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HAMILTON COUNTY

Noblesville Banking Center*
15941 Cumberland Road
Noblesville, IN 46060

+Anticipated Opening Late Summer 2008

HENDRICKS COUNTY

Indianapolis Commercial Center

7517 Beechwood Centre Road
Suite 300

Avon, IN 46123

(317) 272-7823

Avon Banking Center*
9720 East US Hwy 36
Avon, IN 46123

(317) 272-7820

Brownsburg Banking Center*
1490 N. Green Street
Brownsburg, IN 46112

(317) 858-2720

Plainfield Banking Center*
802 Edwards Drive
Plainfield, IN 46168

(317) 837-5201

Brownstown Banking Center*
1051 West Spring Street
Brownstown, IN 47220

(812) 358-3171

Bedford Banking Center*
Limestone Business Center
2119 West 16th Street
Bedford, IN 47421

(812) 275-7800

MONROE COUNTY

Monroe Bank Headquarters
210 East Kirkwood Avenue
Bloomington, IN 47408
(812) 336-0201

Kirkwood Banking Center*
210 East Kirkwood Avenue
Bloomington, IN 47408
(812) 331-3444

Business Center

111 South Lincoln Street
Bloomington, IN 47408
(812) 335-5988

Ellettsville Banking Center*
4616 West Richland Plaza
Bloomington, IN 47404
(812) 876-6044

Highland Village Banking Center *

4191 West Third Street
Bloomington, IN 47404
(812) 331-3501

Kinser Crossing Banking Center *

1825 North Kinser Pike
Bloomington, IN 47404
(812) 331-3518

Kirkwood Auto Drive-Up
306 East Kirkwood Avenue
Bloomington, IN 47408
(812) 331-3510

Mall Road Banking Center*
2801 Buick-Cadillac Boulevard
Bloomington, IN 47401

(812) 331-3507

Walnut Park Banking Center*
2490 South Walnut Street
Bloomington, IN 47403
(812)331-3514

RETIREMENT COMMUNITY LOCATIONS

Bell Trace Banking Center
800 Bell Trace Circle
Bloomington, IN 47408
(812) 331-3575

Meadowood Banking Center*
2455 Tamarack Trail
Bloomington, IN 47408

(812) 353-7722

Redbud Hills Banking Center
3211 East Moores Pike
Bloomington, IN 47401

(812) 353-7720

ADDITIONAL ATM LOCATIONS
O’Malia’'s ATM

512 College Mall Road
Bloomington, IN

Jordan Square ATM
1400 East Third Street
Bloomington, IN

Crosstown || ATM
1789 East Tenth Street
Bloomington, IN

Buehler’s Buy-Low ATM
4681 West Richland Plaza
Bloomington, IN

Bloomington Hospital ATM
601 West Second Street
Bloomington, IN

Ivy Tech Community College ATM
200 Daniels Way,
Bloomington, IN

*24-hour ATM access
www.monroebank.com
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ona mission

DEAR SHAREHOLDERS AND FRIENDS,
Our strength is defined, in part, by where we are located.
Our base of operation is in Bloomington, Indiana, a
bustling and thriving college town, characterized by
its Big Ten university status, its reputation as a popular
retirement community, and a home base for Indiana’s
fast developing life sciences industry. We have also
staked a claim in Hendricks and Hamilton Counties,
two of the fastest growing counties in Indiana. The
combination of our attractive and well established core
market and the potential of our high-growth markets
in Indianapolis, provides exceptional opportunities for
further progress.

The opening of the full-service banking center
in Brownsburg in Hendricks County on January 16,
2006 marked the start of the Company’s transition from
less visible, limited service branches in that county, to
more visible, strategically located, full-service banking
centers. Our plan to attract loans and deposits while
building name recognition has been successful with
the Brownsburg Banking Center where deposits have
grown from an average of $26.0 million in December
2005 to an average of $57.6 million in December 2007,
an increase of 121.5 percent in a two-year period.
The opening of the Plainfield Banking Center on

2 Monroe Bancorp

December 11,2007 and the Avon Banking Center on
January 14, 2008, is the continuation of our strategic
rollout in Central Indiana. A fourth new banking center,
to be located in Noblesville in Hamilton County, is
expected to open in the late summer of 2008.

While expansion into the Indianapolis
metropolitan market has been a focus of our energies
and attention this past year, the most remarkable
results of 2007 took place in our trust area. Tremendous
growth was realized, with trust fees and trust assets
under management growing by 31.9 percent and
30.1percent respectively. Importantly, the increase
in trust fees, together with increases in noninterest
income from commissions from the sale of investment
products and Monroe Bank check card interchange,
have allowed us to diversify our income stream so that
we are not disproportionately reliant on net interest
margin. Commissions from the sale of investment
products increased 15.9 percent and interchange fees
earned on Monroe Bank check cards increased 22.4
percent over 2006 figures.

The positive experiences created by our special
events and seminars have continued to convert prospects
into customers and customers into advocates of the
Bank. Providing our customers and the public at large the



..to set the standard in our
communities for excellence in
financial service products and

their delivery while realizing
the greatest benefit for our
shareholders, employees,
and customers.

Mark D. Bradford, President and Chief Executive Officer

opportunity to attend our educational seminars is proving
to be an effective marketing tool. Also having a notable
impact on our growth is the quality of our customer
service and our level of involvement in community
service. Customer service and volunteerism are stressed
at every level of our Company. Tracking volunteer hours,
mystery shopping program results and appointments and
sales generated by our seminars and events, allow us to
quantify both our value to the community and the effect
on the bottom line of the Company.

The news media reminds us daily that the
banking industry is in the midst of credit-quality
problems. This is a national dilemma which the state of
Indiana has not avoided. While the Company has not
been directly involved in subprime loan issues, we have
felt the effects of related weakness in the housing and
residential construction markets, as non-performing
assets and charge-offs increased during the third and
fourth quarters of 2007. The excitement that we feel
over the growth of our new banking centers in Central
Indiana and the increases in noninterest income is
somewhat dampened by economic conditions affecting
loan growth and asset quality. | feel the strength of our
loan portfolio and the conservative nature of our loan
underwriting procedures have protected us to a large

extent. The downturn in the housing and residential
construction industry has kept us mindful of the
importance of asset quality as we grow the Company.
Maintaining credit quality remains a top priority for us as
we move into the next year.

Notwithstanding the challenging economic
circumstances faced during the latter half of 2007, | remain
pleased with our financial performance and | am excited
by the opportunities ahead. While you are encouraged to
read our detailed financial statements, | would like to draw
your attention to our quickly read summary of financial
highlights on pages 16 and 17. In closing, | invite you to
take a few moments to page through this report to see
what our customers say about our Company.

Thank you for your continued support.
Sincerely,

AN o7 Baadfod

Mark D. Bradford
President and Chief Executive Officer
Monroe Bancorp/Monroe Bank
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on the spot

“Aviation is very much a relationship-based

business. Keeping one’s word and commitments to

clients is key to long-term growth in our industry.

The keystone to client satisfaction is delivering

on-time service and quality solutions to customer

needs. We measure our banking relationship by

the same yardstick our clients use to judge us. We F

have developed valuable, long-term relationships
with quality and committed Monroe professionals.
They are driven to provide real solutions to

a growing, mid-size firm like Eagle Creek. At
Monroe - from senior management to the tellers -
the old adage is borne out: quality people work for
quality organizations.”

Matt Hagans, CEO and
Cathy Hagans, Vice President
Eagle Creek Aviation Services
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on a roll

Dr. Jim Laughlin
A founding partner of
Southern Indiana Pediatrics
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“People don't often think about a medical practice as a small

business. We have many of the same challenges as other
businesses but medicine has fixed reimbursement so the efficiency
of our banking services is critical. The electronic services available
through Monroe Bank help to increase our efficiency every day.
We were originally attracted to Monroe because of its customer
service and commitment to our community. We have stayed with
Monroe because of the integrity demonstrated by the Bank’s
associates. One of the best business decisions we have made was
to move our 401K management to Monroe. Its team gives our
employees outstanding education on the need for retirement
savings and helps us to navigate the investment world. ”
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Sharon Pierce

President and CEO
The Villages of Indiana, Inc.
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“The Villages has been a customer of Monroe The Villages is Indiana’s largest child and family services, non-
Bank for nearly 15 years. We have always felt profit organization. The agency’s wide array of statewide,
respected, valued, and most importantly, community-based services are all rooted in the belief that
supported in our mission. From top to bottom, children grow and flourish best in a family environment. The
Monroe Bank’s management team and staff Villages is one of only one percent of agencies in the country
members are knowledgeable, courteous, and which is fully accredited by the prestigious Council on
responsive! We consider the Bank much more Accreditation. The Villages' 300 staff members and nearly 350
than a financial services provider- Monroe licensed foster families serve over 1,200 children daily and help
Bank is our strategic partner.” each to achieve his or her full potential. www.villagekids.org
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Ray Martin
President
W&M Insulation
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“My accounting firm introduced me to several banks,
including Monroe Bank. My decision to choose
Monroe was based mainly on the representative
who met with me. John Skelton was a man with
whom | felt completely comfortable. We had a
great conversation in which he asked pertinent
questions regarding my needs and he responded
with empathy. He offered a financial solution
that perfectly met my needs and his words‘l can

help you, meant something. None of the others
demonstrated this level of courtesy and respect.”

W&M Insulation is a building insulation, heating and
cooling business that has served the Indianapolis area
for over 20 years. The Company'’s brand image has
been established through its conscientious service to
residential customers. Customers appreciate the fact
that the Company is sensitive to their needs. Three
goals are important to W&M: the provision of a Quality
Insulated Environment, helping customers reduce
energy consumption and costs while increasing tenant
comfort, and enhancing the lives of employees who

work for the Company. www.wminsulation.com
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on the move

“When I first moved to Bloomington to attend Indiana
University in 1996, | opened a checking account at the first
bank | drove past. | figured all banks were the same, so what
difference did it make? Over the next three or four years, that
bank changed names about once a year and | never really
developed a relationship there. | decided to switch to a local

bank, one that would be more sensitive to a local business as
well as the local community | had come to love. | couldn’t be
happier with Monroe Bank and its associates Ed Gross, Randy
Goodman and Mark Bradford, who have always gone out of
their way to help me and my companies.” (Ben)

Brothers Chris and Ben Swanson,

Partners in five companies —

Secretly Canadian, Jagjaguwar, Dead Oceans,
SC Distribution and Bellwether Manufacturing.
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Ben Swanson, Chris Swanson, Jonathan Cargill and
Darius Van Arman are partners in five companies.
Secretly Canadian, Jagjaguwar and Dead Oceans
are record label companies, while SC Distribution
is @ music distribution business and Bellwether
Manufacturing is a media manufacturing brokerage
specializing in CDs, DVDs, LPs and other media and
print. They employ 30 people locally and have satellite
offices in Austin, TX and London, UK. The companies
produce, label and distribute records globally by
artists from all over the world. www.secretlycanadian.com
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Board Members pictured left to right: James D. Bremner, James G. Burkhart, Paul W. Mobley, Steven R. Crider,
Charles R. Royal, Jr,, Chairman, Bradford J. Bomba, Jr,, M.D., Joyce Claflin Harrell, and Harry F. McNaught, Jr.

Monroe Bank is privileged to be governed by a
proactive and well-qualified board of directors.
Under the leadership of Chairman, Charles

R. Royal, Jr., the Board of Directors sets high
expectations for exceptional performance from
the Company. Their combined knowledge of
the financial industry and their diverse business
experiences and backgrounds allow them

to shape a bold strategic vision for Monroe
Bancorp. Their active involvement in key Indiana
businesses and intimate knowledge of the
Indiana economy give them a considerable
advantage in positioning Monroe Bancorp as a
leading Indiana financial institution.

Charles R. Royal, Jr., was named Chairman of
the Monroe Bancorp and Monroe Bank Board
of Directors in April 2005. He became a director
of the Company and the Bank in 1987. He is
the President of Royal Chevrolet, Inc. and owns
numerous car dealerships in Indiana.

Bradford J. Bomba, Jr., M.D., has served as a
Director of the Company and the Bank since
1996. He is a physician with Internal Medicine
Associates in Bloomington, Indiana.

Mark D. Bradford was named President and
Chief Executive Officer of the Company and the
Bank in June 1999. He originally joined the Bank
as Senior Vice President and Chief Financial
Officer in 1990 before being named Executive
Vice President and Chief Financial Officer

in October 1998. He was elected Secretary/
Treasurer of the Company in December 1997
and Vice President/Treasurer in December 1998.

James D. Bremner has served as a Director of
the Company and the Bank since May 2004.
He is President of BremnerDuke Healthcare
Real Estate, a national healthcare real

estate development and management firm,
headquartered in Indianapolis, Indiana.
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James G. Burkhart, CPA, was elected to

the Board of Directors in August 2007. He is
Chief Executive Officer for American Senior
Communities, LLC, the largest senior housing
company in Indiana and serves today’s seniors
by providing a multitude of lifestyle choices
with integrated services and amenities.

Steven R. Crider has been a Director of

the Company and the Bank since 1995. He

is Vice President of Crider & Crider, Inc., an
Indiana-based highway and site development
contractor.

Paul W. Mobley has served as a Director

of the Bank since 1978 and of the Company
since its incorporation in 1984. He is the current
Chairman and CEO of Noble Roman’s, Inc.,
which sells and services franchises nationwide
for Noble Roman’s Pizza and Tuscano’s Italian
Style Subs.

Joyce Claflin Harrell was named a Director of
the Bankin 1983 and has filled the same role for
the Company since its incorporation in 1984.
She was a Vice President/Controller of Monroe
Bank from 1982 to 1990. A certified public
accountant, Ms. Harrell is President of both
Claflin Enterprise, LLC, a national company that
markets home health care products and Claflin
Enterprise, Inc., d/b/a/ Home Instead Senior
Care, a provider of home care services, based in
Greenwood, Indiana.

Harry F. McNaught, Jr., has served as a Director
of the Company and the Bank since December
2002. He is the President of Denison Properties,
Inc., a commercial real estate development
company serving the Indiana market.

Mark D. Bradford, (right of fold)
President and Chief Executive Officer

Charles R. Royal, Jr.
Chairman of the
Board of Directors

Mark D. Bradford
President and
Chief Executive Officer

Bradford J. Bomba, Jr., M.D.
James D. Bremner

James G. Burkhart

Joyce Claflin Harrell

Steven R. Crider

Harry F. McNaught, Jr.

Paul W. Mobley

Charles R. Royal, Jr.
Chairman

Mark D. Bradford
President &
Chief Executive Officer

Gordon M. Dyott
Vice President

R. Scott Walters
Secretary

Mark D. Bradford
President and
Chief Executive Officer

Gordon M. Dyott
Executive Vice President,
Chief Financial Officer

John E. Christy
President, Central Indiana Region



Executive Management pictured left to right: Christopher G. Tietz (Senior Vice President, Chief Credit Officer), Gordon M. Dyott (Executive Vice President, Chief Financial Officer),
J. Scot Davidson (Senior Vice President, Retail Services), R. Scott Walters (Senior Vice President, Wealth Management Group), and John E. Christy (President, Central Indiana Region)

J. Scot Davidson
Senior Vice President,
Retail Services

Christopher G.Tietz
Senior Vice President,
Chief Credit Officer

R. Scott Walters
Senior Vice President,
Wealth Management
Group

Carol J. Ball
Vice President, Senior
Auditor

Nancy H. Eberle
Vice President,
Mortgage Loan Manager

Richard A. Krouse
Vice President,
Operations Administrator

David L. Landis

Vice President,

Commercial Loan Manager,
Bloomington Region

Ashley P. Mattick
Vice President,
Marketing Director

David T. Meier
Vice President,
Director of Finance

David S. Misner

Vice President, Commercial
Lending Team Leader,
Central Indiana Region

David A. Phillipy
Vice President,
Compliance and CRA
Manager

John F. Skelton

Vice President, Commercial
Lending Team Leader,
Central Indiana Region

Bret A. Stutsman
Vice President,
Retail Operations
Administrator

Virginia E. Whitham
Vice President,
Human Resources Director

Timothy S. Ball
Vice President,
Facilities Administrator

Richard B. Morris
Vice President, Deposit
Operations

Jerry A. Stewart

Vice President,

Senior Loan Operations
Officer

Robert A. White
Vice President,
Electronic Banking
Manager

Nathan C. Bean
Assistant Vice President,
Deposit Operations Officer

Erin M. Gerth
Assistant Vice President,
Marketing Officer

Kristy L. Griffith
Assistant Vice President,
Retail Operations Manager

Charles E. Lehman
Assistant Vice President,
Data Processing Manager

Zain E. Mackey
Assistant Vice President,
Assistant Director of
Finance

Donald J. Rawe
Assistant Vice President,
Controller

Cybil L. Bartlett
Loan Operations Officer

Cristal A. Eads
Bookkeeping Officer

Bonnie J. Hamilton
Loan Compliance and
Quality Control Officer

Edward D. Mihlifeld
Loan Collection Officer

Sandra J. Packman
Human Resources Manager

Anthony J. Rastall
Credit Officer

C. William Compton
Vice President,
Commercial Loan Officer

Randall G. Goodman
Vice President,
Commercial Loan Officer

Eric M. Griffin
Vice President,
Commercial Loan Officer

Vicki L. Hensley
Vice President,
Commercial Loan Officer

Rhonda K. Hinds
Vice President,
Commercial Loan Officer

Christina A. LeBeau
Vice President,
Treasury Management
Manager

Timothy M. Ogburn
Vice President,
Commercial Loan Officer

James D. Parcell
Vice President,
Commercial Loan Officer

Mark A. Phillips
Vice President,
Commercial Loan Officer

Heather L. Schoolcraft
Vice President, Treasury
Management Officer

Susan G. Johnson
Commercial Loan Officer

Shannon K. Taylor
Treasury Management
Officer

Tammy E. Carter
Assistant Vice President,
Mortgage Loan Operations
Officer

Kathy L. Bowman
Assistant Vice President,
Mortgage Loan Officer

Jewell A. Frazier
Assistant Vice President,
Consumer Loan Manager

Sandy L. Keen
Assistant Vice President,
Mortgage Loan Officer

Mary Jo Huffman
Mortgage Loan Officer

Karan L. Rastall
Consumer Loan Officer

Mark S. Taylor
Mortgage Loan Officer

William E. Bennett
Assistant Vice President,
Prime Time Program
Manager

Lori A. Forrester
Assistant Vice President,
Banking Center Manager

M. Susie Glasgow
Banking Center Manager

Sara M. Glass
Banking Center Manager

Tiffany M. Hogstrum
Banking Center Manager

Michelle J. McManus
Banking Center Manager

Clayton C. Mitchell
Banking Center Manager

Vickie J. Rader
Banking Center Manager

Chad M. Stover
Banking Center Manager

Edward A. Gross
Vice President, Private
Banker

Laura K. Hash
Vice President, Trust Officer

John J. Kloss
Vice President, Trust Officer

Dawn E. Morley
Vice President,
Chief Investment Officer

Mary V. Morrisette
Vice President, Trust Officer

Thomas J. Rillo
Vice President,
Manager Direct
Investments

David M. Snyder
Vice President, Trust Officer

Chad E. Teders
Vice President,
Investment Services

Matthew L. Wisen
Vice President, Trust Officer

Richard J. Greco
Assistant Vice President,
Platform Team Leader

Jo Ellen Kimmel
Assistant Vice President,
Trust Operations Officer

Maria A. Viterisi
Assistant Vice President,
Trust Officer
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(dollar amounts in thousands,
except share and per share data)

