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Part I

Business
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S. Y. Bancorp, Inc. ("Bancorp"), was incorporated in 1988 and is a Kentucky corporation headquartered in Louisville, Kentucky. Bancorp
is a bank holding company registered with, and subject to supervision, regulation and examination by the Board of Governors of the Federal
Reserve System. Bancorp has two subsidiaries, Stock Yards Bank & Trust Company ("the Bank") and S.Y. Bancorp Capital Trust I ("the
Trust"). The Bank is wholly owned and is a state chartered bank. Bancorp conducts no active business operations; accordingly, the business of
Bancorp is substantially the same as that of the Bank. The Trust is a Delaware statutory business trust that is a 100%-owned finance subsidiary
of Bancorp.

Stock Yards Bank & Trust Company

Stock Yards Bank & Trust Company is the only banking subsidiary of Bancorp and was originally chartered in 1904. The Bank is
headquartered in Louisville, Kentucky and provides commercial and retail banking services in Louisville and southern Indiana through 17 full
service banking offices (See "ITEM 2. PROPERTIES"). The Bank is chartered under the laws of the Commonwealth of Kentucky. In addition to
traditional commercial and personal banking activities, the Bank has an investment management and trust department offering a wide range of
trust and investment services. The Bank also originates and sells single-family residential mortgages through its operating division, Stock Yards
Mortgage Company, and offers securities brokerage services through an arrangement with Raymond James Financial Services, Inc.

At December 31, 2001, the Bank had 347 full-time equivalent employees. Employees are not subject to a collective bargaining agreement.
Bancorp and the Bank consider their relationships with employees to be good.

See Note 20 to Bancorp's consolidated financial statements for the year ended December 31, 2001 for information relating to the Bank's
business segments.

Supervision and Regulation

Bank holding companies and commercial banks are extensively regulated under both federal and state law. Any change in applicable law or
regulation may have a material effect on the business and prospects of Bancorp and the Bank.

Bancorp, as a registered bank holding company, is subject to the supervision of and regulation by the Federal Reserve Board under the
Bank Holding Company Act of 1956. In addition, Bancorp is subject to the provisions of Kentucky's banking laws regulating bank acquisitions
and certain activities of controlling bank shareholders.

The Bank is subject to the supervision of and regular examination by the Federal Deposit Insurance Corporation and the Kentucky
Department of Financial Institutions. The Federal Deposit Insurance Corporation insures the deposits of the Bank to the current maximum of
$100,000 per depositor.

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 ("the 1994 Act") removed state law barriers to interstate bank
acquisitions and permits the consolidation of interstate banking operations. Under the 1994 Act, adequately capitalized and managed bank
holding companies may acquire banks in any state, subject to Community Reinvestment Act compliance, compliance with federal and state
antitrust laws and deposit concentration limits and subject to any state laws restricting the transaction. Kentucky banks are also permitted to

acquire a branch in another state if permitted by law of the other state. Kentucky currently does not permit de novo branching by out-of-state
banks into

Kentucky, and it does not permit an out-of-state bank to acquire a bank in Kentucky that has been in existence less than five years.

The Gramm-Leach-Bliley Act ("the 1999 Act") repealed the Depression-era barrier between commercial and investment banking
established by the Glass-Steagall Act, as well as the prohibition on the mixing of banking and insurance established by the Bank Holding
Company Act of 1956. The 1999 Act allows for affiliations among banks, securities firms and insurance companies by means of a financial
holding company ("FHC"). In most cases, the creation of an FHC is a simple election and notice to the Federal Reserve Board. The 1999 Act
requires that, at the time of establishment of an FHC, all depository institutions within that corporate group must be "well managed" and "well
capitalized" and must have received a rating of "satisfactory" or better under its most recent Community Reinvestment Act examination. Further,
non-banking financial firms (for example an insurance company or securities firm) may establish an FHC and acquire a depository institution.
While the distinction between banks and non-banking financial firms has been blurring over recent years, the 1999 Act will make it less
cumbersome for banks to offer services "financial in nature" but beyond traditional commercial banking activities. Likewise, non-banking
financial firms may find it easier to offer services that have, heretofore, been provided primarily by depository institutions. Management of
Bancorp has chosen not to become an FHC at this time, but may chose to do so in the future.
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In its 2000 session, the Kentucky General Assembly enacted a law allowing banks with a Kentucky charter and a CAMEL rating of 1 or 2
at its most recent state or federal examination to engage in any banking activity in which it could engage if: (a) it were operating as a national
bank in any state, (b) it were operating as a state bank, state thrift or state savings bank in any state, or (c) it meets the qualified thrift lender test
as determined by the Office of Thrift Supervision, or was operating as a federally chartered thrift or federal savings bank in any state.

CAMEL ratings are used by examiners of financial institutions to rate these institutions in five categories. These categories are capital
adequacy, asset quality, management effectiveness, quantity and quality of earnings and liquidity. Before a bank engages in any of the activities
above, it must obtain a legal opinion specifying the statutory or regulatory provisions permitting the activity in which the bank intends to engage.
The result of this legislation was to broaden the activities in which a Kentucky state chartered bank may engage.

Item 2. Properties

The principal offices of Bancorp and the Bank are located at 1040 East Main Street, Louisville, Kentucky. Adjacent to the main location is
the Bank's operations center. In addition to the main office complex, the Bank owned eight branch properties at December 31, 2001 (one of
which is located on leased land). The Bank also leased eight branch facilities. Of the seventeen banking locations, fourteen are located in
Louisville and three are located in nearby southern Indiana. See Notes 5 and 16 to Bancorp's consolidated financial statements for the year ended
December 31, 2001, for additional information relating to amounts invested in premises, equipment and lease commitments.

Item 3. Legal Proceedings

See Note 16 to Bancorp's consolidated financial statements for the year ended December 31, 2001, for information relating to legal
proceedings.

Item 4. Submission of Matters to a Vote of Security Holders

None

Executive Officers of the Registrant

The following table lists the names and ages (as of December 31, 2001) of all current executive officers of Bancorp. Each executive officer
is appointed by Bancorp's Board of Directors to serve at the pleasure of the Board. There is no arrangement or understanding between any
executive officer of Bancorp and any other person(s) pursuant to which he/she was or is to be selected as an officer.

Name and Age

of Executive Officer Position and Offices With Bancorp
David H. Brooks Chairman and Chief Executive Officer and Director
Age 59
David P. Heintzman President and Director
Age 42
Kathy C. Thompson Executive Vice President and Director
Age 40
Phillip S. Smith Executive Vice President
Age 44
Gregory A. Hoeck Executive Vice President
Age 51
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Name and Age
of Executive Officer Position and Offices With Bancorp
Nancy B. Davis Executive Vice President, Secretary, Treasurer and
Age 46 Chief Financial Officer

Mr. Brooks was appointed Chairman and Chief Executive Officer of Bancorp and the Bank in 1993. Prior thereto, he was President of
Bancorp and the Bank.

Mr. Heintzman was appointed President of Bancorp and the Bank in 1993. Prior thereto, he served as Treasurer and Chief Financial Officer
of Bancorp and Executive Vice President of the Bank.

Ms. Thompson was appointed Executive Vice President of Bancorp and the Bank in 1996. She joined the Bank in 1992 as Senior Vice
President and is Manager of the Investment Management and Trust Department.

Mr. Smith was appointed Executive Vice President of the Bank in 1996. Prior thereto, he was Senior Vice President of the Bank. He is
primarily responsible for the commercial lending area of the Bank.

Mr. Hoeck joined the Bank as Executive Vice President in 1998. He is primarily responsible for the retail and marketing areas of the Bank.
Prior to joining the Bank, Mr. Hoeck was an Executive Vice President for PNC Bank and the Retail Market Manager for the Kentucky and
Indiana markets.

Ms. Davis was appointed Executive Vice President of Bancorp and the Bank in 1999. Prior thereto, she was Senior Vice President of
Bancorp and the Bank. She was appointed Chief Financial Officer of Bancorp in 1993.

Part I1

Item 5. Market for Registrant's Common Stock and Related Stockholder Matters

Bancorp's common stock is traded on the American Stock Exchange under the ticker symbol SYI. The table below sets forth the quarterly
high and low market prices of Bancorp's common stock and dividends declared per share. The payment of dividends by the Bank to Bancorp is
subject to the

restriction described in Note 15 to the consolidated financial statements. On December 31, 2001, Bancorp had 949 shareholders of record.

