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Cash and due from banks
Federal funds sold

Cash and cash equivalents
Investment securities, at fair value
Loans
Allowance for loan losses

Total loans, net
Loans held for sale, at fair value
Premises and equipment, net
Other real estate owned
Nonmarketable equity securities
Accrued interest receivable

PART I - FINANCIAL INFORMATION
ITEM 1 - FINANCIAL STATEMENTS

MIDLAND STATES BANCORP, INC.
CONSOLIDATED BALANCE SHEETS

(dollars in thousands, except per share data)

Assets

Mortgage servicing rights, at lower of cost or fair value
Mortgage servicing rights held for sale

Intangible assets
Goodwill

Cash surrender value of life insurance policies

Accrued income taxes receivable
Deferred tax assets, net
Other assets

Total assets

Liabilities:

Deposits:
Noninterest-bearing
Interest-bearing

Total deposits

Short-term borrowings

Liabilities and Shareholders’ Equity

FHLB advances and other borrowings

Subordinated debt
Trust preferred debentures
Accrued interest payable
Other liabilities

Total liabilities

Shareholders’ Equity:

Preferred stock, Series H, $2 par value; $1,000 per share liquidation value; 2,636 shares authorized,
issued and outstanding at March 31, 2018 and December 31, 2017

Common stock, $0.01 par value; 40,000,000 shares authorized; 23,612,430 and 19,122,049 shares
issued and outstanding at March 31, 2018 and December 31, 2017, respectively

Capital surplus
Retained earnings

Accumulated other comprehensive (loss) income

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of the consolidated financial statements.

March 31, December 31,
2018 2017
(unaudited)
$ 330,233 $ 214,519
950 683
331,183 215,202
738,172 450,525
4,029,150 3,226,678
(17,704) (16,431)
4,011,446 3,210,247
25,267 50,089
95,332 76,162
5,059 5,708
38,868 34,796
15,048 11,715
56,427 56,352
3,962 10,176
46,473 16,932
155,674 98,624
136,766 113,366
7,910 8,358
8,032 12,024
47,753 42,425
$ 5,723,372 $ 4,412,701
$ 1,037,710 $ 724,443
3,196,105 2,406,646
4,233,815 3,131,089
130,693 156,126
587,493 496,436
94,013 93,972
47,443 47,330
4,768 2,531
39,762 35,672
5,137,987 3,963,156
2,923 2,970
236 191
470,937 330,148
112,009 114,478
(720) 1,758
585,385 449,545
$ 5,723,372 $ 4,412,701
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MIDLAND STATES BANCORP, INC.

CONSOLIDATED STATEMENTS OF INCOME—(UNAUDITED)

Interest income:
Loans:
Taxable
Tax exempt
Loans held for sale
Investment securities:
Taxable
Tax exempt
Nonmarketable equity securities
Federal funds sold and cash investments
Total interest income
Interest expense:
Deposits
Short-term borrowings
FHLB advances and other borrowings
Subordinated debt
Trust preferred debentures
Total interest expense
Net interest income
Provision for loan losses

(dollars in thousands, except per share data)

Net interest income after provision for loan losses

Noninterest income:
Commercial FHA revenue
Residential mortgage banking revenue
Wealth management revenue
Service charges on deposit accounts
Interchange revenue

Gain on sales of investment securities, net

Gain on sales of other real estate owned
Other income
Total noninterest income
Noninterest expense:
Salaries and employee benefits
Occupancy and equipment
Data processing
FDIC insurance
Professional
Marketing
Communications
Loan expense
Other real estate owned
Amortization of intangible assets
Other expense
Total noninterest expense
Income before income taxes
Income taxes
Net income
Preferred stock dividends

Net income available to common shareholders

Per common share data:
Basic earnings per common share
Diluted earnings per common share

Three Months Ended

Weighted average common shares outstanding
Weighted average diluted common shares outstanding

The accompanying notes are an integral part of the consolidated financial statements.

March 31,
2018 2017

41,031 $ 28,073
467 317
428 769
2,643 1,239
1,016 912
399 218
521 311
46,505 31,839
4,117 2,386
124 80
1,871 566
1,514 873
694 473
8,320 4,378
38,185 27,461
2,006 1,533
36,179 25,928
3,330 6,695
1,418 2,916
4,182 2,872
1,967 892
2,090 977
65 67
307 36
3,246 1,875
16,605 16,330
28,395 17,115
4,252 3,184
4,288 2,796
548 370
4,499 2,992
1,206 642
1,547 546
522 420
90 412
1,675 525
2,580 1,783
49,602 30,785
3,182 11,473
1,376 2,983
1,806 8,490
36 —
1,770 $ 8,490
0.08 $ 0.54
0.08 $ 0.52
20,901,738 15,736,412
21,351,511 16,351,637
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MIDLAND STATES BANCORP, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME—(UNAUDITED)

(dollars in thousands)

Net income
Other comprehensive (loss) income:
Investment securities available for sale:
Unrealized (losses) gains that occurred during the period
Reclassification adjustment for realized net gains on sales of investment securities included in
net income
Income tax effect
Change in investment securities available for sale, net of tax

Investment securities held to maturity:
Amortization of unrealized gain on investment securities transferred from available-for-sale

Income tax effect
Change in investment securities held to maturity, net of tax

Other comprehensive (loss) income, net of tax
Total comprehensive (loss) income

The accompanying notes are an integral part of the consolidated financial statements.

Three Months Ended

March 31,
2018 2017

$ 1,806 $ 8,490

(3,337) 768

(65) ©7)

924 (273)

(2,478) 428
— (25)

— 10
— s

(2,478) 413

$ (672) $ 8,903
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MIDLAND STATES BANCORP, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY—(UNAUDITED)
THREE MONTHS ENDED MARCH 31,2018 AND 2017

(dollars in thousands, except per share data)

Accumulated
other Total
Preferred Common Capital Retained comprehensive shareholders'
stock stock surplus earnings income (loss) equity
Balances, December 31, 2017 $ 2,970 $ 191  $330,148 $114,478 § 1,758 § 449,545
Net income — — 1,806 — 1,806
Compensation expense for stock option grants — — 124 — — 124
Amortization of restricted stock awards — — 309 — — 309
Preferred dividends declared — — — (83) — (83)
Preferred stock, premium amortization (47) — — 47 — —
Common dividends declared ($0.22 per share) — — (4,239) — (4,239)
Acquisition of Alpine Bancorporation, Inc. — 45 139,876 — — 139,921
Issuance of common stock under employee benefit plans — — 480 — — 480
Other comprehensive loss — — — (2,478) (2,478)
Balances, March 31, 2018 $ 2,923 $ 236  $470,937 $112,009 $ (720) $ 585,385
Balances, December 31, 2016 $ — 3 155  $209,712 $112,513  § (610) $ 321,770
Net income — — 8,490 — 8,490
Compensation expense for stock option grants — — 132 — — 132
Amortization of restricted stock awards — — 189 — — 189
Common dividends declared ($0.20 per share) — — (3,129) — (3,129)
Acquisition of CedarPoint Investment Advisors, Inc. — 1 3,712 — — 3,713
Issuance of common stock under employee benefit plans — 2 2,753 — — 2,755
Other comprehensive income — — — 413 413
Balances, March 31, 2017 $ — $ 158 $216,498 $117,874 § (197) $ 334,333

The accompanying notes are an integral part of the consolidated financial statements.
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MIDLAND STATES BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS—(UNAUDITED)

(dollars in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Provision for loan losses
Depreciation on premises and equipment
Amortization of intangible assets
Compensation expense for stock option grants
Amortization of restricted stock awards
Increase in cash surrender value of life insurance
Investment securities amortization, net
Gain on sales of investment securities, net
Gain on sales of other real estate owned
Impairment of other real estate owned
Origination of loans held for sale
Proceeds from sales of loans held for sale
Proceeds from sales of mortgage servicing rights held for sale
Gain on loans sold and held for sale
Amortization of mortgage servicing rights
Impairment of mortgage servicing rights
Net change in operating assets and liabilities:

Accrued interest receivable

Accrued interest payable

Accrued income taxes receivable

Other assets

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Investment securities available for sale:

Purchases

Sales

Maturities and payments
Investment securities held to maturity:

Purchases

Maturities

Net increase in loans

Proceeds from sale of premises and equipment
Purchases of premises and equipment
Purchases of nonmarketable equity securities
Sales of nonmarketable equity securities

Proceeds from sales of other real estate owned

Net cash acquired in acquisition
Net cash provided by (used in) investing activities

Cash flows from financing activities:

Net (decrease) increase in deposits

Net decrease in short-term borrowings

Proceeds from FHLB borrowings

Payments made on FHLB borrowings

Cash dividends paid on preferred stock

Cash dividends paid on common stock

Proceeds from issuance of common stock under employee benefit plans
Net cash provided by financing activities
Net increase in cash and cash equivalents

Three Months Ended

Cash and cash equivalents:
Beginning of period
End of period

Supplemental disclosures of cash flow information:

Cash payments for:

Interest paid on deposits and borrowed funds

Income tax paid

Supplemental disclosures of noncash investing and financing activities:

Transfer of loans to other real estate owned

The accompanying notes are an integral part of the consolidated financial statements.

