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Independent Accountants' Report

Audit Committee of the Board of Directors
Northeast Indiana Bancorp, Inc.
Huntington, Indiana

We have audited the accompanying consolidated bal ance sheets of Northeast Indiana Bancorp, Inc. as
of December 31, 2010 and 2009, and the related consolidated statements of income, shareholders
equity and cash flows for the years then ended. These financia statements are the responsibility of
the Company's management. Our responsibility isto express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes ng 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 Northeast Indiana Bancorp, Inc. as of December 31, 2010 and 2009,
and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

BK D{ L P

Indianapoalis, Indiana
March 18, 2011

MEMBER

Praxity.:
experience BKD o il



Northeast Indiana Bancorp, Inc.

Consolidated Balance Sheets
December 31, 2010 and 2009

Assets
2010 2009
Interest-earning cash and cash equivalents $ 9,450,979 $ 10,929,272
Noninterest-earning cash and cash equivalents 2,045,215 2,473,235
Cash and cash equivalents 11,496,194 13,402,507
Available-for-sale securities 42,184,592 28,321,098
Held-to-maturity securities 400,000 550,000
Loans receivable, net of allowance for loan losses of
$3,227,844 in 2010 and $2,868,468 in 2009 182,913,386 191,267,218
Loans held for sale 353,642 53,200
Accrued interest receivable 981,357 1,040,528
Premises and equipment, net 2,554,170 2,158,406
FHLB stock 4,293,100 4,704,200
Investmentsin limited liability partnerships 233,001 317,643
Cash surrender value of life insurance 6,765,215 6,514,390
Goodwill 130,972 130,972
Other intangible assets 37,410 62,382
Other assets 3,758,401 4,201,796
Tota assets $ 256,101,440 $ 252,724,340
Liabilities and Shareholders’ Equity
Liabilities
Deposits
Demand - noninterest-bearing $ 14,301,482 $ 11,065,663
Savings 19,532,854 15,937,128
Negotiable order of withdrawal 59,065,488 37,417,925
Money market demand account 18,470,045 10,142,319
Time 65,031,583 80,066,486
Tota deposits 176,401,452 154,629,521
Borrowed funds 53,565,973 73,064,228
Accrued expenses and other liabilities 2,108,866 2,065,832
Total liabilities 232,076,291 229,759,581
Shareholders' Equity
Common stock, $.01 par value; 4,000,000 shares authorized;

2,593,988 shares issued and outstanding - 2010 and 2009 26,407 26,407
Additional paid-in capital 29,746,195 29,810,101
Retained earnings, substantially restricted 15,552,965 14,395,988
Accumulated other comprehensive income, net of tax 124,991 253,361
Treasury stock, at cost; 1,354,042 shares - 2010, 1,363,318 shares - 2009 (21,425,409) (21,521,098)

Total shareholders' equity 24,025,149 22,964,759
Total liabilities and shareholders’ equity $ 256,101,440 $ 252,724,340

See Notes to Consolidated Financial Statements 2



Northeast Indiana Bancorp, Inc.

Consolidated Statements of Income
Years Ended December 31, 2010 and 2009

2010 2009
Interest Income
Loans, including fees $ 11,497,598 $ 12,484,711
Taxable securities 1,037,010 1,136,907
Non-taxable securities 351,611 178,612
Deposits with financial ingtitutions 6,854 3,526
Total interest income 12,893,073 13,803,756
Interest Expense
Deposits 2,796,985 3,183,291
Borrowed funds 1,536,974 2,466,178
Tota interest expense 4,333,959 5,649,469
Net Interest Income 8,559,114 8,154,287
Provision for Loan L osses 1,700,000 1,400,000
Net Interest Income After Provision for Loan L osses 6,859,114 6,754,287
Noninterest Income
Service charges on deposit accounts 669,294 707,905
Net loss on securities (171,470) (234,235)
Net gains on sales of loans 787,771 754,283
Net gain (loss) on sale of repossessed assets 27,390 (123,219)
Increase in cash surrender value of life insurance 250,793 260,973
Brokerage fees 385,474 303,521
Other 661,765 668,045
Tota noninterest income 2,611,017 2,337,273
Noninterest Expense
Salaries and employee benefits 3,369,347 3,052,370
Occupancy 887,338 861,214
Data processing 766,761 753,975
Deposit insurance premium 317,400 381,000
Professional fees 296,711 287,353
Correspondent bank charges 124,496 122,861
Other 904,795 882,669
Total noninterest expense 6,666,848 6,341,442
Income Before Income Tax 2,803,283 2,750,118
Income tax expense 790,985 872,160
Net Income $ 2,012,298 $ 1,877,958
Basic Earnings Per Common Share $ 1.64 $ 153
Diluted Earnings Per Common Share $ 1.64 $ 153

See Notes to Consolidated Financial Statements 3



Balance, January 1, 2009

Comprehensive income
Net income
Other comprehensive income
Net change in unrealized gains on securities
available for sale
Total tax effect
Total other comprehensive income
Total comprehensive income
Cash dividends ($.665 per share)
Amortization of RRP contributions

Balance, December 31, 2009

Comprehensive income
Net income
Other comprehensive income
Net change in unrealized gains on securities
available for sale
Total tax effect
Total other comprehensive loss
Total comprehensive income
Cash dividends ($.685 per share)
Issuance of 9,276 shares of treasury stock
Amortization of RRP contributions

Balance, December 31, 2010

See Notes to Consolidated Financial Statements

Northeast Indiana Bancorp, Inc.

Consolidated Statements of Shareholders’ Equity
Years Ended December 31, 2010 and 2009

Accumulated

Other
Additional Comprehensive
Common Paid-in Retained Income (Loss), Treasury
Stock Capital Earnings Net of Tax Stock Total
$ 26,407 $ 29,790,224 $ 13,336,427 $ 143,373 $ (21,521,098) $ 21,775,333
1,877,958 1,877,958
96,461 96,461
13,527 13,527
109,988 109,988
1,987,946
(818,397) (818,397)
19,877 19,877
26,407 29,810,101 14,395,988 253,361 (21,521,098) 22,964,759
2,012,298 2,012,298
(421,589) (421,589)
293,219 293,219
(128,370) (128,370)
1,883,928
(855,321) (855,321)
(95,689) 95,689 -
31,783 31,783
$ 26,407 $ 29,746,195 $ 15,552,965 $ 124,991 $ (21,425,409) $ 24,025,149




Northeast Indiana Bancorp, Inc.

Consolidated Statements of Cash Flows
Years Ended December 31, 2010 and 2009

2010 2009
Operating Activities
Net income $ 2,012,298 $ 1,877,958
Items not requiring cash
Depreciation and amortization 548,596 365,141
Provision for loan losses 1,700,000 1,400,000
Deferred income tax expense 45,694 254,001
Net (gain) loss on sale of
Foreclosed real estate and repossessed assets 55,987 121,517
Loans held for sale (787,771) (754,283)
Net loss on securities available for sale 171,470 234,235
Originations of loans held for sale (27,867,904) (32,107,059)
Proceeds from loans sold 28,355,233 33,517,542
Amortization of RRP 31,783 19,877
Changesin
Other assets 426,580 (1,655,829)
Accrued interest receivable 59,171 30,180
Accrued expenses and other liabilities 43,034 (717,017)
Net cash provided by operating activities 4,794,171 2,586,263
Investing Activities
Purchases of available-for-sale securities (28,855,850) (6,506,570)
Proceeds from maturities and principal payments of
Available-for-sale securities 6,759,255 3,772,834
Held-to-maturity securities 150,000 -
Proceeds from the sales of available-for-sale securities 7,417,999 2,616,944
Purchases of loans (2,500,000) (912,501)
Proceeds from sale of participation loans 5,270,318 5,890,000
Net change in loans 2,308,174 5,570,453
Proceeds from sale of foreclosed real estate and repossessed assets 1,558,808 1,007,041
Proceeds from FHLB stock redemption 411,100 -
Expenditures on premises and equipment (638,643) (222,470)
Net cash provided by (used in) investing activities (8,118,839) 11,215,731
Financing Activities
Net change in deposits 21,771,931 (1,069,244)
Advances from FHLB 5,000,000 28,750,000
Repayment of FHLB advances (22,000,000) (33,250,000)
Net change in other borrowed funds (2,498,255) (2,418,347)
Dividends paid (855,321) (818,397)
Net cash provided by (used in) financing activities 1,418,355 (8,805,988)
Net Changein Cash and Cash Equivalents (1,906,313) 4,996,006
Cash and Cash Equivalents, Beginning of Year 13,402,507 8,406,501
Cash and Cash Equivalents, End of Year $ 11,496,194 $ 13,402,507
Supplemental Cash Flows Information
Interest paid $ 4,383,433 $ 5,800,982
Income taxes paid 536,000 855,000
NonCash Transactions
Transfer from loans to other real estate and repossessed assets 1,575,340 956,008

See Notes to Consolidated Financial Statements 5



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The consolidated financial statements include the accounts of Northeast Indiana Bancorp, Inc.
(Northeast Indiana Bancorp) and its wholly owned subsidiary, First Federal Savings Bank (First
Federal) and its wholly owned subsidiary, FFSB Portfolio Holdings, Inc. (Nevada Investment
Subsidiary) and its wholly owned subsidiary, FFSB Real Estate Holdings, Inc. (REIT), together
referred to as (Company). Northeast Indiana Bancorp, Inc. was organized for the purpose of
owning all of the outstanding stock of First Federal.

