
 
 
March 5, 2009 
 
Via electronic mail to SIGTARP.response@do.treas.gov and Certified U.S. Mail 
 
Mr. Neil M. Barofsky 
Special Inspector General - TARP 
1500 Pennsylvania Ave., N.W., Suite 1064 
Washington, D.C. 20220 
 
 Re:   SIGTARP Request for Information from 
  MainSource Financial Group, Inc. (“MainSource”), Greensburg, Indiana 
  UST Seq. No. 423 
 
Dear Mr. Barofsky, 
 

This letter is being submitted to you in response to your letter dated February 6, 2009, in 
which you requested that MainSource provide certain information regarding the funds it received 
through the Capital Purchase Program (“CPP”) of the Troubled Asset Relief Program under the 
Emergency Economic Stabilization Act of 2008 (“EESA”) and compliance with EESA’s 
executive compensation requirements. 

 
MainSource is a financial services holding company headquartered in Indiana with 

approximately $2.9 billion in assets.  MainSource currently has 85 branches located in the states 
of Indiana, Illinois, Ohio and Kentucky, the majority of which are located in non-metropolitan 
areas.   

 
The following is information in response to your request. 
 

FUNDS RECEIVED UNDER CPP 
 

1. (a)  Anticipated Use of CPP Funds.  
 

MainSource’s first priority in issuing the preferred stock to U.S. Department of the 
Treasury (“Treasury”) was to bolster its capital ratios.  We were concerned that the 
severe recession would continue to deteriorate.  While MainSource’s capital ratios were 
satisfactory, they were on the lower end relative to Midwest peers.  At the same time, our 
nonperforming assets continued to deteriorate and at year end were slightly worse than 
peer, placing more pressure on earnings as a result of higher provision expense.  The 
additional capital strengthens MainSource’s capital ratios significantly in a very difficult 
operating environment. 

 



The second priority use of the CPP funds was to insure that MainSource could continue 
to be an active lender to consumers and businesses in the markets the bank serves.  
Lending is one of the core functions of a bank and one of the primary drivers of income.  
In a period when many banks are shrinking their assets to bring their capital ratios in line, 
the CPP enables MainSource to continue to focus on lending.  From September 30, 2008 
through January 31, 2009, MainSource has grown its loan portfolio from $1.95 billion to 
$2.0 billion or 6.9% on an annualized basis.  We will continue to work to be an active 
lender in its markets.  Without the funds, the bank may have decided to shrink its balance 
sheet like many of its Midwest competitors. 
 

 
   

 
 

1. (b) Whether CPP Funds were Segregated.   
 

The $57 million MainSource received on January 16, 2009 in exchange for the issuance 
of preferred stock and a warrant to purchase shares of MainSource common stock was 
deposited into a MainSource non-segregated account. 
 
1. (c) Actual Use of CPP Funds to Date.   

 
The CPP funds have been used in the following ways to date: 
 

1.) Supporting the $45 million in loan growth that occurred immediately before 
the funds were received as well as from the period beginning on the closing of 
the CPP transaction (January 16, 2009) to present (this was discussed in item 
1. (a.) above); 
 

2.) MainSource used $10 million to pay off a loan to its lender.  Due to 
MainSource’s increase in nonperforming assets, loan covenants, at the end of 
the third quarter of 2008, were not met.   

  After 
receiving the CPP funds, MainSource paid the loan in full. 

 
1. (d) Expected Use of Unspent CPP Funds.   

 
1.) MainSource expects to use the additional CPP funds to complete a branch 

purchase.  On January 21, 2009, MainSource entered into an agreement with 
American Founders Bank (AFB) of Lexington, Kentucky to purchase its three 
branches located in Frankfort and Lawrenceburg, Kentucky (a copy of the 
press release announcing the purchase is attached).  The purchase includes 
approximately $5 million in fixed assets, $70 million in loans and $100 
million in deposits.  MainSource is selling to AFB its one location in 

(b) (4)

(b) (4)



Louisville, Kentucky, with approximately $4 million in loans and $14 million 
in deposits.  The net transaction will increase MainSource’s loans by $66 
million and deposits by $86 million.  Total assets will increase by $86 million.  
Projected CPP funds to be used for the purchase are $9 million.   
 
