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FORM 10-Q
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OR
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For the transition period from to

Commission file number 000-24630

MIDWESTONE FINANCIAL GROUP, INC.
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102 South Clinton Street
Towa City, IA 52240

(Address of principal executive offices, including Zip Code)

Registrant s telephone number: 319-356-5800

Iowa 42-1206172
(State of Incorporation) (I.R.S. Employer Identification No.)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. x Yes = No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). = Yes = No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ™ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). = Yes x No

As of November 5, 2009, there were 8,605,333 shares of common stock, $1.00 par value per share, outstanding.
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Item 1. Financial Statements.

(dollars in thousands)

Cash and due from banks
Interest-bearing deposits in banks

Cash and cash equivalents

Investment securities:
Available for sale

PART I FINANCIAL INFORMATION

MIDWESTONE FINANCIAL GROUP, INC.

AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

Held to maturity (fair value of $7,641 as of September 30, 2009 and $8,120 as of December 31, 2008)

Loans held for sale
Loans
Allowance for loan losses

Net loans

Loan pool participations, net
Premises and equipment, net
Accrued interest receivable
Other intangible assets, net
Bank-owned life insurance
Other real estate owned
Deferred income taxes
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY

Deposits:

Non-interest bearing demand
Interest-bearing checking

Savings

Certificates of deposit under $100,000
Certificates of deposit $100,000 and over

Total deposits

Federal funds purchased

Securities sold under agreements to repurchase
Federal Home Loan Bank borrowings
Deferred compensation liabilities

Long-term debt

Table of Contents

September 30,
2009
(unaudited)

$ 23,421
3,849

27,270

354,697
7,512
1,115

973,468

(13,506)

959,962

88,707
29,515
12,382
12,485
17,917

2,608

2,409
13,097

$ 1,529,676

$ 125,009
392,485
59,077
403,654
172,589

1,152,814

50,397
137,000
3,839
15,601

December 31,
2008

$ 32,383
543

32,926

272,380
8,125
5,279

1,014,814

(10,977)

1,003,837

92,932
28,748
11,736
13,424
17,340
996
5,595
15,644

$ 1,508,962

$ 123,558
389,227
59,133
402,950
153,321

1,128,189
13,050
44,249

158,782
1,586
15,640
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Accrued interest payable 2,795 2,770
Other liabilities 15,320 14,354
Total liabilities 1,377,766 1,378,620

Shareholders equity:

Preferred stock, no par value, with a liquidation preference of $1,000 per share; authorized 500,000

shares; issued and outstanding 16,000 shares as of September 30, 2009; no shares authorized or issued at

December 31, 2008 $ 15,683 $ -
Common stock, $1 par value; authorized 15,000,000 shares at September 30, 2009 and 10,000,000 shares

at December 31, 2008; issued 8,690,398 shares at September 30, 2009 and December 31, 2008;

outstanding 8,605,333 shares at September 30, 2009 and 8,603,055 at December 31, 2008 8,690 8,690
Additional paid-in capital 81,122 80,757
Treasury stock at cost, 85,065 shares as of September 30, 2009 and 87,343 shares at December 31, 2008 (1,183) (1,215)
Retained earnings 47,109 43,683
Accumulated other comprehensive income (loss) 489 (1,573)
Total shareholders equity 151,910 130,342
Total liabilities and shareholders equity $ 1,529,676 $ 1,508,962

See accompanying notes to consolidated financial statements.
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MIDWESTONE FINANCIAL GROUP, INC.

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

(dollars in thousands, except per share amounts)

Interest income:

Interest and fees on loans

Interest and discount on loan pool participations
Interest on bank deposits

Interest on federal funds sold

Interest on investment securities:

Taxable securities

Tax-exempt securities

Total interest income

Interest expense:

Interest on deposits:

Interest-bearing checking

Savings

Certificates of deposit under $100,000
Certificates of deposit $100,000 and over

Total interest expense on deposits

Interest on federal funds purchased

Interest on securities sold under agreements to repurchase
Interest on Federal Home Loan Bank advances

Interest on notes payable

Interest on long-term debt

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Noninterest income:

Trust and investment fees

Service charges and fees on deposit accounts
Mortgage origination and loan servicing fees
Other service charges, commissions and fees
Bank-owned life insurance income
Investment securities gains (losses), net
Impairment losses on investment securities
Less noncredit-related losses

Table of Contents

$

Three Months Ended
September 30,
2009 2008
14,669 $ 14,842
28 1,228
3 23
6 70
2,307 2,212
1,018 1,063
18,031 19,438
1,078 2,125
49 109
2,909 3,744
1,266 474
5,302 6,452
1 29
97 292
1,533 1,528
13 1
158 187
7,104 8,489
10,927 10,949
2,125 838
8,802 10,111
1,050 1,217
1,074 1,224
613 187
568 266
154 121
(1,388) =