During 2009, First Federal organized the Nevada Investment Subsidiary and transferred certain
securities to be managed by Nevada Investment Subsidiary. In addition, the REIT was organized
in Maryland as a subsidiary of the Nevada Investment Subsidiary. First Federal transferred a
significant amount of its single family mortgage portfolio into the REIT during 2009. The
establishment of these two operating subsidiaries of First Federal will help the Company to reduce
its state franchise tax liability going forward.

The primary source of income for the Company is the origination of commercial and residential

real estate loans in northeastern Indiana. Loans secured by real estate mortgages comprise
approximately 77% of the loan portfolio at December 31, 2010 and 2009, and are primarily secured
by residential mortgages.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company. All significant
intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

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

Material estimates that are particularly susceptible to significant change relate to the determination
of the allowance for loan losses and the valuation of real estate acquired in connection with
foreclosures or in satisfaction of loans. In connection with the determination of the allowance for
loan losses and the valuation of foreclosed assets held for sale, management obtains independent
appraisals for significant properties.



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Securities

Certain debt securities that management has the positive intent and ability to hold to maturity are
classified as “held to maturity” and recorded at amortized cost. Securities not classified as held to
maturity or trading, including equity securities with readily determinable fair values, are classified
as“available for sale” and recorded at fair value, with unrealized gains and | osses excluded from
earnings and reported in other comprehensive income. Purchase premiums and discounts are
recognized in interest income using the interest method over the terms of the securities. Gains and
losses on the sale of securities are recorded on the trade date and are determined using the specific
identification method.

For debt securities with fair value below amortized cost when the Company does not intend to sell
adebt security, and it is more likely than not the Company will not have to sell the security before
recovery of its cost basis, it recognizes the credit component of an other-than-temporary
impairment of a debt security in earnings and the remaining portion in other comprehensive
income. For held-to-maturity debt securities, the amount of an other-than-temporary impairment
recorded in other comprehensive income for the noncredit portion of a previous other-than-
temporary impairment is amortized prospectively over the remaining life of the security on the
basis of the timing of future estimated cash flows of the security.

For equity securities, when the Company has decided to sell an impaired available-for-sale security
and the entity does not expect the fair value of the security to fully recover before the expected
time of sale, the security is deemed other-than-temporarily impaired in the period in which the
decision to sell ismade. The Company recognizes an impairment loss when the impairment is
deemed other than temporary even if adecision to sell has not been made.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of
cost or fair value in the aggregate. Net unrealized losses, if any, are recognized through a valuation
allowance by charges to income.

Loans

L oans that management has the intent and ability to hold for the foreseeable future or until maturity
or payoff are reported at the principal balance outstanding, net of unearned interest, deferred loan
fees and costs and an allowance for loan losses. Loans held for sale are reported at the lower of
cost or market, on an aggregate basis.



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Interest income is reported on the interest method and includes amortization of net deferred loan
fees and costs over the loan term. Interest income is not reported when full loan repayment isin
doubt, typically when the loan isimpaired or payments are past due over 90 days. Past due status
is based on the contractual terms of the loan. Payments received on such loans are reported as
principal reductions. In al cases, loans are placed on nonaccrual or charged-off at an earlier date if
collection of principal or interest is considered doubtful.

All interest accrued but not received for loans placed on nonaccrual status is reversed against
interest income. Interest received on such loans is accounted for on the cash-basis or cost-recovery
method, until qualifying for return to accrual status. Loans are returned to accrual status when all
the principal and interest amounts contractually due are brought current and future payments are
reasonably assured.

Allowance for Loan Losses

The alowance for loan losses is a valuation allowance for probable incurred credit losses,
increased by the provision for loan losses and decreased by charge-offs less recoveriesincurred.
Management estimates the allowance bal ance required using past loan loss experience, the nature
and volume of the portfolio, information about specific borrower situations and estimated col | ateral
values, economic conditions and other factors. Allocations of the allowance may be made for
specific loans, but the entire allowance is available for any loan that, in management's judgment,
should be charged-off. Loan losses are charged against the allowance when management believes
the uncollectibility of aloan balanceis confirmed.

A loan isimpaired when full payment under the loan termsis not expected. Impairment is
evauated in total for smaller-balance loans of similar nature such as residential mortgage,
consumer, and credit card loans, and on an individual loan basis for other loans. If aloanis
impaired, a portion of the allowance is allocated so that the loan is reported, net, at the present
value of estimated future cash flows using the loan's existing rate or at the fair value of collateral if
repayment is expected solely from the collateral. Loans are evaluated for impairment when
payments are delayed, typically 90 days or more, or when it is probable that all principal and
interest amounts will not be collected according to the original terms of the loan.

Foreclosed Assets

Assets acquired through or instead of loan foreclosure areinitially recorded at fair value less
estimated costs to sell when acquired, establishing anew cost basis. If the value subsequently
declines, avaluation allowance is recorded through expense. Costs after acquisition are expensed.
Foreclosed assets totaled $594,000 and $875,000 at December 31, 2010 and 2009, respectively.



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Investments in Limited Liability Partnerships

These represent the Company's investments in affordabl e housing projects for the primary purpose
of available tax benefits. They are accounted for using the cost method of accounting. The excess
of the carrying amount of the investment over its estimated residual value is amortized during the
periods in which associated tax credits are allocated to the investor. The annual amortization of the
investment is based on the proportion of tax credits received in the current year to total estimated
tax credits to be alocated to the Company. These investments are reviewed for impairment when
events indicate their carrying amounts may not be recoverable from future undiscounted cash
flows. If impaired, the investments are reported at discounted amounts.

Premises and Equipment

Landiscarried at cost. Premises and equipment are stated at cost |ess accumulated depreciation.
Depreciation is computed over asset useful lives on the straight-line basis. The useful lives for
buildings and | easehold improvements range from 10 to 40 years. The useful lives for furniture,
fixtures and equipment range from 3 to 10 years.

Federal Home Loan Bank Stock

Federal Home Loan Bank stock is arequired investment for institutions that are members of the
Federal Home Loan Bank system. The required investment in the common stock is based on a
predetermined formula, carried at cost and evaluated for impairment.

Company (or Bank) Owned Life Insurance

The Company has purchased life insurance policies on certain key executives. Company-owned
lifeinsurance isrecorded at its cash surrender value, or the amount that can be realized.

Goodwill and Other Tangible Assets

Goodwill results from business acquisitions and represents the excess of the purchase price over
the fair value of acquired tangible assets and liabilities and identifiable intangible assets. Goodwill
is assessed at least annually for impairment and any such impairment will be recognized in the
period identified.

Other intangible assets consist of acquired customer relationship intangible assets arising from
business acquisitions. They are initially measured at fair value and then are amortized on an
accel erated method over the estimated useful lives of eight years. Such assets are periodically
evaluated as to the recoverability of their carrying value.



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Mortgage-Servicing Rights

Mortgage-servicing rights on originated loans that have been sold areinitially recorded at fair
value. Amortized mortgage-servicing rights include commercial and mortgage loan servicing
rights. Under the amortization method, servicing rights are amortized in proportion to and over the
period of estimated net servicing income. The amortized assets are assessed for impairment or
increased obligation based on fair value at each reporting date.

