To Our Shareholders, Customers, and Friends:
It ismy pleasure to present to you River Valley Bancorp's fourteenth Annual Report to Shareholders for the year ending December 31, 2009.

Nationally, the hope and promise that everyone had for 2009 became merely an unfulfilled aspiration. The national economic picture was supposed to clear
and the gloom of what has now become known as the Great Recession wasto yield to brighter days. Certain glimmers of hope shone through, but the
measure by which all “real” and meaningful economic statistics are derived — unemployment and under-employment — remained in excruciatingly high
ranges. We could not feel good about their status, even with other positive signs, when people could not feel good about their ability to take care of day-to-
day obligations. As has been noted, a national recession that becomes personalized is a depression.

Obviously, there is not one family, one community, or oneinstitution that has not been affected by the length of this recession. The effects were and
continue to be wide-ranging, but at least at thisfinancial institution, they have not become debilitating. We too had challenges, but they served to enlighten
and strengthen, as opposed to dampen and weaken. Thankfully, we can attest that we have gleaned good out of bad, devel oped positive rel ationships out
of difficult situations, and built for the future based upon a better appreciation of others' failures.

For fiscal 2009, the net income of the Corporation was approximately $1.7 million in spite of allocating nearly $2.9 million to the provision for loan losses. The
Corporation achieved new record levels in assets and deposit relationships. Our deposit baseis at record levels and reflects nearly a $29 million increase
achieved the “old fashioned” way — we became the bank of choice for new relationships. Y our Corporation has stretched to over $396 million in assets also
while reducing borrowings by nearly $11 million. We were also lending during 2009, but not at the sake of future considerations and consequences. If fiscal
2009 was ayear framed by fighting through obstacles, then River Valley persevered and stands ready to benefit from the renewed promise of anew year.

The general economic headlinesin 2009 truly were not reflective of the realitiesin the performance of this community based institution. Y our Corporation
defied those tendencies and provided solid operating results, beyond the ordinary, in ayear of anything other than ordinary. Please take the time to review
the enclosed information and see why our service promise of “ Expect a Difference” has special meaning in this particular year.

Thank you for your participation and continued support.... for which we are extremely grateful.

Respectfully Submitted,

R e

Matthew P. Forrester
President, CEO




River Valley Bancorp

Sdlected Financial Data

Consolidated Balance Sheet Consolidated Statement of Income
As of December 31, 2009 For the Y ear Ended December 31, 2009
Assets Interest Income
Cash and due from banks $2,021,000 Loans $16,305,000
Interest bearing time deposits 9,465,000 Investment securities 2,726,000
Federal funds sold 1,901,000 Interest earning deposits and other 156,000
Investment securities 79,561,000 Total Interest Income 19,187,000
Loans, net of allowances for |oan losses 276,591,000
Mortgage loans held for sale 175,000 Interest Expense
Premises and equipment 7,522,000 Deposits 5,113,000
Other real estate, held for sale 253,000 Borrowings 4,209,000
Federal Home Loan Bank Stock 4,850,000 Total Interest Expense 9,322,000
Interest receivable 2,211,000
Cash value of lifeinsurance 8,202,000  Net Interest Income 9,865,000
Other assets 3,410,000 Provision for loan losses 2,883,000
Assets $396,162,000  Net Income after Provision for Loan Losses 6,982,000
Liabilities Other Income
Total deposits $276,586,000 Service fees and other charges 2,183,000
Borrowings 86,217,000 Net realized gain on securities 133,000
Other liabilities and interest payable 2,644,000 Net gain on sale of loans 1,033,000
Liabilities 365,447,000 Increase in cash value of lifeinsurance 330,000
Trust operationsincome 150,000
Equity Interchange fee income 309,000
Preferred Stock, no par value 5,000,000 Other income 30,000
Common Stock, no par value 7,471,000 Total Other Income 4,168,000
Retained earnings 17,791,000
Accumulated other comprehensive income 453,000 Other Expenses
Equity $30,715,000 Salaries and employee benefits 4,740,000
Liabilitiesand Net occupancy and equipment expense 1,231,000
Equity $396,162,000 Data processing fees 396,000
Advertising expense 366,000
Other Data Mortgage servicing rights 177,000
Interest rate spread 2.43% Office supplies 153,000
Net yield on interest earning assets 2.68% Professional fees 348,000
Averageyield on all interest-earning assets 5.20% FDIC premium assessment 667,000
Return on assets 0.44% Other expenses 1,226,000
(net income divided by average total assets) Total Other Expenses 9,304,000
Return on equity 6.48%  Income Before Income Tax 1,846,000
(net income divided by average total equity) Income tax expense 150,000
Equity to assetsratio 7.75%  Net Income $1,696,000
Dividend payout ratio 77.06% Basic earnings per share $1.10
(dividends per common share divided by net Diluted earnings per share $1.09
income per common share) Weighted Average Shares Outstanding-Basic 1,503,153

Number of full service banking offices 8 Weighted Average Shares Outstanding-Diluted 1,511,432




[photo omitted]

Dave Dionne
Independent Insurance
Agent, Madison
“All the people at River Valley

Financia arefriendly, courteous,

and very knowledgeable. The
community participation of
its employees and the
hometown service.”

[photo omitted]

Daniel Rodden-
Sheriff of Clark County
“Strong |eadership from top to
bottom; exceptionally friendly
and trustworthy.”

Expect A Difference...

Delivering On The Promise!
Customerswere asked two questions:
How would you describethe service at RVFB?

What aretwo thingsthat set RVFB apart from others?

[photo omitted]

Rogelio Valasco
El Nopal, Sellersburg
“Great all around service-
always ready and willing to
take care of my business and
personal financial needs.”

[photo omitted)]

Phil McCauley
Jeffersonville
“A bank and people you can
put your trustin. A
Great Bank!”

[photo omitted]

Jim Hamilton-Deputy
Sheriff, Carroll County, KY
“Always been good. They'll

work with you. It'slike

family, family oriented. Honest.”

[photo omitted]

SueLivers-Board Member,
King' s Daughters Hospital
and Health Services
Foundation Director
“Excellent. Their customer
service and community
involvement.”

[photo omitted]

Hazel Bales
Jeffersonville
“I'vefound River Valey
Financial to be avery honest
and trustworthy place to do
business with and invest
in, plus| redly love
their advertising.”

[photo omitted)]

Al and Connie Huntington-
Former Mayor of Madison
“Good care of assets, good
business ethics, great
operating hours.”




Celebrating Madison’s 2009 Bicentennial

[photos omitted)]
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K (“Form 10-K”) contains statements which constitute forward looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. These statements appear in anumber of placesin this Form 10-K and include statements regarding the intent,
belief, outlook, estimates or expectations of River Valley Bancorp, its directors, or its officers primarily with respect to future events and the future financial
performance of the Company. Readers of this Form 10-K are cautioned that any such forward looking statements are not guarantees of future events or
performance and involve risks and uncertainties, and that actual results may differ materially from those in the forward looking statements as aresult of
various factors. The accompanying information contained in this Form 10-K identifiesimportant factors that could cause such differences. These factors
include, but are not limited to, changesin interest rates; loss of deposits and loan demand to other financial institutions; substantial changesin financial
markets; changesin real estate values and the real estate market; regulatory changes; or turmoil and governmental intervention in the financial services
industry.

PART I

ITEM 1. BUSINESS.
BUSINESS

GENERAL

River Valley Bancorp (the “Holding Company” or “River Valley” and together with the “Bank,” the “Company”), an Indiana corporation, was formed in 1996
for the primary purpose of purchasing all of the issued and outstanding common stock of River Valley Financial Bank (formerly Madison First Federal
Savings and Loan Association; hereinafter “River Valley Financia” or the “Bank”) in its conversion from mutual to stock form. The conversion offering was
completed on December 20, 1996. On December 23, 1996, the Company utilized approximately $3.0 million of the net conversion proceeds to purchase 95.6%
of the outstanding common shares of Citizens National Bank of Madison (“ Citizens’), and River Valley Financial and Citizens merged on November 20, 1997.

The activities of the Holding Company have been limited primarily to holding the stock of River Valley Financial, which was organized in 1875 under the
laws of the United States of America. River Valley Financial, which provides banking services in a single significant business segment, conducts operations
from its eight full-service office locationsin Jefferson, Floyd and Clark Counties, Indiana, and Carroll County, Kentucky, and offers avariety of deposit and
lending servicesto consumer and commercial customers. The Company is subject to regulation, supervision and examination by the Office of Thrift
Supervision of the U.S. Department of Treasury (the “OTS"). River Valley Financial is subject to regulation, supervision and examination by the OTS and
the Federal Deposit Insurance Corporation (the “FDIC"). Depositsin River Valley Financial areinsured up to applicable limits by the Deposit Insurance
Fund of the FDIC.

The Bank historically has concentrated its lending activities on the origination of loans secured by first mortgage liens for the purchase, construction, or
refinancing of one- to four-family residential real property. One- to four-family residential mortgage loans continue to be the major focus of the Bank’sloan
origination activities, representing 45.4% of the Bank’stotal loan portfolio at December 31, 2009. The Bank identified loans totaling $175,000 as held for sale
at December 31, 2009. The Bank also offers multi-family mortgage loans, non-residential real estate loans, land loans, construction |oans, non-mortgage
commercial loans and consumer loans.




The Bank’s primary market areas are Jefferson, Floyd and Clark Countiesin southeastern Indiana and adjacent Carroll and Trimble Countiesin Kentucky.
The Company’s Internet addressis www.rvfbank.com, and the Company makes available all filings with the Securities and Exchange Commission viaits

internet website.

LOAN PORTFOLIO DATA

The following table sets forth the composition of the Bank’sloan portfolio as of December 31, 2009, 2008, 2007, 2006 and 2005 by loan type as of the dates
indicated, including areconciliation of gross |oans receivable after consideration of the allowance for loan |osses, deferred |oan origination costs and loans
in process. Historical datain thistable and others reporting loan portfolio data has been restated in some cases to conform to certain |oan recategorizations
employed as of December 31, 2009.

TYPE OF LOAN
Residential real estate:
One-to-four-family
Multi-family
Construction
Nonresidential real estate
Land loans

Consumer loans:
Automobile loans

L oans secured by deposits
Other

Commercid loans

Gross loans receivable

Add/(Deduct):

Deferred loan origination costs

Undisbursed portions of loans
in process

Allowance for loan losses

Net loans receivable

At December 31,
2009 2008 2007 2006 2005
Per cent Per cent Per cent Per cent Per cent
Amount  of Total Amount of Total Amount of Total Amount of Total Amount of Total
(Dollarsin thousands)
$ 127,397 4541% $140,433 4850% $ 128,177 48.47% $ 108,628 43.95% $ 101,282 42.94%
12,910 4.60% 9,924 3.43% 10,274 3.88% 9,613 3.89% 8,412 357%
7,867 2.80% 10,999 3.80% 14,319 5.41% 17,993 7.28% 13,549 5.74%
87,483 31.18% 83,400 28.80% 71,877 27.18% 71,610 28.97% 73,033 30.96%
23,065 8.22% 22,429 7.75% 16,729 6.33% 19,115 7.73% 19,506 8.27%
2,010 0.72% 2,416 0.83% 2,686 1.02% 2,853 1.15% 3,444 1.46%
634 0.23% 619 0.21% 632 0.24% 605 0.24% 511 0.22%
2,067 0.74% 2,023 0.70% 2,718 1.03% 2,801 1.14% 2,985 1.27%
17,129 6.10% 17,306 5.98% 17,043 6.44% 13,972 5.65% 13,147 5.57%
280,562 100.00% 289,549 100.00% 264,455 100.00% 247,190 100.00% 235,869 100.00%
464 2 503 2 494 2 487 2 488 2
(1,824) (7 (2,384) (.8) (4,113) (1.6) (3,614) (1.5) (5,152) (2.2)
(2,611) (.9) (2,364) (.8) (2,208) (.8) (2,176) (.9) (2,320) (1.0)
$276,591 98.6% $ 285,304 98.6% $ 258,628 97.8% $ 241,887 97.8% $ 228,885 97.0%

Thefollowing table setsforth certain information at December 31, 2009, regarding the dollar amount of loans maturing in the Bank’sloan portfolio based on
the contractual termsto maturity. Demand loans, loans having no stated schedule of repayments and no stated maturity and overdrafts are reported as due
inoneyear or less. This schedule does not reflect the effects of possible prepayments or enforcement of due-on-sale clauses. Management expects
prepayments will cause actual maturitiesto be shorter.

Balance
Outstanding at Due During Years Ended December 31
December 31, 2024 and
2009 2010 2011 2012 to 2013 2014 to 2018 2019 to 2023 following
(In thousands)
Residential real estate
loans:
One-to-four-family $ 127397 % 8,695 $ 723 % 1,000 $ 6,628 $ 10,948 $ 99,403
Multi-family 12,910 1,538 - - 742 209 10,421
Construction 7,867 7,867 - - - - -
Nonresidential Real
estate loans 87,483 3,037 249 1,658 4,773 12,069 65,697
Land loans 23,065 14,941 322 1,006 748 1,264 4,784
Consumer loans:
L oans secured by
deposits 634 477 45 98 14 - -
Other loans 4,077 1,065 667 1,578 767 - -
Commercia loans 17,129 8,852 1,026 2,364 4,697 190 -
Total $ 280562 $ 46472 $ 3032 $ 7704 $ 18369 $ 24680 $ 180,305




Thefollowing table sets forth, as of December 31, 2009, the dollar amount of all loans due after one year that have fixed interest rates and floating or
adjustableinterest rates.

Due After December 31, 2010
Fixed Rates Variable Rates Total
(In thousands)

Residential real estate |oans:

One-to-four-family $ 17469 $ 101,233 $ 118,702
Multi-family 556 10,816 11,372
Construction - - -
Nonresidential real estate loans 5,716 78,730 84,446
Land loans 359 7,765 8,124
Consumer loans:
L oans secured by deposits 157 - 157
Other loans 2,978 34 3,012
Commercia loans 7,627 650 8,277
Total $ 34862 $ 199228 $ 234,090

Residential Loans. Residential loans consist primarily of one- to four-family residential loans. Approximately $127.4 million, or 45.4% of the Bank’ s portfolio
of loans, at December 31, 2009, consisted of one- to four-family residential loans, of which approximately 83.6% had adjustable rates.

The Bank currently offers adjustable rate one- to four-family residential mortgage loans (“* ARMS”) which adjust annually and are indexed to the one-year
U.S. Treasury securities yields adjusted to a constant maturity, although until late 1995, the Bank’s ARMs were indexed to the 11th District Cost of Funds.
Some of the Bank’sresidential ARMs are originated at adiscount or “teaser” rate which is generally 150 to 175 basis points below the “fully indexed” rate.
These ARMs then adjust annually to maintain a margin above the applicable index, subject to maximum rate adjustments discussed below. The Bank’s
ARMSs have a current margin above such index of 3-3.5% for owner-occupied properties and 3.5% for non-owner-occupied properties. A substantial portion
of the ARMsin the Bank’s portfolio at December 31, 2009 provide for maximum rate adjustments per year and over thelife of the loan of 2% and 6%,
respectively, although the Bank also originates residential ARMs which provide for maximum rate adjustments per year and over the life of the loan of 1%
and 4%, respectively. The Bank’s ARMs generally provide for interest rate minimums equal to, or up to 1% below the origination rate. The Bank’s
residential ARMs are amortized for terms up to 30 years.

Adjustable rate |oans decrease the risk associated with changesin interest rates but involve other risks, primarily because as interest ratesrise, the
payments by the borrowers may rise to the extent permitted by the terms of the loan, thereby increasing the potential for default. Also, adjustable rate loans
have features which restrict changesin interest rates on a short-term basis and over the life of the loan. At the same time, the market value of the underlying
property may be adversely affected by higher interest rates.

The Bank currently offers fixed rate one- to four-family residential mortgage loans which provide for the payment of principal and interest over periods of 10
to 30 years. At December 31, 2009, approximately 16.4% of the Bank’s one- to four-family residential mortgage |oans had fixed rates. The Bank currently
underwrites aportion of its fixed-rate residential mortgage loansfor potential sale to the Federal Home Loan Mortgage Corporation (the “FHLMC”). The
Bank retains al servicing rights on the residential mortgage loans sold to the FHLMC. At December 31, 2009, the Bank had approximately $92.0 million of
fixed rate residential mortgage |oans which were sold to the FHLMC and for which the Bank provides servicing.

The Bank generally does not originate one- to four-family residential mortgage loansif the ratio of the loan amount to the lesser of the current cost or
appraised value of the property (the “Loan-to-Vaue Ratio”) exceeds 95% and generally does not originate one- to four-family residential ARMsif the Loan-
to-Value Ratio exceeds 90%. The Bank generally requires private mortgage insurance on al fixed rate conventional




one- to four-family residential real estate mortgage loans with Loan-to-Value Ratiosin excess of 80%. The cost of such insuranceis factored into the annual
percentage yield on such loans, and is not automatically eliminated when the principal balanceis reduced over the term of the loan. During 2009 the Bank
originated and retained $4.1 million of fixed rate one- to four-family residential mortgage loans. Typically, these loans would be sold into the secondary
market, however approximately $1.1 million of these loans were originated to existing customers and were retained, rather than sold, due to tightened lending
standards in the secondary market. The remainder were short-term loans made for avariety of purposes including two originated for the restructuring of
existing debt.

Substantially all of the one- to four-family residential mortgage loans that the Bank originatesinclude “due-on-sale” clauses, which give the Bank the right
to declare aloan immediately due and payable in the event that, anong other things, the borrower sells or otherwise disposes of the real property subject to
the mortgage and the loan is not repaid.

At December 31, 2009, the Bank had outstanding approximately $12.2 million of home equity loans, with unused lines of credit totaling approximately $15.4
million. One home equity loan, in the amount of $3,600 was included in non-performing assets as of December 31, 2009. The Bank’s home equity lines of
credit are adjustable rate lines of credit tied to the prime rate and are amortized based on a 10- to 20-year maturity. The Bank generally allows amaximum 85%
Loan-to-Value Ratio for its home equity |oans (taking into account any other mortgages on the property). Payments on such home equity loans are equal to
1.5% of the outstanding principal balance per month, or on newer home equity loans, to the interest accrued at the end of the period.

The Bank also offers standard second mortgage |oans, which are adjustable rate loans tied to the U.S. Treasury securities yields adjusted to a constant
maturity with a current margin above such index of 3.5-4%. The Bank’s second mortgage | oans have maximum rate adjustments per year and over the terms
of theloans equal to 2% and 6%, respectively. The Bank’s second mortgage |oans have terms of up to 30 years.

At December 31, 2009, $1.9 million of one- to four-family residential mortgage loans, or 0.7% of total loans, wereincluded in the Bank’s non-performing
assets.

Construction Loans. The Bank offers construction loans with respect to residential and nonresidential real estate and, in certain cases, to builders or
developers constructing such properties on a speculative basis (i.e., before the builder/devel oper obtains a commitment from a buyer).

Generally, construction loans are written as 12-month loans, either fixed or adjustable, with interest cal culated on the amount disbursed under the loan and
payable on asemi-annual or monthly basis. The Bank generally requires an 80% L oan-to-Value Ratio for its construction loans, although the Bank may
permit an 85% L oan-to-Value Ratio for one- to four-family residential construction loans. Inspections are generally made prior to any disbursement under a
construction loan, and the Bank does not charge commitment fees for its construction loans.

At December 31, 2009, $7.9 million, or 2.8% of the Bank’s total loan portfolio, consisted of construction loans. The largest construction loan at December 31,
2009 totaled $1.3 million. Non-performing construction loans at December 31, 2009 totaled $225,000, which isless than 0.1% of the Bank’s total loan
portfolio.

While providing the Bank with a comparable, and in some cases higher, yield than a conventional mortgage loan, construction loans involve a higher level
of risk. For example, if aproject is not completed and the borrower defaults, the Bank may have to hire another contractor to complete the project at a higher
cost. Also, aproject may be completed, but may not be saleable, resulting in the borrower defaulting and the Bank taking title to the project.




Nonresidential Real Estate Loans. At December 31, 2009, $87.5 million, or 31.2% of the Bank’ s total loan portfolio, consisted of nonresidential real estate
loans. Nonresidential real estate loans are primarily secured by real estate such as churches, farms and small business properties. The Bank generally
originates nonresidential real estate, as adjustable rate loans of varying rates with lock-in terms of up to 10 yearsindexed to the one-year U.S. Treasury
securities yields adjusted to a constant maturity, written for maximum terms of 30 years. The Bank’s adjustable rate nonresidential real estate loans have
maximum adjustments per year and over thelife of the loan of 2% and 6%, respectively, and interest rate minimums of 1% below the origination rate. The
Bank generally requires a L oan-to-Value Ratio of up to 80%, depending on the nature of thereal estate collateral.

The Bank underwritesits nonresidential real estate |oans on a case-by-case basis and, in addition to its normal underwriting criteria, evaluatesthe
borrower’s ability to service the debt from the net operating income of the property. As of December 31, 2009, the Bank’s largest nonresidential real estate
loan was $4.4 million. Nonresidential real estate loansin the amount of $2.2 million, or 0.8% of total loans, were included in non-performing assets at
December 31, 2009.

L oans secured by nonresidential real estate generally are larger than one- to four-family residential loans and involve a greater degree of risk. Nonresidential
real estate |oans often involve large loan balances to single borrowers or groups of related borrowers. Payments on these |oans depend to alarge degree on
results of operations and management of the properties and may be affected to a greater extent by adverse conditionsin the real estate market or the
economy in general. Accordingly, the nature of the loans makes them more difficult for management to monitor and eval uate.

Multi-family Loans. At December 31, 2009, approximately $12.9 million, or 4.6% of the Bank’s total loan portfolio, consisted of mortgage |oans secured by
multi-family dwellings (those consisting of more than four units). The Bank writes multi-family loans on terms and conditions similar to its nonresidential real
estate loans. The largest multi-family loan in the Bank’s portfolio as of December 31, 2009 was $1.5 million and was secured by multiple single family homes
in Scottsburg, Indianaand New Albany, Indiana. One multi-family loan in the amount of $225,000 wasincluded in non-performing assets as of December 31,
20009, representing less than 0.1% of total loans.

Multi-family loans, like nonresidential real estate |oans, involve agreater risk than residential loans. See “Nonresidential Real Estate Loans” above. Also,
the loan-to-one borrower limitations restrict the ability of the Bank to make loans to devel opers of apartment complexes and other multi-family units.

Land Loans. At December 31, 2009, approximately $23.1 million, or 8.2% of the Bank’s total loan portfolio, consisted of mortgage |oans secured by
undeveloped real estate. The Bank’sland loans are generally written on terms and conditions similar to its nonresidential real estate loans. Some of the
Bank’sland loans are land development loans, i.e., the proceeds of the loans are used for improvementsto the real estate such as streets and sewers. At
December 31, 2009, the Bank’s largest land loan totaled $2.5 million. Non-performing land loans in the amount of $2.2 million wereincluded in total non-
performing assets as of December 31, 2009, representing 0.8% of total loans.

Land loans are more risky than conventional loans since land development borrowers who are over budget may divert the loan fundsto cover cost over-
runs rather than direct them toward the purpose for which such loans were made. In addition, those loans are more difficult to monitor than conventional
mortgage |oans. As such, adefaulting borrower could cause the Bank to taketitle to partially improved land that is unmarketable without further capital
investment.

Commercial Loans. At December 31, 2009, $17.1 million, or 6.1% of the Bank’s total loan portfolio, consisted of non-mortgage commercial loans. The Bank’s
commercial loans are written on either afixed rate or an adjustable rate basis with terms that vary depending on the type of security, if any. At December 31,
2009, approximately $15.1 million, or 90.3%, of the Bank’s commercial |oans were secured




by collateral, generally in the form of equipment, inventory, crops or, in some cases, real estate. The Bank’s adjustable rate commercial loans are generally
indexed to the prime rate with varying margins and terms depending on the type of collateral securing the loans and the credit quality of the borrowers. At
December 31, 2009, the largest commercial loan was $1.3 million. As of the same date, commercial loans totaling $450,000, or 0.2% of total loans, were
included in non-performing assets.

Commercial loanstend to bear somewhat greater risk than residential mortgage loans, depending on the ability of the underlying enterprise to repay the
loan. Further, they are frequently larger in amount than the Bank’s average residential mortgage loans.

Consumer Loans. The Bank’s consumer loans, consisting primarily of auto loans, home improvement loans, unsecured installment loans, |oans secured by
deposits and mobile home loans, aggregated approximately $4.7 million at December 31, 2009, or 1.7% of the Bank’s total loan portfolio. The Bank originates
consumer |oans to meet the needs of its customers and to assist in meeting its asset/liability management goals, although demand for these types of loans
has steadily decreased over the past few years. All of the Bank’s consumer loans, except |oans secured by deposits, are fixed rate loans with termsthat vary
from six months (for unsecured installment loans) to 66 months (for home improvement loans and loans secured by new automobiles). At December 31, 2009,
96.4% of the Bank’s consumer loans were secured by collateral.

The Bank’s loans secured by deposits are made in amounts up to 90% of the current account balance and accrue at arate of 2% over the underlying
passbook or certificate of deposit rate.

The Bank offers only direct automobileloans.

Consumer loans may entail greater risk than residential mortgage loans, particularly in the case of consumer |oans which are unsecured or are secured by
rapidly depreciable assets, such as automobiles. Further, any repossessed collateral for a defaulted consumer loan may not provide an adequate source of
repayment of the outstanding loan balance. In addition, consumer loan collections depend upon the borrower’s continuing financial stability, and thus are
more likely to be affected by adverse personal circumstances. Furthermore, the application of various federal and state laws, including bankruptcy and
insolvency laws, may limit the amount which can be recovered on such loans. At December 31, 2009, consumer |oans amounting to $9,000 were included in
non-performing assets.

Origination, Purchase and Sale of Loans. The Bank historically originated its ARMs pursuant to its own underwriting standards. In 1996, the Bank began
underwriting fixed rate residential mortgage loans for potential sale to the FHLMC on a servicing-retained basis. Loans originated for sale to the FHLMC in
the secondary market are originated in accordance with the guidelines established by the FHLMC and are sold promptly after they are originated. The Bank
receives a servicing fee of one-fourth of 1% of the principal balance of all loans serviced. At December 31, 2009, the Bank serviced $92.0 million in loans sold
tothe FHLMC.

The Bank confinesits loan origination activities primarily to Jefferson, Clark and Floyd Countiesin Indianaand Trimble, Carroll, and Jefferson Countiesin
Kentucky, with some activity in the areas adjacent to these counties. At December 31, 2009, the Bank held loans totaling approximately $63.2 million that
were secured by property located outside of Indiana. The Bank’sloan originations are generated from referrals from existing customers, real estate brokers
and newspaper and periodical advertising. Loan applications are taken at any of the Bank’s eight full-service offices.

The Bank’s loan approval processes are intended to assess the borrower’s ability to repay the loan, the viability of the loan and the adequacy of the value
of the property that will secure the loan. To assess the borrower’s ability to repay, the Bank eval uates the employment and credit history and information on
the historical and projected income and expenses of its borrowers.




Under the Bank’slending policy, aloan officer may approve mortgage loans up to $150,000, a Senior Loan Officer may approve mortgage |oans up to
$417,000 and the President may approve mortgage loans up to $500,000. All other mortgage loans must be approved by at least four members of the Bank’s
Board of Directors. The lending policy further provides that |0ans secured by readily marketable collateral, such as stock, bonds and certificates of deposit
may be approved by a L oan Officer for up to $150,000, by a Senior Loan Officer for up to $300,000 and by the President up to $400,000. L oans secured by
other non-real estate collateral may be approved by a Loan Officer for up to $50,000, by a Senior Loan Officer up to $100,000 and by the President up to
$200,000. Finally, the lending policy provides that unsecured loans may be approved by a L oan Officer up to $15,000 or up to $25,000 by a Senior Loan
Officer or up to $50,000 by the President. All other unsecured |oans or loans secured by non-real estate collateral must be approved by at least four members
of the Bank’s Board of Directors.

The Bank generally requires appraisals on al real property securing itsloans and requires an attorney’s opinion or titleinsurance and avalid lien on the
mortgaged real estate. Appraisals for all real property securing mortgage loans are performed by independent appraisers who are state-licensed. The Bank
requires fire and extended coverage insurance in amounts at least equal to the principal amount of the loan and also requires flood insurance to protect the
property securing the loan if the property isin aflood plain. The Bank also generally requires private mortgage insurance only on fixed rate residential
mortgage loans with Loan-to-Value Ratios of greater than 80%. The Bank does not require escrow accounts for insurance premiums or taxes.

The Bank’ s underwriting standards for consumer and commercial |oans are intended to protect against some of the risks inherent in making such loans.
Borrower character, paying habits and financial strengths are important considerations.

The Bank occasionally purchases and sells participations in commercial oans, non-residential real estate and multi-family loansto or from other financial
institutions. At December 31, 2009, the Bank held no participation loansin its loan portfolio.

The following table shows |oan disbursement and repayment activity for the Bank during the periods indicated.

Year Ended December 31
2009 2008 2007
(In thousands)

Loans Disbursed:
Residential real estate loans $ 73315 $ 49384 $ 52,221
Multi-family loans 2,149 2,460 2,351
Construction loans 3,943 7,333 10,708
Non-residential real estate loans 7,071 18,567 10,455
Land loans 11,996 8,152 10,353
Consumer and other loans 3,178 3,081 4,037
Commercid loans 27,733 38,666 19,753
Total loans disbursed 129,385 127,643 109,878
Reductions:
Sales 45,498 10,009 6,514
Principal loan repayments and other (1) 92,600 90,958 86,623
Total reductions 138,098 100,967 93,137
Net Increase (decrease) $ (8713) $ 26676 $ 16,741

(1) Other items consist of amortization of deferred loan origination costs, the provision for losses on loans and net charges to the allowance for loan
|osses.

Origination and Other Fees. The Bank realizesincome from loan origination fees, loan servicing fees, late charges, checking account service charges and
feesfor other miscellaneous services. Late charges are generally assessed if payment is not received within a specified number of days after it isdue. The
grace period depends on the individual loan documents.




NON-PERFORMING AND PROBLEM ASSETS

Mortgage loans are reviewed by the Bank on aregular basis and are placed on anon-accrual status when management determines that the collectibility of
theinterest isless than probable or collection of any amount of principal isin doubt. Generally, when loans are placed on non-accrual status, unpaid
accrued interest iswritten off, and further income is recognized only to the extent received. The Bank delivers delinquency notices with respect to all
mortgage |oans contractually past due 5 to 10 days. When loans are 30 days in default, personal contact is made with the borrower to establish an
acceptable repayment schedule. Management is authorized to commence foreclosure proceedings for any loan upon making adetermination that itis
prudent to do so.

Commercial and consumer loans are treated similarly. Interest income on consumer, commercial and other non-mortgage loansis accrued over the term of the
loan except when serious doubt exists as to the collectibility of aloan, in which case accrual of interest is discontinued and the loan is written-off, or written
down to the fair value of the collateral securing theloan. It isthe Bank’s policy to recognize losses on these |oans as soon as they become apparent.

Non-performing Assets. At December 31, 2009, $7.2 million, or 1.82% of consolidated total assets, were non-performing loans compared to $1.0 million,
or .28% of consolidated total assets, at December 31, 2008. The balance of non-performing assets was real estate owned (REO), comprised of real estate
taken during forclosure proceedings, held at December 31, 2009, in the amount of $253,000 and troubled debt restructured at December 31, 2009 in the
amount of $1.7 million.

The increase in non-performing assets period to period was primarily due to the addition of two relationships which represent $5.0 million of the $7.2 million
in non-performing loans at December 31, 2009 and increasesin troubled debt restructured.