Nine Months Ended
September 30,
2009 2008
$ 44,365 38,238
1,707 3,145
4 26
44 298
6,429 6,286
2,988 3,021
55,537 51,014
3,450 3,174
174 1,295
9,255 9,731
3,905 3,125
16,784 17,325
11 60
348 814
4,115 3,812
49 110
505 433
21,812 22,554
33,725 28,460
5,975 1,666
27,750 26,794
3,121 3,290
2,975 3,068
2,244 817
1,603 1,648
576 354
(2,002) 567)
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Net impairment losses (1,388) -
Gain on sale of available for sale securities 491 -
Gain (loss) on sale of fixed assets ©)] 9
Total noninterest income 2,553 3,024

Noninterest expense:

Salaries and employee benefits 5,863 5,815
Net occupancy and equipment expense 1,729 2,234
Professional fees 727 348
Data processing expense 438 339
FDIC Insurance expense 615 292
Other operating expense 1,785 1,926
Total noninterest expense 11,157 10,954
Income before income tax expense 198 2,181
Income tax expense (benefit) (636) 477
Net income $ 834 $ 1,704
Less: Preferred stock dividends and discount accretion $ 216 $ -

Net income available to common shareholders $ 618 $ 1,704

Share and Per share information:

Ending number of shares outstanding 8,605,333 8,646,328
Average number of shares outstanding 8,605,312 8,646,328
Diluted average number of shares 8,605,732 8,646,328
Earnings per common share - basic $ 0.07 $ 0.20
Earnings per common share - diluted 0.07 0.20
Dividends paid per common share 0.05 0.15

See accompanying notes to consolidated financial statements.
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(2,002)
491
&)

9,005

17,463
5,083
2,651
1,445
2,568
5,195

34,405

2,350
(443)

$ 2793 $

$ 563 $

$ 2,230 $

8,605,333
8,604,531
8,604,557

$ 0.26 $
0.26
0.25

(567)
206

8,825

14,918
4,737
927
1,253
334
4,220

26,389

9,230
2,288

6,942

6,942

8,646,328
7,707,301
7,707,301
0.90
0.90
0.31
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS

(unaudited)

(in thousands, except per share amounts)

Balance at December 31, 2007

Comprehensive income:

Net income

Unrealized losses arising during the period on
securities available for sale

Reclassification for realized losses on securities
available for sale, net of tax

Total comprehensive income

Dividends paid ($0.15 per share)

Stock options exercised (5,302 shares)

Treasury stock purchased (60,000 shares)
Fractional shares paid out in merger

Shares issued in merger (3,519,788 shares)
Stock option value allocated to transaction
purchase price

Cumulative effect adjustment for postretirement
split dollar life insurance benefits

Balance at September 30, 2008

Balance at December 31, 2008

Cumulative effect of FASB ASC 320, net of tax
Comprehensive income:

Net income

Change in unrealized gain on all other available
for sale securities, net of tax

Total comprehensive income

MIDWESTONE FINANCIAL GROUP, INC.

AND SUBSIDIARIES

Additional
Preferred Common Paid-in
Stock Stock Capital

$ = $ 5165 $ 100

Dividends paid on common stock ($0.25 per share) -

Dividends paid on preferred stock
Release/lapse of restriction on 2,278 RSUs
Issuance of preferred shares (16,000 shares)
Common warrants issued

Preferred stock discount accretion

Stock compensation
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5 40

- 3)
3,520 78,245

- 2,365

$ 8,690 $ 80,747

$ 8,690 $ 80,757

(32)
15,642 - -
- - 358
41 - -
- - 39

Treasury
Stock
$ -

11

(883)

$ (872

$ (1,215)

32

Accumulated
Other
Retained  Comprehensive
Earnings Income (loss)

$72333 §$ (206)
6,942 -
- (2,871)
- 211
6,942 (2,660)
(2,641)
(133) =

$76,501 $ (2,866)

$43,683 $ (1,573)

3,266 (3,266)
2,793 -
- 5,328
6,059 2,062
(2,172) -
(420)
241)

EQUITY AND OTHER COMPREHENSIVE INCOME (LOSS)

Total

$ 77,392

6,942
(2,871)

211

4,282

(2,641)
56

(883)

3)
81,765
2,365

(133)
$ 162,200

$ 130,342

2,793

5,328
8,121

(2,172)
(420)

15,642
358

39
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Balance at September 30, 2009 $ 15,683 $ 8,690 $ 81,122 $ (1,183) $47,109 $ 489  $151.910

See accompanying notes to consolidated financial statements.
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MIDWESTONE FINANCIAL GROUP, INC.

