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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2006 OR

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-6233

1st SOURCE CORPORATION

(Exact name of registrant as specified in its @rart

INDIANA 35-1068133
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

100 North Michigan Street South Bend, Indiana 46601
(Address of principal executive offices) (Zip Code)

(574) 2352000

(Registrant's telephone number, including area)ode

Not Applicable
(Former name, former address and former fiscal,year

if changed 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 Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastags.

Yes [X] No

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
"accelerated filer and large accelerated filerRie 12b-2 of the Exchange Act. (Check one):

Large accelerated filer __ Accelerated filer [XdiNaccelerated filer
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act).
Yes No [X]

Number of shares of common stock outstanding dsilgf24, 200¢- 20,448,581 share
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Unaudited - Dollars in thousands)

ASSETS
Cash and due from banks
Federal funds sold and
interest bearing deposits with other banks
Investment securities available-for-sale
(amortized cost of $635,176 and $637,878
at June 30, 2006 and December 31, 2005, respectiv ely)
Trading account securities
Mortgages held for sale
Loans and leases - net of unearned discount:
Commercial and agricultural loans
Auto, light truck and environmental equipment
Medium and heavy duty truck
Aircraft financing
Construction equipment financing
Loans secured by real estate
Consumer loans

Total loans and leases
Reserve for loan and lease losses

Net loans and leases

Equipment owned under operating leases, net
Net premises and equipment

Accrued income and other assets

Total assets

LIABILITIES

Deposits:
Noninterest bearing
Interest bearing

Total deposits

Federal funds purchased and securities
sold under agreements to repurchase
Other short-term borrowings
Long-term debt and mandatorily redeemable securitie s
Subordinated notes
Accrued expenses and other liabilities

Total liabilities

SHAREHOLDERS' EQUITY
Preferred stock; no par value

Authorized 10,000,000 shares; none issued or outs tanding
Common stock; no par value

Authorized 40,000,000 shares; issued 23,781,901 a t

June 30, 2006 and 23,778,780 at December 31, 2005 ,

less unearned shares (263,369 at June 30, 2006 an d

260,248 at December 31, 2005)*

Capital surplus

Retained earnings

Cost of common stock in treasury
(1,030,812 shares at June 30, 2006, and
782,428 shares at December 31, 2005)*

Accumulated other comprehensive loss

Total shareholders' equity
Total liabilities and shareholders' equity

*Per share data gives retroactive recognition to
on July 27, 2006.

The accompanying notes are a part of the consolidat ed financial statements.
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June 30, December
2006 2005
$ 118,884 $ 124
2,320 68
628,366 632
300
82,018 67
491,334 453
337,497 310
319,845 302
453,470 459
273,621 224
618,204 601
121,181 112
2,615,152 2,463
(59,197) (58
2,555,955 2,404
67,647 58
37,414 37
115,622 117
$ 3,608,526 $3,511
$ 379,230 $ 393
2,435,379 2,352
2,814,609 2,745
217,923 230
67,799 46
33,554 23
59,022 59
63,307 60
3,256,214 3,165
7,578 7
214,001 214
154,339 139
(19,405) (12
(4,201) 3
352,312 345
$ 3,608,526 $ 3,511

a 10% stock dividend declared



1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

(Unaudited - Dollars in thousands, except per share amounts)
Three Months Ended Six M
June 30, Ju
2006 2005 2006
Interest income:
Loans and leases $ 44,421 $ 35465 $ 85,309
Investment securities, taxable 4,797 3,915 8,722
Investment securities, tax-exempt 1,292 1,336 2,559
Other 271 127 587
Total interest income 50,781 40,843 97,177
Interest expense:
Deposits 19,283 13,330 36,316
Short-term borrowings 2,822 2,006 5,582
Subordinated notes 1,080 1,000 2,130
Long-term debt and mandatorily redeemable securit ies 451 305 905
Total interest expense 23,636 16,641 44,933
Net interest income 27,145 24,202 52,244
Recovery of provision for loan and lease losses (1,671) (3,411) (1,971)
Net interest income after
recovery of provision for loan and lease losses 28,816 27,613 54,215
Noninterest income:
Trust fees 3,658 3,285 7,049
Service charges on deposit accounts 4,917 4,251 9,303
Mortgage banking income 3,105 1,551 4,862
Insurance commissions 932 833 2,614
Equipment rental income 4,658 3,927 8,878
Other income 1,647 1,546 3,133
Investment securities and other investment gains 150 5 2,233
Total noninterest income 19,067 15,398 38,072
Noninterest expense:
Salaries and employee benefits 16,873 17,090 32,387
Net occupancy expense 1,860 1,732 3,727
Furniture and equipment expense 2,959 2,844 6,093
Depreciation - leased equipment 3,547 3,194 6,929
Supplies and communication 1,307 1,321 2,670
Other expense 5,840 4,445 9,986
Total noninterest expense 32,386 30,626 61,792
Income before income taxes 15,497 12,385 30,495
Income tax expense 5,220 4,158 10,285
Net income $ 10,277 $ 8,227 $ 20,210
Other comprehensive (loss) income, net of tax:
Change in unrealized (depreciation) appreciation of
available-for-sale securities (1,151) 2,305 (961)
Total comprehensive income $ 9126 $ 10,532 $ 19,249
Per common share*:
Basic net income per common share $ 0.46 $ 036 $ 0.9
Diluted net income per common share $ 0.45 $ 036 $ 0.88
Dividends $ 0127 $ 0109 $ 0.255
Basic weighted average common shares outstanding* 22,505,875 22,754,331 22,576,338
Diluted weighted average common shares outstanding* 22,810,923 23,047,293 22,876,839

* The computation of per share data and shares

The accompanying notes are a part of the consolidat
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1st SOURCE CORPORATION

STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

(Unaudited - Dollars in thousands)

Costo

Common
Common Capital Retained Stock
Total Stock Surplus Earnings in Treas

Net
Unrealized
Appreciation
f (Depreciation)
of Securities
Available-
ury For-Sale

Balance at January 1, 2005 $326,600 $7,578 $214,001 $115,830 ($10,51 2) ($ 297)
Comprehensive Income, net of tax:
Net Income 15,171 - - 15,171 - -
Change in unrealized appreciation
of available-for-sale securities, net of tax (1,639) - - - - (1,639)
Total Comprehensive Income 13,532 - - - - -
Issuance of 40,237 common shares
under stock based compensation plans,
including related tax effects 499 - - 154 34 5 -
Cost of 99,256 shares of common
stock acquired for treasury (2,046) - - - (2,04 6) -
Cash dividend ($0.218 per share)* (4,972) - - (4,972 - -
Balance at June 30, 2005 $333,613 $7,578 $214,001 $126,183  ($12,21 3) ($1,936)
Balance at January 1, 2006 $345,576 $7,578 $214,001 $139,601 ($12,36 4) ($3,240)
Comprehensive Income, net of tax:
Net Income 20,210 - - 20,210 - -
Change in unrealized appreciation
of available-for-sale securities, net of tax (961) - - - - (961)
Total Comprehensive Income 19,249 - - - - -
Issuance of 66,296 common shares
under stock based compensation plans,
including related tax effects 636 - - 292 34 4 -
Cost of 292,099 shares of common
stock acquired for treasury (7,385) - - - (7,38 5) -
Cash dividend ($0.255 per share)* (5,764) - - (5,764) - -
Balance at June 30, 2006 $352,312 $7,578 $214,001 $154,339  ($19,40 5) ($4,201)

*Per share data gives retroactive recognition to a
July 27, 2006.