Each class of separately recognized servicing assets subsequently measured using the amortization
method are evaluated and measured for impairment. Impairment is determined by stratifying rights
into tranches based on predominant characteristics, such as interest rate, loan type and investor
type. Impairment is recognized through avaluation allowance for an individual tranche, to the
extent that fair value is less than the carrying amount of the servicing assets for that tranche. The
valuation allowance is adjusted to reflect changes in the measurement of impairment after the
initial measurement of impairment. Fair value in excess of the carrying amount of servicing assets
for that stratum is not recognized.

Servicing feeincomeis recorded for fees earned for servicing loans. The fees are based on a
contractual percentage of the outstanding principal or afixed amount per loan and are recorded as
income when earned. The amortization of mortgage-servicing rightsis netted against loan
servicing fee income.

Securities Sold Under Repurchase Agreements
Substantially all securities sold under repurchase agreements represent amounts advanced by

various customers. Securities are pledged to cover these liabilities, which are not covered by
federal deposit insurance.

Treasury Stock

Treasury stock is stated at cost. Cost is determined by the first-in, first-out (FIFO) method.

Stock Options

At December 31, 2010 and 2009, the Company has a share-based employer compensation plan,
which is more fully described in Note 15.

10



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Income Taxes

Income tax expense isthe total of the current year income tax due or refundable and the change in
deferred tax assets and liabilities. Deferred tax assets and liabilities are the expected future tax
amounts for the temporary differences between carrying amounts and tax bases of assets and
liabilities, computed using enacted tax rates. A valuation allowance, if needed, reduces deferred
tax assets to the amount expected to be realized.

The Company’ s tax years till subject to examination by authorities are years subsequent to 2007.

Earnings Per Common Share

Basic earnings per common share is net income divided by the weighted-average number of
common shares outstanding during the period. ESOP and Recognition and Retention Plan (RRP)
shares are considered outstanding for this calculation unless unearned. Diluted earnings per
common share includes the dilutive effect of additional potential common shares issuable under
stock options and RRP plans.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income or loss. Other
comprehensive income or loss includes unrealized gains and |osses on securities available for sale,
net of tax, which are also recognized as separate components of shareholders' equity.

Dividend Restriction

Banking regulations require maintaining certain capital levels and may limit the dividends paid by
First Federa to Northeast Indiana Bancorp or by Northeast Indiana Bancorp to shareholders.

Restriction on Cash and Due From Banks

The Bank considers all liquid investments with original maturities of three months or lessto be
cash equivalents. At December 31, 2010 and 2009, cash equivalents consisted primarily of deposit
accounts with financial institutions.

11



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

The Bank is required to maintain reserve funds in cash and/or on deposit with the Federal Reserve
Bank. Thereserverequired at December 31, 2010 was $2,776,000.

One or more of the financia institutions holding the Company’ s cash accounts are participating in
the FDIC's Transaction Account Guarantee Program. Under that program, through December 31,
2010, all noninterest-bearing transactions are fully guaranteed by the FDIC for the entire amount in
the account. Pursuant to legislation enacted in 2010, the FDIC will fully insure all noninterest-
bearing transaction accounts beginning December 31, 2010 through December 31, 2012, at all
FDIC-insured institutions.

Effective July 21, 2010, the FDIC permanently increased the insurance limits to $250,000. At
December 31, 2010, the Company’ s cash accounts exceeded federally insured limits by
approximately $9,400,000, all of which was held by either the Federal Reserve Bank or Federal
Home Loan Bank of Indianapolis.

Note 2:  Securities

The fair value of available-for-sale securities and the related gross unrealized gains and losses
recognized in accumulated other comprehensive income were as follows:

Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
Available-for-Sale Securities:
December 31, 2010:
U.S. Government agencies $ 6,498,880 $ 137,823 $ (540)
U.S. Government agency-sponsored mortgage-
backed securities 22,830,499 388,770 (160,078)
State and political subdivision 12,814,413 116,310 (289,822)
Equity securities 40,800 16,800 -
$ 42,184,592 $ 659,703 $ (450,440)
December 31, 2009:
U.S. Government agencies $ 7,542,092 $ 272,058 $ -
Mutual funds 2,346,484 - (340,722)
U.S. Government agency-sponsored mortgage-
backed securities 10,955,558 519,651 (46)
State and political subdivisions 7,416,964 152,425 (8,513)
Equity securities 60,000 36,000 -
$ 28,321,098 $ 980,134 $ (349,281)

12



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

There were securities held to maturity at December 31, 2010 and 2009 with an amortized cost of
$400,000 and $550,000, respectively, and afair value of $407,097 and $558,649, respectively.

The amortized cost and fair value of available-for-sale securities at December 31, 2010, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturities
because issuers may have the right to call or prepay obligations with or without call or prepayment
penalties.

Available-for-Sale

Amortized Fair
Cost Value

Within one year $ 3,544,800 $ 3,634,233
Oneto five years 4,625,962 4,754,946
Five to ten years 5,211,750 5,202,631
After ten years 5,967,010 5,721,483
19,349,522 19,313,293

Mortgage-backed securities 22,601,807 22,830,499
Equity securities 24,000 40,800
Totas $ 41,975,329 $ 42,184,592

Held-to-Maturity

Amortized Fair
Cost Value
Duein oneyear or less $ 160,000 $ 160,274
Oneto five years 240,000 246,823
Totas $ 400,000 $ 407,097
Sales of securities available for sale were as follows:
2010 2009
Proceeds $ 7,417,999 $ 2,616,944
Gross gains 131,150 49,626
Gross losses (302,620) (283,861)

Securities pledged at December 31, 2010 and 2009 had a carrying value of $15,360,631 and
$17,123,636, and were pledged to secure securities sold under repurchase agreements and Federal
Home L oan Bank advances.

Certain investments in debt and marketable equity securities are reported in the consolidated
financial statements at an amount less than their historical cost. Total fair value of these
investments at December 31, 2010 and 2009 was approximately $18,797,000 and $3,378,000,
which is approximately 44% and 12% of the Company’ s investment portfolio.

13



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

The following table shows our investments' gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous
unrealized loss position at December 31, 2010:

Less Than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses

U.S. Government agencies $ 999,460 $ (5400 $ - 8 - % 99460 $ (540
U.S. Government agency-sponsored

mortgage-backed securities 11,158,974 (160,078) - - 11,158,974 (160,078)

State and political subdivisions 6,638,184 (289,822) - - 6,638,184 (289,822)

Total temporarily
impaired securities $ 18796618 $ (450440) $ - 8 - $ 18796618 $ (450,440

The following table shows our investments' gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous
unrealized loss position at December 31, 2009:

Less Than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses

Mutual funds $ - % - % 2346484  $ (340,722) $ 2346484 $ (340,722
U.S. Government agency-sponsored

mortgage-backed securities 61,658 (46) - - 61,658 (46)

State and political subdivisions 970,093 (8,513) - - 970,093 (8,513)

Total temporarily
impaired securities $ 103,751 $ (8559) $ 2346484 $ (340,722) $ 3378235 $ (349,281)

14



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Mortgage-Backed Securities

The unrealized losses on the Company’ sinvestment in residential mortgage-backed securities were
caused by interest rate increases. The Company expects to recover the amortized cost basis over
the term of the securities. Because the decline in market value is attributable to changes in interest
rates and not credit quality, and because the Company does not intend to sell the investments and it
is not more likely than not the Company will be required to sell the investments before recovery of
their amortized cost bases, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2010.

State and Political Subdivisions

The unrealized losses on the Company’ sinvestments in securities of state and political subdivisions
were caused by interest rate increases. The contractual terms of those investments do not permit
the issuer to settle the securities at a price less than the amortized cost bases of the investments.
Because the Company does not intend to sell the investments and it is not more likely than not the
Company will be required to sell the investments before recovery of their amortized cost bases,
which may be maturity, the Company does not consider those investments to be other-than-
temporarily impaired at December 31, 2010.

Mutual Funds

The mutual fund that was held as of December 31, 2009 consisted of unitsin an adjustable rate
mortgage (ARM) fund. The fund has a portion of its assets invested in private |abel mortgage-
backed securities (MBS). The fund’s net asset value (NAV) came under intense pressure during
the volatility and dislocations that unfolded in the capital markets during 2008. Several of the
fund' s private label MBS were downgraded during thistime.