December 31 2007 2006 % Change
Operating Results
INEEIEST INCOME ... .. e e $ 48,474 $ 44,643 86 %
Interest expense....... 25,435 21,978 15.7
Net interest income 23,039 22,665 1.7
Provision for 10an [0SSES ..........coooiieiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 2,035 1,200 69.6
INCOME TAXES ... e 2,823 3,273 (13.7)
Net income 7,806 7,586 29
Per Share Data
Basic earnings per share M ..............cooveieiiice e $ 1.240 $ 1.154 75 %
Fully-diluted earnings per share 1.235 1.150 7.4
D1V To 1= g To £ SRS 0.49 0.48 21
Book value at year €nd............couiiiiiiiiiiii e 8.76 8.24 6.3
December 31, Balances
] £ I ToTT= T $ 778,080 $ 748,193 40 %
TOtAl AEPOSIES ... 619,717 589,328 5.2
o] =TI o F=T g EoRc 584,831 559,463 4.5
Shareholders’ equity 54,452 53,505 1.8
Selected Financial Ratios
Return on average asSets .........cooiiiiiiiiiiieiieeeeee e 1.04 % 1.04 %
Return on average eqUItY ........coooeiiiiiiei e 14.79 14.59
Allowance for loan losses as a
percentage of portfolio 0aNS ...........ceeeiiiiiii e 1.14 1.10
(1) Twelve months ended December 31
(2) Including loans held for sale
NET INCOME TOTAL LOANS DILUTED EARNINGS
(000s omitted) (000s omitted) PER SHARE

$8,000 $600,000 $1.40
57,000 $500,000 $1.20
:ZZZZ $400,000 31,00

$0.80
$4,000 $300,000
$3,000 2060

$200,000
$2,000 $0.40
$1,000 $100,000 $0.20
%0 03 04 05 06 07 %0 03 04 05 06 07 5000 03 04 05 06 07
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+ Monroe Bancorp reported of $7,806,000 or
$1.235 per diluted common share, for the year ended
December 31, 2007, compared to $7,586,000 or $1.150
per diluted common share for 2006. This represents a 2.9
percent increase in net income and a 7.4 percent increase
in diluted earnings per share.

(ROE)
for 2007 was 14.79 percent, compared to 14.59 percent
for the year ended December 31, 2006. Return on average
assets (ROA) for the year ended December 31, 2007
was 1.04 percent, which matched the Company’s 2006
performance.

before the provision for loan losses
increased 1.7 percent to $23,039,000 for the year ended
December 31, 2007 compared to $22,665,000 for 2006.

totaled $10,251,000 for the
year ended December 31, 2007, compared to $9,492,000
in 2006.

grew to $2,243,000 for the year ended
December 31, 2007, an increase of $542,000 or 31.9
percent. Trust assets under management totaled
$353,668,000 at December 31, 2007 compared to
$271,766,000 at December 31, 2006, which represents
a 30.1 percent increase.

Driven primarily by increasing transaction volumes,

earned on Monroe Bank check cards
increased to $950,000, a 22.4 percent increase over the
$776,000 earned for 2006.

from the sale of investment products
increased from $785,000 in 2006 to $910,000 in 2007 largely
due to increased sales resulting from banking center-based
sales initiatives and the favorable impact of the transition of
this business from a transaction based commission business
into one that is management fees based.

The Company’s , Which is

loan balances past due 30 days or more as a percent of
total loans, was 1.72 percent at December 31, 2007, up
from 1.26 percent at December 31, 2006. Two real estate
development loans contributed $4,990,000 or 0.85 percent
to the delinquency ratio.

At December 31, 2007, and

totaled $8,214,000 (1.06 percent
of total assets) compared to $2,497,000 (0.33 percent of
total assets) one year earlier.

totaled
0.26 percent for 2007 compared to 0.11 percent for 2006.
The ratio of the allowance for loan losses to total loans
increased from 1.10 percent at year-end 2006 to 1.14
percent at year-end 2007.

at December 31, 2007 were $778,080,000,
an increase of 4.0 percent from $748,193,000 at December 31,
2006.

, totaled
$584,831,000 on December 31, 2007, a 4.5 percent
increase from total loans on December 31, 2006, which
were $559,463,000.

at December 31, 2007 were $619,717,000
compared to $589,328,000 at December 31, 2006, an
increase of $30,389,000 or 5.2 percent.

The Company purchased a total of 287,792

during 2007 at an average price of $17.59. The
Company’s most recent purchase was 1,042 shares on
August 7, 2007 for $17.20 per share including commission.

TOTAL ASSETS RETURN ON AVERAGE EQUITY TOTAL ASSETS UNDER
(000s omitted) MANAGEMENT"
$800,000 15% $1,400,000 (000s omitted)
$700,000 $1,200,000
$600,000 12%
$1,000,000
$500,000 )
9% $800,000
$400,000
$300,000 6% $600,000
$200,000 $400,000
3%
$100,000 $200,000
$0 0% $0
03 04 05 06 07 03 04 05 06 07 03 04 05 06 07

* Bancorp, Trust, and Brokerage Assets
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Five-Year Financial Summary (dollar amounts in thousands, except share and per share data)

At or for the Years Ended December 31,

2007 2006 2005 2004 2003

Summary of Operations
Interest income - tax equivalent........................... $ 49170  $ 45275  $ 35156 % 29,056 $ 28,393
Interest eXPenSe.........ccecevevieeiieeie e 25,435 21,978 14,055 8,868 8,792
Tax-equivalent net interest income ...................... 23,735 23,297 21,101 20,188 19,601
Less: tax-equivalent

adjustment (1) ..o 696 632 277 324 461
Net interest inCome ...........cocveiiiiiiiic e 23,039 22,665 20,824 19,864 19,140
Less: provision for loan losses 2,035 1,200 1,140 1,320 3,920
Other noninterest income.............ccccoeeeeecvveeeennee.. 10,251 9,492 9,258 8,302 8,182
Other noninterest expenses..........cccceveevreeeneenn. 20,626 20,098 18,054 16,921 16,285
Income before income taxes..........ccocevvenirnennn. 10,629 10,859 10,888 9,925 7,117
IncoMe tax EXPENSE ......cuevevveeeieeeie e 2,823 3,273 3,665 3,220 2,063
NEt INCOME ... $ 7,806 $ 7,586 $ 7,223 $ 6,705 $ 5,054
Per Share Data
Basic earnings per share ...........cccccoceeveeeiecieenenn, $ 1240 $ 1154  § 1.094 § 1.013  § 0.751
Diluted earnings per share..........cccccceevvevivennnne 1.235 1.150 1.091 1.010 0.750
Dividends per common share...........cc.cccceevvevuneenn. 0.4900 0.4800 0.4745 0.4727 0.4455
Book value per common share 8.76 8.24 7.64 7.18 6.81
Total cash dividends declared..........c..ccccocereennee. $ 3,061 $ 3,150 $ 3132  $ 3,127  §$ 2,984
Average common and common

equivalent shares outstanding .............cccccue..... 6,320,317 6,596,772 6,623,616 6,641,803 6,723,925
Selected Year-end Balances
Total assets $ 778080 $ 748193 $§ 713,060 $ 633970 $ 589,263
Earning assets ........cccooeieveeiiiie e 718,512 691,156 654,324 589,671 536,340
Total SECUNtIES.....veieeieeieee e 125,658 120,250 119,244 109,712 106,195
Total loans - including loans

held for sale........ccooeiiiieiie e 584,831 559,463 525,466 477,085 424,511
Allowance for [0an 10SSes ..........cccccevevenieiennennn. 6,654 6,144 5,685 5,194 5,019
Total dePOSILS .....eveeeieieeiercrece e 619,717 589,328 576,181 483,534 436,683
BOMOWINGS ... 96,421 98,079 76,762 97,378 101,872
Shareholders’ equity .........cccevvveiiieneereeceen 54,452 53,505 50,514 47,384 45,375
Selected Average Balances
Total @SSEtS ..c.veveeieereee e $ 753683 $ 730,137 $ 662,806 $ 607619 $ 562,836
Earning assets .......cccocceviieiiie e 703,675 681,999 618,092 564,646 527,561
Total SECUNtIES.......evveeiierieiiieecce e 122,736 117,553 111,778 106,703 100,479
Total loans - including loans

held for sale.......ccooiiiiiiiii e 564,483 549,463 499,503 451,055 411,762
Allowance for loan losses 6,354 5,891 5,500 5,061 5,689
Total deposits 611,907 582,762 521,235 459,765 425,378
BOMOWINGS ...t 80,759 87,429 85,104 94,962 87,042
Shareholders’ equity .........ccoooeeieiiiiiiiiieiees 52,774 52,001 48,387 46,428 45,188
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Five-Year Financial Summary (continued) (dollar amounts in thousands, except share and per share data)

At or for the Years Ended December 31,

2007 2006 2005 2004 2003

Performance Ratios
Average loans to average deposits..............c....... 92.25% 94.29% 95.83% 98.11% 96.80%
Allowance to period end

portfolio 10aNS .......ccveieiiiieece e 1.14 1.10 1.07 1.09 1.19
Average equity to average assets... 7.00 712 7.30 7.64 8.03
Return on assets........ccccoovviiiiieiiee e 1.04 1.04 1.09 1.10 0.90
Return on equity .........cceeviieiiieieee e 14.79 14.59 14.93 14.44 11.18
Dividend payout ratio (2)........ccccceerveerieerieerinnenns 39.21 41.52 43.36 46.64 59.05
Efficiency ratio (3) ......cccoeveveiiiiciieeeee 59.78 60.33 58.75 58.52 57.68
Reconciliation of GAAP Net Interest Margin
to Non-GAAP Net Interest Margin on a Tax-
Equivalent Basis
Net interest income $ 23,039 $ 22,665 $ 20,824 $ 19,864 $ 19,140
Tax equivalent adjustment ............cccooeriieiiiene. 696 632 277 324 461
Net interest income - tax equivalent..................... $ 23,735 $ 23,297 $ 21,101 $ 20,188 $ 19,601
Average earning assets ..........c.ccoceveeerereeeenene. $ 703,675 $ 681,999 $ 618,092 $ 564,646 $ 527,561
Net interest margin.........cccoceeiiiiieiicciece 3.27% 3.32% 3.37% 3.52% 3.63%
Net interest margin - tax equivalent...................... 3.37 3.42 3.41 3.58 3.72
Financial Impact on Net Income of Deferred
Compensation Plan
Interest and dividend income...............c.ccccoeenennn. $ 17  $ 106 $ 82 3 72 3 53
Realized and unrealized

QAINS (IOSSES) eevevvieeieeeiie e 66 129 87 197 414
Other iNCoOMe.........ooiiiiiiiieeieee e 99 79 31 3 13
Total income from plan...........ccccoooiiieiiiiciece. $ 282 $ 314  $ 200 $ 272 $ 480
Change in deferred compensation liability........... $ 267 % 301 $ 187  $ 260 $ 469
Trustee fees .....oovviiiiiiie e 15 13 13 12 11
Total expense of plan $ 282 $ 314  § 200 $ 272 $ 480
Net impact of plan .........cc.ccocveeviiiiiecccee e $ - 9 - 3 - 9 - 3 -
Reconciliation of GAAP Noninterest Income
& Expense to Noninterest Income & Expense
Without the Financial Impact of the Deferred
Compensation Plan
Total noninterest iNCOME .......ccoovevrevrerineeee $ 10,251 $ 9492  § 9,258 % 8,302 $ 8,182
Income of deferred compensation plan included

in noninterest iNCOMEe ..........cccoveverivereeesiee s (165) (208) (118) (200) (427)
Adjusted noninterest income..............ccccceeevennnne. $ 10,086 $ 9,284 $ 9,140 $ 8,102 $ 7,755
Total noninterest expense.........c..ccccoeveevveeueennenne.. $ 20,626 $ 20,098 $ 18,054 $ 16,921 $ 16,285
Expense of deferred compensation plan (282) (314) (200) (272) (480)
Adjusted noninterest expense............ccccccceevennnne. $ 20,344  $ 19,784  $§ 17,854  $ 16,649 $ 15,805

(1) Interest income has been adjusted to convert the interest income on tax-exempt investment securities to a fully tax equivalent basis using
a marginal income tax rate of 34%.

(2) Dividends declared on common shares divided by net income available to shareholders.

(3) The efficiency ratio is calculated by dividing noninterest expense by the sum of net interest income, on a tax-equivalent basis, and noninterest
income. Rabbi trust income and expense have been excluded from this calculation, as the effect of these items on net income is zero.
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Management’s Discussion and Analysis

This Management’s Discussion and Analysis should be read with the consolidated financial statements included in this Annual
Report. The financial statements reflect the consolidated financial condition and results of operations of Monroe Bancorp (“Company”)
and its wholly owned subsidiary, Monroe Bank (“Bank”) and the Bank’s wholly owned subsidiary, MB Portfolio Management, Inc. and
MB Portfolio Management’s wholly owned subsidiary, MB REIT, Inc.

Portions of information in this Management’s Discussion and Analysis contain forward-looking statements about the Company which
we believe are within the meaning of the Private Securities Litigation Reform Act of 1995. This document contains certain forward-
looking statements with respect to the financial condition, results of operations, plans, objectives, future performance and business
of the Company. Forward-looking statements can be identified by the fact that they do not relate strictly to historical or current facts.
They often include the words “believe,” “expect,” “anticipate,” “intend,” “plan,” “estimate” or words of similar meaning, or future or
conditional verbs such as “will,” “would,” “should,” “could” or “may” or words of similar meaning. These forward-looking statements,
by their nature, are subject to risks and uncertainties. There are a number of important factors that could cause future results to differ
materially from historical performance and these forward-looking statements. Factors that might cause such a difference include,

but are not limited to: (1) competitive pressures among depository institutions; (2) changes in the interest rate environment; (3)
prepayment speeds, charge-offs and loan loss provisions; (4) general economic conditions, either national or in the markets in which
the Company does business; (5) legislative or regulatory changes adversely affecting the business of the Company; (6) changes

in real estate values or the real estate markets; (7) unexpected and/or adverse outcomes in pending or future litigation; and (8) the
Company’s business development efforts in new markets in and around Hendricks and Hamilton counties.

” o« » o« ” o«

Executive Overview

Monroe Bancorp is a one-bank holding company formed under Indiana law in 1984. The Company holds all of the outstanding stock
of Monroe Bank, which was formed in 1892. The Bank is the primary business of the Company. The Bank, with its primary office
located in Bloomington, Indiana, conducts business from 16 locations in Monroe, Jackson, Hendricks and Lawrence Counties,
Indiana. Approximately 70 percent of the Company’s business is in Monroe County and is concentrated in and around the city of
Bloomington. This concentration is expected to decline as the Company increases its business development efforts in Hendricks
County, Hamilton County and other markets in the greater Indianapolis area. The Bank had a 29.7 percent share of deposits within
its core market of Monroe County as of June 30, 2007, holding the largest market share in Monroe County for the eighth consecutive
year according to data published annually by the Federal Deposit Insurance Corporation (FDIC).

Competitive Advantage and Focus: The Bank provides a full line of banking services and operates with a focus on relationship
building, community involvement and a commitment to exceptional customer service. Management believes that the Company’s
culture of community service and support, its commitment to be responsive to customer needs, its sales culture, and its focus on
consistently providing outstanding service quality are keys to its past and future success.

Significant Matters Concerning 2007 Results: The Company focused much of its effort during 2007 in five areas. The first area of
focus was loan growth. Total loans at December 31, 2007 were $584,831,000 which was 4.5 percent greater than the December
31, 2006 balance of $559,463,000. The 4.5 percent loan growth experienced in 2007 is lower than the loan growth rate for

2006 (6.5 percent) and 2005 (10.1 percent). The lower growth rate experienced in 2007 resulted from a slowing economy which
reduced loan demand and other factors. Most of the loan growth took place at the Bank’s locations in Central Indiana (Hendricks
and Hamilton counties). At year-end 2007, the Bank had total loans of $165,720,000 at its Central Indiana locations, up from
$146,122,000 at year-end 2006.

The second area of focus during 2007 was managing the deterioration of asset quality resulting from slowing economic activity and
stresses in the multi-family residential housing markets. Management’s efforts focused on developing methodologies to identify
potentially weak credits as early as possible, which enabled a proactive and aggressive approach to managing these credits.
Nonetheless, loans 30 days past due increased from $7,022,000 (1.3 percent of total loans) at December 31, 2006 to $10,084,000
(1.7 percent of total loans) at December 31, 2007. Past due loans increased during this period by $3,062,000 or 43.6 percent. During
the same period, non-performing loans (non-accrual loans and troubled debt restructuring) increased from $1,712,000 (0.3 percent of
total loans) to $6,938,000 (1.2 percent of total loans) at December 31, 2007. Of the non-performing loans outstanding at December
31, 2007, $6,868,000 were secured by real estate (net of any charge-downs previously taken). The increase in past due loans

and non-performing loans was driven by loans internally defined as residential real estate development. Management believes the
presence of real estate collateral mitigates the level of expected loss. Residential real estate development loans that were 30 days
past due at year-end 2007 totaled $5,047,000 (11.2 percent of the Bank’s total residential real estate development loans at year-end
2007). The total delinquencies in this category were comprised of four notes at year-end 2007.

