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Information included in or incorporated by reference in this Annual Report on Form 10-K, our other filings with the Securities and Exchange
Commission and our press releases or other public statements, contain or may contain “forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. Please refer to a discussion of our forward- looking statements and associated risks in Item I,
“Business — Forward-Looking Statements and Associated Risks” and our discussion of risk factors in Item 1A, “Risk Factors” in this Annual
Report on Form 10-K.

PART I
Item 1. Business.

General.

German American Bancorp, Inc. is a financial services holding company based in Jasper, Indiana. The Company’s Common Stock
is traded on NASDAQ’s Global Select Market under the symbol GABC. The principal subsidiary of German American Bancorp,
Inc., is its banking subsidiary, German American Bancorp, which operates through 28 retail banking offices in the ten contiguous
Southern Indiana counties of Daviess, Dubois, Gibson, Knox, Lawrence, Martin, Monroe, Perry, Pike, and Spencer. German
American Bancorp, Inc., also owns a trust, brokerage, and financial planning subsidiary, which operates from the banking offices of
the bank subsidiary and a full line property and casualty insurance agency with seven insurance agency offices throughout its
market area.

Throughout this report, when we use the term “Company”, we will usually be referring to the business and affairs (financial and
otherwise) of the Company and its consolidated subsidiaries as a whole. Occasionally, we will refer to the term “parent company”
or “holding company” when we mean to refer to only German American Bancorp, Inc.

The Company’s lines of business include retail and commercial banking, mortgage banking, comprehensive financial planning, full
service brokerage and trust administration, and a full range of personal and corporate insurance products. Financial and other
information by segment is included in Note 16 — Segment Information of the Notes to the Consolidated Financial Statements
included in Item 8 of this Report and is incorporated into this Item 1 by reference. Substantially all of the Company’s revenues are
derived from customers located in, and substantially all of its assets are located in, the United States.

Subsidiaries.

The Company’s principal operating subsidiaries are described in the following table:

1) Name 2) Type of Business 3) Principal Office Location
German American Bancorp Commercial Bank Jasper, IN
German American Insurance, Inc. Multi-Line Insurance Agency Jasper, IN

German American Financial Advisors & Trust Company Trust, Brokerage, Financial Planning  Jasper, IN

Two of these subsidiaries (German American Bancorp and German American Insurance, Inc.) do business in the various
communities served by the Company under distinctive trade names that relate to the names under which the Company (or a
predecessor) has done banking or insurance business with the public in those communities in prior years.

Competition.

The industries in which the Company operates are highly competitive. The Company’s subsidiary bank competes for commercial
and retail banking business within its core banking segment not only with financial institutions that have offices in the same
counties but also with financial institutions that compete from other locations in Southern Indiana and elsewhere. The Company’s
subsidiaries compete with commercial banks, savings and loan associations, savings banks, credit unions, production credit
associations, federal land banks, finance companies, credit card companies, personal loan companies, investment brokerage firms,
insurance agencies, insurance companies, lease finance companies, money market funds, mortgage companies, and other non-
depository financial intermediaries. Many of these banks and other organizations have substantially greater resources than the
Company.

Employees.

At February 28, 2009 the Company and its subsidiaries employed approximately 342 full-time equivalent employees. There are no
collective bargaining agreements, and employee relations are considered to be good.



Regulation and Supervision.

The Company is subject to regulation and supervision by the Board of Governors of the Federal Reserve System (“FRB”) under the
Bank Holding Company Act of 1956, as amended (“BHC Act”), and is required to file with the FRB annual reports and such
additional information as the FRB may require. The FRB may also make examinations or inspections of the Company. Under
FRB policy, the Company is expected to act as a source of financial strength to its bank subsidiary, and to commit resources to
support that subsidiary, even in circumstances where the Company might not do so absent such an FRB policy.

The Company’s subsidiary bank is under the supervision of and subject to examination by the Indiana Department of Financial
Institutions (“DFI”), and the Federal Deposit Insurance Corporation (“FDIC”). Regulation and examination by banking regulatory
agencies are primarily for the benefit of depositors rather than shareholders.

With certain exceptions, the BHC Act prohibits a bank holding company from engaging in (or acquiring direct or indirect control
of more than 5 percent of the voting shares of any company engaged in) nonbanking activities. One of the principal exceptions to
this prohibition is for activities deemed by the FRB to be “closely related to banking.” Under current regulations, bank holding
companies and their subsidiaries are permitted to engage in such banking-related business ventures as consumer finance; equipment
leasing; credit life insurance; computer service bureau and software operations; mortgage banking; and securities brokerage.

Under the BHC Act, certain well-managed and well-capitalized bank holding companies may elect to be treated as a “financial
holding company” and, as a result, be permitted to engage in a broader range of activities that are “financial in nature” and in
activities that are determined to be incidental or complementary to activities that are financial in nature. These activities include
underwriting; dealing in and making a market in securities; insurance underwriting and agency activities; and merchant banking.
Banks may also engage through financial subsidiaries in certain of the activities permitted for financial holding companies, subject
to certain conditions. The Company has not elected to become a financial holding company and its subsidiary bank has not elected
to form financial subsidiaries.

The Company's bank subsidiary and that bank’s subsidiaries may generally engage in activities that are permissible activities for
state chartered banks under Indiana banking law, without regard to the limitations that might apply to such activities under the BHC
Act if the Company were to engage directly in such activities at the parent company level or through parent company subsidiaries
that were not also bank subsidiaries.

Indiana law and the BHC Act restrict certain types of expansion by the Company and its bank subsidiary. The Company and its
subsidiaries may be required to apply for prior approval from (or give prior notice and an opportunity for review to) the FRB, the
DFI, and/or other bank regulatory or other regulatory agencies, as a condition to the acquisition or establishment of new offices, or
the acquisition (by merger or consolidation, purchase or otherwise) of the stock, business or properties of other banks or other
companies.

The earnings of commercial banks and their holding companies are affected not only by general economic conditions but also by
the policies of various governmental regulatory authorities. In particular, the FRB regulates money and credit conditions and
interest rates in order to influence general economic conditions, primarily through open-market operations in U.S. Government
securities, varying the discount rate on bank borrowings, and setting reserve requirements against bank deposits. These policies
have a significant influence on overall growth and distribution of bank loans, investments and deposits, and affect interest rates
charged on loans and earned on investments or paid for time and savings deposits. FRB monetary policies have had a significant
effect on the operating results of commercial banks in the past and this is expected to continue in the future. The general effect, if
any, of such policies upon the future business and earnings of the Company cannot accurately be predicted.

The Company and its bank subsidiary are required by law to maintain minimum levels of capital. These required capital levels are
expressed in terms of capital ratios, known as the leverage ratio and the capital to risk-based assets ratios. The Company and its
bank subsidiary each exceeded the minimum required capital levels for each measure of capital adequacy as of December 31, 2008.
See Note 9 to the Company's consolidated financial statements that are presented in Item 8 of this Report, which Note 9 is
incorporated herein by reference.

Also, federal regulations define five categories of financial institutions for purposes of implementing prompt corrective action and
supervisory enforcement requirements of the Federal Deposit Insurance Corporation Improvements Act of 1991. The category to
which the most highly capitalized institutions are assigned is termed “well-capitalized.” Institutions falling into this category must
have a total risk-based capital ratio (the ratio of total capital to risk-weighted assets) of at least 10%, a Tier 1 risk-based capital
ratio (the ratio of Tier 1, or “core”, capital to risk-weighted assets) of at least 6%, a leverage ratio (the ratio of Tier 1 capital to total
assets) of at least 5%, and must not be subject to any written agreement, order, or directive from its regulator relative to meeting
and maintaining a specific capital level. On December 31, 2008, the Company had a total risk-based capital ratio of 11.42%, a Tier
1 risk-based capital ratio of 9.37% (based on Tier 1 capital of $89,507,000 and total risk-weighted assets of $954,833,000), and a
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leverage ratio of 7.54%. The Company’s affiliate bank met all of the requirements of the “well-capitalized” category. In addition
the Company meets the requirements of the FRB to be considered a “well-capitalized” bank holding company. Accordingly, the
Company does not expect these regulations to significantly impact operations.

The parent company is a corporation separate and distinct from its bank and other subsidiaries. Most of the parent company’s
revenues historically have been comprised of dividends, fees, and interest paid to it by its bank subsidiary, and this is expected to
continue in the future. This subsidiary is subject to statutory restrictions on its ability to pay dividends. The FRB possesses
enforcement powers over bank holding companies and their non-bank subsidiaries that enable it to prevent or remedy actions that
in its view may represent unsafe or unsound practices or violations of applicable statutes and regulations. Among these powers is
the ability in appropriate cases to proscribe the payment of dividends by banks and bank holding companies. The FDIC and DFI
possess similar enforcement powers over the bank subsidiary. The “prompt corrective action” provisions of federal banking law
impose further restrictions on the payment of dividends by insured banks which fail to meet specified capital levels and, in some
cases, their parent bank holding companies.

Federal Deposit Insurance Assessments.

The deposits of the Company’s bank subsidiary are insured up to applicable limits by the Deposit Insurance Fund, or the DIF, of
the FDIC and are subject to deposit insurance assessments to maintain the DIF. The FDIC utilizes a risk-based assessment system
that imposes insurance premiums based upon a risk matrix that takes into account a bank's capital level and supervisory rating.

Effective January 1, 2007, the FDIC imposed deposit assessment rates based on the risk category of the bank subsidiary. Risk
Category I is the lowest risk category while Risk Category 1V is the highest risk category. Because of favorable loss experience
and a healthy reserve ratio in the Bank Insurance Fund, or the BIF, of the FDIC, well-capitalized and well-managed banks, have in
recent years paid minimal premiums for FDIC insurance. With the additional deposit insurance, a deposit premium refund, in the
form of credit offsets, was granted to banks that were in existence on December 31, 1996 and paid deposit insurance premiums
prior to that date. For 2008, the Company’s subsidiary bank utilized the credits to offset a majority of its 2007 FDIC insurance
assessment.

For 2007 and 2008, the Company’s subsidiary bank qualified for the best rating, Risk Category 1. For banks under $10 billion in
total assets in Risk Category I, the 2007 and 2008 deposit assessment ranged from 5 to 7 basis points of total qualified deposits.
The actual assessment is dependent upon certain risk measures as defined in the final rule.

On October 16, 2008, the FDIC published a restoration plan designed to replenish the Deposit Insurance Fund over a period of five
years and to increase the deposit insurance reserve ratio, which decreased to 1.01% of insured deposits on June 30, 2008, to the
statutory minimum of 1.15% of insured deposits by December 31, 2013. In order to implement the restoration plan, the FDIC
proposes to change both its risk-based assessment system and its base assessment rates. For the first quarter of 2009 only, the
FDIC increased all FDIC deposit assessment rates by 7 basis points. These new rates range from 12 to 14 basis points for Risk
Category I institutions to 50 basis points for Risk Category IV institutions. "

Under the FDIC's restoration plan, the FDIC proposes to establish new initial base assessment rates that will be subject to
adjustment as described below. Beginning April 1, 2009, the base assessment rates would range from 10 to 14 basis points for Risk
Category I institutions to 45 basis points for Risk Category IV institutions.

Changes to the risk-based assessment system would include increasing premiums for institutions that rely on excessive amounts of
brokered deposits, increasing premiums for excessive use of secured liabilities (including Federal Home Loan Bank advances),
lowering premiums for smaller institutions with very high capital levels, and adding financial ratios and debt issuer ratings to the
premium calculations for banks with over $10 billion in assets, while providing a reduction for their unsecured debt.

Either an increase in the Risk Category of the Company’s bank subsidiary or adjustments to the base assessment rates could result
in a material increase in our expense for federal deposit insurance.

In addition, all institutions with deposits insured by the FDIC are required to pay assessments to fund interest payments on bonds
issued by the Financing Corporation (FICO), a mixed-ownership government corporation established to recapitalize a predecessor
to the Deposit Insurance Fund. The current annualized assessment rate is 1.14 basis points, or approximately .285 basis points per
quarter. These assessments will continue until the Financing Corporation bonds mature in 2019.



Recent Legislative and Regulatory Developments.

In response to unprecedented market turmoil, the Emergency Economic Stabilization Act of 2008 (“EESA™) was enacted on
October 3, 2008. EESA authorizes the U.S. Treasury Department to provide up to $700 billion in funding for the financial services
industry. Pursuant to the EESA, the Treasury was initially authorized to use $350 billion for the Troubled Asset Relief Program
(“TARP”). Of this amount, Treasury allocated $250 billion to the TARP Capital Purchase Program (“CPP”). On January 15,
2009, the second $350 billion of TARP monies was released to the Treasury. The Secretary's authority under TARP expires on
December 31, 2009 unless the Secretary certifies to Congress that an extension is necessary, provided that his authority may not be
extended beyond October 3, 2010.

EESA temporarily raised the basic limit on federal deposit insurance coverage from $100,000 to $250,000 per depositor. The
temporary increase in deposit insurance coverage became effective on October 3, 2008. EESA provides that the basic deposit
insurance limit will return to $100,000 after December 31, 2009.

On October 14, 2008, the FDIC announced the Temporary Liquidity Guarantee Program (“TLGP”). The final rule was adopted on
November 21, 2008. The FDIC stated that its purpose is to strengthen confidence and encourage liquidity in the banking system by
guaranteeing newly issued senior unsecured debt of banks of 31 days or greater, thrifts, and certain holding companies, and by
providing full deposit insurance coverage of all transaction accounts, regardless of dollar amount. Inclusion in the program was
voluntary. Participating institutions are assessed fees based on a sliding scale, depending on length of maturity. Shorter-term debt
has a lower fee structure and longer-term debt has a higher fee. The range is from 50 basis points on debt of 180 days or less, and a
maximum of 100 basis points for debt with maturities of one year or longer, on an annualized basis. A 10-basis point surcharge is
added to a participating institution's current insurance assessment in order to fully cover all transaction accounts. The Company’s
bank subsidiary elected to participate in both parts of the TLGP.

Status of the Company's Opportunity to Obtain Additional Equity Capital Under EESA.

In November 2008, the Company applied to participate in the CPP. By letter dated January 26, 2009, the Treasury Department
advised the Company that the application had been accepted, and the Treasury Department offered to invest up to $25 million in
newly issued shares of preferred stock of the Company under the terms and conditions of the CPP. As part of its investment, the
Treasury Department also would receive warrants to purchase common stock of the Company having an aggregate market price of
15% of the investment amount. Under the terms of the Company's approval to participate in the CPP, the Company was required to
close upon the investment transaction within 30 days of the date of the January 26 letter.

During the thirty-day closing period established by the Treasury Department letter, the Company's Board of Directors authorized a
special committee of the Board to further evaluate not only the possible CPP investment plan but also an alternative plan to
augment the Company's regulatory capital. After further evaluation, the special committee determined that proceeding with an
alternative capital plan was in the best interests of the Company and that the Company should defer taking any action to close upon
the financing available to it under the CPP. Accordingly, the Company on February 20, 2009 requested that the Treasury
Department indefinitely postpone the Company's closing under the CPP. The Company’s Board of Directors on March 2, 2009,
ratified the committee’s determination to postpone the closing of the CPP financing, and determined that the Company should
decline participation in the CPP and should advise the Treasury Department that it was withdrawing its CPP application. On
March 3, 2009, the Company advised the Treasury Department to this effect.

Internet Address: Internet Availability of SEC Reports.

The Company's Internet address is www.germanamericanbancorp.com.

The Company makes available, free of charge through the Shareholder Information section of its Internet website, a link to the
Internet website of the Securities and Exchange Commission (SEC) by which the public may view the Company’s annual report on
Form 10-K, its quarterly reports on Form 10-Q, its current reports on Form 8-K and any amendments to those reports filed or
furnished pursuant to Section 13(a) of the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable after
those reports are filed with or furnished to the SEC.

Forward-Looking Statements and Associated Risks.

The Company from time to time in its oral and written communications makes statements relating to its expectations regarding the

future. These types of statements are considered “forward-looking statements” within the meaning of the Private Securities

Litigation Reform Act of 1995. Such forward-looking statements can include statements about the Company’s net interest income

or net interest margin; adequacy of allowance for loan losses, and the quality of the Company’s loans, investment securities and

other assets; simulations of changes in interest rates; litigation results; dividend policy; estimated cost savings, plans and objectives
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for future operations; and expectations about the Company’s financial and business performance and other business matters as well
as economic and market conditions and trends. All statements other than statements of historical fact included in this report,
including statements regarding our financial position, business strategy and the plans and objectives of our management for future

operations, are forward-looking statements. When used in this report, words such as “anticipate”, “believe”, “estimate”, “expect”,
“intend”, and similar expressions, as they relate to us or our management, identify forward-looking statements.

Such forward-looking statements are based on the beliefs of our management, as well as assumptions made by and information
currently available to our management, and are subject to risks, uncertainties, and other factors.

Actual results may differ materially and adversely from the expectations of the Company that are expressed or implied by any
forward-looking statement. The discussions in Item 1A, “Risk Factors,” and in Item 7 of this Form 10-K, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” list some of the factors that could cause the Company’s
actual results to vary materially from those expressed or implied by any forward-looking statements. Other risks, uncertainties, and
factors that could cause the Company’s actual results to vary materially from those expressed or implied by any forward-looking
statement include but not limited to:

e the unknown future direction of interest rates and the timing and magnitude of any changes in interest rates;

e changes in competitive conditions;

e the introduction, withdrawal, success and timing of asset/liability management strategies or of mergers and
acquisitions and other business initiatives and strategies;

e changes in customer borrowing, repayment, investment and deposit practices;
e changes in fiscal, monetary and tax policies;
e changes in financial and capital markets;

e  continued deterioration in general economic conditions, either nationally or locally, resulting in, among other
things, credit quality deterioration;

e capital management activities, including possible future sales of new securities, or possible repurchases or
redemptions by the Company of outstanding debt or equity securities;

e factors driving impairment charges on investments;
o the impact, extent and timing of technological changes;

e litigation liabilities, including related costs, expenses, settlements and judgments, or the outcome of matters
before regulatory agencies, whether pending or commencing in the future;

e actions of the Federal Reserve Board;
e changes in accounting principles and interpretations;

e actions of the Department of the Treasury and the Federal Deposit Insurance Corporation under the EESA and
the Federal Deposit Insurance Act and other legislative and regulatory actions and reforms; and

e the continued availability of earnings and excess capital sufficient for the lawful and prudent declaration and
payment of cash dividends.

Such statements reflect our views with respect to future events and are subject to these and other risks, uncertainties and
assumptions relating to the operations, results of operations, growth strategy and liquidity of the Company. Readers are cautioned
not to place undue reliance on these forward-looking statements. It is intended that these forward-looking statements speak only as
of the date they are made. We do not undertake any obligation to release publicly any revisions to these forward-looking statements
to reflect future events or circumstances or to reflect the occurrence of unanticipated events.



Item 1A. Risk Factors.

While we have a history of profitability and operate with capital that exceeds the requirements of bank regulatory agencies, the
financial services industry in which we operate has been adversely affected by the current economic emergency conditions.
Further, an investment in our common stock (like an investment in the equity securities of any business enterprise) is subject to
other investment risks and uncertainties. The following describes some of the principal risks and uncertainties to which our
industry in general, and we and our assets and businesses specifically, are subject; other risks are briefly identified in our
cautionary statement that is included under the heading “Forward-Looking Statements and Associated Risks” in Part I, Item 1,
“Business.” Although we seek ways to manage these risks and uncertainties and to develop programs to control those that we can,
we ultimately cannot predict the future. Future results may differ materially from past results, and from our expectations and plans.

Risks Related to the Financial Services Industry Including Recent Market, Legislative and Regulatory Events

Difficult national market conditions have adversely affected our industry.

Declines in the housing market over the past few years, falling home prices and increasing foreclosures, unemployment and under-
employment have negatively impacted the credit performance of loans that were related to real estate and resulted in significant
write-downs of asset values by many financial institutions. These write-downs have caused many financial institutions to seek
additional capital, to reduce or eliminate dividends, to merge with larger and stronger institutions and, in some cases, to fail.
Reflecting concern about the stability of the financial markets, many lenders and institutional investors have reduced or ceased
providing funding to borrowers, including to other financial institutions. This market turmoil and tightening of credit have on a
national basis generally led to an increased level of commercial and consumer delinquencies, lack of consumer confidence,
increased market volatility and widespread reduction of business activity. These conditions can place downward pressure on the
credit worthiness of bank customers and their inclinations to borrow. A continued or worsening disruption and volatility could
negatively impact customers' ability to seek new loans or to repay existing loans. The personal wealth of many borrowers and
guarantors could be negatively impacted by the recent severe market declines. To date, the impact of these adverse conditions in
the primary market areas of Southern Indiana that we serve has generally not been as severe as in other areas of Indiana and the
United States. If current levels of market disruption and volatility worsen in our primary service areas, however, we could
experience an adverse effect, which may be material, on our ability to access capital and on our business, financial condition and
results of operations.

There can be no assurance that recently enacted legislation will stabilize the U.S. financial system.

The U.S. Treasury and banking regulators are implementing a number of programs under the Emergency Economic Stabilization
Act of 2008 and otherwise to address capital and liquidity issues in the banking system. There can be no assurance as to the actual
impact that these programs will have on the financial markets, including the extreme levels of volatility and limited credit
availability currently being experienced. The failure of these programs to stabilize the financial markets and a continuation or
worsening of current financial market conditions could materially and adversely affect our business, financial condition, results of
operations, or access to credit. We may be required to pay higher FDIC premiums than those published for 2009 because market
developments have impacted the deposit insurance fund of the FDIC and reduced the ratio of reserves to insured deposits. See Part
I, Item 1, “Business -- Federal Deposit Insurance Assessments,” for more information.

We operate in a highly regulated environment and changes in laws and regulations to which we are subject may adversely affect
our results of operations.

The banking industry in which we operate is subject to extensive regulation and supervision under federal and state laws and
regulations. The restrictions imposed by such laws and regulations limit the manner in which we conduct our business, undertake
new investments and activities and obtain financing. These regulations are designed primarily for the protection of the deposit
insurance funds and consumers and not to benefit our shareholders. Financial institution regulation has been the subject of
significant legislation in recent years and may be the subject of further significant legislation, none of which is in our control.
Significant new laws or changes in, or repeals of, existing laws (including changes in federal or state laws affecting corporate
taxpayers generally or financial institutions specifically) could have a material adverse effect on our business, financial condition,
results of operations or liquidity. Further, federal monetary policy, particularly as implemented through the Federal Reserve
System, significantly affects credit conditions, and any unfavorable change in these conditions could have a material adverse effect
on our business, financial condition, results of operations or liquidity.



Additional Risks Related to Qur Operations and Business and Financial Strategies

If our actual loan losses exceed our estimates, our earnings and financial condition will be impacted.

A significant source of risk for any bank or other enterprise that lends money arises from the possibility that losses will be sustained
because borrowers, guarantors and related parties may fail (because of financial difficulties or other reasons) to perform in
accordance with the terms of their loan agreements. In our case, we originate many loans that are secured, but some loans are
unsecured depending on the nature of the loan. With respect to secured loans, the collateral securing the repayment of these loans
includes a wide variety of real and personal property that may be insufficient to cover the obligations owed under such loans, due to
adverse changes in collateral values caused by changes in prevailing economic, environmental and other conditions, including
declines in the value of real estate and other external events.

We could be adversely affected by changes in interest rates.

Our earnings and cash flows are largely dependent upon our net interest income. Interest rates are highly sensitive to many factors
that are beyond our control, including general economic conditions, demand for loans, securities and deposits, and policies of
various governmental and regulatory agencies and, in particular, the monetary policies of the Board of Governors of the Federal
Reserve System. If the interest rates paid on deposits and other borrowings increase at a faster rate than the interest rates received
on loans and other investments, our net interest income, and therefore earnings, could be adversely affected. Earnings could also be
adversely affected if the interest rates received on loans and other investments fall more quickly than the interest rates paid on
deposits and other borrowings. Any substantial, unexpected, prolonged change in market interest rates could have a material
adverse effect on our financial condition, results of operations, and cash flows.

Our success is tied to the economic vitality of our Southern Indiana markets.

We conduct business from offices that are exclusively located in ten contiguous counties of Southern Indiana, from which
substantially all of our customer base is drawn. Because of the geographic concentration of our operations and customer base, our
results depend largely upon economic conditions in this area. To date, the impact of the nation's adverse economic conditions in
the primary market areas of Southern Indiana that we serve has generally not been as severe as in other areas of Indiana and the
United States. If current levels of market disruption and volatility worsen in our primary service areas, however, the quality of our
loan portfolio, and the demand for our products and services, could be adversely affected, and this could have a material adverse
effect on our business, financial condition, results of operations or liquidity.

We face substantial competition.

The banking and financial services business in our markets is highly competitive. We compete with much larger regional, national,
and international competitors, including competitors that have no (or only a limited number of) offices physically located within
our markets. In addition, new banks could be organized in our market area which might bid aggressively for new business to
capture market share in these markets. Developments increasing the nature or level of our competition, or decreasing the
effectiveness by which we compete, could have a material adverse effect on our business, financial condition, results of operations
or liquidity. See also Part I, Item 1, of this report, “Business--- Competition,” and “Business ---Regulation and Supervision.”

The manner in which we report our financial condition and results of operations may be affected by accounting changes.

Our financial condition and results of operations that are presented in our consolidated financial statements, accompanying notes to
the consolidated financial statements, and selected financial data appearing in this report, are, to a large degree, dependent upon our
accounting policies. The selection of and application of these policies involve estimates, judgments and uncertainties that are
subject to change, and the effect of any change in estimates or judgments that might be caused by future developments or resolution
of uncertainties could be materially adverse to our reported financial condition and results of operations. In addition, authorities
that prescribe accounting principles and standards for public companies from time to time change those principles or standards or
adopt formal or informal interpretations of existing principles or standards. Such changes or interpretations (to the extent
applicable to us) could result in changes that would be materially adverse to our reported financial condition and results of
operations.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. An inability to raise funds through deposits, borrowings, the sale of securities or loans and
other sources could have a substantial negative effect on our liquidity. Our access to funding sources in amounts adequate to
finance our activities or the terms of which are acceptable to us could be impaired by factors that affect us specifically or the
financial services industry or economy in general. Although we have historically been able to replace maturing deposits and
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borrowings as necessary, we might not be able to replace such funds in the future if, among other things, our results of operations
or financial condition or the results of operations or financial condition of our lenders or market conditions were to change.

The value of securities in our inyestment securities portfolio may be negatively affected by continued disruptions in securities
markets.

The market for investment securities has become extremely volatile over the past twelve months. Volatile market conditions may
detrimentally affect the value of securities that we hold in our investment portfolio, such as through reduced valuations due to the
perception of heightened credit and liquidity risks. There can be no assurance that declines in market value associated with these

disruptions will not result in other than temporary impairments of these assets, which would lead to accounting charges that could
have a material adverse effect on our net income and capital levels.

