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Part I — Financial Information

Item 1 — Financial Statements

Midland States Bancorp, Inc.
Consolidated Balance Sheets

(dollars expressed in thousands, except for per share data)

Assets
Cash and due from banks
Federal funds sold
Cash and cash equivalents
Investment securities available for sale, at fair value ($72,093 and $75,979 covered by a FDIC loss-share agreement
at September 30, 2016 and December 31, 2015, respectively)
Investment securities held to maturity, at amortized cost (fair value of $88,590 and $92,816 at September 30, 2016
and December 31, 2015, respectively)
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
Mortgage servicing rights, at lower of cost or market
Intangible assets
Goodwill
Cash surrender value of life insurance policies
Accrued income taxes receivable
Deferred tax assets, net
Other assets
Total assets
Liabilities and Shareholders’ Equity
Liabilities:
Deposits:
Noninterest-bearing
Interest-bearing
Total deposits
Short-term borrowings
FHLB advances and other borrowings
Subordinated debt
Trust preferred debentures
Accrued interest payable
Deferred tax liabilities, net
Other liabilities
Total liabilities

Shareholders’ Equity:
Common stock, $0.01 par value; 40,000,000 shares authorized; 15,404,423 and 11,797,404 shares issued and
outstanding at September 30, 2016 and December 31, 2015, respectively
Capital surplus
Retained earnings
Accumulated other comprehensive income
Total Midland States Bancorp, Inc. shareholders’ equity
Noncontrolling interest in subsidiaries
Total shareholders’ equity
Total liabilities and shareholders’ equity

See accompanying notes to consolidated financial statements

September 30, December 31,
2016 2015
(unaudited)

$ 227,496  $ 211,976
534 499

228,030 212,475
252,212 236,627
82,941 87,521
2,312,778 1,995,589
(15,559) (15,988)
2,297,219 1,979,601
61,363 54,413

70,727 73,133

4,828 5,472

18,810 15,472

8,811 7,697

64,689 66,651

5,391 7,004

46,519 46,519

74,276 52,729

1,450 8,754

— 1,496

30,461 29,260

$ 3,247,727  $ 2,884,824
$ 629,113 $ 543,401
1,790,919 1,824,247
2,420,032 2,367,648
138,289 107,538
237,543 40,178
54,484 61,859

37,316 37,057

1,875 979

3,216 —

33,182 36,509
2,925,937 2,651,768

154 118

208,452 135,822
103,813 90,911

9,330 6,029

321,749 232,880

41 176

321,790 233,056

$ 3,247,727 $ 2,884,824
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Midland States Bancorp, Inc.

Consolidated Statements of Income (Unaudited)

(dollars expressed in thousands, except for per share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2016 2015 2016 2015
Interest income:
Loans:
Taxable $ 26,905 $ 24,807 $ 78,142 $ 74,821
Tax exempt 254 309 899 852
Investment securities:
Taxable 2,940 2,784 8,726 8,589
Tax exempt 892 967 2,739 2,972
Federal funds sold and cash investments 195 82 762 262
Total interest income 31,186 28,949 91,268 87,496
Interest expense:
Deposits 2,189 1,921 6,701 5,320
Short-term borrowings 81 56 217 176
FHLB advances and other borrowings 306 111 698 634
Subordinated debt 873 1,054 2,985 1,671
Trust preferred debentures 472 370 1,373 1,240
Total interest expense 3,921 3,512 11,974 9,041
Net interest income 27,265 25,437 79,294 78,455
Provision for loan losses 1,392 6,699 3,146 10,075
Net interest income after provision for loan losses 25,873 18,738 76,148 68,380
Noninterest income:
Commercial FHA revenue 3,260 5,914 18,360 17,130
Residential mortgage banking revenue 4,990 3,490 7,148 14,305
Wealth management revenue 1,941 1,808 5,596 5,461
Merchant services revenue 427 419 1,287 1,097
Service charges on deposit accounts 1,044 1,022 2,916 2,990
Interchange revenue 920 895 2,829 2,703
FDIC loss-sharing expense — (57) (1,661) (354)
Gain on sales of investment securities, net 39 1 315 160
Other-than-temporary impairment on investment securities — (299) (824) (461)
Gain on sales of other real estate owned 33 92 112 417
Other income 2,283 1,179 5,494 3,235
Total noninterest income 14,937 14,464 41,572 46,683
Noninterest expense:
Salaries and employee benefits 16,568 14,932 48,967 49,588
Occupancy and equipment 3,271 3,114 9,815 9,727
Data processing 2,586 2,541 7,830 7,651
FDIC insurance 388 371 1,350 1,514
Professional 1,877 2,075 5,151 6,608
Marketing 717 855 2,009 2,247
Communications 546 506 1,609 1,791
Loan expense 314 789 1,351 2,349
Other real estate owned 179 203 748 660
Amortization of intangible assets 514 597 1,613 1,863
Other 1,703 1,840 6,762 6,073
Total noninterest expense 28,663 27,823 87,205 90,071
Income before income taxes 12,147 5,379 30,515 24,992
Income taxes 4,102 1,928 10,562 8,281
Net income 8,045 3,451 19,953 16,711
Less: net (loss) income attributable to noncontrolling interest in subsidiaries (6) 6 (6) 82
Net income attributable to Midland States Bancorp, Inc. $ 8,051 $ 3445 § 19959 $ 16,629
Per common share data:
Basic earnings per common share $ 051 $ 029 $ 146 $ 1.39
Diluted earnings per common share $ 051 $ 028 $ 143 $ 1.36
Weighted average common shares outstanding 15,578,703 11,911,414 13,637,997 11,895,337
Weighted average diluted common shares outstanding 15,858,273 12,130,529 13,902,664 12,111,695

See accompanying notes to consolidated financial statements
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Midland States Bancorp, Inc.
Consolidated Statements of Comprehensive Income (Unaudited)

(dollars expressed in thousands)

Three Months Ended Nine Months Ended
September 30, September 30,
2016 2015 2016 2015
Net income $ 8045 $ 3451 $ 19,953 $ 16,711
Other comprehensive (loss) income:
Investment securities available for sale:
Unrealized (losses) gains that occurred during the period (233) 2,136 5,789 222
Reclassification adjustment for realized net gains on sales of investment securities
included in net income (39) 1) (315) (160)
Income tax effect 110 (859) (2,203) (25)
Change in investment securities available for sale, net of tax (162) 1,276 3,271 37
Investment securities held to maturity:
Amortization of unrealized gain on investment securities transferred from available-for-
sale 3) (49) (42) (187)
Income tax effect 1 20 17 103
Change in investment securities held to maturity, net of tax 2 (29) (25) (84)
Cash flow hedges:
Change in fair value of interest rate swap 32 21 93 56
Income tax effect (13) (13) (38) (25)
Change in cash flow hedges, net of tax 19 8 55 31
Other comprehensive (loss) income, net of tax (145) 1,255 3,301 (16)
Total comprehensive income 7,900 4,706 23,254 16,695
Less: net (loss) income attributable to noncontrolling interest in subsidiaries (6) 6 (6) 82
Total comprehensive income attributable to Midland States Bancorp, Inc. $ 7906 $ 4700 $ 23260 $ 16,613

See accompanying notes to consolidated financial statements
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Midland States Bancorp, Inc.

