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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K
(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the Fiscal Year Ended December 31, 2007
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission file number: 001-33033

PORTER BANCORP, INC.

(Exact name of registrant as specified in its chaetr)

Kentucky 61-1142247

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

2500 Eastpoint Parkway, Louisville, Kentucky 40223

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area codeg(502) 499-4800

Securities registered pursuant to Section 12(b) diie Act:

Title of each class Name of each exchange on which registered

Common Stock, no par value NASDAQ Global Market

Securities registered pursuant to Section 12(g) ¢e Act:

None

Indicate by check mark if the registrant is a welbwn seasoned issuer (as defined in Rule 405c06#turities Act).  Yed No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®acl5(d) of the Act. Yes[ No



Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sdrgueriod that the registrant was required todileh reports), and (2) has been subject to
such filing requirements for the past 90 days.es YXI No O

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is oontained herein, and will not be
contained, to the best of registrant’s knowledgedéfinitive proxy or information statements incorgted by reference in Part 11 of this Form
10-K or any amendment to this Form 10-K1

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting
company. See definition of “accelerated filer”,rja accelerated filer” and “smaller reporting comgan Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filel] Accelerated filer O Non-accelerated filerX] Smaller reporting company]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). Yes[] No

The aggregate market value of the voting commoiitefeld by nonaffiliates computed by reference to the price aictvithe common equi
was last sold as of the close of business on JOn20®7, was $54,849,260 based upon the last pagesreported for such date on the
NASDAQ Global Market

The number of shares outstanding of the regisga@mmon Stock, no par value, as of February 288 20as 7,881,206.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrast’Proxy Statement for the Annual Meeting of Shalddrs to be held May 22, 2008 are incorporateddfigrence int
Part Il of this Form 10-K.
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PART |

Preliminary Note Concerning Forward-Looking Statements

This report contains statements about the futupe&tations, activities and events that constitote/érd-looking statements. Forward-looking
statements express our beliefs, assumptions aret&tipns of our future financial and operatingf@enance and growth plans, taking into
account information currently available to us. Thetatements are not statements of historical Téet.words “believe,” “may,” “should,”
“anticipate,” “estimate,” “expect,” “intend,” “obive,” “seek,” “plan,” “strive” or similar wordsor the negatives of these words, identify
forward-looking statements.

Forwardooking statements involve risks and uncertairiiad may cause our actual results to differ matgrieom the expectations of futu
results we expressed or implied in any forward-lnglstatements. These risks and uncertainties eatifticult to predict and may be out of
our control. Factors that could contribute to difeces in our results include, but are not limitedur ability to expand and grow our busin
and operations, including the establishment oftaalthl banking offices and acquisition of additibbhanks, and our ability to realize the cost
savings and revenue enhancements we expect frdmastivities; changes in the interest rate envirenthwhich may reduce our margins or
impact the value of securities, loans, depositsahdr financial instruments; general economicusifiess conditions, either nationally,
regionally or locally in the communities we sersgy be less favorable than expected, resultingrnimgng other things, a deterioration in
credit quality or a reduced demand for credit;¢betinued service of key management personnelability to attract, motivate and retain
qualified employees; factors that increase the aitipe pressure among depository and other firemestitutions, including product and
pricing pressures; the ability of our competitotihvgreater financial resources to develop andihice products and services that enable
them to compete more successfully than us; legislatrr regulatory developments, including changesivs concerning taxes, banking,
securities, insurance and other aspects of thadiabservices industry; and fiscal and governmigmiticies of the United States federal
government.

Other risks are detailed in Item 1A. “Risk Factoo$'this Form 10-K all of which are difficult to @dict and many of which are beyond our
control.

Forward-looking statements are not guaranteesrféqmeance or results. A forward-looking statemeratyninclude the assumptions or bases
underlying the forward-looking statement. We hawamour assumptions and bases in good faith arel/b¢hey are reasonable. We caution
you however, that estimates based on such assureptidases frequently differ from actual reswts] the differences can be material.
forward-looking statements included in this remmeak only as of the date of the report. We danmtend to update these statements unless
applicable laws require us to do so.

Item 1. Business
Overview

We are a bank holding company headquartered insl/dlgi, Kentucky. We are the sixth largest indepartdanking organization domiciled
in the state of Kentucky based on total assetougir our subsidiary PBI Bank, we operate 19 fulldee banking offices in 12 counties in
Kentucky. Our markets include metropolitan Louikvih Jefferson County and the surrounding courdfé¢senry and Bullitt, and extend
south along the Interstate 65 corridor to Tennedskeserve south central Kentucky and southern dGiaytfrom banking offices in
Cumberland, Butler, Green, Hart, Edmonson, Bavé¢arren, Ohio, and Daviess Counties. We also hawadfare in Lexington, Kentucky, tt
second largest city in Kentucky. PBI Bank is botiaaitional community bank with a wide range ofrtaercial and personal banking
products, with a focus on commercial real estateraridential real estate lending, and an innoeatiMine bank which delivers competitive
deposit products and services through an on-lim&ihg division operating under the name of Ascendmof December 31, 2007, we had
total assets of $1.5 billion, total loans of $1ilidn, total deposits of $1.2 billion and stockHets’ equity of $122 million.

History

We were organized in 1988 and historically conddicter banking business through separate commuaitiksounder the common control of
J. Chester Porter, our chairman, and Maria L. Btiayeur president and chief executive officer20®4, we began to streamline our
operations by consolidating our subsidiary bankdenrrommon control into a single bank. We complet@dreorganization on December 31,
2005, when we acquired the interests of other sladders in our three partially owned subsidiarykbholding companies in exchange for
shares of our convertible namting common stock, cash and indebtedness. B&eoember 31, 2005, our company and one of our dialpg
banks were S corporations for federal income tap@aes. Following the consolidation of our four sidiary banks and the termination of «

S corporation elections on December 31, 2005 fallotaxable income became subject to federalmmectaxes beginning in 2006, which
caused our income tax expense to increase comfiatkd preceding years. On December 31, 2005, seerahamed our consolidated
subsidiary PBI Bank to create a single brand namedr banking operations throughout our marked.are
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On September 21, 2006, we completed an initialipwffering of 1,550,000 shares of common stocthatinitial offering price of $24 per
share. We sold 1,250,000 newly issued shares ofmmnstock for an aggregate purchase price of §8dlion, and J. Chester Porter and
Maria L. Bouvette, our controlling shareholdergéther sold 300,000 shares of common stock foggnegate purchase price of $7.2 million
for their own accounts. We received proceeds ofébgéllion, after deducting total expenses of $lion, which consisted of $2.1 million

in underwriters’ discounts and commissions and #ilBon of other expenses.

We completed the acquisition of Ohio County Banosbanc., the holding company for Kentucky TruahB, effective October 1, 2007. At
the time of the closing, Kentucky Trust Bank opedasix retail banking offices in three Kentucky obes, including the Bowling Green and
Owensboro markets and had assets of approximat@ly fillion. The total acquisition price paid wek2dmillion, approximately 50% in ca
and 50% in Porter Bancorp shares totaling 263,489es.

We completed the acquisition of Paramount Bankarihgton, Kentucky, effective February 1, 2008.dPawunt had approximately $75
million in assets and $75 million in deposits. Tl acquisition price paid was approximately $liom in cash.

Our Markets

We operate in markets that include the four largists in Kentucky — Louisville, Lexington, Owertgb and Bowling Green — and in other
communities along the 1-65 corridor.

» Louisville/Jefferson, Bullitt and Henry Counties: Our headquarters are in Louisville, the largesticitKentucky and the
sixteenth largest city in the United States. Thaitwille metropolitan area includes the consoliddteuisville/Jefferson County
and 12 surrounding Kentucky and Southern Indianmties with an estimated 1.2 million residents®?2. We also have banking
offices in Bullitt County, south of Louisville, artdenry County, east of Louisville. Our six bankioffices in these counties also
serve the contiguous counties of Spencer, SheldyOdghham to the east and northeast of LouisvilleaAvhole, these counties are
experiencing rapid growth as more Louisville-baseikers move to counties surrounding the city. Lhaisville regional
economy posted a 22% increase in jobs from 192000, a rate 2% higher than the United Stateswdsode, while population in
the region grew at close to the national rate. 8ifea’s employers are diversified across many imigisshnd include the air hub for
United Parcel Service (“UPS”), two Ford assembbnpd, General Electric’s Consumer and Industrigkatin, Humana, Norton
Healthcare, Browrrorman and YUM! Brands. On May 17, 2006, UPS annedrit planned to invest more than $1 billion otres
next four years to expand its Louisville air hulzcArding to the Kentucky Cabinet for Economic Depehent, the direct
economic impact of new UPS jobs will be $344.8 imil] with about $400 million in projected indirdmnefits from companies
that relocate to the Louisville metropolitan are@xpand existing operatior

» Lexington/Fayette County: Lexington, located in Fayette County, is the sedanglest city in Kentucky with an estimated
countywide population of over 270,000 in 2006, meréase of 3.9% since the 2000 census. Lexingttireifinancial, educational,
retail, healthcare and cultural hub for Central Eadtern Kentucky. It is known worldwide for itsuBgrass horse farms and
Keeneland Race Track, and proudly boasts of itsetfThe Horse Capital of the World.” It is also tihe@me of the University of
Kentucky and Transylvania University. The ¢s employers include Toyota, Lexmark, IBM Global\Begs and Valvoline

» Owensboro/Daviess CountyOwensboro, located on the banks of the Ohio Rigdfentucky’s third largest city. The city is
called a festival city, with over 20 annual commyrielebrations that attract visitors from arouhe world, including its world
famous Bar-B-Q Festival which attracts over 80,0i3¢ors giving Owensboro recognition as “The Ba@BCapital of the World”
It is an industrial, medical, retail and culturalbhfor Western Kentucky and the area employersidtelOwensboro Medical
System, Texas Gas, US Bank Home Mortgage and Tisyo

» Southern Kentucky: This market includes Bowling Green, the fourth &sfgcity in Kentucky, located about 60 miles narth
Nashville, Tennessee. Bowling Green, located infédfaCounty, is the home of Western Kentucky Unigm@nd is the economi
hub of an estimated labor market of over 425,008004. This market also includes thriving commusitin the contiguous Barr:
County, including the city of Glasgow. Major empéoy in Barren and Warren Counties include GM’'s @tievplant and several
other automotive facilities and R.R. Donne’s regional printing facility
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» South Central Kentucky: South of the Louisville metropolitan area, we hhaeking offices in Butler, Cumberland, Edmonson,
Green, Hart, and Ohio Counties, which had a combpopulation of approximately 87,000 in 2006. Tigigion includes stable
community markets comprised primarily of agricudtuand service-based businesses. Each of our lzanKines in these markets
has a stable customer base and core depositg¢hiasa sensitive to market competition, which ftews a lower cost source of
funds for our lending operatior

Growth Strategies

Our existing markets and the markets contiguowsitcexisting markets provide attractive growth appoities. Our 2007 growth strategy v
to expand our presence in the fastest growing nmikeCentral Kentucky by adding strategically limchnew offices and making selective
acquisitions that would be accretive to earninghiwithe first full year of combined operations. daacomplish this, we planned to add
banking offices in growing communities where welddill in gaps in our retail footprint along thedb corridor. In particular we targeted
markets where we already served lending customans éur banking offices in adjacent counties whoens potential source of retalil
business. Our successful execution of the 200%glyancluded the following:

*  We established a Bowling Green loan productiorceft‘LPC") in March 2007 which became a full service branc®atober.
* We established a Lexington LPO in June 2007 whitame a full service branch in Augt

*  We acquired Ohio County Bancshares, the holdingpammy for Kentucky Trust Bank, which had $120 millim assets and $15
million in core norinterest bearing accounts and six additional brdocations in Bowling Green, Owensboro and BeavamL

» We entered into a definitive purchase agreemeattuiire Paramount Bank, a $75 million bank in Lgtam, Kentucky, which
was consummated on February 1, 2(

 We implemented a successful core deposit growttpaagn.

As a result of our successful execution of our 28@ategy:
* We now operate in the four largest cities in Kekju
» Our total assets increased 38.5% to $1.5 bil
e Our loans grew 42.8% to $1.2 billic
»  Our deposits grew 35.4% to $1.2 billic
* We became the sixth largest bank domiciled in Kekyu

Our 2008 focus and growth strategy is the following

 We plan to focus on organic growth while we stréaenbur operational efficiency and profitably intatg our two recent
acquisitions

* We plan to increase our market share of our exjdtimnchise. In planning our continued organic glgwe will continue to asse
and monitor the markets we operate in and contiggoawth markets and assess potential denovo branpopportunities. We
plan to continue our successful strategy of fissaklishing our presence as a lender in targetetarhere we can enhance our
ability ultimately to add new banking offices irefe markets

* We plan to continue to execute our successful depmsit development initiative

» We plan to focus on increasing non-interest incaie.plan to continue to expand our trust busineaswas acquired in the
Kentucky Trust Bank acquisitio

We are focusing on organic growth after our Felyr@808 acquisition and do not feel compelled to enaky acquisitions in 2008. However,
we will still continue to assess potential acqigsitopportunities, if presented to us, and onlysperacquisitions if we can integrate the
acquisition targets in a profitable manner withur oapital constraints. Capital management willaigiremain a high priority in our
assessment of acquisition opportunities and greivitegy.

Our Products and Services

We meet our customers’ banking needs with a braade of financial products and services. Our legpdgrvices include real estate,
commercial, mortgage and consumer loans to smatledium-sized businesses located in our marketsywmers and employees of those
businesses, as well as other executives and piorfiess. We complement our lending operations wittagay of retail and commercial
deposit products. In addition, we offer our custmsrdrive-through
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banking facilities, automatic teller machines, nidapository, personalized checks, credit cardsitdards, Internet banking, electronic funds
transfers through ACH services, domestic and foreige transfers, travelers’ checks, cash managgmaealt services, loan and deposit
sweep accounts and lock box services.

Employees

At December 31, 2007, the Company had 273 full-tageivalent employees. Our employees are not sutgjeccollective bargaining
agreement, and management considers the Compatgtimnship with employees to be good.

Competition

The banking business is highly competitive, andewgerience competition in our market from many offr&ncial institutions. Competition
among financial institutions is based upon interatds offered on deposit accounts, interest @tasged on loans, other credit and service
charges relating to loans, the quality and scopbeservices offered, the convenience of banldegifies and, in the case of loans to
commercial borrowers, relative lending limits. Wimpete with commercial banks, credit unions, savigd loan associations, mortgage
banking firms, consumer finance companies, seesritrokerage firms, insurance companies, moneyenérkds and other mutual funds, as
well as super-regional, national and internatidimaincial institutions that operate offices witliar market area and beyond.

There are a number of banks that offer servicekisixely over the internet, such as ING Bank andBADE Bank, and other banks, such as
Bank of America and Wells Fargo Bank that marketrtinternet services to their customers nationwile believe that only the very largest
of the commercial banks with which we compete offier comprehensiveness of internet banking sertieg#sve are able to offer. However,
many of the larger banks do have greater marksepiee and greater financial resources to marketititernet banking services.

Additionally, new competitors and competitive fastare likely to emerge, particularly in view oétrapid development of internet
commerce. On the other hand, there have been smasetly published reports indicating that the datate of growth in the use of internet
banking services by consumers and businesses & tban had been previously predicted and that mastomers still prefer to be able to
conduct at least some of their banking transactmscal banking offices. We believe that thesélifigs support our strategic decision to
complement our traditional community bank with omiquely branded online bank to offer customershigneefits of both traditional and
internet banking services. We believe that thiatsgy will contribute to our growth in the future.

Supervision and Regulation

The following is a summary description of the relet/laws, rules and regulations governing banksbamik holding companies. The
descriptions of, and references to, the statutdsegulations below are brief summaries and dgogtort to be complete. The descriptions
are qualified in their entirety by reference to ipecific statutes and regulations discussed.

Porter Bancorp

Porter Bancorp is registered as a bank holding emypnder the Bank Holding Company Act of 1956am&nded, and is subject to
supervision and regulation by the Board of Govesradrthe Federal Reserve System. As such, we nteistith the Federal Reserve Board
annual and quarterly reports and other informatégarding our business operations and the busopEsstions of our subsidiaries. We are
also subject to examination by the Federal RedBoard and to operational guidelines establishethbyrederal Reserve Board. We are
subject to the Bank Holding Company Act and otleelefal laws on the types of activities in whichmay engage, and to other supervisory
requirements, including regulatory enforcementaactifor violations of laws and regulations.

Acquisitions. A bank holding company must obtain Federal ResBoard approval before acquiring, directly or indtig, ownership or

control of more than 5% of the voting stock oralksubstantially all of the assets of a bank, mey@ir consolidating with any other bank
holding company and before engaging, or acquiringrapany that is not a bank but is engaged in icentan-banking activities. Federal law
also prohibits a person or group of persons froquaing “control” of a bank holding company withowbtifying the Federal Reserve Board

in advance, and then only if the Federal Resenarddoes not object to the proposed transactioe.FHueral Reserve Board has established
a rebuttable presumptive standard that the acmuisif 10% or more of the voting stock of a bankdirtg company with a class of securities
registered under the Securities Exchange Act o#188uld constitute an acquisition of control of thenk holding company. In addition, any
company is required to obtain the approval of thddfal Reserve Board before acquiring 25% (5%eércse of an acquirer that is a bank
holding company) or more of any class of a banklimgl company’s voting securities, or otherwise ofitey control or a “controlling

influence” over a bank holding company.
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Permissible Activities .A bank holding company is generally permitted urttierBank Holding Company Act to engage in or aegdirect
or indirect control of more than 5% of the votidgages of any bank, bank holding company or comgaigaged in any activity that the
Federal Reserve Board determines to be so closklted to banking as to be a proper incident tdtrsness of banking.

The Financial Services Modernization Act of 1999the Gramm-Leach-Bliley Act (the “GLB Act”), effége as of March 11, 2001, permits
a bank holding company to elect to become a firdwlding company, which enables the holding camyga conduct activities that are
“financial in nature.” The GLB Act defines “finaradiin nature” to include securities underwritingating and market making; sponsoring
mutual funds and investment companies; insurandenwriting and agency; merchant banking activitag] activities that the Federal
Reserve Board has determined to be closely retatbenking. No regulatory approval will be requifeda financial holding company to
acquire a company, other than a bank or savingg@é®n, engaged in activities that are finantiatature or incidental to activities that are
financial in nature, as determined by the FedeesldRve Board. We have not filed an election to imeca financial holding company.

Capital Adequacy Requirements . The Federal Reserve Board has adopted a systeg nisk-based capital guidelines to evaluate the
capital adequacy of bank holding companies. Uridegtidelines, specific categories of assets aigraed different risk weights, based
generally on the perceived credit risk of the asBeése risk weights are multiplied by correspogdisset balances to determine a “risk-
weighted” asset base. The guidelines require annuimi total risk-based capital ratio of 8.0%. At aalf of the total capital must be
composed of common equity, retained earnings aatifging perpetual preferred stock and certain iylapital instruments, less certain
intangibles (“Tier 1 capital”). The remainder maynsist of certain subordinated debt, certain hybaipital instruments, qualifying preferred
stock and a limited amount of the loan loss (“Hearapital”). Total capital is the sum of Tier 1 ahiér 2 capital. To be considered well-
capitalized under the risk-based capital guidelia@sinstitution must maintain a total capitaldtat risk-weighted assets ratio of at least 10%
and a Tier 1 capital to total risk-weighted assat® of 6% or greater. As of December 31, 2007 ratio of total capital to total riskreightec
assets was 11.6% and our ratio of Tier 1 capittdtal risk-weighted assets was 10.4%, both raigsificantly above the required amounts.

In addition to the risk-based capital guidelinbg, Federal Reserve Board uses a leverage rativ additional tool to evaluate the capital
adequacy of bank holding companies. The leverai®misaa company’s Tier 1 capital divided by itsaage total consolidated assets. Certain
highly rated bank holding companies may maintaimisimum leverage ratio of 3.0%, but other bank m@iccompanies may be required to
maintain a leverage ratio of 4.0%. As of Decemider2®07, our leverage ratio of 9.1% was signifisaabove the required amount.

The federal banking agencies’ ribksed and leverage ratios are minimum supervistigsrgenerally applicable to banking organizatitbrad
meet certain specified criteria, assuming that theaye the highest regulatory rating. Banking orgaiidns not meeting these criteria are
expected to operate with capital positions welhabthe minimum ratios. The federal bank regulatiggncies may set capital requirements
for a particular banking organization that are ligtihan the minimum ratios when circumstances wéarfeederal Reserve Board guidelines
also provide that banking organizations experiemaiternal growth or making acquisitions will bepexted to maintain strong capital
positions substantially above the minimum superyisevels, without significant reliance on intanigilassets.

Imposition of Liability for Undercapitalized Subsidiaries. Bank regulators are required to take “prompt cdiveaction” to resolve
problems associated with insured depository insiis whose capital declines below certain levelshe event an institution becomes
“undercapitalized,” it must submit a capital rest@n plan. The capital restoration plan will netdiccepted by the regulators unless each
company having control of the undercapitalizeditngbn guarantees the subsidiary’s compliance Withcapital restoration plan up to a
certain specified amount. Any such guarantee frategository institution’s holding company is emtitlto a priority of payment in
bankruptcy.

The aggregate liability of the holding company pfuamdercapitalized bank is limited to the lesses%f of the institution’s assets at the time it
became undercapitalized or the amount necessaagus®e the institution to be “adequately capitaliz&tie bank regulators have greater
power in situations where an institution becomégrigicantly” or “critically” undercapitalized or fails to submit a capital restion plan. Fo
example, a bank holding company controlling sucimatitution can be required to obtain prior Feti®aserve Board approval of proposed
dividends, or might be required to consent to ssobidation or to divest the troubled institutionather affiliates.

Regulatory Restrictions on Dividends; Source of Fiancial Strength .Under Federal Reserve policy, bank holding commasi®uld pay
cash dividends on common stock only out of inconalable over the past year and only if prospectimenings retention is consistent with
the organizatiors expected future needs and financial conditiom fdlicy provides that bank holding companies sthowit declare a level
cash dividends that undermines the bank holdingpemy's ability to serve as a source of strengtitstbanking subsidiaries.
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Under Federal Reserve policy, a bank holding com@expected to act as a source of financial gtteto, and to commit resources to
support, its bank subsidiaries. This support maselyeired at times when, absent such a policyb#mk holding company may not be inclii

to provide it. In addition, any capital loans b thank holding company to its bank subsidiariessab®rdinate in right of payment to depo
and to certain other indebtedness of the bank diatogi In the event of a bank holding company’skraptcy, any commitment by the bank
holding company to a federal bank regulatory ageaaayaintain the capital of subsidiary banks wéldssumed by the bankruptcy trustee and
entitled to a priority of payment.

PBI Bank

PBI Bank, a Kentucky chartered commercial bankpigject to regular bank examinations and otherrsigien and regulation by both the
FDIC and the Kentucky Office of Financial Institutis (“KOFI”). Kentucky’s banking statutes contaifisaper-parity” provision that permits
a well-rated Kentucky banking corporation to engageny banking activity which could be engagedyna national bank operating in any
state; a state bank, a thrift or savings bank dipgyan any other state; or a federal chartereiftthr federal savings association meeting the
qualified thrift lender test and operating in atgts could engage, provided the Kentucky bank fibsains a legal opinion specifying the
statutory or regulatory provisions that permit dosivity.

Capital Requirements .Similar to the Federal Reserve Board’s requiremfamtbank holding companies, the FDIC has adoptdbased
capital requirements for assessing state non-mebards’ capital adequacy. The FDIC's risk-basedtabguidelines require that all banks
maintain a minimum ratio of total capital to totesk-weighted assets of 8.0% and a minimum ratidief 1 capital to total risk-weighted
assets of 4.0% and a minimum ratio of total capddbtal risk-weighted assets of 10.0% and a mitidier 1 capital to total risk-weighted
assets of 6.0% to be well-capitalized. As of Decen@i, 2007 PBI Bank’s ratio of total capital tbaiaisk-weighted assets was 10.6% and its
ratio of Tier 1 capital to total risk-weighted atssevas 9.3%.

The FDIC also requires a minimum leverage ratiB.6%6 Tier 1 capital to total assets for the highattd banks and an additional cushion of
approximately 100-200 basis points for all othemksa which will effectively increase the minimunvégage ratio for other banks to 4.0% or
5.0% of Tier 1 capital or more. As of December107, PBI Bank’s leverage ratio was 8.1%. UndeRbéC’s regulations, the highest ra
banks are those which have well diversified risksluding no undue interest rate risk exposuregant control systems; good earnings; t
asset quality; high liquidity and well managed owl-aff-balance sheet activities; and which in gahare considered strong banking
organizations, rated in the highest rating categmger the regulatory rating system for banks. [Ekierage ratio operates in tandem with the
FDIC's risk-based capital guidelines and places a limit oratheunt of leverage a bank can undertake by reqguiriminimum level of capit

to total assets.

Prompt Corrective Action. Pursuant to the Federal Deposit Insurance Corporatiprovement Act (“FDICIA”)the FDIC must take prom
corrective action to resolve the problems of unapitalized institutions. FDIC regulations define {evels at which an insured institution
would be considered “well capitalized,” “adequateépitalized,” “undercapitalized,” “significantlyndercapitalized” and “critically
undercapitalized.” A “well-capitalized” bank hasaal risk-based capital ratio of 10.0% or higteefier 1 risk- based capital ratio of 6.0% or
higher; a leverage ratio of 5.0% or higher; anddssubject to any written agreement, order orative requiring it to maintain a specific
capital level for any capital measure. An “adeqlyatapitalized” bank has a total risk-based capi#ib of 8.0% or higher; a Tier 1 ridlasec
capital ratio of 4.0% or higher; a leverage rafid.®% or higher (3.0% or higher if the bank watedaa composite 1 in its most recent
examination report and is not experiencing sigaiftcgrowth); and does not meet the criteria foredl-gapitalized bank. A bank is
“undercapitalized” if it fails to meet any one bEtratios required to be adequately capitalizedofABecember 31, 2007, PBI Bank was “well
capitalized” as defined by the FDIC.

Under the FDIC's regulations, the FDIC can trebtak as if it were in the next lower category & tigency determines, after notice and an
opportunity for hearing, that the bank is in anafasor unsound condition or is engaging in an wnsafunsound practice. The degree of
regulatory scrutiny increases and the permissitiieiies of a bank decreases, as the bank mowes\dard through the capital categories.
Depending on a bank’s level of capital, the FDIGsrective powers include:

* requiring a capital restoration ple

» placing limits on asset growth and restriction otivties;

* requiring the bank to issue additional voting drestcapital stock or to be acquire
» placing restrictions on transactions with affilist

» restricting the interest rate the bank may pay epodits;



Table of Contents

» ordering a new election of the b¢ s board of director

e requiring that certain senior executive officerglmectors be dismisse
» prohibiting the bank from accepting deposits fraanrespondent bank
e requiring the bank to divest certain subsidiar

« prohibiting the payment of principal or interestsubordinated debt; ar
» ultimately, appointing a receiver for the ba

Deposit Insurance Assessment$he deposits of PBI Bank are insured by the DIEhefFDIC up to the limits set forth under applicalaw
and are subject to the deposit insurance premis@saments of the DIF. The FDIC imposes a risk-bdepdsit premium assessment system,
which was amended pursuant to the Federal Depmsitdance Reform Act of 2005 (the “Reform Act”). éndhis system, as amended, the
assessment rates for an insured depository irigtitwary according to the level of risk incurredt® activities. To arrive at an assessment
for a banking institution, the FDIC places it ineoof four risk categories determined by referewcistcapital levels and supervisory ratings.
In addition, in the case of those institutionstia towest risk category, the FDIC further deterraiite assessment rate based on certain
specified financial ratios or, if applicable, ib-term debt ratings. As of January 1, 2007, assests for the DIF could range from 5 to 43
basis points per $100 of assessable deposits, diegeon the insured institution’s risk categorydascribed above. The assessment rate
schedule can change from time to time, at the disar of the FDIC, subject to certain limits. Undee current system, premiums are asse
quarterly. The Reform Act also provides for a oimeetpremium assessment credit for eligible insuteiository institutions, including those
institutions in existence and paying deposit insaeapremiums on December 31, 1996, or certain sgocgto any such institution. The
assessment credit is determined based on thelelig#titution’s deposits at December 31, 1996 iarapplied automatically to reduce the
institution’s quarterly premium assessments tatlagimum extent allowed, until the credit is exhadstn addition, insured deposits have
been required to pay a pro rata portion of ther@stedue on the obligations issued by the FinanCioigoration (“FICQO”) to fund the closing
and disposal of failed thrift institutions by thes$®lution Trust Corporation.