Thefirst, asingle loan relationship consisting of six loans, originally totaling $4.9 million, was added to the Bank’simpaired loan listing in 2009. All oansin
this relationship were current at December 31, 2008. In December 2009, partial charge-off of estimated confirmed losses were taken on these loans totaling
$1.3 million, bringing the oustanding balance on these loans to $3.6 million at December 31, 2009. All of theloansin this relationship are secured by real
estate collateral, with updated appraisals as of the charge-off date. Two of the propertiesincluded in this relationship are pending sale and are expected to
meet or exceed the December 31, 2009 |oan value.

Management determines “confirmed loss” by using updated property values, supported by appraisals, |ess estimated cost to sell. Asof year end,
experience showed that the typical cost to sell in the Bank’s market areawas approximately 4% of loan value.

A second problem relationship was identified in 2009, involving six loans totaling $1.6 million. Currently, and throughout 2009, management worked with this
borrower to arrive at aworkout of the situation. In December, partial charge-off of estimated confirmed losses were taken on these loansin the amount of
$186,000, bringing the outstanding balance to $1.4 million. All of the loansin thisrelationship are secured by real estate collateral, with updated appraisals
as of the charge-off date.
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The table below sets forth the amounts and categories of the Bank’s non-performing assets (non-performing loans, foreclosed real estate and troubled debt
restructurings) for the last three years. It isthe policy of the Bank that all earned but uncollected interest on all past due loansis reviewed monthly to
determine what portion thereof should be classified as uncollectible for |oans past due in excess of 90 days. Uncollectible interest is written off monthly.

At December 31
2009 2008 2007
(In thousands)

Non-performing assets:

Non-performing loans $ 719 $ 1045 $ 1,825
Troubled debt restructured 1,651 - -
Total non-performing loans and troubled debt restructured 8,850 1,045 1,825
Foreclosed real estate 253 259 184
Total non-performing assets $ 9103 $ 1,304 $ 2,009
Total non-performing loansto total loans 3.20% 0.37% 0.71%
Total non-performing assets to total assets 2.30% 0.35% 0.57%

At December 31, 2009, the Bank held loans delinquent from 30 to 89 days totaling $3.0 million. As of that date, management was not aware of any other
assets that would need to be disclosed as non-performing assets.

Delinquent Loans. The following table setsforth certain information at December 31, 2009, 2008, and 2007 relating to delinquenciesin the Bank’s portfolio.
Delinquent loans that are 90 days or more past due are considered non-performing assets.

At December 31, 2009 At December 31, 2008 At December 31, 2007
30-89 Days 90 Daysor More 30-89 Days 90 Daysor More 30-89 Days 90 Daysor More
Number Principal Number Principal Number Principal Number Principal Number Principal Number Principal
of Balance of Balance of Balance of Balance of Balance of Balance

Loans of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans
(Doallarsin thousands)

Residential real estate

|oans 14 3% 724 18 $ 2117 8 % 412 9% 752 15 $ 1064 14 3 657
Construction loans 2 288 1 224 2 261 - - 1 30 - -
Land loans 1 33 5 2,236 1 45 - - 1 46 1 225
Non-residential real

estate loans 4 1,767 7 2,163 2 585 2 160 2 376 3 568
Consumer loans 17 70 6 9 13 54 5 24 13 63 1 2
Commercial loans 7 161 5 450 6 663 3 109 5 419 3 373

Total 45 $ 3043 42 $ 7,199 32 $ 2020 19 $§ 1045 37 $ 1998 2 $ 1825
Delinquent loansto

total loans 3.70% 1.07% 1.48%

Classified Assets. Federal regulations and the Bank’s Asset Classification Policy provide for the classification of loans and other assets such as debt and
equity securities of lesser quality as “substandard,” “doubtful,” or “loss” assets. An asset is considered “substandard” if it isinadequately protected by
the current net worth and paying capacity of the obligor or of the collateral pledged, if any. “ Substandard” assets include those characterized by the
“distinct possibility” that the Bank will sustain “someloss” if the deficiencies are not corrected. Assets classified as “ doubtful” have all of the weaknesses
inherent in those classified “ substandard,” with the added characteristic that the weaknesses present make “ collection or liquidation in full,” on the basis of
currently existing facts, conditions, and values, “highly questionable and improbable.” Assets classified as“loss” are those considered “uncollectible” and
of such little value that their continuance as assets without the establishment of a specific lossreserve is not warranted.

Aninsured institution is required to establish general allowances for |oan lossesin an amount deemed prudent by management for loans classified

substandard or doubtful, as well asfor other problem loans. General allowances represent loss allowances which have been established to recognize the
inherent risk
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associated with lending activities, but which, unlike specific alowances, have not been allocated to particul ar problem assets. When an insured institution
classifies problem assets as “loss,” it isrequired either to establish a specific allowance for losses equal to 100% of the amount of the asset so classified or
to charge off such amount. An institution’s determination as to the classification of its assets and the amount of its valuation allowancesis subject to
review by the OTS, which can order the establishment of additional general or specific loss allowances.

Not all of the Bank’s classified assets constitute non-performing assets. Historically, management has been conservative inits listing of assets as classified,
especially in comparison to peer classification of similar assets and to actual delinquency status. For this reason the amount of classified assets for the Bank
may appear high in relation to actual delinquencies. Thisindicates a diligence by the Bank in management of problem |oans, as the Bank usesthe
classification listing asa “watch list” of loans that management believes to be potentially problematic, rather than just alisting of known problem loans.
Lower than peer delinquencies are the result of this conservative and proactive approach to management of the classified list.

The classification of assetslisting is evaluated monthly by acommittee comprised of lending personnel, the Bank Chief Executive Officer, the Chief
Financial Officer, and the Bank’s Internal Auditor. The list encompasses entire relationships, rather than single problem loans, and removal of loans from the
list isonly approved by the committee upon demonstrated performance by the borrower.

At December 31, 2009, the aggregate amount of the Bank’s classified assets are as follows:

At December 31, 2009
(In thousands)

Substandard assets $ 14,482
Doubtful assets 180
L oss assets -

Total classified assets $ 14,662

The Bank regularly reviewsitsloan portfolio to determine whether any loans require classification in accordance with applicable regulations. Not all of the
Bank's classified assets constitute non-performing assets.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is maintained through the provision for loan losses, which is charged to earnings. The provision for loan losses is determined
in conjunction with management’s review and evaluation of current economic conditions (including those of the Bank’s lending area), changesin the
character and size of the loan portfolio, loan delinquencies (current status as well as past and anticipated trends) and adequacy of collateral securing loan
delinquencies, historical and estimated net charge-offs and other pertinent information derived from areview of the loan portfolio. In management’s opinion,
the Bank's allowance for loan losses is adequate to absorb probable incurred losses from loans at December 31, 2009. However, there can be no assurance
that regulators, when reviewing the Bank’s loan portfolio in the future, will not requireincreasesin its allowances for loan losses or that changesin
economic conditionswill not adversely affect the Bank’sloan portfolio. In December 2009, the Bank took partial charge-offstotaling $2.4 million on $10.5
million in loans previously covered by specific reserves through the allowance for loan loss. As aresult, as of December 31, 2009, the Bank had no specific
reserve amountsin its allowance.

In compliance with regulatory guidance and in reaction to the economic factors at work during 2009, management reviewed and revised the methodolgy for

evaluating the adequacy of its allowance for loan and lease losses during the fourth quarter of 2009. Management made the following changes to the
methodology:
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Increased segmentation of loan types. Previously the Bank used general loan groups to evaluate historical charge-off activity. Thiswas acceptable
due to the historically minimal amount of charge-off activity and the low delinquency rates experienced by the Bank. Historical analysis of four
general loan groups was expanded to 12 regulatory groupings, each relative to a specific risk-related loan type. Each of the 12 groups was
evaluated for charge-off activity and relevance to the existing loan portfolio, in arriving at historical loss factors by group. These loss factors are
used in arriving at estimates as to the adequacy of the allowance.

Decrease in historical look-back period. Previously the Bank used afive-year historical period in evaluating |oss experience. Thiswas reduced to
three years to more timely and accurately reflect the effect of the recent economic downturn.

Increased evaluation of “concentration” areas. Commercia relationships were reviewed during the fourth quarter of 2009 and areas of risk
concentration were identified. This allowed management to target these areas in the allowance analysis and establish the capability to compare
these concentrations and any associated |osses going forward. This datais as of yet only potentially useful asthe realized charge-offs of the Bank
for the concentration areas have been low, and in most instances nonexistent. As charge-offs of these concentration areas occur, experience data
can be formed.

Partial charge-off of previously allocated specific reserves. Management has been proactive and prudent in identifying the potential for loss on
specific loans and loan relationships, and in prior periods has established “ specific reserves’ within the allowance for loan loss for those potential
losses. Specific reserves are estimates, based on collected data such as updated appraisals, analysis of the financial condition of the borrower, and
estimates of the outcome in the event of failure of the loan. Specific reserves are not realized charge-offs since the outcome of the loan relationship
is undetermined. Regulatory pressure has been to include these specific reserve estimates as realized charge-offsin the computation of historical
charge-off data. In December 2009, in response to this pressure, management elected to include these specific reserve estimates as charge-offs
within the allowance for loan losses activity to provide consistency between the historical charge-off data utilized within the allowance analysis
and the actual account activity. Thisresulted in partial charge-offs as of December 31, 2009 of $2.4 million. Of total gross charge-offs of $2.8 million
for the year ended December 31, 2009, $2.4 million was for partia charge-offs and the remaining $400,000 was for realized charge-offs from
foreclosure activity. Recoveries of previously charged-off amounts were $127,000 for the period.
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Summary of Loan Loss Experience. The following table analyzes changesin the allowance during the five years ended December 31, 20009.

Year Ended December 31,
2009 2008 2007 2006 2005
(Dollarsin thousands)

Balance at beginning of period $ 2364 $ 2208 $ 2176 $ 2320 $ 2,364
Charge-offs:

Real estate loans (2,453) (782) (270) (247) (190)

Consumer (169) (183) (183) (178) (217)

Commercid loans (141) (83) (213) (19) -

Total charge-offs (2,763) (1,048) (666) (444) (407)

Recoveries 127 124 136 36 75

Net charge-offs (2,636) (924) (530) (408) (332)
Provision for losses on loans 2,883 1,080 562 264 288

Balance end of period $ 2611 $ 2364 $ 2208 $ 2176 $ 2,320
Allowance for loan losses as a percent of total loans

outstanding .94% .82% .83% .89% 1.00%
Ratio of net charge-offs to average loans outstanding before

net items .94% .32% .20% 17% 14%

Allocation of Allowance for Loan Losses. The following table presents an analysis of the allocation of the Bank’s allowance for loan losses at the dates
indicated. Decreases seen in the “unallocated” category reflect more precise allocation of |oan types and concentrations within the revised methodology.

At December 31,
2009 2008 2007 2006 2005

Per cent Per cent Per cent Per cent Per cent
of loans of loans of loans of loans of loans

in each in each in each in each in each
category category category category category

tototal tototal tototal tototal tototal

Amount loans Amount loans Amount loans Amount loans Amount loans

(Dollarsin thousands)
Balance at end of period

applicableto:
Residential real estate $ 898 528% $ 602 55.7% $ 743 57.8% $ 954 55.1% $ 1,102 52.3%
Nonresidential real estate 1,570 394 967 36.6 748 335 741 36.7 690 39.2
Consumer loans 31 17 77 17 57 23 171 25 156 29
Commercia loans 46 6.1 158 6.0 144 6.4 114 5.7 98 5.6
Unallocated 66 - 560 - 515 - 196 - 274 -
Total $ 2611 100.0% $ 2364 100.0% $ 2,208 100.0% $ 2176 100.0% $ 2320 100.0%

INVESTMENTS AND MORTGAGE-BACKED SECURITIES

Investments. The Bank’s investment portfolio (excluding mortgage-backed securities) consists of U.S. government and agency obligations, corporate
bonds, municipal securities and Federal Home Loan Bank (“FHLB”) stock. At December 31, 20009, total investmentsin the portfolio, as defined above and
including mortgage-backed securities, had a combined carrying value of approximately $84.4 million, or 21.3%, of the consolidated total assets.

Investments reported in the financial statements of the Company are held both at the Bank level and at the Bank’s Nevada subsidiaries. All Company
investments are available for sale, but the intent of the Company isto hold investments to maturity. Liquidity is met through a combination of deposit
growth, borrowing from the Federal Home Loan Bank of Indianapolis, and if needed, sale of investments held at the Bank level. Securities held through the
Nevada subsidiaries are held primarily for investment purposes. Securities held at the Bank level are held primarily for liquidity purposes. In 2008 liquidity
needs were met
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primarily through deposit growth and the same held true for 2009, with purchases of investments at both the Bank level and the subsidiary level as cash
levelsincreased over the year. Sales of investments over the last 18 months have been made primarily to take advantage of gain positions on short-term
investments, especially those expected to be called in the near future.

The majority of the growth, 2008 to 2009, wasin U.S. government and agency securities, all government guaranteed issues, and most at yields of less than
2%. Over $34 million in agency securities were purchased at the Bank level in 2009, to provide an earning opportunity for excess funds, while maintaining
liquidity. Growth in the investment portfolio (Nevada) has been primarily in guaranteed mortgage-backed securities and municipals. During 2009, the cost
basis of mortgage-backed securities grew by $8.3 million while municipal investments grew slightly less than $3.3 million. As of December 31, 2009, the
portfolio wasin anet unrealized gain position of $695,000.

The following table sets forth the amortized cost and the market value of the Bank's investment portfolio, excluding mortgage-backed investments, at the
datesindicated.

At December 31,
2009 2008 2007
Amortized Amortized
Amortized Cost  Market Value Cost Market Value Cost Market Value

(In thousands)

Availablefor sae:

U.S. Government and agency obligations $ 30,164 $ 30,397 $ 12,900 $ 13362 $ 35821 3% 36,123
Municipal securities 20,243 20,665 16,978 16,332 15,598 15,644
Corporate bonds 1,777 848 4,414 3,641 888 888
Total availablefor sale 52,184 51,910 34,292 33,335 52,307 52,655
FHLB stock 4,850 4,850 4,850 4,850 4,750 4,750
Total investments $ 57034 $ 56,760 $ 39,142 $ 38,185 $ 57057 $ 57,405

Thefollowing table sets forth the amount of investment securities (excluding FHLB stock and mortgage- backed investments) which mature during each of
the periodsindicated and the weighted average yields for each range of maturities at December 31, 2009.

Amount at December 31, 2009 which maturesin

LessThan OneYear OneYear toFive Years Fiveto Ten Years After Ten Years
Amortized Average Amortized Average Amortized Average Amortized Average
Cost Yield Cost Yield Cost Yield Cost Yield

(Dollarsin thousands)

U.S. Government and agency

obligations $ = % $ 19,080 220% $ 7,119 3.28% $ 3,965 5.24%
Municipal securities 470 4.70 1,222 5.61 7,630 5.66 10,921 6.38
Corporate = = = = = = 1777 1.06

Mortgage-Backed Securities. The Bank maintains a portfolio of mortgage-backed pass-through securitiesin the form of FHLMC, FNMA and Government
National Mortgage Association (“GNMA") participation certificates. Mortgage-backed pass-through securities generally entitle the Bank to receive a
portion of the cash flows from anidentified pool of mortgages and gives the Bank an interest in that pool of mortgages. FHLMC, FNMA and GNMA
securities are each guaranteed by its respective agencies as to principal and interest.
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Although mortgage-backed securities generally yield less than individual loans originated by the Bank, they present less credit risk. Because mortgage-
backed securities have alower yield relative to current market rates, retention of such investments could adversely affect the Bank’s earnings, particularly in
arising interest rate environment. The mortgage-backed securities portfolio is generally considered to have very low credit risk because they are guaranteed
asto principal repayment by the issuing agency.

In addition, the Bank has purchased adjustable rate mortgage-backed securities as part of its effort to reduce itsinterest rate risk. In a period of declining
interest rates, the Bank is subject to prepayment risk on such adjustabl e rate mortgage-backed securities. The Bank attempts to mitigate this prepayment risk
by purchasing mortgage-backed securities at or near par. If interest rates rise in general, the interest rates on the |oans backing the mortgage-backed
securities will also adjust upward, subject to the interest rate capsin the underlying mortgage loans. However, the Bank is still subject to interest rate risk on
such securitiesif interest rates rise faster than 1% to 2% maximum annual interest rate adjustments on the underlying loans.

At December 31, 2009, the Bank had mortgage-backed securities with a carrying value of approximately $27.7 million, al of which were classified as available
for sale. These mortgage-backed securities may be used as collateral for borrowings and, through repayments, as a source of liquidity.

Thefollowing table sets forth the amortized cost and market value of the Bank’s mortgage-backed securities at the dates indicated.

At December 31,
2009 2008 2007
Amortized Amortized
Amortized Cost  Market Value Cost Market Value Cost Market Value

(In thousands)
Availablefor sale:

Government Agency securities $ 14869 $ 15436 $ 10626 $ 10955 $ 5275 $ 5,353
Collateralized mortgage obligations 11,813 12,215 7,750 7,994 981 991
Total mortgage-backed securities $ 26682 $ 27651 $ 18,376 $ 18949 $ 6256 $ 6,344

The following table sets forth the amount of mortgage-backed securities which mature during each of the periods indicated and the weighted average yields
for each range of maturities at December 31, 20009.

Amount at December 31, 2009 which maturesin

LessThan OneYear OneYear toFive Years Fiveto Ten Years After Ten Years
Amortized Average Amortized Average Amortized Average Amortized Average
Cost Yield Cost Yield Cost Yield Cost Yield

(Dollarsin thousands)
M ortgage-backed securities
availablefor sale $ - % $ - % $ 1,000 559% $ 13,869 4.61%
CMOs - - - - - - 11,813 4.65
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The following table sets forth the changes in the Bank’s mortgage-backed securities portfolio at amortized cost for the years ended December 31, 2009, 2008,
and 2007.

For the Year Ended December 31,
2009 2008 2007
(Dollarsin thousands)

Beginning balance $ 18376 $ 6256 $ 68
Purchases 12,696 13,650 6,423
Sales proceeds - - -
Repayments (4,404) (1,571) (236)
L osses on sales - - -
Premium and discount amortization, net 14 41 1
Ending balance $ 26682 $ 18376 $ 6,256

SOURCES OF FUNDS

General. Deposits have traditionally been the Bank’s primary source of funds for use in lending and investment activities. In addition to deposits, the Bank
derives funds from scheduled loan payments, investment maturities, |oan prepayments, retained earnings, income on earning assets, and borrowings. While
scheduled loan payments and income on earning assets are relatively stable sources of funds, deposit inflows and outflows can vary widely and are
influenced by prevailing interest rates, market conditions, and levels of competition. Borrowings from the FHLB of Indianapolis may be used in the short
term to compensate for reductions in deposits or deposit inflows at |ess than projected levels.

Deposits. Deposits are attracted, principally from within Jefferson County, through the offering of a broad selection of deposit instrumentsincluding fixed
rate certificates of deposit, NOW, MMDAs and other transaction accounts, individual retirement accounts and savings accounts. The Bank actively solicits
and advertises for deposits outside of Jefferson County. Since the opening of our branchesin Sellersburg, Indiana (Clark County), Charlestown, Indiana
(Clark County), Floyds Knobs, Indiana (Floyd County) and the branch in Carrollton, Kentucky (Carroll County), the Bank’s market area has expanded. In
March 2010, the Bank entered into an agreement to purchase a branch banking office in New Albany, Indiana (Floyd County), and assuming regulatory
approval and the closing of the purchase agreement, the Bank hopes to begin operating the branch in the third quarter of 2010. Thiswill enhance the
existing services provided by the Bank for that area. Depositswill come from all of our market area. Deposit account terms vary, with the principal
differences being the minimum balance required, the amount of time the funds remain on deposit and the interest rate. The Bank does not pay afee for any
depositsit receives.

Interest rates paid, maturity terms, service fees and withdrawal penalties are established by the Bank on a periodic basis. Determination of rates and terms
are predicated on funds acquisition and liquidity requirements, rates paid by competitors, growth goals and applicable regulations. The Bank relies, in part,
on customer service and long-standing relationships with customersto attract and retain its deposits, but also closely pricesits depositsin relation to rates
offered by its competitors.

The flow of depositsis influenced significantly by general economic conditions, changes in money market and prevailing interest rates and competition.
The variety of deposit accounts offered by the Bank has allowed it to be competitive in obtaining funds and to respond with flexibility to changesin
consumer demand. The Bank has become more susceptibl e to short-term fluctuations in deposit flows as customers have become more interest rate
conscious. The Bank manages the pricing of its deposits in keeping with its asset/liability management and profitability objectives. Historically, NOW and
MMDAs have been relatively stable sources of deposits. However, during 2009, transactional deposits, and primarily NOW and MM DA deposits,
increased from $118.4 million at December 31, 2008 to $129.6 million at December 31, 2009, an increase of $11.2 million, or 9.5%. The ability of the Bank to
attract and maintain certificates of deposit, and the rates paid on these deposits, have been and will continue to be significantly affected by market
conditions. As customers pursued more stable deposit products during 2009, certificate of deposit
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balances grew $17.6 million, or 13.6%, from the balance of $129.4 million as of December 31, 2008 to $147.0 million at December 31, 2009. As certificates of
deposit repriced and new certificates were added, the lower interest rates for these items caused a declinein the cost of deposits.

An analysis of the Company’s deposit accounts by type, maturity and rate at December 31, 2009 is as follows:

Minimum Opening  Balanceat December Weighted Average
Type of Account Balance 31, 2009 % of Deposits Rate
(Dallarsin thousands)
Withdrawable:
Non-interest bearing accounts $ 100 $ 23,448 8.48% .00%
Savings accounts 50 28,668 10.37 .61
MMDA 2,500 19,620 7.09 133
NOW accounts 1,000 57,838 20.91 .60
Total withdrawable 129,574 46.85 .61
Certificates (original terms):
I.RA. $ 2500 $ 8,149 2.94% 2.95%
3 month 2,500 154 .06 .96
6 months 2,500 1,619 .59 1.60
9 month 2,500 778 .28 194
12 months 2,500 18,427 6.66 1.82
15 month 2,500 22,623 8.18 213
18 month 2,500 1,530 .55 3.04
24 months 2,500 6,036 218 3.34
30 months 2,500 503 .18 2.85
36 months 2,500 4,613 1.67 3.65
41 months 2,500 3,087 112 442
48 months 2,500 2,792 1.01 4.27
60 months 2,500 3,662 132 4.06
Jumbo certificates 2,500 73,039 26.41 2.62
Total certificates 147,012 53.15 2.62
Total deposits $ 276,586 100.00% 1.68%

Thefollowing table sets forth by various interest rate categories the composition of time deposits of the Bank at the dates indicated:

At December 31,
2009 2008 2007
(In thousands)

0.00 to 1.00% $ 56225 $ 3973 $ -
1.01 to 2.00% 43,698 28,895 195
2.01t0 3.00% 25,297 46,010 203
3.01t0 4.00% 19,349 45,856 14,616
4,010 5.00% 2,443 4,666 35,392
5.01 to 6.00% - - 42,415

Total $ 147012 $ 129400 $ 92,916

Thefollowing table represents, by various interest rate categories, the amounts of time deposits maturing during each of the three years following
December 31, 2009. Matured certificates, which have not been renewed as of December 31, 2009, have been allocated based upon certain rollover
assumptions.

Amountsat December 31, 2009 Maturing In

Greater Than Three
OneYear or Less Two Years ThreeYears Years

(In thousands)

0.00 to 1.00% $ 44583 $ 11490 $ 4 $ 148
1.01 to 2.00% 35,369 4,697 2,018 1,614
2.01to0 3.00% 19,287 2,944 475 2,591
3.01to 4.00% 5,826 5,195 7,266 1,062
4.01to0 5.00% 994 570 879 =

Total $ 106,059 $ 248% $ 10642 $ 5415
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The following table indicates the amount of the Bank’s jumbo and other certificates of deposit of $100,000 or more by time remaining until maturity as of

December 31, 2009.

Maturity Period

Three months or less
Greater than three months through six months

Greater than six months through twelve months

Over twelve months

Total

At December 31,

2009

(In thousands)

$ 22,305
18,739
17,958
14,037
$ 73,039

The following table sets forth the dollar amount of savings depositsin the various types of deposits offered by the Bank at the dates indicated, and the
amount of increase or decrease in such deposits as compared to the previous period.

Withdrawable:
Noninterest-bearing
accounts
Savings accounts
MMDA
NOW accounts
Total withdrawable
Certificates (original terms):
I.RA.
3 months
6 months
9 months
12 months
15 months
18 months
24 months
30 months
36 months
41 months
48 months
60 months
Jumbo certificates
Total certificates
Total deposits

DePOSIT ACTIVITY

Balance at Increase Balance at Increase Balance at
December % of (Decr ease) December % of (Decr ease) December % of
31, 2009 Deposits from 2008 31, 2008 Deposits from 2007 31, 2007 Deposits
(Dollarsin thousands)
23,448 8.48% $ 2055 $ 21,393 8.63% $ 2774 $ 18,619 8.47%
28,668 10.36 1,330 27,338 11.03 2,608 24,730 11.26
19,620 7.09 4,761 14,859 6.00 (8,955) 23,814 10.84
57,838 20.91 3,051 54,787 22.11 (4,816) 59,603 27.13
129,574 46.85 11,197 118,377 47.77 (8,389) 126,766 57.70
8,149 2.95 1,034 7,115 2.87 449 6,666 3.03
154 .06 124 30 0.01 5 25 0.01
1,619 59 (3,159) 4,778 193 (228) 5,006 2.28
778 .28 (1,840 2,618 1.06 (534) 3,152 1.44
18,427 6.66 (1,913 20,340 8.21 9,647 10,693 4.87
22,623 8.18 9,849 12,774 5.16 (9,385) 22,159 10.09
1,530 55 29 1,501 0.61 (24) 1,525 0.69
6,036 218 1,287 4,749 1.92 1,751 2,998 137
503 18 (164) 667 0.27 (85) 752 0.34
4,613 1.67 1,343 3,270 132 2,247 1,023 0.47
3,087 112 (86) 3,173 128 2,692 481 0.22
2,792 101 305 2,487 1.00 897 1,590 0.72
3,662 132 (70) 3,732 150 (616) 4,348 198
73,039 26.41 10,873 62,166 25.09 29,668 32,498 14.79
147,012 53.15 17,612 129,400 52.23 36,484 92,916 42.30
276,586 100.00% $ 28809 $ 247,777 100.00% $ 28095 $ 219,682 100.00%

Borrowings. The Bank focuses on generating high quality loans and then seeks the best source of funding from deposits, investments, or borrowings. At

December 31, 2009, the Bank had $79.0 million in FHLB advances. During 2009, the Bank used excess funds to pay down borrowings with the FHLB,

reducing total borrowed funds by $11.0 million over the period. The Bank does not anticipate any difficulty in obtaining advances appropriate to meet its

requirementsin the future.
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Thefollowing table presents certain information relating to the Holding Company’s and the Bank’ s borrowings at or for the years ended December 31, 2009,
2008, and 2007.

At or for the Year Ended December 31,
2009 2008 2007
(Dollarsin thousands)

FHLB Advances and Other Borrowed Money:

Outstanding at end of period $ 86,217 $ 97,217  $ 102,217
Average balance outstanding for period 90,467 100,467 96,884
M aximum amount outstanding at any month-end during the period 96,217 103,217 102,217
Weighted average interest rate during the period 4.65% 4.83% 4.83%
Weighted average interest rate at end of period 4.57% 4.61% 4.76%

SERVICE CORPORATION SUBSIDIARIES

Office of Thrift Supervision regulations permit federal savings associationsto invest in the capital stock, obligations or other specified types of securities of
subsidiaries (referred to as “ service corporations”) and to make |oans to such subsidiaries and joint ventures in which such subsidiaries are participantsin
an aggregate amount not exceeding 2% of the association’s assets, plus an additional 1% of assetsif the amount over 2% is used for specified community
or inner-city development purposes. In addition, federal regulations permit associations to make specified types of loans to such subsidiaries (other than
specia purpose finance subsidiaries) in which the association owns more than 10% of the stock, in an aggregate amount not exceeding 50% of the
association’sregulatory capital if the association’s regulatory capital isin compliance with applicable regulations.

A savings association that acquires a non-savings association subsidiary, or that elects to conduct a new activity within asubsidiary, must give the Federal
Deposit Insurance Corporation, the Office of Thrift Supervision and the Department of Financial Institutions at least 30 days advance written notice. The
Federal Deposit Insurance Corporation may, after consultation with the Office of Thrift Supervision, prohibit specified activitiesif it determines such
activities pose a serious threat to the Deposit I nsurance Fund. Moreover, a savings association must deduct from capital, for purposes of meeting the core
capital, tangible capital and risk-based capital requirements, its entire investment in and loans to a subsidiary engaged in activities not permissible for a
national bank (other than exclusively agency activitiesfor its customers or mortgage banking subsidiaries).

The Bank’ s wholly owned subsidiary, Madison 1st Service Corporation, which was incorporated under the laws of the State of Indianaon July 3, 1973,
currently holds land but does not otherwise engage in significant business activities. During 2005, the Bank established in Nevada three new subsidiaries --
RVFB Investments, Inc., RVFB Holdings, Inc. and RVFB Portfolio, LL C--to hold and manage a significant portion of the Bank’sinvestment portfolio. Income
from the Nevadainvestment subsidiary increased from $1.5 million for the year ended December 31, 2008 to $1.6 million for the same period in 2009, an
increase of 7.5%. Thisincrease contributed to the decline in the effective tax rate, period to period, as discussed in Item 7 - Management’s Discussion and
Analysis of Financial Condition and Results of Operation - Comparison of Results of Operations for the Y ears Ended December 31, 2009 and 2008.

FINANCING SUBSIDIARY
On March 13, 2003, the Company formed the “ RIVR Statutory Trust |,” a statutory trust formed under Connecticut law, and filed a Certificate of Trust with

the Secretary of the State of Connecticut. The sole purpose of the Trust isto issue and sell certain securities representing undivided beneficial interestsin
the assets of the Trust and to invest the proceeds thereof in certain debentures of the Company.
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EMPLOYEES

Asof December 31, 2009, the Bank employed 77 persons on afull-time basis and 15 persons on a part-time basis. None of the employeesis represented by a
collective bargaining group. Management considers its employee rel ations to be good.

COMPETITION

The Bank originates most of itsloansto and accepts most of its deposits from residents of Jefferson, Floyd and Clark Counties, Indiana, and Trimble and
Carroll Counties, Kentucky. The Bank is subject to competition from various financial institutions, including state and national banks, state and federal
savings associations, credit unions and certain non-banking consumer lenders that provide similar servicesin Jefferson, Floyd and Clark Countiesin
Indiana, and Trimble, Carroll and Jefferson Counties in Kentucky and which have significantly larger resources available to them than does the Bank. In
total, there are 24 financial institutions located in the 6-county market area, including the Bank. The Bank also competes with money market funds with
respect to deposit accounts and with insurance compani es with respect to individual retirement accounts.

The primary factors influencing competition for deposits are interest rates, service and convenience of office locations. The Bank competes for loan
originations primarily through the efficiency and quality of servicesit provides borrowers and through interest rates and |oan fees charged. Competitionis
affected by, among other things, the general availability of lendable funds, general and local economic conditions, current interest rate levels and other
factorsthat are not readily predictable.

REGULATION
GENERAL

Asafederally-chartered, FDIC-insured savings association, the Bank is subject to extensive regulation by the OTS and the FDIC. For example, the Bank
must obtain OTS approval before it may engage in certain activities and must file reports with the OTSregarding its activities and financia condition. The
OTS periodically examines the Bank's books and records and, in conjunction with the FDIC in certain situations, has examination and enforcement powers.
This supervision and regul ation are intended primarily for the protection of depositors and the federal deposit insurance fund. A savings association must
pay asemi-annual assessment to the OTS based upon a marginal assessment rate that decreases as the asset size of the savings association increases, and
which includes afixed-cost component that is assessed on all savings associations. The assessment rate that applies to a savings association depends
upon the institution’s size, condition and the complexity of its operations. The Bank’s semi-annual assessment is approximately $52,000.

