
OF SK:NIiFICAN ACCOUNTING POLICIES (Continued)

tactors, e:5P€~ciaJIv in
or in market conditions could

of tinfmcial irtstruITtents are estimated
ass,uIIlp11Lons, as more fully dtsclo:sed

lnv'o!\re uncertainties and matters
pr€~payment:s, and

in

items in the
to current prt!sel:ltation.

financial statements were reclassified to conform

The value of available securities and the related gross unrealized
re(~o?;ni2:ed in accumulated other comprehensive incmne (loss) were as follows:

and losses

Amortized Unrealized Unrealized Estimated

M()rtj?;dl':e backed securities
municipal

$
25,217
24,,353

5 202 $
245
266

$ $ 30 $
6

240



of securities <l vnu,av,ct;; for were as 101Imi'l9:;

$ $
91

(19)

securities were as rolkllAT<:'

rerler,al Home Loan Bank
PP(1f'r;:'l1 f'J.",,,,,,, ..un Bank stock
Bankers Bank

$ 2,164 $
1,626

1,528
1,626

The value debt securities and carrying amount, if different, at year 2007 by
contractual maturity were as fonows. Actual wiU differ from contractual maturities
bel:atlSe the issuers may the right to call or prepay obligations with or without call or

Due in one or
Due one to five
Due from to ten
Due ten

Amortized

$

Estimated

were pif!d~;ed

were no nOlaJin~;s

a~enl:ies,inanamolll1tgrt~b~



NOTE 2 - SECURITIES (Contirme;:i)

in a continuous unre,IH:t:ed

Unrea1izA:d Fair Unrealized Fair Unrealized

U.S. Govt $
Mo,rtg,llge backed
securities

State and mLtni,jpi.l
Securities

838

$

(15)

$ (9) $ (9)

Total tenllxlfmrity

De:,cri'ptiC)f1 of Fair Unrealized Fair Unrealized Pair Unrealized

(16)

(371)$(310) $$$

(1)

,$

CorpClraJte bonds
Securities

U$Govt $
Mc)rt1;ag;e backed
securities

State and mlmi.:ip,,,!

Total ten1pC)ral'ily



NOTE3-LOANS

at were as fnlll"HAJ'''·

(22)

$

(19)

68,788
374,161

30,251

$

unealmed interest income
Allowance for

net

Activity in allowance for loan was as f0I10\\'5:

Provision loan
charged-off

Recoveries

$ $
1,080
(981)

4,260
670

(941)

Impaired loans were as rolJlow's:

aihxated aU()w.anc:e for loan
all<xated ;'llli1\i\r,'inc'f' for

$ - S

Amount s 375 $

29 94



NOTE 3 - "''-J~~''v «~ol1ltinue<j)

were as ro!!o\,vs:

still on acc:ru,;u $ 230 $ 164

NOTE 4 - PREMISES AND EQ1UIF'ME:NT

o;:n'_o1',,1 premises and equipment were as follows:

Land
Buildings
Furnituret fixtures equipment
Leasehold improvements

Less: Accumulated depredation

$ s
13A81
9,570

28,851

4,656
11,772
8,927

25,525

and $l t 140 2007 and 2006.

certain branch properties and SOIne equipment. Rent was $102 and
$160 and 2006, Rent commitments under noncancelable operating were as
followst before considering renewal options that generally are present.

2009
2010
2011

$
121
121
121
123



5-GOODWILL INTANGIBLE ASSETS

The ch,'mjil;e in Diuanl:e gOlxhNi1l during the is as follows:

Beg;inrlling of
Pu:rchase accounting adjustment

$ 19/071
(202)

End of

CC,ml)arry sold two buildings purchased in the 2005 acquisition. The effect of
re<iU<:ed goodwill $202 as the transaction tool place within the purchase price

Identifiable Intangible Assets

cll,m~;e in balance aL<iUl:red intangible assets during the is as follows:

Original cost
ACCUlnulatt:d amortization

End year

Aggre~gateamortization eXlpel1se was and for 2007 and 2006.

Esl:imatt~d amortization eX1P€11se

2009

2011

of next

$

943
797
493



INSURANCE

NOTE 7 - J.'"U.;''-l.'l

<;In'l'Plnrll''l' value
poilicil:S e,arrlea total income of

FROM TRUST

Company has a receivable from a related party Trust that is set up for the benefit of certain
oUice:rs and shareholders in the amounts of and $5,661 at December 2007 and
December 2006. This Trust is the owner and beneficiary of certain life insurance policies,
The Company an with the Trust that requires the Company to fund the majority

the premium payments on these life insurance policies. Payments to fund such premiums
create a from the Trust which is backed by an assignment of the surrender value
of insurance policies. Such is increased by an amount equal to earnings of
the mortality costs. This increase is shown in noninterest income and amounted to

and in 2007 2006. This is due to be repaid when the Trust collects
proceeds from the life insurance policies.

NOTE 8 - DEPOSITS

Time deposits $100 thousand or more were $91,575 and $91,497 at year-end 2007 and 2006.

:;CJhe(iul.ed maturities time de'pOl,its for the next five

2011
2012

NOTE 9 - FEDERAL HOME LOAN ADVANCES

were as follows.

$ 240,029
18,675

619

At Home Loan Bank were as tollow's:

Maturities fixed
rate at rates



at its
coillateralized by '" '"'"l;"-'

Vf'.U-f'nr1. 200. Based on this collateral
ComJJarlY is to up to at ve<lr-€~nfl

Required payments over the next

2008
2009
2010
2011
2012

are:

$ 0
10/000
10,000

°°
10 - SUBORDINATED DEBENTURES

In Bandndependent Statutory Trust I, a trust f<.)rmed by Company, dosed
a private offering of trust preferred securities with a liquidation amount $1

The issued of subordinated debentures to the trust in exchange for
m»;'nE'rstlip of of the common the trust and the proceeds of the preferred securities

trust The Company redeem the subordinated debentures at a price equal to
of the principal amount with any accrued and unpaid interest on or after

2010. subordinated mature on December 2035. The
delber'ltures are or in to
SPt~CltIC events det:me'd

lJa'vmlents on

The

to
was

the trust was



11

amendn'U?1tt of
errlpljov(~r without

un;del'fru'd€~d status of a
as an asset or in

re<:og:ni;;~eCJtlaIlgE's in status
chianl~es occur through cOlnp,rellerlshre income beginning in

follo\'vinl2' on individual line items in

After

1,078
849

$$$
De.terl-ed mc'orrle assets
Ac'cuml.dated other cOlnp'rellerlshre income

chalngl;;s in obligabolls

Fair
$

pension cost

U1.an,,~e in mirlimum liat)lI:ily irlcJtJde'(! in



BANC1N[)EP'ENDENT INCORPORATED
'-"-"1""''-JL,.lUr1 LLOU FINANCIAL

and
&(Dc)Ha:rs in thclUs,an<ls e)(Cel,t

NOTE n - DEFINED BENEFIT PENSION PLAN (Continued)

Amounts rec'ogrI12:ed in aCCJun:mlated
the net gain

conru::mehensi'"e mconle at Dec:ember

estimat€~d net pension plan that will be ",n~Art;7,pd from accumulated other
cOJ:np'rellerlSi,,€ income into net benefit costs during the ending December 31,

to adoption of FAS Statement 158, amounts recognized in the balan!;e sheet at December
consist of:

Prepaid benefit cost
Ar,rrl1lPr! beJ'1etlt cost

Accumulated other comprehensive income

$ 949
(608)

amount rec'ogni2:ed

U1$'COlc111t rate 6.00'1;,
5.00

6.00°/0
5.00

Weignltecl-a,rer<)ge assumptllons used to
determine net cost:

6.00''10

5.00
5.00assets

COlllp,ensallOn increase

L11~""VUlil rate
bxpe,;tec1 return on

are nrilTH~rilv irwe~st(ld in del,osilaccounts at

to its defined belle!l! pen::uon in 2008.



amounts)

NOTE 11- 'r\tI:7Tl\o.1f'C'r\ UK.L"'''''' '''' PEI''';SIION PLAN (Continued)

tolIo\-viJlj;! benetIt pa,rm€'nts are e::q)ected in future periods:

$ 260
26J

2010
2011 3()1
2012 307
Following 5 1.787

NOTE 12- BENEFIT PLANS

Company a deferred compensation program fnr its
encolLln1lge them to remain of the Company's board of

estabJjstled an accrual account to which it credits the board
elected to deferred and interest earned at

deferral account is an election made by director via
Board are allowed to be deferred, and they may be

<1e:SIgnalted by the director, The account is not
pa'id from the general assets the Company,

creditors of the Company. The compensation expense
dClrerlced compensation the years ended December 31, 2007

apl)roxinl1ately $229, The liabilities at December 2007
and to were

directors as an InCentIve
directors.

amounts r",l"t",rl

COm~)(:U1lY maintains
1'''''''''''''' ex€~U'tivE~S to to rcrnaln elmployees

establtisttcd an account to
acc'ru,al account is not se;:;regal:ed

certain executive otllCE,rs.
reglLl1ar monthly O,aVDl1ents to

choose to to nOlrnl''lJ



BANCINDEPRN'DENT INCORPOIV\TED
'IIv,/LdLJrJUlL,"-' FINANCIAL

2007 and 2006
~vuu,.Jin & per amounts)

~.~-~-----------------------------------

(Continued)

The amount of
eXI:Cllti\res choose early retirement, and

retirement in the continuation
na'Vn1lents is to annually, should
continue until their normal retirement

The an that it enter into a non-compete agre€'ml~nt

with t\vo executive should retire prior to their retirement date. The
a~re€mlmt requires the to make monthly payments to executive officers
in exchange certain non-compete should the executives choose to retire prior to a
sp;:~c111ed retirement date. The amount of the payments is likely to be $100 annuaUy.

The Company maintains an incentive retirement plan to encourage
certain senior to remain employees of the Company. The senior officers may receive

or a combination of cash and deferred benefits based on certain performance goals
of Company indicative of its profitability. The Company established an accrual account
to which it the deferred portion of the benefit The account is not segregated
into a separate trust and will be paid from the general assets of the Company, subject to general
creditors the Company. The compensation amounts related to incentive retirement
for the years ended December 2007 and 2006 were approximately $110 and $891 respectively.
The liabilities at December 31 / 2007 and 1006 were approXimately $404 and $300, respectively.

Bank a 401(k) whereby substantially all employees participate in the
plan. Employees may contribute up to 15'%, of their compensation subject to certain limits
based on federal tax laws. Company makes a discretionary contribution allocated based on

contributed amount. Discretionary contributions vest to
of service. For the December 1007 and 2006,

and respectively.

NOTE 13 - U'''~''''ji".u... TAXES

Income tax eXlpel1se (bE'netlt1 was as follows:

$

Total



13~

taxes
ted,eral statut,ory rare 34% a~jplIed to income income

Feeler.al sltattltmy fate tman<:1al statement incolllte $

lnv'€'stmeJlt tax CI"€'1:ms
taxes, net or fec!er,'lI ben~~.tlt

insurance

net

175 136

Year~nd deJrerJred tax assets !iabiljtjE~ were due to

$ 1,480
1,173

$
889



(Dollars in thousands

BANCIN[)EF'ENDENT INCORPORATED
FINANCIAL

2007 and
&:

NOTE 14· RELATED PARTY TRANSACTIONS

pm,Clpal oltficlers, direch)rs, and affiliates at year-end and were

prInCIpal oUllcer's, dlre(:tors, and affiliates at ve<~r-E'nd 2007 and 2006 were

the related Trust recclvabJle discussed in Note 7.

NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED
EARNINGS

Banks and bank holding are subject to regulatory capital requirements administered
federal agencies. Capital adequacy guidelines and, additionally for banks, prompt

corrective regulation'; involve quantitative measures of liabilities, and certain
oft-b,'JanC(~-sjh:e(;t items under regulatory accounting practices. Capital amounts and
cJassitiC,:1ti<)11S are to qualitative judgments by regulators. Failure to meet capital
requirements can initiate action.

Prompt corrective action regulations proVide classifications: wen capitalized, adequately
capitalized, undercapitalized l significantly undercapitalized, and critically undercapitalized,
although terms are not to represent overall condition. if adequately
capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized,
capital distributions are limited; as is asset growth <md expansion, and capital restoration
are At 2007 the most recent notifications categ()ri;~ed

the Bank as well capitalized under the regulatory framework for prompt corrective action.
There are no or events since that notification that believes
ch.'tn~~ed the institution's categ!)ry

Amuunt Ratio

For

and required capital amounts

Total

Bank Indepimdent

mlHions) and ratios are pn~sent€~d below at ve.:tr-,eni:L
To Be Well

Ca!)i!alizl,d Under
Corrective

NA NA

$



NOTE 15 - CAPITAL RElQUIRIlMISNlfS AND RESTRICTIONS ON RETAINED
EARNINGS (Continued)

To Be Well
CalpitiJlliz.~dUnder

CorrectiveFor

Amount

$ 38,763 8"h) $ N/A N/A
38,642 8{;/~ 48,302 10"10

$ 19,382 4~~/~t $ N/A N/A
19,321 4'/(.. 28,981 6%

$ 29,151 4'" $ N/A N/AI"

29,117 4"1" 36,397 5%

14'Y"
14%

10%
13%

$ 66,189
65,475

to risk weighted assets
$ 49,922

61,232

tn average assets
$ 49,922

61,232

to risk assets

Bank Indlep.mdent

Bank Indep~~ndent

Bank Indeplmdent

Tier 1

Tier 1

The Bank is to state regulations restricting the amount of dividends payable to
Company. At end Bank had of retained earnings available for dividends
under these reg;ul~tticins.

NOTE 16 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES

Some financial instruments, as loan commitments! credit lines! letters of credit, and
oveniratt protection, are to meet customer financing These are agreements to
provide or to support credit of others, as long as conditions established in the
contract are met, and usually have dates. Commitments may expire without

to exists up to the amount of instruments,
are not same are to make such

commitments including obtaining at of
commitment

contradual amount lman(:ial instruments with ott-baJar<ee'·sheet was as fol101NS at

$



t"lLLUi.,;,v OF FINANCIAL INSTRUMENTS

amount of instruments were as follows at

Fair Fair

15,506
2,716
4,118

27,596
173,888

3,399
87

15,506
2,716
4,118

27,596 $
173,888

3,399
87

430,145

4,035
1,192

26A35 $

15,661
2,292
3,821

$

4,035
1,192

15,661
2,292
3,821

$
Financial assets

cash equivalents
se<:urltH!S available
Res:tricted equity securi1nes
Loans held for
Net loans
Bank insurance
and related investments

Tax incentive im!estmenlts
Accnted interest rec'eIvaOJle

Financial liabilities
Deposits
Federal

609,962 $

20,000

611,03.5 $

16,495

20,175

595,785 $

11,929

596,920

11,929
28,589

The meltho,:is and assumpti,ons to estimate fair value are descrIbed as follows.



