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ITEM 1. FINANCIAL STATEMENTS AND RELATED NOTES

LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

(Unaudited)

(Dollars in thousands) June 30, December 31,
2009 2008

Assets
Cash and cash equivalents $ 18853 $ 13,788
Investment securities:
Available for sale, at fair value 170,062 162,245
Other securities 7,909 9,052
Loans, net 355,306 365,772
Loans held for sale 7,544 1,487
Premises and equipment, net 16,614 13,956
Goodwill 12,894 12,894
Other intangible assets, net 2,609 2,407
Bank owned life insurance 12,242 11,996
Accrued interest and other assets 9,107 8,617
Total assets $ 613,140 $ 602,214
Liabilities and Stockholders’ Equity
Liabilities:
Deposits:
Non-interest bearing demand $ 57290 $ 49,823
Money market and NOW 154,635 150,116
Savings 28,926 26,203
Time, $100,000 and greater 61,461 49,965
Time, other 159,266 163,439
Total deposits 461,578 439,546
Federal Home Loan Bank borrowings 61,117 77,319
Other borrowings 28,855 27,047
Accrued expenses, taxes and other liabilities 9,041 6,896
Total liabilities 560,591 550,808
Stockholders' equity:
Preferred stock, $0.01 par, 200,000 shares authorized, none issued - -
Common stock, $0.01 par, 7,500,000 shares authorized, 2,411,412 shares issued, at
June 30, 2009 and December 31, 2008 24 24
Additional paid-in capital 23,951 23,873
Retained earnings 28,939 27,819
Treasury stock, at cost; 39,962 and 39,162 shares at June 30, 2009 and December 31,
2008, respectively 947) (935)
Accumulated other comprehensive income 582 625
Total stockholders' equity 52,549 51,406
Total liabilities and stockholders' equity $ 613,140 $ 602,214
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See accompanying notes to condensed consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited)

Three months ended June

(Dollars in thousands, except per share data) 30, Six months ended June 30,
2009 2008 2009 2008

Interest income:

Loans:

Taxable $ 5,170  $ 6,113 $ 10,303 $ 12,727

Tax-exempt 64 56 113 99

Investment securities:

Taxable 1,069 1,198 2,185 2,421

Tax-exempt 621 599 1,230 1,195

Other 4 19 7 37

Total interest income 6,928 7,985 13,838 16,479

Interest expense:

Deposits 1,558 2,615 3,197 5,737
Borrowed funds 811 897 1,690 1,808
Total interest expense 2,369 3,512 4,887 7,545
Net interest income 4,559 4,473 8,951 8,934
Provision for loan losses 800 300 1,100 900
Net interest income after provision for loan losses 3,759 4,173 7,851 8,034

Non-interest income:

Fees and service charges 1,142 1,115 2,098 2,081
Gains on sale of loans 1,199 394 1,907 739
Gain on prepayment of FHLB borrowings - - - 246
Bank owned life insurance 124 118 247 234
Other 174 136 287 278
Total non-interest income 2,639 1,763 4,539 3,578

Investment securities gains (losses), net:

Impairment losses on investment securities (60) - (910) -
Less noncredit-related losses (189) - 334 -
Net impairment losses (249) - (576) -
Gains on sales of investment securities - 497 - 497
Investment securities gains (losses), net (249) 497 (576) 497
Non-interest expense:

Compensation and benefits 2,203 2,097 4,379 4,225
Occupancy and equipment 663 673 1,314 1,434
Federal deposit insurance premiums 447 13 480 26
Data processing 204 206 394 403
Amortization of intangibles 191 205 378 409
Professional fees 192 121 364 233
Advertising 119 89 240 177
Other 926 859 1,851 1,645
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Total non-interest expense 4,945 4,263 9,400 8,552
Earnings before income taxes 1,204 2,170 2,414 3,557
Income tax expense 192 594 393 914
Net earnings $ 1,012  $ 1,576 $ 2,021 $ 2,643
Earnings per share:

Basic $ 043 $ 0.66 $ 085 $ 1.09
Diluted $ 043 $ 0.66 $ 085 $ 1.08
Dividends per share $ 0.19 % 0.18 $ 038 $ 0.36

See accompanying notes to condensed consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(Dollars in thousands)
Net cash used in operating activities

Cash flows from investing activities:

Net decrease (increase) in loans

Maturities and prepayments of investment securities
Purchase of investment securities

Proceeds from sales of investment securities

Proceeds from sales of premises and equipment and foreclosed assets

Purchases of premises and equipment, net
Net cash paid in branch acquisition
Net cash provided by (used in) investing activities

Cash flows from financing activities:

Net increase (decrease) in deposits

Federal Home Loan Bank advance borrowings
Federal Home Loan Bank advance repayments
Federal Home Loan Bank line of credit, net
Other borrowings, net

Purchase of treasury stock

Proceeds from issuance of stock under stock option plans
Excess tax benefit related to stock option plans
Payment of dividends

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:
Cash paid during period for interest
Cash paid during period for taxes, net

Supplemental schedule of non-cash investing and financing activities:

Transfer of loans to real estate owned
Branch acquisition:

Fair value of liabilities assumed

Fair value of assets acquired

See accompanying notes to condensed consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF EQUITY AND COMPREHENSIVE INCOME

Common
stock

(Dollars in thousands, except
per share data)

Balance at December 31, 2007 $ 24
Comprehensive income:

Net earnings -
Change in fair value of

investment securities

available-for-sale, net of tax -
Total comprehensive income -
Dividends paid ($0.36 per

share) -
Stock-based compensation -
Exercise of stock options,

1,882 shares, including tax

benefit of $5,010 -
Purchase of 134,385 treasury

shares -
Adoption of EITF 06-4 -
Balance June 30, 2008 $ 24
Balance at December 31, 2008 $ 24
Comprehensive income:

Net earnings -
Change in fair value of

investment securities

available-for-sale for which a

portion of an other than

temporary impairment has been

recorded in net earnings, net of

tax -
Change in fair value of all

other investment securities
available-for-sale, net of tax -
Total comprehensive income -
Dividends paid ($0.38 per

share) -
Stock-based compensation -
Purchase of 800 shares treasury

shares -
Balance at June 30, 2009 $ 24

(Unaudited)
Additional
paid-in Retained
capital earnings
$ 24304 $§ 27493 $

- 2,643

- 2,643

- (887)

57 -
35 -

- (335)
$ 2439 $ 28914 $
$ 23873 $ 27819 $

- 2,021

- 2,021

- (901)

78 -
$ 23951 $ 28939 $

See accompanying notes to condensed consolidated financial statements.

Treasury
stock

(206)

(3,296)
(3,502)

(935)

(12)
(947)

Accumulated
other
comprehensive
income
$ 6380 $
(931)
(931)
$ (251) $
$ 625 $
246
(289)
(43)
$ 582 $

Total

52,295

2,643
(931)

1,712
(887)

57

35
(3,296)
(335)

49,581

51,406

2,021

246
(289)
1,978

(901)
78

(12)
52,549
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LANDMARK BANCORP, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Interim Financial Statements

The condensed consolidated financial statements of Landmark Bancorp, Inc. (the “Company”) and subsidiary have been
prepared in accordance with the instructions to Form 10-Q. To the extent that information and footnotes required by
U.S. generally accepted accounting principles for complete financial statements are contained in or consistent with the
consolidated audited financial statements incorporated by reference in the Company’s Form 10-K for the year ended
December 31, 2008, such information and footnotes have not been duplicated herein. In the opinion of management,
all adjustments, consisting of normal recurring accruals, considered necessary for a fair presentation of financial
statements have been reflected herein. The December 31, 2008, condensed consolidated balance sheet has been
derived from the audited consolidated balance sheet as of that date. The results of the interim period ended June 30,
2009 are not necessarily indicative of the results expected for the year ending December 31, 2009. Subsequent events
have been evaluated for potential recognition or disclosure through the time of the filing on August 13, 2009, which
represents the date the consolidated financial statements were issued.

2. Goodwill and Other Intangible Assets

The Company tests goodwill for impairment annually or more frequently if circumstances warrant. During 2009, the

decline in the Company’s stock price coupled with current market conditions in the financial services industry,
constituted a triggering event which required an impairment test to be performed. The Company performed an

impairment test as of March 31, 2009 by comparing the fair value of the Company’s single reporting unit to its
carrying value. Fair value was determined using observable market data including the Company’s market
capitalization and valuation multiples compared to recent financial industry acquisition multiples to estimate the fair

value of the Company’s single reporting unit. Based on the results of the March 31, 2009 impairment testing which
indicated no impairment, along with the Company’s conclusion that no triggering events occurred during the second
quarter of 2009, the Company concluded its goodwill was not impaired as of June 30, 2009.

On May 8, 2009, the Company’s subsidiary, Landmark National Bank, assumed approximately $6.4 million in deposits
in connection with a branch acquisition. As part of the transaction, Landmark National Bank agreed to pay a deposit
premium of 1.75 percent on the core deposit balance as of 270 days after the close of the transaction. As of May 8,
2009 the core deposit premium, based on the acquired core deposit balances, was $86,000. The following is an
analysis of changes in the core deposit intangible assets:

Three months ended June 30,

(Dollars in thousands) 2009 2008
Fair value Fair value
at Accumulated at Accumulated
acquisition Amortization acquisition Amortization
Balance at beginning of period $ 5,396 $ (3,314) $ 5,396 $ (2,641)
Additions 86 - - -
Amortization - (153) - (177)
Balance at end of period $ 5,482 $ (3,467) $ 5,396 $ (2,818)
Six months ended June 30,
(Dollars in thousands) 2009 2008
Fair value Accumulated Fair value Accumulated
at Amortization at Amortization

11
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acquisition
Balance at beginning of period $ 5,396
Additions 86
Amortization -
Balance at end of period $ 5,482

$

$

(3,159)

(308)
(3,467)

acquisition
$ 5,396
$ 5,396

$

$

(2,462)

(356)
(2,818)
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The following is an analysis of changes in the mortgage servicing rights:

(Dollars in thousands)

Balance at beginning of period

Additions
Prepayments/maturities
Amortization

Balance at end of period

(Dollars in thousands)