The fund’'s NAV improved slightly during 2010 and the fund managers el ected to restructure the
fund during the quarter ended September 30, 2010 to sell al remaining private label MBS. After
the restructure of the fund, the fund managers elected to remove the redemption-in-kind provision
which opened the fund back up to new investors as well as unlimited cash withdrawals for existing
investors. Management elected a compl ete redemption of the Company’ sinvestment in the fund
during the quarter ended December 31, 2010. The bank has no further exposure to the fund at
December 31, 2010.
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December 31, 2010 and 2009

Note 3: Loans Receivable, Net

Categories of loans at December 31, include:

Residential mortgage
Commerical mortgage
Construction and land devel opment
Construction - residential
Congtruction - nonresidential
Land and land development
Commercia and industrial
Consumer
Automobile
Home equity and second mortgage
Other
Total loans
Less
Loansin process
Undisbursed portion of construction loans
Net deferred loan origination fees
Allowance for loan losses

Net loans

2010 2009
$ 67,302,112 $ 72,797,684
57,717,597 57,311,465
607,790 1,903,835
322,500 -
9,093,300 10,075,632
29,984,678 30,263,847
11,005,607 11,729,453
8,590,472 8,905,167
2,330,772 2,050,769
186,954,828 195,037,852
(304,514) (47,176)
(325,181) (609,864)
(183,903) (245,126)
(3,227,844) (2,868,468)

$ 182,913,386

$ 191,267,218
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Note 4: Allowance for Loan Losses

The following table presents the balance in the allowance for loan losses and the recorded
investment in loans based on portfolio segment and impai rment method as of December 31, 2010:

Construction Commercial
Residential Commercial and Land and
Mortgage Mortgage Development Industrial Consumer Total
Allowance for loan losses:

Balance, January 1 $ 245330 $ 1540378  $ 391645  $ 576781  $ 114334  $ 2,868,468

Provision charged to

expense 310,301 166,579 361,679 857,428 4,013 1,700,000

Charge-offs (322,151) (302,368) - (890,409) (56,313) (1,571,241)

Recoveries 67,450 455 - 108,095 54,617 230,617
Balance, December 31 $ 300930 $ 1405044  $ 753324 $ 651,895 $ 116651  $ 3,227,844
Individually evaluated

for impairment $ - 8 561,000 $ 730000 % 185000 $ - 8 1,476,000
Collectively evaluated

for impairment 300,930 844,044 23,324 466,895 116,651 1,751,844
Balance, December 31 $ 300930 $ 1405044  $ 753324 $ 651,895 $ 116651  $ 3,227,844

Ending balance:

Individually evaluated

for impairment $ 1535248  $ 3688252 % 5036197 $ 1,281,297  $ - $ 11,540,994
Collectively evaluated

for impairment 65,766,864 54,029,345 4,987,393 28,703,381 21,926,851 175,413,834
Ending balance:

December 31 $ 67302112 $ 57,717597 $ 10023590 $ 29984678 $ 21926851 $ 186,954,828

We rate al loans by credit quality using the following designations:

Grade 1 - Excellent

Loans secured by liquid collateral, such as certificates of deposit, reputable bank letters of
credit, or other cash equivalents; loans that are guaranteed or otherwise backed by the full faith
and credit of the United States government or an agency thereof, such as the Small Business
Administration; or loansto any publicly held company with a current long-term debt rating of A
or better.
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Grade 2 - Good

Loans to businesses that have strong financial statements containing an ungualified opinion
from a CPA firm and at least three consecutive years of profits; loans supported by unaudited
financial statements containing strong bal ance sheets, five consecutive years of profits, afive-
year satisfactory relationship with the Bank, and key balance sheet and income statement trends
that are either stable or positive; loans secured by publicly traded marketable securities where
thereis no impediment to liquidation; loans to individuals backed by liquid personal assets,
established credit history, and unguestionabl e character; or loansto publicly held companies
with current long-term debt ratings of Baa or better.

Grade 3 - Satisfactory

Loans supported by financial statements (audited or unaudited) that indicate average or slightly
below average risk and having some deficiency or vulnerability to changing economic
conditions; loans with some weakness but offsetting features of other support are readily
available; loans that are meeting the terms of repayment, but which may be susceptible to
deterioration if adverse factors are encountered.

Loans may be graded Satisfactory when there is no recent information on which to base a
current risk evaluation and the following conditions apply:

e Atinception, the loan was properly underwritten, did not possess an unwarranted level
of credit risk, and the loan met the above criteriafor arisk grade of Excellent, Good or
Satisfactory.

e Atinception, the loan was secured with collateral possessing a loan value adequate to
protect the Bank from loss.

e Theloan has exhibited two or more years of satisfactory repayment with areasonable
reduction of the principal balance.

e During the period that the loan has been outstanding, there has been no evidence of any
credit weakness. Some examples of weakness include slow payment, lack of
cooperation by the borrower, breach of loan covenants, or the borrower isin an industry
known to be experiencing problems. If any of these credit weaknessesis observed, a
lower risk grade may be warranted.

Grade 4 - Satisfactory/Monitored

Loansin this category are considered to be of acceptable credit quality, but contain greater
credit risk than Satisfactory loans due to weak balance sheets, marginal earnings or cash flow,
or other uncertainties. These loans warrant a higher than average level of monitoring to ensure
that weaknesses do not advance. The level of risk in a Satisfactory/Monitored loan is within
acceptable underwriting guidelines so long as the loan is given the proper level of management
supervision.
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Grade 5 - Special Mention

Loans, which possess some credit deficiency, or potential weakness, which deserves close
attention. Such loans pose an unwarranted financial risk that, if not corrected, could weaken the
loan by adversely impacting the future repayment ability of the borrower. The key distinctions
of a Special Mention classification are that (1) it isindicative of an unwarranted level of risk
and (2) weaknesses are considered “potential,” not “defined,” impairments to the primary
source of repayment.

Grade 6 - Substandard

One or more of the following characteristics may be exhibited in loans classified Substandard:

Loans, which possess a defined, credit weakness. The likelihood that aloan will be
paid from the primary source of repayment is uncertain. Financial deteriorationis
under way and very close attention is warranted to ensure that the loan is collected
without loss.

Loans are inadequately protected by the current net worth and paying capacity of the
obligor.

The primary source of repayment is gone, and the Bank is forced to rely on a secondary
source of repayment, such as collateral liquidation or guarantees.

L oans have a distinct possibility that the Bank will sustain some loss if deficiencies are
not corrected.

Unusual courses of action are needed to maintain a high probability of repayment.

The borrower is not generating enough cash flow to repay loan principal; however, it
continues to make interest payments.

The lender isforced into a subordinated or unsecured position due to flawsin
documentation.

L oans have been restructured so that payment schedules, terms, and collateral represent
concessions to the borrower when compared to the normal |oan terms.

The lender is seriously contemplating foreclosure or legal action due to the apparent
deterioration in the loan.

Thereis asignificant deterioration in market conditions to which the borrower is highly
vulnerable.
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Grade 7 - Doubtful

One or more of the following characteristics may be present in loans classified Doubtful:

e Loanshaveall of the weaknesses of those classified as Substandard. However, based
on existing conditions, these weaknesses make full collection of principal highly
improbable.

e The primary source of repayment is gone, and there is considerable doubt as to the
quality of the secondary source of repayment.

e Thepossibility of lossis high but because of certain important pending factors, which
may strengthen the loan, loss classification is deferred until the exact status of
repayment is known.

Grade 8 - Loss

Loans are considered uncollectible and of such little value that continuing to carry them as
assetsis not feasible. Loans will be classified Loss when it is neither practical nor desirableto
defer writing off or reserving all or a portion of a basically worthless asset, even though partia
recovery may be possible at some time in the future.