March 31,
2018 2017

1,806 $ 8,490
2,006 1,533
1,454 1,116
1,675 525
124 132
309 189
(822) (580)
689 296
(65) (67)
307) (36)
— 171
(122,749) (221,782)
154,020 257,560
10,176 —
(3,951) (8,627)
863 1,374
133 76
1,081 439
1,698 940
448 2,934
(284) 5321
(429) (2,390)
47,875 47,614
(17,389) (113,222)
1,609 3,058
26,022 97,709
— (2,486)
— 4,790
(13,051) (136,525)
186 85
(1373) (1,347)
(7.610) (4,156)
5,576 3,594
1,621 540
36,153 12
31,744 (147,948)
(7,299) 123,110
(25.433) (7,522)
217,000 142,357
(144,064) (129,857)
(83) —
(4,239) (3,129)
480 2,755
36,362 127,714
115,981 $ 27,380
215202 $ 190,716
331,183 $ 218.096
6,083 S 3438
29 5
346 $ 961
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MIDLAND STATES BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(UNAUDITED)

Note 1 — Business Description

2 . ”

Midland States Bancorp, Inc. (the “Company,” “we,” “our,” or “us”) is a diversified financial holding company
headquartered in Effingham, Illinois. Its wholly owned banking subsidiary, Midland States Bank (the “Bank”), has branches
across Illinois and in Missouri and Colorado, and provides a broad array of traditional community banking and other
complementary financial services, including commercial lending, residential mortgage origination, wealth management,
merchant services and prime consumer lending. We also originate and service government sponsored mortgages for
multifamily and healthcare facilities through our subsidiary, Love Funding Corporation (“Love Funding”), based in
Washington, D.C. Our commercial equipment leasing and finance business, which operates on a nationwide basis, was
formerly conducted through our subsidiary, Heartland Business Credit Corporation (“Business Credit”), based in Denver,
Colorado, and beginning in January 2018, was brought directly into the Bank as Midland Equipment Finance.

On February 28,2018, we completed the acquisition of Alpine Bancorporation, Inc. (“Alpine”) and its banking
subsidiary, Alpine Bank & Trust Co. (“Alpine Bank™), as more fully described in Note 3 to the consolidated financial
statements. Through the Alpine acquisition, we greatly expanded our commercial and retail banking presence in northern
Ilinois.

Our principal business activity has been lending to and accepting deposits from individuals, businesses,
municipalities and other entities. We have derived income principally from interest earned on loans and leases and, to a
lesser extent, from interest and dividends earned on investment securities. We have also derived income from noninterest
sources, such as: fees received in connection with various lending and deposit services; wealth management services;
residential mortgage loan originations, sales and servicing; and, from time to time, gains on sales of assets. Our income
sources also include Love Funding’s commercial Federal Housing Administration (“FHA”) loan origination and servicing
income. Our principal expenses include interest expense on deposits and borrowings, operating expenses, such as salaries
and employee benefits, occupancy and equipment expenses, data processing costs, professional fees and other noninterest
expenses, provisions for loan losses and income tax expense.

Note 2 — Basis of Presentation and Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements of the Company are unaudited and should be read in conjunction with the
consolidated financial statements and related notes contained in the Company’s Annual Report on Form 10-K for the year
ended December 31,2017, filed with the Securities and Exchange Commission (the “SEC”) on March 6,2018. The
consolidated financial statements have been prepared in accordance with the accounting principles generally accepted in the
United States of America (“GAAP”) and conform to predominant practices within the banking industry. Management of the
Company has made a number of estimates and assumptions related to the reporting of assets and liabilities to prepare the
consolidated financial statements in conformity with GAAP. Actual results may differ from those estimates. In the opinion of
management, all adjustments, consisting of normal recurring accruals considered necessary for a fair presentation of the
results of operations for the interim periods presented herein, have been included. Certain reclassifications 02017 amounts
have been made to conform to the 2018 presentation. Operating results for the three months ended March 31,2018 are not
necessarily indicative of the results that may be expected for the year ending December 31,2018.

Principles of Consolidation

The consolidated financial statements include the accounts of the parent company and its subsidiaries. All
significant intercompany accounts and transactions have been eliminated. Assets held for customers in a fiduciary or agency
capacity, other than trust cash on deposit with the Bank, are not assets of the Company and, accordingly, are not included in
the accompanying unaudited consolidated financial statements.
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Impact of Recently Issued Accounting Standards

FASB Accounting Standards Update (“ASU”) 2014-09, “Revenue from Contracts with Customers” — In May
2014, the Financial Accounting Standards Board (the “FASB”) amended existing guidance related to revenue from contracts
with customers. This amendment supersedes and replaces nearly all existing revenue recognition guidance, including
industry-specific guidance, establishes a new control-based revenue recognition model, changes the basis for deciding when
revenue is recognized over time or at a point in time, provides new and more detailed guidance on specific topics and
expands and improves disclosures about revenue. The Company adopted ASU 2014-09 and all subsequent amendments to
the ASU (collectively referred to as Topic 606) on January 1,2018. Topic 606 does not apply to revenue associated with
financial instruments, including revenue from loans and investment securities. In addition, certain noninterest income
streams such as commercial FHA revenue, residential mortgage banking revenue and gain on sales of investment securities,
net are also not in scope of the new guidance. Topic 606 is applicable to noninterest income streams such as wealth
management revenue, service charges on deposit accounts, interchange revenue, gain on sales of other real estate owned, and
certain other noninterest income streams. The impact of applying this standard to the Company’s consolidated financial
statements was determined to be immaterial because the Company’s revenue recognition pattern for revenue streams within
the scope of ASU 2014-09 did not change significantly from current practice. Entities have the option of using either a full
retrospective or modified retrospective transition method to adopt ASU 2014-09. We elected to implement this standard
using the modified retrospective approach, with the cumulative effect recorded as an adjustment to opening retained earnings
at January 1,2018. Since the impact of applying the standard was determined to be immaterial, the Company did not record a
cumulative effect adjustment to beginning retained earnings on January 1,2018. See “Note 18 — Revenue from Contracts
with Customers” for further discussion on the Company’s policies for revenue sources within the scope of Topic 606.

FASB ASU 2016-01, “Financial Instruments - Overall (Subtopic 825-10) - Recognition and Measurement of
Financial Assets and Financial Liabilities.” — In January 2016, the FASB issued this standard, which is intended to improve
the recognition and measurement of financial instruments. This standard, among other things: (i) requires equity investments,
with certain exceptions, to be measured at fair value with changes in fair value recognized in net income; (ii) simplifies the
impairment assessment of equity investments without readily determinable fair values by requiring a qualitative assessment
to identify impairment; (iii) eliminates the requirement for public business entities to disclose the methods and significant
assumptions used to estimate the fair value that is required to be disclosed for financial instruments measured at amortized
cost on the balance sheet; (iv) requires public business entities to use the exit price notion when measuring the fair value of
financial instruments for disclosure purposes; (v) requires an entity to present separately, in other comprehensive income, the
portion of the total change in the fair value of a liability resulting from a change in the instrument-specific credit risk when
the entity has elected to measure the liability at fair value in accordance with the fair value option for financial instruments;
(vi) requires separate presentation of financial assets and financial liabilities by measurement category and form of financial
asset on the balance sheet or the accompanying notes to the financial statements; and (vii) clarifies that an entity should
evaluate the need for a valuation allowance on a deferred tax asset related to available-for-sale securities. The adoption of
ASU No. 2016-01 on January 1,2018 did not have a material impact on the Company’s Consolidated Financial Statements.
In addition, the Company now classifies equity securities, at fair value, separately from available for sale securities, at fair
value. No impairment was recognized on equity securities as of January 1,2018. In accordance with (iv) above, the Company
measured the fair value of'its loan portfolio as of March 31,2018 using an exit price notion (see “Note 14 — Fair Value of
Financial Instruments”).