\L1UWttJ.e> in thr)Usancis

NOTE 18 - OTHER COMPREHENSIVE INCOME

amounts)

co:mJ:treJ:terlsi've income and related tax effects were as ff)11:nw"<:;~

Net income
Unrealized holding on for

securities
l{e,clal~sified for adjustments for loss

realizrxj in income
Net gains
Tax
Net-of-tax amount
Adjustment to initially apply 158,

net of tax
Net gain (loss)1 in

other income

2007

$ 6,759 $

1,088 1,197

1,088 1,125

684 711

(1,445)

Comprehensive mCOlTle
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
BancIndependent Incorporated
Sheffield, Alabama

We have audited the consolidated balance sheets of BancIndependent Incorporated as of December 31, 2008 and
2007, and the related consolidated statements of income, ehanges in shareholders' equity, and cash flows for the
years then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We eonducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perfonn the audit to obtain reasonable assuranee about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Banclndependent Incorporated as of December 3 I, 2008 and 2007, and the
consolidated results of its operations and its eash flows for the years then ended in confonnity with accounting
principles generally accepted in the United States of America.

As discussed in Notes 1 and 10, the Company adopted Statement of Financial Accounting Standards 158
"Employers' Accounting for Defined Benefit Pension and Other Post Retirement Plans An Amendment of FASB
Statements No. 87, 88, 106 and 132(R)" at the end of 2007 which requires the Company to recognize the
underfunded status of the defined benefit pension plan as a liability on the balance sheet. This change is recorded
through comprehensive income.

Crowe Horwath LLP

Brentwood, Tennessee
___~~__, 2009

1.



BANCINDEPENDENT INCORPORATED
CONSOLIDATED BALANCE SHEETS

December 31, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

ASSETS
Cash and due from financial institutions
Federal funds sold
Interest-bearing deposits in other financial institutions

Cash and cash equivalents
Sccurities available for sale
Loans held for sale
Loans, net
Restricted equity securities
Foreclosed assets, net
Premises and equipment, net
Cash surrender value life insurance
Receivable from trust
Tax incentive investments
Goodwill
Intangible assets
Accrued interest receivable and other assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits

Non-interest bearing
Interest bearing

Total deposits
Federal Home Loan Bank Advances
Federal funds purchased and securities sold under

agreements to repurchase
Subordinated notes
Accrued interest payable and other liabilities

Total liabilities

2008 2007

$ 25,959 $ 23,695
2,600

1,873 140
27,832 26,435
87,483 107,594

2,248 1,192
688,203 534,725

5,094 4,035
894 1,766

25,188 17,581
12,244 9,076
7,557 6,585
1,864 2,292

24,052 18,869
5,366 5,194

10,135 9,520

$ 898.160 $ 744,864

$ 174,639 $ 139,581
558,112 470,381
732,751 609,962

35,000 20,000

25,296 16,495
30,928 30,928
11,474 10,818

835,449 688,203

Shareholders' equity
Class A common stock, $1.00 par value; 425,000 shares

authorized; 155,898 shares issued at December 31, 2008
and 2007; and 143,781 shares outstanding at December 31,
2008 and 2007

Class B common stock, $1.00 par value; 75,000 shares
authorized; 37,294 shares and 37,294 shares outstanding
at December 31, 2008 and December 31, 2007

Additional paid-in
Retained earnings
Treasury stock, at cost, and 8,005 shares at

De(;ember 31, 2008 and 2007

156

45
42,299
26,745

(3,000)

144

36,943
23,676

(3,084)

aC(:onlpa.nymg notes to COflsoilldalted tlmmclal statements.
2.



BANCINDEPENDENT INCORPORATED
Total shareholders' equity

acc;oI1JlPaIwiIIJ2 notes

56,661

3.



BANCINDEPENDENT INCORPORATED
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

Interest and dividend income
Loans, including fees
Taxable securities
Tax exempt securities
Federal funds sold and other

Interest expense
Deposits
Subordinated debentures
Federal funds purchased and securities sold under

agreements to repurchase
Federal Home Loan Bank advances and other debt

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Noninterest income
Service charges on deposit aecounts
Other charges, eommissions & fees
Net gains on sales ofloans
Gain on sale of premises and equipment
Cash surrender value life insurance
Reeeivable from trust income
Insuranee commissions
Gain on sale of seeurities
Other

Noninterest expense
Salaries and employee benefits
Occupancy and equipment
Data proeessing
Communications
Foreclosed assets, net
Advertising
Supplies
Amortization of intangibles
Other

Income before income taxes

2008 2007

$ 41,906 $ 36,128
3,827 6,134

718 748

46,586 43,538

11,697 14,004
1,759 2,262

603 497
1,406

15,465 16,896
31,121 26,642

1,700 1,080

29,421 25,562

6,356 5,584
1,801 1,631

227 172
2 5

422 644
223 175

10 36
286

9,832 8,655

17,109 15,251
3,885 3,412

798 872
1,320 1,135

60 9
557 456
448 386

1,200 1,290

8,593

Income

income

expense

to cOllsa,lldated tIna11clai statements,
4.



BANCINDEPENDENT INCORPORATED
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Years ended December 3 I , 2008 and 2007
(Dollars in thousands except shares & per share amounts)

ClassA
Common

Stock

Class B
Common

Stock

Additional
Paid-In
Capital

Retained
Earnings

Aceumulated
Other

Comprehensive
Income (Loss)

Treasury
Stock

Total
Shareholders'

Equitv

December 31, 2006 $ 144 $ 45 $ 36,943 $ 19,662 $ (302) $ (85) $ 56,407

5,998

684

6,759

(2,745)

(1,445)

684

(l,445)

6,759

(2,745)

(2,999)

45 36,943 23,676 (1,063) (3,084) 56,661

5,879 5,879

(I 29) (129)

(2,342)
(2,471)

(2,810) (2,8
5,356 5,368

--!i1

12

144

SPAS

December 31, 2007

eomllrehensi,ve income
dl\lld,cn(js deelared

eOllll110n stock
shares of 1,..'"",1''1

in net unrealized
securities available for

dcIernxl tax of $ 573
Adjust:ment to

net of tax

in net nnrealized
se(,uriti,:s available for sale, net
deferred tax of $225

Ad.lustment to SFAS
net of tax

eom[lreheillsive income
<11\II<1.,ncls declared

shares of tre.asury

C'lmpn~h(:nsive meome:

C()mpn,h(:l)sive mcome:

December 31, 2008 $ 156 $ 45 $ 42299 $ 26.745 $ <3.534) $ (1.00m $ 62,7ll

See accompanying notes to consolidated financial statements.
5.



BANCINDEPENDENT INCORPORATED

See accompanying notes to consolidated financial statements.
6.



