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Landmark National Bank, a Bauer 5-star rated bank, continues to grow and expand throughout Kansas
with twenty bank locations in sixteen communities. We are dedicated to building meaningful
relationships with our customers providing them security, convenience and expertise.
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Growth and profitability were the key words for
Landmark Bancorp, Inc. in 2006. Total assets grew to $591
million in 2006 compared to $465 million the previous
year. Net earnings grew to $6.0 million compared to $3.9
million the previous year. Earnings per share increased

¢ 54% to $2.55 on a fully diluted basis. This growth in both
- earnings and assets translated into a return on average

- equity of 13.01% and a return on average assets of 1.01%.
| Landmark now has twenty banking facilitics in sixtcen
communities across the state of Kansas. The cash

i dividends to stockholders grew 8% to $0.67 per share in
2006 and we continued our annual practice of paying a
5% stock dividend to our stockholders. Our net yield on
intcrest carning assets increased from 3.16% in 2000 to

| 3.49% in 2006. The acquisition of First Manhattan
Bancorporation was consummated on January 1, 2006 and

we assimilated the new facilities throughout the year.
We are excited about the progress and growth
accomplished in 2006 and look forward to 2007,

- The space below will outline the challenges and success
we experienced in 2006 and describe the opportunities

. that lie before us in 2007,

We were pleased to see net earnings increase from $3.9

I million in 2005 to $6.0 million in 2006 and diluted earnings
| per share increase from $1.66 to $2.55 for the same period.
L' A number of factors contributed to this robust increase in
net earnings. The acquisition of First Manhattan

' Bancorporation in January 2006 increased our assets

by approximately $129 million, which contributed
significantly to our increased earnings. However, the
improvement in carnings performance was the result of
more than just an increase in earning assets. We estimate
* that we were able to achieve in excess of $1 million in
annual operating cost savings due to the assimilation of
the First Manhattan Bancorporation into the Landmark
Bancorp organization. We werce able to eliminate

" redundant expenses that resulted from the main banking
offices of both organizations being located in Manhattan,
Kansas. The close physical proximity of the four banking
offices in Manhattan after the acquisition allowed us to
combine them into two locations. The “in market” nature
¢ of the acquisition gave us greater cost saving opportunities
than might have otherwise been available. Further
contributing to our increased earnings was an
improvement in the net yield on interest earning assets
from 3.16 percent in 2005 to 3.49 percent in 2006, We felt
very good about this improvement in an interest rate
environment with an inverted yield curve which is
generally hostile to bank interest margins. 1 will discuss
this in further detail below. Additionally, we felt good
about the increase in our non-interest income as it
increased from $5.1 million in 2005 to $6.9 million in 2006.

To OUR STOCKHOLDERS, CUSTOMERS AND FRIENDS

This increase was Jed by a $913 thousand increase in fees
and service charges and further supplemented by a $502
thousand increase in gains on sale of Joans from our
mortgage banking activities. The increases in both the net
yield on interest earning assets and non-intcrest income
exceeded the increase in operating expenses attributable to
the acquisition and the increased interest expense resulting
from increased borrowings incurred to finance the
acquisition. This year’s results are a significant
improvement in financial performance over the previous
year and lay a strong foundation for future performance.

We remain in an interest rate environment that historically
has not been favorable to bank net interest margins and
camings. We have experienced an inverted yield curve for
approximately one year, where short term interest rates are
higher than intermediate and long term rates. Generally,
this is particularly adverse to bank earnings duc to the fact
that most bank deposits and funding sources are relatively
short term and the majority of bank loans and investments
have longer maturitics in the one to five year range.

The combined dynamics of a bank’s maturity structure
and an inverted yield curve usually causes bank interest
margins to compress and nel interest income to decrease.
We were able to withstand these pressures in 2006 and
increase our net yield on average interest carning assets by
33 basis points. Several factors combined to contribute to
this increase. Over the Jast few years when interest rates
were at historical lows, we refrained from chasing yields
and locking in loan and investment yields with longer
maturities. This disciplined approach let our balance sheet
respond positively from a repricing perspective as short
term iterest rates increased over the Jast couple of years.
Additionally, we were able to continue to diversify our
loan mix out of one-to-four family residential loans into
higher yielding commercial loans that reprice on a more
frequent basis. While we continue to originate and
refinance a significant number of one-to-four family
residential loans, many of these loans are sold into the
sccondary market. In 2006, we saw commercial loans
increase approximately $5.0 million while residential loans
decreased approximately $12.0 million, due to normat
amortization and pre-payments. Finally, we restructured

a portion of our investment portfolio by selling relatively
short term investments at a loss and re-investing those
proceeds in Jonger maturity investments at significantly
higher yields. We took these steps to restructure the
investment portfolio due to a belicf that intcrest rates were
nearing a peak in mid-2006 and we did not want to miss
the opportunity to lock in higher yielding investments.

We are excited that we were able to accomplish these
improvements within the current interest rate
environment.




Significant strides were made in 2006 toward our long term
goal of increasing non-interest income. We experienced a
27 percent increase in fees and service charges due to both
the increase in our total assets and our product offerings
and marketing efforts. We were able to capitalize on our
mortgage banking activitics with an increase in gains on
sale of Toans of $502 thousand, which is an increase of 79
percent over the previous year. We anticipate continued
emphasis on the origination of owner occupied residential
mortgage loans to take advantage of our strong market
position and reputation in this area and the growth that is
occurring in the Manhattan and Junction City markets.
Additionally, we are looking to expand our mortgage
banking cfforts in the Topeka and Lawrence market areas.
Increasing non-interest income will continue to be an area
of emphasis as we go forward as we strive to reduce our
dependency upon net interest margin in a highly
competitive environment.

As we look forward, competition within the banking
industry is as strong as it has ever been. While the
number of banks has shrunk significantly over the past
several years, the number of branch banking offices has
continued to increase. Added to this increasing number of
banking facilities is a growing number of non-traditional
bank competitors offering banking products. These non-
traditional competitors include credit unions, insurance
company-owned banks, finance companies, internct
banks, foreign owned banks, and even quasi governmental
agencies such as Farm Credit Services. All of these
providers are competing fiercely for loans and deposits.
Geographic boundaries are becoming less and less of a
constraint. We are experiencing pressure on lpan pricing
and finding deposits more difficult to attract at what were
once considered reasonable rates within our markets.

In an environment such as this, it is imperative that we
focus our marketing and business development efforts.
We must price our products competitively and at the same
time insure that we are appropriately rewarded for risk
and the operational costs incurred to deliver our services.
It is critical that we continue to improve and enhance

our level of customer service and build meaningful
relationships with our customers. We must also strive to
be as efficient as possible in order to compete with the
wide array of competitors now offering financial services.
We continue to strive for improvement in all of these
areas. This last year we have focused internally on our
business processes and how we do business. We continue
to examine how we can better scrve our customers and at
the same time improve the efficiency of our processes.
Along with thesc cfforts we must continue to grow, both
internally and by acquisition, in order to spread our
expensc base and the regulatory burden over a larger
asset base,

Your company has never been better positioned to

take advantage of the opportunities that lie before us.

Qur capital base has grown to $49.2 million. The primary
markets within which we operate are economically diverse,
growing and have strong economics. We have had a year
of record profits. Qur management team continues to
strengthen as we grow and add key personmel that have
proven track records and skill sets. Our people
demonstrate a tremendous desire to serve our customers
and our stockholders. While the competition has never
been keener, we have never been as well prepared to
compete and succeed as we are now. We are excited about
your company’s prospects and the future for continued
growth and profitability.

I would like to thank our stockholders for your continued
support and confidence. We continually strive to operate

the company in a way that will enhance stockholder value
and reward your investment with a strong, profitable

organization of 0
which you can take

pride in. Tam
especially proud of
and indebted to
my associates that
have put forth a
tireless effort
throughout the
years and made
the growth,
strength, and
profitability of the company possible. Our associates are
the backbone of the company and our most treasured
asset. 1 know they will continue to strive to improve the
way we go about doing business and further enhance our
opportunities for success. And finally, I must thank our
customers for their confidence, support, and patronage.
We will continue to work to deliver quality financial
seTvices to enable you to succeed and prosper in your
business and personal endeavors. We look forward to 2007
and are anxious to continue the Landmark Bancorp, Tne.
traditions of growth, profitability, financial strength and
success.

Sincerely,

@Mﬁ.%

P’atrick L. Alexander
President and Chief Executive Officer



SELECTED FINANCIAL AND OTHER DATA OF
LANDMARK BANCORP, INC.

. . . At or for the years ended December 31, o
2006 2005 2004 2003 200

=

! (Dollars in thousands, except per share amounts)
| Selected Financjal Data:

- Total assets $ 590,568 $ 465,110 $ 442,091 334,046 $ 341,314
Loans (1) 380,688 275,729 278,260 215,030 229,112
i Investments available-for-sale 145,884 140,131 133,604 99,746 89,296
Cash and cash equivalents 14752 21,491 7,845 7,708 11,449
Deposits 444,485 331,273 302,868 253,108 264,281
Borrowings 90,416 85,258 94,571 33,755 26,203
Stockholders’ equity 49,236 44073 42,169 42,572 41,074
Selected Operating Data:
Interest income $ 34,394 $ 22,125 $ 19,949 $ 17,276 $ 19,562
Interest expense 15,639 8,957 7,000 5,655 7,111
Net interest income 18,756 13,167 12,949 11,622 12,451
Provision for loan losses 235 385 460 240 182
Net interest income after
provision for loan losses 18,521 12,782 12,489 11,382 12,269
Non-interest income 6,913 5,056 5,125 4,974 3,856
Non-intercst expense 17,345 12,282 11,353 9,229 9,184
Earnings before income taxes 8,089 5,556 6,261 7,127 6,941
Income tax expense 2,079 1,659 2,010 2,275 2,363
' Net earnings $ 6010 $ 3,897 $ 4251 $ 4852 $ 4578
| Net carnings per share (2):
. Basic $ 257 $ 167 $ 178 $ 199 5§ 18
Diluted 2,55 1.66 1.77 1.97 1.76
Dividends per share (2) 0.67 0.62 0.59 0.54 0.48
Book value per common share outstanding (2) 21.07 18.83 18.12 17.61 16.81
Other Data:
Return on average assets 1.01% 0.87 % 0.98 % 1.46 % 1.35 %
Return on average equity 13.01 9.04 9.98 11.53 11.31
Equity to total assets 8.34 9.48 9.54 12.74 12.30
Net interest rate spread 3.22 2.89 2.93 3.35 344
Net yield on average interest-carning assets 3.49 316 319 371 3.86
Non-performing assets to tofal assets 0.68 0.88 0.37 0.45 0.41
Non-performing loans to net loans 0.94 1.21 0.41 0.56 0.42
Allowance for loan losses to total loans 1.05 1.14 1.04 1.07 1.12
Dividend payout ratio 26,17 37.14 33.33 27.63 27.57
Number of full service banking offices 20 17 16 12 12

®%  Our selected consolidated financial data should be read in conjunction with, and is qualified in its entirety by, our consolidated

financial statements, including the related notes.

(1) Includes Toans held for sale totaling $1.4 million, $1.2 million, $846,000, $734,000 and $5.1 million at December 31, 2006,
2005, 2004, 2003 and 2002, respectively.

(2) All per share amounts have been adjusted to give effect to the 5% stock dividends paid in December 2006, 2005, 2004, 2003 and
2002.




MANAGEMENT’S DIsCUSSION AND ANALYSIS OF FINANCIAL
CoNDITION AND REsuLTS OF OPERATIONS

CORPORATE PROFILE AND OVERVIEW

Landmark Bancorp, Inc. is a one-bank holding
company incorporated under the laws of the State of
Delaware and is engaged in the banking business
through its wholly-owned subsidiary, Landmark
National Bank. Landmark Bancorp is listed on the
Nasdaq Global Market under the symbol “LARK”,
Landmark National Bank is dedicated to providing
quality financial and banking services to its local
communities. Qur strategy includes continuing a
tradition of quality assets while growing our
comumercial and commercial real estate loan portfolios.
We are committed to developing relationships with our
borrowers and providing a total banking service.

Landmark National Bank is principally engaged in the
business of attracting deposits from the general public
and using such deposits, together with Federal Home
Loan Bank borrowings and funds from operations, to
originate commercial real estate and non-real estate
loans and one-to-four family residential mortgage
loans. Landmark National Bank also originatey
consumer loans, small business loans, multi-family
residential mortgage loans and home equity loans.
Although not our primary business function, we do
invest in certain investment and mortgage-related
securities using deposits and other borrowings as
funding sources.

Our results of operations are primarily dependent on
net interest income, which is the difference between
interest income from interest-earning assets and interest
expense on interest-bearing liabilities. Net interest
income is affected by regulatory, economic and
competitive factors that influence interest rates, loan
demand and deposit flows. In addition, we are subject
to interest rate risk to the degree that our interest-
earning assets mature or reprice at different times, or at
different speeds, than our interest-bearing liabilities,

Our results of operations are also affected by non-
intercst income, such as service charges, loan fees and
gains and losses from the sale of newly originated loans
and investments. Our operating expenses, aside from
interest expense, principally consist of compensation
and employee benefits, occupancy costs, federal deposit
insurance costs, data processing expenses and
provisions for potential loan losses.

We are significantly impacted by prevailing economic
conditions including federal monetary and fiscal
policies and federal regulations of financial institutions,
Deposit balances are influenced by numerous factors
such as competing investments, the level of income and

the personal rate of savings within our market areas.
Factors influencing Jending activities include the
demand for housing and the interest rate pricing
competition from other lending institutions.

Currently, our business consists of ownership of
Landmark National Bank, with its main office in
Manhattan, Kansas and nineteen branch offices in
eastern, central and southwestern Kansas.

We completed the cash acquisition of all of the
outstanding equity of First Manhattan Bancorporation,
Inc. (“FMB”) effective January 1, 2006. FMB's
subsidiary thrift was merged into Landmark National
Bank immediately following the acquisition. This
acquisition expanded our market share in Manhattan
and further expanded our presence in higher-growth
market areas. FMB was a single thrift holding
company based in Manhattan, Kansas, with locations in
Manhattan, Junction City and Lawrence, Kansas. At
December 31, 2005, FMB had total assets of $129
million, including loans and deposits of $109 million
and $107 million, respectively. We paid cash in the
amount of $12.9 million for all of the outstanding stock
of EMB. In connection with the acquisition, we
recorded a core deposit intangible asset of $2.6 million,
which is being amortized on an accelerated basis over
10 years. The acquisition cost in excess of the net assets
and identifiable intangible assets acquired, has been
recorded as goodwill of $5.5 million, none of which is
deductible for tax purposes. The results for the year
ended December 31, 2006, include FMB's results of
operations since January 1, 2006.

On August 19, 2005, we acquired two branch locations
in Creat Bend, Kansas from UMB Financial
Corporation. Pursuant to the purchase agreement, we
assumed approximately $33.3 million in deposits and
acquired the related branch premises and equipment.
We received cash of approximately $30.4 million and
recorded a core deposit intangible of $1.4 million,
which is not deductible for tax purposes.

On April 1, 2004, we completed the cash acquisition of
First Kansas Financial Corporation (“First Kansas”),
which had total asscts of approximately $150 million,
including loans and deposits of $74 million and $84
million, respectively. First Kansas had branches in
Osawatomie, Paola, Louisburg, Fort Scott, Beloit, and
Phillipsburg, Kansas, This acquisition expanded our
presence in high-growth market areas in eastern
Kansas, presenting us with potential for revenue
generation and asset growth. The cost in excess of the
tangible and identifiable intangible net assets acquired
has been recorded as goodwill. In connection with the




; acquisition and the subsequent sale of our branches as
. described below, we recorded a core deposit intangible
| of $605,000, which is being amortized on an accelerated
basis over ten years, and goodwill attributable to the

b acquisition of First Kansas of $5.7 million, none of

. which is deductible for tax purposes. The results for

i the year ended December 31, 2004, include First

i Kansas’ results of operations since April 1, 2004.

During the third quarter of 2004, we sold the Beloit and

Phillipsburg branches we had acquired earlier in the

i First Kansas transaction primarily because these small

| branches were outside our current geographic range of

“operations. Upon consummation of the transactions,

we sold approximately $7.7 million in deposits and
approximately $2.4 million in loans and premises and

| equipment associated with the Beloit branch and

| approximately $4.7 million in deposits and

I approximately $846,000 in loans and premises and

b equipment related to the Phillipsburg branch. The net

- procecds reccived from the buyers of these branches

; were recorded as a reduction of goodwill and the core

deposit intangible,

3 CRITICAL ACCOUNTING POLICIES

[ Critical accounting policies are those which are both
most important to the portrayal of our financial

* condition and results of operations, and require our

I management’s most difficult, subjective or complex

i judgments, often as a result of the need to make

i estimates about the effect of matters that are inherently
¢ uncertain. Qur critical accounting policies relate to the
jQ “allowance for loan losses, the valuation of investment
il securitics, accounting for income taxes and the

| accounting related to business acquisitions, all of which
nvolve significant judgment by our management.

