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While many banks faltered amid the economic conditions of 2008, 
community banks nationwide experienced a 70 percent increase 
in deposits.* At JCB, we like to think our ability to weather the 
economic uncertainty is due to our strong culture of building and 
sustaining trust, relationships and confidence.

Trust – like stockholders’ equity – is earned over time. JCB has 
forged relationships built on trust with local businesses and residents 
alike for nearly 110 years. For us, trust means that our clients know 
where their money is, and have faith that we’ll make decisions in 
their best interests, not just our own.

“We don’t want to go with a bank that is high risk,” said Kimberly 
Cooper, co-owner of Cooper Concrete and Happy Herman’s Liquor 
Store. “The staff is professional, friendly and welcoming. We felt very 
respected through the whole loan process.” 

Relationships are the point-of-difference between JCB and other 
types of financial providers. Our team members are your friends and 
neighbors, and truly care about the impact of Wall Street on our 
streets, and the people who live here. We believe that relationships 
formed with our customers throughout the years have helped us 
maintain stability during a time of turmoil in the banking industry. 

The importance of relationships to JCB has not been lost on Erwin 
Wischmeier. After more than 70 years of banking history with JCB, 
he has never opened a checking account at another bank. For him, 
it’s not just his relationship with JCB that earns his business – it’s the 
same friendly faces greeting him, year after year.

“JCB has never disappointed me,” said Wischmeier. “Ruth is 
especially helpful. I always look for her when I come in.” 

Confidence of our of stockholders is critical. Each day, we strive 
to make decisions in the best interest of our stockholders to assure 
them JCB is committed to the long-term security of their investment 
and the effective management of our customers’ financial dealings.

Just ask the Lloyds, who have invested with JCB for more than 
20 years. Initially, the Lloyds borrowed from JCB to help run their 
Bedford convenience store two decades ago, and as their confidence 
in the bank grew, they decided to invest in JCB.

“We continue to invest because of the bank’s strong management 
team,” said Evelyn Lloyd. 

Whether it is trust, relationships or confidence, JCB remains 
committed to making decisions that stay true to our founding beliefs 
that have resulted in our culture of extraordinary service.

*October 2008 Independent Community Bankers of America survey
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The Annual Meeting of Bancorp. of Southern Indiana shareholders will 
be held on Monday, April 13, 2009, at 7:00 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.
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Message to Shareholders

Bancorp. of Southern Indiana enjoyed very favorable results from 
operations during 2008.  I invite your attention to the comparative results 
of your Company’s performance from pages 4 through 25.  

BSI’s success during 2008 was less about things we did, but more about 
what we didn’t do during the few years and months leading up to 2008 
that made the difference.

At the core, BSI didn’t lose sight of being the responsible, conservative 
organization that is true to its culture and core values.  We didn’t stray 
from our responsibilities to stockholders in protecting and growing 
their investment.  We didn’t abandon employing appropriate and time 
tested credit underwriting practices by placing customers into loans they 
couldn’t repay, just for the opportunity to generate large amounts of 
short-term profit.  We didn’t make investments in questionable securities 
for the sake of a better return.  Further, we didn’t go beyond our natural 
market areas, seeking loans and investments that were unfamiliar to us 
or for which we weren’t acquainted with borrowers. 

And, because of the things we didn’t do in the months and years 
preceding 2008, “not one dime of taxpayer money” was needed or even 
requested to bolster BSI’s capital position.

We elected not to take the government’s Troubled Asset Relief Program 
(TARP) funds because the balance sheet and capital position are strong.  
Our earnings are ample to support our current and expected growth, 
while providing a respectable return for our stockholders.  Net income 
during 2008 was even sufficient to increase our cash dividend to 
stockholders. 

Yes, we take pride in reporting to our stockholders, customers and 
communities those things we didn’t do that led to our success in 2008.

BSI’s assets at December 31, 2008 totaled $405,322,000, an increase 
of $53,933,000, or 15.4% over the previous year; JCB continues to be 
regarded as a “well-capitalized” institution.  Net income for 2008 was 
$3,118,000, and although this result was 2.7% lower than reported in 
the prior year, BSI’s leadership is very pleased with these results given 
the state of the current economic climate that exists.  2008 also marked 
the fourteenth consecutive year in which BSI reported an increase in per 
share cash dividends.  We cite this information to support our position 
of financial strength in times where others are challenged with growth, 
earnings and/or dividend performance.

BSI and JCB’s liquidity is solid, enabling us to meet our obligations, to 
continue making loans to consumers, homeowners, businesses, school 
corporations and municipalities.  Customers brought fresh accounts, 
new deposit relationships and business loans to JCB during the year.  
We expanded our lending staff for businesses and increased our retail 
lending support staff and facilities to house them.  New commercial cash 
management and merchant capture technology was unveiled during the 
year in the form of NetBanc Business and NetBanc Business Plu$.  These 
electronic platforms now allow convenient and secure transactions to be 
performed at any office or business location.

The result of BSI and JCB adhering to our culture and values is captured 
in the theme of our 2008 Annual Report. We are thankful to those 
investors, customers and team members who so capably related their 
sentiments on the importance of “Trust,” “Relationships” and 
“Confidence.”  These attributes are indispensible for any successful 
financial institution, especially in today’s environment.  They must be 
earned and preserved.  Clearly and unfortunately, trust, relationships and 
confidence have been shaken by the irresponsible actions of many other 
financial institutions in the financial services industry.  Based upon our 
stockholders’ and customers’ testimonies, we believe we have sustained 
these elements during this historical set of events and we plan to stay the 
course in our actions and strategies for the future.