The third area of Management focus was pricing discipline and other strategies to offset pressure on the Company’s net interest
margin created by the flat and sometimes inverted yield curve that existed during much of 2007 in addition to the margin impact
created by an increase in non-accrual loans. To combat these adverse factors, Management'’s efforts to improve its net interest
margin included the development of a loan pricing model, increased efforts to attract lower cost checking accounts, and a reduction in
the use of relatively expensive brokered certificates of deposit. Despite these and other actions, the Company’s tax-equivalent margin
decreased to 3.37 percent for 2007 compared to 3.42 percent for 2006. The five basis point decline experienced in 2007 contrasts to
the one point increase that took place between 2005 (3.41 percent) and 2006 (3.42 percent). The tax-equivalent net interest margin
was affected in 2007 by the increase in loans being placed on non-accrual during the year. Non-accrual loans totaled $6,919,000 at
year-end 2007 compared to $1,670,000 at year-end 2006, an increase of $5,249,000 or 314.3 percent. The increase in non-accrual
loans resulted from slowing economic activity and stresses in the residential housing market.
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Management’s Discussion and Analysis (continued)

The fourth area of focus was noninterest income growth primarily in our Wealth Management Group and debit card interchange fees.
Income from fiduciary activities (trust and asset management) increased by $542,000 or 31.9 percent over 2006. Trust assets under
management grew to $353,668,000 at December 31, 2007, a 30.1 percent increase from the balance of $271,766,000 a year ago.
Management does not anticipate that it will be able to sustain this rate of growth for trust assets on an ongoing basis. Debit card
interchange fees were $950,000 for 2007, compared to $776,000 for 2006, an increase of 22.4 percent. The growth in these areas
helped to offset a decline in income from mortgages sold in the secondary market. With the downturn in the economy, the demand for
mortgage refinancing and new home loans decreased.

The fifth area of focus was investing in facilities and equipment to enable us to continue our growth. In December 2007, we
opened a full-service banking center in Plainfield, Hendricks County, with another banking center opening in Avon, also in
Hendricks County, in January 2008. The Company opened its first full-service banking center in Hendricks County (Brownsburg)
in 2006. Prior to 2006, the Company serviced the Brownsburg market from a limited service branch located in a less visible
location. Deposits at the Brownsburg Banking Center grew from an average of $25,996,000 for December 2005, $44,206,000
for December 2006 to $57,575,000 for December 2007. This reflects an increase of 30.2 percent since December 2006. We
also purchased land in Noblesville (Hamilton County) and expect to open our first full-service banking center in Hamilton County
in the late summer of 2008.

The Company earned $1.240 per basic and $1.235 per diluted common share during 2007 as compared to $1.154 per basic and
$1.150 per diluted share for 2006. Return on average shareholders’ equity (ROE) for 2007 was 14.79 percent, compared to 14.59
percent ROE for the year ended December 31, 2006. Return on average assets (ROA) for the year ended December 31, 2007 was
1.04 percent which equaled the 1.04 percent for the year ended December 31, 2006.

The Company has increased its annual dividend each year during the past twenty years, increasing it to $0.49 in 2007.

Economic or Industry-wide Factors Relevant to Future Performance: The Company’s performance will be affected by changes in
interest rates that may have an impact on loan demand, the Bank’s net interest margin, asset quality and the level of economic
activity in the Company’s market area. Changes to the shape of the yield curve are also significant to the performance of the
Company. The flat yield curve that existed through much of 2007 placed pressure on the Company’s net interest margin as it
eliminated much of the spread that is typically available by funding three year assets (for example) with relatively short term deposits.
Management believes that the Company’s future net interest margin would be enhanced if a significant positive slope returns to the
curve. Conversely, the Company’s net interest margin could compress if a negative interest rate slope were to occur in 2008.

Challenges and Opportunities On Which Management is Focused: The Bank will have to continue to have loan growth at or above
the level experienced in 2007 if the Company is to meet its financial objectives. At the same time management will continue to focus
on credit processes that will help ensure a high level of asset quality is maintained overall. Other challenges include accelerating the
growth of low cost core deposits, managing interest rate risk in an uncertain and difficult interest rate environment, continuing growth
of the Company’s Wealth Management Group, growing other sources of noninterest income, and ensuring that operating controls and
procedures are appropriate and effective as the Company grows and becomes more complex. Management expects its continued
expansion into markets near Indianapolis to make significant contributions to the Company’s loan and deposit growth. The success of
the full-service Hendricks County banking centers that the Company opened in Brownsburg in January 2006, Plainfield in December
2007 and Avon in January 2008 is a key component of the strategies being employed to stimulate the growth of core deposits. A new
full-service banking center in Noblesville (Hamilton County) is expected to open in the late summer of 2008.

The performance of these offices is significant to the achievement of the Company’s growth objectives.

Management recognizes, and is focused on, controlling the short- and long-term risks created by the interaction of: (1) achieving and
sustaining a rapid rate of loan growth, (2) attracting stable funding that provides the desired net interest margin, and (3) maintaining
an interest rate risk profile that is as close to neutral as possible. Management believes the funding component of this equation will be
as challenging and important to the Company’s performance as is the need for strong loan growth. The funding issue has become an
even greater challenge as the industry aggressively competes for deposits in general and core deposits in particular.

Management believes the Company has significant opportunities as a result of the following:

expansion into the high growth markets near Indianapolis,

merger activity of several competitors that may lead to service disruptions and customer turnover,

asset quality,

strong wealth management capabilities,

improved sales skills resulting from our increased focus on the sales and service process, and

the addition of business development personnel who are expected to quickly generate new business that will cover
their expense.
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Management’s Discussion and Analysis (continued)

The Company'’s business strategies are focused on five major areas:

e increasing the growth rate of net interest income,

e improving credit processes to ensure strong credit quality,

e managing interest rate risk,

e increasing the ratio of noninterest income to net interest income, and
e increasing operating efficiency.

Management will measure the Company’s overall success in terms of earnings per share growth rate, return on equity, the ratio of
non-performing loans to total loans, service quality and staff retention rates.

Critical Accounting Policies

Generally accepted accounting principles require management to apply significant judgment to certain accounting, reporting and
disclosure matters. Management must use assumptions and estimates to apply those principles where actual measurement is not
possible or practical. For a complete discussion of the Company’s significant accounting policies, see Note 1 to the consolidated
financial statements (pages 37-39) and discussion throughout this Management'’s Discussion and Analysis. Following is a discussion
of the Company’s critical accounting policies. These policies are critical because they are highly dependent upon subjective or
complex judgments, assumptions and estimates. Changes in such estimates may have a significant impact on the Company’s
financial statements. Management has reviewed the application of these policies with the Company’s Audit Committee.

Allowance for Loan Losses: The allowance for loan 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, uniform underwriting criteria for
all loans and establishing a customer-level lending limit. The strategy also emphasizes diversification on an industry and customer
level, and regular credit quality reviews of loans experiencing deterioration of credit quality.

Importantly, Management’s approach to credit risk management decreased the likelihood of the Company having a material direct
exposure to sub-prime residential mortgages in the form of whole loans or investment securities (the Company’s mortgage backed
securities are all agency issued and secured). The sub-prime residential mortgage crisis has contributed to a general weakening of
1-4 family residential lending markets, which in turn creates stress for loan customers involved with residential development. The
Company is activity monitoring its exposure to this market segment as part of its over all credit management strategy.

The Company’s allowance for loan losses consists of three components: probable losses estimated from individual reviews of specific
loans, probable losses estimated from historical loss rates, and probable losses 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 impaired as provided in SFAS No. 114, Accounting by Creditors for Impairment of a Loan. Any allowances
for impaired loans are determined by the present value of expected future cash flows discounted at the loan’s effective interest rate
or fair value of the underlying collateral. The future cash flows are based on management’s best estimate and are not guaranteed to
equal actual future performance of the loan. The Company evaluates the collectibility of both principal and interest when assessing
the need for a loss accrual. Historical loss rates are applied to other commercial loans not subject to specific reserve allocations.

Homogenous loans, such as consumer installment and residential mortgage loans 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. Loss rates are based on the average net charge-off history by loan category.

Historical loss rates for commercial and consumer loans may be adjusted for significant factors that, in management’s judgment,
reflect the impact of any current conditions on loss recognition. Factors that management considers in the analysis include the effects
of the national and local economies, trends in the nature and volume of loans (delinquencies, charge-offs and nonaccrual loans),
changes in mix, credit score migration comparisons, asset quality trends, risk management and loan administration, changes in the
internal lending policies and credit standards, collection practices and examination results from bank regulatory agencies and the
Company’s internal loan review.

An unallocated reserve is maintained to recognize the imprecision in estimating and measuring loss when evaluating reserves for
individual loans or pools of loans. 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 areas for lending are Monroe, Hendricks, Hamilton, Lawrence, Jackson counties and the surrounding
counties in Indiana. 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.
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Management’s Discussion and Analysis (continued) (table dollar amounts in thousands, except share and per share data)

The Company has not substantively changed any aspect to its overall approach in the determination of the allowance for loan losses
since December 31, 2001. There have been no material changes in assumptions or estimation techniques as compared to prior
periods that have had an impact on the determination of the current period allowance.

Valuation of Securities: The Company’s available-for-sale and trading security portfolio is reported at fair value. The fair value of a
security is determined based on quoted market prices. If quoted market prices are not available, fair value is determined based on
quoted prices of similar instruments. Available-for-sale and held-to-maturity securities are reviewed quarterly for possible other-than-
temporary impairment. The review includes an analysis of the facts and circumstances of each individual investment such as the
length of time the fair value has been below cost, the expectation for that security’s performance, the credit worthiness of the issuer
and the Company’s ability to hold the security to maturity. A decline in value that is considered to be other-than temporary is recorded
as a loss within other operating income in the consolidated statements of income.

Non-GAAP Financial Measures

In January 2003, the United States Securities and Exchange Commission (“SEC”) issued Regulation G, “Conditions for Use of Non-
GAAP Financial Measures.” A non-GAAP financial measure is a numerical measure of a company’s historical or future performance,
financial position, or cash flow that excludes (includes) amounts or adjustments that are included (excluded) in the most directly
comparable measure calculated in accordance with generally accepted accounting principles (“GAAP”). Regulation G requires
companies that present non-GAAP financial measures to disclose a numerical reconciliation to the most directly comparable
measurement using GAAP as well as the reason why the non-GAAP measure is an important measure. Management has used the
following non-GAAP financial measure throughout this Management’s Discussion and Analysis:

¢ In the “Net Interest Income” section, the discussion is focused on tax-equivalent rates and margin. Municipal bond and municipal
loan interest has been converted to a tax-equivalent rate using a federal tax rate of 34 percent. Management believes a discussion
of the changes in tax-equivalent rates and margin is more relevant because it better explains changes in after-tax net income.

¢ In the “Five-Year Financial Summary” section of this Annual Report (page 19), we report noninterest income and noninterest
expense without the effect of unrealized gains and losses on securities in a grantor trust (“rabbi trust”) which is a non-GAAP
financial measure. Other income includes realized and unrealized securities gains and losses and capital gain dividends on
trading securities (mutual funds) held in a rabbi trust in connection with the Company’s Directors’ and Executives’ Deferred
Compensation Plans. These securities are held as trading securities, and hence, unrealized gains and losses are recognized
on the income statement. Any unrealized or realized loss on securities held in the rabbi trust net of any dividend, interest and
capital gain dividend income earned on the securities in the rabbi trust (included in net interest income) are directly offset by
a decrease to directors’ fee/deferred executive compensation expense (included in other expense), and conversely, any net
realized or unrealized gain combined with interest, dividends and capital gain dividends earned on the securities in the trust
are directly offset by an increase to directors’ fee/deferred executive compensation expense. These offsets are included in the
line item identified on page 34 of the consolidated financial statements as “Appreciation in directors’ and executives’ deferred
compensation plans.” The activity in the rabbi trust has no effect on the Company’s net income, therefore, management
believes a more accurate comparison of current and prior year noninterest income and noninterest expense can be made if
the rabbi trust realized and unrealized gains, losses, capital gain dividends and offsetting appreciation (depreciation) on the
deferred compensation plans and trustee fees are removed.

Results of Operations
Year Ended December 31,

$ Change % Change $ Change % Change
from from from from

Summary of Operations 2007 2006 2006 2006 2005 2005
Net interest income before provision ..... $ 23,039 $ 374 165 % $ 22,665 $ 1,841 8.84 %
Provision for loan losses ...........c.ccccueuee. 2,035 835 69.58 1,200 60 5.26
Net interest income after provision ........ 21,004 (461) (2.15) 21,465 1,781 9.05
Other iNCOMEe.......coeiiiiieriiceeecee 10,251 759 8.00 9,492 234 2.53
Other eXpense.......ccceeeeeveeeieeesieeeiens 20,626 528 2.63 20,098 2,044 11.32
Net inCoOmMe .......oooviiiiiiiiiieeeeee 7,806 220 2.90 7,586 363 5.03
Per Common Share
Basic earnings per share ....................... $ 1.240 $ 0.086 745 % $ 1.154 $ 0.060 548 %
Fully diluted earnings per share.............. 1.235 0.085 7.39 1.150 0.059 5.41
Cash dividends per share....................... 0.4900 0.0100 2.08 0.4800 0.0055 1.16
Ratios Based on Average Balances
Return on assets........cccooeviiiiicieenne. 1.04 % N/A 0.00 % 1.04 % N/A (4.59) %
Return on equity......cccoeeveeevcieiiesees 14.79 N/A 1.37 14.59 N/A (2.28)
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Management’s Discussion and Analysis (continued) (table dollar amounts in thousands, except share and per share data)

Net Income

2007 Compared to 2006

The following discussion relates to the information presented in the preceding table. In 2007, net income increased $220,000, or 2.9
percent over 2006. Management attributed positive increases in 2007 income to the following:

e Loan and deposit growth and decline in the net interest margin. Loans, excluding loans held for sale, were $581,857,000 at
December 31, 2007, an increase of $24,939,000, or 4.5 percent, over year-end 2006. Total deposits grew $30,389,000, or 5.2
percent, with $28,630,000 of growth in interest-bearing deposits. Noninterest-bearing deposits increased $1,759,000 or 2.2
percent. The Company’s Hendricks and Hamilton County offices accounted for 78.6 percent of the loan growth in 2007 and 60.3
percent of the deposit growth. The tax-equivalent net interest margin as a percent of average interest-earning assets decreased
to 3.37 percent in 2007 from 3.42 percent in 2006.

e Growth in other income. Total noninterest income increased by $759,000, or 8.0 percent in 2007 compared to 2006. The
Company experienced growth in trust department fee income of $542,000, or 31.9 percent, in debit card interchange income of
$174,000, or 22.4 percent and in commissions from annuity sales and full-service brokerage fees of $125,000, or 15.9 percent.
These increases were partially offset by decreases in gains on sales of residential mortgage loans of $228,000 or 21.8 percent in
2007 compared to 2006.

2006 Compared to 2005
The following discussion relates to the information presented in the preceding table. In 2006, net income increased $363,000, or 5.0
percent over 2005. Management attributed positive increases in 2006 income to the following:

e Loan and deposit growth and improvement in the net interest margin. Loans, excluding loans held for sale, were $556,918,000
at December 31, 2006, an increase of $32,760,000, or 6.3 percent, over year-end 2005. Total deposits grew $13,147,000, or
2.3 percent, with $18,562,000 of growth in interest-bearing deposits. Noninterest-bearing deposits declined $5,415,000 or 6.4
percent. All of the loan growth and 52.9 percent of the deposit growth took place within the Company’s Hendricks and Hamilton
County offices. The tax-equivalent net interest margin as a percent of average interest-earning assets improved to 3.42 percent
in 2006 from 3.41 percent in 2005.

e Growth in other income. Total noninterest income increased by $234,000, or 2.5 percent in 2006 compared to 2005. The
Company experienced growth in trust department fee income of $156,000, or 10.1 percent, in debit card interchange income
of $131,000, or 20.3 percent and in cash surrender value of bank owned life insurance (BOLI) of $130,000, or 37.2 percent.
These increases were partially offset by decreases in gains on sales of residential mortgage loans of $190,000 or 15.4 percent
and a decrease of $115,000, or 12.8 percent in commissions from annuity sales and full-service brokerage fees in 2006
compared to 2005.

Net Interest Income
Net interest income is the primary source of the Company’s earnings. It is a function of net interest margin and the level of average
earning assets.

The table below summarizes the Company’s asset yields, interest expense, and net interest income as a percent of average earning
assets for each year of the three-year period ended December 31, 2007. Unless otherwise noted, interest income and expense is
shown as a percent of average earning assets on a fully tax-equivalent basis.

Tax- Tax-
equivalent equivalent Tax- Net Interest
Interest Interest Net Interest Earning Net Interest equivalent Income (not
Income Expense Margin Assets Income Adjustment  Tax-equivalent)
{0 [0 A 6.99 % 3.62 % 337 % $ 703675 $ 23,735 $ 696 $ 23,039
2006 .....ceeenee. 6.64 % 3.22% 342% $ 681,999 § 23297 $ 632 § 22,665
2005 .....cccceeee 5.69 % 2.28 % 341% $ 618,092 $ 21,101 $ 277 $ 20,824

2007 Compared to 2006

In 2007, the tax-equivalent net interest margin decreased to 3.37 percent from 3.42 percent in 2006. The five basis point decrease
experienced in 2007 contrasts to the one basis point increase that took place between 2005 (3.41 percent) and 2006 (3.42 percent).
The tax-equivalent net interest margin was affected in 2007 by the increase in loans being placed on non-accrual during the year.

Overall increases in rates on interest bearing assets compared to increases in rates on interest bearing liabilities were not evenly
matched. In 2007, the tax-equivalent yield on interest-earning assets increased 35 basis points (100 basis points equals 1 percent)
while the cost of interest-bearing liabilities increased 40 basis points, resulting in a five basis point decrease in the net interest margin
as a percent of average earning assets. Yields on loans increased by 33 basis points, yields on securities increased 52 basis points
and yields on interest-bearing deposits and borrowings increased by 43 basis points.
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Management’s Discussion and Analysis (continued) (table dollar amounts in thousands, except share and per share data)

2006 Compared to 2005

In 2006, the tax-equivalent net interest margin increased to 3.42 percent from 3.41 percent in 2005. The one basis point increase
experienced in 2006 contrasts to the seventeen basis point decline that took place between 2004 (3.58 percent) and 2005 (3.41
percent). Actions contributing to the improvement in 2006 include managing rates on certain core deposit products so that they lag
changes in market rates, investing the proceeds from maturing securities at higher rates, loans becoming a higher percentage of total
earning assets and other factors.

In 2006, the tax-equivalent yield on interest-earning assets increased 95 basis points (100 basis points equals 1 percent) while the
cost of interest-bearing liabilities increased 94 basis points, resulting in a one basis point increase in the net interest margin as a
percent of average earning assets. Yields on loans increased by 100 basis points, yields on securities increased 75 basis points and
yields on interest-bearing deposits and borrowings increased by 105 basis points.

Impact of Inflation and Changing Prices

The financial statements and related data presented herein have been prepared in accordance with generally accepted accounting
principles. These principles require the measurement of financial position and operating results in terms of historical dollars, without
considering changes in the relative purchasing power of money over time due to inflation.

