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PART |

ITEM 1. BUSINESS .

1st SOURCE CORPORATION

1st Source Corporation, an Indiana corporationrpeted in 1971, is a bank holding company headere in South Bend, Indiana that provides, thtoogr subsidiaries (collectively referred
to as "1st Source"), a broad array of financiadpicis and services. 1st Source Bank ("Bank"), oucjpal subsidiary, offers commercial and consutveanking services, trust and investment
management services, and insurance to individuhbasiness clients through most of our 67 bankager locations in 16 counties, one Trustcorp Magwgoffice located in each state of
Indiana and Ohio. 1st Source Bank Specialty Findrip, with 24 locations nationwide, offers spéee financing services for new and used private @argo aircraft, automobiles and light
trucks for leasing and rental agencies, mediumteeaby duty trucks, construction equipment, andremvental equipment. While concentrated in cerégjuipment types, we enjoy serving a
very diverse client base. We are not dependent apgrsingle industry or client. At December 31, 20@e had consolidated total assets of $3.81 hillioans and leases of $2.70 billion, depc
of $3.05 billion, and total shareholders’ equity$368.90 million.

Our principal executive office is located at 100rtiddMichigan Street, South Bend, Indiana 46601 amdtelephone number is 574 235-2000. Access t@onual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form &id all amendments to those reports is availat#e,df charge, at www.1stsource.com soon aftemtiwerial is electronically filed with the
Securities Exchange Commission (SEC). We will pdevéa printed copy of any of the aforementioned dumits to any requesting shareholder.

1st SOURCE BANK

1st Source Bank is a wholly owned subsidiary ofSmtirce Corporation that offers a broad range nsemer and commercial banking services throudleritding operations, retail branches, and
fee based businesses.

Commercial, Agricultural, and Real Estate Loans— 1st Source Bank provides commercial and agricelinians to corporations and other business cligmtsarily located within our regional
market area. Loans are made for a wide varietyeakgal corporate purposes, including financingrdustrial and commercial properties, financingdquipment, inventories and accounts
receivable, and acquisition financing. Other sasimclude commercial leasing and cash manageragritess.

Consumer Services— 1st Source Bank provides a full range of consubagiking services, including checking accountslimabanking, savings programs, installment andl@state loans,
home equity loans and lines of credit, drive-in aight deposit services, safe deposit facilitiegpeated teller machines, overdraft facilities, ilabd credit card services, and brokerage
services.

Trust Services— 1st Source Bank provides a wide range of trasgstment, agency, and custodial services for iddal and corporate clients. These services inctbdeadministration of
estates and personal trusts, as well as the mamageminvestment accounts for individuals, emp®penefit plans, and charitable foundations.

Specialty Finance Group Services— 1st Source Bank, through its Specialty Financeupy provides a broad range of comprehensive eadequipment finance products addressing the
financing needs of diverse companies. This Groupbeabroken down into four areas: auto, light truaskd environmental equipment financing; medium lealvy duty truck financing; aircraft
financing; and construction equipment financing.
Auto, light truck, and environmental equipment fioang consists of financings to automobile rental &asing companies, light truck rental and le;swmpanies, and environmental
equipment companies. Auto, light truck, and envinental equipment finance receivables generallyedrgm $50,000 to $15 million with fixed or varighbhterest rates and terms of

two to seven years.

Medium and heavy duty truck financing consistsioéiicings for highway tractors and trailers andveey trucks to the commercial trucking industryetdum and heavy duty truck
finance receivables generally range from $50,0081% million with fixed or variable interest ratasd terms of two to seven years.

Aircraft financing consists of financings for newdaused aircraft for individual and corporate aiftusers, aircraft dealers, charter operators,aanchrgo carriers. Aircraft finance
receivables generally range from $100,000 to $1Bamiwith fixed or variable interest rates andnsrof two to ten years.

Construction equipment financing includes finanafigquipment (i.e., asphalt and concrete plantBdbzers, excavators, cranes, and loaders, etthetconstruction industry.
Construction equipment finance receivables generatige from $100,000 to $15 million with fixedariable interest rates and terms of three to sgeans.

We also generate equipment rental income througletising of construction equipment, various trueksl other equipment to clients through operatages.

SPECIALITY FINANCE GROUP SUBSIDIARIES

The Specialty Finance Group also consists of séparaolly owned subsidiaries of 1st Source Bankaolhinclude: Michigan Transportation Finance Corfiora 1st Source Specialty Finance,
Inc., SFG Equipment Leasing, Inc., 1st Source inegliate Holding, LLC, 1st Source Commercial Airtlagasing, Inc., and SFG Equipment Leasing Corpamét

TRUSTCORP MORTGAGE COMPANY

Trustcorp Mortgage Company (Trustcorp) is a morégbgnking company with one office in Indiana and office in Ohio and is a wholly owned subsidiafylet Source Corporation. Trustcorp
provides real estate mortgage loan services priynarthe one-to-four family residential housing rket. Most of the residential mortgages originaaed/or purchased are sold into the secondary
market and serviced by Trustcorp.




1st SOURCE INSURANCE, INC.

1st Source Insurance, Inc. is a wholly owned suasicdf 1st Source Bank that provides insuranceises to individuals and businesses covering cagoand personal property products,
casualty insurance products, and individual andigteealth and life insurance products.

1st SOURCE CORPORATION INVESTMENT ADVISORS, INC.

1st Source Corporation Investment Advisors, In@ vsholly owned subsidiary of 1st Source Bank firavvides investment advisory services to trustiamdstment clients of 1st Source Bank .
to the 1st Source Monogram Funds. 1st Source Catiparlnvestment Advisors, Inc. is registered asn@estment advisor with the Securities and ExcleaBgmmision under the Investment
Advisors Act of 1940. 1st Source Corporation Inwestt Advisors, Inc. serves strictly in an adviscapacity and, as such, does not hold any clientritiss.

OTHER CONSOLIDATED SUBSIDIARIES

We have various other subsidiaries that are naiifgignt to the consolidated entity.

1st SOURCE CAPITAL TRUST I, lll, AND IV

Our unconsolidated subsidiaries include, 1st SoGaggital Trust Il, IIl, and IV (1st Source Capifdust | was dissolved on May 26, 2005). These slidses were created for the purposes of
issuing $17.25 million, $10.00 million, and $30®dlion of trust preferred securities, respectivedyd lending the proceeds to 1st Source. We gteaon a limited basis, payments of
distributions on the trust preferred securities pagments on redemption of the trust preferred rétées!

COMPETITION

The activities in which we and the Bank engagehagbly competitive. These activities and the gepbia markets served involve competition with othanks, some of which are affiliated with
large bank holding companies headquartered outdidar principal market. We generally compete omlasis of client service and responsivenesséatafieeds, available loan and deposit
products, the rates of interest charged on loaddemses, the rates of interest paid for fundsrothedit and service charges, the quality of ses/rendered, the convenience of banking facilities
and in the case of loans and leases to large coomhborrowers, relative lending limits.

In addition to competing with other banks withirr guimary service areas, the Bank also competds otfter financial service companies, such as creddns, industrial loan associations,
securities firms, insurance companies, small laanpanies, finance companies, mortgage companigsestate investment trusts, certain governmeggheies, credit organizations, and other
enterprises. Additional competition for depositdigids comes from United States Government seesrifirivate issuers of debt obligations, and seppbf other investment alternatives for
depositors. Many of our non-bank competitors aresnbject to the same extensive Federal regulatimtsyovern bank holding companies and banks. 8aolbank competitors may, as a res
have certain advantages over us in providing s@néces.

We compete against these financial institutionsfgring a full array of products and highly peratired services. We also rely on our history in coire market dating back to 1863, as well as,
relationships that long-term colleagues have withdients, and the capacity we have for quick laleision-making.

EMPLOYEES
At December 31, 2006, we had approximately 1,20pleyees on a full-time equivalent basis. We prowadeide range of employee benefits and considel@yap relations to be good.

REGULATION AND SUPERVISION

General— 1st Source and the Bank are extensively regulatdeniederal and State law. To the extent thafdfi@ving information describes statutory or regoly provisions, it is qualified i

its entirety by reference to the particular statptnd regulatory provisions. Any change in apfiledaws or regulations may have a material eféecour business and our prospective business.
Our operations may be affected by legislative clearand by the policies of various regulatory alities: We are unable to predict the nature or ttterd of the effects on our business and
earnings that fiscal or monetary policies, econoewiatrols, or new Federal or State legislation rnaye in the future.

We are a registered bank holding company undeB#mk Holding Company Act of 1956 (BHCA) and, astsuse are subject to regulation, supervision, amirenation by the Board of
Governors of the Federal Reserve System (FedesrRe). We are required to file annual reports withFederal Reserve and to provide the FederarResuch additional information as it
may require.

The Bank, as an Indiana state bank and membeedfétieral Reserve System, is supervised by tharaddepartment of Financial Institutions (DFI) dhd Federal Reserve. As such, the Bank
is regularly examined by and subject to regulatipmsnulgated by the DFI and the Federal Reserveate the Federal Deposit Insurance CorporatiohQ)-provides deposit insurance to the
Bank, the Bank is also subject to supervision amilation by the FDIC (even though the FDIC isit®primary Federal regulator).

Bank Holding Company Act— Under the BHCA, as amended, our activities amgtéid to business so closely related to bankingyagang, or controlling banks as to be a propermieot
thereto. We are also subject to capital requiremapplied on a consolidated basis in a form subathnsimilar to those required of the Bank. ThelBA also requires a bank holding compan
obtain approval from the Federal Reserve beforag@uiring, or holding more than 5% voting interiesany bank or bank holding company, (ii) acquirail or substantially all of the assets of
another bank or bank holding company, or (iii) nieggor consolidating with another bank holding camyp.




The BHCA also restricts non-bank activities to #@sich, by statute or by Federal Reserve regulaiicorder, have been identified as activities @lpselated to the business of banking or of
managing or controlling banks. As discussed betber, Gramm-Leach-Bliley Act, which was enacted i®99stablished a new type of bank holding comparown as a "financial holding
company," that has powers that are not otherwisdable to bank holding companies.

Financial Institutions Reform, Recovery and Enforcenent Act of 1989— The Financial Institutions Reform, Recovery amddfcement Act of 1989 (FIRREA) reorganized anarefed the
regulatory structure applicable to financial ingiibns generally.

The Federal Deposit Insurance Corporation Improvemat Act of 1991— The Federal Deposit Insurance Corporation Impmoet Act of 1991 (FDICIA) was adopted to supenase

regulate a wide variety of banking issues. In gah&DICIA provides for the recapitalization of tBank Insurance Fund (BIF), deposit insurance refancluding the implementation of risk-
based deposit insurance premiums, the establishofi¢ine capital levels for financial institutior{well capitalized," "adequately capitalized," "werdapitalized," "significantly undercapitalize:
and "critically undercapitalized") that would imgomore scrutiny and restrictions on less capitdlinstitutions, along with a number of other sujgky and regulatory issues. At December 31,
2006, the Bank was categorized as "well capitalizestaning that its total risk-based capital rati@eeded 10.00%, its Tier 1 risk-based capitab mtceeded 6.00%, its leverage ratio exceeded
5.00%, and it was not subject to a regulatory qrdgreement, or directive to meet and maintainegifip capital level for any capital measure.

Federal Deposit Insurance Reform Act— On February 1, 2006, Congress approved the Felfeposit Insurance Reform Act of 2005 (FDIRA). Angpother things, the FDIRA provides for
the merger of the Bank Insurance Fund with the i@m/iAssociation Insurance Fund and for an immediatrease in Federal deposit insurance for certirement accounts up to $250,000. The
statute further provides for the indexing of theximaum deposit insurance coverage for all typesegfasit accounts in the future to account for indlat The FDIRA also requires the FDIC to
provide certain banks and thrifts that were in &xise prior to December 31, 1996 with one-time itsejainst future premiums based on the amoutitedf payments to the Bank Insurance
Fund or Savings Association Insurance Fund pridh&b date.

Securities and Exchange Commission (SEC) and The Blidaq Stock Market (Nasdaq)— We are under the jurisdiction of the SEC andaiarstate securities commissions for matters redati
to the offering and sale of our securities andiouestment advisory services. We are subject talthelosure and regulatory requirements of the 8gesi Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended, amédared by the SEC. We are listed on the Nasdadb Select Market under the trading symbol "SRGHEd we are subject to the rules of
Nasdag for listed companie

Riegle-Neal Interstate Banking and Branching Efficency Act of 1994— Congress enacted the Riegle-Neal Interstate Bgréad Branching Efficiency Act of 1994 (Interstétet) in
September 1994. Beginning in September 1995, baltkrty companies have the right to expand, by aaggiexisting banks, into all states, even those&tvhad theretofore restricted entry. The
legislation also provides that, subject to futucgam by individual states, a holding company hesright to convert the banks which it owns in eliéint states to branches of a single bank. The
states of Indiana and Michigan have adopted tlegstdte branching provisions of the Interstate Act.

Economic Growth and Regulatory Paperwork ReductiorAct of 1996— The Economic Growth and Regulatory Paperwork R&dn Act of 1996 (EGRPRA) was signed into law on
September 30, 1996. Among other things, EGRPR/astlieed the non-banking activities application mee for well-capitalized and well-managed bank ingl¢dompanies.

Gramme-Leach-Bliley Act of 1999— The Gramm-Leach-Bliley Act of 1999 (GLBA) is imeed to modernize the banking industry by remoWagiers to affiliation among banks, insurance
companies, the securities industry, and other firdservice providers. It provides financial orgations with the flexibility of structuring sucHfgéiations through a holding company structure
or through a financial subsidiary of a bank, subfecertain limitations. The GLBA establishes avrtgpe of bank holding company, known as a finaho@ding company, which may engage in
an expanded list of activities that are "finanamhature," which include securities and insurabiekerage, securities underwriting, insurance uwndéng, and merchant banking. The GLBA
also sets forth a system of functional regulattat makes the Federal Reserve the "umbrella sigmetvior holding companies, while providing for thepervision of the holding company’s
subsidiaries by other Federal and state agencieésnk holding company may not become a financildihg company if any of its subsidiary financiabfitutions are not well-capitalized or well-
managed. Further, each bank subsidiary of the hgldompany must have received at least a satisfa@mmmunity Reinvestment Act (CRA) rating. The GA Blso expands the types of
financial activities a national bank may conducbtigh a financial subsidiary, addresses state agigul of insurance, generally prohibits unitanyifthrolding companies organized after May 4,
1999, from participating in new activities that a@ financial in nature, provides privacy proteatfor nonpublic customer information of finandiastitutions, modernizes the Federal Home
Loan Bank system, and makes miscellaneous regulatgrovements. The Federal Reserve and the Segmftéhe Treasury must coordinate their supervisiegarding approval of new
financial activities to be conducted through a ficial holding company or through a financial sukesigl of a bank. While the provisions of the GLBAyegding activities that may be conducted
through a financial subsidiary directly apply oidynational banks, those provisions indirectly ggplstate-chartered banks. In addition, the Bargubject to other provisions of the GLBA,
including those relating to CRA and privacy, redesd of whether we elect to become a financialihgldompany or to conduct activities through afficial subsidiary of the Bank. We do not,
however, currently intend to file notice with thed@d to become a financial holding company or age in expanded financial activities through arficial subsidiary of the Bank.

Financial Privacy — In accordance with the GLBA, Federal banking tetirs adopted rules that limit the ability of bardnd other financial institutions to disclose mparplic information abou
customers to nonaffiliated third parties. Thesdthtions require disclosure of privacy policiesctmsumers and, in some circumstances, allow consuim@revent disclosure of certain personal
information to a nonaffiliated third party. The yacy provisions of the GLBA affect how consumeimfation is transmitted through diversified finaala@tompanies and conveyed to outside
vendors.

USA Patriot Act of 2001— The USA Patriot Act of 2001 (USA Patriot Act) wsigned into law primarily as a result of the teisbattacks of September 11, 2001. The USA Pa#abtis
comprehensive anti-terrorism legislation that, aghother things, substantially broadened the scép@atd>money laundering laws and regulations byasipg significant new compliance and
due diligence obligations on financial institutions

The regulations adopted by the United States Trgd3epartment under the USA Patriot Act impose mdligations on financial institutions to maintaippaopriate policies, procedures and
controls to detect, prevent and report money latingeand terrorist financing. Additionally, theg@ations require that we, upon request from therggriate Federal regulatory agency, provide
records related to antitoney laundering, perform due diligence of priviaéking and correspondent accounts, establishatasdor verifying customer identity, and perforther related dutie:




Failure of a financial institution to comply withé USA Patriot Act's requirements could have serlegal and reputational consequences for theutisin.

Regulations Governing Capital Adequacy— The Federal bank regulatory agencies use caaitduacy guidelines in their examination and reguiaf bank holding companies and banks. If
capital falls below the minimum levels establislgdthese guidelines, a bank holding company or hétikbe required to submit an acceptable planachieving compliance with the capital
guidelines and will be subject to denial of apgiicas and appropriate supervisory enforcement mastidhe various regulatory capital requirementsweare subject to are disclosed in Part I,
Item 8, Financial Statements and Supplementary Batdote Q of the Notes to Consolidated Financiat&nents. Our management believes that the risghting of assets and the risk-based
capital guidelines does not have a material advierpact on our operations or on the operationfieBank.

Community Reinvestment Act— The Community Reinvestment Act of 1977 requiteat,tin connection with examinations of financiatitutions within their jurisdiction, the Fedekanking
regulators must evaluate the record of the findniesditutions in meeting the credit needs of tHe@al communities, including low and moderate imeoneighborhoods, consistent with the safe
and sound operation of those banks. Federal bam&igators are required to consider a financistitation's performance in these areas as thegwesapplications filed by the institution to
engage in mergers or acquisitions or to open acbranfacility.

Regulations Governing Extensions of Credit— The Bank is subject to certain restrictions imgzbby the Federal Reserve Act on extensions oftdedst Source or our subsidiaries, or
investments in our securities and on the use ofeaurities as collateral for loans to any borr@av&hese regulations and restrictions may limitahility to obtain funds from the Bank for our
cash needs, including funds for acquisitions amgp&yment of dividends, interest and operating esps. Further, the BHCA, certain regulations offtbderal Reserve, state laws and many
Federal laws govern the extensions of credit amegdly prohibit a bank from extending credit, egigg in a lease or sale of property, or furnishéegvices to a customer on the condition that
the customer obtain additional services from thektsaholding company or from one of its subsidiarie

The Bank is also subject to certain restrictionpdsed by the Federal Reserve Act on extensiongedftdo executive officers, directors, principabseholders, or any related interest of such
persons. Extensions of credit (i) must be madeutstantially the same terms, including interestgatnd collateral, and following credit underwgtiorocedures that are at least as stringent as
those prevailing at the time for comparable tratisas with persons not covered above and who aremployees, and (ii) must not involve more thaamrlormal risk of repayment or present
other unfavorable features. The Bank is also stilbgecertain lending limits and restrictions on mirafts to such persons.

Reserve Requirements— The Federal Reserve requires all depositorytirt&ins to maintain reserves against their transaetccount deposits. Reserves of 3.00% must betaiaed against
net transaction accounts greater than $7.80 millioeh less than $48.3 million (subject to adjustnilnthe Federal Reserve) and reserves of 10.00% lmeusaintained against that portion of net
transaction accounts in excess of $48.3 million.

Dividends — The ability of the Bank to pay dividends and nmgeraent fees is limited by various state and Fedawad, by certain covenant agreements, by the atiguls promulgated by its
primary regulators, and by the principles of prudsank management.

Monetary Policy and Economic Control— The commercial banking business in which we erga@ffected not only by general economic condgjdut also by the monetary policies of the
Federal Reserve. Changes in the discount rate omberebank borrowing, availability of borrowing &et"discount window," open market operations, thpasition of changes in reserve
requirements against member banks deposits antsagdereign branches, and the imposition of, ehdnges in, reserve requirements against certaiowimgs by banks and their affiliates are
some of the instruments of monetary policy avadablthe Federal Reserve. These monetary policgegsed in varying combinations to influence ovegedwth and distributions of bank loans,
investments, and deposits, and such use may affecest rates charged on loans and leases oopai@posits. The monetary policies of the FedeeslelRve have had a significant effect on the
operating results of commercial banks and are é¢rgdeo do so in the future. The monetary policiethe Federal Reserve are influenced by varioufacincluding inflation, unemployment,
short-term and longerm changes in the international trade balancg jrathe fiscal policies of the U.S. Governmenttufe monetary policies and the effect of such pedion our future busine
and earnings, and the effect on the future busiaedsarnings of the Bank cannot be predicted.

Sarbanes-Oxley Act of 2002— On July 30, 2002, the Sarbanes-Oxley Act of 2(BQA) was signed into law. The SOA's stated goadkide enhancing corporate responsibility, incregsi
penalties for accounting and auditing improprietiepublicly traded companies and protecting inwessby improving the accuracy and reliability ofporate disclosures pursuant to the secu
laws. The SOA generally applies to all companies fite or are required to file periodic reportsiwihe SEC under the Securities Exchange Act oi{#Xchange Act.)

Among other things, the SOA creates the Public CamypAccounting Oversight Board as an independedy Isobject to SEC supervision with responsibility $etting auditing, quality control,
and ethical standards for auditors of public congmarThe SOA also requires public companies to nfiakter and more-extensive financial disclosureguires the chief executive officer and the
chief financial officer of public companies to pide signed certifications as to the accuracy amdpteteness of financial information filed with tB&C, and provides enhanced criminal and
penalties for violations of the Federal securitass.

The SOA also addresses functions and respongkilitf audit committees of public companies. Thautaby mandating certain stock exchange listirigs, makes the audit committee directly
responsible for the appointment, compensation,caedsight of the work of the company's outside tardand requires the auditor to report directlyhte audit committee. The SOA authorizes
each audit committee to engage independent coansebther advisors, and requires a public compamydvide the appropriate funding, as determine@sgudit committees, to pay the
company's auditors and any advisors that its aaditmittee retains. The SOA also requires publicgamnies to include an internal control report argkasment by management, along with an
attestation to this report prepared by the compamgistered public accounting firm, in their anmaports to stockholders.

Pending Legislation— Because of concerns relating to competitivenaesstiae safety and soundness of the banking industiggress often considers a number of wide-rangingosals for
altering the structure, regulation, and competitiMationships of the nation’s financial institutm We cannot predict whether or in what form argppsals will be adopted or the extent to which
our business may be affected thereby.




ITEM 1A. RISK FACTORS .

An investment in our common stock is subject tagimherent to our business. The material risk amzkrtainties that we believe affect us are desdrlielow. See "Forward Looking Stateme
under Item 7 of this report for a discussion ofesttmportant factors that can affect our business.

Fluctuations in interest rates could reduce our prétability and affect the value of our assets — Like other financial institutions, we are subjéxinterest rate risk. Our primary source of
income is net interest income, which is the diffe® between interest earned on loans and leasesvasiments, and interest paid on deposits andargs. We expect that we will periodice
experience imbalances in the interest rate seit@#wof our assets and liabilities and the relahips of various interest rates to each otherr @mg defined period of time, our interest-earning
assets may be more sensitive to changes in manteeest rates than our interest-bearing liabiljt@svice-versa. In addition, the individual marketerest rates underlying our loan and lease and
deposit products may not change to the same degezea given time period. In any event, if markeefest rates should move contrary to our posigannings may be negatively affected. In
addition, loan and lease volume and quality anddigpolume and mix can be affected by market ggerates as can the businesses of our clientsigéhan levels of market interest rates could
have a material adverse affect on our net inteqstad, asset quality, origination volume, and alverofitability.

Over the last two years, the Federal Reserve iserkis target for Federal funds rate 400 basistpoWhile these short-term market interest ratdsdh are used as a guide for pricing deposits)
have increased, longer-term market interest ratbgb are used as a guide for pricing longer-tesamb and leases) have not. If short-term intee¢ssrcontinue to rise, and if rates on our
deposits and borrowings continue to reprice upwéasier than the rates on long-term loans and $eaisd investments, we could experience continuatboession of our interest rate spread and
net interest margin, which could have a negatifeceén our profitability.

We principally manage interest rate risk by mangdire volume and mix of our earning assets andifigniéabilities. In a changing interest rate enwineent, we may not be able to manage this
risk effectively. If we are unable to manage instmate risk effectively, our business, financiahdition and results of operations could be maligriarmed.

Changes in the level of interest rates also maytnegy affect our ability to originate loans arehées, the value of our assets and our abilitgatize gains from the sale of our assets, all of
which ultimately could affect our earnings.

Future expansion involves risks — In the future, we may acquire all or part of atfieancial institutions and we may establish deambranch offices. There could be considerablescost
involved in executing our growth strategy. For amste, new branches generally require a periodraf to generate sufficient revenues to offset ttests, especially in areas in which we do not
have an established presence. Accordingly, anybranch expansion could be expected to negativeghaanearnings for some period of time until thenbhareaches certain economies of scale.
Acquisitions and mergers involve a number of risksluding the risk that:

We may incur substantial costs identifying and eatihg potential acquisitions and merger partnersn evaluating new markets, hiring experiencecthlananagers, and opening r
offices;

Our estimates and judgments used to evaluate cogiitations, management, and market risks rel&ingrget institutions may not be accurate;

There may be substantial lag-time between commletmacquisition or opening a new office and getivggaufficient assets and deposits to supportsoofsthe expansion;

We may not be able to finance an acquisition, erfilancing we obtain may have an adverse effeduroperating results or dilution of our existisigareholders;

The attention of our management in negotiatingaasaction and integrating the operations and pasdaf the combining businesses may be divertem foar existing business;
Acquisitions typically involve the payment of a priem over book and market values and; thereformesdilution of our tangible book value and net imeoper common share
occur in connection with any future transaction;

We may enter new markets where we lack local egpes;

We may incur goodwill in connection with an acqtigsi, or the goodwill we incur may become impairedhjch results in adverse short-term effects onaperating results; or

We may lose key employees and clients.

Competition from other financial services providerscould adversely impact our results of operations— The banking and financial services businessghlizicompetitive. We face
competition in making loans and leases, attraddieygosits and providing insurance, investment, tarsd other financial services. Increased competiti the banking and financial services
businesses may reduce our market share, impagrowth or cause the prices we charge for our sesvic decline. Our results of operations may beesdly impacted in future periods
depending upon the level and nature of competitierencounter in our various market areas.

We are dependent upon the services of our managentégram — Our future success and profitability is subsw@htidependent upon our management and the bakittiges of our senior
executives. We believe that our future results alglo depend in part upon our ability to attraat egtain highly skilled and qualified management ¥e especially dependent on a limited
number of key management personnel, many of whomotibave employment agreements with us. The Ibdseachief executive officer and other senior ngemaent and key personnel could
have a material adverse impact on our operatiooause other officers may not have the experiendee&pertise to readily replace these individualanylof these senior officers have primary
contact with our clients and are extremely impdriammaintaining personalized relationships with olient base. The unexpected loss of servicemefar more of these key employees could
have a material adverse effect on our operatiodgpassibly result in reduced revenues if we welmto find suitable replacements promptly. Cortipetfor senior personnel is intense, and
we may not be successful in attracting and retgisinch personnel. Changes in key personnel andrésgionsibilities may be disruptive to our busgessand could have a material adverse €
on our businesses, financial condition, and resfltperations.