So where does this leave us?   What advantages do BSI and JCB now 
have?  The short answer is it places us in a very favorable position.  
The strong capital level allows additional room for growth that may 
continue to result from less confidence in other financial institutions; 
and growth that may eventually come from a recovery in our economy.  
The strong liquidity position allows us to be able and ready to extend 
loans to creditworthy borrowers for a full array of consumer and 
business purposes.  We are thankful to not be spending endless hours 
of management time dealing with the current problems so rampant 
within other banks and extensively reported on by the press in recent 
months.  We are not being restricted by the ever changing and increasing 
conditions being imposed upon those institutions that elected to receive 
the TARP funds to bolster capital.

BSI’s board and leadership will most certainly face challenges in the 
months ahead on multiple fronts – the serious economic conditions, the 
likelihood of greater credit problems, unusually low interest spreads, 
higher costs related to recapitalization of the FDIC and greater regulatory 
scrutiny of our industry to name a few. The effects of what is now most 
certainly a serious recession will be felt in varying degrees and ways by 
our customers.  Our expectation is this economic condition will languish 
for some time.  We know that lending plays a vital role in the strength 
and recovery of our local economy and we will be sensitive and mindful 
of our customers’ financial circumstances in this strained environment.  
Our core values tell us this is the right thing to do and to work hard to 
find ways to help.  Helping must be balanced with our responsibility to 
our stockholders’ and we are up to the task of striking that balance.

On behalf of the board of directors and the leadership of BSI and 
JCB, we express our appreciation to the stockholders, customers and 
our employees for their continued “Trust,” “Relationships” and 
“Confidence” that has led to BSI’s financial strength and viability. 

David M. Geis 
President 



4  |  Bancorp. of Southern Indiana 2008 Annual Report

Consolidated Financial Highlights

2008 2007 
Percentage

Change

Operating Results:

Net interest income $  13,126 $  12,086 8.60%

Noninterest income 3,700 3,938 -6.04%

Noninterest expense 11,916 11,239 6.02%

Net income 3,118 3,206 -2.74%

Cash dividends paid 1,051 1,048 0.29%

Return on average equity 9.00% 9.60% -6.25%

Return on average assets 0.84% 0.89% -5.62%

Per Share Data:

Net income $  6.20 $  6.25 -0.80%

Dividends 2.10 2.05 2.44%

Book value 70.52 66.64 5.82%

Number of average shares outstanding 503,047 513,086 -1.96%

Number of shares outstanding 496,451 508,524 -2.37%

Number of stockholders 420 432 -2.78%

Year-End Totals:

Assets $  405,322 $  351,389 15.35%

Deposits 302,175 275,002 9.88%

Loans held-for-sale 2,118 1,094 93.60%

Loans, net 301,525 277,097 8.82%

Stockholders’ equity 35,009 33,890 3.30%

Averages:

Assets $  372,770 $  359,555 3.68%

Deposits 280,966 284,060 -1.09%

Loans held-for-sale 308 935 -67.06%

Loans, net 295,286 287,054 2.87%

Stockholders’ equity 34,661 33,401 3.77%

(Dollar amounts in thousands except per share data)
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Five Year Summary

(Dollar amounts in thousands except per share data)

2008 2007 2006 2005 2004 

Assets:

Cash and cash equivalents $ 27,192 $ 16,037 $ 20,937 $ 17,758 $ 9,866 

Investments 56,294 42,181 46,634 55,730 62,687 

Loans held-for-sale 2,118 1,094 956 797 558 

Loans, net 301,525 277,097 287,217 263,262 234,845 

Bank premises and equipment, net 5,277 5,413 5,671 5,959 6,195 

Other assets 12,916 9,567 4,479 4,611 3,769 

Total assets $ 405,322 $ 351,389 $ 365,894 $ 348,117 $ 317,920 

Liabilities:

Noninterest-bearing deposits $ 40,069 $ 42,876 $ 45,649 $ 42,151 $ 41,138 

Interest-bearing deposits 262,106 232,126 256,015 231,550 207,060 

Total deposits 302,175 275,002 301,664 273,701 248,198 

Short-term borrowings 14,134 3,244 6,880 19,174 21,983 

Long-term debt 48,686 35,304 21,200 20,872 15,011 

Other liabilities 5,318 3,949 3,570 2,664 1,874 

Total liabilities 370,313 317,499 333,314 316,411 287,066 

Stockholders’ equity 35,009 33,890 32,580 31,706 30,854 

Total liabilities and  
stockholders’ equity $ 405,322 $ 351,389 $ 365,894 $ 348,117 $ 317,920 

Summary of Operations:

Interest income $ 21,495 $ 22,600 $ 20,769 $ 17,235 $ 15,791 

Interest expense 8,369 10,514 9,059 5,691 4,878 

Net interest income 13,126 12,086 11,710 11,544 10,913 

Provision for loans losses 900 600 255 30 150 

Net interest income after 
provision for loan losses 12,226 11,486 11,455 11,514 10,763 

Noninterest income 3,700 3,938 3,342 2,823 2,487 

Noninterest expense 11,916 11,239 10,837 10,370 10,539 

Income before income taxes 4,010 4,185 3,960 3,967 2,711 

Provision for income taxes 892 979 1,030 995 600 

Net income $ 3,118 $ 3,206 $ 2,930 $ 2,972 $ 2,111 

Earnings per share $ 6.20 $ 6.25 $ 5.58 $ 5.51 $ 3.83 

Cash dividends per share $ 2.10 $ 2.05 $ 1.90 $ 1.75 $ 1.60 

Average shares outstanding 503,047 513,086 524,881 539,694 550,758 
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Consolidated Financial Statements