The primary assets and liabilities of the Company are monetary in nature. Consequently, interest rates generally have a more
significant impact on performance than the effects of inflation. Interest rates, however, do not necessarily move in the same direction
or with the same magnitude as the price of goods and services. In a period of rapidly rising interest rates, the liquidity and the maturity
structure of the Company’s assets and liabilities are critical to the maintenance of acceptable performance levels. The Company
constantly monitors the liquidity and maturity structure of its assets and liabilities, and believes active asset/liability management has
been an important factor in its ability to record consistent earnings growth through periods of interest rate volatility.

Interest Rate Sensitivity and Disclosures about Market Risk

The Company’s interest-earning assets are primarily funded by interest-bearing liabilities. These financial instruments have varying
levels of sensitivity to changes in market interest rates, resulting in market risk. We are subject to interest rate risk to the extent
that our interest-bearing liabilities with short and intermediate-term maturities reprice more rapidly, or on a different basis, than our
interest-earning assets.

Management uses several techniques to measure interest rate risk. Interest rate risk exposure is measured using an interest rate
sensitivity analysis to determine the change in the net portfolio value (NPV) of its cash flows from assets and liabilities in the event
of hypothetical changes in interest rates. Management also forecasts the net interest income that the Company’s current balance
sheet would yield over the next twelve months assuming the same hypothetical changes in interest rates. A third method used by the
Company to measure interest rate risk is an interest rate sensitivity gap analysis. The gap analysis is utilized to quantify the repricing
characteristics of the Company’s assets and liabilities.

Management believes that its forecast of changes in net interest income under various rate shocks is the more valuable and easiest
to interpret interest rate risk measurement technique. Management believes that interested parties will derive a better understanding
of how the Company'’s intermediation activities will perform under different rate scenarios from its presentation of projected net
interest income under various rate shocks. This should help users of the information form clearer opinions of the Company’s interest
rate sensitivity.

The following charts summarize the results of management’s forecast of net interest income that would be generated by the
Company’s December 31, 2007 and December 31, 2006 balance sheets under rate shocks ranging from a sudden and sustained
increase of two percent (200 basis points) to a sudden and sustained decrease of two percent (200 basis points) with no effect given
to any steps that management might take to counteract that change. The Company’s Board of Directors adopted an interest rate risk
policy which established a 20 percent maximum increase or decrease in net interest income in the event of a sudden and sustained
two percent (200 basis point) increase or decrease in interest rates.

Projected Change in Net Interest Income - December 31, 2007

Projected Net Interest $ Change
Income Over the in Net Interest
Change in Interest Next Twelve Months Income % Change in Net
Rate (basis points) (in thousands) (in thousands) Interest Income
+200 $ 20,726 $ (1,247) (5.68) %
+100 21,434 (539) (2.45)
0 21,973 0 0
-100 22,092 119 0.54
-200 22,030 57 0.26
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Projected Change in Net Interest Income - December 31, 2006

Projected Net Interest $ Change
Income Over the in Net Interest
Change in Interest Next Twelve Months Income % Change in Net
Rate (basis points) (in thousands) (in thousands) Interest Income
+200 $ 20,593 $ (1,197) (5.49) %
+100 21,264 (526) (2.41)
0 21,790 0 0
-100 22,070 280 1.28
-200 21,954 164 0.75

The analysis of the two periods indicates that the Company’s balance sheet continues to have a relatively low interest rate risk.
However, it is worth noting that at year-end 2007 the Company is slightly more vulnerable to 100 or 200 basis points upward rate
shocks and benefits slightly less from 100 and 200 basis points downward rate shocks.

While many balance sheet and interest rate factors contribute to the modeled results, the primary factor is that the Company was and
remains liability sensitive. The liability sensitivity can be seen in the difference in interest bearing assets and liabilities that are subject
to repricing over the twelve-month horizon. The gap between assets and liabilities that reprice within one year was $182,351,000

at December 31, 2007 and $178,888,000 at December 31, 2006. Being liability sensitive suggests that the Company’s net interest
income would decline if rates were to rise over the next twelve months. The reason the decline is fairly minimal (5.68 percent if rates
increase 200 basis points) is because many of the Company’s repricing liabilities have rates that are administratively set by the
Company as opposed to being tied to a specific index.

Interest Rate Sensitivity
At December 31, 2007

1-90 Days 91 - 365 Days 1-5Years Over 5 Years Total
Rate-Sensitive Assets:
$ 1,077 $ = $ = $ = $ 1,077
9,685 12,819 75,695 27,459 125,658
216,433 140,272 208,240 19,886 584,831
2,312 - - - 2,312
Interest-earning deposits ..........cc.ccceeuee. 4,634 - - - 4,634
Total rate-sensitive assets..................... $ 234,141 $ 153,091 $ 283,935 $ 47,345 $ 718,512
Rate-Sensitive Liabilities:
Interest-bearing deposits .............cccuc..... $ 318,554 $ 167,234 $ 52,179 $ 208 $ 538,175
BOMOWINGS ... 68,045 15,750 8,948 3,678 96,421
Total rate-sensitive liabilities.................. $ 386,599 $ 182,984 $ 61,127 $ 3,886 $ 634,596
Interest rate sensitivity gap by period ....... $ (152,458) $  (29,893) $ 222,808 $ 43,459 $ 83,916
Cumulative rate sensitivity gap ................ (152,458) (182,351) 40,457 83,916 -
Cumulative rate sensitivity gap ratio
(as a percentage of earning
assets) at December 31, 2007............... (21.22) % (25.38) % 563 % 11.68 %

Management believes that it has the ability to have many of its administratively set deposit rates lag behind an upward movement in
market rates. As a result, management believes that rising rates would have less of an impact than otherwise would be expected in
light of the Company’s liability sensitivity. However, this result is wholly dependent upon the validity of management’s assumptions
concerning its ability to have the rates paid on certain deposit accounts lag changes in market rates, changes to the slope of the yield
curve and customer-driven changes in the Company’s deposit mix.
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Computations of prospective effects of hypothetical interest rate changes are based on a number of assumptions, including relative
levels of market interest rates, loan prepayments and deposit run-off rates, and should not be relied upon as indicative of actual
results. These computations do not contemplate any actions management or Bank customers may undertake in response to changes
in interest rates.

Certain shortcomings are inherent in the method of computing projected net interest income. Actual results may differ from that
information presented in the preceding tables should market conditions vary from the assumptions used in preparation of the table
information. If interest rates remain at or decrease below current levels, the proportion of adjustable rate loans in the loan portfolio
could decrease in future periods due to refinancing activity. Also, in the event of an interest rate change, prepayment and early
withdrawal levels would likely be different from those assumed in the table. Lastly, the ability of many borrowers to repay their
adjustable rate debt may decline during a rising interest rate environment.

Liquidity

Liquidity refers to the ability of a financial institution to generate sufficient cash to fund current loan demand, meet savings deposit
withdrawals and pay operating expenses. The primary sources of liquidity are cash, interest-bearing deposits in other financial
institutions, marketable securities, loan repayments, increased deposits and total institutional borrowing capacity.

Cash Requirements

Management believes that the Company has adequate liquidity and adequate sources for obtaining additional liquidity if needed.
Short-term liquidity needs resulting from normal deposit/withdrawal functions are provided by the Company retaining a portion

of cash generated from operations and through utilizing federal funds and repurchase agreements. Long-term liquidity and other
liquidity needs are provided by the ability of the Company to borrow from the Federal Home Loan Bank of Indianapolis (FHLB),

to obtain brokered certificates of deposit, and from a revolving line of credit. FHLB advances were $18,273,000 at December 31,
2007 compared to $19,430,000 at December 31, 2006. At December 31, 2007, the Company had excess borrowing capacity at the
FHLB of $36,196,000 as limited by the Company’s Board resolution in effect at that date. If the Company’s borrowing capacity was
not limited by the Board resolution, the Company would have excess borrowing capacity of $46,087,000 based on collateral. In
terms of managing the Company’s liquidity, management’s primary focus is on increasing deposits to fund future growth. However,
the Board may increase its resolution limit on FHLB advances if the Company needs additional liquidity. The Company also uses
brokered certificates of deposit as a source of longer-term funding. At December 31, 2007, the Company had $10,034,000 of
brokered certificates of deposit on its balance sheet compared to $27,061,000 at December 31, 2006. In 2006, the Company
obtained a revolving line of credit with U. S. Bank. The maximum amount that could be borrowed was $10,000,000. The line of
credit carried a variable interest rate of 1.50 percent over LIBOR and changed monthly. During 2007, the U.S. Bank unsecured

line of credit expired but is expected to be renewed in 2008. In 2006, the Company formed Monroe Bancorp Capital Trust | (Trust).
The Trust issued 3,000 shares of Fixed/Floating Rate Capital Securities with a liquidation amount of $3,000,000 in a private
placement, and 93 Common Securities with a liquidation amount of $1,000 per Common Security to the Company for $93,000.
The aggregate proceeds of $3,093,000 were used by the Trust to purchase $3,093,000 in Fixed/Floating Rate Junior Subordinated
Debentures from the Company. On March 20, 2007, the Company formed Monroe Bancorp Statutory Trust Il (Statutory Trust).

The Statutory Trust issued 5,000 shares of Fixed/Floating Rate Capital Securities with a liquidation amount of $5,000,000 in a
private placement, and 155 Common Securities with a liquidation amount of $1,000 per Common Security to the Company for
$155,000. The aggregate proceeds of $5,155,000 were used by the Statutory Trust to purchase $5,155,000 in Fixed/Floating Rate
Junior Subordinated Debentures from the Company. The Debentures and the Common and Capital Securities have a term of

30 years and may be called without a penalty after five years. It bears interest at the annual rate of 6.5225 percent for five years
and thereafter bears interest at the rate of the three-month LIBOR plus 1.60 percent. The Company has guaranteed payment of
amounts owed by the Statutory Trust to holders of the Capital Securities. The Company’s internal Asset/Liability Committee (ALCO)
meets regularly to review projected loan demand and discuss appropriate funding sources to adequately manage the Company’s
gap position and minimize interest rate risk.

The following table shows contractual obligations of the Company.

Less than More than
Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Time deposits........cccovvreeceieiiniccc e $ 290,033 $ 237,646 $ 49,635 $ 2544 $ 208
Long-term debt obligations (1).........c.cceeeene 28,376 15,750 341 359 11,926
Capital lease obligations (2)........cccccceeeeenen. - - - - -
Operating lease obligations ............c.c.cce.... 822 308 478 36 -
Purchase obligations...........c.ccccveiiiicnnns 518 233 285 - -
Other long-term liabilities reflected on the

balance sheet under GAAP (2)............... - - - - -
Total. .o $ 319,749 $ 253,937 $ 50,739 $ 2,939 $ 12,134

(1) FHLB advances, loans sold under repurchase agreements and trust preferred debentures
(2) None
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Management’s Discussion and Analysis (continued) (table dollar amounts in thousands, except share and per share data)

At the bank holding company level, the Company primarily uses cash to pay dividends to shareholders. Historically, the main source
of funding for the holding company is dividends from its subsidiary (the Bank). During 2007, 2006 and 2005 the Bank declared
dividends to the holding company of $4,769,000, $1,545,000, and $2,826,000, respectively. As of January 1, 2008, the amount

of dividends the Bank can pay to the parent company without prior regulatory approval was $9,628,000, versus $10,586,000 at
January 1, 2007. As discussed in Note 11 to the consolidated financial statements and Item 1 of Form 10-K, the Bank is subject to
regulation and, among other things, may be limited in its ability to pay dividends or transfer funds to the holding company. Accordingly,
consolidated cash flows as presented in the Consolidated Statements of Cash Flows on page 36 may not represent cash immediately
available to the holding company.

To provide temporary liquidity and as an alternative to borrowing federal funds, the Company will acquire, from time to time, large-
balance certificates of deposit, generally from public entities, for short-term time periods. At December 31, 2007, the Company had
$2,486,000 short-term public fund certificates of deposit compared to $624,000 of these deposits as of December 31, 2006.

The Company opened two full-service banking centers in Plainfield and Avon (Hendricks County) in December 2007 and January
2008, respectively. The estimated cost of the Plainfield Banking Center (building, furniture, equipment and land) is $2,779,000. The
estimated cost of the Avon Banking Center (building, furniture, equipment and land) is $2,811,000. In 2007, the Company purchased
a parcel of land in Noblesville (Hamilton County) on which it expects to open a full-service banking center with an estimated cost of
$3,080,000 (building, furniture, equipment and land) during the late summer of 2008. The Company anticipates buying an additional
parcel of land in Central Indiana during 2008 for approximately $1,100,000. The Company anticipates using existing capital resources
to build the banking centers, and does not expect the outlays to significantly affect liquidity.

Sources and Uses of Cash

The following discussion relates to the Consolidated Statements of Cash Flows (page 36). During 2007, $7,639,000 of cash was
provided by operating activities, compared to $7,041,000 during the same period in 2006. The increase in this area was primarily a
result of an increase in the provision for loan losses in 2007. During 2007, $36,153,000 was used for investing activities, compared
to $39,298,000 in 2006. The decrease in 2007 primarily resulted from a decrease in net loan growth and an increase in proceeds
from maturities of securities available for sale in 2007. In 2007, $20,608,000 of cash was provided by financing activities, primarily
from increases in certificates of deposit compared to $29,203,000 provided in 2006, primarily from increases in demand and savings
deposits. Overall, net cash and cash equivalents decreased $7,906,000 in 2007 compared to a decrease of $3,054,000 in 2006.

Other Income and Expense
Year Ended December 31,

% Change % Change
2007 from 2006 2006 from 2005 2005
Other Income
Service charges and fees on deposit accounts............ $ 3,680 183% $ 3,614 215% $ 3,538
Fiduciary activities .........ccccvevieiiieeiie e 2,243 31.86 1,701 10.10 1,545
CommISSION INCOME.........coiiiiiiiiiieeee e 910 15.92 785 (12.78) 900
Realized security gains ..., 49 (57.39) 115 21.05 95
Unrealized security gains..........cccooeiiiiiiiiiiiicieen, 17 (77.03) 74 - 74
Net gains on loan sales 817 (21.82) 1,045 (15.38) 1,235
Debit card interchange..........ccccccovievieniniee e 950 22.42 776 20.31 645
Other operating iNCOMe ........ccccoovvviieviere e 1,585 14.69 1,382 12.72 1,226
Total Oother INCOME.......ccoovieieeeeee e $ 10,251 8.00 $ 9,492 2.53 $ 9,258
Other Expense
Salaries and employee benefits...........ccocvveiiinennnn. $ 12132 1.15% $ 11,994 11.28% $ 10,778
Occupancy and equipment .........cccccveveeerieeseeeneeeen. 3,100 (1.62) 3,151 18.73 2,654
AAVEIISING. ... 667 (6.32) 712 9.04 653
Legal fEES....cuiiiiiiieieeeee e 566 84.36 307 (41.63) 526
OFNET <. 4,161 5.77 3,934 14.26 3,443
Total other eXpense..........ccooeveiiieiciciceceeee $ 20,626 2.63 $ 20,098 11.32 $ 18,054
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Other Income

2007 Compared to 2006

Other income increased $759,000, or 8.0 percent, to $10,251,000 compared to $9,492,000 in 2006. This increase occurred primarily
due to the following reasons:

e Trust Department income grew by $542,000, or 31.9 percent during 2007. This growth resulted from several factors, most
notably: growth in trust assets under management, increased efforts to attract new accounts and our status as the only full-
service trust department in Monroe County. Trust assets under management increased to $353,668,000 at December 31, 2007
compared to $271,766,000 at December 31, 2006.

¢ Debit card fee income increased by $174,000, or 22.4 percent over 2006, due to an increase in debit card use and changes to
the Visa interchange fee schedule that took effect early in 2006.

e Commissions from annuity sales and full-service brokerage fees increased $125,000, or 15.9 percent over 2006.

The increases mentioned above, combined with increases in deposit fee revenue, more than offset a $228,000, or 21.8 percent
decline in income from mortgages sold in the secondary market. Management anticipated a decline in mortgage sales in 2007
and focused on growing other fee income areas to compensate for the decline.

2006 Compared to 2005

Other income increased $234,000, or 2.5 percent, to $9,492,000 compared to $9,258,000 in 2005. This increase occurred primarily
due to the following reasons:

e Trust Department income grew by $156,000, or 10.1 percent during 2006. This growth resulted from several factors, most
notably: growth in trust assets under management, increased efforts to attract new accounts and our status as the only full-
service trust department in Monroe County. Trust assets under management increased to $271,766,000 at December 31, 2006
compared to $237,026,000 at December 31, 2005.

e Other operating income increased primarily because bank owned life insurance (BOLI) income increased by $130,000, or 12.7
percent over 2005. The increase in BOLI income resulted primarily from the purchase of $3,200,000 of additional insurance near
the end of 2005.

e Debit card fee income increased by $131,000, or 20.3 percent over 2005, due to an increase in debit card use and changes to
the Visa interchange fee schedule that took effect early in 2006.

The increases mentioned above, combined with increases in deposit fee revenue, more than offset a $190,000, or 15.4 percent
decline in income from mortgages sold in the secondary market. Management anticipated a decline in mortgage sales in 2006, and
focused on growing other fee income areas to compensate for the decline. The Company also experienced a $115,000, or 12.8
percent decline in commission income from investment sales as this business transitioned from a transaction based commission
business into one that is management fees based.

Other Expense
2007 Compared to 2006

Other expense increased $528,000, or 2.6 percent, to $20,626,000 for 2007 compared to $20,098,000 for 2006. The increase in
other expense occurred primarily due to the following reasons:

e Salaries and employee benefits increased by $138,000, or 1.2 percent. Salary expense increased by $544,000 (6.7 percent).
Annual salary increases contributed approximately $300,000 to the increase in this area. The remainder of the increase was a
result of adding personnel to the Bank’s wealth management, as well as staff for the new Plainfield and Avon full-service banking
centers and other areas. Benefits expense decreased $281,000, primarily due to a $250,000 decrease in the expense of the
Company’s health insurance plan due to a decrease in claims compared to 2006.

e Legal fees increased $259,000, or 84.4 percent, due to increased focus on credit quality and collection efforts associated with
the increased nonperforming loan balances.

e Other operating expenses increased $243,000, or 7.0 percent. The most significant increase in this category was the $197,000
amortization of the Bank’s investment in CBAI CDE llI, LLC, designed primarily to promote community welfare, such as the
economic rehabilitation and development of low-income areas, by providing housing, services or jobs for residents.