Branching. Kentucky law permits Kentucky chartered banks talgish a banking office in any county in KentuckyKentucky bank may
also establish a banking office outside of Kentudkell capitalized Kentucky banks that have beeoparation at least three years and that
satisfy certain criteria relating to, among othengis, their composite and management ratings,establish a banking office in Kentucky
without the approval of the KOFI upon notice to K@FI and any other state bank with its main offizeated in the county where the new
banking office will be located. Branching by alhet banks requires the approval of the KOFI, whetascertain and determine that the
public convenience and advantage will be servedpaohoted and that there is reasonable probalitite successful operation of the
banking office.

The transaction must also be approved by the FBHI;h considers a number of factors, including ficial history, capital adequacy,
earnings prospects, character of management, nédas community and consistency with corporate @w

An out-of-state bank is permitted to establish lagloffices in Kentucky only by merging with a Keky bank. De novo branching into
Kentucky by an out-of-state bank is not permitfEais difficulty for out-of-state banks to branchKentucky may limit the ability of a
Kentucky bank to branch into many states, as seésti@s have reciprocity requirements for intéestaanching.

Insider Credit Transactions . The restrictions on loans to directors, executiffie@rs, principal shareholders and their relatgeériests
(collectively referred to herein as “insiders”) tamed in the Federal Reserve Act and Regulati@pg@ly to all insured depository institutions
and their subsidiaries. These restrictions inclidés on loans to one borrower and conditions thast be met before such a loan can be
made. There is also an aggregate limitation otpalis to insiders and their related interests. & heasns cannot exceed the institution’s total
unimpaired capital and surplus.

Dividends. We are a legal entity separate and distinct frorhBBk. The majority of our revenue is from dividisrpaid to us by PBI Bank.
PBI Bank is subject to laws and regulations thattlthe amount of dividends it can pay. If, in thnion of a federal regulatory agency, an
institution under its jurisdiction is engaged ini®@about to engage in an unsafe or unsound peatkie agency may require, after notice and
hearing, that the institution cease and desist §aoh practice. The federal banking agencies hadieated that paying dividends that deplete
an institution’s capital base to an inadequatel lexzeild be an unsafe and unsound banking pradtinder FDICIA, an insured institution

may not pay any dividend if payment would cauge ltecome undercapitalized or if it already is undpitalized. Moreover, the Federal
Reserve and the FDIC have issued policy statenpeatsding that bank holding companies and banksihgenerally pay dividends only ¢

of current operating earnings.

Under Kentucky law, dividends by Kentucky banks rbaypaid only from current or retained net profdsfore any dividend may be decla
for any period (other than with respect to preféstock), a bank must increase its capital surplus
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by at least 10% of the net profits of the banktkar period until the bank’s capital surplus eqtla¢ésamount of its stated capital attributable to
its common stock. Moreover, the KOFI must apprdwedeclaration of dividends if the total dividettdde declared by a bank for any
calendar year would exceed the banidtal net profits for such year combined withré&ained net profits for the preceding two yekass an
required transfers to surplus or a fund for thgeetent of preferred stock or debt. We are alsgestitbo the Kentucky Business Corporation
Act, which generally prohibits dividends to theenttthey result in the insolvency of the corpomafimm a balance sheet perspective or in the
corporation becoming unable to pay debts as theyeadue. PBI Bank paid Porter Bancorp $6 millionlividends in 2007, or approximately
39% of its net profits for the year. At year-end20$24.1 million of retained earnings was avaéabl the Bank to pay dividends in future
periods.

Consumer Protection Laws.PBI Bank is subject to consumer laws and regulattbat are designed to protect consumers in trénsaavith
banks. While the list set forth herein is not exdtaue, these laws and regulations include the Tiuttending Act, the Truth in Savings Act,
the Electronic Funds Transfer Act, the ExpediteddsuAvailability Act, the Equal Credit Opportuniict, the Fair Housing Act, the Real
Estate Settlement and Procedures Act, the FairitRegorting Act, and the Federal Trade Commisgiot) among others. These laws and
regulations mandate certain disclosure requiremamdsegulate the manner in which financial insittas must deal with customers when
taking deposits or making loans to such customers.

Privacy. Federal law currently contains extensive customigapy protections provisions. Under these provisia financial institution must
provide to its customers, at the inception of thstemer relationship and annually thereafter, tiséitution’s policies and procedures
regarding the handling of customers’ nonpublic pees financial information. These provisions alsoyide that, except for certain limited
exceptions, an institution may not provide suctspeal information to unaffiliated third parties es$ the institution discloses to the customer
that such information may be so provided and trstacuer is given the opportunity to opt out of sd@tlosure. Federal law makes it a
criminal offense, except in limited circumstandespbtain or attempt to obtain customer informat@ financial nature by fraudulent or
deceptive means.

Community Reinvestment Act. The Community Reinvestment Act (“CRA") requires fi2IC to assess our record in meeting the credit
needs of the communities we serve, including lowd moderate-income neighborhoods and persons. DHe'$-assessment of our record is
made available to the public. The assessment sijgart of the Federal Reserve Board’s considerati@pplications to acquire, merge or
consolidate with another banking institution ortitdding company, to establish a new banking officéo relocate an office.

Bank Secrecy Act.The Bank Secrecy Act of 1970 (“BSA”) was enactedater money laundering, establish regulatory tappstandards
for currency transactions and improve detectioniamestigation of criminal, tax and other regulgterolations. BSA and subsequent laws
and regulations require us to take steps to prahentise of PBI Bank in the flow of illegal or dif money, including, without limitation,
ensuring effective management oversight, establishound policies and procedures, developing éff2ctonitoring and reporting
capabilities, ensuring adequate training and dst@bh a comprehensive internal audit of BSA comampdie activities. In recent years, federal
regulators have increased the attention paid tgptiante with the provisions of BSA and related lawih particular attention paid td<how
Your Customer” practices. Banks have been encodrhgeegulators to enhance their identificationggaures prior to accepting new
customers in order to deter criminal elements fumimg the banking system to move and hide illegdlillicit activities.

USA Patriot Act. The USA PATRIOT Act of 2001 (the “Patriot Act”) ctains anti-money laundering measures affectingratsdepository
institutions, broker-dealers and certain otherrfiial institutions. The Patriot Act requires finaldnstitutions to implement policies and
procedures to combat money laundering and the dingrof terrorism, including standards for verifgioustomer identification at account
opening, and rules to promote cooperation amoranfiial institutions, regulators and law enforcenesttities in identifying parties that may
be involved in terrorism or money laundering, anahgs the Secretary of the Treasury broad authtwigstablish regulations and to impose
requirements and restrictions on financial insito$’ operations. In addition, the Patriot Act reega the federal bank regulatory agencies to
consider the effectiveness of a financial institot$ antimoney laundering activities when reviewing bank gees and bank holding compe
acquisitions.

Effect on Economic Environment

The policies of regulatory authorities, includirg tmonetary policy of the Federal Reserve Boarde laasignificant effect on the operating
results of bank holding companies and their subsik. Among the means available to the FederatiRe®Board to affect the money supply
are open market operations in U.S. government g&sjrchanges in the discount rate on member bantowings and changes in reserve
requirements against member bank deposits. Theaeswaee used in varying combinations to influencerall growth and distribution of
bank loans, investments and deposits, and theimaseaffect interest rates charged on loans or feaideposits.
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Federal Reserve Board monetary policies have nadliedffected the operating results of commercehs in the past and are expected to
continue to do so in the future. The nature ofrieitmonetary policies and the effect of such padi@e our business and earnings and those of
our subsidiaries cannot be predicted.

Future Legislation and Economic Policy

We cannot predict what other legislation or ecoroamd monetary policies of the various regulatatharities might be enacted or adopted
or what other regulations might be adopted or ffects thereof. Future legislation and policies #mg effects thereof might have a signific
influence on overall growth and distribution of hea investments and deposits and affect interést charged on loans or paid from time and
savings deposits. Such legislation and policieghead a significant effect on the operating resaflisommercial banks in the past and are
expected to continue to do so in the future.

Available Information

We file reports with the SEC including our annuggart on Form 10-K, quarterly reports on Form 1G&Qrent event reports on Form 8-K
and proxy statements, as well as any amendmettiese reports. The public may read and copy angniadt the Registrant files with the
SEC at the SEC’s Public Reference Room at 100de6tNE, Washington, DC 20549. The public may obitsfiormation on the operation of
the Public Reference Room by calling the SEC a®@-BEC-0330. The SEC maintains an internet sitecibiatains reports, proxy and
information statements and other information retpydssuers that file electronically with the SECh#p://www.sec.gov Our annual report
on Form 10-K, quarterly reports on Form 10-Q, catrreports on Form 8-K, and amendments to thosartefiled or furnished pursuant to
section 13(a) or 15(d) of the Exchange Act are s&ibée at no cost on our web site at http://wwwbpbk.com under the Investors Relations
section, once they are electronically filed withfumished to the SEC.

Item 1A. Risk Factors

An investment in our common stock involves a nunmdfeisks. Realization of any of the risks desdilelow could have a material adverse
effect on our business, financial condition, resol operations, cash flow and/or future prospects.

A large percentage of our loans are collateralizelly real estate, and an adverse change in the reatate market may result in losses
and adversely affect our profitability.

Approximately 86.6% of our loan portfolio as of @eeber 31, 2007 was comprised of loans collaterlizereal estate. An adverse chanc
the economy affecting values of real estate gelyesain our primary markets specifically could sificantly impair the value of our collate
and our ability to sell the collateral upon forestice. The real estate collateral in each case ggean alternate source of repayment in the
event of default by the borrower and may deterenatvalue during the time the credit is extenderkal estate values decline, it is also more
likely that we would be required to increase olmaince for loan losses. If during a period of mtlireal estate values we are required to
liquidate the collateral securing a loan to sattbfyy debt or to increase our allowance for loasdesit could materially reduce our profitabi
and adversely affect our financial condition.

We have a significant percentage of real estate cstnuction and development loans, which carry a higér degree of risk.

Approximately 26.2% of our loan portfolio as of [@aber 31, 2007 consisted of real estate construatid development loans, which
generally carry a higher degree of risk than loagrtfinancing of existing properties because regayrdepends on the ultimate completion
of the project and usually on the sale of the prigpdf we are forced to foreclose on a projecbpto completion, we may not be able to
recover the entire unpaid portion of the loan omaagy be required to fund additional money to coitepiee project or hold the property for
indeterminate period of time. Any of these outcommey result in losses and adversely affect ouritatuaifity.

Our decisions regarding credit risk may not be accrate, and our allowance for loan losses may not mifficient to cover actual losses,
which could adversely affect our business, financi@ondition and results of operations.

We maintain an allowance for loan losses at a lexebelieve is adequate to absorb any inherené$ossour loan portfolio based on
historical loan loss experience, specific probleamnis, value of underlying collateral and othervate factors. If our assessment of these
factors is ultimately inaccurate, the allowance maybe sufficient to cover actual future loan &sssvhich would adversely affect our
operating results. Our estimates are subjectivealaidaccuracy depends on the outcome of futueatsv Changes in economic, operating
other conditions that are generally beyond ourmbnincluding changes in interest rates, couldseaactual loan losses to increase
significantly.

11



Table of Contents

In addition, bank regulatory agencies, as an iafquart of their supervisory functions, periodigakview the adequacy of our allowance for
loan losses. Regulatory agencies may require inctease our provision for loan losses or to reamfurther loan charge-offs if their
judgment differs from ours, which could have a mateegative impact on our operating rest

Our chairman and our president and chief executivefficer together have sufficient voting power to elct or remove our directors, to
determine the vote on any matter that requires shagholder approval, and otherwise control our companyln exercising their voting
power, they may act according to their own interest, which may be adverse to your interests.

J. Chester Porter and Maria L. Bouvette beneficialn approximately 5,223,705 shares, or 66.3%uofontstanding common stock.

Mr. Porter and Ms. Bouvette each have made test@mearrangements that provide for the other taimetoting control of his or her
common stock in the event of death. Accordinglgytvill be able to exercise control over our busgand affairs and will be able to
determine the outcome of any matter submitteduota of our shareholders, including the electiod samoval of our entire board of
directors, any amendment of our articles of incaaion (including any amendment that changes titesiof our common stock) and any
merger, consolidation or sale of all or substalytiall of our assets. Mr. Porter and Ms. Bouvetiald take actions or make decisions in their
self-interest that are opposed to your best interdey could remove directors who take actionmake decisions they oppose but are
favored by our other shareholders. They may bertxs=ptive to the desires communicated by sharehmlileither our articles of
incorporation, our bylaws, nor Kentucky law reqaitke vote of more than a simple majority of outstanding shares of common stock to
approve a matter submitted for shareholder apprsudliect to the general statutory requirementahgttransaction in which one or more
directors have a direct or indirect interest (otth@n as a shareholder) must be “fair” to the cafion. Mr. Porter and Ms. Bouvette have a
level of concentrated control that could discouratiers from initiating any potential merger, takeoor other change of control transaction
that may otherwise give you the opportunity toimsah premium over the then-prevailing market pateur common stock. As a result, the
market price of our common stock could be adveratfcted.

We are a “controlled company” within the meaning ofthe NASDAQ corporate governance rules because Jh€ster Porter and Maria
L. Bouvette together own more than 50% of our solelass of voting stock. As a controlled company, owontrolling shareholders have
greater power to make decisions in their own selfaterest and against the interests of other sharehdérs, and investors and other
shareholders will have fewer procedural and substdive protections against the exercise of this power

A “controlled company” may elect not to comply witie following NASDAQ corporate governance rulejeh require that:

e amajority of its board of directors consists afdeépendent directors,” which the NASDAQ rules defas persons who are not
either officers or employees of the company anceravrelationships that, in the opinion of the ldoairdirectors, would interfere
with the exercise of independent judgment in cagyout their responsibilities as directc

» decisions regarding the compensation paid to ekexaftficers are made either by a compensation citteencomposed entirely -
independent directors or by a majority of the inslegent directors

* nominations for election to the board of directans made either by a nominating committee compesétkly of independent
directors with a written charter addressing the mittee’s purpose and responsibilities or by a nigjaf the independent
directors.

We intend to rely on our controlled company statulsave Mr. Porter, a non-independent directoryesen our nominating and governance
committee and to have Ms. Bouvette, a non-indepsndieector, serve on our compensation committee.ekpect them to continue to serve
in those positions for the foreseeable future.

Although a majority of our directors are independdirectors, they have all been selected by Mrtdt@nd Ms. Bouvette, who together have
the voting power to remove directors who opposmastor decisions they favor. Mr. Porter and Msutette also have the power to elect a
majority of directors who are not independent dwex Our board may elect to dispense with the @ration committee and the nominating
and governance committee at any time without sludgeh consent. Accordingly, our shareholders havesf procedural and substantive
protections than shareholders of companies sutgjeit of the NASDAQ corporate governance requiretae
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Our profitability depends significantly on local emnomic conditions.

Because most of our business activities are corduntcentral Kentucky and most of our credit expess in that part of the state, we are at
risk from adverse economic or business developredfasting this area, including a downturn in resfate values and agricultural activities
and natural disasters such as earthquakes, floddsnadoes that affect our markets. If the Kenjuekonomy experiences an overall decline
as a result of adverse developments or naturadteisa the rates of delinquencies, foreclosuraxrioatcies and losses in our loan portfolio
would likely increase. Moreover, the value of resiate or other collateral that secures our loankldbe adversely affected by an economic
downturn or a natural disaster. An economic downtura natural disaster could, therefore, resulvsses that may materially and adversely
affect our business, financial condition, resuftserations and future prospects.

Our small to medium-sized business target market mahave fewer resources to weather a downturn in theconomy.

Our strategy includes lending to small and mediizaesbusinesses and other commercial enterprisesll 8nd medium-sized businesses
frequently have smaller market shares than theirpatitors, may be more vulnerable to economic domst often need substantial additic
capital to expand or compete and may experiencgtaniial variations in operating results, any ofalilhmay impair a borrower’s ability to
repay a loan. In addition, the success of a stalnaedium-sized business often depends on the raaraag talents and efforts of one or two
persons or a small group of persons, and the deistiility or resignation of one or more of thesesons could have a material adverse
impact on the business and its ability to repayloan. Economic downturns and other events thaatnegly impact our target market could
cause us to incur substantial credit losses thatiaoaterially harm our operating results.

If we are not able to continue our historical leved of growth, which were accomplished in part throug acquisitions, we may not be
able to maintain our historical earnings trends.

We have expanded our business through both orgaoweth and a number of strategic acquisitions. &hility to continue our organic grow
depends, in part, upon our ability to expand ourketgpresence, successfully attract core depositsdentify attractive commercial lending
opportunities. If we are not able to do this susfidl/, we may not be able to maintain our histariearnings trends.

Our ability to implement our strategy for continugrdwth also depends on our ability to continualentify and integrate acquisition targets
profitably. We cannot assure you that we will béeab continue this trend, or that future acquisisi will always be profitable. In addition, '
expect that competition for suitable acquisitiondidates will be significant. We compete with othanks or financial service companies
with similar acquisition strategies, many of whante larger and have greater financial and otheuress than we do. We cannot assure you
that we will be able to successfully identify arwdjaire suitable acquisition targets on acceptabims$ and conditions.

If we are unable to manage our growth effectivelypur operations could be negatively affected.

Financial institutions like us that experience dagiowth face various risks and difficulties, indilg:
» finding suitable markets for expansic
« finding suitable candidates for acquisitit
e attracting funding to support additional grow
e maintaining asset qualit
e attracting and retaining qualified management;
* maintaining adequate regulatory capi

In addition, in order to manage our growth and neamadequate information and reporting systembiwibur organization, we must identi
hire and retain additional qualified employeestipalarly in the accounting and operational arelasus business.

If we do not manage our growth effectively, ouribess, financial condition, results of operationd &uture prospects could be negatively
affected, and we may not be able to continue tdempnt our business strategy and successfully ermu operations.

We face strong competition from other financial instutions and financial service companies, which add adversely affect our results
of operations and financial condition.

We compete with other financial institutions inratting deposits and making loans. Our competiticattracting deposits comes principally
from commercial banks, credit unions, savings @ath lassociations, securities brokerage firms, arae companies, money market funds
and other mutual funds. Our competition in makiogns comes principally from
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commercial banks, credit unions, savings and Ieaodations, mortgage banking firms and consumentie companies. In addition,
competition for business in the Louisville metrdfeoi area has grown in recent years as changemiirg law have allowed several bank:
enter the market by establishing new brancheswlides competition is increasing in the other graywnarkets we have targeted, which may
adversely affect our ability to execute our plamsexpansion. Moreover, our advantage from havpeyated a nationally recognized online
banking division since 1999 may diminish, as neallyf our competitors now offer online bankingdamay become more successful in
attracting online business over time as they becmimiee experienced.

Competition in the banking industry may also limitr ability to attract and retain banking clieée maintain smaller staffs of associates
have fewer financial and other resources than fangitutions with which we compete. Financialtingions that have far greater resources
and greater efficiencies than we do may have skewezeketplace advantages resulting from their gbib:

» offer higher interest rates on deposits and lowtréest rates on loans than we ¢
» offer a broader range of services than we

* maintain numerous branch locations; i

e mount extensive promotional and advertising campsa

In addition, banks and other financial institutionigh larger capitalization and other financialérediaries may not be subject to the same
regulatory restrictions as we are and may havestdemding limits than we do. Some of our curresthmercial banking clients may seek
alternative banking sources as they develop nesdgddit facilities larger than we can accommodHitee are unable to attract and retain
customers, we may not be able to maintain growthaam results of operations and financial conditiealy otherwise be negatively impacted.

Our profitability is vulnerable to fluctuations in interest rates.

Our profitability depends in large part on our imtérest income, which is the difference betwedarast earned from interest-earning assets,
such as loans and mortgage-backed securitiesngerést paid on interest-bearing liabilities, sastdeposits and borrowings. Our net interest
income will be adversely affected if market inténeges change such that the interest we pay oosits@nd borrowings increases faster than
the interest we earn on loans and investments.

Since September 18, 2007, the Federal Reserveckasaded its target for the federal funds ratéisias, resulting in a decrease from 5.25%
to 2.25%. While these short-term market interegs;avhich we use as a guide to price our depdwsitse decreased, longer-term market
interest rates, which we use as a guide to pricéomger-term loans, have not decreased in a quoreting manner. If shoterm interest rate
continue to decline, and if rates on our depositslzorrowings do not reprice downwards as fashasdtes on our loans and investments, we
would experience compression of our interest nateagd and net interest margin, which would havegative effect on our profitability.
Conversely, when short-term rates begin to declirgdgls on our loans may reprice downward fastantthe rates on our deposits and
borrowings resulting in a negative impact on oteiiest rate spread and net interest margin.

We depend on our senior management team, and the expected loss of one or more of our senior executis could impair our
relationship with customers and adversely affect aubusiness and financial results.

Our future success significantly depends on théiwoed services and performance of our key managepegsonnel, particularly J. Chester
Porter, chairman of the board, Maria L. Bouvettesfent and chief executive officer, and DavidPierce, chief financial officer. We do not
have employment agreements with any of our semiecwgives. Our future performance will depend onathility to motivate and retain the
and other key officers. The loss of the servicemembers of our senior management or other kegesfior the inability to attract additional
qualified personnel as needed could materially haumbusiness.

Our inability to accurately and favorably assess th effectiveness of our internal controls over finatial reporting, or the inability of
our independent auditors to provide an unqualifiedattestation report in our assessment, could adverleaffect our stock price.

Beginning with this Annual Report on Form 10-K the fiscal year ending December 31, 2007, Sectighof the Sarbanes-Oxley Act
requires our management to report on the effectisginf our internal controls over financial repagtas of December 31, 2007. Our
independent auditors must attest to the effectis®ié our internal controls over financial repagtas of December 31, 2008 unless proposed
rule changes are adopted. The rules governinganelards we must meet for management to assegst@unal controls over financial
reporting are new and complex, and require sigaificlocumentation, testing and possible remediatioconnection with this effort, we ha
incurred increased expenses and
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diversion of management’s time and other interaaburces. In addition, in connection with the #iésn process by our independent
auditors, we may encounter problems or delays inpteting the implementation of any requested imprognts and receiving a favorable
attestation. If our independent auditors cannotipeman unqualified attestation report on our assesnt, we could lose investor confidence,
which could adversely affect our stock price.

We operate in a highly regulated environment and, @.a result, are subject to extensive regulation anglpervision that could adversely
affect our financial performance and our ability to implement our growth and operating strategies.

We are subject to examination, supervision and cehemsive regulation by federal and state regutatgencies. Regulatory oversight of
banks is primarily intended to protect depositts,federal deposit insurance funds, and the bgrdgistem as a whole, not our shareholders.
Our compliance with these regulations is costly avay adversely affect our ability to operate padfly. In addition, the laws and regulations
applicable to banks could change at any time, wbahld significantly impact our business and padfility. For example, new legislation or
regulation could limit the manner in which we maynduct our business, including our ability to attrdeposits and make loans.

Federal and state banking laws and regulationsrgawemerous matters including the payment of divitse the acquisition of other banks
the establishment of new offices. We must also repetific regulatory capital requirements. Ourndialto comply with these laws,
regulations and policies or to maintain our capiguirements could affect our ability to pay desidls on common stock, our ability to grow
through the development of new offices and ouiitgliib make acquisitions. These limitations mayverg us from successfully implementi
our growth and operating strategies.

Item 1B.  Unresolved Staff Comments
Not applicable

Item 2. Properties

PBI Bank has 19 full-service banking offices. Tbh#dwing table shows the location, square footage @vnership of each property. We
believe that each of these locations is adequatsiyed. Data processing and support operationeated in the Main and Canmer offices.
Trust services and operations are located in thwiBa office.

Markets Square Footag Owned/Leasel
Louisville/Jefferson, Bullitt and Henry Counties

Main Office: 2500 Eastpoint Parkway, Louisvi 30,00( Ownec
Eminence Office: 645 Elm Street, Eminel 1,50( Ownec
Hillview Office: 11998 Preston Highway, Hillvie 3,50( Ownec
Pleasureville Office: 5440 Castle Highway, Pleasille 10,00( Ownec
Shepherdsville Office: 340 South Buckman StreegpBlerdsville 10,00( Ownec
Lexington/Fayette County

Lexington Office: 2424 Harrodsburg Road, Suite 1G€xington 8,50( Lease!
South Central Kentucky

Brownsville Office: 113 East Main, Brownsvil 8,50( Ownec
Burkesville Office: 365 North Main Street, Burkeltwi 2,00 Ownec
Canmer Office: 2708 North Jackson Highway, Can 5,00( Ownec
Greensburg Office: 2(-04 North Main Street, Greensbt 11,00¢( Ownec
Horse Cave Office: 210 East Main Street, Horse ( 5,00( Ownec
Morgantown Office: 112 West Logan Street, Morgamic 7,50( Ownec
Munfordville Office: 949 South Dixie Highway, Munfdville 9,00( Ownec
Northside Office: 1300 North Main Street, Beavent 3,20( Ownec
Wal-Mart Office: 1701 North Main Street, Beaver D. 50C Lease!
Owensboro/Davies County

Owensboro Office: 1819 Frederica Street, Owens 3,00 Ownec
Southern Kentucky

Fairview Office: 1042 Fairview Avenue, Bowling Gre 3,30( Lease!
Campbell Lane Office: 751 Campbell Lane, Bowlinge&n 7,50(C Ownec
Glasgow Office: 1006 West Main Street, Glas¢ 12,00( Ownec
Other Properties

Office Building: 701 Columbia Avenue, Glasgt 19,00( Ownec
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Item 3. Legal Proceedings

In the normal course of operations, we are defetsdarvarious legal proceedings. In the opiniomaihagement, there is no proceeding
pending or, to the knowledge of our managemengatiened litigation in which an adverse decisioridcoesult in a material adverse change
in our business or consolidated financial position.

Item 4. Submission of Matters to a Vote of Security Holder:
None
PART Il
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie

Market Information

Our common stock is traded on the NASDAQ Global kéaunder the ticker symbol “PBIB”. Before the efiige date of our registration
statement on September 21, 2006, there had beeunhtic market for our common stock. The followiradple presents the high and low sales
prices for our common stock reported on the NASDBIQbal Market for the periods indicated:

2007
Market Value
Quarter Ended High Low Dividend
Fourth Quarte $21.5C $18.4¢ $ 0.21
Third Quartel 22.8¢  20.6¢ 0.2C
Second Quarte 23.8( 22.6¢ 0.2C
First Quarte 23.0C 21.6¢ 0.2C
2006
Market Value
Quarter Ended High Low Dividend
Fourth Quarte $23.0¢ $21.21 $ 0.2C
Third Quarter (beginning September 21, 2C 24.5C 22.3( 0.2C

As of December 31, 2007, we had approximately @iz8eholders, including 206 shareholders of recatlagpproximately 470 beneficial
owners whose shares are held in “street” name ¢yrisies broker-dealers or other nominees.

Dividends

Shareholders of a Kentucky corporation are enttitetceive such dividends and other distributiwhen, as and if declared from time to t
by the board of directors out of funds legally #aalie for distributions to shareholders. We antitippaying regular dividends on a quarterly
basis going forward. Any future determination rigigtto the payment of dividends will be made atdiseretion of our Board of Directors a
will depend on a number of factors, including autufe earnings, capital requirements, financialdétion, future prospects and other factors
that our board of directors may deem relevant.

As a bank holding company, our principal sourceseknue is the dividends that may be declared fiora to time by PBI Bank out of funds
legally available for payment of dividends. Variduenking laws applicable to PBI Bank limit the pamhof dividends to us. A Kentucky
chartered bank may declare a dividend of an amaiuthte bank’s net profits as the board deems apiattep The approval of the KOFI is
required if the total of all dividends declaredthg bank in any calendar year exceeds the toitd okt profits for that year combined with its
retained net profits for the preceding two yeagsslany required transfers to surplus or a funthforetirement of preferred stock or debt.
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Until 2006, we operated as a subchapter S corporadind our dividend policy was to pay cash diviteto our two shareholders in an am¢
not less than the tax due on their per share podi@ur taxable income. Effective December 31,500 became a subchapter C corporation
for federal income tax purposes, and acquired sloddters as a result of our reorganization. Ouredtnaders are no longer taxed on their
proportional share of our net income, and we halygsted our dividend policy to pay a regular quadytdividend.

In addition, we have issued an aggregate of apprabely $25.0 million in our junior subordinated detures to our subsidiary trusts. We pay
interest on the debentures, which is used by tiststito pay distributions on the trust preferrezlisées issued by them. The indenture
governing the issuance of each of these debenpunosges that if we fail to make an interest paytranthe debentures, we would be
prohibited from paying dividends on our common ktontil all debenture interest payments are currdotordingly, if we are unable to pay
interest on these debentures, we will be contréigttestricted from paying dividends on our commnssack.