CONSOLIDATED BALANCE SHEETS
December 31, 2008 and 2007
(Dollar amounts in thousands)

2008 2007

Assets

Cash and due from financial institutions $ 10,438 $ 13,491

Fed funds sold and other interest bearing deposits 16,754 2,546

Cash and cash equivalents 27,192 16,037

Trading securities 332 415

Securities available-for-sale 53,523 40,001

Federal Home Loan Bank stock, at cost 2,439 1,765

Loans held-for-sale 2,118 1,094

Loans, net of allowance of $2,584 and $2,241 301,525 277,097

Premises and equipment, net 5,277 5,413

Company owned life insurance 7,425 5,204

Accrued interest receivable and other assets 5,491 4,363

$ 405,322 $ 351,389

Liabilities and Stockholders’ Equity

Deposits

Noninterest-bearing deposits $ 40,069 $ 42,876

Interest-bearing deposits 262,106 232,126

Total deposits 302,175 275,002

Short-term borrowings 14,134 3,244

Federal Home Loan Bank advances 48,686 35,304

Accrued interest payable and other liabilities 5,318 3,949

Total liabilities 370,313 317,499

Stockholders’ equity

Preferred stock, no par value, 200,000 shares authorized in 2005, none issued — —

Common stock, no par value, $.50 stated value, 680,000 shares authorized,  
2008 – 496,451 issued and outstanding; 2007 – 508,524 issued and outstanding

248 254

Additional paid-in capital 3,212 3,290

Retained earnings 31,489 30,229

Accumulated other comprehensive income 60 117

Total stockholders’ equity 35,009 33,890

$ 405,322 $ 351,389

See accompanying notes.
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Consolidated Financial Statements

CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2008 and 2007
(Dollar amounts in thousands except per share data)

2008 2007

Interest and dividend income

Loans, including fees $ 19,524 $ 20,617

Securities

Taxable 777 808

Non-taxable 1,041 1,060

Federal funds sold and other 153 115

21,495 22,600

Interest expense

Deposits 6,205 8,818

Short-term borrowings 125 296

Federal Home Loan Bank advances 2,039 1,400

8,369 10,514

Net interest income 13,126 12,086

Provision for loan losses 900 600

Net interest income after provision for loan losses 12,226 11,486

Other income

Fiduciary income 788 715

Service charges 1,337 1,472

Earnings on company owned life insurance 221 204

Loan servicing income, net 122 150

Net gain/(loss) on sale of securities 37 (15)

Net gain on sale of loans 172 420

Other 1,023 992

3,700 3,938

Other expenses

Salaries and employee benefits 6,503 5,686

Occupancy and equipment 1,476 1,379

Data processing 648 613

Other 3,289 3,561

11,916 11,239

Income before income taxes 4,010 4,185

Provision for income taxes 892 979

Net income $ 3,118 $ 3,206

Earnings per share $ 6.20 $ 6.25

Average shares outstanding 503,047 513,086

See accompanying notes.
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Consolidated Financial Statements

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
Years ended December 31, 2008 and 2007
(Dollar amounts in thousands except per share data)

Common Stock
Additional  

Paid-in Capital
Retained 
Earnings

Accumulated 
Other 

Comprehensive 
Income

Total  
Stockholders’ 

Equity

Balance at January 1, 2007 $ 260 $ 3,361 $ 28,799 $ 160 $ 32,580

Comprehensive income:

Net income 3,206 3,206

Change in unrealized gain (loss) on 
securities available-for-sale, net 170 170

Total comprehensive income 3,376

Adjustment to initially apply SFAS No. 158,  
net of tax (Note 9) (213) (213)

Stock redemption (10,998 shares) (6) (71) (728) (805)

Cash dividends ($2.05 per share) (1,048) (1,048)

Balance at December 31, 2007 254 3,290 30,229 117 33,890

Comprehensive income:

Net income 3,118 3,118

Change in unrealized gain (loss) on 
securities available-for-sale, net 407 407

Change in unrealized gain (loss) on 
retirement plans, net (Note 9) (464) (464)

Total comprehensive income 3,061

Stock redemption (12,073 shares) (6) (78) (807) (891)

Cash dividends ($2.10 per share) (1,051) (1,051)

Balance at December 31, 2008 $ 248 $ 3,212 $ 31,489 $ 60 $ 35,009

See accompanying notes.
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Consolidated Financial Statements

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2008 and 2007
(Dollar amounts in thousands)

2008 2007
Cash flows from operating activities

Net income $ 3,118 $ 3,206
Adjustments to reconcile net income to net cash from operating activities

Depreciation and amortization 560 552
Net amortization of securities 53 38
Servicing rights amortization 227 202
Provision for loan losses 900 600
Net change in trading securities 83 (79)
Net realized (gain) / loss on sales of securities (37) 15
Gain on loans sold (77) (175)
Loans originated for resale (11,120) (24,179)
Proceeds from sale of loans 10,173 24,216
(Gain) / loss on sale of foreclosed property (35) (1)
Gain on sale of equipment - (11)
Earnings on company owned life insurance (221) (204)
Net change in:

Accrued interest receivable and other assets (2,051) (419)
Accrued interest payable and other liabilities 1,369 379

Net cash from operating activities 2,942 4,140
Cash flows from investing activities

Securities available-for-sale:
Purchases (26,140) (9,768)
Proceeds from sales 2,485 750
Proceeds from maturities 10,758 14,222