These increases were partially offset by a $113,000 decrease in other operating expenses due to the write off of previous building
improvements when the Company remodeled its business center in 2006.
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2006 Compared to 2005

Other expense increased $2,044,000, or 11.3 percent, to $20,098,000 for 2006 compared to $18,054,000 for 2005. The increase in
other expense occurred primarily due to the following reasons:

e Salaries and employee benefits increased by $1,216,000, or 11.3 percent. Salary expense increased by $748,000 (10.2
percent). Annual salary increases contributed approximately $300,000 to the increase in this area. The remainder of the increase
was a result of adding personnel to the Bank’s wealth management and commercial lending functions, as well as staff for the
new Brownsburg full-service banking center and other areas. Benefits expense increased $489,000, primarily due to a $402,000
increase in the expense of the Company’s health insurance plan due to a significant increase in claims compared to 2005.

e Occupancy and equipment expense increased by $497,000, or 18.7 percent. Occupancy expense increased primarily due to the
opening of the Bank’s Brownsburg full-service banking center, a significant expansion to the Bank’s operations center, which was
completed early in 2006, and a major renovation of the Bank’s Business Center (formerly called the Loan Center).

e Other operating expenses increased $491,000, or 14.3 percent. The only significant increase in this category was a write off of
$113,000 of previous building improvements when the Company remodeled its business center.

These increases were partially offset by a $219,000, or 41.6 percent decrease in legal fees. A lawsuit with a builder who filed
bankruptcy and his related entities, which had been ongoing since 2003, was partially settled in early 2006 and legal fees decreased
significantly as a result.

Income Taxes

The Company records a provision for income taxes currently payable, along with a provision for those taxes payable in the future.
Such deferred taxes arise from differences in timing of certain items for financial statement reporting rather than income tax reporting.
The maijor differences between the effective tax rate applied to the Company’s financial statement income and the federal and state
statutory rate of approximately 40 percent are interest on tax-exempt securities, the Bank’s investment in CBAI CDE Ill, LLC, and the
increase in cash surrender value of the Bank’s owned life insurance.

The Company’s effective tax rate was 26.6 percent, 30.1 percent, and 33.7 percent in 2007, 2006 and 2005, respectively. The tax
rate decreased in 2007 and 2006 primarily because tax-exempt income has become an increasingly larger percentage of total pre-
tax income.

Financial Condition
Overview

Total assets increased to $778,080,000 at December 31, 2007, a 4.0 percent increase from $748,193,000 at December 31, 2006,
with the majority of this growth occurring in the loan portfolio. This growth was funded primarily by an increase in deposits.

Securities

Securities (trading and investment) owned by the Company increased to $125,658,000 at December 31, 2007, from $120,250,000 at
December 31, 2006, an increase of $5,408,000, or 4.5 percent.

Loans

Loans (excluding loans held for resale) increased to $581,857,000 at December 31, 2007, which was $24,939,000, or 4.5 percent
higher than at December 31, 2006. The largest growth occurred in the multi-family residential loan portfolio which grew $9,894,000,
or 16.6 percent and business line of credit loans which grew $7,279,000, or 17.0 percent. Central Indiana market loans grew
$19,598,000 during 2007, while loans in the Bank’s core market of Monroe County and its surrounding counties grew by $5,770,000.
Commercial real estate loans are the largest segment of the loan portfolio. During 2007, the Company sold $58,489,000 of fixed- and
variable-rate mortgages compared to $72,772,000 in 2006. Management expects growth to continue in the Central Indiana region in
2008 with the recent opening of two full-service banking centers in Hendricks County in addition to the anticipated opening of a full-
service banking center in Hamilton County in the late summer of 2008.

Asset Quality and Provision for Loan Losses

The allowance for loan losses is maintained through the provision for loan losses, which is a charge against earnings. The amount
provided for loan losses and the determination of the appropriateness of the allowance are based on a continuous review of the loan
portfolio, including an internally administered loan “watch” list and an independent loan review provided by an outside accounting
firm. The evaluation takes into consideration identified credit problems from individually evaluated loans, as well as historical loss
experience, adjusted for relevant qualitative environmental factors, for loans evaluated collectively and management’s estimation of
expected loan losses inherent in the loan portfolio. Qualitative environmental factors considered during the analysis include: national
and local economic trends, trends in delinquencies and charge-offs, trends in volume and terms of loans (including concentrations
within industries), recent changes in underwriting standards, experience and depth of lending staff and industry conditions. A
complete discussion of this process is contained in the Critical Accounting Policies on pages 22-23 and Note 1 of the Notes to
Consolidated Financial Statements on pages 37-39.
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At December 31, 2007, impaired loans totaled $8,520,000, a significant increase from $1,343,000 at December 31, 2006. An
allowance for losses was not deemed necessary for impaired loans totaling $5,143,000 because full repayment of principal and
interest was expected, but an allowance of $246,000 was recorded for the remaining balance of impaired loans of $3,377,000.

Net loans charged off during 2007 were $1,525,000 or 0.27 percent of average loans compared to $641,000 or 0.12 percent of
average loans in 2006. At December 31, 2007, nonperforming assets (nonaccrual loans, restructured loans, 90-day past due loans
still accruing and other real estate owned) were $8,214,000, or 1.06 percent of total assets, a $5,717,000 increase from $2,497,000,
or 0.33 percent of total assets, at December 31, 2006. Although nonperforming assets increased significantly in 2007, management
believes overall credit quality of the loan portfolio is good.

At December 31, 2007, the allowance for loan losses was $6,654,000 up from $6,144,000 at year-end 2006. The 2007 provision for
loan losses was $2,035,000, an $835,000 increase from the $1,200,000 provision taken in 2006. Factors taken into consideration
when determining the amount taken to the reserve for loan losses include, but are not limited to: local and national economic
conditions, the Company’s entrance into a new market in Central Indiana, and trends in volume and concentrations within the loan
portfolio. The Company’s ratio of allowance for loan losses to total portfolio loans at year-end 2007 was 1.14 percent, up slightly
from 1.10 percent at December 31, 2006. Management believes the reserve is adequate to cover the loss exposure inherent to the
loan portfolio.

Deposits

Deposits were $619,717,000 at December 31, 2007, an increase of $30,389,000, or 5.2 percent compared to $589,328,000 on
December 31, 2006. Year-end balances skew the growth in deposits, so changes in average December balances will be discussed.
Average deposits for December 2007 were $639,704,000 compared to $614,184,000 average deposits in December 2006, an
increase of $25,520,000. Approximately $27,174,000 of average deposit growth occurred in non-brokered CDs over $100,000
while CDs under $100,000 grew $18,030,000. Average brokered CDs declined from an average of $29,423,000 in December 2006
to an average of $10,034,000 in December 2007. Average not-for-profit and public fund NOW account deposits grew $4,482,000
and average IRA accounts grew $3,575,000. While generating core deposits remains a priority, management uses the brokered CD
market as an alternative source of funding. Interest-bearing deposit accounts remain the largest single source of the Company’s
funds. Complete details of growth by account type are disclosed in Note 6 on page 43 of the Notes to the Consolidated Financial
Statements.

Borrowings

Aside from the core deposit base and large denomination certificates of deposit (including brokered CDs) mentioned previously, the
remaining funding sources include short-term and long-term borrowings. Borrowings consist of federal funds purchased from other
financial institutions on an overnight basis, retail repurchase agreements, which mature daily, FHLB advances, a revolving line of
credit, a trust preferred debenture and loans sold under agreements to repurchase.

At December 31, 2007 repurchase agreements were $43,195,000, compared to $70,784,000 at December 31, 2006. The Company
had $24,850,000 federal funds purchased at December 31, 2007, compared to $2,075,000 purchased at year-end 2006. FHLB
advances totaled $18,273,000 at December 31, 2007 compared to $19,430,000 at December 31, 2006. The Company obtained a
$10,000,000 revolving line of credit during 2006 which expired in 2007 and had no balance at December 31, 2007 compared to a
balance of $800,000 at December 31, 2006. The Company issued trust preferred securities during 2007 and the aggregate proceeds
of $5,155,000 were used by the Statutory Trust to purchase $5,155,000 in Fixed/Floating Rate Junior Subordinated Debentures from
the Company. The Company also issued trust preferred securities during 2006 and the aggregate proceeds of $3,093,000 were used
by the Trust to purchase $3,093,000 in Fixed/Floating Rate Junior Subordinated Debentures from the Company.

Capital

The Company'’s capital strength continues to exceed regulatory minimums and the Company is considered to be “well-capitalized” as
defined by its regulatory agencies. The Tier 1 capital-to-average assets ratio (leverage ratio) was 8.1 percent at December 31, 2007
and 7.7 percent at year-end 2006. At December 31, 2007, the Company had a Tier 1 risk-based capital ratio of 10.3 percent, total
risk-based capital percentage of 11.4 percent and a leverage ratio of 8.1 percent. Regulatory capital guidelines require a Tier 1 risk-
based capital ratio of 4.0 percent and a total risk-based capital ratio of 8.0 percent. Complete details of the Company’s capital ratios
are disclosed in Note 12 on pages 47-48 of the Notes to the Consolidated Financial Statements.

Refer to the Liquidity section (page 27-28) of this Management'’s Discussion and Analysis for a complete discussion of the Company’s
2007 and planned 2008 building and remodeling projects. The Company anticipates using existing capital resources to build the
banking centers and does not expect the outlays to significantly affect capital levels. Management believes the Company can
maintain its “well-capitalized” rating over a range of reasonable asset growth rates, net income growth rates and dividend payout
ratios for the next several years. Management will regularly forecast and evaluate capital adequacy and take action to modify its
capital level as required by changing circumstances and opportunities.
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Report of Independent Registered Public Accounting Firm

Audit Committee, Board of Directors and Shareholders
Monroe Bancorp
Bloomington, Indiana

We have audited the accompanying consolidated balance sheets of Monroe Bancorp as of December 31, 2007 and 2006, and the
related consolidated statements of income, shareholders’ equity and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We 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 audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Monroe Bancorp as of December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years in
the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Monroe Bancorp’s internal control over financial reporting as of December 31, 2007 based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO)
and our report dated February 29, 2008 expressed unqualified opinion on the effectiveness of the Company’s internal control over
financial reporting.

7 ~
DEY, o

BKD, LLP

Indianapolis, Indiana
February 29, 2008
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Consolidated Balance Sheets (dollar amounts in thousands, except share and per share data)

December 31,

2007 2006
Assets
(02211 a 1= T lo e [0 1SN T 0 s I oF=1 o] &SRR $ 19,929 $ 24415
[RT=Yo [ = IR (0T Lo FS3X =T ] o SRR 1,077 5,803
INterest-earniNg AEPOSIES .......iiiiiiie ettt e e e s e e e e e sn e e s e e e et e et e e nneeennaeenn 4,634 3,328
Total cash and Cash EQUIVAIENTS ..........oooiiiiie et e s e s et e e s e eneeennee e 25,640 33,546
Trading SecUrities, @t fair VAIUE ...........oooiiiiiiecie ettt et e et e et e e e sreeesseeeaeeeneeanne 3,647 3,557
Investment securities
AVAIIADIE FOr SAIE ... et e e et e e e e aaaaaeaas 121,005 115,040
Held to maturity (fair value of $1,040 and $71,652) ........ccveiieiiriiiiriei ettt 1,006 1,653
TOtal INVESIMENT SECUNTIES ...ttt e ettt e e e e e e e e et eeeeeeseeasasereeeeeeeeennnsennnes 122,011 116,693
(o= o F TS TSROSO P USSP PPRUPTPIN 581,857 556,918
Less: AllOWANCE fOr I0AN IOSSES ......ceiuiieiiiieiiieeie ettt ee et e et et e st eenteeaneeeaneeeseeeseeenneeenneeanne (6,654) (6,144)
Loans, net of allowancCe fOr [0AN I0SSES..........uuuuiiiiii et e e e e e e e e e e ee e e e e e e eeaaaneees 575,203 550,774
o= T TR a=][o [N (o) g =F= 1[N 2,974 2,545
Premises and @QUIPIMENT ... ... ettt e ettt e e e et e e e e ae e e e e et b e e e nbe e e e e nreaeeannaaaaaas 20,029 15,411
Federal Home Loan Bank of Indianapolis stock, at COSt ...........ccooviiiiiiiiiecie e 2,312 2,312
(@1 1=t = ET=T ] (=R 26,264 23,355
B L] - I X1 -1 £ $ 778,080 $ 748,193
Liabilities
Deposits
NONINErEST-DEAMNG......c.eeeieiie ettt ettt et e et et e et et e et e et e e teete et eeteseeereetesteereetensennan $ 81,542 $ 79,783
a1 TS B T T o USRS PUPPP 538,175 509,545
B[] £= 1o (=T oo 1< 1 €T PR SRRPRRSOPPPTNt 619,717 589,328
[T (01171 o o OSSR 96,421 98,079
OFNEI IADIIHIES ...ttt ettt b ettt 7,490 7,281
Total LIabilities ..........oooiiieee e et 723,628 694,688
Commitments and Contingent Liabilities
Shareholders’ Equity
Common stock, no-par value
Authorized, 18,000,000 shares
Issued and outstanding - 6,227,550 and 6,515,342 shares, respectively...........cccccveiieiiiiieniiencecee 137 137
PN o[y iTe T aF= T I oT=T1o B g o= T o] - OSSR 4,349 9,284
L= =TT a0 == T T TS 49,881 45,136
Accumulated other comprehensive iINCOME (I0SS)......cciuiiiiiriiie et eee e saeesneesaeeanee 223 (818)
Unearned ESOT shares (138) (234)
Total Shareholders’ EQUILY ............c.ooouiiiiiiiieceee ettt et e e e snae e nneeennas 54,452 53,505
Total Liabilities and Shareholders’ EQUIty...............ccccooiiiiiiiiiii e $ 778,080 $ 748,193

See notes to consolidated financial statements.
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Consolidated Income Statements (dollar amounts in thousands, except share and per share data)

Year Ended December 31,

2007 2006 2005
Interest Income
LOGNS TECEIVADIE ..ottt ettt ebeeaeeneereeneene e $ 42,358 $ 39,363 $ 30,878
Investment securities
L= 212 o] =SOSR 4,051 3,561 3,286
L =) Y 1] o SRRSO PRSP 1,241 1,010 483
LI 2o [ o USSR 117 106 82
Federal FUNAS SOI............oiiiiiee et e e e e e e e ensaeeeas 599 491 104
Other iNtEreSt INCOME........eiiiiiece e e et re e e teeeaee e 108 112 46
Total INtErESt INCOMIE ... e e e e e e e e e e e e e e e e eaereeee s 48,474 44,643 34,879
Interest Expense
[T 070 T £ 21,639 18,005 11,028
BOITOWINGS ...ttt ettt st e st eesat e e e as e e saeeeeseeesssaeesaaenneaeeneeannes 3,796 3,973 3,027
Total INTEreSt EXPENSE .....ooiiieeieeee et 25,435 21,978 14,055
Net INtereSt INCOME............ooo e e e e re e e e e e e 23,039 22,665 20,824
ProVviSion fOr I0AN IOSSES ........ccoiiiieieeee ettt e e e e e e e e e e areaeeaeeens 2,035 1,200 1,140
Net Interest Income After Provision for Loan Losses 21,004 21,465 19,684
Other Income
[0 (U Tt =T Y= T 1LY =Y SRS 2,243 1,701 1,545
Service charges on deposit @CCOUNES ..........ccciviriiiirireii i 3,680 3,614 3,538
COMMISSION INCOMI.....ceeiiiieiiiieeiie ettt e et eesteeste e st e e saeeesseeesseeesseeesseeeseeenseeenseeenseeeaneeenneeans 910 785 900
Realized and unrealized gains 0N SECUMLIES ...........ccoiiiiieiiiiiciiecce e 66 189 169
Net gains 0N 108N SAIES..........cccuiiiieiiie e rae e enee e nes 817 1,045 1,235
Debit card iNterchange ..........ooouei e 950 776 645
(@1 1= g T aToTo) ' [ TSR 1,585 1,382 1,226
Total other income 10,251 9,492 9,258
Other Expenses
Salaries and employee DENEFitS.........ccouiiiiiiiiiiii e 12,132 11,994 10,778
Net occupancy and equIPMENt EXPENSE .......cciuiiiiiiiiiiiii ettt 3,100 3,151 2,654
Director and COMMILIEE TEES ... .eeiiiiiiie et 195 177 185
Appreciation in directors’ and executives’ deferred compensation plans........................ 267 301 187
LAl FEES ... ittt 566 307 526
Advertising 667 712 653
(0131 o o =T 11 TSRS 3,699 3,456 3,071
Total OthEr EXPENSES ......eeeeieieeie ettt e e e e eneeaneeesneean 20,626 20,098 18,054
INCOME DEfOre INCOME TAX......cceeeieieeeeeee et e e e e e e e e e e e eeannens 10,629 10,859 10,888
INCOME 1AX EXPENSE ... ittt e e ettt e e e et e e e et e e e e ssaeeessaseeesensneaeasneeeas 2,823 3,273 3,665
NEE INCOME ... oo et e e e e et e e e e e e eee e e $ 7,806 $ 7,586 $ 7,223
Basic Earnings Per Share .............cccocooiiiiiiiiie s $ 1.240 $ 1.154 $ 1.094
Diluted Earnings Per Share.................ccccoveveunennn. $ 1.235 $ 1.150 $ 1.091
Weighted-Average Shares Outstanding-Basic...............c.ccocooiiiiiiiininiicce 6,294,519 6,574,092 6,603,654
Weighted-Average Shares Outstanding-Diluted ...................cccccooiiiiiiiicii s 6,320,317 6,596,772 6,623,616

See notes to consolidated condensed financial statements.
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Consolidated Statements of Shareholders’ Equity

(dollar amounts in thousands, except share and per share data)

Unearned
Employee
Common Stock B Accumulated Stotfk
Additional Other Ownership
Shares Paidin Comprehensive Retained Comprehensive Trust
Outstanding Amount Capital Income Earnings Income (Loss) Shares Total
Balances, January 1, 2005 6,035,110 $ 137 $ 1,592 $46,267 $ (198) $ (414) $47,384
Comprehensive Income:
Netincome ......cccoevviiiiiiieiies $ 7,223 7,223 7,223
Other comprehensive
income - unrealized losses
on securities, net of tax
and reclassification adjustment (1,067) (1,067) (1,067)
Comprehensive Income. $ 6,156
ESOT shares earned. ................... 19 79 98
Tax effect of nonqualified
options exercised .............cccue.... 8 8
Repurchase of stock, at cost......... (3,826) (66) (66)
Stock options exercised. ............... 5,000 66 66
Ten percent (10%) stock dividend
(net of fractional shares) ............ 603,558 9,658 (9,658)
Cash dividend ($0.4745 per share) (3,132) (3,132)
Balances, December 31, 2005 6,639,842 137 11,277 40,700 (1,265) (335) 50,514
Comprehensive Income:
Netincome ......cccevveiiiiiieiices $ 7,586 7,586 7,586
Other comprehensive
income - unrealized gains
on securities, net of tax
and reclassification adjustment 447 447 447
Comprehensive Income. ............... $ 8,033
ESOT shares earned. ................... 53 101 154
Stock option compensation
EXPENSE. ... 65 65
Repurchase of stock, at cost......... (130,000) (2,162) (2,162)
Stock options exercised. ............... 5,500 51 51
Cash dividend ($0.4800 per share) (3,150) (3,150)
Balances, December 31, 2006 6,515,342 137 9,284 45,136 (818) (234) 53,505
Comprehensive Income:
Netincome ......ccoeiviiiiiiieiines $ 7,806 7,806 7,806
Other comprehensive
income - unrealized gains
on securities, net of tax
and reclassification adjustment 1,041 1,041 1,041
Comprehensive Income................. $ 8,847
ESOT shares earned. ................... 60 96 156
Stock option compensation
EXPENSE...eeieeiieeeeiieeeeeeenaee s 67 67
Repurchase of stock, at cost......... (287,792) (5,062) (5,062)
Cash dividend ($0.4900 per share) (3,061) (3,061)
Balances, December 31, 2007 6,227,550 $ 137 $ 4,349 $49,881 $ 223 $ (138) $54,452