The soundness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of other
financial institutions. Financial services companies are interrelated as a result of trading, clearing, counterparty, or other
relationships. We have exposure to many different industries and counterparties, and we routinely execute transactions with
counterparties in the financial services industry, including brokers and dealers, commercial banks, investment banks, mutual and
hedge funds, and other institutional clients. As a result, defaults by, or even rumors or questions about, one or more financial
services companies, or the financial services industry generally, have led to market-wide liquidity problems and could lead to losses
or defaults by us or by other institutions. Many of these transactions expose us to credit risk in the event of default of our
counterparty or client. In addition, our credit risk may be exacerbated when the collateral held by us cannot be realized or is
liquidated at prices not sufficient to recover the full amount due us.

We are dependent on key personnel and the loss of one or more of those key personnel could harm our business.

Competition for qualified employees and personnel in the financial services industry (including banking personnel, trust and
investments personnel, and insurance personnel) is intense and there are a limited number of qualified persons with knowledge of
and experience in our local Southern Indiana markets. Our success depends to a significant degree upon our ability to attract and
retain qualified loan origination executives, sales executives for our trust and investment products and services, and sales
executives for our insurance products and services. We also depend upon the continued contributions of our management
personnel, and in particular upon the abilities of our senior executive management, and the loss of the services of one or more of
them could harm our business.

Our controls and procedures may fail or be circumvented.

Management regularly reviews and updates our internal controls, disclosure controls and procedures, and corporate governance
policies and procedures. Any system of controls, however well designed and operated, is based in part on certain assumptions and
can provide only reasonable, not absolute, assurances that the objectives of the system are met. Any failure or circumvention of our
controls and procedures or failure to comply with regulations related to controls and procedures could have a material adverse
effect on our business, results of operations, cash flows and financial condition.

We are subject to security and operational risks relating to our use of technology that could damage our reputation and our
business.

We rely heavily on communications and information systems to conduct our business. Any failure, interruption or breach in
security of these systems could result in failures or disruptions in our customer relationship management, general ledger, deposit,
loan and other systems. The occurrence of any failures, interruptions or security breaches of information systems used to process
customer transactions could damage our reputation, result in a loss of customer business, subject us to additional regulatory
scrutiny, or expose us to civil litigation and possible financial liability.

We face risks associated with acquisitions or mergers.

We may pursue acquisition or merger opportunities in the future. Risks commonly encountered in merger and acquisitions include,
among other things, difficulty of integrating the operations, systems and personnel of acquired companies and branches; potential
disruption of our ongoing business; potential diversion of our management's time and attention; potential exposure to unknown or
contingent liabilities of the acquired or merged company; exposure to potential asset quality issues of the acquired or merged
company; possible loss of key employees and customers of the acquired or merged company; difficulty in estimating the value of
the acquired or merged company; and environmental liability with acquired loans, and their collateral, or with any real estate. We
may not be successful in overcoming these risks or any other problems encountered in connection with mergers or acquisitions.
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We are exposed to risk of environmental liabilities with respect to properties to which we take title.

In the course of our business, we may own or foreclose and take title to real estate, and could be subject to environmental liabilities
with respect to these properties (including liabilities for property damage, personal injury, investigation and clean-up costs incurred
by these parties in connection with environmental contamination), or may be required to investigate or clean up hazardous or toxic
substances, or chemical releases at a property.

Item 1B. Unresolved Staff Comments. None.

Item 2. Properties.

The Company’s executive offices are located in the main office building of its bank subsidiary, German American Bancorp, at 711
Main Street, Jasper, Indiana. The main office building contains approximately 23,600 square feet of office space. The Company’s
subsidiaries conduct their operations from 34 other locations in Southern Indiana.

Item 3. Legal Proceedings.

There are no material pending legal proceedings, other than routine litigation incidental to the business of the Company’s
subsidiaries, to which the Company or any of its subsidiaries is a party or of which any of their property is the subject.

Item 4. Submission of Matters to a Vote of Security Holders.

There were no matters submitted during the fourth quarter of 2008 to a vote of security holders, by solicitation of proxies or
otherwise.
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.

Market and Dividend Information

German American Bancorp, Inc.’s stock is traded on NASDAQ’s Global Select Market under the symbol GABC. The quarterly
high and low closing prices for the Company’s common stock as reported by NASDAQ and quarterly cash dividends declared and
paid are set forth in the table below.

2008 2007
Cash Cash
High Low Dividend High Low Dividend
Fourth Quarter $12.90 $10.65 $0.140 $14.00 $12.12 $0.140
Third Quarter $13.60 $11.00 $0.140 $14.09 $11.91 $0.140
Second Quarter $13.23 $11.39 $0.140 $14.45 $13.10 $0.140
First Quarter $13.29 $11.31 $0.140 $14.50 $13.22 $0.140
$0.560 $0.560

The Common Stock was held of record by approximately 3,686 shareholders at February 10, 2009.

Cash dividends paid to the Company’s shareholders are primarily funded from dividends received by the parent company from its
bank subsidiary. The declaration and payment of future dividends will depend upon the earnings and financial condition of the
Company and its subsidiaries, general economic conditions, compliance with regulatory requirements affecting the ability of the
bank subsidiary to declare dividends, and other factors.

Transfer Agent: Computershare Shareholder Terri A. Eckerle
Priority Processing Information and German American Bancorp, Inc
250 Royall St Corporate Office:  P. O. Box 810
Canton, MA 02021 Jasper, Indiana 47547-0810
Contact: Shareholder Relations (812) 482-1314
(800) 884-4225 (800) 482-1314

Stock Performance Graph

The following graph compares the Company’s five-year cumulative total returns with those of the Russell 2000 Stock Index,
Russell Microcap Stock Index, and the Indiana Bank Peer Group. The Indiana Bank Peer Group (which is a custom peer group
identified by Company management) includes all Indiana-based commercial bank holding companies (excluding companies owning
thrift institutions that are not regulated as bank holding companies) that have been in existence as commercial bank holding
companies throughout the five-year period ended December 2008, the stocks of which have been traded on an established securities
market (NYSE, AMEX, NASDAQ) throughout that five-year period. The companies comprising the Indiana Bank Peer Group for
purposes of the December 2008 comparison were: st Source Corp., Community Bank Shares of IN, First Financial Corp., First
Merchants Corp., Integra Bank Corp., Irwin Financial Corp., Lakeland Financial Corp., MainSource Financial Group, Old National
Bancorp, Indiana Community Bancorp, Horizon Bancorp, Monroe Bancorp, and Tower Financial Corp. The returns of each
company in the Indiana Bank Peer Group have been weighted to reflect the company’s market capitalization. The Russell 2000
Stock Index, which is designed to measure the performance of the small-cap segment of the U.S. equity universe, is a subset of the
Russell 3000 Index (which measures the performance of the largest 3000 U.S. companies) that includes approximately 2,000 of the
smallest securities in that index based on a combination of their market cap and current index membership, and is annually
reconstituted at the end of each June. The Company’s stock was included in the Russell 2000 through June 2005. The Russell
Microcap Stock Index is an index representing the smallest 1,000 securities in the small-cap Russell 2000 Index plus the next 1,000
securities, which is also annually reconstituted at the end of each June. The Company’s stock is currently included in the Russell
Microcap Index.
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Stock Repurchase Program Information

The following table sets forth information regarding the Company's purchases of its common shares during each of the three

months ended December 31, 2008.

Total Maximum Number
Number Total Number of Shares (or Approximate Dollar
Of Shares Average Price (or Units) Purchased as Part Value) of Shares (or Units)
(or Units) Paid Per Share  of Publicly Announced Plans that May Yet Be Purchased
Period Purchased (or Unit) or Programs Under the Plans or Programs V

October 2008 --- --- - 272,789
November 2008 --- -—- --- 272,789
December 2008 - - --—- 272,789

M On April 26, 2001, the Company announced that its Board of Directors had approved a stock repurchase program for up to
607,754 of its outstanding common shares, of which the Company had purchased 334,965 common shares through December 31,
2008 (both such numbers adjusted for subsequent stock dividends). The Board of Directors established no expiration date for this
program. The Company purchased no shares under this program during the quarter ended December 31, 2008.
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Item 6. Selected Financial Data.

The following selected data should be read in conjunction with the consolidated financial statements and related notes that are
included in Item 8 of this Report, and “Management's Discussion and Analysis of Financial Condition and Results of Operations,”
which is included in Item 7 of this Report (dollars in thousands, except per share data).

2008 2007 2006 2005 2004

Summary of Operations:
INtErest INCOME ..oovvveveireeeeeeeeeeeee e $ 67,845 $ 72,261 $ 63,594 $ 50,197 $ 47,710
Interest EXPense.....cccocveeviinininiiininnns 26,908 33,646 27,398 17,984 16.471

Net Interest Income......... 40,937 38,615 36,196 32,213 31,239
Provision for Loan Losses 3.990 3,591 925 1,903 2,015
Net Interest Income after Provision

For Loan LoSSeS.....cc.covvviiiiiiiiiiriieee 36,947 35,024 35,271 30,310 29,224
Non-interest Income ..o 18,210 15,704 15,993 14,502 9,620
Non-interest Expense 36,716 37,221 37.059 31,756 30,609
Income before Income Taxes...........ccoeorene 18,441 13,507 14,205 13,056 8,235
Income Tax Expense...........ccoceiviviniinnn, 5,638 4,102 3.984 3,335 996
Net INCOME....ovviviiriieieirereeevreie e $ 12,803 $ 9405 $ 10221 $ 9,721 ) 7,239
Year-end Balances:
TOtal ASSELS....cvvvevvieiiviiriecieiie e eeeenrreneeee $ 1,190,828 $ 1,131,710 $ 1,093,424 $ 946,467 $ 942,094
Total Loans, Net of Unearned Income........ 890,436 867,721 796,259 651,956 629,793
Total Deposits.......cocoveriviniiniriiiinns 941,750 877,421 867,618 746,821 750,383
Total Long-term Debt ............cccooiviienns 105,608 86,786 68,333 66,606 69,941
Total Shareholders’ EQUity ......c.cccvininnn. 105,174 97,116 92,391 82,255 83,669
Average Balances:
TOtal ASSELS....verviirieieiierviereeresieereeiesseenee $ 1,174,583 $ 1,114,140 $ 1,029,838 $ 925,851 $ 927,528
Total Loans, Net of Unearned Income......... 880,630 840,849 715,260 634,526 622,240
Total Deposits.......cccoeverrevnnn 922,137 889,736 814,440 730,220 731,467
Total Shareholders’ Equity 99,711 93,677 88,451 84,479 82,558
Per Share Data :
Net INCOME......oovviviiiireierr e $ 1.16 $ 0.85 $ 0.93 $ 0.89 $ 0.66
Cash Dividends........ccoorvvvvciiennnieiinnn 0.56 0.56 0.56 0.56 0.56
Book Value at Year-end ......c.occoevceininnn 9.54 8.81 8.39 7.73 7.68
Other Data at Year-end:
Number of Shareholders...........ccoccceevinnnin 3,684 3,647 3,438 3,494 3,219
Number of Employees ..o 348 371 397 367 372
Weighted Average Number of Shares W 11,029,519 11,009,536 10,994,739 10,890,987 10,914,622
Selected Performance Ratios:
REtUrN 0N ASSELS....vvovervieiverrierrerresrenreneenne 1.09% 0.84% 0.99% 1.05% 0.78%
Return on Equity.... 12.84% 10.04% 11.56% 11.51% 8.77%
Equity t0 ASSEtS ..o 8.83% 8.58% 8.45% 8.69% 8.88%
Dividend Payout ........cccocoocrvivorercrniiininns 48.25% 65.65% 60.29% 62.83% 84.46%
Net Charge-offs to Average Loans.............. 0.29% 0.32% 0.50% 0.26% 0.24%
Allowance for Loan Losses to Loans.......... 1.07% 0.93% 0.90% 1.42% 1.40%
Net Interest Margin...........c..ooiiiinis 3.82% 3.83% 3.96% 3.92% 3.86%

" Share and Per Share Data excludes the dilutive effect of stock options.

Year to year financial information comparability is affected by the purchase accounting treatment for mergers and acquisitions.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

INTRODUCTION

German American Bancorp, Inc. is a financial services holding company based in Jasper, Indiana. The Company’s Common Stock
is traded on NASDAQ’s Global Select Market, under the symbol GABC. The principal subsidiary of German American Bancorp,
Inc., is its banking subsidiary, German American Bancorp, which operates through 28 retail banking offices in the ten contiguous
Southern Indiana counties of Daviess, Dubois, Gibson, Knox, Lawrence, Martin, Monroe, Perry, Pike, and Spencer. German
American Bancorp, Inc., also owns a trust, brokerage, and financial planning subsidiary, which operates from the banking offices of
the bank subsidiary, and full line property and casualty insurance agency with seven insurance agency offices throughout its market
area.

Throughout this Management’s Discussion and Analysis, as elsewhere in this report, when we use the term “Company”, we will
usually be referring to the business and affairs (financial and otherwise) of the Company and its subsidiaries and affiliates as a
whole. Occasionally, we will refer to the term “parent company” or “holding company” when we mean to refer to only German
American Bancorp, Inc.

The information in this Management’s Discussion and Analysis is presented as an analysis of the major components of the
Company’s operations for the years 2006 through 2008 and its financial condition as of December 31, 2008 and 2007. This
information should be read in conjunction with the accompanying consolidated financial statements and footnotes contained
elsewhere in this report and with the description of business included in Item 1 of this Report (including the cautionary disclosure
regarding “Forward Looking Statements and Associated Risks”). Financial and other information by segment is included in Note
16 to the Company’s consolidated financial statements included in Item 8 of this Report and is incorporated into this Item 7 by
reference.

The statements of management’s expectations and goals concerning the Company’s future operations and performance that are
set forth in the following Management Overview and in other sections of this Item 7 are Sforward-looking statements, and readers
are cautioned that these forward-looking statements are based on assumptions and are subject to risks, uncertainties, and other
factors. Actual results may differ materially from the expectations of the Company that is expressed or implied by any forward-
looking statement. This Item 7, as well as the discussions in Item I (“Business”) entitled “Forward-Looking Statements and
Associated Risks” and in Item 14 (“Risk Factors”) (which discussions are incorporated in this Item 7 by reference) list some of
the factors that could cause the Company's actual results to vary materially from those expressed or implied by any such forward-

looking statements.

MANAGEMENT OVERVIEW

The Company’s net income increased $3,398,000 or 36% to $12,803,000 or $1.16 per share in 2008 compared to $9,405,000 or
$0.85 per share in 2007. The Company’s strong annual operating performance during 2008 was driven by successive record
quarterly earnings in each quarter of 2008. Current year earnings were positively affected by increases within the Company’s net
interest income and non-interest income and a modestly lower level of non-interest expenses. The improvement in the level of net
interest income was largely attributable to balance sheet growth which included loan growth of approximately 3% and deposit
growth of 7%. The Company experienced 16% growth in non-interest income while lowering non-interest expense by 1% during
2008 compared with 2007. The reduction in non-interest expense was attributable to a 4% reduction in salaries and employee
benefit expense attributable to a decrease of approximately 7% of full-time equivalent employees during 2008. This reduction in
staffing levels was principally due to actions taken as a result of the Company’s previously-announced formal review of operating
effectiveness and efficiency. Management believes that this decrease in staffing levels in relation to current operations is
sustainable and therefore will be of continuing benefit to earnings in future years.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The financial condition and results of operations for German American Bancorp, Inc. presented in the Consolidated Financial
Statements, accompanying Notes to the Consolidated Financial Statements, and selected financial data appearing elsewhere within
this report, are, to a large degree, dependent upon the Company’s accounting policies. The selection of and application of these
policies involve estimates, judgments and uncertainties that are subject to change. The critical accounting policies and estimates
that the Company has determined to be the most susceptible to change in the near term relate to the determination of the allowance
for loan losses, the valuation of securities available for sale, and the valuation allowance on deferred tax assets.
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Allowance for Loan Losses

The Company maintains an allowance for loan losses to cover probable incurred credit losses at the balance sheet date. 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. Allocations of the allowance may be made for specific loans, but the
entire allowance is available for any loan that, in management’s judgment, should be charged-off. A provision for loan losses is
charged to operations based on management's periodic evaluation of the necessary allowance balance. Evaluations are conducted
at least quarterly and more often if deemed necessary. The ultimate recovery of all loans is susceptible to future market factors
beyond the Company's control.

The Company has an established process to determine the adequacy of the allowance for loan losses. The determination of the
allowance is inherently subjective, as it requires significant estimates, including the amounts and timing of expected future cash
flows on impaired loans, estimated losses on other classified loans and pools of homogeneous loans, and consideration of past loan
loss experience, the nature and volume of the portfolio, information about specific borrower situations and estimated collateral
values, economic conditions, and other factors, all of which may be susceptible to significant change. The allowance consists of
two components of allocations, specific and general. These two components represent the total allowance for loan losses deemed
adequate to cover losses inherent in the loan portfolio.

Commercial and agricultural loans are subject to a standardized grading process administered by an internal loan review function.
The need for specific reserves is considered for credits when graded substandard or special mention, or when: (a) the customer’s
cash flow or net worth appears insufficient to repay the loan; (b) the loan has been criticized in a regulatory examination; (c) the
loan is on non-accrual; or, (d) other reasons where the ultimate collectibility of the loan is in question, or the loan characteristics
require special monitoring. Specific allowances are established in cases where management has identified significant conditions or
circumstances related to an individual credit that we believe indicates the loan is impaired. Specific allocations on impaired loans
are determined by comparing the loan balance to the present value of expected cash flows or expected collateral proceeds.
Allocations are also applied to categories of loans not considered individually impaired but for which the rate of loss is expected to
be greater than historical averages, including those graded substandard or special mention and non-performing consumer or
residential real estate loans. Such allocations are based on past loss experience and information about specific borrower situations
and estimated collateral values.

General allocations are made for other pools of loans, including non-classified loans, homogeneous portfolios of consumer and
residential real estate loans, and loans within certain industry categories believed to present unique risk of loss. General allocations
of the allowance are primarily made based on a five-year historical average for loan losses for these portfolios, judgmentally
adjusted for economic factors and portfolio trends.

Due to the imprecise nature of estimating the allowance for loan losses, the Company’s allowance for loan losses includes a minor
unallocated component. The unallocated component of the allowance for loan losses incorporates the Company’s judgmental
determination of inherent losses that may not be fully reflected in other allocations, including factors such as economic
uncertainties, lending staff quality, industry trends impacting specific portfolio segments, and broad portfolio quality trends.
Therefore, the ratio of allocated to unallocated components within the total allowance may fluctuate from period to period.

Securities Valuation

Securities available-for-sale are carried at fair value, with unrealized holding gains and losses reported separately in accumulated
other comprehensive income (loss), net of tax. The Company obtains market values from a third party on a monthly basis in order
to adjust the securities to fair value. Equity securities that do not have readily determinable fair values are carried at cost.
Additionally, all securities are required to be written down to fair value when a decline in fair value is other than temporary;
therefore, future changes in the fair value of securities could have a significant impact on the Company’s operating results. In
determining whether a market value decline is other-than-temporary, management considers the reason for the decline, the extent of
the decline and the duration of the decline. As of December 31, 2008, gross unrealized losses on the securities available-for-sale
portfolio totaled approximately $323,000.

Income Tax Expense

Income tax expense involves estimates related to the valuation allowance on deferred tax assets and loss contingencies related to
exposure from tax examinations.

A valuation allowance reduces deferred tax assets to the amount management believes is more likely than not to be realized. In
evaluating the realization of deferred tax assets, management considers the likelihood that sufficient taxable income of appropriate
character will be generated within carryback and carryforward periods, including consideration of available tax planning strategies.
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Tax related loss contingencies, including assessments arising from tax examinations and tax strategies, are recorded as liabilities
when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. In considering the likelihood
of loss, management considers the nature of the contingency, the progress of any examination or related protest or appeal, the views
of legal counsel and other advisors, experience of the Company or other enterprises in similar matters, if any, and management’s
intended response to any assessment.

RESULTS OF OPERATIONS

NET INCOME

Net income increased $3,398,000 or 36% to $12,803,000 or $1.16 per share in 2008 compared to $9,405,000 or $0.85 per share in
2007. The increase in earnings in 2008 compared with 2007 was attributable to improvement in net interest income, non-interest
income, and non-interest expense, partially offset by a higher provision for loan losses.

Net income declined $816,000 or 8% to $9,405,000 or $0.85 per share in 2007 compared to $10,221,000 or $0.93 per share in
2006. The decline in earnings during 2007 compared with 2006 was largely the result of an increase in the provision for loan
losses. Partially mitigating the increased provision was an increase in net interest income.

NET INTEREST INCOME

Net interest income is the Company’s single largest source of earnings, and represents the difference between interest and fees
realized on earning assets, less interest paid on deposits and borrowed funds. Several factors contribute to the determination of net
interest income and net interest margin, including the volume and mix of earning assets, interest rates, and income taxes. Many
factors affecting net interest income are subject to control by management policies and actions. Factors beyond the control of
management include the general level of credit and deposit demand, Federal Reserve Board monetary policy, and changes in tax
laws.

Net interest income increased $2,322,000 or 6% (an increase of $2,320,000 or 6% on a tax-equivalent basis) for the year ended
2008 compared with 2007. The increase in net interest income was primarily attributable to an increased level of average earning
assets for the year ended 2008 compared with 2007. Average earning assets totaled $1.086 billion during 2008 compared with
$1.023 billion during 2007. During 2008, average loans outstanding totaled $880.6 million, an increase of $39.8 million or 5%,
compared to the $840.8 million in average loans outstanding during 2007. Average commercial and agricultural loans totaled
$639.4 million, an increase of $50.4 million or 9% during 2008 compared with 2007. Average residential mortgage loans and
consumer loans totaled $241.2 million during 2008 representing a decline of $10.6 million or 4% from 2007.

For 2008, the net interest margin remained relatively stable at 3.82% compared to 3.83% during 2007. Net interest margin is tax
equivalent net interest income expressed as a percentage of average earning assets. The Company’s yield on earning assets totaled
6.30% compared with a cost of funds (expressed as a percentage of average earning assets) of 2.48% netting to a net interest
margin of 3.82% for the year ended December 31, 2008. The Company’s yield on earning assets was 7.12% compared with a cost
of funds of 3.29% netting to a net interest margin of 3.83% for the year ended December 31, 2007.

Net interest income increased $2,419,000 or 7% (an increase of $1,953,000 or 5% on a tax-equivalent basis) for the year ended
2007 compared with 2006. The increase in net interest income was primarily attributable to an increased level of average earning
assets for the year ended 2007 compared with 2006. The higher level of earning assets was primarily attributable to an increase in
the average level of loans outstanding, and in particular a higher level of average commercial and agricultural loans. Average
earning assets totaled $1.023 billion during 2007 compared with $941.6 million during 2006.

For 2007, the net interest margin decreased to 3.83% compared to 3.96% during 2006. The Company’s yield on earning assets
totaled 7.12% compared with a cost of funds of 3.29% netting to a net interest margin of 3.83% for the year ended December 31,
2007. The Company’s yield on earning assets was 6.87% compared with a cost of funds of 2.91% netting to a net interest margin
of 3.96% for the year ended December 31, 2006.
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The following table summarizes net interest income (on a tax-equivalent basis) for each of the past three years. For tax-equivalent
adjustments, an effective tax rate of 34% was used for all years presented .

Average Balance Sheet
(Tax-equivalent basis / dollars in thousands)

Twelve Months Ended Twelve Months Ended Twelve Months Ended
December 31, 2008 December 31, 2007 December 31, 2006
Principal Income/  Yield/ Principal  Income/ Yield/ Principal  Income/ Yield/
Balance __Expense Rate Balance Expense _ Rate Balance Expense Rate
ASSETS
Federal Funds Sold and Other
Short-term Investments........... $ 35,065 $ 593 1.69% $ 9,626 $ 478 4.96% $ 10971 $ 545 4.97%
Securities:
Taxable .....ccoooovvvvvinirerieee 152,709 8,007 5.24% 149,108 6,992 4.69%% 174,007 7,763 4.46%
Non-taxable.........cccooovveivnrinins 18,061 1,164 6.44% 23,913 1,423 5.95% 41,312 2,721 6.59%
Total Loans and Leases ¥........... 880,630 58,669 6.66% 840,849 63,958 7.61% 715,260 53.621 7.50%
TOTAL INTEREST
EARNING ASSETS ............... 1,086,465 68,433 6.30% 1,023.496 72,851 7.12% 941,550 64,650 6.87%
Other ASSetS......ovvvvviviiiririniininns 97,275 98,389 97,570
Less: Allowance for Loan Losses (9,157) (7.745) (9.282)
TOTAL ASSETS ..o $ 1,174,583 $ 1,114,140 $1,029.838
LIABILITIES AND

SHAREHOLDERS’ EQUITY
Interest-bearing Demand Deposits $ 212,467 $ 3,440 1.62% § 153,033 $ 3,280 2.14% $ 140,786 $ 2,625 1.86%

Savings Deposits.... . 209,593 3,407 1.63% 177,001 4,858 2.74% 174,095 4,263 2.45%
Time DepositS.....cccovvvvviiiiniennnns 359,115 14,365 4.00% 425,878 19,151 4.50% 369,800 14,441 3.91%
FHLB Advances and

Other Borrowings .......c..c..o.o... 138,887 5,696 4.10% 117,084 6,357 5.43% 113,559 6,069 5.34%
TOTAL INTEREST-BEARING

LIABILITIES ..o 920,062 26908 2.92% 872,996 33,646 3.85% 798.240 27.398 3.43%
Demand Deposit Accounts.......... 140,962 133,824 129,759
Other Liabilities......c.ccoevrvrnenene 13,848 13,643 13,388
TOTAL LIABILITIES................ 1,074,872 1,020.463 941,387
Shareholders’ Equity.........oov... 99,711 93,677 88.451
TOTAL LIABILITIES AND

SHAREHOLDERS’ EQUITY § 1,174,583 $ 1,114,140 $1,029,838
NET INTEREST INCOME ........ $ 41,525 $ 39,205 $ 37,252
NET INTEREST MARGIN......... 3.82% 3.83% 3.96%

) Effective tax rates were determined as though interest earned on the Company’s investments in municipal bonds and loans was fully taxable.