- We perform periodic and systematic detaijled reviews
of our lending portfolio to assess overall collectability.
The level of the allowance for loan losses reflects our
' estimate of the collectability of the loan portfolio.

3 While these estimates are based on substantive

i methods for determining allowarice requirements,

Il nevertheless, actual outcomes may differ significantly
- from estimated results. Additional explanation of the
methodologies used in establishing this reserve is
provided in the “Asset Quality and Distribution”

i section.,

We report our available for sale investment securities
t estimated fair values based on readily ascertainable

- values which are obtained from independent sources.

; Our management performs periodic reviews of the

investment securities to determine if any investment
securities have declined in value which might be
considered other than temporary. Our most recent
review showed that the decrease in fair value of the
secttrities, resulting in an unrealized loss position,

was related to changes in interest rates. None of the
unrcalized losses are related to credit deterioration.
We have the ability and intent to hold these securities
until market values recover, including up to the
maturity date. Although we believe that our estimates
of the fair values of investment securities to be
reasonable, economic and market factors may affect
the amounts that will ultimately be realized from these
investments,

The objectives of accounting for income taxes are to
recognize the amount of taxes payable or refundable
for the current year and deferred tax liabilities and
assets for the future tax consequences of events that
have been recognized in an entity’s financial statements
or tax returns. Judgment is required in assessing the
future tax consequences of events that have been
recognized in our financial statements or tax returns.
Fluctuations in the actual outcome of these future tax
consequences, including the effects of IRS examinations
and examinations by other state agencies, could
materially impact our financial position and results of
operations.

We have completed several business and asset
acquisitions which have generated significant
amounts of goodwill and intangible assets and related
amortization. The values assigned to goodwill

and intangibles, as well as their related useful lives,
are subject to judgment and estimation by our
management. Goodwill and intangibles related to
acquisitions arc determined and based on purchase
price allocations. Valuation of intangible asscts is
generally based on the estimated cash flows related

to those assets, while the initial value assigned to
goodwill is the residual of the purchase price over

the fair value of all identifiable assets acquired and
liabilities assumed. If the carrying value of the
goodwill exceeded the implied fair value of the
goodwill, an impairment loss would be recorded in
an amount equal to that excess. Performing such a
discounted cash flow analysis involves the use of
estimates and assumptions. Useful lives are
determined based on the expected future period of the
benefit of the asset, the assessment of which considers
various characteristics of the asset, including the
historical cash flows. Due to the number of estimates
involved related to the allocation of purchase price and
determining the appropriate useful lives of intangible
assets, we have identified purchase accounting as a
critical accounting policy.




CoMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
DecemBeR 31, 2006 AND DECEMBER 31, 2005

SUMMARY OF PERFORMANCE, Net earnings for
2006 increased $2.1 million, or 54.2%, to $6.0 million as
compared to 2005. Our improved earnings were
attributed primarily to our acquisition of FMB along
with continued improvement in our net interest margin.
The acquisition allowed for continued growth in non-
interest income items such as fees and service charges
and gains on sale of loans, Af the same time, we werc
able to realize cost savings associated with the
assimilation of the FMB franchise during 2006.

The year ended December 31, 2006 resulted in diluted
earnings per share of $2.55 compared to $1.66 for 2005.
Return on average assets was 1.01% for 2006, compared
to 0.87% for 2005. Return on average stockholders’

equity was 13.01% for 2006, compared to 9.04% for 2005.

We distributed a 5% stock dividend for the sixth
consecutive year in December 2006. All per share and
average share data in this section reflects the 2006 and
2005 stock dividends.

INTEREST INCOME. Interest income for 2006
increased $12.3 million, or 55.5%, to $34.4 million from
$22.1 million for 2005. This increase was primarily the
result of the increase in interest earning assets as a
result of the acquisition of FMB at the beginning of
2006. Average loans for 2006 increased to $393.7
million from $275.2 million in 2005. Interest income on
loans increased $11.0 million, or 63.6%, to $28.3 million
for 2006. Also contributing to the higher interest
income was an increase in the average yield on loans
from 6.28% during 2005 to 7.19% during 2006. Average
investment sccurities increased from $141.8 million for
2005, to $144.1 million for 2006. Interest income on
investment securities increased $1.3 million, or 26.3%,
to $6.1 million for 2006, due to the increase in interest
rates which allowed the yields on our investments
purchased in 2006 to exceed the yields on the
investments which either matured or were sold during
the past year. The average yield on our investment
securities increased to 4.23% during 2006 from 3.41%
during 2005.

INTEREST EXPENSE. Interest expense for 2006
increased 74.6%, or $6.7 million, to $15.6 million from
$9.0 million for 2005. Interest expense on deposits
increased to $10.9 million, or 96.5%, from $5.6 million
in 2005 as average deposits increased from $313.4
million for 2005, to $439.7 million during 2006. The
increase in interest expense on deposits resulted from
the addition of approximately $106.8 million in
deposits that we acquired through the FMB acquisition,
as well as from the repricing of deposits due to the rise

in interest rates, The average rate on our certificates of
deposit increased from 2.69% in 2005 to 3.78% in 2006.
Average borrowings for 2006 increased to $103.8
million from $88.6 million for 2005, The increase in
average borrowings related primarily to debt acquired
in the FMB acquisition. Corresponding with the
increase in average borrowings for the comparable
periods, interest expense on borrowings increased $1.3
million, or 38.6%. Additionally, contributing to the
increase in interest expenses on borrowings were
increased interest rates, as the average rate on our
borrowings increased from 3.82% in 2005 to 4.52% in
2006.

NET INTEREST INCOME. Net interest income
represents the difference between income derived from
inferest-eaming assets and the expense incurred on
interest-bearing liabilitics. Net interest income is
affected by both the difference between the rates of
interest earncd on interest-carnings assets and the rates
paid on interest-bearing liabilities (“interest rate
spread”) as well as the relative amounts of interest-
carning assets and interest-bearing liabilities.

Net interest income for the year ended December 31,
2006 increased $5.6 million to $18.8 million compared
to the year ended December 31, 2005, an increase of
42.4%. This increase was due primarily to the higher
level of interest earning assets obtained in the
acquisition of FMB and an improvement in the net
interest margin to 3.49% for 2006 from 3.16% for 2005.
The improvement in our net interest margin was
impacted by our balance sheet positioning over the
past couple of years, when interest rates were at
historical lows, to maintain a short term repricing
strategy for our interest earning assets. This approach
allowed our assets to reprice to higher rates at a faster
pace than our liabilities repriced during 2006, as short
and intermediate rates increased. Also contributing to
the increase was our ability to continue to diversify our
loan portfolio through the growth in commercial loans
during 2006. Although the FMB acquisition increased
our one-to-four family residential loan totals, our
percentage of one-to-four family residential loans
declined from 41.4% at December 31, 2005 to 39.5% at
December 31, 2006. This reduction in one-to-four
family residential loans was due to normal refinancings
and amortization, Another factor was the restructuring
of a part of our investment portfolio whercby we sold
some of our lower yielding, short term investments at a |
Joss and purchased longer term investments with
higher yields during the middle of 2006.




| PROVISION FOR LOAN LOSSES. We maintain, and
y -our Board of Directors monitors, an allowance for losses
| on loans. The allowance is established based upon

I management’s periodic evaluation of known and

i inherent risks in the loan portfolio, review of significant
i individual loans and collateral, review of delinquent

i loans, past loss experience, adverse situations that may
ffect the borrowers” ability to repay, current and
xpected market conditions, and other factors
management deems important. Determining the
ppropriate level of reserves involves a high degree of
management judgment and is based upon historical and
i projected losses in the loan portfolio and the collateral

| value of specifically identified problem loans.

i Additionally, allowance strategies and policies are

- subject to periodic review and revision in response to a

Y number of factors, including current market conditions,
% actual loss experience and management's expectations.

« ! The provision for loan losses decreased to $235,000 for
| 2006, compared to $385,000 for 2005, Qur regular

% review of the loan portfolio prompted a decrease in our
i provision, primarily as a result of improvement in the

t asset quality of the commercial loan portfolio. At

i December 31, 2006, the allowance for loan losses was

0 $4.0 million, or 1.1% of gross loans outstanding,
compared to $3.2 million, or 1.1% of gross loans

L outstanding, at December 31, 2005. For further

L. discussion of the provision for loan losses, refer to the

‘Asset Quality and Distribution” section.

% NON-INTEREST INCOME. Noninterest income

i increased $1.9 million or 36.7%, during 2006, to $6.9

i million compared to 2005. This improvement was

il primarily the result of a $502,000, or 78.6%, increase of
L gains on sale of loans, and an increase in fees and
service charges of $913,000, or 26.9%, both of which are
i primarily attributable to volume increases associated

L with the FMB acquisition. Additionally, total non-

: \mterest income included $717,000 in gains recognized

i from the sale of other assets, primarily from the sale of
: our previous headquarters located at 800 Poyntz,
ﬂManhatta11, Kansas. Also contributing to the increased
| non-interest income during 2006 was a $308,000 increase
L in bank owned life insurance income, which resulted
from the purchase of additional policies totaling $7.5

million in March 2006. Partially offsetting these
increases were losses of $300,000 on the sale of
investment securities during 2006 compared to a gain of
$47,000 for 2005. The losses incurred during 2006 were
the result of repositioning our investment portfolio by
selling some relatively short term, lower yielding
investment securities and purchasing longer term,
higher yielding investment securities. These increases
more than offset the $407,000 gain on prepayment of
Pederal Home Loan Bank borrowings recognized in the
third quarter of 2005.

NON-INTEREST EXPENSE. Non-interest expense
increased $5.1 million, or 41.2%, to $17.3 million for
2006, as compared to 2005. The increase in non-interest
expense for 2006 as compared to 2005 resulted primarily
from a $2.6 million increase in compensation and
benefits, an $812,000 increase in occupancy and
equipment, a $580,000 increase in amortization, a
$175,000 increase in professional fees and a $182,000
increase in data processing expenses. These increases
were primarily from the impact of the FMB acquisition
and the late 2005 acquisition of two branches in Great
Bend, Kansas. While we have made significant progress
achieving cost savings by consolidating our personnel,
operations and facilities, the impact of the acquisitions
included a net increase in personnel, equipment and
facilitics and the number of accounts being processed.
Also contributing to the increase in non-interest expense
was the opening of a new branch location in Topeka,
Kansgas during August 2006.

INCOME TAXES. Income tax expense increased
$421,000, or 25.4%, to $2.1 million for 2006, from $1.7
million for 2005. The increase in income tax expense for
2006 resulted from the increase in taxable income
during 2006 as compared to 2005. Offsetting the
increase in taxable income was a decline in the effective
tax rate for 2006, which decreased to 25.7% from 29.9%
for 2005. The cffective tax rate for 2006 was lower than
2005 primarily because we recognized certain
previously unrecorded tax benefits due to the resolution
of tax uncertainties, along with an increase in non-
taxable income related to bank owned life insurance
and municipal investments.




CoMPARISON OF OPERATING REsuLTS FOR THE YEARS ENDED
DecemBer 31, 2005 AND DecemBer 31, 2004

SUMMARY OF PERFORMANCE. Net earnings for
2005 decreased $354,000, or 8.3%, to $3.9 million as
compared to 2004. This decline in net earnings was
generally attributable to reduced gains on sales of loans
and investments and an increased non-interest expense
which was partially offset by gains on repayment of
FHLB borrowings and an improvement in net interest
income. The gains on sales of loans decreased as
residential mortgage refinancing activity continued to
slow as interest rates increased from the beginning of
2004. The increases in non-interest expense and the
improvement of net interest income primarily resulted
from our acquisition of First Kansas on April 1, 2004, as
we incurred additional expenses associated with
operating these new branches and as our average
earning assets increased,

The year ended December 31, 2005 resulted in diluted
earnings per share of $1.66 compared to $1.77 for 2004.
Return on average assets was 0.87% for 2005, compared
to 0.98% for 2004. Return on average stockholders’
equity was 9.04% for 2005, compared to 9.98% for 2004.

We distributed a 5% stock dividend for the fifth
consecutive year in December 2005. All per share and
average share data in this section reflects the 2006 and
2005 stock dividends.

INTEREST INCOME, Interest income for 2005
increased $2.2 million, or 10.9%, to $22.1 million from
$19.9 million for 2004. This increase was partially the
result of the increase in interest earning assets as 2005
was the first full year for the First Kansas acquisition in
addition to the rise in interest rates experienced during
2005. Average loans for 2005 increased to $275.2
million from $267.0 million for the same period in 2004.
Interest income on loans increased $1.6 million, or
10.3%, to $17.3 million for 2005. Average investment
securities increased from $139.0 million for 2004, to
$141.8 million for 2005. Interest income on investment
securities increased $554,000, or 13.0%, to $4.8 million
for 2005, due to the increase in interest rates which
allowed the yields on our investments purchased in
2005 to exceed the yields on our maturing investments.

INTEREST EXPENSE. Interest expense for 2005
increased to $9.0 million from $7.0 million for 2004, or
28.0%. Interest expense on deposits increased to $5.6
million, or 41.2%, from $3.9 million in 2005 as average
deposits increased from $306.1 million at December 31,
2004, to $313.4 million at December 31, 2005. The
increase in interest expense on deposits resulted
primarily from the increase in interest rates and the
repricing of maturing deposits at these higher rates.

Interest expense on borrowings increased $331,000, or
10.8%. The increase in interest expense on borrowings
resulted primarily from additional advances from the
FHLB of approximately $56.4 million which we
assumed through the acquisition of First Kansas, and
the $7.0 million that we borrowed in April 2004 to
consummate the acquisition of First Kansas. These
increases were partially offset by the repayment of
$10.0 million of FHLB advances prior to their
scheduled maturities in August 2005.

NET INTEREST INCOME. Net interest income for ‘
2005 totaled $13.2 million, a 1.7% increase, as compared i
to $12.9 million for 2004, due primarily to a higher level
of net interest earning assets obtained through the First
Kansas acquisition in April 2004. Average earning
assets increased during 2005 to $417.0 million from
$405.9 million for 2004. The net interest margin on
earning assets was 3.16% for 2005, down from 3.19%
for the same period of 2004. The decline in our net
interest margin was primarily the result of the
increased FHLB advances acquired with the First
Kansas acquisition which are priced relatively higher
than deposit rates. Additionally, the residential
mortgage loans acquired with the First Kansas b
acquisition were also at rates that were relatively lower
than the average of our loan portfolio prior to the
acquisition. Also contributing to the decline in the net
interest margin was a continued reduction in loans
arising from payoffs and refinancing in the one-to-four
family residential loan portfolio exceeding our ability
to generate new commercial and consumer loans.

PROVISION FOR LOAN LOSSES. The provision
for loan losses decreased to $385,000 for 2005,
compared to $460,000 for 2004. Our continuous review
of the loan portfolio prompted a decrease in our
provision, primarily as a result of improvement in the
agset quality of the commercial loan portfolio. At
December 31, 2005, the allowance for loan losses was
$3.2 million, or 1.1% of gross loans outstanding,
compared to $2.9 million, or 1.0% of gross loans
outstanding, at December 31, 2004. For further
discussion of the provision for loan losses, refer to the
“ Asset Quality and Distribution” section.

NON-INTEREST INCOME. Non-interest income
remained relatively flat, decreasing $69,000, or 1.4%, for
2005 to $5.1 million. The decrease in non-interest
income reflected a 35.3% decline in the gains on sale of
loans from $987,000 for 2004, to $639,000 for 2005 as our |
residential mortgage financing activities slowed to
more normal levels. Also contributing to this decrease
was decreased gains on sale of investments of $312,000
for 2005 as compared to 2004, resulting from fewer



| equity security sales from our holding company’s
nvestment portfolio. Offsetting these decreases in non-
nterest income was a $407,000 gain on the repayment

. of $10.0 million of FHLB advances. Also offsetting this
decrease was increased fees and service charges of
$238,000 for 2005, as compared to 2004, relating
primarily to increased deposit service charges

! associated with increased retail checking accounts.

NON-INTEREST EXPENSE. Non-interest expense
increased $929,000, or 8.2%, to $12.3 million for 2005, as
compared to 2004. The increase in non-interest expense
. for 2005 as compared to 2004 resulted primarily from a
\ $276,000 increase in compensation and benefits, a

e $155,000 increase in occupancy and equipment, a

. $128,000 increase in data processing expenses, and a
$75,000 increase in amortization expense. These

| increases were primarily associated with the operations
| of the branches acquired from First Kansas and the two
| branches in Great Bend. Also contributing to the
increase in non-interest expense for 2005, was an
increase of $102,000 in advertising expenses related to a
| marketing initiative that was introduced during 2004.

