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To Our Shareholders, Customers and Friends:

2008 Highlights:

• Net income for 2008 was $897,000 or $0.93 per share

compared to $812,000 in 2007 or $0.84 per share.

• Total assets increased $27 million or 18% to end the year at

$180 million.

• Total loans ended the year at $157 million, up 18% over one

year ago.

• Book value of a share of United Commerce Bancorp stock

was $13.68 as of December 31, 2008 compared to $12.73 one

year ago, an increase of 7.5%.

• During 2008 United Commerce Bank continued as one of the

leading mortgage lenders filing 439 mortgages totaling over

$76 million.

Needless to say we are pleased with the results of our efforts over

the past year.

In last year’s Annual Report, I stated that “2007 was certainly a

challenging year for the banking industry.” Looking back I would

change the word “challenging” to “interesting,” because I am not

sure just how I would describe 2008 otherwise. There were

incredible changes in the market this past year. One example was the

Wall Street Prime Rate starting the year at 7.25% and ending at

3.25%. The staff and directors of your company worked diligently

to stay the course and to maintain our position as the local

community bank of choice.

In the proxy statement you will see that our Board of Directors is

recommending a change to the Articles of Incorporation. This

change would allow the corporation to continue to review the

possibility of participating in the Treasury’s TARP Capital Purchase

Program or the Capital Assistance Program. At this time we do not

have approval, or even the provisions of an agreement to consider,

however we feel it is prudent to position our company to be able to

participate if the terms and conditions are favorable.

I want to thank our shareholders and customers for their continued

support. In addition I want to give a special thanks to our staff and

Board of Directors for their outstanding efforts in making United

Commerce Bank the best bank in our community. “Banking the way

you want it” is not just a slogan, it is the way we do business every

day. Please stop in or visit us online at

www.unitedcommercebank.com.

Thomas G. Risen

Chairman, President and CEO

2

UNITED COMMERCE BANCORP 2008 SHAREHOLDER ANNUAL REPORT



3

UNITED COMMERCE BANCORP 2008 SHAREHOLDER ANNUAL REPORT

PAGE

DEPOSIT GROWTH BY YEAR

(IN THOUSANDS)

$26,558

$64,057

$81,415

$89,671

$112,538

$127,281

$134,375 $133,174

$153,044

$0

$20,000

$40,000

$60,000

$80,000

$100,000

$120,000

$140,000

$160,000

$180,000

2000 2001 2002 2003 2004 2005 2006 2007 2008

LOAN GROWTH BY YEAR

(IN THOUSANDS)

$25,762

$57,534

$75,256

$88,855

$106,484

$119,015

$130,739
$135,428

$159,535

$0

$20,000

$40,000

$60,000

$80,000

$100,000

$120,000

$140,000

$160,000

$180,000

2000 2001 2002 2003 2004 2005 2006 2007 2008

ASSET GROWTH BY YEAR

(IN THOUSANDS)

$35,833

$70,900

$90,166

$101,139

$123,015

$138,887

$150,981 $152,824

$180,268

$0

$20,000

$40,000

$60,000

$80,000

$100,000

$120,000

$140,000

$160,000

$180,000

$200,000

2000 2001 2002 2003 2004 2005 2006 2007 2008



PAGE

Independent Auditor's Report

To the Board of Directors

United Commerce Bancorp

Bloomington, Indiana

We have audited the accompanying consolidated balance sheets of United Commerce Bancorp (Company) as of December 31, 2008 and 2007,

and the related consolidated statements of income, stockholders’ equity, and cash flows for the years then ended. These financial statements are

the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that

we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing

the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company

as of December 31, 2008 and 2007, and the results of their operations and their cash flows for the years then ended, in conformity with accounting

principles generally accepted in the United States of America.

Champaign, Illinois

February 27, 2009

McGladrey & Pullen LLP is a member firm of RSM International -

an affiliation of separate and independent legal entities.
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United Commerce Bancorp

Consolidated Balance Sheets

December 31, 2008 and 2007

2008 2007

ASSETS

Cash and due from banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,667,364 $ 3,270,535

Available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,784,420 11,749,273

Loans held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,185,192 2,209,650

Loans, net of allowance for loan losses 2008 $2,117,984; 2007 $1,704,033 . . . . . . . . . . . . . . . . . . 156,232,272 131,513,970

Premises and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,920,305 1,988,655

Federal Home Loan Bank stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700,000 488,000

Interest receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 856,714 955,344

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 921,719 648,161

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $180,267,986 $152,823,588

LIABILITIES

Deposits:

Noninterest bearing demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 11,993,007 $ 12,269,351

Savings, NOW and money market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,768,890 37,015,317

Certificates of deposit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105,282,484 83,889,222

Total deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153,044,381 133,173,890

Short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 521,692 222,676

Federal Home Loan Bank advances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,000,000 6,000,000

Federal funds purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 700,000

Interest payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,760 237,530

Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 298,159 205,458

Total liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167,064,992 140,539,554

Stockholders’ Equity:

Preferred stock, no par value; authorized and unissued 1,000,000 shares . . . . . . . . . . . . . . . . . . . — —
Common stock, no par or stated value; authorized 4,000,000 shares; issued and outstanding 965,333 shares — —

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,058,008 9,058,008

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,084,772 3,187,390

Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,214 38,636

Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,202,994 12,284,034

Total liabilities and stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $180,267,986 $152,823,588

See Notes to Consolidated Financial Statements
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United Commerce Bancorp

Consolidated Statements of Income

Years Ended December 31, 2008 and 2007

2008 2007

Interest income:
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,211,051 $ 9,952,121
Investment securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 533,028 543,616
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,704 22,270
Federal funds sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88,457 231,688

Total interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,862,240 10,749,695
Interest expense:

Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,218,227 5,756,408
Short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,803 9,897
Federal Home Loan Bank advances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268,542 193,959

Total interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,492,572 5,960,264
Net interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,369,668 4,789,431

Provision for loan losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600,000 434,970
Net interest income after provision for loan losses . . . . . . . . . . . . . . . . . . . . . . . . . . 4,769,668 4,354,461