Purchases of Equity Securities by Issuer

In December 2006, the Company’s Board of Direcéqmgroved the repurchase of shares of Porter’s constozk in an amount not to exceed
$3 million, exclusive of any fees or commissionseBhares may be repurchased from time to timpeém enarket transactions or privately
negotiated transactions at its discretion, suligeatarket conditions and other factors. As of Desen81, 2007, the Company had
approximately $2.8 million remaining to purchasarsis under the current stock repurchase program.

The following table shows details of Porter Banc®gommon stock purchases during the fourth quaft@007.

Maximum
Total Number of Approximate Dollar
Shares
Purchased

Total Number of

as Part of Publicly
Announced Plans o

Value of Shares
that May Yet Be
Purchased

Shares Average Price Under the Plan or
Period Purchased Paid per Share Programs Programs
Oct. 1- Oct. 31 — $ = = $ 3,000,001
Nov. 1- Nov. 30 — — — 3,000,001
Dec. 1- Dec. 31 10,00( 19.1¢ 10,00( 2,808,00!
Total 10,00( $ 19.1¢ 10,00(
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ltem 6. Selected Financial Date

The following table summarizes our selected histrconsolidated financial data from 2003 to 2003u should read this information in
conjunction with Item 7. “Management’s Discussian éAnalysis of Financial Condition and Results @e@ations” and Item 8. “Financial
Statements and Supplementary Data.” Since 2004hawe combined several banks and bank holding coiepanwhich we or our principal
shareholders have held a controlling interest. €@anpany and its surviving bank subsidiary also teated their elections to be subchapter S
corporations as a result of this reorganizationctvivas completed effective December 31, 2005. Whd8. generally accepted accounting
principles (“GAAP”), entities that are more tharfs@wned by another person or entity are generaifsalidated for financial reporting
purposes. Accordingly, for all periods presentdidyfahe assets and liabilities of our former sidixies, regardless of our previous
percentage of ownership in these entities, areided in our consolidated balance sheet. Our catedelil net income, however, includes our
subsidiaries’ net income only to the extent of pravious ownership percentage. In addition, finaindata as of dates before and for periods
ended through December 31, 2005 have been deneedifoth S corporations and C corporations withinansolidated group. Beginning
on December 31, 2005, and for all subsequent perimd financial data will reflect that our conslalied group consists entirely of C
corporations.

Selected Consolidated Financial Data

As of and for the Years Ended December 31,

(Dollars in thousands except per share data) 2007 2006 2005 2004 2003
Income Statement Data:
Interest incomi $ 91,80( $ 72,86 $ 62,054 $ 49,94° $ 45,96¢
Interest expens 49,40« 35,62: 25,66¢ 19,69¢ 19,85!
Net interest incom 42,39¢ 37,24 36,38¢ 30,24¢ 26,11:
Provision for loan losse 4,02t 1,40¢ 3,64¢ 2,53: 2,77:
Non-interest incom« 5,55¢ 5,19¢ 5,43: 4,55 4,34¢
Non-interest expens 22,47« 19,78¢ 20,04 17,72¢ 16,57(
Income before minority interest and ta: 21,45 21,247 18,13( 14,54« 11,11¢
Minority interest in net income of consolidated siglaries — — 1,314 89¢ 731
Income before income tax 21,45: 21,24; 16,81¢ 13,64¢ 10,38¢
Income tax expens 7,224 6,90¢ 2,201 2,75¢ 1,99¢
Net income $  14,22¢ $ 14,33¢ $ 14,61F $ 10,88’ $ 8,38¢
Common Share Data (1)
Basic and diluted earnings per sh $ 1.8¢ 2.1% 2.4¢ 1.8¢ 1.4Z
Cash dividends declared per sh 0.81 0.8C 1.6¢ 1.15 1.04
Book value per shai 15.52 14.21 11.3¢ 11.2¢ 10.61
Tangible book value per she 12.7¢ 12.4¢ 9.32 10.4¢ 9.8:
Balance Sheet Data (at period end
Total asset $1,456,02 $1,051,00! $991,48: $887,20: $767,07-
Debt obligations

FHLB advance:! 121,76’ 47,56 63,56: 50,96: 44,84«

Junior subordinated debentu 25,00( 25,00( 25,00( 25,00( 14,00(

Notes payabli — — 9,60( 10C 10C
Average Balance Data
Average asse! $1,221,64 $ 995,01t $942,73: $829,20: $741,28t
Average loan: 1,019,62 814,20:. 776,20° 684,45¢ 595,65:
Average deposit 997,28° 810,41¢ 771,67 669,93¢ 621,63!
Average FHLB advance 69,27¢ 57,841 54,34. 53,93¢ 29,82¢
Average junior subordinated debentu 25,00( 25,00( 25,00( 22,20( 14,00(
Average notes payahb 14 7,32¢ 10C 10C 36C
Average stockholde’ equity 114,79° 83,42¢ 68,92: 64,11¢ 61,83«
Selected Performance Ratios:
Return on average ass 1.16% 1.4% 1.55% 1.31% 1.13%
Return on average equi 12.3¢ 17.1¢ 21.21 16.9¢ 13.5¢
Efficiency ratio (2) 46.97 46.6¢ 47.9¢ 51.0% 54.5¢
Net interest spreg 3.11 3.5C 3.67 3.5C 3.32
Net interest margin (fully tax equivalet 3.67 3.97 4.0€ 3.84 3.71
Asset Quality Ratios:
Non-performing loan: $ 12,66¢ $  8,94( $ 7,014 $ 5,60¢ $ 3,54¢€
Allowance for loan losses to n-performing loan: 128.9% 143.59% 173.9% 182.9% 228.2¢%

Allowance for loan losses to total loa 1.34 1.5C 1.54 1.4C 1.2¢



Non-performing loans to total loat 1.04 1.0t 0.8¢ 0.7¢€ 0.5¢€
Capital Ratios:

Tier 1 risk-based capital rati 10.3% 14.32% 10.6%% 12.91% 12.7%%
Total risk-based capital rati 11.6¢ 15.5% 12.01 14.2: 14.0¢
Leverage ratic 9.07 11.8¢ 8.62 10.7: 10.4%

(1) Common share data has been adjusted to refleotk split effective December 7, 20(
(2) Efficiency ratio is computed by dividing nonténest expense by the sum of net interest incordenan-interest income excluding gains
(losses) on sales of securiti
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Unaudited Pro Forma Selected Consolidated Financidbata

The following unaudited pro forma selected consibd financial data for the periods and at thediaidicated should be read in conjunction
with our consolidated financial statements andteel@otes appearing elsewhere in this documentufbadited pro forma selected
consolidated financial data is presented to sh@nirttpact on our historical financial position aegults of operations of our reorganization
and the additional taxes to be incurred as a re$ualtir termination of subchapter S corporatiotustdor federal income tax purposes. In the
reorganization, which was consummated on Decemhe2®)5, we merged three partially owned subsigiainto our company, issued a
combination of shares, cash and promissory notteetbolders of minority interests in those sulasids, and consolidated our remaining
subsidiary banks. Our company and its survivingktmubsidiary also terminated their elections teblechapter S corporations as a result of
the reorganization. The unaudited pro forma setectesolidated financial data presented below asgbhat the reorganization and
terminations of subchapter S corporation statugwensummated on January 1 of 2005. The unauditefbpna selected consolidated
financial information is intended for informationalrposes only and is not necessarily indicativewffuture financial position or future
operating results or of our financial position geaating results that would have actually occuifditge reorganization and terminations of
subchapter S corporation status had been effeativd the date or for the periods presented.

As of and for the Years Ended December 31,

(Dollars in thousands except per share data) 2007 2006 2005
Net Income:
As reportec $  14,22¢ $ 14,33¢ $ 14,61t
Adjustments
Add-back of minority interests (: — — 1,314
Additional taxes (2 — — (3,967)
Acquisition funding (3 — — (587)
Adjusted net incom $  14,22¢ $ 14,33¢ $ 11,37¢
Period End Shares Outstanding
As reported and adjusted for stock s 7,881,201 7,622,44 5,868,22.
Shares issued in reorganizat — — 464,22:
Adjusted shares outstandi 7,881,201 7,622,44 6,332,44

Balance Sheet Data
Stockholder' equity

As reportec $ 122,28¢ $ 108,34t $ 71,87¢
Adjustment for effect of net income adjustme — — (3,236€)
Adjusted stockholde’ equity $ 122,28¢ $ 108,34t $  68,64(
Total Assets
As reportec $1,456,02 $1,051,001 $ 991,48:
Adjustment for cas-out in reorganizatio — — (5,319
Adjusted total asse $1,456,02 $1,051,00 $ 986,16¢
Common Share Data:
Basic and diluted earnings per share $ 1.8¢ 2.1t 1.8C
Book value per shai 15.52 14.21 10.8¢
Tangible book value per she 12.7¢ 12.4¢ 8.81
Selected Performance Ratios (5)
Return on average equi 12.3% 17.1% 16.57%
Return on average ass 1.1¢ 1.4 1.21

(1) This adjustment reflects the minority intergaiischased in our reorganization. The minorityriesés were reported on an after-tax, C
corporation basis

(2) This adjustment represents a tax rate of 34ptiexpto reported préax income less reported income tax expense teatetthe conversic
from Subchapter S corporation to C corporatiorust:

(3) Acquisition funding includes $9,500,000 in semotes at an annual 6% interest rate and $5,8@3r0cash at an assumed annual 6%
interest rate; net of tax at a 34% tax .
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(4) The 33,930 and 40,000 shares of unvested aestrstock granted under our 2006 stock incentiae that were outstanding as of
December 31, 2007 and December 31, 2006, resplcthare not been included in computing earningsspare because they are
unvested and anti-dilutive. Pro forma earningssbere for 2007, 2006, and 2005, were computed l@asagighted-average shares
outstanding of 7,651,405, 6,678,337, and 6,332,/ebpectively

(5) Average asset and average equity calculatitlseutwo-point period averages that reflect tidguatments for the reorganization and the
conversion from subchapter S corporation to C c@aian status. Ratios for the year ended Decembe?@7 and 2006 are actual
results.

Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operation

Management’s discussion and analysis of finan@abti@ion and results of operations analyzes thealtated financial condition and results
of operations of Porter Bancorp Inc. and its whollyned subsidiary, PBI Bank. Porter Bancorp, Ia@ Louisville, Kentucky-based bank
holding company which operates 19 full-service liagloffices in twelve counties through its wholly#oed subsidiary, PBI Bank. Our
markets include metropolitan Louisville in Jeffengbounty and the surrounding counties of Henry Bulditt, and extend south along the
Interstate 65 corridor to Tennessee. We serve smuttral Kentucky and southern Kentucky from baglaffices in Cumberland, Butler,
Green, Hart, Edmonson, Barren, Warren, Ohio, andd3a Counties. We also have an office in Lexingkentucky, the second largest city
in Kentucky. Our markets have experienced annusitige deposit growth rates in recent years withttlend expected to continue for the 1
few years. The Bank is both a traditional commubiyk with a wide range of commercial and persbaaking products and an innovative
online bank which delivers competitive deposit pratd and services through an on-line banking divigiperating under the name of
Ascencia.

In 2005, we completed a reorganization in whichasquired the minority interests of our three péytiawned bank holding companies and
consolidated our five subsidiary banks under tharoon control of our founders into a single bankthi@ reorganization, we terminated the
elections by our company and our banking subsidiafye subchapter S corporations for federal inctargurposes. As a subchapter S
corporation with two shareholders, we historicgiéid a substantial portion of our net income agdéivds to fund the tax liability our
shareholders owed on our income and to providéuarren their investment. Dividends paid in 200&; kast year as a subchapter S
corporation, represented 69.4% of our net inconsea &£ corporation, we now pay federal and stateniectaxes directly, but our shareholc
no longer have to pay taxes on their share ofrmeome, and we have adjusted our dividend policpmiagly. The dividends we have paid
2006 and 2007 and may pay in the future are sutgemtr future earnings, capital requirements,rfaial condition, future prospects and ot
factors our board of directors deems relevant.

On September 21, 2006, we completed an initialipuffering of 1,550,000 shares of our common staicén initial public offering price per
share of $24.00. The aggregate purchase priceeadftaring was $37.2 million. The Company sold D280 newly issued shares of common
stock for an aggregate purchase price of $30.0amjland selling shareholders sold 300,000 shé&resromon stock for an aggregate
purchase price of $7.2 million, for their own acotau The net proceeds to us were $26.6 milliorr aféelucting total expenses of $3.4 milli

On October 1, 2007, we completed the acquisitio®lib County Bancshares, and its wholly owned sliasi Kentucky Trust Bank. The
aggregate purchase price was $12 million paid & @ad stock. We acquired $120.1 million in asarts$94.5 million in deposits and
recorded $5.3 million in goodwill and $3.0 milli@m core deposit intangibles. This acquisition elis@led our presence in Ohio and Daviess
counties and improved our market position in Warkteuninty.

Subsequent to year-end, we completed the acquisifi®aramount Bank in Lexington, Kentucky, in arilion all cash transaction. We
acquired $75 million in assets and $75 million @pdsits and recorded goodwill of $4.0 million arid®million in core deposit intangibles.
This acquisition established our physical preseémdexington, Kentucky, Fayette County, the seclandest market in the state.

We focus on commercial and commercial real estatdihg, both in markets where we have banking effiend other growing markets in our
region. Commercial, commercial real estate andestte construction loans accounted for 69.8%upfatal loan portfolio as of

December 31, 2007, and 69.7% as of December 386, 20@ contributed significantly to our earningsn@nercial lending generally
produces higher yields than residential lending requires more rigorous underwriting standards@edit quality monitoring.

Overview of 2007

The following discussion should be read in conjiorctvith our consolidated financial statements aodompanying notes and other
schedules presented elsewhere in the report.
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For the year ended December 31, 2007, we repoeeiticome of $14.2 million compared to net incori®@b4.3 million for the year ended
December 31, 2006. Basic and diluted earningshmmesvere $1.86 for the year ended December 37, 200npared to $2.15 for 2006.

Highlights for the year ended December 31, 200&wer
» Loans grew 42.8% to $1.2 billion compared to $84tHan at December 31, 200

» Total assets increased 38.5% to $1.5 billion sthedourth quarter of 2006, fueled by strong loamwgh and the acquisition of
Kentucky Trust Bank

» Deposits grew 35.4% to $1.2 billion since the fouquarter of 2006. Core customer riaterest bearing deposit accounts incre.
38.8% to $83.1 million from $59.8 million during @0. $10.6 million of the increase in core customam-interest bearing deposit
accounts was attributable to organic grov

» Our efficiency ratio continues to outperform ouepeat 47.0% for 2007 compared with 46.7% for 2

*  We completed the acquisition of Ohio County Banossanc., the holding company for Kentucky TruanB, effective October
2007. The Kentucky Trust Bank acquisition addedestail banking offices in three Kentucky counties|uding the Bowling
Green and Owensboro marke

« PBI Bank signed a definitive agreement to acquasmount Bank in Lexington, Kentucky during 200AeTacquisition closed at
the beginning of February 2008 and increased amnd@nd deposits by $75 millic

These items are discussed in further detail througthis “Management’s Discussion and AnalysisioBFcial Condition and Results of
Operations” Section.

Application of Critical Accounting Policies

Our accounting and reporting policies comply witAAR and conform to general practices within theldag industry. We believe that of ¢
significant accounting policies, the following miayolve a higher degree of management assumptiohgualgments that could result in
materially different amounts to be reported if citiods or underlying circumstances were to change.

Allowance for Loan Losses- PBI Bank maintains an allowance for loan lossd&bed to be sufficient to absorb probable inadiiceedit
losses existing in the loan portfolio, and the seldan committee evaluates the adequacy of tikvalice for loan losses on a quarterly basis.
We evaluate the adequacy of the allowance usingngrother things, historical loan loss experieko®wn and inherent risks in the

portfolio, adverse situations that may affect tberbwer’s ability to repay, estimated value of thelerlying collateral and current economic
conditions. While we evaluate the allowance fonlé@sses, in part, based on historical losses wihch loan category, estimates for losses
within the commercial real estate portfolio depemate on credit analysis and recent payment perfocaal he allowance may be allocated
for specific loans or loan categories, but thererdllowance is available for any loan that, in aggment’s judgment, should be charged off.
The allowance consists of specific and general aovapts. The specific component relates to loansatteaindividually classified as impaired
or loans otherwise classified as substandard dotfiduThe general component covers non-classlfiads and is based on historical loss
experience adjusted for current factors. The metlogy for allocating the allowance for loan andskedosses takes into account our increase
in commercial and consumer lending. We increasatheunt of the allowance allocated to commerciahfoand consumer loans in response
to the growth of the commercial and consumer laantfglios and management'’s recognition of the higieks and loan losses in these
lending areas. We develop allowance estimates lasadtual loss experience adjusted for curremi@waic conditions. Allowance estimates
are a prudent measurement of the risk in the laatiglio which we apply to individual loans basenlloan type. If the mix and amount of
future charge-off percentages differ significaritym those assumptions used by management in mékidgtermination, we may be
required to materially increase our allowance ¢@ml losses and provision for loan losses and aelyeaffect our results.

Goodwill and Intangible Assets— We test goodwill and intangible assets that hiagtefinite useful lives for impairment at least aalty and
more frequently if circumstances indicate theitugaiay not be recoverable. We test goodwill forampent by comparing the fair value of
the reporting unit to the book value of the repuagtunit. If the fair value, net of goodwill, excessldook value, then goodwill is not considered
to be impaired. Intangible assets that are not timearwill be tested for impairment at least anhyuby comparing the fair values of those
assets to their carrying values. Other identifiabiangible assets that are subject to amortizatieramortized on an accelerated basis ov«
years expected to be benefited, which we beliel® igears. We review these amortizable intangibsets for impairment if circumstanc
indicate their value may not be recoverable baseal comparison of fair value to carrying value. &hen the annual goodwill impairment
test as of December 31, 2007, management doesledany of the goodwill is impaired as of thated While management believes no
impairment existed at December 31, 2007 under atowustandards applicable at that
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date, different conditions or assumptions, or clearig cash flows or profitability, if significantlyegative or unfavorable, could have a
material adverse effect on the outcome of the impamt evaluation and financial condition or futoesults of operations.

Stock-based Compensatior We adopted the provisions of Statement of Firertcounting Standards (“SFAS”) No. 123(R) “Sh&@&sec
Payment (Revised 2004),” on January 1, 2006. Armathgr things, SFAS No. 123(R) eliminates the aptfit account for stock-based
compensation using the intrinsic value based metii@dtcounting and requires that such transactiengcognized as compensation expense
in the income statement based on their fair vadurethe date of the grant. SFAS No. 123(R) requltesmanagement make assumptions
including stock price volatility and employee tuveo that are utilized to measure compensation esgaéVe estimate the fair value of stock
options granted at the date of grant using thelB&aholes option-pricing model, which requires ithgut of highly subjective assumptions,
such as volatility, risk-free interest rates anddénd pay-out rates.

Valuation of Deferred Tax Asset-We evaluate deferred tax assets quarterly. Weredlize this asset to the extent it is profitabiearry
back tax losses to periods in which we paid inctemes. Our determination of the realization ofdieéerred tax asset will be based upon
management’s judgment of various future eventswenogrtainties, including the timing and amountuifife income we will earn and the
implementation of various tax plans to maximizdiragion of the deferred tax assets. Managemeig\es we will generate sufficient
operating earnings to realize the deferred tax fitsnExaminations of our income tax returns orras in tax law may impact the tax
liabilities and resulting provisions for income ésx

Results of Operations
The following table summarizes components of incameé expense and the change in those componer8d@rcompared with 2006:

For the
Years Ended December 31, Change from Prior Period
2007 2006 Amount Percent
(dollars in thousands)
Gross interest incormr $ 9180( $ 72,86¢ $ 18,937 26.0%
Gross interest expen 49,40« 35,62: 13,78: 38.7
Net interest incom 42,39¢ 37,24: 5,15k 13.€
Provision for credit losse 4,02¢ 1,40¢ 2,62(C 186.5
Nor-interest incomt 5,44¢ 5,14¢ 30z 5.6
Gain on sale of securitit 107 50 57 114.C
Non-interest expens 22,47 19,78¢ 2,68¢ 13.€
Net income before taxe 21,45: 21,24 20¢ 1.C
Income tax expens 7,224 6,90¢ 31¢€ 4.6
Net income 14,22¢ 14,33¢ (110 (0.9

Net income of $14.2 million for the year ended Deber 31, 2007 decreased $110,000, or 0.8%, fronB8$th#lion for 2006. This decrease
earnings was primarily attributable to increaseal/jmion for loan losses expense. Provision for llmses expense increased $2.6 million, or
186.5%, in comparison to 2006 as a result of ohstntial loan growth coupled with net loan chaoffs-of $2.1million, or 0.21% of average
loans for 2007, compared with $770,000, or 0.09%wvefrage loans for 2006. Namterest income increased $303,000, or 5.9%, inpaoigor
to 2006 primarily as a result of increased sereitarges on deposit accounts and income from fidgeietivities originating from the trust
operation acquired with Kentucky Trust Bank. Thiemeeases were partially offset by reduced gainsades of residential real estate loans
resulting from our decision to move to a brokeragmiel and reduced gains on sales of governmenagtesd loans which are cyclical in
nature. Non-interest expense increased $2.7 milbiod3.6%, in comparison to 2006 as a result afeased salary and benefits expense and
an increase in occupancy and equipment expensearilgimelated to the Kentucky Trust Bank acquisititn addition, other real estate owned
expense increased due to higher costs relatedeolésing on nonperforming collateral, and colliegtamounts due.

The following table summarizes components of incame expense and the change in those componer8d6rcompared with 2005:
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For the
Years Ended December 31, Change from Prior Period
2006 2005 Amount Percent
(dollars in thousands)
Gross interest incorr $ 72,86 $ 62,05« $ 10,80¢ 17.4%
Gross interest expen 35,62: 25,66¢ 9,957 38.¢
Net interest incom 37,24 36,38¢ 852 2.3
Provision for credit losse 1,40¢ 3,64¢ (2,240 (61.5)
Non-interest incom: 5,14¢ 5,41¢ (26¢) (5.0
Gain on sale of securitit 50 19 31 163.2
Non-interest expens 19,78¢ 20,04’ (262) 1.3
Net income before taxe 21,24; 18,13( 3,117 17.2
Minority interest (1) — 1,314 (1,319 (200.0
Income tax expens 6,90¢ 2,201 4,707 213.¢
Net income 14,33¢ 14,61¢ (27¢€) (1.9

(1) We acquired the minority interests in a subsidizagk holding company in the December 31, 2005 aorgtion.

Net income of $14.3 million for the year ended Deber 31, 2006 decreased $276,000, or 1.9%, fron6$thilion for 2005. This decrease
earnings was primarily attributable to increasembine tax expense. Income tax expense increasedrion, or 213.9%, for the year ended
December 31, 2006 in comparison with 2005 resuliiom our change to C corporation status effedileeember 31, 2005. This was parti
offset by lower provision for loan losses expense decreased nanterest expense. Provision for loan losses expgaseased $2.2 milliol
or 61.5%, in comparison to 2005 as a result ofocourent assessment of borrowers’ ability to repay aur collateral positions related to
impaired and non-performing loans. Non-interestegige decreased $262,000, or 1.3%, in comparisp@0® as a result of an increase in the
deferral of direct loan origination costs and restiemployee benefit costs resulting from a changeii group health benefits plan that went
into effect July 1, 2006. These decreases in nterdat expense were partially offset by increaskemising costs associated with our new
advertising campaign launched in 2006.

Net Interest Income— Our net interest income was $42.4 million for teayended December 31, 2007, an increase of $8i@mor 13.8%
compared with $37.2 million for the same perio@@96. Net interest spread and margin were 3.11%8&%%6, respectively, for 2007,
compared with 3.50% and 3.97%, respectively, f@&2d he increase in net interest income was prigntre result of higher loan volume,

but was partially offset by the reduction in ndeiest margin due to the use of promotional pricindoans and deposits to gain market share
in new markets as well as short-term pressure fl@niederal reserve’s actions to reduce short-tetenest rates during the second half of
2007. The increase of $205.4 million in averagaso®r 2007, compared to the same period in 2088, due to the acquisition of Kentucky
Trust Bank and organic growth in our loan portfolio

Our average interest-earning assets were $1.2rbiir 2007, compared with $946.3 million for 20@623.0% increase primarily attributable
to loan growth and the Kentucky Trust Bank acdqigsitAverage loans were $1.0 billion for 2007, camgal with $814.2 million for 2006, a
25.2% increase. Our total interest income incre6e@% to $91.8 million for 2007, compared with ¥ fillion for 2006. The change was
due primarily to higher loan volume.

Our average interest-bearing liabilities also iased by 22.2% to $1.0 billion for 2007, comparethwB839.6 million for 2006. Our total
interest expense increased by 38.7% to $49.4 mifbo 2007, compared with $35.6 million during 2086e primarily to an increase in the
volume of, and higher interest rates paid on, fiesties of deposit. Our average volume of certtésaof deposit increased 16.7% to $740.7
million for 2007, compared with $634.9 million f8006. The average interest rate paid on certificafeleposits increased to 5.09% for 2(
compared with 4.40% for 2006. The increase in obfiinds was the result of the continued re-priaihgertificates of deposit at maturity at
higher interest rates. Certificate of deposit vaduincreases also reflect increased interest rates.

Our net interest income was $37.2 million for tleayended December 31, 2006, an increase of $8540@.3%, compared with $36.4
million for the same period in 2005. Net intergatead and margin were 3.50% and 3.97%, respectifel2006, compared with 3.67% and
4.06%, respectively, for 2005. The increase inimerest income was primarily the result of higleam volume, but was partially offset by
reduction in net interest margin due to the flatigryield curve between periods. The increase 8t@aillion in average loans for 2006,
compared to the same period in 2005, was due margrowth in our loan portfolio.

Our average interest-earning assets were $946lidmfior 2006, compared with $904.5 million for 2@ 4.6% increase primarily
attributable to loan growth. Average loans were4$8illion for 2006, compared with $776.2 milliéor 2005, a 4.9% increase. Our total
interest income increased 17.4% to $72.9 millian2@06, compared with $62.1 million for 2005. THenpge was due to a combination of
higher interest rates and higher loan volume.
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Our average interest-bearing liabilities also iasetl by 5.5% to $839.6 million for 2006, comparétth %795.5 million for 2006. Our total
interest expense increased by 38.8% to $35.6 mifbo 2006, compared with $25.7 million during 20@&e primarily to an increase in the
volume of, and higher interest rates paid on, fiesties of deposit. Our average volume of certtésaof deposit increased 11.7% to $634.9
million for 2006, compared with $568.4 million fa005. The average interest rate paid on certificafeleposits increased to 4.40% for 2(
compared with 3.40% for 2005. The increase in obfitnds was the result of the continued re-pricifgertificates of deposit at maturity at
higher interest rates. Certificate of deposit vaduincreases also reflect increased interest rates.
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Average Balance Sheets

The following table sets forth the average daillabees, the interest earned or paid on such amaamdsthe weighted average yield on
interest-earning assets and weighted average togerest-bearing liabilities for the periods indied. Dividing income or expense by the
average daily balance of assets or liabilitiespeesvely, derives such yields and costs for th@éople presented.