Technology security breaches could expose us to gise liability and damage our reputation— Any compromise of our security also could deter dients from using our internet banking
services that involve the transmission of confid@nhformation. We rely on standard internet ségusystems to provide the security and autheritocatecessary to effect secure transmission of
data. These precautions may not protect our systemmscompromises or breaches of our security nreasthat could result in damage to our reputatiwhlausiness.

Failure to successfully implement a project we havendertaken to replace the majority of our core andancillary data processing systems, would negatiwelmpact our business—

During 2006, we continued to work toward the impéertation of our new core system. Complete conversiclated for 2007. The replacement of our cgstesns has wide-reaching impacts on
our internal operations and business. We can peovidassurance that the amount of this investmiintot exceed our expectations and result in maligrincreased levels of expense or asset
impairment charges. There is no assurance thainitizgtive will achieve the expected cost savingsesult in a positive return on our investmerddaionally, if our new core system does not
operate as intended, or is not implemented as ptirthere could be disruptions in our business wbauld adversely affect our financial conditiordaesults of operations.

We are subject to credit risks relating to our loanand lease portfolios — We have certain lending policies and procedurgsace that are designed to optimize loan anctlgame within
an acceptable level of risk. Our management revavdsapproves these policies and procedures ogudarebasis. A reporting system supplements thieweprocess by providing our
management with frequent reports related to loahlease production, loan quality, concentrationsreflit, loan and lease delinquencies, and nonpeifig and potential problem loans and
leases. Diversification in the loan and lease pbd$ is a means of managing risk associated witttdations and economic conditions.

We maintain an independent loan review departnfexitreviews and validates the credit risk programa geriodic basis. Results of these reviews a¥segmted to our management. The loan and
lease review process complements and reinforcessthéentification and assessment decisions nigdenders and credit personnel, as well as oucipsland procedures.

In the financial services industry, there is alwayésk that certain borrowers may not repay bomgs. Our reserve for loan and lease losses magastifficient to cover the loan and lease
losses that we may actually incur. If we experiedefaults by borrowers in any of our businesseseamings could be negatively affected. Changéscal economic conditions could adversely
affect credit quality, particularly in our local &iness loan and lease portfolio. Changes in ndtes@omic conditions could also adversely affbetquality of our loan and lease portfolio and
negate, to some extent, the benefits of nationardification through our Specialty Finance Groypdstfolio.

Commercial and commercial real estate loans gdgénablve higher credit risks than residentiallreatate and consumer loans. Because paymentswos secured by commercial real estate or
equipment are often dependent upon the succegsfuhtion and management of the underlying assgiayment of such loans may be influenced to a geeant by conditions in the market or
the economy. We seek to minimize these risks thrawg underwriting standards. We obtain finanaidbimation and perform credit risk analysis on oustomers. Credit criteria may include,
but are not limited to, assessments of income, flaals, and net worth; asset ownership; bank aadercredit reference; credit bureau report; andadipmal history.

Commercial real estate or equipment loans are writan after evaluating and understanding the dwer's ability to operate profitably and generaisitive cash flows. Our management
examines current and projected cash flows of theobe@r to determine the ability of the borrowerépay their obligations as agreed. Underwritingidéads are designed to promote relationship
banking rather than transactional banking. Mostmemtial and industrial loans are secured by thetadming financed or other business assets; hoyswme loans may be made on an
unsecured basis. Our credit policy sets differeaximum exposure limits both by business sectoramdcurrent and historical relationship and presiexperience with each customer.

We offer both fixed-rate and adjustable-rate coresumortgage loans secured by properties, substgralbof which are located in our primary marla@ea. Adjustable-rate mortgage loans help
reduce our exposure to changes in interest rategever, during periods of rising interest rates, tisk of default on adjustable-rate mortgage laaag increase as a result of repricing and the
increased payments required from the borrower. #altilly, most residential mortgages are sold thewsecondary market and serviced by our mortgalggidiary, Trustcorp.

Consumer loans are primarily all other non-reatesloans to individuals in our regional markegai@onsumer loans can entail risk, particularlyhie case of loans that are unsecured or secured
by rapidly depreciating assets. In these casestepossessed collateral may not provide an adegoatee of repayment of the outstanding loan balafibe remaining deficiency often does not
warrant further substantial collection efforts agaithe borrower beyond obtaining a deficiency juégt. In addition, consumer loan collections aneethelent on the borrower’s continuing
financial stability, and thus are more likely toddversely affected by job loss, divorce, illnesspersonal bankruptcy.

The 1st Source Specialty Finance Group loan arsklpartfolio consists of commercial loans and leaseured by construction and transportation egeipnincluding aircraft, autos, trucks, and
vans. Finance receivables for this Group geneplhyide for monthly payments and may include prepeyt penalty provisions.

Our construction and transportation related busegsould be adversely affected by slow downsearetonomy. Clients who rely on the use of asse#nfied through the Specialty Finance
Group to produce income could be negatively affécéad we could experience substantial loan arsklézsses. By the nature of the businesses thesgésabperate in, we could be adversely
affected by continued rapid increases of fuel cd3itsce some of the relationships in these indess@ire large (up to $15 million), a slow down cduddre a significant adverse impact on our
performance.

Our construction and transportation related busegsould be adversely impacted by the negatieetsftaused by high fuel costs, terrorist attaoiential attacks, and other destabilizing
events. These factors could contribute to the @eteion of the quality of our loan and lease palitf, as they could have a negative impact on iéneet sensitive businesses for which our
specialty finance businesses provide financing.

In addition, our leasing and equipment financintivéty is subject to the risk of cyclical downturriadustry concentration and clumping, and othefeaske economic developments affecting tf
industries and markets. This area of lending, Wwahsportation in particular, is dependent uporegaineconomic conditions and the strength of theet, construction, and transportation
industries.

ITEM 1B. UNRESOLVED STAFF COMMENTS .

None




ITEM 2. PROPERTIES .

Our headquarters building is located in downtownt8d@end. In 1982, the land was leased from the @fiSouth Bend on a 49-year lease, with a 50-ye@ewal option. The building is part of a
larger complex, including a 300-room hotel and @-68r parking garage. Also, in 1982, we sold thiding and entered into a leaseback agreementthétpurchaser for a term of 30 years. The
building is a structure of approximately 160,000&@ feet, with 1st Source and our subsidiariespgiog approximately 70% of the available officeasp and approximately 30% subleased to
unrelated tenants.
At December 31, 2006, we also owned property artalfddings on which 46 of the Bank subsidiary’st@hking centers were located, including the faesiin Allen, Elkhart, Fulton,
Huntington, Kosciusko, LaPorte, Marshall, Porter,J®seph, Starke, and Wells Counties in the Sfaliediana and Berrien and Cass Counties in theeStaMichigan, as well as an operations
center, training facility, warehouse, and our formeadquarters building, which is utilized for atahial business operations. The Bank leases additigroperty and/or buildings to and from
third parties under lease agreements negotiatadret-length.

ITEM 3. LEGAL PROCEEDINGS .

1st Source and our subsidiaries are involved ifouarlegal proceedings incidental to the conduaiwfbusinesses. Our management does not expéethéhautcome of any such proceedings
will have a material adverse effect on our consaéid financial position or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS .
None
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES .

Our common stock is traded on the Nasdaq Glob@&cs&arket under the symbol "SRCE." The followiale sets forth for each quarter the high and lal@ssprices for our common stock, as
reported by Nasdag, and the cash dividends paidhzee for each quarter.

2006 Sales Price Cash Dividends 2005 Sales Price Cash Dividends
Common Stock Pricesfquarter ended) High Low Paid High Low Paid
March 31 $ 27.26 $ 22.64 $ 127 $ 23.49 $ 18.54 $ .109
June 30 30.81 24.68 127 21.64 17.65 109
September 30 31.33 28.46 .140 23.54 20.06 .109
December 31 33.46 29.08 .140 23.72 19.02 118

As of December 31, 2006, there were 1,037 holdersanrd of 1st Source common stock
* The computation of per common share data givesaetive recognition to a 10% stock dividend desdiaJuly 27, 2006.

COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN*

Among 1st Source, NASDAQ Market Index** and Peer Goup Index***

—4— 15t Source —M - NASDAGHNdeY - -& - PeerGroup

200

178

150

195 100
100
100

100 B

75

50

25

2001 2002 2003 2004 2005 2006

* Assumes $100 invested on December 31, 2001, ti8dsrce Corporation common stock, Nasdaq markiebinand peer group index.



** The NASDAQ Market Index is calculated using eimpanies which trade on the Nasdaqg National M&kstem or on the NASD Supplemental Listing. lfudes both domestic and foreign
companies.

*** The peer group is a market-capitalization-weiigth stock index of 62 banking companies in Indiavighigan, Ohio, and Wisconsin.

NOTE: Total return assumes reinvestment of divide




The following table summarizes our share repurclaasieity during the three months ended DecembefB06.

Issuer Purchases of Equity Securities

Total Number of

Shares Purchased as

Maximum Number (or Approximate

Dollar Value) of Shares that

Total Number of Average Price Part of Publicly Announced may yet be Purchased Under
Period Shares Purchased Paid Per Share Plans or Programs* the Plans or Programs
October 01 - 31, 2006 = $ = = 954,796
November 02- 30, 2006 5,571 30.80 5,571 949,225
December 01 - 31, 2006 536 31.47 536 948,689

*1st Source maintains a stock repurchase plarvihatauthorized by the Board of Directors on Ap7i) 2006. Under the terms of the plan, 1st Source maurchase up to

1,025,248 shares of its common stock when favorednelitions exist on the open market or throughigis transactions at various prices from timerteetiSince the inception

of the plan, 1st Source has repurchased a to#6,669 shares.

Federal laws and regulations contain restrictianshe ability of 1st Source and the Bank to payddéimds. For information regarding restrictions aridénds, see Part |, Item 1, Business -
Regulation and Supervision - Dividends and Paitéin 8, Financial Statements and Supplementarg Phibte Q of the Notes to Consolidated Financiaté3nents.

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data should bedriaconjunction with our Consolidated Financiaht®ments and the accompanying notes presentedhelseiverein.

(Dollars in thousands, except per share amounts) 2006 2005 2004 2003 2002
Interest income $ 208,99: $ 168,53: $ 151,437 $ 162,32: $ 199,50:
Interest expense 102,56: 70,10« 52,74¢ 59,07( 80,81
Net interest incom 106,43( 98,42¢ 98,68¢ 103,25: 118,68t
(Recovery of) provision for loan and lease losses (2,73€) (5,85%) 229 17,36 39,657
Net interest income after (recovery of) provision

loan and lease losses 109,16¢ 104,28 98,45¢ 85,89! 79,02¢
Noninterest incom 76,58t 68,53¢ 62,730 80,19¢ 73,117
Noninterest expens 126,21 123,43¢ 127,09: 138,90 140,74:
Income before income taxes 59,54: 49,377 34,101 27,18: 11,40¢
Income taxes 20,24¢ 15,62¢ 9,13¢€ 8,02¢ 1,36€
Net income $ 39,297 $ 33,751 $ 24,965 $ 19,15 $ 10,03¢
Assets at year-end $ 3,807,31! $ 3,511,27 $ 3,5663,71! $ 3,330,15! $ 3,407,46!
Long-term debt and mandatorily redeemable

securities at year-end 43,761 23,237 17,96¢ 22,80: 16,87¢
Shareholders’ equity at year-end 368,90: 345,57t 326,60( 314,69: 309,42¢
Basic net income per common share * 1.74 1.4¢ 1.1C 0.82 0.4
Diluted net income per common share * 1.7z 1.4¢€ 1.0¢€ 0.8z 0.4:
Cash dividends per common share * .534 A44E .382 .33¢ 321
Dividend payout ratio 31.05% 30.48% 35.3% 40.9¢% 76.05%
Return on average assets 1.11% 1.0(% 0.7%% 0.5%% 0.2%
Return on average common equity 10.9¢% 10.12% 7.81% 6.12% 3.2%
Average common equity to average assets 10.09% 9.8% 9.55% 9.6(% 8.95%

* The computaion of per common share data givasaetive recognition to a 10% stock dividend desdiajuly 27, 2006.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATION .

The purpose of this analysis is to provide the eeadth information relevant to understanding asdessing our results of operations for each op#s three years and financial condition for
each of the past two years. In order to fully apjate this analysis the reader is encouraged tiewethe consolidated financial statements andssieal data presented in this document.

FORWARD-LOOKING STATEMENTS

This report, including Management’s Discussion Andlysis of Financial Condition and Results of GgiEms, contains forward-looking statements. Fodalapking statements include
statements with respect to our beliefs, plans,atbvjes, goals, expectations, anticipations, assiomgt estimates, intentions, and future performaand involve known and unknown risks,
uncertainties and other factors, which may be bdyarr control, and which may cause actual respi6ormance or achievements to be materially difiefrom future results, performance or

achievements expressed or implied by such forwaollihg statements.

-10-




" ow "o« nou

All statements other than statements of histofmal are statements that could be forward-lookiagesnents. Words such as “believe”, “contemplatedek”, “estimate”, “plan”, “project”,
“anticipate”, “assume”, “expect”, “intend”, “targed”, “continue”, “remain”, “will”, “should”, “indicate”, “would”, “may” and other similar expressioa intended to identify forward-looking
statements but are not the exclusive means ofifgien such statements. Forward-looking statementside current expectations or forecasts of fuewents and are not guarantees of future
performance, nor should they be relied upon assgmting management’s views as of any subsequantTse forward-looking statements are based orerpectations and are subject to a
number of risks and uncertainties.

All written or oral forward-looking statements thee made by or attributable to us are expressijified in their entirety by this cautionary notid&'e have no obligation and do not undertake to
update, revise, or correct any of the forward-logkstatements after the date of this report, @rafte respective dates on which such statememsveise are made. We have expressed our
expectations, beliefs, and projections in goodhfaitd we believe they have a reasonable basis. Hywee make no assurances that our expectatietiefd) or projections will be achieved or
accomplished. These forward-looking statements nuaye realized due to a variety of factors, inalgdwithout limitation, the following:

Local, regional, national, and international ecoimoonditions and the impact they may have on wbaur clients and our assessment of that impact.

Changes in the level of nonperforming assets aadgehoffs.

Changes in estimates of future cash reserve raqairs based upon the periodic review thereof urelevant regulatory and accounting requirements.

The effects of and changes in trade and monetahfiscal policies and laws, including the intenede policies of the Federal Reserve Board.

Inflation, interest rate, securities market, anchetary fluctuations.

Political instability.

Acts of war or terrorism.

Substantial increases in the cost of fuel.

The timely development and acceptance of new prtsdared services and perceived overall value ofetipesducts and services by others.

Changes in consumer spending, borrowings, and gaviabits.

Changes in the financial performance and/or coowlitif our borrowers.

Technological changes.

Acquisitions and integration of acquired businesses

The ability to increase market share and contrpeeses.

Changes in the competitive environment among baditg companies.

The effect of changes in laws and regulations (idiclg laws and regulations concerning taxes, baplgacurities, and insurance) with which we andsuosidiaries must comply.
The effect of changes in accounting policies aratfices and auditing requirements, as may be addpteéhe regulatory agencies, as well as the P@impany Accounting Oversic
Board, the Financial Accounting Standards Board, @her accounting standard setters.

Changes in our organization, compensation, andfibgrens.

The costs and effects of legal and regulatory agraeknts including the resolution of legal procegdimr regulatory or other governmental inquires #mel results of regulato
examinations or reviews.

Greater than expected costs or difficulties relatetthe integration of new products and lines dfibass.

Our success at managing the risks described in 1t&nRRisk Factors.

EXECUTIVE SUMMARY

Our mission is to help individuals, institutionsjsinesses, and communities achieve security, uelath, and realize their dreams. We accomplishnaigsion by maintaining a high degree
integrity, offering outstanding client service,aaitting superior quality in everything we do, worsias a team, and providing leadership in the conitesrwe serve.

We have established goals in our 2010 strategic which are being driven by six initiativeslevelop our people; vitalize sales; roll out fidhgces in all markets; open new markets; upg
our core systems; and achieve superior financidbpaance.

In order to meet our 2010 objectives we have foduse staff development on recruiting, hiring, aethining employees who share our core values iofgbeccessible and attentive to the n
of our clients. To vitalize sales, we opened nedédgigned banking centers to give better servicenam@ convenience to our customers. We focusednail ®usiness clients and became th
SBA lender in Northern Indiana and SouthwesternHigian in 2006; and we piloted a program of retaihkers who became "mictenders"” serving the needs of small business sliéntFor
Wayne, we added private banking, agricultural andlsbusiness banking, investment and asset maregeand business banking to our service offeriigeur retail banking system, we ad
asset advisors to assist our clients in investmamdswe opened a new banking center in our traditimarket.

In 2006, we also focused on opening in totally mearkets. To gain new clients, we opened a fadifititalamazoo which will initially focus on privateanking and small business clients;
have hired leadership for our efforts in Lafayetteliana which will open in 2007. Additionally, wednducted significant analysis on areas within @wn markets and across the countr
showcase opportunities where 1st Source might ekplamough de novo branching or acquisitions. Owl g®to find acquisition partners that are culliyraimilar and possess significant mai
presence or have potential for improved profité@pifhrough financial management, economies of s@ald expanded servic&Sonsistent with our goal of growth market expansmm Februar
19, 2007, we announced the agreement and plan afemeith FINA Bancorp, Inc., the parent companyFafst National Bank, Valparaiso. Pending customensing conditions, includir
regulatory approval, we expect the merger to bepterad in the second quarter of 2007. We beliei® dhquisition provides us with an opportunity ¢anjtwo strong local banks with simi
values, history, and legacies. First National Barddparaiso is located in the fastest growing areaur retail market and will serve as a platfoiwn future expansion.

None of this can be accomplished without the prapfastructure. We are in the process of repla@ng core accounting and management systems ttiaallwiwv us to grow and expand
becoming more effective and efficient. A major pamtof this will be installed during 2007.
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CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements are prep@aradcordance with U. S. generally accepted acaogiprinciples and follow general practices withie industries in which we operate.
Application of these principles requires our mamaget to make estimates or judgments that affecatheunts reported in the financial statements aedrapanying notes. These estimates or
judgments reflect our managem's view of the most appropriate manner in whicheioord and report our overall financial performari®ecause these estimates or judgments are based on
current circumstances, they may change over tinprave to be inaccurate based on actual experiércsuch, changes in these estimates, judgment&raamssumptions may have a significant
impact on our financial statements. All accountidjcies are important, and all policies describe®art 11, Item 8, Financial Statements and Supeletary Data, Note A (Note A), should be
reviewed for a greater understanding of how ouarfial performance is recorded and reported.

We have identified three policies as being critlwatause they require our management to make plartic difficult, subjective, and/or complex estitea or judgments about matters that are
inherently uncertain and because of the likelihtiad materially different amounts would be reponteder different conditions or using different asgtions. These policies relate to the
determination of the reserve for loan and leasgel®sthe valuation of mortgage servicing rightsl, e valuation of securities. Our management lsad the best information available to make
the estimations or judgments necessary to valueethted assets and liabilities. Actual performathee differs from estimates or judgments and feitthianges in the key variables could change
future valuations and impact net income. Our mamaege has reviewed the application of these poligiitls the Audit Committee of the Board of Directofsbrief discussion of our critical
accounting policies appears below.

Reserve for Loan and Lease Losses- The reserve for loan and lease losses represantsanagemerd’estimate of probable losses inherent in the éoathlease portfolio and the establishn
of a reserve that is sufficient to absorb thosedssIn determining an adequate reserve, our mar@aganakes numerous judgments, assumptions, aintaéss based on continuous review of
loan and lease portfolio, estimates of future ¢lgerformance, collateral values, and dispositamwell as historical loss rates and expected ftasis. In assessing these factors, our manage
benefits from a lengthy organizational history @xgerience with credit decisions and related outrhonetheless, if our management’s underlyingrapions prove to be inaccurate, the
reserve for loan and lease losses would have &gljusted. Our accounting policy related to themesés disclosed in Note A under the heading "Reséor Loan and Lease Losses."

Mortgage Servicing Rights Valuation— We recognize as assets the rights to servicegagetloans for others, known as mortgage serviegigs whether the servicing rights are acquired
through purchases or through originated loans. & servicing rights do not trade in an activenaparket with readily observable market priceshéligh sales of mortgage servicing rights
do occur, the precise terms and conditions mayaaotadily available. As such, the value of mortgsgrvicing assets are established and valued d&nogunted cash flow modeling techniques
which require management to make estimates regaaditimated future net servicing cash flows, takinig consideration actual and expected mortgage fwepayment rates, discount rates,
servicing costs, and other economic factors. Theeeted and actual rates of mortgage loan prepaygnaeatthe most significant factors driving the ealii mortgage servicing assets. Increases in
mortgage loan prepayments reduce estimated fuitreemvicing cash flows because the life of theeulyihg loan is reduced. In determining the faitueaof the mortgage servicing assets,
mortgage interest rates (which are used to determriepayment rates), and discount rates are hektaat over the estimated life of the portfolio pEgted mortgage loan prepayment rates are
derived from a third-party model and adjusted fteot our actual prepayment experience. Mortgageiciag assets are carried at the lower of tha@ahéapitalized amount, net of accumulated
amortization or fair value. The values of theseetssare sensitive to changes in the assumptiomsarskreadily available market pricing does nosexihe valuation of mortgage servicing assets
is discussed further in Note A under the headingrtiyage Banking Activities."

Valuation of Securities—Our available-for-sale security portfolio is refeat at fair value. The fair value of a securitgletermined based on quoted market prices. If quuigdket prices are not
available, fair value is determined based on quptezs of similar instruments. Available-for-saled held-to-maturity securities are reviewed qubrfer possible other-than-temporary
impairment. The review includes an analysis offtfets and circumstances of each individual investrsach as length of time the fair value has besovb cost, the expectation for that secur
performance, the credit worthiness of the issued,@ur intent and ability to hold the security éotime necessary to recover the amortized cosedirte in value that is considered to be other-
than-temporary is recorded as investment secuatielsother investment losses in the Consolidatate®ients of Income. The valuation of securitiedissussed further in Note A under the
heading "Securities."

EARNINGS SUMMARY

Net income in 2006 was $39.30 million, up from $&million in 2005 and up from $24.97 million in@0. We declared a 10% stock dividend on July 2062¢herefore, all share and per st
information has been adjusted accordingly. Dilutetlincome per common share was $1.72 in 20066$t.2005, and $1.08 in 2004. Return on average &sisets was 1.11% in 2006 comps
to 1.00% in 2005, and 0.75% in 2004. Return on@ayeicommon shareholders' equity was 10.98% in 2666us 10.12% in 2005, and 7.81% in 2004.

Net income in 2006 was favorably affected by arsgirimcrease in noninterest income that was primaeilated to solid progress in growing our leasgaigment portfolio during the year a
positive market valuation adjustments related toiovestments in venture partnerships. Net interesime improved 8.13% for 2006 over 2005. The mwpment in net interest income was
driven primarily by an increase in average earrisgets; however, the higher cost of deposits gre#flet the increase in average earning assetsintwest expense increased moderately in
2006 as compared to 2005. Net income in 2005 wawmdbly affected by a recovery in the provision fzan and lease losses, a reduction in loan ars# leallection and repossession expense,
and decreased professional fee expense. In additicome from deposit fees increased and lossésvestment securities decreased notably from 20@52804. Equipment rental income
decreased and depreciation on leased equipmergadect accordingly in 2005 from 2004. We did nobré@ny other-than-temporary impairment on investnsecurities in 2006. Net income
included $0.61 million and $4.78 million of othdran-temporary impairment on investment securif@s2005 and 2004, respectively.

Dividends paid on common stock in 2006 amounte®0t634 per share, compared to $0.445 per shai@0B, 2nd $0.382 per share in 2004. The level afiegs reinvested and dividend payc
are based on management’s assessment of futuréhgopportunities and the level of capital necessargupport them.
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Upgrade of Core Systems— On December 1, 2005, 1st Source Bank, enterediiticense and service agreement with Fiserv Boisit Inc. (Fiserv), a subsidiary of Fiserv, InbeTagreement
was an integral part of the decision we made toaggya majority of our core and ancillary data pesing systems. We expect the completion of cas&eBys upgrade will increase the
effectiveness and efficiency of our operations tawilitate future growth. We also expect that, otiere, this investment should be offset by elimio@tof current costs for ongoing support of the
current technology platform.

Under the agreement, 1st Source and our affiliatedicensing integrated core technology and amilbystems from Fiserv. The core technology licenscludes a loan system, deposit syst
general ledger system, and customer informatiensfiistem. Fiserv is obligated to provide profesaliservices for installation of the technology aradning, and maintenance support services.
The agreement provides an initial five year maiatere period to begin no later than March 2007. dreement provides for automatic renewal of thenteaance period, after the initial five
year term, unless either party notifies the otHetsantent not to renew. We are subject to teration fees for early termination of the maintenapegod. We expect the initial cost will be
approximately $6.0 million for the technology lisas, professional fees for installation and trajnand hardware delivered under the Fiserv agreemen

During 2006, we worked to organize the various congmts of this large conversion effort. Numerousrimal teams have been formed to manage the i$talland conversion of data and
various systems. Additionally, ATM networks, a v®i@sponse unit (VRU) system, and document imagystems have been or are being installed. We briageon several third party vendors
to integrate several systems, including internekbva and cash management. Our intent is to conneéependent systems, such as the legacy centiatifermation repository and document
image systems, as they are ready. Our goal isrteerbthe core systems in 2007. Our timeframe émversion could be impacted by the delivery of ayst from outside vendors, as well as our
own internal testing. We will implement these newtems only when we are confident and certain eif ttuccessful conversion. We look forward to thelementation of new core systems and
their impact on the effectiveness and efficiencpwf operations and the increased functionality Witk facilitate future growth.

Net Interest Income— Our primary source of earnings is net interesbine, the difference between income on earningsasel the cost of funds supporting those assigsifi8ant categories
of earning assets are loans and securities whilesits and borrowings represent the major portfanterest-bearing liabilities. For purposes of fbkkowing discussion, comparison of net
interest income is done on a tax equivalent bagigh provides a common basis for comparing yieldgarning assets exempt from federal income tax#®se which are fully taxable.

Net interest margin (the ratio of net interest imeoto average earning assets) is affected by mavsnreinterest rates and changes in the mix afiegrassets and the liabilities that fund th
assets. Net interest margin on a fully taxable eajant basis was 3.29% in 2006 compared to 3.2120@%, and 3.25% in 2004. Our focus on loan anskl@artfolio credit quality coupled with
increased competition for deposits across all ntartifset efforts to improve the net interest mangisulting in nominal changes in our net intereatgin for the past three years.