Consolidated Statements of Shareholders’ Equity (Unaudited)
Nine Months Ended September 30, 2016 and 2015

(dollars expressed in thousands, except for per share data)

Accumulated Midland States

other Bancorp, Inc.’s Noncontrolling
Common Capital Retained comprehensive Shareholders’ interests in
stock surplus earnings income Equity subsidiaries Total

Balances, December 31, 2015 $ 118 $ 135,822 $ 90,911 $ 6,029 $ 232,880 $ 176  $ 233,056

Net income — — 19,959 — 19,959 (6) 19,953

Cash distributions to noncontrolling

interests — — — — — (129) (129)

Compensation expense for stock option

grants — 315 — — 315 — 315

Amortization of restricted stock awards — 387 — — 387 — 387

Common dividends declared ($0.54 per

share) — — (7,057) — (7,057) — (7,057)

Initial public offering of 3,590,065

shares of common stock, net of

issuance costs 36 71,439 — — 71,475 — 71,475

Issuance of common stock under

employee benefit plans — 489 — — 489 — 489

Other comprehensive income — — — 3,301 3,301 — 3,301
Balances, September 30, 2016 $ 154 $ 208,452 $ 103,813 $ 9,330 $ 321,749 $ 41 $ 321,790
Balances, December 31, 2014 $ 117  $ 134,423 $ 74279 $ 10,637 $ 219,456 $ 473 $ 219,929

Net income — — 16,629 — 16,629 82 16,711

Cash distributions to noncontrolling

interests — — — — — (345) (345)

Compensation expense for stock option

grants — 287 — — 287 — 287

Amortization of restricted stock awards — 389 — — 389 — 389

Common dividends declared ($0.48 per

share) — — (5,680) — (5,680) — (5,680)

Issuance of common stock under

employee benefit plans 1 349 — — 350 — 350

Other comprehensive loss — — — (16) (16) — (16)
Balances, September 30, 2015 $ 118 $ 135448 $ 85228 $ 10,621 $ 231,415 $ 210 $ 231,625

See accompanying notes to consolidated financial statements.
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Midland States Bancorp, Inc.
Consolidated Statements of Cash Flows (Unaudited)

(dollars expressed in thousands)

Cash flows from operating activities:

Net income
Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses
Depreciation on premises and equipment
Amortization of intangible assets
FDIC loss-sharing expense
Amortization of restricted stock awards
Compensation expense for stock option grants
Increase in cash surrender value of life insurance
Investment securities amortization, net
Other-than-temporary impairment on investment securities
Gain on sales of investment securities, net
Gain on sales of other real estate owned
Write-down of other real estate owned
Origination of loans held for sale
Proceeds from sales of loans held for sale
Gain on loans sold and held for sale
Amortization of mortgage servicing rights
Impairment on 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
Purchases of premises and equipment
Purchase of bank-owned life insurance
Purchases of nonmarketable equity securities
Sales of nonmarketable equity securities
Proceeds from sales of other real estate owned
Net cash paid in acquisitions

Net cash used in investing activities

Cash flows from financing activities:

Net increase in deposits
Net increase (decrease) in short-term borrowings
Proceeds from FHLB borrowings
Payments made on FHLB borrowings
Payments made on other borrowings
Proceeds from issuance of subordinated debt, net of issuance costs
Payments made on subordinated debt
Cash dividends paid on common stock
Proceeds from issuance of common stock in initial public offering, net of issuance costs
Proceeds from issuance of common stock under employee benefit plans
Cash distributions to noncontrolling interests
Net cash provided by financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents:

Beginning of year
End of year

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

See accompanying notes to consolidated financial statements

Nine Months Ended
September 30,
2016 2015
$ 19,953  § 16,711
3,146 10,075
3,816 3,791
1,613 1,863
1,661 354
387 389
315 287
(1,547) (1,016)
840 905
824 461
(315) (160)
(112) (417)
219 49
(894,445) (779,821)
907,306 836,133
(28,827) (29,557)
4,410 3,739
6,093 676
(1,114) (150)
896 823
7,304 (2,193)
460 2,776
(2,485) 5,945
30,398 71,663
(64,396) (43,244)
31,191 61,629
22,038 23,306
(2,401) (603)
6,646 9,818
(325,009) (184,955)
(1,410) (4,875)
(20,000) (20,000)
(3,428) (5,311)
90 1,918
4,423 4,886
— (20,053)
(352,256) (177,484)
52,384 147,953
30,751 (20,891)
850,000 47,500
(652,500) (57,500)
— (14,130)
— 55,325
(8,000) —
(7,057) (5,680)
71,475 —
489 350
(129) (345)
337,413 152,582
15,555 46,761
$ 212,475 $ 159,903
$ 228,030 $ 206,664
$ 11,078 $ 8,218
157 10,091
$ 4,245 $ 2,908
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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. Our 135-year old banking subsidiary, Midland States Bank (the “Bank”), has branches
across Illinois and in Missouri and Colorado, and provides traditional community banking and other complementary financial
services, including 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 and operate
a commercial equipment leasing business on a nationwide basis.

Since late 2007, we have grown organically and through a series of nine acquisitions. Most recently, we acquired
Love Savings Holding Company (“LSHC”) in December 2014, which greatly expanded our commercial and retail banking
services in the St. Louis metropolitan area, added a branch and three mortgage offices in Colorado, and provided us the
opportunity to enter complementary lending and leasing business lines.

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 charged on loans 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; merchant services; and, from time to time, gains on sales of assets. With the acquisition
of LSHC, we expanded our income sources to include a greater emphasis on residential mortgage loan origination and
servicing, Love Funding Corporation’s (“Love Funding”) commercial Federal Housing Administration (“FHA™) loan
origination and servicing, and Heartland Business Credit Corporation’s (“Business Credit”) interest income on indirect
financing leases. 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.

Initial Public Offering

On May 24, 2016, we completed our initial public offering and received gross proceeds of $67.0 million for the
3,044,252 shares of common stock sold by us in the offering. On June 6, 2016, we received additional gross proceeds of
$12.0 million for the 545,813 shares of common stock sold when the underwriters fully exercised their option to purchase
additional shares of common stock. After deducting underwriting discounts and offering expenses, we received total net
proceeds of $71.5 million from the initial public offering.