Balance at beginning of period

Additions
Prepayments/maturities
Amortization

Balance at end of period
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Three months ended June 30,

2009
Accumulated
Cost Amortization
$ 893 $ (600)
339 -
201 21

- (3%)
$ 1211 $ (617)

2008
Accumulated
Cost Amortization
$ 771 $ (572)
19 -
(19) 19

- (28)
$ 771 $ (581)

Six months ended June 30,

2009
Accumulated
Cost Amortization
$ 772 $ (602)
494 -
(55) 55

- (70)
$ 1,211 $ (617)

2008
Accumulated
Cost Amortization
$ 770 $ (560)
33 -
(32) 32

- (33)
$ 771 $ (581)

The mortgage servicing rights correspond to loans serviced by the Company for unrelated third parties with
outstanding principal balances of $120.5 million and $82.0 million at June 30, 2009 and December 31, 2008,
respectively. Gross service fee income related to such loans was $63,000 and $56,000 for the quarters ended June 30,
2009 and 2008, respectively, which is included in fees and service charges in the condensed consolidated statements
of earnings. Gross service fee income for the six months ended June 30, 2009 and 2008 was $114,000 and $113,000,

respectively.

Aggregate amortization expense for the quarters ended June 30, 2009 and 2008, was $191,000 and $205,000,
respectively and $378,000 and $409,000 for the six months ended June 30, 2009 and 2008, respectively. The
following depicts estimated amortization expense for all intangible assets for the remainder of 2009 and in successive

years ending December 31:

Year

Remainder of 2009
2010

2011

2012

2013

Thereafter

Amount (in
thousands)

376
667
567
471
297
231

13
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3. Investments
A summary of investment securities available-for-sale is as follows:

As of June 30, 2009

Gross Gross

Amortized unrealized unrealized Estimated

(Dollars in thousands) cost gains losses fair value
U. S. federal agency obligations ~ $ 26,652  § 626 $ (H $ 27,277
Municipal obligations 67,096 1,028 (631) 67,493
Mortgage-backed securities 62,514 1,400 3 63,911
Pooled trust preferred securities 1,914 - (1,595) 319
Common stocks 693 112 (17 788
Certificates of deposit 10,274 - - 10,274
Total $ 169,143 $ 3,166 $ (2247 $ 170,062

As of December 31, 2008
Gross Gross

Amortized unrealized unrealized Estimated

(Dollars in thousands) cost gains losses fair value
U. S. federal agency obligations ~$§ 28,566  $ 950 $ 2) $ 29514
Municipal obligations 63,711 1,532 (934) 64,309
Mortgage-backed securities 55,752 934 (104) 56,582
Pooled trust preferred securities 2,488 — (1,748) 740
Common stocks 693 389 (8) 1,074
Certificates of deposit 10,026 — — 10,026
Total $ 161,236 $ 3,805 $ (2,796) $ 162,245

Included in the June 30, 2009 gross unrealized losses above, are noncredit-related losses of $334,000, recorded in
accumulated other comprehensive income, related to a $1.0 million par investment in a pool of trust preferred
securities, which was determined to be other than temporarily impaired. The amortized cost of the other than
temporarily impaired investment, after recognition of $576,000 of impairment losses, was $424,000 at June 30,
2009. The fair value of this security was $90,000 at June 30, 2009 compared to $275,000 at December 31, 2008,
while the unrealized losses included in accumulated other comprehensive were $334,000 at June 30, 2009 and
$725,000 at December 31, 2008.

14
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The summary of available-for-sale investment securities shows that some of the securities in the available-for-sale
investment portfolio had unrealized losses, or were temporarily impaired, as of June 30, 2009 and December 31,
2008. This temporary impairment represents the estimated amount of loss that would be realized if the securities were
sold on the valuation date. Securities which were temporarily impaired are shown below, along with the length of the
impairment period.

(Dollars in

thousands) As of June 30, 2009

Number  Less than 12 months 12 months or longer Total

of Fair Unrealized Fair Unrealized Fair Unrealized

securities value losses value losses value losses
U. S. federal agency
obligations 393 160 $ @) - -3 160 $ (1
Municipal
obligations 51 16,184 417) 3,073 (214) 19,257 (631)
Mortgage-backed
securities 6 3,840 3) 69 - 3,909 3)
Pooled trust
preferred securities 3 - - 319 (1,595) 319 (1,595)
Common stocks 5 75 (17) - - 75 (17)
Total 68 $ 20,259 $ (438) $ 3461 $ (1,809) $ 23,720 $ (2,247)
(Dollars in
thousands) As of December 31, 2008

Number  Less than 12 months 12 months or longer Total

of Fair Unrealized Fair Unrealized Fair Unrealized

securities value losses value losses value losses
U. S. federal agency
obligations 3% 64 $ -3 133 $ 2 $ 197 $ )
Municipal
obligations 56 13,282 (466) 8,542 (468) 21,824 (934)
Mortgage-backed
securities 80 12,219 (78) 3,400 (26) 15,619 (104)
Pooled trust
preferred securities 3 - - 740 (1,748) 740 (1,748)
Common stocks 3 13 2) 18 (6) 31 (8)
Total 145 $ 25578 $ (546) $ 12,834 $ (2,250) $ 38412 $ (2,796)

The Company’s assessment of other than temporary impairment is based on its reasonable judgment of the specific
facts and circumstances impacting each individual security at the time such assessments are made. The Company
reviews and considers factual information, including expected cash flows, the structure of the security, the credit
quality of the underlying assets and the current and anticipated market conditions. As of January 1, 2009, the
Company early adopted Financial Accounting Standards Board (“FASB”) Staff Position (“FSP”’) No. FAS 115-2 and FAS
124-2, “Recognition and Presentation of Other Than Temporary Impairments,” which changed the accounting for other
than temporary impairments of debt securities and separates the impairment into credit-related and other factors.