The Bank is also subject to federal and state regulation as to such matters as loans to officers, directors, or principal shareholders, required reserves,
limitations as to the nature and amount of itsloans and investments, regulatory approval of any merger or consolidation, issuances or retirements of its
securities, and limitations upon other aspects of banking operations. In addition, the Bank’s activities and operations are subject to a number of additional
detailed, complex and sometimes overlapping federal and state laws and regulations. These include state usury and consumer credit laws, state laws relating
to fiduciaries, the Federal Truth-In-Lending Act and Regulation Z, the Federal Equal Credit Opportunity Act and Regulation B, the Fair Credit Reporting
Act, the Community Reinvestment Act, anti-redlining legislation, antitrust laws and regulations protecting the confidentiality of consumer financial
information.
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SAVINGS AND LOAN HOLDING COMPANY REGULATION

Asthe holding company for the Bank, the Holding Company isregulated as a “ non-diversified savings and |oan holding company” within the meaning of
the Home Owners' Loan Act, asamended (“HOLA"), and is subject to regulatory oversight by the Director of the OTS. As such, the Holding Company is
registered with the OTS and is thereby subject to OTS regulations, examinations, supervision and reporting requirements. As a subsidiary of a savings and
loan holding company, the Bank is subject to certain restrictionsin its dealings with the Holding Company and with other companies affiliated with the
Holding Company.

In general, the HOLA prohibits a savings and loan holding company, without obtaining the prior approval of the Director of the OTS, from acquiring control
of another savings association or savings and |oan holding company or retaining more than 5% of the voting shares of a savings association or of another
holding company which isnot asubsidiary. The HOLA also restricts the ability of adirector or officer of the Holding Company, or any person who owns
more than 25% of the Holding Company’s stock, from acquiring control of another savings association or savings and loan holding company without
obtaining the prior approval of the Director of the OTS.

The Holding Company currently operates as a unitary savings and loan holding company. Prior to the enactment of the Gramm-Leach-Bliley Act (the “GLB
Act”) in 1999, there were no restrictions on the permissible business activities of a unitary savings and loan holding company. The GLB Act included a
provision that prohibits any new unitary savings and loan holding company, defined as acompany that acquires athrift after May 4, 1999, from engaging in
commercial activities. This provision also includes a grandfather clause, however, that permits a company that was a savings and loan holding company as
of May 4, 1999, or had an application to become a savings and loan holding company on file with the OTS as of that date, to acquire and continue to control
athrift and to continue to engage in commercial activities. Because the Holding Company qualifies under this grandfather provision, the GLB Act did not
affect the Holding Company’ s authority to engage in diversified business activities.

If the Holding Company were to acquire control of another savings association other than through a merger or other business combination with the Bank,
the Holding Company would thereupon become a multiple savings and loan holding company. Except where such acquisition is pursuant to the authority to
approve emergency thrift acquisitions and where each subsidiary savings association meets the Qualified Thrift Lender (“QTL") test, the activities of the
Holding Company and any of its subsidiaries (other than the Bank or other subsidiary savings associations) would thereafter be subject to further
restrictions. The HOLA provides that, among other things, a multiple savings and loan holding company may not, either directly or acting through a
subsidiary that is not a savings association, conduct, any business activity other than (i) furnishing or performing management servicesfor asubsidiary
savings association, (ii) conducting an insurance agency or escrow business, (iii) holding, managing, or liquidating assets owned by or acquired from a
subsidiary savings association, (iv) holding or managing properties used or occupied by a subsidiary savings association, (v) acting as trustee under deeds
of trust, (vi) those activities in which multiple savings and loan holding companies were authorized (by regulation) to directly engage on March 5, 1987, or
(vii) those activities authorized by the Federal Reserve Board as permissible for bank holding companies, unless the Director of the OTS by regulation
prohibits or limits such activities for savings and loan holding companies. Those activities described in (vii) above must also be approved by the Director of
the OTS before a multiple savings and |oan holding company may engage in such activities.

The Director of the OTS may also approve acquisitions resulting in the formation of a multiple savings and loan holding company which controls savings

associationsin more than one state, if the multiple savings and loan holding company involved controls a savings association which operated a home or
branch office in the state of the association to be acquired as of March 5, 1987, or if the laws of the statein which the
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association to be acquired is located specifically permit associations to be acquired by state-chartered associations or savings and loan holding companies
located in the state where the acquiring entity islocated (or by a holding company that controls such state-chartered savings associations). Also, the
Director of the OTS may approve an acquisition resulting in amultiple savings and loan holding company controlling savings associationsin more than one
statein the case of certain emergency thrift acquisitions.

Notwithstanding the above rules as to permissible business activities of savings and loan holding companies, if the savings association subsidiary of such
aholding company fails to meet the QTL test, then such holding company would be deemed to be a bank holding company subject to all of the provisions
of the Bank Holding Company Act of 1956 and other statutes applicable to bank holding companies, to the same extent as if the Holding Company were a
bank holding company and the Bank were abank. See Item 1 - Business - Regulation - Qualified Thrift Lender. At December 31, 2009, the Bank’s asset
composition was in excess of that required to qualify asa Qualified Thrift Lender.

Indianalaw permits federal and state savings association holding companies with their home offices located outside of Indianato acquire savings
associ ations whose home offices are located in Indiana and savings association holding companies with their principal place of businessin Indiana
(“Indiana Savings Association Holding Companies”) upon receipt of approval by the Indiana Department of Financial Institutions. Moreover, Indiana
Savings Association Holding Companies may acquire savings associations with their home offices located outside of Indiana and savings association
holding companies with their principal place of business |located outside of Indiana upon receipt of approval by the Indiana Department of Financial
Institutions.

No subsidiary savings association of asavings and loan holding company may declare or pay a dividend or make a capital distribution on its permanent or
non-withdrawable stock unlessit first gives the Director of the OTS 30 days advance notice of such declaration and payment. Any dividend declared during
such period or without giving notice shall beinvalid.

FEDERAL HOME LOAN BANK SYSTEM

The Bank isamember of the FHLB system, which consists of 12 regional banks. The Federal Housing Finance Board (“ FHFB”), an independent agency,
controls the FHLB system including the FHLB of Indianapolis. The FHLB system provides acentral credit facility primarily for member financial institutions.
At December 31, 2009, the Bank’s investment in stock of the FHLB of Indianapolis was $4.9 million. For thefiscal year ended December 31, 2009, the FHLB
of Indianapolis paid approximately $139,000 in cash dividends to the Bank. Annualized, thisincome would have arate of 2.9%. The rate paid during the
period ended December 31, 2009 was lower than in previous periods due to the various financial difficultiesin the financial industry, including the write-
down in value of various mortgage-backed securities held by the FHLB of Indianapolis.

All 12 FHLBsare required to provide funds to establish affordable housing programs through direct loans or interest subsidies on advances to membersto
be used for lending at subsidized interest rates for low-and moderate-income, owner-occupied housing projects, affordable rental housing, and certain other
community projects. These contributions and obligations could adversely affect the value of FHLB stock in the future. A reduction in the value of such
stock may result in a corresponding reduction in the Bank’s capital.

The FHLB of Indianapolis serves as areserve or central bank for its member institutions. It is funded primarily from proceeds derived from the sale of

consolidated obligations of the FHLB system. It makes advances to members in accordance with policies and procedures established by the FHLB and the
Board of Directors of the FHLB of Indianapolis.
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All FHLB advances must be fully secured by sufficient collateral as determined by the FHLB. Eligible collateral includes first mortgage |oans not more than
90 days delinquent or securities evidencing interests therein, securities (including mortgage-backed securities) issued, insured or guaranteed by the federal
government or any agency thereof, cash or FHLB deposits, certain small business and agricultural loans of smaller institutions and real estate with readily
ascertainable value in which aperfected security interest may be obtained. Other forms of collateral may be accepted as additional security or, under certain
circumstances, to renew outstanding advances. All long-term advances are required to provide funds for residential home financing, and the FHLB has
established standards of community service that members must meet to maintain access to long-term advances.

At December 31, 2009 the Bank had $79 million in such borrowings, with an additional $23 million available, previously approved by the Board of Directors.

Interest rates charged for advances vary depending upon maturity, the cost of fundsto the FHLB of Indianapolis and the purpose of the borrowing.

INSURANCE OF DEPOSITS

The Bank’s deposits are insured by the Deposit Insurance Fund (“DIF") of the FDIC up to amaximum amount, which is generally $250,000 per depositor,
subject to aggregation rules. The enactment of the Emergency Economic Stabilization Act of 2008 (“EESA™) and further FDIC rulemaking, temporarily raised
this amount from $100,000 to $250,000, effective until December 31, 2013.

Insured depository institutions that were in existence on December 31, 1996 and paid assessments prior to that date (or their successors) were entitled to a
one-time credit against future assessments based on their past contributionsto the BIF or SAIF (the DIF's predecessors).

The FDIC is authorized to set the reserveratio for the DIF annually at between 1.15% and 1.5% of estimated insured deposits and the FDIC has been given
discretion to set assessment rates according to risk regardless of the level of the fund reserve ratio. The FDIC has set the designated reserveratio for the
DIF at 1.25% of insured deposits. Federal law also provides for the possibility that the FDIC may pay dividends to insured institutions once the DIF reserve
ratio equals or exceeds 1.35% of estimated insured deposits.

The Bank is subject to deposit insurance assessments by the FDIC pursuant to its regul ations establishing arisk-rel ated deposit i nsurance assessment
system. Under the risk-based assessment system, the FDIC will evaluate each institution’s risk based on three primary sources of information: supervisory
ratings for all insured institutions, financial ratios for most institutions and long-term debt issuer ratings for large institutions that have such ratings. An
institution’s assessment rate will be based on the insured institution’s ranking in one of four risk categories. For 2009, the Bank paid risk-based assessments
at the average rate of 3.55 basis points for each $100 of insured deposits.

Dueto lossesincurred by the DIF in 2008 and 2009 from failed institutions, and anticipated future losses, the FDIC published arestoration plan in 2008
designed to replenish the DIF. In order to implement the restoration plan, the FDIC changed both its risk-based assessment system and its base assessment
rates. For the first quarter of 2009, the FDIC adopted an across-the-board 7 basis point increase in the assessment range. The FDIC also adopted further
refinementsto its risk-based assessment, effective April 1, 2009, that made the range of total base assessment rates 7 to 77 1/2 basis points, starting with the
quarter beginning April 1, 2009. The FDIC may adjust the scale uniformly from one quarter to the next, except that no adjustment can exceed 3 basis points
from the base scal e without notice and comment rulemaking. No institution may pay adividend if in default of the federal deposit insurance assessment. As
additional DIF restoration measures designated by the FDIC, the Company paid a5 basis points special assessment of
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$178,000 in September, 2009, and paid or prepaid all quarterly assessments for the third and fourth quarters of 2009, and all of 2010, 2011 and 2012 on
December 30, 2009, in the amount of $1,860,864.

A significant increase in the risk category of the Bank or adjustment to the base assessment rates causing increased insurance premiums would likely have
an adverse effect on the operating expenses and results of operations of the Bank. Management cannot predict what insurance assessment rates will bein
the future. For 2009, increased assessment rates and special assessments have had amaterial impact on the Company’s results of operations.

FDIC-insured institutions remain subject to the requirement to pay quarterly debt service assessments to the FDIC to fund interest payments on bonds
issued by the Financing Corporation (“FICO"), an agency of the Federal government established to recapitalize the predecessor to the SAIF. These
assessmentswill continue until the FICO bonds are repaid between 2017 and 2019. During 2009, the FICO assesment rate ranged between 1.02 and 1.14 basis
points for each $100 of insured deposits per quarter. For the first quarter of 2010, the FICO assessment rate is 1.06 basis points.

As another response to difficult economic conditions, the FDIC adopted an optional Temporary Liquidity Guarantee Program by which, for afee,
noninterest bearing transaction accounts would receive unlimited insurance coverage until June 30, 2010 (extended from the original termination at
December 31, 2009) and, for afee, certain senior unsecured debt issued by institutions and their holding companies between October 13, 2008 and June 30,
2009 would be guaranteed by the FDIC through June 30, 2012. The Bank made the business decision to participate in the unlimited noninterest bearing
transaction account coverage, and the Bank and the Company elected to participate in the unsecured debt guarantee program.

The FDIC may terminate the deposit insurance of any insured depository institution if the FDIC determines, after a hearing, that the institution has engaged
or isengaging in unsafe or unsound practices, isin an unsafe and unsound condition to continue operations or has violated any applicable law, regulation,
order or any condition imposed in writing by, or written agreement with, the FDIC. The FDIC may also suspend deposit insurance temporarily during the
hearing process for a permanent termination of insuranceif the institution has no tangible capital.

SAVINGS ASSOCIATION REGULATORY CAPITAL

Currently, savings associations are subject to three separate minimum capital -to-assets requirements: (i) aleverage limit, (ii) atangible capital requirement,
and (iii) arisk-based capital requirement. The leverage limit requires that savings associations maintain “core capital” of at least 3% of total assets. Core
capital isgenerally defined as common shareholders' equity (including retained earnings), non-cumulative perpetual preferred stock and related surplus,
certain minority equity interestsin subsidiaries, qualifying supervisory goodwill, purchased mortgage servicing rights and purchased credit card
relationships (subject to certain limits) less non-qualifying intangibles. The OTS requires a core capital level of 3% of total adjusted assets for savings
associations that receive the highest supervisory rating for safety and soundness, and no less than 4% for all other savings associations.

Under the tangible capital requirement, a savings association must maintain tangible capital (core capital less al intangible assets except purchased
mortgage servicing rights which may beincluded after making the above-noted adjustment in an amount up to 100% of tangible capital) of at least 1.5% of
total assets. Under the risk-based capital requirements, a minimum amount of capital must be maintained by a savings association to account for therelative
risksinherent in the type and amount of assets held by the savings association.

The risk-based capital requirement requires a savings association to maintain capital (defined generally for these purposes as core capital plus general

valuation allowances and permanent or maturing capital instruments such as preferred stock and subordinated debt less assets required to be deducted)
equal to
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8.0% of risk-weighted assets. Assets are ranked asto risk in one of four categories (0-100%). A credit risk-free asset, such as cash, requires no risk-based
capital, while an asset with asignificant credit risk, such as anon-accrual loan, requires arisk factor of 100%. Moreover, a savings association must deduct
from capital, for purposes of meeting the core capital, tangible capital and risk-based capital requirements, its entireinvestment in and loans to a subsidiary
engaged in activities not permissible for a national bank (other than exclusively agency activities for its customers or mortgage banking subsidiaries). At
December 31, 2009, the Bank was in compliance with all capital requirements imposed by law.

If an association is not in compliance with the capital requirements, the OTS s required to prohibit asset growth and to impose a capital directive that may
restrict, among other things, the payment of dividends and officers' compensation. In addition, the OTS and the FDIC generally are authorized to take
enforcement actions against a savings association that fails to meet its capital requirements. These actions may include restricting the operations activities
of the association, imposing a capital directive, cease and desist order, or civil money penalties, or imposing harsher measures such as appointing areceiver
or conservator or forcing the association to merge into another institution.

PROMPT CORRECTIVE REGULATORY ACTION

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FedICIA”) requires, among other things, that federal bank regulatory authorities
take“ prompt corrective action” with respect to institutions that do not meet minimum capital requirements. For these purposes, FedI CIA establishesfive
capital tiers: well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized. At December 31, 2009,
the Bank was categorized as “well capitalized,” meaning that itstotal risk-based capital ratio exceeded 10%, its Tier | risk-based capital ratio exceeded 6%, its
leverage ratio exceeded 5%, and it was not subject to aregulatory order, agreement or directive to meet and maintain a specific capital level for any capital
measure.

The FDIC may order savings associations which have insufficient capital to take corrective actions. For example, a savings association which is categorized
as “undercapitalized” would be subject to growth limitations and would be required to submit a capital restoration plan, and a holding company that
controls such a savings association would be required to guarantee that the savings association complies with the restoration plan. “ Significantly
undercapitalized” savings associations would be subject to additional restrictions. Savings associations deemed by the FDIC to be “ critically
undercapitalized” would be subject to the appointment of areceiver or conservator.

DIVIDEND LIMITATIONS

The OTS aso restricts the amount of “capital distributions” that may be made by savings associations. The applicable regulation defines a capital
distribution as adistribution of cash or other property to a savings association’s owners, made on account of their ownership. This definition includes a
savings association’s payment of cash dividends to shareholders, or any payment by a savings association to repurchase, redeem, retire, or otherwise
acquire any of its shares or debt instruments that are included in total capital, and any extension of credit to finance an affiliate’ s acquisition of those shares
or interests. The amended regulation does not apply to dividends consisting only of a savings association’s shares or rights to purchase such shares.

The regulation exempts certain savings associations from filing either a notice or an application with the OTS before making any capital distribution, and
requires a savings association to file an application for approval of a proposed capital distribution with the OTSif the association is not eligible for
expedited treatment under OTS's application processing rules, or the total amount of all capital distributions, including the proposed capital distribution, for
the applicable calendar year would exceed an amount equal to the savings association’s net income for that year to date plus the savings association’s
retained net income for the preceding two years (the “ retained net income standard”). A savings association must also
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file an application for approval of aproposed capital distribution if, following the proposed distribution, the association would not be at |east adequately
capitalized under the OTS prompt corrective action regulations, or if the proposed distribution would violate a prohibition contained in any applicable
statute, regulation, or agreement between the association and the OTS or the FDIC.

The regulation requires a savings association to file anotice of a proposed capital distribution in lieu of an application if the association or the proposed
capital distribution do not meet the conditions described above, and: (1) the savings association will not be at |east as well capitalized (as defined under the
OTS prompt corrective action regulations) following the capital distribution; (2) the capital distribution would reduce the amount of, or retire any part of the
savings association’s common or preferred stock, or retire any part of debt instruments such as notes or debentures included in the association’s capital
under the OTS capital regulation; or (3) the savings association is asubsidiary of asavings and |oan holding company. Because the Bank is a subsidiary of
asavings and loan holding company, this latter provision requires, at aminimum, that the Bank file a notice with the OTS 30 days before making any capital
distributions to the Holding Company.

In addition to these regulatory restrictions, the Bank’s Plan of Conversion imposes additional limitations on the amount of capital distributionsit may make
to the Holding Company. The Plan of Conversion requires the Bank to establish and maintain aliquidation account for the benefit of Eligible Account
Holders and Supplemental Eligible Account Holders and prohibits the Bank from making capital distributionsto the Holding Company if its net worth would
be reduced below the amount required for the liquidation account.

LIMITATIONSON RATESPAID FOR DEPOSITS

Regulations promulgated by the FDIC pursuant to FedI CIA place limitations on the ability of insured depository institutions to accept, renew or roll over
deposits by offering rates of interest which are significantly higher than the prevailing rates of interest on deposits offered by other insured depository
institutions having the same type of charter in the institution’s normal market area. Under these regulations, “well-capitalized” depository institutions may
accept, renew, or roll such deposits over without restriction, “adequately capitalized” depository institutions may accept, renew or roll such deposits over
with awaiver from the FDIC (subject to certain restrictions on payments of rates) and “ undercapitalized” depository institutions may not accept, renew or
roll such deposits over. The regulations contemplate that the definitions of “well capitalized,” “adequately capitalized” and “undercapitalized” will bethe
same as the definition adopted by the agencies to implement the corrective action provisions of FedICIA. Management does not believe that these
regulations will have amaterially adverse effect on the Bank’s current operations.

LIQUIDITY

The Financial Regulatory Relief and Economic Efficiency Act of 2000 repealed the former statutory requirement that all savings associations maintain an
average daily balance of liquid assets in a minimum amount of not less than 4% or more than 10% of their withdrawable accounts plus short-term
borrowings. The OTS adopted arule that implemented this revised statutory requirement, although savings associations remain subject to the OTS
regulation that requires them to maintain sufficient liquidity to ensure their safe and sound operation.

SAFETY AND SOUNDNESS STANDARDS

The federal banking agencies have adopted final safety and soundness standards for all insured depository institutions. The standards, which wereissued
in the form of guidelinesrather than regulations, relate to internal controls, information systems, internal audit systems, loan underwriting and
documentation, compensation, interest rate exposure, asset quality and earnings standards. In general, the standards are designed to assist the federal
banking agenciesin identifying and addressing problems at insured
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depository institutions before capital becomesimpaired. If an institution fails to meet these standards, the appropriate federal banking agency may require
the institution to submit a compliance plan. Failure to submit a compliance plan may result in enforcement proceedings.

REAL ESTATE LENDING STANDARDS

OT Sregulations require savings associations to establish and maintain written internal real estate lending policies. Each association’s lending policies must
be consistent with safe and sound banking practices and be appropriate to the size of the association and the nature and scope of its operations. The
policies must establish loan portfolio diversification standards; establish prudent underwriting standards, including loan-to-value limits, that are clear and
measurable; establish |oan administration procedures for the association’sreal estate portfolio; and establish documentation, approval and reporting
requirements to monitor compliance with the association’s real estate lending policies. The association’s written real estate lending policies must be
reviewed and approved by the association's Board of Directors at least annually. Further, each association is expected to monitor conditionsinitsreal
estate market to ensure that itslending policies continue to be appropriate for current market conditions.

LOANS TO ONE BORROWER

Under OTSregulations, the Bank may not make aloan or extend credit to asingle or related group of borrowersin excess of 15% of its unimpaired capital
and surplus. Additional amounts may be lent, not in excess of 10% of unimpaired capital and surplus, if such loans or extensions of credit are fully secured
by readily marketable collateral, including certain debt and equity securities but not including real estate. In some cases, a savings association may lend up
to 30 percent of unimpaired capital and surplus to one borrower for purposes of devel oping domestic residential housing, provided that the association
meetsitsregulatory capital requirements and the OTS authorizes the association to use this expanded lending authority. At December 31, 2009, all of the
Bank’ sloans were within the current legal lending limit of $5.7 million. While the current economic conditions can quickly change lending relationships, at
this time management does not believe that the |oans-to-one-borrower limitswill have a significant impact on the Bank’s business operations or earnings.

QUALIFIED THRIFT LENDER

Savings associations must meet a QTL test that requires the association to maintain an appropriate level of qualified thrift investments (“ QTIS”) (primarily
residential mortgages and related investments, including certain mortgage-related securities) and otherwise to qualify asa QTL. The required percentage of
QTlsis 65% of portfolio assets (defined as all assets minus intangible assets, property used by the association in conducting its business and liquid assets
equal to 10% of total assets). Certain assets are subject to a percentage limitation of 20% of portfolio assets. In addition, savings associations may include
shares of stock of the FHLBs, FNMA, and FHLMC as QTls. Compliance with the QTL test is determined on amonthly basisin nine out of every twelve
months. As of December 31, 2009, the Bank was in compliance with its QTL requirement, with approximately 74.4% of its portfolio assetsinvested in QTIs.

A savings association which fails to meet the QTL test must either convert to abank or be subject to the following penalties: (i) it may not enter into any
new activity except for those permissible for anational bank and for a savings association; (ii) its branching activities shall be limited to those of a national
bank; and (iii) it shall be bound by regulations applicable to national banks respecting payment of dividends. Three years after failing the QTL test the
association must dispose of any investment or activity not permissible for a national bank and a savings association. If such a savings association is
controlled by a savings and loan holding company, then such holding company must, within a prescribed time period, become registered as a bank holding
company and become subject to all rules and regulations applicabl e to bank holding companies (including restrictions as to the scope of permissible
business activities).
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ACQUISITIONS OR DISPOSI TIONS AND BRANCHING

The Bank Holding Company Act specifically authorizes a bank holding company, upon receipt of appropriate regulatory approvals, to acquire control of
any savings association or holding company thereof wherever located. Similarly, a savings and loan holding company may acquire control of a bank.
Moreover, federal savings associations may acquire or be acquired by any insured depository institution. Regulations promulgated by the Federal Reserve
Board restrict the branching authority of savings associations acquired by bank holding companies. Savings associations acquired by bank holding
companies may be converted to banks, but as such they become subject to branching and activity restrictions applicable to banks.

Subject to certain exceptions, commonly-controlled banks and savings associations must reimburse the FDIC for any losses suffered in connection with a
failed bank or savings association affiliate. Institutions are commonly controlled if oneis owned by another or if both are owned by the same holding
company. Such claims by the FDIC under this provision are subordinate to claims of depositors, secured creditors, and holders of subordinated debt, other
than affiliates.

The OTS has adopted regulations which permit nationwide branching to the extent permitted by federal statute. Federal statutes permit federal savings
associations to branch outside of their home state if the association meets the domestic building and loan test in §7701(a)(19) of the Internal Revenue Code
of 1986, as amended (the “ Code”) or the asset composition test of §7701(c) of the Code. Branching that would result in the formation of a multiple savings
and loan holding company controlling savings associationsin more than one state is permitted if the law of the state in which the savings association to be
acquired is located specifically authorizes acquisitions of its state-chartered associations by state-chartered associations or their holding companiesin the
state where the acquiring association or holding company islocated. Moreover, Indiana banks and savings associations are permitted to acquire other
Indiana banks and savings associations and to establish branches throughout Indiana.

Finaly, The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “ Riegle-Neal Act”) permits bank holding companies to acquire banks
in other states and, with state consent and subject to certain limitations, allows banks to acquire out-of-state branches either through merger or de novo
expansion. The State of |ndiana enacted legislation establishing interstate branching provisions for Indiana state-chartered banks consistent with those
established by the Riegle-Neal Act (the “Indiana Branching Law”). The Indiana Branching Law, which became effective in 1996, authorizes Indiana banksto
branch interstate by merger or de novo expansion, provided that such transactions are not permitted to out-of-state banks unless the laws of their home
states permit Indiana banks to merge or establish de novo banks on areciprocal basis.

TRANSACTIONSWITH AFFILIATES

The Bank is subject to Sections 22(h), 23A and 23B of the Federal Reserve Act, which limits credit transactions between a bank or savings association and
its executive officers and its affiliates. These provisions also prescribe terms and conditions deemed to be consistent with safe and sound banking practices
for transactions between afinancial institution and its affiliates, and restrict the types of collateral security permitted in connection with afinancial
institution’s extension of credit to an affiliate.

FEDERAL SECURITIESLAW

The shares of Common Stock of the Holding Company have been registered with the SEC under the Securities Exchange Act (the “1934 Act”). The Holding
Company is subject to the information, proxy solicitation, insider trading restrictions and other requirements of the 1934 Act and the rules of the SEC
thereunder. If the Holding Company has fewer than 300 shareholders, it may deregister its shares under the 1934 Act and cease to be subject to the
foregoing requirements.

29




Shares of Common Stock held by persons who are affiliates of the Holding Company may not be resold without registration unless sold in accordance with
the resale restrictions of Rule 144 under the Securities Act of 1933. If the Holding Company meets the current public information requirements under Rule
144, each affiliate of the Holding Company who complieswith the other conditions of Rule 144 (including those that require the affiliate’s sale to be
aggregated with those of certain other persons) would be able to sell in the public market, without registration, a number of shares not to exceed, in any
three-month period, the greater of (i) 1% of the outstanding shares of the Holding Company or (ii) the average weekly volume of trading in such shares
during the preceding four calendar weeks.

SARBANES-OXLEY ACT OF 2002

The Holding Company is subject to the Sarbanes-Oxley Act of 2002 (the “ Sarbanes-Oxley Act”). The Sarbanes-Oxley Act's stated goal s include enhancing
corporate responsibility, increasing penalties for accounting and auditing improprieties at publicly traded companies and protecting investors by improving
the accuracy and reliability of corporate disclosures pursuant to the securities laws. The Sarbanes-Oxley Act generally appliesto all companiesthat file or
arerequired to file periodic reports with the Securities and Exchange Commission under the 1934 Act.

Among other things, the Sarbanes-Oxley Act creates the Public Company Accounting Oversight Board as an independent body subject to SEC supervision
with responsibility for setting auditing, quality control and ethical standards for auditors of public companies. The Sarbanes-Oxley Act also requires public
companies to make faster and more-extensive financial disclosures, requires the chief executive officer and chief financial officer of public companiesto
provide signed certifications as to the accuracy and completeness of financial information filed with the SEC, and provides enhanced criminal and civil
penaltiesfor violations of the federal securitieslaws.

The Sarbanes-Oxley Act also addresses functions and responsibilities of audit committees of public companies. The statute makes the audit committee
directly responsible for the appointment, compensation and oversight of the work of the company’s outside auditor, and requires the auditor to report
directly to the audit committee. The Sarbanes-Oxley Act authorizes each audit committee to engage independent counsel and other advisors, and requires a
public company to provide the appropriate funding, as determined by its audit committee, to pay the company’s auditors and any advisors that its audit
committee retains. The Sarbanes-Oxley Act also requires public companies to include an internal control report and assessment by management, along with
an attestation to thisreport prepared by the company’s registered public accounting firmin certain cases, in their annual reports to stockholders.

The Holding Company is continuing to prepare for compliance with the final stage of Section 404 of the Sarbanes-Oxley Act. Asa Smaller Reporting
Company under the SEC rules, the Holding Company has provided management’ s assessment of the effectiveness of itsinternal controls over financial
reporting, but the obligation to have an auditor attestation to the effectiveness of these controls was deferred. The SEC announced in October 2009 that
there will be no further extensions, so we will be required to have an auditor attestation prepared and included in our annual reports for the years ending
December 31, 2010 and theresfter.

Although the Holding Company will continue to incur additional expense in complying with the provisions of the Sarbanes-Oxley Act and the resulting

regulations, management does not expect that such compliance will have amaterial impact on the Holding Company’ s results of operations or financial
condition.

COMMUNITY REINVESTMENT ACT MATTERS

Federal law requires that ratings of depository institutions under the Community Reinvestment Act of 1977 (*CRA”) be disclosed. The disclosure includes
both afour-unit descriptive rating - outstanding, satisfactory, needs to improve, and substantial noncompliance - and awritten evaluation of an institution’s
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performance. Each FHLB is required to establish standards of community investment or service that its members must maintain for continued access to
long-term advances from the FHL Bs. The standards take into account a member’s performance under the CRA and its record of lending to first-time home
buyers. The OTS has designated the Bank’s record of meeting community credit needs as satisfactory.

PREDATORY LENDING

The Federal Reserve Board issued aregulation that became effective on October 1, 2002 that is aimed at curbing “predatory lending.” Theterm “predatory
lending” encompasses a variety of practices, but the term generally is used to refer to abusive lending practices involving fraud, deception or unfairness.
Predatory lending typically involves one or more of the following: (i) making unaffordable |oans based on the assets of the borrower rather than on the
borrower’s ability to repay an obligation (“asset-based lending”); (ii) inducing a borrower to refinance aloan repeatedly in order to charge high points and
fees each time the loan isrefinanced (“loan flipping”); or (iii) engaging in fraud or deception to conceal the true nature of the loan obligation from an
unsuspecting or unsophisticated borrower. The Federal Reserve Board amended Regulation Z to broaden the scope of 1oans subject to the protections of
the Home Ownership and Equity Protection Act of 1994 (“HOEPA™). Among other things, the regulation brings within the scope of HOEPA first-lien
mortgage loans with interest rates that are at least 8 percentage points above Treasury securities having a comparable maturity. In addition, the regulation
requires that the cost of optional insurance and similar debt protection products paid by a borrower at closing be included in cal culating the finance charge
paid by the borrower. HOEPA coverage istriggered if such finance charges exceed 8 percent of the total loan. Finally, the regulation restricts creditors from
engaging in repeated refinancings of their own HOEPA |oans over a short time period when the transactions are not in the borrower’s interest. Lenders that
violate the rules face cancellation of 1oans and penalties equal to the finance charges paid. The Bank does not anticipate that these provisions, or any
similar state predatory lending regulations, will materially affect itsfinancial condition or results of operations.

