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PART I

Item 1. Business

General

Old Second Bancorp, Inc. (the Company orthe Registrant ) was organized under the laws of Delaware on September 8, 1981. It is a registered
bank holding company under the Bank Holding Company Act of 1956 (the BHCA ). The Company s office is located at 37 South River Street,
Aurora, Illinois 60507.

The Company conducts a full service community banking and trust business through its wholly owned subsidiaries, which are together referred
to as the Company :

U Old Second National Bank (the Bank ).

. Old Second Capital Trust I, which was formed for the exclusive purpose of issuing trust preferred securities in an offering that was
completed in July 2003.

. Old Second Capital Trust II, which was formed for the exclusive purpose of issuing trust preferred securities in an offering that was
completed in April 2007.

. Old Second Affordable Housing Fund, L.L.C., which was formed for the purpose of providing down payment assistance for home

ownership to qualified individuals.

. Station I, LLC, a wholly owned subsidiary of Old Second National Bank, which was formed in August 2008 to hold property
acquired by the Bank through foreclosure or in the ordinary course of collecting a debt previously contracted.

. Station II, LLC, a wholly owned subsidiary of Old Second National Bank, which was formed in August 2008 to hold property
acquired by the Bank through foreclosure or in the ordinary course of collecting a debt previously contracted.

. River Street Advisors, LLC, a wholly-owned subsidiary of Old Second National Bank, which was formed in August 2010 to provide
investment advisory/management services.

Inter-company transactions and balances are eliminated in consolidation. The Company provided financial services through its twenty-seven
banking locations that are located throughout the Chicago metropolitan area. These locations included retail offices located in Cook, Kane,
Kendall, DeKalb, DuPage, LaSalle, Will and southwestern Cook counties in Illinois as of December 31, 2010. The Company expanded its
franchise into Cook County and the traditionally higher growth markets of the south Chicago suburbs by adding additional retail locations
through acquisition in February 2008.



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

Business of the Company and its Subsidiaries

The Bank s full service banking businesses includes the customary consumer and commercial products and services that banks provide including
demand, NOW, money market, savings, time deposit, individual retirement and Keogh deposit accounts; commercial, industrial, consumer and
real estate lending, including installment loans, student loans, agricultural loans, lines of credit and overdraft checking; safe deposit operations;
trust services; wealth management services, and an extensive variety of additional services tailored to the needs of individual customers, such as
the acquisition of U.S. Treasury notes and bonds, the sale of traveler s checks, money orders, cashier s checks and foreign currency, direct
deposit, discount brokerage, debit cards, credit cards, and other special services. The Bank also offers a full complement of electronic banking
services such as Internet banking and corporate cash management products including remote deposit capture, investment sweep accounts, Zero
balance accounts, automated tax payments, ATM access, telephone banking, lockbox, automated clearing house transactions, account
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reconciliation, controlled disbursement, detail and general information reporting, wire transfers, vault services for currency and coin, and
checking accounts. Commercial and consumer loans are made to corporations, partnerships and individuals, primarily on a secured basis.
Commercial lending focuses on business, capital, construction, inventory and real estate lending. Installment lending includes direct and indirect
loans to consumers and commercial customers. Additionally, the Bank provides a wide range of trust, investment, agency, and custodial
services for individual, corporate, and not-for-profit clients. These services include the administration of estates and personal trusts, as well as
the management of investment accounts for individuals, employee benefit plans, and charitable foundations. The Bank also originates
residential mortgages, offering a wide range of products including conventional, government, and jumbo loans. Secondary marketing of those
mortgages is also handled at the Bank.

Operating segments are components of a business about which separate financial information is available and that are evaluated regularly by the
Company s management in deciding how to allocate resources and assess performance. Public companies are required to report certain financial
information about operating segments. The Company s management evaluates the operations of the Company as one operating segment,
Community Banking. As a result, disclosure of separate segment information is not required. The Company offers the products and services
described above to its external customers as part of its customary banking business.

Market Area

The Bank is the principal operating subsidiary of the Company. The Bank s primary market area is Aurora, Illinois, its surrounding communities
as well as southwestern Cook County. The city of Aurora is located in northeastern Illinois, approximately 40 miles west of Chicago. Aurora is
strategically situated on U.S. Interstate 88 and is centrally located near our banking offices in Kane, Kendall, DeKalb, DuPage, LaSalle, and Will
counties in Illinois. Based upon the most recent 2009 U.S. census estimates, these counties together represent a market of more than 2.4 million
people. Likewise, the City of Aurora has a reported population of 197,889 residents per 2010 recently released U.S. census data. Aurora is the
second largest city in the State of Illinois located primarily in Kane County but also areas in DuPage, Will and Kendall counties. Aurora saw a
38% population increase from the 2000 U.S. census count.

Lending Activities

In 2009, the Company received an investment from the U.S. Department of Treasury through the Capital Purchase Program. While the
Company remains committed to using these funds to enable the Bank to continue to make loans to qualified borrowers in its market areas,
management of capital and existing asset quality was emphasized over generating loan growth throughout 2010. In addition, management
intends to make future reductions to portfolio concentrations in real estate in keeping with the requirements of the Memorandum of
Understanding between the Bank and the OCC provided in Note 20 Regulatory & Capital Matters and Note 26 Regulatory Matters to the
Consolidated Financial Statements. In 2010, the Bank originated approximately $488.1 million in loans, which included residential mortgage
loans of just over $357.3 million that were subsequently sold to investors.

General. The Bank provides a broad range of commercial and retail lending services to corporations, partnerships, individuals and government
agencies. The Bank actively markets its services to qualified borrowers. Lending officers actively solicit the business of new borrowers
entering our market areas as well as long-standing members of the local business community. The Bank has established lending policies that
include a number of underwriting factors to be considered in making a loan, including location, amortization, loan to value ratio, cash flow,
pricing, documentation and the credit history of the borrower. The Bank s loan portfolios are comprised primarily of loans in the areas of
commercial real estate, residential real estate, construction, general commercial and consumer lending.
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As of December 31, 2010, residential mortgages made up approximately 33% of its loan portfolio, commercial real estate loans comprised
approximately 49%, construction lending comprised approximately 8%, general commercial loans comprised approximately 10%, and consumer
and other lending comprised less than 1%. It is the Bank s policy to comply at all times with the various consumer protection laws and
regulations including, but not limited to, the Equal Credit Opportunity Act, the Fair Housing Act, the Community Reinvestment Act, the Truth in
Lending Act, and the Home Mortgage Disclosure Act. The Bank does not discriminate in application procedures, loan availability, pricing,
structure, or terms on the basis of race, color, religion, national origin, sex, marital status, familial status, handicap, age (provided the applicant
has the legal capacity to enter into a binding contract), whether income is derived from public assistance, whether a borrower resides, or his
property is located, in a low- or moderate-income area, or whether a right was exercised under the Consumer Credit Protection Act. The Bank
strives to offer all of its credit services throughout its primary market area, including low- and moderate-income areas.