Net interest income was $106.43 million for 200@&mnpared to $98.43 million for 2005. T-equivalent net interest income totaled $108.98ionilfor 2006, an increase of $7.88 million froneth
$101.10 million reported for 2005. The increasée$ a $5.97 million increase due to increasedmel and a $1.91 million increase due to rate chengehe underlying assets and liabilities.

During 2006, average earning assets increased &1 &#llion while average interest-bearing liabégiincreased $189.66 million over the comparabli®g@eThe yield on average earning assets
increased 95 basis points to 6.38% for 2006 fro#3%. for 2005. The rate earned on assets was palgiiimpacted by the continued increases in shont-tearket interest rates throughout 2005
and the first two quarters of 2006. Total costwdérage interest-bearing liabilities increased 98$points during 2006 as liabilities were als@eféd by increases in short-term market interest

rates. The result was a decrease of three basitsgoinet interest spread, or the difference betweterest income on earning assets and expenisgéenest-bearing liabilities. Our tax-equivalent
net interest margin of 3.29% for 2006 was a moaeratrease from 3.21% in 2005.

The largest contributor to the increase in thedy@l average earning assets in 2006, on a volunghteel basis, was the $217.53 million increaseeinloans and leases. The loan and lease
portfolio contributed approximately $34.83 milliom the change in interest income, while the poidfslaverage yield increased 84 basis points ftwrptior year to 6.94%.

During 2006, the tax-equivalent yield on securifigailable for sale increased 103 basis points28% while the average balance decreased $58.45ibmiAlthough the portfolio decreased
through the year, the average tax-equivalent yredteased due to the addition of higher-rate séearand the maturities of lower-rate securitiamds received from the maturities, calls, and
sales of investment securities helped fund loamtro

Average interest-bearing deposits increased $20@ilidn during 2006 while the effective rate paid those deposits increased 98 basis points. Tinedse in the average cost of inteisesaring
deposits was primarily the result of increasestarest rates offered on deposit products duede&ses in short-term market interest rates andased competition for deposits across all
markets.

Average demand deposits decreased $40.27 millidngl@006. Much of the decline was attributed tct that clients preferred the interest providedired-term Certificates on Deposit over the
liquidity provided by noninterest bearing deposit@unts and low interest bearing savings accounts.

Average short-term borrowings decreased $29.45amitluring 2006; however, the effective rate paictéased 122 basis points. Average subordinatexs metich represent our trust preferred
borrowings remained unchanged from 2005 to 2008evthe effective rate increased 53 basis pointerést paid on short-term and trust preferred baimgs increased due to the interest rate
increase in adjustable rate borrowings. Averagg-emm debt increased $18.68 million during 200&haseffective rate declined 32 basis points. Tlagonity of the increase in long-term debt
was made up of Federal Home Loan Bank (FHLB) boimge:

The following table provides an analysis of neemest income and illustrates interest income eaanedinterest expense charged for each major coempari interest earning assets and the
interest bearing liabilities. Yields/rates are catgal on a tax-equivalent basis, using a 35% rav@alicrual loans and leases are included in theagedoan and lease balance outstanding.
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(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 assets

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 liabilities and
shareholders’ equity

Net interest incom
Net interest margin on a ti
equivalent basis

2006 2005 2004
Interest Interest Interest
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate Balance Expense Rate
$ 47044 $ 19,81¢ 4.21%$ 515,99 $ 14,77 2.8€%$ 590,78t $ 16,36 2.71%
173,65: 7,41¢€ 4.21 186,61« 7,682 4.1z 171,601 7,50z 431
53,03¢ 3,54¢ 6.6¢ 82,17¢ 4,77¢ 5.8Z 69,96« 3,86¢ 5.5¢
2,566,21 178,12! 6.94 2,348,69! 143,29! 6.1C  2,240,05! 125,46¢ 5.6C
51,75¢ 2,632 5.0¢ 18,76¢ 66€ Sk 49,58¢ 952 1.92
3,315,10 211,53¢ 6.3¢ 3,152,23! 171,19¢ 5.4:  3,121,99 154,15. 4.9¢
78,36¢ 84,511 81,33¢
(59,087) (61,077) (69,567
217,91« 197,45 215,60
$ 3,552,30 $ 3,373,13 $ 3,349,36
$ 2,418,334 $ 85,06 3.52%$ 2,217,920 $  56,34! 2.5/%% 2,105,010 $  41,69¢ 1.9¢%
265,82« 11,01: 4.14 295,27: 8,62¢ 2.9z 405,19: 6,07¢ 1.5C
59,02: 4,32( 7.32 59,02: 4,00¢ 6.7¢ 57,19¢ 3,868 6.7t
36,95: 2,168 5.8t 18,27( 1,12 6.17 22,92! 1,10¢ 4.8¢
2,780,14. 102,56: 3.6¢ 2,590,48! 70,10¢ 271  2,590,32 52,74¢ 2.0¢
352,20« 392,47! 384,15
62,19¢ 56,55: 55,14¢
357,75¢ 333,62: 319,73
$ 3,552,30 $ 3,373,13 $ 3,349,36
$ 108,97 $ 101,09 $ 101,40:
3.2%% 3.21% 3.25%




The change in interest due to both rate and volhesbeen allocated to volume and rate changesopopion to the relationship of the absolute doBamounts of the change in each.
following table shows changes in tax equivalengiiest earned and interest paid, resulting from gésum volume and changes in rates:

Increase (Decrease) due to
(Dollars in thousands) Volume Rate Net
2006 compared to 2005
Interest earned on:
Investment securities:

Taxable $ (1,169 $ 6,20¢ $ 5,03¢
Tax-exempt (568) 302 (26€)
Mortgages held for sale (2,14%) 913 (1,230
Net loans and leases 14,00¢ 20,821 34,83(
Other investments 1,57¢ 39C 1,96¢
Total earning assets $ 11,708 $ 28,63¢ $ 40,33¢
Interest paid on:
Interest bearing deposits $ 53% % 23,331 $ 28,72¢
Short-term borrowings (747) 3,13( 2,382
Subordinated notes - 31z 312
Long-term debt and mandatorily redeemable securitie 1,091 (55) 1,03¢€
Total interest bearing liabilities $ 573¢ $ 26,718 $ 32,451
Net interest income $ 596 $ 1,91¢ $ 7,882

2005 compared to 2004
Interest earned on:
Investment securities:

Taxable $ (2139 $ 558 $ (1,589
Tax-exempt 534 (359 18C
Mortgages held for sale 70C 211 911
Net loans and leases 6,27: 11,55¢ 17,82¢
Other investments 781 (1,067%) (28€)
Total earning assets $ 6,14¢ $ 10,89¢ $ 17,047
Interest paid on:
Interest bearing deposits $ 2,327 $ 12,32 $ 14,64:
Short-term borrowings (1,020 3,56¢ 2,54¢
Subordinated notes 122 23 145
Long-term debt and mandatorily redeemable secsritie (51) 69 18
Total interest bearing liabilities $ 1,37«  $ 15,981 % 17,35¢
Net interest incom $ 4778 $ (5,08) $ (308)

Noninterest Income— Noninterest income for the most recent three yeaded December 31 was as follows:

(Dollars in thousands) 2006 2005 2004

Noninterest income
Trust fees $ 13,80¢ $ 12,877 $ 12,361
Service charges on deposit accounts 19,04( 17,77¢ 16,22¢
Mortgage banking income 11,637 10,86¢ 9,552
Insurance commissions 4,57¢ 4,13: 3,69t
Equipment rental income 18,97: 16,067 18,85¢
Other income 6,55¢ 6,46: 6,75¢
Investment securities and other investment gaossés) 2,002 35C (4,719

Total noninterest income $ 76,58t $ 68,531 $ 62,73:

Noninterest income increased 11.75% in 2006 oveb2fainly due tincreases in the operating lease portfolio thatlted in increased equipment rental income; mavk@tation adjustments
that resulted in gains on venture partnership imaents; growth in assets under management anccegaise in IRA custodian revenue that resulteddreimsed trust fee income; and increased
overdraft and NSF activity that resulted in inceghservice charges on deposit accounts. Noninterasthe increased 9.25% in 2005 from 2004 mainky tiurecoveries of mortgage servicing
rights impairment, decreased charges for other-teerporary impairment of securities, and marketi@ibn adjustments resulting in gains on partnerghiestments.

Equipment rental income generated from operatingde grew by 18.08% during 2006 from 2005 comptreddecrease of 14.79% in 2005 from 2004. Revefiagsoperating leases for
construction equipment, various trucks, and otlg@iment increased as clients responded positteetyr strong marketing efforts and entered intw fease agreements over the course of
2006. Revenues for 2005 were negatively affectedtdumaturities of leases and revenues for 2004 wegatively affected as clients opted to take athge of the tax benefits available for
purchases of equipment versus equipment rental.
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Investment securities and other investment gaitadetd $2.00 million for the year ended 2006 comgaoe$0.35 million for the year ended 2005. Favtgabarket valuation adjustments on our
venture partnership investments during 2006 weganhin factor contributing to the gains. Gains enture capital investments during 2005 were péytaffset by other-than-temporary
impairment of $0.61 million for 2005. In 2004, irstment securities and other investment lossestb®d.72 million, of this amount $4.58 million wasmprised of other-than-temporary
impairment charges on investments in Federal Natiblortgage Association (FNMA) and the Federal Hdman Mortgage Corporation (FHLMC) preferred stock.

Service charges on deposit accounts increased 72906 from 2005 compared to an increase of 9.682005 from 2004. Growth in the number of depasitounts led to increased consumer
NSF and overdraft fee

Trust fees (which includes investment managemess, festate administration fees, mutual fund femsyity fees, and fiduciary fees) increased by 7.242006 from 2005 compared to an
increase of 4.17% in 2005 over 2004. Trust feedamgely based on the size of client relationslaipd the market value and mix of assets under mamaxgfe The market value of trust assets
under management at December 31, 2006 and 2008,$2e98 billion and $2.66 billion, respectively. Becember 31, 2006, these trust assets were cardpfs$1.49 billion of personal and
agency trusts, $1.03 billion of employee benefinphssets, $358.84 million of estate administradissets, and $98.56 million of custody assetsow@r in trust fees was mainly attributed to an
increase in assets under management coupled witbrager stock and bond market in 2006. A wealarksand bond market slowed the growth of trust fe€z005 from 2004 .

Mortgage banking income increased 7.08% in 2006 2065, compared to an increase of 13.77% in 26@% 2004. The increase in 2006 was primarily dug4@’5 million, pre-tax gains on
bulk sales of mortgage servicing rights relatetidth governmental and conventional loans that eedwluring the second and third quarters. The as&rén 2005 was primarily the result of a
recovery of impairment on mortgage servicing asse$2.27 million versus impairment recoveries 6f2B million during 2004. During 2006 and 2005, determined that no permanent write-
down was necessary for previously recorded impaitroa mortgage servicing assets. Mortgage produciéxlined 17.96% during 2006 compared to 200h@8ank and Trustcorp, jointly,
produced $678.14 million in new mortgages --$103r0lion through the Bank; $126.89 million throughustcorp; and $448.25 million from wholesale preiifon sources. During 2005, the
Bank and Trustcorp together produced $826.63 mililonew mortgages -- $139.06 million through thenB; $214.05 million through Trustcorp; and $473n%iftion purchased from wholesale
production sources.

Insurance commissions were up 10.67% in 2006 fro65Zompared to an increase of 11.85% in 2005 #66%. The increases for 2006 and 2005 were mattijpated to higher contingent
commissions and new business sales growth, respbcti

Other income remained relatively unchanged in 2896ompared to 2005 compared to a decrease of 488005 from 2004. The decline in other incomeinly 2005 was primarily the result
lower standby letter of credit fee income whichr@esed by $0.17 million and miscellaneous fee irearhich decreased by $0.31 million.

Noninterest Expense— Noninterest expense for the recent three yeatsdeBecember 31 was as follows:

(Dollars in thousands) 2006 2005 2004

Noninterest expens
Salaries and employee benefits $ 66,608 $ 69,767 $ 63,08
Net occupancy expense 7,492 7,74¢ 7,19¢
Furniture and equipment expense 12,31¢ 11,41¢ 10,29(
Depreciation — leased equipment 14,95¢ 12,89¢ 15,31¢
Professional fees 3,99¢ 3,362 6,562
Supplies and communications 5,49¢ 5,462 5,70¢
Business development and marketing expense 4,00¢ 3,63( 3,61
Intangible asset amortization 1,91C 2,662 2,631
Loan and lease collection and repossession expense 704 (1,099 4,94¢
Other expense 8,72¢ 7,581 7,74¢€

Total noninterest expense $ 126,21: $ 123,43¢ $ 127,09:

In 2006 we experienced an increase in nonintesgerese of 2.25% from 2005 compared to a decrea28d% in 2005 from 2004. The leading factors dboting to the increase in noninterest
expense in 2006 were increased depreciation expenkeased equipment, lower gains and valuationsaaients on repossessed assets, and higher poofsgies. The increase in 2006 was
partially offset by decreases in salaries and eygadenefits, net occupancy expense, and intang#siet amortization. The decline in nonintereseasp in 2005 was mostly due to reduced
professional fees, decreased depreciation on leepggment, and a decline in loan and lease c@leeind repossession expenses.

Total salaries and employee benefits decreasedais2006 from 2005, following a 10.60% increas@@®5 from 2004.

Employee salaries decreased 5.56% in 2006 compauaulincrease of 7.65% in 2005. The decreasdanissin 2006 was primarily due to the first qear2006 reversal of previously recogni.
stock-based compensation expense under histodcaliating methods related to the estimated fonfeiaf stock awards. This oriere expense reversal, combined with the adoptfdtatemer
of Financial Accounting Standards No. 123(8hare-based PaymenfSFAS No. 123(R)) estimated forfeiture accountieguirements, resulted in a reduction in stockedaompensation of
$2.07 million, pre-tax, for the year. The increassalaries in 2005 was primarily the result of inbased and market-driven salary increases anéased commissions due to higher insurance
revenues .

Employee benefits remained relatively stable in&@6llowing a 23.70% increase in 2005. We weredblcontain employee benefit costs during 2006uagroup insurance costs for 2006 w
maintained close to 2005 levels.

Occupancy expense decreased 3.32% in 2006 from, 200%pared to a 7.68% increase in 2005 from 2004.decrease in 2006 was primarily driven by loweprdciation expense than that
experienced in 2005. The increase in 2005 was pilyrdue to higher leasehold improvements and repipremises expenses.
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Furniture and equipment expense, including deptieciaincreased in 2006 over 2005 by 7.86%, contbéwea 10.96% increase in 2005 from 2004. Highé&mswe costs which were mostly
related to implementation of upgrades to our camanting and management systems, and higher ceabittransaction expense were the significant faatontributing to the increased costs in
2006. The leading causes for the increase in 209%® wcreased third-party processing charges asktale computer upgrades.

Depreciation on equipment owned under operatingeleacreased 16.00% in 2006 from 2005, followiig 80% decrease in 2005 from 2004. In 2006, dégtien on equipment owned under
operating leases increased in conjunction withiibeease in equipment rental income as some otlmts opted to enter into new lease arrangenrettigr than purchase equipment.
Conversely, during 2005, depreciation on operatages declined in conjunction with the declinedaminterest income from equipment owned under djpeydeases due to maturities in the
operating lease portfolio and clients who optethi@ advantage of the tax benefits available foclpases of equipment versus equipment rental d200d .

Professional fees increased 18.92% in 2006 fronb2€@@mpared to a 48.77% decrease in 2005 from Z0@& majority of the increase in 2006 was due ghér legal fees and audit and
examination fees which were mainly incurred intloemal course of business. The decrease in 2005naady due to the settlement, during the fourtrter of 2004, of the lawsuit described in
the 2003 Form 10-K Item 3, Legal Proceedings aretlaction in the associated legal fees.

Supplies and communications expense remainedwelatinchanged in 2006 as compared to 2005. Sugpatid communications expense decreased 4.31% mfafid 2004. The decrease in
2005 was primarily due to lower charges for post@aye freight and telephone service.

Business development and marketing expense inadds41% in 2006 from 2005. The increase in 2008 mainly due to robust marketing related to thenome of new branches and expans
of our business into the Kalamazoo area. Businessldpment and marketing expense remained relgtstebdy for the year 2005 as compared to 2004.

Intangible asset amortization decreased 28.28% 0% Zrom 2005 compared to a 1.22% increase in 2@0B 2004. The decrease in intangible asset anatidiz for 2006 was primarily due to
the effects of the complete amortization of asaet®ciated with acquisitions which occurred duifg1. The increase in 2005 was due to amortizagtated to an insurance agency acquisition
made during the year.

Loan and lease collection and repossession expénsessed 164.35% (or $1.80 million) in 2006 asmpared to 2005. Loan and lease collection and s&ssson expenses decreased 122.12%
(or $6.04 million) in 2005 from 2004. The increase006 was mainly due to lower gains on the digmsof repossessed assets as we continued tootigly dispose of our inventory of
repossessed assets. In 2005 and 2004, valuatiostadints on repossessed assets continued to deateag with a decrease in legal and collectioreegps. From 2003 through 2005, we took
back 72 aircraft in repossession and all of theg@ssessed aircraft had been disposed of as ofibece31, 2006.

Other expenses increased 14.99% in 2006 as comfm2&®d5. The increase was largely due to losdaterkto an employee defalcation and expensestetatemployee training and education
and relocation. A decrease of 2.05% occurred irrotixpenses during 2005, compared to 2004. Loveeramce cost was the primary factor for the dedtn@005.

Income Taxes— 1st Source recognized income tax expense in 830820.25 million, compared to $15.63 million in(&) and $9.14 million in 2004. The effective taterm 2006 was 34.00%
compared to 31.65% in 2005, and 26.79% in 2004.€ffeetive tax rate increased in 2006 due to aefes® in tax-exempt interest in relation to taxaideme. For detailed analysis of 1st
Source’s income taxes see Part Il, Item 8, FinduisteEtements and Supplementary Data — Note N oNbtes to Consolidated Financial Statements.

FINANCIAL CONDITION

Loan and Lease Portfolio— The following table shows 1st Source’s loan aakk distribution at the end of each of the lastyiears as of December 31:

(Dollars in thousands) 2006 2005 2004 2003 2002

Commercial and agricultural loans $ 478,31( $ 453,19° $ 425,01¢ $ 402,90 $ 428,36°
Auto, light truck and environmental equipment 317,60 310,78¢ 263,63" 269,49( 247,88
Medium and heavy duty truck 341,74 302,13° 267,83¢ 221,56: 197,31.
Aircraft financing 498,91« 459,64! 444,48 489,15! 323,80:
Construction equipment financing 305,97¢ 224,23( 196,51¢ 219,56: 303,12¢
Loans secured by real estate 632,28 601,07" 583,43’ 533,74¢ 567,95(
Consumer loans 127,70¢ 112,35¢ 99,24¢ 94,571 111,01
Total loans and leases $ 2,702,553 $ 2,463,43. $ 2,280,16! $ 2,231,000 $ 2,179,45:

At December 31, 2006, 16.9% and 12.6% of total $ommd leases were concentrated with borrowersiakitng and truck leasing and construction end ysespectively.

Average loans and leases, net of unearned disdoentased 9.26% and 4.85% in 2006 and 2005, régelc Loans and leases, net of unearned discatiecember 31, 2006, were $2.70
billion and were 70.98% of total assets, compaoedt46 billion and 70.16% of total assets at Dewen31, 2005.

Commercial and agricultural lending, excluding #ésans secured by real estate, increased 5.52%0i& over 2005. Commercial and agricultural lendingstandings were $478.31 million and
$453.20 million at December 31, 2006 and DecemlePB05, respectively. This increase was mainlytduacreased sales activity within the commertmah and small business loan areas
coupled with improved market conditions and magkgiansion.

Loans secured by real estate increased 5.19% dR@i@g over 2005. Loans secured by real estateamualisty at December 31, 2006, were $632.28 milliweh $601.08 million at December 31,
2005. The primary focus of this lending area is owerrial real estate ($412.52 million at December2BD6, the majority of which is owner occupiedylaesidential mortgage lending ($219.76
million at December 31, 2006) in the regional maema. This increase was mostly due to busidéssts' continued investment in real estate fqragmsion or relocation of their commercial
facilities and our ability to meet those fundingeds.
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Auto, light truck, and environmental equipment finang increased 2.19% in 2006 over 2005. At DecerBthe2006, auto, light truck, and environmentalipment financing had outstandings of
$317.60 million and $310.79 million at December 2005. Environmental equipment financing increa®e®7% in 2006 over 2005, most of this increase iwalse municipal equipment lease
portfolio as a result of focused sales activityt@and light truck financing decreased 4.93% ateDswer 31, 2006 compared to December 31, 2005, yndird to car rental companies reducing
their inventories during the off-season in ordeavoid higher interest costs.

Medium and heavy duty truck loans and leases esmeed growth of $39.61 million, or an increase ®f11%, in 2006. Medium and heavy duty truck finagcat December 31, 2006 and 2005,
had outstandings of $341.74 million and $302.14iom| respectively. Most of the increase at Decend@ie 2006 from December 31, 2005 can be attribtaedients' making proactive decisions
to contain their future costs by completing pur@sasf 2007 new tractor needs in 2006. Most of dients were affected by a new regulatory standartivmandated that, effective January 1,
2007, all Class 8 diesel trucks produced have eéomsompliant engines. This requirement will inedhe cost of each vehicle approximately $6,00§9t600.

Aircraft financing at year-end 2006 increased 8.548m yearend 2005. Aircraft financing at December 31, 2006 2005, had outstandings of $498.91 million an8%$@5 million, respectivel
The increase in 2006 was primarily due to rigorosketing efforts and a strong focus on sales.

Construction equipment financing increased 36.46%006 over 2005. Construction equipment finaneinBecember 31, 2006, had outstandings of $305iBi®@my compared to outstandings of
$224.23 million at December 31, 2005. The incregad@ecember 31, 2006 from December 31, 2005 waslynidie result of continued strong commercial, istial, and non-residential building
industries, as well as, substantial Federal, statelocal funding for roads, bridges, and geneeaisportation projects upon which our client basies for business. During 2006, we added two
new sales territories which further enhanced grawthis portfolio.

Consumer loans increased 13.66% in 2006 over ZD6Asumer loans outstanding at December 31, 200@, $427.71 million and $112.36 million at DecemBgr 2005. Successful marketing
to new and established clients was the main faattire increase.

The following table shows the maturities of loans éeases in the categories of commercial and @lgpie, auto, light truck and environmental equiptienedium and heavy duty truck, aircraft
and construction equipment outstanding as of Deeer@b, 2006. The amounts due after one year avechssified according to the sensitivity to changeinterest rates.

(Dollars in thousands) 0-1 Year 1-5 Years Over 5 Years Total

Commercial and agricultural loans $ 274,867 $ 183,10¢ $ 20,34C  $ 478,31(
Auto, light truck and environmental equipment 145,56° 166,00: 6,03t 317,60
Medium and heavy duty truck 100,89¢ 231,19° 9,651 341,74«
Aircraft financing 111,76¢ 348,08( 39,06t 498,91«
Construction equipment financing 89,99 212,47: 3,512 305,97¢
Total $ 723,090 $ 1,140,85" $ 78,60 $ 1,942,541
Rate SensitivityDollars in thousands) Fixed Rate Variable Rate Total

1-5Years $ 840,99 $ 299,86( $ 1,140,85!
Over 5 Years 35,75: 42,851 78,60:
Total $ 876,747 $ 342,71.  $ 1,219,45!

Most of the Bank's residential mortgages are suil the secondary market and serviced by our mgetgabsidiary, Trustcorp Mortgage Company (Trugtcdvlortgage loans held for sale were
$50.16 million at December 31, 2006 and were $67mRion at December 31, 2005.

CREDIT EXPERIENCE

Reserve for Loan and Lease Losses- Our reserve for loan and lease losses is provioledy direct charges to operations. Losses ond@and leases are charged against the reserve and
likewise, recoveries during the period for priogsdes are credited to the reserve. Our managemaluiages the adequacy of the reserve quarterlyeweng all loans and leases over a fixed-dollar
amount ($100,000) where the internal credit raiingt or below a predetermined classification, alcand anticipated loss experience, current econewents in specific industries, and other
pertinent factors including general economic candg. Determination of the reserve is inherentlyjsctive as it requires significant estimates, udahg the amounts and timing of expected
future cash flows or fair value of collateral orllateral-dependent impaired loans and leases, agtuiriosses on pools of homogeneous loans andslbased on historical loss experience, and
consideration of economic trends, all of which nbaysusceptible to significant and unforeseen ctanyfe review the status of the loan and leasegimrtfo identify borrowers that might
develop financial problems in order to aid borrosvierthe handling of their accounts and to mitidasses. See Part Il, Item 8, Financial StatemamdsSupplementary Data — Note A of the
Notes to Consolidated Financial Statements fortamdil information on managemr's evaluation of the adequacy of the reserve fanland lease losses.

The reserve for loan and lease losses at Decenib@086 totaled $58.80 million and was 2.18% ofikband leases, compared to $58.70 million or 2.88%ans and leases at December 31,

2005 and $63.67 million or 2.79% of loans and lsageDecember 31, 2004. It is our opinion thatrédserve for loan and lease losses was adequalsaobalosses inherent in the loan and lease
portfolio as of December 31, 2006.
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The recovery of provision for loan and lease lossas $2.74 million and $5.86 million for 2006 ar@D8, respectively, compared to the provision fanland lease losses of $0.23 million in
2004. The recovery of the provision for 2006 an6@2®&as consistent with our improved credit quadityhe loan and lease portfolio.

