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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15(dpf the Securities Exchange Act of 1934.
For the quarterly period ended June 30, 2012
OR
O Transition Report Pursuant to Section 13 or 15(dpf the Securities Exchange Act of 1934
For the transition period from to

Commission file number 1-13661

S.Y. BANCORP, INC.

(Exact name of registrant as specified in its @rart

Kentucky 61-113752¢
(State or other jurisdiction « (I.LR.S. Employe
incorporation or organizatiol Identification No.)

1040 East Main Street, Louisville, Kentucky 40206
(Address of principal executive offices including zode)

(502) 582-2571
(Registrant’s telephone number, including area fode

Not Applicable
(Former name, former address and former fiscal, ykahanged since last report)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastlafs. Yeslx] No O

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of ttiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such files)s No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting

company. See the definitions of “large acceleréited’, “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act:

Large accelerated fileC Accelerated filelx]

Non-accelerated fileO Smaller reporting compard
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act.). YesdD No

The number of shares of the registrant’s CommonkSiwo par value, outstanding as of July 30, 20d#5 13,879,187.
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S.Y. BANCORP, INC. AND SUBSIDIARY
Consolidated Balance Sheets
June 30, 2012 and December 31, 2011
(In thousands, except share data)

Assets
Cash and due from ban
Federal funds sol
Mortgage loans held for sa
Securities available for sale (amortized cost &3359 in 2012 and $343,059 in 20:
Federal Home Loan Bank sto
Other securitie:
Loans
Less allowance for loan loss
Net loans
Premises and equipment, |
Bank owned life insuranc
Accrued interest receivab
Other asset
Total asset
Liabilities and Stockholders’ Equity
Deposits:
Non-interest bearin
Interest bearini
Total deposit:
Securities sold under agreements to repurc
Federal funds purchas
Accrued interest payab
Other liabilities
Federal Home Loan Bank advan:
Subordinated debentur
Total liabilities
Stockholder' equity:
Preferred stock, no par value. Authorized 1,000 gltYes; no shares issued or outstan

Common stock, no par value. Authorized 20,000,0@0es; issued and outstanding 13,878,261 and

13,819,319 shares in 2012 and 2011, respect
Additional paic-in capital
Retained earning
Accumulated other comprehensive incc
Total stockholder equity

Total liabilities and stockholde’ equity
See accompanying notes to unaudited consolidateddial statements.

2

June 30, December 31
2012 2011
(Unaudited)

$ 34,78¢ $ 32,90:

35,53: 22,01¢

6,60¢ 4,381

333,14 352,18!

5,18( 4,94¢

1,00( 1,001

1,577,82 1,544,84!

31,77: 29,74

1,546,05. 1,515,10!

37,89! 36,61

27,66( 27,14

5,721 5,964

50,04+ 50,84+

$ 2,083,621 $ 2,053,09

$ 341,12t $ 313,58

1,323,16 1,304,15:

1,664,28! 1,617,73

50,70( 66,02¢

36,73¢ 37,27:

28C 232

43,99t 42,81(

60,42¢ 60,43.

30,90( 40,90(

1,887,32 1,865,41.

7,14¢ 6,95:

16,45: 14,59¢

166,81: 160,67:

5,88¢ 5,462

196,30: 187,68t

$ 2,083,621 $ 2,053,09
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S.Y. BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Income
For the three and six months ended June 30, 204 2@l
(In thousands, except per share data)

For three months endec

For six months endec

June 30, June 30,
2012 2011 2012 2011
Interest income
Loans $ 19,47 $ 19,87 $ 39,35! $ 39,47t
Federal funds sol 62 49 134 95
Mortgage loans held for sg 56 34 11¢ 97
Securities— taxable 1,45 1,26( 2,93( 2,49;
Securities tax-exempt 31¢ 34¢& 63¢ 695
Total interest incom 21,363 21,56¢ 43,17¢ 42,85¢
Interest expenst
Deposits 1,881 2,65¢ 3,92i 5,32t
Fed funds purchase 8 10 16 23
Securities sold under agreements to repurc 43 64 92 131
Federal Home Loan Bank advani 364 364 727 72t
Subordinated debentur 772 863 1,56¢ 1,72¢
Total interest expens 3,06¢ 3,95¢ 6,33( 7,92¢
Net interest incom 18,29t 17,61: 36,84¢ 34,92¢
Provision for loan losse 2,47¢ 2,60( 6,55( 5,40(
Net interest income after provision for loan los 15,82( 15,01 30,29 29,52¢
Nor-interest income
Investment management and trust serv 3,67( 3,661 7,16( 7,19¢
Service charges on deposit accol 2,12¢ 2,03¢ 4,18( 3,95¢
Bankcard transaction reven 1,015 96( 1,982 1,83i
Gains on sales of mortgage loans held for 86¢€ 441 1,60t 82<
Brokerage commissions and fe 652 53C 1,19: 1,04:
Bank owned life insurance incor 26C 25¢E 517 504
Other 70C 271 1,89¢ 794
Total nor-interest incom 9,29( 8,152 18,53 16,15"
Nor-interest expense
Salaries and employee bene 9,42¢ 8,64¢ 18,47¢ 17,04¢
Net occupancy expen: 1,46¢ 1,357 2,83 2,581
Data processing expen 1,522 1,34¢ 2,83¢ 2,48:
Furniture and equipment exper 32¢€ 337 61€ 692
FDIC insurance expen: 34¢€ 33¢ 697 96(
Other 3,42¢ 2,69¢ 5,78¢ 5,782
Total nor-interest expense 16,50¢ 14,72¢ 31,24+ 29,55:
Income before income tax 8,60z 8,43¢ 17,58¢ 16,13:
Income tax expens 2,49¢ 2,441 4,981 4,64
Net income 6,10: 5,99 12,60¢ 11,48¢
Net income per shar
Basic $ 044 $ 04: $ 091 $ 0.8¢
Diluted $ 044 $ 04: $ 091 $ 0.8<
Average common share
Basic 13,87« 13,78¢ 13,85¢ 13,76¢
Diluted 13,94: 13,87¢ 13,91¢ 13,85’

See accompanying notes to unaudited consolidataddial statements.
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S.Y. BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Comprehensive Income
For the three and six months ended June 30, 204 2@l
(In thousands)

Three months endec

Six months endec

June 30, June 30,
2012 2011 2012 2011
Net income $ 6,10 $ 5,997 12,608 $ 11,48¢
Other comprehensive income, net of 1
Unrealized gains on securities available for <
Unrealized gains arising during the period (netafof $249,

$775, $231 and $849, respective 462 1,44( 427 1,57

Comprehensive incorr $ 6,565 $ 7,430 13,03 $ 13,06¢

See accompanying notes to unaudited consolidataddial statements.
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S.Y. BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows
For the six months ended June 30, 2012 and 2011
(In thousands)

2012 2011
Operating activities
Net income $ 12,60f $ 11,48¢
Adjustments to reconcile net income to net caskigeal by operating activitie:
Provision for loan losse 6,55( 5,40(
Depreciation, amortization and accretion, 2,417 1,917
Deferred income tax bene (1,057 (63%)
Gain on sales of mortgage loans held for (1,605 (823
Origination of mortgage loans held for s (95,707) (42,957
Proceeds from sale of mortgage loans held for 95,08( 51,724
Bank owned life insurance incor (517) (5049)
(Increase) decrease in value of private investriard (637) 10z
Proceeds from liquidation of private investmentdi 2,84¢ —
Loss on the disposal of equipm:e 43 382
Loss on the sale of other real est 20¢ 32
Stock compensation exper 74C 564
Excess tax benefits from sh-based compensation arrangeme (30 (77
(Increase) decrease in accrued interest receizanl®ther asse (1,279) 951
Increase (decrease) in accrued interest payablethed liabilities 1,26: (8,864
Net cash provided by operating activit 20,93! 18,70
Investing activities
Purchases of securities available for ¢ (214,345 (132,819
Proceeds from sale of securities available for — —
Proceeds from maturities of securities availabiestde 233,17: 121,84(
Proceeds from maturities of securities held to mitgt! — 20
Net increase in loar (39,179 (41,509
Purchases of premises and equipn (2,920 (4,750
Proceeds from disposal of premises and equip — 7
Proceeds from sale of foreclosed as 2,211 5,29¢
Net cash used in investing activiti (21,05¢) (51,919
Financing activities
Net increase in deposi 46,55( 38,90:
Net (decrease) increase in securities sold undeeatwents to repurchase and federal funds
purchase( (15,8679 2,27:
Net decrease in other st-term borrowings (75%)
Repayments of Federal Home Loan Bank adva (5) (5)
Repayments of subordinated debenti (20,000 —
Issuance of common stock for options and dividesigvestment pla 28¢ 381
Excess tax benefits from sh-based compensation arrangems 30 77
Common stock repurchas (202 (167)
Cash dividends pai (5,277) (4,956)
Net cash provided by financing activiti 15,527 35,75
Net increase in cash and cash equival 15,40: 2,54:
Cash and cash equivalents at beginning of p¢ 54,92( 41,65¢
Cash and cash equivalents at end of pe $ 7032: $ 44,19¢
Supplemental cash flow informatic
Income tax paymen $ 520 $ 98t
Cash paid for intere: 6,282 8,05z
Supplemental nc-cash activity:
Transfers from loans to other real estate ow $ 167C $ 7,59¢

See accompanying notes to unaudited consolidateddial statements.
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S.Y. BANCORP, INC. AND SUBSIDIARY
Consolidated Statement of Changes in Stockholdeysity
For the six months ended June 30, 2012
(In thousands, except per share data)

Accumulated

Common stock other
Number of Additional Retained comprehensive
shares Amount paid-in capital earnings income Total

Balance December 31, 20 13,81¢ % 6,95: $ 1459¢ $ 160,67. $ 5,462 187,68t
Net income — — — 12,60: — 12,60t
Other comprehensive income, net of — — — — 427 427
Stock compensation exper — — 74C — — 74C
Stock issued for stock options exerci:

and dividend reinvestment pl: 15 50 267 — — 317
Stock issued for non- vested restricte

stock 56 18t 1,07t (2,260 — —
Cash dividends, $0.38 per sh — — — (5,27)) — (5,27))
Shares repurchased or cance (12) (39) (229) 66 — (202)
Balance June 30' 20: 13,87E $ 7,14S $ 16,45; $ 166,81: $ 5,882 196,30:

See accompanying notes to unaudited consolidataddial statements.

6




Table of Contents

(1)

S.Y. BANCORP, INC. AND SUBSIDIARY
Summary of Significant Accounting Policies

The accompanying consolidated financial statemiesée been prepared in accordance with the instreto Form 10-Q and do not
include all information and footnotes required bysUgenerally accepted accounting principles (USABRAfor complete financial
statements. The consolidated financial statenwrsY. Bancorp, Inc. (“Bancorp”) and its subsigiaeflect all adjustments
(consisting only of adjustments of a normal reagnature) which are, in the opinion of managemestessary for a fair presentation
of financial condition and results of operationstfte interim periods.

The consolidated financial statements include twants of S.Y. Bancorp, Inc. and its wholly-owrsedbsidiary, Stock Yards Bank &
Trust Company (“Bank”). S.Y. Bancorp Capital Trilss a Delaware statutory trust that is a whallywned unconsolidated finance
subsidiary of S.Y. Bancorp, Inc. Significant intemepany transactions and accounts have been elidimatonsolidation.

A description of other significant accounting p@gis presented in the notes to the ConsolidaiteahEial Statements for the year
ended December 31, 2011 included in S.Y. Bancoip;d Annual Report on Form 10-K. Certain reclfisations have been made in
the prior year financial statements to conformuoent year classifications.

Interim results for the three and six month periedded June 30, 2012 are not necessarily indicafitlee results for the entire year.
Critical Accounting Policies

Management has identified the accounting policgtesl to the allowance and provision for loan logsesritical to the understanding
Bancorps results of operations and discussed this comriugith the Audit Committee of the Board of Directo Since the applicatic
of this policy requires significant management agstions and estimates, it could result in materidifferent amounts to be reportet
conditions or underlying circumstances were to geanAssumptions include many factors such as awsimgborrowers’ financial
condition which can change quickly or historicaddaatios related to certain loan portfolios whitdly or may not be indicative of
future losses. To the extent that managementisgssons prove incorrect, the results from operatioould be materially affected by
a higher or lower provision for loan losses. Theaainting policy related to the allowance for ldasses is applicable to the
commercial banking segment of Bancorp.

Additionally, management has identified the accmgnpolicy related to accounting for income taxe<atical to the understanding of
Bancorp’s results of operations and discussecdctimislusion with the Audit Committee of the Boarddfectors. The objectives of
accounting for income taxes are to recognize theusunof taxes payable or refundable for the curyear and deferred tax liabilities
and assets for the future tax consequences ofstleatthave been recognized in an entity’s findrst&ements or tax returns.
Judgment is required in assessing the future tazamuences of events that have been recognizeahicoBo’s financial statements or
tax returns. Fluctuations in the actual outcomthese future tax consequences, including the sffefgberiodic IRS and state agency
examinations, could materially impact Bancorp’safinial position and its results from operations.

