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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

LANDMARK BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except per share amounts)

Assets

Cash and cash equivalents

Investment securities available-for-sale, at fair value
Bank Stocks, at cost

Loans, net of allowance for loans losses of $5,652 and $5,922
Loans held for sale, net

Premises and equipment, net

Bank owned life insurance

Goodwill

Other intangible assets, net

Real estate owned, net

Accrued interest and other assets

Total assets

Liabilities and Stockholders’ Equity
Liabilities:

Deposits:

Non-interest-bearing demand
Money market and checking
Savings

Time

Total deposits

Federal Home Loan Bank borrowings
Subordinated debentures

Other borrowings

Accrued interest, taxes, and other liabilities
Total liabilities

June 30, December
31,

2016 2015

(Unaudited)

$ 14,317 $ 13,569
366,550 353,438

4,622 4,497
430,064 419,923
10,057 14,465
20,760 20,958
18,078 18,164
17,532 17,532
4,148 4,304
718 1,000
9,476 10,526

$896,322  $ 878,376

$151,049 $ 143,616
328,816 346,106
87,106 81,062
148,650 143,943
715,621 714,727

48,000 37,600
21,184 21,084
11,527 11,974
10,623 12,421

806,955 797,806
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Commitments and contingencies

Stockholders’ equity:
Preferred stock, $0.01 par value per share, 200,000 shares authorized; none issued - -
Common stock, $0.01 par value per share, 7,500,000 shares authorized; 3,620,669 and

3,531,036 shares issued and outstanding at June 30, 2016 and December 31, 2015, 36 35
respectively

Additional paid-in capital 46,763 45,372
Retained earnings 36,073 32,988
Accumulated other comprehensive income 6,495 2,175
Total stockholders’ equity 89,367 80,570
Total liabilities and stockholders’ equity $896,322 $ 878,376

See accompanying notes to consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF EARNINGS

(Unaudited)

(Dollars in thousands, except per share amounts)

Interest income:

Loans:

Taxable

Tax-exempt

Investment securities:
Taxable

Tax-exempt

Total interest income
Interest expense:

Deposits

Borrowings

Total interest expense

Net interest income
Provision for loan losses
Net interest income after provision for loan losses
Non-interest income:

Fees and service charges
Gains on sales of loans, net
Bank owned life insurance
Gains (losses) on sales of investment securities, net
Other

Total non-interest income

Non-interest expense:
Compensation and benefits
Occupancy and equipment
Amortization of intangibles

Data processing

Professional fees

Advertising

Federal deposit insurance premiums
Foreclosure and real estate owned expense
Other

Total non-interest expense

Earnings before income taxes
Income tax expense

Three months ended Six months ended

June 30,
2016

$5,285
60

1,171
856
7,372

287
523
810
6,562
300
6,262

1,847
1,405
145
285
266
3,948

3,777
1,055
331
346
282
166
110
51
1,093
7,211
2,999
754

2015

$5,436
75

1,146
736
7,393

272
497
769
6,624
200
6,424

1,813
2,251
123
495
4,682

3,845
1,059
346
342
259
125
105
20
1,342
7,443
3,663
1,047

June 30,

2016

2015

$10,420 $10,556

127

2,335
1,664
14,546

564
1,016
1,580
12,966
350
12,616

3,576
3,199
265
297
505
7,842

7,578
2,111
668
657
501
332
220
116
2,190
14,373
6,085
1,563

143

2,343
1,414
14,456

550
988
1,538
12,918
(800 )
13,718

3,495
4,194
245
254 )
765
8,445

7,566
2,130
681
689
493
249
224
45
2,477
14,554
7,609
2,216
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Net earnings $2245 $2,616 $4522 $5,393
Earnings per share:

Basic (1) $0.62 $0.75 $1.26 $1.54
Diluted (1) $0.61 $0.72 $1.24  $1.50
Dividends per share (1) $0.20 $0.18 $0.40 $0.36

(1) Per share amounts for the periods ended June 30, 2015 have been adjusted to give effect to the 5% stock dividend
paid during December 2015.

See accompanying notes to consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

Three months ended  Six months ended
(Dollars in thousands) June 30, June 30,
2016 2015 2016 2015

Net earnings $2,245 $2616 $4,522 $5,393
Net unrealized holding gains (losses) on available-for-sale securities 3,771 (3,235 ) 17,161 (1,322)
Reclassification adjustment for net (gains) losses included in earnings 285 ) - (297 ) 254
Net unrealized gains (losses) 3,486 (3,235 ) 6,864 (1,068)
Income tax effect on net (gains) losses included in earnings 105 - 110 94 )
Income tax effect on net unrealized holding (gains) losses (1,396 ) 1,201 (2,654) 493
Other comprehensive income (loss) 2,195 (2,034 ) 4,320 (669 )
Total comprehensive income $ 4,440 $582 $8,842 $4,724

See accompanying notes to consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(Unaudited)
Additional | ‘Accumulated
. Common ., . Retained other
(Dollars in thousands, except per share amounts) paid-in . . Total
stock . earnings comprehensive
capital .
income (loss)
Balance at January 1, 2015 $ 33 $40473 $29,321 $ 1,818 $71,645
Net earnings - - 5,393 - 5,393
Other comprehensive loss - - - (669 ) (669 )
Dividends paid ($0.36 per share) - - (1,268 ) - (1,268 )
Stock-based compensation - 16 - - 16
Exercise of stock options, 4,181 shares, including excess tax
. - 79 - - 79
benefit of $5
Balance at June 30, 2015 $ 33  $40,568 $33,446 $ 1,149 $75,196
Balance at January 1, 2016 $ 35 $45372 $32988 $ 2,175 $80,570
Net earnings - - 4,522 - 4,522
Other comprehensive income - - - 4,320 4,320
Dividends paid ($0.40 per share) - - (1,437 ) - (1,437)
Exercise of stock options, 89,633 shares, including excess tax
benefit of $197 ! 1,391 i ) 1,392
Balance at June 30, 2016 $ 36 $46,763 $36,073 $ 6,495 $89,367

See accompanying notes to consolidated financial statements.
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LANDMARK BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(Dollars in thousands)

Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net cash provided by operating activities:

Provision for loan losses
Amortization of investment security premiums, net
Amortization of purchase accounting adjustment on loans

Amortization of purchase accounting adjustment on subordinated debentures

Amortization of intangibles

Depreciation

Increase in cash surrender value of bank owned life insurance
Stock-based compensation

Deferred income taxes

Net (gains) losses on sales of investment securities
Impairment of affordable housing investment

Net loss (gain) on sales of premises, equipment and real estate owned
Net gains on sales of loans

Proceeds from sales of loans

Origination of loans held for sale

Changes in assets and liabilities:

Accrued interest and other assets

Accrued expenses, taxes, and other liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Net increase in loans

Maturities and prepayments of investment securities
Purchases of investment securities