The receipt of principal, at par, and interest on mortgage-backed securities is guaranteed by the respective
government-sponsored agency guarantor, such that the Company believes that its mortgage-backed securities do not

15
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expose the Company to credit related losses. Based on these factors, along with the Company’s intent to not sell the
security and that it is more likely than not that the Company will not be required to sell the security before recovery of
its cost basis, the Company believes that the mortgage-backed securities identified in the tables above were
temporarily depressed as of June 30, 2009 and December 31, 2008. The Company’s mortgage-backed securities
portfolio consisted of securities predominantly underwritten to the standards of and guaranteed by the
government-sponsored agencies of FHLMC, FNMA and GNMA.

The Company believes that the decline in the value of certain municipal obligations was primarily related to an overall

widening of market spreads for many types of fixed income products during 2008 and 2009, reflecting, among other

things, reduced liquidity and the downgrades on the underlying credit default insurance providers. At June 30, 2009,

the Company does not intend to sell and it is more likely than not that the Company will not be required to sell until

the recovery of its cost, its municipal obligations in an unrealized loss position. Due to the issuers’ continued
satisfaction of the securities’ obligations in accordance with their contractual terms and the expectation that they will
continue to do so as well as the evaluation of the fundamentals of the issuers’ financial condition and other objective
evidence, management’s intention not to sell and belief that it is more likely than not that the Company will not have to
sell such securities prior to recovery of the Company’s amortized cost, and therefore the Company believes that the
municipal obligations identified in the tables above were temporarily depressed as of June 30, 2009 and December 31,

2008.

9
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At June 30, 2009, the Company owned three pooled trust preferred securities with an original cost basis of $2.5
million, which represent investments in pools of debt obligations issued by financial institutions and insurance
companies. The market for these securities is considered to be inactive according to the guidance issued in FSP No.
FAS 157-4, “Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly,” which the Company early adopted as of
January 1, 2009. The Company used a discounted cash flow model to determine the estimated fair value of its pooled
trust preferred securities and to assess if the present value of the cash flows expected to be collected was less than the
amortized cost, which would result in an other than temporary impairment. The assumptions used in preparing the
discounted cash flow model include the following: estimated discount rates (using yields of comparable traded
instruments adjusted for illiquidity and other risk factors), estimated deferral and default rates on collateral, and
estimated cash flows. The discounted cash flow analysis included a review of all issuers within the collateral pool and
incorporated higher deferral and default rates, as compared to historical rates, in the cash flow projections through
maturity. The Company also reviewed a stress test of these securities to determine the additional estimated deferrals
or defaults in the collateral pool in excess of what the Company believes is likely, before the payments on the
individual securities are negatively impacted.

At June 30, 2009, the analysis of two of the Company’s three investments in pooled trust preferred securities indicated
that the unrealized loss was temporary and that it is more likely than not that the Company would be able to recover
the cost basis of these securities. However, the Company determined that a portion of the unrealized loss on the third
investment in a $1.0 million pooled trust preferred security was other than temporary. The amount of actual and
projected deferrals and/or defaults by the financial institutions underlying this pooled trust preferred security,
increased significantly since the beginning of 2009, primarily when a large number of deferrals occurred in this pool
during April and July of 2009. The percentage of the pool that was not performing according to the contractual terms
of the agreements increased from 9% at December 31, 2008, to 28% at March 31, 2009 and 41% at June 30,
2009. The increase in nonperforming collateral resulted in an other than temporary impairment of this security. The
Company follows the provisions of FSP No. FAS 115-2 and FAS 124-2 in determining the amount of the other than
temporary impairment recorded to earnings. The Company performed a discounted cash flow analysis, using the
factors noted above to determine the amount of the other than temporary impairment that was applicable to either
credit losses or other factors. The amount associated with credit losses, $576,000, was then realized through a charge
to earnings for the six months ended June 30, 2009 as an impairment loss, while the $334,000 change in the unrealized
loss associated with other factors was recorded in other comprehensive income.

The following table reconciles the changes in the Company’s credit losses recognized in earnings.

Three months  Six months

ending ending

June 30, June 30,
(Dollars in thousands) 2009 2009
Beginning balance $ 327 $ -
Additional credit losses:
Securities with no previous other than temporary impairment - 576
Securities with previous other than temporary impairments 249 -
Ending balance $ 576 $ 576

It is reasonably possible that the fair values of the Company’s investment securities could decline in the future if the
overall economy and the financial condition of some of the issuers continue to deteriorate and the liquidity of these
securities remains low. As a result, there is a risk that additional other than temporary impairments may occur in the
future and any such amounts could be material to the Company’s consolidated statements of earnings.