The following tables present the credit risk profile of the Company’sloan portfolio based on rating
category and payment activity as of December 31, 2010:

Construction Commercial
Commercial and Land and
Mortgage Development Industrial Total
1-4 - Pass $ 52,355,990 $ 4,416,921 $ 21,987,486 $ 78,760,397
5 - Specia Mention 1,719,237 570,472 6,279,377 8,569,086
6 - Substandard 2,509,597 4,938,407 1,498,667 8,946,671

7 - Doubtful 1,132,773 97,790 219,148 1,449,711
8-Loss - - - -

$ 57,717,597 $ 10,023,590 $ 29,984,678 $ 97,725,865
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Residential
Mortgage Consumer Total
Performi ng $ 63,712,779 $ 21,101,527 $ 84,814,306
Déelinquent less than 90 days 1,978,752 565,113 2,543,865
Nonperforming 1,610,581 260,211 1,870,792

$ 67,302,112 $ 21,926,851 $ 89,228,963

Subtotal $ 186,954,828
Deferred loan fees and costs,
overdrafts, in-process accounts (813,598)

Total portfolio loans $ 186,141,230

The following table presents the Company’ s loan portfolio aging analysis as of December 31,
2010:

Delinquent Loans Total Total Loans
30-89 Days 90 Days and Total Past Portfolio Nonaccrual > 90 Days
Past Due Over Due Current Loans Loans Accruing
Residential mortgage $ 1978752  $ 1610581 $ 3589333 $ 62,102,198 $ 67302112 $ 1610581 %
Commercia mortgage 2,620,078 964,508 3,584,586 53,168,503 57,717,597 964,508
Congtruction and land
development 12,272 3,337,916 3,350,188 3,335,486 10,023,590 3,337,916
Commercid and industrial 251,456 1,101,853 1,353,309 27,529,516 29,984,678 1,101,853
Consumer 565,113 260,211 825,324 20,841,316 21,926,851 260,211
Subtotal $ 5427671 $ 7275069 $ 12702740 $ 166,977,019 186954828 $ 7275069 $
Deferred loan feesand costs,
overdrafts, in-process accounts (813,598)
Total portfolio loans $ 186,141,230

21



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

A loanis considered impaired, in accordance with the impairment accounting guidance (ASC 310-
10-35-16), when based on current information and events, it is probable the Company will be
unable to collect all amounts due from the borrower in accordance with the contractual terms of the
loan. Impaired loans include nonperforming commercial loans but also include loans modified in
troubled debt restructurings where concessions have been granted to borrowers experiencing
financial difficulties. These concessions could include areduction in the interest rate on the loan,
payment extensions, forgiveness of principal, forbearance or other actions intended to maximize
collection.

The following table presents impaired loans for the years ended December 31, 2010:

Average
Unpaid Investment in Interest
Recorded Principal Specific Impaired Income
Balance Balance Allowance Loans Recognized
L oans without a specific valuation alowance
Residential mortgage $ 1,535,248 1,535,248 1,546,722 61,971
Commercial mortgage 2,361,091 2,361,091 2,529,758 76,618
Construction and land devel opment 1,075,350 1,075,350 635,924 23,658
Commercial and industrial 12,249 12,249 226,512 5,373
$ 4,983,938 4,983,938 4,938,916 167,620
Loans with a specific valuation alowance
Residential mortgage $ -
Commercial mortgage 1,465,589 1,465,589 561,000 1,264,316 17,204
Construction and land devel opment 3,960,847 3,960,847 730,000 2,858,552 78,576
Commercia and industria 1,441,555 1,441,555 185,000 120,130 -
$ 6,867,991 6,867,991 1,476,000 4,242,998 95,780
Tota impaired loans
Residential mortgage $ 1,535,248 1,535,248 1,546,722 61,971
Commercial mortgage 3,826,680 3,826,680 561,000 3,794,074 93,822
Construction and land development 5,036,197 5,036,197 730,000 3,494,476 102,234
Commercial and industrial 1,453,804 1,453,804 185,000 346,642 5373
Tota impaired loans $ 11,851,929 11,851,929 1,476,000 9,181,914 263,400

Included in certain loan categories in the impaired loans are troubled debt restructurings that were
classified asimpaired. At December 31, 2010, the Company had $1,414,000 of commercial and
commercial real estate loans that were modified in troubled debt restructurings and impaired.
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The following tables present the allowance for loan loss activity, impaired loans and nonaccrual
loans for 2009.

Activity in the allowance for loan losses was as follows:

2009
Balance, beginning of year $ 1,750,605
Provision charged to expense 1,400,000
Charge-offs (461,680)
Recoveries 179,543
Balance, end of year $ 2,868,468
Impaired loans were as follows:
2009
Loans with no alocated allowance for loan losses $ -
Loans with allocated allowance for loan losses 7,599,727
$ 7599727
2009
Amount of the allowance for loan losses allocated $ 1,307,539
Average of impaired loans during the year 5,559,163
Interest income recognized during impairment 251,859
Cash-basis interest income recognized 251,857
Nonperforming loans were as follows:
2009
Nonaccrual loans $ 2,827,204

Nonperforming loans and impaired loans are defined differently. Some loans may be included in
both categories, whereas other loans may only be included in one category.

23



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Note 5: Secondary Mortgage Marketing Activities

Activity for capitalized mortgage-servicing rights was as follows:

2010 2009
Servicing rights
Carrying amount, beginning of year $ 379,211 $ 235,048
Assumptions of servicing obligations 171,189 217,268
Amortized to expense (120,905) (73,105)
Carrying amount, end of year $ 429,495 $ 379,211

At December 31, 2010 and 2009, the estimated fair value of mortgage-servicing rights exceeded
the carrying value. Mortgage loans serviced for others are not included in the accompanying
consolidated balance sheets. The unpaid principal balances of loans serviced for otherstotaled
$53,743,000 and $44,978,000 at December 31, 2010 and 2009, respectively.

Note 6: Premises and Equipment, Net

Premises and equipment were as follows:

2010 2009
Land $ 458,331 $ 458,331
Automobiles 46,676 46,676
Buildings and leasehold improvements 3,043,965 2,493,004
Furniture, fixtures and equipment 2,338,422 2,313,640
5,887,394 5,311,651
Less accumulated depreciation (3,333,224) (3,153,245)
Net premises and equipment $ 2,554,170 $ 2,158,406

Depreciation expense was approximately $242,000 and $239,000 for 2010 and 2009, respectively.
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Note 7: Goodwill and Intangible Assets

Goodwill

The changes in the carrying amount of goodwill for the years ended December 31 were:

2010 2009
Balance as of January 1 $ 130,972 $ 130,972
Acquired goodwill - -
Balance as of December 31 $ 130,972 $ 130,972
Acquired Intangible Assets
Acquired intangible assets at December 31 were:
2010 2009
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets
Customer relationship
intangibles $ 199,728 $ 162,318 $ 199,728 $ 137,346

Aggregate amortization expense was approximately $25,000 for 2010 and 2009.

Note 8: Deposits

Time deposits of $100,000 or more were $33,834,000 and $45,201,000 at December 31, 2010 and
2009. Scheduled maturities of time deposits for the next five years were as follows:

2011 $ 34,280,888
2012 19,151,948
2013 9,273,029
2014 1,075,502
2015 1,250,216

3 65081568
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Note 9: Borrowed Funds

Borrowed funds included the following at December 31.:

2010 2009
Federa Home Loan Bank (FHLB) advances $ 38,500,000 $ 55,500,000
Securities sold under repurchase agreements 14,354,841 16,861,499
Note payable 633,966 702,729
Secured borrowing 77,166 -

$ 53,565,973 $ 73,064,228

Securities sold under agreements to repurchase are secured by government agency and mortgage-
backed securities with a carrying amount of $9,906,000 and $17,124,000 for the years ended
December 31, 2010 and 2009, respectively.

Securities sold under agreements to repurchase are financing arrangements that mature within one
day. At maturity, the securities underlying the agreements are returned to the Company.
Information concerning securities sold under agreements to repurchase is summarized as follows:

2010 2009
Average daily balance during the year 9,197,583 $ 6,875,958
Average interest rate during the year 0.14% 0.15%
Maximum month-end balance during the year 14,354,841 16,861,499
Weighted-average interest rate during the year 0.14% 0.15%

FHLB Advances

FHLB advances have fixed and variable interest rates ranging from 1.26% to 4.82%. Scheduled
maturities and the weighted-average interest rates by maturity for the years ended December 31,

were as follows;

2010 2009
Weighted- Weighted-
Average Average
Amount Interest Rate Amount Interest Rate

2010 $ - $ 22,000,000 4.68%
2011 15,000,000 3.85% 15,000,000 3.85%
2012 13,500,000 1.69% 13,500,000 1.69%
2013 4,000,000 2.51% 4,000,000 2.51%
2014 3,000,000 2.40% 1,000,000 3.00%
Thereafter 3,000,000 2.28% -

272% $ 55,500,000 3.54%

3 3500000
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FHL B advances are secured by FHLB stock, eligible mortgage loans and specifically pledged
securities. At December 31, 2010 and 2009, in addition to FHLB stock, collateral of approximately
$77,696,000 and $88,921,000, respectively, was pledged to the FHLB to secure advances
outstanding.