7
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()

Securities

The amortized cost, unrealized gains and losselsfaanvalue of securities available for sale fallo

June 30, 201z Amortized Unrealized

Securities available for sale cost Gains Losses Fair value
(in thousands)

U.S. Treasury and other U.S. government obligat $ 45,000 $ — $ — $ 45,00(
Government sponsored enterprise obligat 74,56 2,711 — 77,27
Mortgage-backed securitie 135,17¢ 4,11¢ 17 139,27¢
Obligations of states and political subdivisic 67,62( 2,957 16 70,56
Trust preferred securities of financial institutix 1,00( 34 — 1,03¢
Total securities available for sz $ 32335 § 9.81i §$ 33 $ 33314
December 31, 2011 Amortized Unrealized

Securities available for sale cost Gains Losses Fair value
(in thousands)

U.S. Treasury and other U.S. government obligat $ 115,00 $ — $ — $ 115,00:
Government sponsored enterprise obligat 43,34¢ 2,831 — 46,18¢
Mortgage¢-backed securitie 116,95« 3,56¢ 23 120,49!
Obligations of states and political subdivisic 66,75¢ 2,77¢ 33 69,50
Trust preferred securities of financial instituti 1,00(¢ 2 — 1,002
Total securities available for sz $ 34305 $ 918: $ 56 $ 352,18

The investment portfolio includes a significantdewef obligations of states and political subdieiss. The issuers of these bonds are
generally school districts or essential-servicelipukorks projects. The issuers are concentraid€eintucky, with a small percentage

in Indiana and Ohio. Each of these securities hasirzg of A or better by a recognized bond ratiggncy.

In addition to the available for sale portfolioy@stment securities held by Bancorp include cedaturities which are not readily
marketable, and are carried at cost. This cateigatydes holdings of Federal Home Loan Bank of @inati (FHLB) stock which are
required for borrowing availability and are clagsifas restricted securities. Other securitiesisbn§a Community Reinvestment Act

(CRA) investment which matures in 2014, and isyfgbllateralized with a government agency secuwoftgimilar duration.

8
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A summary of the available for sale investment sées by maturity groupings as of June 30, 201&hiswn below. Actual maturities
may differ from contractual maturities because siaeers have the right to call or prepay obligatioThe investment portfolio
includes agency mortgage-backed securities, whielyaaranteed by agencies such as the FHLMC, FNdMA,GNMA. These
securities differ from traditional debt securitgmarily in that they may have uncertain principayment dates and are priced based
on estimated prepayment rates on the underlyingtechl. Bancorp does not have exposure to subpriigenated mortgage-backed or
collateralized debt obligation instruments.

Securities available for sale Amortized cost Fair value
(in thousands)

Due within 1 yea $ 85,877 $ 86,04:
Due after 1 but within 5 yea 68,14: 70,54¢
Due after 5 but within 10 yea 33,15¢ 36,24:
Due after 10 yeat 1,00 1,03¢
Mortgage-backed securitie 135,17¢ 139,27t
Total securities available for sz $ 32335¢ $ 333,14¢

Securities with unrealized losses at June 30, 20tDecember 31, 2011, not recognized in incomasfellows:

Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) value losses value losses value losses
June 30, 2012
Mortgage-backed securitie $ 523¢ % 17 % — — 523¢  $ 17
Obligations of states and political
subdivisions — — 1,01 16 1,013 16
Total temporarily impaired securiti $ 523¢ $ 17 $ 1,01: $ 16 $ 6,241 $ 33
December 31, 201
Mortgage-backed securitie $ 512 $ 23 % — $ — 5,122 23
Obligations of states and political
subdivisions 2,644 17 1,021 16 3,66¢ 33
Total temporarily impaired securiti $ 7,766 $ 40 $ 1,021 $ 16 $ 8,781 $ 56

Unrealized losses on Bancorp’s investment secsiittfolio have not been recognized in income bsedhe securities are of high
credit quality, and the decline in fair valuesdsgely due to changes in the prevailing interegt eavironment since the purchase date.
The fair value is expected to recover as the seesiieach their maturity date and/or the interas environment returns to conditions
similar to when the securities were purchased.s@&lievestments consist of two and five separatesitnvent positions as of June 30,
2012 and December 31, 2011, respectively. Becaasmgement does not intend to sell the investmantkit is not likely that
Bancorp will be required to sell the investmentiobe
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recovery of their amortized cost bases, which nagttmaturity, Bancorp does not consider thesersiesuto be other-than-

temporarily impaired at June 30, 2012.
3) Loans

The composition of loans by primary loan classtima follows:

(in thousands)

June 30, 201z

December 31, 201

Commercial and industri
Construction and developme
Real estate mortga(
Consume

Total loans

The following table presents the balance in theneed investment in loans and allowance for loaséds by portfolio segment and

based on impairment method as of June 30, 201Dandmber 31, 2011.

$ 417,11: $ 393,72¢
139,32¢ 147,63

985,64 966,66!

35,73¢ 36,81«

$ 1,577,820 $ 1,544,84!

Type of loan

June 30, 201z Commercial Construction Real estate
(in thousands) and industrial and development mortgage Consumer Total
Loans
Balance $ 417,11 $ 139,32 $ 985,64 $ 35,73¢ $ 1,577,821
Balance: loans with an allowance recorr  $ 11,51¢ $ 13,237 $ 10,69 $ — $ 35,44¢
Balance: loans with no related allowance

recordec 405,59t $ 126,09 $ 974,95, $ 35,73¢ $ 1,542,37:

Commercial Construction Real estate
and industrial and development mortgage Consumer Unallocated Total

Allowance for loan losse
Beginning balance December 31, 2( $ 7,36¢ % 354¢ $ 11,18: $ 54C $ 7,112 % 29,74¢

Provision 3,47¢ 36¢ 3,91: (327) (880) 6,55(

Chargeoffs (3,500 (123 (1,121 (36¢) — (5,117)

Recoverie: 5 — 134 451 — 59C
Ending balance June 30, 20 $ 734 $ 3,79: $ 14,10¢  $ 29€ $ 6,23: $ 31,77:
Balance: allowance for loans with related

allowance recorde 1,75¢ $ 359 § 527 $ — $ 5,88-
Balance: allowance for loans with no .

related allowance record: $ 558t $ 195 8 13,581 $ 29€ $ 6,23: $ 25,891

10
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Type of loan

December 31, 201. Commercial Construction Real estate
(in thousands) and industrial and development mortgage Consumer Total
Loans
Balance $ 393,72¢ $ 147,63 $ 966,66! $ 36,81« $ 1,544,84!
Balance: loans with an allowance

recordec $ 545¢ $ 2,41€ $ 14,17C $ 94 $ 22,13¢
Balance: loans with no related

a”owance recorde $ 388,27( $ 145,22 $ 952,495 $ 36,72( w

Commercial Construction Real estate
and industrial and development mortgage Consumer Unallocated Total

Allowance for loan losses
Beginning balance December 31, 2( $ 2,79¢ 3% 2,280 $ 12,27 $ 62 $ 757: % 25,54

Provision 5,47¢ 2,85¢ 4,592 13z (45¢) 12,60(

Charge-offs (1,015 (1,599 (5,840 (673) — (9,121

Recoverie: 10¢ — 15¢ 457 — 723
Ending balance December 31, 2( $ 7,36¢ $ 354t $ 11,18: $ 54C $ 7,111 $ 29,745
Balance: allowance for loans with )

related allowance record: $ 954 $ 10 $ 1597 $ — $ 2,561
Balance: allowance for loans with no .

related allowance recordi $ 6,41( $ 3,536 $ 9,SBE $ 54C $ 7,11\: $ 27,18‘

Bancorp did not have any loans acquired with detatéd credit quality at June 30, 2012 or Decer3tief011.

Management uses the following portfolio segmenteaifs when assessing and monitoring the risk anfdpnance of the loan
portfolio:

. Commercial and industrial

e  Construction and development
. Real estate mortgage

. Consumer

11
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The following table presents loans individually kxaded for impairment as of June 30, 2012 and Déesrdl, 2011.

Unpaid Average

June 30, 201z Recorded principal Related recorded
(in thousands) investment balance allowance investment
Loans with no related allowance recort

Commercial and industrii $ 7,714 7,714 5,41(C

Construction and developme 117 117 1,58:

Real estate mortga¢ 5,38¢ 5,38¢ 6,17¢

Consumel — — 32
Subtotal 13,21 13,21 13,20:
Loans with an allowance record

Commercial and industrii 3,80z 3,80z 1,75¢ 4,32t

Construction and developme 13,12( 13,12( 3,597 5,00¢

Real estate mortga( 5,311 7,561 527 6,217

Consumel — — — —
Subtotal 22,23 24,48: 5,88 15,55
Total

Commercial and industrii $ 11,51¢ 11,51¢ 1,75¢ 9,73¢

Construction and developme 13,231 13,231 3,591 6,592

Real estate mortga¢ 10,69¢ 12,94¢ 527 12,39t

Consumel — — — 32
Total $ 35,44¢ 37,69¢ 5,88z 28,75¢

12
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Unpaid Average

December 31, 2011 Recorded principal Related recorded
(in thousands) investment balance allowance investment
Loans with no related allowance recor

Commercial and industrii $ 694 $ 92C 951

Construction and developme 2,31¢ 2,31¢ 1,97¢

Real estate mortga¢ 6,45: 6,45: 6,358

Consume| 94 94 83
Subtotal 9,557 9,78: 9,36¢
Loans with an allowance record

Commercial and industri 4,76¢ 6,41°F 954 2,44

Construction and developme 10C 10C 10 20

Real estate mortga¢ 7,71 11,96: 1,597 7,24¢

Consume — — — 10
Subtotal 12,58 18,47 2,561 9,72¢
Total

Commercial and industri $ 545¢ $ 7,33t % 954 3,39¢

Construction and developme 2,41¢ 2,41¢ 10 1,99¢

Real estate mortgag 14,17( 18,41t 1,597 13,60:

Consume 94 94 — 93
Total $ 22,13¢ $ 28,26( $ 2,561 19,09:

Differences between the recorded investment ama@amghe unpaid principal balance amounts are apartial charge-offs which

have occurred over the life of the loans.

Impaired loans include non-accrual loans and |l@aesunted for as troubled debt restructuring (TRR)ch continue to accrue
interest. Non-performing loans include the balamicinpaired loans plus any loans over 90 days gastand still accruing interest.
Loans past due more than 90 days or more and@stitbing interest amounted to $112,000 at Jun2@I®, and $1,160,000 at

December 31, 2011.

The following table presents the recorded investrirenon-accrual loans as of June 30, 2012 and iDbee 31, 2011.

(in thousands)

June 30, 2012

December 31, 201.

Commercial and industrii
Construction and developme
Real estate mortgag
Consume

Total

13

$ 4,47¢ 2,66¢
13,231 2,41¢

10,19: 13,56:

— 94

$ 27,901 18,73;
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On June 30, 2012 and 2011, Bancorp had $7.5 miélr@h$250,000 of loans classified as TDR, respelgtivThe following table
presents the recorded investment in loans modifieticlassified as TDR during the six months endee B0, 2012.

Pre-modification Post-modification

Number of outstanding recorded outstanding recorded
(dollars in thousands) contracts investment investment
Commercial & industria 3 3% 578¢ $ 5,78¢
Real estate mortga¢ 2 503 508
el 5 $ 6,291 $ 6,291

Bancorp did not modify and classify any loans asTduring the six months ended June 30, 2011.

The following table presents the recorded investrirelnans accounted for as TDR that have defawgedf June 30, 2012.

June 30, 201- Number of

(dollars in thousands) Contracts Recorded investment

Commercial & industria 3 % 1,58t

Real estate mortga¢ 1 361
4 3 1,94¢

Total

The loans in the table above are all related tobmmeower and have a related allowance allocatfag¥83,000, which management
estimates to be the total loss exposure to thiditcr@rior to 2012, Bancorp had not experienceshtoaccounted for as TDR that have
subsequently defaulted. At June 30, 2012, loaoswuatted for as TDR included modifications from ar& terms due to bankruptcy
proceedings and modifications of amortization psidue to customer financial difficulties. Somanrs accounted for as TDR
included temporary suspension of principal paymestulting in payment of interest only. There hasn no forgiveness of principal
for loans accounted for as TDR. Loans accounted$drDR, which have not defaulted, are individpalNaluated for impairment and,
at June 30, 2012, had a total allowance allocatfd800,000, compared to $1,167,000 at Decembe2(Bi1.

14
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The following table presents the aging of the rdedrinvestment in past due loans as of June 3@ &0d December 31, 2011.

Greater
than
90 days Recorded
past due investment >
June 30, 2012 30-59 days 60-89 days (includes Total Total 90 days and
(in thousands) past due past due non-accrual) past due Current loans accruing
Commercial and industri $ 48: $ 311 % 447¢  $ 527 $ 411,84( $ 417,11 $ —
Construction and developme 412 86 13,23 13,73¢ 125,59: 139,32¢ —
Real estate mortga 6,02¢ 2,62¢ 10,28¢ 18,93¢ 966,71. 985,64° 92
Consume 41 4 20 65 35,674 35,73¢ 20
Total $ 6,96z $ 3,027 $ 28,01¢ $ 38,006 $ 153981 $ 1577820 $ 112
December 31, 201.
Commercial and industrii $ 98¢ $ 16z $ 2,665 $ 3,81t $ 389,91 $ 393,72¢ $ —
Construction and developme 86 — 2,41¢ 2,50z 145,13! 147,63 —
Real estate mortga¢ 8,52( 957 14,72 24,19¢ 942,46t 966,66 1,16(
Consume 33€ — 94 43C 36,38¢ 36,81 —
Total $ 9,931 $ 1,11¢ $ 19,897 $ 30,947 $ 151389 $ 154484 $ 1,16(

Bancorp categorizes loans into credit risk categgobiased on relevant information about the akifityorrowers to service their debt
such as: current financial information, historipayment experience, credit documentation, pubfizrimation and current economic
trends. Pass-rated loans included all risk-ratadd other than those classified as special mergidrstandard, and doubtful, which are

defined below:

e Special Mention: Loans classified as special noenliave a potential weakness that deserves manatsitiese attention.
These potential weaknesses may result in deteidaraf repayment prospects for the loan or of th@lBs credit position at
some future date.