Noninterest income:
Service charges and fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129,749 126,833
Sale of mortgage loans, net of commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 374,723 410,595
Net realized gains on sales of available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,058 —
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139,725 131,776

Total noninterest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 651,255 669,204
Noninterest expense:

Salaries and employee benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,355,727 2,198,615
Net occupancy and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 473,306 439,878
Data processing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 364,285 337,574
FDIC Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97,219 89,760
Legal and professional fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165,021 136,097
Advertising expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134,340 119,600
Printing and office supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73,104 81,321
Director fees. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,250 59,700
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 358,289 365,600

Total noninterest expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,074,541 3,828,145
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,346,382 1,195,520

Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 449,000 384,000
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 897,382 $ 811,520

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.93 $ 0.84

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.93 $ 0.83

See Notes to Consolidated Financial Statements
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United Commerce Bancorp

Consolidated Statements of Stockholders’ Equity

Years Ended December 31, 2008 and 2007

Accumulated

Other

Common Additional Comprehensive

Comprehensive Stock Paid-in Retained Income

Income Shares Capital Earnings (Loss) Total

Balance, December 31, 2006 . . . . . . . . . . . . . 965,333 $9,058,008 $2,375,870 $(45,360) $11,388,518

Comprehensive income

Net income . . . . . . . . . . . . . . . . . . . . . . $811,520 — — 811,520 — 811,520

Change in unrealized loss on available for sale

securities, net of tax of $55,592 . . . . . . . . . . . 83,996 — — — 83,996 83,996

Total comprehensive income . . . . . . . . . . . . . $895,516

Balance, December 31, 2007 . . . . . . . . . . . . . 965,333 9,058,008 3,187,390 38,636 12,284,034

Comprehensive income

Net income . . . . . . . . . . . . . . . . . . . . . . $897,382 — — 897,382 — 897,382

Change in unrealized loss on available for sale

securities, net of tax of $16,855 . . . . . . . . . . . 26,166 — — — 26,166 26,166

Less reclassification for gain on available for sale

securities, net of tax of ($2,470) . . . . . . . . . . (4,588) — — — (4,588) (4,588)

Total comprehensive income . . . . . . . . . . . . . $918,960

Balance, December 31, 2008 . . . . . . . . . . . . . 965,333 $9,058,008 $4,084,772 $60,214 $13,202,994

See Notes to Consolidated Financial Statements
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United Commerce Bancorp

Consolidated Statements of Cash Flows

Years Ended December 31, 2008 and 2007
2008 2007

Cash Flows from Operating Activities:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 897,382 $ 811,520
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 145,925 141,075
Provision for loan losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600,000 434,970
Amortization of premiums and discounts on securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,977 6,694
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (173,746) (126,371)
Net realized gains on available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,058) —
Gains on sales of loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (374,723) (410,595)
Originations of loans held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (27,780,950) (29,685,115)
Proceeds from sales of loans held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,180,131 29,252,170

Changes in:
Interest receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98,630 (15,965)
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (102,197) 60,222
Interest payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36,770) (50,300)
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92,701 (23,987)

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,566,302 394,318
Cash Flows from Investing Activities:

Net change in loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,417,155) (3,908,665)
Purchase of premises and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (77,575) (65,896)
Purchase of FHLB Stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (212,000) —
Proceeds from calls and maturities of available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,525,000 2,600,000
Purchases of available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,048,149) (3,298,270)
Paydowns on available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,504,046 518,790
Proceeds from sale of foreclosed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86,853 —

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26,638,980) (4,154,041)
Cash Flows from Financing Activities:

Net (decrease) increase in demand deposits, money market,
NOW and savings accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,522,771) 1,383,694

Net (decrease) increase in certificates of deposit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,393,262 (2,584,969)
Net (decrease) increase in short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 299,016 (477,324)
Net (decrease) increase in federal funds purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (700,000) 700,000
Proceeds from Federal Home Loan Bank advances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,000,000 16,500,000
Payments on Federal Home Loan Bank advances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (32,000,000) (14,500,000)

Net cash provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,469,507 1,021,401
Increase (decrease) in cash and due from banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,396,829 (2,738,322)

Cash and Due from Banks:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,270,535 6,008,857
End of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,667,364 $ 3,270,535

Supplemental Disclosures of Cash Flow Information:
Cash payments for interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,529,640 $ 6,010,564
Income taxes paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 625,171 $ 535,222
Real estate acquired in settlement of loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 98,853 $ —

See Notes to Consolidated Financial Statements
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Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

On May 31, 2005, the Agreement and Plan of Reorganization (Reorganization Agreement) between United Commerce Bancorp (Company) and

United Commerce Bank (Bank) which was approved at the annual meeting of shareholders of the Bank on April 19, 2005, became effective. As a

result, the Company acquired 100% of the outstanding shares of the Bank. Each outstanding share of common stock, no par or stated value per share,

of the Bank was converted into one share of common stock, no par or stated value, of the Company. The transaction was accounted for in a manner

similar to a pooling of interest.

The Company is a bank holding company whose principal activity is the ownership and management of the Bank. The Bank, which operates under a

state bank charter, provides a full range of banking services. The Bank generates commercial, mortgage and consumer loans and receives deposits

from customers located primarily in Monroe County, Indiana and surrounding counties. The Bank’s loans are generally secured by specific items of

collateral including real property, consumer assets and business assets. The Bank is subject to competition from other financial institutions and

nonfinancial institutions providing financial products and services. As a state bank, the Bank is subject to regulation by the Indiana Department of

Financial Institutions and the Federal Deposit Insurance Corporation.

The financial statements of the Company have been prepared in conformity with accounting principles generally accepted in the United States of

America and conform to the predominate practice in the banking industry. The more significant of the policies are described below.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and the Bank. All significant intercompany accounts and transactions

have been eliminated in consolidation.