@ Loans held-for-sale and non-accruing loans have been included in average loans. Interest income on loans includes loan fees of $127, $806,
and $1,727 for 2008, 2007, and 2006, respectively.
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The following table sets forth for the periods indicated a summary of the changes in interest income and interest expense resulting
from changes in volume and changes in rates:

Net Interest Income — Rate / Volume Analysis
(Tax-Equivalent basis, dollars in thousands)

2008 compared to 2007 2007 compared to 2006
Increase / (Decrease) Due to o Increase / (Decrease) Due to o
Yolume Rate Net Yolume Rate Net
Interest Income:
Federal Funds Sold and Other
Short-term Investments.............occoeinns $ 597 $ (482) $ 115 $ 67 $ --- $  (67)
Taxable Securities.......coocevveveriniiiniinvienn 172 843 1,015 (1,153) 382 (771)
Non-taxable Securities ..........coevvvnviiiinnnns (370) 111 (259) (1,056) (242) (1,298)
Loans and Leases .....c.c.ccoccvieviviiiniiiniiinnenns 2,922 (8.211) (5.289) 9.542 795 10,337
Total Interest Income ..o 3,321 (7,739) (4,418) 7.266 935 8,201
Interest Expense:
Savings and Interest-bearing Demand........... 1,921 3,212) (1,291) 344 906 1,250
Time Deposits ..o (2,808) (1,978) (4,786) 2,356 2,354 4,710
FHLB Advances and Other Borrowings........ 1,059 (1,720) (661) 190 98 288
Total Interest EXpense.........ccoveviveiniiiiienienennns 172 (6,910) (6,738) 2.890 3.358 6,248
Net Interest InCOME.........ccoviviiviiiiiiiiiiiiinnen $ 3,149 3 (R29) $ 2320 $ 4376 $(2,423) $ 1,953

() The change in interest due to both rate and volume has been allocated to volume and rate changes in proportion to the relationship of the
absolute dollar amounts of the change in each.

See the Company’s Average Balance Sheet and the discussions headed USES OF FUNDS, SOURCES OF FUNDS, and “RISK
MANAGEMENT - Liquidity and Interest Rate Risk Management” for further information on the Company’s net interest income,
net interest margin, and interest rate sensitivity position.

PROVISION FOR LOAN LOSSES

The Company provides for loan losses through regular provisions to the allowance for loan losses. The provision is affected by net
charge-offs on loans and changes in specific and general allocations required on the allowance for loan losses. Provisions for loan
losses totaled $3,990,000, $3,591,000, and $925,000 in 2008, 2007, and 2006, respectively.

The level of provision increased by $399,000 or 11% in 2008 compared with 2007. The increase in provision was largely
attributable to an increased level of non-performing loans in 2008 and overall growth in the Company’s loan portfolio. The level
of provision for loan losses totaled 0.45% of average outstanding loans during 2008 while net charge-offs represented 0.29% of
average loans outstanding during 2008. Accordingly, the Company’s allowance for loan losses increased to 1.07% of total loans at
year-end 2008 compared with 0.93% at year-end 2007.

The increased level of provision for loan losses during 2007 compared with 2006 was largely attributable to a write-down of a
single non-performing credit facility secured by two hotel properties and growth within the Company’s loan portfolio. An
additional contributing factor to the elevated levels of provision during the year ended December 31, 2007 compared with 2006
was the settlement of a large non-performing credit in 2006. The specific allocation to this credit as of year end 2005 exceeded the
level of charge-off actually incurred during 2006 by approximately $450,000.

Provisions for loan losses in all periods were made at a level deemed necessary by management to absorb estimated, probable
incurred losses in the loan portfolio. A detailed evaluation of the adequacy of the allowance for loan losses is completed quarterly
by management, the results of which are used to determine provisions for loan losses. Management estimates the allowance
balance required using past loan loss experience, the nature and volume of the portfolio, information about specific borrower
situations and estimated collateral values, economic conditions, and other factors. Refer also to the sections entitled CRITICAL
ACCOUNTING POLICIES AND ESTIMATES and “RISK MANAGEMENT - Lending and Loan Administration” for further
discussion of the provision and allowance for loan losses.
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NON-INTEREST INCOME

During 2008, Non-interest Income increased $2,506,000 or 16% compared with 2007. The increase was realized in all categories
with the exception of Trust and Investment Product Fees. During 2007, Non-interest Income declined $289,000 or 2% compared
with 2006. The decline was primarily attributable to Net Gain (Loss) on Securities largely offset by increases in Trust and
Investment Product Fees, Service Charges on Deposit Accounts, and Insurance Revenues.

% Change From

Non-interest Income (dollars in thousands) Years Ended December 31, Prior Year
2008 2007 2006 2008 2007
Trust and Investment Product FEES........oovvviiviniiierreiircieeeeenn $ 2,288 $ 2,590 $ 2,210 12)% 17%
Service Charges on Deposit ACCOUNLS ......ccveviviiiiiiiirnieinnnens 4,920 4,361 3,901 13 12
INSUTANCE REVENUES . ..ovvviiviiiiriicrie et rere s e enre s e srensns 6,306 5,794 5,094 9 14
Other Operating INCOME ..ot 3,203 2,817 2,920 14 4)
SUDBLOTAL ©.oovvvei i s 16,717 15,562 14,125 7 10
Net Gains on Sales of Loans and Related Assets...........ccoooeees 1,399 822 917 70 (10)
Net Gain (Loss) on Securities .........cccovvviiiiininienees 94 (680) 951 n/m® n/m
TOTAL NON-INTEREST INCOME ........ccoooviiiiiiiienan $18.210 $15,704 $15,993 16 2)

M n/m = not meaningful

Trust and Investment Product Fees totaled $2,288,000 during the year ended December 31, 2008 representing a decline of
$302,000 or 12% from 2007, while Trust and Investment Product Fees increased $380,000 or 17% during 2007 as compared to
2006. These changes were driven by varying levels of brokerage commission revenue.

Service Charges on Deposit Accounts totaled $4,920,000 during the year ended December 31, 2008 representing an increase of
$559,000 or 13% over 2007. The increase was attributable to a combination of increased gross fees and a reduced level of
refunded and waived fees. Service Charges on Deposit Accounts increased $460,000 or 12% during 2007 as compared to 2006.
These increases were largely attributable to increased usage and fees associated with the Company’s overdraft protection service
program.

During the year ended December 31, 2008, Insurance Revenues totaled $6,306,000 which was an increase of $512,000 or 9%
compared to 2007. The increase was largely attributable to an increase in contingency revenue at the Company’s property and
casualty insurance subsidiary, German American Insurance. Insurance Revenues increased $700,000 or 14% during 2007 as
compared 2006. The increase in Insurance Revenues during 2007 was attributable primarily to commission income from Keach
and Grove Insurance, Inc. which was acquired October 1, 2006 and thereby not included in the Company results during the first
nine months of 2006.

During the year ended December 31, 2008, the net gain on sale of residential loans totaled $1,399,000, an increase of $577,000 or
70% over the gain of $822,000 recognized in the year ended December 31, 2007. The increase was largely attributable to higher
levels of residential loan sales during 2008 compared with 2007. Net Gains on Sales of Loans and Related Assets declined
$95,000 or 10% during 2007 compared with 2006 primarily due to the sale of the Company’s mortgage servicing rights portfolio
during 2006 at a gain of $198,000. Loan sales for 2008, 2007, and 2006 totaled $108.0 million, $67.0 million, and $55.6 million,
respectively.

The Company recognized a net gain on securities of $94,000 during the year ended December 31, 2008. The Company recognized
gains on securities sold of $1,031,000 during 2008 and other-than-temporary impairment expense of $937,000 on its portfolio of
non-controlling investments in other banking organizations. During 2007, the Company recognized a $680,000 net loss on
securities related to its portfolio of non-controlling investments in other banking organizations. The net loss resulted from the sale
of one of the investment holdings at a modest gain and the recognition of an other-than-temporary impairment charge in connection
with the valuation of other holdings within the portfolio. During 2006, the Company recognized a gain of $951,000 on the sale of
its portfolio of FHLMC and FNMA preferred stock.
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NON-INTEREST EXPENSE

During the year ended December 31, 2008, Non-interest Expense totaled $36,716,000, a decline of $505,000 or 1% from the year
ended 2007. During 2007, Non-interest Expense remained stable with a less than 1% increase as compared with 2006.

% Change From

Non-interest Expense (dollars in thousands) Years Ended December 31, Prior Year
2008 2007 2006 2008 2007
Salaries and Employee Benefits........ccooveniiiiiiin $ 20,786 $ 21,671 $ 21,491 @)% 1%
Occupancy, Furniture and Equipment Expense...............c... 5,677 5,379 4,988 6 8
FDIC PremiUmS ......ccoovivriiviriieniiinieeiiie s s 208 103 108 102 5)
Data Processing Fees .......ccooveviiiiiiiiiiiiiiiincs 1,493 1,370 1,646 9 (17)
Professional FEes ........ccovvvieeniiieiiiniiiiiiniees s 1,670 1,418 1,786 18 21
Advertising and Promotion ..........ccocoooveievnnnenn 1,078 957 940 13 2
SUPPLES - 570 625 619 &) 1
Intangible AMOrtization ............covvrrmiiiinn 889 894 698 1) 28
Other Operating EXPEnses .....coooovvviivicniennnec 4,345 4.804 4,783 (10) 1
TOTAL NON-INTEREST EXPENSE ..o $ 36,716 § 37,221 $ 37,059 1) 1

Salaries and Employee Benefits totaled $20,786,000 during the year ended December 31, 2008 representing a decline of $885,000
or 4% from the year ended December 31, 2007. The decline was largely attributable to a decrease of approximately 28 full-time
equivalent employees, or 7% of total FTEs, during the year ended December 31, 2008 compared with year ended 2007. Salaries
and Employee Benefits expense increased $180,000 or 1% during 2007 compared with 2006.

Occupancy, Furniture and Equipment Expense totaled $5,677,000 during the year ended December 31, 2008 representing an
increase of $298,000 or 6% from the year ended 2007. The increases were largely attributable to higher levels of furniture, fixtures
and equipment depreciation. Occupancy, Furniture and Equipment Expense increased $391,000 or 8% during 2007 compared
with 2006. This increase was primarily attributable to the opening of a branch bank facility in Bloomington, Indiana during the
first quarter of 2007 and an insurance agency acquisition during the fourth quarter of 2006.

Professional Fees increased $252,000 or 18% during 2008 compared with 2007. The increases were due primarily to professional
fees associated with the Company’s formal review of effectiveness and efficiency. Professional Fees decreased $368,000 or 21%
during 2007 compared with 2006. The decline in 2007 was largely due to an elevated level of professional fees in 2006 associated
with a core processing computer conversion at the Company’s banking subsidiary.

Other Operating Expenses decreased $459,000 or 10% during 2008 compared with 2007. The decline in costs was primarily
attributable to a lower level of collection costs and a lower level of losses associated with fraudulent ATM and debit card
transactions. Intangible Amortization increased $196,000 or 28% during 2007 compared to 2006 due to an insurance agency
acquisition during the fourth quarter of 2006.

The FDIC charges insured financial institutions premiums to maintain the Deposit Insurance Fund at a certain level. See Part [,
Item 1, “Business — Federal Deposit Insurance Assessments.” On October 16, 2008, the FDIC published a restoration plan
designed to replenish the Deposit Insurance Fund over a period of five years and to increase the deposit insurance reserve ratio. In
order to implement the restoration plan, the FDIC proposes to change both its risk-based assessment system and its base assessment
rates. Either an increase in the Risk Category of our bank subsidiary, or adjustments to the base assessment rates, could materially
increase our deposit insurance premiums and assessments.

PROVISION FOR INCOME TAXES

The Company records a provision for current income taxes payable, along with a provision for deferred taxes payable in the future.
Deferred taxes arise from temporary differences, which are items recorded for financial statement purposes in a different period
than for income tax returns. The Company’s effective tax rate was 30.6%, 30.4%, and 28.0%, respectively, in 2008, 2007, and
2006. The effective tax rate in all periods is lower than the blended statutory rate of 39.6%. The lower effective rate in all periods
primarily resulted from the Company’s tax-exempt investment income on securities and loans, income tax credits generated by
investments in affordable housing projects, and income generated by subsidiaries domiciled in a state with no state or local income
tax. See Note 11 to the Company’s consolidated financial statements included in Item 8 of this Report for additional details
relative to the Company’s income tax provision.

21



CAPITAL RESOURCES

The Company and its affiliate bank are subject to regulatory capital requirements administered by federal banking agencies.
Capital adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain
off-balance sheet items calculated under regulatory accounting practices. The prompt corrective action regulations provide five
classifications, including well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized, although these terms are not used to represent overall financial condition. The Company and its affiliate bank at
year-end 2008 were categorized as well-capitalized as that term is defined by applicable regulations. See Note 9 to the Company’s
consolidated financial statements included in Item 8 of this Report for actual and required capital ratios and for additional
information regarding capital adequacy.

The Company continues to maintain a strong capital position. Shareholders’ equity totaled $105.2 million and $97.1 million at
December 31, 2008 and 2007, respectively. Total equity represented 8.8% and 8.6%, respectively, of year-end total assets. The
Company paid cash dividends of $6.2 million or $0.56 per share in 2008 and 2007. The increase in shareholders’ equity during
2008 compared with 2007 was primarily the result of increased retained earnings of $6.3 million and a change in the unrealized
gain on available-for-sale securities of $1.6 million.

In November 2008, the Company applied to participate in the Capital Purchase Program established by the United States Treasury
Department under the Emergency Economic Stabilization Act of 2008. By letter dated January 26, 2009, the Treasury Department
advised the Company that the application had been accepted, and the Treasury Department offered to invest up to $25 million in
newly issued shares of preferred stock of the Company under the terms and conditions of the CPP. As part of its investment, the
Treasury Department also would receive warrants to purchase common stock of the Company having an aggregate market price of
15% of the investment amount. Under the terms of the Company's approval to participate in the CPP, the Company was required to
close upon the investment transaction within 30 days of the date of the January 26 letter.

During the thirty-day closing period established by the Treasury Department letter, the Company's Board of Directors authorized a
special committee of the Board to further evaluate not only the possible CPP investment plan but also an alternative plan to
augment the Company's regulatory capital. After further evaluation, the special committee determined that proceeding with an
alternative capital plan was in the best interests of the Company and that the Company should defer taking any action to close upon
the financing available to it under the CPP. Accordingly, the Company, on February 20, 2009, requested that the Treasury
Department indefinitely postpone the Company's closing under the CPP. The Company’s Board of Directors on March 2, 2009,
ratified the committee’s determination to postpone the closing of the CPP financing, and determined that the Company should
decline participation in the CPP and should advise the Treasury Department that it was withdrawing its CPP application. On
March 3, 2009, the Company advised the Treasury Department to this effect.

USES OF FUNDS

LOANS

Total loans at year-end 2008 increased $21.9 million or 3% compared with year-end 2007. Commercial and industrial loans
increased $48.2 million or 11% during 2008, while agricultural loans decreased $5.7 million or 3%, residential mortgage loans
decreased $16.8 million or 14%, and consumer loans declined $3.8 million or 3% during 2008. The decrease in residential
mortgage loans was the result of a declining interest rate environment during 2008 and the sale of the majority of the Company’s
fixed rate residential mortgage production into the secondary market rather than hold in its portfolio.

Total loans at year-end 2007 increased $72.0 million or 9% compared with year-end 2006. Commercial and industrial loans
increased $54.8 million or 14%, agricultural loans increased $16.7 million or 11%, and residential mortgage loans increased $2.2
million or 2% during 2007 while consumer loans declined $1.7 million or 1% during 2007.

The composition of the loan portfolio shifted modestly at year-end 2008 compared with year-end 2007 with the heaviest
concentration in commercial and industrial loans which comprised 57% of the total loan portfolio at year-end 2008, compared with
53% in 2007. The Company’s commercial lending is extended to various industries, including hotel, agribusiness and
manufacturing, as well as health care, wholesale, and retail services.
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Loan Portfolio December 31,

(dollars in thousands) 2008 2007 2006 2005 2004

Commercial and Industrial Loans........c...........0. $ 505,191 $ 457,033 $ 402,285 $ 319,681 $ 314,354
Agricultural Loans ........c.ccoovvviivioinncnon 159,923 165,592 148,872 101,355 99,557
Consumer LOANS ....c.covvieveirerieeenninicreeniesnsinens 127,343 131,110 132,791 129,587 122,888

Residential Mortgage Loans ... 100,054 116,908 114,687 102,891 94,800
Total LOaNnS ....c.ooovveeiieiievrieieeeeeeer e 892,511 870,643 798,635 653,514 631,599
Less: Unearned Income.....ccocooiviiieniniinnns (2,075) (2.922) (2,376) (1,558) (1,806)
SUDLOLAL.....oeeiiieiieciecere e 890,436 867,721 796,259 651,956 629,793
Less: Allowance for Loan Losses................. (9,522) (8.044) (7.129) (9.265) (8.801)
L0ans, NEt......oooioeiiriiiriee e $ 880914 $ 859,677 $ 789,130 $_ 642,691 $ 620,992

Ratio of Loans to Total Loans

Commercial and Industrial Loans...................... 57% 53% 50% 49% 50%

Agricultural Loans ... 18% 19% 19% 15% 16%

Consumer Loans 14% 15% 17% 20% 19%

Residential Mortgage Loans ..........ccococeivinenne 11% 13% 14% 16% 15%
TOLALS oot 100% 100% 100% 100% 100%

The Company’s policy is generally to extend credit to consumer and commercial borrowers in its primary geographic market area
in Southern Indiana. Commercial extensions of credit outside this market area are generally concentrated in real estate loans within
a 120 mile radius of the Company’s primary market and are granted on a selective basis. These out-of-market credits include
participations that the Company may purchase from time to time in loans that are originated by banks in which the Company owns
(or previously owned) non-controlling common stock investments. These banks operate (or operated) from headquarters in
Indianapolis, Indiana, Evansville, Indiana and Louisville, Kentucky.

The following table indicates the amounts of loans (excluding residential mortgages on 1-4 family residences and consumer loans)
outstanding as of December 31, 2008, which, based on remaining scheduled repayments of principal, are due in the periods
indicated (dollars in thousands).

Within One to Five After
One Year Years Five Years Total
Commercial and Agricultural............c.ooooiiiiinnnncn $323,611 $280,411 $61,092 $665,114
Interest Sensitivity
Fixed Rate Variable Rate
Loans maturing after one year...........ooooevieiennennnens $109,188 $232,315

INVESTMENTS

The investment portfolio is a principal source for funding the Company’s loan growth and other liquidity needs of its subsidiaries.
The Company’s securities portfolio consists of money market securities, uncollateralized federal agency securities, municipal
obligations of state and political subdivisions, and mortgage-backed securities issued by U.S. government agencies. Money market
securities include federal funds sold, interest-bearing balances with banks, and other short-term investments. The composition of
the year-end balances in the investment portfolio is presented in Note 2 to the Company’s consolidated financial statements
included in Item 8 of this Report and in the table below:

Investment Portfolio, at Amortized Cost December 31,

(dollars in thousands) 2008 % 2007 % 2006 %
Federal Funds Sold and Short-term Investments .......... $ 27,791 14% $ 2,631 2% $ 5,935 3%
U.S. Treasury and Agency Securities.......coovvnniinnn - - 25,306 16 28,083 15
Obligations of State and Political Subdivisions............ 19,887 10 15,851 10 25,788 13
Mortgage-backed SECUrities. ......coovviivieeeiieniniienes 151,499 74 105,302 69 125,340 66
Equity Securities........oooovvmmeiiniiniiici 3,620 2 4,557 3 6,236 3

$ 153,647 _ 100%  $191382 _100%

Total Securities Portfolio
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The amortized cost of investment securities, including federal funds sold and short-term investments, increased $45.8 million at
year-end 2008 compared with year-end 2007. The increase in the portfolio during 2008 was largely due to the growth of the
Company’s core deposit base at a greater pace than the Company’s loan portfolio. The amortized cost of investment securities,
including federal funds sold and short-term investments, decreased $37.7 million at year-end 2007 compared with year-end 2006.
The decline in the portfolio during 2007 was largely the result of a strategic decision by the Company to utilize cash flows
generated by the securities portfolio to fund loan growth.

The largest concentration in the investment portfolio continues to be in mortgage related securities representing 76% of the total
securities portfolio at December 31, 2008. The Company’s level of obligations of state and political subdivisions increased to
$16.6 million or 8% of the portfolio at December 31, 2008.

The Company’s equity securities portfolio at year-end 2008 consisted of non-controlling common stock investments in four
unaffiliated banking companies. During January 2009, one of these unaffiliated banking companies was acquired by an unrelated
organization and the Company’s common stock holdings was liquidated as a part of the acquisition. The decline in the amortized
cost of equity securities at December 31, 2008 compared with December 31, 2007 was related to $937,000 of other-than-temporary
impairment charges recognized on the Company’s equity securities portfolio.

Investment Securities, at Carrying Value
(dollars in thousands)
December 31,

Securities Held-to-Maturity 2008 2007 2006
Obligations of State and Political Subdivisions..........ccccc.cooinninn. $ 3,326 $ 4,464 $ 6,135

Securities Available-for-Sale
U.S. Treasury and Agency SECUTIties........oovveerinrieniiiceins $ - $ 25739 $ 28,133
Obligations of State and Political Subdivisions 16,868 11,602 19,928
Mortgage-backed SECUTItIES.........oiiviveriririiiirni 155,627 105,489 123,859
EQUILY SECUIIHIES ..o 3.345 5,470 7,302
Subtotal of Securities Available-for-Sale...........cccocoeiin 175.840 148,300 179,222
Total SECUTILIES ..vovviverieeiereeie et $ 179,166 $ 152,764 $ 185357

The Company’s $175.8 million available-for-sale portion of the investment portfolio provides an additional funding source for the
liquidity needs of the Company’s subsidiaries and for asset/liability management requirements. Although management has the
ability to sell these securities if the need arises, their designation as available-for-sale should not necessarily be interpreted as an
indication that management anticipates such sales.

The amortized cost of debt securities at December 31, 2008 are shown in the following table by expected maturity. Mortgage-
backed securities are based on estimated average lives. Expected maturities will differ from contractual maturities because issuers
may have the right to call or prepay obligations. Equity securities do not have contractual maturities, and are excluded from the
table below.

Maturities and Average Yields of Securities at December 31, 2008
(dollars in thousands)

Within After One But After Five But After Ten
One Year Within Five Years Within Ten Years Years
Amount Yield Amount Yield Amount Yield Amount Yield
U.S. Treasuries and
AEENCIES...cooeciiriiris $ - N/A $ --- N/A $ .- N/A $ - N/A
State and Political
Subdivisions.......c.ccocevinnee 2,002 7.93% 5,871 7.32% 3,457 8.17% 8,557 7.32%
Mortgage-backed '
SeCUriti€s.....orverveieereennnns 41,790  5.94% 99,707 5.19% 138 2.96% 9.864 5.00%
Totals ..o $§ 43,792 6.03% $ 105,578 5.31% $ 3,595 7.97% $ 18,421 6.08%

A tax-equivalent adjustment using a tax rate of 34 percent was used in the above table.
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In addition to the other uses of funds discussed previously, the Company had certain long-term contractual obligations as of
December 31, 2008. These contractual obligations primarily consisted of long-term borrowings with the FHLB and JPMorgan
Chase Bank, N.A., time deposits, and lease commitments for certain office facilities. Scheduled principal payments on long-term
borrowings, time deposits, and future minimum lease payments are outlined in the table below.

Contractual Obligations Payments Due By Period

(dollars in thousands) Total Less Than 1 Year 1-3 Years 3-5 Years More than S Years
Long-term Borrowings...........c.ccocovvvivninnnn. $ 104,892 $ 20,026 $ 33,814 $ 28,069 $ 22,983
Time DePOSItS..cvooiverrrerierieiicriiiree s 354,468 266,221 62,729 25,517 1
Capital Lease Obligation.............cccocovvoiniinnnn 1,508 81 162 162 1,103
Operating Lease Commitments.........ccovoveeee 1,943 255 362 210 1.116
TOtAl.oeeceieeeee e $ 462,811 $ 286,583 $§ 97,067 $ 53,958 $ 25,203

SOURCES OF FUNDS

The Company’s primary source of funding is its base of core customer deposits. Core deposits consist of demand deposits,
savings, interest-bearing checking, money market accounts, and certificates of deposit of less than $100,000. Other sources of
funds are certificates of deposit of $100,000 or more, brokered deposits, overnight borrowings from other financial institutions and
securities sold under agreement to repurchase. The membership of the Company’s affiliate bank in the Federal Home Loan Bank
System (FHLB) provides a significant additional source for both long and short-term collateralized borrowings. In addition, the
Company, as a separate and distinct corporation from its bank and other subsidiaries, also has the ability to borrow funds from
other financial institutions and to raise debt or equity capital from the capital markets and other sources. The following pages
contain a discussion of changes in these areas.

The table below illustrates changes between years in the average balances of all funding sources:

Funding Sources - Average Balances % Change From
(dollars in thousands) December 31, Prior Year
008 2007 006 2008 2007

Demand Deposits

Non-interest-bearing $ 133,824 $ 129,759 5% 3%

Interest-bearing......c...cocoevvrvnvniiininnnn 153,033 140,786 39 9
Savings Deposits......cccvovninivaniiinirinns 57,266 61,453 1 )
Money Market Accounts 119,735 112,642 27 6
Other Time Deposits.........ccoeoviviriiinnnnan, 283,994 276.815 ) 3

Total Core Deposits ....ocovvvrverviviiiis 747,852 721,455 10 4
Certificates of Deposits of $100,000 or

more and Brokered Deposits................. 100,801 141,884 92,985 29) 53
FHLB Advances and

Other BOrrowings ... 117,084 113,559 19 3

Total Funding Sources $ 1,006,820 $ 927,999 5 8

Maturities of certificates of deposit of $100,000 or more are summarized as follows:
(dollars in thousands)

3 Months 3 thru 6 thru Over
Or Less 6 Months 12 Months 12 Months Total
December 31,2008 ............c.oooiiiei $18,582 $26,406 $9,676 $14,465 $69,129

CORE DEPOSITS

The Company’s overall level of average core deposits increased approximately 10% during 2008 following a 4% increase during
2007. The Company’s ability to attract core deposits continues to be influenced by competition and the interest rate environment,
as well as the increased availability of alternative investment products. Core deposits continue to represent a stable and viable
funding source for the Company’s operations. Core deposits represented 77% of average total funding sources during 2008
compared with 74% during 2007 and 78% during 2006.
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Demand, savings, and money market deposits have provided a growing source of funding for the Company in each of the periods
reported. Average demand, savings, and money market deposits increased 21% during 2008 following a 4% increase in 2007.
Average demand, savings, and money market deposits totaled $563.0 million or 69% of core deposits (53% of total funding
sources) in 2008 compared with $463.9 million or 62% of core deposits (46% of total funding sources) in 2007 and $444.6 million
or 62% of core deposits (48% of total funding sources) in 2006.

Other time deposits consist of certificates of deposits in denominations of less than $100,000. These deposits declined by 9%
during 2008 following an increase of 3% in 2007. Other time deposits comprised 31% of core deposits in 2008 and 38% in 2007
and 2006.

