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PART |

ITE M 1. BUSINESS.

1st SOURCE CORPORATION

1st Source Corporation, an Indiana corporationrpeted in 1971, is a bank holding company headgresd in South Bend, Indiana that provides, thioogr subsidiaries
(collectively referred to as "1st Source"), a braady of financial products and services. 1strG®Bank and First National Bank, Valparaiso (adliely referred to as the
"Banks"), our banking subsidiaries, offer commdraiad consumer banking services, trust and invastmenagement services, and insurance to indivialidlbusiness clients
through most of our 83 banking center location$4rcounties in Indiana and Michigan. 1st SourcekBaSpecialty Finance Group, with 24 locationsamatide, offers specialize
financing services for new and used private andaaircraft, automobiles and light trucks for lemsand rental agencies, medium and heavy duty $rwednstruction equipment,
and environmental equipment. While concentratezkmain equipment types, we enjoy serving a vevgrdie client base. We are not dependent uponiaghe sndustry or

client. At December 31, 2007, we had consolidas¢al assets of $4.45 billion, loans and lease®3at9 billion, deposits of $3.47 billion, and toshlareholders’ equity of $430.50
million.

Our principal executive office is located at 100rfidVichigan Street, South Bend, Indiana 46601 aumdtelephone number is 574 235-2000. Access t@onual report on Form
10-K, quarterly reports on Form 10-Q, current répon Form 8-K, and all amendments to those rep@dsailable, free of charge, at www.1stsource.soon after the material is
electronically filed with the Securities Exchangen@nission (SEC). We will provide a printed copyaofy of the aforementioned documents to any remqgeshareholder.

1st SOURCE BANK

1st Source Bank is a wholly owned subsidiary ofSmtrce Corporation that offers a broad range nfumer and commercial banking services througleritsing operations, rete
branches, and fee based businesses.

Commercial, Agricultural, and Real Estate Loans— 1st Source Bank provides commercial, agricultuaat real estate loans to primarily privately owbediness clients mair
located within our regional market area. Loansmaagle for a wide variety of general corporate psesoincluding financing for industrial and comni@rproperties, financing for
equipment, inventories and accounts receivable aagdisition financing. Other services include aoencial leasing and cash management services.

Consumer Services— 1st Source Bank provides a full range of consupagiking services, including checking accountslim&banking including bill payment, telephone
banking, savings programs, installment and reattesbans, home equity loans and lines of creditgethrough and night deposit services, safe diefadlities, automated teller
machines, overdraft facilities, debit and creditcservices, 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 irecthe
administration of estates and personal trusts,elsas the management of investment accounts évituals, employee benefit plans, and charitablenflations.

Specialty Finance Group Services— 1st Source Bank, through its Specialty Finanoeu@, provides a broad range of comprehensivepengt loan and lease finance products
addressing the financing needs of diverse companhés group can be broken down into four area,dight truck, and environmental equipment finiage medium and heavy
duty truck financing; aircraft financing; and cansttion equipment financing.

Auto, light truck, and environmental equipment finang consists of financings to automobile rental easing companies, light truck rental and leasiompanies, and
environmental equipment companies. Auto, lightksiand environmental equipment finance receivapégerally range from $50,000 to $15 million wibkefd or
variable interest rates and terms of two to se\aars/

Medium and heavy duty truck financing consistsioafcings for highway tractors and trailers andvéey trucks to the commercial trucking industrjedium and heax
duty truck finance receivables generally range f&58,000 to $15 million with fixed or variable inést rates and terms of two to seven years.

Aircraft financing consists of financings for newdaused general aviation aircraft for private aarporate aircraft users, aircraft distributors dedlers, air charter
operators, and air cargo carriers. We have setdgtentered the business aircraft markets of Br&@zanada and Mexico on a limited basis where dbkraircraft
financing opportunities exist. Aircraft financecesvables generally range from $250,000 to $15ionilivith fixed or variable interest rates and tewhs$wo to fifteen
years.

Construction equipment financing includes finanaiiggquipment (i.e., asphalt and concrete plantBdbzers, excavators, cranes, and loaders, etthetconstruction
industry. Construction equipment finance receigalgenerally range from $100,000 to $15 milliorhviixed or variable interest rates and terms oéé¢ho seven years.

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

SPECIALITY FINANCE GROUP SUBSIDIARIES

The Specialty Finance Group also consists of séparholly owned subsidiaries of 1st Source Bankahinclude: Michigan Transportation Finance Cogpion, 1st Source
Specialty Finance, Inc., SFG Equipment Leasing, lb&t Source Intermediate Holding, LLC, 1st SoCoemercial Aircraft Leasing, Inc., and SFG Equipinieeasing
Corporation I.
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FIRST NATIONAL BANK, VALPARAISO

First National Bank, Valparaiso (First Nationalgisvholly owned subsidiary of 1st Source Corporatitat was acquired on May 31, 2007. First Nafioffers a broad range of
consumer and commercial banking services througlelitding operations, retail branches, and feecbbssinesses.

Commercial, Agricultural, and Real Estate Loans—First National provides commercial, agricultuahd real estate loans to corporations and otheénésssclients primarily
located within Northwestern Indiana. Loans are enfadl a wide variety of general corporate purposesuding financing for industrial and commergobperties, financing for
equipment, inventories and accounts receivable aagdisition financing.

Consumer Services—First National provides a full range of consumanking services, including checking accounts|ine-banking, savings programs, installment and estate
loans, home equity loans and lines of credit, dtiveugh and night deposit services, safe depasiliies, automated teller machines, overdrafilitis, and debit and credit card
services.

TRUSTCORP MORTGAGE COMPANY

Trustcorp Mortgage Company (Trustcorp) is a morégagnking company and is a wholly owned subsidiirdst Source Corporation. During 2007, their rgade activity was
merged with 1st Source Bank.

1ST SOURCE INSURANCE, INC.

1st Source Insurance, Inc. is a wholly owned suasicf 1st Source Bank that provides insuranceises to individuals and businesses covering catgoand personal property
products, casualty insurance products, and indalidad group health and life insurance products.

1ST SOURCE CORPORATION INVESTMENT ADVISORS, INC.

1st Source Corporation Investment Advisors, Ina vholly owned subsidiary of 1st Source Bank firatvides investment advisory services to trustiamdstment clients of 1st
Source Bank and to the 1st Source Monogram Furids$.Source Corporation Investment Advisors, Iagegistered as an investment advisor with the i8exiand Exchange
Commission under the Investment Advisors Act of 9t Source Corporation Investment Advisors, setves strictly in an advisory capacity and, ahsdoes not hold any
client securities.

OTHER CONSOLIDATED SUBSIDIARIES

We have other subsidiaries that are not signifitarhe consolidated entity.

1ST SOURCE CAPITAL TRUST I, lll, IV, AND 1ST SOUREMASTER TRUST

Our unconsolidated subsidiaries include 1st SoGayeital Trust I, IV, and 1st Source Master TruBtese subsidiaries were created for the purpdssswing $10.00 million,
$30.00 million, and $57.00 million of trust prefedrsecurities, respectively, and lending the prdsee 1st Source. We guarantee, on a limited ppaisnents of distributions on
the trust preferred securities and payments ormnptlen of the trust preferred securities. 1st $eu€apital Trust Il was not active as of Decemtgr2®07.

COMPETITION

The activities in which we and the Banks engagehaykly competitive. These activities and the gepdiic markets served involve competition with othenks, some of which ¢
affiliated with large bank holding companies heaattered outside of our principal market. We gengm@dmpete on the basis of client service and nespeness to client nee
available loan and deposit products, the ratesitefést charged on loans and leases, the rategesést paid for funds, other credit and servicargbs, the quality of servic
rendered, the convenience of banking facilitiesl iarthe case of loans and leases to large comalémirowers, relative lending limits.

In addition to competing with other banks withirr gquimary service areas, the Banks also compete etfter financial service companies, such as craddns, industrial loan
associations, securities firms, insurance compasiaall loan companies, finance companies, mortgagganies, real estate investment trusts, cegaiernmental agencies,
credit organizations, and other enterprises. Add#l competition for depositors’ funds comes fromitdld States Government securities, private issofedgbt obligations, and
suppliers of other investment alternatives for dd#jpes. Many of our non-bank competitors are ndijesct to the same extensive Federal regulatiortgyiivgern bank holding
companies and banks. Such non-bank competitors asay result, have certain advantages over uinding some services.

We compete against these financial institutionstigring a full array of products and highly peratined services. We also rely on our history in core market dating back to
1863, as well as relationships that our long-teoffeagues have with our clients, and the capacéyawe for quick local decision-making.

EMPLOYEES

At December 31, 2007, we had approximately 1,35pleyees on a full-time equivalent basis. We proadeide range of employee benefits and considei@yap relations to be
good.

REGULATION AND SUPERVISION

General— 1st Source and the Banks are extensively reglilateler Federal and State law. To the extenthigatollowing information describes statutory ogu&atory

provisions, it is qualified in its entirety by reémce to the particular statutory and regulatogvisions. Any change in applicable laws or regolagi may have a material effect on
our business and our prospective business. Ouatpes may be affected by legislative changes arthd policies of various regulatory authoritiese e unable to predict the
nature or the extent of the effects on our busimesksearnings that fiscal or monetary policiesnecoic controls, or new Federal or State legislatimy have in the future.
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We are a registered bank holding company undeB#mk Holding Company Act of 1956 (BHCA) and, astsuge are subject to regulation, supervision, arenation by the
Board of Governors of the Federal Reserve Systerdgifal Reserve). We are required to file annuantepith the Federal Reserve and to provide thiefa Reserve such
additional information as it may require.

1st Source Bank, as an Indiana state bank and meshtiee Federal Reserve System, is supervisetidynidiana Department of Financial Institutions (Dénd the Federal
Reserve. As such, 1st Source Bank is regularly éedrby and subject to regulations promulgatedhigyRFI and the Federal Reserve. First Nationad, mational bank, is
supervised by the Office of the Comptroller of @errency (OCC). As such, First National is regyl@xamined by and subject to regulations promelddty the OCC. Because
the Federal Deposit Insurance Corporation (FDI®yjates deposit insurance to 1st Source Bank arsd Rational, both are also subject to supervisimh r@gulation by the FDIC
(even though the FDIC is not their primary Fedeeglulator).

Bank Holding Company Act— Under the BHCA, as amended, our activities angtéid to business so closely related to bankingyagang, or controlling banks as to be a proper
incident thereto. We are also subject to capitaliements applied on a consolidated basis inra gurbstantially similar to those required of thenBa The BHCA also requires a
bank holding company to obtain approval from thddfal Reserve before (i) acquiring, or holding mitvan 5% voting interest in any bank or bank haidtompany, (ii) acquirin

all or substantially all of the assets of anothemkbor bank holding company, or (iii) merging onsolidating with another bank holding company.

The BHCA also restricts non-bank activities to #heghich, by statute or by Federal Reserve regulaioorder, have been identified as activities @lpselated to the business of
banking or of managing or controlling banks. Asxdissed below, the Gramm-LeaBliley Act, which was enacted in 1999, establishatew type of bank holding company knc
as a "financial holding company" that has poweed #re not otherwise available to bank holding canigs.

Financial Institutions Reform, Recovery and Enforcenent Act of 1989— The Financial Institutions Reform, Recovery amddecement Act of 1989 (FIRREA) reorganized and
reformed the regulatory structure applicable tafficial institutions generally.

The Federal Deposit Insurance Corporation Improvemat Act of 1991— The Federal Deposit Insurance Corporation Impmoset Act of 1991 (FDICIA) was adopted to
supervise and regulate a wide variety of bankisges. In general, FDICIA provides for the recajatdion of the Bank Insurance Fund (BIF), depassurance reform, including
the implementation of risk-based deposit insurgreeniums, the establishment of five capital le¥elfsfinancial institutions ("well capitalized,” "aduately capitalized,"
"undercapitalized," "significantly undercapitalizeend "critically undercapitalized") that would rose more scrutiny and restrictions on less cap#alinstitutions, along with a
number of other supervisory and regulatory issugsDecember 31, 2007, the Banks were categorisedvall capitalized," meaning that their total Fisised capital ratio
exceeded 10.00%, their Tier 1 risk-based capitad exceeded 6.00%, their leverage ratio exceeda@?s, and they were not subject to a regulatorgiQragreement, or directive
to meet and maintain a specific capital level foy aapital measure.

Federal Deposit Insurance Reform Act— On February 1, 2006, Congress approved the FeDemdsit Insurance Reform Act of 2005 (FDIRA). Angasther things, the FDIR
provides for the merger of the Bank Insurance Fuitd the Savings Association Insurance Fund andifoimmediate increase in Federal deposit insurforaeertain retirement
accounts up to $250,000. The statute further piessfor the indexing of the maximum deposit insueacoverage for all types of deposit accounts énftiure to account for
inflation. The FDIRA also requires the FDIC to pigte certain banks and thrifts that were in exiseeprior to December 31, 1996 with one-time crealgainst future premiums
based on the amount of their payments to the Basiirance Fund or Savings Association Insurance prindto that date.

Securities and Exchange Commission (SEC) and The Bdaqg Stock Market (Nasdag)— We are under the jurisdiction of the SEC andaerstate securities commissions for
matters relating to the offering and sale of owusities and our investment advisory services. aMesubject to the disclosure and regulatory reguénts of the Securities Act of
1933, as amended, and the Securities Exchangef A®3d, as amended, as administered by the SECar@/ksted on the Nasdaq Global Select Market utigetrading symbol
"SRCE," and we are subject to the rules of Nasdadjdted companies.

Riegle-Neal Interstate Banking and Branching Efficency Act of 1994— Congress enacted the Riegle-Neal Interstate Bgrdad Branching Efficiency Act of 1994 (Interstate
Act) in September 1994. Beginning in September 1888k holding companies have the right to expagdcquiring existing banks, into all states, ethese which had
theretofore restricted entry. The legislation glsavides that, subject to future action by indiatlstates, a holding company has the right to cdrkie banks which it owns in
different states to branches of a single bank. 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 Redn Act of 1996 (EGRPRA) was signed into
law on September 30, 1996. Among other things, ER&RBtreamlined the non-banking activities applicatprocess for well-capitalized and well-manageckid#olding
companies.

Gramm-Leach-Bliley Act of 1999— The Gramm-Leach-Bliley Act of 1999 (GLBA) is imged to modernize the banking industry by remoWagiers to affiliation among
banks, insurance companies, the securities induesti other financial service providers. It prowdimancial organizations with the flexibility ofracturing such affiliations
through a holding company structure or througharicial subsidiary of a bank, subject to certaimthtions. The GLBA establishes a new type of blaokling company, known
a financial holding company, which may engage iregpanded list of activities that are "financiahiature," which include securities and insuranakérage, securities
underwriting, insurance underwriting, and mercHzariking. The GLBA also sets forth a system of fiomal regulation that makes the Federal Reservéutmbrella supervisor”
for holding companies, while providing for the sopsion of the holding company’s subsidiaries blgestFederal and state agencies. A bank holding aagnmay not become a
financial holding company if any of its subsididityancial institutions are not well-capitalizedwell-managed. Further, each bank subsidiary ohtiiding company must have
received at least a satisfactory Community Reimaest Act (CRA) rating. The GLBA also expands theety of financial activities a national bank mayauact through a financial
subsidiary, addresses state regulation of insurayeeerally prohibits unitary thrift holding compes organized after May 4, 1999 from participatimgew activities that are not
financial in nature, provides privacy protectiom fmnpublic customer information of financial ingtions, modernizes the Federal Home Loan Banlesysand makes
miscellaneous regulatory improvements. The Fed®eakrve and the Secretary of the Treasury mustotie their supervision regarding approval of rieancial activities to be
conducted through a financial holding company ootigh a financial subsidiary of a bank. While thevisions of the GLBA regarding activities that mag conducted through a
financial subsidiary directly apply only to natidteanks, those provisions indirectly apply to steltartered banks. In addition, the Banks are stibjesther provisions of the
GLBA, including those relating to CRA and privacggardless of whether we elect to become a finkholding company or to conduct activities throwgfinancial

subsidiary. We do not, however, currently intemdile notice with the Board to become a finantialding company or to engage in expanded finaragtVities through a
financial subsidiary.
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Financial Privacy — In accordance with the GLBA, Federal banking tatnrs adopted rules that limit the ability of bardnd other financial institutions to disclose rpariblic
information about customers to nonaffiliated thptties. These limitations require disclosuremigry policies to consumers and, in some circuntsta, allow consumers to
prevent disclosure of certain personal informatma nonaffiliated third party. The privacy praeiss of the GLBA affect how consumer informatiortrsnsmitted through
diversified financial companies and conveyed tcsinig¢t vendors.

USA Patriot Act of 2001— The USA Patriot Act of 2001 (USA Patriot Act) wsigned into law following the terrorist attacks®dptember 11, 2001. The USA Patriot Act is
comprehensive anti-terrorism legislation that, aghother things, substantially broadened the scép@t>money laundering laws and regulations byasipg significant new
compliance and due diligence obligations on finahicistitutions.

The regulations adopted by the United States Trgd3epartment under the USA Patriot Act impose méhgations on financial institutions to maintaippaopriate policies,
procedures and controls to detect, prevent andtepaney laundering, and terrorist financing. Adxially, the regulations require that we, uponuest from the appropriate
Federal regulatory agency, provide records relaiezhti-money laundering, perform due diligenceo¥ate banking and correspondent accounts, establandards for verifying
customer identity, and perform other related duties

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

Regulations Governing Capital Adequacy— The Federal bank regulatory agencies use cagiteduacy guidelines in their examination and remraf bank holding companies
and banks. If capital falls below the minimum lesvektablished by these guidelines, a bank holdingpany or bank will be required to submit an acablet plan for achieving
compliance with the capital guidelines and willdubject to denial of applications and appropriafesvisory enforcement actions. The various regyatapital requirements that
we are subject to are disclosed in Part Il, IterfRiBancial Statements and Supplementary Data — Ratethe Notes to Consolidated Financial Statesié@tr management
believes that the risk-weighting of assets anditiebased capital guidelines do not have a mdtedaerse impact on our operations or on the ojmerabf the Banks.

Community Reinvestment Act— The Community Reinvestment Act of 1977 requites,tin connection with examinations of financiatitutions within their jurisdiction, the
Federal banking regulators must evaluate the regbtice financial institutions in meeting the crtegéeds of their local communities, including lomdanoderate income
neighborhoods, consistent with the safe and sopedation of those banks. Federal banking regulamsequired to consider a financial institutiggesformance in these areas as
they review applications filed by the institutiaméngage in mergers or acquisitions or to operaadbr or facility.

Regulations Governing Extensions of Credit— 1st Source Bank and First National are subjecettam restrictions imposed by the Federal Res@oten extensions of credit
1st Source or our subsidiaries, or investmentsiimsecurities and on the use of our securitieoHateral for loans to any borrowers. These regofestand restrictions may limit
our ability to obtain funds from the Banks for mash needs, including funds for acquisitions amgpp&yment of dividends, interest and operating asps. Further, the BHCA,
certain regulations of the Federal Reserve, stats hnd many other Federal laws govern the extessibcredit and generally prohibit a bank fromeexting credit, engaging in a
lease or sale of property, or furnishing servicea tustomer on the condition that the customaiolatdditional services from the bank’s holding gamy or from one of its
subsidiaries.

1st Source Bank and First National are also sulbpecértain restrictions imposed by the FederakeResAct on extensions of credit to executive @ff&; directors, principal
shareholders, or any related interest of such psrdextensions of credit (i) must be made on sulbisiy the same terms, including interest rated emllateral, and subject to cre
underwriting procedures that are at least as strihgs those prevailing at the time for compar#ilesactions with non affiliates, and (ii) must motolve more than the normal
risk of repayment or present other unfavorableuiest The Banks are also subject to certain lenlifimi¢s and restrictions on overdrafts to such pass

Reserve Requirements— The Federal Reserve requires all depositorytistgns to maintain reserves against their tramsaeccount deposits. The Banks must maintain veser
of 3.00% against net transaction accounts grelager $8.50 million and less than $45.80 million {sabto adjustment by the Federal Reserve) andves®f 10.00% must be
maintained against that portion of net transactiocounts in excess of $45.80 million.

Dividends — The ability of the Banks to pay dividends is lied by state and Federal Regulations that reqsir&durce Bank and First National to obtain thermspproval of the
DFI or the OCC, respectively, before paying a dvid that, together with other dividends it has mhidng a calendar year, would exceed the sunsatifined net income for the
year to date combined with its retained net incéone¢he previous two years. The amount of divideti@sBanks may pay may also be limited by certaveoant agreements a

by the principles of prudent bank management.

Monetary Policy and Economic Control— The commercial banking business in which we eadagffected not only by general economic condgjdut also by the monetary
policies of the Federal Reserve. Changes in theodist rate on member bank borrowing, availabilftporrowing at the "discount window," open markpeaations, the imposition
of changes in reserve requirements against menamkskdeposits and assets of foreign brancheshandposition of, and changes in, reserve requirgsnagainst certain
borrowings by banks and their affiliates are sorfiéne instruments of monetary policy availablelie Federal Reserve. These monetary policies ateinsarying combinations
to influence overall growth and distributions ohkdoans, investments, and deposits, and such ageaffect interest rates charged on loans anddeaseaid on deposits. The
monetary policies of the Federal Reserve have rsgreficant effect on the operating results of coencial banks and are expected to do so in thedufthe monetary policies of
the Federal Reserve are influenced by various fectocluding inflation, unemployment, short-termddong-term changes in the international tradamzé, and in the fiscal
policies of the U.S. Government. Future monetafici@s and the effect of such policies on our fatbusiness and earnings, and the effect on theefbusiness and earnings of
the Banks 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 gmalide enhancing corporate responsibility,
increasing penalties for accounting and auditingroprieties at publicly traded companies and ptatgdnvestors by improving the accuracy and relighof corporate
disclosures pursuant to the securities laws. TbA §enerally applies to all companies that fileaog required to file periodic reports with the S&t@ler the Securities Exchange
Act of 1934 (Exchange Act.)
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Among other things, the SOA creates the Public GomgpAccounting Oversight Board as an independedy Isabject to SEC supervision with responsibiliy $etting auditing,
quality control, and ethical standards for audimfrpublic companies. The SOA also requires putimpanies to make faster and mesgensive financial disclosures, requires
chief executive officer and the chief financialioéfr of public companies to provide signed cerdifions as to the accuracy and completeness ofdialainformation filed with the
SEC, and provides enhanced criminal and civil gesfor violations of the Federal securities laws.

The SOA also addresses functions and responghiliti audit committees of public companies. Théus¢, by mandating certain stock exchange listihgs, makes the audit
committee directly responsible for the appointmentnpensation, and oversight of the work of the gany's outside auditor, and requires the auditoeport directly to the audit
committee. The SOA authorizes each audit commitiegage independent counsel and other advsdsiequires a public company to provide the apjtgpfunding, as
determined by its audit committee, to pay the camyfsaauditors and any advisors that its audit camemiretains. The SOA also requires public comgmta prepare an internal
control report and assessment by management, alith@n attestation to this report prepared byatpany's registered public accounting firm, inrte@nual reports to
stockholders.

Pending Legislation— Because of concerns relating to competitivenasstiae safety and soundness of the banking industmgress often considers a number of wide-ranging
proposals for altering the structure, regulatiord aompetitive relationships of the nation’s finahénstitutions. We cannot predict whether or ihat/form any proposals will be
adopted or the extent to which our business magffieeted thereby.

IT EM 1A. RISK FACTORS.

An investment in our common stock is subject tegimherent to our business. The material riskkwatertainties that we believe affect us are desdibelow. See “Forward
Looking Statements” under Item 7 of this reportdatiscussion of other important factors that déctour business.

Fluctuations in interest rates could reduce our préitability and affect the value of our assets — Like other financial institutions, we are subjézxinterest rate risk. Our
primary source of income is net interest incomeictviis the difference between interest earned andand leases and investments, and interest paldposits and

borrowings. We expect that we will periodicallypexience imbalances in the interest rate sens@vaf our assets and liabilities and the relatiguss of various interest rates to
each other. Over any defined period of time, aterest-earning assets may be more sensitive figelsan market interest rates than our interestihg&abilities, or vice-

versa. In addition, the individual market interegtes underlying our loan and lease and depositymts may not change to the same degree oveea gime period. In any event,
if market interest rates should move contrary togmsition, earnings may be negatively affectadaddition, loan and lease volume and quality agybdit volume and mix can be
affected by market interest rates as can the bss@seof our clients. Changes in levels of markerést rates could have a material adverse affeour net interest spread, asset
quality, origination volume, and overall profitabjl

Market interest rates are beyond our control, &eg fluctuate in response to general economic ¢andi and the policies of various governmental gglilatory agencies, in
particular, the Federal Reserve Board. Changawmimetary policy, including changes in interestsateay negatively affect our ability to originabahs and leases, the value of
our assets and our ability to realize gains fromdale of our assets, all of which ultimately coaififibct our earnings.

Future expansion involves risks — In the future, we may acquire all or part of atfieancial institutions and we may establish dembranch offices. There could be
considerable costs involved in executing our grostthtegy. For instance, new branches generailyire a period of time to generate sufficient rexesnto offset their costs,
especially in areas in which we do not have arbéisteed presence. Accordingly, any new branch esjoa could be expected to negatively impact egsfor some period of
time until the branch reaches certain economiesalle. Acquisitions and mergers involve a nundbeisks, including the risk that:

« We may incur substantial costs identifying and eatihg potential acquisitions and merger partnersn evaluating new markets, hiring experiencezhlonanagers, a

opening new offices

« Our estimates and judgments used to evaluate cogitations, management, and market risks rel&bingrget institutions may not be accurate;
There may be substantial léigre between completing an acquisition or openimgwa office and generating sufficient assets aqbsi¢s to support costs of the expans
« We may not be able to finance an acquisition, erfiflancing we obtain may have an adverse effeciusroperating results or dilution of our existstgareholders;
The attention of our management in negotiatingaadaction and integrating the operations and pasa@f the combining businesses may be diverteoh foor existin
business
Acquisitions typically involve the payment of a prieem over book and market values and; therefonaesdilution of our tangible book value and net imeoper commc
share may occur in connection with any future taatisn;
« We may enter new markets where we lack local egpes;
« We may incur goodwill in connection with an acqti@si, or the goodwill we incur may become impairediich results in adverse shaetrm effects on our operati

results; ol

« We may lose key employees and clients.