Proceeds from sales of investment securities

Redemption of bank stocks

Purchase of bank stocks

Proceeds from sales of premises and equipment and foreclosed assets
Proceeds from bank owned life insurance

Purchases of premises and equipment, net

Net cash used in investing activities

Cash flows from financing activities:

Net increase (decrease) in deposits

Federal Home Loan Bank advance borrowings

$4,522

350
818
(57 )
100
668
581
(265 )

229
(297 )

72

(3,199 )
121,551
(113,944)

(1,536 )
(2,538 )
7,055

(10,932 )
23,429
(43,815 )
13,617
3,009
(3,134 )
749

351

(386 )
17,112 )

897
156,291

Six months ended
June 30,
2016

2015
$5,393
(800 )
767
(362 )
100
681

577
(245 )
16

215
254

163
(236 )
4,194 )
148,064
(151,326)
(1,534 )
(1,237 )
(3,704 )
(3,659 )
34,411
(62,094 )
19,069
4,769
(5,951 )
219
(509 )
(13,745 )
(5,005 )
131,251

10
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Federal Home Loan Bank advance repayments

Proceeds from other borrowings

Repayments on other borrowings

Proceeds from exercise of stock options, including excess tax benefit
Payment of dividends

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(Continued)

(145,891)

(447
1,392
(1,437
10,805
748
13,569
$14,317

)
)

(103,945)
1,400
(2,688 )
79
(1,268 )
19,824
2,375
12,760
$15,135

11
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LANDMARK BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS, CONTINUED

(Unaudited)

Six months ended
(Dollars in thousands) June 30,

2016 2015
Supplemental disclosure of cash flow information:
Cash payments for income taxes $500  $1,890
Cash paid for interest 1,599 1,551
Supplemental schedule of noncash investing and financing activities:
Transfer of loans to real estate owned 536 24
Investment securities purchases not yet settled - (2,817)

See accompanying notes to consolidated financial statements.

12
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LANDMARK BANCORP, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.Interim Financial Statements

The unaudited consolidated financial statements of Landmark Bancorp, Inc. (the “Company”) and subsidiary have been
prepared in accordance with the instructions to Form 10-Q. Accordingly, they do not include all the information and
footnotes required by generally accepted accounting principles ("GAAP") for complete financial statements and

should be read in conjunction with the Company’s most recent annual report on Form 10-K, containing the latest
audited consolidated financial statements and notes thereto. The consolidated financial statements in this report have
not been audited by an independent registered public accounting firm, but in the opinion of management, all
adjustments, consisting of normal recurring accruals, considered necessary for a fair presentation of financial
statements have been reflected herein. The results of the six months ended June 30, 2016 are not necessarily indicative
of the results expected for the year ending December 31, 2016 or for any other period. The Company has evaluated
subsequent events for recognition and disclosure up to the date the financial statements were issued.

2.Investments

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

As of June 30, 2016

Gross Gross

Amortized unrealized unrealized Estimated
(Dollars in thousands) cost gains losses fair value
U. S. treasury securities $6,011 $ 38 $ - $6,049
U. S. federal agency obligations 27,721 269 & ) 27,985
Municipal obligations, tax exempt 150,554 5,203 (22 ) 155,735
Municipal obligations, taxable 71,998 2,268 - 74,266
Agency mortgage-backed securities 89,731 1,781 ar ) 91,501
Common stocks 562 752 - 1,314
Certificates of deposit 9,700 - - 9,700
Total $356,277 $10,311 $ (38 ) $366,550

As of December 31, 2015
Gross Gross
Amortized unrealized unrealized Estimated

13
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(Dollars in thousands) cost gains

U. S. treasury securities $6,517 $1
U. S. federal agency obligations 30,064 43
Municipal obligations, tax exempt 135,341 2,671

Municipal obligations, taxable 81,999 472

Agency mortgage-backed securities 85,829 391

Common stocks 580 906

Certificates of deposit 9,699 -

Total $350,029 $ 4,484
8

losses fair value

$A ) $6,517
(187 ) 29,920
(71 ) 137,941
(581 ) 81,890
(235 ) 85,985
- 1,486
- 9,699

$ (1,075 ) $353,438

14
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The tables above show that some of the securities in the available-for-sale investment portfolio had unrealized losses,
or were temporarily impaired, as of June 30, 2016 and December 31, 2015. This temporary impairment represents the
estimated amount of loss that would be realized if the securities were sold on the valuation date. Securities which were
temporarily impaired are shown below, along with the length of time in a continuous unrealized loss position.

As of June 30, 2016
Less than 12

(Dollars in thousands) 12 months or longer Total
months
No. of Fair Unrealized Fair Unrealized Fair Unrealized
securities value  losses value losses value losses
U.S. federal agency obligations 1 $- $ - $ 3,200 $ (5 ) $3,200 $ (5 )
Municipal obligations, tax exempt 20 4,313 (20 ) 626 2 ) 4,939 (22 )
Agency mortgage-backed securities 12 645 (1 ) 1,907 (10 ) 2,552 (11 )
Total 33 $4,958 $ (21 ) $ 5,733 $ (17 ) $10,691 $ (38 )
As of December 31, 2015
(Dollars in thousands) Less than 12 months 12 months or longer Total
No. of Fair Unrealized Fair Unrealized Fair Unrealized
securities value losses value losses value losses
U.S. treasury securities 2 $3,542  $ (1 ) $- $ - $3,542 $1 )
U. S. federal agency obligations 18 23,015 (163 ) 1,976 (24 ) 24,991 (187 )
Municipal obligations, tax exempt 47 11,328 (53 ) 2,132 (18 ) 13,460 (71 )
Municipal obligations, taxable 105 38,605 494 ) 5,068 (87 ) 43,673 (581 )
Agency mortgage-backed 40 29814 (166 ) 2,925 69 ) 32739 (235 )
securities
Total 212 $106,304 $ (877 ) $12,101 $ (198 ) $118,405 $ (1,075 )

The Company’s U.S. federal agency portfolio consists of securities issued by the government-sponsored agencies of
Federal Home Loan Mortgage Corporation (“FHLMC”), Federal National Mortgage Association (“FNMA”) and Federal
Home Loan Bank (“FHLB”). The receipt of principal and interest on U.S. federal agency obligations is guaranteed by
the respective government-sponsored agency guarantor, such that the Company believes that its U.S. federal agency
obligations do not expose the Company to credit-related losses. Based on these factors, along with the Company’s

intent to not sell the securities and its belief that it was more likely than not that the Company will not be required to

sell the securities before recovery of their cost basis, the Company believed that the U.S. federal agency obligations
identified in the tables above were temporarily impaired as of the date of the respective table.

The Company’s portfolio of municipal obligations consists of both tax-exempt and taxable general obligations
securities issued by various municipalities. As of June 30, 2016, the Company did not intend to sell and it was more
likely than not that the Company will not be required to sell its municipal obligations in an unrealized loss position
until the recovery of their costs. Due to the issuers’ continued satisfaction of the securities’ obligations in accordance
with their contractual terms and the expectation that they will continue to do so, the evaluation of the fundamentals of

15
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the issuers’ financial condition and other objective evidence, the Company believed that the municipal obligations
identified in the tables above were temporarily impaired as of the date of the respective table.

