












































































































































BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

NOTE 12 - DEFINED BENEFIT PENSION PLAN

The Company has a funded noncontributory defined benefit pension plan that covers substantially
all of its employees. The plan provides defined benefits based on years of service and final
average salary. The Company uses a December 31 measurement date for its plans.

Information about changes in obligations and plan assets of the defined benefit pension plan
follows:

2008 2007
Projected benefit obligation $ (8,000) $ (7,080)
Fair value of plan assets 6,238 6,002
Funded status of plan (1,762) (1,078)
Accumulated benefit obligation 6.149 5,519
Net period pension cost 680 606
Employer contributions 333 979
+-+-  Employee contributions - -
Benefits paid (245) (234)
Change in minimum liability included in other
Comprehensive income 280 907

(Continued)
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BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

NOTE 12 — DEFINED BENEFIT PENSION PLAN (Continued)

Amounts recognized in accumulated other comprehensive income at December 31, 2008 consist
of the net actuarial gain (loss) of $336.

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
1s $336.

Assumptions

2008 2007
Weighted-average assumptions used to
determine benefit obligations at year-end:
Discount rate 6.00% 6.00%
Rate of compensation increase 5.00 5.00
Weighted-average assumptions used to
determine net cost:
Discount rate 6.00% 6.00%
Expected return on plan assets 5.00 5.00
Rate of compensation increase 5.00 5.00

Plan Assets
The Company’s pension plan assets are primarily invested in deposit accounts at the Company.
Contributions

The Company expects to contribute $250 to its defined benefit pension plan in 2009.

(Continued)
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NOTE 12 - DEFINED BENEFIT PENSION PLAN (Continued)

Estimated Future Payments

The following benefit payments are expected in future periods:
Pension Benefits

2009 $ 265
2010 271
2011 307
2021 316
2013 326
Following 5 years 2,083

NOTE 13 - OTHER BENEFIT PLANS

Deferred Compensation Plan: The Company provides a deferred compensation program for its
directors as an incentive to encourage them to remain members of the Company’s board of
directors. The Company has established an accrual account to which it credits the board meeting
fees which individual directors have elected to be deferred and interest earned at 8.25% on each
director’s account. The deferral account is an election made by each director via a signed
Deferred Fee Agreement. Only Board fees are allowed to be deferred, and they may be deferred
for a specified term as designated by the director. The accrual account is not segregated into a
separate trust and will be paid from the general assets of the Company, subject to the general
unsecured creditors of the Company. The compensation expense amounts related to director’s
deferred compensation for the years ended December 31, 2008 and 2007 were approximately
$179 and $193, respectively. The liabilities at December 31, 2008 and 2007 were approximately
$599 and $773, respectively. Payments made to directors were $240 and $214 in 2008 and 2007.

Salary Continuation Plan: The Company maintains salary continuation agreements with certain
executives to encourage the executives to remain employees of the Company. The Company has
established an accrual account to which it credits the benefit as defined in the agreements. The
accrual account is not segregated into a separate trust and will be paid from the general assets of
the Company, subject to the general creditors of the Company. The compensation expense
amounts related to salary continuation for the years ended December 31, 2008 and 2007 were
approximately $512 and $468, respectively. The liabilities at December 31, 2008 and 2007 were
approximately $2,723 and $2,210, respectively.

The Company has entered into a consulting agreement with certain executive officers. The
agreement requires the Company to make regular monthly payments to these executive officers in
exchange for certain consulting services should they choose to retire prior to normal

{Continued)
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NOTE 13 - OTHER BENEFIT PLANS (Continued)

retirement age, as defined in the salary continuation agreements. The amount of these payments is
likely to be $175 annually, should the executives choose early retirement, and continue until their
normal retirement age.

The Company has signed an agreement requiring that it enter into a non-compete agreement with
two executive officers should they retire prior to their specified retirement date. The agreement
requires the Company to make regular monthly payments to these executive officers in exchange
for certain non-compete provisions should the executives choose to retire prior to a specified
retirement date. The amount of the payments is likely to be $100 annually.