Purchase of Federal Home Loan Bank stock (674) (449)
Loans made to customers, net of repayment (26,056) 9,211
Purchases of premises and equipment (346) (226)
Proceeds from sale of equipment — 11
Purchase of company owned life insurance (2,000) (5,000)
Proceeds from sale of foreclosed property 683 256

Net cash from investing activities (41,290) 9,007
Cash flows from financing activities

Net change in deposit accounts 27,173 (26,662)
Net change in short-term borrowings 10,890 (3,636)
Proceeds from Federal Home Loan Bank advances 14,500 31,000
Repayment of Federal Home Loan Bank advances (1,118) (16,896)
Dividends paid (1,051) (1,048)
Stock redemption (891) (805)

Net cash from financing activities 49,503 (18,047)
Net change in cash and cash equivalents 11,155 (4,900)
Beginning cash and cash equivalents 16,037 20,937
Ending cash and cash equivalents $ 27,192 $ 16,037
Supplemental disclosures of cash flow information

Interest paid $ 8,742 $ 10,336
Income taxes paid 995 1,065

Supplemental non-cash disclosures
Loans transferred to other real estate $ 728 $ 309

See accompanying notes.
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Notes to Consolidated Financial Statements

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.

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. Declines in fair value of securities below their 
costs that are other than temporary are reflected as realized losses. 
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 the 
Company’s ability and intent to hold the security for a period sufficient 
to allow for any anticipated recovery in fair value. 

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. 
Interest income on loans is accrued over the term of the loans based 
on the principal outstanding. 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 nonaccrual 
or charged-off at an earlier date if collection of principal and interest is 
considered doubtful.

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 

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

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. 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.

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 gains on sales of loans. 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 noninterest income in proportion to, and over the period of, the 
estimated future net servicing income of the underlying loans.

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 $349 
and $351 for the years ended December 31, 2008 and 2007. Late fees 
and ancillary fees related to loan servicing are not material. 

Foreclosed Assets: Assets acquired through or instead of loan 
foreclosure are included in other assets and recorded at fair value less 
costs to sell when acquired, establishing a new cost basis. 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. In accordance with EITF 
06-5, 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. 

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.

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.

FASB Interpretation No. 48, Accounting for Uncertainty in Income 
Taxes (FIN 48), issued July 2006, was effective as of January 1, 2007. 
The Company has elected to defer adoption of FIN 48, in accordance 
with the provisions of FASB Staff Position No. FIN 48-3, which permits 
certain nonpublic enterprises to delay adoption until fiscal years 
beginning after December 15, 2008. Upon adoption of FIN 48, the 
Company will recognize a tax benefit only if it is more likely than not 
the tax position would be sustained in a tax examination, with a tax 

(Dollar amounts in thousands)
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examination being presumed to occur. The amount recognized will 
be 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 will be recorded. Currently, 
the Company accounts for contingencies associated with certain tax 
positions in accordance with SFAS No. 5. 

Accounting for Contingencies which provides the recording of a 
contingency based on the probability of certain events to transpire 
that range from probable to remote as opposed to applying a more 
likely than not recognition threshold. The adoption of this standard 
is not expected to have a material effect on the Company’s results of 
operations or financial position.

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, 
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.

Notes to Consolidated 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. 

Adoption of New Accounting Standards: In September 2006, 
the FASB issued Statement No. 157, Fair Value Measurements. This 
Statement defines fair value, establishes a framework for measuring 
fair value and expands disclosures about fair value measurements. This 
Statement establishes a fair value hierarchy about the assumptions 
used to measure fair value and clarifies assumptions about risk and 
the effect of a restriction on the sale or use of an asset. The standard 
is effective for fiscal years beginning after November 15, 2007. In 
February 2008, the FASB issued Staff Position (FSP) 157-2, Effective 
Date of FASB Statement No. 157. This FSP delays the effective date of 
FAS 157 for all nonfinancial assets and nonfinancial liabilities, except 
those that are recognized or disclosed at fair value on a recurring basis 
(at least annually) to fiscal years beginning after November 15, 2008, 
and interim periods within those fiscal years. The impact of adoption 
was not material. Please see Note 15 for disclosures required under this 
standard.

In February 2007, the FASB issued Statement No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities. The standard 
provides companies with an option to report selected financial assets 
and liabilities at fair value and establishes presentation and disclosure 
requirements designed to facilitate comparisons between companies 
that choose different measurement attributes for similar types of assets 
and liabilities. The Company did not elect the fair value option for 
any financial assets or financial liabilities as of January 1, 2008, the 
effective date of the standard.

NOTE 1 - SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES (Continued)

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

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:

Fair Value

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses

2008

Federal agencies $ 26,310 $ 404 $ —

Mortgage-backed 584 11 —

State and municipal 26,629 749 (1)

$ 53,523 $ 1,164 $ (1)

2007

U.S. Treasury $ 2,025 $ 25 $ —

Federal agencies 11,120 125 —

Mortgage-backed 667 — (14)

State and municipal 26,189 395 (9)

$ 40,001 $ 545 $ (23)

Trading securities consist of investments in mutual funds and are related to deferred compensation plans. Income/(expense) recognized on trading 
securities totaled ($127) and $30 for 2008 and 2007.

Securities with a carrying value of $14,776 and $6,588 were pledged to secure repurchase agreements and other borrowings at year-end 2008 and 
2007.

During 2008, proceeds from the sales of securities available-for-sale totaled $2,485, with gross gains of $37 and gross losses of $0. During 2007, 
proceeds from the sales of securities available-for-sale totaled $750, with gross gains of $0 and gross losses of $15. 