The Company’s agency mortgage-backed securities portfolio consists of securities underwritten to the standards of and
guaranteed by the government-sponsored agencies of FHLMC, FNMA and the Government National Mortgage
Association (“GNMA”). The receipt of principal, at par, and interest on agency mortgage-backed securities is
guaranteed by the respective government-sponsored agency guarantor, such that the Company believed that its agency
mortgage-backed securities did not expose the Company to credit-related losses. Based on these factors, along with

the Company’s intent to not sell the securities and the Company’s belief that it was more likely than not that the
Company will not be required to sell the securities before recovery of their cost basis, the Company believed that the
agency mortgage-backed securities identified in the tables above were temporarily impaired as of the date of the
respective table.

16
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The table below of the amortized cost and estimated fair value of investment securities includes scheduled principal
payments and estimated prepayments, based on observable market inputs, for agency mortgage-backed securities.
Actual maturities will differ from contractual maturities because borrowers have the right to prepay obligations with
or without prepayment penalties. The amortized cost and fair value of investment securities at June 30, 2016 are as
follows:

(Dollars in thousands) Amortized Estimated
cost fair value
Due in less than one year $17,508 $17,598

Due after one year but within five years 180,166 182,762
Due after five years but within ten years 88,657 92,255

Due after ten years 69,384 72,621
Common stocks 562 1,314
Total $356,277 $366,550

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

(Dollars in thousands) Three months ended June 30, Six months ended June 30,

2016 2015 2016 2015
Sales proceeds $ 11,801 $ - $13,617 $ 19,069
Realized gains $ 296 $ - $312 $ 24
Realized losses (11 ) - (15 ) (278 )
Net realized losses $ 285 $ - $297 $ (254 )

Securities with carrying values of $201.8 million and $171.6 million were pledged to secure public funds on deposit,
repurchase agreements and as collateral for borrowings at June 30, 2016 and December 31, 2015, respectively. Except
for U.S. federal agency obligations, no investment in a single issuer exceeded 10% of consolidated stockholders’
equity.

3.Loans and Allowance for Loan Losses

Loans consisted of the following as of the dates indicated below:

June 30, December 31,

17
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(Dollars in thousands)

One-to-four family residential real estate
Construction and land

Commercial real estate

Commercial loans

Agriculture loans

Municipal loans

Consumer loans

Total gross loans

Net deferred loan costs and loans in process
Allowance for loan losses

Loans, net

10

2016 2015

$130,753 $ 131,930
18,381 15,043
119,147 118,983
62,120 61,300
78,817 71,030
7,263 7,635
19,203 19,895
435,684 425,816
32 29
(5,652 ) (5,922

$430,064 $ 419,923

18



Edgar Filing: LANDMARK BANCORP INC - Form 10-Q

The following tables provide information on the Company’s activity in the allowance for loan losses by loan class:

(Dollars in thousands)

Allowance for loan losses:
Balance at April 1, 2016
Charge-offs

Recoveries

Provision for loan losses
Balance at June 30, 2016

Balance at January 1,
2016

Charge-offs

Recoveries

Provision for loan losses
Balance at June 30, 2016

(Dollars in thousands)

Allowance for loan
losses:

Balance at April 1, 2015
Charge-offs

Recoveries

Provision for loan losses
Balance at June 30, 2015

Balance at January 1,
2015

Charge-offs

Recoveries

Provision for loan losses
Balance at June 30, 2015

Three and six months ended June 30, 2016
One-to-four
family ConstructionCommercial Commercial Agriculture Municipal Consumer

residentrid land real estate  loans loans loans loans Total

real estate

$864 $ 82 $ 1,831 $ 1,384 $ 1,483 $ 24 $ 201 $5,869
- - - (306 ) (83 ) - (148 ) (537)
3 - - 1 - 6 10 20
(283) 7 (55 ) 314 200 7 ) 124 300
584 89 1,776 1,393 1,600 23 187 5,652

$925 $ 77 $ 1,740 $ 1,530 $ 1,428 $ 23 $ 199 $5,922
- - - (306 ) (83 ) - 285 ) (674)
5 - - 20 - 6 23 54
(346) 12 36 149 255 6 ) 250 350
584 89 1,776 1,393 1,600 23 187 5,652

Three and six months ended June 30, 2015

One-to-four

family Construction Commercial Commercial Agriculture Municipal Consumer Total

residentiadnd land real estate  loans loans loans loans

real estate

$1,386 $ 103 $ 1,600 $ 1,515 $ 1,104 $ 25 $172 $5,905
O ) - - (10 ) - - (88 ) (107 )
3 4 2 2 - - 8 19
a5 ) © ) (63 ) 249 2 ) 4 ) 84 200
1,325 99 1,539 1,756 1,102 21 176 6,018

$755 $ 762 $ 1,832 $ 836 $ 915 $ 51 $ 169 $5,320
O ) - - (10 ) - 88 ) (142 ) (249)
5 1,719 2 3 - - 18 1,747
574 2,382 ) (295 ) 927 187 58 131 (800 )
1,325 99 1,539 1,756 1,102 21 176 6,018

19
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The following tables provide information on the Company’s activity in the allowance for loan losses by loan class and

allowance methodology:

(Dollars in thousands)

Allowance for loan
losses:

Individually evaluated for
loss

Collectively evaluated for
loss

Total

Loan balances:
Individually evaluated for
loss

Collectively evaluated for
loss

Total

(Dollars in thousands)

Allowance for loan
losses:

Individually evaluated for
loss

Collectively evaluated for
loss

Total

Loan balances:
Individually evaluated for
loss

Collectively evaluated for
loss

Total

As of June 30, 2016

One-to-four
family ConstructiofCommercial CommercialAgricultureMunicipal Consumer
. . Total
residential and land  real estate loans loans loans loans
real estate
19 - - 13 206 - 7 245
565 89 1,776 1,380 1,394 23 180 5,407
584 89 1,776 1,393 1,600 23 187 5,652
1,106 2,061 2,417 127 879 393 102 7,085
129,647 16,320 116,730 61,993 77,938 6,870 19,101 428,599
$130,753 $18,381 $119,147 $62,120 $78,817 $7,263 $19,203 $435,684

As of December 31, 2015

One-to-four
family ConstructiofCommercial CommercialAgricultureMunicipal Consumer
. . Total
residential and land  real estate loans loans loans loans
real estate
78 - - - - - 10 88
847 77 1,740 1,530 1,428 23 189 5,834
925 77 1,740 1,530 1,428 23 199 5,922
752 2,220 2,429 620 189 591 36 6,837
131,178 12,823 116,554 60,680 70,841 7,044 19,859 418,979
$131,930 $15,043 $118,983 $61,300 $71,030 $7,635 $19,8905 $425,.816

21
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The Company recorded net loan charge-offs of $620,000 during the first six months of 2016 compared to net loan
recoveries of $1.5 million during the first six months of 2015. The net loan charge-offs during the first six months of
2016 were primarily related to the liquidation of the assets securing a previously identified and impaired commercial
loan. The charge-off associated with this commercial loan exceeded the related allowance recorded at March 31, 2016,
which contributed to provision for loan losses during the second quarter of 2016. The net loan recoveries during 2015
were primarily associated with the recovery of $1.7 million on a $4.3 million construction loan which was fully
charged-off during 2010 and 2011. As of June 30, 2016, the Company has recovered approximately $2.4 million of
the loan and continues to pursue collection of the remaining amount.