Competition from other financial services providerscould adversely impact our results of operations— The banking and financial services business islhigbmpetitive. Wi
face competition in making loans and leases, aitrgcleposits and providing insurance, investmienst, and other financial services. Increasedptition in the banking and
financial services businesses may reduce our mahit, impair our growth or cause the prices vaegehfor our services to decline. Our resultsperations may be adversely
impacted in future periods depending upon the lanel nature of competition we encounter in ouroxggimarket areas.
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We are dependent upon the services of our managentgaam — Our future success and profitability is subsi@htidependent upon our management and the baakiitiies

of our senior executives. We believe that ourreimesults will also depend in part upon our apiiit attract and retain highly skilled and qualtifimanagement. We are especially
dependent on a limited number of key managemesbpeel, many of whom do not have employment agreesnweith us. The loss of the chief executive @ffiand other senior
management and key personnel could have a maaevarse impact on our operations because otheedfimay not have the experience and expertissattily replace these
individuals. Many of these senior officers havenary contact with our clients and are importaniiaintaining personalized relationships with ouerdl base. The unexpected
loss of services of one or more of these key engaeycould have a material adverse effect on ouatipas and possibly result in reduced revenueifvere unable to find
suitable replacements promptly. Competition farisepersonnel is intense, and we may not be ss@des attracting and retaining such personnehai@es in key personnel and
their responsibilities may be disruptive to ouribesses and could have a material adverse effeatiohusinesses, financial condition, and resultsperations.

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 transiors of confidential information. We rely on stamd internet security systems to provide the sgcand authentication necess
to effect secure transmission of data. These pt&Ege may not protect our systems from compromisdseaches of our security measures that coslatren damage to our
reputation and business.

We are subject to credit risks relating to our loanand lease portfolios — We have certain lending policies and procedungdace that are designed to optimize loan ancleas
income within an acceptable level of risk. Our mge&ment reviews and approves these policies am@guoes on a regular basis. A reporting systemlsogents the review
process by providing our management with frequeports related to loan and lease production, lagity;, concentrations of credit, loan and leaséndeencies, and
nonperforming and potential problem loans and lgag#versification in the loan and lease portfslis a means of managing risk associated withdatains and economic
conditions.

We maintain an independent loan review departnteitreviews and validates the credit risk prograna@eriodic basis. Results of these reviews srsemted to our
management. The loan and lease review processleorapts and reinforces the risk identification asdessment decisions made by lenders and creslrpai, as well as our
policies and procedures.

In the financial services industry, there is alwayssk that certain borrowers may not repay bomga. Our reserve for loan and lease losses mapeetfficient to cover the loan
and lease losses that we may actually incur. lewgerience defaults by borrowers in any of our hesses, our earnings could be negatively affe@hénges in local economic
conditions could adversely affect credit qualitgrtcularly in our local business loan and leasefplio. Changes in national economic conditionsild also adversely affect the
quality of our loan and lease portfolio and negtiesome extent, the benefits of national diveration through our Specialty Finance Group’s pdidfo

Commercial and commercial real estate loans gdgénabolve higher credit risks than residentiallrestate and consumer loans. Because paymentsios $ecured by commerc
real estate or equipment are often dependent uposuccessful operation and management of the lyimdgassets, repayment of such loans may be infleé to a great extent by
conditions in the market or the economy. We geeakinimize these risks through our underwritingnstards. We obtain financial information and perferedit risk analysis on
our customers. Credit criteria may include, butrastlimited to, assessments of income, cash fland,net worth; asset ownership; bank and tradéitaeference; credit bureau
report; and operational history.

Commercial real estate or equipment loans are wridtan after evaluating and understanding the daer's ability to operate profitably and generaisifive cash flows. Our
management examines current and projected cask fibthe borrower to determine the ability of tteerbwer to repay their obligations as agreed. Wwdéng standards are
designed to promote relationship banking rathem th@nsactional banking. Most commercial and itdaidoans are secured by the assets being fithacether business assets;
however, some loans may be made on an unsecurisd b@srr credit policy sets different maximum egpee limits both by business sector and our cuadthistorical
relationship and previous experience with eacharnst.

We offer both fixed-rate and adjustable-rate corsumortgage loans secured by properties, substgrglbof which are located in our primary marketa. Adjustable-rate
mortgage loans help reduce our exposure to changeterest rates; however, during periods of gsimterest rates, the risk of default on adjustalhte mortgage loans may
increase as a result of repricing and the increpagthents required from the borrower. Additionathost residential mortgages are sold into thersdgy market and serviced by
our principal banking subsidiary, 1st Source Bank.

Consumer loans are primarily all other non-reahtestans to individuals in our regional marketar€onsumer loans can entail risk, particularlshia case of loans that are
unsecured or secured by rapidly depreciating adsetsese cases, any repossessed collateral mayaade an adequate source of repayment of tketanding loan balance. The
remaining deficiency often does not warrant furthaibstantial collection efforts against the borrobeyond obtaining a deficiency judgment. In addliticonsumer loan collectic
are dependent on the borrower’s continuing findrstebility, and thus are more likely to be adversdfected by job loss, divorce, illness, or peralbbankruptcy.

The 1st Source Specialty Finance Group loan arselpartfolio consists of commercial loans and Isaseured by construction and transportation egerpnincluding aircraft,
autos, trucks, and vans. Finance receivablesifsiGroup generally provide for monthly paymentd aray include prepayment penalty provisions.

Our construction and transportation related buseesould be adversely affected by slow downseretonomy. Clients who rely on the use of asse#nfied through the
Specialty Finance Group to produce income coulddmmatively affected, and we could experience sualtisidoan and lease losses. By the nature of tsinlesses these clients
operate in, we could be adversely affected by ooetl rapid increases of fuel costs. Since sontieeofelationships in these industries are large@ug25 million), a slow down
could have a significant adverse impact on ourgrarénce.

Our construction and transportation related busieesould be adversely impacted by the negatieetsftaused by high fuel costs, terrorist attaeétential attacks, and other
destabilizing events. These factors could contetia the deterioration of the quality of our lcamd lease portfolio, as they could have a negatipact on the travel sensitive
businesses for which our specialty finance buseepsovide financing.

In addition, our leasing and equipment financingivig is subject to the risk of cyclical downturrisdustry concentration and clumping, and otherease economic developments
affecting these industries and markets. This aféending, with transportation in particular, ispggdent upon general economic conditions and teagth of the travel,
construction, and transportation industries.
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None

Our headquarters building is located in downtownt8@end. In 1982, the land was leased from thg @iSouth Bend on a 49-year lease, with a 50-ye@ewal option. The
building is part of a larger complex, including @08room hotel and a 500-car parking garage. Alsd982, we sold the building and entered into adback agreement with the
purchaser for a term of 30 years. The buildings¢racture of approximately 160,000 square feeth wst Source and our subsidiaries occupying apmately 70% of the

ITEM 1B. UNRESOLVED STAFF COMMENTS.

ITEM 2. PROPERTIES.

available office space and approximately 30% sudglddo unrelated tenants.

At December 31, 2007, we also owned property artuliddings on which 61 of the 1st Source Bank's Binst National's 83 banking centers were locaiterluding the facilities it
Allen, Elkhart, Fulton, Huntington, Kosciusko, La®n Marshall, Porter, St. Joseph, Starke, and $\@dlunties in the State of Indiana and Berrien@ask Counties in the State
Michigan, as well as an operations center, traifémgity, warehouse, and our former headquarteikling, which is utilized for additional businesperations. The Banks lease

additional property and/or buildings to and frorirdiparties under lease agreements negotiatedrest-kength.

1st Source and our subsidiaries are involved ifouarlegal proceedings incidental to the conduaiwfbusinesses. Our management does not expéthé¢hautcome of any such

ITEM 3. LEGAL PROCEEDINGS.

proceedings will have a material adverse effeabwnconsolidated financial position or results pémations.

None

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS AND

Our common stock is traded on the Nasdaq Globa&cs&larket under the symbol "SRCE." The followtagle sets forth for each quarter the high anddales prices for our

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURI TY HOLDERS.

PART Il

ISSUER PURCHASES OF EQUITY SECURITIES.

common stock, as reported by Nasdagq, and the éaislendds paid per share for each quarter.

2007 Sales Price Cash Dividends 2006 Sales Pric Cash Dividend:
Common Stock Prices(quarter ended High Low Paid High Low Paid
March 31 $ 3262 $ 24.27 $ .140 $ 27.26 $ 22.64 127
June 3( 27.92 23.32 .140 30.81 24.68 127
September 3 27.00 18.41 .140 31.33 28.46 .140
December 3: 24.47 16.28 .140 33.46 29.08 .140

As of December 31, 2007, there were 1,048 holdersamrd of 1st Source common

stock

COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN*

Among 1st Source, Hemscott Market Weighted NASDAQel** and Peer Group Index***
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* Assumes $100 invested on December 31, 200BstiiBource Corporation common stock, Hemscott Btatkeighted NASDAQ index, and peer group index.

** The Hemscott Market Weighted NASDAQ Index Retus calculated using all companies which tradBlASD Capital Markets, NASD Global Markets or NASiobal



Select. It includes both domestic and foreign comgx The index is weighted by the then currenteshautstanding and assumes dividends reinveskedrelurn is calculated or
monthly basis.

***  The peer group is a market-capitalization-gleied stock index of 61 banking companies in Indjaviichigan, Ohio, and Wisconsin.

NOTE: Total return assumes reinvestment of divitie




Table of Content

The following table summarizes our share repurclaasigity during the three months ended Decembe2807.

Total Number o Maximum Number (or Approximat
Shares Purchased Dollar Value) of Shares th:
Total Number o Average Price Part of Publicly Announce may yet be Purchased Unc
Period Shares Purchast Paid Per Shar Plans or Programs the Plans or Progran
October 01- 31, 2007 4,225 $ 18.55 4,225 1,524,09¢
November 02- 30, 2007 76,648 18.73 76,648 1,447,44¢
December 0- 31, 2007 - - - 1,447,44¢

*1st Source maintains a stock repurchase planihatauthorized by the Board of Directors on Apé) 2007. Under the terms of the plan, 1st Source nepurchase up 1
2,000,000 shares of its common stock when favorednhelitions exist on the open market or througkigie transactions at various prices from timertetiSince the inceptic
of the plan, 1st Source has repurchased a to&825652 share:

Federal laws and regulations contain restrictiam¢he ability of 1st Source and the Banks to paydénds. For information regarding restrictionsdividends, see Part |, Item 1,
Business - Regulation and Supervision - Dividemd$ Rart 11, Item 8, Financial Statements and Supplgary Data - Note R of the Notes to Consolid&iedncial Statements.
ITEM 6. SELECTED FINANCIAL DATA.

The following selected financial data should bedreaconjunction with our Consolidated Financiat8ments and the accompanying notes presentednelseerein.

Item 6
(Dollars in thousands, except per share amou 20072 2006 2005 2004 2003
Interest income $ 253,58 $ 208,99: $ 168,53: $ 151,43 $ 162,32:
Interest expens 134,67 102,56 70,10« 52,74¢ 59,07(
Net interest incom 118,91( 106,43: 98,42¢ 98,68¢ 103,25:
Provision for (recovery of) loan and lease los 7,534 (2,736 (5,85%) 22¢ 17,36
Net interest income after provision for (recovefy

loan and lease loss 111,37¢ 109,16¢ 104,28: 98,45¢ 85,89:
Noninterest incom 70,61¢ 76,58¢ 68,53¢ 62,73¢ 80,19¢
Noninterest expens 140,31: 126,21: 123,43¢ 127,09: 138,90
Income before income tax 41,68 59,54 49,37 34,10: 27,18
Income taxe: 11,14« 20,24¢ 15,62¢ 9,13¢ 8,02¢
Net income $ 30,53¢ $ 39,297 $ 33,75 $ 2496 $ 19,15¢
Assets at yei-end $ 4,447,10- $ 3,807,31! $ 3,611,277 $3,563,71! $3,330,15:
Long-term debt and mandatorily redeema

securities at ye-end 34,70: 43,76. 23,23] 17,96¢ 22,80:
Shareholdel’ equity at yee-end 430,50¢ 368,90« 345,57t 326,60( 314,69:
Basic net income per common shite 1.3C 1.74 1.4¢ 1.1C 0.8
Diluted net income per common shéfe 1.2¢ 1.7z 1.4€ 1.0¢ 0.8z
Cash dividends per common shifle .56( .534 A4t .382 .33¢
Dividend payout ratic 43.7%% 31.0%% 30.48% 35.31% 40.9&%
Return on average ass 0.74% 1.11% 1.0(% 0.75% 0.5%
Return on average common eqt 7.47% 10.98% 10.12% 7.81% 6.12%
Average common equity to average as 9.85% 10.0% 9.8% 9.55% 9.6(%

(1) The computation of per common share data gieeactive recognition to a 10% stock dividendlaesd July 27, 200¢
(2) Results for 2007 include the acquisition of RIBancorp, Inc. Refer to Note C of the Notes to &didated Financial Statements for further det.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL 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 opést three years and financial
condition for each of the past two years. In otdeiully appreciate this analysis the reader isoemaged to review the consolidated financial steteand statistical data presel

in this document.

FORWARD-LOOKING STATEMENTS

This report, including Management's Discussion andlysis of Financial Condition and Results of Ggiiems, contains forward-looking statements. Fodalaoking statements
include statements with respect to our beliefsyglabjectives, goals, expectations, anticipatiassuymptions, estimates, intentions, and futurbpeance, and involve known a
unknown risks, uncertainties and other factorsciwhmay be beyond our control, and which may caotebresults, performance or achievements to kenadly different from
future results, performance or achievements expdessimplied by such forward-looking statements.

-10-
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All statements other than statements of histofeetl are statements that could be forward-lookbagesnents. Words such as “believe”, “contempldtsek”, “estimate”, “plan”,
“project”, “anticipate”, “assume”, “expect”, “inteti, “targeted”, “continue”, “remain”, “will", “shodd”, “indicate”, “would”, “may” and other similarx@ressions are intended to
identify forward-looking statements but are not ¢éixelusive means of identifying such statementsrwird-looking statements provide current expeatatior forecasts of future
events and are not guarantees of future performamceshould they be relied upon as representingagement’s views as of any subsequent date. Thafd-looking statements
are based on our expectations and are subjeatiumaer of risks and uncertainties.

All written or oral forward-looking statements theae made by or attributable to us are expressiififipd in their entirety by this cautionary notic#&/e have no obligation and do
not undertake to update, revise, or correct arth@forward-looking statements after the date f tbport, or after the respective dates on whiathstatements otherwise are
made. We have expressed our expectations, baliedisprojections in good faith and we believe thaye a reasonable basis. However, we make noaaess that our
expectations, beliefs, or projections will be agki@ or accomplished. These forward-looking statémeay not be realized due to a variety of factoicduding, without
limitation, the following:

« Local, regional, national, and international ecoimaonditions and the impact they may have on wsaur clients and our assessment of that impact.

« Changes in the level of nonperforming assets aadyehoffs.

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

« The effects of and changes in trade and monetatfistal policies and laws, including the inteneste 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 ptsduad services and perceived overall value oftipesducts and services by others.

« Changes in consumer spending, borrowings, and gaviabits.

« Changes in the financial performance and/or coonlitif our borrowers.

Technological changes.

Acquisitions and integration of acquired businesses

The ability to increase market share and contrpeeses.

« Changes in the competitive environment among baditng companies.

The effect of changes in laws and regulations (idiclg laws and regulations concerning taxes, bapldacurities, and insurance) with which we andsulssidiaries mu

comply.

« The pe%lfect of changes in accounting policies aractfices and auditing requirements, as may be addptethe regulatory agencies, as well as the Pubiimpan'
Accounting Oversight Board, the Financial AccougtBtandards Board, and other accounting standéet s

« Changes in our organization, compensation, andfieans.

« The costs and effects of legal and regulatory dgreknts including the resolution of legal procegdior regulatory or other governmental inquires #redresults «

regulatory examinations or reviev

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

« Our success at managing the risks described in1#&nRisk Factors.

CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements are prep@redcordance with U. S. generally accepted ac@ogiprinciples and follow general practices wittie industries in which we
operate. Application of these principles requirasmanagement to make estimates or judgments fiieat the amounts reported in the financial statetsi@nd accompanying
notes. These estimates or judgments reflect ouageament’s view of the most appropriate manner iickvto record and report our overall financial peniance. Because these
estimates or judgments are based on current citemss, they may change over time or prove to &ecirate based on actual experience. As such, ekamghese estimates,
judgments, and/or assumptions may have a signtfiogpact on our financial statements. All accougtpolicies are important, and all policies desatibePart Il, Item 8, Financi
Statements and Supplementary Data, Note A (Notsluld be reviewed for a greater understandirtgpef our financial performance is recorded and rigabr

We have identified three policies as being critlmatause they require our management to make yartic difficult, subjective, and/or complex estitea or judgments about
matters that are inherently uncertain and becatig®dikelihood that materially different amountsuld be reported under different conditions ongsilifferent assumptions.
These policies relate to the determination of #ezrve for loan and lease losses, the valuatiomoofgage servicing rights, and the valuation ofiséies. Our management has
used the best information available to make thienesions or judgments necessary to value the rtlassets and liabilities. Actual performance thifieis from estimates or
judgments and future changes in the key varialdetdochange future valuations and impact net incdng management has reviewed the applicationesfelpolicies with th
Audit Committee of the Board of Directors. A braigcussion of our critical accounting policies agsebelow.

Reserve for Loan and Lease Losses- The reserve for loan and lease losses represanteanagement’s estimate of probable losses inhar¢he loan and lease portfolio and
the establishment of a reserve that is sufficiergtlisorb those losses. In determining an adeges¢eve, our management makes numerous judgmsastsnations, and estimates
based on continuous review of the loan and least#ofio, estimates of future client performancellateral values, and disposition, as well as histfoss rates and expected cash
flows. In assessing these factors, our manageneerfits from a lengthy organizational history angerience with credit decisions and related outcari®netheless, if our
management’s underlying assumptions prove to bezimate, the reserve for loan and lease lossesiwavle to be adjusted. Our accounting policy relabethe reserve is
disclosed in Note A under the heading "Reservé.f@an and Lease Losses."

Mortgage Servicing Rights Valuation— We recognize as assets the rights to service ngetlpans for others, known as mortgage serviciglgtsiwhether the servicing rights
acquired through purchases or through originataddoMortgage servicing rights do not trade in etiva open market with readily observable markétegs. Although sales of
mortgage servicing rights do occur, the precisea¢eand conditions may not be readily availablesiéeh, the value of mortgage servicing assets aableshed and valued using
discounted cash flow modeling techniques which iregqmanagement to make estimates regarding estinfiatiere net servicing cash flows, taking into ddesation actual and
expected mortgage loan prepayment rates, discated,rservicing costs, and other economic factdrs.expected rates of mortgage loan prepaymettg isiost significant factor
driving the value of mortgage servicing assetstdases in mortgage loan prepayments reduce estirdtee net servicing cash flows because thedlifdne underlying loan is
reduced. In determining the fair value of the magtg servicing assets, mortgage interest rates jvetne used to determine prepayment rates), andudiscates are held constant
over the estimated life of the portfolio. Expectedrtgage loan prepayment rates are derived fromra@party model and adjusted to reflect our acprapayment experience.
Mortgage servicing assets are carried at the lafvére initial capitalized amount, net of accumathtimortization or fair value. The values of thassets are sensitive to changes
in the assumptions used and readily available mgnikeing does not exist. The valuation of mortgagevicing assets is discussed further in Note deuthe heading "Mortgage
Banking Activities."
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Valuation of Securities— Our available-for-sale security portfolio is refea at fair value. The fair value of a securgtydetermined based on quoted market prices. Ifeguo
market prices are not available, fair value is deiteed based on quoted prices of similar instrumertvailable-for-sale and held-to-maturity sedastare reviewed quarterly for
possible other-than-temporary impairment. Theaenvincludes an analysis of the facts and circuntgtaiof each individual investment such as lengtineé the fair value has
been below cost, the expectation for that secarigtformance, the credit worthiness of the issared,our intent and ability to hold the security &atime necessary to recover the
amortized cost. A decline in value that is consideo be other-than-temporary is recorded as tmest securities and other investment losses iCtresolidated Statements of
Income. The valuation of securities is discudsether in Note A under the heading "Securities."

EARNINGS SUMMARY

Net income in 2007 was $30.54 million, down fron®$&® million in 2006 and from $33.75 million in ZRONe declared a 10% stock dividend on July 27 62€erefore, all sha
and per share information has been adjusted acgiydi Diluted net income per common share was&ih2007, $1.72 in 2006, and $1.46 in 2005. Retur average total assets
was 0.74% in 2007 compared to 1.11% in 2006, a®d%.in 2005. Return on average common sharehokiguity was 7.47% in 2007 versus 10.98% in 2006,%0.12% in

2005.

Net income in 2007 was favorably affected by arY2% increase in net interest income over 2006. ¢l@w, this increase was more than offset by areas® in the provision fc
loan and lease losses, decreased mortgage bankimmeé, investment securities impairment and ine@asninterest expenses. Net income in 2006 wasdbly affected by a
strong increase in noninterest income that wasailynrelated to solid progress in growing our kedgquipment portfolio during the year and positiverket valuation
adjustments related to our investments in ventarénprships. In addition, net interest income ioved 8.13% for 2006 over 2005. The improvememghinterest income was
driven primarily by an increase in average ear@issets; however, the higher cost of deposits greéffet the increase in average earning assetsinierest expense increased
moderately in 2006 as compared to 2005

Dividends paid on common stock in 2007 amounte®Dt&60 per share, compared to $0.534 per sha@0i, 2nd $0.445 per share in 2005. The level ofiegs reinvested and
dividend payouts are based on management’s asseisshieture growth opportunities and the levekapital necessary to support them.

Acquisition of First National Bank, Valparaiso - On May 31, 2007, we acquired FINA Bancorp (FINfe parent company of First National Bank, Valpsrdor $134.19
million. First National is a full service bank WifL6 banking facilities, as of December 31, 200ated in Porter and LaPorte Counties of IndidParsuant to the definitive
agreement, FINA shareholders were able to choosthehto receive 1st Source common stock and/dr pasuant to the election procedures describédeimefinitive
agreement. Under the terms of the transactiddARvas acquired in exchange for 2,124,974 shardspb$ource common stock valued at $53.68 millioth $80.51 million in
cash. The value of the common stock was $25.26lgge. We believe that the purchase of FINAnataral extension of our service area and is ctersisvith our growth and
market expansion initiatives.

Upgrade of Core Systems— During 2007, we upgraded a majority of our cand ancillary data processing systems. Numeroesrat teams were formed to manage the
installation and conversion of data and variousesys. The core technology includes a loan systieposit system, general ledger system, and custorfioemation file
system. Additionally, ATM networks, a voice resgerunit (VRU) system, and document imaging systeare installed. Total 2007 expenses for this uggnaere $2.71
million. We continue to work on increasing theeetiveness and efficiency of our operations siheecompletion of the core system upgrade.

Net Interest Income— Our primary source of earnings is net interesbime, the difference between income on earningsasel the cost of funds supporting those

assets. Significant categories of earning assetans and securities while deposits and borrgsviepresent the major portion of interest-bediatglities. For purposes of the
following discussion, comparison of net interestome is done on a tax equivalent basis, which gesssa common basis for comparing yields on earaasgts exempt from
federal income taxes to those which are fully téeab

Net interest margin (the ratio of net interest imeoto average earning assets) is affected by mawsmeinterest rates and changes in the mix afirgrassets and the liabiliti
that fund those assets. Net interest margin omlyathxable equivalent basis was 3.18% in 2007 carag to 3.29% in 2006, and 3.21% in 2005. The tawargin in 2007 reflects
higher funding costs, narrower spreads on loards)@mer levels of demand deposits.

Net interest income was $118.91 million for 200dmpared to $106.43 million for 2006. T-equivalent net interest income totaled $122.53iomilfor 2007, an increase of $13.
million from the $108.98 million reported for 200G he $13.55 million increase is due to increasgldme of earning assets.
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During 2007, average earning assets increased @5 &illion while average interest-bearing liabégiincreased $534.67 million over the comparabi®ge The yield on average
earning assets increased 30 basis points to 6.682007 from 6.38% for 2006. The rate earned setasvas positively impacted by a change in theohearning assets, with a
16.61% increase in average loans outstanding.| Tosk of average interest-bearing liabilities gmsed 37 basis points during 2007 as liabilitieginaed to reprice to current
market rates. The result was a decrease of seass fpoints to net interest spread, or the diffegdretween interest income on earning assets grahe& on interest-bearing
liabilities.

The largest contributor to the increase in thedyai average earning assets in 2007, on a volunighteel basis, was the $426.32 million increaseeinloans and leases. The
acquisition of First National accounted for $143Bilion of this increase. The loan and leasefptict contributed approximately $36.60 million tloet change in interest income,
while the portfolio's average yield increased 2dibaoints from the prior year to 7.18%.

During 2007, the tax-equivalent yield on securit@ailable for sale increased 65 basis points88%.while the average balance increased $105.8®milThe majority of the
increase in the portfolio was due to the acquisitd First National.

Average interest-bearing deposits increased $50@illibn during 2007 while the effective rate paid those deposits increased 42 basis points. ridnedse in the average cost of
interest-bearing deposits was primarily the restithe acquisition of First National and the timiofydeposit product rate repricing and increasedpetition for deposits across all
markets. Average demand deposits decreased $1llidhrduring 2007.

Average short-term borrowings increased $5.55 amilluring 2007; however, the effective rate paicrdased 11 basis points. Average subordinated mdiEh represent our
trust preferred borrowings increased $23.39 miltioming 2007, to fund our acquisition of First Natal, while the effective rate increased two basists. Average long-term
debt increased $5.31 million during 2007 as theatife rate increased 25 basis points.

The following table provides an analysis of neemest income and illustrates interest income eaanednterest expense charged for each major coemparf interest earning
assets and the interest bearing liabilities. Ya&hites are computed on a tax-equivalent basisg@sB5% rate. Nonaccrual loans and leases drelegtin the average loan and
lease balance outstanding.

