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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Unaudited - Dallarsin thousands)

ASSETS
Cash and due from banks

Federal funds sold and interest bearing deposttsather banks

Investment securities available-for-sale (amortieest of $778,597 and $776,057 at March 31, 2015
and December 31, 2014, respectively)

Other investments
Trading account securities
Mortgages held for sale
Loans and leases, net of unearned discount:
Commercial and agricultural
Auto and light truck
Medium and heavy duty truck
Aircraft financing
Construction equipment financing
Commercial real estate
Residential real estate
Consumer
Total loans and leases
Reserve for loan and lease losses
Net loans and leases
Equipment owned under operating leases, net
Net premises and equipment
Goodwill and intangible assets
Accrued income and other assets

Total assets

LIABILITIES
Deposits:
Noninterest bearing
Interest bearing
Total deposits
Short-term borrowings:
Federal funds purchased and securities sold umgleements to repurchase
Other short-term borrowings
Total short-term borrowings
Long-term debt and mandatorily redeemable secsritie
Subordinated notes
Accrued expenses and other liabilities

Total liabilities

SHAREHOLDERS® EQUITY
Preferred stock; no par value
Authorized 10,000,000 shares; none issued or ouiistg
Common stock; no par value
Authorized 40,000,000 shares; issued 25,641,88%ath 31, 2015 and December 31, 2014

Retained earnings
Cost of common stock in treasury (1,788,805 shatrédarch 31, 2015 and 1,779,442 shares at Dece®ih@014)

A mmtimniidatad Athav ~aamamvabkanAiia fmas

11 24°

March 31, December 31,
2015 2014
58,19¢ 64,83¢
11,06¢ 1,35¢
796,60: 791,11t
20,56: 20,80:
20€ 20¢
22,82( 13,60¢
712,29: 710,75¢
402,38¢ 397,90:
240,18 247,15!
696,94: 727,66!
439,53( 399,94(
615,55! 616,58
443,37! 445,75!
150,86( 142,81(
3,701,13 3,688,57.
(85,099 (85,06%)
3,616,03 3,603,50
82,64( 74,14:
49,70: 50,32¢
85,15¢ 85,37:
119,39: 124,69:
4,862,38: 4,829,95!
835,40! 796,24:
3,035,05 3,006,61
3,870,461 3,802,86!
123,07! 138,84.
77,07: 106,97¢
200,14t 245,82;
57,51¢ 56,23:
58,76« 58,76«
50,99/ 51,80°
4,237,87 4,215,48
346,53! 346,53!
311,20° 302,24:
(44,48 (43,71))

N an-



Total shareholders’ equity 624,50! 614,47

Total liabilities and shareholders’ equity $ 4,862,38.  $ 4,829,95

The accompanying notes are a part of the conselidatancial statements.
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited - Dallarsin thousands, except per share amounts)

Interest income:
Loans and leases
Investment securities, taxable
Investment securities, tax-exempt
Other

Total interest income

Interest expense:
Deposits
Short-term borrowings
Subordinated notes
Long-term debt and mandatorily redeemable secsrritie

Total interest expense

Net interest income
Provision for loan and lease losses

Net interest income after provision for loan and lese losses

Noninterest income:
Trust fees
Service charges on deposit accounts
Debit card income
Mortgage banking income
Insurance commissions
Equipment rental income
Gains on investment securities available-for-sale
Other income

Total noninterest income

Noninterest expense:
Salaries and employee benefits
Net occupancy expense
Furniture and equipment expense
Depreciation - leased equipment
Professional fees
Supplies and communication
FDIC and other insurance
Business development and marketing expense
Loan and lease collection and repossession expense
Other expense

Total noninterest expense

Income before income taxes

Income tax expense

Net income

Three Months Ended

March 31,
2015 2014
39,60 $ 38,91«
3,004 3,34t
76¢ 81¢
25E 271
43,63 43,35¢
2,55¢ 2,971
102 13¢€
1,05¢ 1,05¢
47¢ 57¢
4,19¢ 4,73
39,43¢ 38,61¢
357 804
39,07¢ 37,81«
4,557 4,47¢
2,197 2,06¢
2,39¢ 2,23:
1,251 1,33¢
1,30¢ 1,56
5,07¢ 4,08:
— 962
2,96: 2,68:
19,751 19,39¢
20,92t 19,48:
2,461 2,43
4,33¢ 4,23
4,08¢ 3,24¢
87C 1,12¢
1,40¢ 1,39:
84¢ 864
1,04¢ 1,68¢
362 (494
1,714 1,99/
38,06! 35,97
20,76¢ 21,23¢
7,25¢ 7,607
13,51 $ 13,63:




Per common share:
Basic net income per common share
Diluted net income per common share
Dividends
Basic weighted average common shares outstanding

Diluted weighted average common shares outstanding

The accompanying notes are a part of the consetidiancial statements.

05¢ $ 0.5t
0.5¢ $ 0.5¢
0.1t $ 0.17
23,871,15 24,317,44
23,871,15 24,317,44
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1st SOURCE CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited - Dollarsin thousands)

Three Months Ended

March 31,
2015 2014
Net income $ 13,51  $ 13,63:
Other comprehensive income (loss):
Change in unrealized appreciation (depreciatiorgvailable-for-sale securities 2,94¢ 4,01¢
Reclassification adjustment for realized (gainsp&s included in net income — (963)
Income tax effect (1,106 (1,14¢)
Other comprehensive income (loss), net of tax 1,84( 1,907
Comprehensive income $ 1535 § 15,53
The accompanying notes are a part of the conselidriancial statements.
1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Unaudited - Dollarsin thousands, except per share amounts)
Cost of Accumulated
Common Other
Preferred Common Retained Stock Comprehensive
Stock Stock Earnings in Treasury Income (Loss), Net Total
Balance at January 1, 2014 $ — $ 346,53¢ $ 261,62t $ (29,369 $ 6,581 $ 585,37!
Net income — — 13,63: — — 13,63:
Other comprehensive income — — — — 1,907 1,907
Issuance of 61,978 common shares under
stock based compensation awards, including
related tax effects — — (243) 1,48( — 1,237
Cost of 48,607 shares of common stock
acquired for treasury — — — (1,40)) — (1,40))
Common stock dividend ($0.17 per share) — — (4,167 — — (4,167
Balance at March 31, 2014 $ — % 346,53¢ $ 270,84t % (29,28Y $ 848t $ 596,58!
Balance at January 1, 2015 $ — $ 346,53! $ 302,24: $ (43,71) $ 9407 $ 614,47.
Net income — — 13,51: — — 13,51:
Other comprehensive income — — — — 1,84( 1,84(
Issuance of 85,783 common shares under
stock based compensation awards, including
related tax effects — — (22)) 2,191 — 1,97(
Cost of 95,146 shares of common stock
acquired for treasury — — — (2,969 — (2,964
Common stock dividend ($0.18 per share) — — (4,32 — — (4,325
Balance at March 31, 2015 $ — 3 346,53¢ $ 311,200 $ (44,48) $ 11247 $ 624,50!

The accompanying notes are a part of the consetiditancial statements.
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited - Dollarsin thousands)

Operating activities:
Net income
Adjustments to reconcile net income to net caskigeal by operating activities:
Provision for loan and lease losses
Depreciation of premises and equipment
Depreciation of equipment owned and leased to sther
Amortization of investment securities premiums andretion of discounts, net
Amortization of mortgage servicing rights
Deferred income taxes
Gains on investment securities available-for-sale
Originations of loans held for sale, net of priraipollected
Proceeds from the sales of loans held for sale
Net gain on sale of loans held for sale
Net gain on sale of other real estate and repassass
Change in trading account securities
Change in interest receivable
Change in interest payable
Change in other assets
Change in other liabilities
Other
Net change in operating activities
Investing activities:
Proceeds from sales of investment securities
Proceeds from maturities of investment securities
Purchases of investment securities
Net change in other investments
Loans sold or participated to others
Net change in loans and leases
Net change in equipment owned under operating $ease
Purchases of premises and equipment
Proceeds from sales of other real estate and reggiess
Net change in investing activities
Financing activities:
Net change in demand deposits and savings accounts
Net change in time deposits
Net change in short-term borrowings
Proceeds from issuance of long-term debt
Payments on long-term debt
Net proceeds from issuance of treasury stock
Acquisition of treasury stock
Cash dividends paid on common stock

Net change in financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cach and rach eniiivalente and nf ne

Three Months Ended March 31,

2015 2014
1351: $ 13,63
357 804
1,14¢ 1,18¢
4,08¢ 3,24¢
1,111 1,04
39z 28€
(139 (908)
= (962)
(34,51) (22,470)
26,34 18,37
(1,046) (788)
(564) (760)
(©)] —
(224 (714
(250 10C
167 (812)
5,12( 90&
23C 1,271
15,72 13,44
— 1,23¢
19,80 64,25:
(23,45 (69,419
24C =
1,37: 68¢
(19,209 (33,676
(12,58 (750
(520) (421
5,65¢ 5,00¢
(28,697 (33,079
37,77 (6,167)
29,82¢ 60,94(
(45,676 (16,489
— 5,647
(459 (6,096)
1,97¢ 1,23
(2,962 (1,409
(4,432 (4,267)
16,03 33,40¢
3,07¢ 13,778
66,19( 80,05:
69.26: $ 93.82:



Supplemental Information:

Non-cash transactions:

Loans transferred to other real estate and repessessets $ 494 % 5,44
Common stock matching contribution to Employee B®©wnership and Profit Sharing Plan 50C —

The accompanying notes are a part of the consetidiancial statements.
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1ST SOURCE CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. Basis of Presentation

1st Source Corporation is a bank holding comparadgeartered in South Bend, Indiana that providesugh its subsidiaries (collectiv
referred to as “1st Source” or “the Companyd)proad array of financial products and servicdse &ccompanying unaudited consolid
financial statements reflect all adjustments (&livbich are normal and recurring in nature) whicé, @ the opinion of management, neces
for a fair presentation of the consolidated finahgbosition, the results of operations, changesamprehensive income, change:
shareholderséquity, and cash flows for the periods presentées€& unaudited consolidated financial statemems haen prepared accord
to the rules and regulations of the Securities Brdhange Commission (SEC) and, therefore, cert#orrnation and footnote disclosu
normally included in financial statements prepdredccordance with U.S. generally accepted accogmtiinciples (GAAP) have been omitt

The Notes to the Consolidated Financial Statemagpypearing in 1st Source Corporation’s Annual ReporEorm 10K (2014 Annual Report
which include descriptions of significant accougtipolicies, should be read in conjunction with thésterim financial statements. 1
Consolidated Statement of Financial Condition atébeber 31, 201%as been derived from the audited financial statesnat that date b
does not include all of the information and foogwtequired by GAAP for complete financial statetee@ertain amounts in the prior per
consolidated financial statements have been réfitasto conform to the current year presentation.

Note 2. Recent Accounting Pronouncements

ConsolidationsIn February 2015, the Financial Accounting Standddard (FASB) issued Accounting Standards UpdagiJ)) No. 201502
“ Consolidation (Topic 810) - Amendments to the Clishstion Analysis.” ASU 201502 includes amendments that are intended to im
targeted areas of consolidation for legal entitreduding reducing the number of consolidation medeom four to two and simplifying tl
FASB Accounting Standards Codification. ASU 2005is effective for annual and interim periods witthose annual periods, beginning ¢
December 15, 2015. The amendments may be applisgspectively in previously issued financial stages for one or more years wit|
cumulative effect adjustment to retained earnirgyefahe beginning of the first year restated. Yadoption is permitted, including adoptior
an interim period. The Company is assessing thadangf ASU 2015-02 on its accounting and disclosure

Troubled Debt Restructurings by Creditaiis:August 2014, the FASB issued ASU No. 2014-1Reteivables Troubled Debt Restructurin
by Creditors (Subtopic 310-40) - ClassificationG®rtain Government Guaranteed Mortgage Loans upameélosure.”ASU 2014414 require
that a mortgage loan be derecognized and a sepattete receivable be recognized upon foreclosureeifain conditions are met. Ug
foreclosure, the separate other receivable shosilchbasured based on the amount of the loan ba{ariceipal and interest) expected to
recovered from the guarantor. ASU 2014}-is effective for annual periods and interim pdsi within those annual periods, beginning .
December 15, 2014. The amendments can be appiiegl @isher a prospective transition method or a ifiexdi retrospective transition methu
Early adoption is permitted. The Company adopted) 91414 on January 1, 2015 and it did not have an impacits accounting al
disclosures.

Share Based Payments:June 2014, the FASB issued ASU No. 2014-T2ofmpensation - Stock Compensation (Topic 7¥#&)counting fo
Share Based Payments When the Terms of an Awandderd@hat a Performance Target Could Be Achievedr ahe Requisite Servi
Period” ASU 2014412 requires that a performance target that affeesting and that could be achieved after the régquiervice period t
treated as a performance condition. ASU 2Q24is effective for interim and annual periods bedgig after December 15, 2015. -
amendments can be applied prospectively to all dsvaranted or modified after the effective dateretrospectively to all awards w
performance targets that are outstanding as db¢lgenning of the earliest annual period presentetita all new or modified awards therea
Early adoption is permitted. The Company has ddtexththat ASU 2014-12 will not have an impact anatcounting and disclosures.