OTHER FUNDING SOURCES

Federal Home Loan Bank advances and other borrowings represent the Company’s most significant source of other funding.
Average borrowed funds increased $21.8 million or 19% during 2008 following an increase of $3.5 million or 3% in 2007.
Borrowings comprised approximately 13% of average total funding sources in 2008 and 12% in 2007 and 2006. The increase in
average borrowed funds during 2008 compared with 2007 was largely attributable to borrowings from the Federal Home Loan
Bank for asset/ liability management purposes and liquidity needs.

Certificates of deposits in denominations of $100,000 or more and brokered deposits are an additional source of other funding for
the Company’s bank subsidiary. Large denomination certificates and brokered deposits decreased $41.1 million or 29% during
2008 following an increase of $48.9 million or 53% during 2007. Large certificates and brokered deposits comprised
approximately 10% of average total funding sources in 2008, 14% in 2007 and 10% in 2006. This type of funding is used as both
long-term and short-term funding sources.

The bank subsidiary of the Company also utilizes short-term funding sources from time to time. These sources consist of overnight
federal funds purchased from other financial institutions, secured repurchase agreements that generally mature within one day of
the transaction date, and secured overnight variable rate borrowings from the FHLB. These borrowings represent an important
source of short-term liquidity for the Company’s bank subsidiary. Long-term debt at the Company’s bank subsidiary is in the form
of FHLB advances, which are secured by the pledge of certain investment securities and residential and housing-related mortgage
loans. See Note 8 to the Company’s consolidated financial statements included in Item 8 of this Report for further information
regarding borrowed funds.

PARENT COMPANY FUNDING SOURCES

The parent company is a corporation separate and distinct from its bank and other subsidiaries. For information regarding the
financial condition, result of operations, and cash flows of the Company, presented on a parent-company-only basis, see Note 17 to
the Company’s consolidated financial statements included in Item 8 of this Report.

The Company uses funds at the parent company level to pay dividends to its shareholders, to acquire or make other investments in
other businesses or their securities or assets, to repurchase its stock from time to time, and for other general corporate purposes.
The parent company does not have access at the parent-company level to the deposits and certain other sources of funds that are
available to its bank subsidiary to support its operations. Instead, the parent company has historically derived most of its revenues
from dividends paid to the parent company by its bank subsidiary. The Company’s banking subsidiary is subject to statutory
restrictions on its ability to pay dividends to the parent company. The parent company has in recent years supplemented the
dividends received from its subsidiaries with borrowings, which are discussed in detail below.

On December 29, 2006, the Company and JPMorgan Chase Bank, N.A. (the “Lender”) executed and delivered to each other a
Second Amended and Restated Loan and Subordinated Debenture Purchase Agreement (“Restated Agreement”), and the Company
executed and delivered to the Lender a $10 million Subordinated Debenture, a $10 million Term Note and a $15 million Revolving
Note (which Revolving Note has since been replaced with a $10 million note, as discussed below) pursuant to the Restated
Agreement to evidence its obligations for amounts that may from time to time be borrowed thereunder. The Company's obligations
under the Term Note and Revolving Note are secured by a pledge of all of the Company's stock in its sole depository institution
subsidiary, German American Bancorp, pursuant to a pledge agreement. The Restated Agreement established new credit facilities
that replaced the Company’s prior credit facilities with the Lender.

The term loan established under the Restated Agreement is evidenced by a term note in the principal amount of $10 million, which
matures on the following schedule: $1.0 million principal amount was payable on January 1, 2008 and $1.5 million payable on
January 1 of each of the years 2009 through 2014, inclusive. Interest is payable quarterly on the outstanding principal balance, and
the balance was $7.5 million at year-end 2008 (the $1.5 million principal payment due January 1, 2009 was made in late December
2008).
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The subordinated loan established under the Restated Agreement is evidenced by a subordinated debenture in the principal amount
of $10 million, and matures in a single installment of principal on January 1, 2014. Interest is payable quarterly on the outstanding
principal balance.

On September 30, 2008, the Company and Lender executed and delivered to each other an amendment to the Restated Agreement,
as previously amended in September 2007 (as twice amended, the "Amended Restated Agreement") between the Lender and the
Company. Pursuant to this 2008 amendment, the Company's revolving line of credit established by the Restated Agreement (which
was to have expired and become due September 30, 2008) was extended through September 30, 2009. The amount of the credit
available to the Company under the revolving line of credit is $10 million under the terms of the Amended Restated Agreement. In
addition, the interest rate payable by the Company to the Lender in respect of LIBOR-based advances under the Amended Restated
Agreement is LIBOR plus 165 basis points, and the Amended Restated Agreement includes a provision for a non-refundable fee on
the unused portion of the maximum amount available under the line of credit of 35 basis points per annum, due quarterly in arrears.

Pursuant to the Amended Restated Agreement, the Company made certain representations and warranties to the Lender, and agreed
to comply with certain affirmative and negative covenants with the Lender, which are substantially the same and updated the
representations, warranties, and covenants that were included in the Restated Agreement. Among the affirmative covenants are
provisions requiring that (a) the Company maintain the capital ratios of the Company and of its subsidiary bank(s) at levels that
would be considered “well-capitalized” under the prompt corrective action regulations of the federal banking agencies (these
capital maintenance covenants were modified by the prior amendment to the Restated Agreement dated September 28, 2007 for the
interim periods through December 31, 2008), and (b) the Company maintain a consolidated ratio of (i) the sum of its non-
performing loans plus other real estate owned (real estate that is neither used in the ordinary course of the business of the Company
or its subsidiaries nor held for future use) (OREO) to (ii) the sum of the Company's loans plus OREO, of not greater than 3.25%.
At December 31, 2008, this ratio was 1.14%.

See Note 8 to the Company’s consolidated financial statements included in Item 8 of this Report for further information regarding
the parent company borrowed funds.

RISK MANAGEMENT

The Company is exposed to various types of business risk on an on-going basis. These risks include credit risk, liquidity risk and
interest rate risk. Various procedures are employed at the Company’s affiliate banks to monitor and mitigate risk in the loan and
investment portfolios, as well as risks associated with changes in interest rates. Following is a discussion of the Company’s
philosophies and procedures to address these risks.

LENDING AND LOAN ADMINISTRATION

Primary responsibility and accountability for day-to-day lending activities rests with the Company’s subsidiary bank. Loan
personnel at the subsidiary bank have the authority to extend credit under guidelines approved by the bank’s board of directors.
The executive loan committee serves as a vehicle for communication and for the pooling of knowledge, judgment and experience
of its members. The committee provides valuable input to lending personnel, acts as an approval body, and monitors the overall
quality of the bank’s loan portfolio. The Corporate Credit Risk Management Committee, comprised of members of the Company’s
and its subsidiary bank’s executive officers and board of directors, strives to ensure a consistent application of the Company’s
lending policies. The Company also maintains a comprehensive risk-grading and loan review program, which includes quarterly
reviews of problem loans, delinquencies and charge-offs. The purpose of this program is to evaluate loan administration, credit
quality, loan documentation and the adequacy of the allowance for loan losses.

The Company maintains an allowance for loan losses to cover probable, incurred credit losses identified during its loan review
process. Management estimates the required level of allowance for loan losses using past loan loss experience, the nature and
volume of the portfolio, information about specific borrower situations and estimated collateral values, economic conditions, and
other factors. Allocations of the allowance may be made for specific loans, but the entire allowance is available for any loan that,
in management’s judgement, should be charged-off. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed.

27



The allowance for loan losses is comprised of: (a) specific reserves on individual credits; (b) general reserves for certain loan
categories and industries, and overall historical loss experience; and (c) unallocated reserves based on performance trends in the
loan portfolios, current economic conditions, and other factors that influence the level of estimated probable losses. The need for
specific reserves are considered for credits when: (a) the customer’s cash flow or net worth appears insufficient to repay the loan;
(b) the loan has been criticized in a regulatory examination; (c) the loan is on non-accrual; or, (d) other reasons where the ultimate
collectibility of the loan is in question, or the loan characteristics require special monitoring,

Allowance for Loan Losses

(dollars in thousands) Years Ended December 31,
2008 2007 2006 2005 2004

Balance of Allowance for Possible

Losses at Beginning of Period .........ccoooovininnnn $ 8,044 $ 7,129 $ 9,265 $ 8,801 $ 8,265
Loans Charged-off:
Commercial and Industrial Loans ...........cccooovveiiiinienciieneienn 2,153 2,107 3,059 1,278 904
Agricultural Loans ..o 28 361 --- 3 -
Consumer LOans ........cocoovvvvivieceiveninnenienerenennennnes 687 507 705 624 654
Residential Mortgage Loans 256 269 184 238 292

Total Loans Charged-off ... 3,124 3,244 3,948 2,143 1,850
Recoveries of Previously Charged-off Loans:
Commercial and Industrial Loans ........cc.cccocniniinininin, 334 323 98 205 118
Agricultural LOANS ..o --- 55 30 53 11
Consumer Loans ..........c.oeeeeee 267 172 240 149 218
Residential Mortgage Loans 11 18 35 58 24

Total RECOVETIES .vivvvivrirrerreirieriinieesienire st ere e 612 568 403 465 371
Net Loans Recovered (Charged-off) ... (2,512) (2,676) (3,545) (1,678) (1,479)
Additions to Allowance Charged to Expense ..o 3,990 3,591 925 1,903 2,015
Allowance from Acquired Subsidiary o 484 239 -
Balance at End of Period ........ccoovvvvvviivicniciin s $ 8,044 $ 7,129 $_ 9,265 $ 8,801
Net Charge-offs to Average Loans Outstanding ..........cccocoveeeninns 0.29% 0.32% 0.50% 0.26% 0.24%
Provision for Loan Losses to Average Loans Outstanding ........... 0.45% 0.43% 0.13% 0.30% 0.32%
Allowance for Loan Losses to Total Loans at Year-end............... 1.07% 0.93% 0.90% 1.42% 1.40%

The following table indicates the breakdown of the allowance for oan losses for the periods indicated (dollars in thousands):

Commercial and Industrial Loans .........cccocoevevvoveneeecvicnnenns $ 7,379 $ 5,892 $ 5,134 $ 6,486 $ 5,906
Agricultural LOANS .........ccovevviiiineicn s 1,264 1,349 1,001 822 982
Consumer Loans...........cc.c.ee. 481 483 602 1,127 1,043
Residential Mortgage Loans 398 320 341 710 790
UNALLOCAIED ..ottt b b - --- 51 120 80
Total Allowance for Loan LOSSES ........ococvreeririvricriinnniaenenns $ 9,522 $ 8044 $ 7,129 $ 9,265 § 8801

The allowance for loan losses at year-end 2008 increased to $9.5 million or 1.07% of total loans compared to $8.0 million or
0.93% of total loans at year-end 2007. The increase in the allowance for loan losses was partially attributable to an increase in the
level of non-performing and adversely classified loans during 2008. Also contributing to the increased allowance was the
Company’s commercial and industrial loan portfolio growth during 2008 and the required provision for loan losses that resulted
from that growth in accordance with the Company’s standard methodology for determining the adequacy of its allowance for loan
losses. Finally, an additional contributing factor to the increased level of allowance for loan losses was an elevated level of net
charge-offs during the past three years and the effect of those charge-offs on the Company’s historic loss ratios and the resulting
required level of loan loss reserves. Net charge-offs totaled $2.5 million or 0.29% of average loans outstanding during 2008. This
compares to net charge-offs of $2.7 million or 0.32% of average loans outstanding during 2007 and $3.5 million or 0.50% of
average loans outstanding in 2006.

Please see “RESULTS OF OPERATIONS — Provision for Loan Losses” and “CRITICAL ACCOUNTING POLICIES AND
ESTIMATES — Allowance for Loan Losses” for additional information regarding the allowance.
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NON-PERFORMING ASSETS

Non-performing assets consist of: (a) non-accrual loans; (b) loans which have been renegotiated to provide for a reduction or
deferral of interest or principal because of deterioration in the financial condition of the borrower; (c) loans past due 90 days or
more as to principal or interest; and, (d) other real estate owned. Loans are placed on non-accrual status when scheduled principal
or interest payments are past due for 90 days or more or when the borrower’s ability to repay becomes doubtful. Uncollected
accrued interest is reversed against income at the time a loan is placed on non-accrual. Loans are typically charged-off at 120 days
past due, or earlier if deemed uncollectible. Exceptions to the non-accrual and charge-off policies are made when the loan is well
secured and in the process of collection. The following table presents an analysis of the Company’s non-performing assets.

Non-performing Assets December 31,

(dollars in thousands) 008 2007 2006 2005 2004
NON-2CCTUAL LOANS......oo vttt $ 8316 $ 4356 $ 9,652 $ 14,763 $ 5,750
Past Due Loans (90 days or more)..........ccocevvvviiecenenins 34 8 - 944 831

Restructured LOANS ......cvovvivivieierieievreressesne e — - - - ——

Total Non-performing Loans .... 8,350 4,364 9,652 15,707 6,581
Other Real Estate .........ccooovvenenenn 1,818 1.517 845 506 213
Total Non-performing ASSetS...........ccovvevinierernninnenn $ 10,168 § 5,881 $ 10497 $ 16213 $ 6,794
Non-performing Loans to Total Loans............ccocooeeinn 0.94% 0.50% 1.21% 2.41% 1.04%
Allowance for Loan Losses to Non-performing Loans... 114.04% 184.33% 73.86% 58.99% 133.73%

The Company’s level of overall non-performing assets increased by approximately $4.3 million and non-performing loans
increased by approximately $4.0 million during 2008 compared with year-end 2007. This level of non-performing loans represents
0.94% of total loans outstanding at December 31, 2008, an increase from 0.50% as of year-end 2007. The increase in non-
performing loans was primarily related to commercial credits that were generally less than $1.0 million. The largest credit facility,
and only credit in excess of $1.0 million, that was in non-accrual status at December 31, 2008, totaled $1.2 million.

Loan impairment is reported when full repayment under the terms of the loan is not expected. If a loan is impaired, a portion of
the allowance is allocated so that the loan is reported net, at the present value of estimated future cash flows using the loan’s
existing rate, or at the fair value of collateral if repayment is expected solely from the collateral. Commercial and industrial loans
and agricultural loans are evaluated individually for impairment. Smaller balance homogeneous loans are evaluated for impairment
in total. Such loans include real estate loans secured by one-to-four family residences and loans to individuals for household,
family and other personal expenditures. Individually evaluated loans on non-accrual are generally considered impaired. Impaired
loans, or portions thereof, are charged off when deemed uncollectible. The total dollar amount of impaired loans at December 31,
2008 was $5,945,000. For additional detail on impaired loans, see Note 3 to the Company’s consolidated financial statements
included in Item 8 of this Report.

Interest income recognized on non-performing loans for 2008 was $343,000. The gross interest income that would have been
recognized in 2008 on non-performing loans if the loans had been current in accordance with their original terms was $1,136,000.
Loans are typically placed on non-accrual status when scheduled principal or interest payments are past due for 90 days or more,
unless the loan is well secured and in the process of collection.

LIQUIDITY AND INTEREST RATE RISK MANAGEMENT

Liquidity is a measure of the ability of the Company’s subsidiary bank to fund new loan demand, existing loan commitments and
deposit withdrawals. The purpose of liquidity management is to match sources of funds with anticipated customer borrowings and
withdrawals and other obligations to ensure a dependable funding base, without unduly penalizing earnings. Failure to properly
manage liquidity requirements can result in the need to satisfy customer withdrawals and other obligations on less than desirable
terms. The liquidity of the parent company is dependent upon the receipt of dividends from its bank subsidiary, which are subject
to certain regulatory limitations explained in Note 9 to the Company’s consolidated financial statements included in Item 8 of this
Report, as enhanced by its ability to draw upon term financing arrangements and a line of credit established by the parent company
with a correspondent bank lender as described under “SOURCES OF FUNDS - Parent Company Funding Sources”, above. The
subsidiary bank’s source of funding is predominately core deposits, time deposits in excess of $100,000 and brokered certificates
of deposit, maturities of securities, repayments of loan principal and interest, federal funds purchased, securities sold under
agreements to repurchase and borrowings from the Federal Home Loan Bank.
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Interest rate risk is the exposure of the Company’s financial condition to adverse changes in market interest rates. In an effort to
estimate the impact of sustained interest rate movements to the Company’s earnings, the Company monitors interest rate risk
through computer-assisted simulation modeling of its net interest income. The Company’s simulation modeling monitors the
potential impact to net interest income under various interest rate scenarios. The Company’s objective is to actively manage its
asset/liability position within a one-year interval and to limit the risk in any of the interest rate scenarios to a reasonable level of
tax-equivalent net interest income within that interval. The Company’s Asset/Liability Committee monitors compliance within
established guidelines of the Funds Management Policy. See Item 7A. Quantitative and Qualitative Disclosures About Market Risk
section for further discussion regarding interest rate risk.

OFF-BALANCE SHEET ARRANGEMENTS

The Company has no off-balance sheet arrangements other than stand-by letters of credit as disclosed in Note 14 to the Company’s
consolidated financial statements included in Item 8 of this Report.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The Company’s exposure to market risk is reviewed on a regular basis by the Asset/Liability Committee and Board of Directors.
Primary market risks, which impact the Company’s operations, are liquidity risk and interest rate risk, as discussed above.

As discussed previously, the Company monitors interest rate risk by the use of computer simulation modeling to estimate the
potential impact on its net interest income under various interest rate scenarios. Another method by which the Company’s interest
rate risk position can be estimated is by computing estimated changes in its net portfolio value (“NPV”). This method estimates
interest rate risk exposure from movements in interest rates by using interest rate sensitivity analysis to determine the change in the
NPV of discounted cash flows from assets and liabilities. NPV represents the market value of portfolio equity and is equal to the
estimated market value of assets minus the estimated market value of liabilities. Computations are based on a number of
assumptions, including the relative levels of market interest rates and prepayments in mortgage loans and certain types of
investments. These computations do not contemplate any actions management may undertake in response to changes in interest
rates, and should not be relied upon as indicative of actual results. In addition, certain shortcomings are inherent in the method of
computing NPV. Should interest rates remain or decrease below current levels, the proportion of adjustable rate loans could
decrease in future periods due to refinancing activity. In the event of an interest rate change, prepayment 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.

The following table provides an assessment of the risk to NPV in the event of sudden and sustained 1% and 2% increases and
decreases in prevailing interest rates. The table indicates that as of December 31, 2008 the Company’s estimated NPV might be
expected to decrease under both an increase or decrease of 2% in prevailing interest rates (dollars in thousands).

Interest Rate Sensitivity as of December 31, 2008

Net Portfolio Value
Net Portfolio as a % of Present Value
Value of Assets
Changes
in Rates Amount % Change NPV Ratio Change
200 e e $135,270 (1.53)% 11.54% 9 b.p.
ol L Z 3PSO UP RPN 140,009 1.92% 11.77% 32 b.p.
BaASE ..ottt 137,375 --- 11.45% -
120 e s 126,696 (7.77)Y% 10.51% (94) b.p.
2 e 110,215 (19.77)% 9.12% (233) b.p.

The above discussion, and the portions of MANAGEMENT’S DISCUSSION AND ANALYSIS in Item 7 of this Report that are
referenced in the above discussion contain statements relating to future results of the Company that are considered “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These statements relate to, among
other things, simulation of the impact on net interest income from changes in interest rates. Actual results may differ materially
from those expressed or implied therein as a result of certain risks and uncertainties, including those risks and uncertainties
expressed above, those that are described in MANAGEMENT’S DISCUSSION AND ANALYSIS in Item 7 of this Report, and
those that are described in Item 1 of this Report, “Business,” under the caption “Forward-Looking Statements and Associated
Risks,” which discussions are incorporated herein by reference.
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Item 8. Financial Statements and Supplementary Data.

Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
German American Bancorp, Inc.
Jasper, Indiana

We have audited the accompanying consolidated balance sheets of German American Bancorp, Inc. as of December 31,2008 and
2007 and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for each of the three years
in the period ended December 31, 2008. We also have audited German American Bancorp, Inc.’s internal control over financial
reporting as of December 31, 2008, based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). German American Bancorp, Inc.’s management is
responsible for these financial statements, for maintaining effective internal control over financial reporting, and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal
Contro! over Financial Reporting. Our responsibility is to express an opinion on these financial statements and an opinion on the
company's internal control over financial reporting 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 and whether effective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable
basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of German American Bancorp, Inc. as of December 31, 2008 and 2007, and the results of its operations and its cash flows for each
of the three years in the period ended December 31, 2008, in conformity with accounting principles generally accepted in the
United States of America. Also in our opinion German American Bancorp, Inc. maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control — Integrated
Framework issued by the COSO.

Louisville, Kentucky /s/ Crowe Horwath LLP
February 28, 2009 Crowe Horwath LLP
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Consolidated Balance Sheets
Dollars in thousands, except per share data

December 31,

2008 2007
ASSETS
Cash and DUE frOM BanKS......c.oooviiiiieietiireere s esieenie e st ebesstaesa e e s ssnenineeee $ 17,201 $ 25,283
Federal Funds Sold and Other Short-term INVestments...........ccovviviniiiinnneniesienenncenens 27,791 2,631
Cash and Cash EQUIVAIENTS..........ccooviiiiiiiiii s 44,992 27,914
Securities Available-for-Sale, at Fair Value........cccooovecerierniniiiine e 175,840 148,300
Securities Held-to-Maturity, at Cost (Fair value of $3,358 and $4,496 on
December 31, 2008 and 2007, respectively) ..ot 3,326 4,464
LOANS HEld-T0r-Sal8.. . uvetireereeesiiereeeirteeeiesreeeertreessereaeasbeseesbenesasintsesinaesesstbesessrssesssssesessnsness 3,166 5,697
LLOAIIS . onveeeeeeeeeeesessee e e e e aeeem e eas s et e e esereeekaeebeanbeesbeasee e ea e ke e er e r e e L s R e e e e R et n s 892,511 870,643
Less:  Unearned INCOME ......oviiviiiieiiiiierieeee ettt (2,075) (2,922)
Allowance fOr LOan LOSSES ......oovveeiiieiieerneeiieerirenieesntesets s snesennesesessnsnesssessneess (9,522) (8.044)
LLOANS, NEL......iitiverieere it etiresetese et etsee et s e e r e bt e b e st b s b b b e bbb a et 880,914 859,677
Stock in FHLB of Indianapolis and Other Restricted Stock, at Cost .........ccocovvvniiniiennan. 10,621 10,621
Premises, Furniture and Equipment, Net..........ccoooviiiiii 22,330 22,783
Other REAI ESTALE . .vvvvrerereeerreeeeisiueeseeisreesesseesessssesssianesasssesssmesesssssssorinesesissesansnasessssenessnnnes 1,818 1,517
GOOAWIIL oot oot e e st e s s ereeebesebesasesaa e saess e e b e aab e s sb e st b et e e reea bt eRa s sE e e b e sRa s e beebesbbesan e s s enbenane 9,655 9,655
INEANEIDIE ASSELS . ..c.vnireereriiiiitiice bbb 3,141 4,030
Company Owned Life INSUTANCE..........ccooviiimiirniiii 23,338 22,533
Accrued Interest Receivable and Other ASSELS ......ocvvveerireriniiiiniiii e 11,687 14,519
TOTAL ASSETS oottt sttt ettee et e sbe e seeestaeeseaeseressantesrateosessrassanssessaannnessaeesene § 1,190,828 1,131,71
LIABILITIES
Non-interest-bearing Demand DEpOSIts .........ccocviiririreeeeeiii e $ 147,977 $ 136,212
Interest-bearing Demand, Savings, and Money Market ACCOUNLS .......oovvniiiniiiiiininiens 439,305 353,643
THME DEPOSIES ...vvvureieieirieiiiiitit e bbb s 354,468 387.566
TOtAl DEPOSILS .e.viviviiitiiiietit ettt 941,750 877,421
FHLB Advances and Other BOITOWINES .....c.ocoviiiiiiiiiiminiiinie e 131,664 144,170
Accrued Interest Payable and Other Liabilities. ... 12,240 13,003
TOTAL LIABILITIES ...oeoeeeitiivivereeivterseresesesereseresererersissnerirtreremitetsmirmttarsenastanererenes 1,085,654 1,034,594
Commitments and Contingencies (Note 14)
SHAREHOLDERS’ EQUITY
Preferred Stock, $10 par value; 500,000 shares authorized, no shares issued ....oovevreeeiinennns - ---
Common Stock, no par value, $1 stated value; 20,000,000 shares authorized........ccccoeeeneen. 11,030 11,029
Additional Paid-in Capital .........cccocvevriiiiiii 68,371 68,408
Retained EAIMINES ....vovvveveiiieiiiiicei i s b 23,019 16,681
Accumulated Other Comprehensive INCOME ..o 2,754 998
TOTAL SHAREHOLDERS’ EQUITY oviriiiniiiiiiiire e 105,174 97,116
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY ...ccooviiiiiiiiiiinn $ 1,190,828 $ 1,131,710
End of period shares issued and outstanding ... 11,030,288 11,029,484

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Income
Dollars in thousands, except per share data

INTEREST INCOME
Interest and FEEs 0N LOANS........cveiiiiiriiircniieneecnreeniiecnnnssnnrs s snas s
Interest on Federal Funds Sold and Other Short-term Investments..................
Interest and Dividends on Securities:
T aXADIE .ot eeeiee e e et e e et e e s e e e s reeeeateesetaeeassnreesasbbasesenare e e b e s e srnn e s aba s
NONAEAXADIE .ottt e e e e e e s e e e e e s reeesssebirbt s e s s s e sabbaneaen s

TOTAL INTEREST INCOME ......cooiiiiiiiiiiiiiii e

INTEREST EXPENSE
Interest 0N DEPOSILS ... covrvvriiiiiiiiiiee e
Interest on FHLB Advances and Other Borrowings ...........ccocoevniiniinnisinnnnnn.

