Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

LAKELAND FINANCIAL CORP
Form 10-K
March 10, 2009

Table of Contents
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 or 15(d) of the
Securities Exchange Act of 1934

For the fiscal year ended December 31, 2008
Commission file number 0-11487
LAKELAND FINANCIAL CORPORATION
Indiana 35-1559596
(State of incorporation) (I.R.S. Employer Identification No.)
202 East Center Street, P.O. Box 1387, Warsaw, Indiana 46581-1387
(Address of principal executive offices)

Telephone (574) 267-6144

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, no par value NASDAQ Global Select Market
(Title of class) (Name of Each Exchange on which Registered)
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes o No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act. Yes o No x
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding twelve months (or for such other period that the Registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein and will not be
contained, to the best of the registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this

Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
“accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer x Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act) Yes o No x

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant, based on the last sales price
quoted on the Nasdaq Global Select Market on June 30, 2008, the last business day of the registrant’s most recently completed second fiscal
quarter, was approximately $218,127,216.

Number of shares of common stock outstanding at February 25, 2009: 12,414,130

DOCUMENTS INCORPORATED BY REFERENCE



Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

Part I1I - Portions of the Proxy Statement for the Annual Meeting of Shareholders to be held on April 14, 2009 are incorporated by reference into
Part I1I hereof.




Item 1.

Item la.
Item 1b.
Item 2.
Item 3.
Item 4.

Item 5.
Item 6.
Item 7.

Item 7a.
Item 8.

Item 10.
Item 11.
Item 12.
Item 13.
Item 14.

Item 15.

Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

LAKELAND FINANCIAL CORPORATION
Annual Report on Form 10-K
Table of Contents

PART 1

Business
Forward — Looking Statements
Supervision and Regulation

Industry Segments
Guide 3 Information

Risk Factors

Unresolved Staff Comments

Properties

Legal Proceedings

Submission of Matters to a Vote of Security Holders

PART II

Market for Registrant’s Common Equity. Related Shareholder Matters and Issuer Purchases of Equity Securities

Selected Financial Data

Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

Results of Operations

Financial Condition

Critical Accounting Policies

Newly Issued But Not Yet Effective Accounting Standards
Liquidity

Off-Balance Sheet Transactions

Inflation

Quantitative and Qualitative Disclosures About Market Risk
Financial Statements and Supplementary Data

Financial Statements

Notes to Financial Statements

Report of Independent Registered Public Accounting Firm

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Controls and Procedures
Other Information

PART III

Directors and Executive Officers of the Registrant
Executive Compensation

Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters

Certain Relationships and Related Transactions
Principal Accountant Fees and Services

PART IV

Exhibits and Financial Statement Schedules

Form 10-K Signature Page

Page
Number

W W

11
29
34
35
36
36

37
39
40
40
40
43
46
49
49
50
51
52
54

54
58
89
90
90
91

91
91
91
92
92

93

S1



Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K



Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

Table of Contents

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 is 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 cash 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, 2008, the Bank had 43 offices
in twelve counties throughout northern Indiana.

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 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 cash management services,
retirement services, bond administration, safe deposit box services and trust and brokerage services. 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 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 twelve 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. Since the early 1990’s, the Company
has focused on growth through de novo branching in locations that management believes have potential for creating new market opportunities or
for further penetrating existing markets. The Company opened a new branch facility in Fort Wayne, Indiana in late 2007 to house the Company’s
Fort Wayne based Wealth Advisory Services and to serve the southwestern market of Fort Wayne. The location is a full-service branch facility.
As noted earlier, the Company entered the Indianapolis market in 2006 and anticipates that it will expand in the future with full-service banking
locations, although no timetable has been established.

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.

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 also provides retail brokerage services, including an
array of financial and investment products such as annuities and life insurance.

Competition

Within its four primary geographical markets, 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 $30.5 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 broaden its mortgage
lending and investment activities and to provide additional funding, as necessary, to support these 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
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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, 2008, the Company, including its subsidiaries, had 446 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 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,” “estimate,” “n
“will,” “would,” “could,” “should” or other similar expressions. Additionally, all statements in this document, including 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.

95 9

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 1la. 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:

. Changes in accounting standards and practices, as may be adopted by state and federal regulatory agencies, the Financial
Accounting Standards Board and the Securities and Exchange Commission.

. Changes in state or federal tax laws.
. The costs, effects and outcomes of existing or future litigation.
. The economic impact of past and any future terrorist attacks, acts of war or threats thereof and the response of the United States to

any such threats and attacks.

. The ability of the Company to manage the risks associated with the foregoing as well as anticipated.

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”.



Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

Table of Contents

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 of Directors are also available on the website.

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, recent
turmoil in the credit markets 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 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. 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 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
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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 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 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, 2008, the Company had regulatory capital in excess of the Federal Reserve’s minimum
requirements.

Emergency Economic Stabilization Act of 2008. Recent events in the U.S. and global financial markets, including the deterioration of
the worldwide credit markets, have created significant challenges for financial institutions throughout the country. Dramatic declines in the
housing market during the past year, marked by falling home prices and increasing levels of mortgage foreclosures, have resulted in significant
write-downs of asset values by financial institutions, including government-sponsored entities and major commercial and investment banks. In
addition, many lenders and institutional investors have reduced, and in some cases, ceased to provide funding to borrowers, including other
financial institutions, as a result of concern about the stability of the financial markets and the strength of counterparties.
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In response to the crises affecting the U.S. banking system and financial markets and to bolster the distressed economy and improve
consumer confidence in the financial system, 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 authorizes 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
will be 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 will provide Tier 1 capital (in the form of
perpetual preferred stock) to eligible financial institutions. This program, known as the TARP Capital Purchase Program (the “CPP”), allocates
$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 are 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 will generally be non-voting and will pay 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 will receive 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 will be required to adopt Treasury’s standards for executive
compensation and corporate governance for the period during which Treasury holds equity issued under the CPP.

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. The Company also expects that its
federal regulators and the Treasury will maintain significant oversight over the Company as a participating institution, to evaluate how it uses 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, if the Company participates in the CPP, the Company anticipates that the terms of the
CPP Preferred Stock will 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 chartering authority for Indiana banks, the Federal Reserve, as the primary federal regulator of
member banks, and the FDIC, as administrator of the DIF.
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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 0.12% to 0.50% of total
deposits for the first quarter 2009 assessment period only (subject to the application of assessment credits, if any, issued by the FDIC in 2008).
Effective April 1, 2009, insurance assessments will range from 0.07% to 0.78%, depending on an institution’s risk classification, as well as its
unsecured debt, secured liability and brokered deposits. In addition, under an interim rule, the FDIC plans to impose a 20 basis point emergency
special assessment on insured depository institutions on June 30, 2009. The emergency special assessment will be collected on September 30,
2009. The interim rule also authorizes the FDIC to impose an additional emergency special assessment after June 30, 2009, of up to 10 basis
points, if necessary to maintain public confidence in federal deposit insurance.

FDIC Temporary Liquidity Guarantee Program. In connection with the recently enacted EESA and in conjunction with the Treasury’s
actions to address the current credit and liquidity crisis in financial markets, the FDIC announced the Temporary Liquidity Guarantee Program,
which will temporarily provide to participating institutions unlimited deposit insurance coverage for non-interest bearing transaction accounts
maintained at FDIC insured institutions (the “transaction account guarantee program’), and provide a limited guarantee on certain newly-issued
senior unsecured debt (the “debt guarantee program”). For an initial 30-day period, all eligible financial institutions were automatically covered
under this program without incurring any fees. Institutions that did not opt out by December 5, 2008, will be subject to the following potential
assessments for participation: (i) for the debt guarantee program, between 50 and 100 basis points per annum for eligible senior unsecured debt
(depending on the maturity date) issued between October 14, 2008 and June 30, 2009; and (ii) for the transaction account guarantee program, 10
basis points per annum on amounts in excess of $250,000 in non-interest bearing transaction accounts from November 13, 2008 through and
including December 31, 2009. The Bank decided to continue to participate in these programs and did not opt out. As a result, the Bank expects
to incur fees associated with the programs.

FICO Assessments. The Financing Corporation (“FICO”) is a mixed-ownership governmental corporation chartered by the former Federal
Home Loan Bank Board pursuant to the Federal Savings and Loan Insurance Corporation Recapitalization Act of 1987 to function as a financing
vehicle for the recapitalization of the former Federal Savings and Loan Insurance Corporation. FICO issued 30-year non-callable bonds of
approximately $8.2 billion that mature by 2019. Since 1996, federal legislation has required that all FDIC-insured depository institutions pay
assessments to cover interest payments on FICO’s outstanding obligations. These FICO assessments are in addition to amounts assessed by the
FDIC for deposit insurance. During the year ended December 31, 2008, the FICO assessment rate was approximately 0.01% of deposits.

Supervisory Assessments. All Indiana banks are required to pay supervisory assessments to the DFI to fund the operations of the DFI.
The amount of the assessment is calculated on the basis of the bank’s total assets. During the year ended December 31, 2008, the Bank paid
supervisory assessments to the DFI totaling $178,000.

Capital Requirements. Banks are generally required to maintain capital levels in excess of other businesses. Under federal regulations,
the Bank is subject to the following minimum capital standards: (i) a leverage requirement consisting of a minimum ratio of Tier 1 capital to
total assets of 3% for the most highly-rated banks with a minimum requirement of at least 4% for all others; and (ii) a risk-based capital
requirement consisting 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%. In general, the components of Tier 1 capital and total capital are the same as those for bank holding companies
discussed above.