Maturities of investment securities at June 30, 2009 are as follows:

17
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Amortized
(Dollars in thousands) cost
Due in less than one year $ 27,749 $
Due after one year but within five years 25,349
Due after five years 52,837
Mortgage-backed securities and common stock 63,208
Total $ 169,143 $

10

Estimated

fair value
26,262
25,984
53,115
64,700
170,062
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For mortgage-backed securities, actual maturities will differ from contractual maturities because borrowers have the
right to prepay obligations with or without prepayment penalties.

Other investment securities include investments in Federal Home Loan Bank (“FHLB”) and Federal Reserve Bank
(“FRB”) stock. The carrying value of the FHLB stock at June 30, 2009 and December 31, 2008 was $6.2 million and
$7.3 million, respectively, and the carrying value of the FRB stock at June 30, 2009 and December 31, 2008 was $1.7
million. These securities are not readily marketable and are required for regulatory purposes and borrowing
availability. Since there are no available observable market values, these securities are carried at cost. Redemption of
these investments is at the option of the FHLB or FRB. We have assessed the ultimate recoverability of these stocks
and believe that no impairment has occurred.

4. Loans
Loans consisted of the following:

June 30, Percent of December 31, Percent of

(Dollars in thousands) 2009 total 2008 total
Real estate loans:

One-to-four family residential $ 104,342 29.0% $ 112,815 30.5%
Commercial 127,824 35.6% 126,977 34.4%
Construction 12,709 3.5% 19,618 5.3%
Commercial loans 107,140 29.8% 101,976 27.6%
Consumer loans 7,545 2.1% 7,937 2.2%
Total 359,560 100.0% 369,323 100.0%

Less: Deferred loan fees/costs and

loans in process (571) (320)
Less: Allowance for loan losses 4,827 3,871
Loans, net $ 355,306 $ 365,772

A summary of the activity in the allowance for loan losses is as follows:

Three months ended June

30, Six months ended June 30,
(Dollars in thousands) 2009 2008 2009 2008
Beginning balance $ 4,307 $ 3,288 $ 3,871 $ 4,172
Provision for loan losses 800 300 1,100 900
Charge-offs (298) 277) (380) (1,780)
Recoveries 18 15 236 34
Ending balance $ 4,827 $ 3326 $ 4,827 $ 3,326

During the six months ended June 30, 2009 we had a net loan charge-off of $144,000 compared to $1.7 million of net
loan charge-offs for the comparable period of 2008.

11
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A summary of the non-accrual loans is as follows:

(Dollars in thousands)

Real estate loans:

One-to-four family residential
Commercial

Construction

Commercial loans

Consumer loans

Total non-accrual loans

A summary of the nonperforming assets is as follows:

(Dollars in thousands)

Total non-accrual loans

Accruing loans over 90 days past due
Other real estate owned

Total nonperforming assets

Total nonperforming loans to total loans, net

Total nonperforming assets to total assets
Allowance for loan losses to gross loans outstanding
Allowance for loan losses to total nonperforming
loans

June 30,
2009

$ 742
1,867

5,254

5,679

26

$ 13,568

June 30,
2009
$ 13,568

1,916
$ 15,484

3.8%
2.5%
1.3%

35.6%

December 31,
2008

$ 1,358

2,041

759

1,537

53

$ 5,748

December 31,
2008
$ 5,748

1,934
$ 7,682

1.6%
1.3%
1.0%

67.3%

Loans past due more than a month totaled $15.6 million at June 30, 2009, compared to $9.4 million at December 31,
2008. At June 30, 2009, $13.6 million in loans were on non-accrual status, or 3.8% of net loans, compared to a
balance of $5.7 million in loans on non-accrual status, or 1.6% of net loans, at December 31, 2008. Non-accrual loans
consist primarily of loans greater than ninety days past due and which are also included in the past due loan
balances. There were no loans 90 days delinquent and still accruing interest at June 30, 2009 or December 31,
2008. The increase in non-accrual and past due loans was primarily driven by a $4.2 million construction loan
relationship and a $3.7 million commercial agriculture loan that were classified as non-accrual and past due during the
first six months of 2009.

A summary of the impaired loans is as follows:

June 30, December 31,
(Dollars in thousands) 2009 2008
Impaired loans for which an allowance has been
provided $ 10,999 $ 1,867
Impaired loans for which no allowance has been
provided 2,709 5,192
Total impaired loans 13,708 7,059
Allowance related to impaired loans $ 2,215 $ 705

Our impaired loans increased primarily because of the same two loans impacting the non-accrual and past due loan
balances. Our analysis of the two nonperforming loans mentioned above concluded that the potential exists that the
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updated collateral values or sources of repayment may not be sufficient to fully cover the outstanding loan balances at
June 30, 2009.
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5. Fair Value Measurements

On January 1, 2008, the Company adopted the provisions of SFAS No. 157, which defines fair value, establishes a
framework for measuring fair value and expands the disclosures about fair value measurements. SFAS No. 157
requires the use of a hierarchy of fair value techniques based upon whether the inputs to those fair values reflect
assumptions other market participants would use based upon market data obtained from independent sources or reflect
the Company’s own assumptions of market participant valuation. Effective January 1, 2009, the Company adopted
SFAS No. 157 on certain nonfinancial assets and liabilities, which include foreclosed real estate, long-lived assets,
goodwill, and core deposit premium, which are recorded at fair value only upon impairment. In accordance with
SFAS No. 157, the fair value hierarchy is as follows:

* Level Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,

1: unrestricted assets or liabilities.