INCOME TAXES. Income tax expense decreased
$351,000, or 17.5%, to $1.7 million for 2005, from $2.0
million for 2004. The decrease in income tax expense
for 2005, resulted primarily from a decrease in taxable
income along with an increase in the utilization of tax
exempt investments. The effective tax rate for 2005,
was 29.9% as compared to 32.1% for 2004.




AVERAGE ASSETS/LIABILITIES. The periods indicated (derived by dividing income or

following table sets forth information relating to expense by the rn.onthly average balarlllce Of assets or
average balances of interest-earning assets and interest- hablhltlss, respectlvely) as well as the “net 1ntere§t
bearing liabilities for the years ended December 31, margin” (which reﬂ.ects the effect of the net earnings
2006, 2005 and 2004. This table reflects the average balance) for the periods shown.

yields on assets and average costs of liabilities for the

AVERAGE BALANCE SHEETS — AVERAGE YIELDS AND RATES

Year ended December 31,2006  Year ended December 31, 2005 Year ended December 31, 2004
Average Average Average Average Average Average
Balance Interest Yield/Ratc Balange Interest Yield/Rate Balance Interest Yield/Rate

Assets
Interest-carning asscts:
Investment securities (1) $ 144110 $6101  423% $ 141,790 $ 4830  341% $ 139,008 $ 4,276 3.08%
Loans reccivable, net (2) 393709 28294  7.19% 275,183 17,294  6.28% 266,938 15,673 5.87%
Total interest-earning assets 537819 34395 640% 416973 22124  531% 405946 19,949 4.91%
Non-interest-earning asscts 59,573 32,347 27,766

Total $ 597,392 $ 449,320 $ 433712

Liabilities and Stockholders’ Equity
Interest-bearing liabilities:

Certificates of deposit $ 226,963 $8570  3.78% $ 162,442 $ 4369  2.69% % 160,251 $ 2,849 1.78%
Money market and
NOW accounts 131,470 2287  1.74% 95,010 1,129 1.19% 93,640 811 0.87%
Savings accounts 29,914 90 0.30% 24,520 73 0.30% 20,304 285 1.40%
FHLB advances and
other borrowings 103,805 4,692  452% 88,599 3386  3.82% 80,109 3055  3.81%
Total interest-bearing
liabilities 492,152 15639 3.18% 370,571 8,957 2427 354,304 _Z.000 1.98%
Non-interest-bearing
liabilities 59,031 35,644 36,796
Stockholders' equity 46,209 43,105 42,612
Total $ 597,392 $ 499,320 $ 433712
Net interest income $18.756 $13.167 $12.949
Interest rate spread (3) 3.22%, 2.89% 2.93%
Net interest margin (4) 3.49% 3.16% 3.19%

Ratio of average interest-
earning asscts to average
interest-bearing liabilities 109.28% 112.52% 114.58%

(1) Income on investment securities includes all securities and interest bearing deposits in other financial institutions.
Intcrest on tax exempt investment securities is not presented on a tax equivalent basis.

(2) Includes loans classified as non-accrual.

(3) Interest rate spread represents the difference between the average yield on interest-earning assets and the average
cost of interest-bearing liabilitics.

(4) Net intcrest margin represents net interest income divided by average interest-earning asscts.




LANDMARK BANCORP, INC. AND SUBSIDIARY
QUARTERLY RESULTS OF OPERATIONS

_ Fiscal 2006 Quarters Ended

B March 31 Jumedd _ _ September 30_ _ December 31
nterest income $ 8137331 $ 8,346,242 $ 8837471 $ 9,073,397
nterest expense . _ _ 349194 37%, 355 o 4nms5091 0 423249
Net interest income 4,645,387 4,546,887 4,722,380 4,840,903

i Provision for loan losses 60000 _ o _ 15000 80000 _ _ 80,000_
Net interest income after p provmon
for loan losses 4,585,387 4,531,887 4,642,380 4,760,903
¢ Non-interest income 1,691,541 1,941,325 1,683,077 1,597,204
 Non-interestexpense 4236854 42714 _ 4313570 _ 4577030
. Earnings before income taxes 2,040,074 2,256,058 2,011,887 1,781,077
|\ Incometaxexpense__ __ 619160 659968 54820 252087
Net earnings $ 1420914 $ 1,596,090 $ 1463647 $ 1,528,990
Earnings per share(1):
Basic $ 0.61 $ 0.68 $ 0.63 $ 0.65
Diluted (.60 0.68 0.62 0.65

_ Fiscal 2005 Quarters Ended

= March 31_ June30 SLp_ember 30 Decunber 31
. Interest income $ 5,151,585 5,450,664 § 5,717,033 § 5,805, 333
| Interestexpense . _ o _ 204071 _ 2230316 234873 _ 23374l
b Net interest income 3,110,794 3,220,348 3,368,277 3,467,922
Provision for loanlosses _ _  _ _  _ 120000 105000 _ _ 100000  _ _ 60,000
Net interest income after provision
for loan losses 2,990,794 3,115,348 3,268,277 3,407,922
Non-interest income 1,060,415 1,277,020 1,584,377 1,134,249
Non-interest expense . _ 2898242 3010929  _ _ 3075021 3298129
Barnings before income taxes 1,152,967 1,381,439 1,777,633 1,244,042
Income tax expense 349591 431775 _ 544377 333174
Net earnings $ 803,376 $ 949,664 § 1,233,256 § 910,868
Earnings per share():
Basic $ 0.34 $ 041 5 0.53 $ 0.39
Diluted 0.34 0.41 052 0.39

E (1) All per share amounts have been adjusted to give effect to the 5% stock dividend paid during December 2006 and 2005.




FINANCIAL CONDITION

ASSET QUALITY AND DISTRIBUTION. Total
assets increased to $590.6 million at December 31, 2006,
compared to $465.1 million at December 31, 2005,
primarily due to the EMB acquisition. Qur primary
ongoing sources of funds are deposits, FHLB
borrowings, proceeds from principal and interest
payments on loans and investment securities and
proceeds from the sale of mortgage loans and
investment securities. While maturities and scheduled
amortization of loans are a predictable source of funds,
deposit flows and mortgage prepayments are greatly
influenced by general interest rates and economic
conditions.

Net loans, excluding loans held for sale, increased
$104.8 million to $379.3 million as of December 31,
2006 from $274.5 million as of December 31, 2005. This
increase was primarily the result of the addition of
$109.4 million in loans in the FMB acquisition,
Excluding the acquisition of FMB, our loans declined
$3.3 million as a result of refinancings and paydowns
in our residential portfolio, which slightly exceeded
our commercial loan originations. We have
concentrated on generating commercial loans over the
past few years and are pleased that this segment of our
loan portfolio has grown. While the FMB acquisition
increased our one-to-four family residential loan totals,
as the majority of the acquired loans were residential,
we plan to continue our efforts to grow our
commercial lending activities. As of December 31,
2006, our one-to-four family residential loans
comprised 39.5% of total loans, down from 41.4% at
December 31, 2005. We anticipate continuing to
diversify our loan portfolio composition through our
continued planned expansion of commercial lending
activities.

Our primary investing activities are the origination of
commercial, mortgage and consumer loans and the
purchase of investment and mortgage-backed
securities. Generally, we originate fixed-rate,
residential mortgage loans with maturities in excess of
ten years for sale in the secondary market. We do not
originate and warehouse these fixed-rate residential
loans for resale in order to speculate on interest rates.
As of December 31, 2006, our residential mortgage
loan portfolio consisted of $44.6 million with fixed
rates and $106.7 million with variable rates.

The allowance for losses on loans is established
through a provision for losses on loans based on our
evaluation of the risk intherent in the loan portfolio and
changes in the nature and volume of its loan activity.
Such evaluation, which includes a review of all loans

with respect to which full collectibility may not be
reasonably assured, considers the fair value of the
underlying collateral, economic conditions, historical
loan loss expericence, level of classified loans and other
factors that warrant recognition in providing for an
adequate allowance for losses on loans,

We belicve that the quality of the loan portfolio
continues to be strong as cvidenced by our low levels
of past due and non-accrual loans. Loans past due
more than one month and less than 90 days totaled $4.5
million as of December 31, 2006 compared to $1.5
million as of December 31, 2005. While our delinquent
loan totals have increased from the prior year, the
increase is partially attributable to the general increase
in our one-to-four family residential loans as a result of
the FMB acquisition. We have also experienced a
delinquency increase in other loan categories, however
given our assessment of the collateral values associated
with these loans, we do not anticipate any significant
loss exposure. Despite this increase in delinquent
loans, our December 31, 2006 ratio of delinquent loans
to total loans remained relatively low at 1.2%. As of
December 31, 2006, 10ans with a balance of $3.6 million
were on non-accrual status, or 0.94% of total loans,
compared to a balance of $3.3 million loans on non-
accrual status, or 1.21% of total loans, as of December
31, 2005, The ratio of non-performing assets as a
percentage of total assets remained low at 0.68% at
December 31, 2006 and ().88% at December 31, 2005.
Net charge offs were $247,000 for 2006, compared to net
charge offs of $128,000 for 2005.

Residential home loans comprised 50.5% of the $3.6
million non-accrual balance at December 31, 2006,
These loans have been underwritten according to our
residential lending policies and are well secured by real
estate collateral, and in many instances, private
mortgage insurance or government guarantees. We
have historically incurred minimal losses on mortgage
loans based on collateral values and underlying
insurance or guarantees,

We are pleased that there appear to be indications of
continuing strength in the economy. The outlook of the
economy for 2007, however, depends on whether the
strengthening will be sustainable and how quickly
consumer confidence responds to the positive effects, if
any, on the economy. Based on the outcomes, these
events could adversely affect cash flows for both
commercial and individual borrowers, as a result of
which, we could experience increases in problem
assets, delinquencies and losses on loans. Many
financial institutions have experienced an increase in
non-performing assets during the recent economic




eriod, as even well-established business borrowers
eveloped cash flow, profitability and other business-
elated problems. We believe that the allowance for
osses on loans at December 31, 2006, was adequate,
owever, there can be no assurances that logses will not
- exceed the estimated amounts. While we believe that

\ we use the best information available to determine the
i allowance for losses on loans, unforeseen market

i conditions could result in adjustment to the allowance
L for losses on loans. In addition, net earnings could be
significantly affected if circumstances differ
substantially from the assumptions used in establishing
i the allowance for losses on loans.

- LIABILITY DISTRIBUTION. Total deposits increased
$113.2 million to $444.5 million at December 31, 2006
rom $331.3 million at December 31, 2005, resulting
! primarily from the acquisition of FMB. Borrowings
| increased $5.1 million to $90.4 million at December 31,
" 2006 from $85.3 million at December 31, 2005, resulting
| primarily from the borrowings used to fund the FMB
! acquisition.

| Non-interest bearing deposits at December 31, 2006

I were $48.4 million, or 10.9% of deposits, compared to

% $38.4 million, or 11.6% of deposits, at December 31,

i 2005. Money market and NOW deposit accounts were
30.9% of the portfolio and totaled $137.3 million at
Decambar 31, 2006, compared to $103.7 million, or
31.3% of deposits, at December 31, 2005. Savings
accounts increased to $27.7 m11110n, or 6.2% of deposits,
‘at December 31, 2006, from $26.1 mllllon, or 7.9% uf

increased to $231.1 million, or 52.0% of deposits, at
December 31, 2006, from $163.1 million, or 49.2% of

obligations $ 95,977,270 $ 8,631,775

% Contractual cash One year
% § obligations . Total or less

| Operating leases $ 311,200 $ 102,132
§ Service contracts 5,250,000 1,260,000
| FHLB advances 61,920,421 ~
L Other “borrowings 28,495,643 7,269,643
. Total contractual

Certificates of deposit at December 31, 2006 which were
scheduled to mature in one year or less totaled $183.4
million. Historically, maturing deposits have generally
remained with Landmark National Bank and we
believe that a significant portion of the deposits
maturing in one year or less will remain with us upon
maturity.

CASH FLOWS. During the year ended December 31,
2006, our cash and cash equivalents decreased by $6.7
million. Our operating activities during 2006 used net
cash of $1.6 million. We used $747,000 in investing
activities in 2006, primarily from the $9.1 million net
cash paid in the FMB acquisition and $3.2 million spent
on purchases of premises and equipment. Offsetting
this was $6.0 million of cash relating to a net decrease
in investment securities and $3.3 million net decrease in
loans. We used net cash of $4.4 million in financing
activities during 2006, primarily due to an $8.9 million
decrease in our FHLB borrowings, the payment of $1.6
million in dividends and $139,000 for the purchase of
treasury stock. These outflows of cash for financing
activities were offset by a $6.5 million increase in our
deposits portfolio and $34,000 of proceeds from the
issuance of common stock associated with the exercise
of stock options.

CONTRACTUAL OBLIGATIONS AND
COMMERCIAL COMMITMENTS, The following
table presents contractual obligations, defined as
operating lease obligations and principal payments due
on non-deposit obligations with maturitics in excess of
one year as of December 31, 2006, for the periods
indicated.

One to Four to More than
threeyears  five years five years
$ 193,602 $ 15472 % -

2,520,000 1,470,000 —
41,306,250 16,167,371 4,446,800
470000 — 16,496,000
$ 48,749,852 $ 17,652,843 $ 20,942,800




LIQUIDITY. Our most liquid assets are cash and cash
equivalents and investment securities available for sale.
The level of these assets is dependent on our operating,
financing, lending and investing activities during any
given period. At December 31, 2006 and 2005, the
carrying value of these liquid assets totaled $160.6
million and $161.6 million, respectively. During periods
in which we are not able to originate a sufficient amount
of loans and/or periods of high principal prepayments,
we increase our liquid assets by investing in short-term
U.S. Government and agency securities or high-grade
municipal securities.

Liquidity management is both a daily and long-term
function of our strategy. Excess funds are generally
invested in short-term investments. In the event we
require funds beyond our ability to generate them
internally, additional funds are available through the use
of FHLB advances, a line of credit with the FHLB, other
borrowings or through sales of securities. At December
31, 2006, we had outstanding FHLB advances of $61.9
million and had no borrowings on our line of credit with
the FHLB, At December 31, 2006, our total borrowing
capacity with the FHLB, which is based on collateral
pledged, was $120.8 million. We also had other
borrowings of $28.5 million at December 31, 2006, which
included $16.5 million of subordinated debentures, $4.7
million of long-term debt and $7.3 million in repurchase
agreements.

As a provider of financial services, we routinely issue
financial guarantees in the form of financial and
performance standby letters of credit. Standby letters of
credit are contingent commitments issued by us
generally to guarantee the payment or performance
obligation of a customer to a third party. While these
standby letters of credit represent a potential outlay by
us, a significant amount of the commitments may expire
without being drawn upon. We have recourse against
the customer for any amount the customer is required to
pay to a third party under a standby letter of credit. The
letters of credit are subject to the same credit policies,
underwriting standards and approval process as loans
made by us. Most of the standby letters of credit are
secured, and in the event of nonperformance by the
customers, we have the right to the underlying collateral,
which could include commercial real estate, physical
plant and property, inventory, receivables, cash and
marketable securities. The contract amount of these
standby letters of credit, which represents the maximum
potential future payments guaranteed by us, was $3.0
million at December 31, 2006.

At December 31, 2006, we had outstanding loan
commitments, excluding standby letters of credit, of
$63.2 million. We anticipate that sufficient funds will be

available to meet current loan commitments. These
commitments consist of letters of credit, unfunded lines
of credit and commitments to finance real estate loans.

CAPITAL. The Federal Reserve has established capital
requirements for bank holding companies which
generally parallel the capital requirements for national
banks under OCC regulations. The regulations provide
that such standards will generally be applied on a
consolidated (rather than a bank-only) basis in the case

of a bank holding company with more than $500 million

in total consolidated assets.