The following table summarizes our loan and leass experience for each of the last five years @fiezember 31:

(Dollars in thousands) 2006 2005 2004 2003 2002
Amounts of loans and leases outstanding

at end of period $ 2,702,53 2,463,43. $ 2,280,16! $ 2,231,000 $ 2,179,45
Average amount of net loans and leases outstanding

during period $ 2,566,21 2,348,691 $ 2,240,05! $ 2,091,00. $ 2,332,99.
Balance of reserve for loan and lease losses

at beginning of period $ 58,697 63,67 $ 70,04F $ 59,21¢ $ 57,62«
Charge-offs:

Commercial and agricultural loans 1,03¢ 1,47¢ 6,10 1,187 2,37¢

Auto, light truck and environmental equipment 34C 63C 2,40¢ 2,78¢ 6,38(

Medium and heavy duty truck - 15 352 69 771

Aircraft financing 1,12¢ 2,42¢ 3,58¢ 6,871 27,40:

Construction equipment financing 11€ - 68€ 4,71% 2,32¢

Loans secured by real estate 12¢ 167 45€ 344 34C

Consumer loans 1,208 85¢ 1,09C 1,56( 2,120
Total charge-offs 3,95¢ 5,572 14,68 17,53¢ 41,72
Recoveries:

Commercial and agricultural loans 1,59¢ 1,30¢ 1,312 51¢ 1,311

Auto, light truck and environmental equipment 43C 1,14C 1,277 1,18z 61€

Medium and heavy duty truck 59 174 14 - -

Aircraft financing 3,61Z 2,25t 4,46( 1,69¢ 75¢

Construction equipment financing 752 1,06t 547 24¢ 46t

Loans secured by real estate 31 89 107 11 26

Consumer loans 31€ 421 362 522 481
Total recoveries 6,79¢ 6,452 8,07¢ 4,181 3,65¢
Net (recoveries) char-offs (2,849 (880) 6,60z 13,357 38,06:
(Recoveries) provisions charged to operating expens (2,73€) (5,85%) 22¢ 17,36 39,657
Reserves acquired in acquisitions - - - 6,827 -
Balance at end of period $ 58,80: 58,697 $ 63,67: $ 70,04 $ 59,21¢
Ratio of net (recoveries) charge-offs to average ne

loans and leases outstanding (0.11% (0.09H% 0.29% 0.64% 1.65%
Net (recoveries) char-offs as a percentage of average loans and leggesrtiolio type follow:

2006 2005 2004 2003 2002

Commercial and agricultural loans 0.12) % 0.04 % 1.14 % 0.16 % 0.23 %
Auto, light truck and environmental equipment (0.03) (0.17) 0.43 0.62 2.27
Medium and heavy duty truck (0.02) (0.06) 0.14 0.03 0.47
Aircraft financing (0.54) 0.04 (0.19) 1.73 6.40
Construction equipment financing (0.24) (0.51) 0.07 1.67 0.55
Loans secured by real estate 0.02 0.01 0.06 0.06 0.05
Consumer loans 0.74 0.41 0.77 1.04 1.39
Total net (recoveries) charge-offs to average poufio loans and leases (0.11) % (0.04) % 0.29 % 0.64 % 1.63 %
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The reserve for loan and lease losses has beerat@tbaccording to the amount deemed necessampvie for the estimated probable losses that Heen incurred within the categories
loans and leases set forth in the table below. &heunt of such components of the reserve at DeceBtband the ratio of such loan and lease categdoidotal outstanding loan and le
balances, are as follows (for purposes of thisyasisl auto, light truck and environmental equipmamd medium and heavy duty truck loans and leaaes been consolidated into the cater
truck and automobile financing):

2006 2005 2004 2003 2002
Percent of Percent of Percent of Percent of Percent of
Loans and Loans and Loans and Loans and Loans and
Leases Leases Leases Leases Leases
in Each in Each in Each in Each in Each
Category Category Category Category Category
to Total to Total to Total to Total to Total
Reserve Loansand Reserve Loansand Reserve Loanand Reserve Loansand Reserve Loansand
(Dollars in thousands) Amount Leases Amount Leases Amount Leases Amount Leases Amount Leases
Commercial and agricultural loans $ 14,547 17.7%$ 15,47 18.4(%$ 13,61: 18.64%%$ 9,58¢ 18.0€%$ 11,16: 19.65%
Truck and automobile financing 13,35¢ 24.4( 13,00¢ 24.8¢ 12,63 23.31 13,96¢ 22.01 11,00¢ 20.4:
Aircraft financing 18,621 18.4¢ 19,58 18.6€ 26,47¢ 19.4¢ 31,73¢ 21.9: 21,60: 14.8¢
Construction equipment financing 5,03( 11.32 4,23¢ 9.1C 4,50z 8.62 9,061 9.84 9,39« 13.91
Loans secured by real estate 4,67 23.4C 4,05¢ 24.4C 4,18 25.5¢ 3,79¢ 23.92 3,65¢ 26.0¢
Consumer loans 2,57¢ 4,72 2,341 4.5€ 2,26% 4.3 1,89¢ 4.2¢4 2,39¢ 5.0¢
Total $ 58,80 100.0(%$ 58,697 100.0%$ 63,67: 100.0%$ 70,04f 100.0(%$ 59,21¢ 100.0%

Nonperforming Assets— Our policy is to discontinue the accrual of ietgron loans and leases where principal or intésgxtst due and remains unpaid for 90 days or nesxaept for
mortgage loans, which are placed on nonaccrudledtime the loan is placed in foreclosure and coresuoans that are both well secured and in thege®of collection. Nonperforming assets
amounted to $17.67 million at December 31, 2006 gared to $22.04 million at December 31, 2005, $8®121 million at December 31, 2004. Impaired loand leases totaled $12.32 million,
$16.87 million, and $45.39 million at December 2@06, 2005, and 2004, respectively. During 200&rést income that would have been recorded onavonal loans and leases under their
original terms was $1.90 million, compared to $2nilion in 2005. Interest income that was recoréachonaccrual loans and leases was $0.62 milhoin$8.81 million in 2006 and 2005,
respectively.

Nonperforming assets at December 31, 2006, dead£:84% from December 31, 2005. During 2006, deme in repossessed assets, commercial and agatidans, construction equipme
financing, auto, light truck and environmental gmuent, other real estate, and consumer loans veetialfy offset by increases in medium and heavy druck, loans secured by real estate, and
aircraft financing.

Nonperforming assets at Decembeli(Dollars in thousands) 2006 2005 2004 2003 2002
Loans past due over 90 days $ 11€ $ 24t $ 481 $ 212 $ 154
Nonaccrual loans and leases and restructured |
Commercial and agricultural loans 1,76¢ 3,701 6,92¢ 2,79% 4,81¢
Auto, light truck and environmental equipment 481 81z 2,33¢ 2,41¢ 4,73(
Medium and heavy duty truck 1,75¢ 17 17¢ 1,82¢ 1,38¢
Aircraft financing 8,21¢ 7,641 10,132 12,90( 12,28:
Construction equipment financing 8532 2,51 4,097 4,667 9,84«
Loans secured by real estate 2,21¢ 1,47¢ 1,141 1,78¢ 2,191
Consumer loans 28t 398 44C 69¢ 41F
Total nonaccrual loans and leases and restructoasd 15,57¢ 16,55: 25,25: 27,08t 35,66¢
Total nonperforming loans and leases 15,691 16,797 25,73¢ 27,297 35,81¢
Other real estate 80C 96C 1,307 3,01( 4,362
Repossessions:
Commercial and agricultural loans 2 - - 34 -
Auto, light truck and environmental equipment 17¢€ 12¢€ 1,112 847 1,364
Medium and heavy duty truck - - - - -
Aircraft financing 30C 4,07: 3,037 4,551 19,24:
Construction equipment financing 40C - 183 752 681
Consumer loans 95 83 50 78 56
Total repossessions 97t 4,28¢ 4,382 6,262 21,34:
Operating leases 201 - 1,78¢ 257 2,59¢
Total nonperforming assets $ 17,667 $ 22,041 $ 33,20¢ $ 36,827 $ 64,117
Nonperforming loans and leases to loans and le
net of unearned discount 0.58% 0.68% 1.1%% 1.22% 1.64%
Nonperforming assets to loans and leases and apgtadses
net of unearned discount 0.64% 0.87% 1.42% 1.5% 2.7%
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Potential Problem Loans and Leases— At December 31, 2006, the Bank had a $2.95 milimndby letter of credit outstanding which supgbond indebtedness of a customer. If this
standby letter of credit is funded, due to the entrfinancial condition of the customer, the Baikklly will foreclose on the real estate securing tlustomer's reimbursement obligation. This
likely will result in an increase in other real &st for approximately the same amount as the figndin

At December 31, 2006, our management was not asfary potential problem loans or leases that wiialde a material effect on loan and lease delincqpenloan and lease chargéfs. Loan:
and leases are subject to continual review andiges management’s attention whenever a problematsiin appears to be developing .

INVESTMENT PORTFOLIO

The amortized cost of securities at year-end 2086eased 11.16% from 2005, following a 19.30% deseefrom year-end 2004 to yeamd 2005. The amortized cost of securities at Dbet

31, 2006 was $709.09 million or 18.62% of totaledsscompared to $637.88 million or 18.17% of tasdets at December 31, 2005.

The amortized cost of securities available-for-ses@f December 31 is summarized as follows:

(Dollars in thousands) 2006 2005 2004

U.S. Treasury and government agencies, includimpagmortgage-backed securities $ 466,32t $ 415,79  $ 552,94¢
States and political subdivisions 182,35¢ 179,79° 171,33¢
Other securities 60,40¢ 42,28¢ 66,117
Total investment securities available-for-sale $ $ 637,87¢ $ 790,40«

Yields on tax-exempt obligations are calculatedadlly tax equivalent basis assuming a 35% tag.réihe following table shows the maturities of géi®s available-forsale at December &

2006, at the amortized costs and weighted averigdgsyof such securities:

(Dollars in thousands) Amount Yield
U.S. Treasury and government agencies, includimgagmortgage-backed securities
Under 1 year $ 344,39! 5.3¢%
1-5years 53,45( 3.3¢
5- 10 years 6,58¢ 5.1z
Over 10 years 61,89 5.3¢
Total U.S. Treasury and government agencies, inclillg agency mortgage-backed securities 466,32¢ 5.1%
States and political subdivisions
Under 1 year 47,65¢ 5.27
1-5years 96,61¢ 5.7¢
5- 10 years 38,08: 7.2C
Over 10 years - -
Total states and political subdivisions 182,35t 5.92
Other securities
Under 1 year 20,17( 5.34
1-5years 3,92¢ 2.9z
5-10 years 75 6.5
Over 10 years - -
Marketable equity securities 36,23¢ 5.81
Total other securities 60,40¢ 5.47
Total investment securities available-for-sale $ 709,09: 5.36%
DEPOSITS
The average daily amounts of deposits and ratesqrasuch deposits are summarized as follows:
2006 2005 2004
(Dollars in thousands) Amount Rate Amount Rate Amount Rate
Noninterest bearing demand depo $ 352,20 -%$ 392,47" -%$ 384,15 -%
Interest bearing demand deposits 715,24: 2.51 784,36t 1.7¢ 707,16¢ 0.8¢
Savings deposits 190,34° 0.44 210,15: 0.3C 228,83t 0.2¢
Other time deposits 1,512,75! 4.3¢ 1,223,401 3.41 1,169,00! 2.9¢
Total $ 2,770,54i - $ 2,610,39! - $ 2,489,17! -
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The amount of certificates of deposit of $100,00@nore and other time deposits of $100,000 or motstanding at December 31, 2006, by time remainirtd maturity is as follows:

(Dollars in thousands)

Under 3 months 206,55!
4 - 6 months 69,42(
7 - 12 months 148,96¢
Over 12 months 195,83¢
Total 620,77
Scheduled maturities of time deposits, includinthiurivate and public funds, at December 31, 20@6evas follows:

(Dollars in thousands)

2007 1,161,55!
2008 324,77
2009 104,49:
2010 16,31¢
2011 8,68¢
Thereafter 18,17¢
Total 1,633,99

SHORT-TERM BORROWINGS

The following table shows the distribution of odnost-term borrowings and the weighted average inteagssrthereon at the end of each of the last theaesy Also provided are the maxim
amount of borrowings and the average amount oflmaings, as well as weighted average interest fatethe last three years.

Federal Funds
Purchased and

Security Other
Repurchase Commercial Short-Term Total

(Dollars in thousands Agreements Paper Borrowings Borrowings
2006
Balance at December 31, 2006 195,26: 10,907 16,54¢ 222,71¢
Maximum amount outstanding at any month-end 265,36: 12,92: 90,68¢ 368,97:
Average amount outstanding 211,97: 7,997 45,85¢ 265,82«
Weighted average interest rate during the year 3.95% 4.9% 4.87% 4.14%
Weighted average interest rate for outstanding amauts at

December 31,2006 3.41% 5.06% 4.8% 3.6(%
2005
Balance at December 31, 2005 230,75¢ 4,60( 42,118 277,46¢
Maximum amount outstanding at any month-end 273,42¢ 5,552 122,03¢ 401,01¢
Average amount outstanding 214,19¢ 2,05¢ 79,01¢ 295,27
Weighted average interest rate during the year 2.55% 3.36% 3.91% 2.92%
Weighted average interest rate for outstanding antsoat

December 31,2005 3.86% 3.86% 2.76% 3.7(%
2004
Balance at December 31, 2004 216,75: 83¢E 82,07t 299,66:
Maximum amount outstanding at any month-end 411,81: 1,152 113,95¢ 526,92.
Average amount outstanding 295,17: 81¢F 109,20 405,19:
Weighted average interest rate during the year 1.15% 1.22% 2.4€% 1.5(%
Weighted average interest rate for outstanding antsoat

December 31, 2004 2.09% 1.72% 2.09% 2.09%

LIQUIDITY

Core Deposits— Our major source of investable funds is provibdgdtable core deposits consisting of all intebestring and noninterest bearing deposits, excludingered certificates of
deposit and certain certificates of deposit of $200 and over. In 2006, average core deposits edd.27% of average total assets, compared t@%i6 2005 and 66.97% in 2004. The
effective cost rate of core deposits in 2006 w&8%, compared to 1.96% in 2005 and 1.59% in 2004.

Average demand deposits (noninterest bearing cgpedits) decreased 10.26% in 2006 compared tocasase of 2.17% in 2005. These represented 15.6Tétabcore deposits in 2006,

compared to 17.21% in 2005, and 17.13% in 2004.
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Purchased Funds— We use purchased funds to supplement core depositiclude certain certificates of deposit of 000 and over, brokered certificates of depositiefal funds, securitie
sold under agreements to repurchase, commercial papd other short-term borrowings. Purchaseddiamd raised from customers seeking short-termstments and are used to manage the
Bank’s interest rate sensitivity. During 2006, oeliance on purchased funds increased to 22.218verhge total assets from 18.55% in 2005.

Shareholders’ Equity — Average shareholders’ equity equated to 10.07%vefage total assets in 2006 compared to 9.89606. Shareholders’ equity was 9.69% of total asaseyear-end
2006, compared to 9.84% at year-end 2005. In aecoelwith SFAS No. 115Accounting for Certain Investments in Debt and iBg8ecurities,we include unrealized gain (loss) on available-
for-sale securities, net of income taxes, as actated other comprehensive income (loss) whichdsraponent of shareholders’ equity. While regulatmapital adequacy ratios exclude
unrealized gain (loss), it does impact our equityeported in the audited financial statements. Utirealized loss on available-for-sale securities,of income taxes, was $0.26 million and $3.24
million at December 31, 2006 and 2005, respectively

Liquidity Risk Management — The Bank’s liquidity is monitored and closely naged by the Asset/Liability Management Committee@®), whose members are comprised of the Bank’s
senior management. Asset and liability managenmehtides the management of interest rate sensitivitithe maintenance of an adequate liquidity josifThe purpose of interest rate
sensitivity management is to stabilize net intenesbme during periods of changing interest rates.

Liquidity management is the process by which thalBensures that adequate liquid funds are avaitabheeet financial commitments on a timely basisaRcial institutions must maintain
liquidity to meet day-to-day requirements of depmsi and borrowers, take advantage of market oppibies and provide a cushion against unforeseedse

Liquidity of the Bank is derived primarily from a@ideposits, principal payments received on lodressale and maturity of investment securitiescash provided by operating activities, and
access to other funding sources. The most stablesaof liability funded liquidity is deposit grotviand retention of the core deposit base. The ipahsource of asset-funded liquidity is
available-for-sale investment securities, cashauelfrom banks, Federal funds sold, securitieshased under agreements to resell, and loans aréshbearing deposits with other banks
maturing within one year. Additionally, liquiditg provided by repurchase agreements, and theyatioiliorrow from the Federal Reserve Bank and Re#d¢éome Loan Bank.

Interest Rate Risk Management— ALCO monitors and manages the relationship ohiearassets to interest bearing liabilities andrésponsiveness of asset yields, interest expanse,
interest margins to changes in market interessraitethe normal course of business, we face omgoierest rate risks and uncertainties. We ocoadlip utilize interest rate swaps to partially
manage the primary market exposures associatedvatimterest rate risk related to underlying asditbilities, and anticipated transactions.

A hypothetical change in earnings was modeled lbgutgting an immediate 100 basis point (1.00%) dfeaim interest rates across all maturities. Thaymis presents the hypothetical change in
earnings of those rate sensitive financial instmts@nd interest rate swaps which we held at Deee®ib, 2006. The aggregate hypothetical decreageeitax earnings was estimated to be
$0.92 million on an annualized basis on all ratesgteve financial instruments, based on a hypota¢increase of a 100 basis point change in inteagss. The aggregate hypothetical increase in
pre-tax earnings was estimated to be $0.59 mithioran annualized basis on all rate-sensitive fii@imtstruments based on a hypothetical decreasel@D basis point change in interest rates.
The earnings simulation model excludes the earnilygamics related to how fee income and nonintengsénse may be affected by changes in interesgt.rAttual results may differ materially
from those projected. The use of this methodolagguantify the market risk of the balance sheetikhnot be construed as an endorsement of its acgwr the accuracy of the related
assumptions. At December 31, 2006, the impactedethypothetical fluctuations in interest rate®onderivative holdings was not significant, anslsach, separate disclosure is not presented.

Due to the nature of the mortgage banking businessnanage the earning assets and interest-bdefuilgies of Trustcorp on a separate basis. Thepminant assets on Trustcorp’s balance
sheet are mortgage loans held for sale, whichuaréefd by short-term borrowings (normally less tBArdays). These borrowings are managed on a dasig bWe fund a portion of Trustcorp’s
other borrowings for working capital.

Trustcorp manages the interest rate risk relatéolato commitments by entering into contracts faufe delivery of loans with outside parties. Seg Raltem 8, Financial Statements and

Supplementary Data — Note O of the Notes to Codatéid Financial Statements.

OFFBALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATONS

In the ordinary course of operations, we enter @gdain contractual obligations. Such obligatiov@ude the funding of operations through debtasses as well as leases for premises and
equipment. The following table summarizes our digant fixed, determinable, and estimated contralotbligations, by payment date, at December 30626xcept for obligations associated
with short-term borrowing arrangements. Payment®érowings do not include interest. Further dgsian of the nature of each obligation is includethe referenced note to the consolidated
financial statements.

Contractual obligations payments by period.

Indeterminat

(Dollars in thousands) Note 0-1Year 1-3Years 3-5Years Overb5 Year maturity Total
Deposits without stated maturity = $ 1,414,228 $ 0% 0$ 0% 0 $ 141428
Certificates of deposit - 1,161,55! 429,26: 25,00« 18,17¢ 0 1,633,99:

Long-term debt and mandatorily

redeemable securities J 10,407 25,78¢ 481 903 6,181 43,76!
Subordinated notes L 0 0 0 59,02: 0 59,02:
Operating leases O 2,68( 4,35¢ 3,322 1,48¢ 0 11,84¢
Purchase obligations - 30,42¢ 5,61¢ 2,29¢ 68 0 38,40:
Total contractual obligations $ 2,619,35 $ 465,027 $ 31,10: $ 79,65: $ 6,181 $ 3,201,31!
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We routinely enter into contracts for services. Séheontracts may require payment for services forbeided in the future and may also contain pgnahuses for early termination of the
contract. We have made a diligent effort to accdansuch payments and penalties, where applic#aditionally, where necessary, we have made resslerestimates as to certain purchase
obligations as of December 31, 2006. Our managetmentsed the best information available to makestimations necessary to value the related psechialigations. Our management is not
aware of any additional commitments or contingéttilities which may have a material adverse immarcor liquidity or capital resources.

We also enter into derivative contracts under wivehare required to either receive cash from, grgash to, counterparties depending on changegereist rates. Derivative contracts are ca
at fair value on the consolidated balance sheét thi¢ fair value representing the net present vafiexpected future cash receipts or payments baisedarket interest rates as of the balance
sheet date. The fair value of the contracts chalagg as market interest rates change. Becausaettieative liabilities recorded on the balance skgéecember 31, 2006 do not represent the
amounts that may ultimately be paid under thesé¢raots, these liabilities are not included in thblé of contractual obligations presented above.

Assets under management and assets under custobgldrin fiduciary or custodial capacity for olients. In accordance with U. S. generally accepiszbunting principles, these assets are not
included on our balance sheet.

We are also party to financial instruments with-lodlance sheet risk in the normal course of busit@sneet the financing needs of our clients. Tliesacial instruments include commitments
to extend credit and standby letters of creditiferdiscussion of these commitments is includeart 11, Item 8, Financial Statements and Suppfaarg Data — Note O of the Notes to
Consolidated Financial Statements.

QUARTERLY RESULTS OF OPERATIONS

Three Months Ende(Dollars in thousands, except per share amounts)

March 31 June 30 September 30 December 31

2006

Interest income $ 46,39¢ $ 50,781 $ 54,37¢ $ 57,43¢
Interest expense 21,297 23,63¢ 26,92¢ 30,70(
Net interest income 25,09¢ 27,14* 27,451 26,73¢
(Recovery of) provision for loan and lease losses (300) (1,679) (667) (98)
Investment securities and other investment gainsdéses) 2,08: 15C (223 8)
Income before income taxes 14,99¢ 15,497 17,117 11,931
Net income 9,93t 10,273 10,96¢ 8,12:¢
Diluted net income per common share* 0.4z 0.4t 0.4¢ 0.3€
2005

Interest income $ 38,79¢ $ 40,84: $ 43,651 $ 45,23¢
Interest expense 15,19 16,641 18,35¢ 19,91:
Net interest incom 23,60¢ 24,20 25,29¢ 25,328
(Recovery of) provision for loan and lease losses (421 (3,41)) (1,309 (719
Investment securities and other investment gaossés) 904 5 (559 -
Income before income taxes 10,04¢ 12,38¢ 14,18¢ 12,76(
Net income 6,944 8,227 9,481 9,09¢
Diluted net income per common share* 0.3C 0.3€ 0.41 0.3¢

Per share data gives retroactive recognition t0% &tock dividend declared on July 27, 2006.

Net income was $8.12 million for the fourth qua&2006, down 10.73 percent compared to the $Sillbn of net income reported for the fourth quearof 2005. Diluted net income p
common share for the fourth quarter of 2006 amaiitae$0.36, compared to $0.39 per common sharetexpin the fourth quarter of 2005.

Our recovery of provision for loan and lease losgas $0.10 million in the fourth quarter of 2006mgmared to a recovery of provision for loan and églasses of $0.72 million in the fourth
quarter of 2005. Net charge-offs were $0.10 milfionthe fourth quarter 2006, compared to net recieg of $0.87 million a year ago.

Noninterest income for the fourth quarter of 2008sw17.69 million, a marginal increase, as comptrede fourth quarter of 2005. During the fourtiagter of 2006 increases in equipm
rental income and trust fees were mostly offsea lofecline in mortgage banking income.

Noninterest expense for the fourth quarter of 28@6 $32.60 million an increase of 5.64 percentoaspared to the fourth quarter of 2005. The incréaske fourth quarter of 2006 as compa
to the fourth quarter of 2005 was primarily duéntgher depreciation on leased equipment expensgfite and equipment expense, and professional fee

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK .

For information regarding Quantitative and QualMatDisclosures about Market Risk, see Part Iimlf& Management’s Discussion and Analysis of Fir@rondition and Results of
Operations, Interest Rate Risk Management.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Registered Public Accounting-irm

The Board of Directors and Shareholders of 1st Soae Corporation

We have audited management’s assessment, incladbe accompanying Report of Management, thaSasirce Corporation maintained effective internaitod over financial reporting as
December 31, 2006, based on criteria establishddtamnal Control—ntegrated Framework issued by the Committee ofnSpong Organizations of the Treadway Commissidre (€OS(
criteria). 1st Source Corporatianmanagement is responsible for maintaining effedtiternal control over financial reporting and fs assessment of the effectiveness of interoatrol ove
financial reporting. Our responsibility is to expsean opinion on management’'s assessment and @ioropn the effectiveness of the companyiternal control over financial reporting base
our audit.

We conducted our audit in accordance with the stedglof the Public Company Accounting OversightBd&nited States). Those standards require thatlae and perform the audit to obt
reasonable assurance about whether effective aiteamtrol over financial reporting was maintairieall material respects. Our audit included olitagran understanding of internal control ¢
financial reporting, evaluating managemerassessment, testing and evaluating the desigomardting effectiveness of internal control, aedf@rming such other procedures as we consit
necessary in the circumstances. We believe thaawdit provides a reasonable basis for our opinion.

A companys internal control over financial reporting is @pess designed to provide reasonable assuranaeiregthe reliability of financial reporting andetpreparation of financial stateme
for external purposes in accordance with genemdlyepted accounting principles. A companyiternal control over financial reporting inclsdénose policies and procedures that (1) perte
the maintenance of records that, in reasonableldecaurately and fairly reflect the transactiarsl dispositions of the assets of the companypi@)ide reasonable assurance that transau
are recorded as necessary to permit preparatidinarfcial statements in accordance with generalyepted accounting principles, and that receiptsexpenditures of the company are b
made only in accordance with authorizations of ngangent and directors of the company; and (3) peviEhasonable assurance regarding prevention otytidetection of unauthoriz
acquisition, use, or disposition of the companygseds that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohaver financial reporting may not prevent or d¢taisstatements. Also, projections of any evatatf effectiveness to future periods are sul
to the risk that controls may become inadequatadme of changes in conditions, or that the degreeropliance with the policies or procedures matederate.

In our opinion, management’s assessment thaBdisice Corporation maintained effective internaitod over financial reporting as of December 3008, is fairly stated, in all material respe
based on the COSO criteria. Also, in our opinicst, 3ource Corporation maintained, in all mategasipects, effective internal control over financegorting as of December 31, 2006, based on
the COSO criteria

We also have audited, in accordance with the stalsdaf the Public Company Accounting Oversight Bo#ddnited States), the consolidated statementsnah€ial condition of 1sBourct

Corporation and subsidiaries as of December 316 20@ 2005, and the related consolidated statenoériteome, shareholdergquity, and cash flow for each of the three yearthé perio
ended December 31, 2006 and our report dated Fgt28a2007 expressed an unqualified opinion thereo

/sl Ernst & Young LLP

Chicago, lllinois
February 23, 2007
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Report of Independent Registered Public Accounting-irm

The Board of Directors and Shareholders of 1st Soae Corporation

We have audited the accompanying consolidatednseates of financial condition of 1st Source Corpomand subsidiaries as of December 31, 2006 af8,2hd the related consolidated
statements of income, shareholders' equity, arld fbaw for each of the three years in the periodezhDecember 31, 2006. These financial statenaeatthe responsibility of the Company's
management. Our responsibility is to express ani@p on these financial statements based on oditsau

We conducted our audits in accordance with thedstats of the Public Accounting Oversight Board (gdiStates). Those standards require that we pléuperform the audit to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Antalsh includes examining, on a test basis, evidesupporting the amounts and disclosures in
the financial statements. An audit also includesasing the accounting principles used and sigmfiestimates made by management, and evaluagngyvérall financial statement presentati
We believe that our audits provide a reasonablisbasour opinion.