2007 2006 2005
Interest Interest Interest
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
(Dollars in thousands Balance Expense Rate Balance Expense Rate Balance Expense Rate
ASSETS
Investment securitie:
Taxable $ 52393. $ 2577( 492% $ 470,44 $ 19,81t 421% $ 515,99 $ 14,773 2.86%
Tax-exempt 225,84¢ 10,80( 4.7¢ 173,65 7,41¢€ 4.27 186,61« 7,682 4.1z
Mortgages held for sa 28,91 1,892 6.54 53,03¢ 3,54¢ 6.6¢ 82,17+ 4,77¢ 5.82
Net loans and leas: 2,992,541 214,72¢ 7.1¢€ 2,566,21 178,12! 6.94 2,348,69 143,29! 6.1C
Other investment 81,49¢ 4,02: 4.94 51,75¢ 2632 5.0¢ 18,76¢ 66€ sk
Total earning asse 3,852,72! 257,21( 6.6¢€ 3,315,10 211,53¢ 6.3€ 3,152,23! 171,19¢ 5.42
Cash and due from ban 82,45 78,36¢ 84,517
Reserve for loan ar
lease losse (61,555 (59,087 (61,079
Other asset 277,68 217,91« 197,45
Total asset $ 4,151,30! $3,552,30 $3,373,13
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Interest bearing depos| $ 2,918,751 $ 115,11¢ 3.94% $2,418,34 $ 85,06] 3.52% $2,217,92. $ 56,34: 2.54%
Shor-term borrowings 271,37 10,93t 4.0z 265,82« 11,01: 4.14 295,27: 8,62¢ 2.92
Subordinated note 82,41« 6,051 7.34 59,02: 4,32( 7.32 59,02% 4,00¢ 6.7¢
Long-term debt ant
mandatorily redeemab
securities 42,26¢ 2,57¢ 6.1C 36,95: 2,16% 5.8¢E 18,27( 1,127 6.17
Total interest bearing liabilitie 3,314,81. 134,67" 4.0€ 2,780,14. 102,56: 3.6¢ 2,590,48! 70,10¢ 2.71
Noninterest bearing depos 351,05( 352,20« 392,47!
Other liabilities 76,47 62,19¢ 56,55
Shareholders' equit 408,97! 357,75¢ 333,62:
Total liabilities anc
shareholder equity $ 4,151,30! $3,552,30 $3,373,13
Net interest incom $ 122,53! $ 108,97 $ 101,09!
Net interest margin on a t:
equivalent basi 3.1&% 3.2% 3.21%
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The change in interest due to both rate and volbagebeen allocated to volume and rate changeopopion to the relationship of the absolute do#larounts of the change
each. The following table shows changes in taxvedent interest earned and interest paid, resyifiiom changes in volume and changes in rates:

Increase (Decrease) due
(Dollars in thousands Volume Rate Net
2007 compared to 2006
Interest earned on:
Investment securities:

Taxable $ 2,38¢ $ 3,56¢ $ 5,95¢
Tax-exempt 2,42: 962 3,38¢
Mortgages held for sale (1,579 (78) (1,657)
Net loans and leases 30,26¢ 6,33¢ 36,60(
Other investments 1,467 (76) 1,391
Total earning assets $ 34,96( $ 10,71:  $ 45,67
Interest paid on:
Interest bearing deposits $ 19,128 % 10,92: % 30,04¢
Short-term borrowings 241 (319 (76)
Subordinated notes 1,71¢ 12 1,731
Long-term debt and mandatorily redeemable securitie: 32C 95 41E
Total interest bearing liabilities $ 21,408  $ 10,71.  $ 32,11¢
Net interest income $ 13,55 % 1 3 13,55¢

2006 compared to 20(
Interest earned ol
Investment securitie:

Taxable $ 1,169 $ 6,20¢ $ 5,03¢
Tax-exempt (56¢) 30z (26€)
Mortgages held for sa (2,147 91z (1,230
Net loans and leas: 14,00¢ 20,82: 34,83(
Other investment 1,57¢ 39C 1,96¢
Total earning asse $ 11,708 $ 28,63 % 40,33¢
Interest paid on
Interest bearing depos $ 539 $ 2333. % 28,72¢
Shor-term borrowings (747) 3,13( 2,38t
Subordinated note - 31z 31z
Long-term debt and mandatorily redeemable secul 1,091 (55) 1,03¢€
Total interest bearing liabilitie $ 573¢ % 26,71¢  $ 32,45°
Net interest incom $ 5966 $ 191¢ $ 7,88

Noninterest Income— Noninterest income decreased 7.79% in 2007 fré@6Zollowing an 11.75% increase in 2006 over 200oninterest income for the most recent three
years ended December 31 was as follc

(Dollars in thousands 2007 2006 2005

Noninterest income
Trust fees $ 15567 $ 13,80¢ $ 12,87
Service charges on deposit accot 20,47( 19,04( 17,77¢
Mortgage banking incom 2,86¢ 11,631 10,86¢
Insurance commissiot 4,66¢€ 4,57¢ 4,13t
Equipment rental incom 21,31: 18,97: 16,06"
Other income 8,86¢ 6,55¢ 6,46:
Investment securities and other investment (loszaiss (3,129 2,002 35C

Total noninterest income $ 70,61¢ $ 76,58 % 68,53:

Trust fees (which includes investment managemess, festate administration fees, mutual fund feesuity fees, and fiduciary fees) increased by 1%h76 2007 from 200
compared to an increase of 7.21% in 2006 over 200kt fees are largely based on the size of chielationships and the market value and mix of tasseder management. 1
market value of trust assets under management egrlger 31, 2007 and 2006, was $3.05 billion an88Billion, respectively. At December 31, 2007eg6 trust assets w:
comprised of $1.66 billion of personal and agenogts, $0.84 billion of employee benefit plan ass8886.34 million of estate administration assets] $168.31 million «
custody assets. Growth in trust fees was mairifibated to an increase in assets under managernapted with a stronger stock and bond market 8720
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Service charges on deposit accounts increased 72807 from 2006 compared to an increase of 7.k22006 from 2005. The growth in service chargesleposit accounts
reflects growth in the number of deposit accounts @ higher volume of fee generating transactiprisarily overdrafts, debit card and nonsuffici@nds transactions.

Mortgage banking income decreased 75.35% in 20@¥ 2006, compared to an increase of 7.08% in 2006 P005. The decrease in 2007 was primarily dwedecline in
production volume, non-recurring 2006 gains ongale of mortgage servicing rights and a declineam servicing fee income. In 2006, we recognigéd’5 million in pre-tax
gains on bulk sales of mortgage servicing righisteel to both governmental and conventional lohas accurred during the second and third quartBrging 2007 and 2006, we
determined that no permanent write-down was necgésapreviously recorded impairment on mortgage/&ing assets.

Insurance commissions were up 2.01% in 2007 fro862@mpared to an increase of 10.67% in 2006 fro652The increase for 2007 was mainly attributedrt@cquisition of a
insurance agency in the Fort Wayne area. Theaseréor 2006 was mainly attributed to higher caygitt commissions.

Equipment rental income generated from operatingde grew by 12.33% during 2007 from 2006 comptarea increase of 18.08% in 2006 from 2005. Reesritom operating
leases for construction equipment, various truaks, other equipment increased as clients respgmakgtively to our strong marketing efforts and eatkinto new lease
agreements over the course of 2007 and 2006.

Investment securities and other investment losstesetd $3.13 million for the year ended 2007 coragao gains of $2.00 million for the year ended®0th 2007, we took $4.11
million in impairment charges on investments in fezleral National Mortgage Association (FNMA) ahd Federal Home Loan Mortgage Corporation (FHLM(@fgrred

stock. Late 2007 capital restructuring at the FN&W the FHLMC and the impact of developments énréisidential mortgage business resulted in impaitrof these
securities. Due to the uncertainty of future madanditions and how they might impact the finahprformance of the FNMA and the FHLMC, we wereable to determine
when or if this impairment will be recovered. Fealole market valuation adjustments on our ventaréngrship investments during 2006 were the maitofacontributing to the
2006 gains. In 2005, investment securities andrativestment gains totaled $0.35 million as treilteof gains on venture capital investments thertenpartially offset by other-
than-temporary impairment of $0.61 million.

Other income increased 35.25% in 2007 from 200& aéimaining relatively unchanged in 2006 as coeghéw 2005. The increase in 2007 was primarily tduacreases in
interest rate swap fee income, credit card merctesst and income on bank owned life insurancecjasli

Noninterest Expense— Noninterest expense increased 11.17% in 2007 20@8 following a 2.25% increase in 2006 from 200Soninterest expense for the recent three years
ended December 31 was as follows:

(Dollars in thousands 2007 2006 2005

Noninterest expens:
Salaries and employee bene $ 73,94: % 66,60 $ 69,767
Net occupancy expen: 9,03( 7,49z 7,74¢
Furniture and equipment exper 15,14¢ 12,31¢ 11,41¢
Depreciatior— leased equipmel 17,08t 14,95¢ 12,89t
Professional fee 4,57¢ 3,99¢ 3,36z
Supplies and communicatio 5,981 5,49¢ 5,46
Business development and marketing expt 4,78¢ 4,00¢ 3,63(
Intangible asset amortizatic 874 1,91C 2,66:
Loan and lease collection and repossession exjgmsane) 1,12 704 (1,099
Other expens 7,761 8,72¢ 7,581

Total noninterest expense $ 140,31: $ 126,21. $ 123,43¢

Total salaries and employee benefits increased2¥d it 2007 from 2006, following a 4.53% decreas20A6 from 2005.

Employee salaries increased 13.25% in 2007 fron® 2@0npared to a decrease of 5.56% in 2006 from 200 increase in 2007 is mainly attributable targer work force
following the acquisition of First National and lem2006 salaries due to the first quarter 2006rsal®f previously recognized stock-based compé@nsaixpense under historical
accounting methods related to the estimated farfeiof stock awards. This one-time expense relarsmbined with the adoption of Statement of FitiahAccounting Standards
No. 123(R),Share-based Paymen{SFAS No. 123(R)) estimated forfeiture accountieguirements, resulted in a reduction in stockedasompensation of $2.07 million, pre-tax,
for the 2006 year.

Employee benefits remained relatively stable in7280d 2006. We were able to contain employee Beagwests during 2007 and 2006 by maintaining omugrinsurance costs
close to 2005 levels.

Occupancy expense increased 20.53% in 2007 froré, 2@0npared to a 3.32% decrease in 2006 from 200&.increase in 2007 was primarily due to theease in number of
locations following the acquisition of First Nat&in The decrease in 2006 was primarily drivendwdr depreciation expense than that experienc2@0s.

Furniture and equipment expense, including deptieciaincreased in 2007 over 2006 by 22.97%, comqgbémw a 7.86% increase in 2006 from 2005. Higbh&wsre costs which
were mostly related to implementation of upgradesur core accounting and management systems,ighertdebit card transaction expense were thefsignt factors
contributing to the increased costs in 2007 ar2DiD6.

Depreciation on equipment owned under operatinggleincreased 14.22% in 2007 from 2006, followird® £#0% increase in 2006 from 2005. In 2007 an2Di®6, depreciation

on equipment owned under operating leases incréassmjunction with the increase in equipment abiricome as some of our clients opted to enterrietw lease arrangements
rather than purchase equipment.
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Professional fees increased 14.43% in 2007 fron®26@mpared to an 18.92% increase in 2006 from 200 majority of the increase in 2007 was dukigher consulting fees
paid in conjunction with our core system upgradbe majority of the increase in 2006 was due tdhéidegal fees and audit and examination fees wiide mainly incurred in
the normal course of business.

Supplies and communications expense increase 8192%07 from 2006 after remaining relatively unched in 2006 as compared to 2005. The increas@di &as due to
increased telephone and data line expense andsertdreight expense.

Business development and marketing expense inatd#s46% in 2007 from 2006 compared to a 10.41%e@se in 2006 from 2005. The increase in 2007maisly due to
strong marketing across our entire footprint aféde increase in 2006 was mainly due to robust nteudceelated to the opening of new branches andesipn of our business into
the Kalamazoo area.

Intangible asset amortization decreased 54.24% @7 Zrom 2006 compared to a 28.28% decrease in 20662005. The decrease in intangible asset tzation for 2007 and
2006 was primarily due to the effects of the cortgpEmortization of assets associated with acqoistivhich occurred during 2001.

Loan and lease collection and repossession expérseased 59.52% in 2007 from 2006 compared ®©4a35% in 2006 from 2005. The increase in 2007 nvagly due to
increased collection and repossession activitye ifarease in 2006 was mainly due to lower gaias th 2005 on the disposition of repossessed aaset& continued to dispose
of our inventory of repossessed assets.

Other expenses decreased 11.04% in 2007 as contpa28a6 following an increase of 14.99% in 200#r2005. 2006 other expenses were higher largedytal losses related
an employee defalcation and expenses related ttoga®ptraining and education and relocation.

Income Taxes— 1st Source recognized income tax expense in 20GZ1.14 million, compared to $20.25 million inG8) and $15.63 million in 2005. The effective takerin
2007 was 26.74% compared to 34.00% in 2006, artb2d in 2005. The effective tax rate decreased@¥2lue to an increase in tax-exempt interestlation to taxable
income. For detailed analysis of 1st Source’snnedaxes see Part II, ltem 8, Financial StatemamdsSupplementary Data — Note O of the Notes tosGlichated Financial
Statements.

FINANCIAL CONDITION

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

(Dollars in thousands 2007 2006 2005 2004 2003

Commercial and agricultural loa $ 593,80t $ 478,31( $ 453,19 $ 425,018 $ 402,90!
Auto, light truck and environmental equipmt 305,23t 317,60« 310,78t 263,63 269,49(
Medium and heavy duty truc 300,46¢ 341,74« 302,13 267,83« 221,56:
Aircraft financing 587,02: 498,91 459,64! 444,48 489,15!
Construction equipment financir 377,78! 305,97t 224,23l 196,51t 219,56:
Loans secured by real est 881,64¢ 632,28 601,07 583,43 533,74¢
Consumer loan 145,47! 127,70t 112,35¢ 99,24¢ 94,57
Total loans and leases $ 3,191,44.  $ 2,70253 $ 2,463,43  $ 2,280,160  $ 2,231,001

At December 31, 2007, 13.6% and 12.4% of totaldommd leases were concentrated with borrowersigkitig and truck leasing and construction end usespectively.

Average loans and leases, net of unearned disciogntased 16.61% and 9.26% in 2007 and 2006, cégply. Loans and leases, net of unearned discatiecember 31, 20(
were $3.19 billion and were 71.76% of total asssdsipared to $2.70 billion and 70.98% of total &saé December 31, 2006.

Commercial and agricultural lending, excluding thdsans secured by real estate, increased 24.12%0in over 2006. Commercial and agricultural lagdbutstandings were
$593.81 million and $478.31 million at December 3007 and December 31, 2006, respectively. Tluease was mainly due to increased sales activibinithe commercial
loan and small business loan areas coupled witiiestaarket conditions and market expansion. Tlogiiaiion of First National accounted for $39.19limn of the 2007 increase.

Loans secured by real estate increased 39.44%gdR007 over 2006. Loans secured by real estagtaming at December 31, 2007, were $881.65 millioth $632.28 million at
December 31, 2006. Loans on commercial real estetemajority of which is owner occupied, were %% million at December 31, 2007 and $412.52 oriliat December 31,
2006. The acquisition of First National accountedd$56.55 million of the increase at December 3072 The remainder of the increase was mostlytdieisiness clients'
continued investment in real estate for expansialocation of their commercial facilities. Residi@l mortgage lending was $351.20 million at Debem31, 2007 and $219.76
million at December 31, 2006. The acquisition B§FNational accounted for the majority of thisliease with $124.23 million outstanding at Decen®iger2007.

Auto, light truck, and environmental equipment fioing decreased 3.89% in 2007 over 2006. At Dece®ibe2007, auto, light truck, and environmentalipment financing had

outstandings of $305.24 million and $317.60 millmrDecember 31, 2006. Environmental equipmeiriiing remained flat in 2007. Auto and light trdiciancing decreased
6.14% at December 31, 2007 compared to Decemb&088, mainly due to our customers reducing tHeetfsize in an effort to improve their operatirfficéencies.
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Medium and heavy duty truck loans and leases deeted2.08%, in 2007. Medium and heavy duty truclricing at December 31, 2007 and 2006, had outsgsdf $300.47
million and $341.74 million, respectively. Mosttble decrease at December 31, 2007 from Decemb@0B8 can be attributed to clients' making pra&ctiecisions to contain
their future costs by completing purchases of 20&w tractor needs in 2006. Most of our clientseneffected by a new regulatory standard which metat, effective January
1, 2007, all Class 8 diesel trucks produced haviesiam compliant engines. This requirement incedabe cost of each vehicle approximately $6,0080t600.

Aircraft financing at year-end 2007 increased 1%68om year-end 2006. Aircraft financing at Dece&mB1, 2007 and 2006, had outstandings of $587i0®mand $498.91
million, respectively. The increase in 2007 waisnarily due to focused sales efforts and an impnoset in the general aviation industry.

Construction equipment financing increased 23.47%007 over 2006. Construction equipment finapeinDecember 31, 2007, had outstandings of $3#illi®n, compared t
outstandings of $305.98 million at December 31,6200he increase at December 31, 2007 from DeceBhe2006 was mainly the result of continued stroogmercial,
industrial, and non-residential building industrias well as, substantial Federal, state and facaling for roads, bridges, and general transportgirojects upon which our client
base relies for business.

Consumer loans increased 13.91% in 2007 over 2@@&isumer loans outstanding at December 31, 206& $145.48 million and $127.71 million at Decem®&r2006. The
acquisition of First National accounted for thisrease with $18.83 million outstanding at Decen#ier2007.

The following table shows the maturities of loansl éeases in the categories of commercial and aguie, auto, light truck and environmental equipienedium and heavy duty
truck, aircraft and construction equipment outstagés of December 31, 2007. The amounts due @fieryear are also classified according to theitehsto changes in interest
rates.

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

Commercial and agricultural loa $ 277,12t $ 249,12¢ $ 67,55 $ 593,80t
Auto, light truck and environmental equipmt 129,50¢ 168,69: 7,031 305,23t
Medium and heavy duty truc 93,08t 201,91! 5,471 300,46
Aircraft financing 180,26° 376,37: 30,38: 587,02:
Construction equipment financir 106,81¢ 266,96t 4,001 377,78!
Total $ 786,80: $ 1,263,077 $ 114,44.  $ 2,164,32!
Rate Sensitivity (Dollars in thousands Fixed Rate Variable Rate Total

1-5 Years $ 888,90. $ 374,17 $ 1,263,07!
Over 5 Year: 23,59¢ 90,84¢ 114,44.
Total $ 912,49' $ 465,02  $ 1,377,51

Most of the Bank's residential mortgages are sulol the secondary market. Mortgage loans helddte were $25.92 million at December 31, 2007 aecc\$50.16 million at
December 31, 2006.

CREDIT EXPERIENCE

Reserve for Loan and Lease Losses- Our reserve for loan and lease losses is providiedy direct charges to operations. Losses ond@md leases are charged against the
reserve and likewise, recoveries during the pefidogbrior losses are credited to the reserve. Camagement evaluates the adequacy of the reserviedyaeviewing all loans
and leases over a fixed-dollar amount ($100,00@®re/the internal credit rating is at or below adetermined classification, actual and anticipatess$ lexperience, current
economic events in specific industries, and otteetipent factors including general economic coodii. Determination of the reserve is inherentlyjettive as it requires
significant estimates, including the amounts andrtg of expected future cash flows or fair valueofiateral on collateradlependent impaired loans and leases, estimateeslos
pools of homogeneous loans and leases based oni¢astoss experience, and consideration of ecaadrends, all of which may be susceptible to digant and unforeseen
changes. We review the status of the loan and lgasflio to identify borrowers that might devel@ipancial problems in order to aid borrowers ie thandling of their accounts
and to mitigate losses. See Part II, Item 8, Firsi8tatements and Supplementary Data — Note A®Notes to Consolidated Financial Statementsdditi@anal information on
management’s evaluation of the adequacy of theveder loan and lease losses.

The reserve for loan and lease losses at Decenib@087 totaled $66.60 million and was 2.09% ofiand leases, compared to $58.80 million or 2.&8#ans and leases at
December 31, 2006 and $58.70 million or 2.38% ahand leases at December 31, 2005. It is ouiospihat the reserve for loan and lease lossesadieguate to absorb losses
inherent in the loan and lease portfolio as of Deoer 31, 2007.

The provision for loan and lease losses was $7i8®mfor 2007, compared to recovery of provisifam loan and lease losses of $2.74 million for 2666 $5.86 million for 2005.
The recovery of the provision for 2006 and 2005 dias to increased loan recoveries and was consisténour improved credit quality of the loan aledse portfolio.
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The following table summarizes our loan and leass Experience for each of the last five years @iember 31:

(Dollars in thousands 2007 2006 2005 2004 2003
Amounts of loans and leases outstandinc

at end of period $ 3,191,44. $ 2,702,53 $ 2,463,43. $ 2,280,161 $ 2,231,00!
Average amount of net loans and leases outstanding

during period $ 2,992,541 $ 2,566,21 $ 2,348,69 $ 2,240,05 $ 2,091,00
Balance of reserve for loan and lease lo

at beginning of perio $ 58,80: $ 58,69’ $ 63,67 $ 70,048 % 59,21¢
Chargeoffs:

Commercial and agricultural loa 1,841 1,03¢ 1,47¢ 6,104 1,187

Auto, light truck and environmental equipmt 1,77¢ 34C 63C 2,40¢ 2,78¢

Medium and heavy duty truc 56¢ - 15 352 69

Aircraft financing 37¢ 1,12¢ 2,42¢ 3,58¢ 6,871

Construction equipment financir 79¢ 11€ - 68€ 4,71%

Loans secured by real est 35€ 12¢ 167 45€ 344

Consumer loan 1,654 1,20: 85¢ 1,09( 1,56(
Total charge-offs 7,367 3,95¢ 5,572 14,68 17,53¢
Recoveries

Commercial and agricultural loa 2,35¢ 1,59¢ 1,30¢ 1,312 51¢

Auto, light truck and environmental equipmt 44¢€ 43C 1,14C 1,27 1,182

Medium and heavy duty truc 64 58 174 14 -

Aircraft financing 1,77¢ 3,612 2,25¢ 4,46( 1,69¢

Construction equipment financi 19 75z 1,06t 547 24¢

Loans secured by real est 16¢ 31 89 107 11

Consumer loan 421 31€ 421 362 522
Total recoveries 5,254 6,79% 6,452 8,07¢ 4,181
Net (recoveries) char-offs 2,11z (2,847) (880) 6,60z 13,357
(Recoveries) provisions charged to operating ex@ 7,53¢ (2,736 (5,85%) 22¢ 17,36
Reserves acquired in acquisitic 2,37¢ - - - 6,82:
Balance at end of period $ 66,60 $ 58,80z $ 58,691 $ 63,67: $ 70,04¢
Ratio of net charge-offs (recoveries) to average he

loans and leases outstandin 0.07% (0.17) % (0.04) % 0.2%% 0.64%
Net (recoveries) char-offs as a percentage of average loans and leggasrtiolio type follow:

2007 2006 2005 2004 2003

Commercial and agricultural loa (0.09) % (0.12) % 0.04% 1.14% 0.1€%
Auto, light truck and environmental equipmt 0.4C (0.03%) (0.1%) 0.4z 0.62
Medium and heavy duty truc 0.1¢ (0.02) (0.0€) 0.14 0.0z
Aircraft financing (0.2¢6) (0.59) 0.04 (0.1¢ 1.7¢2
Construction equipment financit 0.22 (0.29) (0.51) 0.07 1.67
Loans secured by real est: 0.0z 0.0z 0.01 0.0€ 0.0€
Consumer loan 0.8¢ 0.74 0.41 0.77 1.04
Total net charge-offs (recoveries) to average poxtfio loans and
leases 0.07% (0.1) % (0.04) % 0.2% 0.64%
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The reserve for loan and lease losses has beera@tbaccording to the amount deemed necessanpvalp for the estimated probable losses that teen incurred within tt
categories of loans and leases set forth in thie tadlow. The amount of such components of theruesat December 31 and the ratio of such loanleaske categories to tc
outstanding loan and lease balances, are as folllmvpurposes of this analysis, auto, light traeid environmental equipment and medium and heatyytduck loans and leas
have been consolidated into the category truckaartdmobile financing):

2007 2006 2005 2004 2003
Percent
of Percent o Percent o Percent o Percent o
Loans
and Loans an Loans ani Loans ani Loans ani
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
Loans
Reserve and Reserve Loans ani Reserve Loan anc Reserve Loans ani Reserve Loans ani
(Dollars in thousands Amount Leases Amount Leases Amount Leases Amount Leases Amount Leases
Commercial and agricultural loa  $ 17,39¢ 18.61% $ 14,547 17.7% $ 15,47: 18.4(% $ 13,61: 18.6% $ 9,58¢ 18.06%
Truck and automobile financir 16,017 18.9¢ 13,35¢ 24.4( 13,00¢ 24.8¢ 12,63 23.31 13,96¢ 22.01
Aircraft financing 17,76 18.3¢ 18,62: 18.4¢ 19,58 18.6¢ 26,47 19.4¢ 31,73 21.9¢
Construction equipment financir 6,171 11.8¢ 5,03( 11.32 4,23¢ 9.1C 4,50z 8.62 9,061 9.84
Loans secured by real est: 6,32( 27.6: 4,67- 23.4( 4,05¢ 24.4( 4,181 25.5¢ 3,79¢ 23.97
Consumer loan 2,94( 4.5€ 2,578 4.7z 2,341 4.5€ 2,263 4.3t 1,89¢ 4.24
Total $ 66,60: 100.0(% $ 58,80: 100.0(% $ 58,691 100.0(% $ 63,67: 100.0(% $ 70,04f 100.0%

Nonperforming Assets— Our policy is to discontinue the accrual of itgtron loans and leases where principal or intésgeist due and remains unpaid for 90 days or hoore
when an individual analysis of a borrower's creditthiness indicates a credit should be placedamparforming status, except for residential morgggns, which are placed on
nonaccrual at the time the loan is placed in f@sate and consumer loans that are both well seamédn the process of collection. Nonperformingeas amounted to $18.48
million at December 31, 2007, compared to $17.6aniat December 31, 2006, and $22.04 million acBmber 31, 2005. Impaired loans and leases td&l4® million, $12.32
million, and $16.87 million at December 31, 200@0&, and 2005, respectively. During 2007, interesdme that would have been recorded on nonactyaa and leases under

their original terms was $0.98 million, comparedi90 million in 2006. Interest income that wasomeled on nonaccrual loans and leases was $0.#86mahd $0.62 million in

2007 and 2006, respectively.