3

i

At December 31, 2006, we continued to maintain a sound

leverage capital ratio of 8% and a total risk based capital
ratio of 13%. As shown by the following table, our
capital exceeded the minimum capital requirements at
December 31, 2006 (dollars in thousands):

i
i

Actual  Actual Required Required
amount percent percent amount
Leverage $ 48,899 8% 4% $ 23,204
Tier 1 capital $ 48,899 12% 4% $ 15,898
Total risk
based capital ~ $53,008  13% 8%  $3L,797

At December 31, 2006, Landmark National Bank
continued to maintain a sound leverage ratio of 9%
and a total risk based capital ratio of 14%. As shown
by the following table, Landmark National Bank’s
capital exceeded the minimum capital requirements at
December 31, 2006 (dollars in thousands):

Actual  Actual Required Required

amount percent percent amount

Leverage $ 51,710 9% 4% $ 23,137

Tier 1 capital $ 51,710 13% 47, $ 15,863
Total risk

based capital $ 55,740 14% 8% $ 31,727

Banks and bank holding companies are generally
expected to operate at or above the minimum capital
requirements. The above ratios are well in excess of
regulatory minimums and should allow us to operate

without capital adequacy concerns. The Federal Deposit §

Insurance Corporation Improvement Act of 1991
establishes a bank rating system based on the capital
levels of banks. As of December 31, 2006 and 2005, we
were rated “well capitalized”, which is the highest
rating available under this capital-based rating system.
We have $16.5 million in trust preferred securities and,
in accordance with current capital guidelines, this
amount has been included in our Tier 1 capital ratios
as of December 31, 2006. Cash distributions on the
securities are payable quarterly, are deductible for
income tax purposes and are included in interest
expense in the consolidated financial statements.

i
v

g
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On March 1, 2005, the Board of Governors of the
Federal Reserve System issued a final rule regarding the
|| continued inclusion of trust preferred securities in the
Tier 1 capital of bank holding companies, subject to
stricter standards. As a result of the final rule, the

| Federal Reserve will limit the aggregate amount of a

H bank holding company’s cumulative perpetual

i preferred stock, trust preferred securities and other

‘j‘: minority interests to 25% of a company’s core capital

. elements, net of goodwill. Regulations in place at the
time we placed our currently outstanding trust

\ preferred securities did not require the deduction of

I goodwill. The rule also provides that amounts of
qualifying trust preferred securities and certain minority
interests in excess of the 25% limit may be included in
Tier 2 capital but will be limited, together with
subordinated debt and limited-life preferred stock, to
50% of Tier 1 capital. The final rule provides a five-year
I transition period for bank holding companies to meet

i these quantitative limitations. While management does
not anticipate that the final rule will have an impact on
the Company when the five-year transition perjod
expires, it is not possible to predict the final impact of

| the rule on us.

. DIVIDENDS

During the year ended December 31, 2006, we paid a

i quarterly cash dividend of $0.1619 per share to our

- stockholders for the first, second and third quarters.
The cash dividend was increased to $0.181 per share in
the fourth quarter of 2006, which represented a 12%
increase over the amount paid in the previous quarter.
Additionally, we distributed a 5% stock dividend for the
' sixth consecutive year in December 2006, The cash
dividends have been adjusted to give effect to the 5%
stock dividend.

i The payment of dividends by any financial institution

i or its holding company is affected by the requirement to
I maintain adequate capital pursuant to applicable capital
} adequacy guidelines and regulations. As described

[ above, Landmark National Bank exceeded its minimum
capital requirements under applicable guidelines as of
December 31, 2006. The National Bank Act imposes

| limitations on the amount of dividends that a national

i bank may pay without prior regulatory approval.
(Jenerally, the amount is limited to the bank’s current

| year’s net earnings plus the adjusted retained earnings

L for the two preceding years. As of December 31, 2006,
approximately $122,000 was available to be paid as

i dividends to Landmark Bancorp by Landmark National
i Bank without prior regulatory approval.

i Additionally, our ability to pay dividends is limited by
5 the subordinated debentures that are held by two
- business trusts that we control. Interest payments on

the debentures must be paid before we pay dividends
on our capital stock, including our common stock. We
have the right to defer interest payments on the
debentures for up to 20 consecutive quarters. However,
if we elect to defer interest payments, all deferred
interest must be paid before we may pay dividends on
our capital stock.

RECENT ACCOUNTING
DEVELOPMENTS

In February 2006, the Financial Accounting Standards
Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 155, “Accounting

for Certain Hybrid Financial Instruments - an amendment of

FASB Statements No. 133 and 140”. The Statement
permits fair value remeasurement for certain hybrid
financial instruments containing embedded derivatives,
and clarifies the derivative accounting requirements for
interest and principal-only strip securities and interests
in securitized financial assets. It also clarifies that
concentrations of credit risk in the form of
subordination are not embedded derivatives and
eliminates a previous prohibition on qualifying special-
purpose entities from holding certain derivative
financial instruments. For calendar year companies,
this statement is effective for all financial instruments
acquired or issued after January 1, 2007. We do not
expect that adoption of the Statement will have a
material effect on our consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156,
“Accounting for Servicing of Financial Assets — an
amendment of FASB Statement No. 140”. The Statement
specifies under what situations servicing assets and
servicing liabilities must be recognized. It requires
these assets and liabilities to be initially measured at
fair value and specifies acceptable measurement
methods subsequent to their recognition. Separate
presentation in the financial statements and additional
disclosures are also required. For calendar year
companies, this statement is effective beginning
January 1, 2007. We do not expect that adoption of the
Statement will have a material effect on our
consolidated financial statements.

Also in March 2006, the FASB issued Staff Position 85-4-
1, which provides initial and subsequent measurement
guidance and financial statement presentation and
disclosure guidance for investments by third-party
investors in life settlement contracts. The investments
must be accounted for by either (a) recognizing the
initial investment at transaction price plus direct
external costs and capitalizing continuing costs, with
no gain recognized in earnings until the insured dies,
or (b) recognizing the initial investment at transaction
price and remeasuring the investment at fair value at




each reporting period, with fair value changes
recognized in earnings as they occur. For calendar year
companies, the guidance in this staff position must be
applied beginning January 1, 2007. We do not expect
that adoption of the Staff Position will have a material
effect on our consolidated financial statements.

In June 2006, the FASB issued Financial Interpretation
No. 48, “Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109”, which
prescribes the recognition threshold and measurement
attribute necessary for recognition in the financial
statements of a tax position taken, or expected to be
taken, in a tax return. Under FIN 48, an income tax
position will be recognized if it is more likely than not
that it will be sustained upon IRS examination, based
upon its technical merits. Once that status is met, the
amount recorded will be the largest amount of benefit
that is greater than 50 percent likely of being realized
upon ultimate settlement. It also provides guidance on
derecognition, classification, interest and penalties,
interim period accounting, disclosure, and transition
requirements. For calendar year companies, this
Interpretation is effective January 1, 2007. The
adoption of FIN 48 did not have a material effect on
our financial statements.

In September 2006, the Securities and Exchange
Commission issued Staff Accounting Bulletin (“SAB”)
No. 108, “Considering the Effects of Prior Year
Misstatements in Current Year Financial Statements.”
SAB No. 108 provides guidance on the consideration of
the effects of prior year misstatements in quantifying
current year misstatements for the purpose of a
materiality assessment. Prior year misstatements must
be considered in quantifying misstatements in current
year financial statements and if the effect of those
misstatements is material to the current year, the prior
year financial statements must be corrected even
though such revision previously was and continues to
be immaterial to the prior year financial statements.
Our analysis under SAB No. 108 of prior year and
current year misstatements did not result in any
adjustment to prior year or current year financial
statements.

In September 2006, the FASB issued SFAS No. 157, ”Fair
Value Measurements”. This Statement defines fair
value, establishes a framework for measuring fair value
in generally accepted accounting principles, and
expands disclosures about fair value measurements, It
does not require any new fair value measurements. For
calendar year companies, the Statement is effective
beginning January 1, 2008, We do not expect that
adoption of the Statement will have a material effect on
our consolidated financial statements.

In September 2006, the Emerging Issues Task Force
(“EITE”) Issue 06-4, “Accounting for Deferred
Compensation and Postretirement Benefit Aspects of
Endorsement Split-Dollar Life Insurance Arrangements”,
was ratified. This EITF Issue addresses accounting for
separate agreements which split life insurance policy
benefits between an employer and employee. The
Issue requires the employer to recognize a liability for
future benefits payable to the employee under these
agreements. The effects of applying this Issue must be
recognized through either a change in accounting
principle through an adjustment to equity or through
the retrospective application to all prior periods. For
calendar year companies, the Issue is effective
beginning January 1, 2008. We do not expect that
adoption of the Issue will have a material effect on our
consolidated financial statements.

In September 2006, the EITF Issue 06-5, “ Accounting for ~ |§
Purchases of Life Insurance — Determining the Amount That
Could Be Realized in Accordance with FASB Technical
Bulletin No. 85-4”, was ratified. This EITF I[ssue
addresses accounting for what could be realized as an
asset and provides clarification regarding additional
amounts included in the contractual terms of an ‘
individual policy in determining the amount that could |
be realized under the insurance contract. The effects of
applying this issue must be recognized through an
adjustment to equity or through the retrospective
application to all prior periods. For calendar year
companies, the Issue is effective beginning January 1,
2008. We do not expect that adoption of the Issue will
have a material effect on our consolidated financial
statements.

In February 2007, the FASB issued SFAS No. 159, “The
Fair Value Option for Financial Assets and Financial
Liabilities.” SFAS No. 159 allows companies to elect fair- i
value measurement of specified financial instruments
and warranty and insurance contracts when an eligible
asset or liability is initially recognized or when an event,
such as a business combination triggers new basis of
accounting for that asset or liability. The election, called |
the “fair-value option,” will enable some companies to
reduce the volatility in reported earnings caused by
measuring related assets and liabilities differently. The
election is available for eligible assets or liabilities on a
contract-by-contract basis without electing it for
identical assets or liabilities under certain restrictions.
The effective date of Statement will be reporting h
periods beginning after November 15, 2007. We do not
expect that adoption of the Statement will have a i
material effect on our consolidated financial statements. |




. EFFECTS OF INFLATION

Qur consolidated financial statements and
accompanying footnotes have been prepared in
accordance with U.S. generally accepted accounting

- principles, which generally requires the measurement

¢ of financial position and operating results in terms of

* historical dollars without consideration for changes in
* the relative purchasing power of money over time due
to inflation. The impact of inflation can be found in the
' increased cost of our operations because our assets and
| liabilities are primarily monetary and interest rates

: have a greater impact on our performance than do the
. effects of inflation,

 QUANTITATIVE AND QUALITATIVE
‘DiSCLOSURES ABOUT MARKET RisK

. Our assets and liabilities are principally financial in
nature and the resulting net interest income thereon is
subject to changes in market interest rates and the mix
. of various assets and liabilities. Interest rates in the
financial markets affect our decision on pricing our
assets and liabilities which impacts our net interest

i income, a significant cash flow source for us. As a
result, a substantial portion of our risk management

.. activities relates to managing interest rate risk.

- Our Asset/ Liability Management Committee monitors
. the interest rate sensitivity of our balance sheet using
earnings simulation models and interest sensitivity
GAP analysis. We have set policy limits of intercst rate
risk to be assumed in the normal course of business

and monitor such limits through our simulation
process.

. We have been successful in meeting the interest rate
sensitivity objectives set forth in our policy. Simulation
models are prepared to determine the impact on net
interest income for the coming twelve months,
including using rates at December 31, 2006, and
forecasting volumes for the twelve month projection.
This position is then subjected to a shift in interest rates
of 100 and 200 basis points rising and 100 and 200 basis
points falling with an impact to our net interest income
on a one year horizon as follows:

$ change in net % of net
Scenario interest income  interest income
100 basis point rising  § 181,000 1.0%
\ 200 basis pointrising ~ $ 109,000 0.6%
| 100 basis point falling  §$ (494,000) (2.6%)
. 200 basis point falling  $ (1,096,000) (5.9%)

ASSET/LIABILITY MANAGEMENT

We are emphasizing the origination of adjustable rate
mortgages for portfolio retention along with shorter-
term consumer and commercial loans to reduce the
sensitivity of our earnings to interest rate fluctuations.
Interest rate “gap” analysis is a common, though
imperfect, measure of interest rate risk which measures
the relative dollar amounts of interest-earning assets
and interest bearing liabilitics which reprice within a
specific time period, either through maturity or rate
adjustment. The “gap” is the difference between the
amounts of such assets and liabilities that are subject fo
such repricing. A “positive” gap for a given period
means that the amount of interest-earning assets
maturing or otherwise repricing within that period
exceeds the amount of interest-bearing liabilities
maturing or otherwise repricing during that same
period. In a rising interest rate environment, an
institution with a positive gap would generally be
expected, absent the effects of other factors, to
experience a greater increase in the yield of its assets
relative to the cost of its liabilities. Conversely, the cost
of funds for an institution with a positive gap would
generally be expected to decline less quickly than the
yield on its assets in a falling interest rate environment.
Changes in interest rates generally have the opposite
effect on an institution with a “negative” gap.

Following is our “static gap” schedule. One-to-four
family and consumer loans included prepayment
assumptions, while all other Joans assume no
prepayments. The mortgage-backed securities
included published prepayment assumptions, while all
other investments assume no prepayments.

Certificates of deposit reflect contractual maturities
only. Money market accounts are rate sensitive and
accordingly, a higher percentage of the accounts have
been included as repricing immediately in the first
period. Savings and NOW accounts are not as rate
sensitive as money market accounts and for that reason
a significant percentage of the accounts are reflected in
the more than 1 to 5 years category.

We have been successful in meeting the interest
sensitivity objectives set forth in our policy. This has
been accomplished primarily by managing the assets
and liabilities while maintaining our traditional high
credit standards.




INTEREST-FARNING ASSETS AND INTEREST-BEARING LIABILITIES

REPRICING SCHEDULE (“(GAP” TABLE)

At December 31, 2006
3 months More than More than
_ - orless _ 3tol12months _ 1to5years ~ OverSyears Total _
(Dollars in thousands)
Interest-earning assets:
Federal funds sold $ 2,000 $ — $ — $ — $ 2,000
Investment securities 16,192 12,726 60,600 56,366 145,884
_ Loans o 8716 _1e7,120 121,814 4638 380,688
Total interest-earning assets $ 105,308 % 179,846 $ 182,414 $ 61,004 $ 528572
Interest-bearing liabilities:
Certificates of deposit $ 53,298 $ 130,068 $ 47,015 $ 700 $ 231,081
Money market and NOW accounts 7,339 22,015 104,450 3,500 137,304
Savings accounts 1,316 3,947 22,44() — 27,703
Borrowed money 48,505 27 38,682 3,202 90,416
“Total interest-bearing liabilities  $ 110458 — $ 156057  § 212,387  $ 7402  § 486504
Interest sensitivity gap per period $ (5150) $ 23,789 $ (30,173) $ 53,602 $ 42,068
Cumulative interest sensitivity gap % (5,150) $ 18,639 $ (11,534) $ 42,068 :
Cumulative gap as a percent of
total interest-earning assets (0.97%) 3.53% (2.18%) 7.96%
Cumulative interest sensitive assets
as a percent of cumulative interest
sensitive liabilities 95.34% 106.99% 97.59% 108,65%

e
i
1




FORWARD-LOOKING STATEMENTS

- This document (including information incorporated by
reference) contains, and future oral and written
statements by us and our management may contain,

- forward-looking statements, within the meaning of

! such term in the Private Securities Litigation Reform

i Act of 1995, with respect to our financial condition,
results of operations, plans, objectives, future

. performance and business. Forward-looking
statements, which may be based upon beliefs,

| expectations and assumptions of our management and
on information currently available to management, are
. generally identifiable by the use of words such as

¢ “believe,” “expect,” “anticipate, plan,” “intend,”
“estimate,” “may,” “will,” “would,” “could,” “should”
or other similar expressions. Additionally, all
statements in this document, including forward-looking
[ statements, speak only as of the date they are made,
and we undertake no obligation to update any
statement in light of new information or future events.

"o "o 7]

i Our ability to predict results or the actual effect of
future plans or strategies is inherently uncertain.
Factors which could have a material adverse effect on
. operations and future prospects by us and our

I subsidiaries include, but are not limited to, the
following:

¢ The strength of the United States economy in general
and the strength of the local economies in which we
conduct our operations which may be less favorable
than expected and may result in, among other things,
a deterioration in the credit quality and value of our
assets.

» The economic impact of past and any future terrorist
attacks, acts of war or threats thereof, and the
response of the United States to any such threats and
attacks.

o The effects of, and changes in, federal, state and local
laws, regulations and policies affecting banking,
securities, insurance and monetary and financial
matters.

¢ The effects of changes in interest rates (including the
effects of changes in the rate of prepayments of our
assets) and the policies of the Board of Governors of
the Federal Reserve System.

'SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES
LImGATION RerOrM AcT OF 1995

» Qur ability to compete with other financial
institutions as effectively as we currently intend due
to increases in competitive pressures in the financial
services sector.

¢ Qur inability to obtain new customers and to retain
existing customers.

¢ The timely development and acceptance of products
and services, including products and services offered
through alternative delivery channels such as the
Internet.

+ Technological changes implemented by us and by
other parties, including third party vendors, which
may be more difficult or more expensive than
anticipated or which may have unforeseen
consequences to us and our customers.

¢ QOur ability to develop and maintain secure and
reliable electronic systems.

» QOur ability to retain key executives and employees
and the difficulty that we may experience in
replacing key executives and employees in an
effective manner.

¢ Consumer spending and saving habits which may
change in a manner that affects our business
adversely.