In our opinion, the consolidated financial statetsgrferred to above present fairly, in all matenégpects, the consolidated financial positiodstf Source Corporation and subsidiaries at
December 31, 2006 and 2005, and the consolidasedtsef their operations and their cash flowseach of the three years in the period ended Dece8ih @006, in conformity with U.S.
generally accepted accounting principles.

As discussed in Note B to the financial statemant8006 the Company changed its method of acogritinstock-based compensation.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), the effectiveness of 1st SoGmeporation's internal control over

financial reporting as of December 31, 2006, basedriteria established in Internal Control-IntegthFramework issued by the Committee of Sponsddrganizations of the Treadway
Commission and our report dated February 23, 2@@ressed an unqualified opinion therean

/sl Ernst & Young LLP

Chicago, lllinois
February 23, 2007
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31 (Dollars in thousands) 2006 2005
ASSETS
Cash and due from banks 118,13: $ 124,81°
Federal funds sold and interest bearing depostts ather banks 64,97¢ 68,57¢
Investment securities available-for-sale
(amortized cost of $709,091 and $637,878 at DeceBthe2006 and 2005, respectively) 708,67: 632,62¢

Mortgages held for sale 50,15¢ 67,22¢
Loans and leases, net of unearned discount:

Commercial and agricultural loans 478,31( 453,19°

Auto, light truck and environmental equipment 317,60: 310,78¢

Medium and heavy duty truck 341,74 302,13°

Aircraft financing 498,91« 459,64!

Construction equipment financing 305,97¢ 224,23(

Loans secured by real estate 632,28! 601,07"

Consumer loans 127,70¢ 112,35¢
Total loans and leases 2,702,53 2,463,43:
Reserve for loan and lease losses (58,807) (58,697)
Net loans and leases 2,643,73! 2,404,73.
Equipment owned under operating leases, net 76,31( 58,25(
Net premises and equipme 37,32¢ 37,71C
Accrued income and other assets 108,00: 117,33¢
Total assets 3,807,31! $ 3,511,27
LIABILITIES
Deposits:

Noninterest bearing 339,86t $ 393,49:

Interest bearing 2,708,41i 2,352,09:
Total deposits 3,048,28- 2,745,58
Short-term borrowings:

Federal funds purchased and securities sold urygteements to repurchase 195,26. 230,75¢

Other short-term borrowings 27,45¢ 46,718
Total short-term borrowings 222,71¢ 277,46¢
Long-term debt and mandatorily redeemable secsritie 43,761 23,237
Subordinated notes 59,02 59,02
Accrued expenses and other liabilities 64,62¢ 60,38¢
Total liabilities 3,438,41. 3,165,70:
SHAREHOLDERS' EQUITY
Preferred stock; no par value

Authorized 10,000,000 shares; none issued or autistg - -
Common stock; no par value

Authorized 40,000,000 shares; issued 23,781,51&sfia 2006 and 23,778,780 shares in 2005

less unearned shares (262,986 -- 2006 and 260, 2485)* 8,33¢ 7,57¢
Capital surplus 280,827 214,00:
Retained earnings 99,572 139,60:
Cost of common stock in treasury (1,022,435 shar2e06, and 782,429 shares -- 2005)* (19,577 (12,369
Accumulated other comprehensive loss (260) (3,240
Total shareholders' equity 368,90: 345,57¢
Total liabilities and shareholders' equity 3,807,31! $ 3,511,27

*Per share data gives retroactive recognition 10% stock dividend declared on July 27, 2006.
The accompanying notes are a part of the conselid@ancial statements.
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31Dollars in thousands, except per share data) 2006 2005 2004
Interest income:
Loans and leases $ 181,36: $ 147,81  $ 129,05¢
Investment securities, taxable 19,81¢ 14,777 16,361
Investment securities, tax-exempt 5,182 5,27¢ 5,06t
Other 2,632 66€ 952
Total interest income 208,99 168,53. 151,43"
Interest expense:
Deposits 85,06 56,341 41,69¢
Short-term borrowings 11,011 8,62¢ 6,07¢
Subordinated notes 4,32( 4,00¢ 3,86:
Long-term debt and mandatorily redeemable secaritie 2,162 1,127 1,10¢
Total interest expense 102,56: 70,104 52,74¢
Net interest incom 106,43! 98,42¢ 98,68¢
(Recovery of) provision for loan and lease losses (2,736) (5,85%) 229
Net interest income after (recovery of) provisiondr loan and lease losses 109,16¢ 104,28: 98,45¢
Noninterest income
Trust fees 13,80¢ 12,871 12,361
Service charges on deposit accounts 19,04( 17,77°¢ 16,22¢
Mortgage banking income 11,637 10,86¢ 9,552
Insurance commissions 4,57¢ 4,13¢ 3,69
Equipment rental income 18,97: 16,067 18,85¢
Other income 6,554 6,46 6,75¢
Investment securities and other investment gaossés) 2,002 35C (4,719
Total noninterest income 76,58 68,53: 62,73%
Noninterest expens
Salaries and employee benefits 66,60¢ 69,767 63,08
Net occupancy expense 7,492 7,74¢ 7,19¢
Furniture and equipment expense 12,31¢ 11,41¢ 10,29(
Depreciation - leased equipment 14,95¢ 12,89¢ 15,31¢
Professional fees 3,99¢ 3,362 6,56
Supplies and communications 5,49¢ 5,462 5,70¢
Business development and marketing expense 4,00¢ 3,63( 3,61z
Loan and lease collection and repossession expense 704 (1,099 4,94¢
Other expense 10,63¢ 10,25( 10,371
Total noninterest expense 126,21: 123,43¢ 127,09:
Income before income taxes 59,54: 49,377 34,101
Income taxes 20,24¢ 15,62¢ 9,13¢
Net income $ 39,297 $ 33,751 $ 24,96t
Basic net income per common share $ 174 $ 148 $ 1.1C
Diluted net income per common share $ 172 $ 14€ $ 1.0¢

*Per share data gives retroactive recognition 1% stock dividend declared on July 27, 2006.

The accompanying notes are a part of the conselid@ancial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Cost of Accumulated
Common Other
Common Capital Retained Stock Comprehensive
(Dollars in thousands, except per share data) Total Stock Surplus Earnings in Treasury Income (Loss),Ne
Balance at January 1, 2004 $ 314,69: $ 7,57¢ $ 214,00: $ 100,53« $ (9,777 $ 2,35k
Comprehensive income, net of tax:
Net income 24,96 - - 24,96 - -
Change in unrealized gains of
available-for-sale securities, net of tax (2,652) - - - - (2,652)
Total comprehensive income 22,31 - - - - -
Issuance of 227,231 common shares per
stock based compensation awards, including
related tax effects 3,25: - - (970 4,22¢ -
Cost of 214,295 shares of common
stock acquired for treasury (4,95¢) - - - (4,95¢) -
Cash dividend ($.382 per share)* (8,699 (8,699 - -
Balance at December 31, 2004 $ 326,600 $ 7,57¢ $ 214,00: $ 115,83( $ (10,517 $ (297)
Comprehensive income, net of tax:
Net income 33,75! - - 33,75! - -
Change in unrealized losses of
available-for-sale securities, net of tax (2,949 - - - - (2,949
Total comprehensive income 30,80¢ - - - - -
Issuance of 51,433 common shares per
stock based compensation awards, including
related tax effects 52¢ - - 15¢ 36¢ -
Cost of 111,475 shares of common
stock acquired for treasury (2,22)) - - - (2,22)) -
Cash dividend ($.445 per share)* (10,139 - - (10,139 - -
Balance at December 31, 2005 $ 345,57¢ $ 7,57¢ $ 214,00: $ 139,60 $ (12,369 $ (3,240
Comprehensive income, net of tax:
Net income 39,297 - - 39,297 - -
Change in unrealized losses of
available-for-sale securities, net of tax 2,98( - - - - 2,98(
Total comprehensive income 42,277 - - - - -
Issuance of 95,032 common shares per
stock based compensation awards, including
related tax effects 814 - - 364 45C -
Cost of 335,038 shares of common
stock acquired for treasury (7,65%) - - - (7,65%) -
Cash dividend ($.534 per share)* (12,099 - - (12,099 - -
10% common stock dividend
($12 cash paid in lieu of fractional shares) (12) 75€ 66,82¢ (67,596 - -
Balance at December 31, 2006 $ 368,90: $ 8,33¢ $ 280,827 $ 99,57: (19,577 $ (260)

*Per share data gives retroactive recognition 10% stock dividend declared on July 27, 2006.
The accompanying notes are a part of the conselid@ancial statements.
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CONSOLIDATED STATEMENTSOF CASH FLOW

Year Ended December 3Dollars in thousands) 2006 2005 2004
Operating activities:
Net income 39,291 33,751 % 24,96¢
Adjustments to reconcile net income to net cashiges by operating activities:
(Recovery of) provision for loan and lease losses (2,73€) (5,85%) 22¢
Depreciation of premises and equipment 4,791 5,002 4,812
Depreciation of equipment owned and leased to sther 14,95¢ 12,89t 15,31¢
Amortization of investment security premiums andration of discounts, net (259 4,471 6,552
Amortization of mortgage servicing rights 4,587 6,782 7,382
Mortgage servicing asset impairment recoveries (12 (2,279) 275)
Deferred income taxes (3,92)) (2,90¢) 5,34¢
Realized investment securities (losses) gains (2,002) (350) 4,71¢
Change in mortgages held for sale 17,06t (11,519 4,504
Change in interest receivable (3,61€) (1,87¢) 1,03¢
Change in interest payable 10,571 3,26% 49C
Change in other assets 8,37¢ (1,349 (1,43))
Change in other liabilities (4,270 8,391 (8,879
Other 1,258 827 233
Net change in operating activities 84,09¢ 49,26¢ 65,01(
Investing activities:
Proceeds from sales of investment securities 65,68: 28,80¢ 21,68:¢
Proceeds from maturities of investment securities 322,07: 315,66( 211,56:
Purchases of investment securities (456,706 (196,067) (274,97¢)
Net change in short-term investments 3,59¢ 151,55: (218,77¢)
Loans sold or participated to others - 28¢€ (557)
Net change in loans and leases (236,26¢) (182,66%) (35,909
Net change in equipment owned under operating $ease (33,019 (23,887) 7,732
Purchases of premises and equipment (5,557%) (5,85¢) (3,736)
Net change in investing activities (340,18¢) 87,83( (292,97¢)
Financing activities:
Net change in demand deposits, NOW accounts andgsagccounts (101,390 (132,699 309,53¢
Net change in certificates of deposit 404,08° 71,28¢ 10,25¢
Net change in short-term borrowings (54,75) (22,199 (110,49)
Proceeds from issuance of long-term debt 21,92 5,36¢ 1,357
Proceeds from issuance of subordinated notes - - 30,92¢
Payments on subordinated notes - - (28,35))
Payments on long-term debt (1,30€) (274 (6,229
Net proceeds from issuance of treasury stock 814 52¢ 3,252
Acquisition of treasury stock (7,65%) (2,22)) (4,95¢)
Cash dividends (12,31H (10,325 (8,867)
Net change in financing activities 249,40: (90,537 196,43«
Net change in cash and cash equival (6,68€) 46,56: (31,53
Cash and cash equivalents, beginning of year 124,81° 78,25¢ 109,78
Cash and cash equivalents, end of year 118,13: 124,817 $ 78,25t
Supplemental Information:
Cash paid for:
Interest 91,98t 66,83¢ $ 52,25¢
Income taxes 29,36¢ 12,00z 6,21¢

The accompanying notes are a part of the conselid@ancial statements.
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NOTES TO CONSOLIDATELFINANCIAL STATEMENTS

Note A — Accounting Policies

The principal line of business of 1st Source andsoibsidiaries is banking and closely related #&@#. The following is a summary of significantcacinting policies followed in the preparation
of the consolidated financial statements.

Principles of Consolidation— The financial statements consolidate 1st Souncecair subsidiaries (principally the Bank and Tecosp). All significant intercompany balances arahsactions
have been eliminated. For purposes of the paranpaay only financial information presented in N®tdnvestments in subsidiaries are carried at gqoibur underlying net assets.

Use of Estimates in the Preparation of Financial $tements— Financial statements prepared in accordance WitB. generally accepted accounting principles ireqaur management to
make estimates and assumptions that affect thetezgbamounts of assets and liabilities and disecsifi contingent assets and liabilities at the déthe financial statements and the reported
amounts of income and expenses during the repgpénigd. Actual results could differ from thoseimsttes.

Cash Flow— For purposes of the consolidated and parent cognpaly statements of cash flows, we consider eehdue from banks as cash and cash equivalents.

Securities— Securities that we have the ability and posititent to hold to maturity are classified as innesit securities held-to-maturity. Held-to-matuiityestment securities, when present,
are carried at amortized cost. We currently holdecurities classified as held-to-maturity. Se@sithat may be sold in response to, or in antipaof, changes in interest rates and resulting
prepayment risk, or for other factors, are clasdifis available-fosale and are carried at fair value. Unrealizedgaimd losses on these securities are reported applbicable taxes, as a sepal
component of accumulated other comprehensive indtmss) in shareholders’ equity.

The fair value is determined based on quoted mankegs. If quoted market prices are not availatalie,value is determined based on quoted pricesmollar instruments. Available-for-sale and
held-to-maturity securities are reviewed quartéolypossible other-than-temporary impairment. Téew includes an analysis of the facts and cir¢antes of each individual investment such
as length of time the fair value has been below, ¢bs expectation for that security's performariee credit worthiness of the issuer, and our ingen ability to hold the security for a time
necessary to recover the amortized cost. A dealinalue that is determined to be other-than-terappois recorded as a loss in the Consolidated i&taies of Income.

Debt and equity securities that are purchased aefthigrincipally for the purpose of selling thentle near term are classified as trading accountrées and are carried at fair value with
unrealized gains and losses reported in earningBeéember 31, 2006, we did not have any secuktessified as trading securities. Realized gairtslasses on the sales of all securities are
reported in earnings and computed using the speddintification cost basis.

Loans and Leases— Loans are stated at the principal amount outstandet of unamortized deferred loan originatiees and costs and net of unearned income. Intapeshe is accrued as
earned based on unpaid principal balances. Origim&es and direct loan and lease originationscast deferred and the net amount amortized teessttencome over the estimated life of the
related loan or lease. Loan commitment fees arerdef and amortized into other income over the ciment period.

Direct financing leases are carried at the aggeeghlease payments plus estimated residual vdltteedeased property, less unearned income. Isitéteome on direct financing leases is
recognized over the term of the lease to achies@natant periodic rate of return on the outstandingstment.

The accrual of interest on loans and leases i®diswed when a loan or lease becomes contractdaligquent for 90 days, except for residential tyage loans and consumer loans that are
secured and in the process of collection. Residemtdrtgage loans are placed in nonaccrual afiithe the loan is placed in foreclosure. When inteaesruals are discontinued, interest credited
to income in the current year is reversed and éstesiccrued in the prior year is charged to thervesfor loan and lease losses. However, in sorses¢cananagement may elect to continue the
accrual of interest when the net realizable valuentiateral is sufficient to cover the principaldaaccrued interest. When a loan or lease is fiedsis nonaccrual and the future collectibility of
the recorded loan or lease balance is doubtfulectibns on interest and principal are applied esdaction to principal outstanding.

A loan or lease is considered impaired, based artinformation and events, if it is probablettiha will be unable to collect the scheduled paytsen principal or interest when due accorc
to the contractual terms of the loan or lease ageee. Interest on impaired loans and leases, wdnriemot classified as nonaccrual, is recognizetheraccrual basis. Beginning January 1, 2006,
we began evaluating only those loans and lease=edity $100,000 for impairment in accordance withgrovisions of Statement of Financial Account8tgndards No. 114,Accounting by
Creditors for Impairment of a Loafi (SFAS No. 114) which requires an allowance tebblished as a component of the allowance &or émd lease losses when it is probable all amalugs
will not be collected pursuant to the contracteairts of the loan and lease and the recorded inesstim the loan or lease exceeds its fair valuerfo January 1, 2006, we did not have a
minimum threshold in place for the purpose of eatihg impairment.

1st Source, through our subsidiary Trustcorp, setistgage loans to the Government National Mortgasgociation (GNMA) in the normal course of busmasd retains the servicing rights. *
GNMA programs under which the loans are sold allso repurchase individual delinquent loans theg¢teertain criteria from the securitized loan pédlour option, and without GNMA's
prior authorization, we may repurchase a delinqimart for an amount equal to 100% of the remaiminigcipal balance on the loan. Under SFAS No. b#ge we have the unconditional ability
to repurchase a delinquent loan, we are deemeav® regained effective control over the loan andaveerequired to recognize the loan on our balaheet and record an offsetting liability,
regardless of our intent to repurchase the loaDédtember 31, 2006 and 2005, residential realeeptatfolio loans included $2.42 million and $18r@flion, respectively, of loans available for
repurchase under the GNMA optional repurchase progmwith the offsetting liability recorded withither short-term borrowings.

Mortgage Banking Activities — Loans held for sale are primarily composed ofgening one-to-four family residential mortgage seaoriginated for resale and carried at the lovieost or
fair value as determined on an aggregate basisvhie is determined using available secondankeatarices for loans with similar coupons, matestiand credit quality.




We recognize the rights to service mortgage loansthers as separate assets, whether the servightg are acquired through a separate purchaseamirgh the sale of originated loans with
servicing rights retained. We allocate a portionhaf total cost of a mortgage loan to servicingptsgbased on the relative fair value. The fair gadfithe servicing rights is based on market pri
when available, or is determined by estimatingptesent value of future net servicing income, tgkirto consideration market loan prepayment spaedsiscount rates. These assets are
amortized as reductions of mortgage servicingiieerne over the estimated servicing period in propoto the estimated servicing income to be resgiGains and losses on the sale of
mortgage servicing rights are recognized as norgsténcome in the period in which such rights solel.

Mortgage servicing assets are evaluated for impaitrin accordance with SFAS No. 140. For purpo$ésipairment measurement, mortgage servicing assetstratified based on the
predominant risk characteristics of the underlydegvicing, principally by loan type and interegeralhe fair value of each tranche of the servigingfolio is estimated by calculating the pres
value of estimated future net servicing cash flaaking into consideration actual and expected gag# loan prepayment rates, discount rates, segvatists, and other economic factors. If
temporary impairment exists within a tranche, aiatibn allowance is established through a chargecmme equal to the amount by which the carryialy® exceeds the fair value. If it is later
determined all or a portion of the temporary impaent no longer exists for a particular tranche Maleation allowance is reduced through a recoeéipcome.

Mortgage servicing assets are also reviewed faretthan-temporary impairment. Other-than-temponamyairment exists when recoverability of a recorgatliation allowance is determined to
be remote considering historical and projectedré@sterates, prepayments, and loan pay-off actiVitiien this situation occurs, the unrecoverableipof the valuation allowance is applied as a
direct write-down to the carrying value of the ngage servicing asset. Unlike a valuation allowaaddirect write-down permanently reduces the cagyialue of the mortgage servicing asset
and the valuation allowance, precluding subsequesveries.

As part of mortgage banking operations, we entierdeammitments to purchase or originate loans whetke interest rate on these loans is determinied { funding (“rate lock commitments
Similar to loans held for sale, the fair value atferlock commitments is subject to change primatilg to changes in interest rates. Under our riskagement policy, these fair values are hedged
primarily by selling forward contracts on agencgséties. The rate lock commitments on mortgag@soatended to be sold and the related hedginguimgnts are recorded at fair value with
changes in fair value recorded in current earnifige. fair value of rate lock commitments is deterad using current secondary market prices for uyidgrloans with similar coupons, maturity
and credit quality, subject to the anticipated lfamding probability, or fallout factor. The bertsdif servicing rights inherent in the loans undierythe rate lock commitments is not recognized
until these loans are funded and sold.

Reserve for Loan and Lease Losses- The reserve for loan and lease losses is magdah a level believed to be adequate by manageimeaiisorb probable losses inherent in the loan and
lease portfolio. The determination of the reserauires significant judgment reflecting managenshést estimate of probable loan and lease lostaed to specifically identified loans and
leases as well as probable losses in the remaafidie various loan and lease portfolios. The mathagy for assessing the appropriateness of treresonsists of several key elements, which
include: specific reserves for identified speciéation loans and leases (classified loans arskkeand internal watch list credits), percentalgeations for special attention loans and leases
without specific reserves, formula reserves fohdausiness lending division portfolio including iglier percentage reserve allocation for speciehétin loans and leases without a specific
reserve and reserves for pooled homogenous loahkeases. Management'’s evaluation is based upontaaing review of these portfolios, estimatedutire customer performance, collateral
values and disposition and forecasts of econondcgampolitical events, all of which are subjecjudgment and will change.

Specific reserves are established for certain lessiand specialty finance credits based on a neguidysis of special attention loans and leaskis. dnalysis is performed by the Credit Policy
Committee, the Loan Review Department, Credit Adstiation, and the Loan Workout Departments. TrecHje reserves are based on an analysis of uridgrgollateral values, cash flow
considerations and, if applicable, guarantor capaci

The formula reserves determined for each busiresfiig division portfolio are calculated quarteslyapplying loss factors to outstanding loans @asés and certain unfunded commitments
based upon a review of historical loss experiemzkcualitative factors, which include but are nistited to, economic trends, current market riskeasment by industry, recent loss experience in
particular segments of the portfolios, movemergdnipment values collateralizing specialized indupbrtfolios, concentrations of credit, delinques; trends in volume, experience and depth
of relationship managers and division managemet tlhe effects of changes in lending policies aratfices, including changes in quality of the laal lease origination, servicing and risk
management processes. Special attention loaneased without specific reserves receive a higheepeage allocation ratio than credits not congidepecial attention.

Pooled loans and leases are smaller credits arfibategenous in nature, such as consumer creditseaidkential mortgages. Pooled loan and leaserés®sves are based on historical net charge-
offs, adjusted for delinquencies, the effects afliag practices and programs and current econoamditions, and projected trends in the geograptedkets which we serve.

A comprehensive analysis of the reserve is perfdrinemanagement on a quarterly basis. Although g@ment determines the amount of each element okt®ve separately and relies on
process as an important credit management tookritiee reserve is available for the entire load kease portfolio. The actual amount of lossesrirgzlican vary significantly from the estimated
amounts both positively and negatively. Managensemithodology includes several factors intendeditomize the difference between estimated and &&tsaes. These factors allow
management to adjust our estimate of losses bas#teanost recent information available.

Loans and leases, which are deemed uncollectitdesharged off and deducted from the reserve, whideveries of amounts previously charged off aeglited to the reserve. A (recovery of)
provision for loan and lease losses is creditecharged to operations based on management'’s peeodluation of the factors previously mentionesinall as other pertinent factors.

Equipment Owned Under Operating Leases— We finance various types of construction equipmeredium and heavy duty trucks, and automobileeuieases classified as operating leases.
Revenue consists of the contractual lease paynaetss recognized on a straight-line basis ovetahse term. Lease terms range from three to sgsems. Leased assets are being depreciated
on a straight-line method over the lease term ¢ceftimate of the equipment’s fair market valulease termination, also referred to as "residualli®. These residual values are reviewed
periodically to ensure the recorded amount doeexcted the fair market value at the lease termoimat
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Other Real Estate— Other real estate acquired through partial alteatisfaction of nonperforming loans is includedther assets and recorded at the estimateddhie less anticipated
selling costs based upon the property’s appraiségevat the date of transfer, with any differeneesgen the fair value of the property less cosely and the carrying value of the loan charged
to the reserve for loan losses. Subsequent chamgetue are reported as adjustments to the cargmount and are recorded in noninterest expen#feeoncome statement. Gains or losses not
previously recognized resulting from the sale dfeotreal estate are recognized on the date of Aslef December 31, 2006 and 2005, other real@si@d carrying values of $0.80 million and
$0.96 million, respectively.

Repossessed Assets Repossessed assets may include fixtures and equiipimeentory and receivables, and aircraft, cargtton equipment, and vehicles acquired througbdiasure or in lie
of foreclosure from our business banking activiaesl our specialty finance activities. Reposseassdts are included in other assets at the lowarstfor fair value of the equipment or vehicle.
We estimate fair value based on the best estinfata orderly liquidation value. Valuation resourtggically include vehicle and equipment dealeedpsation guides, and other third parties,
including appraisers. At the time of foreclosutes tecorded amount of the loan or lease is writt®nn, if necessary, to the fair value of the equeptror vehicle by a charge to the reserve for
loan and lease losses. Subsequent widtens are included in noninterest expense. Gailssses not previously recognized resulting fromghle of repossessed assets are recognized daté
of sale. Repossessed assets totaled $0.97 milidi$4.28 million, as of December 31, 2006 and 2@6&&pectively.

Premises and Equipment— Premises and equipment are stated at cost, dessnallated depreciation and amortization. The sionifor depreciation is computed by the straigh-imethod,
primarily with useful lives ranging from three t@.8 years. Maintenance and repairs are chargexpnee as incurred, while improvements, which ektae useful life, are capitalized and
depreciated over the estimated remaining life.

Long-lived depreciable assets are evaluated peadigifor impairment when events or changes inuritstances indicate the carrying amount may noebeverable. Impairment exists when the
expected undiscounted future cash flows of a laveglasset are less than its carrying value. Indkant, we recognize a loss in the amount of tfferdnce between the carrying amount and the
estimated fair value of the asset based on a quogelet price, if applicable, or a discounted cédmlv analysis. Impairment losses are recorded freohoninterest expense in the income
statement.

Goodwill and Intangibles— Goodwill represents the excess of the cost aaquisition over the fair value of the net assetpiaed. Other intangible assets represent purchaseets that also
lack physical substance but can be distinguishem fyjoodwill because of contractual or other leggtits or because the asset is capable of beingos@gchanged either on its own or in
combination with a related contract, asset, oriliigbGoodwill is reviewed at least annually fanpairment. Intangible assets that have finite li#stinue to be amortized over their estimated
useful lives and also continue to be subject toaiimpent testing. All of our other intangible asseave finite lives and are amortized on a stralgig-basis over varying periods not exceeding
seven years. We performed the required annual inmeait test of goodwill during the first quarter2ff06 and determined that no impairment exists.

Venture Capital Investment— We account for our investments in venture cagigatnerships on the equity method based uponuftagce included in EITF D-46. The venture capital
partnerships which we have investments in, accfarrtheir investments at fair value pursuant toghélance in the AICPA Investment Company GuideaAssult, our investments in these
venture capital partnerships reflect the underlyaigvalue of the partnerships’ investments. Weoamt for our investments in venture capital paxthigps that are owned three percent and
greater under this method. We account for our iteests in venture capital partnerships that areenltass than three percent at the lower of costarket. Venture capital investments in
partnerships are included in other assets on tleta sheet. The balances as of December 31, 2008095 were $2.31 million and $2.72 million, respeely.