ASSETS
Interes-earning asset:

Loans receivables (1)(:
Real estati
Commercial
Consume
Agriculture
Other
U.S. Treasury and agenci
Mortgage-backed securitie
State and political subdivision securities
State and political subdivision securit
Corporate bond
FHLB stock
Other debt securitie
Other equity securitie
Federal funds sol
Interes-bearing deposits in other financial institutic

Total interest-earning assets

Less: Allowance for loan loss
Non-interes-earning asse
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Interes-bearing liabilities

Certificates of deposit and other time depc
NOW and money market depos

Savings accoun

Federal funds purchased and repurchase agree
FHLB advance:

Junior subordinated debentul

Other borrowinc

Total interest-bearing liabilities

Non-interes-bearing liabilities

Non-interes-bearing deposit
Other liabilities
Total liabilities

For the Years Ended December 31,

2007 2006
Average Interest Average Average Interest Average
Balance Earned/Paid  Yield/Cost Balance Earned/Paid  Yield/Cost
(dollars in thousands)
$ 892,100 $ 73,66 8.26% $715,07: $ 58,35¢ 8.1¢%
80,79t 6,721 8.3t 55,04 4,48: 8.14
31,45 2,96¢ 9.44 29,95t 2,742 9.1¢
14,18 1,26z 8.9C 12,87¢ 1,142 8.817
1,08¢ 56 5.14 1,24¢ 59 4.7%
21,52¢ 927 4.31 19,63( 74€ 3.8C
59,501 3,01¢ 5.07 56,191 2,60¢ 4.64
16,57¢ 684 6.3 16,78¢ 70< 6.44
2,45¢ 13z 5.41 83¢ 46 5.5C
2,25¢ 14z 6.3: 2,374 15¢ 6.52
9,15¢ 604 6.6C 8,661 504 5.82
217 23 10.6( — — —
3,911 16z 4.1 3,44: 15t 4.5C
26,57¢ 1,331 5.01 18,62¢ 887 4.7¢
2,031 95 4.6¢ 5,56¢ 27¢ 4.94
1,163,84i 91,80( 7.92% 946,32t 72,86 1.74&%
(14,130 (12,699
71,931 61,38¢
$1,221,64! $995,01¢
$ 740,690 $ 37,71 5.09% $634,91¢ $ 27,94( 4.4(%
157,64t 5,80( 3.6¢€ 87,26 2,06( 2.3¢€
25,76¢ 371 1.44 23,45¢ 211 0.9¢
7,85¢ 337 4.2¢ 3,81¢ 15¢ 4.01
69,27¢ 3,26( 4.71 57,841 2,71( 4.6¢
25,00( 1,924 7.7C 25,00( 2,117 8.4
14 1 7.14 7,32¢ 431 5.8¢
1,026,25; 49,40¢ 4.81% 839,63 35,62: 4.24%
73,18 64,77¢
7,41 7,17¢
1,106,85: 911,59(



For the Years Ended December 31,

2007 2006
Average Interest Average Average Interest Average
Balance Earned/Paid Yield/Cost Balance Earned/Paid  Yield/Cost
(dollars in thousands)
Stockholder equity 114,79 83,42¢
Total liabilities and stockholders’ equity $1,221,64 $995,01¢
Net interest income $ 42,39¢ $ 37,24
Net interest spread 3.11% 3.5(%
Net interest margin 3.6 3.97%
Ratio of average interes-earning assets to average intere-
bearing liabilities 113.4% 112.7%

(1) Includes loan fees in both interest income andctieulation of yield on loan:
(2) Calculations include n¢-accruing loans in average loan amounts outstan
(3) Taxable equivalent yields are calculated assumiBg24a federal income tax rat
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ASSETS
Interes-earning asset:
Loans receivables (1)(
Real estat
Commercial
Consume
Agriculture
Other
U.S. Treasury and agenci
Mortgage-backed securitie
State and political subdivision securities
State and political subdivision securit
Corporate bond
FHLB stock
Other equity securitie
Federal funds sol
Interes-bearing deposits in other financial institutic
Total interest-earning asset:s
Less: Allowance for loan loss:
Non-interes-earning assel
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Interes-bearing liabilities
Certificates of deposit and other time depc
NOW and money market depos
Savings accoun
Federal funds purchased and repurchase agree
FHLB advance:
Junior subordinated debentu
Other borrowinc
Total interest-bearing liabilities
Non-interes-bearing liabilities
Non-interes-bearing deposit
Minority interest in unconsolidated subsidiar
Other liabilities
Total liabilities
Stockholder' equity

Total liabilities and stockholders’ equity

For the Years Ended December 31,

2006 2005
Average Interest Average Average Interest Average
Balance Earned/Paid  Yield/Cost Balance Earned/Paid  Yield/Cost
(dollars in thousands)
$715,07: $ 58,35¢ 8.1€% $678,50¢ $ 49,01° 7.22%
55,04: 4,48: 8.14 50,43¢ 3,82¢ 7.5¢
29,95t 2,745 9.1¢ 32,11« 2,85¢ 8.9C
12,87¢ 1,142 8.87 13,677 1,09t 8.01
1,24¢ 58 4.7¢ 1,47: 59 4.01
19,63( 74€ 3.8C 18,88¢ 701 3.71
56,19° 2,60¢ 4.64 61,38: 2,52¢ 4.1z
16,78¢ 702 6.44 15,49¢ 661 6.5¢€
83¢ 46 5.5C — — —
2,374 15& 6.5 3,36/ 22¢ 6.62
8,661 504 5.82 8,19¢ 41C 5.0C
3,442 15t 4.5C 3,68¢ 165 4.4%
18,62¢ 887 4.7¢ 15,11( 45¢ 3.01
5,56¢ 27¢ 4.94 2,151 54 2.51
946,32! 72,86: 7.78 904,48 62,05« 6.9(%
(12,69Y) (11,969
61,38¢ 50,21
$995,01¢ $942,73:
$634,91¢ $ 27,94( 4.4(% $568,35: $ 19,32( 3.4(%
87,26 2,06( 2.3¢€ 112,71¢ 2,164 1.92
23,45¢ 211 0.9C 26,21( 15C 0.57
3,81¢ s 4.01 8,81( 30¢ 3.5C
57,84% 2,71( 4.6¢ 54,34: 2,05¢ 3.7¢
25,00( 2,115 8.417 25,00( 1,661 6.64
7,32¢ 431 5.8¢ 10C 6 6.0C
839,63: 35,62: 4.248%  795,53¢ 25,66¢ 3.25%
64,77¢ 64,39¢
— 8,46¢
7,17¢ 541
911,59( 873,81:
83,42¢ 68,927
$995,01¢ $942,73



For the Years Ended December 31,

2006 2005
Average Average
Interest Average Interest Average
Balance Earned/Paid Yield/Cost Balance Earned/Paid Yield/Cost
(dollars in thousands)
Net interest income $ 37,241 $ 36,38¢
Net interest spread 3.5(% 3.61%
Net interest margin 3.91% 4.06%
Ratio of average interes-earning assets to average intere-
bearing liabilities 112.7% 113.7(%

(1) Includes loan fees in both interest income ancttieulation of yield on loan:
(2) Calculations include ne-accruing loans in average loan amounts outstan
(3) Taxable equivalent yields are calculated assumiBgP4a federal income tax rat
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Rate/Volume Analysis

The table below sets forth information regardingradies in interest income and interest expensééoperiods indicated. For each categor

interest-earning assets and interest-bearingililsil information is provided on changes attrilmlgao (1) changes in rate (changes in rate

multiplied by old volume); (2) changes in volumédages in volume multiplied by old rate); and (Bxmeges in rate-volume (change in rate
multiplied by change in volume). Changes in ratete are proportionately allocated between ratevagime variance.

Year Ended December 31, 2007 vs. 2006 Year Ended December 31, 2006 vs. 2005

Increase (decrease) Increase (decrease)
due to change in due to change in
Net Net
Rate VVolume Change Rate VVolume Change

(in thousands)
Interest-earning assets:

Loan receivable $ 844 $ 17,05 $ 17,89 $ 7,04¢ $ 288C $ 9,92¢
U.S. Treasury and agenci 10t 76 181 17 28 45
Mortgage-backed securitie 251 15¢ 41C 301 (229 77
State and political subdivision securit 7 61 68 2 90 88
Corporate bond (5) (7) 12 3 (65) (68)
FHLB stock 70 30 10C 70 24 94
Other debt securitie — 23 23 — — —
Other equity securitie (12) 19 8 3 (12) (8)
Federal funds sol 48 39¢€ 444 30¢ 124 432
Interes-bearing deposits in other financial institutic (14) (16€) (180) 83 13¢€ 221
Total increase (decrease) in interest incorr 1,29¢ 17,64: 18,931 7,82t 2,98¢ 10,80¢
Interest-bearing liabilities:
Certificates of deposit and other time depc 4,74( 5,031 9,771 6,16¢ 2,452 8,62(
NOW and money market accoul 1,531 2,20¢ 3,74( 441 (54%) (109
Savings accoun 137 23 16C 78 a7 61
Federal funds purchased and repurchase agree 12 172 184 40 (295) (155)
FHLB advance: 12 53¢ 55C 514 14C 654
Junior subordinated debentu (293) — (193 45€ — 45€
Other borrowings 11¢ (549) (430 — 42¢ 42%
Total increase (decrease) in interest expense 6,35¢ 7,424 13,78 7,691 2,26( 9,951
Increase (decrease) in net interest income $ (5,069 $ 10,21¢ $ 5,158 $ 128 $ 724 % 852

Non-Interest Income— The following table presents for the periods ¢atitd the major categories of non-interest income:

For the Years Ended
December 31,

2007 2006 2005
(in thousands)
Service charges on deposit accol $2,76( $2,5371 $2,82i
Secondary market brokerage fi 29¢ 353 292
Income from fiduciary activitie 20¢€ — —
Title insurance commissiol 18€ 137 —
Gains on sales of government guaranteed loan: 30 152 62¢
Gains on sales of loans originated for ¢ — 284 —
Gains on sales of investment securities, 107 50 19
Other 1,971 1,68 1,66
Total nor-interest income $5,65€¢ $5,19¢ $5,43:

Nor-interest income increased by $360,000 to $5.6aniflor 2007 compared with $5.2 million for 2006uithon-interest income increased
due to increased service charges on deposit accotifif23,000, or 8.8%, attributable to the actjoisiof
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Kentucky Trust Bank in 2007 and a change in proéeetstructures during the second half of 2006 nmakertain products more competitive,
income from fiduciary activities of $206,000 arigifrom the trust operation acquired with Kentuckyst Bank, and increased gains on sales
of investment securities. These increases wer@fparnffset by decreased income from gains onsafegovernment guaranteed loans, gains
on sales of loans originated for sale, and secgnuarket brokerage fees. Gains on sales of goverhquaranteed loans decreased $122,

or 80.2% to $30,000 for 2007 compared with $152 f@®@@006. This decrease reflects the cyclical reatf the premium recognition on
government guaranteed loan originations and thimgiran when these loans are closed and sold. Gaissles of loans originated for sale to
the secondary market decreased as the result afgaarent’s decision to exit the business of origiigahome loans for sale. We are now
concentrating on brokering long-term home loanhéosecondary market through our mortgage diviss@eondary market brokerage fees
decreased $57,000, or 16.1%, to $296,000 for 26@pared to $353,000 for 2006 due to lower consuazer demand.

Non-interest income decreased by $237,000 to $5.2omifor 2006 compared with $5.4 million for 2005uon-interest income declined
due to a decrease in gains on sales of governmenagteed loans of $476,000, or 75.8% for 2006LE2H00 compared to 2005. This
decrease reflects the cyclical nature of the premriecognition on government guaranteed loan origina and the timing on when these
loans are closed and sold. We also experiencedlméén our service charges on deposit accoungstoa change in product fee structures
during the second half of the year in an effonti@ke certain products more competitive, therebyemsing product sales over time. Service
charges on deposit accounts decreased $290,0@0336 for 2006 to $2.5 million compared to 2005. Sddecreases were partially offset by
increased income from gains on sales of loansraigd for sale and fees received from brokering@mm home loans to the secondary
market through our mortgage division, which we aegliin January 2006. Gains on sales of loansmatgd for sale and broker fees received
were $637,000 for 2006 compared to $292,000 in 2005

Non-interest Expense -The following table presents the major categorfasom-interest expense:

For the Years Ended
December 31,

2007 2006 2005
(in thousands)
Salary and employee benel $12,47C $11,43: $11,48¢
Occupancy and equipme 2,721 2,47¢ 2,692
State franchise ta 1,33¢ 1,074 998
Professional fee 82¢ 622 1,132
Advertising 544 64E 362
Postage and delive 54¢€ 50¢ 48€
Office supplies 474 462 381
Communication: 46€ 511 527
Other real estate owned expe 833 24¢ 19C
Loss on early extinguishment of de — 28C —
Other 2,24¢ 1,52¢ 1,79¢
Total nor-interest expens $22,47¢ $19,78¢ $20,04:

Nor-interest expense for the year ended DecemberQ®T, &f $22.5 million represented a 13.6% increasm $19.8 million for the same
period last year. Salaries and employee benefitshar largest component of non-interest expenss.edpense increased $1.0 million, or
9.1%, in comparison with the same period of 2008& essult of performance bonuses and cost of liwiage increases, and the addition of
staff from the Kentucky Trust Bank acquisition.

Occupancy expense increased $253,000, or 10.2%2, Tamillion in 2007 from $2.5 million in 2006 toigport the addition of new offices
opened in 2007 and the acquisition of Kentucky TBank. Professional fees increased $207,000, @&9383t0 $829,000 in 2007 from
$622,000 in 2006 as services related to sharehahtttinvestor communications increased as we wptkc company for all of 2007 in
comparison to slightly more than one quarter in®ate franchise tax increased $262,000 to $ill®min 2007 from $1.1 million in 200¢
State franchise taxes are based primarily on aeerapital levels. These taxes increased 24.4% 2@d8 to 2007 as our capital grew.
Expenses also increased for other real estate ofsord$249,000 in 2006 to $833,000 in 2007 dueighdr costs related to foreclosing on
nonperforming credits, repossessing collateral,coliécting amounts due.

Non-interest expense increases were partially offgetdrreases in advertising and communications esqpexdvertising expenses decreased
$101,000 or 15.7% to $544,000 in 2007 from $645j00D06. We increased our spending on advertisir2p06 in connection with brandi
the bank’s new name, PBI Bank, Inc. Communicatigpease decreased $45,000 or 8.8% to $466,000 in 26 $511,000 in 2006 due to
our negotiation of lower usage rates with our pryrm@nnectivity provider.
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Non-interest expense for the year ended December@®E &f $19.8 million represented a 1.3% decreasa $20.0 million for the same
period last year. Salaries and employee benefitshar largest component of non-interest expenss.edpense was largely unchanged from
2006 to 2005 as cost of living wage increasesptaened addition of lending staff, and expensesaated with the adoption of Statement of
Financial Accounting Standards No. 123(R), SharseBaPayment, were offset by efficiencies realizethfearlier consolidation efforts and
decreases in our group benefit health insurands.cOscupancy expense declined $218,000 or 8.1%2.®million in 2006 from $2.7 millio

in 2005. Professional fees declined $510,000 dt%50 $622,000 in 2006 from $1,132,000 in 2005.R&dns in these costs are attributable
to savings and efficiencies gained from our reoizgion in late 2005. Non-interest expense savingie partially offset by increases in state
franchise taxes and advertising expenses. Statehise taxes are based primarily on average cagitels. These taxes increased 8.2% from
2005 to 2006 as our capital grew. Advertising esgsrincreased $283,000 or 78.2% to $645,000 in #666$362,000 in 2005. We
increased our advertising expenditures in conneatith branding the bank’s new name, PBI Bank, ltoss on early extinguishment of
debt for $280,000 was recognized in connection vétfinancing $14.0 million of our junior subordied debentures.

Income Tax Expense- Income tax expense was $7.2 million for 2007 carag with $6.9 million for 2006. Our statutory fedletax rate was
35% in both 2007 and 2006. Our effective federak#de increased to 33.7% in 2007 from 32.5% inG200

Income tax expense was $6.9 million for 2006 coragao $2.2 million for 2005. Our company and certzfiits former subsidiaries were
subchapter S corporations. As such, they wereistiirically subject to federal income tax at thepavate level, while certain other of our
subsidiaries were subject to federal income taxior years. After 2005, all of our net income aicof the net income of our wholly owned
subsidiary, PBI Bank, are subject to federal incaoaxe

On December 31, 2005, when the Subchapter S alsctiere voluntarily terminated, certain deferreddasets and liabilities were reinstated,
effectively reducing 2005 income tax expense b $illion. Income tax expense would have increagguroximately $4.0 million for 2005,
had our company and our bank subsidiaries that suidsehapter S corporations been subject to fedwame tax during 2005.

Analysis of Financial Condition

Total assets at December 31, 2007 were $1.46bitlionpared with $1.05 billion at December 31, 2@06increase of $405.0 million or
38.5%. This increase was primarily attributabl@amoincrease of $359.8 million in net loans fromaonig loan growth and the acquisition of
Kentucky Trust Bank. We also had an increase of$%8#llion in securities available for sale.

Total assets at December 31, 2006 increased t& $illdn compared with $991.5 million at Decemi3dr, 2005, an increase of $59.5 million
or 6%. This increase was primarily attributabletoincrease of $61.8 million in net loans from migdoan growth. The increase was parti
offset by an $8.9 million decrease in securitiesilable for sale.

Loans Receivable toans receivable increased $363.3 million or 42difng the year ended December 31, 2007 to $li@rilOur
commercial, commercial real estate, and real estatstruction portfolios increased by an aggrega®&254.0 million or 42.7% during 2007
and comprised 69.8% of the total loan portfoli®atember 31, 2007.

Loans receivable increased $62.4 million or 7.9%864.4 million at December 31, 2006 compared &it82.0 million at December 31,
2005. Our commercial, commercial real estate, aatlestate construction portfolios increased $a8likon, or 9.1%, to $595.4 million at
December 31, 2006. At December 31, 2006, thesesloamprised 69.7% of the total loan portfolio coneglawith 68.9% of the loan portfolio
at December 31, 2005.

Loan Portfolio Composition —The following table presents a summary of the Iparifolio at the dates indicated, net of deferieahl fees,
by type. There are no foreign loans in our portfaind other than the categories noted, there &onocentration of loans in any industry
exceeding 10% of total loans.
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As of December 31,
2007 2006
Amount Percent Amount Percent
(dollars in thousands)

Type of Loan:

Real estate
Commercial $ 422,40* 34.6% $324,35: 37.9¢%
Constructior 318,46: 26.1F 211,97 24.8]
Residentia 288,70 23.71 195,59. 22.8¢
Home equity 25,38: 2.0¢ 19,09¢ 2.24
Commercial 108,61 8.92 59,11: 6.92
Consume 38,06! 3.15 29,70¢ 3.4¢
Agriculture 14,85¢ 1.2z 13,43¢ 1.57
Other 1,211 0.1C 1,092 0.1z
Total loans $1,217,69¢ 100.0% $854,36° 100.0(%
As of December 31,
2005 2004 2003
Amount Percent Amount Percent Amount Percent

(dollars in thousands)

Type of Loan:

Real estate
Commercial $305,09¢ 38.52% $306,98( 41.81% $267,87( 42.2t¢%
Constructior 190,08( 24.0C 142,35¢ 19.3¢ 105,06. 16.5¢
Residentia 177,68. 22.4¢ 169,52¢ 23.0¢ 161,01 25.41
Home equity 22,707 2.87 19,66: 2.6¢ 16,567 2.61
Commercial 50,62¢ 6.3¢ 48,15: 6.5€ 38,80: 6.12
Consume 30,80¢ 3.8¢ 34,35: 4.6€ 31,52¢ 4.9¢
Agriculture 13,62¢ 1.72 11,70( 1.5¢ 10,84« 1.71
Other 1,32 0.17 1,44¢ 0.2C 1,972 0.31
Total loans $791,95. 100.0% $734,18: 100.0% $633,65¢ 100.0(%

Our lending activities are subject to a varietyeofding limits imposed by state and federal lawl B&nk’s secured legal lending limit to a
single borrower was approximately $27.5 milliorDetcember 31, 2007.

At December 31, 2007, we had thirteen loan relatigrs with aggregate extensions of credit in exo€$4.0 million. These loans are
performing as agreed and we believe they are adielgumllateralized.

As of December 31, 2007, we had $31.8 million atipgoations in real estate loans purchased framd,$08.1 million of participations in re
estate loans sold to, other banks. As of Decembe2@®6, we had $21.9 million of participationgéal estate loans purchased from, and
$99.8 million of participations in real estate Isawld to, other banks.

Our loan participation totals include participasdn real estate loans purchased from and soldda(ffiliate banks, The Peoples Bank, Mt.
Washington and The Peoples Bank, Taylorsville. €hairman, J. Chester Porter and his brother, Wfillia. Porter, each own a 50% interest
in Lake Valley Bancorp, Inc., the parent holdingngany of The Peoples Bank, Taylorsville, KentuckyChester Porter, William G. Porter
and our president and chief executive officer, ari Bouvette, serve as directors of The Peopleg&BBaylorsville. Our chairman, J. Che:
Porter owns an interest of approximately 36.0% l@adrother, William G. Porter, owns an interesapproximately 3.0% in Crossroads
Bancorp, Inc., the parent holding company of ThepRes Bank, Mount Washington, Kentucky. J. CheBtater and Maria L. Bouvette, sel
as directors of The Peoples Bank, Mount Washingtée have entered into management services agregméhteach of these banks. Each
agreement provides that our executives and empsgyexvide management and accounting services tsuhject bank, including overall
responsibility for establishing and implementindippand strategic planning. Maria Bouvette alsovee as chief financial officer of each of
the banks. We receive a $4,000 monthly fee fromAéeaples Bank, Taylorsville and a $2,000 monthéyffem The Peoples Bank, Mount
Washington for these services.

As of December 31, 2007, we had $6.8 million ofiparations in real estate loans purchased frord,&&v.3 million of participations in real
estate loans sold, to these affiliate banks. ABaxfember 31, 2006, we had $4.1 million of partitg® in real estate loans purchased from,
and $12.9 million of participations in real estltans sold to, these affiliate banks.
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Loan Maturity Schedule — The following table sets forth information at [@etber 31, 2007, regarding the dollar amount ofdpaet of
deferred loan fees, maturing in the loan portfblised on their contractual terms to maturity:

As of December 31, 2007

Maturing Maturing Maturing
Within 1 through Over Total
One Year 5 Years 5 Years Loans

(dollars in thousands)
Loans with fixed rates:

Real estate
Commercial $ 39,19¢ $122,87: $ 18,20: $180,27:
Constructior 15,78¢ 13,017 1,45k 30,26!
Residentia 30,31 106,48( 61,68t 198,47
Home equity — 18C 10z 282
Commercial 16,30( 23,55¢ 1,60( 41,45¢
Consume 10,39¢ 21,50: 2,18¢ 34,08:
Agriculture 5,36¢ 2,967 11C 8,44¢
Other 793 307 — 1,10
Total fixed rate loan $118,15¢ $290,88: $ 85,33¢ $494,37¢
Loans with floating rates:
Real estate
Commercial $ 68,04 $107,27: $ 66,81t $242,13:
Constructior 144,07¢ 135,83¢ 8,284  288,20:
Residentia 29,82: 33,54: 26,86: 90,22¢
Home equity 6,09¢ 3,67( 15,33: 25,10(
Commercial 47,401 9,247 10,51¢ 67,16
Consume 3,241 53¢ 201 3,98(
Agriculture 3,99¢ 1,73¢ 67¢ 6,41(
Other 60 — 51 111
Total floating rate loan $302,74. $291,84( $128,74. $723,32:

Non-Performing Assets— Non-performing assets consist of certain restinect loans for which interest rate or other terschbeen
renegotiated, loans past due 90 days or morepatéiccrual, loans on which interest is no longerwed, real estate acquired through
foreclosure and repossessed assets. Loans, ingludpaired loans, are placed on non-accrual stahen they become past due 90 days or
more as to principal or interest, unless they demaately secured and in the process of collectioans are considered impaired if full
principal or interest payments are not anticipamtealccordance with the contractual loan terms. inepldoans are carried at the present value
of expected future cash flows discounted at the'®effective interest rate or at the fair valudted collateral if the loan is collateral
dependent. Loans are reviewed on a regular badis@mal collection procedures are implemented whbarrower fails to make a required
payment on a loan. If the delinquency on a mortdage exceeds 90 days and is not cured throughalarofiection procedures or an
acceptable arrangement is not worked out with treolver, we institute measures to remedy the defamegluding commencing a foreclosure
action. Consumer loans generally are charged offrvehloan is deemed uncollectible by managemenaapndvailable collateral has been
disposed of. Commercial business and real estatedelinquencies are handled on an individual basimanagement with the advice of le
counsel.

Interest income on loans is recognized on the attrasis except for those loans placed on non-atstatus. The accrual of interest on
impaired loans is discontinued when managemeng\aedj after consideration of economic and busioesditions and collection efforts, that
the borrowers’ financial condition is such thatleotion of interest is doubtful, which typically @aas after the loan becomes 90 days
delinquent. When interest accrual is discontinesésting accrued interest is reversed and intémesime is subsequently recognized only to
the extent cash payments are received.

Real estate acquired as a result of foreclosuby aleed in lieu of foreclosure is classified ad estate owned until such time as it is sold.
New and used automobile, motorcycle and all tewvatnicles acquired as a result of foreclosure E®sified as repossessed assets until
are sold. When such property is acquired it is méed at the lower of the unpaid
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principal balance of the related loan or its faarket value. Any write-down of the property at time of acquisition is charged to the
allowance for loan losses. Subsequent gains asddaae included in non-interest income and narest expense.

The following table sets forth information with pest to non-performing assets as of the datesatetic

As of December 31,

2007 2006 2005 2004 2003
(dollars in thousands)

Past due 90 days or more still on acc| $ 2,14¢ $ 2,01( $1,96¢ $1,32¢ $1,42¢

Loans on no-accrual statu 10,52« 6,93( 5,04¢ 4,27¢ 2,12z

Total nor-performing loan: 12,66¢ 8,94( 7,01¢ 5,60¢ 3,54¢

Real estate acquired through foreclos 4,30¢ 2,41¢ 1,781 1,66 2,16¢

Other repossessed ass 30 9 1 27 16€

Total nor-performing assel $17,00¢ $11,36¢ $8,79¢ $7,302 $5,87¢
Non-performing loans to total loat 1.04% 1.05% 0.8% 0.7¢% 0.5€%
Non-performing assets to total ass 1.17% 1.08% 0.8¢% 0.82% 0.71%

Interest income that would have been earned orpeoforming loans was $586,000, $437,000 and $266i@0the years ended December
2007, 2006 and 2005 respectively. Interest incagnegnized on accruing non-performing loans was SD) $34,000, and $18,000 for the
years ended December 31, 2007, 2006, and 200%atdsgly.

Loans more than 90 days past due increased $13B@0@Mecember 31, 2006 to December 31, 2007. Nonual loans increased $3.6
million from December 31, 2006 to December 31, 200¥s increase was primarily attributable to tvoorenercial real estate loans to a
common borrower and one residential constructiam |®dlanagement believes these loans are well stamckhas begun the appropriate
collection actions to resolve them. Managementebek it has established adequate loan loss rederibese credits.

Allowance for Loan Losses -The allowance for loan losses is based on managé&wemtinuing review and evaluation of individuaans,
loss experience, current economic conditions, ciskracteristics of various categories of loanssarih other factors that, in management’s
judgment, require current recognition in estimativan losses

The following table sets forth an analysis of |dass experience as of and for the periods indicated

As of December 31,

2007 2006 2005 2004 2003
(dollars in thousands)
Balances at beginning of peri $12,83: $12,19: $10,26: $ 8,09/ $ 6,674
Loans charge-off:
Real estat 1,771 467 1,411 252 46C
Commercial 29¢ 132 1,115 49t 541
Consume 267 43€ 51¢ 552 477
Agriculture 31 1 — — —
Other — — 37 14 13
Total charg-offs 2,374 1,03¢ 3,08¢ 1,31< 1,491
Recoveries
Real estat 84 58 24¢ 22 35
Commercial 54 121 22z 38 37
Consume 88 83 10C 55 62
Agriculture 8 3 — — —
Other — — — 1 4
Total recoverie: 234 26€ 56¢ 11€ 13¢
Net charg-offs 2,14C 77C 2,51¢ 1,19¢ 1,35:%
Provision for loan losse 4,02¢ 1,40t 3,64¢ 2,53: 2,77:
Balance acquired in bank acquisiti 1,62¢ — 807 832 —
Balance at end of peric 16,34: 12,83: $12,19; $10,26: $ 8,094
Allowance for loan losses to total log 1.3% 1.5(% 1.5% 1.4(% 1.2&%
Net charg-offs to average loans outstand 0.21% 0.0¢% 0.32% 0.1&% 0.2:%
Allowance for loan losses to total r-performing loan: 128.9% 14350  173.9%  187.9%  228.2(%
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Our allowance for loan losses is a reserve estadlishrough charges to earnings in the form obaipion for loan losses. The allowance for
loan losses in comprised of three components: Bpeeserves, general reserves and unallocatedvesseGenerally, all loans that have been
identified as impaired are reviewed on a quarteagis in order to determine whether a specifionadloce is required. A loan is considered
impaired when, based on current information, firisbable that we will not receive all amounts duaécordance with the contractual term
the loan agreement. Once a loan has been idengi§iéhpaired, management measures impairment ordamce with Statement of Financial
Accounting Standards (“SFAS”) No. 114, “AccountiByg Creditors for Impairment of a Loan,” as amendgdSFAS No. 118, “Accounting
by Creditors for Impairment of a Loan—Income Redtign and Disclosures.” When management’s measuaéte of the impaired loan is
less than the recorded investment in the loanatheunt of the impairment is recorded as a spe@ferve. These specific reserves are
determined on an individual loan basis based oragement’s current evaluation of our loss exposaredch credit, given the payment
status, financial condition of the borrower andueabf any underlying collateral. Loans for whiclesific reserves are provided are excluded
from the general reserve and unallocated allowaatmilations described below. Changes in spe@fenves from period to period are the
result in changes in the circumstances of individhens such as charge-offs, pay-offs, changesliateral values or other factors.