Nonperforming assets at December 31, 2007 increa$8d6 from December 31, 2006, mainly due to are@se in other real estate. The increase in offa¢estate is due
$3.57 million of bank premises held for sale asfFMational. This increase and the increase indgeast due over 90 days, loans secured by redéeand consumer loans was
partially offset by a decrease in aircraft finargcand medium and heavy duty truck nonaccrual loans.

Nonperforming assets at Decembei(Dollars in thousands 2007 2006 2005 2004 2003
Loans past due over 90 de $ 1,10¢ 11€  $ 24 3% 481 % 212
Nonaccrual loans and leases and restructured |
Commercial and agricultural loa 1,597 1,76¢ 3,701 6,92¢ 2,79¢
Auto, light truck and environmental equipmi 507 481 812 2,33¢ 2,41¢
Medium and heavy duty truc 277 1,75t 17 17¢ 1,82
Aircraft financing 1,84¢ 8,21¢ 7,641 10,13: 12,90(
Construction equipment financi 1,19¢ 852 2,51z 4,097 4,66:
Loans secured by real est 3,581 2,21¢ 1,47¢ 1,141 1,78¢
Consumer loan 1,132 28E 393 44C 69¢
Total nonaccrual loans and leases and restructoaed 10,13¢ 15,57¢ 16,55 25,25¢ 27,08¢
Total nonperforming loans and leases 11,24: 15,691 16,791 25,73¢ 27,297
Other real estat 4,821 80C 96C 1,307 3,01(
Repossession
Commercial and agricultural loa 45 2 - - 34
Auto, light truck and environmental equipmi 182 178 128 1,117 847
Medium and heavy duty truc 54 - - - -
Aircraft financing 1,85(C 30C 4,07: 3,037 4,551
Construction equipment financi 92 40C - 182 752
Consumer loan 67 95 83 50 78
Total repossessior 2,291 97t 4,284 4,382 6,26
Operating lease 12€ 201 - 1,78¢ 257
Total nonperforming assets $ 18,47¢ 17,660 $ 22,04 % 33,206 $ 36,821
Nonperforming loans and leases to loans and le
net of unearned discou 0.35% 0.58% 0.6&% 1.15% 1.22%
Nonperforming assets to loans and leases and amptaases
net of unearned discou 0.56% 0.64% 0.87% 1.42% 1.5%
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At December 31, 2007, our management was not agfary potential problem loans or leases that whalde a material effect on loan and lease delinguenloan and lease
charge-offs. Loans and leases are subject torn@ltreview and are given management’s attentioeneter a problem situation appears to be developing

INVESTMENT PORTFOLIO

The amortized cost of securities at year-end 266iased 11.53% from 2006, following an 11.16%ease from year-end 2005 to yeard 2006. The amortized cost of secut
at December 31, 2007 was $790.86 million or 17.18%tal assets, compared to $709.09 million 06286 of total assets at December 31, 2006.

The amortized cost of securities available-for-sslef December 31 is summarized as follows:

(Dollars in thousands 2007 2006 2005

U.S. Treasury and government agencies, includiem@gmortgag-backed securitie $ 483,59t $ 466,32t  $ 415,79:
States and political subdivisio 258,26( 182,35t 179,79
Other securitie 49,00 60,40¢ 42,28¢
Total investment securities available-for-sale $ 790,85¢ $ 709,09: $ 637,87t

Yields on tax-exempt obligations are calculatecadully tax equivalent basis assuming a 35% tae.rdthe following table shows the maturities ofisé®s available-forsale a
December 31, 2007, at the amortized costs and vezigiverage yields of such securities:

(Dollars in thousands Amount Yield
U.S. Treasury and government agencies, includirgagmortgag-backed securitie
Under 1 yea $ 286,76( 4.81%
1-5years 40,55¢ 5.2C
5-10 years 22,31t 4.7
Over 10 year: 133,96: 5.5¢€
Total U.S. Treasury and government agencies, inclinlg agency mortgag-backed securities 483,59¢ 5.0¢
States and political subdivisio
Under 1 yea 105,21¢ 6.8t
1-5years 102,12 6.7¢
5-10 years 50,911 7.2
Over 10 year - -
Total states and political subdivisions 258,26( 6.9C
Other securitie
Under 1 yea 9,282 3.0¢
1-5years 3,01 5.27
5-10 years - -
Over 10 year: - -
Marketable equity securitie 36,71: 6.6¢
Total other securities 49,00% 5.97
Total investment securities availabl-for-sale $ 790,85¢ 5.7:%
DEPOSITS

The average daily amounts of deposits and ratesqrasuch deposits are summarized as follows:

2007 2006 2005
(Dollars in thousands Amount Rate Amount Rate Amount Rate
Noninterest bearing demand depo $ 351,05( % $ 352,20: -% $ 392,47 -%
Interest bearing demand depo: 988,30t 3.1C 715,24 2.51 784,36t 1.7¢
Savings deposit 250,92 1.21 190,34 0.44 210,15: 0.3C
Other time deposit 1,679,52. 4.8¢ 1,512,75! 4.3¢ 1,223,401 3.41
Total deposits $ 3,269,801 - $ 2,770,54i - $ 2,610,39 -
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The amount of certificates of deposit of $100,000nwre and other time deposits of $100,000 or noartstanding at December 31, 2007, by time remaininty maturity is a
follows:

(Dollars in thousands

Under 3 month: $ 146,87¢
4 -6 months 94,27¢
7 — 12 months 139,99!
Over 12 month: 151,50
Total $ 532,65«

Scheduled maturities of time deposits, includinthigamrovate and public funds, at December 31, 208/&as follows:

(Dollars in thousands

2008 $ 1,226,77
2009 220,21
2010 49,59¢
2011 18,72
2012 17,02t
Thereaftel 16,01:
Total $ 1,548,35;

SHORT-TERM BORROWINGS

The following table shows the distribution of otnost-term borrowings and the weighted average inteassrthereon at the end of each of the last theaesy Also provided &
the maximum amount of borrowings and the averageuainof borrowings, as well as weighted averagerést rates for the last three years.

Federal Fund
Purchased an

Security Other
Repurchas Commercia Shor-Term Total

(Dollars in thousands Agreement: Paper Borrowings Borrowings
2007
Balance at December 31, 20C $ 303,42¢ $ 10,78: $ 23,62 $ 337,83.
Maximum amount outstanding at any montt-end 327,62: 15,47¢ 42,78¢ 385,88!
Average amount outstanding 246,79. 12,59¢ 11,981 271,37
Weighted average interest rate during the year 3.92% 4.84% 5.4<% 4.05%
Weighted average interest rate for outstanding amauts at

December 31, 2007 2.98% 4.04% 2.6(% 2.9%%
2006
Balance at December 31, 20 $ 195,26: $ 10,907 $ 16,54¢ $ 222,71¢
Maximum amount outstanding at any mc-end 265,36 12,92: 90,68¢ 368,97:
Average amount outstandil 211,97: 7,991 45,854 265,82
Weighted average interest rate during the 3.95% 4.9% 4.87% 4.14%
Weighted average interest rate for outstanding atsoat

December 31, 200 3.41% 5.08% 4.8% 3.6(%
2005
Balance at December 31, 20 $ 230,75¢  $ 4,60C $ 42,111 $ 277,46¢
Maximum amount outstanding at any mc-end 273,42¢ 5,552 122,03t 401,01¢
Average amount outstandil 214,19¢ 2,05¢ 79,01¢ 295,27
Weighted average interest rate during the 2.55% 3.36% 3.91% 2.92%
Weighted average interest rate for outstanding atsoat

December 31, 200 3.86% 3.8&% 2.7¢% 3.7(%
LIQUIDITY

Core Deposits— Our major source of investable funds is provilgdtable core deposits consisting of all intebestring and noninterest bearing deposits, excludiogered
certificates of deposit and certain certificateslgposit of $100,000 and over. In 2007, average deposits equaled 67.12% of average total assetgpared to 63.27% in 2006
and 67.60% in 2005. The effective cost rate of cl@eosits in 2007 was 3.25%, compared to 2.65%9062nd 1.96% in 2005.

Average demand deposits (noninterest bearing agpedits) decreased 0.33% in 2007 compared to aaeeiof 10.26% in 2006. These represented 12.6@dtabicore deposits
2007, compared to 15.67% in 2006, and 17.21% ir5200
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Purchased Funds— We use purchased funds to supplement core demsitinclude certain certificates of deposit d000 and over, brokered certificates of dep&sitleral
funds, securities sold under agreements to repsesttmmmercial paper, and other short-term borrgsviRurchased funds are raised from customersmgpshkort-term
investments and are used to manage the Banksshtate sensitivity. During 2007, our reliance amghased funds decreased to 18.19% of averageagstats from 22.21% in
2006.

Shareholders’ Equity — Average shareholders’ equity equated to 9.85%vefage total assets in 2007 compared to 10.072806. Shareholders’ equity was 9.68% of total
assets at year-end 2007, compared to 9.69% ateyebP006. In accordance with SFAS No. I'Bgcounting for Certain Investments in Debt and Bg8ecurities,'we include
unrealized gain (loss) on available-for-sale sei@s;net of income taxes, as accumulated othepoeimensive income (loss) which is a component afediolders’ equity. While
regulatory capital adequacy ratios exclude unredlgain (loss), it does impact our equity as regubih the audited financial statements. The urzedlgain (loss) on available-for-
sale securities, net of income taxes, was $2.5@omiind $(0.26) million at December 31, 2007 af0&, respectively.

Liquidity Risk Management — The Banksliquidity is monitored and closely managed by thesét/Liability Management Committees (ALCO), whasembers are comprised
the Banks’ senior management. Asset and liabilignagement includes the management of interesseatstivity and the maintenance of an adequatédiipuposition. The
purpose of interest rate sensitivity managemetut sabilize net interest income during periodshdnging interest rates.

Liquidity management is the process by which thek8aensure that adequate liquid funds are availahieeet financial commitments on a timely basisaRcial institutions must
maintain liquidity to meet day-to-day requiremeotslepositors and borrowers, take advantage of etanportunities and provide a cushion againstnasten needs.

Liquidity of the Banks is derived primarily from @deposits, principal payments received on lo#iressale and maturity of investment securities cash provided by operating
activities, and access to other funding sources.mbst stable source of liability funded liquidisydeposit growth and retention of the core depussie. The principal source of
asset-funded liquidity is available-for-sale invesht securities, cash and due from banks, Federdkfsold, securities purchased under agreemergset, and loans and interest
bearing deposits with other banks maturing withie gear. Additionally, liquidity is provided by repchase agreements, and the ability to borrow fiteerFederal Reserve Bank
and Federal Home Loan Bank.

Interest Rate Risk Management— ALCO monitors and manages the relationship ohieg assets to interest bearing liabilities arelrésponsiveness of asset yields, interest
expense, and interest margins to changes in meutegest rates. In the normal course of businessfage ongoing interest rate risks and uncertantée occasionally utilize
interest rate swaps to partially manage the primaayket exposures associated with the interestisiteelated to underlying assets, liabilitiesg @amticipated transactions.

A hypothetical change in earnings was modeled byutgting an immediate 100 basis point (1.00%) deeim interest rates across all maturities. Thedyais presents the
hypothetical change in earnings of those rate seedinancial instruments and interest rate swmapgh we held at December 31, 2007. The aggregaiethetical decrease in pre-
tax earnings was estimated to be $0.44 millionmareualized basis on all rate-sensitive finanostruments, based on a hypothetical increasel@Dabasis point change in
interest rates. The aggregate hypothetical incregee-tax earnings was estimated to be $1.34anithn an annualized basis on all rate-sensitivaricial instruments based on a
hypothetical decrease of a 100 basis point chamgeeérest rates. The earnings simulation modeluebes the earnings dynamics related to how feenrecand noninterest expense
may be affected by changes in interest rates. acasults may differ materially from those proggtt The use of this methodology to quantify thekaarisk of the balance sheet
should not be construed as an endorsement ofdtg@cy or the accuracy of the related assumptidttecember 31, 2007, the impact of these hypatakfiuctuations in interest
rates on our derivative holdings was not significand, as such, separate disclosure is not pegsent

We manage the interest rate risk related to loamncibments by entering into contracts for futureidsly of loans with outside parties. See Parttdm 8, Financial Statements and
Supplementary Data — Note P of the Notes to Codat#d Financial Statements.

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATONS

In the ordinary course of operations, we enter aedain contractual obligations. Such obligatiordude the funding of operations through debtasmes as well as leases for
premises and equipment. The following table summearbur significant fixed, determinable, and estédaontractual obligations, by payment date, atdbeber 31, 2007, except
for obligations associated with short-term borragvitrangements. Payments for borrowings do ndudecinterest. Further discussion of the natureaah obligation is included
in the referenced note to the consolidated findrsté&tements.

Contractual obligations payments by period.

Indeterminate

(Dollars in thousands Note 0-1 Year 1-3 Years 3-5 Years Over 5 Year: maturity Total

Deposits without stated maturi - % 1,921,31. $ - % - % SIS - 3 1,921,31.
Certificates of depos - 1,226,77! 269,81! 35,75( 16,01: - 1,548,35:
Long-term debr K 15,39¢ 11,01¢ 23t 86¢ 7,18¢ 34,70:
Subordinated note M - - - 100,00: - 100,00:
Operating lease P 2,74¢ 4,47( 2,61( 1,06¢ - 10,89¢
Purchase obligatior - 15,91( 5,64( 5,52¢ - - 27,07¢
Total contractual obligations $ 3,182,13¢ $ 290,94. $ 44,12 $ 117,95. $ 7,18t $ 3,642,34

We routinely enter into contracts for services. §éheontracts may require payment for services fortreided in the future and may also contain pgnetiuses for early
termination of the contract. We have made a diligefort to estimate such payments and penaltibere applicable. Additionally, where necessany have made reasonable
estimates as to certain purchase obligations &soémber 31, 2007. Our management has used thimfoemation available to make the estimationsassary to value the rela
purchase obligations. Our management is not aefa@ay additional commitments or contingent ligi®k which may have a material adverse impact origuidity or capital
resources.

-22-




Table of Content

We also enter into derivative contracts under whiehare required to either receive cash from, grqash to, counterparties depending on changegeéneist rates. Derivative
contracts are carried at fair value on the conatéid balance sheet with the fair value represenltiagiet present value of expected future cashptscer payments based on ma
interest rates as of the balance sheet date. Theafae of the contracts change daily as markietrest rates change. Because the derivative ligsiliecorded on the balance sheet
at December 31, 2007 do not necessarily reprelerdrhounts that may ultimately be paid under teeséracts, these liabilities are not included ia thble of contractual
obligations presented above.

In addition, due to the uncertainty with respedti® timing of future cash flows associated théhwitir unrecognized tax benefits at December 317 2@@ are unable to make
reasonably reliable estimates of the period of catthlement with the respective taxing authoritherefore, $5.38 million of unrecognized tax betsdfiave been excluded from
contractual obligations table above. See Note @@Notes to Consolidated Financial Statementa ftiscussion on income taxes.

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

We are also party to financial instruments with-lmélance sheet risk in the normal course of busit@seet the financing needs of our clients. Thiesacial instruments include
commitments to extend credit and standby lettexgedit. Further discussion of these commitmenisdiided in Part Il, Item 8, Financial Statemegntsl Supplementary Data —
Note P of the Notes to Consolidated Financial States.

QUARTERLY RESULTS OF OPERATIONS

Three Months Ende(Dollars in thousands, except per share amou March 31 June 3( September 3 December 3:
2007

Interest income $ 55,95: $ 62,33: $ 68,33( $ 66,97:
Interest expense 29,68: 33,46: 36,63: 34,90:
Net interest income 26,27: 28,87: 31,69¢ 32,06¢
(Recovery of) provision for loan and lease loss: (623) 1,247 3,66( 3,25(
Investment securities and other investment gainsdsses 247 207 (154) (3,429
Income before income taxes 12,58: 12,24¢ 8,49t 8,35¢
Net income 8,52 8,06( 6,13( 7,82€
Diluted net income per common share 0.37 0.34 0.2F 0.32
2006

Interest income $ 46,39¢ $ 50,78. $ 54,37¢  $ 57,43t
Interest expens 21,297 23,63¢ 26,92¢ 30,70(
Net interest incom 25,09¢ 27,14¢ 27,45 26,73¢
(Recovery of) provision for loan and lease los (300) (1,677) (667) (98)
Investment securities and other investment gaossés 2,08: 15C (223) (8)
Income before income tax 14,99¢ 15,497 17,117 11,93:
Net income 9,93: 10,27: 10,96¢ 8,12
Diluted net income per common shi 0.42 0.4 0.4¢ 0.3€

Net income was $7.83 million for the fourth qua€2007, down 3.66% compared to the $8.12 milbdnet income reported for the fourth quarter od@0Diluted net incom
per common share for the fourth quarter of 2007 @mtex to $0.32, compared to $0.36 per common skated in the fourth quarter of 2006.

The net interest margin was 3.21% for the fourthartgr of 2007 versus 3.10% for the same period362 Tax-equivalent net interest income was $3&ilkon for the fourth
quarter of 2007, up 21.01% from 2006'’s fourth gesart

Our provision for loan and lease losses was $3.l®min the fourth quarter of 2007 compared teeaovery of provision for loan and lease losse$®10 million in the fourth
quarter of 2006. Net charge-offs were $1.48 onillfor the fourth quarter 2007, compared to netg@affs of $0.10 million a year ago.

Noninterest income for the fourth quarter of 2008\$16.17 million, a decrease of 8.62% compardidetdourth quarter of 2006. During the fourth deaof 2007, we wro*-
down Federal Home Loan Mortgage Corporation (Freddiic) and Federal National Mortgage Associatian(fie Mae) preferred stocks in the investment pbotby $4.11
million. In addition, mortgage banking income deet $1.34 million. These decreases were partadfiyet by increases in trust fees, services clsaogedeposit accounts,
insurance commissions and other investment seesigiins.

Noninterest expense for the fourth quarter of 2@@% $36.63 million, an increase of 12.37% as coewéar the fourth quarter of 2006. This was prifiyatile to higher salarie
and employee benefits and furniture and equipmentrese.

The fourth quarter 2007 results include a tax bienéf1.51 million to correct the deferred taxtility. All of this amount relates to the years 20irough 2005.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

For information regarding Quantitative and Quaik@tDisclosures about Market Risk, see Part Imlif& Management's Discussion and Analysis of Fir@r@ondition and
Results of Operations, Interest Rate Risk Managémen
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DA TA.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING RIR

The Board of Directors and Shareholders of 1st 8o@orporation

We have audited 1st Source Corporation’s interaatrol over financial reporting as of December 3007, based on criteria established in Internalt@b#a-Integrated Framewo
issued by the Committee of Sponsoring Organizatminthe Treadway Commission (the COSO criteridpt Source Corporatios’management is responsible for maintai
effective internal control over financial reportirend for its assessment of the effectivenesstefrial control over financial reporting includedtire accompanying Management’
Report on Internal Control Over Financial Reporti@ur responsibility is to express an opinion o& ¢bmpany’s internal control over financial repogtbased on our audit.

We conducted our audit in accordance with the stedglof the Public Company Accounting OversightiBg&nited States). Those standards require thatlawe and perform tt
audit to obtain reasonable assurance about wheffiective internal control over financial reportingas maintained in all material respects. Our airdituded obtaining ¢
understanding of internal control over financigdogting, assessing the risk that a material weakegssts, testing and evaluating the design andatipg effectiveness of interr
control based on the assessed risk, and perforsuialy other procedures as we considered necesstry gircumstances. We believe that our audit plewia reasonable basis
our opinion.

A companys internal control over financial reporting is apess designed to provide reasonable assurancalireghe reliability of financial reporting andettpreparation «
financial statements for external purposes in ataoce with generally accepted accounting principlesompanys internal control over financial reporting inclsdiose policie
and procedures that (1) pertain to the maintenahececords that, in reasonable detail, accuratetyfairly reflect the transactions and dispositiofithe assets of the company;
provide reasonable assurance that transactiongeoeded as necessary to permit preparation ohdimh statements in accordance with generally aecepccounting principle
and that receipts and expenditures of the compespeing made only in accordance with authorizatiohmanagement and directors of the company; 3nhgrpvide reasonat
assurance regarding prevention or timely detectibminauthorized acquisition, use, or dispositiontltd companys assets that could have a material effect on itrendia
statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or dttmisstatements. Also, projections of any evaduabf effectiveness to futu
periods are subject to the risk that controls magome inadequate because of changes in conditionthat the degree of compliance with the policdesprocedures mi
deteriorate.

As indicated in the accompanying Management's Repointernal Control Over Financial Reporting, agement assessment of and conclusion on the effectivesfaagerna
control over financial reporting did not includeetinternal controls of First National Bank, Valpam which is included in the 2007 consolidatedfioial statements of 1st Sou
Corporation and constituted less than fifteen paroé total consolidated assets, as of DecembeBQ7 and less than seven percent of total coraelidrevenues, for the yi
then ended. Our audit of internal control oveafinial reporting of 1st Source Corporation alsorthtlinclude an evaluation of the internal conbeér financial reporting of Fir
National Bank, Valparais¢

In our opinion, 1st Source Corporation maintairiedyll material respects, effective internal cohtreer financial reporting as of December 31, 20@8¥5ed onthe COSO criteria
We have also audited, in accordance with the staisdaf the Public Company Accounting Oversight Boédnited States), the consolidated financial stetets of 1st Sour

Corporation and subsidiaries as of December 317 20@ 2006, and the related consolidated statenoéimsome, shareholdersquity, and cash flow for each of the three yea
the period ended December 31, 2007 and our reptetid-ebruary 22, 2008 expressed an unqualified@pthereon.

Is| __Ernst & Young LLP

Chicago, lllinois
February 22, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

The Board of Directors and Shareholders of 1st 8o@orporation

We have audited the accompanying consolidatednstatts of financial condition of 1st Source Corpmmatand subsidiaries as of December 31, 2007 af0é,28nd the relat¢
consolidated statements of income, shareholdetstyeqand cash flows for each of the three yearthia period ended December 31, 2007. These fiabstatements are t
responsibility of the Company's management. Ospaasibility is to express an opinion on theserfaial statements based on our audits.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamiogUnited States). Those standards require tbatlan and perform tl
audit to obtain reasonable assurance about whtftedinancial statements are free of material ratestent. An audit includes examining, on a tesishavidence supporting t
amounts and disclosures in the financial statemésaudit also includes assessing the accountiimgEiples used and significant estimates made bpagement, as well
evaluating the overall financial statement pred@rmaWe believe that our audits provide a reastsbhsis for our opinion.

In our opinion, the financial statements referredbove present fairly, in all material respedt® tonsolidated financial position of 1st SourcepBeation and subsidiaries
December 31, 2007 and 2006, and the consolidatedtseof their operations and their cash flowsdach of the three years in the period ended Deae81he2007, in conformii
with U.S. generally accepted accounting principles.

As discussed in Note A to the financial statemeint2006 the Company changed its method of accogritir stock-based compensation.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@inited States), 1st Source Corporat®imternal control over financ

reporting as of December 31, 2007, based on aitstablished in Internal Contrivitegrated Framework issued by the Committee offSpong Organizations of the Tready
Commission and our report dated February 22, 2@3®ressedan unqualified opinion therean

Isl Ernst & Young LLP

Chicago, lllinois
February 22, 2008
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CON SOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 3. (Dollars in thousands 2007 2006
ASSETS
Cash and due from ban $ 153,13° $ 118,13:
Federal funds sold and interest bearing deposits ether bank: 25,811 64,97¢
Investment securities availa-for-sale
(amortized cost of $790,859 and $709,091 at DeceBihe2007 and December 31, 2006, respecti\ 794,91¢ 708,67.

Mortgages held for sa 25,92: 50,15¢
Loans and leases, net of unearned discc

Commercial and agricultural loa 593,80t 478,31(

Auto, light truck and environmental equipmt 305,23t 317,60:¢

Medium and heavy duty truc 300,46¢ 341,74«

Aircraft financing 587,02: 498,91«

Construction equipment financit 377,78! 305,97t

Loans secured by real est 881,64t 632,28

Consumer loan 145,47! 127,70t
Total loans and leases 3,191,44 2,702,53
Reserve for loan and lease los (66,607) (58,807)
Net loans and lease 3,124,83 2,643,73!
Equipment owned under operating leases 81,96( 76,31(
Net premises and equipme 45,04¢ 37,32¢
Goodwill and intangible asse 93,56 19,41¢
Accrued income and other ass 101,89 88,58¢
Total assets $ 4,447,10.  $ 3,807,31!
LIABILITIES
Deposits:

Noninterest bearin $ 418,52¢ $ 339,86t

Interest bearin 3,051,13 2,708,41
Total deposits 3,469,66: 3,048,28.
Shor-term borrowings

Federal funds purchased and securities sold umpieements to repurcha 303,42¢ 195,26:

Other shol-term borrowings 34,40: 27,45¢
Total short-term borrowings 337,83. 222,71t
Long-term debt and mandatorily redeemable secut 34,70: 43,76
Subordinated note 100,00: 59,02
Accrued expenses and other liabilit 74,40: 64,62¢
Total liabilities 4,016,60! 3,438,41
SHAREHOLDERS' EQUITY
Preferred stock; no par vall

Authorized 10,000,000 shares; none issued or auistg - -
Common stock; no par vall

Authorized 40,000,000 shares; issued 25,927,51@sfa 2007 and 23,781,518 shares in z

less unearned shares (284,004 in 2007 and 26 2098®06) 342,84( 289,16:
Retained earning 117,37: 99,57:
Cost of common stock in treasury (1,551,396 shar@907 and 1,022,435 shares in 20 (32,23)) (19,577)
Accumulated other comprehensive income (It 2,52 (260)
Total shareholders' equity 430,50« 368,90«
Total liabilities and shareholders' equity $ 4,447,10. $ 3,807,31!