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

The accompanying unaudited consolidated financial statements of the Company have been prepared in accordance
with U.S. generally accepted accounting principles (“GAAP”). These interim financial statements should be read in
conjunction with our audited consolidated financial statements and the notes thereto as of and for the years ended
December 31, 2015, 2014 and 2013, included in our registration statement on Form S-1 filed with the Securities and
Exchange Commission (“SEC”) on May 23, 2016.

Principles of Consolidation

The consolidated financial statements include the accounts of the parent company and its subsidiaries, giving effect
to the noncontrolling interest in subsidiaries, as more fully described below. 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.

The Company operates through its wholly owned subsidiary bank, Midland States Bank, headquartered in
Effingham, Illinois. The Bank operates through its branch banking offices and subsidiaries: Love Funding, Business Credit,
and Heartland Premier LLC (“Premier”). All of the subsidiaries are wholly owned by the Bank as of September 30, 2016,
except for Premier, which was formed as a joint venture mortgage origination operation, of which the Bank owns 51% and
acts as a manager. Heartland Preferred Mortgage Company LLC (“Preferred”), formerly a subsidiary of the Bank, was a joint
venture mortgage origination operation, of which the Bank owned 51% and acted as a manager.
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Notes to Consolidated Financial Statements (Unaudited) (Continued)

Preferred was dissolved on May 27, 2016. Premier and Preferred are included in the consolidated financial statements and
the noncontrolling ownership interest is reported as a component of shareholders’ equity in the consolidated balance sheets as
“noncontrolling interest in subsidiaries” and the earnings or loss attributable to the noncontrolling ownership interest is
reported as “net (loss) income attributable to noncontrolling interest in subsidiaries” in the consolidated statements of
income.

Use of Estimates

In preparing the consolidated financial statements, we are required to make estimates and assumptions, which
significantly affect the amounts reported in the consolidated financial statements. Significant estimates that are particularly
susceptible to change include the fair value of investment securities, the determination of the allowance for loan losses,
estimated fair values of purchased loans, valuation of real estate and other properties acquired in connection with
foreclosures or in satisfaction of amounts due from borrowers on loans, and the carrying value of mortgage servicing rights.
While management uses its best judgment, actual results may differ from those estimates. Current economic and market
conditions significantly affect the judgments.

Summary of Significant Accounting Policies

The accompanying consolidated financial statements were compiled in accordance with the accounting policies set
forth in Note 1 — Summary of Significant Accounting Policies of the Notes to Consolidated Financial Statements in our
consolidated financial statements as of and for the periods ended December 31, 2015, 2014 and 2013, included in our
registration statement on Form S-1 filed with the SEC on May 23, 2016. The accompanying consolidated financial
statements reflect all adjustments, consisting of normal recurring adjustments that, in the opinion of management, are
necessary to reflect a fair statement of our consolidated financial condition, results of operations and cash flows. The results
of operations for acquired companies are included from the dates of acquisition. Operating results for the three and nine
months ended September 30, 2016 are not necessarily indicative of the results that may be expected for the year ending
December 31, 2016.

Impact of New Financial Accounting Standards

FASB ASU 2014-09, “Revenue from Contracts with Customers (Topic 606)” — In May 2014, the Financial
Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue from
Contracts with Customers (Topic 606).” The ASU supersedes revenue recognition requirements in Topic 605, Revenue
Recognition, including most industry-specific revenue recognition guidance in the FASB Accounting Standards Codification
(“ASC”). The ASU requires an entity to recognize revenue that depicts the transfer of promised goods or services to
customers in an amount reflecting the consideration the entity expects to receive in exchange for those goods or services. The
ASU identifies specific steps that entities should apply to achieve this principle. The new guidance was originally effective
for fiscal years (including interim periods within those fiscal years) beginning after December 15, 2016 for public companies.
In August 2015, the FASB issued ASU 2015-14, which defers the effective date of this guidance to annual reporting periods
beginning after December 15, 2017 for public companies, and permits early adoption on a limited basis. The Company is
currently evaluating the new guidance and has not determined the impact this standard may have on its consolidated financial
statements. Entities have the option of using either a full retrospective or modified approach to adopt ASU 2014-09.

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. The update is effective for the Company for the
year ending December 31, 2019, although the Company may elect to adopt guidance earlier. The Company is currently
evaluating the new guidance and has not determined the impact this standard may have on its consolidated financial
statements.

FASB ASU 2016-08, “Revenue from Contracts with Customers (Topic 606): Principal versus Agent
Considerations (Reporting Revenue Gross versus Net)” — In March 2016, the FASB issued ASU No. 2016-08, “Revenue
from Contracts with Customers (Topic 606): Principal versus Agent Considerations (Reporting Revenue Gross versus Net).”
The amendments relate to when another party, along with the entity, is involved in providing a good or service to a customer.
The ASU requires an entity to determine whether the nature of its promise is to provide that good or service to the customer
(that is, the entity is a principal) or to arrange for the good or service to be provided to
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Notes to Consolidated Financial Statements (Unaudited) (Continued)

the customer by the other party (that is, the entity is an agent). This determination is based upon whether the entity controls
the good or the service before it is transferred to the customer. Topic 606 includes indicators to assist in this evaluation. The
amendments in this update affect the guidance in ASU No. 2014-09 above, which is not yet effective. The effective date will
be the same as the effective date of ASU No. 2014-09. The Company is currently evaluating the new guidance and has not
determined the impact this standard may have on its consolidated financial statements.

FASB ASU 2016-09, “Compensation-Stock Compensation (Topic 718): Improvements to Employee Share-Based
Payment Accounting” - In March 2016, the FASB issued ASU No. 2016-09, “Compensation—Stock Compensation (Topic
718): Improvements to Employee Share-Based Payment Accounting.” This update includes multiple provisions intended to
simplify various aspects of the accounting for share-based payments. While aimed at reducing the cost and complexity of the
accounting for share-based payments, the amendments are expected to significantly impact net income, earnings per share,
and the statement of cash flows. Implementation and administration may present challenges for companies with significant
share-based payment activities. For public companies, the amendments in this update are effective for fiscal years beginning
after December 15, 2016, and interim periods within those fiscal years. Early application is permitted for any organization in
any interim period or fiscal year. The Company is currently evaluating the new guidance and has not determined the impact
this standard may have on its consolidated financial statements.