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Nine Months Ended
(dollars in thousands) September 30,

2009 2008
Cash flows from operating activities:
Net income $ 2,793 $ 6,942
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 2,176 1,735
Provision for loan losses 5,975 1,666
Deferred income taxes 1,800 (247)
Gain on sale of available for sale investment securities 491) (206)
Impairment losses on investment securities 2,002 567
(Gain) Loss sale of premises and equipment 3 )
Loss sale of other real estate owned 9 20
Write-down of other real estate owned 230 -
Amortization of investment securities and loan premiums 1,268 509
Accretion of investment securities and loan discounts (116) (191)
Stock-based compensation 39 -
Decrease in loans held for sale 4,164 -
Increase in accrued interest receivable (646) (1,380)
Decrease in other assets 2,547 4,087
(Decrease) increase in accrued interest payable 25 (1,771)
Decrease in other liabilities (5,049) (5,964)
Net cash provided by operating activities 16,729 5,758
Cash flows from investing activities:
Investment securities available for sale:
Proceeds from sales 34,741 10,550
Proceeds from maturities 60,938 45,190
Purchases (165,677) (40,006)
Investment securities held to maturity:
Proceeds from maturities 1,522 1,967
Purchases (950) -
Net decrease (increase) in loans 35,727 (60,399)
Net decrease (increase) in loan pool participations 4,225 (10,038)
Purchases of premises and equipment 2,776) (667)
Proceeds from sale of premises and equipment 28 7
Proceeds from sale of other real estate owned 322 -
Activity in bank-owned life insurance:
Purchases - (63)
Increase in cash value (577) (305)
Acquisition of net assets in merger - 20,351
Net cash used in investing activities (32,477) (33,413)

Cash flows from financing activities:

Table of Contents 10
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Net increase in deposits

Net decrease in federal funds purchased

Net increase in securities sold under agreements to repurchase
Proceeds from Federal Home Loan Bank advances
Repayment of Federal Home Loan Bank advances
Net increase in notes payable

Payments on long-term debt

Dividends paid

Proceeds from exercise of stock options
Repurchase of common stock

Issuance of preferred stock and warrants

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest

Income taxes

Supplemental disclosure of non-cash investing activities:
Transfer of loans to other real estate owned

See accompanying notes to consolidated financial statements.

Table of Contents

24,625
(13,050)

6,148

24,000
(45,000)
(39)
(2,592)

16,000

10,092

(5,656)
32,926

27,270

24,607

846

2,173

$

$

$

$

7,480
(3,750)
4,695
45,000
(29,404)
6

(2,641)
56
(883)

20,559

(7,096)
34,220

27,124

24,451

4,052

1,452

11
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MidWestOne Financial Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

(Unaudited)

1.  Introductory Note

On March 14, 2008, the former MidWestOne Financial Group, Inc. ( Former MidWestOne ) merged with and into ISB Financial Corp. in
accordance with the Agreement and Plan of Merger dated as of September 11, 2007. As a result of the merger, Former MidWestOne ceased to
exist as a legal entity and ISB Financial Corp. survived the merger and changed its name to MidWestOne Financial Group, Inc. The surviving
organization is referred to in this document as the Company.

Prior to the merger, ISB Financial Corp s wholly-owned bank subsidiaries were lowa State Bank & Trust Co. and First State Bank. Subsequent to
the merger, the Company added MidWestOne Bank, MidWestOne Investment Services, Inc. and MidWestOne Insurance Services, Inc. as
wholly-owned subsidiaries. On August 9, 2008, the three bank subsidiaries were merged with the resulting bank known as MidWestOne Bank
headquartered in Iowa City, IA. On December 31, 2008, MidWestOne Investment Services, Inc. was merged into MidWestOne Bank.

The results of operations for the three-month and nine-month periods ended September 30, 2008 include the Company s operations for such
three-month and nine-month periods as well as the operations of Former MidWestOne for the period beginning March 15, 2008 through
September 30, 2008. The results of operations for the three-month and nine-month periods ended September 30, 2009, however, include the
operations of the combined Company for the entire period. The Company s consolidated balance sheet as of December 31, 2008 includes
information for both the Company and Former MidWestOne as a consolidated entity.

2.  Basis of Presentation

The accompanying consolidated statements of operations for the three months and nine months ended September 30, 2009 include the accounts
and transactions of the Company and its wholly-owned subsidiaries MidWestOne Bank and MidWestOne Insurance Services, Inc. All material
intercompany balances and transactions have been eliminated in consolidation.

The accompanying consolidated financial statements have been prepared by the Company pursuant to the rules and regulations of the Securities
and Exchange Commission. Certain information and footnote disclosures normally included in financial statements prepared in accordance with
U. S. generally accepted accounting principles have been condensed or omitted pursuant to such rules and regulations. Management believes that
the disclosures are adequate to make the information presented not misleading. In the opinion of management, the accompanying consolidated
financial statements contain all adjustments (consisting of only normal recurring accruals) necessary to present fairly the financial position as of
September 30, 2009, and the results of operations and cash flows for the three months and nine months ended September 30, 2009 and 2008.

The results for the three months and nine months ended September 30, 2009 may not be indicative of results for the year ending December 31,
2009, or for any other period.

Certain amounts in the consolidated financial statements have been reclassified to conform to current year presentations.

3. Consolidated Statements of Cash Flows
In the consolidated statements of cash flows, cash and cash equivalents include cash and due from banks, interest-bearing deposits in banks, and
federal funds sold.