The accompanying notes are a part of the consolidat

10% stock dividend declared on

ed financial statements.
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited - Dollars in thousands)

Operating activities:
Net income
Adjustments to reconcile net income to net cash
(used in)/from by operating activities:
Provision for loan and lease recoveries
Depreciation of premises and equipment
Depreciation of equipment owned and leased t
Amortization of investment security premiums
and accretion of discounts, net

Amortization of mortgage servicing rights
Mortgage servicing asset impairment recoveri
Change in deferred income taxes
Realized investment securities gains
Change in mortgages held for sale
Change in trading account securities
Change in interest receivable
Change in interest payable
Change in other assets
Change in other liabilities
Other

Net change in operating activities

Investing activities:
Proceeds from sales of investment securities
Proceeds from maturities of investment securities
Purchases of investment securities
Net change in short-term investments
Loans sold or participated to others
Net change in loans and leases
Net change in equipment owned under operating lea
Purchases of premises and equipment

Net change in investing activities

Financing activities:

Net change in demand deposits, NOW
accounts and savings accounts

Net change in certificates of deposit
Net change in short-term borrowings
Proceeds from issuance of long-term debt
Payments on long-term debt
Net proceeds from issuance of treasury stock
Acquisition of treasury stock
Cash dividends

Net change in financing activities
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of period

The accompanying notes are a part of the consolidat

Six Months Ended June 30,

2006 2005

$ 20,210 $ 15,171

(1,971)  (3,832)

2,527 2,548
o others 6,929 6,517
392 2,513
2,972 3,588
es (30) (613)
(3,917) 4,292
(2,233) (909)
(14,794) (48,826)
(300) -
309 (313)
1,918 74
(1,534) (2,286)
5,517 2,797
(152) 136

15,843 (19,143)

61,650 24573
138,658 153,226
(195,764)  (99,631)

66,258 201,009

- (18)
(149,251)  (100,720)
ses (16,326)  (6,492)

(2,312)  (3,529)

(97,087) 168,418

(210,773)  (100,686)
279,795 31,013
8,253  (56,223)

10,859 355
(206) (163)
635 498

(7,385)  (2,046)
(5867)  (5,063)

75311 (132,315)
(5933) 16,960

124,817 78,255

$118,884 $ 95,215

ed financial statements.



1ST SOURCE CORPORATION

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Note 1. Basis of Presentation

The accompanying unaudited consolidated finantaéments reflect all adjustments (all of which moemal and recurring in nature) that

in the opinion of management, necessary for gof@sentation of the consolidated financial positibie results of operations, changes in
shareholders' equity, and cash flows for the psrjmesented. These unaudited consolidated finasteissments have been prepared accol

to the rules and regulations of the SecuritiesExchange Commission (SEC) and, therefore, centdidnrnation and footnote disclosures
normally included in financial statements preparedccordance with U. S. generally accepted acaogiptrinciples have been omitted. The
Notes to the Consolidated Financial Statementsapmein 1st Source Corporation's Annual ReporForm 1(-K for 2005 (2005 Annual
Report), which include descriptions of significaictounting policies, should be read in conjunctidth these interim financial statements.
The balance sheet at December 31, 2005, has begadlifom the audited financial statements at ttee but does not include all of the
information and footnotes required by U. S. gengi@icepted accounting principles for completeriirial statements. Certain amounts in the
prior period consolidated financial statements Hasen reclassified to conform with the current ymasentation.

Note 2. Recent Accounting Pronouncements

ACCOUNTING FOR UNCERTAINTY IN INCOME TAXES: In Julp006, the Financial Accounting Standards Board3Bpissued FASB
Interpretation No. 48 (FIN No. 48), "Accounting fdncertainty in Income Taxes--an interpretatiofASB Statement No. 109" which
clarifies the accounting for uncertainty in tax piosis. This Interpretation requires that we redagnn our financial statements, the impact of
a tax position, if that position is more likely thaot of being sustained on audit, based on theteal merits of the position. The provisions
of FIN 48 are effective as of the beginning of 8007 fiscal year, with the cumulative effect of #f@nge in accounting principle recorded as
an adjustment to opening retained earnings. Wewarently evaluating the impact of adopting FINat8our financial statements.

SHARE-BASED PAYMENT: Effective January 1, 2006, adopted the fair value recognition provisions aft&tment of Financial
Accounting Standards (SFAS) No.

123 (revised 2004), "Share-Based Payment" (SFAS28¢R)), using the modified prospective transitioethod and, therefore, have not
restated results for prior periods. Under thisgsitton method, stock-based compensation expengaéddirst quarter of 2006 included
compensation expense for all stock-based compensatvards granted prior to, but not yet vestedf dsuouary 1, 2006, based on the grant
date fair value estimated in accordance with thgirmal provision of SFAS No. 123, "Accounting foto8k-Based Compensation” ("SFAS
No0.123"). Stoc-based compensation expense for all stock-basegemsation awards granted after January 1, 200&siscoon the grant-date
fair value estimated in accordance with the pravisiof SFAS No0.123(R). We recognize these compiemsabsts on a straiglifie basis ove
the requisite service period of the award. PrightoJanuary 1, 2006 adoption of SFAS No.123(R)regegnized stock-based compensation
expense in accordance with Accounting PrinciplearBqAPB) Opinion No. 25, "Accounting for Stock ugsl to Employees"” (APB No. 25).
In March 2005, the Securities and Exchange Comonsghe SEC) issued Staff Accounting Bulletin N67{SAB No. 107) regarding the
SEC's interpretation of SFAS No0.123(R) and the atidun of share-based payments for public compakieshave applied the provisions of
SAB No. 107 in its adoption of SFAS No. 123(R). S&se 5 to the Unaudited Consolidated Financialedt@nts for a further discussion on
stock-based compensation.



ACCOUNTING FOR SERVICING OF FINANCIAL ASSETS: In Meh 2006, the FASB issued SFAS No. 156, "AccountordServicing of
Financial Assets- an amendment of FASB StatementlB@." SFAS No.156 requires an entity to recogaizervicing asset or servicing
liability each time it undertakes an obligatiorstrvice a financial asset by entering into a sergicontract in specific situations.
Additionally, the servicing asset or servicing lid shall be initially measured at fair value;wever, an entity may elect the "amortization
method" or "fair value method" for subsequent bedasheet reporting periods. SFAS No.156 is effediiv of an entity's first fiscal year
beginning after September 15, 2006. Early adoptigrermitted as of the beginning of an entity'sdlsyear, provided the entity has not yet
issued financial statements, including interim ficial statements, for any period of that fiscalry&de do not expect the adoption of this
statement to have a material impact on our findwraadition, results of operations or cash flows.

