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PART I
ITEM 1. BUSINESS

The Company was incorporated under the laws of the State of Indiana on February 8, 1983. As used herein, the term
“Company” refers to Lakeland Financial Corporation, or if the context dictates, Lakeland Financial Corporation and its
wholly-owned subsidiary, Lake City Bank (the “Bank”), an Indiana state bank headquartered in Warsaw, Indiana. Also
included in the consolidated financial statements prior to December 27, 2006 is LCB Investments, Limited, a
wholly-owned subsidiary of Lake City Bank, which was a Bermuda corporation that managed a portion of the Bank’s
investment portfolio. On December 27, 2006, all securities were transferred to Lake City Bank from LCB

Investments, Limited, and LCB Investments, Limited was dissolved. On December 18, 2006, LCB Investments II, Inc.
was formed as a wholly-owned subsidiary of Lake City Bank incorporated in Nevada and it began managing a portion
of the Bank’s investment portfolio in January 2007. On December 21, 2006, LCB Funding, Inc., a real estate
investment trust, incorporated in Maryland, was formed as a wholly-owned subsidiary of LCB Investments II. All
intercompany transactions and balances are eliminated in consolidation.

General

Company’s Business. The Company is a bank holding company as defined in the Bank Holding Company Act of 1956,
as amended. The Company owns all of the outstanding stock of Lake City Bank, Warsaw, Indiana, a full-service
commercial bank organized under Indiana law. The Bank recognizes a wholly-owned subsidiary, LCB Investments II,
which manages a portion of the Bank’s investment portfolio. The Company conducts no business except that incident
to its ownership of the outstanding stock of the Bank and the operation of the Bank.

The Bank’s deposits are insured by the Federal Deposit Insurance Corporation. The Bank’s activities cover all phases of
commercial banking, including checking accounts, savings accounts, time deposits, the sale of securities under
agreements to repurchase, commercial, real estate and agricultural lending, direct and indirect consumer lending,
commercial and residential real estate mortgage lending, retail and merchant credit card services, corporate treasury
management services, retirement services, bond administration, safe deposit box service and trust and brokerage
services.

The Bank’s main banking office is located at 202 East Center Street, Warsaw, Indiana. As of December 31, 2009, the
Bank had 43 offices in twelve counties throughout Northern Indiana, as well as a loan production office in
Indianapolis.

Bank’s Business. The Bank was originally organized in 1872 and has continuously operated under the laws of the State
of Indiana since its organization. The Bank’s business strategy is simply focused on maintaining our traditional
community banking approach while concurrently leveraging the strength and size of our balance sheet to effectively
compete with larger regional and national competitors. We are focused on serving clients in the state of Indiana, with
the majority of our business in Northern Indiana. While our strategy encompasses all phases of traditional community
banking, including consumer lending and wealth advisory and trust services, we focus on building expansive
commercial relationships and developing retail and commercial deposit gathering strategies. Key components of our
strategy include: relationship-based services and commercial focused client service. The interest rates for both
deposits and loans, as well as the range of services provided, are consistent with those of most banks competing within
the Bank’s service area.

The Bank competes for loans principally through a high degree of customer contact, timely loan review and approval,

market-driven competitive loan pricing and the Bank’s reputation throughout the region. The Bank believes that its
convenience, quality service and high-touch, responsive approach to banking enhances its ability to compete favorably
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in attracting and retaining individual and business customers. The Bank actively solicits deposit-related customers and
competes for customers by offering personal attention, professional service and competitive interest rates.