In addition, $4,000,000 of the advances outstanding at December 31, 2010 contained an option
with afinal maturity date of May 10, 2011, whereby the interest rate may be adjusted by the FHLB,
at which time the advance may be repaid at the option of First Federal without penalty.

Debt

On May 8, 2008, the Company entered into a ten-year, $800,150 note payable to The Citizens
National Bank of Parisfor the sole purpose of repurchasing 78,747 shares of Northeast Indiana
Bancorp, Inc. stock. Terms of the agreement include twenty semi-annual payments of principal
and interest at the prime rate as published in the Wall Street Journal. The following includes the
payment schedule for the remainder of the note:

2011 $ 72,631
2012 75,865
2013 79,388
2014 83,001
2015 86,778
Thereafter 236,303

3 633966

Note 10: Employee Benefits

Employee Pension Plan

First Federa is part of a noncontributory multi-employer defined-benefit pension plan covering
substantially all employees. The trustees of the Financial Institutions Retirement Fund administer
the plan. Thereisno separate actuarial valuation of plan benefits nor segregation of plan assets
specifically for First Federal because the plan is a multi-employer plan and separate actuarial
valuations are not made with respect to each employer nor are the plan assets so segregated.
Expense for 2010 and 2009 was approximately $70,000 and $41,000, respectively. The Board of
Directors elected to freeze the pension plan accruals as of the plan year ended June 30, 2006. Asa
result of this move, al future accruals have been frozen for existing participating employees and no
new employees will be admitted to the pension plan.
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401(k) Plan

Northeast Indiana Bancorp has a401(k) plan for all employees who have completed one year of
service (1,000 hours) and attained a minimum age of 21 years. Participants may make deferrals up
to 75% of compensation. Northeast |ndiana Bancorp matches 50% of elective deferrals on the first
6% of the participant's compensation. Expense for 2010 and 2009 was approximately $64,000 and
$61,000, respectively.

Supplemental Retirement Plans

First Federal has a supplemental retirement plan for the Chairman of the Board of Directors and a
deferred compensation plan for certain directors of First Federal. First Federal isrecording an
expense equal to the change in the present value of the payment due at retirement based on the
projected remaining years of service using the projected unit credit method. The balance of the
plans was approximately $1,339,000 and $1,207,000 at December 31, 2010 and 2009, respectively.
Expense related to the plans was approximately $158,000 and $96,000 for 2010 and 2009,
respectively.

First Federal has purchased insurance on the lives of the participants in the supplemental retirement
plan and the deferred compensation plan with First Federal as beneficiary. In addition, life
insurance was purchased on a pool of officers both during 2003 and 2004 with First Federal as
beneficiary. The cash surrender value of the life insurance was approximately $6,765,000 and
$6,514,000 at December 31, 2010 and 2009, respectively. The income derived from the investment
in life insurance included in other income was approximately $251,000 and $261,000 for 2010 and
2009, respectively.

Employee Stock Ownership Plan (ESOP)

An ESOP exists for the benefit of substantially all employees. Contributions to the ESOP are made
by Northeast Indiana Bancorp and are determined by the Board of Directors at their discretion.

The contributions may be made in the form of cash or common stock. The annual contributions
may not be greater than the amount deductible for federal income tax purposes and cannot cause
Northeast Indiana Bancorp to violate regulatory capital requirements.

There were no cash contributions or expense associated with the ESOP plan as of December 31,
2010 and 2009. At December 31, 2010, the fair value of the 149,668 alocated shares held by the
ESOP was $1,946,000. The fair value of the 147,704 alocated shares held by the ESOP at
December 31, 2009 was $1,514,000.
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Recognition and Retention Plan (RRP)

The RRP provides for issue of sharesto directors, officers and employees. The maximum total
shares available under the RRP is 105,620. The shares awarded will vest 20% per year over a
period of five years. There were 9,276 new RRP grants awarded in 2010 while there were no new
RRP grants awarded in 2009. The expense associated with the RRP was approximately $32,000
and $20,000 in 2010 and 2009, respectively.

2010
Weighted-
Average

Grant-Date

Shares Fair Value
Nonvested, beginning of year 1,900 $ 17.68
Awarded 9,276 9.90
Vested (1,050) 18.11
Nonvested, end of year 10,126 $ 10.51

Unearned compensation at December 31, 2010 and 2009 related to the RRP shares is $106,000 and
$34,000, respectively, will be recognized over aweighted-average period of four years.

Note 11: Income Taxes

The Company or one of its subsidiaries files income tax returnsin the U.S. federal jurisdiction and
various states and foreign jurisdictions. With afew exceptions, the Company is no longer subject
to U.S. federd, state and local or non-U.S. income tax examinations by tax authorities for years
before 2007. The provision for income taxes includes these components:

2010 2009
Federal
Current $ 682,537 $ 493,255
Deferred 92,961 216,570
State
Current 62,754 124,904
Deferred (47,267) 37,431
Income tax expense $ 790,985 $ 872,160
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Effective tax rates differ from federal statutory rates applied to financia statement income due to
the following:

2010 2009

Federal statutory rate of 34% times financial statement

income before income taxes $ 951,090 $ 935,040
Tax effect of

State tax, net of federal income tax effect 10,221 107,141

Low income housing credit (88,716) (130,478)

Tax-exempt income (117,281) (55,693)

Tax effect of nondeductible capital loss 101,938 96,513

Other, net (66,267) (80,363)

Income tax expense $ 790,985 $ 872,160

The components of the net deferred tax assets included in other assets on the consolidated balance
sheets were:

2010 2009
Deferred tax assets
Deferred compensation $ 570,219 $ 504,977
Bad debts 736,846 652,114
Deferred loan fees 77,352 101,883
Interest on nonaccrual loans 35,818 24,351
Low income housing credit carryforwards 744,849 955,659
Other 131,253 92,311
2,296,337 2,331,295
Deferred tax liabilities
Unrealized gains on available-for-sale securities (84,272) (377,491)
Depreciation (150,820) (150,004)
Prepaids (111,991) (98,985)
FHLB stock dividends (178,668) (193,460)
Pension and employee benefits (21,117) (9,411)
(546,868) (829,351)
Net deferred tax asset $ 1,749,469 $ 1,501,944
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Retained earnings at December 31, 2010 and 2009 include approximately $1,300,000 for which no
deferred federal income tax liability has been recognized. This amount represents an allocation of
income to bad debt deductions for tax purposes only. Reduction of amounts so allocated for
purposes other than tax bad debt losses or adjustments arising from carryback of net operating
losses would create income for tax purposes only, which would be subject to the then-current
corporate incometax rate. The unrecorded deferred income tax liability on the above amount was
approximately $442,000 at December 31, 2010 and 2009, respectively. The Company’s low
income housing credits carryover will begin to expire if unused in 2023.

Note 12: Comprehensive Income

The components of accumulated other comprehensive income, included in the consolidated
statements of shareholders’ equity, are related to unrealized gainsin the available-for-sale
investment portfolio. Net unrealized gains as of December 31, 2010 and 2009 were $209,000 and
$631,000 with related deferred income taxes of $84,000 and $377,000, respectively.

Note 13: Regulatory Matters

First Federa is subject to regulatory capital requirements administered by federal regulatory
agencies. Capital adequacy guidelines and prompt corrective action regulations involve
guantitative measures of assets, liabilities and certain off-balance-sheet items cal culated under
regulatory accounting practices.

Capital amounts and classifications are also subject to qualitative judgments by regul ators about
components, risk weightings, and other factors, and the regulators can lower classificationsin
certain cases. Failure to meet various capital requirements can initiate regulatory action that could
have a direct material effect on the financial statements.