Table of Contents 12
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4. Income Taxes
Federal income tax expense for the three months and nine months ended September 30, 2009 and 2008 was computed using the consolidated
effective federal tax rate. The Company also recognized income tax expense pertaining to state franchise taxes payable by the subsidiary bank.

5. Stockholders Equity and Earnings per Common Share
Preferred Stock: On January 23, 2009, the shareholders of the Company approved a proposal to amend the Company s articles of incorporation to
authorize the issuance of up to 500,000 shares of preferred stock.

On February 6, 2009, the Company issued 16,000 shares of Fixed Rate Cumulative Perpetual Preferred Stock, Series A, together with a ten-year
warrant to acquire 198,675 shares of common stock, to the U.S. Department of the Treasury (the Treasury ) under the Capital Purchase Program
(the CPP ) for an aggregate purchase price of $16.0 million. We recorded the preferred stock at $15.64 million, which represents the $16.0
million of cash received net of the fair value of the warrant. The preferred stock discount, $358,000, is being accreted on a 5% level yield basis
over 60 months. The senior preferred stock has no par value per share and a liquidation preference of $1,000 per share, or $16.0 million in the
aggregate. Dividends are payable quarterly at the rate of 5% per annum until the fifth anniversary date of the issuance and at a rate of 9% per
annum thereafter. The dividends are computed on the basis of a 360-day year consisting of twelve 30-day months. The dividends are payable
quarterly in arrears on February 15, May 15, August 15, and November 15 of each year.

The senior preferred stock is non-voting, other than class voting rights on any authorization or issuance of shares ranking senior to the senior
preferred stock, any amendment to the rights of senior preferred stock, or any merger, exchange, or similar transaction that would adversely
affect the rights of the senior preferred stock. If dividends are not paid in full for six dividend periods, whether or not consecutive, the Treasury
will have the right to elect two directors to the Company s Board. The right to elect directors would end when full dividends have been paid for
four consecutive dividend periods.

Effective February 17, 2009, the American Recovery and Reinvestment Act of 2009 ( ARRA ) eliminated the restrictions on a CPP participant s
ability to repay the Treasury s investment until the third anniversary of the date of the Treasury s investment. Prior to ARRA, CPP participants
were prohibited from redeeming the Treasury s senior preferred stock except with the proceeds of an offering of qualifying Tier 1 capital. ARRA
now allows CPP participants, such as the Company, the option to repay the Treasury s investment under the CPP at any time without regard to
whether the Company has raised new capital, subject to consultation with the Federal Reserve and the Federal Deposit Insurance Corporation

(the FDIC ). If the Company were to repay the Treasury s investment, it would be permitted to redeem the warrant issued to Treasury for fair
market value.

The CPP requires that the Company be subject to specified standards for executive compensation and corporate governance as long as any
obligation arising from financial assistance provided under the statute remains outstanding. The U.S. Congress and the Treasury may create
additional provisions that could become retroactively applicable to the senior preferred stock.

Common Stock: On January 23, 2009, the shareholders of the Company approved a proposal to amend the Company s articles of incorporation to
increase the number of authorized shares of common stock from 10,000,000 to 15,000,000.

Common Stock Warrant: In connection with the CPP described above, a warrant exercisable for 198,675 shares of Company common stock was
issued to the Treasury. The warrant entitles the Treasury to purchase 198,675 shares of common stock at $12.08 per share at any time on or
before February 6, 2019. If the Company issues common stock, or another security that qualifies as Tier 1 capital, for aggregate gross proceeds
of at least $16.0 million prior to December 31, 2009, the
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number of common shares underlying the warrant will be reduced by one-half to 99,338 shares. As noted above, under ARRA, if the Company
repays the Treasury s investment in full, the Company would be permitted to redeem the warrant issued to Treasury at its then current fair market
value. If the warrant is not redeemed at such time, however, it will remain outstanding and transferable by the Treasury.

As holder of the common stock warrant, the Treasury is not entitled to vote, to receive dividends, or to exercise any other rights of common
shareholders for any purpose until such warrants have been duly exercised. The Treasury has agreed not to exercise voting power with respect to
any shares of common stock issued upon exercise. The Company has filed and will maintain at all times during the period the senior preferred
stock is outstanding and during the period the warrant is exercisable, a shelf registration statement relating to the issuance of common shares
underlying the warrant for the benefit of the warrant holder.

The fair value of the warrants was calculated using the Binomial Option Pricing Model. The inputs to the model are consistent with those
utilized by the company for a 10-year employee stock option.