Use of Estimates

In preparing the consolidated financial statements, Company management is required to make estimates and assumptions which significantly affect

the amounts reported in the consolidated financial statements. The only significant estimate which is particularly susceptible to change in a short

period of time is the determination of the allowance for loan losses. Actual results could differ from this estimate.

Cash and Due from Banks

The Bank considers all liquid investments, when available, with original maturities of three months or less to be cash equivalents. The Bank maintains

cash in bank deposit accounts, which at times may exceed federally insured limits. The Bank has not experienced any losses in such accounts.

Management of the Bank does not believe they are exposed to any significant risk.
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Note 1. Summary of Significant Accounting Policies (Continued)

Securities Available for Sale

Securities classified as available for sale are those debt securities that the Company intends to hold for an indefinite period of time, but not necessarily

to maturity. Any decision to sell a security classified as available for sale would be based on various factors, including significant movements in

interest rates, changes in the maturity mix of the Company’s assets and liabilities, liquidity needs, regulatory capital considerations and other similar

factors. Securities available for sale are carried at fair value. The difference between the fair value and amortized cost, cost adjusted for amortization of

premium and accretion of discounts, recognized as adjustments to interest income using the level yield method over the contractual lives, results in an

unrealized gain or loss. Unrealized gains or losses are reported as increases or decreases in accumulated other comprehensive income (loss), net of the

related deferred tax effect as a part of stockholders’ equity. Realized gains or losses from the sale of securities are determined using the specific

identification method and are included in earnings.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or fair value in the aggregate. Net unrealized

losses, if any, are recognized through a valuation allowance by charges to income.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are reported at their outstanding

principal balance adjusted for any charge-offs and reduced by the allowance for loan losses. Interest on loans is recognized by the simple interest

method on daily balances of the principal amount outstanding. Generally, loans are placed on nonaccrual status at 90 days past due and interest is

considered a loss, unless the loan is well-secured and in the process of collection.
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Note 1. Summary of Significant Accounting Policies (Continued)

Allowance for Loan Losses

The allowance for loan losses is increased through a provision for loan losses charged to operating expense and is reduced by net loan charge-offs.

Loans are charged against the allowance for loan losses when management believes that collectibility of the principal is unlikely. The allowance is an

amount that management believes will be adequate to absorb estimated losses on existing loans that may become uncollectible, based on evaluation of

the collectibility of loans and prior loss experience. This evaluation also takes into consideration such factors as changes in the nature and volume of

the loan portfolio, overall portfolio quality, review of specific problem loans, and current economic conditions that may affect the borrower’s ability

to pay. While management uses the best information available to make its evaluation, future adjustments to the allowance may be necessary if there are

significant changes in economic conditions. In addition, regulatory agencies, as an integral part of their examination process, periodically review the

Bank’s allowance for loan losses, and may require the Bank to make additions to the allowance based on their judgment about information available to

them at the time of their examinations.

A loan is considered impaired when, based on current information and events, it is probable that the Bank will be unable to collect the scheduled

payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by management in

determining impairment include payment status, collateral value and the probability of collecting scheduled principal and interest payments when

due. Loans that experience insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines the

significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan

and the borrower, including the length of the delay, the reason for the delay, the borrower’s prior payment record and the amount of the shortfall in

relation to the principal and interest owed. Impairment is measured on a loan-by-loan basis for commercial and construction loans by either the present

value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price or the fair value of the collateral

if the loan is collateral dependent.

Large groups of smaller balance homogenous loans are collectively evaluated for impairment. Accordingly, the Bank does not separately identify

individual consumer and residential loans for impairment measurements.

Premises and Equipment

Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the straight-line method and accelerated

methods over the estimated useful lives of the assets. The estimated useful lives of office furniture and equipment is three to seven years. The

estimated useful lives of buildings and leasehold improvements is seven to 39 years.
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Note 1. Summary of Significant Accounting Policies (Continued)

Federal Home Loan Bank Stock

Federal Home Loan Bank (FHLB) stock is a required investment for institutions that are members of the FHLB system. The required investment in the

common stock is based on a predetermined formula.

Foreclosed Assets Held for Sale

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value at the date of foreclosure, establishing a

new cost basis. Subsequent to foreclosure, valuations are periodically performed by management and the assets are carried at the lower of carrying

amount or fair value less cost to sell. Revenue and expenses from operations and changes in the valuation allowance are included in net income or

expense from foreclosed assets. Foreclosed assets held for sale were $12,000 and $0 at December 31, 2008 or 2007, respectively.

Stock Options

The Company has a stock based employee compensation plan, which is described more fully in Note 13. Prior to 2006 the Company accounted for this

plan under the recognition and measurement principles of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related

Interpretations. No stock-based employee compensation cost was reflected in net income, as all options granted under those plans had an exercise

price equal to or greater than the market value of the underlying common stock on the grant date.

The proforma effect on net income and earnings per share, if the Company had applied the fair value provisions of Financial Accounting Standards

Statement No. 123, Accounting for Stock-Based Compensation, to stock-based employee compensation is not presented because it is insignificant.

In 2006, the Company adopted the fair value recognition provisions of Statement of Financial Accounting Standards No. 123(R) (SFAS 123(R)),

Share-Based Payment. There was no material impact on the Company from adopting this standard and, therefore, certain disclosures required by

SFAS 123(R) have been omitted.

Income Tax

Deferred tax assets and liabilities are recognized for the tax effects of differences between the financial statement and tax bases of assets and liabilities.

A valuation allowance is established to reduce deferred tax assets if it is more likely than not that a deferred tax asset will not realized.
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Note 1. Summary of Significant Accounting Policies (Continued)

Earnings Per Share

Basic earnings per share represents income available to common stockholders divided by the weighted-average number of common shares

outstanding during the period. Diluted earnings per share reflects additional common shares that would have been outstanding if dilutive potential

common shares had been issued, as well as any adjustment to income that would result from the assumed issuance. Potential common shares that may

be issued by the Company relate solely to outstanding stock options, and are determined using the treasury stock method.

Reclassifications

Certain reclassifications have been made to the 2007 financial statements to conform to the 2008 financial statement presentation. These

reclassifications had no effect on net income.