Prompt corrective action regulations provide five classifications: well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized,
although these terms are not used to represent overall financial condition. If only adequately
capitalized, regulatory approval is required to accept brokered deposits. If under-capitalized,
capital distributions are limited, asis asset growth and expansion, and capital restoration plans are
required.
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At December 31, actual First Federa capital levels (in millions) and minimum required levels
were:

Minimum Required

Minimum Required For To Be Well Capitalized
Capital Adequacy Under Prompt Corrective
Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2010
Total capital
(to risk-weighted assets) $ 25.0 143% $ 14.0 80% $ 175 10.0%
Tier | (core) capital
(to risk-weighted assets) 23.3 13.3% 7.0 4.0% 10.5 6.0%
Tier | (core) capital
(to adjusted total assets) 23.3 9.1% 10.2 4.0% 12.8 5.0%
Tier | (core) capital
(to average assets) 233 9.1% 10.2 4.0% 129 5.0%
As of December 31, 2009
Total capital
(to risk-weighted assets) $ 23.7 132%  $ 14.4 80% $ 18.0 10.0%
Tier | (core) capital
(to risk-weighted assets) 22.1 12.3% 7.2 4.0% 10.8 6.0%
Tier | (core) capital
(to adjusted total assets) 22.1 8.8% 10.1 4.0% 12.6 5.0%
Tier | (core) capital
(to average assets) 22.1 8.8% 10.1 4.0% 12.6 5.0%

First Federal was categorized as well capitalized at December 31, 2010 and 2009. There are no
conditions or events since that notification that management believes have changed First Federal’s
category.

Regulations of the Office of Thrift Supervision limit the amount of dividends and other capital
distributions that may be paid by savings institutions without prior approval of the Office of Thrift
Supervision. The regulatory restriction is based on athree-tiered system with the greatest
flexibility being afforded to well-capitalized (Tier 1) ingtitutions. First Federal is currently aTier 1
ingtitution. Accordingly, First Federal can make, without prior regulatory approval, distributions
during a calendar year up to 100% of its retained net income for the calendar year-to-date plus
retained net income for the previous two calendar years as long as First Federal would remain well-
capitalized, as defined by the Office of Thrift Supervision prompt corrective action regulations,
following the proposed distribution. At December 31, 2010, the Bank had no retained earnings
available for distribution without regulatory approval.
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Note 14: Commitments and Contingencies and Financial Instruments With Off-
Balance-Sheet Risk

Some financial instruments, such as loan commitments, credit lines, letters of credit and overdraft
protection, are issued to meet customer financing needs. These agreementsto provide credit or to
support the credit of others, aslong as conditions established in the contract are met, usually have
expiration dates. Commitments may expire without being used. Off-balance-sheet risk to credit
loss exists up to the face amount of these instruments, although material losses are not anticipated.
The same credit policies are used to make such commitments as are used for loans, including
obtaining collateral at exercise of the commitment.

Financial instruments with off-balance-sheet risk were as follows:

2010 2009
Fixed rate commitments $ 1,675,931 $ 687,847
Variable rate commitments 21,640,422 20,774,221
Letter of credit 2,873,101 2,598,101

Most loan commitments have terms up to 60 days. At December 31, 2010, fixed commitments
have contractual interest rates ranging from 3.75% to 5.50%. Most variable rate arrangements are
tied either to the national monthly median cost of funds, prime rate or the U.S. Treasury bill rate
and have spreads between 5.25% and 5.875%.

Certain executives of the Bank have employment contracts, which are based upon changes of
control. The employment contracts provide for the payment of one to three years worth of the
officers salaries upon a change of control.

Note 15: Stock Options

Optionsto buy stock have been granted to directors, officers and employees under two different
stock option and incentive plans. Exercise priceisthe market price at date of grant. The maximum
option term is ten years and options vest over five years under both plans. The Board of Directors
passed a special resolution during 2005 immediately vesting all nonvested outstanding shares
granted from the 2002 Omnibus Incentive Plan making 9,500 options immediately exercisable.
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The Company had aimost awarded all stock options under the original stock option plan by the
year ended 2001. As such, the 2002 Omnibus Incentive Plan was added to the Company's proxy
statement and approved by the shareholders at the May 1, 2002 Northeast |ndiana Bancorp, Inc.
Annual Meeting. There were 158,753 new stock options approved under the new plan. At
December 31, 2010 and 2009, there were 151,104 shares authorized for future grants.

A summary of option activity under the Plan as of December 31, 2010, and changes during the year
then ended, is presented below:

2010
Weighted-
Weighted- Average
Average Remaining
Exercise Contractual
Shares Price Term

Outstanding and exercisable, beginning of year 15500 $ 18.18 3.22
Outstanding and exercisable, end of year 15500 $ 18.18 2.22

Note 16: Related Party Transactions

Certain directors and officers of First Federal are loan customers. In management's opinion, such
loans and other extensions of credit and deposits were made in the ordinary course of business and
were made on substantially the same terms (including interest rates and collateral) as those
prevailing at the time for comparabl e transactions with other persons. Further, in management's
opinion, these loans did not involve more than normal risk of collectibility or present other
unfavorable features. A summary of related party loan activity for loans aggregating $60,000 or
more to any one related party is asfollows:

2010 2009
Balance as of January 1 $ 3,226,634 $ 2,866,769
New loans 1,617,264 2,208,391
Repayments (719,542) (1,848,526)
Balance as of December 31 $ 4,124,356 $ 3,226,634

Related party deposits were approximately $600,000 and $512,000 at December 31, 2010 and
2009, respectively.
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Note 17: Earnings Per Common Share

A reconciliation of the numerators and denominators of the basic earnings per common share and
diluted earnings per common share computations for the years ended December 31, is presented

below:
2010 2009
Basic earnings per common share
Net income available to common shareholders $ 2,012,298 1,877,958
Weighted-average common shares outstanding before
adjustment 1,239,509 1,230,139
Less: non-vested RRP shares (10,126) (1,900)
Weighted-average common shares outstanding for basis
earnings per common shares 1,229,383 1,228,239
Basic earnings per common share $ 1.64 1.53
Diluted earnings per common share
Net income available to common shareholders, per above $ 2,012,298 1,877,958
Weighted-average common shares outstanding 1,229,383 1,228,239
Add: dilutive effects of assumed conversions and exercises
of stock options and RRP shares 512 540
Weighted-average common and dilutive shares outstanding
for dilutive earnings per common shares 1,229,895 1,228,779
Diluted earnings per common share $ 1.64 1.53

Stock options for 15,500 shares of common stock were not considered in computing diluted
earnings per common shares for the years ended December 31, 2010 and 2009, respectively,

because they were not dilutive.

35



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Note 18: Disclosures About Fair Values of Financial Instruments

ASC Topic 820, Fair Value Measurements, defines fair value as the price that would be received to
sell an asset or paid to transfer aliability in an orderly transaction between market participants at
the measurement date. Topic 820 also specifies afair value hierarchy which requires an entity to
maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value:

Level 1  Quoted pricesin active markets for identical assets or liabilities

Level 2  Observable inputs other than Level 1 prices, such as quoted prices for similar assets
or liabilities; quoted pricesin markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities

Following is a description of the valuation methodologies and inputs used for assets measured at
fair value on arecurring basis and recognized in the accompanying consolidated balance sheets, as
well as the general classification of such assets pursuant to the valuation hierarchy.

Available-for-Sale Securities

Where quoted market prices are available in an active market, securities are classified within
Level 1 of thevaluation hierarchy. Level 1 securitiesinclude an investment in an equity security
and mutual fund (in 2009 only). If quoted market prices are not available, then fair values are
estimated by using pricing models, quoted prices of securities with similar characteristics or
discounted cash flows. Leve 2 securitiesinclude U.S. Government agency securities, U.S.
Government agency-sponsored mortgage-backed securities and obligations of state and political
subdivisions. Level 2 securities are valued by athird party pricing service commonly used in the
banking industry, utilizing observable inputs. Observable inputs include dealer quotes, market
spreads, cash flow analysis, the U.S. Treasury curve, trade execution data, market consensus
prepayment spreads and available credit information. The pricing provided utilizes evaluated
pricing models that are based on asset class. These models incorporate available market
information including quoted prices of securities with similar characteristics and, because many
fixed income securities do not trade on adaily basis, apply available information through processes
such as benchmark curves. In certain cases where Level 1 or Level 2 inputs are not available,
securities are classified within Level 3 of the hierarchy.
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The following tables present the fair value measurements of assets recognized in the accompanying
consolidated balance sheets measured at fair value on arecurring basis and the level within fair
value hierarchy in which the fair value measurements fall at December 31, 2010 and 2009:

2010
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Available-for-sale securities
U.S. agencies $ 6,498,880 $ - $ 6,498,880 $
U.S. Government agency-sponsored
mortgage-backed securities 22,830,499 - 22,830,499 -
State and political subdivision 12,814,413 - 12,814,413 -
Equity securities 40,800 40,800 - -
$ 42,184,592 $ 40,800 $ 42,143,792 $

2009
Fair Value Measurements Using
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Available-for-sale securities
U.S. agencies $ 7,542,002 $ - $ 7,542,092 $
Mutua funds 2,346,484 2,346,484 -
U.S. Government agency-sponsored
mortgage-backed securities 10,955,558 10,955,558 -
State and political subdivision 7,416,964 - 7,416,964 -
Equity securities 60,000 60,000 -
$ 28,321,098 $ 2,406,484 $ 25914,614 $ -
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Following is a description of the valuation methodologies and inputs used for assets measured at
fair value on anonrecurring basis and recognized in the accompanying consolidated balance sheets,
aswell asthe general classification of such assets pursuant to the valuation hierarchy.