ACCOUNTING FOR CERTAIN HYBRID FINANCIAL INSTRUMENTSIn February 2006, the FASB issued SFAS No. 1B&cbunting

for Certain Hybrid Financial Instruments - an antaedt of FASB Statements No. 133 and 140." SFAS186.simplifies accounting for
certain hybrid instruments currently governed byASHNo. 133, "Accounting for Derivative Instrumelatsd Hedging Activities," by allowir
fair value remeasurement of hybrid instruments toatain an embedded derivative that otherwise evoedjuire bifurcation. SFAS No. 155
also eliminates the guidance in SFAS No.133 Implaateon Issue No. D1, "Application of Statement 18Beneficial Interests in
Securitized Financial Assets," which provides sbeheficial interests are not subject to SFAS No.BFAS No. 155 amends SFAS No. 140,
"Accounting for Transfers and Servicing of Finahd&asets and Extinguishments of Liabilities - a Repment of FASB Statement No. 125,"
by eliminating the restriction on passive derivatinstruments that a qualifying speqgmlrpose entity may hold. This statement is effector
financial instruments acquired or issued afterttbginning of our fiscal year 2007. We do not expleetadoption of this statement to have a
material impact on our financial condition, resafoperations or cash flows.

MEANING OF OTHER-THAN-TEMPORARY IMPAIRMENT: In Noveber 2005, the FASB issued Staff Position (FSP) SR&. 115-1
and 124-1, "The Meaning of Other-Than-Temporarydimpent and Its Application to Certain Investmeéni$ie FSP addresses the
determination of when an investment is considemgubired, whether that impairment is other-than-teragy, and the measurement of an
impairment loss. The FSP also includes accountimgiderations subsequent to the recognition oftheradhan-temporary impairment and
requires certain disclosures about unrealized $odsd have not been recognized as other-than-tempionpairments. The FSP amends
SFAS No. 115, "Accounting for Certain Investmemt®iebt and Equity Securities,” and SFAS No. 124 c@unting for Certain Investments
Held by Not-for-Profit Organizations," and APB Ojain No. 18, "The Equity Method of Accounting fovestments in Common Stock." The
FSP nullifies certain requirements of EITF Issue 8&-1, "The Meaning of Other-Than-Temporary Impent and its Application to Certain
Investments," and supercedes Emerging Issues Task FEITF) Abstracts, Topic D-44, "Recognition@ther-Than-Temporary Impairment
upon the Planned Sale of a Security Whose CostdgiscEair Value." The FSP was required to be appliedporting periods beginning after
December 15, 2005. The issuance of this FSP ditiane a material impact on the financial conditibe, results of operations, or liquidity of
1st Source.

ACCOUNTING CHANGES AND ERROR CORRECTIONS: In May@) the FASB issued SFAS No. 154, "Accounting foafiges and
Error Corrections," which changes the accountingafal reporting of a change in accounting principleis statement also applies to all
voluntary changes in accounting principle and cleamgquired by an accounting pronouncement intlisual instance that the
pronouncement does not include specific transii@visions. This statement requires retrospectpmieation to prior period financial
statements of changes in accounting principle,asniteis impractical to determine either the periggecific or cumulative effects of the
change. SFAS No. 154 was



effective for accounting changes made in fiscaty&&ginning after December 15, 2005. The adoptfahis standard did not have a material
effect on the financial condition, the results peoations or liquidity of 1st Source.

Note 3. Reserve for Loan and Lease Losses

The reserve for loan and lease losses is maintaihadevel believed to be adequate by managemertidorb probable losses inherent in the
loan and lease portfolio. The determination ofréeerve requires significant judgment reflectinghagement's best estimate of probable loan
and lease losses related to specifically identifieas and leases as well as probable losses nertginder of the various loan and lease
portfolios. The methodology for assessing the apisteness of the reserve consists of several lesyemts, which include: specific reserves
for identified special attention loans and leastss§ified loans and leases and internal watcleréstits), percentage allocations for special
attention loans and leases without specific reserfeemula reserves for each business lendingidivigortfolio, including a higher percente
reserve allocation for special attention loans leades without a specific reserve, and reservesdoled homogeneous loans and leases.
Management's evaluation is based upon a contirreiwigw of these portfolios, estimates of futuretooser performance, collateral values
dispositions and forecasts of future economic ampglitical events, all of which are subject togotent and will change.

Note 4. Financial Instruments with Off-Balance-SheeRisk

To meet the financing needs of our customers, dstc® Corporation and its subsidiaries are pamid¢mancial instruments with off-balance-
sheet risk in the normal course of business. Thédealance-sheet financial instruments include ootments to originate, purchase and sell
loans and standby letters of credit. The instrusmentolve, to varying degrees, elements of crediit iaterest rate risk in excess of the amount
recognized in the consolidated statements of filusondition. Our exposure to credit loss in ther@ of nonperformance by the other party
to the financial instruments for loan commitmentd atandby letters of credit is represented bydtiilar amount of those instruments. We

the same credit policies and collateral requiresi@antnaking commitments and conditional obligatiassve do for on-balance-sheet
instruments.

Trustcorp Mortgage Company and 1st Source BankkBanbsidiaries of 1st Source Corporation, graottgage loan commitments to
borrowers, subject to normal loan underwriting deads. The interest rate risk associated with thegse commitments is managed by ente
into contracts for future deliveries of loans. Laammitments generally have fixed expiration dategther termination clauses and may
require payment of a fee. Since many of the commnitisiare expected to expire without being drawmutiee total commitment amounts do
not necessarily represent future cash requirements.

We issue letters of credit that are conditional soiments that guarantee the performance of a cuestéoma third party. The credit risk
involved and collateral obtained in issuing lettefsredit is essentially the same as that invoimeeiktending loan commitments to custom

As of June 30, 2006 and December 31, 2005, 1st8dwad commitments outstanding to originate andhase mortgage loans aggregating
$219.37 million and $130.73 million, respectiveButstanding commitments to sell mortgage loansexgged $126.13 million at June 30,
2006, and $98.39 million at December 31, 2005. @ignetters of credit totaled $80.54 million ands$¥3 million at June 30, 2006, and
December 31, 2005, respectively. Standby lettecsexfit have terms ranging from six months to osary
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Note 5. Stock-Based Compensation

As of June 30, 2006, we had five stock-based enggl@pmpensation plans, which are more fully desdrib Note K of the Consolidated
Financial Statements in 1st Source's Annual RepoRorm 10K for the year ended December 31, 2005. These jtahsle two stock optic
plans, the Employee Stock Purchase Plan, the Exeduatentive Plan, and the Restricted Stock AwRlah. The Employee Stock Purchase
Plan is non-compensatory.

Effective January 1, 2006, we adopted the fair@akcognition provisions of SFAS No. 123(R), uding modified prospective transition
method and, therefore, have not restated resul{sriior periods. Under this transition method, &tbased compensation expense for the first
quarter of 2006 included compensation expenselifstatk-based compensation awards granted pridoubthat remained unvested as of,
January 1, 2006. Compensation expense was badbe grant date fair value estimated in accordarittetive original provision of SFAS

No. 123.

Prior to January 1, 2006, we accounted for stodeti@ompensation under the recognition, measuresnenpro forma disclosure provisions
of APB No. 25, the original provisions of SFAS N@3, and SFAS No. 148, "Accounting for Stock-BaSednpensation-Transition and
Disclosure" (SFAS 148). In accordance with APB R, we generally would have recognized compensatipense for stock awards on the
grant date and we generally would have recognipethensation expense for stock options only whegnaated options with a discounted
exercise price or modified the terms of previous§ued options, and would have recognized theagledmpensation expense ratably over
the associated service period, which was genetfadlypption vesting term.