2001 2000
Cash Dividends Cash Dividends
Quarter High Low Declared High Low Declared
First $ 24.50 $ 20.25 $ 0.11 $ 22.50 $ 18.63 $ 0.09
Second 35.24 25.30 0.11 22.75 18.75 0.10
Third 34.45 29.15 0.11 22.00 19.00 0.10
Fourth 33.80 31.00 0.12 21.50 18.88 0.10
Item 6. Selected Financial Data
Selected Consolidated Financial Data
Years Ended December 31
2001 2000 1999 1998 1997
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Years Ended December 31

(Dollars In Thousands Except Per Share Data)

Net interest income $ 34,945 31,154 27,470 23294 $ 19,723
Provision for loan losses 4,220 2,840 1,635 1,600 1,000
Net income 13,542 11,592 9,706 8,218 6,534
Per share data

Net income, basic $ 2.03 1.75 1.46 125 $ 1.00
Net income, diluted 1.96 1.70 1.41 1.21 0.96
Cash dividends declared 0.45 0.39 0.33 0.28 0.24
Average balances

Stockholders' equity $ 66,433 54,656 48,052 40,691 $ 34,174
Assets 884,483 747,816 637,276 540,696 437,037
Long-term debt 14,026 2,100 2,100 2,100 2,259
Ratios

Return on average assets 1.53% 1.55% 1.52% 1.52% 1.50%
Return on average stockholders' equity 20.38% 21.21% 20.20% 20.20% 19.12%
Average stockholders' equity to average assets 7.51% 7.31% 7.54% 7.53% 7.82%

Per share information has been adjusted to reflect stock splits.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The purpose of this discussion is to provide information as to the analysis of the consolidated financial condition and results of operations
of S.Y. Bancorp, Inc. (Bancorp) and its wholly owned subsidiaries, Stock Yards Bank & Trust Company (the Bank) and S.Y. Bancorp Capital
Trust I (the Trust). Bancorp, incorporated in 1988, has no active business operations. Thus, Bancorp's business is substantially the same as that
of the Bank. The Bank has operated continuously since it opened in 1904. The Bank conducted business at one location for 85 years and then
began branching. At December 31, 2001, the Bank had seventeen locations. The combined effect of added convenience with the Bank's focus on
flexible, attentive customer service has been key to the Bank's growth and profitability. The wide range of services added by the wealth
management group (investment management and trust, private banking and brokerage) and by the mortgage department help support the
corporate philosophy of capitalizing on full service customer relationships.

6

Critical Accounting Policies

Bancorp has prepared all of the consolidated financial information in this report in accordance with accounting principles generally
accepted in the United States of America (U.S. GAAP). In preparing the consolidated financial statements in accordance with U.S. GAAP,
Bancorp makes estimates and assumptions that affect the reported amount of assets and liabilities, disclosure of contingent assets and liabilities
at the date of the financial statements, and the reported amounts of revenue and expenses during the reporting period. There can be no assurances
that actual results will not differ from those estimates.

We have identified the accounting policy related to the allowance for loan losses as critical to the understanding of Bancorp's results of
operations, since the application of this policy requires significant management assumptions and estimates that could result in materially
different amounts to be reported if conditions or underlying circumstances were to change. The impact and any associated risks related to these
policies on our business operations are discussed in the "Allowance for Loan Losses" section below.

Forward-Looking Statements

This report contains forward-looking statements under the Private Securities Litigation Reform act that involve risks and uncertainties.
Although Bancorp believes the assumptions underlying the forward-looking statements contained herein are reasonable, any of these
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assumptions could be inaccurate. Factors that could cause actual results to differ from results discussed in forward-looking statements include,
but are not limited to: economic conditions both generally and more specifically in the market in which Bancorp and its subsidiaries operate;
competition for Bancorp's customers from other providers of financial services; government legislation and regulation which change from time
to time and over which Bancorp has no control; changes in interest rates; material unforeseen changes in liquidity, results of operations or
financial condition of Bancorp's customers; or other risks detailed in Bancorp's filings with the Securities and Exchange Commission, all of
which are difficult to predict and many of which are beyond the control of Bancorp.

The following discussion should be read in conjunction with Bancorp's consolidated financial statements and accompanying notes and other
schedules presented elsewhere in this report.

Results of Operations

Net income was $13,542,000 or $1.96 per share on a diluted basis in 2001. This compares to $11,592,000 or $1.70 per share in 2000 and
$9,706,000 or $1.41 per share in 1999. The increase in 2001 net income was attributable to growth in both net interest income and non-interest
income that was partially offset by increased non-interest expenses. Earnings include a 12.5% increase in fully taxable equivalent net interest
income and a 25.0% increase in non-interest income. All categories of non-interest income showed improvement when compared to the prior
year. The strong results of our investment management and trust and mortgage departments for 2001 contributed significantly to this increase.
Non-interest expenses increased 13.5%. Non-interest expenses increased in all categories reflective of continued expansion of the banking center
network.

The following paragraphs provide a more detailed analysis of the significant factors affecting operating results.
Net Interest Income

Net interest income, the most significant component of Bancorp's earnings, is total interest income less total interest expense. Net interest
spread is the difference between the taxable equivalent rate earned on average interest earning assets and the rate expensed on average interest
bearing liabilities.

Net interest margin represents net interest income on a taxable equivalent basis as a percentage of average earning assets. Net interest margin is
affected by both the interest rate spread and the level of non-interest bearing sources of funds, primarily consisting of demand deposits and
stockholders' equity. The level of net interest income is determined by the mix and volume of interest earning assets, interest bearing deposits
and interest bearing liabilities and by changes in interest rates. The discussion that follows is based on tax equivalent interest data.

Bancorp's net interest margin and net interest spread were affected negatively during the year by the unprecedented 475 basis point decrease
in interest rates. Management believes that interest rates in 2002 will be less volatile and allow for improvement in the net interest margin and
net interest spread during the year.

Comparative information regarding net interest income follows:

2001/2000 2000/1999
2001 2000 1999 Change Change
(Dollars In Thousands)
Net interest income, tax equivalent basis $ 35,548 $ 31,601 $ 27,839 12.5% 13.5%
Net interest spread 3.61% 3.72% 4.03% (11D bp (BDbp
Net interest margin 4.27% 4.51% 4.72% (24) bp 21) bp
Average earning assets $ 831918 $ 700,579 $ 590,011 18.7% 18.7%
Prime rate at year end 4.75% 9.50% 8.50% (475) bp 100 bp
Average prime rate 6.93% 9.24% 8.44% (231) bp 80 bp

bp = basis point = 1/100th of a percent
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Prime rate is included above to provide a general indication of the interest rate environment in which the Bank operates. The Bank's
variable rate loans are indexed to the Bank's prime rate and reprice as the prime rate changes, unless they reach a contractual floor or ceiling. A
significant amount of the Bank's variable rate loans reached their floor during the year.

Asset/Liability Management and Interest Rate Risk

Managing interest rate risk is fundamental for the financial services industry. The primary objective of interest rate risk management is to
neutralize effects of interest rate changes on net income. By considering both on and off-balance sheet financial instruments, Bank management
evaluates interest rate sensitivity while attempting to optimize net interest income within the constraints of prudent capital adequacy, liquidity
needs, market opportunities and customer requirements.

Interest Rate Simulation Sensitivity Analysis

Bancorp uses an earnings simulation model to measure and evaluate the impact of changing interest rates on earnings. The simulation
model is designed to reflect the dynamics of all interest earning assets, interest bearing liabilities and off-balance sheet financial instruments,
combining factors affecting rate sensitivity into a one year forecast. By forecasting management's estimate of the most likely rate environment
and adjusting those rates up and down the model can reveal approximate interest rate risk exposure. The December 31, 2001 simulation analysis
indicates that an increase in

interest rates would have a positive effect on net interest income, and a decrease in interest rates would have a negative effect on net interest
income. These estimates are summarized below.

Net Interest Net Income
Income Change Change
Increase 200 bp 3.87% 6.80%
Increase 100 bp 2.84 4.73
Decrease 100 bp (3.78) (6.60)
Decrease 200 bp (6.13) (10.72)

To assist in achieving a desired level of interest rate sensitivity, management has in the past entered into derivative financial instruments
that are designed to mitigate the effect of changes in interest rates. Derivative financial instruments can be a cost and capital efficient method of
modifying interest rate risk sensitivity. The Bank had no derivative financial instruments at December 31, 2001.

The following table presents the increases in net interest income due to changes in rate and volume computed on a tax equivalent basis and
indicates how net interest income in 2001 and 2000 was impacted by volume increases and the lower average interest rate environment. The tax
equivalent adjustments are based on a 35% tax rate. The change in interest due to both rate and volume has been allocated to the change due to
rate and change due to volume in proportion to the relationship of the absolute dollar amounts of the change in each.