FASB ASU 2016-02, “Leases (Topic 842)” — In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic
842).” This update revises the model to assess how a lease should be classified and provides guidance for lessees and lessors,
when presenting right-of-use assets and lease liabilities on the balance sheet. This update is effective for us on January 1,
2019, with early adoption permitted. We have not yet decided whether we will early adopt the new standard. A modified
retrospective transition approach is required for leases existing at, or entered into after, the beginning of the earliest
comparative period presented in the consolidated financial statements, with certain practical expedients available. The
Company has developed a project plan for evaluating the provisions of the new lease standard, but has not yet determined
the overall impact of the new guidance on the Company’s consolidated financial statements. The Company is continuing to
evaluate the pending adoption of ASU 2016-02 and its impact on the Company’s consolidated financial statements.

FASB ASU 2016-13, “Financial Instruments — Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments” — In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments — Credit Losses (Topic
326): Measurement of Credit Losses on Financial Instruments.” The objective of this update is to improve financial
reporting by providing timelier recording of credit losses on loans and other financial instruments held by
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financial institutions and other organizations. The ASU requires an organization to measure all expected credit losses for
financial assets held at the reporting date based on historical experience, current conditions, and reasonable and supportable
forecasts. Financial institutions and other organizations will use forward-looking information to better understand their credit
loss estimates. For public companies that are filers with the SEC, this update is effective for fiscal years, and interim periods
within those fiscal years, beginning after December 15,2019. Early application is permitted for any organization for fiscal
years, and interim periods within those fiscal years, beginning after December 15,2018. The Company has formed a cross
functional committee that has overseen the enhancement of existing technology required to source and model data for the
purposes of meeting this standard. The committee is also in the process of selecting a vendor to assist in generating loan
level cash flows and disclosures. While the Company generally expects to recognize a one-time cumulative effect adjustment
to the allowance for loan losses as of the beginning of the first reporting period in which the new standard is effective, the
Company cannot yet determine the magnitude of any such one-time adjustment or the overall impact of the new guidance on
the Company’s consolidated financial statements. The Company is continuing to evaluate the potential impact on the
Company’s consolidated financial statements.

FASB ASU 2018-02, “Income Statement — Reporting Comprehensive Income (Topic 220): Reclassification of
Certain Tax Effects from Accumulated Other Comprehensive Income” — In February 2018, ASU 2018-02 was issued
following the enactment of the Tax Cuts and Jobs Act, which changed the Company’s federal income tax rate from 35% to
21%. This standard allows an entity to elect a reclassification from accumulated other comprehensive income to retained
earnings for stranded tax effects resulting from the Tax Cuts and Jobs Act. The standard is effective for periods beginning
after December 15,2018 although early adoption is permitted. The impact of this ASU on the Company’s consolidated
financial statements is not material.

FASB ASU 2017-02, Derivatives and Hedging (Topic 815): Targeted Improvements to Accounting for Hedging
Activities” — In August 2017, the FASB issued this standard the objectives of which are to (1) improve the transparency and
understandability of information conveyed to financial statement users about an entity’s risk management activities by better
aligning the entity’s financial reporting for hedging relationships with those risk management activities; and (2) reduce the
complexity of and simplify the application of hedge accounting by preparers. This standard is effective for interim and
annual reporting periods beginning after December 15,2018; early adoption is permitted. The Company currently does not
designate any derivative financial instruments as formal hedging relationships, and therefore, does not utilize hedge
accounting. However, the Company is currently evaluating this standard to determine whether its provisions will enhance the
Company’s ability to employ risk management strategies, while improving the transparency and understanding of those
strategies for financial statement users.

Note 3 — Acquisitions
Alpine Bancorporation, Inc.

On February 28,2018, the Company completed its acquisition of Alpine and its banking subsidiary, Alpine Bank,
which operates 19 locations in northern Illinois, and which the Company intends to merge into the Bank. In the aggregate,
the Company acquired Alpine for consideration valued at approximately $173.2 million, which consisted of approximately
$33.3 million in cash and the issuance 0f4,463,200 shares of the Company’s common stock. This acquisition was accounted
for under the acquisition method of accounting. Accordingly, the Company recognized amounts for identifiable assets
acquired and liabilities assumed at their estimated acquisition date fair values, while $11.6 million of transaction and
integration costs associated with the acquisition have been expensed during 2017 and the first quarter 02018, and
remaining integration costs will be expensed in future periods as incurred.

Centrue Financial Corporation

On June 9, 2017, the Company completed its acquisition of Centrue Financial Corporation (“Centrue”) and its
banking subsidiary, Centrue Bank, which operated 20 full-service banking centers located principally in northemn Illinois. In
the aggregate, the Company acquired Centrue for consideration valued at approximately $176.6 million, which consisted of
approximately $61.0 million in cash and the issuance of 3,219,238 shares of the Company’s common stock, 181 shares of
Series G preferred stock and 2,635.5462 shares of Series H preferred stock. This acquisition was accounted for under the
acquisition method of accounting. Accordingly, the Company recognized amounts for identifiable assets acquired and
liabilities assumed at their estimated acquisition date fair values. Transaction and integration costs of $1.1 million and $16.0
million for the three months ended March 31,2018 and the year ended December 31,2017, respectively, were expensed as
incurred.
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Under the acquisition method of accounting, the consideration paid is allocated to net tangible and intangible
assets based on current estimated fair values on the date of acquisition. Based on management’s preliminary valuation of the
fair value of tangible and intangible assets acquired and liabilities assumed, which are based on assumptions that are subject
to change, the consideration paid for the acquisitions is allocated as follows:

(dollars in thousands) Alpine Centrue
Assets acquired:
Cash and cash equivalents $ 69,459 $ 42,461
Investment securities, at fair value 301,800 149,013
Loans 790,865 679,582
Loans held for sale 3,416 531
Premises and equipment 19,283 17,147
Other real estate owned 53 4,983
Nonmarketable equity securities 2,038 8,168
Accrued interest receivable 4,414 2,376
Mortgage servicing rights — 1,933
Mortgage servicing rights held for sale 3,942 —
Intangible assets 31,216 11,070
Cash surrender value of life insurance policies 22,578 36,349
Deferred tax assets, net — 34,339
Other assets 4,840 2,256
Total assets acquired 1,253,904 990,208
Liabilities assumed:
Deposits 1,110,025 739,867
Short-term borrowings — 14,434
FHLB advances and other borrowings 18,127 95,332
Trust preferred debentures — 7,565
Accrued interest payable 539 275
Deferred tax liabilities, net 4,284 —
Other liabilities 4,667 3,600
Total liabilities assumed 1,137,642 861,073
Net assets acquired 116,262 129,135
Goodwill 56,965 47,444
Total consideration paid $ 173,227 $ 176,579
Intangible assets:
Core deposit intangible $ 24,116  § 11,070
Customer relationship intangible 7,100 —
Total Intangible assets $ 31,216 $ 11,070
Estimated useful lives:
Core deposit intangible 6 years 8 years
Customer relationship intangible 13 years N/A

Prior to the end of the one-year measurement period for finalizing the consideration paid allocation, if information
becomes available which would indicate adjustments are required to the allocation, such adjustments will be included in the
allocation in the reporting period in which the adjustment amounts are determined.

Goodwill arising from the acquisitions consists largely of the synergies and economies of scale expected from
combining the operations of Alpine and Centrue into the Company. The goodwill is assigned as part of the Company’s
banking reporting unit. The portion of the consideration paid allocated to goodwill will not be deductible for tax purposes.

The identifiable assets acquired from Alpine and Centrue included core deposit intangibles and customer
relationship intangibles, which are being amortized on an accelerated basis as shown above.
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Acquired loan data for Alpine and Centrue can be found in the table below:

Best Estimate at
Acquisition Date of

Fair Value Gross Contractual Contractual Cash
Amounts

of Acquired Loans Receivable Flows Not Expected
(dollars in thousands) at Acquisition Date  at Acquisition Date to be Collected
Alpine:
Acquired receivables subject to ASC 310-30 $ 32,276 $ 40,025 $ 6,907
Acquired receivables not subject to ASC 310-30 758,589 766,613 4,717
Centrue:
Acquired receivables subject to ASC 310-30 $ 11,381  § 20,523 $ 7,227
Acquired receivables not subject to ASC 310-30 668,201 821,338 4,835

The following table provides the unaudited pro forma information for the results of operations for three months
ended March 31,2018 and 2017, as if the acquisition of Alpine had occurred on January 1,2017. The pro forma results
combine the historical results of Alpine with the Company’s consolidated statements of income, adjusted for the impact of
the application of the acquisition method of accounting including loan discount accretion, intangible assets amortization,
and deposit premium accretion, net of taxes. The pro forma results have been prepared for comparative purposes only and are
not necessarily indicative of the results of operations had the acquisition actually occurred on January 1,2017. No
assumptions have been applied to the pro forma results of operations regarding revenue enhancements, expense efficiencies
or asset dispositions. Only the acquisition related expenses that have been incurred as of March 31, 2018 are included in net
income in the table below. Acquisition related expenses that were recognized and are included in the pro forma net income
for the three months ended March 31,2018 totaled $10.7 million on a pre-tax basis.