The Company’s impaired loans increased from $6.8 million at December 31, 2015 to $7.1 million at June 30, 2016.
The difference between the unpaid contractual principal and the impaired loan balance is a result of charge-offs
recorded against impaired loans. The difference in the Company’s non-accrual loan balances and impaired loan
balances at June 30, 2016 and December 31, 2015, was related to troubled debt restructurings (“TDR”) that are current
and accruing interest, but still classified as impaired. Interest income recognized on a cash basis was immaterial
during the six months ended June 30, 2016 and 2015. The following tables present information on impaired loans:

12
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(Dollars in thousands)

One-to-four family residential real
estate

Construction and land
Commercial real estate
Commercial loans

Agriculture loans

Municipal loans

Consumer loans

Total impaired loans

(Dollars in thousands)

One-to-four family residential real
estate

Construction and land
Commercial real estate
Commercial loans

Agriculture loans

Municipal loans

Consumer loans

Total impaired loans

As of June 30, 2016

Unpaid . Impaired Impalre.d Related  Year-to- Year‘—to—
IIPpalred loans loans with date interest
contract . allowance date average .
. . _loan balance without an an income
principal recorded loan balance .
allowance allowance recognized
$1,106 $ 1,106 $ 502 $ 604 $ 19 $ 1,117 $ 4
3,796 2,061 2,061 - - 2,137 38
2417 2417 2,417 - - 2,426 253
127 127 75 52 13 148 1
879 879 225 654 206 918 1
393 393 393 - - 514 8
102 102 86 16 7 106 -
$8,820 $ 7,085 $5759 $1,326 $ 245 $ 7,366 $ 305
As of December 31, 2015
Unpaid . Impaired Impalreq Related Year-to- Year.-to—
IIPpalred loans loans with date interest
contract allowance date average .

oan balance without an an income

principal allowance allowance recorded loan balance recognized
$752  $ 752 $ 408 $ 344 $ 78 $ 1,041 $ -

3,955 2,220 2,220 - - 2,389 88

2429 2429 2,429 - - 2,484 175

637 620 620 - - 634 3

189 189 189 - - 188 3

591 591 591 - - 631 19

36 36 10 26 10 41 -
$8,589 § 6,837 $ 6,467 $ 370 $ 88 $ 7,408 $ 288

The Company’s key credit quality indicator is a loan’s performance status, defined as accruing or non-accruing.
Performing loans are considered to have a lower risk of loss. Non-accrual loans are those which the Company believes
have a higher risk of loss. The accrual of interest on non-performing loans is discontinued at the time the loan is
ninety days delinquent, unless the credit is well secured and in process of collection. Loans are placed on non-accrual
or are charged off at an earlier date if collection of principal or interest is considered doubtful. There were no loans
ninety days delinquent and accruing interest at December 31, 2015. The following tables present information on the
Company’s past due and non-accrual loans by loan class:
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(Dollars in thousands)

One-to-four family residential
real estate

Construction and land
Commercial real estate
Commercial loans
Agriculture loans

Municipal loans

Consumer loans

Total

Percent of gross loans

(Dollars in thousands)

One-to-four family residential
real estate

Construction and land
Commercial real estate
Commercial loans
Agriculture loans

Municipal loans

Consumer loans

Total

Percent of gross loans

As of June 30, 2016
30-59 day¥)-89 days 90 days or
delinquentelinquent more
and and
accruing accruing

Total past Non-accrual
due loans

delinquent . loans
. _accruing
and accruing

Total past
due and non-
accrual loans

Total loans
not past due

$140 $ 512 $ - $ 652 $916 $ 1,568 $ 129,185
5 - - 5 607 612 17,769
10 237 - 247 39 286 118,861
- - - - 96 96 62,024
174 30 218 422 834 1,256 77,561
- - - - - - 7,263
82 23 - 105 102 207 18,996
$411  $802 $ 218 $ 1,431 $ 2,594 $ 4,025 $431,659
009% 018 % 005 % 032 % 060 % 092 % 99.08 %
As of December 31, 2015
30-.5 0 daﬁ()—.89 days 90 days or Total past Total past
delinquentelinquent more Non-accrual Total loans
. due loans due and non-
and and delinquent . loans not past due
. . . _accruing accrual loans
accruing accruing  and accruing
$70 $ 712 $ - $782 $ 749 $ 1,531 $130,399
4 - - 4 614 618 14,425
240 - - 240 47 287 118,696
90 40 - 130 583 713 60,587
174 5 - 179 139 318 70,712
- - - - - - 7,635
65 2 - 67 36 103 19,792
$643  $759 $ - $ 1,402 $2,168 $ 3,570 $422,246
0.15% 018 % 000 % 033 % 051 % 084 % 99.16 %

Under the original terms of the Company’s non-accrual loans, interest earned on such loans for the six months ended
June 30, 2016 and 2015, would have increased interest income by $44,000 and $237,000, respectively. No interest
income related to non-accrual loans was included in interest income for the six months ended June 30, 2016 and 2015.

The Company also categorizes loans into risk categories based on relevant information about the ability of the
borrowers to service their debt such as current financial information, historical payment experience, credit
documentation, public information and current economic trends, among other factors. The Company analyzes loans
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individually by classifying the loans as to credit risk. This analysis is performed on a quarterly basis. Non-classified
loans generally include those loans that are expected to be repaid in accordance with contractual loan terms. Classified
loans are those that are assigned a special mention, substandard or doubtful risk rating using the following definitions:

Special Mention: Loans are currently protected by the current net worth and paying capacity of the obligor or of the
collateral pledged but such protection is potentially weak. These loans constitute an undue and unwarranted credit
risk, but not to the point of justifying a classification of substandard. The credit risk may be relatively minor, yet
constitutes an unwarranted risk in light of the circumstances surrounding a specific asset.

Substandard: Loans are inadequately protected by the current net worth and paying capacity of the obligor or of the
collateral pledged. Loans have a well-defined weakness or weaknesses that jeopardize the liquidation of the debt.
Loans are characterized by the distinct possibility that the Company will sustain some loss if the deficiencies are not
corrected.

Doubtful: Loans classified doubtful have all the weaknesses inherent in those classified as substandard, with the added
characteristic that weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions
and values, highly questionable and improbable.