Repurchase to Maturity Transactions, Repurchasen€ings and Disclosureb June 2014, the FASB issued ASU No. 2014-Tlrdnsfer:
and Servicing (Topic 860) Repurchase to Maturity Transactions, Repurchaseaémgs, and Disclosures.ASU 201441 aligns th
accounting for repurchase to maturity transactemg repurchase agreements executed as a repuficteasang with the accounting for ott
typical repurchase agreements. Going forward, thesesactions would all be accounted for as sechoetbwings. ASU 2014-1 is effectiwv
for the first interim or annual period beginningesfDecember 15, 2014. In addition the disclosdireeatain transactions accounted for as a
is effective for the first interim or annual peribedginning on or after December 15, 2014, and tbelabure for transactions accounted fc
secured borrowings is required for annual perioglgirning after December 15, 2014, and interim giribeginning after March 15, 20
Early adoption is prohibited. The Company adoptelJA201411 on January 1, 2015 and it did not have an impacits accounting al
disclosures.




Table of Contents

Revenue from Contracts with CustomdrsMay 2014, the FASB issued ASU No. 2014-0Bévenue from Contracts with Customers (T
606).” The core principle of the guidance is that an grghould recognize revenue to depict the transfggromised goods or services
customers in an amount that reflects the considerad which the entity expects to be entitled xcleange for those goods and services.
201499 is effective for annual reporting periods begigrafter December 15, 2016, including interim pds within that reporting period. T
amendments can be applied retrospectively to edoh neporting period or retrospectively with theneulative effect of initially applying th
Update recognized at the date of initial applicati&arly application is not permitted. The Comp@ngssessing the impact of ASU 200%-or
its accounting and disclosures.

Reclassification of Residential Real Estate Cofdized Consumer Mortgage Loans Upon Foreclodar@anuary 2014, the FASB issued A
No. 20104 “ Receivables - Troubled Debt Restructurings by Qoesli(Subtopic 310-40) Reclassification of Residential Real Es
Collateralized Consumer Mortgage Loans Upon Forsate.” ASU 201404 clarifies when an in substance repossessioareclibsure occu
and requires interim and annual disclosures oatheunt of foreclosed residential real estate ptgerd the recorded investment in const
mortgage loans collateralized by residential resthte property that are in the process of forecbosASU 201404 is effective either on
modified retrospective transition method or a pemtjpe transition method for interim and annualigés beginning after December 15, 2(
Early adoption is permitted. The Company adoptetl 2814-04 on January 1, 2015 and it did not han®terial impact on its disclosures.

Accounting for Investments in Qualified Affordabléousing Projectstn January 2014, the FASB issued ASU No. 2014-0dvestments
Equity method and Joint Ventures (Topic 3- Accounting for Investments in Qualified Affordalblousing Projects.’”ASU 201401 allow:
investors to use the proportional amortization rodtto account for investments in limited liabiliyptities that manage or invest in afford:
housing projects that qualify for low-income housitax credits if certain conditions are met. ASUL201 is effective retrospectively 1
interim and annual periods in fiscal years thatiledter December 15, 2014. Early adoption is pt#adi The Company adopted ASU 2004-
on January 1, 2015 and it did not have a materiphict on its accounting and disclosures for affolelaousing projects.

Note 3. Investment Securities

The following table shows investment securitiesilatée-for-sale.

Gross Gross
(Dollars in thousands) Amortized Cost Unrealized Gains Unrealized Losses Fair Value
March 31, 2015
U.S. Treasury and Federal agencies securities $ 386,30: $ 4451 % (402) $ 390,35¢
U.S. States and political subdivisions securities 118,50: 3,65¢ (99) 122,06:
Mortgage-backed securities — Federal agencies 239,471 5,62¢ (497) 244,60t
Corporate debt securities 31,62« 422 (20) 32,02¢
Foreign government and other securities 80C 8 — 80¢
Total debt securities 776,70: 14,16¢ (1,019 789,86:
Marketable equity securities 1,89¢ 4,852 2 6,74:
Total investment securities available-for-sale $ 77859 % 19,02: % (1,019 $ 796,60«
December 31, 2014
U.S. Treasury and Federal agencies securities $ 371,87¢  $ 359: $ (21,969 $ 373,50
U.S. States and political subdivisions securities 121,51( 3,392 (219 124,68¢
Mortgage-backed securities — Federal agencies 248,29¢ 5,49( (78)) 253,00t
Corporate debt securities 31,67 281 (26) 31,93:
Foreign government and other securities 80C 11 — 811
Total debt securities 774,16- 12,76 (2,98¢9) 783,94.
Marketable equity securities 1,89:¢ 5,28¢ (%) 7,17¢
Total investment securities available-for-sale $ 776,05 % 18,05. $ (299) $ 791,11

At March 31, 2015 and December 31, 2014 , the eesidl mortgage-backed securities held by the Comypansisted primarily of GNMA,
FNMA and FHLMC passhrough certificates which are guaranteed by thiespective agencies of the United States govern(@mternmer
Sponsored Enterprise, GSES).
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The following table shows the contractual matusitid investments in securities available-for-sal&arch 31, 2015 Expected maturities w
differ from contractual maturities, because bormsvmay have the right to call or prepay obligatiavith or without call or prepayme
penalties.

(Dollars in thousands) Amortized Cost Fair Value

Due in one year or less $ 88,87¢ $ 89,57t
Due after one year through five years 420,72: 427,38
Due after five years through ten years 27,63: 28,29:
Due after ten years — —
Mortgage-backed securities 239,471 244,60t
Total debt securities available-for-sale $ 776,70 $ 789,86

The following table shows the gross realized gaims losses on sale of securities from the secsiatiailable-for-sale portfolio, including
marketable equity securities. Realized gains assel® on the sales of all securities are compuied tiee specific identification cost basis.
gross gains for the three months ended March 314 B&¥lect the sale of marketable equity securities

Three Months Ended

March 31,
(Dollarsin thousands) 2015 2014
Gross realized gains $ — % 962
Gross realized losses — —
Net realized gains (losses) $ —  $ 96¢
The following table summarizes gross unrealizeddesand fair value by investment category and age.
Less than 12 Months 12 months or Longer Total
Unrealized Unrealized Unrealized
(Dollarsin thousands) Fair Value Losses Fair Value Losses Fair Value Losses
March 31, 2015
U.S. Treasury and Federal agencies securities $ — 3 — $ 10460 $ (402 $ 104,60¢ $ (402)
U.S. States and political subdivisions securities 9,01( (72) 2,08 27 11,09¢ (99)
Mortgage-backed securities - Federal agencies 11,84: (50) 22,97 (44)) 34,81 (49))
Corporate debt securities — — 98( (20) 98C (20)
Foreign government and other securities = = = = = =
Total debt securities 20,85: (122) 130,63t (890) 151,49( (1,017)
Marketable equity securities — — 3 2 3 2
Total investment securities available-for-sale $ 20,85 $ (122 $ 13064: $ (892) $ 151,490 $ (1,019
December 31, 2014
U.S. Treasury and Federal agencies securities $ 54,94: $ (148) $ 11519 $ 1820 $ 170,13¢ $ (1,96%)
U.S. States and political subdivisions securities 16,80¢ (112 8,33: (102) 25,13¢ (219
Mortgage-backed securities - Federal agencies 21,75« (62) 32,78: (719 54,53 (787)
Corporate debt securities 3,07z (2€) — — 3,07: (26)
Foreign government and other securities = = = = = =
Total debt securities 96,57 (34€) 156,30t (2,64)) 252,88« (2,989
Marketable equity securities = — 3 2 3 2
Total investment securities available-for-sale $ 96,57 (345) $ 15631 $ (2649 $ 25288 $ (2,99)

The initial indication of other-than-temporary-iniaent (OTTI) for both debt and equity securitiegidecline in fair value below amortized
cost. Quarterly, the impaired securities are amalyan a qualitative and quantitative basis in aeitging OTTI. Declines in the fair value
available-for-sale debt securities below their dbst are deemed to be other-tltamporary are reflected in earnings as realizesel®so th
extent the impairment is related to credit los3&& amount of impairment related to other factenecognized in other comprehensive ince
In estimating OTTI impairment losses, the Compamysiders among other things, (i) the length of tanme the extent to which fair value
been less than cost, (ii) the financial conditiod aearterm prospects of the issuer, and (iii) whethés inore likely than not that the Compi



will not have to sell any such securities before@very of cost.
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There were no OTTI write-downs in 2015 or 2014 .

At March 31, 2015 , the Company does not haverttent to sell any of the available-feale securities in the table above and believesttts
more likely than not, that it will not have to sally such securities before an anticipated recookepst. Primarily the unrealized losses on
securities are due to increases in market ratestheeyields available at the time the underlyiegwsities were purchased. The fair valt
expected to recover on all debt securities as #pgyoach their maturity date or peicing date or if market yields for such investrsedecline
The Company does not believe any of the secuatiesmpaired due to reasons of credit quality.

At March 31, 2015 and December 31, 2014 , investrseaurities with carrying values of $230.65 milliand $231.50 million respectively
were pledged as collateral for security repurctzggseements and for other purposes.

Note 4. Loan and Lease Financings

The Company evaluates loans and leases for crediityjat least annually but more frequently ifte@r circumstances occur (such as mat
new information which becomes available and indisa potential change in credit risk). The Compases twanethods to assess credit r
loan or lease credit quality grades and credit cisksifications. The purpose of the loan or leaseit quality grade is to document the de
of risk associated with individual credits as wadl inform management of the degree of risk in thefgio taken as a whole. Credit r
classifications are used to categorize loans byegedf risk and to designate individual or comneittgproval authorities for higher risk cre
at the time of origination. Credit risk classifiiats include categories for: Acceptable, Margitsgecial Attention, Special Risk, Restrictec
Policy, Regulated and Prohibited by Law.

All loans and leases, except residential real e$tains and consumer loans, are assigned crediityoqgrades on a scale from 1 to 12 with gt
1 representing superior credit quality. The critarsed to assign grades to extensions of crediettiabit potential problems or wedlefinec
weaknesses are primarily based upon the degrdaskoamd the likelihood of orderly repayment, anditteffect on the Company’safety an
soundness. Loans or leases graded 7 or weakepasalered “special attention” credits and, as suelationships in excess of $100,08@
reviewed quarterly as part of managem&ewvaluation of the appropriateness of the redend@an and lease losses. Grade 7 credits araeat
as “watch” and contain greater than average crisktand are monitored to limit the exposure taéased risk; grade 8 credits aspécia
mention” and, following regulatory guidelines, atefined as having potential weaknesses that deseavmgement close attention. Cred
that exhibit well-defined weaknesses and a distsisibility of loss are considered “classifieatid are graded 9 through 12 correspondil
the regulatory definitions of “substandard” (gra@esnd 10) and the more severe “doubtful” (gradeahtl “loss” (grade 12).

The following table shows the credit quality gradéshe recorded investment in loans and leasgsegated by class.

Credit Quality Grades

(Dollarsin thousands) 1-6 7-12 Total

March 31, 2015

Commercial and agricultural $ 696,04! $ 16,24¢  $ 712,29:
Auto and light truck 382,29! 20,09¢ 402,38
Medium and heavy duty truck 237,16 3,02: 240,18
Aircraft financing 670,44( 26,50 696,94.
Construction equipment financing 432,92t 6,60 439,53
Commercial real estate 593,95¢ 21,59¢ 615,55!
Total $ 3,012,820 $ 94,06¢ $ 3,106,89

December 31, 2014

Commercial and agricultural $ 683,16¢ $ 27,58¢ $ 710,75t
Auto and light truck 380,42! 17,47 397,90:.
Medium and heavy duty truck 243,79t 3,35¢ 247,15:
Aircraft financing 691,01¢ 36,647 727,66
Construction equipment financing 393,96! 5,97t 399,94(
Commercial real estate 592,78 23,80( 616,58
Total $ 2,985,16. $ 114,84, $ 3,100,00
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For residential real estate and consumer loanditayeality is based on the aging status of the laad by payment activity. The following ta
shows the recorded investment in residential retlte and consumer loans by performing or nonpeifa status. Nonperforming loans
those loans which are on nonaccrual status or@dags or more past due.

(Dollars in thousands) Performing Nonperforming Total

March 31, 2015

Residential real estate $ 441,08 $ 229" % 443,37"
Consumer 150,53: 32¢ 150,86(
Total $ 591,61: $ 2,62¢ $ 594,23!

December 31, 2014

Residential real estate $ 442,91¢ $ 2,841 $ 445,75¢
Consumer 142,47t 334 142,81(
Total $ 585,39: $ 3,17t % 588,56

The following table shows the recorded investméimdans and leases, segregated by class, withgqielimcy aging and nonaccrual status.

90 Days or More Total Total
30-59 Days 60-89 Days Past Due Accruing Financing

(Dollarsin thousands) Current Past Due Past Due and Accruing Loans Nonaccrual Receivables
March 31, 2015

Commercial and agricultural $ 705,06: $ 44C  $ — 3 — 3 70550: $ 6,791 $ 712,29:
Auto and light truck 402,16! 194 9 — 402,36¢ 21 402,38
Medium and heavy duty truck 240,15( — — — 240,15( 37 240,18
Aircraft financing 678,04} 8,35( 3,11¢ — 689,51: 7,43 696,94,
Construction equipment financing 438,79. — — — 438,79. 73¢ 439,53
Commercial real estate 611,64¢ — — — 611,64¢ 3,90¢ 615,55!
Residential real estate 439,69: 1,08¢ 29¢ 10z 441,18: 2,19¢ 443,37!
Consumer 149,60! 83¢ 87 88 150,61 241 150,86(
Total $ 3,665,16. $ 10,91 $ 351C $ 19C $ 3,679,77. $ 21,35¢ $ 3,701,13
December 31, 2014

Commercial and agricultural $ 696,35. $ — 3 12 % — 8 696,47: $ 14,28:  $ 710,75¢
Auto and light truck 397,81! 48 1 — 397,86 38 397,90:
Medium and heavy duty truck 247,09 — — — 247,09 56 247,15:
Aircraft financing 699,05 541 15,59 — 715,19. 12,47 727,66"
Construction equipment financing 396,82: 99¢ 1,36¢ — 399,18t 751 399,94(
Commercial real estate 611,78( — — — 611,78( 4,801 616,58
Residential real estate 441,50¢ 1,09¢ 311 87¢ 443,79: 1,96¢ 445, 75!
Consumer 141,57 67€ 22¢ 10¢ 142,58! 22t 142,811
Total $ 3,632,000 $ 3,36 $ 17,62  $ 98z % 3,653,97. $ 34,60: $ 3,688,57.
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The following table shows impaired loans and leasegregated by class, and the corresponding eefarimpaired loan and lease losses.