Commercial Loans. As noted above, the Bank is an active commercial lender, primarily located in the Chicago metropolitan area. The areas of
emphasis include loans to wholesalers, manufacturers, building contractors, developers, business services companies and retailers. The Bank
provides a wide range of business loans, including lines of credit for working capital and operational purposes and term loans for the acquisition
of equipment and other purposes. Collateral for these loans generally includes accounts receivable, inventory, equipment and real estate. In
addition, the Bank may take personal guarantees to help assure repayment. Loans may be made on an unsecured basis if warranted by the
overall financial condition of the borrower. Commercial lines of credit are generally for one year and have floating rates. Commercial term
loans range principally from one to eight years with the majority falling in the one to five year range. Interest rates are primarily fixed although
some have interest rates that change based on the Prime Rate or LIBOR. There was relatively no change in the percentage of the portfolio
attributed to commercial loans in 2010. While management would like to continue to diversify the loan portfolio, overall demand for working
capital and equipment financing was muted in our primary market areas in 2010. Repayment of commercial loans is largely dependent upon the
cash flows generated by the operations of the commercial enterprise. The Bank s underwriting procedures identify the sources of those cash
flows and seek to match the repayment terms of the commercial loans to the sources. Secondary repayment sources are typically found in
collateralization and guarantor support.

Commercial Real Estate Loans. A large portion of the loan portfolio is comprised of commercial real estate loans. As of December 31, 2010
approximately $387.0 million, or 47.1%, of the total commercial real estate loan portfolio of $821.1 million was to owner occupied borrowers.
A primary repayment risk for a commercial real estate loan is interruption or discontinuance of cash flows from operations. Such cash flows are
usually derived from rent in the case of nonowner occupied commercial properties, and repayment could also be influenced by economic events,
which may or may not be under the control of the borrower, or changes in governmental regulations that negatively impact the future cash flow
and market values of the affected properties. The Bank is not focused on commercial real estate lending at this time. Repayment risk can also
arise from general downward shifts in the valuations of classes of properties over a given geographic area such as the price adjustments that have
been observed by the Company beginning in 2008. Property valuations could continue to be affected by changes in demand and other economic
factors, which could further influence cash flows associated with the borrower and/or the property. The Bank attempts to mitigates these risks
through staying apprised of market conditions and by maintaining underwriting practices that provide for adequate cash flow margins and
multiple repayment sources as well as remaining in regular contact with the borrowers. In most cases, the Bank has collateralized these loans
and/or has taken personal guarantees to help assure repayment. Commercial real estate loans are primarily made based on the identified cash
flow of the borrower and/or the property at origination and secondarily on the underlying real estate acting as collateral. Additional credit
support is provided by the borrower for most of these loans and the
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probability of repayment is based on the liquidation of the real estate and enforcement of a personal guarantee, if any exists.

Construction Loans. The Bank originates loans to finance the construction of residential and commercial properties located in its market area
although such activity was limited in the current economic environment, as such loans in this category decreased from $273.7 million at
December 31, 2009 to $129.6 million at December 31, 2010. The Bank uses underwriting and construction loan guidelines for financing where
reputable contractors are involved. Construction loans are structured most often to be converted to permanent loans at the end of the
construction phase or, infrequently, to be paid off upon receiving financing from another financial institution. Construction loans are generally
limited to locally known markets and construction lending is typically based upon cost supplemented by information based on the appraised
value of the property, as determined by an independent appraiser, and an analysis of the potential marketability and profitability of the project,
and identification of a cash flow source to service the permanent loan, or verification of a refinancing source. Construction loans generally have
terms of up to 12 months, with extensions as needed. The Bank disburses loan proceeds in increments as construction progresses and as
inspections warrant.

Construction loans have traditionally afforded the Bank the opportunity to increase the interest rate sensitivity of its loan portfolio and to receive
yields higher than those obtainable on ARM loans secured by existing residential properties. These higher yields corresponded to the higher
risks management estimated to be associated with construction lending.

Construction development loans involve additional risks and few new development loans are being sought in the current economic environment.
Development lending often involves the disbursement of substantial funds with repayment dependent, in part, on the success of the ultimate
project rather than the ability of the borrower or guarantor to repay principal and interest. This involves more risk than other lending because it
is based on future estimates of value and economic circumstances. While appraisals are required prior to funding, and advances are limited to
the value determined by the appraisal, there is the possibility of an unforeseen event affecting the value and/or costs of the project. Development
loans are primarily used for single-family developments, where the sale of lots and houses are tied to customer preferences and interest rates. If
the borrower defaults prior to completion of the project, the Bank may be required to fund additional amounts so that another developer can
complete the project. The Bank is located in an area where a large amount of development activity has occurred as rural and semi-rural areas
were being suburbanized. This type of growth presents some economic risks should a sustained shift occur in the local demand for housing as
has occurred in conjunction with recent economic conditions. The Bank has attempted to address these risks by closely monitoring local real
estate activity, adhering to proper underwriting procedures, closely monitoring construction projects, and by limiting the amount of construction
development lending. Activity in this sector slowed considerably with the downward economic trends in real estate and other markets that the
Company has experienced since 2008. With the current rates of unemployment and downward valuations in this and other real estate sectors,
the Company anticipates that both demand and lending activity will continue to be flat in 2011. Very few construction loans were made in 2009
and 2010 compared to prior years due to the unfavorable economic environment for new home sales.

Residential Real Estate Loans. Residential first mortgage loans, second mortgages, and home equity line of credit mortgages are included in
this category. First mortgage loans may include fixed rate loans that are generally sold to investors. The Bank is a direct seller to Federal
National Mortgage Association ( FNMA ), several large financial institutions, and to other investors and periodically retains servicing rights for
sold mortgages. Management believes that selling of mortgage servicing can provide the Company with a relatively steady source of income.
The periodic retention of such servicing rights also allows the Bank an opportunity to have regular contact with mortgage customers and can
help to

11
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solidify community involvement. Other loans that are not sold include adjustable rate mortgages, lot loans, and constructions loans that are held
in portfolio by the Bank. Home equity lending has continued to slow in the past year but is still a significant portion of the Bank s business.

Consumer Loans. The Bank also provides many types of consumer loans including motor vehicle, home improvement, home equity, signature
loans and small personal credit lines. Consumer loans typically have shorter terms and lower balances with higher yields as compared to other
loans, but generally carry higher risks of default. Consumer loan collections are dependent on the borrower s continuing financial stability, and
thus are more likely to be affected by adverse personal circumstances.

Competition

The market area is highly competitive and the Bank s lines of business and activities require us to compete with many other companies. A
number of these financial institutions are affiliated with large bank holding companies headquartered outside of our principal market area as well
as other institutions that are based in Aurora s surrounding communities and in Chicago, Illinois. All of these financial institutions operate
banking offices in the greater Aurora area or actively compete for customers within the Company s market area. The Bank also faces
competition from finance companies, insurance companies, credit unions, mortgage companies, securities brokerage firms, United States
Government securities, money market funds, loan production offices and other providers of financial services. Many of our non-bank
competitors are not subject to the same extensive Federal regulations that govern bank holding companies and banks. Such non-bank
competitors may, as a result, have certain advantages over us in providing some services.