14

25



Edgar Filing: LANDMARK BANCORP INC - Form 10-Q

The following table provides information on the Company’s risk categories by loan class:

As of June 30, 2016 As of December 31, 2015
(Dollars in thousands) Nonclassifiedlassified Nonclassified Classified

One-to-four family residential real estate $129,286 $ 1,467 $ 130,575 $ 1,355

Construction and land 17,638 743 14,429 614
Commercial real estate 109,454 9,693 111,016 7,967
Commercial loans 58,875 3,245 58,862 2,438
Agriculture loans 72,179 6,638 68,186 2,844
Municipal loans 7,263 - 7,635 -
Consumer loans 19,084 119 19,839 56
Total 413,779 21,905 410,542 15,274

At June 30, 2016, the Company had ten loan relationships consisting of fourteen outstanding loans that were classified
as TDRs. During the second quarter of 2016, the Company classified a $8,000 commercial loan as a TDR after
modifying the payments to interest only. Also during the second quarter of 2016, the Company classified a $188,000
one-to-four family residential real estate loan as a TDR after agreeing to a loan modification which adjusted the
payment schedule. Since all of the loans were adequately secured, no charge-offs or provisions for loan losses were
recorded against the principal as of June 30, 2016. No loan modifications were classified as TDRs during the first
quarter 2016. During the second quarter of 2015, the Company classified a commercial loan relationship consisting of
$2.7 million in real estate and land loans as a TDR after agreeing to a bankruptcy plan with the borrower. The
bankruptcy plan restarted the amortization period of the loans which extended the maturities of the loans. During the
first quarter of 2015, the Company classified a $44,000 agriculture loan relationship consisting of two loans as a TDR
after extending the maturity of the loans. During the first six months of 2016, a $56,000 one-to-four family residential
real estate loan and a $25,000 agriculture loan, which were both classified as TDRs during 2015 were paid off.

The Company evaluates each TDR individually and returns the loan to accrual status when a payment history is
established after the restructuring and future payments are reasonably assured. There were no loans modified as TDRs
for which there was a payment default within 12 months of modification as of June 30, 2016 and 2015. At June 30,
2016, there was a commitment of $84,000 to lend additional funds on one construction and land loan classified as a
TDR. The Company had no allowance recorded against loans classified as TDRs at June 30, 2016 or December 31,
2015.

The following table presents information on loans that are classified as TDRs:

(Dollars in thousands)
As of June 30, 2016 As of December 31, 2015
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Numlﬁr . Numbef\I .
on-accrual Accruing on-accrual Accruing

balance balance balance balance
loans loans

One-to-four family residential real estate 2 $ - $ 190 2 $ 55 $3
Construction and land 4 594 1,454 4 600 1,606
Commercial real estate 3 - 2,378 3 - 2,382
Commercial loans 2 - 31 1 - 37
Agriculture 1 - 45 2 - 50
Municipal loans 2 - 393 2 - 591
Total troubled debt restructurings 14 $ 594 $ 4,491 14 $ 655 $ 4,669
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4.Goodwill and Other Intangible Assets

The Company tests goodwill for impairment annually or more frequently if circumstances warrant. The Company’s
annual step one impairment test as of December 31, 2015 concluded that its goodwill was not impaired. The Company
concluded there were no triggering events during the first six months of 2016 that required an interim goodwill
impairment test.

Lease intangible assets are amortized over the life of the lease. Core deposit intangible assets are amortized over the
estimated useful life of ten years on an accelerated basis. A summary of the other intangible assets that continue to be
subject to amortization is as follows:

(Dollars in thousands) As of June 30, 2016
Gross carhyimigmulated  Net carrying
amount amortization amount
Core deposit intangible assets $2,067 $ (1,000 ) $ 1,067
Lease intangible asset 350 (120 ) 230
Mortgage servicing rights 5,580 (2,729 ) 2,851
Total other intangible assets  $7,997 $ (3,849 ) $ 4,148

(Dollars in thousands) As of December 31, 2015
Gross carhyimigmulated Net carrying
amount amortization amount
Core deposit intangible assets $2,067 $ (855 ) $ 1,212
Lease intangible asset 350 (98 ) 252
Mortgage servicing rights 5,322 (2,482 ) 2,840
Total other intangible assets  $7,739 $ (3,435 ) $ 4,304

The following sets forth estimated amortization expense for core deposit and lease intangible assets for the remainder
of 2016 and in successive years ending December 31:

(Dollars in thousands) Amortization

expense
Remainder of 2016 $ 160
2017 289
2018 252
2019 214
2020 177
Thereafter 205
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Total $ 1,297

Mortgage loans serviced for others are not reported as assets. The following table provides information on the
principal balances of mortgage loans serviced for others:

(Dollars in thousands) June 30, December 31,

2016 2015
FHLMC $467,663 $ 444,714
FHLB 12,685 14,039

Custodial escrow balances maintained in connection with serviced loans were $4.5 million and $3.5 million at June
30, 2016 and December 31, 2015, respectively. Gross service fee income related to such loans was $304,000 and

$268,000 for the three months ended June 30, 2016 and 2015, respectively, and is included in fees and service charges
in the consolidated statements of earnings. Gross service fee income related to such loans was $604,000 and $523,000

for the six months ended June 30, 2016 and 2015, respectively.
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Activity for mortgage servicing rights and the related valuation allowance follows:

(Dollars in thousands) Three months ended June 30, Six months ended June 30,
2016 2015 2016 2015

Mortgage servicing rights:

Balance at beginning of period $ 2,808 $ 2,557 $ 2,840 $ 2477

Additions 291 408 512 710

Amortization (248 ) (236 ) (501 ) (458 )

Balance at end of period $ 2,851 $ 2,729 $ 2,851 $ 2,729

The fair value of mortgage servicing rights was $4.1 million and $4.6 million at June 30, 2016 and December 31,
2015, respectively. Fair value at June 30, 2016 was determined using discount rates ranging from 9.50% to 9.52%;
prepayment speeds ranging from 6.14% to 14.98%, depending on the stratification of the specific mortgage servicing
right; and a weighted average default rate of 2.16%. Fair value at December 31, 2015 was determined using discount
rates ranging from 9.50% to 10.00%; prepayment speeds ranging from 5.15% to 33.78%, depending on the
stratification of the specific mortgage servicing right; and a weighted average default rate of 2.25%.

The Company had a mortgage repurchase reserve of $361,000 and $351,000 at June 30, 2016 and December 31, 2015,
respectively, which represents the Company’s best estimate of probable losses that the Company will incur related to
the repurchase of one-to-four family residential real estate loans previously sold or to reimburse investors for credit
losses incurred on loans previously sold where a breach of the contractual representations and warranties occurred.
The Company did not incur any losses charged against the reserve or make any provisions to the reserve during the
first six months of 2016 and 2015. The Company recovered $3,000 of losses during the three months ended June 30,
2016 and $10,000 of losses against the mortgage repurchase reserve during the six months ended June 30, 2016. As of
June 30, 2016, the Company did not have any outstanding mortgage repurchase requests.