Unpaid Principal

(Dollars in thousands) Recorded Investment Balance Related Reserve
March 31, 2015
With no related reserve recorded:
Commercial and agricultural $ 6,09¢ 6,09t —
Auto and light truck — — —
Medium and heavy duty truck — — —
Aircraft financing 4,91¢ 4,91¢ —
Construction equipment financing 734 734 —
Commercial real estate 10,77: 10,77: —
Residential real estate — — —
Consumer — — —
Total with no related reserve recorded 22,52( 22,51¢ —
With a reserve recorded:
Commercial and agricultural 59¢ 59¢ 13
Auto and light truck — — —
Medium and heavy duty truck — — —
Aircraft financing 2,46( 2,46( 501
Construction equipment financing — — —
Commercial real estate 77E 77E 67
Residential real estate 371 374 154
Consumer — — —
Total with a reserve recorded 4,20¢ 4,207 73t
Total impaired loans $ 26,72¢ 26,72¢ 73t
December 31, 2014
With no related reserve recorded:
Commercial and agricultural $ 14,46¢ 14,467 —
Auto and light truck — — —
Medium and heavy duty truck — — —
Aircraft financing 12,74( 12,74 —
Construction equipment financing 74€ 74€ —
Commercial real estate 11,70° 11,70° —
Residential real estate — — —
Consumer = = =
Total with no related reserve recorded 39,66 39,66 —
With a reserve recorded:
Commercial and agricultural 74 74 5
Auto and light truck — — —
Medium and heavy duty truck — — —
Aircraft financing — — —
Construction equipment financing — — —
Commercial real estate 79¢ 79¢ 80
Residential real estate 37¢ 37¢ 15€
Consumer = = =
Total with a reserve recorded 1,24¢ 1,24¢ 241
$ 40,90¢ 40,90¢ 241

Total impaired loans
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The following table shows average recorded investraad interest income recognized on impaired |l@amkleases, segregated by class.

Three Months Ended March 31,

2015 2014

Average Average

Recorded Interest Recorded Interest
(Dollarsin thousands) Investment Income Investment Income
Commercial and agricultural $ 9,80¢ $ 10 $ 11,258 $ 1€
Auto and light truck — — 1,627 —
Medium and heavy duty truck — — — —
Aircraft financing 9,14« 6 6,97¢ 9
Construction equipment financing 73¢ — 94¢ —
Commercial real estate 11,90¢ 14z 13,66¢ 147
Residential real estate 378 4 37¢ 4
Consumer — — — —
Total $ 31,96¢ $ 16z $ 34,85 $ 17¢€

The following table shows the number of loans aabés classified as troubled debt restructurindR(Tduring the three months ended
March 31, 2015 and 2014 , segregated by classglsawthe recorded investment as of March Fhe classification between nonperforn
and performing is shown at the time of modificatidModification programs focus on extending matudgtes or modifying payment patte
with most TDRs experiencing a combination of cosmass. The modifications did not result in the caotual forgiveness of principal
interest. There were no modifications during the¢hmonths ended March 31, 2015 and 204 resulted in an interest rate reduction b
market rate. Consequently, the financial impadhefmodifications was immaterial.

Three Months Ended March 31,

2015 2014

Number of Recorded Number of Recorded
(Dollarsin thousands) Modifications Investment Modifications Investment

Performing TDRs:

Commercial and agricultural — 3 — — 3 —
Auto and light truck — — — —
Medium and heavy duty truck — — — _
Aircraft financing — — 1 59¢
Construction equipment financing = — — _
Commercial real estate — — — —
Residential real estate — — — —

Consumer — — — —

Total performing TDR modifications — S = 1 3 59¢

Nonperforming TDRs:

Commercial and agricultural — 3% — — % _
Auto and light truck — — — —
Medium and heavy duty truck — — — _
Aircraft financing — — — _
Construction equipment financing — — — —
Commercial real estate = — — _
Residential real estate — — — —

Consumer = == = =

Total nonperforming TDR modifications —  $ — —  $ —
Total TDR modifications — $ — 1 $ 59¢

There were no TDRs which had payment defaults withé twelve months following modification durirfietthree months ended March 31,
2015 and 2014 . Default occurs when a loan or |=a86 days or more past due under the modifiedger transferred to nonaccrual.
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The following table shows the recorded investmenloans and leases classified as troubled debtuetatings as of March 31, 20%mnc
December 31, 2014 .

March 31, December 31,
(Dollarsin thousands) 2015 2014
Performing TDRs $ 8,42¢ $ 9,11¢
Nonperforming TDRs 6,93¢ 14,50°
Total TDRs $ 15,36 $ 23,62t

Note 5. Reserve for Loan and Lease Losses

The reserve for loan and lease loss methodologybbas consistently applied for several years, withancements instituted periodice
Reserve ratios are reviewed quarterly and reviseigically to reflect recent loss history andricarporate current risks and trends which
not be recognized in historical data. As the histdrcharge-off analysis is updated, the Comparweres the lookback periods for ea
business loan portfolio. Furthermore, a thoroughlamis of charge-offs, noperforming asset levels, special attention outsteysd ani
delinquency is performed in order to review poitfdtends and other factors, including specificusialy risks and economic conditions, wt
may have an impact on the reserves and reseres gtplied to various portfolios. The Company atdjtise calculated historical based rati
a result of the analysis of environmental factprcipally economic risk and concentration riskeyKeconomic factors affecting the portfo
are growth in gross domestic product, unemploynratgs, housing market trends, commodity pricedatioh and global economic a
political issues. Concentration risk is impacteinarily by geographic concentration in Northerniam and Southwestern Lower Michigau
the business banking and commercial real estatfofios and by collateral concentration in the spky finance portfolios and exposure
foreign markets by geographic risk.

The reserve for loan and lease losses is maintahadevel believed to be appropriate by the Campta absorb probable losses inherent it
loan and lease portfolio. The determination ofbeerve requires significant judgment reflecting @ompanys best estimate of probable i
and lease losses related to specifically identifimpaired loans and leases as well as probableddssthe remainder of the various loan
lease portfolios. For purposes of determining teerve, the Company has segmented loans and Iatsetasses based on the associatec
within these segments. The Company has determiregceightclasses exist within the loan and lease portfditee methodology for assess
the appropriateness of the reserve consists ofadwey elements, which include: specific reseifeesmpaired loans, formula reserves for €
business lending division portfolio including pemtage allocations for special attention loans @asdés not deemed impaired, and reservi
pooled homogeneous loans and leases. The Congpawngluation is based upon a continuing reviewhes¢ portfolios, estimates of custo
performance, collateral values and dispositionsd, @assessments of economic and geopolitical evalhtsf which are subject to judgment
will change.
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The following table shows the changes in the reséov loan and lease losses, segregated by ctasthef three months endéthrch 31, 201
and 2014 .

Construction

Commercial and Auto and Medium and Aircraft equipment Commercial Residential
(Dollarsin thousands) agricultural light truck heavy duty truck financing financing real estate real estate Consumer Total
March 31, 2015
Reserve for loan and lease losses
Balance, beginning of period $ 11,76( $ 10,32¢ $ 4,500 $ 32,23¢ $ 7,00¢ $ 13,27( $ 4,10: $ 1,86¢ $ 85,06¢
Charge-offs 94z 22 — 49 — — 4C 147 1,201
Recoveries 47¢ 6C 3 44 12z 97 2 68 874
Net charge-offs (recoveries) 46E (38) 3) 5 (122) 97) 38 79 327
Provision (recovery of provision BN 42¢ (139) (92¢) 61C (181) 51 19C 357
Balance, end of period $ 11,62( $ 10,79¢ $ 4,36¢ $ 31,30: $ 7,74 $ 13,18¢ $ 4,11t $ 1,97¢ $ 85,09¢
Ending balance, individually
evaluated for impairment $ 13 $ — $ — $ 501 $ — $ 67 $ 154 $ — $ 73¢
Ending balance, collectively
evaluated for impairment 11,607 10,79¢ 4,36¢ 30,80( 7,74( 13,11¢ 3,961 1,97¢ 84,36!
Total reserve for loan and lease
losses $ 11,62(  $ 10,790  $ 436  $ 31,30  $ 7,740 $ 13,18  $ 4118 $ 197¢ $ 85,09¢
Recorded investment in loans
Ending balance, individually
evaluated for impairment $ 6,69¢ $ — $ — $ 7,37¢ $ 734 $ 11,54¢ $ 371 $ — $ 26,72
Ending balance, collectively
evaluated for impairment 705,59¢ 402,38¢ 240,18 689,56« 438,79t 604,00¢ 443,00 150,86( 3,674,40:
Total recorded investment in loans  $ 712,29: $ 402,38 $ 240,18 $ 696,94: $ 439,53( $ 615,55! $ 44337 $  150,86( $ 3,701,13
March 31, 2014
Reserve for loan and lease losses
Balance, beginning of period $ 11,518 $ 9,657 $ 4,212 $ 34,037 $ 5,972 $ 12,40¢ $ 4,09: $ 1,61% $ 83,50¢
Charge-offs 15 11 — — 2 1 1€ 25¢ 30z
Recoveries BiE 234 37 57 16€ 39 5 87 1,004
Net charge-offs (recoveries) (364) (223) 37 (57) (164) (38 11 171 (701)
Provision (recovery of provision (6C) (2249) 162 41F 17¢ 165 (20) 18¢ 804
Balance, end of period $ 11,81¢ $ 9,65¢ $ 4,411 $ 34,50¢ $ 6,31« $ 12,60¢ $ 4,062 $ 1,63( $ 85,01(
Ending balance, individually
evaluated for impairment $ — $ — $ — $ 57 $ 9 $ — $ 16C $ — $ 22¢
Ending balance, collectively
evaluated for impairment 11,81¢ 9,65¢ 4,411 34,45; 6,30t 12,60¢ 3,902 1,63( 84,78¢
Total reserve for loan and lease
losses $ 11,81¢  $ 9,65¢ % 4411 $ 34,50¢ $ 631 $ 12,60¢ $ 406: $ 163 $ 85,01(
Recorded investment in loans
Ending balance, individually
evaluated for impairment $ 11,14¢ $ 26€ $ = $ 4,147 $ 1,12¢ $ 12,78¢ $ 371 $ = $ 29,85«
Ending balance, collectively
evaluated for impairment 687,10( 388,39¢ 237,90¢ 726,65¢ 351,66 575,84( 455,30: 124,84! 3,547,711
Total recorded investment in loans ~ $ 698,24t $ 388,66! $ 237,90t $ 730,80: $ 352,791 $ 588,62! $ 455,67t $ 124,84 $  3,577,56

Note 6. Mortgage Servicing Rights

The Company recognizes the rights to service rasimlenortgage loans for others as separate asgh&ther the servicing rights are acqu
through a separate purchase or through the saldgihated loans with servicing rights retainedeT@ompany allocates a portion of the t
proceeds of a mortgage loan to servicing rightethamn the relative fair value. The unpaid principalance of residential mortgage lo
serviced for third parties was $813.40 million &825.17 million at March 31, 2015 and December2®14 , respectively.

Mortgage servicing rights (MSRs) are evaluatedifigpairment at each reporting date. For purposesnphirment measurement, MSRs
stratified based on the predominant risk charaattesi of the underlying servicing, principally byah type. If temporary impairment ex
within a tranche, a valuation allowance is estéigiisthrough a charge to income equal to the amwmymthich the carrying value exceeds



fair value. If it is later determined all or a port of the temporary impairment no longer existsdgarticular tranche, the valuation allowe
is reduced through a recovery of income.
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The following table shows changes in the carryialyg of MSRs and the associated valuation allowance

Three Months Ended

March 31,

(Dollarsin thousands) 2015 2014
Mortgage servicing rights:

Balance at beginning of period $ 4,73 $ 4,84¢

Additions 25(C 201

Amortization (399) (28€)

Sales — —
Carrying value before valuation allowance at engesfod 4,59( 4,75¢
Valuation allowance:

Balance at beginning of period — —

Impairment (charges) recoveries — —

Balance at end of period $ — 3 —
Net carrying value of mortgage servicing rightemad of period $ 459C $ 4,75¢
Fair value of mortgage servicing rights at end exiiqul $ 6,65¢ $ 7,86¢

At March 31, 2015 and 2014 , the fair value of M@Rseeded the carrying value reported in the Setesrof Financial Condition by $2.06
million and $3.11 million, respectively. This difference represents increasehe fair value of certain MSRs that could betrecorded abo
cost basis.

Mortgage loan contractual servicing fees, includatg fees and ancillary income, were $0.72 millgord $0.79 million for the thremonth:
ended March 31, 2015 and 20]14espectively. Mortgage loan contractual serviciegs are included in Mortgage Banking Income a
Statements of Income.