» Business combinations and the integration of
acquired businesses which may be more difficult or
expensive than expected.

* The costs, effects and outcomes of existing or future
litigation.

» Changes in accounting policies and practices, as may
be adopted by state and federal regulatory agencies
and the Finandal Accounting Standards Board.

+ Qur ability to manage the risks associated with the
foregoing as well as anticipated.
These risks and uncertainties should be considered in
evaluating forward-looking statements and undue
reliance should not be placed on such statements.
Additional information concerning us and our business,
including other factors that could materially affect our
financial results, is included in our filings with the
Securities and Exchange Commission, including the
“Risk Factors” section in our Form 10-K.




REPORT OF INDEPENDENT REGISTERED
PuBLIC ACCOUNTING FIRM

The Board of Dircctors
Landmark Bancorp, Inc.:

We have audited the accompanying consolidated balance sheets of Landmark Bancorp, Inc. and
subsidiary (the Company) as of December 31, 2006 and 2005, and the related consolidated
statements of earnings, stockholders’ equity and comprehensive income, and cash flows for cach
of the years in the three-year period ended December 31, 2006. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above, present fairly, in all
material respects, the financial position of the Company as of December 31, 2006 and 2005, and
the results of their operations and their cash flows for each of the years in the three-year period
ended December 31, 2006, in conformity with U.S. generally accepted accounting principles.

KPMes P

Kansas City, Missouri
March 29, 2007




LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
December 31, December 31,
_ o o006 2005
Assets
Cash and due from banks $ 12,751,914 10,590,512
Federal funds sold B L 2,009_,009 _ _ 10, 900,000
Total cash and cash equwalentb o - 14,751,914 21,490, 512
Investment securities available-for-sale 145,884,168 140,130,512
Loans, net 379,323,581 274,565,855
Loans held for sale 1,364,474 1,163,211
Premises and equipment, net 13,767,075 8,412,235
Goodwill 13,009,167 7,535,584
Other intangible assets, net 4,030,709 2,418,213
Bank owned life insurance 11,144,796 2,874,353
_Accrued interest and otherassets __ _ _ _  _ _ 7292352 6519486
Total assets $ 590,568, 236 465,109,961
| Liabilities and Stockholders’ Equity
iabilities:
Deposits:
Non-interest bearing demand $ 48,397,528 38,365,040
Money market and NOW 137,304,086 103,728,104
Savings 27,702,896 26,098,127
Time, $100,000 and greater 57,558,624 42,540,949
_ Time, other o 173,522,236 120,540,511
Total deposits T T T T T T T T aaa8s370 0 331272731
Federal Home Loan Bank borrowings 61,920,421 63,212,318
Other borrowings 28,495,643 22,046,000
éCCI‘I_JCd interest, tixes_,_e_md_ i)thei liab_i]iti(§ . L 6,430, 787 4,5@6,305 B
Total liabilities N 541,332,221 421,037,354
Commitments and contingencies
Stockholders’ equity:
Common stock, $0.01 par. Authorized 5,000,000 shares;
issued 2,341,744 and 2,244,327, respectively 23,417 22,443
Additional paid-in capital 22,607,510 19,868,567
Retained earnings 26,758,056 25,322,019
Treasury stock, at cost; 5,000 and 15,736 shares, respectively (138,506) (414,514)
_Accumulated other comprehensiveloss (14462)  _(725908)
_ Total stockholders’ equity - 49,236,015 44,072,607
Total liabilities and stockholders’ eqm ty $ 590, 568 236 465,109, 961
[ See accompanying notes to consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF EARNINGS

Years ended December 31,

See accompanying notes to consolidated financial statements.

s Tl

o . 2006 2005 2004
Interest income:
Loans $ 28,293,941 17,294,186 15,672,834
Investment securities 5,962,064 4,720,266 4,237,362
Other 138,436 110,163 39,010
Total interest income 34,394,441 22,124,615 19,949,206
Interest expense:
Deposits 10,947,064 5,571,410 3,945,344
Borrowings 4,691,820 3,385,864 3,054,952
Total interest expense 15,638,884 8957274 7,000,296
Net interest income 18,755,557 13,167,341 12,948,910
Provision for loan losses 235,000 385,000 460,000
Net interest income after provision for loan losses 18,520,557 12,782,341 12,488,910
Non-interest income:
Fees and service charges 4,310,495 3,397,050 3,159,125
Gains on sales of loans 1,140,511 638,780 986,864
Gains (losses) on sales of investment securities (300,256) 46,865 358,385
(Gains on sales of other assets and
prepayment of FHLB borrrowings 716,815 423,959 35,771
Bank owned life insurance 397,720 89,873 111,384
Other 647,862 459,534 473,892
___ Total non-interest income L 6,913,147 5056,06 5125421
Non-interest expense:
Compensation and benefits 8,725,051 6,120,365 5,844,352
Occupancy and equipment 2,822,695 2,010,875 1,855,542
Amortization of intangibles 1,029,424 449,460 374,758
Data processing, 724,542 542,780 415,175
Professional fees 497,972 322,587 301,870
Advertising 433,997 401,701 300,006
Other o 3110927 2434553 2261645
_ Total non-interest expense ___ N 17,344,608 12,282,321 11,353,348
Earnings before income taxes 8,089,096 5,556,081 6,260,983
[ncome tax expense - _ 2,079,455 1,658,917 2,010,225
Net earnings $ 6,009,641 3,897,164 4,250,758
Earnings per share:
Basic $ 2.57 1.67 1.78
Diluted $ 2.55 1.66 1.77




LANDMARK BANCORP, INC. AND SUBSIDIARY

L CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME

YeArs ENDED DEcemBER 31, 2006, 2005 AnD 2004

Additional Accumulated other
Common paid-in Retained Treasury  comprehensive
stock capital earnings stock income (loss)  Total
b Balance at December 31, 2003 $ 22,078 19,332,130 25,213,188 (2,792,225) 796932 42,572,103
| Comprehensive income:
| Netincome - - 4250758 — — 4250738

Change in fair value of investment
securities available-for-sale and
interest-rate swap, net of tax

— (642,831) (642,831)

Total comprehenswe mc'ome _ - 4,250 758 —__ B (@2_,837)_ —i60_7_,9_27
| Dividends paid (60.59 per share) T T T T T s — — (1,420,885)
Stock based compensation — 107,975 — — — 107,975
. Exercise of stock options, 24,411 shares,
including tax benefit of $135,511 244 356,818 — — — 357,062
' purchase of 102,338 treasury shares — — — (3,055,205) — (3,055,205)
ﬁ 5% stock dividend, 100,365 shares — 172,628 (2,814,235) 2,641,607 — —
| Balance at December 31, 2004 T T M3 1999551 158806 (B205823) 134101 42,168,977
| Comprehensive income:
| Net income — — 3,897,164 — - 3,897,164

Change in fair value of investment
securities available-for-sale and

mterest rate swap, net of tax — — — (880,009) (880,009)

‘ Tolal omprehensiveincome — _ _—_ _ 38716k —  _(@8000)_ 301715
Dividends paid ($0.62 per share) — — (1,444252) — — (1,444,252)
Stock based compensation — 97,826 — - — 97,826
Exercise of stock options, 12,109 shares,

. including tax benefit of $37,344 121 233,311 -~ - — 233432
‘a“ Purchase of 18 treasury shares - — — (531) — (531)
“ 5% stock dividend, 105,912 shares — (432,121) {2,359,719) 2,791,840 — —
| Balonce at December3,2005 ¢ M3 19557 H309 45U (5908) 4072607
b Comprehensive income:
| Netincome ~ ~ 6,009,641 - — 6,009,641

Changg in fair value of investment
securities available-for-sale and
1nterest Tate swap, net of tax - — — — 711,446 711,446
o Total conlp_rehenswe income  — —____I-_—____‘@(E_@l—_____——_ o T1M6 6,721,087
Dividends | pald ($0.67 per share) —_ - (1,566,656) — —_ (1,566,656)

I Stock based compensation -~ 113,593 — — — 113,593
;‘ Exercise of stock options, 1,867 shares,

. including tax benefit of $6,999 19 33,871 — — — 33,890
b\ Purchase of 5,000 treasury shares - — — (138,506) - (138,506)
5% stock dividend, 111,286 shares 955 2,591,479 (3,006,948) 414,514 — —
| BalonceatDecember3,2006 _ § 2417 E750_ 267805 (138506)  (14462) 49236015

|
"
| See accompanying notes to consolidated financial statements.

4———————-—



LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

. 2006 .. 2005 2004
Cash flows from operating activities:
Net earnings $ 6,009,641 3,897,164 4,250,758
5 Adjustments to reconcile net earnings to net cash
provided by (used in) operating activities:
Provision for loan losses - 235,000 385,000 460,000
Amortization of intangibles 1,029,424 449,460 374,758
Depreciation 854,870 700,789 650,082
Stock-based compensation 113,593 97,826 107,975
Deferred income taxes 1,612,392 879,613 625,904
Net gains on sales of investment securities,
premises and cquipment, and foreclosed assets (484,106) (113,032) (502,114)
Net gain on sales of loans (1,140,511) (638,780) (986,864)
Proceeds from sale of loans 65,404,161 34,325,244 39,598,536
Origination of loans held for sale (64,464,913) (34,003,672) (38,723,219)
Gains on prepayments of FHLB borrowings —_ {406,572) —
Changes in assets and liabilities:
Accrued interest and other assets (9,311,653) (1,523,646) 1,200,310
Accrued expenses, taxes, and other liabilities (1,478,058) 1773946 (2,318,289)
Net cash provided by (used in) operating activities (1,620,160} 5,823,340 4,737,837
Cash flows from investing activities:
Net decrease in loans . 3,289,992 1,553,190 6,104,388
Maturities and prepayments of investment secuzities 38,865,258 46,035,450 32,936,261
Net cash received (paid) in branch acquisitions (sales) — 30,410,720 (8,714,311)
Net cash paid in FMB acquisition (9,147,605) — —
Net cash paid in First Kansas acquisition — — (9,140,845)
Purchases of investment secutities (50,825,131) (54,933,641) (6,502,342)
Proceeds from sale of investment securities 17,943,322 160,235 971,571
Proceeds from sales of premises and equipment
and foreclosed assets 2,334,542 445,467 1,419,456
Purchases of premises and equipment, net (3,207,482) (1,921,843) (1,232,019)
- Net cash provided by (used in) investing activities N 7 VA7) 21,749,578 15,842,159
(Cash flows from financing activities: T
Net increase (decrease) in deposits 6,490,795 (4,867,797) (21,606,877
Federal Home Loan Bank advance borrowings — 8,000,000 —
Federal Home Loan Bank advance repayments (5,536,768) (20,876,696} (1,036,768 )
Federal Home Loan Bank line of credit, net (3,400,000) (3,500,000) 1,300,000
Proceeds from other borrowings 12,240,984 11,998,000 9,555,000
Repayments on other borrowings (12,495,073) (3,470,000) (4,535,000 )
Proceeds from issuance of common stock under stock option plans 26,891 196,088 221,551
Net tax benefit related to stock option plans 6,999 37,344 135511 ¢
Payment of dividends (1,566,656) (1,444,252) (1,420,885) !
Purchase of treasury stock _ (138,506) (531) (3,055,205)
Net cash used in financing activities - (4,371,334) (13,927,844) (20,442,673)
Net increase (decrease) in cash and cash equivalents (6,738,598) 13,645,074 137,323
Cash and cash equivalents at beginning of year 21,490,512 7,845,438 7,708,115
Cash and cash equivalents at end of year ' $ 14,751,914 21,490,512 7845438
Supplemental disclosure of cash Hlow information: ,
Cash paid during the year for income taxes $ 896,000 — 1,494,000
Cash paid during the year for interest 14,553,000 8,583,000 6,652,000
Supplemental schedule of noncash investing and financing activitics:
Transfer of loans to real estate owned 293,000 649,000 1,044,000
Branch acquisitions (sales): ;
Fair value of liabilities assumed (transferred) - 33,299,000 (12,489,000)
Fair value of assets acquired (sold) — 2,888,000 (3,774,000)
EFMB acquisition:
Fair value of liabilities assumed 123,965,000 — —
Fair value of assets acquired, including goodwill 133,112,000 — —
First Kansas acquisition:
Fair value of liabilities assumed - — 144,619,000
Fair value of assets acquired, including goodwill — - 149,760,000

Sce accompanying notes to consolidated financial statements.




LANDMARK BANCORP, INC. AND SUBSIDIARY

- NoTEes To CONSOLIDATED FINANCIAL STATEMENTS
' Decemser 31, 2006, 2005 AND 2004

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Landmark Bancorp,
Inc. (the Company) and its wholly owned subsidiary, Landmark National Bank (the Bank). All
intercompany balances and transactions have been eliminated in consolidation. The Bank, considered a
single operating segment, is principally engaged in the business of attracting deposits from the general
public and using such deposits, together with borrowings and other funds, to originate commercial
real estate and non-real estate loans, one-to-four family residential mortgage loans, consumer loans,
and home equity loans.

(b) Investment Securities

The Company classifies its investment securities portfolio as available-for-sale, which are recorded at
fair value, determined principally based on quoted market prices, with unrealized gains and losses
excluded from earnings and reported as a separate component of stockholders’ equity until realized.
Purchased premiums and discounts on investment securities are amortized [ accreted into interest
income over the estimated lives of the securities using a method which approximates the interest
method. Declines in the fair value of the individual securities below their cost that are deemed to be
other than temporary result in write-downs of individual securities to thejr estimated fair value, and a
new cost basis is established. Any such write-downs are included as a component of earnings as
realized losses. Gains and losses on sales of available-for-sale securities are recorded on a trade date
basis and are calculated using the specific identification method.

(c) Loans and Allowance for Loan Losses

Loans receivable that management has the intent and ability to hold for the foreseeable future or until
maturity or payoff are reported at their outstanding principal balances, net of undisbursed loan
proceeds, the allowance for loan losses, and any deferred fees or costs on originated loans. Origination
fees received on other loans held in portfolio in excess of amounts representing the estimated costs of
origination are deferred and credited to interest income using the interest method.

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of
cost or estimated fair value, determined on an aggregate basis. Net unrealized losses are recognized
through a valuation allowance as charges against income. Origination fees and costs received on such
loans are deferred and recognized as part of the gain or loss on sale.

The Company maintains an allowance to absorb probable loan losses inherent in the portfolio. The
allowance for loan losses is increased by charges to income and decreased by charge offs (net of
recoveries). Management's periodic evaluation of the adequacy of the allowance is based on the
Bank’s past loan loss experience, known and inherent risks in the portfolio, adverse situations that may
affect the borrower’s ability to repay, the estimated value of any underlying collateral, the current level
of nonperforming assets, and current economic conditions. This evaluation is inherently subjective as
it requires estimates that are susceptible to significant revision as more information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that the
Bank will be unable to collect the scheduled payments of principal or interest when due according to
the contractual terms of the loan agreement. Factors considered by management in determining
impairment include payment status, collateral value, and the probability of collecting scheduled
principal and interest payments when due. Loans that experience insignificant payment delays and
payment shortfalls generally are not classified as impaired. Management determines the significance
of payment delays and payment shortfalls on a case by case basis, taking into consideration all of the
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for
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the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the
principal and interest owed. Impairment is measured on a loan by loan basis for commercial,
commercial real estate and construction loans by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of
the collateral if the loan is collateral dependent.

Large groups of homogeneous loans with smaller individual balances are collectively evaluated for
impairment. Accordingly, the Company does not separately identify individual consumer and
residential loans for impairment disclosures.

The accrual of interest on nonperforming loans is discontinued at the time the loan is ninety days
delinquent, unless the credit is well secured and in process of collection. Loans are placed on non-
accrual or are charged off at an earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual or charged off is reversed
against interest income. The interest on these loans is accounted for on the cash basis or cost recovery
method, until qualifying for return to accrual. Loans are evaluated individually and are returned to
accrual status when all principal and interest amounts contractually due are brought current and
future payments are reasonably assured.

(d) Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation. Depreciation is provided using
the straight line over the estimated useful lives of the assets as follows:

Buildings and improvements 10 - 50 years
Furniture, fixtures, and equipment 3 —~ bSyears
Automobiles 2 - b5years

Major replacements and betterments are capitalized while maintenance and repairs are charged to
expense when incurred. Gains or losses on dispositions are reflected in operations as incurred.

(e) Goodwill and Intangible Assets

Goodwill is not amortized; however, it is tested for impairment. Goodwill impairment tests are
performed at each calendar year end or more frequently when events or circumstances dictate, The
Company’s impairment test performed as of December 31, 2006 indicated that goodwill as of that date
was not impaired.