The allowance for loan losses represents manag&estimate of the amount necessary to provid&rfiowwn and inherent losses in the loan
portfolio in the normal course of business. Dughtuncertainty of risks in the loan portfolio, ragement’'s judgment of the amount of the
allowance necessary to absorb loan losses is aippaitx The allowance for loan losses is also stlijeegulatory examinations and
determination by the regulatory agencies as tadesjuacy in comparison with peer institutions.

We make specific allowances for each impaired leased on its type and classification as discusisedea We also maintain a general
reserve for each loan type in the loan portfoliodétermining the amount of the general reservBgroof our allowance for loan losses,
management considers factors such as our histéo@alloss experience, the growth, compositiondindrsification of our loan portfolio,
current delinquency levels, the results of recegutatory examinations and general economic carditiBased on these factors we apply
estimated percentages to the various categoriesuwo$, not including any loan that has a speclfaance allocated to it, based on our
historical experience, portfolio trends and ecorwarid industry trends. This information is usedrtgnagement to set the general reserve
portion of the allowance for loan losses at a léveééems prudent.

Our emphasis on continued growth of our loan pbdfinrough the origination of construction, commiat mortgage and 1-4 family
residential loans has been one of the more sigmifitactors we have taken into account in evalgdtie general portion of our allowance for
loan losses.

Because there are additional risks of losses tatat be quantified precisely or attributed to ipatar loans or types of loans, including
general economic and business conditions and ayedlity trends, we have established an unallocatetion of the allowance for loan losses
based on our evaluation of these risks. The uratatcportion of our allowance is determined basedasious factors including, but not
limited to, general economic conditions of our ner&rea, the growth, composition and diversifigatid our loan portfolio, types of collate
securing our loans, the experience level of oudilegofficers and staff, the quality of our creditk management and the results of
independent third party reviews of our classifioatof credits. Due to the relative stability of ngaof the factors listed above, the unallocated
portion of our allowance for loan losses as a peege of the total allowance has remained congister the periods presented. As of
December 31, 2007 and 2006, the unallocated paerbbthe allowance for loan losses were $543,008,3% of the total allowance, and
$609,000, or 4.7% of the total allowance, respetfiv

Based on an evaluation of the loan portfolio, mamagnt presents a quarterly review of the allowdockan losses to our board of directors,
indicating any change in the allowance for loarsésssince the last review and any recommendat®tsadjustments in the allowance for
loan losses.
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This evaluation is inherently subjective as it rieggi estimates that are susceptible to significavision as more information becomes
available or as events change. We used the sanm@doddgy and generally similar assumptions in assgshe allowance for both
comparison periods. We decreased the allowandedarlosses as a percentage of loans outstandih486 at December 31, 2007 from
1.50% at December 31, 2006. The level of the allmeads based on estimates and the ultimate losagwany from these estimates.

We follow a loan review program designed to evauhe credit risk in our loan portfolio. Througlisttoan review process, we maintain an
internally classified watch list which helps managat assess the overall quality of the loan paafahd the adequacy of the allowance for
loan losses. Loans categorized as watch list lshow warning elements where the present statusiexbine or more deficiencies that req
attention in the short term or where pertinenosatf the loan account have weakened to a pointevinere frequent monitoring is warrant
These loans do not have all of the characterisfiesclassified loan (substandard or doubtful)dmshow weakened elements as compared
with those of a satisfactory credit. We review thimans to assist in assessing the adequacy afltiveance for loan losses.

In establishing the appropriate classificationdpecific assets, management considers, amongfatiers, the estimated value of the
underlying collateral, the borrower’s ability tqoay, the borrower’s repayment history and the curdelinquent status. As a result of this
process, loans are categorized as special mestibstandard or doubtful.

Loans classified as “special mention” do not hdlrefahe characteristics of substandard or doubtfans. They have one or more
deficiencies which warrant special attention andciizorrective action, such as accelerated codagbractices, may remedy.

Loans classified as “substandard” are those loattsalear and defined weaknesses such as a higidydged position, unfavorable financial
ratios, uncertain repayment sources or poor firmmandition which may jeopardize the repaymerthefdebt as contractually agreed. They
are characterized by the distinct possibility tlvaetwill sustain some losses if the deficienciesrarecorrected.

Loans classified as “doubtful” are those loans Wwhiave characteristics similar to substandard Ibansvith an increased risk that collection
or liquidation in full is highly questionable anaprobable.

Once a loan is deemed impaired or uncollectibleoasractually agreed, the loan is charged-off eigatially or in-full against the allowance
for loan losses, based upon the expected fututeftass discounted at the loan’s effective interase, or the fair value of collateral with
respect to collateral-based loans.

As of December 31, 2007, we had $33.0 million aie classified as substandard, $590,000 classifietbubtful, $9.8 million classified as
special mention and none classified as loss. Tdngpares with $22.4 million of loans classified abstandard, $878,000 classified as
doubtful, $1.7 million classified as special mentand none classified as loss as of December 8. 2the $10.6 million increase in loans
classified as substandard is primarily attributabléhe downgrade of credits displaying financialakness indicated by inconsistent paym:
Factors affecting each credit are specific to thiedwers business or related to macro economictsvard we continue to monitor these
credits regularly. As of December 31, 2007 we hzetHic allocations of $4.5 million in the allowaméor loan losses related to these
classified loans.

We recorded a provision for loan losses of $4.0ionilfor the year ended December 31, 2007, compaitd$1.4 million for 2006 and $3.6
million for 2005. The total allowance for loan lesswas $16.3 million or 1.34% of total loans at ®aber 31, 2007, compared with $12.8
million or 1.50% of total loans at December 31, 208nd $12.2 million or 1.54% of total loans at Beber 31, 2005. The increased
allowance is primarily due to increases in our lparifolio of $363.3 million from December 31, 20@6December 31, 2007 and $62.4
million from December 31, 2005 to December 31, 200& charge-offs were $2.1 million for the yeaded December 31, 2007 compared
with $770,000 for 2006 and $2.5 million for 2005e\&cquired a financial institution in 2007 and &gblenerally accepted accounting
principles in connection with these acquisition@r®lspecifically, we applied the provisions of 8taént of Position 03-3: “Accounting for
Certain Loans or Debt Securities Acquired in a $farf to the 2007 transaction. We identified nostahtial loan or homogenous group of
loans having evidence of deterioration of creddliy as defined by the statement. As a resultgttisting allowance for loan loss in the
amount of $1.6 million was recorded as of the @&tecquisition.

The following table depicts management’s allocatibthe allowance for loan losses by loan typeowtnce funding and allocation is based
on management’s current evaluation of risk in ezatlgory, economic conditions, past loss experidnae volume, past due history and
other factors. Since these factors and managemasgisnptions are subject to change, the allocatinat necessarily predictive of future
portfolio performance. The allocation is made bglgitical purposes and is not necessarily indicadfhne categories in which future losses
may occur. The total allowance is available to ab$osses from any segment of loans.
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As of December 31,

2007 2006
Percent Percent
of of
Amount of Loans Amount of Loans
to Total to Total

Allowance Loans Allowance Loans
(dollars in thousands)

Real estate
Commercial $ 6,606 34.69% $ 6,51¢ 37.9¢%
Residentia 1,58( 25.7¢ 1,10: 25.1:
Constructior 3,65 26.1°f 2,000 24.81
Commercial 1,65k 8.92 89¢€ 6.92
Consume 574 3.1< 46( 3.4¢
Other 1,731 1.32 1,24¢ 1.7C
Unallocatec 543 — 60¢ —
Total $16,34: 100.0% $12,83: 100.0(%
As of December 31,
2005 2004 2003
Percent Percent Percent
of of of
Amount of Loans Loans Loans
to Total Amount of  to Total Amount of  to Total
Allowance Loans Allowance Loans Allowance Loans
(dollars in thousands)
Real estate
Commercial $ 552¢ 3850% $ 4,21t 41.81% $ 3,17 42.2t%
Residentia 1,19¢ 25.31 84: 25.7i 655 28.0:
Constructior 1,95C 24.0C 1,65z 19.3¢ 1,06 16.5¢
Commercial 1,02( 6.3¢ 1,23( 6.5€ 1,091 6.12
Consume 563 3.8¢ 54¢ 4.6¢ 465 4.9¢
Other 1,37: 1.8¢ 1,21¢ 1.7¢ 1,051 2.0z
Unallocatec 56€ — 55€ — 597 —
Total $12,19°7 100.0% $10,26: 100.00% $ 8,094/ 100.0(%

Investment Securities— The securities portfolio serves as a sourcegofdity and earnings and contributes to the manageof interest rate
risk. We have the authority to invest in variougey of liquid assets, including short-term Unité¢at&s Treasury obligations and securities of
various federal agencies, obligations of statespatitical subdivisions, corporate bonds, certifesaof deposit at insured savings and loans
and banks, bankers’ acceptances and federal fWlsnay also invest a portion of our assets in edammercial paper and corporate debt
securities. We are also authorized to invest inualufunds and stocks whose assets conform to tlestments that we are authorized to make
directly. The investment portfolio increased by $3@illion, or 34.6%, to $128.0 million at Deceml&dr, 2007 compared with $95.1million

at December 31, 2006.

The following table sets forth the carrying valdeoar securities portfolio at the dates indicat€dere were no securities classified as held-to-
maturity at either period end.

Securities availab-for-sale
U.S. Treasury and agenci
Mortgagebacked
State and municip:
Corporate
Other deb
Equity
Total

December 31, 2007

December 31, 2006

Gross

Gross

Gross Gross

Unrealized Unrealized Amortized  Unrealized Unrealized
Amortized Fair
Cost Gains Losses Fair Value Cost Gains Losses Value
(dollars in thousands)
$2716: $ 20C $ (32 $ 27,33 $16,057 $ 1 $ (345 $15,71¢
69,36¢ 377 (363)  69,37¢  55,34( 15C (642)  54,84¢
19,95¢ 277 (72)  20,16:  17,69¢ 28C (60) 17,91¢
6,50¢ 34 (220) 6,422 2,361 84 — 2,451
704 — — 704 — — — —
4,461 56€ (991) 4,03¢ 3,42¢ 87¢€ (140 4,16(
$128,15¢ $ 1,45¢ $ (1,579 $128,03¢ $94,88¢ $ 1,391 $ (1,187 $95,09(
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The following table sets forth the scheduled méesj fair values and weighted-average yields torsecurities held at December 31, 2007:

After One Year After Five Years
Due Within But Within But Within
One Year Five Years Ten Years After Ten Years Total
Amount  Yield Amount_ Yield Amount  Yield Amount  Yield Amount Yield
U.S. Treasury and agenci $8,26z 4.58% $13,417 4.2¢% $ 565€¢ 542% $ — — % $ 27,33 4.6(%
Mortgage¢backed 28 6.1z 2,404/ 4.8t 14,51t 4.62 52,431 5.2z 69,37¢ 5.0¢
State and municipz —_ — 1,457 6.2€ 8,23¢ 5.52 10,47C 6.24 20,167 5.94
Corporate bond —_ — 1,05¢ 6.14 5,36€ 5.8 — — 6,42: 5.8¢
Other deb —  — —  — —  — 704 6.5C 704 6.5C
Total $8,29( 4.58% $18,33( 4.6(% $33,77! 5.17% $63,60F 5.4(% $123,99( 5.1€%
Equity 4,03t
Total $128,03t

Average yields in the table above were calculated tax equivalent basis using a federal incomedtexof 35%. Mortgage-backed securities
are securities that have been developed by poalimgmber of real estate mortgages and which aneipally issued by federal agencies such
as Government National Mortgage Association (“Gaénkiiae”), Fannie Mae and Freddie Mac. These seesidtie deemed to have high credit
ratings, and minimum regular monthly cash flowgficipal and interest are guaranteed by the igsagencies.

Unlike U.S. Treasury and U.S. government agencyr#tézs, which have a lump sum payment at matunitgrtgagebacked securities provii
cash flows from regular principal and interest payts and principal prepayments throughout the loféke securities. Mortgage-backed
securities that are purchased at a premium wilkggdly suffer decreasing net yields as interegtsrdtrop because home owners tend to
refinance their mortgages. Thus, the premium paidtrbe amortized over a shorter period. Theretbase securities purchased at a discount
will obtain higher net yields in a decreasing ietirate environment. As interest rates rise, posite will generally be true. During a period
of increasing interest rates, fixed rate mortgagekbd securities do not tend to experience heayayments of principal and consequently,
the average life of this security will not be sleoitd. If interest rates begin to fall, prepaymerilisincrease. At December 31, 2007, 75.6% of
the mortgage-backed securities we held had conabfihal maturities of more than ten years witheighted average life of 18.3 years.

Deposits— We attract both short-term and long-term depdgits the general public by offering a wide rangeeposit accounts and interest
rates. In recent years we have been required bganheonditions to rely increasingly on short to fietim certificate accounts and other
deposit alternatives, including brokered and whalkesleposits, that are more responsive to markexteist rates. We use forecasts based on
interest rate risk simulations to assist managememinitoring our use of certificates of depositlather deposit products as funding sou
and the impact of their use on interest incomeratdnterest margin in various rate environments.

We primarily rely on our banking office networkattract and retain deposits in our local marketslamerage our online Ascencia divisior
attract out-of-market deposits. Market interestsand rates on deposit products offered by congpétiancial institutions can significantly
affect our ability to attract and retain depodisring 2007, total deposits increased $304.7 nmltompared with 2006. During 2006, total
deposits increased by $55.3 million compared with3 The increase in deposits each year was pliniannoney market accounts and
certificate of deposit balances.
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To evaluate our funding needs in light of depasihtls resulting from continually changing condiipmanagement and board committees
evaluate simulated performance reports that fotetemges in margins along with other pertinennecuic data. We continue to offer
attractively priced deposit products along our picidine to allow us to retain deposit customers aduce interest rate risk during various

rising and falling rate cycles.

We offer savings accounts, NOW accounts, money etagcounts and fixed rate certificates with vagyimaturities. The flow of deposits is
influenced significantly by general economic coiatlis, changes in interest rates and competitiom.n@anagement adjusts interest rates,
maturity terms, service fees and withdrawal peesltin our deposit products periodically. The varidtdeposit products allows us to
compete more effectively in obtaining funds andespond with more flexibility to the flow of fundsvay from depository institutions into
outside investment alternatives. However, our ghiit attract and maintain deposits and the cdstisese funds has been, and will continu

be, significantly affected by market conditions.

The following table sets forth the average balarmsebweighted average rates paid for our depasitté periods indicated. Average balar
are calculated as the average of all quarter-endsgithe period and the quarter ended just padhé beginning of the period.

For the Years Ended December 31,

2007 2006 2005
Average Average Average
Average Average Average
Balance Rate Balance Rate Balance Rate
(dollars in thousands)
Demanc $ 73,18 $ 64,77¢ $ 64,39¢
Interest Checkin 60,60( 2.05% 51,12% 1.6(% 60,55! 1.32%
Money Marketl 97,04¢ 4.6¢ 36,14( 3.4z 52,16¢ 2.61
Savings 25,76¢ 1.44 23,45t 0.9C 26,21( 0.57
Certificates of Depos 740,69: 5.0¢ 634,91¢ 4.4 568,35. 3.4C
Total Deposits $997,28 $810,41¢ $771,67
Weighted Average Ra 4.4(% 3.7% 2.8(%

The following table sets forth the average daillabaees and weighted average rates paid for ouficatés of deposit for the periods

indicated:

For the Years Ended December 31,

2007 2006 2005
Average Average Average
Average Average Average
Balance Rate Balance Rate Balance Rate
(dollars in thousands)
Certificates of Depos

Less than $100,0C $529,11« 5.04% $473,81: 4.36% $437,35: 3.31%
$100,000 or mor 211,57¢ 5.2z 161,10¢ 4,53 131,00: 3.51
Total $740,69: 5.09% $634,91¢ 4.4(% $568,35: 3.4(%

The following table shows at December 31, 2007atineunt of our time deposits of $100,000 or moréiig remaining until maturity:

Maturity Period

Three months or les

Three months through six mont
Six months through twelve mont
Over twelve month

Total

Amount
(dollars in thousands

$

$

95,31¢
73,01
66,53¢
44,87
279,73

We strive to maintain competitive pricing on oupdsit products which we believe allows us to retagubstantial percentage of our

customers when their time deposits mature.

Borrowing — Deposits are the primary source of funds forlending and investment activities and for our gahbusiness purposes. We can

also use advances (borrowings) from the FHLB ofc@inati to supplement our pool of lendable funds,
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meet deposit withdrawal requirements and manageethes of our liabilities. Advances from the FHLE:2aecured by our stock in the FHL
certain commercial real estate loans and subsligralaof our first mortgage residential loans. Becember 31, 2007 we had $121.8 million
in advances outstanding from the FHLB and the daptxincrease our borrowings an additional $6@iion. The FHLB of Cincinnati
functions as a central reserve bank providing tifedisavings banks and other member financialtint&ins. As a member, we are required to
own capital stock in the FHLB and are authorizedpply for advances on the security of such stockaertain of our home mortgages and
other assets (principally, securities which aregattions of, or guaranteed by, the United States)iged that we meet certain standards
related to creditworthiness.

The following table sets forth information about &#HLB advances as of and for the periods indicated

December 31,

2007 2006 2005
(dollars in thousands)
Average balance outstandi $ 69,27¢ $57,84 $54,34:
Maximum amount outstanding at any mc-end during the perio 121,76 77,68( 64,15(
End of period balanc 121,76 47 ,56: 63,56
Weighted average interest ra
At end of perioc 4.58% 4.6%% 4.3(%
During the perioc 4.71% 4.6&% 3.7¢%

Junior Subordinated Debentures— At December 31, 2007, we had four issues of jusidbordinated debentures outstanding totaling(525.
million as shown in the table below.

Liquidation Junior
Amount Subordinated
Trust Optional Debt and
Preferred Issuance Prepayment Investment Maturity
Description Securities Date Date (2) Interest Rate (1) in Trust Date
(dollars in (dollars in
thousands) thousands)
Porter Statutory Trust $ 5,000 2/13/200: 3/17/200¢ 3-month LIBOR +2.8% $ 5,15t 2/13/203:
Porter Statutory Trust | 3,000 4/15/200: 6/17/200¢ 3-month LIBOR + 2.7% 3,09: 4/15/203:
Porter Statutory Trust I' 14,000 12/14/2001 3/1/201: 3-month LIBOR + 1.6% 14,43  3/1/203"
Asencia Statutory Trust 3,00C  2/13/200: 3/17/200¢ 3-month LIBOR + 2.8% 3,09 2/13/203:
$ 25,000 $ 2577t

(1) As of December 31, 2007, th-month LIBOR was 4.70%
(2) The debentures are callable approximately fives/aéter the issuance date at their principal amplust accrued interes

On December 18, 2006, three of the Compsmyholly owned trust subsidiaries (Porter Statufbmyst |, BBA Statutory Trust I, and Ascent
Statutory Trust |) redeemed a total of $14 millafifloating rate trust preferred securities. Thitsating rate trust preferred securities were
subject to a quarterly distribution at a floatiager equal to the three-month LIBOR plus 3.60% pauan. The floating rate trust preferred
securities were redeemed at their $1,000 liquidegimount, plus all accrued and unpaid distributiperssecurity to the redemption date. The
redemption of the trust preferred securities wasléa with the proceeds of a private placement dfriillion in aggregate principal amount
of trust preferred securities on December 14, 200&. newly issued trust preferred securities wesadd by Porter Statutory Trust IV, a
newly formed trust subsidiary of Porter. The neustipreferred securities mature March 1, 2037redeemable at Porter’s option beginning
after five years, and require quarterly distribngiat a floating rate equal to three-month LIBO&sp.67% per annum.

In connection with the redemption, we wrote-off epgmately $280,000 of unamortized issuance costid the fourth quarter of 2006.

The trust preferred securities are subject to mangaedemption, in whole or in part, upon repaytraithe subordinated debentures at
maturity or their earlier redemption at the liquida preference. The subordinated debentures, whature
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February 13, 2034, April 15, 2034, and March 1,288 redeemable before the maturity date at dimropn or after March 17,

2009, June 17, 2009, and March 1, 2012, respegtigetheir principal amount plus accrued inter@se. have the option to defer interest
payments on the subordinated debentures from tintiee for a period not to exceed 20 consecutivatgus. If we defer these interest
payments, we would be prohibited from paying divide on our common stock.

The trust preferred securities issued by our sidosidrusts are currently included in our Tier Dital for regulatory purposes. On March 1,
2005, the Federal Reserve Board adopted final thkscontinue to allow trust preferred securit@be included in Tier 1 capital, subject to
stricter quantitative and qualitative limits. Curtlg, no more than 25% of our Tier | capital camsigt of trust preferred securities and
qualifying perpetual preferred stock. To the extbetamount of our trust preferred securities edsdle 25% limit, the excess is includabl
Tier 2 capital. The new quantitative limits will hdly effective March 31, 2009. As of December 2007, Porter Bancorp’s trust preferred
securities totaled 20% of its Tier | capital.

Each of the trusts issuing the trust preferred siges holds junior subordinated debentures weeadswith a 30 year maturity. The final rules
provide that in the last five years before the gusiubordinated debentures mature, the associatgtdoreferred securities will be excluded
from Tier 1 capital and included in Tier 2 capital.addition, the trust preferred securities dutinig five-year period would be amortized out
of Tier 2 capital by one-fifth each year and exelddrom Tier 2 capital completely during the yeafdse maturity.

Liquidity

Liquidity risk arises from the possibility we magptrbe able to satisfy current or future financiafmenitments, or may become unduly reliant
on alternative funding sources. The objective aiilility risk management is to ensure that we nfeetash flow requirements of depositors
and borrowers, as well as our operating cash nésdag into account all on- and off-balance sHeetling demands. Liquidity risk
management also involves ensuring that we meetasir flow needs at a reasonable cost. We maintaimvastment and funds management
policy, which identifies the primary sources ofuidity, establishes procedures for monitoring areasuring liquidity, and establishes
minimum liquidity requirements in compliance wigulatory guidance. Our Asset Liability Committemtinually monitors and reviews our
liquidity position.

Funds are available from a number of sources, dictuthe sale of securities in the available-fdegeortion of the investment portfolio,
principal pay-downs on loans and mortgage-backedriies, brokered deposits and other wholesaldifiga During 2007 and 2006 we
utilized brokered and wholesale deposits to suppigrour funding strategy. At December 31, 2007setdeposits totaled $11.3 million. We
also secured federal funds borrowing lines fromameprrespondent banks totaling $26.5 million oruasecured basis and an additional
$15.0 million on a secured basis.

Traditionally, we have borrowed from the FHLB tgplement our funding requirements. At December280,7, we had an unused borrow
capacity with the FHLB of $60.5 million. Manageméedieves our sources of liquidity are adequateéet expected cash needs for the
foreseeable future.

We use cash to pay dividends on common stockdfvamen declared by the board of directors, aneéteice debt. The main sources of
funding include dividends paid by PBI Bank, managatfees received from PBI Bank and affiliated tsakd financing obtained in the
capital markets.

Capital

Stockholders’ equity increased $14 million to $R2@illion at December 31, 2007 compared with $108illon at December 31, 2006. The
increase was due to the issuance of common stomlirincquisition of Ohio County Bancshares andmaime earned during 2007 reduced
by dividends declared. Both our company and PBIlkBaralified as well capitalized under regulatorydglines at December 31, 2007.

Kentucky banking laws limit the amount of dividentiat may be paid to a holding company by its sliasy banks without prior approval.
These laws limit the amount of dividends that mayphid in any calendar year to current year'smeme, as defined in the laws, combined
with the retained net income of the preceding twarg, less any dividends declared during thoseg®riAt December 31, 2007, without pi
approval, PBI Bank had approximately $24.1 millafrretained earnings that could be utilized forrpawnt of dividends.

Each of the federal bank regulatory agencies hableshed minimum leverage capital requirementsfmking organizations. Banking
organizations must maintain a minimum ratio of Tierapital to adjusted average quarterly assetal ég3% to 5% subject to federal bank
regulatory evaluation of an organization’s ovesallety and soundness. At December 31, 2007, F8atazorp’s and PBI Bank'ratios of Tie
| capital and total capital to risk-adjusted assatsl leverage ratios exceeded the minimum regyladguirements and the minimum
requirements for well capitalized institutions.
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The following table shows the ratios of Tier 1 ¢apand total capital to riskdjusted assets and the leverage ratios for FBaiecorp and PE
Bank at December 31, 2007:

Regulatory
Well-Capitalized Porter PBI
Minimums Minimums Bancorp Bank
Tier | capital 4.C% 6.C% 10.3% 9.3(%
Total risk-based capite 8.C 10.C 11.6¢ 10.5¢
Tier | leverage ratit 4.C 5.C 9.07 8.11

Off Balance Sheet Arrangements

In the normal course of business, we enter intmuartransactions, which, in accordance with GAAR, not included in our consolidated
balance sheets. We enter into these transactianséb the financing needs of our customers. Thrassdctions include commitments to
extend credit and standby letters of credit, whinstolve, to varying degrees, elements of credk aad interest rate risk in excess of the
amounts recognized in the consolidated balancdashee

Our commitments associated with outstanding staretigrs of credit and commitments to extend cragliof December 31, 2007 are
summarized below. Since commitments associatedletiirs of credit and commitments to extend cradiy expire unused, the amounts
shown do not necessarily reflect our actual futash funding requirements:

More than 1
3 years or
year butlest  more but les:
One year 5years
or less than 3years than5years or more Total
(dollars in thousands)
Commitments to extend cres $64,92¢ $ 80,42 $ 14,32¢ $36,43. $196,10¢
Standby letters of crec 9,30t 81¢ — — 10,12:
Total $74,23: $ 81,24( $ 14,32¢ $36,43. $206,23:

Standby Letters of Credit —Standby letters of credit are written conditionafrenitments we issue to guarantee the performanae of
customer to a third party. If the customer doespsotorm in accordance with the terms of the agergnwith the third party, we would be
required to fund the commitment. The maximum pdéaimount of future payments we could be requicethake is represented by the
contractual amount of the commitment. If the cornmeitit is funded, we would be entitled to seek regofrem the customer. Our policies
generally require that standby letter of crediaagements contain security and debt covenantsasitnithose contained in loan agreements.

Commitments to Extend Credit— We enter into contractual commitments to extaedit, normally with fixed expiration dates or
termination clauses, at specified rates and fociipgurposes. Substantially all of our commitneetd extend credit are contingent upon
customers maintaining specific credit standardhetime of loan funding. We minimize our expostarédoss under these commitments by
subjecting them to credit approval and monitoringcpdures.

Contractual Obligations
The following table summarizes our contractual gdions and other commitments to make future paysreshof December 31, 2007:

More than 1

3 years or
One year ol year butlest more but les: 5 years ot

less than 3years than 5 years more Total
(dollars in thousands)
Time deposit: $720,77¢ $116,56° $ 8,897 $ 32¢ $846,56¢
FHLB advances (1 — 96,59¢ — 5,00C 101,59¢
FHLB borrowing (2) 3,91« 5,562 2,24¢ 8,44¢ 20,17
Junior subordinated debentu — — — 25,00( 25,00(
Total $724,68¢ $218,72: $ 11,14¢ $38,77: $993,33!

(1) Includes a $25 million single maturity varialoéde advance with a rate of 4.75% and $76.6 miltibsingle maturity fixed rate advances
with rates ranging from 4.15% to 6.38
(2) Fixed rate mortga¢-matched borrowing with rates ranging from 0% td)961 and maturities ranging from 2008 through 2(
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Impact of Inflation and Changing Prices

The financial statements and related data presémiexin have been prepared in accordance withdéigerally accepted accounting
principles, which require the measurement of fimanmosition and operating results in historicallas without considering changes in the
relative purchasing power of money over time duiafiation.

We have an asset and liability structure that $eesally monetary in nature. As a result, interagts have a more significant impact on our
performance than the effects of general levelsftdtion. Periods of high inflation are often acquamied by relatively higher interest rates,
and periods of low inflation are accompanied bwtieely lower interest rates. As market interegtsaise or fall in relation to the rates ear
on our loans and investments, the value of thesetsislecreases or increases respectively.

ltem 7A.  Quantitative and Qualitative Disclosures About Market Risk

To minimize the volatility of net interest incomadaexposure to economic loss that may result floetdating interest rates, we manage our
exposure to adverse changes in interest ratesghrasset and liability management activities withindelines established by our Asset
Liability Committee (“ALCQ”"). The ALCO, which is aoprised of senior management representativesheagsponsibility for approving
and ensuring compliance with asset/liability mamaget policies. Interest rate risk is the exposaradverse changes in the net interest
income as a result of market fluctuations in inderates. The ALCO, on an ongoing basis, monittterést rate and liquidity risk in order to
implement appropriate funding and balance sheategfies. Management considers interest rate ribk wur most significant market risk.