Taxable Equivalent Rate/Volume Analysis

2001/2000 2000/1999
Increase (Decrease) Increase (Decrease)
Due to Due to
Net Change Rate Volume Net Change Rate Volume
(In Thousands)

Interest income

Loans $ 4,573 $ (4,698) $ 9,271 $ 12,429 $ 1,570 $ 10,859
Federal funds sold 193 (214) 407 (340) 208 (548)
Mortgage loans held for sale 193 (30) 223 (184) 48 (232)

Securities
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2001/2000 2000/1999
Taxable 210 (13) 223 (234) (252) 18
Tax-exempt 269 (238) 507 270 206 64
Total interest income 5,438 (5,193) 10,631 11,941 1,780 10,161
Interest expense
Deposits
Interest bearing demand deposits (242) (1,288) 1,046 906 376 530
Savings deposits (303) (349) 46 47) (39) )
Money market deposits (332) (745) 413 549 282 267
Time deposits 2,283 (529) 2,812 5,839 2,322 3,517
Securities sold under agreements to repurchase and
federal funds purchased (868) 997) 129 844 468 376
Other short-term borowings (84) (81) 3) 69 40 29
Long-term debt 1,038 16 1,022 19 19
Total interest expense 1,492 (3,973) 5,465 8,179 3,468 4,711
Net interest income $ 3,946 $ (1,220) $ 5,166 $ 3,762 $ (1,688) $ 5,450
I L B B NN
9

Provision for Loan Losses

In determining the provision for loan losses charged to expense, management considers many factors. Among these are the quality of the
loan portfolio, previous loss experience, the size and composition of the loan portfolio and an assessment of the impact of current economic
conditions on borrowers' ability to pay. The provision for loan losses is summarized below:

2001 2000 1999
(Dollars In Thousands)
Provision for loan losses $ 4220 $ 2,840 $ 1,635
Allowance to loans at year end 1.41% 1.40% 1.34%
Allowance to average loans for year 1.52% 1.52% 1.49%

The provision for loan losses increased during the year due to significant loan growth and in consideration of loans charged off and the
increase in non-performing loans during the year. See "Nonperforming Loans and Assets" for further discussion of non-performing loans. See
"Summary of Loan Loss Experience" for further discussion of loans charged off during the year.

The Bank's loan portfolio is diversified with no significant concentrations of credit. Geographically, most loans are extended to borrowers
in the Louisville, Kentucky metropolitan area. The adequacy of the allowance is monitored on an ongoing basis and it is the opinion of
management that the balance of the allowance for loan losses at December 31, 2001 is adequate to absorb losses inherent in the loan portfolio as
of the financial statement date. See "Financial Condition-Allowance for Loan Losses" for more information on the allowance for loan losses.

Non-Interest Income and Non-Interest Expenses

The following table provides a comparison of the components of non-interest income and expenses for 2001, 2000 and 1999. The table
shows the dollar and percentage change from 2000 to 2001 and from 1999 to 2000. Below the table is a discussion of significant changes and
trends.
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2001/2000 2000/1999
2001 2000 1999 Change % Change %
(Dollars In Thousands)

Non-Interest income

Investment management and trust services $ 7,256 $ 6,327 $ 5,194 $ 929 147% $ 1,133 21.8%
Service charges on deposit accounts 7,000 5,528 3,484 1,472 26.6% 2,044 58.7%
Gains on sales of mortgage loans held for sale 1,995 1,043 1,511 952 91.3% (468) (31.0)%
Gains on sales of securities available for sale 100 (100) (100.0)%
Other 3,012 2,517 2,331 495 19.7% 186 8.0%

$ 19,263 $ 15,415 $ 12,620 $ 3,848  25.0% $ 2,795 22.1%

Non-interest expenses

Salaries and employee benefits 17,644 15,559 13,750 2,085 13.4% 1,809 13.2%
Net occupancy expense 1,861 1,800 1,711 61 3.4% 89 5.2%
Furniture and equipment expense 2,523 2,309 2,282 214 9.3% 27 1.2%
Other 8,278 7,036 6,388 1,242 17.7% 648 10.1%

$ 30,306 $ 26,704 $ 24,131 $ 3,602  13.5% $ 2,573 10.7%

The largest component of non-interest income is the income from investment management and trust services. This area of the Bank
continues to grow through attraction of new business and customer retention. At December 31, 2001 assets under management totaled
$1.179 billion compared to

10

$1.056 billion at December 31, 2000 and $914 million as of December 31, 1999. Included in these totals are the assets of the Bank's investment
portfolio. These amounts were $90 million at year end 2001, $77 million at year end 2000 and $76 million at year end 1999. Growth in the
department's assets include both personal and employee benefit accounts.

Growth in service charges on deposit accounts is primarily due to increased account volumes and an overdraft service for retail customers.
Opening new branch offices and promotion of retail accounts have presented opportunities for growth in deposit accounts and increased fee
income. The Bank also introduced a new retail deposit account product line during 2001 that has been successful at attracting new accounts.
Additionally, in March 2000 the Bank began offering an overdraft service to retail depositors. The service allows checking customers meeting
specific criteria to incur overdrafts up to a predetermined limit, generally $500. For each check paid resulting in our increasing an overdraft, the
customer pays the standard overdraft charge.

The Bank operates a mortgage banking company as a division of the Bank. This division originates residential mortgage loans and sells the
loans in the secondary market. The division offers conventional, VA and FHA financing, as well as a program for low-income first time home
buyers. Loans are made for both purchase and refinancing of homes. Virtually all loans originated by the mortgage banking company are sold in
the secondary market with servicing rights released. The interest rates on the loans sold are locked with the buyer and Bancorp bears no interest
rate risk related to these loans. Interest rates on conventional mortgage loans directly impact the volume of business transacted by the mortgage
banking division. Favorable rates in early 1999 stimulated home buying and refinancing, however, beginning in the second quarter of 1999 and
continuing through 2000, rising rates resulted in lower levels of activity, particularly refinancing. Mortgage rates again became favorable during
the second half of 2001 and the fourth quarter of 2001 saw record volumes of activity.

Other non-interest income has increased for several reasons and primarily reflects the Bank's growth. Contributing factors to the increase
for 2001 include the continued growth of income related to debit cards and internet banking. Also contributing were income items related to the
increase in mortgage banking activity such as application fees and title fees.

10



Edgar Filing: S Y BANCORP INC - Form 10-K405

Salaries and benefits are the largest component of non-interest expenses. Increases in personnel expense rose in part from regular salary
increases. Officer increases are effective January 1 and non-officer increases are effective on each individual's anniversary date. Also, the Bank
continues to add employees to support growth. At December 31, 2001, the Bank had 347 full-time equivalent employees compared to 327 at the
same date in 2000 and 316 for 1999. There are no significant obligations for post-retirement or post-employment benefits.

Net occupancy expenses have increased as the Bank has added banking centers. During 2001 and 1999, the Bank opened two locations;
during 2000 the Bank opened one. At December 31, 2001 the Bank had seventeen banking center locations including the main office. Furniture
and equipment expenses also have increased with the addition of banking centers. Further, the Bank continues to update computer equipment
and software as technology advances. Costs of capital asset additions flow through the statement of income, over the lives of the assets, in the
form of depreciation expense.

Other non-interest expenses have increased from numerous factors and reflect the Bank's growth. Among the most significant costs that
increased were marketing, advertising, mail and telephone. The increase in marketing and advertising reflects the introduction of a new product

line of retail checking products during the year.

11

Income Taxes

A three year comparison of income tax expense and effective tax rate follows:

2001 2000 1999
(Dollars In Thousands)
Income tax expense $ 6,140 $ 5,433 $ 4,618
Effective tax rate 31.2% 31.9% 32.2%
Financial Condition
Earning Assets and Interest Bearing Liabilities
Summary information with regard to Bancorp's financial condition follows:
2001/2000 2000/1999
2001 2000 1999 Change % Change %
(Dollars In Thousands)
Average earning assets $ 831,918 §$ 700,579 $ 590,011 $ 131,339 18.7% $ 110,568 18.7%
Average interest bearing liabilities 704,196 589,219 493,866 114,977 19.5% 95,353 19.3%
Average total assets 884,483 747,816 637,276 136,667 18.3% 110,540 17.3%
Total year end assets 937,293 852,260 689,815 85,033 10.0% 162,445 23.5%

The Bank has experienced significant growth in earning assets over the last several years. Growth of average earning assets occurred
primarily in the area of loans. Loan demand continued to be strong during 2001. From year end 2000 to year end 2001, commercial and
industrial loans increased 10.9%. Construction and development loans increased 8.7%. Real estate mortgage loans increased 21.3%. Consumer
loans increased 7.6%. Securities also grew during 2001 in conjunction with the overall growth in the asset size of Bancorp.

The increase in average interest bearing liabilities from 2000 to 2001 occurred primarily in interest bearing demand deposits, time deposits
and federal funds purchased. The increase in interest bearing demand deposits during the year was primarily a function of the poor performance
of the stock market and lower interest rates. As the stock market continued to perform poorly during 2001, many investors moved their funds
into deposit accounts. Because of lower interest rates, depositors tended to favor demand and money market deposits versus time deposits. The
increase in federal funds purchased was due to the Bank's net funding position. Federal funds purchased are discussed further under the heading
"Liquidity". Bancorp also issued $20 million of trust preferred securities during 2001. The net proceeds of $18.9 million were used to pay off

11
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existing long-term debt and to fund the continued growth of Bancorp. See Note 9 and Note 10 to the consolidated financial statements for more
details on long-term debt and trust preferred securities, respectively.