The capital requirements described above are minimum requirements. Higher capital levels will be required if warranted by the particular
circumstances or risk profiles of individual institutions. For example, federal regulations provide 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, federal law and regulations provide various incentives for financial institutions to maintain regulatory capital at levels in excess of
minimum regulatory requirements. For example, a financial institution that is “well-capitalized” may qualify for exemptions from prior notice or
application requirements otherwise applicable to certain types of activities and may qualify for expedited processing of other required notices or
applications. Additionally, one of the criteria that determines a bank holding company’s eligibility to operate as a financial holding company is a
requirement that all of its financial institution subsidiaries be “well-capitalized.” Under the
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regulations of the Federal Reserve, in order to be “well-capitalized” a financial institution must maintain a ratio of total capital to total
risk-weighted assets of 10% or greater, a ratio of Tier 1 capital to total risk-weighted assets of 6% or greater and a ratio of Tier 1 capital to total
assets of 5% or greater.

Federal law also provides the federal banking regulators with broad power to take prompt corrective action to resolve the problems of
undercapitalized institutions. The extent of the regulators’ powers depends on whether the institution in question is “adequately capitalized,”
“undercapitalized,” “significantly undercapitalized” or “critically undercapitalized,” in each case as defined by regulation. Depending upon the capital
category to which an institution is assigned, the regulators’ corrective powers include: (i) requiring the institution to submit a capital restoration
plan; (ii) limiting the institution’s asset growth and restricting its activities; (iii) requiring the institution to issue additional capital stock
(including additional voting stock) or to be acquired; (iv) restricting transactions between the institution and its affiliates; (v) restricting the
interest rate the institution may pay on deposits; (vi) ordering a new election of directors of the institution; (vii) requiring that senior executive
officers or directors be dismissed; (viii) prohibiting the institution from accepting deposits from correspondent banks; (ix) requiring the
institution to divest certain subsidiaries; (x) prohibiting the payment of principal or interest on subordinated debt; and (xi) ultimately, appointing
a receiver for the institution.

As of December 31, 2008: (i) the Bank was not subject to a directive from the Federal Reserve to increase its capital to an amount in
excess of the minimum regulatory capital requirements; (ii) the Bank exceeded its minimum regulatory capital requirements under Federal
Reserve capital adequacy guidelines; and (iii) the Bank was “well-capitalized,” as defined by Federal Reserve regulations.

Dividend Payments. The primary source of funds for the Company is dividends from the Bank. Indiana law prohibits the Bank from
paying dividends in an amount greater than its undivided profits. The Bank is required to obtain the approval of the DFI for the payment of any
dividend if the total of all dividends declared by the Bank during the calendar year, including the proposed dividend, would exceed the sum of
the Bank’s net income for the year to date combined with its retained net income for the previous two years. Indiana law defines “retained net
income” to mean the net income of a specified period, calculated under the consolidated report of income instructions, less the total amount of all
dividends declared for the specified period. The Federal Reserve Act also imposes limitations on the amount of dividends that may be paid by
state member banks, such as the Bank. Without Federal Reserve approval, a state member bank may not pay dividends in any calendar year that,
in the aggregate, exceed the bank’s calendar year-to-date net income plus the bank’s retained net income for the two preceding calendar years.

The payment of dividends by any financial institution is affected by the requirement to maintain adequate capital pursuant to applicable
capital adequacy guidelines and regulations, and a financial institution generally is prohibited from paying any dividends if, following payment
thereof, the institution would be undercapitalized. As described above, the Bank exceeded its minimum capital requirements under applicable
guidelines as of December 31, 2008. As of December 31, 2008, approximately $2.0 million was available to be paid as dividends by the Bank.
Notwithstanding the availability of funds for dividends, however, the Federal Reserve may prohibit the payment of any dividends by the Bank if
the Federal Reserve determines such payment would constitute an unsafe or unsound practice.

Insider Transactions. The Bank is subject to certain restrictions imposed by federal law on extensions of credit to the Company, on
investments in the stock or other securities of the Company and the acceptance of the stock or other securities of the Company as collateral for
loans made by the Bank. Certain limitations and reporting requirements are also placed on extensions of credit by the Bank to its directors and
officers, to directors and officers of the Company, to principal shareholders of the Company and to “related interests” of such directors, officers
and principal shareholders. In addition, federal law and regulations may affect the terms upon which any person who is a director or officer of
the Company or the Bank or a principal shareholder of the Company may obtain credit from banks with which the Bank maintains a
correspondent relationship.

Safety and Soundness Standards. The federal banking agencies have adopted guidelines that establish operational and managerial
standards to promote the safety and soundness of federally insured depository institutions. The guidelines set forth standards for internal
controls, information systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth,
compensation, fees and benefits, asset quality and earnings.

In general, the safety and soundness guidelines prescribe the goals to be achieved in each area, and each institution is responsible for
establishing its own procedures to achieve those goals. If an institution fails to comply with any of the standards set forth in the guidelines, the
institution’s primary federal regulator may require the
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institution to submit a plan for achieving and maintaining compliance. If an institution fails to submit an acceptable compliance plan, or fails in
any material respect to implement a compliance plan that has been accepted by its primary federal regulator, the regulator is required to issue an
order directing the institution to cure the deficiency. Until the deficiency cited in the regulator’s order is cured, the regulator may restrict the
institution’s rate of growth, require the institution to increase its capital, restrict the rates the institution pays on deposits or require the institution
to take any action the regulator deems appropriate under the circumstances. Noncompliance with the standards established by the safety and
soundness guidelines may also constitute grounds for other enforcement action by the federal banking regulators, including cease and desist
orders and civil money penalty assessments.

Branching Authority. Indiana banks, such as the Bank, have the authority under Indiana law to establish branches anywhere in the State
of Indiana, subject to receipt of all required regulatory approvals.

Federal law permits state and national banks to merge with banks in other states subject to: (i) regulatory approval; (ii) federal and state
deposit concentration limits; and (iii) state law limitations requiring the merging bank to have been in existence for a minimum period of time
(not to exceed five years) prior to the merger. The establishment of new interstate branches or the acquisition of individual branches of a bank in
another state (rather than the acquisition of an out-of-state bank in its entirety) is permitted only in those states the laws of which expressly
authorize such expansion.

State Bank Investments and Activities. The Bank generally is permitted to make investments and engage in activities directly or through
subsidiaries as authorized by Indiana law. However, under federal law and FDIC regulations, FDIC-insured state banks are prohibited, subject to
certain exceptions, from making or retaining equity investments of a type, or in an amount, that are not permissible for a national bank. Federal
law and FDIC regulations also prohibit FDIC-insured state banks and their subsidiaries, subject to certain exceptions, from engaging as principal
in any activity that is not permitted for a national bank unless the bank meets, and continues to meet, its minimum regulatory capital
requirements and the FDIC determines the activity would not pose a significant risk to the deposit insurance fund of which the bank is a
member. These restrictions have not had, and are not currently expected to have, a material impact on the operations of the Bank.

Federal Reserve System. Federal Reserve regulations, as presently in effect, require depository institutions to maintain reserves against
their transaction accounts (primarily NOW and regular checking accounts), as follows: for transaction accounts aggregating $44.4 million or
less, the reserve requirement is 3% of total transaction accounts; and for transaction accounts aggregating in excess of $44.4 million, the reserve
requirement is $1.023 million plus 10% of the aggregate amount of total transaction accounts in excess of $44.4 million. The first $10.3 million
of otherwise reservable balances are exempted from the reserve requirements. These reserve requirements are subject to annual adjustment by
the Federal Reserve. The Bank is in compliance with the foregoing requirements.

INDUSTRY SEGMENTS

The Company’s chief decision-makers monitor and evaluate financial performance on a Company-wide basis. All of the Company’s
financial service operations are similar and considered by management to be aggregated into one reportable operating segment. While the
Company has assigned certain management responsibilities by region and business-line, the Company’s chief decision-makers monitor and
evaluate financial performance on a Company-wide basis. The majority of the Company’s revenue is from the business of banking and the
Company’s assigned regions have similar economic characteristics, products, services and customers. Accordingly, all of the Company’s
operations are considered by management to be aggregated in one reportable operating segment.

GUIDE 3 INFORMATION
On the pages that follow are tables that set forth selected statistical information relative to the business of the Company. This data should
be read in conjunction with the consolidated financial statements, related notes and “Management’s Discussion and Analysis of Financial

Condition and Results of Operations” as set forth in Items 7 & 8, below, herein incorporated by reference.
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DISTRIBUTION OF ASSETS, LIABILITIES AND STOCKHOLDERS’ EQUITY;
INTEREST RATES AND INTEREST DIFFERENTIAL
(in thousands of dollars)

2008 2007

Average Interest Average Interest

Balance Income Yield (1) Balance Income Yield (1)
ASSETS
Earning assets:
Loans:
Taxable (2)(3) $ 1,662,355 $ 99,538 599% $ 1,401,480 $ 102,840 7.34%
Tax exempt (1) 2,669 147 5.51 2,588 166 6.41
Investments: (1)
Available for sale 368,578 19,731 5.35 306,293 15,140 4.94
Short-term investments 12,136 171 1.41 17,412 863 4.96
Interest bearing deposits 2,045 49 2.40 1,486 68 4.58
Total earning assets 2,047,783 119,636 5.84% 1,729,259 119,077 6.89%
Nonearning assets:
Cash and due from banks 41,302 0 44,565 0
Premises and equipment 28,200 0 26,042 0
Other nonearning assets 70,986 0 54,220 0
Less allowance for loan losses (17,597) 0 (15,045) 0
Total assets $ 2,170,674 $ 119,636 $ 1,839,041 $ 119,077

(1)  Tax exempt income was converted to a fully taxable equivalent basis at a 35 percent tax rate for 2008 and 2007. The tax equivalent rate
for tax exempt loans and tax exempt securities acquired after January 1, 1983 included the TEFRA adjustment applicable to
nondeductible interest expenses.