American Founders Bank is the number two market share leader in Frankfort, 
Kentucky, but it has been under a Cease and Desist order by its regulator since 
February 22, 2007.  As a result, it has been limited in its ability to provide 
loans to consumers and businesses in the Frankfort and Lawrenceburg market 
areas.  The proposed transaction will enable MainSource to replace AFB in 
the market and provide competitive loan products to the community.  
MainSource expects to close on this transaction during the second quarter of 
2009. 

 
2.) We currently intend to use the remaining CPP funds to continue lending and 

support our level of capital through this very difficult economic period. 
  

EXECUTIVE COMPENSATION REQUIREMENTS UNDER EESA 
 

Implementation of Executive Compensation Requirements.  In connection with the 
analysis of participating in the CPP, our management team took the following actions related to 
the Executive Compensation Restrictions: 

 
• Identified SEOs; 
• Identified Benefit Plans in which SEOs participate; 
• Reviewed waiver of claims by SEOs; 
• Reviewed Benefit Plans to determine compliance with the executive 

compensation restrictions under EESA and the CPP (the “Executive 
Compensation Restrictions”) and the impact of non-deductibility under Code 
Section 162(m)(5) for compensation paid to a SEO in excess of $500,000; and 

• Considered amendments to Benefits Plans for compliance with the Executive 
Compensation Restrictions. 

 
On February 17, 2009, the President of the United States signed into law The American 

Recovery and Reinvestment Act of 2009 (“ARRA”) which imposes certain limitations on 
payments and benefits that are available to the SEOs and certain highly compensated employees 
of financial institutions that receive financial assistance under EESA.  MainSource is currently 
assessing the impact of ARRA on the Executive Compensation Restrictions.  The final 
assessment can not be completed until after Treasury has promulgated regulations with respect to 
the executive compensation changes under ARRA. 

How Limitations will be Implemented.  Amendment to Benefit Plans.  At the closing of 
the CPP transaction, MainSource entered into letter agreements as approved by the Board of 
Directors with each of its Senior Executive Officers on January 16, 2009 to address the 



following:  (i) prohibit any Golden Parachute Payment to the SEOs during the time that Treasury 
holds an equity or debt position acquired from MainSource in the CPP; (ii) acknowledge that any 
bonus and incentive compensation paid to an SEO during a CPP Covered Period is subject to 
recovery or “clawback” by MainSource if the payments were made on materially inaccurate 
financial statements or any other materially inaccurate performance metric criteria; (iii) amend 
each of MainSource’s Benefit Plans to give effect to the limitations set forth in (i) and (ii) above; 
and (iv) obtain agreement from each SEO to negotiate, in good faith, any other changes 
necessary to any Benefit Plan so as to not encourage unnecessary and excessive risks.  A form of 
the letter agreement entered into with each SEO is attached hereto for your reference. 

 
Unnecessary and Excessive Risk Review.  The Compensation Committee is currently 

scheduled to meet with MainSource’s risk officers on March 16, 2009, which is within the 90 
days required by the CPP.  At this meeting the Compensation Committee and the risk officers 
will discuss each element of MainSource’s executive compensation program and determine 
whether any of those elements encourage officers or employees of MainSource to take 
unnecessary or excessive risks.  If necessary to remove any such encouragement, the 
Compensation Committee will take steps to amend the compensation plans as it determines 
necessary.  The Compensation Committee will also present its findings to the Board of Directors.  
Pursuant to 31 C.F.R. 30.5(b), the Compensation Committee is required to certify that it has 
completed the reviews of the SEO incentive compensation arrangements, as outlined above, in 
the Compensation Committee Report required pursuant to Item 407(e) of Regulation S-K under 
the federal securities laws (17 C.F.R. 229.407).  MainSource intends to comply with this 
requirement in connection with its proxy statement for the 2009 Annual Meeting of 
Shareholders. 

 
Changes to Award Agreements.  In connection with the recent granting of incentive stock 

options by MainSource, the award agreements related to such grants now include provisions 
permitting the Compensation Committee to unilaterally amend or terminate the award 
agreements in the event that the award agreements are determined to be prohibited by EESA. 

 
Whether Limitations May be Offset.  MainSource did not make changes to other longer-

term or deferred forms of Senior Executive Officer compensation to offset the limitations set 
forth herein. 
 

