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OLD SECOND BANCORP, INC.
(Exact name of Registrant as specified in its charter)

Delaware 36-3143493
(State or other jurisdiction (I.R.S. Employer Identification Number)

of incorporation or organization)

37 South River Street, Aurora, Illinois        60507

(Address of principal executive offices)  (Zip Code)

(630) 892-0202

(Registrant�s telephone number, including area code)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes x               No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer o Accelerated filer x

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2).

Yes  o               No x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock as of the latest practicable date: As of May 5, 2008, the
Registrant had outstanding 13,741,686 shares of common stock, $1.00 par value per share.
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PART I - FINANCIAL INFORMATION

Item 1.  Financial Statements

Old Second Bancorp, Inc. and Subsidiaries

Consolidated Balance Sheets

(In thousands, except share data)

(Unaudited)
March 31, December 31,

2008 2007
Assets
Cash and due from banks $ 67,912 $ 60,804
Interest bearing deposits with financial institutions 1,723 403
Federal funds sold 2,800 2,370
Short-term securities available for sale 820 1,162
Cash and cash equivalents 73,255 64,739
Securities available for sale 543,681 559,697
Federal Home Loan Bank and Federal Reserve Bank stock 10,417 8,947
Loans held for sale 10,709 16,677
Loans 2,179,656 1,891,110
Less: allowance for loan losses 20,147 16,835
Net loans 2,159,509 1,874,275
Premises and equipment, net 61,200 49,698
Mortgage servicing rights, net 2,108 2,482
Goodwill 59,078 2,130
Core deposit and other intangible assets, net 8,718 �
Bank owned life insurance (BOLI) 48,223 47,936
Accrued interest and other assets 23,747 31,995
Total assets $ 3,000,645 $ 2,658,576

Liabilities
Deposits:
Noninterest bearing demand $ 312,813 $ 271,549
Interest bearing:
Savings, NOW, and money market 969,912 849,365
Time 1,136,885 992,704
Total deposits 2,419,610 2,113,618
Securities sold under repurchase agreements 38,919 53,222
Federal funds purchased 88,000 165,100
Other short-term borrowings 103,497 82,873
Junior subordinated debentures 58,378 57,399
Subordinated debt 45,000 �
Notes payable and other borrowings 25,590 18,610
Accrued interest and other liabilities 22,880 17,865
Total liabilities 2,801,874 2,508,687

Stockholders� Equity
Preferred stock, $1.00 par value; authorized 300,000 shares; none issued � �
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Common stock, $1.00 par value; authorized 20,000,000 shares; issued 18,285,665 at
March 31, 2008 and 16,694,775 at December 31, 2007; outstanding 13,740,186 at March 31,
2008 and 12,149,296 at December 31, 2007 18,286 16,695
Additional paid-in capital 57,776 16,114
Retained earnings 213,381 209,867
Accumulated other comprehensive income 4,086 1,971
Treasury stock, at cost, 4,545,479 shares at March 31, 2008 and December 31, 2007 (94,758) (94,758)
Total stockholders� equity 198,771 149,889
Total liabilities and stockholders� equity $ 3,000,645 $ 2,658,576

See accompanying notes to consolidated financial statements.
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Old Second Bancorp, Inc. and Subsidiaries

Consolidated Statements of Income

(In thousands, except share data)

(Unaudited)
Three Months Ended

March 31,
2008 2007

Interest and dividend income
Loans, including fees $ 34,305 $ 31,307
Loans held for sale 224 129
Securities:
Taxable 4,746 3,895
Tax-exempt 1,484 1,324
Federal funds sold 29 58
Interest bearing deposits 4 16
Total interest and dividend income 40,792 36,729
Interest expense
Savings, NOW, and money market deposits 4,810 5,734
Time deposits 12,324 11,840
Securities sold under repurchase agreements 336 553
Federal funds purchased 970 307
Other short-term borrowings 789 936
Junior subordinated debentures 1,065 617
Subordinated debt 315 �
Notes payable and other borrowings 243 263
Total interest expense 20,852 20,250
Net interest and dividend income 19,940 16,479
Provision for loan losses 900 �
Net interest and dividend income after provision for loan losses 19,040 16,479
Noninterest income
Trust income 2,182 2,176
Service charges on deposits 2,055 2,050
Secondary mortgage fees 283 122
Mortgage servicing income 152 148
Net gain on sales of mortgage loans 1,945 1,098
Securities gains, net 308 482
Increase in cash surrender value of bank owned life insurance 287 483
Debit card interchange income 551 463
Other income 1,097 952
Total noninterest income 8,860 7,974
Noninterest expense
Salaries and employee benefits 11,623 9,912
Occupancy expense, net 1,438 1,226
Furniture and equipment expense 1,786 1,494
Amortization of core deposit and other intangible assets 200 �
Advertising expense 372 425
Other expense 4,742 3,528
Total noninterest expense 20,161 16,585
Income before income taxes 7,739 7,868
Provision for income taxes 2,175 2,120
Net income $ 5,564 $ 5,748

Share and per share information:
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Ending number of shares 13,740,186 13,110,423
Average number of shares 13,070,056 13,134,897
Diluted average number of shares 13,216,375 13,267,077
Basic earnings per share $ 0.43 $ 0.44
Diluted earnings per share 0.42 0.43
Dividends paid per share 0.15 0.14

See accompanying notes to consolidated financial statements.
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Old Second Bancorp, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

(In thousands)