Market Overview. While the Company operates in thirteen counties, it currently defines operations by four primary
geographical markets. They are the South Region, which includes Kosciusko County and portions of contiguous
counties; the North Region, which includes portions of Elkhart and St. Joseph Counties; the Central Region, which
includes portions of Elkhart County and contiguous counties; and the East Region, which includes Allen and
contiguous counties. The South Region includes the city of Warsaw, which is the location of the Company’s
headquarters. The Company has had a presence in this region since 1872. It has been in the North and Central
Regions, which includes the cities of Elkhart, South Bend and Goshen, since 1990. The Company opened its first
office in the East Region, which includes the cities of Fort Wayne and Auburn, in 1999. The Company also operates a
loan production office in Indianapolis, which is staffed with commercial lending officers and was opened in 2006.
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The Company believes that these are well-established and fairly diverse economic regions. The Company has sought
to diversify expansion and industry throughout its markets, which include a mix of industrial and service companies,
with no business or industry concentrations within individual markets and combined. Furthermore, no single industry
or employer dominates any of the markets. Fort Wayne represents the largest population center served by the
Company’s full-service branch system with a population of 206,000, according to 2000 U.S. Census Bureau data.
South Bend, with a 2000 population of 108,000, is the second largest city served by the Company. Elkhart, with a
2000 population of 52,000, is the third largest city that the Company currently serves. As a result of the presence of
offices in twelve counties that are widely dispersed, no single city or industry represents an undue concentration. In
addition, the Indianapolis market represents a substantial future opportunity given its position as the largest
metropolitan market in the state.

Expansion Strategy. The Company’s expansion strategy is driven primarily by the potential for increased penetration in
existing markets where opportunities for market share growth exists. Additionally, management considers growth in
new markets with a close geographic proximity to its current operations. These markets are considered when the
Company believes they would be receptive to its strategic plan to deliver broad-based financial services with a
commitment to local communities. When entering new markets, the Company believes it is critical to attract
experienced local management with a similar philosophy in order to provide a basis for success.

The Company is an Indiana institution serving Indiana clients. Since 1990, the Company has expanded from 17
offices in four Indiana counties to 43 branches in twelve Indiana counties and one loan production office. During this
period, the Company has grown assets from $286 million to $2.6 billion today, an increase of 797%. Mergers and
acquisitions have not played a substantive role in this growth as the Company’s expansion strategy has been driven
primarily by organic growth. Since the decision to expand outside of the four-county home market in 1990, the
Company has targeted growth in larger cities located in the Northern Indiana market. In 1990, the Company began an
expansion strategy that the Company believes has created a well-established presence in the region directly north of
the Company’s home market. This expansion was focused on the cities of Elkhart, South Bend and Goshen. In 1999,
the Company expanded to the east and opened the first office in the Fort Wayne market. Most recently in 2006, the
Company established a loan production office in Indianapolis.

While this overall expansion strategy has been guided by a focus on larger communities in Indiana, it has also been
influenced by the competitive landscape in these markets. As the historically prominent community banks in these
markets were acquired, in most cases by large out-of-state institutions, the Company believes that Lake City Bank’s
traditional community banking strategy became highly relevant and provides a competitive advantage to the
Company.

The Company believes that another benefit of this geographic expansion strategy into larger population centers is that
the Company now serves a more well-established and diverse economic region. While the Company operates within a
relatively small geographic region of the state, the Company’s expansion strategy has provided borrower
diversification within a fairly diverse economic region. Further, the geographical diversification ensures that no single
industry or employer dominates the Company’s markets. In addition, the Indianapolis market represents a substantial
future opportunity given its position as the largest metropolitan market in the state. Like previous market expansions,
the Company believes the Indianapolis market will provide future business opportunities as the competitive landscape
in the market changes to the Company’s advantage.

The Company also considers opportunities beyond current markets when the Company’s Board of Directors and
management believes that the opportunity will provide a desirable strategic fit without posing undue risk. The
Company does not currently have any definitive understandings or agreements for any acquisitions or de novo
expansion.
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Products and Services. The Company is a full-service commercial bank and provides commercial, retail, wealth
advisory and investment management services to its customers. Commercial products include commercial loans and
technology-driven solutions to commercial customers’ treasury management needs such as internet business banking
and on-line treasury management services in addition to retirement services, bond administration and health savings
account services. Retail banking clients are provided a wide array of traditional retail banking services, including
lending, deposit and investment services. Retail lending programs are focused on mortgage loans, home equity lines of
credit and traditional retail installment loans, including indirect automotive financing. The Company provides credit
card services to retail and commercial customers through an outsourced retail card program and merchant processing
activity. The Company also has an Honors Private Banking program that is positioned to serve the more financially
sophisticated customer with a menu including investment management and trust services, executive mortgage
programs and access to financial planning seminars and programs. The Company provides wealth advisory clients
with traditional personal and corporate trust and investment services. The Company
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also provides retail brokerage services, including an array of financial and investment products such as annuities and
life insurance.