As used in this letter, the following terms shall have the following meanings: 
 

a. “Benefit Plans” means each of MainSource’s compensation, bonus, incentive and other 
benefits plans, arrangements and agreements. 

 
b. “Compensation Committee” means the Compensation Committee of the Board of 

Directors of MainSource. 
 

c. “CPP Covered Period” shall be limited by, and interpreted in a manner consistent with, 
31 C.F.R. §30.10. 



 
d. “Golden Parachute Payment” is used with the same meaning as in Section 111(b)(2)(C) 

of EESA. 
 

e. “Senior Executive Officer” or “SEO” means MainSource’s “senior executive officers” 
defined in subsection 111(b)(3) of the EESA. 

 
By signing below, I hereby certify the accuracy of all statements, representations and 

supporting information contained in this letter, subject to the requirements and penalties set forth 
in 18 U.S.C. 1001. 
 
Very truly yours, 
 
 
Archie M. Brown, Jr. 
President and Chief Executive Officer 

 
 
APPENDIX INDEX 

 
 

Press release regarding participation in the Capital Purchase Program 
Press release regarding the American Founders Bank branch purchase 
Board Resolutions approving participation in the Capital Purchase Program 
Form of SEO letter agreement 
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MAINSOURCE FINANCIAL GROUP, INC. 
 

RESOLUTIONS OF THE 
BOARD OF DIRECTORS  

 
 WHEREAS, on October 29, 2008, the Board of Directors of MainSource Financial Group, 
Inc. (the “Company” and such Board of Directors being the “Board”) approved resolutions 
authorizing the Company to file an application with the U.S. Department of Treasury 
(“Treasury”), under the TARP Capital Purchase Program (the “Program”) for the sale to 
Treasury of up to $57 million aggregate liquidation amount of senior preferred stock of the 
Company (the “Preferred Shares”); and  
 
 WHEREAS, on December 15, 2008, Treasury notified the Company of its preliminary 
approval to participate in the Program; and 
 
 WHEREAS, the Board believes it is in the best interests of the Company and its 
shareholders for the Board to approve and authorize the Company’s sale of Preferred Shares to 
Treasury and to establish the amount of its investment; and 
 

WHEREAS, the Board further believes it is in the best interests of the Company and its 
shareholders for the Board to approve the standard form of Letter Agreement and related 
documents, including the Securities Purchase Agreement Standard Terms, the form of Certificate 
of Designations of Fixed Rate Cumulative Perpetual Preferred Stock, Series A, and the form of 
Warrant to Purchase Common Stock, required to be executed and delivered by participants in the 
Program; and 

 
WHEREAS, pursuant to the Company’s Restated Articles of Incorporation, the Board of 

Directors may establish the designations, relative rights, preferences, powers, qualifications, 
limitations and restrictions granted to or imposed upon a class of preferred shares without 
approval by the shareholders of the Company; and  

 
WHEREAS, the Board believes it is in the best interests of the Company to amend the 

Company’s Restated Articles of Incorporation to create a series of preferred stock consistent 
with the terms specified in the form Certificate of Designations issued by Treasury under the 
Program; and 

 
WHEREAS, as a condition to participation in the Program, the Company must enter into 

an agreement with its “Senior Executive Officers,” as such term is defined in subsection 
111(b)(3) of the Emergency Economic Stabilization Act of 2008 (the “2008 Act”), whereby the 
Senior Executive Officers and the Company shall modify or terminate all benefit plans, 
arrangements and agreements (including golden parachute agreements) to the extent necessary to 
comply with the executive compensation and corporate governance requirements of Section 111 
of the 2008 Act and any guidance or regulations issued by the Secretary of the Treasury on or 
prior to the date of the Company’s participation in the Program; and 

WHEREAS, Company and the Senior Executive Officers will be bound by Section 111 of 
the 2008 Act and any guidance or regulations issued by the Secretary of the Treasury on or prior 
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to the date of the Company’s participation in the Program as long as the Treasury holds any 
equity or debt securities of the Company; and 

WHEREAS, counsel to the Company has prepared a letter agreement to be executed by the 
Company and each Senior Executive Officer to accomplish the provisions set forth in the 
preceding recitals (the “SEO Letter Agreement”). 

