOME 
Years ended December 31, 2011 and 2010 

 
  2011 2010 
 Dividends from subsidiary $ 1,885 $ 1,350 
 Interest expense  34  37 
 Other operating expenses  48  41 
 Income tax (benefit)  (28)  (26) 
 Equity in subsidiary undistributed income  1,420  1,127 
  Net income $ 3,251 $ 2,425 

 
 

CONDENSED STATEMENTS OF CASH FLOWS 
Years ended December 31, 2011 and 2010 

 
 2011 2010 
 Cash flows from operating activities 
  Net income $ 3,251 $ 2,425 
  Adjustments to reconcile net income to net 
    cash from operating activities 
   Equity in subsidiary undistributed income  (1,420)  (1,127) 
   Net change in other assets and liabilities  (3)  8 
    Net cash from operating activities  1,828  1,306 
 
 Cash flows from financing activities 
  Dividends paid  (891)  (746) 
  Change in short-term borrowings  (75)  125 
  Stock redemption  (856)  (681) 
   Net cash from financing activities  (1,822)  (1,302) 
 
 Net change in cash  6  4 
 
 Beginning cash  11  7 
 
 Ending cash $ 17 $ 11 
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