2) Loan fees, which are immaterial in relation to total taxable loan interest income for the years ended December 31, 2008 and 2007, are
included as taxable loan interest income.

3) Nonaccrual loans are included in the average balance of taxable loans.
12
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ASSETS
Earning assets:
Loans:
Taxable (2)(3)
Tax exempt (1)

Investments: (1)
Available for sale

Short-term investments

Interest bearing deposits

Total earning assets

Nonearning assets:

Cash and due from banks

Premises and equipment

Other nonearning assets

Less allowance for loan losses

Total assets

Edgar Filing: LAKELAND FINANCIAL CORP - Form 10-K

DISTRIBUTION OF ASSETS, LIABILITIES AND STOCKHOLDERS’ EQUITY;
INTEREST RATES AND INTEREST DIFFERENTIAL (Cont.)
(in thousands of dollars)

2007 2006
Average Interest Average Interest
Balance Income Yield (1) Balance Income Yield (1)
$ 1,401,480 $ 102,840 734% $ 1264490 $ 91,946 7.27%
2,588 166 6.41 5,995 328 5.47
306,293 15,140 4.94 293,931 13,609 4.63
17,412 863 4.96 12,896 647 5.02
1,486 68 4.58 3,269 151 4.62
1,729,259 119,077 6.89% 1,580,581 106,681 6.75%
44,565 0 56,235 0
26,042 0 24,750 0
54,220 0 50,597 0
(15,045) 0 (13,692) 0
$ 1,839,041 $ 119,077 $ 1698471 $ 106,681

(1)  Tax exempt income was converted to a fully taxable equivalent basis at a 35 percent tax rate for 2007 and 2006. The tax equivalent rate

for tax exempt loans and tax exempt securities acquired after January 1, 1983 included the TEFRA adjustment applicable to

nondeductible interest expenses.

2) Loan fees, which are immaterial in relation to total taxable loan interest income for the years ended December 31, 2007 and 2006, are
included as taxable loan interest income.

3) Nonaccrual loans are included in the average balance of taxable loans.
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DISTRIBUTION OF ASSETS, LIABILITIES AND STOCKHOLDERS’ EQUITY;
INTEREST RATES AND INTEREST DIFFERENTIAL (Cont.)
(in thousands of dollars)

2008 2007

Average Interest Average Interest

Balance Expense Yield Balance Expense Yield
LIABILITIES AND STOCKHOLDERS’
EQUITY
Interest bearing liabilities:
Savings deposits $ 64,877 $ 64 0.10% $ 67,104 $ 133 0.20%
Interest bearing checking accounts 495,057 9,979 2.02 425,753 14,854 3.49
Time deposits:
In denominations under $100,000 329,783 13,924 4.22 295,328 14,289 4.84
In denominations over $100,000 528,316 20,613 3.90 462,056 24,338 5.27
Miscellaneous short-term borrowings 278,451 5,620 2.02 177,343 7,239 4.08
Long-term borrowings and subordinated
debentures (1) 86,230 5,016 5.82 30,972 2,628 8.49
Total interest bearing liabilities 1,782,714 55,216 3.10% 1,458,556 63,481 4.35%
Noninterest bearing liabilities and
stockholders’ equity:
Demand deposits 219,762 0 226,484 0
Other liabilities 17,138 0 16,234 0
Stockholders’ equity 151,060 0 137,767 0
Total liabilities and stockholders’ equity $ 2,170,674 $ 55216 $ 1,839,041 $ 63,481

(1)  Long-term borrowings and subordinated debentures interest expense was reduced by interest capitalized on construction in process for
2007.
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DISTRIBUTION OF ASSETS, LIABILITIES AND STOCKHOLDERS’ EQUITY;
INTEREST RATES AND INTEREST DIFFERENTIAL (Cont.)
(in thousands of dollars)

2007 2006

Average Interest Average Interest

Balance Expense Yield Balance Expense Yield
LIABILITIES AND STOCKHOLDERS’
EQUITY
Interest bearing liabilities:
Savings deposits $ 67,104 $ 133 020% $ 67818 % 143 0.21%
Interest bearing checking accounts 425,753 14,854 3.49 405,209 12,789 3.16
Time deposits:
In denominations under $100,000 295,328 14,289 4.84 264,087 10,787 4.08
In denominations over $100,000 462,056 24,338 5.27 430,378 21,382 4.97
Miscellaneous short-term borrowings 177,343 7,239 4.08 144,637 5,594 3.87
Long-term borrowings and subordinated
debentures (1) 30,972 2,628 8.49 30,973 2,529 8.17
Total interest bearing liabilities 1,458,556 63,481 4.35% 1,343,102 53,224 3.96%
Noninterest bearing liabilities and
stockholders’ equity:
Demand deposits 226,484 0 219,997 0
Other liabilities 16,234 0 13,418 0
Stockholders’ equity 137,767 0 121,954 0
Total liabilities and stockholders’ equity $ 1,839,041 $ 63,481 $ 1,698,471 $ 53224
Net interest differential - yield on average

daily earning assets $ 5559 3.22% $ 53457 3.38%

(1)  Long-term borrowings and subordinated debentures interest expense was reduced by interest capitalized on construction in process for
2007.
15
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ANALYSIS OF CHANGES IN INTEREST DIFFERENTIALS
(fully taxable equivalent basis)
(in thousands of dollars)

YEAR ENDED DECEMBER 31,
2008 Over (Under) 2007 (1) 2007 Over (Under) 2006 (1)
Volume Rate Total Volume Rate Total
INTEREST AND LOAN FEE
INCOME (2)
Loans:
Taxable $ 17,372 $ 20,674) $ (3,302) $ 10,045 $ 849 $ 10,894
Tax exempt 5 24) (19) (211) 49 (162)
Investments:
Available for sale 3,260 1,331 4,591 587 944 1,531
Short-term investments (206) (486) (692) 224 ®) 216
Interest bearing deposits 20 39) (19) (82) (@€))] (83)
Total interest income 20,451 (19,892) 559 10,563 1,833 12,396
INTEREST EXPENSE
Savings deposits “) (65) (69) (1) C) (10)
Interest bearing checking accounts 2,134 (7,009) (4,875) 671 1,394 2,065
Time deposits:
In denominations under $100,000 1,566 (1,931) (365) 1,368 2,134 3,502
In denominations over $100,000 3,168 (6,893) (3,725) 1,626 1,330 2,956
Miscellaneous short-term borrowings 3,021 (4,640) (1,619) 1,321 324 1,645
Long-term borrowings and
subordinated debentures 3,435 (1,047) 2,388 0 99 99
Total interest expense 13,320 (21,585) (8,265) 4,985 5,272 10,257
INCREASE (DECREASE) IN
INTEREST DIFFERENTIALS $ 7,131 $ 1,693 $ 8,824 $ 5,578 $ (3,439) $ 2,139

ey
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The earning assets and interest bearing liabilities used to calculate interest differentials are based on average daily balances for 2008,

2007 and 2006. The changes in volume represent “changes in volume times the old rate”. The changes in rate represent “‘changes in rate
times old volume”. The changes in rate/volume were also calculated by “change in rate times change in volume” and allocated consistently
based upon the relative absolute values of the changes in volume and changes in rate.

2) Tax exempt income was converted to a fully taxable equivalent basis at a 35 percent tax rate for 2008, 2007 and 2006. The tax equivalent
rate for tax exempt loans and tax exempt securities acquired after January 1, 1983 included the TEFRA adjustment applicable to
nondeductible interest expense.
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ANALYSIS OF SECURITIES
(in thousands of dollars)

The amortized cost and the fair value of securities as of December 31, 2008, 2007 and 2006 were as follows:

2008 2007 2006
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value

Securities available for sale:

U.S. Treasury securities $ 1,001 $ 1,025 $ 1,201 $ 1,206 $ 1,002 $ 965
U.S. Government agencies 15,453 15,685 18,539 18,555 31,249 30,525
Mortgage-backed securities 332,682 314,669 251,158 250,495 213,053 210,000
State and municipal securities 55,081 55,651 56,613 57,501 53,824 54,701

Total debt securities available for sale $ 404217 $ 387,030 $ 327,511 $ 327,757 $ 299,128 $§ 296,191

At year-end 2008, there were no holdings of securities of any one issuer, other than the U.S. Government, government agencies and
government sponsored agencies, in an amount greater than 10% of stockholders’ equity with the exception of Residential Accredit Loans, Inc.,
which had a book value of $21.3 million and a market value of $15.8 million, Countrywide Home Loans Alternative Loan Trust, which had a
book value of $19.9 million and a market value of $15.1 million and Chase Mortgage Finance Trust, which had a book value of $17.4 million
and a market value of $7.5 million. These are all Alt A or Whole Loan securities in the Super Senior tranches, which are the highest rated
tranches with very high credit standards. In addition, the collateral of the Alt A or Whole Loan securities purchased must meet certain criteria set
by the Company’s Asset Liability Management Committee including maximum loan-to-value and minimum FICO scores, consist of only
fixed-rate mortgages and must be AAA rated at the time of purchase. See Note 2 for more information on these investments. At year-end 2007,
there were no holdings of securities of any one issuer, other than the U.S. Government, government agencies and government sponsored
agencies, in an amount greater than 10% of stockholders’ equity with the exception of Residential Accredit Loans, Inc., which had a book value
of $22.6 million and a market value of $22.3 million. At year-end 2006, there were no holdings of securities of any one issuer, other than the
U.S. Government, government agencies and government sponsored agencies, in an amount greater than 10% of stockholders’ equity.
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ANALYSIS OF SECURITIES (cont.)
(fully tax equivalent basis)
(in thousands of dollars)