Competition

The Bank competes with other local and regional banks in addition to major banks for large commercial deposit and
loan accounts. The Bank is presently subject to an aggregate maximum loan limit to any single account pursuant to
Indiana law of $42.5 million. The Bank currently enforces an internal limit of $20.0 million, which is less than the
amount permitted by law. This maximum might occasionally limit the Bank from providing loans to those businesses
or personal accounts whose borrowings periodically exceed this amount. In the event this were to occur, the Bank
maintains correspondent relationships with other financial institutions. The Bank may participate with other banks in
the placement of large borrowings in excess of its lending limit, although the Bank typically does not participate in
such arrangements. The Bank is also a member of the Federal Home Loan Bank of Indianapolis in order to provide
additional funding, as necessary, to support funding requests and to broaden its mortgage lending and investment
activities

In addition to the banks located within its service area, the Bank also competes with savings and loan associations,
credit unions, farm credit services, finance companies, personal loan companies, insurance companies, money market
funds, and other non-depository financial intermediaries. Also, financial intermediaries such as money market mutual
funds and large retailers are not subject to the same regulations and laws that govern the operation of traditional
depository institutions and accordingly may have an advantage in competing for funds.

Foreign Operations

The Company has no investments with any foreign entity other than one nominal demand deposit account, which is
maintained with a Canadian bank in order to facilitate the clearing of checks drawn on banks located in other
countries. There are no foreign loans.

Employees

At December 31, 2009, the Company, including its subsidiaries, had 461 full-time equivalent employees. Benefit
programs include a 401(k) plan, group medical insurance, group life insurance and paid vacations. The Company also
maintained a defined benefit pension plan which, effective April 1, 2000, was frozen and employees can no longer
accrue new benefits under that plan. The Company also has an equity incentive plan under which stock-based
incentives and compensation may be granted to employees and directors. The Company also has an employee deferred
compensation plan available to certain employees. The Bank is not a party to any collective bargaining agreement, and
employee relations are considered good.

Forward-looking Statements

This document (including information incorporated by reference) contains, and future oral and written statements of

the Company and its management may contain, forward-looking statements, within the meaning of such term in the

Private Securities Litigation Reform Act of 1995, with respect to the financial condition, results of operations, plans,
objectives, future performance and business of the Company. Forward-looking statements, which may be based upon

beliefs, expectations and assumptions of the Company’s management and on information currently available to

management, are generally identifiable by the use of words such as “believe,” “expect,” “anticipate,” “plan,” “intend,” “estima
“may,” “will,” “would,” “could,” “should” or other similar expressions. Additionally, all statements in this document, includin;
forward-looking statements, speak only as of the date they are made, and the Company undertakes no obligation to

update any statement in light of new information or future events.

29 ¢ LT3
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The Company’s ability to predict results or the actual effect of future plans or strategies is inherently uncertain. The
factors, which could have a material adverse effect on the operations and future prospects of the Company and its
subsidiaries are detailed in the “Risk Factors” section included under Item 1a. of Part I of this Form 10-K. In addition to
the risk factors described in that section, there are other factors that may impact any public company, including ours,
which could have a material adverse effect on the operations and future prospects of the Company and its subsidiaries.
These additional factors include, but are not limited to, the following:

ethe effects of future economic, business and market conditions and changes, domestic and foreign, including
seasonality;
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o governmental monetary and fiscal policies;
e legislative and regulatory changes, including changes in banking, securities and tax laws and regulations and their
application by our regulators, and changes in the scope and cost of Federal Deposit Insurance Corporation, or FDIC,
insurance and other coverages;