Fair Value Measurement

The Company adopted Statement of Financial Accounting Standards No. 157 (SFAS 157), Fair Value Measurements, effective January 1, 2008.

SFAS 157 defines fair value, establishes a framework for measuring fair value and expands disclosure of fair value measurements. The adoption of

SFAS 157 did not have a material impact on the consolidated financial statements or results of operations of the Company. In accordance with

Financial Accounting Standards Board Staff Position (FSP) No. 157-2, Effective Date of FASB Statement No. 157, the Company will delay

application of SFAS 157 for nonfinancial assets and nonfinancial liabilities such as goodwill, other intangibles, real estate owned, and repossessed

assets until January 1, 2009. SFAS 157 applies to all assets and liabilities that are measured and reported on a fair value basis. See Note 15 for

additional information.

The Company also adopted Statement of Financial Accounting Standards No. 159 (SFAS 159), The Fair Value Option for Financial Assets and

Financial Liabilities – Including an Amendment of SFAS No. 115, as of January 1, 2008. SFAS 159 provides companies the option to report select

financial assets and liabilities at fair value. This statement also establishes presentation and disclosure requirements designed to facilitate comparisons

between companies that choose different measurement attributes for similar types of assets and liabilities. After the initial adoption, the election is

made at the acquisition of a financial asset or financial liability and it may not be revoked. The Company has not elected the fair value option for any

financial assets or liabilities.

UNITED COMMERCE BANCORP 2008 SHAREHOLDER ANNUAL REPORT

13

PAGE

United Commerce Bancorp

Notes to Consolidated Financial Statements

(In thousands of dollars, except as noted)



Note 1. Summary of Significant Accounting Policies (Continued)

Pending Accounting Standards

In December 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 141(revised),

Business Combinations. The Statement establishes principles and requirements for how an acquirer recognizes and measures tangible assets acquired,

liabilities assumed, goodwill and any noncontrolling interests and identifies related disclosure requirements for business combinations. Measurement

requirements will result in all assets, liabilities, contingencies and contingent consideration being recorded at fair value on the acquisition date, with

limited exceptions. Acquisition costs and restructuring costs will generally be expensed as incurred. This Statement is effective for the Company for

business combinations in which the acquisition date is on or after January 1, 2009.

In July 2006, the FASB issued Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes. FIN 48 clarifies the accounting for

uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with Statement of Financial Accounting Standards No.

109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and

measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition of tax benefits,

classification on the balance sheet, interest and penalties, accounting in interim periods, disclosure, and transition.

In December 2008, the FASB provided for a deferral of the effective date of FIN 48 for certain nonpublic enterprises to annual financial statements for

fiscal years beginning after December 15, 2008. The Company has elected this deferral and accordingly will be required to adopt FIN 48 in its 2009

annual financial statements. Prior to adoption of FIN 48, the Company will continue to evaluate its uncertain tax positions and related income tax

contingencies under Statement of Financial Accounting Standards No. 5 (SFAS 5), Accounting for Contingencies. SFAS 5 requires the Company to

accrue for losses it believes are probable and can be reasonably estimated. Management is currently assessing the impact of FIN 48 on its consolidated

financial position and results of operations and has not yet determined if the adoption of FIN 48 will have a material effect on its financial statements.
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Note 2. Securities

Available for Sale Securities

The amortized cost and approximate fair value of securities classified as available for sale are as follows:

December 31, 2008

Gross Gross

Amortized Unrealized Unrealized

Cost Gains Losses Fair Value

U.S. government agencies . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,995 $ 26 $ — $ 3,021

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . 5,784 125 39 5,870

State and political subdivisions . . . . . . . . . . . . . . . . . . . . . . 3,905 21 32 3,894

$12,684 $172 $ 71 $12,785

December 31, 2007

Gross Gross

Amortized Unrealized Unrealized

Cost Gains Losses Fair Value

U.S. Government agencies . . . . . . . . . . . . . . . . . . . . . . . . $ 3,693 $ 13 $ 1 $ 3,705

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . 3,595 55 3 3,647

State and political subdivisions . . . . . . . . . . . . . . . . . . . . . . 4,397 26 26 4,397

$11,685 $ 94 $ 30 $11,749
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Note 2. Securities (Continued)

The amortized cost and fair value of available for sale securities at December 31, 2008, by contractual maturity, are shown below. Maturities may

differ from contractual maturities in mortgage-backed securities because issuers may have the right to call or prepay obligations with or without call or

prepayment penalties. Therefore, these securities are not included in the maturity categories in the following maturity summary:

Amortized Fair

Cost Value

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,688 $ 3,716

Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,352 2,355

Due after five years through ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 860 844

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,784 5,870

$12,684 $12,785

The carrying value of securities pledged as collateral for Federal Reserve activity amounted to $997,000 at December 31, 2008 and $999,000 at

December 31, 2007.

For the years ended December 31, 2008 and 2007, gross realized gains amounted to $7,058 and $0, respectively. No realized losses were recognized

during those same periods.

The following table shows the Company’s investments’ gross unrealized losses and fair value, aggregated by investment category and length of time

that individual securities have been in a continuous unrealized loss position at December 31:

2008

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

U.S. government agencies . . . . . . . . . $ — $ – $ – $ – $ – $ –

Mortgage-backed securities . . . . . . . . 419 10 507 29 926 39

State and political subdivisions . . . . . . 417 1 1,145 31 1,562 32

$836 $11 $1,652 $60 $2,488 $71
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Note 2. Securities (Continued)

2007

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

U.S. Government agencies . . . . . . . . . $ — $ — $1,699 $ 1 $1,699 $ 1

Mortgage-backed securities . . . . . . . . 652 3 — — 652 3

State and political subdivisions . . . . . . 644 6 1,734 20 2,378 26

$1,296 $ 9 $3,433 $ 21 $4,729 $ 30

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when economic or market

concerns warrant such evaluation. Consideration is given to (1) the length of time and the extent to which the fair value has been less than cost, (2) the

financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for a period

of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2008, 13 debt securities have unrealized losses with aggregate depreciation of 2.77% from the Company’s amortized cost basis.