The accompanying notes are a part of the conselid@ancial statement
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December : (Dollars in thousands, except per share d¢ 2007 2006 2005
Interest income
Loans and lease $ 216,18t $ 181,36: $ 147,81
Investment securities, taxat 25,77( 19,81¢ 14,77"
Investment securities, t-exempt 7,60¢ 5,18: 5,27¢
Other 4,027 2,632 66€
Total interest income 253,58 208,99: 168,53:
Interest expenst
Deposits 115,11 85,067 56,34
Shor-term borrowings 10,93t 11,01 8,62¢
Subordinated note 6,051 4,32( 4,00¢
Long-term debt and mandatorily redeemable secul 2,57¢ 2,16: 1,127
Total interest expense 134,67 102,56: 70,10¢
Net interest incom 118,91( 106,43: 98,42¢
Provision for (recovery of provision for) loan aledse losse 7,53¢ (2,736 (5,855
Net interest income after provision for (recovery éprovision for) loan and lease losse 111,37¢ 109,16¢ 104,28:.
Noninterest income
Trust fees 15,56" 13,80¢ 12,877
Service charges on deposit accot 20,47( 19,04( 17,77t
Mortgage banking incom 2,86¢ 11,637 10,86¢
Insurance commissior 4,66¢€ 4,57¢ 4,13:
Equipment rental incom 21,31: 18,97: 16,06"
Other income 8,86¢ 6,55¢ 6,46:
Investment securities and other investment (losz@isis (3,12¢) 2,002 35C
Total noninterest income 70,61¢ 76,58t 68,53
Noninterest expens
Salaries and employee bene 73,94« 66,60" 69,767
Net occupancy expen: 9,03( 7,49 7,74¢
Furniture and equipment exper 15,14¢ 12,31¢ 11,41¢
Depreciatior- leased equipmel 17,08t 14,95¢ 12,89t
Professional fee 4,57¢ 3,99¢ 3,36z
Supplies and communicatio 5,987 5,49¢ 5,46:
Business development and marketing expt 4,78¢ 4,00¢ 3,63(
Loan and lease collection and repossession ex|} 1,123 704 (1,099
Other expens 8,63¢ 10,63¢ 10,25(
Total noninterest expense 140,31: 126,21: 123,43¢
Income before income tax 41,68 59,54 49,37
Income taxe: 11,14« 20,24¢ 15,62¢
Net income $ 30,53¢ $ 39,297 $ 33,75
Basic net income per common shar $ 1.3C % 174 $ 1.4¢
Diluted net income per common share $ 128 $ 172 $ 1.4€

The accompanying notes are a part of the conselid@&tancial statement
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUIT

Cost of Accumulatec
Common Other
Common Retainec Stock Comprehensivi
(Dollars in thousands, except per share d: Total Stock Earnings in Treasury Income (Loss), Ne
Balance at January 1, 20 $ 326,600 $ 221,57¢  $ 115,83( $ (10,51) $ (297)
Comprehensive income, net of ti
Net income 33,751 - 33,75: - -
Change in unrealized losses
available-for-sale securities, net of tax (2,949 - - - (2,947
Total comprehensive incon 30,80¢ - - - -
Issuance of 51,433 common shares
stock based compensation awards, inclu
related tax effect 52¢ - 15¢ 36¢ -
Cost of 111,475 shares of comm
stock acquired for treasu (2,22)) - - (2,227 -
Cash dividend ($.445 per sha (10,139 - (10,139 - -
Balance at December 31, 20 $ 345,57t  $ 221,57¢ $ 139,60: $ (12,369 $ (3,240
Comprehensive income, net of ti
Net income 39,297 - 39,297 - -
Change in unrealized losses
available-for-sale securities, net of tax 2,98( - - - 2,98(
Total comprehensive incon 42,27 - - - -
Issuance of 95,032 common shares
stock based compensation awards, inclu
related tax effect 814 - 364 45( -
Cost of 335,038 shares of comm
stock acquired for treasu (7,657%) - - (7,657) -
Cash dividend ($.534 per sha (12,099 - (12,099 - -
10% common stock divider
($12 cash paid in lieu of fractional shar (12 67,58¢ (67,59¢) - -
Balance at December 31, 20 $ 368,90:  $ 289,16. $ 99,57 $ (19,57) $ (260)
Comprehensive income, net of tax:
Net income 30,53¢ 30,53¢
Change in unrealized losses of
available-for-sale securities, net of ta: 2,782 2,78
Total comprehensive income 33,321
Issuance of 40,349 common shares per
stock based compensation awards, including
related tax effects 54& 384 161
Cost of 569,310 shares of common
stock acquired for treasury (12,82)) (12,82
Cash dividend ($.560 per share) (13,12)) (13,12)
Issuance of 2,124,974 shares of common
stock for FINA Bancorp purchase 53,67 53,67
Balance at December 31, 20C $ 430,50:  $ 342,84(  $ 117,37 $ (32,23) $ 2,522

The accompanying notes are a part of the conselid@ancial statement
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CON SOLIDATED STATEMENTS OF CASH FLOV

Year Ended December (Dollars in thousands 2007 2006 2005
Operating activities
Net income $ 30,53¢ $ 39,29° 33,75
Adjustments to reconcile net income to net caskigesl by operating activitie:
Provision for (recovery of provision for) loan aledse losse 7,53¢ (2,736 (5,85%)
Depreciation of premises and equipm 5,36¢ 4,797 5,00z
Depreciation of equipment owned and leased to & 17,08¢ 14,95¢ 12,89t
Amortization of investment security premiums andration of discounts, n (35€) (25¢ 4,471
Amortization of mortgage servicing rigk 2,40z 4,581 6,78
Mortgage servicing asset impairment/(recover 14z (W) (2,277)
Deferred income taxe (3,239 (3,92 (2,909
Realized investment securities losses (ge 3,12¢ (2,007 (350)
Change in mortgages held for s 24,23¢ 17,06t (11,519
Change in interest receivat (1,296 (3,616 (1,87€)
Change in interest payak (380) 10,577 3,26t
Change in other asse (8,587) 8,37¢ (1,347
Change in other liabilitie 2,68¢ (4,270 8,391
Other 5,101 1,252 827
Net change in operating activities 84,36 84,09¢ 49,26
Investing activities
Cash paid for acquisition, n (55,97 - -
Proceeds from sales of investment secur 121,67: 65,68: 28,80¢
Proceeds from maturities of investment secur 496,32 322,07: 315,66(
Purchases of investment securit (518,04.) (456,70¢) (196,06.)
Net change in shc-term investment 195,33 3,59¢ 151,55:
Net change in loans and lea: (252,929 (236,26¢) (182,387
Net change in equipment owned under operating (22,739 (33,01% (23,88))
Purchases of premises and equipn (14,467 (5,559 (5,85¢)
Net change in investing activities (50,81¢) (340,18f) 87,83(
Financing activities
Net change in demand deposits, NOW accounts andgsagccount (24,260) (101,39() (132,699
Net change in certificates of depc (86,507) 404,08 71,28«
Net change in shc-term borrowings 96,93( (54,75)) (22,199
Proceeds from issuance of l-term debi 1,15¢ 21,92: 5,36¢
Proceeds from issuance of subordinated r 58,76¢ - -
Payments on subordinated na (17,789 - -
Payments on lor-term deb (11,22%) (1,306 (274)
Net proceeds from issuance of treasury s 54E 814 52¢
Acquisition of treasury stoc (12,82 (7,657) (2,227
Cash dividend (13,345 (12,319 (10,325
Net change in financing activities 1,461 249,40« (90,537)
Net change in cash and cash equival 35,00¢ (6,686 46,56
Cash and cash equivalents, beginning of 118,13: 124,81 78,25t
Cash and cash equivalents, end of \ $ 153,13° 118,13: 124,81
Supplemental Informatior
Cash paid for
Interest $ 137,390 $ 91,98t 66,83¢
Income taxe: 13,31« 29,36¢ 12,00:

The accompanying notes are a part of the conselid@ancial statement
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NO TES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A — Accounting Policies

The principal line of business of 1st Source andsobsidiaries is banking and closely related @@t The following is a summary of significantcaeinting policies followed in
the preparation of the consolidated financial stetets.

Principles of Consolidation— The financial statements consolidate 1st Souncecair subsidiaries (principally the Banks). Aljsificant intercompany balances and transactions
have been eliminated. For purposes of the parenpaay only financial information presented in N@t@nvestments in subsidiaries are carried at gqoibur underlying net
assets.

Use of Estimates in the Preparation of Financial 3tements— Financial statements prepared in accordance With. generally accepted accounting principles ireqaur
management to make estimates and assumptiondfibettthe reported amounts of assets and liatslidied disclosure of contingent assets and lisdslisit the date of the financial
statements and the reported amounts of incomepehses during the reporting period. Actual resudisld differ from those estimates.

Business Combinations— Business combinations are accounted for undeptihehase method of accounting. Under the purcheetbod, assets and liabilities of the business
acquired are recorded at their estimated fair \saégeof the date of acquisition with any exceghefcost of the acquisition over the fair valughaf net tangible and intangible
assets acquired recorded as goodwill. Results efatipns of the acquired business are includelariicome statement from the date of acquisitiafeRto Note C - Acquisitions
for further discussion.

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

Securities— Securities that we have the ability and posititent to hold to maturity are classified as innestt securities held-to-maturity. Held+teaturity investment securitie

when present, are carried at amortized cost. Wietly hold no securities classified as held-toumisit. Securities that may be sold in responsetan anticipation of, changes in
interest rates and resulting prepayment risk, pofber factors, are classified as available-fde-sad are carried at fair value. Unrealized gaims losses on these securities are
reported net of applicable taxes, as a separatpaoemnt of accumulated other comprehensive incoass)lin shareholders’ equity.

The fair value is determined based on quoted mamkegs. If quoted market prices are not availatalie value is determined based on quoted pri¢esnalar

instruments. Available-for-sale and held-to-majusecurities are reviewed quarterly for possiliteeo-than-temporary impairment. The review inckide analysis of the facts
and circumstances of each individual investmenh sisclength of time the fair value has been belost,dhe expectation for that security's perforneatice credit worthiness of t
issuer, and our intent and ability to hold the siggtior a time necessary to recover the amortizest. A decline in value that is determined t@tieer-than-temporary is recorded
as a loss in the Consolidated Statements of Income.

Debt and equity securities that are purchased altgrincipally for the purpose of selling thentle near term are classified as trading accountriéies and are carried at fair
value with unrealized gains and losses reportainings. At December 31, 2007 and 2006, we dichaweé any securities classified as trading seestitRealized gains and los
on the sales of all securities are reported iniagsand computed using the specific identificatost basis.

Loans and Leases— Loans are stated at the principal amount outstgndet of unamortized deferred loan originatieas and costs and net of unearned income. Infaceshe
is accrued as earned based on unpaid principahdeda Origination fees and direct loan and leaggnation costs are deferred and the net amouirézed to interest income
over the estimated life of the related loan oréed®an commitment fees are deferred and amoriigedther income over the commitment period.

Direct financing leases are carried at the aggeegfitease payments plus estimated residual vdltleedeased property, less unearned income. dsténcome on direct financing
leases is recognized over the term of the leaaeli@ve a constant periodic rate of return on titstanding investment.

The accrual of interest on loans and leases i®diswed when a loan or lease becomes contractdeligquent for 90 days, or when an individual gassl of a borrower's credit
worthiness indicates a credit should be placedamparforming status, except for residential moreglsns and consumer loans that are well secur@éheathe process of
collection. Residential mortgage loans are plaocatbinaccrual at the time the loan is placed indimsure. When interest accruals are discontinugedrest credited to income in -
current year is reversed and interest accruedeiptior year is charged to the reserve for loanlaase losses. However, in some cases, managenagrelett to continue the
accrual of interest when the net realizable valueotlateral is sufficient to cover the principaichaccrued interest. When a loan or lease is &ledsis nonaccrual and the future
collectibility of the recorded loan or lease bakam doubtful, collections on interest and printigr@ applied as a reduction to principal outstagdi

A loan or lease is considered impaired, based owcuinformation and events, if it is probabletthe will be unable to collect the scheduled paytaef principal or interest
when due according to the contractual terms ofdhe or lease agreement. Interest on impaired laaddeases, which are not classified as nonacdsuacognized on the accrual
basis. We evaluate loans and leases exceeding@R0fdr impairment in accordance with the prowisiof Statement of Financial Accounting StandardsN.4, "Accounting by
Creditors for Impairment of a Loai (SFAS No. 114) which requires an allowance t@b&blished as a component of the allowance for émd lease losses when it is probable
all amounts due will not be collected pursuanti® ¢ontractual terms of the loan and lease andetterded investment in the loan or lease exceedaiitvalue.

1st Source Bank sells mortgage loans to the Govennhidational Mortgage Association (GNMA) in the mal course of business and retains the servicgigsi The GNMA
programs under which the loans are sold allow ugparchase individual delinquent loans that meeta criteria from the securitized loan pool. dAtr option, and without
GNMA's prior authorization, we may repurchase angdgient loan for an amount equal to 100% of theaiemg principal balance on the loan. Under SFAS N0, once we have
the unconditional ability to repurchase a delindguean, we are deemed to have regained effectimer@ioover the loan and we are required to recagthie loan on our balance
sheet and record an offsetting liability, regardlefour intent to repurchase the loan. At Decam3ie 2007 and 2006, residential real estate patfoans included $2.91 million
and $2.42 million, respectively, of loans availafierepurchase under the GNMA optional repurctasgrams with the offsetting liability recorded hiit other short-term
borrowings.
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Mortgage Banking Activities — Loans held for sale are primarily composed ofqrening one-to-four family residential mortgage iseoriginated for resale and carried at the
lower of cost or fair value as determined on arregate basis. Fair value is determined using aMailsecondary market prices for loans with similaupons, maturities, and cre

quality.

We recognize the rights to service mortgage loansthers as separate assets, whether the servightg are acquired through a separate purchaseargh the sale of originated
loans with servicing rights retained. We allocafeoaion of the total cost of a mortgage loan tvigéng rights based on the relative fair valueeThir value of the servicing rights
is based on market prices, when available, ortisrdened by estimating the present value of fuhetservicing income, taking into consideration keafoan prepayment speeds
and discount rates. These assets are amortizedlastions of mortgage servicing fee income overestamated servicing period in proportion to theéneated servicing income to
be received. Gains and losses on the sale of ngatgervicing rights are recognized as noninterestme in the period in which such rights are sold.

Mortgage servicing assets are evaluated for impaitrm accordance with SFAS No. 140. For purped@éspairment measurement, mortgage servicing assetstratified based
on the predominant risk characteristics of the dyde servicing, principally by loan type and ingést rate. The fair value of each tranche of theiciag portfolio is estimated by
calculating the present value of estimated futwteservicing cash flows, taking into consideratmtual and expected mortgage loan prepayment disegunt rates, servicing
costs, and other economic factors. If temporaryaimpent exists within a tranche, a valuation alloeais established through a charge to income equhé amount by which the
carrying value exceeds the fair value. If it ieladetermined all or a portion of the temporary anment no longer exists for a particular trandhe,valuation allowance is reduced
through a recovery of income.

Mortgage servicing assets are also reviewed farethan-temporary impairment. Other-than-temponamyairment exists when recoverability of a recorgtatiation allowance is
determined to be remote considering historical piogected interest rates, prepayments, and loaroffactivity. When this situation occurs, the ucweerable portion of the
valuation allowance is applied as a direct writgvddo the carrying value of the mortgage serviasget. Unlike a valuation allowance, a direct waidevn permanently reduces
the carrying value of the mortgage servicing aasetthe valuation allowance, precluding subseqrestveries.

As part of mortgage banking operations, we enter doammitments to purchase or originate loans whetke interest rate on these loans is determinied fo funding ("rate lock
commitments"). Similar to loans held for sale, thie value of rate lock commitments is subjectbh@ange primarily due to changes in interest ratésder our risk management
policy, these fair values are hedged primarily &ljirsg forward contracts on agency securities. fidte lock commitments on mortgage loans intenddsktsold and the related
hedging instruments are recorded at fair value walitanges in fair value recorded in current earnififse fair value of rate lock commitments is detiered using current secondi
market prices for underlying loans with similar poas, maturity and credit quality, subject to thé@pated loan funding probability, or fallout tac. The benefit of servicing
rights inherent in the loans underlying the ratkloommitments is not recognized until these lcamesfunded and sold.

Reserve for Loan and Lease Losses- The reserve for loan and lease losses is magdan a level believed to be adequate by manageimahisorb probable losses inherent in
the loan and lease portfolio. The determinatiothefreserve requires significant judgment reflectilmnagement’s best estimate of probable loaneastllosses related to
specifically identified loans and leases as welbr@bable losses in the remainder of the varioas lnd lease portfolios. The methodology for agsgdke appropriateness of the
reserve consists of several key elements, whididiec specific reserves for identified special itittn loans and leases (classified loans and leasgternal watch list credits),
percentage allocations for special attention laamsleases without specific reserves, formula vesefor each business lending division portfolicliding a higher percentage
reserve allocation for special attention loans laades without a specific reserve and reservegdoled homogenous loans and leases. Managemeatisagion is based upon a
continuing review of these portfolios, estimatedutfire customer performance, collateral valuesdisposition and forecasts of economic and gedpalievents, all of which are
subject to judgment and will change.

Specific reserves are established for certain lessiand specialty finance credits based on a regnédysis of special attention loans and leaskis. dhalysis is performed by the
Credit Policy Committee, the Loan Review Departmé@redit Administration, and the Loan Workout Depeents. The specific reserves are based on ansamaliyunderlying
collateral values, cash flow considerations andpiflicable, guarantor capacity.

The formula reserves determined for each busiresfirig division portfolio are calculated quartdslyapplying loss factors to outstanding loans aadés and certain unfunded
commitments based upon a review of historical ioggerience and qualitative factors, which includedre not limited to, economic trends, currentkearisk assessment by
industry, recent loss experience in particular seggsiof the portfolios, movement in equipment valoellateralizing specialized industry portfoliasncentrations of credit,
delinquencies, trends in volume, experience anthdefrelationship managers and division managenaend the effects of changes in lending policied prractices, including
changes in quality of the loan and lease origimatservicing and risk management processes. Spatealtion loans and leases without specific resereceive a higher percent:
allocation ratio than credits not considered spettention.

Pooled loans and leases are smaller credits arfibategenous in nature, such as consumer crediteeaitential mortgages. Pooled loan and leaserésssves are based on
historical net charge-offs, adjusted for delinquesgcthe effects of lending practices and prograntscurrent economic conditions, and projectedisen the geographic markets
which we serve.

A comprehensive analysis of the reserve is perfdrinpemanagement on a quarterly basis. Although gemant determines the amount of each element okteeve separately
and relies on this process as an important crealitagement tool, the entire reserve is availabl¢h®entire loan and lease portfolio. The actuabami of losses incurred can vary
significantly from the estimated amounts both pesiy and negatively. Management’s methodologyudels several factors intended to minimize the dffee between estimated
and actual losses. These factors allow managememtjtist our estimate of losses based on the raosht information available.

Loans and leases, which are deemed uncollectitdesterged off and deducted from the reserve, whiteveries of amounts previously charged off aeglited to the reserve. A
(recovery of) provision for loan and lease lossesredited or charged to operations based on maragts periodic evaluation of the factors previgusientioned, as well as other
pertinent factors.

Equipment Owned Under Operating Leases— We finance various types of construction equiptneredium and heavy duty trucks, and automobileeuieases classified as
operating leases. Revenue consists of the congéldease payments and is recognized on a straighbhsis over the lease term. Lease terms rangetfiree to seven years.
Leased assets are being depreciated on a straightibthod over the lease term to the estimatheoéguipment’s fair market value at lease termimatalso referred to as
"residual” value. These residual values are revitpaziodically to ensure the recorded amount do¢exceed the fair market value at the lease teation.
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Other Real Estate— Other real estate acquired through partial @l teatisfaction of nonperforming loans is includeather assets and recorded at the estimateddhie less
anticipated selling costs based upon the propeatyfsaised value at the date of transfer, withdiffgrence between the fair value of the propegssicost to sell, and the carrying
value of the loan charged to the reserve for loasds. Other real estate also includes bank premisgifying as held for sale under SFAS No. I#€counting for the Impairme
or Disposal of Long-Lived Assets.Bank premises are transferred at the lower afyoag value or estimated fair value less anticigagelling costs. Subsequent changes in value
of other real estate are reported as adjustmenitgtoarrying amount and are recorded in nonintesgsense on the income statement. Gains or losgqseviously recognized
resulting from the sale of other real estate ategeized on the date of sale. As of December 307 2Bd 2006, other real estate had carrying valti$4.82 million and $0.80
million, respectively.

Repossessed Assets Repossessed assets may include fixtures andregotpinventory and receivables, and aircraft, toction equipment, and vehicles acquired through
foreclosure or in lieu of foreclosure from our ess banking activities and our specialty finarmesdies. Repossessed assets are included in atfsets at the lower of cost or
fair value of the equipment or vehicle. We estinfatevalue based on the best estimate of an grdigaidation value. Valuation resources typicahlglude vehicle and equipment
dealers, valuation guides, and other third pariresuding appraisers. At the time of foreclosute recorded amount of the loan or lease is writi@nn, if necessary, to the fair
value of the equipment or vehicle by a charge ¢oréiserve for loan and lease losses. Subsequéatdaivns are included in noninterest expense. Gailssses not previously
recognized resulting from the sale of repossesssets are recognized on the date of sale. Repeskassets totaled $2.29 million and $0.97 millamoef December 31, 2007 and
2006, respectively.

Premises and Equipment— Premises and equipment are stated at cost, tessnallated depreciation and amortization. The iowi for depreciation is computed by the straight-
line method, primarily with useful lives rangingn three to 31.5 years. Maintenance and repairsherged to expense as incurred, while improvemevriteh extend the useful
life, are capitalized and depreciated over therestéd remaining life.

Long-lived depreciable assets are evaluated peadigifor impairment when events or changes inwitstances indicate the carrying amount may noebeverable. Impairment
exists when the expected undiscounted future dasls fof a long-lived asset are less than its cagyialue. In that event, we recognize a loss iratheunt of the difference
between the carrying amount and the estimated/éhire of the asset based on a quoted market ffriggplicable, or a discounted cash flow analysrpairment losses are
recorded in other noninterest expense in the incstatement.

Goodwill and Intangibles— Goodwill represents the excess of the cost aiajuisition over the fair value of the net assetpiaed. Other intangible assets represent purchase
assets that also lack physical substance but cdrstieguished from goodwill because of contractuabther legal rights or because the asset ishded being sold or exchanged
either on its own or in combination with a relatamhtract, asset, or liability. Goodwill is reviesvat least annually for impairment. Intangible és$leat have finite lives continue
to be amortized over their estimated useful lived also continue to be subject to impairment tgstil of our other intangible assets have finitees and are amortized on a
straight-line basis over varying periods not excegeight years. We performed the required anmaghirment test of goodwill during the first quartér2007 and determined that
no impairment exists.

Venture Capital Investment— We account for our investments in venture caigatnerships on the equity method based uponuhimgce included in EITF D-46. The venture
capital partnerships which we have investmentadepunt for their investments at fair value pursuarthe guidance in the AICPA Investment Companyd8. As a result, our
investments in these venture capital partnerskfisat the underlying fair value of the partnershipvestments. We account for our investmentgeinture capital partnerships
that are owned three percent and greater undemitisod. We account for our investments in ventai@tal partnerships that are owned less thare theecent at the lower of cost
or market. Venture capital investments in paghgss are included in other assets on the baldmeet.sThe balances as of December 31, 2007 and2&@6$1.65 million and
$2.31 million, respectively.

Short-Term Borrowings — Our short-term borrowings consist of Federal fupdrchased, securities sold under agreementptoctease, commercial paper, U.S. Treasury
demand notes, Federal Home Loan Bank notes, amdviiogs from non-affiliated banks. Federal fundsgmased, securities sold under agreements to riepsecand other short-
term borrowings mature within one to 365 days eftilansaction date. Commercial paper matures wiiien to 270 days. Other short-term borrowingtherbalance sheet
include our liability related to mortgage loans itafale for repurchase under GNMA optional repureéhpsograms.

Securities purchased under agreements to resefiemdities sold under agreements to repurchaseeated as collateralized financing transactiorsae recorded at the amot
at which the securities were acquired or sold pgued interest. The fair value of collateral eitreceived from or provided to a third party istioually monitored and additior
collateral obtained or requested to be returnadtas deemed appropriate.

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

Income Taxes— 1st Source and our subsidiaries file a consaidi&ederal income tax return. The provision fobmes taxes is based upon income in the consolidiatzalcial
statements, rather than amounts reported on oamiadax return. Deferred tax assets and liakslitiee recognized for the future tax consequendesuaable to differences
between the financial statement carrying amounexisting assets and liabilities and their respectaix bases. Deferred tax assets and liabilitiesreasured using enacted tax
rates expected to apply to taxable income in tleesym which those temporary differences are exguett be recovered or settled. The effect on dedetax assets and liabilities of
a change in tax rates is recognized as incomep®rese in the period that includes the enactmest dat

Positions taken in our tax returns may be subjechtllenge by the taxing authorities upon exanonatUncertain tax positions are initially recogedkzin the financial statements
when it is more likely than not the position wik Bustained upon examination by the tax authoriBesh tax positions are both initially and subsetly measured as the largest
amount of tax benefit that is greater than 50%yiké being realized upon settlement with the tatharity, assuming full knowledge of the positiamaall relevant facts. We
provide for interest and, in some cases, penatiesx positions that may be challenged by thentpauthorities. Interest expense is recognizednényg in the first period that
such interest would begin accruing. Penalties eregnized in the period that we claim the positiothe tax return. Interest and penalties on inctemeuncertainties are classified
within income tax expense in the income statement.