Stock-based compensation expense for all stockdbam®pensation awards granted after January 1, 2086sed on the grant-date fair
value. For all awards except stock option awaits grant date fair value is either the fair maxkadte per share or book value per share
(corresponding to the type of stock awarded) ah@frant date. For stock option awards, the gtatd fair value is estimated using the
Black-Scholes option pricing model. For all awangsrecognize these compensation costs only foethbares expected to vest on a straight-
line basis over the requisite service period ofatvard, for which we use the related vesting takfa.estimate forfeiture rates based on
historical employee option exercise and employerita&tion experience. We have identified separadegs of awardees that exhibit similar
option exercise behavior and employee terminatiguegence and have considered them as separatgsgrothe valuation models and
expense estimates.

As a result of our January 1, 2006, adoption of SFp.123(R), the impact to the Consolidated Firargiatements for the three month
period ended June 30, 2006 on income before indares and on net income were additions of $0.6lfamiand $0.41 million, respectively;
and for the six month period ended June 30, 2006ame before income taxes and on net income adddions of $1.82 million and $1.12
million, respectively. The cumulative effect of tbleange in accounting was $0.66 million before medaxes and $0.40 million, after inco
taxes. The impact on both basic and diluted easnireg share for the three months ended June 36,286 $0.02 per share. The impact on
both basic and diluted earnings per share forithmenths ended June 30, 2006 was $0.05 per slmaaeldition, prior to the adoption of
SFAS No. 123(R), we presented the tax benefitafksbption exercises as operating cash flows. Wperadoption of SFAS No. 123(R), tax
benefits resulting from tax deductions in excesthefcompensation cost recognized for those opaoaglassified as financing cash flows.
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Pro Forma Information under SFAS No. 123

Pro forma information regarding the effect on tletéincome and basic and diluted income per shariéothree and six month periods ended
June 30, 2005, had we applied the fair value reitiogrprovisions of SFAS No. 123, are as follows:

THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30 JUNE 30
2005 2005
Net income, as reported (000's) $ 8,227 $15,171
Add: Stock-based employee compensation expense incl uded in
reported net income, net of related tax effects
626 1,542
Deduct: Total stock-based employee compensation ex pense
determined under fair value based method for all awards, net
of related tax effects
(695) (1,632)
Pro forma net income $ 8,158 $15,081
Earnings per share:
Basic--as reported $0.36 $0.67
Basic--pro forma $0.36 $0.66
Diluted--as reported $0.36 $0.66
Diluted--pro forma $0.35 $0.65

The stock-based compensation expense recognizbd sondensed consolidated statement of operdtotise three and six months ended
June 30, 2006 is based on awards ultimately exgéateest, and accordingly has been adjusted bgrti@unt of estimated forfeitures. SFAS
No. 123(R) requires forfeitures to be estimatethattime of grant and revised, if necessary, irsegbent periods if actual forfeitures dif
from those estimates. Forfeitures were estimateddgpartially on historical experience.

The aggregate intrinsic value in the table belogresents the total pretax intrinsic value (theaté#hce between 1st Source's closing stock
price on the last trading day of the second quaft@006 (June 30, 2006) and the exercise pricdtjptied by the number of in-the-money
options) that would have been received by the aptimiders had all option holders exercised thefioag on June 30, 2006, this amount
changes based on the fair market value of 1st ustock. Total intrinsic value of options exegdigor the six months ended June 30, 2006
was $637 thousand. Total fair value of optionseesind expensed was $12 thousand and $25 thousziraf,tax, for the three and six mol
periods ended June 30, 2006, respectively. No epticere granted during the three and six monttogser@nded June 30, 2006 or 2005.
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June 30, 2006

Average
Weighted Remainin g Total
Average Contractu al Intrinsic
Number of Grant-date Term Value
Shares Fair Value (in years ) (in 000's)
Options outstanding, beginning of year 580,848 $24.61
Granted - -
Exercised (49,494) 12.14
Forfeited - -
Options outstanding, June 30, 2006 531,354 $25.31 2.5 $2,891
Vested and expected to vest at June 30, 2006 531,354 $25.31 2.6 $2,891
Exercisable at June 30, 2006 508,438 $25.75 2.5 $2,543

As of June 30, 2006, there was $301,413 of tote#aognized compensation cost related to nonvebt@e $ased compensation
arrangements. That cost is expected to be recatjoizer a weighted-average period of 5.82 years.

The following table summarizes information abowic&toptions outstanding at June 30, 2006:

Weighted
Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise of shares Contractual Exercise of shares Exercise
Prices Outstanding Life Price Exercisable Price
$11.31 to $17.99 76,887 4.04 $14.23 63,137 $14.70
$18.00 to $26.99 66,930 4.42 20.82 57,764 20.81
$27.00 to $28.30 387,537 2.06 28.29 387,537 28.29

The fair value of each stock option was estimatethe date of grant using the Black-Scholes opgincing model with the weighed average
assumptions included on the table above, undendghder "Stock Based Option Valuation and Expenfeeriration under SFAS No.123(R)."

ITEM 2.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Except for historical information contained herdhre matters discussed in this document expreswdfd{ooking statements.” Generally, t
words "believe," "expect,” "intend," "estimate,'htecipate,” "project,” "will," "should," and simiteexpressions indicate forward-looking
statements. Those statements, including statenp@ojections, estimates or assumptions concernitgd events or performance, and other
statements that are other than statements of ioiskdact, are subject to material risks and uraieties. We caution readers not to place ur
reliance on any forward-looking statements, whiosbak only as of the date made. We may make othi#temor oral forward-looking
statements from time to time. Readers are advisgds/arious important factors could cause our dctsalts or circumstances for future
periods to differ materially from those anticipatadprojected in such forward-looking statementgttfactors include, but are not limited to,
changes in law, regulations or U. S. generally pisxkaccounting
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principles; our competitive position within the rkafs we serve; increasing consolidation withinlihaking industry; unforeseen changes in
interest rates; unforeseen changes in loan prepayassumptions; unforeseen downturns in or majenevaffecting the local, regional or
national economies or the industries in which weeheredit concentrations; and other matters diglissour filings with the SEC, including
our Annual Report on Form 10-K for 2005, whichrfds are available from the SEC. We undertake nigatidn to publicly update or revise
any forward-looking statements.

The following management's discussion and analggisesented to provide information concerningfmancial condition as of June 30,
2006, as compared to December 31, 2005, and thise$ operations for the three and six monthqusiended June 30, 2006 and 2005.
discussion and analysis should be read in conjpmetith our consolidated financial statements dnedfinancial and statistical data appearing
elsewhere in this report and our 2005 Annual Report

FINANCIAL CONDITION

Our total assets at June 30, 2006, were $3.6bmijllip 2.77% from December 31, 2005. Total loamsleases increased 6.16% and total
deposits increased 2.51% over the comparable Sgatréhe end of 2005.

Nonperforming assets at June 30, 2006, were $16ilidn compared to $22.04 million at December 32Q05, an improvement of 29.99'
Nonperforming assets decreased across our endineglod lease portfolios with the exception of los@sured by real estate. The
significant decreases were primarily in the comna¢nd agricultural loans, aircraft financing, arwhstruction equipment financing
categories. At June 30, 2006, nonperforming asgets 0.57% of net loans and leases compared té0a8 December 31, 2005.