USA PATRIOT ACT OF 2001

The USA PATRIOT Act of 2001 (the “PATRIOT Act”) isintended to strengthen the ability of U.S. Law Enforcement to combat terrorism on avariety of
fronts. The PATRIOT Act contains sweeping anti-money laundering and financial transparency laws and reguires financial institutions to implement
additional policies and procedures with respect to, or additional measures designed to address, any or all the following matters, among others: money
laundering, suspicious activities and currency transaction reporting, and currency crimes. Many of the provisionsin the PATRIOT Act were to have expired
December 31, 2005, but the U.S. Congress authorized renewal s that extended the provisions until March 10, 2006. In early March 2006, the U.S. Congress
approved the USA PATRIOT Improvement and Reauthorization Act of 2005 (the “ Reauthorization Act”) and the USA PATRIOT Act Additional
Reauthorizing Amendments Act of 2006 (the “PATRIOT Act Amendments’), and they were signed into law by President Bush on March 9, 2006. The
Reauthorization Act makes permanent all but two of the provisions that had been set to expire and provides that the remaining two provisions, which relate
to surveillance and the production of business records under the Foreign Intelligence Surveillance Act, will expirein four years. The PATRIOT Act
Amendmentsinclude provisions allowing recipients of certain subpoenasto obtain judicial review of nondisclosure orders and clarifying the use of certain
subpoenas to obtain information from libraries. The Company does not anticipate that these changes will materially affect its operations.

RECENT LEGISLATIVE DEVELOPMENTS

In response to recent unprecedented financial market turmoil, the Emergency Economic Stabilization Act of 2008 (“EESA”) was enacted on October 3, 2008.
EESA authorizesthe U.S. Treasury Department to provide up to $700 billion in funding for the financial servicesindustry. Pursuant to the EESA, the
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Treasury was initially authorized to use $350 billion for the Troubled Asset Relief Program (“TARP”). Of this amount, the Treasury allocated $250 billion to
the TARP Capital Purchase Program (“CPP”). The CPP alowsfinancial institutions, like the Company, to issue non-voting preferred stock to the Treasury in
an amount ranging between 1% and 3% of its total risk-weighted assets. The Company decided not to participate in the TARP CPP.

The American Recovery and Reinvestment Act of 2009 (“ARRA"), signed into law on February 17, 2009, amended the EESA asit appliesto institutions that
receive financial assistance under TARP. ARRA, more commonly known as the economic stimulus or economic recovery package, includes awide variety of
programs intended to stimulate the economy and provide for extensive infrastructure, energy, health, and education needs. In addition, ARRA imposes
certain new executive compensation and corporate expenditure limitson all current and future TARP recipients until the institution has repaid the Treasury.

In addition, the Internal Revenue Service (“IRS") hasissued an unprecedented wave of guidance in response to the credit crisis, including arelaxation of
limits on the ability of financial institutions that undergo an “ ownership change” to utilize their pre-change net operating losses and net unrealized built-in
losses. The relaxation of these limits may make significantly more attractive the acquisition of financial institutions whose tax basisin their loan portfolios
significantly exceeds the fair market value of those portfolios.

Before and after EESA and ARRA, there have been numerous actions by the Federal Reserve Board, Congress, the Treasury, the FDIC, the IRS, the SEC
and othersto further the economic and banking industry stabilization efforts. It remains unclear at thistime what further legislative and regulatory measures
will be implemented affecting the Company. To date, the Company or the Bank has el ected to participate only in the FDIC's Debt Guarantee Program and
Transaction Account Guarantee Program. Both of these programs are part of the FDIC's Temporary Liquidity Guarantee Program and are further discussed
inItem1 - Business - Regulation - Insurance of Deposits.

In addition, on June 17, 2009, the Obama Administration published a comprehensive regulatory reform plan that isintended to modernize and protect the
integrity of the United States financial system. The President’s plan contains several elements that would have adirect effect on the Company and the Bank.
Under the reform plan, the federal thrift charter and the Office of Thrift Supervision would be eliminated and all companies that control an insured
depository institution must register as a bank holding company. Draft |egislation would require the Bank to become a national bank or adopt a state charter.
Registration of the Company as a bank holding company would represent a significant change, as there currently exist significant difference between
savings and loan holding company and bank holding company supervision and regulation. For example, the Federal Reserve imposes leverage and risk-
based capital requirements on bank holding companies whereas the Office of Thrift Supervision does not impose any capital requirements on savings and
loan holding companies. If implemented, the foregoing regulatory reforms may have amaterial impact on our operations. However, at thistime, we cannot
determine the likelihood that the proposed regulatory reform will be adopted in the form proposed by the Obama Administration or the specific impact that
any adopted legislation will have on the Company or the Bank.

The potential for legislation impacting the financial servicesindustry remains high. Already, at thistime, the House of Representatives has passed on to the
Senate the Wall Street Reform and Consumer Protection Act of 2009 that, among other things, would create a Consumer Financial Protection Agency, anew
federal banking agency with the mission of protecting consumers when they borrow money, make deposits, or obtain other financial products and services.
Thebill also targets systemic risk in the financial system. Members of the Senate Banking Committee have announced that a bipartisan bill comprehensively
reforming the financial sector isimminent. We cannot predict whether or in what form Congress may adopt this financial reform legislation, or the extent to
which our business may be affected.
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Also, in February 2010, President Obama proposed additional reforms, including areform known asthe “Volcker Rule” that would prevent banks from
owning, investing or sponsoring hedge funds, private equity funds or proprietary trading operations for their own profit. Further, the reformswould
discourage certain consolidation in the industry to prevent concentrations of too much risk in single organizations. We cannot predict whether, when or in
what form these proposals may be adopted, so we cannot determine what impact they may have on us.

TAXATION
FEDERAL TAXATION

Historically, savings associations, such as the Bank, have been permitted to compute bad debt deductions using either the bank experience method or the
percentage of taxable income method. However, for years beginning after December 31, 1995, the Bank can no longer use the percentage of taxable income
method of computing its allowable tax bad debt deduction and instead must compute its allowabl e deduction using the experience method. In addition, the
pre-1988 reserve, for which no deferred taxes have been recorded, will not have to be recaptured into income unless (i) the Bank no longer qualifiesasa
bank under the Code or (ii) excess dividends or distributions are paid out by the Bank or the Bank redeems its own stock.

Depending on the composition of itsitems of income and expense, a savings association may be subject to the alternative minimum tax. A savings
association must pay an aternative minimum tax equal to the amount (if any) by which 20% of aternative minimum taxable income (*AMTI"), as reduced by
an exemption varying with AMTI, exceeds the regular tax due. AMTI equals regular taxable income increased or decreased by certain tax preferences and
adjustments, including depreciation deductionsin excess of that allowable for alternative minimum tax purposes, tax-exempt interest on most private activity
bonds issued after August 7, 1986 (reduced by any related interest expense disallowed for regular tax purposes), the amount of the bad debt reserve
deduction claimed in excess of the deduction based on the experience method and 75% of the excess of adjusted current earnings over AMTI (before this
adjustment and before any alternative tax net operating loss). AMTI may be reduced only up to 90% by net operating loss carryovers, but alternative
minimum tax paid can be credited against regular tax duein later years.

For federal income tax purposes, the Company has been reporting itsincome and expenses on the accrual method of accounting. The Company’sfederal
income tax returns have not been audited in recent years.

STATE TAXATION

The Company is subject to Indiana s Financial Bank Tax (“IFBT”), which isimposed at aflat rate of 8.5% on apportioned “ adjusted grossincome.”
“Adjusted grossincome,” for purposes of IFBT, begins with taxable income as defined by Section 63 of the Code and, thus, incorporates federal tax law to
the extent that it affects the computation of taxableincome. Federal taxable income isthen adjusted by several Indiana modifications. Other applicable state
taxesinclude generally applicable sales and use taxes plus real and personal property taxes. The Company’s state income tax returns have not been audited
in recent years.

The Company is subject to Kentucky’s Bank Franchise Tax (“KBFT”), which isimposed at aflat rate of 1.1% on apportioned “net capital.” For purposes of
the KBFT, “net capital” is determined by (1) adding together the Company’s paid-in capital stock, surplus, undivided profits, capital reserves, net unrealized
gains or losses on certain securities, and cumulative foreign currency translation adjustments and (2) deducting from the total an amount equal to the same
percentage of the total asthe book value of U.S. obligations and Kentucky obligations bears to the book value of the total assets of the Company.
“Kentucky obligations” are all obligations of the state, counties, municipalities, taxing districts, and school districts that are exempt from taxation under
Kentucky law. Other applicable state taxes include generally applicable sales and use taxes as well as Kentucky bank deposit and local deposit taxes which
are
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generally imposed on the Company with respect to the deposits of Kentucky resident individuals at rates of .001% and .025%, respectively.

ITEM 1A. RISK FACTORS.

Not applicable.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

Not applicable.

ITEM 2. PROPERTIES.
Thefollowing table provides certain information with respect to the Bank's offices as of December 31, 2009.

Net Book Value of

Property,
Furniture&
Total Deposits Fixtures Approximate
Description and Address Owned or L eased Year Opened (in thousands) (in thousands) Squar e Footage
Locationsin Madison, Indiana:
Downtown Office:
233 East Main Street Owned 1952 $ 40,690 $ 343 9,110
Drive-Through Branch:
401 East Main Street Owned 1984 - 253 420
Hilltop Location:
430 Clifty Drive Owned 1983 179,321 2,612 18,696
Wal-Mart Banking Center:
567 lvy Tech Drive L eased 1995 7,778 i35 517
Location in Hanover, Indiana:
10 Medical Plaza Drive Owned 1995 11,654 358 1,344
Location in Charlestown, Indiana:
1025 Highway 62 Leased/Land 2002 3,758 531 1,500
Location in Sellersburg, Indiana:
Highway 311 Owned 2005 19,493 2,647 13,000
Location in Floyds Knabs, Indiana
3660 Paoli Pike Leased 2008 7,610 582 3,000
Location in Carrollton, Kentucky:
1501 Highland Avenue Leased 2003 6,282 181 1,656

The Bank owns computer and data processing equipment which is used for transaction processing, loan origination, and accounting. The net book value of
electronic data processing equipment owned by the Bank was approximately $335,000 at December 31, 2009.

The Bank operates 13 automated teller machines (“ATMSs"), one at each office location (the main office has two), one at Hanover College, in Hanover,
Indiana, onein the Big Lots parking lot in Madison, one at Great Escape Theatresin New Albany, Indiana, one at Sellersburg, Indiana, and one at Butler
Mall in Carrolton, Kentucky. The Bank’s ATMs participate in the Passport® network.

The Bank performsits own data processing and reporting services.
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ITEM 3. LEGAL PROCEEDINGS.
Neither the Holding Company nor the Bank is a party to any pending legal proceedings, other than routine litigation incidental to the Holding Company’s or
the Bank’s business.

ITEM 4. RESERVED.

ITEM 45. EXECUTIVE OFFICERSOF THE REGISTRANT.

The executive officers of the Holding Company areidentified below. The executive officers of the Bank are elected annually by the Holding Company’s
Board of Directors.

Name Position with the Holding Company Position with the Bank
Matthew P. Forrester President and Chief Executive Officer President and Chief Executive Officer
LonnieD. Callins Secretary Secretary
VickieL. Grimes Treasurer Vice President of Finance
Anthony D. Brandon Executive Vice President
Mark A. Goley Vice President of Lending
William H. Hensler Vice President — Wealth Management
John Muessel Vice President — Trust Officer

Matthew P. Forrester (age 53) has served as the Bank and Holding Company President and Chief Executive Officer since October 1999. Prior to that,
Mr. Forrester served as the Chief Financial Officer for Home Loan Bank in Fort Wayne, Indianaand Senior Vice President and Treasurer for its holding
company, Home Bancorp. Prior to joining Home Loan Bank, Mr. Forrester was an examiner for the Indiana Department of Financial Institutions.

Lonnie D. Collins (age 61) has served as Secretary of the Bank since September 1994 and as Secretary of the Holding Company since 1996. Mr. Collins has
also practiced law since October 1975 and has served as the Bank’s outside counsel since 1980.

Vickie L. Grimes (age 54) has served as Vice President - Finance since May of 2007. Prior to that she acted as Controller for the Bank from September of 2006
until May of 2007. She also served as the Bank’s Internal Auditor from 2003 to September 2006, and as an accountant with the Bank from 2000 to 2003. Prior
to that, she served as the Accounting Manager for afinancial institution in Pueblo, Colorado.

Anthony D. Brandon (age 38) has served as Executive Vice President since July 29, 2005, and as Vice President of Loan Administration of the Bank since
September of 2001. Prior to his appointment as Executive Vice President, he served as Vice President of Loan Administration. Prior to joining the Bank, he
served as President of Republic Bank of Indiana.

Mark A. Goley (age 54) has served as Vice President of Loan Services since 1997. From 1989 to 1997, he served as Senior Loan Officer for Citizens.

WilliamH. Hensler (age 46) has served as Vice President — Wealth Management since June of 2006. Prior to joining the Bank he served as afinancial
consultant with Hilliard Lyons.

John Muessel (age 57) has served as Vice President - Trust Officer since April of 2002. Prior to joining the Bank, he served as Trust Officer of National City
Bank of Indiana
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERSAND |ISSUER PURCHASES OF
EQUITY SECURITIES.

Market Information and Dividends

There were 1,504,472 common shares of River Valley Bancorp outstanding at February 26, 2010, held of record by approximately 330 shareholders. The
number of shareholders does not reflect the number of persons or entities who may hold stock in nominee or “street name.” Since December 1996, the
Company’s common shares have been listed on The NASDAQ Capital Market (formerly called the NASDAQ SmallCap Market) (“NASDAQ"), under the
symbol “RIVR.” On December 26, 2003, the shares of River Valley underwent a 2-for-1 stock split in order to create amore liquid market for the stock.

Presented below are the high and low sale prices for the Holding Company’s common shares, aswell as cash distributions paid thereon since January 2007.
Such sales prices do not include retail financial markups, markdowns or commissions. Information relating to sales prices has been obtained from NASDAQ.

Quarter Ended High Low Cash Distributions
2009
December 31 $ 15.75 $ 12.05 $ 0.21
September 30 16.24 11.82 0.21
June 30 16.86 10.50 0.21
March 31 12.90 9.15 0.21
2008
December 31 $ 15.88 $ 11.24 $ 0.21
September 30 15.88 13.25 0.21
June 30 16.50 14.25 0.21
March 31 18.00 13.79 0.21
2007
December 31 $ 18.01 $ 14.29 $ 0.21
September 30 19.84 17.16 0.20
June 30 18.25 17.00 0.20
March 31 18.05 17.30 0.20

The high and low sale prices for the Holding Company’s common shares between December 31, 2009 and February 26, 2010, were $13.68 and $12.42,
respectively.

Under OTS regul ations applicable to converted savings associations, River Valley Financial is not permitted to pay a cash dividend on its common shares if
the regulatory capital of River Valley Financial would, as aresult of the payment of such dividend, be reduced below the amount required for the liquidation
account (which was established for the purpose of granting alimited priority claim on the assets of River Valley Financial, in the event of acomplete
liquidation, to those members of River Valley Financial before the Conversion who maintain a savings account at River Valley Financial after the
Conversion) or applicable regulatory capital requirements prescribed by the OTS.

Regulations of the OTS impose limitations on the payment of dividends and other capital distributions by savings associations. Because the Bank isa
subsidiary of asavings and loan holding company, it is required to file a notice with the OTS 30 days before making any capital distributions to the Holding
Company. It may also haveto file an application for approval of aproposed capital distribution with the OTSif the Bank is not eligible for expedited
treatment under the OTS's application processing rules, or the total amount of all capital distributions, including the proposed capital distribution, for the
applicable calendar year would exceed an amount equal to the Bank’s net earnings for that year to date plus the Bank’sretained net earnings for the
preceding two years. The Bank must also file an application for
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approval of aproposed capital distribution if, following the proposed distribution, the Bank would not be adequately capitalized under the OTS prompt
corrective action regulations, or if the proposed distribution would violate a prohibition contained in any applicable statute, regulation, or agreement
between the Bank and the OTS or the FDIC.

Since the Holding Company has no independent operation or other subsidiaries to generate income, its ability to accumulate earnings for the payment of
cash dividends to its shareholders directly depends upon the ability of the Bank to pay dividends to the Holding Company and upon the earnings on its
investment securities.

Any dividend distributions by the Bank to the Holding Company in excess of current or accumulated earnings and profitswill be treated for federal income
tax purposes as a distribution from the Bank’ s accumulated bad debt reserves, which could result in increased federal income tax liability for the Bank.

Generally, thereisno OTSregulatory restriction on the payment of dividends by the Holding Company unlessthere is a determination by the Director of the
OTSthat thereis reasonable cause to believe that the payment of dividends constitutes a seriousrisk to the financial safety, soundness or stability of the
Bank. The FDIC also has authority under current law to prohibit a bank from paying dividends if, in its opinion, the payment of dividends would constitute
an unsafe or unsound practice in light of the Bank’sfinancial condition. Indianalaw, however, would prohibit the Holding Company from paying adividend,
if, after giving effect to the payment of that dividend, the Holding Company would not be able to pay its debts as they become due in the usual course of
business or the Holding Company’ s total assets would be less than the sum of itstotal liabilities plus preferential rights of holders of preferred stock, if any.
In November 2009, the Company issued 5,000 shares of its Fixed Rate Cumulative Perpetual Preferred Stock, Series A. For so long as any of these preferred
shares remain outstanding, no dividend or distribution shall be declared or paid on the Company’s common stock unless all accrued and unpaid dividends
on the preferred shares have been or will befirst paidin full.

Equity Compensation Plans

The “Equity Compensation Plan Information” contained in Part |11, Item 12 of this Annual Report on Form 10-K isincorporated herein by reference.

Issuer Purchases of Equity Securities

There were no shares repurchased during the three-month period ending December 31, 2009.
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ITEM 6. SELECTED FINANCIAL DATA.

Thefollowing tables set forth certain information concerning the consolidated financial condition, earnings, and other dataregarding River Valley at the
dates and for the periods indicated. The following selected financial datais qualified by reference to and should be read in conjunction with the
Consolidated Financial Statements, including the Notes thereto, presented in Item 8 - Financial Statements and Supplementary Dataandin Item7 -
Management’s Discussion and Analysis of Financial Condition and Results of Operation.

Selected Consolidated Financial Information and Other Data

At December 31,
2009 2008 2007 2006 2005
Selected consolidated financial condition data: (In thousands)
Total amount of:
Assets $ 39,162 $ 372,344 $ 350,061 $ 342,249 $ 328,748
Loansreceivable - net 276,591 285,304 258,628 241,887 228,885
Cash and cash equivalents 13,387 10,033 8,137 11,808 17,730
Investment securities 79,561 52,284 58,999 65,150 59,609
Deposits 276,586 247,777 219,682 220,238 206,733
FHLB advances and other borrowings 86,217 97,217 102,217 95,217 96,782
Stockholders’ equity 30,715 24,540 25,677 24,147 23,018

Year Ended December 31,
2009 2008 2007 2006 2005
(In thousands, except share data)

Summary of consolidated income data:

Total interest income $ 19,187 $ 20,335 $ 20,558 $ 18,910 $ 16,298
Total interest expense 9,322 10,876 12,334 11,053 8,155
Net interest income 9,865 9,459 8,224 7,857 8,143
Provision for losses on loans 2,883 1,080 562 264 288
Net interest income after provision for losses on loans 6,982 8,379 7,662 7,593 7,855
Other income 4,168 3212 2,992 2,516 2,500
General, administrative and other expense 9,304 8,383 7,675 7,323 7,094
Income beforeincome tax expense 1,846 3,208 2,979 2,786 3,261
Income tax expense 150 713 770 841 1,175

Net income $ 1,69 $ 2495 $ 2209 $ 1,945 $ 2,086
Basic earnings per share $ 110 $ 154 $ 136 $ 121 $ 1.32
Diluted earnings per share $ 109 $ 153 $ 134 $ 118 $ 1.27

Year Ended December 31,

Selected financial ratiosand other data: 2009 2008 2007 2006 2005
Interest rate spread during period 2.43% 2.51% 2.25% 2.29% 2.60%
Net yield on interest-earning assets (1) 2.68 281 2.56 255 2.82
Return on assets (2) 44 .69 .64 59 .63
Return on equity (3) 6.48 9.71 8.92 8.27 9.06
Equity to assets (4) 7.75 6.59 7.21 7.06 7.00
Average interest-earning assets to average interest-bearing

liahilities 109.48 109.08 108.11 107.44 107.85
Non-performing assets to total assets (4) 2.30 .35 57 .33 .61
Allowance for loan losses to total loans outstanding (4) 94 .82 .83 .89 1.00
Allowance for loan |osses to non-performing loans (4) 36.27 226.22 120.99 195.33 132.80
Net charge-offsto average total loans outstanding .94 .32 21 17 0.14
General, administrative and other expense to average assets

5) 2.39 2.34 2.23 2.19 2.29
Dividend payout ratio 77.06 54.90 60.45 66.53 61.02
Number of full service offices (4) 8 8 7 7 7

1) Netinterest income divided by average interest-earning assets.

2) Net earnings divided by average total assets.

Net earnings divided by average total equity.
At end of period.
General, administrative and other expense divided by average total assets.

o~~~
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ITEM 7. MANAGEMENT'SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTSOF OPERATION.
General

Asdiscussed previously, River Valley was incorporated for the primary purpose of owning all of the outstanding shares of River Valley Financial. Asa
result, the discussion that follows focuses on River Valley Financial’s financial condition and results of operations for the periods presented. The following
discussion and analysis of the financial condition as of December 31, 2009, and River Valley’sresults of operations for periods prior to that date, should be
read in conjunction with the Consolidated Financial Statements and the Notes thereto, included in Item 8 of this Annual Report on Form 10-K.

In addition to the historical information contained herein, the following discussion contains forward-looking statements that involve risks and uncertainties.
River Valley's operations and River Valley's actual results could differ significantly from those discussed in the forward-looking statements. Some of the
factors that could cause or contribute to such differences are discussed herein but also include, but are not limited to, changes in the economy and interest
ratesin the nation and River Valley's general market area. The forward-looking statements contained herein include those with respect to the effect future
changesin interest rates may have on financial condition and results of operations, and management’s opinion as to the effect on River Valley's
consolidated financial position and results of operations of recent accounting pronouncements not yet in effect.

Effect of Current Events

The global and U.S. economies are experiencing significantly reduced business activity as aresult of, among other factors, disruptionsin the financial
system during the past couple years. Dramatic declines in the housing market during the past year, with falling home prices and increasing foreclosures and
unemployment, have resulted in significant write-downs of asset values by financial institutions, including government-sponsored entities and major
commercial and investment banks. These write-downs, initially of mortgage-backed securities but spreading to credit default swaps and other derivative
securities, have caused many financial institutions to seek additional capital, to merge with larger and stronger institutions and, in some cases, to fail.

Reflecting concern about the stability of the financial markets generally and the strength of counterparties, many lenders and institutional investors have
reduced, and in some cases, ceased to provide funding to borrowers, including other financial institutions. The availability of credit, confidencein the
financial sector, and level of volatility in the financial markets have been significantly adversely affected asaresult. The volatility and disruption in the
capital and credit markets has reached unprecedented levels. In some cases, the markets have produced downward pressure on stock prices and credit
capacity for certain issuers without regard to those issuers’ underlying financial strength.

In response to the financial crises affecting the banking system and financial markets and going concern threats to investment banks and other financial
institutions, the government has responded with a number of new and amended regulatory provisions. Many of these provisionsdirectly or indirectly
impact the Company, including the EESA, TARP and the related CPP program, and changes to the federal deposit insurance program.

Itisnot clear at thistime what impact the EESA, the TARP CPP, the Temporary Liquidity Guarantee Program, ARRA and other liquidity and funding

initiatives, whether previously announced or that may beinitiated in the future, will have on the financial markets and the other difficulties described above,
including the extreme levels of volatility and limited credit availability currently being experienced, or on
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the U.S. banking and financial industries and the broader U.S. and global economies. Further adverse effects could have an adverse effect on the Company
and its business.

Thelevel of turmoil in the financial servicesindustry will present unusual risks and challenges for the Company, as described below:

The Current Economic Environment Poses Challenges For Us and Could Adversely Affect Our Financial Condition and Results of Operations. We are
operating in achallenging and uncertain economic environment, including generally uncertain national conditions and local conditionsin our markets. The
capital and credit markets have been experiencing volatility and disruption for more than 24 months. The risks associated with our business become more
acute in periods of a slowing economy or slow growth. Financial institutions continue to be affected by sharp declinesin thereal estate market and
constrained financial markets. While we are taking steps to decrease and limit our exposure to problem loans, we nonethel ess retain direct exposure to the
residential and commercial real estate markets, and we are affected by these events.

Our loan portfolio includes commercial real estate loans, residential mortgage loans, and construction and land development loans. Continued declinesin
real estate values, home sales volumes and financial stress on borrowers as aresult of the uncertain economic environment, including job losses, could
have an adverse effect on our borrowers or their customers, which could adversely affect our financial condition and results of operations. In addition,
deteriorationin local economic conditionsin our markets could drive losses beyond that which is provided for in our alowance for loan losses and result in
the following other consequences: increasesin loan delinquencies, problem assets and forecl osures may increase; demand for our products and services
may decline; deposits may decrease, which would adversely impact our liquidity position; and collateral for our loans, especially real estate, may declinein
value, in turn reducing customers' borrowing power, and reducing the value of assets and collateral associated with our existing loans.

Impact of Recent and Future Legislation. Congress and the Treasury Department have adopted | egislation and taken actions to address the disruptionsin
the financia system and declines in the housing market. See Note 22, Economic Recovery Programs, to the Company’s Consolidated Financial Statements,
included in this Form 10-K and incorporated herein. The actual impact that EESA, ARRA and related measures undertaken to alleviate the credit crisiswill
have on the financial marketsis unknown. The failure of such measures to help stabilize the financial markets, and a continuation or worsening of current
financial market conditions, could materially and adversely affect our business, financial condition, results of operations, access to credit or the trading price
of our common stock. Finally, there can be no assurance regarding the specific impact that such measures may have on us and no assurance whether or to
what extent we will be able to benefit from such programs.

In addition to the legislation mentioned above, federal and state governments could pass additional legislation responsive to current credit conditions. As
an example, the Bank could experience higher credit osses because of federal or state legislation or regulatory action that reduces the amount the Bank’s
borrowers are otherwise contractually required to pay under existing loan contracts. Also, the Bank could experience higher credit |osses because of federal
or statelegislation or regulatory action that limitsits ability to foreclose on property or other collateral or makes foreclosure less economically feasible.

Also, as described in Regulation — Recent Legislative Devel opments, both Congress and the Obama Administration have announced proposals calling for

sweeping changes to the United States financial system. At thistime, we cannot determine the likelihood that the proposed regulatory reform will be
adopted in the forms proposed or the specific impact that any adopted legislation will have on the Company or the Bank.
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Additional Increasesin Insurance Premiums. The FDIC insuresthe Bank’s deposits up to certain limits. The FDIC charges us premiums to maintain the
Deposit Insurance Fund. The Bank elected to participate in the FDIC's Temporary Liquidity Guarantee Program, which increased its insurance premiums
during 2009 by 10 basis points per annum. Current economic conditions have increased expectations for bank failures. The FDIC takes control of failed
banks and ensures payment of deposits up to insured limits using the resources of the Deposit Insurance Fund. The FDIC has designated the Deposit
Insurance Fund long-term target reserveratio at 1.25 percent of insured deposits. Due to recent bank failures, the FDIC insurance fund reserve ratio has
fallen below 1.15 percent, the statutory minimum. The FDIC has implemented a restoration plan beginning January 1, 2009, that is intended to return the
reserveratio to an acceptable level over 8 years. The restoration plan has uniformly increased insurance assessments by 7 basis points (annualized) and will
increase them again by 3 basis points (annualized) effective January 1, 2011. Further increasesin premium assessments are al so possible and would increase
the Company’s expenses. Also, in addition to the 5 basis point special assessment of $178,000 that the Company paid in September 2009, the FDIC required
usto pay on December 30, 2009, actual and estimated third and fourth quarter 2009 assessments, totaling $230,000, plus a prepayment of all estimated 2010,
2011 and 2012 assessmentstotaling $1.6 million.

Increased assessment rates and special assessments have had a material impact on the Company’s results of operations and could continue to do so.

The Soundness of Other Financial I nstitutions Could Adversely Affect Us. Financial servicesinstitutions are interrelated as aresult of trading, clearing,
counterparty, or other relationships. We have exposure to many different industries and counterparties, and we routinely execute transactions with
counterpartiesin the financial servicesindustry, including brokers and dealers, commercial banks, investment banks, mutual and hedge funds, and other
institutional clients. Many of these transactions expose us to credit risk in the event of default by our counterparty or client. In addition, our credit risk may
be exacerbated when the collateral held by us cannot be realized or isliquidated at prices not sufficient to recover the full amount of the loan or derivative
exposure due us. There is no assurance that any such losses would not materially and adversely affect our results of operations or earnings.

Future Reduction in Liquidity in the Banking System. The Federal Reserve Bank has been providing vast amounts of liquidity in to the banking system to
compensate for weaknesses in short-term borrowing markets and other capital markets. A reduction in the Federal Reserve's activities or capacity could
reduce liquidity in the markets, thereby increasing funding costs to the Bank or reducing the availability of funds to the Bank to finance its existing
operations.

Difficult Market Conditions Have Adversely Affected Our | ndustry. We are particularly exposed to downturnsin the U.S. housing market. Dramatic
declinesin the housing market over the past year, with falling home prices and increasing forecl osures, unemployment and under-employment, have
negatively impacted the credit performance of mortgage |oans and securities and resulted in significant write-downs of asset values by financial institutions,
including government-sponsored entities, major commercial and investment banks, and regional financial institutions. Reflecting concern about the stability
of thefinancial markets generally and the strength of counterparties, many lenders and institutional investors have reduced or ceased providing funding to
borrowers, including to other financial institutions. This market turmoil and tightening of credit have led to an increased level of commercial and consumer
delinquencies, lack of consumer confidence, increased market volatility and widespread reduction of business activity generally. The resulting economic
pressure on consumers and lack of confidence in the financial markets could adversely affect our business, financial condition and results of operations.
We do not expect that the difficult conditionsin the financial markets are likely to improve in the near future. A worsening of these conditions would likely
exacerbate the adverse effects of these difficult market conditions on the financial institutionsindustry. In particular, we may face the following risksin
connection with these events:
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e Weexpect to face increased regulation of our industry. Compliance with such regulation may increase our costs and limit our ability to pursue business
opportunities.

e Our ability to assess the creditworthiness of our customers may be impaired if the models and approach we use to select, manage and underwrite our
customers become less predictive of future behaviors.

e The process we use to estimate losses inherent in our credit exposure requires difficult, subjective and complex judgments, including forecasts of
economic conditions and how these economic predictions might impair the ability of our borrowers to repay their loans, which may no longer be
capable of accurate estimation which may, in turn, impact the reliability of the process.

e Our ability to borrow from other financia institutions on favorable terms or at al could be adversely affected by further disruptions in the capital
markets or other events, including actions by rating agencies and deteriorating investor expectations.

e Competition in our industry could intensify as aresult of the increasing consolidation of financial services companiesin connection with current market
conditions.

e We may be required to pay significantly higher deposit insurance premiums because market developments have significantly depleted the insurance
fund of the FDIC and reduced the ratio of reservesto insured deposits.