Short-Term Borrowings — Our short-term borrowings consist of Federal fipdrchased, securities sold under agreement twalegse, commercial paper, U.S. Treasury demarasnbederal
Home Loan Bank notes, and borrowings from noniatéid banks. Federal funds purchased, securitidsusaler agreements to repurchase, and other srantborrowings mature within one to
365 days of the transaction date. Commercial payagures within seven to 270 days. Other short-feomowings on the balance sheet include our lighiklated to mortgage loans available for
repurchase under GNMA optional repurchase programs.

Securities purchased under agreements to reseiendities sold under agreements to repurchaseeated as collateralized financing transactiordare recorded at the amounts at which the
securities were acquired or sold plus accruedesteiThe fair value of collateral either receiveahf or provided to a third party is continually nitoned and additional collateral obtained or
requested to be returned to us as deemed appmpriat

Trust Fees— Trust fees are recognized on the accrual basis.

Income Taxes —1st Source and our subsidiaries file a consolidB&tkeral income tax return. The provision for inesntaxes is based upon income in the financiasiants, rather than
amounts reported on our income tax return.

Deferred tax assets and liabilities are recognfaethe future tax consequences attributable tiedihces between the financial statement carryinguamts of existing assets and liabilities and
their respective tax bases. Deferred tax asset$iahitities are measured using enacted tax ratpeeted to apply to taxable income in the yeamhith those temporary differences are expected
to be recovered or settled. The effect on defetardssets and liabilities of a change in tax retescognized as income or expense in the peniatitcludes the enactment date.

Net Income Per Common Share— Net income per common share is computed in aecmel with SFAS No. 128,Earnings per Share.'Basic earnings per share is computed by dividigtg n
income by the weighted-average number of sharesmfmon stock outstanding, which were as followsl{musands): 2006, 22,537; 2005, 22,755; and 220Z80. Diluted earnings per share is
computed by dividing net income by the weightedrage number of shares of common stock outstanging,the dilutive effect of outstanding stock opgoThe weighted-average number of
common shares, increased for the dilutive effectto¢k options, used in the computation of dilutadnings per share were as follows (in thousara@¥)6, 22,830; 2005, 23,053; and 2004,
23,083.

Stock-Based Employee Compensatios- Prior to January 1, 2006, employee compensatiperese under stock option plans was reported éwlgtions were granted below market price at
grant date in accordance with the intrinsic valughod of Accounting Principles Board Opinion No.(2%B No. 25),"Accounting for Stock Issued to Employees\d related interpretationd/e
generally would have recognized compensation expfasstock options only if we granted options watdiscounted exercise price or modified the tesfrisreviously issued options, and would
have recognized the related compensation expeteglyaver the associated service period, which geaeerally the option vesting term. Because theotse price of the employee stock options
granted always equaled the market price of the nlyidg stock on the date of grant, no compensatigpense was recognized on options granted.
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We adopted the provisions of SFAS No. 123(R) orudanl, 2006. SFAS No. 123(R) eliminates the abititaccount for stock-based compensation using ABB25 and requires that such
transactions be recognized as compensation ctls¢ imcome statement based on their fair valueh@measurement date, which, for our purposehgisiate of grant. We transitioned to fair-
value based accounting for stock-based compensasiog the modified prospective application anéréifiore, have not restated results for prior periddhis transition method applies to new
awards for service periods beginning on or afteuday 1, 2006, and to awards modified, repurchasedancelled after January 1, 2006. Additionadlynpensation cost for the portion of awe
for which the requisite service has not been rezdiégenerally referring to non-vested award) whighe granted prior to January 1, 2006 will be rexped as the remaining requisite service is
rendered during the period of and/or the periotkr dfie adoption of SFAS No. 123(R).

SFAS No. 123(R), requires pro forma disclosureseff income and earnings per share for all perigits po the adoption of the fair value accountingthod for stocksased employe
compensation. The pro forma disclosures presentétbte K - Employee Stock Benefit Plans use thevalue method of SFAS 123 to measure compensatipense for stockased employe
compensation plans for years prior to 2006.

Segment Information— In our management's opinion, 1st Source has timezipal business segments, namely: commercial ibgnfconducted through its wholly-owned subsididrst Source
Bank) and mortgage banking (conducted through fitslly-owned subsidiary, Trustcorp). While our chiifcision makers monitor the revenue streams @bwsiproducts and services, the
identifiable segments' operations are managediaaddial performance is evaluated on a company-Wwatss. Accordingly, all of our financial servicparations are considered by management
to be aggregated in one reportable operating segmen

Derivative Financial Instruments — We occasionally enter into derivative financiatruments as part of our interest rate risk mamage strategies. These derivative financial insgots

consist primarily of interest rate swaps. Undergh&ance of SFAS No. 133 Accounting for Derivative Instruments and Hedgirgivities," as amended, all derivative instruments are recorded
on the balance sheet, as either an asset or tiakititheir fair value. The accounting for thergar loss resulting from the change in fair valepends on the intended use of the derivative. For a
derivative used to hedge changes in fair valueretagnized asset or liability, or an unrecognitied commitment, the gain or loss on the derivativié be recognized in earnings together with
the offsetting loss or gain on the hedged itemsTasults in an earnings impact only to the extiesit the hedge is ineffective in achieving offsggtchanges in fair value. If it is determined that
the derivative instrument is not highly effectieahedge, hedge accounting is discontinued anadjustment to fair value of the derivative instemhis recorded in earnings. For a derivative
used to hedge changes in cash flows associatedaritbasted transactions, the gain or loss onffieeteve portion of the derivative will be deferremhd reported as accumulated other
comprehensive income, a component of shareholégrsty, until such time the hedged transactionc$fearnings. For derivative instruments not actaaifor as hedges, changes in fair value
are recognized in noninterest income/expense. Befeyains and losses from derivatives that areitexted are amortized over the shorter of the oalgiemaining term of the derivative or the
remaining life of the underlying asset or liability

Note B — Recent Accounting Pronouncements

Considering the Effects of Prior Year Misstatementswhen Quantifying Misstatements in Current Year Firancial Statements :In September 2006, the U.S. Securities and Exct
Commission (SEC) staff issued Staff Accounting Bl No. 108 (SAB No. 108), Considering the Effects of Prior Year Misstatementen Quantifying Misstatements in Current \
Financial Statement." SAB No. 108 eliminates the diversity of practie@rounding how public companies quantify finahsi@tement misstatements. It establishes an appribet require
quantification of financial statement misstatemdrgsed on the effects of the misstatements on @fdtie company's financial statements and theedlfihancial statement disclosures. SAB
108 must be applied to annual financial statemfantsheir first fiscal year ending after Novembéy, 2006. SAB No. 108 did not have a material impgatour financial condition or results
operations.

Fair Value Measurements :In September 2006, the Financial Accounting Stashsl@oard (FASB) issued Statement of Financial Aatiog Standards No. 157,Fair Value Measuremer
” (SFAS No. 157). This standard clarifies the prineifat fair value should be based on the assungptioat market participants would use when pricingaaset or liability. Additionally,
establishes a fair value hierarchy that prioritites information used to develop those assumptifeshave not yet determined the impact that thdampntation of SFAS No. 157 will have
our results of operations or financial conditioRAS No. 157 is effective for financial statemerstsued for fiscal years beginning after November209;7.

Employers’ Accounting for Defined Benefit Pension ad Other Postretirement Plans :In September 2006, the FASB issued SFAS No. 13Bmbployers’Accounting for Defined Bene
Pension and Other Postretirement Plans an amendofeRASB Statements No. 87, 88, 106, and 13" This standard requires employers to recognize tiierdunded or overfunded status
a defined benefit postretirement plan as an asskallity in its statement of financial positicmnd to recognize changes in the funded statusery¢tar in which the changes occur thrc
accumulated other comprehensive income. Additign&IFAS No. 158 requires employers to measureuthddd status of a plan as of the date of its gedrstatement of financial position. ~
new reporting requirements and related new footditelosure rules of SFAS No. 158 are effectivefigeal years ending after December 15, 208BAS No. 158 did not have a material im|
on our financial condition or results of operati@ur accrued postretirement benefit cost was naerizh at December 31, 2006, 2005, and 2004; tbezetidditional disclosure is not provid
The new measurement date requirement appliesdtalfyears ending after December 15, 2008. We tlexpect the measurement date of this statemdraue a material impact on our finan
condition or results of operations.

Accounting for Uncertainty in Income Taxes :In July 2006, the Financial Accounting Standardaf8ldFASB) issued FASB Interpretation No. 48 (FIN.M8), “Accounting for Uncertainty
Income Taxe—an interpretation of FASB Statement No. 108iich clarifies the accounting for uncertainty &x tpositions. FIN No. 48 requires that we recogizeur financial statements, 1
impact of a tax position, if that position is mdileely than not of being sustained on audit, basadhe technical merits of the position. The primris of FIN No. 48 are effective as of
beginning of our 2007 fiscal year, with the cumiviateffect of the change in accounting principleareled as an adjustment to opening retained eaniilg do not expect the provisions of
interpretation to have a material impact on ouafficial condition or results of operations.

Share-Based Payment SFAS No. 123(R),Share-Based Paymengstablishes standards for the accounting for tiioses in which an entity (i) exchanges its equistruments for goods or
services, or (i) incurs liabilities in exchange fpods or services that are based on the fairevalihe entity’s equity instruments or that maysbkéled by the issuance of the equity instruments.
SFAS No. 123(R) eliminates the ability to accowrtdtock-based compensation using APB No. 25 aguines that such transactions be recognized as easagion cost in the income statement
based on their fair values on the measurement daieh is generally the date of the grant. We addphe provisions SFAS No.123(R) on January 1, 2D@éails related to the adoption of
SFAS No0.123(R) and the impact on our financialestants is more fully discussed in Note K - Emplogéeck Benefit Plans.
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Accounting for Servicing of Financial Assets In March 2006, the FASB issued SFAS No. 1'%&counting for Servicing of Financial Assets - amendment of FASB Statement No. 140.”
SFAS No.156 requires an entity to recognize a semgiasset or servicing liability each time it urtd&es an obligation to service a financial asgetritering into a servicing contract in specific
situations. Additionally, the servicing asset onvgzng liability shall be initially measured atifavalue; however, an entity may elect the “amati@n method” or “fair value method” for
subsequent balance sheet reporting periods. SFABRds effective as of an entity’s first fiscalayebeginning after September 15, 2006. Early adaps permitted as of the beginning of an
entity’s fiscal year, provided the entity has net issued financial statements, including interinaficial statements, for any period of that fisesdr. Our adoption of this statement in 2006 did
not have a material impact on our financial cowditiresults of operations, or cash flows.

Accounting for Certain Hybrid Financial Instruments : In February 2006, the FASB issued SFAS No. 1B6counting for Certain Hybrid Financial Instrumenan amendment of FASB
Statements No. 133 and 140.8FAS No. 155 simplifies accounting for certairbhgl instruments currently governed by SFAS No. 138counting for Derivative Instruments and Hedging
Activities” by allowing fair value remeasurement of hybrid instents that contain an embedded derivative thegratise would require bifurcatio8FAS No. 155 also eliminates the guidanc
SFAS No.133 Implementation Issue No. DApplication of Statement 133 to Beneficial Inteage Securitized Financial Assetsyhich provides such beneficial interests are nbjestt to SFAS
No0.133.SFAS No. 155 amends SFAS No. 14&¢ccounting for Transfers and Servicing of Finarickssets and Extinguishments of Liabilities - alRepment of FASB Statement No. 128"
eliminating the restriction on passive derivatimstruments that a qualifying special-purpose emtiiy hold. This statement is effective for finahaistruments acquired or issued after the
beginning of our fiscal year 2007. We do not expketadoption of this statement to have a materiphct on our financial condition, results of og&nas or cash flows.

Reclassifications —Certain amounts in the prior period consolidatediicial statements have been reclassified to confath the current year presentation. These reifieaons had no effect
on total assets, shareholders’ equity or net incasgreviously reported. We declared a 10% stogkieind on July 27, 2006; therefore, all share agrdspare information has been adjusted
accordingly.

Note C — Investment Securities

Investment securities available-for-sale were #svis:

Amortized Gross Gross

(Dollars in thousands) Cost Unrealized Gains Unrealized Losses Fair Value
December 31, 2006

U.S. Treasury and government agencies securities $ 386,67¢ $ 67 $ (2,442 $ 384,30:
States and political subdivisions 182,35¢ 26€ (1,8872) 180,74(
Mortgage-backed securities 79,64¢ 49C (960) 79,17¢
Other securities 60,40¢ 4,32¢ (28€) 64,451
Total investment securities available-for-sale $ 709,09: $ 5151 $ (5,570 $ 708,67:
December 31, 2005

U.S. Treasury and government agencies securities $ 357,75  $ - 3 (5,549 $ 352,21:
States and political subdivisions 179,79° 80 (2,149 177,73:
Mortgage-backed securities 58,03¢ 162 (849 57,35:
Other securities 42,28¢ 3,307 (26€) 45,32¢
Total investment securities available-for-sale $ 637,87¢ $ 3,54¢ $ (8,802 $ 632,62!

The contractual maturities of investments in se@siavailable-for-sale at December 31, 2006, hosva below. Expected maturities will differ frommteactual maturities, because borrowers
may have the right to call or prepay obligationghvar without call or prepayment penalties.

Amortized

(Dollars in thousands) Cost Fair Value

Due in one year or less $ 401,07¢  $ 399,63:
Due after one year through five years 153,97( 151,13°
Due after five years through ten years 38,15¢ 38,30¢
Due after ten years - -
Mortgage-backed securities 79,64¢ 79,17¢
Equity securities 36,23¢ 40,41¢
Total investment securities available for sale $ 709,09: $ 708,67:
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At December 31, 2006, the mortgage-backed secaisiteeheld consisted primarily of FNMA and FHLMC pdhrough certificates which are guaranteed byehespective agencies of the
United States government. At December 31, 200&ratbcurities we held consisted primarily of comeie@maper, other equity investments, FNMA and FHL dreferred securities, and FHLB
securities.

Gross realized losses of $0.45 million, $0.64 milliand $4.62 million and gross gains of $0.61iamll$0.17 million, and $0.15 million were recogeizon investment securities available-for-
sale, in 2006, 2005, and 2004, respectively. Wendidrecord any gross losses for other-than-temrpangpairment on any securities for 2006. We reedrdross losses of $0.61 million in other-
than-temporary impairment on preferred stock isdmethe FNMA and the FHLMC in 2005. There were raaling securities outstanding at December 31, 20@005. We recorded $0.04
million for realized and unrealized losses on tngdsecurities in 2004.

The following tables summarize our gross unrealipsdes and fair value by investment category aed a

Less than 12 Months 12 months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized

(Dollars in thousands) Value Losses Value Losses Value Losses
December 31, 2006

U.S. Treasury and government agencies securities $ 139,53 $ (58) $ 137,41t $ (2,389 $ 276,94¢ $ (2,447
States and political subdivisions 21,70z (65) 112,49: (1,81%) 134,19¢ (1,8872)
Mortgage-backed securities 17,58t (20%) 27,01 (855) 44,59¢ (960)
Other securities 2,236 (56) 6,302 (230) 8,53¢ (286)
Total temporarily impaired securities $ 181,05¢ $ (284) $ 283,22: $ (5,286 $ 464,27¢ $ (5,570
December 31, 2005

U.S. Treasury and government agencies securities $ 76,36: $ (153 $ 255,79¢ $ (5,390 $ 332,16: $ (5,547
States and political subdivisions 99,32( (1,10%) 48,30! (1,039 147,62 (2,14¢)
Mortgage-backed securities 22,17t (349 15,76¢ (505) 37,941 (849
Other securities 3,40¢ (84) 3,36¢ (182) 6,77¢ (26€)
Total temporarily impaired securities $ 201,267 $ (1,686 $ 323,23¢ $ (7,116 $ 524,50: $ (8,802)

At December 31, 2006, we did not believe any irdiral unrealized loss represented other-tteanmporary impairment. The unrealized losses weiragily attributable to changes in interest re
We have both the intent and the ability to holdstheecurities for a time necessary to recovernimtized cost.

At December 31, 2006 and 2005, investment secsititieh carrying values of $286.60 million and $3Bmillion, respectively, were pledged as colldtevasecure government deposits, seci
repurchase agreements, and for other purposes.

Note D — Loans and Lease Financings

Total loans and leases outstanding were recordedf nmearned income and deferred loan fees and eb®ecember 31, 2006 and 2005, and totaled $2l#h and $2.46 billion, respectively.
At December 31, 2006 and 2005, net deferred loanease costs were $6.46 million and $5.66 milli@spectively.

The loan and lease portfolio includes direct finagdeases, which are included in auto, light trackl environmental equipment, medium and heavy tlugk, aircraft financing, and
construction equipment financing on the consoliddtalance sheet.

A summary of the gross investment in lease finapeind the components of the investment in leasméimg at December 31, 2006 and 2005, follows:

(Dollars in thousands) 2006 2005

Direct finance leases:
Rentals receivable $ 153,05¢ $ 104,91¢
Estimated residual value of leased assets 54,06( 56,437
Gross investment in lease financing 207,11¢ 161,35
Unearned income (31,779) (18,444

Net investment in lease financing $ 175,348 $ 142,91:

At December 31, 2006, the minimum future lease paymreceivable for each of the years 2007 thr@gjH were $42.52 million, $34.24 million, $26.92lan, $19.43 million, and $11.17
million, respectively.

We and our subsidiaries have extended, and expesténd in the future, loans to officers, direst@nd principal holders of equity securities dfSsurce and our subsidiaries and to our
associates. In the opinion of management, theses laee made on substantially the same terms, imgudterest rates and collateral, as those priengdlt the time for comparable transactions
with other parties and are consistent with sountkivay practices and within applicable regulatorg ending limitations. The aggregate dollar amouwftthese loans were $8.99 million and
$17.48 million at December 31, 2006 and 2005, retsdy. During 2006, $9.89 million of new loans reemade and repayments and other reductions taa@@8 million.
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Note E — Reserve for Loan and Lease Losses

Changes in the reserve for loan and lease lossesaéh of the three years ended December 31 avensbelow.

(Dollars in thousands) 2006 2005 2004

Balance, beginning of year $ 58,691 $ 63,67: $ 70,04¢
(Recovery of) provision for loan and lease losses (2,73€) (5,85%) 22¢
Charge-offs (3,959 (5,572 (14,68))
Recoveries 6,79t 6,452 8,07¢
Balance, end of year $ 58,80: $ 58,691 $ 63,67-

At December 31, 2006 and 2005, nonaccrual anduasted loans and leases, substantially all of wvhie collateralized, were $15.58 million and $561illion, respectively. Interest income
the years ended December 31, 2006, 2005, and 2@24d have increased by approximately $1.28 milli®h.38 million, and $2.27 million, respectivelfthese loans and leases had earned
interest at their full contract rate.

As of December 31, 2006 and 2005, impaired loadseases totaled $12.32 million and $16.87 milli@spectively, of which $3.73 million and $3.07 linih had corresponding specific reser
for loan and lease losses totaling $0.49 milliod $8.52 million, respectively . The remaining bales of impaired loans and leases had no spec#f@rves for loan and lease losses associated
with them. As of December 31, 2006, a total of $20million of the impaired loans and leases weneagorual loans and leases. For 2006, 2005, and t2@Caverage recorded investment in
impaired loans and leases was $11.39 million, &m#lion and $51.14 million, respectively, andeéngst income recognized on impaired loans and $etasaled $0.56 million, $1.01 million,
and $2.55 million, respectively.

Note F — Operating Leases

We finance various types of construction equipmergidium and heavy duty trucks, automobiles, anaefisneous production equipment under leases patigiclassified as operating leases.
These operating leases are reported at cost, mecamulated depreciation. These operating leaaagements require the lessee to make a fixed riyorgthtal payment over a specified lease
term, typically from three to seven years. Theserajing lease assets are recorded net of accumuaf®eciation in the consolidated balance shesitdRincome is earned on the operating |
assets and reported as noninterest income. Thesetiny lease assets are depreciated over theofethre lease to the estimated fair value of thetaasthe end of the lease. The depreciation of
these operating lease assets is reported as a cemtpaf noninterest expense. At the end of theeleih® operating lease asset is either purchas#itelgssee or returned to us.

Operating lease equipment at December 31, 20062808, was $76.31 million and $58.25 million, regpetdy, net of accumulated depreciation of $27.78liom and $29.79 millior
respectively. Depreciable lives for operating leageipment generally range from three to sevensyear

The minimum future lease rental payments due frbemts on operating lease equipment at Decembe2@®16, totaled $62.50 million, of which $18.47 oifl is due in 2007, $16.41 million
2008, $12.67 million in 2009, $8.76 million in 2Q1%4.28 million in 2011, $1.62 million in 2012, a$a.29 million in 2013. Depreciation expense raldteoperating lease equipment for the
ended December 31, 2006 was $14.96 million.

Note G — Premises and Equipment

Premises and equipment as of December 31 consifthd following:

(Dollars in thousands) 2006 2005

Land $ 7,060 $ 6,88¢
Buildings and improvements 43,111 42,61¢
Furniture and equipment 32,94¢ 33,20t
Total premises and equipment 83,12: 82,70t
Accumulated depreciation and amortization (45,796 (44,995
Net premises and equipment $ 37,32¢ $ 37,71(

Depreciation and amortization of properties andgment totaled $4.80 million in 2006, $5.00 million2005, and $4.81 million in 2004.
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Note H - Mortgage Servicing Assets

The unpaid principal balance of residential morgylmns serviced for third parties was $0.65 billia December 31, 2006, compared to $1.54 billidbexember 31, 2005, and $1.91 billion at
December 31, 2004.

Changes in the carrying value of mortgage servieisgpts and the associated valuation allowaneanfoll

(Dollars in thousands) 2006 2005
Mortgage servicing assets:

Balance at beginning of period $ 19,39: $ 23,71¢

Additions 8,02: 10,012

Amortization (4,41)) (6,782)

Sales (15,41%) (7,552)
Carrying value before valuation allowance at engexfod 7,59( 19,39:
Valuation allowance:

Balance at beginning of period (30 (2,309)

Impairment recoveries 12 2,271
Balance at end of period $ (18 $ (30)
Net carrying value of mortgage servicing assetndtof perioc $ 757 $ 19,36
Fair value of mortgage servicing assets at end oepod $ 10,62 $ 23,961

Mortgage servicing assets are evaluated for impaitrand a valuation allowance is established tHt@ugharge to income when the carrying value ofitlbbetgage servicing assets exceeds the
fair value and the impairment is determined todyeforary. Other-than-temporary impairment is reeephwhen the recoverability of a recorded valuaatiowance is determined to be remote
taking into consideration historical and projecitetérest rates and loan pay-off activity. When 8itsation occurs, the unrecoverable portion ofuhieation allowance is applied as a direct write-
down to the carrying value of the mortgage serg@sset. Unlike a valuation allowance, a directemtiown permanently reduces the carrying valudefbortgage servicing asset and the
valuation allowance, precluding subsequent recesefduring 2006, management determined that itneasecessary to permanently write-down any preshoastablished valuation allowance.
At December 31, 2006, the fair value of mortgageising assets exceeded the carrying value repantéte consolidated balance sheet by $3.05 millidns difference represents increases in
the fair value of certain mortgage servicing asaetounted for under SFAS No. 140 that could natberded above cost basis.

The key economic assumptions used to estimateatue wf the mortgage servicing rights as of DecarBtiollow:

2006 2005
Expected weighted-average life (in years) 3.06 3.01
Weighted-average constant prepayment rate (CPR) 12.24 % 12.66 %
Weighted-average discount rate 8.37 % 8.71 %

Funds held in trust at 1st Source for the payméptiacipal, interest, taxes and insurance premiapydicable to mortgage loans being serviced foexst, were approximately $7.67 million and
$21.08 million at December 31, 2006 and Decembg@B@5, respectively.

Note | — Intangible Assets and Goodwill

At December 31, 2006, intangible assets consistgdadwill of $18.85 million and other intangiblesets of $0.57 million, net of accumulated amotitraof $12.34 million. At December 31,
2005, intangible assets consisted of goodwill .85 million and other intangible assets of $2.5@aon, net of accumulated amortization of $10.48lion. Intangible asset amortization was
$1.91 million, $2.66 million, and $2.63 million f@006, 2005, and 2004, respectively. Amortizatiarother intangible assets is expected to totalGtizlion, $0.10 million, $0.10 million, $0.C
million, and $0.07 million in 2007, 2008, 2009, PQ&nd 2011, respectively.

A summary of core deposit intangible and otherrigtale assets as of December 31 follows:

(Dollars in thousands) 2006 2005
Core deposit intangibles:
Gross carrying amount $ 571C $ 5,762
Less: accumulated amortization (5,149 (4,260
Net carrying amount $ 567 $ 1,50z
Other intangibles:
Gross carrying amount $ 7,201 % 7,201
Less: accumulated amortization (7,209) (6,179
Net carrying amount $ - $ 1,027
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Note J — Long-Term Debt and Mandatorily Redeemableecurities

Details of long-term debt and mandatorily redeemaelcurities as of December 31, 2006 and 2005 sfallows:

(Dollars in thousands) 2006 2005

Term loan $ 10,00 $ 10,00(
Federal Home Loan Bank borrowings (4.73%-6.54%) 26,02¢ 5,98¢
Mandatorily redeemable securities 6,181 6,27
Other long-term debt 1,552 975
Total long-term debt and mandatorily redeemable saaities $ 43,761 $ 23,231

Annual maturities of long-term debt outstandindatember 31, 2006, for the next five years begipimn2007, are as follows (in thousands): $10,405,394; $10,396; $280; and $201.

At December 31, 2006, the $10.00 million term Ib@ne a fixed interest rate of 4.76%. Interest igaide quarterly with principal due at the Octob#r 3007, maturity. The Term Loan
Agreement contains, among other provisions, cedawenants relating to existence and mergers,alatiucture, and financial requirements.

At December 31, 2006, the Federal Home Loan Bamiolings represented a source of funding for centasidential mortgage activities and consisteéigiit fixed rate notes with maturities
ranging from 2008 to 2022. These notes were codéired by $35.14 million of certain real estataris.

Mandatorily redeemable securities as of Decembge2@06, of $6.18 million reflected the "book valigfares under the 1st Source Executive Incentize. ee Note K - Employee Stock
Benefit Plans for additional informatioDividends paid on these shares and increases k\@oe per share are recorded as other intergstnse. Total interest expense recorded for 20085,
and 2004 was $0.66 million, $0.54 million, and $0million, respectively.