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows (dollar amounts in thousands, except share and per share data)

Year Ended December 31,

Operating Activities 2007 2006 2005
NEEINCOME ... e et e e et e e e e e e e e e e e s $ 7,806 $ 7,586 $ 7,223
Iltems not requiring cash:

Provision for [0aN I0SSES ..........coiiiiiiiii e 2,035 1,200 1,140
Depreciation and amortization ... 1,077 1,150 1,015
Deferred INCOME taX........c.ooiiiiiie e (152) (233) (407)
Investment securities amortization, Net ...........ccoeiveeiiiii e (45) 39 213
Investment securities gains including redemptions ..........ccoccveiieeiieeiee e (49) (115) (82)
Net change in trading SECUIHIES. ..........ooiiiiiiii e (42) (94) (185)
(Gain) loss on disposal of premises and equUIPMENt...........cccooiiiriniiinenenereee e (65) 113 -
Origination of loans held for sale ... (58,918) (75,246) (80,301)
Proceeds from sale of loans held for sale..............ouooiiiiiiiiiiiieeee e 59,306 75,053 82,968
Gain on sale of l0ans held fOr Sale.........ooiiiiiriie e (817) (1,044) (1,235)
ESOT shares earned ..........ccccccvevivenieennn. 156 154 98
(Gain) loss on sale of foreclosed asSets..........coiriiiririiirin e 6 - -
Stock-based compensation EXPENSE.........ccocueiiiiiiiieeie et 67 65
Tax effect of nonqualified stock options exercised............ccoccvviiiiiiiicieiiee e, - - 8
Net change in:

Interest receivable and other assets ..o (2,598) (1,928) (634)

Interest payable and other liabilities. ... (128) 341 1,032

Net cash provided by operating activities ...........cccccevieeiieni e 7,639 7,041 10,853

Investing Activities
Purchases of securities available for sale............ccceiiieiiieiiieceeee e (46,963) (41,326) (50,152)
Proceeds from maturities of securities available for sale ............cccoouvveeeeiiiiiciciiieeeeeee. 42,143 35,802 19,503
Proceeds from sales of securities available for sale...........ccccccooeeeiiviiiee e, 249 1,990 14,354
Purchases of securities held to Maturity ............ccocoiiiiiiiiiee - (1,006) (981)
Proceeds from maturities of securities held to maturity.............c.ccccceevvieiieiii i 647 1,712 9,075
Net change in l0ans .........ccoccveiieiie e (27,235) (33,401) (50,562)
Purchase of premises and equipment (5,282) (3,302) (2,479)
Proceeds from sale of premises and equipment ...........oocveiiieiieie e 223 - -
Proceeds from foreclosed asset Sale............cooiiiiiiiiiiiiiii e 65 - -
Purchase of bank owned life insurance (BOLI) .........ccoeviieiiiiciieceecee e - - (3,200)
Sale (purchase) of FHLB StOCK ..........coiiiiiieiieece e — 233 (106)

Net cash used in investing activities ...........cccooiiiiiiie e (36,153) (39,298) (64,548)

Financing Activities
Net change in:

Noninterest-bearing, interest-bearing demand and savings deposits...............cccccceuee. (12,102) 32,593 31,894
Certificates Of AEPOSIL.........eeiiieiiiece e 42,492 (19,447) 60,753
BOITOWINGS ...ttt et s e et e e st e e saeeeseeenneeeseeeseeeseeenneenns (5,657) 32,575 (16,367)
Proceeds from Federal Home Loan Bank advances............ccccoveeiiiiiiienieiesicneeeee - 1,765 18,000
Repayments of Federal Home Loan Bank advances............ccccvevieeiieenieenie e (1,157) (16,115) (22,249)
Proceeds from trust preferred debentures.............cccooovveiiiiiiiceiicceceee e 5,155 3,093 —
StOCK OPLIONS EXEICISEA ... e — 51 66
Repurchase of common stock (5,062) (2,162) (66)
Cash diVIdENdS PAIA......c..ciueieieieieeer ettt en e neeanea (3,061) (3,150) (3,132)
Net cash provided by financing activities............cccooiiiiriiiiiiee, 20,608 29,203 68,899

Net Change in Cash and Cash Equivalents ..................c.ccocoiiiiiiiiiiiiie (7,906) (3,054) 15,204

Cash and Cash Equivalents, Beginning of Year...............ccccococeoiiviiieiiie e, 33,546 36,600 21,396

Cash and Cash Equivalents, End of Year..................cccccooiiiiiiiieiicccececeeeeee e $ 25,640 $ 33,546 $ 36,600

Additional Cash Flows Information
INEEIESE PAIG.........cveeeeeeececee ettt e ettt en et es s en e et ees e eeeseeeaean s $ 24,995 $ 21,880 $ 13,527
[ [aTeTo ] TS =V = o SRS 2,925 3,782 4,045

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Note 1: Nature of Operations and Summary of Significant Accounting Policies
The accounting and reporting policies of Monroe Bancorp (“Company”) and its wholly-owned subsidiary, Monroe Bank (“Bank”) and

the Bank’s wholly owned subsidiary MB Portfolio Management, Inc. (“MB”) and MB’s wholly owned subsidiary MB REIT, Inc., conform
to accounting principles generally accepted in the United States of America and reporting practices followed by the banking 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 bank holding company whose principal activity is the ownership and management of the Bank. The Bank operates
under a state bank charter and provides full banking services, including trust services. As a state bank, the Bank is subject to
regulation by the Department of Financial Institutions, State of Indiana, and the Federal Deposit Insurance Corporation.

The Bank generates commercial, mortgage and consumer loans and receives deposits from customers located primarily in Monroe,
Hendricks, Hamilton, Jackson and Lawrence Counties in Indiana. The Bank’s loans 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, Bank and MB after elimination of all
material inter-company transactions.

Cash Equivalents - The Company considers all liquid investments with original maturities of three months or less to be cash
equivalents.

Trading Activities are engaged in by the Company and consist of investments in various mutual funds held in grantor trusts formed
by the Company in connection with a deferred compensation plan. Securities that are held principally for resale in the near term are
recorded in the trading assets account at fair value. Gains and losses, both realized and unrealized, are included in other income.
Interest and dividends are included in net interest income.

Quoted market prices, when available, are used to determine the fair value of trading instruments. If quoted market prices are not
available, then fair values are estimated using pricing models, quoted prices of instruments with similar characteristics, or discounted
cash flows.

Investment Securities - Debt securities are classified as held to maturity when the Company has the positive intent and ability

to hold the securities to maturity. Securities held to maturity are carried at amortized cost. Debt securities not classified as held to
maturity or included in the trading account and marketable equity securities not classified as trading are classified as available for
sale. Securities available for sale are carried at fair value with unrealized gains and losses reported separately in accumulated other
comprehensive income, net of tax.

Amortization of premiums and accretion of discounts are recorded as interest income from securities. Realized gains and losses are
recorded as net security gains (losses). Gains and losses on sales of securities are determined on the specific-identification method.

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.

Loans are carried at the principal amount outstanding. Interest income is accrued on the principal balances of loans. The accrual of
interest on impaired loans is discontinued when, in management’s opinion, the borrower may be unable to meet payments as they
become due. When interest accrual is discontinued, all unpaid accrued interest is reversed when considered uncollectible. Interest
income is subsequently recognized only to the extent cash payments are received. Certain loan fees and direct costs are being
deferred and amortized as an adjustment of yield on the loans.

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

The allowance for 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.
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Notes to Consolidated Financial Statements (continued)

Aloan 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 agreements. 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 a loan-by-loan basis 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.

Large groups of smaller balance homogenous loans are collectively evaluated for impairment. Accordingly, the Company does not
separately identify smaller balance consumer and residential loans for impairment and disclosure.

Premises and equipment are carried at cost net of accumulated depreciation. Depreciation is computed using primarily the straight-
line method based principally on the estimated useful lives of the assets. 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 Loan Bank stock is a required investment for institutions that are members of the Federal Home Loan Bank system.
The required investment in the common stock is based on a predetermined formula.

Foreclosed assets are carried at the lower of cost or 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 is included in current operations.

Comprehensive income consists solely of net income and unrealized gains and losses on securities available for sale, net of tax.

Income tax in the consolidated statement of income includes deferred income tax provisions or benefits for all significant temporary
differences in recognizing income and expenses for financial reporting and income tax purposes. The Company files consolidated
income tax returns with its subsidiary.

The Company adopted the provisions of the Financial Accounting Standards Board (FASB) Interpretation No. 48 (FIN 48), Accounting
for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109, on January 1, 2007. FIN 48 prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected

to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. As a result of the implementation of FIN 48, the Company did not identify any uncertain tax
positions that it believes should be recognized in the financial statements.

Stock options - At December 31, 2007, the Company had a stock-based employee compensation plan, which is described more
fully in Note 15. Prior to 2006, the Company accounted for this plan under the recognition and measurement principles of APB
Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations. Accordingly, in 2005, no stock-based
employee compensation cost was reflected in net income, as all options granted under the plan had an exercise price equal to or
greater than the market value of the underlying common stock on the grant date.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of Statement of Financial Accounting Standards
(SFAS) No. 123R, Share-Based Payment. The Company selected the modified prospective application. Accordingly, after January 1,
2006, the Company began expensing the fair value of stock options granted, modified, repurchased or cancelled.

The table on the following page illustrates the effect on net income and earnings per share if the Company had applied the fair value
provisions of Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation, to stock-
based employee compensation. Table dollar amounts are in thousands except share and per share data.
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Notes to Consolidated Financial Statements (continued) (table dollar amounts in thousands, except share and per share data)

Year Ended December 31,

2005

Net Income
F SR T oTo] 5 (=Yo ISR OPRRO $ 7,223

Less: Total stock-based employee compensation costs

determined under the fair-value based method, net

OF INCOME TAXES ...ttt (39)

PrO FOIMIA. ..ttt e e e e e e e e e e eee e e e e eee e $ 7,184
Basic Earnings Per Share

As reported $ 1.094

[ (o3 o) ' 4 = PR PRPROPPN 1.088
Diluted earnings per share

F S (=T o0 (=Y o PSP PR PR 1.091

PO fOMMIA. ..ot 1.085

Earnings per share have been computed based upon the weighted-average common and common equivalent shares outstanding
during each year. Unearned ESOT shares have been excluded from average shares outstanding.

Reclassifications of certain amounts in the 2006 and 2005 consolidated financial statements have been made to conform to the
2007 presentation.

Note 2: Restriction on Cash and Due from Banks

Banks are required to maintain reserve funds in cash and/or on deposit with the Federal Reserve Bank. The reserve required at
December 31, 2007 was $2,833,000.

Note 3: Investment Securities

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2007
Available for Sale
Federal agenCIES...........cecuiiueiueceieiece ettt ere et ere e $ 28,205 $ 127 $ 62 $ 28,270
Corporate DONAS ........oeiiiiiiiee et 1,994 - 13 1,981
State and MUNICIPAL.........c.ooiiieiieeiie e 37,583 267 18 37,832
Mortgage-backed SECUNLIES........ccueeiieiiiieie et 49,890 278 205 49,963
Marketable equity securities 3,000 — 41 2,959
Total available for Sale..........coooooeueeieeeeeee e 120,672 672 339 121,005
Held to Maturity
(=T [Tz TI=To [T o[- SRS 1,005 34 — 1,039
Mortgage-backed SECUNLIES.........ccueeiieiiiieiieee et 1 — — 1
Total held 10 MatUFILY .......oooiiiiie e 1,006 34 — 1,040
Total investment SECUNLIES ............ooeeiueiiiiiiie e $ 121,678 $ 706 $ 339 $ 122,045
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Notes to Consolidated Financial Statements (continued) (table dollar amounts in thousands, except share and per share data)

Note 3: Investment Securities (continued)

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2006
Available for Sale
Federal agenCIES...........ccciuiiuiiueirieieiecieee et $ 39,174 $ 9 $ 450 $ 38,733
State and MUNICIPAL............ccovuiiiiiiiie e 34,236 73 212 34,097
Mortgage-backed securities 39,879 62 653 39,288
Marketable equity securities 3,000 — 78 2,922
Total available for sale.............oooouiiiiiiieee e 116,289 144 1,393 115,040
Held to Maturity
Federal agenCies. .......coiiiiiiiiiie e 1,006 - 1 1,005
State and municipal 645 - - 645
Mortgage-backed securities 2 — — 2
Total held 10 MAtUFLY .......eeieiecie e 1,653 - 1 1,652
Total investment SECUNtIES ..........c...ooiiveiiiicee e $ 117,942 $ 144 $ 1,394 $ 116,692

The amortized cost and fair value of securities available for sale and held to maturity at December 31, 2007, 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 Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
WIthin ONE YA .....cveiiiiiecie ettt $ 12,735 $ 12,732 $ - $ -
ONE 0 fIVE YBAIS ...t 46,868 47,100 1,005 1,039
FIVe 10 tEN YEAIS......ei it 8,179 8,251 — -
67,782 68,083 1,005 1,039
Mortgage-backed SECUNtIES.........cccuveiieiiiieii e 49,890 49,963 1 1
Marketable equity SeCUrties ... 3,000 2,959 — —
TOAIS <. $ 120,672 $ 121,005 $ 1,006 $ 1,040

Securities with a carrying value of $62,757,000 and $76,094,000 were pledged at December 31, 2007 and 2006 to secure certain
deposits and for other purposes as permitted or required by law.

Proceeds from sales of securities available for sale during 2007, 2006 and 2005 were $249,000, $1,990,000 and $14,354,000. There
were no gross gains realized in 2007, whereas gross gains of $60,000 were realized on 2006 sales, and gross gains of $107,000 and
gross losses of $25,000 were realized on the 2005 sales. During 2007, the Bank realized a gain of $1,000 on a redeemed available
for sale security. There were no redemptions of available for sale securities in 2006 or 2005.

There were no sales of held-to-maturity securities during the three years in the period ended December 31, 2007.

Trading securities, which consist of mutual funds held in a rabbi trust associated with the directors’ and executives’ deferred
compensation plans, are recorded at fair value. Unrealized holding gains on trading securities of $17,000, $74,000 and $74,000 were
included in earnings in 2007, 2006 and 2005, respectively.

Certain investments in debt and marketable equity securities are reported in the financial statements at an amount less than their
historical cost. Total fair value of these investments at December 31, 2007 and 2006, was $45,222,000 and $95,489,000, which
is approximately 37.1 percent and 81.8 percent respectively, of the Company’s available-for-sale and held-to-maturity investment
portfolio. These declines primarily resulted from recent increases in market interest rates.

40 Monroe Bancorp



Notes to Consolidated Financial Statements (continued) (table dollar amounts in thousands, except share and per share data)

Note 3: Investment Securities (continued)

Based on evaluation of available evidence, including recent changes in market interest rates, credit rating information and information
obtained from regulatory filings, management believes the declines in fair value 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 loss recognized in net income in the period the other-than-temporary impairment is identified.

The table below shows 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, 2007 and 2006:

December 31, 2007

Less than 12 Months 12 Months or More Total

Unrealized Unrealized Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses
U.S. government agencies................. $ 2,716 $ 9 $ 12,845 $ 52) $ 15,561 $ (61)
Corporate bonds ...........cccccceeviinnne. 1,981 (13) = = 1,981 (13)
Mortgage-backed securities............... 1,202 3) 16,126 (203) 17,328 (206)
State and political subdivisions.......... 254 - 7,139 (18) 7,393 (18)
Marketable equity securities .............. — — 2,959 (41) 2,959 (41)
Total temporarily
impaired securities ..............ccceoeve.... $ 6,153 $ (25) $ 39,069 $ (314) § 45222 $ (339)

December 31, 2006

Less than 12 Months 12 Months or More Total

Unrealized Unrealized Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses
U.S. government agencies................. $ 3,479 $ 5) $ 32,528 $ (446) $ 36,007 $ (451)
Mortgage-backed securities............... 8,394 (23) 22,770 (630) 31,164 (653)
State and political subdivisions.......... 10,269 (32) 15,127 (180) 25,396 (212)
Marketable equity securities .............. — — 2,922 (78) 2,922 (78)
Total temporarily
impaired securities ..............cceeu..... $ 22142 $ (60) $ 73,347 $ (1,334) $ 95489 $  (1,394)
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Note 4: Loans and Allowance
December 31,

2007 2006

Commercial and iINAUSTIAI JOANS.............oooueeieie e eee et e e e e e e et e e ereeeaeeeneeeans $ 102,781 $ 92528
T =t o= | (S (o= o 1RSSR 357,727 347,268
CONSIIUCION TOANS ...ttt ettt e e e e e ettt e e e e e e e e e e asaaeeeeeeeee e e s sssssneeeeeseasssnnnneeeeeeeeennnees 101,011 97,006
Agricultural production financing and other loans to farmers 1,542 1,384
Individuals’ loans for household and other personal expenditures..............cccoeceveiereiee e 18,349 18,696
B DTSV (T T o o =TSSP 447 36
581,857 556,918

AlOWANCE FOr IOAN IOSSES ....cuviieiiieiiiieeit ettt ettt et et e et e et eeseeaseeaseeanseeesseesssaeanseeasneenseeennnans (6,654) (6,144)
Loans, net of allowance fOr I0AN IOSSES ..........cc.uiiiiiicee et te e e e e e e etee s eteeeaeeeeeeans $ 575,203 $ 550,774

Year Ended December 31,

2007 2006 2005
Allowance for Loan Losses
BalanCes, JANUAIY T........ooiiiiiieee ettt er e et eneene s e $ 6,144 $ 5,585 $ 5,194
ProViSION fOr IOSSES ........eeieeeee et e e 2,035 1,200 1,140
Recoveries on loans 580 437 261
Loans charged Off ........ooii e (2,105) (1,078) (1,010)
Balances, DECEMDET 31 ... ..o et $ 6,654 $ 6,144 $ 5,585
Information on impaired loans is summarized below.
Impaired loans with an @llOWaNCE ............ccecviiieiiieece e $ 3,377 $ 439 $ 190
Impaired loans for which the discounted cash flows or
collateral value exceeds the carrying value of the loan ..., 5,143 904 1,039
Total IMPAIrEd OGNS ........eeieieeiie ettt ettt e e eaaeeneans $ 8,520 $ 1,343 $ 1,229
Allowance for impaired loans (included in the Company’s
allowance fOr 10@N TOSSES)......c.ueiuiruiriiiiiire ettt $ 246 $ 45 $ 8
Average balance of Impaired [0ANS...........c.cooiiiriieri e 5,315 1,027 1,754
Interest income recognized on impaired 10aNS ...........cccevveriieeieree e 354 68 23
Cash-basis interest included aboVe............cooiiiiiieiii e 338 46 23

Note 1 (Nature of Operations and Summary of Significant Accounting Policies) defines impaired loans. A specific allowance is made
for impaired loans when management believes the discounted cash flows or collateral value does not exceed the carrying value of
the loan.