The fair value of debt securities at year-end 2008, by contractual maturity, is shown below. Securities not due at a single maturity date, primarily 
mortgage-backed securities, are shown separately. 

Available- 
For-Sale  

Fair Value

Due in one year or less $ 19,186

Due after one year through five years 22,763

Due after five years through ten years 10,990

Due after ten years —

Mortgage-backed 584

$ 53,523

(Dollar amounts in thousands)
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NOTE 2 - SECURITIES (Continued)
Below is a summary of securities with unrealized losses as of year-end 2008 and 2007, 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 Value
Unrealized 

Loss Fair Value
Unrealized 

Loss Fair Value
Unrealized 

Loss

2008

U.S. Treasury $ — $ — $ — $ — $ — $ —

Federal agency — — — — — —

Mortgage-backed — — — — — —

State and municipal 99 (1) — — 99 (1)

Total temporarily impaired $ 99 $ (1) $ — $ — $ 99 $ (1)

2007

U.S. Treasury $ — $ — $ — $ — $ — $ —

Federal agency — — — — — —

Mortgage-backed — — 667 (14) 667 (14)

State and municipal 1,236 (4) 942 (5) 2,178 (9)

Total temporarily impaired $ 1,236 $ (4) $ 1,609 $ (19) $ 2,845 $ (23)

Unrealized losses have not been recognized into income because the bonds are U.S. government agency issues or of high credit quality, the 
unrealized losses have been predominately of short duration, and management has the intent and ability to hold these securities for the foreseeable 
future. The fair value is expected to recover as the bonds approach their maturity dates or market rates change.

Notes to Consolidated Financial Statements

NOTE 3 - LOANS
Loans are comprised of the following:

2008 2007

Real estate:

Residential $ 97,598 $ 95,874

Commercial 70,910 57,970

Construction 25,360 25,353

Secondary liens 13,166 12,412

Equity lines of credit 16,794 16,988

Subtotal 223,828 208,597

Commercial loans 58,993 40,673

Consumer loans 21,288 30,068

304,109 279,338

Less: Allowance for loan losses (2,584) (2,241)

Loans, net $ 301,525 $ 277,097

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, 2008 and 2007, loans to these individuals totaled approximately $440 and 
$1,017.

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 3 - LOANS
Activity in the allowance for loan losses was as follows:

2008 2007

Beginning balance $ 2,241 $ 2,316

Provision for loan losses 900 600

Loan losses charged-off (637) (761)

Recoveries 80 86

Ending balance $ 2,584 $ 2,241

Impaired loans were as follows:

2008 2007

Year-end impaired loans with no allowance for loan losses allocated $ 6,123 $ 3,036

Year-end impaired loans with allowance for loan losses allocated 5,808 1,941

Total $ 11,931 $ 4,977

Amount of the allowance allocated $ 417 $ 314

Average of impaired loans during the year 7,061 6,418

Interest income recognized during impairment 631 459

Cash-basis interest income recognized 631 459

Nonperforming loans were as follows:

2008 2007

Loans past due over 90 days still on accrual $ 176 $ 135

Nonaccrual loans 3,313 2,066

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. 

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 4 - SECONDARY MORTGAGE MARKET ACTIVITIES
Activity for capitalized mortgage servicing rights, which are included in other assets on the balance sheet, was as follows:

2008 2007

Servicing rights:

Beginning of year $ 790 $ 747

Additions 95 245

Amortized to expense (227) (202)

End of year $ 658 $ 790

There was no valuation allowance activity for 2008 or 2007. At year-end 2008 and 2007, the fair value of mortgage servicing rights was $842 
and $1,240. Significant assumptions used to estimate fair value included immediate and long-term weighted average prepayment speed of 
approximately 21.8% (immediate) and 15.5% (long-term) for 2008, 11.4% (immediate) and 9.1% (long-term) for 2007, and a weighted average 
discount rate of 8.50% and 9.25% for 2008 and 2007.

Mortgage loans serviced for others are not reported as assets. The principal balances of these loans at year-end 2008 and 2007 were approximately 
$151,608 and $163,775.

NOTE 5 - PREMISES AND EQUIPMENT
Year-end premises and equipment were as follows:

2008 2007

Land and improvements $ 1,770 $ 1,770

Buildings and improvements 5,429 5,261

Furniture, fixtures, equipment and vehicles 3,602 3,424

    Total cost 10,801 10,455

Accumulated depreciation (5,524) (5,042)

$ 5,277 $ 5,413

NOTE 6 - DEPOSITS
Interest-bearing deposits consisted of the following at year-end:

2008 2007

Interest-bearing demand deposits and savings $ 120,219 $ 100,652

Time deposits over $100,000 51,126 40,042

Other time deposits 90,761 91,432

$ 262,106 $ 232,126

Scheduled maturities of time deposits for the next five years were as follows:

2009 $ 69,158

2010 44,898

2011 16,525

2012 5,804

2013 5,502

$ 141,887

Time deposits originated from outside the geographic area, generally through brokers, totaled $8,491 and $0 at December 31, 2008 and 2007, 
respectively. The Bank had deposits from related parties at year-end 2008 and 2007 of $6,704 and $5,944.

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 7 - SHORT-TERM BORROWINGS
Year-end short-term borrowings were comprised of the following:

2008 2007

Repurchase agreements $ 13,784 $ 3,244

Line of credit 350 —

$ 14,134 $ 3,244

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 2.01% and 3.16% at December 31, 2008 and 2007. 