* Level 2:Quoted prices for similar assets in active markets, quoted prices in markets that are not active or quoted
prices that contain observable inputs such as yield curves, volatilities, prepayment speeds and other inputs
derived from market data.

* Level 3:Quoted prices or valuation techniques that require inputs that are both significant to the fair value
measurement and unobservable.

Valuation methods for instruments measured at fair value on a recurring basis

The Company’s investment securities classified as available-for-sale include agency securities, municipal obligations,
mortgage-backed securities, pooled trust preferred securities, certificates of deposits and common stocks. Quoted
exchange prices are available for the common stock investments, which are classified as Level 1. Agency securities
and mortgage-backed obligations are priced utilizing industry-standard models that consider various assumptions,
including time value, yield curves, volatility factors, prepayment speeds, default rates, loss severity, current market
and contractual prices for the underlying financial instruments, as well as other relevant economic
measures. Substantially all of these assumptions are observable in the marketplace, can be derived from observable
data, or are supported by observable levels at which transactions are executed in the marketplace and are classified as
Level 2. Municipal securities are valued using a type of matrix, or grid, pricing in which securities are benchmarked
against the treasury rate based on credit rating. These model and matrix measurements are classified as Level 2 in the
fair value hierarchy. The Company’s investments in fixed rate certificates of deposits are valued using a net present
value model that discounts the future cash flows at the current market rates and are classified as Level 2.

The Company classifies its pooled trust preferred securities as Level 3. The portfolio consists of three investments in
pooled trust preferred securities issued by financial companies. The Company has determined that the observable
market data associated with these assets do not represent orderly transactions in accordance with FSP No. FAS 157-4
and reflect forced liquidations or distressed sales. Based on the lack of observable market data, the Company
estimated fair value based on the observable data available and reasonable unobservable market data. The Company
estimated fair value based on a discounted cash flow model which used appropriately adjusted discount rates
reflecting credit and liquidity risks.

The following table represents the Company’s investment securities that are measured at fair value on a recurring
basis at June 30, 2009 and December 31, 2008 allocated to the appropriate fair value hierarchy:

As of June 30, 2009
Fair value hierarchy
(Dollars in thousands) Total Level 1 Level 2 Level 3
Assets:
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Available-for-sale securities $ 170,062 $ 728 $ 169,015 $ 319
Liabilities:
Derivative financial instruments 34 - - 34

As of December 31, 2008
Fair value hierarchy

(Dollars in thousands) Total Level 1 Level 2 Level 3
Assets:
Available-for-sale securities $ 162,245 $ 1,014 $ 160,490 $ 740
Derivative financial instruments 18 - - 18

23



Edgar Filing: LANDMARK BANCORP INC - Form 10-Q

(Dollars in thousands)

The following table reconciles the changes in the Company’s Level 3 instruments during the first six months of 2009.

Derivative
Available-for  financial
sale-securities instruments

Level 3 fair value at December 31, 2008 $ 740 $ 18
Transfers into Level 3 -

Total gains (losses)

Included in earnings (576) (52)
Included in other comprehensive income (155) -
Level 3 asset (liability) fair value at June 30, 2009 $ 319 $ (34)

Changes in the fair value of available-for-sale securities are included in other comprehensive income to the extent the

changes are not considered other than temporary impairments. Other than temporary impairment tests are performed

on a quarterly basis and any decline in the fair value of an individual security below its cost that is deemed to be other

than temporary results in a write-down of that security’s cost basis. During the first six months of 2009 the Company
recorded a $576,000 impairment loss on one of its pooled trust preferred securities.

The Company’s derivative financial instruments consist solely of interest rate lock commitments and corresponding
forward sales contracts on mortgage loans held for sale and are not designated as hedging instruments. The fair values

of these derivatives are based on quoted prices for similar loans in the secondary market. The market prices are

adjusted by a factor, based on the Company’s historical data and its judgment about future economic trends, which
considers the likelihood that a commitment will ultimately result in a closed loan. These instruments are classified as

Level 3 based on the unobservable nature of these assumptions. The amounts are included in other assets or other

liabilities on the consolidated balance sheets and gains on sale of loans in the consolidated statements of earnings.

Valuation methods for instruments measured at fair value on a nonrecurring basis

The Company’s other investment securities include investments in Federal Home Loan Bank of Topeka (“FHLB”) and
Federal Reserve Bank (“FRB”) stock, which are held for regulatory purposes. These investments generally have
restrictions on the sale and/or liquidation of stock and the carrying value is approximately equal to fair value. Fair
value measurements for these securities are classified as Level 3 based on the undeliverable nature and related credit
risk.