* Substandard: Loans classified as substandardadeduately protected by the current net worthpayihg capacity of the

obligor or of collateral pledged, if any. Loansdassified have a well-defined weakness or weaawthat jeopardize

repayment of the debt. They are characterizedégistinct possibility that the Bank will sustaome loss if the deficiencies
are not corrected.

e Substandard non-performing: Loans classified Astamdard-non-performing have all the charactessif substandard loans
and have been placed on non-accrual status ortdesreaccounted for as troubled debt restructurings.

« Doubtful: Loans classified as doubtful have a#l theaknesses inherent in those classified as swlasth with the added
characteristic that the weaknesses make colleotisepayment in full, on the basis of currentlystixig facts, conditions and

values, highly questionable and improbable.
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As of June 30, 2012 and December 31, 2011, thecatdgories of loans were as follows:

Credit risk profile by internally assigned grade
(in thousands)

Construction
Commercial and Real estate
and industrial development mortgage Consumer Total
June 30, 201:
Grade
Pass $ 391,33. $ 119,57¢ $ 933,24« $ 3571( $ 1,479,86.
Special mentiot 6,88( 6,51¢ 24,22: 9 37,627
Substandar 7,38t — 17,39: — 24,77¢
Substandard n«-performing 11,51¢ 13,231 10,781 20 35,56(
Doubtful — — — — —
Total $ 417,11 $ 139,32¢ $ 985,64 $ 35,73¢ $ 1,577,82
December 31, 201,
Grade
Pass $ 356,09 $ 132,84t $ 896,21 $ 36,70¢ $ 1,421,86:
Special mentiot 15,15« 6,007 33,81¢ 11 54,99(
Substandar 17,02¢ 6,36¢ 21,30( — 44,69«
Substandard n¢-performing 5,45¢ 2,41¢ 15,33( 94 23,29¢
Doubtful — — — — —
Total $ 393,72¢ $ 14763 $ 966,66! $ 36,81« $ 1,544,84!

4) Federal Home Loan Bank Advances

The Bank had outstanding borrowings of $60.4 milléd June 30, 2012, via six separate advancesfiieaadvances totaling $60.0
million, all of which are non-callable, interestypaents are due monthly, with principal due at maturFor the sixth advance of
$426,000, principal and interest payments are doetiny based on a 15 year amortization schedule€201.0, Bancorp restructured ¢
extended terms on two advances with FHLB resuitingwer interest cost over the remaining termhafse advances. Prepayment
penalties totaling $1.3 million were incurred. decordance with US GAAP, prepayment penalties #stsacwith the modification of
advances are to be amortized over the life of tve advances, and are recorded as interest expesga#ing in effective interest rates
greater than the contractual rate paid to FHLB.
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The following is a summary of the contractual miies and average effective rates:

June 30, 2012 December 31, 2011
(in thousands) Advance Rate Advance Rate
2013 $ 20,00( 1.55%% 20,00( 1.55%
2014 20,00( 2.4%% 20,00( 2.4%%
2015 20,00( 3.32% 20,00( 3.34%
2024 42¢€ 2.4(% 431 2.4(%
$ 60,42¢ 2.4%% 60,43 2.44%

Advances from the FHLB are collateralized by certaammercial and residential real estate mortgaged under a blanket mortgage
collateral agreement and FHLB stock. The Bank vithesborrowings as an effective alternative to bigtost time deposits to fund
loan growth. At June 30, 2012, the amount of axdé credit from the FHLB totaled $94.8 million.

(5) Goodwill and Intangible Assets

US GAAP requires that goodwill and intangible asseth indefinite useful lives not be amortizedt mstead be tested for impairment
at least annually. Annual evaluations have redutieno charges for impairment. Bancorp currehg goodwill from the acquisition
of a bank in southern Indiana in the amount of $882. This goodwill is assigned to the commeroaiking segment of Bancorp.

Mortgage servicing rights (MSRs) are amortizedriopprtion to and over the period of estimated eetising income, considering
appropriate prepayment assumptions. MSRs are atealwuarterly for impairment by comparing the yiag value to the fair value.
The estimated fair values of MSRs at June 30, 20ttPDecember 31, 2011 were $2,737,000 and $2,292€€pectively. The total
outstanding principal balances of loans servicedfoers were $319,308,000 and $287,579,000 at3n2012, and December 31,
2011 respectively.

Changes in the net carrying amount of MSRs foistkenonths ended June 30, 2012 and 2011 are shothe following table.

(in thousands) 2012 2011

Balance at beginning of perit $ 1,63C $ 1,78t
Originations 49¢ 224
Amortization (360) (34€)
Balance at June ¢ $ 1768 % 1,66¢

(6) Defined Benefit Retirement Plan

The Bank sponsors an unfunded, non-qualified, @dftmenefit retirement plan for four key officens@tcurrent, and two retired), and
has no plans to increase the number of participaBémefits vest ratably based on 20 years of servirhe actuarially determined
pension costs are expensed and accrued over thieesperiod, and benefits are paid from the Baak'sets. The net periodic benefits
costs, which include interest cost and amortizatibnet losses, totaled $36,000 and $31,000, ®thiree months ended June
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(7)

(8)

30, 2012 and 2011, respectively. For the six moetided June 30, 2012 and 2011, the net period&fibeosts totaled $71,000 and
$62,000, respectively.

Commitments and Contingent Liabilities

As of June 30, 2012, Bancorp had various commitmeutstanding that arose in the normal course sifless, including standby
letters of credit and commitments to extend craditich are properly not reflected in the consokdifinancial statements. In
management’s opinion, commitments to extend c@dpB45.3 million including standby letters of citeaf $14.0 million represent
normal banking transactions, and no significanséssare anticipated to result from these commitsnenbf June 30, 2012.
Commitments to extend credit were $332.2 milliow|uding standby letters of credit of $13.3 milli@s of December 31, 2011.
Bancorp’s maximum exposure to credit loss in thenéwf nonperformance by the other party to thesensitments is represented by
the contractual amount of these instruments. Bgneses the same credit and collateral policiesaéking commitments and
conditional guarantees as for on-balance sheetimsnts. Commitments to extend credit are agreesnieriend to a customer as long
as there is no violation of any condition estatdsim the contract. Commitments generally havedfieepiration dates or other
termination clauses. Commitments to extend credinaainly made up of commercial lines of credinstouction and home equity
credit lines. Since some of the commitments areebgul to expire without being drawn upon, the totehmitment amounts do not
necessarily represent future cash requirement@prevaluates each customer’s creditworthiness case by case basis. The amount
of collateral obtained is based on managementditaegaluation of the customer. Collateral heldiesibut may include accounts
receivable, inventory, equipment, and real estate.

Standby letters of credit and financial guarantegden are conditional commitments issued by Bapdo guarantee the performance
of a customer to a third party. Those guaranteep@amarily issued to support private contractuehiagements. Standby letters of
credit generally have maturities of one to two gear

To provide service to commercial accounts, Bangampodically provides customers with swap contractd letters of credits with
other financial institutions. Accordingly, Bancdnps entered into agreements to guarantee perfomudrseveral customers’ contracts
with other financial institutions. Bancorp will malpayments under these agreements if a customaultiedn its obligations to the
other financial institutions. The terms of the agnents range from 1 to 12 months. The maximum piatdnture payment guaranteed
by Bancorp cannot be readily estimated becausedigpendent upon the fair value of the contractiseatime of default. If an event of
default on all contracts had occurred at June B022Bancorp would have been required to make patsya# approximately
$2,239,000. No payments have ever been requiradesult of default on these contracts. These agrats are normally collateralized
— generally with real properties, equipment, ineeigts and receivables — by the customer, whichtéiBancorp’s credit risk
associated with the agreements.

Also, as of June 30, 2012, there were pending lecfadns and proceedings in which claims for dareage asserted. Management,
after discussion with legal counsel, believes tiienate result of these legal actions and proceglimill not have a material adverse
effect on the consolidated financial position @ulés of operations of Bancorp.

Preferred Stock

Bancorp has a class of preferred stock (no pareyal®00,000 shares authorized), the relative sigireferences and other terms of
which or any series within the class will be detiered by the Board of Directors prior to any issu@anthis preferred stock was
established in connection with a shareholders’
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(9)

rights plan adopted in 2003 and would be issued tipe occurrence of certain triggering events. éNofithis stock had been issued to
date.

Stock-Based Compensation

The fair value of all new and modified awards geginnet of estimated forfeitures, is recognizedamspensation expense over the
respective service period. Forfeiture estimateshased on historical experience.

Bancorp currently has one stock-based compensaliéon Initially, in the 2005 Stock Incentive Pldihere were 735,000 shares of
common stock reserved for issuance of stock basedda. In 2010, shareholders approved a proposahend the 2005 Stock
Incentive Plan to reserve an additional 700,000eshaf common stock for issuance under the plasmofAlune 30, 2012, there were
558,730 shares available for future awards.

Bancorp’s 1995 Stock Incentive Plan expired in 20@&vever, options granted under this plan expérlate as 2015. Options and
stock appreciation rights (SARs) granted genefalye been subject to a vesting schedule of 20%eg@et Restricted shares generally
vest over three to five years. All awards undmhiplans have been granted at an exercise prica emthe market value of common
stock at the time of grant; options and SARs exigreyears after the grant date unless forfeitedtdemployment termination.

Bancorp has recognized stock-based compensati@nsapwithin salaries and employee benefits ictmsolidated statements of
income, as follows:

For three months endec For six months endec
June 30, June 30,
2012 2011 2012 2011
Stock-based compensation expense bef
income taxe: $ 391,00 $ 316,000 $ 740,000 $ 564,00(
Less: deferred tax bene (137,000 (110,00() (259,00() (197,000
Reduction of net incom $ 254,000 $ 206,000 $ 481,00 $ 367,00(

Bancorp expects to record an additional $791,000axk-based compensation expense in 2012 foryegrants outstanding as of
June 30, 2012. As of June 30, 2012, Bancorp h&6$300 of unrecognized stock-based compensatjpense that will be recorded
as compensation expense over the next five yeawasis vest. Bancorp received cash of $264,08(6369,000 from the exercise
options during the six months of 2012 and 2011peesvely.

The fair value of Bancorp’s stock options and SAdQRastimated at the date of grant using the Blaakefs option pricing model, a
leading formula for calculating the value of stagkions and SARs. This model requires the inpudijective assumptions, changes
to which can materially affect the fair value estten  The fair value of restricted shares is deitexthby Bancorp’s closing stock price
on the date of grant.
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The following assumptions were used in SAR/optialuations at the grant date in each year:

2012 2011
Dividend yield 2.52% 2.4&%
Expected volatility 22.0¢ 22.6¢
Risk free interest rai 1.44 2.9C
Forfeitures 4.2C 6.07
Expected life of options and SARs (in yez 7.6 7.5

The expected life of options and SARs is basedatuehexperience of past like-term options. Altstanding options have a 10-year
contractual term. Bancorp evaluated historicat@se and post-vesting termination behavior wheerda@ning the expected life for
options granted during 2012 and 2011.

The dividend yield and expected volatility are lshea historical information corresponding to th@ested life of options and SARs
granted. The expected volatility is the volatildfthe underlying shares for the expected terma aronthly basis. The risk free inter
rate is the implied yield currently available on&J).Treasury issues with a remaining term equtidcexpected life of the options.

A summary of stock option and SARs activity anditedl information for the six months ended June28@p follows. The number of
options and SARs and aggregate intrinsic valuestated in thousands.

(in thousands, except price and years)

Weighted
Weighted Weighted average
average Aggregate average remaining
Options Exercise price exercise intrinsic fair contractual
and SARs per share price value (1) value life (years)
At December 31, 201
Vested and exercisak 681 $ 18.6:-26.8: $ 229 $ 16C $ 5.1¢ 3.8¢
Unvestec 232 21.0%-26.8: 22.8( = 5.22 7.7%
Total outstanding 913 18.62-26.8: 22.9( 16C 5.1¢ 4.87
Granted 98 22.8¢ 22.8¢ 107 3.9:
Exercisec (14 18.6- 18.6- 60 3.7¢
Forfeited (7 20.71-26.8: 23.7¢ 5 5.4C
At June 30, 201,
Vested and exercisak 741 18.62-26.8: 23.0i 1,031 5.22 3.7¢
Unvestec 24¢ 21.0:-26.8: 22.6: 332 4.67 8.4C
Total outstanding 99C 18.6:-26.8¢ 229: $ 1,36° 5.0¢ 4.9t

Vested during yee 80 21.0%-26.8¢ 234 $ 91 5.3¢

(1) Intrinsic value for stock options is definesitae amount by which the current market pricénefunderlying stock exceeds the
exercise price.
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In the first quarter of 2012, Bancorp granted 99,82Rs at the current market price of $22.86 aBthak-Scholes fair value of $3.93.
In the first quarter of 2012, Bancorp granted 56,8Bares of restricted common stock at the weigitedage current market price of
$22.65. In the first quarter of 2012 and 2011, &mp awarded performance-based restricted stodk (REUs) with fair values of
$20.57 and $21.99, respectively to executive officé the Bank, the three-year performance pewodvhich began January 1 of the
award year. Bancorp believes the most likely vgstihall RSUs will be 39,525 shares of common stothere were no additional
awards or grants in the second quarter of 2012 stbick options have been granted since 2007.