Concentrations of Real Estate Loans Could Subject the Corporation to I ncreased Risksin the Event of a Real Estate Recession or Natural Disaster. A
significant portion of the Company’sloan portfolio is secured by real estate. Thereal estate collateral in each case provides an alternate source of
repayment in the event of default by the borrower and may deteriorate in value during the time the credit is extended. A weakening of the real estate market
in our primary market area could result in an increase in the number of borrowers who default on their loans and areduction in the value of the collateral
securing their loans, which in turn could have an adverse effect on our profitability and asset quality. If we are required to liquidate the collateral securing a
loan to satisfy the debt during a period of reduced real estate values, our earnings and capital could be adversely affected. Historically, Indiana and
Kentucky have experienced, on occasion, significant natural disasters, including tornadoes and floods. The availability of insurance for losses for such
catastrophesis limited. Our operations could also be interrupted by such natural disasters. Acts of nature, including tornadoes and floods, which may
cause uninsured damage and other loss of valueto real estate that secures our loans or interruption in our business operations, may also negatively impact
our operating results or financial condition.

Critical Accounting Policies

Note 1 to the Consolidated Financial Statements contains a summary of the Company’s significant accounting policies for the year ended December 31,
2009. Certain of these policies are important to the portrayal of the Company’sfinancia condition, since they require management to make difficult, complex
or subjective judgments, some of which may relate to matters that are inherently uncertain. Management believesthat its critical accounting policiesinclude
determining the allowance for loan losses and the valuation of mortgage servicing rights.

Allowance For Loan L osses

The allowance for loan losses is asignificant estimate that can and does change based on management’s assumptions about specific borrowers and current

economic and business conditions, among other factors. Management reviews the adequacy of the allowance for |oan losses on at |east a quarterly basis.
The evaluation by management includes consideration of past loss experience, changesin the composition of
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the loan portfolio, the current economic condition, the amount of loans outstanding, identified problem loans, and the probability of collecting all amounts
due.

The alowance for |0an |losses represents management's estimate of probable losses inherent in the Company’ s loan portfolios. In determining the
appropriate amount of the allowance for loan losses, management makes numerous assumptions, estimates and assessments.

The Company’s strategy for credit risk management includes conservative, centralized credit policies, and uniform underwriting criteriafor all loans as well
asan overall credit limit for each customer significantly below legal lending limits. The strategy also emphasi zes diversification on a geographic, industry
and customer level, regular credit quality reviews and quarterly management reviews of large credit exposures and loans experiencing deterioration of credit
quality.

The Company’s allowance consists of three components: probable |osses estimated from individual reviews of specific loans, probable [osses estimated
from historical loss rates, and probable |osses resulting from economic or other deterioration above and beyond what is reflected in the first two
components of the allowance.

Larger commercial loans that exhibit probable or observed credit weaknesses are subject to individual review. Where appropriate, reserves are allocated to
individual loans based on management’s estimate of the borrower’s ability to repay the loan given the availability of collateral, other sources of cash flow
and legal options available to the Company. Included in the review of individual loans are those that are considered impaired. A loanis considered impaired
when, based on current information and events, it is probable that the Company will be unable to collect the scheduled payments of principal or interest
when due according to the contractual terms of the loan agreement. Factors considered by management in determining impairment include payment status,
collateral value and the probability of collecting scheduled principal and interest payments when due. L oans that experience insignificant payment delays
and payment shortfalls generally are not classified asimpaired. Management determines the significance of payment delays and payment shortfalls on a
case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons
for the delay, the borrower’s prior payment record and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on a
loan-by-loan basis for commercial and construction loans by either the present value of expected future cash flows discounted at the loan’s effective
interest rate, the loan’s obtainable market price or the fair value of the collateral if the loan is collateral dependent. Any allowances for impaired loans are
measured based on the present value of expected future cash flows discounted at the |oan’s effective interest rate or fair value of the underlying collateral.
The Company evaluates the collectibility of both principal and interest when assessing the need for aloss accrual. Historical loss rates are applied to other
commercial loans not subject to specific reserve alocations.

Homogenous loans, such as consumer installment and residential mortgage |oans are not individually risk graded. Rather, standard credit scoring systems
are used to assess credit risks. Reserves are established for each pool of loans based on the expected net charge-offs for one year. L oss rates are based on
the average net charge-off history by loan category.

Historical loss rates for loans may be adjusted for significant factors that, in management’s judgment, reflect the impact of any current conditions on loss
recognition. Factors which management considersin the analysis include the effects of the national and local economies, trends in the nature and volume of
loans (delinguencies, charge-offs and non-accrual 1oans), changes in mix, asset quality trends, risk management and loan administration, changesin the
internal lending policies and credit standards, collection practices and examination results from bank regulatory agencies and the Company’sinternal loan
review. The portion of the allowance that isrelated to certain qualitative factors not specifically related to any oneloan typeis considered the unallocated
portion of the reserve.
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Allowances on individual loans and historical loss rates are reviewed quarterly and adjusted as necessary based on changing borrower and/or collateral
conditions and actual collection and charge-off experience.

The Company’s primary market areafor lending is Clark, Floyd and Jefferson Countiesin southeastern Indiana and portions of northeastern Kentucky
adjacent to that market. When evaluating the adequacy of allowance, consideration is given to this regional geographic concentration and the closely
associated effect changing economic conditions have on the Company’s customers.

During 2009, the Company refined its overall approach to the determination of the allowance for loan losses. This change is described morefully inltem 1 -
Business - Allowance for Loan Losses and in Item 7 -Management’s Discussion and Analysis of Financial Condition and Results of Operation - Discussion
of Changesin Financial Condition from December 31, 2008 to December 31, 2009.

Valuation of Mortgage Servicing Rights

The Company recogni zes the rights to service mortgage |oans as separate assets in the consolidated balance sheet. The total cost of |oans, when sold, is
allocated between loans and mortgage servicing rights based on the relative fair values of each. Mortgage servicing rights are subsequently carried at the
lower of theinitial carrying value, adjusted for amortization, or fair value. Mortgage servicing rights are evaluated for impairment based on the fair value of
those rights. Factorsincluded in the calculation of fair value of the mortgage servicing rights include estimating the present value of future net cash flows,
market |oan prepayment speeds for similar loans, discount rates, servicing costs, and other economic factors. Servicing rights are amortized over the
estimated period of net servicing revenue. It islikely that these economic factors will change over the life of the mortgage servicing rights, resulting in
different valuations of the mortgage servicing rights. The differing valuations will affect the carrying value of the mortgage servicing rights on the
consolidated balance sheet aswell asthe income recorded from loan servicing in the consolidated income statement. As of December 31, 2009, mortgage
servicing rights had a carrying value of $505,000. Total carrying value at December 31, 2009, of $543,000 was reduced by a $38,000 charge to income for
impairment on certain pools of servicing rights as of that date.

Discussion of Changesin Financial Condition from December 31, 2008 to December 31, 2009

At December 31, 2009, River Valey's consolidated assets totaled $396.2 million, representing an increase of $23.9 million, or 6.4%, over the December 31,
2008 total. Asset growth was funded by the growth in deposits with total deposits at December 31, 2009 of $276.6 million, an increase of $28.8 million, or
11.6%, over thetotal for deposits at December 31, 2008. Savings and demand deposits increased by $11.2 million, or 9.5%, during 2009, while certificates of
deposit also experienced strong growth of $17.6 million, or 13.6%, for the period. Total certificates of deposit at December 31, 2009 totaled $147.0 million
compared to $129.4 million for 2008. Strong deposit growth for the year points to the effectiveness of the Bank’s expansion into new marketsin Floyd and
Clark Countiesin Indiana, and continued strong market share in the Jefferson County, Indianaarea.

Liquid assets (i.e., cash, federal funds sold and interest-earning deposits) increased by $3.4 million from December 31, 2008 levelsto atotal of $13.4 million at
December 31, 2009.

Theincrease in assets was primarily attributable to growth in the investment portfolio, from $52.3 million at December 31, 2008 to $79.6 million at the same
datein 2009, agrowth of $27.3 million or 52.2%, as excess funds were invested for both short term liquidity and longer term earnings.

Investments reported in the financial statements of the Company are held both at the Bank level and at the Bank’s Nevada subsidiaries.
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The Company evaluates all investments for other than temporary impairment quarterly. 2009 brought detailed scrutiny of the Company’sinvestments, and in
particular of asset quality and changesin the fair values of the individual investments. The Company’s securities are valued at fair value by a pricing service
whose prices can be corroborated by recent security trading activities. The Company’s portfolio is comprised of the following types of investments.

Agency investments, which includes AAA-rated Federal Home L oan Mortgage Corp. (FHLMC), Federal National Mortgage Association (FNMA) and
Federal Home Loan Bank (FHLB) investments, at an average book yield of 2.85%, were at anet unrealized gain position at December 31, 2009. No agency
investments were at an unrealized loss position for 12 consecutive months or more. The total carrying value of $30.4 million represents 38.2% of the total
investment portfolio.

Collateralized Mortgage Obligations, which includes governmentally guaranteed FNMA, FHLMC, and Government National Mortgage Association
(GNMA) REMICs, at an average book yield of 2.65%, were at anet unrealized gain position at December 31, 2009. No collateralized mortgage obligation
investments were at an unrealized loss position for 12 consecutive months or more. The total carrying value of $12.2 million represents 15.4% of the total
investment portfolio.

M ortgage-backed securities, which includes governmentally guaranteed FNMA, GNMA, and FHLMC Gold pools, at an average book yield of 4.63% were at
anet unrealized gain position at December 31, 2009. No mortgage-backed investments were at an unrealized loss position for 12 consecutive months or
more. Thetotal carrying value of $15.4 million represents 19.4% of the total investment portfolio.

Municipal securitiesfrom avariety of sources, with an average tax equivalent yield of 5.97%, were at anet unrealized gain position at December 31, 2009.
Three-fourths of these investments are general obligation (GO) bonds and the remainder are revenue bonds. The total carrying value of $20.7 million
represents 26.0% of the total investment portfolio. At December 31, 2009, eleven municipal securities totaling $3.3 million, or 15.7% of the total municipal
investments, were at an unrealized |l oss position, with gross unrealized losses of $129,000 as compared to fifty municipal securities at an unrealized loss
position totaling $677,000 at the same date in 2008. Of these investments, $2.1 million were at an unrealized loss for 12 consecutive months or more.
However, because the Company does not intend to sell the investments and because it is not “more likely than not” that the Company will be required to
sell the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider those investments to be other-
than-temporarily impaired at December 31, 2009.

Corporate investments, comprised entirely of two inactively traded Trust Preferred issues, with an average book yield of 1.06%, were at anet unrealized loss
position at December 31, 2009. Both investments were at an unrealized loss for 12 consecutive months or more. Because the Company does not intend to
sell the investments and because it is not “more likely than not” that the Company will be required to sell the investments before recovery of their amortized
cost bases, which may be maturity, the Company does not consider those investments to be other-than-temporarily impaired at December 31, 2009. These
investments, with total carrying value of $848,000, represent 1.1% of the total investment portfolio. Both issues of Trust Preferred represent some potential
risk to the Company simply by virtue of their attributes. They are discussed individually below.

The ALESCO 9A class A2A investment and the Preferred Term Security XX VII, LTD investment are both thinly traded. Both issues are backed by financial
institutions and insurance companies, and the current pricing reflects inactivity in the markets for trust preferred issues. As the national economic woes
have continued some of the underlying financial institutions have defaulted on or deferred interest payments. While these defaults/deferrals have
negatively affected the lower tranches of the issues, the Bank holds the top tranche of PRETSL XXV 1 and the second highest tranche of ALESCO 9A. The
collateralization levels on these issues are still more than adequate for the Bank to be protected. Both cash flow and other analysis, performed by
independent third party analysts, and reviewed by management,

45




indicates that it is more than likely that these investmentswill continue to maturity, and are thus only temporarily impaired. Cash flow analysisindicates that
full payment of the tranches held by the Bank is expected by maturity, if not before.

In November 2007, the Company purchased $1.0 million face value of ALESC 9A A2A class preferred trust stock at aprice of $88.81. At December 31, 2009,
thisinvestment was priced by athird party pricing service and was carried on the Company’s books at a market value of $237,000 and at an amortized cost
on that date of $893,000. The net unrealized loss on thisinvestment at December 31, 2008 was $656,000. The Company has reviewed the pricing analytics
reportsfor thisinvestment and has determined that the decline in the market price of thisinvestment istemporary and indicates thin trading activity, rather
than atrue decline in the value of the investment. Factors considered in reaching this determination included the class or “tranche” held by the Company,
A2A, the current collateral position of the tranche, 128.3%, and the projected cash flows as of December 31, 2009, which indicate that the Company will
receive all contractual payments. Because the Company does not intend to sell the investments and because it is not “more likely than not” that the
Company will be required to sell the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider
those investments to be other-than-temporarily impaired at December 31, 2009.

In February 2008, the Company purchased $1.0 million face value of PRETSL XXVII LTD preferred trust stock at a price of $90.198. At December 31, 2009,
thisinvestment was priced by athird party pricing service and was carried on the Company’s books at a market value of $611,000 and at an amortized cost
on that date of $885,000. The net unrealized loss on thisinvestment at December 31, 2008 was $274,000. The Company has reviewed the pricing analytics
reportsfor thisinvestment and has determined that the decline in the market price of thisinvestment istemporary and indicates thin trading activity, rather
than atrue decline in the value of the investment. Factors considered in reaching this determination included the class or “tranche” held by the Company,
A-1, the current collateral position of the tranche, 124.2%, the projected cash flows as of December 31, 2009, which indicate that the Company will receive al
contractual payments. Because the Company does not intend to sell the investments and because it is not “morelikely than not” that the Company will be
reguired to sell the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider those investments to
be other-than-temporarily impaired at December 31, 2009.

Loansreceivable, excluding loans held for sale, totaled $276.6 million at December 31, 2009, a decrease of $8.7 million from the $285.3 million total at
December 31, 2008. Constriction of the lending environment resulting from national and local economic fears was somewhat |essened by strong refinancing
activity during the first three quarters of 2009. Conventional fixed rate loans for one- to four-family residential housing were refinanced and sold to FHLMC.
Because of this, the Bank experienced a decrease of 9.3% in the conventional one- to four-family residential housing loan portfolio, from $140.4 million as of
December 31, 2008 to $127.4 million at the same date in 2009. Those conventional loans were refinanced as the Bank originated $45.6 millionin loansto
FHLMC growing the total of loans sold, but serviced by the Bank, to $92.0 million. Thiswas an increase of $16.3 million, or 21.5% over the December 2008
level of $75.7 million. Other lending decreased or remained stable with the only increases seen in multi-family lending ($12.9 million at December 31, 2009 as
opposed to $9.9 million at the same date in 2008, an increase of 30.1%), and a slight loan growth in commercial real estate and land (4.5% growth from $105.8
million to $110.5 million, December 31, 2008 to December 31, 2009).

Over the same period, interest receivable on interest-earning assets increased by aminimal $24,000, or 1.1%, demonstrating the effects of the drop in interest

rates during 2008. Most radically affected by the 2008 dropsin the Prime interest rate were commercial |oans and home equity lines of credit which change
directly with the Prime rate. The average yield on loans at December 31, 2009 was 5.80%, a decrease of 0.62% from the rate of 6.42% at December 31, 2008.
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The Bank's consolidated allowance for loan losses total ed approximately $2.6 million for the year ended December 31, 2009, an overall increase from the $2.4
million for the year ended December 31, 2008. The total allowance as a percent of |oans outstanding increased to 0.94% at December 31, 2009 as compared
t0 .82% for the same date in 2008. As the national economy worsened, the Bank aggressively managed delinquencies, with overall delinquencies 30 or more
days past due as of December 31, 2009 at 3.70%, compared to 1.07% at the same date in 2008. Non-performing loans as of December 31, 2009 were $7.2
million, compared to $1.0 million at the same date in 2008, and non-performing loans as a percent of total loans were 2.60% and .37% respectively for those
periods.

In anticipation of an unavoidable declinein thelocal economy, the Bank increased its analysis of problem loans and established higher levels of specific
reserves for potential losses. Net charge-offsfor the year ended December 31, 2009 were $2.6 million as compared to $924,000 for the same period in 2008.
The primary reason for this sharp increase period to period was the December 2009 partial charge-off of $2.4 million for amounts previously recorded as
specific reserves for potential losses. Realized net charge-offs for the year ended December 31, 2009 were $187,000. Partial charge-offs are based on
estimated |osses on loans still carried in the Company’sloan portfolio. Since these are estimates, final, realized charge-offs on these loans, taken in
subsequent periods, may result in additional charge-off amounts, or recoveries of charged-off amounts.

At December 31, 2008, $842,000 of the allowance was specifically reserved for potential |osses on identified loans. No specfic reserves existed at December
31, 2009. Comparing the portion of the allowance established for general reserves, period to period, the general reserve at December 31, 2009 was $2.6 million
as compared to $1.5 million at the same point in 2008, a period to period increase of $1.1 million or 73.3%. Seeltem 1 - Business - Allowance for Loan L osses
for additional information related to changes in the Bank's charge-off methodology. While there was limited growth within certain loan types during 2009, in
aggregate the loan portfolio shrunk and there was no additional risk to the overall allowance for growth. Any risk due to growth in these economically
challenging times was mitigated by selective underwriting of the borrower and in increasing requirements for amount and type of collateral securing the
debt. During the year ended December 31, 2009 the Bank tightened collateral levelsin all loan areas. As an example, the Bank held $1.6 million in unsecured
loans as of December 31, 2009, which was down from the $4.8 million held at the same point in 2008. The Bank is conservative in its lending practices and
does not originate the type of loans publicized as “ sub-prime” and therefore does not anticipate delinquencies other than those normally associated with
the economic trends of the Bank’s market areas. As of December 31, 2009, those trends had stablized locally, with unemployment higher than at the same
point in 2008, but trending downward through 2009. The expense for the provision for loan losses increased to $2.9 million in 2009, an increase of 166.9%
over the 2008 provision expense of $1.1 million. Thisincrease was primarily due to establishment of specific reserves, and subsequent partial charge-off of
that reserve, for asingle large relationship, previously discussed in this document.

Non-performing loans (defined as |oans delinquent greater than 90 days and loans on non-accrua status) totaled $7.2 million and $1.0 million at
December 31, 2009 and 2008, respectively, an increase of $6.2 million. With the exception of afew loans delinquent due to administrative delaysin
refinancing, the Bank’s non-performing loans represent loans in the lengthy process of foreclosure. Potential 10sses on these |oans, as confirmed and
adjusted for coststo sell, were charged off in December of 2009, also as discussed earlier in thisreport.

Although management believes that its allowance for loan losses at December 31, 2009, is adequate based upon the available facts and circumstances, there
can be no assurance that additions to such allowance will not be necessary in future periods, which could negatively affect the Company’s results of
operations. Management is diligent in monitoring delinquent loans and in analyzing the factors affecting the allowance. At December 31, 2009, the Bank held
two pieces of repossessed real estate valued at $253,000,
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as compared to three pieces with a combined value of $259,000 at December 31, 2008, and as of this report date was entertaining offers on both pieces of
property, with no significant loss expected.

Borrowings totaled $86.2 million at December 31, 2009 versus $97.2 million on December 31, 2008. Of total borrowings, $79.0 million and $90.0 million
represent FHL B advances with average rates of 4.56% and 4.61% at the respective dates. Rates on advances held by the Bank average slightly more than
1.5% over the highest paying certificate of deposit rate for the Bank and more than 2.0% over the average cost on existing certificates of deposit. The 2009
reduction in borrowing levels contributed to the overall reduction in the cost of interest-bearing liabilities, 2.77% as of December 31, 2009 as opposed to
3.52% at the same point in 2008.

Stockholders' equity totaled $30.7 million at December 31, 2009, an increase of $6.2 million, or 25.2%, from the $24.5 million total at December 31, 2008. The
most significant factor in thisincrease was the sale by the Company of 5,000 shares of preferred stock in November of 2009, at $1,000 per share. Thisisa
restricted stock issue which carries aliquidation value of $1,000 per share and pays dividends quarterly to shareholders at arate of 7.25% per annum for the
first five years. After the fifth year, the rate increases to 9% per annum and the Company has the option to redeem the preferred stock in whole or part at a
price equal to the sum of the liquidation amount per share and any accrued and unpaid dividends, regardless of whether any dividends are actually
declared. Of the $5.0 million raised through issuing the preferred stock, $2.5 million was contributed to the Bank and the remaining $2.5 million was retained
at the holding company level. Other factors contributing to the change in stockholders’ equity included dividends paid during the period of $1.3 million; a
net change in the unrealized | oss position on available-for-sale securities of $705,000; and net income of $1.6 million.

Comparison of Results of Operationsfor the Years Ended December 31, 2009 and 2008
General

River Valley's net income for the year ended December 31, 2009, totaled $1.7 million, adecrease of $799,000, or 32.0 %, from net income of $2.5 million
reported for the same period in 2008. The Company benefited from decreasing costs of deposits and reduced costs on borrowing during the year, with net
interest income of $9.9 million as compared to the $9.5 million at the same point in 2008, an increase of $406,000, or 4.3%. Additiona benefits came from
refinance activity encouraged by low interest rates and incentives to consumers, which resulted in strong loan salesin the secondary market, with the
Company originating and selling more than $45.0 million in one- to four-family residential housing loansto the FHLMC. Gains on salesto FHLMC during the
period ended December 31, 2009 werein excess of $1.0 million, an increase of $803,000, or 348.1% from the $230,000 of ayear before. Such positive results
were not enough, however, to stave off the effects of the 2009 increase in the provision for loan losses of $1.8 million and the increased required
contributions to the FDIC insurance fund, which increased from $70,000 in 2008 to $667,000 in 2009, an increase of nearly $600,000, a staggering 848.4%. The
Company persevered through prudent management of adminstrative costs and consistent non-interest income, while maintaining acceptable capital levels
and providing for losses through the allowance for loan losses.

With the decrease in net income, income tax expense decreased, with adrop in the effective tax rate from 22.2% in 2008 to 8.13% in 2009, adollar drop of
$563,000. Income from municipal investments held at the Company’s Nevada subsidiaries and increasesin the cash surrender value of Bank-owned life
insurance contributed to this drop in the effective tax rate as the percentage of non-taxable income to total income increased.

Net Interest Income

Total interest income for the year ended December 31, 2009, was $19.2 million, a decrease of $1.1 million, or 5.6%, from the 2008 total. The average balance of
interest-earning assets outstanding year-to-year
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increased by $31.6 million, or 9.4%, with increasesin loans receivable, investments, and interest-earning deposits.

The average balance of loans receivable increased 2.9%, or $8.0 million, 2008 to 2009, but due to lowering yields (5.80% in 2009 as compared to 6.42% for the
year before), interest income from loans receivable decreased 7.0%, from $17.5 million for the year ending December 31, 2008 to $16.3 million for the year
ending December 31, 2009. With excess funds accumulating as deposits grew and lending tightened, the Company placed a portion of those excess funds
into investments, with the average balance of investmentsincreasing $14.0 million, from $54.2 million in 2008 to $68.2 million in 2009. Thistransated into a
9.5% increase in interest income from investments, $2.7 million for the period ended December 31, 2009 as compared to $2.5 million for the same period ended
2008. Comparative yields for investments were 3.99% and 4.59%, 2009 to 2008, with the drop primarily being the result of the 2009 purchase of low yielding
government agency investments, at the Bank level, purchased for short-term earnings and long-term liquidity. Investments held at the Bank level are held
primarily for liquidity purposes, where as longer termed asset-backed and municipal securities, used for investment purposes, are held at the Nevada
subsidiary.

Interest-earning deposits held by the Company increased, period to period, with the average balance of those deposits being $14.6 million for 2009, as
compared to $5.1 million for 2008, an increase of $9.5 million or 187.8%. Whereasin prior years thiswould have translated to additional earnings for the
Company, interest income on interest-earning deposits fell from $136,000 for the period ended December 31, 2008 to $17,000 for the period ended December
31, 2009, asyields on those deposits fell from an average of 2.68% in 2008 to 0.12% in 2009.

For the period ending December 31, 2009, total interest expense was $9.3 million, adrop of $1.6 million, or 14.3%, from the $10.9 million for the period ended
December 31, 2008. Interest expense for the Company is comprised of interest on funds deposited with the Company and expense on borrowings by the
Company.

The average of total depositsincreased from $229.5 million at December 31, 2008 to $270.4 million at December 31, 2009, an increase of $40.9 million, or 17.8%.
The average balance of interest-bearing depositsincreased from $208.5 million at December 31, 2008 to $246.1 million at December 31, 2009, an increase of
$37.6 million, or 18.0%. The average cost of interest-bearing deposits dropped from 2.89% to 2.08%, 2008 to 2009, with total interest expense on deposits for
the period ending December 31, 2009 at $5.1 million, down $921,000, or 15.3%, from the $6.0 million for the period ending December 31, 2008. Over the same
period, the cost of borrowings dropped from 4.81% to 4.64%, adollar drop of $633,000 or 13.1%, as borrowings were repaid with excess funds from deposits
and remaining borrowings were at alower average cost. A net total of $11.0 million wasrepaid in 2009. Total interest expense for borrowings for the period
ended December 31, 2009 was $4.2 million as compared to $4.8 million for the same period ended 2008.

In summary, during the period ending December 31, 2009, the cost of interest-bearing deposits and borrowings dropped to a greater extent than the yields
on interest-earning assets, a benefit to net interest incomein total. Net interest income for the period ending December 31, 2009 was $9.9 million, up $406,000,
or 4.3%, from the $9.5 million for the same period ending December 31, 2008.

Provision for Losses on Loans

A provision for losses on loans is charged to income to bring the total allowance for loan losses to alevel considered appropriate by management based

upon historical experience, the volume and type of lending conducted by the Bank, the status of past due principal and interest payments, general economic
conditions, particularly as such conditions relate to the primary market area, and other factors related to the collectibility of theloan portfolio.
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During 2009, overall delinquencies increased with non-performing loans (loans past due 90 days or more) increasing from the $1.0 million as of December 31,
2008 to $7.2 million at December 31, 2009, with the majority of these loans being in some step of foreclosure as of December 31, 2009. Analysis of the
adequacy of the allowance for loan losses at June 30, 2009 determined that the Company had potential losses for problem loans which required additional
provision to the allowance for 0an losses through the provision expense. For the second quarter of 2009, the Company took $2.1 million to the provision
expense to reserve for these potential |osses.

Asaresult of these actions, management recorded a $2.9 million provision for losses on loansin 2009, an increase of $1.8 million, or 166.9%, compared to the
$1.1 million provision recorded in 2008. In management’s opinion, the Bank’s allowance for loan losses is adequate to absorb probable incurred losses from
loans at December 31, 2009. However, there can be no assurance that regul ators, when reviewing the Bank’sloan portfolio in the future, will not require
increasesin its allowances for loan losses or that changesin economic conditions will not adversely affect the Bank’sloan portfolio.

Other Income

Other income increased $1.0 million from $3.2 million for the year ended December 31, 2008, to $4.2 million for the year ended December 31, 2009, atotal of
29.8%. Thisincrease was fueled primarily by strong sales of one- to four-family residential loans to the secondary market and gains on the sale of
investments offset by slight decreasesin income from trust and wealth management services and elimination of the third party loan brokerage commissions
seenin 2008.

Over the period the Company originated over $45 million in loansto the FHLMC (Freddie Mac), with the total of loans sold with servicing retained
increasing from $75.7 million to $92.0 million. Gains realized from the sales of Freddie Mac loans for the period ending December 31, 2009 was $1.0 million, up
$803,000, or 349.1%, from the $230,000 for the same period ended December 31, 2008. Associated income for origination of these loans was approximately
$208,000 for 2009 as compared to $91,000 for the same period of 2008. Costs associated with orignating these |oans was approximately $180,000 for 2009, as
compared to $16,000 for 2008. The Company realizes approximately $200,000 per year for servicing Freddie Mac loans, asignificant part of other income.

Gains on the sale of investments for the year ended December 31, 2009 were $133,000, up $81,000 or 155.8% from the $52,000 recorded for the year ended
December 31, 2008. These gains were realized as the Company took advantage of gain positions on securities containing call provisions, expected to be
fulfilled within the short term.

Unlike interest income, “ Other Income” is not always readily predictable and is subject to variations depending on outside influences.

General, Administrative and Other Expense

General, administrative and other expense totaled $9.3 million for the year ended December 31, 2009, an increase of $921,000, or 11.0%, over the 2008 total.
Costs associated with personnel, benefits, and occupancy costs decreased slightly as management emphasized cost containment and reduction in
workforce through attrition. Nonethel ess, while containing the overall cost of personnel, during 2009 the Company added a second professional for
business development in Floyd and Clark Counties, Indiana and a second dedicated |oan review professional.

Significant expense increases were experienced primarily in two areas. Due to the increased assessment by the FDIC, the Company expensed $667,000 for
assessments for the period ending December 31, 2009 as compared to $70,000 for the same period in 2008. This was an 852.9%, or $597,000 increasein FDIC
expense. In connection with expanded regulatory reporting requirements, and the issuance of 5,000 shares of privately offered preferred stock, the Company
expensed $348,000 in professional fees for the period
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ended December 31, 2009, an increase of $131,000, or 60.4% over the expensed amount for 2008 of $217,000.

Other expenses increased by $245,000 from $981,000 for the period ended December 31, 2008 to atotal of $1.2 million for the period of December 31, 2009.
Thisincrease was primarily due to costs associated with the origination and sale of loans to the FHLMC.

Income Taxes

The provision for income taxes decreased by $563,000, or 79.0%, to atotal of $150,000 for the year ended December 31, 2009, as compared to $713,000 for the
same period in 2008. The effective tax rate for the year ended December 31, 2009 was 8.13% as compared to 22.23% for the same period in 2008. The decrease
in taxable income as a percent of total income, and the complementary increase in non-taxable income as a percent of total income, was responsible for the
decrease in the effective tax rate. Primary sources of non-taxable income for the Company are income from investments held by the Bank’s Nevada
subsidiary and increasesin the cash surrender value of Bank-owned life insurance.

Comparison of Results of Operationsfor the Years Ended December 31, 2008 and 2007
General

River Valley's net income for the year ended December 31, 2008, totaled $2.5 million, an increase of $286,000, or 13.0 %, from net income of $2.2 million
reported for the same period in 2007. The increase in net income was primarily attributable to growth in interest-earning assets, loansin particular, and
improvement in the spread on interest-bearing items, with net interest income increasing by 15.0% year to year, and in non-interest income, most specifically
income from the gain on loan sales to the secondary market, which increased by 121.2% over 2007 levels. Income tax expense decreased despite the overall
increase inincome, with adrop in the effective tax rate from 25.9% in 2007 to 22.2% in 2008, adollar drop of $57,000. Income from municipal investments held
at the Company’s Nevada subsidiaries and increases in the cash surrender value of bank owned life insurance contributed to this drop in the effective tax
rate.

Net Interest Income

Total interest income for the year ended December 31, 2008, amounted to $20.3 million, adlight decrease of $224,000, or 1.1%, from the 2007 total. The
average balance of interest-earning assets outstanding year-to-year increased by $16.1 million, but due to the dramatic decreases in interest rates during
2008, the yield on those assets decreased from an average yield of 6.40% in 2007 to 6.03% in 2008. Interest income on loans totaled $17.5 million for 2008, a
slight increase of approximately $180,000, or 1.0%, from the $17.3 million reported for 2007. Interest income on investments, FHLB stock and interest-earning
deposits decreased by $403,000, or 12.6%. While dropsin the yields on these assets had some effect, this decrease was primarily due to decreasesin the
average balances of these assets.