The weighted average yields and maturity distribution for debt securities portfolio at December 31, 2008, were as follows:

Securities available for sale:

US Treasury securities
Fair value
Yield

Government agencies and corporations
Fair value
Yield

Mortgage-backed securities
Fair value
Yield

State and municipal securities
Fair value
Yield

Total debt securities available for sale:
Fair value
Yield

After One After Five
Within Year Years Over
One Within Within Ten Ten
Year Five Years Years Years
$ 1,025 $ 0 $ 0 $ 0
3.38% 0% 0% 0%
10,943 4,742 0 0
4.61% 3.88% 0% 0%
177 18,653 82,152 213,687
6.47% 3.72% 4.87% 5.25%
578 3,442 33,618 18,013
3.63% 4.15% 4.54% 4.35%
$ 12,723 $ 26,837 $ 115,770 $ 231,700
4.49% 3.81% 4.77% 5.18%
18
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ANALYSIS OF LOAN PORTFOLIO

Analysis of Loans Outstanding
(in thousands of dollars)

The Company segregates its loan portfolio into four basic segments: commercial (including agricultural loans), residential real estate
mortgages, installment and personal line of credit loans (including credit card loans). The loan portfolio as of December 31, 2008, 2007, 2006,

2005 and 2004 was as follows:

Commercial loans:

Taxable

Tax exempt

Total commercial loans

Residential real estate mortgage loans

Installment loans

Line of credit and credit card loans

Subtotal loans

Less: Allowance for loan losses

Net deferred loan (fees)/costs

Net loans

2008 2007 2006 2005 2004

1,522,523 $ 1238623 $ 1,081,420 $ 960,046  $ 784,591
10,493 1,971 4,991 4,512 6,369
1,533,016 1,240,594 1,086,411 964,558 790,960
117,230 124,107 109,176 74,820 54,361
51,174 49,185 52,548 67,964 53,138
132,147 109,760 105,762 91,426 104,927
1,833,567 1,523,646 1,353,897 1,198,768 1,003,386
(18,860) (15,801) (14,463) (12,774) (10,754)
(233) 74 (60) (38) (167)
1814474 $ 1507919 $ 1339374 $ 1,185,956 $ 992,465

The residential real estate mortgage loan portfolio included construction loans totaling $6,468, $5,252, $8,636, $7,987 and $6,719 as of
December 31, 2008, 2007, 2006, 2005 and 2004. The Bank generally sells conforming mortgage loans which it originates. These loans generally
represent mortgage loans that are made to clients with long-term or substantial relationships with the Bank on terms consistent with secondary
market requirements. The loan classifications are based on the nature of the loans as of the loan origination date. There were no foreign loans
included in the loan portfolio for the periods presented.
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ANALYSIS OF LOAN PORTFOLIO (cont.)
Analysis of Loans Outstanding (cont.)
(in thousands of dollars)

Repricing opportunities of the loan portfolio occur either according to predetermined adjustable rate schedules included in the related
loan agreements or upon maturity of each principal payment. The following table indicates the scheduled maturities of the loan portfolio as of
December 31, 2008.

Residential
Real
Estate Line of
Commercial Mortgage Installment Credit Total Percent
Original maturity of one day $ 546,097 $ 0o $ 0o $ 86,500 $ 632,597 34.50%
Other within one year 160,015 21,879 17,217 37,912 $ 237,023 12.93
After one year, within five years 684,267 24,074 31,632 3,682 $ 743,655 40.56
Over five years 122,584 70,520 2,325 4,053 $ 199,482 10.88
Nonaccrual loans 20,053 757 0 0 $ 20,810 1.13
Total loans $ 1,533,016 $ 117,230 $ 51,174 $ 132,147 $ 1,833,567 100.0%

At maturity, credits are reviewed and, if renewed, are renewed at rates and conditions that prevail at the time of maturity.

Loans due after one year which have a predetermined interest rate and loans due after one year which have floating or adjustable interest
rates as of December 31, 2008 amounted to $631,822 and $311,315.
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ANALYSIS OF LOAN PORTFOLIO (cont.)
Review of Nonperforming Loans
(in thousands of dollars)

The following is a summary of nonperforming loans as of December 31, 2008, 2007, 2006, 2005 and 2004.

2008 2007 2006 2005 2004
PART A - PAST DUE ACCRUING LOANS (90
DAYS OR MORE)
Residential real estate mortgage loans $ 126 $ 155  § 0o $ 89 % 117
Commercial and industrial loans 81 65 154 0 2,633
Loans to individuals for household, family and other
personal expenditures 271 189 145 85 28
Loans to finance agriculture production and other
loans to farmers 0 0 0 0 0
Total past due loans 478 409 299 174 2,778
PART B - NONACCRUAL LOANS
Residential real estate mortgage loans 757 18 132 132 60
Commercial and industrial loans 20,053 7,021 13,688 7,189 7,152
Loans to individuals for household, family and other
personal expenditures 0 0 0 0 0
Loans to finance agriculture production and other
loans to farmers 0 0 0 0 0
Total nonaccrual loans 20,810 7,039 13,820 7,321 7,212
PART C - TROUBLED DEBT RESTRUCTURED
LOANS 0 0 0 0 0
Total nonperforming loans $ 21,288 $ 7,448 $ 14,119 $ 7,495 $ 9,990

Nonearning assets of the Company include nonperforming loans (as indicated above), nonaccrual investments, other real estate and
repossessions, which amounted to $22,391 at December 31, 2008.
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ANALYSIS OF LOAN PORTFOLIO (cont.)
Comments Regarding Nonperforming Assets

PART A - CONSUMER LOANS

Consumer installment loans, except those loans that are secured by real estate, are not placed on nonaccrual status since these loans are
charged-off when they have been delinquent from 90 to 180 days, and when the related collateral, if any, is not sufficient to offset the
indebtedness. Advances under consumer line of credit programs, are charged-off when collection appears doubtful.

PART B - NONPERFORMING LOANS

When a loan is classified as a nonaccrual loan, interest on the loan is no longer accrued and all accrued interest receivable is charged-off.
It is the policy of the Bank that all loans for which the collateral is insufficient to cover all principal and accrued interest will be reclassified as
nonperforming loans to the extent they are unsecured, on or before the date when the loan becomes 90 days delinquent. Thereafter, interest is
recognized and included in income only when received. Interest not recorded on nonaccrual loans is referenced in Footnote 4 in Item 8 below.

As of December 31, 2008, there were $20.8 million of loans on nonaccrual status, some of which were also on impaired status. There were
$20.3 million of loans classified as impaired.

PART C - TROUBLED DEBT RESTRUCTURED LOANS

Loans renegotiated as troubled debt restructurings are those loans for which either the contractual interest rate has been reduced and/or
other concessions are granted to the borrower because of a deterioration in the financial condition of the borrower which results in the inability
of the borrower to meet the terms of the loan.

As of December 31, 2008 and 2007, there were no loans renegotiated as troubled debt restructurings.
PART D - OTHER NONPERFORMING ASSETS

Management is of the opinion that there are no significant foreseeable losses relating to nonperforming assets, as defined in the preceding
table, or classified loans, except as discussed above in Part B — Nonperforming Loans and Part C — Troubled Debt Restructured Loans.

PART E - LOAN CONCENTRATIONS

There were no loan concentrations within industries not otherwise disclosed, which exceeded ten percent of total loans except commercial
real estate. Commercial real estate was $532.5 million at December 31, 2008. Nearly all of the Bank’s commercial, industrial, agricultural real
estate mortgage, real estate construction mortgage and consumer loans are made within its basic service area.
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Basis For Determining Allowance For Loan Losses:

The allowance is an amount that management believes will be adequate to absorb probable incurred credit losses relating to specifically
identified loans based on an evaluation, as well as other probable incurred losses inherent in the loan portfolio. The evaluations take into
consideration such factors as changes in the nature and volume of the loan portfolio, overall portfolio quality, review of specific problem loans,
and current economic conditions that may affect the borrower’s ability to repay. Management also considers trends in adversely classified loans
based upon a monthly review of those credits. An appropriate level of general allowance is determined after considering the following:
application of historical loss percentages, emerging market risk, emerging concentrations, commercial loan focus and large credit concentration,
new industry lending activity and general economic conditions. For a more thorough discussion of the allowance for loan losses methodology
see the Critical Accounting Policies section of Item 7.

Based upon these policies and objectives, $10.2 million, $4.3 million and $2.6 million were charged to the provision for loan losses and
added to the allowance for loan losses in 2008, 2007 and 2006.

The allocation of the allowance for loan losses to the various lending areas is performed by management in relation to perceived exposure
to loss in the various loan portfolios. However, the allowance for loan losses is available in its entirety to absorb losses in any particular loan
category.
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ANALYSIS OF LOAN PORTFOLIO (cont.)
Summary of Loan Loss
(in thousands of dollars)

The following is a summary of the loan loss experience for the years ended December 31, 2008, 2007, 2006, 2005 and 2004.