. changes in accounting policies, rules and practices;

ethe risks of changes in interest rates on the levels, composition and costs of deposits, loan demand, and the values
and liquidity of loan collateral, securities, and other interest sensitive assets and liabilities;

ethe failure of assumptions and estimates underlying the establishment of reserves for possible loan losses and other
estimates;

o changes in borrowers’ credit risks and payment behaviors;
. changes in the availability and cost of credit and capital in the financial markets;
o changes in the prices, values and sales volumes of residential and commercial real estate;

ethe effects of competition from a wide variety of local, regional, national and other providers of financial,
investment and insurance services;

ethe risks of mergers, acquisitions and divestitures, including, without limitation, the related time and costs of
implementing such transactions, integrating operations as part of these transactions and possible failures to achieve
expected gains, revenue growth and/or expense savings from such transactions;

e changes in technology or products that may be more difficult, costly, or less effective than anticipated;

ethe effects of war or other conflicts, acts of terrorism or other catastrophic events, including storms, droughts,
tornados and flooding, that may affect general economic conditions, including agricultural production and demand
and prices for agricultural goods and land used for agricultural purposes, generally and in our markets;

ethe failure of assumptions and estimates used in our reviews of our loan portfolio and our analysis of our capital
position; and

o other factors and risks described under “Risk Factors™ herein.

These risks and uncertainties should be considered in evaluating forward-looking statements and undue reliance
should not be placed on such statements. For additional information regarding these and other risks, uncertainties and
other factors, please review the disclosure in this annual report under “Risk Factors.”

Internet Website

The Company maintains an internet site at www.lakecitybank.com. The Company makes available free of charge on
this site its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and other
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable
after it electronically files such material with, or furnishes it to, the Securities and Exchange Commission. The
Company’s Articles of Incorporation, Bylaws, Code of Conduct and the charters of its various committees of the Board
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of Directors are also available on the website.
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SUPERVISION AND REGULATION

General

Financial institutions, their holding companies and their affiliates are extensively regulated under federal and state

law. As a result, the growth and earnings performance of the Company may be affected not only by management
decisions and general economic conditions, but also by the requirements of federal and state statutes and by the
regulations and policies of various bank regulatory authorities, including the Indiana Department of Financial
Institutions (the “DFI”), the Board of Governors of the Federal Reserve System (the “Federal Reserve”) and the Federal
Deposit Insurance Corporation (the “FDIC”). Furthermore, taxation laws administered by the Internal Revenue Service
and state taxing authorities and securities laws administered by the Securities and Exchange Commission (the “SEC”)
and state securities authorities have an impact on the business of the Company. The effect of these statutes,

regulations and regulatory policies may be significant, and cannot be predicted with a high degree of certainty.

Federal and state laws and regulations generally applicable to financial institutions regulate, among other things, the
scope of business, the kinds and amounts of investments, reserve requirements, capital levels relative to operations,
the nature and amount of collateral for loans, the establishment of branches, mergers and consolidations and the
payment of dividends. This system of supervision and regulation establishes a comprehensive framework for the
respective operations of the Company and its subsidiaries and is intended primarily for the protection of the
FDIC-insured deposits and depositors of the Bank, rather than shareholders. In addition to this generally applicable
regulatory framework, turmoil in the credit markets in recent years has prompted the enactment of unprecedented
legislation that has allowed the U.S. Treasury to make equity capital available to qualifying financial institutions to
help restore confidence and stability in the U.S. financial markets, which imposes additional requirements on
institutions in which the U.S. Treasury Department invests.

The following is a summary of the material elements of the regulatory framework that currently applies to the
Company and its subsidiaries. It does not describe all of the statutes, regulations and regulatory policies that apply, nor
does it restate all of the requirements of those that are described. Additionally, in response to the global financial crisis
that began in 2007, various legislative and regulatory proposals have been issued addressing, among other things, the
restructuring of the federal bank regulatory system, more stringent regulation of consumer products such as mortgages
and credit cards, and safe and sound compensation practices. At this time, the Company is unable to determine
whether any of these proposals will be adopted as proposed. As such, the following is qualified in its entirety by
reference to applicable law. Any change in statutes, regulations or regulatory policies may have a material effect on
the business of the Company and its subsidiaries.