Total interest expense for the period ended December 31, 2008 exhibited significant declines with a decrease of $1.4 million, or 11.4%, from $12.3 million at
December 31, 2007, to $10.9 million at December 31, 2008. Interest expense on deposits alone decreased by $1.6 million, or 21.2%, to atotal of $6.0 million for
the year ended December 31, 2008. Thiswas due to the interest rates decreases, despite strong deposit growth over the period. Repricing of certificates of
deposits, and growth in those types of deposits, fueled the overall rate decrease. The cost of interest-bearing liabilities decreased from 4.15% in 2007 to
3.52% in fiscal 2008. Interest expense on borrowings totaled $4.8 million for the year ended December 31, 2008, an increase of $161,000 from 2007 resulting
primarily from the increased average balancesin FHLB advances for the year.

Asaresult of the foregoing changesin interest income and interest expense, net interest income increased during 2008 by $1.2 million, or 15.0%, compared
to 2007. Theinterest rate spread increased by 26 basis

51




points from 2.25% in 2007 to 2.51% in 2008, while the net interest margin increased from 2.56% in 2007 to 2.81% at the end of 2008.

Provision for Losses on Loans

A provision for losses on loans is charged to income to bring the total allowance for loan losses to alevel considered appropriate by management based
upon historical experience, the volume and type of lending conducted by the Bank, the status of past due principal and interest payments, general economic
conditions, particularly as such conditions relate to the primary market area, and other factors related to the collectibility of the loan portfolio. Asaresult of
such analysis, management recorded a$1.1 million provision for losses on loansin 2008, an increase of $518,000 or 92.2%, compared to the $560,000
provision recorded in 2007. The current period provision generally reflects growth in the loan portfolio and management’s analysis of the delinquency
trends for the Bank in view of thelocal real estate market and economy. The increase in the provision year-to-year was predicated primarily on estimated
losses with impact for the current local economic environment.

Non-performing loans for the period ended December 31, 2008 were $1.0 million, a decrease of $780,000, or 44.4%, from the $1.8 million recorded as of fiscal
year ended 2007. The decrease reflects the charge off of some long standing problem loans and aggressive management of past due accounts.

While management believes that the allowance for losses on loans is adequate at December 31, 2008, there can be no assurance that the loan loss allowance
will be adeguate to cover losses in the future. Management continues to be conservative in its underwriting, as discused above, in its classification of
problem loans and in establishing realistic reserves for potential losses on loans. As of December 31, 2008, the local economy remained relatively stable, as
exhibited by employer activity and delinquency figures, despite grim national trends.

Other Income

Other income amounted to $3.2 million for the year ended December 31, 2008, an increase of $356,000, or 13.8%, compared to 2007. Thisincrease was fueled
primarily by sales of one- to four-family residential loans to the secondary market and gains on the sale of investments during the period offset by losses on
sales of foreclosed property. Unlike interest income, “Other Income” is not always readily predictable and is subject to variations depending on outside
influences.

General, Administrative and Other Expense

General, administrative and other expense totaled $8.4 million for the year ended December 31, 2008, an increase of $844,000, or 10.7%, over the 2007 total.
Increases in personnel and occupancy costs relative to the opening of the Floyds Knobs, Indiana branch contributed to thisincrease, along with data
processing costs relative to ATM usage, and loan administration costs, which mirror loan growth and loan sales, and increases in the FDIC assessment.
Decreases in professional fees from the higher fees reported in 2007 (which higher 2007 fees were aresult of implementation of Sarbanes-Oxley, aswell as
additional costs arising from the litigation described in Part |, Item 3, of this Form 10-K) and in the amortization expense relative to servicing rights on
mortgages sold to Freddie Mac (FM) (due to declinesin FM sales over the past three years) offset some of the expense increase.

Income Taxes
The provision for income taxes decreased by $57,000, or 7.4%, to atotal of $713,000 for the year ended December 31, 2008, as compared to $770,000 for the
same period in 2007. The effective tax rate for the year ended December 31, 2008 was 22.2% as compared to 25.9% for the same period in 2007. The decrease

continues to reflect the effect of tax-exempt income from municipal investments held at the Bank’s Nevada subsidiary, and the cash surrender value of bank
owned lifeinsurance.
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AVERAGE BALANCE, YIELD, RATE AND VOLUME DATA

The following table presents certain information relating to River Valley's average balance sheet and reflects the average yield on interest-earning assets
and the average cost of interest-bearing liabilities for the periods indicated. Such yields and costs are derived by dividing annual income or expense by the
average daily balance of interest-earning assets or interest-bearing liabilities, respectively, for the years presented. Average balances are derived from daily
balances, which include nonaccruing loans in the loan portfolio.

Year Ended December 31,

2009 2008 2007
Average Interest Average Interest Average Interest
outstanding  earned/ Yield/ outstanding earned/ Yield/ outstanding earned/ Yield/
balance paid rate balance paid rate balance paid rate
Assets (Dollarsin thousands)
Interest-earning assets:
Interest-earning
deposits $ 14,600 $ 17 012% $ 5073 $ 136 268% $ 5765 $ 351 6.09%
Other securities (1) 46,820 1,748 373 41,009 1,803 4.40 57,632 2,505 4.35
M ortgage-backed
securities (1) 21,430 978 4.56 13,231 686 5.18 2,605 142 5.45
Loansreceivable (2) 281,048 16,305 5.80 273,007 17,527 6.42 250,420 17,347 6.93
FHLB stock 4,850 139 2.87 4,813 183 3.80 4,575 213 4.66
Total interest-earning
assets 368,748 19,187 5.20 337,133 20,335 6.03 320,997 20,558 6.40
Non-interest earning
assets, net of
allowance for loan
losses 20,795 21,871 22,624
Total assets $ 389,543 $ 359,004 $ 343621
Liabilities/shareholder
equity
Interest-bearing
liahilities:
Savings deposits $ 50,759 $ 496 098% $ 40593 $ 535 132% $ 42,081 $ 1,105 2.63%
Interest-bearing
demand 50,842 313 0.62 46,654 607 130 56,150 1,839 3.28
Certificates of
deposit 144,495 4,304 2.98 121,247 4,892 4.03 101,800 4,709 4.63
FHLB advances and
other borrowings 90,720 4,209 4.64 100,583 4,842 481 96,884 4,681 4.83
Total interest-bearing
liabilities 336,816 9,322 2.77 309,077 10,876 352 296,915 12,334 4.15
Other liabilities 26,581 24,335 21,934
Total lighilities (3) 363,397 333,312 318,849
Total equity 26,146 25,692 24,772
Total liabilitiesand
equity $ 389,543 $ 359,004 $ 343621
Net interest earning
assets $ 31,932 $ 28056 $ 24,082
Net interest income $ 9,865 $ 9,459 $ 8,224
Interest rate spread (4) 2.43% 2.51% 2.25%
Net yield on weighted
average interest-
earning assets (5) 2.68% 2.81% 2.56%
Average interest-
earning assets to
average bearing
ligbilities 109.48% 109.08% 108.11%

Includes securities available for sale at amortized cost prior to fair value adjustments.

Total loanslessloansin process plus loans held for sale.

Includes Non-Interest Demand Deposit Accounts of $24,332, $20,995, and $19,359, previously reported as part of total interest-bearing liabilities.
Interest rate spread is calculated by subtracting weighted average interest rate cost from weighted average interest rate yield for the period indicated.
The net yield on weighted average interest-earning assets is calculated by dividing net interest income by weighted average interest-earning assets for
the period indicated.
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Rate/Volume Table

The following table describes the extent to which changesin interest rates and changes in volume of interest-related assets and liabilities have affected
River Valey'sinterest income and expense during the yearsindicated. For each category of interest-earning assets and interest-bearing liabilities,
information is provided on changes attributable to (i) changesin volume (change in volume multiplied by prior year rate), (i) changesin rate (changein rate
multiplied by prior year volume), and (iii) total changesin rate and volume. The combined effects of changes in both volume and rate, which cannot be
separately identified, have been allocated proportionately to the change due to volume and the change due to rate:

Year Ended December 31,

2009 vs. 2008 2008 vs. 2007
Increase Increase
(decrease) (decrease)
Volume dueto Rate Total Volume dueto Rate Total

(In thousands)
I nter est-ear ning assets:

Interest-earning deposits and other $ % $ (258) $ (163) $ @n 3% (218) $ (245)
Investment securities 619 (382) 237 (180) 22 (158)
Loans receivable, net 505 (1,727) (1,222) 1,501 (1,321) 180
Total 1,219 (2,367) (1,148) 1,294 (1,517) (223)
Interest-bearing liabilities:
Deposits 821 (1,742) (921) 238 (1,857) (1,619)
FHL B advances and other borrowings (462) (171) (633) 178 (17) 161
Total 359 (1,913) (1,554) 416 (1,874) (1,458)
Net change in interest income $ 860 $ (44) $ 406 $ 878 $ 37 $ 1,235

Asset and Liability Management

Like other financial institutions, River Valley Financial is subject to interest rate risk to the extent that interest-earning assets re-price differently than
interest-bearing liabilities. As part of its effort to monitor and manage interest rate risk, River Valley Financial is using the Net Portfolio Value (“NPV")
methodology adopted by the OTS as part of its capital regulations.

Presented on the following tableis an analysis of River Valley Financia’sinterest rate risk, as of December 31, 2009 and December 31, 2008, as measured by
changesin NPV for an instantaneous and sustained parallel shift of 100 through 300 basis pointsin market interest rates.

Generally, NPV ismore sensitive to rising rates than declining rates. Such difference in sensitivity occurs principally because, asratesrise, abank’s assets
reprice slower than the deposits that fund them. As aresult, in arising interest rate environment, the amount of interest a bank would receive on loans
would increase as loans are slowly prepaid and new loans at higher rates are made. Moreover, the interest the bank would pay on deposits would increase,
but generally slower than the bank’s ability to repriceitsinterest-earning assets. However, River Valley Financial Bank has addressed some of these issues,
which has generally reduced its overall exposure to interest rate risk.
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Asof December 31, 2009
(Dollarsin thousands)
Changein Interest

Rates (basis points) Estimated NPV Amount of Change Per cent
+300 $ 43802 $ (1,939) -4%
+200 45,559 (182) -
+100 45,695 (45) =

- 45,741 - -
-100 44,600 (1,142) -2%
-200(1)

-300(1)

Asof December 31, 2008
(Dollarsin thousands)
Changein Interest

Rates (basis points) Estimated NPV Amount of Change Per cent
+300 $ 32,864 $ 1,075 +3%
+200 33,336 1,548 +5%
+100 33,053 1,264 +4%

- 31,789 - -
-100 29,011 (2,778) -9%
-200(1)

-300(1)

(1) At December 31, 2009 and at December 31, 2008, the OTS did not provide information as to interest rate risk for a 300 point decrease. As of December
31, 2008 they also did not provide information asto interest rate risk for a 200 point decrease.

Aswith any method of measuring interest rate risk, certain shortcomings are inherent in the NPV approach. For example, although certain assets and
liabilities may have similar maturities or periods of repricing, they may react in different degreesto changesin market interest rates. Also, the interest rates
on certain types of assets and liabilities may fluctuate in advance of changesin market interest rates, while interest rates on other types may lag behind
changesin market rates. Further, in the event of achangein interest rates, expected rates of prepayment on loans and mortgage-backed securities and early
withdrawal levels from certificates of deposit would likely deviate significantly from those assumed in making the risk calculations.

Liquidity and Capital Resources

The Company’s principal sources of funds are deposits, |oan and mortgage-backed securities repayments, maturities of securities, borrowings and other
funds provided by operations. While schedul ed |oan repayments and maturing investments are rel atively predictable, deposit flows and |oan and mortgage-
backed securities prepayments are more influenced by interest rates, general economic conditions and competition. The Company maintains investmentsin
liquid assets based upon management’s assessment of (1) the need for funds, (2) expected deposit flows, (3) the yield available on short-term liquid assets
and (4) the objectives of the asset/liability management program.

At December 31, 2009, the Bank had commitments to originate loans totaling $3.5 million and in addition, had undisbursed loansin process, unused lines of
credit and standby |etters of credit totaling $27.4 million. At such date, the Bank had $1.3 million in commitmentsto sell loans and no outstanding
commitment to purchase loans.
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OTSregulations require the Bank to maintain sufficient liquidity to ensure its safe and sound operation. The Company considers the Bank’sliquidity and
capital resources sufficient to meet outstanding short- and long-term needs.

The Company’sliquidity, primarily represented by cash and cash equivalents, is aresult of the funds provided by or used in the Company’s operating,
investing and financing activities. These activities are summarized below for the years ended December 31, 2009, 2008 and 2007:

Year Ended December 31,
2009 2008 2007
(In thousands)

Cash flows from operating activities $ 2581 $ 4690 $ 2,537
Cash flowsfrom investing activities:

Purchase of securities (51,513) (23,914) (18,181)
Proceeds from maturities of securities 20,638 19,949 16,483
Proceeds from sales of securities 4,736 10,016 8,910
Net |oan originations 5,143 (28,273) (17,715)
Other 257 (521) (662)
Cash flowsfrom financing activities:

Net increase (decrease) in deposits 28,809 28,095 (556)
Net increase (decrease) in borrowings (11,000) (5,000) 7,000
Purchase of stock - (1,821) (183)
Issuance of preferred stock 5,000 - -
Other (1,297) (1,325) (1,304)
Net increase (decrease) in cash and cash equivalents $ 334 $ 18% $ (3,671)

The Bank isrequired by applicable law and regulation to meet certain minimum capital standards. Such capital standardsinclude atangible capital
reguirement, a core capital requirement, or leverage ratio, and arisk-based capital requirement.

The tangible capital requirement requires savings associations to maintain “tangible capital” of not less than 1.5% of the association’s adjusted total assets.
Tangible capital isdefined in OTS regulations as core capital minus intangible assets. “Core capital” is comprised of common shareholders’ equity
(including retained earnings), noncumulative preferred stock and related surplus, minority interests in consolidated subsidiaries, certain nonwithdrawable
accounts and pledged deposits of mutual associations. OT S regulations require savings associ ations to maintain core capital generally equal to 4% of the
association’ stotal assets except those associations with the highest examination rating and acceptable levels of risk.

OTSregulations require that savings associations maintain “risk-based capital” in an amount not less than 8% of “risk-weighted assets.” Risk-based capital

is defined as core capital plus certain additional items of capital, which in the case of the Bank includes ageneral loan loss allowance of $2.6 million at
December 31, 2009.
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The Bank exceeded al of its regulatory capital requirements at December 31, 2009. The following table summarizes the Bank's regulatory capital
reguirements and regulatory capital at December 31, 2009:

OTS Requirement Actual Amount
Per cent of Assets Amount Per cent of Assets (1) Amount Amount of Excess
(Dollarsin thousands)

Tangible capital 1.50% $ 5931 8.82% $ 34869 $ 28,938
Core capital (2) 4.00 15,815 8.82 34,869 19,054
Risk-based capital 8.00 22,291 13.45 37,480 15,189

(1) Tangible and core capital levels are shown as a percentage of total assets; risk-based capital levels are shown as a percentage of risk-weighted assets.

(2) The OTS has proposed and is expected to adopt a core capital requirement for savings associations comparable to that adopted by the Office of the
Comptroller of the Currency for national banks. The regulation requires core capital of at least 3% of total adjusted assets for savings associations that
received the highest supervisory rating for safety and soundness, and 4% to 5% for all other savings associations. The Bank isin compliance with this
requirement.

Impact of Inflation and Changing Prices

The Consolidated Financial Statements and Notes thereto included herein have been prepared in accordance with generally accepted accounting principles,
which require the Company to measure financial position and results of operationsin terms of historical dollars with the exception of investment and
mortgage-backed securities available-for-sale, which are carried at fair value. Changesin the relative value of money due to inflation or recession are
generally not considered.

In management’s opinion, changes in interest rates affect the financial condition of afinancial institution to afar greater degree than changesin the rate of
inflation. While interest rates are greatly influenced by changesin the rate of inflation, they do not change at the same rate or in the same magnitude as the
rate of inflation. Rather, interest rate volatility is based on changes in the expected rate of inflation, as well as changesin monetary and fiscal policies.

Off-Balance Sheet Arrangements

As of the date of this Annual Report on Form 10-K, the Company does not have any off-balance sheet arrangements that have or are reasonably likely to
have acurrent or future effect on the Company’sfinancial condition, change in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resourcesthat are material to investors. The term “ off-balance sheet arrangement” generally means any transaction,
agreement, or other contractual arrangement to which any entity unconsolidated with the Company is a party and under which the company has (i) any
obligation arising under a guarantee contract, derivative instrument or variable interest; or (ii) aretained or contingent interest in assets transferred to such
entity or similar arrangement that serves as credit, liquidity or market risk support for such assets.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK.

Not applicable for Smaller Reporting Companies.
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Report of Independent Registered Public Accounting Firm

Audit Committee, Board of Directors and Stockholders
River Valley Bancorp
Madison, Indiana

We have audited the accompanying consolidated bal ance sheets of River Valley Bancorp as of December 31, 2009 and 2008, and the related consolidated
statements of income, comprehensive income, stockholders' equity and cash flows for the years then ended. The Company's management is responsible for
these financial statements. Our responsibility isto express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audits to obtain reasonabl e assurance about whether the financial statements are free of material misstatement. The Company
isnot required to have, nor were we engaged to perform, an audit of itsinternal control over financial reporting. Our auditsincluded consideration of
internal control over financial reporting as a basis for designing auditing procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’sinternal control over financia reporting. Accordingly, we express no such opinion. Our
audits al'so included examining, on atest basis, evidence supporting the amounts and disclosuresin the financial statements, assessing the accounting
principles used and significant estimates made by management and evaluating the overall financial statement presentation. We believe that our audits
provide areasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of River Valley Bancorp

as of December 31, 2009 and 2008, and the results of its operations and its cash flows for the years then ended, in conformity with accounting principles
generally accepted in the Unites States of America.

BLD. (o

BKD, LLP

Indianapolis, Indiana
March 16, 2010
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River Valley Bancorp
Consolidated Balance Sheets
December 31, 2009 and 2008

Assets

Cash and due from banks
Interest-bearing demand deposits
Federal funds sold

Cash and cash equivalents
Investment securities available for sale
Loans held for sale
Loans, net of allowance for loan losses of $2,611 and $2,364
Premises and equipment
Real estate, held for sale
Federal Home Loan Bank stock
Interest receivable
Cash value of life insurance
Other assets

Total assets

Liabilities
Deposits
Noninterest-bearing
Interest-bearing
Total deposits
Borrowings
Interest payable
Other liabilities
Total liabilities

Commitments and Contingencies

Stockholders' Equity
Preferred stock - liquidation preference $1,000 per share - no par value
Authorized — 2,000,000 shares
I ssued and outstanding — 5,000 and O shares
Common stock, no par value
Authorized - 5,000,000 shares
I ssued and outstanding — 1,504,472 and 1,500,322 shares
Retained earnings
Accumulated other comprehensive income (Ioss)
Total stockholders' equity

Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements
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2009

(In Thousands, Except Share Amounts)
$ 2021 % 3,645
9,465 6,388
1,901 -
13,387 10,033
79,561 52,284
175 130
276,591 285,304
7,522 7,704
253 259
4,850 4,850
2,211 2,187
8,202 7,871
3,410 1,722
$ 396,162 $ 372,344
$ 23448 $ 21,393
253,138 226,384
276,586 247,777
86,217 97,217
669 704
1,975 2,106
365,447 347,804
5,000 -
7,471 7,409
17,791 17,384
453 (253)
30,715 24,540
$ 396,162 $ 372,344




Interest Income
Loans receivable
Investment securities
Interest-earning deposits and other
Total interest income

Interest Expense
Deposits
Borrowings
Total interest expense

Net | nterest Income
Provision for loan losses

Net Interest Income After Provision for L oan L osses

Other Income
Service fees and charges

Net realized gains on available-for-sal e securities

Net gains on loan sales
Interchange feeincome

Increasein cash value of life insurance

Trust operations income
Other income
Total other income

Other Expenses
Salaries and employee benefits

Net occupancy and equipment expenses

Data processing fees
Advertising
Mortgage servicing rights
Office supplies
Professional fees
FDIC premium assessment
Other expenses

Total other expenses

Income Before Income Tax
Income tax expense

Net Income
Basic Earningsper Share

Diluted Earnings per Share

See Notes to Consolidated Financial Statements

River Valley Bancorp
Consolidated Statements of |ncome
Y ears Ended December 31, 2009 and 2008

2009 2008

(In Thousands, Except Per Share Amounts)
$ 16,305 $ 17,527
2,726 2,489
156 319
19,187 20,335
5,113 6,034
4,209 4,842
9,322 10,876
9,865 9,459
2,883 1,080
6,982 8,379
2,183 2,111
133 52
1,033 230
309 290
330 320
150 157
30 52
4,168 3,212
4,740 4,807
1,231 1,245
396 378
366 379
177 164
153 142
348 217
667 70
1,226 981
9,304 8,383
1,846 3,208
150 713
$ 16% $ 2,495
$ 110 $ 154
$ 109 $ 153
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River Valley Bancorp
Consolidated Statements of Comprehensive Income
Y earsEnded December 31, 2009 and 2008

2009 2008
(In Thousands)

Net Income $ 1696 $ 2,495
Other comprehensive income (loss), net of tax
Unrealized gains (losses) on securities available for sale
Unrealized holding gains (losses) arising during the period, net of tax (expense) benefit of ($421) and

$267 791 (501)

Less: Reclassification adjustment for gainsincluded in net income, net of tax expense of ($47) and ($20) 86 32

705 (533)

Compr ehensive Income $ 2401 $ 1,962

See Notes to Consolidated Financial Statements
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River Valley Bancorp
Consolidated Statements of Stockholders Equity
Y earsEnded December 31, 2009 and 2008

Balances, December 31, 2007

Net income

Unrealized losses on securities, net of
reclassification adjustment

Cash dividends ($.84 per share)

Cash and cashless exercise of stock
options

Stock option expense

Amortization of expense related to stock
compensation plans

Purchase of stock

Balances, December 31, 2008

Net income

Unrealized gains on securities, net of
reclassification adjustment

Cash dividends ($.84 per common share)

Cashless exercise of stock options

Stock option expense

Amortization of expense related to stock
compensation plans

I ssuance of 5,000 shares preferred stock,
no par value

Cash dividends (preferred shares)

Common stock outstanding -
Preferred stock outstanding -

Balances, December 31, 2009

See Notes to Consolidated Financial Statements

Accumulated
Other
Comprehensive
Preferred Common Retained Income
Shares Stock Stock Earnings (L 0ss) Total
(In Thousands, Except Share Amounts)

1634931 $ - $ 9160 $ 16,237 $ 280 $ 25,677

2,495 2,495

(532) (532)

(1,348) (1,348)

4,950 8 8

4 4

57 57

(139,559) (1,821) (1,821)

1,500,322 - 7,408 17,384 (252) 24,540

1,696 1,696

705 705

(1,263) (1,263)

4,150 .

10 10

53 53

5,000 5,000 5,000

(26) (26)
1,504,472
5,000

$ 5000 $ 7471 % 17,791 $ 453 $ 30,715
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River Valley Bancorp
Consolidated Statements of Cash Flows
Y ears Ended December 31, 2009 and 2008

Operating Activities
Net income
Items not requiring (providing) cash
Provision for loan losses
Depreciation and amortization
Deferred income tax
Investment securities (gain) loss
Loans originated for sale in the secondary market
Proceeds from sale of loans in the secondary market
Gain on sale of loans
Amortization of deferred loan origination cost
Amortization of expense related to stock benefit plans
Net changein
Interest receivable
Interest payable
Prepaid FDIC Assessment
Other adjustments
Net cash provided by operating activities

Investing Activities
Purchase of FHLB stock
Purchases of securities available for sale
Proceeds from maturities of securities available for sale
Proceeds from sales of securities available for sale
Net changein loans
Purchases of premises and equipment
Proceeds from sale of real estate acquired through foreclosure
Other investing activities
Net cash used in investing activities

Financing Activities

Net changein
Noninterest-bearing, interest-bearing demand and savings deposits
Certificates of deposit

Proceeds from borrowings

Repayment of borrowings

Cash dividends

Purchase of stock

| ssue shares of Preferred stock

Proceeds from exercise of stock options

Advances by borrowers for taxes and insurance

Net cash provided by financing activities
Net Changein Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year
Additional Cash Flows Information
Interest paid

Income tax paid
Transfer of loansto real estate held for sale

See Notes to Consolidated Financial Statements
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2009 2008
(In Thousands)

16% $ 2,495
2,883 1,080
464 603
(83) 79
(133) (52)
(45,629) (9,827)
46,174 10,121
(1,033 (230)
127 122

53 58

(24) 209
(35) (20
(1,631) -
(198) 52
2,631 4,690
- (100)
(51,513) (23,914)
20,638 19,949
4,736 10,016
5,093 (28,273)
(286) (689)

4 262

539 6
(20,789) (22,743)
11,197 (8,389)
17,612 36,484
6,000 37,000
(17,000) (42,000)
(1,288) (1,376)
- (1,821)

5,000 -

- 8

9) 43
21,512 19,949
3,354 1,896
10,033 8,137
13387 $ 10,033
9357 $ 10,896
221 937
610 395




River Valley Bancorp
Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

Notel: Natureof Operationsand Summary of Significant Accounting Policies

The accounting and reporting policies of River Valley Bancorp (Company) and its wholly owned subsidiary, River Valley Financial Bank (Bank)
and the Bank’'s wholly owned subsidiaries, Madison 1st Service Corporation (First Service), RVFB Investments, Inc. (RVFB Investments),
RVFB Holdings, Inc. (RVFB Holdings), and RVFB Portfolio, LLC (RVFB Portfolio), conform to accounting principles generally accepted in the
United States of Americaand reporting practices followed by the thrift industry. The more significant of the policies are described below.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

The Company is a thrift holding company whose principal activity is the ownership and management of the Bank. The Bank operates under a
federal thrift charter and provides full banking services, in a single significant business segment. As a federally chartered thrift, the Bank is
subject to regulation by the Office of Thrift Supervision and the Federal Deposit Insurance Corporation.

The Bank generates commercial, mortgage and consumer loans and receives deposits from customers located primarily in southeastern Indiana
and adjacent areas in Kentucky. The Bank’sloans are generally secured by specific items of collateral including real property, consumer assets
and business assets.

Consolidation - The consolidated financial statements include the accounts of the Company and its subsidiary, the Bank. The Bank currently
owns four subsidiaries. First Service, which was incorporated under the laws of the State of Indiana on July 3, 1973, currently holds land and
cash but does not otherwise engage in significant business activities. RVFB Investments, RVFB Holdings, and RVFB Portfolio were established
in Nevada the latter part of 2005. They hold and manage a significant portion of the Bank’s investment portfolio. All significant inter-company
balances and transactions have been eliminated in the accompanying consolidated financial statements.

Cash Equivalents - The Company considers al liquid investments with original maturities of three months or less to be cash equivalents. At
December 31, 2009 and 2008, cash equivalents consisted of cash accounts with other financial institutions and federal funds sold.

One or more of the financia institutions holding the Company’s cash accounts are participating in the FDIC's Transaction Account Guarantee
Program. Under the program, through June 30, 2010, all noninterest-bearing transaction accounts at these institutions are fully guaranteed by
the FDIC for the entire amount in the account.

For financial institutions opting out of the FDIC's Transaction Account Guarantee Program or for interest-bearing cash accounts, the FDIC's
insurance limits increased to $250,000, effective October 3, 2008. Theincreasein federally insured limitsis currently set to expire
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River Valley Bancorp
Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

December 31, 2013. At December 31, 2009, the Company’'s cash accounts exceeded federally insured limits by approximately $7,514,000.
Included in this amount is approximately $303,000 with the Federa Reserve Bank and $7,211,000 with the Federal Home Loan Bank of
Indianapolis.

Investment Securitiesare classified as“available for sal€” and recorded at fair value, with unrealized gains and losses excluded from earnings
and reported in other comprehensive income. Purchase premiums and discounts are recognized in interest income using the interest method
over the terms of the securities. Gains and losses on the sale of securities are recorded on the trade date and are determined using the specific
identification method.

Effective April 1, 2009, the Company adopted new accounting guidance related to recognition and presentation of other-than-temporary
impairment (ASC 320-10). When the Company does not intend to sell a debt security, and it is more likely than not that the Company will not
have to sell the security before recovery of its cost basis, it recognizes the credit component of an other-than-temporary impairment of a debt
security in earnings and the remaining portion in other comprehensive income. For held-to-maturity debt securities, the amount of an other-
than-temporary impairment recorded in other comprehensive income for the noncredit portion of a previous other-than-temporary impairment is
amortized prospectively over the remaining life of the security on the basis of the timing of future estimated cash flows of the security.

As aresult of this guidance, the Company’s consolidated statement of income as of December 31, 2009, would reflect the full impairment (that
is, the difference between the security’s amortized cost basis and fair value) on debt securities that the Company intends to sell or would more
likely than not be required to sell before the expected recovery of the amortized cost basis. For available-for-sale and held-to-maturity debt
securities that management has no intent to sell, and it is not more likely than not that the Company will be required to sell prior to recovery,
only the credit loss component of the impairment would be recognized in earnings, while the noncredit loss would be recognized in
accumulated other comprehensive income. The credit |oss component recognized in earningsis identified as the amount of principal cash flows
not expected to be received over the remaining term of the security as projected based on cash flow projections. The Company did not record
any other-than-temporary impairment during the year ended December 31, 2009.

Prior to the adoption of the recent accounting guidance on April 1, 2009, management considered, in determining whether other-than-temporary
impairment exists, (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer and (3) the intent and ability of the Company to retain itsinvestment in the issuer for a period of time sufficient to allow
for any anticipated recovery in fair value.

Loans held for sale are carried at the lower of aggregate cost or market. Market is determined using the aggregate method. Net unrealized
losses, if any, are recognized through a valuation allowance by charges to income based on the difference between estimated sales proceeds
and aggregate cost.

L oans that management has the intent and ability to hold for the foreseeable future or until maturity or payoffs are reported at their outstanding
principal balances adjusted for any charge-offs, the allowance for loan losses, any deferred fees or costs on originated loans and unamortized
premiums or discounts on purchased loans. Interest income is reported on the interest method and includes amortization of net deferred loan
fees and costs over the loan term.
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River Valley Bancorp
Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

Generally, loans are placed on non-accrual status at 90 days past due and interest is considered a loss, unless the loan is well-secured and in
the process of collection.

Discounts and premiums on purchased residential real estate loans are amortized to income using the interest method over the remaining period
to contractual maturity, adjusted for anticipated prepayments. Discounts and premiums on purchased consumer |oans are recognized over the
expected lives of the loans using methods that approximate the interest method.

The allowance for loan losses is established as |osses are estimated to have occurred through a provision for loan losses charged to income.
Loan losses are charged against the allowance when management believes the uncollectibility of aloan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The alowancefor loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of the
collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may affect the
borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This evaluation is inherently
subjective as it requires estimates that are susceptible to significant revision as more information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable to collect the
scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value and the probability of collecting scheduled principal and
interest payments when due. Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on aloan-
by-loan basis for commercial and construction loans by either the present value of expected future cash flows discounted at the |oan’s effective
interest rate, the loan’s obtainable market price or the fair value of the collateral if theloan is collateral dependent.

Groups of loanswith similar risk characteristics, including individually evaluated |oans not determined to be impaired, are collectively evaluated
for impairment based on the group’s historical loss experience adjusted for changes in trends, conditions and other relevant factors that affect
repayment of the loans. Accordingly, the Company does not separately identify individual consumer and residential loans for impairment
measurements.

Premises and equipment are carried at cost net of accumulated depreciation. Depreciation is computed using the straight-line method based
principally on the estimated useful lives of the assets that range from three to forty years. Leasehold improvements are amortized over the
shorter of the life of the lease or the life of the asset. Maintenance and repairs are expensed as incurred while major additions and improvements
are capitalized. Gains and losses on dispositions are included in current operations.