The Company does not value its loan portfolio at fair value, however adjustments are recorded on certain loans to
reflect the impaired value on the underlying collateral. Collateral values are generally reviewed on a loan-by-loan
basis through independent appraisals. Appraised values may be discounted based on management’s historical
knowledge, changes in market conditions and/or management’s expertise and knowledge of the client and the client’s
business. Because many of these inputs are unobservable the valuations are classified as Level 3. The carrying value
of the Company’s impaired loans was $13.7 million, before an allocated allowance of $2.2 million at June 30, 2009,
compared to a carrying value of $7.1 million and allocated allowance of $705,000 at December 31, 2008.

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated
fair value, determined on an aggregate basis. The mortgage loan valuations are based on quoted secondary market
prices for similar loans and are classified as Level 2.

The Company’s measure of its goodwill is based on market based valuation techniques, including reviewing the

Company’s stock price and valuation multiples as compared to recent financial industry acquisition multiples to
estimate the fair value of the Company’s single reporting unit. The fair value measurements are classified as Level 3.
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Core deposit intangibles are recognized at the time core deposits are acquired, using valuation techniques which
calculate the present value of the estimated net cost savings relative to the Company’s alternative costs of funds over
the expected remaining economic life of the deposits. Subsequent evaluations are made when facts or circumstances
indicate potential impairment may have occurred. The models incorporate market discount rates, estimated average
core deposit lives and alternative funding rates. The fair value measurements are classified as Level 3.
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The Company measures its mortgage servicing rights at the lower of cost or fair value, and amortizes them over the
period equal to estimated net servicing income. Periodic impairment assessments are performed based on fair value
estimates at the reporting date. The fair value of mortgage servicing rights are estimated based on a valuation model
which calculates the present value of estimated future cash flows associated with servicing the underlying loans. The
model incorporates assumptions that market participants use in estimating future net servicing income, including
estimated prepayment speeds, market discount rates, cost to service, and other servicing income, including late
fees. The fair value measurements are classified as Level 3.

Other real estate owned include assets acquired through, or in lieu of, foreclosure are initially recorded at the date of
foreclosure at fair value of collateral less estimates selling costs. Subsequent to foreclosure, valuations are updated
periodically and are based upon appraisals, third party price opinions or internal pricing models and are classified as
Level 3. During the first six months of 2009 the Company recorded an impairment charge of $100,000 on a single
property with a fair value of $170,000.

The following table represents the Company’s assets that are measured at fair value on a nonrecurring basis at June 30,
2009 allocated to the appropriate fair value hierarchy:

(Dollars in thousands) Fair value hierarchy Total gains
Assets: Total Level 1 Level 2 Level 3 (losses)
Other investment securities  $ 7,909 $ - $ - $ 7,909 $ =
Impaired loans 11,492 - - 11,492 (1,510)
Loans held for sale 7,603 - 7,603 - -
Other real estate owned 1,916 - - 1,916 (100)
6. Fair Value of Financial Instruments

Fair value estimates of the Company’s financial instruments as of June 30, 2009 and December 31, 2008, including
methods and assumptions utilized, are set forth below:

As of June 30, 2009 As of December 31, 2008
(Dollars in thousands)

Carrying Estimated Carrying Estimated

amount fair value amount fair value
Cash and cash equivalents $ 18,853 $ 18,853 $ 13,788 $ 13,788
Investment securities 177,971 177,971 171,297 171,297
Loans, net of unearned fees and
allowance for loan losses 355,306 357,163 365,772 368,558
Loans held for sale 7,544 7,603 1,487 1,749
Mortgage servicing rights 594 1,432 170 1,008
Non-interest bearing demand
deposits 57,290 57,290 49,823 49,823
Money market and NOW deposits 154,635 154,635 150,116 150,116
Savings deposits 28,926 28,926 26,203 26,203
Time deposits 220,727 222,394 213,404 214,859
Total deposits 461,578 463,245 439,546 441,001
FHLB borrowings 61,117 63,745 77,319 81,986
Other borrowings $ 28,855 $ 21,285 $ 27,047 $ 23,298

Methods and Assumptions Utilized
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The carrying amount of cash and cash equivalents, repurchase agreements, federal funds sold, and accrued interest
receivable and payable are considered to approximate fair value.

A detailed description of the estimated fair value of investment securities, mortgage serving rights and loans
held-for-sale is available in Note 5.
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The estimated fair value of the Company’s loan portfolio is based on the segregation of loans by collateral type,
interest terms, and maturities. In estimating the fair value of each category of loans, the carrying amount of the loan is

reduced by an allocation of the allowance for loan losses. Such allocation is based on management’s loan
classification system, which is designed to measure the credit risk inherent in each classification category. The

estimated fair value of performing variable rate loans is the carrying value of such loans, reduced by an allocation of

the allowance for loan losses. The estimated fair value of performing fixed rate loans is calculated by discounting

scheduled cash flows through the estimated maturity using estimated market discount rates that reflect the interest rate

risk inherent in the loan, reduced by an allocation of the allowance for loan losses. The estimate of maturity is based

on the Company’s historical experience with repayments for each loan classification, modified, as required, by an
estimate of the effect of current economic and lending conditions. The fair value for nonperforming loans is the

estimated fair value of the underlying collateral based on recent external appraisals or other available information,

which generally approximates carrying value, reduced by an allocation of the allowance for loan losses.