12
Average Balances and Interest Rates Taxable Equivalent Basis
Year 2001 Year 2000 Year 1999
Average Average Average Average Average Average
Balances Interest Rate Balances Interest Rate Balances Interest Rate
(Dollars In Thousands)
Earning assets
Federal funds sold $ 14,384 $ 634 4.41%$ 6,242 $ 441 7.07%$ 14,795 $ 781 5.28%
Mortgage loans held for sale 5,375 376 7.00% 2,235 183 8.19% 5,141 368 7.16%
Securities
Taxable 64,125 3,616 5.64% 57,434 3,406 5.93% 59,860 3,640 6.08%
Tax-exempt 26,458 1,729 6.53% 21,778 1,459 6.70% 18,114 1,197 6.61%
Loans, net of unearned income 721,576 59,918 8.30% 612,890 55,345 9.03% 492,101 42,907 8.72%
Total earning assets 831,918 66,273 7.97% 700,579 60,834 8.68% 590,011 48,893 8.29%
Less allowance for loan losses 10,356 8,613 7,172
821,562 691,966 582,839
Non-earning assets
Cash and due from banks 29,251 25,672 23,996
Premises and equipment 18,428 16,729 16,454
Accrued interest receivable and
other assets 15,242 13,449 13,987
Total assets $ 884,483 $ 747,816 $ 637,276
I L} I
Interest bearing liabilities
Deposits
Interest bearing demand deposits  $ 164,589 $ 3,886 2.36%$ 127,056 $ 4,128 3.25%% 110,049 $ 3,222 2.93%
Savings deposits 30,016 390 1.30% 28,053 693 2.47% 28,345 740 2.61%
Money market deposits 66,020 1,696 2.57% 53,423 2,027 3.79% 45,789 1,478 3.23%
Time deposits 377,630 21,815 5.78% 329,152 19,533 5.93% 266,544 13,694 5.14%
Securities sold under agreements to
repurchase and federal funds
purchased 49,610 1,668 3.36% 47,088 2,536 5.39% 39,231 1,692 4.31%
Other short-term borrowings 2,305 67 2.91% 2,347 151 6.43% 1,808 82 4.54%
Long-term debt 14,026 1,203 8.58% 2,100 165 7.86% 2,100 146 6.95%
Total interest bearing
liabilities 704,196 30,725 4.36% 589,219 29,233 4.96% 493,866 21,054 4.26%
Non-interest bearing liabilities
Non-interest bearing demand
deposits 101,542 92,250 87,609
Accrued interest payable and other
liabilities 12,312 11,691 7,749

12



Total liabilities
Stockholders' equity

Total liabilities and
stockholders' equity

Net interest income

Net interest spread

Net interest margin
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Year 2001 Year 2000 Year 1999
818,050 693,160 589,224
66,433 54,656 48,052
$ 884,483 $ 747,816 $ 637,276
| ] |
$ 35,548 $ 31,601 $ 27,839
| | |
3.61% 3.72% 4.03%
| | |
4.27% 4.51% 4.72%
| | |

Notes
Yields on municipal securities have been computed on a fully tax equivalent basis using the federal income tax rate of 35%.
Average balances for loans include the principal balance of non-accrual loans.
Loan interest income includes loan fees and is computed on a fully tax equivalent basis using the federal income tax rate of 35%.
Loan fees included in interest income amounted to $1,376,000, $989,000 and $939,000 in 2001, 2000 and 1999, respectively.
13
Securities

The primary purpose of the securities portfolio is to provide another source of interest income, as well as liquidity management. In
managing the composition of the balance sheet, Bancorp seeks a balance among earnings sources and credit and liquidity considerations.

The carrying value of securities is summarized as follows:

December 31
2001 2000 1999
(In Thousands)
Securities available for sale
U.S. Treasury and federal agency obligations $ 51,696 $ 51,553 $ 50,115
Mortgage-backed securities 4,382 996 1,128
Obligations of states and political subdivisions 18,266 15,210 9,662
Other 2,540 2,175 1,928
$ 76,884 $ 69,934 $ 62,833
| .| |
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Securities held to maturity
U.S. Treasury and federal agency obligations

Mortgage-backed securities
Obligations of states and political subdivisions

December 31
$ $ $ 1,000
5,720 7,369 8,486
8,158 9,520 11,912
$ 13,878 $ 16,889 $ 21,398

The maturity distribution and weighted average interest rates of debt securities at December 31, 2001, are as follows:

Securities available for sale

U.S. Treasury and federal agencies
Mortgage-backed securities

Obligations of states and political subdivisions

Securities held to maturity
Mortgage-backed securities
Obligations of states and political subdivisions

After One But After Five But
Within One Year Within Five Years Within Ten Years After Ten Years
Amount Rate Amount Rate Amount Rate Amount Rate
(Dollars In Thousands)
$ 4,096 6.75% 40,002 5.39% 6,545 5.67% 1,053 8.00%
802 6.50% 3,580 6.50%
3,603 4.42% 5,542 4.77% 9,121 5.14%
$ 4,096 6.75% 43,605 5.31% 12,889 5.34% 13,754 5.71%
$ 305 7.00% 904 6.00% 4,511 6.49%
2,556 4.88% 2,569 4.44% 3,033 4.58%

$ 2,556 4.88% 2,874 4.71% 3,937 4.91% 4,511 6.49%
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Loan Portfolio

Bancorp's primary source of income is interest on loans. The composition of loans as of the end of the last five years follows:

Commercial and industrial
Construction and development
Real estate mortgage
Consumer

December 31
2001 2000 1999 1998 1997
(In Thousands)

$ 152,049 $ 137,086 $ 116,248 $ 103,345 $ 101,030
55,943 51,479 34,760 30,155 21,481
506,081 417,170 349,164 277,994 217,830
63,368 58,899 46,686 36,792 29,952

$ 777,441 $ 664,634 $ 546,858 $ 448,286 $ 370,293
] ] ] ] ]
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The following tables show the amounts of commercial and industrial loans, and construction and development loans at December 31, 2001
which, based on remaining scheduled repayments of principal, are due in the periods indicated. Also shown are the amounts due after one year
classified according to sensitivity to changes in interest rates.

Maturing
After One But
Within One Within Five After Five
Year Years Years Total
(In Thousands)
Commercial and industrial $ 59,876 $ 62,462 $ 20,711 $ 152,049
Construction and development 55,943 55,943

Interest Sensitivity

Fixed Variable
Rate Rate
(In Thousands)
Due after one but within five years $ 51,044 $ 11418
Due after five years 8,908 20,803

$ 59952 $ 32,221

Nonperforming Loans and Assets

Information summarizing nonperforming assets, including nonaccrual loans follows:

December 31
2001 2000 1999 1998 1997
(Dollars In Thousands)

Nonaccrual loans $ 3775 $ 602 $ 2770 $ 2,163 $ 290
Loans past due 90 days or more and still accruing 1,346 2,342 1,645 197 682
Nonperforming loans $ 5121 $ 2944 $ 4415 $ 2360 $ 972
Foreclosed real estate 63 833 1,836
Other foreclosed property 85 58
Nonperforming assets $ 5184 $ 3777 $ 4500 $ 4254 $ 972

I I I I |
Nonperforming loans as a percentage of total loans 0.66% 0.44% 0.81% 0.53% 0.26%
Nonperforming assets as a percentage of total assets 0.55% 0.44% 0.65% 0.70% 0.20%
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The increase in non-performing loans is primarily related to a few larger customers. Management believes these loans are well secured and
expects little to no loss for Bancorp.

The threshold at which loans are generally transferred to nonaccrual of interest status is 90 days past due unless they are well secured and in
the process of collection. Interest income recorded on nonaccrual loans for 2001 totaled $157,000. Interest income that would have been
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recorded in 2001 if nonaccrual loans were on a current basis in accordance with their original terms was $512,000.

In addition to the nonperforming loans discussed above, there were loans for which payments were current or less than 90 days past due
where borrowers are experiencing significant financial difficulties. At December 31, 2001, these loans totaled approximately $1,353,000. These
loans are monitored by management and considered in determining the level of the allowance for loan losses. Management believes these loans
do not present significant exposure to loss. The allowance for loan losses is discussed further under the heading "Provision for Loan Losses".

Allowance for Loan Losses

An allowance for loan losses has been established to provide for loans that may not be fully repaid. Loan losses arise primarily from the
loan portfolio, but may also be generated from other sources such as commitments to extend credit, guarantees and standby letters of credit. The
allowance for loan losses is increased by provisions charged to expense and decreased by charge-offs, net of recoveries. Loans are charged off
by management when deemed uncollectible; however, collection efforts continue and future recoveries may occur.