The Bank competes for loans principally through the range and quality of the client service and responsiveness to client needs that it provides, in
addition to competing on interest rates and loan fees. Management believes that its long-standing presence in the community and personal
one-on-one service philosophy enhances its ability to compete favorably in attracting and retaining individual and business customers. The
Bank actively solicits deposit-related clients and competes for deposits by offering personal attention, competitive interest rates, and professional
services made available through practiced bankers and multiple delivery channels that fit the needs of its market.

The Bank is subject to vigorous competition from other financial institutions in the market. The bank operated 27 branches and 1 satellite
facility in the seven counties of Kane, Kendall, LaSalle, Will, DeKalb, DuPage and southwestern Cook County as of December 31, 2010. As of
June 30, 2010, the bank was the deposit market leader in Kane and Kendall counties where it has a concentrated number of branches, facing
competition from over 216 branches representing 43 different FDIC financial institutions per June 30, 2010 FDIC share of deposit data. The
Bank s branches in the remaining counties face many of these same competitors as well as competition from other non-FDIC insured credit
unions and financial service firms. Competition for residential mortgage lending also includes a number of mortgage brokerage operations as
well as traditional banks, thrifts and credit unions. The Bank s wealth management division includes traditional trust services as well as
investment advisory, brokerage, and employee benefit administration services. This diverse array of products and services allows us to compete
against other larger banks as well as specialized brokerage companies. The financial services industry is also likely to become more competitive
as further technological advances enable more companies to provide financial services without having a physical presence in our market. These
technological advances may diminish the importance of depository institutions and other financial intermediaries in the transfer of funds
between parties.
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Employees

At December 31, 2010, the Company employed 522 full-time equivalent employees. The Company places a high priority on staff development,
which involves extensive training, including customer service training. New employees are selected on the basis of both technical skills and
customer service capabilities. None of the Company s employees are covered by a collective bargaining agreement with the Company.

Internet

The Company maintains a corporate web site at http://www.oldsecond.com. The Company makes available free of charge on or through its web
site the Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after the Company electronically files such
material with, or furnishes it to, the Securities and Exchange Commission. Many of the Company s policies, committee charters and other
investor information including our Code of Business Conduct and Ethics, are available on the web site. The Company will also provide copies
of its filings free of charge upon written request to: J. Douglas Cheatham, Executive Vice President and Chief Financial Officer, Old Second
Bancorp, Inc., 37 South River Street, Aurora, Illinois 60507.
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SUPERVISION AND REGULATION

General

Financial institutions, their holding companies and their affiliates are extensively regulated under federal and state law. As a result, the growth

and earnings performance of the Company may be affected not only by management decisions and general economic conditions, but also by
requirements of federal and state statutes and by the regulations and policies of various bank regulatory authorities, including the Office of the
Comptroller of the Currency (the OCC ), the Board of Governors of the Federal Reserve System (the Federal Reserve ) and the Federal Deposit
Insurance Corporation (the FDIC ). Furthermore, taxation laws administered by the Internal Revenue Service and state taxing authorities,
accounting rules developed by the Financial Accounting Standards Board (the FASB ) and securities laws administered by the Securities and
Exchange Commission (the SEC ) and state securities authorities have an impact on the business of the Company. The effect of these statutes,
regulations, regulatory policies and accounting rules may be significant, and cannot be predicted with a high degree of certainty.

Federal and state banking laws impose a comprehensive system of supervision, regulation and enforcement on the operations of financial
institutions, their holding companies and affiliates that is intended primarily for the protection of the FDIC-insured deposits and depositors of
banks, rather than shareholders. These federal and state laws, and the regulations of the bank regulatory authorities issued under them, affect,
among other things, the scope of business, the kinds and amounts of investments banks may make, reserve requirements, capital levels relative
to operations, the nature and amount of collateral for loans, the establishment of branches, the ability to merge, consolidate and acquire, dealings
with insiders and affiliates and the payment of dividends. In addition, turmoil in the credit markets in recent years prompted the enactment of
unprecedented legislation that has allowed the U.S. Treasury Department to make equity capital available to qualifying financial institutions to
help restore confidence and stability in the U.S. financial markets, which imposes additional requirements on institutions in which the U.S.
Treasury Department invests.

The following is a summary of the material elements of the supervisory and regulatory framework applicable to the Company and Old Second
National Bank (the Bank ). It does not describe all of the statutes, regulations and regulatory policies that apply, nor does it restate all of the
requirements of those that are described. Moreover, Congress recently enacted fundamental reforms to our bank regulatory framework, the
majority of which will be implemented over time by various regulatory agencies, making their impact difficult to predict. See  Financial
Regulatory Reform below.

Financial Regulatory Reform

On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act ) into law.
The Dodd-Frank Act represents a sweeping reform of the supervisory and regulatory framework applicable to financial institutions and capital
markets in the United States, certain aspects of which are described below in more detail. The Dodd-Frank Act creates new federal
governmental entities responsible for overseeing different aspects of the U.S. financial services industry, including identifying emerging
systemic risks. It also shifts certain authorities and responsibilities among federal financial institution regulators, including the supervision of
holding company affiliates and the regulation of consumer financial services and products. In particular, and among other things, the
Dodd-Frank Act: creates a Bureau of Consumer Financial Protection authorized to regulate providers of consumer credit, savings, payment and
other consumer financial products and services; narrows the scope of federal preemption of state consumer laws enjoyed by national banks and
federal savings associations and expands the authority of state attorneys general to bring actions to
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enforce federal consumer protection legislation; imposes more stringent capital requirements on bank holding companies and subjects certain
activities, including interstate mergers and acquisitions, to heightened capital conditions; significantly expands underwriting requirements
applicable to loans secured by 1-4 family residential real property; restricts the interchange fees payable on debit card transactions for issuers
with $10 billion in assets or greater; requires the originator of a securitized loan, or the sponsor of a securitization, to retain at least 5% of the
credit risk of securitized exposures unless the underlying exposures are qualified residential mortgages or meet certain underwriting standards to
be determined by regulation; creates a Financial Stability Oversight Council as part of a regulatory structure for identifying emerging systemic
risks and improving interagency cooperation; provides for enhanced regulation of advisers to private funds and of the derivatives markets;
enhances oversight of credit rating agencies; and prohibits banking agency requirements tied to credit ratings.

Numerous provisions of the Dodd-Frank Act are required to be implemented through rulemaking by the appropriate federal regulatory agencies
over the next few years. It is not clear what form such regulations will ultimately take or if certain provisions of the Dodd-Frank Act will be
amended prior to their implementation. Furthermore, while the reforms primarily target systemically important financial service providers, their
influence is expected to filter down in varying degrees to smaller institutions over time. As a result, in many respects, the ultimate impact of the
Dodd-Frank Act will not be fully known for years, and no current assurance may be given that the Dodd-Frank Act, or any other new legislative
changes, will not have a negative impact on the results of operations and financial condition of the Company and the Bank.