Number of warrants granted 198,675
Exercise price $ 12.08
Grant date fair market value $ 7.32
Estimated forfeiture rate -
Risk-free interest rate 2.93%
Expected life, in years 10
Expected volatility 40.7%
Expected dividend yield 3.86%
Estimated fair value per warrant $ 1.39

Earnings per Common Share: Basic earnings per common share computations are based on the weighted average number of shares of common
stock actually outstanding during the period. The weighted average number of shares outstanding for the three months ended September 30,
2009 and 2008 was 8,605,312 and 8,646,328, respectively. The weighted average number of shares outstanding for the nine months ended
September 30, 2009 and 2008 was 8,604,531 and 7,707,301 respectively. Diluted earnings per share amounts are computed by dividing net
income available to common shareholders by the weighted average number of shares outstanding and all dilutive potential shares outstanding
during the period. The computation of diluted earnings per share used a weighted average diluted number of shares outstanding of 8,605,732 and
8,646,328 for the three months ended September 30, 2009 and 2008, respectively, and 8,604,557 and 7,707,301 for the nine months ended
September 30, 2009 and 2008, respectively. The following table presents the computation of earnings per common share for the respective
periods:

Three Months Ended Nine Months Ended

Earnings per Share Information September 30, September 30,
(dollars in thousands) 2009 2008 2009 2008
Weighted average number of shares outstanding during
the period 8,605,312 8,646,328 8,604,531 7,707,301
Weighted average number of shares outstanding during
the period including all dilutive potential shares 8,605,732 8,646,328 8,604,557 7,707,301
Net Income $ 834 $ 1,704 $ 2,793 $ 6,942
Preferred stock dividends and discount accretion (216) - (563) -
Net income available to common stockholders $ 618 $ 1,704 $ 2,230 $ 6,942
Earnings per common share - basic $ 0.07 $ 0.20 $ 0.26 $ 0.90
Earnings per common share - diluted $ 0.07 $ 0.20 $ 0.26 $ 0.90

9
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Investments

A summary of investment securities available for sale is as follows:

U.S. Government agencies and corporations

State and political subdivisions

Mortgage-backed securities and collateralized mortgage obligations
Corporate debt securities

Common stocks

Total

U.S. Government agencies and corporations

State and political subdivisions

Mortgage-backed securities and collateralized mortgage obligations
Corporate debt securities

Common stocks

Total

A summary of investment securities held to maturity is as follows:

Mortgage-backed securities
State and political subdivisions

Total

Mortgage-backed securities
State and political subdivisions

Total

Table of Contents

Amortized
Cost

$ 78,247
152,924
94,620
17,155
1,856

$ 344,802

Amortized
Cost

$ 70,447
114,261
71,618
12,263
2,656

$271,245

Amortized
Cost

$ 72
7,440

$ 7512

Amortized
Cost

$ 96
8,029

$ 8,125

As of September 30, 2009

Gross Gross
Unrealized Unrealized
Gains Losses

(in thousands)

$ 2,049 $ (33)

4,941 (367)
2,857 -

484 (165)

304 (175)

$ 10635 $  (740)

As of December 31, 2008

Gross Gross

Unrealized Unrealized
Gains Losses
(in thousands)

$ 3,153 $ =

827 (1,245)

1,607 (148)

6 (2,831)

- (234)

$ 5593 $ (4,458)

As of September 30, 2009

Gross Gross
Unrealized Unrealized
Gains Losses

(in thousands)
$ 5 $ -
124 -
$ 129 $ -

As of December 31, 2008

Gross Gross
Unrealized Unrealized
Gains Losses
(in thousands)

$ 3 $ -
1 )

$ 4 8 €))

Estimated
Fair
Value

$ 80,263
157,498
97,477
17,474
1,985

$ 354,697

Estimated
Fair
Value

$ 73,600
113,843
73,077
9,438
2,422

$272,380

Estimated
Fair
Value

$ 71
7,564

$ 7,641

Estimated
Fair
Value

$ 99
8,021

$ 8,120
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The summary of available-for-sale investment securities shows that some of the securities in the available-for-sale investment portfolio had
unrealized losses, or were temporarily impaired, as of September 30, 2009 and December 31, 2008. 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.

10
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The following presents information pertaining to securities with gross unrealized losses as of September 30, 2009 and December 31, 2008,
aggregated by investment category and length of time that individual securities have been in a continuous loss position:

U.S. Government agencies and corporations

State and political subdivisions

Mortgage-backed securities and collateralized mortgage
obligations

Corporate debt securities

Common stocks

Total

U.S. Government agencies and corporations

State and political subdivisions

Mortgage-backed securities and collateralized mortgage
obligations

Corporate debt securities

Common stocks

Total

Number
of
Securities

2
49

N B

61

Number
of
Securities

264
19

14
12

309

As of September 30, 2009

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

(In Thousands)
$ 4808 $ 3 § - $ = $ 4808 $ 33
11,833 344 2,020 23 13,853 367
1,792 165 - - 1,792 165
502 175 - - 502 175
$18935 $ 717 $2,020 $ 23 $20,955 $ 740
As of December 31, 2008
Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

(In Thousands)
$ - $ - $ - $ - $ - $ -

47,187 1,015 7,379 239 54,566 1,254
14,983 148 - - 14,983 148
6,653 2,509 730 322 7,383 2,831
2,422 234 - - 2,422 234
$71245 $ 3906 $8,109 $ 561 $79,354 $ 4,467