5.Earnings per Share

Basic earnings per share have been computed based upon the weighted average number of common shares outstanding
during each period. Diluted earnings per share include the effect of all potential common shares outstanding during
each period. The shares used in the calculation of basic and diluted earnings per share are shown below:

Three months ended Six months ended
(Dollars in thousands, except per share amounts) June 30 June 30

2016 2015 2016 2015
Net earnings $2,245 $2,616 $4,522 $5,393
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Weighted average common shares outstanding - basic (1) 3,613,671 3,504,295 3,585,235 3,503,495
Assumed exercise of stock options (1) 76,324 109,128 75,064 103,749
Weighted average common shares outstanding - diluted (1) 3,689,995 3,613,423 3,660,299 3,607,244
Net earnings per share (1):

Basic $0.62 $0.75 $1.26 $1.54
Diluted $0.61 $0.72 $1.24 $1.50

(1) Share and per share values for the periods ended June 30, 2015 have been adjusted to give effect to the 5% stock
dividend paid during December 2015.

The diluted earnings per share computations for the three and six months ended June 30, 2016 and 2015 include all
unexercised stock options because no stock options were anti-dilutive during such periods.
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6.Repurchase Agreements

The Company has overnight repurchase agreements with certain deposit customers whereby the Company uses
investment securities as collateral for non-insured funds. These balances are accounted for as collateralized financing
and included in other borrowings on the balance sheet. The following is a summary of the balances of and collateral
for the Company’s repurchase agreements:

As of June 30, 2016
Overnight

and

Continuoublp to 30 days 30-90 days than 90 days Total

Greater

Repurchase agreements:

U.S. federal agency obligations $5,063 $ - $ - $ - $5,063
Agency mortgage-backed securities 6,464 - - - 6,464
Total $11,527 $ - $ - $ - $11,527

As of December 31, 2015
Overnight
and

Continuou30 days 30-90 days than 90 days Total

Upto Greater

Repurchase agreements:

U.S. federal agency obligations $5810 $ -  § - $ - $5,810
Agency mortgage-backed securities 6,164 - - - 6,164
Total $11974 § - § - $ - $11,974

Repurchase agreements are comprised of non-insured customer funds, totaling $11.5 million at June 30, 2016, and
$12.0 million at December 31, 2015, which were secured by $17.3 million and $15.7 million of the Company’s
investment portfolio at the same dates, respectively.

The investment securities are held by a third-party financial institution in the customer’s custodial account. The
Company is required to maintain adequate collateral for each repurchase agreement. Changes in the fair value of the
investment securities impact the amount of collateral required. If the Company were to default, the investment
securities would be used to settle the repurchase agreement with the deposit customer.

7.Fair Value of Financial Instruments and Fair Value Measurements
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Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date. There are three levels of inputs that may be used to measure fair values:

Level 1 — Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to
access as of the measurement date.

Level 2 — Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3 — Significant unobservable inputs that reflect a company’s own assumptions about the assumptions that market
participants would use in pricing an asset or liability.
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Fair value estimates of the Company’s financial instruments as of June 30, 2016 and December 31, 2015, including

methods and assumptions utilized, are set forth below:

(Dollars in thousands)

Financial assets:

Cash and cash equivalents

Investment securities available-for-sale
Bank stocks, at cost

Loans, net

Loans held for sale, net

Derivative financial instruments
Accrued interest receivable

Financial liabilities:
Non-maturity deposits
Time deposits

FHLB borrowings
Subordinated debentures
Other borrowings
Accrued interest payable

Financial assets:

Cash and cash equivalents

Investment securities available-for-sale
Bank stocks, at cost

Loans, net

Derivative financial instruments
Accrued interest receivable

Financial liabilities:
Non-maturity deposits
Time deposits

FHLB borrowings
Subordinated debentures
Other borrowings
Accrued interest payable

Methods and Assumptions Utilized

As of June 30, 2016

Carrying

amount Level 1

$14,317 $14,317
366,550 7,363
4,622 n/a
430,064 -
10,057 -
615 -
3,927 22

Level 2

$-

359,187
n/a

10,062
615
1,979

$(566,971) $(566,971) $-

(148,650)
(48,000 )
(21,184 )
(11,527 )
271 ) -

As of December 31, 2015

Carrying

amount Level 1

$13,569 $13,569
353,438 8,003
4,497 n/a
419,923 -
797 -
4,002 22

(148,116)
(49,247 )
(18,812 )
(11,527 )
271 )

Level 2

$-

345,435
n/a

797
2,117

$(570,784) $(570,784) $-

(143,943) -
(37,600 )
(2,184 )
(11,974 )
(287 ) -

(142,924)
(38,215 )
(19,051 )
(11,974 )
(287 )

Level 3

$-

n/a
431,483

1,926

$-

Level 3

$-

n/a
420,061

1,863

$-

Total

$14,317
366,550
n/a
431,483
10,062
615
3,927

(566,971)
(148,116)
(49,247 )
(18,812 )
(11,527 )
271 )

Total

$13,569
353,438
n/a
420,061
797
4,002

$(570,784)
(142,924)
(38,215 )
(19,051 )
(11,974 )
(287 )
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The carrying amount of cash and cash equivalents is considered to approximate fair value.

The Company’s investment securities classified as available-for-sale include U.S. treasury securities, U.S. federal
agency securities, municipal obligations, agency mortgage-backed securities, certificates of deposits and common
stocks. Quoted exchange prices are available for the Company’s U.S treasury securities and common stock
investments, which are classified as Level 1. U.S. federal agency securities and agency mortgage-backed obligations
are priced utilizing industry-standard models that consider various assumptions, including time value, yield curves,
volatility factors, prepayment speeds, default rates, loss severity, current market and contractual prices for the
underlying financial instruments, as well as other relevant economic measures. Substantially all of these assumptions
are observable in the marketplace, can be derived from observable data, or are supported by observable levels at which
transactions are executed in the marketplace. These measurements are classified as Level 2. Municipal securities are
valued using a type of matrix, or grid, pricing in which securities are benchmarked against U.S. treasury rates based
on credit rating. These model and matrix measurements are classified as Level 2 in the fair value hierarchy.
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It is not practical to determine the fair value of bank stocks due to restrictions placed on the transferability of FHLB
and FRB stock.

The estimated fair value of the Company’s loan portfolio is based on the segregation of loans by collateral type,
interest terms, and maturities. The fair value is estimated based on discounting scheduled and estimated cash flows
through maturity using an appropriate risk-adjusted yield curve to approximate current interest rates for each category.
No adjustment was made to the interest rates for changes in credit risk of performing loans where there are no known
credit concerns. Management segregates loans in appropriate risk categories. Management believes that the risk factor
embedded in the interest rates along with the allowance for loan losses applicable to the performing loan portfolio
results in a fair valuation of such loans. The fair values of impaired loans are generally based on market prices for
similar assets determined through independent appraisals or discounted values of independent appraisals and brokers’
opinions of value. This method of estimating fair value does not incorporate the exit-price concept of fair value
prescribed by ASC Topic 820 and is classified as Level 3.