Note 7. Commitments and Financial Instrumentsvith Off-Balance-Sheet Risk

1st Source and its subsidiaries are parties tadiah instruments with off-balance-sheet risk i thormal course of business. These of
balancesheet financial instruments include commitmentsriginate and sell loans and standby letters ofitr@he instruments involve,
varying degrees, elements of credit and interdst nigk in excess of the amount recognized in ttetehents of Financial Condition. 1
exposure to credit loss in the event of nonperforeeaby the other party to the financial instrumdatdoan commitments and standby let
of credit is represented by the dollar amount oléhinstruments. The Company uses the same ciitites and collateral requirements
making commitments and conditional obligationstaioes for on-balance-sheet instruments.

1st Source Bank (Bank), a subsidiary of 1st So@oeporation, grants mortgage loan commitments todweers, subject to normal lo
underwriting standards. The interest rate risk eiaged with these loan commitments is managed bgrieig into contracts for future deliver
of loans. Loan commitments generally have fixedimtipn dates or other termination clauses and raguire payment of a fee. Since man
the commitments are expected to expire without deirawn upon, the total commitment amounts do maessarily represent future ¢
requirements.

The Bank issues standby letters of credit whichcamditional commitments that guarantee the perdmwe of a client to a third party. 1
credit risk involved in and collateral obtained whissuing standby letters of credit is essentitilly same as that involved in extending
commitments to clients. Standby letters of credtaled $27.90 million and $26.94 million at March 2015 and December 31, 2014
respectively. Standby letters of credit generadlyédterms ranging from six months to one year.

Note 8. Derivative Financial Instruments
Commitments to originate residential mortgage loagisl for sale and forward commitments to selldestial mortgage loans are considt

derivative instruments. See Note 7 for further infation.
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The Company has certain interest rate derivativgtipos that are not designated as hedging instisn®erivative assets and liabilities
recorded at fair value on the balance sheet andl#pinto account the effects of master netting@agents. Master netting agreements allo\
Company to settle all derivative contracts heldhwat single counterparty on a net basis, and teebfiet derivative positions with rela
collateral, where applicable. These derivative fimss relate to transactions in which the Compamtgns into an interest rate swap with a ¢
while at the same time entering into an offsetiimgrest rate swap with another financial instdnotiln connection with each transaction,
Company agrees to pay interest to the client ootiomal amount at a variable interest rate andivecmterest from the client on the se
notional amount at a fixed interest rate. At theedime, the Company agrees to pay another finhimsititution the same fixed interest rate
the same notional amount and receive the sameblaiizerest rate on the same notional amount.tieimsaction allows the client to effectiv
convert a variable rate loan to a fixed rate. Beeatlne terms of the swaps with the customers amatther financial institutions offset e:
other, with the only difference being counterpamtgdit risk, changes in the fair value of the uhdeg derivative contracts are not materi
different and do not significantly impact the Comypa results of operations.

The following table shows the amounts of non-heggiarivative financial instruments.

Asset derivatives Liability derivatives

Notional or
contractual Statement of Financial Statement of Financial
(Dollarsin thousands) amount Condition classification Fair value Condition classification Fair value
March 31, 2015
Interest rate swap contracts $ 455,14¢  Other assets $ 10,14¢  Other liabilities 10,341
Loan commitments 17,64¢  Mortgages held for sale 141 N/A —
Forward contracts - mortgage loan 34,05C N/A —  Mortgages held for sale 16¢
Total $ 506,84t $ 10,28 10,51:
December 31, 2014
Interest rate swap contracts $ 459,50¢  Other assets $ 9,12t Other liabilities 9,307
Loan commitments 11,10¢  Mortgages held for sale 2 NA —
Forward contracts - mortgage loan 19,80C N/A —  Mortgages held for sale 14z
Total $ 490,41 $ 9,127 9,44
The following table shows the amounts includechim $tatements of Income for non-hedging derivdtieamncial instruments.
Gain (loss)
Three Months Ended
March 31,
(Dollars in thousands) Statement of Income classification 2015 2014
Interest rate swap contracts Other expense $ a9 s 6
Interest rate swap contracts Other income 76 92
Loan commitments Mortgage banking income 13¢ 11C
Forward contracts - mortgage loan Mortgage banking income (26) (120
Forward contracts - foreign exchange Other income — Q)
Total $ 17¢ 8 87
The following table shows the offsetting of finascassets and derivative assets.
Gross Amounts Not Offset in the
Statement of Financial Condition
Net Amounts of Assets
Gross Amounts  Gross Amounts Offset Presented in the
of Recognized in the Statement of Statement of Financial Cash Collateral
(Dollarsin thousands) Assets Financial Condition Financial Condition Instruments Received Net Amount
March 31, 2015
Interest rate swaps $ 10,477 $ 331 3% 10,14¢  $ —  $ — 3 10,14¢
December 31, 2014
Interest rate swaps $ 9,49 $ 367 $ 9,128 $ — 3 —  $ 9,12t
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The following table shows the offsetting of finagdiabilities and derivative liabilities.

Gross Amounts Not Offset in the
Statement of Financial Condition

Gross Amounts  Gross Amounts Offset  Net Amounts of Liabilities

of Recognized in the Statement of Presented in the Statement Financial Cash Collateral

(Dollarsin thousands) Liabilities Financial Condition of Financial Condition Instruments Pledged Net Amount
March 31, 2015

Interest rate swaps $ 10,67¢ $ 331 $ 10,34:  $ — 3 9,79: % 551
Repurchase agreements 123,07t — 123,07t 123,07! — —
Total $ 133,74¢  $ 331 % 133,41t  $ 123,070 $ 9,79: $ 551
December 31, 2014

Interest rate swaps $ 9,66¢ $ 367 $ 9,30: $ — 3 9,01¢ $ 28¢
Repurchase agreements 128,34: — 128,34: 128,34: — —
Total $ 138,01: $ 367 $ 137,648 $ 128,34, % 9,018 $ 28/

If a default in performance of any obligation afepurchase agreement occurs, each party will $gtroperty held in respect of transactions
against obligations owing in respect of any othangactions.

Note 9.  Earnings Per Share

Earnings per common share is computed using theclags method. Basic earnings per common sharenipwied by dividing net incor
available to common shareholders by the weigltestage number of common shares outstanding dtniegapplicable period, excludi
outstanding participating securities. Participatdegurities include non-vested restricted stockrdsvaNonvested restricted stock awards
considered participating securities to the extbetholders of these securities receive fafeitable dividends at the same rate as holdé
common stock. Diluted earnings per common shacernsputed using the weightedkerage number of shares determined for the basning:
per common share computation plus the dilutivectfté stock compensation using the treasury stoethod. Stock options, where the exer
price was greater than the average market pridckeotommon shares, were excluded from the computati diluted earnings per comn
share because the result would have been antidilufhere were no stock options outstanding asat31, 2015 and 2014 .

The following table presents a reconciliation af ttumber of shares used in the calculation of tmsicdiluted earnings per common share.

Three Months Ended

March 31,

(Dollarsin thousands - except per share amounts) 2015 2014
Distributed earnings allocated to common stock $ 4,29 % 4,13t
Undistributed earnings allocated to common stock 9,06:¢ 9,311

Net earnings allocated to common stock 13,35¢ 13,44¢

Net earnings allocated to participating securities 152 18¢
Net income allocated to common stock and partigigagecurities $ 13,51:  $ 13,63
Weighted average shares outstanding for basicregriper common share 23,871,15 24,317,44
Dilutive effect of stock compensation — —
Weighted average shares outstanding for dilutedimgs per common share 23,871,15 24,317,44
Basic earnings per common share $ 0.5¢ $ 0.5¢
Diluted earnings per common share $ 0.5¢ $ 0.5t

Note 10. Stock Based Compensation

As of March 31, 2015 , the Company had four actiteekbased employee compensation plans, which are mdyedescribed in Note 16
the Consolidated Financial Statements in 1st S@ifeenual Report on Form 10-K for the year endedé@mrber 31, 2014These plans inclu
threeexecutive stock award plans, the Executive Incenffian, the Restricted Stock Award Plan, the 1998oFmance Compensation Pl
and the Employee Stock Purchase Plan. The 201k Stption Plan was approved by the shareholdersil 21, 2011 but the Company t
not made any grants through March 31, 2015 .
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Stock-based compensation expense for all stockdbam®mpensation awards granted is based on the-dasatfair value. For all awards exc
stock option awards, the grant date fair valudtisee the fair market value per share or book vaeeshare (corresponding to the type of <
awarded) as of the grant date. For stock optiorr@sydhe grant date fair value is estimated udiregBlackScholes option pricing model. F
all awards the Company recognizes these compensetists only for those shares expected to vest straghtline basis over the requis
service period of the award, for which the Compasgs the related vesting term. The Company estinfatéeiture rates based on histor
employee option exercise and employee terminatigrergence. The Company has identified separatepgrofi award recipients that exh
similar option exercise behavior and employee teatidbn experience and have considered them asadeapups in the valuation models
expense estimates.

The stock-based compensation expense recognizbd Btatements of Income for the three months eMiedh 31, 2015 and 201as base
on awards ultimately expected to vest, and accghgimas been adjusted by the amount of estimatdelifiores. GAAP requires forfeitures to
estimated at the time of grant and revised, if asagy, in subsequent periods if actual forfeituliffer from those estimates. Forfeitures w
estimated based patrtially on historical experience.

Total fair value of options vested and expensedzeas for the three months ended March 31, 2015284 . As of March 31, 2015 a201<
there were no outstanding stock options. There werstock options exercised during the three moetftied March 31, 2015 and 201All
shares issued in connection with stock option egescare issued from available treasury stock.

As of March 31, 2015 , there was $7.08 million ofat unrecognized compensation cost related tovested sharéased compensati
arrangements. That cost is expected to be recatjoizer a weighted-average period of 3.40 years.

Note 11. Accumulated Other Comprehensive Income

The following table presents reclassifications ofitaccumulated other comprehensive income relabednrealized gains and losses
available-for-sale securities.

Three Months Ended

March 31,
(Dollarsin thousands) 2015 2014 Affected Line Item in the Statements of Income
Realized gains included in net income $ — 3 96%  Gains on investment securities available-for-sale
— 96%  Income before income taxes
Tax effect — (361) Income tax expense
Net of tax $ — % 602 Netincome

Note 12. Income Taxes

The total amount of unrecognized tax benefits thatild affect the effective tax rate if recognizedsa$0.06 million at March 31, 20Em¢
there were no unrecognized tax benefits that watfiect the effective tax rate at December 31, 20lterest and penalties were recogn
through the income tax provision. For the three theended March 31, 2015 , the Company recognipadterest or penalties. For the th
months ended March 31, 2014 , the Company recod@pproximately $0.02 million in interest, net akteffect, and penalties. There ware
accrued interest and penalties at March 31, 2083@mtember 31, 2014 , respectively.

Tax years that remain open and subject to audiidecthe federal 2011-2014 years and the Indiai8-2014 years. The Company does
anticipate a significant change in the amount afautain tax positions within the next 12 months.

Note 13. Fair Value Measurements

The Company records certain assets and liabibiti¢air value. Fair value is defined as the pritat tvould be received to sell an asset or pe
transfer a liability in an orderly transaction betem market participants at the measurement daitevédae measurements are also utilize
determine the initial value of certain assets aalbillties, to perform impairment assessments, fandlisclosure purposes. The Company
guoted market prices and observable inputs to #mamum extent possible when measuring fair valnghé absence of quoted market pri
various valuation techniques are utilized to meadair value. When possible, observable market dataidentical or similar financi
instruments is used in the valuation. When markst ds not available, fair value is determined gsialuation models that incorpor
management’s estimates of the assumptions a naakiitipant would use in pricing the asset or ligbi

Fair value measurements are classified within dribree levels based on the observability of thputs used to determine fair value, as follc

. Level 1 — The valuation is based on quoted prinexctive markets for identical instruments.
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* Level 2 —The valuation is based on observable inputs sucjuaied prices for similar instruments in activerkess, quoted prices f
identical or similar instruments in markets thae arot active, and modélsed valuation techniques for which all signifi
assumptions are observable in the market.

e Level 3—The valuation is based on unobservable inputsateasupported by minimal or no market activity amat are significant-
the fair value of the instrument. Level 3 valuatiare typically performed using pricing modelscdismted cash flow methodologi
or similar techniques that incorporate managemseni/n estimates of assumptions that market paatitgpwould use in pricing t
instrument, or valuations that require significardnagement judgment or estimation.

A financial instrumeng level within the fair value hierarchy is based the lowest level of input that is significant tbet fair valui
measurement.

The Company elected fair value accounting for naaygs held for sale. The Company believes the etefbir mortgages held for sale (wh
are economically hedged with free standing denvesii will reduce certain timing differences andtéetatch changes in the value of tt
assets with changes in the value of derivativesl s economic hedges for these assets. At MarcB@®5 and December 31, 2014l
mortgages held for sale were carried at fair value.

The following table shows the differences betwdan fair value carrying amount of mortgages helddale measured at fair value and
aggregate unpaid principal amount the Companyrnsractually entitled to receive at maturity.