The estimated fair value of deposits with no stated maturity, such as non-interest bearing demand deposits, savings,
money market accounts, and NOW accounts, is equal to the amount payable on demand. The fair value of interest
bearing time deposits is based on the discounted value of contractual cash flows of such deposits. The discount rate is
estimated using the rates currently offered for deposits of similar remaining maturities.

The fair value of advances from the FHLB is estimated using current rates offered for similar borrowings. The fair
values of other borrowings are estimated using current rates offered for similar borrowings.

Off-Balance Sheet Financial Instruments

The fair value of letters of credit and commitments to extend credit is based on the fees currently charged to enter into
similar agreements. The aggregate of these fees is not material.

Limitations

Fair value estimates are made at a specific point in time based on relevant market information and information about

the financial instruments. These estimates do not reflect any premium or discount that could result from offering for

sale at one time the Company’s entire holdings of a particular financial instrument. Because no market exists for a
significant portion of the Company’s financial instruments, fair value estimates are based on judgments regarding
future loss experience, current economic conditions, risk characteristics of various financial instruments, and other

factors. These estimates are subjective in nature and involve uncertainties and matters of significant judgment, and,

therefore, cannot be determined with precision. Changes in assumptions could significantly affect the estimates. Fair

value estimates are based on existing balance sheet financial instruments without attempting to estimate the value of
anticipated future business and the value of assets and liabilities that are not considered financial instruments.

7. Earnings per Share

Basic earnings per share have been computed based upon the weighted average number of common shares outstanding
during each period. Diluted earnings per share includes the effect of all potential common shares outstanding during
each period. Earnings and dividends per share for prior periods have been adjusted to give effect to the 5% stock

dividend paid by the Company in December 2008.

The shares used in the calculation of basic and diluted earnings per share are shown below:

(Dollars in thousands, except per share data) Three months ended June 30, Six months ended June 30,
2009 2008 2009 2008
Net earnings available to common stockholders $ 1,012 $ 1,576 $ 2,021 $ 2,643
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Weighted average common shares outstanding — basic 2,371,450 2,382,302 2,371,706 2,426,580

Dilutive stock options 4,790 8,926 4,942 10,113
Weighted average common shares — diluted 2,376,240 2,391,228 2,376,648 2,436,693
Net earnings per share:

Basic $ 043 $ 0.66 $ 085 $ 1.09
Diluted $ 043 $ 0.66 $ 085 $ 1.08
16
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8. Comprehensive Income

The Company’s other comprehensive income (loss) consists of the unrealized holding gains and losses on available for
sale securities as shown below.

Three months ended June

(Dollars in thousands) 30, Six months ended June 30,
2009 2008 2009 2008
Net earnings $ 1,012 $ 1,576 $ 2,021 $ 2,643

Unrealized holding losses on available for sale securities
for which a portion of an other than temporary

impairment has been recorded in earnings (60) - (185) -
Unrealized holding losses on all other available for sale

securities 33 (3,359) (480) (1,005)
Reclassification adjustment for losses (gains) included in

earnings 249 497) 576 497)
Net unrealized gains (losses) 222 (3,856) (89) (1,502)
Income tax expense (benefit) 85 (1,465) (46) 571
Total comprehensive income (loss) $ 1,149 $ 815) $ 1,978 $ 1,712
9. Acquisition

The Company completed the acquisition, by its wholly-owned subsidiary, Landmark National Bank, of a branch
located at 4621 W. 6th Street, in Lawrence, Kansas from CornerBank, N.A. effective May 8, 2009. Pursuant to the
agreement, Landmark National Bank purchased approximately $4.0 million in loans, assumed approximately $6.4
million in deposits and acquired approximately $2.6 million in related branch premises and equipment. The
transaction expands Landmark National Bank’s banking presence in Lawrence, Kansas and gives the bank a second
location in the community.
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10. Impact of Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 (revised), “Business Combinations.” The statement retains the
fundamental requirements in Statement No. 141 that the acquisition method of accounting be used for business
combinations, but broadens the scope of Statement No. 141 and contains improvements to the application of this
method. The Statement requires an acquirer to recognize the assets acquired, the liabilities assumed, and any
noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as of that date. Costs
incurred to effect the acquisition are to be recognized separately from the acquisition. Assets and liabilities arising
from contingent considerations must be measured at fair value as of the acquisition date. The statement also changes
the accounting for negative goodwill arising from a bargain purchase, requiring recognition in earnings instead of
allocation to assets acquired. The Company adopted this statement on January 1, 2009.

Also in December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements — an amendment of ARB No. 51.” This statement amends ARB No. 51 to establish accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It also amends
certain of ARB No. 51’s consolidation procedures for consistency with the requirements of SFAS No. 141 (revised
2007), “Business Combinations.” The Company adopted this statement on January 1, 2009. The adoption of this
statement did not have a material effect on our consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities -
an amendment of FASB Statement No. 133.” This statement requires enhanced disclosures about how and why an
entity uses derivative instruments, how derivative instruments and related hedged items are accounted for, and how
these activities affect its financial position, financial performance, and cash flows. The Company adopted this
statement on January 1, 2009. The adoption of this statement did not 