TOTAL INTEREST EXPENSE.....cccooiiiiiiiiiciinriicenee

NET INTEREST INCOME ...t esnnes e
Provision fOr LOan LOSSES. ...ccovviiirevireierieieieeeiserseresssiesesmmmimenesemismsmmmmmemnmmessirsise

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NON-INTEREST INCOME

Trust and Investment Product FEES .....cocvvivviviriieiicieiinee e
Service Charges on Deposit ACCOUNTS ......c.coviviiinriiniieiiiiniinns e
[NSUTANCE REVENUES........ooreeieiiiiiieeriree e sttt esras b e e e ssr e s e
Other Operating INCOME.........cooiviiriiiie s
Net Gains on Sales of Loans and Related ASSEtS......cccceeerrirvriiiiniininiinneinnne,
Net Gain (L0SS) 0N SECUTTLIES ...c.coviiiiiiiiiinrin s

TOTAL NON-INTEREST INCOME ......ccooviiiicencn,

NON-INTEREST EXPENSE

Salaries and Employee Benefits. ...
Occupancy EXPENSe ...
Furniture and Equipment EXPense ..........ccocooviviiiininininnc
Data Processing FEes ..ot
Professional FEES .....cviviieiiirieieriiieerii e
Advertising and Promotion ...........cccvviiiiiiiicii s
SUPPLIES ... cvevrveieee ittt
Intangible AMOItiZation ........coovvriitiiiiiinnne
Other Operating EXPENSeS ........covvvieiiiininiiieiessiennies s

TOTAL NON-INTEREST EXPENSE.......ccconiiiiincnnecnn

Income before INCOME TAXES ....cooovuriviiieirioiiireeeeeeesnererereeseeinrrcreeeessinreneeenenas
INCOME TaX EXPENSE..nvviricciiiiiiiiiiiiiiiit it
NET INCOME .. ..ottt e ettt et saar e s e e saar e s

Earnings per Share ..o

Diluted Earnings per Share ..........ccoococviviiiiininii

See accompanying notes to consolidated financial statements.
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Years Ended December 31,

2008

$ 58,477
593

8,007
768

67,845

21,212

—3.696

26,908
40,937
__3.99

36,947

2,288
4,920
6,306
3,203
- 1,399

— 94

18,210

20,786
3,249
2,428
1,493
1,670
1,078

570
889

4,553

36,716

18,441

35,638

2007 2006
$63,852  $53,490
478 545
6,992 7,763
939 1.796
72,261 63,594
27,289 21,329
6.357 6.069
33,646 27.398
38,615 36,196
3.591 925
35,024 35,271
2,590 2,210
4,361 3,901
5,794 5,094
2,817 2,920
822 917
(680) 951
15.704 15,993
21,671 21,491
3,144 2,797
2,235 2,191
1,370 1,646
1,418 1,786
957 940

625 619

894 698
4,907 4,891
37221 37,059
13,507 14,205
4,102 3,984

$ 9405  $10221
$ 085 $ 093
$ 085 $ 0093



Consolidated Statements of Changes in Shareholders’ Equity

Dollars in thousands, except per share data

Balances, January 1,2006 ..................c.coceoin.

Comprehensive Income:
Net INCOME....ovveierreie et
Changes in Unrealized Gain (Loss) on
Securities Available for Sale, net................
Change in Minimum Pension Liability .............
Total Comprehensive Income ...
Cash Dividends ($.56 per share)........c.cococooeen
Issuance of Common Stock for:
Exercise of Stock Options..............occoevvinine
Mergers and Acquisitions
Employee Stock Purchase Plan........................
Restricted Share Grants............cccooveeiiinnnniene
Stock Option Grants..........ccocovvmvcinncnncnnns

Balances, December 31,2006 .........................

Comprehensive Income:
Net INCOME....oovveiiieiiniiieiii i
Changes in Unrealized Gain (Loss) on
Securities Available for Sale, net..................
Change in Unrecognized Loss on
Postretirement Benefit Obligation................
Change in Unrecognized Amounts in Pension .
Total Comprehensive Income ... s
Cash Dividends ($.56 per share)........ccocoooveen.
Employee Stock Purchase Plan..............c........
Restricted Share Grants............occocooviniiccns

Balances, December 31,2007 ........................

Comprehensive Income:
NEt INCOME...evivircviiiii e
Changes in Unrealized Gain (Loss) on
Securities Available for Sale, net..................
Change in Unrecognized Loss on
Postretirement Benefit Obligation.................
Total Comprehensive Income
Cash Dividends ($.56 per share)
Adjustment to Initially Apply EITF 06-04........
Employee Stock Purchase Plan.........c.cooeeeee
Restricted Share Grants.............ccoeieieiinnenens
Balances, December 31,2008 .......................

Accumulated

Additional Other Total
Common Stock Paid-in Retained Comprehensive Shareholders’

Shares Amount Capital Earnings Income / (Loss) Equity
10,643,514 $ 10,643 $ 63,784 $ 9391 $ (1,563) $ 82,255
10,221 10,221

1,242 1,242

38 38

11,501
(6,162) (6,162)

1,704 2 15 17
349,468 349 4,252 4,601
30) (30)

13,876 14 166 180
29 29

11,008,562 11,008 68,216 13,450 (283) 92,391
9,405 9,405

1,210 1,210

30 30

41 41

10,686
(6,174) 6,174)
(70) (70)

20.922 21 262 283
11,029,484 11,029 68,408 16,681 998 97,116
12,803 12,803

1,612 1,612

144 144

14,559
(6,177) 6,177)
(288) (288)
(46) (46)

804 1 9 10
_11,030288 § 11,030 § 68371 § 23.019 $ 2754 $ 105,174

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
Dollars in thousands

CASH FLOWS FROM OPERATING ACTIVITIES
NEE INCOME .ottt et bbbt b ek ettt s ons
Adjustments to Reconcile Net Income to Net Cash from Operating Activities:

Net (Accretion) Amortization on Securities... et e e bt nees
Depreciation and AMOrtiZation ...........co.cvirirnieinnnie e
Amortization and Impairment of Mortgage Servicing Rights ...
Loans Originated for Sale ...
Proceeds from Sales of Loans Held-for-Sale .........ccocooovvivivniininiiinenne
Loss in Investment in Limited Partnership
Provision for Loan LOSSES. ..o
Gain on Sale of Loans and Mortgage Servicing Rights, net.........ccooeiiniiiinene
Gain on SECUTILIES, NEL ....cviiiiiiiie ittt
Loss (Gain) on Sales of Other Real Estate and Repossessed Assets
Loss (Gain) on Disposition and Impairment of Premises and Equipment.................
Other-than-temporary Impairment 0n SECUMItES .......cocoviiiiriiiiiiic
Increase in Cash Surrender Value of Company Owned Life Insurance.....................
Equity Based COmMPENSation .........ccoviiiiici
Change in Assets and Liabilities:
Interest Receivable and Other ASSELS.........coovviieiviiiiniini s
Interest Payable and Other Liabilities......... .
Net Cash from Operating Activities ...

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from Maturity of Other Short-term Investments ..............cooovvviiiiiiinnne
Proceeds from Maturities of Securities Available-for-Sale............cccooviviiinn
Proceeds from Sales of Securities Available-for-Sale............cccviiiviiinnn,
Purchase of Securities Available-for-Sale............c.coeennn.
Proceeds from Maturities of Securities Held-to-Maturity ..............
Proceeds from Redemption of Federal Home Loan Bank Stock ...
PUrchase Of LOAMS ..........ovtiviiiirieient et ccrcreenene s resr e ere st sne e es s
Proceeds from Sales of Loans
Loans Made to Customers, net of Payments Received..........cccoovvviiiiiin,
Proceeds from Sale of Mortgage Servicing Rights........ccoooviviiin
Proceeds from Sales of Other Real Estate.......c.ccccoccoovniviiiininnirccneiecnsnenes
Property and Equipment EXpenditures ..........oooveecniiciiii
Proceeds from Sales of Property and Equipment ..
Acquire Capitalized Lease ........oovevriiimeniii e
Acquire Banking ENtities .........ooooiimeriiiniin
Acquire INSUrance AENCIES. ..ueiruerrrireiin
Net Cash from Investing ACtivities ..o,

CASH FLOWS FROM FINANCING ACTIVITIES

Change in DEPOSILS ....cvevvriviiiiiiiscici e
Change in Short-term Borrowings...
Advances in Long-term Debt ..........
Repayments of Long-term Debt ...
Issuance of Common StOCK ...t
Employee Stock Purchase Plan....
Dividends Paid ........coooviiieiiiiii e

Net Cash from Financing Activities..................coovivinnnin

Net Change in Cash and Cash Equivalents....................oviinnn,

Cash and Cash Equivalents at Beginning of Year.
Cash and Cash Equivalents at End of Year ..o

Cash Paid During the Year for

INEErESt .oovveiiiiee e e
Income Taxes

Supplemental Non Cash Disclosures

Loans Transferred to Other Real EState ....ccccoovvveiiiiniiiiiiiiiiiencensnesenne

2008
$ 12,803

(812)
3,362

(105,448)
109,378
141
3,990
(1,399)
(1,031)
62
(25)
937
(805)
10

1,798

(827)
22,134

52,304
53,641
(130,170)

1,140
(29,574)
5,369
(4,447)
3,068
(2,122)
65

(50,726)

64,388
(31,328)
25,000

(6,167)
(46)
—(6,17T)

45,670
17,078

27,914

§ 44992

$ 27,246
6,122

$ 3,353

Years Ended December 31,

2007
$ 9,405

(383)
3,140

(71,091)
67,817
178
3,591
(822)
(62)
(52)
120
742
(823)
331

1,070

—_(406)
12,755

200
41,899
998
(10,434)
1,671
(23,065)
3,953
(58,503)
2,987
(1,372)
62
(13)

(41,617)

9,862
5,828
30,000
(12,317)
(118)
__(6.174)
27.081
(1,781)
29,695
3 27914

$ 33,781
2,395

$ 4919

See accompanying notes to consolidated financial statements.

35

$

2006
10,221

(180)
2,818
271
(55,281)
55,985
397
925
(917)
(951)
23
23

(865)
284

(1,298)

633

12,088

60,033
13,001
(62,006)
2,558
3,862

(22,043)
30,520

(109,862)
3,554
890

(3,461)
292

@,111)

(2,260)

(89,033)

73,366
12,623
26,500
(32,530)
17
(105)

(6.162)
73,709

(3,236)

32,931
$_29.695

$

$

25,805
3,605

1,016



Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 — Summary of Significant Accounting Policies

Description of Business and Basis of Presentation

German American Bancorp, Inc. operations are primarily comprised of three business segments: core banking, trust and investment
advisory services, and insurance operations. The accounting and reporting policies of German American Bancorp, Inc. and its
subsidiaries conform to U.S. generally accepted accounting principles. The more significant policies are described below. The
consolidated financial statements include the accounts of the Company and its subsidiaries after elimination of all material
intercompany accounts and transactions. Certain prior year amounts have been reclassified to conform with current classifications.
The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts and disclosures. Actual results could differ from those estimates.
Estimates susceptible to change in the near term include the allowance for loan losses, other-than-temporary impairment of
securities, the valuation allowance on deferred tax assets, and loss contingencies.

Securities

Securities classified as available-for-sale are securities that the Company intends to hold for an indefinite period of time, but not
necessarily until maturity. These include securities that management may use as part of its asset/liability strategy, or that may be
sold in response to changes in interest rates, changes in prepayment risk, or similar reasons. Equity securities with readily
determinable fair values are classified as available-for-sale. Equity securities that do not have readily determinable fair values are
carried at historical cost and evaluated for impairment on a periodic basis. Securities classified as available-for-sale are reported at
market value with unrealized gains or losses included as a separate component of equity, net of tax. Securities classified as held-to-
maturity are securities that the Company has both the ability and positive intent to hold to maturity. Securities held-to-maturity are
carried at amortized cost.

Premium amortization is deducted from, and discount accretion is added to, interest income using the level yield method without
anticipating prepayments, except for mortgage-backed securities where prepayments are anticipated. Gains and losses on sales are
recorded on trade date and are computed on the identified securities method. Securities are written down to fair value when a
decline in fair value is not considered temporary. In estimating other-than-temporary losses, management considers: the length of
time and extent that fair value has been less than cost, the financial condition and near term prospects of the issuer, and the
Company’s ability and intent to hold the security for a period sufficient to allow for any anticipated recovery in fair value.

Loans Held for Sale
Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or market value, in

aggregate. Net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings.

Mortgage loans held for sale are generally sold on a servicing released basis. Gains and losses on sales of mortgage loans are
based on the difference between the selling price and the carrying value of the related loan sold.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are reported at the
principal balance outstanding, net of unearned interest, deferred loan fees and costs, and an allowance for loan losses. Interest
income is accrued on unpaid principal balance and includes amortization of net deferred loan fees and costs over the loan term
without anticipating prepayments.

Interest income is discontinued on impaired loans and loans past due 90 days or more, unless the loan is well secured and in
process of collection. All interest accrued but not received for loans placed on non-accrual is reversed against interest income.
Interest received on such loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.
Loans are returned to accrual status when all the principal and interest amounts contractually due are brought current and future
payments are reasonably assured.

Certain Purchased Loans

The Company purchases individual loans and groups of loans. Purchased loans that show evidence of credit deterioration since
origination are recorded at the amount paid (or allocated fair value in a purchase business combination), such that there is no
carryover of the seller’s allowance for loan losses. After acquisition, incurred losses are recognized by an increase in the allowance

for loan losses.
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 — Summary of Significant Accounting Policies (continued)

Such purchased loans are accounted for individually or aggregated into pools of loans based on common risk characteristics (e.g.,
credit score, loan type, and date of origination). The Company estimates the amount and timing of expected cash flows for each
purchased loan or pool, and the expected cash flows in excess of amount paid is recorded as interest income over the remaining life
of the loan or pool (accretable yield). The excess of the loan’s or pool’s contractual principal and interest over expected cash flows
is not recorded (nonaccretable difference).

Over the life of the loan or pool, expected cash flows continue to be estimated. If the present value of expected cash flows is less
than the carrying amount, a loss is recorded. If the present value of expected cash flows is greater than the carrying amount, it is
recognized as part of future interest income.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for probable incurred credit losses. Loan losses are charged against the
allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are
credited to the allowance. Management estimates the allowance balance required using past loan loss experience, the nature and
volume of the portfolio, information about specific borrower situations and estimated collateral values, economic conditions, and
other factors. Allocations of the allowance may be made for specific loans, but the entire allowance is available for any loan that,
in management’s judgment, should be charged-off. The allowance consists of specific and general components. The specific
component relates to loans that are individually classified as impaired or loans otherwise classified as substandard or special
mention. The general component covers non-classified loans and is based on historical loss experience adjusted for current factors.

Loan impairment is reported when full repayment under the terms of the loan is not expected. If a loan is impaired, a portion of the
allowance is allocated so that the loan is reported net, at the present value of estimated future cash flows using the loan’s existing
rate, or at the fair value of collateral if repayment is expected solely from the collateral. Commercial and agricultural loans are
evaluated individually for impairment. Smaller balance homogeneous loans are evaluated for impairment in total. Such loans
include real estate loans secured by one-to-four family residences and loans to individuals for household, family and other personal
expenditures. Individually evaluated loans on non-accrual are generally considered impaired. Impaired loans, or portions thereof,
are charged off when deemed uncollectible.

Federal Home Loan Bank (FHLB) Stock

The Bank is a member of the FHLB of Indianapolis. Members are required to own a certain amount of stock based on the level of
borrowings and other factors, and may invest in additional amounts. FHLB stock is carried at cost, classified as a restricted
security, and periodically evaluated for impairment based on ultimate recovery of par value. Both cash and stock dividends are

reported as income.

Premises, Furniture and Equipment

Land is carried at cost. Premises, furniture, and equipment are stated at cost less accumulated depreciation. Buildings and related
components are depreciated using the straight-line method with useful lives ranging from 10 to 40 years. Furniture, fixtures, and
equipment are depreciated using the straight-line method with useful lives ranging from 3 to 10 years.

Other Real Estate
Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell when acquired,
establishing a new cost basis. [f fair value declines subsequent to foreclosure, a valuation allowance is recorded through expense.

Operating costs after acquisition are expensed.

Goodwill and Other Intangible Assets

Goodwill results from prior business acquisitions and represents the excess of the purchase price over the fair value of acquired
tangible assets and liabilities and identifiable intangible assets. Goodwill is not amortized, but is assessed at least annually for
impairment with any such impairment recognized in the period identified.

Other intangible assets consist of core deposit and acquired customer relationship intangible assets. They are initially measured at
fair value and then are amortized over their estimated useful lives, which range from 7 to 10 years.
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 — Summary of Significant Accounting Policies (continued)

Company Owned Life Insurance
The Company has purchased life insurance policies on certain directors and executives. This life insurance is recorded at its cash
surrender value or the amount that can be realized, which considers any adjustments or changes that are probable at settlement.

Servicing Rights

During the second quarter of 2006, the Company sold its mortgage loan servicing rights portfolio and commenced selling all
secondary market residential mortgage loans on a servicing-released basis. Prior to the second quarter of 2006 servicing rights
were recognized and included with other assets for purchased rights and for the allocated value of retained servicing rights on loans
sold. Servicing rights were expensed in proportion to, and over the period of, estimated net servicing revenues. Impairment was
evaluated based on the fair value of the rights, using groupings of the underlying loans as to type and age, with any impairment of a
grouping reported as a valuation allowance. Fair value was determined based upon discounted cash flows using market based
assumptions.

Loss Contingencies

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

Loan Commitments and Related Financial Instruments

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

Restrictions on Cash
At December 31, 2008 and 2007, respectively, the company was required to have $945 and $1,701 on deposit with the Federal

Reserve, or as cash on hand.

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

recorded at fair value.

Stock Based Compensation

Compensation cost is recognized for stock options and restricted stock awards issued to employees, based on the fair value of these
awards at the date of grant. A Black-Scholes model is utilized to estimate the fair value of stock options, while the market price of
the Corporation’s common stock at the date of grant is used for restricted stock awards. Compensation cost is recognized over the

required service period, generally defined as the vesting period.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income. Other comprehensive income includes unrealized
gains and losses on securities available for sale and changes in unrecognized amounts in pension and other postretirement benefits,
which are also recognized as a separate component of equity.

Income Taxes
Deferred tax liabilities and assets are determined at each balance sheet date and are the result of differences in the financial

statement and tax bases of assets and liabilities. Income tax expense is the amount due on the current year tax returns plus or minus
the change in deferred taxes. A valuation allowance, if needed, reduces deferred tax assets to the amount expected to be realized.

Retirement Plans
Pension expense under the suspended defined benefit plan is the net of interest cost, return on plan assets and amortization of gains

and losses not immediately recognized. Employee 401(k) and profit sharing plan expense is the amount of matching contributions.
Deferred compensation and supplemental retirement plan expense allocates the benefits over years of service.
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 - Summary of Significant Accounting Policies (continued)

Earnings Per Share

Earnings per share are based on net income divided by the weighted average number of shares outstanding during the period.
Diluted earnings per share show the potential dilutive effect of additional common shares issuable under the Company’s stock
based compensation plans. Earnings per share are retroactively restated for stock dividends.

Cash Flow Reporting
The Company reports net cash flows for customer loan transactions, deposit transactions and deposits made with other financial
institutions. Cash and cash equivalents are defined to include cash on hand, demand deposits in other institutions and Federal

Funds Sold.

Fair Values of Financial Instruments

Fair values of financial instruments are estimated using relevant market information and other assumptions, as more fully disclosed
in Note 15. Fair value estimates involve uncertainties and matters of significant judgment regarding interest rates, credit risk,
prepayments, and other factors, especially in the absence of broad markets for particular items. Changes in assumptions or in
market conditions could significantly affect the estimates.

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

New Accounting Pronouncements

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements (FAS 157). This Statement defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements. This Statement
establishes a fair value hierarchy about the assumptions used to measure fair value and clarifies assumptions about risk and the
effect of a restriction on the sale or use of an asset. The standard was effective for fiscal years beginning after November 15, 2007.
In February 2008, the FASB issued Staff Position (FSP) 157-2, Effective Date of FASB Statement No. 157. This FSP delays the
effective date of FAS 157 for all nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed at
fair value on a recurring basis (at least annually) to fiscal years beginning after November 15, 2008, and interim periods within
those fiscal years. The impact of adoption was not material. In October 2008, the FASB issued Staff Position (FSP) 157-3,
Determining the Fair Value of a Financial Asset when the Market for That Asset Is Not Active. This FSP clarifies the application
of FAS 157 in a market that is not active. The impact of adoption was not material.

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. The
standard provides companies with an option to report selected financial assets and liabilities at fair value and establishes
presentation and disclosure requirements designed to facilitate comparisons between companies that choose different measurement
attributes for similar types of assets and liabilities. The new standard was effective for the Company on January 1, 2008. The
Company did not elect the fair value option for any financial assets or financial liabilities as of January 1, 2008 or subsequently.

In September 2006, the FASB Emerging Issues Task Force finalized Issue No. 06-4, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements. This issue requires that a liability be
recorded during the service period when a split-dollar life insurance agreement continues after participants’ employment or
retirement. The required accrued liability will be based on either the post-employment benefit cost for the continuing life insurance
or based on the future death benefit depending on the contractual terms of the underlying agreement. This issue became effective
for the Company on January 1, 2008. The impact of adoption of this issue was an adjustment to lower retained earnings of the
Company by $288 effective January 1, 2008.

On November 5, 2007, the SEC issued Staff Accounting Bulletin No. 109, Written Loan Commitments Recorded at Fair Value
through Earnings (“SAB 109”). Previously, SAB 105, Application of Accounting Principles to Loan Commitments, stated that in
measuring the fair value of a derivative loan commitment, a company should not incorporate the expected net future cash flows
related to the associated servicing of the loan, SAB 109 supersedes SAB 105 and indicates that the expected net future cash flows
related to the associated servicing of the loan should be included in measuring fair value for all written loan commitments that are
accounted for at fair value through earnings. SAB 105 also indicated that internally-developed intangible assets should not be
recorded as part of the fair value of a derivative loan commitment, and SAB 109 retains that view. SAB 109 was effective for
derivative loan commitments issued or modified in fiscal quarters beginning after December 15, 2007. The impact of adoption was
not material.
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 — Summary of Significant Accounting Policies (continued)

Effect of Newly Issued but Not Yet Effective Accounting Standards

In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations (“FAS 141(R)”), which establishes
principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired,
the liabilities assumed, and any noncontrolling interest in an acquiree, including the recognition and measurement of goodwill
acquired in a business combination. FAS No. 141(R) is effective for fiscal years beginning on or after December 15, 2008. Earlier
adoption is prohibited. The impact of the adoption of this standard will depend upon the nature of any future acquisitions.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interest in Consolidated Financial Statements, an
amendment of ARB No. 51”7 (“SFAS No. 160”), which will change the accounting and reporting for minority interests, which will
be recharacterized as noncontrolling interests and classified as a component of equity within the consolidated balance sheets. FAS
No. 160 is effective as of the beginning of the first fiscal year beginning on or after December 15, 2008. Earlier adoption is
prohibited and the Corporation does not expect the adoption of FAS No. 160 to have a significant impact on its results of
operations or financial position.

NOTE 2 — Securities

The amortized cost, unrealized gross gains and losses recognized in accumulated other comprehensive income (loss), and fair value
of Securities Available-for-Sale were as follows:

Gross Gross
Amortized Unrealized Unrealized Fair

Securities Available-for-Sale: Cost Gains Losses Value
2008
U.S. Treasury and Aency SECUTItES .......oovuriirrmiiieecnininniiesenines $ --- $ - $ - $ -
Obligations of State and Political Subdivisions.................cciiinninns 16,561 307 - 16,868
Mortgage-backed SECUTItIES .......ovvevivrieirieii s 151,499 4,132 “) 155,627
EQUILY SECUTILIES ..ot 3,620 44 (319 3,345

TOUAL vttt $ 171,680 § 4483 § _ (323) $ 175,840
2007
U.S. Treasury and Agency SECUMLIES ........covvviiirciinnicciiiinis $ 25,306 $ 433 $ --- $ 25,739
Obligations of State and Political Subdivisions........coocvvicininniss 11,387 216 (1) 11,602
Mortgage-backed SECUIItIES ........ovriivrnimniieeincicciin e 105,302 608 (421) 105,489
EQUity SECUTILIES ..vivoiiviieiiiiiiciree e 4,557 913 - 5,470

TOUAL...cvtiiceer et $ 146,552 $ 2,170 3 (422) $ 148,300
The carrying amount, unrecognized gains and losses and fair value of Securities Held-to-Maturity were as follows:

Gross Gross
Securities Held-to-Maturity: Carrying Unrecognized Unrecognized Fair
Amount Gains Losses Value

2008
Obligations of State and Political SUbIVISIONS...viceeviiiieeceiee e $ 3,326 $ 32 $ - $ 3,358
2007
Obligations of State and Political Subdivisions...........cccooovnisiniinns $ 44064 $ 32 $ --- $ 4496
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NOTE 2 - Securities (continued)

The amortized cost and fair value of Securities at December 31, 2008 by contractual maturity are shown below. Expected
maturities may differ from contractual maturities because some issuers have the right to call or prepay certain obligations with or
without call or prepayment penalties. Asset-backed, Mortgage-backed and Equity Securities are not due at a single maturity date
and are shown separately.

Amortized Fair
Cost Value
Securities Available-for-Sale:

DUE N ONE YEAT OF 1E8S o.vuvvviiiiiiii ittt $ 1,590 $ 1,597
Due after one year through five years........cooooovenn 4,640 4,681
Due after five years through ten years .. 2,262 2,365
Due after ten years.........ooovviiinnnnn 8,069 8,225
Mortgage-backed SECUITLIES ........covimiiririii e 151,499 155,627
EQUILY SECUTIIES ...ceuvateisiieeiriss s et s bbb 3.620 3,345
TOLALS +vvevveeeeeeeeeeeee e e s e sutesseeeeseesesebaevbeeaseeemseesb e erte e ae e e Rt e Rkt e s b s o b A e AR LS SRR s eR e e eh s b e bR e e R e e R e e e ettt $ 171,680 $ 175,840

Carrying Fair

Amount Value

Securities Held-to-Maturity:
DUE N ONE YEAT OF LESS c...cvoviininiieiiisirite et s $ 412 $ 413

Due after one year through five years 1,231 1,246

Due after five years through ten years 1,195 1,208

Due after ten years........covccrnivviiirinnn 488 491

TOUALS +vveevreeeee e et e ee s e e s eree e st ettt e saeeeetesereeentaessseesseran e s eenseenseenaaeeR e e e Rn e b s eh e SRe oL e b s e b bt e ans $ 3,326 $ 3,358
Proceeds from the Sales of Securities are summarized below:

2008 2007 2006
Available- Available- Available-

for-Sale for-Sale for-Sale

Proceeds from Sales and CallS.......coocvevevcnciiiniiiininn. $ 53,641 $ 998 $ 13,001

Gross Gains on Sales and Calls...........ccccoivirinriiiiiinnnn 1,031 62 951

Income Taxes on Gross Gains..........ccceevevvviviiiiiinnieconeene. 351 25 323

The carrying value of securities pledged to secure repurchase agreements, public and trust deposits, and for other purposes as
required by law was $101,333 and $102,829 as of December 31, 2008 and 2007, respectively.