(Unaudited)
Three Months Ended

March 31,
2008 2007

Cash flows from operating activities
Net income $ 5,564 $ 5,748
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 1,109 1,186
Amortization of leasehold improvement 41 43
Amortization and recovery of mortgage servicing rights, net 410 80
Provision for loan losses 900 �
Origination of loans held for sale (105,509) (47,097)
Proceeds from sale of loans held for sale 113,386 53,992
Gain on sales of mortgage loans (1,945) (1,098)
Change in current income taxes payable � 2,120
Increase in cash surrender value of bank owned life insurance (287) (483)
Change in accrued interest receivable and other assets 8,277 (1,520)
Change in accrued interest payable and other liabilities (463) (8,587)
Net premium amortization on securities 153 264
Securities (gains), net (308) (482)
Amortization of core deposit and other intangible assets 200 �
Stock-based compensation 253 156
Net cash provided by operating activities 21,781 4,322
Cash flows from investing activities
Proceeds from maturities and pre-refunds including pay down of securities available for
sale 100,243 33,695
Proceeds from sales of securities available for sale 3,581 560
Purchases of securities available for sale (40,193) (46,586)
Net change in loans (2,582) (12,321)
Net sales of other real estate owned � 48
Cash paid for acquisition, net of cash and cash equivalents retained (38,504) �
Net purchases of premises and equipment (1,085) (2,367)
Net cash provided by (used in) investing activities 21,460 (26,971)
Cash flows from financing activities
Net change in deposits 11,341 3,170
Net change in securities sold under repurchase agreements (14,303) 13,486
Net change in federal funds purchased (94,200) (23,000)
Net change in other short-term borrowings 18,590 (2,388)
Proceeds from the issuance of subordinated debt 45,000 �
Proceeds from to junior subordinated debentures 979 �
Proceeds from notes payable and other borrowings 2,683 2,050
Repayment of note payable (3,000) (3,500)
Proceeds from exercise of stock options � 277
Tax benefit from stock options exercised � 142
Dividends paid (1,815) (1,835)
Purchase of treasury stock � (1,875)
Net cash used in financing activities (34,725) (13,473)
Net change in cash and cash equivalents 8,516 (36,122)
Cash and cash equivalents at beginning of period 64,739 88,525
Cash and cash equivalents at end of period $ 73,255 $ 52,403
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Old Second Bancorp, Inc. and Subsidiaries

Consolidated Statements of Cash Flows  - Continued

(In thousands)

(Unaudited)
Three Months Ended

March 31,
2008 2007

Supplemental cash flow information
Income taxes paid $ 762 $ �
Interest paid for deposits 16,188 17,377
Interest paid for borrowings 3,749 2,689
Change in dividends declared not paid 235 6

Acquisition of HeritageBank, Inc.
Noncash assets acquired:
Securities available for sale $ 43,971 $ �
Federal Home Loan Bank and Federal Reserve Bank Stock 1,470 �
Loans, net 283,552 �
Premises and equipment 11,567 �
Goodwill 56,948 �
Core deposit and other intangible asset 8,918 �
Other assets 1,403 �
Total noncash assets acquired $ 407,829 $ �

Liabilities assumed:
Deposits 294,651 �
Federal funds purchased 17,100 �
Advances from the Federal Home Loan Bank 9,331 �
Other liabilities 5,243 �
Total liabilities assumed 326,325 �
Net noncash assets acquired $ 81,504 $ �
Cash and cash equivalents acquired $ 5,718 $ �
Stock issuance in lieu of cash paid in acquisition $ 43,000 $ �

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

(Table amounts in thousands, except per share data, unaudited)

Note 1 � Summary of Significant Accounting Policies
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The accounting policies followed in the preparation of the interim financial statements are consistent with those used in the preparation of the
annual financial information.  The interim financial statements reflect all normal and recurring adjustments, which are necessary, in the opinion
of management, for a fair statement of results for the interim period presented.  Results for the period ended March 31, 2008 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2008.  These interim financial statements should be read in
conjunction with the audited financial statements and notes included in Old Second Bancorp, Inc.�s (the �Company�) annual report on Form 10-K
for the year ended December 31, 2007.  Unless otherwise indicated, amounts in the tables contained in the notes are in thousands.  Certain items
in prior periods have been reclassified to conform to the current presentation.

The Company�s consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States
and follow general practices within the banking industry.  Application of these principles requires management to make estimates, assumptions,
and judgments that affect the amounts reported in the financial statements and accompanying notes.  These estimates, assumptions, and
judgments are based on information available as of the date of the financial statements.  Future changes in information may affect these
estimates, assumptions, and judgments, which, in turn, may affect amounts reported in the financial statements.

All significant accounting policies are presented in Note A to the consolidated financial statements included in the Company�s annual report on
Form 10-K for the year ended December 31, 2007.  These policies, along with the disclosures presented in the other financial statement notes
and in this discussion, provide information on how significant assets and liabilities are valued in the financial statements and how those values
are determined.

On November 5, 2007, the Securities and Exchange Commission (�SEC�) issued Staff Accounting Bulletin (�SAB�) 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 is effective for derivative loan commitments issued or modified in
fiscal quarters beginning after December 15, 2007.  The Company adopted the provisions of SAB 109 on January 1, 2008.  The
impact of adoption on January 1, 2008 was not material.

In December 2007, the Financial Accounting Standards Board (�FASB�) issued Statement 141 (revised 2007), Business Combinations (�SFAS
No. 141R�) to change how an entity accounts for the acquisition of a business.  When effective, this Statement will replace existing SFAS
No. 141 in its entirety.  This Statement carries forward the existing requirements to account for all business combinations using the acquisition
method (formerly called the purchase method).  In general, this Statement will require acquisition-date fair value measurement of identifiable
assets acquired, liabilities assumed, and noncontrolling interests in the acquiree.  This Statement will eliminate the current cost�based purchase
method under SFAS No. 141.  The new measurement requirements will result in the recognition of the full amount of acquisition-date goodwill,
which includes amounts attributable to noncontrolling interests.  The acquirer will recognize in income any gain or loss on the remeasurement to
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acquisition-date fair value of consideration transferred or of previously acquired equity interests in the acquiree.  Neither the direct costs
incurred to effect a business combination nor the costs the acquirer expects to incur under a plan to restructure an acquired business will be
included as part of the business combination accounting.  As a result, those costs will be charged to expense when incurred, except for debt or
equity issuance costs, which will be accounted for in accordance with other generally accepted accounting principles.  This Statement will also
change the accounting for contingent consideration, in process research and development, contingencies, and restructuring costs.  In addition,
changes in deferred tax asset valuation allowances and acquired income tax uncertainties in a business combination that occur after the
measurement period will impact income taxes under this Statement.