Accrued income and other assets were as follows:

(Dollars in Thousands)
June 30, December 31,

2006 2005
Accrued income and other assets:
Bank owned life insurance cash surrender value $ 35,444 $ 34,772
Accrued interest receivable 14,071 14,381
Mortgage servicing assets 14,281 19,363
Other real estate 819 959
Repossessions 1,083 4,284
Intangible assets 20,056 21,381
All other assets 29,868 22,199
Total accrued income and other assets $ 115,622 $117,339

CAPITAL

As of June 30, 2006, total shareholders' equity $&&2.31 million, up 1.95% from the $345.58 millianDecember 31, 2005. In addition to
net income of $20.21 million, other significant obas in shareholders' equity during the first sonths of 2006 included $7.39 million in
treasury stock purchases, and $5.76 million ofddimds paid. The accumulated other comprehensisectoaponent of shareholders' equity
totaled $4.20 million at June 30, 2006,
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compared to $3.24 million at December 31, 2005. imheease in accumulated other comprehensive lassawesult of changes in unrealized
gain or loss on securities in the available-foegadrtfolio. Our equity-to-assets ratio was 9.76%08June 30, 2006, compared to 9.84% at
December 31, 2005. Book value per common sharetodb®5.67 at June 30, 2006, up from $15.20 at Dbeee 31, 2005 (per share data
gives retroactive recognition to a 10% stock dimdieleclared on July 27, 2006).

We declared and paid dividends per common sha$@.427 during the second quarter of 2006. Tharafbur quarters dividend payout
ratio, representing dividends per share dividedibyted earnings per share, was 28.63% (per slaeegives retroactive recognitionto a 1
stock dividend declared on July 27, 2006). Thed#ind payout is continually reviewed by managemadtthe Board of Directors.

The banking regulators have established guidefimeleverage capital requirements, expressed mdef Tier 1 or core capital as a
percentage of average assets, to measure the smsnafma financial institution. In addition, bardsiregulators have established risk-based
capital guidelines for U. S. banking organizatiofise actual and required capital amounts and rafidst Source and our largest subsidiary,

the Bank, as of June 30, 2006, are presented italie below:

To Be Well
Capitalized Under
Minimum Capital Prompt Corrective
Actual Adequacy Action Provisions
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
Total Capital (To Risk-Weighted Assets):
1st Source $433,349  14.42 % $240,422  8.00 % $300,527  10.00 %
Bank 413,465 14.04 235,549  8.00 294,436  10.00
Tier 1 Capital (to Risk-Weighted Assets):
1st Source 393,707 13.10 120,211  4.00 180,316 6.00
Bank 375,810 12.76 117,774  4.00 176,662 6.00
Tier 1 Capital (to Average Assets):
1st Source 393,707 11.37 138,495 4.00 173,119 5.00
Bank 375,810 11.13 135,094  4.00 168,868 5.00

LIQUIDITY AND INTEREST RATE SENSITIVITY

The Bank's liquidity is monitored and closely maeddpy the Asset/Liability Committee (ALCO), whichéomprised of the Bank's senior
management. Asset and liability management incltitkesnanagement of interest rate sensitivity ardithintenance of an adequate liquidity
position. The purpose of interest rate sensitirignagement is to stabilize net interest incomenduperiods of changing interest rates.

Liquidity management is the process by which thelBensures that adequate liquid funds are avaitalieeet financial commitments on a
timely basis. Financial institutions must maintkduidity to meet day-to-day requirements of deparsi and borrowers, take advantage of
market opportunities and provide a cushion againfireseen needs.

Liquidity of the Bank is derived primarily from a@deposits, principal payments received on lodressale and maturity of investment
securities, net cash provided by operating acisjtand access to other funding sources. The itadé source of liability funded liquidity is
deposit growth and retention of the core deposeb@he principal sources of asset funded liquidityavailable-for-sale investment
securities, cash and due from banks, Federal fsolds securities purchased under agreements th, r@se loans and interest bearing depc
with other banks maturing within one year. Additdiy, liquidity is provided by bank lines of crediepurchase agreements, and the ability to
borrow from the Federal Reserve Bank and Federaiddboan Bank.
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The ALCO monitors and manages the relationshipaafieg assets to interest bearing liabilities dredresponsiveness of asset yields, interes
expense, and interest margins to changes in miateeest rates. At June 30, 2006, the consolidstatgment of financial condition was rate
sensitive by $320.28 million more liabilities thassets scheduled to reprice within one year, omappately 0.86%.

RESULTS OF OPERATIONS

Net income for the three and six month periods dnldme 30, 2006, was $10.28 million and $20.2lieniliespectively, compared to $8.
million and $15.17 million for the same period<B05. Diluted net income per common share was $n4di550.88 respectively, for the three
and six month periods ended June 30, 2006, compau®@l 36 and $0.66 for the same periods in 2086 gpare data gives retroactive
recognition to a 10% stock dividend declared oy 24l, 2006). Return on average common shareholeguity was 11.62% for the six
months ended June 30, 2006, compared to 9.33%0B. AMe return on total average assets was 1.18%dcsix months ended June 30,
2006, compared to 0.91% in 2005.

The increase in net income for the six months erdded 30, 2006, over the first six months of 20@&s primarily the result of a 9.28%
improvement in net interest income and a 15.05%avgment in noninterest income. Total interest meancreased primarily due to
increase in the volume and yields on loans. Totarest expense increased primarily due to incokagkeimes and higher cost of funds,
reflecting the interest rate environment. Detaflthe changes in the various components of netecare further discussed below.

NET INTEREST INCOME

The taxable equivalent net interest income forttinee months ended June 30, 2006, was $27.81 millio increase of 11.76% over the same
period in 2005. The net interest margin on a ftalyable equivalent basis was 3.44% for the threethsoended June 30, 2006, compared to
3.18% for the three months ended June 30, 2005taXable equivalent net interest income for thensonth period ended June 30, 2006, was
$53.53 million, an increase of 8.94% over 2005ultesy in a net yield of 3.36%, compared to a netd/of 3.16% for the same period in

2005.

Total average earning assets increased 3.31% df#éb2respectively, for the three and six monthquriended June 30, 2006, over the
comparative periods in 2005. Average loans anckaststanding increased 9.33% and 8.60% for tiee nd six month periods, compared
to the same periods in 2005; the increase was dionauly to increased loan outstandings in aircfafncing, commercial and agricultural
loans, auto and light truck financings, construtgguipment financing, medium and heavy duty tfirckncings, and loans secured by real
estate. These increases were offset slightly byedses in consumer loans and environmental equigoems and leases. Total average
investment securities decreased 13.25% and 15.8b%4 three and six month periods ended June(H, s compared to one year ago, as
availability of excess funds used for investmernppges decreased due to loan growth. These deswwase due primarily to decreases in U.
S. Treasury securities and Federal agency securitar the six month period, average mortgagesfbelshle decreased 18.98%, due to
timing differences in loan sales for the first sionths of 2006 as compared to the first six monffZ005. Other investments, which include
federal funds sold, time deposits with other baankd trading account securities, decreased fohtte tand six month periods ended June 30,
2006 over the same periods of 2005. The taxablvalgut yields on total average earning assets @&&% and 5.30% for the three month
periods ended June 30, 2006 and 2005, respectaatly6.19% and 5.21% for the six month periods éddae 30, 2006 and 2005,
respectively.
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Average interest bearing deposits increased 5.#8%880% for the three and six month periods eldde@ 30, 2006, respectively, over the
same periods in 2005. The rates on average inteeasing deposits were 3.31% and 2.42% for theethrenths ended June 30, 2006 and
2005, and 3.19% and 2.34% for the six month pergodied June 30, 2006 and 2005, respectively. Tdrease in the average cost of interest-
bearing deposits during the first six months of @8 compared to the first six months of 2005 wamarily the result of increases in interest
rates offered on deposit products due to increasesrket interest rates and increased competitiodeposits across all markets. These
higher cost deposits were pursued due to increfaselihg needs. The rates on average interest-tuphainilities were 3.51% and 2.59% for
the three month periods ended June 30, 2006 arts] B&€pectively, and 3.40% and 2.49% for the sixtimgeriods ended June 30, 2006 and
2005, respectively.