Excess of fair
value carrying
amount over

Fair value carrying Aggregate (under) unpaid
(Dollarsin thousands) amount unpaid principal principal
March 31, 2015
Mortgages held for sale reported at fair value $ 2282( $ 2252( $ 30C (1)
December 31, 2014
Mortgages held for sale reported at fair value $ 13,60 $ 1352t $ 78 (1)

(1) The excess of fair value carrying amount over (undepaid principal is included in mortgage bankingome and includes changes in
value at and subsequent to funding and gains as&$oon the related loan commitment prior to fugdin

Financial I nstruments on Recurring Basis:
The following is a description of the valuation imedologies used for financial instruments measatddir value on a recurring basis:

Investment securities available for sale are vaju@tharily by a third party pricing agent. Pricagplied by the independent pricing agen
well as their pricing methodologies and assumptians reviewed by the Company for reasonablenebsoagnsure such prices are aligned
market levels. In general, the Companyiivestment securities do not possess a complestste that could introduce greater valuation.
The portfolio mainly consists of traditional invesnts including U.S. Treasury and Federal agersaesrities, federal agency mortgage pas
through securities, and general obligation andmagemunicipal bonds. Pricing for such instrumestiirly generic and is easily obtained.

a quarterly basis, prices supplied by the priciggra are validated by comparison to prices obtafrad other third party sources for a mate
portion of the portfolio.

The valuation policy and procedures for Level 3 f@ilue measurements of available for sale dehiriess are decided through collabora
between management of the Corporate AccountingFamdls Management departments. The changes indhie \ymeasurement for Leve
securities are analyzed on a periodic basis undeollaborative framework with the aforementioneca#ments. The methodology ¢
variables used for input are derived from the caration of observable and unobservable inputs. Ti@bservable inputs are determi
through internal assumptions that may vary fromigueto period due to external factors, such as etarkovement and credit rati
adjustments.

Both the market and income valuation approacheggtemented using the following types of inputs:
» U.S. treasuries are priced using the market appraad utilizing live data feeds from active margethanges for identical securiti
e Governmensponsored agency debt securities and corporatesbamedprimarily priced using available market infation throug

processes such as benchmark curves, market vaisatidike securities, sector groupings and mairiging.
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» Other government-sponsored agency securitiestgagebacked securities and some of the actively tradeMIRs and CMOs, a
primarily priced using available market informatimtiuding benchmark yields, prepayment speedgasfs and volatility of simil;
securities.

« Other inactive governmesponsored agency securities are primarily pricétgusonsensus pricing and dealer quc

o State and political subdivisions are largely gralfg®y characteristics, i.e., geographical data aodrcg of revenue in tra
dissemination systems. Since some securities dreated daily and due to other grouping limitatipactive market quotes are of
obtained using benchmarking for like securitiescdlalirect placement municipal securities, withyktle market activity, are price
using an appropriate market yield curve, whichudels a credit spread assumption.

» Marketable equity (common) securities are primapiliced using the market approach and utilizing liata feeds from active mar
exchanges for identical securities.

Trading account securities are priced using theketaapproach and utilizing live data feeds fromiv&ctmarket exchanges for identi
securities.

Mortgages held for sale and the related loan comerits and forward contracts (hedges) are valuedasmarket value approach and utili:
an appropriate current market yield and a loan citmemt closing rate based on historical analysis.

Interest rate swap positions, both assets anditiabj are valued by a third party pricing agesing an income approach and utilizing mo
that use as their basis readily observable matketnpeters. This valuation process considers vafamisrs including interest rate yield cun
time value and volatility factors. Validation ofittth party agent valuations is accomplished by caingathose values to the Compasigwa
counterparty valuations. Management believes anstdent is required to “mid-marketaluations for derivatives tied to its performirgaf
portfolio to recognize the imprecision and relateghosure inherent in the process of estimating erpecredit losses as well as velocit
deterioration evident with systemic risks embedidettiese portfolios.
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The following table shows the balance of assetsliabdities measured at fair value on a recurtiagis.

(Dollars in thousands) Level 1 Level 2 Level 3 Total
March 31, 2015
Assets:
Investment securities available-for-sale:
U.S. Treasury and Federal agencies securities $ 19,97¢ $ 370,37¢ — 390,35t
U.S. States and political subdivisions securities — 116,43: 5,63 122,06:
Mortgage-backed securities — Federal agencies — 244,60t — 244,60¢
Corporate debt securities — 32,02¢ — 32,02¢
Foreign government and other securities = — 80¢ 80¢
Total debt securities 19,97¢ 763,44 6,44( 789,86:
Marketable equity securities 6,74% = — 6,74
Total investment securities available-for-sale 26,72: 763,44 6,44( 796,60«
Trading account securities 20¢ — — 20¢
Mortgages held for sale — 22,82( — 22,82(
Accrued income and other assets (interest rate aggements) — 10,14¢ — 10,14¢
Total $ 26,92¢ $ 796,40¢ 6,44( 829,77¢
Liabilities:
Accrued expenses and other liabilities (interetst savap agreements) $ — 3 10,34 — 10,34
Total $ — 3 10,34 — 10,34
December 31, 2014
Assets:
Investment securities available-for-sale:
U.S. Treasury and Federal agencies securities $ 19,80¢ $ 353,69! — 373,508
U.S. States and political subdivisions securities — 118,22: 6,46¢ 124,68t
Mortgage-backed securities — Federal agencies — 253,00t — 253,00t
Corporate debt securities — 31,93 — 31,93
Foreign government and other securities = — 811 811
Total debt securities 19,80¢ 756,85’ 7,271 783,94.
Marketable equity securities 7,17¢ — — 7,17¢
Total investment securities available-for-sale 26,98 756,85’ 7,271 791,11¢
Trading account securities 20& — — 20t
Mortgages held for sale — 13,60 — 13,60
Accrued income and other assets (interest rate agagements) = 9,12¢ = 9,12¢
Total $ 27,18¢ $ 779,58t 7,271 814,05:
Liabilities:
Accrued expenses and other liabilities (interetst savap agreements) $ — % 9,30z — 9,30z
Total $ — 3 9,302 — 9,30z

22




Table of Contents

The following table shows changes in Level 3 asaatsliabilities measured at fair value on a raogrbasis for the quarter endithrch 31

2015 and 2014 .

U.S. States and

political Foreign
subdivisions government and Investment securities
(Dollars in thousands) securities other securities available-for-sale
Beginning balance January 1, 2015 $ 6,466 $ 811 $ 7,271
Total gains or losses (realized/unrealized):
Included in earnings — — —
Included in other comprehensive income ()] ©)] (20
Purchases — — —
Issuances — — —
Sales — — —
Settlements — — —
Maturities (827) — (827)
Transfers into Level 3 — — —
Transfers out of Level 3 = = =
Ending balance March 31, 2015 $ 563: $ 80 $ 6,44(
Beginning balance January 1, 2014 $ 549 $ — 8 5,49¢
Total gains or losses (realized/unrealized):
Included in earnings — — —
Included in other comprehensive income 16 — 1€
Purchases — — —
Issuances — — —
Sales — — —
Settlements — — —
Maturities (805) — (80%)
Transfers into Level 3 — — —
Transfers out of Level 3 — — —
$ 4,70¢ $ — % 4,70¢

Ending balance March 31, 2014

There were no gains or losses for the period iredud earnings attributable to the change in uiredlgains or losses relating to assets and
liabilities still held at March 31, 2015 or 201Klo transfers between levels occurred during theettmonths ended March 31, 2015 or 2014 .

The following table shows the valuation methodol@gd unobservable inputs for Level 3 assets arulitias measured at fair value o

recurring basis.

(Dollarsin thousands)

Fair Value

Valuation Methodology

Unobservable Inputs

Range of Inputs

March 31, 2015
Investment securities available-for sale

Direct placement municipal securities
Foreign government

December 31, 2014

Investment securities available-for sale

Direct placement municipal securities

Foreign government

5,632

80¢

6,46¢

811

Discounted cash flows

Discounted cash flows

Discounted cash flows

Discounted cash flows

Credit spread assumption

Market yield assumption

Credit spread assumption

Market yield assumption

0.80% -2.03%

0.16% -1.43%

0.99% -2.08%

0.25% -1.31%

The sensitivity to changes in the unobservabletspad their impact on the fair value measuremanthe significant. The significant



unobservable input for direct placement municigadusities are the credit spread assumptions usektermine the fair value measure.
increase (decrease) in the estimated spread assangtthe market will decrease (increase) the Yailue measure of the securities.

significant unobservable input for foreign govermmeecurities are the market yield assumptions. mhaeket yield assumption is negativ
correlated to the fair value measure. An increasergase) in the determined market yield assumptibrdecrease (increase) the fair ve
measurement.
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Financial I nstruments on Non-recurring Basis:

The Company may be required, from time to timenasure certain other financial assets at fairevalua norrecurring basis in accordar
with GAAP. These adjustments to fair value usuadlgult from application of lower of cost or marletcounting or impairment charges
individual assets.

The Credit Policy Committee (CPC), a managementroiti®@e, is responsible for overseeing the valuapimtesses and procedures for Le\
measurements of impaired loans, other real estadergpossessions. The CPC reviews these assetsqoarirly basis to determine

accuracy of the observable inputs, generally thady appraisals, auction values, values derivenh firade publications and data submitte
the borrower, and the appropriateness of the umediske inputs, generally discounts due to curreatkat conditions and collection issues.
CPC establishes discounts based on asset typeatution source; deviations from the standard aeuchented. The discounts are revie
periodically, annually at a minimum, to determiheyt remain appropriate. Consideration is givenutoent trends in market values for the a
categories and gains and losses on sales of siasgmts. The Loan and Funds Management Committidse &oard of Directors is responsi
for overseeing the CPC.

Discounts vary depending on the nature of the ass®d the source of value. Aircraft are generadlijued using quarterly trade publicati
adjusted for engine time, condition, maintenancegrams, discounted by 10%Likewise, autos are valued using current auctialues
discounted by 10% ; medium and heavy duty trucksvatued using trade publications and auction wldescounted by 15%Constructio
equipment is generally valued using trade publicestiand auction values, discounted by 20Real estate is valued based on appraisi
evaluations, discounted by 2086 a minimum with higher discounts for propertypimor condition or property with characteristics ethimay
make it more difficult to market. Commercial loasbject to borrowing base certificates are genedificounted by 20%or receivables ar
40% - 75% for inventory with higher discounts wheanthly borrowing base certificates are not requoereceived.

Impaired loans and related wril®wns are based on the fair value of the underlyioliateral if repayment is expected solely frone
collateral. Collateral values are reviewed quaytarld estimated using customized discounting cit@ppraisals and dealer and trade mag
guotes which are used in a market valuation apprdacaccordance with fair value measurements, onpaired loans for which a reserve
loan loss has been established based on the fa& wacollateral require classification in therfaalue hierarchy. As a result, only a portiol
the Company'’s impaired loans are classified inf#tirevalue hierarchy.

Partnership investments and the adjustments tovdire primarily result from application of lowef oost or fair value accounting. T
partnership investments are priced using finarst@lements provided by the partnerships. Quamiatnobservable inputs are not reasor
available for reporting purposes.

The Company has established MSRs valuation polamgsprocedures based on industry standards amdstae valuation methodologies
consistent and verifiable. MSRs and related adjasts1to fair value result from application of lowar cost or fair value accounting. |
purposes of impairment, MSRs are stratified basethe predominant risk characteristics of the ulyitey servicing, principally by loan tyg
The fair value of each tranche of the servicingfptio is estimated by calculating the present eabd estimated future net servicing cash flc
taking into consideration actual and expected nagitgloan prepayment rates, discount rates, segvioists, and other economic fact
Prepayment rates and discount rates are derivedghra third party pricing agent. Changes in thetrsmnificant inputs, including prepaym
rates and discount rates, are compared to the ebanghe fair value measurements and appropéstution is made. A fair value analysi
also obtained from an independent third party agedtcompared to the internal valuation for reablemess. MSRs do not trade in an ac
open market with readily observable prices and ghosales of MSRs do occur, precise terms and donditypically are not readily availal
and the characteristics of the Company’s servipimgfolio may differ from those of any servicingrffolios that do trade.

Other real estate is based on the lower of cofdiovalue of the underlying collateral less expelcselling costs. Collateral values are estirr
primarily using appraisals and reflect a markeugahpproach. Fair values are reviewed quarterlyravd appraisals are obtained annu
Repossessions are similarly valued.

For assets measured at fair value on a nonrecupasg the following represents impairment chalgesoveries) recognized on these a:
during the quarter ended March 31, 2015 : impdioatis $0.00 million ; partnership investments -.@8) million ; mortgage servicing rigt
$0.00 million ; repossessions $0.62 million , atttkeo real estate - $0.00 million .
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The following table shows the carrying value ofedssneasured at fair value on a non-recurring basis

(Dollars in thousands) Level 1 Level 2 Level 3 Total
March 31, 2015

Impaired loans - collateral based $ — 3 —  $ 3471 3% 3,471
Accrued income and other assets (partnership imezgs) — — 1,01(C 1,01(
Accrued income and other assets (mortgage serviights) — — 4,59( 4,59(
Accrued income and other assets (repossessions) — — 4,607 4,607
Accrued income and other assets (other real estate) — — 1,51¢ 1,51¢
Total $ — 3 — 3 1519¢ $ 15,19¢

December 31, 2014

Impaired loans - collateral based $ — % — S 1,000 $ 1,007
Accrued income and other assets (partnership imezgs) — — 1,34: 1,34:
Accrued income and other assets (mortgage servights) — — 4,73: 4,73
Accrued income and other assets (repossessions) — — 5,15¢ 5,15¢
Accrued income and other assets (other real estate) = = 1,73¢ 1,73¢
Total $ — 3 — 3 13,97  $ 13,97

The following table below shows the valuation melblogy and unobservable inputs for Level 3 assaddiabilities measured at fair value on
a non-recurring basis.