Three Months Ended

March 31,
(dollars in thousands, except per share data) 2018 2017
Revenue” $ 66,803 $ 69,357
Net income 3,278 10,608
Diluted earnings per common share 0.13 $ 0.44

(1) Net interest income plus noninterest income
CedarPoint Investment Advisors, Inc.

On March 28,2017, the Company acquired all of the outstanding capital stock of CedarPoint Investment Advisors,
Inc. (“CedarPoint”), an SEC registered investment advisory firm, pursuant to an Agreement and Plan of Merger, dated as of
March 15,2017. CedarPoint had approximately $180.0 million of assets under administration. The Company acquired
CedarPoint for $3.7 million, which consisted of the issuance of 102,000 shares of the Company’s common stock and an
accrual in other liabilities of $345,000 for the fair value of 18,000 shares that will be held in a special purpose escrow
account (the “escrow shares”) as additional consideration until at least March 31,2019. Payout of the escrow shares is
contingent on CedarPoint reaching certain target revenue levels. Intangible assets recognized as a result of the transaction
consisted of approximately $2.4 million in goodwill and $2.0 million in customer relationship intangibles. The customer
relationship intangibles are being amortized on a straight-line basis over 12 years.
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Note 4 — Investment Securities
Debt Securities
Investment securities classified as available for sale as of March 31,2018 and December 31,2017 were as follows:

March 31, 2018

Gross Gross

Amortized unrealized unrealized Fair

(dollars in thousands) cost gains losses value
U.S. Treasury securities $ 40,055 $ 13 3 422§ 39,646
Government sponsored entity debt securities 87,712 39 686 87,065
Agency mortgage-backed securities 361,927 622 3,804 358,745
State and municipal securities 179,317 3,327 920 181,724
Corporate securities 58,950 1,126 296 59,780
Total $ 727,961 $ 5,127 $ 6,128 $ 726,960

December 31,2017

Gross Gross

Amortized unrealized unrealized Fair

(dollars in thousands) cost gains losses value
U.S. Treasury securities $ 28,005 $ — 3 287 $ 27,718
Government sponsored entity debt securities 25,445 41 275 25,211
Agency mortgage-backed securities 233,606 882 2,101 232,387
State and municipal securities 99,449 3,632 514 102,567
Corporate securities 58,904 1,087 179 59,812
Total $ 445409 $ 5642 $ 3356 $ 447,695

Unrealized losses and fair values for investment securities available for sale as of March 31,2018 and December 31,
2017, aggregated by investment category and length of time that individual securities have been in a continuous unrealized
loss position, are summarized as follows:

March 31, 2018

Less than 12 Months 12 Months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

(dollars in thousands) value loss value loss value loss
U.S. Treasury securities $ 24,620 $ 394 § 4970 $ 28 8§ 29,590 $§ 422
Government sponsored entity debt securities 58,637 686 — — 58,637 686
Agency mortgage-backed securities 219,158 2,939 18,932 865 238,090 3,804
State and municipal securities 43,599 693 5,341 227 48,940 920
Corporate securities 13,379 182 2,444 114 15,823 296
Total $ 359393 § 4894 $§ 31,687 § 1,234 $ 391,080 § 6,128

December 31, 2017

Less than 12 Months 12 Months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

(dollars in thousands) value loss value loss value loss
U.S. Treasury securities $ 19,758 $ 251 $ 7960 $ 36 $§ 27,718 § 287
Government sponsored entity debt securities 24,168 275 — — 24,168 275
Agency mortgage-backed securities 124,192 1,500 19,530 601 143,722 2,101
State and municipal securities 29,338 331 5,889 183 35,227 514
Corporate securities 5,917 85 3,463 94 9,380 179
Total $ 203373 $§ 2442 $§ 36,842 § 914 $§ 240215 § 3,356

For all of the above investment securities, the unrealized losses are generally due to changes in interest rates and
continued financial market stress, and unrealized losses are considered to be temporary.

We evaluate securities for other-than-temporary impairment (“OTTI”) on a quarterly basis, at a minimum, and more

frequently when economic or market concerns warrant such evaluation. In estimating OTTI losses, we consider the severity
and duration of the impairment; the financial condition and near-term prospects of the issuer, which for debt
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securities considers external credit ratings and recent downgrades; and the intent and ability of the Company to hold the
security for a period of time sufficient for a recovery in value.

At March 31,2018, 256 investment securities available for sale had unrealized losses with aggregate depreciation of
1.54% from their amortized cost basis. The unrealized losses relate principally to the fluctuations in the current interest rate
environment. In analyzing an issuer’s financial condition, we consider whether the securities are issued by the federal
government or its agencies and whether downgrades by bond rating agencies have occurred. The Company does not have the
intent to sell and it is not more likely than not that it will be required to sell a security in an unrealized loss position;
therefore, the Company does not consider these securities to be other than temporarily impaired at March 31,2018.

For the three months ended March 31,2018 and 2017, the Company did not recognize OTTI losses on its
investment securities.

The amortized cost and fair value of the available-for-sale investment securities as of March 31,2018 are shown by
expected maturity in the following table. Expected maturities may differ from contractual maturities if borrowers have the
right to call or prepay obligations with or without call or prepayment penalties.

Amortized Fair
(dollars in thousands) cost value
Debt securities:

Within one year $ 67297 $ 67,282
After one year through five years 429272 427,387
After five years through ten years 187,393 188,330
After ten years 43,999 43961
Total available for sale securities $ 727961 § 726,960

Proceeds from the sale of securities available for sale were $1.6 million for the three months ended March 31,2018.
Gross realized gains from the sale of securities available for sale were $65,000 for the three months ended March 31,
2018. There were no gross realized losses for the three months ended March 31,2018.

Proceeds from the sale of securities available for sale were $3.1 million for the three months ended March 31,2017.
Gross realized gains from the sale of securities available for sale were $67,000 for the three months ended March 31,2017.
There were no gross realized losses for the three months ended March 31,2017.

Equity Securities

The Company held equity securities with fair values of $11.2 million and $2.8 million at March 31,2018 and
December 31,2017, respectively. During the three months ended March 31,2018, the Company recognized unrealized gains
0f'$178,000 and unrealized losses of $67,000 on the equity securities held at March 31,2018, which was recorded in
noninterest income in the consolidated statements of income. There were no sales of equity securities during the three
months ended March 31,2018.
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Note 5 — Loans

The following table presents total loans outstanding by portfolio, which includes non-purchased credit impaired
(“Non-PCI”) loans and purchased credit impaired (“PCI”) loans, as of March 31,2018 and December 31,2017:

March 31,2018 December 31,2017
Non-PCI PCI Non-PCI PCI

(dollars in thousands) Loans Loans” Total Loans Loans” Total
Commercial $ 795431 $ 7,321 $ 802,752 § 553,257 $ 2,673 $ 555930
Commercial real estate 1,754,827 18,683 1,773,510 1,427,076 12,935 1,440,011
Construction and land development 226,035 8,802 234,837 199,853 734 200,587

Total commercial loans 2,776,293 34,806 2,811,099 2,180,186 16,342 2,196,528
Residential real estate 553,947 16,374 570,321 447,602 5,950 453,552
Consumer 422,266 1,963 424229 371,286 169 371,455
Lease financing 223,501 — 223,501 205,143 — 205,143

Total loans $ 3,976,007 $ 53,143 $ 4,029,150 $ 3,204,217 § 22,461 $ 3,226,678

(1) The unpaid principal balance for PCI loans totaled $73.6 million and $32.8 million as of March 31, 2018 and December 31, 2017,
respectively.

Total loans include net deferred loan fees of $16.9 million and $10.1 million at March 31,2018 and December 31,
2017, respectively, and unearned discounts of $23.2 million and $20.7 million within the lease financing portfolio at March
31,2018 and December 31,2017, respectively.

At March 31,2018 and December 31,2017, the Company had commercial and residential loans held for sale
totaling $25.3 million and $50.1 million, respectively. During the three months ended March 31,2018 and 2017, the
Company sold commercial and residential real estate loans with proceeds totaling $154.0 million and $257.6 million,
respectively.