(10) NetIncome Per Share

The following table reflects, for the three and simnths ended June 30, 2012 and 2011, net incdrea(tmerator) and average shares
outstanding (the denominator) for the basic anatelil net income per share computations:

Three months endec Six months endec
June 30 June 30

(In thousands, except per share date 2012 2011 2012 2011
Net income, basic and dilutt $ 6,10: $ 5997 $ 12,60¢ $ 11,48¢
Average shares outstandi 13,87¢ 13,78¢ 13,85¢ 13,76¢
Effect of dilutive securitie 67 90 57 89
Average shares outstanding including

dilutive securities 13,94. 13,87¢ 13,91¢ 13,85
Net income per share, ba $ 044 $ 04: $ 091 $ 0.8t
Net income per share, dilut $ 044 $ 04: $ 091 $ 0.8°

(11) Segments

The Bank’s, and thus Bancorp’s, principal actigtieclude commercial banking and investment managéand trust. Commercial
banking provides a full range of loan and depasitipcts to individual consumers and businessesnn@&rcial banking also includes
the Bank’s mortgage origination and securities brafge activity. Investment management and trustipes wealth management
services including investment management, trustegtate administration, and retirement plan sesvice

The financial information for each business segmeihtcts that which is specifically identifiable allocated based on an internal
allocation method. Income taxes have been allodatéiie investment management and trust segmeatllmasthe marginal tax rate;
reconciling items to the effective tax rate haverbellocated to the commercial banking segment.pfaeision for loan losses has b
allocated to the commercial banking segment. Thasurement of the performance of the business segiisebased on the
management structure of the Bank and is not neglssamparable with similar information for anyhar financial institution. The
information presented is also not necessarily milie of the segments’ operations if they were jpeshelent entities. Principally, all of
the net assets of Bancorp are involved in the comiaebanking segment.
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Selected financial information by business segrfarthe three and six month periods ended Jun@@IR and 2011 follows:.

Investment
Commercial management
(in thousands) banking and trust Total
Three months ended June 30, 201
Net interest incom $ 18,25¢ $ 36 $ 18,29¢
Provision for loan losse 2,47¢ — 2,47¢
Investment management and trust serv — 3,67( 3,67(
All other nor-interest incomt 5,61( 10 5,62(
Non-interest expens 14,29¢ 2,214 16,50¢
Income before income tax 7,10C 1,50z 8,60z
Tax expensi 1,97 52€ 2,49¢
Net income $ 5127 $ 97¢ $ 6,10¢
Three months ended June 30, 201
Net interest incom $ 17,58. $ 30 $ 17,61:
Provision for loan losse 2,60( — 2,60(
Investment management and trust serv — 3,661 3,661
All other nor-interest incomt 4,491 — 4,491
Non-interest expens 12,66 2,05¢ 14,72¢
Income before income tax 6,80~ 1,63¢ 8,43¢
Tax expensi 1,86¢ 572 2,441
Net income $ 493¢ $ 1,061 $ 5,997
Investment
Commercial management
(in thousands) banking and trust Total
Six months ended June 30, 201
Net interest incom $ 36,76¢ $ 76 $ 36,84t
Provision for loan losse 6,55( — 6,55(
Investment management and trust serv — 7,16( 7,16(
All other nor-interest incomt 11,34( 35 11,37¢
Non-interest expens 27,04¢ 4,19¢ 31,24
Income before income tax 14,51: 3,07t 17,58¢
Tax expensi 3,90¢4 1,077 4,981
Net income $ 10,607 $ 1,99¢ $ 12,60¢
Six months ended June 30, 201
Net interest incom $ 34,86: $ 63 $ 34,92¢
Provision for loan losse 5,40( — 5,40(
Investment management and trust serv — 7,19¢ 7,19¢
All other nor-interest incomt 8,95¢ — 8,95¢
Non-interest expens 25,69¢ 3,85¢ 29,55:
Income before income tax 12,72« 3,407 16,13:
Tax expensi 3,45( 1,19¢ 4,647
Net income $ 9,274/ $ 2214 $ 11,48¢
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(12) Income Taxes

US GAAP provides guidance on financial statemeodgaition and measurement of tax positions takeexpected to be taken, in tax
returns. As of June 30, 2012 and December 31,,28&1gross amount of unrecognized tax benefits$486,000 and $101,000,
respectively. If recognized, the tax benefits wlondduce tax expense and accordingly, increasec@ne. The amount of
unrecognized tax benefits may increase or decigadbe future for various reasons including addangounts for current tax year
positions, expiration of open income tax returns tlustatutes of limitation, changes in managensgatigment about the level of
uncertainty, status of examination, litigation degislative activity and the addition or eliminatiof uncertain tax positions.

Bancorp’s policy is to report interest and penaltieany, related to unrecognized tax benefitm@ome tax expense. As of June 30,
2012 and December 31, 2011, the amount accrugtdgrotential payment of interest and penalties $8800 and $7,000,
respectively.

(13) Fair Value Measurements

Bancorp follows the provisions of the authoritatgugdance for fair value measurements. This guidas definitional and disclosure
oriented and addresses how companies should appnoeasuring fair value when required by US GAAPe ghidance prescribes
various disclosures about financial statement caiteg and amounts which are measured at fair védlaach disclosures are not
already specified elsewhere in US GAAP.

The authoritative guidance defines fair value asgtice that would be received to sell an asspaat to transfer a liability in an
orderly transaction between participants at thesmesment date. The guidance also establishesaxdtig to group assets and
liabilities carried at fair value in three leveladed upon the markets in which the assets antitiedbirade and the reliability of
assumptions used to determine fair value. Thesddeavre:

e Levell Valuation is based upon gdqigces for identical instruments traded in activarkets.

e Level2 Valuation is based upon gdgigces for similar instruments in active markejsoted prices for identical or
similar instruments in markets that are not actare] model-based valuation techniques for whickighificant assumptions are
observable in the market.

e Level3 Valuation is generated froradelbased techniques that use significant assumptioinsbservable in the mark
These unobservable assumptions would reflect iatestimates of assumptions that market particgoaotuld use in pricing the
asset or liability. Valuation techniques could irde pricing models, discounted cash flows and atimilar techniques.

Bancorp’s policy is to maximize the use of obsel@abputs and minimize the use of unobservabletgmpufair value measurements.
Where there exists limited or no observable madkéd, Bancorp uses its own estimates generallyidenisg characteristics of the
asset/liability, the current economic and compagittnvironment and other factors. For this reasesylts cannot be determined with
precision and may not be realized on an actual@alamediate settlement of the asset or liability.

Bancorp’s investment securities available for sald interest rate swaps are recorded at fair vaiuerecurring basis. Other accounts
including mortgage loans held for sale, mortgageisiag rights, impaired loans and other real estatned may be recorded at fair
value on a non-recurring basis, generally in thaieation of lower of cost or market adjustmentswite-downs of specific assets.
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The portfolio of investment securities available $ale is comprised of U.S. Treasury and otherddx&rnment obligations, debt
securities of U.S. government-sponsored corporstioortgage-backed securities, obligations of statepolitical subdivisions, and
trust preferred securities of other banks. Trusfgsred securities are priced using quoted pr¢édentical securities in an active
market. These measurements are classified as lLamehe hierarchy above. All other securities priced using standard industry
models or matrices with various assumptions suchedd curves, volatility, prepayment speeds, ditfeates, time value, credit rating
and market prices for the instruments. These asonspare generally observable in the market pacbcan be derived from or
supported by observable data. These measurementtaasified as Level 2 in the hierarchy above.

Interest rate swaps are valued using primarily Leviaputs. Fair value measurements are obtair@d &in outside pricing service.
Prices obtained are generally based on dealer sjumachmark forward yield curves, and other relevhservable market data. For
purposes of potential valuation adjustments tovdérie positions, Bancorp evaluates the credit ofsiks counterparties as well as its
own credit risk. To date, Bancorp has not realiaey losses due to a counterparty’s inability tdgren and the change in value of
derivative assets and liabilities attributable tedit risk was not significant during 2012.

Below are the carrying values of assets measurfiratalue on a recurring basis.

Fair value at June 30, 2012
(in thousands) Total Level 1 Level 2 Level 3

Assets

Investment securities available for sal

U.S. Treasury and other U.S. government

obligations $ 45,000 $ — $ 45,000 $ —
Government sponsored enterprise obligat 77,27 — 77,272 —
Mortgagebacked securitie 139,27t — 139,27t —
Obligations of states and political subdivisic 70,56 — 70,56 —
Trust preferred securities of financial

institutions 1,034 1,03¢ — —
Total investment securities available for sal 333,141 1,034 332,10¢ —
Interest rate swaps 447 = 447 —
Total assets $ 333,59( $ 1,032 $ 332,55¢ $ —
Liabilities
Interest rate swaps $ 447 $ — $ 447 $ —
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Fair value at December 31, 201
(in thousands) Total Level 1 Level 2 Level 3

Assets
Investment securities available for sal

U.S. Treasury and other U.S. government

obligations $ 115,00: $ — $ 115,00. $ —
Government sponsored enterprise obligat 46,18¢ — 46,18¢ —
Mortgage-backed securitie 120,49! — 120,49! —
Obligations of states and political subdivisic 69,50 — 69,50! —
Trust preferred securities of financial

institutions 1,002 1,002 — —
Total investment securities available for sal 352,18! 1,002 351,18 —
Interest rate swaps 44z — 442 —
Total assets $ 352,62 % 1,00z $ 351,62 $ —
Liabilities
Interest rate swaps $ 44z $ — 3 44z % —

Bancorp did not have any financial instrumentssifaesd within Level 3 of the valuation hierarchy fassets and liabilities measured at
fair value on a recurring basis at June 30, 201Remrember 31, 2011.

Mortgage loans held for sale are recorded at tivel@f cost or market value. The portfolio is coieed of residential real estate loans
and fair value is based on specific prices of ulytteg contracts for sales to investors. These messents are classified as Level 2.
Because the fair value of the loans held for sateeded their carrying value, they are not incluidegither table below for June 30,
2012 or December 31, 2011.

MSRs are recorded at fair value upon capitalizatawa amortized to correspond with estimated sinyimcome, and are periodically
assessed for impairment based on fair value aethating date. Fair value is based on a valuatiodel that calculates the present
value of estimated net servicing income. The maumrporates assumptions that market participaotdavwuse in estimating future r
servicing income. These measurements are classifie¢gvel 3. At June 30, 2012 and December 311 #fdre was no valuation
allowance for the mortgage servicing rights, asfélirevalue exceeded the cost. Accordingly, theRd@re not included in either table
below for June 30, 2012 or December 31, 2011.
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Other real estate owned, which is carried at tisetaof cost or fair value, is periodically asses&dmpairment based on fair value at
the reporting date. Fair value is determined feotternal appraisals using judgments and estimdtesternal professionals. Many of
these inputs are not observable and, accordingbget measurements are classified as Level 3. n&t 30, 2012 and December 31,
2011, the carrying value of other real estate owmasl $7,041,000 and $7,773,000, respectively. 1Qd# estate owned is not
included in either table below, as the fair valfi¢he properties exceeded their carrying valuaiae B0, 2012 and December 31, 2011.

For impaired loans in the table below, the faitueais calculated as the carrying value of only $oaith a specific valuation allowance,
less the specific allowance. As of June 30, 2€dt2) impaired loans with a valuation allowance ev$22.2 million, and the specific
allowance totaled $5.9 million, resulting in a fa&lue of $16.4 million, compared to total impaitedns with a valuation allowance of
$12.6 million, and the specific allowance allocattotaling $2.6 million, resulting in a fair valoé $10.0 million at December 31,
2011. The losses represent the change in thefispgfdwances for the period indicated.

Below are the carrying values of assets measurfadratalue on a non-recurring basis.

Losses for 6 montt

Fair value at June 30, 2012 period ended
(in thousands) Total Level 1 Level 2 Level 3 June 30, 2012
Impaired loan: $ 16,35. $ — $ — $ 16,35. $ (3,990
Losses for 6 montt
Fair value at December 31, 2011 period ended
(in thousands) Total Level 1 Level 2 Level 3 June 30, 2011
Impaired loan: $ 10,02: $ — $ — 3 10,02: $ (469)

In the case of the securities portfolio, Bancormitars the valuation technique utilized by pricigencies to ascertain when transfers
between levels have occurred. The nature of tmairéng assets and liabilities is such that trerssieand out of any level are
expected to be rare. For the three months endedl3y 2012, there were no transfers between Léyé&sor 3.
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Fair Value of Financial Instruments

The estimated fair values of financial instrumearts as follows:

Carrying

(in thousands) amount Fair value Level 1 Level 2 Level 3
June 30, 201:
Financial assets
Cash and shc-term investment $ 70,32: $ 70,32: $ 70,32: — —
Mortgage loans held for sz 6,60¢ 6,834 — 6,83¢ —
Securities 333,14 333,14 1,00z 332,14: —
Federal Home Loan Bank stock and other

securities 6,18( 6,18( — 6,18( —
Loans, ne 1,546,05: 1,587,99: — — 1,587,99:
Accrued interest receivab 5,721 5,721 5,72 — —
Interest rate swa 447 447 — 447 —
Financial liabilities
Deposits $ 166428 $ 1,670,89 $ — 1,670,89! —
Shor-term borrowings 87,43¢ 87,43¢ — 87,43¢ —
Long-term borrowings 91,32¢ 90,46¢ — 90,46¢ —
Accrued interest payab 28C 28C 28C — —
Interest rate swa 447 447 — 447 —
Off balance sheet financial instruments
Commitments to extend cret $ 331,23 % — 3 — — —
Standby letters of crec 14,02 (210) — — (210
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Carrying

(in thousands) amount Fair value Level 1 Level 2 Level 3
December 31, 2011
Financial assets
Cash and shc-term investment $ 5492( $ 5492( $ 5492( $ — 3 —
Mortgage loans held for sg 4,381 4,59/ — 4,592 —
Securities 352,18! 352,18! 1,00z 351,18: —
Federal Home Loan Bank stock and other

securities 5,94¢ 5,94¢ — 5,94¢ —
Loans, ne 1,515,10! 1,549,47. — — 1,549,47.
Accrued interest receivab 5,96¢ 5,96¢ 5,96¢ — —
Interest rate swa 442 447 — 442 —
Financial liabilities
Deposits $ 1617,73 $ 1,626,171 $ — $ 1,626,171 $ —
Shor-term borrowings 103,29¢ 103,29¢ — 103,29¢ —
Long-term borrowings 101,33: 100,49: — 100,49: —
Accrued interest payab 232 232 232 — —
Interest rate swa 447 442 — 447 —
Off balance sheet financial instruments
Commitments to extend cre« $ 318,900 $ — 3 — 3 — $ —
Standby letters of crec 13,28¢ (199 — — (199

Management used the following methods and assungptmestimate the fair value of each class offird instrument for which it is
practicable to estimate the value.