The Company s assessment of other than temporary impairment is based on its reasonable judgment of the specific facts and circumstances
impacting each individual security at the time such assessments are made. The Company reviews and considers factual information, including
expected cash flows, the structure of the security, the credit quality of the underlying assets and the current and anticipated market

conditions. As of April 1, 2009 the Company adopted the amended provisions of FASB ASC Topic 320. This changed the accounting for other
than temporary impairments of debt securities and separates the impairment into credit-related and other factors. In accordance with the new
guidance, the noncredit-related portion of other-than-temporary impairment losses recognized in prior year earnings was reclassified as a
cumulative effect adjustment that increased retained earnings and decreased accumulated other comprehensive income at the beginning of the
quarter ended June 30, 2009. In 2008, $6.2 million in other-than-temporary impairment charges were recognized, of which $5.2 million related
to noncredit-related impairment on debt securities. Therefore, the cumulative effect adjustment to retained earnings totaled $5.2 million, or $3.3

million net of tax.
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The receipt of principal, at par, and interest on mortgage-backed securities is guaranteed by the respective government-sponsored agency
guarantor, such that the Company believes that its mortgage-backed securities do not expose the Company to credit-related losses. The
Company s mortgage-backed securities portfolio consisted of securities predominantly underwritten to the standards of and guaranteed by the
government-sponsored agencies of FHLMC, FNMA and GNMA.

The Company believes that the decline in the value of certain municipal obligations was primarily related to an overall widening of market
spreads for many types of fixed income products during 2008 and 2009, reflecting, among other things, reduced liquidity and the downgrades on
the underlying credit default insurance providers. At September 30, 2009, approximately 74% of the municipal obligations held by the Company
were Iowa based. The Company does not intend to sell these municipal obligations, and it is more likely than not that the Company will not be
required to sell them until the recovery of its cost. Due to the issuers continued satisfaction of their obligations under the securities in accordance
with their contractual terms and the expectation that they will continue to do so, management s intent and ability to hold these securities for a
period of time sufficient to allow for any anticipated recovery in fair value, as well as the evaluation of the fundamentals of the issuers financial
condition and other objective evidence, the Company believes that the municipal obligations identified in the tables above were temporarily
depressed as of September 30, 2009 and December 31, 2008.

At September 30, 2009, the Company owned six collateralized debt obligations backed by pools of trust preferred securities with an original cost
basis of $9.75 million. The book value of these securities as of this date totaled $2.1 million after other than temporary impairment ( OTTI )
charges of $6.2 million during 2008, and $1.3 million during the third quarter of 2009. All of the Company s trust preferred collateralized debt
obligations are in mezzanine tranches and are currently rated less than investment grade by Moody s Investor Services. They are secured by trust
preferred securities of banks and insurance companies throughout the United States, and were rated as investment grade securities when
purchased between March 2006 and December 2007. However, as the banking climate has eroded during 2008 and 2009, the securities have
experienced cash flow problems and a pre-tax charge to earnings of $6.2 million was recorded in the fourth quarter of 2008. Due to continued
market deterioration in these securities, an additional pre-tax charge to earnings of $1.3 million was recorded in the third quarter of 2009. The
market for these securities is considered to be inactive according to the guidance issued in ASC Topic 820, Fair Value Measurements and
Disclosures, which the Company adopted as of April 1, 2009. The Company used a discounted cash flow model to determine the estimated fair
value of its pooled trust preferred collateralized debt obligations and to assess other than temporary impairment. The discounted cash flow
analysis was performed in accordance with FASB ASC Topic 325. The assumptions used in preparing the discounted cash flow model include
the following: estimated discount rates (using yields of comparable traded instruments adjusted for illiquidity and other risk factors), estimated
deferral and default rates on collateral, and estimated cash flows. The Company also reviewed a stress test of these securities to determine the
additional deferrals or defaults in the collateral pool in excess of what the Company believes is likely, before the payments on the individual
securities are negatively impacted.

As of September 30, 2009 the Company also owns $1.9 million of equity securities in banks and financial service-related companies. An
impairment charge of $69,000 was recorded during the third quarter of 2009, as the affected equity securities were deemed impaired due to their
depressed market price, in relation to the Company s original purchase price.
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At September 30, 2009, the analysis of four of the Company s six investments in pooled trust preferred securities indicated that the unrealized
loss was temporary and that it is more likely than not that the Company would be able to recover the cost basis of these securities. However, the
Company determined that a portion of the unrealized loss on the remaining two investments in $2.75 million of pooled trust preferred securities
was other than temporary. The amount of actual and projected deferrals and/or defaults by the financial institutions underlying these pooled trust
preferred securities increased significantly since the beginning of 2009. The increase in nonperforming collateral resulted in an other than
temporary impairment of these two securities. The Company follows the provisions of FASB ASC Topic 320 in determining the amount of the
other than temporary impairment recorded to earnings. The Company performed a discounted cash flow analysis, using the factors noted above,
to determine the amount of the other than temporary impairment that was applicable to either credit losses or other factors. The amount
associated with credit losses, $1.3 million, was then realized through an impairment loss charged to earnings for the nine months ended
September 30, 2009.