Impaired Loans (Collateral Dependent)

Loans for which it is probable that the Company will not collect all principal and interest due
according to contractual terms are measured for impairment. Allowable methods for determining
the amount of impairment include estimating fair value using the fair value of the collateral for
collateral-dependent loans.

If theimpaired loan isidentified as collateral dependent, then the fair value method of measuring
the amount of impairment is utilized. This method requires obtaining a current independent
appraisal of the collateral and applying a discount factor to the value.

Impaired loans that are collateral dependent are classified within Level 3 of the fair value hierarchy
when impairment is determined using the fair value method.

Real Estate Owned

The fair value other real estate owned is measured based on the value of the collateral securing
those loans/real estate and is determined using several methods. The fair value of real estateis
generally determined based on appraisals by qualified licensed appraisers. The appraiserstypically
determine the value of the real estate by utilizing an income or market valuation approach. If an
appraisal is not available, the fair value may be determined by using a cash flow analysis.

The following tables present the fair value measurements of assets recognized in the accompanying
consolidated balance sheets measured at fair value on a nonrecurring basis and the level within the
fair value hierarchy in which the fair value measurements fall at December 31, 2010 and 2009:

2010
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Impaired loans $ 5,294,227 $ - $ - $ 5,294,227
Real estate owned 237,000 - - 237,000

38



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

2009
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Impaired loans $ 6,292,188 $ - $ - $ 6,292,188

The following methods were used to estimate the fair value of al other financial instruments
recognized in the accompanying consolidated balance sheets at amounts other than fair value.

Cash and Cash Equivalents and Federal Home Loan Bank Stock

The carrying amount approximates fair value.

Held-to-Maturity Securities

Fair value is based on quoted market prices, if available. If aquoted market priceis not available,
fair value is estimated using quoted market prices for similar securities.

Loans Held for Sale

The fair value for loans held for sale is based on market quotes.

Loans
Thefair value of loansis estimated by discounting the future cash flows using the current rates at
which similar loans would be made to borrowers with similar credit ratings and for the same

remaining maturities. Loans with similar characteristics were aggregated for purposes of the
calculations. The carrying amount of accrued interest approximatesits fair value.

Deposits
Deposits include demand deposits, savings accounts, NOW accounts and certain money market
deposits. The carrying amount approximates fair value. The fair value of fixed-maturity time

depositsis estimated using a discounted cash flow calculation that applies the rates currently
offered for deposits of similar remaining maturities.

Interest Receivable, Interest Payable and Investments in Limited Liability Partnerships

The carrying amount approximates fair value.

39



Northeast Indiana Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Long-Term Debt and Federal Home Loan Bank Advances

Rates currently available to the Company for debt with similar terms and remaining maturities are
used to estimate the fair value of existing debt.

Commitments to Originate Loans, Letters of Credit and Lines of Credit

The fair value of commitments to originate loans is estimated using the fees currently charged to
enter into similar agreements, taking into account the remaining terms of the agreements and the
present creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates. The fair
value of forward sale commitments is estimated based on current market prices for loans of similar
terms and credit quality. The fair values of letters of credit and lines of credit are based on fees
currently charged for similar agreements or on the estimated cost to terminate or otherwise settle
the obligations with the counterparties at the reporting date.

The following table presents estimated fair values (in thousands) of the Company’s financial
instruments at December 31, 2010 and 2009.

2010 2009
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets
Cash and cash equivaents $ 11,49 $ 11,496 $ 13,403 $ 13,403
Available-for-sale securities 42,185 42,185 28,321 28,321
Held-to-maturity securities 400 407 550 559
Loans held for sale 354 354 53 53
Loans receivable, net 182,913 191,544 191,267 199,202
Accrued interest receivable 981 981 1,041 1,041
FHLB stock 4,293 4,293 4,704 4,704
Investment in limited liability partnerships 233 233 318 318
Financid liabilities
Deposits 176,401 178,585 154,630 156,684
Borrowed funds 53,566 54,352 73,064 74,112
Accrued interest payable 129 129 178 178

While these estimates of fair value are based on management's judgment of the most appropriate
factors, there is no assurance that were Northeast |ndiana Bancorp to have disposed of such items
at December 31, 2010 and 2009, the estimated fair values would necessarily have been achieved at
that date, since market values may differ depending on various circumstances. The estimated fair
values at December 31, 2010 and 2009 should not necessarily be considered to apply at subsequent
dates.
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Note 19: Condensed Financial Information (Parent Company Only)

Presented below is condensed financial information as to financial position, results of operations
and cash flows of Northeast Indiana Bancorp:

Condensed Balance Sheets

2010 2009
Assets
Cash and due from banks $ 395,344 $ 311,453
Investment in subsidiary bank 24,206,258 23,292,790
Other assets 68,012 73,124
Total assets $ 24,669,614 $ 23,677,367
Liabilities
Notes payable $ 633,966 $ 702,729
Accrued expenses 10,499 9,879
Total liabilities 644,465 712,608
Shareholders Equity 24,025,149 22,964,759
Total liabilities and shareholders' equity $ 24,669,614 $ 23,677,367
Condensed Statements of Income
2010 2009
Income
Dividends from subsidiaries $ 1,100,000 $ 1,000,000
Tota income 1,100,000 1,000,000
Expenses 170,002 154,355
Income Before Income Tax and Equity in Undistributed
Income of Subsidiaries 929,998 845,645
Income Tax Benefit (66,287) (60,185)
Income Before Equity in Undistributed Income of
Subsidiaries 996,285 905,830
Equity in Undistributed Income of Subsidiaries 1,016,013 972,128
Net Income $ 2,012,298 $ 1,877,958
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Condensed Statements of Cash Flows

2010 2009
Operating Activities
Net income $ 2,012,298 $ 1,877,958
Items not providing cash
Equity in undistributed income of subsidiaries (1,016,013) (972,128)
Changein
Other assets 5,112 9,047
Accrued expenses 6,578 (5,462)
Net cash provided by operating activities 1,007,975 909,415
Financing Activities
Dividends (855,321) (818,397)
Principal payments on notes payable (68,763) (65,594)
Net cash used in financing activities (924,084) (883,991)
Net Changein Cash and Due From Banks 83,891 25,424
Cash and Due From Banks at Beginning of Y ear 311,453 286,029
Cash and Due From Banks at End of Year $ 395,344 $ 311,453

Note 20: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Estimates
related to the allowance for loan losses are reflected in the footnote regarding loans. Current
vulnerabilities due to certain concentrations of credit risk are discussed in the footnote on
commitments and credit risk.
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Note 21: Risks and Uncertainties

The Company’ s allowance for loan losses contains certain assumptions on the value of collatera
dependent loans as well as certain economic and industry conditions which may be subject to
change within the near term. These changes could have an adverse impact on the allowance for
loan lossin the near term.

Current Economic Conditions

The current protracted economic decline continues to present financial institutions with difficult
circumstances and challenges, which in some cases have resulted in large and unanticipated
declinesin the fair values of investments and other assets, constraints on liquidity and capital and
significant credit quality problems, including severe volatility in the valuation of real estate and
other collateral supporting loans. The consolidated financial statements have been prepared using
values and information currently available to the Company.

At December 31, 2010, the Company held $57.7 million in commercial real estate and $9.1 million
in land and land development loans collateralized by commercial and development real estate. Due
to national, state and local economic conditions, values for commercial and development real estate
have declined significantly, and the market for these properties is depressed.

Given the volatility of current economic conditions, the values of assets and liabilities recorded in
the consolidated financial statements could change rapidly, resulting in material future adjustments
in asset values, the allowance for loan losses and capital that could negatively impact the
Company'’ s ability to meet regulatory capital requirements and maintain sufficient liquidity.

Note 22: Subsequent Events

Subsequent events have been evaluated through March 18, 2011, which is the date the consolidated
financial statements were available to be issued.

43