This Statement is effective for fiscal years and interim periods within those fiscal years beginning on or after December 15, 2008.  Early
adoption is prohibited.  The Company intends to adopt this Statement effective January 1, 2009 and apply its provisions prospectively.  The
Company currently does not believe that the adoption of this Statement will have a significant effect on its financial statements; however, the
effect is dependent upon whether the Company makes any future acquisitions and the specifics of those acquisitions.  This Statement amends the
goodwill impairment test requirements in SFAS No. 142.  For a goodwill impairment test as of a date after the effective date of this Statement,
the value of the reporting unit and the amount of implied goodwill, calculated in the second step of the test, will be determined in accordance
with the measurement and recognition guidance on accounting for business combinations under this Statement.  This change could effect the
determination of what amount, if any, should be recognized as an impairment loss for goodwill recorded before the effective date of this
Statement.  This accounting will be required when this Statement becomes effective (January 1, 2009 for the Company) and applies to goodwill
related to acquisitions accounted for originally under SFAS 141 as well as those accounted for under this Statement.  The Company had $2.1
million of goodwill at December 31, 2007 related to previous business combinations. With the acquisition of Heritage on February 8, 2008
goodwill increased $56.9 million to $59.1 million.  The Company has not determined what effect, if any, this Statement will have on the results
of its impairment testing subsequent to December 31, 2008.

In December 2007, the FASB issued Statement 160, Noncontrolling Interests in Consolidated Financial Statements: an amendment of ARB
No. 51.  The new Statement changes the accounting for, and the financial statement presentation of, noncontrolling equity interests in a
consolidated subsidiary.  This Statement replaces the existing minority-interest provisions of Accounting Research Bulletin (�ARB�) 51,
Consolidated Financial Statements, by defining a new term�noncontrolling interests�to replace what were previously called minority interests. 
The new standard establishes noncontrolling interests as a component of the equity of a consolidated entity.  The underlying principle of the new
standard is that both the controlling interest and the noncontrolling interests are part of the equity of a single economic entity: the consolidated
reporting entity.  Classifying noncontrolling interests as a component of consolidated equity is a change from the current practice of treating
minority interests as a mezzanine item between liabilities and equity or as a liability.  The change affects both the accounting and financial
reporting for noncontrolling interests in a consolidated subsidiary.  This Statement includes reporting requirements intended to clearly identify
and differentiate the interests of the parent and the interests of the noncontrolling owners.  The reporting requirements are required to be applied
retrospectively.  This Statement is effective for fiscal years and interim periods within those fiscal years beginning on or after December 15,
2008.  Early adoption is prohibited.  The Company intends to adopt this Statement effective January 1, 2009 and apply its provisions
prospectively.  The Company will also present comparative financial statements that reflect the retrospective application of the disclosure and
presentation provisions when it applies the requirements of this Statement.  The Company is evaluating the impact that the adoption of this
Statement will have on its financial statements.

In December 2007, the SEC staff issued SAB No. 110, Share-Based Payment (�SAB 110�), which amends SAB 107, Share-Based Payment, to
permit public companies, under certain circumstances, to use the simplified method in SAB 107 for employee option grants after December 31,
2007.  Use of the simplified method after December 2007 is permitted only for companies whose historical data about their employees� exercise
behavior does not provide a reasonable basis for estimating the expected term of the

8
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options.  The Company currently uses the simplified method to estimate the expected term for employee option grants as adequate historical
experience is not available to provide a reasonable estimate.  SAB 110 is effective for employee options granted after December 31, 2007.  The
Company adopted SAB 110 effective January 1, 2008 and will continue to apply the simplified method until enough historical experience is
readily available to provide a reasonable estimate of the expected term for employee option grants.  Thus, the impact of adoption on January 1,
2008 was not material.

In February 2008, the FASB issued FASB Staff Position (FSP) FAS 157-2, �Effective Date of FASB Statement No. 157 (�FSP FAS 157-2�).�  This
FSP delays the effective date of Statement No. 157, �Fair Value Measurements� (�SFAS No. 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 Company is evaluating the impact, if any, that the implementation of FSP
FAS 157-2 will have on its financial statements.  Details related to the adoption of SFAS No. 157 fair value measurements and the impact on our
financial statements are discussed in Note 15.

In March 2008, the Financial Accounting Standards Board (�FASB�) issued Statement No. 161, �Disclosures About Derivative Instruments and
Hedging Activities � an amendment of FASB Statement No. 133� (�SFAS No. 161�).  SFAS No. 161 requires qualitative disclosures about
objectives and strategies for using derivatives, quantitative disclosures about fair value amounts of and gains and losses on derivative
instruments, and disclosures about credit-risk-related contingent features in derivative agreements.  SFAS No. 161 is effective for fiscal years
beginning after November 15, 2008.  Although the Company does not expect the provisions of SFAS No. 161 to have a material impact on our
financial statements, the Company is assessing the potential disclosure effects.

Note 2 � Business Combination

Edgar Filing: OLD SECOND BANCORP INC - Form 10-Q

Note 2 � Business Combination 18



Old Second Acquisition, Inc., was formed as part of the November 5, 2007 Agreement and Plan of Merger between the Company, Old
Second Acquisition, Inc., a wholly-owned subsidiary of Old Second Bancorp, Inc., and HeritageBanc, Inc. (�Heritage�), located in Chicago

Heights.  The parties consummated the merger on February 8, 2008, at which
time, Old Second Acquisition, Inc. was merged with and into Heritage with
Heritage as the surviving corporation as a wholly-owned subsidiary of the
Company.  Additionally, the parties merged Heritage Bank, a wholly-owned
subsidiary of Heritage, with and into Old Second National Bank, with Old
Second National Bank as the surviving bank.  After the completion of the
merger transaction on February 8, 2008, Heritage was dissolved and is no
longer an existing subsidiary.  The purchase price was paid through a
combination of cash and approximately 1.6 million shares of the Company�s
common stock totaling $86.0 million excluding transaction costs.  The
transaction generated approximately $56.9 million in goodwill and $8.9 million
in intangible assets subject to amortization.
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The business combination was accounted for under the purchase method of accounting.  Accordingly, the results of operations of the acquired
company have been included in the Company�s results of operations since the date of acquisition.  Under this method of accounting, the purchase
price is allocated to the respective assets acquired and liabilities assumed based on their estimated fair values, net of applicable income tax
effects.  The excess cost over fair value of net assets acquired is recorded as goodwill.
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Purchase Price of Heritage (in thousands):

Market value (market value per share of $27.50) of the Company�s common stock issued $ 43,000
Cash paid 43,000
Transaction costs 1,222
Total Purchase price $ 87,222

Allocation of the purchase price

Historical net assets of Heritage as of February 8, 2008 $ 22,850
Fair market value adjustments as of February 8, 2008
Real estate $ 529
Equipment (134)
Artwork (30)
Loans (123)
Goodwill 56,948
Core deposit intangible and other intangible assets 8,918
Time deposits (1,405)
FHLB advances (331)
Total Purchase price $ 87,222

The purchase accounting for the transaction is preliminary and may be subject to subsequent adjustments.  Under purchase accounting rules,
goodwill may fluctuate based on finalizing asset and liability fair value calculations and merger expense estimates.