FASB ASU 2016-10, “Revenue from Contracts with Customers (Topic 606): Identifying Performance Obligations
and Licensing” — In April 2016, the FASB issued ASU No. 2016-10, “Revenue from Contracts with Customers (Topic 606):
Identifying Performance Obligations and Licensing.” The amendments clarify the following two aspects of Topic 606:
identifying performance obligations, and the licensing implementation guidance. Before an entity can identify its
performance obligations in a contract with a customer, the entity first identifies the promised goods or services in the
contract. The amendments in this update are expected to reduce the cost and complexity of applying the guidance on
identifying promised goods or services. To identify performance obligations in a contract, an entity evaluates whether
promised goods and services are distinct. Topic 606 includes two criteria for assessing whether promises to transfer goods or
services are distinct. One of those criteria is that the promises are separately identifiable. This update will improve the
guidance on assessing that criterion. Topic 606 also includes implementation guidance on determining whether as entity’s
promise to grant a license provides a customer with either a right to use the entity’s intellectual property, which is satisfied at
a point in time, or a right to access the entity’s intellectual property, which is satisfied over time. The amendments in this
update are intended to improve the operability and understandability of the licensing implementation guidance. The
amendments in this update affect the guidance in ASU No. 2014-09 above, which is not yet effective. The effective date will
be the same as the effective date of ASU No. 2014-09. The Company is currently evaluating the new guidance and has not
determined the impact this standard may have on its 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 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 now use forward-looking information to better understand their credit loss estimates.
For public companies that are SEC filers, 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 is currently evaluating the new guidance
and has not determined the impact this standard may have on its consolidated financial statements.

FASB ASU 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash
Payments” — In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230): Classification of
Certain Cash Receipts and Cash Payments,” which amends ASC 230 to add or clarify guidance on the classification of
certain cash receipts and payments in the statement of cash flows. For public business entities, this update is effective for
fiscal years, and interim periods within those fiscal years, beginning after December 15, 2017. Early application is permitted
for any organization in any interim period or fiscal year. The Company is currently
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Notes to Consolidated Financial Statements (Unaudited) (Continued)

evaluating the new guidance and has not determined the impact this standard may have on its consolidated financial
statements.

Note 3 — Acquisitions

On December 31, 2014, the Company completed its acquisition of LSHC. At closing, LSHC primarily consisted of
Heartland Bank, its wholly owned subsidiaries Love Funding and Business Credit, and $40.0 million of trust preferred
debentures. Heartland Bank provided commercial and retail banking services in the St. Louis metropolitan area, its primary
market, through the operation of 10 full-service banking offices, a full-service cyber office, three limited service loan
production offices, and a retirement center office in Missouri, and one branch office in Colorado. Love Funding is an
approved FHA insured lender and Government National Mortgage Association issuer engaged in commercial mortgage
origination and servicing, and Business Credit provides custom leasing and financing programs to equipment and software
vendors.

The Company acquired LSHC for $67.3 million, which consisted of 2,224,091 shares of common stock, $20.1
million in cash and an accrual in other liabilities of $530,000 for the fair value of additional consideration based on the
earnings of Love Funding over a two year period after acquisition date. The additional consideration is defined as the
amount, if any, by which 50% of Love Funding’s adjusted net income (for the two year period ending December 31, 2016)
exceeds $9.1 million, multiplied by an earn-out multiple. The contingent consideration amount is capped at $12.0 million
and any payment will be made through issuance of the Company’s common stock.

The acquired identifiable assets included the establishment of a $3.4 million core deposit intangible, which is being
amortized on an accelerated basis over 10 years. The Company also recognized $0.5 million for the fair value of
noncontrolling interests associated with two mortgage origination joint ventures owned 51% by Heartland Bank.

Pending Acquisition at September 30, 2016

On February 23, 2016, the Bank and Sterling National Bank of Yonkers, New York (“Sterling”) entered into a Trust
Company Agreement and Plan of Merger (“Merger Agreement”), pursuant to which the Bank will acquire approximately
$400.0 million in wealth management assets from Sterling. Under the terms of the Merger Agreement, the Bank will pay
Sterling approximately $4.8 million in cash, with an expected closing date in the fourth quarter of 2016. The transaction is
subject to regulatory approval and other customary closing conditions.

Note 4 — Investment Securities Available for Sale

Investment securities classified as available for sale as of September 30, 2016 and December 31, 2015 are as follows
(in thousands):

September 30, 2016
Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value
U.S. Treasury securities $ 35,499 $ 13 $ 6 $ 35,506
Government sponsored entity debt securities 8,788 202 — 8,990
Agency mortgage-backed securities 67,536 1,134 14 68,656
Non-agency mortgage-backed securities 1 — — 1
Covered non-agency mortgage-backed securities 58,376 14,386 669 72,093
State and municipal securities 21,724 271 15 21,980
Corporate securities 44,853 526 393 44,986
Total $ 236,777 $ 16,532  $ 1,097 $ 252,212

(1) All covered non-agency mortgage-backed securities were covered under the loss-sharing agreement we entered into with the Federal Deposit Insurance
Corporation (the “FDIC”) in connection with a 2009 acquisition. This agreement had a seven year term that expired on July 1, 2016 with respect to
losses. On October 3, 2016, the Company entered into an agreement with the FDIC to terminate its existing loss share agreements as more fully
described in Note 21 to the Consolidated Financial Statements. None of our other investment securities were covered under a loss-sharing agreement
with the FDIC.
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December 31, 2015

Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value
U.S. Treasury securities $ 48,483 $ 1 $ 182 $ 48,302
Government sponsored entity debt securities 9,404 58 8 9,454
Agency mortgage-backed securities 66,902 835 210 67,527
Non-agency mortgage-backed securities 2 — — 2
Covered non-agency mortgage-backed securities 66,397 10,886 1,304 75,979
State and municipal securities 15,441 77 24 15,494
Corporate securities 20,036 28 195 19,869
Total $ 226665 $ 11,885 § 1,923 $§ 236,627

(1) All covered non-agency mortgage-backed securities were covered under the loss-sharing agreement we entered into with the FDIC in connection with a
2009 acquisition. This agreement had a seven year term that expired on July 1, 2016 with respect to losses. On October 3, 2016, the Company entered
into an agreement with the FDIC to terminate its existing loss share agreements as more fully described in Note 21 to the Consolidated Financial
Statements. None of our other investment securities were covered under a loss-sharing agreement with the FDIC.

Market valuations for our investment securities classified as available for sale are provided by independent third
parties. The fair values are determined using several sources for valuing fixed income securities. Their techniques include
pricing models that vary based on the type of asset being valued and incorporate available trade, bid and other market
information. The market valuation sources include observable market inputs for the majority of our securities and are
therefore considered Level 2 inputs for the purpose of determining fair values. The fair values for U.S. Treasury securities are
determined using quoted market prices and are considered Level 1.