2008 2007 2006 2005 2004

Amount of loans outstanding,
December 31, $1,833,335  $1,523,720 $ 1,353,837  $1,198,730  $1,003,219

Average daily loans outstanding
during the year ended December 31, $ 1,605,024  $1,404,068 $ 1,270,484  $1,083,788 $ 930,934

Allowance for loan losses, January 1, $ 15,801 $ 14463 §$ 12,774  $ 10,754 $ 10,234

Loans charged-off:

Commercial 6,726 2,381 905 317 630
Real estate 72 16 0 8 20
Installment 805 537 145 164 271
Credit cards and personal credit lines 3 458 22 112 73
Total loans charged-off 7,606 3,392 1,072 601 994

Recoveries of loans previously
charged-off:

Commercial 147 252 53 37 121
Real estate 16 27 0 0 13
Installment 200 124 52 89 129
Credit cards and personal credit lines 95 29 12 15 28
Total recoveries 458 432 117 141 291
Net loans charged-off 7,148 2,960 955 460 703
Provision for loan loss charged to

expense 10,207 4,298 2,644 2,480 1,223
Balance, December 31, $ 1880 $ 15801 $ 14463 $ 12,774 $ 10,754

Ratio of net charge-offs during the
period to average daily loans

outstanding:
Commercial 0.40% 0.15% 0.07% 0.02% 0.05%
Real estate 0.00 0.00 0.00 0.00 0.00

Installment 0.04 0.03 0.01 0.01 0.02
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Credit cards and personal credit lines 0.01) 0.03 0.00 0.01 0.01

Total ratio of net charge-offs 0.43% 0.21% 0.08% 0.04% 0.08%

Ratio of allowance for loan losses to
nonperforming assets 84.23% 160.27% 101.67% 169.87% 104.76%
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The following is a summary of the allocation for loan losses as of December 31, 2008, 2007, 2006, 2005 and 2004.

Allocated allowance for loan
losses:

Commercial
Real estate

Installment
Credit cards and personal credit
lines

Total allocated allowance for
loan losses

Unallocated allowance for loan
losses

Total allowance for loan losses

Allocated allowance for loan
losses:

Commercial
Real estate

Installment
Credit cards and personal credit
lines

Total allocated allowance for
loan losses
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ANALYSIS OF LOAN PORTFOLIO (cont.)
Allocation of Allowance for Loan Losses
(in thousands of dollars)

2008 2007 2006
Allowance Loans as Allowance Loans as Allowance Loans as
For Percentage For Percentage For Percentage
Loan of Gross Loan of Gross Loan of Gross
Losses Loans Losses Loans Losses Loans

$ 15,738 83.61% $ 13,659 81.42% $ 12,185 80.24%
292 6.39 571 8.15 389 8.07
384 2.79 421 3.23 690 6.20
996 7.21 828 7.20 561 5.49

17,410 100.00% 15,479 100.00% 13,825 100.00%
1,450 322 638
$ 18,860 $ 15,801 $ 14,463
2005 2004
Allowance Loans as Allowance Loans as
For Percentage For Percentage
Loan of Gross Loan of Gross
Losses Loans Losses Loans

$ 10,870 80.46% $ 8,696 78.84%
187 6.24 136 5.40
509 5.67 398 5.29
688 7.63 789 10.47

12,254 100.00% 10,019 100.00%
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Unallocated allowance for loan
losses

Total allowance for loan losses
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520 735

$ 12,774 $ 10,754
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ANALYSIS OF DEPOSITS
(in thousands of dollars)

The average daily deposits for the years ended December 31, 2008, 2007 and 2006, and the average rates paid on those deposits are
summarized in the following table:

2008 2007 2006
Average Average Average Average Average Average
Daily Rate Daily Rate Daily Rate

Balance Paid Balance Paid Balance Paid
Demand deposits $ 219,762 0.00% $ 226,484 0.00% $ 219,997 0.00%
Savings and transaction accounts:
Regular savings 64,877 0.10 67,104 0.20 67,818 0.21
Interest bearing checking 495,057 2.02 425,753 3.49 405,209 3.16
Time deposits:
Deposits of $100,000 or more 528,316 3.90 462,056 5.27 430,378 4.97
Other time deposits 329,783 4.22 295,328 4.84 264,087 4.08
Total deposits $ 1,637,795 2.72%  $1,476,725 3.63% $ 1,387,489 3.25%

As of December 31, 2008, time certificates of deposit will mature as follows:

$ 100,000 % of % of
or more Total Other Total
Within three months $ 316,149 49.59% $ 61,943 17.17%
Over three months, within six months 129,300 20.28 65,282 18.10
Over six months, within twelve months 133,336 20.91 143,025 39.64
Over twelve months 58,788 9.22 90,521 25.09
Total time certificates of deposit $ 637,573 100.00% $ 360,771 100.00%
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QUALITATIVE MARKET RISK DISCLOSURE

Management’s market risk disclosure appears under the caption “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” in Item 7, below, and is incorporated herein by reference in response to this item. The Company’s primary market risk exposure is
interest rate risk. The Company does not have a material exposure to foreign currency exchange rate risk, does not own any material derivative
financial instruments and does not maintain a trading portfolio.

RETURN ON EQUITY AND OTHER RATIOS

The rates of return on average daily assets and stockholders’ equity, the dividend payout ratio, and the average daily stockholders’ equity to
average daily assets for the years ended December 31, 2008, 2007 and 2006 were as follows:

2008 2007 2006
Percent of net income to:
Average daily total assets 0.91% 1.04% 1.10%
Average daily stockholders’ equity 13.04% 13.94% 15.35%
Percentage of dividends declared per common share to basic earnings per weighted average
number of common shares outstanding (12,271,927 shares in 2008, 12,188,594 shares in 2007
and 12,069,300 shares in 2006) 37.58% 34.49% 24.19%
Percentage of average daily stockholders’ equity to average daily total assets 6.96% 7.49% 7.18%

Cash dividends were declared on April 8, July 8, October 14, 2008 and January 13, 2009 for each quarter of 2008, April 10, July 10,
October 9, 2007 and January 8, 2008 for each quarter of 2007 and April 11, July 11 and October 10, 2006 and January 9, 2007 for each quarter
of 2006.
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SHORT-TERM BORROWINGS
(in thousands of dollars)

The following is a schedule, at the end of the year indicated, of statistical information relating to securities sold under agreement to
repurchase maturing within one year and secured by either U.S. Government agency securities or mortgage-backed securities classified as other
debt securities and other short-term borrowings maturing within one year. There were no other categories of short-term borrowings for which the

average balance outstanding during the period was 30 percent or more of stockholders’ equity at the end of each period.

2008 2007 2006
Outstanding at year end:
Federal funds purchased $ 19,000 $ 70,010 $ 0
Securities sold under agreements to repurchase $ 137,769 $ 154913 $ 106,670
Other short-term borrowings $ 45,000 $ 90,000 $ 80,000
Approximate average interest rate at year end:
Federal funds purchased 0.50% 4.07% 0.00%
Securities sold under agreements to repurchase 0.43% 3.20% 3.59%
Other short-term borrowings 0.65% 4.31% 5.36%
Highest amount outstanding as of any month end during the year:
Federal funds purchased $ 126,700 $ 96,850 $ 53,000
Securities sold under agreements to repurchase $ 175,427 $ 154913 $ 106,670
Other short-term borrowings $ 163,700 $ 90,000 $ 80,000
Approximate average outstanding during the year:
Federal funds purchased $ 50,171 $ 22,950 $ 19,119
Securities sold under agreements to repurchase $ 153,363 $ 121,372 $ 92870
Other short-term borrowings $ 73,981 $ 32,247 $ 31,726
Approximate average interest rate during the year:
Federal funds purchased 2.53% 5.33% 5.22%
Securities sold under agreements to repurchase 1.85% 3.52% 3.20%
Other short-term borrowings 2.09% 5.09% 5.13%

Securities sold under agreements to repurchase include fixed rate, term transactions initiated by the Bank, as well as corporate sweep
accounts. Other short-term borrowings consist of Federal Home Loan Bank advances.
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ITEM 1a. RISK FACTORS

In addition to the other information in this Annual Report on Form 10-K, shareholders or prospective investors should carefully consider
the following risk factors:

Our business may be adversely affected by conditions in the financial markets and economic conditions generally.

The United States has been in a recession since December, 2007. Business activity across a wide range of industries and regions is greatly
reduced and many businesses and local governments are experiencing serious difficulty in remaining profitable and providing services due to the
lack of consumer spending and the lack of liquidity in the credit markets. Unemployment has increased significantly. Since mid-2007, and
particularly during the second half of 2008, the financial services industry and the securities markets generally were materially and adversely
affected by significant declines in the values of nearly all asset classes and by a serious lack of liquidity. This was initially triggered by declines
in home prices and the values of subprime mortgages, but spread to all mortgage and real estate asset classes, to leveraged bank loans and to
nearly all asset classes, including equities. The global markets have been characterized by substantially increased volatility and short-selling and
an overall loss of investor confidence, initially in financial institutions, but more recently in companies in a number of other industries and in the
broader markets.