Cash, Short-term investments, Accrued interest redeable/payable and Short-term borrowings
For these short-term instruments, the carrying armisua reasonable estimate of fair value.
Securities

For securities, fair value equals quoted marketepiii available. If a quoted market price is neditable, fair value is estimated using
quoted market prices for similar securities or deglotes.

Federal Home Loan Bank stock and other securities
For these securities without readily available maralues, the carrying amount is a reasonablmatiof fair value.
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Mortgage loans held for sale

The fair value of mortgage loans held for saleetetmined by market quotes for each loan basedamtlype, term, rate, size and the
borrower’s credit score.

Loans, net

US GAAP prescribes the exit price concept for eating fair value of loans. Because there is fajiad market (exit price) for
trading the predominant types of loans in Bancoppfolio, the fair value of loans is estimateddigcounting future cash flows using
current rates at which similar loans would be madeorrowers with similar credit ratings and foe t,tame remaining maturities (e.g.
entrance price).

Interest rate swaps

Fair value measurements are obtained from an @upsiding service. Prices obtained are generalbgban dealer quotes, benchmark
forward yield curves, and other relevant observatdeket data.

Deposits

The fair value of demand deposits, savings accoant$ certain money market deposits is the amoaylge on demand at the
reporting date. The fair value of fixed-rate céctifes of deposits is estimated by discountinguhg&e cash flows using the rates
currently offered for deposits of similar remainimgturities.

Long-term borrowings

The fair value of long-term borrowings is estimabgddiscounting the future cash flows using estewaif the current market rate for
instruments with similar terms and remaining maiesi

Commitments to extend credit and standby letters ofredit

The fair values of commitments to extend creditestimated using fees currently charged to entersimilar agreements and the
creditworthiness of the customers. The fair valofestandby letters of credit are based on feesatlyr charged for similar agreements
or the estimated cost to terminate them or otheragstle the obligations with the counterpartiethatreporting date.

Limitations

The fair value estimates are made at a specifigtpoitime based on relevant market information eufidrmation about the financial
instruments. Because no market exists for a sigamifi portion of Bancorp’s financial instrumentsy felue estimates are based on
judgments regarding future expected loss experjenureent economic conditions, risk characteristitgarious financial instruments,
and other factors. These estimates are subjectimature and involve uncertainties and mattersgofificant judgment and therefore
cannot be determined with precision. Therefore ctideulated fair value estimates in many instaweesot be substantiated by
comparison to independent markets and, in manyscasay not be realizable in a current sale oftiserument. Changes in
assumptions could significantly affect the estiraate
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(15) Regulatory Matters

Bancorp and the Bank are subject to various cagtplirements prescribed by banking regulationsaaimdinistered by federal banki
agencies. Under these requirements, Bancorp arBiathie must meet minimum amounts and percentagégeof and total capital, as
defined, to risk weighted assets and Tier | capitalverage assets. Risk weighted assets are diederivy applying certain risk
weightings prescribed by the regulations to varicategories of assets and off-balance sheet conemisnCapital and risk weighted
assets may be further subject to qualitative judgsby regulators as to components, risk weighaimgj other factors. Failure to meet
the capital requirements can result in certain ratorgl, and possibly discretionary, corrective awiprescribed by the regulations or
determined to be necessary by the regulators, witald materially affect the consolidated finangtdtements. Bancorp and the Bank
met all capital requirements to which they wergacitas of June 30, 2012.

The following table sets forth Bancorp’s and theBa risk based capital amounts and ratios as ¢ B0, 2012 and December 31,

2011.

Minimum for well
June 30, 201: Actual Minimum for adequate capitalized
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio

Total risk-based capital (1

Consolidatec $ 241,08 142% $ 135,82 8.0(% NA NA
Bank 214,88 12.7% 135,35 8.0(% $ 169,19 10.0(%
Tier | risk-based capital (1
Consolidatec $ 219,73 129% $ 67,92 4.0(% NA NA
Bank 193,59¢ 11.4% 67,69 40% $ 101,53t 6.0(%
Leverage (2
Consolidatec $ 219,73 10.82% $ 60,92 3.0(% NA NA
ek 193,59t 9.56% 60,75: 3.00% $ 101,25 5.00%
Minimum for well
December 31, 201. Actual Minimum for adequate capitalized
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio

Total risk-based capital (1

Consolidatec $ 242,36 14.69% $ 132,53( 8.0(% NA NA

Bank 210,61« 12.7% 131,94 8.0(% $ 164,92 10.0(%
Tier | risk-based capital (1

Consolidatec $ 211,54 12.7% $ 66,26 4.0(% NA NA

Bank 179,89( 10.91% 65,95¢ 40(% $ 98,93: 6.0(%
Leverage (2

Consolidatec $ 211,54 10.5% $ 60,26¢ 3.0(% NA NA

Bank 179,89( 8.99% 60,03( 3.00% $ 100,05( 5.0(%

(1) Ratio is computed in relation to risk-weighted asse
(2) Ratio is computed in relation to average assets.
NA — Not applicable. Regulatory framework does define well capitalized for holding companies.

30




Table of Contents

Iltem 2. Managemet# Discussion and Analysis of Financial Conditiod &®sults of Operations

This item discusses the results of operations fgr Bancorp, Inc. (“Bancorp” or “Company”), and gabsidiary, Stock Yards Bank & Trust
Company (“Bank”) for the three and six months endede 30, 2012 and compares these periods withatine periods of the previous year.
Unless otherwise indicated, all references indissussion to the Bank include Bancorp. In addijttbe discussion describes the significant
changes in the financial condition of Bancorp dmelBank that have occurred during the first six theof 2012 compared to the year ended
December 31, 2011. This discussion should be readnjunction with the consolidated financial sta¢mits and accompanying notes
presented in Part 1, Item 1 of this report.

This report contains forward-looking statementsarrttie Private Securities Litigation Reform Acttthrevolve risks and uncertainties.
Although Bancorp believes the assumptions undeglitie forward-looking statements contained heresr@asonable, any of these
assumptions could be inaccurate. Factors that amude actual results to differ from results disedsn forward-looking statements include,
but are not limited to the following: economic cdiahs both generally and more specifically in tharkets in which Bancorp and the Bank
operate; competition for Bancorp’s customers fraheoproviders of financial services; governmegtdition and regulation which change
from time to time and over which Bancorp has notenchanges in interest rates; material unforesgeanges in liquidity, results of
operations, or financial condition of Bancorp’s trunsers; and other risks detailed in Bancorp’s giiwith the Securities and Exchange
Commission, all of which are difficult to prediatdamany of which are beyond the control of Bancorp.

Overview of 2012 through June 30

Bancorp completed the first six months of 2012 wigth income of $12.61 million or 10% more than¢benparable period of 2011. The
increase is due to an improvement in net interesime and increasing non-interest income, partafset by increasing non-interest
expenses. Diluted earnings per share for thedixstnonths of 2012 were $0.91 compared to the dirsstnonths of 2011 at $0.83.

As is the case with most banks, the primary soaf@ancorp’s revenue is net interest income and feem various financial services
provided to customers. Net interest income igdifference between interest income earned on laamsstment securities and other interest
earning assets less interest expense on deposiirgs@and other interest bearing liabilities. Leafume and the interest rates earned on
those loans are critical to overall profitabili§imilarly deposit volume is crucial to funding I&and rates paid on deposits directly impact
profitability. Business volumes are influenceddwerall economic factors including market intemedges, business spending, consumer
confidence and competitive conditions within therkegplace.

Year-over-year total loans increased $39 milliol3%r. Declining interest rates on loans more thiésebthe positive effect of increased loan
volume over the past year. The average rate emmedsets decreased in the first six months o2 20inpared to the same period in 2011.
Deposit balances grew to support loan growth, metrést expense declined due to lower funding arstdeposits and borrowings. Rates
on assets decreased more than rates declinedbditidia, contributing to a lower net interest spdeand margin compared to the first six
months of 2011.

Bancorp’s magnitude of its investment managemetttarst revenue distinguishes it from other sinjlaized community banks, making
total non-interest income a continuing key conttdiodo earnings in the first six months of 2012cdme from investment management and
trust services, which constitutes an average of dbDf@ninterest income, was virtually unchanged in thstfiix months of 2012 comparec
the same period in 2011. Trust assets under mareadense to $1.85 billion at June 30, 2012, conp&rebl.74 billion at December 31,
2011. While fees are based on market values, Beaafasset allocation and diversification of asttses in customer accounts, they
typically do not fluctuate directly with the ovedratock market. Accounts typically contain botkefil income and equity assets, which
generally react inversely to each other.
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Nonrecurring fees such as estate, financial plapnisurance, and some retirement fees are nattaffdy the fluctuations in the marke
Non-recurring fees for the second quarter and fisshednths of 2012 are less than the same perio28, while recurring fees increased
3% for the second quarter, and 2% for the firstsonths of 2012, compared to the same periods1d.20

The mortgage division had a strong first half o120with a 95% increase in gains on the sales afgage loans compared with the first six
months of 2011. This included a 54% increase intgage loans relating to home purchase activita welcome sign that the housing mal
may be strengthening.

Bancorp experienced increases in most categoriesrefnterest income over the first six months@£2. Non-interest income as a
percentage of total revenues was 33% in the fixshenths of 2012, compared to 31% for the samogdef 2011.

Higher non-interest expense in 2012 was reflegtadast categories resulting largely from costs afkaet expansion and growth in support
functions.

Also impacting 2012 results, Bancorp’s provisionlfan losses increased to $6.6 million in thet fiig months compared to $5.4 million in
the same period of 2011, reflecting Bancorp’s ongadifforts to identify risk in its portfolio. Ovalt, management believes that the pace of
loan downgrades is slowing and some upgrades argrineg, but problem loan resolution challengel I&ti ahead. The provision for loan
losses is calculated after considering credit ¢yiédictors, and ultimately relies on an overalemmal analysis of the risk in the loan portfolio.
The provision results from an allowance methodoldgyen by risk ratings which reflect the ongoirgpromic stress on borrowers since
2008. Bancorp’s allowance for loan losses was%.01 total loans at June 30, 2012, compared wBB%. of total loans at December 31,
2011, and 1.79% at June 30, 2011.

For purposes of comparability and to provide addai insight into the strength of Bancorp’s openadi, it should be noted that 2012 earnings
included a first quarter gain on an investment domestic private investment fund, which contrildua@proximately $0.03 per diluted share
after tax to the Bancorp’s earnings (the fund’stdbation to earnings in the year-earlier periodsvess than $0.01 per diluted share).

Tangible common equity (TCE), a non-GAAP measw®, ineasure of a company’s capital which is usefevaluating the quality and
adequacy of capital. The ratio of tangible commauity to total tangible assets was 9.39% as of 3&012, compared to 9.11% at
December 31, 2011. See the Non-GAAP Financial Meassection for details on reconcilement to US GAAeasures.

The following sections provide more details on salg presented in this overview.
a) Results Of Operations

Net income of $6,103,000 for the three months erddm@ 30, 2012 increased $106,000, or 1.8%, fro@R$5000 for the comparable
2011 period. Basic net income per share was $0rdthe second quarter of 2012, compared to $dgk second quarter of 2011, a
2.3% increase. Netincome per share on a diluaststwas $0.44 for the second quarter of 2012, eoedpto $0.43 for the second
quarter of 2011, a 2.3% increase. Annualized netir average assets and annualized return on a&vstagkholders’ equity were
1.20% and 12.59%, respectively, for the secondtquaf 2012, compared to 1.24% and 13.62%, respdgfifor the same period in
2011.