Intangible assets include core deposit intangibles and mortgage servicing rights. Core deposit
intangible assets are amortized over their estimated useful life of ten years on an accelerated basis.
When facts and circumstances indicate potential impairment, the Company will evaluate the
recoverability of the asset catrying value, using estimates of undiscounted future cash flows over the
remaining asset life. Any impairment loss is measured by the excess of carrying value over fair value.
Mortgage servicing assets are recognized as separate assets when rights are acquired through the sale
of financial assets. Mortgage servicing rights are amortized into non-interest expense in proportion to,
and over the period of, the estimated future net servicing income of the underlying financial assets.
Servicing assets are recorded at the lower of cost or fair value, and are evaluated for impairment based
upon the fair value of the retained rights as compared to amortized cost. '

(f) Income Taxes

Amounts provided for income tax expense are based on income reported for financial statement
purposes and do not necessarily represent amounts currently payable under tax laws. Deferred tax
assets and liabilities are recorded for the future tax consequences attributable to differences between
the consolidated financial statement carrying amounts of existing assets and liabilities and their
respective income tax basis. Deferred tax assets and liabilities are measured using enacted tax rates
applied to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect of a change in tax rates on deferred tax assets and liabilities is
recognized in income in the period that includes the enactment date.




(g) Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires the Company to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Comprehensive Income

The Company’s other comprehensive income (loss) consists of unrealized holding gains and losses on
available-for-sale securities and a realized /unrealized gain on an interest rate swap as shown below:

Years ended December 31,
2006 2005 2004
Unrealized holding gains (losses) on securities

and interest rate swap $ 952,255 (1,372,504) (678,440)

Less reclassification adjustment for gains (losscs)
~ included in income ~(195238) 46,865 o
Net unrealized gains (losses ) 1,147,493 (1,419,369) (1,036,825)
Income tax expense (benefit) 436,047 (539,360) (393,994)
Other comprehensive income (loss) $ 711,446 (880,009) (642,831)

358,385

Accumulated other comprehensive income related entirely to investment securities at December 31,
2006. The components at December 31, 2005 were $84,000 in cash flow hedging activities and
($964,000) in investment securities,

Foreclosed Assets

Assets acquired through, or in lieu of, foreclosure are to be sold and are initially recorded at the date
of foreclosure at the lower of carrying value or fair value through a charge to the allowance for loan
losses, establishing a new cost basis. Subsequent to foreclosure, management periodically performs
valuations, and records a charge to operations if the carrying value of a property exceeds the fair
value less estimated costs to sell. Revenue and expenses from operations and changes in the
valuation are included in other non-interest expense on the statement of earnings.

Stock Based Compensation

The Company has a stock-based employee compensation plan, which is described more fully in note
12. Prior to January 1, 2006, the Company utilized the fair value recognition provisions of Statement
of Financial Accounting Standard (SFAS) Statement No. 123, Accounting for Stock-Based Compensation.
SFAS 123 established a fair-value method of accounting for employee stock options or similar equity
instruments. In December 2004, The Financial Accounting Standards Board issued SFAS No. 123(R),
Shared-Based Payment. The revision retains the provisions of fair value recognition in SFAS 123,
however also contains additional guidance in several areas including award modifications and
forteitures, measuring fair value, classifying an award as equity or as a liability, and attributing
compensation cost to reporting periods. Tt also contains additional disclosure requirements. The
Company’s adoption of the revised Statement on January 1, 2006 was limited to a change in the
method of accounting for forfeitures, and did not have a material effect on its consolidated financial
staterments,

The fair value of stock options awarded to employees is calculated through the use of option pricing
models. These models require subjective assumptions, including future stock price volatility and
expected term, which greatly affect the calculated values. The Company uses the Black-Scholes
option pricing model to estimate the grant date fair value of its stock options. The grant date fair
value is recognized as additional compensation expense over the option vesting period, which is
typically four or five years.




(9]

o

(m) Cash and cash equivalents

(n)

Earnings per Share

Basic earnings per share represents net earnings divided by the weighted average number of
common shares outstanding during the year. Diluted earnings per share reflect additional common
shates that would have been outstanding if dilutive potential common shares had been jssued, as
well as any adjustment to income that would result from the assumed issuance. Potential common
shares that may be issued by the Company relate solely to outstanding stock options and are
determined using the treasury stock method using the average market price of the Company’s stock
for the respective periods.

The shares used in the calculation of basic and diluted earnings per share, which have been adjusted
to give effect for the 5% stock dividends paid by the Company in December 2006, 2005, and 2004,
are shown below:

Years ended December 31,

6 o 2005 2004
Net carnings available to common shareholders § 6,009,641 3,897,164 4,250,758
Weighted average common shares outstanding - basic 2,340,199 2,334,146 2,391,997
Assumed excrcise of stock options 12251 10252 _ 14462
Weighted average common shares outstanding - diluted 2,352,450 2,344,398 2,406,459
Net carnings pershare _ _ _ _ _ _  _  _  _ _ _  _ . _
CBasc T § sy dg_ T R
Diluted $ 2.55 1.66 1.77

Treasury Stock
Purchases of the Company’s common stock are recorded at cost. Upon reissuance, treasury stock is
reduced based upon the average cost basis of shares held.

In the consolidated statements of cash flows, cash and cash equivalents include cash on hand,
amounts due from banks and federal funds sold as segregated in the accompanying balance sheets.

Derivatives

The Company is exposed to market risk, primarily changes in interest rates. To manage the volatility |
relating to these exposures, the Company’s risk management policies permit its use of derivative
products. The Company uses derivatives on a limited basis mainly to stabilize interest rate margins.
The Company more often manages normal asset and liability positions by altering the terms of the
products it offers.

Statement of Financial Accounting Standard No. 133, Accounting for Derivative Instruments and
Hedging Activities, as amended, requires that all derivative financial instruments be recorded on the
balance sheet at fair value, with adjustments to fair value recorded in current earnings. Derivatives
that qualify in a hedging relationship are designated, based on the exposure being hedged, as fair
value or cash flow hedges. Under the cash flow hedging model, the effective portion of the change
in the gain or loss related to the derivative is recognized as a component of other comprehensive
income, net of taxes. The ineffective portion is recognized in current earnings. The Company had
no derivatives as of December 31, 2006 and one outstanding interest rate swap accounted for as a
cash flow hedge as of December 31, 2005.

The Company enters into interest rate lock commitments on mortgage loans, which are
commitments to originate loans whereby the interest rate on the loan is determined prior to funding.
The Company also has corresponding forward sales contracts related to these interest rate lock
commitments. Both the mortgage loan commitments and the related sales contracts are accounted
for as derivatives and carried at fair value with changes in fair value recorded in income.




(0) Reclassifications

Certain reclassifications to prior year amounts have been made to conform to the current year
presentation.

ACQUISITIONS

On January 1, 2006, the Company completed the acquisition of all of the outstanding shares of First
Manhattan Bancorporation, Inc. (FMB). FMB’s subsidiary thrift was merged into the Company’s wholly-
owned subsidiary, Landmark National Bank, immediately following the acquisition. This acquisition
expanded our market share in Manhattan and further expanded the Company’s presence in higher-growth
market areas. At December 31, 2005, FMB had total assets of $128.9 million, including loans and deposits
of $109.4 million and $106.8 million, respectively. The Company paid cash of $12.9 million for all of the
outstanding stock of FMB. In connection with the acquisition, the Company recognized core deposit
intangible assets of $2.6 million, which are being amortized on an accelerated basis over the estimated
remaining economic useful life of the depositors of 10 years. The acquisition cost in excess of the net assets
and identifiable intangible assets acquired, has been recorded as goodwill of $5.5 million, none of which is
deductible for tax purposes.

The following table summarizes the assets and liabilities of FMB at the acquisition date of January 1, 2006
(in thousands):

Historical Purchase As adjusted
_ - __FMB __accounting .. EMB
Assets
Cash and cash equivalents $ 4369 (4,369) -
Investment securities 11,015 (1) 11,014
Loans receivable, net 109,396 (405) 108,991
Premises and equipment, net 2,868 1,058 3,926
Goodwill - 5,474 5474
Other intangibles, net - 2577 2,577
Other assets ] . 1211 (80) L3l
Total assets $ 128,859 4,254 133,113
Liabilities
Deposits $ 106,779 146 106,925
Federal Home Loan Bank advances
and other borrowings 15,104 202 15,306
_ Other liabilities _ 1,332 402 1,734
Total liabilities $ 123,215 750 123,965

The accompanying consolidated financial statements for the ycar ended December 31, 2006 included the
accounts of the Company and, commencing January 1, 2006 FMB. Unaudited pro forma consolidated
operating results, for the year ended December 31, 2005, as if the acquisition was consummated January
1, 2005, is as follows (in thousands, except per share data):

Revenue $ 29,378
Net earnings $ 4101
Basic earnings per share $ 184
Diluted earnings per share $ 184

On August 19, 2005, the Company purchased two bank branch locations in Great Bend, Kansas resulting in
the assumption of approximately $33.3 million in customer deposits and the related branch premises and
equipment. The Company recognized core deposit intangible assets of approximately $1.4 million, which
are being amortized on an accelerated basis over the remaining economic life of the depositors of 10 years.




(3) GOODWILL AND INTANGIBLE ASSETS

The Company’s goodwill and core deposit intangible assets resulted from the acquisition of MNB
Bancshares, Inc. (MNB) by Landmark Bancorp, Inc. on October 9, 2001, the acquisition of First Kansas
Financial Corporation (First Kansas) on April 1, 2004, the purchase of two branch locations in Great
Bend, Kansas on August 19, 2005, and from the acquisition of FMB on January 1, 2006. During 2005,
goodwill associated with the MNB acquisition was reduced by $116,000 related to the resolution of
outstanding tax matters.

The following is an analysis of the changes in core deposit intangible assets:

_Years ended December 31,

- _ - . w06 ____ 2006 _  _ 2004
Balance at beginning of year $ 2,044,014 893,499 482,182
Additions 2,577 462 1,433,603 605,000
Amottzaton (g2 OB _(19%6)
Balance at end of year $ 3,728,587 2,044,014 893,499

The following is an analysis of the changes in mortgage servicing rights:

Years ended December 31,

. %06 ____ 2005 __ 2004
Balance at beginning of year $ 374,199 446,332 477,350
Additions 64,458 94,239 150,057
Amortizatton . (13653%)  __ (1e6372)  _  (18L075)
Balance at end of year $ 302,122 374,199 446,332

Accumulated amortization for core deposit intangible assets was $1.7 million and $775,000 at December
31, 2006 and 2005, respectively. Accumulated amortization for the mortgage servicing rights was
$490,000 and $401,000 at December 31, 2006 and 2005, respectively. Aggregate amortization expense for
the years ended December 31, 2006, 2005, and 2004, was $1,029,000, $449,000 and $375,000, respectively.
The following is estimated amortization expense for the years ending December 31:

Year Amount
2007 $ 930,000
2008 832,000
2009 631,000
2010 500,000
2011 402,000

Thereafter $ 736,000




'(4) INVESTMENT SECURITIES AVAILABLE-FOR-SALE

A summary of investment securities is as follows:

December 31, 2006

Gross Gross
Amortized unrealized unrealized Estimated
_ cost gains losses fair value
U.5. Government and agency obligations $ 46,723,566 246,621 (338,470) 46,631,717
Municipal obligations 55,140,998 228,981 (306,268) 55,003,711
Mortgage-backed securities 32,525,591 185,324 (487,056) 32,223,859
Federal Home Loan Bank stock 6,747,000 — — 6,747,000
Federal Reserve Bank stock 1,741,450 — — 1,741,450
Corporate bonds 2,522,187 9,313 — 2,531,500
Common stocks 277,713 440,480 (2,250) 715,943
Other investments 228,988 — = 228,988
Total $ 145,907,493 1,110,719 (1,134,044) 145,884,168

.. December 31,2005

Gross Gross
Amortized unrealized unrealized Estimated

o cost _gains losses  fairvalue
U.S. Government and agency obligations $ 44,231,752 1,739 (605,646) 43,627,845
Municipal obligations 32,834,778 103,053 (557,732) 32,380,099
Mortgage-backed securities 53,587,668 259,285 (954,090 52,892,863
Federal Home Loan Bank stock 5,655,200 — — 5,655,200
Common stocks 298,826 484,247 (8,325) 774,748
Federal Reserve Bank stock 1,347,850 — — 1,347,850
Corporate bonds 3,064,486 6,065 (35,414) 3,035,137
Other investments 416,770 — — 416,770

Total $ 141,437,330 854,389 (2,161,207) 140,130,512

Included in investment securities available-for-sale are restricted stock investments in the Federal Home
Loan Bank (“FHLB”) and Federal Reserve Bank (“FRB”) that are required to be maintained by the Bank for
regulatory purposes and borrowing availability. The cost of such investments represents their redemption
value as such investments do not have a ready market value.

The tables above show that some of the securities in the available for sale investment portfolio had
unrealized losses, or were temporarily impaired, as of December 31, 2006. This temporary impairment
represents the estimated amount of loss that would be realized if the securities were sold on the valuation
date. Securities which were temporarily impaired are shown below, along with the length of the
impairment period.

_____ December 31, 2006
Less than 12 months 12 months or longer Total _
Unrealized Unrealized Unrealized
- Fair Value Losses  Fair Value Losses Fair Value Losses

U. S. Government and '
agency obligations $ 2,961,255 (23,488) 23,775,141 (314,982) 26,736,396 (338,470)
Municipal obligations 467,383 (9,643) 28,017,783 (296,625) 28,485,166 (306,268)
Mortgage-backed securities 324,163 (58,129) 19,648,426 (428,927) 19,972,589 (487,056)
Common stocks N 72,750 Qno — — 72,750 (2,250)
Total $ 3,825,551 (93,510) 71,441,350 (1,040,534) 75,266,901 (1,134,044)




_ December3l 2005 _ _ _ o
Less than 12 months _ 12months or longer Total
Unrealized Unrealized “Unrealized
- _ FairValue _ Yosses _ Fair Value _ Losses  FairValue  _Losses
U. S. Government and
agency obligations $ 23,181,123 (344,658} 19,050,775 (260,988) 42,231,898 (605,646)
v Municipal obligations 22,637,470 (494,056) 2,814,241 (63,676) 25451711 (557,732)
Mortgage-backed securities 13,108,237 (207,556) 25,010,609 (746,534) 38,118,846 (954,090)
Corporate bonds — — 506,307 (35,414) 506,307 (35,414)
Commonstock 75,000 (8325 0 - — 75,000 _(8,325)
Total i59 001,830 L 054, 595 47,381,932 LL106 612) 106 383,762 Q 161,207)

At December 31, 2006, the total investment portfolio consisted of over 460 securities. The tables above
include 184 and 430 securities that were in an unrealized loss position at December 31, 2006 and 2005,
respectively. The decrease in fair value of the securities in an unrealized loss position is related to
interest rate changes. None of the unrealized losses are related to credit deterioration. The Company
has the intent and ability to hold these securities until market values recover, including up to the
maturity date,

Amortized Estimated

. _cost__ fairvalue
Due in less than one year $ 12,728,698 12,687,982
Due after one year but within five years 41,937,421 41,863,572
Due after five years 49,720,632 49,675,373
Mortgage-backed securities, FHLB stock, FRB stock,

_common stock, and other investments 4150742 41,657,241
Total $145,907,493 145,884,168

Maturities of investment securities at December 31, 2006 are as follows:

For mortgage-backed securities, actual maturities will differ from contractual maturities because
borrowers have the right to prepay obligations with or without prepayment penalties. At December 31,
2006, the Company’s mortgage-backed securities portfolio consisted of securities predominantly
underwritten to the standards and guaranteed by the government-sponsored agencies of FHLMC,

FNMA and GNMA.
_ _ _ _Yearsended December31l, = __
. _ 206 _ __ _2005_  ___ 2004
Realized gains $ 143541 47,075 358,385
Realized losses @9y @) _—
Total $ (300,256) 46,865 358,385

Gross realized gains and losses on sales of available-for-sale securities are as follows:

At December 31, 2006 and 2005, securities pledged to secure public funds on deposit had a carrying
value of approximately $97.2 million and $84.0 million, respectively. Except for U. S. government and
agency obligations, no investment in a single issuer exceeded 10% of stockholders’ equity.