BANCINDEPENDENT INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 3 I, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

Cash flows from operating activities)
Net income
Adjustments to reconcile net income

to net cash from operating activities
Provision for loan losses
Depreciation and amortization
Net amortization of securities
Restricted equity securities stock dividends
Net (gain) loss on sale of securities
Net (gain) loss on sale of OREO
Net (gain) on sale of mortgage loans
Proceeds from sales of loans
Loans originated for sale
Net change in:

Cash surrender value life insurance
Other assets and accrued interest receivable
Accrued expenses and other liabilities

Net cash from operating activities

Cash flows from investing activities
Available-for-sale seeurities:

Sales
Maturities, prepayments and calls
Purchases

Purchase of restricted equity seeurities
Loan originations and payments, net
Acquisition of Citizen's Bancorp of Lawrence net of eash
Premises and cquipment, net
Investments in bank owned life insurance
Proceeds from sale of OREO
Investment from tax incentive investments

Net cash from investing activities

Cash flows from financing activities
Net change in deposits
Net change in fcderal funds purchased and securities

sold under agreements to repurchase
Proceeds from Fcderal Home Loan Bank advances
Cash dividends paid
Issuance of common stock
Issuance of treasury stock

Net cash from financing activities

Net change in cash and cash equivalents

Be,ginninlg cash and cash cquivalents

Ending cash and cash equivalents

Supplemental cash flow information:
Interest
Incomc

Supplemental noncash disclosures:
Transfers from loans to foreclosed assets

16,483
47,097

(11,049)
(1,059)

(114,186)
(7,189)
(7,508)

1,947
428

(75,036)

45,905

8,799
15,000
(2,810)
5,368

1,395

26.434

14,262
3,459

(I

6,000
77,055

(15,604)
(452)

(106,143

(2,266)
o

28
424

(40,958)

14,177

4,566
20,000
(2,745)

(2,999)
32,999

(1,161)

14,457
1,988

1,785

to COI1sCihdlat~:d tlnal1Clai statements,



BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 3 I, 2008 and 2007
(Dollars in thonsands except shares & per share amonnts)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Natnre of Operations and Principles of Consolidation: The consolidated financial statements
inclnde BancIndependent Incorporated and its wholly-owned snbsidiary, Bank Independent,
together referred to as "the
Company". All material intercompany transactions have been eliminated in consolidation.

BancIndependent Incorporated is a one-bank holding company that owns all of the ontstanding
stock of Bank Independent "the Bank". The Bank provides banking services to northwest
Alabama markets.

The consolidated financial statements also inclnde the acconnts of Shoals Title Center, LLC (the
LLC), a limited liability company formed in 2002 to offer title insnrance services to northwest
Alabama markets. At December 3 I, 2008, the Company was a 60% owner of the LLC. Minority
interest in the LLC, is reflected in other liabilities. Eamings and losses of minority interest are
reported in other non-interest expense.

Use of Estimates: To prepare financial statements in confonnity with acconnting principles
generally accepted in the United States of America, management makes estimates and
assumptions based on available infom1ation. These estimates and assumptions affect the amounts
reported in the financial statements and the disclosnres provided, and actnal resnlts could differ.
The allowance for loan losses and fair valnes of financial instruments are particnlarly subject to
change.

Cash Flows: Cash and cash equivalents include cash, deposits with other financial institntions
under 90 days, and federal funds sold. Net cash flows are reported for customer loan and deposit
transactions, interest bearing deposits in other financial institutions, and federal funds purchased
and repnrchase agreements.

Interest-bearing Deposits in Other Financial Institntions: Interest-bearing deposits in other
financial institutions matnre within one year and are carried at cost.

Debt securities are classified as available for sale. Management detennines the
appropriate classification of debt securities at the time of pnrchase based on its intent. Securities
available for sale are carried at value, with unrealized gains and losses, reported other
comprehensive income, net of tax.

Int,~rp"t income includes amortization ofpnrchase premium or discount. Premiums and discounts
on secnrities are amortized on the level-yield method anticipating prepayments. Gains and losses
on sales are recorded on the trade date and determined the identification method.

8.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Declines in the fair value of securities below their cost are other than temporary are reflected as
realized losses. In estimating other-than-temporary losses, management considers: the length of
time and extent that fair value has been less than cost, the financial condition and near tenn
prospects of the issuer, and the Company's ability and intent to hold the security for a period
sufficient to allow for any anticipated recovery in fair value.

Restricted Equity Securities: Restricted equity securities consist of Federal Home Loan Bank
stock, Federal Reserve Bank stock and Bankers Bank stock. Stock balances are carried at cost.
Both cash and stock dividends are reported as income.

Loans Held for Sale: Mortgage loans originated and intended for sale in the secondary market are
carried at the lower of aggregate cost or market, as determined by outstanding commitments from
investors.

Loans: Loans that management has the intent and ability to hold for the foreseeable future or
until maturity or payoff are reported at the principal balance outstanding, net of unearned interest,
deferred loan fees and costs, and an allowance for loan losses. Interest income is accrued on the
unpaid principal balance

Interest income on mortgage and commercial loans is discontinued at the time the loan is 90 days
delinquent unless the loan is well-secured and in process of collection. Past due status is based
on the contractual terms of the loan. In all cases, loans are placed on nonaccrual or charged-off at
an earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not received for loans placed on nonaccrual are reversed against interest
income. Interest received on such loans is accounted for on the cash-basis or cost-recovery
method, until qualifying for return to accrual. Loans are returned to accrual status when all the
principal and interest amounts contractually due are brought current and future payments are
reasonably assured.

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable
incurred credit losses. Loan losses are charged against the allowance when management believes
the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited to
the allowance. Management estimates the allowance balance required using past loan loss
experience, the nature and volume of the portfolio, information about specific borrower situations
and estimated collateral values, economic conditions, and other factors. Allocations of the
allowance may be made for loans, but the entire allowance is available for any loan that, in
management's judgment, should be charged-off

9.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The allowance consists of specific and general components. The specific component relates to
loans that are individually classified as impaired or loans othelwise classified as substandard or
doubtful. The general component covers non-classified loans and is based on historical loss
experience adjusted for current factors.

A loan is impaired when full payment under the loan terms is not expected. Commercial and
commercial real estate loans are individually evaluated for impairment. If a loan is impaired, a
portion of the allowance is allocated so that the loan is reported, net, at the present value of
estimated future cash flows using the loan's existing rate or at the fair value of collateral if
repayment is expected solely from the collateral. Large groups of smaller balance homogeneous
loans, such as consumer and residential real estate loans, are collectively evaluated for
impairment, and accordingly, they are not separately identified for impairment disclosures.

Foreclosed Assets: Assets acquired through or instead of loan foreclosure are initially recorded at
fair value, less estimated selling costs when acquired, establishing a new cost basis. If fair value
declines subsequent to foreclosure, a valuation allowance is recorded through expense. Costs
after acquisition are expensed.

Premises and Equipment: Land is carried at cost. Premises and equipment are stated at cost less
accumulated depreciation. Buildings and related components are depreciated using the
straight-line method. Furniture, fixtures and equipment are depreciated using the straight-line (or
accelerated) method.

Cash Surrender Value Life Insurance: The Company has purchased life insurance policies on
certain key executives. Cash surrender value life insurance is recorded at its cash surrender value,
or the amount that can be realized. Upon adoption of EITF 06-5, which is discussed further
below, cash surrender value life insurance is recorded at the amount that can be realized under the
insurance contract at the balance sheet date, which is the cash surrender value adjusted for other
charges or other amounts due that are probable at settlement. Prior to adoption ofEITF 06-5, the
Company recorded owned life insurance at its cash surrender value.

In September 2006, the FASB Emerging Issues Task Force finalized Issue No. 06-5, Accounting
Purchases ofLife Insurance - Determining the Amount That Could Be Realized in

Accordance with FASB Bulletin No. (Accountingfor Purchases olLife
This Issue requires that a policyholder contractual terms of a

msunmc:e policy in determining the amount that could be realized under insurance contract. It
also requires that if the
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NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

contract provides for a greater surrender value if all individual policies in a group are surrendered
at the same time, that the surrender value be detern1ined based on the assumption that policies will
be surrendered on an individual basis. Lastly, the Issue requires disclosure when there are
contractual restrictions on the Company's ability to surrender a policy. The adoption of EITF 06
5 on January 1, 2007 had no impact on the Company's financial condition or results of operation.