The Company

General. The Company, as the sole shareholder of the Bank, is a bank holding company. As a bank holding company,
the Company is registered with, and is subject to regulation by, the Federal Reserve under the Bank Holding Company
Act of 1956, as amended (the “BHCA?”). In accordance with Federal Reserve policy, the Company is expected to act as a
source of financial strength to the Bank and to commit resources to support the Bank in circumstances where the
Company might not otherwise do so. Under the BHCA, the Company is subject to periodic examination by the

Federal Reserve. The Company is required to file with the Federal Reserve periodic reports of the Company’s

operations and such additional information regarding the Company and its subsidiaries as the Federal Reserve may
require. The Company is also subject to regulation by the DFI under Indiana law.

Acquisitions, Activities and Change in Control. The primary purpose of a bank holding company is to control and
manage banks. The BHCA generally requires the prior approval of the Federal Reserve for any merger involving a

13
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bank holding company or any acquisition by a bank holding company of another bank or bank holding company.
Subject to certain conditions (including deposit concentration limits established by the BHCA), the Federal Reserve
may allow a bank holding company to acquire banks located in any state of the United States. In approving interstate
acquisitions, the Federal Reserve is required to give effect to applicable state law limitations on the aggregate amount
of deposits that may be held by the acquiring bank holding company and its insured depository institution affiliates in
the state in which the target bank is located (provided that those limits do not discriminate against out-of-state
depository institutions or their holding companies) and state laws that require that the target bank have been in
existence for a minimum period of time (not to exceed five years) before being acquired by an out-of-state bank
holding company.

The BHCA generally prohibits the Company from acquiring direct or indirect ownership or control of more than 5%
of the voting shares of any company that is not a bank and from engaging in any business other than that of

7
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banking, managing and controlling banks or furnishing services to banks and their subsidiaries. This general
prohibition is subject to a number of exceptions. The principal exception allows bank holding companies to engage in,
and to own shares of companies engaged in, certain businesses found by the Federal Reserve to be “so closely related
to banking ... as to be a proper incident thereto.” This authority would permit the Company to engage in a variety of
banking-related businesses, including the ownership and operation of a thrift, or any entity engaged in consumer
finance, equipment leasing, the operation of a computer service bureau (including software development), and
mortgage banking and brokerage. The BHCA generally does not place territorial restrictions on the domestic activities
of non-bank subsidiaries of bank holding companies.

Additionally, bank holding companies that meet certain eligibility requirements prescribed by the BHCA and elect to
operate as financial holding companies may engage in, or own shares in companies engaged in, a wider range of
nonbanking activities, including securities and insurance underwriting and sales, merchant banking and any other
activity that the Federal Reserve, in consultation with the Secretary of the Treasury, determines by regulation or order
is financial in nature, incidental to any such financial activity or complementary to any such financial activity and
does not pose a substantial risk to the safety or soundness of depository institutions or the financial system generally.
As of the date of this filing, the Company has not applied for approval to operate as a financial holding company.

Federal law also prohibits any person or company from acquiring “control” of an FDIC-insured depository institution or
its holding company without prior notice to the appropriate federal bank regulator. “Control” is conclusively presumed
to exist upon the acquisition of 25% or more of the outstanding voting securities of a bank or bank holding company,
but may arise under certain circumstances between 10% and 24.99% ownership.

Capital Requirements. Bank holding companies are required to maintain minimum levels of capital in accordance
with Federal Reserve capital adequacy guidelines. If capital levels fall below the minimum required levels, a bank
holding company, among other things, may be denied approval to acquire or establish additional banks or non-bank
businesses.

The Federal Reserve’s capital guidelines establish the following minimum regulatory capital requirements for bank
holding companies: (i) a risk-based requirement expressed as a percentage of total assets weighted according to risk;
and (ii) a leverage requirement expressed as a percentage of total assets. The risk-based requirement consists of a
minimum ratio of total capital to total risk-weighted assets of 8% and a minimum ratio of Tier 1 capital to total
risk-weighted assets of 4%. The leverage requirement consists of a minimum ratio of Tier 1 capital to total assets of
3% for the most highly rated companies, with a minimum requirement of 4% for all others. For purposes of these
capital standards, Tier 1 capital consists primarily of permanent stockholders’ equity less intangible assets (other than
certain loan servicing rights and purchased credit card relationships). Total capital consists primarily of Tier 1 capital
plus Tier 2 capital which consists of other non-permanent capital items such as certain other debt and equity
instruments that do not qualify as Tier 1 capital and a portion of the company’s allowance for loan and lease losses.