Note K — Employee Stock Benefit Plans

As of December 31, 2006, we had five stock-basegl@yee compensation plans. These plans includesteck option plans, namely, the 1992 Stock OptilamPand the 2001 Stock Option

Plan; two executive stock award plans, namely Bkecutive Incentive Plan, and the Restricted Stawiard Plan; and the Employee Stock Purchase Plaesd stock-based employee
compensation plans were established to help ratadrmotivate key employees. All of the plans hagerbapproved by the shareholders of 1st Sourceo€aiipn. The Executive Compensation
and Human Resources Committee (the "Committeetheflst Source Corporation Board of Directors ludes authority to select the employees, establistathards to be issued, and approve the

terms and conditions of each award under the sbasied compensation plans.

A combined summary of activity regarding our actsteck option plans and executive stock award pkpsesented in the following table.

Non-Vested Stock

Awards Outstanding Stock Options Outstanding
Weighted- Weighted-
Shares Number of Average Average
Available Shares Grant-Date Number of Exercise
for Grant Fair Value Shares Price
Balance, January 1, 2004 2,414,15! 317,85¢ $ 12.71 849,56( $ 19.3C
Shares authorized --2004 EIP 35,17« - - - -
Granted (37,379 37,37¢ 14.11 = 7.6%
Stock options exercised - - - (228,53)) -
Stock awards vested - (16,235 15.61 - -
Forfeited 1,44C (10,379 9.6€ (3,330 21.82
Canceled - - - - -
Balance, December 31, 2004 2,413,39' 328,62( 12.8¢ 617,69¢ 23.61
Shares authorized --2005 EIP 71,96¢ - - - -
Granted (83,979 83,97« 15.1¢€ - -
Stock options exercised - - - (29,72) 11.31
Stock awards vested - (14,89 15.3¢ - -
Forfeited 9,57( (24,657 12.0¢ (7,129 27.21
Canceled - - - - -
Balance, December 31, 2005 2,410,95! 373,04¢ 13.3¢ 580,84¢ 24.1¢
Shares authorized --2006 EIP 76,44: - - - -
Granted (97,129 94,26« 16.65 2,85¢ 29.4¢
Stock options exercised - - - (71,067) 12.5¢
Stock awards vested - (37,269 15.51 - -
Forfeited 17,38: (19,896 13.4¢ (23,170 20.7¢
Canceled - - - - -
Balance, December 31, 2006 2,407,65! 410,14¢ $ 13.9C 489,47¢ $ 26.0<
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Stock Option Plans —Our incentive stock option plans include the 1985tk Option Plan (the "1992 Plan") and the 200kcEtption Plan (the "2001 Plan"). As of December&106, there
were 421,936 stock options remaining exercisabtieuthe 1992 Plan, all of which will expire in Janyi2011. We have not issued any awards from t82 F3an since 2001, as the 1992 Plan
was terminated, except for outstanding optiongrafte 2001 Plan was approved by the sharehol@gtons under the 2001 Plan vest in one to eightsyfdom date of grant. As of December
2006, there were 67,539 stock options availablésfwrance upon exercise and 2,122,618 availablissoance under the 2001 Plan.

Each award from all plans is evidenced by an awgrdement that specifies the option price, thetduraf the option, the number of shares to whieh @ption pertains, and such other
provisions as the Committee determines. The ogiiare is equal to the fair market value of a stadrést Source Corporation's common stock on the dhgrant. Options granted expire at such
time as the Committee determines at the date ot gnad in no event does the exercise period exaeedximum of ten years, except for reload optiamden the 2001 Plan, which are given the
remaining term of the original grant. Upon mergemsolidation, or other corporate consolidatiowhich 1st Source Corporation is not the surviviogporation, as defined in the plans, all
outstanding options immediately vest.

Proceeds from stock option exercises totaled $Gdlion in 2006, $0.34 million in 2005, and $1.74llion in 2004. During 2006, 71,062 shares wer@éghin connection with stock option
exercises from available treasury shares. All shesgued in connection with stock option exercesgs$ non-vested stock awards are issued from alailedasury stock.

The total intrinsic value of outstanding stock ops and outstanding exercisable stock options @&83%nillion and $2.64 million at December 31, 200Be total intrinsic value of stock options
exercised was $0.96 million in 2006, $0.29 milliar2005, and $3.36 million in 2004. The total failue of share awards vested was $0.67 millionngu2i006 $0.46 million in 2005, and $0.31
million in 2004.

Other information regarding stock options outstagdind exercisable as of December 31, 2006, igli@svk:

Options Outstanding Options Exercisable
Weighted-Average
Number of Remaining Contractual Weighted-Average Number of Weighted-Average
Range of Exercise Prices Shares Life (Years) Exercise Price Shares Exercise Price
$12.04t0 $17.99 46,162 4.01 $13.89 32,412 $14.67
$18.00to $ 26.99 59,587 3.89 20.93 55,003 20.93
$27.00 to $ 29.46 383,726 1.61 28.30 380,867 28.29

As stated in Note A - Accounting Policies, effeetidanuary 1, 2006, we adopted the fair value ratogrprovisions of SFAS No. 123(R). SFAS 123(Rjuees that stoclkased compensation
employees be recognized as compensation cost inebme statement based on their fair values omtbasurement date, which, for 1st Source, is the afagrant. Stock-based compensation
expense is recognized ratably over the requisitécgeperiod for all awards. As a result of apptyihe provisions of SFAS 123(R) during 2006, weoggized additional stock-based
compensation expense related to stock options bs®6 (not subject to tax). The increase in stoageld compensation expense related to stock oftamhan immaterial impact on basic or
diluted earnings per share during 2006. Cash fiioars financing activities for 2006 were not affetttey stock option exercises during 2006.

The fair value of each option on the date of gmaas$ estimated using the Black-Scholes option pgicrodel. Expected volatility is based on the hisadrvolatility estimated over a period of at
least equal to the estimated term of the optiamgestimating the fair value of stock options unither Black-Scholes valuation model, separate grofipsnployees that have similar historical
exercise behavior are considered separately. Tipected term of the options granted is derived baseplast experience and represents the periochefttiat options granted are expected to be
outstanding. The following weighted-average assionptwere used in the option pricing model for ops granted in 2006 (no options were granted i®20®005): a risk-free interest rate of
4.87%; an expected dividend yield of 2.02%; an eigx volatility factor of 35.73%; and an expect@dan life of 5.23 years. The weighted-average gdate per share fair value of options
granted in 2006 was $9.75.

The following pro forma information presents netdme and earnings per share for 2005 and 2004tz fair value method of SFAS No. 123 had been tseneasure compensation cost for
the stock option plans.

Year Ended December 3Dollars in thousands, except per share data) 2005 2004
Net income, as reporte $ 33,75 $ 24,96!
Add:
Stock-based employee compensation expense inclndegorted net income,
net of related tax effects 2,87¢ 1,392
Deduct:
Stock-based employee compensation expense determniuer fair value based
method for all awards, net of related tax effects (2,998 (1,586
Pro forma net income $ 33,62¢ $24,77:
Earnings per share:
Basic — as reported * $1.4¢ $1.1(
Basic — pro forma * $ 1.4¢ $1.0¢
Diluted — as reported * $ 1.4¢ $1.0¢
Diluted — pro forma * $ 1.4¢ $1.07

*Per share data gives retroactive recognition 1% stock dividend declared on July 27, 2006.
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Stock Award Plans —Our incentive stock award plans include the Exeeulincentive Plan (EIP) and the Restricted StoclafdwPlan (RSAP) . The EIP is also administerecheyGommittee.
Awards under the EIP include "book value" shareb amarket value" shares of common stock. Theseeshare awarded annually based on weighted perfaenaiteria and generally vest over
a period of five years. The EIP book value sharag only be sold to 1st Source and such sale is atandin the event of death, retirement, disahilitytermination of employment. The RSAI
designed for key employees. Awards under the RS&RPn@ade to employees recommended by the Chief ExedDfficer and approved by the Committee. Shgrasted under the RSAP vest
over a five to ten-year period and vesting is bagssh meeting certain various criteria, includimgénued employment with 1st Source.

Stock-based compensation expense totaled $0.4ibmiifl 2006, $4.66 million in 2005, and $2.26 nailliin 2004. The total income tax benefit recognirethe accompanying consolidated
statements of income related to stock-based coraiensvas $0.16 million in 2006, $1.79 million i8G5, and $0.86 million in 2004. Unrecognized stbelsed compensation expense related to
stock options totaled $88,345 at December 31, 2806uch date, the weighted-average period ovechvtiiis unrecognized expense was expected to bgmezed was 2.8 years. Unrecognized
stock-based compensation expense related to ndeevsmck awards was $276,970 at December 31, 2QGfuch date, the weighted-average period ovechvthis unrecognized expense was
expected to be recognized was 5.34 years.

The fair value of non-vested stock awards for theppses of recognizing stock-based compensatioersepis market price of the stock on the measuredae, which, for our purposes is the
date of the award.

Employee Stock Purchase Plan “We offer an Employee Stock Purchase Plan (ESPRulostantially all employees with at least two geafrservice on the effective date of an offerimgler

the plan. Eligible employees may elect to purctasedollar amount of stock, so long as such amdaas not exceed 25% of their base rate of payladdgregate stock accrual rate for all
offerings does not exceed $25,000 in any calenéar.yThe purchase price for shares offered isaver of the closing market bid price for the offeridate or the average market bid price fo
five business days preceding the offering date. durehase price and discount to the actual matkstng price on the offering date for the 2006, 208nd 2004 offerings were $25.70 (3.45%),
$21.84 (2.02%), and $22.38 (3.69%), respectivedynient for the stock is made through payroll deidastover the offering period, and employees magatitinue the deductions at any time
and exercise the option or take the funds out @fttogram. The most recent offering began Jun€d6 2nd runs through June 2, 2008, with $282,13fdck value to be purchased at $25.7C
share. The fair value of the employees’ purchag#sifor the 2006, 2005, and 2004 offerings waisnesed using the Black-Scholes model. The followasgumptions were used in the model in
each of the last three years: a risk-free intewast of 5.04% for 2006; 3.40% for 2005; and 2.52#62004; an expected dividend yield of 2.02% fod&®.17% for 2005; and 1.66% for 2004; an
expected volatility factor of 18.77% for 2006; 29%4 for 2005; and 44.20% for 2004; and an expedfeaf 2.0 years for 2006, 2005, and 2004. TheValue for shares offered in 2006, 2005,
and 2004 was $4.28, $3.44, and $5.81, respectively.

Note L — Subordinated Notes

As of December 31, 2006, we sponsored three triistsSource Capital Trust II, 11l and 1V (CapitaluBts) of which 100% of the common equity is owbgdLst Source. The Capital Trusts were
formed for the purpose of issuing corporation-odtiggl mandatorily redeemable capital securitiesdépital securities) to third-party investors andeisting the proceeds from the sale of the
capital securities solely in junior subordinatettdgecurities of 1st Source (the subordinated notése subordinated notes held by each CapitaltEmesthe sole assets of that Capital Trust.

Distributions on the capital securities issued layil Trust II, Ill and 1V are payable quarterlyaarate per annum equal to the interest rate besinged by the Capital Trust on the subordinated
notes held by that Capital Trust. The capital séiegrare subject to mandatory redemption, in whwlen part, upon repayment of the subordinate@sotVe have entered into agreements which,
taken collectively, fully and unconditionally guatee the capital securities subject to the terneach of the guarantees.

The capital securities held by the Capital Trustalidy as Tier 1 capital under Federal Reserve Baaridelines. On March 1, 2005, the Federal Resiessteed rules that retain Tier 1 capital
treatment for trust preferred securities but witicter limits. Under the final rules, after a fiyear transition period, the aggregate amountustt tpreferred securities and certain other capital
elements will retain its current limit of 25% ofeFil capital elements, net of goodwill. The amafrttust preferred securities and certain othemelets in excess of the limit could be included in
Tier 2 capital, subject to restrictions. These meles have no impact on our Tier 1 capital.

The subordinated notes are summarized as follawBeeember 31, 2006:

Amount of
Subordinated Interest Maturity
(Dollars in thousands) Notes Rate Date
March 1997 issuance-floating rate $ 17,784 7.25 % 03/31/27
November 2002 issuar-floating rate 10,310 6.95 % 11/15/32
September 2004 issuance-fixed rate 30,928 7.66 % 12/15/34
Total $ 59,022

The March 1997 floating rate issuance interestisaggual to the sum of the thre@nth Treasury adjusted to a constant maturitys gl25%. The November 2002 issuance interestsdieeid at
6.95% until November 15, 2007, at which time itlisécome floating at an interest rate equal to LEB@lus 3.35%.

Note M — Employee Benefit Plans

Effective October 1, 2006, we amended the 1st SoGarporation Employees’ Profit Sharing Plan anasTrwhich was renamed the 1st Source Corporatiopl@&ee Stock Ownership and
Profit Sharing Plan (as amended, the “Plan”). Tk fhcludes an employee stock ownership compomerith is designed to invest in and hold 1st Soeaamon stock, and a 401(k) plan
component, which holds all Plan assets not inveistddt Source common stock. The Plan now alsaudes a number of new features that encourage dieat®n of investments with more
opportunities to change investment elections amdritution levels.
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Employees are eligible to participate in the Plartte first day of employment. After one year ar@D hours of service worked, we are required uttteA01(k) component of the Plan to me
dollar for dollar participant contributions up t&dof compensation, plus 50 cents per dollar ofrtivet 2% deferrals. We will also contribute to tHarPan amount designated as a fixed profit
sharing contribution. The amount of fixed profiasimg contribution is equal to two percent of comgagion. Additionally, each year we may, in oursadiscretion, make additional contributions
to the 401(k) component of the Plan. As of Decen®igr2006, there were 1,312,203 shares of 1st 8dlocporation common stock held in relation to esypé benefit plans.

Our contribution is allocated among the particigao the basis of compensation. Each participactsunt is credited with cash or shares of 1st@oeommon stock based on that participant’s
compensation earned during the year. After compiefive years of service in which they worked atste1,000 hours per year, a participant will be pletely vested in their Plan account. Plan
participants are entitled to receive distributiémmsn their Plan accounts only upon terminationerfvice, which includes retirement or death.

Contribution expense for the years ended Decembe2®6, 2005, and 2004, amounted to $2.39 millEn32 million, and $1.66 million, respectively.

Contributions to the defined contribution moneyghase pension plan are based on 2% of participaligible compensation. For the years ended DeceBhe2006, 2005, and 2004, total
pension expense for this plan amounted to $0.8%50mjl$0.91 million, and $0.72 million, respectiyel

Trustcorp contributes to a defined contributionnplar all of its employees who meet the generdikility requirements of the plan. Contribution exyse for this plan for the years ended
December 31, 2006, 2005, and 2004, amounted t® $0illon, $0.14 million, and $0.13 million, resgaely.

In addition to the 1st Source Corporation Emplogésck Ownership and Profit Sharing Plan, we progeeain health care and life insurance benefitstibstantially all of our retired

employees. All of our full-time employees becomigible for these retiree benefits upon reaching B &vith 20 years of credited service. The meditah pays a stated percentage of eligible

medical expenses reduced for any deductibles ayigrets made by government programs and other grougrage. The lifetime maximum benefit payable wnide medical plan is $15,000 ¢
for life insurance is $3,000.

Our net periodic postretirement benefit cost reegphin the consolidated financial statementstieryears ended December 31, 2006, 2005, and 200drded to $0.12 million, $0.33 million,
and $0.10 million, respectively. Our accrued pdsement benefit cost was not material at Decen3igi2006, 2005, and 2004.

Note N — Income Taxes

Income tax expense was comprised of the following:

Year Ended December 3Dollars in thousands) 2006 2005 2004
Current:

Federal $ 2235( $ 16,628 $ 2,92(

State 1,781 1,90¢ 87C
Total current 24,131 18,53¢ 3,79(
Deferred:

Federal (3,439 (2,649 4,61(

State (452) (264) 73€
Total deferred (3,88%) (2,90¢) 5,34¢
Total provision $ 20,246  $ 15,62t $ 9,13¢

The reasons for the difference between incomexperese and the amount computed by applying thetstgtfederal income tax rate (35%) to income befacome taxes are as follows:

2006 2005 2004
Percent of Percent of Percent of
Pretax Pretax Pretax

Year Ended December 3Dollars in thousands) Amount Income Amount Income Amount Income
Statutory federal income tax $ 20,84( 35.% $ 17,28. 35.(%%$ 11,93¢ 35.(%
(Decrease) increase in income taxes resulting from:

Tax-exempt interest income (1,669 (2.8) (1,749 (3.5) (1,782 (5.2)

State taxes, net of federal income tax benefit 86¢F 1.5 1,06¢ 2.2 1,044 3.1

Dividends received deduction 270 (0.5) (18¢) (0.4) (1,607%) 4.7

Other 48C 0.8 (78€) (1.6) (454) (1.4)
Total $ 20,24¢ 34.C%$ 15,62¢ 31.7%% 9,13¢€ 26.8%

The tax expense (benefit) applicable to securgaias and losses for the years 2006, 2005, and ®@6451,758,000, $134,000, and $(1,808,000), ré¢ispc
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Deferred tax assets and liabilities as of Decertie2006 and 2005 consisted of the following:

(Dollars in thousands) 2006 2005
Deferred tax assets:
Reserve for loan and lease losses $ 22,551 $ 23,06(
Accruals for employee benefits 3,821 5,12
Net unrealized losses on securities available-&te-s 15¢ 2,013
Securities valuation reserve 1,31¢ 1,15C
Other 1,402 1,01C
Total deferred tax assets 29,25¢ 32,35¢
Deferred tax liabilities:
Differing depreciable bases in premises and leage@pment 32,10¢ 34,43:
Mortgage servicing 3,392 7,53¢
Capitalized loan costs 2,307 2,16¢
Differing bases in assets related to acquisitions 433 728
Other 2,06( 564
Total deferred tax liabilities 40,30z 45,425
Net deferred tax liability $ 11,047 $ 13,07¢

Note O — Contingent Liabilities, Commitments, and Fhancial Instruments with Off-Balance-Sheet Risk

Contingent Liabilities — 1st Source and our subsidiaries are defendantrious legal proceedings arising in the normal sewf business. In the opinion of management, baged present
information including the advice of legal coungkg ultimate resolution of these proceedings voli Inave a material effect on our consolidated foi@rposition or results of operation.

Commitments — 1st Source and our subsidiaries are obligated unpemrating leases for certain office premises andpeent. In 1982, we sold the headquarters bugldind entered into a
leaseback agreement with the purchaser. At DeceB1he2006, the remaining term of the lease wasyears with options to renew for up to 15 additiorears. Approximately 30% of the

facility is subleased to other tenants.

Future minimum rental commitments for all noncatat®é operating leases total approximately, $2.@Bam in 2007, $2.31 million in 2008, $2.05 millnin 2009, $1.72 million in 2010, $1.60
million in 2011, and $1.48 million, thereafter. AsDecember 31, 2006, future minimum rentals tedmeived under noncancellable subleases total€3 $8illion.

Rental expense of office premises and equipmenteated sublease income were as follows:

Year Ended December 3Dollars in thousands) 2006 2005 2004

Gross rental expense $ 325 $ 3572 % 3,07t
Sublease rental income (1,626) (1,809 (1,55¢)
Net rental expense $ 1,62¢ $ 1,768 $ 1,517

Financial Instruments with Off-Balance-Sheet Risk —To meet the financing needs of our clients, 1str&»and our subsidiaries are patrties to finanostruments with off-balance-sheet risk
in the normal course of business. These off-balasheet financial instruments include commitmentsriginate, purchase and sell loans, and standtgréeof credit. The instruments involve, to
varying degrees, elements of credit and interdstrisk in excess of the amount recognized in tiresolidated statements of financial condition.

Our exposure to credit loss in the event of norgreréince by the other party to the financial insteats for loan commitments and standby letters ediicis represented by the dollar amount of
those instruments. We use the same credit polégidscollateral requirements in making commitments @onditional obligations as we do for on-balasheet instruments.

Loan commitments have fixed expiration dates oeotbrmination clauses and may require paymentfeéaSince many of the commitments are expecteapae without being drawn upon,
total commitment amounts do not necessarily repitefsgure cash requirements.

Trustcorp and the Bank grant mortgage loan comnmiten® borrowers, subject to normal loan undemgititandards. The interest rate risk associatdutivitse loan commitments is manager
entering into contracts for future deliveries cdins.

Letters of credit are conditional commitments iskt@ guarantee the performance of a client to altharty. The credit risk involved and collaterditained in issuing letters of credit
essentially the same as those involved in extenldiaig commitments to clients.

As of December 31, 2006 and 2005, 1st Source andufisidiaries had commitments outstanding to ioaigi and purchase mortgage loans aggregating $La8li#n and $130.73 million,

respectively. Outstanding commitments to sell loaggregated $73.87 million at December 31, 2006,%88.39 million at December 31, 2005. Standbtstof credit totaled $83.15 million a
$76.43 million at December 31, 2006 and 2005, retygey. Standby letters of credit have terms raggrom six months to one year.
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Note P — Derivative Financial Instruments

We have certain interest rate derivative posititiag are not designated as hedging instrumentsseTtierivative positions relate to transactions liictv we enter into an interest rate swap with a
client while at the same time entering into anetisg interest rate swap with another financiatiimtion. In connection with each transaction,ageee to pay interest to the client on a notional
amount at a variable interest rate and receiveastdrom the client on a same notional amountfateal interest rate. At the same time, we agregatp another financial institution the same fixed
interest rate on the same notional amount andvecdkée same variable interest rate on the samematamount. The transaction allows our clientffeatively convert a variable rate loan to a
fixed rate. Because we act as an intermediary doicbent, changes in the fair value of the undedyderivative contracts offset each other and akimpact our results of operations. At
December 31, 2006, the notional amount of non-heglgiterest rate swaps was $14.55 million.

Note Q — Regulatory Matters

We are subject to various regulatory capital rezgagnts administered by the Federal banking agerfegisire to meet minimum capital requirements sult in certain mandatory and poss
additional discretionary actions by regulators thfatindertaken, could have a material effect on financial statements. Under capital adequacy ainds and the regulatory framework
prompt corrective action, we must meet specificitehjguidelines that involve quantitative measuoé®our assets, liabilities, and certain off-balasbeet items as calculated under regul:

accounting practices. Our capital amounts and ifiesson are subject to qualitative judgments bg tegulators about components, risk weightingd,aher factors.

Quantitative measures established by regulati@nsure capital adequacy require us to maintainmmini amounts and ratios of total capital and Tieapital to riskweighted assets and of Tie
capital to average assets. We believe that we alleedpital adequacy requirements to which we algest.

The most recent notification from the Federal beedulators categorized the Bank, the largest osabsidiaries, as "well capitalized" under theutatpry framework for prompt corrective
action. To be categorized as "well capitalized"muest maintain minimum total risk-based, Tier | Hisksed, and Tier | leverage ratios as set forthértable below. There are no conditions or
events since that notification that we believe Wdle changed the institution’s category.

As discussed in Note L, the capital securities Ihgithe Capital Trusts qualify as Tier 1 capitatlenFederal Reserve Board guidelines.

The actual and required capital amounts and ré&iosst Source Corporation and 1st Source Bankf &ecember 31, 2006, are presented in the talibevbe

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):
Consolidated $ 448,49¢ 14.27%$ 252,19: 8.0(%$ 315,24. 10.0(%
1st Source Bank 426,85¢ 13.7% 248,69: 8.0(% 310,86« 10.0(%
Tier | Capital (to Risk-Weighted Assets):
Consolidated 406,99¢ 12.99% 126,09° 4.0(% 189,14! 6.0(%
1st Source Bank 387,14¢ 12.4%% 124,34¢ 4.0(% 186,51¢ 6.0(%
Tier | Capital (to Average Assets):
Consolidated 406,99¢ 10.9%9% 148,92¢ 4.0(% 186,16( 5.0(%
1st Source Bank 387,14! 10.56% 146,58 4.0(% 183,22t 5.0(%

The Bank is required to maintain noninterest bepciash balances with the Federal Reserve Banka¥émage balance of these deposits for the yeaeddddcember 31, 2006 and 2005, were
approximately $6.23 million and $8.45 million, restively.

Dividends that may be paid by a subsidiary bantkéoparent company are subject to certain legaragdlatory limitations and also may be affecteccapital needs, as well as other factors.
Without regulatory approval, the Bank can pay divids in 2007 of up to $67.14 million, plus an addil amount equal to its net profits for 2007dafined by statute, up to the date of any ¢

dividend declaration.

Our mortgage subsidiary, Trustcorp, is requirethtintain minimum net worth capital requirementsibished by various governmental agencies. Trugtearet worth requirements are
governed by the Department of Housing and Urbarel@@ment and GNMA. As of December 31, 2006, Trugteoet its minimum net worth capital requirements .
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Note R — Fair Values of Financial Instruments

The fair values of our financial instruments afettember 31, 2006 and 2005 are summarized in tie below.

2006 2005

Carrying or Carrying or
(Dollars in thousands) Contract Value Fair Value Contract Value Fair Value
Assets:
Cash and due from banks 118,13: $ 118,13: $ 124,817 $ 124,81°
Federal funds sold and interest bearing deposits ather banks 64,97¢ 64,97¢ 68,57¢ 68,57¢
Investment securities, available-for-sale 708,67: 708,67: 632,62! 632,62!
Mortgages held for sale 50,15¢ 50,15¢ 67,22¢ 67,44¢
Loans and leases, net of reserve for loan and leases 2,643,73! 2,608,90! 2,404,73- 2,380,89:
Interest rate swaps 122 122 65 65
Liabilities:
Deposits 3,048,28: % 3,048,97. % 2,745,58 % 2,750,21.
Short-term borrowings 222,71¢ 222,71¢ 277,46¢ 277,46¢
Long-term debt and mandatorily redeemable secsritie 43,761 43,502 23,23 23,06t
Subordinated notes 59,02z 60,76¢ 59,02: 58,61¢
Interest rate swaps 122 122 65 65
Off-balance-sheet instruments * - (34€) - (431)

* Represents estimated cash outflows required teently settle the obligations at current marke¢sa
We used the following methods and assumptionstimasing the fair value of our financial instrumsnt

Cash and Cash Equivalents— The carrying values reported in the consolidatadements of financial condition for cash and flam banks, Federal funds sold and interest beat@mpsits
with other banks approximate fair values for thassets.

Investment Securities— Fair values for securities are based on quotedteharices, where available. If quoted marketgsiare not available, fair values are estimateddas quoted market
prices of comparable investments.

Loans and Leases— For variable rate loans and leases that reprezuently and with no significant change in creisik, fair values are based on carrying values. falrevalues for certain real
estate loans (e.g., one-to-four single family restéhl mortgage loans) are based on quoted maricetspof similar loans sold in conjunction with setization transactions, adjusted for
differences in loan characteristics. The fair valoéall other loans and leases are estimated uksngunted cash flow analyses which use inteegssrcurrently being offered for loans and lei
with similar terms to borrowers of similar creditajity.