At December 31, 2007 and 2006, accruing loans delinquent 90 days or more totaled $435,000 and $644,000, respectively.
Nonaccruing loans at December 31, 2007 and 2006 were $6,919,000 and $1,670,000, respectively.
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Note 5: Premises and Equipment

December 31,

2007 2006

(6= 0 Vo RSP PRURR $ 5,485 $ 3,556

=TT [o 13T TSRS 15,938 13,165

Lo 011 o] 40 1=) o | OSSP PP 8,455 6,817

TOLAI COSE ...ttt ettt h et a e bt ettt bt e et h e bt e e e ne s 29,878 23,538
FXeTe1W g 18] =1 (=T e (=Y o (=Yoo o S (9,849) (8,460)

=T PP PRSPPI $ 20,029 $ 15,078

Note 6: Deposits
December 31,

2007 2006

NoONINtErest-Dearing AEPOSIES ..........ceiuiiiiiiticecee ettt ettt ettt et eeaeereere s eresbesaeereebesaeere s $ 81,542 $ 79,783
NOW and money Market AEPOSIES ........eeiuiriiririiie et e e e st e e st e e s seeesneeesreeenseeanneeannes 230,430 244,120
Savings deposits 17,712 17,883
Certificates and other time deposits of $100,000 OF MOTE.........c..ceeeieiriereeeeieeteee et ere e eaeas 128,602 116,041
Other certificates and tiMe AEPOSILS ........cc.eiiiuiiiiiecie ettt e b eeeteesnaaenns 161,431 131,501
e £ 1 [T o T L] SRS $ 619,717 $ 589,328

Certificates and other time deposits maturing in years ending December 31:

$ 237,646
46,146
3,489

1,493

1,051

208

$ 290,033

In 2005, the Bank began using brokered certificates of deposit as a source of funding. The balance of brokered deposits
was $10,034,000, or 1.6 percent of total deposits at December 31, 2007 and $27,061,000, or 4.6 percent of total deposits at
December 31, 2006.

Monroe Bancorp 43



Notes to Consolidated Financial Statements (continued) (table dollar amounts in thousands, except share and per share data)

Note 7: Borrowings
December 31,

2007 2006

Federal funds PUICHESEA ..........ooviiuiiie ettt ettt e te et e et e et e eaaeereeeteeaeeereens $ 24,850 $ 2,075
Federal Home Loan BanK @VANCES ..........coouueiiiiiie ettt e e e e e e e nanaaeeeeas 18,273 19,430
SUDOIrAINAEA AEDENIUIES........eeeeeeeeeeeeeeeee e e e et e e e e e e e e e e e e e e e eeeessseeeeeeeeeeeennnes 8,248 3,093
Securities sold under repurchase agreemMENTS .........ooviieiiie i e e e eeesneeennees 43,195 70,784
1010 T=T g [=T o] OO TSP TP TP PR PRRURRPRPIR - 800
Loans sold under repurchase agre@mENES ..........oociiiiiiriiie et e e e e e e e eneeenneeennee s 1,855 1,897
TOAl DOMTOWINGS ......vecveet ettt ettt ettt ettt teeae e st e seess e st eseese e st eseeseensessessenseseeseesseseessenseseensenseneans $ 96,421 $ 98,079

Federal funds purchased are overnight borrowings from other financial institutions.

Securities sold under agreements to repurchase (“repurchase agreements”) consist of obligations of the Company to other parties.
All obligations mature daily. The obligations are secured by investment securities and such collateral is held by the Company. The
maximum amount of outstanding agreements at any month-end during 2007 and 2006 totaled $65,589,000 and $70,784,000 and the
daily average of such agreements totaled $49,884,000 and $54,644,000.

At December 31, 2007, one construction company had a repurchase agreement balance exceeding 10 percent of total equity capital.
The balance in this account was $6,062,000. The obligation matures on a daily basis.

The Federal Home Loan Bank (FHLB) advances at rates ranging from 3.10 percent to 5.77 percent are secured by first-mortgage
loans and the guaranteed portion of SBA loans totaling $97,428,000. Advances are subject to restrictions or penalties in the event of
prepayment. The repurchase agreements allow the Company, at its option, to call the loans at any time.

Other debt at December 31, 2006 consisted of an unsecured line of credit with U. S. Bank. Interest was payable quarterly and
principal was payable October 30, 2007. The maximum amount that could be borrowed was $10,000,000. The line of credit carried a
variable interest rate of 1.50 percent over LIBOR and changed monthly. During 2007, the U.S. Bank unsecured line of credit expired
but was renewed in January of 2008.

On July 24, 2006, the Company formed Monroe Bancorp Capital Trust | (Capital Trust). The Capital Trust issued 3,000 shares of
Fixed/Floating Rate Capital Securities with a liquidation amount of $3,000,000 in a private placement, and 93 Common Securities
with a liquidation amount of $1,000 per Common Security to the Company for $93,000. The aggregate proceeds of $3,093,000 were
used by the Capital Trust to purchase $3,093,000 in Fixed/Floating Rate Junior Subordinated Debentures from the Company. The
Debentures and the Common and Capital Securities have a term of 30 years and may be called without a penalty after five years. It
bears interest at the annual rate of 7.1475 percent for five years and thereafter bears interest at the rate of the three-month LIBOR
plus 1.60 percent. The Company has guaranteed payment of amounts owed by the Capital Trust to holders of the Capital Securities.

On March 20, 2007, the Company formed Monroe Bancorp Statutory Trust Il (Statutory Trust). The Statutory Trust issued 5,000
shares of Fixed/Floating Rate Capital Securities with a liquidation amount of $5,000,000 in a private placement, and 155 Common
Securities with a liquidation amount of $1,000 per Common Security to the Company for $155,000. The aggregate proceeds of
$5,155,000 were used by the Statutory Trust to purchase $5,155,000 in Fixed/Floating Rate Junior Subordinated Debentures from
the Company. The Debentures and the Common and Capital Securities have a term of 30 years and may be called without a penalty
after five years. It bears interest at the annual rate of 6.5225 percent for five years and thereafter bears interest at the rate of the
three-month LIBOR plus 1.60 percent. The Company has guaranteed payment of amounts owed by the Statutory Trust to holders of
the Capital Securities.

Maturities of FHLB advances, securities sold under repurchase agreements and loans sold under repurchase agreements in years
ending December 31:

Loans

Federal Home Sold Under
Loan Bank Repurchase
Advances Agreements
2008 ... et h e et eh e Rt et e ereeeae e bt enteaneenaeeneean $ 15,750 $ -
152 27

162 -

169 -

190 -

1,850 1,828

$ 18,273 $ 1,855
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Note 8: Income Tax
Year Ended December 31

2007 2006 2005
Income Tax Expense

CUITENtlY PAYADIE ... e $ 2,975 $ 3,506 $ 4,072
DEFEITEA ..ottt sttt st te e be s aeete et e e seeseeseeneereeseeneeneeseeneenenee (152) (233) (407)
Total INCOME TAX EXPENSE.......c.ecuiiieieiceieiietieeeeieete ettt se e ese e e eseeneas $ 2,823 $ 3,273 $ 3,665

Reconciliation of Federal Statutory to Actual Tax Expense
Federal statutory inCome tax at 34% .......cceeveeieiieeiece e $ 3,614 $ 3,692 $ 3,702
Tax-EXEMPLINTEIEST.....cciiiiiiece et e et e e ene e e nne e e (455) (404) (176)
Effect of state iNCome taxes ... (62) 183 293
Cash surrender value of life INSUraNCe ............ccceiiiiiiiiie e (174) (171) (127)
New market tax credit .... (173) - -
OBNET ettt ettt et e et et a et e ae et e beeteeteeaeeneereeteeneereereteerente s 73 (27) (27)
ACHUAI tAX BXPENSE ...ttt ettt ettt ettt et et eae et et seereebeebeeseebeeaeeneereeaeenas $ 2,823 $ 3,273 $ 3,665

A cumulative net deferred tax asset is included in other assets. The components of the asset are as follows:
December 31,

2007 2006
Assets
AlIOWANCE TOF [OAN IOSSES.......eeeeeeeee e e et e e e e et e e e e e e e e e e e e e e e eee e $ 2,615 $ 2,412
DEfErred 108N fEES... ..o ittt bttt bt bt neene e 4l 50
Executive management & directors’ deferred compensation plans ............ccceecveiiieiiieccee s 1,527 1,470
Accrued vacation — 27
Net unrealized losses on available for sale SECUNLIES .............ccuiiiiiiiiiiie e - 431
[N ToT aTo TWE=1 ) =Yo IR (o Tod Qo] 1T o USSR 31 15
Unrealized gains - mortgage loans held for Sale ... 15 8
TOLAI @SSELS ...t h et h e bttt e e ne s 4,259 4,413
Liabilities
= o] (=Yt =1 (1) o SR TOUPOURSURNE (910) (863)
FHLB StOCK dIiVIAENAS ... e e e (95) (95)
Change iN Prepaid EXPENSES .......c..oi ittt b et b et et b et st e et e e e s (124) (208)
Unrealized gains — trading @CCOUNTS. ..........cocuiiiiiiiii et (129) (89)
Unrealized gains — available fOr Sale ..o (108) -
L 13 T SOOI RR (219) (97)
TOLAI TIADIIIIES ...ttt e b e e et et et e e et e e et e te e (1,585) (1,352)
NEt AEFEITEA tAX @SSE..... .o e et e e e et e e e e e e e e e e eae e e e e $ 2,674 $ 3,061

The tax expense applicable to realized securities gains for years ending December 31, 2007, 2006 and 2005 was $20,000, $42,000
and $33,000, respectively.
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Note 9: Other Comprehensive Income (Loss)

2007
Before-Tax Tax Net-of-Tax
Amount Expense Amount
Unrealized gains on securities
Unrealized holding gains arising during the Year..............ccoeiieiiiniinieneeseeeeees $ 1,585 $ 543 $ 1,042
Less: reclassification adjustment for gains realized in netincome............ccccccooeveiennnn. 1 - 1
Net UNrealiZEd QAINS ........c.ecuiiuieeieiecie ettt ere et aeere et e eaeeneeresaeeneereeneenes $ 1,584 $ 543 $ 1,041
2006
Before-Tax Tax Net-of-Tax
Amount Expense Amount
Unrealized gains on securities
Unrealized holding gains arising during the year.............ccccueceiiviiniincencese e $ 731 $ 244 $ 487
Less: reclassification adjustment for gains realized in netincome...........cc.ccocoeneninnn 60 20 40
Net UNrealized GaINS .......c.ooiiiiiiei s $ 671 $ 224 $ 447
2005
Tax
Before-Tax Expense Net-of-Tax
Amount (Benefit) Amount
Unrealized losses on securities
Unrealized holding losses arising during the year..............ccccoeeveveeeeiccecece e $ (1,539) $ (526) $ (1,013)
Less: reclassification adjustment for gains realized in net income...........cc.cccceeeveenenee. 82 28 54
Net UNrealiZed IOSSES.......ccviuiiiiiriiiriieie ettt $ (1,621) $ (554) $  (1,067)

Note 10: Commitments and 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 Company’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
letters of credit, is represented by the contractual or notional amount of those instruments. The Company uses the same credit
policies in making such commitments as it does for instruments that are included in the consolidated balance sheet.

Financial instruments whose contract amount represents credit risk as of December 31 were as follows:

2007 2006
Commitments t0 @XIENA CIeit.............c.eiiieie ettt e et e e e e e e e e e eeteeeeraeeeaeeeeneeanes $ 20,394 $ 35499
Unused lines of credit and letters of credit...............oooeie i 126,086 121,179

Commitments to extend credit are agreements to lend to a customer as long as there is 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 Company evaluates each customer’s credit worthiness on a case-by-case basis. The
amount of collateral obtained, if deemed necessary by the Company 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.
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Note 10: Commitments and Contingent Liabilities (continued

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a customer to a
third party.

The Bank leases operating facilities under operating lease arrangements expiring October 31, 2008 through August 31, 2011. Rental
expense included in the consolidated statements of income for the years ended December 31, 2007 and 2006 was $401,000 and
$441,000.

Future minimum lease payments under the leases are:

200 USSP $ 308
200 USSR 252
220 OSSP 226
{0 SRRSO 36
{0 USSR -
Bl =TT (=T USSP PTPPPURRPRO -

Total MINIMUM IEASE PAYMENES.......cccuiiiiieiiie ettt et e et e st e eteeeteeeteessseessseesaseeanseeasseeasseessseessseeasseeasseanseesnseennseean $ 822

The Company and Bank are from time to time subject to other 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.

Note 11: 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 previous two years. The Bank normally restricts dividends to a lesser amount because of the need
to maintain an adequate capital structure. Total shareholders’ equity of the Bank at December 31, 2007 was $62,025,000 of which
$52,397,000 was restricted from dividend distribution to the Company.

Note 12: Regulatory Capital
The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking agencies and

are assigned to a capital category. The assigned capital category is largely 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 calculated ratios.

There are five capital categories defined in the regulations, ranging from well capitalized to critically under-capitalized. Classification
of a bank 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, 2007 and 2006, the Company and the Bank are categorized as well capitalized and met all subject
capital adequacy requirements. There are no conditions or events since December 31, 2007 that management believes have
changed the Company’s or Bank’s classification.
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Note 12: Reqgulatory Capital (continued)

The actual and required capital amounts and ratios are as follows:

Required for Adequate To Be Well-
Actual Capital (1) Capitalized (1)
Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2007
Total capital (1) (to risk-weighted assets)

Consolidated ........cccoeeeiiiieiieiie e $ 69,106 11.37% $ 48,624 8.00% N/A N/A

BaNK ... 68,430 11.33 48,325 8.00 $ 60,406 10.00%
Tier | capital (1) (to risk-weighted assets)

Consolidated ..........coeierieiiiiieee e 62,452 10.28 24,312 4.00 N/A N/A

BaNK ..o 61,776 10.23 24,162 4.00 36,244 6.00
Tier | capital (1) (to average assets)

Consolidated ..........ooeiiiieiiiiiee e 62,452 8.14 30,701 4.00 N/A N/A

BaNK ... 61,776 8.09 30,548 4.00 38,185 5.00
As of December 31, 2006
Total capital (1) (to risk-weighted assets)

Consolidated ........ccceeeeiieieeeee e $ 63,513 11.08% $ 45,852 8.00% N/A N/A

BaNK ..o 64,127 11.26 45,568 8.00 $ 56,960 10.00%
Tier | capital (1) (to risk-weighted assets)

Consolidated ..........cooereieieiiiee e 57,369 10.01 22,926 4.00 N/A N/A

BaNK ... 57,983 10.18 22,784 4.00 34,176 6.00
Tier | capital (1) (to average assets)

Consolidated .........ccoooeiieieiiiie e 57,369 7.70 29,800 4.00 N/A N/A

BaNK ..o 57,983 7.82 29,658 4.00 37,073 5.00

(1) As defined by regulatory agencies

Note 13: Employee Benefit Plans
The Bank maintains an employee stock ownership plan and related trust (“trust”) that covers substantially all full-time employees and

invests primarily in Company stock.

The trust has borrowed funds from the Company which were used to acquire a total of 112,077 shares of the Company’s stock
(55,000 shares in 2001, 2,077 shares in 2000 and 55,000 shares in 1996). Accordingly, the stock acquired by the trust is reflected as
a reduction to shareholders’ equity. As the debt is repaid, shares are released and allocated to participants’ accounts based on their
level of compensation during the year. The difference between the cost of shares earned and their fair value is reflected as a change
in additional paid-in capital when committed to be released to participant accounts. Dividends paid on allocated shares reduce
retained earnings. Dividends paid on unreleased shares are allocated to participants and recorded as compensation expense. Trust
expense includes the fair value of shares earned and discretionary cash contributions.

Information about trust shares and expense for 2007, 2006 and 2005 is as follows:

2007 2006 2005
Shares allocated to participants’ aCCOUNTS............cccveeieiiiieecie e 273,300 268,310 285,982
Shares earned during the year and released for allocation.............cccccooiieiiiiiinnnne 9,200 9,600 7,444
UNreleased SNArES ..........oeeeiiiiiieeeeee e e e e et aeea e e e e 13,100 22,300 31,900
Fair value of unreleased Shares...........cccooiiiiiieiiei s $ 210 $ 374 $ 510
TOtal trUST EXPENSE ...ttt ettt aeeaeereeaenes $ 167 $ 169 $ 120
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Note 13: Employee Benefit Plans (continued)

The Company maintains a deferred-compensation plan that enables directors to elect to defer receipt of directors’ fees and certain
members of management to defer compensation. The Company has established grantor trusts which were funded with an amount
equal to the accrued liability under the plan. Those funds, as well as elective deferrals from 1999 forward, are invested in various
mutual funds and can be invested in Monroe Bancorp stock, at the participants’ direction. The amount payable under the plan is
related to the performance of the funds. The change in fair value of the mutual funds is recognized as trading gain or loss and an
offsetting expense or benefit is recognized as directors’ compensation. The asset and corresponding liability recognized under this
plan at December 31, 2007 and 2006 was $3,647,000 and $3,557,000, respectively.

The Company has a retirement savings 401(k) plan in which substantially all employees may participate. The Company matches
employees’ contributions at the rate of 100 percent for the first 3 percent and 50 percent of the next 2 percent of base salary
contributed by participants. The Company’s expense for the plan was $292,000 for 2007, $273,000 for 2006, and $257,000 for 2005.