Incentive Retirement Plan: The Company maintains an incentive retirement plan to encourage
certain senior officers to remain employees of the Company. The senior officers may receive
either cash or a combination of cash and deferred benefits based on certain performance goals of
the Company indicative of its profitability. The Company has established an accrual account to
which it credits the deferred portion of the benefit. The accrual account is not segregated into a
separate trust and will be paid from the general assets of the Company, subject to general
creditors of the Company. The compensation expense amounts related to incentive retirement for
the years ended December 31, 2008 and 2007 were approximately $32 and $110, respectively.
The liabilities at December 31, 2008 and 2007 were approximately $429 and $404, respectively.

401(k) Plan: The Bank has a 401(k) plan whereby substantially all employees participate in the
plan. Employees may contribute up to 15% of their compensation subject to certain limits based
on federal tax laws. The Company makes a discretionary contribution allocated based on the
basis of the employee’s contributed amount. Discretionary contributions vest to the employees at
100% after five years of service. For the years ended December 31, 2008 and 2007, discretionary
contributions were approximately $159 and $131, respectively.

NOTE 14 - INCOME TAXES

Income tax expense (benefit) was as follows: 2008 2007
Current federal S - $ 1,760
Current state - 306
Deferred - (232)

Total S - $ 1,834
{Continued)
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NOTE 14 - INCOME TAXES (Continued)

Effective tax rates differ from federal statutory rate of 34% applied to income before income taxes
due to the following.

2008 2007
Federal statutory rate times financial statement income $ - $ 2921
Effect of:
Tax-exempt income - (257)
Investment tax credits - (421)
State taxes, net of federal benefit - 175
Officers’ life insurance - (258)
Dividend received deduction - (225)
Other, net - (10D
Total $ - $ 1834
Year-end deferred tax assets and liabilities were due to the following.
2008 2007
Deferred tax assets:
Allowance for loan losses S - $ 1,480
Letirement and other benefit plans - 1,173
Real estate investments - 164
Unrealized loss on securities available for sale - -
Intangible assets - -
Unrealized pension benefit obligation - 849
Other - -
- 3,666
Deferred tax liabilities:
Deferred late fees - (61)
Depreciation - (367)
Intangible assets - (164)
Unrealized gains on securities available for sale - (225)
Other - (19
- (836)
Net deferred tax asset $ - 5 2.830

(Continued)
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NOTE 15 - RELATED PARTY TRANSACTIONS

Loans to principal officers, directors, and their affiliates at year-end 2008 and 2007 were $3,030
and $2,958.

Deposits from principal officers, directors, and their affiliates at year-end 2008 and 2007 were
$6,657 and $5,972.

See also the related party Trust receivable discussed in Note 7.

NOTE 16 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED
EARNINGS

Banks and bank holding companies are subject to regulatory capital requirements administered by
federal banking agencies. Capital adequacy guidelines and, additionally for banks, prompt
corrective action regulations involve quantitative measures of assets, liabilities, and certain
off-balance-sheet items calculated under regulatory accounting practices. Capital amounts and
classifications are also subject to qualitative judgments by regulators. Failure to meet capital
requirements can initiate regulatory action.

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 capital restoration plans are
required. At 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 (in millions) and ratios are presented below at year-end.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adeqguacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
2008
Total Capital to risk weighted assets
BancIndependent Incorporated § 75081 11% $ 56313 8% $ NA NA
Bank Independent 74,121 11% 56,263 8% 70,329 10%
Tier 1 (Core) Capital to risk weighted assets
Banclndependent Incorporated $ 60,193 9% $ 28157 4% $ NA NA
Bank Independent 68,074 10% 28,131 4% 42,197 6%
Tier 1 (Core} Capital to average assels
Bancindependent Incorporated § 60,193 8% $ 31,942 4% $ NA NA
Bank Independent 68,074 9% 31,886 4% 39,857 3%

(Continued)
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NOTE 16 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED
EARNINGS (Continued)

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
2007
Total Capital to risk weighted assets
BancIndependent Incorporated § 69214 11% $ 48,606 8% NA NA
Bank Independent 66,816 11% 48,496 8% 60,619 10%
Tier 1 (Core) Capital to risk weighted assets
BancIndependent Incorporated $ 64,588 11% $ 24303 4% 3 NA NA
Bank Independent 62,190 10% 24,248 4% 36,372 6%
Tier 1 (Core) Capital to average assets
BancIndependent Incorporated $ 64,588 9% $ 28729 4% $ NA NA
Bank Independent 62,190 9% 28,673 4% 35,841 5%

The Bank is also subject to state regulations restricting the amount of dividends payable to the
Company. At year end 2008, the Bank had § 0 of retained earnings available for dividends under
these regulations without regulatory permission.