The Increasing Importance of Capital

While capital has historically been one of the key measures of the financial health of both holding companies and depository institutions, its role
is becoming fundamentally more important in the wake of the financial crisis. Not only will capital requirements increase, but the type of
instruments that constitute capital will also change, and, as a result of the Dodd-Frank Act, after a phase-in period, bank holding companies will
have to hold capital under rules as stringent as those for insured depository institutions. Moreover, the actions of the international Basel
Committee on Banking Supervision, a committee of central banks and bank supervisors, to reassess the nature and uses of capital in connection
with an initiative called Basel IlI, discussed below, will likely have a significant impact on the capital requirements applicable to U.S. bank
holding companies and depository institutions.

Required Capital Levels. As indicated above, the Dodd-Frank Act mandates the Federal Reserve to establish minimum capital levels for bank
holding companies on a consolidated basis that are as stringent as those required for insured depository institutions. The components of Tier 1
capital will be restricted to capital instruments that are currently considered to be Tier 1 capital for insured depository institutions. As a result,
the proceeds of trust preferred securities will be excluded from Tier 1 capital unless such securities were issued prior to May 19, 2010 by bank
holding companies with less than $15 billion of assets. As the Company has assets of less than $15 billion, it will be able to maintain its trust
preferred proceeds as capital but it will have to comply with new capital mandates in other respects, and it will not be able to raise Tier 1 capital
in the future through the issuance of trust preferred securities.

Under current federal regulations, the Bank is subject to, and, after a phase-in period, the Company will be subject to, the following minimum
capital standards: (i) a leverage requirement consisting of a minimum ratio of Tier 1 capital to total assets of 3% for the most highly-rated banks
with a minimum requirement of at least 4% for all others; and (ii) a risk-based capital requirement consisting of a minimum ratio of total capital
to total risk-weighted assets of 8% and a minimum ratio of Tier 1 capital to total risk-weighted assets of 4%. For this purpose, Tier 1 capital
consists primarily of common stock, noncumulative perpetual preferred stock and related surplus less intangible assets (other than
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certain loan servicing rights and purchased credit card relationships). Total capital consists primarily of Tier 1 capital plus Tier 2 capital, which
includes other non-permanent capital items such as certain other debt and equity instruments that do not qualify as Tier 1 capital and a portion of
the Bank s allowance for loan and lease losses.

The capital requirements described above are minimum requirements. Federal law and regulations provide various incentives for banking
organizations to maintain regulatory capital at levels in excess of minimum regulatory requirements. For example, a banking organization that is
well-capitalized may qualify for exemptions from prior notice or application requirements otherwise applicable to certain types of activities, may
qualify for expedited processing of other required notices or applications and may accept brokered deposits. Additionally, one of the criteria that
determines a bank holding company s eligibility to operate as a financial holding company (see ~ Acquisitions, Activities and Changes in Control
below) is a requirement that all of its depository institution subsidiaries be well-capitalized. Under the Dodd-Frank Act, that requirement is
extended such that, as of July 21, 2011, bank holding companies, as well as their depository institution subsidiaries, will have to be
well-capitalized in order to operate as financial holding companies. Under the capital regulations of the Federal Reserve, in order to be
well-capitalized a banking organization must maintain a ratio of total capital to total risk-weighted assets of 10% or greater, a ratio of Tier 1
capital to total risk-weighted assets of 6% or greater and a ratio of Tier 1 capital to total assets of 5% or greater.

Higher capital levels may also be required if warranted by the particular circumstances or risk profiles of individual banking organizations. For
example, the Federal Reserve s capital guidelines contemplate that additional capital may be required to take adequate account of, among other
things, interest rate risk, or the risks posed by concentrations of credit, nontraditional activities or securities trading activities. Further, any
banking organization experiencing or anticipating significant growth would be expected to maintain capital ratios, including tangible capital
positions (i.e., Tier 1 capital less all intangible assets), well above the minimum levels. See ~ The Bank Enforcement Actions for a discussion
regarding the heightened capital requirements that the Bank has agreed to maintain.

It is important to note that certain provisions of the Dodd-Frank Act and Basel 111, discussed below, will ultimately establish strengthened capital
standards for banks and bank holding companies, will require more capital to be held in the form of common stock and will disallow certain
funds from being included in a Tier 1 capital determination. Once fully implemented, these provisions may represent regulatory capital
requirements which are meaningfully more stringent than those outlined above.

Prompt Corrective Action. A banking organization s capital plays an important role in connection with regulatory enforcement as well. Federal
law provides the federal banking regulators with broad power to take prompt corrective action to resolve the problems of undercapitalized
institutions. The extent of the regulators powers depends on whether the institution in question is adequately capitalized,  undercapitalized,

significantly undercapitalized or critically undercapitalized, in each case as defined by regulation. Depending upon the capital category to which
an institution is assigned, the regulators corrective powers include: (i) requiring the institution to submit a capital restoration plan; (ii) limiting
the institution s asset growth and restricting its activities; (iii) requiring the institution to issue additional capital stock (including additional
voting stock) or to be acquired; (iv) restricting transactions between the institution and its affiliates; (v) restricting the interest rate the institution
may pay on deposits; (vi) ordering a new election of directors of the institution; (vii) requiring that senior executive officers or directors be
dismissed; (viii) prohibiting the institution from accepting deposits from correspondent banks; (ix) requiring the institution to divest certain
subsidiaries; (x) prohibiting the payment of principal or interest on subordinated debt; and (xi) ultimately, appointing a receiver for the
nstitution.
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As of December 31, 2010, the Bank exceeded its minimum regulatory capital requirements under OCC capital adequacy guidelines. However,

as discussed under ~ The Bank Enforcement Actions, the Bank has agreed with the OCC to maintain certain heightened regulatory capital ratios.
As of December 31, 2010, the Bank exceeded the heightened total capital to total risk-weighted assets ratio to which it had agreed, but was not

in compliance with the agreed-upon Tier 1 capital to total assets ratio. As of December 31, 2010, the Company had regulatory capital in excess

of the Federal Reserve s minimum requirements.

Basel I11. The current risk-based capital guidelines that apply to the Bank and will apply to the Company are based upon the 1988 capital

accord of the international Basel Committee on Banking Supervision, a committee of central banks and bank supervisors, as implemented by the

U.S. federal banking agencies on an interagency basis. In 2008, the banking agencies collaboratively began to phase-in capital standards based

on a second capital accord, referred to as Basel II, for large or core international banks (generally defined for U.S. purposes as having total assets
of $250 billion or more or consolidated foreign exposures of $10 billion or more). Basel II emphasized internal assessment of credit, market and
operational risk, as well as supervisory assessment and market discipline in determining minimum capital requirements.

On September 12, 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel Committee on Banking Supervision,
announced agreement to a strengthened set of capital requirements for banking organizations in the United States and around the world, known
as Basel III. The agreement is currently supported by the U.S. federal banking agencies. As agreed to, Basel III is intended to be fully-phased in
on a global basis on January 1, 2019. However, the ultimate timing and scope of any U.S. implementation of Basel III remains uncertain. As
agreed to, Basel III would require, among other things: (i) an increase in minimum required common equity to 7% of total assets; (ii) an increase
in the minimum required amount of Tier 1 capital from the current level of 4% of total assets to 8.5% of total assets; (iii) an increase in the
minimum required amount of Total Capital, from the current level of 8% to 10.5%. Each of these increased requirements includes 2.5%
attributable to a capital conservation buffer to be phased in from January 2016 until January 1, 2019. The purpose of the conservation buffer is
to ensure that banks maintain a buffer of capital that can be used to absorb losses during periods of financial and economic stress. There will
also be a required countercyclical buffer to achieve the broader goal of protecting the banking sector from periods of excess aggregate credit
growth.