Market conditions have also led to the failure or merger of a number of prominent financial institutions. Financial institution failures or
near-failures have resulted in further losses as a consequence of defaults on securities issued by them and defaults under contracts entered into
with such entities as counterparties. Furthermore, declining asset values, defaults on mortgages and consumer loans, and the lack of market and
investor confidence, as well as other factors, have all combined to increase credit default swap spreads, to cause rating agencies to lower credit
ratings, and to otherwise increase the cost and decrease the availability of liquidity, despite very significant declines in Federal Reserve
borrowing rates and other government actions. Some banks and other lenders have suffered significant losses and have become reluctant to lend,
even on a secured basis, due to the increased risk of default and the impact of declining asset values on the value of collateral. The foregoing has
significantly weakened the strength and liquidity of some financial institutions worldwide. In 2008, the U.S. government, the Federal Reserve
and other regulators have taken numerous steps to increase liquidity and to restore investor confidence, including committing to invest at least
$250 billion in the equity of other banking organizations, but asset values have continued to decline and access to liquidity for many
organizations continues to be very limited.

As aresult of these financial economic crises, many lending institutions, including us, have experienced declines in the performance of
their loans, including commercial loans, commercial real estate loans and consumer loans. Moreover, competition among depository institutions
for deposits and quality loans has increased significantly. In addition, the values of real estate collateral supporting many commercial loans and
home mortgages have declined and may continue to decline. Bank and bank holding company stock prices have been negatively affected, as has
the ability of banks and bank holding companies to raise capital or borrow in the debt markets has become more difficult compared to recent
years. As a result, there is a potential for new federal or state laws and regulations regarding lending and funding practices and liquidity
standards, and bank regulatory agencies are expected to be very aggressive in responding to concerns and trends identified in examinations,
including the expected issuance of many formal or informal enforcement actions or orders. The impact of new legislation in response to those
developments, may negatively impact our operations by restricting our business operations, including our ability to originate or sell loans, and
adversely impact our financial performance or our stock price.

In addition, further negative market developments may affect consumer confidence levels and may cause adverse changes in payment
patterns, causing increases in delinquencies and default rates, which may impact our charge-offs and provision for credit losses. A worsening of
these conditions would likely exacerbate the adverse effects of these difficult market conditions on us and others in the financial services
industry.

Overall, during the past year, the general business environment has had an adverse effect on our business, and there can be no assurance
that the environment will improve in the near term. Until conditions improve, we expect our business, financial condition and results of
operations to be adversely affected.

Our business is concentrated in and dependent upon the continued growth and welfare of our primary market areas.

s

We operate primarily in four geographical markets, all of which are located in Northern Indiana and are further described in the “Business’
section included under Item 1 of Part I of this Form 10-K. We have developed a particularly strong presence in the South Region, which includes
Kosciusko County and portions of contiguous
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counties, the North Region, which includes portions of Elkhart and St. Joseph County, and the Central Region, which includes portions of
Elkhart County and contiguous counties. These regions represent the more mature markets. In addition, we have experienced rapid growth in the
East Region, which includes Allen and DeKalb Counties. The Company also operates a loan production office in Indianapolis, which is staffed
by commercial lending officers and consider our presence in this market as more mature and strong than in previous years. Our success depends
upon the business activity, population, income levels, deposits and real estate activity in these markets. Although our customers’ business and
financial interests may extend well beyond these market areas, adverse economic conditions that affect these market areas could reduce our
growth rate, affect the ability of our customers to repay their loans to us and generally affect our financial condition and results of operations.
Areas of our geographical market have seen notably worse economic conditions than those suffered by the country at-large. In particular, Elkhart
County has suffered from adverse business and economic conditions that have resulted in levels of unemployment well above the national
average. Because of our geographic concentration, we are less able than other regional or national financial institutions to diversify our credit
risks across multiple markets.

Our continued pace of growth may require us to raise additional capital in the future, but that capital may not be available when
it is needed.

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our operations. We anticipate
that our existing capital resources will satisfy our capital requirements for the foreseeable future. We have accepted a capital investment of $56.0
million under the Department of Treasury’s Troubled Asset Repurchase Program’s Capital Purchase Plan, which will further strengthen our
capital position. However, we may at some point need to raise additional capital to support our continued growth. Our ability to raise additional
capital, if needed, will depend on conditions in the capital markets at that time, which are outside our control, and on our financial performance.
Accordingly, we cannot assure you of our ability to raise additional capital, if needed, on terms acceptable to us. If we cannot raise additional
capital when needed, our ability to further expand our operations through internal growth, de novo branching and/or acquisitions could be
materially impaired.

Interest rates and other conditions impact our results of operations.

Our profitability is significantly driven by the spread between the interest rates earned on investments and loans and the interest rates paid
on deposits and other interest-bearing liabilities. Like most banking institutions, our net interest spread and margin will be affected by general
economic conditions and other factors, including fiscal and monetary policies of the federal government, that influence market interest rates and
our ability to respond to changes in such rates. At any given time, our assets and liabilities will be such that they are affected differently by a
given change in interest rates. As a result, an increase or decrease in rates, the length of loan terms or the mix of adjustable and fixed rate loans
in our portfolio could have a positive or negative effect on our net income, capital and liquidity. We measure interest rate risk under various rate
scenarios and using specific criteria and assumptions. A summary of this process, along with the results of our net interest income simulations is
presented at “Quantitative and Qualitative Disclosures About Market Risk™ included under Item 7a of Part II of this Form 10-K. Although we
believe our current level of interest rate sensitivity is reasonable and effectively managed, significant fluctuations in interest rates may have an
adverse effect on our business, financial condition and results of operations.

Our allowance for loan losses may prove to be insufficient to absorb potential losses in our loan portfolio.

We established our allowance for loan losses pursuant to our established guidelines and practices and maintain it at a level considered
adequate by management to absorb loan losses that are inherent in the portfolio. The amount of future loan losses is susceptible to changes in
economic, operating and other conditions ( in our market as well as the United States), including changes in interest rates, which may be beyond
our control, and such losses may exceed current estimates. At December 31, 2008, our allowance for loan losses as a percentage of total loans
was 1.03% and as a percentage of total non-performing loans was 89%. Although management believes that the allowance for loan losses is
adequate to absorb probable incurred losses on any existing loans, we cannot predict loan losses with certainty, and we cannot assure you that
our allowance for loan losses will prove sufficient to cover actual loan losses in the future. Loan losses in excess of our reserves may adversely
affect our business, financial condition and results of operations. Additional information regarding our allowance for loan losses and the
methodology we use to determine an appropriate level of reserves is located in the “Management’s Discussion and Analysis” section included
under Item 7 of Part II of this Form 10-K.
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We may experience difficulties in managing our growth and our growth strategy involves risks that may negatively impact our net
income.

As part of our general growth strategy, we may expand into additional communities or attempt to strengthen our position in our current
markets by opening new branches and acquiring existing branches of other financial institutions. To the extent that we undertake additional
branch openings and acquisitions, we are likely to continue to experience the effects of higher operating expenses relative to operating income
from the new operations, which may have an adverse effect on our levels of reported net income, return on average equity and return on average
assets. Other effects of engaging in such growth strategies may include potential diversion of our management’s time and attention and general
disruption to our business.

Although we do not have any current plans to do so, we may also acquire banks and related businesses that we believe provide a strategic
fit with our business. We may also engage in de novo branching as we have in the past and intend to do in the Indianapolis market in the future.
To the extent that we grow through acquisitions and de novo bank formations, we cannot assure you that we will be able to adequately and
profitably manage this growth. Acquiring other banks and businesses will involve similar risks to those commonly associated with branching,
but may also involve additional risks, including:

. potential exposure to unknown or contingent liabilities of banks and businesses we acquire;

. exposure to potential asset quality issues of the acquired bank or related business;

. difficulty and expense of integrating the operations and personnel of banks and businesses we acquire; and
. the possible loss of key employees and customers of the banks and businesses we acquire.

We face intense competition in all phases of our business from other banks and financial institutions.

The banking and financial services business in our market is highly competitive. Our competitors include large regional banks, local
community banks, savings and loan associations, securities and brokerage companies, mortgage companies, insurance companies, finance
companies, money market mutual funds, credit unions, farm credit services and other non-bank financial service providers. Many of these
competitors are not subject to the same regulatory restrictions as we are and are able to provide customers with a feasible alternative to
traditional banking services.

Increased competition in our market may also result in a decrease in the amounts of our loans and deposits, reduced spreads between loan
rates and deposit rates or loan terms that are more favorable to the borrower. Any of these results could have a material adverse effect on our
ability to grow and remain profitable. If increased competition causes us to significantly discount the interest rates we offer on loans or increase
the amount we pay on deposits, our net interest income could be adversely impacted. If increased competition causes us to relax our
underwriting standards, we could be exposed to higher losses from lending activities. Additionally, many of our competitors are much larger in
total assets and capitalization, have greater access to capital markets and larger lending limits and offer a broader range of financial services than
we can offer.

We must effectively manage our credit risk.

There are risks inherent in making any loan, including risks inherent in dealing with individual borrowers, risks of nonpayment, risks
resulting from uncertainties as to the future value of collateral and risks resulting from changes in economic and industry conditions. We attempt
to minimize our credit risk through prudent loan application approval procedures, careful monitoring of the concentration of our loans within
specific industries, a centralized credit administration department and periodic independent reviews of outstanding loans by our loan review
department. However, we cannot assure you that such approval and monitoring procedures will reduce these credit risks.

The majority of the Bank’s loan portfolio is invested in commercial and commercial real estate loans. These loans represent higher dollar
volumes to fewer customers. As a result, we may assume greater lending risks than other community banking-type financial institutions that
have a lesser concentration of such loans and are more retail oriented. Our lending activity and the risks commonly associated with such lending
are further described in the “Management’s Discussion and Analysis” section included under Item 7 of Part II of this Form 10-K.
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Commercial and industrial and agri-business loans make up a significant portion of our loan portfolio.