Loans consist of the following:

December 31,  December 31,
2006 2005
Real estate loans:
One-to-four family residential $ 151,299,911 114,935,068
Commercial 98,314,119 78,085,127
Construction 33,600,313 12,355,759
Commercial loans 90,758,185 63,494,252
Consumer loans - 9595428 8,841,766
Total 383,567,956 277,711,972
Less;
Deferred loan fees and loans in process 214,665 (5,256)
_ Allowance for loan losses _ 4,029,710 3,151,373
Loans, net % 379,323,581 274,565,855

The Company is a party to financial instruments with off balance sheet risk in the normal course of
business to meet customers’ financing needs. These financial instruments consist principally of
commitments to extend credit. The Company uses the same credit policies in making commitments and
conditional obligations as it does for on balance sheet instruments. The Company’s exposure to credit
loss in the event of nonperformance by the other party is represented by the contractual amount of those
instruments. In the normal course of business, there are various commitments and contingent liabilities,
such as guarantees, commitments to extend credit, letters of credit, and lines of credit, which are
properly not recorded in the accompanying consolidated financial statements. The Company generally
requires collateral or other security on unfunded loan commitments and irrevocable letters of credit.
Unfunded commitments to extend credit, excluding standby letters of credit, aggregated $63.2 million
and $54.1 million at December 31, 2006 and 2005, respectively. Standby letters of credit totaled $3.0
million and $2.9 at December 31, 2006 and 2005, respectively.

The Company is exposed to varying risks associated with concentrations of credit relating primarily to
lending activities in specific geographic areas. The Company’s principal lending area consists of the
cities of Manhattan, Aubum, Dodge City, Garden City, Great Bend, Hoisington, Junction City, LaCrosse,
Lawrence, Osage City, Topeka, Wamego, Paola, Osawatomie, Louisburg, and Fort Scott, Kansas and the
surrounding communities, and substantially all of the Company’s loans are to residents of or secured by
properties located in its principal lending area. Accordingly, the ultimate collectibility of the Company’s
loan portfolio is dependent in part upon market conditions in those areas. These geographic
concentrations are considered in management’s establishment of the allowance for loan losses.

A summary of the activity in the allowance for loan losses is as follows:

Years ended December 31,

o . 2006 2005 2004
Balance at beginning of year $ 3,151,373 2,893,603 2,315,870
Allowance of acquired bank 891,374 — 352,113
Provision for loan losses 235,000 385,000 460,000
Charge-offs (339,637) (222,379) (294,624)
Recoveries ) 91,600 95149 . 60,244

Balance at end of year $ 4,029,710 3,151,373 2,893,603




At December 31, 2006 and 2005, impaired loans, including nonaccrual loans, aggregated $3.6 milliont and b
$3.3 million, respectively. The amount of interest income recorded on such loans during their ‘
impairment periods was not significant. There were no loans 90 days delinquent and still accruing
interest at December 31, 2006 and 2005. Average impaired loans were $4.2 million for 2006, $2.0 million
for 2005, and $1.5 million for 2004. Allowance for loan losses specifically allocated to these impaired

‘ | loans at December 31, 2006, 2005, and 2004 were $274,000, $264,000, and 157,000, respectively.

The Company provides servicing on loans for others with outstanding principal balances of $101.8
million and $107.2 million at December 31, 2006 and 2005, respectively. Gross service fee income related
to such loans was $266,000, $276,000, and $277,000 for the years ended December 31, 2006, 2005, and

2004, respectively, and is included in fees and service charges in the consolidated statements of earnings.

The Company had loans to directors and officers at December 31, 2006 and 2005, which carry terms
similar to those for other loans. Management believes such outstanding loans do not represent more
than a normal risk of collection. A summary of such loans is as follows:

Balance at December 31, 2005 § 4,971,399
New loans 10,609,340
Repayments o (8255674)
Balance at December 31, 2005 $ 7,325,065

(6) PREMISES AND EQUIPMENT
Premises and equipment consisted of the following:

December 31, December 31,

L 2006 B 2005
Land % 3,302,69 1,608,351
Work in progress — 1,801,835
Office buildings and improvements 10,870,636 6,418,709
Furniture and equipment 5,636,132 4,378,271
Automobiles B 263,509 260,199

Total 20072973 14467365
Less accumulated depreciaion 6,305,898 6,055,130

Total $ 13,767,075 8,412,235

The Company has multi-year operating lease agreements for several of its branch locations. The
following is the Company’s minimum lease commitments for the years ending December 31:

Year  _ _ _ _ _ _ _ _ _ _ Amount
2007 $ 102,132
2008 100,932
2009 92,670
2010 15472
: 2010 —
f Total $ 311,206

Total rent expense for the years ended December 31, 2006, 2005 and 2004 was $188,000, $134,000 and
$125,000, respectively, and was included in occupancy and equipment on the consolidated statements of
earnings.
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(7) DeposiTs

Maturities of time deposits were as follows at December 31, 2006:

Year Amount
007 o o " $183,366,325
2008 28,773,449
2009 9,342,978
2010 6,595,599
2011 1,510,381
Thereafter _ N 1,492,128
" Total i $ 231,080,860

Regulations of the Federal Reserve System require reserves to be maintained by all banking institutions
according to the types and amounts of certain deposit liabilities. These requirements restrict a portion of
the amounts shown as consolidated cash and due from banks from everyday usage in operation of the
banks. The minimum reserve requirements for the Bank totaled $25,000 at December 31, 2006.

8) FeDErAL HOME LOAN BANK BORROWINGS

Advances from the FHLB at December 31, 2006 and 2005, amounted to $61,920,421 and $63,212,318,
respectively. Maturities of such borrowings at December 31, 2006, are summarized as follows:

Year ~_Amount  Rates
- — — - o -

2008 $ 4,000,000 4.74% - 541%
2009 36,555,924 2.82% - 5.77%
2010 15,917,697 2.57% — 4.69%
2011 1,000,000 5.41% - 5.41%
Thereafter ) L 4446800  3.76% -6.37%

Total $ 61,920,421

Included in the table above are $24.0 million in advances with the FHLB which have a variable rate,
adjustable quarterly, and mature in 2008, 2009 and 2010 with no prepayment penalties. All of the Bank's
remaining advances with the FHLB have fixed rates and prepayment penalties. However, certain
borrowings contain a convertible provision at which date the FHLB may exercise an option to convert
the borrowing to a variable rate equal to the FHLB onc month short-term advance rate. The Bank would
then have the option to prepay the advances without penalty. The Bank may refinance the advance at
each respective conversion date if the FHLB first exercises its option to convert the fixed-rate borrowing.

Additionally, the Bank also has a line of credit, renewable annually each September, with the FHLB
under which there were no outstanding borrowings as of December 31, 2006 and 2005, respectively.
Interest on any outstanding balances on the line of credit acerues at the federal funds market rate plus
0.15% (5.47% at December 31, 2006).

On August 22, 2005, the Company repaid FHLB advances with $10.0 million in outstanding principal
prior to their scheduled maturities. The repayment resulted in a $407,000 gain resulting from the fair
value adjustment recorded on the date of acquisition from First Kansas.

Although no loans are specifically pledged, the FHLB requires the Bank to maintain eligible collateral
(qualifying loans and investment securities) that has a lending value at least equal to its required
collateral. At December 31, 2006 and 2005, the Bank’s total borrowing capacity with the FHLB was
approximately $120.8 million and $89.2 million, respectively.




(9) OTHER BORROWINGS

In 2003, the Company issued $8.2 million of subordinated debentures. These debentures, which are due
in 2034 and are redecmable beginning in 2009, were issued to a wholly owned grantor trust (“the Trust”)
| formed to issue preferred secutities representing undivided beneficial interests in the assets of the Trust.
’ The Trust then invested the gross proceeds of such preferred securities in the debentures. The Trust’s
preferred securities and the subordinated debentures require quarterly interest payments and have

L variable rates, adjustable quarterly. Interest accrues at LIBOR plus 2.85%. The interest rates at December
: 31, 2006 and 2005 were 8.23% and 7.09%, respectively. i

. In 2005, the Company issued an additional $8.2 million of subordinated debentures. These debentures,

| which are due in 2036 and are redeemable beginning in 2011, were issued to a wholly owned grantor
trust (“Trust [1”) formed to issue preferred secutities representing undivided beneficial interests in the
assets of Trust II. Trust II then invested the gross proceeds of such preferred securities in the debentures.
‘ Trust II's preferred securities and the subordinated debentures require quarterly interest payments and
i have variable rates, adjustable quarterly. Interest accrues at LIBOR plus 1.34% on $5.2 million of the
: subordinated debentures, while the remaining $3.0 million of the subordinated debentures has a fixed
rate of 6.17%. The blended interest rate at December 31, 2006 and 2005 were 6.50% and 5.98%,
respectively.

While these Trusts are accounted for as unconsolidated equity investments under the requirements of
Financial Accounting Interpretation No. 46R, Consolidation of Variable Interest Entities, a portion of the
trust preferred securities issued by the Trust qualifies as Tier 1 Capital for regulatory purposes.

The Company had a $9.0 million loan commitment, as of December 31, 2005, from an unrelated financial
institution comprised of a $6.0 million line of credit and a $3.0 million term note with the interest rate
adjusting daily based on the prime rate less 0.75%. In December 2006, the Company repaid the $3.0
million term note and increased the line of credit to $9.0 million. The outstanding balance of the line of
credit at December 31, 2006 and 2005, was $4.7 million and $300,000, respectively, and is included in
other borrowings. The Company had an interest rate swap in place effectively fixing the interest rate on
$3.0 million of the variable rate term debt to a fixed rate of 5.68%. Net amounts paid or received under
the swap were accounted for on an accrual basis and recognized as a component of interest expense.
During 2006 and 2005, this agreement reduced our interest expense by $54,000 and $0, respectively. The
Company applied cash flow hedge accounting to the interest rate swap before terminating the
instrument in December 2006. Upon termination, the fair value of the swap of $105,000 was reclassified
from accumulated other comprehensive income (loss), net of taxes, and recorded in other income. Its fair
value, aggregating $136,000 at December 31, 2005 was recorded as a component of other assets in the
accompanying consolidated balance sheet.

Additionally, the Bank had $7,269,643 and $2,250,000 in repurchase agreements outstanding and
included in other borrowings at December 31, 2006 and 2005.
(10} INCOME TAXES

Income tax expense attributable to income from operations consisted of:

) _ Years ended December 31,

- oLl 2006 o _ 2056 _ _ _ _2004_ _
Current
Federal $ 530,777 649,306 1,156,968
_ State _ _ _ _ _ _ _ _ _ _f\e3n4)_ _ _ _ 12998 27383 _ _
__ Totalewrent 467063 _ _ 779,304 1,384,321
Deferred I o
Federal $ 1,426,798 758,499 576,062
Stae . 185594 12114 4980
_ Total deferred % 1612392 879,613 625904

Income tax expense ' O § 2079455 1658917 2,010,225




Total income tax expense, including amounts allocated directly to stockholders equity, was as follows:

. _ Yearse ended December 31, -
2006 2005 2004

$ 2079455 1,658,917 2010,225

Income from operations
Stockholders’ equity, recognition of tax benefit
for stock options exercised (6,999) (37,344) (135,511)
Stockholders’ equity, recognition of unrealized
(losses)/ gains on available-for-sale securities
_and interest rate swap o 436,047 ~ (539,360) - (393,994)
Total $ 2,508,503 1,082,213 1,480,720

The reasons for the difference between actual income tax expense and expected income tax expensc
attributable to income from operations at the 34% statutory federal income tax rate were as follows:

- ) o 2006 2005 2004
Computed “expected” tax expense $ 2,750,293 1,889,067 2,128,734
Increase (reduction) in income taxes resulting from:
Tax-exempt interest income, net (479,686) (294,489) (189,782)
Bank owned life insurance (139,138) (26,078) (37,291)
State income taxes, net of federal benefit 78,831 170,015 182,496
Investment tax credits (130,000) (125,000) (75,000)
Other, net (845) 45,402 1,068
 Total N - § 2079455 1658917 2,010,225

The tax effects of temporary differences that give rise to the significant portions of the deferred tax assets
and liabilities at the following dates were as follows:

December 31, December 31,
o _ 2006 0
Deferred tax assets:
FHLB advances $ 841,031 1,097,775
Loans, including allowance for loan losses 713,572 821,574
Unrealized loss on investment securitics
available-for-sale and interest rate swap 8,804 444911
Net operating loss carry forwards 949,918 500,103
Federal alternative minimum tax credit carry forward 554,733 —
Deferred compensation arrangements 324,622 315,223
State taxes 41,689 63,230
Accrued expenses o o o o 07 47469
__Total deferred tax assets e 3,470,446 _ 3290285
L Less valuation allowance L L _ 18510 105,919
_ _ Netdeferred tax assets L 3288936 3,184,366
Deferred tax liabilities:
FHLB stock dividends 785,144 672,740
[nvestments 40,871 113,817
Intangible assets 813,853 167,215
Premises equipment, net of depreciation 721,934 138,889
Other,net o L o 7413 5,657
_ Total deferred tax liabilities L - 2369215 1098318
Net deferred tax assets $ 919721 2,086,048




P———*

' The Company has recorded deferred taxes for temporary differences related to fair value adjustments on
loans, investment securities, deposits, and borrowings recorded at the date of acquisition. In addition,

‘ the Company has also recorded a deferred tax asset for future benefits of net operating losses and

I alternative minimum tax credit carry forwards. The net operating loss carry forwards will expire, if not

} utilized, between 2014 and 2024. The alternative minimum tax credit carry forward does not expire. The
"‘ Company has recorded a valuation allowance to reduce certain state net operating loss carry forwards '
/ which expire at various times through 2024. The increase in the valuation allowance is related to

L additional net operating loss carry forwards generated during 2006. At December 31, 2006 and 2005, the
» Company believes it is more likely than not that these items will not be realized. A valuation allowance
related to the remaining deferred tax assets has not been provided because management believes it is
more likely than not that the results of future operations will generate sufficient taxable income to realize .

i

i

]

i, the deferred tax assets.
|

f Retained earnings at December 31, 2006 and 2005, includes approximately $6.3 million for which no

| provision for federal income tax had been made. This amount represents allocations of income to bad

) debt deductions in years prior to 1988 for tax purposes only. Reduction of amounts allocated for

[ purposes other than tax bad debt losses will create income for tax purposes only, which will be subject to

2 the then current corporate income tax rate.

(11) EMPLOYEE BENEMT PLANS

Employee Retirement Plan

Substantially all employees are covered under a 401(k) defined contribution savings plan. Contributions of
$253,000, $190,000 and $104,000 were charged to operations for the years ended December 31, 2006, 2005,
and 2004, respectively.

Deferred Compensation and Retirement Agreements

The Company entered into deferred compensation and other retirement agreements with certain key
employees that provides for cash payments to be made after their retirement. The obligations under
these arrangements have been recorded at the present value of the accrued benefits using a 2% discount
rate. The Company has also entered into agreements with certain directors and officers to defer portions
of their compensation. The balance of estimated accrued benefits under all of these arrangements was
$987,000 and $943,000 at December 31, 2006 and 2005, respectively, and was included as a component of
other liabilities in the accompanying consolidated balance sheets. To assist in funding benefits under
each of these plans, the Bank has purchased certain assets including life insurance policies on covered
employees in which the Bank is the beneficiary. At December 31, 2006 and 2005, the cash surrender
values on these policies and other assets established to meet such obligations were $3.3 million and $2.9
million, respectively. In addition to these policies the Bank purchased $7.5 million of bank owned life
insurance policies during 2006, which had a cash surrender value of $7.8 million at December 31, 2006.
These policies are not related to deferred compensation or other retirement agreements.

(12) Stock OpTION PLAN

The Company has a stock based employee compensation plan which allows for the issuance of stock
options, the purpose of which is to provide additional incentive to certain officers, directors, and key
employees by facilitating thejr purchase of a stock interest in the Company. The plan is administered by
the compensation committee of the board of directors who selects employees to whom options are
granted and the number of shares granted. The option price may not be less than 100% of the fair
market value of the shares on the date of the grant, and no option shall be exercisable after the expiration
of ten years from the grant date. In the case of any employee who owns more than 10% of the
outstanding common stock at the time the option is granted, the option price may not be less than 110%
of the fair market value of the shares on the date of the grant, and the option shall not be exercisable
after the expiration of ten years from the grant date. The Company intends to utilize authorized, but un-
issued shares to satisfy option exercises. The number of shares available for future grants was 171,593 at




December 31, 2006. Compensation expense is recognized over the option vesting period, which is
typically pro-rata over four or five years. The stock-based compensation cost related to these awards
was $114,000, $98,000 and $108,000 for the years ended December 31, 2006, 2005, and 2004, respectively.
The Company recognized tax benefits of $24,000, $14,000 and $16,000 for the years ended December 31,
2006, 2005, and 2004, respectively.