The Company has a $1,000 line of credit from a financial institution that expires February 28, 2010. Interest accrues at one month LIBOR plus 
1.75%, which resulted in a rate of 1.97% at December 31, 2008.

NOTE 8 - FEDERAL HOME LOAN BANK ADVANCES 
At year-end, advances from the Federal Home Loan Bank were as follows:

2008 2007

Maturities from 2009 through 2014, primarily fixed rates from 3.13% to 7.04%, with a weighted  
average rate of 4.33% and 4.59% at year-end 2008 and 2007. $ 48,686 $ 35,304

Maturities and scheduled principal reductions over the next five years and thereafter are as follows:

2009 $ 9,511

2010 14,790

2011 3,544

2012 9,555

2013 8,286

Thereafter 3,000

$ 48,686

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 $73,601 and $62,762 at year-end 2008 and 2007.

NOTE 9 - PENSION PLAN AND OTHER POSTRETIREMENT BENEFITS
In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and 
Other Postretirement Plans – an amendment of FASB Statements No. 87, 88, 106 and 132(R). This Statement requires an employer without publicly 
traded equity securities to recognize the overfunded or underfunded status of a defined benefit postretirement plan (other than a multi-employer 
plan) as an asset or liability in its balance sheet, beginning with year-end 2007, and to recognize changes in the funded status in the year in which 
the changes occur through comprehensive income beginning in fiscal 2008. 

Pension Plan: The Bank has a funded noncontributory defined benefit pension plan that was frozen on April 15, 2007.  As a result of this 
curtailment, a gain was recognized in the income statement for $249 in 2007. The gain was recorded in the salaries and employee benefits line 
of the income statement. Plan benefits are based primarily on years of service and employees’ compensation. The Bank uses a December 31 
measurement date for its plan.

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 9 - PENSION PLAN AND OTHER POSTRETIREMENT BENEFITS (Continued)
Information about the pension plan was as follows:

2008 2007

Projected benefit obligation $ 2,610 $ 2,691

Fair value of plan assets 2,278 3,128

Funded status (plan assets less benefit obligation) $ (332) $ 437

Net pension expense (benefit) $ (88) $ (79)

Employer contributions — —

Benefits paid 217 95

The accumulated benefit obligation for the defined benefit pension plan was $2,610 and $2,691 at year-end 2008 and 2007. Because the plan has 
been frozen, the projected benefit obligation and accumulated benefit obligation are the same for 2008. 

Amounts recognized in accumulated other comprehensive income at December 31 consist of:

2008 2007

Net gain (loss) $ (975) $ (118)

The estimated net loss for the pension plan that will be amortized from accumulated other comprehensive income into net periodic benefit costs 
during the year ending December 31, 2009 is $59.

Estimated Future Payments: The following benefit payments, which reflect expected future service, are expected:

Pension Benefits

2009 $ 91

2010 90

2011 96

2012 109

2013 109

2014-2018 876

Actuarial assumptions:

2008 2007

Discount rate on benefit obligation 6.14% 6.00%

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.

(Dollar amounts in thousands)
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Plan Assets: The Company’s pension plan asset allocation at year-end 2008 and 2007 and target allocation for 2009 are as follows:

Target 
Allocation

Percentage of Plan Assets  
at Year-end

2009 2008 2007

Asset Category

Equity securities 50 - 70% 52.4% 65.8%

Debt securities 30 - 50% 40.2% 28.2%

Other 0 - 10% 7.4% 6.0%

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 $72 (3 percent of total plan assets) and $74 (2 percent of plan assets) at year-
end 2008 and 2007, respectively.

Contributions: The Company expects to contribute $0 to its pension plan in 2009. 

Deferred Savings Plan: In 2007, the deferred savings plan was amended to allow 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 2008 and 2007 was $116 and $98. The plan also provides for additional employer contributions for 
Pension Plan participants affected by the freezing of the Pension Plan. A pension replacement contribution provides for an annual 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 2008 and 2007 was $144 and $150.

Other Postretirement Benefits: The Bank has another postretirement 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.

2008 2007

Benefit obligation $ 1,071 $ 1,084

Accrued benefit cost 1,071 1,084

Discount rate on benefit obligation 6.25% 6.00%

Benefits expense $ 125 $ 144

Benefits paid 50 52

Amounts recognized in accumulated other comprehensive income at December 31 consist of:

2008 2007

Net gain (loss) $ (71) $ (147)

Transition obligation (76) (88)

$ (147) $ (235)

 

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 9 - PENSION PLAN AND OTHER POSTRETIREMENT BENEFITS (Continued)
The estimated net loss and transition costs for the postretirement plan that will be amortized from accumulated other comprehensive income into 
net periodic benefit costs during the year ending December 31, 2009 is $9 and $13.

Estimated Future Payments: The following benefit payments, which reflect expected future service, are expected:

Other Benefits

2009 $ 44

2010 44

2011 44

2012 45

2013 60

2014-2018 429

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 2008 and 2007 was $292 and $150. Beginning in 2006, 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, 2008 and 2007, the liability under the deferred 
compensation plan was $332 and $415.