Unrealized losses and fair values for investment securities available for sale as of September 30, 2016 and
December 31, 2015, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, are summarized as follows (in thousands):

September 30, 2016

Less than 12 Months 12 Months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
value loss value loss value loss
U.S. Treasury securities $17,994 $ 6 $ — $ — $17994 §$ 6
Government sponsored entity debt securities — — — — — —
Agency mortgage-backed securities 5,066 14 — — 5,066 14
Covered non-agency mortgage-backed securities 429 27 4,895 642 5,324 669
State and municipal securities 3,417 15 — — 3,417 15
Corporate securities 10,896 386 2,984 7 13,880 393
Total $37,802 $ 448 $7,879 $ 649 $45681 $ 1,097
December 31, 2015
Less than 12 Months 12 Months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

value loss value loss value loss
U.S. Treasury securities $42,301 $ 182 $ — $ —  $ 42301 $ 182
Government sponsored entity debt securities 4,229 8 — — 4,229 8
Agency mortgage-backed securities 19,404 167 1,932 43 21,336 210
Covered non-agency mortgage-backed securities 14,149 1,114 1,431 190 15,580 1,304
State and municipal securities 4,959 20 812 4 5,771 24
Corporate securities 11,245 172 813 23 12,058 195

Total $96,287 $ 1,663 $4,988 $ 260 $101,275 $ 1,923

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 securities
considers external credit ratings and recent downgrades; projected cash flows on non-agency mortgage-backed
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securities; and the intent and ability of the Company to hold the security for a period of time sufficient for a recovery in
value.

At September 30, 2016 and December 31, 2015, 30 and 54 available-for-sale securities, respectively, had unrealized
losses with aggregate depreciation of 2.35% and 1.86%, respectively, 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. As we have the intent and ability to hold debt securities for a period of time sufficient for a recovery
in value, no declines are deemed to be other-than-temporary.

During the three months ended September 30, 2016, there was no OTTI recognized. During the nine months ended
September 30, 2016, the Company determined that three covered non-agency mortgage-backed securities had OTTI of
$824,000, primarily resulting from changes in expected cash flows. These amounts were recognized as losses in the
consolidated statements of income.

During the three months ended September 30, 2015, the Company determined that two covered non-agency
mortgage-backed securities had OTTTI of $299,000, primarily resulting from changes in expected cash flows. During the nine
months ended September 30, 2015, the Company determined that three covered non-agency mortgage-backed securities had
OTTI of $461,000, primarily resulting from changes in expected cash flows. These amounts were recognized as losses in the
consolidated statements of income.

The following is a summary of the amortized cost and fair value of available-for-sale investment securities, by
maturity, at September 30, 2016 (in thousands). The maturities of agency, non-agency and covered non-agency mortgage-
backed securities are based on expected maturities. Expected maturities may differ from contractual maturities in
mortgage-backed securities because the mortgages underlying the securities may be prepaid without any penalties. The
maturities of all other available-for-sale investment securities are based on final contractual maturity.

Amortized Fair

cost value
Within one year $ 46,521  $ 46,450
After one year through five years 109,963 120,369
After five years through ten years 64,747 68,130
After ten years 15,546 17,263
Total $ 236,777 $ 252,212

Gross realized gains from the sale of securities available for sale were $39,000 and $315,000 for the three and nine
months ended September 30, 2016, respectively. There were no gross realized losses for the three or nine months ended
September 30, 2016.

Gross realized gains from the sale of securities available for sale were $1,000 and $335,000 for the three and nine
months ended September 30, 2015, respectively. Gross realized losses were $175,000 for the nine months ended September
30, 2015. There were no gross realized losses for the three months ended September 30, 2015.

Note 5 — Investment Securities Held to Maturity

Investment securities classified as held to maturity as of September 30, 2016 and December 31, 2015 are as follows
(in thousands):

September 30, 2016

Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value
State and municipal securities $ 82941 $ 5724 $ 75 $ 88,590

December 31, 2015

Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value
State and municipal securities $ 87521 $ 5364 $ 69 $ 92,816
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Market valuations for our investment securities held to maturity are provided by independent third parties. The fair
values are determined using several sources for valuing fixed income securities. Their techniques include pricing models that
vary based on the type of asset being valued and incorporate available trade, bid and other market information. The market
valuation sources provide the significant observable market inputs for these securities and are therefore considered Level 2
inputs for the purpose of determining fair values.

Unrealized losses and fair value for investment securities held to maturity as of September 30, 2016 and
December 31, 2015, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, are summarized as follows (in thousands):

September 30, 2016

Less than 12 Months 12 Months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
value loss value loss value loss
State and municipal securities $ 605 $ 2 $ 3306 $ 73 $ 3911 $ 75
December 31, 2015
Less than 12 Months 12 Months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
value loss value loss value loss
State and municipal securities $ 3573 $ 24 $ 2,743 $ 45 $ 6316 $ 69

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 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 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 September 30, 2016 and December 31, 2015, 17 and 25 held-to-maturity securities, respectively, had unrealized
losses with aggregate depreciation of 1.88% and 1.08%, respectively, 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 who issued the securities and whether downgrades by bond rating agencies have occurred. As we have the intent
and ability to hold debt securities for the foreseeable future, no declines are deemed to be other-than-temporary.

The amortized cost and fair value of held-to-maturity securities as of September 30, 2016, by contractual maturity,
are as follows (in thousands):

Amortized Fair

cost value
Within one year $ 1,734 $ 1,738
After one year through five years 17,166 17,834
After five years through ten years 43,234 47,114
After ten years 20,807 21,904
Total $ 82941 $ 88,590
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Note 6 — Loans

The following table presents total loans outstanding by portfolio, which includes Purchased Credit-Impaired (“PCI”)
loans, as of September 30, 2016 and December 31, 2015 (in thousands):

September 30, December 31,

2016 2015
Loans:

Commercial $ 545,069 $ 499,573
Commercial real estate 956,298 876,784
Construction and land development 163,900 150,266

Total commercial loans 1,665,267 1,526,623
Residential real estate 216,935 163,224
Consumer 248,131 161,512
Lease financing 182,445 144,230

Total loans $ 2,312,778 $ 1,995,589

Total loans include net deferred loan fees of $3.5 million and $5.8 million at September 30, 2016 and December 31,
2015, respectively, and unearned discounts of $19.7 million and $15.7 million within the lease financing portfolio at
September 30, 2016 and December 31, 2015, respectively.