Net income of $12,605,000 for the six months entlgwe 30, 2012 increased $1,117,000, or 9.7%, frbh¥88,000 for the compara
2011 period. Basic net income per share was $0rathe first six months of 2012, compared to $d@3the same period of 2011, a
9.6% increase. Net income per share on a dilus@slwas also $0.91 for the first six months of26dmpared to $0.83 for the same
period of
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2011. Annualized return on average assets andhfimed return on average stockholderguity were 1.25% and 13.14%, respectiv
for the first six months of 2011, compared to 1.248d 13.26%, respectively, for the same periodihl2

Net Interest Income

The following tables present the average balaneetstfor the three and six month periods ended 3002012 and 2011 along with
related calculation of tax-equivalent net inteiesbme, net interest margin and net interest spi@aithe related periods. See the notes
following the tables for further explanation.
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Average Balances and Interest Rates — Taxable Equlent Basis

Three months ended June 30

2012 2011
Average Average Average Average
(Dollars in thousands) Balances Interest Rate Balances Interest Rate
Earning assets:
Federal funds sol $ 84,957 $ 62 0.2¢% $ 68,12( $ 49 0.2%
Mortgage loans held for sa 5,71¢ 56 3.94% 2,75¢ 34 4.94%
Securities
Taxable 213,23! 1,39¢ 2.64% 157,20: 1,20z 3.07™%
Tax-exempt 52,15¢ 45€ 3.52% 50,89« 49¢ 3.92%
FHLB stock and other securiti 6,157 55 3.5%% 5,92¢ 57 3.86%
Loans, net of unearned incor 1,523,50: 19,70¢ 5.2(% 1,495,291 20,11¢ 5.4(%
Total earning assets 1,885,72 21,73¢ 4.64% 1,780,19. 21,96( 4.95%
Less allowance for loan loss 32,21« 27,86(
1,853,51: 1,752,33.
Non-earning asset:
Cash and due from ban 31,05¢ 25,90¢
Premises and equipme 38,15¢ 34,46
Accrued interest receivable and other as 115,19¢ 119,60¢
Total assets $  2,037,92. $ 1,932,301
Interest bearing liabilities:
Deposits:
Interest bearing demand depo: $ 318,52: 13C 0.1€% $ 285,90 $ 15€ 0.22%
Savings deposil 78,02¢ 16 0.0&% 71,16¢ 31 0.17%
Money market deposi 518,53« 464 0.36% 483,03¢ 69€ 0.58%
Time depositt 385,22¢ 1,271 1.3%% 420,16 1,76¢ 1.6%
Securities sold under agreements to repurc 57,93( 43 0.3(% 58,04« 64 0.44%
Fed funds purchased and other short term
borrowings 21,86: 8 0.15% 23,08: 10 0.17%
FHLB advance: 60,42¢ 364 2.42% 60,43¢ 364 2.4%2%
Long-term debt 30,90( 772 10.05% 40,90( 86< 8.4%
Total interest bearing liabilities 1,471,420 3,06¢ 0.84% 1,442,73. 3,95¢ 1.1%
Non-interest bearing liabilities:
Nor-interest bearing demand depo: 325,71 267,23¢
Accrued interest payable and other liabilit 45,83 45,76t
Total liabilities 1,842,97. 1,755,73:
Stockholders’ equity 194,94 176,57¢
Total liabilities and stockholders’
equity $ 2,037,92 $ 193231
Net interest income $ 18,66¢ $ 18,00t
Net interest spread 3.8(% 3.8t%
3.98% 4.06%

Net interest margin
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Six months ended June 3

2012 2011
Average Average Average Average
(Dollars in thousands) Balances Interest Rate Balances Interest Rate
Earning assets:
Federal funds sol $ 89,34 $ 134 0.3(% $ 65,42 95 0.2%
Mortgage loans held for sa 5,74 11¢ 4.1€% 3,98( 97 4.8%%
Securities
Taxable 206,37( 2,81t 2.7/% 159,05¢ 2,37¢ 3.01%
Tax-exempt 52,18¢ 914 3.52% 51,001 994 3.9%%
FHLB stock and other securiti 6,05:% 11& 3.82% 5,85( 114 3.9%
Loans, net of unearned incot 1,518,32: 39,82: 5.27% 1,484,18 39,96¢ 5.4%%
Total earning assets 1,878,02: 43,91¢ 4.7(% 1,769,50. 43,64: 4.97%
Less allowance for loan loss 31,39( 27,010
1,846,63: 1,742,48
Non-earning asset:
Cash and due from ban 30,56: 25,84:
Premises and equipme 37,81 33,62¢
Accrued interest receivable and other
asset: 114,97! 119,69:
Total assets $ 2,029,98 $ 1,921,65.
Interest bearing liabilities:
Deposits:
Interest bearing demand depo: $ 310,01 $ 27¢ 0.1&% $ 281,29: 30¢ 0.22%
Savings deposil 75,62¢ 32 0.0¢% 69,80¢ 64 0.1&%
Money market deposi 519,43! 92¢ 0.3¢% 481,02: 1,414 0.5%
Time deposit: 391,92: 2,681 1.3¢% 420,88« 3,563¢ 1.7(%
Securities sold under agreements to
repurchas: 60,33( 92 0.31% 55,91: 131 0.47%
Fed funds purchased and other short te
borrowings 20,447 16 0.1€% 24,66: 23 0.1%
FHLB advance: 60,42¢ 7217 2.42% 60,43¢ 72t 2.4%2%
Long-term debi 32,05¢ 1,56¢ 9.84% 40,90( 1,724 8.5(%
Total interest bearing liabilities 1,470,25! 6,33( 0.81% 1,434,921 7,92¢ 1.11%
Non-interest bearing liabilities:
Nor-interest bearing demand depo: 320,92: 265,38(
Accrued interest payable and other
liabilities 45,887 46,58¢
Total liabilities 1,837,06: 1,746,88
Stockholders’ equity 192,91t 174,76!
Total liabilities and
stockholders’ equity $  2,029,98 $  1,921,65
Net interest income $ 37,58¢ 35,71«
Net interest spread 3.85% 3.8€%
4.02% 4.07%

Net interest margin
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Notes to the average balance and interest ratestabl

« Netinterest income, the most significant comporéithe Bank’s earnings is total interest inconss lotal interest expense.
The level of net interest income is determinedhgyrix and volume of interest earning assets,éstdrearing deposits and
borrowed funds, and changes in interest rates.

* Netinterest spread is the difference betweenakatie equivalent rate earned on interest earrisgtsiless the rate expensed
on interest bearing liabilities.

« Net interest margin represents net interest income taxable equivalent basis as a percentagecofig® interest earning
assets. Net interest margin is affected by baghnterest rate spread and the level of non-intéreasring sources of funds,
primarily consisting of demand deposits and stottkirs’ equity.

* Interest income on a fully tax equivalent basidudes the additional amount of interest income Watld have been earned
if investments in certain tax-exempt interest aagrassets had been made in assets subject tolfedemyielding the same
aftertax income. Interest income on municipal secugitiad loans have been calculated on a fully takvabpnt basis using
federal income tax rate of 35%. The approximatestguivalent adjustments to interest income wegSE0 and $394,000,
respectively, for the three month periods ended By 2012 and 2011 and $744,000 and $788,00Gkatxsgly, for the six
month periods ended June 30, 2012 and 2011.

Fully taxable equivalent net interest income of $1@illion for the three months ended June 30, 26&&ased $662,000, or 3.7%,
from $18.0 million when compared to the same pelastiyear. Net interest spread and net interesgimavere 3.80% and 3.98%,
respectively, for the second quarter of 2012 aB88%. and 4.06%, respectively, for the second quaft2f11.

Fully taxable equivalent net interest income of $31illion for the six months ended June 30, 20i2eased $1.9 million, or 5.2%,
from $35.7 million when compared to the same pelastiyear. Net interest spread and net interesgimavere 3.83% and 4.02%,
respectively, for the first six months of 2012 &186% and 4.07%, respectively, for the first sixmins of 2011.

Approximately $600 million, or 38%, of the Banktzains are variable rate; most of these loans aexétito the prime rate and may
reprice as that rate changes. However, approxiyndte1 million, or 70% of variable rate loans, eaeached their contractual flool
4% or higher. Approximately $71 million or 12%\adriable rate loans have contractual floors beléw 4rhe remaining $108 million
or 18% of variable rate loans have no contractoalf The Bank intends to establish floors whengssible upon renewal of the
loans. The Bank’s variable rate loans are primadimprised of commercial lines of credit and esthte loans. At inception, most of
the Bank’s fixed rate loans are priced in relatiothe five year Treasury bond.

Average earning assets increased $108.5 millidh18, to $1.88 billion for the first six months 2012 compared to 2011, reflecting
growth in the loan portfolio and investment sedesit Average interest bearing liabilities increh$85.3 million, or 2.5%, to $1.47
billion for the first six months of 2012 compar@d2011 primarily due to increases in interest eademand and money market
deposits, partially offset by decreases in cegtfis of deposits and long term debt.
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Asset/Liability Management and Interest Rate Risk

Managing interest rate risk is fundamental forfthancial services industry. The primary objectdfénterest rate risk management is
to neutralize effects of interest rate changesainntome. Bank management evaluates interesseastivity while attempting to
optimize net interest income within the constrabftprudent capital adequacy, liquidity needs, reaidpportunities and customer
requirements.

Interest Rate Simulation Sensitivity Analysis

Bancorp uses an earnings simulation model to etgianad evaluate the impact of an immediate chamg#erest rates on earnings in a
one year forecast. The simulation model is desigoedflect the dynamics of interest earning assetsrest bearing liabilities and off-
balance sheet financial instruments. By estimatiegeffects of interest rate increases and desetisemodel can reveal approximate
interest rate risk exposure. The simulation mosleised by management to gauge approximate re$udts g specific change in inter
rates at a given point in time. The model is tfareea tool to indicate earnings trends in giveeriest rate scenarios and does not
indicate actual expected results. The June, 2bd@lation analysis, which shows very little intereste sensitivity, indicates that an
increase in interest rates of 100 to 200 basistp@muld have a negative effect on net intereginme, and a decrease of 100 basis
points in interest rates would also have a negatiyact. These estimates are summarized below.

Net interest
income change

Increase 200b (1.35%
Increase 100b (2.0¢)
Decrease 100k (0.59
Decrease 200k N/A

Loans indexed to the prime rate, with floors of déhigher, comprise approximately 27% of total Ipaisince the prime rate is
currently 3.25%, rates would have to increase rtttaa 75 bp before the rates on such loans will ridgis effect, captured in the
simulation analysis above, negatively impacts fifeceof rising rates. Analysis indicates ratessirincrease more than 300 bp to re
in a positive effect on net interest income.

The scenario of rates decreasing 200 bp is nobnedidy possible given current low rates for shertrt instruments and most deposits.

Undesignated derivative instruments described iteN8 are recognized on the consolidated balareet sit fair value, with changes
fair value, due to changes in prevailing interas¢s, recorded in other noninterest income. Becalusmtching terms of offsetting
contracts, in addition to collateral provisions @fhimitigate the impact of non-performance risk,ngjes in fair value subsequent to
initial recognition have a minimal effect on eaiggnand are therefore not included in the simutaginalysis results above.

Provision for Loan Losses

The provision for loan losses was $2.5 million $2d6 million for the second quarter of 2012 andRG#&spectively, and $6.6 million
and $5.4 million for the first six months of 201222011, respectively. The decline in the provisthe lowest in eight quarters, in
spite of an increase in non-performing loans, o&fl@ancorp’s ongoing efforts to identify risk ts portfolio early. Overall,
management believes that the pace of loan downgiiaddowing and some upgrades are occurring, taligm loan resolution
challenges still lie ahead. The provision for ldé@sses is calculated after considering creditigual
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factors, and ultimately relies on an overall intdranalysis of the risk in the loan portfolio. Tim@vision reflects an allowance
methodology that is driven by risk ratings. Bangcimtends to remain cautious in assessing the pateisk in the loan portfolio.
Accordingly, Bancorp expects the allowance for l&@sses to remain at a high level compared wittohissamounts until there are
clearer signs of a sustained economic recoveryraugmment in our customers’ financial conditionsaletion of certain problem
credits, and, thus, a reduction in overall creidk n the portfolio. Management utilizes loandjray procedures which result in
specific allowance allocations for the estimatdueient risk of loss. For all loans graded, butindividually reviewed, a general
allowance allocation is computed using factorsdagfty developed over time based on actual lossrexpee. The specific and general
allocations plus consideration of qualitative fasteepresent management’s best estimate of prolmses contained in the loan
portfolio at the evaluation date. Although the alimce for loan losses is comprised of specificgarntkral allocations the entire
allowance is available to absorb any credit los&essed on this detailed analysis of credit risenagement considers the allowance
loan losses adequate to cover probable losseimhierthe loan portfolio at June 30, 2012.

An analysis of the changes in the allowance fon lloases and selected ratios for the three anah@ith periods ended June 30, 2012
and 2011 follows:

Three months ended Jun 30 Six months ended June 3
(Dollars in thousands) 2012 2011 2012 2011
Balance at the beginning of the per $ 31,20¢ $ 26,95¢ $ 29,74t % 25,54
Provision for loan losse 2,47¢ 2,60( 6,55( 5,40(
Loan charg-offs, net of recoverie (1,909) (1,992 (4,527) (3,379
Balance at the end of the peri $ 3L,77. $ 27,56 $ 3,770 $ 27,56«
Average loans, net of unearned incc $ 1,544,841 $ 1,529,03! $ 1,549,300 $ 1,518,36!
Provision for loan losses to average loans 0.1% 0.17% 0.42% 0.3¢%
Net loan charc-offs to average loans ( 0.12% 0.13% 0.2% 0.22%
Allowance for loan losses to average lo 2.06% 1.8(% 2.05% 1.82%
Allowance for loan losses to per-end loans 2.01% 1.7% 2.01% 1.7%%

(1) Amounts not annualized

Loans are charged off when deemed uncollectibletgnidally after underlying collateral has beeruldated; however, collection
efforts may continue and future recoveries may nccu
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An analysis of net charge-offs by loan categorytiierthree and six month periods ended June 3@ a06d 2011 follows:

Three months Six months

(in thousands) ended June 3( ended June 3(
Net loan charge-offs (recoveries) 2012 2011 2012 2011
Commercial and industrii $ 1,22: $ 10z $ 3,49t $ 79€
Construction and developme 10C 627 12: 1,223
Real estate mortgar- commercial investmet 231 62C 41¢ 62C
Real estate mortga- owner occupied commerci (48) 124 (22) 124
Real estate mortga( 1-4 family residentia 44 282 131 30¢€
Home equity 27¢ 182 45¢ 19¢
Consume| 81 54 (83) 107

$ 1,90¢ $ 1,99 $ 452; $ 3,37¢

Total net loan charge-offs

The increase in net charge-offs in the commercidliadustrial category is largely due to one conuia¢iborrower, which was

restructured in 2011, and has subsequently dethulte

Non-interest Income and Expenses

The following table sets forth the major componeriteon-interest income and expenses for the thnekesix month periods ended

June 30, 2012 and 2011.