The allowance is maintained at a level considered by management to be adequate to cover losses that are inherent in the loan portfolio.
Factors considered include past loss experience, general economic conditions and information about specific borrower situations including
financial position and collateral values. Estimating inherent loss on any loan is subjective and ultimate losses may vary from current estimates.
Estimates are reviewed periodically and adjustments are reported in income through the provision for loan losses in the periods in which they
become known. The adequacy of the allowance for loan losses is monitored by the internal loan review staff and reported quarterly to the Audit
Committee of the Board of Directors. In addition, various regulatory agencies, as an integral part of their examination process, periodically
review the adequacy of Bancorp's allowance for loan losses. Such agencies may require Bancorp to make additional provisions to the allowance
based upon their judgments about information available to them at the time of their examinations. Management believes that the allowance for
loan losses is adequate to absorb inherent losses on existing loans that may become uncollectible. See "Provision for Loan Losses" for further
discussion of the allowance for loan losses.
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Summary of Loan Loss Experience

The following table summarizes average loans outstanding, changes in the allowance for loan losses arising from loans charged off and
recoveries on loans previously charged off by loan category and additions to the allowance charged to expense.

Years Ended December 31
2001 2000 1999 1998 1997
(Dollars In Thousands)
Average loans $ 721,576 $ 612,800 $ 492,101 $ 412,935 $ 329,162

Balance of allowance for loan losses at beginning

of year $ 9,331 § 7,336 $ 6,666 $ 5921 $ 5,155
Loans charged off
Commercial and industrial 1,203 424 644 146 75
Real estate mortgage 634 546 43 54 26
Consumer 952 480 348 735 183
Total loans charged off 2,789 1,450 1,035 935 284

Recoveries of loans previously charged off

Commercial and industrial 32 508 5 14 3
Real estate mortgage 8 7 10 18
Consumer 163 90 55 48 38
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Years Ended December 31
Total recoveries 203 605 70 80 50
Net loans charged off 2,586 845 965 855 234
Additions to allowance charged to expense 4,220 2,840 1,635 1,600 1,000
Balance at end of year $ 10,965 $ 9,331 $ 7,336 $ 6,666 $ 5,921

Ratio of net charge-offs during year to average
loans 0.36% 0.14% 0.20% 0.21% 0.07%

The increase in commercial and industrial loans charged off during 2001 is primarily due to the partial charge-off of a few larger
relationships. The increase in consumer loans charged off is a reflection of the economic downturn during 2001 and the Bank's aggressive policy
of charging off non-performing consumer loans. The overall increase in net loans charged off is also a function of the increase in the size of the
loan portfolio. See "Provision for Loan Losses" for discussion of the provision for loan losses.
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The following table sets forth the allocation of the allowance for loan losses for the loan categories shown. Although specific allocations
exist, the entire allowance is available to absorb losses in any particular loan category.

December 31
2001 2000 1999 1998 1997
(In Thousands)
Commercial and industrial $ 2936 $ 2334 $ 2743 $ 2625 $ 2337
Construction and development 1,066 2,285 58 51 201
Real estate mortgage 3,024 1,693 1,351 1,739 2,034
Consumer 1,779 1,686 981 921 163
Unallocated 2,160 1,333 2,203 1,330 1,186

$ 10965 $ 9331 $ 7336 $ 6666 $ 5921

The ratio of loans in each category to total outstanding loans is as follows:

December 31
2001 2000 1999 1998 1997
Commercial and industrial 19.6% 20.6% 21.2% 23.1% 27.3%
Construction and development 7.2% 7.7% 6.4% 6.7% 5.8%
Real estate mortgage 65.1% 62.8% 63.8% 62.0% 58.8%
Consumer 8.1% 8.9% 8.6% 8.2% 8.1%

100.0% 100.0% 100.0% 100.0%  100.0%

Selected ratios relating to the allowance for loan losses follow:
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Years Ended December 31

2001 2000 1999
Provision for loans losses to average loans 0.58% 0.46% 0.33%
Net charge-offs to average loans 0.36% 0.14% 0.20%
Allowance for loan losses to average loans 1.52% 1.52% 1.49%
Allowance for loan losses to year end loans 1.41% 1.40% 1.34%
Loan loss coverage 9.24x  23.51x 16.54x

Deposits

Bancorp's core deposits consist of non-interest and interest bearing demand deposits, savings deposits, certificates of deposit under
$100,000, certain certificates of deposit over $100,000 and IRAs. These deposits, along with other borrowed funds, are used by Bancorp to
support its asset base. By adjusting rates offered to depositors, Bancorp is able to influence the amounts of deposits needed to

18

meet its funding requirements. The average amount of deposits in the Bank and average rates paid on such deposits for the years indicated are
summarized as follows:

Years Ended December 31
2001 2000 1999
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate

(Dollars in Thousands)

Non-interest bearing demand deposits $ 101,542 $ 92,250 $ 87,609
Interest bearing demand deposits 164,589 2.36% 127,056 3.25% 110,049 2.93%
Savings deposits 30,016 1.30% 28,053 2.47% 28,345 2.61%
Money market deposits 66,020 2.57% 53,423 3.79% 45,789 3.23%
Time deposits 377,630 5.78% 329,152 5.93% 266,544 5.14%
I I I
$ 739,797 $ 629,934 $ 538,336
I I I

Maturities of time deposits of $100,000 or more outstanding at December 31, 2001, are summarized as follows:

Amount
(In Thousands)
3 months or less $ 47,428
Over 3 through 6 months 14,751
Over 6 through 12 months 29,501
Over 12 months 28,414
$ 120,094
I

Short-Term Borrowings

Securities sold under agreements to repurchase represent short-term borrowings from commercial customers as part of a cash management

service. Repurchase agreements generally have maturities of one to four days from the transaction date.
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Information regarding securities sold under agreements to repurchase follows:

Years Ended December 31
2001 2000 1999
Amount Rate Amount Rate Amount Rate

(Dollars in thousands)

Securities sold under agreements to repurchase

Year end balance $ 51431 1.94% $ 52,276  548% $ 53,455 5.24%
Average during year 48,376  3.39% 40,731 5.23% 38,847 4.31%
] ] |
Maximum month end balance during year 51,543 52,276 54,974
.| .| .|
Liquidity

The role of liquidity management is to ensure funds are available to meet depositors' withdrawal and borrowers' credit demands while at the
same time maximizing profitability. This is accomplished by balancing changes in demand for funds with changes in the supply of those funds.
Liquidity to meet the demand is provided by maturing assets, short-term liquid assets that can be converted to cash and the ability to attract
funds from external sources, principally depositors. Due to the nature of services
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offered by the Bank, management prefers to focus on transaction accounts and full service relationships with customers. Management believes it
has the ability to increase deposits at any time by offering rates slightly higher than the market rate.

Bancorp's Asset/Liability Committee (ALCO), primarily made up of senior management, has direct oversight responsibility for Bancorp's
liquidity position and profile. A combination of daily, weekly and monthly reports provided to management detail the following: internal
liquidity metrics, composition and level of the liquid asset portfolio, timing differences in short-term cash flow obligations, available pricing and
market access to the financial markets for capital and exposure to contingent draws on Bancorp's liquidity.

The Bank has a number of sources of funds to meet liquidity needs on a daily basis. The deposit base, consisting of consumer and
commercial deposits and large dollar denomination ($100,000 and over) certificates of deposit, is a source of funds. The majority of these
deposits come from long-term customers and are a stable source of funds. The Bank has no brokered deposits, and has an insignificant amount
of deposits on which the rate paid exceeded the market rate by more than 50 basis points when the account was established. In addition, federal
funds purchased continue to provide an available source of liquidity.

Other sources of funds available to meet daily needs include the sales of securities under agreements to repurchase and funds made
available under a treasury tax and loan note agreement with the federal government. Also, the Bank is a member of the Federal Home Loan
Bank of Cincinnati (FHLB). As a member of the FHLB, the Bank has access to credit products of the FHLB. At December 31, 2001, the amount
of available credit from the FHLB totaled $128 million. To date, the Bank has not needed to access this source of funds. Finally, the Bank has
federal funds purchased lines with correspondent banks totaling $56 million and Bancorp has a $6 million line of credit with a correspondent
bank.

Bancorp's liquidity depends primarily on the dividends paid to it as the sole shareholder of the Bank. As discussed in Note 15 to Bancorp's
consolidated financial statements, the Bank may pay up to $20,370,000 in dividends to Bancorp without regulatory approval subject to the
ongoing capital requirements of the Bank.

Over the normal course of business, Bancorp enters into certain forms of off-balance sheet transactions, including unfunded loan
commitments and letters of credit. These transactions are managed through Bancorp's various risk management processes. Management
considers both on-balance sheet and off-balance sheet transactions in its evaluation of Bancorp's liquidity.

Other Off-Balance Sheet Activities
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In the normal course of business, Bancorp is party to activities that contain credit, market and operational risk that are not reflected in

whole or in part in Bancorp's consolidated financial statements. Such activities include: traditional off-balance sheet credit-related financial
instruments, commitments under operating leases and long-term debt.