Net Income Per Common Share— Net income per common share is computed in aeema with SFAS No. 128,Earnings per Share. Basic earnings per share is compute«
dividing net income by the weighted-average nunfeshares of common stock outstanding, which weriobows (in thousands): 2007, 23,516; 2006, 22;%®d 2005, 22,755.
Diluted earnings per share is computed by dividisgincome by the weighted-average number of shefresmmon stock outstanding, plus the dilutiveeeffof outstanding stock
options. The weighted-average number of commoreshaicreased for the dilutive effect of stock ops, used in the computation of diluted earningsshare were as follows (in
thousands): 2007, 23,810; 2006, 22,830; and 20B553.
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Stock-Based Employee Compensation- Prior to January 1, 2006, employee compensatiperese under stock option plans was reported éwolgtions were granted below
market price at grant date in accordance with ribnisic value method of Accounting Principles Bib&pinion No. 25 (APB No. 25)Accounting for Stock Issued to Employees,"
and related interpretationsWe generally would have recognized compensatioemesg for stock options only if we granted optioritha discounted exercise price or modified
terms of previously issued options, and would h@e®gnized the related compensation expense rat&blythe associated service period, which wasrgéinehe option vesting
term. Because the exercise price of the empley@zk options granted always equaled the markeemi the underlying stock on the date of grantcompensation expense was
recognized on options granted.

We adopted the provisions of SFAS No. 123(R) orudanl, 2006. SFAS No. 123(R) eliminates the Bhib account for stock-based compensation usinB AB. 25 and

requires that such transactions be recognizedrapeosation cost in the income statement basedeanféir values on the measurement date, whichofmmpurposes, is the date of
grant. We transitioned to fair-value based acdagrfor stock-based compensation using the modfiie$pective application and, therefore, have estated results for prior
periods. This transition method applies to newrawdor service periods beginning on or after Janda2006, and to awards modified, repurchasedaacelled after January 1,
2006. Additionally, compensation cost for the fortof awards for which the requisite service hasheen rendered (generally referring to non-veateard) which were granted
prior to January 1, 2006 will be recognized asrdéreaining requisite service is rendered duringptieod of and/or the periods after the adoptioSBAS No. 123(R).

SFAS No. 123(R) requires pro forma disclosures etfincome and earnings per share for all periods po the adoption of the fair value accountingtinogl for stockbase!
employee compensation. The pro forma disclosuresepted in Note L Employee Stock Benefit Plans use the fair valuehoretof SFAS No. 123 to measure compens
expense for stock-based employee compensation fiagears prior to 2006.

Segment Information— In our management's opinion, 1st Source has aneipal business segment, commercial banking. [&\nir chief decision makers monitor the revenue
streams of various products and services, theifirlie segments operations are managed and fiaperformance is evaluated on a company-wide basisordingly, all of our
financial service operations are considered by mement to be aggregated in one reportable opers¢igment.

Derivative Financial Instruments — We occasionally enter into derivative financiatruments as part of our interest rate risk mamagé strategies. These derivative financial
instruments consist primarily of interest rate ssdpnder the guidance of SFAS No. 133ccounting for Derivative Instruments and Hedghfivities,"as amended, all
derivative instruments are recorded on the balaheet, as either an asset or liability, at theinfalue. The accounting for the gain or loss reésglfrom the change in fair value
depends on the intended use of the derivativeakarivative used to hedge changes in fair valleeretognized asset or liability, or an unrecoghitien commitment, the gain or
loss on the derivative will be recognized in eagsitogether with the offsetting loss or gain onliedged item. This results in an earnings impalst tnthe extent that the hedge is
ineffective in achieving offsetting changes in fed@ue. If it is determined that the derivativstimment is not highly effective as a hedge, heatg®unting is discontinued and the
adjustment to fair value of the derivative instrunhis recorded in earnings. For a derivative usdiedge changes in cash flows associated widtésted transactions, the gai
loss on the effective portion of the derivativelwié deferred, and reported as accumulated othepezhensive income, a component of shareholdetstyeaintil such time the
hedged transaction affects earnings. For derivatiseuments not accounted for as hedges, chandeg ivalue are recognized in noninterest incoxgéase. Deferred gains and
losses from derivatives that are terminated arertimed over the shorter of the original remainiagn of the derivative or the remaining life of thederlying asset or liability.

Reclassifications— Certain amounts in the prior period consoliddtedncial statements have been reclassified toaramfvith the current year presentation. These
reclassifications had no effect on total assewrediolders’ equity or net income as previously reggb We declared a 10% stock dividend on July2BDg; therefore, all share and
per share information has been adjusted accordingly

Note B — Recent Accounting Pronouncements

Noncontrolling Interests in Consolidated FinancialStatements: In December 2007, the Financial Accounting Stadd Board (FASB) issued Statement No. 160, “
Noncontrolling Interests in Consolidated Financ&htement— an amendment of ARB No. 5BFAS No. 160). SFAS No. 160 requires that a notroding interest in a
subsidiary be reported separately within equity gredamount of consolidated net income specificattsibutable to the noncontrolling interest benifiged in the consolidated
financial statements. It also calls for consisyeincthe manner of reporting changes in the pasemtinership interest and requires fair value mesamsant of any noncontrolling
equity investment retained in a deconsolidatioRAS No. 160 is effective for fiscal years, and iimteperiods within those fiscal years, beginningoorafter December 15,
2008. We do not expect the provisions of SFAS N&f) to have a material impact on our financial ¢oow or results of operations.

Business Combinations In December 2007, the FASB issued SFAS No. 14BRsiness Combinations.” SFAS No. 141R broadens the guidance of SFAS M, dxtending

its applicability to all transactions and other migein which one entity obtains control over onemafre other businesses. It broadens the fair vake@surement and recognition of
assets acquired, liabilities assumed, and intetiestsferred as a result of business combinati®SAS No. 141R expands on required disclosuresipsdve the statement users’
abilities to evaluate the nature and financial @fef business combinations. SFAS No. 141R iscgiffe for the first annual reporting period begngnon or after December 15,
2008. The provisions of SFAS No. 141R will onlypatt us if we are party to a business combinatiosireg on or after January 1, 2009.

Written Loan Commitments Recorded at Fair Value Through Earnings: In November 2007, the Securities and Excha@gmmission issued Staff Accounting Bulletin No.
109 (SAB No. 109), “Written Loan Commitments Receddit Fair Value through Earnings,” an amendmen$AB No. 105, “Application of Accounting Princigéo Loan
Commitments.” Under SAB No. 109, the expectedfatetre cash flows of associated loan servicingvétes should be included in the measurement oft@rriloan commitments
accounted for at fair value through earnings. ghielance in SAB No. 109 is applied on a prospedia®is to derivative loan commitments issued orifreglin fiscal quarters
beginning after December 15, 2007. We do not exhecadoption of SAB No. 109 to have a materigdaat on our financial condition or results of opienas.
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Fair Value Option : In February 2007, the FASB issued SFAS No. 15Be Fair Value Option for Financial Assets and Bircial Liabilities —Including an Amendment of FA
No. 115" This standard permits an entity to choose to omreamany financial instruments and certain othani at fair value. The fair value option permiaspanies to choose
to measure eligible items at fair value at spediB&ection dates. Companies will report unrealigaths and losses on items for which the fair valpgon has been elected in
earnings after adoption. SFAS No. 159 requirestadal disclosures related to the fair value meesents included in the companies financial stateseThis statement is
effective for financial statements issued for flseears beginning after November 15, 2007. We adibpt SFAS No. 159 on January 1, 2008. We dexmpect the provisions of
this statement to have a material impact on owrfial condition or results of operations.

Fair Value Measurements: In September 2006, the FASB issued SFAS No, ‘153ir Value Measurements. This standard clarifies the principle that falue should be
based on the assumptions that market participantgdwse when pricing an asset or liability. Addiilly, it establishes a fair value hierarchy thaoritizes the information used
to develop those assumptions. The provisions of SRA. 157 are effective as of the beginning of 2008 fiscal year. We do not expect the provisiointhis interpretation to
have a material impact on our financial conditiomesults of operations.

Employers’ Accounting for Defined Benefit Pension ad Other Postretirement Plans: In September 2006, the FASB issued SFAS No, 1&8nployers’ Accounting for
Defined Benefit Pension and Other PostretiremeahPlan amendment of FASB Statements No. 87, 88at08.32(R)” This standard requires employers to recogniee th
underfunded or overfunded status of a defined ligpestretirement plan as an asset or liabilititsrstatement of financial position and to recogrihanges in the funded status in
the year in which the changes occur through accatedlother comprehensive income. Additionally, SF¥S 158 requires employers to measure the funti¢dssof a plan as of
the date of its year-end statement of financialtfszs We have adopted the new reporting requirgmand related new footnote disclosure rules of S’&. 158 however, our
accrued postretirement benefit cost was not matriaecember 31, 2007, 2006, and 2005; thereatditional disclosure is not provided. The new sueeament date requirement
applies for fiscal years ending after December20B8. We do not expect the new measurement datéreetent of this statement to have a material ihipacur financial
condition or results of operations.

Accounting for Uncertainty in Income Taxes: In July 2006, the FASB issued FASB InterpretatNo. 48 (FIN No. 48), Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 10@fich clarifies the accounting for uncertainty axtpositions. FIN No. 48 requires that we recogiizeur financial statements, the
impact of a tax position, if that position is mdikely than not of being sustained on audit, basedhe technical merits of the position. We adopkedprovisions of FIN No. 48
effective January 1, 2007. The adoption of FIN #®did not have any impact on our financial caodit Details related to the adoption of FIN No.&@ more fully discussed in
Note O- Income Taxes.

Note C — Acquisitions

On May 31, 2007, we acquired FINA Bancorp (FINA)e fparent company of First National Bank, Valpardfsirst National), for $134.19 million. First Namal is a full service
bank that had 26 banking facilities located in BgrtaPorte and Starke Counties of Indiana. Puisieathe definitive agreement, FINA shareholdeesevable to choose whether
to receive 1st Source common stock and/or cashupntgo the election procedures described in tiiaitiee agreement. Under the terms of the tratisa, FINA was acquired in
exchange for 2,124,974 shares of 1st Source constook valued at $53.68 million and $80.51 millioncash. The value of the common stock was $2526ipare. We believe
that the purchase of FINA is a natural extensioowfservice area and is consistent with our graavith market expansion initiatives. The resultsp#rations for First National
have been included in the consolidated financatkstents since the date of acquisition.

The acquisition was accounted for under the puehaethod of accounting, and accordingly, the pusehmice has been allocated to the tangible andifbal intangible assets
purchased and the liabilities assumed based umpedtimated fair values at the date of acquisitibhere are refinements in the process of allogatie purchase price that have
not been entirely completed. Identified intangi@$sets and purchase accounting fair value adjussraege being amortized under various methods thxeeexpected lives of the
corresponding assets and liabilities. Goodwill wdt be amortized, but will be reviewed for impaént on an annual basis.

The following table shows the excess purchase nee carrying value of new assets acquired, pwelpaince allocation and resulting goodwill recarde date.

(Dollars in thousands

Purchase pric $ 134,19:
Carrying value of net assets acqui 68,67¢
Excess of purchase price over carrying value obssets acquire 65,517
Purchase accounting adjustme
Securities (44)
Loans 1,707
Premises and equipme 1,76
Mortgage servicing right (511)
Other asset 337
Deposits (1,489
Severance and exit cos 3,09¢
Other liabilities 50z
Deferred taxe 1,94
Subtotal 72,821
Core deposit intangible (8,689
Other identifiable intangible asse (254)
Goodwill $ 63,88¢
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The following table summarizes the estimated falue of net assets acquired related to the FINAiiadepn.

(Dollars in thousands

Assets:
Cash and cash equivalel $ 171,30¢
Securities 184,49:
Loans, net of reserve for loan los: 235,70¢
Premises and equipme 14,27
Mortgage servicing right 1,08¢
Goodwill and other intangible 72,82;
Other asset 8,62:
Total asset 688,32:

Liabilities:
Deposits (521,63()
Borrowings (18,18
Other liabilities (14,317
Total liabilities (554,13)

Fair value of net assets acquired $ 134,19¢

Note D — Investment Securities

Investment securities available-for-sale were #eVs:

Amortized Gross Gross
Unrealized

(Dollars in thousands Cost Unrealized Gain Losses Fair Value
December 31, 200°

U.S. Treasury and government agencies securiti $ 284,21 $ 1,55¢ $ 139 $ 285,63
States and political subdivisions 258,26( 1,162 (544) 258,87¢
Mortgage-backed securities 199,38: 98¢ (1,272 199,09¢
Other securities 49,00: 2,83 (527) 51,30¢
Total investment securities available-for-sale $ 790,85¢ $ 6,53t $ (2,479 $ 794,91¢
December 31, 20C

U.S. Treasury and government agencies secu $ 386,67¢ $ 67 $ (2,442 $ 384,30:
States and political subdivisio 182,35t 26€ (1,882 180,74(
Mortgage-backed securitie 79,64¢ 49C (960) 79,17¢
Other securitie 60,40¢ 4,32¢ (28€) 64,45
Total investment securities availa-for-sale $ 709,09: $ 5151 $ (5,570 $ 708,67:

The contractual maturities of investment securitiesilable-for-sale at December 31, 2007, are shoslow. Expected maturities will differ from conttaal maturities, because
borrowers may have the right to call or prepaygstions with or without call or prepayment penaltie

Amortized

(Dollars in thousands Cost Fair Value

Due in one year or le: $ 358,627 $ 359,27¢
Due after one year through five ye. 145,22: 146,15
Due after five years through ten ye 50,917 51,34«
Due after ten yeal - -
Mortgage-backed securitie 199,38: 199,09¢
Equity securitie: 36,71: 39,04
Total investment securities available-for-sale $ 790,85¢ $ 794,91t

At December 31, 2007, the mortgage-backed secuiriteeheld consisted primarily of GNMA, FNMA and FMC pass-through certificates which are guaranteethbse
respective agencies of the United States governminbecember 31, 2007, other securities we helisisted primarily of other equity investments, FAEind FHLMC preferred
securities, and FHLB securities.

Gross realized losses of $4.12 million, $0.45 williand $0.64 million and gross gains of $1.06iarill $0.61 million, and $0.17 million were recogeizon investment securities
available-for-sale, in 2007, 2006, and 2005, retpely. The gross losses in 2007 and 2005 incl#ié1 million and $0.61 million, respectively, ither-than-temporary
impairment on preferred stock issued by the FNMA #ve FHLMC. We did not record any other-than-tenapy impairment on any securities for 2006. Theege no trading
securities outstanding at December 31, 2007 or 2006

-35-




Table of Content

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

Less than 12 Montt 12 months or Longe Total

Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands Value Losses Value Losses Value Losses
December 31, 2007
U.S. Treasury and government agencies securities $ 5,05¢ $ 5) $ 4785 $ 12¢) $ 5291 $ (139
States and political subdivisions 30,20¢ (137) 70,03¢ (407) 100,24¢ (544)
Mortgage-backed securities 64,96: (627) 27,68( (647) 92,64¢ (1,279
Other securities 921 (229) 6,71t (29¢) 7,63¢€ (527)
Total temporarily impaired securities $ 101,15{ $ (999) $ 152,29( % (1,487) $ 253,44 % (2,479
December 31, 200
U.S. Treasury and government agencies secu $ 139,53. $ (58 $ 13741t $ (2,389 $ 27694t $ (2,447)
States and political subdivisio 21,70: (65) 112,49: (1,817 134,19! (1,882
Mortgage-backed securitie 17,58¢ (105) 27,01 (85E5) 44,59¢ (960)
Other securitie 2,23¢€ (56) 6,302 (230) 8,53¢ (28€)
Total temporarily impaired securiti $ 181,058 $ (284 $ 283,22: % (5,280 $ 464,27¢ % (5,570

At December 31, 2007, we do not believe any indiglcunrealized loss represented other-than-tempargrairment. The unrealized losses were primaityibutable to changes
in interest rates. We have both the intent aedattility to hold these securities for a time neeeg to recover the amortized cost.

At December 31, 2007 and 2006, investment secsiniti¢h carrying values of $403.82 million and $ZBBmillion, respectively, were pledged as colldtévasecure governme
deposits, security repurchase agreements, andHer purposes.

Note E — Loans and Lease Financings

Total loans and leases outstanding were recordedf nmearned income and deferred loan fees artd edv®ecember 31, 2007 and 2006, and totaled $8llich and $2.70
billion, respectively. At December 31, 2007 afi®@, net deferred loan and lease costs were $6ilB6mand $6.26 million, respectively.

The loan and lease portfolio includes direct firagdeases, which are included in auto, light trackl environmental equipment, medium and heavy tlutk, aircraft financing,
and construction equipment financing on the codstéid balance sheet.

A summary of the gross investment in lease finageind the components of the investment in leasméimg at December 31, 2007 and 2006, follows:

(Dollars in thousands 2007 2006
Direct finance lease:
Rentals receivabl $ 157,65¢ $ 153,05¢
Estimated residual value of leased as 44,77¢ 54,06(
Gross investment in lease financi 202,43: 207,11t
Unearned incom (29,402 (31,779
Net investment in lease financing $ 173,03: $ 175,34!

At December 31, 2007, the minimum future lease paymreceivable for each of the years 2008 thr@@jt2 were $44.74 million, $37.11 million, $28.39lian, $18.85 million,
and $9.37 million, respectively.

We and our subsidiaries have extended, and expestténd in the future, loans to officers, direst@nd principal holders of equity securities df9surce and our subsidiaries ¢
to our associates. In the opinion of managemeesetiioans are made on substantially the same tevchgling interest rates and collateral, as thmewailing at the time for
comparable transactions with other parties and¢ansistent with sound banking practices and wietiplicable regulatory and lending limitations. Tdggregate dollar amounts of
these loans were $5.51 million and $8.99 millioatember 31, 2007 and 2006, respectively. Durd@/2$4.31 million of new loans were made and repayts and other
reductions totaled $7.79 million.

Note F — Reserve for Loan and Lease Losses

Changes in the reserve for loan and lease lossesafh of the three years ended December 31 avendhelow.

(Dollars in thousands 2007 2006 2005

Balance, beginning of ye. $ 58,80: $ 58,697 $ 63,67:
Provision for (recovery of provision for) loan aledse losse 7,53¢ (2,736 (5,855
Chargeoffs (7,367) (3,959 (5,572)
Recoveries 5,25¢ 6,79¢ 6,45
Reserves acquired in acquisitic 2,37¢ - -
Balance, end of year $ 66,60: $ 58,80: $ 58,69"
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At December 31, 2007 and 2006, nonaccrual anductstied loans and leases, substantially all of whi® collateralized, were $10.14 million and $8mllion, respectively.
Interest income for the years ended December 317,22D06, and 2005, would have increased by apmprabely $0.72 million, $1.28 million, and $1.38 rith, respectively, if
these loans and leases had earned interest afuleiontract rate.

As of December 31, 2007 and 2006, impaired loadsleases totaled $6.19 million and $12.32 milli@spectively, of which $1.26 million and $3.73 naitl had corresponding
specific reserves for loan and lease losses tgt&l11 million and $0.49 million, respectively.&lremaining balances of impaired loans and leasgsb specific reserves for
loan and lease losses associated with them. Agoéber 31, 2007, a total of $5.24 million of thaired loans and leases were nonaccrual loankases. For 2007, 2006, and
2005 the average recorded investment in impairadd@nd leases was $8.35 million, $11.39 millioth $27.65 million, respectively, and interest incoraeognized on impaired
loans and leases totaled $0.04 million, $0.56 amilliand $1.01 million, respectively.

Note G — Operating Leases

We finance various types of construction equipmerggdium and heavy duty trucks, automobiles, an@¢eliEneous production equipment under leases patigiclassified as
operating leases. These operating leases argedmrcost, net of accumulated depreciation. &lopgrating lease arrangements require the lesseake a fixed monthly rental
payment over a specified lease term, typically ftbnee to seven years. These operating leasesassetecorded net of accumulated depreciationgrconsolidated balance
sheet. Rental income is earned on the operatagglassets and reported as noninterest incomese Diperating lease assets are depreciated ovierthef the lease to the
estimated fair value of the asset at the end ofdage. The depreciation of these operating lassets is reported as a component of noninterpshee. At the end of the lease,
the operating lease asset is either purchasedebgskee or returned to us.

Operating lease equipment at December 31, 2002608, was $81.96 million and $76.31 million, regpesty, net of accumulated depreciation of $21.68iom and $27.76
million, respectively. Depreciable lives for oping lease equipment generally range from threseten years.

The minimum future lease rental payments due frbemts on operating lease equipment at Decembe2@®17, totaled $67.36 million, of which $21.97 roifi is due in 2008,
$18.21 million in 2009, $14.00 million in 2010, $8.million in 2011, $3.60 million in 2012, $0.57 lfiwn in 2013, and $0.08 million in 2014. Depre@a expense related to
operating lease equipment for the year ended Deeeih 2007 was $17.09 million.

Note H — Premises and Equipment

Premises and equipment as of December 31 consitad following:

(Dollars in thousands 2007 2006

Land $ 6,981 $ 7,06:
Buildings and improvemen 52,44: 43,11
Furniture and equipme 35,397 32,94¢
Total premises and equipme 94,82: 83,12
Accumulated depreciation and amortizat (49,779 (45,796
Net premises and equipment $ 45,04¢  $ 37,32¢

Depreciation and amortization of properties andggent totaled $5.36 million in 2007, $4.80 millien2006, and $5.00 million in 2005.
Note | - Mortgage Servicing Assets

The unpaid principal balance of residential moreglmgns serviced for third parties was $0.76 bilke December 31, 2007, compared to $0.65 billidbexember 31, 2006, and
$1.54 billion at December 31, 2005.

Changes in the carrying value of mortgage servieisgets and the associated valuation allowanaanfll

(Dollars in thousands 2007 2006
Mortgage servicing asse!
Balance at beginning of peri $ 759C $ 19,39:
Additions 4,987 8,02
Acquisition of First National Bank, Valparai: 1,08¢ -
Amortization (2,409 (4,417)
Sales (3,820 (15,41%
Carrying value before valuation allowance at engeyiod 7,44( 7,59(
Valuation allowance
Balance at beginning of peric (18) (30)
Impairment (charges) recoveri (143 2
Balance at end of peric $ (161) $ (18)
Net carrying value of mortgage servicing assetnatof perioc $ 7,27¢  $ 7,572
Fair value of mortgage servicing assets at end oepod $ 9,01C % 10,62«
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Mortgage servicing assets are evaluated for impaitrand a valuation allowance is established tHi@igharge to income when the carrying value ofhtbetgage servicing assets
exceeds the fair value. Other-than-temporary impant is recognized when the recoverability of@rded valuation allowance is determined to be tertaking into
consideration historical and projected interessand loan pay-off activity. When this situatiatars, the unrecoverable portion of the valuatibmwance is applied as a direct
write-down to the carrying value of the mortgageviming asset. Unlike a valuation allowance, a clingrite-down permanently reduces the carrying value ofitbetgage servicin
asset and the valuation allowance, precluding spies@ recoveries. During 2007, management detedrifra it was not necessary to permanently writesdany previously
established valuation allowance. At December 8D;72the fair value of mortgage servicing asseteeded the carrying value reported in the conslitihalance sheet by $1.73
million. This difference represents increases aftir value of certain mortgage servicing asset®anted for under SFAS No. 140 that could notdzerded above cost basis.

The key economic assumptions used to estimateaiue wf the mortgage servicing rights as of Decerigfollow:

2007 2006
Expected weighte-average life (in year: 3.1¢ 3.0¢€
Weightec-average constant prepayment rate (C 17.2¢% 12.20%
Weightec-average discount ra 8.51% 8.31%

Funds held in trust at 1st Source for the payméptiacipal, interest, taxes and insurance premiapicable to mortgage loans being serviced fbexst, were approximately
$6.27 million and $7.67 million at December 31, 2@hd December 31, 2006, respectively. Mortgage tmatractual servicing fees, including late feed ancillary income, wer
$2.58 million, $5.37 million, and $7.86 million f@07, 2006, and 2005, respectively. Mortgage tartractual servicing fees are included in Mortghgeking income on the
consolidated statement of income.

Note J — Intangible Assets and Goodwill

At December 31, 2007, intangible assets consistgdadwill of $83.68 million and other intangiblesets of $9.89 million, net of accumulated amotitiraof $13.21 million. At
December 31, 2006, intangible assets consistedadwill of $18.85 million and other intangible assef $0.57 million, net of accumulated amortizatif $12.34 million.
Intangible asset amortization was $0.87 million9%1million, and $2.66 million for 2007, 2006, aR@A05, respectively. Amortization on other intangibksets is expected to total
$1.40 million, $1.40 million, $1.40 million, $1.31illion, and $1.24 million in 2008, 2009, 2010, 20:And 2012, respectively.

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

(Dollars in thousands 2007 2006
Core deposit intangible

Gross carrying amoul $ 15,65 $ 5,71(
Less: accumulated amortizati (5,999 (5,143
Net carrying amount $ 9,65¢ $ 567
Other intangibles
Gross carrying amoul $ 7,45  $ 7,201
Less: accumulated amortizati (7,219 (7,207
Net carrying amount $ 23t $ =
Note K — Long-Term Debt and Mandatorily RedeemableSecurities
Details of long-term debt and mandatorily redeemaigicurities as of December 31, 2007 and 200&safellows:
(Dollars in thousands 2007 2006
Term loan $ - $ 10,00(
Federal Home Loan Bank borrowings (4.7-6.54%) 26,00¢ 26,02¢
Mandatorily redeemable securiti 7,18¢ 6,181
Other lon-term debr 1,50¢ 1,552
Total long-term debt and mandatorily redeemable sagities $ 34,70:  $ 43,76

Annual maturities of long-term debt outstandindatember 31, 2007, for the next five years begimmin2008, are as follows (in thousands): $15,384,407; $609; $201; and
$34.

At December 31, 2006, the $10.00 million term Ibane a fixed interest rate of 4.76%. Interest pagable quarterly with principal due at the Octo®®, 2007, maturity. The
Term Loan Agreement contained, among other prowssioertain covenants relating to existence andjemsy capital structure, and financial requirements

At December 31, 2007, the Federal Home Loan Bamiolangs represented a source of funding for centesidential mortgage activities and consisteeligifit fixed rate notes
with maturities ranging from 2008 to 2022. Theseesavere collateralized by $35.11 million of cente¢al estate loans.