The Company monitors and assesses the credit risk of'its loan portfolio using the classes set forth below. These
classes also represent the segments by which the Company monitors the performance of'its loan portfolio and estimates its
allowance for loan losses.

Commercial—Loans to varying types of businesses, including municipalities, school districts and nonprofit
organizations, for the purpose of supporting working capital, operational needs and term financing of equipment. Repayment
of such loans is generally provided through operating cash flows of the business. Commercial loans are predominantly
secured by equipment, inventory, accounts receivable, and other sources of repayment.

Commercial real estate—Loans secured by real estate occupied by the borrower for ongoing operations, including
loans to borrowers engaged in agricultural production, and non-owner occupied real estate leased to one or more tenants,
including commercial office, industrial, special purpose, retail and multi-family residential real estate loans.

Construction and land development—Secured loans for the construction of business and residential properties. Real
estate construction loans often convert to a commercial real estate loan at the completion of the construction period. Secured
development loans are made to borrowers for the purpose of infrastructure improvements to vacant land to create finished
marketable residential and commercial lots/land. Most land development loans are originated with the intention that the
loans will be paid through the sale of developed lots/land by the developers within twelve months of the completion
date. Interest reserves may be established on real estate construction loans.

Residential real estate—Loans secured by residential properties that generally do not qualify for secondary market
sale; however, the risk to return and/or overall relationship are considered acceptable to the Company. This category also
includes loans whereby consumers utilize equity in their personal residence, generally through a second mortgage, as
collateral to secure the loan.

Consumer—Loans to consumers primarily for the purpose of home improvements and acquiring automobiles,
recreational vehicles and boats. Consumer loans consist of relatively small amounts that are spread across many individual
borrowers.
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Lease financing—Indirect financing leases to small businesses for purchases of business equipment. All indirect
financing leases require monthly payments, and the weighted average maturity of our leases is less than four years.

Commercial, commercial real estate, and construction and land development loans are collectively referred to as the
Company’s commercial loan portfolio, while residential real estate and consumer loans and lease financing receivables are
collectively referred to as the Company’s other loan portfolio.

We have extended loans to certain of our directors, executive officers, principal shareholders and their affiliates.
These loans were made in the ordinary course of business upon normal terms, including collateralization and interest rates
prevailing at the time, and did not involve more than the normal risk of repayment by the borrower. The aggregate loans
outstanding to the directors, executive officers, principal shareholders and their affiliates totaled $19.9 million and $22.4
million at March 31,2018 and December 31,2017, respectively. During the three months ended March 31,2018, there were
$1.0 million of new loans and other additions, while repayments and other reductions totaled $3.5 million.

Credit Quality Monitoring

The Company maintains loan policies and credit underwriting standards as part of the process of managing credit
risk. These standards include making loans generally within the Company’s four main regions, which include eastern,
northern and southern Illinois and the St. Louis metropolitan area. Our equipment leasing business, based in Denver,
provides financing to business customers across the country.

The Company has a loan approval process involving underwriting and individual and group loan approval
authorities to consider credit quality and loss exposure at loan origination. The loans in the Company’s commercial loan
portfolio are risk rated at origination based on the grading system set forth below. All loan authority is based on the
aggregate credit to a borrower and its related entities.

The Company’s consumer loan portfolio is primarily comprised of both secured and unsecured loans that are
relatively small and are evaluated at origination on a centralized basis against standardized underwriting criteria. The
ongoing measurement of credit quality of the consumer loan portfolio is largely done on an exception basis. If payments are
made on schedule, as agreed, then no further monitoring is performed. However, if delinquency occurs, the delinquent loans
are turned over to the Company’s Consumer Collections Group for resolution. Credit quality for the entire consumer loan
portfolio is measured by the periodic delinquency rate, nonaccrual amounts and actual losses incurred.

Loans in the commercial loan portfolio tend to be larger and more complex than those in the other loan portfolio,
and therefore, are subject to more intensive monitoring. All loans in the commercial loan portfolio have an assigned
relationship manager, and most borrowers provide periodic financial and operating information that allows the relationship
managers to stay abreast of credit quality during the life of the loans. The risk ratings of loans in the commercial loan
portfolio are reassessed at least annually, with loans below an acceptable risk rating reassessed more frequently and reviewed
by various individuals within the Company at least quarterly.

The Company maintains a centralized independent loan review function that monitors the approval process and
ongoing asset quality of the loan portfolio, including the accuracy of loan grades. The Company also maintains an
independent appraisal review function that participates in the review of all appraisals obtained by the Company.

Credit Quality Indicators

The Company uses a ten grade risk rating system to monitor the ongoing credit quality of its commercial loan
portfolio. These loan grades rank the credit quality of a borrower by measuring liquidity, debt capacity, and coverage and
payment behavior as shown in the borrower’s financial statements. The risk grades also measure the quality of the borrower’s
management and the repayment support offered by any guarantors.

The Company considers all loans with Risk Grades of 1 — 6 as acceptable credit risks and structures and manages
such relationships accordingly. Periodic financial and operating data combined with regular loan officer interactions are
deemed adequate to monitor borrower performance. Loans with Risk Grades of 7 are considered “watch credits” and the
frequency of loan officer contact and receipt of financial data is increased to stay abreast of borrower performance. Loans
with Risk Grades of 8 — 10 are considered problematic and require special care. Further, loans with
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Risk Grades of 7 — 10 are managed and monitored regularly through a number of processes, procedures and committees,
including oversight by a loan administration committee comprised of executive and senior management of the Company,
which includes highly structured reporting of financial and operating data, intensive loan officer intervention and strategies
to exit, as well as potential management by the Company’s Special Assets Group. Loans not graded in the commercial loan
portfolio are small loans that are monitored by aging status and payment activity.

The following table presents the recorded investment of the commercial loan portfolio (excluding PCI loans) by risk
category as of March 31,2018 and December 31,2017:

March 31,2018 December 31,2017
Commercial  Construction Commercial  Construction
Real and Land Real and Land
(dollars in thousands) Commercial Estate Development Total Commercial Estate Development Total
Acceptable credit quality $ 741,523  $1,707,011 $ 217,907 $2,666,441 $510,928 $1,384,630 $ 191,872 $2,087,430
Special mention 23,516 18,589 — 42,105 12,290 11,497 — 23,787
Substandard 26,896 11,270 — 38,166 27,718 14,695 — 42,413
Substandard — nonaccrual 2,167 13,945 765 16,877 1,266 12,482 785 14,533
Doubtful — — — — — — — —
Not graded 1,329 4,012 7,363 12,704 1,055 3,772 7,196 12,023

Total (excluding PCI) $ 795,431 §$1,754,827 $ 226,035 $2,776,293 $553,257 $1,427,076 $ 199,853 $2,180,186

The Company evaluates the credit quality of its other loan portfolio based primarily on the aging status of the loan
and payment activity. Accordingly, loans on nonaccrual status, any loan past due 90 days or more and still accruing interest,
and loans modified under troubled debt restructurings are considered to be impaired for purposes of credit quality evaluation.
The following table presents the recorded investment of our other loan portfolio (excluding PCI loans) based on the credit
risk profile of loans that are performing and loans that are impaired as of March 31,2018 and December 31,2017:

March 31,2018 December 31,2017
Residential Lease Residential Lease
(dollars in thousands) Real Estate Consumer Financing Total Real Estate Consumer Financing Total
Performing $ 547,961 § 422,026 §$ 222,240 $1,192,227 $ 441,418 $ 370,999 $ 203,797 $ 1,016,214
Impaired 5,986 240 1,261 7,487 6,184 287 1,346 7,817

Total (excluding PCI) $ 553,947 § 422,266 $ 223,501 $1,199,714 $ 447,602 $ 371,286 $ 205,143 $ 1,024,031

Impaired Loans

Impaired loans include loans on nonaccrual status, any loan past due 90 days or more and still accruing interest and
loans modified under troubled debt restructurings. Impaired loans at March 31,2018 and December 31,2017 do not include
$53.1 million and $22.5 million, respectively, of PCI loans. The risk of credit loss on acquired loans was recognized as part
ofthe fair value adjustment at the acquisition date.
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A summary of impaired loans (excluding PCI loans) as of March 31, 2018 and December 31,2017 is as follows:

March 31, December 31,
(dollars in thousands) 2018 2017
Nonaccrual loans:
Commercial $ 2,167 $ 1,266
Commercial real estate 13,945 12,482
Construction and land development 765 785
Residential real estate 5,142 5,204
Consumer 210 234
Lease financing 1,261 1,346
Total nonaccrual loans 23,490 21,317
Accruing loans contractually past due 90 days or more as to interest or principal payments:
Commercial 26 2,538
Commercial real estate — —
Construction and land development — —
Residential real estate 929 51
Consumer 30 53
Lease financing — —
Total accruing loans contractually past due 90 days or more as to interest or principal payments 155 2,642
Loans modified under troubled debt restructurings:
Commercial 557 299
Commercial real estate 1,496 1,515
Construction and land development 56 58
Residential real estate 745 929
Consumer — —
Lease financing = =
Total loans modified under troubled debt restructurings 2,854 2,801
Total impaired loans (excluding PCI) $ 26,499 $ 26,760

There was no interest income recognized on nonaccrual loans during the three months ended March 31,2018 and
2017 while the loans were in nonaccrual status. Additional interest income that would have been recorded on nonaccrual
loans had they been current in accordance with their original terms was $500,000 and $148,000 the three months ended
March 31,2018 and 2017, respectively. The Company recognized interest income on commercial and commercial real estate
loans modified under troubled debt restructurings of $30,000 and $18,000 for the three months ended March 31,2018 and
2017, respectively.
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The following table presents impaired loans (excluding PCI loans) by portfolio and related valuation allowance as
of March 31,2018 and December 31,2017:

March 31, 2018 December 31, 2017
Unpaid Related Unpaid Related
Recorded  Principal Valuation  Recorded Principal Valuation
(dollars in thousands) Investment Balance  Allowance Investment Balance Allowance
Impaired loans with a valuation allowance:
Commercial § 2257 $§ 2323 § 1458 $ 3237 $ 3297 § 526
Commercial real estate 2,049 2,317 180 2,297 3,508 329
Construction and land development 101 101 10 103 102 10
Residential real estate 3,636 4212 546 4,028 4,705 566
Consumer 198 213 21 266 279 29
Lease financing 1,014 1,014 579 1,064 1,064 345
Total impaired loans with a valuation allowance 9,255 10,180 2,794 10,995 12,955 1,805
Impaired loans with no related valuation allowance:
Commercial 493 3,807 — 866 5,782 —
Commercial real estate 13,392 19,721 — 11,700 17,359 —
Construction and land development 720 760 — 740 780 —
Residential real estate 2,350 2,649 — 2,156 2,380 —
Consumer 42 42 — 21 21 —
Lease financing 247 247 — 282 282 —
Total impaired loans with no related valuation allowance 17,244 27,226 — 15,765 26,604 —
Total impaired loans:
Commercial 2,750 6,130 1,458 4,103 9,079 526
Commercial real estate 15,441 22,038 180 13,997 20,867 329
Construction and land development 821 861 10 843 882 10
Residential real estate 5,986 6,861 546 6,184 7,085 566
Consumer 240 255 21 287 300 29
Lease financing 1,261 1,261 579 1,346 1,346 345
Total impaired loans (excluding PCT) $ 26,499 $ 37406 $ 2,794 $ 26,760 $ 39,559 $ 1,805

The difference between a loan’s recorded investment and the unpaid principal balance represents: (1) a partial
charge-off resulting from a confirmed loss due to the value of the collateral securing the loan being below the loan’s
principal balance and management’s assessment that the full collection of the loan balance is not likely and/or (2) payments
received on nonaccrual loans that are fully applied to principal on the loan’s recorded investment as compared to being
applied to principal and interest on the unpaid customer principal and interest balance. The difference between the recorded
investment and the unpaid principal balance on loans was $10.9 million and $12.8 million at March 31,2018 and December
31,2017, respectively.
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The average balance of impaired loans (excluding PCI loans) and interest income recognized on impaired loans
during the three months ended March 31,2018 and 2017 are included in the table below:

(dollars in thousands)
Impaired loans with a valuation allowance:
Commercial
Commercial real estate
Construction and land development
Residential real estate
Consumer
Lease financing
Total impaired loans with a valuation allowance
Impaired loans with no related valuation allowance:
Commercial
Commercial real estate
Construction and land development
Residential real estate
Consumer
Lease financing
Total impaired loans with no related valuation allowance
Total impaired loans:
Commercial
Commercial real estate
Construction and land development
Residential real estate
Consumer
Lease financing
Total impaired loans (excluding PCT)

Three Months Ended March 31,

2018 2017
Interest Income Interest Income
Average Recognized Average Recognized
Recorded While on Recorded While on

Investment Impaired Status Investment Impaired Status
$ 2291 § 10 $ 3532 § 1
2,104 20 2,845 17
101 1 82 1

3,579 10 3,494
208 — 278 —
1,014 — 197 _
9,297 41 10,428 23
518 — 828 —
13,731 — 16,085 —
739 — 394 —
2,370 1,271 —
42 — 25 —
247 = 485 =
17,647 1 19,088 —
2,809 10 4,360 1
15,835 20 18,930 17
840 1 476 1

5,949 11 4,765
250 — 303 —
1,261 = 682 o
$ 26944 § 42§ 29,516 $ 23

The following table presents the aging status of the recorded investment in loans by portfolio (excluding PCI loans)

as of March 31,2018:

Accruing Loans

60-89 Past Due
Days 90 Days
Past

Due or More

$199 § 26
325 —

341 99
1,389 30
15 —

Nonaccrual Total Total
Loans Past Due Current Loans
2,167 $ 7,075 $ 788356 § 795,431
13,945 22,197 1,732,630 1,754,827
765 1,268 224,767 226,035
5,142 7,004 546,943 553,947
210 3,718 418,548 422,266
1,261 2,521 220,980 223,501

30-59

Days
(dollars in thousands) Past Due
Commercial $ 2,883
Commercial real estate 7,927
Construction and land development 503
Residential real estate 1,422
Consumer 2,089
Lease financing 1,245
Total (excluding PCI) $ 16,069

$ 4,069 § 155

$ 23490 $43783 § 3,932,224 § 3,976,007
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The following table presents the aging status of the recorded investment in loans by portfolio (excluding PCI loans)
as of December 31,2017:

Accruing Loans

30-59 60-89 Past Due
Days Days 90 Days Nonaccrual Total Total
(dollars in thousands) Past Due Past Due or More Loans Past Due Current Loans
Commercial $ 3282 § 177 $ 2538 § 1,266 $ 7,263 $§ 545994 $ 553,257
Commercial real estate 3,116 630 — 12,482 16,228 1,410,848 1,427,076
Construction and land development 1,953 — — 785 2,738 197,115 199,853
Residential real estate 897 632 51 5,204 6,784 440,818 447,602
Consumer 2,824 1,502 53 234 4,613 366,673 371,286
Lease financing 392 — — 1,346 1,738 203,405 205,143
Total (excluding PCI) $ 12,464 $ 2941 $ 2642 § 21317 $ 39364 $ 3,164,853 $ 3,204,217

Troubled Debt Restructurings

A loan is categorized as a troubled debt restructuring (“TDR”) if a concession is granted to provide for a reduction of
either interest or principal due to deterioration in the financial condition of the borrower. TDRs can take the form ofa
reduction of the stated interest rate, splitting a loan into separate loans with market terms on one loan and concessionary
terms on the other loans, receipts of assets from a debtor in partial or full satisfaction of a loan, the extension of the maturity
date or dates at a stated interest rate lower than the current market rate for new debt with similar risk, the reduction of the face
amount or maturity of the debt as stated in the instrument or other agreement, the reduction of accrued interest, the release of
a personal guarantee in a bankruptcy situation or any other concessionary type of renegotiated debt. Loans are not classified
as TDRs when the modification is short-term or results in only an insignificant delay or shortfall in the payments to be
received.

Loans modified as TDRs for commercial and commercial real estate loans generally consist of allowing commercial
borrowers to defer scheduled principal payments and make interest only payments for a specified period of time at the stated
interest rate of the original loan agreement or lower payments due to a modification of the loans’ contractual terms. TDRs
that continue to accrue interest and are greater than $50,000 are individually evaluated for impairment, on a quarterly basis,
and transferred to nonaccrual status when it is probable that any remaining principal and interest payments due on the loan
will not be collected in accordance with the contractual terms of the loan. TDRs that subsequently default are individually
evaluated for impairment at the time of default. The allowance for loan losses on TDRs totaled $207,000 and $240,000 as of
March 31,2018 and December 31,2017, respectively. The Company had no unfunded commitments in connection with
TDRs at March 31,2018 and December 31,2017.