(Dollarsin thousands) Carrying Value Fair Value Valuation Methodology Unobservable Inputs Range of Inputs

March 31, 2015

Impaired loans $ 3,471 $ 3,471 Collateral based measurements including appraisatie Discount for lack of marketability and 10% -25%
publications, and auction values current conditions

4,59( 6,65¢

Mortgage servicing rights Discounted cash flows Constant prepayment rate (CPR) 11.3% 20.2%
Discount rate 9.5% -13.0%
Repossessions 4,607 4,76(  Appraisals, trade publications and auction values Discount for lack of marketability 0% -3%
1,51¢ 1,69¢ . ) - 0 o
Other real estate Appraisals Discount for lack of marketability 4% -38%
December 31, 2014
Impaired loans $ 1,000 % 1,007  Collateral based measurements including appraisat Discount for lack of marketability and 20% -25%
publications, and auction values current conditions
Mortgage servicing rights 4,738 6,97¢ Discounted cash flows Constant prepayment rate (CPR) 10.2% -16.3%
Discount rate 9.5% -13.0%
Repossessions 5,15¢ 5,307 Appraisals, trade publications and auction values Discount for lack of marketability 0% -3%
1,73t 1,952 : . -
Other real estate Appraisals Discount for lack of marketability 5% -38%

GAAP requires disclosure of the fair value of fiokh assets and financial liabilities, including$e financial assets and financial liabilities
are not measured and reported at fair value onwrniag or non-recurring basis.
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The following table shows the fair values of thenfpany'’s financial instruments.

Carrying or
(Dollars in thousands) Contract Value Fair Value Level 1 Level 2 Level 3
March 31, 2015
Assets:
Cash and due from banks $ 58,19¢ $ 58,19¢ $ 58,19t $ — $ =
Federal funds sold and interest bearing deposttsather banks 11,06¢ 11,06¢ 11,06¢ — —
Investment securities, available-for-sale 796,60: 796,60: 26,72 763,44: 6,44(
Other investments and trading account securities 20,76¢ 20,76¢ 20,76¢ — —
Mortgages held for sale 22,82( 22,82( — 22,82( —
Loans and leases, net of reserve for loan and leases 3,616,033 3,640,44 — — 3,640,44!
Cash surrender value of life insurance policies 60,86( 60,86( 60,86( — —
Mortgage servicing rights 4,59( 6,65¢ — — 6,65¢
Interest rate swaps 10,14¢ 10,14¢ — 10,14¢ —
Liabilities:
Deposits $ 3,870,461 $ 3,873,390 $ 2,862,700 $ 1,010,68 $ =
Short-term borrowings 200,14t 200,14¢ 125,95( 74,19¢ —
Long-term debt and mandatorily redeemable secsritie 57,51¢ 57,587 — 57,587 —
Subordinated notes 58,76« 62,76¢ — 62,76¢ —
Interest rate swaps 10,34 10,34 — 10,34 —
Off-balance-sheet instruments * — 294 — 294 —
December 31, 2014
Assets:
Cash and due from banks $ 64,83¢ $ 64,83: $ 64,83 % —  $ —
Federal funds sold and interest bearing deposttsather banks 1,35¢€ 1,35¢ 1,35¢ — —
Investment securities, available-for-sale 791,11¢ 791,11t 26,98 756,85 7,271
Other investments and trading account securities 21,00¢ 21,00¢ 21,00¢ — —
Mortgages held for sale 13,60: 13,60: — 13,60+ —
Loans and leases, net of reserve for loan and leases 3,603,501 3,626,68: — — 3,626,68:
Cash surrender value of life insurance policies 60,37: 60,37: 60,37 — —
Mortgage servicing rights 4,73: 6,97¢ — — 6,97¢
Interest rate swaps 9,12t 9,12t — 9,12t —
Liabilities:
Deposits $ 3,802,861 $ 3,803,95 $ 2,82493 $ 979,020 % —
Short-term borrowings 245,82: 245,82; 123,33 122,48! —
Long-term debt and mandatorily redeemable secsritie 56,23 56,04+ — 56,04 —
Subordinated notes 58,76¢ 59,427 — 59,421 —
Interest rate swaps 9,30z 9,30z — 9,30z —
Off-balance-sheet instruments * — 30¢ — 30t —

* Represents estimated cash outflows required tiently settle the obligations at current markét¢sa

The methodologies for estimating fair value of finml assets and financial liabilities that are suead at fair value on a recurring or non
recurring basis are discussed above. The estinfiaitedalue approximates carrying value for cash dad from banks, federal funds sold
interest bearing deposits with other banks, otheestments, and cash surrender value of life imagrgolicies. The methodologies for o
financial assets and financial liabilities are dissed below:

Loans and Leases— For variable rate loans and leases that repricpiéeatly and with no significant change in credikrifair values are bas
on carrying values. The fair values of other loand leases are estimated using discounted cashafialyses which use interest rates curr
being offered for loans and leases with similamt&to borrowers of similar credit quality.

Deposits— The fair values for all deposits other than tim@ahits are equal to the amounts payable on denthedcérrying value). Fe



values of variable rate time deposits are equdhédr carrying values. Fair values for fixed rated deposits are estimated using discot
cash flow analyses using interest rates curremigdghoffered for deposits with similar remainingtoréties.

26




Table of Contents

Short-Term Borrowings — The carrying values of Federal funds purchaseclirities sold under repurchase agreements, aed silortterr
borrowings, including the liability related to mgaige loans available for repurchase under GNMAoogtirepurchase programs, approxir
their fair values.

Long-Term Debt and Mandatorily Redeemable Securities— The fair values of longerm debt are estimated using discounted cash
analyses, based on the current estimated incremeoieowing rates for similar types of borrowingramrgements. The carrying values
mandatorily redeemable securities are based oauttient estimated cost of redeeming these seuritiich approximate their fair values.

Subordinated Notes— Fair values are estimated based on calculatekanprices of comparable securities.

Off-Balance Sheet Instruments— Contract and fair values for certain off-balarsteet financial instruments (guarantees) are etaraase
on fees currently charged to enter into similareagrents, taking into account the remaining termthefagreements and the counterpartie
credit standing.

Limitations — Fair value estimates are made at a specific pairtinie based on relevant market information andrinftion about tt
financial instruments. Because no market existafsignificant portion of the financial instrumerfir value estimates are based on judgn
regarding future expected loss experience, curenhomic conditions, risk characteristics of vasidinancial instruments, and other s
factors.

These estimates do not reflect any premium or discthat could result from offering for sale at dime the Company entire holdings of
particular financial instrument. These estimatessaibjective in nature and require considerablgmenht to interpret market data. Accordin
the estimates presented herein are not necessatifative of the amounts the Company could realiza current market exchange, nor
they intended to represent the fair value of then@any as a whole. The use of different market aptionms and/or estimation methodolog
may have a material effect on the estimated fdwesamounts. The fair value estimates presentegirhare based on pertinent informa
available to management as of the respective balaheet date. Although the Company is not awarengffactors that would significan
affect the estimated fair value amounts, such atsobave not been comprehensively revalued sincetbégentation dates, and theref
estimates of fair value after the balance sheet whay differ significantly from the amounts presehberein.

Other significant assets, such as premises angmguit, other assets, and liabilities not definefirescial instruments, are not included in
above disclosures. Also, the fair value estimatesdéposits do not include the benefit that resutisn the loweost funding provided by tl
deposit liabilities compared to the cost of bornogvfunds in the market.
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ITEM 2.

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

The following managemerst’ discussion and analysis is presented to prouidermation concerning 1st Source Corporation ars
subsidiaries’ (collectively referred to as “the Gmany”, “we”, and “our”) financial condition as of &ich 31, 2015, as compared
December 31, 2014 , and the results of operationthé three months ended March 31, 2015 and 20hs discussion and analysis shouli
read in conjunction with our consolidated finangtdtements and the financial and statistical dpfsearing elsewhere in this report and
2014 Annual Report.

Except for historical information contained herdime matters discussed in this document expreswéial-looking statementsGenerally, th
words “believe,” “contemplate,” “seek,” “plan,” “gsible,” “assume,” “expect,” “intend,” “targeted,tontinue,” “remain,” “estimate,”
“anticipate,” “project,” “will, " would,” “may” and other similar expressionseaintended to identify forwartboking

should,” “indicate,
statements but are not the exclusive means ofifdegt such statements. Those statements, includtatements, projections, estimate
assumptions concerning future events or performaand other statements that are other than statesnoérhistorical fact, are subject
material risks and uncertainties. We caution readet to place undue reliance on any forwlaaking statements, which speak only as o
date made. We may make other written or oral fodd@oking statements from time to time. Readers drésad that various important fact
could cause our actual results or circumstancefufare periods to differ materially from those iaitated or projected in such forwalabking
statements. Such factors include, but are notdihib, changes in law, regulations or GAAP; our petitive position within the markets
serve; increasing consolidation within the bankindustry; unforeseen changes in interest ratespraséen changes in loan prepayr
assumptions; unforeseen downturns in or major evafiecting the local, regional or national econesnor the industries in which we h.
credit concentrations; and other matters discussenir filings with the SEC, including our Annuakport on Form 10-K for 2014whick
filings are available from the SEC. We undertakehligation to publicly update or revise any foraidooking statements.

FINANCIAL CONDITION

Our total assets at March 31, 2015 were $4.86hillan increase of $32.43 million from DecemberZiM 4. Total loans and leases were $.
billion, an increase of $12.56 million from DecemB&, 2014. Total investment securities, available for sakrev$796.60 million whic
represented an increase of $5.49 million and tdéglosits were $3.87 billion, an increase of $67#6llion or 1.78% over the compara
figures at the end of 2014 . Short-term borrowingse $200.15 million, a decrease of $45.68 milbbori8.58% from December 31, 2014 .

Nonperforming assets March 31, 2015vere $27.71 million, a decrease of $14.77 millian3d.77% from the $42.48 million reportec
December 31, 2014 . At March 31, 2015 and Dece®beR014, nonperforming assets were 0.73% and 1.13%, régplcof net loans ar
leases.

The following table shows accrued income and o#issets.

March 31, December 31,
(Dallarsin thousands) 2015 2014
Accrued income and other assets:
Bank owned life insurance cash surrender value $ 60,86( $ 60,37:
Accrued interest receivable 13,36¢ 13,14(
Mortgage servicing rights 4,59( 4,738
Other real estate 892 1,10¢
Former bank premises held for sale 62€ 62€
Repossessions 4,607 5,15¢€
All other assets 34,45¢ 39,557
Total accrued income and other assets $ 11939 $ 124,69:

28




Table of Contents

CAPITAL

As of March 31, 2015 , total shareholders’ equigsv$624.51 million, up $10.03 million or 1.63% frahe $614.47 million abecember 3:
2014 . In addition to net income of $13.51 milliasther significant changes in shareholders’ eqditying the first three months @01°¢
included $2.96 million of common stock acquired forasury and $4.33 million of dividends paid. Tdecumulated other comprehen:
income/(loss) component of shareholders’ equitsléat $11.25 million at March 31, 2015 , compare3at1 million at December 31, 2014
The increase in accumulated other comprehensi@riafloss) during 201#vas the result of changes in unrealized gain/(lossjecurities |
the available-for-sale portfolio. Our equity-to-atssratio was 12.84% as of March 31, 2015 , contptrd 2.72% at December 31, 201Book
value per common share rose to $26.18 at MarcB@®I5 , from $25.75 at December 31, 2014 .

We declared and paid dividends per common sha&9df8 during the first quarter of 2015 he trailing four quarters dividend payout re
representing dividends per common share dividedlibuted earnings per common share, was 30.13%. diVidend payout is continual
reviewed by management and the Board of Directgbgest to the Company’s capital and dividend policy

The banking regulators have established guidefmeleverage capital requirements, expressed mgef Tier 1 or core capital as a percen
of average assets, to measure the soundness ofircifil institution. In addition, banking regulatdnave established risglased capit
guidelines for U.S. banking organizations. The akctapital amounts and ratios of 1st Source Cotmrand 1st Source Bank asMéarch 31
2015, are presented in the table below.

To Be Well Capitalized Under
Prompt Corrective

Actual Minimum Capital Adequacy Action Provisions

(Dallarsin thousands) Amount Ratio Amount Ratio Amount Ratio
Total Capital (to Risk-Weighted Assets):

1st Source Corporation $ 645,36¢ 158(% $ 326,85: 8.0% $ 408,56« 10.0%

1st Source Bank 611,49( 15.0¢ 325,49 8.0C 406,87- 10.0C
Tier 1 Capital (to Risk-Weighted Assets):

1st Source Corporation 591,66t 14.4¢ 245,13¢ 6.0C 326,85: 8.0C

1st Source Bank 560,06! 13.77 244,12. 6.0C 325,49 8.0C
Common Equity Tier 1 Capital (to Risk-Weighted

Assets):

1st Source Corporation 534,66¢ 13.0¢ 183,85: 4.5C 265,56 6.5(C

1st Source Bank 560,06! 13.77 183,09: 4.5C 264,46 6.5(
Tier 1 Capital (to Average Assets):

1st Source Corporation 591,66¢ 12.5C 189,28 4.0C 236,61( 5.0C

1st Source Bank 560,06! 11.8¢€ 188,97( 4.0C 236,211 5.0C

LIQUIDITY AND INTEREST RATE SENSITIVITY

Effective liquidity management ensures that thédbmsv requirements of depositors and borrowersyels as our operating cash needs are
Funds are available from a number of sources, diiegthe securities portfolio, the core depositehadsederal Home Loan Bank (FHL
borrowings, Federal Reserve Bank (FRB) borrowiagsl the capability to package loans for sale.