Commercial and industrial and agri-business loans were $1.533 billion, or approximately 84% of our total loan portfolio as of December
31, 2008. Our commercial loans are primarily made based on the identified cash flow of the borrower and secondarily on the underlying
collateral provided by the borrower. Most often, this collateral is accounts receivable, inventory, machinery or real estate. Credit support
provided by the borrower for most of these loans and the probability of repayment is based on the liquidation of the pledged collateral and
enforcement of a personal guarantee, if any exists. Whenever possible, we require a personal guarantee on commercial loans. As a result, in the
case of loans secured by accounts receivable, the availability of funds for the repayment of these loans may be substantially dependent on the
ability of the borrower to collect amounts due from its customers. The collateral securing other loans may depreciate over time, may be difficult
to appraise and may fluctuate in value based on the success of the business.

Our loan portfolio has a large concentration of commercial real estate loans, which involve risks specific to real estate value.

Real estate lending (including commercial, construction, and, to a much lesser extent, residential) is a large portion of our loan portfolio.
The market value of real estate can fluctuate significantly in a short period of time as a result of market conditions in the geographic area in
which the real estate is located. Although a significant portion of such loans are secured by real estate as a secondary form of collateral,
continued adverse developments affecting real estate values in one or more of our markets could increase the credit risk associated with our loan
portfolio. Additionally, real estate lending typically involves higher loan principal amounts and the repayment of the loans generally is
dependent, in large part, on sufficient income from the properties securing the loans to cover operating expenses and debt service. Economic
events or governmental regulations outside of the control of the borrower or lender could negatively impact the future cash flow and market
values of the affected properties.

If the loans that are collateralized by real estate become troubled during a time when market conditions are declining or have declined,
then we may not be able to realize the amount of security that we anticipated at the time of originating the loan, which could cause us to increase
our provision for loan losses and adversely affect our operating results and financial condition.

Our consumer loans generally have a higher degree of risk of default than our other loans.

At December 31, 2008, consumer loans totaled $55.1 million, or 3%, of our total loan and lease portfolio. Consumer loans typically have
shorter terms and lower balances with higher yields as compared to one-to-four family residential loans, but generally carry higher risks of
default. Consumer loan collections are dependent on the borrower’s continuing financial stability, and thus are more likely to be affected by
adverse personal circumstances. Furthermore, the application of various federal and state laws, including bankruptcy and insolvency laws, may
limit the amount which can be recovered on these loans.

Our community banking strategy relies heavily on our management team, and the unexpected loss of key managers may adversely
affect our operations.

Much of our success to date has been influenced strongly by our ability to attract and to retain senior management experienced in banking
and financial services and familiar with the communities in our market areas. Our ability to retain executive officers, the current management
teams, branch managers and loan officers of our bank subsidiary will continue to be important to the successful implementation of our strategy.
It is also critical, as we grow, to be able to attract and retain qualified additional management and loan officers with the appropriate level of
experience and knowledge about our market areas to implement our community-based operating strategy. The unexpected loss of services of any
key management personnel, or the inability to recruit and retain qualified personnel in the future, could have an adverse effect on our business,
financial condition and results of operations.

Government regulation can result in limitations on our operations.

We operate in a highly regulated environment and are subject to supervision and regulation by a number of governmental regulatory
agencies, including the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, and the Indiana
Department of Financial Institutions. Regulations adopted by these agencies, which are generally intended to provide protection for depositors
and customers rather than for the benefit of shareholders, govern a comprehensive range of matters relating to ownership and control of our
shares, our acquisition of other companies and businesses, permissible activities for us to engage in, maintenance of adequate capital levels and
other aspects of our operations. These bank regulators possess broad authority to prevent or
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remedy unsafe or unsound practices or violations of law. The laws and regulations applicable to the banking industry could change at any time
and we cannot predict the effects of these changes on our business and profitability. Increased regulation could increase our cost of compliance
and adversely affect profitability. For example, new legislation or regulation may limit the manner in which we may conduct our business,
including our ability to offer new products, obtain financing, attract deposits, make loans and achieve satisfactory interest spreads.

We have a continuing need for technological change and we may not have the resources to effectively implement new technology.

The financial services industry is constantly undergoing rapid technological changes with frequent introductions of new technology-driven
products and services. In addition to better serving customers, the effective use of technology increases efficiency and enables financial
institutions to reduce costs. Our future success will depend in part upon our ability to address the needs of our customers by using technology to
provide products and services that will satisfy customer demands for convenience as well as to create additional efficiencies in our operations as
we continue to grow and expand our market areas. Many of our larger competitors have substantially greater resources to invest in technological
improvements. As a result, they may be able to offer additional or superior products to those that we will be able to offer, which would put us at
a competitive disadvantage. Accordingly, we cannot provide you with assurance that we will be able to effectively implement new
technology-driven products and services or be successful in marketing such products and services to our customers.

There is a limited trading market for our common shares, and you may not be able to resell your shares at or above the price you
paid for them.

Although our common shares are listed for trading on the Global Select Market of the NASDAQ Stock Market, the trading in our common
shares has less liquidity than many other companies quoted on the NASDAQ Global Select Market. A public trading market having the desired
characteristics of depth, liquidity and orderliness depends on the presence in the market of willing buyers and sellers of our common shares at
any given time. This presence depends on the individual decisions of investors and general economic and market conditions over which we have
no control. We cannot assure you that volume of trading in our common shares will increase in the future. Additionally, general market forces
may have a negative effect on our stock price, independent of factors affecting our stock specifically.

System failure or breaches of our network security could subject us to increased operating costs as well as litigation and other
liabilities.

The computer systems and network infrastructure we use could be vulnerable to unforeseen problems. Our operations are dependent upon
our ability to protect our computer equipment against damage from physical theft, fire, power loss, telecommunications failure or a similar
catastrophic event, as well as from security breaches, denial of service attacks, viruses, worms and other disruptive problems caused by hackers.
Any damage or failure that causes an interruption in our operations could have a material adverse effect on our financial condition and results of
operations. Computer break-ins, phishing and other disruptions could also jeopardize the security of information stored in and transmitted
through our computer systems and network infrastructure, which may result in significant liability to us and may cause existing and potential
customers to refrain from doing business with us. Although we, with the help of third-party service providers, intend to continue to implement
security technology and establish operational procedures to prevent such damage, there can be no assurance that these security measures will be
successful. In addition, advances in computer capabilities, new discoveries in the field of cryptography or other developments could result in a
compromise or breach of the algorithms we and our third-party service providers use to encrypt and protect customer transaction data. A failure
of such security measures could have a material adverse effect on our financial condition and results of operations.

We are subject to certain operational risks, including, but not limited to, customer or employee fraud and data processing system
failures and errors.

Employee errors and misconduct could subject us to financial losses or regulatory sanctions and seriously harm our reputation.
Misconduct by our employees could include hiding unauthorized activities from us, improper or unauthorized activities on behalf of our
customers or improper use of confidential information. It is not always possible to prevent employee errors and misconduct, and the precautions
we take to prevent and detect this activity may not be effective in all cases. Employee errors could also subject us to financial claims for
negligence.
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We maintain a system of internal controls and insurance coverage to mitigate operational risks, including data processing system failures
and errors and customer or employee fraud. Should our internal controls fail to prevent or detect an occurrence, or if any resulting loss is not
insured or exceeds applicable insurance limits, it could have a material adverse effect on our business, financial condition and results of
operations.

If LCB Funding, Inc. fails to qualify as a real estate investment trust, we may be subject to a higher consolidated effective tax rate.

The Bank holds certain commercial real estate loans, residential real estate loans and other loans in a real estate investment trust through
its wholly-owned subsidiary LCB Investments II, Inc., which is incorporated in Nevada. Qualification as a real estate investment trust involves
application of specific provisions of the Internal Revenue Code relating to various asset tests. If LCB Funding, Inc. fails to meet any of the
required provisions for real estate investment trusts, or there are changes in tax laws or interpretations thereof, it could no longer qualify as a real
estate investment trust and the resulting tax consequences would increase our effective tax rate or cause us to have a tax liability for prior years.

ITEM 1b. UNRESOLVED STAFF COMMENTS
We have no unresolved SEC staff comments.
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ITEM 2. PROPERTIES

The Company conducts its operations from the following locations:

Location

Main/Headquarters
Warsaw Drive-up
Akron

Argos

Auburn

Bremen

Columbia City
Concord

Cromwell

Elkhart Beardsley
Elkhart East

Elkhart Hubbard Hill
Elkhart Northwest
Fort Wayne North
Fort Wayne Northeast
Fort Wayne Southwest
Fort Wayne Jefferson Blvd
Goshen Downtown
Goshen South
Granger

Huntington
Kendallville East
LaGrange

Ligonier Downtown
Ligonier South
Medaryville
Mentone
Middlebury

Milford

Mishawaka
Nappanee

North Webster
Pierceton

Plymouth

Rochester
Shipshewana

Silver Lake

South Bend Northwest
Syracuse

Warsaw East
Warsaw North
Warsaw West

202 East Center St.

East Center St.

102 East Rochester

100 North Michigan
1220 East 7th St.

1600 State Road 331
601 Countryside Dr.
4202 Elkhart Rd.

111 North Jefferson St.
864 East Beardsley St.
22050 State Road 120
58404 State Road 19
1208 North Nappanee St.
302 East DuPont Rd.
10411 Maysville Rd.
10429 Illinois Rd.