APPROVAL OF TARP PARTICIPATION AMOUNT; APPROVAL  OF SERIES A PREFERRED SHARES 
AND WARRANTS 

 
NOW, THEREFORE, BE IT RESOLVED, that the Company is hereby authorized to sell [$57 

million] aggregate liquidation amount of Preferred Shares to Treasury under the Program all in 
accordance with the terms set forth in these resolutions; and 

 
RESOLVED, FURTHER, that the standard form of Letter Agreement, together with the 

Securities Purchase Agreement Standard Terms and Conditions attached as Exhibit A to the 
Letter Agreement (together the “Letter Agreement”), that is required to be executed and 
delivered by participants in the Program, is hereby approved; and 

 
RESOLVED, FURTHER, that pursuant to the authority vested in the Board in accordance 

with the provisions of the Restated Articles of Incorporation, a series of Preferred Stock, no par 
value, of the Company (“Series A Preferred Stock”) be and hereby is created for purposes of 
issuing such Preferred Shares to Treasury, and the designation and number of shares thereof and 
the voting and other powers, preferences and relative, participating, optional or other rights of 
the shares of such Series A and the qualifications, limitations and restrictions thereof shall be as 
set forth in the standard form of TARP Capital Purchase Program – Certificate of Designations 
of Fixed Rate Cumulative Perpetual Preferred Stock (“Certificate of Designations”) required to 
be executed by participants in the Program, such creation of Series A Preferred Stock to be 
effective upon filing with the Indiana Secretary of State of an amendment to the Company’s 
Articles of Incorporation, as amended and restated to the date thereof, setting forth the terms, 
conditions, qualifications and limitations of the Series A Preferred Stock; and 

 
RESOLVED, FURTHER, that the Company hereby establishes a series of warrants to 

purchase common stock of the Company on the terms and conditions set forth in the standard 
form of Warrant required to be executed by participants in the Program (“Series A Warrants” 
and, together with the Series A Preferred Stock and the common stock of the Company issuable 
upon exercise of the Series A Warrants, the “Series A Securities”); and 

 
RESOLVED, FURTHER, that the Series A Warrant, a copy of which is attached hereto as 

Exhibit A, which is required to be issued and delivered by the Company in connection with its 
participation in the Program, is hereby approved; and 

 
RESOLVED, FURTHER, that the Company is authorized to issue, sell and deliver the 

Series A Warrant to purchase the number of shares of common stock of the Company having an 
aggregate market price equal to fifteen percent (15%) of the aggregate liquidation amount of 
Series A Preferred Stock issued by the Company; and  
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RESOLVED, FURTHER, that the Company is authorized to reserve, issue and deliver up to 
the aggregate number shares of common stock of the Company issuable upon exercise, and 
payment of the consideration agreed therefor, of the Series A Warrants; and 

 
AMENDMENT OF ARTICLES OF INCORPORATION  

 
RESOLVED, FURTHER, that Article II of the Company’s Restated Articles of 

Incorporation is hereby amended as set forth in Exhibit B attached hereto to designate the terms 
of the Company’s Series A Preferred Stock; and 

 
RESOLVED, FURTHER, that upon approval of the amendment to the Company’s Articles 

of Incorporation, the officers of the Company, and each of them acting alone, are hereby 
severally authorized and empowered, for and on behalf of the Company, to execute articles of 
amendment of the Company’s Restated Articles of Incorporation reflecting the amendment so 
approved and to file such articles of amendment with the Indiana Secretary of State; and 
 

RESOLVED, FURTHER, that the Officers, and each of them acting alone, are hereby 
severally authorized and empowered, for and on behalf of the Company, to do, or cause to be 
done, any and all other acts and things and to execute, deliver and file any and all other 
certificates, documents and writings in connection with the amendment to the Company’s 
Articles of Incorporation approved by the Board of Directors, including, without limitation, 
filing amended Articles of Incorporation of the Company with the Securities and Exchange 
Commission and the NASDAQ Stock Market, LLC (“NASDAQ”); and all such acts, things, 
certificates, documents and writings shall be those of the Company for all purposes and they are 
hereby approved, ratified and confirmed in all respects; and 

 
APPROVAL OF SEO LETTER AGREEMENT 

 
RESOLVED, FURTHER, that the SEO Letter Agreement is hereby approved and adopted in 

substantially the form attached hereto as Exhibit C with such changes as the person executing the 
same on behalf of the Company shall approve, as conclusively evidenced by the execution 
thereof; 

RESOLVED, FURTHER, that the Chairman of the Board of Directors of the Company or 
his designee, and each of them alone, is hereby severally authorized and empowered, on behalf 
of the Company and in its name, to (i) cause to be executed the SEO Letter Agreement with each 
Senior Executive Officer, and (ii) obtain the signatures of each Senior Executive Officer on his 
or her respective SEO Letter Agreement; and 

 
EXECUTION OF AGREEMENTS AND DOCUMENTS; OTHER ACTS. 