Pursuant to Basel 111, certain deductions and prudential filters, including minority interests in financial institutions, mortgage servicing rights and
deferred tax assets from timing differences, would be deducted in increasing percentages beginning January 1, 2014, and would be fully
deducted from common equity by January 1, 2018. Certain instruments that no longer qualify as Tier 1 capital, such as trust preferred securities,
also would be subject to phase-out over a 10-year period beginning January 1, 2013.

The Basel III agreement calls for national jurisdictions to implement the new requirements beginning January 1, 2013. At that time, the U.S.
federal banking agencies, including the Federal Reserve and OCC, will be expected to have implemented appropriate changes to incorporate the
Basel III concepts into U.S. capital adequacy standards. Although the Basel III changes, as implemented in the United States, will likely result
in generally higher regulatory capital standards, it is difficult at this time to predict how any new standards will ultimately be applied to the
Company and the Bank.
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The Company

General. The Company, as the sole shareholder of the Bank, is a bank holding company. As a bank holding company, the Company is

registered with, and is subject to regulation by, the Federal Reserve under the Bank Holding Company Act of 1956, as amended (the BHCA ). In
accordance with Federal Reserve policy, and as now codified by the Dodd-Frank Act, the Company is legally obligated to act as a source of
financial strength to the Bank and to commit resources to support the Bank in circumstances where the Company might not otherwise do so.

Under the BHCA, the Company is subject to periodic examination by the Federal Reserve. The Company is required to file with the Federal
Reserve periodic reports of the Company s operations and such additional information regarding the Company and its subsidiaries as the Federal
Reserve may require.

Acquisitions, Activities and Change in Control. The primary purpose of a bank holding company is to control and manage banks. The BHCA
generally requires the prior approval of the Federal Reserve for any merger involving a bank holding company or any acquisition by a bank
holding company of another bank or bank holding company. Subject to certain conditions (including deposit concentration limits established by
the BHCA and the Dodd-Frank Act), the Federal Reserve may allow a bank holding company to acquire banks located in any state of the United
States. In approving interstate acquisitions, the Federal Reserve is required to give effect to applicable state law limitations on the aggregate
amount of deposits that may be held by the acquiring bank holding company and its insured depository institution affiliates in the state in which
the target bank is located (provided that those limits do not discriminate against out-of-state depository institutions or their holding companies)
and state laws that require that the target bank have been in existence for a minimum period of time (not to exceed five years) before being
acquired by an out-of-state bank holding company. Furthermore, in accordance with the Dodd-Frank Act, as of July 21, 2011, bank holding
companies must be well-capitalized in order to effect interstate mergers or acquisitions. For a discussion of the capital requirements, see ~ The
Increasing Importance of Capital above.

The BHCA generally prohibits the Company from acquiring direct or indirect ownership or control of more than 5% of the voting shares of any
company that is not a bank and from engaging in any business other than that of banking, managing and controlling banks or furnishing services

to banks and their subsidiaries. This general prohibition is subject to a number of exceptions. The principal exception allows bank holding
companies to engage in, and to own shares of companies engaged in, certain businesses found by the Federal Reserve prior to November 11,

1999 to be so closely related to banking ... as to be a proper incident thereto.  This authority would permit the Company to engage in a variety of
banking-related businesses, including the ownership and operation of a savings association, or any entity engaged in consumer finance,

equipment leasing, the operation of a computer service bureau (including software development), and mortgage banking and brokerage. The
BHCA generally does not place territorial restrictions on the domestic activities of non-bank subsidiaries of bank holding companies.

Additionally, bank holding companies that meet certain eligibility requirements prescribed by the BHCA and elect to operate as financial
holding companies may engage in, or own shares in companies engaged in, a wider range of nonbanking activities, including securities and
insurance underwriting and sales, merchant banking and any other activity that the Federal Reserve, in consultation with the Secretary of the
Treasury, determines by regulation or order is financial in nature or incidental to any such financial activity or that the Federal Reserve
determines by order to be complementary to any such financial activity and does not pose a substantial risk to the safety or soundness of
depository institutions or the financial system generally. At present, the Company is not operating as a financial holding company.

Federal law also prohibits any person or company from acquiring control of an FDIC-insured depository institution or its holding company
without prior notice to the appropriate federal bank regulator. Control is conclusively presumed to exist upon the acquisition of 25% or more of
the outstanding voting securities of a bank or bank holding company, but may arise under certain circumstances between 10% and 24.99%
ownership.
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Capital Requirements. Bank holding companies are required to maintain minimum levels of capital in accordance with Federal Reserve capital
adequacy guidelines, as affected by the Dodd-Frank Act and Basel III. For a discussion of capital requirements, see ~ The Increasing Importance
of Capital above.

Emergency Economic Stabilization Act of 2008. Events in the U.S. and global financial markets over the past several years, including
deterioration of the worldwide credit markets, have created significant challenges for financial institutions throughout the country. In response

to this crisis affecting the U.S. banking system and financial markets, on October 3, 2008, the U.S. Congress passed, and the President signed

into law, the Emergency Economic Stabilization Act of 2008 (the EESA ). The EESA authorized the Secretary of the United States Department
of Treasury ( Treasury ) to implement various temporary emergency programs designed to strengthen the capital positions of financial institutions
and stimulate the availability of credit within the U.S. financial system. Financial institutions participating in certain of the programs established
under the EESA are required to adopt Treasury s standards for executive compensation and corporate governance.

The TARP Capital Purchase Program. On October 14, 2008, Treasury announced that it would provide Tier 1 capital (in the form of perpetual
preferred stock) to eligible financial institutions. This program, known as the TARP Capital Purchase Program (the CPP ), allocated $250 billion
from the $700 billion authorized by the EESA to Treasury for the purchase of senior preferred shares from qualifying financial institutions (the

CPP Preferred Stock ). Under the program, eligible institutions were able to sell equity interests to the Treasury in amounts equal to between 1%
and 3% of the institution s risk-weighted assets. The CPP Preferred Stock is non-voting and pays dividends at the rate of 5% per annum for the
first five years and thereafter at a rate of 9% per annum. In conjunction with the purchase of the CPP Preferred Stock, the Treasury received
warrants to purchase common stock from the participating public institutions with an aggregate market price equal to 15% of the preferred stock
investment. Participating financial institutions are required to adopt Treasury s standards for executive compensation and corporate governance
for the period during which Treasury holds equity issued under the CPP. These requirements are discussed in more detail in the Compensation
Discussion and Analysis section in the Company s proxy statement, which is incorporated by reference in this Form 10-K.