These unrealized losses relate principally to the fluctuations in the current interest rate environment. In analyzing an issuer’s financial condition,

management considers whether the securities are issued by the federal government or its agencies and whether downgrades by bond rating agencies

have occurred. As management has the ability to hold debt securities for the foreseeable future, no declines are deemed to be other than temporary.
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Note 3. Loans and Allowance for Loan Losses

Categories of loans at December 31 are as follows:

2008 2007

Commercial and industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 32,496 $ 34,193

Commercial real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73,955 57,857

Residential real estate-secured by 1-4 family properties. . . . . . . . . . . . . . . . . . . . . . . . . . . 33,275 24,268

Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,057 4,871

Consumer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,567 12,029

158,350 133,218

Less allowance for loan losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,118 1,704

$156,232 $131,514

Activity in the allowance for loan losses was as follows:

Year Ended

December 31,

2008 2007

Balance, beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,704 $ 1,332

Provision charged to expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600 435

Losses charged off, net of recoveries 2008 $20; 2007 $9 . . . . . . . . . . . . . . . . . . . . . . . . . (186) (63)

Balance, end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,118 $ 1,704

Impaired loans were not material at December 31, 2008 and 2007.

At December 31, 2008 and 2007, accruing loans delinquent 90 days or more totaled $151,000 and $76,000, respectively. Nonaccruing loans at

December 31, 2008 and 2007, were $391,000 and $418,000, respectively.
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Note 4. Premises and Equipment

Premises and equipment at December 31 consist of:

2008 2007

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 311 $ 311

Building and leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,632 1,632

Furniture and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 724 672

2,667 2,615

Less accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 747 626

$1,920 $1,989

Note 5. Interest-Bearing Deposits

Interest-bearing deposits in denominations of $100,000 or more were $55,348,000 and $47,927,000 on December 31, 2008 and 2007, respectively.

The scheduled maturities of certificate of deposit are as follows:

Year Ending December 31, Amount

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 92,557

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,115

2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,562

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48

2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —

$105,282

The Bank had $28,486,000 and $16,751,000 in brokered certificates of deposit at December 31, 2008 and 2007, respectively.
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Note 6. Short-term Borrowings

Short-term borrowings included the following at December 31:

2008 2007

U.S. Treasury demand notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 522 $ 223

Federal Funds Purchased. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 700

$ 522 $ 923

The U.S. Treasury demand notes have variable interest rates which at December 31, 2008, were 0.00%.

Note 7. Federal Home Loan Bank Advances

Federal Home Loan Bank Advances included the following at December 31:

2008 2007

Due March 23, 2009, at the base rate of .14% plus 2.66%

(an effective rate of 2.80% at December 31, 2008) . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,000 $ —

Due February 9, 2009, at the base rate of .14% plus .35%

(an effective rate of .49% at December 31, 2008) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,000 —

Due January 18, 2008, at the base rate of .14% plus .23%

(an effective rate of .37% at December 31, 2008) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,000 —

Due January 14, 2008, at the base rate of 3.06% plus .11%

(an effective rate of 3.17% at December 31, 2007) . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,000

Due March 24, 2008, at the base rate of 3.06% plus .11%

(an effective rate of 3.17% at December 31, 2007) . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,000

$13,000 $ 6,000

The advances are secured by mortgage loans totaling $20,570,000 at December 31, 2008. The advances are subject to restrictions or penalties in the

event of prepayment.
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Note 8. Income Taxes

The provision for income taxes includes these components:

2008 2007

Currently payable:

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 567 $ 440

State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 70

Deferred income taxes:

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (158) (75)

State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16) (51)

$ 449 $ 384

A reconciliation of income tax expense at the statutory rate to the Company’s actual income tax expense is shown below:

2008 2007

Computed at the statutory rate (34%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 458 $ 406

Increase (decrease) resulting from tax-exempt interest income . . . . . . . . . . . . . . . . . . . . . . . (52) (60)

Nondeductible expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 18

State income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 11

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 9

$ 449 $ 384

UNITED COMMERCE BANCORP 2008 SHAREHOLDER ANNUAL REPORT

21

PAGE

United Commerce Bancorp

Notes to Consolidated Financial Statements

(In thousands of dollars, except as noted)



Note 8. Income Taxes (Continued)

The tax effects of temporary differences related to deferred income taxes, included in other assets in the balance sheet, are as follows at December 31:

2008 2007

Deferred tax assets:

Allowance for loan losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 754 $ 603

Loans held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 6

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 13

799 622

Deferred tax liabilities:

Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (95) (81)

Unrealized gain on available for sale securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (40) (26)

Federal Home Loan Bank stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) (17)

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) (16)

(157) (140)

$ 642 $ 482
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Note 9. Branch Lease

The Bank has two operating leases for its branches that expire over the next 12 years and contain renewal options for five years. The Bank pays all

executory costs, such as taxes, maintenance and insurance. Rental expense for these leases was approximately $131,000 and $128,000 in 2008 and

2007, respectively.

Future minimum lease payments under these nonrelated party operating leases are:

Year Ending December 31, Amount

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 119

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121

2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123

2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125

Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 382

$ 992

Note 10. Regulatory Matters

The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet

minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that if undertaken, could

have a direct material effect on the Company and the Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for

prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities and certain

off-balance-sheet items as calculated under regulatory accounting practices. The Company and the Bank’s capital amounts and classification are also

subject to qualitative judgments by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum amounts and

ratios (set forth in the table below) of total and Tier I capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier I capital (as

defined) to average assets (as defined). Management believes, as of December 31, 2008 and 2007, that the Company and the Bank meets all capital

adequacy requirements to which it is subject.
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Note 10. Regulatory Matters (Continued)

As of December 31, 2008, the most recent notification from the Bank’s regulators categorized the Bank as well capitalized under the regulatory

framework for prompt corrective action. To be categorized as well capitalized, the Bank must maintain minimum total risk-based, Tier I risk-based

and Tier I leverage ratios as set forth in the table. There are no conditions or events since that notification that management believes have changed the

Bank’s category.