The following table provides an analysis of neefest income and illustrates the interest earnddraarest expense charged for each major
component of interest earning assets and inteegstriy liabilities. Yields/rates are computed daxaequivalent basis, using a 35% rate.
Nonaccrual loans and leases are included in theagedoan and lease balance outstanc
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DISTRIBUTION OF ASSETS, LIABILITIES AND SHAREHOLDER
INTEREST RATES AND INTEREST DIFFERENTIAL
(Dollars in thousands)

ASSETS:
Investment securities:
Taxable
Tax exempt
Mortgages - held for sale
Net loans and leases
Other investments

Total Earning Assets

Cash and due from banks
Reserve for loan and lease losses
Other assets

Total

LIABILITIES AND SHAREHOLDERS' EQUITY:
Interest-bearing deposits
Short-term borrowings
Subordinated notes
Long-term debt and
mandatorily redeemable securities

Total Interest-Bearing Liabilities
Noninterest-bearing deposits
Other liabilities
Shareholders' equity

Total

Net Interest Income

Net Yield on Earning Assets on a Taxable
Equivalent Basis

DISTRIBUTION OF ASSETS, LIABILITIES AND SHAREHOLDER
INTEREST RATES AND INTEREST DIFFERENTIAL
(Dollars in thousands)

ASSETS:
Investment securities:
Taxable
Tax exempt
Mortgages - held for sale
Net loans and leases
Other investments

Total Earning Assets

Cash and due from banks
Reserve for loan and lease losses
Other assets

Total

LIABILITIES AND SHAREHOLDERS' EQUITY:
Interest-bearing deposits
Short-term borrowings
Subordinated notes
Long-term debt and

S'EQUITY

Three months ended June 30,

2006 200

Interest Inte
Average Income/ Yield/ Average Inco
Balance Expense Rate Balance Expe

$ 453,246 $4,797 4.25% $ 534,446 $ 3,
174,071 1,855 4.27% 188,716 1,
54,654 916 6.72% 76,839 1,

2,542,118 43,604 6.88% 2,325,183 34,
22,240 271 4.89% 17,064

3,246,329 51,443 6.36% 3,142,248 41,

80,058 85,701
(59,428) (62,613)
215,573 194,544

$ 3,482,532 $ 3,359,880

$ 2,334,683 $19,283 3.31% $ 2,206,994 $13,
270,896 2,822 4.18% 296,979 2,
59,022 1,080 7.34% 59,022 1,

33,496 451 5.40% 18,026

2,698,097 23,636 3.51% 2,581,021 16,

372,024 396,596
60,262 53,916
352,149 328,347
$ 3,482,532 $ 3,359,880
$27,807 $24,
3.44%
S'EQUITY

Six months ended June 30,

Interest Inte
Average Income/ Yield/ Average Inco
Balance Expense Rate Balance Expe

$ 456,013$8,722 3.86% $ 565,088 %7,
174,547 3,682 4.25% 185,114 3,
53,545 1,743 6.56% 66,086 1,
2,499,834 83,729 6.75% 2,301,846 67,
25,380 587 4.66% 15,413

3,209,319 98,463 6.19% 3,133,547 80,

80,001 83,080
(59,067) (63,134)
213,753 195,839

$ 3,444,006 $ 3,349,332

$ 2,293,114 $36,316 3.19% $ 2,209,069 $25,
281,386 5,582 4.00% 294,904 3,
59,022 2,130 7.28% 59,022 1,

me/ Yield/
nse Rate

915 2.94%
951 4.15%
151 6.01%
379 5.93%
127 2.98%

330 2.42%
006 2.71%
000 6.80%

me/ Yield/
nse Rate

733 2.76%
802 4.14%
934 5.90%
295 5.90%
204 2.67%

968 5.21%

646 2.34%
708 2.54%
964 6.71%



mandatorily redeemable securities 32,250 905 5.66% 17,975 515 5.78%

Total Interest-Bearing Liabilities 2,665,772 44,933 3.40% 2,580,970 31, 833 2.49%
Noninterest-bearing deposits 367,637 387,312
Other liabilities 59,863 53,107
Shareholders' equity 350,734 327,943

Total $ 3,444,006 $ 3,349,332

Net Interest Income $53,530 $49, 135

Net Yield on Earning Assets ona Taxable e
Equivalent Basis 3.36% 3.16%
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PROVISION AND RESERVE FOR LOAN AND LEASE LOSSES

The recovery of provision for loan and lease loseethe three month periods ended June 30, 200@865 was $1.67 million and $3.41
million, respectively, and $1.97 million and $3:8dlion for the six month periods ended June 3@&@and 2005, respectively. Net recove

of $1.77 million were recorded for the second qera2006, compared to net recoveries of $0.31 millar the same quarter a year ago. Year-
to-date net recoveries of $2.47 million have bemorded in 2006, compared to net charge-offs @®%illion through June 2005.

In the second quarter 2006, loan and lease delimigs were 0.23%, as compared to 0.53% for thenskegoarter 2005, and 0.38% at the end
of 2005. The reserve for loan and lease lossegpascantage of loans and leases outstanding anthef the period was 2.26% as compared
to 2.50% for the same period one year ago and 2&8%&cember 31, 2005. A summary of loan and lemseexperienced during the three
and six month periods ended June 30, 2006 and i2Qf¥dvided below.

Summary of Reserve for Loan and L ease Losses

(Dollars in Thousands)

Three Months Ended Six Mon ths Ended
June 30, Ju ne 30,
2006 2005 2006 2005
Reserve for loan and lease losses - beginning balan ce $ 59,097 $ 62,647 $ 58,697 $ 63,672
Charge-offs (591) (853) (1,371) (3,056)
Recoveries 2,362 1,164 3,842 2,763
Net recoveries/(charge-offs) 1,771 311 2,471 (293)
Recovery of provision for loan and lease losses (1,671) (3,411) (1,971) (3,832)
Reserve for loan and lease losses - ending balance $ 59,197 $ 59,547 $ 59,197 $ 59,547
Loans and leases outstanding at end of period $2,615,152 $2,380,614  $2,615,152 $2,380,614
Average loans and leases outstanding during period 2,542,118 2,325,183 2,499,834 2,301,846
Reserve for loan and lease losses as a percentage o f
loans and leases outstanding at end of period 2.26% 2.50% 2.26% 2.50%
Ratio of net (recoveries)/charge-offs during period to
average loans and leases outstanding (0.28)% (0.05)% (0.20)% 0.03%
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NONPERFORMING ASSETS

Nonperforming assets were as folloy

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

2006 2005 2005
Loans and leases past due 90 days or more $ 278 $ 245 $ 52
Nonaccrual and restructured loans and leases 13,252 16,552 19,447
Other real estate 819 960 1,067
Repossessions 1,082 4,284 411
Equipment owned under operating leases - - 1,088
Total nonperforming assets $ 15,431 $ 22,041 $ 22,065

Nonperforming assets totaled $15.43 million at JB®e2006, reflecting an improvement of 29.99% fi$22.04 million at December 3
2005 and an improvement of 30.07% from $22.07 amiltat June 30, 2005. The improvement during tis $ix months of 2006 was prima
related to a decrease in nonaccrual loans anddéasdl areas, with the exception of loans sectweckal estate, and a decline in aircraft
repossessions. Nonperforming assets as a percaftagel loans and leases improved to 0.57% a¢ B 2006, from 0.87% at December
31, 2005 and 0.91% at June 30, 2005.