Federal Home L oan Bank stock isarequired investment for institutions that are members of the Federal Home L oan Bank system. The required
investment in the common stock is based on a predetermined formula.
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River Valley Bancorp
Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

Foreclosed assets are carried at fair value less estimated selling costs. When foreclosed assets are acquired, any required adjustment is charged
to the allowance for loan losses. All subsequent activity isincluded in current operations.

Mortgage servicing rights on originated loans are capitalized by allocating the total cost of the mortgage loans between the mortgage
servicing rights and the loans based on their relative fair values. Capitalized servicing rights are amortized in proportion to and over the period
of estimated servicing revenues.

Stock options - The Company has a stock-based empl oyee compensation plan, which is described more fully in Note 15.

Income Taxes - The Company accounts for income taxes in accordance with income tax accounting guidance (ASC 740, Income Taxes). The
income tax accounting guidance results in two components of income tax expense: current and deferred. Current income tax expense reflects
taxes to be paid or refunded for the current period by applying the provisions of the enacted tax law to the taxable income or excess of
deductions over revenues. The Company determines deferred income taxes using the liability method. Under this method, the net deferred tax
asset or liability is based on the tax effects of the differences between the book and tax bases of assets and liabilities, and enacted changesin
tax rates and laws are recognized in the period in which they occur.

Deferred income tax expense results from changes in deferred tax assets and liabilities between periods. Deferred tax assets are recognized if it
is more likely than not, based on the technical merits, that the tax position will be realized or sustained upon examination. The term more likely
than not means a likelihood of more than 50 percent; the terms examined and upon examination also include resolution of the related appeals or
litigation processes, if any. A tax position that meets the more-likely-than-not recognition threshold is initially and subsequently measured as
the largest amount of tax benefit that has a greater than 50 percent likelihood of being realized upon settlement with a taxing authority that has
full knowledge of al relevant information. The determination of whether or not a tax position has met the more-likely-than-not recognition
threshold considers the facts, circumstances and information available at the reporting date and is subject to management’ sjudgment. Deferred
tax assets are reduced by a valuation allowance if, based on the weight of evidence available, it is more likely than not that some portion or all
of adeferred tax asset will not be realized.

The Company recognizes interest and penalties on income taxes as a component of income tax expense.
The Company files consolidated income tax returns with its subsidiaries.

The Company’stax years still subject to examination by taxing authorities are years subsequent to 2005.
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Note 2:

River Valley Bancorp
Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

Earning Per Share - Basic earnings per share representsincome available to common stockholders divided by the wei ghted-average number of
common shares outstanding during each period. Diluted earnings per share reflects additional potential common shares that would have been
outstanding if dilutive potential common shares had been issued, as well as any adjustment to income that would result from the assumed
issuance. Potential common shares that may be issued by the Company relate solely to outstanding stock options and are determined using
the treasury stock method.

Reclassifications of certain amountsin the 2008 consolidated financial statements have been made to conform to the 2009 presentation.

Current Economic Conditions - The current protracted economic decline continues to present financial institutions with circumstances and
challenges, which in some cases have resulted in large and unanticipated declines in the fair values of investments and other assets,
constraints on liquidity and capital and significant credit quality problems, including severe volatility in the valuation of real estate and other
collateral supporting loans.

At December 31, 2009, the Company held $110,500,000 in commercial rea estate and land with approximately $16,200,000 of that total in loans
collateralized by commercial and development real estate, primarily in the Floyd and Clark County, Indiana geographic area. Due to national,
state and local economic conditions, values for commercial and development real estate have declined significantly, and the market for these
properties is depressed. The accompanying financial statements have been prepared using values and information currently available to the
Company.

Given the volatility of current economic conditions, the values of assets and liabilities recorded in the financial statements could change

rapidly, resulting in material future adjustments in asset values, the allowance for loan losses and capital that could negatively impact the
Company’s ability to meet regulatory capital requirements and maintain sufficient liquidity.

Restriction on Cash and Due from Banks

The Bank is required to maintain reserve funds in cash and/or on deposit with the Federal Reserve Bank. The reserve required at December 31,
2009 was $1,090,000.
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Note3: Investment Securities

The amortized cost and approximate fair values of securities are as follows:

2009
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains L osses Value
Available-for-sale Securities December 31, 2009
Federal agencies $ 30,164 $ 336 $ 103 $ 30,397
State and municipal 20,243 551 129 20,665
Mortgage and other asset-backed securities 26,682 1,010 41 27,651
Corporate 1,777 - 929 848
Total investment securities $ 78866 $ 1897 $ 1202 $ 79,561
2008
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains L osses Value
Available-for-sale Securities December 31, 2008
Federal agencies $ 12900 $ 462 $ - 3 13,362
State and municipal 16,978 31 677 16,332
Mortgage and other asset-backed securities 18,376 573 - 18,949
Corporate 4,414 7 780 3,641
Total investment securities $ 52,668 $ 1073 $ 1457 % 52,284

The amortized cost and fair value of available-for-sale securities at December 31, 2009, by contractual maturity, are shown below. Expected
maturities will differ from contractual maturities because issuers may have the right to call or prepay obligations with or without call or
prepayment penalties.

Available-for-Sale

Amortized Fair
Cost Value

Within one year $ 470 % 471
Oneto fiveyears 20,302 20,512
Fivetoten years 14,749 14,921
After ten years 16,663 16,006
52,184 51,910

M ortgage and other asset-backed securities 26,682 27,651
Totals $ 78866 $ 79,561
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Securities with a carrying value of $3,032,000 and $3,087,000 were pledged at December 31, 2009 and 2008 to secure FHLB advances. Securities
with a carrying value of $20,104,000 and $15,779,000 were pledged at December 31, 2009 and 2008 to secure certain deposits and for other
purposes as permitted or required by law.

Proceeds from sales of securities available for sale during 2009 and 2008 were $4,736,000 and $10,016,000, respectively. Gross gains of $133,000
and $52,000 resulting from sales and calls of available for sale securities were realized for 2009 and 2008 respectively. No losses were realized
for either period.

Certain investments in debt securities are reported in the financial statements at an amount less than their historical cost. Total fair value of
these investments at December 31, 2009 and 2008, were $21,210,000 and $16,524,000, which is approximately 26.7 percent and 31.6 percent of the
Company's investment portfolio. Management has the ability and intent to hold securities with unrealized losses to recovery, which may be
maturity. Based on evaluation of available evidence, including recent changes in market interest rates, management believes that any declinein
fair values for these securities are temporary.

Should the impairment of any of these securities become other than temporary, the cost basis of the investment will be reduced and the
resulting credit portion of the loss recognized in net income and the non-credit portion of the loss would be recognized in accumulated
other comprehensive income in the period the other-than-temporary impairment isidentified.

The following tables show our investments' gross unrealized losses and fair value, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss position at December 31, 2009 and December 31, 2008:

2009
L essthan 12 Months 12 Monthsor More Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value L osses Fair Value L osses Fair Value L osses
U. S. Government agencies $ 11,985 $ (103) $ - 8 - $ 11,985 $ (103)
State and Municipal 1,151 (14) 2,101 (115) 3,252 (129)
Mortgage and other asset-backed
securities 5,125 (41) - - 5,125 (42)
Corporate Securities - - 848 (929) 848 (929)
Total temporarily impaired securities $ 18261 $ (158) $ 2949 $ (1,044) $ 21,210 $ (1,202)
2008
L essthan 12 Months 12 Monthsor More Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value L osses Fair Value L osses Fair Value L osses
State and Municipal $ 13400 $ 677) $ - % - % 13400 $ (677)
Corporate Securities 3,124 (780) - - 3,124 (780)
Total temporarily impaired securities $ 16,524 $ (1457) $ - 9 - 8 16524 $ (1,457)
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Federal Agencies

The unrealized losses on the Company’s investments in direct obligations of U.S. government agencies were primarily caused by interest rate
changes. The contractual terms of those investments do not permit the issuer to settle the securities at a price less than the amortized cost
bases of the investments. Because the Company does not intend to sell the investments and it is not more likely than not that the Company will
be required to sell the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2009.

State and Municipal

The unrealized losses on the Company’s investments in securities of state and political subdivisions were primarily caused by interest rate
changes. The contractual terms of those investments do not permit the issuer to settle the securities at a price less than the amortized cost
bases of the investments. Because the Company does not intend to sell the investments and it is not more likely than not that the Company will
be required to sell the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2009.

Mortgage and Other Asset Backed Securities

The unrealized losses on the Company’s investment in mortgage-backed securities were primarily caused by interest rate changes. The
Company expects to recover the amortized cost basis over the term of the securities. Because the decline in market value is attributable to
changesin interest rates and not credit quality, and because the Company does not intend to sell the investments and it is not more likely than
not that the Company will be required to sell the investments before recovery of their amortized cost bases, which may be maturity, the
Company does not consider those investments to be other-than-temporarily impaired at December 31, 2009.

Corporate Securities

The unrealized losses on the Company’s investment in corporate securities were due primarily to losses on two pooled trust preferred issues
held by the Company. The two, ALESCO 9A and PRETSL XXVII Ltd, had unreaized losses at December 31, 2009 of $655,000 and $274,000,
respectively. These two securities are rated Bal and A3, respectively, by Moodys indicating these securities are considered of moderate
investment quality and credit risk. One issue isin the highest tranche and the second issue is in the second highest tranche of the total issue,
providing good collateral coverage at those tranche levels, thus providing protection for the Company. The Company has reviewed the pricing
reports for these investments and has determined that the decline in the market price is not other than temporary and indicates thin trading
activity rather than a true decline in the value of the investment. Factors considered in reaching this determination included the class or
“tranche” held by the Company, the collateral position of the tranches, projected cash flows and the credit ratings. The Company does not
intend to sell the investments and it is not more likely than not that the Company will be required to sell the investments before recovery of
their amortized cost bases, which may be maturity, and expects to receive al contractual cash flows related to these investments. Based upon
these factors, the Company has determined these securities are not other-than-temporarily impaired at December 31, 2009.
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Note4: Loansand Allowance

2009 2008
Residential real estate
One-to-four family residential $ 127,397 $ 140,433
Multi-family residential 12,910 9,924
Construction 7,867 10,999
Nonresidential real estate and agricultural land 87,483 83,400
Land (not used for agricultural purposes) 23,065 22,429
Commercial 17,129 17,306
Consumer and other 4,711 5,058
280,562 289,549
Unamortized deferred loan costs 464 503
Undisbursed loans in process (1,824) (2,384)
Allowance for loan losses (2,611) (2,364)
Total loans $ 276591 $ 285,304
2009 2008
Allowance for loan losses
Balances, January 1 $ 2364 $ 2,208
Provision for losses 2,883 1,080
Recoveries on loans 127 124
Loans charged off (2,763) (1,048)
Balances, December 31 $ 2611 $ 2,364
Information on impaired loansis summarized below.
2009 2008
Impaired loans with an allowance $ - $ 3,268
Impaired |oans for which the discounted cash flows or collateral value exceeds the carrying
value of the loan 15,803 2,704
$ 15803 $ 5,972
Allowance for impairment |oans (included in the Company’s allowance for loan |osses) $ - 8 772
2009 2008
Average balance of impaired loans $ 9850 $ 3,825
Interest income recognized on impaired loans 226 257
Cash-basisinterest included above 28 93
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At December 31, 2009 and 2008, the Company had non-accruing loans totaling $7,199,000 and $1,045,000, respectively. At December 31, 2009

and 2008, there were no accruing loans delinquent 90 days or more.

Note5: Premisesand Equipment

Land

Buildings

L easehold Improvements

Equipment

Construction in progress
Total cost

Accumulated depreciation and amortization
Net

Note6: Deposits

Demand deposits

Savings deposits

Certificates and other time deposits of $100,000 or more
Other certificates and time deposits

Total deposits

Certificates and other time deposits maturing in
2010
2011
2012
2013
2014
Thereafter
Tota

Note7: Borrowings

Federal Home Loan Bank advances
Subordinated debentures

Total borrowings

2009 2008
1,503 1,503
6,262 6,260
712 712
3,981 3,744
54 10
12512 12,229
(4,990) (4,525)
7,522 7,704

2009 2008
100,906 91,039
28,668 27,338
73,039 62,166
73,973 67,234
276,586 247,777
106,059
24,896
10,642
2,632
2,636
147
147,012

2009 2008
79,000 90,000
7,217 7,217
86,217 97,217

Maturities by year for advances at December 31, 2009 are $24,000,000 in 2010, $17,000,000 in 2011, $17,000,000 in 2012, $2,000,000 in 2013,

$8,000,000in 2014 and $11,000,000 in 2015

74




Note 8:

River Valley Bancorp

Notesto Consolidated Financial Statements
December 31, 2009 and 2008
(Table Dollar Amountsin Thousands, Except Per Share Amounts)

and thereafter. The weighted-average interest rate at December 31, 2009 and 2008 was 4.56% and 4.61%.

The Federal Home Loan Bank advances are secured by loans and investment securities totaling $174,618,000 at December 31, 2009. Advances
are subject to restrictions or penaltiesin the event of prepayment.

On March 13, 2003, the Company formed RIVR Statutory Trust | (Trust), astatutory trust formed under the laws of the State of Connecticut. On
March 26, 2003, the Trust issued 7,000 Fixed/Floating Rate Capital Securitieswith aliquidation amount of $1,000 per Capital Security in a private
placement to an offshore entity for an aggregate offering price of $7,000,000, and 217 Common Securities with aliquidation amount of $1,000 per
Common Security to the Company for $217,000. The aggregate proceeds of $7,217,000 were used by the Trust to purchase $7,217,000 in
Fixed/Floating Rate Junior Subordinated Deferrable Interest Debentures from the Company. The Debentures and the Common and Capital
Securities have aterm of 30 years, bear interest at the annual rate of 6.4% for five years and thereafter bear interest at the rate of the 3-Month
LIBOR plus 3.15%. The Company has guaranteed payment of amounts owed by the Trust to holders of the Capital Securities.

Loan Servicing

Loans serviced for others are not included in the accompanying consolidated balance sheets. The risks inherent in mortgage servicing assets
relate primarily to changesin prepayments that result from shiftsin mortgage interest rates. The unpaid principal balances of mortgage and
other loans serviced for others were $92,019,000 and $75,666,000 at December 31, 2009 and 2008, respectively. The following summarizes the
activity pertaining to mortgage servicing rights measured using the amortization method, along with the aggregate activity in related val uation
allowances:

2009 2008
Mortgage servicing rights
Balances, January 1 $ 239 $ 284
Servicing rights capitalized 443 119
Amortization of servicing rights (139) (164)
Balance at end of year 543 239
Valuation allowances
Balance at beginning of year - -
Additions 38 -
Balances at end of year 38 -
M ortgage servicing assets, net $ 505 $ 239
Fair value disclosures
Fair value as of the beginning of the period $ 868 $ 801
Fair value as of the end of the period 825 868
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During 2009, a valuation allowance of $38,000 was necessary to adjust the cost basis of certain pools of the mortgage servicing right asset to
fair value. At December 31, 2009, no allowance for impairment in the Company’s mortgage servicing rights was necessary.

Note9: Income Tax

Income tax expense (benefit)
Currently payable
Federal
State
Deferred
Federal
State
Total income tax expense

Reconciliation of federal statutory to actual tax expense (benefit)
Federal statutory income tax at 34%
Effect of state income taxes
Tax exempt interest
Cash value of lifeinsurance
Other
Actual tax expense

Effective tax rate
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2009 2008
245 578
12) 56
(56) 81
27 @)
150 713
627 1,001
(26) 36
@272) (243)
(112) (109)
(67) (62)
150 713
8.13% 22.2%
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A cumulative net deferred tax asset isincluded in the balance sheets. The components of the asset are as follows:

2009 2008
Assets

Allowance for loan |osses $ 1,001 $ 906
Deferred compensation 362 339
Purchase accounting adjustments 35 40
Securities available for sale - 131
Investment valuation allowance - 102
Alternative minimum tax carryforward 131 -
Other 130 22

Total assets 1,659 1,540

Liabilities

Depreciation and amortization (661) (619)
Loan fees (178) (193)
Pensions and employee benefits (23) (22)
Mortgage servicing rights (193) (92)
Federal Home Loan Bank stock dividends (100) (100)
Prepaid expenses (169) (143)
Securities availablefor sale (243) -
Other (36) (24)

Total ligbilities (1,603) (1,193)

$ 5 $ 347

Retained earnings include approximately $2,100,000 for which no deferred income tax liability has been recognized. This amount represents an
alocation of income to bad debt deductions as of December 31, 1987 for tax purposes only. Reduction of amounts so allocated for purposes
other than tax bad debt losses or adjustments arising from carryback of net operating losses would create income for tax purposes only, which
income would be subject to the then-current corporate income tax rate. The unrecorded deferred income tax liability on the above amount was
approximately $714,000.

Commitmentsand Contingent Liabilities

In the normal course of business there are outstanding commitments and contingent liabilities, such as commitments to extend credit and
standby letters of credit, which are not included in the accompanying financial statements. The Bank’s exposure to credit loss in the event of
nonperformance by the other party to the financial instruments for commitments to extend credit and standby |etters of credit is represented by
the contractual or notional amount of those instruments. The Bank uses the same credit policies in making such commitments as it does for
instruments that are included in the consolidated balance sheets.
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Financial instruments whose contract amount represents credit risk as of December 31 were asfollows:

2009 2008

Commitments to extend credit $ 31,176 $ 36,294
Standby letters of credit 1,008 942

Commitments to extend credit are agreements to lend to a customer as long as thereis no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of the
commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The Bank evaluates each customer’s credit worthiness on a case-by-case basis. The amount of collateral obtained, if deemed
necessary by the Bank upon extension of credit, is based on management’s credit evaluation. Collateral held varies but may include accounts
receivable, inventory, property and equipment, and income-producing commercial properties.

Standby letters of credit are conditional commitmentsissued by the Bank to guarantee the performance of a customer to athird party.

The Company and subsidiaries lease operating facilities under lease arrangements expiring 2010 through 2030. Rental expense included in the
consolidated statements of income for the years ended December 31, 2009 and 2008 was $213,000 and $117,000.

Future minimum lease payments under the leases are:

2010 $ 214
2011 215
2012 216
2013 224
2014 235
Theresfter 1,813

Total minimum |ease payments $ 2,917

The Company and Bank are also subject to claims and lawsuits which arise primarily in the ordinary course of business. It is the opinion of
management that the disposition or ultimate resolution of such claims and lawsuits will not have a material adverse effect on the consolidated
financial position of the Company.

Note11l: Dividend and Capital Restrictions
Without prior approval, current regulations allow the Bank to pay dividends to the Company not exceeding net profits (as defined) for the
current year plus those for the previoustwo years. The Bank normally restricts dividends to alesser amount because of the need to maintain an

adequate capital structure. At December 31, 2009, the stockholder’s equity of the Bank was $35,352,000 of which approximately $33,056,000 was
restricted from dividend distribution to the Company.
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Preferred Stock

During 2009, the Company raised $5,000,000 through a private placement of cumulative preferred stock. $2,500,000 of the proceeds was
contributed to the Bank. The preferred stock carries a liquidation value of $1,000 per share and pays dividends quarterly to shareholders at a
rate of 7.25% per annum for the first five years. After the fifth year, the rate increases to 9% per annum and the Company has the option to
redeem the preferred stock in whole or part at a price equal to the sum of the liquidation amount per share and any accrued and unpaid
dividends, regardless of whether any dividends are actually declared.

Regulatory Capital

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies and is assigned to a capital
category. The assigned capital category islargely determined by three ratios that are calculated according to the regulations: total risk adjusted
capital, Tier 1 capital, and Tier 1 leverage ratios. The ratios are intended to measure capital relative to assets and credit risk associated with
those assets and off-balance sheet exposures of the entity. The capital category assigned to an entity can also be affected by qualitative
judgments made by regulatory agencies about the risk inherent in the entity’s activities that are not part of the cal culated ratios.

There are five capital categories defined in the regulations, ranging from well capitalized to critically under capitalized. Classification of abank in
any of the undercapitalized categories can result in actions by regulators that could have a material effect on a bank’s operations. At December
31, 2009 and 2008, the Bank is categorized as well capitalized and met all subject capital adequacy requirements. There are no conditions or
events since December 31, 2009 that management believes have changed the Bank's classification.
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Actual Required for Adequate Capital To BeWeéll Capitalized
Amount Ratio Amount Ratio Amount Ratio

2009
Total risk-based capital (to

risk-wei ghted assets) $ 37,480 1345% $ 22,291 8.00% $ 27,864 10.00%
Tier 1 capital (to risk-

weighted assets) 34,869 12.51% 11,146 4.00% 16,719 6.00%
Core capital (to adjusted

total assets) 34,869 8.82% 15,815 4.00% 19,769 5.00%
Core capital (to adjusted

tangibl e assets) 34,869 8.82% 7,908 2.00% N/A N/A
Tangible capital (to

adjusted total assets) 34,869 8.82% 5,931 1.50% N/A N/A
2008
Total risk-based capital (to

risk-weighted assets) $ 31,635 11.28% $ 22,445 8.00% $ 28,057 10.00%
Tier 1 capital (to risk-

weighted assets) 30,113 10.73% 11,223 4.00% 16,834 6.00%
Core capital (to adjusted

total assets) 30,113 8.11% 14,857 4.00% 18,571 5.00%
Core capital (to adjusted

tangible assets) 30,113 8.11% 7,428 2.00% N/A N/A
Tangible capital (to

adjusted total assets) 30,113 8.11% 5,571 1.50% N/A N/A

Note14: Employee Benefits

The Bank provides pension benefits for substantially al of the Bank’'s employees who were employed by the Bank prior to September 1, 2005,
through its participation in a pension fund known as the Pentegra Group. This plan is a multi-employer plan; separate actuarial valuations are
not made with respect to each participating employer. Pension expense related to this plan was $144,000 and $156,000 for the years ended
December 31, 2009 and 2008.

The Bank has aretirement savings 401(k) plan in which substantially all employees may participate. Prior to 2009, the Bank provided a match for
employee contributions for all contributing employees with a match of 50 percent for the first 6 percent of W-2 earnings for employees hired
prior to September 1, 2005 and a match of 100 percent for the first 6 percent of W-2 earnings contributed for employees hired on or after
September 1, 2005. Due to economic conditions, in October of 2009 the employer match for pre-2005 employees was discontinued and the match
rate for post-2005 employees was reduced to 50 percent of the first 6 percent of W-2 earnings. The Bank’s expense for the plan was $62,000 and
$92,000 for the years ended December 31, 2009 and 2008.
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The Bank has a supplemental retirement plan which provides retirement benefits to all directors. The Bank's obligations under the plan have
been funded by the purchase of key man life insurance policies, of which the Bank is the beneficiary. Expense recognized under the
supplemental retirement plan totaled approximately $77,000 and $82,000 for the years ended December 31, 2009 and 2008.

The Company has an ESOP covering substantialy all employees of the Company and Bank. All contributions to the ESOP are determined
annually by the Board of Directors of the Company and Bank. Compensation expense was recorded based on the annual contributions to the
ESOP. ESOP expense for the years ended December 31, 2009 and 2008 was $125,000 and $151,000, respectively. At December 31, 2009, the ESOP
had 144,551 allocated shares, no suspense shares and no committed-to-be released shares. At December 31, 2009 and 2008, the fair value of the
144,551 and 152,443 allocated shares held by the ESOP was $1,807,000 and $1,913,000, respectively.

The Company aso has a Recognition and Retention Plan (RRP) which provides for the award and issuance of up to 95,220 shares of the
Company's stock to members of the Board of Directors and management. Over the life of the plan, the RRP has purchased 80,990 shares of the
Company’s common stock in the open market and had 400 shares forfeited back into the fund. The total of 81,390 shares has all been awarded.
Common stock awarded under the RRP vests ratably over afive-year period, commencing with the date of the award. Expense recognized under
the RRP plan totaled approximately $44,000 and $53,000 for the years ended December 31, 2009 and 2008.

Unvested RRP shares at December 31, 2009:

Number Grant Date

of Shares Fair Value
Beginning of year 6,450 $ 19.69
Granted - -
Exercised (2,550) 20.67
End of year 3900 $ 19.08

Unearned compensation at December 31, 2009 related to RRP shares is $74,000 and will be recognized over a weighted average period of 2.0
years.

Stock Option Plan

The Company’s Incentive Stock Option Plan (the Plan), which is shareholder approved, permits the grant of stock options to its directors,
officers and other key employees. The Plan authorized the grant of options for up to 238,050 shares of the Company’s common stock, which
generally vest at a rate of 20 percent a year and have a 10-year contractual term. The Company believes that such awards better align the
interests of its directors and employees with those of its shareholders. Option awards are generally granted with an exercise price equal to the
market price of the Company’s stock at the date of grant. Certain option awards provide for accelerated vesting if there is a change in control
(asdefined in the Plans). The Company generally issues shares from its authorized shares to satisfy option exercises.
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The fair value of each option award is estimated on the date of grant using a binomial option valuation model that uses the assumptions noted
in the following table. Expected volatility is based on historical volatility of the Company’s stock and other factors. The Company uses
historical datato estimate option exercise and employee termination within the valuation model. The expected term of options granted is derived
from the output of the option valuation model and represents the period of time that options granted are expected to be outstanding. The risk-
free rate for periods within the contractual life of the option is based on the U.S. Treasury yield curve in effect at the time of grant. No grants
were madein 2009. Assumptions relative to the options granted in 2008 are shown in the table below:

2008
Volatility factors of expected market price of common stock 25.00%
Dividend yields 5.07%
Weighted average expected life of options 5.7 years
Risk-free rate 3.75%

A summary of option activity under the Plan as of December 31, 2009, and changes during the year then ended, is presented below:

Weighted-Average

Weighted-Average Remaining Aggregate
Shares Exercise Price Contractual Term Intrinsic Value

Outstanding, beginning of year 54550 $ 11.76

Granted -

Exercised 7,150 6.60

Forfeited or expired -
Outstanding, end of year 47400 $ 12.54 459 $ 92,400
Exercisable, end of year 33400 $ 11.69 286 $ 92,400

The weighted average grant-date value of options granted during 2008 was $2.25.

Thetotal intrinsic value of options exercised during the years ended December 31, 2009 and 2008 was $65,000 and $72,000 respectively.

As of December 31, 2009 and 2008, there was $27,000 and $37,000 of total unrecognized compensation cost related to non-vested share-based
compensation arrangements granted under the Plan. The respective costs were expected to be recognized over weighted-average periods of

3.37 yearsand 4.35 years.

During 2009 and 2008 the Company recognized $10,000 and $4,000 of share-based compensation expense with atax benefit of $4,000 and $2,000
related to the share-based compensation expense.
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Note16: Related Party Transactions

The Bank has entered into transactions with certain directors, executive officers, significant stockholders and their affiliates or associates
(related parties). Such transactions were made in the ordinary course of business on substantially the same terms and conditions, including
interest rates and collateral, as those prevailing at the same time for comparable transactions with other customers, and did not, in the opinion
of management, involve more than normal credit risk or present other unfavorable features.

The aggregate amount of loans, as defined, to such related parties were as follows:

Balances, January 1, 2009

Change in composition

New loans, including renewals
Payments, etc., including renewals
Balances, December 31, 2009

$ 2,331

514

(1,000

Deposits from related parties held by the Bank at December 31, 2009 and 2008 totaled $1,137,000 and $1,346,000.

Notel7: EarningsPer Share

Earnings per share have been computed based upon the weighted average common shares outstanding.

2009

2008

Income

Weighted- Per
Average Share
Shares Amount

Weighted-
Average Per

Income Shares Share Amount

Basic Earnings Per Share
Income available to
common stockholders $

Effect of Dilutive Stock
Options
Diluted Earnings Per
Share
Income available to
common stockhol ders
and assumed
conversions $

1,654 1503153 ¢

8,279

1,654 1511432 $

110 g

109 $

2,495 1,621,070 $ 154

14,418

2,495 1635488 $ 153

Net income for the period ending December 31, 2009 of $1,696,000 was reduced by $42,000 for dividends on preferred stock in the same period,
to arrive at income available to common stockholders of $1,654,000.

Options to purchase 5,000 shares of common stock at an exercise price of $22.25 per share were outstanding for the periods ending December
31, 2009 and 2008. Options to purchase 19,000 shares of common stock at $14.56 per share were outstanding for the period ending December 31,
2009 and 2008. These groups of options were not included in the computation of diluted earnings per share because the option price was
greater than the average market price of the common shares.
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Note 18: Disclosures About Fair Value of Financial I nstruments

ASC Topic 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. ASC Topic 820 also establishes afair value hierarchy which requires an entity to maximize
the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. The standard describes three levels of
inputs that may be used to measure fair value:

Level 1 Quoted pricesin active markets for identical assetsor liabilities

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted pricesin marketsthat are
not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the
assetsor liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities

Following is adescription of the valuation methodol ogies used for instruments measured at fair value on arecurring basis and recognized in the
accompanying balance sheet, as well asthe general classification of such instruments pursuant to the valuation hierarchy.

Available-for-Sale Securities

Where quoted market prices are available in an active market, securities are classified within Level 1 of the valuation hierarchy. The Company
does not currently hold any Level 1 securities. |f quoted market prices are not available, then fair values are estimated by using pricing models
which utilize certain market information or quoted prices of securities with similar characteristics (Level 2). For securities where quoted prices,
market prices of similar securities or pricing models which utilize observable inputs are not available, fair values are cal culated using discounted
cash flows or other market indicators (Level 3). Discounted cash flows are cal culated using spread to swap and LIBOR curves that are updated
to incorporate loss severities, volatility, credit spread and optionality. Rating agency industry research reports as well as defaults and deferrals
on individual securities are reviewed and incorporated into calculations. Level 2 securities include mortgage and other asset backed securities,
federal agency securities and certain municipal securities. Securities classified within Level 3 of the hierarchy include pooled trust preferred
securitieswhich are less liquid securities.
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The following table presents the fair value measurements of assets and liabilities recognized in the accompanying balance sheet measured at
fair value on arecurring basis and the level within the ASC Topic 820 fair value hierarchy in which the fair value measurements fall at December
31, 2009 and 2008.

December 31, 2009 Fair Value M easurements Using
Quoted Prices
in Active Significant
Marketsfor Other Significant
I dentical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Available-for-sale securities
Federal agencies $ 30,397 $ - $ 30397 $ >
Mortgage and other asset backed securities 27,651 - 27,651 -
State and municipals 20,665 - 20,665 -
Corporate 848 - - 848
Total $ 79561 $ - $ 78713 $ 848
December 31, 2008 Fair Value Measurements Using
Quoted Prices
in Active Significant
Marketsfor Other Significant
I dentical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Available-for-sale securities
Federal agencies $ 13362 $ - % 13362 $ >
Mortgage and other asset backed securities 18,949 - 18,949 -
State and municipals 16,332 - 16,332 -
Corporate 3,641 - 2,558 1,083
Total $ 52284 $ - 3 51,201 $ 1,083
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The following is a reconciliation of the beginning and ending balances of recurring fair value measurements recognized in the accompanying
bal ance sheet using significant unobservable (Level 3) inputs for the years ended December 31, 2009 and 2008.

2009 2008
Available-for-sale Available-for-sale
Securities Securities

Beginning balance $ 108 $ 888
Total realized and unrealized gains and |osses

Amortization included in net income 7 2

Unrealized |losses included in other comprehensive income (222) (542)
Purchases, issuances and settlements including pay downs (20) 1,793
Transfersin and/or out of Level 3 $ - 3 (1,058)
Ending balance $ 848 $ 1,083
Total gains or losses for the period included in net income attributable to the changein

unrealized gains or losses related to assets and liabilities still held at the reporting date $ - $ -

There were no realized or unrealized gains or losses included in net income for the years ended December 31, 2009 and December 31, 2008.