The risk-based and leverage standards described above are minimum requirements. Higher capital levels will be
required if warranted by the particular circumstances or risk profiles of individual banking organizations. For
example, the Federal Reserve’s capital guidelines contemplate that additional capital may be required to take adequate
account of, among other things, interest rate risk, or the risks posed by concentrations of credit, nontraditional
activities or securities trading activities. Further, any banking organization experiencing or anticipating significant
growth would be expected to maintain capital ratios, including tangible capital positions (i.e., Tier 1 capital less all
intangible assets), well above the minimum levels. As of December 31, 2009, the Company had regulatory capital in
excess of the Federal Reserve’s minimum requirements.

Emergency Economic Stabilization Act of 2008. Events in the U.S. and global financial markets over the past several
years, including deterioration of the worldwide credit markets, have created significant challenges for financial
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institutions throughout the country. In response to this crisis affecting the U.S. banking system and financial markets,
on October 3, 2008, the U.S. Congress passed, and the President signed into law, the Emergency Economic
Stabilization Act of 2008 (the “EESA”). The EESA authorized the Secretary of the United States Department of
Treasury (‘“Treasury”) to implement various temporary emergency programs designed to strengthen the capital positions
of financial institutions and stimulate the availability of credit within the U.S. financial system. Financial institutions
participating in certain of the programs established under the EESA are required to adopt Treasury’s standards for
executive compensation and corporate governance.

The TARP Capital Purchase Program. On October 14, 2008, Treasury announced that it would provide Tier 1 capital
(in the form of perpetual preferred stock) to eligible financial institutions. This program, known as the

8
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TARP Capital Purchase Program (the “CPP”), allocated $250 billion from the $700 billion authorized by the EESA to
Treasury for the purchase of senior preferred shares from qualifying financial institutions (the “CPP Preferred Stock™).
Under the program, eligible institutions were able to sell equity interests to the Treasury in amounts equal to between
1% and 3% of the institution’s risk-weighted assets. The CPP Preferred Stock is non-voting and pays dividends at the
rate of 5% per annum for the first five years and thereafter at a rate of 9% per annum. In conjunction with the purchase
of the CPP Preferred Stock, the Treasury received warrants to purchase common stock from the participating public
institutions with an aggregate market price equal to 15% of the preferred stock investment. Participating financial
institutions are required to adopt Treasury’s standards for executive compensation and corporate governance for the
period during which Treasury holds equity issued under the CPP. These requirements are discussed in more detail in
the Compensation Discussion and Analysis section in the Company’s proxy statement, which is incorporated by
reference in this Form 10-K.

Pursuant to the CPP, on February 27, 2009, the Company entered into a Letter Agreement with Treasury, pursuant to
which the Company issued (i) 56,044 shares of the Company’s Fixed Rate Cumulative Perpetual Preferred Stock,
Series A and (ii) a warrant to purchase 396,538 shares of the Company’s common stock, no par value, for an aggregate
purchase price of $56,044,000 in cash. Since the Company’s participation in the CPP, the Company has raised
additional capital through a public offering of common stock and, as a result of that offering, the number of shares of
common stock subject to the warrant have been reduced by 50% to 198,269. The Company’s federal regulators, the
Treasury and the Treasury’s Office of the Inspector General maintains significant oversight over the Company as a
participating institution, to evaluate how it is using the capital provided and to ensure that it strengthens its efforts to
help its borrowers avoid foreclosure, which is one of the core aspects of the EESA.