Note 14: Related Party Transactions
The Bank has entered into transactions with certain directors, executive officers and significant shareholders of the Company

and the Bank 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, JANUAIY 1, 2007 .........ccoouiiuieieeie ettt e et et e et e et e et e et e eteeteeteeteetesteeseateeteeseetessente s e eteseteste s etesteeteatesteeteteeaerin $ 5,688
Change iN COMPOSITION ...ttt et e e e a e b et b e e et et e e e e e e et e e e e et ee et e e e (3,708)
NeW 10aNS, INCIUAING FENMEWAIS. ........o . ittt ettt ettt et e e bt e e bt e e bt e an b e e et e e nae e e bt e enbeeeenas 21,570
Payments, etc., INCIUAING FENEWAIS ............coiiiii ettt b e (16,373)
Balances, DECEMDET 31, 2007 .......ueeeiieeeeee ettt e e ettt e e e e e e e et e eeeeeeeeeeaaeaseaeeeeeeaaesssaeeeeaeeeaasassssseneeeeeeeaansrsnneeeaeenaaaas $ 7177

Deposits from related parties held by the Bank at December 31, 2007 and 2006 totaled approximately $10,345,000 and $6,044,000,
respectively.

Note 15: Stock Option Plan

The Company’s incentive stock option plan (“Plan”), which is shareholder approved, permits the grant of share options to certain
employees for up to 638,000 shares of common stock. The Company believes that such awards better align the interests of its
employees with those of its shareholders. Option awards are generally granted with an exercise price equal to or greater than

the market price of the Company’s stock at the date of grant; those option awards generally vest based on three to four years of
continuous service and have ten-year contractual terms. Certain option awards provide for accelerated vesting if there is a change in
control (as defined in the Plan). The Company generally issues shares from its authorized shares to satisfy option exercises.

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 data to 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 the grant.

2007 2006 2005
RiSK-free INtErest rates ...... ..o 5.16% - 4.36%
DiIVIAENA YIEIAS ...ttt ettt 2.93% - 3.13%
Volatility factors of expected market price of common stock...........cooiiiiiiiniiiiies 13.26% - 14.78%
Weighted-average expected life of the options............cccceviiiiiiiniie, 7 years - 7 years
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Note 15: Stock Option Plan (continued)

A summary of option activity under the Plan as of December 31, 2007, and changes during the year then ended, is presented below:

Weighted-
Weighted- Average Remaining
Average Exercise Contractual Aggregate
Options Shares Price Term (Years) Intrinsic Value
Outstanding, beginning of year..........c.ccoceeiniiiiiinee 358,250 $ 18.30
Granted ........ooeeiiee e 13,000 16.83
EXErCiSed......ccuiiiiiiiiiii e - -
Forfeited or expired.........ccooverieiiiieieee e — -
Outstanding, end of Year...........cccccceeeeeeeieeeeececeeee, 371,250 $ 18.25 6.3 $ 436
Exercisable, end of year ............cccccovevveviecievicciececees 118,250 $ 12.31 2.4 $ 436

The weighted-average grant-date fair value of options granted during 2007 and 2005 was $2.93 and $1.05, respectfully. There were
no stock option grants during 2006. The total intrinsic value of options exercised during the years ended December 31, 2006 and
2005 was $37,000 and $20,000, respectively. There were no stock options exercised during 2007.

As of December 31, 2007 and 2006, there was $94,000 and $128,000, respectfully, of total unrecognized compensation cost related
to non-vested stock-based compensation arrangements granted under the Plan. The cost is expected to be recognized over a
weighted-average period of 1.4 years.

During the years ended December 31, 2007 and 2006, the Company recognized $67,000 and $65,000, respectfully, of stock-based
compensation expense and $27,000 and $26,000, respectfully, of tax benefit related to the stock-based compensation expense.

Note 16: Earnings Per Share
Earnings per share (EPS) were computed as follows:

Weighted- Per Share
Income Average Shares Amount
Year Ended December 31. 2007
INEEINCOME ... et e et e e e e e e eeeeeeeaeeeeene e $ 7,806 6,294,519
Basic earnings per share
Income available to common stockholders..............cccccooeiiiiiiiiiiiece. $ 1.240
Effect of dilutive securities
(0o [ Qo] o] (1] — 25,798
Diluted earnings per share
Income available to common stockholders and
ASSUMEA CONVEISIONS ...t e e eeee e eeeeeeeeeeeeeeeeeaeeeenaeeaneeaas $ 7,806 6,320,317 $ 1.235
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Notes to Consolidated Financial Statements (continued) (table dollar amounts in thousands, except share and per share data)

Note 16: Earnings Per Share (continued)

Year Ended December 31. 2006

NELINCOME ... e e a e $ 7,586 6,574,092

Basic earnings per share
Income available to common stockholders..............ccccvveiiiieeeicieeec. $ 1.154

Effect of dilutive securities
IS0 To7 [ Qo o] (1] o =S - 22,680

Diluted earnings per share

Income available to common stockholders and
ASSUMEA CONVEISIONS ......eveivie e e eaee e e ereeeeneeens $ 7,586 6,596,772 $ 1.150

Year Ended December 31. 2005

NELINCOME ... e e e arraees $ 7,223 6,603,654

Basic earnings per share
Income available to common stockholders..............ccccoeeiiiiiiiiiiiieec. $ 1.094

Effect of dilutive securities
IS0 Tor Qo o] (1] o S — 19,962

Diluted earnings per share

Income available to common stockholders and
ASSUMEA CONVEISIONS ......oveeievieceiie e e e ee e ereeeeraeeaneeens $ 7,223 6,623,616 $ 1.091

Options to purchase 210,000 shares of common stock at $22 per share and 13,000 shares of common stock at $16.83 were
outstanding at December 31, 2007, but were not included in the computation of diluted EPS because the options’ exercise price was
greater than the average market price of the common shares.

Options to purchase 210,000 shares of common stock at $22 per share were outstanding at December 31, 2006, but were not
included in the computation of diluted EPS because the options’ exercise price was greater than the average market price of the
common shares.

Options to purchase 30,000 shares of common stock at $16 per share and 210,000 shares of common stock at $22 per share were
outstanding at December 31, 2005, but were not included in the computation of diluted EPS because the options’ exercise price was
greater than the average market price of the common shares.

Note 17: Fair Values of Financial Instruments
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 equivalents approximates carrying value.
Securities and Mortgage-backed Securities - Fair values are based on quoted market prices.

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

Interest Receivable/Payable - The fair values of interest receivable/payable approximate carrying values.
FHLB 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 schedule of aggregated expected monthly maturities
on such time deposits.
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Note 17: Fair Values of Financial Instruments (continued)

Borrowings - The fair value of Federal Home Loan Bank advances are estimated using a discounted cash flow calculation, based on
current rates for similar debt. Other borrowings consist of federal funds purchased, securities sold under repurchase agreements, a
trust preferred subordinated debenture and loans sold under repurchase agreement. The rates at December 31, 2007, approximate
market rates, thus the fair value approximates carrying value.

Off-Balance Sheet Commitments - Commitments include commitments to purchase and originate mortgage loans, commitments
to sell mortgage loans, and standby letters of credit and are generally of a short-term nature. The fair value of such commitments is
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 estimated fair values of the Company’s financial instruments are as follows:

2007 2006
Carrying Fair Carrying Fair
Amount Value Amount Value
Assets
Cash and cash equivalents.............ccecueveeviiiieeiececeeeeeeeee e $ 25,640 $ 25,640 $ 33,546 $ 33,546
Trading aCCOUNt SECUMLIES .....cveeeeeeeie e 3,647 3,647 3,557 3,557
Investment securities available forsale..........cccccveveiiiicccciiiiieeeeeee 121,005 121,005 115,040 115,040
Investment securities held to maturity 1,006 1,040 1,653 1,652
Loans including loans held for sale, net..........cccooeiiiiiiiiiiiieee 578,177 563,808 553,319 549,710
Interest receivable.............ccoooii e 3,804 3,804 3,642 3,642
STOCK IN FHLB ... e 2,312 2,312 2,312 2,312
Liabilities
DIEPOSIES ... veeeeeeeete ettt ettt ettt ettt ettt e e e e e 619,717 604,918 589,328 566,427
BOITOWINGS ...t 96,421 97,812 98,079 99,270
Interest payable...........cooiiiii 1,884 1,884 1,444 1,444

Off-Balance Sheet Commitments...................ccocooiiiiiiii e, - - - -
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Note 18: 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 December 31,
2007 2006
Assets
(2= o RSSO $ 93 $ 113
Interest-earning dEPOSIES ..o e 329 96
Cash and Cash @QUIVAIENES ..........oo ittt e et e et e s e e sneeenneeennees 422 209
Investment in common StOCK Of SUDSIAIAIY ........ccouiiiiiiiii e 62,273 57,304
Available fOr SAlE SECUNEIES............ooiiieie et e e et e e et e e e eeaae e e e e aaaeaanes 1" -
Trading securities 3,647 3,557
B ] 2= 1IN T £ $ 66,353 $ 61,070
Liabilities
Borrowings
[T g TSN o) O (=Y |1 PO UORORN $ - $ 800
SUDOrdINAtEd DEDENTUIE ... e e et e e et e e e eate e e e et e e e e eneaeeeennes 8,248 3,093
L= = T4 017 o T S SPSP 8,248 3,893
Other Liabilities
3,647 3,557
6 115
3,653 3,672
11,901 7,565
Shareholders’ EQUILY ............oooiiiiiiieie ettt ettt et e bt b e e e ee e b e e neeeneeeneesreeneenas 54,452 53,505
Total Liabilities and Shareholders’ EQUIty...............cccioiiiiiiiiiii e $ 66,353 $ 61,070
Condensed Statements of Income Year Ended December 31,
2007 2006 2005
Income
Dividends from SUDSIIAIY ...........cccoiiiiiiiiiciecie e $ 4,769 $ 1,545 $ 2,826
(13T T To oo TSRS (209) 253 221
B [o] =1 N[ ToTo] o 1 = 4,560 1,798 3,047
EXPENSES ...ttt ettt e et e e nt e e aneeeeneeeeseeeneeenaeans 472 440 259
Income before income tax and equity in undistributed
INCOME Of SUDSIAIANY ... .eeee e e e e e s eee e e e e 4,088 1,358 2,788
Income tax benefit (257) (61) (15)
Income before equity in undistributed income of subsidiary...........ccccccoviviriieniiiniien 4,345 1,419 2,803
Equity in undistributed income of subsidiary...........cccoooiiiiiiii 3,461 6,167 4,420
NEE INCOME ... ..ottt e e e e e e e e e et e e eaeeeae e $ 7,806 $ 7,586 $ 7,223
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Note 18: Condensed Financial Information (Parent Company Only) (continued

Condensed Statements of Cash Flows Year Ended December 31,
2007 2006 2005
Operating Activities
INEE INCOMIE ..ottt ettt ettt et et et et et e e et eee e et et et et e et et e et et et eee et eeeeneeeeeane $ 7,806 $ 7,586 $ 7,223
Iltems not requiring cash:
Equity in undistributed iNCOME ........ccooiiiiie e (3,461) (6,167) (4,420)
Tax effect of nonqualified Stock Option EXErCiSE ..........ccieeiieiiiiiiiieieeeee e - - 8
Other adJUSIMENTS.......c..oiiiiiiiiee et (293) 37 184
Net cash provided by operating activities 4,052 1,456 2,995
Investing Activities
Investment in trust preferred StoCK..........c.ooiiiiiiiiii (155) (93) -
Investment in available for sale SECUTtIES ..........ccciiririiiiiie e (13) - -
Pay dOWn ESOT I0N.......cc.oiiiiiiiiiiirie ittt 97 101 79
Net cash provided by (used in) investing activities ...........cccccverieeviiniie e (71) 8 79
Financing Activities
D1V To =T o 3o T 1o USRS (3,061) (3,150) (3,132)
Cash paid for fractional SNAres ............ccociiiiiiiiii e - - (1)
Proceeds from trust preferred debenture 5,155 3,093 -
Net change iN DOTOWINGS ......oouieiiieiie ettt sneeesneeennes (800) 800 -
StOCK OPLIONS EXEICISEA .....eeieieiiieciieciee ettt e e e e nne e e sneeeeneeenneeens - 51 66
Repurchase of COmMMON StOCK ........ccoiiiiiiiiie e (5,062) (2,162) (66)
Net cash used by financing actiVities ..........cceeivieeiieie e (3,768) (1,368) (3,133)
Net Change in Cash ... 213 96 (59)
Cash at Beginning Of YEAI .............ccccoiiiiiiiiiiiicn et 209 113 172
Cash at ENA Of YA ..........ocooiiiiiiiiieet ettt $ 422 $ 209 $ 113
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Note 19: Quarterly Results of Operations for the Years Ended December 31, 2007 and 2006 (Unaudited

Weighted Average Net Income
Shares Outstanding Per Share
Quarter Interest Interest Net Interest  Provision for Net
Ended Income Expense Income Loan Losses Income Basic Diluted Basic Diluted
2007
March ......ccoeeee $ 11,852 § 6,121 $ 5731 $ 285 $ 2,012 6,440,420 6,466,126  $0.312  $ 0.311
June......cooen 12,249 6,396 5,853 255 2190 6,298,724 6,324,960 0.348 0.346
September........... 12,232 6,528 5,704 345 1,998 6,228,789 6,256,710 0.321 0.319
December............ 12,141 6,390 5,751 1,150 1,606 6,213,450 6,236,779 0.259 0.258

$ 48474 $25435 $ 23,039 $ 2,035 $§ 7,806 6,294,519 6,320,317 1.240 1.235

2006

March ... $ 10175 § 4,744 $ 5431 $ 300 $ 1,773 6,608,905 6,629,671 $0.268 $0.267
June............. 10,956 5,273 5,683 300 1,941 6,610,830 6,631,551 0.294 0.293
September........... 11,590 5,796 5,794 300 2,063 6,574,798 6,598,229 0.312 0.311
December............ 11,922 6,165 5,757 300 1,819 6,501,837 6,527,635 0.280 0.279

$ 44643 $21,978 $ 22,665 $ 1,200 $§ 7,586 6,574,092 6,596,772 1.154 1.150

During the fourth quarter of 2007 Management augmented the Company’s allowance for loan loss by $1,150,000, which is a
significant increase when compared to the three prior quarters of 2007, and all of 2006. The increase in the Company’s allowance
for loan losses resulted from Management’s regular assessment of asset quality (e.g., level of non-performing assets and loan
delinquencies), evaluation of specific credits, economic trends and other factors. Management feels this increase will mitigate future
issues with loans that are currently being criticized.

Note 20: Future Accounting Pronouncements
In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes

a framework for measuring fair value in generally accepted accounting standards and expands disclosures about fair value
measurements. SFAS No. 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007 and
interim periods within those fiscal years. The adoption of SFAS No. 157 on January 1, 2008 did not have a material impact on our
financial condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities; including
an Amendment of FASB Statement No. 115” (SFAS No. 159). SFAS No. 159 permits entities with an irrevocable option to report
most financial assets and liabilities at fair value, with subsequent changes in fair value reported in earnings. The election can be
applied on an instrument-by-instrument basis. The statement establishes presentation and disclosure requirements designed

to facilitate comparisons between entities that choose different measurement attributes for similar types of assets and liabilities.
Unrealized gains and losses on items for which the fair value option has been elected will be recognized in earnings at each
subsequent reporting date. The adoption of SFAS No. 159 on January 1, 2008 did not have a material impact on our financial
condition or results of operations.
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Five-Year Total Shareholder Return

The indexed graph below indicates Monroe Bancorp’s total return to its shareholders on its common stock for the past five years, assuming
dividend reinvestment, as compared to total returns for the Russell 2000 Index and the Bancorp’s peer group index (which is a line-of-
business index prepared by an independent third party consisting of banks with assets between $500 million and $1 billion). The comparison
of total return on investment for each of the periods assumes that $100 was invested on January 1, 2003, in each of Monroe Bancorp, the
Russell 2000 Index, and the peer group index.

The values for Monroe Bancorp’s stock are the year-end closing price per share as reported by NASDAQ.
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Index 12/31/02 12/31/03 12/31/04 12/31/05 12/30/06 12/31/07
Monroe Bancorp.......ccceeveveeeiiiiiieeiiee e 100.00 108.61 142.83 142.89 154.24 151.61
Russell 2000 ........cooooieeiiiiieeeeee e 100.00 147.25 174.24 182.18 215.64 212.26
SNL $500M-$1B Bank Index .......c.cceeueeeeee. 100.00 144.19 163.41 170.41 193.81 155.31
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SHAREHOLDER INFORMATION

Price Per Share

2007 2006 Dividends Declared
Quarter High Low High Low 2007 2006
First Quarter.............. $ 179 $ 1620 $ 16.00 $ 15.00 $ 0.12 $ 0.12
Second Quarter......... 17.54 16.00 15.93 15.10 0.12 0.12
Third Quarter ............. 18.77 16.50 15.46 16.74 0.12 0.12
Fourth Quarter........... 17.99 15.42 16.38 17.31 0.13 0.12

Monroe Bancorp common stock is traded on the
NASDAQ Global Market under the trading symbol
MROE (Cusip #6103-13-108). At the close of business
on December 31, 2007, there were 6,227,550 shares
outstanding held by 265 shareholders of record.
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Smith Barney

Susquehanna Financial Group, LLP
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Stockholders and interested investors may obtain
information about the Company upon written
request or by calling:

Monroe Bancorp

210 E. Kirkwood Avenue

Bloomington, IN 47408

Attention: Mark D. Bradford

President and Chief Executive Officer

(812) 336-0201

bradford@monroebank.com

Registrar and Transfer Company
10 Commerce Drive

Cranford, New Jersey 07016
(800) 368-5948
frodriguez@rtco.com

Monroe Bancorp, upon request and without
charge, will furnish shareholders, security
analysts and investors a copy of Form
10-K filed with the Securities and Exchange
Commission. Please contact:

David T. Meier

Vice President, Director of Finance

Monroe Bancorp

210 E. Kirkwood Avenue

Bloomington, IN 47408

(812) 336-0201

meierd@monroebank.com
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« Link to SEC filings

Monroe Bancorp is an independently owned bank
holding company headquartered in Bloomington,
Indiana, with Monroe Bank as its wholly owned
subsidiary. The Bank is locally owned and
managed, and offers a full range of financial,

trust and investment services through banking
centers located in Monroe, Lawrence, Jackson,
and Hendricks Counties. A new banking center in
Hamilton County is scheduled to open in the late
summer of 2008.

The 2007 Annual Meeting of Shareholders will

be held on April 24, 2008, at 10:00 a.m. at the
Bloomington/Monroe County Convention Center,
302 South College Avenue, Bloomington, Indiana.
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This statement has not been reviewed, or confirmed
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