Three months
ended June 3(

Six months
ended June 3(

(In thousands) 2012 2011 2012 2011
Non-interest income
Investment management and trust serv $ 3,67C % 3,661 7,16(C $ 7,19¢
Service charges on deposit accol 2,12¢ 2,03¢ 4,18( 3,95¢
Bankcard transaction reven 1,017 96( 1,98: 1,83i
Gains on sales of mortgage loans held for 86¢€ 441 1,60t 823
Brokerage commissions and fe 652 53C 1,19: 1,04:
Bank owned life insurance incor 26C 25k 517 504
Other 70C 271 1,89¢ 794
Total nor-interest income $ 9,29C $ 8,152 18,53t $ 16,15;
Non-interest expense
Salaries and employee bene $ 9,42¢ $ 8,64¢ 18,47¢ $ 17,04¢
Net occupancy expen: 1,464 1,357 2,83: 2,581
Data processing expen 1,522 1,34¢ 2,83¢ 2,48:
Furniture and equipment exper 32¢€ 337 61¢ 692
FDIC insurance expen: 34¢€ 33¢ 697 96(
Other 3,424 2,69¢ 5,78: 5,782
$ 16,50¢ $ 14,72t 31,24 $ 29,55

Total nor-interest expense
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Total non-interest income increased $1,138,00Q4d0%, for the second quarter of 2012 and incre$2¢278,000, or 14.7% for the
first six months of 2012, compared to the sameoplerin 2011.

Investment management and trust services incomevintaally flat for the second quarter and six nmoperiods of 2012 compared to
the same periods in 2011. Non-recurring fees bip&xecutor, insurance, and some employee bepiafitrelated fees, are behind the
same periods in 2011. Recurring fees earned foragiag accounts, which are based on a percentagarbkt value, increased 3%
the second quarter, and 2% for the first six moottZ012, compared to the same periods in 201bnd\lwvith the effects of improving
broader investment market conditions, this areh®Bank continued to grow through attraction offeisiness and retention of
existing business, despite normal attrition. Tasstets under management at June 30, 2012 werel$lli@ compared to $1.81

billion at June 30, 2011.

Service charges on deposit accounts increased®81004.5%, in the second quarter of 2012, an@f#®, or 5.6%, for the first six
months of 2012, as compared to the same peric28lih. Service charge income is driven by transactdlume in deposit accounts,
which can fluctuate throughout the year.

Bankcard transaction revenue increased $57,00R9d#6, in the second quarter of 2012, and incre$$é8,000, or 7.9%, for the first
six months of 2012, as compared to the same peinc2i311 and primarily represents income the Bagtkves from customers’ use of
debit cards. Results in the first six months acf2@ompared favorably to the same period in 20ldaagcard transaction volume
continues to increase. Most of this revenue iratitange income based on rates set by servicedgrsvin a competitive market.
Beginning in October 2011, this rate was set byRibderal Reserve Board for banks with over $1@hilin assets. In July 2012, Visa,
MasterCard and credit card-issuing major bankseapte settle a long-running lawsuit alleging thelaiion of antitrust laws in setting
credit card interchange fees. The out-of-couttesaent, pending judicial approval, also includeabasis-point reduction in credit
card interchange rates for eight months which élideducted from the interchange revenue of akdaPreliminary estimates by the
American Bankers Association indicate this reductidll reduce our interchange income approxima&ély per month for an as yet
undetermined eight-month period. For Bancorp, wuslld be a reduction of approximately $130,000ankcard transaction revenue
for the eight month period.

The Bank’s mortgage banking division originatesdestial mortgage loans to be sold in the secondwsket. Interest rates on the
loans sold are locked with the borrower and inwegtmr to closing the loans, thus Bancorp beargterest rate risk related to these
loans. The division offers conventional, VA andA-Fhancing, for purchases and refinances, as agjprograms for low-income and
first time home buyers. Gains on sales of mortdages increased $425,000, or 96.4%, in the seqoader of 2012, and increased
$782,000, or 95.0%, for the first six months of 204s compared to the same periods in 2011. biteates on mortgage loans directly
impact the volume of business transacted by thegage banking division. Prevailing mortgage interates decreased during late
2011 and continued to drop into 2012, and as dtnefinance volume increased from 2011 to 20X2addition to the refinance
activity, Bancorp experienced a 54% increase inda&lating to purchase activity in the first sinmths of 2012.

Brokerage commissions and fees earned consist gigroéstock, bond and mutual fund sales as welaap fees on accounts. Wrap
fees are charges for investment programs that bundether a suite of services, such as brokeeatyésory, research, and
management, and based on a percentage of asselerd&je commissions and fees increased $122,023,@%, in the second quar
of 2012, and increased $150,000 or 14.4% for tis¢ $ix months of 2012, as compared to the sanmiecer 2011, corresponding to
higher overall brokerage volume. Bancorp deplty$®iokers primarily through its
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branch network, while larger managed accountsemgced in the investment management and trustrttepat.

Bank Owned Life Insurance (BOLI) income totaled $2®0 and $255,000 for the second quarter of 20822811, respectively, and
totaled $517,000 and $504,000 for the first six therof 2012 and 2011, respectively. BOLI represéme cash surrender value for
insurance policies on certain key employees whe lpegvided consent for the Bank to be the beneficdéa portion of such policies.
The related changes in cash surrender value amegule received under the policies, none of whiefe ln@curred to date, are recorded
as non-interest income. This income helps offsetcbst of employee benefits.

Other non-interest income increased $429,000, 8r3®5, in the second quarter of 2012 as compar#tetsame period in 2011,
primarily due to an increase of $106,000 in fedmted to mortgage lending, a $209,000 decreadeeindlue of the domestic private
investment fund recorded in the prior year, andrety of other factors, none of which are indivatly significant. Other non-interest
income increased $1,104,000, or 139.0%, in thedirsmonths of 2012 as compared to the same perigd11, primarily due to an
increase of $739,000 in income from the domesiiape investment fund, an increase of $231,00@as frelated to mortgage lending,
and a variety of other factors, none of which wiaddvidually significant. The value of Bancorptsviestment in the domestic private
investment fund increased by $637,000 in the $ibsmonths of 2012, compared to a decrease of 800Zpr the same period in 2011.
Management liquidated its investment in this fuffdaive March 31, 2012.

Total non-interest expenses increased $1,783,003.4%, for the second quarter of 2012 as comp@aréte same period in 2011 and
$1,692,000, or 5.7%, for the first six months o12@s compared to the same period in 2011. Balsceepond quarter efficiency ratio
was 59.05% compared with 52.32% in the first quart012 and 56.29% in the second quarter last yea

Salaries and employee benefits increased $77800®0%, for the second quarter of 2012, and $10680 or 8.4% for the first six
months of 2012, as compared to the same period81df, largely due to increased staffing levelsudiig senior staff with higher per
capita salaries in wealth management, lending aad &dministration functions. These additions supgrowth in all market areas.
To a lesser extent, normal increases in salar@ssipn, bonus and stock-based compensation expenséuted to the increase. At
June 30, 2012, the Bank had 482 full time equivaemployees compared to 466 at June 30, 2011.

Net occupancy expense increased $107,000, or T9¥e second quarter of 2012, and $246,000, @ 9rbthe first six months of
2012, as compared to the same periods of 201ENadge to increases in property taxes and defregciaxpense attributable to
market expansion and support operations.

Data processing expense increased $176,000, d¥li8.the second quarter of 2012, and $352,0004&% for the first six months of
2012, compared to the same periods of 2011 ladyeyto increased computer equipment depreciatidmaintenance costs related to
investments in new technology needed to improveptoe of delivery channels and internal resources.

Furniture and equipment expense decreased $11rB% for the second quarter of 2011, and $74,60Q0.7% for the first six
months of 2012, as compared to the same perio23lih. These fluctuations relate to a variety ofdes, none of which were
individually significant.

FDIC insurance expense increased $7,000, or 2.d8thé second quarter of 2012, and decreased $XB8/27.4% for the first six
months of 2012, as compared to the same perio28lih. The
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decrease is due to a change in the base on whédmstessment is calculated and lower assessmentkipted by the FDIC in the
second quarter of 2011.

Other non-interest expenses increased $726,000.8%@in the second quarter of 2012, and were urggthm the first six months of
2012, as compared to the same periods in 2011.inEhease for the second quarter was due larged2$0,000 write-down on
previously foreclosed properties in the secondtguaf 2012. In addition the Company experiencerddased OREO maintenance
costs, along with higher legal and professionad feevertising and mailing costs. This categosp atcludes MSR amortization,
printing and telecommunications, none of which hiadances which were individually significant.

Income Taxes

In the second quarter of 2012, Bancorp recordeohictax expense of $2,499,000, compared to $2,8@%c0 the same period in
2011. The effective rate for the three month mkvias 29.1% in 2012 and 28.9% in 2011. Bancorprdsd income tax expense of
$4,981,000 for the first six months of 2012, conaplatio $4,643,000 for the same period in 2011. &ffective rate for the six month
period was 28.3% in 2012 and 28.8% in 2011.

Commitments

Bancorp utilizes a variety of financial instrumeirtghe normal course of business to meet the igneeds of its customers. These
financial instruments include commitments to exteretlit and standby letters of credit. A discussibBancorp’s commitments is
included in Note 8.

Other commitments discussed in Bancorp’s AnnualoRegn Form 10-K for the year ended December 31128ave not materially
changed since that report was filed, relative talitative and quantitative disclosures of fixed aleterminable contractual obligations.

b) Financial Condition
Balance Sheet

Total assets increased $30.5 million, or 1.5%, f&053 billion on December 31, 2011 to $2.084dillon June 30, 2012. The most
significant contributor of the increase in asseds Woans, which increased $33.0 million in thet §ig months, and $46.1 million in the
second quarter. Investment securities decrease@ #iillion in the first six months of 2012 as aukt of maturing securities, while
federal funds sold increased $13.5 million.

Total liabilities increased $21.9 million, or 1.2%gm December 31, 2011 to $1.887 billion on JuBe2®12. The most significant
component of the increase was deposits, which @se $46.6 million or 2.9%. Securities sold uratgeement to repurchase
decreased $15.3 million, or 23.2%. Subordinatdzbdiires decreased $10.0 million to $30.9 millisiBancorp exercised its call
option and prepaid the subordinated debenturesutithenalty in the first quarter of 2012.
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Elements of Loan Portfolio

The following table sets forth the major classificas of the loan portfolio.

(in thousands)

Loans by type June 30, 201 December 31, 201
Commercial and industri $ 417,11: $ 393,72¢
Construction and developme 139,32¢ 147,63
Real estate mortgag
Commercial investmer 420,49¢ 399,65!
Owner occupied commerci 300,91 297,12:
1-4 family residentia 154,92° 154,56!
Home equity- first lien 37,90: 38,631
Home equity- junior lien 71,40¢ 76,687
Subtotal: Real estate mortgz 985,64" 966,66
Consume 35,73¢ 36,81+
Total loans $ 1,577,821 $ 1,544,84!

Bancorp enters into loan participation agreemeritts @orrespondent banks in the ordinary courseusfriess to diversify credit risk.
For certain participation loans, Bancorp has rethieffective control of the loans, typically bytreging the participating institutions
from pledging or selling their share of the loathwut permission from Bancorp. US GAAP requiressthloans to be recorded as
secured borrowings. These sold loans are inclid#te commercial and industrial and real estatetgage loan totals above, and a
corresponding liability is recorded in other liafids. At June 30, 2012 and December 31, 2011iata loans of this nature were $3
million and $30.3 million respectively.

Non-performing Loans and Assets

Information summarizing non-performing assets,udelg non-accrual loans follows:

(Dollars in thousands) June 30, 201: December 31, 201
Non-accrual loan: $ 27,907 $ 18,731
Troubled debt restructurir 7,541 3,402
Loans past due 90 days or more and still accruing 112 1,16(
Non-performing loan: 35,56( 23,29¢
Foreclosed real estate 7,041 7,77:
Non-performing assets $ 42,601 $ 31,07
Non-performing loans as a percentage of total Ic 2.25% 1.51%
Non-performing assets as a percentage of total a 2.04% 1.51%
Allowance for loan losses as a percentage of nofoipeing loans 89% 12€%
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The increase in non-accrual loans reflects thermkbgoarter migration to non-accrual status of glsinevelopment loan totaling $8.8
million, which has been classified for some time,aaccordingly, already had an allocation establishased on Bancorp’s allowance
methodology that approximated the specific alloveaaltocation. The increase in TDRs reflect a @rmimmercial credit that was
restructured in bankruptcy during the first quage2012 and, in accordance with US GAAP, is nowoanited for as a troubled debt
restructuring (TDR).