Bancorp provides customers with off-balance sheet credit support through loan commitments and standby letters of credit. Summarized
credit-related financial instruments, including both commitments to extend credit and letters of credit at December 31, 2001 are as follows:

Amount of Commitment Expiration Per Period

Less than 1-3 3-5 Over 5
Total 1 year Years Years Years
(In Thousands)
Unused loan commitments $ 138,612 47,364 20,018 20,032 51,198
Standby letters of credit 10,835 6,933 371 3,531
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Since many of the unused commitments are expected to expire or be only partially used, the total amount of commitments in the preceding
table does not necessarily represent future cash requirements.

In addition to owned banking facilities, the Corporation has entered into long-term leasing arrangements to support the ongoing activities of
Bancorp. The required payments under such commitments and long-term debt at December 31, 2001 are as follows:

Payments Due by Period
Less than 1-3 3-5 Over 5
Total 1 Year Years Years Years
(In Thousands)
Operating leases $ 4412 676 1,026 836 1,874
Long-term debt 270 270
Long-term debt trust preferred securities 20,000 20,000
Capital
Information pertaining to Bancorp's capital balances and ratios follows:
Years Ended December 31
2001 2000 Change

(Dollars in Thousands)

Stockholders' equity $ 71,684 $ 60,288 18.90%
Dividends per share $ 045 $ 0.39 15.38%
Tier 1 risk-based capital 11.85% 8.87% 298bp
Total risk-based capital 13.14% 10.16% 298bp
Leverage ratio 9.69% 7.38% 231bp

The increase in stockholders' equity from 2001 to 2000 was due to the strong earnings of 2001 coupled with a philosophy to retain
approximately 75% of earnings in equity.

Bank holding companies and their subsidiary banks are required by regulators to meet risk-based capital standards. These standards, or
ratios, measure the relationship of capital to a combination of balance sheet and off-balance sheet risks. The value of both balance sheet and
off-balance sheet items are adjusted to reflect credit risks. Note 18 to the consolidated financial statements provides more details of regulatory
capital requirements, as well as, capital ratios of the Bank. Bancorp and the Bank exceed regulatory capital ratios required to be well capitalized.
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These ratios for Bancorp and the Bank had decreased over the last several years as assets grew more quickly than equity. In 2001, Bancorp
issued $20 million of trust preferred securities which qualify as regulatory capital under Federal Reserve guidelines and significantly improved
Bancorp's and the Bank's capital ratios. See Note 10 to the consolidated financial statements for more details on the trust preferred securities.
Management considers the effects of growth on capital ratios as it contemplates plans for expansion.

In January 1999, the Board of Directors declared a 2-for-1 stock split to be effected in the form of a 100% stock dividend. The new shares
were distributed in February 1999. This capital change was made to enhance shareholder value by increasing the number of shares of Bancorp's
stock outstanding and to reduce the per share market price of the stock. Per share information has been restated to reflect the stock splits. In
November 1999, Bancorp announced a 200,000 share common stock buy back program representing approximately 3% of its common stock.
The repurchased shares may be used for, among other things, issuance of shares for the stock options or employee stock ownership or purchase
plans. At December 31, 2001, shares repurchased pursuant to this program totaled 92,071.

A component of equity is accumulated other comprehensive income (losses) which for Bancorp consists of net unrealized gains or losses on
securities available for sale and a minimum pension
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liability, both net of taxes. Accumulated other comprehensive income was $645,000 and $21,000 at December 31, 2001 and 2000, respectively.
The $624,000 increase in accumulated other comprehensive income (losses) is primarily a reflection of the effect of the interest rate environment
on the valuation of the Bank's portfolio of securities available for sale.

The following table presents various key financial ratios:

Years Ended December 31

2001 2000 1999
Return on average assets 1.53% 1.55% 1.52%
Return on average stockholders' equity 2038% 21.21% 20.20%
Dividend pay out ratio, based on basic EPS 22.17%  22.29%  22.60%
Average stockholders' equity to average assets 7.51% 7.31% 7.54%

Recently Issued Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board issued Statement No. 141, "Business Combinations" which supersedes Accounting
Principles Board (APB) Opinion No. 16, "Business Combinations." Statement No. 141 eliminates the pooling-of-interests method of accounting
for business combinations and modifies the application of the purchase accounting method. The elimination of the pooling-of-interests method is
effective for transactions initiated after June 30, 2001. The remaining provisions of Statement No. 141 are effective for transactions accounted
for using the purchase method that are completed after June 30, 2001.

In July 2001, the Financial Accounting Standards Board also issued Statement of Financial Accounting Standards No. 142, "Goodwill and
Intangible Assets" which supersedes APB Opinion No. 17, "Intangible Assets." Statement No. 142 eliminates the current requirement to
amortize goodwill and intangible assets, addresses the amortization of intangible assets with a defined life and addresses impairment testing and
recognition for goodwill and intangible assets. Statement No. 142 will apply to goodwill and intangible assets arising from transactions
completed before and after the Statement's effective date. Statement No. 142 is effective January 1, 2002. Management believes the impact of
adoption will be immaterial to Bancorp's consolidated financial statements, as current goodwill and intangible amortization is approximately
$70,000 per year. At December 31, 2001, unamortized goodwill was $682,000.

In August 2001, the Financial Accounting Standards Board issued Statement No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets" which addresses financial accounting and reporting for the impairment or disposal of long-lived assets. While Statement
No. 144 supercedes Statement No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of," it
retains many of the fundamental provisions of that statement. Statement No. 144 also supercedes the accounting and reporting provisions of
APB Opinion No. 30, "Reporting the Results of Operations Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions," for the disposal of a segment of a business. However, it retains the requirement
in Opinion No. 30 to report separately discontinued operations and extends that reporting to a component of an entity that either has been
disposed of (by sale, abandonment, or in a distribution to owners) or is classified as held for sale. By broadening the presentation of discontinued
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operations to include more disposal transactions, the Financial Accounting Standards Board has enhanced management's ability to provide
information that helps financial statement users to assess the effects of a disposal transaction on the ongoing operations of an entity. Statement
No. 144 is effective for fiscal years beginning after December 15, 2001 and interim financial periods within those fiscal years. Management
believes that adopting Statement No. 144 will not have an impact on the consolidated financial statements.
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Quarterly Operating Results

Following is a summary of quarterly operating results for 2001 and 2000:

Interest income
Interest expense

Net interest income
Provision for loan losses

Net interest income after
provision

Non-interest income
Non-interest expenses

Income before income taxes
Income tax expense

Net income

Basic earnings per share
Diluted earnings per share

Item 7a. Quantitative and Qualitative Disclosures About Market Risk

2001 2000
4th Qtr. 3rd Qtr. 2nd Qtr. 1st Qtr. 4th Qtr. 3rd Qtr. 2nd Qtr. 1st Qtr.
(In Thousands, Except Per Share Data)

$ 16,115 $ 16,485 $ 16,603 $ 16,468 $ 16,502 $ 15,756 $ 14,648 $ 13,481
6,609 7,698 8,099 8,320 8,548 7,759 6,858 6,068

9,506 8,787 8,504 8,148 7,954 7,997 7,790 7,413

1,445 900 1,075 800 925 750 585 580

8,061 7,887 7,429 7,348 7,029 7,247 7,205 6,833

5,206 4,836 4,851 4,370 3,979 4,112 4,002 3,322

7,888 7,811 7,367 7,240 6,703 6,743 6,915 6,343

5,379 4912 4913 4,478 4,305 4,616 4,292 3,812

1,760 1,380 1,561 1,439 1,318 1,505 1,390 1,220

$ 3,619 $ 3532 $ 3352 $ 3,039 $ 2,987 $ 3,111 $ 2,902 $ 2,592
I I B B I B
$ 0.54 $ 053 $ 0.50 $ 0.46 $ 045 $ 047 $ 044 $ 0.39
0.52 0.51 0.49 0.44 0.44 0.46 0.43 0.38

Information required by this item is included in item 7, "Management's Discussion and Analysis of Financial Condition and Results of

Operations" of this Form 10-K.