Due to limited activity at the Company, the Company’s capital ratios are consistent with the Bank ratios listed below. The Company is not subject to

prompt corrective action rules.

The Bank’s actual capital amounts and ratios are also presented in the table.

Minimum Requirement

Minimum Requirement To Be Well Capitalized

For Capital Under Prompt

Actual Adequacy Purposes Action Provisions

Amount Ratio Amount Ratio Amount Ratio

2008

Total Capital (to Risk-weighted Assets) . . . . . . $14,915 10.55% $11,313 8.00% $14,142 10.00%

Tier I Capital (to Risk-weighted Assets) . . . . . . $13,143 9.29% $ 5,657 4.00% $ 8,485 6.00%

Tier I Capital (to Average Assets) . . . . . . . . . $13,143 7.45% $ 7,060 4.00% $ 8,825 5.00%

2007

Total Capital (to Risk-weighted Assets) . . . . . . $13,783 11.22% $ 9,829 8.00% $12,286 10.00%

Tier I Capital (to Risk-weighted Assets) . . . . . . $12,245 9.97% $ 4,915 4.00% $ 7,372 6.00%

Tier I Capital (to Average Assets) . . . . . . . . . $12,245 7.94% $ 6,172 4.00% $ 7,715 5.00%

The Bank is subject to certain restrictions on the amount of dividends that it may declare without prior regulatory approval. Regulations allow the

Bank to pay dividends equal to the lesser of net profits for the current year plus those for the previous two years or retained earnings.
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Note 11. Related-Party Transactions

At December 31, 2008 and 2007, the Bank had loans outstanding to executive officers, directors, significant shareholders and their affiliates (related

parties) in the amount of $6,039,000 and $6,512,000, respectively.

In management’s opinion such loans and other extensions of credit and deposits were made in the ordinary course of business and were made on

substantially the same terms (including interest rates and collateral) as those prevailing at the time for comparable transactions with other persons.

Further, in management’s opinion, these loans did not involve more than normal risk of collectibility or present other unfavorable features.

Deposits from related parties held by the Bank at December 31, 2008 and 2007 totaled $3,368,000 and $2,769,000, respectively.

Note 12. Employee Benefit Plans

The Bank has a defined-contribution pension plan covering substantially all employees. Employees may contribute up to the annual Internal Revenue

Service limitation with the Bank matching 50% of the employee’s contribution on the first 5% of the employee’s compensation. Employer

contributions charged to expense for 2008 and 2007 were $38,000 and $37,000, respectively.

The Bank maintains an incentive compensation plan, whereby certain executive officers can receive a bonus based on the profitability of the Bank.

The expense for the plan for 2008 and 2007 was $28,000 and $0, respectively.

The Bank has entered into an employment contract with the president and chief executive officer. If a change in control, as defined in the contract,

were to occur, the Bank would accrue and pay an amount to the officer of approximately three times his annual compensation.

Note 13. Stock Option Plan

The Bank has a stock option plan (Plan) whereby selected executives and other key employees may be granted stock option awards. The Bank grants

selected executives and other key employees stock option awards which vest and become fully exercisable over three years at the rate of 33 1/3% per

year. The Plan authorizes the grant of options for up to 90,000 shares of the Bank’s common stock. The exercise price of each option, which has a

10-year life, was greater than or equal to the market price of the Bank’s stock on the date of grant.

In 2006, the company adopted SFAS 123(R) to account for the Plan; however the adoption, due to the few number of shares vesting in 2006 and future

years, is insignificant. Due to the immaterial nature, certain disclosures required by SFAS 123(R) have been omitted.
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Note 13. Stock Option Plan (Continued)

The following is a summary of the status of the Company’s Plan and changes in that Plan as of and for the years ended December 31, 2008 and 2007.

2008

Weighted-average

Weighted-average Remaining Aggregate

Shares Exercise Price Contractual Term Intrinsic Price

Outstanding, beginning of year . . . . . . . . . . . 60,000 $10.52

Granted . . . . . . . . . . . . . . . . . . . . . . — —

Exercised . . . . . . . . . . . . . . . . . . . . . — —

Forfeited/expired . . . . . . . . . . . . . . . . . 4,000 13.00

Outstanding, end of year . . . . . . . . . . . . . . 56,000 $10.55 4.1 $ 25,200

Exercisable, end of year . . . . . . . . . . . . . . 56,000 $10.55 4.1 $ 25,200

2007

Weighted-average

Weighted-average Remaining Aggregate

Shares Exercise Price Contractual Term Intrinsic Price

Outstanding, beginning of year . . . . . . . . . . . 59,000 $10.63

Granted . . . . . . . . . . . . . . . . . . . . . . 1,500 14.90

Exercised . . . . . . . . . . . . . . . . . . . . . — —

Forfeited/expired . . . . . . . . . . . . . . . . . 500 10.00

Outstanding, end of year . . . . . . . . . . . . . . 60,000 $10.71 5.3 $251,470

Exercisable, end of year . . . . . . . . . . . . . . 55,833 $10.52 4.4 $244,581
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Note 14. Earnings Per Share

Earnings per share (EPS) were computed as follows:

Year Ended December 31, 2008

Weighted- Per

average Share

Income Shares Amount

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 897

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 897 965,333 $ 0.93

Effect of dilutive securities:

Stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,291

Diluted earnings per share:

Income available to common stockholders and assumed conversions . . . . . . . . . . $ 897 967,624 $ 0.93

Year Ended December 31, 2007

Weighted- Per

average Share

Income Shares Amount

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 812

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 812 965,333 $ 0.84

Effect of dilutive securities:

Stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 16,877

Diluted earnings per share:

Income available to common stockholders and assumed conversions . . . . . . . . . . $ 812 982,210 $ 0.83
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Note 15. Fair Value Measurements

Effective January 1, 2008, the Company adopted the provisions of SFAS 157, Fair Value Measurements, for assets and liabilities measured and

reported at fair value. SFAS 157 defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value

measurements.