During 2007, we entered into a line of credit agreat whereby 1st Source may borrow up to $30.00amil At December 31, 2007, there were no outstapborrowings under
this line.
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Mandatorily redeemable securities as of Decembe28a7, of $7.19 million reflected the "book valgares under the 1st Source Executive Incentae. Bee Note L -
Employee Stock Benefit Plans for additional infotima. Dividends paid on these shares and increadesok value per share are recorded as otheesttexpense. Total interest
expense recorded for 2007, 2006, and 2005 was $3il86n, $0.66 million, and $0.54 million, respectly.

Note L — Employee Stock Benefit Plans

As of December 31, 2007, we had five stock-basepl@me compensation plans. These plans includestack option plans, namely, the 1992 Stock OpRtan, and the 2001
Stock Option Plan; two executive stock award plaasnely, the Executive Incentive Plan, and the st Stock Award Plan; and the Employee StoclcRase Plan. These
stock-based employee compensation plans were is$tathlto help retain and motivate key employeel ofAthe plans have been approved by the sharenslof 1st Source
Corporation. The Executive Compensation and HuResources Committee (the "Committee") of the 1sir& Corporation Board of Directors has sole aiity¢o select the
employees, establish the awards to be issued,@prd\ee the terms and conditions of each award utigestock-based compensation plans.

A combined summary of activity regarding our actteck option plans and stock award plans is ptesein the following table.

Non-Vested Stocl Stock Option:
Awards Outstandin Qutstanding

Weighte(- Weighte(-

Shares Number of Average Average

Available Shares Gran-Date Number of Exercise

for Grant Fair Value Shares Price

Balance, January 1, 20! 2,413,39! 328,62( $ 12.8¢ 617,69t $ 23.61
Shares authorize--2005 EIP 71,96: - - - -
Grantec (83,979 83,974 15.1¢ - -
Stock options exercise - - - (29,72)) 11.31
Stock awards veste - (14,897 15.3¢ - -
Forfeited 9,57(C (24,65 12.0¢ (7,129 27.21
Canceled - - - - -
Balance, December 31, 20 2,410,95! 373,04¢ 13.3¢ 580,84¢ 24.1¢
Shares authorize--2006 EIP 76,44: - - - -
Grantec (97,129 94,26 16.6¢ 2,85¢ 29.4¢
Stock options exercise - - - (71,067) 12.7¢
Stock awards veste - (37,269 15.57 - -
Forfeited 17,38: (19,89¢) 13.4¢ (23,170 20.7¢
Canceled - - - - -
Balance, December 31, 20 2,407,65! 410,14¢ 13.9( 489,47! 26.0<
Shares authorize--2007 EIP 97,25( - - - -
Grantec (131,79¢) 129,10( 18.9( 2,69¢ 28.4(
Stock options exercise - - - (20,659 15.6:
Stock awards veste - (48,53() 15.4: - -
Forfeited 55¢E (20,51¢) 12.3¢ - -
Canceled - - - - -
Balance, December 31, 20C 2,373,66! 470,20:  $ 15.1¢ 47151  $ 26.51

Stock Option Plans— Our incentive stock option plans include the 1$%@ck Option Plan (the "1992 Plan") and the 20®&LISOption Plan (the "2001 Plan"). As of December
31, 2007, there were 407,262 stock options remgiakercisable under the 1992 Plan, all of which @xpire no later than January 2011. We havessutdad any awards from the
1992 Plan since 2001, as the 1992 Plan was teretinakcept for outstanding options, after the 2Ph was approved by the shareholders. Optionertthd 2001 Plan vest in
one to eight years from date of grant. As of Delsen81, 2007, there were 64,255 shares availabiedoance upon exercise and 2,119,922 shareshbheafbr issuance under the
2001 Plan.

Each award from all plans is evidenced by an awgrdement that specifies the option price, thetiuraf the option, the number of shares to whiah ¢ption pertains, and such
other provisions as the Committee determines. ofttion price is equal to the fair market value ahare of 1st Source Corporation's common stockewlate of grant. Options
granted expire at such time as the Committee datesrat the date of grant and in no event doesxbecise period exceed a maximum of ten years pefeereload options und:
the 2001 Plan, which are given the remaining tefth® original grant. Upon merger, consolidationpther corporate consolidation in which 1st Seuorporation is not the
surviving corporation, as defined in the planspalistanding options immediately vest.

Proceeds from stock option exercises totaled $0illibn in 2007, $0.91 million in 2006, and $0.34llion in 2005. During 2007, 20,654 shares wessied in connection with
stock option exercises from available treasuryehadll shares issued in connection with stockompéxercises and non-vested stock awards ared$sum available treasury
stock.

The total intrinsic value of outstanding stock ops and outstanding exercisable stock options Wal2$nillion and $0.06 million, respectively, at&@enber 31, 2007. The total

intrinsic value of stock options exercised was $0dllion in 2007, $0.96 million in 2006, and $0.&8llion in 2005. The total fair value of shareads vested was $0.98 million
during 2007, $0.67 million in 2006, and $0.46 noifiiin 2005.
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Other information regarding stock options outstagdind exercisable as of December 31, 2007, isllasvk:

Options Outstandin Options Exercisabl
Weightec-Average
Number of Remaining Contractui Weightec-Average Number of Weightec-Average
Range of Exercise Prici Shares Life (Years) Exercise Prict Shares Exercise Prict
$12.04 to $17.9' 29,508 4.74 $13.38 18,508 $14.18
$18.00 to $26.9' 55,587 2.83 21.06 55,587 21.06
$27.00 to $29.4 386,422 0.60 28.30 383,726 28.30

As stated in Note A - Accounting Policies, effeetidanuary 1, 2006, we adopted the fair value ratiogrprovisions of SFAS No. 123(R). SFAS No. 1RB¢equires that stock-
based compensation to employees be recognizechggeosation cost in the income statement basedeanféir values on the measurement date, whichléviSource, is the date
of grant. Stock-based compensation expense ignémed ratably over the requisite service periadafbawards. As a result of applying the provis®f SFAS No. 123(R), we
recognized additional stock-based compensationrseeelated to stock options of $65,174 for 200¥ 61,606 for 2006 (not subject to tax). The iaseein stock-based
compensation expense related to stock options hagimaterial impact on basic or diluted earningsgbe&re during 2007 and 2006.

The fair value of each option on the date of greas$ estimated using the Black-Scholes option pyiamodel. Expected volatility is based on the histdrvolatility estimated over
a period at least equal to the estimated termenbtitions. In estimating the fair value of stogkions under the Black-Scholes valuation modelasse groups of employees that
have similar historical exercise behavior are cdersd separately. The expected term of the opgeensted is derived based on past experience anesents the period of time
that options granted are expected to be outstandihg following weighted-average assumptions wesed in the option pricing model for options grainite 2007 and 2006 (no
options were granted in 2005): a risk-free interate of 4.10% for 2007 and 4.87% for 2006; areexed dividend yield of 1.94% for 2007 and 2.02%2006; an expected
volatility factor of 30.46% for 2007 and 35.73% £006; and an expected option life of 4.67 year2697 and 5.23 years for 2006. The weighted-awegrgnt date per share fair
value of options granted was $7.67 for 2007 an@%¢or 2006.

The following pro forma information presents netame and earnings per share for 2005 as if thevééire method of SFAS No. 123 had been used touneasmpensation cost
for the stock option plans.

Year Ended December (Dollars in thousands, except per share d¢ 2005
Net income, as reporte $ 33,75
Add:
Stocl-based employee compensation expense included anteelpnet income
net of related tax effec 2,87t
Deduct:
Stoclk-based employee compensation expense determined faimdealue base
method for all awards, net of related tax effe (2,999
Pro forma net incom $ 33,62¢
Earnings per shar
Basic— as reportec $ 1.4¢
Basic— pro forma $ 1.4¢
Diluted — as reportet $ 1.4€
Diluted — pro forma $ 1.4€

Stock Award Plans— Our incentive stock award plans include the Exgeuncentive Plan (EIP) and the Restricted Staglard Plan (RSAP). The EIP is also administered by
the Committee. Awards under the EIP include "boakie" shares and "market value" shares of comnuoksThese shares are awarded annually based ghteéiperformance
criteria and generally vest over a period of fieass. The EIP book value shares may only be sdlgtt&ource and such sale is mandatory in the ®fefgath, retirement,
disability, or termination of employment. The RS&Rlesigned for key employees. Awards under thafR&e made to employees recommended by the Ckezfuive Officer
and approved by the Committee. Shares granted whe@®SAP vest over a five- to ten-year period easting is based upon meeting certain variousr@ijtencluding continued
employment with 1st Source.

Stock-based compensation expense totaled $1.8®mnifl 2007, $0.41 million in 2006, and $4.66 noilliin 2005. The total income tax benefit recogdirethe accompanying
consolidated statements of income related to shaced compensation was $0.69 million in 2007, $éilion in 2006, and $1.79 million in 2005. Unomemized stock-based
compensation expense related to stock optionsetht43,846 at December 31, 2007. At such dateyéhghted-average period over which this unrecogphizxpense was
expected to be recognized was 3.1 years. Unrezedmitock-based compensation expense related teasted stock awards was $785,292 at December0BZ, 2At such date,
the weighted-average period over which this unrazegl expense was expected to be recognized waydads.

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

-40-




Table of Content

Employee Stock Purchase Plar— We offer an Employee Stock Purchase Plan (ES&Pubstantially all employees with at least twargeof service on the effective date of an
offering under the plan. Eligible employees magceto purchase any dollar amount of stock, so Emguch amount does not exceed 25% of their bésef pay and the
aggregate stock accrual rate for all offerings dustsexceed $25,000 in any calendar year. The psechrice for shares offered is the lower of tlesiog market bid price for the
offering date or the average market bid price fierfive business days preceding the offering dette. purchase price and discount to the actual mat&sing price on the offering
date for the 2007, 2006, and 2005 offerings wefe32(1.69%), $25.70 (3.45%), and $21.84 (2.02&spectively. Payment for the stock is made thrqueyroll deductions over
the offering period, and employees may discontitieedeductions at any time and exercise the optidake the funds out of the program. The mostrreotfering began June 1,
2007 and runs through June 1, 2009, with $421,6G2dck value to be purchased at $25.58 per siihee2007 and 2006 offerings have been determinée twon-compensatory
under SFAS No. 123(R). The fair value of the eryips’ purchase rights for the 2005 offering wasrested using the Black-Scholes model. The followaisgumptions were used
in the model: a risk-free interest rate of 3.40%papected dividend yield of 2.17%; an expecte@ldly factor of 27.49%; and an expected life gdars. The fair value for shares
offered in 2005 was $3.44.

Note M — Subordinated Notes

As of December 31, 2007, we sponsored three triistsSource Capital Trust Il and IV and 1st Souvtaster Trust (Capital Trusts) of which 100% of ttenmon equity is owne
by 1st Source. The Capital Trusts were formedHergurpose of issuing corporation-obligated mamigteedeemable capital securities (the capitausigies) to third-party
investors and investing the proceeds from the aialee capital securities solely in junior suboatied debt securities of 1st Source (the subordinai¢es). The subordinated notes
held by each Capital Trust are the sole assetsabiGapital Trust.

Distributions on the capital securities issuedti®y €apital Trusts are payable quarterly at a rateapnum equal to the interest rate being earngdebCapital Trust on the
subordinated notes held by that Capital Trust. ddp@tal securities are subject to mandatory rediempin whole or in part, upon repayment of theaulinated notes. We have
entered into agreements which, taken collectiviellyy and unconditionally guarantee the capitalséies subject to the terms of each of the guaemt The capital securities held
by the Capital Trusts qualify as Tier 1 capital enBederal Reserve Board guidelines.

The subordinated notes are summarized as follovi3eeember 31, 2007:

Amount of

Subordinate( Interest Maturity
(Dollars in thousands Notes Rate Date
November 2002 issuar-floating rate $ 10,31( 8.22% 11/15/32
September 2004 issuar-fixed rate 30,92¢ 7.6€% 12/15/34
June 2007 issuan-fixed rate 41,23¢ 7.22% 06/15/37
August 2007 issuan-fixed rate 17,52¢ 7.1(% 09/15/37
Total $ 100,00:

On February 15, 2008, the capital securities ofi@aprust 111, the November 2002 issuance, weesmed.
Note N — Employee Benefit Plans

Effective October 1, 2006, we amended the 1st $oGarporation Employees’ Profit Sharing Plan anasT,rwhich was renamed the 1st Source Corporatiopl&ee Stock
Ownership and Profit Sharing Plan (as amendedRlam”). The Plan includes an employee stock owhigrcomponent, which is designed to invest infamld 1st Source
common stock, and a 401(k) plan component, whidtishall Plan assets not invested in 1st Source comstock. The Plan now also includes a numbeeuf features that
encourage diversification of investments with mopgortunities to change investment elections amdritution levels.

Employees are eligible to participate in the Plantee first day of employment. After one year 4n@00 hours of service worked, we are required uttde401(k) component of
the Plan to match dollar for dollar participant gdsutions up to 4% of compensation, plus 50 ceetsdollar of the next 2% deferrals. We will almmtribute to the Plan an
amount designated as a fixed profit sharing couatigm. The amount of fixed profit sharing conttilom is equal to two percent of compensation. Addally, each year we may,
in our sole discretion, make additional contribotido the 401(k) component of the Plan. As of Dewer 31, 2007 and 2006, there were 1,302,924 &1 P03 shares,
respectively, of 1st Source Corporation commonistadd in relation to employee benefit plans.

Our contribution is allocated among the particigaon the basis of compensation. Each participatteunt is credited with cash or shares of 1stc®ecommon stock based on
that participant’s compensation earned during ey After completing five years of service in eihihey worked at least 1,000 hours per year, ticgaant will be completely
vested in their Plan account. Plan participantseatitled to receive distributions from their Platounts only upon termination of service, whintludes retirement or death.
Contribution expense for the years ended Decemhe2@®)7, 2006, and 2005, amounted to $2.74 millk39 million, and $2.32 million, respectively.

Contributions to the defined contribution moneyghase pension plan are based on 2% of participalig#ble compensation. For the years ended DeceBthe2007, 2006, and
2005, total pension expense for this plan amoutttéki.06 million, $0.85 million, and $0.91 milliorespectively.

Through April 30, 2007, Trustcorp contributed tdefined contribution plan for all of its employegso met the general eligibility requirements of gian. Contribution expense
for this plan for the years ended December 31, 20006, and 2005, amounted to $0.03 million, $0r@iion, and $0.14 million, respectively. Effecé\May 1, 2007, this plan
was merged into the 1st Source Corporation Empl&teek Ownership and Profit Sharing Plan.

First National contributed to a defined contribatplan for all of its employees who met generajibllity requirements of the plan. Contributionpense for this plan for the year
ended December 31, 2007 was $0.09 million.
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In addition to the 1st Source Corporation Emplogéeck Ownership and Profit Sharing Plan, we prozieiain health care and life insurance benefitséstantially all of our
retired employees. All of our full-time employeescbme eligible for these retiree benefits uponheacage 55 with 20 years of credited service. eglical plan pays a stated
percentage of eligible medical expenses reducedrfprdeductibles and payments made by governmegtgms and other group coverage. The lifetime mamirbenefit payable
under the medical plan is $15,000 and for life nasee is $3,000.

Our net periodic postretirement benefit cost reephin the consolidated financial statementslieryears ended December 31, 2007, 2006, and 2005naed to $(0.01) million,
$0.12 million, and $0.33 million, respectively. Kaccrued postretirement benefit cost was not riztar December 31, 2007, 2006, and 2005.

Note O — Income Taxes

Income tax expense was comprised of the following:

Year Ended December 3/(Dollars in thousands 2007 2006 2005
Current:

Federa $ 14,63( $ 22,35( % 16,62¢

State 1,072 1,781 1,90¢
Total current 15,70: 24,13: 18,53¢
Deferred:

Federa (4,197 (3,439 (2,644

State (367) (451) (264)
Total deferrec (4,55¢) (3,885 (2,909
Total provision $ 11,14 $ 20,24¢ % 15,62¢

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

2007 2006 2005
Percent of Percent o Percent o
Pretax Pretax Pretax

Year Ended December 3/(Dollars in thousands Amount Income Amount Income Amount Income
Statutory federal income te $ 14,58¢ 35.(% $ 20,84( 35.(% $ 17,28: 35.(%
(Decrease) increase in income taxes resulting
from:

Tax-exempt interest incon (2,380) (5.7 (1,669 (2.9) (1,749 (3.5

State taxes, net of federal income tax betr 45¢ 1.1 86E 1.5 1,06¢ 2

Dividends received deductic (343) (0.8) (270) (0.5 (18¢) (0.4)

Other (1,180 (2.9) 48C 0.8 (788) (1.6)
Total $ 11,14« 26.71% $ 20,24¢ 34.(% $ 15,62¢ 31.7%

The tax (benefit) expense applicable to securitEsses) gains for the years 2007, 2006, and 2G#5%41,185,000), $758,000, and $134,000, respéct

Deferred tax assets and liabilities as of DecerBie2007 and 2006 consisted of the followi

(Dollars in thousands 2007 2006
Deferred tax asset
Reserve for loan and lease los $ 25,64¢ % 22,55
Accruals for employee benefi 3,69: 3,827
Securities valuation reser 2,762 1,31¢
Net unrealized losses on securities avai-for-sale - 15¢
Other 58€ 1,40:
Total deferred tax asset: 32,69( 29,25¢
Deferred tax liabilities
Differing depreciable bases in premises and leaggihment 30,55¢ 32,10¢
Capitalized loan cos 2,83: 2,301
Mortgage servicing 2,17¢ 3,39¢
Differing bases in assets related to acquisit 2,09t 432
Net unrealized gains on securities avail-for-sale 1,537 -
Other 1,674 2,06(
Total deferred tax liabilities 40,87: 40,30:
Net deferred tax liability $ 8,181 $ 11,04
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A reconciliation of the beginning and ending amooftinrecognized tax benefits is as follows:

(Dollars in thousands 2007
Balance, beginning of ye. $ 5,79¢
Additions based on tax positions related to theentryeai 1,26¢

Additions for tax positions of prior yea -
Reductions for tax positions of prior yei -
Settlement: -

Balance, end of year $ 7,067

Of the balance at December 31, 2007, $4.25 milkionld affect the effective tax rate if recognizddterest and penalties are recognized througimtieme tax provision. For the
years 2007, 2006 and 2005, we recognized approgiyn$0.26 million, $(0.11) million and $0.23 milliprespectively, in interest, net of tax effectd enalties. Interest ai
penalties of approximately $1.13 million, $0.87 lioit, and $0.98 million were accrued at December2BD7, 2006, and 2005, respectively.

Tax years that remain open and subject to auditidiecthe Federal 2004—2007 years and the India@2-2D07 years. Additionally, we have an open tat@nation with the
Indiana Department of Revenue for the tax year222liD4. Indiana is currently proposing adjustméot<ertain apportionment issues. We are appgdfiase adjustments.

Note P — Contingent Liabilities, Commitments, and fhancial Instruments with Off-Balance-Sheet Risk

Contingent Liabilities —1st Source and our subsidiaries are defendamariaus legal proceedings arising in the normaksewf business. In the opinion of management,ase
upon present information including the advice gfdlecounsel, the ultimate resolution of these pedaggs will not have a material effect on our cdiasted financial position or
results of operations.

Commitments— 1st Source and our subsidiaries are obligate@uoperating leases for certain office premiseseapdpment. In 1982, we sold the headquarters ingjldnd
entered into a leaseback agreement with the puech#d December 31, 2007, the remaining term efléase was four years with options to renew foroupb additional years.
Approximately 30% of the facility is subleased ther tenants.

Future minimum rental commitments for all noncalad#e operating leases total approximately, $2.16am in 2008, $2.40 million in 2009, $2.07 millin 2010, $1.79 million
in 2011, $0.82 million in 2012, and $1.07 millidhereafter. As of December 31, 2007, future mininremtals to be received under noncancellable sabsettaled $3.31 million.

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

Year Ended December 3/(Dollars in thousands 2007 2006 2005

Gross rental expen: $ 3,258 % 325( $ 3,567¢
Sublease rental incon (1,640 (1,626 (1,809
Net rental expense $ 161t $ 1,62¢ $ 1,76¢

Financial Instruments with Off-Balance-Sheet Risk—To meet the financing needs of our clients, 1sir&@ and our subsidiaries are parties to finanegtuments with off-
balance-sheet risk in the normal course of busindssse off-balance-sheet financial instrumentBighe commitments to originate, purchase and setidpand standby letters of
credit. The instruments involve, to varying degreements of credit and interest rate risk in sga& the amount recognized in the consolidateemsiants of financial condition.

Our exposure to credit loss in the event of norgreréince by the other party to the financial instnts for loan commitments and standby letters ediicis represented by the
dollar amount of those instruments. We use the sasgwit policies and collateral requirements in mglkcommitments and conditional obligations as wdat on-balance-sheet
instruments.

Loan commitments have fixed expiration dates oeotarmination clauses and may require paymentfe€aSince many of the commitments are expectedpae without being
drawn upon, the total commitment amounts do noessarily represent future cash requirements.

The Banks grant mortgage loan commitments to bagrsysubject to normal loan underwriting standafti® interest rate risk associated with these tmanmitments is managed
by entering into contracts for future deliveriedadns.

Letters of credit are conditional commitments isste@ guarantee the performance of a client to ra tharty. The credit risk involved in and collatevatained when issuing lett¢
of credit are essentially the same as those indolve@xtending loan commitments to clients.

As of December 31, 2007 and 2006, 1st Source andulnsidiaries had commitments outstanding to oaig and purchase mortgage loans aggregating $ifilliih and $113.25

million, respectively. Outstanding commitments &l foans aggregated $45.53 million at December2BD;7, and $73.87 million at December 31, 2006nds letters of credit
totaled $61.79 million and $83.15 million at DeceamB1, 2007 and 2006, respectively. Standby letteesedit have terms ranging from six months te gear.
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Note Q — Derivative Financial Instruments

We have certain interest rate derivative posititwas are not designated as hedging instrumentese terivative positions relate to transactionshith we enter into an interest
rate swap with a client while at the same time @mgeinto an offsetting interest rate swap with #eo financial institution. In connection with deiransaction, we agree to pay
interest to the client on a notional amount at @atde interest rate and receive interest fromdient on the same notional amount at a fixed egtrate. At the same time, we
agree to pay another financial institution the séimel interest rate on the same notional amoudtraneive the same variable interest rate on tmes®tional amount. The
transaction allows our client to effectively convavariable rate loan to a fixed rate. Becausaete@s an intermediary for our client, changehénfair value of the underlying
derivative contracts offset each other and do mgigict our results of operations. At December 8D;72and 2006, the notional amount of non-hedgiter@st rate swaps was
$196.52 million and $14.55 million, respectively.

Note R — Regulatory Matters

We are subject to various regulatory capital rezignts administered by the Federal banking agenE&fire to meet minimum capital requirements cesult in certai
mandatory and possible additional discretionarjoastby regulators that, if undertaken, could haveaterial effect on our financial statements. Uridgital adequacy guidelir
and the regulatory framework for prompt correcta@ion, we must meet specific capital guidelinest fhvolve quantitative measures of our assetbjliti@s, and certain off-
balancesheet items as calculated under regulatory acamyrgractices. Our capital amounts and classifioatioe subject to qualitative judgments by the ragus abot
components, risk weightings, and other factors.

Quantitative measures established by regulati@nsure capital adequacy require us to maintainmmim amounts and ratios of total capital and Tieapital to risk-weighted
assets and of Tier | capital to average assetshéleve that we meet all capital adequacy requirgm® which we are subject.

The most recent notification from the Federal beedulators categorized 1st Source Bank, the lafestr subsidiaries, as "well capitalized" under tegulatory framework for
prompt corrective action. To be categorized as I'aggbitalized" we must maintain minimum total risksed, Tier | risk-based, and Tier | leverage saéi® set forth in the table
below. There are no conditions or events sincertbtfication that we believe will have changed thstitution’s category.

As discussed in Note M- Subordinated Notes, théalagecurities held by the Capital Trusts quadi§/Tier 1 capital under Federal Reserve Board fonate

The actual and required capital amounts and ré&tiost Source Corporation, 1st Source Bank, anst National Bank, Valparaiso, as of December 8072 are presented in the
table below:

To Be Well
Capitalized Unde
Minimum Capital Prompt Corrective
Actual Adequacy Action Provisions
(Dollars in thousands Amount Ratio Amount Ratio Amount Ratio
Total Capital (to Ris-Weighted Assets’
1st Source Corporatic $ 478,43( 13.0% $ 293,40° 8.0(% $ 366,75¢ 10.0(%
1st Source Ban 404,60° 11.82% 273,83: 8.0(% 342,29¢ 10.0(%
First National Bank, Valparais 63,97( 24.12% 21,21¢ 8.0(% 26,52: 10.0(%
Tier | Capital (to Ris-Weighted Assets’
1st Source Corporatic 431,28: 11.7¢% 146,70 4.0(% 220,05t 6.0(%
1st Source Ban 361,48t 10.56% 136,91¢ 4.0(% 205,37" 6.0(%
First National Bank, Valparais 61,15¢ 23.06% 10,60¢ 4.0(% 15,91: 6.0(%
Tier | Capital (to Average Asset:
1st Source Corporatic 431,28: 9.92% 173,85¢ 4.0(% 217,32 5.0(%
1st Source Ban 361,48t 9.16% 157,90¢ 4.0(% 197,38 5.0(%
First National Bank, Valparais 61,15¢ 10.2(% 23,97 4.0(% 29,96¢ 5.0(%

The Banks are required to maintain noninterestibgaash balances with the Federal Reserve BarkaVhrage balance of these deposits for the yededeDecember 31, 2007
and 2006, was approximately $4.32 million and $6ri2fion, respectively.

Dividends that may be paid by a subsidiary banthéoparent company are subject to certain legaregdiatory limitations and also may be affectecthpital needs, as well as
other factors. Without regulatory approval, the Banan pay dividends in 2008 of up to $24.32 milliplus an additional amount equal to its net psdtir 2008, as defined by
statute, up to the date of any such dividend datitar.