Item 8. Financial Statements and Supplementary Data

The following consolidated financial statements of Bancorp and report of independent auditors are included below:

Consolidated Balance Sheets December 31, 2001 and 2000

Consolidated Statements of Income years ended December 31, 2001, 2000 and 1999

Consolidated Statements of Changes in Stockholders' Equity years ended December 31, 2001, 2000 and 1999
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Consolidated Statements of Comprehensive Income years ended December 31, 2001, 2000 and 1999

Consolidated Statements of Cash Flows years ended December 31, 2001, 2000 and 1999

Notes to Consolidated Financial Statements

Independent Auditors' Report

Management's Report on Consolidated Financial Statements
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Consolidated Balance Sheets

Assets

Cash and due from banks

Federal funds sold

Mortgage loans held for sale

Securities available for sale (amortized cost $75,563 in 2001 and $69,601 in 2000)
Securities held to maturity (approximate fair value $14,174 in 2001 and $17,004 in
2000)

Loans

Less allowance for loan losses

Net loans
Premises and equipment
Accrued interest receivable and other assets

Total assets

Liabilities

Deposits
Non-interest bearing
Interest bearing

Total deposits

Securities sold under agreements to repurchase and federal funds purchased
Other short-term borrowings

Accrued interest payable and other liabilities

Long-term debt

Long-term debt trust preferred securities

Total liabilities

Stockholders' equity

Common stock, no par value; 10,000,000 shares authorized; issued and outstanding

6,672,294 in 2001 and 6,637,477 in 2000
Surplus

December 31,
2001 2000
(Dollars In Thousands)
29,803 $ 44,597
218 29,020
13,963 2,330
76,884 69,934
13,878 16,889
777,441 664,634
10,965 9,331
766,476 655,303
19,421 17,497
16,650 16,690
937,293 $ 852,260
118,165 $ 103,172
635,386 622,485
753,551 725,657
79,031 52,276
1,880 1,813
10,877 10,126
270 2,100
20,000

865,609 791,972
L] L]
5,711 5,595
14,404 14,292

23



Edgar Filing: S Y BANCORP INC - Form 10-K405

Retained earnings
Accumulated other comprehensive income

Total stockholders' equity

Total liabilities and stockholders' equity

December 31,
50,924 40,380
645 21
71,684 60,288

$ 937,293 $ 852,260

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Income

Interest income
Loans
Federal funds sold
Mortgage loans held for sale
Securities

Taxable

Tax-exempt

Total interest income

Interest expense

Deposits

Securities sold under agreements to repurchase and federal funds purchased
Other short-term borrowings

Long-term debt

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Non-interest income

Investment management and trust services
Service charges on deposit accounts

Gains on sales of mortgage loans held for sale
Gains on sales of securities available for sale
Other

Total non-interest income

Years Ended December 31,

2001 2000 1999

(In Thousands, Except Per Share Data)

$ 59,837 $ 55,337 $ 42,899
634 441 781
376 183 368

3,616 3,406 3,640
1,208 1,020 836
65,671 60,387 48,524
27,787 26,381 19,134
1,668 2,536 1,692
67 151 82
1,204 165 146
30,726 29,233 21,054
34,945 31,154 27,470
4,220 2,840 1,635
30,725 28,314 25,835
7,256 6,327 5,194
7,000 5,528 3,484
1,995 1,043 1,511
100

3,012 2,517 2,331
19,263 15,415 12,620
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Non-interest expenses

Salaries and employee benefits
Net occupancy expense
Furniture and equipment expense
Other

Total non-interest expense

Income before income taxes
Income tax expense

Net income

Net income per share, basic

Net income per share, diluted
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Years Ended December 31,

17,644 15,559 13,750

1,861 1,800 1,711

2,523 2,309 2,282

8,278 7,036 6,388
30,306 26,704 24,131
19,682 17,025 14,324
6,140 5,433 4,618

$ 13,542 § 11,592 § 9,706
I I I
$ 203 % 175 $ 1.46
I I I
$ 1.96 $ 1.70 ' $ 1.41
I I I

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Changes in Stockholders' Equity

Balance December 31, 1998

Net income

Three Years Ended December 31, 2001

Common Stock

Change in other comprehensive income, net of tax
Shares issued for stock options exercised and

employee benefit plans
Cash dividends, $0.33 per share
Shares repurchased

Balance December 31, 1999

Net income

Change in other comprehensive income, net of tax
Shares issued for stock options exercised and

employee benefit plans
Cash dividends, $0.39 per share
Shares repurchased

Balance December 31, 2000

Net income

Change in other comprehensive income, net of tax
Shares issued for stock options exercised and

employee benefit plans

Accumulated Other
Number Retained Comprehensive
of Shares Amount Surplus Earnings Income Total
(In Thousands, Except Share Data)

6,593,338 $ 5,535 $ 14,075 $ 23,868 $ 465 $ 43,943
9,706 9,706
(1,816) (1,816)

76,721 169 968 1,137
(2,198) (2,198)
(23,000) a7) (441) (518)
6,647,059 5,627 14,602 31,376 (1,351) 50,254
11,592 11,592

1,372 1,372

39,368 131 520 651
(2,588) (2,588)
(48,950) (163) (830) (993)
6,637,477 5,595 14,292 40,380 21 60,288
13,542 13,542

624 624

54,938 183 557 740
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Three Years Ended December 31, 2001

Cash dividends, $0.45 per share (2,998) (2,998)
Shares repurchased (20,121) 67) (445) (512)
Balance December 31, 2001 6,672,294 $ 5711 $ 14,404 $ 50,924 $ 645 $ 71,684

L& ;& ;N | L]

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Comprehensive Income
Years Ended December 31,
2001 2000 1999
(In Thousands)
Net income $ 13,542  $ 11,592 $ 9,706
Other comprehensive income (loss), net of tax:
Unrealized gains (losses) on securities available for sale:
Unrealized holding gains (losses) arising during the period 652 1,448 (1,628)
Less reclassification adjustment for gains included in net income 65
Minimum pension liability adjustment (28) (76) (123)
Other comprehensive income (loss) 624 1,372 (1,816)
Comprehensive income $ 14,166 $ 12964 $ 7,890

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
Years Ended December 31,
2001 2000 1999
(In Thousands)
Operating activities
Net income $ 13,542  $ 11,592 $ 9,706
Adjustments to reconcile net income to net cash provided by operating activities
Provision for loan losses 4,220 2,840 1,635
Depreciation, amortization and accretion, net 1,831 1,798 1,493
Provision for deferred income taxes (338) (987) (203)
Gains on sales of securities available for sale (100)
Gains on sales of mortgage loans held for sale (1,995) (1,043) (1,511)
Loss on the sale of other real estate 28
Origination of mortgage loans held for sale (121,481) (50,253) (89,097)
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Proceeds from sales of mortgage loans held for sale
Income tax benefit of stock options exercised
Increase in accrued interest receivable and other assets

Increase (decrease) in accrued interest payable and other liabilities

Net cash provided by operating activities

Investing activities

Net (increase) decrease in federal funds sold

Purchases of securities available for sale

Proceeds from sales of securities available for sale
Proceeds from maturities of securities available for sale
Proceeds from maturities of securities held to maturity
Net increase in loans

Purchases of premises and equipment

Proceeds from sales of other real estate

Net cash used in investing activities

Financing activities
Net increase in deposits

Net increase (decrease) in securities sold under agreements to repurchase and federal funds

purchased

Net increase (decrease) in short-term borrowings
Repayments of long-term debt

Net proceeds from long-term debt trust preferred securities
Issuance of common stock

Common stock repurchases

Cash dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental cash flow information:
Income tax payments

Cash paid for interest

Years Ended December 31,

111,843 51,574 97,791
162 37 394
(301) (4,785) (487)
952 (28) 3,371
8,463 10,745 22,992
28,802 (23,020) 1,000
(33,850) (13,654) (77,492)
10,618
27,809 8,635 75,016
3,023 4,504 6,391
(115,296) (118,621) (99,537)
(3,619) (2,678) (2,178)
839 1,401 1,235
(92,292) (143,433) (84,947)
27,894 155,695 52,350
26,755 (1,179) 14,926
67 (2,141) 3,095
(1,830)
18,944
578 614 349
(512) (993) (518)
(2,861) (2,524) (2,095)
69,035 149,472 68,107
(14,794) 16,784 6,152
44,597 27,813 21,661

$ 29,803 $ 44597 $ 27,813

$ 6,588 $ 5500 $ 5,915
30,863 28,989 21,099

See accompanying notes to consolidated financial statements.

Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

Principles of Consolidation and Nature of Operations

The consolidated financial statements include the accounts of S.Y. Bancorp, Inc. (Bancorp) and its wholly-owned subsidiaries, Stock Yards
Bank & Trust Company (the Bank) and S.Y. Bancorp Capital Trust I. Significant intercompany transactions and accounts have been eliminated
in consolidation. Certain prior year amounts have been reclassified to conform with the 2001 presentation.

The Bank is engaged in commercial and retail banking services, trust and investment management services, and mortgage banking services.
Bancorp's market area is Louisville, Kentucky and surrounding communities including southern Indiana.
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Use of Estimates

The preparation of financial statements in 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 certain assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of related revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Statement of Cash Flows
For purposes of reporting cash flows, cash and cash equivalents include cash on hand and amounts due from banks.
Securities

Securities intended to be held until maturity are carried at amortized cost. Securities available for sale include securities that may be sold in
response to changes in interest rates, resultant prepayment risk and other factors related to interest rate and prepayment risk changes. Securities
available for sale are carried at fair value with unrealized gains or losses, net of tax effect, included in stockholders' equity. Amortization of
premiums and accretion of discounts are recorded using the interest method. Gains or losses on sales of securities are computed on a specific
identification cost basis for securities. For securities for which impairment is other than temporary, losses are reflected in operations.