We utilize an earnings simulation model to analyetinterest income sensitivity. We then evaluatemptial changes in market interest rates
and their subsequent effects on net interest incdiime model projects the effect of instantaneousaements in interest rates of both 100 and
200 basis points. Assumptions based on the hisidrghavior of our deposit rates and balanceslatioe to changes in interest rates are also
incorporated into the model. These assumptiongaerently uncertain and, as a result, the modehagprecisely measure future net interest
income or precisely predict the impact of fluctoas in market interest rates on net interest incaxotual results will differ from the model’s
simulated results due to timing, magnitude anddesgy of interest rate changes as well as changesiiket conditions and the application
and timing of various management strategies.

Our interest sensitivity profile was asset sensitiv December 31, 2007 and December 31, 2006. Givémstantaneous 100 basis point
decrease in rates that was sustained for 12 maomthfjase net interest income would decrease legtamated 5.4% at December 31, 2007
compared with a decrease of 6.3% at December 8. ZBiven a 100 basis point increase in interdssraur base net interest income would
increase by an estimated 5.3% at December 31, @@pared with an increase of 5.4% at December®16.2

The following table indicates the estimated imp@athet interest income under various interestsegmarios for the year ended December 31,
2007, as calculated using the static shock modabagh:

Change in Future
Net Interest Income

Change in Interest Rates Dollar Change Percentage Chang
(dollars in thousands)

+ 200 basis point $ 5,28 10.7(%

+ 100 basis point 2,60: 5.27

- 100 basis point (2,677 (5.4))

- 200 basis point (7,145 (14.4%)

We also monitor the repricing terms of our assetslabilities through gap matrix reports for theas in unchanged, rising and falling inte
rate scenarios. The reports illustrate, at desigghtiine frames, the dollar amount of assets abditias maturing or repricing.

Our interest sensitivity at any point in time vk affected by a number of factors. These factamisidle the mix of interest sensitive assets
liabilities as well as their relative pricing sclgb. It is also influenced by market interestsatieposit growth, loan growth, decay rates and
prepayment speed assumptions.

The following table sets forth the amounts of audeiest-earning assets and interest-bearing liglilbutstanding at December 31, 2007
which we anticipate, based upon certain assumpttoneprice or mature in each of the future tireeigrds shown. The projected repricing of
assets and liabilities anticipates prepaymentssahdduled rate adjustments, as well as contractatlrities under an interest rate unchanged
scenario within the selected time intervals. Whikebelieve such assumptions are reasonable, wettassure you that assumed repricing
rates will approximate our actual future activity.
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Assets:

Federal funds sold and short-term
investments

Interes-bearing deposits with ban

Investment securitie

FHLB stock

Loans, net of allowanc

Fixed and other asse

Total asset

Liabilities and Stockholders’ Equity
Interest-bearing checking, savings, and
money market accoun
Certificates of depos
Borrowed funds
Other liabilities
Stockholder' equity
Total liabilities and stockholders’
equity
Period gay
Cumulative gay
Period gap to total asse
Cumulative gap to total asst

Cumulative interest-earning assets to
cumulative intere-bearing liabilities

Volume Subject to Repricing Within

0-90 91 -181 182 - 365 1-5 Over 5 Non-Interest
Days Days Days Years Years Sensitive Total
(dollars in thousands)
$ 19,37¢ $ — $ — $ — $ — — $ 19,37¢
— — 60C — — — 60C
10,11¢ 7,15¢ 14,20: 55,43: 37,09 4,03¢ 128,03¢
9,67¢ — — — — — 9,67¢
743,13. 75,28¢ 111,308 254,71¢ 33,25¢ (16,34 1,201,35
— — — — — 96,97( 96,97(
$782,30¢ $ 82,44. $126,10! $310,15. $ 70,34¢ $ 84,66¢ $1,456,02
$224,45: $ — $ — $ — $ — $ — $ 224,45
263,89¢ 216,15: 220,16: 139,72( 6,63% — 846,56¢
53,64¢ 567 1,08( 95,52¢ 7,22¢ — 158,05:
_ — — — — 104,65¢ 104,65¢
— — — — — 122,28 122,28¢
$542,00.  $ 216,71¢ $221,24. $235,24¢ $ 13,86: $ 226,94 $1,456,02
$240,30!  $(134,27)  $(95,13)  $ 74,90+ $ 56,48¢
$240,30! $ 106,02¢ $ 10,89: $ 85,79¢ $142,28:
16.5(% (9.22)% (6.59)% 5.14% 3.86%
16.5(% 7.28% 0.75% 5.8%% 9.7%
144.3% 113.9% 101.1% 107.0(% 111.5%%

Our one-year cumulative gap position as of DecerBheP007 was positive $10.9 million or 0.8% ofedssThis is a one-day position that is
continually changing and is not necessarily indieabf our position at any other time. Any gap gsa& has inherent shortcomings because
certain assets and liabilities may not move propoally as interest rates change.
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Item 8. Financial Statements and Supplementary Dat
The following consolidated financial statements eeqbrts are included in this section:
Management’s Report on Internal Control Over Fifarigeporting
Report of Independent Registered Public AccourfEing
Consolidated Balance Sheets as of December 31,880)2006
Consolidated Statements of Income for the Yearse8miecember 31, 2007, 2006, and 2005

Consolidated Statements of Change in Stockhold&rsity and Comprehensive Income for the Years Emksgember 31, 2007,
2006, and 2005

Consolidated Statements of Cash Flows for the YEnded December 31, 2007, 2006, and 2005
Notes to Consolidated Financial Statements
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FPorter BEanmnconrp, Imnc.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

The Management of Porter Bancorp, Inc. (the “Comgpais responsible for the preparation, integripd fair presentation of the Company’s
annual consolidated financial statements. All infation has been prepared in accordance with Urrghly accepted accounting principles
and, as such, includes certain amounts that aedlmasManagement's best estimates and judgments.

Management is responsible for establishing and taiaimg adequate internal control over financigaing presented in conformity with
U.S. generally accepted accounting principles riveiecontrol over financial reporting includes tagmlicies and procedures that (1) perta
the maintenance of records that, in reasonablél dstaurately and fairly reflect the transacti@msl dispositions of the assets of the
Company; (2) provide reasonable assurance thatdctions are recorded as necessary to permit p@paof financial statements in
accordance with U.S. generally accepted accouptimgiples, and that receipts and expendituree®fQompany are being made only in
accordance with authorizations of management amdtdis of the Company; and (3) provide reasonafterance regarding prevention or
timely detection of unauthorized acquisition, usedisposition of the Company’s assets that coaktha material effect on the financial
statements.

Two of the objectives of internal control are toyide reasonable assurance to Management and #rel BbDirectors that transactions are
properly authorized and recorded in our finanaiabrds, and that the preparation of the Compatya€ial statements and other financial
reporting is done in accordance with U.S. geneiatigepted accounting principles.

Management has made its own assessment of théhedfeess of the Company’s internal control oveafioial reporting as of December 31,
2007, in relation to the criteria described in thport, Internal Control — Integrated Frameworgsuied by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSQHjis assessment excluded internal control ovenfira reporting for Kentucky Trust
Bank (“KTB"), as permitted by the Securities anccBange Commission for current year acquisitionsBKvias acquired on October 1,
2007. KTB represented 7.6% of consolidated ass@seember 31, 2007 and 2.8% of consolidated metnie for 2007. Based on our
assessment, Management concludes that as of Dec8i®007, the Comparyinternal control over financial reporting is efige based
those criteria. This annual report does not inclaattestation report of the Company’s registergulic accounting firm regarding internal
control over financial reporting. Management’s neépeas not subject to attestation by the Comparsgistered public accounting firm
pursuant to temporary rules of the Securities axth&hge Commission that permit the Company to gdewenly management’s report in this
annual report.

There are inherent limitations in the effectivenesmternal control, including the possibility biman error and the circumvention or
overriding of controls. Accordingly, even effectigernal control can provide only reasonable aaste with respect to reliability of financ
statements. Furthermore, the effectiveness ofriatarontrol can vary with changes in circumstanBesed on its assessment, Management
believes that as of December 31, 2007, the Compantgrnal control was effective in achieving thigeatives stated above.

Maria L. Bouvette David B. Pierce
President and Chief Executive Offic Chief Financial Officel

March 27, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

Porter Bancorp, Inc.
Louisville, Kentucky

We have audited the accompanying consolidated balsineets of Porter Bancorp, Inc. as of Decembe2(@®17 and 2006, and the related
consolidated statements of income, changes inlstdd&rs’ equity, comprehensive income, and cashslwr each of the three years in the
period ended December 31, 2007. These consolidfiatattial statements are the responsibility of @mempany’s management. Our
responsibility is to express an opinion on thesgsotidated financial statements based on our audits

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of itsrirgl control over financial reporting.
Our audit included consideration of internal cohtreer financial reporting as a basis for desigraniglit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An audifudes examining, on a test basis, evidence stippdhe amounts and disclosures in the
financial statements. An audit also includes assgdke accounting principles used and signifiesiimates made by management, as well ac
evaluating the overall financial statement pred@rmaWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetagreferred to above present fairly, in all matenégpects, the financial position of Porter
Bancorp, Inc. as of December 31, 2007 and 2006ttendesults of its operations and its cash flasvefich of the three years in the period
ended December 31, 2007, in conformity with U.Segally accepted accounting principles.

Crowe Chizek and Company LI

Louisville, Kentucky
March 20, 2008
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PORTER BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
December 31,
(Dollar amounts in thousands except share data)

2007 2006
Assets
Cash and due from financial institutic $ 23,606 $ 15,30¢
Federal funds sol 19,37¢ 40,957
Cash and cash equivalel 42,98 56,26:
Interes-bearing deposits in other financial institutic 60C —
Securities available for sa 128,03t 95,09(
Loans, net of allowance of $16,342 and $12,83%eaetively 1,201,35! 841,53!
Premises and equipme 21,27¢ 13,77¢
Goodwill 18,17« 12,88:
Accrued interest receivable and other as 43,58¢ 31,46:
Total asset $1,456,02(  $1,051,00!
Liabilities and Stockholders’ Equity
Deposits
Nor-interest bearini $ 9553: $ 69,18(
Interest bearin 1,071,02. 792,67¢
Total deposit: 1,166,55. 861,85t
Federal funds purchased and repurchase agree 11,28¢ 1,13¢
Federal Home Loan Bank advan: 121,76 47,56:
Accrued interest payable and other liabilit 9,12¢ 7,10¢
Junior subordinated debentu 25,00( 25,00(
Total liabilities 1,333,73. 942,66(
Commitments and contingent liabilities (Note . — —
Stockholder equity
Preferred stock, no par, 1,000,000 shares auttit — —
Common stock, no par, 10,000,000 shares authoriz881,206 and 7,622,447 shares issued and
outstanding, respective 70,74 64,82(
Non-voting common stock, no par, 9,000,000 shares szttt
Additional paic-in capital 11,27( 11,03¢
Retained earning 40,35: 32,35¢
Accumulated other comprehensive income (li (79) 13t
Total stockholder equity 122,28 108,34t
Total liabilities and stockholde’ equity $1,456,02 $1,051,00

See accompanying notes.
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PORTER BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31,

(Dollar amounts in thousands except per share data)

2007 2006 2005
Interest incomt
Loans, including fee $84,68. $66,78¢ $56,85¢
Taxable securitie 4,40 3,70¢ 3,61¢
Tax exempt securitie 684 703 661
Federal funds sold and otf 2,03( 1,66¢ 91¢

91,80C 72,86 62,05¢

Interest expens

Deposits 43,88: 30,21 21,63¢
Federal Home Loan Bank advan: 3,26( 2,71C 2,05¢
Junior subordinated debentul 1,92¢ 2,117 1,661
Notes payabli 1 431 6
Federal funds purchased and ot 337 15z 30¢
49,40« 35,62: 25,66¢
Net interest incom 42,39¢ 37,24,  36,38¢
Provision for loan losse 4,02t 1,40¢ 3,64%
Net interest income after provision for loan los 38,37, 35,83t 32,74«
Nor-interest incom
Service charges on deposit accol 2,76( 2,531 2,82
Secondary market brokerage fi 29¢ 358 292
Income from fiduciary activitie 20¢€ — —
Title insurance commissiot 18¢€ 137 —
Net gain on sales of securiti 107 50 19
Net gain on sales of government guaranteed | 30 152 62€
Net gain on sales of loans originated for ¢ — 284 —
Other 1,971 1,68: 1,667

5,55¢€ 5,19¢ 5,43

Nor-interest expens

Salaries and employee bene 12,47C 11,43. 11,48¢
Occupancy and equipme 2,72 2,47¢ 2,692
State franchise ta 1,33¢ 1,07¢ 99:¢
Other real estate owned expe 833 24¢ 19C
Professional fee 82¢ 622 1,132
Advertising 544 645 362
Communication: 46€ 511 527
Loss on early extinguishment of d¢ — 28C —
Other 3,26¢ 2,49¢ 2,662
22,47+ 19,78¢  20,04%
Income before minority intere 21,45 21,247 18,13(
Minority interest in net income of consolidated siglaries — — 1,314
Income before income tax 21,45 21,247 16,81¢
Income tax expens 1,224 6,90¢ 2,201
Net income $14,22¢ $14,33¢ $14,61¢
Basic and diluted earnings per sh $ 1.8 $ 2.1t § 2.A4¢
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Pro forma data (unaudited) (1):

Net Income
As reportec $ 14,22¢ $ 14,33¢ $ 14,61t
Adjustments
Add-back of minority interests ( — — 1,314
Additional taxes (3 — — (3,969
Acquisition funding (4. — — (587)
Adjusted net incom $  14,22¢ $ 14,33¢ $ 11,37¢
Weighted average shares outstand
As reported and adjusted for stock s 7,651,40! 6,678,33 5,869,49
Shares issued in the Ascencia transac — — 462,95:
Adjusted shares outstandi 7,651,40! 6,678,33 6,332,44
Basic and diluted earnings per sh $ 1.8€ $ 2.1F $ 1.8C

1)

(2)
(3)

(4)

The pro forma adjustments present the Compa0$ results as if its acquisition of minorityangsts in subsidiary banks and the
termination of its S corporation status, which weffective on December 31, 2005, were in effectabof 2005.

This adjustment reflects the minority interestsubsidiary acquired in a corporate reorganizatioecember 31, 200

This adjustment represents a tax rate of 34@tiexpto reported pre-tax income less reportecetgpense to reflect the conversion from
Subchapter S corporation to C corporation statiectfe December 31, 200

Acquisition funding for the reorganization indes $9.5 million in senior notes at an annual B8rest rate and $5.3 million in cash at
an assumed annual 6% interest rate, net of ta84¥%atax rate

See accompanying notes.
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PORTER BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
AND COMPREHENSIVE INCOME
Years Ended December 31,

(Dollar amounts in thousands except share andhzee slata)

Shares Amount
Accumulated
Additional Other
Comprehensive
Non-Voting Non-Voting Paid-In Retained
Common Common Common Common Capital Earnings Income (Loss) Total
Balances, January 1, 2005 3,995,400 1,872,81F $21,53¢ $ 4,78: $10,87¢ $28,09¢ $ 92: $ 66,22:
Comprehensive incom
Net income — — — — — 14,61°* — 14,61°*
Changes in net unrealized gain
(loss) on securities held for sale,
net of reclassifications and tax
effects — — — — — — (1,442 (1,449
Total comprehensive incon — — — — — — — 13,17:
Dividends declared ($1.68 per she — — — — — (9,85%) — (9,855
Issuance of notes payable in the merge
entities under common contt — — — — — (9,500 — (9,500
Issuance of nc-voting share: — 464,22: — 11,831 — — — 11,831
Conversion of nc-voting stock to voting  1,004,59. (1,004,59) 4,10( (4,100 — — — —
Balances, December 31, 20( 5,000,000 1,332,44  25,63¢ 12,52: 10,87¢ 23,35¢ (519 71,87¢
Issuance of stock in initial public offerir
net 1,250,001 — 26,66( — — — — 26,66(
Issuance of unvested stc — 41,60( — — — — —
Forfeited unvested stoc — (1,600 — — — — — —
Conversion of nc-voting stock to voting  1,372,44 (1,372,44) 12,52: (12,527 — — — —
Stocl-based compensation expel — — — — 157 — — 157
Comprehensive incom
Net income — — — — — 14,33¢ — 14,33¢
Changes in net unrealized gain
(loss) on securities held for sale,
net of reclassifications and tax
effects — — — — — — 654 654
Total comprehensive incon — — — — — — — 14,99:
Dividends declared ($0.80 per she — — — — — (5,340 — (5,340
Balances, December 31, 20( 7,622,44 — 64,82( — 11,03¢ 32,35¢ 13t 108,34t
Issuance of stock in acquisition, 1 263,40¢ — 6,11¢ — — 6,11¢
Issuance of unvested stc 7,50( — — — — — — —
Forfeited unvested stoc (2,150 — — — — — — —
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Shares repurchas:
Stocl-based compensation expel
Comprehensive incom
Net income
Changes in net unrealized gain (loss
securities held for sale, net of tax
effects
Total comprehensive incon
Dividends declared ($0.81 per she
Balances, December 31, 20(

A\l
J

Shares Amount
Accumulated
Additional Other
Comprehensive
Non-Voting Non-Voting Paid-In Retained
Common Common Common Common Capital Earnings Income (Loss) Total

(10,000) — (192) — — — — (192)
— — — — 234 — — 234
— — — — — 14,22¢ — 14,22¢
— — — — — — (214) (214
— — — — — — — 14,01
— — — — — (6,239 — (6,232
7,881,201 — $70,747 $ — $11,27C $40,35. $ (79) $122,28¢

See accompanying notes.
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Cash flows from operating activities
Net income

PORTER BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,
(in thousands)

Adjustments to reconcile net income to net casimfoperating activitie
Depreciation and amortizatic

Provision for loan losse

Net amortization on securitit
Stocl-based compensation expel

Net gain on sales of loa
Loans originated for sa

Proceeds from sales of loans held for:

Net (gain) loss on other real estate ow

Net realized gain on sales of securi

Earnings on bank owned life insurar

Federal Home Loan Bank stock dividet

Net change in accrued interest receivable and atbeat:
Net change in accrued interest payable and othieitities

Net cash from operating activiti

Cash flows from investing activities

Net change in intere-bearing deposits with ban
Purchases of availal-for-sale securitie

Sales and calls of availal-for-sale securitie

Maturities and prepayments of availe-for-sale securitie
Maturities and prepayments of h-to-maturity securitie:
Proceeds from sale of other real estate ov
Improvements to other real estate ow

Loan originations and payments, |

(Purchases) sales of premises and equipmer
Investment in bank owned life insurar

Acquisition of Ohio County Bancshares,

Acquisition of Associates Mortgage Group,
Acquisition of Citizens Financial Bank, n

Net cash from investing activitie

Cash flows from financing activities
Net change in deposi

Net change in federal funds purchased and repuecm@eement

Repayment of notes payal

Repayment of Federal Home Loan Bank adva
Advances from Federal Home Loan Be

Proceeds from junior subordinated debent
Repayment of junior subordinated debenti

Minority interest in net income of subsidiari
Issuance of common stock for initial public offerjmet

Repurchase of common sta

Cash dividends paid to minority intere

Cash dividends pai

Net cash from financing activitie

Net change in cash and cash equival
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2007 2006 2005

$ 14,22¢ $14,33¢  $ 14,61
2,48E 1,97¢ 2,15¢
4,02t 1,40¢ 3,64¢
(32) 404 78€

234 157 —

— (284) —

— (8,825) —

— 9,10¢ —
391 (18) @)
(107) (50) (19)
(296) (25¢) (216)
— (509) (410)
502 (841) (3,216)
(859) (3,515) 1,63¢
20,57¢ 13,00¢ 18,97:
— 20C 232
(37,17) (15229 (39,559
2,80( 4,421 3,44¢
18,66+ 20,34 24,49
— — 20C
8,26( 1,12z 1,30¢
(1,066) — (17)
(292,43)  (65,77)  (34,48))
(4,542) (40¢) 1,65¢

— (1,100 —

(5,88)) — —

— (250) —
— — (1,079
(311,369 (56,666 (43,800
210,22: 55,27 56,82
7,641 (3,447 (10,719

(2,53 (9,600) —
(30,98)  (42,22) (31,00
99,50¢ 26,22( 41,66:

— 14,00 —

— (14,000 —
— — 1,31¢

— 26,66( —

(192) — —
— — (25¢)
(6,239 (5,340) (9,85%)
277,51 47 55 47,97¢
(13,276) 3,98: 23,14¢
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2007 2006 2005
Beginning cash and cash equivale 56,26 52,28, 29,13
Ending cash and cash equivale $42,98° $56,26! $52,28:
Supplemental cash flow informatic
Interest paic $48,16. $34,73¢ $25,30(
Income taxes pai 8,15( 7,29¢ 3,911
Supplemental nc-cash disclosure
Transfer from loans to other real est $972 $1,76¢ $1,12%
Purchase of minority interests from issuance oés@ayable and convertible I-voting common stoc — — 23,76
Issuance of common stock in acquisition of Ohio @gWBancshares, n 6,11¢ — —

See accompanying notes.
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PORTER BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidatia — The consolidated financial statements includedP@ancorp, Inc. (Company or
PBI) and its subsidiary, PBI Bank (Bank), formeflge Central Bank USA, Inc. The Company owns a 1@@i¢sest in the Bank.

The Company provides financial services througlftises in Central Kentucky and Louisville. Itsmpary deposit products are checking,
savings, and term certificate accounts, and iteg@ny lending products are residential mortgage,meruial, and real estate loans.
Substantially all loans are collateralized by sfiediems of collateral including business assetsnmercial real estate, and residential real
estate. Commercial loans are expected to be rémadcash flow from operations of businesses. Thegeno significant concentrations of
loans to any one industry or customer. Howeverorners’ ability to repay their loans is dependeanmttte real estate and general economic
conditions in the area. Other financial instrumemitéch potentially represent concentrations of itresk include deposit accounts in other
financial institutions and federal funds sold. T@mpany also provides trust services.

On December 31, 2005, the Company acquired therityirawnership interests in Ascencia Bancorp, IBBA, Inc., and Mammoth Bancot
Inc., and merged these subsidiaries with the Comgrmor to this purchase, the Company owned a Rfiétest in BBA, a 67% interest in
Ascencia Bancorp, and a 67% interest in MammothcBgn The Companyg’ shareholders also owned approximately 34% of BBér to the
purchase. BBA owned a 100% interest in Bullitt CiyuBank (Bullitt), Mammoth owned a 100% interesBrownsville Deposit Bank
(Brownsville), and Ascencia Bancorp owned a 1008r&st in Ascencia Bank, Inc. (Ascencia). On Decen®d, 2005, Bullitt, Brownsville
and Ascencia merged with the Bank. Green River BarkPioneer, both 100% owned, were merged intoCergral Bank USA, Inc. on
July 1, 2005. Inter-company transactions and adscdusve been eliminated in consolidation. As furtliecussed in Note 10, a subsidiary
trust that had previously been consolidated with@Gompany is now reported separately.

In conjunction with the mergers described above Gbmpany amended and restated its Articles ofrpuration. Effective upon the filing of
the Articles of Amendment, the Company’s 3,265 éskshares of common stock, comprised of 2,609 slwireommon stock and 656 shares
of non-voting common stock, were reclassified a$ @nverted into 5,000,000 of voting common sharéss reclassification has been
reflected in all periods presented. In additioe, @ompany issued 1,332,447 shares of non-votingsha certain stockholders in connection
with the acquisitions of the minority interestsAiacencia and each of the mergers of BBA and Mamnmaththe Company as of

December 31, 2005.

Use of Estimates- To prepare financial statements in conformityit S. generally accepted accounting principlesyagament makes
estimates and assumptions based on available iafamm These estimates and assumptions affechntioeirsts reported in the financial
statements and the disclosures provided, and fodstdts could differ. The allowance for loan Iasaed fair values of financial instruments
are particularly subject to change.

Cash Flows— Cash and cash equivalents include cash, deposhiottier financial institutions under 90 days, &mtkral funds sold. Net ca
flows are reported for customer and loan depaaitdactions, interest-bearing deposits in othenfiis institutions, and federal funds
purchased and repurchase agreements.

Securities— Debt securities are classified as heldvaturity and carried at amortized cost when manageimas the positive intent and ab
to hold them to maturity. Debt securities are dfessas available-for-sale when they might be dmore maturity. Equity securities with
readily determined fair values are classified aalakile-for-sale. Securities available for sale @gied at fair value, with unrealized holding
gains and losses reported in other comprehensbosrnia.

Interest income includes amortization of purchasenium or discount. Premiums and discounts on geiare amortized on the level-yield
method anticipating prepayments on mortgage baskedrities. Gains and losses on sales are recordtdt trade date and determined using
the specific identification method.

Declines in the fair value of securities below thaist that are other-than-temporary are refleatetkalized losses. In estimating other-than-
temporary losses, management considers the lefigitheand extent that fair value has been less twst, the financial condition and near
term prospects of the issuer, and the Companyldyahind intent to hold the security for a periadfiient to allow for any anticipated
recovery in fair value.

Loans— Loans that management has the intent and atwlityld for the foreseeable future or until matuat payoff are reported at the
principal balance outstanding, net of deferred Ilfegs and costs, and an allowance for loan logsesest income is accrued on the unpaid
principal balance. Loan origination fees, net ataie direct origination costs, are deferred armbgmized in interest income using the level-
yield method without anticipating prepaymet
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Interest income on mortgage and commercial loadsontinued at the time the loan is 90 days dekmt unless the loan is well
collateralized and in process of collection. Consuand credit card loans are typically chargechoffater than 120 days past due. Past due
status is based on the contractual terms of the loaall cases, loans are placed on non-accruehanged off at an earlier date if collection of
principal or interest is considered doubtful.

All interest accrued but not received for loanspthon non-accrual is reversed against interestiec Interest received on such loans is
accounted for on the cash-basis or cost-recovetkiadeuntil qualifying for return to accrual. Loaae returned to accrual status when all the
principal and interest amounts contractually deetaought current and future payments are reaspiaaklred.

Allowance for Loan Losses- The allowance for loan losses is a valuatiorvadioce for probable incurred credit losses. Loasdesre
charged against the allowance when managementésltee uncollectibility of a loan balance is comiéd. Subsequent recoveries, if any,
credited to the allowance. Management estimatealtb@ance balance required using past loan lopsrience, the nature and volume of the
portfolio, information about specific borrower stions and estimated collateral values, economiditions, and other factors. Allocations of
the allowance may be made for specific loans, leientire allowance is available for any loan threthanagement’s judgment, should be
charged off. The allowance consists of specific @aderal components. The specific component relatiemns that are individually classifi
as impaired or loans otherwise classified as sadata or doubtful. The general component coversatassified loans and is based on
historical loss experience adjusted for currentofiesc

A loan is impaired when full payment under the ldamms is not expected. Commercial and commere#llestate loans are individually
evaluated for impairment. If a loan is impaireghaation of the allowance is allocated so that thenlis reported, net, at the present value of
estimated future cash flows using the loan’s axistate, or at the fair value of collateral if rgpgent is expected solely from the collateral.
Large groups of smaller balance homogeneous Igaich, as consumer and residential real estate &varollectively evaluated for
impairment, and accordingly, they are not sepayatigintified for impairment disclosures.

Other Real Estate Owned- Assets acquired through or instead of loan fosale are initially recorded at fair value whenuwacef,
establishing a new cost basis. If fair value dedisubsequent to foreclosure, a valuation alloweneEcorded through expense. Costs after
acquisition are expensed. Other real estate owh$d.8 million and $2.4 million is included in othassets on the balance sheet at
December 31, 2007 and 2006, respectively.

Premises and Equipment- Land is carried at cost. Premises and equipnrergtated at cost less accumulated depreciatidfdiBgs and
related components are depreciated using the istréig method with useful lives ranging from 538 years. Furniture, fixtures and
equipment are depreciated using the straight-lirecoelerated method with useful lives ranging fi®to 7 years.

Federal Home Loan Bank (FHLB) Stock— The Bank is a member of the FHLB system. Membeggequired to own a certain amount of
stock based on the level of borrowings and othetofa, and may invest in additional amounts. FHId®k is carried at cost, classified as a
restricted security, and periodically evaluatedifi@pairment. Because this stock is viewed as lengp investment, impairment is based on
ultimate recovery of par value. Both cash and sthigidends are reported as income.