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market

participants. SFAS 157 requires the use of valuation techniques that are consistent with the market approach, the income approach and/or the cost

approach. Inputs to valuation techniques refer to the assumptions that market participants would use in pricing the asset or liability. Inputs may be

observable, meaning those that reflect the assumptions market participants would use in pricing the asset or liability developed based on market data

obtained from independent sources, or unobservable, meaning those that reflect the reporting entity’s own assumptions about the assumptions market

participants would use in pricing the asset or liability developed based on the best information available in the circumstances. In that regard, SFAS

157 establishes a fair value hierarchy for valuation inputs that gives the highest priority to quoted prices in active markets for identical assets or

liabilities and the lowest priority to unobservable inputs. The fair value hierarchy is as follows:

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to access as of the

measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted prices in

markets that are not active; or other inputs that are observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about the assumptions that market participants would

use in pricing an asset or liability.

A description of the valuation methodologies used for assets and liabilities measured at fair value, as well as the general classification of such

instruments pursuant to the valuation hierarchy, is set forth below.

Securities Available for Sale (Recurring)

The fair value of the Company’s securities available for sale are determined using Level 1 and Level 2 inputs, which are derived from readily available

pricing sources and third-party pricing services for identical or comparable instruments, respectively.
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Note 15. Fair Value Measurements (continued)

Assets and Liabilities at Fair Value on a Recurring Basis

The following table summarizes assets and liabilities measured at fair value on a recurring basis as of December 31, 2008, segregated by the level of

the valuation inputs within the fair value hierarchy utilized to measure fair value.

Quoted Prices Significant

in Active Markets Significant Other Unobservable

December 31, for Identical Assets Observable Inputs Inputs

2008 (Level 1) (Level 2) (Level 3)

Assets:

Securities available for sale . . . . . . . . . . . . $12,785 $ — $12,785 $ —

Note 16. Disclosures About Fair Value of Financial Instruments

SFAS 107, Disclosures about Fair Value of Financial Instruments, requires disclosure of fair value information about financial instruments, whether

or not recognized in the balance sheet. Fair value is determined under the framework established by SFAS 157. SFAS 107 excludes certain financial

instruments and all non-financial instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts presented may not

necessarily represent the underlying fair value of the Company. The following information presents estimated fair values of the Company’s financial

instruments as of December 31, 2008 and 2007 and the methods and assumptions used to estimate those fair values.
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Note 16. Disclosures About Fair Value of Financial Instruments (continued)

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . $ 5,667 $ 5,667 $ 3,271 $ 3,271

Available for sale securities . . . . . . . . . . . . . . . . . . . . . . . 12,785 12,785 11,749 11,749

Loans held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,185 1,185 2,210 2,210

Loans, net of allowance for loan losses . . . . . . . . . . . . . . . . . 156,232 156,714 131,514 133,961

Federal Home Loan Bank stock. . . . . . . . . . . . . . . . . . . . . 700 700 488 488

Interest receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . 857 857 955 955

Financial liabilities:

Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $153,044 $153,648 $133,174 $133,340

Short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . 522 522 923 923

FHLB Advances. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,000 13,000 6,000 6,000

Interest payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201 201 238 238

Unrecognized financial instruments (net of contract amount):

Commitments to extend credit . . . . . . . . . . . . . . . . . . . . — — — —

Letters of credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — —

Lines of credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — —

The following methods and assumptions were used to estimate the fair value of each class of financial instruments.

Cash and Due from Banks

For these short-term instruments, the carrying amount approximates fair value.
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Note 16. Disclosures About Fair Value of Financial Instruments (continued)

Securities

The fair value of the Company’s securities available for sale are determined using Level 1 and Level 2 inputs, which are derived from readily available

pricing sources and third-party pricing services for identical or comparable instruments, respectively.

FHLB Stock

The fair value of FHLB stock is based upon the price at which it may be resold to the FHLB.

Loans Held for Sale

The carrying amount of loans held for sale approximates fair value.

Loans

The fair value of loans is estimated by discounting the future cash flows using the current rates at which similar loans would be made to borrowers with

similar credit ratings and for the same remaining maturities. Loans with similar characteristics were aggregated for purposes of the calculations. The

carrying amount of accrued interest approximates its fair value.

Deposits and FHLB Advances

The fair value of demand deposits, savings accounts, NOW accounts and certain money market deposits is the amount payable on demand at the

reporting date, i.e., their carrying amount. The fair value of fixed-maturity time deposits and FHLB Advances is estimated using a discounted cash

flow calculation that applies the rates currently offered for deposits and advances of similar remaining maturities. The carrying amount of accrued

interest payable approximates its fair value.

Short-Term Borrowings, Including Federal Funds Purchased

For these short-term instruments, the carrying amount approximates fair value.

Commitments to Extend Credit, Forward Sale Commitments, Letters of Credit and Lines of Credit

The fair value of commitments is estimated using the fees currently charged to enter into similar agreements, taking into account the remaining terms

of the agreements and the present creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also considers the difference

between current levels of interest rates and the committed rates. The fair value of letters of credit and lines of credit is based on fees currently charged

for similar agreements or on the estimated cost to terminate or otherwise settle the obligations with the counterparties at the reporting date.
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Note 17. Commitments and Credit Risk

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.

Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since a portion of the

commitments may expire without being drawn upon, the total commitment amounts do not necessarily represent future cash requirements. Each

customer’s creditworthiness is evaluated on a case-by-case basis. The amount of collateral obtained, if deemed necessary, is based on management’s

credit evaluation of the counterparty. Collateral held varies, but may include accounts receivable, inventory, property, plant and equipment,

commercial real estate and residential real estate.

At December 31, 2008 and 2007, the Bank had outstanding commitments to originate loans aggregating approximately $7,269,000 and $6,541,000,

respectively. The commitments extended over varying periods of time with the majority being disbursed within a one-year period at fixed rates.