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated
fair value, determined on an aggregate basis. The mortgage loan valuations are based on quoted secondary market
prices for similar loans and are classified as Level 2.

The carrying amounts of accrued interest receivable and payable are considered to approximate fair value.

The estimated fair value of deposits with no stated maturity, such as non-interest-bearing demand deposits, savings,
money market accounts, and checking accounts, is equal to the amount payable on demand. The fair value of
interest-bearing time deposits is based on the discounted value of contractual cash flows of such deposits. The
discount rate is tied to the FHLB yield curve plus an appropriate servicing spread. Fair value measurements based on
discounted cash flows are classified as Level 2. These fair values do not incorporate the value of core deposit
intangibles which may be associated with the deposit base.

The fair value of advances from the FHLB, subordinated debentures, and other borrowings is estimated using current
yield curves for similar borrowings adjusted for the Company’s current credit spread and classified as Level 2.

The Company’s derivative financial instruments consist of interest rate lock commitments and corresponding forward
sales contracts on mortgage loans held for sale. The fair values of these derivatives are based on quoted prices for
similar loans in the secondary market. The market prices are adjusted by a factor, based on the Company’s historical
data and management’s judgment about future economic trends, which considers the likelihood that a commitment will
ultimately result in a closed loan. These instruments are classified as Level 2. The amounts are included in other assets

36



Edgar Filing: LANDMARK BANCORP INC - Form 10-Q

or other liabilities on the consolidated balance sheets and gains on sale of loans, net in the consolidated statements of
earnings.

Off-Balance-Sheet Financial Instruments

The fair value of letters of credit and commitments to extend credit is based on the fees currently charged to enter into
similar agreements. The aggregate of these fees is not material.

Transfers

The Company did not transfer any assets or liabilities among levels during the six months ended June 30, 2016 or
during the year ended December 31, 2015.
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Valuation Methods for Instruments Measured at Fair Value on a Recurring Basis

The following table represents the Company’s financial instruments that are measured at fair value on a recurring basis

at June 30, 2016 and December 31, 2015, allocated to the appropriate fair value hierarchy:

(Dollars in thousands) As of June 30, 2016

Fair value hierarchy

Total %evel Level 2  Level 3
Assets:
Available-for-sale investment securities
U. S. treasury securities $6,049 $6,049 $- $ -
U. S. federal agency obligations 27,985 - 27,985 -
Municipal obligations, tax exempt 155,735 - 155,735 -
Municipal obligations, taxable 74,266 - 74,266 -
Agency mortgage-backed securities 91,501 - 91,501 -
Common stocks 1,314 1,314 - -
Certificates of deposit 9,700 - 9,700 -
Derivative financial instruments $615 $- $615 $ -
(Dollars in thousands) As of December 31, 2015

Fair value hierarchy
Total Level 1 Level 2 Level 3

Assets:

Available-for-sale investment securities

U. S. treasury securities $6,517 $6,517 $- $ -
U. S. federal agency obligations 29,920 - 29,920 -
Municipal obligations, tax exempt 137,941 - 137,941 -
Municipal obligations, taxable 81,890 - 81,890 -
Agency mortgage-backed securities 85,985 - 85,985 -
Common stocks 1,486 1,486 - -
Certificates of deposit 9,699 - 9,699 -
Derivative financial instruments 797 - 797 -

Changes in the fair value of available-for-sale securities are included in other comprehensive income to the extent the
changes are not considered other-than-temporary impairments. Other-than-temporary impairment tests are performed

on a quarterly basis and any decline in the fair value of an individual security below its cost that is deemed to be
other-than-temporary results in a write-down of that security’s cost basis.
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Valuation Methods for Instruments Measured at Fair Value on a Non-recurring Basis

The Company does not value its loan portfolio at fair value. Collateral-dependent impaired loans are generally carried
at the lower of cost or fair value of the collateral, less estimated selling costs. Collateral values are determined based
on appraisals performed by qualified licensed appraisers hired by the Company and then further adjusted if warranted
based on relevant facts and circumstances. The appraisals may utilize a single valuation approach or a combination of
approaches including the comparable sales and income approach. Adjustments are routinely made in the appraisal
process by the appraisers to adjust for differences between the comparable sales and income data available. Such
adjustments are typically significant and result in a Level 3 classification of the inputs for determining fair value.
Impaired loans are reviewed and evaluated at least quarterly for additional impairment and adjusted accordingly,
based on the same factors identified above. The carrying value of the Company’s impaired loans was $7.1 million and
$6.8 million, with an allocated allowance of $245,000 and $88,000, at June 30, 2016 and December 31, 2015,
respectively.
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The following table represents the Company’s financial instruments that are measured at fair value on a non-recurring

basis as of June 30, 2016 and December 31, 2015 allocated to the appropriate fair value hierarchy:

(Dollars in thousands)

As of June 30, 2016 Total
Fair value hierarchy gains/
Total %evel Level2 Level3 (losses)
Assets:
Impaired loans:
One-to-four family residential real estate $585 $- $ - $58 $3
Commercial loans 39 - - 39 (13 )
Agriculture loans 448 - - 448 (206 )
Consumer loans 9 - - 9 2
As of December 31, 2015  Total
Fair value hierarchy (losses)/
Total %evelLevel 2 Level 3 gains
Assets:
Impaired loans:
One-to-four family residential real estate $266 $- $- $266 $(137 )
Consumer loans 16 - - 16 6
Loans held for sale 14,465 - 14,465 - (10 )

The following table presents quantitative information about Level 3 fair value measurements for impaired loans
measured at fair value on a non-recurring basis as of June 30, 2016 and December 31, 2015.

(Dollars in thousands)

Fair value Valuation technique Unobservable inputs
As of June 30, 2016
Impaired loans:
One-to-four family residential real estate $ 585 Sales comparison  Adjustment to appraised value
Commercial loans 39 Sales comparison  Adjustment to appraised value
Agriculture loans 448 Sales comparison  Adjustment to appraised value
Consumer loans 9 Sales comparison  Adjustment to appraised value

As of December 31, 2015

Impaired loans: Hotels "
Occupancy 83 % 91 %
Available Room Nights (in thousands) 2,193 2,143

80 %
220
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Per Room Guest Spending $ 223 $ 214 $ 301

@ Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverage and merchandise at the
hotels. Hotel statistics include rentals of Disney Vacation Club units.

Increased revenues at our international operations reflected the sale of a real estate property and higher guest spending, hotel occupancy and

attendance at Disneyland Paris along with increased attendance, guest spending and hotel occupancy at Hong Kong Disneyland Resort. These

increases were partially offset by a decrease at Disneyland Paris reflecting the unfavorable impact of foreign currency translation as a result of

the strengthening of the U.S. dollar against the Euro.