The following table provides a roll forward of credit losses on fixed maturity securities recognized in net income

Three months Nine months
ending ending

(In Thousands) September 30, 2009 September 30, 2009
Beginning balance $ - $ -
Additional credit losses:
Securities with no previous other than temporary
impairment - -
Securities with previous other than temporary
impairments 1,319 1,319
Ending balance $ 1,319 $ 1,319

It is reasonably possible that the fair values of the Company s investment securities could decline in the future if the overall economy and the
financial condition of some of the issuers continue to deteriorate and the liquidity of these securities remains low. As a result, there is a risk that
additional other than temporary impairments may occur in the future and any such amounts could be material to the Company s consolidated
statements of earnings.

A summary of the contractual maturity distribution of investment securities at September 30, 2009 is as follows:

Available For Sale Held to Maturity
Amortized Amortized
Cost Fair Value Cost Fair Value
(In Thousands) (In Thousands)
Due in one year or less $ 25,019 $ 25,559 $ 1,555 $ 1,562
Due after one year through five years 131,549 135,018 5,581 5,683
Due after five years through ten years 67,192 69,465 304 319
Due after ten years 24,566 25,193 - -
Mortgage-backed and collateralized mortgage obligations, and common
stock 96,476 99,462 72 77
Total $ 344,802 $ 354,697 $7,512 $ 7,641

For mortgage-backed securities, actual maturities will differ from contractual maturities because borrowers have the right to prepay obligations
with or without prepayment penalties.

Other investment securities include investments in Federal Home Loan Bank ( FHLB ) stock. The carrying value of the FHLB stock at
September 30, 2009 and December 31, 2008 was $9.4 million and $9.1 million, respectively. This security is not readily marketable and is
required for regulatory purposes and borrowing availability. Because there are no available market values, this security is carried at

cost. Redemption of this investment is at the option of the FHLB.
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Realized gains and losses on sales are determined on the basis of specific identification of investments based on the trade date. Realized gains
(losses) on investments, including impairment losses for the three and nine-months ended September 30, 2009 and 2008, are as follows:

(dollars in thousands)

Available for sale fixed maturity securities:
Gross realized gains
Gross realized losses

Equity securities:
Gross realized gains
Gross realized losses

7.  Fair Value Measurements

Effective January 1, 2008, the Company adopted the amended provisions of ASC Topic 820, Fair Value Measurements and Disclosures,

Three Months Ended
September 30,
2009 2008
$ 466 $-
(1,319) -
(853) -
25 -
(69) =
44) -
$ (897 $-

Nine Months Ended
September 30,
2009 2008

$ 466 $ 68
(1,319) -

(853) 68
25 138

(683) (567)

(658) (429)

$(1,511) $ (361)

for

non-financial assets and liabilities. These include foreclosed real estate, long-lived assets and other intangibles, which are recorded at fair value
only upon impairment. ASC Topic 820 defines fair value, establishes a framework for measuring fair value in generally accepted accounting

principles and expands disclosures about fair value measurements.

ASC Topic 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants. A fair value measurement assumes that the transaction to sell the asset or transfer the liability occurs in the
principal market for the asset or liability or, in the absence of a principal market, the most advantageous market for the
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asset or liability. The price in the principal (or most advantageous) market used to measure the fair value of the asset or liability is not adjusted
for transaction costs. An orderly transaction is a transaction that assumes exposure to the market for a period prior to the measurement date to
allow for marketing activities that are usual and customary for transactions involving such assets and liabilities; it is not a forced transaction.
Market participants are buyers and sellers in the principal market that are (i) independent, (ii) knowledgeable, (iii) able to transact and

(iv) willing to transact.

ASC Topic 820 requires the use of valuation techniques that are consistent with the market approach, the income approach and/or the cost
approach. The market approach uses prices and other relevant information generated by market transactions involving identical or comparable
assets and liabilities. The income approach uses valuation techniques to convert future amounts, such as cash flows or earnings, to a single
present amount on a discounted basis. The cost approach is based on the amount that currently would be required to replace the service capacity
of an asset (replacement cost). Valuation techniques should be consistently applied. Inputs to valuation techniques refer to the assumptions that
market participants would use in pricing the asset or liability. Inputs may be observable, meaning those that reflect the assumptions market
participants would use in pricing the asset or liability developed based on market data obtained from independent sources, or unobservable,
meaning those that reflect the reporting entity s own assumptions about the assumptions market participants would use in pricing the asset or
liability developed based on the best information available in the circumstances. In that regard, ASC Topic 820 establishes a fair value hierarchy
for valuation inputs that gives the highest priority to quoted prices in active markets for identical assets or liabilities and the lowest priority to
unobservable inputs. The fair value hierarchy is as follows:

Level I Inputs  Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has
the ability to access at measurement date.