At December 31, 2008, Level 3 securities included two pooled trust preferred securities. The fair value on these securities is calculated using a
combination of observable and unobservable assumptions as a quoted market price is not readily available. Both securitiesremainin Level 3 at
December 31, 2009. For the past two fiscal years, trading of these types of securities has only been conducted on a distress sale or forced
liquidation basis. As a result, the Company is now measuring the fair values using discounted cash flow projections and has included the
securitiesin Level 3.

Following is a description of the valuation methodologies used for instruments measured at fair values on a non-recurring basis and recognized
in the accompanying balance sheet, as well asthe general classification of such instruments pursuant to the valuation hierarchy.

The following table presents the fair value measurements of assets and liabilities recognized in the accompanying balance sheet measured at

fair value on a non-recurring basis and the level within the ASC Topic 820 fair value hierarchy in which the fair value measurements fall at
December 31, 2009 and 2008.
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Fair Value M easurements Using

Asof December 31, 2009 Quoted Prices Significant
in Active Other Significant
Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Impaired |oans $ 7288 $ - $ - $ 7,288
Mortgage servicing rights 443 - - 443

Fair Value M easurements Using

Asof December 31, 2008 Quoted Prices Significant
in Active Other Significant
Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Impaired loans $ 2512 $ - $ - $ 2,512
Mortgage servicing rights 119 - - 119

Impaired Loans (Collateral Dependent)

Loansfor which it is probable that the Company will not collect al principal and interest due according to contractual terms are measured for
impairment. Allowable methods for determining the amount of impairment include estimating fair value using the fair value of the collateral for
collateral dependent loans.

If theimpaired loan isidentified as collateral dependent, then the fair value method of measuring the amount of impairment is utilized. This
method requires obtaining a current independent appraisal of the collateral and applying a discount factor to the value.

Impaired loans that are collateral dependent are classified within Level 3 of the fair value hierarchy when impairment is determined using the fair
value method.

Mortgage Servicing Rights

Mortgage servicing rights are initially recorded at fair value and are subsequently reported at amortized cost and periodically evaluated for
impairment. New mortgage servicing rights recorded during the current accounting period are recorded at fair value and are disclosed as a
nonrecurring measurement.

Mortgage servicing rights recorded as an asset and into income during the year ended December 31, 2009 totaled $443,000. During the same
period, impairment on prior period mortgage servicing rights was included in net income in the amount of $38,000. Mortgage servicing rights do
not trade in an active, open market with readily observable prices. Accordingly, fair values of new mortgage servicing rights are estimated using
discounted cash flow models. Dueto the
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nature of the valuation inputs, recording initial mortgage servicing rights are classified within Level 3 of the hierarchy.
The following methods and assumptions were used to estimate the fair value of each class of financial instrument:
Cash and Cash Equivalents- The fair value of cash and cash equival ents approximates carrying value.
LoansHeld for Sale - Fair values are based on quoted market prices.

Loans - The fair value for loans is estimated using discounted cash flow analyses, using interest rates currently being offered for loans with
similar termsto borrowers of similar credit quality.

Interest Receivable/Payable - The fair values of interest receivabl e/payabl e approximate carrying values.

FHL B Stock - Fair value of FHLB stock is based on the price at which it may be resold to the FHLB.

Deposits - The fair values of noninterest-bearing, interest-bearing demand and savings accounts are equal to the amount payable on demand at
the balance sheet date. The carrying amounts for variable rate, fixed-term certificates of deposit approximate their fair values at the balance
sheet date. Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow calculation that applies interest rates

currently being offered on certificates to a schedul e of aggregated expected monthly maturities on such time deposits.

Federal Home Loan Bank Advances - The fair value of these borrowings are estimated using a discounted cash flow calculation, based on
current rates for similar debt.

Other Borrowings - The fair value of these borrowings are estimated using a discounted cash flow calculation, based on current rates for
similar debt or as applicable, based on quoted market prices for the identical liability when traded as an asset.

Advance Payment by Borrowersfor Taxesand Insurance - The fair value approximates carrying value.
Off-Balance Sheet Commitments - Commitments include commitments to originate mortgage and consumer |oans and standby |etters of credit
and are generaly of a short-term nature. The fair value of such commitments are based on fees currently charged to enter into similar

agreements, taking into account the remaining terms of the agreements and the counterparties’ credit standing. The carrying amounts of these
commitments, which areimmaterial, are reasonabl e estimates of the fair value of these financial instruments.
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The estimated fair values of the Company’sfinancial instruments are asfollows:

Off-Balance Sheet Assets (Liabilities)
Commitments to extend credit
Standby letters of credit

89

2009 2008
Carrying Amount Fair Value Carrying Amount Fair Value
Assets
Cash and cash equivalents $ 13387 $ 13387 $ 10,033 $ 10,033
Investment securities available for sale 79,561 79,561 52,284 52,284
Loans, and loans held for sale, net of
allowance for losses 276,766 284,215 285,434 290,367
Interest receivable 2,211 2,211 2,187 2,187
Stock in FHLB 4,850 4,850 4,850 4,850
Mortgage servicing rights 543 825 240 868
Liabilities
Deposits 276,586 279,524 247,777 251,608
FHLB advances 79,000 83,054 90,000 96,163
Other borrowings 7,217 6,053 7,217 7,225
Interest payable 669 669 704 704
Advance payments by borrowers for taxes
and insurance 101 101 110 110
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Note19: Condensed Financial Information (Parent Company Only)

Presented below is condensed financial information as to financial position, results of operations and cash flows of the Company:

Condensed Balance Sheets

2009 2008
Assets
Cash and due from banks $ 2232 $ 993
Investment in common stock of the Bank 35,352 30,448
Investment in RVB Trust | 217 217
Other assets 459 448
Total assets $ 38260 $ 32,106
Liabilities
Borrowings $ 7217 $ 7,217
Dividends payable 316 315
Other liabilities 12 34
Total lighilities 7,545 7,566
Stockholders Equity 30,715 24,540
Total liabilities and stockholders' equity $ 38260 $ 32,106
Condensed Statements of Income
2009 2008
Income
Dividends from the Bank $ 400 $ 2,200
Other income 2 25
Total income 402 2,225
Expenses
Interest expense 326 452
Other expenses 322 221
Total expenses 648 673
Income beforeincome tax and equity in undistributed income of subsidiary (246) 1,552
Income tax benefit 296 293
Income before equity in undistributed income of subsidiary 50 1,845
Equity in undistributed income of the Bank 1,646 650
Net Income $ 1696 $ 2,495
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Condensed Statements of Cash Flows

2009 2008
Operating Activities
Net income 1696 $ 2,495
Items not providing cash (1,669) (1,133)
Net cash used in operating activities 27 1,362
Investing Activities
Investment in subsidiary (2,500) -
Net cash used in investing activities (2,500) -
Financing Activities
I ssuance of preferred stock 5,000 -
Purchase of common stock - (1,821)
Cash dividends (1,288) (1,376)
Net cash provided by (used in) financing activities 3,712 (3,189)
Net Changein Cash and Cash Equivalents 1,239 (1,827)
Cash and Cash Equivalents at Beginning of Y ear 993 2,820
Cash and Cash Equivalentsat End of Year 2232 % 993
Note20: Quarterly Results of Operations (Unaudited)
Basic Diluted
Interest Net Interest Provision For Earnings Per Earnings Per
Quarter Ending Interest Income Expense Income L oan L osses Net |ncome Share Share
2009
March $ 4842 $ 2383 % 2,459 385 543 $ 36 $ .36
June 4,712 2,337 2,375 2,053 (362) (.24) (.24)
September 4777 2,304 2,473 135 749 50 .50
December 4,856 2,298 2,558 310 766 48 48
$ 19,187 $ 9322 $ 9,865 2,883 16% ¢ 110 ¢ 1.09
2008
March $ 5161 $ 2926 $ 2,235 200 615 $ 38 % 37
June 4,968 2,659 2,309 200 589 .36 .36
September 5,142 2,689 2,453 245 645 .39 .39
December 5,120 2,601 2,519 435 646 41 41
$ 20,391 $ 10875 $ 9,516 1,080 249% ¢ 154 ¢ 153
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Note21: Recent Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board, (FASB) issued an accounting standard which established the Codification to become
the single source of authoritative GAAP recognized by the FASB to be applied by nongovernmental entities, with the exception of guidance
issued by the U.S. Securities and Exchange Commission (the SEC) and its staff. All guidance contained in the Codification carries an equal level
of authority. The Codification is not intended to change GAAP, but rather is expected to simplify accounting research by reorganizing current
GAAP into approximately 90 accounting topics. The Corporation adopted this accounting standard in preparing the Consolidated Financial
Statements for the period ended September 30, 2009. The adoption of this accounting standard, which was subsequently codified into ASC
Topic 105, “Generally Accepted Accounting Principles,” had no impact on retained earnings and will have no impact on the Company’s
financial position or results of operations.

In June 2009, the FASB issued new accounting guidance related to accounting for transfers of financial assets. The Board's objective in
issuing this new guidance isto improve the relevance, representational faithfulness, and comparability of the information that a reporting entity
providesin its financial statements about a transfer of financial assets; the effects of atransfer on its financia position, financial performance,
and cash flows; and a transferor’s continuing involvement, if any, in transferred financial assets. This guidance is effective as of the beginning
of the first annual reporting period that begins after November 15, 2009, for interim periods within that first annual reporting period and for
interim and annual reporting periods thereafter. Earlier application is prohibited. This guidance must be applied to transfers occurring on or
after the effective date. Management has determined the adoption of this guidance will not have a material effect on the Company’sfinancial
position or results of operations.

In June 2009, the FASB issued new accounting guidance on consolidation of variable interest entities, which include: 1) the elimination of the
exemption for qualifying special purpose entities, 2) a new approach for determining who should consolidate a variable interest entity, and 3)
changes to when it is necessary to reassess who should consolidate a variable interest entity. This new guidance is effective as of the
beginning of the first annual reporting period that begins after November 15, 2009, for interim periods within that first annual reporting period,
and for interim and annual reporting periods thereafter. Earlier application is prohibited. Management has determined the adoption of this
guidance will not have amaterial effect on the Company’sfinancial position or results of operations.

In May 2009, the FASB issued new accounting guidance on subsequent events. The objective of this guidance is to establish general
standards of accounting for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are
available to be issued. The new accounting guidance was effective for financial statements issued for fiscal years and interim periods ending
after June 15, 2009. Management has determined the adoption of this guidance did not have a material effect on the Company’s financial
position or results of operations.

In April 2009, the FASB issued new accounting guidance requiring interim disclosures about fair value of financial instruments. This guidance
requires disclosures about fair value of financial instruments for interim reporting periods of publicly traded companies as well as in annual
financial statements and to require those disclosures in summarized financial information at interim reporting periods. This guidance shall be
effective for interim reporting
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periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. Management has determined the
adoption of this guidance did not have a material effect on the Company’s financial position or results of operations.

In April 2009, the FASB issued new accounting guidance for recognition and presentation of other-than-temporary impairments. This new
guidance amended the other-than-temporary impairment guidance in U.S. GAAP for debt securities to make the guidance more operationa and
to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securitiesin the financial statements. This
new guidance does not amend existing recognition and measurement guidance related to other-than-temporary impairments of equity
securities. An entity shall disclose information for interim and annual periods that enables users of its financial statements to understand the
types of available-for-sale and held-to maturity debt and equity securities held, including information about investments in an unrealized loss
position for which an other-than-temporary impairment has or has not been recognized. In addition, for interim and annual periods, an entity
shall disclose information that enables users of financial statements to understand the reasons that a portion of an other-than-temporary
impairment of a debt security was not recognized in earnings and the methodology and significant inputs used to calculate the portion of the
total other-than-temporary impairment that was recognized in earnings. The new guidance is effective for interim and annual reporting periods
ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. Management has determined the adoption of
this guidance did not have a material effect on the Company’s financial position or results of operations.

In April 2009, the FASB issued new accounting guidance on determining fair value when the volume and level of activity for an asset or liability
have significantly decreased and identifying transactions that are not orderly. This guidance emphasizes that even if there has been a
significant decrease in the volume and level of activity for the asset or liability and regardless of the valuation techniques used, the objective of
a fair value measurement remains the same. Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction (that is, not a forced liquidation or distressed sale) between market participants at the measurement date under current
market conditions. This new guidance requires areporting entity to disclose in interim and annual periods the inputs and valuation techniques
used to measure fair value and a discussion of changes in valuation techniques and related inputs, if any, during the period. This guidanceis
effective for interim and annual reporting periods ending after June 15, 2009, and is applied prospectively. Management has determined the
adoption of this guidance did not have a material effect on the Company’sfinancial position or results of operations.

Economic Recovery Programs

In October 2008, in response to the financial crises affecting the banking system and financial markets and going concern threats to investment
banks and other financial institutions, the Emergency Economic Stabilization Act of 2008 (the “EESA”) was signed into law. Pursuant to the
EESA, the U.S. Department of Treasury (the “Treasury”) has the authority to, among other things, purchase up to $700 billion of mortgages,
mortgage-backed securities and certain other financial instruments from financial institutions for the purpose of stabilizing and providing
liquidity to the U.S. financial markets. The Treasury also announced it would offer to qualifying U.S. banking organizations the opportunity to
sell preferred stock, along with warrants to purchase common stock, to the Treasury on what may be considered attractive terms under the
Troubled Asset Relief Program (“TARP”) Capital Purchase Program (the “ CPP"). The CPP
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alows financial institutions to issue non-voting preferred stock to the Treasury in an amount ranging between 1% and 3% of its total risk-
weighted assets. The Company determined that it would not participate in the TARP's CPP.

The American Recovery and Reinvestment Act of 2009 (“ARRA”), signed into law on February 17, 2009, amended the EESA as it applies to
institutions that received financial assistance under TARP. ARRA, more commonly known as the economic stimulus or economic recovery
package, includes a wide variety of programs intended to stimulate the economy and provide for extensive infrastructure, energy, health, and
education needs.

Before and after EESA and ARRA, there have been numerous actions by the Federal Reserve Board, Congress, the Treasury, the FDIC, the IRS,
the SEC and others to further the economic and banking industry stabilization efforts. To date, the Company or the Bank has elected to
participate only in the FDIC's Debt Guarantee Program, which provides for the guarantee of eligible newly issued senior unsecured debt of
participating entities, and the FDIC's Transaction Account Guarantee Program, which provides, without charge to depositors, a full guarantee
on all non-interest bearing transaction accounts held by any depositor, regardless of dollar amount, through June 30, 2010 (recently extended
from December 31, 2009). Both of these programs are part of the FDIC's Temporary Liquidity Guarantee Program.

It remains unclear at this time what further legislative and regulatory measures will be implemented affecting the Company. The potential for
legislation impacting the financial services industry remains high. In June 2009, the Obama Administration published a comprehensive
regulatory reform plan that is intended to modernize and protect the integrity of the United States financial system. The President’s plan would
have a direct effect on the Company and the Bank. Under the reform plan, the federal thrift charter and the Office of Thrift Supervision would be
eliminated and all companies that control an insured depository institution would register as a bank holding company. Draft legislation would
require the Bank to become a national bank or adopt a state charter. Registration of the Company as a bank holding company would represent a
significant change, as there currently exist significant difference between savings and loan holding company and bank holding company
supervision and regulation. For example, the Federal Reserve imposes leverage and risk-based capital requirements on bank holding companies
whereas the Office of Thrift Supervision does not impose any capital requirements on savings and loan holding companies. In addition, in
February 2010, President Obama proposed additional reforms, including a reform known as the “Volcker Rule” that would prevent banks from
owning, investing or sponsoring hedge funds, private equity funds or proprietary trading operations for their own profit. Further, the reforms
would discourage certain consolidation in the industry to prevent concentrations of too much risk in a single organization.

Congress has also been active. The House of Representatives has passed a bill now with the Senate that, among other things, would create a
Consumer Financial Protection Agency, a new federal banking agency with the mission of protecting consumers when they borrow money,
make deposits, or obtain other financial products and services. Further, members of the Senate Banking Committee have announced that a
bipartisan bill comprehensively reforming the financial sector isimminent.

If implemented, these regulatory reforms may have a material impact on our operations. However, at this time, we cannot determine the

likelihood that the proposed regulatory reform will be adopted in any of the currently proposed forms or the specific impact that any adopted
legislation will have on the Company or the Bank.
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Note23: Subsequent Events
Subseguent events have been evaluated through the date the financial statements were issued.

On March 3, 2010, the Bank entered into a Branch Purchase and Assumption Agreement (the“Purchase Agreement”) with The New
Washington State Bank (“New Washington”). New Washington is an Indiana commercial bank that has its home office in New Washington,
Indiana, and operates a branch banking office at 2675 Charlestown Road, New Albany, Indiana (the “Branch Office”). The Purchase Agreement
sets forth the terms and conditions for the Bank to acquire certain assets and assume certain liabilities of New Washington's Branch Office and
thereafter operate the Branch Office as the Bank’s branch.

The Bank's acquisition of the Branch Officeis subject to various customary closing conditions, including regulatory approval by the Office of
Thrift Supervision. The Registrant anticipates that the transaction will close in the third quarter of 2010, and in any event, the closing is to
occur within 15 days of fulfilling or waiving the conditionsto closing.

Pursuant to the Purchase Agreement, the Bank will acquire the following assets of the Branch Office: (i) the real estate, buildings and fixtures
relating to operation of the Branch Office; (ii) certain fixed assets and tangible persona property in use at the Branch Office; (iii) certain
contracts; (iv) cash on hand; (v) certain prepaid expenses; and (viii) the Branch Office's facsimile and telephone numbers. In addition, the Bank
will assume substantially all deposits associated with the Branch Office.

In consideration for this transaction, the Bank will pay New Washington $575,000, subject to some adjustments for prepaid prorated expenses.
Moreover, the Bank will pay all accrued and unpaid real and personal property taxes associated with the Branch Office at the closing. This
purchase price will be reduced by the deposits assumed by the Bank at closing. As of December 31, 2009, those deposits totaled approximately
$3.2 million.
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ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

There are no such changes and disagreements to report during the applicable period.

ITEM 9A(T). CONTROLSAND PROCEDURES.

Evaluation of disclosure controls and procedures. The Company’s Chief Executive Officer and Chief Financial Officer, after evaluating the effectiveness of
the Company’s disclosure controls and procedures (as defined in Sections 13a-15(€) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act")), as of the end of the most recent fiscal quarter covered by this annual report (the “ Evaluation Date”), have concluded that as of the
Evaluation Date, the Company’s disclosure controls and procedures were effective in ensuring that information required to be disclosed by the Company in
reportsthat it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time period specified in the Securities and
Exchange Commission’s rules and forms and are designed to ensure that information required to be disclosed in those reportsis accumulated and
communicated to management as appropriate to allow timely decisions regarding disclosure.

Management’s Report on Internal Control over Financial Reporting.

The management of River Valley Bancorp (the “ Company”) isresponsible for establishing and maintai ning adequate internal control over financial
reporting. The Company’s system of internal control over financial reporting includes policies and procedures pertaining to the Company’s ability to record,
process, and report reliable information. The system is designed to provide reasonabl e assurance to both management and the Board of Directors regarding
the preparation and fair presentation of published financial statements.

The Company’s management assessed the effectiveness of internal control over financial reporting as of December 31, 2009. In making this assessment, it
used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework.
Based on this assessment, management concluded that, as of December 31, 2009, the Company’sinternal control over financial reporting is effective based
on those criteria

Thisannual report does not include an attestation report of the Company’s registered public accounting firm regarding internal control over financial

reporting. Management’s report was not subject to attestation by its registered public accounting firm pursuant to temporary rules of the Securities and
Exchange Commission that permit the Company to provide only management’s report in this annual report.

Changesininternal controls over financial reporting. There were no changes in the Company’sinternal control over financial reporting identified in
connection with the Company’s evaluation of controlsthat occurred during the Company’slast fiscal quarter that have materially affected, or are
reasonably likely to materially affect, the Company’sinternal control over financial reporting.

ITEM 9B. OTHER INFORMATION.

Thereis no information that was required to be disclosed on a Form 8-K during the fourth quarter but was not reported.
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PART I11
ITEM 10. DIRECTORS, EXECUTIVE OFFICERSAND CORPORATE GOVERNANCE.

Theinformation required by thisitem with respect to directorsisincorporated by reference to the sections of the Holding Company’s Proxy Statement for its
Annual Shareholder Meeting to be held on April 21, 2010 (the “2010 Proxy Statement”) with the caption “Proposal 1 - Election of Directors.” Information
concerning the Registrant’s executive officersisincluded in Item 4.5 in Part | of this report. Information with respect to corporate governanceis
incorporated by reference to the section of the 2010 Proxy Statement with the caption “ Corporate Governance.” Information regarding compliance with
Section 16(a) of the Exchange Act isincorporated by reference to the section of the 2010 Proxy Statement captioned “ Section 16(a) Beneficial Ownership
Reporting Compliance.”

The Company has adopted a code of ethicsthat applies, among other persons, to its principal executive officer, principal financial officer, principal
accounting officer or controller, or persons performing similar functions. A copy of that Code of Ethics wasfiled as an exhibit to the Company’s Form 10-
KSB filed March 30, 2004, for the year ended December 31, 2003, and alink to that filing is posted at our website at http://www.rvfbank.com under “ About
Our Stock.” In addition, the Company will provide a copy, without charge, upon arequest directed to Matthew P. Forrester, 430 Clifty Drive, P.O. Box 1590,
Madison, Indiana 47250, (812) 273-4944 (fax).

ITEM 11. EXECUTIVE COMPENSATION.

The information required by this item with respect to executive compensation isincorporated by reference to the sections of the 2010 Proxy Statement with
the captions “Proposal 1 - Election of Directors,” “ Corporate Governance,” “ Executive Compensation,” and “Compensation of Directors for 2009.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT AND RELATED STOCKHOLDER MATTERS.

Information required by thisitem isincorporated by reference to the sections of the 2010 Proxy Statement with the captions “ Principal Holders of Common
Stock” and “Proposal 1 - Election of Directors.”

The following table sets forth certain information pertaining to the Bank’s equity compensation plans:
Equity Compensation Plan Information

Number of securitiesremaining
availablefor futureissuance under

Number of securitiesto beissued Weighted-aver age exer cise price of equity compensation plans
upon exer cise of outstanding outstanding options, warrantsand (excluding securitiesreflected in
options, warrantsand rights rights column(a))

Plan Category (a) (b) (c)
Equity compensation plans approved
by security holders 33,400(2) $ 1254 21,508
Equity compensation plans not
approved by security holders -(2) -(3) -
Total 33,400 $ 12.54 21,508

) River Valley Bancorp Stock Option Plan.

(2) River Valley Bancorp Recognition and Retention Plan and Trust (“RRP"). Column () includes 3,900 shares granted to management but not yet vested.
In addition, 77,090 shares granted to management have fully vested, and shares have been issued to management in connection therewith.

(3) Thetota in Column (b) includes only the weighted-average price of stock options, as the restricted shares awarded under the RRP plan have no

exercise price.
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ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE.
Theinformation required by thisitem isincorporated by reference to the sections of the 2010 Proxy Statement with the captions “ Corporate Governance’
and “ Transactions with Certain Related Persons.”
ITEM 14. PRINCIPAL ACCOUNTANT FEESAND SERVICES.
The information required by thisitem with respect to principal accounting fees and servicesisincorporated by reference to the sections of the 2010 Proxy
Statement with the captions “ Accountants,” and “Accountant’s Fees.”
PART IV

ITEM 15. EXHIBITSAND FINANCIAL STATEMENT SCHEDULES.
Thefollowing documents arefiled as part of thisreport:

1. Financial Statements:

See“Contents” of Consolidated Financial Statementsin Item 8 of this Annual Report on Form 10-K, which isincorporated herein by this reference.
2. Financial Statement Schedules:

All schedules are omitted as the required information either is not applicable or is included in the Consolidated Financial Statements or related
Notes contained in Item 8.

3. Exhibits:
The exhibitslisted in the Exhibit Index are filed with or incorporated herein by reference.

Copies of any Exhibits are available from the Company upon request by contacting Matthew P. Forrester, 430 Clifty Drive, P.O. Box 1590,
Madison, Indiana 47250, (812) 273-4944 (fax).
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

RIVER VALLEY BANCORP

Date: March 16, 2010 By: /s/ Matthew P. Forrester
Matthew P. Forrester, President and Chief Executive Officer

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the registrant and in the capacities and on
the dates indicated.

Signatures Title Date
(2) Principal Executive Officer:

/sl Matthew P. Forrester
Matthew P. Forrester President and Chief Executive Officer

March 16, 2010

(2) Principal Financial and Accounting Officer:

/sl Vickie L. Grimes
VickieL. Grimes Treasurer

March 16, 2010

(3) The Board of Directors:

/s/ Robert W. Anger
Robert W. Anger Director

March 16, 2010

/sl Matthew P. Forrester
Matthew P. Forrester Director

March 16, 2010

/s Michael J. Hensley
Michael J. Hensley Director

March 16, 2010

/sl Fred W. Koehler March 16, 2010

Fred W. Koehler Director
/s L. SuelLivers March 16, 2010
L. SuelLivers Director

/s/ Charles J. McKay
Charles J. McKay Director

March 16, 2010
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EXHIBIT INDEX

Exhibit No. Description
3(1) Articles of Incorporation isincorporated by reference to Exhibit 3.1 to the Registrant’s Form 10-K filed on March 18, 2009
(2 Certificate of Designations for Series A Preferred Stock is incorporated by reference to Exhibit 3.1 to the Registrant’s Form 8-K filed on
November 24, 2009
(3 Amended Code of By-Lawsisincorporated by reference to Exhibit 3.1 to the Registrant’s Form 8-K filed on July 23, 2009
4(2) Form of Fixed/Floating Rate Junior Subordinated Deferrable Interest Debentures Indenture, dated March 26, 2003, is incorporated by
reference to Exhibit 4.1 of Registrant’s Form 10-QSB filed May 15, 2003
(2 Form of Fixed/Floating Rate Junior Subordinated Deferrable Interest Debentures Trust Agreement, dated March 26, 2003, incorporated
by reference to Exhibit 4.2 of Registrant’s Form 10-QSB filed May 15, 2003
(3 Form of Fixed/Floating Rate Junior Subordinated Deferrable Interest Guarantee Agreement, dated March 26, 2003, incorporated by
reference to Exhibit 4.3 of Registrant’s Form 10-QSB filed May 15, 2003
4 Form of Certificate for Series A Preferred Stock is incorporated by reference to Exhibit 4.1 to the Registrant’s Form 8-K filed on
November 24, 2009
10()* Exempt Loan and Share Purchase Agreement between Trust under River Valley Bancorp Employee Stock Ownership Plan and Trust
Agreement and River Valley Bancorp isincorporated by reference to Exhibit 10(22) to the Registration Statement
iver ey Bancorp Recognition and Retention Plan and Trust is incorporated by reference to Exhibit to the Form 10- i
2* River Valley B R iti d R ion PI d Trust isi ed by ref Exhibit 10(8) to the Form 10-KSB filed
March 31, 2005
3)* River Valey Bancorp Stock Option Plan isincorporated by reference to Exhibit 10(9) to the Form 10-KSB filed March 31, 2005
(4)* Form of Employee Incentive Stock Option Agreement under the River Valley Bancorp Stock Option Plan is incorporated by reference
to Exhibit 10(12) of Registrant’s Form 10-K SB filed March 31, 2005
orm of Director Non-Qualifi ock Option Agreement isincorporated by reference to Exhibit of Registrant’s 10- iled on
(5)* F f Di Non-Qualified Stock Option A isi ed by ref Exhibit 10(13) of Regi 's 10-K SB filed
March 31, 2005
orm of Award Notification under the River ey Bancorp Recognition and Retention Plan and Trust is incorporated by reference to
6)* F f Award Notificati der the River Valley B R iti d R ion Pl d Trust isi ed by ref
Exhibit 10(14) of Registrant’s 10-K SB filed on March 31, 2005
(n* River Valley Financia Bank Split Dollar Insurance Plan, effective January 1, 2007, is incorporated by reference to Exhibit 10.1 to the
Registrant’s Form 8-K filed on January 31, 2007
pplemental Life Insurance Agreement, dat uary 25, , between River ey Financia Bank and Matthew Forrester, is
(8)* Suppl al Lifel A dated Jan 25, 2007, b River Valley Fi ial Bank and Matthew F i

incorporated by reference to Exhibit 10.2 to the Registrant’s Form 8-K filed on January 31, 2007




Exhibit No.

Description

9"

(10

(1)~

14
21
23
31(2)
2
7]

Salary Continuation Agreement, dated January 25, 2007, between River Valley Financial Bank and Matthew Forrester , isincorporated
by reference to Exhibit 10.3 to the Registrant’s Form 8-K filed on January 31, 2007

Amended and Restated Employment Agreement (Matthew P. Forrester), is incorporated by reference to Exhibit 10.1 to Registrant’s
Form 8-K filed on November 26, 2007

Amended and Restated Employment Agreement (Anthony D. Brandon), isincorporated by reference to Exhibit 10.2 to the Registrant’s
Form 8-K filed on November 26, 2007

Amended and Restated Employment Agreement (John Muessel), is incorporated by reference to Exhibit 10.3 to the Registrant’s Form
8-K filed on November 26, 2007

Amended and Restated Director Deferred Compensation Master Agreement, is incorporated by reference to Exhibit 10.4 to the
Registrant’s Form 8-K filed on November 26, 2007

Form of Directors Deferral Plan Deferral and Distribution Election Form

Form of Investment Agreement for Series A Preferred Stock is incorporated by reference to Exhibit 10.1 to the Registrant’s Form 8-K
filed on November 24, 2009

Branch Purchase and Assumption Agreement, dated March 3, 2010, is incorporated by reference to Exhibit 10.1 to the Registrant’s
Form 8-K filed on March 8, 2010

Code of Ethics

Subsidiaries of the Registrant
Consent of BKD, LLP

CEO Certification

CFO Certification

Section 1350 Certification

* Indicates exhibits that describe or evidence management contracts and plans required to be filed as exhibits.




General Information for Shareholders

Transfer Agent and Registrar:

Registrar and Transfer Company
10 Commerce Drive

Cranford, NJ 07016-3572

Tel: 1-800-368-5948
Www.rtco.com

Corporate Counsel:
Lonnie D. Callins, Attorney
307 Jefferson Street

Madison, Indiana 47250
Tel: (812)265-3616 Fax: (812)273-3143

Annual and Other Reports:

Shareholder and General Inquiries:

River Valley Bancorp

Attn: Matthew P. Forrester

430 Clifty Drive, P.O. Box 1590
Madison, Indiana 47250

Tel: (812)273-4949 Fax: (812)273-4944

Special Counsdl:

Barnes & Thornburg LLP

11 S. Meridian Street

Indianapolis, Indiana 46204

Tel: (317)236-1313 Fax: (317)231-7433

Additional copies of this Annual Report to Shareholders and copies of the most recent Form 10-K may be obtained without charge by contacting the

Corporation.

Offices of River Valley Financial Bank:

Hilltop: 430 Clifty Drive
Downtown; 233 East Main Street
Drivethru: 401 East Main Street
Wal-Mart: 567 lvy Tech Drive
Hanover: 10 Medical Plaza
Sellersburg: 8005 Highway 311
Charlestown: 1025 State Road 62
Floyds Knobs: 3660 Paoli Pike
Carrollton, KY: 1501 Highland Avenue

Internet and E-Mail Address: rvfbank.com

Annual Mesting:

The Annual Meeting of Shareholders of River Valley Bancorp will be held on Wednesday, April 21, 2010, at

3:00 PM, at 430 Clifty Drive, Madison, IN 47250.
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