Mortgages Held for Sale— The fair value of loans held for sale is detemuibased upon the market sales price of similarsloa

Deposits— The fair values for all deposits other than tideposits are equal to the amounts payable on defttandarrying value). Fair values of variable ratge deposits are equal to their
carrying values. Fair values for fixed rate timgadts are estimated using discounted cash flolyses using interest rates currently being offdoedieposits with similar remaining maturities.

Short-Term Borrowings — The carrying values of Federal funds purchasecities sold under repurchase agreements, ard siiort-term borrowings, including our liabilitylated to
mortgage loans available for repurchase under GNdg##onal repurchase programs, approximate theivedlues.

Long-Term Debt and Mandatorily Redeemable Securitis— The fair values of long-term debt are estimatsidg discounted cash flow analyses, based on awerdlestimated incremental
borrowing rates for similar types of borrowing argements. The carrying values of mandatorily redds#ensecurities are based on approximate fair galue

Subordinated Notes— Fair values are based on quoted market pricesrevvailable. If quoted market prices are notlaktg, fair values are estimated based on calalilai@ ket prices of
comparable securities.

Interest Rate Swaps— The carrying value of interest rate swaps is etpéie fair value. The fair value is based on tstemeated amount we would receive or pay to terneitlaé contract, takir
into account the current interest rate.

Off-Balance-Sheet Instruments— Contract and fair values for certain of our oéfldnce-sheet financial instruments (guaranteedcamdcommitments) are estimated based on feesntlyrre
charged to enter into similar agreements, takimg &ecount the remaining terms of the agreementgtencounterparties’ credit standing.

Limitations — Fair value estimates are made at a specific poitine based on relevant market information arfdrimation about the financial instruments. Becausenarket exists for a
significant portion of our financial instrumentsjrfvalue estimates are based on judgments regpfdiure expected loss experience, current econoamditions, risk characteristics of various
financial instruments, and other such factors.

These estimates do not reflect any premium or distcthat could result from offering for sale at dimee our entire holdings of a particular finandidtrument. These estimates are subjective in
nature and require considerable judgment to inétnmarket data. Accordingly, the estimates presenégein are not necessarily indicative of the amt®we could realize in a current market
exchange, nor are they intended to represent thedle of 1st Source as a whole. The use of diffemarket assumptions and/or estimation meth@iedamay have a material effect on the
estimated fair value amounts. The fair value estimaresented herein are based on pertinent infmmavailable to management as of the respecti@nice sheet date. Although manageme
not aware of any factors that would significantffeat the estimated fair value amounts, such ambave not been comprehensively revalued sincpréeentation dates, and therefore,
estimates of fair value after the balance sheet naty differ significantly from the amounts presehherein.
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Other significant assets, such as mortgage bardpegation, premises and equipment, other asseddjabilities not defined as financial instrumerdse not included in the above disclosure
addition, for investment and mortgagaeked securities, the income tax ramificationateal to the realization of unrealized gains anddescan have a significant effect on fair valuérese:
and have not been considered in many of the es8nalso, the fair value estimates for depositaidbinclude the benefit that results from the loast funding provided by the deposit liabilit
compared to the cost of borrowing funds in the raairk

Note S — Subsequent Event

On February 19, 2007, we entered into a definiigeeement of merger with FINA Bancorp, Inc. (FINA),which 1st Source will acquire FINA in an exclgenof cash and stock. FIM
headquartered in Valparaiso, Indiana, owns Firdiddal Bank, Valparaiso, a full service bank withpeoximately $620.00 million in assefShe merger, approved by the directors of |
companies, is valued at approximately $135.00 amillior $3,206.57 per FINA share. The price reprissapproximately 196% of book value and 41.5 ti@2@86 earnings before securities los
1st Source will pay a minimum of 40% and a maximoin®#2% of the purchase price in shares of 1st Sooonmon stock, and the remainder of the purchese will be paid in cash. Tl
precise exchange ratio will be established at nfpbiased on 1st Soursestock price prior to the completion of the merdg@NA shareholders will be able to choose whetbeeceive 1st Sour
common stock or cash pursuant to election procaddescribed in the definitive agreement, subjedistoSource’s ability to reallocate elections quraportionate basid.he merger is subject
customary closing conditions, including regulatapproval and is expected to be completed in therskquarter of 2007. We believe the purchase ofAFkNa natural extension of our sen
area and is consistent with our growth market egjaninitiatives.

Note T — 1st Source Corporation (Parent Company Onl) Financial Information

STATEMENTS OF FINANCIAL CONDITION

December 31Dollars in thousands) 2006 2005
ASSETS

Cash $ 1 3 1
Short-term investments with bank subsidiary 14,44: 11,56:
Investment securities, available-for-sale

(amortized cost of $17,112 and $12,893 at Decer@bg2006 and 2005, respectively) 19,697 15,28:
Investments in:

Bank subsidiaries 402,80" 376,53¢

Non-bank subsidiaries 10,20z 9,54«
Loan receivables:

Non-bank subsidiaries 3,03( 6,00(
Premises and equipment, net 2,142 2,142
Other assets 7,66( 8,07
Total assets $ 459,98( $ 429,14
LIABILITIES AND SHAREHOLDERS EQUITY
Commercial paper borrowings $ 11,47  $ 4,80
Other liabilities 3,20¢ 3,03:
Long-term debt and mandatorily redeemable secsritie 76,39¢ 75,73¢
Total liabilities 91,07¢ 83,56¢
Shareholders’ equity 368,90¢ 345,57¢
Total liabilities and shareholders’ equity $ 45998( $ 429,14
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STATEMENTS OF INCOME

Year Ended December 3Dollars in thousands) 2006 2005 2004
Income:
Dividends from bank and non-bank subsidiaries 15,04¢ 11,55: 9,74¢
Rental income from subsidiaries 2,542 2,47 82¢
Other 4,134 3,28¢ 2,721
Total income 21,721 17,31( 13,29¢
Expenses:
Interest on long-term debt and mandatorily rededensécurities 5,49t 5,04( 4,86¢
Interest on commercial paper and other short-tesmolwings 41¢ 73 10
Rent expense 1,05¢ 1,05¢ 1,05¢
Other 1,14¢ 2,352 2,70¢
Total expenses 8,12( 8,52¢ 8,64
Income before income tax benefit and equity in undiributed income of subsidiaries 13,601 8,78¢ 4,65¢
Income tax benefit 22C 897 2,26¢
Income before equity in undistributed income of subidiaries 13,821 9,68: 6,92F
Equity in undistributed income of subsidiaries:
Bank subsidiaries 23,44¢ 24,057 19,83:
Non-bank subsidiaries 2,02¢ 11 (1,792)
Net income 39,291 33,751 24,96¢
STATEMENTS OF CASH FLOW
Year Ended December 3Dollars in thousands) 2006 2005 2004
Operating activities:
Net income 39,291 33,751 24,96¢
Adjustments to reconcile net income to net cashigea by operating activities:
Equity in undistributed income of subsidiaries (25,47¢) (24,069 (18,040
Depreciation of premises and equipment 28¢ 30t 283
Realized and unrealized investment securities gaisses (517 (72) 851
Other (1,129 (21€) 523
Net change in operating activities 12,46¢ 9,69¢ 8,582
Investing activities:
Proceeds from sales and maturities of investmentriges 1,817 15,35¢ 6,64~
Purchases of investment securities (3,759 (10,36) -
Net change in premises and equipment (289) (119) (264)
Change in short-term investments with bank subsidia (2,880 (6,329) (2,080
Change in loans made to subsidiaries, net 2,97( 1,00C (285)
Capital contributions to subsidiaries 1,40C (1,460 -
Return of capital from subsidiaries - - 50C
Net change in investing activities (735) (1,919 4,51¢€
Financing activities:
Net change in commercial paper and other short-tEvmowings 6,67 3,96< (14€)
Proceeds from issuance of subordinated notes - - 30,92¢
Payments on subordinated notes - - (28,35))
Proceeds from issuance of long-term debt 874 311 18
Payments on long-term debt (123 (44) (5,04¢)
Net proceeds from issuance of treasury stock 814 52¢ 3,252
Acquisition of treasury stock (7,65%) (2,22)) (4,95¢)
Cash dividends (12,31Y (10,325 (8,867)
Net change in financing activities (11,739 (7,78%) (13,16¢)
Net change in cash and cash equival - 0] (68)
Cash and cash equivalents, beginning of year 1 2 70
Cash and cash equivalents, end of year 1 1 2
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None
ITEM 9A. CONTROLS AND PROCEDURES.

1st Source carried out an evaluation, under thersigion and with the participation of 1st Sourece@nagement, including 1st Source's Chief Exec@iffecer and Chief Financial Officer, of t
effectiveness of the design and operation of 1str@&@s disclosure controls and procedures pursoaBkchange Act Rule 13B5. Based upon that evaluation, the Chief ExecuBfficer anc
Chief Financial Officer concluded that, at DecemBg&r 2006, 1st Source's disclosure controls andeghares are effective in accumulating and commtinigdo management (including st
officers) the information relating to 1st Sourcec{uding its consolidated subsidiaries) requiretiéancluded in 1st Source's periodic SEC filings.

MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIA L REPORTING

Management of 1st Source Corporation (“1st Sourisefgsponsible for establishing and maintainingcpdte internal control over financial reportingt $ource’s internal control over financial
reporting includes policies and procedures pentaind 1st Source’s ability to record, process, @mbrt reliable information. Actions are taken torect any deficiencies as they are identified
through internal and external audits, regular exatons by bank regulatory agencies, 1st Sourceisdl risk management process, and other meanSolste’s internal control system is
designed to provide reasonable assurance to 1st@sunanagement and Board of Directors regardiegteparation and fair presentation of 1st Sosrpablished financial statements.

All internal control systems, no matter how wels@gmed, have inherent limitations. Therefore, etherse systems determined to be effective can peomidly reasonable assurance with respe
financial statement preparation and presentatiarthEr, because of changes in conditions, the &ffatess of internal control may vary over time.

1st Source’s management assessed the effectivehiessrnal control over financial reporting as@écember 31, 2006. In making this assessmented the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Comimis@COSO) in Internal Control - Integrated FramekvoBased on management’s assessment, we befiaeas of December 31, 2006, 1st
Source’s internal control over financial reportisgeffective based on those criteria.

Ernst & Young LLP, independent registered publicamting firm, has issued an attestation reponnanagement’s assessment of 1st Source’s internglot@ver financial reporting. This
report appears on page 25.

/sICHRISTOPHER J. MURPHY Il
CHRISTOPHER J. MURPHY II
Chairman, President al

Chief Executive Office

[sILARRY E. LENTYCH
LARRY E. LENTYCH
Treasurer and Chief Financial Offic

South Bend, Indian

ITEM 9B. OTHER INFORMATION

None

PART I
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE
The information under the caption "Proposal NuntheElection of Directors,"” "Board Committees antetCorporate Governance Matters," and "Section)IBéneficial Ownership Reporting
Compliance" of the 2007 Proxy Statement is incaax herein by reference.
ITEM 11 . EXECUTIVE COMPENSATION

The information under the caption "Compensatiorcssion & Analysis" of the 2007 Proxy Statemenheorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTER S.

The information under the caption "Voting Secustand Principal Holders Thereof" and "Proposal Nemnib Election of Directors" of the 2007 Proxy ®taent is incorporated herein by
reference.

EQUITY COMPENSATION PLAN INFORMATION:

Number of Securities
Remaining Available
for Future Issuance

Number of Securities to be Weighted-average Under Equity
Issued upon Exercise of Exercise Price of Compensation Plans
Outstanding Options, Outstanding Options, [excluding securities
Warrants and Rights Warrants and Rights reflected in column (a)]
Equity compensation plans
approved by shareholders
1992 stock option plan 421,936 $27.36 -
2001 stock option plan 67,539 17.83 2,122,618
1997 employee stock purchase plan 21,708 21.49 173,845
1982 executive incentive plan - - 95,271 @)
1982 restricted stock award plan - - 189,770 @O
Total plans approved by shareholders 511,183 $25.85 2,581,504

Equity compensation plans
not approved by shareholders - - -

Total equity compensation plans 511,183 $25.85 2,581,504

(@ Amount is to be awarded by grants administerechbyBxecutive Compensation Committee of the 1st@oBoard of Directors
@ Amount includes market value stock only. Book vashares used for annual awards may only be sdldttSource

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE.
The information under the caption "Proposal NuntheElection of Directors"of the 2007 Proxy Statemisrincorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information under the caption "Relationshiphatitdependent Registered Public Accounting Firmthef 2007 Proxy Statement is incorporated hereirefsrence.
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PART IV

I TEM 15. E XHIBITS , F INANCIAL S TATEMENT S CHEDU LES.

(a) Financial Statements and Schedules:
The following Financial Statements and Supplemgribata are filed as part of this annual report:

Reports of Independent Registered Public Accourfing

Consolidated statements of financial condition —e®uaber 31, 2006 and 2005

Consolidated statements of income — Years ende@deer 31, 2006, 2005, and 2004

Consolidated statements of shareholders’ equity ear¥ ended December 31, 2006, 2005, and 2004

Consolidated statements of cash flows — Years ebdmeémber 31, 2006, 2005, and 2004

Notes to consolidated financial statements — De@arBt, 2006, 2005, and 2004

Financial statement schedules required by Artiobé Begulation S-X are not required under the eglanstructions, or are inapplicable and, therefoaxe been omitted.

(b) Exhibits (numbered in accordance with ltem 60Regulation S-K):

3(a)

3(b)

4(2)
4(0)()

4(0)()
4(0)@)

4(d)
10(a)(1)
10(a)(2)
10(a)(4)
10(a)(5)
10(a)(6)

10(b)

10(c)

10(d)

Articles of Incorporation of Registrant, as amendguil 30, 1996, and filed as exhibit to Form 10-dated December 31, 1996, and incorporated heyeirfbrence.
By-Laws of Registrant, as amended January 29, 200d,as exhibit to Form 10-K, dated December103, and incorporated herein by reference.

Form of Common Stock Certificates of Registrargdibs exhibit to Registration Statement 2-4048liacmrporated herein by reference.

Form of Floating Rate Cumulative Trust Preferredi8ities Indenture, dated March 21, 1997, filecksisibit to Form 10-K, dated December 31, 1997, iacdrporated herein
by reference.

Form of Floating Rate Cumulative Trust Preferredu8ities Trust Agreement, dated March 21, 199@dfis exhibit to Form 1K; dated December 31, 1997, and incorpor
herein by reference.

Form of Floating Rate Cumulative Trust Preferredu8ities Guarantee Agreement, dated March 21, 18918d,as exhibit to Form 10-K, dated December3197, and
incorporated herein by reference.

Agreement to Furnish Long-term Debt Instrumentsedd&ebruary 11, 2003, filed as an exhibit to FAG¥K, dated December 31, 2002, and incorporateelihéy reference.
Employment Agreement of Christopher J. Murphydited April 16, 1998, filed as exhibit to Form 10d&ated December 31, 1998, and incorporated hbseieference.
Employment Agreement of Wellington D. Jones IlltethApril 16, 1998, filed as exhibit to Form 10-ttgted December 31, 1998, and incorporated hereiefeyence.
Employment Agreement of Larry E. Lentych, datediApB, 1998, filed as exhibit to Form 10-K, datedd@mber 31, 1998, and incorporated herein by nedere
Employment Agreement of Richard Q. Stifel, datedilxj6, 1998, filed as exhibit to Form 10-K, datedcember 31, 1998, and incorporated herein byenter.
Employment Agreement of John B. Griffith, dated ®taB1, 2001, filed as exhibit to Form 10-K, dateecBmber 31, 2002, and incorporated herein by nefere

1st Source Corporation Employee Stock Purchasedd April 17, 1997, filed as exhibit to Form KQdated December 31, 1997, and incorporated hégeneference.
1st Source Corporation 1982 Executive IncentivanPdanended January 17, 2003, and filed as exlilfibtm 10-K, dated December 31, 2003, and incotpdriaerein by
reference.

1st Source Corporation 1982 Restricted Stock Avirdash, amended January 17, 2003, and filed as éxhiBiorm 10-K, dated December 31, 2003, and ino@ted herein by
reference.
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10(e) 1st Source Corporation 2001 Stock Option Plan, aleéduly 27, 2006, and filed as an exhibit to Istr6e Corporation Proxy Statement dated March @12a8nd
incorporated herein by reference.
10(g)(1) 1st Source Corporation 1992 Stock Option Plan, aleeéduly 27, 2006, and dated April 23, 1992, asraliee December 11, 1997, filed as exhibit to ForaK1@ated
December 31, 1997, and incorporated herein by eater.
10(g)(2) An amendment to 1st Source Corporation 1992 Stqatio® Plan, dated July 18, 2000, and filed as ekwbForm 10-K, dated December 31, 2000, and iporated herein by

reference.
10(h) 1st Source Corporation 1998 Performance CompemsBtan, dated February 19, 1998, filed as exhibRdrm 10-K, dated December 31, 1998, and incotpdraerein by
reference.
10(i) Consulting Agreement of Ernestine M. Raclin, datguiil 14, 1998, filed as exhibit to Form 10-K, ddtBecember 31, 1998, and incorporated herein tgreate.
10(j) Contract with Fiserv Solutions, Inc. dated Novem®®&r 2005, filed as exhibit to Form 10-K, datedcBmber 31, 2005, and incorporated herein by reteren
21 Subsidiaries of Registrant (unless otherwise irtéitaeach subsidiary does business under its omeha
Name Jurisdiction
1st Source Bank Indiana
SFG Equipment Leasing, Inc. * Indiana
1st Source Insurance, Inc. * Indiana
1st Source Specialty Finance, Inc. * Indiana
FBT Capital Corporation (Inactive) Indiana
1st Source Leasing, Inc. Indiana
1st Source Capital Corporation * Indiana
Trustcorp Mortgage Company Indiana
1st Source Capital Trust Il Delaware
1st Source Capital Trust Il Delaware
1st Source Capital Trust IV Delaware
Michigan Transportation Finance Corporation * Michigan
1st Source Intermediate Holding, LLC Delaware
1st Source Funding, LLC Delaware
1st Source Corporation Investment Advisors, Inc. * Indiana
SFG Commercial Aircraft Leasing, Inc. * Indiana
SFG Equipment Leasing Corporation I* Indiana
*Wholly-owned subsidiaries of 1st Source Bank
23 Consent of Ernst & Young LLP, Independent Registd?ablic Accounting Firm
311 Certification of Christopher J. Murphy 1lI, ChiekEcutive Officer (Rule 13a-14(a)).
31.2 Certification of Larry E. Lentych, Chief Financi@fficer (Rule 13a-14(a)).
321 Certification of Christopher J. Murphy 1lI, ChiefkEcutive Officer.
32.2 Certification of Larry E. Lentych, Chief Financi@fficer .

(c) Financial Statement Schedules — None.
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SIGNA TURES

Pursuant to the requirements of Section 13 or 16{de Securities Exchange Act of 1934, the regmthas duly caused this report to be signedhehalf by the undersigned, thereunto
authorized.

1st SOURCE CORPORATION

By __ /s/ CHRISTOPHER J. MURPHY lIl
Christopher J Murphy 1ll, Chairman of the Board,
President and Chief Executive Officer

Date: February 23, 2007

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpihe following persons on behalf of the registrand in the capacities and on the dates
indicated.

Signature Title Date
/s CHRISTOPHER J. MURPHY Il Chairman of the Board, February 23, 2007
Christopher J. Murphy Il President and Chief Executive Officer
/sl WELLINGTON D. JONES Il Executive Vice President February 23, 2007
Wellington D. Jones Il and Director
/s/ LARRY E. LENTYCH Treasurer, Chief Financial Officer February 23, 2007
Larry E. Lentych and Principal Accounting Officer
/s/ JOHN B. GRIFFITH Secretary February 23, 2007
John B. Griffith and General Counsel
/s DAVID C. BOWERS Director February 23, 2007

David C. Bowers

/s/ DANIEL B. FITZPATRICK Director February 23, 200
Daniel B. Fitzpatrick

/s| TERRY L. GERBER Director February 23, 2007
Terry L. Gerber

/s/ LAWRENCE E. HILER Director February 23, 200
Lawrence E. Hiler

/s/ WILLIAM P. JOHNSON Director February 23, 2007
William P. Johnson

/s/ CRAIG A. KAPSON Director February 23, 2007
Craig A. Kapson

/sl REX MARTIN Director February 23, 2007
Rex Martin
/sl DANE A. MILLER Director February 23, 2007
Dane A. Miller
/s/ TIMOTHY K. OZARK Director February 23, 2007

Timothy K. Ozark

/s/ JOHN T. PHAIR Director February 23, 2007
John T. Phair
/s MARK D. SCHWABERO Director February 23, 2007

Mark D. Schwabero

/s TOBY S. WILT Director February 23, 2007
Toby S. Wilt
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Consent of Independent Registered Public Accouriing

Exhibit 22

We consent to the incorporation by reference inRbgistration Statements listed below of 3stirce Corporation of our reports dated Februan2@87, with respect to the consolidated finar
statements of 1st Source Corporation and subsidiatist Source Corporation managenseassessment of the effectiveness of internal abatwer financial reporting, and the effectivenef

internal control over financial reporting of 1stu8ce Corporation,

Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.
Registration Statement No.

Chicago, lllinois
February 23, 2007

333-101712 on Form &t8diDecember 6, 2002
333-101711 on Form &t8diDecember 6, 2002
333-101710 on Form &t8diDecember 6, 2002
333-101709 on Form @&t8diDecember 6, 2002
333-64314 on Form St&ddauly 2, 2001
333-64306 on Form St&ddauly 2, 2001
333-64304 on Form St&dauly 2, 2001
333-26243 dated April13®7

33-81852 dated July1994

33-8840 dated Septefhet986

included in this Annual Reg&arm 10-K) for the year ended December 31, 2006.

/sl Ernst & Young LLP



E XHIBIT 31.1
C ERTI FICATIONS
I, Christopher J. Murphy Ill, Chief Executive Oféig certify that:
1. | have reviewed this annual report on Form 16fH st Source Corporation;

2. Based on my knowledge, this report does notaipreny untrue statement of a material fact or daengttate a material fact necessary to make thensénts made, in light of the circumstances
under which such statements were made, not misigadith respect to the period covered by this repor

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respectsfihancial condition, results of operations and
cash flows of the registrant as of, and for, thequs presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined im&h@e Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defihin Exchange Act Rules 13a-15(f) and 15d-15¢f))the registrant and have:

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedores designed under our supervision, to ensatentlaterial information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those es#jtparticularly during the period in which thipoet is being prepared;

b) Designed such internal control over financiglaring, or caused such internal control over firiahreporting to be designed under our supervidioprovide reasonable assurance regar
the reliability of financial reporting and the pegption of financial statements for external pugsois accordance with generally accepted accouptingiples;

c) Evaluated the effectiveness of the registraigslosure controls and procedures and presenttsineport our conclusions about the effectiverafsthe disclosure controls and
procedures, as of the end of the period coveretiibyeport based on such evaluation; and

d) Disclosed in this report any change in the tte@ig’s internal control over financial reportirftat occurred during the registrant’s most recesuidi quarter that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaigeporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimrernal control over financial reporting, teetregistrant’s auditors and the audit committee
of the registrant’s Board of Directors:

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are reasonably ljk® adversely affect the registrant’s ability
to record, process, summarize and report finamtfatmation; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s internal control ofieancial reporting.
Date: February 23, 2007.

By s/ CHRISTOPHER J. MURPHY Il
Christopher J. Murphy Ill, Chief Executive Officer




E XHIBIT 31.2
C ERTIFICATIONS
I, Larry E. Lentych, Chief Financial Officer, cdytithat:
1. | have reviewed this annual report on Form 16fH st Source Corporation;

2. Based on my knowledge, this report does notaipreny untrue statement of a material fact or d¢engttate a material fact necessary to make thenseénts made, in light of the circumstances
under which such statements were made, not misigadith respect to the period covered by this repor

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material respectsfihancial condition, results of operations and
cash flows of the registrant as of, and for, thequs presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as defined im&h@e Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defihin Exchange Act Rules 13a-15(f) and 15d-15¢f))the registrant and have:

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedores designed under our supervision, to ensatentlaterial information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those es#jtparticularly during the period in which thipoet is being prepared;

b) Designed such internal control over financiglaring, or caused sudhternal control over financial reporting to be id@®d under our supervision, to provide reasonabseirance regardit
the reliability of financial reporting and the pegption of financial statements for external pugsois accordance with generally accepted accouptingiples;

c) Evaluated the effectiveness of the registraigslosure controls and procedures and presenttsineport our conclusions about the effectiverefsthe disclosure controls and
procedures, as of the end of the period coveretiibyeport based on such evaluation; and

d) Disclosed in this report any change in the tte@ig’s internal control over financial reportirftat occurred during the registrant’s most recesuidi quarter that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaigeporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimrernal control over financial reporting, teetregistrant’s auditors and the audit committee
of the registrant’s Board of Directors:

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are reasonably ljk®e adversely affect the registrant’s ability
to record, process, summarize and report finamefatmation; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s internal control ofieancial reporting.
Date: February 23, 2007.

By / s/ LARRY E. LENTYCH
Larry E. Lentych, Chief Financial Officer



E XHIBIT 32.1

C ERTIFICATION P URSUANT TO 18 U.S.C. S ECTION 1350AS A DOPTED P URSUANT TO S ECTION 906 OF THE S ARBNES -O XLEY A CT OF 2002
In connection with the Annual Report of 1st SouBmeporation (1st Source) on Form 10-K for the fisear ended December 31, 2006, as filed with theuSties and Exchange Commission on
the date hereof (the "Report"), I, Christopher dirphy 1, Chief Executive Officer of 1st Sourceertify, pursuant to 18 U.S.C. Section 1350, as stbpursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that to my knowledge:
(1) The Report fully complies with the requiremeotsections 13(a) or 15(d) of the Securities ardnange Act of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of 1st Source.

Date: February 23, 2007.

By s/ CHRISTOPHER J. MURPHY I
Christopher J. Murphy IIl, Chief Executive Officer




E XHIBIT 32.2

C ERTIFICATION P URSUANT TO 18 U.S.C. S ECTION 1350AS A DOPTED P URSUANT TO S ECTION 906 OF THE S ARBNES -O XLEY A CT OF 2002
In connection with the Annual Report of 1st SouBmeporation (1st Source) on Form 10-K for the fisear ended December 31, 2006, as filed with theuSties and Exchange Commission on
the date hereof (the "Report"), I, Larry E. Lenty€hief Financial Officer of 1st Source, certifyyrpuant to 18 U.S.C. Section 1350, as adopted potda Section 906 of the Sarbanes-Oxley Act
of 2002, that to my knowledge:
(1) The Report fully complies with the requiremeotsections 13(a) or 15(d) of the Securities ardiange Act of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of 1st Source.

Date: February 23, 2007.

By [s/ LARRY E. LENTYCH
Larry E. Lentych, Chief Financial Officer