NOTE 17 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES

Some financial instruments, such as loan commitments, credit lines, letters of credit, and overdraft
protection, are issued to meet customer financing needs. These are agreements to provide credit
or to support the credit of others, as long as conditions established in the contract are met, and
usually have expiration dates. Commitments may expire without being used. Off-balance-sheet
risk to credit loss exists up to the face amount of these instruments, although material losses are
not anticipated. The same credit policies are used to make such commitments as are used for
loans, including obtaining collateral at exercise of the commitment.

The contractual amount of financial instruments with off-balance-sheet risk was as follows at year
end.

2008 2007
Unused lines of credit $ 91,750 3§ 134,674
Letters of credit 3,176 1,801

(Continued)
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NOTE 18 - OTHER COMPREHENSIVE INCOME

Other comprehensive income components and related tax effects were as follows:

2008 2007

Net income $ 5,879  §$ 6,759
Unrealized holding gains on available for

sale securities 48 606
Reclassified for adjustments for loss

realized in income - -
Net unrealized gains 48 606
Tax effect (18) (225)
Net-of-tax amount 30 381
Adjustment to initially apply FAS 158,

net of tax (§925) (1,575) (1,445)
Unrealized holding losses on TPS rate swap (1,839)
Net unrealized gain (loss), recognized in

other comprehensive income (3.384) (1,064)
Comprehensive income $ 2495 § 5,695

NOTE 19 — INTEREST RATE SWAP

The Company utilized an interest rate swap agreement as part of its asset liability management
strategy to help manage its interest rate risk position. The notional amount of the interest rate
swap does not represent amounts exchanged by the parties. The amount exchanged is determined
by reference to the notional amount and the other terms of the individual interest rate swap
agreement.

Interest Rate Swaps Designated as Cash Flow Hedges: Interest rate swaps with notional amounts
totaling $30,000 as of December 31, 2008 were designated as cash flow hedges of the Company’s

subordinated debentures and were determined to be fully effective during all periods presented.
As such, no amount of ineffectiveness has been included in net income. Therefore, the aggregate
fair value of the swaps is recorded in other liabilities with changes in fair value recorded in other
comprehensive income (loss). The amount included in accumulated other comprehensive income
(loss) would be reclassified to current earnings should the hedges no longer be considered
effective. The Company expects the hedges to remain fully effective during the remaining terms
of the swaps.
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Summary information about the interest-rate swaps designated as cash flow hedges as of year-end
is as follows:

2008
Notional amounts $ 30,000
Weighted average pay rates 5.29%
Weighted average receive rates 4.57%
Weighted average maturity 4 years
Unrealized gains (losses) $  (1,838)

Interest income (expense) recorded on these swap transactions totaled $1,389 during 2008 and is
reported as a component of interest expense on the subordinated debentures.

NOTE 20 - BUSINESS COMBINATION(S)

On December 5, 2008, the Company acquired 100% of the outstanding shares of The Citizens
Bancorp of Lawrence, parent of The Citizens Bank, Moulton. Operating results of The Citizens
Bancorp of Lawrence are included in the consolidated financial statements since the date of the
acquisition. As a result of this acquisition, the Company expects to further solidify its market
share in the Lawrence and Morgan county markets, expand its customer base to enhance deposit
fee income, provide an opportunity to market additional products and services to new customers,
and reduce operating costs through economies of scale.

The aggregate purchase price was $20,840 all paid in cash. The purchase price resulted in
approximately $4,860 in goodwill, and $1,729 in core deposit and customer relationship
intangibles. The intangible asset will be amortized over 10 years, using an accelerated method.
Goodwill will not be amortized but instead evaluated periodically for impairment. This was a tax
free acquisition, therefore, goodwill and the intangible asset are not deductible for tax purposes

The following table summarizes the estimated fair value of assets acquired and liabilities assumed
at the date of acquisition.

Securities available for sale $32,609
Loans 42,201
Goodwill 4,860
Core deposit and other intangibles 1,729
Other assets 18,112

Total assets acquired 99,511
Depostis 76,884
Other liabilities 1,787

Total liabilities assumed 78,671
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Net assets acquired $ 20.840
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