Lines of credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract. Lines of credit

generally have fixed expiration dates. Since a portion of the line may expire without being drawn upon, the total unused lines do not necessarily

represent future cash requirements. Each customer’s creditworthiness is evaluated on a case-by-case basis. The amount of collateral obtained, if

deemed necessary, is based on management’s credit evaluation of the counterparty. Collateral held varies but may include accounts receivable,

inventory, property plant and equipment, commercial real estate and residential real estate. Management uses the same credit policies in granting lines

of credit as it does for on-balance-sheet instruments.

At December 31, 2008, the Bank had granted unused lines of credit to borrowers aggregating approximately $18,460,000 and $14,743,000 for

commercial lines and open-end consumer lines, respectively. At December 31, 2007, the Bank had granted unused lines of credit to borrowers

aggregating approximately $14,744,000 and $9,103,000 for commercial lines and open-end consumer lines, respectively.

Standby letters of credit are irrevocable conditional commitments issued by the Bank to guarantee the performance of a customer to a third party.

Financial standby letters of credit are primarily issued to support public and private borrowing arrangements, including commercial paper, bond

financing and similar transactions. Performance standby letters of credit are issued to guarantee performance of credit customers under nonfinancial

contractual obligations. The credit risk involved in issuing standby letters of credit is essentially the same as that involved in extending loans to

customers.

The Bank had total outstanding standby letters of credit amounting to $741,000 and $479,000 at December 31, 2008 and 2007, respectively, with

terms up to one year.
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SHAREHOLDER INFORMATION

Market Information

United Commerce Bank received authorization from the Indiana

Department of Financial Institutions to organize as a state chartered

commercial bank on October 14, 1999 and commenced with a public

offering of its Common Stock, without par value, on October 18, 1999.

United Commerce Bancorp was approved as a bank holding company

by the Board of Governors of the Federal Reserve System on March 2,

2005. On May 31, 2005, all of the outstanding shares of United

Commerce Bank were exchanged for shares of Common Stock,

without par value, of United Commerce Bancorp. The Common Stock

of United Commerce Bancorp is quoted on the OTC Bulletin Board

under the symbol “UCBN.”

The sole source of income for United Commerce Bancorp is the

dividends it receives, if any, from United Commerce Bank. Under

Indiana law, the Bank is restricted as to the maximum amount of

dividends it may pay on its Common Stock. The Indiana Financial

Institutions Act provides that an Indiana bank may not pay dividends

in an amount greater than its undivided profits or in an amount that

would impair its capital. Moreover, the approval of the DFI is

required for the payment of any dividend if the aggregate amount of

all dividends paid by the Bank during a calendar year, including the

proposed dividend, would exceed the sum of the Bank’s retained net

income for the year to date combined with its retained net income for

the previous two years. The DFI and the FDIC are also authorized

under certain circumstances to prohibit the payment of dividends by

the Bank.

The following sets forth information regarding United Commerce

Bancorp’s transfer agent, general counsel and independent auditor.

Transfer Agent and Registrar

Registrar and Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016-3572

(908) 497-2300

General Counsel

Barnes & Thornburg LLP

11 South Meridian Street

Indianapolis, Indiana 46204

Independent Auditor

McGladrey & Pullen LLP

1806 Fox Drive

Champaign, Illinois 61820

Financial Information

Current financial information regarding United Commerce Bank is

available on its website, www.unitedcommercebank.com. Interested

persons may obtain copies of this information without cost by

contacting Tom Risen, President, United Commerce Bancorp,

211 South College Avenue, Bloomington, IN 47404.
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ADMINISTRATION

Thomas G. Risen
Chairman, President & CEO

Rebecca J. Johnson
Marketing Director

Shelly Hewitt
Administrative Officer

CONTROL

David L. Musgrave
Senior Vice President, Chief Financial
Officer

S. Scott Martin
Vice President, Controller

Cindy Stevens
Accounting, Wire Transfer

Kathy E. Floyd
Purchasing & Accounting

OPERATIONS

Charles E. Thompson
Senior Vice President, Cashier

Paul E. Mullins
Vice President, Deposit Operations Officer

Jean Emery
Vice President, Business Development
Officer

T.J. Deckard
Assistant Vice President, Director of IT

Russell J. Percifield
Assistant Vice President, Main Office
Branch Manager

Judith A. Scott
Assistant Vice President, Jackson Creek
Branch Manager

Becky Jo Merida
Head Teller, Main Office

Jennifer Reeves
Head Teller, Jackson Creek Branch

Anna L. Metzger
Customer Service Representative

Linda Sparks
Bookkeeper

Pamela J. Gilliland
Teller

Tasha Hutson
Teller

Denise Mondelli
Teller

Billie Reasor
Teller

Krista Risley
Teller

Tina Scott
Teller

Donald Donham
Mobile Banking Courier

Ernest Robinson
Mobile Banking Courier

LOANS

Jerry L. Towle
Senior Vice President, Senior Loan Officer

Martina M. Chance
Vice President, Mortgage Loan Manager

Debra J. Bruner
Assistant Vice President, Consumer Loan
Manager

Barbara L. Joseph
Assistant Vice President, Mortgage Loan
Officer

Sandra K. McLain
Mortgage Loan Officer

Timothy G. Risen
Assistant Vice President, Commercial
Loan Officer

Everett R. Southern
Commercial Loan Officer, Commercial
Loan Analyst

Sarah R. Rehmel
Senior Loan Coordinator

Lisa Hamm
Mortgage Loan Processing Manager

Amy O’Brien
Mortgage Loan Specialist

Amber Seibel

Administrative Assistant

BEDFORD LOAN CENTER

Ann M. Jones
Vice President, Mortgage Loan Officer

Mark F. Mathews
Mortgage Loan Officer

Sheila Flick
Mortgage Loan Specialist
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Main Office
211 South College Avenue
Bloomington, Indiana 47404
(812) 336-BANK 

Jackson Creek Branch
1285 South College Mall Road
Bloomington, Indiana 47401
(812) 330-5581

Bedford Loan Center 
923 East Fifth Street
Bedford, Indiana 47421
(812) 277-0737

www.UnitedCommerceBank.com

Member FDIC