At our domestic operations, decreased revenues reflected lower attendance and hotel occupancy at our parks and resorts and fewer passenger
cruise days at Disney Cruise Line, partially offset by higher guest spending at our parks and resorts. Decreased attendance in part reflected an
unfavorable impact due to a shift in the timing of the Easter holiday period relative to our fiscal periods. Higher guest spending was primarily
due to higher average ticket prices.

Costs and Expenses

Costs and expenses, which consist primarily of labor, depreciation, costs of merchandise, food and beverage sold, marketing and sales expense,
repairs and maintenance and entertainment, increased 6%, or $124 million, to $2.4 billion. Higher costs were driven by increases at the domestic
parks and resorts and Disney Cruise Line. The increase at our domestic parks and resorts reflected labor cost inflation, higher pension and
post-retirement medical expenses and costs for new guest offerings, including World of Color at Disneyland Resort, partially offset by lower
volume-related costs. The increase at Disney Cruise Line was due to increased operating costs to support the fleet expansion and higher fuel
costs. Costs and expenses at Disneyland Paris were flat as costs associated with the sale of a real estate property were essentially offset by the
favorable impact of foreign currency translation as a result of the strengthening of the U.S. dollar against the Euro.

Segment Operating Income

Segment operating income decreased 8% to $477 million primarily due to decreases at the domestic parks and Disney Cruise Line, partially
offset by improvements at the international operations.
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Restructuring and impairment charges

The Company recorded charges totaling $2 million in the prior-year quarter for severance and related costs which were reported in  Restructuring
and impairment charges in the Consolidated Statements of Income.

Studio Entertainment
Revenues

Revenues for the quarter increased 30%, or $378 million, to $1.6 billion primarily due to increases of $362 million in worldwide theatrical
distribution, including our participation in Iron Man 2, and $47 million in worldwide television distribution.

The revenue growth in worldwide theatrical distribution was primarily due to the strong performance of Toy Story 3, Alice in Wonderland and
Iron Man 2. The prior-year quarter included Up, Hannah Montana: The Movie and The Proposal. The increase in worldwide television
distribution was driven by the timing of titles available in international markets.

Costs and Expenses

Costs and expenses, which consist primarily of production cost amortization, distribution and marketing expenses, product costs and
participation costs, increased 19%, or $243 million, primarily due to an increase in worldwide theatrical distribution and higher film cost
write-downs, partially offset by a decrease in domestic home entertainment.

The increase in worldwide theatrical distribution was primarily due to higher production cost amortization, driven by Prince of Persia: The
Sands of Time and Iron Man 2, and higher participation costs driven by Alice in Wonderland.

Lower costs and expenses in domestic home entertainment were primarily due to a lower production cost amortization rate and lower
distribution and marketing expense resulting from cost reduction initiatives. Key releases included Alice in Wonderland in the current quarter
versus Bedtime Stories, Bolt and Confessions of a Shopaholic in the prior-year quarter.

Segment Operating Income

Segment operating income increased $135 million to $123 million due to the strong worldwide theatrical performance of Toy Story 3, Alice in
Wonderland and Iron Man 2 and increases at domestic home entertainment and worldwide television distribution, partially offset by higher film
cost write-downs.

Restructuring and impairment charges

The Company recorded charges totaling $5 million in the current quarter for severance and related costs which were reported in  Restructuring
and impairment charges in the Consolidated Statements of Income.

Consumer Products
Revenues

Revenues for the quarter increased 19%, or $96 million, to $606 million, driven by increases of $43 million at Publishing, $32 million at Retail,
and $18 million at Merchandise Licensing.
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The increase at Publishing was driven by the acquisition of Marvel and the success of The Red Pyramid and Percy Jackson titles. Higher
revenues at Retail were due to the acquisition of The Disney Store Japan (see discussion of The Disney Store Japan acquisition below).
Merchandise Licensing revenue growth was driven by the strong performance of Toy Story and sales of Marvel merchandise, partially offset by
a higher revenue share with the Studio Entertainment segment. The increase in revenue share with the Studio Entertainment segment in the
current quarter was primarily due to growth from Toy Story merchandise.

Costs and Expenses

Costs and expenses, which consist primarily of cost of sales, salaries and benefits, marketing, and occupancy, increased 18%, or $75 million,
primarily due to increases at Publishing, Retail, and Merchandise Licensing. The increase at Publishing was primarily due to cost of sales
associated with Marvel products. At Retail, higher operating costs were due to the acquisition of The Disney Store Japan, partially offset by
decreased cost of sales at The Disney Store North America reflecting global procurement efficiencies. The increase at Merchandise Licensing
was primarily due to operating costs and intangible asset amortization associated with Marvel.

Operating Income

Segment operating income increased 22%, or $21 million, to $117 million, primarily due to improvement at Retail driven by The Disney Store
North America and growth at Publishing.

Restructuring and impairment charges

The Company recorded charges totaling $1 million in the prior-year quarter for severance and related costs which were reported in  Restructuring
and impairment charges in the Consolidated Statements of Income.

The Disney Store Japan Acquisition

On March 31, 2010, the Company acquired all of the outstanding shares of Retail Networks Company Limited (The Disney Store Japan) in
exchange for a $17 million note. At the time of the acquisition, The Disney Store Japan had a cash balance of $13 million. In connection with
the acquisition in the second quarter of the current year, the Company recognized a $22 million non-cash gain from the deemed termination of
the existing licensing arrangement. The gain is reported in  Other income in the fiscal 2010 Condensed Consolidated Statement of Income.

Interactive Media
Revenues

Interactive Media revenues for the quarter increased 74%, or $84 million, to $197 million primarily due to increases of $64 million at Disney
Interactive Studios and $10 million at Disney Online driven by increased Club Penguin subscription revenues.

At Disney Interactive Studios, the revenue growth was primarily due to higher sales of self-published video games in the current quarter.
Significant current quarter releases included Toy Story 3 and Split Second while the prior-year quarter included Hannah Montana.

Costs and Expenses

Costs and expenses, which consist primarily of video game and internet product development costs, cost of sales, distribution and marketing
expenses, general and administrative costs, and technology infrastructure costs, increased 39%, or $74 million, to $262 million driven by
increases at Disney Interactive Studios and Disney Online.
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The increase at Disney Interactive Studios was primarily due to higher sales and marketing expenses driven by more new releases in the current
quarter primarily Toy Story 3 and Split Second, higher cost of sales driven by increased unit sales, and higher product development costs. These
increases were partially offset by lower per unit video game cost of sales for catalog titles that had previously been written down to net realizable
value. Higher costs and expenses at Disney Online were primarily due to increased cost of sales at Club Penguin and higher product
development costs.

Operating Loss

Segment operating loss decreased 13% to $65 million due to an improvement at Disney Interactive Studios.
BUSINESS SEGMENT RESULTS Nine Month Resul