The following is the unaudited pro forma consolidated results of operations of the Company for the three months ended March 31, 2008 as
though Heritage had been acquired as of January 1, 2007.

Three months ended March 31,
2008 2007

Net interest income after provision $ 20,254 $ 19,364
Noninterest income 9,078 8,515
Noninterest expense 25,781 19,237
Income before income taxes 3,551 8,642
Income taxes 2,179 2,130
Net income $ 1,372 $ 6,512

Per common share information
Earnings $ 0.10 $ 0.44
Diluted earnings $ 0.10 $ 0.44

Average common shares issued and outstanding 13,740,186 14,698,533
Average diluted common shares outstanding 13,886,505 14,842,925

Included in the pro forma results of operations for the three months ended March 31, 2008 was one-time pretax merger costs  of $3.9 million.
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Note 3 � Securities
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Securities available for sale are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
March 31, 2008:
U.S. Treasury $ 6,531 $ 443 $ � $ 6,974
U.S. government agencies 168,729 1,977 � 170,706
U.S. government agency mortgage-backed 96,851 2,070 (60) 98,861
States and political subdivisions 157,956 2,652 (863) 159,745
Collateralized mortgage obligations 98,051 1,148 (117) 99,082
Asset-backed and equity securities 9,630 � (497) 9,133

$ 537,748 $ 8,290 $ (1,537) $ 544,501
December 31, 2007:
U.S. Treasury $ 10,018 $ 132 $ � $ 10,150
U.S. government agencies 209,799 955 (203) 210,551
U.S. government agency mortgage-backed 95,839 1,128 (92) 96,875
States and political subdivisions 158,862 1,440 (544) 159,758
Collateralized mortgage obligations 73,518 463 (40) 73,941
Asset-backed and equity securities 9,559 25 � 9,584

$ 557,595 $ 4,143 $ (879) $ 560,859

Recognition of other than temporary impairment was not necessary in the first quarter of 2008.  The change in value was related to interest rate
fluctuations and was not related to credit quality deterioration.  An increase in rates will generally cause a decrease in the value of individual
securities while a decrease in rates typically results in an increase in value.  The Company has the ability and intent to hold all securities until
recovery.

Note 4 � Loans
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Major classifications of loans were as follows:

March 31, December 31,
2008 2007

Commercial and industrial $ 240,007 $ 197,124
Real estate - commercial 722,525 633,909
Real estate - construction 500,040 399,087
Real estate - residential 673,575 634,266
Installment 38,098 20,428
Lease financing receivables 6,886 7,922

2,181,131 1,892,736
Net deferred loan fees and costs (1,475) (1,626)

$ 2,179,656 $ 1,891,110
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Note 5 � Allowance for Loan Losses
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Changes in the allowance for loan losses during the quarter ended March 31 were as follows:

2008 2007
Balance at beginning of period $ 16,835 $ 16,193
Addition resulting from acquisition 3,039 �
Provision for loan losses 900 �
Loans charged-off (707) (86)
Recoveries 80 142
Balance at end of period $ 20,147 $ 16,249

Note 6 � Goodwill and Intangibles
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The Company added $56.9 million in goodwill and recorded $8.9 million in core deposits and other intangibles as of February 8, 2008 due to the
Heritage acquisition.  The amortization of intangible assets was $200,000 for the three months ended March 31, 2008.  At March 31, 2008, the
expected amortization of intangible assets is $1.10 million for the year ending December 31, 2008, $1.17 million for the year ending
December 31, 2009 and $1.13 million for the year ending December 31, 2010, $847,000 for the year ending December 31, 2011 and $780,000
for the year ending December 31, 2012.

The following table presents the changes in the carrying amount of goodwill and other intangibles during the three months ended March 31,
2008 (in thousands):

Core Deposit
and Other

Goodwill Intangibles
Balance, January 1 $ 2,130 $ �
Addition resulting from acquisition 56,948 8,918
Amortization � (200)
Balance, March 31 $ 59,078 $ 8,718

Note 7 � Mortgage Servicing Rights
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      Changes in capitalized mortgage servicing rights during the quarter ended March 31 were as follows:

2008 2007
Balance at beginning of period $ 2,569 $ 3,032
Additions 36 155
Amortization (266) (190)
Balance at end of period 2,339 2,997
Changes in the valuation allowance for servicing assets were as follows:
Balance at beginning of period (87) (150)
Provisions for impairment (475) �
Recovery credited to expense 331 110
Balance at end of period (231) (40)
Net balance $ 2,108 $ 2,957
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Note 8 � Deposits
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Major classifications of deposits as of March 31, 2008, and December 31, 2007, were as follows:

2008 2007
Noninterest bearing $ 312,813 $ 271,549
Savings 117,915 96,425
NOW accounts 289,223 247,262
Money market accounts 562,774 505,678
Certificates of deposit of less than $100,000 659,426 599,034
Certificates of deposit of $100,000 or more 477,459 393,670

$ 2,419,610 $ 2,113,618

Note 9 �Borrowings
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The following table is a summary of borrowings as of March 31, 2008, and December 31, 2007:
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2008 2007
Securities sold under repurchase agreements $ 38,919 $ 53,222
Federal funds purchased 88,000 165,100
FHLB advances 102,027 80,000
Treasury tax and loan 1,470 2,873
Junior subordinated debentures 58,378 57,399
Subordinated debt 45,000 �
Notes payable and other borrowings 25,590 18,610

$ 359,384 $ 377,204

The Company enters into sales of securities under agreements to repurchase (repurchase agreements).  These repurchase agreements are treated
as financings.  The dollar amounts of securities underlying the agreements remain in the asset accounts.  Securities sold under agreements to
repurchase consisted of U.S. government agencies and mortgage-backed securities at March 31, 2008 and December 31, 2007.