The Company’s TDRs are identified on a case-by-case basis in connection with the ongoing loan collection
processes. The following table presents TDRs by loan portfolio (excluding PCI loans) as of March 31,2018 and December
31,2017:

March 31, 2018 December 31, 2017
Non- Non-accrual

(dollars in thousands) Accruing accrual @ Total Accruing @ Total
Commercial $ 557 § — 3 557 § 299 § — 3 299
Commercial real estate 1,496 9,817 11,313 1,515 9,915 11,430
Construction and land development 56 — 56 58 — 58
Residential real estate 745 248 993 929 282 1,211
Consumer — — — — — —
Lease financing — — — — — —

Total loans (excluding PCI) $ 2854 $ 10,065 $ 12919 § 2,801 $ 10,197 $ 12,998

(1) These loans are still accruing interest.
(2) These loans are included in non-accrual loans in the preceding tables.

During the three months ended March 31,2018, there were no loans restructured. There were also no loans modified
as TDRs within the previous twelve months that subsequently defaulted during the three months ended March 31,2018.
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The following table presents a summary of loans by portfolio that were restructured during the three months ended
March 31,2017 and the loans by portfolio that were modified as TDRs within the previous twelve months that subsequently
defaulted during the three months ended March 31,2017:

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease

(dollars in thousands) Commercial Estate Development Estate Consumer Financing Total
For the three months ended March 31,
2017:
Troubled debt restructurings:

Number of loans 1 — — — — 1

Pre-modification outstanding balance $ 362 $ — 3 — 3 — 3 — 3 $ 362

Post-modification outstanding balance 353 — — — — 353
Troubled debt restructurings that subsequently defaulted

Number of loans — — — — — —

Recorded balance $ — 3 — 3 — 3 — 3 — 3 $  —

Purchased Credit Impaired Loans

Purchased loans acquired in a business combination are recorded at estimated fair value on their purchase date
without a carryover of the related allowance for loan losses. PCI loans are purchased loans that have evidence of credit
deterioration since origination, and it is probable at the date of acquisition that the Company will not collect all
contractually required principal and interest payments. Evidence of credit quality deterioration as of the purchase date may
include factors such as past due and nonaccrual status. The difference between contractually required principal and interest at
acquisition and the cash flows expected to be collected at acquisition is referred to as the non-accretable difference.
Subsequent decreases to the expected cash flows will generally result in impairment, which is recorded as provision for loan
losses in the consolidated statements of income. Subsequent increases in cash flows result in a reversal of the provision for
loan losses to the extent of prior charges or a reclassification of the difference from non-accretable to accretable with a
positive impact on interest income. Further, any excess cash flows expected at acquisition over the estimated fair value is
referred to as the accretable yield and is recognized into interest income over the remaining life of the loan when there is a
reasonable expectation about the amount and timing of such cash flows. Accretion recorded as loan interest income totaled
$1.2 million and $2.2 million during the three months ended March 31,2018 and 2017, respectively.

Accretable yield of PCI loans, or income expected to be collected, is as follows:

Three Months Ended

March 31,

(dollars in thousands) 2018 2017
Balance, at beginning of period $ 5732 $ 9,035
New loans purchased — Alpine acquisition 842 —
Accretion (1,161) (2,243)
Other adjustments (including maturities, charge-offs and impact of changes in timing of expected cash

flows) 660 9
Reclassification from non-accretable 1,154 2,032
Balance, at end of period $ 7227 $ 8,833

Allowance for Loan Losses

The Company’s loan portfolio is principally comprised of commercial, commercial real estate, construction and land
development, residential real estate and consumer loans and lease financing receivables. The principal risks to each category
ofloans are as follows:

Commercial — The principal risk of commercial loans is that these loans are primarily made based on the identified
cash flow of the borrower and secondarily on the collateral underlying the loans. Most often, this collateral consists of
accounts receivable, inventory and equipment. Inventory and equipment may depreciate over time, may be difficult to
appraise and may fluctuate in value based on the success of the business. If the cash flow from business operations is reduced,
the borrower’s ability to repay the loan may be impaired. As such, repayment of such loans is often more sensitive than other
types of loans to adverse conditions in the general economy.
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Commercial real estate — As with commercial loans, repayment of commercial real estate loans is often dependent
on the borrower’s ability to make repayment from the cash flow of the commercial venture. While commercial real estate
loans are collateralized by the borrower’s underlying real estate, foreclosure on such assets may be more difficult than with
other types of collateralized loans because of the possible effect the foreclosure would have on the borrower’s business, and
property values may tend to be partially based upon the value of the business situated on the property.

Construction and land development — Construction and land development lending involves additional risks not
generally present in other types of lending because funds are advanced upon the estimated future value of the project, which
is uncertain prior to its completion and at the time the loan is made, and costs may exceed realizable values in declining real
estate markets. Moreover, if the estimate of the value of the completed project proves to be overstated or market values or
rental rates decline, the collateral may prove to be inadequate security for the repayment of the loan. Additional funds may
also be required to complete the project, and the project may have to be held for an unspecified period of time before a
disposition can occur.

Residential real estate — The principal risk to residential real estate lending is associated with residential loans not
sold into the secondary market. In such cases, the value of the underlying property may have deteriorated as a result of a
change in the residential real estate market, and the borrower may have little incentive to repay the loan or continue living in
the property. Additionally, in areas with high vacancy rates, reselling the property without substantial loss may be difficult.

Consumer — The repayment of consumer loans is typically dependent on the borrower remaining employed through
the life of the loan, as well as the possibility that the collateral underlying the loan may not be adequately maintained by the
borrower.

Lease financing — Our indirect financing leases are primarily for business equipment leased to varying types of

small businesses. Ifthe cash flow from business operations is reduced, the business’s ability to repay may become impaired.
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Changes in the allowance for loan losses for the three months ended March 31,2018 and 2017 were as follows:

Three Months Ended March 31,

2018 2017

Non-PCI PCI Non-PCI PCI
(dollars in thousands) Loans Loans Total Loans Loans Total
Balance, beginning of period $ 14902 $ 1,529 $ 16,431 $ 13,744 $ 1,118 $ 14,862
Provision for loan losses 1,871 135 2,006 1,405 128 1,533
Charge-offs (1,130) 11 (1,141) (1,167) — (1,167)
Recoveries 408 — 408 519 58 577
Net loan (charge-offs) recoveries (722) (11) (733) (648) 58 (590)
Balance, end of period $ 16,051 $ 1,653 $ 17,704 $ 14,501 $ 1,304 $ 15,805

The following table represents, by loan portfolio, a summary of changes in the allowance for loan losses for the three
months ended March 31,2018 and 2017:

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease
(dollars in thousands) Commercial Estate Development Estate Co Financing  Total
Changes in allowance for loan losses for the three months ended March 31, 2018:
Balance, beginning of period $ 5256 $ 5044 § 518 § 2,750 $ 1,344 $§ 1,519 $ 16,431
Provision for loan losses 567 507 (215) (261) 304 1,104 2,006
Charge-offs (25) (160) — (36) (434) (486)  (1,141)
Recoveries 104 94 25 51 95 39 408
Balance, end of period $ 5902 § 5485 § 328 $§ 2,504 § 1,309 $§ 2,176 $ 17,704
Changes in allowance for loan losses for the three months ended March 31, 2017:
Balance, beginning of period $ 5920 $ 3225 § 345 § 2929 $§ 930 $ 1,513 $ 14,862
Provision for loan losses 70 821 92 30 482 38 1,533
Charge-offs ©) (296) — (172) (176) (514)  (1,167)
Recoveries 53 180 23 55 48 218 577
Balance, end of period $ 6,034 § 3930 § 460 $ 2842 $§ 1284 § 1,255 $ 15,805
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The following table represents, by loan portfolio, details regarding the balance in the allowance for loan losses and

the recorded investment in loans as of March 31,2018 and December 31,2017 by impairment evaluation method:

(dollars in thousands)
March 31, 2018:

Allowance for loan losses:

Loans individually evaluated for impairment

Loans collectively evaluated for impairment

Non-impaired loans collectively evaluated for
impairment

loans acquired with deteriorated credit quality

Total allowance for loan losses

Recorded investment (loan balance):

Impaired loans individually evaluated for
impairment

Impaired loans collectively evaluated for
impairment

Non-impaired loans collectively evaluated for
impairment

l,0ans acquired with deteriorated credit quality

Total recorded investment (loan balance)
December 31, 2017:

Allowance for loan losses:

Loans individually evaluated for impairment

Loans collectively evaluated for impairment

Non-impaired loans collectively evaluated for
impairment

L,oans acquired with deteriorated credit quality

Total allowance for loan losses

Recorded investment (loan balance):

Impaired loans individually evaluated for
impairment

Impaired loans collectively evaluated for
impairment

Non-impaired loans collectively evaluated for
impairment

l,oans acquired with deteriorated credit quality

Total recorded investment (loan balance)