Below is a summary of securities with unrealized losses as of year-end 2008 and 2007, presented by length of time the securities
have been in a continuous unrealized loss position:

At December 31, 2008: Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss

U.S. Treasury Securities and Obligations of
Government Corporations and Agencies .................... $ — 8 - 8 - 3 - 8 - 8 ---
Obligations of State and Political Subdivisions

1,253 @) 617 @) 1,870

Mortgage-backed Securities
Equity Securities.........c.......... 1,705 319) o - 1,705 (319)
TOtAL...o.oivccee e § 2958 $§ (321) § 617 $ 2) § 3575 §_ (323)
At December 31, 2007: Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
U.S. Treasury Securities and Obligations of
Government Corporations and Agencies .............c...... $ - $ - 5 - 3 - § - $ -
Obligations of State and Political Subdivisions................ --- --- 230 (H 230 )
Mortgage-backed Securities..........ocovcrivrniinninns 1,544 n 56,647 (420) 58,191 (421)
EQUIty SECUTTHIES ...cvovvviiviiiiiiiciiniisiee s - e e - i o=
TOUAL vt $ 1,544 § (1) $ 56877 §$ _(421) § 38421 § __(422)
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NOTE 2 - Securities (continued)

Securities are written down to fair value when a decline in fair value is not considered temporary. In estimating other-than-
temporary losses, management considers the length of time and extent that fair value has been less than cost, the financial condition
and near term prospects of the issuer, and the Company’s ability and intent to hold the security for a period sufficient to allow for
any anticipated recovery in fair value. At December 31, 2008 and 2007, the Company had the intent and ability to hold these
securities for the foreseeable future, and the decline in fair value was largely due to changes in market interest rates, therefore, the
Company does not consider these securities to be other-than-temporarily impaired.

The Company’s equity securities consist of non-controlling investments in other banking organizations. Asa result of valuations of
this portfolio during 2008, the Company recognized a $937 pre-tax charge for an other-than-temporary decline in fair value of this
portfolio. As required by SFAS 115, when a decline in fair value below cost is deemed to be other-than-temporary, the unrealized
loss must be recognized as a charge to earnings. Accordingly, the other-than-temporary impairment was recognized in the income
statement as an investment securities loss during 2008. A pre-tax charge of $742 for other-than-temporary impairment was also
recognized for this portfolio during 2007.

At December 31, 2008, certain equity securities in the Company’s portfolio with fair values below amortized cost were deemed to
not be other-than-temporarily impaired due principally to the overall financial condition of the issuers, the near term prospects for
the issuers, and the length of time that fair value has been less than cost.

NOTE 3 - Loans

Loans were comprised of the following classifications at December 31:

2008 2007

Commercial and INAUSIEIAL LOANS .....vvvviiiiiiirie et e et sbr e s ra s $ 505,191 $ 457,033

Agricultural Loans 159,923 165,592

Consumer Loans ... 127,343 131,110

Residential MOTtgage LOANS .........ccociiiiiiiiiiiniee s 100,054 116,908
Y721 OO OO U PO P OUTOTU PP P TPSTPPI VPR P PP PSPPI P $ 892511 $ 870,643

Nonperforming loans were as follows at December 31:

Loans past due over 90 days and accruing and Restructured Loans $ 34 $ 8
NON-ACCTUAL LOANS ....viviiiiiitiieee et 8,316 4,356
TORALS .ottt ettt et b bbb e 3 8,350 3 4,364

Information regarding impaired loans: 2008 2007

Year-end impaired loans with no allowance for loan losses allocated ..o $ 1,713 $ 1,919

Year-end impaired loans with allowance for loan losses allocated ... 4,232 2,384

Amount of allowance allocated to impaired 10ans .............ccooiviiiiciiinn 1,797 399

2008 007 2006

Average balance of impaired loans during the year ... $ 5787 $ 7376 $ 10,202

Interest income recognized during impairment 161 314 157

Interest income recognized on cash basis ..o 161 304 149
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NOTE 3 - Loans (continued)

Certain directors, executive officers, and principal shareholders of the Company, including their immediate families and companies
in which they are principal owners, were loan customers of the Company during 2008. A summary of the activity of these loans
follows:

Balance Changes Balance
January 1, in Persons Deductions December 31,
2008 Additions Included Collected Charged-off 2008
$ 6,89 $ 2,663 $ @310 $ (2517) $ --= $ 6,732

NOTE 4 - Allowance for Loan Losses

A summary of the activity in the Allowance for Loan Losses follows:

2008 2007 2006
Balance as of January 1........ccccoooovviiiniii $ 8,044 $ 7,129 $ 9,265
Provision for Loan LOSSES ......vvvveiviiiiiieeiiiiiciis 3,990 3,591 925
Allowance from Acquired Subsidiary ..., - --- 484
Recoveries of Prior Loan LOSSES.........ococviiiniiiiiiiniiinn, 612 568 403
Loan Losses Charged to the Allowance...........cccoeiininiinnn (3,124) (3.244) (3.948)
Balance as of December 31 ... $ 9,522 $ 8,044 $ 7,129

NOTE 5 - Mortgage Banking
At December 31, 2008, 2007, and 2006, no loans were serviced by the Company for the benefit of others.

Activity for capitalized mortgage servicing rights and the related valuation allowance was as follows. The net balance of mortgage
servicing rights is included in Other Assets.

2008 2007 2006
Servicing Rights:
Beginning of YEar......ccoccovveviocrminiirriccsenmsnssinesnie s $ - $ - $ 3,393
ADAILIONS. ...ttt s - --- 313
Amortized t0 EXPENSe .....ccoovverivrviiiiiiiics i s - - 316)
Direct Write-dOWNS ..oovevviieiiiiiiiiiiie s --- - ---
Sale 0f SErviCing ......covceoiiiieciiiii - --- (3,.390)
End of Year......ocovieieiiiiiiicc e - - ---
Valuation Allowance:
Beginning 0f YEar......ocoovoiriiinnecrriee e $ --- $ -- $ 365
Additions EXpensed ..o - --- -
Reductions Credited to EXpense ........ccooeeviiivinininn, - --- 45)
Direct Write=dOWIS .....ooveiienieicenein e --- - ---
Sale 0f SEIVICINE ..viierreiiieiiie e - — (320)
End of Year......ooooiivrieiieceeiree e - o= -

During the second quarter of 2006, the Company sold its mortgage loan servicing rights portfolio and commenced selling all
secondary market residential mortgage loans on a servicing released basis. A gain of $198 was recorded on the sale of the
mortgage loan servicing rights portfolio. :
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NOTE 6 — Premises, Furniture, and Equipment

Premises, furniture, and equipment was comprised of the following classifications at December 31:

2008 2007
| 701 DUUUROR OO OO TS OT TP P PSPPSRSO PP R PPOITORPOPP $ 4,540 $ 4,540
Buildings and Improvements 28,114 28,011
Furniture and EQUIPIMENT ......cooooiiiiiiiiiiiiii e 16,922 15,605
Total Premises, Furniture and EQUIPMENT.........cccociiiiiiii e 49,576 48,156
Less: Accumulated Depreciation (27.246) (25.373)
T ) FOT T O U OO OO TP O PO U OO R OPURRUPOISOTPPRIPRPOPP $ 22,330 § 22783

Depreciation expense was $2,509, $2,368, and $2,265 for 2008, 2007, and 2006, respectively.

The Company leases one of its branch buildings under a capital lease. The lease arrangement requires monthly payments through
2027.

The Company has included this lease in buildings and improvements as follows:

2008 2007

Capital Lease...........ocovivivvniieiinnieesinenne b $ 743 $ 743
Less: Accumulated DEPreciation ........c.ccovceiiiiiiim s (72) (36)

TOAL e ev ettt ettt ettt bbb etk $ 671 $ 707

The following is a schedule of future minimum lease payments under the capital lease, together with the present value of net
minimum lease payments at year end 2008:

1010 L IR T OO OO O PP DTSSR PPIUP PSPPSR PIPP $ 81
10} KO T TR T U T TR TR T PSPPSR YP TP 81
10 ) 1 KT T T T U T USSP OR PSSP RUPUPPOITTI PO 81
10 ) TR U T USSP P OO T OO PP PP PO PP PP EPPOY 81
10} TR UT U ST TR UU PP PP UO TP POPOPO 81
TS i1 TTTTUTT TR U O TP OO PO O TR PP P PTPIPPOPPPRPPON 1,103
Total MiNIMUum 1€aSE PAYMENLS .......coovimiririiitiiiie s e 1,508
Less: AMount repreSenting iNTETESt........coiviiiiiiiiiiiiniie s (790
Present Value of Net Minimum Lease Payments ... § 716
NOTE 7 - Deposits
At year-end 2008, stated maturities of time deposits were as follows:
$ 266,221
33,303
29,426
22,771
2,746
1
$__354.468

Time deposits of $100 or more at December 31, 2008 and 2007 were $69,129 and $89,717, respectively.

Time deposits originated from outside the geographic area, generally through brokers, totaled $35,000 and $20,099 at December
31,2008 and 2007, respectively.
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NOTE 8 - FHLB Advances and Other Borrowed Money

The Company’s funding sources include Federal Home Loan Bank advances, borrowings from other third party correspondent
financial institutions, and repurchase agreements. Information regarding each of these types of borrowings is as follows:

December 31,

2008 2007
Long-term Advances from the Federal Home Loan Bank collateralized by
qualifying mortgages, investment securities, and mortgage-backed securities.............c.ooee. $ 87392 $ 67,056
TEITN LOGNS ..ottt ettt et b bR et e s eea bbb s 7,500 9,000
SUbOTrdIiNAted DEDENTULE ..c.viiviircries ettt r et sttt s et s es et seae st 10,000 10,000
Capital Lease OblIZatION..........coviiiiiiiiciiieeee e s 716 730
LONg-1erm BOITOWINES . ....cveveiriiiiiiitiecciiee st sries et ssas e bbb s $ 105,608 $ 86786
Overnight Variable Rate Advances from Federal Home Loan Bank collateralized by
qualifying mortgages, investment securities, and mortgage-backed securities.........coc.cocennv. S -— $ 29,600
Federal Funds Purchased .........cocooo it - ---
RepUrChase AGrEEIMENLS. .....c...coiviiriiiriiiiiteter ittt 26,056 24,534
Promissory Notes Payable ..o --- 3.250
ShOrt-term BOITOWINES .o.oovvviriiii it 26,056 57,384
TOUAl BOITOWINES ....vvcerieiiies ettt bbb $ 131,664 $ 144,170

Repurchase agreements, which are classified as secured borrowings, generally mature within one day of the transaction date.
Repurchase agreements are reflected at the amount of cash received in connection with the transaction. The Company may be
required to provide additional collateral based on the value of the underlying securities.

2008 2007
Average Daily Balance During the Year.........coooiiiiiiiiiiicc $ 30,995 $ 23,794
Average Interest Rate During the YEar .........coooiiiieciicii e 1.52% 4.23%
Maximum Month-end Balance During the Year............c.cc.ocniins $ 42975 $ 34235
Weighted Average Interest at Year-end .......coooovoiiiiiiiiiniinis e 0.82% 3.54%

At December 31, 2008, interest rates on the fixed rate long-term FHLB advances ranged from 2.76% to 7.22% with a weighted
average rate of 4.66%. Of the $87.4 million, $65.0 million or 74% of the advances contained options whereby the FHLB may
convert the fixed rate advance to an adjustable rate advance, at which time the company may prepay the advance without penalty.
The options on these advances are subject to a variety of terms including LIBOR based strike rates.

At December 31, 2007, interest rates on the fixed rate long-term FHLB advances ranged from 4.18% to 7.22% with a weighted
average rate of 5.27%. Of the $67.1 million, $40.0 million or 60% of the advances contained options whereby the FHLB may
convert the fixed rate advance to an adjustable rate advance, at which time the company may prepay the advance without penalty.
The options on these advances are subject to a variety of terms including LIBOR based strike rates.

The long-term borrowings shown above includes $7.5 million and $9 million outstanding on a term loan owed by the parent
company as of December 31, 2008 and 2007, respectively. Interest on the term loan is based upon 90-day LIBOR plus 1.15%.
The term loan matures January 1, 2014. At December 31, 2008, the parent company had a $10 million line of credit with no
outstanding balance. The line of credit matures September 9, 2009. Interest on the line of credit is based upon 90-day LIBOR plus
1.65% and includes an unused commitment fee of 0.35%. At December 31, 2007, the parent company had a $15 million line of
credit with a $3.25 million outstanding balance. Interest on the line of credit was based upon 90-day LIBOR plus 1.15%. The line
of credit was renewed and extended in September 2008 and September 2007,

At December 31, 2008 and 2007, the long-term borrowings shown above include a $10 million subordinated debenture owed by
the parent company. Interest on the subordinated debenture is based upon 90-day LIBOR plus 1.35%. The subordinated debenture
matures on January 1, 2014, The entire principal amount of the subordinated debenture was treated as Tier 2 capital for regulatory
capital purposes as of December 31, 2008 and 2007.
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NOTE 8 — FHLB Advances and Other Borrowed Money (continued)

Scheduled principal payments on long-term borrowings, excluding the capitalized lease obligation, at December 31, 2008 are as
follows:

$ 20,026
32,283
1,531
11,533
16,536
22,983

$104,892

See also Note 6 regarding the capital lease obligation.
NOTE 9 - Stockholders’ Equity

The Company and affiliate bank are subject to regulatory capital requirements administered by federal banking agencies. Capital
adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain off-
balance sheet items calculated under regulatory accounting practices. Capital amounts and classifications are also subject to
qualitative judgments by regulators about components, risk weightings, and other factors, and the regulators can lower
classifications in certain cases. Failure to meet various capital requirements can initiate regulatory action that could have a direct
material effect on the financial statements.

The prompt corrective action regulations provide five classifications, including well-capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not used to represent
overall financial condition. If adequately capitalized, regulatory approval is required to accept brokered deposits. If
undercapitalized, capital distributions are limited, as is asset growth and expansion, and plans for capital restoration are required.

At December 31, 2008, consolidated and affiliate bank actual capital and minimum required levels are presented below:

Minimum Required

To Be Well-
Minimum Required Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes: Action Regulations:
Amount Ratio Amount Ratio Amount Ratio
Total Capital :
(to Risk Weighted Assets)
Consolidated $109,029 11.42% $ 76,387 8.00% N/A N/A
Bank 107,243 11.32 75,782 8.00 § 94,727 10.00%
Tier 1 Capital
(to Risk Weighted Assets)
Consolidated $ 89,507 9.37% $ 38,193 4.00% N/A N/A
Bank 97,721 10.32 37,891 4.00 $ 56,836 6.00%
Tier 1 Capital
(to Average Assets)
Consolidated $ 89,507 7.54% $ 47,512 4.00% N/A N/A
Bank 97,721 8.29 47,161 4.00 $ 58,952 5.00%
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NOTE 9 — Stockholders’ Equity (continued)

At December 31, 2007, consolidated and affiliate bank actual capital and minimum required levels are presented below:

Minimum Required

To Be Well-
Minimum Required Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes: Action Regulations:
Amount Ratio Amount = Ratio Amount Ratio
Total Capital
(to Risk Weighted Assets)
Consolidated ... $100,790 10.63% $ 75,839 8.00% N/A N/A
BanK ...ooooooiieie e 103,986 11.08 75,111 8.00 $ 93,889 10.00%
Tier 1 Capital
(to Risk Weighted Assets)
Consolidated ..o $ 82,335 8.69% $ 37919 4.00% N/A N/A
Bank ..o 95,942 10.22 37,556 4.00 $ 56,333 6.00%
Tier 1 Capital
(to Average Assets)
Consolidated ...........ccooivviiiiiiiiii $ 82,335 7.41% $ 44,460 4.00% N/A N/A
BanK .....cooviiie 95,942 8.72 44,017 4.00 $ 55,021 5.00%

The Company and the affiliate bank at year-end 2008 and 2007 were categorized as well-capitalized. There have been no
conditions or events that management believes have changed the classification of the Company or affiliate bank under the prompt
corrective action regulations since the last notification from regulators. Regulations require the maintenance of certain capital
levels at the affiliate bank, and may limit the dividends payable by the affiliate to the holding company, or by the holding company
to its shareholders. At December 31, 2008, the affiliate bank had $12,500 in retained earnings available for payment of dividends
to the parent company without prior regulatory approval.

Equity Plans and Equity Based Compensation

The Company maintains two equity incentive plans under which stock options, restricted stock, and other equity incentive awards
can be granted. At December 31, 2008, the Company has reserved 620,144 shares of Common Stock (as adjusted for subsequent
stock dividends and subject to further customary anti-dilution adjustments) for the purpose of issuance pursuant to outstanding and
future grants of options, restricted stock, and other equity awards to officers, directors and other employees of the Company.

Stock Options

Options may be designated as “incentive stock options” under the Internal Revenue Code of 1986, or as nonqualified options.
While the date after which options are first exercisable is determined by the Long-Term Incentive Award Committee of the
Company or, in the case of options granted to directors, by the Board of Directors, no stock option may be exercised after ten years
from the date of grant (twenty years in the case of nonqualified stock options). The exercise price of stock options granted pursuant
to the Plans must be no less than the fair market value of the Common Stock on the date of the grant.

The Plans authorize an optionee to pay the exercise price of options in cash or in common shares of the Company or in some

combination of cash and common shares. An optionee may tender already-owned common shares to the Company in exercise of an
option. The Company typically issues authorized but unissued common shares upon the exercise of options.
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NOTE 9 — Stockholders’ Equity (continued)
The following table presents activity for stock options under the Company’s equity incentive plan for 2008:

Year Ended December 31, 2008

Weighted Weighted Average Aggregate
Number of  Average Price Life of Options Intrinsic
Options of Options (in years) Value
Outstanding at Beginning of Period.............ocoovvinnnnn 307,167 $ 1655
Granted ......ocovvveviensie e --- -
Exercised - ---
FOrTEIted. ..o v (7,555) 16.91
EXPITEd...covviiiiriiise e (50,741) 1797
Outstanding & Exercisable at End of Period .................. 248,871 $ 1625 4.62 $ -

The following table presents information related to stock options under the Company’s equity incentive plan during the years ended
2008, 2007, and 2006:

2008 2007 2006
Intrinsic Value of Options Exercised ..., $ - $ --- $ 5
Cash Received from Option Exercises $ - $ “e- $ 17
Tax Benefit of Option EXErCiSes ....ovvinieiriiirimrnicssininsiens $ -- $ - $ ---
Weighted Average Fair Value of Options Granted ..................... $ -—- $ --- $ 2.68

The intrinsic value for stock options is calculated based on the exercise price of the underlying awards and the market price of
common stock as of the reporting date.

During 2008 and 2007, the Company granted no options, and accordingly, recorded no stock compensation expense related to
option grants. The Company recorded $19 in stock compensation expense, net of an income tax benefit of $10, during the year
ended December 31, 2006 related to the granting of 11,000 options. To calculate the fair value of this option grant, the following
assumptions were used as of the grant date: risk free interest rate of 5.11%, expected option life of 10.0 years, expected stock price
volatility of 22.4%, and dividend yield of 4.20%. The resulting weighted average fair value of the options granted during 2006 was
$2.68 for each option granted. The Company recorded no other stock compensation expense applicable to options during the
years ended December 31, 2008, 2007, and 2006 because all outstanding options were fully vested prior to 2006.

As of December 31, 2008 and 2007, there was no unrecognized option expense as all outstanding options were fully vested.

Restricted Stock

In years prior to 2006, awards of long-term incentives were granted in the form of incentive stock options. Effective in 2006, the
Long-Term Incentive Award Committee determined that future awards of long-term incentives under the plan should generally be
made in the form of restricted stock, granted in tandem with cash credit entitlements. The incentive awards will typically be in the
form of 50% restricted stock grants and 50% cash credit entitlements. The restricted stock grants and tandem cash credit
entitlements are subject to forfeiture in the event that the recipient of the grant does not continue employment with the Company
through December 15 of the year of grant, at which time they generally vest 100 percent. For measuring compensation costs,
restricted stock awards are valued based upon the market value of the common shares on the date of grant.

The expense recorded for the restricted stock grants totaled $10, net of an income tax benefit of $6, during the year ended
December 31, 2008. The expense recorded for the restricted stock grants totaled $171, net of an income tax benefit of $112,
during the year ended December 31, 2007. The expense recorded for the restricted stock grants totaled $109, net of an income tax
benefit of $71, during the year ended December 31, 2006. There was no unrecognized expense associated with the restricted stock
grants as of December 31, 2008 and 2007.
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NOTE 9 - Stockholders’ Equity (continued)

The following table presents information on restricted stock grants outstanding for the period shown:

Year Ended
December 31, 2008
Weighted
Restricted Average Market
Shares Price at Grant
Outstanding at Beginning of Period.........c.coeveevorvcniininvininisiensennans --- $ -
GTANLEA ... er vttt s e s et s s s bbb b st 804 12.45
Issued and VEStEd ..........covvveivirerireiieiicnee et (804) 12.45

FOTRITEA ... ovivis ittt et sb e st ere b s ana e ennn - -—
Outstanding at End of Period.........ccooviiiii . - -

Employee Stock Purchase Plan

The Company maintains an Employee Stock Purchase Plan whereby eligible employees have the option to purchase the Company’s
common stock at a discount. The plan year for the Employee Stock Purchase Plan runs from August 17 through August 16 of the
subsequent year. For years prior to the plan year beginning August 17, 2007, the purchase price of the shares was determined
annually and in the range from 85% to 100% of the fair market value of such stock at either the beginning or end of the plan year.
For the plan year beginning August 17, 2007 and the plan year beginning August 17, 2008, the purchase price of the shares under
this Plan is 95% of the fair market value of the Company’s common stock as of the last day of the plan year. The plan provides for
the purchase of up to 542,420 shares of common stock, which the Company may obtain by purchases on the open market or from
private sources, or by issuing authorized but unissued common shares. Funding for the purchase of common stock is from
employee and Company contributions.

Based on the above referenced setting of the purchase price at 95% of the fair market value of the Company’s common stock and
elimination of the look-back feature for the 2007/2008 and the 2008/2009 plan years, the Employee Stock Purchase Plan was not
and will not be considered compensatory and no expense was or will be recorded during the 2007/2008 and 2008/2009 plan years.
There was no expense recorded for the employee stock purchase plan in 2008. The expense recorded for the employee stock
purchase plan totaled $29, net of an income tax benefit of $19, during the year ended December 31, 2007. The expense recorded
for the employee stock purchase plan totaled $45, net of an income tax benefit of $30, during the year ended December 31, 2006.
There was no unrecognized compensation expense as of December 31, 2008 and 2007 for the Employee Stock Purchase Plan.

Stock Repurchase Plan

On April 26, 2001, the Company announced that its Board of Directors approved a stock repurchase program for up to 607,754 of
the outstanding Common Shares of the Company. Shares may be purchased from time to time in the open market and in large
block privately negotiated transactions. The Company is not obligated to purchase any shares under the program, and the program
may be discontinued at any time before the maximum number of shares specified by the program are purchased. As of December
31, 2008, the Company had purchased 334,965 shares under the program. No shares were purchased under the program during the
year ended December 31, 2008.

NOTE 10 - Employee Benefit Plans

The Company provides a contributory trusteed 401(k) deferred compensation and profit sharing plan, which covers substantially all
employees. The Company agrees to match certain employee contributions under the 401(k) portion of the plan, while profit
sharing contributions are discretionary and are subject to determination by the Board of Directors. Company contributions were
$560, $552 and $544 for 2008, 2007 and 2006, respectively.

The Company self-insures employee health benefits. Stop loss insurance covers annual losses exceeding $85 per covered

individual. Management’s policy is to establish a reserve for claims not submitted by a charge to earnings based on prior
experience. Charges to earnings were $1,387, $1,495, and $1,895 for 2008, 2007, and 2006, respectively.
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NOTE 10 - Employee Benefit Plans (continued)

The Company maintains deferred compensation plans for the benefit of certain directors and officers. Under the plans, the
Company agrees in return for the directors and officers deferring the receipt of a portion of their current compensation, to pay a
retirement benefit computed as the amount of the compensation deferred plus accrued interest at a variable rate. Accrued benefits
payable totaled $2,678 and $2,842 at December 31, 2008 and 2007. Deferred compensation expense was $229, $121, and $115 in
2008, 2007, and 2006, respectively. In conjunction with the plans, the Company purchased life insurance on certain directors and
officers.

The Company entered into early retirement agreements with certain officers of the Company during 2008. Accrued benefits
payable as a result of the agreements totaled $701 at December 31, 2008. Expense associated with these agreements totaled $718
during 2008. The benefits under the agreements will generally be paid out over the next 5 years.

The Company acquired through previous bank mergers a noncontributory defined benefit pension plan with benefits based on years
of service and compensation prior to retirement. The benefits under the plan were suspended in 1998. During the year ended
2008, there were no losses incurred on partial settlements of the plan. Partial settlements of the plan were $46 and $68 during the
years ended 2007 and 2006, respectively. The Company used a December 31 measurement date for the 2008 plan and a September
30 measurement date for the 2007 plan year.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132(R). This Statement
requires that defined benefit plan assets and obligations are to be measured as of the date of the employer’s fiscal year-end, starting
in 2008. Through 2007, the Company utilized the early measurement date option available under FASB Statement No. 87
“Employers’ Accounting for Pensions”, and measured the funded status of the defined benefit plan assets and obligations as of
September 30 each year. The net periodic benefit cost for the period between the September 30 measurement date and the 2008
fiscal year-end measurement was simply recognized during 2008 given the nature of this suspended plan and immateriality of the
net periodic pension cost for this additional quarter.

Accumulated plan benefit information for the Company’s plan as of December 31, 2008 and 2007 was as follows:

Changes in Benefit Obligation: 2008 2007

Obligation at Beginning 0f YEar ..ot e $ 615 $ 743

SErvice COSt..cvvvvviiiieiiiiciiiiii s - -—-

Interest COSt...cveerireriieiiiiniin i 46 37

Benefits Paid.......cccccoerinviiiiiiicin (52) (162)
Actuarial (Gain) LosS.....c.ccoovvviiiniiiiincii 11 (19)
Adjustment in Cost of Settlement = 16

Obligation at End 0f Year........ccoooviiiiiiiiii s 620 615

Changes in Plan Assets:

Fair Value at Beginning of YEar.......c.coviiiiiiii s 270 352

Actual Return on PLan ASSELS ....coooviiiiririieieiciiniieee s 14 8

Employer Contributions.........coooiiiiiiiiiii i 99 72

Benefits PAId.....ccoiiiiiiiiere ettt b (52) (162)
Fair Value at End of Year 331 270

Funded Status:

Funded Status at ENd OF YEAI ....oiiiiiviiiirceecreecccciee e $  (2R9) b (345)
Amounts recognized in accumulated other comprehensive income at December 31 consist of:

NEULOSS (GAIN) 1ttt $ 193 $ 198

PLIOT SEIVICE COSt...v ittt etttk b bbb 9 5

TEANSILION ASSEL ..vvveerivitesseeitt ettt eiese e e b bt et s e bt bbb b e e n bbbt s e I )

The accumulated benefit obligation was $620 and $615 at year-end 2008 and 2007, respectively.
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NOTE 10 - Employee Benefit Plans (continued)

Because the plan has been suspended, the projected benefit obligation and accumulated benefit obligation are the same. The accumulated
benefit obligation for the defined benefit pension plan exceeds the fair value of the assets included in the plan.