Pursuant to the CPP, on January 16, 2009, the Company entered into a Letter Agreement with Treasury, pursuant to which the Company issued
(1) 73,000 shares of the Company s Fixed Rate Cumulative Perpetual Preferred Stock, Series B and (ii) a warrant to purchase 815,339 shares of
the Company s common stock for an aggregate purchase price of $73.0 million in cash. The Company s federal regulators and the Treasury s
Office of the Inspector General maintain significant oversight over the Company as a participating institution, to evaluate how it is using the
capital provided and to ensure that it strengthens its efforts to help its borrowers avoid foreclosure, which is one of the core aspects of the EESA.

Dividends. The Company s ability to pay dividends to its shareholders may be affected by both general corporate law considerations and policies
of the Federal Reserve applicable to bank holding companies. As a Delaware corporation, the Company is subject to the limitations of the
Delaware General Corporation Law (the DGCL ). The DGCL allows the Company to pay dividends only out of its surplus (as defined and
computed in accordance with the provisions of the DGCL) or, if the Company has no such surplus, out of its net profits for the fiscal year in
which the dividend is declared and/or the preceding fiscal year. Additionally, policies of the Federal Reserve caution that a bank holding
company should not pay cash dividends unless its net income available to common shareholders over the past year has been sufficient to fully
fund the dividends and the prospective rate of earnings retention appears consistent with its capital needs, asset quality, and overall financial
condition. The Federal Reserve also
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possesses enforcement powers over bank holding companies and their non-bank subsidiaries to prevent or remedy actions that represent unsafe
or unsound practices or violations of applicable statutes and regulations. Among these powers is the ability to proscribe the payment of
dividends by banks and bank holding companies. Given recent developments concerning the Bank described further below, the Federal Reserve
has notified the Company that it will place restrictions on its ability to pay dividends.

Furthermore, the Company s ability to pay dividends on its common stock is restricted by the terms of certain of its other securities. For
example, under the terms of certain of the Company s junior subordinated debentures, it may not pay dividends on its capital stock unless all
accrued and unpaid interest payments on the subordinated debentures have been fully paid. Additionally, the terms of the CPP Preferred Stock
provide that no dividends on any common or preferred stock that ranks equal to or junior to the CPP Preferred Stock may be paid unless and
until all accrued and unpaid dividends for all past dividend periods on the CPP Preferred Stock have been fully paid. On August 31, 2010, the
Company announced that it had elected to begin deferring the interest payments due on the junior subordinated debentures described above, as
well as the dividend payments due on the CPP Preferred Stock, and therefore may not pay common stock dividends until such time as these
deferred payments have been made in full.

Federal Securities Regulation. The Company s common stock is registered with the SEC under the Securities Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended (the Exchange Act ). Consequently, the Company is subject to the information, proxy solicitation,
insider trading and other restrictions and requirements of the SEC under the Exchange Act.

Corporate Governance. The Dodd-Frank Act addresses many investor protection, corporate governance and executive compensation matters
that will affect most U.S. publicly traded companies. The Dodd-Frank Act will increase stockholder influence over boards of directors by
requiring companies to give stockholders a non-binding vote on executive compensation and so-called golden parachute payments, and
authorizing the SEC to promulgate rules that would allow stockholders to nominate and solicit voters for their own candidates using a company s
proxy materials. The legislation also directs the Federal Reserve to promulgate rules prohibiting excessive compensation paid to bank holding
company executives, regardless of whether the Company is publicly traded.

The Bank

General. The Bank is a national bank, chartered by the OCC under the National Bank Act. The deposit accounts of the Bank are insured by the
FDIC s Deposit Insurance Fund (the DIF ) to the maximum extent provided under federal law and FDIC regulations, and the Bank is a member of
the Federal Reserve System. As a national bank, the Bank is subject to the examination, supervision, reporting and enforcement requirements of

the OCC, the chartering authority for national banks. The FDIC, as administrator of the DIF, also has regulatory authority over the Bank.

Enforcement Actions. On October 20, 2009, the Bank entered into a Memorandum of Understanding ( MOU ) with the OCC, in which the Bank
agreed, among other things, to: (i) implement a variety of programs and policies to reduce its level of credit risk, including a policy to address
certain concentrations of credit; and (ii) limit its amount of brokered deposits to 4.50% of total deposits, unless the prior written consent of the
OCC is granted to exceed such level. In addition to the MOU, the Bank also agreed with the OCC to maintain regulatory capital ratios at levels

in excess of the general minimums required to be considered well capitalized under applicable OCC regulations. Specifically, the Bank s board
of directors agreed to achieve a minimum Tier 1 capital to total assets ratio of 8.75% and a minimum total capital to total risk-weighted assets

ratio of 11.25% by December 31, 2009, and to maintain such minimum ratios thereafter. The Bank achieved these heightened regulatory capital
ratios
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by December 31, 2009 and remained in compliance with them through March 31, 2010. However, at December 31, 2010, these regulatory
capital ratios were 8.10% and 11.63%, respectively, and therefore the Bank was not in compliance with the required ratio of Tier 1 capital to
total assets. As a result of the Bank s failure to be in full compliance with the agreed-upon capital ratios, as well as the Bank s continuing
financial difficulties and heightened levels of nonperforming loans, management expects that the OCC will replace the current MOU with a
formal regulatory enforcement action.

Deposit Insurance. As an FDIC-insured institution, the Bank is required to pay deposit insurance premium assessments to the FDIC. The FDIC
has adopted a risk-based assessment system whereby FDIC-insured depository institutions pay insurance premiums at rates based on their risk
classification. An institution s risk classification is assigned based on its capital levels and the level of supervisory concern the institution poses
to the regulators.

On November 12, 2009, the FDIC adopted a final rule that required insured depository institutions to prepay on December 30, 2009, their
estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011, and 2012. On December 31, 2009, the Bank
paid the FDIC $20.1 million in prepaid assessments. An institution s prepaid assessments were calculated based on the institution s actual
September 30, 2009 assessment base, adjusted quarterly by an estimated 5 percent annual growth rate through the end of 2012. The FDIC also
used the institution s total base assessment rate in effect on September 30, 2009, increasing it by an annualized 3 basis points beginning in 2011.
The FDIC began to offset prepaid assessments on March 30, 2010, representing payment of the regular quarterly risk-based deposit insurance
assessment for the fourth quarter of 2009. Any prepaid assessment not exhausted after collection of the amount due on June 30, 2013, will be
returned to the institution.

Amendments to the Federal Deposit Insurance Act also revise the assessment base against which an insured depository institution s deposit
insurance premiums paid to the DIF will be calculated. Under the amendments, the assessment base will no longer be the institution s deposit
base, but rather its average consolidated total assets less its average tangible equity. This may shift the burden of deposit insurance premiums
toward those large depository institutions that rely on funding sources other than U.S. deposits. Additionally, the Dodd-Frank Act makes
changes to the minimum designated reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated amount of total
insured deposits, and eliminating the requirement that the FDIC pay dividends to depository institutions when the reserve ratio exceeds certain
thresholds. The FDIC is given until September 3, 2020 to meet the 1.35 reserve ratio target. Several of these provisions could increase the
Bank s FDIC deposit insurance premiums.