We have borrowing sources available to supplemepbsits and meet our funding needs. 1st Source Baslestablished relationships v
several banks to provide short term borrowingsha form of federal funds purchased. At March 311,20we had no outstandings and cc
borrow approximately $265.00 million for a shorné& from these banks on a collective basis. As ofcM&1, 2015 we had $98.43 millic
outstanding in FHLB advances and could borrow atitixhal $109.48 million. We also had $360.39 roifliavailable to borrow from the FI
with no amounts outstanding as of March 31, 2015 .

Our loan to asset ratio was 76.12% at March 3152fimpared to 76.37% at December 31, 2014 and %#&5Varch 31, 2014 Cash an
cash equivalents totaled $69.26 million at March&115 compared to $66.19 million at December 31L42and $93.83 million aarch 31
2014 . At March 31, 2015the Statement of Financial Condition was ratesgise by $572.47 million more assets than lialgtscheduled
reprice within one year, or approximately 1.32%.rglgement believes that the present funding soymemesde adequate liquidity to meet
cash flow needs.

Under Indiana law governing the collateralizatiohpaiblic fund deposits, the Indiana Board of Defmsts determines which financ
institutions are required to pledge collateral ldase the strength of their financial ratings. Wedaeen informed that no collateral is requ
for our public fund deposits. However, the BoardDafpositories could alter this requirement in thufe and adversely impact our liquid
Our potential liquidity exposure if we must pledg#lateral is approximately $506 million.

29






Table of Contents

RESULTS OF OPERATIONS

Net income for thethree month period ended March 31, 2015 was $1@libn, compared to $13.63 million for the sameipéd in 2014.
Diluted net income per common share was $0.56Herthiree month period ended March 31, 2pt&mpared to $0.55 for the same peric
2014 . Return on average common shareholders’yequais 8.79% for the three months ended March 3152@ompared to 9.30% in 2014
The return on total average assets was 1.14% éahtiee months ended March 31, 2015, compared 8%d.in 2014 .

The decrease in net income for the three monthedeidirch 31, 2015 , compared to the first three thwof 2014, was the result of
increase in noninterest expense offset by an iser@anet interest income and noninterest incorargalvith a decrease in provision for I
and lease losses and income tax expense. Detdlie changes in the various components of net iecara discussed further below.

NET INTEREST INCOME

The taxable equivalent net interest income forttiee months ended March 31, 204&s $39.85 million, an increase of 1.96% over tme
period in 2014 . The net interest margin on a ftalyable equivalent basis was 3.58% for the threeths ended March 31, 2018ompared 1
3.59% for the three months ended March 31, 2014 .

During the three month period ended March 31, 20d¥%erage earning assets increased $97.08 milli@i268% over the comparable perio
2014 . Average interest-bearing liabilities incezhsp23.67 million or 0.71% for the three month peérended March 31, 201éver the
comparable period one year ago. The yield on ageeagning assets decreased 7 basis points to 3@a¥e first quarter of 2018om 4.03¥%
for the first quarter of 2014 The rate earned on assets decreased due todigiom in loan and investment yields in the cutrieterest rat
environment. Total cost of average interest-bealigjlities decreased 7 basis points to 0.51%lHerfirst quarter of 201om 0.58% for th
first quarter 2014 The result to the net interest margin, or thérat net interest income to average earning asaets a decrease of 1 bs
point for the three month period ended March 31,52fbom March 31, 2014 .

The largest contributor to the decrease in thedydel average earning assets for the three monttedeéviarch 31, 2015 , compared to theee
months ended March 31, 20]14vas a reduction in yields on net loans and lea$e® basis points. Average net loans and leasggase
$130.86 million or 3.69% for the first quarter A5 from the first quarter of 2014Total average investment securities decreased4
million or 5.18% for the first quarter over one yago. Average mortgages held for sale increasetB%fiillion or 133.18% for the thremontt
period ended March 31, 2015over the comparable period a year ago. Averaperahvestments, which include federal funds stitg
deposits with other banks, Federal Reserve Bankssxbalances, Federal Reserve Bank and Federal HoameBank stock and commer
paper, increased $1.82 million or 5.36% for the¢hmonth period ended March 31, 2015 , over thepeoable period a year ago.

Average interest-bearing deposits increased $73illlbn or 2.48% for the first quarter of 2015 ovdie same period in 2014The effectiv
rate paid on average interest-bearing depositeedeed 7 basis points to 0.34% for the first qu&®a5s compared to 0.41% for the fitgtarte
2014 . The decline in the average cost of intdoesiing deposits during the first quarter of 2085@mpared to the first quarter of 2044
primarily the result of the continued change ina@&pmix.

Average short-term borrowings decreased $47.97amithr 17.90% for the first quarter of 2015 comphbie the same period in 2014nteres
paid on short-term borrowings decreased 2 basistpdor the first quarter of 2015 . The decreasshart-term borrowings during tHest
quarter of 2015 as compared to the first quarte2Cdf4was primarily the result of decreased borrowingthwie Federal Home Loan B:
(FHLB). Average long-term debt and mandatorily redable securities decreased $1.79 million or 3.@6%ng the first quarter of 2014«
compared to the first quarter of 2014 . Interest wa longterm debt and mandatorily redeemable securitiesedsed 56 basis points for
first quarter compared to the first quarter of 2@L# to lower rates on mandatorily redeemable séesiand lower effective rates on FH
borrowings.
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The following table provides an analysis of neemast income and illustrates the interest incommeeghand interest expense charged for
major component of interest earning assets andesttbearing liabilities. Yields/rates are computada taxequivalent basis, using a 35% r
Nonaccrual loans and leases are included in theagedoan and lease balance outstanc

DISTRIBUTION OF ASSETS, LIABILITIES AND SHAREHOLDER S’ EQUITY

INTEREST RATES AND INTEREST DIFFERENTIAL

(Dallarsin thousands)
ASSETS
Investment securities:
Taxable
Tax exempt
Mortgages held for sale
Net loans and leases

Other investments

Total earning assets

Cash and due from banks

Reserve for loan and lease losses

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS ' EQUITY

Interest-bearing deposits

Short-term borrowings

Subordinated notes

Long-term debt and mandatorily redeemable secsrritie
Total interest bearing liabilities

Noninterest-bearing deposits

Other liabilities

Shareholders’ equity
Total liabilities and shareholders’ equity

Net interest income

Net interest margin on a tax equivalent basis

Three Months Ended March 31,

2015 2014
Average Interest Yield/ Average Interest Yield/
Balance Income/Expense Rate Balance Income/Expense Rate

$ 665577 $ 3,00¢ 18% $ 706,11! $ 3,34¢ 1.92%
122,98 1,13¢ 3.7%% 125,48: 1,218 3.92%
13,007 12¢€ 3.9:% 5,57¢ 7C 5.0%%
3,674,08: 39,53: 4.3t% 3,5643,21! 38,91¢ 4.45%
35,817 25E 2.8% 33,99 271 3.3(%
4,511,46' 44,05( 3.9¢% 4,414,391 43,82« 4.02%

61,54« 58,06¢

(85,79) (84,26%)

333,23! 309,97t

$ 4,820,45: $ 4,698,16
$ 3,029,170 % 2,55¢ 0.3% $ 2,955,75. $ 2,971 0.41%
219,95( 102 0.1<% 267,91 13€ 0.21%
58,76« 1,05¢ 7.28% 58,76¢ 1,05t 7.28%
56,73( 47¢ 3.42% 58,51¢ 57t 3.9&%
3,364,62: 4,19¢ 0.51% 3,340,95 4,731 0.58%

787,77t 714,20(

44,65 48,32!

623,39° 594,68

$ 4,820,45: $ 4,698,16

$ 39,85« $ 39,087

3.5¢% 3.5%

PROVISION AND RESERVE FOR LOAN AND LEASE LOSSES

The provision for loan and lease losses for theghmonth period ended March 31, 20d&s $0.36 million compared to a provision for laanm
lease losses in the three month period ended Marc2014 of $0.80 million. Net charge-offs of $0.8@llion were recorded for thérst
quarter 2015 , compared to net recoveries of $Milldn for the same quarter a year ago.

Weaknesses oversees could negatively impact theréc8very, as could geopolitical events. Curr@mcerns include the weak EU econor
and deflationary pressures, the recessionary messsn Japan and Brazil and the resultant declinéhé value of the Brazilian Real,

continued slowdown in China, and the geopolitibaéats to the Russian economy as a result of this an the Ukraine as well as the econc
decline due to Russia's significant dependenceilolVe include a factor in our loss ratios for thebal risk, as we are increasingly awar
the threat that global concerns may affect ourarusts. While we are unable to determine with argcigion the impact of global econol



and political issues on our loan portfolios, wel e risks are real and significant. We believat timnere is a risk from these global econc
factors of negative consequences for our borrotfeswould affect their ability to repay their fimgial obligations. Therefore, we continue
include a factor for global risk in our analysis tbe first quarter of 2015.
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Another area of concern continues to be our airpaftfolio where we have collateral concentratéon a sizable foreign exposure. The air
industry was among the sectors affected most bysliggish economy. We have seen some evidencalépagssed private jet markets
stabilized. As the U.S. economy slowly improveg ittdustry is likely to benefit and we should sedearease in the fleet of unsold mnenec
aircraft which will result in further strengthenirgf values. Nevertheless, we remain concerned atheuprolonged low prices for seve
models. We also have foreign exposure in this phatf particularly in Brazil and Mexico. The recéssin Brazil and the currency fluctuatic
are having a negative impact on our client's cégtaying dollar denominated debts and, as a résrdughout 2014 and into 2015, we h
experienced higher delinquency in the portfolio avel continue to experience higher default ratethis portfolio than in our other lendi
segments. We assessed our ratios, which were ishthbased on the higher and more volatile lagstiés and pronounced exposure to gl
risks, and believe our reserve ratios remain apjatg

On March 31, 2015 , 30 day and over loan and lemdi@quencies were 0.40% compared to 0.37% on Mat¢ct2014. The increase
delinquencies occurred primarily in the residentgll estate portfolio. The reserve for loan ardéelosses as a percentage of loans and
outstanding at the end of the period was 2.30%oawpared to 2.38% one year ago. A summary of loahlease loss experience during
three months ended March 31, 2015 and 2014 isdddatNote 5 of the Consolidated Financial Statamen

A loan or lease is considered impaired, based orewcuinformation and events, if it is probablettte will be unable to collect the schedt
payments of principal or interest when due accardm the contractual terms of the loan or leaseeamgent. We evaluate loans and le
exceeding $100,000 for impairment and establispegific reserve as a component of the reserveofm bnd lease losses when it is prok
all amounts due will not be collected pursuanthe tontractual terms of the loan or lease and éberded investment in the loan or le
exceeds its fair value. A summary of impaired loaasof March 31, 2015 and December 31, 2i8lreflected in Note 4 of the Consolida
Financial Statements.

NONPERFORMING ASSETS

The following table shows nonperforming assets.

March 31, December 31, March 31,

(Dallarsin thousands) 2015 2014 2014

Loans and leases past due 90 days or more $ 19C $ 981 $ 307
Nonaccrual loans and leases 21,35¢ 34,60: 24.,68(
Other real estate 892 1,10¢ 2,091
Former bank premises held for sale 62€ 62€ 801
Repossessions 4,607 5,15¢ 7,99¢
Equipment owned under operating leases 36 6 —
Total nonperforming assets $ 27,71 $ 4248 $ 35,87

Nonperforming assets as a percentage of total laaddeases were 0.73%March 31, 2015, 1.13% at December 31, 2014 , 298P0 at
March 31, 2014 . Nonperforming assets totaled $illion at March 31, 2015 a decrease of 34.77% from the $42.48 million reggba
December 31, 2014 , and a 22.76% decrease fro®3H&8 million reported at March 31, 201Fhe decrease in nonperforming assets d
the first three months of 20Mas primarily related to a decrease in nonaccrmid and leases and the sale of repossessions asatfom
slowly improves.

The decrease in nonaccrual loans and leases ahMar015 from December 31, 20ddcurred primarily in the commercial and agricuaty
aircraft and commercial real estate portfolios.lngnary of nonaccrual loans and leases and pashging for the period endddarch 31
2015 and December 31, 2014 is located in NotetheConsolidated Financial Statements.

Other real estate is the result of foreclosing eal estate in the local market for which we haweiment appraisal and are well secured. C
real estate decreased over the past year duerentsales of existing properties outpacing curfergclosures.

Repossessions consisted mainly of aircraft finapchi the time of repossession, the recorded amoiuthte loan or lease is written down to
fair value of the equipment or vehicle by a chaigé¢he reserve for loan and lease losses or ottoarmie, if a positive adjustment, unless
equipment is in the process of immediate sale. gutysequent fair value write-downs or write-upsthi® extent of previous writdewns, ar
included in noninterest expense.

32




Table of Contents

The following table shows a summary of other resthe and repossessions.

March 31, December 31, March 31,

(Dollarsin thousands) 2015 2014 2014

Commercial and agricultural $ — 3 —  $ =
Auto and light truck 40 2E 93
Medium and heavy duty truck — — —
Aircraft financing 4,54 5,12 7,892
Construction equipment financing — 32 —
Commercial real estate 46E 29z 1,14%
Residential real estate 141 53C 65¢
Consumer 31C 262 30C
Total $ 549¢ $ 6,268 $ 10,08t

For financial statement purposes, nonaccrual laaddeases are included in loan and lease outsigsdivhereas repossessions and other rea
estate are included in other assets.