Tax Incentive Investments: The Company invests in limited partnerships that operate qualified
affordable housing projects and that generate tax credits. The Company accounts for the
investments under a method that approximates the equity method.

The Company invests in a qualified zone academy bond that generates tax credits. The Company
accounts for the tax credit as earned assets.

Insurance Arrangements: The Company is self-insured for health insurance claims. The Company
purchases health insurance coverage for all health care claims in excess of $1,614 (with an annual
aggregate stop-loss limit of approximately $1,000 for all claims). Insurance claims are accrued
monthly based on prior claim experience.

Goodwill and Other Intangible Assets: Goodwill results from business acquisitions and represents
the excess of the purchase price over the fair value of acquired tangible assets and liabilities and
identifiable intangible assets. Goodwill is assessed at least annually for impairment and any such
impairment will be recognized in the period identified.

Other intangible assets consist of core deposit and acquired customer relationship intangible assets
arising from whole bank and branch acquisitions. They are initially measured at fair value and
then are amortized on a straight-line or accelerated basis over their estimated useful lives.
Intangible assets are assessed at least annually for impairment and any such impairment will be
recognized in the period identified.

The Company accounts for taxes under the asset and liability method. Under the
asset and liability method, balance sheet amounts of deferred income taxes are recognized for the
temporary differences between the bases of assets and liabilities measured by tax laws and their
bases as reported in the financial statements. Recognition of deferred tax asset balance
amounts is based on belief that it is more likely than not that the tax benefit
assoclate:d with will be realized. Deferred tax expense or benefit is
then for the changes in deferred tax liabilities or assets between periods. The effect on
deJlenred taxes of a change in tax rates is recognized in income the period that includes the
enactment Income the total the current income tax due or
reftmdalJle and m assets

11.
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NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Retirement Plan: The Company maintains a defined benefit retirement plan for its employees.
Employees are eligible to participate provided they are 21 years old and have completed one year
of service. The Company makes minimum contributions as allowed by ERISA. Retirement plan
expense is net of service and interest cost, return on plan assets and amortization of gains and
losses not immediately recognized.

Securities Sold Under Agreement To Repurchase: Securities sold under agreements to
repurchase are secured by specific debt securities with a carrying amount of $25,294 and $16,495
at year-end 2008 and 2007.

Securities sold under agreements to repurchase are financing arrangements that mature within one
year. At maturity, the securities underlying the agreements are returned to the Company.

Comprehensive Income: Comprehensive income consists of net income and other comprehensive
income. Other comprehensive income includes unrealized gains and losses on securities available
for sale, and changes in funded status of pension plan, which is also recognized as separate
components of equity.

Loss Contingencies: Loss contingencies, including claims and legal actions arising in the ordinary
course of business, are recorded as liabilities when the likelihood of loss is probable and an
amount or range of loss can be reasonably estimated. Management does not believe there now
are such matters that will have a material effect on the financial statements.

Long-Term Assets: Premises and equipment, core deposit and other intangible assets, and other
long-term assets are reviewed for impairment when events indicate their carrying amount may not
be recoverable from future undiscounted cash flows. If impaired, the assets are recorded at fair
value.

Loan Commitments and Related Financial Instruments: Financial instruments include off-balance
sheet credit instruments, such as commitments to make loans and commercial letters of credit,
issued to meet customer financing needs. The face amount for these items represents the
exposure to loss, before customer collateral or ability to repay. Such financial
mstruments are are funded.

of its
Deriv;ith'e tlnallCl,aI Irlstruulents are recogIl1z~:d as assets or at

deI'iv~ltiv'e C()nSlsts ofan mtlerest rate which is used as
mana~;e lI1lterest rate not useJi~t~i lit\1 nJlamlgelrnellt to
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At the inception ofa derivative contract, the Company designates the derivative as one of three
types based on the Company's intentions and belief as to likely effectiveness as a hedge. These
three types are (1) a hedge of the fair value of a recognized asset or liability or of an unrecognized
firm conunitment ("fair value hedge"), (2) a hedge of a forecasted transaction or the variability of
cash flows to be received or paid related to a recognized asset or liability ("cash flow hedge"), or
(3) an instrument with no hedging designation ("stand-alone derivative"). For a fair value hedge,
the gain or loss on the derivative, as well as the offsetting loss or gain on the hedged item, are
recognized in current earnings as fair values change. For a cash flow hedge, the gain or loss on the
derivative is reported in other comprehensive income and is reclassified into earnings in the same
periods during which the hedged transaction affects earnings. For both types of hedges, changes
in the fair value of derivatives that are not highly effective in hedging the changes in fair value or
expected cash flows of the hedged item are recognized immediately in current earnings. Changes
in the fair value of derivatives that do not qualify for hedge accounting are reported currently in
earnings, as noninterest income.

Net cash settlements on derivatives that qualify for hedge accounting are recorded in interest
income or interest expense, based on the item being hedged. Net cash settlements on derivatives
that do not qualify for hedge accounting are reported in noninterest income. Cash flows on hedges
are classified in the cash flow statement the same as the cash flows of the items being hedged.

The Company formally documents the relationship between derivatives and hedged items, as well
as the risk-management objective and the strategy for undertaking hedge transactions at the
inception of the hedging relationship. This documentation includes linking fair value or cash flow
hedges to specific assets and liabilities on the balance sheet or to specific firm commitments or
forecasted transactions. The Company also formally assesses, both at the hedge's inception and
on an ongoing basis, whether the derivative instruments that are used
are highly effective in offsetting changes in fair values or cash flows of the hedged items. The

Company discontinues hedge accounting when it determines that the derivative is no longer
effective in offsetting changes in the fair value or cash flows of the hedged item, the derivative is
settled or terminates, a hedged forecasted transaction is no longer probable, a hedged firm
commitment is no longer firm, or treatment of the derivative as a hedge is no longer appropriate
or intended.

Banking regulations require maintaining capital levels and may limit
the dividends paid by the to the holding company or by the holding company to



BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 3 I, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fair Value of Financial Instruments: Fair values of financial instruments are estimated using
relevant market infonnation and other assumptions, as more fully disclosed in a separate note.
Fair value estimates involve uncertainties and matters of significant judgment regarding interest
rates, credit risk, prepayments, and other factors, especially in the absence of broad markets for
particular items. Changes in assunlptions or in market conditions could significantly affect the
estimates.

Reclassifications: Some items in the prior year financial statements were reclassified to confonn
to the current presentation.

Derivatives: Derivative financial instruments are recognized as assets or liabilities at fair value.
The Company had one derivative that consisted of an interest rate swap agreement, which was
used as part of its asset liability management to help manage interest rate risk. The Company
does not use derivatives for trading purposes.