At September 30, 2016 and December 31, 2015, the Company had commercial and residential loans held for sale
totaling $61.4 million and $54.4 million, respectively. During the three and nine months ended September 30, 2016, the
Company sold commercial and residential real estate loans with proceeds totaling $450.9 million and $907.3 million,
respectively, and sold commercial and residential real estate loans with proceeds totaling $299.7 million and $836.1 million
for the comparable periods in 2015, 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 predominately
secured by equipment, inventory, accounts receivable, and other sources of repayment, although the Company may also
secure commercial loans with real estate.

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 properties. Real estate
construction loans often convert to a real estate commercial 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 are generally established on real estate construction loans.

Residential real estate—Loans secured by residential properties that in general 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, acquiring automobiles,

recreational vehicles and boats. These loans consist of relatively small amounts that are spread across many individual
borrowers.

13




Table of Contents
Midland States Bancorp, Inc.

Notes to Consolidated Financial Statements (Unaudited) (Continued)

Lease financing—Indirect financing leases to varying types of 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, 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 $21.5 million and
$39.2 million at September 30, 2016 and December 31, 2015, respectively. During the three and nine months ended
September 30, 2016, there were $468,000 and $10.6 million, respectively, of new loans and other additions, while
repayments and other reductions totaled $2.2 million and $28.5 million, respectively.

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 consumer 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
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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 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 are small loans that are monitored
by aging status and payment activity.

The following table presents the recorded investment of commercial loans (excluding PCI loans) by risk category as
of September 30, 2016 (in thousands):

Commercial  Construction and

C cial Real Estate Land Development Total

Acceptable credit quality $ 518,512 $ 910,187 $ 147,490 $ 1,576,189
Special mention 5,293 9,411 — 14,704
Substandard 11,516 21,072 450 33,038
Substandard — nonaccrual 5,520 6,551 — 12,071
Doubtful — — — —
Not graded 611 1,610 4,483 6,704

Total (excluding PCI) $ 541,452 $ 948,831 $ 152,423 $ 1,642,706

The Company evaluates the credit quality of its other loans 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 loans (excluding PCI loans) based on the credit risk profile of
loans that are performing and loans that are impaired as of September 30, 2016 (in thousands):

Residential Lease
Real Estate Consumer Financing Total
Performing $ 205,901 $ 247,634 $ 181,718 $ 635,253
Impaired 4,466 202 727 5,395
Total (excluding PCI) $ 210,367 $ 247,836 $ 182,445 $ 640,648

The following table presents the recorded investment of commercial loans (excluding PCI loans) by risk category as
of December 31, 2015 (in thousands):

Commercial Construction and

Commercial Real Estate Land Development Total

Acceptable credit quality $ 467,355 $ 821,314 $ 136,288 $ 1,424,957
Special mention 16,589 23,737 540 40,866
Substandard 3,448 8,103 — 11,551
Substandard-nonaccrual 5,702 8,844 — 14,546
Doubtful — — — —
Not graded 351 746 3,379 4,476

Total (excluding PCI) $ 493,445 $ 862,744 $ 140,207  $ 1,496,396
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The following table presents the recorded investment of our other loans (excluding PCI loans) based on the credit
risk profile of loans that are performing and loans that are impaired as of December 31, 2015 (in thousands):

Residential Lease
Real Estate C Financing Total
Performing $ 151,111 $ 161,169 $ 143,832 $ 456,112
Impaired 4,155 51 398 4,604
Total (excluding PCI) $ 155,266 $ 161,220 $ 144,230 $ 460,716

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 September 30, 2016 and December 31, 2015 do not
include $29.4 million and $38.5 million, respectively, of PCI loans. The risk of credit loss on acquired loans was recognized
as part of the fair value adjustment at the acquisition date.

A summary of impaired loans (excluding PCI loans) as of September 30, 2016 and December 31, 2015 is as follows
(in thousands):

September 30, December 31,
2016 2015

Nonaccrual loans:

Commercial $ 5520 $ 5,702
Commercial real estate 6,551 8,844
Construction and land development — —
Residential real estate 4,063 3,516
Consumer 97 2
Lease financing 727 398
Total nonaccrual loans 16,958 18,462
Accruing loans contractually past due 90 days or more as to interest or principal payments:
Commercial 351 865

Commercial real estate — —
Construction and land development — —

Residential real estate — 228
Consumer 105 49
Lease financing — _
Total accruing loans contractually past due 90 days or more as to interest or principal payments 456 1,142
Loans modified under troubled debt restructurings:
Commercial 648 3
Commercial real estate 11,397 4,873
Construction and land development 64 —
Residential real estate 403 411
Consumer — —
Lease financing — —
Total loans modified under troubled debt restructurings 12,512 5,287
Total impaired loans (excluding PCI) $ 29,926 $ 24,891

There was no interest income recognized on nonaccrual loans during the three and nine months ended September
30, 2016 and 2015 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 $243,000 and $484,000 for the three and
nine months ended September 30, 2016, respectively, and $172,000 and $741,000 for the comparable periods in 2015,
respectively. The Company recognized interest income on loans modified under troubled debt restructurings-commercial and
commercial real estate of $90,000 and $196,000 for the three and nine months ended September 30, 2016, respectively, and
$104,000 and $316,000 for the comparable periods in 2015, respectively.
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The following table presents impaired loans (excluding PCI loans) by portfolio which are individually evaluated as
of September 30, 2016 and December 31, 2015, respectively (in thousands):

September 30, 2016 December 31, 2015
Unpaid Related Unpaid Related
Recorded Principal Valuation Recorded Principal Valuation
Investment Balance Allowance Investment Balance Allowance

Impaired loans with a valuation allowance:

Commercial $ 6119 $ 9,448 $ 1,962 $ 5789 $ 8,760 $ 1,797
Commercial real estate 2,067 2,256 145 9,197 9,489 514
Construction and land development 64 64 6 — 26 —
Residential real estate 3,137 3,750 567 3,206 3,798 626
Consumer 202 113 37 51 52 7
Lease financing 727 727 69 398 398 50
Total impaired loans with a valuation allowance 12,316 16,358 2,786 18,641 22,523 2,994
Impaired loans with no related valuation allowance:
Commercial 400 445 — 781 781 —
Commercial real estate 15,881 16,107 — 4,520 5,840 —
Construction and land development — — — — — —
Residential real estate 1,329 1,493 — 949 989 —
Consumer — 91 — — — —
Lease financing — — — — — —
Total impaired loans with no related valuation allowance 17,610 18,136 — 6,250 7,610 —
Total impaired loans:
Commercial 6,519 9,893 1,962 6,570 9,541 1,797
Commercial real estate 17,948 18,363 145 13,717 15,329 514
Construction and land development 64 64 6 — 26 —
Residential real estate 4,466 5,243 567 4,155 4,787 626
Consumer 202 204 37 51 52 7
Lease financing 727 727 69 398 398 50
Total impaired loans (excluding PCI) $ 29,926 $34,494 $ 2,786 $ 24,891 $ 30,133 $ 2,994