The Dodd-Frank Act permanently increases the maximum amount of deposit insurance for banks, savings institutions and credit unions to
$250,000 per insured depositor, retroactive to January 1, 2009. Furthermore, the legislation provides that non-interest bearing transaction

accounts have unlimited deposit insurance coverage through December 31, 2013. This temporary unlimited deposit insurance coverage replaces
the Transaction Account Guarantee Program (  TAGP ) that expired on December 31, 2010. It covers all depository institution noninterest-bearing
transaction accounts, but not low interest-bearing accounts. Unlike TAGP, there is no special assessment associated with the temporary

unlimited insurance coverage, nor may institutions opt-out of the unlimited coverage.

FICO Assessments. The Financing Corporation ( FICO ) is a mixed-ownership governmental corporation chartered by the former Federal Home
Loan Bank Board pursuant to the Competitive Equality Banking Act of 1987 to function as a financing vehicle for the recapitalization of the
former Federal Savings and Loan Insurance Corporation. FICO issued 30-year noncallable bonds of approximately $8.1 billion that mature in
2017 through 2019. FICO s authority to issue bonds ended on
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December 12, 1991. Since 1996, federal legislation has required that all FDIC-insured depository institutions pay assessments to cover interest
payments on FICO s outstanding obligations. These FICO assessments are in addition to amounts assessed by the FDIC for deposit insurance.
During the year ended December 31, 2010, the FICO assessment rate was approximately 0.01% of deposits.

Supervisory Assessments. National banks are required to pay supervisory assessments to the OCC to fund the operations of the OCC. The
amount of the assessment is calculated using a formula that takes into account the bank s size and its supervisory condition During the year
ended December 31, 2010, the Bank paid supervisory assessments to the OCC totaling $691,000.

Capital Requirements. Banks are generally required to maintain capital levels in excess of other businesses. For a discussion of capital
requirements, see  The Increasing Importance of Capital, as well as  Enforcement Actions.

Dividend Payments. The primary source of funds for the Company is dividends from the Bank. Under the National Bank Act, a national bank
may pay dividends out of its undivided profits in such amounts and at such times as the bank s board of directors deems prudent. Without prior
OCC approval, however, a national bank may not pay dividends in any calendar year that, in the aggregate, exceed the bank s year-to-date net
income plus the bank s retained net income for the two preceding years.

The payment of dividends by any financial institution is affected by the requirement to maintain adequate capital pursuant to applicable capital
adequacy guidelines and regulations, and a financial institution generally is prohibited from paying any dividends if, following payment thereof,
the institution would be undercapitalized. As described above, the Bank exceeded its minimum capital requirements under applicable OCC
guidelines as of December 31, 2010, but failed to comply with one of two heightened regulatory capital requirements to which it agreed. No
dividends were available to be paid by the Bank as of December 31, 2010. The OCC may prohibit the payment of dividends generally by a
Bank if it determines such payment would constitute an unsafe or unsound practice.

Insider Transactions. The Bank is subject to certain restrictions imposed by federal law on covered transactions between the Bank and its
affiliates. The Company is an affiliate of the Bank for purposes of these restrictions, and covered transactions subject to the restrictions include

extensions of credit to the Company, investments in the stock or other securities of the Company and the acceptance of the stock or other

securities of the Company as collateral for loans made by the Bank. The Dodd-Frank Act enhances the requirements for certain transactions

with affiliates as of July 21, 2011, including an expansion of the definition of covered transactions and an increase in the amount of time for

which collateral requirements regarding covered transactions must be maintained.

Certain limitations and reporting requirements are also placed on extensions of credit by the Bank to its directors and officers, to directors and
officers of the Company and its subsidiaries, to principal shareholders of the Company and to related interests of such directors, officers and
principal shareholders. In addition, federal law and regulations may affect the terms upon which any person who is a director or officer of the
Company or the Bank or a principal shareholder of the Company may obtain credit from banks with which the Bank maintains a correspondent
relationship.

Safety and Soundness Standards. The federal banking agencies have adopted guidelines that establish operational and managerial standards to
promote the safety and soundness of federally insured depository institutions. The guidelines set forth standards for internal controls,
information systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth, compensation, fees

27



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

and benefits, asset quality and earnings.

17

28



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

Table of Contents

In general, the safety and soundness guidelines prescribe the goals to be achieved in each area, and each institution is responsible for establishing
its own procedures to achieve those goals. If an institution fails to comply with any of the standards set forth in the guidelines, the institution s
primary federal regulator may require the institution to submit a plan for achieving and maintaining compliance. If an institution fails to submit
an acceptable compliance plan, or fails in any material respect to implement a compliance plan that has been accepted by its primary federal
regulator, the regulator is required to issue an order directing the institution to cure the deficiency. Until the deficiency cited in the regulator s
order is cured, the regulator may restrict the institution s rate of growth, require the institution to increase its capital, restrict the rates the
institution pays on deposits or require the institution to take any action the regulator deems appropriate under the circumstances.

Noncompliance with the standards established by the safety and soundness guidelines may also constitute grounds for other enforcement action
by the federal banking regulators, including cease and desist orders and civil money penalty assessments.

As described in further detail above, the Bank is currently subject to a MOU with the OCC pursuant to which it has agreed to implement a

variety of programs and policies to reduce its level of credit risk. In addition, the Bank agreed to maintain certain regulatory capital ratios at

levels in excess of the general minimums required to be considered well capitalized under applicable OCC regulations. As a result of the Bank s
failure to be in full compliance with the agreed-upon capital ratios as of December 31, 2010, as well as the Bank s continuing financial

difficulties and heightened levels of nonperforming loans, management expects that the OCC will replace the current MOU with a formal
regulatory enforcement action. See ~ Enforcement Actions for further detail.

Branching Authority. National banks headquartered in Illinois, such as the Bank, have the same branching rights in Illinois as banks chartered
under Illinois law, subject to OCC approval. Illinois law grants Illinois-chartered banks the authority to establish branches anywhere in the State
of Illinois, subject to receipt of all required regulatory approvals.

Federal law permits state and national banks to merge with banks in other states subject to: (i) regulatory approval; (ii) federal and state deposit
concentration limits; and (iii) state law limitations requiring the merging bank to have been in existence for a minimum period of time (not to
exceed five years) prior to the merger. The establishment of new interstate branches or the acquisition of individual branches of a bank in
another state (rather than the acquisition of an out-of-state bank in its entirety) has historically been permitted only in those states the laws of
which expressly authorize such expansion. However, the Dodd-Frank Act permits well-capitalized banks to establish branches across state lines
without these impediments effective as of the day after its enactment, July 22, 2010.

Financial Subsidiaries. Under federal law and OCC regulations, national banks are authorized to engage, through financial subsidiaries, in any
activity that is permissible for a financial holding company and any activity that the Secretary of the Treasury, in consultation with the Federal
Reserve, determines is financial in nature or incidental to any such financial activity, except (i) insurance underwriting, (ii) real estate

development or real estate investment activities (unless otherwise permitted by law), (iii) insurance company portfolio investments and

(iv) merchant banking. The authority of a national bank to invest in a financial subsidiary is subject to a number of conditions, including, among
other things, requirements that the bank must be well-managed and well-capitalized (after deducting from capital the bank s outstanding
investments in financial subsidiaries). The Bank has not applied for approval to establish any financial subsidiaries.