At the inception of a derivative contract, the Company designates the derivative as one of three
types based on the Company's intentions and belief as to likely effectiveness as a hedge. These
three types are (l) a hedge of the fair value of a recognized asset or liability or of an unrecognized
firm commitment ("fair value hedge"), (2) a hedge of a forecasted transaction or the variability of
cash flows to be received or paid related to a recognized asset or liability ("cash flow hedge"), or
(3) an instrument with no hedging designation ("stand-alone derivative"). For a fair value hedge,
the gain or loss on the derivative, as well as the offsetting loss or gain on the hedged item, are
recognized in current earnings as fair values change. For a cash flow hedge, the gain or loss on the
derivative is reported in other comprehensive income and is reclassified into earnings in the same
periods during which the hedged transaction affects earnings. For both types of hedges, changes
in the fair value of derivatives that are not highly effective in hedging the changes in fair value or
expected cash flows of the hedged item are recognized immediately in current earnings. Changes
in the fair value of derivatives that do not qualifY for hedge accounting are reported currently in
earnings, as noninterest income.

Net cash on derivativl3s that qualifY hedge accounting are recorded in mtj~reist

income or on the item being he(lged.
do not qualifY are retlonted

are claSSIfIed



BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 3 I, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

on an ongoing basis, whether the derivative instruments that are used
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

are highly effective in offsetting changes in fair values or cash flows of the hedged items. The
Company discontinues hedge accounting when it determines that the derivative is no longer
effective in offsetting changes in the fair value or cash flows of the hedged item, the derivative is
settled or terminates, a hedged forecasted transaetion is no longer probable, a hedged firm
commitment is no longer firm, or treatment of the derivative as a hedge is no longer appropriate
or intended.

When hedge accounting is discontinued, subsequent changes in fair value of the derivative are
recorded as noninterest income. When a fair value hedge is discontinued, the hedged asset or
liability is no longer adjusted for changes in fair value and the existing basis adjustment is
amortized or accreted over the remaining life of the asset or liability. When a cash flow hedge is
discontinued but the hedged cash flows or forecasted transactions are still expected to occur,
gains or losses that were accumulated in other comprehensive income are amortized into earnings
over the same periods which the hedged transactions will affect earnings.

NOTE 2 - SECURITIES

The fair value of available for sale securities and the related gross unrealized gains and losses
recognized in accumulated other comprehensive income (loss) were as follows:

Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
2008

U.S. Government and federal
agency $ 10,400 $ 65 $ - $ 10,465

Mortgage backed securities 42,615 775 43,390
State and municipal 21,739 99 21,838
Other debt securities 11,681 891 10,790
Equity securities

Total

.S. and
agency $ 39,415 $ 202 $ (9) $ 39,608

backed securities 17 245 (34)
and )
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Other debt securities
Equity securities

Total

18,003 18,000
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NOTE 2 SECURITIES (Continued)

Sales of securities available for sale were as follows:

Proceeds
Gross gains
Gross losses

Restricted equity securities were as follows:

$ 16,170 $
286

6,000

Federal Home Loan Bank stock
Federal Reserve Bank stock
Bankers Bank stock

2008

$ 3,105 $
1,626

363

2,164
1,626

The fair value of debt securities and carrying amount, if different, at year end 2008 by contractual
maturity were as follows. Actual maturities will differ from contractual maturities because the
issuers may have the right to call or prepay obligations with or without call or repayment
penalties.

Due in one year or less
Due from one to five years
Due from five to ten years
Due after ten years
Mortgage backed securities
Equity securities

Amortized Estimated
Cost Fair Value

$ 14,812 $ 14,856
10,938 11,025
6,488 6,473
4,547 4,539

38,549 39,354
12,100

Total

Securities pledged at year end 2008 and 2007 had a carryiug amount of $71,137 and $64,595 and
were pledged to secure public deposits and agreements. At year end 2008 and 2007,

were no holdings of of anyone issuer, other than U Government and
agf~ncles, in an amount than of shareholders' equity.
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NOTE 2 SECURITIES (Continued)

Securities with unrealized losses at year-end 2008 and 2007, aggregated by investment category
and length of time that individual securities have been in a continuous unrealized loss position, are
as follows:

Description of
Securities

Less than 12 Months
Fair Unrealized

Value Loss

12 Months or More
Fair Unrealized

Value
Fair

Value
Unrealized

Loss

2008
U.S. Gov!. agencies $
Mortgage backed

securities
State and municipal
Othr debt/preferred stk
Equity Securities

- $ - $ - $ $ - $

6,676 172 6,676 172
4,544 157 4,544 157
5,743 1,354 5,743 1,354

Total temporarily
impaired

Description of
Securities

Less than 12 Months
Fair Unrealized

Value Loss

12 Months or More
Fair Unrealized

Value Loss
Fair

Value

Total
Unrealized

Loss

$ $ 4,008 $ (9) $ 4,008 $ (9)

4,245 (34) 4,245 (34)
838 (15) 9,945 (46) 10,783 (61 )

2,000

2007
U.S. Govt. agencies $
Mortgage backed

securities
State and municipal
Equity Securities

Total temporarily
impaired

The Company evaluates securities for other-than-temporary impainnent on a quarterly basis, and
more frequently when economic or market concerns warrant such evaluation. Consideration is

to the length of time and the extent to which the fair value has been less than cost, the
financial condition and near-tenn prospects of the issuer, and the intent and ability of
CO,ml)arlY to issuer for a period of time sufficient to allow for any
anlJcipalted recovery fair value. In analyzing an issuer's financial condition, the Company may
consider the securities are issued by the federal government or its agencies, whether
downgradcs hy bond rating agencies have occurred, and the results of reviews of the issuer's
financial condition.
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NOTE 3 - LOANS

Loans at year-end were as follows:

Commercial
Real estate:

Construction
Mortgage

Loans to individuals
Other

Subtotal
Less: unearned interest income
Allowance for loan losses

Loans, net

Activity in the allowance for loan losses was as follows:

Beginning balance
Citizen's allowance for loan losses
Provision for loan losses
Loans charged-off
Recoveries

2008 2007

$ 50,712 $ 56,353

104,805 68,788
470,264 374,161

50,505 30,251
17,978 8,515

694,264 538,068
(15) (19)

(6,046) (4,626)

$ 688.206

2008 2007

$ 4,626 $ 4,242
795 0

1,700 1,080
(1,455) (981)

380 285

Ending balance

Impaired loans were as follows:

Year-end loans with no allocated allowance for loan losses
Year-end loans with allocated allowance for loan losses

Total

$ - $

Amount of the allowance for loan losses allocated

imlparred loans during the year
Interest mc()me recogruzc:d during impairment
La:m-IDasrs lrltpr'p"t income recognized

$

1,208
29

$ 375

10
29
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NOTE 3 - LOANS (Continued)

Nonperforming loans were as follows:

Loans past due over 90 days still on accrual
Nonaccrualloans

NOTE 4 - PREMISES AND EQUIPMENT

$ 296 $
284

230
208

Year-end premises and equipment were as follows:

Land
Buildings
Furniture, fixtures and equipment
Leasehold improvements

Less: Accumulated depreciation

Depreciation expense was $1,243 and $1,139 for 2008 and 2007.

2008 2007

$ 8,323 $ 5,630
19,474 14,648
11,178 9,570

170 170
37,656 28,851

(12,470) (11,270)

The Bank leases certain branch properties and some equipment. Rent expense was $131 and
$102 for 2008 and 2007. Rent commitments under noncancelable operating leases were as
follows, before considering renewal options that generally are present.

2009
2010
2011
2012
2013
Thereafter

Total

NOTE 5 FAIR VALUE

$ 132,530
125,660
121,460
132,260
105,751



BANCINDEPENDENT INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2008 and 2007
(Dollars in thousands except shares & per share amounts)

NOTE 5 - FAIR VALUE (Continued)

Levell: Quoted prices (unadjusted) for identical assets or liabilities in active markets that
the entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Levell prices such as quoted
prices for similar assets or liabilities; quoted prices in markets that are not active; or other
inputs that are observable or can be corroborated by observable market data.