As of June 30, 2006, the Bank had a $3.32 milliamdby letter of credit outstanding that suppohiedd indebtedness of a customer. Due to
the current financial condition of the customethif standby letter of credit is funded, the Biiké&ly will foreclose on the real estate secul
the customer's reimbursement obligation. This Vikeill result in an increase in other real estatedpproximately the same amount as the
funding.

As of June 30, 2006, repossessions consistedasftirautomobiles, light trucks, and environmee@lipment. At the time of repossession,
unless the equipment is in the process of immedilts the recorded amount of the loan or leaseiiten down, if necessary, to the estimi
value of the equipment or vehicle by a charge ¢oréiserve for loan and lease losses. Any subseguigetdowns are included in noninterest
expense.
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SUPPLEMENTAL LOAN INFORMATION AS OF JUNE 30, 2006

(Dollars in thousands) Nonaccrual Other real estate  Year-to-date
Loa ns and leases and owned a nd net credit losses/
outstanding restructured loans  repossess ions (recoveries)
Commercial and agricultural loans $ 491,334 $ 1,214 $ - $ (391)
Auto, light truck and environmental equipment 337,497 712 58 (233)
Medium and heavy duty truck 319,845 - - (16)
Aircraft financing 453,470 6,143 958 (1,463)
Construction equipment financing 273,621 1,385 - (719)
Loans secured by real estate 618,204 3,704 819 15
Consumer loans 121,181 94 66 261
Total $ 2,615,152 $ 13,252 $1,901 $ (2,546)

NONINTEREST INCOME

Noninterest income for the three month periods dridme 30, 2006 and 2005 was $19.07 million andd®1&illion, respectively, and $38.
million and $33.09 million for the six month perdnded June 30, 2006 and 2005, respectively.|Defaioninterest income follow:

(Dollars in thousands) Three Months Ended Six Months Ended
June 30, June 30 ,
2006 2005 2006 2005
Noninterest income:
Trust fees $ 3,658 $ 3,285 $ 7,049 $6,531
Service charges on deposit accounts 4,917 4,251 9,303 8,214
Mortgage banking income 3,105 1,551 4,862 4,318
Insurance commissions 932 833 2,614 1,997
Equipment rental income 4,658 3,927 8,878 7,942
Other income 1,647 1,546 3,133 3,182
Investment securities and other investment gains 150 5 2,233 909
Total noninterest income $19,067 $15,398 $38,072 $33,093

During the second quarter of 2006, mortgage banikiogme increased primarily due to a gain on a lsalk of mortgage servicing rights of
$1.25 million. Equipment rental income increasedrduthe second quarter of 2006 mainly due to areimse in the operating lease portfolio
and rental recoveries. Service charges on depasiuats, which include overdraft and NSF fees,dased as a result of growth in the nun
of retail deposit accounts and increased incideaiss.

Trust fees and insurance commissions increasedtinthe three and six month periods ended Jun2@®%, over the same periods in 2005.
Trust fees increased due to growth in assets undaagement and an increase in IRA custodian revémsigrance commissions increased
due to growth in commercial lines and higher prengwand higher contingent commissions in the fitstreer.
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Gains on venture partnership investment totale@#gillion for the first six months of 2006 compdr® gains of $0.74 million for the first
six months of 2005.

NONINTEREST EXPENSE

Noninterest expense for the three month periodseéddne 30, 2006 and 2005 was $32.39 million ald683million, respectively, an
$61.79 million and $62.30 million for the six morghriods ended June 30, 2006 and 2005, respectDetgils of noninterest expense follc

(Dollars in thousands) Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Noninterest expense:
Salaries and employee benefits $ 16,873 $17,000 $32,387 $ 35,634
Net occupancy expense 1,860 1,732 3,727 3,834
Furniture and equipment expense 2,959 2,844 6,093 5,486
Depreciation - leased equipment 3,547 3,194 6,929 6,517
Professional fees 1,104 685 1,989 1,484
Supplies and communication 1,307 1,321 2,670 2,664
Business development and marketing expense 1,048 910 1,690 1,520
Intangible asset amortization 659 670 1,325 1,328
Loan and lease collection and repossession expens e 185 318 275 184
Other expense 2,844 1,862 4,707 3,649
Total noninterest expense $ 32,386 $30,626 $61,792 $ 62,300

The overall decrease in noninterest expense wasynaflected in salaries and employee benefita gear-over-year basis. This decrease
was primarily due to the first quarter 2006 reveasgreviously recognized stock-based compensatiqgrense under historical accounting
methods related to the estimated forfeiture oflsamards. This one-time expense reversal, combirigdthe adoption of SFAS No. 123(R)
estimated forfeiture accounting requirements, teduh a reduction in stock-based compensatior2di®million, pre-tax. Stock-based
compensation is discussed further in Note 5 otthaudited Notes to Consolidated Financial Statesent

As of June 30, 2006, leased equipment depreciatmrased on a year-over-year basis, primarilytdube increase in the operating lease
portfolio. Professional fees increased mostly dukigher audit and regulatory examination feese®#éxpenses were higher at June 30, 2

as compared to one year ago as a result of higbat tontingency expenses and losses relatedamployee defalcation, which contributed
equally to the increase. Furniture and equipmepénse increased on a year-over-year basis duereaiged software costs, expenses related
to the core system conversion project and othesgasing charges. Loan and lease collection angsepsion expense increased slightly on a
yearover-year basis as gains on disposition of repsesbassets decreased and valuation adjustmeatedrd repossessed assets increased.
Supplies and communication and business developamehimarketing expense remained comparable to [208%.
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INCOME TAXES

The provision for income taxes for the three adchsdnth periods ended June 30, 2006, was $5.2bmidind $10.29 million, respectively,
compared to $4.16 million and $7.26 million, redpedy, for the same period in 2005. The effectiar rates were 33.68% for the quarter
ended June 30, 2006 and 33.73% for the six monibgended June 30, 2006, compared to 33.57% ard¥B2for the three and six month
periods ended June 30, 2005, respectively. Thetaféetax rate increased due to an increase ingrécome. The provision for income ta
for the three and six month periods ended Jun2@@% and 2005, are at a rate which managementwbslepproximates the effective rate for
the year.

ITEM 3.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

There have been no material changes in marketfaslesl by 1st Source since December 31, 2005.rfamation regarding 1st Source's
market risk, refer to 1st Source's Annual ReporForm 10-K for the year ended December 31, 2005.
ITEM 4.