The following table sets forth the major classificas of non-accrual loans:

(in thousands)

Non-accrual loans by type June 30, 2017 December 31, 201

Commercial and industrii $ 4,47¢  $ 2,66t
Construction and developme 13,231 2,41¢
Real estate mortgar- commercial investmet 4,40¢ 5,39:
Real estate mortga- owner occupied commerci 3,851 4,681
Real estate mortga(- 1-4 family residentia 1,83: 3,34z
Home equity 10z 14¢€
Consume) — 94
Total loans $ 27,900 $ 18,735

Bancorp has seven borrowers, all in our primaryketamho account for $17.6 million or 63% of tot@n-accrual loans. Each of the
loans is secured predominantly by commercial adesdial real estate, and at June 30, 2012 theseavtatal specific allocation in the
allowance for loan losses totaling $3.5 milliorpresenting management’s estimate of credit losesxe after consideration of
collateral.

Effects of Declines in Real Estate Collateral Valise

Bancorp’s principal market, Louisville, has had owalues decline less than most markets nationaéderding to the Federal
Housing Finance Agency. However, continued dedhineollateral values, including commercial propest impacts Bancorp’s ability
to collect on certain real estate loans when bagrevare dependent on the values of the real esatesource of cash flow. As
borrowers experience difficulty, Bancorp evaludtesr cash flow as well as the collateral valueétermine prospects for collection.
On an individual basis, loans are evaluated fongha in risk ratings, thereby affecting the pramisand allowance for loan losses.
Home equity loans are typically underwritten witinsideration of the borrower’s overall financiaksigth as a primary payment
source, with some reliance on the value of theatadhl. Bancorp typically requires appraisalseai estate at application and evalu
the transaction upon renewal to determine if macketitions and other factors such as cash flowamtran updated valuation.
Additionally, Bancorp evaluates the collateral citind and value upon classification as an impaloath and upon foreclosure. Due to
the above factors, the effects of declines in estdte collateral value have been considered ialtbeance for loan losses.
Additionally, Bancorp evaluates the collateral citind and value upon classification as an impaloath and upon foreclosure. Due to
the above factors, the effects of declines in estdte collateral value have been considered ialtheance for loan losses.
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c) Liquidity

The role of liquidity management is to ensure fuadsavailable to meet depositors’ withdrawal aaddwers’credit demands while
the same time maximizing profitability. This is aceplished by balancing changes in demand for fuvitschanges in the supply of
those funds. Liquidity is provided by short-termuid assets that can be converted to cash, invaessaeurities available for sale,
various lines of credit available to Bancorp, dmel ability to attract funds from external sourqa®cipally deposits. Management
believes it has the ability to increase depositmngttime by offering rates slightly higher thae tharket rate.

Bancorp’s most liquid assets are comprised of eashdue from banks, available for sale marketahlestment securities and federal
funds sold. Federal funds sold totaled $35.5 amiltat June 30, 2012. These investments normallg bagrnight maturities and are
used for general daily liquidity purposes. The failue of the available for sale investment poitfetas $333.1 million at June 30,
2012, and included an unrealized net gain of $9lBom The portfolio includes maturities of appimately $85.9 million over the ne
twelve months, which, combined with federal fundkisoffer substantial resources to meet either loaw demand or reductions in
Bancorp’s deposit funding base. Bancorp pledgesgoar of its investment securities portfolio to wexpublic fund deposits, cash
balances of certain investment management andacgstunts, and securities sold under agreemengptwchase. At June 30, 2012,
total investment securities pledged for these pgep@omprised 32% of the available for sale investrportfolio, leaving $225.2
million of unpledged securities.

Bancorp has a large base of core customer depdsftsed as demand, savings, and money market tiegoesunts. At June 30, 2012,
such deposits totaled $1.283 billion and represeni®s of Bancorp’s total deposits. Because these aeposits are less volatile and
are often tied to other products of Bancorp throlagly lasting relationships they do not put heargspure on liquidity. However,
many of Bancorp’s overall deposit balances arehdslly high. When overall confidence in markenditions improves, management
believes corporate customers will deploy cash dirthusinesses, causing these balances to decpedisieg some strain on Bancorp’s
liquidity position. As of June 30, 2012, Bancogdtonly $7.8 million or 0.5% of total deposits hirokered deposits, which are mainly
comprised of Certificate of Deposit Account Registervice (CDARS) deposits, a program which all@ascorp to offer FDIC
insurance up to $50 million in deposits per custotheugh reciprocal agreements with other netwaakicipating banks.

With regard to credit available to Bancorp, the Bana member of the Federal Home Loan Bank of @mati (‘“FHLB”). As a
member, the Bank has access to credit productsedfiiLB. As of June 30, 2012, the Bank’s additidrarowing capacity with the
FHLB was approximately $94.8 million. Additionallthe Bank had available federal funds purchasess livith correspondent banks
totaling $54.8 million.

Bancorp’s principal source of cash revenues idévis paid to it as the sole shareholder of th&Ba&wh June 30, 2012, the Bank may
pay up to $65.4 million in dividends to Bancorphuitit regulatory approval subject to the ongoingtahpequirements of the Bank.

d) Capital Resources

At June 30, 2012, stockholders’ equity totaled $329%6illion, an increase of $8.6 million since Dedem31, 2011. See the
Consolidated Statement of Changes in Stockhold&yaity for further detail of the changes in equigyce the end of 2011.
Accumulated other comprehensive income which, fandrp, consists of net unrealized gains and lagsagcurities available for s
and a minimum pension liability adjustment, netaes, totaled $5.9 million at June 30, 2012 an8 #§llion at December 31, 2011.
The
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change since year end is a reflection of maturitigisin the investment portfolio and the effectabfange in interest rates on the
valuation of the Bank’s portfolio of securities dahble for sale. The unrealized pension liabilgyadjusted annually by reference to
updated actuarial data.

Bank holding companies and their subsidiary bam&sequired by regulators to meet risk based dagtiimdards. These standards, or
ratios, measure the relationship of capital torahioation of balance sheet and off-balance shsks.riThe values of both balance
sheet and offalance sheet items are adjusted to reflect criclg. To be categorized as well capitalized, thalBmust maintain a to
risk-based capital ratio of at least 10%; a Tieatio of at least 6%; and a leverage ratio of asi&%.

The following table sets forth Bancorp’s and thenBa risk based capital ratios as of June 30, 204®December 31, 2011.

June 30, December 31
2012 2011
Total risk-based capital (1
Consolidatec 14.2(% 14.67%
Bank 12.7(% 12.7%
Tier | risk-based capital (1
Consolidatec 12.94% 12.77%
Bank 11.4%% 10.91%
Leverage (2
Consolidatec 10.82% 10.5%%
9.5¢% 8.9%%

Bank

(1) Ratio is computed in relation to risk-weighted asse
(2) Ratio is computed in relation to average assets.

The decrease in total risk-based capital ratiestioutable to the aforementioned payoff of $10iom in subordinated debentures in
the first quarter of 2012. Importantly, the stréreging of Bancorp’s capital position has occuredcurrently with growth in assets,
not as a result of shrinkage of the balance sBagtcorp intends to maintain capital ratios at tHeswrically high levels at least until
such time as the economy demonstrates sustainedvuerpent and implications of newly proposed BaBaddpital rules become
definitive.

€) Non-GAAP Financial Measures

In addition to capital ratios defined by bankingukators, Bancorp considers various ratios wheiuetiag capital adequacy, includii
tangible common equity to tangible assets, andiliéd@gommon equity per share, all of which are @RAP measures. Bancorp
believes these ratios are important because afwhééspread use by investors as means to evatapttal adequacy, as they reflect
level of capital available to withstand unexpeateatket conditions. Because US GAAP does not irchapital ratio measures, there
are no US GAAP financial measures comparable teethatios.
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The following table reconciles Bancorp’s calculatif the measures to amounts reported under US GAAP

(in thousands, except per share data)

June 30, 2012

December 31, 2011

Tangible Common Equity Ratio

Total equity (a’ 196,30: $ 187,68t
Less goodwill (682) (682)
Tangible common equity (i 195,62( $ 187,00
Total assets (k 2,083,62! 2,053,09
Less goodwill (682) (682)
Total tangible assets ( 2,082,941 $ 2,052,41!
Total shareholde’ equity to total assets (a/ 9.42% 9.14%
Tangible common equity ratio (c/ 9.3% 9.11%
Number of outstanding shares ( 13,87¢ 13,81¢
Book value per share (a/ 1412 $ 13.5¢
14.1C 13.5¢

Tangible common equity per share (¢

f)  Recently Issued Accounting Pronouncements
At June 30, 2012, no recently issued accountingguocements were identified that would affect tharfcial statements of Bancorp.

ltem 3. Quantitative and Qualitative Disclosuabsut Market Risk

Information required by this item is included iert 2, “Management’s Discussion and Analysis of ke Condition and Results of
Operations.”

Iltem 4. _Controls and Procedures

Bancorp maintains disclosure controls and proceddesigned to ensure that it is able to collecirtf@mation it is required to disclose in
reports it files with the Securities and Exchangengission (“SEC”)and to record, process, summarize and reportrifasmation within ths
time periods specified in the rules and forms ef$#EC. Based on their evaluation of Bancorp’sloéstge controls and procedures as of the
end of the quarterly period covered by this repbe, Chief Executive and Chief Financial Officeddiéve that these controls and procedures
are effective to ensure that Bancorp is able ttecglprocess and disclose the information it ¢uned to disclose in reports it files with the
SEC within the required time periods.

Based on the evaluation of Bancorp’s disclosurdrotshand procedures by the Chief Executive angfJfinancial Officers, there were no
significant changes during the quarter ended JOn@(L2 in Bancor internal control over financial reporting thashmaterially affected, «
is reasonably likely to materially affect, Bancarfriternal control over financial reporting.
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PART Il — OTHER INFORMATION

Iltem 2. _Unregistered Sales of Equity Securitied Use of Proceeds

The following table shows information relating teetrepurchase of shares of common stock by Barttoipg the three months ended
June 30, 2012.

Total number of Maximum number of
Total number of shares purchased as shares that may yet be
shares Average price part of publicly purchased under the
purchased (1) paid per share announced plan (2) plan

April 1 - April 30 60 $ 22.3¢ — —
May 1- May 31 — — — —
June 1- June 3( = = = =
Total 60 $ 22.3¢ — —

(1) Activity represents shares of stock withheld to @§es due upon vesting of restricted stock. &htsvity has no impact on the number
of shares that may be purchased under a Board-agpman.

(2) Since 2008, there has been no active share buydtackn place.
ltem 6. Exhibits

The following exhibits are filed or furnished apart of this report:

Exhibit
Number Description of exhibit
31.1 Certifications pursuant to Section 302 of the Saek-Oxley Act by David P. Heintzma
31.2 Certifications pursuant to Section 302 of the Saek-Oxley Act by Nancy B. Davi
32 Certifications pursuant to 18 U.S.C. Section 1

101 The following financial statements from the S.Y nBarp, Inc. June 30, 2012 Quarterly Report on FborQ), filed on
August 6, 2012, formatted in eXtensible Businespdriing Language (XBRL)
(1) Consolidated Balance She
(2) Consolidated Statements of Inco
(3) Consolidated Statements of Comprehensive I
(4) Consolidated Statements of Cash Fl
(5) Consolidated Statement of Changes in Stocldne Equity
(6) Notes to Consolidated Financial Statem
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

S.Y. BANCORP, INC.
Date: August 6, 2012 By: /s/ David P. Heintzma

David P. Heintzman, Chairms
and Chief Executive Office

Date: August 6, 2012 By: /s/ Nancy B. Davit
Nancy B. Davis, Executive Vice Preside
Treasurer and Chief Financial Offic
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Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT

I, David P. Heintzman, certify that:

1. | have reviewed this quarterly report on FormQ@0f S.Y. Bancorp, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over frahreporting to be designed under
our supervision, to provide reasonable assuramg@@diang the reliability of financial reporting attfie preparation of financial statements
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt, based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatioernal controls over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corvelr financial reporting which are
reasonably likely to adversely affect the registeability to record, process, summarize and refiwancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrargtinterna
control over financial reporting.

Date: August 6, 2012 By: /s/ David P. Heintzma

David P. Heintzmar
Chairman ant
Chief Executive Office




Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT

I, Nancy B. Davis, certify that:

1. | have reviewed this quarterly report on FormQ@0f S.Y. Bancorp, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dméttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over frahreporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registratdisslosure controls and procedures and presentisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt, based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatiorernal controls over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corvelr financial reporting which are
reasonably likely to adversely affect the registeability to record, process, summarize and refiwancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrargtinterna
control over financial reporting.

Date: August 6, 2012 By: /s/ Nancy B. Davit

Nancy B. Davis, Executive Vic
President, Treasurer and Ch
Financial Officer




Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-
OXLEY ACT OF 2002

In connection with this quarterly report of S.Y.r8arp, Inc. on Form 10-Q for the period ending J80g2012 (the “Report”), we, the
undersigned, certify, pursuant to 18 U.S.C. secti®®0, as adopted pursuant to section 906 of tHeaBas-Oxley Act of 2002, that, to the
best of our knowledge and belief: (1) The Repdityfcomplies with the requirements of Section 13{a)l5(d) of the Securities Exchange .
of 1934; and (2) The information contained in trepBrt fairly presents, in all material respects, fihancial condition and results of
operations of S.Y. Bancorp, Inc. as of and forghgods presented in the Report.

Date: August 6, 2012 By: /s/ David P. Heintzma
David P. Heintzmar
Chairman ant
Chief Executive Office

Date: August 6, 2012 By: /s/ Nancy B. Davit
Nancy B. Davis
Executive Vice President, Treasurer
Chief Financial Officel

A signed original of this written statement required by section 906 has been provided to S.Y. Banconmc. and will be retained by S.Y.
Bancorp, Inc. and furnished to the Securities and Echange Commission or its staff upon request.