Level 2 Inputs  Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly or indirectly. These might include quoted prices for similar assets or liabilities in active markets, quoted prices
for identical or similar assets or liabilities in markets that are not active, inputs other than quoted prices that are
observable for the asset (such as interest rates, volatilities, prepayment speeds, credit risks, etc.) or inputs that are
derived principally from or corroborated by market data by correlation or other means.

Level 3 Inputs  Unobservable inputs for determining the fair values of assets or liabilities that reflect an entity s own
assumptions about the assumptions that market participants would use in pricing the assets or liabilities.
A description of the valuation methodologies used for instruments measured at fair value, as well as the general classification of such
instruments pursuant to the valuation hierarchy, is set forth below. These valuation methodologies were applied to all of the Company s financial
assets and liabilities carried at fair value effective January 1, 2008.

Valuation methods for instruments measured at fair value on a recurring basis.

The Company s investment securities classified as available-for-sale include: debt securities issued by the U.S. Treasury and other U.S.
government corporations and agencies, debt securities issued by state and political subdivisions, mortgage-backed securities, collateralized
mortgage obligations, corporate debt securities, and equity securities. Quoted exchange prices are available for equity securities, which are
classified as Level 1. Debt securities issued by the U.S. Treasury and other U.S. government corporations and agencies and mortgage-backed
obligations are priced utilizing industry-standard models that consider various assumptions, including time value, yield curves, volatility factors,
prepayment speeds, default rates, loss severity, current market and contractual prices for the underlying financial instruments, as well as other
relevant economic measures. Substantially all of
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these assumptions are observable in the marketplace, can be derived from observable data, or are supported by observable levels at which
transactions are executed in the marketplace and are classified as Level 2. Municipal securities are valued using a type of matrix, or grid, pricing
in which securities are benchmarked against the treasury rate based on credit rating. These model and matrix measurements are classified as
Level 2 in the fair value hierarchy.

The Company classifies its pooled trust preferred collateralized debt obligations as Level 3. The portfolio consists of six investments in
collateralized debt obligations backed by pools of trust preferred securities issued by financial institutions and insurance companies. The
Company has determined that the observable market data associated with these assets do not represent orderly transactions in accordance with
ASC Topic 820 and reflect forced liquidations or distressed sales. Based on the lack of observable market data, the Company estimated fair
value based on the observable data available and reasonable unobservable market data. The Company estimated fair value based on a discounted
cash flow model which used appropriately adjusted discount rates reflecting credit and liquidity risks.

The following table summarizes financial assets and financial liabilities measured at fair value on a recurring basis as of September 30, 2009,
segregated by the level of valuation inputs within the fair value hierarchy utilized to measure fair value:

Fair Value Measurement at September 30, 2009 Using

Quoted Prices in Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
(in thousands) Total (Level 1) (Level 2) (Level 3)
Assets:
Securities available for sale $ 354,697 $ 1,521 $ 351,071 $ 2,105
Fair Value Measurement at December 31, 2008 Using
Quoted Prices
in Significant
Active Markets Other Significant
for Observable Unobservable
Identical Assets Inputs Inputs
(in thousands) Total (Level 1) (Level 2) (Level 3)
Assets:
Securities available for sale $ 272,380 $ 1,958 $ 266,870 $ 3,552

The following table presents additional information about assets measured at fair market value on a recurring basis for which the Company has
utilized Level 3 inputs to determine fair value:

Securities

Available
(in thousands) For Sale
Level 3 fair value at December 31, 2008 $ 3,552
Transfers into Level 3 -
Total gains (losses):
Included in earnings (1,319)
Included in other comprehensive income (128)
Level 3 fair value at September 30, 2009 $ 2,105
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Changes in the fair value of available-for-sale securities are included in other comprehensive income to the extent the changes are not considered
other than temporary impairments. Other than temporary impairment tests are performed on a quarterly basis and any decline in the fair value of
an individual security below its cost that is deemed to be other than temporary results in a write-down that is reflected directly in the Company s
income statement.

Valuation methods for instruments measured at fair value on a nonrecurring basis.

Stock held in the Federal Home Loan Bank of Des Moines ( FHLB ), which is held for regulatory purposes, is carried in other assets. This
investment generally has restrictions on the sale and/or liquidation of stock and the carrying value is approximately equal to fair value. Fair
value measurements for this security are classified as Level 3 because of its undeliverable nature and related credit risk. The carrying value of
the Company s FHLB stock was $9.4 million at September 30, 2009.

Loans held for sale are carried at the lower of cost or fair value. The fair value of loans held for sale is based on what secondary markets are
currently offering for portfolios with similar characteristics. As such, the Company classifies loans held for sale subjected to nonrecurring fair
value adjustments as Level 2.

The Company does not value its loan portfolio at fair value; however, adjustments are recorded on certain loans to reflect the impaired value on
the underlying collateral. Collateral values are generally reviewed on a loan-by-loan basis through independent appraisals. Appraised values may
be discounted based on management s historical knowledge, changes in market conditions and/or management s expertise an