NOTE 11 - INCOME TAXES
Income taxes consist of the following components:

2008 2007

Current income tax expense (benefit) $ 1,158 $ 951

Deferred income tax (benefit) (493) (174)

Change in valuation allowance 227 202

$ 892 $ 979

The following is a reconciliation of income tax expense and the amount computed by applying the statutory federal income tax rate of 34% to 
income before income taxes:

2008 2007

Statutory rate applied to income before income taxes $ 1,363 $ 1,423

Add (deduct) tax effect of:

Tax exempt interest income (399) (379)

Cash surrender value of life insurance (75) (70)

Other, net 3 5

$ 892 $ 979

(Dollar amounts in thousands)
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The net deferred tax asset as of year-end is comprised of the following components:

2008 2007

Deferred tax assets:

Net unrealized loss on postretirement benefits $ 444 $ 140

Allowance for loan losses 853 753

Pension and other postretirement benefits 241 278

Nonaccrual loan interest 133 2

Accrued expenses 137 21

Net operating loss and credit carryforward 677 543

Other 31 27

2,516 1,764

Deferred tax liabilities:

Net unrealized appreciation on securities available-for-sale $ (426) $ (192)

Mortgage servicing rights (259) (312)

Depreciation and amortization (138) (143)

Other (142) (129)

(965) (776)

Valuation allowance (746) (519)

Net deferred tax asset (liability) $ 805 $ 469

The Company has state tax net operating loss carryforwards of $7,305, which expire beginning in 2020, and state tax credit carryforwards of $56, 
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.

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. These 
commitments usually have expiration dates, and 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 amount of financial instruments with off-balance-sheet risk was as follows at year-end:

2008 2007

Commitments to make loans $ 42,874 $ 43,037

Letters of credit 830 1,264

At December 31, 2008 and 2007, the Bank was required to have $42 and $2,888 on deposit with the Federal Reserve or as cash on hand. 
 

(Dollar amounts in thousands)
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NOTE 13 - OPERATING LEASES
The Company leases certain branch properties and equipment under operating leases. Rent expense was $266 and $232 in 2008 and 2007, and is 
included in occupancy expenses. 

Rent commitments under noncancelable operating leases were as follows, before considering renewal options that are generally present:

2009 $ 273

2010 231

2011 193

2012 183

2013 32

Thereafter —

   Total $ 912

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 various capital requirements 
can initiate regulatory action.

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 2008 and 2007, 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. 

Actual
For Capital Adequacy 

Purposes

To Be Well-Capitalized 
Under Prompt 

Corrective Action 
Regulations

Amount Ratio Amount Ratio Amount Ratio

2008

Total capital to risk-weighted assets $ 37,872 13.0% $ 23,263 8.0% $ 29,079 10.0%

Tier 1 capital to risk-weighted assets $ 35,288 12.1% $ 11,631 4.0% $ 17,447 6.0%

Tier 1 capital to average assets $ 35,288 8.9% $ 15,935 4.0% $ 19,919 5.0%

2007

Total capital to risk-weighted assets $ 35,905 13.6% $ 21,067 8.0% $ 26,334 10.0%

Tier 1 capital to risk-weighted assets $ 33,664 12.8% $ 10,534 4.0% $ 15,800 6.0%

Tier 1 capital to average assets $ 33,664 9.5% $ 14,203 4.0% $ 17,753 5.0%
 

(Dollar amounts in thousands)
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NOTE 15 - DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS 
Statement 157 establishes a fair value hierarchy which requires an entity to maximize the use of observable inputs and minimize the use of 
unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure fair value:

Level 1: Quoted prices (unadjusted) or 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 an asset or liability.

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). 

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, 2008 Using

December 31,
2008

Quoted Prices in 
Active Markets 

for Identical 
Assets

(Level 1)

Significant 
Other 

Observable 
Inputs 

(Level 2)

Significant 
Unobservable 

Inputs 
(Level 3)

Assets

Available-for-sale securities $ 53,523 $ — $ 53,523 $ —

Trading securities 332 332 — —

Assets and liabilities measured at fair value on a non-recurring basis are summarized below:

Fair Value Measurements at December 31, 2008 Using

December 31,
2008

Quoted Prices in 
Active Markets 

for Identical 
Assets

(Level 1)

Significant 
Other 

Observable 
Inputs 

(Level 2)

Significant 
Unobservable 

Inputs 
(Level 3)

Assets

Impaired loans $ 5,391 $ — $ — $ 5,391

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral dependent loans, had a carrying amount of 
$5,808, with a valuation allowance of $417, resulting in an additional provision for loan losses of $351 for the period. 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.

(Dollar amounts in thousands)
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NOTE 15 - DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)
The carrying amount and estimated fair values of financial instruments, not previously presented, were as follows at year-end:

2008 2007
Carrying 
Amount

Fair  
Value

Carrying 
Amount

Fair  
Value

Financial assets
Cash and cash equivalents $ 27,192 $ 27,192 $ 16,037 $ 16,037
FHLB stock 2,439 n/a 1,765 n/a
Loans held-for-sale 2,118 2,139 1,094 1,102
Loans, net (including impaired loans) 301,525 306,802 277,097 277,539
Accrued interest receivable 1,673 1,673 1,567 1,567

Financial liabilities
Deposits $ (302,175) $ (305,014) $ (275,002) $ (275,063)
Short-term borrowings (14,134) (14,134) (3,244) (3,244)
FHLB advances (48,686) (51,013) (35,304) (36,255)
Accrued interest payable (1,235) (1,235) (1,608) (1,608)

 
The methods and assumptions 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.