 
RESOLVED, that the Chief Executive Officer and Chief Financial Officer of the Company 

(each an “Officer” and, collectively, the “Officers”), and each of them alone, are hereby 
severally authorized and empowered, on behalf of the Company and in its name, to prepare, 
execute and file, or cause to be prepared, executed and filed, all agreements (including, without 
limitation, the Letter Agreement), amendments, certificates, letters, applications and any other 
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documents or writings in connection with the Company’s participation in the Program or that 
may be required to be filed with the SEC under the 1933 Act and the Securities Exchange Act of 
1934, as amended, with respect to the registration, offering, issuance, sale and trading of the 
Series A Securities (any such document to be in such form and to contain such terms and 
provisions as the person executing the same shall approve, with such approval to be conclusively 
evidenced by the execution thereof), and to take any and all action that the Officer or Officers 
taking such action shall approve in connection therewith, with such approval being conclusively 
evidenced by the taking of such action; and 

 
RESOLVED, FURTHER, that the Officers, and each of them acting alone, are hereby 

severally authorized and empowered, for and on behalf of the Company, to designate, or cause to 
be designated, the Form S-3 registration statement previously approved by the Board as the 
applicable registration statement pursuant to which the Series A Preferred Stock and shares of 
common stock underlying the Series A Warrant may be registered by the Company with the SEC 
and sold by Treasury; and 

 
RESOLVED, FURTHER, that subject to the satisfaction of the requirements of the 1933 Act 

and the applicable state securities or Blue Sky laws and compliance with the applicable terms 
and conditions established by these resolutions, the Company shall reserve, issue and sell the 
Series A Securities pursuant to the terms of the Letter Agreement against payment of the agreed 
consideration therefor, and the Officers, and each of them alone, and the Corporate Secretary or 
Treasurer are hereby authorized and empowered to execute certificates representing the Series A 
Securities, as the case may be, and that, if necessary, the Corporate Secretary or an Assistant 
Secretary of the Company, and each of them singly, are hereby severally authorized and 
empowered to affix the corporate seal to such Series A Securities and to attest the same, and then 
to deliver the Series A Securities to the Treasury or its designee in accordance with the Letter 
Agreement or the Series A Warrant, as the case may be; and 

 
RESOLVED, FURTHER, that each of the Officers is hereby severally authorized and 

empowered, on behalf of the Company and in its name, to prepare, or cause to be prepared, 
verify, sign and file or cause to be filed, applications on behalf of the Company with NASDAQ 
or such other securities markets or exchanges as any such Officer(s) may determine, for the 
inclusion therein or listing or trading thereon of any, or all of the Series A Securities; and that 
any such Officer is authorized to appear before any officials or committees or other similar 
bodies of such markets or exchanges, and to execute and deliver any and all papers and 
agreements, including amendments thereto, specifically, including listing agreements and 
indemnity agreements for the benefit of such markets or exchanges relating to the use of 
facsimile signatures, and to do any and all things which may be necessary, advisable or 
appropriate, including filing with the SEC, to effect such inclusion or listings or trading; and 
 

RESOLVED, FURTHER, that the Officers and the Corporate Secretary, and each of them 
alone, are hereby authorized and directed to prepare and execute any and all papers, letters, 
certificates, agreements, documents and instruments, in addition to those hereinbefore 
mentioned, in the name and on behalf of the Company, to make any and all payments, to retain 
and employ counsel, independent public accountants and others whose services may be 
necessary or desirable in connection with the issuance and sale of the Series A Securities and to 
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do and perform, or cause to be done and performed, any and all such other acts and things as the 
Officers or the Corporate Secretary, or any one of them, may deem necessary or advisable in 
connection with the Company's offer, issuance and sale of the Series A Securities or in order to 
carry out the purposes and intent of the foregoing resolutions. 

 
CERTIFICATE OF SECRETARY.    I, James M. Anderson, being the duly elected, qualified and 
acting Secretary of MainSource Financial Group (the “Corporation”), do hereby certify that set forth 
above is the complete and exact text of resolutions duly adopted at the board of directors meeting held on 
January 6, 2009, at which a quorum was present and acting throughout, and that such resolutions have not 
been amended or rescinded and are in full force and effect in the form adopted. 
 
(SEAL)   
    

Date: June 24, 2008 _______________________________ 
        James M. Anderson, Secretary  

 
 
 

 
  

 