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 was $4.6 million and $5.2 million at September 30, 2016 and December 31, 2015,
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 September 30, 2016 and 2015 are included in the table below (in thousands):

Three Months Ended September 30,

2016 2015
Interest Income Interest Income
Average Recognized Average Recognized
Recorded While on Recorded ‘While on

Investment Impaired Status Investment Impaired Status

Impaired loans with a valuation allowance:

Commercial $ 6,426 $ 23 $10,972 $ 3
Commercial real estate 2,170 65 9,475 101
Construction and land development 65 3 9 —
Residential real estate 3,157 13 2,114 12
Consumer 115 — 35 —
Lease financing 727 — 649 —
Total impaired loans with a valuation allowance 12,660 104 23,254 116
Impaired loans with no related valuation allowance:
Commercial 439 2 383 —
Commercial real estate 15,610 — 4,632 —
Construction and land development — — — —
Residential real estate 1,341 1 1,364 3
Consumer 91 — 11 —
Lease financing S S = =
Total impaired loans with no related valuation allowance 17,481 3 6,390 3
Total impaired loans:
Commercial 6,865 25 11,355 3
Commercial real estate 17,780 65 14,107 101
Construction and land development 65 3 9 —
Residential real estate 4,498 14 3,478 15
Consumer 206 — 46 —
Lease financing 727 — 649 —
Total impaired loans (excluding PCI) $ 30,141 % 107 $ 29,644 $ 119
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The average balance of impaired loans (excluding PCI loans) and interest income recognized on impaired loans
during the nine months ended September 30, 2016 and 2015 are included in the table below (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 PCI)

Nine Months Ended September 30,

2016 2015
Interest Income Interest Income
Average Recognized Average Recognized
Recorded ‘While on Recorded While on

Investment Impaired Status Investment Impaired Status
$ 8115 $ 24 $ 12,435 $ 6
2,273 115 9,897 234
66 6 35 —
3,234 24 2,163 25
118 — 35 —
727 — 649 —
14,533 169 25,214 265
313 1 663 —_
15,742 56 4,970 76
_ _ 18 _
1,364 3 1,641 6
91 — 42 8
17,510 60 7,334 90
8,428 25 13,098 6
18,015 171 14,867 310
66 6 53 —
4,598 27 3,804 31
209 — 77 8
727 — 649 —
$ 32,043 $ 229 $ 32,548 $ 355

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

as of September 30, 2016 (in thousands):

Commercial

Commercial real estate
Construction and land development
Residential real estate

Consumer

Lease financing

Total (excluding PCI)

Accruing
Loans
31-59 60-89 Past Due
Days Days 90 Days  Nonaccrual Total Total
Past Due  Past Due or More Loans Past Due Current Loans
$ 2974 $ 2979 $ 351 $ 5520 $ 11,824 $ 529,628 $ 541,452
768 503 — 6,551 7,822 941,009 948,831
— 22 — — 22 152,401 152,423
782 902 — 4,063 5,747 204,620 210,367
952 414 105 97 1,568 246,268 247,836
22 — — 727 749 181,696 182,445
$ 5498 $ 4820 $ 456 $ 16,958 $ 27,732 $ 2,255,622 $ 2,283,354
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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, 2015 (in thousands):

Accruing
Loans
31-59 60-89 Past Due
Days Days 90 Days  Nonaccrual Total Total
Past Due  Past Due or More Loans Past Due Current Loans
Commercial $ 1911 $229% $ 865 $ 5702 $ 10,774 $ 482,671 $ 493,445
Commercial real estate 288 1,989 — 8,844 11,121 851,623 862,744
Construction and land development 340 — — — 340 139,867 140,207
Residential real estate 1,983 438 228 3,516 6,165 149,101 155,266
Consumer 565 273 49 2 889 160,331 161,220
Lease financing 37 — — 398 435 143,795 144,230
Total (excluding PCI) $ 5124 $ 499 $ 1,142 $ 18,462 $ 29,724 $ 1,927,388 $ 1,957,112

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 of a
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 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 $191,000 and $109,000 as of
September 30, 2016 and December 31, 2015, respectively. The Company had $164,000 of unfunded commitments in
connection with TDRs at September 30, 2016. The Company had no unfunded commitments in connection with TDRs at
December 31, 2015.

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 September 30, 2016 and
December 31, 2015 (in thousands):

September 30, 2016 December 31, 2015
Non- Non-
Accruing”  accrual ® Total Accruing”  accrual ® Total

Commercial $ 648 $ 34 $ 682 % 3 % 40 $ 43
Commercial real estate 11,397 5,102 16,499 4,873 5,332 10,205
Construction and land development 64 — 64 — — —
Residential real estate 403 335 738 411 383 794
Consumer — — — — — —
Lease financing — — — — — —

Total loans (excluding PCI) $ 12,512 $ 5471 $17983 $ 5287 $ 5755 $ 11,042
(@) These loans are still accruing interest.

(2)  These loans are included in non-accrual loans in the preceding tables.
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The following table presents a summary of loans by portfolio that were restructured during the three and nine
months ended September 30, 2016 and the loans by portfolio that were modified as TDRs within the previous twelve months
that subsequently defaulted during the three and nine months ended September 30, 2016 (in thousands):

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease
Commercial Estate Develop Estate C Financing Total

For the three months ended September 30, 2016:
Troubled debt restructurings:

Number of loans — 2 — — — — 2

Pre-modification outstanding balance $ — $10,207 $ —$ — $ — $ — $10207

Post-modification outstanding balance — 10,207 — — — — 10,207
Troubled debt restructurings that subsequently defaulted

Number of loans — — — — — — —

Recorded balance $ — — 3 - % - 8% — $ — 8 —
For the nine months ended September 30, 2016:
Troubled debt restructurings:

Number of loans 3 2 — — — — 5

Pre-modification outstanding balance $ 685 $ 10,207 $ — % — $ — $ — $10892

Post-modification outstanding balance 647 10,207 — — — — 10,854
Troubled debt restructurings that subsequently defaulted

Number of loans — — — — — — —

Recorded balance $ — — 3 - % - 8% — $ — 8 —

The following table presents a summary of loans by portfolio that were restructured during the three and nine
months ended September 30, 2015 and the loans by portfolio that were modified as TDRs within the previous twelve months
that subsequently defaulted during the three and nine months ended September 30, 2015 (in thousands):

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease
Commercial Estate Develop Estate C Financing Total

For the three months ended September 30, 2015:
Troubled debt restructurings:

Number of loans 1 — — — — — 1

Pre-modification outstanding balance $ 42 % —  $ — $ — $ — 8 — $ 4

Post-modification outstanding balance 42 — — — — — 42
Troubled debt restructurings that subsequently defaulted

Number of loans — — — — — — —

Recorded balance $ —  $ — 5 — $ — $ — & — 5 —
For the nine months ended September 30, 2015:
Troubled debt restructurings:

Number of loans 1 — — — — — 1

Pre-modification outstanding balance $ 42 $ — — $ — $ — 8 — $ 4

Post-modification outstanding balance 42 — — — — — 42
Troubled debt restructurings that subsequently defaulted

Number of loans — 1 — — — — 1

Recorded balance $ —  $ 71 $ — $ — $ — 8 — $ 7

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
of loans are as follows:
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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.