The Company borrowings at the Federal Home Loan Bank of Chicago (�FHLBC�) are limited to the lesser of 35% of total assets or 60% of the
book value of certain mortgage loans.  In addition, these advances were collateralized by FHLBC stock of $9.3 million and loans totaling $303.3
million at March 31, 2008.  FHLBC stock of $7.8 million and loans totaling $278.6 million were pledged as of December 31, 2007.  On
March 10, 2008 a 4.98%, fixed-rate FHLBC advance of $30 million matured and was replaced with a short-term FHLBC advance of $50 million
that had a floating rate of four basis points above the FHLBC federal funds equivalent rate.  That advance matured on April 10, 2008 and a new
one-month FHLBC advance with the same floating rate terms was obtained and is scheduled to mature on May 12, 2008.  As of March 31, 2008,
a second floating rate FHLBC advance of $50 million was scheduled to mature on May 1, 2008 and was renewed with the same terms and a
June 2, 2008 maturity.  Both of the floating rate advances are priced with the same index and spread and these obligations can also be prepaid
without incurring a fee after providing a two-business day notice to the issuer.  As of March 31, 2008, the Company also had $9.0 million in
FHLBC advances that were assumed through the Heritage merger.  These advances have fixed rates and $7.0 million of this amount is presented
in the notes payable and other borrowings section of the Consolidated Balance Sheets.  The amount and terms of these advances are $2.0 million
maturing November 10, 2008 at a rate of 5.08%, $2.0 million maturing May 11, 2009 at a rate of 5.0%, and $5.0 million maturing February 16,
2010 at a rate of 5.09%.
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The Company is a Treasury Tax & Loan (�TT&L�) depository for the Federal Reserve Bank and, as such, it accepts TT&L deposits.  The
Company is allowed to hold these deposits for the Federal Reserve until they are called.  The interest rate is the federal funds rate less 25 basis
points.  Securities with a face value greater than or equal to the amount borrowed are pledged as a condition of borrowing TT&L deposits.  As of
March 31, 2008, and December 31, 2007, the TT&L deposits were $1.5 million and $2.9 million, respectively.

The Company had a $30 million revolving line of credit available with Marshall & Ilsley Bank (�M&I�) which had an outstanding balance of
$18.6 million as of December 31, 2007.  On January 31, 2008, the Company entered into a $75.5 million credit facility with LaSalle Bank
National Association, (now Bank of America) which was comprised of a $30.5 million senior debt facility and $45.0 million of subordinated
debt.  The senior debt facility included a $500,000 term loan with a maturity of March 31, 2018, and a revolving loan
with a maturity of March 31, 2010.  The revolving loan replaced the $30.0 million revolving line of credit facility
previously held with M&I.  At March 31, 2008, $17.8 million was outstanding on that line.  Management expects to
renew the revolving loan on an annual basis.  The subordinated debt matures on March 31, 2018.  The interest rate on
the senior debt facility resets quarterly, and is based on, at the Company�s option, either LaSalle�s prime rate or
three-month LIBOR plus 90 basis points.  The interest rate on the subordinated debt resets quarterly, and is equal to
three-month LIBOR plus 150 basis points.  The senior debt is secured with all of the issued and outstanding shares of
Old Second National Bank.

The above credit facility Agreement contains usual and customary provisions regarding acceleration upon the occurrence of an event of default
by the Company under the Agreement, as described therein.  The Agreement also contains certain customary representations and warranties and
financial and negative covenants.  The proceeds of the $45.0 million of subordinated debt were primarily used to finance the acquisition of
Heritage including transaction costs.  This $30.0 million borrowing facility is for general corporate purposes and was primarily used in the past
to repurchase common stock.

Note 10 � Junior Subordinated Debentures
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The Company completed the sale of $27.5 million of cumulative trust preferred securities by its unconsolidated subsidiary, Old Second Capital
Trust I in June 2003.  An additional $5.1 million of cumulative trust preferred securities was sold in the first week of July 2003.  The costs
associated with the tender offer of the cumulative trust preferred securities are being amortized over 30 years.  The trust-preferred securities can
remain outstanding for a 30-year term but, subject to regulatory approval, they can be called in whole or in part by the Company beginning on
June 30, 2008 and from time to time thereafter.  Cash distributions on the securities are payable quarterly at an annual rate of 7.80%.

The Company issued an additional $25.0 million of cumulative trust preferred securities through a private placement completed by an additional
unconsolidated subsidiary, Old Second Capital Trust II (the �Trust�) in April 2007.  Although nominal in amount, the costs associated with that
issuance are being amortized over 30 years.  These trust preferred securities also mature in 30 years, but subject to the aforementioned regulatory
approval, can be called in whole or in part on a quarterly basis commencing June 15, 2017.  The quarterly cash distributions on the securities are
fixed at 6.766% through June 15, 2017 and float at 150 basis points over the British Bankers Association three-month LIBOR rate thereafter. 
The Company issued a new $25.8 million subordinated debenture to the Trust in return for the aggregate net proceeds of this trust preferred
offering and to provide the primary source of financing for the common stock tender offer that was completed in May 2007.  The interest rate
and payment frequency on the debenture are equivalent to the cash distribution basis on the trust preferred securities.

Both of the debentures issued by Old Second Bancorp, Inc. are recorded on the Consolidated Balance Sheets as junior subordinated debentures
and the related interest expense for each issuance is included in the Consolidated Statements of Income.
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Note 11 � Long-Term Incentive Plan

The Long-Term Incentive Plan (the �Incentive Plan�) authorizes the issuance of up to 1,333,332 shares of the Company�s common stock, including
the granting of qualified stock options (�Incentive Stock Options�), nonqualified stock options, restricted stock, and stock appreciation rights. 
Total shares issuable under the plan were 89,277 at March 31, 2008 and 116,531 at December 31, 2007.  Stock based awards may be granted to
selected directors and officers or employees at the discretion of the board of directors.  All stock options were granted for a term of ten years. 
Restricted stock vests three years from the grant date.  Awards under the Incentive Plan become fully vested upon a merger or change in control
of the Company.  Compensation expense is recognized over the vesting period of the options based on the fair value of the options at the grant
date.