Dividend Payments. The Company’s ability to pay dividends to its shareholders may be affected by both general
corporate law considerations and policies of the Federal Reserve applicable to bank holding companies. As an Indiana
corporation, the Company is subject to the limitations of the Indiana General Business Corporation Law, which
prohibit the Company from paying dividends if the Company is, or by payment of the dividend would become,
insolvent, or if the payment of dividends would render the Company unable to pay its debts as they become due in the
usual course of business. Additionally, policies of the Federal Reserve caution that a bank holding company should
not pay cash dividends unless its net income available to common shareholders over the past year has been sufficient
to fully fund the dividends and the prospective rate of earnings retention appears consistent with its capital needs,
asset quality, and overall financial condition. The Federal Reserve also possesses enforcement powers over bank
holding companies and their non-bank subsidiaries to prevent or remedy actions that represent unsafe or unsound
practices or violations of applicable statutes and regulations. Among these powers is the ability to proscribe the
payment of dividends by banks and bank holding companies. Further, with respect to the Company’s participation in
the CPP, the terms of the CPP Preferred Stock provide that no dividends on any common or preferred stock that ranks
equal to or junior to the CPP Preferred Stock may be paid unless and until all accrued and unpaid dividends for all
past dividend periods on the CPP Preferred Stock have been fully paid.

Federal Securities Regulation. The Company’s common stock is registered with the SEC under the Securities Act of
1933, as amended, and the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Consequently, the
Company is subject to the information, proxy solicitation, insider trading and other restrictions and requirements of
the SEC under the Exchange Act.

The Bank

General. The Bank is an Indiana-chartered bank, the deposit accounts of which are insured by the FDIC’s Deposit
Insurance Fund (“DIF”) to the maximum extent provided under federal law and FDIC regulations. The Bank is also a
member of the Federal Reserve System (“member bank™). As an Indiana-chartered, FDIC-insured member bank, the
Bank is presently subject to the examination, supervision, reporting and enforcement requirements of the DFI, the
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chartering authority for Indiana banks, the Federal Reserve, as the primary federal regulator of member banks, and the
FDIC, as administrator of the DIF.

Deposit Insurance. As an FDIC-insured institution, the Bank is required to pay deposit insurance premium
assessments to the FDIC. The FDIC has adopted a risk-based assessment system whereby FDIC-insured depository
institutions pay insurance premiums at rates based on their risk classification. An institution’s risk classification is
assigned based on its capital levels and the level of supervisory concern the institution poses to the regulators. Under
the regulations of the FDIC, as presently in effect, insurance assessments range from 0.07% to 0.78% of total deposits,
depending on an institution’s risk classification, its levels of unsecured debt and secured liabilities, and, in certain
cases, its level of brokered deposits.

9
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Furthermore, as a result of the increased volume of bank failures in 2008 and 2009, on May 22, 2009, the FDIC
approved a final rule imposing a special assessment on all depository institutions whose deposits are insured by the
FDIC. This one-time special assessment was imposed on institutions in the second quarter, and was collected on
September 30, 2009. Pursuant to the final rule, the FDIC imposed on the Bank a special assessment in the amount of
$1.1 million, which was due and payable on September 30, 2009.

On November 12, 2009, the FDIC adopted a final rule that required insured depository institutions to prepay on
December 30, 2009, their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010,
2011, and 2012. On December 31, 2009, the Bank paid the FDIC $10.1 million in prepaid assessments. An institution’s
prepaid assessments were calculated based on the institution’s actual September 30, 2009 assessment base, adjusted
quarterly by an estimated 5 percent annual growth rate through the end of 2012. The FDIC also used the institution’s
total base assessment rate in effect on September 30, 2009, increasing it by an annualized 3 basis points beginning in
2011. The FDIC will begin to offset prepaid assessments on March 30, 2010, representing payment of the regular
quarterly risk-based deposit insurance assessment for the fourth quarter of 2009. Any prepaid assessment not
exhausted after collection of the amount due on June 30, 2013, will be returned to the institution.

FDIC Temporary Liquidity Guarantee Program. In conjunction with Treasury’s actions to address the credit and

liquidity crisis in financial markets, on October 14, 2008, the FDIC announced the Temporary Liquidity Guarantee
Program. One component of the Temporary Liquidity Guarantee Program is the Transa
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