6851 West Jefferson Blvd.
102 North Main St.
2513 South Main St.
12830 State Road 23
1501 North Jefferson St.
631 Professional Way
901 South Detroit

222 South Cavin St.
1470 U.S. Highway 33 South
Main St.

202 East Main St.

712 Wayne Ave.

State Road 15 North
5015 North Main St.
202 West Market St.
644 North Main St.

202 South First St.

862 East Jefferson St.
507 East 9th St.

895 North Van Buren St.
102 Main St.

21113 Cleveland Rd.
502 South Huntington
3601 Commerce Dr.
420 Chevy Way

1221 West Lake St.
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Warsaw
Warsaw
Akron
Argos
Auburn
Bremen
Columbia City
Goshen
Cromwell
Elkhart
Elkhart
Elkhart
Elkhart

Fort Wayne
Fort Wayne
Fort Wayne
Fort Wayne
Goshen
Goshen
Granger
Huntington
Kendallville
LaGrange
Ligonier
Ligonier
Medaryville
Mentone
Middlebury
Milford
Mishawaka
Nappanee
North Webster
Pierceton
Plymouth
Rochester
Shipshewana
Silver Lake
South Bend
Syracuse
Warsaw
Warsaw
Warsaw

IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
IN
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IN
IN
IN
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Winona Lake 99 Chestnut St. Winona Lake IN
Winona Lake East 1324 Wooster Rd. Winona Lake IN

The Company leases from third parties the real estate and buildings for its Milford and Winona Lake East offices. In addition, the
Company leases the real estate for its four freestanding ATMs. All the other branch facilities are owned by the Company. The Company also
owns parking lots in downtown Warsaw for the use and convenience of Company employees and customers, as well as leasehold improvements,
equipment, furniture and fixtures necessary to operate the banking facilities.
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In addition, the Company owns buildings at 110 South High St., Warsaw, Indiana, and 114-118 East Market St., Warsaw, Indiana, which
it uses for various offices, a building at 113 East Market St., Warsaw, Indiana, which it uses for office and computer facilities, and a building at
109 South Buffalo St., Warsaw, Indiana, which it uses for training and development. The Company also leases from third parties office space in
Indianapolis, Indiana, for a loan production office.

None of the Company’s assets are the subject of any material encumbrances.

ITEM 3. LEGAL PROCEEDINGS

There are no material pending legal proceedings other than ordinary routine litigation incidental to the business to which the Company and
the Bank are a party or of which any of their property is subject.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted to a vote of security holders during the fourth quarter of 2008.
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ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

4th 3rd 2nd 1st

Quarter Quarter Quarter Quarter
2008
Trading prices (per share)*
Low $ 1493 $ 1852 §$ 19.00 $ 16.87
High $ 2410 $ 3009 $ 25.00 $ 23.97
Dividends declared (per share) $ 0155 $ 0.155 $ 0.155 $ 0.140
2007
Trading prices (per share)*
Low $ 1825 $ 2005 $ 2071 $ 21.85
High $ 2500 $ 2598 §$ 2381 $ 25.92
Dividends declared (per share) $ 0.140 $ 0.140 $ 0.140 $ 0.125
* The trading ranges are the high and low prices as obtained from The Nasdaq Stock Market.

The common stock of the Company began being quoted on The Nasdaq Stock Market under the symbol LKFN in August, 1997.
Currently, the Company’s common stock is listed for trading on the Nasdaq Global Select market. On December 31, 2008, the Company had
approximately 439 shareholders of record and estimates that it has approximately 2,300 shareholders in total.

The Company paid dividends as set forth in the table above. The Company’s ability to pay dividends to shareholders is largely dependent
upon the dividends it receives from the Bank, and the Bank is subject to regulatory limitations on the amount of cash dividends it may pay. In
addition, as a result of the Company’s participation in the TARP Capital Purchase Program, the Company may not increase the quarterly
dividends it pays on the Company’s common stock above $0.155 per share for three years, without the consent of Treasury, unless Treasury no
longer holds shares of the Series A Preferred Stock. See “Business — Supervision and Regulation — The Company — Dividend Payments” and “Business
- Supervision and Regulation — The Bank — Dividend Payments” for a more detailed description of these limitations.

The following table provides information about purchases by the Company and its affiliates during the quarter ended December 31, 2008
of equity securities that are registered by the Company pursuant to Section 12 of the Exchange Act:

ISSUER PURCHASES OF EQUITY SECURITIES

Maximum Number (or

Total Number of Appropriate Dollar
Shares Purchased as Value) of Shares that
Part of Publicly May Yet Be Purchased
Total Number of Average Price Announced Plans or Under the Plans or
Period Shares Purchased Paid per Share Programs Programs
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10/01/08-10/31/08 0o s 0.00 0o s 0.00
11/01/08-11/30/08 758 21.57 0 0.00
12/01/08-12/31/08 0 0.00 0 0.00
Total 758 % 21.57 0 3 0.00

The shares purchased during the periods were credited to the deferred share accounts of eight non-employee directors under the Company’s
directors’ deferred compensation plan.
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STOCK PRICE PERFORMANCE GRAPH

The graph below compares the cumulative total return of the Company, the Nasdaq Market Index and a peer group index.

INDEX 2003 2004 2005 2006 2007 2008
Lakeland Financial Corporation $ 100.00 $ 115.12 $ 119.82 $ 154.78 $ 129.79 $ 152.27
NASDAQ Market Index 100.00 108.59 110.08 120.56 132.39 78.72
Peer Group Index 100.00 119.17 118.45 134.88 95.73 73.33
* Assumes $100 invested on December 31, 2003 and dividends were reinvested.

The peer group index is comprised of all financial institution holding companies in the United States with total assets as of December 31,

2008 between $1.0 billion and $3.0 billion dollars whose equity securities were traded on an exchange or national quotation service.
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ITEM 6. SELECTED FINANCIAL DATA

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan
losses

Other noninterest income
Gain on sale of credit card portfolio

Gain on redemption of Visa shares
Net gains on sale of real estate mortgages
held for sale

Net securities gains (losses)

Noninterest expense

Income before income tax expense

Income tax expense

Net income

Basic weighted average common shares
outstanding*

Basic earnings per common share*

Diluted weighted average common shares
outstanding*®

Diluted earnings per common share*

2008 2007 2006 2005 2004
(in thousands except share and per share data)
$ 118,484 $ 117,973 $ 105551 $ 80,616 $ 60,182
55,216 63,417 53,224 30,353 16,833
63,268 54,556 52,327 50,263 43,349
10,207 4,298 2,644 2,480 1,223
53,061 50,258 49,683 47,783 42,126
21,861 19,477 18,281 16,358 15,693
0 0 0 863 0
642 0 0 0 0
786 676 581 934 987
39 89 (68) (69) 0
(47,481) (42,923) (40,242) (38,432) (36,959)
28,908 27,577 28,235 27,437 21,847
9,207 8,366 9,514 9,479 7,302
$ 19,701 §$ 19,211  $ 18,721  $ 17,958 14,545
12,271,927 12,188,594 12,069,300 11,927,756 11,735,410
$ 161 § 158 § 155 % 1.51 1.24
12,459,802 12,424,137 12,375,467 12,289,466 12,128,154
$ 158 § 155 $ 151 $ 146 $ 1.20
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Cash dividends declared* $ 0.61 $ 055 $ 038 $

046 $

0.42

* Share and per share data have been adjusted for a 2-for-1 stock split on April 28, 2006.
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ITEM 6. SELECTED FINANCIAL DATA (continued)

2008 2007 2006 2005 2004

(in thousands)
Balances at December 31

Total assets $ 2,377,445 $ 1,989,133 § 1,836,706 $ 1,634,613 $ 1,453,122
Total loans $ 1,833,334 $ 1,523,720 $ 1,353,837 $ 1,198,730 $ 1,003,219
Total deposits $ 1,885,299 $ 1478918 $ 1475765 $ 1,266,245  $ 1,115,399
Total short-term borrowings $ 202,609 3 316,165 $ 187,484 $ 211,542 $ 185,650
Long-term borrowings $ 920,043 $ 4 % 45 3 46 $ 10,046
Subordinated debentures $ 30,928 $ 30,928 $ 30,928 $ 30,928 $ 30,928
Total stockholders’ equity $ 149,880 $ 146,270 $ 130,187 $ 113,334 § 101,765

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

Lakeland Financial Corporation is the holding company for Lake City Bank. The Company is headquartered in Warsaw, Indiana and
operates 43 offices in twelve counties in northern Indiana and a loan production office in Indianapolis, Indiana. The Company earned $19.7
million for the year 2008 versus $19.2 million for 2007, an increase of 2.6%. The increase was driven primarily by an $8.7 million increase in
net interest income and a $3.1 million increase in noninterest income. Offsetting these positive impacts was a $5.9 million increase in the
provision for loan losses and a $4.6 million increase in noninterest expense. The Company earned $19.2 million for the year 2007 versus $18.7
million for 2006, an increase of 2.6%. The increase was driven primarily by a $2.2 million increase in net interest income and a $1.3 million
increase in noninterest income. In addition, the Company’s effective tax rate decreased to 30.3% for 2007 compared to 33.7% for 2006.
Offsetting these positive impacts was a $2.5 million increase in noninterest expense and a $1.7 million increase in the provision for loan losses.

Basic earnings per share for the year 2008 was $1.61 per share versus $1.58 per share for 2007 and $1.55 for 2006. Diluted earnings per
share for the year ended 2008 was $1.58 per share versus $1.55 per share for the year ended 2007 and $1.51 for the year ended 2006. Diluted
earnings per share reflect the potential dilutive impact of stock options granted under employee stock option plans.

The Company’s total asset