Total compensation cost that has been charged against income for those plans was $252,516 in the first quarter of 2008 and $156,409 in the first
quarter of 2007.  The total income tax benefit was $88,381 in the first quarter of 2008 and $54,743 in the first quarter of 2007.

Edgar Filing: OLD SECOND BANCORP INC - Form 10-Q

Note 11 � Long-Term Incentive Plan 38



Edgar Filing: OLD SECOND BANCORP INC - Form 10-Q

39



No options were issued during the first quarter of 2008.  Total unrecognized compensation cost related to nonvested stock options granted under
the Incentive Plan is $798,679 as of March 31, 2008, and is expected to be recognized over a weighted-average period of 2.36 years.  Total
unrecognized compensation cost related to nonvested stock options granted under the Incentive Plan is $492,305 as of March 31, 2007, and is
expected to be recognized over a weighted-average period of 2.75 years.

A summary of stock option activity in the Incentive Plan as of each quarter is as follows:

Shares

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual
Term (years)

Aggregate
Intrinsic

Value
March 31, 2008:
Beginning outstanding 740,798 $ 23.67
Granted � �
Exercised � �
Expired � �
Ending outstanding 740,798 $ 23.67 6.0 $ 3,595,006
Exercisable at end of quarter 598,466 $ 22.59 5.2 $ 3,595,006

March 31, 2007:
Beginning outstanding 682,411 $ 22.60
Granted � �
Exercised (21,947) 12.66
Expired � �
Ending outstanding 660,464 $ 22.93 6.4 $ 4,062,485
Exercisable at end of quarter 586,464 $ 22.14 6.0 $ 4,062,485
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A summary of changes in the Company�s nonvested options in the Incentive Plan is as follows:

March 31, 2008

Shares

Weighted
Average

Grant Date
Fair Value

Nonvested at January 1, 2008 142,332 $ 6.53
Granted � �
Vested � �
Nonvested at March 31, 2008 142,332 $ 6.53

A summary of stock option activity as of the first quarter of each year is as follows:

March 31, 2008 March 31, 2007

Intrinsic value of options exercised $ � $ 356,990
Cash received from option exercises � 277,739
Tax benefit realized from option exercises � 141,886
Weighted average fair value of options granted � �

Restricted stock was granted beginning in 2005 under the Incentive Plan.  There were 27,254 shares issued during the first quarter of 2008 and
26,184 in the first quarter of 2007.  These shares are subject to forfeiture until certain restrictions have lapsed, including employment for a
specific period.  These shares vest after a three-year period.  Compensation expense is recognized over the vesting period of the shares based on
the market value of the shares at issue date.  Awards under the Incentive Plan become fully vested upon a merger or change in control of the
Company.

A summary of changes in the Company�s nonvested shares of restricted stock is as follows:

March 31, 2008 March 31, 2007
Weighted Weighted
Average Average

Grant Date Grant Date
Shares Fair Value Shares Fair Value

Nonvested at January 1 46,065 $ 30.09 20,423 $ 31.27
Granted 27,254 27.75 26,184 29.20
Vested � � � �
Forfeited � � � �
Nonvested at March 31 73,319 $ 29.22 46,607 $ 30.11

Total unrecognized compensation cost of restricted shares is $1,183,856 as of March 31, 2008, which is expected to be recognized over a
weighted-average period of 2.19 years.  Total unrecognized compensation cost of restricted shares was $1,014,115 as of March 31, 2007, which
was expected to be recognized over a weighted-average period of 2.33 years.  There were no restricted shares vested at March 31, 2008 or 2007.
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Note 12 � Earnings Per Share

Earnings per share is included below as of March 31 (share data not in thousands):

2008 2007
Basic earnings per share:
Weighted-average common shares outstanding 13,070,056 13,134,897
Net income available to common stockholders $ 5,564 $ 5,748
Basic earnings per share $ 0.43 $ 0.44
Diluted earnings per share:
Weighted-average common shares outstanding 13,070,056 13,134,897
Dilutive effect of restricted shares 28,388 10,075
Dilutive effect of stock options 117,931 122,105
Diluted average common shares outstanding 13,216,375 13,267,077
Net income available to common stockholders $ 5,564 $ 5,748
Diluted earnings per share $ 0.42 $ 0.43
Core diluted earnings per share (non-GAAP)(1) $ 0.45 $ 0.43

Number of antidilutive options excluded from the diluted earnings per
share calculation 373,000 280,000

(1) As per the management discussion on page 19, core net income from continuing operations is the numerator of this measure and is defined
by management as net income available to common stockholders plus $434,000 of acquisition transaction costs in 2008, net of a tax rate
adjustment of 35%.

Note 13 � Other Comprehensive Income

The following table summarizes the related income tax effect for the components of Other Comprehensive Income during the quarters ended
March 31:

2008 2007
Unrealized holding gains on available for sale securities arising during the
period $ 3,797 $ 2,212
Related tax expense (1,496) (875)
Holding gains after tax 2,301 1,337

Less: Reclassification adjustment for the gains realized during the period
Realized gains 308 482
Income tax expense on net realized gains (122) (192)
Net realized gains after tax 186 290
Total other comprehensive income $ 2,115 $ 1,047
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Note 14 � Retirement Plans

The Company maintains tax-qualified contributory and non-contributory profit sharing plans covering substantially all full-time and regular
part-time employees.  The expense of these plans was $677,000 and $447,000 in the first quarters of 2008 and 2007, respectively, as the
Company had lowered its discretionary profit sharing contribution in 2007.  Management increased the discretionary plan expense in 2008, in
part to accommodate the additional permanent employees from Heritage.