In determining compensation cost, the Black-Scholes option-pricing model is used to estimate the fair
value of options on date of grant. The Black-Scholes model is a closed-end model that uses the
assumptions outlined below. Expected volatility is based on historical volatility of the Company’s stock.
The Company uses historical exercise behavior and other qualitative factors to estimate the expected
term of the options, which represents the period of time that the options granted are expected to be
outstanding. The risk-free rate for the expected term is based on U.S. Treasury rates in effect at the time
of grant. The fair value of each option grant is estimated on the date of grant. The fair value of options
granted were estimated utilizing the following weighted average assumptions:

Years ended December 31,

o L o o 006 2005 2004
Dividend rate 5.0% 4.8% 4.8%
Volatility 19.1% 18.0% 19.0%
Risk-free interest rate 4.9% 4.3% 3.2%
Expected lives 5 years 5 years 5 years
Fair value per option at grant date - $ 355 % 340 % 314
A summary of option activity during 2006 is presented below:

Weighted
Weighted average

average remaining Aggregate

exercise contractual intrinsic
o o ___Shaes ___ pricc. _ tem __ value
Qutstanding at January 1, 2006 o 127340 % 2373 _738years n/a_
Granted 109,025 27.15 — n/a
Effect of 5% stock dividend 11,728 — — n/a
Cancelled — — — n/a
Exercised o _ (1,867) 1440 — n/a
Outstanding at December 31, 2006 ) 246226 % 2418 777years  § 755000
Exercisable at December 31, 2006 79,429 $ 2106 5.88 ycars $ 492,000
Vested and expected to vest at December 31, 2006 236,196 $ 2412 7.74 years $ 738,000
Additional information about stock options exercised is presented below:

Years ended December 31,
- w6 w5 004

Intrinsic value of options exercised (on exercise date) $ 23584 $ 109,836 $ 507,180
Cash received from options exercised $ 26891 $ 196,088 $ 221,552
Excess tax benefit realizedfrom options exercised $ 699 $ 37344 $ 135511

As of December 31, 2006, there was $349,000 of total unrecognized compensation cost related to
outstanding unvested options. That cost is expected to be recognized over a weighted-average period of
4 years. The total fair value (at vest date) of shares vested during the years ended December 31, 2006, 2005
and 2004 was $111,000, $98,000 and $8,000, respectively.




(13) FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value estimates of the Company’s financial instruments as of December 31, 2006 and 2005, including
methods and assumptions utilized, are sct forth below:

December 31, 2006 December 31,2005
Carrying Estimated  Carrying Estimated
L _  _amount _fairvalue __  amount  fairvalue
(ash and cash equivalents $ 14751914 14,752,000 21,490,512 21,491,000
Investment securities 145,884,168 145,884,000 140,130,512 140,131,000
Loans, net of unearned fees
and allowances for loan losses 379,323,581 377,595,000 274,565,855 275,979,000
Loans held for sale 1,364,474 1,384,000 1,163,211 1,177,000
Non-interest bearing demand deposits 48,397,528 48,398,000 38,365,040 38,365,000
Money market and NOW deposits 137,304,086 137,304,000 103,728,104 103,728,000
Savings deposits 27,702,896 27,703,000 26,098,127 26,098,000
Time deposits o . 231,080,860 231,348,000 163,081,460 162,595,000
Total deposits 444,485,370 444,753,000 331,272,731 330,786,000
FHLB advances 61,920,421 60,414,000 63,212,318 63,281,000
Other borrowings $ 28,495,643 28,496,000 22,046,000 22 46,000

Off-Balance Sheet Financial Instruments

The fair value of letters of credit and commitments to extend credit is based on the fees currently
charged to enter into similar agrecments. The aggregate of these fees is not material. These instruments
are also discussed in note 17 on “Commitments, Contingencies and Guarantees.”

Methods and Assumptions Utilized

The carrying amount of cash and cash equivalents, repurchase agreements, federal funds sold, and
accrued interest receivable and payable are considered to approximate fair value.

The estimated fair value of investment securities, except certain obligations of states and political
subdivisions, is based on bid prices published in financial newspapers or bid quotations received from
securities dealers. The fair value of certain obligations of states and political subdivisions is not readily
available through market sources other than dealer quotations, so fair value estimates are based upon
quoted market prices of similar instruments, adjusted for differences between the quoted instruments
and the instruments being valued.

The estimated fair value of the Company’s loan portfolio is based on the segregation of loans by
collateral type, interest terms, and maturities. In estimating the fair value of each category of loans, the
carrying amount of the loan is reduced by an allocation of the allowance for loan losses. Such allocation
is based on management’s loan classification system which is designed to measure the credit risk
inherent in each classification category. The estimated fair value of performing variable rate loans is the
carrying value of such loans, reduced by an allocation of the allowance for loan losses. The estimated
fair value of performing fixed rate loans is calculated by discounting scheduled cash flows through the
estimated maturity using estimated market discount rates that reflect the interest rate risk inherent in the
loan, reduced by an allocation of the allowance for loan losses. The estimate of maturity is based on the
Company’s historical experience with repayments for each loan classification, modified, as required, by
an estimate of the effect of current economic and lending conditions. The fair value for nonperforming
loans is the estimated fair value of the underlying collateral based on recent external appraisals or other
available information, which generally approximates carrying value, reduced by an allocation of the
allowance for loan losses.

The fair value of loans held for sale is estimated utilizing forward sales commitments or dealer
quotations,




The estimated fair value of deposits with no stated maturity, such as non-interest bearing demand
deposits, savings, money market accounts, and NOW accounts, is equal to the amount payable on
demand. The fair value of interest bearing time deposits is based on the discounted value of contractual
cash flows of such deposits. The discount rate is estimated using the rates currently offered for deposits
of similar remaining maturitics.

The fair value of advances from the FHLB is estimated using current rates offered for similar borrowings.
The fair values of other variable rate borrowings approximate the carrying value.

Limitations

Fair value estimates arc made at a specific point in time based on relevant market information and
information about the financial instruments. These estimates do not reflect any premium or discount
that could result from offering for sale at one time the Company’s entire holdings of a particular
financial instrument. Because no market exists for a significant portion of the Company’s financial
instruments, fair value estimates arc based on judgments regarding future loss experience, current
economic conditions, risk characteristics of various financial instruments, and other factors. These
estimates are subjective in nature and involve uncertainties and matters of significant judgment, and,
therefore, cannot be determined with precision. Changes in assumptions could significantly affect the
estimates. Fair value estimates are based on existing balance sheet financial instruments without
attempting to estimate the value of anticipated future business and the value of assets and liabilities that
are not considered financial instruments.

i (14) REGULATORY CAPITAL REQUIREMENTS

Current regulatory capital regulations require financial institutions to meet certain regulatory capital
requirements. Institutions are required to have minimum leverage capital equal to 4% of total average
assets and total qualifying capital equal to 8% of total risk weighted assets in order to be considered
“adequately capitalized.” As of December 31, 2006 and 2005, the Company and the Bank were rated
“well capitalized,” which is the highest rating available under this capital-based rating system.
Management believes that as of December 31, 2006, the Company and the Bank meet all capital
adequacy requirements to which they are subject. The following is a comparison of the Bank’s
regulatory capital to minimum capital requirements at December 31, 2006 and 2005, (dollars in

thousands):
To be well -
For capital capitalized under prompt
Actual adequacy purposes ___corrective action provisions
Amount Ratio Amount Ratio Amount _Ratio

As of December 31, 2006:

Total capital (to risk weighted assets) $ 55,740 14.05 % § = 31,727 = 8% $ = 39,659 = 10%

Tier 1 capital (o risk weighted assets) 51,710 13.04 = 15,863 =4 = 23,795 = 6

Tier 1 capital (to average assets) 51,710 8.94 =23137 =4 =28,921 2 5
As of December 31, 2005

Total capital (to risk weighted assets) § 48,071 16.32 % § = 23,568 2 8% $=29461 =10%

Ticr 1 capital (to risk weighted assets ) 44 920 15.25 = 11,784 > 4 = 17,676 = b

Tier 1 capital (to average assets) 44,920 10.14 = 17,728 = 4 =22,160 S




The following is a comparison of the Company’s regulatory capital to minimum capital requirements at
December 31, 2006 and 2005 (dollars in thousands):

To be well-
For capital capitalized under prompt
Actual adequacy purposes ~ corrective action provisions
. L L _Amﬂmt_" . Ratio L o A_n}_om' L __Ram__ - _ Amount _ Ratio
* As of December 31, 2006:
Total capital (to risk weighted asscts) $ 53,008 13.34% $=31,797 = 8% $=39,746 =10%
Tier 1 capital (to risk weighted assets) 48 899 12.30 = 15,898 x4 = 23,848 = 6
Tier 1 capital (to average assets) 48,899 8.43 =23,204 =4 229,005 = 5h
As of December 31, 2005:
Total capital (to risk weighted assets) $ 54,829 18.55% $ 223,647 = 8% $ = 29,559 =10%
Tier 1 capital (to risk weighted assets) 51,678 17.48 =11,823 z 4 =17,735 = 6
Tier 1 capital (to average assets) 51,678 11.61 217,800 =4 222250 )

(15) PARENT COMPANY CONDENSED FINANCIAL STATEMENTS

The following is condensed financial information of the parent company as of December 31, 2006 and 2005,
and for years ended December 31, 2006, 2005, and 2004 (in thousands):

Condensed Balance Sheets

December 31, December 31,

2006 2005
Assets - - o o o o o
Cash $ 55 8,011
Investment securities 1,077 1,133
Investment in Bank 68,192 53,432
Other - o L - o 1620 1800
Total assets $ 70944 64,376
Liabilities and Stockholders” Equity
Borrowed funds $ 21,226 19,796
Other 482 507
_ Stockholders’ equity_ o o . 49236 44073
Total liabilities and stockholders’ equity % 70,944 64,376
Condensed Statements of Earnings
_ Years ended December 31, L
i _ _ _ _ 2006 _ 2005 2004 —
Dividends from Bank $ 6258 4,457 5,105
Interest income 66 43 70
Other income 255 53 316
Interest expense (1,654) (770) (542)
Other expense, net o o (188) (189) (196)
Earnings before equity in undistributed earnings of Bank 4737 3,594 4,753
(Decrease)/increase in undistributed equity of Bank M _ 6 (625)
Earnings before income taxes ' 5478 ] 3,600 - 4,128—
Income tax (benefit)/expense L L (3 (297) (123

Net earnings $ 6,010 3,897 4251




Condensed Statements of Cash Flows

_ Years ended December 31,

2006 L 2005 004
Cash flows from operating activities:
Net earnings $ 6,010 3,897 4,251
(Decrease)/increase in undistributed equity of Bank (741) (6) 625
_ Other _ . _ ) D 0 . v) B V¢ .
Net cash provided by operating activities 5210 2,644 6,240
Cash flows from investing activities:
Purchase of investment securities available-for-sale 3 (112) (551)
Proceeds from sales and maturities of
investment securities available-for-sale 165 160 926
_ Cash paid in acquisition of First Kansas - (30800 - (17,502)
Net cash provided by/(used in) investing activities (12,918) 48 (17,127)
Cash flows from financing activities:
Tssuance of shares under stock option plan 27 196 221
Proceeds from other borrowings 9,772 9,998 9,555
Repayments on other borrowings (8,342) (3,470) (4,535)
Purchase of treasury stock (138) (1) (3,055)
__ Payment of dividends (1,567) (1444) (1421)
N Net cash provided by financing activities (48 5279 765
Net (decrease)/ increase in cash (7,956) 7971 (10,122)
__Cash at beginning of year go1r _ 40 I VATV
Cash at end of year $ 55 8,011 40

Dividends paid by the Company are provided through subsidiary bank dividends. At December 31, 2006,
the Bank could distribute dividends of up to $122,000 without regulatory approvals.

6) STOCKHOLDERS' RIGHTS PLAN

On October 11, 2001, the Company’s board of directors adopted a stockholders’ rights plan (the Rights
Plan). The Rights Plan provided for the distribution of one right on February 13, 2002, for cach share of
the Company’s outstanding common stock as of February 1, 2002. The rights have no immediate
economic value to stockholders, because they cannot be exercised unless and until a person, group or
entity acquires 15% or more of the Company’s common stock or announces a tender offer. The Rights
Plan also permits the Company’s board of directors to redeem each right for one cent under various
circumstances. In general, the Rights Plan provides that if a person, group or entity acquires a 15% or
larger stake in the Company or announces a tender offer, and the Company’s board of directors chooses
not to redeem the rights, all holders of rights, other than the 15% stockholder or the tender offeror, will
be able to purchase a certain amount of the Company’s common stock for half of its market price.




(17) CoOMMITMENTS, CONTINGENCIES AND GUARANTEES

Commitments to extend credit are legally binding agreements to lend to a borrower providing there are no |
violations of any conditions established in the contract. The Company, as a provider of financial services
routinely issues financial guarantees in the form of financial and performance commercial and standby |
letters of credit. As many of the commitments are expected to expire without being drawn upon, the total |
commitment does not necessarily represent future cash requirements (see Note 5).

The Company guarantees payments to holders of certain trust preferred securities issued by wholly owned |
grantor trusts. The securities are due in 2034 and 2036 and are redcemable beginning in 2009 and 2011. The |
maximum potential future payments guaranteed by the Company, which includes future interest and |
principal payments through maturity, was approximately $50.8 million at December 31, 2006. At
December 31, 2006, the Company had a recorded liability of $16.7 million of principal and accrued in terest
to date, representing amounts owed to the Trust.

There are no pending legal proceedings to which the Company or the Bank is a party other than ordmary
routine litigation incidental to the Bank’s business. While the ultimate outcome of current legal |
proceedings cannot be predicted with certainty, it is the opinion of management that the resolution of these .
legal actions should not have a material effect on the Company’s consolidated financial position or results |
of operations.




CORPORATE INFORMATION

DIRECTORS OF LANDMARK BANCORP, INC.
AND LANDMARK NATIONAL BANK

arry Schugart, Chairman
! Former President and Chief Executive Officer
Landmark Bancshares, Inc.

Patrick L. Alexander
President and Chief Executive Officer
Landmark Bancorp, Inc. and Landmark National Bank

| Richard A. Ball
CPA
i Ball Consulting Group, Ltd.

i Brent A. Bowman

i Vice President

Bowman Bowman and Novick, Inc.

i Architects and Landscape Architects

Joseph L. Downey
Retired Senior Vice President, Director and Executive Officer
Dow Chemical Company

Jim W, Lewis
Owner, Various Automobile Dealerships

i Jerry R Dettle
Retired Dentist
Dental Associates of Manhattan, P.A.

Susan E. Roepke

Retired Vice President, Secretary and Treasurert,
MNB Bancshares, Inc.

| Retired Senior Vice President/Secretary / Cashier,

' Security National Bank

C. Duane Ross
President
' High Plains Publishers, Inc.

David H. Snapp
Law Partner
Waite, Snapp & Doll

LANDMARK
BANCORP, INC.

ExXecuTIVE OFFICERS OF
LANDMARK BANCORP, INC.

Patrick L. Alexander
President and Chief Executive Officer

Mark A. Herpich
Chief Financial Officer, Vice President,
Secretary and Treasurer

ExecuTIVE OFFICERS OF
LANDMARK NATIONAL BANK

Patrick L. Alexander
President and Chief Executive Officer

Mark A. Herpich
Executive Vice President, Secretary and Cashier

Michael E. Scheopner
Executive Vice President, Credit Risk Manager

Dean R. Thibault
Executive Vice President - Commercial Lending

Larry R. Heyka
Market President - Manhattan

Mark J. Oliphant
Market President - Dodge City




LANDMARK
BANCORP, INC.

STOCK PRICE INFORMATION

Qur common stock has traded on the Nasdaq Global
Market under the symbo] “LARK” since 2001. At
December 31, 2006, the Company had approximately
1,150 stockholders, consisting of approximately 420
owners of record and approximately 730 beneficial
owners of our common stock.  Set forth below are the
reported high and low sale prices of the common stock
and dividends paid during the past two years,
Information presented below has been adjusted to give
effect to the 5% stock dividends declared in December
2006 and 2005.

Year Ended December 31, 2006

Cash
High Low dividends
First Quarter $26.67 $23.71 $0.1619
Second Quarter 26.90 25.33 0.1619
Third Quarter 27.19 24.10 0.1619
Fourth Quarter 28.80 26.04 0.1810
Year Ended December 31, 2005
Cash
High Low dividends
First Quarter $27.66 $25.85 $0.1542
Second Quarter 27.67 22.31 0.1542
Third Quarter 24.00 21.36 0.1542
Fourth Quarter 23.76 20.00 0.1542
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2007 at 2:00 PM. i
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A copy of the Annual Report on Form 10-K filed with
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obtained by stockholders without charge on written
request to Patrick L. Alexander, President and Chief
Executive Qfficer, Landmark Bancorp, Inc, PO. Box
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\ LANDMARK
Amimy BANCORP, INC.

MISSION STATEMENT

' We are dedicated to providing quality financial services to customers in a manner that exceeds customer

. expectations. These services will be delivered by outgoing, professional, and knowledgeable associates that are
focused on asking for the business and establishing long-term banking relationships. These banking relationships
- will have a foundation of personal service and quality products that are delivered in a convenient manner that
meet our customers’ needs at a fair and competitive price.