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

The fair values of securities available for sale are determined by obtaining quoted prices on
nationally recognized securities exchanges (Levell inputs) or matrix pricing, which is a
mathematical technique widely used to in the industry to value debt securities without relying
exclusively on quoted prices for tbe specific securities but rather by relying on the securities'
relationship to other benchmark quoted securities (Level 2 inputs).

Our derivative instrument consists of an interest rate swap that trades in liquid markets. As such,
significant fair value inputs can generally be verified and do not typically involve significant
management judgements (level 2 inputs).

The fair value of loans held for sale is based upon binding quotes from 3rd party investors. (Level
2 inputs)

The fair value of impaired loans with specific allocations of the allowance for loan losses is
generally based on recent real estate appraisals. These appraisals may utilize a single valuation
approach or a combination of approaches including comparable sales and the income approach.
Adjustments are routinely made in the appraisal process by the appraisers to adjust for differences
between thc comparable sales and income data available. Such adjustments are typically
significant and result in a Level 3 classification of the inputs for determining fair value.

and liabilities measured at value on a rpr'nrrlrln basis are SUlnnlarlzed below:

Fair Value Measurements

Quoted
Active
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for Identical
Assets

NOTE 5 - FAIR VALUE (Continued)

(Level One)

Observable
Inputs

(Level 2)

Unobservable
Inputs

(Level 3)
Assets:

Available for sale securities
Derivatives

$ $87,483
1,839

$

Assets and Liabilities Measured on a Non-Recurring Basis

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

Fair Value Measurements
at December 31, 2008 Using

Quoted Prices in Significant
Active Markets Other

for Identical Observable
Assets Inputs

(Level One) (Level 2)
Assets:

Loans held for sale
Impaired loans

$ $ 2,248

Significant
Unobservable

Inputs
(Level 3)

$
507

The following represent impainnent charges recognized during the period:

Loans held for sale are carried at lower of cost or fair value.

Impaired loans, which are measured for impainnent using the fair value of the collateral for
collateral dependent loans, had a carrying amount of $660, with a valuation allowance of$153,
resulting in an additional provision-for loan losses of $1 for the period.

Fair value of Financial Instruments

'''""tJIr,n amount and estlmated of finan<;ral instruments were as follows at year-end:
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2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets
Cash and cash equivalents $ 27,832 $ 27,832 $ 26,435 $ 26,435
Securities available for sale 87,483 87,483 107,594 107,594
Restricted equity securities 5,094 5,094 4,035 4,035
Loans held for sale 2,248 2,248 1,192 1,192
Net loans 688,203 690,878 533,423 532,457
Bank owned life insurance

and related investments 12,244 12,244 15,661 15,661
Tax incentive investments 7,557 7,557 2,292 2,292
Accrued interest receivable 3,992 3,992 3,821 3,821

Financial liabilities
Deposits $ 732,751 $ 737,270 $ 609,962 $ 611,035
Federal funds purchased and
repurchase agreements 25,296 25,296 16,495 16,495

Subordinated notes 30,928 36,814 30,928 32,212
Accrued interest payable 3,965 3,965 3,768 3,768
Other borrowings 35,000 35,561 20,000 20,175

The methods and assumptions used to estimate fair value are described as follows.

Carrying amount is the estimated fair value for cash and cash equivalents, interest bearing
deposits, Federal Home Loan Bank stock, accrued interest receivable and payable, demand
deposits, short-term debt, and variable rate loans or deposits that reprice frequently and fully.
Security fair values are based on market prices or dealer quotes, and if no such information is
available, on the rate and term of the security and information about the issuer. For fixed rate
loans or deposits and for variable rate loans or deposits with infrequent repricing or repricing
limits, fair value is based on discounted cash flows using current market rates applied to the
estimated life and credit risk. Fair values for impaired loans are estimated using discounted cash
flow analysis or underlying collateral values. Fair value of loans held for sale is based on market
quotes. Fair value of debt is based on current rates for similar financing. The fair value of
off-balance-sheet items is not material as the interest rates charged are substantially equivalent to
market rates considering credit quality.

NOTE 6 - GOODWILL AND INTANGIBLE ASSETS

Goodwill
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The change in balance for goodwill during the year is as follows:

Beginning of year
Purchase accounting adjustment

$ 18,869 $
4,860

18,869

End of year

Identifiable Intangible Assets

The change in balance for acquired intangible assets during the year is as follows:

Original cost
Accumulated amortization

$ 11,083 $ 9,355
(5,394) _-.\.(4...:->.,=16=1)

End of year

Aggregate amortization expense was $1,200 and $1,291 for 2008 and 2007.

Estimated amortization expense for each of the next five years:

2009
2010
2011
2012
2013

$ 1,402
1,224
1,046

710
522
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NOTE 7 - CASH SURRENDER VALUE LIFE INSURANCE

The Company holds $12,244 and $9,076 in cash surrender value life insurance at December 31,
2008 and 2007. These insurance policies earned total income of$421 and $644 as of December
31, 2008 and 2007, respectively.

NOTE 8 - RECEIVABLE FROM TRUST

The Company has a receivable from a related party Trust that is set up for the benefit of certain
officers and shareholders in the amounts of$7,557 and $6,585 at December 31,2008 and
December 31, 2007. This Trust is the owner and beneficiary of certain life insurance policies.
The Company has an agreement with the Trust that requires the Company to fund the majority of
the premium payments on these life insurance policies. Payments to fund such premiums create a
receivable from the Trust which is backed by an assignment of the cash surrender value of life
insurance policies. Such receivable is increased by an amount equal to the earnings of the policy,
less mortality costs. This increase is shown in noninterest income and amounted to $223 and
$175 in 2008 and 2007. This receivable is due to be repaid when the Trust collects proceeds from
the life insurance policies.

NOTE 9 DEPOSITS

Time deposits of $100 thousand or more were $113,176 and $91,575 at year-end 2008 and 2007.

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

2009
2010
2011
2012
2013
Thereafter

NOTE 10 FEDERAL HOME LOAN BANK ADVANCES

$ 223,370
35,360
31,102
10,810
16,431

21

At were as toIJ!OW'S:
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NOTE 10 - FEDERAL HOME LOAN BANK ADVANCES (Continued)

Each advance is payable at its maturity date, with a prepayment penalty for fixed rate advances.
The advances were collateralized by $155,271 of first mortgage loans under a blanket lien
arrangement at year-end 2008. Based on this collateral and the Company's holdings ofFHLB
stock, the Company is eligible to borrow up to $150,860 at year-end 2008.