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction  Residential
Real and Land Real Lease

Commercial Estate Development Estate Consumer Financing Total
$ 1,426 8§ 101 $ 5 % 289 $ — 3 532§ 2,353
32 79 5 257 21 47 441
3,892 4,913 308 1,408 1,139 1,597 13,257
552 392 10 550 149 = 1,653
$ 5902 § 5,485 $ 328 $ 2,504 $ 1,309 $ 2,176 $ 17,704
$ 2455 $ 14717 $ 776§ 3,446 § — S 825 § 22,219
295 724 45 2,540 240 436 4,280
792,681 1,739,386 225,214 547,961 422,026 222,240 3,949,508
7,321 18,683 3,802 16,374 1,963 — 53,143
$ 802,752 $1,773,510 § 234,837 $570,321 $424,229 $223,501 $4,029,150
$ 221§ 281 $ 5 % 302§ — 8 261§ 1,070
305 48 5 264 29 84 735
4,230 4,379 504 1,644 1,166 1,174 13,097
500 336 4 540 149 — 1,529
$ 5256 5,044 $ 518 § 2,750 § 1,344 § 1,519 $§ 16,431
$ 1285 $ 13,554 § 797 $ 3,700 $ 4 3 568 § 19,908
2,818 443 46 2,484 283 778 6,852
549,154 1,413,079 199,010 441,418 370,999 203,797 3,177,457
2,673 12,935 734 5,950 169 — 22,461
$ 555,930 $1,440,011 $ 200,587 $453,552 $371,455 $205,143 $3,226,678

(1) Loans acquired with deteriorated credit quality were originally recorded at fair value at the acquisition date and the risk of credit loss was
recognized at that date based on estimates of expected cash flows.

Note 6 — Premises and Equipment, Net

A summary of premises and equipment as of March 31,2018 and December 31,2017 is as follows:

(dollars in thousands)
Land
Buildings and improvements
Furniture and equipment
Total
Accumulated depreciation
Premises and equipment, net

March 31, December 31,
2018 2017

19,613 $ 16,109

79,227 63,837

27,319 25,843

126,159 105,789
(30,827) (29,627)

$ 95,332 $ 76,162

Depreciation expense was recorded at $1.5 million and $1.1 million for the three months ended March 31,2018 and

2017, respectively.
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Note 7 — Mortgage Servicing Rights

At March 31,2018 and December 31,2017, the Company serviced mortgage loans for others with unpaid principal
balances of approximately $5.44 billion and $5.97 billion, respectively. A summary of mortgage loans serviced for others as
of March 31,2018 and December 31,2017 is as follows:

March 31, December 31,
(dollars in thousands) 2018 2017
Commercial FHA mortgage loans $ 4,002,907 $ 3,976,795
Residential mortgage loans 1,437,854 1,989,785
Total loans serviced for others $ 5,440,761 $ 5,966,580

Changes in our mortgage servicing rights were as follows for the three months ended March 31,2018 and 2017:
Three Months Ended

March 31,
(dollars in thousands) 2018 2017
Mortgage servicing rights:
Balance, beginning of period $ 60,383 $ 71,710
Servicing rights capitalized — commercial FHA mortgage loans 1,001 1,481
Servicing rights capitalized — residential mortgage loans 70 518
Amortization — commercial FHA mortgage loans (676) (639)
Amortization — residential mortgage loans (187) (735)
Other-than-temporary impairment - residential mortgage loans (777) —
Balance, end of period 59,814 72,335
Valuation allowances:
Balance, beginning of period 4,031 3,702
Additions 133 188
Reductions — (112)
Other-than-temporary impairment - residential mortgage loans (777) —
Balance, end of period 3,387 3,778
Mortgage servicing rights, net $ 56,427 $ 68,557
Fair value:
At beginning of period $ 56,352 $ 68,008
At end of period $ 57,051 $ 68,557

During 2017, the Company transferred $14.2 million of residential mortgage servicing rights, net of valuation
allowance, to mortgage servicing rights held for sale. The sale was completed on January 2,2018.

The following table is a summary of key assumptions, representing both general economic and other published
information and the weighted average characteristics of the commercial and residential portfolios, used in the valuation of
servicing rights at March 31,2018 and December 31, 2017. Assumptions used in the prepayment rate consider many factors
as appropriate, including lockouts, balloons, prepayment penalties, interest rate ranges, delinquencies and geographic
location. The discount rate is based on an average pre-tax internal rate of return utilized by market participants in pricing the
servicing portfolios. Significant increases or decreases in any one of these assumptions would result in a significantly lower
or higher fair value measurement.

Remaining

Servicing Interest Years to Prepayment Servicing Discount
(dollars in thousands) Fee Rate Maturity Rate Cost Rate
March 31, 2018:
Commercial FHA mortgage loans 0.13 % 3.66 % 30.3 8.26 % $ 1,000 11.02 %
Residential mortgage loans 0.27 % 3.93 % 22.1 8.66 % $ 76 11.03 %
December 31, 2017:
Commercial FHA mortgage loans 0.12 % 3.67 % 30.3 8.27 % $ 1,000 11.02 %
Residential mortgage loans 0.26 % 393 % 232 11.52 % $ 71 10.09 %

We recognize revenue from servicing commercial FHA and residential mortgages as earned based on the specific
contractual terms. This revenue, along with amortization of and changes in impairment on servicing rights, is reported in
commercial FHA revenue and residential mortgage banking revenue in the consolidated statements of income. Mortgage
servicing rights do not trade in an active market with readily observable prices. The fair value of
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mortgage servicing rights and their sensitivity to changes in interest rates is influenced by the mix of the servicing portfolio
and characteristics of each segment of the portfolio. The Company’s servicing portfolio consists of the distinct portfolios of
government-insured residential and commercial mortgages and conventional residential mortgages. The fair value of our
servicing rights is estimated by using a cash flow valuation model which calculates the present value of estimated future net
servicing cash flows, taking into consideration expected mortgage loan prepayment rates, discount rates, cost to service,
contractual servicing fee income, ancillary income, late fees, replacement reserves and other economic factors that are
determined based on current market conditions.

Note 8 — Goodwill and Intangible Assets

At March 31,2018 and December 31,2017, goodwill totaled $155.7 million and $98.6 million, respectively,
reflecting an increase of approximately $57.0 million as a result of the acquisition of Alpine on February 28,2018, as further
discussed in Note 3 to the consolidated financial statements.

The Company’s intangible assets, consisting of core deposit and customer relationship intangibles, as of March 31,
2018 and December 31,2017 are summarized as follows:

March 31, 2018 December 31, 2017
Gross Gross
Carrying Accumulated Carrying Accumulated
(dollars in thousands) Amount Amortization Total Amount Amortization Total
Core deposit intangibles $ 55,728 $ (20445) $ 35283 $ 31,612 $ (18,943) $ 12,669
Customer relationship intangibles 14,571 (3,381) 11,190 7,471 (3,208) 4,263
Total intangible assets $ 70,299 $ (23,826) $ 46,473 $ 39,083 $ (22,151) $ 16,932

In conjunction with the acquisition of Alpine on February 28,2018, we recorded $24.1 million of core deposit
intangibles and $7.1 million of customer relationship intangibles, which are being amortized on an accelerated basis over an
estimated useful life of six years and 13 years, respectively, as further discussed in Note 3 to the consolidated financial
statements.

Amortization of intangible assets was $1.7 million and $525,000 for the three months ended March 31,2018 and
2017, respectively.

Note 9 — Derivative Instruments

As part of the Company’s overall management of interest rate sensitivity, the Company utilizes derivative
instruments to minimize significant, unanticipated earnings fluctuations caused by interest rate volatility, including interest
rate lock commitments and forward commitments to sell mortgage-backed securities.

Interest Rate Lock Commitments / Forward Commitments to Sell Mortgage-Backed Securities

Derivative instruments issued by the Company consist of interest rate lock commitments to originate fixed-rate
loans to be sold. Commitments to originate fixed-rate loans consist of commercial and residential real estate loans. The
interest rate lock commitments and loans held for sale are hedged with forward contracts to sell mortgage-backed securities.
The fair value of the interest rate lock commitments and forward contracts to sell mortgage-backed securities are included in
other assets or other liabilities in the consolidated balance sheets. Changes in the fair value of derivative
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financial instruments are recognized in commercial FHA revenue and residential mortgage banking revenue in the
consolidated statements of income.

The following table summarizes the interest rate lock commitments and forward commitments to sell mortgage-
backed securities held by the Company, their notional amount, estimated fair values and the location in which the derivative
instrume