NOTE 16 - OTHER COMPREHENSIVE INCOME (LOSS)
Other comprehensive income components and related taxes were as follows:

2008 2007

Unrealized holding gains (losses) on available-for-sale securities $ 678 $ 261
Reclassification adjustment for losses (gains) realized in income (37) 15
Net unrealized gains (losses) 641 276
Tax effect 234 106
Net-of-tax amount 407 170

Net loss and prior service cost arising during the year on pension and other postretirement benefits (769) —
Tax effect 305 —
Net-of-tax amount (464) —

$ (57) $ 170

The following is a summary of the accumulated other comprehensive income balances, net of tax:

2007
Current Period 

Change 2008

Unrealized gains on securities available-for-sale $ 331 $ 407 $ 738

Unrealized loss on pension and other postretirement benefits (214) (464) (678)

Total $ 117 $ (57) $ 60

(Dollar amounts in thousands)
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Notes to Consolidated Financial Statements

NOTE 17 - PARENT COMPANY ONLY CONDENSED FINANCIAL STATEMENTS
CONDENSED BALANCE SHEETS
December 31, 2008 and 2007

2008 2007

Assets

Cash $ 12 $ 109

Investment in subsidiary 35,348 33,781

$ 35,360 $ 33,890

Liabilities

Short-term borrowings $ 350 $ —

Other liabilities 1 —

Shareholders’ equity 35,009 33,890

$ 35,360 $ 33,890

CONDENSED STATEMENTS OF INCOME
Years ended December 31, 2008 and 2007

2008 2007

Dividends from subsidiary $ 1,525 $ 1,950

Interest expense 4 13

Other operating expenses 43 43

Income tax expense (benefit) (16) (19)

Equity in subsidiary undistributed income 1,624 1,293

  Net income $ 3,118 $ 3,206

CONDENSED STATEMENTS OF CASH FLOWS
Years ended December 31, 2008 and 2007

2008 2007

Cash flows from operating activities

Net income $ 3,118 $ 3,206

Adjustments to reconcile net income to net cash from operating activities

Equity in subsidiary undistributed income (1,624) (1,293)

Change in other liabilities 1 —

Net cash from operating activities 1,495 1,913

Cash flows from financing activities

Dividends paid (1,051) (1,048)

Change in short-term borrowings 350 —

Stock redemption (891) (805)

Net cash from financing activities (1,592) (1,853)

Net change in cash (97) 60

Beginning cash 109 49

Ending cash $ 12 $ 109

(Dollar amounts in thousands)
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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, 2008 and 2007, 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, 2008 and 2007, 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

Indianapolis, Indiana
February 27, 2009
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Seymour
125 South Chestnut 
Seymour, Indiana 47274 
(812) 522-3607

1200 East Tipton Street 
Seymour, Indiana 47274 
(812) 522-3607

1181 West Tipton Street 
Seymour, Indiana 47274 
(812) 522-3607

Brownstown
108 West Commerce Street 
Brownstown, Indiana 47220 
(812) 358-2520

Bedford
1515 K Street 
Bedford, Indiana 47421 
(812) 279-3553

2635 West 16th Street 
Bedford, Indiana 47421 
(812) 275-1120

Columbus
400 Washington Street 
Columbus, Indiana 47201 
(812) 379-1991

3880 West Jonathan Moore Pike 
Columbus, Indiana 47201 
(812) 342-3633

3019 East 25th Street 
Columbus, Indiana 47203 
(812) 378-0850

North Vernon
611 A North State Street 
North Vernon, Indiana 47265 
(812) 346-8014

Banking Locations
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Board of Directors 

David W. Paugh
1955-2009

As we focus on trust, relationships and confidence in our 2008 annual report, 
we reflect on the life of David W. Paugh, a man that displayed each of these 
three principles daily.

Mr. Paugh was a stellar individual with a brilliant legal mind. His many clients 
and the numerous community organizations that he supported relied on him 
for his counsel and advice, which he provided with great care and compassion.  

A three-year board member, Mr. Paugh was a highly respected individual at 
our board table – not just for his legal acumen, but for his common sense and 
analytical approach to multiple issues. He was always slow to criticize and 
quick to compliment.

Mr. Paugh was also instrumental in representing JCB’s legal and business 
interests as co-counsel for more than 25 years with the late Edward P. Elsner, 
Jr., his law firm partner. His guidance and counsel as a member of the Board of 
Directors of Bancorp. of Southern Indiana and JCB will be sorely missed.

Mr. Paugh was a partner at Montgomery, Elsner & Pardieck, LLP, where he 
practiced law for 30 years. As an active member of the community, Mr. Paugh 
served as attorney for the Seymour Community and Crothersville Community 
School Corporations and was involved with many community organizations, 
such as Schneck Medical Center Foundation, Jackson County Industrial 
Development Corporation, Seymour Industrial Corporation, Seymour Chamber 
of Commerce, Big Brothers Big Sisters, Girls, Inc., Seymour Harvest and Habitat 
for Humanity.

We will forever remember and recognize Mr. Paugh for his years of service and 
dedication to JCB.

Board of Directors
Joseph M. Black, Jr.
Attorney, Standing Trustee, Chapters 12 and 13 for the Southern District of 
Indiana

David L. Bottorff
Worldwide Distributor Business Unit Controller, Cummins Inc. (Retired)

John D. Britton
Seymour Community School Corp., Administrator (Retired)

David M. Geis
President and CEO, Bancorp. of Southern Indiana and Jackson County Bank

James A. Johnson
President, Midway Supply Corp. (Retired)

Susan G. Judd
Community Volunteer

James T. McCoy
Chairman of the Board, Bancorp. of Southern Indiana and Jackson County 
Bank, President, JayC Food Stores (Retired)

R. Douglas Templeton
President, Seymour Ace Hardware (Retired)

Director Emeritus
Charles A. Rebber
Former Chairman, Hoosier Parts Warehouse (Retired)

In Memoriam
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