Components of Net Periodic Benefit Cost and Other Amounts Recognized in Other Comprehensive Income

2008 2007 2006
TREETESE COSEvivverieeeete s e eee et s ee ettt en et ebe et $ 37 $ 37 $ 48
Expected Return on Assets 13) 12) (20)
Amortization of Transition AMOUNT...........cciiviiiriniiini e 1) Q)] N
Amortization of Prior Service COost........vvcveivivvreieciiicie e A3) 3) 3)
Recognition of Net Loss 21 27 36
Net Periodic Benefit Cost......oovvorevviiiiiiii e $ 41 $ 48 $ 60
Net Loss During the Period ... 11 2 -
Amortization of Unrecognized LOSS .....c.ccoovvviiiiiiinici, (16) (74) -
Amortization of Transition COSt........ccooevrvviiiiiiiii s 1 1 -
Amortization of Prior Service Cost.........ccooevviivinieinninnnnns 4 3 -
Total Recognized in Other Comprehensive Income - (68) -
Total Recognized in Net Periodic Benefit Cost and Other
Comprehensive INCOME. .......o.vivrirniiiimeie s $ 41 $_(20) $ 60

The estimated net loss, prior service costs, and net transition obligation (asset) for the defined benefit pension plan that will be
amortized from accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $16, $(3), and
$0, respectively.

Assumptions

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

2008 2007 2006
DiSCOUNT RALE.......ooviiiiiiiie e 6.17% 6.25% 5.75%
Rate of Compensation Increase V... N/A N/A N/A
Weighted-average assumptions used to determine net periodic pension cost:

2008 2007 2006
DASCOUNT RALE.....oeoviiviviiviieei ettt s e 6.25% 5.75% 5.75%
Expected Return on Plan ASSELS ..o 4.50% 4.75% 4.25%
Rate of Compensation Increase (V. ........coo.ooriviriiccicnnnneiinciiininenns N/A N/A N/A

(M Benefits under the plan were suspended in 1998; therefore, the weighted-average rate of increase in future compensation levels was not
applicable for all years presented.

The expected return on plan assets was determined based upon rates that are expected to be available for future reinvestment of
earnings and maturing investments along with consideration given to the current mix of plan assets.
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NOTE 10 - Employee Benefit Plans (continued)
Plan Assets

The Company’s defined benefit pension plan asset allocation at year-end 2008 and 2007 and target allocation for 2009 by asset
category are as follows:

Target Percentage of Plan Assets
Allocation at Year-end
Asset Category 2009 2008 2007
CASH ..ottt 20% 71% 27%
Certificates 0f DEPOSIL ....o.vvioiiiiiir e 80% 29% 73%
TOLAL ..ottt 100% _100% 100%

Plan benefits are suspended. Therefore, the Company has invested predominantly in relatively short-term investments over the past
two years. No significant changes to investing strategies are anticipated.

Postretirement Medical and Life Benefit Plan

The Company has an unfunded postretirement benefit plan covering substantially all of its employees. The medical plan is
contributory with the participants’ contributions adjusted annually; the life insurance plans are noncontributory.

Changes in Accumulated Postretirement Benefits Obligations

2008 2007
Obligation at the Beginning of Year.......cooooovrieiinnncncies $ 619 $ 604
Unrecognized Loss (GaIN) ......ooiiviiiiriiiiiii (174) 23
Components of Net Periodic Postretirement Benefit Cost
SEIVICE COST...voviivirieeeteeeetsiesteee et car sttt b bbbt s 35 31
R (o R O ) AT OO TR OO OO OO PP SO PP POTSTPTOPP PR PRS 34 33
Net Expected Benefit PAyments...........oooveeniimiii e (64) (72)
Obligation at ENd 0f YEar.....ccoevuimiiiiiiiciris e $ 450 § __619
Components of Postretirement Benefit Expense
2008 2007
Service Cost $ 35 $ 31
Interest Cost 34 33
Expected REtUIT 0N ASSEES .....ovivviieiieisiieisic s - -
Amortization of Transition AMOUNL..........cccvrerrriiiieiiii et - ---
Amortization of Unrecognized Prior Service Cost - -
Amortization of Unrecognized Net (Gain) Loss ... -~ -
Net Postretirement Benefit EXPENse ... 69 64
Net Gain During Period Recognized in Other Comprehensive Income ..., (238) (49)
Total Recognized in Net Postretirement Benefit Expense
and Other Comprehensive INCOME ... $ (169 $ 15
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NOTE 10 — Employee Benefit Plans (continued)

Assumptions Used to Determine Net Periodic Cost and Benefit Obligations:

2008 2007 2006
DHESCOUNT RALE...oveeevieeeeereeineresestrtesrraeeesbeaesesnreseabseesaceeenrensssiatsseranes 6.00% 5.50% 5.50%
Assumed Health Care Cost Trend Rates at Year-end:

2008 2007
Health Care Cost Trend Rate Assumed for Next Year..........occooviiinnns 8.00% 7.00%
Rate that the Cost Trend Rate Gradually Declines to...........occoveires 4.50% 5.00%
Year that the Rate Reaches the Rate it is Assumed to Remain at.......... 2015 2010

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point change
in assumed health care cost trend rates would have the following effects:

One-Percentage-Point One-Percentage-Point
Increase Decrease
Effect on Total of Service and Interest COSt ... $ 5 $ 5
Effect on Postretirement Benefit Obligation ... $ 24 $ @n

Pension and Other Benefit Plans:

Contributions

The Company expects to contribute $54 to its defined benefit pension plan and $53 to its postretirement medical and life insurance
plan in 2009.

Estimated Future Benefits

The following benefit payments, which reflect expected future service, are expected to be paid:

Pension Postretirement

Year Benefits Benefits

2009 $ 56 $ 53

2010 52 40

2011 48 49

2012 44 43

2013 95 44
2014-2018 289 245

53



Notes to the Consolidated Financial Statements

Dollars in thousands, except per share data

NOTE 11 — Income Taxes

The provision for income taxes consists of the following:

Current Federal ...
CUITENE STALE ..vveieeeveetieie et er et s bt b s s seeesbesbes et be s sresa et ene b e ebeans
Deferred FEAeral .....vvviveiriiiriiiiiiiier et e siieeeeirne st e snea e

Income tax expense is reconciled to the 34% statutory rate applied to pre-tax income as follows:

Statutory Rate Times Pre-tax InCOme ..o
Add (Subtract) the Tax Effect of:

Income from Tax-exempt Loans and Investments ...........ccccooeeee
State Income Tax, Net of Federal Tax Effect...........ccccccovinininnnnn.
Low Income Housing Credit.........cccooviiiiiniiniiiecen
Dividends Received Deduction........c.ocevvinniiiiin
Company Owned Life Insurance............ccoovvvnninenn,
Other DIffErences ...ooovvvevervveiriirrenieiei i

Total INCOME TAXES....vevierereierereveinisiriiriee b

2008

$ 4,604
476

719

(161)

2008
$ 6,270

The net deferred tax asset (liability) at December 31 consists of the following:

Deferred Tax Assets:
Allowance for Loan LOSSES.......cccvcvrevriviriiniiiniicines e
Deferred Compensation and Employee Benefits
Unused Tax Credits........oooocvoevninvoniniiiein,
Other-than-temporary Impairment ..........cooiveeinnnnninon
ACCTUEd EXPENSES..c.cevvviiiiiiiiiiiiiiiieieeeiri et
Business Combination Fair Value Adjustments.............cocooveiennn

Total Deferred TaX ASSELS.....ccovviivrvieiiierereireenrieeenrirenereninreaenns
Deferred Tax Liabilities:

DEPreCiation.......coviiiiiiirininine
Leasing ActiVities, Net......coooiiiiiiiiiiiccei
Investment in Low Income Housing Partnerships...........c.ccooooevean
Unrealized Appreciation on Securities
FHLB Stock Dividends
Prepaid Expenses.............

Intangibles........covivviniiiniiin
Pension and Postretirement Plans

Valuation AIIOWANCE ......c..oooviiiriiirieiciiecieesere e s rere et anes
Net Deferred Tax Asset (Liability)......coooovviiiniiiiiis

Under the Internal Revenue Code, through 1996 two acquired banking companies, which are now a part of the Company’s single
banking subsidiary, were allowed a special bad debt deduction related to additions to tax bad debt reserves established for the
purpose of absorbing losses. The acquired banks were formerly known as Peoples Community Bank (acquired in October 2005)
and First American Bank (acquired in January 1999). Subject to certain limitations, these Banks were permitted to deduct from
taxable income an allowance for bad debts based on a percentage of taxable income before such deductions or actual loss
experience. The Banks generally computed its annual addition to its bad debt reserves using the percentage of taxable income
method; however, due to certain limitations in 1996, the Banks were only allowed a deduction based on actual loss experience.

2008

$ 2,871
1,535
676

487

23

113
5,705

(345)
(3,254)
(262)
(1,451)
(440)
(408)
(254)

(30).

(18)
(6,462)
(45)

3 _(802)

2007

$ 2,991
504

634

— 27

2007
$ 4,592

2006

$ 2,070
416
1,560
(62)

2006
$ 4,830

(530)
234
(182)
(105)
(294)
31
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NOTE 11 — Income Taxes (continued)

Retained earnings at December 31, 2008, include approximately $2,995 for which no provision for federal income taxes has been
made. This amount represents allocations of income for allowable bad debt deductions. Reduction of amounts so allocated for
purposes other than tax bad debt losses will create taxable income, which will be subject to the then current corporate income tax
rate. It is not contemplated that amounts allocated to bad debt deductions will be used in any manner to create taxable income.
The unrecorded deferred income tax liability on the above amount at December 31, 2008 was approximately $1,018.

Unrecognized Tax Benefits

The Company had no unrecognized tax benefits as of December 31, 2007 and 2008, and did not recognize any increase in
unrecognized benefits during 2008 relative to any tax positions taken in 2008. Should the accrual of any interest or penalties
relative to unrecognized tax benefits be necessary, it is the Company’s policy to record such accruals in its income tax expense
accounts; no such accruals existed as of December 31, 2008 and 2007. The Company and its corporate subsidiaries file a
consolidated U.S. Federal income tax return, which is subject to examination for all years after 2004. The Company and its
corporate subsidiaries doing business in Indiana file a combined Indiana unitary return, which is subject to examination for all
years after 2002.

NOTE 12 — Per Share Data

The computation of Earnings per Share and Diluted Earnings per Share are provided below:

2008 2007 2006
Earnings per Share:
NEE INCOMIE. et ereeeee ettt e ere et ee e rar e e et e e e naessb e bessrarsine e $ 12,803 $ 9,405 $ 10,221
Weighted Average Shares Qutstanding.........c.coooevvvnciieninnn 11,029,519 11,009,536 10,994.739
Earnings per SRare ... g 116 3 0.85 $ 0.93
Diluted Earnings per Share:
NEt INCOME. ..ottt $ 12,803 $ 9,405 $ 10,221
Weighted Average Shares Qutstanding........c.cocoovinniiiininiinn 11,029,519 11,009,536 10,994,739
Stock OPHioNS, NeT....iciiiiiiiciii e 392 15,690 10.928
Diluted Weighted Average Shares Outstanding.........c.ccccoovviinn 11,029,911 11,025,226 11,005,667
Diluted Earnings per Share ... §___Ll16 by 0.85 $ 0.93

Stock options for 248,871, 257,063, and 320,309 shares of common stock were not considered in computing diluted earnings per
common share for 2008, 2007, and 2006, respectively, because they were anti-dilutive.

NOTE 13 - Lease Commitments

The total rental expense for all operating leases for the years ended December 31, 2008, 2007, and 2006 was $338, $355, and
$224, respectively, including amounts paid under short-term cancelable leases.

The following is a schedule of future minimum lease payments:

Years Ending December 31: Premises and Equipment

2009 .o $ 255
2000 it bbb s 212
2011 1ottt e e 150
2002 et 127
2003 et s 83
N0 Lo Vi< OURTT OO OO PP O PO PSSP TT PP PSRRI PRI RIRY 1,116

X121 DTSR PO TP PO FP TP YPRPTPORPPSPRR $ 1,943
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NOTE 14 — Commitments and Off-balance Sheet Items

In the normal course of business, there are various commitments and contingent liabilities, such as commitments to extend credit
and commitments to sell loans, which are not reflected in the accompanying consolidated 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 make
loans and standby letters of credit is represented by the contractual amount of those instruments. The Company uses the same
credit policy to make commitments as it uses for on-balance sheet items.

The Company’s exposure to credit risk for commitments to sell loans is dependent upon the ability of the counter-party to purchase
the loans. This is generally assured by the use of government sponsored entity counterparts. These commitments are subject to
market risk resulting from fluctuations in interest rates. Commitments to sell loans are not mandatory (i.e., do not require net
settlement with the counter-party to cancel the commitment).

Commitments and contingent liabilities are summarized as follows, at December 31:

2008 2007
Fixed Variable Fixed Variable
Rate Rate Rate Rate
Commitments to Fund Loans:

COonSUMEL LINES ..ovviiviiriiiiire i crreiecreeie it $ 3,488 $ 98,592 $ 3,618 $ 84,061
Commercial Operating Lines 4,779 122,882 9,121 81,689
Residential Mortgages..........ocoevevivinnennn -— 858 35 2016

Total Commitments to Fund Loans...........ccoccocoiiiiinns s 8267 $ 222,332 $ 12,774 $ 167,766
Commitments t0 Sel LOANS ....oocvvvirieeievieeieie e eeenie e $ 27,219 $ - $ 12,876 $ -
Standby Letters of Credit......c.oooiviiiieiiiincie $ 975 $ 7,580 $ 448 $ 4,054

The fixed rate commitments to fund loans have interest rates ranging from 3.500% to 18.000% and maturities ranging from less
than 1 year to 20 years. Since many commitments to make loans expire without being used, these amounts do not necessarily
represent future cash commitments. Collateral obtained upon exercise of the commitment is determined using management’s credit
evaluation of the borrower, and may include accounts receivable, inventory, property, land, and other items.

NOTE 15 - Fair Value

Statement 157 establishes a fair value hierarchy which requires an entity to maximize the use of observable inputs and minimize the
use of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value:

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to access as of
the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data.

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

The fair values of securities available for sale are determined by obtaining quoted prices on nationally recognized securities
exchanges (Level 1 inputs) or matrix pricing, which is a mathematical technique widely used in the industry to value debt securities
without relying exclusively on quoted prices for the specific securities but rather by relying on the securities’ relationship to other
benchmark quoted securities (Level 2 inputs).

56



Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 15 - Fair Value (continued)

Assets and Liabilities Measured on a Recurring Basis

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

Fair Value Measurements at December 31, 2008 Using
Quoted Prices in

Active Markets for  Significant Other Significant
Identical Assets  Observable Inputs  Unobservable Inputs
December 31, 2008 (Level 1) (Level 2) (Level 3)
Assets:
Available-for-Sale Securities........... $ 175,840 $ 2,190 $ 172,495 $ 1,155

Equity securities that do not have readily determinable fair values are carried at cost and are evaluated for impairment on a periodic
basis.

The table below presents a reconciliation and income statement classification of gains and losses for equity securities that do not
have readily determinable fair values and are evaluated for impairment on a periodic basis. These assets were measured at fair
value on a recurring basis using significant unobservable inputs (Level 3) for the year ended December 31, 2008:

Fair Value Measurements
Using Significant
Unobservable Inputs (Level 3)

Available-for-Sale

Securities
Beginning Balance, January 1, 2008.........ccccocoooiniin $ 2,092
Other-than-temporary Impairment
Charges Recognized Through Net Income .........cooviiiiinnnn, (937)
Ending Balance, December 31, 2008...........ccccoovniiiinn, $ 1,155

Assets and Liabilities Measured on a Non-Recurring Basis

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

Fair Value Measurements at December 31, 2008 Using
Quoted Prices in

Active Markets for Significant Other Significant
Identical Assets  Observable Inputs  Unobservable Inputs
December 31, 2008 (Level 1) (Level 2) (Level 3)
Assets:
Impaired Loans.........c.cccooevrvniennnn. $ 2,284 $ --- $ - $ 2,284

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral dependent loans, had a
carrying amount of $3,755, with a valuation allowance of $1,471, resulting in an additional provision for loan losses of $1,017 for
the year ended December 31, 2008. Values for collateral dependent loans are generally based on appraisals obtained from licensed
real estate appraisers and in certain circumstances consideration of offers obtained to purchase properties prior to foreclosure.
Appraisals for commercial real estate generally use three methods to derive value: cost, sales or market comparison and income
approach. The cost method bases value in the cost to replace the current property. Values of market comparison approach
evaluates the sales price of similar properties in the same market area. The income approach considers net operating income
generated by the property and an investor’s required return. Adjustments are routinely made in the appraisal process to adjust for
differences between the comparable sale and income data available. Such adjustments are typically significant and result in a Level
3 classification of the inputs for determining fair value.
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NOTE 15 — Fair Value (continued)
Fair Value of Financial Instruments

The carrying amount and estimated fair values of the Company’s financial instruments, not previously presented, are provided in
the table below. Since not all of the Company’s assets and liabilities are considered financial instruments, some assets and
liabilities are not included in the table. Because no active market exists for a significant portion of the Company’s financial
instruments, fair value estimates were based on subjective judgments, and therefore cannot be determined with precision.

December 31, 2008 December 31, 2007
Carrying Fair Carrying Fair
Yalue Yalue Yalue Yalue
Financial Assets:
Cash and Short-term INVESIMENTS ....ccveeovieivierreeirerenreeneenneens $ 44,992 $ 44992 $ 27,914 $ 27914
Securities Held-t0-Maturity ..........occoevvivemiriniecniieiesienns 3,326 3,358 4,464 4,496
FHLB Stock and Other Restricted Stock .....ooovvvvieriiceinniinnns 10,621 N/A 10,621 N/A
Loans, including Loans Held-for-Sale, Net ... 884,080 892,785 865,374 873,257
Accrued Interest Receivable ..o 7,215 7,215 8,691 8,691
Financial Liabilities:
Demand, Savings, and Money Market Deposits ......c.c.coovieceen (587,282) (587,282) (489,855) (489,855)
Other Time DePOSItS ....cvrivviriiiiiiiiiiie e (354,468) (357,089) (387,566) (388,552)
Short-term BOITOWINES .......voveviriereiirieieeiniiie s (26,056) (26,056) (57,384) (57,384)
Long-term DEbl....c.c.vviirciiiiiticc e (105,608) (111,092) (86,786) (89,359)
Accrued Interest Payable ..o (2,884) (2,884) (3,223) (3,223)

Unrecognized Financial Instruments:
Commitments to Extend Credit ..o -— — --- -
Standby Letters of Credit ..o — - - -
Commitments t0 Sell LOaNns ........ccccevirivieiiniiniinie e — —— - -

The fair values of securities held to maturity are based on quoted market prices or dealer quotes, if available, or by using quoted
market prices for similar instruments. The fair value of loans held-for-sale is estimated using commitment prices or market quotes
on similar loans. The fair value of loans are estimated by discounting future cash flows using the current rates at which similar
loans would be made for the average remaining maturities. It was not practicable to determine the fair value of FHLB stock and
other restricted stock due to restrictions placed on its transferability. The fair value of demand deposits, savings accounts, money
market deposits, short-term borrowings and accrued interest payable is the amount payable on demand at the reporting date. The
fair value of fixed-maturity time deposits and long-term borrowings are estimated using the rates currently offered on these
instruments for similar remaining maturities. Commitments to extend credit and standby letters of credit are generally short-term or
variable rate with minimal fees charged. These instruments have no carrying value, and the fair value is not significant. The fair
value of commitments to sell loans is the cost or benefit of settling the commitments with the counter-party at the reporting date.
At December 31, 2008 and 2007, none of the Company’s commitments to sell loans were mandatory, and there is no cost or benefit
to settle these commitments.

NOTE 16 — Segment Information

The Company’s operations include three primary segments: core banking, trust and investment advisory services, and insurance
operations. The core banking segment involves attracting deposits from the general public and using such funds to originate
consumer, commercial and agricultural, commercial and agricultural real estate, and residential mortgage loans, primarily in the
Company’s local markets. The core banking segment also involves the sale of residential mortgage loans in the secondary market.
The trust and investment advisory services segment involves providing trust, investment advisory, and brokerage services to
customers. The insurance segment offers a full range of personal and corporate property and casualty insurance products, primarily
in the affiliate banks’ local markets.
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NOTE 16 — Segment Information (continued)

The core banking segment is comprised by the Company’s banking subsidiary, German American Bancorp, which operates through
28 retail banking offices. Net interest income from loans and investments funded by deposits and borrowings is the primary
revenue for the core-banking segment. The trust and investment advisory services segment’s revenues are comprised primarily of
fees generated by German American Financial Advisors & Trust Company (“GAFA”). These fees are derived by providing trust,
investment advisory, and brokerage services to its customers. The insurance segment consists of German American Insurance, Inc.,
which provides a full line of personal and corporate insurance products from seven offices; and German American Reinsurance
Company, Ltd. (“GARC”), which reinsures credit insurance products sold by the Company’s affiliate banks. Commissions derived
from the sale of insurance products are the primary source of revenue for the insurance segment.

The following segment financial information has been derived from the internal financial statements of German American Bancorp,
Inc., which are used by management to monitor and manage the financial performance of the Company. The accounting policies of
the three segments are the same as those of the Company. The evaluation process for segments does not include holding company
income and expense. Holding company amounts are the primary differences between segment amounts and consolidated totals,
and are reflected in the column labeled “Other” below, along with amounts to eliminate transactions between segments.

Year ended December 31, 2008

Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Net Interest INCOME...vvveevevvveiiiivieiiiieiiiennnn $ 41,725 $ 60 $ 71 $ (919 $ 40,937
Net Gains on Sales of Loans and
Related ASSetS........ccovvernnen. 1,399 - - - 1,399
Net Gain (Loss) on Securities 1,031 - - 937) 94
Trust and Investment Product Fees............. 4 2,312 — (28) 2,288
Insurance Revenues ..., 75 43 6,256 (68) 6,306
Noncash Items:
Provision for Loan Losses..........c.c..... 3,990 - -- - 3,990
Depreciation and Amortization........... 2,490 25 847 -— 3,362
Income Tax EXpense.........c.ccoovviviiinninn, 6,383 230 256 (1,231) 5,638
Segment Profit (LOSS) ..o 13,185 338 413 (1,133) 12,803
Segment ASSELS ...ooovviiiiiriieii 1,183,773 1,992 8,930 3,867) 1,190,828
Year ended December 31, 2007
Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Net Interest INCOME......oooviviviviiveiieiienene $ 39,677 $ 94 $ 111 $ (1,267) $ 38,615
Net Gains on Sales of Loans and
Related ASSEtS.......cooevvveirviririieeeiecnns 822 --- -—- --- 822
Net Gain (Loss) on Securities...........cc..o..... - - - (680) (680)
Trust and Investment Product Fees............. 3 2,690 - (103) 2,590
Insurance Revenues ... 102 42 5,727 77 5,794
Noncash [tems:
Provision for Loan Losses.................. 3,591 --- --- --- 3,591
Depreciation and Amortization........... 2,319 21 800 .- 3,140
Income Tax EXPense..........cccoovvveviiiiiinenn 4,896 316 262 (1,372) 4,102
Segment Profit (LOSS) ......ccoooviviiriieinnnnn 10,153 481 396 (1,625) 9,405
Segment ASSEIS ....coovviiiiiiiiiiii 1,121,183 2,201 9,675 (1,349) 1,131,710
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NOTE 16 — Segment Information (continued)

Year ended December 31, 2006

Trust and
Investment
Core Adyvisory Consolidated
Banking Services Insurance Other Totals
Net Interest [NCOME.........cocvvvevveivrrveernenns $ 37474 $ 75 $ 110 $ (1,463) $ 36,196
Net Gains on Sales of Loans and
Related ASSEtS.......ccovvvivvervierieneereienen 917 -- --- --- 917
Net Gain (Loss) on Securities..........c..c.c..... 951 - - - 951
Trust and Investment Product Fees.... 4 2,295 --- (89) 2,210
Insurance Revenues .........coocevvcvinrcniinenen, 213 15 4,950 (84) 5,094
Noncash Items:
Provision for Loan LosseS...........cc...... 1,382 --- --- 457) 925
Depreciation and Amortization........... 2,204 23 591 - 2,818
Income Tax Expense..........ccccocvivninnnnnnnnn, 6,990 147 364 3,517) 3,984
Segment Profit (Loss) ... 14,243 217 639 (4,878) 10,221
Segment ASSELS .......covvveiiiiciiiiiies 1,079,212 2,139 9,658 2,415 1,093,424
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 17 - Parent Company Financial Statements

The condensed financial statements of German American Bancorp, Inc. are presented below:

CONDENSED BALANCE SHEETS

2008
ASSETS
(07T WU T O P O PP PP TP OIS T PPPPPPPPIPPPP PR $ 1,121
Securities Available-for-Sale, at Fair Value 3,345
Investment in Subsidiary Bank 113,364
Investment in Non-banking Subsidiaries 2,188
O IET ASSEES vt ieittiereeteereeseessesae e b e ees s e st ea e es b e ea e oA e e Rt Lo RS oAb a4 e e R b e e L e r e h e 4,347
TOtAL ASSEES.....coviviiriieirieteri ettt ettt ettt et e e oo e oot aeeh e bbb e $ 124365
LIABILITIES
BOIrowings .........ccoccocvvnnninins $ 17,500
Other Liabilities 1,691
TOtA) LIADTIIES .o.v.vievviiiiieicie et bbb 19,191
SHAREHOLDERS’ EQUITY
COMIMION STOCK . vtettitt it ettt et ev e a et s b s et b et sb s ea et et aae s th e R b e b a e bbbt 11,030
Additional Paid-in Capital .... 68,371
Retained Earnings...........ocoovoveiens 23,019
Accumulated Other Comprehensive INCOME.........oiiiiiiiiiiiiii 2,754
Total Shareholders’ Equity ... 105,174
Total Liabilities and Shareholders’ Equity §_ 124,365

CONDENSED STATEMENTS OF INCOME

December 31,

2007

$ 279
5,470
110,147
1,662

3.929

$ 121,487

$ 22250

2,121

24,371

11,029
68,408
16,681

998

97,116

3 121,487

Years Ended December 31,

INCOME 2008
Dividends from Subsidiaries

$ 13,000
Dividend and Interest Income 57
Fee Income from Subsidiaries -
Net Loss on Securities ..........ccoovveerennn, 937)
Other INCOME ...oovveivieiniiiic s 39
TOTAL INCOMIE 1.ttt ettt et eee vt e et e et st e esia e e satesh e s e s b b s s b e et s e b b s s g e s e a et et 12,159
EXPENSES
Salaries and Employee Benefits 163
Professional FEes ..o 245
Occupancy and Equipment Expense 8
INEETESE EXPEIISE ...vivuvieiiriiiie ittt 981
Provision for Loan Losses -
Other Expenses................. 324
TOLA] EXPENSES ...veieceeeie ettt ie s bbb b 1,721
INCOME BEFORE INCOME TAXES AND EQUITY IN
UNDISTRIBUTED INCOME OF SUBSIDIARIES ......cccooiiiiiiiiiieseeec 10,438
INCOME TAX BENETIL. ...t eeiee ettt ettt sttt sr ettt a e r e st 1,212
INCOME BEFORE EQUITY IN UNDISTRIBUTED
INCOME OF SUBSIDIARIES ... . 11,650
Equity in Undistributed Income of Subsidiaries.... 1,153
NET INCOME ..o oottt ettt et s bbb e r s 12,803
Other Comprehensive Income:
Unrealized Gain on Securities, Net......ccovniiiiininin, . 1,612
Changes in Unrecognized Amounts in Pension -e-
Changes in Unrecognized Loss in Postretirement Benefit Obligation ... 144
TOTAL COMPREHENSIVE INCOME ........ccooiiniiiiinines $ 14,559

2007

$ 2,000
500
101
(680)
66
1,987

367
309

6
1,369
413
2,464

477)

1,364

887

8518

9,405

1,210
41
30
$ 10,686

2006

$ 24,325
164

379

185

25,053

5,025
896
812

1,627

(457)
982
8,885

16,168

3.423

19,591

(9.370)
10,221

1,242
38

$ 11,501



Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 17 — Parent Company Financial Statements (continued)

CONDENSED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
L INCOMIC. ..ot eeeee et ee et e ettt e eete bt reeeeeaeataraseae s sabaratese s serareeeessbababaaesaasabnaneeesan

Adjustments to Reconcile Net Income to Net Cash from Operations
Depreciation.................. OSSP PO OPERN
LOSS ON SECUMTIES, NEL 1...vviivvieivriieieieitesereereereesieeerenenere s reen e snsssasesbrsesanssaaesnne
Provision for Loan LOSSES .......c.coviirrerereiniinsiiiiiie it
Change in Other ASSELS.........ooiiurmiiiinitii s
Change in Other Liabilities ........coovviiiiiiiii
Equity Based Compensation ..o
Equity in Undistributed Income of Subsidiaries ...
Net Cash from Operating ACHVIHIES ........cooviviniiiviiieie e

CASH FLOWS FROM INVESTING ACTIVITIES

Capital Contribution to Subsidiaries...........coooeivin
Purchase of Securities Available-for-Sale............c.ccccooiini,
Proceeds from Sales of Securities Available-for-Sale............ocoooiviiiinin,
Property and Equipment Expenditures
Proceeds from Sale of Property and Equipment ..o
Acquire Banking ENtities.....c..oooooveniiiiiiii e
Loans Made to Customers, Net of Payments Received

Net Cash from Investing ACtiVIties ........ccoiviiininiiieii e

CASH FLOWS FROM FINANCING ACTIVITIES

Change in Short-term Borrowings

Advances in Long-term Debt ...