Transaction Account Reserves. Federal Reserve regulations, as presently in effect, require depository institutions to maintain reserves against
their transaction accounts (primarily NOW and regular checking accounts), as follows: for transaction accounts aggregating more than $10.7
million to $58.8
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million, the reserve requirement is 3% of total transaction accounts; and for transaction accounts aggregating in excess of $58.8 million, the
reserve requirement is $1.443 million plus 10% of the aggregate amount of total transaction accounts in excess of $58.8 million. The first $10.7
million of otherwise reservable balances are exempted from the reserve requirements. These reserve requirements are subject to annual
adjustment by the Federal Reserve. The Bank is in compliance with the foregoing requirements.

Consumer Financial Services. There are numerous developments in federal and state laws regarding consumer financial products and services
that impact the Bank s business. Importantly, the current structure of federal consumer protection regulation applicable to all providers of
consumer financial products and services will change on July 21, 2011. In this regard, the Dodd-Frank Act creates a new Consumer Financial
Protection Bureau (the Bureau ) with extensive powers to supervise and enforce consumer protection laws. The Bureau has broad rule-making
authority for a wide range of consumer protection laws that apply to all providers of consumer products and services, including the Bank, as well
as the authority to prohibit unfair, deceptive or abusive acts and practices. The Bureau has examination and enforcement authority over
providers with more than $10 billion in assets. Banks and savings institutions with $10 billion or less in assets, like the Bank, will continue to be
examined by their applicable bank regulators. The Dodd-Frank Act also generally weakens the federal preemption available for national banks
and federal savings associations, and gives state attorneys general the ability to enforce applicable federal consumer protection laws. It is
unclear what changes will be promulgated by the Bureau and what effect, if any, such changes would have on the Bank.

The Dodd-Frank Act contains additional provisions that affect consumer mortgage lending. First, the new law significantly expands
underwriting requirements applicable to loans secured by 1-4 residential real property and augments federal law combating predatory lending
practices. In addition to numerous new disclosure requirements, the Dodd-Frank Act imposes new standards for mortgage loan originations on
all lenders, including banks and savings associations, in an effort to strongly encourage lenders to verify a borrower s ability to repay. Most
significantly, the new standards limit the total points and fees that the Bank and/or a broker may charge on conforming and jumbo loans to 3% of
the total loan amount. Also, the Dodd-Frank Act, in conjunction with the Federal Reserve s final rule on loan originator compensation effective
April 1, 2011, prohibits certain compensation payments to loan originators and prohibits steering consumers to loans not in their interest because
it will result in greater compensation for a loan originator. These standards may result in a myriad of new system, pricing and compensation
controls in order to ensure compliance and to decrease repurchase requests and foreclosure defenses. In addition, the Dodd-Frank Act generally
requires lenders or securitizers to retain an economic interest in the credit risk relating to loans the lender sells and other asset-backed securities
that the securitizer issues if the loans have not complied with the ability to repay standards. The risk retention requirement generally will be 5%,
but could be increased or decreased by regulation.

Federal and state laws further impact mortgage foreclosures and loan modifications, many of which laws have the effect of delaying or impeding
the foreclosure process. Legislation has been introduced in the U.S. Senate that would amend the Bankruptcy Code to permit bankruptcy courts
to compel servicers and homeowners to enter mediation before initiating foreclosure. While legislation compelling loan modifications in
Chapter 13 bankruptcies was approved by the House in 2010, the legislation was not approved by the Senate, and the requirement was not
included in the Dodd-Frank Act or any other legislative or regulatory reforms. The scope, duration and terms of potential future legislation with
similar effect continue to be discussed.

Illinois has enacted several laws that impact the timing of foreclosures and encourage loan modification efforts, and there is momentum for
further legislation to prevent foreclosures through loss mitigation and ensure that documents submitted to the court are authentic and free from
deceit and fraud.
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Attorney General Lisa Madigan proposed a foreclosure bill in November 2010, which would require banks, among other requirements, to:

(i) comply with applicable federal, State, local or contractual loss mitigation program, and if no program results in a modification, the bank must
review the mortgage under the other programs utilized by the bank; (ii) prove that the affiant has personal knowledge of the facts; (iii) produce
detailed affidavits on efforts to find missing notes; (iv) provide a loss mitigation affidavit describing steps a bank took to assess a mortgage loan s
eligibility for modification under designated federal programs. Proceedings must be stayed until the court determines that a lender has complied
with these requirements. The Bank cannot predict whether such legislation will be passed or the impact, if any, it would have on the Bank s
business. In the meantime, the Illinois Department of Financial and Professional Regulation released a press release on December 14, 2010
seeking voluntary compliance from Illinois lenders and loan servicers to a 9-point affidavit plan to ensure the integrity of foreclosure affidavits.
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GUIDE 3 STATISTICAL DATA REQUIREMENTS

The statistical data required by Guide 3 of the Guides for Preparation and Filing of Reports and Registration Statements under the Securities
Exchange Act of 1934 is set forth in the following pages. This data should be read in conjunction with the consolidated financial statements,
related notes and Management s Discussion and Analysis of Financial Condition and Results of Operations as set forth in the 2010 Annual
Report incorporated herein by reference (attached hereto as Exhibit 13.1). All dollars in the tables are expressed in thousands.
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The following table sets forth certain information relating to the Company s average consolidated balance sheets and reflects the yield on average
earning assets and cost of average liabilities for the years indicated. Dividing the related interest by the average balance of assets or liabilities
derives rates. Average balances are derived from daily balances.

ANALYSIS OF AVERAGE BALANCES,
TAX EQUIVALENT INTEREST AND RATES

Years ended December 31, 2010 ,2009 and 2008

2010 2009 2008

Average Average Average

Balance Interest Rate Balance Interest Rate Balance Interest Rate
ASSETS
Interest bearing deposits $ 64,894 $ 156 0.24% $ 16,928 $ 39 0.23% $ 1,310 $ 44 3.30%
Federal funds sold 2,009 3 0.15 15,060 17 0.11 10,032 146 1.43
Securities:
Taxable 154,485 4,766 3.09 193,952 8,526 4.40 326,542 15,745 4.82
Non-taxable (tax equivalent) 45,435 2,761 6.08 135,644 8,046 5.93 151,408 9,134 6.03
Total securities 199,920 7,527 3.77 329,596 16,572 5.03 477,950 24,879 5.21
Dividends from FRB and
FHLB stock 13,467 251 1.86 13,044 225 1.72 10,816 83 0.77
Loans and loans
held-for-sale (1) 1,909,064 99,791 5.16 2,224,759 118,818 5.27 2,192,540 136,187 6.11
Total interest earning assets 2,189,354 107,728 4.85 2,599,387 135,671 5.16 2,692,648 161,339 591
Cash and due from banks 37,670 42,935 49,916
Allowance for loan losses (74,487) (57,976) (22,058)
Other noninterest-bearing
assets 273,819
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