Foreign Outstandings— Our foreign loan and lease outstandings, all denatad in U.S. dollars were $213.88 million and $824million a
of March 31, 2015 and December 31, 2Ql#éspectively. Foreign loans and leases are bradirfinancing. Loan and lease outstanding
borrowers in Brazil and Mexico were $92.59 milliand $107.92 million as of March 31, 201fespectively, compared to $105.39 million
$100.76 million as of December 31, 2014 , respebtivAs of March 31, 2015 and December 31, 2tbte was not a significant concentra
in any other country.

NONINTEREST INCOME

Noninterest income for the three month period enMarch 31, 2015 and 201#was $19.75 million and $19.40 million, respectivelhe
following table shows the details of noninterestime.

Three Months Ended

March 31,
(Dallarsin thousands) 2015 2014
Noninterest income:
Trust fees $ 4,557 4,47¢
Service charges on deposit accounts 2,197 2,06¢
Debit card income 2,39¢ 2,23;
Mortgage banking income 1,251 1,33¢
Insurance commissions 1,30¢ 1,56%
Equipment rental income 5,07¢ 4,08:
Gains on investment securities available-for-sale — 96°
Other income 2,96: 2,682
Total noninterest income $ 19,757  $ 19,39¢

Noninterest income increased $0.35 million or 1.8b%the three months endMarch 31, 2015 as compared to the same periodlid 20
Mortgage banking income decreased slightly durivegfirst quarter of 2015 compared to the same gen@014 .

Trust fees increased slightly during the first qeiapf 2015 compared to the same period in 20TAust fees are largely based on the si.
client relationships and the market value of assetier management. The market value of trust asseiesr management at March 31, 2@1h%
December 31, 2014 was $3.97 billion and $3.95dmi|lrespectively.

Service charges on deposit accounts increased $@illl@n or 6.34% for the three months ended Ma3th 20150over the comparable peri
one year ago. The increase in service charges mwsdeccounts reflects an increase in statemestdger the same period a year ago dut
change in the fee structure.

Debit card income increased $0.17 million or 7.48%ing the first quarter of 2015 compared to th@e@eriod in 2014 The increase in del
card income was the result of an increased voluindeloit card transactions in 2015 .

Insurance commissions decreased $0.26 million &¥1®6 for the three months ended March 31, 204y the comparable period one year
The decrease in insurance commissions was primduiyto a reduction in contingency commissionsiveceduring the first quarter (f01=



compared to the same period a year ago.
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Equipment rental income increased $1.00 millior2442% for the three months ended March 31, 2045 the comparable period one
ago. The increase was the result of the averagpragut rental portfolio increasing 24.30% over sagne period a year ago due to impro
market conditions for equipment finance.

There were no gains on investment securities adeifor-sale during the first quarter of 20é8mpared to a gain of $0.96 million during
first quarter of 2014 due to the sale of marketalojeity securities.

Other income increased $0.28 million or 10.48%tker three months ended March 31, 20Y6r the same period a year ago. The increas
the result of gains on partnership investmentOitb2offset by a one-time valuation adjustment ia&2®hich was not present in 2015.

NONINTEREST EXPENSE

Noninterest expense for the three month period @March 31, 2015 and 201was $38.06 million and $35.97 million, respectivelhe
following table shows the details of noninteregpense.

Three Months Ended

March 31,
(Dallarsin thousands) 2015 2014
Noninterest expense:
Salaries and employee benefits $ 20,92t $ 19,48:
Net occupancy expense 2,461 2,435
Furniture and equipment expense 4,33¢ 4,237
Depreciation - leased equipment 4,08¢ 3,24¢
Professional fees 87C 1,12¢
Supplies and communication 1,40¢ 1,39:
FDIC and other insurance 84¢ 864
Business development and marketing expense 1,04¢ 1,68¢
Loan and lease collection and repossession expense 362 (494)
Other expense 1,714 1,99/
Total noninterest expense $ 38,060 $ 35,97

Noninterest expense increased $2.09 million or%.8r thefirst quarter 2015 as compared to the same peni@d14 . Net occupancy
expense, supplies and communication expense aniufier and equipment expense increased slightlynguhe first quarter of 201&ompare
to the same period a year ago. FDIC and other amggr expense decreased slightly during the firsetmonths of 2018ompared to the sai
period a year ago.

Salaries and employee benefits increased $1.44omitlr 7.41% for the three months ended March 815Zompared to the same perioc
2014 . The increase for the first quarter 20&s due to higher base salary, executive incentimesgroup insurance costs. Higher base <
expense was primarily due to more fiithe equivalent employees as a result of openingethew banking centers in 2014 and increases
annual performance raises.

During the first quarter of 2015 depreciation on leased equipment increased $®i8ibn or 25.82% in conjunction with the increast
equipment rental income as compared to the saniedpamne year ago.

Professional fees decreased $0.26 million or 22.8@%ng the first quarter of 2015as compared to the same period a year ago. Tie
professional fees in 2015 was primarily the restiteduced utilization of consulting services.

Business development and marketing expense deci@egst million or 37.71% for the three months entiéarch 31, 2015sersus the thre
months ended March 31, 2014 . The decrease durafirst quarter of 2015 was mainly due to loweariable contributions.

Loan and lease collection and repossession expetrsased $0.86 million or 173.48% for the threenthe ended March 31, 20tbmpared t
the same period in 201grimarily due to lower gains on the sale of othealrestate owned and repossessions and increageatios
adjustments offset by lower collection and repcssesexpenses.

Other expenses decreased $0.28 million or 14.04¢herthree month period ended March 31, 2015 agaced to the same period in 2014
The decrease during the firguarter related to lower operating costs on a ddsank property and lower provision on unfundedn
commitments offset by reduced gains on the satdfdéase equipment.
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INCOME TAXES

The provision for income taxes for the three mooghiod ended March 31, 201as $7.26 million compared to $7.61 million for tham
period in 2014 . The effective tax rates were 3% 3md 35.82% for the first quarter ended March2®1,5 and 2014 , respectively.

ITEM 3.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

There have been no material changes in market fidglesl by 1st Source since December 31, 2@ ar information regarding our market ri
refer to 1st Source’s Annual Report on Form 10-Ktfe year ended December 31, 2014 .

ITEM 4.
CONTROLS AND PROCEDURES

As of the end of the period covered by this re@ortevaluation was carried out, under the supervisiod with the participation of ¢
management, including the Chief Executive Officad &Chief Financial Officer, of the effectiveness tbe design and operation of
disclosure controls and procedures (as defined ute R3a15(e) under the Securities Exchange Act of 1934symnt to Exchange A
Rule 13a-14. Based upon that evaluation, the Chiefcutive Officer and Chief Financial Officer comdéd that, at March 31, 2015oul
disclosure controls and procedures were effectivenisuring that information required to be disalbbg 1st Source in reports that it files
submits under the Exchange Act is recorded, precessummarized and reported within the time perigiscified in the Securities ¢
Exchange Commissios'rules and forms and are designed to ensurertfoatriation required to be disclosed in those repisraccumulated a
communicated to management as appropriate to dthogly decisions regarding required disclosure.

In addition, there were no changes in our inteouweitrol over financial reporting (as defined in Baoge Act Rule 13a-15(f)) during tfiest
fiscal quarter of 2015 that have materially affe¢cter are reasonably likely to materially affeaiy internal controls over financial reporting.

PART Il. OTHER INFORMATION
ITEM 1. Legal Proceedings.

1st Source and its subsidiaries are involved iriovarlegal proceedings incidental to the conducbwf businesses. Management doe:
expect that the outcome of any such proceedingshaite a material adverse effect on our consolttldiieancial position or results
operations.

ITEM 1A. Risk Factors.

There have been no material changes in risks fageidst Source since December 31, 20E4r information regarding our risk factors, refe
1st Source’s Annual Report on Form 10-K for therysaled December 31, 2014 .

ITEM 2. Unregistered Sales of Equity Securities and Uderoteeds
ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Shares Purchased as Maximum Number (or Approximate

Total Number of Shares  Average Price Paid Part of Publicly Announced Dollar Value) of Shares that may yet be
Period Purchased Per Share Plans or Programs* Purchased Under the Plans or Programs
January 01 - 31, 2015 — % — — 1,981,45:
February 01 - 28, 2015 42,27¢ 31.2¢ 42,27¢ 1,939,171
March 01 - 31, 2015 52,87( 31.0¢ 52,87( 1,886,301

* 1st Source maintains a stock repurchase planvthatauthorized by the Board of Directors on Jdly2014. Under the terms of the plan,
Source may repurchase up to 2,000,000 shares obiitsnon stock from time to time to mitigate theguatal dilutive effects of stockase!
incentive plans and other potential uses of comstook for corporate purposes. Since the inceptfahe plan, 1st Source has repurchas
total of 113,694 shares.
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ITEM 3. Defaults Upon Senior Securities.

None

ITEM 4. Mine Safety Disclosures.

None

ITEM 5. Other Information.

None

ITEM 6. Exhibits

The following exhibits are filed with this report:

31.1

31.2

32.1

32.2

101.INS

101.SCH

101.CAL

101.LAB

101.PRE

101.DEF

Certification of Chief Executive Officer requireg Rule 13a-14(a).
Certification of Chief Financial Officer required Rule 13a-14(a).
Certification pursuant to 18 U.S.C. Section 135Chbfef Executive Officer.
Certification pursuant to 18 U.S.C. Section 135Chbfef Financial Officer.
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Docutne

XBRL Taxonomy Extension Labels Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Doenim

XBRL Taxonomy Extension Definition Linkbase Docurben

36




Table of Contents

SIGNATURES

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

1st Source Corporation

DATE April 23, 2015 /sl CHRISTOPHER J. MURPHY llI

Christopher J. Murphy 111
Chairman of the Board and CEO

DATE April 23, 2015 /sl ANDREA G. SHORT

Andrea G. Short
Treasurer and Chief Financial Officer
Principal Accounting Officer
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Exhibit 31.1
CERTIFICATION
I, Christopher J. Murphy 111, Chief Executive Oféii; certify that:
1.1 have reviewed this quarterly report on FormQ@f 1st Source Corporatic

2.Based on my knowledge, this quarterly report dagscantain any untrue statement of a material dacimit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madejisletading with respect to the per
covered by this report;

3.Based on my knowledge, the financial statements,atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, theooks presented in this report;

4.The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(e)) aredriat control over financial reporting (as definecexchange Act Rules 13E5(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaoesed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig period in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; anc

d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter that has materially affectedjs reasonably likely to materially affect, thegistrants internal control owvi
financial reporting; and

5.The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmtver financial reporting -
the registrant’s auditors and the audit commitferegistrant’s board of directors (or persons periog the equivalent functions):

a) All significant deficiencies and material weaknesse the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registramstinterna
control over financial reporting.

Date: April 23, 2015
/sl CHRISTOPHER J. MURPHY llI

Christopher J. Murphy 111
Chief Executive Officer




Exhibit 31.2
CERTIFICATION
I, Andrea G. Short, Chief Financial Officer, ceytthat:

1.1 have reviewed this quarterly report on FormQ@f 1st Source Corporatic

2.Based on my knowledge, this quarterly report dagscantain any untrue statement of a material dacimit to state a material fact neces

to make the statements made, in light of the cistances under which such statements were madejisletading with respect to the per
covered by this report;

3.Based on my knowledge, the financial statements,atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, theooks presented in this report;

4.The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as definet

Exchange Act Rules 13a-15(e) and 15d-15(e)) aredriat control over financial reporting (as definecexchange Act Rules 13E5(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaoesed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig period in which this report is being prepared;

b) Designed such internal control over financégdarting, or caused such internal control dugancial reporting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; anc

d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrathos

recent fiscal quarter that has materially affectedjs reasonably likely to materially affect, thegistrants internal control owvi
financial reporting; and

5.The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmtver financial reporting -
the registrant’s auditors and the audit commitferegistrant’s board of directors (or persons periog the equivalent functions):

a) All significant deficiencies and material weaknesse the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registramstinterna
control over financial reporting.

Date: April 23, 2015
/s/ ANDREA G. SHORT

Andrea G. Short
Chief Financial Officer




Exhibit 32.1

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

In connection with the Quarterly Report of 1st SeuCorporation (1st Source) on Form 10-Q for thartuly period ended March 31, 201&¢
filed with the Securities and Exchange Commissiortte date hereof (the “Reportl),Christopher J. Murphy IIl, Chief Executive Oféicof
the Company, certify, pursuant to 18 U.S.C. Secli8b0, as adopted pursuant to Section 906 of thieaBasOxley Act of 2002, that to n

knowledge:

(1) The Report fully complies with the requirementsettions 13(a) or 15(d) of the Securities and EmghaAct of 1934; ar

(2) The information contained in the Report fairly mess, in all material respects, the financial cbadiand results of operations of
Source.

Date: April 23, 2015
/s CHRISTOPHER J. MURPHY llI

Christopher J. Murphy 111
Chief Executive Officer




Exhibit 32.2

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

In connection with the Quarterly Report of 1st SeuCorporation (1st Source) on Form 10-Q for thartuly period ended March 31, 201&¢
filed with the Securities and Exchange Commissiontlee date hereof (the “Report), Andrea G. Short, Chief Financial Officer of
Company, certify, pursuant to 18 U.S.C. Section0l3% adopted pursuant to Section 906 of the Sasiaxiey Act of 2002, that to n
knowledge:

(1) The Report fully complies with the requirementsettions 13(a) or 15(d) of the Securities and EmghaAct of 1934; ar

(2) The information contained in the Report fairly mess, in all material respects, the financial cbadiand results of operations of
Source.

Date: April 23, 2015
/s/ ANDREA G. SHORT

Andrea G. Short
Chief Financial Officer