Payment Information

Required payments over the next five years are:

2009
2010
2011
2012
2013

NOTE 11 - SUBORDINATED DEBENTURES

$ 10,000
15,000
5,000

o
5,000

In November 2005, BancIndependent Statutory Trust I, a trust formed by the Company, closed a
pooled private offering of 30,928 trust preferred securities with a liquidation amount of $1 per
security. The Company issued $30,928 of subordinated debentures to the trust in exchange for
ownership of all of the common security of the trust and the proceeds of the preferred securities
sold by the trust. The Company may redeem the subordinated debentures at a price equal to the
sum of 100% of the principal amount with any accrued and unpaid interest on or after December
15,2010. The subordinated debentures mature on December 15,2035. The subordinated
debentures are also redeemable in whole or in part from time to time, upon the occurrence of
specific events defined within the trust indenture. The Company has the option to defer interest
payments on the subordinated debentures from time to time a period not to exceed five
consecutive years.

subordinated debentures may be included
current reg;ul2ltmy gUldelllJeS

variable rate of intiere:st
1

(with certain limitations

investJrnCIJt m
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NOTE 12 - DEFINED BENEFIT PENSION PLAN

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

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

Projected benefit obligation
Fair value of plan assets
Funded status of plan

Accumulated benefit obligation

Net period pension cost

$

Employer contributions
+-+- Employee contributions

Benefits paid

Change in minimum liability included in other
Comprehensive income

333

(245)

280

979

(234)

907
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NOTE 12 DEFINED BENEFIT PENSION PLAN (Continued)

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

The estimated net loss for the pension plan that will be amortized from accumulated other
comprehensive income into net periodic benefit costs during the year ending December 31, 2009
is $336.

Assumptions

Weighted-average assumptions used to
determine benefit obligations at year-end:

Discount rate
Rate of compensation increase

Weighted-average assumptions used to
determine net cost:

Discount rate
Expected retum on plan assets
Rate of compensation increase

Plan Assets

6.00%
5.00

6.00%
5.00
5.00

6.00%
5.00

6.00%
5.00
5.00

The Company's pension plan assets are primarily invested in deposit accounts at the Company.

Contributions

The Company expects to contribute $250 to its defined benefit pension plan in 2009.
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NOTE 12 - DEFINED BENEFIT PENSION PLAN (Continued)

Estimated Future Payments

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

2009
2010
2011
2021
2013
Following 5 years

NOTE 13 - OTHER BENEFIT PLANS

$ 265
271
307
316
326

2,083

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

Salary Continuation Plan: The Company maintains salary continuation agreements with certain
executives to encourage the executives to remain employees of the Company. The Company has
established an accrual account to which it credits the benefit as defined in the agreements. The
accrual account is not segregated into a separate trust and will be paid from the general assets of
the Company, subject to the general creditors of the Company. The compensation expense
amounts related to salary continuation for the years ended December 3], 2008 and 2007 were
approximately 12 and respectively. The liabilities at December 31, 2008 and 2007 were
approximately $2,723 and 10, respec;tlvely

The Company entered into a consulting agreement with certain executive othcers. The
agl'eelnellt requires the Company to make regular monthly payments to these executive othcers in
exc;ha11ge for should choose to to
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NOTE 13 - OTHER BENEFIT PLANS (Continued)

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

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

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

40l(k) Plan: The Bank has a 401(k) plan whereby substantially all employees participate in the
plan. Employees may contribute up to 15% of their compensation subject to certain limits based
on federal tax laws. The Company makes a discretionary contribution allocated based on the
basis of the employee's contributed amount. Discretionary contributions vest to the employees at
100% after five years of service. For the years ended December 31, 2008 and 2007, discretionary
contributions were approximately $159 and $131, respectively.

NOTE 14 - INCOME TAXES

Income tax expense (benefit) was as follows:

Current federal
Current state

$ $ 1,760
306

Total
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NOTE 14 - INCOME TAXES (Continued)

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

Federal statutory rate times financial statement income
Effect of:

Tax-exempt income
Investment tax credits
State taxes, net of federal benefit
Officers' life insurance
Dividend received deduction
Other, net

Total

Year-end deferred tax assets and liabilities were due to the following.

2008 2007

$ $ 2,921

(257)
(421)
175

(258)
(225)
(101)

$ 1,834

Deferred tax assets:
Allowance for loan losses
Retirement and other benefit plans
Real estate investments
Unrealized loss on securities available for sale
Intangible assets
Unrealized pension benefit obligation
Other

Deferred tax liabilities:
Deferred late fees
Depreciation
Intangible assets
Unrealized on securities available for sale
Other

$ $ 1,480
1,173

164

849

3,666

(61)
(367)
(164)
(225)

(836)

deferred tax asset
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NOTE 15 - RELATED PARTY TRANSACTIONS

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

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

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

NOTE 16 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED
EARNINGS

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

Prompt corrective action regulations provide five classifications: well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized,
although these tenus are not used to represent overall financial condition. If adequately
capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized,
capital distributions are limited, as is asset growth and expansion, and capital restoration plans are
required. At year-end 2008 and 2007, the most recent regulatory notifications categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. There are
no conditions or events since that notification that management believes have changed the
institution's category.

Actual and required capital amounts (in millions) and ratios are presented below at year-end.
To BeWelJ

Capitalized Under
For Capital Prompt Correetive

Aetual
Amount Ratio

2008
Total risk assets

Bancln(jepe>nde:nt Ineorporated
Bank Indepe:ndent

Tier I (Core) Capital to risk weightlod
Banclndependent Incorporated
Bank Independent

75.081
74.12

60.193
68.074

II
II

9%
10%

56,313
56,263

28.157
28.131

80/
/0

4% NA
42.197

NA
10%

NA
6%
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NOTE 16 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED
EARNINGS (Continued)

Actual
Amount Ratio

For Capital
Adequacy Purposes

Amount

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions

Amount Ratio

Tier I (Core) Capital to risk weighted assets
BancIndependent Incorporated $ 64,588 I 1%
Bank Independent 62,190 10%

Tier I (Core) Capital to average assets
BancIndependent Incorporated $ 64,588 9%
Bank Independent 62, I90 9%

4% $ NA NA
4% 36,372 6%

4% $ NA NA
4% 35,841 5%

2007
Total Capital to risk weighted assets

BancIndependent Incorporated
Bank Independent

$ 69,214
66,816

11%
II%

$ 48,606
48,496

$ 24,303
24,248

$ 28,729
28,673

8%
8%

NA
60,619

NA
10%

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

NOTE 17 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES

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

The contractual amount of financial instruments with off-balance-sheet
end.

was as follows at year

$ 91
3,

$
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NOTE 18 - OTHER COMPREHENSIVE INCOME

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

Net income
Unrealized holding gains on available for

sale securities
Reclassified for adjustments for loss

realized in income
Net unrealized gains
Tax effect
Net-of-tax amount
Adjustment to initially apply FAS 158,

net of tax ($925)
Unrealized holding losses on TPS rate swap
Net unrealized gain (loss), recognized in

other comprehensive income

$ 5,879 $

48

6,759

606

Comprehensive income

NOTE 19-INTEREST RATE SWAP

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

Interest rate swaps with notional amounts
totaling $30,000 as of December 31, 2008 were designated as cash flow hedges of the Company's
subordinated debentures and were determined to be fully effective during all periods presented.

such, no amount of ineffectiveness has been included in net income. Therefore, the aggregate
value of the s\vaps is recorded other with value recorded in other

amount me !ucled

(loss) would rec:las.sified to current should the hedges no longer be COTlSlclen;:(1
The Company eXI)ects the to remain fully during the rernaImrlg terms

swaps.
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Summary information about the interest-rate swaps designated as cash flow hedges as of year-end
is as follows:

Notional amounts
Weighted average pay rates
Weighted average receive rates
Weighted average maturity
Unrealized gains (losses)

$ 30,000
5.29%
4.57%

4 years
$ (1,838)

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

NOTE 20 - BUSINESS COMBINATION(S)

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

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

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

Securities available for sale
Loans
Goodwill

deposit other mt,mgIbh3s
Other assets

assets aC(:jmred

Other lIatJllIt.les

$32,609
42,201

4,860
1,729

99,511
76,884

1,787
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Net assets acquired