Mortgage Loans Held for Sale

Mortgage loans held for sale are carried at the lower of aggregate cost or market value. Gains on sales of mortgage loans are recorded at the
time of funding by an investor at the difference between the sales proceeds and the loan's carrying value.

Loans

Loans are stated at the unpaid principal balance less deferred loan fees. Interest income on loans is recorded on the accrual basis except for
those loans in a nonaccrual income status. Loans are placed in a nonaccrual income status when the prospects for recovering both principal and
accrued interest are considered doubtful or when a default of principal or interest has existed for 90 days or more unless such a loan is well
secured and in the process of collection. Interest received on nonaccrual loans is generally applied to principal. Nonaccrual loans are returned to
accrual status once principal recovery is reasonably assured.
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Loans are classified as impaired when it is probable the Bank will be unable to collect interest and principal according to the terms of the
loan agreement. These loans are measured based on the present value of future cash flows discounted at the loans' effective interest rate or at the
fair value of the loans' collateral, if applicable. Generally, impaired loans do not accrue interest.

Allowance for Loan Losses

The allowance for loan losses is maintained at a level that adequately provides for losses inherent in the loan portfolio. Management
determines the adequacy of the allowance based on reviews of individual credits, recent loss experience, current economic conditions, the risk
characteristics of the various loan categories and such other factors that, in management's judgment, deserve current recognition in estimating
loan losses. The allowance for loan losses is increased by the provision for loan losses and reduced by net loan charge-offs.

Premises and Equipment

Premises and equipment are carried at cost, less accumulated depreciation and amortization. Depreciation of premises and equipment is
computed using both accelerated and straight-line methods over the estimated useful lives of the assets. Leasehold improvements are amortized
on the straight-line method over the terms of the related leases or over the useful lives of the improvements, whichever is shorter.

Other Assets

Goodwill has been amortized over 15 years on a straight-line basis through December 31, 2001. The amount of goodwill impairment, if
any, is measured based on projected discounted future operating cash flows using a discount rate reflecting Bancorp's average cost of funds.
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Other real estate is carried at the lower of cost or fair value minus estimated selling costs. Any write downs to fair value at the date of
acquisition are charged to the allowance for loan losses. Expenses incurred in maintaining assets, write downs to reflect subsequent declines in
value and realized gains or losses are reflected in operations.

Income Taxes

Bancorp accounts for income taxes using the asset and liability method. The objective of the asset and liability method is to establish
deferred tax assets and liabilities for temporary differences between the financial reporting and the tax bases of Bancorp's assets and liabilities at
enacted tax rates expected to be in effect when such amounts are realized or settled. The effect on deferred tax assets and liabilities of a change
in tax rates is recognized on the statement of income in the period that includes the enactment date.

Net Income Per Share

Basic net income per common share is determined by dividing net income by the weighted average number of shares of common stock
outstanding. Diluted net income per share is determined by dividing net income by the weighted average number of shares of common stock
outstanding plus the weighted average number of shares that would be issued upon exercise of dilutive options, assuming proceeds are used to
repurchase shares pursuant to the treasury stock method.

Recently Issued Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board issued Statement No. 141, "Business Combinations" which supersedes Accounting
Principles Board (APB) Opinion No. 16, "Business
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Combinations." Statement No. 141 eliminates the pooling-of-interests method of accounting for business combinations and modifies the
application of the purchase accounting method. The elimination of the pooling-of-interests method is effective for transactions initiated after
June 30, 2001. The remaining provisions of Statement No. 141 are effective for transactions accounted for using the purchase method that are
completed after June 30, 2001.

In July 2001, the Financial Accounting Standards Board also issued Statement of Financial Accounting Standards No. 142, "Goodwill and
Intangible Assets" which supersedes APB Opinion No. 17, "Intangible Assets." Statement No. 142 eliminates the current requirement to
amortize goodwill and intangible assets, addresses the amortization of intangible assets with a defined life and addresses impairment testing and
recognition for goodwill and intangible assets. Statement No. 142 will apply to goodwill and intangible assets arising from transactions
completed before and after the Statement's effective date. Statement No. 142 is effective January 1, 2002. Management believes the impact of
adoption will be immaterial to Bancorp's consolidated financial statements, as current goodwill and intangible amortization is approximately
$70,000 per year. At December 31, 2001, unamortized goodwill was $682,000.

In August 2001, the Financial Accounting Standards Board issued Statement No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets" which addresses financial accounting and reporting for the impairment or disposal of long-lived assets. While Statement
No. 144 supercedes Statement No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of," it
retains many of the fundamental provisions of that statement. Statement No. 144 also supercedes the accounting and reporting provisions of
APB Opinion No. 30, "Reporting the Results of Operations Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions," for the disposal of a segment of a business. However, it retains the requirement
in Opinion No. 30 to report separately discontinued operations and extends that reporting to a component of an entity that either has been
disposed of (by sale, abandonment, or in a distribution to owners) or is classified as held for sale. By broadening the presentation of discontinued
operations to include more disposal transactions, the Financial Accounting Standards Board has enhanced management's ability to provide
information that helps financial statement users to assess the effects of a disposal transaction on the ongoing operations of an entity. Statement
No. 144 is effective for fiscal years beginning after December 15, 2001 and interim financial periods within those fiscal years. Management
believes that adopting Statement No. 144 will not have an impact on the consolidated financial statements.

(2) Restrictions on Cash and Due from Banks

The Bank is required to maintain an average reserve balance in cash or with the Federal Reserve Bank relating to customer deposits. At
December 31, 2001, the amount of those required reserve balances was approximately $7,671,000.
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(3) Securities

The amortized cost and approximate fair value of securities available for sale follows:

Unrealized
Amortized Approximate
Cost Gains Losses Fair Value
(In Thousands)
December 31, 2001
U.S. Treasury and federal agencies $ 50,711  $ 1,168 $ 183  $ 51,696
Mortgage-backed securities 4,361 28 7 4,382
Obligations of states and political subdivisions 17,951 382 67 18,266
Other 2,540 2,540
$ 75563 $ 1,578 $ 257 $ 76,884
I I I I
December 31, 2000
U.S. Treasury and federal agencies $ 51,454 $ 197 $ 98 $ 51,553
Mortgage-backed securities 1,000 4 996
Obligations of states and political subdivisions 14,972 322 84 15,210
Other 2,175 2,175
$ 69,601 $ 519 % 186 $ 69,934

The amortized cost and approximate fair value of securities held to maturity follows:

Unrealized
Amortized Approximate
Cost Gain Losses Fair Value
(In Thousands)
December 31, 2001
Mortgage-backed securities $ 5720 $ 145 § $ 5,865
Obligations of states and political subdivisions 8,158 151 8,309
$ 13,878 $ 296 $ $ 14,174
I I I L}
December 31, 2000
Mortgage-backed securities $ 7369 $ 50 $ 3 9 7,416
Obligations of states and political subdivisions 9,520 71 3 9,588
$ 16,889 $§ 121 § 6 $ 17,004
I I I L}

A summary of debt securities as of December 31, 2001 based on maturity is presented below
maturities because issuers may have the right to call or prepay obligations. For mortgage-backed securities, the expected remaining life is

reflected rather than contractual maturities.

. Actual maturities may differ from contractual
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Securities Securities
Available for Sale Held to Maturity
Amortized Approximate Amortized Approximate
Cost Fair Value Cost Fair Value
(In Thousands)
Due within one year $ 4,007 $ 4,096 $ 2,556 $ 2,586
Due after one year through five years 42,775 43,605 2,874 2,959
Due after five years through ten years 12,711 12,889 3,937 4,014
Due after ten years 13,530 13,754 4,511 4,615
$ 73,023 $ 74344 $ 13,878 $ 14,174
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Securities with a carrying value of approximately $63,963,000 at December 31, 2001 and $63,264,000 at December 31, 2000 were pledged
to secure public deposits and certain borrowings.

(4) Loans
The composition of loans follows:

December 31,

2001 2000
(In Thousands)
Commercial and industrial $ 152,049 $ 137,086
Construction and development 55,943 51,479
Real estate mortgage 506,081 417,170
Consumer 63,368 58,899

$ 777,441 $ 664,634
I I
The Bank's credit exposure is diversified with secured and unsecured loans to individuals, small businesses and corporations. No specific
industry concentration exceeds 10% of loans. While the Bank has a diversified loan portfolio, a customer's ability to honor contracts is
dependent upon the economic stability and geographic region and/or industry in which that customer does business. Loans outstanding and
related unfunded commitments are primarily concentrated within the Bank's market area that encompasses Louisville, Kentucky and surrounding
communities including southern Indiana.

Information about impaired loans follows:

December 31,

2001 2000
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