CONTROLS AND PROCEDURES

As of the end of the period covered by this reparevaluation was carried out, under the superviaia with the participation of our
management, including the Chief Executive Officed &€hief Financial Officer, of the effectivenesstoé design and operation of our
disclosure controls and procedures (as definediie B3a-15(e) under the Securities Exchange A&B8#) pursuant to Exchange Act Rule
13a-15. Based upon that evaluation, the Chief Bikex®fficer and Chief Financial Officer concludgdht, at June 30, 2006, our disclosure
controls and procedures were effective in accurimgand communicating to management (including saftibers) the information relating
1st Source (including its consolidated subsididniequired to be included in our periodic SEC fjkn

In addition, there were no changes in our intecoatrol over financial reporting (as defined in Bange Act Rule 13a-15(f)) during the
second fiscal quarter of 2006 that have matergffigcted, or are reasonably likely to materiallfeaf, our internal controls over financial
reporting.

PART Il. OTHER INFORMATION
ITEM 1. Legal Proceedings.

1st Source and its subsidiaries are involved iiouarlegal proceedings incidental to the conducheir businesses. Management does not
expect that the outcome of any such proceedind$aile a material adverse effect on 1st Sourceisatimlated financial position or results of
operations.

ITEM 1A. Risk Factors.

There have been no material changes in risks fagddt Source since the filing of our Annual ReportForm 10-K for the year ended
December 31, 2005. For information regarding osk factors, refer to 1st Source's Annual Repoiff@m 10K for the year ended Deceml
31, 2005.
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ITEM 2. Unregistered Sales of Equity Securities andse of Proceeds

ISSUER PURCHASES OF EQUITY SE CURITIES
(@) (b) () (d)
Total number of Maximum number(o r approximate
Total number Average shares purchased dollar value) of shares
of shares  price paid per as part of publicly announced that may yet be p urchased under
Period purchased share plans or programs the plans or programs*
April 01 - 30, 2006 0 0 0 1,025, 248
May 01 - 31,2006 62,710 28.40 62,710 962,5 38
June 01 - 30, 2006 120 28.30 120 962,4 18
(1) 1st Source maintains a stock repurchase pla n that was authorized by the
Board of Directors on April 27, (2006.) Unde r the terms of the plan, 1st
Source may repurchase up to 1,025,248* sha res of its common stock when
favorable conditions exist on the open market or through private
transactions at various prices from time to time. Since the inception of
the plan, 1st Source has repurchased a total o f 62,830* shares.
*Unadjusted for 10% stock dividend declared on July 27, 2006.

ITEM 3. Defaults Upon Senior Securities.

None

ITEM 4. Submission of Matters to a Vote of SecurityHolders.

The following actions were taken by the sharehaldérlst Source at the annual shareholders' melegilgApril 27, 2006:
1. Election of Directors

The directors named below were elected to the bofgitectors for terms expiring in April 2009, fmlows:

Nominee Votes For Vo tes Withheld

Terry L. Gerber 20,156,933 316,799

William P. Johnson 20,163,184 573,549

Craig A. Kapson 20,137,994 295,118

John T. Phair 20,163,184 176,077

Mark D. Schwabero 20,163,184 309,373

In addition, the following directors conti nued in office after the 2006

annual meeting:

Terms Expiring in April 2007: Ter ms Expiring in April 2008:
David C. Bowers Lawrence E. Hiler
Daniel B. Fitzpatrick Rex Martin
Wellington D. Jones Il Christopher J. Murphy Il
Dane A. Miller Timothy K. Ozark
Toby S. Wilt
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ITEM 5. Other Information.

None

ITEM 6. Exhibits

The following exhibits are filed with this report:

1. Exhibit 31.1 Certification of Chief Executive f@er required by Rule 13a-14(a).

2. Exhibit 31.2 Certification of Chief Financial fifer required by Rule 13a-14(a).

3. Exhibit 32.1 Certification pursuant to 18 U.SS&ction 1350 of Chief Executive Officer.
4. Exhibit 32.2 Certification pursuant to 18 U.SS&ction 1350 of Chief Financial Officer.
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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.

DATE

DATE

July 27, 2006

July 27, 2006

1st Source Corporation

/'s/ CHRI STOPHER J. MJRPHY 111

Chri stopher J. Murphy |11
Chai rman of the Board, President and CEO

/'s/ LARRY E. LENTYCH

Larry E. Lentych
Treasurer and Chief Financial Oficer
Princi pal Accounting O ficer
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Exhibit 31.1

CERTIFICATIONS
I, Christopher J. Murphy 1lI, Chief Executive Oféig certify that:
1. I have reviewed this quarterly report on ForraQ 0f 1st Source Corporation;

2. Based on my knowledge, this quarterly reporsdus# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading 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 anaré responsible for establishing and maintainisgldsure 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 procedoites designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloing, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance rieggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) Evaluated the effectiveness of the registraligslosure 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 #psint based on such evaluation; and

d) Disclosed in this report any change in the teghid's internal control over financial reportitngit occurred during the registrant's most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegistrant's internal control over financial
reporting; and

5. The registrant's other certifying officer andblve disclosed, based on our most recent evaluatiimernal control over financial reporting
to the registrant's auditors and the audit commiteregistrant's board of directors (or personfopaing the equivalent functions):

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

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: July 27, 2006

/'s/ CHRI STOPHER J. MURPHY [ I

Chri stopher J. Murphy |11
Chi ef Executive Oficer



Exhibit 31.2
CERTIFICATION
I, Larry E. Lentych, Chief Financial Officer, cdytithat:
1. I have reviewed this quarterly report on ForraQ0f 1st Source Corporation;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading 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 anaré responsible for establishing and maintainisgldsure 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 procedoites designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financiglaing, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) Evaluated the effectiveness of the registraligslosure 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 #psit based on such evaluation; and

d) Disclosed in this report any change in the teghid's internal control over financial reportitngit occurred during the registrant's most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegistrant's internal control over financial
reporting; and

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit commiteregistrant's board of directors (or personfopming the equivalent functions):

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

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmificle in the registrant's internal
control over financial reporting.

Dat e: July 27, 2006

/'s/ LARRY E. LENTYCH

Larry E. Lentych
Chi ef Financial Oficer



EXHIBIT 32.1

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 the Quarterly Report of 1st S®u€orporation (1st Source) on Form 10-Q for thaertguly period ended June 30, 2006, as
filed with the Securities and Exchange Commissiothe date hereof (the "Report”), I, Christophdvidrphy lll, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. Secti®®0, as adopted pursuant to Section 906 of tHeaSas-Oxley Act of 2002, that to my
knowledge:

(1) The Report fully complies with the requiremeotsections 13(a) or 15(d) of the Securities ardhange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of 1st
Source.

By:

/ s/ CHRI STOPHER J. MURPHY I I |
Chri stopher J. Murphy |11
Chi ef Executive Oficer

July 27, 2006



EXHIBIT 32.2

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 the Quarterly Report of 1st S®u€orporation (1st Source) on Form 10-Q for thertpuly period ended June 30, 2006, as
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), I, Larry E. LartityChief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sasb@nley Act of 2002, that to my
knowledge:

(1) The Report fully complies with the requiremeotsections 13(a) or 15(d) of the Securities ardhange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of 1st
Source.

By:

/ s/ LARRY E. LENTYCH
Larry E. Lentych

Chi ef Financial Oficer
July 27, 2006