Gooduwill and Intangible Assets— Goodwill results from business acquisitions agptesents the excess of the purchase price ovéithe
value of acquired tangible assets and liabilitsas] identifiable intangible assets. Goodwill isess®d at least annually for impairment and
such impairment will be recognized in the periogntified.

Other intangible assets consist of core deposihiible assets arising from whole bank and branghiaitions. They are initially measured at
fair value and then are amortized on an accelemtsttaight-line basis over their estimated uskels.

Bank Owned Life Insurance— The Bank has purchased life insurance policiesentain key executives. Company owned life insceas
recorded at the cash surrender value, or the antibantan be realized.

Long-Term Assets— Premises and equipment, other intangible asmedsother long-term assets are reviewed for impaitrawvhen events
indicate their carrying amount may not be recovierélom future undiscounted cash flows. If impajrdte assets are recorded at fair value.
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Repurchase Agreements- Substantially all repurchase agreement liabdlitepresent amounts advanced by various custoBecsrities are
pledged to cover these liabilities, which are rmtered by federal deposit insurance.

Benefit Plans— Employee 401(k) and profit sharing plan expesgbé amount of matching contributions. Deferreghjgensation and
supplemental retirement plan expense allocatebehefits over years of service.

Stock-Based Compensatior The Company assumed the 2000 stock option plé&saéncia Bank, Inc. on December 31, 2005, when the
Company acquired the minority interest of Ascergaacorp, Inc. The Company exchanged an optiondaisz one share of Ascencia
common stock for an option to acquire 0.3922 shaf€ompany common stock. The exchange ratio isvatgnt to the stock exchange ratio
in the Ascencia acquisition agreement discussé&tbte 17. The Plan provides for the award of stqufioms to eligible employees and
employees of affiliate companies. In prior yearmpensation expense under stock options was repastad the intrinsic value method.
There had been no compensation expense recognizecbime since all options have been granted #&swthan fair value. See Note 2
regarding the effect on the Bank’s net income pgaense was measured using the fair value recogmtiovisions of FASB Statement

No. 123R Accounting for Stock-Based Compensation.

On February 23, 2006, the Company adopted the iF®atecorp, Inc 2006 Stock Incentive Plan. On May 26, the board of directors
approved the Porter Bancorp, Inc. 2006 Non-Empldyieectors Stock Ownership Incentive Plan. Thess®provide for stock awards and
stock options. Instruments issued under these planaccounted for in accordance with Statemehtrancial Accounting Standards (SFAS)
No. 123(R),"Share Based Payment”. Accordingly, the Companyrbasrded stock-based compensation cost usingithealue method for
activity related to these plans.

Income Taxes- Income tax expense is the total of the curreat yeome tax due or refundable and the changefergbd tax assets and
liabilities. Deferred tax assets and liabilities #nie expected future tax amounts for the tempatififigrences between carrying amounts and
tax bases of assets and liabilities, computed u=iagted tax rates. A valuation allowance, if ndededuces deferred tax assets to the an
expected to be realized.

Effective January 1, 1999, the Company and the éoffine Central Bank USA, Inc. elected under sect@sR of the Internal Revenue Code
to be taxed under the provisions of Subchapters3a fesult of that election, taxable income of@leenpany and The Central Bank was
allocated to the Company’s stockholders, and nihéurprovision for corporate federal income taxes wecessary. On December 31, 2005,
the Subchapter S election was voluntarily termithatied the deferred tax assets and liabilitiesifer@Gompany and The Central Bank were
reinstated pursuant to Statement of Financial Anting Standard No. 109, Accounting for Income TaXds former Ascencia Bancorp, In
BBA Inc., and Mammoth Bancorp, Inc., as well asheakctheir respective subsidiaries, have histoljdaen subject to taxation under
Subchapter C of the Internal Revenue Code, anddéaeoome tax expense or benefit in accordance 8HAS 109. See Note 12 for
additional information.

The Company adopted FASB Interpretation 48, Acdogrfor Uncertainty in Income Taxes (“FIN 48"), asJanuary 1, 2007. A tax position
is recognized as a benefit only if it is “more likéhan not” that the tax position would be sustaiin a tax examination, with a tax
examination being presumed to occur. The amouwgrézed is the largest amount of tax benefit thafreater than 50% likely of being
realized on examination. For tax positions not ingethe “more likely than not” test, no tax benditecorded. The adoption had no affect on
the Company’s financial statements.

The Company recognizes interest and/or penaltlatertto income tax matters in income tax expense.

Loan Commitments and Related Financial Instruments- Financial instruments include off-balance sheedlit instruments, such as
commitments to make loans and commercial lettersaxit, issued to meet customer-financing neells.faice amount for these items
represents the exposure to loss, before consideusipmer collateral or ability to repay. Such ficial instruments are recorded when they
are funded.

Comprehensive Income- Comprehensive income consists of net income #met comprehensive income. Other comprehensivariaco
includes unrealized gains and losses on secuatiaable for sale, which are also recognized separate component of equity.

Equity — Stock dividends in excess of 20% are reportettdnsferring the par value of the stock issued fretained earnings to common
stock. Stock dividends for 20% or less are repdotettansferring the fair value, as of the ex-dénd date, of the stock issued from retained
earnings to common stock and additional paid-iritahg-ractional share amounts are paid in cash witeduction in retained earnings.

Earnings Per Common Share- Basic earnings per common share are net incongedi by the weighted average number of commoreshar
outstanding during the period. Diluted earningsquanmon share include the dilutive effect of adxditil potential common shares issuable
under stock options. Earnings and dividends pereshige restated for all stock splits and dividetidsugh the date of issue of the financial
statements.
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Loss Contingencies- Loss contingencies, including claims and legéibas arising in the ordinary course of business racorded as
liabilities when the likelihood of loss is probalaed an amount or range of loss can be reasonstityated. Management does not believe
there now are such matters that will have a mateffiect on the financial statements.

Dividend Restriction — Banking regulations require maintaining certapital levels and may limit the dividends paid bg Bank to the
Company or by the Company to shareholders. (See Nbfor more specific disclosure.)

Fair Value of Financial Instruments — Fair values of financial instruments are estimatging relevant market information and other
assumptions, as more fully disclosed in a sepa@tie Fair value estimates involve uncertainties rmatters of significant judgment regarc
interest rates, credit risk, prepayments, and ddetors, especially in the absence of broad mardketparticular items. Changes in
assumptions or in market conditions could signiftbaaffect the estimates.

Reclassifications- Some items in the prior year financial statemerge reclassified to conform to the current preséon.

Effect of Newly Issued But Not Yet Effective Accouting Standards

In September 2006, the FASB issued Statement Nb.Rd&ir Value Measurements. This Statement defaiesalue, establishes a framework
for measuring fair value and expands disclosuresitafair value measurements. This Statement estadslia fair value hierarchy about the
assumptions used to measure fair value and clasumptions about risk and the effect of a otismi on the sale or use of an asset. The
standard is effective for fiscal years beginning@November 15, 2007. In February 2008, the FASSBed Staff Position (FSP) 157-2,
Effective Date of FASB Satement No. 157. This FSP delays the effective date of FAS 157 flan@nfinancial assets and nonfinancial
liabilities, except those that are recognized ecldised at fair value on a recurring basis (at laasually) to fiscal years beginning after
November 15, 2008, and interim periods within thiiseal years. The impact of adoption was not mialte

In September 2006, the FASB Emerging Issues TasteRmalized Issue No. 06-4, Accounting for De¢efiCompensation and
Postretirement Benefit Aspects of Endorsement Byitar Life Insurance Arrangements. This issueuissp that a liability be recorded

during the service period when a split-dollar liisurance agreement continues after participamgl@yment or retirement. The required
accrued liability will be based on either the pestployment benefit cost for the continuing lifeuirence or based on the future death benefit
depending on the contractual terms of the undeglgigreement. This issue is effective for fiscalrgdmeginning after December 15, 2007.
Company has not completed its evaluation of theathpf adoption of EITF 06-4, however, managemeetschot expect the adoption of this
statement to have a material impact on its conataitifinancial position or results of operations.

In February 2007, the FASB issued Statement No, Ti®Fair Value Option for Financial Assets and Financial Liabilities. The standard
provides companies with an option to report setbéiteancial assets and liabilities at fair valuel @stablishes presentation and disclosure
requirements designed to facilitate comparisona&end companies that choose different measurentebudes for similar types of assets ¢
liabilities. The new standard is effective for empany on January 1, 2008. The Company did not #le fair value option for any financ
assets or financial liabilities as of January 10&0

NOTE 2 — STOCK PLANS AND STOCK BASED COMPENSATION

At December 31, 2007, the Company has a stockmoptan and a stock incentive plan. On Decembe3@5 the Company assumed the
2000 Stock Option Plan of Ascencia Bank, Inc. wttenCompany acquired the minority interest of Ast@Bancorp, Inc. On February 23,
2006, the Company adopted the Porter Bancorp20@6 Stock Incentive Plan. With regard to the 20@@ion Plan, no additional grants
were made subsequent to assumption of the plan@melare expected to be made in the future. Thé PGth permits the issuance of up to
400,000 shares of the Company’s common stock upmexercise of stock options or upon the grantamfksawards. As of December 31,
2007, the Company had granted outstanding optmpsitchase 192,240 shares under the 2000 optioraplkd 39,316 shares under the 2006
plan. The Company also had awarded under the 2@0644,430 unvested shares net of forfeitures asting. The Company has 319,254
shares remaining available for issue under the Z086. All shares issued under the above mentipteeds came from authorized and
unissued shares.

On May 15, 2006, the board of directors approvedrbrter Bancorp, Inc. 2006 Non-Employee Direc&irsck Ownership Incentive Plan,
which was approved by holders of the Company’sagptiommon stock on June 8, 2006. Under the terrttsegblan, 100,000 shares are
reserved for issuance to non-employee directors tip® exercise of stock options granted under lue. ®ptions granted are granted
automatically under the plan at fair market valoedlee date of grant, vest over a three-year penatihave a five year term. To date, the
Company has granted options to purchase 53,00@st@anon-employee directors. At December 31, 208,000 shares remain available for
issue under this plan.
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All stock options have an exercise price that ieast equal to the fair market value of the Congfsastock on the date the options were
granted. Options granted generally become fully@sable at the end of three years of continuedi@mnpent. Options granted under the
2000 plan have a life of ten years while those @ninder the 2006 plan have a life of five years.

The following table summarizes stock option acyivs of and for the year indicated:

December 31, 2007

Weighted
Average
Exercise
Options Price
Outstanding, beginnin 251,82( $ 25.2¢
Granted 36,50( 23.01
Forfeited (3,769 25.5(
Outstanding, endin 284,55¢ $ 25.0C

The following table details stock options outstanggdi

December 31, 200

Stock options vested and currently exercise 222,39
Weighted average exercise pr $ 25.3¢
Aggregate intrinsic valu $ 0
Weighted average remaining life (in yez 2.€

Total Options Outstandin 284,55¢
Aggregate intrinsic valu $ 0
Weighted average remaining life (in yee 2.8

The intrinsic value of stock options is calculabeded on the exercise price of the underlying asvandl the market price of our common
stock as of the reporting date. There were no optéxercised during 2007 or 2006. The Company decb$127,000 and $82,000 of stock
option compensation during 2007 and 2006, respelgtito salaries and employee benefits. Sincettiekoptions are non-qualified stock
options, a tax benefit of $44,000 and $29,000,eetyely, was recognized. No options were modifleding either period. As of
December 31, 2007, no stock options issued by trepgany have been exercised.

The fair value of each stock option granted isnestéd on the date of grant using the Black-Schudsed stock option valuation model. This
model requires the input of subjective assumpttbaswill usually have a significant impact on fiaé value estimate. Expected volatilities
are based on volatilities of similar publicly tradeompanies due to the limited historical tradingvity of the Company'’s stock, and other
factors. Expected dividends are based on dividesrdls and the market price of the Company’s stoide @t grant. The Company uses
historical data to estimate option exercises withimvaluation model. The risk-free rate for pesiedthin the contractual life of the option is
based on the U.S. Treasury yield curve in effetha@time of grant.

The weighted-average assumptions used are sumihasz®llows:

2007 2006
Risk-free interest rat 4.81% 4.88%
Expected option lif¢ 3.5 year 3.5 year
Expected stock price volatilil 22.(% 22.(%
Expected dividend yiel 3.5% 3.7%
Fair value $ 3.5C $ 3.7¢

From time-to-time the Company awards unvested shitaremployees. The shares vest at a rate of 108adnone-year anniversary date of
the grant date provided the employee is still eygibby the Company at that date. The fair valuéherdate of grant ranged from $22.13 to
$25.50 per share. The Company recorded $107,008#600, respectively, of stock-based compensahimimg 2007 and 2006 to salaries
and employee benefits. A tax benefit of $37,000 $2®,000, respectively, was recognized relatetlitoexpense.
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The following table summarizes unvested share ii¢ts of and for the year indicated:

December 31, 2007

Weighted
Average

Grant

Shares Price
Outstanding, beginnin 40,00( $ 25.3¢
Granted 7,50( 23.0z
Vested (3,920 25.3:
Forfeited (2,150 25.5(
Outstanding, endin 41,43( $ 24.9(

Unrecognized stock based compensation expenseddtastock options and unvested shares for 200&eayond is estimated as follows (in
thousands):

2008 $ 22E
2009 18¢€
2010 12¢
2011 113
2012 & thereafte 49¢

The following table illustrates the effect on netéme and earnings per share if expense was meassing the fair value recognition
provisions of SFAS 123(R) for the year ended Deaam3fi, 2005:

(in thousands

except per
share data)

Net income as reporte $ 14,61¢
Less: Stoc-based compensation expense determined under thafaé based method, net of ta: 31
Pro forma net incom $ 14,58¢
$
$

Basic and diluted earnings per share as rep: 2.4¢
Pro forma basic and diluted earning per sl 2.4¢
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NOTE 3 — SECURITIES

The fair value of available for sale securities #melrelated gross unrealized gains and lossegmexs in accumulated other comprehensive
income (loss) were as follows:

Gross Gross
Unrealized Unrealized

Fair Value Gains Losses
(in thousands)

December 31, 200

U.S. Government and federal agel $2733. $ 20 $ (32
State and municips 20,16: 277 (72
Mortgage¢backed 69,37¢ 377 (369
Corporate bond 6,42z 34 (220
Other 704 — —
Total debt securitie 123,99¢ 88¢ (587)
Equity 4,03¢ 56¢ (997
Total $128,03t $ 1,45¢ $ (1,579
December 31, 20C
U.S. Government and federal agel $ 15,711  $ 1 $ (349
State and municip: 17,91¢ 28C (60)
Mortgagebacked 54,84¢ 15C (642)
Corporate bond 2,451 84 —
Total debt securitie 90,93( 51t (1,047
Equity 4,16( 87¢€ (140
Total $ 9509 $ 1,391 $(1,18))

Sales and calls of available for sale securitieevas follows:

2007 2006 2005

(in thousands)
Proceed: $2,80C $4,421 $3,44¢
Gross gain: 107 73 12t
Gross losse — 23 10€

The tax benefit (provision) related to these négand losses realized on sales were $(37,000§,&j0) and $(13,000), respectively.

Contractual maturities of debt securities at ygat-2007 were as follows. Securities not due ahglsimaturity date, primarily mortgage-
backed and equity securities are shown separately.

Available

for Sale

Fair Value
(in thousands’
Due in one year or le: $ 8,262
Due from one to five yeal 15,92¢
Due from five to ten yeal 19,25¢
Due after ten yeal 11,17¢
Mortgagebacked 69,37¢
Equity 4,03¢
Total $ 128,03t

Securities pledged at year-end 2007 and 2006 hagirog values of approximately $83,683,000 and 832,000, respectively, and were
pledged to secure public deposits, repurchase mgrs, and Federal Home Loan Bank advances.
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At year-end 2007 and 2006, there were no holdifigecurities of any one issuer, other than the G@&ernment and its agencies, in an
amount greater than 10% of stockholders’ equity.

Securities with unrealized losses at year-end 20072006, aggregated by investment category amythleri time that individual securities
have been in a continuous unrealized loss positicnas follows:

Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Description of Securities Value Loss Value Loss Value Loss
(in thousands)
2007
U.S. Government and federal agel $ — $ — $4911 $ (B2 $4911 $ (32
State and municip: 2,09z (25) 2,97¢ 47 5,06¢ (72
Mortgagebacked 19,31¢ (152) 16,27¢ (211) 35,591 (369
Corporate bond 5,012 (120 — — 5,012 (120
Equity 1,45¢€ (799 571 (192 2,02i (997)
Total temporarily impaire: $27,87¢ $ (1,096 $24,73: $ (482 $52,607 $ (1,579
200€
U.S. Government and federal agel $11,09: $ (272) $ 4,112 $ (73) $15,20¢ $ (345
State and municip: 3,74¢ (46) 1,261 (14) 5,01( (60)
Mortgagebacked 22,93: (37¢) 14,63 (263) 37,56 (642)
Equity — — 663 (140 663 (140
Total temporarily impaire: $37, 770 $ (697 $20,67. $ (490 $58,44: $ (1,18))

The Company evaluates securities for other-thampteary impairment at least on a quarterly basid,rmore frequently when economic or
market concerns warrant such evaluation. Considerat given to the length of time and the extentvhich the fair value has been less than
cost, the financial condition and near-term protpetthe issuer, underlying credit quality of thsuer, and the intent and ability of the
Company to retain its investment in the issueiafperiod of time sufficient to allow for any anpated recovery in fair value. In analyzing an
issuer’s financial condition, the Company may cdaswhether the securities are issued by the fedev@rnment or its agencies, whether
downgrades by bond rating agencies have occuittedséctor or industry trends and cycles affectiegidgsuer, and the results of reviews of
the issuer’s financial condition.

As of December 31, 2007, the Company has 62 egqaityrities. Of these securities, thirteen had aealized loss of $192,000 and had been
in an unrealized loss position for more than twehanths. Management monitors the credit quality @mdent market pricing for these equ
securities monthly. Management has made a prastiselling equity securities where recovery doetsseem likely but does not have the
present intent to sell securities with unrealizzsses. As of December 31, 2007, management doéeliwie any equity securities should be
classified as other than temporarily impaired.
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NOTE 4 — LOANS
Loans at year-end were as follows:

Commercial
Real estat
Agriculture
Consume
Other
Subtotal
Less: Allowance for loan loss

Loans, ne

Activity in the allowance for loan losses for theays indicated was as follows:

Beginning balanc
Acquired in bank acquisitio
Provision for loan losse
Loans charge-off

Loan recoverie

Ending balanc

Impaired loans were as follows:

Loans with no allocated allowance for loan los
Loans with allocated allowance for loan los

Total

Amount of the allowance for loan losses allocz

Average of impaired loans during the y
Interest income recognized during impairm
Cash basis interest income recogni

Nonperforming loans were as follow

Loans past due 90 days or more still on acc

Non-accrual loan:

2007 2006
(in thousands)

$ 108,61¢ $ 59,11
1,054,95. 751,01
14,858 13,43
38,060  29,70¢
1,211 1,097
1,217,69: 854,36
(16,349 (12,83
$1,201,35( $841,53

2007 2006 2005
(in thousands)

$12,83. $12,197  $10,26:
1,62¢ — 807
4,02t 1,40¢ 3,64t
(2,379 (1,03 (3,089
234 26¢€ 56€
$16,34: $12,83:  $12,19;

2007 2006
(in thousands)

$3,23¢  $2,04¢

4,167 3,09(
$7,40¢  35,13¢
$ 21€ $ 89¢
2007 2006 2005

(in thousands)

$4,84: $3,881  $3,231

98 18 48
98 18 48
2007 2006

(in thousands)
$ 2,14¢ $2,01(
10,52« 6,93(

Nonperforming loans include all (or almost all) iamed loans and smaller balance homogeneous lsaols,as residential mortgage ¢

consumer loans, that are collectively evaluatednigrairment.
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NOTE 5 — PREMISES AND EQUIPMENT
Year-end premises and equipment were as follows:

2007 2006

(in thousands)
Land and building: $ 20,71 $ 13,39¢
Furniture and equipme 15,64: 14,62¢
36,35¢ 28,02/
Accumulated depreciatic (15,077 (14,250)

$ 21,27¢ $ 13,77«

Depreciation expense was $1,056,000, $1,040,006 2,246,000 for 2007, 2006 and 2005, respectively.

NOTE 6 — GOODWILL AND INTANGIBLE ASSETS
Goodwill
The change in balance of goodwill during the yédscated was as follows:

2007 2006
(in thousands)
Beginning of yea $12,88: $12,82¢
Acquired goodwill 5,29: 52
End of yeal $18,17:  $12,88:
Acquired Intangible Assets
Acquired intangible assets were as follows as af yad:
2007 2006
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
(in thousands)
Amortized intangible assel
Core deposit intangible $3,60( $ 287 $ 62C $ 172

Aggregate amortization expense was $115,000, $0400 $60,000 for 2007, 2006 and 2005, respectively

Estimated aggregate amortization expense for iitbéngssets for each of the next five years iolsvs (in thousands):

2008 $ 40:
2009 402
2010 40¢
2011 40¢<
2012 39¢
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NOTE 7 — DEPOSITS
Time deposits of $100,000 or more were approxirgek2lr9,734,000 and $182,891,000 at year-end 2002006, respectively.

Scheduled maturities of total time deposits forheaftthe next five years are as follows (in thowsn

2008 $720,77!
2009 97,42
2010 19,14¢
2011 4,812
2012 4,08t
Thereaftel 32¢

$ 846,56¢

NOTE 8 — SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchasseatged by agency, mortgage-backed, and muniapalisies with a carrying amount of
$11,285,000 and $1,012,000 at year-end 2007 angl, 28€pectively.

Securities sold under agreements to repurchadareing arrangements that mature within two yeatsnaturity, the securities underlying
the agreements are returned to the Company. Inf@mmeoncerning securities sold under agreementsgorchase is summarized as follows:

2007 2006
(in thousands)
Average daily balance during the y: $ 4,92¢ $1,31:
Average interest rate during the y 3.9% 1.7¢%
Maximum montl-end balance during the ye $11,56¢ $1,60z
Weighted average interest rate at -end 4.28% 0.9(%
NOTE 9 — ADVANCES FROM FEDERAL HOME LOAN BANK
At year-end, advances from the Federal Home Loark Bgere as follows:
2007 2006

(in thousands)

Single maturity advances with fixed rates from 44lt® 6.38% maturing from 2009 through 2012, avergdi.74% $ 76,59t $ 6,50(

Single maturity advance with a variable rate ob%/maturing 200! 25,000  25,00(
Monthly amortizing advances with fixed rates frod@o to 9.10% and maturities ranging from 2008 ulgio2035,

averaging 3.779 20,17 16,062

Total $121,76° $47,56:

Each advance is payable per terms on agreemehtavpitepayment penalty. The advances were colla&daby approximately $414,105,0
and $316,326,000 of first mortgage loans, unddaakiet lien arrangement at year-end 2007 and 2B&8ed on this collateral and the
Company'’s holdings of Federal Home Loan Bank sttwk,Company was eligible to borrow up to an addai $60,473,000 at year-end
2007.

Scheduled principal payments on the above duriagéxt five years (in thousands):

Advances
2008 $ 3,91¢
2009 54 ,58¢
2010 47,56¢
2011 2,24¢
2012 6,751
Thereafte 6,691

$121,76
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At year-end 2007, the Company had approximatelySR0,000 of federal funds lines of credit availafioten correspondent institutions, and
$60,473,000 unused lines of credit with the Feddahe Loan Bank.

NOTE 10 — JUNIOR SUBORDINATED DEBENTURES

The junior subordinated debentures are subjectaodatory redemption, in whole or in part, upon yepent of the junior subordinated
debentures at maturity or their earlier redempébthe liquidation preference. The junior subortidadebentures are redeemable at par prior
to the maturity dates of February 13, 2034, Apsil 2034, and March 1, 2037, at the option of then@any as defined within the trust
indenture. The Company has the option to deferéstgpayments on the junior subordinated debenftrastime to time for a period not to
exceed twenty (20) consecutive quarters. If paymarg deferred, the Company is prohibited from mgividends to its common
stockholders. A summary of the junior subordinatetdentures is as follows:

Junior
Optional Subordinated

Issuance Prepayment Debt Owed to Maturity
Description Date Date Interest Rate Trust Date
Porter Statutory Trust 02-13-200<¢ 03-17-200¢ 3-month LIBOR + 2.8% $ 5,000,001 02-13-203¢
Porter Statutory Trust | 04-15-200¢ 06-17-200¢ 3-month LIBOR +2.7% 3,000,001 04-15-203¢
Porter Statutory Trust I' 12-14-200¢ 03-01-201Zz 3-month LIBOR + 1.6% 14,000,000 03-01-2037
Asencia Statutory Trust 02-13-200¢ 03-17-200¢ 3-month LIBOR + 2.8% _ 3,000,001 02-13-203¢

On December 18, 2006, the Company refinanced $llibmof junior subordinated debentures which résaiin a write-off of $280,000 of
unamortized debt issuance costs.

NOTE 11 — OTHER BENEFIT PLANS

401(K) Plan— The Company 401(k) Savings Plan allows employ@esntribute up to 15% of their compensation, Wwhgcmatched equal to
50% of the first 4% of compensation contributede Tompany, at its discretion, may make an additiooatribution. Total contributions
made by the Company to the plan amounted to appeately $295,000, $369,000 and $351,000 in 20076 20@ 2005, respectively.

Supplemental Executive Retirement Plar- During 2004, the Company created a supplemexégiugive retirement plan covering certain
executive officers. Under the plan, the Companyspzgch participant, or their beneficiary, a sped#fined benefit amount over 10 years,
beginning with the individual’s termination of saw®. A liability is accrued for the obligation undbese plans. The expense incurred for the
plan was $180,000, $158,000 and $142,000 for thesyended December 31, 2007, 2006 and 2005, resgecT he related liability was
$537,000 and $357,000 at December 31, 2007 and 2&§gectively, and is included in other liabiktien the balance sheets. The Company
purchased life insurance on the participants tadl fime benefits of these plans. Life insurance wittash surrender value of $1,100,000 was
purchased during 2006. The Company acquired Igarence with a cash surrender value in 2007 of4%20D0 in the Ohio County
Bancshares acquisition. The cash surrender vala# inlsurance policies was $9,105,000 and $6,&®& December 31, 2007 and 20086,
respectively. Income earned from the cash surrevalae of life insurance totaled $296,000, $258,800 $216,000 for the years ended
December 31, 2007, 2006 and 2005, respectivelyifidmme is recorded as other non-interest income.

NOTE 12 — INCOME TAXES
Income tax expense (benefit) was as follows:

2007 2006 2005
(in thousands)

Current $7,94C $7,037 $ 3,85(

Deferred (71€) (129) (1,649

$7,22¢  $6,90¢ $ 2,201
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Effective tax rates differ from federal statutoate of 35% in 2007 and 2006, and 34% in 2005 agptiencome before income taxes due to
the following.

2007 2006 2005
(in thousands)
Federal statutory rate times financial statemectrime $7,50¢ $7,43¢ $6,16¢
Effect of:
Tax-exempt incomq (210 (229) (131)
Non taxable life insurance incor (117 (96) (73)
Tax expense not incurred under provisions of suttenes statu — — (2,35))
Reinstatement of deferred tax assets and lialsi — — (1,472
Federal tax credit (38) (38) —
Other, ne 74 (170 64
Total $7,22¢  $6,90¢ $ 2,201
Year-end deferred tax assets and liabilities weretd the following.
2007 _2006

(in thousands)
Deferred tax asset

Allowance for loan losse $5,56¢  $4,41:

Net unrealized loss on securities available foe 43 —
Net operating loss carryforwa 217 27¢
Amortization of no-compete agreemer 131 162
Other 87€ 397
6,83¢ 5,252

Deferred tax liabilities

Depreciatior 504 38¢
FHLB stock dividend: 1,13¢ 1,054
Purchase accounting adjustme 1,291 293
Net unrealized gain on securities available foe — 69
Other 60¢ 39¢
3,54: 2,204
Net deferred tax ass $3,29¢  $3,04¢

Effective January 1, 1999 through December 30, 20@5Company and the former The Central Bank US&,were taxed under the
provisions of Subchapter S of the Internal Revebade and no provision for federal income taxes ngasrded. On December 31, 2005 the
Subchapter S election was voluntarily terminatadtese entities, and deferred tax assets anditiebiwere reinstated at that time. The
stockholders of the Company as of December 30, 2@08B subject to taxation on their individual igtrin the combined taxable income
reported by the Company and The Central Bank thrdecember 30, 2005. The former Ascencia Bancop, BBA Inc., and Mammoth
Bancorp, Inc., as well as each of their respedilesidiaries, have historically been subject tatiax under Subchapter C of the Internal
Revenue Code, and record income tax expense ofitiersccordance with SFAS 109.