Note 15 � Fair Value Option and Fair Value Measurements

In September 2006, the FASB issued Statement No. 157, �Fair Value Measurements.�  This statement defines fair value, establishes a framework
for measuring fair value, and expands disclosures about fair value measurements.  The 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 is effective for fiscal years beginning after November 15, 2007.  In February 2008, the FASB issued FASB Staff Position (FSP) FAS
157-2, �Effective Date of FASB

17

Edgar Filing: OLD SECOND BANCORP INC - Form 10-Q

Note 14 � Retirement Plans 44



Statement No. 157.�  This FSP delays the effective date of SFAS No. 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.  As disclosed in the Company�s 2007 Annual Report 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.  As previously disclosed, the Company did not elect the fair
value option for any financial assets or financial liabilities as of January 1, 2008.

Fair Value Measurement

Statement 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. 
Statement 157 also 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 Company has the ability to access as of the
measurement date.

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

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

The Company uses the following methods and significant assumptions to estimate fair value:

•  Investment securities available for sale are valued primarily by a third party pricing agent and both the
market and income valuation approaches are implemented using the following types of inputs:

•  U.S. treasuries are priced using the market approach and utilizing live data feeds from active market
exchanges for identical securities.

•  Government-sponsored agency debt securities are primarily priced using available market information
through processes such as benchmark curves, market valuations of like securities, sector groupings and matrix pricing.
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•  Other government-sponsored agency securities, mortgage-backed securities and some of the actively traded
REMICs and CMOs, are primarily priced using available market information including benchmark yields, prepayment
speeds, spreads and volatility of similar securities.

•  Other inactive government-sponsored agency securities are primarily priced using consensus pricing and
dealer quotes.

•  State and political subdivisions are largely grouped by characteristics, i.e., geographical data and source of
revenue in trade dissemination systems.  Since some securities are not traded daily and due to other grouping
limitations, active market quotes are often obtained using benchmarking for like securities.

•  Asset-backed securities held by the Company are triple AAA rated collateralized debt obligations (�CDO�)
collateralized by trust preferred security issuances of other financial institutions.  These securities are not traded daily
and are primarily priced using available market information
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through processes such as benchmark curves, market valuations of like securities,  knowledge of credit events in underlying collateral, and
standard fixed income techniques.

•  Marketable equity securities are priced using available market information.

•  Residential mortgage loans eligible for sale in the secondary market are carried at the lower of cost or fair
value.  The fair value of loans held for sale is determined, when possible, using quoted secondary market prices.  If no
such quoted price exists, the fair value of a loan is determined using quoted prices for a similar asset or assets,
adjusted for the specific attributes of that loan.

•  Lending related commitments to fund certain residential mortgage loans (interest rate locks) to be sold in the
secondary market and forward commitments for the future delivery of mortgage loans to third party investors are
considered derivatives.  Fair values are estimated based on observable changes in mortgage interest rates from the date
of the commitment and do not typically involve significant judgments by management.

•  The fair value of mortgage servicing rights is based on a valuation model that calculates the present value of
estimated net servicing income.  The valuation model incorporates assumptions that market participants would use in
estimating future net servicing income to derive the resultant value.  The Company is able to compare the valuation
model inputs, such as the discount note, prepayment speeds, weighted average delinquency and
foreclosure/bankruptcy rates  to widely available published industry data for reasonableness.
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Assets and Liabilities Measured at Fair Value on a Recurring Basis:

The table below presents the balance of assets and liabilities at March 31, 2008 measured at fair value on a recurring basis:

March 31, 2008
Level 1 Level 2 Level 3 Total

Assets:
Investment securities available for sale $ 6,974 $ 537,475 $ 52 $ 544,501
Other assets (Forward loan commitments to investors) � (537) � (537)
Total $ 6,974 $ 536,938 $ 52 $ 543,964

Liabilities:
Other liabilities (Interest rate lock commitments to
borrowers) $ � $ (537) $ � $ (537)
Total $ � $ (537) $ � $ (537)

In the first quarter of 2008, there were no material changes or amounts in Level 3 assets or liabilities measured at fair value on a recurring basis.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis:

We may be required, from time to time, to measure certain other financial assets at fair value on a nonrecurring basis in accordance with GAAP. 
These assets consist of servicing rights, impaired loans and loans held for sale (�LHFS�).  Adjustments to fair value on LHFS primarily result from
application of lower-of-cost-or-fair value accounting.  For assets measured at fair value on a nonrecurring basis on hand at March 31, 2008, the
following table provides the level of valuation assumptions used to determine each valuation and the carrying value of the related assets:

March 31, 2008
Level 1 Level 2 Level 3 Total

Mortgage servicing rights(1) $ � $ � $ 2,108 $ 2,108
Loans(2) � � 7,857 7,857
Total $ � $ � $ 9,965 $ 9,965

(1) Mortgage servicing rights, which are carried at the lower of cost or fair value, were written down to fair value of $2.1 million resulting in a
valuation allowance of $231,000.  A charge of $144,000 was included in earnings for the period.

(2) Represents carrying value and related write-downs of loans for which adjustments are based on the appraised value of collateral.  The
carrying value of loans fully charged off is zero.
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Item 2.    Management�s Discussion and Analysis of Financial Condition and Results of Operations

Overview

Old Second Bancorp, Inc. (the �Company�) is a financial services company with its main headquarters located in Aurora, Illinois.  The Company
is the holding company of Old Second National Bank (the �Bank�), a national banking organization headquartered in Aurora, Illinois and provides
commercial and retail banking services, as well as trust services.  The Company has offices located in Cook, Kane, Kendall, DeKalb, DuPage,
LaSalle and Will counties in Illinois.  On February 8, 2008, the Company completed its acquisition of HeritageBanc, Inc.
(�Heritage�) and merged Heritage Bank with and into Old Second National Bank.  As a result of the merger, the
Company expanded its franchise into southwestern Cook County and the higher growth markets of the south Chicago
suburbs by adding five retail banking locations and one mobile banking operation.  This acquisition provided
additional market penetration and allowed the Company to fill in its footprint surrounding the Chicago metropolitan
area.  The Company also offers insurance products through Old Second Financial, Inc.