Repayment of Long-term Debt..............coiinn

Issuance of Common StOCK.........ocvviiiiniiiiii

Employee Stock Purchase Plan...

Dividends Paid...........covoviiioiiieieccree e
Net Cash from Financing ACHVItIES .......ccoovveiviriiiiiiiii e

Net Change in Cash and Cash Equivalents....................ccoinnn,

Cash and Cash Equivalents at Beginning of Year..........cccocovvinieninnnne
Cash and Cash Equivalents at End of Year..........c.ocoiiviiinn

62

(1,153)

(250)

(3,250)

(1,56(;)
46)
(6,177)
(10,973)

842
279
$1.121

Years Ended December 31,

1]
=
(=3

(4,002)

3,250

(1,0(36)
(118)

(6.174)
(4,042)

(7,180)
7.459

2006
$ 10,221

430

(457)

(40)
263
284
_9.370
20,071

(1,881)
937)
1

(1,320)
70
(6,606)
4,247
(6,426)

(2,500)
26,500
(25,000)
17
(105)
(6.162)
(1.250)

6,395
1,064

37,459



Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 18 — Goodwill and Intangible Assets

The changes in the carrying amount of goodwill for the periods ended December 31, 2008, 2007, and 2006 were classified as
follows:

2008 2007 2006
Beginning 0f YEI . ....vvviviiireieiiciinistns b $ 9,655 $ 9,655 $ 3,813
Acquired GOOAWILL. ..o - - 5,842
TITIPAITINENT. ...t bbb s — — -
End of Year......coocveneveereiieciiniieenns ST OT PPN PPOO $ 9655 $ 9655 $ 9,655

Of the $9,655 carrying amount of goodwill, $8,323 is allocated to the core banking segment and $1,332 is allocated to the
insurance segment for the periods ended December 31, 2008, 2007, and 2006.

Acquired intangible asscts were as follows as of year end: 2008
Gross Accumulated
Amount Amortization
Core Banking
Core Deposit INTANGIDIE ......c.c.oiiiiiiiiiicc $ 2312 $ 1,253
Unidentified Branch Acquisition Intangible ........c..ccooiviiiiiii 257 243
Insurance
Customer List . 4,813 2,805
TOTAL v evereee ettt e e e b et b etk bbb $ 7442 $ 4301
2007
Gross Accumulated
Amount Amortization
Core Banking
Core Deposit INANZIDIE ......cc.e.eveiiiiiiie e $ 2372 $ 1,067
Unidentified Branch Acquisition Intangible 257 226
Insurance
Customer List 4,813 2,119
BT ) E U U OO TP P PSPPI OTPUPO PRI POPPOPPRPPPROPS 3 7,442 § 3412
Amortization Expense was $889, $894, and $698 for 2008, 2007, and 2006.
Estimated amortization expense for each of the next five years is as follows:
§ 882
726
457
457
387
NOTE 19 — Other Comprehensive Income
Other comprehensive income components and related taxes were as follows:
2008 2007 2006
Unrealized Holding Gains on
Securities Available-for-Sale .........c.oovvvveveirereecceneec e $ 2,506 $ 1,158 $ 2,869
Reclassification Adjustments for (Gains) Losses
Later Realized in INCOME ........ccooiviinieniniiiiiiii e (94) 680 (951)
Net Unrealized Gains..........coccooevvviiiiininiinnnn 2,412 1,838 1,918
Change in Minimum Pension Liability - 62
Amortization of Amounts Included in Net Periodic
PenSION COSES......vivevireeiviirirircire et 11 70 ---
Unrecognized Loss on Pension...........oooviiinn (11) ) ---
Unrecognized Gain on Postretirement Benefits ... 238 49 -
TAX EFTECE ..ovvieeiieieei ettt s (894) (674 ____ (700)
Other Comprehensive INCOME..........covirivienrees $ 1,756 $ 1,281 $§ 1,280
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 19 — Other Comprehensive Income (continued)

The following is a summary of the accumulated other comprehensive income balances, net of tax:

Balance Current Balance
At Period at

12/31/2007 Change 12/31/2008

Unrealized Gains on Securities
AVaAIaDIE-TOr-SalE........ociiiivrieieierier e $ 1,096 $ 1,612 $ 2,708
Unrecognized Losses on Pension Benefits (128) - (128)
Unrecognized Gains on Postretirement Benefits.........coooooveicin, 30 144 174
TOMAL. o .oeos ettt $ 998 $ 1,756 $ 2754

NOTE 20 - Quarterly Financial Data (Unaudited)

The following table represents selected quarterly financial data for the Company:

Interest Net Interest Net Earnings per Share
Income Income Income Basic Diluted
2008
First QUarter.........occcvevvviviiiniiiiiiinennes $ 17,825 $ 10,119 $ 3,020 $ 027 $ 027
Second Quarter 16,778 10,065 3,111 0.28 0.28
Third QUArter ........ccoivvvvineiiie s 16,729 10,446 3,319 0.30 0.30
Fourth QUarter .........ccooovvvvervcvneiiininiiins 16,513 10,307 3,353 0.30 0.30
2007
FIrst QUArTET ..o $ 17,329 $ 9375 $ 1,479 $ 013 $ 013
Second Quarter 17,958 9,494 2,643 0.24 0.24
Third Quarter ......... 18,638 9,731 2,508 0.23 0.23
Fourth Quarter 18,336 10,015 2,775 0.25 0.25
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not Applicable.
Item 9A. Controls and Procedures.

Disclosure Controls and Procedures

As of December 31, 2008, the Company carried out an evaluation, under the supervision and with the participation of its principal
executive officer and principal financial officer, of the effectiveness of the design and operation of its disclosure controls and
procedures. Based on this evaluation, the Company’s principal executive officer and principal financial officer concluded that the
Company’s disclosure controls and procedures are effective in timely alerting them to material information required to be included
in the Company’s periodic reports filed with the Securities and Exchange Commission. There are inherent limitations to the
effectiveness of systems of disclosure controls and procedures, including the possibility of human error and the circumvention or
overriding of the controls and procedures. Accordingly, even effective systems of disclosure controls and procedures can provide
only reasonable assurances of achieving their control objectives.

Changes in Internal Control Over Financial Reporting in Most Recent Fiscal Quarter

There was no change in the Company’s internal control over financial reporting that occurred during the Company’s fourth fiscal
quarter of 2008 that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over
financial reporting.

Management’s Report on Internal Control Over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting
as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company’s internal control over
financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. generally accepted accounting principles. The Company’s
internal control over financial reporting includes those policies and procedures that: (i) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company; (ii) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
U.S. generally accepted accounting principles, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. Management assessed
the effectiveness of the Company’s internal control over financial reporting as of December 31, 2008. In making this assessment,
management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in
Internal Control-Integrated Framework. Based on our assessment and those criteria, management concluded that the Company
maintained effective internal control over financial reporting as of December 31, 2008.

The Company’s independent registered public accounting firm has issued their report on the Company’s internal control over
financial reporting. That report is included in Item 8. Financial Statement and Supplementary Data of this Report under the
heading, Report of Independent Registered Public Accounting Firm.

Item 9B. Other Information.

Not applicable.
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PART 11l

Item 10. Directors and Executive Officers of the Registrant.

Information relating to directors and executive officers of the Company will be included under the captions “Election of Directors”
and “Our Executive Officers” in the Company’s Proxy Statement for the Annual Meeting of Shareholders to be held in May 2009,
which will be filed within 120 days of the end of the fiscal year covered by this Report (the “2009 Proxy Statement”), which
sections are incorporated herein in partial response to this Item’s informational requirements.

Section 16(a) Compliance. Information relating to Section 16(a) compliance will be included in the 2009 Proxy Statement under
the caption of “Section 16(a): Beneficial Ownership Reporting Compliance” and is incorporated herein by reference.

Code of Business Conduct. The Company’s Board of Directors has adopted a Code of Business Conduct, which constitutes a
“code of ethics” as that term is defined by SEC rules adopted under the Sarbanes-Oxley Act of 2002 (“SOA”). The Company has
posted a copy of the Code of Business Conduct on its Internet website (www.germanamericanbancorp.com). The Company intends
to satisfy its disclosure requirements under Item 5.05 of Form 8-K regarding certain amendments to, or waivers of, the Code of
Business Conduct, by posting such information on its Internet website, except that waivers that must under NASDAQ rules be filed
with the SEC on Form 8-K will be so filed.

Audit Committee Identification. The Board of Directors of the Company has a separately-designated standing audit committee
established in accordance with Section 3(a) (58) (A) of the Securities Exchange Act of 1934. The description of the Audit
Committee of the Board of Directors, and the identification of its members, will be set forth in the 2009 Proxy Statement under the
caption “ELECTION OF DIRECTORS?”, which section is incorporated herein by reference.

Audit Committee Financial Expert. The Board of Directors has determined that Richard E. Forbes, a director who serves on the
Audit Committee of the Board of Directors and who is an independent director as defined by NASDAQ listing standards, is an
“audit committee financial expert” as that term is defined by SEC rules adopted under SOA by reason of his experience as the
current chief executive officer and former chief financial officer of a subsidiary of a Fortune 500 company.

Item 11. Executive Compensation,

Information relating to compensation of the Company’s executive officers and directors, (including the required disclosures under
the subheadings “Compensation Committee Interlocks and Insider Participation” and “Compensation Committee Report”) will be
included under the caption “Executive and Director Compensation” in the 2009 Proxy Statement of the Company, which section is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Information relating to security ownership of certain beneficial owners and the directors and executive officers of the Company will
be included under the captions “Ownership of Our Common Stock by Our Directors and Executive Officers” and “Principal
Owners of Common Shares” of the 2009 Proxy Statement of the Company, which sections are incorporated herein by reference.
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Equity Compensation Plan Information.

The Company maintains three plans under which it has authorized the issuance of its Common Shares to employees and non-
employee directors as compensation: its 1992 Stock Option Plan (under which no new grants may be made), its 1999 Long-Term
Equity Incentive Plan (under which no new grants may be made after April 21, 2009), and its 1999 Employee Stock Purchase Plan
(under which no new grants may be made and under which options granted in respect of the current plan year will be settled on
August 16, 2009). Each of these three plans was approved by the requisite vote of the Company's common shareholders in the year
of adoption by the Board of Directors. The Company is not a party to any individual compensation arrangement involving the
authorization for issuance of its equity securities to any single person, other than option agreements and restricted stock award
agreements that have been granted under the terms of one of the three plans identified above. The following table sets forth
information regarding these plans as of December 31, 2008:

Number of Securities
Remaining Available for
Future Issuance under

Number of Securities Weighted Average Equity Compensation
to be Issued upon Exercise Exercise Price of Plans (Excluding
of Outstanding Options, Outstanding Options, Securities Reflected in
Plan Category Warrants or Rights Warrants and Rights First Column)

Equity compensation plans approved by

security NOLErs ..........vvvvrvrerneiercrenieneeecens 248,871 $ 16.25 1,087,193®
Equity compensation plans not approved by

security holders........cocovevnienrinnicniiinnnn, --- --- --

TOtal. oo 248,871 $ 1625 1,087,193

@ Does not include any shares that employees may have the right to purchase under the Employee Stock Purchase Plan in August
2009 in respect of employee payroll deductions of participating employees that had accumulated as of December 31, 2008 during
the plan year that commenced in August 2008. Although these employees have the right under this Plan to have their accumulated
payroll deductions applied to the purchase of Common Shares at a discounted price in August 2009, the price at which such shares
may be purchased and the number of shares that may be purchased under that Plan at that time is not presently determinable.

® Represents 289,672 shares that the Company may in the future issue to employees under the Employee Stock Purchase Plan
(although the Company typically purchases the shares needed for sale to participating employees on the open market rather than
issuing new issue shares to such employees) and 797,521 shares that were available for grant or issuance at December 31, 2008
under the 1999 Long-Term Equity Incentive Plan. Under the Long-Term Equity Incentive Plan, the aggregate number of Common
Shares available for the grant of awards in any given fiscal year is equal to the sum of (i) one percent of the number of Common
Shares outstanding as of the last day of the Company's prior fiscal year, plus (ii) the number of Common Shares that were available
for the grant of awards, but were not granted, under the Plan in any previous fiscal year. Under no circumstances, however, may
the number of Common Shares available for the grant of awards in any fiscal year under the Long-Term Equity Incentive Plan
exceed one and one-half percent of the Common Shares outstanding as of the last day of the prior fiscal year. The 797,521 shares
available at December 31, 2008 and included in the above table represent only the carryover of shares that may be the subject of
grants of awards under the Long-Term Equity Incentive Plan in 2009 prior to expiration; the Company during 2009 (in addition to
this carryover amount) may grant an additional 110,383 shares, representing one percent of the number of Common Shares that
were outstanding at December 31, 2008, under the Long-Term Equity Incentive Plan.

For additional information regarding the Company’s equity incentive plans and employee stock purchase plan, see Note 9 to the
consolidated financial statements in Item 8 of this Report.

Item 13. Certain Relationships and Related Transactions.

Information responsive to this Item 13 will be included under the captions “Election of Directors” and “Transactions with Related
Persons” of the 2009 Proxy Statement of the Company, which sections are incorporated herein by reference.

Item 14. Principal Accountant Fees and Services.

Information responsive to this item 14 will be included in the 2009 Proxy Statement under the caption “Principal Accountant Fees
and Services,” which section is incorporated herein by reference.
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PART 1V

Item 15. Exhibits and Financial Statement Schedules.

a) Financial Statements

The following items are included in Item 8 of this report:

Page #
German American Bancorp, Inc. and Subsidiaries:
Report of Independent Registered Public Accounting Firm on Financial Statements 31
Consolidated Balance Sheets at December 31,
2008 and 2007 32
Consolidated Statements of Income, years
ended December 31, 2008, 2007, and 2006 33
Consolidated Statements of Changes in
Shareholders’ Equity, years ended
December 31, 2008, 2007, and 2006 34
Consolidated Statements of Cash Flows, years
ended December 31, 2008, 2007, and 2006 35
Notes to the Consolidated Financial
Statements 36-64

b) Exhibits

The Exhibits described in the Exhibit List immediately following the “Signatures” page of this report (which Exhibit List is
incorporated herein by reference) are hereby filed as part of this report.

¢) Financial Statement Schedules

None.
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Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be
signed on its behalf by the undersigned thereunto duly authorized.

GERMAN AMERICAN BANCORP, INC
(Registrant)

Date: March 2, 2009 By/s/Mark A. Schroeder
Mark A. Schroeder, President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons
on behalf of the Registrant and in the capacities and on the dates indicated.

Date: March 2, 2009 By/s/Mark A. Schroeder
Mark A. Schroeder, President and Chief Executive
Officer (principal executive officer), Director

Date: March 2, 2009 By/s/Douglas A. Bawel
Douglas A. Bawel, Director

Date: March 2, 2009 By/s/Christina M. Ernst
Christina M. Ernst, Director

Date: March 2, 2009 By/s/Richard E. Forbes
Richard E. Forbes, Director

Date: March 2, 2009 By/s/U. Butch Klem
U. Butch Klem, Director

Date: March 2, 2009 By/s/J. David Lett
J. David Lett, Director

Date: March 2, 2009 By/s/Gene C. Mehne
Gene C. Mehne, Director

Date:
Larry J. Seger, Director
Date: March 2, 2009 By/s/Michael J. Voyles
Michael J. Voyles, Director
Date: March 2, 2009 By/s/Bradley M. Rust

Bradley M. Rust, Executive Vice President and
Chief Financial Officer (principal accounting officer
and principal financial officer)
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INDEX OF EXHIBITS

Exhibit No.

Description

3.1

Restatement of the Articles of Incorporation of the Registrant is
incorporated by reference from Exhibit 3 to the Registrant's Current
Report on 8-K filed May 22, 2006.

32

Restated Bylaws of the Registrant, as amended through February 12,
2007, is incorporated by reference from Exhibit 3 to the Registrant's
Current Report on 8-K filed February 16, 2007.

4.1

Rights Agreement dated April 27, 2000, is incorporated by reference
from Exhibit 4.1 to the Registrant's Quarterly Report on Form 10-Q
for the quarter ended March 31, 2005.

4.2

No long-term debt instrument issued by the Registrant exceeds 10% of
consolidated total assets or is registered. In accordance with
paragraph 4 (iii) of Item 601(b) of Regulation S-K, the Registrant will
furnish the Securities and Exchange Commission copies of long-term
debt instruments and related agreements upon request.

4.3

Terms of Common Shares and Preferred Shares of the Registrant
(included in Restatement of Articles of Incorporation) are
incorporated by reference from Exhibit 3 to the Registrant's Current
Report on 8-K filed May 22, 2006.

10.1

The Registrant’s 1992 Stock Option Plan, as amended, is incorporated
by reference from Exhibit 10.1 to the Registrant’s Registration
Statement on Form S-4 filed October 14, 1998.*

10.2

Form of Director Deferred Compensation Agreement between The
German American Bank and certain of its Directors is incorporated
herein by reference from Exhibit 10.4 to the Registrant's Registration
Statement on Form S-4 filed January 21, 1993 (the Agreement entered
into by former director George W. Astrike, a copy of which was filed
as Exhibit 10.4 to the Registrant's Registration Statement on Form S-4
filed January 21, 1993, is substantially identical to the Agreements
entered into by the other Directors, some of whom remain directors of
the Registrant). The schedule following such Exhibit 10.4 lists the
Agreements with the other Directors and sets forth the material detail
in which such Agreements differ from the Agreement filed as such
Exhibit 10.4.*

10.3

The Registrant’s 1999 Long-Term Equity Incentive Plan, as amended
through February 22, 2008 is incorporated by reference from Exhibit
10.3 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 2007*

10.4

Basic Plan Document for the Registrant’s Nonqualified Savings Plan
is incorporated by reference from Exhibit 10.4 to the Registrant’s
Annual Report on Form 10-K for the year ended December 31, 2004.*

10.5

Adoption Agreement for the Registrant’s Nonqualified Savings Plan
dated August 17, 2004, is incorporated by reference from Exhibit 10.5
to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004.*

10.6

First Amendment to the Registrant’s Nonqualified Savings Plan dated
August 17, 2004, is incorporated by reference from Exhibit 10.6 to the
Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004.*
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10.7

Form of Employee Stock Option Agreement (new grant, five-year
expiration, five year 20% vesting) typically issued during 2005 and
prior periods to executive officers and other key employees as
incentives is incorporated by reference from Exhibit 10.7 to the
Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004 *

10.8

Form of Employee Stock Option Agreement (Replacement Grant)
typically issued during 2005 and prior periods to persons who exercise
other stock options using common shares as payment for the exercise
price (one year vesting) is incorporated by reference from Exhibit 10.8
to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004.*

10.9

Form of Non-Employee Director Stock Option Agreement (new grant,
ten year expiration, no vesting) that in prior periods was typically
issued to non-employee members of the Board of Directors as part of
annual director fee retainer (not Incentive Stock Option for tax
purposes) is incorporated by reference from Exhibit 10.9 to the
Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004.*

10.10

Form of Employee Director Stock Option Agreement (new grant, ten
year expiration, no vesting) that in prior periods was typically issued
to employee members of the Board of Directors as part of annual
director fee retainer (intended to be Incentive Stock Option for tax
purposes) is incorporated by reference from Exhibit 10.10 to the
Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004.*

10.11

Description of Director Compensation Arrangements for the 12 month
period ending at 2008 Annual Meeting of Shareholders is incorporated
by reference from the description included in the Company’s
definitive proxy statement for the 2008 Annual Meeting of
Shareholders, filed March 20, 2008, under the caption “DIRECTOR
COMPENSATION.*

10.12

Description of Director Compensation Arrangements for the 12 month
period ending at the 2009 Annual Meeting of Shareholders is
incorporated by reference from Exhibit 10.2 to the Registrant's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2008.*

10.13

Description of Executive Management Incentive Plan for 2006
(awards payable in 2007) is incorporated by reference from the
description contained in Item 1.01 of the Registrant's Current Report
on Form 8-K filed February 17, 2006.*

10.14

Description of Executive Management Incentive Plan for 2007
(awards payable in 2008) is incorporated by reference from the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed February 12, 2007.*

10.15

Description of Executive Management Incentive Plan for 2008
(awards payable in 2009) is incorporated by reference from the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed February 28, 2008.*

10.16

Executive Supplemental Retirement Income Agreement dated October
1, 1996, between First Federal Bank, F.S.B. and Bradley M. Rust is
incorporated by reference from Exhibit 10.13 to the Registrant’s
Annual Report on Form 10-K for its fiscal year ended December 31,
2002

10.17

Form of Restricted Stock Award Agreement that evidences the terms
of awards of restricted stock grants and related cash entitlements
granted under the 1999 Long-Term Equity Incentive Plan is
incorporated by reference from Exhibit 99 to the Registrant's Current
Report on Form 8-K filed February 17, 2006.*
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10.18

Resolutions of Stock Option Committee of Board of Directors of the
Registrant amending outstanding stock options by accelerating in full
all vesting periods and exercise date restrictions and terminating
replacement stock option privileges in connection with future option
exercises, adopted by written consent effective December 29, 2005, is
incorporated by reference from Exhibit 10.18 to the Registrant’s
Annual Report on Form 10-K for its fiscal year ended December 31,
2005.*

10.19

Early Retirement and General Release Agreement dated May 7, 2008
between German American Bancorp and Stan Ruhe, is incorporated
by reference from exhibit 10.1 to the Registrant’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2008 *

10.20

Second Amended and Restated Loan and Subordinated Debenture
Purchase Agreement dated as of December 29, 2006, by and between
JPMorgan Chase Bank, N.A., and German American Bancorp, Inc., is
incorporated by reference from Exhibit 99.1 to the Registrant's
Current Report on 8-K filed January 5, 2007.

10.21

Agreed Upon Terms and Procedures dated December 29, 2006,
executed and delivered by German American Bancorp, Inc. to
JPMorgan Chase Bank, N.A., is incorporated by reference from
Exhibit 99.2 to the Registrant's Current Report on 8-K filed January
5,2007.

10.22

Amendment to Second Amended and Restated Loan and Subordinated
Debenture Purchase Agreement dated as of December 29, 2006, by
and between JPMorgan Chase Bank, N.A., and German American
Bancorp, Inc., dated September 28, 2007, is incorporated by reference
from Exhibit 99 to the Registrant's Current Report on 8-K filed
October 1, 2007.

10.23

Second Amendment to Second Amended and Restated Loan and
Subordinated Debenture Purchase Agreement dated as of December
29, 2006, by and between JPMorgan Chase Bank, N.A. and German
American Bancorp, Inc., dated September 30, 2008, is incorporated by
reference from Exhibit 10.1 to the Registrant's Quarterly Report on
Form 10-Q for the quarter ended September 30, 2008.

21

Subsidiaries of the Registrant

23

Consent of Crowe Horwath LLP

31.1

Sarbanes-Oxley Act of 2002, Section 302 Certification for President
and Chief Executive Officer. ‘

31.2

Sarbanes-Oxley Act of 2002, Section 302 Certification for Executive
Vice President (Principal Financial Officer).

32.1

Sarbanes-Oxley Act of 2002, Section 906 Certification for President
and Chief Executive Officer.

32.2

Sarbanes-Oxley Act of 2002, Section 906 Certification for Executive
Vice President (Principal Financial Officer).

*Exhibits that describe or evidence all management contracts or compensatory plans or arrangements required to be filed as

exhibits to this Report are indicated by an asterisk.

GERMAN AMERICAN BANCORP, INC. WILL FURNISH TO ANY SHAREHOLDER AS OF FEBRUARY 27, 2009, A COPY OF ANY OF THE
ABOVE-LISTED EXHIBITS UPON THE PAYMENT OF A CHARGE OF $.50 PER PAGE IN ORDER TO DEFRAY ITS EXPENSES IN PROVIDING
SUCH EXHIBIT. SUCH REQUEST SHOULD BE ADDRESSED TO GERMAN AMERICAN BANCORP, INC., ATTN: TERRI A. ECKERLE,

SHAREHOLDER RELATIONS, P.O. BOX 810, JASPER, INDIANA, 47546.
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