The Company does not have any beginning and endfirecognized tax benefits. The Company does naabtpe total amount of
unrecognized tax benefits to significantly increaseecrease in the next twelve months. There werliaterest and penalties recorded in the
income statement or accrued for the year endingeer 31, 2007 related to unrecognized tax benefits

The Company and its subsidiaries are subject tofédgral income tax and the Company is subjetttdome tax in the state of Kentucky.
The Company is on longer subject to examinatiotelsing authorities for years before 2004.
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NOTE 13 — RELATED PARTY TRANSACTIONS
Loans to principal officers, directors, and thdfiliates in 2007 were as follows (in thousands):

Beginning balanc $1,76¢
New loans 29C
Repayment: (1,039
Ending balanc: $ 1,021

Deposits from principal officers, directors, andithaffiliates at year-end 2007 and 2006 were $33,@00 and $7,329,000.

Our loan participation totals include participasdn real estate loans purchased from and soldda(ffiliate banks, The Peoples Bank, Mt.
Washington and The Peoples Bank, Taylorsville. €hairman, J. Chester Porter and his brother, Wfillia. Porter, each own a 50% interest
in Lake Valley Bancorp, Inc., the parent holdingngany of The Peoples Bank, Taylorsville, KentuckyChester Porter, William G. Porter
and our president and chief executive officer, ari Bouvette, serve as directors of The Peopleg&BBaylorsville. Our chairman, J. Che:
Porter owns an interest of approximately 36.0%landrother, William G. Porter, owns an interesapproximately 3.0% in Crossroads
Bancorp, Inc., the parent holding company of ThepRes Bank, Mount Washington, Kentucky. J. CheBtater and Maria L. Bouvette, sel
as directors of The Peoples Bank, Mount Washingtée have entered into management services agregméhteach of these banks. Each
agreement provides that our executives and empégyexide management and accounting services tsuthject bank, including overall
responsibility for establishing and implementindigoand strategic planning. Maria Bouvette also/es as chief financial officer of each of
the banks. We receive a $4,000 monthly fee fromAéeaples Bank, Taylorsville and a $2,000 a morfésyfrom The Peoples Bank, Mount
Washington for these services.

As of December 31, 2007, we had $6.8 million otiparations in real estate loans purchased frord,&tv.3 million of participations in real
estate loans sold, to these affiliate banks. ABefember 31, 2006, we had $4.1 million of partitignes in real estate loans purchased from,
and $12.9 million of participations in real estltans sold to, these affiliate banks.
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NOTE 14 — CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

Banks and bank holding companies are subject wdatyyy capital requirements administered by feldesaking agencies. Capital adequacy
guidelines and, additionally for banks, prompt eotive action regulations involve quantitative maas of assets, liabilities, and certain off-
balance-sheet items calculated under regulatoryuating practices. Capital amounts and classificatiare also subject to qualitative
judgments by regulators. Failure to meet capitalii'ements can initiate regulatory actir

Prompt corrective action regulations provide fil@ssifications: well capitalized, adequately cdjtal, undercapitalized, significantly
undercapitalized, and critically undercapitalizalthough these terms are not used to represendlbfinancial condition. If adequately
capitalized, regulatory approval is required toegtdorokered deposits. If undercapitalized, capiistributions are limited, as is asset growth
and expansion, and capital restoration plans apgined. At year-end 2007 and 2006, the most re@gntlatory notifications categorized the
Bank as well capitalized under the regulatory frenmek for prompt corrective action. There are noditians or events since that notification
that management believes have changed the Bark'garg.

Actual and required capital amounts (in millionaflaatios are presented below at year-end:

To be Categorized

As Well
Minimum Required Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount  Ratio Amount Ratio Amount Ratio
2007
Total Capital to ris-weighted asse!
Consolidatec $140.7 11.6% $ 96.7 8.C% N/A  N/A
PBI Bank 126.¢ 10.€ 96.1 8.C $ 120.2 10.%
Tier 1 (Core) Capital to risweighted asse!
Consolidatec $125.¢ 10.4% $ 48.4 4.C% N/A  N/A
PBI Bank 111.¢ 9.3 48.1 4.C $ 721 6.C%
Tier 1 Leverage Rati
Consolidatec $125¢ 9.1% $ 554 4.C% N/A  N/A
PBI Bank 111.¢ 8.1 55.1 4.C $ 68.¢ 5.C%
2006
Total Capital to ris-weighted asse!
Consolidatec $130.2 15.6% $ 67.Z 8.C% N/A  N/A
PBI Bank 106.7 12.¢ 66.€ 8.C $ 83t 10.%
Tier 1 (Core) Capital to risweighted asse!
Consolidatec $119.¢ 143% $ 33.€ 4.% N/A  N/A
PBI Bank 96.2 11.€ 334 4.C $ 50.1 6.C%
Tier 1 Leverage Rati
Consolidatec $119.¢ 11.9% $ 41.C 4.C% N/A  N/A
PBI Bank 96.: 9.€ 40.¢ 4.C $ 51.C 5.C%

The Company’s primary source of funds to pay dimttketo stockholders is the dividends it receivemfthe Bank. The Bank is subject to
certain regulations on the amount of dividendsalrdeclare without prior regulatory approval. Untlerse regulations, the amount of
dividends that may be paid in any year is limitedhat year’s net profits, as defined, combinedhlie retained net profits of the preceding
two years, less dividends declared during thosegerAt year-end 2007, $24,068,000 of retainediags was available to the Bank to pay
dividends in future periods.

NOTE 15 — LOAN COMMITMENTS AND OTHER RELATED ACTIVI TIES

Some financial instruments, such as loan commitmdines of credit and letters of credit are issteetheet customer-financing needs. These
are agreements to provide credit or to supportibdit of others, as long as conditions establishede contract are met, and usually have
expiration dates. Commitments may expire withoungeised. Off-balance-sheet risk to credit losstsxip to the face amount of these
instruments, although material losses are notigatied. The same credit policies are used to magle sommitments as are used for loans,
including obtaining collateral at exercise of tlwenitment.
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The Company holds instruments, in the normal coafsrisiness, with clients that are considerednfinel guarantees in accordance with FIN
45, Guarantor’s Accounting and Disclosure Requireimand Guarantees, Including Indirect Guaranté&slebtedness of Others. Standby
letters of credit guarantees are issued in commeatith agreements made by clients to countergartandby letters of credit are contingent
upon failure of the client to perform the termgtué underlying contract. The Company evaluates esatdit request of its customers in
accordance with established lending policies. Basethese evaluations and the underlying poli¢lkeessamount of required collateral (if any)
is established. Collateral held varies but mayudelnegotiable instruments, accounts receivableniory, property, plant and equipment,
income producing properties, residential real estatd vehicles. The Company’s access to thesstewll items is generally established
through the maintenance of recorded liens or, énctise of negotiable instruments, possession.alidity is currently established for the
standby letters of credit.

The contractual amounts of financial instrumenthwif-balance-sheet risk at year end were asviaio

2007 2006
Fixed Variable Fixed Variable
Rate Rate Rate Rate
(in thousands)
Commitments to make loal $11,88:. $107,96: $7,08: $64,34(
Unused lines of cred 16,01« 60,25: 7,33( 37,51¢
Standby letters of crec 3,561 6,55¢ 3,44¢ 2,95¢
Commitments to make loans are generally made fooge of one year or less.
NOTE 16 — FAIR VALUES OF FINANCIAL INSTRUMENTS
Carrying amount and estimated fair values of finanostruments were as follows at year-end:
2007 2006
Carrying Fair Carrying Fair
Amount Value Amount Value

(in thousands)
Financial assetl

Cash and cash equivalel $ 42,987 $ 42,987 $ 56,260 $ 56,26:
Interes-bearing deposits with ban 60C 60C — —
Securities availab-for-sale 128,03t 128,03¢ 95,09( 95,09(
Loans, ne 1,201,35! 1,207,24. 841,53! 838,02:
Accrued interest receivab 10,38( 10,38( 7,67¢ 7,67¢
Financial liabilities

Deposits $1,166,55. $1,160,76. $861,85¢ $859,13¢
Federal funds purchased and securities sold unpleements to

repurchas: 11,28¢ 11,28¢ 1,134 1,13¢
Notes payabli — — — —
Federal Home Loan Bank advan 121,76 124,19: 47,56: 46,35¢
Junior subordinated debentu 25,00( 25,00( 25,00( 25,00(
Accrued interest payab 4,19¢ 4,19¢ 2,95( 2,95(

The methods and assumptions used to estimatediaie are described as follows:

Carrying amount is the estimated fair value fothcaisd cash equivalents, interésiaring deposits with banks, repurchase agreensatsjec
interest receivable and payable, demand depobkiist-term borrowings, and variable rate loans quodits that reprice frequently and fully.
Security fair values are based on market pricateater quotes, and if no such information is atéélaon the rate and term of the security
information about the issuer. For fixed rate loandeposits and for variable rate loans or dep@sttsinfrequent repricing or repricing limit
fair value is based on discounted cash flows usimgent market rates applied to the estimatedalife credit risk. Fair values for impaired
loans are estimated using discounted cash flowysisabr underlying collateral values. Fair valugurfior subordinated debentures is based
on current rates for similar types of financingeTdarrying amount is the estimated fair value fmiable and subordinated debentures that
reprice frequently. The fair value of off-balandeest items is based on the current fees or coswihizld be charged to enter into or terminate
such arrangements, which is not material.
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NOTE 17 — BUSINESS COMBINATION
Ohio County Bancshares, Inc.

On October 1, 2007, the Company completed the sitim of 100% of the outstanding shares of Ohiai@p Bancshares, Inc. and its whc
owned subsidiary Kentucky Trust Bank. Operatingiitsof Kentucky Trust Bank are included in the solidated financial statements since
the date of the acquisition. As a result of thiguasition, we expect to further solidify our marletare in the Southern Kentucky market,
expand our customer base to enhance deposit fem@)qrovide an opportunity to market additionaldarcts and services to new customers

and reduce operating costs through economies t#.sca

We issued 263,409 shares with a market value df ®@lion and cash of $5.9 million for a total pbese price of $12 million. The value of
the stock was determined based upon the closieg pfiour stock on the last trading day beforebibard of directors approved the
transaction. The purchase price resulted in apprately $5.3 million in goodwill, and $3 million itore deposit intangibles. The intangible
assets will be amortized over 5-10 years, usinglacated and straight-line methods. Goodwill wit be amortized but instead evaluated
periodically for impairment. Goodwill and intangibassets will be deducted for tax purposes oveeass using the straight-line method.

The following table summarizes the estimated falug of assets acquired and liabilities assuméaeatate of acquisition. We are in the
process of obtaining independent third-party vadunest of intangible assets, thus, the purchase piioeation is subject to refinement.

Securities available for sa
Loans, ne

Goodwill

Core deposit intangible
Other asset

Total assets acquire
Deposits
Other liabilities
Total liabilities assume
Net assets acquire

Associates Mortgage Group

(in thousands’
$  17,42¢
82,39%
5,29:¢
2,98(
12,00(
120,09¢
(94,476
(13,620
(108,099)

$ 12,00(

On January 6, 2006, the Company completed the sitiqui of the assets of Associates Mortgage Graupprtgage banking operation and
related title services company located in Louisyilentucky for $250,000 in cash, plus potentialife cash payments as discussed below.
The purchase price was allocated to the assethadnilities acquired, then to goodwill. Under therhs of the Asset Purchase Agreement, the
Company has agreed to pay additional consideratifuture periods, based upon the attainment byatugiired entity of defined operating
objectives. In accordance with Statement of Firelndccounting Standard No. 141, Business Combinatithe Company will not accrue
contingent consideration obligations prior to attaent of the objectives. Maximum potential futuomsideration pursuant to such
arrangement, to be resolved over the following years, is $350,000. Any such payments would rés@h increase in goodwill. No such

payments were made during 2006 or 2007.

NOTE 18 — EARNINGS PER SHARE
The factors used in the earnings per share conipuittilow:

Basic
Net income

Weighted average voting and convertible non-votiogimon shares
outstanding

Basic earnings per common sh
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2007 2006 2005
(in thousands, except share and per share data)

$  14,22¢ $ 14,33¢ $ 14,61¢

7,651,39. 6,678,33 5,869,49
$ 1.8¢ $ 2.1°5 $ 2.4¢
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2007 2006 2005
(in thousands, except share and per share data)
Diluted
Weighted average voting and convertible -voting common shares outstand 7,651,39; 6,678,33 5,869,491
Add: dilutive effects of assumed exercises of stogtions and unvested sha 13 — —
Average shares and potential common sh 7,651,40! 6,678,33 5,869,491
Diluted earnings per common shi $ 1.8¢€ $ 2.1F $ 2.4¢

Unvested shares of common stock of 33,930 for 20@740,000 for 2006; and stock options for 284 &res of common stock for 2007,
251,820 shares of common stock for 2006, and 184s@@res of common stock for 2005, were not consitlim computing diluted earnings
per common share because they were anti-dilutive.

NOTE 19 — SUBSEQUENT EVENT (UNAUDITED)

We completed the acquisition of Paramount Bankarihgton, Kentucky, effective February 1, 2008.dPawunt had approximately $75
million in assets and $75 million in deposits. Tl acquisition price paid was approximately $liom in cash.

NOTE 20 — OTHER COMPREHENSIVE INCOME (LOSS)
Other comprehensive income (loss) components datkdetax effects were as follows:

2007 2006 2005
(in thousands)
Unrealized holding gains (losses) on avail-for-sale securitie $(21€) $1,04C  $(1,949
Less: Reclassification adjustment for gains (loseealized in incom 107 50 19
Net unrealized gains (loss¢ (32€) 99C (1,967
Tax effect (112) (336) 521
Net-of-tax amoun $(214) $ 654 $(1,449
NOTE 21 — PARENT COMPANY ONLY CONDENSED FINANCIAL | NFORMATION
Condensed financial information of Porter Bancarp Is presented as follows:
CONDENSED BALANCE SHEETS
December 31,
2007 2006
(in thousands)

ASSETS
Cash and cash equivalel $ 537¢ $ 19,96
Securities availab-for-sale 6,762 4,16(
Investment in banking subsidiari 132,55¢  108,34(
Investment in and advances to other subsidi T77¢ T7¢
Other asset 3,07¢ 2,731
Total assets $148,55( $135,97(
LIABILITIES AND SHAREHOLDERS' EQUITY
Debt $ 25,77F $ 25,77¢
Accrued expenses and other liabilit 48€ 1,84¢
Shareholder equity 122,28¢ 108,34t
Total liabilities and shareholders’ equity $148,55( $135,97(
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CONDENSED STATEMENTS OF INCOME
Years ended December 31,

Interest incom:

Dividends from subsidiarie

Other income

Interest expens

Other expens

Income before income tax and undistributed subsidiecome
Income tax expense (benel

Equity in undistributed subsidiary incor

Net income

CONDENSED STATEMENTS OF CASH FLOWS
Years ended December 31,

Cash flows from operating activities
Net income
Adjustments
Equity in undistributed subsidiary incor
Change in other asse
Change in other liabilitie
Other
Net cash from operating activiti
Cash flows from investing activities
Investments in subsidiarir
Purchase of securitit
Sales of securitie
Other
Net cash (used in) from investing activit
Cash flows from financing activities
Proceeds of borrowing
Repayment of borrowing
Proceeds from sale of common stock,
Repurchase of common stock,
Dividends paic
Net cash (used in) from financing activit
Net change in cash and cash equival
Beginning cash and cash equivale

Ending cash and cash equivale
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2007 2006 2005
(in thousands)

$101C $ 452 $ 31C
6,05¢ 8,066  9,60¢
1,481 1,431 1,19¢
(1,989 (2,619 (87¢)
(2,67) (2,630 (2,039
3,88¢  4,69¢ 8,19«
(852 (1,13 (197)
9,48¢ 8,50¢ 6,22/
$14,22¢ $14,33¢  $14,61F

2007 2006 2005
(in thousands)

$14,22¢  $14,33¢ $ 14,61t

(9,489 (8,509 (6,229

357 (84¢) (706)
(1,389 (3,71 167
21F 491 70
3,92t 1,751 7,91¢
(5,881) — (11,300
(3,829) (47) (23€)
15C 18E 452
— — 5,28¢
(9,554) 138 (5,799
12,37:

(2,53) (9,600 —
— 26,66( —
(192) — —
(6,239 (5,340 (9,855
(8,959 11,72 2,517
(14,58) 13,61 4,647
19,96 6,34¢ 1,70¢
$ 537: $19,960 $ 6,34¢
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NOTE 22 — QUARTERLY FINANCIAL DATA (UNAUDITED)

Net Interest Earnings Per Share
Interest Net
Income Income Income Basic Diluted
(in thousands, except per share data)
2007
First quartel $20,05¢ $ 9,74« $3601 $ 47 $ 47
Second quarte 21,93¢ 10,12( 3,68¢ A48 A48
Third quartel 23,85! 10,73¢ 3,29¢ 44 44
Fourth quarte 25,96( 11,79¢ 3,64( A€ A€
2006
First quartel $16,98° $ 9,044 $340: $ 54 $ H4
Second quarte 17,947 9,41( 3,43( .54 .54
Third quartel 18,56¢ 9,27¢ 3,80¢ .58 .5¢
Fourth quarte 19,36¢ 9,50¢ 3,691 RS RS
Item 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure
None

Item 9A. Controls and Procedures

Our management, under the supervision and witlpaicipation of our Chief Executive Officer andrathief Financial Officer, evaluated
the effectiveness of the design and operation ofl@closure controls and procedures as of DeceBithe2007. Based on that evaluation, our
Chief Executive Officer and our Chief Financial i0#fr concluded that our disclosure controls and@uores were effective as of the end of
the period covered by this report. Our ManagemeRé&port on Internal Control Over Financial Repagtiget forth under Item 8 “Financial
Statements and Supplementary Data,” identifiesrdimaework used by management to evaluate the aféedss of our internal control. This
annual report does not include an attestation tegdhe company’s registered public accountinmfregarding internal control over financial
reporting. Management’s report was not subjecttestation by the Company’s registered public antiag firm due to a transition period
established by rules of the Securities and Exch&@ugemission for newly public companies.

There was no change in our internal control ovgairftial reporting during the fourth quarter of 2@0&t has materially affected, or is
reasonably likely to materially affect, the intdronantrol over financial reporting.

Item 9B.  Other Information
None

PART 1lI

Iltem 10.  Directors and Executive Officers of the Registrant

We have adopted a code of ethics applicable t&Coief Executive Officer and our senior financidiicérs, which is posted on our website at
http://www.pbibank.com If we amend or waive any of the provisions of @mle of Ethics applicable to our Chief Executiiic@r or senio
financial officers, we intend to disclose the antaedt or waiver on our website. We will provide toygerson without charge, upon request,
a copy of this Code of Ethics. You can request@ydry contacting Porter Bancorp, Inc., Corporateésal Counsel, 2500 Eastpoint Parkw
Louisville, Kentucky, 40223, (telephone) 502-499a8

Additional information required by this Item 10dmitted because we are filing a definitive proxgtement pursuant to Regulation 14A on or
before April 30, 2008, which includes the requinermation. The required information containecdiir proxy statement is incorporated
herein by reference.

ltem 11.  Executive Compensation

The information required by this Item 11 is omitteztause we are filing a definitive proxy statemmmsuant to Regulation 14A on or before
April 30, 2008, which includes the required infotioa. The required information contained in ouryyratatement is incorporated herein by
reference.
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ltem 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

The information required by this Item 12 is omitteztause we are filing a definitive proxy statemmmsuant to Regulation 14A on or before
April 30, 2008, which includes the required infotioa. The required information contained in ouryyratatement is incorporated herein by
reference.

Item 13.  Certain Relationships and Related Transactions

The information required by this Item 13 is omitteztause we are filing a definitive proxy statemmmsuant to Regulation 14A on or before
April 30, 2008, which includes the required infotioa. The required information contained in ouryyratatement is incorporated herein by
reference.

Item 14. Principal Accountant Fees and Services.

The information required by this Item 14 is omitteetause we are filing a definitive proxy statemmnsuant to Regulation 14A on or before
April 30, 2008, which includes the required infotioa. The required information contained in ouryyratatement is incorporated herein by
reference.

PART IV

Item 15. Exhibits and Financial Statement Schedules
(@) 1. The following financial statements are includedhiis Form 1-K:

Consolidated Balance Sheets as of December 31, &0D2006

Consolidated Statements of Income for the Yearsefmkcember 31, 2007, 2006, and 2005

Consolidated Statements of Change in Stockholdg&ygity and Comprehensive Income for the Years Edistember 31, 2007,
2006, and 2005

Consolidated Statements of Cash Flows for the YEnded December 31, 2007, 2006, and 2005

Notes to Consolidated Financial Statements

Report of Independent Registered Public Accourfding

(a) 2. List of Financial Statement Schedu
Financial statement schedules are omitted becaeseformation is not applicable.
(@) 3. List of Exhibits

The Exhibit Index of this report is incorporatedreyerence. The compensatory plans or arrangeragoired to be filed as exhibits
to this Form 10-K pursuant to Iltem 14(c) are notéith an asterisk in the Exhibit Index.

SIGNATURES
Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Comggraas duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

PORTER BANCORP, INC.

March 27, 2008 By: /s/ Maria L. Bouvette
Maria L. Bouvette
President & Chief Executive Offic

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

/sl J. Chester Porter Chairman of the Board of Directa March 27, 200¢
J. Chester Porte

/s/ Maria L. Bouvette President and Chief Executive Offic March 27, 200¢
Maria L. Bouvette
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/s/ David B. Pierce

David B. Pierce

Chief Financial Officer

March 27, 200¢

/s/ David L. Hawkins Director March 27, 200¢
David L. Hawkins

/sl W. Glenn Hogan Director March 27, 200¢
W. Glenn Hogat

/sl Michael E. Miller Director March 27, 200¢
Michael E. Miller

/sl Sidney L. Monroe Director March 27, 200¢
Sidney L. Monrog

/sl Stephen A. Williams Director March 27, 200¢

Stephen A. William:

EXHIBIT INDEX
Exhibit No. (1) Description
3.1 Amended and Restated Articles of Incorporation efiBtrant. Exhibit 3.1 to Form S-1 Registrationt&taent (Reg. No.
333-133198) filed April 11, 2006 is hereby incorporatedreference
3.2 Bylaws of the Registrant. Exhibit 3.2 to Form S-dgigtration Statement (Reg. No. 333-133198) filguilAL1, 2006 is

hereby incorporated by referen

10.1+ USAccess Bank, Inc. (now known as PBI Bank) 20@Option Plan. Exhibit 10.1 to Form S-1 RegistratStatement
(Reg. No. 33-133198) filed April 11, 2006 is hereby incorporatadreference

10.2+ Porter Bancorp, Inc. Amended and Restated 200&$taentive Plan. Exhibit 10.2 to Form S-1 Registra Statement
(Reg. No. 33-133198) filed April 11, 2006 is hereby incorporatedreference

10.3+ Form of Porter Bancorp, Inc. Stock Option Award égment. Exhibit 10.3 to Form S-1 Registration $tatet (Reg. No.
333-133198) filed April 11, 2006 is hereby incorporatedreference

10.4+ Form of Porter Bancorp, Inc. Restricted Stock AwAgieement. Exhibit 10.4 to Form S-1 Registratidat@&nent (Reg.
No. 333-133198) filed April 11, 2006 is hereby incorporatgdreference

10.5+ Form of Ascencia Bank (now known as PBI Bank) Sappntal Executive Retirement Plan. Exhibit 10.5dom S-1
Registration Statement (Reg. No. -133198) filed April 11, 2006 is hereby incorporatgdreference

10.6+ Porter Bancorp, Inc. 2006 Non-Employee DirectocBiOwnership Incentive Plan, as amended. Exhib# 10 Form S-
1/A Registration Statement (Reg. No. -133198) filed September 19, 2006 is hereby incatgal by referenci

10.7 Promissory Installment Note of Maria L. Bouvettelah Chester Porter, as borrowers, to David L. Hasylas lender.
Exhibit 10.7 to Form S-1/A Registration Statemdeg. No. 333-133198) filed May 24, 2006 is heratmorporated by
reference

21.1 List of Subsidiaries of Porter Bancorp, |i

23.1 Consent of Crowe Chizek and Company LLC, IndepenBegistered Public Accounting Fir

31.1 Certification of Chief Executive Officer pursuantExchange Act Rules 1-14 or 15¢-14

31.2 Certification of Chief Financial Officer pursuant Exchange Act Rules 1-14 or 1514
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32.1 Certification of Chief Executive Officer pursuantExchange Act Rules 1-14(b) or 15+14(b) and 18 U.S.C. Section 1:
32.2 Certification of Chief Financial Officer pursuant Exchange Act Rules 1-14(b) or 15+14(b) and U.S.C. Section 13

+  Management contract or compensatory plan or arraage
(1) The Company has other long-term debt agreentieatsneet the exclusion set forth in Section 6J#{kiii)(A) of Regulation S-K. The
Company hereby agrees to furnish a copy of suakeagents to the Securities and Exchange Commisgiom request
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Exhibit 21.1

Subsidiaries of Porter Bancorp, Inc.

Direct Subsidiary Jurisdiction of Organization Does Business As
PBI Bank Kentucky PBI Bank

Asencia Statutory Trust Connecticu Asencia Statutory Trust

Porter Statutory Trust Connecticu Porter Statutory Trust

Porter Statutory Trust | Connecticu Porter Statutory Trust |

Porter Statutory Trust I' Connecticu Porter Statutory Trust I'

PBIB Corporation, Inc Kentucky PBIB Corporation, Inc

Indirect Subsidiary Jurisdiction of Organization Does Business As Parent Entity
PBI Title Services, LLC Kentucky PBI Title Services, LLC PBI Bank
Durhan-Mudd Insurance Agency, Ir Kentucky Durhan-Mudd Insurance Agency, Ir PBI Bank

Catalyst Financial Services, Ir Kentucky Catalyst Financial Services, Ir PBIB Corporation, Inc
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniReggion Statement Nos. 333-143676 and 333-14867/Borm S-8 of Porter Bancorp, Inc.
of our report dated March 20, 2008 with resped¢hconsolidated financial statements of PortercBgm Inc., which report appears in this
Annual Report on Form 10-K of Porter Bancorp, ffioc.the year ended December 31, 2007.

Crowe Chizek and Company LLC
Louisville, Kentucky
March 25, 2008

79



Exhibit 31.1

Porter Bancorp, Inc .
Rule 13a-14(a) Certification of Chief Executive Ofter

I, Maria L. Bouvette, Chief Executive Officer of er Bancorp, Inc. (the “Company”), certify that:
1. I have reviewed this Annual Report on Form 106fkhe Company;

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

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

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared,;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgxiures, as of the end of the period coveredibyédport based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

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

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

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Dated: March 27, 2008 /s/ Maria L. Bouvette
Maria L. Bouvette
Chief Executive Office
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Exhibit 31.2

Porter Bancorp, Inc .
Rule 13a-14(a) Certification of Chief Financial Offcer

I, David B. Pierce, Chief Financial Officer of PartBancorp, Inc. (the “Company”), certify that:
1. I have reviewed this Annual Report on Form 106fkhe Company;

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

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

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andeuiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

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

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

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Dated: March 27, 2008 /s/ David B. Pierce
David B. Pierce
Chief Financial Officel
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Exhibit 32.1
SECTION 906 CERTIFICATION

In connection with the Annual Report on Form 10{fKPorter Bancorp, Inc. (the “Company”) for the aahperiod ended December 31,
2007, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, MdridBouvette, Chief Executive Officer
of the Company, do hereby certify, in accordandh w8 U.S.C. Section 1350, as adopted pursuargdtdd 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirementsSetction 13(a) or 15(d), as applicable, of the SdesrExchange Act of 1934,
amended; an

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company

PORTER BANCORP, INC

Dated: March 27, 2008 By: /s/ Maria L. Bouvette
Maria L. Bouvette
Chief Executive Office
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Exhibit 32.2
SECTION 906 CERTIFICATION

In connection with the Annual Report on Form 10{fKPorter Bancorp, Inc. (the “Company”) for the aahperiod ended December 31,
2007, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), |, DaBidPierce, Chief Financial Officer of
the Company, do hereby certify, in accordance W@hJ.S.C. Section 1350, as adopted pursuant taoBead6 of the Sarbanes-Oxley Act of
2002, that:

(1) The Report fully complies with the requirementsSetction 13(a) or 15(d), as applicable, of the SdesrExchange Act of 1934,
amended; an

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company
PORTER BANCORP, INC

Dated: March 27, 2008 By: /s/ David B. Pierce
David B. Pierce
Chief Financial Officel
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