Commercial Real Estate — As with commercial loans, repayment of commercial real estate loans is often dependent
on the borrowers’ 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, given the present state of the residential real estate market, the value of the
underlying property may have deteriorated, perhaps rapidly, 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 Receivables — Our indirect financing leases are primarily for business equipment leased to varying
types of small businesses. If the cash flow from business operations is reduced, the businesses ability to repay may become
impaired.

Changes in the allowance for loan losses for the three months ended September 30, 2016 and 2015 are as follows (in
thousands):

Three Months Ended September 30,

2016 2015
Non-PCI PCI Non-PCI PCI
Loans Loans Total Loans Loans Total
Balance at beginning of period $ 13,629 $ 1,123 $ 14,752 $ 14,464 $ 1,742 $ 16,206
Provision for loan losses 1,156 236 1,392 6,681 18 6,699
Loan charge-offs (806) (58) (864) (7,930) (19) (7,949)
Loan recoveries 250 29 279 172 29 201
Net loan charge-offs (556) (29) (585) (7,758) 10 (7,748)
Balance at end of period $ 14,229 $1330 $ 15559 $ 13,387 $ 1,770 $ 15,157
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Changes in the allowance for loan losses for the nine months ended September 30, 2016 and 2015 are as follows (in
thousands):

Nine Months Ended September 30,

2016 2015
Non-PCI PCI Non-PCI PCI
Loans Loans Total Loans Loans Total

Balance at beginning of period $ 14,093 $1,895 $ 15988 $ 10,504 $ 1,796 $ 12,300
Provision for loan losses 3,752 (606) 3,146 10,163 (88) 10,075
Loan charge-offs (4,228) (58) (4,286) (8,914) (31) (8,945)
Loan recoveries 612 99 711 1,634 93 1,727
Net loan charge-offs (3,616) 41 (3,575) (7,280) 62 (7,218)
Balance at end of period $ 14,229 $1330 $ 15559 $ 13,387 $ 1,770 $ 15,157

During the three and nine months ended September 30, 2016, the Company recorded $806,000 and $4.2 million,
respectively, of non-PCI loan charge-offs. The nine month period amounts included a $1.6 million charge-off on a
nonperforming commercial loan to one borrower and a $530,000 charge-off on nonperforming commercial loans related to a
single credit relationship as a result of the deterioration in the borrower’s collateral position on the respective loans during the
first quarter of 2016.

The following table represents, by loan portfolio, a summary of changes in the allowance for loan losses for the
three and nine months ended September 30, 2016 and 2015 (in thousands):

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease
Commercial Estate Develop Estate C Financing Total
Changes in allowance for loan losses for the three months
ended September 30, 2016:
Beginning balance $ 6186 $ 3511 $ 569 $ 2584 $ 827 $ 1,075 $ 14,752
Provision for loan losses 1,216 (12) (271) 220 326 87) 1,392
Charge-offs (251) (214) 1) (153) 91) (154) (864)
Recoveries 36 129 13 32 20 49 279
Ending balance $ 7187 $ 3414 $ 310 $ 2683 $ 1,082 $ 883 $ 15,559
Changes in allowance for loan losses for the three months
ended September 30, 2015:
Beginning balance $ 548 $ 7657 $ 435 $ 1,883 $ 611 $ 132 $ 16,206
Provision for loan losses 7,294 (2,097) 48 799 282 373 6,699
Charge-offs (7,486) (12) (23) (318) (110) — (7,949)
Recoveries 56 57 8 52 25 3 201
Ending balance $ 5352 $ 5605 $ 468 $ 2416 $ 808 $ 508 $ 15,157
Changes in allowance for loan losses for the nine months
ended September 30, 2016:
Beginning balance $ 6917 $ 5179 §$ 435 $ 2,120 $ 749 $ 588 $ 15,988
Provision for loan losses 2,619 (1,520) (154) 886 479 836 3,146
Charge-offs (2,513) (461) 1) (454) (225) (632) (4,286)
Recoveries 164 216 30 131 79 91 711
Ending balance $ 7187 $ 3414 $ 310 $ 2683 $ 1,082 $ 883 $ 15,559
Changes in allowance for loan losses for the nine months
ended September 30, 2015:
Beginning balance $ 2284 $ 6925 $ 486 $ 2,038 $ 567 $ — $ 12,300
Provision for loan losses 9,514 (1,316) (@) 922 386 573 10,075
Charge-offs (7,587) (307) (39) (665) (237) (110) (8,945)
Recoveries 1,141 303 25 121 92 45 1,727
Ending balance $ 5352 $ 5605 $ 468 $ 2416 $ 808 $ 508 $ 15,157
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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 September 30, 2016 and December 31, 2015 by impairment evaluation method (in
thousands):

Commercial Loan Portfolio Other Loan Portfolio
Commercial Construction Residential
Real and Land Real Lease
Commercial Estate Development Estate C T Financing Total

September 30, 2016:
Allowance for loan losses:
Loans individually evaluated for impairment $ 1,950 $ 118 $ 6 $ 359 $ 14 $ 5 % 2,452
Loans collectively evaluated for impairment 12 27 — 207 23 65 334
Non-impaired loans collectively evaluated for impairment 4,569 3,041 304 1,694 1,022 813 11,443
Loans acquired with deteriorated credit quality 656 228 — 423 23 — 1,330

Total allowance for loan losses $ 7,187 $ 3,414 $ 310 $ 2,683 $ 1,082 $ 883 $ 15,559
Recorded investment (loan balance):
Impaired loans individually evaluated for impairment $ 6423 $ 17,728 $ 64 $ 2752 § 14 $ 198 $ 27,179
Impaired loans collectively evaluated for impairment 96 220 — 1,714 188 529 2,747
Non-impaired loans collectively evaluated for impairment 534,933 930,883 152,359 205,901 247,634 181,718 2,253,428
Loans acquired with deteriorated credit quality 3,617 7,467 11,477 6,568 295 — 29,424

Total recorded in