The acquisition of Heritage was announced in November 2007, closed on February 8, 2008, and the systems conversions were completed by the
middle of March.  The transaction closing in the first quarter and the expedient integration of the organizations following the merger, positions
the Company to begin to realize the economic benefits of the transaction in the second quarter of 2008.  In addition to the expected cost savings,
the Company obtained the opportunity for revenue enhancement by applying its relationship focused banking strategies to a larger market area
and additional new client base.  This approach includes the delivery of wealth management services, as well as expanded mortgage, treasury and
retail services to supplement the traditional loan and deposit products that were previously offered by Heritage.  The Company paid
consideration of $43.0 million in cash and 1,563,636 shares of the Company�s stock valued at $27.50 per share to consummate the Heritage
acquisition.  Details related to the allocation of the purchase price for this business combination are discussed in Note 2.  The final terms of the
credit facilities established to complete the acquisition are detailed in Note 9.

Results of Operations

First quarter 2008 earnings included the contribution of the Heritage acquisition from the February 8, 2008 closing date.  Net income for the
current period was $5.56 million, $0.42 diluted earnings per share, as compared with $5.75 million, or $0.43 diluted earnings per share, in the
first quarter of 2007.  In comparing the first quarters of 2008 and 2007, there were realized securities gains of $308,000 and $482,000,
respectively.  The Company recorded a $900,000 provision for loan losses in the first quarter of 2008 whereas there was no loan loss provision
made in the first quarter of 2007.  The return on average equity decreased from 14.52% in the first quarter of 2007, to 12.46% for the same
period in 2008.

The transaction charges related to Heritage, net of taxes calculated at a 35% statutory rate, totaled $434,000, or $.03 per diluted share.  Core net
income, which is calculated by excluding these transaction costs, in the first quarter of 2008 was $6.0 million, which equates to core diluted
earnings per share of $0.45 and a core return on average equity of 13.43%.  Management believes that the exclusion of the transaction charges
more accurately reflects income from continuing operations, and references to core net income, core diluted earnings per share, and ratios
identified as �core� are all non-GAAP measurements.
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Net Interest Income

Net interest income increased from $16.5 million in the first quarter of 2007 to $19.9 million in the first quarter of 2008.  Average earning assets
grew $369.4 million, or 16.4%, from March 31, 2007 to March 31, 2008 with Heritage contributing approximately $192.7 million of that growth
with the remaining growth occurring in 2007.  Average interest bearing liabilities increased $314.8 million, or
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15.9%, during the same period.  The net interest margin (tax equivalent basis), expressed as a percentage of average earning assets, increased
from 3.10% in the first quarter of 2007 to 3.18% in the first quarter of 2008.  The average tax-equivalent yield on earning assets decreased from
6.64% in the first quarter of 2007 to 6.28%, or 36 basis points, in the first quarter of 2008.  At the same time, however, the cost of funds on
interest-bearing liabilities decreased from 4.13% to 3.64%, or 49 basis points.  The interest income produced from the growth in earning assets
more than offset the cost of funding that growth in balances.  Additionally, the general decrease in interest rates lowered interest expense to a
greater degree than it reduced interest income.

Management, in order to evaluate and measure performance, uses certain non-GAAP performance measures and ratios.  In addition to the �core�
earnings discussion related to the Heritage acquisition transaction costs found in the results of operation section of the preceding page,
management has traditionally disclosed other certain non-GAAP ratios to evaluate and measure the Company�s performance.  This includes
taxable-equivalent net interest income (including its individual components) and net interest margin (including its
individual components) to total average interest-earning assets.  Management believes that these measures and ratios
provide users of the financial information with a more accurate view of the performance of the interest-earning assets
and interest-bearing liabilities and of the Company�s operating efficiency for comparison purposes.  Other financial
holding companies may define or calculate these measures and ratios differently.  See the tables and note below for
supplemental data and the corresponding reconciliation to GAAP financial measures for the three months ended
March 31, 2008 and 2007.

The following tables set forth certain information relating to the Company�s average consolidated balance sheets and reflect the yield on average
earning assets and cost of average liabilities for the periods indicated.  Dividing the related interest by the average balance of assets or liabilities
derives rates.  Average balances are derived from daily balances.  For purposes of discussion, net interest income and net interest income to total
earning assets on the following tables have been adjusted to a non-GAAP tax equivalent (�TE�) basis using a marginal rate of 35% to more
appropriately compare returns on tax-exempt loans and securities to other earning assets.
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ANALYSIS OF AVERAGE BALANCES,

TAX EQUIVALENT INTEREST AND RATES

Quarters ended March 31, 2008 and 2007

(Dollar amounts in thousands - unaudited)

2008 2007
Average Average
Balance Interest Rate Balance Interest Rate

Assets
Interest bearing deposits $ 801 $ 4 1.98% $ 1,427 $ 16 4.48%
Federal funds sold 3,901 29 2.94 4,488 58 5.17
Securities:
Taxable 404,121 4,746 4.70 340,990 3,895 4.57
Non-taxable (tax equivalent) 154,101 2,283 5.93 144,454 2,037 5.64
Total securities 558,222 7,029 5.04 485,444 5,932 4.89
Loans and loans held for sale (1) 2,064,136 34,574 6.63 1,766,310 31,493 7.13
Total interest earning assets 2,627,060 41,636 6.28 2,257,669 37,499 6.64
Cash and due from banks 47,940 � � 50,036 � �
Allowance for loan losses (18,960) � � (16,220) � �
Other noninterest-bearing assets 170,562 � � 124,827 � �
Total assets $ 2,826,602 $ 2,416,312
Liabilities and Stockholders�
Equity
NOW accounts $ 255,415 $ 802 1.26% $ 245,485 $ 1,008 1.67%
Money market accounts 523,664 3,822 2.94 466,201 4,511 3.92
Savings accounts 102,952 186 0.73 105,041 215 0.83
Time deposits 1,071,852 12,324 4.62 979,553 11,840 4.90
Interest bearing deposits 1,953,883 17,134 3.53 1,796,280 17,574 3.97
Securities sold under repurchase
agreements 43,763 336 3.09 49,028 553 4.57
Federal funds purchased 110,435 970 3.47 22,588 307 5.44
Other short-term borrowings 86,266 789 3.62 70,096 936 5.34
Junior subordinated debentures 58,044
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