Due to our mortgage activities, 1st Source Bankdgired to maintain minimum net worth capital regments established by various governmental agencist Source Bank's

net worth requirements are governed by the DepattwfeHousing and Urban Development and GNMA. ABecember 31, 2007, 1st Source Bank met its mimnmet worth
capital requirements.
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Note S — Fair Values of Financial Instruments

The fair values of our financial instruments aPetember 31, 2007 and 2006 are summarized in ke balow.

2007 2006

Carrying or Carrying or
(Dollars in thousands Contract Value Fair Value Contract Value Fair Value
Assets:
Cash and due from ban $ 153,13 $ 153,13 $ 118,13: $ 118,13:
Federal funds sold and interest bearing depostts ether bank: 25,817 25,817 64,97¢ 64,97¢
Investment securities, availa-for-sale 794,91¢ 794,91¢ 708,67. 708,67.
Mortgages held for sa 25,92: 25,92: 50,15¢ 50,15¢
Loans and leases, net of reserve for loan and leases 3,124,83! 3,144,39 2,643,73! 2,608,90!
Interest rate swag 4,57 4,57 122 122
Liabilities:
Deposits $ 3,469,66. $ 3,468,361 $ 3,048,28. $ 3,048,97
Shor-term borrowings 337,83 337,83 222,71t 222,71t
Long-term debt and mandatorily redeemable secur 34,70: 34,90( 43,76: 43,50:
Subordinated note 100,00: 89,95¢ 59,02 60,76¢
Interest rate swag 4,57 4,57: 122 12z
Off-balanc-sheet instrumen* - 40€ - 34¢€

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

Cash and Cash Equivalents— The carrying values reported in the consolidatatiements of financial condition for cash and filam banks, Federal funds sold and interest
bearing deposits with other banks approximateviaines for these assets.

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

Loans and Leases— For variable rate loans and leases that repraguently and with no significant change in creidik, fair values are based on carrying values. fahevalues
for certain real estate loans (e.g., one-to-fonglsi family residential mortgage loans) are basedunted market prices of similar loans sold injeoation with securitization
transactions, adjusted for differences in loan ati@ristics. The fair values of all other loans labes are estimated using discounted cash flalyses which use interest rates
currently being offered for loans and leases withilar terms to borrowers of similar credit quality

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

Deposits— The fair values for all deposits other than tideposits are equal to the amounts payable on de(ttamdarrying value). Fair values of variable ratee deposits are
equal to their carrying values. Fair values foetixate time deposits are estimated using discdwash flow analyses using interest rates currdgigg offered for deposits with
similar remaining maturities.

Short-Term Borrowings — The carrying values of Federal funds purchasechisties sold under repurchase agreements, aed stiort-term borrowings, including our liability
related to mortgage loans available for repurchasker GNMA optional repurchase programs, approxentiagir fair values.

Long-Term Debt and Mandatorily Redeemable Securitis— The fair values of long-term debt are estimatsidg discounted cash flow analyses, based on agtertuestimated
incremental borrowing rates for similar types ofrowing arrangements. The carrying values of maridgtredeemable securities are based on approgiffiadt values.

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

Interest Rate Swaps— The carrying value of interest rate swaps is etpu#iie fair value. The fair value is based onebkemated amount we would receive or pay to terteittze
contract, taking into account the current interass.

Off-Balance-Sheet Instruments— Contract and fair values for certain of our offidnce-sheet financial instruments (guaranteescamcommitments) are estimated based on
fees currently charged to enter into similar agresets, taking into account the remaining terms efagreements and the counterparties’ credit stgndin

Limitations — Fair value estimates are made at a specific poitime based on relevant market information arfdrimation about the financial instruments. Becausenarket
exists for a significant portion of our financiastruments, fair value estimates are based on jedtgwegarding future expected loss experiencegiueconomic conditions, risk
characteristics of various financial instrumentsd ather such factors.

These estimates do not reflect any premium or discthat could result from offering for sale at dimee our entire holdings of a particular finandr@trument. These estimates
are subjective in nature and require consideraluigent to interpret market data. Accordingly, ésémates presented herein are not necessaribain of the amounts we
could realize in a current market exchange, notlag intended to represent the fair value of tatr€e as a whole. The use of different marketrapsions and/or estimation
methodologies may have a material effect on thenaséd fair value amounts. The fair value estimaeesented herein are based on pertinent infosmatiailable to manageme
as of the respective balance sheet date. Althouaiagement is not aware of any factors that wagkhificantly affect the estimated fair value amarguch amounts have not
been comprehensively revalued since the presentdéites, and therefore, estimates of fair valugr dfe balance sheet date may differ significafidyn the amounts presented
herein.
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Other significant assets, such as premises angegumt, other assets, and liabilities not definefirescial instruments, are not included in thewabdisclosures. In addition, for
investment and mortgage-backed securities, themedax ramifications related to the realizatiomunfealized gains and losses can have a signifeféett on fair value estimates
and have not been considered in many of the esismaAiso, the fair value estimates for depositadibinclude the benefit that results from the lowstcfunding provided by the
deposit liabilities compared to the cost of bormegvfunds in the market.

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

STATEMENTS OF FINANCIAL CONDITION

December 3:(Dollars in thousands 2007 2006
ASSETS
Cash $ 32 % 1
Shor-term investments with bank subsidi: 11,22( 14,44:
Investment securities, availa-for-sale

(amortized cost of $8,907 and $17,112 at Decembe2@07 and 2006, respective 11,07t 19,697
Investments in

Bank subsidiarie 514,98t 402,80!

Non-bank subsidiarie 4,127 10,20:

Loan receivables

Non-bank subsidiarie - 3,03(
Premises and equipment, | 2,237 2,14z
Other asset 9,50¢ 7,66(
Total assets $ 553,18t $ 459,98(
LIABILITIES AND SHAREHOLDERS' EQUITY
Commercial paper borrowing $ 11,478 $ 11,47:
Other liabilities 3,08¢ 3,20¢
Long-term debt and mandatorily redeemable secut 108,12: 76,39t
Total liabilities 122,68: 91,07¢
Shareholde’’ equity 430,50« 368,90:-
Total liabilities and shareholders’ equity $ 553,18t $ 459,98(
STATEMENTS OF INCOME
Year Ended December (Dollars in thousands 2007 2006 2005
Income:

Dividends from bank and n-bank subsidiarie $ 58,05. $ 15,04: $ 11,55:

Rental income from subsidiari 2,44; 2,54 2,47:

Other 2,08( 4,13¢ 3,28¢
Total income 62,57 21,72: 17,31(
Expenses

Interest on lon-term debt and mandatorily redeemable secul 7,29¢ 5,49t 5,04(

Interest on commercial paper and other «term borrowings 63¢ 41¢ 73

Rent expens 1,057 1,05¢ 1,05¢

Other 1,572 1,14¢ 2,352
Total expenses 10,56: 8,12( 8,52¢
Income before income tax benefit and equity in undiributed (distributed in excess of) income of sulidiaries 52,01: 13,60: 8,78¢
Income tax benefi 2,38( 22C 897
Income before equity in undistributed (distributed in excess of) income of subsidiarie 54,39: 13,82: 9,68:
Equity in undistributed (distributed in excessiofjome of subsidiarie:

Bank subsidiarie (23,02%) 23,44¢ 24,057

Non-bank subsidiarie (824) 2,02¢ 11
Net income $ 30,53¢ $ 39,297 $ 33,75
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STATEMENTS OF CASH FLOW

Year Ended December 3/(Dollars in thousands 2007 2006 2005
Operating activities
Net income 30,53¢ $ 39,297 $ 33,75:
Adjustments to reconcile net income to net caskigsem by operating activitie:
Equity distributed in excess of (undistrbuted) imepof subsidiarie 23,85: (25,47¢) (24,06%)
Depreciation of premises and equipm 31€ 28¢ 30&
Realized and unrealized investment securities §dasse: (59) (517 (72)
Other (579) (1,124) (21¢)
Net change in operating activities 54,07¢ 12,46¢ 9,69¢
Investing activities
Proceeds from sales and maturities of investmentries 18,75: 1,817 15,35¢
Purchases of investment securit (10,499 (3,759 (10,367)
Net change in premises and equipmr (410) (28¢) (11€)
Change in shc-term investments with bank subsidi: 3,222 (2,880) (6,329
Change in loans made to subsidiaries, 3,03( 2,97( 1,00
Capital contributions to subsidiari - 1,40( (1,460
Return of capital from subsidiari 5,106 - -
Cash paid for acquisition, n (78,348 - -
Net change in investing activities (59,14 (735) (1,912
Financing activities
Net change in commercial paper and other -term borrowings 3 6,67 3,96¢
Proceeds from issuance of subordinated r 58,76¢ - -
Payments on subordinated na (17,789 - -
Proceeds from issuance of l-term debi - 874 311
Payments on lor-term debr (10,259 (129) (44)
Net proceeds from issuance of treasury s 54E 814 52¢
Acquisition of treasury stoc (12,82 (7,657) (2,227
Cash dividend (13,345 (12,319 (10,325
Net change in financing activities 5,10: (11,739 (7,787
Net change in cash and cash equival 31 - Q)
Cash and cash equivalents, beginning of ' 1 1 2
Cash and cash equivalents, end of \ 32 % 1 3 1

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None
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IT EM 9A. CONTROLS AND PROCEDURES.

1st Source carried out an evaluation, under thersigion and with the participation of 1st Sourceanagement, including 1st Source's Chief Exec@iffcer and Chief Financii
Officer, of the effectiveness of the design andrapen of 1st Source's disclosure controls and guaces pursuant to Exchange Act Rule 13a-15. Baged that evaluation, the
Chief Executive Officer and Chief Financial Offiancluded that, at December 31, 2007, 1st Soudefosure controls and procedures are effectiveccumulating and
communicating to management (including such offigéne information relating to 1st Source (inclglits consolidated subsidiaries) required to béuihed in 1st Source's
periodic SEC filings.

MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIA L REPORTING

Management of 1st Source Corporation (“1st Souriei¢sponsible for establishing and maintainingcpthte internal control over financial reportiricst Source’s internal control
over financial reporting includes policies and mdres pertaining to 1st Source’s ability to recprdcess, and report reliable information. Acsi@me taken to correct any
deficiencies as they are identified through inteemal external audits, regular examinations by bagkilatory agencies, 1st Source’s formal risk rgan@ent process, and other
means. 1st Source’s internal control system igydesl to provide reasonable assurance to 1st Seumamagement and Board of Directors regardingpthearation and fair
presentation of 1st Source’s published financateshents.

All internal control systems, no matter how welkidmed, have inherent limitations. Therefore, etrgrse systems determined to be effective can geoonly reasonable assura
with respect to financial statement preparation predentation. Further, because of changes inittomsl the effectiveness of internal control mayyover time.

1st Source’s management assessed the effectivehiessrnal control over financial reporting asiécember 31, 2007. In making this assessment, geament used the criteria
set forth by the Committee of Sponsoring Organdetiof the Treadway Commission (COSO)riternal Control — Integrated FrameworkBased on management’s assessment,
we believe that, as of December 31, 2007, 1st ®inaternal control over financial reporting idesftive based on those criteria.

As permitted by the Securities and Exchange Conanissnanagement elected to exclude First Natioralk Valparaiso (First National) which was acquibgdus on May 31,
2007. The assets recorded for First National sspried less than fifteen percent of our total clidsieed assets as of December 31, 2007, and catedbess than seven percent of
total consolidated revenue for the year ended Dbeerdl, 2007.

Ernst & Young LLP, independent registered publicamting firm, has issued an attestation reponamagement’s assessment of 1st Source’s intern&lotover financial
reporting. This report appears on page 24.

/sICHRISTOPHER J. MURPHY I /sILARRY E. LENTYCF
CHRISTOPHER J. MURPHY I LARRY E. LENTYCH
Chairman, President ai Treasurer and Chief Financ
Chief Executive Office Officer

South Bend, Indian

IT EM 9B. OTHER INFORMATION.
None

PART I
IT EM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE.
The information under the caption "Proposal NumheElection of Directors," "Board Committees anHestCorporate Governance Matters," and "Section)1Béneficial
Ownership Reporting Compliance" of the 2008 Protat&nent is incorporated herein by reference.
IT EM 11. EXECUTIVE COMPENSATION.

The information under the caption "RemuneratiofEeécutive Officers” of the 2008 Proxy Statemerih&rporated herein by reference.
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IT EM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTE RS.

The information under the caption "Voting Secustend Principal Holders Thereof " and "Proposal Kend: Election of Directors" of the 2008 Proxyt8taent is incorporated
herein by reference.

EQUITY COMPENSATION PLAN INFORMATION:

Number of Securitie
Remaining Available
for Future Issuanc

Number of Securities to t Weightec-average Under Equity
Issued upon Exercise Exercise Price ¢ Compensation Plar
Outstanding Options Outstanding Option [excluding securitie
Warrants and Right Warrants and Right reflected in column (&
Equity compensation plans
approved by shareholders
1992 stock option pla 407,262 $27.81 -
2001 stock option pla 64,255 18.29 2,119,92:
1997 employee stock purchase 16,133 25.63 169,91%
1982 executive incentive ple - - 95,338 @
1982 restricted stock award plan i i 158,414Y
Total plans approved by sharehold 487,65C $26.48 2,543,58:

Equity compensation plans
not approved by shareholders -

Total equity compensation plans 487,650 $26.48 2,543,583

® Amount is to be awarded by grants administerechkyBxecutive Compensation Committee of the 1st@&oBoard of Directors.
@ Amount includes market value stock only. Book vadhares used for annual awards may only be sdldtt8ource

IT EM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR INDEPENDENCE.

The information under the caption "Proposal NumheElection of Directors” of the 2008 Proxy Staternis incorporated herein by reference.

IT EM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information under the caption "Relationshiphwitdependent Registered Public Accounting Firmthef 2008 Proxy Statement is incorporated hereirefgrence.
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PART IV

IT EM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a) Financial Statements and Schedules:

The following Financial Statements and Supplemeniata are filed as part of this annual report:

Reports of Independent Registered Public Accourfing

Consolidated statements of financial condition —e&maber 31, 2007 and 2006

Consolidated statements of income — Years endeémker 31, 2007, 2006, and 2005

Consolidated statements of shareholders’ equity ear¥ ended December 31, 2007, 2006, and 2005

Consolidated statements of cash flows — Years eBamémber 31, 2007, 2006, and 2005

Notes to consolidated financial statements — Deeer8lt, 2007, 2006, and 2005

Financial statement schedules required by Artioddé Begulation S-X are not required under the ezlatstructions, or are inapplicable and, therefbaee been omitted.

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

3(a)
3(b)
4(a)
4(b)
10(a)(1)
10(a)(2)
10(a)(4)
10(a)(5)
10(a)(6)
10(b)
10(c)
10(d)
10(e)

10(9)(1)

Articles of Incorporation of Registrant, as amendgdil 30, 1996, and filed as exhibit to Form 10-&ated December 31, 1996, and incorporated hegein b
reference

By-Laws of Registrant, as amended January 29, 20@d,ds exhibit to Form -K, dated December 31, 2003, and incorporated héreneference

Form of Common Stock Certificates of Registrargdibs exhibit to Registration Stateme-40481 and incorporated herein by referer

1st Source agrees to furnish to the Commissionnupquest, a copy of each instrument defining itjiets of holders of Senior and Subordinated delisof
Source

Employment Agreement of Christopher J. Murphy dited April 16, 1998, filed as exhibit to Form 10d&ated December 31, 1998, and incorporated hégein
reference.

Employment Agreement of Wellington D. Jones llitethApril 16, 1998, filed as exhibit to Form 10-¢&gted December 31, 1998, and incorporated herein by
reference

Employment Agreement of Larry E. Lentych, datediAp8, 1998, filed as exhibit to Form -K, dated December 31, 1998, and incorporated héneneference
Employment Agreement of Richard Q. Stifel, datedilAb5, 1998, filed as exhibit to Form -K, dated December 31, 1998, and incorporated héxeneference
Employment Agreement of John B. Griffith, dated ®raB1, 2001, filed as exhibit to Form-K, dated December 31, 2002, and incorporated héxeneference
1st Source Corporation Employee Stock Purchased@iad April 17, 1997, filed as exhibit to Form KQdated December 31, 1997, and incorporated hénein
reference

1st Source Corporation 1982 Executive Incentiven Pdmnended January 17, 2003, and filed as exlisibtm 10-K, dated December 31, 2003, and incotpdra
herein by reference

1st Source Corporation 1982 Restricted Stock Avidath, amended January 17, 2003, and filed as exbiBiorm 10-K, dated December 31, 2003, and
incorporated herein by referen:

1st Source Corporation 2001 Stock Option Plan, aleeéduly 27, 2006, and filed as an exhibit to IsirSe Corporation Proxy Statement dated March @120
and incorporated herein by referen

1st Source Corporation 1992 Stock Option Plan, aeeéduly 27, 2006, and dated April 23, 1992, asrateé December 11, 1997, filed as exhibit to ForaK10
dated December 31, 1997, and incorporated hererefbyence
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10(9)(2)
10(h)
10(i)

10())
21

23
311
31.2
32.1
32.2

An amendment to 1st Source Corporation 1992 Stqutio® Plan, dated July 18, 2000, and filed as ekkibForm 10-K, dated December 31, 2000, and

incorporated herein by referent

1st Source Corporation 1998 Performance CompemsBtan, dated February 19, 1998, filed as exhibiRdrm 10K, dated December 31, 1998, and incorpor

herein by reference

Consulting Agreement of Ernestine M. Raclin, daguil 14, 1998, filed as exhibit to Form 10-K, ddtBecember 31, 1998, and incorporated herein by

reference

Contract with Fiserv Solutions, Inc. dated Novemd®&r2005, filed as exhibit to Form-K, dated, December 31, 2005, and incorporated ménereference
Subsidiaries of Registrant (unless otherwise inditaeach subsidiary does business under its omen

Name

1st Source Ban

First National Bank, Valparais

SFG Equipment Leasing, Inc.

1st Source Insurance, Inc

1st Source Specialty Finance, Inc
FBT Capital Corporation (Inactive
1st Source Leasing, In

1st Source Capital Corporatior
Trustcorp Mortgage Compai

1st Source Capital Trust

1st Source Capital Trust |

1st Source Capital Trust |

1st Source Master Tru

Michigan Transportation Finance Corporatio
1st Source Intermediate Holding, LL
1st Source Funding, LL'

1st Source Corporation Investment Advisors, Inc

SFG Commercial Aircraft Leasing, Inc
SFG Equipment Leasing Corporation

*Wholly -owned subsidiaries of 1st Source B:

Consent of Ernst & Young LLP, Independent Registd?ablic Accounting Firm

Certification of Christopher J. Murphy lIl, ChiekEcutive Officer (Rule 1-14(a)).

Certification of Larry E. Lentych, Chief Financi@fficer (Rule 13-14(a)).

Certification of Christopher J. Murphy lIl, ChiekEcutive Officer.
Certification of Larry E. Lentych, Chief Financi@fficer.

(c) Financial Statement Schedules — None.
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Indiana
Indiana
Indiana
Indiana
Indiana
Indiana
Indiana
Indiana
Indiana
Delaware
Delaware
Delaware
Delaware
Michigan
Delaware
Delaware
Indiana
Indiana
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dfe Securities Exchange Act of 1934, the reamthas duly caused this report to be signedshehalf by the undersign
thereunto duly authorized.

1st SOURCE CORPORATION

By /s/ CHRISTOPHER J. MURPHY llI

Christopher J. Murphy Ill, Chairman b&tBoard,
President and Chief Executive Officer
Date: February 22, 2008

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

Signature Title Date
/s/ CHRISTOPHER J. MURPHY i Chairman of the Boart February 22, 200
Christopher J. Murphy I President and Chief Executive Offic
/s/ WELLINGTON D. JONES IlI Executive Vice Presidel February 22, 200
Wellington D. Jones Il and Directol
s/ LARRY E. LENTYCH Treasurer, Chief Financial Offic February 22, 200
Larry E. Lentyct and Principal Accounting Office
/s/ JOHN B. GRIFFITF Secretary February 22, 200
John B. Griffith and General Couns
/s/ DANIEL B. FITZPATRICK Director February 22, 200
Daniel B. Fitzpatrick
/s| TERRY L. GERBEF Director February 22, 200
Terry L. Gerbel
/s LAWRENCE E. HILER Director February 22, 200
Lawrence E. Hile
/s/ WILLIAM P. JOHNSON Director February 22, 200
William P. Johnsoi
/s/ CRAIG A. KAPSON Director February 22, 200
Craig A. Kapsor
/s| REX MARTIN Director February 22, 200
Rex Martin
/s| DANE A. MILLER Director February 22, 200
Dane A. Miller
/s/ TIMOTHY K. OZARK Director February 22, 200
Timothy K. Ozark
/s/ JOHN T. PHAIR Director February 22, 200
John T. Phai
/sl MARK D. SCHWABERGC Director February 22, 200
Mark D. Schwaber:
/s TOBY S. WILT Director February 22, 200
Toby S. Wilt
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Consent of Independent Registered Accounting Firm

Exhibit 2&

We consent to the incorporation by reference inRlegistration Statements listed below of 1st So@oeporation of our reports dated February 22, 20@& respect to tt
consolidated financial statements of 1st Sourcgp@uttion and subsidiaries, and the effectivenesstefnal control over financial reporting of 1git8ce Corporation, included
this Annual Report (Form-10K) for the year ended®uaber 31, 2007.

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 22, 2008

333-101712 on Form &t8diDecember 6, 2002
333-101711 on Form @t8ddiDecember 6, 2002
333-101710 on Form @t8ddiDecember 6, 2002
333-101709 on Form &t8diDecember 6, 2002
333-64314 on Form St8ddauly 2, 2001
333-64306 on Form St8ddauly 2, 2001
333-64304 on Form St8ddauly 2, 2001
333-26243 dated Aprill3®7

33-81852 dated Julyi 294

33-8840 dated Septedhet986

Ernst & Young LLP







E XHIBIT 31.1
C ERTIFICATIONS

I, Christopher J. Murphy Ill, Chief Executive Oféig certify that:

1. I have reviewed this annual report on Forr-K of 1st Source Corporatio

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amgttate a material fact necessary to make ttiensents made, in light of tl
circumstances under which such statements were,matimisleading with respect to the period covergdhis report

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 aard, for, the periods presented in this ref

4. The registrant’s other certifying officer andrk responsible for establishing and maintainirsgldsure controls and procedures (as defined il&age Act Rules 13a-15(e)
and 15-15(e)) and internal control over financial repogtifas defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedares designed  under our supervision, to enghat material
information relating to the registrant, includirtg consolidated subsidiaries, is made known toyusthers within those entities, particularly durithg period in which this
report is being prepare

b) Designed such internal control over financiglaring, or caused such internal control over firiahreporting to be designed under our supervisioprovide reasonable
assurance regarding the reliability of financigloging and the preparation of financial statemémt&xternal purposes in accordance with geneealyepted accounting
principles;

c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsimeport our conclusions about the effectiverefshe disclosure controls
and procedures, as of the end of the period cougyetis report based on such evaluation;

d) Disclosed in this report any change in the ttegig’s internal control over financial reportirftat occurred during the registrasmthost recent fiscal quarter that has mate|
affected, or is reasonably likely to materiallyeadt, the registra’s internal control over financial reporting; a

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

a) All significant deficiencies and material weag&ses in the design or operation of internal cordvelr financial reporting which are reasonably ljkk® adversely affect the
registran’s ability to record, process, summarize and refimahcial information; ani

b) Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registra’s internal control over financial reportir
Date: February 22, 2008

By /s/ CHRISTOPHER J. MURPHY I|
Christopher J. Murphy I, Chief Executive Offic







E XHIBIT 31.Z
C ERTIFICATIONS

I, Larry E. Lentych, Chief Financial Officer, cdytithat:

1. | have reviewed this annual report on Forr-K of 1st Source Corporatio

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or dngtate a material fact necessary to make thersénts made, in light of t
circumstances under which such statements were,matienisleading with respect to the period covéredhis report

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respectsfihancial condition, results of
operations and cash flows of the registrant aamd, for, the periods presented in this reg

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined im&@e Act Rules 13a-15(e)
and 15+15(e)) and internal control over financial repagtifas defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaree designed under our supervision, to ensatenaterial
information relating to the registrant, includirtg consolidated subsidiaries, is made known toyusthers within those entities, particularly durithg period in which this
report is being prepare

b) Designed such internal control over financiglaiting, or caused such internal control over firiahreporting to be designed under our supervigioprovide reasonable
assurance regarding the reliability of financigloding and the preparation of financial statemémt®xternal purposes in accordance with geneealbepted accounting
principles;

c¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions about the effectivereshe disclosure controls
and procedures, as of the end of the period coveyehis report based on such evaluation;

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrasthost recent fiscal quarter that has mate!
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reporting; a

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

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are reasonably ljk® adversely affect the
registran’s ability to record, process, summarize and refuaihcial information; an

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registra’s internal control over financial reportir

Date: February 22, 2008

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







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 ARBRANES -O XLEY A CT OF 2002
In connection with the Annual Report of 1st Souteeporation (1st Source) on Form 10-K for the figear ended December 31, 2007, as filed with theu8ties and Exchange
Commission on the date hereof (the “Report”), Iri€bpher J. Murphy I, Chief Executive Officer aft Source, certify, pursuant to 18 U.S.C. Secti®h0, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 20bat to my knowledge:
(1) The Report fully complies with the requiremeatsections 13(a) or 15(d) of the Securities ardhiange Act of 1934; ar
(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of 1st Sou

Date: February 22, 2008

By /s/ CHRISTOPHER J. MURPHY lI
Christopher J. Murphy I, Chief Executive Offic







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 ARB\NES -O XLEY A CT OF 2002
In connection with the Annual Report of 1st SouBzeporation (1st Source) on Form 10-K for the fisear ended December 31, 2007, as filed with #heuBties and Exchange
Commission on the date hereof (the “Report”), Irrikd&. Lentych, Chief Financial Officer of 1st Sear certify, pursuant to 18 U.S.C. Section 135Gdupted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that to mgwdedge:

(1) The Report fully complies with the requiremeatsections 13(a) or 15(d) of the Securities ardHange Act of 1934; ar

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

Date: February 22, 2008

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







